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PART |
ltems 1. and 2. Business and Properties .

All of our periodic report filings with the Secues and Exchange Commission (SEC) pursuant toddet8(a) or 15(d) of the Securiti
Exchange Act of 1934, as amended, are availatde, éf charge, through our web site, www.fcx.coeluding our annual reports on Form -

K, quarterly reports on Form -Q, current reports on Form 8-K and any amendmémtiose reports. These reports and amendments are
available through our web site as soon as reasonpldcticable after we electronically file or fughi such material to the SEC. References to
“Notes” are Notes in our “Notes to Consolidated Bimcial Statements” included in our 2006 Annual Répworporated herein by reference
(see “Item 8. Financial Statements and Supplemgridata”).

On November 19, 2006, FCX and Phelps Dodge Coriporannounced that they had signed a definitivegereagreement whereby we will
acquire Phelps Dodge for approximately $25.9 billio cash and stock, based on FCX'’s closing stoide mn November 17, 2006, creating
one of the largest publicly traded copper compariiee combined company will be a new industry leadéh large, longlived, geographicall
diverse assets and significant proven and prolraklkerves of copper, gold and molybdenum. Completfdahe transaction is subject to a
number of conditions, including receipt of FCX apldelps Dodge stockholder approval. On Februarg@7 2FCX and Phelps Dodge
announced that each company will hold a speciatimgef its stockholders on March 14, 2007, to vatethe proposed acquisition of Phelps
Dodge by FCX. The transaction is expected to clodédarch 2007. The information contained in thigiAdL0-K does not reflect the impact of
us acquiring Phelps Dodge.

General

Through our majority-owned subsidiary, PT Freepotionesia, we have one of the world’s largest coppe gold mining and production
operations in terms of reserves and production.gbuacipal asset is the Grasberg minerals distvitd. discovered the largest ore body in the
district, Grasberg, in 1988. Based on available-geal 2005 data provided by third-party industrpsudtants, the Grasberg minerals district
contains the largest single copper reserve antatgest single gold reserve of any mine in the diorl

Our principal operating subsidiary is PT Freeponddnesia, a limited liability company organized enthe laws of the Republic of Indonesia
and incorporated in Delaware. We own approxima@@y4 percent of PT Freeport Indonesia, and thee@wowent of Indonesia owns the
remaining approximate 9.36 percent. PT Freepouriedia mines, processes and explores for ore oamgatopper, gold and silver. It operates
in the remote highlands of the Sudirman Mountaindain the province of Papua, Indonesia, whichmishe western half of the island of New
Guinea. PT Freeport Indonesia markets its condestintaining copper, gold and silver worldwide.

PT Freeport Indonesia conducts its operations putsio an agreement, called a Contract of Worlq) thie Government of Indonesia (see
“Contracts of Work”). The Contract of Work allows to conduct extensive mining, production and epgtion activities in a 24,700-acre area
that we call Block A, which contains the Grasbeligemals district, and governs our rights and ohiayes relating to taxes, exchange controls,
royalties, repatriation and other matters. The Gmtof Work also allows us to explore for minerialg&n approximately 500,000-acre area that
we call Block B. Exploration activities in Block [Bave been suspended in recent years, but we expextume those activities in 2007. The
primary term of our Contract of Work expires in 208nd we can extend it for two 10-year periodsextitp Indonesian government approval,
which cannot be withheld or delayed unreasonably.

Another of our operating subsidiaries, PT Irja EastMinerals, which we refer to as Eastern Minettatdds an additional Contract of Work in
Papua covering approximately 1.2 million acres t&asMinerals conducts exploration activities, whitad been suspended in recent years,
under this Contract of Work (see “Contracts of Warkn December 2006, Eastern Minerals receivedeyg from the Government of
Indonesia to resume exploration activities in 200/é. have a 100 percent ownership interest in Bastémerals.

In 1996, we established joint ventures with Riotdiplc, which is an international mining companyhiieadquarters in London, England. Rio
Tinto conducts mining operations in North Ameri8auth America, Asia, Australia, Europe and southdrita. One of our joint ventures wi
Rio Tinto covers PT Freeport Indonesia 's miningrgpions in Block A. This joint venture gives Riio, through 2021, a 40 percent interest
in certain assets and in production above spedifieels from operations in Block A and, after 20240 percent interest in all production in
Block A. Under our joint venture arrangements, Riloto also has a 40 percent interest in PT Fredpddnesia 's Contract of Work and
Eastern Minerals ' Contract of Work. In additioripR’into has the
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option to participate in 40 percent of any of otlrew future exploration projects in Papua. To dRie, Tinto has elected to participate in all
exploration projects, including PT Nabire Bakti Nfig.

Under a joint venture agreement through PT NabaktiBViining, we conduct exploration activities, whihave been suspended in recent years
(see “Contracts of Work™), in an area covering appnately 500,000 acres in five parcels contigutmuBT Freeport Indonesia ’'s Block B and
one of Eastern Minerals ' blocks. We expect to mesexploration activities in PT Nabire Bakti Minitggexploration area in 2007.

At December 31, 2006, PT Freeport Indonesia’s sbpeoven and probable recoverable reserves th&8e8 billion pounds of copper and
41.1 million ounces of gold, all of which are loedtin Block A. Our approximate 90.64 percent egsitgre of these proven and probable
recoverable reserves totaled 35.2 billion poundsopper and 37.2 million ounces of gold (see “Oesétves”). In this annual report, we refer
to (1) aggregate reserves, which means all reséovéise operations we manage, (2) PT Freeportriadia’s share of reserves, which means
the reserves net of Rio Tintinterest under our joint venture arrangementsadridh are the reserves reported as those of anatipns in ou
consolidated financial statements and (3) our ghifire of reserves, which is net of the 9.36 pereEPT Freeport Indonesia owned by the
Government of Indonesia.

In July 2003, we acquired the 85.7 percent ownprstierest in PT Puncakjaya Power owned by aféiatf Duke Energy Corporation.
Puncakjaya Power is the owner of assets supplyomgepto PT Freeport Indonesia’s operations, inclgdhe 3x65 megawatt coal-fired power
facilities (see “Infrastructure”).

We also smelt and refine copper concentrates im3pal market the refined copper products throughaholly owned subsidiary, Atlantic
Copper, S.A. In addition, PT Freeport Indonesia@&as percent interest in PT Smelting, an Indomestanpany that operates a copper smelter
and refinery in Gresik, Indonesia. These smeltég @an important role in our concentrate markestrgtegy, as approximately one-half of PT
Freeport Indonesia ’s concentrate production has Beld to Atlantic Copper and PT Smelting overléist several years (see “Investment in
Smelters”).

The diagram below shows our corporate structure.

Freeport-MeMoRan Copper & Gold Inc. (FCX)

Q% 5T 1005 10 10055

-1
FT Frecport FT Puncakjaya FT Irja Atlantic FM Services
Indonesia Fower Eastern Minerals Copper Compa ﬂ:fh:l

25%

FT Smelting

(a) FM Services Company, a Delaware corporatiooviges us and two other publicly-traded companiil executive, administrative,
financial, accounting, legal, tax and similar seeg.
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The following four maps indicate:

- the distance from the Grasberg minerals disini®apua to Bali (approximately 1,500 miles) amdakarta (approximately 2,000
miles);

- the location of the Papua province in whichaperate;
- the location of our Contracts of Work areashinithe Papua province; and

- the infrastructure of our Contract of Work mcij area.

INDONESIA

Apprn:.iin‘u_am scale fmiles)

1,500
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Contracts of Work

Through Contracts of Work with the Government afdnesia, PT Freeport Indonesia and Eastern Mineoaiduct their current exploration
operations and PT Freeport Indonesia conductsiitsgioperations in Indonesia. Both Contracts ofrigovern our rights and obligations
relating to taxes, exchange controls, royaltigsatéation and other matters. Both Contracts of KMeere concluded pursuant to the 1967
Foreign Capital Investment Law, which expressestedia 's foreign investment policy and providesibguarantees of remittance rights and
protection against nationalization, a frameworkdoonomic incentives and basic rules regardingratbbkts and obligations of foreign
investors. Specifically, the Contracts of Work fomv/that the Government of Indonesia will not nadilize or expropriate PT Freeport
Indonesia 's or Eastern Minerals’ mining operatiofsy disputes regarding the provisions of the @aets of Work are subject to international
arbitration. We have experienced no disputes raguarbitration during the 39 years we have operatdndonesia.

PT Freeport Indonesia 's Contract of Work coverthiglock A, which was first included in a 1967 Caut of Work that was replaced by a
new Contract of Work in 1991, and Block B, to whigh gained rights in 1991. The initial term of @ontract of Work expires in December
2021, but we can extend it for two 10-year perisalsject to Indonesian government approval, whictnoabe withheld or delayed
unreasonably. We originally had the rights to ex@l®.5 million acres in Block B, but pursuant te tbontract of Work we have only retained
the rights to approximately 500,000 acres, follayvaignificant geological assessment.

Eastern Minerals signed its Contract of Work in Asig1l994. The Contract of Work originally coverggbeoximately 2.5 million acres. Easte
Minerals' Contract of Work provides for a four-teven year exploratory term and a 30-year term foing operations. Subject to Indonesian
government approval, which cannot be withheld daykx unreasonably, we can extend this periodWort0-year periods. Eastern Minerals’
Contract of Work requires us to relinquish our tigto 25 percent of the original 2.5-million-acrerffract of Work area at the end of each of
three specified periods. As of December 31, 20@6had relinquished approximately 1.3 million aaed must relinquish an additional 0.6
million acres at the end of the three-year explorgperiod, which can be extended by the GovernmaEhtdonesia for as many as two
additional years. The exploration activities unBastern Minerals’ Contract of Work also had beespsaded in recent years; however, in
December 2006, Eastern Minerals received approwal the Government of Indonesia to resume explamaictivities in 2007.

We suspended our exploration activities outsidBlo€k A in recent years because of safety and #gdesues and regulatory uncertainty
relating to a possible conflict between our mingmgl exploration rights in certain forest areas amdéhdonesian Forestry law enacted in 1999
prohibiting open-pit mining in forest preservatiareas. In 2001, we requested and received fror@tvernment of Indonesia formal

temporary suspensions of our obligations undeCietracts of Work in all areas outside Block A. Therent suspensions were granted for
oneyear periods ending February 26, 2007, for Blocknd March 30, 2007, for PT Nabire Bakti Mining. BetIindonesian legislation perrr
open-pit mining in PT Freeport Indonesia ’s Blocla®a, subject to certain requirements. Followimgssessment of these requirements and a
review of security issues, we plan to resume espilon activities in certain prospective Contractdérk areas outside of Block A in 2007.

PT Freeport Indonesia pays a copper royalty uridegEaontact of Work that varies from 1.5 percent@bper net revenue at a copper price of
$0.90 or less per pound to 3.5 percent at a cqmpe of $1.10 or more per pound. The Contract ofk\foyalty rate for gold and silver sale
1.0 percent.

A large part of the mineral royalties under Goveeminof Indonesia regulations are designated tetbeinces from which the minerals are
extracted. In connection with our “fourth concetdramill expansion,” PT Freeport Indonesia agreefddy the Government of Indonesia
additional royalties (royalties not required by @eontract of Work) to provide further support te flocal governments and the people of P&
PT Freeport Indonesia pays the additional royatireproduction exceeding specified annual amouint®per, gold and silver expected to be
generated when its milling facilities operate ab208,000 metric tons of ore per day. The additiooghlty for copper equals the Contract of
Work royalty rate and for gold and silver equal&cenhe Contract of Work royalty rates. Therefanay, royalty rate on copper net revenues
from production above the agreed levels is doti®eQontract of Work royalty rate, and our royalyes on gold and silver sales from
production above the agreed levels are triple theti@ct of Work royalty rates.

PT Freeport Indonesia ’s share of the combinedltiegaincluding the additional royalties which bete effective January 1, 1999, totaled
$126.0 million in 2006, $103.7 million in 2005 a$d3.5 million in 2004.
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Republic of Indonesia

General.The Republic of Indonesia consists of more thafd@ jslands stretching 3,000 miles along the eqdedm Malaysia to Australia
and is the fourth most populous nation in the warith over 245 million people. Following many yeafsDutch colonial rule, Indonesia gair
independence in 1945 and now has a presidentiabliegsystem of government.

Our mining complex was Indonesia ’s first coppenimg project and was the first major foreign inwesnt in Indonesia following the
economic development program instituted by the tedtan government in 1967. We work closely withdbetral, provincial and local
governments in development efforts in the aresosmading our operations. We have had positive @hatiwith the Indonesian government
since we commenced business activities in Indonesi@67, and we intend to continue to maintaintpasworking relationships with the
central, provincial and local branches of the Irelian government.

Political Developmentsdn May 1998, President Suharto, Indonesia 's palitieader for more than 30 years, resigned imtiiee of an

economic crisis in Indonesia and other parts oftls&ast Asia and in the face of growing social uniéige President B.J. Habibie succeeded
Suharto. In June 1999, Indonesia held a new paglidiany election on a generally peaceful basis @ittt step in the process of electing a new
president. In October 1999, in accordance withldenesian constitution, the country 's highesitall institution (the People 's Consultative
Assembly), composed of the newly elected natioadigment along with additional provincial and athepresentatives, elected Abdurrahman
Wabhid as president and Megawati Sukarnoputri as piesident.

In July 2001, the People ’'s Consultative Assemioied to remove President Wahid, and elected Viesi@ent Megawati Sukarnoputri as
president. In October 2004, Susilo Bambang Yudhoywas elected as president in the nation’s fingtadipresidential election.

Other Development$n February 2006, a group of illegal gold pannergaged in conflict with Indonesian police and P&dprort Indonesia
security personnel when they were requested teelaawarea near our milling facilities. Following timcident, the illegal panners blocked the
road leading to the Grasberg mine and mill in béed we temporarily suspended mining and millipgrations as a precautionary measure.
The panners also vandalized some of our light Vehiand offices near this area, causing approxisgn&&million in damages. Our port
facilities continued to operate during the disraptand concentrate shipments were not affectedp@haers, mostly Papuans from outside our
area of operations, presented a list of aspiratiorisiarily relating to their desire to share ie thenefits of our existing initiatives and programs
provided for the Papuans who are the traditionsiients of our operations area. Mining and millipgrations resumed after an approximate
four-day outage. During the incident at our mind arill, protestors in Jakarta vandalized the emtedifoor of the office building housing our
Indonesian headquarters and staged a three-dgyotalide the building. The Indonesian police haddhis matter, which did not disrupt our
administrative functions or damage any of our faes.

On August 31, 2002, three people were killed andth&rs were wounded in an ambush by a group aflasss. The assailants shot at several
vehicles transporting international contract teasltiem PT Freeport Indonesia 's school in Tembagaptheir family members, and other
contractors to PT Freeport Indonesia on the road Tiembagapura, the mining town where the majofityT Freeport Indonesia 's personnel
reside. Indonesian authorities and the United Stagéeleral Bureau of Investigation (FBI) investigatee incident, which resulted in the U.S.
indictment of an alleged operational commandehRree Papua Movement/National Freedom Forcerlnaly 2006, Indonesian Police
arrested this individual and 11 other Papuans.duefber 2006, verdicts and sentencing were annduioceseven of the accused in the
August 2002 shooting, including a life sentencetfier confessed leader of the attack.

On October 12, 2002, a bombing killed 202 peoplélindonesian province of Bali, which is 1,500e®iwest of our mining and milling
operations. Indonesian authorities arrested 35Ip@ngonnection with this bombing and 29 of thaseested have been tried and convicted
August 5, 2003, 12 people were killed and over a@rs were injured by a car bomb detonated outsfitlee JW Marriott Hotel in Jakarta,
Indonesia. On September 9, 2004, 11 people wdeslldihd over 200 others injured by a car bomb deézhin front of the Australian embas

On October 1, 2005, three suicide bombers killepd@ple and wounded over 100 others in Bali. lrattomal terrorist organizations are
suspected in each of these incidents. In Novemb@s,2ndonesian Police raided a house in Easttbataesulted in the death of other accused
terrorists linked to these bombings. Our mining anilling operations were not interrupted by thesgdents, but our corporate offices in
Jakarta sustained damages and relocated for senendhs as a result of the September 2004 bombing.
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The Government of Indonesia, which provides segtioit PT Freeport Indonesia 's personnel and opmrat(see “Security Matters”), has
expressed a strong commitment to protect natusalurees businesses operating in Indonesia, in@uelinFreeport Indonesia, with heightened
security following the incidents discussed above.

Economic and Social ConditiorThe Indonesian economy grew by an estimated 6 peirt006 and 2005. The Indonesian currency, the
rupiah, averaged approximately 9,150 rupiah toldni¢ed States (U.S.) dollar during 2006 and close8,989 rupiah to one U.S. dollar on
December 29, 2006, compared with 9,825 rupiah &Wis. dollar on December 30, 2005.

Despite gradual improvements on the economic flodipnesia 's recovery remains vulnerable to ong@olitical and social tensions. Pro-
independence movements have been prominent irircareas, especially in the province of Aceh, and tesser extent in Papua. In 2005, the
Government of Indonesia and the Free Aceh Movemeathed a peace agreement, which included the naitlad of 24,000 military troops
from Aceh. Subsequently, the U.S. restored fulitiehs with the Indonesian military after a 14-ygaratorium, partly because of the
successes by the Government of Indonesia in figtigrrorism and in reaching a peaceful agreemeAtéeh.

The area surrounding our mining development issghaipopulated by indigenous people and formedesds of other areas of Indonesia, s
of whom have resettled in Papua under the Goverhofdndonesia 's transmigration program. A segnadrthe local population is opposing
Indonesian rule over Papua, and several sepagatigps have sought political independence for theipce. In addition to the August 31,
2002, shooting incident, there have been sporatiicks on civilians by separatists and sporadicighly publicized conflicts between
separatists and the Indonesian military in Papua.

In 2001, new autonomy laws became effective in hedia. The laws were intended to shift a greataresbf revenues and greater control of
economic, regulatory and social affairs to Indoass81 provinces and over 300 regencies. The degarernment and the provinces continue
to consider the implementation and administratibthese new responsibilities.

Our Contracts of Work and the Government of Ind@d$he Indonesian government has assured investdrextsting contracts would be
honored. In our 39 years of operating in Indondsia,Indonesian government has always honoreaitsnitments to us. Our belief that our
Contracts of Work will continue to be honored isttier supported by U.S. laws, which prohibit U.f8.ta countries that nationalize property
owned by, or take steps to nullify a contract wéh).S. citizen or company at least 50 percent avioyeU.S. citizens if the foreign country
does not within a reasonable time take appropsiges to provide full value compensation or otledief under international law.

In July 2004, we received a request from the Ind@meDepartment of Energy and Mineral Resourcesikaffer to sell shares in PT
Indocopper Investama to Indonesian nationals etfarket value. PT Indocopper Investama, which welly own, has an approximate 9.36
percent ownership interest in PT Freeport Indonésieesponse to this request and in view of themtial benefits of having additional
Indonesian ownership in our operations, we haveetjto consider a potential sale of an intereBflinndocopper Investama at fair market
value. Neither our Contract of Work nor Indonedean requires us to divest any portion of our owhgrsnterest in PT Freeport Indonesia or
PT Indocopper Investama.

Our Investment in Indonesia and PapMée have a board-approved policy on social, emplayraad human rights, and have comprehensive
and extensive social, cultural and community dgwelent programs, to which we have committed sigaifidinancial and managerial
resources. See “Social Development, Employment-amdan Rights.” These policies and programs aregdesi to address the impact of our
operations on the local villages and people amtagide assistance for the development of the Ipeaple. While we believe these efforts
serve to avoid damage to and disruptions of ouratjpss, our operations could be adversely affebiedocial, economic and political forces
beyond our control.

PT Freeport Indonesia contributes to the econonfi®apua and the Republic of Indonesia througlpthenent of taxes, dividends and
royalties; economic development programs; infrattme development; employment and the purchasecaf bnd national goods. PT Freeport
Indonesia has frequently been one of the larggpaigers in the Republic of Indonesia. In additibpays royalties on all minerals removed
from the ground. Royalty payments are based ondhenes and prices of minerals sold in accordaritle thre terms of PT Freeport
Indonesia’s Contract of Work, as discussed above.
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Since it began development activities more thagedts ago, PT Freeport Indonesia has made signtificgestments in infrastructure both for
its use and for use by the Papuan public. Thesasinficture improvements include medical facilitiemds, an airport and heliports, schools,
housing, community buildings and places of worship.

PT Freeport Indonesia is also one of the largesafa employers in Indonesia and by far the largeBtapua. As of December 31, 2006, PT
Freeport Indonesia directly employed 8,957 peagie, 6,141 contract workers provided services té-REEport Indonesia. In addition, 4,579
persons worked for privatized companies providiagyises within PT Freeport Indonesia ’'s operatiarea.

Besides the estimated $5.1 billion in direct basdfom taxes, royalties, dividends and fees paidh¢ Indonesian government under the
Contract of Work from 1992 through 2006, PT Fre¢puwionesia’s operations have provided an additiesamated $11.1 billion during this
period in indirect benefits to Papua and the Rapuflindonesia in the form of wages and benefit&lgo workers, purchases of goods and
services, charitable contributions and reinvestsenbperations. For 2006, direct benefits paitheolndonesian government totaled
approximately $1.6 billion and indirect benefittaled approximately $1.1 billion. In addition, appimately $0.2 billion of direct benefits
attributable to 2006 operations is being paid duthre first quarter of 2007 in accordance withtdgrens of the Contract of Work.

Ore Reserves

During 2006, PT Freeport Indonesia added 41.8 anilihetric tons of ore averaging 0.66 percent coppdr0.70 grams per metric ton (g/t) of
gold associated with positive drilling resultsfz Mill Level Zone and Deep Mill Level Zone depssih 387-million-metric-ton complex with
average grades of 1.02 percent copper and 0.&f g#id. PT Freeport Indonesia’s reserve estimalss reflect revisions resulting from
changes to its long-range mine plans.

During the fourth quarter of 2006, PT Freeport imelsia completed an analysis of its longgmge mine plans to assess the optimal desigre
Grasberg open pit and the timing of developmerthefGrasberg underground block cave ore body. Mab/sis incorporated the latest
geological and geotechnical studies, costs and ettenomic factors in developing the optimal timfogtransitioning from the open pit to
underground. The revised long-range plan incluthesiges to the expected final Grasberg open-pigdeshich will result in a section of high-
grade ore previously expected to be mined in tlenggt to be mined in the Grasberg undergroundkotawe mine. Approximately 100 millic
metric tons of high-grade ore in the southwest eoffocated in the "8 South" pushback) of the opiénwith aggregate recoverable metal
approximating 4 billion pounds of copper and 5 imillounces of gold, is expected to be mined thrdeigt-reeport Indonesia’s large scale
block caving operations rather than from open-piting. The revised mine plan reflects a transifimm the Grasberg open pit to the Grasberg
underground block cave ore body currently estim&teatcur in mid-2015.

The mine plan revisions alter the timing of metalduction in the period of 2015 and beyond but dbhave a significant effect on ultimate
recoverable reserves. The success of PT Freemtmhédsia's underground operations and the signtfmangress to establish underground
infrastructure provides confidence in developing liigh-grade, large-scale underground ore bodideitisrasberg minerals district. PT
Freeport Indonesia will continue to assess opparasito optimize the long-range mine plans andpnesent values of the Grasberg minerals
district.

Year-end aggregate proven and probable recoverabdeves, net of 2006 production, were 2.8 biltliogtric tons of ore averaging 1.04 percent
copper, 0.90 g/t of gold and 4.16 g/t of silverresgenting 54.8 billion pounds of copper, 54.3 miilounces of gold and 184.5 million ounce
silver. Our aggregate exploration budget for 200@luding Rio Tinto ’'s share, is expected to t@pproximately $31 million ($25 million for
our share). PT Freeport Indonesia’s exploratioareffin 2007 within Block A will continue to testtensions of the Deep Grasberg and Kucing
Liar mine complex. Engineering studies are undey t@ancorporate positive drilling results from Zactivities at Deep Grasberg and Kucing
Liar. PT Freeport Indonesia also expects to tesbffen-pit potential of the Wanagon gold prospadttae Ertsberg open-pit resource, and will
begin testing for extensions of the Deep Mill Le¥ehe deposit and other targets in the space batttecErtsberg and Grasberg mineral
systems from the new Common Infrastructure tunfsgls “Mining Operations - Mines in Development§dbed at the 2,500 meter level.
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Pursuant to joint venture arrangements betweenrBd@pert Indonesia and Rio Tinto, Rio Tinto has gdftent interest in production from
reserves above those reported at December 31, M@94f Rio Tinto 's share, PT Freeport Indonesiahare of proven and probable
recoverable reserves as of December 31, 2006, 8«@8%8lion pounds of copper, 41.1 million ouncégold and 128.0 million ounces of
silver. FCX 's equity interest in proven and proleatecoverable reserves as of December 31, 20663®:2 billion pounds of copper, 37.2
million ounces of gold and 116.0 million ouncessit¥er. We estimated recoverable reserves usirapper price of $1.00 per pound and a ¢
price of $400 per ounce. If metal prices were adjiso the approximate average London spot prizethé past three years, i.e., copper prices
adjusted from $1.00 per pound to $2.01 per pounldgafd prices adjusted from $400 per ounce to $E86unce, the resulting additional
proven and probable reserves would not be mater@alir reported reserves.

All of our proven and probable recoverable reseheewithin Block A. Aggregate Grasberg open pitlamderground proven and probable
recoverable ore reserves as of December 31, 26968hawn below along with those of our other degoSleserve calculations were prepared
by our employees under the supervision of Georgl&Donald, our Vice President of Exploration, avete reviewed and verified by
Independent Mining Consultants, Inc., experts ining, geology and reserve determination. See “Raitors.” We developed our current
mine plan based on completing the mining of alboif currently designated recoverable reserves béefer end of 2041, which would be the
expiration of our Contract of Work including thed0-year extensions discussed above. Prior texpiation of the initial term of our
Contract of Work in December 2021, under our curreime plan we expect to mine approximately 39 petof aggregate proven and prob:
ore, representing approximately 45 percent of REeport Indonesia 'share of recoverable copper reserves and appreedyrzd percent of P
Freeport Indonesia ’s share of recoverable goldrves.

Proven Probable Total
Metric Tons Average Ore Grade Metric Tons Average Ore Grade Metric Tons
of Ore (000s) of Ore (000s)
a Copper  Gold  silver a Copper  Gold Silver  of Ore (000s?
(%) (9/t) (9/t) (%) (9/t) (9/t)
Developed and producing:
Grasberg open pit 158,82¢ 0.93 1.20 2.22 313,6¢ 0.85 0.90 213 472,52
Deep Ore Zone 68,80: 0.86 0.59 4.6€ 79,58¢ 0.82 0.54 4.617 148,39:
Undeveloped:
Grasberg block cave 289,45! 1.14 1.10 3.5¢ 695,837 1.01 0.77 3.1z 985,29:
Kucing Liar 161,75! 1.24 1.11 6.4% 415,95¢ 1.18 1.04 5.57 577,71:
Deep Mill Level Zone 26,86¢ 1.18 0.91 6.0¢ 252,04¢ 1.07 0.85 5.3t 278,91:
Ertsberg Stockwork
Zone 44,81 0.51 0.84 1.7¢ 98,81t 0.49 0.82 1.6€ 143,62t
Mill Level Zone 36,69¢ 1.05 0.79 4,52 71,527 0.76 0.69 3.3t 108,22t
Big Gossan 9,04( 2.48 1.14 13.4( 43,69¢ 2.28 1.09 15.0¢ 52,73¢
Dom open pit 5,75: 2.07 0.43 12.7¢ 17,897 2.01 0.43 11.9¢ 23,65(
Dom block cave 7,201 1.43 0.36 9.31 14,82( 1.34 0.36 8.5¢ 22,02:
Total — 80921 108 1.03 42 200387 102 0.85 4.1 281308
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Proven and Probable

Mill Recoveries (%) Recoverable ReservP
Copper Gold Silver Copper Gold Silver
(Billions of  (Millions of (Millions of
Lbs.) 0zs.) 0zs.)
Developed and producing:
Grasberg open pit 88.2 85.7 57.1 7.8 12.€ 14.2
Deep Ore Zone 86.1 76.8 65.5 2.3 2.C 11.2
Undeveloped:
Grasberg block cave 88.4 69.4 68.2 19.4 18.4 54.C
Kucing Liar 89.1 48.7 49.0 13.1 9.3 40.7
Deep Mill Level Zone 85.2 76.1 78.7 5.5 5.6 29.4
Ertsberg Stockwork Zone 88.5 78.8 85.3 1.4 2.9 5.1
Mill Level Zone 89.2 78.1 83.7 1.8 1.9 8.4
Big Gossan 93.1 68.7 81.6 2.4 1.2 15.7%
Dom open pit 62.5 64.0 47.0 0.€ 0.2 3.4
Dom block cave 82.9 61.6 44.6 05 0.2 2.2
Total 87.8 68.9 63.8 54.£ 54.5 1841
PT Freeport Indonesia 's share 38.¢ 41.1 128.(
FCX ’s equity share 35.2 37.2 116.(

a. Ore reserve tonnage estimates are after applicafiapplicable mining recovery factors.

b. Proven and probable recoverable reserves represtimated metal quantities from which we expedtdgaid after application of
estimated mill recovery rates and smelter recovatgs of 96.5 percent for copper, 97.0 percengébd and 76.9 percent for silver. The
term “recoverable reserve” means that part of aemaindeposit which we estimate can be economieaitylegally extracted or produced at
the time of the reserve determination.

In defining its open-pit reserves, PT Freeport mekia applies an “economic cutoff grade” stratddye objective of this strategy is to
maximize the net present value of its operatiofisFReeport Indonesia uses a break-even cutoff gadefine the insitu reserves for its
underground ore bodies. The break-even cutoff gimdefined for a metric ton of ore as that equanakcopper grade, once produced and sold,
that generates sufficient revenue to cover all afirey and administrative costs associated witprivsluction.

Our reserve estimates are based on the latesabla@eological and geotechnical studies. We canohgoing studies of our ore bodies to
optimize economic values and to manage risk. Weseewur mine plans and estimates of proven andglelmineral reserves as required in
accordance with the latest available studies.

PT Freeport Indonesia’s ores contain three commiléysiecoverable metals: copper, gold and silvee. Wdlue all three metals in terms of a
copper equivalent percentage to determine a shrglekeven cutoff grade. Copper equivalent percentagsesd to express the relative valu
multi-metal ores in terms of one metal. The caltolaexpresses the relative value of the ore ussignates of contained metal quantities,
metals prices as used for reserve determinaticoyesy rates, treatment charges and royaltiestathle below shows the break-even cutoff
grade, expressed as a copper equivalent perceftagach of our existing ore bodies as of Decen3fie2006.
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Copper Equivalent

Ore Body Cutoff Grade

Grasberg open pit 0.65%
Deep Ore Zone 0.71%
Grasberg block cave 0.71%
Kucing Liar 0.90%
Mill Level Zone 0.76%
Deep Mill Level Zone 0.79%
Ertsberg Stockwork Zone 0.77%
Dom block cave 0.80%
Big Gossan 1.49%
Dom open pit 1.01%

Average 0.77%

The following table sets forth the average drillehspacing for each of our ore bodies. Drill hgdasng data are used by mining professionals,
such as mining engineers, in determining the siliabf data coverage (on a relative basis) in\aeg deposit type and mining method scen

S0 as to achieve a given level of confidence inréis@urce estimate. Drill hole spacing is only ofiseveral criteria necessary to establish
resource classification. Drilling programs are tglly designed to achieve an optimum sample spaoisgpport the level of confidence in
results that apply to a particular stage of devalept of a mineral deposit. We calculate the avedatjehole spacing within each ore body
using the distance from the center of each blodkéresource model to the nearest drill hole caitpoWe then calculate the averages of t
values within the volume of each ore body and reggbthem under the column entitled “Average Distari® Nearest Sample.” This value
represents at least one-half of the average arid bpacing within each deposit. We calculate tdaerunder the column entitled “Average
Distance: Between Drill Holedsly multiplying the average minimum distance valyewo, and this value represents the maximum awedai
hole spacing.

Spacing Average Distance
(in meters) (in meters)

Surface Underground Between

Drilling (& Surface) Drilling To Nearest Drill Holes

Deposit Mining Unit Grids Drill Fans Method Sample (less than)
Grasberg Open Pit 83 73 Core 38 76
Deep Ore Zone Block Cave - 50 Core 18 35
Grasberg Block Cave - 94 Core 39 79
Kucing Liar Block Cave - 81 Core 39 78
Mill Level Zone Block Cave - 50 Core 24 47
Deep Mill Level Zone Block Cave - 91 Core 45 89
Ertsberg Stockwork Zone Block Cave 100 55 Core 21 41
Dom Block Cave - 50 Core 35 71
Big Gossan Open Stope 100 62 Core 20 39
Dom Open Pit - 50 Core 43 86

Mining Operations - Mines in Production

We and our predecessors have conducted explomtidmining operations in Block A since 1967 andehbgen the only operator of these
operations. We currently have two mines in operatibe Grasberg open pit and the Deep Ore Zon lnlae.

Grasberg Open Pit.We began open-pit mining of the Grasberg ore bady990. Open-pit operations are expected to coatimiil mid-2015

at which time the Grasberg underground mining djmra are scheduled to begin. Production is culyextithe 3,340- to 4,285-meter elevation
level and totaled 63.7 million metric tons of one i
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2006 and 60.3 million metric tons of ore in 200%jeh provided 80 percent of our 2006 mill feed &idpercent of our 2005 mill feed. Our
open-pit mining rate, including ore and overburdemled 677,200 metric tons per day in 2006 arid@® metric tons per day in 2005.
Approximate annual production rates are expectedrige between 650,000 metric tons per day and@@80netric tons per day through 2010
and then decline through 2015. We are studyingnpiatecapital outlays for additional haul truckshish would be above the expected
maintenance capital costs that will be incurredrduthe pit’'s remaining life.

The current Grasberg equipment fleet consists ef 6V5 units. As of December 31, 2006, the largeing equipment directly associated with
production includes 168 haul trucks with payloaaisging from approximately 70 metric tons to 330nméabns, 18 shovels with bucket sizes
ranging from 29 cubic meters to 42 cubic meters@mbulldozers and graders. Besides the potentighases of haul trucks discussed above,
we believe our current equipment level is adeqtmtaeet our projected production levels over tmeai@ing life of the pit.

Grasberg crushing and conveying systems are irtegtlae mine and provide the capacity to transpprto 225,000 metric tons per day of
Grasberg ore to the mill and 135,000 metric tordag of overburden to the overburden stockpiles.

Mining costs are charged to operations as incutiesvever, because of the configuration and locaiotine Grasberg open-pit ore body and
the location and extent of the related surroundierburden, the ratio of overburden to ore is mhigher in the initial mining of the open pit
than in later years. In 2005 and years prior, s@rfaining costs associated with overburden rematvBIT Freeport Indonesia’s Grasberg open-
pit mine that were estimated to relate to futuredpiction were initially deferred when the raticastual overburden removed to ore mined
exceeded the estimated average ratio of overbusteaved to ore mined over the life of the Graslmgrgn-pit mine, as projected in our most
recent mine plan. Those deferred costs were tdharged subsequently to operating costs when tieeabactual overburden removed to ore
mined fell below the estimated average ratio ofrbueden to ore over the life of the Grasberg opgmjne. The reserve guantities used to
develop the life of mine ratio are the proven armbpble ore quantities for the Grasberg open pitvshabove.

In the mining industry, the costs of removing owegden and waste material to access mineral depsiteeferred to as “stripping costs.”
Through December 31, 2005, we applied the defeniethg cost method in accounting for our post-pmtthn stripping costs. The deferred
mining cost method was used by some companiegim#tals mining industry; however, industry praetiaried. The deferred mining cost
method matches the cost of production with the shthe related metal from the open pit by assig@ach metric ton of ore removed an
equivalent amount of overburden tonnage, therelyaming overburden removal costs over the lifdhefrhine. The mining cost capitalized in
inventory and the amounts charged to cost of gsottkdo not represent the actual costs incurrexine the ore in any given period. The
application of the deferred mining cost method lteskin an asset on FCX'’s balance sheet (“Defekfadng Costs”) totaling $285.4 million at
December 31, 2005 (see Note 1).

On January 1, 2006, we adopted Emerging IssuesHasle Issue No. 04-6, “Accounting for StrippingsBolincurred during Production in the
Mining Industry” (EITF 04-6), which requires thdtipping costs incurred during production be coeséd costs of the extracted minerals and
included as a component of inventory to be recaghin cost of sales in the same period as the tevéom the sale of that inventory (see
Note 1). Upon adoption of EITF -6, we recorded our deferred mining costs asset5(@28illion) at December 31, 2005, net of taxeg)arity
interest share and inventory effects ($135.9 nmijli@s a cumulative effect adjustment to reduceetained earnings on January 1, 2006. In
addition, stripping costs incurred in 2006 andripkeriods are now charged to cost of sales as filbesicby EITF 04-6. As a result of adopting
EITF 04-6 on January 1, 2006, our income beforenme taxes and minority interests for the year erglecember 31, 2006, was $35.4 million
lower and net income was $18.8 million ($0.10 pesib share and $0.08 per diluted share) lower ithae had not adopted EITF 04-6 and
continued to defer stripping costs. Stripping casesnow charged to cost of sales as prescribé& Ty 04-6. Adoption of the new guidance
has no impact on our cash flows. The pro forma chphapplying EITF 04-6 would be to reduce nebime by $35.3 million or $0.16 per
diluted share for the year ended December 31, 20ti5$39.4 million or $0.21 per diluted share fer year ended December 31, 2004.

Deep Ore ZoneThe Deep Ore Zone ore body lies vertically beloeriow depleted Intermediate Ore Zone ore body. B¢ production

from the Deep Ore Zone ore body in 1989 using gpepe mining methods, but we suspended produatid®91 in favor of production from
the Grasberg deposit. Production resumed in SeedD0 using the block-cave method. Productiat the 3,110-meter elevation level and
totaled 16.5 million metric tons of ore in 2006 &&l3 million metric tons of ore in 2005. The Dé@pe Zone continues to perform above

14




TABLE OF CONTENTS

design capacity of 35,000 metric tons of ore per @aoduction from the Deep Ore Zone averaged 4br2étric tons of ore per day in 2006
42,000 metric tons of ore per day in 2005.

During 2006 at the Deep Ore Zone mine, we completed 12,000 meters of development drifting in suppf the block-cave mining method
and the ongoing expansion to 50,000 metric torm®fer day. The expansion to a sustained ratd,000 metric tons of ore per day is
expected to be completed in mid-2007. The cumwdaiygregate development costs for the Deep Ore &qgransion through December 31,
2006, totaled approximately $56 million (approxieigt$34 million for PT Freeport Indonesia’s shaaa)l the aggregate development costs for
2007 are expected to total approximately $4 milljapproximately $2 million for PT Freeport Indoresishare). We anticipate a further
expansion of the Deep Ore Zone operation to 80n&Wic tons of ore per day, with budgeted capifapproximately $18 million
(approximately $11 million for PT Freeport Indoreésishare) in 2007. The success of the developofehe Deep Ore Zone mine, one of the
world’s largest underground mines, provides comfagein the future development of PT Freeport Ind@is large-scale undeveloped ore
bodies.

The Deep Ore Zone mine fleet consists of over 166gs of mobile heavy equipment. The primary mireggipment directly associated with
production and development includes 45 load-hauha(LHD) units and 16 haul trucks. Our productiddll units typically carry
approximately 11 metric tons of ore. Using ore pasmd chutes, the LHD units transfer ore intodsbetapacity haul trucks. The trucks dump
into a gyratory crusher and ore is then conveyeatigsurface stockpiles.

Our development costs include costs incurred regultom mine pre-production activities undertakergain access to proven and probable
reserves including adits, drifts, ramps, permaegnavations, infrastructure and removal of overbordepreciation for mining and milling
life-of-mine assets is determined using the unipfduction method based on estimated recoverableep and probable copper reserves.
Development costs that relate to a specific oreylaod depreciated using the unit-of-production méthased on estimated recoverable proven
and probable copper reserves for the ore body ltedePT Freeport Indonesia’s total developmentscasDecember 31, 2006, for the Deep
Ore Zone mine, currently our only operating undeugid mine, totaled approximately $224 million, whare being depreciated on a unit-of-
production basis over the life of the Deep Ore Zpreven and probable reserves (see Note 1).

The majority of maintenance activities are perfadroe site by a combination of PT Freeport Indonesiployees and contract workers. As of
December 31, 2006, we had approximately 7,000 eygplwand contract workers directly involved in ®exg open-pit and Deep Ore Zone
underground mining, milling and ore flow operations

Our principal source of power for all our operatidgs a coal-fired power plant that we built in agmgtion with our fourth concentrator mill
expansion (see “Infrastructure”). Diesel generasogply peaking and backup electrical power geimgraiapacity. A combination of naturally
occurring mountain streams and water derived fromumderground operations provides water for owrajons. The average annual rainfall
in the project area is 185 inches.

Mining Operations - Mines in Development

Seven other ore bodies (the underground Grasbergng Liar, Mill Level Zone, Deep Mill Level Zon&rtsberg Stockwork Zone, Big Goss
and the Dom) are located in Block A. These ore émdre at various stages of development, and elteded in our proven and probable
recoverable reserves. We continually review ouraipen’'s development opportunities to maximize thtie of the reserves. We incurred
$61.4 million for mine development, expansion amfdaistructure capital expenditures related to tlmesdbodies and $49.5 million for common
underground infrastructure development during kined years ended December 31, 2006. See “RiskiBdcto

The underground Grasberg reserves will be minethusie block-cave method at the end of open-piimgirwhich is expected to continue
until approximately mid-2015. The Kucing Liar oredy lies on the southern flank of and underneaghstiuthern portion of the Grasberg open
pit at the 2,605- to 3,115-meter elevation leveé ¥¥pect to mine the Kucing Liar ore body usinglitoek-cave method.

The Mill Level Zone ore body lies directly belowetbeep Ore Zone mine at the 2,88ter elevation. The Deep Mill Level Zone ore btidg
beneath the Mill Level Zone ore body at the 2,53anelevation. This ore represents the downwantirieation of mineralization in the
Ertsberg East Skarn system and neighboring Ertgienghyry. Drilling efforts continue to determirfeetextent of these ore bodies. We expect
to mine the Mill Level
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Zone ore body using a block-cave method near cdioplef mining at the Deep Ore Zone ore body. Nkarend of mining the Mill Level
Zone ore body, we expect to mine the Deep Mill L&d@ne ore body also using a block-cave method.

The Ertsberg Stockwork Zone ore body extends @fsthuthwest side of the Deep Ore Zone ore bodyea3 1126- to 3,626-meter elevation
level. Drilling efforts continue to determine thetent of this ore body, which we expect to minengsa block-cave method starting in about
2008.

The Big Gossan ore body is located approximaté@d meters southwest of the original Ertsberg guedeposit. We began the initial
underground development of the ore body in 1993whe drove tunnels from the mill area into the zoae at the 3,000-meter elevation level.
A stope and fill mining method will be used on Big Gossan deposit. In 2005, we completed a fddgibtudy and an update to the site-wide
development plan to determine the timing of inifadduction, currently projected to be 2008.

The Dom ore body lies approximately 1,500 metetgtsast of the depleted Ertsberg open-pit dep@siduction at the open-pit and
underground portions of the ore body will begireaftompletion of open-pit mining at Grasberg.

In 2004, PT Freeport Indonesia commenced its “Cominfrastructure” project, which will provide acset® its large undeveloped
underground ore bodies located in the Grasbergralmdistrict through a tunnel system located apipnately 400 meters deeper than its
existing underground tunnel system. In additioprmviding access to our underground ore bodiestuthieel system will enable PT Freeport
Indonesia to conduct future exploration in prospecareas associated with currently identified lmodies. The tunnel system has reached the
Big Gossan terminal and PT Freeport Indonesiadsgeding with development of the lower Big Gossdrastructure. PT Freeport Indonesia
has also advanced development of the Grasbergspuss of December 31, 2006, has completed 67miestthe tunneling required to reach
the Grasberg underground ore body. PT Freeporinkesla expects the Grasberg spur to reach the Ggasbderground ore body and to initi
multi-year mine development activities in the setbalf of 2007.

The projected aggregate capital expenditures redud reach full production capacity for each of ondeveloped ore bodies based on our
latest mine plans and our proven and probable exetie reserves as of December 31, 2006, are shelow in millions of U.S. dollars.
Actual costs could differ materially from theseimsttes as we will not incur most of the expendsui@ several years and we will incur them
over a period of several years. In addition torttiee development costs below, our current mine ldgweent plans include approximately $1
billion of capital expenditures at our processiagilities to optimize the handling of underground types once Grasberg open-pit operations
cease. We continue to review our processing plansaximize the value of our reserves. Based orcouent estimates, we expect aggregate
expenditures will range between approximately $tillon and $320 million annually, during the nedd years. In addition, these costs will
shared with Rio Tinto in accordance with our joiehture agreement.

Grasberg block cave $ 1,17(
Kucing Liar 74C
Deep Mill Level Zone 32C
Mill Level Zone 26(
Big Gossan 18t
Ertsberg Stockwork Zone 17C
Dom block cave 13C
Dom open pit 8C
Total $ 3,05¢
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Description of Ore Bodie:Our ore bodies are located within and around twmngmeous intrusions, the Grasberg monzodiorit: the
Ertsberg diorite. The host rocks of these ore I®itielude both carbonate and clastic rocks tham fibre ridge crests and upper flanks of the
Sudirman Range, and the igneous rocks of monzdoitilioritic composition that intrude them. The égiis-hosted ore bodies (the Grasberg
open pit and block cave, and the Ertsberg Stockworie block cave) occur as vein stockworks andedigisations of copper sulphides,
dominated by chalcopyrite and, to a much lessargxbornite. The sedimentary-rock hosted ore lsodéeur as “magnetite-rich,
calcium/magnesian skarn” replacements, whose lmtatind orientation are strongly influenced by mé&ailts and by the chemistry of the
carbonate rocks along the margins of the intrusions

The copper mineralization in these skarn depositédso dominated by chalcopyrite, but higher berod@ncentrations are common. Moreover,
gold occurs in significant concentrations in altloé district 's ore bodies, though rarely visitdeghe naked eye. These gold concentrations
usually occur as inclusions within the copper sidpminerals, though, in some deposits, these ctratens can also be strongly associated
with pyrite.
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The following diagram indicates the relative elémas (in meters) of our reported reserve ore bodies
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The following map, which encompasses an area afoappately 42 square kilometers (approximately 6ase miles), indicates the relative

positions and sizes of our reported reserve orgebahd their locations.
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The following chart illustrates our current plans $equencing and producing each of our ore badidghe years in which we currently expect
that production of each ore body will begin and.@Pduction volumes are typically lower in thesfifew years of each ore body as
development activities are ongoing and as the marmgs up to full production. Currently, the Gragpepen pit and Deep Ore Zone are our
only producing mines. The ultimate timing of tharsof production from our undeveloped mines isatefent upon a number of factors,
including the results of our exploration and depetent efforts, and may vary from the dates shovovihdn addition, we develop our mine
plans for the Grasberg open pit and undergroun@ésriased on maximizing the net present value fhenote bodies.

Production Sequencing
Reserves as of December 31, 2006

Grasberg open pit :

Desp Ore Zone

Big Gossan

Ertsberg Stockwork Zone

Dom open pit

Ml Level Zone

Grasherg black cave

Dom blosk cave

Kucing Liar

Deep Mill Level Zone

—

During 2006, we mined an average of 722,400 m#dris of material per day, including ore and ovedlear We do not require any additional
approvals for higher mining rates. During 2005,mieed an average of 733,600 metric tons of matpealday. The following chart illustrates
our current aggregate mill capacity; our aggregatenitted mill capacity and our projected millireges. Mill capacity will vary with the ore
type being processed. The decline in milling ré&e015 reflects the expected completion date ehgpt mining at the Grasberg ore body. "
are continuing to develop mine plans to optimizadpiction levels.
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Projected Mill Rates & Mill Capacities

December 31, 200G Reserves — Production Plan
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Milling and Production

The ore from our mines moves by a conveyor systeanderies of shafts through which it drops torailling and concentrating complex
located approximately 2,900 meters above sea I&ve¢he mill, the ore is crushed and ground andediin tanks with water and small amounts
of flotation reagents where it is continuously atgtl with air. During this physical separation ges; copper-, gold- and silvbearing particle
rise to the top of the tanks and are collectedthinttened into a concentrate. The concentrate fetheemill complex as a slurry, consisting of
approximately 65 percent solids by weight, andusiped through three parallel 115-kilometer pipeiteeour coastal port site facility at
Amamapare where it is filtered, dried and storedsfapping. Ships are loaded at dock facilitiethatport until they draw their maximum dock-
side water, and they then move to deeper watenenbading is completed from shuttling barges.

Our production results for the last three yearsaarfollows:

Years Ended December 31, Percentage Change
2006 2005 2004 2005 to 2006 2004 to 2005

Mill throughput (metric tons of ore

per day) 229,40( 216,20( 185,10( 6% 17%
Copper production, netto PT

Freeport Indonesia (000 pounds) 1,201,201 1,455,901 996,50( 17)% 46%
Gold production, net to PT Freeport

Indonesia (ounces) 1,731,801 2,789,40! 1,456,201 (38)% 92%
Average unit net cash costs

per pound of coppé $0.6( $0.0% $0.4( 757% (83)%

a. Includes site production and delivery costs, smeléind refining costs, and royalties, less crdditgold and silver sales. See our 2
Annual Report incorporated herein by referenceafoeconciliation of average unit net cash costgppend to production and delivery
costs applicable to sales reported in our conslitifinancial statements.
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Although average mill throughput increased by sixcpnt to 229,400 metric tons of ore per day frd,200 metric tons per day in 2005, we
mined lower grade ore and reported lower produdtia2006, compared with 2005. Copper production2f@®6 totaled 1.2 billion pounds,
254.7 million pounds lower than 2005 productionld3aroduction for 2006 totaled 1.7 million ouncésl million ounces lower than 2005
production. Average unit net cash costs for 20@6eiased to $0.60 per pound from $0.07 per poungd0b, as a result of higher unit
production costs (resulting from lower volumes,Haginput costs and the impact of changes in adoaufor stripping costs) and higher
treatment charges and royalties attributable toegsed copper prices.

Mill throughput and production improved significgnin 2005 compared to 2004, which was negativéfigcied by PT Freeport Indonesia 's
efforts to accelerate removal of overburden maditarid restore safe access to higher-grade arghe pit (see below). Mill throughput
averaged 216,200 metric tons of ore per day in 2805 percent increase from the 185,100 metris émerage in 2004. Copper and gold
production was higher in 2005 compared with 200kcéing the higher mill throughput and higher aage ore grades. Copper production for
2005 totaled 1.46 billion pounds, 459.4 million pds higher than 2004 production. Gold productiar2f@05 totaled 2.79 million ounces, 1.3
million ounces higher than 2004 production. Thehbkigsales volumes and the primarily fixed nature tfrge portion of PT Freeport Indonesia
's cost structure resulted in average unit net casits for 2005 decreasing to $0.07 per pound coedpaith $0.40 per pound for 2004.

In October 2003, a slippage of material occurred §®ction of the Grasberg open pit and in Dece2®@8, a smaller debris flow occurred in
the same section. The area affected by the slippagets included two active mining areas which veeteeduled to be mined in the fourth
quarter of 2003 (see “Grasberg Open-Pit Slippadéil).throughput and production in 2004 was negeltyvaffected by PT Freeport Indonesia
's efforts to accelerate removal of overburden m@tand restore safe access to higher-grade arehs pit.

Because of the fixed nature of a large portionwfapsts, unit costs vary significantly from periodperiod depending on volumes of copper
and gold sold during the period. In addition, weénaxperienced significant increases in our pradoatosts in recent years primarily as a
result of higher energy costs and costs of otheswmables, higher mining costs and milling ratasot costs and other factors. Once we
complete our open-pit mining operations at the B&ag mine in approximately mid-2015 and transitomninderground, we expect our share of
annual copper and gold production to be lower thanent levels, and all other factors being eqoiat,average unit net cash costs to increase.
For more information regarding our operating améficial results, see our 2006 Annual Report inaaed herein by reference.

We estimate our share of sales for 2007 to appraterh.1 billion pounds of copper and 1.8 milliomoes of gold. Average annual sales
volumes over the five-year period from 2007 thro@@iil are expected to approximate 1.24 billion pisusf copper and 1.8 million ounces of
gold. The achievement of PT Freeport Indonassales estimates will be dependent, among othtar& on the achievement of targeted mi
rates, the successful operation of PT Freeportresia production facilities, the impact of weatbenditions at the end of fiscal periods on
concentrate loading activities and other factoee SRisk Factors.”

Geotechnical Programs

Our geotechnical programs support several phastne afperations, including our open-pit mine (g and overburden stockpile stability),
our underground mine, our infrastructure and ollingss management program. For information regaydiar tailings management program,
see “Environmental Matters.”

A group of our senior level employees has the nesibdlity, authority and oversight for our overglotechnical programs. Our multi-
disciplinary approach combines in-house personiitél mackgrounds in civil, geotechnical, mining emggring, geology and hydrology to form
a technical services group that reports to ourosenanagers. Our technical services group devetdpemation that our mine engineering
group uses to develop mine and stockpile desigosiustion schedules and related plans. Our techsérgices group also monitors slope
stability and other geotechnical and hydrologia@telopments.

Our technical services group is composed of exgtasiand Indonesian nationals, who are univerditga&ed. International consulting experts
in each of the applicable technical fields alsovjte additional support to this group. In-houséniray provided by consultants as well as off-
site seminars and industry conferences supportsahmeng of our staff. Our joint venture partnexrshalso provided geotechnical and
engineering support to our operations. Consultantsour joint venture partner provide input intognam development and assess perform
of these critical roles.
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Our technical services group uses information fg@ulogical drilling for the development and updgtof our geological, geotechnical and
hydrologic models. We develop computer-based géolmgdels for mine design and dewatering prograifes provide continuous ground and
slope monitoring in our mines and on overburdeokgides using various computerized and automatstesys. We also daily inspect all open-
pit working areas, with any items of concern beiegorted to our senior managers. Our hydrologytiananeasures and tracks water flow
patterns to determine the effectiveness and naedkefovatering and depressurization programs. Wia @lasurface flows away from the open
pit and pump any in-pit surface water to dedicabedn holes connected to our underground de-waehiiit system. We also continuously
monitor rainfall at our operations so that we mdjust for operational impacts and safety considenat

Grasberg Open-Pit Slippage

On October 9, 2003, a slippage of material occuimetdsection of the Grasberg open pit. Eight woslgerished and five workers were injured
in the incident. The area affected by the slippagejprising approximately five percent of the soefarea of the massive Grasberg pit,
included two active mining areas that were schetitdebe mined in 2003 and 2004. On December 123 29debris flow involving a relative
small amount of loose material occurred in the samea of the Grasberg open pit resulting in onlganproperty damage. Following these two
events, PT Freeport Indonesia redirected its gpeoperations to accelerate removal of waste ristizom the south wall to restore safe act

to the higher-grade ore areas in the pit. Thegeities resulted in reduced production levels. lprin2004, PT Freeport Indonesia established
safe access and initiated mining in higher-gradeaneas while continuing waste removal activit®B Freeport Indonesia resumed normal
milling rates in June 2004.

PT Freeport Indonesia maintains property damagebasithess interruption insurance related to itgamns. In December 2004, we entered
into an insurance settlement agreement and setftlethims that arose from the fourth-quarter 280@page and debris flow events in the
Grasberg open-pit mine. PT Freeport Indonesiassrigrs agreed to pay an aggregate of $125.0 milli@onnection with its claims. After
considering our joint venture partner 's interesthie proceeds, PT Freeport Indonesia 's shareockpds totaled $95.0 million.

Exploration

As a result of our joint venture arrangements, Rito generally pays for 40 percent of our joinhitgre exploration and exploratory drilling
costs in Papua. The joint ventures incurred totplagation costs of $16.7 million in 2006 and $1&Blion in 2005. The joint ventures’
exploration budget for 2007, including Rio Tintalsare, is expected to total approximately $31 amil({$25 million for our share). PT Freeport
Indonesia’s exploration efforts in 2007 within Bko& will continue to test extensions of the Dee@m&irerg and Kucing Liar mine complex.
Engineering studies are under way to incorporagiige drilling results from 2006 activities at De&rasberg and Kucing Liar. PT Freeport
Indonesia also expects to test the open-pit pateofithe Wanagon gold prospect and the Ertsbeeg-qit resource, and will begin testing for
extensions of the Deep Mill Level Zone deposit atlter targets in the space between the Ertsber@aagberg mineral systems from the new
Common Infrastructure tunnels located at the 2/5@€er level. During 2007, we plan to resume expionaactivities, which had been
suspended in recent years, in certain prospecteasautside Block A.

In June 1998, we entered into a joint venture agesd to conduct exploration activities in PT NalB@kti Mining 's Contract of Work area,
which currently covers approximately 500,000 adneseveral blocks contiguous to PT Freeport IndianasBlock B and one of Eastern
Minerals’ blocks in Papua. Rio Tinto shares in 40cent of our interest and costs in this explorgfiont venture. We and Rio Tinto can earn
up to a 62 percent interest in the PT Nabire Blllting Contract of Work by spending up to $21 naifion exploration and other activities in
the joint venture areas. We have spent $18.0 mitlwough December 31, 2006.

With the subsequent approval of the Indonesian gowent, in 2000 we suspended our field exploratictivities in Block B, which includes
the Wabu Ridge gold prospect, as well as in therofiontract of Work areas of Eastern Minerals afdNBbire Bakti Mining. The suspensions
were because of safety and security issues anthteguuncertainty relating to a possible confbetween our mining and exploration rights in
certain forest areas and an Indonesian Forestrgfagted in 1999 prohibiting open-pit mining indstr preservation areas. Recent Indonesian
legislation permits open-pit mining in PT Freepodonesia’s Block B area, subject to certain rezuents. Following an assessment of these
requirements and a review of security issues, &g fil resume exploration activities in certain pexdive Contract of Work areas outside of
Block A in 2007.
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Infrastructure

The location of our mining operations in a remateaaequires that our operations be virtually safficient. In addition to the mining facilities
described above, in the course of the developmfemiiroproject we have constructed ourselves oiigpated with others in the construction of
an airport, a port, a 119 kilometer road, an a¢ramhway, two hospitals and related medical faegitand two town sites with housing, schools
and other facilities sufficient to support morertiZ,000 persons.

In 1996, we completed a significant infrastructpregram, which includes various residential, comityusind commercial facilities. We
designed the program to provide the infrastrucheeded for our operations, to enhance the livinglitons of our employees, and to develop
and promote the growth of local and other thirdyactivities and enterprises in Papua. We haveldped the facilities through joint ventures
or direct ownership involving local Indonesian iggts and other investors.

In July 2003, we acquired the 85.7 percent ownprstierest in Puncakjaya Power owned by affiliaEBuke Energy Corporation for $68.1
million cash, net of $9.9 million of cash acquir@dincakjaya Power is the owner of assets supppdmger to PT Freeport Indonesia’s
operations, including the 3x65 megawatt coal-fipedver facilities. PT Freeport Indonesia purchaseggy from Puncakjaya Power under
infrastructure asset financing arrangements. IncM&005, we prepaid $187.0 million of bank debbaiged with Puncakjaya Power’s
operations. At December 31, 2006, we had a $108l@mloan outstanding to Puncakjaya Power, PTepp@t Indonesia had infrastructure
asset financing obligations payable to Puncakjayad? totaling $192.4 million and Puncakjaya Powed h receivable from PT Freeport
Indonesia for $247.3 million, including Rio Tintaskhare. We consolidate PT Freeport Indonesia anddkjaya Power and our consolidated
balance sheet only reflects a $54.6 million redele€$8.6 million in other accounts receivable &46.0 million in long-term assets) for Rio
Tinto’s share of Puncakjaya Power’s receivablerasgiged for in our joint venture agreement with Hioto.

Marketing

PT Freeport Indonesia sells its copper concentrateish contain significant quantities of gold asitver, under U.S. dollar-denominated sales
agreements, mostly to companies in Asia and Euaopleto international trading companies. We selktadtially all of our budgeted product
of copper concentrates under long-term contradis sélling prices based on world metals prices égally the London Metal Exchange
settlement prices for Grade A copper). Under tloesgracts, initial billing occurs at the time ofigtment and final settlement on the copper
portion is generally based on average prices &peified future period. Gold generally is soldhet average London Bullion Market
Association price for a specified month near thenth@f shipment.

Revenues from concentrate sales are recorded neyalfies (see “Contracts of Work”), treatment aefining charges (including price
participation charges, if applicable, based onntiagket prices of metals), and the impact of derreatinancial instruments, if any, used to
hedge against risks from metals price fluctuatidhsreover, because a portion of the metals condiaimeopper concentrates is unrecoverable
as a result of the smelting process, our revemees oncentrate sales are also recorded net afafioes based on the quantity and value of
these unrecoverable metals. These allowancesregaiated term of our contracts and vary by custoffireatment and refining charges
represent payments to smelters and refiners aneithier fixed or in certain cases vary with theeprof copper. We sell a small amount of
copper concentrates in the spot market. See “RiskoFs.”

We have commitments, including commitments fronaAtic Copper and PT Smelting, for essentially BP® Freeport Indonesia’s estimated
2007 production. PT Freeport Indonesia has a leng-tontract through December 2007 to provide Aita@opper with a quantity of copper
concentrates at market prices which currently axprates 60 percent of Atlantic Copper ’s annualpspconcentrate requirements. PT
Freeport Indonesia 's agreement with PT Smeltimyidles, for the life of PT Freeport Indonesia 's\a¥, for the supply of 100 percent of the
copper concentrate requirements necessary to pedf 000 metric tons of copper (essentially thestBrsmelter 's original design capacity)
on a priority basis. In 2004, PT Smelting increagedtated production capacity to 250,000 metitstof copper per year. During 2006, PT
Smelting completed an expansion of its productapacity from 250,000 metric tons of copper per yed&75,000 metric tons. For the first 15
years of PT Smeltin’s commercial operations beginning December 1998 Feport Indonesia agreed that the treatmentefindng charges
on specified quantities of the concentrate PT Fogdpdonesia supplies will not fall below speaifiminimum rates, subject to renegotiation in
2008. The rate was $0.23 per pound, during th@gdrom the commencement of PT Smeltingperations in 1998 until April 3, 2004 wher
declined to a minimum of $0.21 per
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pound. PT Smelting’s rates for 2007 are expectexkteed the minimum $0.21 per pound. Current mtedigher than the minimum rate. We
anticipate that PT Freeport Indonesia will sellrappmately 50 to 60 percent of its annual conceatpoduction to Atlantic Copper and PT
Smelting. A summary of PT Freeport Indonesia 'sraggte percentage concentrate sales to its adfliand to other parties for the last three
years follows

2006 2005 2004
PT Smelting 27% 29% 40%
Atlantic Copper 23% 25% 19%
Other parties 50% 46% 41%
100% 100% 100%

Investment in Smelters

Our investment in smelters (Atlantic Copper and3pielting) serves an important role in our conceéatnaarketing strategy. As discussed
above, PT Freeport Indonesia generally sells apmaely one-half of its concentrate productionttodffiliated smelters, Atlantic Copper and
PT Smelting, and the remainder to other custonTeeatment charges for smelting and refining cooeicentrates represent a cost to PT
Freeport Indonesia and income to Atlantic Copper Rh Smelting. Through downstream integration, veeassured placement of a significant
portion of our concentrate production. Low smelteatment and refining charges prior to 2005 adgraffected the operating results of
Atlantic Copper and benefited the operating reafiBT Freeport Indonesia 's mining operations. Emgeand refining charges consist of a
base rate and in certain contracts, price participand price sharing based on copper prices. 8tagtes for treatment and refining charges
have increased significantly since late 2004 addwade smelter availability was insufficient to aromodate increased mine production and
because of higher copper prices. However, morentgave have begun to see these market ratesngetligher treatment and refining
charges benefit our smelter operations and adyeas$iect our mining operations. Taking into accotaxes and minority ownership interests,
an equivalent change in PT Freeport Indonesia’sAdlahtic Copper’s smelting and refining chargeesagéssentially offsets in our consolidated
operating results.

Atlantic Copper, S.AWe own 100 percent of Atlantic Copper. Atlantic @epcompleted the last expansion of its produatiEpacity in 1997
and the design capacity of its smelter and its1egfi are 290,000 metric tons of copper per yeartangfinery currently has a nominal capacity
of 260,000 metric tons of copper per year, respelsti We have no present plans to expand Atlantipg@r 's production capacity. During
2006, Atlantic Copper treated 953,700 metric tohsomcentrate and scrap and produced 263,700 ntetricof new copper anodes. During
2005, Atlantic Copper treated 975,400 metric tohsomcentrate and scrap and produced 284,200 ntetricof new copper anodes. Atlantic
Copper’s positive financial results in 2006 complangth 2005 primarily reflect higher treatment apes, partially offset by higher unit costs.
The next maintenance activity at Atlantic Coppea B3-day maintenance turnaround currently schedolethe second quarter of 2007, which
is expected to adversely affect costs and volumgslting in an approximate $25 million impact o®2®perating results. Major maintenance
turnarounds typically occur approximately everyenyears for Atlantic Copper, with significantly stes term maintenance turnarounds
occurring in the interim. Atlantic Copper purchasgugbroximately 42 percent of its 2006 concentratpiirements from PT Freeport Indonesia
at market prices. Atlantic Copper has experienaethaterial operating problems, and we are not aobasy potential material environmental
liabilities at Atlantic Copper.

We made no capital contributions to Atlantic Copjpe2005 and 2006; however, we contributed $20210om to Atlantic Copper in 2004. In
addition, we loaned $189.5 million to Atlantic Ceppn 2004. The funds were used to improve Atla@ipper ’s financial structure during its
major maintenance turnaround and during a pericgktstEmely low treatment and refining charge rardsch negatively affected Atlantic
Copper 's results. Our net investment in Atlantap@er through December 31, 2006, was approxim&ER) million.

PT SmeltingPT Freeport Indonesia 's Contract of Work requinedo construct or cause to be constructed a snielbledonesia if we and the
Indonesian government determined that such a grejeald be economically viable. In 1995, followitlte completion of a feasibility study,
we entered into agreements relating to the formatfd®T Smelting and the construction of the cogmeelter in Gresik, Indonesia.

PT Smelting is a joint venture among PT Freepatbiresia, Mitsubishi Materials Corporation, Mitsuti€orporation and Nippon Mining &

Metals Co., Ltd., which own 25 percent, 60.5 petc®rb percent and 5 percent, respectively, obttstanding PT Smelting common stock. In
accordance with the joint venture agreements, PT
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Freeport Indonesia provides the majority of PT Simgl's copper concentrate requirements. In Decer@b@3, PT Smelting 's shareholder
agreement was amended to eliminate PT Freeporhési®'s assignment of its earnings in PT Smeltingupport a 13 percent cumulative

annual return to the other owners for the firsiy2@rs of operations. No amounts were paid undsrassignment. PT Freeport Indonesitotal
investment in PT Smelting through December 31, 206 $100.6 million.

During 2006, PT Smelting treated 737,500 metristohconcentrate and produced 201,200 metric tbnsw copper anodes. During 2005, PT
Smelting treated 908,900 metric tons of concentatéproduced 275,000 metric tons of new coppedesidl he lower volumes in 2006
primarily reflect a 22-day maintenance turnaroumthe second quarter and PT Smelting’s temporasgension of operations beginning in
October 2006 and ending in mid-December 2006 faligvan equipment failure at the oxygen plant suipglyhe smelter. Major maintenance
turnarounds typically occur approximately everyrfgaars for PT Smelting, with significantly shorterm maintenance turnarounds in the
interim. The next major maintenance turnarouncieeduled for 2008. In 2004, PT Smelting completeefimery expansion during its
maintenance turnaround, increasing its productapacity to approximately 250,000 metric tons ofgmper year. During 2006, PT Smelting
completed an expansion of its production capaciynf250,000 metric tons of copper per year to 20Betric tons. We are not aware of any
potential material environmental liabilities at Binelting.

Competition

We compete with other mining companies in the e&teur mineral concentrates and the recruitmentratehtion of qualified personnel. Some
competing companies possess financial resourcasegrdan ours and possess multiple mining assetsgleographically concentrated in a
single area than ours. We believe, however, thaangene of the lowest cost copper producers invtivéd, after taking into account credits for
related gold and silver production, which givesausgnificant competitive advantage.

Social Development, Employment and Human Rights

We have a social, employment and human rights pdisigned to result in our operating in compliawith the laws in the areas of our
operations, and in a manner that respects basiamuights and the culture of the people who argemnbus to the area. We continue to make
significant expenditures on social and culturaivétoes, primarily in Papua. These activities indtu

» comprehensive job training programs;

« basic education programs;

» several public health programs, including extensiaaria control;

 agricultural assistance programs;

» a business incubator program to encourage the paagile to establish their own small scale busegess
« cultural preservation programs; and

« charitable donations.

In 1996, PT Freeport Indonesia agreed to comméagt one percent of its revenues to the Freepoth@ship Fund for Community
Development (formerly the Freeport Fund for Iriayd Development) to support village-based heatth¢ation, economic and social
development programs in its area of operationss tbimmitment replaced our community developmengramms in which we spent a similar
amount of money each year. Our share of contribatio the Freeport Partnership Fund for Communéydlopment totaled $43.9 million in
2006, $35.7 million in 2005 and $17.5 million in@®D Our joint venture partner, Rio Tinto, also edmites to this fund and including their
share the contributions totaled $47.6 million i©@0$42.3 million in 2005 and $19.0 million in 2004

Lembaga Pembangunan Masyarakat Amungme Kamoro (LON#ersees disbursement of the amounts we comgrifauthe fund. LPMAK ’s
board of commissioners is made up of a leadereftinungme people, a leader of the Kamoro peopdelees of the three local churches, a
representative of the local government and a reptative of PT Freeport Indonesia. The Amungmekardoro people are original inhabita
of the land in our area of operations.

We believe that our social and economic developmpesgrams are responsive to the issues raisedebipthl villages and people and should

help us to avoid disruptions of mining operatiddsvertheless, social and political instability retarea may adversely impact our mining
operations. See “Risk Factors.”
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In December 2000, we endorsed the joint U.S. Rateartment-British Foreign Office Voluntary Prinlgp on Human Rights and Security.
Several major natural resources companies anchatienal human rights organizations participatedemeloping the Voluntary Principles and
have endorsed them. We patrticipated in developiagd principles and incorporated them into ourad@eid human rights policy.

Security Matters

Consistent with our Contract of Work and the reguient to protect our employees and property, we teken appropriate steps to provide a
safe and secure working environment. As part asetsurity program, PT Freeport Indonesia maintisngwn internal security department,
which performs functions such as protecting comgfanifities, monitoring the shipment of company dedhrough the airport and terminal,
assisting in traffic control and aiding rescue @piens. PT Freeport Indonesia ’s civilian secueityployees (numbering about 675) are
unarmed and perform duties consistent with the@rimal security role. PT Freeport Indonesia s sludrcosts for its internal civilian security
department totaled $14.2 million for 2006, $11.3ion for 2005 and $12.3 million for 2004. The setudepartment has received human
rights training and each member is required tafgdnts or her compliance with our human rightsipypl

PT Freeport Indonesia, and all businesses andergsiof Indonesia, relies on the Government of hed@ for the provision of public order,
upholding the rule of law and the protection ofgeemel and property. The Grasberg mine has beégndésd by the Government of Indonesia
as one of Indonesia ’s vital national assets. @h&gnation results in the military ’s playing grsficant role in protecting the area of our
operations. The Government of Indonesia is resptsm$r employing police and military personnel aticecting their operations.

From the outset of PT Freeport Indonesia 's opematithe government has looked to PT Freeport lesiarto provide logistical and
infrastructure support and assistance for thesessaty services because of the limited resourcéedhdonesian government and the remote
location of and lack of development in Papua. Pdeport Indonesia ’s financial support for the Inelsian government security institutions
assigned to the operations area represents a pmed@onse to its requirements to protect its wardd and property, better ensuring that
personnel are properly fed and lodged, and havitistical resources to patrol PT Freeport Ind@ané&sroads and secure its operating area. In
addition, provision of such support and oversightonsistent with PT Freeport Indonesialdigations under the Contract of Work, reflects
philosophy of responsible corporate citizenship &nin keeping with our commitment to pursue grad that will promote human rights,

which include our endorsement of the joint U.Sté&tepartment-British Foreign Office Voluntary Ryiples on Human Rights and Security.

PT Freeport Indonesia 's share of support costthfogovernment-provided security, involving ovg25 Indonesian government security
personnel currently located in the general areauoperations, was $8.5 million for 2006, $6.2limil for 2005 and $6.9 million for 2004.
This supplemental support consists of various #tftecture and other costs, such as food, housiled, travel, vehicle repairs, allowances to
cover incidental and administrative costs, and comity assistance programs conducted by the milppatice. PT Freeport Indonesia 's capital
costs for associated infrastructure was $0.1 milfar 2006, $0.1 million for 2005 and $0.2 millifor 2004.

As reported in January 2006, we are respondingdaests from governmental authorities in UnitedeStand Indonesia for information about
PT Freeport Indonesia primarily relating to PT k@ Indonesia’s support of Indonesian securityitumsons. As discussed above, we provide
support to assist security institutions deployed dinected by the Government of Indonesia withdafructure, logistics and the hardship
elements of posting in Papua and our practicesradbehe joint U.S. State Departmeritish Foreign Office Voluntary Principles on Seity
and Human Rights. We are cooperating with theseassg.

Environmental Matters

We have a board-approved environmental policy ¢cbatmits us not only to compliance with applicaldddral, state and local environmental
statutes and regulations, but also to continuoysarement of our environmental performance at eopgrational site. We believe that we
conduct our Indonesian operations pursuant toeglégsary permits and are in compliance in all naterspects with applicable Indonesian
environmental laws, rules and regulations. Addibn the environmental management systems folPduFreeport Indonesia mining and
milling operations and our Atlantic Copper smeltoygerations are ISO (International Standardizafoganization) 14001 certified.
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Mining operations on the scale of our operationBapua involve significant environmental challengesnarily related to the disposition of
tailings, which are the crushed and ground roclenmgtresulting from the physical separation of ceencially valuable minerals from the ore.
We have comprehensive, ongoing environmental maneageand monitoring plans for the disposal of ngii resulting from our milling
operations, which the Government of Indonesia lppsawved. Pursuant to these plans, we manage anilomthre impact of our tailings
disposal on the surrounding area of the Ajkwa Ramat adjoining water bodies and the surroundingtebareas. In 1997, we completed an
engineered levee system to minimize the impadt@tailings through a controlled deposition arezted on a portion of the flood plain on the
Ajkwa River.

In furtherance of our commitments to the Indonesgjavernment pursuant to our tailings managememt, pé@ monitor the acid-neutralizing
capacity of tailings on a daily basis to ensurediseharge of non-acid generating tailings into ailmgs deposition area. The net acid-
neutralizing capacity of our tailings dischargenigintained through a managed program of blendirgrground ore with ore from the open
the addition of supplemental limestone (or limejhe ore blend, and the addition of lime for cohtifathe pH levels in the flotation system.
Daily samples are collected and tested and this idatommunicated to our mill operations so thgtrapriate adjustments in ore blending and
lime/limestone addition can be made.

With respect to overburden, control and treatmémaical rock drainage is our primary environmengalie. Our approaches to this issue include
the prevention of acid rock drainage generatioa cintrol of acid rock drainage migration, anddbpture and treatment of acid rock drainage
emanating from the overburden stockpile. In addijttests have shown the feasibility of revegetatirgoverburden stockpile and, as a result,
we have engaged in stockpile reclamation as artiaddi means of mitigating acid rock drainage.

We have made significant capital expenditures waipect to the capture and treatment of acid rogkage. We continue to evaluate various
technologies for the treatment of captured aci# ahainage. Currently, acid rock drainage colledigdoreholes at the base of the overburden
stockpile is treated using conventional lime ndizagion.

We have also committed to the Indonesian governtoemave independent external environmental awditair Papuan operations performed
by qualified experts every three years, with resaltailable for public review. We have had foureipendent environmental audits conducted
by internationally recognized consulting and awmgjtiirms. Audits were completed in 1996 by DameB&ore; in 1999 by Montgomery
Watson; in 2002 by SGS International Certificati®ervices Indonesia, a member of the Société GéndeaSurveillance group; and in 2005
Montgomery Watson Harza. Montgomery Watson Harzeckemled that PT Freeport Indonesia’s mining opengti‘are among the largest and
most environmentally challenging and complex inwleeld” and that the company’s “environmental magragnt practices continue to be
based on (and in some cases represent) best magatgeractices for the international copper and geilding industry.” The audit also
concluded, as have previous independent auditsPth&reeport Indonesia’s tailings management mgiremains the tailings management
option best suited to the unique topographical dimdatological conditions of the site, with a famler level of environmental impact and risk”
than those posed by alternatives. The MontgomertsiaHarza auditors also made a number of speeifiemmendations for improvements
in PT Freeport Indonesia’s environmental managemettices and these are being implemented. Wecalsduct annual internal audits to
ensure that our environmental management and miogtprograms remain sound and our operationsasittinue to comply in all material
respects with applicable regulations.

In addition to these audits, PT Freeport Indonagi®ed to participate in the Government of Indaie$?!ROPER program in 2005. In March
2006, the Indonesian Ministry of Environment annzahthe preliminary results of its PROPER environtakemanagement audit,
acknowledging the effectiveness of PT Freeport tedia’s environmental management practices in soses while making several
suggestions for improvement in others. We are wagykvith the Ministry of Environment to address tbgues raised as we complete the audit
process.

In connection with obtaining our environmental apfals from the Indonesian government, we commitbgokerforming a one-time
environmental risk assessment on the impacts ofadimgs management plan. We completed this eiterenvironmental risk assessment v
more than 90 scientific studies conducted over f@ars and submitted it to the Indonesian govertineDecember 2002. We developed the
risk assessment exercise with input from an indépenreview panel, which included representativesfthe Indonesian government,
academia, and non-governmental organizations. ifke that we identified during this process weréria with our impact projections of the
tailings management program contained in our enwirental approval documents.
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We have environmental approvals from the Governroéhtdonesia to expand our milling rate up to aimmum of 300,000 metric tons of ore
per day. In 2006, we averaged 229,400 metric tbseoper day and in 2005 we averaged 216,200 atetnis of ore per day.

The cost of complying with environmental laws iadamental cost of our business. We incurred agdeeenvironmental capital expenditt
and other environmental costs totaling $62.7 niliio 2006, $44.0 million in 2005 and $65.1 million2004, including tailings management
levee maintenance and mine reclamation. In 200%&xpect to incur approximately $43 million of agggee environmental capital
expenditures and $55 million of other environmentsts.

We are currently revegetating portions of thenggi deposition area. Upon the completion of ourimgimperations, we will fulfill the
commitments included in our approved environmemahagement plans. Our plans for revegetation ettdtl areas of the deposition area
include natural revegetation, forage crops andsgsadruits, grains and vegetables, and othertimadl food and medicinal crops. Decisions on
these plans are made in consultation with localragtbnal government, local residents and othéwestalders. In addition to the revegetation
and reclamation of the deposition area, we willttare to operate treatment systems as long as serge$Ve also monitor and test the water
discharged from our mine and the pH, sulfate aadtetal conductivity levels of ground water in ttieposition area. The stability of our lev
will be ensured through comprehensive visual inspecmaintenance and improvement programs direoyeah experienced engineering gr
dedicated to levee management and revegetatidgredévee embankments. Moreover, we will submitramual written report to the Indones
government regarding our reclamation activities.

Our ultimate reclamation and closure activitied W determined after consultation with the Indasegovernment, local residents and other
parties. Our estimate as of December 31, 2006 dfié&port Indonesia ’s total aggregate reclamatiwhclosure obligations total
approximately $157 million. Estimates of reclamaténd closure costs involve complex issues requiritegrated assessments over a peri
many years, and we may revise them as we performe ownplete studies. Some reclamation costs wilhberred during mining activities,
while most closure costs and the remaining reclematosts will be incurred at the end of miningiates, which are currently estimated to
continue for more than 34 years.

Moreover, we cannot predict with any certainty tittemate future uses of the tailings depositioreazace our mining operations are comple

In addition to forage crop and grass planting aradifand medicinal crop production, possible futises of the tailings deposition area include
rainforest regrowth, production of timber, fuel vaso fruits and nuts and other economic forestrg,the cultivation of fish, shellfish and other
aquaculture. The ultimate future uses will be dateed in consultation with local and regional gaoweent, local residents and other
stakeholders.

In 1996, we began contributing to a cash fund ($8lbon balance at December 31, 2006) designeattmmulate at least $100 million by the
end of our Indonesian mining activities. We plamuse this fund, including accrued interest, to fmymine closure and reclamation costs. Any
incremental costs in excess of this $100 milliondare expected to be incurred throughout theofiftae mine and would be funded by
operational cash flow or other sources. Futurerenmental considerations and future changes inlatigns could require us to incur
additional costs that would be charged againstéubperations. Estimates involving environmentaitera are by their nature imprecise and
changes in government regulations, operationsntdolyy and inflation can be expected to requiréougvise them over time.

We believe that Atlantic Copper ’s facilities angeoations are in compliance in all material resp@gth all currently applicable Spanish
environmental laws, rules and regulations. In 2092, the Integrated Pollution Prevention and Gdmguidelines were adopted under Spanish
law with a phase in for compliance by 2009. Atlar@iopper, working with local environmental authiest is continually assessing the impact
of these new guidelines on its operations, andhdgeted approximately $27 million as its estinwdtthe remaining required capital
expenditures from 2007 through 2010 to comply. prill2006, the Environmental Management Systenfslantic Copper’s operations in
Huelva were audited by the Spanish AssociatiorSfandardization and Certification (AENOR), in aatamce with the ISO 14001:96
international certification standards and the EsespUnion Environmental, Eco-Management and Ecoifugd(EMAS) Regulation No.
761/2001. AENOR is a Spanish not-for-profit entliat has been accredited by the Spanish goverrimémpect, audit and certify
environmental management systems. Atlantic Copgegrived positive results from the audits, whichrargiired annually to retain the ISO
14001 certification that Atlantic Copper achievadrior years.
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The Indonesian and Spanish governments may peaibdievise their environmental laws and regulasion adopt new ones, and we cannot
predict the effects on our operations of new oisel regulations. We have expended significantuniess, both financial and managerial, to
comply with environmental regulations and permgtand approval requirements, and we anticipateweawill continue to do so in the future.
There can be no assurance that we will not incditiadial significant costs and liabilities to compbith such current and future regulations or
that such regulations will not materially affectr @perations (see “Risk Factors”).

Employees and Relationship with FM Services Company

As of December 31, 2006, PT Freeport Indonesia8h@il7 employees (approximately 98 percent Indongsiad 6,141 contract workers, the
vast majority of whom were Indonesian. Approximgatéd percent of PT Freeport Indonesia 's employgesepresented by the All Indonesia
Workers’ Union, which operates under Governmerihdbnesia supervision. PT Freeport Indonesia Haba agreement covering its hourly
paid Indonesian employees, the key provisions atlwvhre renegotiated biannually. In June 2005, REEport Indonesia and its workers agr
to terms for a new labor agreement that expiré3ejptember 2007. PT Freeport Indonesia’s relatidtistive workers’ union have generally
been satisfactory. In addition, 4,579 persons wafke privatized companies providing services witRiT Freeport Indonesia 's operations
area.

As of December 31, 2006, Atlantic Copper had 55@legees, of which approximately 74 percent areesgnted by union contracts. Atlantic
Copper’s labor contract covering its smelter/refin@orkforce in Huelva, Spain expired on Decemhbkr2)05, and was renewed for a three-
year period with no material changes in terms. itaCopper experienced a fi-day labor strike in October 2004 at its smelteility in
Huelva because of a workforce reduction plan. Tiienis issues with the workforce reduction plan evegsolved and the plan was approved
by Spanish authorities and implemented in Decer2béd.

FM Services Company (FM Services) furnishes exeeptidministrative, financial, accounting, legak aind similar services to us. FM
Services became our wholly owned subsidiary in B&t®002, when we purchased the remaining 50 peosemership in FM Services from
McMoRan Exploration Co. (McMoRan) for $1.3 millioAs of December 31, 2006, FCX had 9 employees an&ervices had 145
employees. FM Services employees continue to atseige services to McMoRan, a publicly traded compangaged in the exploration,
development and production of oil and gas, andt@&rBroperties Inc., a publicly traded company gedan the development of real estate.

Item 1A. Risk Factors

This report contains “forward-looking statementsithin the meaning of the federal securities lawsr#ard-looking statements are all
statements other than statements of historicakfastich as statements regarding anticipated pradnatolumes, unit net cash costs, sales
volumes, ore grades, commodity prices, developamhtapital expenditures, mine production and dgwelent plans, environmental
reclamation and closure cost and plans, reservieneges, political, economic and social condition®ur areas of operations, exploration
efforts and results, and the proposed acquisitibRltelps Dodge. Except for our ongoing obligationsgler the federal securities laws, we do
not intend, and we undertake no obligation, to upda revise any forward-looking statements. Resdee cautioned that forward-looking
statements are not guarantees of future performamceactual results may differ materially from thqwojected, anticipated or assumed in
forward-looking statements. Important factors that colddse our actual results to differ materially fronose anticipated in the forward-
looking statements include the following:

Because our primary operating assets are located the Republic of Indonesia, our business may be adrsely affected by Indonesian
political, economic and social uncertainties, in adition to the usual risks associated with conductig business in a foreign country.

Indonesia has faced political, economic and sagiakrtainties, including separatist movements aritland religious strife in a number of
provinces. In particular, several separatist granesopposing Indonesian rule over the provindeagfua, where our mining operations are
located, and have sought political independencéf®province. In response to demands for polifindépendence, new Indonesian regional
autonomy laws became effective January 1, 2001.eew the manner in which the new laws are beingémented and the degree of polit
and economic autonomy that they may bring to irmbliad provinces, including Papua, are uncertainardngoing issues in Indonesian
politics. Moreover, in Papua there have been spothcks on civilians by
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separatists and sporadic but highly publicized lictsfbetween separatists and the Indonesian myiliocial, economic and political instabil
in Papua could materially and adversely affecf tisi$ instability results in damage to our progest interruption of our activities.

Maintaining a good working relationship with thelbmesian government is important to us becaus# alir mining operations are located in
Indonesia and are conducted pursuant to Contr&®idk with the Indonesian government. Accordinglg are also subject to the usual risks
associated with conducting business in and witbr@ign country, including the risk of forced modétion of existing contracts, changes in the
country ’s laws and policies, including those riglgto taxation, royalties, divestment, importspests and currency, and the risk of having to
submit to the jurisdiction of a foreign court ob#ration panel or having to enforce the judgmdra éoreign court or arbitration panel against a
sovereign nation within its own territory. In addit, we are subject to the risk of expropriatiomd @ur insurance does not cover losses caused
by expropriation.

In February 2006, a group of illegal gold pannergagied in conflict with Indonesian police and P&dprort Indonesia security personnel when
they were requested to leave an area near oungfticilities. Following the incident, the illega&nners blocked the road leading to the
Grasberg mine and mill in protest and we tempaoratispended mining and milling operations as agquignary measure. The panners also
vandalized some of our light vehicles and officeanthis area, causing approximately $2 milliodamages. Our port facilities continued to
operate during the disruption and concentrate shifiewere not affected. The panners, mostly Papuamsoutside our area of operations,
presented a list of aspirations, primarily relatingheir desire to share in the benefits of oustég initiatives and programs provided for the
Papuans who are the traditional residents of oaraijpns area. Mining and milling operations resdrater an approximate four-day outage.
During the incident at our mine and mill, protestor Jakarta vandalized the entrance floor of ffieeobuilding housing our Indonesian
headquarters and staged a three-day rally outsébuilding. The Indonesian police handled thisteratvhich did not disrupt our
administrative functions or damage any of our faes.

We cannot predict if there will be additional inerds similar to the February 2006 protests or dth@dents that could disrupt our operations.
If there were additional protests at our mine ailtifacilities, it could materially and adversel§fect our business and profitability in ways that
we cannot predict at this time.

In addition to the usual risks encountered in the rming industry, we face additional risks because auwoperations are located on difficult
terrain in a very remote area.

Our mining operations are located in steeply mduaotgs terrain in a very remote area in IndonesecaBise of these conditions, we have hi
overcome special engineering difficulties and depedxtensive infrastructure facilities. In additidine area receives considerable rainfall,
which has led to periodic floods and mudslides. iriiee site is also in an active seismic area asdceiperienced earth tremors from time to
time. In addition to these special risks, we ase alubject to the usual risks associated with timngindustry, such as the risk of encountering
unexpected geological conditions that may resutaveins and flooding of mine areas. Our insurance n@ysaofficiently cover an unexpect
natural or operating disaster.

On October 9, 2003, a slippage of material occuimetdsection of the Grasberg open pit, resultingight fatalities. On December 12, 2003, a
debris flow involving a relatively small amountlobse material occurred in the same section obgien pit resulting in only minor property
damage. All material involved in the affected mopereas was removed. The events caused us t@aftshort-term mine sequencing plans,
which adversely affected our 2003 and 2004 produactiVhile we resumed normal production activitieshie second quarter of 2004, no
assurance can be given that similar events willbeotir in the future.

On March 23, 2006, a mud/topsoil slide involvingpoapximately 75,000 metric tons of material occurii@an a mountain ridge above service
facilities supporting PT Freeport Indonesia’s mgnfacilities. Regrettably, three contract workeesrgvfatally injured in the event. The material
damaged a mess hall and an adjacent area. Aslaakswestigations by PT Freeport Indonesia dmal lndonesian Department of Energy and
Mineral Resources, we conducted geotechnical udiaentify any potential hazards to facilitiesrh slides. The existing early warning
system for potential slides, based upon rainfadl ater factors, has also been expanded. PT Frdeponesia recorded a charge of $1.9
million ($1.0 million to net income or less than.@D per diluted share) in the first quarter of 2@@6damages related to this event. The event
did not directly involve operations within the Goasg open-pit mine or PT Freeport Indonesia’s nglloperations.
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The terrorist attacks in the United States on Septaber 11, 2001, subsequent attacks in Indonesia atite potential for additional future
terrorist acts and other recent events have createeconomic and political uncertainties that could meerially and adversely affect our
business and the prices of our securities.

On August 31, 2002, three people were killed andth&rs were wounded in an ambush by a group aflasts. The assailants shot at several
vehicles transporting international contract teastfieom our school in Tembagapura, their family rbens, and other contractors to PT
Freeport Indonesia on the road near Tembagapwanithing town where the majority of PT Freeportdnesia 's personnel reside. We, along
with the U.S. government, the central Indonesiaregament, the Papuan provincial and local goverrsiemd leaders of the local people
residing in the area of our operations condemnedttack. Indonesian authorities and the U.S. Risstigated the incident, which resulted in
the U.S. indictment of an alleged operational comdea of the Free Papua Movement/National Freedamel-tn January 2006, Indonesian
Police, accompanied by FBI agents, arrested tegedl operational commander in the Free Papua Mawéxaional Freedom Force and 11
other Papuans. In November 2006, verdicts and seintg were announced for seven of the accuseceirtiyust 2002 shooting, including a
life sentence for the confessed leader of the lattac

On October 12, 2002, a bombing killed 202 peoplélindonesian province of Bali, which is 1,500e®iwest of our mining and milling
operations. Indonesian authorities arrested 35Ip@ngonnection with this bombing and 29 of thaseested have been tried and convicted
August 5, 2003, 12 people were killed and over a@rs were injured by a car bomb detonated outsfitlee JW Marriott Hotel in Jakarta,
Indonesia. On September 9, 2004, 11 people wdeslldind over 200 others injured by a car bomb deézhin front of the Australian embassy
in Jakarta. On October 1, 2005, three suicide boskied 19 people and wounded over 100 otheBsail. The same international terrorist
organizations are suspected in each of these imsiden November 2005, Indonesian Police raidedwsé in East Java that resulted in the ¢
of other accused terrorists linked to the bombitigsussed above. Our mining and milling operatiwase not interrupted by these incidents
but our corporate office in Jakarta had to relo¢ateseveral months following the bombing in frarfithe Australian embassy.

We cannot predict whether there will be additianaldents similar to the recent shooting or bombirifithere were to be additional separatist,
terrorist or other violence in Indonesia, it cooldterially and adversely affect our business anfitpbility in ways that we cannot predict at
this time.

Terrorist attacks and other events have causedtaidg in the world 's financial and insurance kets and may significantly increase global
political, economic and social instability, incladiin Indonesia. In addition to the Bali, JW Matridotel and Australian embassy bombings,
there have been anti-American demonstrations iricesections of Indonesia reportedly led by radslamic activists. Radical activists have
also threatened to attack foreign interests ane kalled for the expulsion of U.S. and Britishastis and companies from Indonesia.

It is possible that further acts of terrorism maydirected against the U.S. domestically or abraad,such acts could be directed against
properties and personnel of companies such as Doesattacks and the resulting economic and palitiacertainties, including the potential
for further terrorist acts, have negatively impddtesurance markets. Moreover, while our propenty business interruption insurance covers
damages to insured property directly caused bgriem, this insurance does not cover damages asédoccaused by war. Terrorism and war
developments may materially and adversely affectoginess and profitability and the prices of securities in ways that we cannot predic
this time.

Our profitability can vary significantly with fluct uations in the market prices of copper and gold.

Our revenues are derived primarily from the saleagfper concentrates, which also contain signifiqarantities of gold and silver, and from
the sale of copper cathodes and anodes. Althougselvenost of our copper concentrates under l@ng contracts, the selling price is base
world metal prices at or near the time of shipraard delivery.

During 2006, the daily closing prices on the Londpot market ranged from $2.06 to $3.99 per poonddpper and $521 to $726 per ounce
for gold. During 2005, the daily closing pricestbe London spot market ranged from $1.39 to $2elrlppund for copper and $411 to $538

ounce for gold.

World copper prices have historically fluctuatedigly and are affected by numerous factors beyonadantrol, including:
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« the strength of the U.S. economy and the econoafiether industrialized and developing nationsjuding China, which has become the
largest consumer of refined copper in the world;

 available supplies of copper from mine productiod aventories;

« sales by holders and producers of copper;

« demand for industrial products containing copper;

« investment activity, including speculation, in cepjas a commodity;

« the availability and cost of substitute materialscl

» currency exchange fluctuations, including the reéastrength of the U.S. dollar.
World gold prices also have historically fluctuatedlely and are affected by numerous factors beymndontrol, including:

« the strength of the U.S. economy and the econoafiether industrialized and developing nations|uding China;

« global or regional political or economic crises;

« the relative strength of the U.S. dollar and otherencies;

» expectations with respect to the rate of inflation;

« interest rates;

» purchases and sales of gold by central banks dredt bolders;

« demand for jewelry containing gold; and

 investment activity, including speculation, in gelsla commodity.
Any material decrease in market prices of coppeyobd would materially and adversely affect ounutessof operations and financial condition.
See our 2006 Annual Report incorporated hereirelgrence for an analysis of the effect on our reesrand net income of changes in copper
and gold prices.

Our Contracts of Work are subject to termination if we do not comply with our contractual obligations,and if a dispute arises, we may
have to submit to the jurisdiction of a foreign cout or arbitration panel.

PT Freeport Indonesia 's Contracts of Work and o@mntracts of Work in which we have an interesteventered into under Indonesialg67
Foreign Capital Investment Law, which provides guméees of remittance rights and protection agaiagbnalization. Our Contracts of Work
can be terminated by the Government of Indonesigitlo not satisfy our contractual obligations, ebhinclude the payment of royalties and
taxes to the government and the satisfaction déicemining, environmental, safety and health regmients.

At times, certain government officials and othersrnidonesia have questioned the validity of congraatered into by the Government of
Indonesia prior to May 1998 (i.e., during the Stbaegime which lasted over 30 years), includingAP&eport Indonesia’s Contract of Work,
which was signed in December 1991. We cannot agsur¢hat the validity of, or their compliance withe Contracts of Work will not be
challenged for political or other reasons. PT Foeemdonesia’s Contract of Work and our other Cactis of Work require that disputes with
the Indonesian government be submitted to intesnatiarbitration. Notwithstanding that provisiohaidispute arises under the Contracts of
Work, we face the risk of having to submit to thegdiction of a foreign court or arbitration panahd if we prevail in such a dispute, we will
face the additional risk of having to enforce thegment of a foreign court or arbitration paneliagiaindonesia within its own territory.
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Indonesian government officials have periodicalhglertaken reviews regarding our compliance witholresian environmental laws and
regulations and the terms of the Contracts of WirR006, the Government of Indonesia createdrd jeam for “Periodic Evaluation on
Implementation of the PT-FI Contract of Work (COV’conduct a periodic evaluation every five yedise team consists of five working
groups, whose members are from relevant ministiiegencies, covering production, state revenuanwnity development, environmental
issues and security issues. We have conducted pnusherorking meetings with these groups. While wieelie that we comply with the
Contract of Work in all material respects, we caragsure you that the report will conclude thataneecomplying with all of the provisions of
PT Freeport Indonesia’s Contract of Work. Sepayatbke Indonesian House of Representatives createnrking committee on PT Freeport
Indonesia. Members of this group have also visitedoperations and held a number of hearings iarfakWe will continue to work with the
groups to respond to their questions about ouratijaers and our compliance with PT Freeport IndaissContract of Work.

Any suspension of required activities under our Cotracts of Work requires the consent of the Indonesin government.

Our Contracts of Work permit us to suspend certaimractually required activities, including exton, for a period of one year by making a
written request to the Indonesian government. Thegeests are subject to the approval of the Inslaneggovernment and are renewable
annually. If we do not request a suspension odarged a suspension, then we are required to e@ntiar activities under the Contract of
Work or potentially be declared in default. Morenvéa suspension continues for more than one faaeasons other than force majeure and
the Indonesian government has not approved sudincation, then the government would be entitledeclare a default under the Contract of
Work.

We suspended our field exploration activities alesif Block A in recent years because of safetysmuirity issues and regulatory uncertainty
relating to a possible conflict between our mingmgl exploration rights in certain forest areas amdéhdonesian Forestry law enacted in 1999
prohibiting open-pit mining in forest preservatiareas. In 2001, we requested and received frorGtvernment of Indonesia, formal
temporary suspensions of our obligations undeCitvatracts of Work in all areas outside of BlockReecent Indonesian legislation permits
open-pit mining in PT Freeport Indonesia ’s Blocla®a, subject to certain requirements. Followimgssessment of these requirements and a
review of security issues, we plan to resume egpilon activities in certain prospective ContracWbrk areas outside of Block A in 2007.

Our mining operations create difficult and costly ewvironmental challenges, and future changes in emdnmental laws, or unanticipated
environmental impacts from our operations, could rguire us to incur increased costs.

Mining operations on the scale of our operationBapua involve significant environmental risks ahdllenges. Our primary challenge is to
dispose of the large amount of crushed and groocki material, called tailings, that results frore firocess by which we physically separate
the copper-, gold- and silver-bearing materialsnfitbhe ore that we mine. Our tailings management p&es the river system near our mine to
transport the tailings to the lowlands where thilntgs and natural sediments are deposited in &ralbed area contained within a levee system
that will be revegetated. We incurred aggregatésa@dating to tailings management of $12.8 millior2006, $8.7 million in 2005 and $11.8
million in 2004.

Another major environmental challenge is managigrlourden, which is the rock that must be movedeasi the mining process in order to
reach the ore. In the presence of air, water atatally occurring bacteria, some overburden carseacid rock drainage, or acidic water
containing dissolved metals which, if not properignaged, can have a negative impact on the envaonm

Certain Indonesian governmental officials have fitgme to time raised issues with respect to olings and overburden management plans,
including a suggestion that we implement a pipediypgtem rather than our river deposition systentditings disposal. Because our mining
operations are remotely located in steep mountait@uain and in an active seismic area, a pipalyisgem would be costly, difficult to
construct and maintain, more prone to catastrofatiliere and involve significant potentially adversevironmental issues. An external panel of
qualified experts, as directed in our 300K ANDAhd&tEnvironmental Impact Assessment document sudmirtitt the Indonesian government
and approved in 1997), conducted detailed reviewlsamalyses of a number of technical studies. Toegluded that all significant impacts
identified were in line with the 300K ANDAL
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predictions, and that the current system of rivetailings management was appropriate considefirsit@-specific factors. For these reasons,
we do not believe that a pipeline system is necgssgpractical.

In March 2006, the Indonesian Ministry of Environmhannounced the preliminary results of its PRORB&ronmental management audit,
acknowledging the effectiveness of PT Freeport tedia’s environmental management practices in soses while making several
suggestions for improvement in others. We are waykvith the Ministry of Environment to address tb&ues raised as it completes the audit
process.

We anticipate that we will continue to spend siigaifit financial and managerial resources on enwikmtal compliance. In addition, change
Indonesian environmental laws or unanticipated remmental impacts from our operations could requé¢o incur significant unanticipated
costs.

The volume and grade of the reserves we recover alodr rates of production may be more or less than gvanticipate.

Our reserve amounts are determined in accordartbesstablished mining industry practices and statgjdut are estimates of the mineral
deposits that can be recovered economically arallyelgased on currently available data. Our oreid®dhay not conform to standard
geological expectations, and estimates may changew data become available. Because ore bodiestdmntain uniform grades of miner:
our metal recovery rates will vary from time to énwhich will result in variations in the volumelminerals that we can sell from period to
period. Some of our reserves may become unproditabtievelop if there are unfavorable long-termkegprice fluctuations in copper and
gold, or if there are significant increases in operating or capital costs. In addition, our exatimn programs may not result in the discove!
additional mineral deposits that we can mine pabfi.

We do not expect to mine all of our reserves befothe initial term of our Contract of Work expires.

All of our current proven and probable reservesluding the Grasberg deposit, are located in BlcKhe initial term of our Contract of Wo
covering these reserves expires at the end of 2021can extend this term for two successive 10-pedbds, subject to the approval of the
Indonesian government, which under our ContraWofk cannot be withheld or delayed unreasonably.r@serves reflect estimates of
minerals that can be recovered through the en@41 Zi.e ., through the expiration of the two 10-year extems) and our current mine plan
has been developed, and our operations are bagbe assumption that we will receive the two 10ry@densions. As a result, we will not
mine all of our reserves during the current ternowf Contract of Work, and there can be no asser#irat the Indonesian government will
approve the extensions. Prior to the end of 20Zlexpect to mine approximately 39 percent of aggeegroven and probable recoverable ore
at December 31, 2006, representing approximatelyetéent of PT Freeport Indonesia 's share of re@be copper reserves and
approximately 59 percent of its share of recovergold reserves.

Increased energy and other production costs couldeduce our profitability and cash flow.

We have experienced significant increases in ocotlyetion costs in recent years primarily as a tesfutigher energy costs and costs of other
consumables, higher mining costs and milling rate higher labor costs. Aggregate energy costs;hwdgbproximated 22 percent of our 2006
production costs, primarily include purchases efdl fuel and coal. Diesel prices have nearlyadince 2002 and our coal costs are
approximately 40 percent higher. The costs of otieasumables, including steel and reagents, alge inareased. Continued increases in the
cost of diesel, coal and other commodities thatamsume or use in our operations could adversédgtadur profits and cash flow.

Our business is subject to operational risks.

Mines by their nature are subject to many operatiasks and factors that are generally outsideusfcontrol and could impact its business,
operating results and cash flows. These operatitsiad and factors include, but are not limited to:

« unanticipated ground and water conditions and advelaims to water rights;

« geological problems, including earthquakes andrathéural disasters;
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metallurgical and other processing problems;

« the occurrence of unusual weather or operatingitiond and other force majeure events;
« lower than expected ore grades or recovery rates;

« accidents;

« delays in the receipt of or failure to receive rssegy government permits;

« the results of litigation, including appeals of agg decisions;

« uncertainty of exploration and development;

« delays in transportation;

« labor disputes;

« inability to obtain satisfactory insurance coverage

« unavailability of materials and equipment; and

the failure of equipment or processes to operatéegordance with specifications or expectations.
Movements in foreign currency exchange rates or ietrest rates could negatively affect our operatingesults.

All of our revenues and a significant portion of gosts are denominated in U.S. dollars; howewmnescosts, and certain asset and liability
accounts are denominated in Indonesian rupiah,raliest dollars or euros. As a result, we are gelydess profitable when the U.S. dollar
weakens in relation to these foreign currencies.

The rupiah/U.S. dollar daily closing exchange rateged from 8,613 to 9,881 rupiah per U.S. dollairdy 2006, and on December 29, 2006,
the closing exchange rate was 8,989 rupiah perdalfar compared with 9,825 rupiah per U.S. daflaDecember 30, 2005. During 2006, the
Australian dollar/U.S. dollar daily closing exchangte ranged from $0.70 to $0.79 per Australidtadand the euro/U.S. dollar daily closing
exchange rate ranged from $1.18 to $1.34 per @md>ecember 29, 2006, the closing exchange rates $@79 per Australian dollar and
$1.32 per euro, compared with the December 30, 205ng exchange rates of $0.73 per Australiafadand $1.18 per euro.

From time to time, we have in the past and mayéftture implement currency hedges intended toaedur exposure to changes in foreign
currency exchange rates. However, our hedgingesfieg may not be successful, and any of our unitefidigeign exchange payment
requirements will continue to be subject to mafkettuations. In addition, our bank credit faciisi are based on fluctuating interest rates.
Accordingly, an increase in interest rates couldeasely affect our results of operations and fir@rmmondition.

Because we are a holding company, our ability to yeour debts depends upon the ability of our subsidries to pay us dividends and to
advance us funds. In addition, our ability to partcipate in any distribution of our subsidiaries’ asets is generally subject to the prior
claims of the subsidiaries’ creditors.

Because we conduct business primarily through REfport Indonesia, our major subsidiary, and othbsisliaries, our ability to pay our debts
depends upon the earnings and cash flow of PT Brebulonesia and our other subsidiaries and tiglity to pay us dividends and to adva
us funds. Contractual and legal restrictions applie to our subsidiaries could also limit our d@bito obtain cash from them. Our rights to
participate in any distribution of our subsidiatiassets upon their liquidation, reorganizatiorinsolvency would generally be subject to the
prior claims of the subsidiaries’ creditors, indhuglany trade creditors and preferred shareholders.
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Risk Factors Associated with the Proposed Acquisith of Phelps Dodge.
Shareholders cannot be sure of the market value ofur shares that will be issued in the transaction.

Upon the completion of the transaction, each Phelpdge common share outstanding immediately poidhé transaction will be converted
into the right to receive a combination of 0.67adfhare of our common stock and $88.00 in cashpwitinterest. Because the exchange ratio
for the stock consideration is fixed in the merggreement, the market value of our common stocles# the transaction will depend upon
the market price of a share of our common stockitpe completion of the transaction. This markéaeavill fluctuate prior to the completion
of the transaction and therefore may be differétit@time the transaction is completed from whatds at the time the merger agreement was
signed, the date of this document or at the timib@fshareholder meetings. Accordingly, sharehsldannot be sure of the market value of our
common stock that will be issued in the transactiothe market value of our common stock at angtafter the transaction.

We may not be able to obtain the financing needeaif the transaction on favorable terms.

We have received commitments from certain lendemavide financing of up to $17.5 billion in thggegate for the transaction. However, if
the proceeds of this financing are unavailableafor reason, we will be forced to obtain an alterrsaturce of financing, which may be more
expensive for us, may have an adverse impact ocaimbined company’s capital structure or may bevaitable.

The combined company will be highly leveraged, aniis high level of debt may limit its financial andoperating flexibility.

We will be incurring significant debt to consummgtie transaction and to refinance existing deli. éxpected that we will utilize much of the
financing to be made available pursuant to thenfiiray commitments discussed above to fund a podidhe cash consideration payable to the
Phelps Dodge shareholders in the transaction. @hwined company, on a pro forma basis, will hayeragdmately $10.0 billion of debt und

its new senior secured term credit facilities, aittler $6.0 billion in aggregate principal amouhhew unsecured senior notes or a $6.0 billion
bridge loan (or some combination of the two). ldifidn, approximately $1.6 billion of existing dediftthe combined companies will remain
outstanding following the transaction. The combinethpany is also expected to have a new $1.5 ifemior secured revolving credit facil
with at least $1.0 billion of availability.

This debt could limit the combined company’s fin@hand operating flexibility, including by requiag the combined company to dedicate a
substantial portion of its cash flows from operati@nd the proceeds of equity issuances to thgmege of its debt and making the combined
company more vulnerable to economic downturns. #altilly, the combined company’s ability to sati§fyancial tests or utilize third-party

guarantees for financial assurance with respe@damation obligations may be adversely impacted eesult of the increase in debt.

Upon consummation of the transaction, we and atiusfrestricted subsidiaries must comply with vasicovenants contained in our credit
agreement. These covenants will, among other thlimgi the ability of the respective restrictedtigins to:

« incur additional debt or liens or enter into saadeback transactions;

» make payments in respect of, or redeem or acoiedst, or equity issued by us, including the paynoémlividends on common stock;
 sell assets or enter into mergers or acquisitions;

» make loans or investments; or

« enter into certain hedging transactions.

In addition, the combined company will be subjectihancial covenants.
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Declines in the market prices of copper, gold and olybdenum could adversely affect the combined compg’s earnings and cash flows,
and therefore its ability to repay its debt.

The earnings and cash flows of the combined compalhpe affected significantly by the market pricef copper and, to a lesser extent, gold
and molybdenum. The world market prices of theserodities have fluctuated historically and will &féected by numerous factors beyond
the control of the combined company. Many finanaieglysts who follow the metals markets are predichat copper prices will decline
significantly from their current, historically higkevels over the next few years. A decline inwegld market price of one or more of these
commodities could adversely affect the combinedgamy’s earnings and cash flows and therefore cadiérsely affect its ability to repay its
debt and depress its stock price.

The combined company will operate on a broader geogphical scope than either we or Phelps Dodge haperated individually, and
will be exposed to a broader range of political, smal and geographic risks than either company hasden exposed to on an individual
basis.

Phelps Dodge conducts mining operations in theddn@tates, Chile and Peru and has a significargldement project in the Democratic
Republic of the Congo (which is expected to begodpction by 2009). Accordingly, the business & tiombined company may be adversely
affected by political, economic and social uncettias in these countries, in addition to the usisis associated with conducting business in a
foreign country. Because we have no significantrafiens in any of these countries, these riskgldferent from and in addition to those to
which our business has historically been exposed.

In addition, all of the combined company’s revenaed a significant portion of its costs will be demnated in U.S. dollars; however, some of
its costs, and certain of its asset and liabildgaaints, will be denominated in Indonesian rup@ihjean pesos, Peruvian nuevos soles and
foreign currencies. As a result, the combined camgpeill be generally less profitable when the WdSllar weakens in relation to these foreign
currencies. From time to time, the combined compaay implement currency hedges intended to reds@xposure to changes in foreign
currency exchange rates. However, its hedgingesgfied may not be successful, and any of its unttefigeign exchange payments will
continue to be subject to market fluctuations.

The impact of purchase accounting could adverselyffe@ct the combined company’s earnings.

Purchase accounting will require the combined comta allocate the price being paid in the trarisacio Phelps Dodge’s assets on the basis
of their fair values at the time of the closingtloé transaction. Those adjustments are expectedtidt in significant increases in the carrying
values of certain acquired assets, including, basegreliminary estimates, increases of $4.0 biliio metal inventories and stockpiles and
$11.9 billion in property, plant, equipment and elepment costs, as reflected in the unaudited gmod condensed combined balance sheet
contained in Amendment No. 2 to our Form S-4 fikdth the Securities and Exchange Commission ond&erl2, 2007. The increased value
of property, plant, equipment and development caditincrease the combined company’s depreciaéigpense, which will reduce reported
earnings but have no effect on cash flows.

A decline in the market price of commodities proglliby the combined company could result in a vdten of metal inventories and
stockpiles to recoverable values and the recogndfdmpairment charges to property, plant, equiptaad development costs. In addition, the
increased value of metal inventories and stockpilesld cause the combined company’s cost of gooldste increase in the year the metal in
those inventories and stockpiles are recognizesblas If the combined company changes the histomethod of accounting for Phelps
Dodge’s metal inventories and stockpiles from theent method of last-in, first-out, this incredsehe combined company’s cost of goods
would occur in the near term. These factors woaldehthe effect of reducing reported earnings, aljhathey would have no effect on cash
flows.

In addition, the preliminary estimate of goodw#isaciated with the transaction is approximatehp $8lion, as reflected in the unaudited pro
forma condensed combined balance sheet containehé@mdment No. 2 to our Form S-4 filed with the @&#ees and Exchange Commission
on February 12, 2007. The combined company williatyg assess this amount for impairment. If the lbored company concludes that the
goodwill associated with the transaction is impaithe amount of the impairment would reduce thaliaed company’s reported earnings but
would have no effect on cash flows.

We may experience difficulties in integrating owssimess with Phelps Dodge’s business, which coalde the combined company to fail to
realize many of the anticipated potential benefitthe transaction.
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We have entered into the merger agreement becaubelieve that the transaction will be benefiaebtir company, Phelps Dodge and our
respective shareholders. Achieving the anticipaetefits of the transaction will depend in partmupdiether our two companies integrate our
businesses in an efficient and effective mannernvilg not be able to accomplish this integratiorcpss smoothly or successfully. The
difficulties of combining the two companies’ busises potentially will include, among other things:

« the necessity of coordinating geographically sepdrarganizations and addressing possible diffe®irccorporate cultures and
management philosophies, and the integration ¢diceoperations following the transaction will réguthe dedication of significant
management resources, which may temporarily distnanagement’s attention from the day-to-day bssireé the combined company;

« any inability of our management to integrate susfidly the operations of our two companies or tagdo the addition of lines of busin
in which we have not historically engaged; and

« any inability of our management to cause best mreeto be applied to the combined company’s bssee

An inability to realize the full extent of the atipated benefits of the transaction, as well asdelglys encountered in the transition process,
could have an adverse effect upon the revenued, édéexpenses and operating results of the cordbinenpany, which may affect the value
our common stock after the closing of the transacti

The combined company will depend on its senior mamgg@ment team and other key employees, and the lofsaoy of these employees
could adversely affect the combined company’s buséss.

The success of the combined company after theactios will depend in part upon our ability to rietaenior management and other key
employees of both companies. Competition for gigalipbersonnel can be very intense. In additioniopsenanagement and key employees may
depart because of issues relating to the unceytamdifficulty associated with the integrationtbe companies or a desire not to remain with
the combined company. Accordingly, no assurancebeagiven that we will be able to retain senior aggment and key employees to the ¢
extent that they have been able to do so in the pas

Resales of shares of our common stock following theansaction and future issuances of equity or eqty-linked securities by us may
cause the market price of shares of our common stioto fall.

As of February 12, 2007, we had approximately 19liam shares of common stock outstanding, appr@tety 23 million shares authorized
for issuance upon conversion of preferred stockcamyertible notes, and approximately six millidrases authorized for issuance upon the
exercise of outstanding options or the vestingesfricted stock units. We expect to issue approtdipd 37 million shares of our common
stock in connection with the transaction. The isseaof these new shares and the sale of additshraaés that may become eligible for sale in
the public market from time to time upon the exszadf options (including options that will replaedsting Phelps Dodge options) could have
the effect of depressing the market price for shafeour common stock. Also, because many Phelgig®shareholders are also our
shareholders, some may decide to sell rather thlghthe additional shares of our common stock thigyreceive in the transaction. The sale
those shares could also have the effect of depigetise market price for shares of our common stock.

Subject to market conditions, we intend to consafgrortunities to reduce debt of the combined camshortly following the closing of the
transaction through issuances of equity and eduikged securities. The issuance of those securtbesd also have the effect of depressing the
market price for the shares of our common stock.

The trading price of shares of our common stock fédwing the transaction may be affected by factorsifferent from those affecting the
trading price of Phelps Dodge common shares and stes of our common stock prior to the transaction.

Following completion of the transaction, the resuit operations of the combined company, as watadrading price of our common stock,

may be affected by factors different from thoseently affecting Phelps Dodge’s results of operatiand the trading price of Phelps Dodge
common shares.
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In addition, the trading price of shares of our coon stock following the transaction may be affedigdactors different from those affecting
the trading price of shares of our common stocérgn the transaction. Following the transactioe,will have significantly greater
indebtedness and will derive a significantly snrgtleoportion of our revenues from gold. Currentrshalders may decide to sell their share
a result of those changes, which could have theckedff depressing the market price of shares otommon stock.

Item 1B. Unresolved Staff Comments .
Not applicable
Item 3. Legal Proceedings .

We are involved from time to time in various legabceedings of a character normally incident todtténary course of our business. We
believe that potential liability in such proceedingould not have a material adverse effect on inantial condition or results of operations.
We maintain liability insurance to cover some, baot all, potential liabilities normally incident the ordinary course of our business as well as
other insurance coverage customary in our businégdscoverage limits that we deem prudent.

As reported in January 2006, we are respondingdaests from governmental authorities in the Un8&des and Indonesia for information
about PT Freeport Indonesia, primarily relating@ Freeport Indonesia’s support of Indonesian siycmstitutions. As described elsewhere in
this Form 10-K under the heading “Security Mattevee provide support to assist security institutideployed and directed by the Governn
of Indonesia with infrastructure, logistics and tiadship elements of posting in Papua and outipescadhere to the joint U.S. State
Department-British Foreign Office Voluntary Prinldp on Security and Human Rights. We are cooperatith these requests.

The company has been named as a defendant in dme=efactions brought on behalf of a purportedsct# all of the shareholders of Phelps
Dodge Corporation. We have been named as a defeimdanisley v. Phelps Dodge Corp. et al., (No. CV2088422)filed in the Superior
Court of the state of Arizona, county of Maricopaall three class actions, the plaintiffs allegedrhes of fiduciary duties by the Phelps Dc
board of directors in connection with the mergansaction. The complaints allege, among other #hitigat the named defendants engaged in
self-dealing, obtained personal benefits for thdmesenot shared equally by Phelps Dodge sharetoltet failed to disclose all material
information concerning the transaction to Phelpsid@@shareholders. Knisley, the plaintiffs also allege that we aided and t&oksuch

alleged violations of fiduciary duties. The plaifgiseek, among other things, injunctive reliefriray consummation of the transaction and
directing that the defendants obtain a transadatibich is in the best interests of Phelps Dodgeediw@ders. We, as well as Phelps Dodge and
the other named defendants, believe the allegationgvithout merit and intend to vigorously deféhe actions.

Item 4. Submission of Matters to a Vote of Securitydolders .
Not applicable
Executive Officers of the Registrant.

Certain information as of February 12, 2007, almutexecutive officers, including their positionaffice with FCX, PT Freeport Indonesia
and Atlantic Copper, is set forth in the followitaple and accompanying text:

Name Age Position or Office

James R. Moffett 68 Chairman of the Board of FCX. President Commissiarfie
PT Freeport Indonesia.

Richard C. Adkerson 60 Director, President and Chief Executive OfficelafX.
Director and Executive Vice President of PT Freepor
Indonesia. Chairman of the Board of Directors of
Atlantic Copper.
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Name Age Position or Office

Michael J. Arnold 54 Chief Administrative Officer of FCX. Director,
Executive Vice President and Chief Financial Offioé
PT Freeport Indonesia.

Mark J. Johnson 47 Senior Vice President and Chief Operating OfficelF©X.

Armando Mahler 51 President Director and General Manager of
PT Freeport Indonesia.

Kathleen L. Quirk 43 Senior Vice President, Chief Financial Officer and
Treasurer of FCX. Commissioner of PT Freeport Irehia
Director of Atlantic Copper.

James R. Moffehas served as Chairman of the Board of FCX sin@2.19Ir. Moffett previously served as the Chief Extdge Officer of FCX
from July 1995 until December 2003. He is also im¥ Commissioner of PT Freeport Indonesia andcBaiman of the Board of McMoRan
Exploration Co. (McMoRan).

Richard C. Adkersohas served as FCX s President since April 1997eftxecutive Officer since December 2003, andraador since
October 2006. Mr. Adkerson previously served as FECRhief Financial Officer from October 2000 tod@mber 2003. Mr. Adkerson is also a
director and Executive Vice President of PT Freepwlonesia, Chairman of the Board of Directorg\téntic Copper, and C&hairman of th
Board of McMoRan. From November 1998 to Februa§L e also served as President and Chief ExecOffiger of McMoRan.

Michael J. Arnolchas served as th&€hief Administrative Officer of FCX since Decemi#f)03. He also served as a director and Executive
Vice President of PT Freeport Indonesia since M2§81

Mark J. Johnsolhas served as the Senior Vice President and Clpiefafing Officer of FCX since December 2003 anWiae President of PT
Freeport Indonesia since February 2002. He preljiagsved as Vice President of FCX from July 200 December 2003.

Armando Mahlehas served as President Director and General Mao&§d Freeport Indonesia since June 2006. Heigusly served as
Executive Vice President of PT Freeport IndonesienfSeptember 2004 to June 2006 and as Vice Presifl®T Freeport Indonesia from
February 2002 to September 2004.

Kathleen L. Quirkhas served as FCX’s Senior Vice President, Chigdiigial Officer and Treasurer since December 2808.previously
served as the Vice President and Treasurer of F@X February 2000 to December 2003, and as Vicgidtnet from February 1999 to
February 2000. Ms. Quirk has also served as a Cesiomer of PT Freeport Indonesia since April 2@G30the Senior Vice President and
Treasurer of McMoRan since April 2002 and as VicesRlent and Treasurer of McMoRan from January 260%pril 2002.

PART II

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

None.

Class B Common Shares

Our Class B common shares trade on the New YorgkItaxchange (NYSE) under the symbol “FCXle FCX share price is reported daily

the financial press under “FMCG” in most listingd\)Y SE securities. At year-end 2006, the numbenaflers of record of our Class B
common shares was 8,105. NYSE composite tape Blassnmon share price ranges during 2006 and 20@mfo
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2006 2005
High Low High Low
First Quarter $ 65.0( $ 47.11 $ 43.9( $ 35.1:
Second Quarter 72.2( 43.1( 40.31 31.5Z
Third Quarter 62.2¢ 47.5¢ 49.4¢ 37.1%
Fourth Quarter 63.7( 47.6( 56.3¢ 43.41

As of February 12, 2007, there were approximateB holders of record of our Class B common stock.
Common Share Dividends

In February 2003, the Board of Directors initiatedash dividend for FCX’common stock of $0.09 per share quarterly beggniay 1, 2003

In October 2003, the Board authorized an increaslea cash dividend to an annual rate of $0.8Gpare and increased the dividend again in
October 2004 to an annual rate of $1.00 per slhai@ecember 2004, the Board authorized a suppleasheammon stock dividend of $0.25 per
share, and during 2005, the Board authorized tsupplemental dividends of $0.50 per share. In Nde2005, the Board authorized an
increase in our annual common stock dividend t@%per share (from $1.00 per share) payable qba(®9.3125 per share). In 2006, the
Board authorized four supplemental dividends totp#3.50 per share.

Below is a summary of the common stock cash divddedeclared and paid during 2006 and 2005:

2006 2005

Amount Amount

Per Share Record Date Payment Date  Per Share Record Date Payment Date
First Quarter $0.312! Jan. 17, 20C Feb. 1, 200 $0.2¢ Jan. 14, 20C Feb. 1, 200
Supplemental dividend 0.5C Mar. 15, 200 Mar. 31, 200 0.5C Mar. 15, 200 Mar. 31, 200
Second Quarter 0.312¢ Apr. 17, 2001 May 1, 200! 0.2t Apr. 15, 200! May 1, 200!
Supplemental dividend 0.7t June 15, 20C June 30, 20C N/A N/A N/A
Third Quarter 0.312¢ July 17, 200 Aug. 1, 2001 0.2t July 15, 200 Aug. 1, 200!
Supplemental dividend 0.7t Sept. 14, 20C Sept. 29, 20C 0.5C Sept. 15, 20C Sept. 30, 20C
Fourth Quarter 0.312¢ Oct. 16, 200 Nov. 1, 200! 0.2t Oct. 14, 200 Nov. 1, 200!
Supplemental dividend 1.5C Dec. 14, 200 Dec. 29, 200 0.5C Dec. 15, 200 Dec. 30, 200

The declaration and payment of dividends is atlikeretion of our Board and will depend on our figi@l results, cash requirements, future
prospects, the outcome of our proposed acquisitid?helps Dodge and other factors deemed relewatitedoBoard. In addition, payment of
dividends on our common stock and purchases of comstock are subject to limitations under ouy:¥® Senior Notes and/8% Senior Notes
and, in certain circumstances, our credit facility.

Issuer Purchases of Equity Securities

In October 2003, our Board of Directors approverta open market share purchase program for up toit#@n shares, which replaced our
previous program. The program does not have armaiqn date. No shares were purchased during tee-tmonth period ended December 31,
2006, and 12.2 million shares remain availablepfochase.

Item 6. Selected Financial Data .

The information set forth under the caption “SedeldEinancial and Operating Data” of our 2006 AnrRR@port is incorporated herein by
reference.

Our ratio of earnings to fixed charges was as ¥adléor the years presented.

Years Ended December 31,
2006 2005 2004 2003 2002
Ratio of earnings to fixed charges 32.8x 15.7x 4.7x 3.9x 3.4x
Ratio of earnings to fixed charges
and preferred stock dividends 14.2x 8.1x 2.8x 3.0x 2.5x
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For the ratio of earnings to fixed charges caldéoigtearnings consist of pre-tax income from cauitig operations before minority interests in
consolidated subsidiaries, income or loss fromtgdovestees and fixed charges. Fixed chargesdecinterest and that portion of rent deemed
representative of interest. For the ratio of eaysito fixed charges and preferred stock dividerdisutation, we assumed that our preferred
stock dividend requirements were equal to thetaxesarnings that would be required to cover thtigielend requirements. We computed th
pre-tax earnings using actual tax rates for eaal.ye

ltems 7. and 7A. Management’s Discussion and Analigsof Financial Condition and Results of Operatiorand Quantitative and
Qualitative Disclosures About Market Risk.

The information set fourth under the caption “Mas@mgnt’s Discussion and Analysis” of our 2006 AnrRaport is incorporated herein by
reference.

Item 8. Financial Statements and Supplementary Data

Our financial statements and the notes theretagpert thereon of Ernst & Young LLP, each as sghfin our 2006 Annual Report, are in
corporated herein by reference.

Item 9. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure .

Not applicable

Item 9A. Controls and Procedures.

€)) Evaluation of disclosure controls and proceduOur chief executive officer and chief financidficer, with the participation of
management, have evaluated the effectiveness dflmatosure controls and procedures” (as defimeRules 13a-14(c) and 15d-14(c) under
the Securities Exchange Act of 1934) as of theddrttle period covered by this annual report on FbéK. Based on their evaluation, they

have concluded that our disclosure controls andgutores are effective in timely alerting them taenal information relating to FCX
(including our consolidated subsidiaries) requietie disclosed in our periodic SEC filings.

(b) Changes in internal control§here has been no change in our internal coatret financial reporting that occurred during the
fourth quarter that has materially affected, ae@sonably likely to materially affect our intermaintrol over financial reporting.

(c) Management 's annual report on internal adrdver financial reporting and the report therebiErnst & Young LLP are
incorporated herein by reference to our 2006 AnfRegort.

Item 9B. Other Information.

Not applicable

PART Il

Item 10. Directors, Executive Officers and Corpora¢ Governance of the Registrant .

The information set forth under the captions “Imfiation About Director Nominees” and “Section 18&neficial Ownership Reporting
Compliance” of our definitive Proxy Statement toftbed with the SEC, relating to our 2007 Annual &fieg, is incorporated herein by
reference. The information required by Item 10 rdigey our executive officers appears in a separaiaptioned heading after Iltem 4 in Part |
of this report.

Item 11. Executive Compensation .

The information set forth under the captions “DicecCompensation” and “Executive Officer Comperwmatiof our definitive Proxy Statement
to be filed with the SEC, relating to our 2007 AahNleeting, is incorporated herein by reference.
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Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter.

The information set forth under the captions “St@uknership of Directors and Executive Officers” &®iock Ownership of Certain Benefic
Owners” of our definitive Proxy Statement to bedilwith the SEC, relating to our 2007 Annual Megtiis incorporated herein by reference.

Item 13. Certain Relationships and Related Transa@ins, and Director Independence .

The information set forth under the caption “Cert@ransactions” of our definitive Proxy Statemenbe filed with the SEC, relating to our
2007 Annual Meeting, is incorporated herein by netfiee.

Item 14. Principal Accounting Fees and Services.

The information set forth under the caption “Indegent Auditors” of our definitive Proxy Statemeattte filed with the SEC, relating to our
2007 Annual Meeting, is incorporated herein by netfiee.

PART IV
Item 15. Exhibits, Financial Statement Schedules.

@)(). Financial Statements.

Reference is made to Item 8 and the Index to FiahBtatements appearing on page F-1 hereof.

@)(2). Financial Statement Schedules.

Reference is made to the Index to Financial Stat¢sregopearing on page F-1 hereof.
@)(3). Exhibits.

Reference is made to the Exhibit Index beginningpage E-1 hereof.
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SIGNATURES

Pursuant to the requirements of Section 13 of #rrufities Exchange Act of 1934, the registrantchadg caused this report to be signed on its
behalf by the undersigned, thereunto duly authdrize February 28, 2007.

Freeport-McMoRan Copper & Gold Inc.

By: /s/ Richard C. Adkerson
Richard C.k&dson
President, Chief Executive Officer
and Director

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed &ydtowing persons on behalf of the
registrant in the capacities indicated on Febr2ay2007.

*

Chairman of the Board

James R. Moffett

*

Vice Chairman of the Board

B. M. Rankin, Jr.
/s/ Richard C. Adkerson President, Chief Executive Officer and Director
Richard C. Adkerson (Principal Executive Officer)
/s/ Kathleen L. Quirk Senior Vice President, Chief Financial Officer and
Kathleen L. Quirk Treasurer
(Principal Financial Officer)
* Vice President and Controller - Financial Reporting
C. Donald Whitmire, Jr. (Principal Accounting Officer)
* Director
Robert J. Allison, Jr.
* Director
Robert A. Day
* Director
Gerald J. Ford
* Director
H. Devon Graham, Jr.
* Director

J. Bennett Johnston
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*

Bobby Lee Lackey

*

Gabirielle K. McDonald

*

J. Stapleton Roy

*

Stephen H. Siegele

*

J. Taylor Wharton

By: /sl Richard C. Adkerson

Richard C. Adkerson
Attorney-in-Fact

Director

Director

Director

Director

Director
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FREEPORT-McMoRan COPPER & GOLD INC.
INDEX TO FINANCIAL STATEMENTS

Our financial statements and the notes theretottedeport of Ernst & Young LLP included in our@®Annual Report are incorporated he
by reference. The financial statements in schedliigeed below should be read in conjunction witlr financial statements included in our 2
Annual Report incorporated herein by reference.

Page
Report of Independent Registered Public AccourfEimm F-1
Schedule I-Condensed Financial Information of Regd F-2
Schedule Il-Valuation and Qualifying Accounts F-5

Schedules other than the ones listed above havedreited since they are either not required, pplieable or the required information is
included in the financial statements or notes tioere

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTIN®RERM

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF
FREEPORT-McMoRan COPPER & GOLD INC.

We have audited the consolidated financial statésnefiFreeport-McMoRan Copper & Gold Inc. (the Ca@my) as of December 31, 2006 and
2005 and for each of the three years in the pestatbd December 31, 2006, and have issued our tigogon dated February 26, 2007. Our
audits also included the schedules listed in tdexrabove for this Form 10-K. The schedules ligtethe index above are the responsibility of
the Company 's management. Our responsibility xjaress an opinion based on our audits.

In our opinion, the schedules referred to aboveewdonsidered in relation to the basic consolidéitethcial statements taken as a whole,
present fairly in all material respects the infotima set forth therein.

Ernst & Young LLP

New Orleans, Louisian
February 26, 2007
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FREEPORT-McMoRan COPPER & GOLD INC.
SCHEDULE | - CONDENSED FINANCIAL INFORMATION OF REIGTRANT
BALANCE SHEETS

December 31,

2006 2005

Assets: (In Thousands)

Cash $ 390,27: $ 145,21!
Interest receivable 39 1,34¢
Due from affiliates 76,86 37,09¢
Notes receivable from PT Freeport Indone - 179,88(
Note receivable from Atlantic Copp 189,50( 189,50(
Note receivable from PT Puncakjaya Po 105,24: 135,42¢
Investments in PT Freeport Indonesia and PT Indoeomvestama 2,219,08. 2,355,27.
Investment in Atlantic Copper 185,53¢ 122,90¢
Investment in PT Puncakjaya Power 85,72t 82,531
Other assets 119,14. 94,62:
Total assets $ 3,371,40. $ 3,343,80.
Liabilities and Stockholders’ Equity:

Accounts payable and accrued liabilities $ 40,95¢ $ 40,69:
Accrued interest payable 21,23¢ 31,11¢
Long-term debt, including current portion 625,15¢ 1,188,39:
Other long-term liabilities 56,62¢ 51,59¢
Deferred income taxes 182,32: 189,01¢
Stockholders' equity 2,445,10. 1,842,99.
Total liabilities and stockholders’ equity $ 3,371,40. $ 3,343,80.

The footnotes to the consolidated financial statemef FCX contained in FCX 's 2006 Annual Reporstockholders incorporated by
reference are an integral part of these statements.
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FREEPORT-McMoRan COPPER & GOLD INC.
SCHEDULE | - CONDENSED FINANCIAL INFORMATION OF REISTRANT
STATEMENTS OF INCOME

Years Ended December 31,

2006 2005 2004
(In Thousands)
Income from investments in PT Freeport Indonesth an
PT Indocopper Investama, net of tax provisions $ 1,560,761 $ 1,270,26! $ 380,41¢
Net income (loss) from investment in Atlantic Cop 71,89¢ 17,84 (103,389
Income from investment in PT Puncakjaya Power 14,09: 15,64 15,71:
Intercompany charges and eliminati® 113,52: 8,36¢ 88,67¢
General and administrative expenses (25,909 (29,43) (18,059
Depreciation and amortization (12,70¢) (14,699 (11,329
Interest expense, net (52,08¢) (115,64.) (125,679
Interest income on notes receivable:
Promissory notes 23,18( 17,57( 5,24¢
Gold and silver production payment loans 1,3160 9,054 9,037
Other income, net 9,28t 5,392 2,891
Gains on sales of assets 94t 6,631 21,28
Losses on early extinguishment and conversion bf de (31,139 (30,779 (10,17¢)
Provision for income taxes (216,657 (175,099 (52,38))
Net income 1,456,50! 995,12 202,26’
Preferred dividends (60,500 (60,500 (45,49))
$ 1,396,00! $ 934,62° $ 156,77t

Net income applicable to common stc

a. Includes reimbursements from PT Freeport IndorasibRio Tinto, FCX 's joint venture partner, totai$94.8 million in 2006, $73.7

million in 2005 and $94.3 million in 2004 for certdFCX stock option exercises.

b. Amount reflects the repayment of the gold producpayment loan on February 1, 2006, and the fiegdiyment on the silver production

payment loan on August 1, 2006.

The footnotes to the consolidated financial statemef FCX contained in FCX 's 2006 Annual Reporstockholders incorporated by

reference are an integral part of these statements.

F-3




TABLE OF CONTENTS

FREEPORT-McMoRan COPPER & GOLD INC.
SCHEDULE | - CONDENSED FINANCIAL INFORMATION OF REISTRANT
STATEMENTS OF CASH FLOWS

Years Ended December 31,
2006 2005 2004
(In Thousands)

Cash flow from operating activities:

Net income $ 1,456,50' $ 995,12° $ 202,26’
Adjustments to reconcile net income to net cashigesl by operating

activities:
Income from investments in PT Freeport Indonesth an

PT Indocopper Investama (1,560,76) (1,270,26) (380,419
Deferred income taxes 17,44¢ 20,85z 37,27:
Net (income) loss from investment in Atlantic Coppe (71,899 (17,842 103,38t
Income from investment in PT Puncakjaya Power (14,09 (15,647) (15,71
(Recognition) elimination of intercompany profit (18,709 65,33¢ 5,59/
Dividends received from PT Freeport Indonesia and

PT Indocopper Investama 1,542,30: 1,179,20: 96,98:
Dividends received from PT Puncakjaya Power 10,97 16,92¢ 8,571
Depreciation and amortization 12,70¢ 14,69: 11,32«
Noncash stock-based compensation 4,78( 5,36¢ 4,15¢
Amortization of deferred financing costs 2,62¢ 4,52¢ 4,81¢
Gains on sales of assets (94%) (6,637) (21,28))
Losses on early extinguishment and conversion bf de 31,13¢ 30,77¢ 10,17¢
(Increase) decrease in interest receivable andrdoeaffiliates (4,159 (1,379 9,43¢
Decrease in accounts payable and accrued liabilitie (6,822 (10,109 (1,577
(Decrease) increase in accrued income taxes (20,859 16,97: 2,467
Increase in long-term compensation benefits 10,33¢ 9,21 9,01t
Other (55%) (2,267) 2,007

Net cash provided by operating activities 1,400,01! 1,034,86. 88,49¢

Cash flow from investing activities:

Sale of assets 3,03t 6,631 21,63¢

Capital expenditures and other (21,589 (9,090 (3,44¢)

Collections on notes receivable 210,06 12,501 42,50:

Phelps Dodge acquisition costs (4,576 - -

Sale of restricted investments - - 21,80¢

Investment in Atlantic Copper - - (202,000
Net cash provided by (used in) investing activities 186,94: 10,04: (119,50)

Cash flow from financing activities:
Cash dividends paid:

Common stock (915,779 (452,510 (198,787

Convertible perpetual preferred stock (60,500 (60,500 (35,460

Step-up convertible preferred stock - Q) (20
Net proceeds from sale of senior notes - - 344,35¢
Net proceeds from sale of convertible perpetudiepred stock - - 1,067,001
Proceeds from other debt 39,88} - -
Repayment of debt (317,629 (409,419 (272,800)
Redemption of step-up convertible preferred stock - (215) (1,172)
Purchase of FCX common shares from Rio Tinto - - (881,86¢)
Purchases of other FCX common shares (99,789 (80,22)) (99,47

Net proceeds from exercised stock options 15,28( 5,081 3,19¢



Other (3,389 (22) (1,547

Net cash used in financing activities (1,341,909 (997,81)) (76,56¢)
Net increase (decrease) in cash and cash equis 245,05¢ 47,09( (107,579
Cash at beginning of year 145,21! 98,12¢ 205,70«
Cash at end of year $ 390,27. % 145,21 $ 98,12¢
Interest paid $ 59,33¢ $ 126,94 $ 124,90:
Taxes paid $ 181,32: $ 117,04: $ 12,68:

The footnotes to the consolidated financial stategmef FCX contained in FCX ’'s 2006 Annual Reporstockholders incorporated by
reference are an integral part of these statements.
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FREEPORT-McMoRan COPPER & GOLD INC.
SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

Col. A Col B Col.C Col.D Col.E
Additions
Balance at Charged to Other Balance at
Beginning of Charged to Other Add End of
Period Costs and Expen  Accounts (Deduct) Period

Reserves and allowances deducted
from asset accounts:

2006
Materials and supplies allowances:
PT Freeport Indonesia $ 16,57¢ $ 6,00C $ = $ (6,212 $ 16,36¢
2005
Materials and supplies allowances:
PT Freeport Indonesia 16,99« 6,00( - (6,416 2 16,57¢
Atlantic Copper 13¢ - - (13¢) 2 -
2004
Materials and supplies allowances:
PT Freeport Indonesia 16,11( 3,52t - (2,641 2 16,99/
Atlantic Copper 1,49¢ 1,391 - (2,750 @ 13¢

Reclamation and mine
shutdown reserves:

2006
PT Freeport Indonesia 26,46: 3,13¢ 426b - 30,02¢
Atlantic Copper 158 44 - 20 217
2005
PT Freeport Indonesia 22,01( 2,70¢ 1,744 - 26,46:
Atlantic Copper 83¢ 112 - (79¢) © 152
2004
PT Freeport Indonesia 25,69¢ 2,84¢ - (6,539 ¢ 22,01(
Atlantic Copper 79C 212 - (164 83¢

Reserves for non-income taxes:

2006
PT Freeport Indonesia 18,15¢ 6,66¢ - (3,539 d 21,28¢
Atlantic Copper 94¢ - - 11C 1,05¢
2005
PT Freeport Indonesia 17,81¢ 4,50( - (4,161 d 18,15«
Atlantic Copper 1,09t - - (14¢€) 94¢
2004
PT Freeport Indonesia 17,97¢ 3,85¢ - (4,01¢) d 17,81t
Atlantic Copper 1,022 - - 73 1,09t

a. Primarily represents write-offs of obsolete matisrand supplies inventories.

b. Represents additional liabilities incurred.

c. Represents impact of changes in reclamation arsidcestimates.

d. Represents amounts paid or adjustments to reskages! on revised estimates.
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4.5
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4.7

4.8

4.9

Freeport-McMoRan Copper & Gold Inc.
EXHIBIT INDEX

Degtion

Amended and Restated Certificate of IncorporatioRreeport-McMoRan Copper & Gold Inc. (FCX). Incorpted by reference to
Exhibit 3.1 to the Quarterly Report on Form 10-@@fX for the quarter ended March 31, 2002 (the RRDR2 First Quarter Form

10-Q).

Certificate of Amendment to Amended and Restatetificate of Incorporation of FCX. Incorporated tsference to Exhibit 3.1
the Quarterly Report on Form 10-Q of FCX for thexder ended March 31, 2003 (the FCX 2003 First @u&orm 10-Q).

Amended and Restated By-Laws of FCX as amendesk;tefé January 31, 2006. Incorporated by referémé&exhibit 3.3 to the
Current Report on Form 8-K of FCX dated January?BD6.

Certificate of Designations of 5%2% Convertible Réugal Preferred Stock of FCX. Incorporated by refiee to Exhibit 4.1 to the
Current Report on Form 8-K of FCX dated March 3@)4£2and filed March 31, 2004.

Amended and Restated Credit Agreement dated agy?3, 2006, by and among FCX, PT Freeport Indisne®Morgan Chase
Bank, N.A. as Administrative Agent, Issuing Bankgc8rity Agent, JAA Security Agent and Syndicatiogeht, Citibank, N.A.,
Merrill Lynch, Pierce, Fenner & Smith Incorporataod The Bank of Nova Scotia, as Co-Documentatioendg U.S. Bank
National Association, as Fl Trustee, J.P. Morgacu8iges Inc., as Sole Lead Arranger and Sole Baoker, and the sever
financial institutions that are parties theret@drporated by reference to Exhibit 10.1 to the @urReport on Form 8-K of FCX
dated July 25, 2006 and filed July 26, 2006.

Senior Indenture dated as of November 15, 1996 ff€X to The Chase Manhattan Bank, as Trusteerpocated by reference
Exhibit 4.4 to the Registration Statement on For® & FCX filed November 5, 2001 (the FCX Novembef001 Form S-3).

First Supplemental Indenture dated as of NovemBgeL 296, from FCX to The Chase Manhattan Bank,rast&e, providing for
the issuance of the Senior Notes and supplemetiten§enior Indenture dated November 15, 1996, QX to such Trustee,
providing for the issuance of the 7.50% Senior Natee 2006 and the 7.20% Senior Notes due 2026rdarated by reference to
Exhibit 4.5 to the FCX November 5, 2001 Form S-3.

Indenture dated as of January 29, 2003, from FCFh®Bank of New York, as Trustee, with respedh®104% Senior Notes
due 2010. Incorporated by reference to Exhibittd.the Current Report on Form 8-K of FCX dated kaby 6, 2003.

Indenture dated as of February 11, 2003, from F&Xhe Bank of New York, as Trustee, with respe¢hto7% Convertible
Senior Notes due 2011. Incorporated by referen&xkibit 4.1 to the Current Report on Form 8-K @>xdated February 11,
2003 and filed February 25, 2003.

Indenture dated as of February 3, 2004, from FCXHhe Bank of New York, as Trustee, with respedh®64% Senior Notes due
2014. Incorporated by reference to Exhibit 4.1thevAnnual Report on Form 10-K of FCX for the fisgaar ended December 31,
2003 (the FCX 2003 Form 10-K).

Rights Agreement dated as of May 3, 2000, betwe&&x &d ChaseMellon Shareholder Services, L.L.CRights Agent.
Incorporated by reference to Exhibit 4.26 to the@erly Report on Form 10-Q of FCX for the quagaded March 31, 2000.

Amendment No. 1 to Rights Agreement dated as oflReh 26, 2002, between FCX and Mellon InvestoniBes. Incorporated k
reference to Exhibit 4.16 to the FCX 2002 First @eraForm 10-Q.
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Freeport-McMoRan Copper & Gold Inc.
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Contract of Work dated December 30, 1991, betwkertSovernment of the Republic of Indonesia and REfort Indonesia.
Incorporated by reference to Exhibit 10.1 to theXA@vember 5, 2001 Form S-3.

Contract of Work dated August 15, 1994, betweer@beernment of the Republic of Indonesia and Pd E@stern Minerals
Corporation. Incorporated by reference to Exhibi2lto the FCX November 5, 2001 Form S-3.

Participation Agreement dated as of October 1161B88tween PT Freeport Indonesia and P.T. RRA Indonesia with respect
a certain contract of work. Incorporated by refegeto Exhibit 10.4 to the FCX November 5, 2001 F&+8.

Agreement dated as of October 11, 1996, to Amedd=astate Trust Agreement among PT Freeport Inimne&X, the RTZ
Corporation PLC, P.T. RTZ-CRA Indonesia, RTZ Indsiae Finance Limited and First Trust of New Yorlgtinal Association,
and The Chase Manhattan Bank, as AdministrativenAgAA Security Agent and Security Agent. Incoigted by reference to
Exhibit 10.3 to the Current Report on Form 8-K @f¥dated November 13, 1996 and filed November 9561

Concentrate Purchase and Sales Agreement datetivdfBecember 11, 1996, between PT Freeport Indarsnd PT Smelting.
Incorporated by reference to Exhibit 10.3 to thexA@vember 5, 2001 Form S-3.

Second Amended and Restated Joint Venture and&idees’ Agreement dated as of December 11, 19896ng Mitsubishi
Materials Corporation, Nippon Mining and Metals Guany, Limited and PT Freeport Indonesia. Incorpatdty reference to
Exhibit 10.5 to the FCX November 5, 2001 Form S-3.

Settlement Agreement dated December 17, 2004, betWederwriters Subscribing to Certain PoliciesrnReiing the Original
Policy, Freeport-McMoRan Insurance Company Limitell, Services Company (FMS) and FCX. Incorporatedefgrence to
Exhibit 10.7 to the Annual Report on Form 10-K @X for the fiscal year ended December 31, 2004 X 2004 Form 10-K).
Executive Compensation Plans and Arrangements iEgHi0.8 through 10.58)

Annual Incentive Plan of FCX as amended effectigbrbary 2, 1999. Incorporated by reference to Bkhil11 to the Annual
Report on Form 10-K of FCX for the fiscal year edd®cember 31, 1998 (the FCX 1998 Form 10-K).

FCX Performance Incentive Awards Program as ameatfedtive February 2, 1999. Incorporated by refeesto Exhibit 10.13 to
the FCX 1998 Form 10-K.

FCX President 's Award Program. Incorporated bgmefice to Exhibit 10.7 to the FCX November 5, 260im S-3.

FCX 1995 Stock Option Plan, as amended and restaeaiporated by reference to Exhibit 10.3 to €herent Report on Form 8-
K of FCX dated May 2, 2006 (the FCX May 2, 2006 R@-K).

FCX Amended and Restated 1999 Stock Incentive Ramended and restated. Incorporated by refeteriexhibit 10.2 to the
FCX May 2, 2006 Form 8-K.

Form of Notice of Grant of Nonqualified Stock Optounder the 1999 Stock Incentive Plan. Incorpdrbtereference to Exhibit
10.14 to the FCX 2005 Second Quarter Form 10-Q.
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Exhibit 10.16 to the FCX 2005 Second Quarter FoorQL
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FCX Stock Appreciation Rights Plan dated May 2,@206@corporated by reference to Exhibit 10.20 ® @Quarterly Report on
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FCX 2003 Stock Incentive Plan, as amended andteeistencorporated by reference to Exhibit 10.1h® ECX May 2, 2006 Form
8-K.
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10.20 to the FCX 2005 Second Quarter Form 10-Q.

Form of Restricted Stock Unit Agreement under t8@3Stock Incentive Plan. Incorporated by referandexhibit 10.21 to the
FCX 2005 Second Quarter Form 10-Q.
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Director Compensation Plan. Incorporated by refeeeo Exhibit 10.4 to the FCX May 2, 2006 Form 8-K.

FCX 2006 Stock Incentive Plan. Incorporated bynesiee to Exhibit 10.6 to the FCX May 2, 2006 Fori{.8

Form of Notice of Grant of Nonqualified Stock Optounder the 2006 Stock Incentive Plan. Incorpdrbtereference to Exhibit
10.7 to the FCX May 2, 2006 Form 8-K.

Form of Restricted Stock Unit Agreement under tB8&Stock Incentive Plan. Incorporated by referandexhibit 10.8 to the
FCX May 2, 2006 Form 8-K.

Form of Performance-Based Restricted Stock Unite&grent under the 2006 Stock Incentive Plan. Incatpd by reference to
Exhibit 10.9 to the FCX May 2, 2006 Form 8-K.

FCX Director Compensation. Incorporated by refeeetacExhibit 10.25 to the FCX 2004 Form 10-K.

FCX Supplemental Executive Retirement Plan datdmiugey 26, 2004. Incorporated by reference to BEkAib.26 to the FCX
2004 Form 10-K.
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Consulting Agreement dated as of December 22, 1888 Kissinger Associates, Inc. (Kissinger Assoe&). Incorporated by
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Form 10-K).
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(the FCX 2001 Form 10-K).

Supplemental Consulting Agreement with Kissinges@@ates and Kent Associates, effective as of Isriy&2007. Incorporated
by reference to Exhibit 10.38 to the Quarterly Répa Form 10-Q of FCX for the quarter ended Sebem30, 2006 (the FCX
2006 Third Quarter Form 10-Q).

Agreement for Consulting Services between FTX antIBRankin, Jr. effective as of January 1, 1993igned to FMS as of
January 1, 1996). Incorporated by reference toltixhD.24 to the FCX 1997 Form 10-K.

Supplemental Agreement between FMS and B. M. Radkirdated December 15, 1997. Incorporated byenée to Exhibit 10.2
to the FCX 1997 Form 10-K.

Supplemental Letter Agreement between FMS and BRa&fkin, Jr., effective as of January 1, 2007.

Letter Agreement effective as of January 7, 19@fwben Senator J. Bennett Johnston, Jr. and FM8tdarated by reference to
Exhibit 10.31 to the FCX 2001 Form 10-K.
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Exhibit 10.28 to the Quarterly Report on Form 1@f@-CX for the quarter ended June 30, 2003.

Supplemental Letter Agreement between FMS and dn&eJohnston, Jr., dated January 18, 2005. Incatgd by reference to
Exhibit 10.40 to the FCX 2004 Form 10-K.

Supplemental Consulting Agreement between FMS aBeédnett Johnston, Jr., effective as of Janua@pQ7. Incorporated by
reference to Exhibit 10.45 to the FCX 2006 Thirca@er Form 10-Q.

Letter Agreement dated November 1, 1999, betweeB BN Gabrielle K. McDonald. Incorporated by refieesto Exhibit 10.33
to the FCX 1999 Form 10-K.
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Consent of Ernst & Young LLP.

Consent of Independent Mining Consultants, Inc.

Certified resolution of the Board of Directors dEX authorizing this report to be signed on beh&Hmy officer or director
pursuant to a Power of Attorney.
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Exhibit 10.41
November 14, 200

B. M. Rankin, Jr.

300 Crescent Court, Suite 875
Dallas, Texas 75201

Dear Mr. Rankin:

The purpose of this letter is to confirm the auttimaenewal of your Consulting Agreement dated dayul, 1991, as amended (
“Agreement”).

Your contract will automatically renew for an adaiital oneyear period beginning January 1, 2007, and endieceBber 31, 2007. All ott
terms and conditions of the Agreement shall rerttansame.

Please confirm that the foregoing correctly setthfgour understanding with respect to this malteisigning both originals of this letter ¢
returning one to me.

Very truly yours,

/s/ Richard C. Adkerson
Richard C. Adkerson
Chairman of the Board

President
FM Services Company

AGREED TO AND ACCEPTED

BY: _/s/B. M. Rankin, Jr. November 15, 2006
B. M. Rankin, Jr. Date




FREEPORT-McMoRan COPPER & GOLD INC.

Computation of Ratio of Earnings
to Fixed Charges:

Years Ended December 31,

Exhibit 12.]

2006 2005 2004 2003 2002
(In Thousands)

Income from continuing operations $ 1,456,50' $ 995,12° $ 202,26 $ 181,66( $ 164,65:
Add:

Provision for income taxes 1,201,17! 915,06¢ 330,68 338,05: 245,51¢

Cumulative effect of accounting

changes, net - - - 15,59 3,04¢

Equity in PT Smelting (earnings) losses (6,490 (9,3072) (2,04%) (5,609 4,181

Minority interests’ share of net income 168,18 126,74 41,43] 48,46¢ 36,44
Interest expense, net 75,58 131,63¢ 148,10 197,01 171,20¢
Rental expense factor 1,80( 1,691 1,34: 1,027 -
Earnings available for fixed charges $ 2,896,76: $ 2,160,97. $ 721,78 $ 776,210 $ 625,05:
Interest expense, net $ 75,587 $ 131,63¢ $ 148,100 $ 197,01° $ 171,20¢
Capitalized interest 10,82« 4,132 2,86( 2,99/ 12,24t
Rental expense factor (a) 1,80( 1,69i 1,34: 1,021 =
Fixed charges $ 88,21. $ 137,46¢ $ 152,30t $ 201,03t $ 183,45¢
Ratio of earnings to fixed charges (b) 32.8> 15.7x 4.7x 3.9% 3.4%
Computation of Ratio of Earnings to Fixed Charges a
Preferred Dividends:

Years Ended December 31,
2006 2005 2004 2003 2002
(In Thousands)

Income from continuing operations $ 1,456,50' $ 995,12 $ 202,26° $ 181,66( $ 164,65¢
Add:

Provision for income taxes 1,201,17! 915,06¢ 330,68 338,05: 245,51¢

Cumulative effect of accounting

changes, net - - - 15,59 3,04¢

Equity in PT Smelting (earnings) losses (6,490 (9,3072) (2,04%) (5,609 4,181

Minority interests’ share of net income 168,18 126,74 41,43] 48,46¢ 36,44
Interest expense, net 75,58 131,63¢ 148,10 197,01 171,20¢
Rental expense factor 1,80( 1,691 1,34: 1,027 -
Earnings available for fixed Charges $ 2,896,761 $ 2,160,91 $ 721,78‘ $ 776,21( $ 625,05:
Interest expense, net $ 75,587 $ 131,63¢ $ 148,100 $ 197,01° $ 171,20¢
Capitalized interest 10,82« 4,132 2,86( 2,99/ 12,24t
Rental expense factor (a) 1,80( 1,697 1,342 1,027 -
Preferred dividends 116,12 128,17. 103,10¢ 60,04: 69,17¢
Ratio of earnings to fixed charges (c) 14.2» 8.1x 2.8 3.0x 2.5%

(a) Portion of rent deemed representative of an intéagsor.
(b) For purposes of this calculation, earnings comfigicome from continuing operations before incdapees, minority interests and



fixed charges. Fixed charges include interest hatgortion of rent deemed representative of istere
(c) For purposes of this calculation, we assume thapmeferred stock dividend requirements were etjuttie pre-tax earnings that
would be required to cover those dividend requinetsie



FREEPORT-McMoRan COPPER & GOLD INC.
SELECTED FINANCIAL AND OPERATING DATA

Years Ended December 31, 2006 2005 2004 2003 2002
(Financial Data in Dollars, Except Average Shaaes] in Thousands, Except Per Share

FCX CONSOLIDATED FINANCIAL DATA Amounts)
Revenues $ 5790500 $ 4,179,111 $ 2,371,860 $ 2,212,160 $  1,910,46:
Operating income 2,868,742 2,177,28 703,576 823,30t 640,13
Net income before cumulative effect

changes in accounting principles 1,396,00@. 934,627 156,77(.€ 169,81 130,09¢
Cumulative effect of changes in accounting

principles, net - - - (15,599 9 (3,049 h
Net income applicable to common stc 1,396,00@:¢ 934,62 156,77t.€ 154,214 127,05(
Basic net income per common share 7.32 5.1¢ 0.8¢ 0.9¢ 0.8¢
Diluted net income per common share 6.6%a.C 4.67 0.8tb.e 0.97.9 0.87
Dividends paid per common share 4.7t 2.5C 1.1 0.2 -
Basic average shares outstanding 190,73( 180,27( 182,27 155,80! 144,64¢
Diluted average shares outstanding 221,49¢ 220,47( 184,92: 159,10: 146,41¢

At December 31:

Cash, restricted cash and investments 907,46« 763,59¢ 551,95( 498,61¢ 115,78:
Property, plant, equipment and

development costs, net 3,098,50: 3,088,93. 3,199,29. 3,261,69 3,320,56.
Total assets 5,389,802 5,550,20@ 5,086,99! 4,718,36! 4,192,19:
Long-term debt, including current portion

and short-term borrowings 680,11! 1,255,94: 1,951,901 2,228,339 2,038,391
Redeemable preferred stock - - - - 9 450,00:
Stockholders’ equity 2,445,102 1,842,99. 1,163,64! 775,98 266,82t

PT FREEPORT INDONESIA OPERATING DATA, Net of Rio Ti nto’s Interest
Copper (recoverable)

Production (000s of pounds) 1,201,201 1,455,901 996,50( 1,291,601 1,524,201
Production (metric tons) 544.,90( 660,40( 452,00( 585,90( 691,40(
Sales (000s of pounds) 1,201,401 1,456,501 991,60( 1,295,601 1,522,301
Sales (metric tons) 544,90( 660,70( 449,80( 587,70( 690,50(
Average realized price per pound $3.1: $1.8¢ $1.3% $0.8: $0.71
Gold (recoverable ounces)
Production 1,731,801 2,789,401 1,456,20! 2,463,301 2,296,801
Sales 1,736,001 2,790,20! 1,443,001 2,469,80! 2,293,20!
Average realized price per ounce $566.5 $456.2° $412.3: $366.60 $311.9°
Silver (recoverable ounces)
Production 3,797,90i 4,742,401 3,270,701 4,112,701 4,121,101
Sales 3,806,201 4,734,601 3,257,801 4,126,701 4,116,101
Average realized price per ounce $8.5¢ $6.3¢ $6.1( $5.1¢ $4.6¢

ATLANTIC COPPER OPERATING DATA

Concentrate and scrap treated (metric tons) 953,70( 975,40( 768,10( 964,40( 1,016,701
Anodes
Production (000s of pounds) 581,30( 626,60( 494,40( 640,00( 657,00(
Production (metric tons) 263,70( 284,20( 224,30( 290,30( 298,00(
Sales (000s of pounds) 59,80( 85,10( 36,70( 97,00( 101,20(
Sales (metric tons) 27,10( 38,60( 16,60( 44,00( 45,90(
Cathodes
Production (000s of pounds) 518,90( 545,30( 454, 70( 544,70( 552,20(

Production (metric tons) 235,40( 247,30( 206,20( 247,10( 250,50(



Sales (including wire rod and wire)
(000s of pounds)
(metric tons)
Gold sales in anodes and slimes (ounces)
Cathode cash unit cost per potk

529,20(
240,00(
666,50(

$0.2(

548,60(
248,80(
542,80(

$0.17

479,20(
217,40(
316,70(

$0.2¢

546,80(
248,00(
929,70(

$0.1¢€

556,50(
252,40(
813,90(

$0.12




FREEPORT-McMoRan COPPER & GOLD INC.
SELECTED FINANCIAL AND OPERATING DATA

Years Ended December 31, 2006 2005 2004 2003 2002

PT SMELTING OPERATING DATA, 25% -Owned by PT Freeport Indonesia

Concentrate treated (metric tons) 737,50( 908,90( 758,10( 824,80( 719,60(
Anodes
Production (000s of pounds) 443,50( 606,30( 466,50( 545,50( 465,70(
Production (metric tons) 201,20( 275,00( 211,60( 247,40( 211,20(
Sales (000s of pounds) - - 2,30( 64,60( 33,00(
Sales (metric tons) - - 1,00( 29,30( 15,00(
Cathodes
Production (000s of pounds) 479,70( 579,70( 464,00( 492,40( 424,10(
Production (metric tons) 217,60( 262,90( 210,50( 223,30( 192,40(
Sales (000s of pounds) 483,70( 580,90( 462,90( 493,50( 424,10(
Sales (metric tons) 219,40( 263,50( 210,00( 223,80( 192,40(
Cathode cash unit cost per polk $0.2( $0.1: $0.1:2 $0.1( $0.1¢

PT FREEPORT INDONESIA OPERATING DATA, 100% Aggregate

Ore milled (metric tons per day) 229,40( 216,20( 185,10( 203,00( 235,60(
Average ore grade

Copper (percent) 0.8t 1.1z 0.87 1.0¢ 1.14

Gold (grams per metric ton) 0.8t 1.6¢ 0.8¢ 1.5¢ 1.2¢

Gold (ounce per metric ton) 0.027 0.05: 0.02¢ 0.05( 0.04(

Silver (grams per metric ton) 3.84 4.8¢ 3.8t 4.02 3.6(

Silver (ounce per metric ton) 0.12: 0.157 0.12¢ 0.13( 0.11¢
Recovery rates (percent)

Copper 86.1 89.2 88.¢€ 89.( 88.t

Gold 80.¢ 83.1 81.¢ 87.c 88.4

Silver 52.2 58.2 56.¢ 61.2 61.2
Copper (recoverable)

Production (000s of pounds) 1,299,501 1,688,901 1,098,601 1,522,90 1,839,001

Production (metric tons) 589,40( 766,10( 498,30( 690,80( 834,20(

Sales (000s of pounds) 1,300,001 1,689,401 1,092,701 1,527,701 1,836,801

Sales (metric tons) 589,70( 766,30( 495,60( 693,00( 833,20(
Gold (recoverable ounces)

Production 1,824,10 3,439,60! 1,536,601 3,163,901 2,938,801

Sales 1,831,101 3,437,80! 1,523,601 3,171,50 2,934,00!
Silver (recoverable ounces)

Production 4,313,10! 5,791,40! 3,873,80! 4,978,60! 4,922,90I

Sales 4,314,80! 5,795,201 3,857,501 4,994,001 4,916,001




The selected consolidated financial data shown abewderived from our audited consolidated finahstatements. These historical results are
not necessarily indicative of results that you eapect for any future period. You should read dlsita in conjunction with management’s
discussion and analysis and our full consolidaiadricial statements and notes thereto containgdi;myannual report.

a.

Effective January 1, 2006, we adopted Emergingelsgiask Force Issue No. 04-6, “Accounting for ing Costs Incurred during
Production in the Mining Industry” (EITF 04-6) anecorded our deferred mining costs asset ($283libmiat December 31, 2005, net of
taxes, minority interest share and inventory eff¢$1.35.9 million), as a cumulative effect adjustirte reduce our retained earnings on
January 1, 2006. As a result of adopting EITF 04t8,income before income taxes and minority irgtréor 2006 was $35.4 million lower
and net income was $18.8 million ($0.08 per shiamggr than if we had not adopted EITF 04-6. Effeetlanuary 1, 2006, we adopted
Statement of Financial Accounting Standards No. (t@3ised 2004), “Share-Based Payment” or “SFAS NtBR.” As a result of adopting
SFAS No. 123R, our income before income taxes aindnity interests for 2006 was $27.8 million loward net income was $16.1 million
($0.07 per share) lower than if we had not adof#edS No. 123R. Results for prior years have nohbyestated.

. Includes a $95.0 million ($48.8 million to net imae or $0.26 per share) gain on insurance settleretaied to the fourth-quarter 2003

slippage and debris flow events at the Grasberg pjieand a $12.0 million ($12.0 million to net arae or $0.06 per share) charge relate
Atlantic Copper’s workforce reduction plan.

. Includes $30.3 million ($0.14 per share) of losse®arly extinguishment and conversion of debtofie¢lated reduction of interest expet

and gains of $29.7 million ($0.13 per share) atAtiic Copper from the disposition of land and dartayalty rights.

. Includes $40.2 million ($0.18 per share) of losse®arly extinguishment and conversion of debtohetlated reduction of interest expel

and a $4.9 million ($0.02 per share) gain fromgéle of a parcel of land in Arizona held by an HGXt venture.

. Includes a $20.4 million ($0.11 per share) gaimfibe sale of a parcel of land in Arizona held byFEX joint venture; a $7.5 million

($0.04 per share) gain from Atlantic Copper’s sdlés wire rod and wire assets; and $7.4 milli$0.04 per share) of losses on early
extinguishment and conversion of debt, net of eelaeduction of interest expense.

Includes losses on early extinguishment and coirerd debt totaling $31.9 million ($0.20 per shareet of related reduction of interest
expense.

. Effective January 1, 2003, we adopted SFAS No. 14&ounting for Asset Retirement Obligationsfid recorded a $9.1 million ($0.06

share) cumulative effect gain. Effective July 1020we adopted SFAS No. 150, “Accounting for Cerfainancial Instruments with
Characteristics of both Liabilities and Equity,"darecorded a $24.7 million ($0.16 per share) cutiudaffect charge. Our mandatorily
redeemable preferred stock was classified as digatige July 1, 2003. SFAS No. 150 does not alteatatement of prior periods.

. Effective January 1, 2002, we changed our methagolsed in the determination of depreciation asgediwith PT Freeport Indonesia’s

mining and milling life-of-mine assets.

. Amount was $606.36 before a loss resulting fronenegtion of FCX’s Gold-Denominated Preferred Stdéies II.
. Amount was $357.61 before a gain resulting fronenegtion of FCX's Gold-Denominated Preferred Stock.

. For a reconciliation of cathode cash unit costgmemd to production costs applicable to salesAftantic Copper’s costs, and to equity in

PT Smelting’s earnings, for PT Smelting’s costporéed in FCX's consolidated financial statemeeferto “Product Revenues and
Production Costs” in “Management’s Discussion amélsis.”




FREEPORT-McMoRan COPPER & GOLD INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS

OVERVIEW

In managemers discussion and analysis, “we,” “us” and “our” réer to Freeport-McMoRan Copper & Gold Inc. (FCX)daits consolidated
subsidiaries. References to “aggregate” amounts miga total of our share and Rio Tinto plc’s shageour joint venture partner. The results
of operations reported and summarized below arenectessarily indicative of future operating resukle following discussion should be read
together with our consolidated financial statemeand the related notes. References to “Notes” angel included in our “Notes to
Consolidated Financial Statements.” Per share anmsamne on a diluted basis unless otherwise noted.

Through our majority-owned subsidiary, PT Freepotionesia, we have one of the world’s largest coppe gold mining and production
operations in terms of reserves and production.gbuacipal asset is the Grasberg minerals distwbich based on available year-end 2005
reserve data provided by third-party industry cdtasiis, contains the largest single copper resaneethe largest single gold reserve of any
mine in the world.

PT Freeport Indonesia, our principal operating gliéag/, operates under an agreement, called a &cdrf Work, with the Government of
Indonesia. The Contract of Work allows us to conduxploration, mining and production activitiesar24,700acre area called Block A locat

in Papua, Indonesia. Under the Contract of WorkFRSeport Indonesia also conducts exploration iets/(which had been suspended, but we
expect to resume in 2007) in an approximate 5004206 area called Block B in Papua. All of our gmoxand probable mineral reserves and
current mining operations are located in Block A.

We own 90.64 percent of PT Freeport Indonesiauatinly 9.36 percent owned through our wholly ownglaisgdiary, PT Indocopper Investar
The Government of Indonesia owns the remaining pe36ent of PT Freeport Indonesia. In July 2004reeeived a request from the
Indonesian Department of Energy and Mineral Resesuticat we offer to sell shares in PT Indocoppeedtama to Indonesian nationals at fair
market value. In response to this request andew wf the potential benefits of having additionaddnesian ownership in our operations, we
have agreed to consider a potential sale of anesitén PT Indocopper Investama at fair market&aNeither our Contract of Work nor
Indonesian law requires us to divest any portionwfownership interest in PT Freeport IndonesiBDbindocopper Investama.

We also conduct mineral exploration activities (@hhad been suspended in recent years) in Paglandsia through one of our wholly owr
subsidiaries, PT Irja Eastern Minerals (Easternevhis). Eastern Minerals holds an additional CattodWork originally covering a 2.5-
million-acre area. Under the terms of Eastern MatgContract of Work, we have already relinquishedrtifion acres and must relinquish
additional 0.6 million acres at the end of a thyear exploration period, which can be extendedcheyGovernment of Indonesia for as many as
two additional years. In December 2006, Easternelitils received approval from the Government of iedia to resume exploration activities
in 2007.

In addition to the PT Freeport Indonesia and Eadtinerals exploration acreage, we have the rigltonduct other mineral exploration
activities in Papua pursuant to a joint venturetigh PT Nabire Bakti Mining. Field exploration adies outside of our current mining
operations in Block A had been suspended in regesnts because of safety and security issues anthtery uncertainty relating to a possible
conflict between our mining and exploration rigintgertain forest areas and an Indonesian For&strgnacted in 1999 prohibiting open-pit
mining in forest preservation areas. Recent Indandegislation permits open-pit mining in PT Fredgndonesia’s Block B area, subject to
certain requirements. Following an assessmentesfethequirements and a review of security isswes plan to resume exploration activities
certain prospective areas outside of Block A in7200

We also operate through a majority-owned subsidifyPuncakjaya Power (Puncakjaya Power), and ghrédlantic Copper, S.A. (Atlantic
Copper), a wholly owned subsidiary. We acquire®%7 percent




ownership in Puncakjaya Power in 2003. PuncakjayadP's sole business is to supply power to PT Fogdpdonesia’s operations (see Note
2). Atlantic Copper’s operations are in Spain analve the smelting and refining of copper concatets and the marketing of refined copper
and precious metals in slimes. PT Freeport Inden@sins a 25 percent interest in PT Smelting, anradian company which operates a co
smelter and refinery in Gresik, Indonesia.

Joint Ventures with Rio Tintplc (Rio Tinto)

In 1996, we established joint ventures with Riotdjran international mining company with headquarbe London, England. One joint vent
covers PT Freeport Indonesahining operations in Block A and gives Rio Tintarough 2021, a 40 percent interest in certaietasand futur
production exceeding specified annual amounts ppeqg gold and silver in Block A and, after 2024 0apercent interest in all production fr
Block A.

Operating, nonexpansion capital and administratosts are shared proportionately between PT Frebpmionesia and Rio Tinto based on the
ratio of (a) the incremental revenues from productrom our expansion completed in 1998 to (b)lt@aenues from production from Block
including production from PT Freeport Indonesia’s\ypously existing reserves. PT Freeport Indonesiaives 100 percent of the cash flow
from specified annual amounts of copper, gold awersthrough 2021, calculated by reference tgitsven and probable reserves as of
December 31, 1994, and 60 percent of all remaioasi flow.

The joint venture agreement provides for adjustsémthe specified annual metal sharing amounts tip@ occurrence of certain events that
cause an extended interruption in production taindocluding events such as the fourth-quarter32B@asberg open-pit slippage and debris
flow. As a result of the Grasberg slippage and iddow events, the 2004 specified amounts atteiblg 100 percent to PT Freeport Indonesia
were reduced by 172 million recoverable poundségper and 272,000 recoverable ounces for golduauat to agreements in 2005 and early
2006 with Rio Tinto, these reductions were offgetritreases in the specified amounts attributaB®dercent to PT Freeport Indonesia
totaling 62 million recoverable pounds for copped 470,000 recoverable ounces for gold in 2005,1d@million recoverable pounds for
copper and 102,000 recoverable ounces for gol®2i 2

Under our joint venture arrangements, Rio Tinto &d$ percent interest in PT Freeport Indonesiaist@ct of Work and in Eastern Minerals’
Contract of Work. Rio Tinto also has the optiorptaticipate in 40 percent of any of our other fataxploration projects in Papua. Rio Tinto
has elected to participate in 40 percent of owrégt and cost in the PT Nabire Bakti Mining exatmm joint venture covering approximately
0.5 million acres contiguous to Block B and ond&astern Minerals’ blocks.

Outlook

Annual sales totaled 1.2 billion pounds of coppet 4.7 million ounces of gold in 2006, comparecdhwiit5 billion pounds of copper and 2.8
million ounces of gold in 2005. At the Grasberg opé mine, the sequencing in mining areas with vagydre grades causes fluctuations in
timing of ore production, resulting in varying gteaty and annual sales of copper and gold. The 2@l volumes were impacted by lower
grades compared to the higher-grade material mim2605.

During the fourth quarter of 2006, PT Freeport Inelsia completed an analysis of its longange mine plans to assess the optimal desigre
Grasberg open pit and the timing of developmerthefGrasberg underground block cave ore body. Mab/sis incorporated the latest
geological and geotechnical studies, costs and ettenomic factors in developing the optimal timfogtransitioning from the open pit to
underground. The revised long-range plan inclutlemges to the expected final Grasberg open-pigdeghich will result in a section of high-
grade ore previously expected to be mined in trengpt to be mined in the Grasberg undergroundkotawe mine. Approximately 100 millic
metric tons of high-grade ore in the southwest eoflocated in the "8 South" pushback) of the opignwith aggregate recoverable metal
approximating 4 billion pounds of copper and 5 imillounces of gold, is expected to be mined thrdeigtrreeport Indonesia’s large scale
block caving operations rather than from open-piting. The revised mine plan reflects a transifimm the Grasberg open pit to the Grasberg
underground block cave ore body currently estim&teatcur in mid-2015.




The mine plan revisions alter the timing of metalduction in the period of 2015 and beyond but dbhave a significant effect on ultimate
recoverable reserves. The success of PT Freemtmhédsia's underground operations and the signtfmangress to establish underground
infrastructure provides confidence in developing liigh-grade, large-scale underground ore bodideitisrasberg minerals district. PT
Freeport Indonesia will continue to assess oppdarasito optimize the long-range mine plans andpnesent values of the Grasberg minerals
district.

Based on its current mine plan, PT Freeport Indanestimates its share of sales for 2007 will apinate 1.1 billion pounds of copper
and 1.8 million ounces of gold. Average annualsat@umes over the five-year period from 2007 tigto2011 are expected to
approximate 1.24 billion pounds of copper and lilion ounces of gold. The achievement of PT Freepalonesia’s sales estimates will
be dependent, among other factors, on the achieverhéargeted mining rates, the successful opamaif PT Freeport Indonesia
production facilities, the impact of weather coiatis at the end of fiscal periods on concentraelilg activities and other factors.

Sales volumes may vary from these estimates depgmai the areas being mined within the Grasberg pgieQuarterly sales volumes are
expected to vary significantly. Based on curretitestes of average annual sales volumes over tkigfime years and copper prices of
approximately $2.50 per pound and gold prices pfaxmately $600 per ounce, the impact on our ahcash flow for each $0.10 per pound
change in copper prices would approximate $62 amijlincluding the effects of price changes on eelabyalty costs, and for each $25 per
ounce change in gold prices would approximate $2igom

Proposed Acquisition f Phelps Dodge

On November 19, 2006, FCX and Phelps Dodge Corporannounced that they had signed a definitivegereagreement whereby we will
acquire Phelps Dodge for approximately $25.9 billio cash and stock, based on FCX's closing stoide pn November 17, 2006, creating
one of the largest publicly traded copper compariiee combined company will be a new industry leadéh large, longlived, geographicall
diverse assets and significant proven and probakkrves of copper, gold and molybdenum. Completfdahe transaction is subject to a
number of conditions, including receipt of FCX dplgelps Dodge stockholder approval. On Februar@@7 2FCX and Phelps Dodge
announced that each company will hold a speciatimgef its stockholders on March 14, 2007, to vatethe proposed acquisition of Phelps
Dodge by FCX. The transaction is expected to dieddarch 2007. The information contained in managetis discussion and analysis does
not reflect the impact of us acquiring Phelps Dodge

Copper and Gold Markets

As shown in the graphs below, world metal pricescfipper have fluctuated during the period from2l88ough January 2007 with the
London Metal Exchange (LME) spot copper price vagyfrom a low of approximately $0.60 per pound @®2 to a record high of
approximately $4.00 per pound on May 12, 2006. \@gdld prices have fluctuated during the perioanfrt998 through January 2007 from a
low of approximately $250 per ounce in 1999 toghhof approximately $725 per ounce on May 12, 2@&rent copper and gold prices
reflect significantly higher levels of direct inuegent by commodity investors. This can be expetie@sult in higher levels of volatility in
copper and gold prices and in the share price<Cof &nd other commaodity producers. Copper and gattkp are affected by numerous factors
beyond our control as described further in our Fa@¥K for the year ended December 31, 2006.




Historical LME Spot Copper Price
Through January 31, 2007
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The graph above presents LME spot copper priceseputted stocks of copper at the LME and New Yodmmodity Exchange (COMEX)
through January 31, 2007. Since 2003 and throu@b,2§lobal demand exceeded supply, evidenced bgebkne in exchange warehouse
inventories. LME and COMEX inventories have riseanf the 2005 lows in recent months and combineckstof approximately 214,000
metric tons at December 29, 2006, represent lessdhe week of global consumption. Prices rangau 82.06 per pound to a record high of
approximately $4.00 per pound in 2006. Disruptiassociated with strikes, unrest and other operaitissues resulted in low levels of
inventory throughout 2006. However, in December&280d early 2007, prices declined on concerns atedluiced demand, especially in the
United States (U.S.), and rising inventories. TME_spot price closed at $2.56 per pound on JanBar2007. Future copper prices are
expected to continue to be influenced by demana f@hina, economic performance in the U.S. and dtitkrstrialized countries, the timing
the development of new supplies of copper, prodadgvels of mines and copper smelters and thé tddirect participation by investors. We
consider the current underlying supply and demamdiitions in the global copper markets to be pesitor our company.




London Gold Prices
Through January 31, 2007
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After reaching new 25-year highs above $700 peceum the second quarter of 2006, prices declingtdeé second half of 2006. Gold prices
averaged $604 per ounce in 2006, with prices ranfyjom $521 per ounce to approximately $725 perceufsold prices continued to be
supported by increased investment demand for golgiping geopolitical tensions, a weak U.S. dollatationary pressures, falling production
from older mines, limited development of new miaes actions by gold producers to reduce hedgeipasitThe London gold price closed at
approximately $651 per ounce on January 31, 2007.

CRITICAL ACCOUNTING ESTIMATES

Management’s discussion and analysis of our firirm@indition and results of operations are basedusrtonsolidated financial statements,
which have been prepared in conformity with accmgnprinciples generally accepted in the U.S. Theppration of these statements requires
that we make estimates and assumptions that @ffeceported amounts of assets, liabilities, reesrand expenses. We base these estima
historical experience and on assumptions that wsider reasonable under the circumstances; howegsrted results could differ from those
based on the current estimates under differenngstions or conditions. The areas requiring theafiseanagemens’ estimates are discusset
Note 1 under the subheadi“Use of Estimates.Management has reviewed the following discussioitsadevelopment and selection of criti
accounting estimates with the Audit Committee af Baard of Directors.

» Mineral Reserves and Depreciation and Amortiza- As discussed in Note 1, we depreciate our lifendfe mining and milling assets
using the unit-of-production method based on otimedes of our proven and probable recoverable eomserves. We have other assets
that we depreciate on a straight-line basis over #stimated useful lives. Our estimates of proset probable recoverable copper
reserves and of the useful lives of our straight-lssets impact our depreciation and amortizatipense. These estimates affect the
operating results of both our “mining and explaratiand “smelting and refining” segments.

The accounting estimates related to depreciatidneamortization are critical accounting estimatesaose (1) the determination of copper
reserves involves uncertainties with respect tauttimate




geology of our reserves and the assumptions useet@mmining the economic feasibility of mining seareserves, including estimated
copper and gold prices and costs of conductingéutining activities, and (2) changes in estimgienyen and probable recoverable
copper reserves and useful asset lives can hawtaial impact on net income. We perform annuatsssents of our existing assets,
including a review of asset costs and depreciabés|in connection with the review of mine opargtand development plans. When we
determine that assigned asset lives do not refieceéxpected remaining period of benefit, we maksmgective changes to those
depreciable lives.

There are a number of uncertainties inherent imasing quantities of reserves, including many desteyond our control. Ore reserves
estimates are based upon engineering evaluaticsengblings of drill holes, tunnels and other undsugd workings. Our estimates of
proven and probable recoverable reserves are mepgrour employees and reviewed and verified dependent experts in mining,
geology and reserve determination. As of DecemlegPB06, aggregate proven and probable recovecableer reserves totaled 54.8
billion pounds and PT Freeport Indonesia’s estithateare totaled 38.8 billion pounds. These estimatelve assumptions regarding
future copper and gold prices, the geology of oumeas, the mining methods we use and the related easincur to develop and mine our
reserves. Changes in these assumptions could nesoéterial adjustments to our reserve estimatbigh could result in changes to
depreciation and amortization expense in futurépsr with corresponding adjustments to net incafn@ggregate estimated copper
reserves were 10 percent higher or lower at DeceBhe2006, and based on our current sales projecfor 2007, we estimate that our
annual depreciation expense for 2007 would chagggproximately $12 million, changing net incomedpproximately $6 million.

As discussed in Note 1, we review and evaluatdang-lived assets for impairment when events ongea in circumstances indicate that
the related carrying amounts may not be recover&lilanges to our estimates of proven and probabte/erable copper and gold resel
could have an impact on our assessment of assatrimgnt. However, we believe it is unlikely thatigtons to our estimates of proven
and probable recoverable copper and gold resergakiwgive rise to an impairment of our assets beeani the significant size of our
reserves in relation to our asset carrying values.

Reclamation and Closure Cos+- Our mining operations involve activities that baw significant effect on the surrounding area. Our
reclamation and closure costs primarily involvdastation and revegetation of a large area in thdaliods of Papua where mill tailings ¢
deposited, reclamation of overburden stockpilesdambmmissioning of operating assets.

Effective January 1, 2003, we adopted Statemehtrafncial Accounting Standards (SFAS) No. 143, “duating for Asset Retirement
Obligations” (see Note 10). SFAS No. 143 requites tve record the fair value of our estimated assteement obligations in the period
incurred. We measure fair value as the presenewaflunultiple cash flow scenarios that reflect mge of possible outcomes after
considering inflation and then applying a marksk premium. The accounting estimates related tamgtion and closure costs are crit
accounting estimates because (1) we will not imeast of these costs for a number of years, requirsito make estimates over a long
period; (2) reclamation and closure laws and regra could change in the future or circumstandfsting our operations could change,
either of which could result in significant change®ur current plans; (3) calculating the fairuebf our asset retirement obligations in
accordance with SFAS No. 143 requires managemexgdign probabilities to projected cash flows, skenlong-term assumptions about
inflation rates, to determine our credit-adjustésk-free interest rates and to determine marlsit premiums that are appropriate for our
operations; and (4) given the magnitude of ounested reclamation and closure costs, changes ioal of these estimates could hay
material impact on net income.

In 2002, we engaged an independent environmentaiuiing and auditing firm to assist in estimat®i Freeport Indonesia’s aggregate
asset retirement obligations, and worked with ottoersultants in estimating Atlantic Copper’s assétement obligations. We estimated
these




obligations using an expected cash flow approactvhich multiple cash flow scenarios were useckeftect a range of possible outcomes.
To calculate the fair value of these obligations,applied an estimated long-term inflation rat@.&f percent, except for Indonesian rupiah-
denominated labor costs with respect to PT Fredpddnesia’s obligations, for which an estimatefthiion rate of 9.0 percent was
applied. The projected cash flows were discounteninestimated credit-adjusted, risk-free interasts, which ranged from 9.4 percent to
12.6 percent for the corresponding time periods aiéch these costs would be incurred. The inflatiates and discount rates we used to
calculate the fair value of PT Freeport Indonesssset retirement obligation are critical factorshie calculation of future value and
discounted present value costs. An increase openeent in the inflation rates used results ingpreximate 17 percent increase in the
discounted present value costs. A decrease of eroeit in the discount rates used has a similacefésulting in an approximate 16
percent increase in the discounted present valsts.cafter discounting the projected cash flowsjaket risk premium of 10 percent was
applied to the total to reflect what a third partight require to assume these asset retiremergadtidins. The market risk premium was
based on market-based estimates of rates thatdgptiity would have to pay to insure its exposarpdssible future increases in the value
of these obligations.

At least annually, PT Freeport Indonesia review®gtimates for (1) changes in the projected tiringertain reclamation costs, (2)
changes in cost estimates, and (3) additional assetment obligations incurred during the perid¢e estimated PT Freeport Indonesia’s
aggregate asset retirement obligations to be appedgly $157 million at December 31, 2006, and $dBi6on at December 31, 2005. An
analysis of PT Freeport Indonesia’s asset retir¢mleligation calculated under SFAS No. 143 folldiivsmillions):

2006 2005 2004
Asset retirement obligation at beginning of year $ 26.t $ 22.C $ 25.7
Accretion expense 3.1 2.7 2.8
Revisions for changes in estimates - - (6.5)
Liabilities incurred 0.4 1.8 -
Asset retirement obligation at end of year $ 30.C $ 26.5 $ 22.C

CONSOLIDATED RESULTS OF OPERATIONS

Consolidated revenues include PT Freeport Indolseséde of copper concentrates, which also cordiginificant quantities of gold and silver,
and the sale by Atlantic Copper of copper anodasper cathodes and gold in anodes and slimes. Gdaisal revenues and net income vary
significantly with fluctuations in the market pricef copper and gold, sales volumes and otherfadBonsolidated revenues of $5.8 billion for
2006 were higher than consolidated revenues of §ifli@n for 2005, reflecting substantially highespper and gold prices in 2006, partly of
by lower PT Freeport Indonesia sales volumes. REpart Indonesia mined lower grade ore and repdoteer production and sales in 2006,
compared with 2005. Consolidated revenues in 208% wignificantly higher compared with 2004 revenag$2.4 billion, reflecting
substantially higher copper and gold sales voluamesprices in 2005. The 2004 results were adveed@dgted by lower ore grades and redt
mill throughput as PT Freeport Indonesia completiéalts to restore safe access to the higher-goaglareas in its Grasberg open-pit mine
following the fourth-quarter 2003 slippage and deHow events (see “Mining and Exploration Opesat - PT Freeport Indonesia Operating
Results”). In addition, Atlantic Copper’s scheduhadjor maintenance turnaround adversely affeceedd04 revenues (see “Smelting and
Refining Operations - Atlantic Copper Operating [REs).

Consolidated production and delivery costs weradrign 2006 at $2.5 billion compared with $1.6ibiil for 2005 and $1.5 billion for 2004.
The increases in 2006 and 2005 were primarily bezafi higher costs of concentrate purchases ahtitl€opper caused by rising metals
prices and partly because of higher productionscasPT Freeport Indonesia primarily resulting froigher energy and other input costs. The
adoption of Emerging Issues Task Force Issue N, 0Accounting for Stripping Costs Incurred duriRgoduction in the Mining

Industry” (EITF 04-6) also impacted 2006 costs. 9¢&w Accounting Standards” and Note 1. Consolidatepreciation and amortization
expense was $227.6 million in 2006,
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$251.5 million in 2005 and $206.4 million in 20@epreciation and amortization expense decreasgfddf compared with 2005, primarily
because of lower copper sales volumes at PT Frebputimesia during 2006. Depreciation and amoitzeg¢xpense was higher in 2005 than in
2004, primarily because of higher copper salesmekiat PT Freeport Indonesia during 2005. CertiaifiTd=reeport Indonesia’s assets are
depreciated using the unit-of-production method @gpreciation and amortization expense varies thigHevel of copper sales volumes.

Exploration expenses increased to $12.3 millioRGA6 compared with $8.8 million in 2005 and $8.Tiom in 2004. Our exploration program
for 2006 focused on testing extensions of the D@egsberg and Kucing Liar mine complex and othegeterin Block A (see “Mining and
Exploration Operations- Exploration and Reservesl)approved exploration costs in the joint vemt@areas with Rio Tinto are shared 60
percent by us and 40 percent by Rio Tinto. The FRIXTinto joint ventures’ 2007 exploration budgtttal approximately $31 million
(approximately $25 million for our share).

Consolidated general and administrative expensegeased to $157.1 million in 2006 from $103.9 roiilin 2005, primarily reflecting higher
incentive compensation costs associated with senofiigancial performance and pursuant to estaldighens, and legal fees. Incentive
compensation costs were higher primarily becauggagrams based on our financial results and sbasled compensation following adoption
of SFAS No. 123 (revised 2004), “Share-Based PayhweriSFAS No. 123R” on January 1, 2006 (see “Néecounting Standards” and Note
1). Our parent company charges PT Freeport Indarfesthe in-the-money value of exercised emplasteek options. These charges are
eliminated in consolidation; however, PT Freepoddnesia shares a portion of these charges witfTiRto and Rio Tinto’s reimbursements
reduce our consolidated general and administratypenses. General and administrative expensestoé Rio Tinto’s share of the cost of
employee stock option exercises, which decreasedrgeand administrative expenses by $6.5 millio8006 and $9.2 million in 2005. In
accordance with our joint venture agreement, Riddl$ percentage share of PT Freeport Indones&ieigl and administrative expenses
varies with metal sales volumes and prices andetbta percent in 2006 compared with approximatélypércent in 2005. Estimated general
and administrative expenses for 2007 are expeotbd slightly lower than the 2006 level.

General and administrative expenses increased®.$illion in 2005 from $89.9 million in 2004, iprarily reflecting higher incentive
compensation costs associated with stronger fiahperformance and pursuant to established pladsrumhich certain compensation plans
based on annual operating cash flow results, wiviette significantly higher in 2005 compared with 20General and administrative expenses
in 2005 also include $3.4 million in administrativests incurred following Hurricane Katrina and éontributions to hurricane-relief efforts.
As a percentage of revenues, general and admiiustexpenses were 2.7 percent in 2006, 2.5 penced@i05 and 3.8 percent in 2004.

PT Freeport Indonesia maintains property damagebasimhess interruption insurance related to itgamns. In December 2004, we entered
into an insurance settlement agreement and setftlethims that arose from the fourth-quarter 2808page and debris flow events i n the
Grasberg open-pit mine. Our insurers agreed taugaan aggregate of $125.0 million in connectiorhwitr claims. After considering our joint
venture partner’s interest in the proceeds, PTen¢eéndonesia’s share of proceeds totaled $95lbmiAs a result of the settlement, we
recorded in our Consolidated Statements of Incom®83.0 million gain on insurance settlement fer blusiness interruption recovery and an
$8.0 million gain to production costs for the prdpdoss recovery for a net gain of $48.8 milli®0(26 per share), after taxes and minority
interest sharing, in 2004.

Total consolidated interest cost (before capitéitirg was $86.4 million in 2006, $135.8 million 2005 and $151.0 million in 2004. Interest
costs decreased from 2004 through 2006 primaritabse we reduced average debt levels during tee-frear period with significant
reductions in 2005 and 2006. Over the past thraesygve completed a number of transactions thatteskin total debt reductions, including
redemptions of mandatorily redeemable preferreckstof $1.5 billion. Our interest cost for 2007eigpected to decrease compared to 2006
because of the debt reductions over the last taosy&ee “Capital Resources and Liquidity - Finagdctivities” for further discussion.
Capitalized interest totaled $10.8 million in 2088,1 million in 2005 and $2.9 million in 2004. Thigher capitalized interest
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level in 2006 reflects ongoing development projattthe Deep Ore Zone (DOZ) underground mine aadCtimmon Infrastructure project (see
“Mining and Exploration Operations”).

Net losses on early extinguishment and conversiatebt totaled $32.0 million ($30.3 million to netome or $0.14 per share) in 2006, $£
million ($40.2 million to net income or $0.18 pdrase in 2005) and $14.0 million ($7.4 million tat frecome or $0.04 per share) in 2004. See
“Capital Resources and Liquidity - Financing Adties” for further discussion.

Atlantic Copper recorded gains on sales of assédtirtg $29.7 million ($29.7 million to net inconoe $0.13 per share) in 2006 for the
disposition of land and certain royalty rights. @tlgains on sales of assets in 2006 totaled $0li@miGains on sales of assets totaled $6.6
million ($4.9 million to net income or $0.02 perash) in 2005 from the sale of land in Arizona higyda joint venture in which we own a 50
percent interest. The joint venture previously wagaged in a copper mining research project. Gairsales of assets totaled $28.8 million in
2004 as a result of two transactions. The firstdaation was the sale to a real estate developepafcel of land in Arizona owned by the joint
venture mentioned above resulting in a gain of $2illion ($20.4 million to net income or $0.11 mdrare). In the second transaction, Atlantic
Copper completed a sale of its wire rod and wigessfor $18.3 million cash and recorded a gaf®705 million ($7.5 million to net income or
$0.04 per share).

Other income includes interest income of $30.6iarilin 2006, $16.8 million in 2005 and $5.9 million2004. Interest income has risen
because of our higher cash balances and higheestteates. Other income also includes the implattaoslating into U.S. dollars Atlantic
Copper’s net euro-denominated liabilities, primaii retiree pension obligations. Changes in th. ldollar/euro exchange rate require us to
adjust the dollar value of our net euro-denominditdallities and record the adjustment in earnirigechange rate effects on our net income
from eurodenominated liabilities were gains (losses) of $(®illion in 2006, $5.8 million in 2005 and $(1.@jllion in 2004. The gains refle
a stronger U.S. dollar in relation to the euro Hredlosses reflect a stronger euro in relatioméoU.S. dollar in the respective periods (see
“Disclosures About Market Risks”).

PT Freeport Indonesia’s Contract of Work providasda 35 percent corporate income tax rate. PT loploer Investama pays a 30 percent
corporate income tax on dividends it receives fitsn®.36 percent ownership in PT Freeport Indonésiaddition, the tax treaty between
Indonesia and the U.S. provides for a withholdepgrate of 10 percent on dividends and interestRfiaFreeport Indonesia and PT Indocopper
Investama pay to their parent company, FCX. Padt@05, we also incurred a U.S. alternative minimarnat an effective rate of two percent
based primarily on consolidated income, net of §imgeland refining results. As a result of the ensait of the American Jobs Creation Act of
2004, the 90 percent limitation on the use of fgmeax credits to offset the U.S. federal alterr@athinimum tax liability was repealed effective
January 1, 2005. The removal of this limitatiomdigantly reduced our U.S. federal taxes beginnmg005. Our U.S. federal alternative
minimum tax liability totaled $8.2 million in 200%Ve currently record no income taxes at Atlantiper, which is subject to taxation in
Spain, because it is not expected to generate lmkatmme in the foreseeable future and has sutsitéax loss carryforwards for which we
have provided no net financial statement benef#.rdteive no consolidated tax benefit from theseds because they cannot be used to offset
PT Freeport Indonesia’s profits in Indonesia, kan be utilized to offset Atlantic Copper’s futunefits.

Parent company costs consist primarily of inter@spreciation and amortization, and general andradirative expenses. We receive minin

if any, tax benefit from these costs, includingenetst expense, primarily because our parent compamyally generates no taxable income
from U.S. sources. As a result, our provision faome taxes as a percentage of our consolidatethimbefore income taxes and minority
interests will vary as PT Freeport Indonesia’s meachanges, absent changes in Atlantic Copper amthipcompany costs. The provision for
income taxes as a percentage of consolidated inbefioee income taxes and minority interests totdiggercent for 2006, 45 percent for 2005
and 58 percent for 2004. Summaries of the appraesignificant components of the calculation of cansolidated provision for income ta
are shown below (in thousands, except percentages).
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Years Ended December 31,

2006 2005 2004

Mining and exploration segment operating incc® $ 2,797,96. $ 2,312,77. $ 832,11.
Mining and exploration segment interest expense, ne (19,839 (22,38¢) (22,209
Intercompany operating profit recognized (deferred) 32,42¢ (144,980 (24,689

Income before taxes 2,810,55! 2,145,39! 785,22(
Indonesian corporate income tax rate (35%) plus U.S

alternative minimum tax rate (2%) for 2004 35% 35% 37%

Corporate income taxes 983,69! 750,89( 290,53:
Approximate PT Freeport Indonesia net income 1,826,86: 1,394,50! 494,68
Withholding tax on FCX’s equity share 9.064% 9.06%% 9.064%

Withholding taxes 165,58 126,39¢ 44,83¢
PT Indocopper Investama corporate income tax 47,791 36,54 3,00t
Other, net 4,09¢ 1,23¢ (7,69%)
FCX consolidated provision for income taxes $ 120117 $ 915,06 $ 330,68
FCX consolidated effective tax rate 43% 45% 58%

a. Excludes charges for the in-the-money value of BBXk option exercises, which are eliminated insodidation, totaling $88.3 million in
2006, $64.5 million in 2005 and $87.3 million inG20

We have two operating segments: “mining and exgilmma and “smelting and refining.” The mining angptoration segment consists of our
Indonesian activities including PT Freeport Indea'sscopper and gold mining operations, Puncakgaer’'s power generating operations
(after eliminations with PT Freeport Indonesia) and Indonesian exploration activities, includilgs$e of Eastern Minerals. The smelting and
refining segment includes Atlantic Copper’s openasiin Spain and PT Freeport Indonesia’s equitgstment in PT Smelting. Summary
comparative operating income (loss) data by segfiodiotv (in millions):

Years Ended December 31,

2006 2005 2004
Mining and exploratior® $ 2,709 $ 2,248 % 744.¢
Smelting and refining 74.5 34.¢ (83.5)
Intercompany eliminations and ott P 84. (105.) 42.c
$ 2,868." $ 21770 $ 703.€

FCX operating income

a. Includes charges to the mining and exploration segrfor the in-the-money value of FCX stock optéxercises, which are eliminated in
consolidation, totaling $88.3 million in 2006, $64million in 2005 and $87.3 million in 2004.

b. We defer recognizing profits on PT Freeport Ind@siesales to Atlantic Copper and on 25 percemDfreeport Indonesia’s sales to PT
Smelting until their sales of final products torthparties. Changes in the amount of these defpnafits increased (decreased) operating
income by $32.4 million in 2006, $(145.0) milliom 2005 and $(24.7) million in 2004. Our consolideéarnings can fluctuate materially
depending on the timing and prices of these saleBecember 31, 2006, our deferred profits to lwogaized in future periods’ operating
income totaled $190.1 million, $100.8 million totecome, after taxes and minority interest sharing
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MINING AND EXPLORATION OPERATIONS

A summary of changes in PT Freeport Indonesia na¥®ifollows (in millions):

2006 2005
PT Freeport Indonesia revenues - prior year $ 3,568.( $ 1,746.¢
Price realizations:
Copper 1,530.¢ 706.4
Gold 191.¢ 122.¢
Sales volumes:
Copper (473.0 636.4
Gold (481.0 555.k
Adjustments, primarily for copper pricing on prigar open sales 194.7 (1.9
Treatment charges, royalties and other (135.9) (198.7)
PT Freeport Indonesia revenues - current year w w

PT Freeport Indonesia Operating Rest- 2006 Compared with 2005

Realized copper prices in 2006 improved by 69 perttean average of $3.13 per pound from $1.85pand in 2005. Realized gold prices in
2006 averaged $566.51 per ounce, including a rextuof $39.85 per ounce for revenue adjustmentscisted with the first-quarter 2006
redemption of our Gold-Denominated Preferred St&akjes Il, compared to $456.27 in 2005. Copperguid sales totaled 1.2 billion pounds
of copper and 1.7 million ounces of gold in 200@npared with sales of 1.5 billion pounds of copgued 2.8 million ounces of gold in 2005.

Mill throughput, which varies depending on ore tyjpeing processed, averaged 229,400 metric toaeoh 2006, compared with 216,200
metric tons of ore in 2005. Operations were temilgrauspended for an approximate four-day perio&ébruary 2006 when illegal miners
(“gold panners”) blocked a road leading to our mMhile this situation was resolved peacefully hgdnesian government authorities, we
continue to work with the government to resolveldgal and security concerns presented by theasek presence of gold panners in our area
of operations. Mill rates will vary during 2007 dapling on ore types mined and are expected to geénaexcess of 210,000 metric tons of

per day for the year. Approximate average dailgtlyhput processed at our mill facilities from ea€lour producing mines follows (metric

tons of ore per day):

Years Ended December 31,

200 6 2005
Grasberg open pit 184,20( 174,20(
DOZ underground mine 45,20( 42,00(
Total 229,40( T 216,200

In 2006, copper ore grades averaged 0.85 percdmeanvery rates averaged 86.1 percent, comparbdlvii3 percent and 89.2 percent in
2005. Gold ore grades averaged 0.85 grams peranetri(g/t) and recovery rates averaged 80.9 peneét®06, compared with 1.65 g/t and
83.1 percent in 2005. The 2006 ore grades and eeiesvfor copper and gold reflect the mining of éswgrade material compared with the
extraordinarily high grades mined in 2005. Averageaual copper and gold ore grades for 2007 aregbag to approximate the 2006 ore
grades, with higher grades projected in the fiedt bf 2007 than in the second half because of méwuencing. Approximately 63 percent of
copper sales and approximately 81 percent of galessn 2007 are projected to occur in the firdt bithe year.

Production from the DOZ underground mine averagef@D metric tons of ore per day in 2006, represgr20 percent of mill throughput.
DOZ continues to perform above design capacitys5o830 metric tons of ore per day. PT Freeport led@nis expanding the capacity of the
DOZ underground operation to a sustained rate @f@&0Ometric tons of ore per day with the instatlatof a second crusher and additional
ventilation, expected to be completed in mid-20@V .Freeport Indonesia’s 60 percent
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share of capital expenditures for the DOZ expansiteded approximately $17 million in 2006 (cumutat$34 million through December 31,
2006) and is expected to approximate $2 millio2007. PT Freeport Indonesia anticipates a furtkpamsion of the DOZ mine to 80,000
metric tons of ore per day, with budgeted capitalpproximately $11 million in 2007 for its 60 pert share. The success of the development
of the DOZ mine, one of the world’s largest undetgrd mines, provides confidence in the future dgwalent of PT Freeport Indonesia’s
large-scale undeveloped ore bodies.

In 2004, PT Freeport Indonesia commenced its “Cominfrastructure” project, which will provide acset® its large undeveloped
underground ore bodies located in the Grasbergralmdistrict through a tunnel system located apipnately 400 meters deeper than its
existing underground tunnel system. In additioprimviding access to our underground ore bodiestuhieel system will enable PT Freeport
Indonesia to conduct future exploration in prosjpecareas associated with currently identified lmwdies. The tunnel system has reached the
Big Gossan terminal and PT Freeport Indonesiadsgeding with development of the lower Big Gossdrastructure. PT Freeport Indonesia’s
share of capital expenditures for its Common Iriftacture project totaled approximately $9 million2006 and projected 2007 capital
expenditures approximate $8 million. The Commomdsifructure project is progressing according to.pRI Freeport Indonesia has also
advanced development of the Grasberg spur andBsagmber 31, 2006, has completed 67 percent d@fitireeling required to reach the
Grasberg underground ore body. PT Freeport Indaregiects the Grasberg spur to reach the Grashdagground ore body and to initiate
multi-year mine development activities in the setbalf of 2007. Work on the Grasberg undergrouredbmdy continues with PT Freeport
Indonesia’s share of capital expenditures totadipgroximately $23 million in 2006 and projected 2@apital expenditures approximate $70
million.

The Big Gossan underground mine is a high-gradesielpcated near the existing milling complex. Réming capital expenditures for the
$260 million Big Gossan project to be incurred other next few years total approximately $185 mill{175 million net to PT Freeport
Indonesia, with approximately $90 million in 200P)I' Freeport Indonesia’s share of capital experestéor Big Gossan totaled approximately
$56 million in 2006. Production is expected to ramppto full production of 7,000 metric tons per day2010 (average annual aggregate
incremental production of 135 million pounds of pepand 65,000 ounces of gold, with PT Freeporbomedia receiving 60 percent of these
amounts). The Big Gossan mine is being developeah agpen-stope mine with backfill consisting ofIrdilings and cement, an established
mining methodology expected to be higher-cost tharblock-cave method used at the DOZ mine.

Treatment charges vary with the volume of metald and the price of copper, and royalties vary it volume of metals sold and the prices
of copper and gold. Market rates for treatment mficiing charges began to increase significantliaia 2004. A large part of the increase
relates to the price participation and price sltpdgemponents of our concentrate sales agreemeoyalties totaled $126.0 million in 2006
compared with $103.7 million in 2005, reflectingghér metal prices partly offset by lower sales wuds.

PT Freeport Indonesia receives market prices fctpper, gold and silver contained in its con@atrUnder the long-established structure of
concentrate sales agreements prevalent in thetiydaspper is provisionally priced at the timesbipment and is subject to final pricing in a
specified future period (generally one to three thefirom shipment) based on quoted LME prices. Sdles subject to final pricing are
generally settled in the subsequent quarter. Thezeht the end of any quarterly period, there béllsales that remain subject to final pricing.
Accounting rules require these sales be recordselchan the LME future prices at the end of the mipg period. To the extent final
settlements are higher or lower than what was dsmbon a provisional basis, an increase or decteaseenues would be recorded when the
pricing is finally settled. PT Freeport Indonesia®06 revenues include net additions of $257.0anilfor adjustments to provisional copper
prices in concentrate sales contracts, compardd$2i88.3 million in 2005.
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Gross Profit per Pound of Copper/per Ounce of Gold Silver

Year Ended December 31, 2006

Pounds of copper sold (000s) 1,201,401 1,201,401
Ounces of gold sold 1,736,001
Ounces of silver sold 3,806,20!
By-Product Co-Product Method
Method Copper Gold Silver
Revenues, after adjustments shown below $3.1¢ $3.1¢ $566.5:2 $8.5¢%

Site production and delivery, before net non-

cash and nonrecurring costs shown below 1.0 0.7¢ 156.2¢ 3.11
Gold and silver credits (0.99) - - -
Treatment charges 0.4C¢ 0.31 60.40 1.2¢d
Royalty on metals 0.1C 0.0¢ 15.9¢ 0.3Z

Unit net cash cos® 0.6C 1.1¢ 232.5¢ 4.65
Depreciation and amortization 0.1t 0.1z2 23.2¢ 0.4¢
Noncash and nonrecurring costs, 0.04 0.0c 5.6( 0.11

Total unit costs 0.7¢ 1.3 261.4¢ 5.2C
Revenue adjustments, primarily for pricing

on prior period open sales 0.1¢ 0.17 11.5¢ 0.22
PT Smelting intercompany profit elimination - - (0.37) (0.01)
Gross profit per pound/ounce $2.4¢ $1.97 $316.2: $3.6¢

a. Amount was $606.36 before a loss resulting froneneption of FCX’'s Gold-Denominated Preferred Sta®dries Il

b. Amount was $11.92 before a loss resulting from mgat@on of FCX'’s Silver-Denominated Preferred Stock.

c. Includes $12.4 million or $0.01 per pound for atiusnts to 2005 concentrate sales subject to fireihg to reflect the impact on
treatment charges resulting from the increase ppeoprices since December 31, 2005.

d. Includes $9.6 million or $0.01 per pound for cop@&.7 million or $1.57 per ounce for gold and $@illion or $0.03 per ounce for silver
for adjustments to 2005 concentrate sales sulgdatal pricing to reflect the impact on treatmehtirges resulting from the increase in
copper prices since December 31, 2005.

e. For a reconciliation of unit net cash costs to pidbn and delivery costs applicable to sales rgploin FCX's consolidated financial

statements refer to “Product Revenues and ProduCasts.”
Includes a $69.0 million or $0.06 per pound losstenredemption of FCX's Gold-Denominated Prefei®éakck, Series Il and a $13.3
million or $0.01 per pound loss on the redemptibR@X's Silver-Denominated Preferred Stock.
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Year Ended December 31, 2005

Pounds of copper sold (000s) 1,456,501 1,456,501
Ounces of gold sold 2,790,201
Ounces of silver sold 4,734,60!
By-Product Co-Product Method
Method Copper Gold Silver
Revenues, after adjustments shown below $1.8¢ $1.8¢ $456.2° $6.3€2

Site production and delivery, before net non-

cash and nonrecurring costs shown below 0.6%P 0.44 107.7¢ 1.7¢¢
Gold and silver credits (0.89) - - -
Treatment charges 0.24 0.1€ 39.7¢ 0.6t
Royalty on metals 0.07 0.0t 11.7: 0.1¢

Unit net cash cos® 0.07 0.65 159.2: 2.6(
Depreciation and amortization 0.14 0.1C 23.7¢ 0.3¢
Noncash and nonrecurring costs, = = 0.52 0.01

Total unit costs 0.21 0.7¢ 183.5¢ 3.0C
Revenue adjustments, primarily for pricing

on prior period open sales 0.0¢ 0.0z (1.19 0.0z
PT Smelting intercompany profit elimination (0.09) (0.09) (2.67) (0.09
Gross profit per pound/ounce $1.6¢ $1.11 $268.9: $3.34

a. Amount was $7.38 before a loss resulting from reaten of FCX's Silver-Denominated Preferred Stock.

b. Net of deferred mining costs totalin¢g4.9 million or $0.05 per pound. Following adoptimiEITF 04-6 on January 1, 2006 (see “New
Accounting Standards” and Note 1), stripping casésno longer deferred.

c. Net of deferred mining costs totaling $43.8 million$0.03 per pound for copper, $20.6 million or3#7per ounce for gold and $(
million or $0.12 per ounce for silver (see Notebioee).

d. See Note e above.

e. Includes a $5.0 million or less than $0.01 per gblass on the redemption of FCX’s Silver-Denomidafeeferred Stock.

We present gross profit per pound of copper usath b “by-product” method and a “co-product” meth@ée use the bproduct method in o
presentation of gross profit per pound of coppeahbsee (1) the majority of our revenues are coppernues, (2) we produce and sell one
product, concentrates, which contains copper, gottisilver, (3) it is not possible to specificadlysign our costs to revenues from the copper,
gold and silver we produce in concentrates, (#)tihe method used to compare mining operatioeegitain industry publications and (5) it is
the method used by our management and our Bodbite@gtors to monitor our operations. In the co-prodmethod presentation, costs are
allocated to the different products based on thative revenue values, which will vary to theeetour metals sales volumes and realized
prices change.

Because of the fixed nature of a large portionwfapsts, unit costs vary significantly from periodperiod depending on volumes of copper
and gold sold during the period. Higher unit siteduction and delivery costs in 2006, compared @05, primarily reflected lower sales
volumes resulting from mine sequencing in the Geeglopen pit, higher input costs (including enem@yll the impact of adopting EITF 04-6
(see Note b above, “New Accounting Standards” aateN). While lower volumes constitute the larggshponent of variance on a unit basis,
we have experienced significant increases in oodyetion costs in recent years primarily as a tesfuligher energy costs and costs of other
consumables, higher mining costs and milling rdtmr costs and other factors. Aggregate energiscwhich approximated 22 percent of PT
Freeport Indonesia’s 2006 production costs, pripanclude purchases of approximately 100 milliailgns of diesel per year and
approximately 650,000 metric tons of coal per yBaesel prices have nearly tripled since the bagipief 2003 and our coal costs are
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approximately 40 percent higher. The costs of otle@sumables, including steel and reagents, alge inareased. Our costs also have been
affected by the stronger Australian dollar agaihstU.S. dollar (approximate 40 percent increaseesihe beginning of 2003), which
comprised approximately 15 percent of PT Freepatbhesia’s 2006 production costs. We are pursuisgreduction initiatives to mitigate the
impacts of these increases.

Unit treatment charges vary with the price of cappead unit royalty costs vary with prices of coppad gold. In addition, market rates for
treatment charges have increased significantlyesk®4 and will vary based on PT Freeport Indoresiastomer mix. The copper royalty rate
payable by PT Freeport Indonesia under its ConoBi®{ork varies from 1.5 percent of copper net meat a copper price of $0.90 or less per
pound to 3.5 percent at a copper price of $1.1ane per pound. The Contract of Work royalty ratedold and silver sales is 1.0 percent.

In connection with our fourth concentrator mill @xsion completed in 1998, PT Freeport Indonesieeatjto pay the Government of Indonesia
additional royalties (royalties not required by entract of Work) to provide further support te flacal governments and the people of the
Indonesian province of Papua (see Note 1). Thetiaddl royalties are paid on production exceedipgcefied annual amounts of copper, gold
and silver expected to be generated when PT Frekmlimesia’s milling facilities operate above Z) metric tons of ore per day. PT
Freeport Indonesia’s royalty rate on copper ne¢meres from production above the agreed levelsubldahe Contract of Work royalty rate,
and the royalty rates on gold and silver sales fppoduction above the agreed levels are tripleCtbietract of Work royalty rates.

Royalty costs totaled $126.0 million in 2006, comggawith $103.7 million in 2005. Additional royads, discussed above, totaled $0.1 million
in 2006 and $18.1 million in 2005. If copper prieagrage $2.50 per pound and gold prices averag@ & ounce during 2007, we would
expect royalty costs to total approximately $93ioml ($0.09 per pound of copper) in 2007. Theseredes assume 2007 sales volumes of 1.1
billion pounds of copper and 1.8 million ouncegyofd.

As a result of the lower copper production andsatdumes in 2006, PT Freeport Indonesia’s unitegpgtion rate increased compared with
2005. Because certain assets are depreciatedtmightline basis, the unit rate will vary withetltevel of copper production and sales. In
addition, the changes to the long-range mine piscudsed above that impact Grasberg open-pit resevill impact unit rates. As a result, for
2007, PT Freeport Indonesia expects its depreaiaite to average $0.18 per pound compared witt6§ier pound for 2006.

PT Freeport Indonesia has a labor agreement cayigsimourly paid Indonesian employees, the keyigions of which are renegotiated
biannually. In June 2005, PT Freeport Indonesiaisngorkers agreed to terms for a new labor agesgrthat expires in September 2007. PT
Freeport Indonesia’s relations with the workersonrhave generally been satisfactory.

Unit Net Cash Costs: By-Product Method - Unit redlt costs per pound of copper calculated usingrdguct method is a measure intended
to provide investors with information about theltgenerating capacity of our mining operations egped on a basis relating to our primary
metal product, copper. PT Freeport Indonesia ugssrteasure for the same purpose and for monitaegating performance by its mining
operations. This information differs from measuséperformance determined in accordance with gdiyeaacepted accounting principles and
should not be considered in isolation or as a gubsfor measures of performance determined im@ance with generally accepted
accounting principles. This measure is presenteatigr copper and gold mining companies, althougineeasures may not be comparable to
similarly titted measures reported by other comesani

Unit site production and delivery costs average®%$per pound of copper in 2006, $0.38 per pougtéithan the $0.65 reported in 2005.
Unit site production and delivery costs in 2006 evadversely affected by lower volumes, higher irqusts (including energy) and adoption of
EITF 04-6 (see “New Accounting Standards” and Nigte=or 2005, unit costs benefited from the defefatripping costs totaling $0.05 per
pound.
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Gold and silver credits averaged $0.93 per pourgD@6, compared with $0.89 per pound in 2005. Tieeeiase for 2006 primarily reflects
lower copper sales volumes and higher averagezeghtjold prices, compared with 2005. Treatmentgdsmincreased to $0.40 per pound in
2006 from $0.24 per pound in 2005 primarily becaafdaigher market rates and higher copper pricesuding the effects of price participati
under our concentrate sales agreements. Royafti& 10 per pound in 2006 were higher than the p£r pound in 2005 because of higher
copper and gold prices.

Assuming 2007 average copper prices of $2.50 penghand average gold prices of $600 per ounce emid\eement of current 2007 sales
estimates, PT Freeport Indonesia estimates thanitsal 2007 unit net cash costs, including gottisiver credits, would approximate $0.63
per pound. Estimated unit net cash costs for 20@ pjected to be slightly higher than the 200érage, primarily because of lower 2007
copper sales volumes partially offset by lowertmmesnt charges and higher gold credits. Becausm#jerity of PT Freeport Indonesia’s costs
are fixed, unit costs vary with the volumes sold.

Unit Net Cash Costs: Co-Product Method - Usingatioroduct method, unit site production and delivassts in 2006 averaged $0.79 per
pound of copper, compared with $0.44 in 2005. Fdd,gunit site production and delivery costs in @@¥eraged $156 per ounce, compared
with $108 in 2005. As discussed above, unit sitelpction and delivery costs in 2006 were primairitpacted by lower volumes, higher input
costs (including energy) and the adoption of EIFE0 Treatment charges per pound and per ouncehigiier in 2006 primarily because of
higher market rates and copper prices. Royaltieppend and per ounce were also higher in 2006usecaf higher copper and gold prices
compared with 2005.

PT Freeport Indonesia Operating Rest- 2005 Compared with 2004

PT Freeport Indonesia achieved significantly highreduction and sales in 2005, reflecting highergnades and milling rates than in 2004.
Copper sales volumes totaled 1.5 billion pound0@5, approximately 50 percent higher than thebillidn pounds reported in 2004. Copper
price realizations of $1.85 per pound in 2005 w8 per pound higher than the 2004 realizatié$ 87 per pound. Gold sales volumes
totaled a record 2.8 million ounces in 2005, 93pet higher than the 1.4 million ounces reporte?ldf4. Gold price realizations of $456.27
per ounce in 2005 were nearly $44 an ounce hidtaer 2004 realizations of $412.32 per ounce.

Market rates for treatment and refining chargesabeg increase significantly in late 2004, and Pdeport Indonesia’s average 2005 rate
exceeded its average 2004 rate. Royalties totdled.$ million in 2005 and $43.5 million in 2004fleeting higher sales volumes and metal
prices.

Mill throughput averaged 216,200 metric tons of ior2005, compared with 185,100 metric tons ofinr2004. Following the fourth-quarter
2003 Grasbherg open-pit slippage and debris flomtsyave accelerated the removal of overburden anddriow-grade ore prior to restoring
safe access to higher-grade ore areas in the secamter of 2004 and resuming normal milling ratedune 2004. As a result, mill throughput
was lower in 2004. Approximate average daily thiqug processed at our mill facilities from eactoof producing mines follows (metric tons
of ore per day):

Years Ended December 31,

2005 2004
Grasberg open pit 174,20( 141,50(
Deep Ore Zone 42,00( 43,60(
Total 216,20( 185,10(

Production from the DOZ underground mine averagg8@D metric tons of ore per day in 2005, repreésgrit9 percent of mill throughput.
Copper ore grades averaged 1.13 percent in 20@fa@d with 0.87 percent in 2004, and copper reyoates were 89.2 percent, compared
with 88.6 percent for 2004. In 2005, gold ore geadeeraged 1.65 g/t, compared with 0.88 g/t in 2@0d gold recovery rates averaged 83.1
percent in 2005, compared with 81.8 percent in 2004 2005 grades reflect the return to
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normal mining operations at Grasberg, includingeastng higher-grade material in accordance withnaine plan.

Gross Profit per Pound of Copper/per Ounce of Gald Silver

Year Ended December 31, 2004

Pounds of copper sold (000s) 991,60( 991,60(
Ounces of gold sold 1,443,001
Ounces of silver sold 3,257,80!
By-Product Co-Product Method
Method Copper Gold Silver
Revenues, after adjustments shown below $1.37 $1.37 $412.3: $6.1(a

Site production and delivery, before net non-

cash and nonrecurring credits shown below 0.7 0.5%¢ 159.1°¢ 2.5¢¢
Gold and silver credits (0.62) - - -
Treatment charges 0.2C 0.14 42.17 0.6¢
Royalty on metals 0.0t 0.0c 9.0¢€ 0.1t

Unit net cash cos® 0.4C 0.7¢ 210.3¢ 3.3¢
Depreciation and amortization 0.17 0.12 35.0¢ 0.5¢
Noncash and nonrecurring credits, § - (0.89) (0.09)

Total unit costs 0.57 0.82 244 .5; 3.94
Revenue adjustments, primarily for pricing

on prior period open sales 0.0z¢ 0.02 0.1t 0.1C
PT Smelting intercompany profit elimination (0.09) (0.09) (2.87) (0.0%)
Gross profit per pound/ounce $0.81 $0.5¢ $165.0 $2.21

a. Amount was $ 6.54 before a loss resulting from ngotéon of FCX's Silver-Denominated Preferred Stock.

b. Net of deferred mining costs totaling $77.8 million$0.08 per pount

c. Net of deferred mining costs totaling $53.6 milli@n$0.05 per pound for copper, $23.4 million 062D per ounce for gold and $(
million or $0.26 per ounce for silver.

d. For a reconciliation of unit net cash costs to picithn and delivery costs applicable to sales teplon FCX's consolidated financial
statements refer to “Product Revenues and ProduCtists.”

e. Includes a $1.4 million or less than $0.01 per gblmss on the redemption of FCX’s Silver-Denomida®eeferred Stock.

Unit Net Cash Costs: By-Product Methodnit site production and delivery costs in 2005raged $0.65 per pound of copper, $0.12 per pi
lower than the $0.77 reported in 2004. Unit sitedoiction and delivery costs in 2005 benefited flugher copper sales volumes resulting fi
higher ore grades, but were adversely affecteddiyei energy costs and costs of other consumatilgser mining costs and milling rates,
labor costs and other factors.

Gold and silver credits increased to $0.89 per gdnr2005, compared with $0.62 per pound in 208#ecting higher gold sales volumes and
average realized prices in 2005. Treatment changesased to $0.24 per pound in 2005 from $0.2(ppend in 2004 primarily because of
higher copper prices and higher treatment rategafes of $0.07 per pound in 2005 were higher tieenroyalties of $0.05 per pound in 2004
primarily because of higher copper and gold praoes sales volumes.

Unit Net Cash Costs: Co-Product Method - Usingatrroduct method, unit site production and dejivassts in 2005 averaged $0.44 per
pound of copper, compared with $0.53 in 2004. Fdd,gunit site production and delivery costs in 2@¥eraged $108 per ounce, compared
with $159 in 2004. As discussed above, unit sitelpction and delivery costs in 2005 benefited flagher sales volumes resulting from
higher ore grades, but were adversely affecteddiyen energy costs and costs of other consumdtilgser mining costs and milling rates,
labor costs and other factors. Treatment charges pe
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pound of copper were higher in 2005 primarily bessaaf higher rates and copper prices, while treatmmiearges per ounce of gold were
slightly lower in 2005 primarily because of our imed of allocating these costs. Royalties per pamitiper ounce were higher in 2005 bec:
of higher sales volumes and realized prices contpaith 2004.

PT Freeport Indonesia Sales Outlc

PT Freeport Indonesia sells its copper concentgategrily under long-term sales agreements denatethin U.S. dollars, mostly to
companies in Asia and Europe and to internatiaaaling companies. PT Freeport Indonesia expecshiége of sales to approximate 1.1 bill
pounds of copper and 1.8 million ounces of goldZ@d7 and to average 1.24 billion pounds of coppelr 1.8 million ounces of gold annually
over the next five years (2007 - 2011). At the Beaig mine, the sequencing in mining areas withingrgre grades causes fluctuations in the
timing of ore production, resulting in varying qteaty and annual copper and gold sales.

PT Freeport Indonesia has long-term contractsduwige approximately 60 percent of Atlantic Coppexpper concentrate requirements at
market prices and nearly all of PT Smelting’s copgmcentrate requirements. Under the PT Smeltimgract, for the first 15 years of PT
Smelting’s operations beginning December 1998{réetment and refining charges on the majorityhef¢oncentrate PT Freeport Indonesia
provides will not fall below specified minimum ratesubject to renegotiation in 2008. The rate wag3per pound during the period from the
commencement of PT Smelting’s operations in 1998 April 2004, when it declined to a minimum of £Q per pound. PT Smelting’s rates
for 2007 are expected to exceed the minimum $0e2ppund (see “Smelting and Refining”). Currenesaare higher than the minimum rate.

Exploration and Reserves

During 2006, PT Freeport Indonesia added 41.8 enilihetric tons of ore averaging 0.66 percent coppdr0.70 g/t gold associated with
positive drilling results at the Mill Level Zone @Deep Mill Level Zone deposits, a 387-million-metion complex with average grades of
1.02 percent copper and 0.81 g/t gold. PT Fredpddnesia’s reserve estimates also reflect revisienulting from changes to its long-range
mine plans.

Net of Rio Tint(s share, PT Freeport Indonesia’s share of prowehpaobable recoverable reserves as of Decemb@0886, was 38.8 billion
pounds of copper, 41.Imillion ounces of gold and 128.0 million ouncessitWer. FCX’s equity interest in proven and proleai#coverable
reserves as of December 31, 2006, was 35.2 bjflitamds of copper, 37.2 million ounces of gold afhé.@ million ounces of silver (see Note
13). Estimated recoverable reserves were assessegaicopper price of $1.00 per pound and a gote pf $400 per ounce. If we adjusted
metal prices used in our reserve estimates topghmaimate average London spot prices for the fase years ($2.01 per pound of copper and
$486 per ounce of gold), the additions to proves robable reserves would not be material to regareserves.

Our aggregate exploration budget for 2007, inclgd®io Tinto’s share, is expected to total approxegha$31 million (approximately $25
million for our share). PT Freeport Indonesia’s lexation efforts in 2007 within Block A of its Canatct of Work will continue to test
extensions of the Deep Grasberg and Kucing Liaemomplex. Engineering studies are under way torparate positive drilling results from
2006 activities at Deep Grasberg and Kucing LidrHreeport Indonesia also expects to test the ggmotential of the Wanagon gold
prospect and the Ertsberg open-pit resource, alhthegin testing for extensions of the Deep MilMegZone deposit and other targets in the
space between the Ertsberg and Grasberg minetahsy$rom the new Common Infrastructure tunnelstied at the 2,500 meter level.

During 2007, we plan to resume exploration actgitiwhich had been suspended in recent yearsitaircprospective areas outside Block A.
The Indonesian government previously approved swspes of our field exploration activities outsiofieour current mining operations area,
which have been in suspension in recent years beaafisafety and security issues and regulatorgrtaiaty relating to a possible conflict
between our mining and exploration rights in cerfarest areas and an Indonesian Forestry law ed@ttl 999 prohibiting open-pit mining in
forest preservation areas. The current
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suspensions were granted for one-year periods grdibruary 26, 2007, for Block B and March 30, 2307 PT Nabire Bakti Mining. Recent
Indonesian legislation permits open-pit mining ih Rreeport Indonesia’s Block B area, subject taaderequirements. Following an
assessment of these requirements and a revievewfitydssues, we plan to resume exploration digigiin certain prospective Contract of
Work areas outside of Block A in 2007.

SMELTING AND REFINING OPERATIONS

Our investment in smelters serves an importantiro@ir concentrate marketing strategy. PT Freepoldnesia generally sells under lotggm
contracts approximately one-half of its concentpateduction to its affiliated smelters, Atlantic @er and PT Smelting, and the remainder to
other customers. Treatment charges for smeltingafiting copper concentrates represent a cost tBrBeport Indonesia and income to
Atlantic Copper and PT Smelting. Through downstréategration, we are assured placement of a sgmifiportion of our concentrate
production. Low smelter treatment and refining gearprior to 2005 adversely affected the operatisglts of Atlantic Copper and benefited
the operating results of PT Freeport Indonesiaisimgi operations. Smelting and refining charges isbio$ a base rate and, in certain contracts,
price participation based on copper prices. Mar&gts for treatment and refining charges have &sme significantly since late 2004 as
worldwide smelter availability was insufficient @&ecommodate increased mine production and becdlngher copper prices. However, more
recently, market rates have declined. Higher treatrand refining charges benefit our smelter opmratand adversely affect our mining
operations. Taking into account taxes and minanityership interests, an equivalent change in P&gen Indonesia’s and Atlantic Copper’s
smelting and refining charge rates essentiallyetéfén our consolidated operating results.

Atlantic CoppelOperating Results
Years Ended December 31,

(In Millions) 2006 2005 2004
Gross profit (loss) $ 920.C $ 45€ $ (69.9
Add depreciation and amortization expense 33.2 29.C 28.€
Other (0.7) 3.7 16.42
Cash margin (deficit) $ 1232 $ 785§ (24.9°

Operating income (loss) (in millions) $ 745 % 34t % (83.5)
Concentrate and scrap treated (metric tons) 953,70( 975,40( 768,10(
Anodes production (000s of pounds) 581,30( 626,60( 494,40(
Treatment rates per pound $0.3¢ $0.2¢ $0.1¢
Cathodes sales (000s of pounds) 529,20( 548,60( 479,20(°
Cathode cash unit cost per potd $0.2( $0.1% $0.2¢
Gold sales in anodes and slimes (ounces) 666,50( 542,80( 316,70(

. Includes a $9.8 million charge for Atlantic Coppenorkforce reduction plan.

Includes costs related to Atlantic Copper’s 51-gd®jor maintenance turnaround totaling $27.5 million

Includes sales of wire rod and wire. In DecembdX42@tlantic Copper completed a sale of its wird amd wire assets.

For a reconciliation of cathode cash unit costgmmd to production costs applicable to sales tedan FCX'’s consolidated financial
statements refer to “Product Revenues and ProduClists” below.
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Atlantic CoppelOperating Results - 2006 Compared with 2005

Atlantic Copper’s operating cash margin was $123illon in 2006, compared with $78.3 million in 2B0Atlantic Copper reported operating
income of $74.5 million in 2006, compared with $#illion in 2005. The positive results in 2006mpairily reflect higher treatment charges,
partially offset by higher unit costs. The next ntahance activity at Atlantic Copper is a 23-daynmemance turnaround currently scheduled
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for the second quarter of 2007, which is expeabealdversely affect costs and volumes resultingiiagproximate $25 million impact on 2007
operating results. Major maintenance turnaroungE&ly occur approximately every nine years folaitic Copper, with significantly shorter
term maintenance turnarounds occurring in the imter

Atlantic Copper treated 953,700 metric tons of @mrate and scrap in 2006, compared with 975,4Qfieviens in 2005. Cathode production
totaled 518.9 million pounds and sales totaled B28illion pounds during 2006, compared with cathpdeduction of 545.3 million pounds
and sales of 548.6 million pounds during 2005. Ga¢hproduction and sales volumes were lower in 2006arily because of lower refinery
output.

Atlantic Copper’s treatment charges (including enparticipation), which reflect charges paid byMR&eport Indonesia and third parties to
Atlantic Copper to smelt and refine concentratesraged $0.33 per pound in 2006 and $0.23 per pouR@d05. The increase in treatment
charges in 2006 reflects higher market rates aiog participation under the terms of Atlantic Coppeoncentrate purchase and sales
agreements. Treatment charge rates have increigsdficantly since late 2004 with increased minedurction and higher copper prices.
However, more recently, treatment charge rates Hagkned. Assuming copper prices of $2.50 per gdon 2007, Atlantic Copper expects
these rates to average approximately $0.26 percpiouR007. Atlantic Copper’s cathode cash unit gestpound of copper averaged $0.20 in
2006 and $0.17 in 2005. Higher unit costs in 200 arily reflect the impact of lower volumes andjhér operating costs.

We defer recognizing profits on PT Freeport Indieiesales to Atlantic Copper and on 25 perce®DFreeport Indonesia’s sales to PT
Smelting until the final sales to third parties ocaChanges in these net deferrals resulted irdditian to our operating income totaling $32.4
million ($17.1 million to net income or $0.08 pédrase) in 2006, compared with a reduction of $148illlon ($77.8 million to net income or
$0.35 per share) in 2005. At December 31, 2006netideferred profits on PT Freeport Indonesia entrate inventories at Atlantic Copper
and PT Smelting to be recognized in future periodst’'income after taxes and minority interest steatdtaled $100.8 million. Based on copper
prices of $2.50 per pound and gold prices of $680gpunce for 2007 and current shipping schedulessstimate that the net change in defe
profits on intercompany sales will result in a d&xge to net income of approximately $60 milliothia first quarter of 2007. The actual change
in deferred intercompany profits may differ subsitly from this estimate because of changes irtitheng of shipments to affiliated smelters
and metal prices.

As of December 31, 2006, FCX’s net investment ilatic Copper totaled approximately $170 millioig X had a $189.5 million loan
outstanding to Atlantic Copper and Atlantic Coppetébt to third parties under nonrecourse finanaimgngements totaled $5.6 million.

Atlantic CoppelOperating Results - 2005 Compared with 2004

Atlantic Copper’s operating cash margin was $78lBan in 2005, compared with a deficit of $24.4lhain in 2004. The deficit in 2004 was
primarily attributable to Atlantic Copper’s scheddimajor maintenance turnaround, which began ircMaf04 and was completed in May
2004. Atlantic Copper reported operating incom&3#4.8 million in 2005, compared with operating Essf $83.5 million in 2004. The
positive results in 2005 primarily reflect highezdtment charge rates, realized benefits from tredsiction and operational enhancement
effort and copper market pricing conditions, pdistiaffset by higher energy costs, compared witB£20w~hich included the major maintenance
turnaround referenced above and a $12.0 milliomgehtor workforce reductions. The maintenance trouad adversely affected costs and
volumes resulting in impacts of approximately $4iliom, including an approximate $12 million imp&ecbm lower volumes, on 2004
operating results and net income.

Atlantic Copper treated 975,400 metric tons of @miate and scrap in 2005, compared with 768,1Qfieviens in 2004. Cathode production
totaled 545.3 million pounds and sales totaled G4dllion pounds during 2005, compared with cathpdeduction of 454.7 million pounds
and sales of 479.2 million pounds during 2004. hittaCopper’s cathode cash unit cost per pounapper averaged $0.17 in 2005 and $0.25
in 2004. Unit costs in 2004 were adversely affettgdbwer production and higher costs
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from the maintenance turnaround. Atlantic CoppEatment charges averaged $0.23 per pound in 09%0.16 per pound in 2004. Excess
smelter capacity, combined with limited copper @mntcate availability, resulted in historically Idang-term treatment and refining rates for
several years prior to 2005.

During 2004, Atlantic Copper undertook a cost reitucand operational enhancement plan designeeldiace unit costs, including a reduction
in workforce, and enhance operational and admatistr efficiencies. In addition, in December 20B84antic Copper completed a sale of its
wire rod and wire assets for $18.3 million caskuteng in a $7.5 million gain. The sale has end#dantic Copper to simplify its business i
management structure and reduce working capitaliregents.

PT Smelting Operating Resu
Years Ended December 31,

(In Millions) 2006 2005 2004

PT Freeport Indonesia sales to PT Smelting $ 1,202 $ 1,008 $ 696.(
Equity in PT Smelting earnings 6.5 9.3 2.C
PT Freeport Indonesia operating profits deferred 3.0 23.€ 13.¢

PT Smelting Operating Resu- 2006 Compared with 2005

PT Freeport Indonesia accounts for its 25 peragatést in PT Smelting using the equity method pnodides PT Smelting with substantially
all of its concentrate requirements (see Note B)Shelting treated 737,500 metric tons of conceatima2006 and 908,900 metric tons in 2(
During 2006, PT Smelting completed an expansioitsgiroduction capacity from 250,000 metric tonsopper per year to 275,000 metric 1
of copper per year. PT Smelting produced 479.7onilpbounds of cathodes and sold 483.7 million psuifccathodes in 2006, compared with
production of 579.7 million pounds and sales of.984illion pounds in 2005. The lower volumes in 8@@imarily reflect a 22-day
maintenance turnaround in the second quarter an8inRalting’s temporary suspension of operationsrregg in October 2006 and ending in
mid-December 2006 following an equipment failuréhat oxygen plant supplying the smelter. Major rtexiance turnarounds typically occur
approximately every four years for PT Smelting hndtgnificantly shorter term maintenance turnarcuimcthe interim. The next major
maintenance turnaround is scheduled for 2008.

PT Smelting’s cathode cash unit costs averaged$2pound in 2006, compared with $0.13 per ponr&D05, primarily reflecting the
impacts of the maintenance turnaround, the tempa@aspension of operations discussed above aneéhagtergy costs in 2006 (see “Product
Revenues and Production Costs”).

In late 2005 and early 2006, PT Smelting enteréaltiedging contracts to fix a portion of its reveaudhrough 2007. FCX’s share of the
unrealized losses on these contracts totaled $illidmmafter taxes and minority interest shariag,of December 31, 2006, and is recorded in
accumulated other comprehensive income in stockhnslequity.

PT Smelting Operating Resu- 2005 Compared with 2004

PT Smelting treated 908,900 metric tons of conegatin 2005 and 758,100 metric tons in 2004. Higloeicentrate tonnage from PT Freeport
Indonesia in 2005 resulted in higher productiompared with 2004 when PT Freeport Indonesia’s petida was much lower. PT Smelting
produced 579.7 million pounds of cathodes and 589 million pounds of cathodes in 2005, compavigd production of 464.0 million
pounds and sales of 462.9 million pounds in 2004Skeltings cathode cash unit costs averaged $0.13 per po@D5 and $0.12 per pou

in 2004, reflecting higher energy costs in 2003Ipaffset by higher volumes (see “Product Reveramd Production Costs”). The 2004
production volumes and unit costs were impacteBbBysmelting’s 31-day maintenance turnaround insteond quarter of 2004.
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CAPITAL RESOURCES AND LIQUIDITY

Our operating cash flows vary with prices realif@dcopper and gold sales, our production levelgdpction costs, cash payments for income
taxes and interest, other working capital changesather factors. Over the last two years, we lggreerated cash flows significantly greater
than our capital expenditures and debt maturi@esnmon stock dividends totaled $915.8 million i©@Qincluding four supplemental
dividends totaling $677.7 million ($3.50 per shaf@yir current regular annual common stock dividevitich is declared by our Board, is $1
per share, paid at a quarterly rate of $0.3125pare.

We purchased 2.0 million shares of our common stock99.8 million ($49.94 per share average) dytire second quarter of 2006 and have
purchased a total of 7.8 million shares for $278ilion ($36.05 per share average) under the Baattorized 20-million share open market
purchase program. As of January 31, 2007, 12.2amiflhares remain available under the Board aw@dr20-million share open market
purchase program.

Our financial policy has been to reduce debt aharmecash to shareholders through dividends anceghachases. Our proposed acquisition of
Phelps Dodge will require that we incur significdebt to consummate the transaction and to refmamisting debt. The combined company,
on a pro forma basis, will have approximately $1illlon of debt under its new senior secured teredit facilities, and either $6.0 billion in
aggregate principal amount of new unsecured sewis or a $6.0 billion bridge loan (or some coration of the two). In addition,
approximately $1.6 billion of existing debt of tbembined companies will remain outstanding follogithe transaction. The combined
company is also expected to have a new $1.5 bidl@mor secured revolving credit facility with aakt $1.0 billion of availability.

This debt could limit the combined company’s finahand operating flexibility, including by requig the combined company to dedicate a
substantial portion of its cash flows from opermat@nd the proceeds of equity issuances to thgmege of its debt and making the combined
company more vulnerable to economic downturns.

Additionally, the combined company’s ability toiséy financial tests or utilize third-party guaraas for financial assurance with respect to
reclamation obligations may be adversely impacted gesult of the increase in debt. We have coreidéis contingency in our financing

plans for the transaction.

Upon consummation of the transaction, we must cgmyith various covenants contained in our credieagnent. These covenants will, ami
other things, limit our ability to:

« incur additional debt or liens or enter into saadeback transactions;

« make payments in respect of, or redeem or acquétat, or equity issued by us, including the paynoémtividends on common
stock;

» sell assets or enter into mergers or acquisitions;

« make loans or investments; or

« enter into certain hedging transactions.
In addition, the combined companies will be subjeatther financial covenants. In the event wetdleterminate the transaction, we would be
obligated to pay Phelps Dodge a termination fe&33%.0 million. Should Phelps Dodge elect to teaterthis transaction, they would be

obligated to pay FCX a termination fee of $750.0iam.

The information contained in the discussion of capital resources and liquidity does not refleetithpact of us acquiring Phelps Dodge.
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Operating Activities

We generated operating cash flows totaling $1/8hilnet of $113.9 million that we used for worginapital, during 2006, compared with
approximately $1.6 billion, including $178.8 millidrom working capital sources, during 2005. Theréase in operating cash flows for
2006 primarily reflected higher net income resgtfrom higher copper and gold prices.

Our operating cash flows totaled approximately $illéon in 2005, compared with $341.4 million, Inding $85.9 million received as a
settlement from insurance coverage related toaheH-quarter 2003 slippage and debris flow evants$130.7 million used for working
capital, in 2004. The significant improvement irD8Gcompared with 2004 primarily reflects signifidgrhigher production and sales and
higher copper and gold prices and a decrease ikimgpcapital requirements. For 2004, significargsusf cash from operating activities
included increases in deferred mining costs, adsou@teivable and inventories.

Operating activities are expected to generate ipesitish flows for the foreseeable future basedntditipated operating results and metal
prices. Using estimated sales volumes for 2007aasdming prices of $2.50 per pound of copper a@d $&r ounce of gold, we would
generate operating cash flows in excess of $1lidih 2007.

Investing Activitie:

Total capital expenditures of $250.5 million in B0Pere higher than the $143.0 million in 2005, eefing an increase in expenditures for long-
term development projects. Our capital expendittwe2006 included approximately $56 million forgBGossan, $17 million for the DOZ
expansion, $23 million for the Grasberg undergroaredbody and $9 million for the Common Infrasturetproject. Capital expenditures in
2005 included approximately $16 million for the D@xXpansion and $19 million for the Common Infrastiwe project. The largest individual
capital expenditures of the total $141.0 million 2004 primarily related to long-term developmerdjects, including approximately $37

million for development of the DOZ mine. Capitapexditures, including approximately $200 milliom fong-term projects, are estimated to
total $400 million for 2007 and average $275 milljger year over the next five years.

Cash flows from the sale of assets totaled $33l@miduring 2006, primarily from Atlantic Coppertlisposition of land and certain royalty
rights. In 2005, we sold a parcel of land in Ariadreld by a joint venture in which we own a 50 petdnterest and our share of net cash
proceeds from the sale totaled $6.6 million. In208is same joint venture completed the salerenbestate developer of a parcel of land in
Arizona where the joint venture previously was gyeghin a copper mining research project. Our sbnet cash proceeds from the sale
totaled $21.6 million. Also in 2004, Atlantic Coppsompleted a sale of its wire rod and wire asaptsreceived $18.3 million cash. Through
December 31, 2006, we had paid $4.6 million fotsoslated to our proposed acquisition of Phelpddeo

PT Freeport Indonesia’s share of insurance settiepr@ceeds related to its 2003 open-pit slippdgienc which represented a recovery of
property losses, totaled $2.0 million in 2005 a6dB%$million in 2004.

In 2001, we sold $603.8 million of 8%:% Convertilflenior Notes due 2006. The terms of the notes medjtinat we use $139.8 million of the
proceeds to purchase a portfolio of U.S. governraeatrrities to secure and pay for the first sixiaamual interest payments. We sold $6.7
million of these restricted investments in 20044&y interest. Conversions of these notes to egllibyved us to sell $15.1 million of our
restricted investments during 2004 (see below)hénfirst quarter of 2004, Atlantic Copper repagiworking capital revolving credit facility
that was secured by certain copper concentratefoig resulting in the release of $11.0 millionpoéviously restricted cash.

Financing Activities

As of December 31, 2006, we had total unrestriceh and cash equivalents of $907.5 million aral tnitstanding debt of $680.1 million.
Total debt was reduced by a net $575.8 millionrp&006, including from the following transactions:
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» $286.1 million for the completion of a tender offerinduce conversion of 7% Convertible Senior Natae 2011 into 9.3 million
shares of FCX common stock;

« $167.4 million for the mandatory redemption of G@ldnominated Preferred Stock, Series Il for $236ilion;
« $12.5 million for the final mandatory redemptionSifver-Denominated Preferred Stock for $25.8 olli

« $30.5 million for privately negotiated transactidnsnduce conversion of 7% Convertible Senior Natae 2011 into 1.0 million
shares of FCX common stock; and

« $11.5 million for the purchase in an open markaseaction of 13% Senior Notes due 2010 for $12.4 million.

In connection with these transactions, we recordtedges of $114.3 million ($73.9 million to netamee, net of related reduction of interest
expense, or $0.33 per share) in 2006. The portithese charges related to the mandatory redengptibour gold- and silver-denominated
preferred stock are recorded in revenues in acacedwith our accounting policy for these instrunsesmd totaled $82.2 million in 2006.

Following the debt repayments and redemptions d2D06, we have $19.1 million in debt maturities2007 and $46.1 million for the three-
year period of 2007 through 2009. We have the aptocall our 1%% Senior Notes due 2010 (outstanding principal arhoti$272.4 million
beginning February 2007.

In July 2006, FCX and PT Freeport Indonesia enteredan amended credit agreement for a $465 mili@volving credit facility to refinance
its previous $195 million facility that was schegito mature in September 2006. The new facilityictv can be expanded to up to $500
million with additional lender commitments, mature2009 and no amounts are outstanding underattitty.
During 2005, debt was reduced by $696.0 milliomngrily reflecting the following transactions:
» prepayment of $187.0 million of Puncakjaya Powbgsk debt;
» purchases in open market transactions of
0 $216.1 million of 10:% Senior Notes due 2010 for $239.4 million;
0 $11.1 million of 7.50% Senior Notes due 2006 fot $1million; and
0 $4.4 million of 7.20% Senior Notes due 2026 forl$dhillion;

« privately negotiated transactions to induce corigarsf $251.3 million of 7% Convertible Senior Nstéue 2011 into 8.1 million
shares of FCX common stock; and

« the partial mandatory redemption of $12.5 millidr&dver-Denominated Preferred Stock for $17.5 il
We recorded charges of $57.2 million ($42.9 milltomet income, net of related reduction of inteeepense, or $0.19 per share) in 2005 in
connection with these transactions. The portiothe$e charges related to the partial mandatorymptien of the Silveenominated Preferr

Stock totaled $5.0 million and is recorded in rayen

In 2004, the partial mandatory redemption of olve3iDenominated Preferred Stock totaled $13.9iomllThe charge of $1.4 million ($0.7
million to net income or less than $0.01 per shezkgted to this redemption is recorded in revenues

In 2003, our Board of Directors approved a new apanket share purchase program for up to 20 miioares, which replaced our previous
program. Through February 12, 2007, we had acqur@adnillion
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shares in 2006 for $99.8 million ($49.94 per slarerage), 2.4 million shares in 2005 for $80.2iomll($33.83 per share average) and 3.4
million shares in 2004 for $99.5 million ($29.39% share average) and 12.2 million shares remaiitedl@ The timing of future purchases of
our common stock is dependent on many factors dmatuthe price of our common shares, our cash flamgsfinancial position, copper and
gold prices and general economic and market camditi

In February 2003, our Board of Directors authoritealinitiation of an annual cash dividend on comenon stock of $0.36 per share, incree
the dividend in October 2003 to an annual rate0o8® per share and increased the dividend agddtiober 2004 to an annual rate of $1.0(
share. In November 2005, our Board of Directorseéased our annual common stock dividend to itsectimmount of $1.25 per share, whic
payable quarterly ($0.3125 per share).

Since December 2004, we have paid eight suppleindimtdends totaling $994.8 million ($5.25 per sélain 2006, common stock dividends
totaled $915.8 million ($4.75 per share), includiagr supplemental dividends totaling $677.7 milli$3.50 per share). Common stock
dividends totaled $452.5 million in 2005 ($2.50 pkare), including $272.3 million ($1.50 per shdoe)three $0.50 per share supplemental
dividends. In 2004, common stock dividends tot&i2€8.8 million ($1.10 per share), including $44.Mian for a $0.25 per share suppleme
dividend.

The declaration and payment of dividends is atlikeretion of our Board of Directors. The amounbof current quarterly cash dividend
($0.3125 per share) on our common stock and theildespayment of additional future supplementahadisidends will depend on our
financial results, cash requirements, future prospehe outcome of our proposed acquisition ofpzhBodge and other factors deemed
relevant by our Board of Directors.

Cash dividends on preferred stock ($60.5 millio2@96, $60.5 million in 2005 and $35.5 million i) represent dividends on our 5%2%
Convertible Perpetual Preferred Stock which we golarch 2004 (see below). Cash dividends to nifiydnterests represent dividends paid
to the minority interest owners of PT Freeport Inelsia and Puncakjaya Power. Pursuant to the testgfi@yment covenants in our’d%
Senior Notes and’@6 Senior Notes, the amount available for divideagrpents, purchases of our common stock and oth&fated payment
as of December 31, 2006, was approximately $75Bomil

In January 2004, we completed a tender offer aivaigly negotiated transactions for a portion of mmaining 8¥% Convertible Senior No
due 2006 resulting in the early conversion of $22#illion of notes into 15.8 million shares of F€&mmon stock. We recorded a $10.9
million charge to losses on early extinguishment eonversion of debt in connection with these cosie@s. The $10.9 million charge incluc
$6.4 million of previously accrued interest cosesulting in an equivalent reduction in interegpense. In June 2004, we called for redemption
on July 31, 2004, all of the remaining $66.5 milliof 8v2% Convertible Senior Notes. During July 208ifremaining notes were converted
into 4.7 million shares of FCX common stock. Aslafy 31, 2004, all of the 8¥4% Convertible Seniotééo which totaled $603.8 million at
issuance in 2001, had been converted into 42.2omidhares of FCX common stock.

In February 2004, we sold $350 million d&% Senior Notes due 2014 for net proceeds of $3#Mllibn. We used a portion of the proceeds to
repay $162.4 million of Atlantic Copper borrowingisd to refinance other FCX 2004 debt maturitiegamitic Copper recorded a $3.7 million
charge to losses on early extinguishment of debttelerate amortization of deferred financing £dstterest on the notes is payable
semiannually on February 1 and August 1. We magerdsome or all of the notes at our option at acavalkole redemption price prior to
February 1, 2009, and afterwards at stated redemptices. The indenture governing the notes cogtag¢rtain restrictions, including
restrictions on incurring debt, creating lienslisglassets, entering into transactions with &fés, paying cash dividends on common stock,
repurchasing or redeeming common or preferred yquiepaying subordinated debt and making investsa@uring 2004, we purchased in
open market $9.7 million of these notes for $8.8iom, which resulted in a net gain of $0.8 millioecorded as a reduction to losses on early
extinguishment and conversion of debt.
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In March 2004, we sold 1.1 million shares of 5%2%@Gwrtible Perpetual Preferred Stock for $1.1 hillfor net proceeds of $1.067 billion.
Each share of preferred stock was initially cortaéetinto 18.8019 shares of our common stock, emjaivt to a conversion price of
approximately $53.19 per common share. The cormersite is adjustable upon the occurrence of ceelagnts, including any quarter that our
common stock dividend exceeds $0.20 per share.rAsudt of the quarterly and supplemental commonokstividends paid through February
2007, each share of preferred stock is now corbleriinto 21.1568 shares of FCX common stock, edeintdo a conversion price of
approximately $47.27 per common share. Beginningchl&0, 2009, we may redeem shares of the prefetoett by paying cash, our common
stock or any combination thereof for $1,000 pershwus unpaid dividends, but only if our commaoocg&tprice has exceeded 130 percent of
the conversion price for at least 20 trading daitbiwa period of 30 consecutive trading days imiatady preceding the notice of redemption.
We used a portion of the proceeds from the saeitohase 23.9 million shares of FCX common stockexhby Rio Tinto for $881.9 million
(approximately $36.85 per share) and used the retaafor general corporate purposes. Rio Tintoomgér owns any equity interest in FCX;
however, it is still PT Freeport Indonesia’s joignture partner (see Note 2).

Debt Maturities Below is a summary (in millions) of our total debaturities based on loan balances as of Decemh&0886.

2007 2008 2009 2010 2011 Thereafter
Equipment loans and other $ 135 $ 135 $ 135 $ 102 $ 38 % =
Atlantic Copper debt 5.€ - - - - -
10%% Senior Notes due 2010 - - - 272.¢ - -
7% Convertible Senior Notes due 2011 - - - - 7.1 -
67:% Senior Notes due 2014 - - - - - 340.:
7.20% Senior Notes due 2026 - - - - - 0.2

Total debt maturities $ 19.1 $ 135 $ 135 $ 2826 $ 10 $ 340.5

Other Contractual Obligations

In addition to our debt maturities shown above haee other contractual obligations and commitmemitéch we expect to fund with projected
operating cash flows, available credit facilitiesfture financing transactions, if necessary. Ehgsligations and commitments include PT
Freeport Indonesia’s commitments to provide onegrof its annual revenue for development of tieall people in our area of operations
through the Freeport Partnership Fund for Commubéyelopment and to contribute amounts to a cast fiesigned to accumulate at least
$100 million by the end of our Indonesian mininghdties to pay for mine closure and reclamatiotlaAtic Copper has a mostly unfunded
contractual obligation denominated in euros to &rppnt amounts paid to certain retired employaesugust 2002, Atlantic Copper compli
with Spanish legislation by agreeing to fund 7.2ior euros annually for 15 years to an approvesitance company for an estimated 72
million euro contractual obligation to the retirechployees. Atlantic Copper had $69.4 million reeards of December 31, 2006, for this
obligation. Atlantic Copper has firm contractuahuoitments with third parties to purchase conceesrat market prices. We have various
noncancelable operating leases and open purchdses@t December 31, 2006. A summary of these wadbligations follows (in millions,
except concentrates):

1 Year Years Years More than 5
Total or Less 2-3 4-5 Years

PT Freeport Indonesia mine closure and

reclamation fund $20.2 $0.€ $1.4 $1.4 $16.5
Atlantic Copper contractual obligation

to insurance company $94.¢ $9.£ $19.( $19.( $47 .4
Atlantic Copper contracts to purchase

concentrates at market prices

(in thousand metric tons) 1,42¢ 50t 70C 22C -
Aggregate operating leases, including

Rio Tintc's sharé® $29.¢ $8.¢ $14.: $6.4 $0.2
Open purchase orders at

December 31, 2006 $216.¢ $216.¢ - - -
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a. Funding plus accrued interest are projected toraatate to $100.0 million by the end of our Indoa@smining activities.
b. Minimum payments under operating leases have ren beduced by aggregate minimum sublease rent$8.6fmillion due under
noncancelable subleases.

Environmental Matter

We believe that we conduct our Indonesian operatpursuant to applicable permits and that we conmpijl material respects with applicable
Indonesian environmental laws, rules and regulatidvie have had four independent environmental sugditducted by internationally
recognized environmental consulting and auditing$i. Audits were completed in 1996 by Dames & Moordl999 by Montgomery Watson,;
in 2002 by SGS International Certification Servitedonesia, a member of the Société Générale deellance group; and in 2005 by
Montgomery Watson Harza. Montgomery Watson Harzeckewled that PT Freeport Indonesia’s mining operati‘are among the largest and
most environmentally challenging and complex inwloeld” and that the company’s “environmental magragnt practices continue to be
based on (and in some cases represent) best magatgeractices for the international copper and geilding industry.” The audit also
concluded, as have previous independent auditsPth&reeport Indonesia’s tailings management @mgiremains the tailings management
option best suited to the unique topographical dimdatological conditions of the site, with a famler level of environmental impact and risk”
than those posed by alternatives. The Montgomerts@iaHarza auditors also made a number of speeifiemmendations for improvements
in PT Freeport Indonesia’s environmental managerpeattices and these are being implemented.

In addition to these audits, PT Freeport Indonagi&ed to participate in the Government of Indais$?!ROPER program in 2005. In March
2006, the Indonesian Ministry of Environment annzahthe preliminary results of its PROPER environtakemanagement audit,
acknowledging the effectiveness of PT Freeport tedia’s environmental management practices in soses while making several
suggestions for improvement in others. We are vmgykiith the Ministry of Environment to address tbsues raised as we complete the audit
process.

In connection with obtaining our environmental apgals from the Indonesian government, we commitbgolerforming a one-time
environmental risk assessment on the impacts ofadimgs management plan. We completed this eiterenvironmental risk assessment v
more than 90 scientific studies conducted over fmars and submitted it to the Indonesian govertineDecember 2002. We developed the
risk assessment study with input from an independasiew panel, which included representatives ftbeindonesian government, academia
and non-governmental organizations. The risksweaidentified during this process were in line watlr impact projections of the tailings
management program contained in our environmeptaioval documents.

We will determine our ultimate reclamation and al@sactivities based on applicable laws and reguatand our assessment of appropriate
remedial activities in the circumstances after attasion with governmental authorities, affecteddbresidents and other affected parties. £
December 31, 2006, we estimated aggregate reclamanid closure obligations to be approximately $tillilon for PT Freeport Indonesia &
$17 million for Atlantic Copper. Estimates of thiimate reclamation and closure costs PT Freepaldriesia will incur in the future involve
complex issues requiring integrated assessmentsagyeriod of many years and are subject to ravieier time, and actual costs may vary
from our estimates. Some reclamation costs wilhbarred during mining activities, while most clesicosts and the remaining reclamation
costs will be incurred at the end of the Grasbergnepit mining operations and at the end of allingractivities, which are currently estimated
to continue for more than 34 years.

In 1996, PT Freeport Indonesia began contributing ¢ash fund ($8.5 million balance at Decembe£806) designed to accumulate at least
$100 million by the end of our Indonesian miningh\dties. We plan to use this fund, including acmlunterest, to pay mine closure and
reclamation costs. Any costs in excess of the $allion fund would be funded by operational casbwflor other sources. Future changes in
regulations could require us to incur additionadtsavhich would be charged against future
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operations. Estimates involving environmental nmiatéee by their nature imprecise and can be expeatbe revised over time because of
changes in government regulations, operationsnptdoly and inflation.

The cost of complying with environmental laws iiadamental cost of our business. We incurred agdeeenvironmental capital expenditt
and other environmental costs totaling $62.7 niliio 2006, $44.0 million in 2005 and $65.1 million2004, including tailings management
levee maintenance and mine reclamation. In 200%&xpect to incur approximately $43 million of aggmée environmental capital
expenditures and $55 million of other environmentats. These environmental expenditures are parrmverall 2007 operating budget.

DISCLOSURES ABOUT MARKET RISKS

Commodity Price Risk

Our consolidated revenues include PT Freeport lesie’s sale of copper concentrates, which alscadosignificant quantities of gold and
silver, and Atlantic Coppes’sale of copper anodes, cathodes, wire rod, witlegald in anodes and slimes. Atlantic Copper #sldvire rod an
wire assets in December 2004. Our consolidatechieseand net income vary significantly with fludtaas in the market prices of copper and
gold and other factors. A change of $0.10 in therage price per pound of copper sold by PT Fredpddnesia would have an approximate
$110 million impact on our 2007 consolidated revenand an approximate $55 million impact on our72€@@nhsolidated net income, assuming
2007 PT Freeport Indonesia copper sales of appairign1.1 billion pounds. A change of $25 in therage price per ounce of gold sold by
Freeport Indonesia would have an approximate $4fmimpact on our 2007 consolidated revenuesamdpproximate $23 million impact
our 2007 consolidated net income, assuming 200Freg&port Indonesia gold sales of approximatelyniilBon ounces.

On limited past occasions, in response to markeditions, we have entered into copper and goldegpiotection contracts for a portion of our
expected future mine production to mitigate thi dbadverse price fluctuations. We currently haeecopper or gold price protection contre
relating to our mine production. We had outstandjolyl-denominated and silver-denominated prefestedk with dividends and redemption
amounts determined by commodity prices. Our Goldddeinated Preferred Stock, Series Il was redeeméelbruary 2006 and the final
redemption of our Silver-Denominated Preferred Stoas in August 2006 (see “Capital Resources agditlity - Financing Activities”).

PT Freeport Indonesia receives market prices fctpper, gold and silver contained in its conegatrUnder the long-established structure of
concentrate sales agreements prevalent in thetiydaspper is provisionally priced at the timesbipment and is subject to final pricing in a
specified future period (generally one to three therirom shipment) based on quoted LME prices. §dles subject to final pricing are
generally settled in the subsequent quarter. Toezeht the end of any quarterly period, there bdllsales that remain subject to final pricing.
Accounting rules require these sales be recordsedan the LME future prices at the end of the méqg period. To the extent final
settlements are higher or lower than what was tesgbon a provisional basis, an increase or decteas®enues would be recorded when the
pricing is finally settled. PT Freeport Indonesia®06 revenues include net additions of $257.0anilfor adjustments to provisional copper
prices in concentrate sales contracts, compardd$£i88.3 million in 2005. At December 31, 2006, lveel consolidated provisionally priced
copper sales totaling 346.4 million pounds recoraleain average price of $2.87 per pound, subjefabpricing. Final prices on these sales
will be established over the next several monthisymnt to terms of sales contracts. We estimateatfige-cent change in the average price
used for these sales would have an approximaterilidn impact on our 2007 consolidated revenues @m approximate $9 million impact on
our 2007 consolidated net income.

In 2006, we redeemed our Gold-Denominated Prefedtedk, Series 1l and made the final mandatorymgatsn of our Silver-Denominated

Preferred Stock. These issues of redeemable pdfstock had cash dividend and redemption requinesriedexed to gold and silver prices.
We accounted for these securities as a hedgewkfproduction and reflected them as debt on olanlba sheets at their
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original issue value less redemptions. When rediempayments occurred, differences between thgiogrvalue and the redemption paym
which were based on commaodity prices at the timedémption, were recorded as an adjustment totege(see Notes 1, 5 and 11). In
February 2006, we redeemed the 4.3 million shafresioGold-Denominated Preferred Stock, Seriesil$236.4 million. The mandatory
redemption resulted in a $167.4 million decreasgeint and a hedging loss recorded in revenues®03$6illion, $36.6 million to net income
$0.17 per share. Partial redemptions of our Sibenominated Preferred Stock totaled $25.8 millim2006, $17.5 million in 2005 and $13.9
million in 2004 resulting in hedging losses recarderevenues of $13.3 million ($7.0 million to netome or $0.03 per share) in 2006, $5.0
million ($2.6 million to net income or $0.01 perask) in 2005 and $1.4 million ($0.7 million to metome or less than $0.01 per share) in 2

Atlantic Copper and PT Smelting price their pur@sasf copper concentrate at approximately the sameeas they sell the refined copper,
thereby protecting them from most copper price.slkantic Copper and PT Smelting enter into futucentracts to hedge their price risk
whenever their physical purchases and sales prpenigds do not match.

In late 2005 and early 2006, PT Smelting enteréaltiedging contracts to fix a portion of its revesuhrough 2007. FCX'’s share of the
unrealized losses on these contracts totaled $ilidmas of December 31, 2006, and is recordegldcumulated other comprehensive income
in stockholders’ equity.

Foreign Currency Exchange Ri

The functional currency for our operations in Indsia and Spain is the U.S. dollar. All of our revem and a significant portion of our costs
denominated in U.S. dollars; however, some coglcantain asset and liability accounts are denoraihin Indonesian rupiah, Australian
dollars or euros. Generally, our results are peaifiaffected when the U.S. dollar strengthenslation to those foreign currencies and
adversely affected when the U.S. dollar weakemslation to those foreign currencies.

One U.S. dollar was equivalent to 8,989 rupiah eténber 31, 2006, 9,825 rupiah at December 31,,20@59,270 rupiah at December 31,
2004. PT Freeport Indonesia recorded losses tauptimeh costs totaling $0.9 million in 2006, $0.4llian in 2005 and $0.7 million in 2004
related to its rupiah-denominated net monetarytass®l liabilities. At December 31, 2006, net lidiles totaled $3.3 million at an exchange
rate of 8,989 rupiah to one U.S. dollar. PT Freepwtonesias labor costs are mostly rupiah denominated. Atneséd aggregate annual rup
payments of 1.6 trillion for operating costs andeanhange rate of 8,989 rupiah to one U.S. dalerexchange rate as of December 31, 2C
one-thousand-rupiah increase in the exchange matédwesult in an approximate $18 million decreiasaggregate annual operating costs. A
one-thousand-rupiah decrease in the exchange matlelwesult in an approximate $22 million increasaggregate annual operating costs.

Approximately 14 percent of PT Freeport Indonesiatal projected 2007 purchases of materials, $epjaind services are expected to be
denominated in Australian dollars. The exchange wats $0.79 to one Australian dollar at Decembe28@6, $0.73 to one Australian dollai
December 31, 2005, and $0.78 to one Australiaradall December 31, 2004. At estimated annual agtgeustralian dollar payments of 250
million and an exchange rate of $0.79 to one Aliatralollar, the exchange rate as of December 8262a $0.01 increase or decrease in the
exchange rate would result in an approximate $2llfomchange in aggregate annual operating costs.

At times, PT Freeport Indonesia has entered inteido currency forward contracts to hedge a poribits aggregate anticipated Indonesian
rupiah and/or Australian dollar payments. The tdS®T Freeport Indonesigforeign currency forward contracts matured inédeloer 2006. P
Freeport Indonesia accounted for these contraatasisflow hedges. Gains on these contracts tofedIimillion in 2006 and $0.7 million in

2005.

The majority of Atlantic Copper’s revenues are daimated in U.S. dollars; however, operating castiser than concentrate purchases, and

certain asset and liability accounts are denoméhgteuros. Atlantic Copper’s estimated annual aayments total approximately 100 million
euros. A $0.05 increase
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or decrease in the exchange rate would result epanoximate $5 million change in annual costs. &mhange rate on December 31, 2006,
was $1.32 per euro.

Atlantic Copper had euro-denominated net monetabjlities at December 31, 2006, totaling $90.1liomil recorded at an exchange rate of
$1.32 per euro. The exchange rate was $1.18 peratlDecember 31, 2005, and $1.36 per euro at Demefi, 2004. Adjustments to Atlantic
Copper’s euro-denominated net monetary liabiliteeseflect changes in the exchange rate are redondether income (expense) and totaled
$(2.3) million in 2006, $5.8 million in 2005 and1$$) million in 2004.

Interest Rate Ris
The table below presents average interest ratesufoscheduled maturities of principal for our ¢atgling debt and the related fair values at
December 31, 2006 (dollars in millions).

2007 2008 2009 2010 2011 Thereafter Fair Value
Fixed-rate debt $ - $ - $ - $ 272..  $ 71 $ 3405 3 650.:
Average interest rate - - - 10.1% 7.0% 6.S% 8.2%
Variable-rate debt $ 191 $ 135 % 135 % 10z $ 38 $ = $ 60.1
Average interest rate 7.1% 8.2% 8.2% 8.2% 8.2% - 7.%%

NEW ACCOUNTING STANDARDS

Inventory Costsin November 2004, the Financial Accounting Stand@dard (FASB) issued SFAS No. 151, “Inventory €pah amendment
of ARB No. 43, Chapter 4.” SFAS No. 151 clarifibsit abnormal amounts of idle facility expense gintihandling costs and wasted materials
(spoilage) should be recognized as current-peffigdges and requires the allocation of fixed prodacbverheads to inventory based on the
normal capacity of the production facilities. Weopted SFAS No. 151 on January 1, 2006, and thesenwanaterial impact on our accounting
for inventory costs.

Accounting for Sto-Based CompensatioAs of December 31, 2006, we had four stock-basgul@me compensation plans and two stock-
based director compensation plans. Prior to Janlig2@06, we accounted for options granted undef alur plans under the recognition and
measurement principles of Accounting Principles®8q&PB) Opinion No. 25, “Accounting for Stock Issilito Employees,” and related
interpretations, as permitted by SFAS No. 123, ‘Aatting for Stock-Based Compensation.” APB Opinim 25 required compensation cost
for stock options to be recognized based on tHeréifice on the date of grant, if any, between tihetal market price of the stock and the
amount an employee must pay to acquire the stoek {fne intrinsic value). Because all the plamgire that the option exercise price be at |
the market price on the date of grant, we recoghimecompensation cost on the grant or exerciseioémployees’ options through December
31, 2005. Prior to 2007, we defined the marketepas the average of the high and low price of FGXmon stock on the date of grant.
Effective January 2007, in response to new Seesréahd Exchange Commission disclosure rules, wedadiwe the market price for future
grants as the closing price of FCX common stockhendate of grant. Other awards under the plansediglt in compensation costs being
recognized in earnings based on the projectedgitrivalue for restricted stock units to be grarnitelieu of cash compensation, the intrinsic
value on the date of grant for other restrictedlstmits and the intrinsic value on the reportingxercise date for cash-settled stock
appreciation rights (SARS).

Effective January 1, 2006, we adopted the faireagcognition provisions of SFAS No. 123R usingnimified prospective transition meth
Under that transition method, compensation cosigeized in 2006 includes: (a) compensation costalfetock option awards granted to
employees prior to but not yet vested as of JanLiaPP06, based on the grant-date fair value egtinia accordance with the original
provisions of SFAS No. 123, and (b) compensatistior all stock option awards granted subsequeeddnuary 1, 2006, based on the grant-
date fair value estimated in accordance with tlewipions of SFAS No. 123R. Fair value of stock optawards granted to employees was
calculated using the Black-Scholes-Merton optioicipg model before and after adoption of SFAS NZBR. Other stock-based awards
charged to expense under SFAS No. 123 continue tharged to expense under
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SFAS No. 123R (see Note 7). These include restristeck units and SARs. Results for prior yearsehaot been restated.

As a result of adopting SFAS No. 123R on JanuaB006, our income before income taxes and minantgrests for the year ended December
31, 2006, was $27.8 million lower and net income %46.1 million ($0.08 per basic share and $0.0'tpeted share) lower than if we had
continued to account for stock-based compensatideiuAPB Opinion No. 25.

Prior to the adoption of SFAS No. 123R, we presgaletax benefits resulting from the exercisetotk options as operating cash flows in the
Consolidated Statements of Cash Flows. SFAS NadRI2guires the cash flows generated by tax berrefigiting from tax deductions in
excess of the compensation cost recognized foetbpsons (excess tax benefits) to be classifieithascing cash flows. The $20.8 million
excess tax benefit classified as a financing caiow in the Consolidated Statements of Cash Flfawshe year ended December 31, 2006,
would have been classified as an operating cathwinf we had not adopted SFAS No. 123R.

Compensation cost charged against earnings fok-ftased awards is shown below (in thousands). Wedali capitalize any stock-based
compensation costs to fixed assets during the gepoesented.

2006 2005 2004
Production and delivery costs $ 25,074 $ 7,297 $ 50¢
General and administrative expenses 30,2772 16,204 b 4,615 b
Exploration expenses 1,31¢ - -
Total stock-based compensation cost $ 56,66¢ $ 23,50: $ 5,12«

a. Amounts are before Rio Tinto’s share of the costraployee exercises of in-tlmeeney stock options which decreased consolidatadrg
and administrative expenses by $6.5 million in 20882 million in 2005 and $7.0 million in 2004.

b. Includes amortization of the intrinsic value of FE€Xlass A stock options that were converted tes€B stock options in 2002 totaling
$2.1 million in 2005 and in 2004. Amortization wast recognized in 2006 under SFAS No. 123R.

As of December 31, 2006, total compensation cdata@ to nonvested stock option awards not yetgeized in earnings was $46.0 million.

Deferred Mining Cost<On January 1, 2006, we adopted EITF8)4vhich requires that stripping costs incurredmyproduction be consider
costs of the extracted minerals and included asvgonent of inventory to be recognized in costatés in the same period as the revenue

the sale of that inventory. Upon adoption of EIT4~&) we recorded our deferred mining costs as@2&5# million) at December 31, 2005, net
of taxes, minority interest share and inventorgetff ($135.9 million), as a cumulative effect atijent to reduce our retained earnings on
January 1, 2006. In addition, stripping costs inediin 2006 and later periods are now charged $bafsales as prescribed by EITF 04-6. As a
result of adopting EITF 04-6 on January 1, 2008,iocome before income taxes and minority interéstshe year ended December 31, 2006,
was $35.4 million lower and net income was $18.Bani ($0.10 per basic share and $0.08 per dilsteate) lower than if we had not adopted
EITF 04-6 and continued to defer stripping costdoption of the new guidance has no impact on osin faws.

Accounting for Uncertainty in Income TaxIn June 2006, the FASB issued Interpretation No:"A8counting for Uncertainty in Income
Taxes” FIN 48). FIN 48 clarifies the accounting for incotages by prescribing the minimum recognition thodd a tax position is required
meet before being recognized in the financial states. FIN 48 also provides guidance on derecagnitheasurement, classification, interest
and penalties, accounting in interim periods, disate and transition. FIN 48 is effective for thrstffiscal year beginning after December 15,
2006. We are continuing to review the provision& i 48, but at this time do not expect adoptiohave a material impact on our financial
statements.
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Fair Value Measurementin September 2006, the FASB issued SFAS No. 15&jr “Falue MeasurementsSFAS No. 157 establishe:
framework for measuring fair value in generally gmed accounting principles (GAAP), clarifies thefidition of fair value within the
framework, and expands disclosures about the udaiofvalue measurements. In many of its pronouresgs) the FASB has previou
concluded that fair value information is relevamtiie users of financial statements and has retj¢irepermitted) fair value as a measurer
objective. However, prior to the issuance of thistesment, there was limited guidance for applying fair value measurement objectivi
GAAP. This statement does not require any newvaline measurements in GAAP. SFAS No. 157 is effedior fiscal years beginning af
November 15, 2007, with early adoption allowed. &ve still reviewing the provisions of SFAS No. 1&7d have not determined the impac
adoption.

Accounting for Defined Benefit Pension and OthestRatirement Plansin September 2006, the FASB issued SFAS No. 158\players’
Accounting for Defined Benefit Pension and OthestRaiirement Plans, an amendment of FASB Statenimt87, 88, 106 and 132R.” SFAS
No. 158 represents the completion of the first phEd=ASFE's postretirement benefits accounting project aglires an entity to:

« Recognize in its statements of financial positioraaset for a defined benefit postretirement plamérfunded status or a liability
for a plan’s underfunded status,

« Measure a defined benefit postretirement plan’stasand obligations that determine its funded stasuof the end of the
employer’s fiscal year, and

« Recognize changes in the funded status of a defieadfit postretirement plan in comprehensive ineamthe year in which the
changes occur.

SFAS No. 158 does not change the manner of detargiihe amount of net periodic benefit cost incllidienet income or address the various
measurement issues associated with postretirensaefibplan accounting. The provisions of SFAS M8 regarding the change of the
measurement date of postretirement benefit plansatrapplicable as we already used a measureranbfiDecember 31 for our plans. We
adopted SFAS No. 158 on December 31, 2006, witmibgt significant impacts on our consolidated bedasheet being an $8.8 million
decrease in other assets, a $23.6 million incriseaecrued postretirement benefits and other li#ds] a $7.3 million decrease in deferred
income taxes and a $25.7 million decrease in actatediother comprehensive (loss) income (Note 1).

PRODUCT REVENUES AND PRODUCTION COSTS

PT Freeport Indonesia Product Revenues Unit Net Cash Costs

All amounts used in both the by-product and co-pobanethod presentations are included in our rexmbrdsults under generally accepted
accounting principles. We separately identify dertd these amounts as shown in the following red@tion to amounts reported in our
consolidated financial statements and as expldieee.

1. We show adjustments to copper revenues for prinogp@pen sales as separate line items. Becaukecspper pricing
adjustments do not result from current period saleshave reflected these separately from reveonesirrent period sales.

2. Noncash and nonrecurring costs consist of iteml ascstoc-based compensation costs starting January 1, 3@@6'New
Accounting Standards” and Note 1), write-offs ofigmment or unusual charges. They are removed fiteypeoduction and
delivery costs in the calculation of unit net casits.

3. Gold and silver revenues, excluding any impactsifredemption of our gold- and silver-denominatesfgred stocks, are
reflected as credits against site production afigety costs in the by-product method.
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Year Ended December 31, 2006

By-Product Co-Product Method
(In Thousands) Method Copper Gold Silver Total
Revenues, after adjustments shown below $ 3,763,996 $ 3,763,96. $ 1,072,45; $ 46,76 $ 4,883,17i
Site production and delivery, before net noncash
and nonrecurring costs shown below 1,235,00: 951,94: 271,23¢ 11,827 1,235,00:
Gold and silver credits (1,119,21) - - - -
Treatment charges 477,522 368,07 104,875 4,57b 477,52
Royalty on metals 125,99¢ 97,117 27,67 1,207 125,99¢
Unit net cash costs 719,30¢ 1,417,13i 403,77¢ 17,60" 1,838,52:
Depreciation and amortization 183,75: 141,63t 40,35¢ 1,76( 183,75:
Noncash and nonrecurring costs, 44,26¢ 34,12: 9,72: 424 44,26¢
Total unit costs 947,32¢ 1,592,89! 453,85’ 19,79: 2,066,54.
Revenue adjustments, primarily for pricing on
prior period open sales and gold/silver hedging 115,12¢ 197,34: (68,967) (13,25 115,12:
PT Smelting intercompany profit elimination (2,967) (2,289 (657) (28) (2,967)
Gross profit $ 2,928,79° $ 2,366,12" $ 548,98: $ 13,68¢ $ 2,928,79
Reconciliation to Amounts Reported
(In Thousands) Production  Depreciation
and and
Revenues Delivery Amortization
Totals presented above $ 4,883,171 $ 1,235,00. $ 183,75
Net noncash and nonrecurring costs per al N/A 44,26¢ N/A
Less:  Treatment charges per above (477,52 N/A N/A
Royalty per above (125,99)) N/A N/A
Revenue adjustments, primarily for pricing on
prior period open sales and hedging per above 115,12: N/A N/A
Mining and exploration segment 4,394,78 1,279,27. 183,75:
Smelting and refining segment 2,241,82. 2,118,48. 33,29]
Eliminations and other (846,10 (872,901 10,52:
As reported in FCX’s consolidated financial
statements $ 5,790,500 $ 2,524,85 $ 227,57

a. Includes $12.4 million or $0.01 per pound for athusnts to 2005 concentrate sales subject to fineihg to reflect the impact on
treatment charges resulting from the increase ppeopprices since December 31, 2005.

b. Includes $9.6 million or $0.01 per pound for cop@&.7 million or $1.57 per ounce for gold and $&illion or $0.03 per ounce for silver
for adjustments to 2005 concentrate sales sulgdatal pricing to reflect the impact on treatmehtirges resulting from the increase in
copper prices since December 31, 2005.

c. Includes a $69.0 million or $0.06 per pound losshenredemption of FCX's Gold-Denominated Prefei$éack, Series Il and a $13.3
million or $0.01 per pound loss on the redemptibR@X’s Silver-Denominated Preferred Stock.

Year Ended December 31, 2005

By-Product Co-Product Method

(In Thousands) Method Copper Gold Silver Total
Revenues, after adjustments shown below $ 2,707,004 $ 2,707,04' $ 1,269,89. $ 35,16F $ 4,012,10°
Site production and delivery, before net noncash

and nonrecurring costs shown below 949,46@ 640,62 300,52b 8,32:0 949,46¢
Gold and silver credits (1,305,05)) - - - -
Treatment charges 350,42: 236,43 110,91 3,071 350,42:
Royalty on metals 103,72¢ 69,98¢ 32,83! 90¢ 103,72¢

Unit net cash costs 98,55¢ 947,04¢ 444,26¢ 12,30: 1,403,61



Depreciation and amortization 209,712 141,49¢ 66,371 1,83¢ 209,712
Noncash and nonrecurring costs, 4,57( 3,08: 1,44 4C 4,57(
Total unit costs 312,84: 1,091,631 512,09( 14,18( 1,617,901
Revenue adjustments, primarily for pricing on
prior period open sales and silver hedging 10,02¢ 14,97¢ - (4,952 10,02:
PT Smelting intercompany profit elimination (23,56%) (15,899 (7,459 (207) (23,56%
Gross profit $ 2,380,66! $ 1,614,49' $ 750,34 $ 15,82¢ $ 2,380,66!
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Reconciliation to Amounts Reported

(In Thousands) Production  Depreciation
and and
Revenues Delivery Amortization
Totals presented above $ 4,012,10 $ 949,46¢ $ 209,71:
Net noncash and nonrecurring costs per al N/A 4,57 N/A
Less:  Treatment charges per above (350,42) N/A N/A
Royalty per above (103,72¢) N/A N/A
Revenue adjustments, primarily for pricing on
prior period open sales and hedging per above 10,02 N/A N/A
Mining and exploration segment 3,567,98. 954,03 209,712
Smelting and refining segment 1,363,20:! 1,288,61! 28,99¢
Eliminations and other (752,077 (605,01) 12,80/
As reported in FCX’s consolidated financial
statements $ 4,179,111 $ 1,637,63 $ 251,51:

a. Net of deferred mining costs totalin¢g4.9 million or $0.05 per pound. Following adopti@iEITF 04-6 on January 1, 2006, stripping
costs are no longer deferred. See “New Accountiagdards” and Note 1.

b. Net of deferred mining costs totaling $43.8 million$0.03 per pound for copper, $20.6 million or3#7per ounce for gold and $(
million or $0.12 per ounce for silver. See Notebae.

c. Includes a $5.0 million or less than $0.01 per pbloss on the redemption of FCX’s Silver-DenomidaBeeferred Stock.

Year Ended December 31, 2004

By-Product Co-Product Method

(In Thousands) Method Copper Gold Silver Total
Revenues, after adjustments shown below $ 1,36358 $ 1,363,58 $ 595,20t $ 21,59 $ 1,980,38!
Site production and delivery, before net noncash

and nonrecurring credits shown below 764,20@ 526,190 229,680 8,33® 764,20¢
Gold and silver credits (616,799 - - - -
Treatment charges 202,24 139,25¢ 60,78« 2,20¢ 202,24
Royalty on metals 43,49¢ 29,95( 13,07 474 43,49¢

Unit net cash costs 393,14¢ 695,39! 303,54( 11,01: 1,009,94
Depreciation and amortization 168,19! 115,81( 50,55: 1,83¢ 168,19¢
Noncash and nonrecurring credits, (4,07%) (2,80¢) (1,22%) (44) (4,079

Total unit costs 557,26¢ 808,39¢ 352,86t 12,80: 1,174,06
Revenue adjustments, primarily for pricing on

prior period open sales and silver hedging 11,92¢ 13,36¢ - (2,447 11,92¢
PT Smelting intercompany profit elimination (13,799 (9,509 (4,149 (150 (13,799
Gross profit $ 804,44¢ $ 559,05¢ $ 238,19 $ 7,200 $ 804,44¢
Reconciliation to Amounts Reported
(In Thousands) Production  Depreciation

and and
Revenues Delivery Amortization
Totals presented above $ 1,980,38 $ 764,20t $ 168,19!
Net noncash and nonrecurring credits per al N/A (4,075 N/A
Less:  Treatment charges per above (202,242) N/A N/A
Royalty per above (43,499 N/A N/A

Revenue adjustments, primarily for pricing on

prior period open sales and hedging per above 11,92¢ N/A N/A
Mining and exploration segment 1,746,57. 760,13: 168,19!
Smelting and refining segment 873,70( 914,45: 28,63:

Eliminations and other (248,407 (224,29)) 9,581




As reported in FCX’s consolidated financial
statements $ 2,371,86' $ 1,450,29 $ 206,40i

a. Net of deferred mining costs totaling $77.8 millior$0.08 per pound.

b. Net of deferred mining costs totaling $53.6 million$0.05 per pound for copper, $23.4 million 06 £D per ounce for gold and $(
million or $0.26 per ounce for silver.

c. Includes a $1.4 million or less than $0.01 per pbloss on the redemption of FCX’s Silver-DenomidaBeeferred Stock.
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CATHODE CASH UNIT COST

Cathode cash unit cost per pound of copper is aummeantended to provide investors with informatirout the costs incurred to produce
cathodes at our smelting operations in Spain addresia. We use this measure for the same purpds®amonitoring operating performar
at our smelting operations. Thiformation differs from measures of performanceedained in accordance with generally accepted wauting
principles and should not be considered in isotatipas a substitute for measures of performaneerdaed in accordance with generally
accepted accounting principles. Other smelting cmgs present this measure, although Atlantic Cépped PT Smelting’s measures may
not be comparable to similarly tittled measures riggbby other companies.

Atlantic CoppeiCathode Cash Unit Cost Per Pound Of Copper
The reconciliation below presents reported proauctiosts for our smelting and refining segmentgitic Copper) and subtracts or adds
components of those costs that do not directiyteatathe process of converting copper concenttateathodes. The adjusted production costs
amounts are used to calculate Atlantic Copper’satg cash unit cost per pound of copper (in thalsaexcept per pound amounts):

Years Ended December 31,

2006 2005 2004
Smelting and refining segment production costs nteplo
in FCX’s consolidated financial statements $ 2,118,48. $ 1,288,611 $ 914,452
Less:
Raw material purchase costs (1,586,651 (907,130) (249,689
Production costs of wire rod and wP - - (370,43)
Production costs of anodes sold (11,229 (13,22¢) (3,720
Other 10,28: (95¢) (16,777
Credits:
Gold and silver revenues (399,739 (245,777 (133,96()
Acid and other by-product revenues (27,25)) (28,446 (25,069
Production costs used in calculating cathode caith u
cost per pound $ 103,89: $ 93,07¢ $ 114,811
Pounds of cathode produced 518,90( 545,30( 454,70(
Cathode cash unit cost per pound $ 0.2C $ 017 $ 0.2

a. Includes $27.5 million, $0.06 per pound, for caslated to Atlantic Copper’s major maintenance anoond.
b. Atlantic Copper sold its wire rod and wire assat®ecember 2004.
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PT Smelting Cathode Cash Unit Cost Per Pound Ofp€o

The calculation below presents PT Smeltnggported operating costs and subtracts or addpaents of those costs that do not directly re
to the process of converting copper concentrateatttodes. PT Smelting’s operating costs are teeonciled to PT Freeport Indonesi&quity
in PT Smelting earnings reported in FCX’'s consd#ddinancial statements (in thousands, excepppend amounts):

Years Ended December 31,

2006 2005 2004
Operating costs - PT Smelting (100%) $ 99,20( $ 85,54t $ 64,85¢
Add: Gold and silver refining charges 3,96¢ 4,23 4,064
Less: Acid and other by-product revenues (22,729 (14,529 (13,737
Production cost of anodes sold - - (225)
Other 6,052 (1,944 33€
Production costs used in calculating cathode cagth u
cost per pound $ 96,49t $ 73,311 $ 55,30:
Pounds of cathode produced 479,70( 579,70( 464,00(
Cathode cash unit cost per pound $ 0.2C $ 0.1t $ 0.1
Reconciliation to Amounts Reported
Operating costs per above $ (99,200 $ (85,54¢) $ (64,85%)
Other costs (1,916,97) (1,278,350 (852,91)
Revenue and other income 2,043,091 1,402,07. 926,91«
PT Smelting net income 26,92 38,16¢ 9,14t
PT Freeport Indonesia’s 25% equity interest 6,73( 9,54% 2,28¢
Amortization of excess investment cost (240 (240 (247)
Equity in PT Smelting earnings reported in
FCX’s consolidated financial statements $ 6,49C $ 9,30z $ 2,04¢

CAUTIONARY STATEMENT

Our discussion and analysis contains forward-loglsitatements in which we discuss our expectatiegarding future performance. Forward-
looking statements are all statements other thstotidal facts, such as those regarding anticipsades volumes, ore grades and milling rates,
commodity prices, general and administrative expgngnit net cash costs, operating cash flowstsogasts, capital expenditures, future
environmental costs, debt repayments and refingndiebt maturities, treatment charge rates, degiienirates, exploration efforts and results,
the impact of changes in deferred intercompanyitgrofi earnings, dividend payments, liquidity, atfieancial commitments and the proposed
acquisition of Phelps Dodge. We caution you thaséhstatements are not guarantees of future penfmenand our actual results may differ
materially from those projected, anticipated omuassd in the forward-looking statements. Importagtdrs that can cause our actual results to
differ materially from those anticipated in thei@rd-looking statements include unanticipated ngnmilling and other processing problems,
accidents that lead to personal injury or propdesnage, persistent commodity price reductions, g&sin political, social or economic
circumstances in our area of operations, variaimcese grades, labor relations, adverse weatheditions, the speculative nature of mineral
exploration, fluctuations in interest rates anceotidverse financial market conditions, and othetdrs described in more detail under the
heading “Risk Factors” in our Form 10-K for the yeaded December 31, 2006.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF
FREEPORT-McMoRan COPPER & GOLD INC.

We have audited the accompanying consolidated balsimeets of Freeport-McMoRan Copper & Gold Inofd3ecember 31, 2006 and 2005,
and the related consolidated statements of incoash flows and stockholders’ equity for each ofttiree years in the period ended December
31, 2006. These financial statements are the radpbty of the Company’s management. Our respdiligibis to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referre@love present fairly, in all material respedis,¢onsolidated financial position of Freeport-
McMoRan Copper & Gold Inc. at December 31, 2006 20@5, and the consolidated results of its opanatand its cash flows for each of the
three years in the period ended December 31, 20@®nformity with U.S. generally accepted accongtprinciples.

As discussed in Note 1 to the financial statemegifective January 1, 2006, the Company adoptetdi@tnt of Financial Accounting Stande
No. 123 (revised 2004“Share-Based Payment,” and effective January 16 20@ Company adopted Emerging Issues Task Fesce INO.
04-6, “Accounting for Stripping Costs Incurred dwgiProduction in the Mining Industry.” As discussedNote 1 to the financial statements,
effective December 31, 2006, the Company adoptatt®ent of Financial Accounting Standards No. 1B8&)ployers’ Accounting for Define
Benefit Pension and Other Postretirement Planam@ndment of FASB Statements No. 87, 88, 106 aB&R213

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the effectivenes:
Freeport-McMoRan Copper & Gold Inc.’s internal aohbver financial reporting as of December 31, &0fased on criteria established in
Internal Controlintegrated Framework issued by the Committee ohSpong Organizations of the Treadway Commissiah@ur report date
February 26, 2007, expressed an unqualified opitliereon.

Ernst & Young LLP

New Orleans, Louisian
February 26, 2007
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANC |AL REPORTING

Freeport-McMoRan Copper & Gold Inc.’s (the Compa)yhanagement is responsible for establishing amidtaining adequate internal
control over financial reporting. Internal contoer financial reporting is defined in Rule 13af1%¢ 15d-15(f) under the Securities Exchange
Act of 1934 as a process designed by, or undesupervision of, the Company’s principal executine arincipal financial officers and
effected by the Company’s Board of Directors, ma&magnt and other personnel, to provide reasonableasce regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantegenerally accepted accounting principles
and includes those policies and procedures that:

» Pertain to the maintenance of records that in regtgde detail accurately and fairly reflect the sactions and dispositions of the
Company'’s assets;

« Provide reasonable assurance that transactiome@rled as necessary to permit preparation ofi¢iahstatements in accordance
with generally accepted accounting principles, #ad receipts and expenditures of the Company eirglmade only in accordance
with authorizations of management and directotthefCompany; and

» Provide reasonable assurance regarding preventiomely detection of unauthorized acquisition, vselisposition of the
Company'’s assets that could have a material effethe financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢tmisstatements. Projections of any
evaluation of effectiveness to future periods agect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdates may deteriorate.

Our management, including our principal executiffecer and principal financial officer, assessed #ifectiveness of our internal control over
financial reporting as of the end of the fiscalryeavered by this annual report on Form 10-K. Irkimg this assessment, our management usec
the criteria set forth in Internal Control-IntegrdtFramework issued by the Committee of Sponsdirganizations of the Treadway
Commission (COSO). Based on our management’s assagssmanagement concluded that, as of Decemb&0B88, our Company’s internal
control over financial reporting is effective bagedthe COSO criteria.

Ernst & Young LLP, an independent registered puddicounting firm, has issued their audit reporbanmanagement’s assessment of the
effectiveness of our internal control over finahceporting as of December 31, 2006, as stateddir teport dated February 26, 2007, which is
included herein.

/s/ Richard C. Adkerson /sl Kathleen L. Quirk
Richard C. Adkerson Kathleen L. Quirk
President and Chief Senior Vice President,
Executive Officer Chief Financial Officer and
Treasurer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF
FREEPORT-McMoRan COPPER & GOLD INC.

We have audited management’s assessment, incloded accompanying Management’s Report on Inteé€oakrol Over Financial Reporting,
that Freeport-McMoRan Copper & Gold Inc. maintaiedféctive internal control over financial repodias of December 31, 2006, based on
criteria established ininternal Control-Integrated Framework issued byGloenmittee of Sponsoring Organizations of the Twesd
Commission (COSO). Freeport-McMoRan Copper & Gaold’s management is responsible for maintainingctiffe internal control over
financial reporting and for its assessment of fifiecveness of internal control over financial ogfing. Our responsibility is to express an
opinion on management’s assessment and an opinitimeceffectiveness of the compasmyriternal control over financial reporting basedoair
audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightq&@nited States). Those standards
require that we plan and perform the audit to obtaeasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordve@r financial reporting, evaluating
management’s assessment, testing and evaluatimg#ign and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the @tanoes. We believe that our audit provides a redse basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statetsméor external purposes in accordance with gelyeaatepted accounting principles. A
company'’s internal control over financial reportingludes those policies and procedures that (&tajpeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may be inadegbatsause of changes in conditions, or that the
degree of compliance with the policies or procedunay deteriorate.

In our opinion, management’s assessment that FrebfmoRan Copper & Gold Inc. maintained effectimernal control over financial
reporting as of December 31, 2006, is fairly stabedll material respects, based on the COSOritalso, in our opinion, Freeport-
McMoRan Copper & Gold Inc. maintained, in all maéerespects, effective internal control over fingh reporting as of December 31, 2006,
based on the COSO criteria.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the consolidated
balance sheets of Freeport-McMoRan Copper & Gatdds of December 31, 2006 and 2005, and the detatesolidated statements of
income, cash flows and stockholdegguity for each of the three years in the periodeenDecember 31, 2006 and our report dated FebRfk
2007 expressed an unqualified opinion thereon.

Ernst & Young LLP

New Orleans, Louisian
February 26, 2007
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FREEPORT-McMoRan COPPER & GOLD INC.
CONSOLIDATED STATEMENTS OF INCOME

Revenues
Cost of sales:
Production and delivery
Depreciation and amortization
Total cost of sales
Exploration expenses
General and administrative expenses
Gain on insurance settlement
Total costs and expenses
Operating income
Equity in PT Smelting earnings
Interest expense, net
Losses on early extinguishment and conversion bf de
Gains on sales of assets

Other income, net
Income before income taxes and minority interests
Provision for income taxes

Minority interests in net income of consolidatedsidiaries
Net income

Preferred dividends
Net income applicable to common stc

Net income per share of common stc
Basic
Diluted

Average common shares outstanding:
Basic
Diluted

Dividends paid per share of common stock

Years Ended December 31,

2006 2005 2004
(In Thousands, Except Per Share Amounts)

5,790,500 $ 4,179,111 $ 2,371,86!
2,524,85 1,637,63 1,450,29:
227,57: 251,51; 206,40¢
2,752,42 1,889,14. 1,656,69!
12,25t 8,80z 8,664
157,07( 103,88! 89,921
- - (87,000
2,921,75. 2,001,83: 1,668,29!
2,868,74 2,177,28! 703,57¢
6,49( 9,30z 2,04t
(75,587 (131,639 (148,10
(32,049 (52,210) (24,019
30,63¢ 6,631 28,75¢
27,63¢ 27,56¢ 2,121
2,825,87. 2,036,93: 574,38:
(1,201,17) (915,069) (330,68()
(168,18) (126,743 (41,437
1,456,50! 995,12° 202,26°
(60,500 (60,500 (45,497
1,396,000 $ 934,627 $ 156,77t
$7.32 $5.1¢ $0.8¢
$6.6% $4.67 $0.8¢
190,73( 180,27( 182,27.
221,49¢ 220,47( 184,92
$4.7¢ $2.5( $1.1(

The accompanying Notes to Consolidated Financite8tents are an integral part of these financiéstents.




FREEPORT-McMoRan COPPER & GOLD INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flow from operating activities:
Net income

Adjustments to reconcile net income to net cashidea by

operating activities:
Depreciation and amortization
Minority interests’ share of net income
Deferred income taxes
Noncash stock-based compensation
Long-term compensation and postretirement benefits
Losses on early extinguishment and conversion bf de
Gains on sales of assets
Equity in PT Smelting earnings
Increase in deferred mining costs
Amortization of deferred financing costs
Elimination of profit on PT Freeport Indonesia sdle

PT Smelting

Provision for inventory obsolescence
Other

(Increases) decreases in working capital:
Accounts receivable
Inventories
Prepaid expenses and other
Accounts payable and accrued liabilities
Rio Tinto share of joint venture cash flows
Accrued income taxes

(Increase) decrease in working capital

Net cash provided by operating activities

Cash flow from investing activities:
PT Freeport Indonesia capital expenditures
Atlantic Copper and other capital expenditures
Sales of assets
Investment in PT Smelting
Phelps Dodge acquisition costs
Proceeds from insurance settlement
Sale of restricted investments
Decrease in Atlantic Copper restricted cash
Other

Net cash used in investing activities
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Years Ended December 31,

2006 2005 2004
(In Thousands)

$ 1,456,500 $ 995,12 $ 202,26’
227,57 251,51 206,40¢
168,18 126,74 41,437
15,74 (32,34) 76,25
55,44 21,16¢ 5,34:
29,10¢ 7,81¢ (1,155
32,04¢ 52,21( 14,01
(30,63%) (6,637 (28,75¢)
(6,490 (9,302) (2,045
- (64,940 (77,78()
4,96¢ 7,59¢ 8,501
2,96: 23,56 13,79¢
6,00( 6,00( 4,91¢
18,92: (4,829 8,86:
196,52 (252,939 (235,75()
(146,189 (108,224 (91,749
(27,025 (45) 34,30«
71,03¢ 216,33: 97,78:
(56,36%) 66,13 17,79¢
(151,88) 257,58 46,91¢
(113,909 178,84t (130,709
1,866,42. 1,552,54! 341,35!
(233,73() (129,190 (119,20
(16,810 (13,79¢) (21,797
33,56: 6,631 39,88t
(1,94 - (1,375

(4,57¢) - -
- 2,01¢ 6,261
- - 21,80«
- - 11,00(
- - (54¢€)
(223,49)) (134,339 (63,977)




FREEPORT-McMoRan COPPER & GOLD INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(continued)
Years Ended December 31,
2006 2005 2004
(In Thousands)
Cash flow from financing activities:
Net proceeds from sales of senior notes - - 344,35¢
Proceeds from other debt 102,86: 66,05¢ 96,12:
Repayments of debt and redemption of preferreckstoc (394,05, (559,28¢) (471,649
Net proceeds from sale of convertible perpetudiepred
stock - - 1,067,001
Purchase of FCX common shares from Rio Tinto - - (881,86Y)
Purchases of other FCX common shares (99,789 (80,227 (99,477
Cash dividends paid:
Common stock (915,779 (452,510 (198,78)
Preferred stock (60,500 (60,507) (35,470
Minority interests (161,15) (124,63¢) (11,447
Net proceeds from exercised stock options 15,28( 5,081 3,19¢
Excess tax benefit from exercised stock options 20,81¢ - -
Bank credit facilities fees and other (6,75%) (36) (1,569
Net cash used in financing activities (1,499,06) (1,206,05) (189,589
Net increase in cash and cash equival 143,86" 212,14¢ 87,79¢
Cash and cash equivalents at beginning of year 763,59¢ 551,45( 463,65:
Cash and cash equivalents at end of year $ 907,46 $ 763,59¢ $ 551,45(
|nterest pa|d $ 80,35: $ 139,82‘ $ 143,95§
$ 1,288,401 $ 670,24 $ 178,37¢

Income taxes paid

The accompanying Notes to Consolidated Financetke&tents, which include information regarding nehcansactions, are an integral part
of these financial statements.
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FREEPORT-McMoRan COPPER & GOLD INC.
CONSOLIDATED BALANCE SHEETS

December 31, December 31,
2006 2005
(In Thousands, Except Par Value)
ASSETS
Current assets:
Cash and cash equivalents $ 907,46 $ 763,59¢
Trade accounts receivable:
Customers other than PT Smelting 276,63 459,91¢
PT Smelting 142,85¢ 161,98:
Other accounts receivable:
Value-added taxes and other 56,04( 55,67
Rio Tinto receivables 10,23¢ 10,39¢
Inventories:
Product 384,18 300,38
Materials and supplies, net 340,06: 264,63(
Prepaid expenses and other 33,55¢ 5,79¢
Total current assets 2,151,03 2,022,38.
Property, plant, equipment and development costs, n 3,098,50: 3,088,93.
Deferred mining costs - 285,35!
Other assets 52,30¢ 57,90¢
Rio Tinto long-term receivables 53,60: 62,09
Investment in PT Smelting 34,35: 33,53¢
Total assets $ 5,389,80‘ $ 5,550,201

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable and accrued liabilities $ 520,21: $ 491,38!
Accrued income taxes 164,38 327,04:
Unearned customer receipts 125,76: 57,18¢

Rio Tinto share of joint venture cash flows 69,28¢ 125,80
Accrued royalties payable 51,38: 61,81¢
Accrued interest payable 22,30( 32,03¢
Current portion of long-term debt and short-termrbwings 19,11¢ 253,35(

Total current liabilities 972,44¢ 1,348,62:
Long-term debt, less current portion 660,99¢ 1,002,59
Accrued postretirement benefits and other liak#iti 297,91! 230,61¢
Deferred income taxes 800,31( 902,38t
Minority interests 213,02¢ 222,99:

Stockholders’ equity:
Convertible perpetual preferred stock, 1,100 shizssed

and outstanding 1,099,98! 1,100,001
Class B common stock, par value $0.10, 309,926shar
and 296,959 shares issued, respectively 30,99: 29,69¢
Capital in excess of par value of common stock 2,668,10: 2,212,24
Retained earnings 1,414,81 1,086,19:
Accumulated other comprehensive (loss) income (29,859 10,74¢
Common stock held in treasury - 112,961 shares and
110,153 shares, at cost, respectively (2,748,94) (2,595,88)
Total stockholders’ equity 2,445,10. 1,842,99

Total liabilities and stockholders’ equity $ 5,389,80: $ 5,550,201




The accompanying Notes to Consolidated Financite8tents are an integral part of these financiéstents.
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FREEPORT-McMoRan COPPER & GOLD INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Years Ended December 31,
2006 2005 2004

(In Thousands)

Convertible perpetual preferred stock:

Balance at beginning of year $ 1,100,000 $ 1,100,000 $ >
Sale of 1,100 shares to the public - - 1,100,001
Conversions to Class B common stock (15 - -
Balance at end of year representing 1,100 shares 1,099,98! 1,100,0¢ 1,100,00¢

Class B common stock:
Balance at beginning of year representing 296,9%8%s in 2006,

284,964 shares in 2005 and 260,001 shares in 2004 29,69¢ 28,49¢ 26,00(
7% convertible senior notes conversions into 10 &&5es in 2006
and 8,141 shares in 2005 1,02¢ 814 -

Exercised stock options, issued restricted stockather
representing 2,712 shares in 2006, 3,854 shar2305 and

4,501 shares in 2004 271 38¢€ 45C
8%.% convertible senior notes conversions into 2D gt@ares - - 2,04¢
Balance at end of year representing 309,926 sha2306,

296,959 shares in 2005 and 284,964 shares in 2004 30,99: 29,69¢ 28,49¢

Capital in excess of par value of common stock:

Balance at beginning of year 2,212,241 1,852,811 1,468,42i
7% convertible senior notes conversions 310,68¢ 245,83 -

Exercised stock options and other stock option artsou 71,13% 90,04: 83,64¢
Stock-based compensation costs 27,78 - -

Tax benefit for stock option exercises 23,80: 18,73¢ 39,561
Restricted stock grants 22,43¢ 4,817 7,48¢
Convertible perpetual preferred stock conversions 15 - -

8v4% convertible senior notes conversions - - 286,68¢
Issuance costs of convertible perpetual preferetks - - (33,000
Balance at end of year 2,668,10! 2,212,241 1,852,81

Retained earnings:

Balance at beginning of year 1,086,19: 604,68( 646,93:
Adjustment for cumulative effect of change in aatting for
deferred mining costs (149,479 = =

Adjusted balance at beginning of year 936,71! 604,68( 646,93:
Net income 1,456,50! 995,12 202,26°
Dividends on common stock (917,909 (453,119 (199,029
Dividends on preferred stock (60,500 (60,500 (45,49)
Balance at end of year 1,414,81 1,086,19: 604,68(
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FREEPORT-McMoRan COPPER & GOLD INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(continued)

Accumulated other comprehensive (loss) income:
Balance at beginning of year
Other comprehensive income (loss), net of taxes:
Change in unrealized derivatives’ fair value
Reclass to earnings of net realized derivativesdeggains)
Minimum pension liability adjustment
Adjustment to initially apply SFAS No. 158, nettakes
Balance at end of year

Common stock held in treasury:
Balance at beginning of year representing 110,1%8es in 2006,
105,974 shares in 2005 and 76,634 shares in 2004
Tender of 810 shares in 2006, 1,808 shares in 2665
2,024 shares in 2004 to FCX for exercised stoclonoptand
restricted stock
Shares purchased representing 1,998 shares in 2006,
2,371 shares in 2005 and 27,316 shares in 2004
Balance at end of year representing 112,961 sha2306,
110,153 shares in 2005 and 105,974 shares in 2004

Total stockholders’ equity

Years Ended December 31,

2006 2005 2004
(In Thousands)
10,74¢ 11,342 8,66¢
(9,477) (24) 1,22¢
4,30¢€ (259 1,44¢
31¢E (315 -
(25,74 - -
(19,859 10,74¢ 11,34:
(2,595,88) (2,433,68) (1,374,04)
(53,277 (81,97¢) (78,297
(99,787 (80,227 (981,344
(2,748,94) (2,595,88) (2,433,68)
$ 2,44510 $ 1,842,99. $ 1,163,64!

The accompanying Notes to Consolidated FinancetkeStents are an integral part of these financééstents.




FREEPORT-McMoRan COPPER & GOLD INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of PresentationThe consolidated financial statements of Freepaii@Ran Copper & Gold Inc. (FCX) include the acceuaftthose
subsidiaries where FCX directly or indirectly hasrsthan 50 percent of the voting rights and hagitiht to control significant management
decisions. FCX consolidates its 90.6 percent-ovaudssidiary PT Freeport Indonesia and its 85.7 peyo@ned subsidiary PT Puncakjaya
Power (Puncakjaya Power), as well as its wholly edvaubsidiaries, primarily Atlantic Copper, S.Atlghtic Copper) and PT Irja Eastern
Minerals (Eastern Minerals). FCX’s unincorporatenhi ventures with Rio Tinto plc (Rio Tinto) arefleeted using the proportionate
consolidation method (see Note 2). PT Freeportied@’s 25 percent ownership interest and relateestment in PT Smelting is accounted
for using the equity method (see Note 9). All sfigmint intercompany transactions have been elimthaChanges in the accounting principles
applied during the years presented are discusded lder the captions “Inventories,” “Deferred lig Costs,” “Stock-Based
Compensation” and “Defined Benefit Pension and ORwestretirement Plans.”

Use of EstimatesThe preparation of FCX's financial statements infoomity with accounting principles generally actzpin the United
States (U.S.) requires management to make estimateassumptions that affect the amounts repantéteise financial statements and
accompanying notes. The more significant areasnieguhe use of management estimates include raimeserve estimation, useful asset |
for depreciation and amortization, the estimatesraye ratio of overburden removed to ore mined thestife of the open-pit mine (through
December 31, 2005), allowances for obsolete invgnteclamation and closure costs, environmenthgations, postretirement and other
employee benefits, deferred taxes and valuati@walhces and future cash flows associated with ss&etual results could differ from those
estimates.

Cash Equivalents.Highly liquid investments purchased with maturittdghree months or less are considered cash dguoiga

Other Accounts ReceivableOther accounts receivable include value-added teptabng $36.0 million at December 31, 2006, a28.%
million at December 31, 2005. Receivables from Rito include $8.6 million at December 31, 2006d 8.8 million at December 31, 2005,
for its current share of infrastructure financimgpagements with Puncakjaya Power (see Note 2).

Inventories. In-process inventories represent materials thacamently in the process of being converted talalde product. PT Freeport
Indonesia does not have material quantities ofrgtgss inventories. For Atlantic Copper, in-prodassntories represent copper concentrates
at various stages of conversion into anodes arbdas. Atlantic Copper’s iprocess inventories are valued at the cost of thtemal fed to th
smelting and refining process pluspmcess conversion costs. Inventories of matesiadssupplies, as well as salable products, aredstdtthe
lower of cost or market. PT Freeport Indonesia tisesverage cost method for all inventories ardntic Copper uses the first-in, first-out
(FIFO) cost method for its sales of finished coppeducts (see Note 3).

In November 2004, the Financial Accounting Standd@dard (FASB) issued Statement of Financial ActiognStandards (SFAS) No. 151,
“Inventory Costs, an amendment of ARB No. 43, Chapt” SFAS No. 151 clarifies that abnormal amouwdtille facility expense, freight
handling costs and wasted materials (spoilage)ldhmirecognized as current-period charges andresgihe allocation of fixed production
overheads to inventory based on the normal capatitye production facilities. FCX adopted SFAS NB61 on January 1, 2006, and adoption
of the new standard did not have a material impadts accounting for inventory costs.

Property, Plant, Equipment and Development Costroperty, plant, equipment and development costsanried at cost. Mineral

exploration costs are expensed as incurred. Deredopcosts are capitalized beginning after provehpobable reserves have been
established. Development costs include costs iaduesulting from mine pre-production activitieslartaken to gain access to proven
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and probable reserves including adits, drifts, ranpermanent excavations, infrastructure and rehwhwaverburden. Additionally, interest
expense allocable to the cost of developing mipirggerties and to constructing new facilities ipitadized until assets are ready for their
intended use. Expenditures for replacements antbwements are capitalized. Costs related to perisctieduled maintenance (i.e.,
turnarounds) are expensed as incurred. Deprecittianining and milling life-of-mine assets, inftagcture and other common costs is
determined using the unit-of-production method Hametotal estimated recoverable proven and prebedgper reserves. Development costs
that relate to a specific ore body are depreciagitg the unit-ofaroduction method based on estimated recoverableeprand probable copg
reserves for the ore body benefited. Depreciatimhamortization using the unit-of-production metfi®decorded upon extraction of the
recoverable copper from the ore body, at which fineallocated to inventory cost and then incldids a component of cost of goods sold.
Other assets are depreciated on a straight-lins baer estimated useful lives of 15 to 20 yeardigldings and 3 to 25 years for machinery
and equipment.

Asset Impairment. FCX reviews and evaluates its long-lived assetsnfipairment when events or changes in circumstaimcicate that the
related carrying amounts may not be recoverablenfrairment loss is measured as the amount by wassbt carrying value exceeds its fair
value. Fair value is generally determined usingi@abn techniques such as estimated future casts flAn impairment is considered to exist if
total estimated future cash flows on an undiscalibgesis are less than the carrying amount of theta&n impairment loss is measured and
recorded based on discounted estimated futureflmass. Future cash flows for PT Freeport Indonesiaining assets, which are considered
one asset group, include estimates of recoverahladgs and ounces, metal prices (considering cuarhtistorical prices, price trends and
related factors), production rates and costs, abgitd reclamation costs as appropriate, all bareatktailed life-of-mine engineering plans.
Future cash flows for Atlantic Copper’s smeltingets include estimates of treatment and refinitegsréconsidering current and historical
prices, price trends and related factors), produatates and costs, capital and reclamation cestppropriate, all based on operating
projections. Assumptions underlying future cashvfEstimates are subject to risks and uncertaimiesmpairment losses were recorded
during the periods presented.

Deferred Mining Costs.In the mining industry, the costs of removing oweden and waste material to access mineral depositeferred to

as “stripping costs.” Through December 31, 2005XE@plied the deferred mining cost method in actiogrfor its post-production stripping
costs, which FCX refers to as overburden removstiscd@ he deferred mining cost method was used img stompanies in the metals mining
industry; however, industry practice varied. Théeded mining cost method matches the cost of prid with the sale of the related metal
from the open pit by assigning each metric tonrefremoved an equivalent amount of overburden tganhereby averaging overburden
removal costs over the life of the mine. The minigt capitalized in inventory and the amounts gddrto cost of goods sold do not represent
the actual costs incurred to mine the ore in amgrgperiod. The application of the deferred miningt method resulted in an asset on FCX’s
balance sheet (“Deferred Mining Costs”) totalin@$2 million at December 31, 2005.

PT Freeport Indonesia’s geologists and engineassessed the overburden to ore ratio and the rargdife of its open-pit mine at least
annually, and prior to 2006, any changes in estmatere reflected prospectively beginning in thartar of change. All other variables being
equal, increases in the life of mine overburdenawsd to ore mined ratio resulted in more of therbueden removal costs being matched with
current period production and therefore chargeskftense rather than deferred. Decreases in thefliféene overburden removed to ore mined
ratio resulted in more of the overburden removatsbeing deferred and matched with productionfaré periods.

PT Freeport Indonesia’s estimated ratio of minelowalen removed to ore mined over the life of theenin its deferred mining costs
calculation averaged 2.4 to 1 in 2005 and 2.3ito2004. The ratio changed in the fourth quarte2@¥4 and the impact of the change on
2004’s results was to decrease net income by $2i8m($0.02 per share). The increase in the ratid004 primarily relates to changes in the
cutoff grade at the Grasberg open pit caused leassessment of the optimal milling rate at the mill
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facilities, including a greater proportional cohtrtion to total ore processed from the undergrddeep Ore Zone mine.

On January 1, 2006, FCX adopted Emerging Issuds A@se Issue No. 04-6, “Accounting for Strippingsts Incurred during Production in
the Mining Industry” (EITF 04-6), which requiresatistripping costs incurred during production besidered costs of the extracted minerals
and included as a component of inventory to begeized in cost of sales in the same period asebhenue from the sale of that inventory.
Upon adoption of EITF 04-6, FCX recorded its defdrmining costs asset ($285.4 million) at Decendier2005, net of taxes, minority
interest share and inventory effects ($135.9 nmijli@s a cumulative effect adjustment to reduceettsined earnings on January 1, 2006. In
addition, stripping costs incurred in 2006 andrlgieriods are now charged to cost of sales asfibesichy EITF 04-6. As a result of adopting
EITF 04-6 on January 1, 2006, FCX's income befamme taxes and minority interests for the yeaedridecember 31, 2006, was $35.4
million lower and net income was $18.8 million ($0.per basic share and $0.08 per diluted shareritvan if it had not adopted EITF 04-6
and continued to defer stripping costs. Adoptiothef new guidance has no impact on FCX'’s cash fldls pro forma impact of applying
EITF 04-6 would be to reduce net income by $35.anior $0.16 per diluted share for the year enBedember 31, 2005, and $39.4 million
or $0.21 per diluted share for the year ended Dbeerdl, 2004.

Reclamation and Closure Costs=CX follows SFAS No. 143, “Accounting for Asset Rement Obligations,” which requires recording the
fair value of an asset retirement obligation assted with tangible long-lived assets in the periadirred. Retirement obligations associated
with long-lived assets included within the scope&SBAS No. 143 are those for which there is a leg&bation to settle under existing or
enacted law, statute, written or oral contractyldgal construction (see Note 10).

Income TaxesFCX accounts for income taxes pursuant to SFASING, “Accounting for Income TaxesDeferred income taxes are provic
to reflect the future tax consequences of diffeesnmetween the tax bases of assets and liabditiésheir reported amounts in the financial
statements (see Note 8).

Derivative Instruments. At times FCX and its subsidiaries have entered d@idvative contracts to manage certain risks tegufrom
fluctuations in commodity prices (primarily coppard gold), foreign currency exchange rates andesteates by creating offsetting market
exposures. FCX accounts for derivatives pursuaBHAS No. 133, “Accounting for Derivative Instrunteand Hedging Activities.SFAS No
133, as subsequently amended, established accgamhreporting standards requiring that everydéxie instrument (including certain
derivative instruments embedded in other contrdis)ecorded in the balance sheet as either ah@dgbility measured at its fair value. The
accounting for changes in the fair value of a deiire instrument depends on the intended use alehgative and the resulting designation.
See Note 11 for a summary of FCX's outstandingvditie instruments at December 31, 2006, and aigééon of FCX'’s risk management
strategies for those designated as hedges.

FCX elected to continue its historical accountiagifs redeemable preferred stock indexed to conitiesdinder the provisions of SFAS No.
133, which allow such instruments issued beforaidanl, 1998, to be excluded from those instrumesgsired to be adjusted for changes in
their fair values. Redeemable preferred stock irddr commodities was treated as a hedge of fptduction and was carried at its original
issue value. As redemption payments occurred,rdifees between the carrying value and the paymeresrecorded as adjustments to
revenues. In 2006, FCX made the final redemptidrits @referred stock indexed to commodities. UnBEAS No. 150, “Accounting for
Certain Financial Instruments with Characteristitboth Liabilities and Equity,” FCX classified itsandatorily redeemable preferred stock as
debt. Dividend payments on FCX’s mandatorily redalel® preferred stock are classified as interestiesg (see Notes 5 and 11).

Revenue RecognitionPT Freeport Indonesia’s sales of copper concestrateich also contain significant quantities ofdyahd silver, are

recognized in revenues when the title to the conatss is transferred to the buyer (which coincidih the transfer of the risk of loss) at the
point the concentrates are moved over the vessel’'at PT Freeport Indonesia’s port facility.

51




Revenues from PT Freeport Indonesia's concentats are recorded based on either 100 percenpraivisional sales price or a final sales
price calculated in accordance with the terms digecin the relevant sales contract. Revenues frontentrate sales are recorded net of
royalties, treatment and all refining charges (idahg price participation, if applicable) and tiepiact of derivative contracts, including the
impact of redemptions of FCX’s mandatorily redeelagieferred stock indexed to commodities (see &lbtand 11). Moreover, because a
portion of the metals contained in copper concésdrss unrecoverable as a result of the smeltinogges, PT Freeport Indonesia’s revenues
from concentrate sales are also recorded netmfatices based on the quantity and value of theszaverable metals. These allowances .
negotiated term of PT Freeport Indonesia’s cordgrand vary by customer. Treatment and refininggdmrepresent payments to smelters and
refiners and are either fixed or in certain casay with the price of copper (referred to as ppegticipation or price sharing).

PT Freeport Indonesia’s concentrate sales agresiriroluding its sales to Atlantic Copper and PTe&img, provide for provisional billings
based on world metals prices when shipped, prignasing then-current prices on the London Metalliaxge (LME). Final settlement on the
copper portion is generally based on the averagg Ipkice for a contractually specified future perigdnerally three months after the month of
arrival at the customer’s facility. PT Freeportdnésia’s concentrate sales agreements do not flomet settlement and always result in
physical delivery. Final delivery to customers isi@generally takes up to 25 days and to customdtsrope generally takes up to 57 days.

Under SFAS No. 133, PT Freeport Indonesia’s sadsedb on a provisional sales price contain an endgeddrivative which is required to be
bifurcated from the host contract. The host contisathe sale of the metals contained in the cotmates at the current spot LME price. PT
Freeport Indonesia applies the normal purchasesaledexception allowed by SFAS No. 133 to the hostract in its concentrate sales
agreements because the sales always result incphgsilivery. Revenues based on provisional saleegptotaled $1.1 billion at December 31,
2006. The embedded derivative, which does not fyufali hedge accounting, is marked-to-market thtoegrnings each period. At December
31, 2006, FCX had consolidated embedded copperatiemes on 346.4 million pounds recorded at anayeiprice of $2.87 per pound base!
forward prices for the expected settlement datiesl prices on these sales will be established theenext several months pursuant to terms of
sales contracts. The impact of fluctuations infirevard prices used for these derivatives throumghsettlement date is reflected as derivative
gains and losses in revenues. A five-cent changfeeilmverage price used for these embedded deggadind realized prices for these sales
would have an approximate $17 million impact on FEC2007 consolidated revenues and an approximateiign impact on FCX's 2007
consolidated net income. Gold sales are pricedrdowpto individual contract terms, generally thveiage London Bullion Market Association
price for a specified month near the month of slipmAt December 31, 2006, FCX had consolidatedegibd gold derivatives on 216,800
ounces recorded at an average price of $635.70ymee. A $20 change in the average price usethésetembedded derivatives and realized
prices for these sales would have an approximateifién impact on FCX$ 2007 consolidated revenues and an approximatal$an impact
on FCX’s 2007 consolidated net income. During 2@I®5 and 2004, the maximum net price adjustmerguenues after initial recognition
was 17 percent for copper revenues and three peuregold revenues.

PT Freeport Indonesia pays royalties under a CondfaWork (see Note 10). The copper royalty raggble by PT Freeport Indonesia under
its Contract of Work varies from 1.5 percent of pepnet revenue at a copper price of $0.90 ordespound to 3.5 percent at a copper pric
$1.10 or more per pound. The Contract of Work ryyedte for gold and silver sales is 1.0 percent.

A large part of the mineral royalties under Goveeninof Indonesia regulations is designated to tbheipces from which the minerals are
extracted. In connection with its fourth concergranill expansion completed in 1998, PT Freepodbimesia agreed to pay the Government of
Indonesia additional royalties (royalties not regdiby the Contract of Work) to provide further pag to the local governments and the pe

of the Indonesian province of Papua. The additiooyglties are paid on production exceeding spettifinnual amounts of copper, gold and
silver expected to be generated when PT Freeport
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Indonesia’s milling facilities operate above 20@00etric tons of ore per day. The additional roy&t copper equals the Contract of Work
royalty rate, and for gold and silver equals twilte Contract of Work royalty rates. Therefore, R&dport Indonesia’s royalty rate on copper
net revenues from production above the agreeddéselouble the Contract of Work royalty rate, #melroyalty rates on gold and silver sales
from production above the agreed levels are ttipdeContract of Work royalty rates. The combineghities, including the additional royalties,
which became effective January 1, 1999, totaled$Laillion in 2006, $103.7 million in 2005 and $83nillion in 2004.

Stock-Based CompensationAs of December 31, 2006, FCX has four stock-basepl@/ee compensation plans and two stock-basedtdire
compensation plans. Prior to January 1, 2006, F€&Xunted for options granted under all of its plander the recognition and measurement
principles of Accounting Principles Board (APB) @jin No. 25, “Accounting for Stock Issued to Emmeg,” and related interpretations, as
permitted by SFAS No. 123, “Accounting for StocksBd CompensationAPB Opinion No. 25 required compensation cost focls options t

be recognized based on the difference on the dapeant, if any, between the quoted market pricthefstock and the amount an employee
must pay to acquire the stock (i.e., the intringitue). Because all the plans require that theoapgixercise price be at least the market price on
the date of grant, FCX recognized no compensatisha@n the grant or exercise of its employees’anithrough December 31, 2005. Prior to
2007, FCX defined the market price as the avergigechigh and low price of FCX common stock on dage of grant. Effective January 20

in response to new Securities and Exchange Cononislisclosure rules, FCX now defines the marketepfor future grants as the closing
price of FCX common stock on the date of grant.e®tiwards under the plans did result in compensatists being recognized in earnings
based on the projected intrinsic value for restdaitock units to be granted in lieu of cash coregtion, the intrinsic value on the date of grant
for other restricted stock units and the intrinsatue on the reporting or exercise date for castheslestock appreciation rights (SARs).

Effective January 1, 2006, FCX adopted the faiugakcognition provisions of SFAS No. 123 (revi2é@4), “Share-Based Payment” or
“SFAS No. 123R,” using the modified prospectivensiion method. Under that transition method, congpgion cost recognized in 2006
includes: (a) compensation costs for all stockaptwards granted to employees prior to but novgsted as of January 1, 2006, based on the
grant-date fair value estimated in accordance thighoriginal provisions of SFAS No. 123, and (bngensation costs for all stock option
awards granted subsequent to January 1, 2006, bagbé grantiate fair value estimated in accordance with tligions of SFAS No. 123

In addition, other stock-based awards charged permse under SFAS No. 123 continue to be chargerpense under SFAS No. 123R. These
include restricted stock units and SARs. Resultpfmr years have not been restated. FCX hasegldotrecognize compensation costs for
awards that vest over several years on a straiigitbsis over the vesting period. FCX’s stockapawards provide for employees to receive
the next year’s vesting after an employee retifes.awards granted after January 1, 2006, to reérg-eligible employees, FCX records one
year of amortization of the awa' value on the date of grant. Certain restrictextistunits are performance-based awards with aatekdr
vesting upon retirement. Therefore, in accordanite 8FAS No. 123R and consistent with prior yeaxounting, FCX recognizes the
compensation cost for restricted stock units gchtaeretirement-eligible employees in the periodmy which the employee performs the
service related to the grant. The services ar@padd in the calendar year preceding the dateasftgin addition, prior to adoption of SFAS
No. 123R, FCX recognized forfeitures as they oamliin its SFAS No. 123 pro forma disclosures. Beigig January 1, 2006, FCX includ
estimated forfeitures in its compensation costgmdhtes the estimated forfeiture rate throughitted ¥esting date of the awards.

As a result of adopting SFAS No. 123R on JanuaB006, FCX's income before income taxes and mipaniterests for the year ended
December 31, 2006, was $27.8 million lower andimeame was $16.1 million ($0.08 per basic share®h@7 per diluted share) lower than if
it had continued to account for stock-based comgtéars under APB Opinion No. 25.

Prior to the adoption of SFAS No. 123R, FCX presdrdll tax benefits resulting from the exercisstotk options as operating cash flows i

Consolidated Statements of Cash Flows. SFAS NdRT¥2guires the cash flows generated by tax berrefitgting from tax deductions in
excess of the
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compensation cost recognized for those optionse@xtax benefits) to be classified as financing élasvs. The $20.8 million excess tax
benefit classified as a financing cash inflow ia thonsolidated Statements of Cash Flows for thegmded December 31, 2006, would have
been classified as an operating cash inflow if H@X not adopted SFAS No. 123R.

The following table illustrates the effect on netame and earnings per share for the years endeghiiber 31, 2005 and 2004, if FCX had
applied the fair value recognition provisions ofA&8-No. 123 to stock-based awards granted under 5§6ck-based compensation plans (in
thousands, except per share amounts):

2005 2004
Net income applicable to common stock, as repc $ 934,620 $ 156,77¢

Add: Stock-based employee compensation expense

included in reported net income for stock option

conversions, SARs and restricted stock units,

net of taxes and minority interests 12,97: 4,80¢
Deduct: Total stock-based employee compensation

expense determined under fair value-based method

for all awards, net of taxes and minority interests (25,514 (10,04¢)

Pro forma net income applicable to common stock $ 922,08t $ 151,53

Earnings per share:

Basic - as reported $ 51¢ $ 0.8¢€
Basic - pro forma $ 51z $ 0.87
Diluted - as reported $ 467 $ 0.8¢
Diluted - pro forma $ 46/ % 0.8(

For the pro forma computations, the values of apgitants were calculated on the dates of grangubie Black-Scholes-Merton option pricing
model and amortized to expense on a straight-laststover the options’ vesting periods. No othscaliints or restrictions related to vesting or
the likelihood of vesting of stock options were kggh. The following table summarizes the calculaagdrage fair values and weighted-average
assumptions used to determine the fair value of ' BGXck option grants under SFAS No. 123 duriregytbars ended December 31, 2005 and
2004.

2005 2004
Fair value per stock option $ 13.97 $ 15.1¢
Risk-free interest rate 3.9% 3.7%
Expected volatility rate 46% 49%
Expected life of options (in years) 6 6
Assumed annual dividend $ 1.0C $ 0.8C

Defined Benefit Pension and Other Postretirement Rhs.On December 31, 2006, FCX adopted SFAS No. 158 pleyers’ Accounting for
Defined Benefit Pension and Other Postretiremeam$lan amendment of FASB Statements No. 87, 8ai6 132R" ¢ee Note 9). SFAS N
158 represents the completion of the first phadeA8B’s postretirement benefits accounting progea requires an entity to:

» Recognize in its statements of financial positiaraaset for a defined benefit postretirement plam&rfunded status or a liability
for a plan’s underfunded status,

» Measure a defined benefit postretirement plan’stasand obligations that determine its funded statuof the end of the
employer’s fiscal year, and

» Recognize changes in the funded status of a defiaadfit postretirement plan in comprehensive inedmthe year in which the
changes occur.
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SFAS No. 158 does not change the manner of detamgihe amount of net periodic benefit cost incllidte net income or address the var|
measurement issues associated with postretiremeandfib plan accounting. The provisions of SFAS NB8 regarding the change of
measurement date of postretirement benefit plansatrapplicable as FCX already uses a measurataentf December 31 for its plans.

SFAS No. 158 required FCX to recognize the fundatiis (i.e., the difference between the fair valfiplan assets and the projected benefit
obligations) of its postretirement benefit planghia December 31, 2006, balance sheet, with agmrreling adjustment to accumulated other
comprehensive income, net of tax. The adjustmeattamulated other comprehensive income at adopgjamesents the net unrecognized
actuarial losses, unrecognized prior service casig,unrecognized transition obligation remainirgrf the initial adoption of SFAS No. 87,
“Employers’ Accounting for Pensions,” all of whigrere previously netted against the plan’s fundatlstin FCX's balance sheet pursuant to
the provisions of SFAS No. 87 and SFAS No. 106, poyers’ Accounting for Postretirement Benefits @tthan Pensions.” These amounts
will be subsequently recognized as net periodisjmencost pursuant to FCX'’s historical accountiogqy for amortizing such amounts.
Further, actuarial gains and losses that arisalisexjuent periods and are not recognized as rietlpepension cost in the same periods wil
recognized as a component of other comprehensbegria. Those amounts will be subsequently recograsealcomponent of net periodic
benefit cost on the same basis as the amountsigengin accumulated other comprehensive inconaglgption of SFAS No. 158. The impact
of adopting SFAS No. 158 on individual line itemsHCX’s December 31, 2006, balance sheet is assl(in thousands):

Before Applying After Applying

SFAS No. 158 Adjustment SFAS No. 158
Other assets $ 61,121 $ (8,812 $ 52,30¢
Accounts payable and accrued liabilities 518,56¢ 1,64: 520,21
Accrued postretirement benefits and other lialeiti 274,28t 23,621 297,91!
Deferred income taxes 807,57t (7,26¢€) 800,31(
Minority interests 214,09° (2,069 213,02¢
Accumulated other comprehensive (loss) income 5,89: (25,747 (19,859

Foreign Currencies.Transaction gains and losses associated with Atl&@upper’s euro-denominated and PT Freeport Inslargerupiah-
denominated monetary assets and liabilities aledied in net income. Atlantic Copper’s euro-denaaiea net monetary liabilities totaled
$90.1 million at December 31, 2006, based on ahange rate of $1.32 per euro. Excluding hedginguaisy net Atlantic Copper foreign
currency transaction gains (losses) totaled $(2iBjpn in 2006, $5.8 million in 2005 and $(1.6) lfiwin in 2004. PT Freeport Indonesia’s
rupiah-denominated net monetary liabilities tote$8d3 million at December 31, 2006, based on ahanxge rate of 8,989 rupiah to one U.S.
dollar. Excluding hedging amounts, net PT Freepatbnesia foreign currency transaction lossesadt&D.9 million in 2006, $0.4 million in
2005 and $0.7 million in 2004.

Comprehensive IncomeFCX follows SFAS No. 130, “Reporting Comprehendiveome,” for the reporting and display of compregiea

income (net income plus other comprehensive incamall other changes in net assets from nonowmgrces) and its components. FCX'’s
comprehensive income for 2006, 2005 and 2004 fall(iwthousands):
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Net income
Other comprehensive income (loss):
Change in unrealized derivatives’ fair value, net
of taxes of $(0.8) million for 2006, none for
2005 and $(1.0) million for 2004
Reclass to earnings, net of taxes of $1.9 million
for 2006, $0.3 million for 2005 and none for 2004
Minimum pension liability adjustment
Adjustment to initially apply SFAS No. 158, nettakes
of $7.3 million for 2006

Total comprehensive income

2006 2005 2004
1,456,50' $ 995,12 $ 202,26
(9,477) (24) 1,22¢
4,30¢ (254) 1,44¢
31E (315) -
(25,74 ; )
1,425,900 $ 994,53 $ 204,94

Effective January 1996, Atlantic Copper changeduitstional currency from the peseta (the Spanishency at the time) to the U.S. dollar.
This change resulted from significant changes iamtic Coppers operations related to a large expansion of itdtamy and refining operatior
financed with U.S. dollar borrowings and the sdlésomining operations that incurred significamispta-denominated operating costs.
Accumulated Other Comprehensive (Loss) Income teddn the Consolidated Statements of Stockholdegsity includes $10.2 million for
the cumulative foreign currency translation adjwestirat Atlantic Copper prior to changing its funatl currency, for which there is no tax
effect. In accordance with SFAS No. 52, “Foreignr@ncy Translation,the currency translation adjustment recorded uputlin the date of tt
change in functional currency will only be adjustedhe event of a full or partial disposition oc€K’s investment in Atlantic Copper.

Earnings Per Share FCX’s basic net income per share of common stock weslated by dividing net income applicable to commsock by
the weighted-average number of common shares adisgduring the year. The following is a recoratitbn of net income and weighted-
average common shares outstanding for purposes@flating diluted net income per share (in thodsaexcept per share amounts):

Net income before preferred divider

Preferred dividends

Net income applicable to common stc

Plus income impact of assumed conversion of:
5%% Convertible Perpetual Preferred Stock
7% Convertible Senior Notes

Diluted net income applicable to common stock

Weighted-average common shares outstanding
Add:
Shares issuable upon conversion, exercise or gestin

5%% Convertible Perpetual Preferred Stock (see Kpte
7% Convertible Senior Notes (see Note 5)
Dilutive stock options (see Note 7)
Restricted stock (see Note 7)

Weighted-average common shares outstanding for

purposes of calculating diluted net income perehar

Diluted net income per share of common stock

2006 2005 2004
$ 1456500 $ 995120 $ 202,26
(60,50() (60,50() (45,49;)
1,396,00! 934,62 156,77
60,50 60,50 -
12,73 35,12 -
$ 146924 $ 1,03025 $ 156,77t
190,73 180,27 182,27.
22,21 21,19¢ -
6,99: 16,78 -
1,04¢ 1,741 2,197
511 47¢ 45
221,49 220,47( 184,92
$ 6.6: $ 467 $ 0.8t

Outstanding stock options with exercise prices tgrethan the average market price of FCX’'s commoaoksduring the period are excluded
from the computation of diluted net income per shafrcommon stock. FCX'’s convertible instrumentee(blotes 5 and 7) are also excluded
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conversion of these instruments increases repditettd net income per share. A recap of the exaduaimounts follows (in thousands, except
exercise prices):

2006 2005 2004

Weighted-average options 923 1,36 -
Weighted-average exercise price $63.77 $36.9¢ -
Dividends on 5%% Convertible Perpetual PreferrextIiSt - - $45,49:
Weighted-average shares issuable upon convetsion = = 15,63:
Interest on 7% Convertible Senior Notes = = $41,43(
Weighted-average shares issuable upon conversion - - 18,62t
Interest on 8¥4% Convertible Senior Notes N/A N/A $3,82¢. ¢
Weighted-average shares issuable upon conversion N/A N/A 3,07k

a. FCX’s 5%2% Convertible Perpetual Preferred Stock issised on March 30, 2004 (see Note 7).

b. Amounts are net of the effective U.S. federal ali¢ive minimum tax rate of two percent.

c. 51.5 percent of FCX's 8¥4% Convertible Senior Natesverted to FCX common stock in August 2003. imudaly 2004, approximately 37
percent converted to FCX common stock and the m@mginotes converted to FCX common stock in Ju@g£2(&ee Note 5).

New Accounting Standards. Accounting for Uncertainty in Income Taxé&sJune 2006, the FASB issued Interpretation No."A8counting
for Uncertainty in Income Taxes” (FIN 48). FIN 4Busfies the accounting for income taxes by prdsng the minimum recognition threshold
a tax position is required to meet before beinggezed in the financial statements. FIN 48 alsuvjates guidance on derecognition,
measurement, classification, interest and penahliesounting in interim periods, disclosure andgition. FIN 48 is effective for the first fiscal
year beginning after December 15, 2006. FCX isinairig to review the provisions of FIN 48, but histtime does not expect adoption to h
a material impact on its financial statements.

Fair Value Measurementin September 2006, the FASB issued SFAS No. 1590y Walue Measurements.” SFAS No. 157 establishes a
framework for measuring fair value in generallygmed accounting principles (GAAP), clarifies thedidition of fair value within that
framework, and expands disclosures about the ut@rofalue measurements. In many of its pronoureségs) the FASB has previously
concluded that fair value information is relevamthe users of financial statements and has redj(inepermitted) fair value as a measurement
objective. However, prior to the issuance of thiéement, there was limited guidance for applyheyfair value measurement objective in
GAAP. This statement does not require any newvaine measurements in GAAP. SFAS No. 157 is effedbr fiscal years beginning after
November 15, 2007, with early adoption allowed. FE€Xtill reviewing the provisions of SFAS No. 1&@d has not determined the impac
adoption.

NOTE 2. OWNERSHIP IN SUBSIDIARIES AND JOINT VENTURE S WITH RIO TINTO

Ownership in Subsidiaries.FCX's direct ownership in PT Freeport Indonesialed 81.3 percent at December 31, 2006 and 2005. PT
Indocopper Investama, an Indonesian company, owhpefcent of PT Freeport Indonesia and FCX owiispedcent of PT Indocopper
Investama. In July 2004, FCX received a requesh filve Indonesian Department of Energy and MineeadRrces that it offer to sell shares in
PT Indocopper Investama to Indonesian nationd@iaimarket value. In response to this requestiandew of the potential benefits of having
additional Indonesian ownership in the operati¢idX has agreed to consider a potential sale ofitemest in PT Indocopper Investama at fair
market value. Neither its Contract of Work nor Indsian law requires FCX to divest any portion sfotvnership in PT Freeport Indonesia or
PT Indocopper Investama. At December 31, 2006, ie€gort Indonesia’s net assets totaled $2.3 billioth its retained earnings totaled $2.1
billion. As of December 31, 2006, FCX has no outdtag loans to PT Freeport Indonesia.
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Substantially all of PT Freeport Indonesia’s asaetslocated in Indonesia. During 2006, the Ind@mmesconomy posted economic gains and
reflected reduced inflation rates. The Indonesiamency, the rupiah, also posted gains againsttBe dollar during 2006. Indonesia continues
to face political, economic and social uncertasitiacluding separatist movements and civil angji@ls strife in a number of provinces.

FCX owns 100 percent of the outstanding Atlantip@ common stock. At December 31, 2006, FCX'amatstment in Atlantic Copper
totaled $170.0 million, FCX had a $189.5 milliomfooutstanding to Atlantic Copper and Atlantic Cep@debt under financing arrangements
that are nonrecourse to FCX totaled $5.6 milliotladtic Copper is not expected to pay dividendthanear future. Under the terms of its
concentrate sales agreements with Atlantic CopgpEffreeport Indonesia had outstanding trade relsleisdrom Atlantic Copper totaling
$230.2 million at December 31, 2006. FCX made caglital contributions to Atlantic Copper totalingd®.0 million in 2004. These
transactions had no impact on FCX'’s consolidatedrtial statements.

FCX owns 100 percent of FM Services Company. FMiSes Company provides certain administrative,rfizial and other services on a cost-
reimbursement basis to FCX and provides similarises to two other public companies under managésemices agreements with fixed fee
terms plus reimbursements for special projectscanebf-pocket expenses. The costs billed to FCXRhd-reeport Indonesia, which include
related overhead, totaled $59.9 million in 20067.84million in 2005 and $34.6 million in 2004. Mayenent believes these costs do not differ
materially from the costs that would have beeniiremihad the relevant personnel providing thesées been employed directly by FCX. ~
amounts FM Services Company billed to the two ofhdalic companies totaled $5.6 million during 20$6,6 million during 2005 and $4.3
million during 2004.

In July 2003, FCX acquired the 85.7 percent owriprstierest in Puncakjaya Power owned by affiliai€®uke Energy Corporation for $68.1
million cash, net of $9.9 million of cash acquir@dincakjaya Power is the owner of assets supppdmger to PT Freeport Indonesia’s
operations, including the 3x65 megawatt coal-fipedver facilities. PT Freeport Indonesia purchaseggy from Puncakjaya Power under
infrastructure asset financing arrangements. Inc&005, FCX prepaid $187.0 million of bank defstaesated with Puncakjaya Power’s
operations. At December 31, 2006, FCX had a $188//®n loan outstanding to Puncakjaya Power, P&dport Indonesia had infrastructure
asset financing obligations payable to Puncakjayad? totaling $192.4 million and Puncakjaya Powexd h receivable from PT Freeport
Indonesia for $247.3 million, including Rio Tintaskhare. FCX consolidates PT Freeport IndonesigPamdakjaya Power and FCX's
consolidated balance sheet reflects only a $54llmreceivable ($8.6 million in other accountseeable and $46.0 million in long-term
assets) for Rio Tinto’s share of Puncakjaya Powecgivable as provided for in FCX'’s joint ventagreement with Rio Tinto.

Joint Ventures With Rio Tinto. In March 2004, FCX purchased Rio Tinto’s 23.9 roiflishares of FCX common stock for $881.9 million
(approximately $36.85 per share) with a portiotthef proceeds from the sale of the 5%2% Convertiblp&ual Preferred Stock (see Note 7).
Rio Tinto acquired these shares from FCX'’s formamept company in 1995 in connection with the ggfiref FCX as an independent compa
FCX and Rio Tinto have established certain unincafed joint ventures which are not impacted by EdXirchase of its shares from Rio
Tinto. Under the joint venture arrangements, Riotd has a 40 percent interest in PT Freeport InsiafeeContract of Work and Eastern
Minerals’ Contract of Work, and the option to paigiate in 40 percent of any other future explorapoojects in Papua. Under the
arrangements, Rio Tinto funded $100 million in 19&6approved exploration costs in the areas cal/byethe PT Freeport Indonesia and
Eastern Minerals Contracts of Work. Agreed-upon@sgtion costs in the joint venture areas are sh@fepercent by FCX and 40 percent by
Rio Tinto.

Pursuant to the joint venture agreement, Rio Tiate a 40 percent interest in certain assets ancefptoduction exceeding specified annual
amounts of copper, gold and silver through 202Rlaotk A of PT Freeport Indonesia’s Contract of Woakd, after 2021, a 40 percent interest
in all production from Block A. Operating, nonexg#mn capital and administrative costs are sharedgtionately between PT Freeport
Indonesia and Rio Tinto based on the ratio ofi{a)ihcremental revenues from production from PTepoet Indonesia’s most recent expansion
completed in 1998 to (b) total revenues from proidnc
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from Block A, including production from PT Freepdmtdonesia’s previously existing reserves. PT Foeeimdonesia will continue to receive
100 percent of the cash flow from specified anramabunts of copper, gold and silver through 202tutated by reference to its proven and
probable reserves as of December 31, 1994, anég@mnt of all remaining cash flow.

The joint venture agreement provides for adjustsiémthe specified annual amounts of copper, gotisilver attributable 100 percent to PT
Freeport Indonesia upon the occurrence of certants which cause an extended interruption in petidn to occur, including events such as
the fourth-quarter 2003 Grasberg open-pit slippaugk debris flow. As a result of the Grasberg slggpand debris flow events, the 2004
specified amounts attributable 100 percent to REEport Indonesia were reduced by 172 million recaivle pounds for copper and 272,000
recoverable ounces for gold. Pursuant to agreene2B05 and early 2006 with Rio Tinto, these reituns were offset by increases in the
specified amounts attributable 100 percent to REEport Indonesia totaling 62 million recoverablenmpds for copper and 170,000 recoverable
ounces for gold in 2005, and 110 million recoveegimunds for copper and 102,000 recoverable ouoce®Id in 2021.

NOTE 3. INVENTORIES
The components of inventories follow (in thousands)
December 31,

2006 2005

PT Freeport Indonesia: Concentrates - Average cost $ 14,65¢ $ 14,72
Atlantic Copper: Concentrates - FIFO 189,06( 137,74(
Work in process - FIFO 168,15: 144,95:

Finished goods - FIFO 12,31¢ 2,97¢

Total product inventories 384,18 300,38
Total materials and supplies, net 340,06: 264,63(
Total inventories $ 724,24t $ 565,01

The average cost method was used to determinegt@tessentially all materials and supplies inggn Materials and supplies inventory is
net of obsolescence reserves totaling $16.4 milioDecember 31, 2006, and $16.6 million at DecerBhe2005.

NOTE 4. PROPERTY, PLANT, EQUIPMENT AND DEVELOPMENT COSTS, NET
The components of net property, plant, equipmedtdavelopment costs follow (in thousands):

December 31,

2006 2005
Development and other $ 1,537,73. $ 1,517,73.
Buildings and infrastructure 1,501,23 1,500,33
Machinery and equipment 2,261,61 2,236,56!
Mobile equipment 757,10: 764,63
Construction in progress 161,63 70,56:
Property, plant, equipment and development costs 6,219,31 6,089,83.
Accumulated depreciation and amortization (3,120,81) (3,000,90)
Property, plant, equipment and development costs, n $ 3,098,50. $ 3,088,93

Development and other includes costs related tesimrents in consolidated subsidiaries. These costsist of $69.5 million related to FCX’s
purchase in December 1992 of 49 percent of theaalagiock of PT Indocopper Investama, $34.5 millielated to PT Freeport Indonesia’s
issuance of its shares to FCX in 1993 and 1994tttesa convertible loan due to FCX and $268.4iamillelated to FCX's acquisition of the
remaining 51 percent of the capital stock of PTowpper Investama in February 2002. These costtert the value of the proven and
probable reserves FCX acquired and are amortizied tise unit-of-production method based on estichageoverable proven and probable
copper reserves. Additionally, other costs incl$i#8.8 million related to FCX'’s acquisition of AtlideCopper in 1993 and relate to its
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smelter assets. These costs are amortized usirggrétight-line method based on the estimated fifétlantic Copper’s smelter assets.

NOTE 5. LONG-TERM DEBT
December 31,
2006 2005

(In Thousands)

Senior Notes:

67:% Senior Notes due 2014 $ 340,29! $ 340,29!
10%% Senior Notes due 2010 272,43( 283,89!
7% Convertible Senior Notes due 2011 7,071 323,66°
7.20% Senior Notes due 2026 17¢ 17¢
7.50% Senior Notes due 2006 - 55,40«
Redeemable Preferred Stock:
Gold-Denominated Preferred Stock, Series |l - 167,37¢
Silver-Denominated Preferred Stock - 12,50:
Notes Payable
Equipment capital leases, average rate 7.8% in 2606.0% in 2005 54,25¢ 67,21
Atlantic Copper facility, average rate 7.3% in 2@0&1 5.5% in 2005 40 3
Other notes payable and short-term borrowings 5,84¢ 5,412
Total debt 680,11! 1,255,94:
Less current portion of long-term debt and shamatborrowings (19,11¢) (253,35()
Long-term debt $ 660,99¢ $ 1,002,59

Senior Notes.In February 2004, FCX sold $350 million df8o Senior Notes due 2014 for net proceeds of $3#dlibn. Interest on the notes
is payable semiannually on February 1 and AuguBCX may redeem some or all of the notes at it®ot a make-whole redemption price
prior to February 1, 2009, and afterwards at ste¢ddmption prices. The indenture governing thesiobntains certain restrictions, including
restrictions on incurring debt, creating liens|isglassets, entering into certain transactionf waffiliates, paying cash dividends on common
stock, repurchasing or redeeming common or prefezqiity, prepaying subordinated debt and makimgdtments. During 2004, FCX
purchased in open market transactions $9.7 mitiiaits 6/4% Senior Notes, resulting in a net gain of $0.8iamirecorded as a reduction to
losses on early extinguishment and conversion bf.de

In January 2003, FCX sold $500 million of'/4% Senior Notes due 2010 for net proceeds of $48ifl®n. Interest on the notes is payable
semiannually on February 1 and August 1. FCX mdgeen some or all of the notes at its option at kenvehole redemption price prior to
February 1, 2007, and afterwards at stated redemptices. In 2005, FCX purchased in open marksistictions $216.1 million of these notes
and recorded charges of $26.9 million, $16.9 millio net income or $0.08 per diluted share, asaltref these transactions. In 2006, FCX
purchased in an open market transaction $11.5omitlf these notes for $12.4 million and recordeargés of $1.1 million, $0.7 million to net
income or less than $0.01 per diluted share, asuwtrof this transaction. The indenture goverrirgnotes contains restrictions and limitations
on incurring debt, creating liens, entering inttedaaseback transactions, taking actions to lifisitributions from certain subsidiaries, selling
assets, entering into certain transactions wittia#s, paying cash dividends on common stockurepasing or redeeming common or
preferred equity, prepaying subordinated debt aaking investments. The notes are unsecured.

In February 2003, FCX sold $575 million of 7% Cortil@e Senior Notes due 2011 for net proceeds 88%b million. Interest on the notes is
payable semiannually on March 1 and September & nbkes were initially convertible, at the optidrttee holder, at any time on or prior to
maturity into shares of FCX’s common stock at avewsion price of $30.87 per share, which was etjualconversion rate of approximately
32.39 shares of common stock per $1,000 principaluat of notes. The conversion rate is adjustallenndividends over a twelve-month
period exceed a certain threshold. As a resultGX’B cumulative twelve-month dividends through Redoy 2007, the conversion price was
adjusted to $30.16
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per share, which is equal to a conversion ratgpfaimately 33.16 shares of common stock per SLlgthcipal amount of notes. In 2005,
FCX privately negotiated transactions to inducevession of $251.3 million of these notes into 8.ilion shares of FCX common stock. FCX
recorded charges of $25.2 million, $23.3 milliomtt income or $0.11 per diluted share, net otedlaeduction of interest expense, in 2005 as
a result of these transactions. In 2006, FCX cotafdla tender offer and privately negotiated tratieas to induce conversions of $316.6
million of these notes into 10.3 million shared=6fX common stock. FCX recorded charges of $30.9anjl$29.6 million to net income or
$0.13 per diluted share, net of related reductfanterest expense, in 2006 as a result of theses#aictions. The notes are unsecured.

In April 2003, FCX completed tender offers for #$50% Senior Notes due 2006 and its 7.20% Senites\idue 2026. Of the total $450 milli
outstanding at December 31, 2002, notes with adagaunt of $234.0 million were tendered for $238ibion cash. FCX recorded a charge of
$6.6 million, $4.8 million to net income or $0.08rliluted share, to losses on early extinguishmehtlebt in 2003. In July 2003, FCX
purchased an additional $76.0 million face amotiitisd7.20% Senior Notes for $77.2 million, andamted a charge to losses on early
extinguishment of debt of $1.3 million, $0.9 mihido net income or less than $0.01 per dilutedesHarOctober 2003, holders of $68.9 milli
of 7.20% Senior Notes elected early repayment aemified under their terms. In 2005, FCX purchasedpgen market transactions $4.4 million
of its 7.20% Senior Notes and $11.1 million ofit50% Senior Notes. FCX recorded charges of $0lliomiless than $0.1 million to net
income or less than $0.01 per diluted share, irb230a result of these transactions. On the mpateiie in November 2006, FCX paid the
outstanding $55.4 million balance of its 7.50% $eNotes.

During the first quarter of 2004, FCX completeagader offer and privately negotiated transacti@nsafportion of its remaining 8%%
Convertible Senior Notes due 2006 resulting inghdy conversion of $226.1 million of notes inta&million shares of FCX common stock.
FCX recorded charges of $4.5 million, $4.4 millimnet income or $0.02 per diluted share, net lated reduction of interest expense, in the
first quarter of 2004 in connection with these censions. In June 2004, the remaining $66.5 milibnotes were called for redemption on <
31, 2004. During July 2004, all of these notes veemnaverted into 4.7 million shares of FCX's comnsbock. As of July 31, 2004, all of the
8v4% Convertible Notes, which totaled $603.8 millagnissuance in 2001, had been converted into®lidn shares of FCX common stock.

Redeemable Preferred StockAs discussed in Note 1, pursuant to SFAS No. 1%hdatorily redeemable preferred stock is classdiedebt.

At December 31, 2005, FCX had outstanding 4.3 amlliepositary shares representing 215,279 shaits@6ld-Denominated Preferred
Stock, Series Il totaling $167.4 million. These dsifary shares traded on the New York Stock Exchdhy SE) under the symbol “FCX PrC.”
Each depositary share had a cumulative quartesly davidend equal to the value of 0.0008125 ourigmldl and was redeemed in February
2006 for the cash value of 0.1 ounce of gold ($236illion). The mandatory redemption resulted $l1%7.4 million decrease in debt and a
recognized in 2006 revenues of $69.0 million, $36ilion to net income or $0.17 per diluted share.

At December 31, 2005, FCX had outstanding 4.8 amllilepositary shares representing 14,875 shaits®ifver-Denominated Preferred Stc
totaling $12.5 million. These depositary shareddchon the NYSE under the symbol “FCX PrD.” Eachatdtary share had a cumulative
quarterly cash dividend equal to the value of O1E®3 ounce of silver. On August 1, 2006, FCX funtiezllast of eight scheduled annual
redemption payments on its Silver-Denominated PredeStock for $25.8 million, resulting in a $12lion decrease in debt. The mandatory
redemptions also resulted in losses recognizeeMienues, totaling $13.3 million in 2006, $5.0 roifliin 2005 and $1.4 million in 2004.

Notes PayablePT Freeport Indonesia had capital leases with dartotaling $54.3 million at December 31, 2006d 67.2 million at
December 31, 2005. Interest rates on the leasesmdsable.
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Atlantic Copper has a variable-rate project lo&e @tlantic Copper facility). In February 2004, F@Xed a portion of the proceeds from the
sale of the &% Senior Notes (see above) to repay $162.4 mibifoitlantic Copper’s borrowings and to refinancetaim other FCX debt
maturities. Atlantic Copper recorded a $3.7 millcdrarge for losses on early extinguishment of fl@btepayment of certain of its debt. As of
December 31, 2006, the variable-rate project loanyecourse to FCX, consisted of a $44.0 millionkirg capital revolver that matures in
December 2007. The Atlantic Copper facility resfriother borrowings and borrowings under the figcilre secured by certain Atlantic Copper
receivables and inventory.

In July 2006, FCX and PT Freeport Indonesia enteredan amended credit agreement for a $465 millevolving credit facility to refinance
its previous $195 million facility that was scheeito mature in September 2006. The new facilityictv can be expanded to up to $500
million with additional lender commitments, mature2009 and no amounts were outstanding undefiattiity at December 31, 2006 and
2005. The facility sets limitations on liens anaitiations on transactions with affiliates, and rieggithat certain financial ratios be maintained.
The credit facility allows common stock dividendemmon stock purchases and investments as longadalality under the facility plus
available cash exceeds $250 million or otherwisleg as certain other thresholds are exceededriBefor obligations outstanding under the
credit facility includes over 90 percent of PT Fyee Indonesia’s assets, 50.1 percent of the mudsig stock of PT Freeport Indonesia, the
outstanding stock of PT Indocopper Investama owneBCX, and a pledge of PT Freeport Indonesiastsiginder its Contract of Work (see
Note 10). PT Freeport Indonesia and FCX guarardek ethe's obligations under the credit facility.

Maturities and Capitalized Interest. Maturities of debt instruments based on the amoamtisterms outstanding at December 31, 2006, tbtale
$19.1 million in 2007, $13.5 million in 2008, $131Ellion in 2009, $282.6 million in 2010, $10.9 fivh in 2011 and $340.5 million thereaft
Capitalized interest totaled $10.8 million in 2088@,1 million in 2005 and $2.9 million in 2004.

NOTE 6. ACCRUED POSTRETIREMENT BENEFITS AND OTHER L IABILITIES
The following is a detail of FCX’s accrued postretnent benefits and other liabilities (in thousgnds

2006 2005

Atlantic Copper contractual obligation to

insurance company (see Note 9) $ 69,40¢ $ 57,23(
Postretirement benefits and long-term incentive

compensation (see Note 9) 163,33¢ 115,84°
Asset retirement obligations (see Note 10) 30,24: 26,61¢
Reserve for non-income taxes (see Note 10) 22,34¢ 19,10¢
Other long-term liabilities and reserves 12,577 11,82(

Total accrued postretirement benefits and othéililies $ 29791 $ 230,61t

NOTE 7. STOCKHOLDERS' EQUITY AND STOCK-BASED COMPEN SATION

Common Stock.FCX has 473.6 million authorized shares of cagitatk consisting of 423.6 million shares of comrstotk and 50.0 million
shares of preferred stock. At the 2002 annual $toider meeting, FCX’s stockholders approved thevewsion of each outstanding share of
Class A common stock into one share of Class B comstock. FCX now has only one class of commorkstble conversion created a new
measurement date for FCX'’s Class A stock optioaswlere converted to Class B stock options. Undeoanting rules followed by FCX for
stock-based compensation prior to January 1, 20@86n-the-money value of these stock options emiiw measurement date ($8.8 million)
was charged to earnings over the remaining vegémgd of the options. The related charge to géremd administrative expenses totaled $2.1
million in 2005 and $2.1 million in 2004.

In 2003, FCX’s Board of Directors approved a newromarket share purchase program for up to 20amihares, which replaced FCX’s
previous program. Under this new program, FCX aegu2.0 million shares for $99.8 million ($49.94 ghare average) in 2006, 2.4 million
shares for $80.2 million ($33.83 per share averag2p05 and 3.4 million shares for $99.5 milli§&29.39 per share average) in 2004. As of
February 12, 2007, 12.2 million shares remain até&l under this program. The timing of
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future purchases of FCX’s common stock is dependpoh a number of factors including the price oFCcommon shares, FCX's cash flow
and financial position, copper and gold prices gaderal economic and market conditions.

Preferred Stock.In March 2004, FCX sold 1.1 million shares of 5%%n@ertible Perpetual Preferred Stock for $1.1 dmllfor net proceeds !
$1.067 billion. Each share of preferred stock vmdtgaily convertible into 18.8019 shares of FCX aoon stock, equivalent to a conversion
price of approximately $53.19 per common share. ddreversion rate is adjustable upon the occurrehcertain events, including any quarter
that FCX's common stock dividend exceeds $0.20 per shara.rAsult of the quarterly and supplemental comstook dividends paid throu
February 2007, each share of preferred stock isgmwertible into 21.1568 shares of FCX commonistequivalent to a conversion price of
approximately $47.27 per common share. Beginningchl80, 2009, FCX may redeem shares of the prefestack by paying cash, FCX
common stock or any combination thereof for $1,p80share plus unpaid dividends, but only if FCxosnmon stock price has exceeded 130
percent of the conversion price for at least 2@itvg days within a period of 30 consecutive tradilags immediately preceding the notice of
redemption. FCX used a portion of the proceeds fifteersale to purchase 23.9 million shares of FCXroon stock owned by Rio Tinto for
$881.9 million (approximately $36.85 per share) aadd the remainder for general corporate purp&deslinto no longer owns an equity
interest in FCX; however, it is still PT Freepartibnesia’s joint venture partner (see Note 2).

Stock Award Plans.FCX currently has six stock-based compensationspdeml all are stockholder approved. As of DecerBheP006, only
four of the plans, which are discussed below, leavards available for grant.

FCX'’s 1999 Stock Incentive Plan (the 1999 Plan) 20@3 Stock Incentive Plan (the 2003 Plan) profidehe issuance of stock options,
SARs, restricted stock units and other stock-baseatrds. Each plan allows FCX to grant awards forou®.0 million common shares to

eligible participants. In May 2004, FCX’s stockhetd approved the 2004 Director Compensation Pleng004 Plan). The 2004 Plan
authorizes awards of options and restricted stodts gior up to 1.0 million shares and the one-tgnant of 66,882 SARs. In May 2006, FCX’s
stockholders approved the 2006 Stock Incentive Rle12006 Plan). The 2006 Plan provides for thedace of stock options, SARs, restricted
stock units and other stock-based awards. The P@06allows FCX to grant awards for up to 12.0imillcommon shares to eligible
participants.

Awards granted under all of the plans generallyirexp0 years after the date of grant and vest iped6ent annual increments beginning one
year from the date of grant. The plans providesfoployees to receive the following y's vesting after retirement and provide for accatied
vesting if there is a change in control (as defimethe plans). Awards for 12.0 million shares urtthe 2006 Plan, 0.5 million shares under the
2004 Plan, 1.1 million shares under the 2003 PtahCal million shares under the 1999 Plan werelaiai for new grants as of December 31,
2006.

FCX also has a restricted stock program that all6e@X senior executives to elect to receive regtddtock units under each plan in lieu of all
or part of their cash incentive compensation. Retstt stock unit grants vest over three years aadalued on the date of grant at 50 percent
above the cash incentive compensation that theamelelects to replace. Dividends on restrictedkstmits accrue and are subject to the
awards vesting. Stock option and SAR awards doet#ive dividends.

Stock-Based Compensation C@&&bdmpensation cost charged against earnings fok-ftased awards is shown below (in thousands). F@X d
not capitalize any stock-based compensation codtsed assets during the periods presented.
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2006 2005 2004

Stock options awarded to employees (including dnes} $ 27,78. $ 2,056 $ 2,121
Stock options awarded to nonemployees 2,68¢ 1,12¢ 1,73(C
Restricted stock units in lieu of cash awards 23,581 17,53¢ 1,311
Restricted stock units awarded to directors 1,391 45% 18C
Stock appreciation rights 1,227 2,33¢ (219)
Total stocl-based compensation c® 56,66¢ 23,50 5,12¢
Tax benefit (20,37%) (7,240) (389
Minority interest share (3,009) (1,077) (57)
Impact on net income $ 33,28: $ 1518 3 4,68/

a. Represents amortization of the intrinsic value 6XFs Class A stock options that were converted les€ B stock options in 2002.
b. Amounts are before Rio Tinto’s share of the costraployee exercises of in-tmeeney stock options which decreased consolidatadrg
and administrative expenses by $6.5 million in 208862 million in 2005 and $7.0 million in 2004.

Options and SAR#& summary of options outstanding as of Decembe280§6, including 142,593 SARs, and changes dutirg/ear ended
December 31, 2006, follow:

Weighted
Average Aggregate
Weighted Remaining Intrinsic
Number of Average Contractual Value
Options Option Price Term (years) ($000)
Balance at January 1 7,355,61. $ 31.4:
Granted 1,126,25! 62.8¢
Exercised (2,614,27) 26.51
Expired/Forfeited (65,879 39.12
Balance at December 31 >,801,71 39.7( 78 3 101,07
Vested and exercisable at December 31 593,13t 22.5¢ 52¢ $ 19,68¢

Summaries of options outstanding, including SARs| ehanges during the years ended December 31, 2889 ecember 31, 2004, follow:

2005 2004
Weighted Weighted
Number Average Number Average
of Option of Option
Options Price Options Price
Balance at January 1 6,866,80! $ 23.2( 10,327,74 $ 19.3¢
Granted 4,490,75! 37.0¢ 1,472,39 34.7¢
Exercised (3,838,55) 23.2¢ (4,581,27) 18.47
Expired/Forfeited (163,389 31.5] (352,06 21.6¢
Balance at December 31 7,355,61. 31.4¢ 6,866,80: 23.2(

The fair value of each option award is estimatedhendate of grant using the Black-Schalésrton option valuation model. Expected volati

is based on implied volatilities from traded ops8am FCX'’s stock and historical volatility of FCXssock. FCX uses historical data to estimate
future option exercises, forfeitures and expedfedff the options. When appropriate, separate ggaf employees that have similar historical
exercise behavior are considered separately foiatiah purposes. The expected dividend rate isutzkd as the annual dividend (excludes
supplemental dividends) at the date of grant
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divided by the average stock price for the one-pegiod preceding the grant date. The risk-freergdt rate is based on Federal Reserve rates
in effect for bonds with maturity dates equal te #xpected term of the option at the grant date.&8sumptions used to value stock option
awards during the year ended December 31, 2006\cteel in the following table.

Expected volatility 33.3%42.2%
Weighted-average volatility 37.1%
Expected life of options (in years) 4.C

Expected dividend rate 2.5%
Risk-free interest rate 4.4%

The average grant-date fair value of options grhdteing 2006 was $17.67 per option. The totalnstc value of options exercised during
2006 was $96.1 million. As of December 31, 2006XH@d $46.0 million of total unrecognized compeiwsatost related to unvested stock
options expected to be recognized over a weightedage period of 1.1 years.

The following table includes amounts related toreises of stock options and SARs and vesting dfiotsd stock units during 2006 (in
millions, except shares tendered):

FCX shares tendered to pay the exercise price

and/or the minimum required tax® 809,92t
Cash received from stock option exercises $ 36.¢
Actual tax benefit realized for the tax deductions

from stock option exercises $ 30.¢
Amounts FCX paid for employee taxes related

to stock option exercises $ 21t
Amounts FCX paid for exercised SARs $ 2.1

a. Under terms of the related plans, upon exercisgank options and vesting of restricted stock ymitsployees may tender FCX shares to
FCX to pay the exercise price and/or the minimuquied taxes.

Restricted Stock UnitAs discussed above, FCX has a restricted stockanmoghat allows FCX senior executives to eleceteive restricted
stock units in lieu of all or part of their anniash incentive compensation. The annual cash iivegsta function of FCX’s consolidated
operating cash flows for the preceding year. Tlaagards of restricted stock units are consideretbpeance-based awards. To compensate for
certain restrictions and the risk of forfeitureg tiestricted stock units are awarded at a 50 pepremium to the market value on the date of
grant. The awards vest ratably over three yearsrasting accelerates upon retirement. For retirérakgible executives, the fair value of the
restricted stock units is estimated based on ptejeaperating cash flows for the year and is ctthtgeexpense ratably over the year the cash
flows are generated.

FCX grants restricted stock units to its directamsler the 2004 Plan. The restricted stock units wesr four years. The fair value of the
restricted stock units is amortized over the foeayvesting period or the period until the diredtecomes retirement-eligible, whichever is
shorter. Upon a director’s retirement, all unvesestricted stock units immediately vest. For egtient-eligible directors, the fair value of
restricted stock units is recognized on the datgranit.

FCX granted 354,677 restricted stock units in 2006ummary of outstanding unvested restricted stotts as of December 31, 2006, and
activity during the year ended ended December 8026 2is presented below:
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Weighted

Average Aggregate
Number of Remaining Intrinsic
Restricted Contractual Value
Stock Units Term (years) ($000)
Balance at January 1 317,25t
Granted 354,67
Vested (140,367
Forfeited -
531,57: 1.73 $ 29,62t

Balance at December 31

The grantdate fair value of restricted stock units grane&€X senior executives during the year ended Dbeer®1, 2006, was $21.2 millic
Because this is a performance-based award anedésite service period under SFAS No. 123R isidensd to be the calendar year prior to
the grant date, the entire value of this awardhendate of grant was charged to expense duringalleadar year prior to the date of grant.

The total grandate fair value of restricted stock units grane&€X directors during the year ended Decembe3@6, was $1.2 million. TF
total intrinsic value of restricted stock units tmeg during the year ended December 31, 2006, Basillion. As of December 31, 2006, F(
had $1.0 million of total unrecognized compensatiost related to unvested restricted stock uniteeted to be recognized over a weighted-

average period of 1.1 years.

NOTE 8. INCOME TAXES

The components of FCX’s deferred taxes follow fiausands):

Deferred tax asset:
Foreign tax credits
Atlantic Copper net operating loss carryforwards
U.S. alternative minimum tax credits
Intercompany profit elimination
Deferred compensation
Valuation allowance
Total deferred tax asset

Deferred tax liability:
Property, plant, equipment and development costs

December 31,

Undistributed earnings in PT Freeport Indonesia and

Puncakjaya Power
Deferred mining costs

Other
Total deferred tax liability
Net deferred tax liabilit

2006 2005

$ 744.85¢ $ 583,88
90,35¢ 127,544

90,38( 90,38(

70,60: 84,01

42,94 30,10:

(925,59)) (801,80%)

113,54¢ 114,11

(723,059 (708,22)

(183,84 (188,93)

- (99,879)

(6,957) (19,47

(913,85 (1,016,49)

$ (800,31) $ (902,38()

FCX has provided a valuation allowance equal tteitscredit carryforwards ($835.2 million at DecemB1, 2006, and $674.3 million at
December 31, 2005) as these would only be useddkaKX be required to pay regular U.S. tax, whiglcansidered unlikely for the
foreseeable future and because the foreign tavitsrexpire after 10 years. Atlantic Copper is sabje taxation in Spain and is not expected to

generate taxable income in the foreseeable fuREX has

provided a valuation allowance equal tdftiere tax benefits resulting from

Atlantic Copper’s net operating losses totaling 30million at December 31, 2006, and $364.4 millkd December 31, 2005, which expire

through the year 2020. Tax
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laws enacted in Spain during 2006 will reduce coaptax rates to 30 percent. The deferred tax &msAtlantic Copper’s net operating loss
carryfowards and the related valuation allowanceevegljusted at December 31, 2006, to reflect tlamgd in Spanish tax rates.

PT Freeport Indonesia’s Indonesian income tax mstprior to 2002 have been audited or are no losgleject to review by the Indonesian tax
authorities. FCX'’s provision for income taxes caissiof the following (in thousands):

2006 2005 2004
Current income taxes (benefits):
Indonesian $ 1,035,54. $ 831,56t % 236,83t
United States and other (257) 1,92¢ 7,04¢
1,035,28! 833,48¢ 243,88!
Deferred Indonesian income taxes 165,88¢ 81,57¢ 86,79*
Provision for income taxes per income statements $ 120117 $ 91506t $§  330,68(

Differences between income taxes computed at theaual Indonesian tax rate and income taxesdeddfollow (dollars in thousands):

2006 2005 2004
Amount Percent Amount Percent Amount Percent

Income taxes computed at the

contractual Indonesian tax rate $ 989,05! 35% $ 712,92¢ 35% $ 201,03: 35%
Indonesian withholding tax on:

Earnings/dividends 167,61 6 134,77t 7 47,34° 8

Interest 132 - 92: - 1,12C -
Other adjustments:

Parent company costs 34,22¢ 1 47,37 2 40,43 7

Atlantic Copper net (income) loss (25,169 ) (6,245 - 36,18¢ 6

U.S. alternative minimum tax - - - - 8,20( 2

PT Indocopper Investama taxes 47,79 2 36,54 2 3,00¢ 1

Other, net (12,486 - (11,230 (1) (6,647 (1)

Provision for income taxes per
income statements $ 1,201,17! 43% $ 915,06! 45% $ 330,68 58%

NOTE 9. INVESTMENT IN PT SMELTING AND EMPLOYEE BENE FITS

PT Smelting. PT Smelting, an Indonesian company, operates aarrefinery in Gresik, Indonesia. In 2004, PT Singlincreased its stated
production capacity of 200,000 metric tons of capgper year to 250,000 metric tons. During 2006 3pelting completed an expansion of its
production capacity to 275,000 metric tons. PT poeelndonesia, Mitsubishi Materials Corporationif@dbishi Materials), Mitsubishi
Corporation (Mitsubishi) and Nippon Mining & MetaBn., Ltd. (Nippon) own 25 percent, 60.5 percer§i,fercent and 5 percent, respectively,
of the outstanding PT Smelting common stock. PEpoet Indonesia provides nearly all of PT Smeltingdpper concentrate requirements.
Under the PT Smelting contract, for the first 1angeof PT Smelting’s commercial operations begigridecember 1998, the treatment and
refining charges on the majority of the concentRifeFreeport Indonesia provides will not fall belspecified minimum rates, subject to
renegotiation in 2008. The rate was $0.23 per palunohg the period from the commencement of PT 8ntgs operations in 1998 until April
2004, when it declined to a minimum of $0.21 peunh In December 2003, PT Smelting’s shareholdezeagent was amended to eliminate
PT Freeport Indonesia’s assignment of its earnim@®Sl Smelting to support a 13 percent cumulativeual return to Mitsubishi Materials,
Mitsubishi and Nippon for the first 20 years of aoercial operations. No amounts were paid underaggsggnment. PT Smelting had project-
specific debt, nonrecourse to PT Freeport Indonéstaling $261.8 million at December 31, 2006, 2682.3 million at December 31, 2005.
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Pension PlansDuring 2000, FCX and FM Services Company electaénminate their defined benefit pension plans dogesubstantially all
U.S. and certain overseas expatriate employeeseptate these plans, with defined contribution glas further discussed below. All
participants’ account balances in the defined kiepkfhs were fully vested on June 30, 2000, aber@st credits continue to accrue under the
plans until the assets are finally liquidated. Tihal distribution will occur once approved by thrternal Revenue Service and the Pension
Benefit Guaranty Corporation. The plans’ investnontfolios were liquidated and invested in prirhashort duration fixed-income securities
in the fourth quarter of 2000 to reduce exposuregiaity market volatility and then to cash and bdegosits in late 2006 in anticipation of
liguidating the plans. All of the FCX plan assdiswn in the table below relate to these two plargsthe unfunded liability totaled $3.6 milli
at December 31, 2006.

In February 2004, FCX established an unfunded ®upphtal Executive Retirement Plan (SERP) for its tmost senior executive officers. T
SERP provides for retirement benefits payable énftlim of a joint and survivor annuity or an equévd lump sum. The annuity will equal a
percentage of the executive’s highest average cosapien for any consecutive three-year period dyuitfire five years immediately preceding
the earlier of the executive’s retirement or cortipteof 25 years of credited service. The SERP fiewél be reduced by the value of all
benefits due under FCX'’s cash-balance pensiongrdrell other benefit plans sponsored by FCX orathgr predecessor employer.
Unrecognized prior service cost at inception of $iiERP totaled $18.9 million ($8.3 million as of Bewer 31, 2006) and is being amortized
over the five-year term of the executive officazstrent employment agreements. FCX also has amdatlipension plan for its directors and
an excess benefits plan for its executives.

PT Freeport Indonesia has a defined benefit pendaondenominated in Indonesian rupiah coveringtautially all of its Indonesian national
employees. PT Freeport Indonesia funds the planresasts the assets in accordance with Indonegasipn guidelines. The pension
obligation was valued at an exchange rate of 8t@B&h to one U.S. dollar on December 31, 2006,%885 rupiah to one U.S. dollar on
December 31, 2005. Indonesian labor laws enact2@08, which replace labor laws enacted in 2004yire that companies provide a
minimum level of benefits to employees upon emplegirtermination based on the reason for terminatimhthe employee’s years of service.
PT Freeport Indonesia’s pension benefit disclosimelade benefits related to this law.

Atlantic Copper has a contractual obligation derm@ted in euros to supplement amounts paid to cemtéired Spanish national employees.
Amended Spanish legislation required that AtlaGtpper begin funding its contractual obligatioritte retired employees through a third p
in November 2002. In August 2002, Atlantic Coppemplied with the amended Spanish legislation byeing to fund 7.2 million euros
annually for 15 years to an approved insurance eomjfor its estimated 72 million euro contractubaligation to the retired employees. The
insurance company invests the plan assets in ameoedvith Spanish regulations and Atlantic Coper o control over these investments.
Atlantic Copper is amortizing the unrecognizedamtiarial loss over the remaining 10-year fundiagaal.

Information as of December 31, 2006 and 2005, erFBX (including FM Services Company'’s plan, FEXERP, director and excess ben
plans), PT Freeport Indonesia and Atlantic Copengfollows (dollars in thousands):
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Change in benefit obligation:

Benefit obligation at beginning of year
Service cost

Interest cost

Actuarial gains (losses)

Plan amendments

Foreign exchange gain (loss)
Benefits paid

Benefit obligation at end of year

Change in plan assets:

Fair value of plan assets at beginning
of year

Actual return on plan assets

Employer contribution?

Foreign exchange gain (loss)

Benefits paid

Fair value of plan assets at end of year

Funded status

Accumulated benefit obligation

Weighted-average assumptions used
to determine benefit obligations
(percent):

Discount rate

Rate of compensation increase

Weighted-average assumptions to
determine net periodic benefit cost
for the upcoming year (percent):

Discount rate

Expected return on plan assets

Rate of compensation increase

Balance sheet classification of
funded status:
Accounts payable and accrued
liabilities
Accrued postretirement benefits
and other liabilities

Total

FCX (U.S. and expatriate

PT Freeport Indonesia

Atlantic Copper (Spanish

employees) (Indonesian employees) retirees)
2006 2005 2006 2005 2006 2005
$ (4997) % (4756H) % (40,26) $ (40,88) $ (75,507 $ (87,499
(200 (701) (3,81¢) (3,54¢€) - -
(2,432 (2,54¢) (4,947 (3,709 (4,659 (4,708
56( (420 (5,65€) 1,91¢ (55€) (307)
- (1,319 - - - -
- - (3,909 2,322 9,770 9,34
2,07( 2,578 4,28¢ 3,637 7,704 7,66¢
(49,974 (49,977 (54,299 (40,267) (82,787) (75,507
14,79 16,61( 21,94 18,95¢ 11,29¢ 9,84(
40t 38¢ 3,14¢ 1,251 - -
26¢ 371 6,521 4,517 9,77¢ 9,127
- - 2,14% (820) - -
(2,070 (2,573 (3,14¢) (1,954 (7,704 (7,66¢)
13,40( 14,79' 30,61( 21,94t 13,37 11,29¢
$ (36579 % (3517H) $ (23,68) $ (18,310 $ (69,409 $ (64,20
$ (49979 % (4997) % (33,48) $ (24540 $ (82,78) $ (75,507
4.0(b 4.0(b 10.5( 12.0( 6.71 6.717
N/AP N/AP 9.0C 10.0( N/A N/A
4.0(b 6.0C° 10.5( 12.0( 6.71 6.71
N/AP N/AP 10.0( 10.0( - -
N/AP N/AP 9.0C 10.0¢ N/A N/A
$ 38¢ $ - $ 91 $ - $ - $ =
36,18¢ 35,17¢ 22,77( 6,707 69,40¢ 57,23(
$ 36,57 $ 35,17¢ $ 23,68: $ 6,707 $ 69,40¢ $ 57,23(

a. Employer contributions for 2007 are expected torapimate $7.0 million for the PT Freeport Indonegian (based on a December 31,
2006, exchange rate of 8,989 Indonesian rupiaméolh S. dollar), $9.5 million for the Atlantic Cogpplan (based on a December 31,
2006, exchange rate of $1.32 per euro) and nonila¢dFCX plans.
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b. As discussed above, FCX and FM Services Comparmyeeléo terminate their defined benefit pensiomgland ceased accruing benefits
on June 30, 2000. The assumptions shown only reddtee SERP.

The components of net periodic benefit cost for FEQdension plans (including the SERP, director @ad excess benefits plan) and FM
Services Company’s pension plan, follow (in thowsgn

2006 2005 2004
Service cost $ 20C $ 701 $ 731
Amortization of prior service cost 4,27¢ 4,19¢ 5,421
Interest cost 2,43: 2,54¢ 2,77¢
Actual return on plan assets (40%) (389) (48]
Net periodic benefit cot $ 6,50¢ $ 7,05¢ $ 8,44¢

The components of net periodic benefit cost forHPdeport Indonesia’s and Atlantic Copper’s pengitams follow (in thousands):

PT Freeport Indonesia Atlantic Copper
2006 2005 2004 2006 2005 2004
Service cost $ 381 $ 354 $ 3358 $ - $ - $ -
Interest cost 4,94 3,70¢ 3,36¢ 4,65% 4,70¢ 5,03t
Expected return on plan assets (2,45%) (1,39)) (1,829 - - -
Amortization of prior service cost 94t 88t 96¢ - - -
Amortization of net actuarial loss 54z 702 245 1,37 1,221 1,51
Net periodic benefit co: $ 7,78 $ 7447 $ 6100 $ 6,03 $ 592¢ $ 6,55

Included in accumulated other comprehensive incatigecember 31, 2006, are the following amountshhee not been recognized in net
periodic pension cost: unrecognized transitiongatlons of $0.5 million ($0.3 million net of tax@minority interest share), unrecognized
prior service costs of $13.6 million ($11.3 millioet of tax and minority interest share) and ungected actuarial losses of $20.9 million
($15.0 million net of tax and minority interest séla The amounts expected to be recognized inergdic pension cost for 2007 are $0.2
million ($0.1 million net of tax and minority intest share) for transition obligations, $5.0 milli&4.6 million net of tax and minority interest
share) for prior service costs and $1.8 million.4&hillion net of tax and minority interest shafe)) actuarial losses.

FCX does not expect to have any plan assets retaoniein 2007. The pension plan weighted-averasgget allocations for the FCX and PT
Freeport Indonesia plans at December 31, 2006 @08, Zollow:

FCX PT Freeport Indonesia
2006 2005 2006 2005
Cash and bank deposits 10C% 2% 62% 100(%
Debt securities - 98 38 -
Total 1000 1000 1000 1009

The FCX and FM Services Company pension plans teeneinated in 2000 as discussed above. Theretwgeeritire asset balance of $13.4
million at December 31, 2006, will be liquidateddaamy unfunded benefits will be paid after InterRavenue Service and Pension Benefit
Guaranty Corporation approval. The expected bepafiments for FCX's SERP, director and excess litsrfins total $0.4 million for 2007,
$0.4 million for 2008, $17.2 million for 2009, $0illion in 2010, $0.4 million in 2011 and $14.3lhein for 2012 through 2016. The rupiah-
denominated benefit payments that are expected palal for PT Freeport Indonesia’s pension plasédan a December 31, 2006, exchange
rate of 8,989 Indonesian rupiah to one U.S. dottztgl $3.0 million in 2007, $8.2 million in 20087.0 million in 2009, $8.8 million in 2010,
$6.7 million in 2011 and $43.5 million for 2012 dlugh 2016. Atlantic Copper’s plan is
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administered by a third-party insurance company/Attehtic Copper is not provided asset allocationbenefit payment projections.

Other Benefits. FCX and FM Services Company also provide certaaitheare and life insurance benefits for retireplyees. FCX and FI
Services Company have the right to modify or teatérthese benefits. The initial health care cestdrate used for the other benefits was 10
percent for 2006, decreasing ratably each yeal naatthing 5 percent in 2011. A one-percentagetppnarease or decrease in assumed health
care cost trend rates would not have a significaptict on total service or interest cost. Informaton the employee health care and life
insurance benefits FCX and FM Services Companyigedfollows (in thousands):

2006 2005
Change in benefit obligation:
Benefit obligation at beginning of year $ (564) $ (5,349
Service cost (13¢) (159
Interest cost (23¢) (311
Actuarial gains (losses) 1,34« (1,029
Plan amendment - 1,002
Participant contributions (245) (155)
Benefits paid 45€ 352
Benefit obligation at end of year (4,46%) (5,649
Change in plan assets:
Fair value of plan assets at beginning of year - -
Employer/participant contributions 45€ 352
Benefits paid (45€) (352)
Fair value of plan assets at end of year - -
Funded status $ (4,465 % (5,649
Discount rate assumption (percent) 5.7¢ 5.5C

Expected benefit payments for these plans tot& 80llion for 2007, $0.3 million for 2008, $0.3 rdn for 2009, $0.4 million for 2010, $0.4
million for 2011, and $1.9 million for 2012 throu@@16. The components of net periodic benefit fmsECX's and FM Services Company’s
health care and life insurance benefits followt{iousands):

2006 2005 2004
Service cost $ 13t $ 15¢ % 137
Interest cost 23¢ 311 33t
Amortization of prior service credit (187) (139 (139
Amortization of net actuarial loss - 13 22
Net periodic benefit co $ 18¢ § 344 % 358

Included in accumulated other comprehensive incati@ecember 31, 2006, are the following amountshbeae not been recognized in net
periodic benefit cost: unrecognized prior servigedds of $0.8 million ($0.6 million net of tax amainority interest share) and unrecognized
actuarial gains of $0.2 million ($0.2 million ndttax and minority interest share). The amount eige:to be recognized as a reduction of net
periodic benefit cost for 2007 is $0.2 million ($0nillion net of tax and minority interest sharej prior service credits.

FCX and FM Services Company have employee savilags pinder Section 401(k) of the Internal Revenadelhat generally allow eligible

employees to contribute up to 50 percent of thegrgx compensation, but no more than a specified @rimit (currently $15,500) which me
be increased by
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an additional $5,000 for employees who are at IB@stears old. FCX and FM Services Company matéhpEdcent of the first 5 percent of the
employees’ contribution. New plan participants Vi3 percent in FCX’'s and FM Services Compamyatching contributions upon three ye
of service.

During 2000, FCX and FM Services Company also ¢istad additional defined contribution plans fobstantially all their employees
following their decision to terminate their definkednefit pension plans. Under these plans, FCXFiEervices Company contribute amounts
to individual accounts totaling either 4 percenfi@rpercent of each employee’s pay, dependingaan#ination of each employee’s age and
years of service. For employees whose eligible @amsgation exceeds certain levels, FCX provides &mded defined contribution plan. T
balance of this liability totaled $24.2 million @ecember 31, 2006, and $19.0 million on DecembeRB@5. The costs charged to operations
for FCX’s and FM Services Company’s employee saviplgns and defined contribution plans totaled $7ilRon in 2006, $4.5 million in

2005 and $4.6 million in 2004. FCX and FM ServiGsnpany have other employee benefit plans, ceofaivhich are related to FCX's
performance, which costs are recognized currentheineral and administrative expense. Atlantic @opas a defined contribution plan and
recorded charges totaling $1.7 million in 2006 4%@illion in 2005 and $0.5 million in 2004 for aralservice costs related to this plan.

During 2004, Atlantic Copper undertook a cost réeituccand operational enhancement plan designeeldiace unit costs, including a reduction
in workforce, and enhance operational and admatistr efficiencies. In connection with implementitings cost reduction and operational
enhancement plan, Atlantic Copper submitted a vavde reduction plan to the Spanish Labour Authaitgd, in December 2004, received
approval for this workforce reduction plan. Atlan€opper recorded a $12.0 million charge in 200%sE charges include $8.1 million in one-
time termination benefits for those affected empkxgyeligible for early retirement benefits, $0.8io1 in severance payments for those
affected employees not eligible for early retiretreamd $3.1 million for contract termination cosislantic Copper paid $1.4 million of these
benefits in December 2004 and paid the balandeeitiitst half of 2005.

NOTE 10. COMMITMENTS AND CONTINGENCIES

Grasberg Open-Pit Slippage EventsOn October 9, 2003, a slippage of material occuimetdsection of the south wall of the Grasbergnope
pit, resulting in eight fatalities. On December 2003, a debris flow involving a relatively smathaunt of loose material occurred in the same
section of the open pit resulting in only minor pecty damage. All material involved in the affectathing areas was removed. The events
caused PT Freeport Indonesia to alter its shomt-teine sequencing plans and to focus its openpgtations on accelerating the removal of
overburden from the south wall to restore safe sxte high-grade ore areas in the pit. In April20@T Freeport Indonesia established safe
access and initiated mining in higher-grade orasehile continuing overburden removal activitiile PT Freeport Indonesia resumed
normal milling rates in June 2004, no assurancebeagiven that similar events will not occur in faéure.

PT Freeport Indonesia maintains property damageaaihess interruption insurance related to itsafmns. FCX and its insurers entered into
an insurance settlement agreement in December (&#dement Agreement). Under the Settlement Ageggnall claims that arose from the
fourth-quarter 2003 slippage and debris flow evémthe Grasberg open-pit mine were settled. Tharirs agreed to pay an aggregate of
$125.0 million in connection with the claims. In@2) the insurers paid $94.5 million and the renmayr$30.5 million was paid in January 20
After considering its joint venture partner’s irgst in the proceeds, PT Freeport Indonesia’s janture share of proceeds totaled $95.0
million. As a result of the settlement, FCX recatdm $87.0 million gain on insurance settlementlierbusiness interruption recovery and an
$8.0 million gain to production costs for the prdpdoss recovery for a net gain of $48.8 milliafter taxes and minority interest sharing, in
2004.

Environmental, Reclamation and Mine Closure FCX has an environmental policy committing it natyoto compliance with federal, state
and local environmental statutes and regulationsalso to continuous improvement of its environtakperformance at every operational site.
FCX believes that its operations are being conduptesuant to applicable permits and are in compéan all material respects with applice
environmental laws, rules and regulations. FCX ireti aggregate

72




environmental capital expenditures and other enwrental costs, including Rio Tinto’s share, to@l$62.7 million in 2006, $44.0 million in
2005 and $65.1 million in 2004.

The ultimate amount of reclamation and closuresctisbe incurred at PT Freeport Indonesia’s opanativill be determined based on
applicable laws and regulations and PT Freepodriadia’s assessment of appropriate remedial aesvit the circumstances, after
consultation with governmental authorities, affeldigcal residents and other affected parties andatacurrently be projected with precision.
Estimates of the ultimate reclamation and closostscPT Freeport Indonesia will incur in the futimeolve complex issues requiring
integrated assessments over a period of many gedrare subject to revision over time as more ceta@tudies are performed. Some
reclamation costs will be incurred during miningiates, while most closure costs and the remameclamation costs will be incurred at the
end of mining activities, which are currently estbed to continue for more than 34 years.

FCX engaged an independent environmental consudtidgauditing firm to assist in estimating PT Fieéjndonesia’s asset retirement
obligations, and FCX worked with other consultantsstimating Atlantic Copper’s asset retirementgations. FCX estimated these
obligations using an expected cash flow approactvhich multiple cash flow scenarios were useceftect a range of possible outcomes. To
calculate the fair value of these obligations, Fapplied an estimated long-term inflation rate & R@ercent, except for Indonesian rupiah-
denominated labor costs with respect to PT Fredpddnesia’s obligations, for which an estimatefthiion rate of 9.0 percent was applied.
The projected cash flows were discounted at FCXtsrated credit-adjusted, risk-free interest ratdsch ranged from 9.4 percent to 12.6
percent for the corresponding time periods overchvitihese costs would be incurred. After discountimegprojected cash flows, a market risk
premium of 10 percent was applied to the totakftect what a third party might require to assuhese asset retirement obligations. The
market risk premium was based on market-based atginof rates that a third party would have totpapsure its exposure to possible future
increases in the value of these obligations.

At December 31, 2006, FCX estimated these aggredpigations to be approximately $157 million foF Preeport Indonesia and $17 million
for Atlantic Copper, and estimated PT Freeport rekia’s aggregate discounted asset retirementatiolits to be $30.0 million and Atlantic
Copper’s to be $0.2 million. At December 31, 20B6X estimated these aggregate obligations to beoajpately $156 million for PT
Freeport Indonesia and $15 million for Atlantic @ep, and estimated PT Freeport Indonesagjgregate discounted asset retirement oblig:
to be $26.5 million and Atlantic Copper’s to beZillion. FCX’s consolidated asset retirement obligations caledlander SFAS No. 143 1
2006 and 2005 follow (in thousands):

2006 2005
Asset retirement obligation at beginning of year $ 26,61¢ $ 22,84¢
Accretion expense 3,17¢ 2,822
Liabilities incurred 42¢ 1,744
Revision for changes in estimates - (709
Foreign exchange (gain) loss 20 (89)
Asset retirement obligation at end of year $ 30,24 $ 26,61¢

In 1996, PT Freeport Indonesia began contributing ¢ash fund ($8.5 million balance at Decembe2806) designed to accumulate at least
$100 million (including interest) by the end of ilglonesian mining activities. PT Freeport Indoagsans to use this fund, including accrued
interest, to pay the above-mentioned mine closnderaclamation costs. Any costs in excess of tt®$iillion fund would be funded by
operational cash flow or other sources. Future ghain regulations could require FCX to incur addgl costs that would be charged against
future operations. Estimates involving environmentatters are by their nature imprecise and caexpected to be revised over time because
of changes in government regulations, operati@thrtology and inflation.

Contract of Work. FCX is entitled to mine in Indonesia under the “@aat of Work” between PT Freeport Indonesia ard@overnment of

Indonesia. The original Contract of Work was erdergo in 1967 and was replaced with a new ConwégVork in 1991. The initial term of
the current Contract of
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Work expires in 2021, but can be extended by PE€pod Indonesia for two 1@ear periods, subject to Indonesian governmentoyahrwhich
cannot be withheld or delayed unreasonably. Gitaerirhportance of contracts of work under the Ind@arelegal system and PT Freeport
Indonesia’s over 35 years of working with the Indsian government, which included entering intoQoatract of Work in 1991 well before
the expiration of the 1967 Contract of Work, PTdprert Indonesia fully expects that the governmetitapprove the extensions as long as it
continues to comply with the terms of the ContfctVork.

Social and Economic Development Program$:.CX has a comprehensive social, employment and huights policy to ensure that its
operations are conducted in a manner respectirig basan rights, the laws and regulations of thet lsountry, and the culture of the people
who are indigenous to the areas in which FCX opsrdh 1996, PT Freeport Indonesia establishe&tbeport Partnership Fund for
Community Development, which was previously calleel Freeport Fund for Irian Jaya Development, thhowhich PT Freeport Indonesia t
made available funding and expertise to supporetimmomic and social development of the area. R&part Indonesia has committed to
provide one percent of its annual revenue for gaeetbpment of the local people through the FreePartnership Fund for Community
Development. PT Freeport Indonesia charged $43l®min 2006, $35.7 million in 2005 and $17.5 nah in 2004 to production costs for this
commitment.

Long-Term Contracts and Operating LeasesAtlantic Copper has firm contractual commitmentshwiarties other than PT Freeport
Indonesia to purchase concentrate totaling 505&@ic tons in 2007, 400,000 metric tons in 20aX),800 metric tons in 2009 and 220,000
metric tons in 2010 at market prices.

As of December 31, 2006, FCX’s aggregate minimunuahcontractual payments, including Rio Tinto’sush under noncancelable long-term
operating leases which extend to 2030 totaled $8lbn in 2007, $7.6 million in 2008, $6.7 millicim 2009, $4.7 million in 2010, $1.7 millic

in 2011 and $0.3 million thereafter. Minimum payrtseeander operating leases have not been reducaddrggate minimum sublease rental
$0.5 million due under noncancelable subleasesl Bgigregate rental expense under operating leasesnted to $10.3 million in 2006, $8.5
million in 2005 and $7.9 million in 2004.

Share Purchase Programin June 2000, FCX's Board of Directors authorizezDamillion-share increase in FCX's open marketrsha
purchase program, bringing the total shares apgrémepurchase under this program to 80 milliorarrinception of this program in July 18
through October 2003, FCX has purchased a totaDaf million shares for $1.24 billion ($17.53 pbhage average). In October 2003, FCX’s
Board of Directors approved a new open market sparehase program for up to 20 million shares whégilaced the previous program.
Through February 12, 2007, under this new progf@X acquired 2.0 million shares for $99.8 millid#0.94 per share average) in 2006, 2.4
million shares for $80.2 million ($33.83 per shawerage) in 2005 and 3.4 million shares for $9918am ($29.39 per share average) in 2004,
and 12.2 million shares remain available. The tgraf future purchases of common stock is depengieoih many factors including the price
FCX’s common shares, its cash flows and finanaisitppn, copper and gold prices and general econami market conditions. As discussed
in Note 5, two of FCX’s senior notes and, in certeircumstances, FCX's credit facility contain Itations on common stock purchases.

Contingencies for Non-Income TaxesAtlantic Copper and PT Freeport Indonesia accrukpay certain non-income taxes and other
government charges, such as value-added, withtggldayroll, local and other taxes and chargescEdain transactions, issues arise as to the
applicability of these other taxes and chargeseBas management’s review and prior experienceserve for the estimated liability has been
established (see Note 6).

Proposed Acquisition of Phelps DodgeOn November 19, 2006, FCX and Phelps Dodge Corporannounced that they had signed a
definitive merger agreement whereby FCX will acqurhelps Dodge for approximately $25.9 billion @sle and stock, based on FGXlosinc
stock price on November 17, 2006, creating on&efargest publicly traded copper companies. Thebdoed company will be a new industry
leader with large, long-lived, geographically dsemassets and significant proven and probable
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reserves of copper, gold and molybdenum. Completfdhe transaction is subject to a number of doms, including receipt of FCX and
Phelps Dodge stockholder approval. On Februarp@72FCX and Phelps Dodge announced that each comyll hold a special meeting of
its stockholders on March 14, 2007, to vote onptfeosed acquisition of Phelps Dodge by FCX. Thedaction is expected to close in March
2007. In the event FCX elects to terminate thisgeation, FCX would be obligated to pay Phelps oagermination fee of $375.0 million.
Should Phelps Dodge elect to terminate the traimsgdhey would be obligated to pay FCX a termimatiee of $750.0 million.

NOTE 11. FINANCIAL INSTRUMENTS

FCX and its subsidiaries have entered into defreatontracts in limited instances to achieve speolbjectives. These objectives principally
relate to managing risks associated with foreigmenicy and commodity price risks. In addition, @sponse to volatility in the Indonesian
rupiah and Australian dollar currencies, FCX hasght to manage certain foreign currency risks WithFreeport Indonesia’s mining
operations. In the past, FCX has also entereddetivative contracts related to PT Freeport Ind@igexposure to copper and gold prices, but
activities in this regard since 1997 have beentéithio establishing fixed prices for open coppégsander PT Freeport Indonesi@oncentra
sales contracts. FCX does not enter into derivatbréracts for speculative purposes.

Summarized below are financial instruments whosegyitey amounts are not equal to their fair valud anmatured derivative financial
instruments at December 31, 2006 and 2005 (in thuls. Fair values are based on quoted marketspaing other available market
information.

2006 2005
Carrying Fair Carrying Fair
Amount Value Amount Value
Commodity contracts:
Open contracts in asset position $ - $ = $ 2,20¢ $ 2,20¢
Open contracts in liability position 5,34¢ 5,34¢ - -
Embedded derivatives in concentrate
sales contracts (126,737 (126,737 38,58 38,58:
Foreign exchange contracts:
$U.S./Indonesian rupiah - - 1,762 1,76z
Long-term debt (680,119 (710,459 (1,255,94) (1,619,52)

FCX follows SFAS No. 133 and changes in the falugaf unrealized derivative contracts that quadi/hedges are not reported in current
earnings, but are included in other comprehensigeme (see Note 1). A recap of gains (losses) elda@income before income taxes and
minority interests for redeemable preferred stademptions, derivative contracts and embeddedaterds follows (in thousands):

2006 2005 2004

FCX:

Silver-Denominated Preferred Stock $ (23,255 $ (4,957 $ (2,449

Gold-Denominated Preferred Stock, Series Il (68,962) - -
PT Freeport Indonesia:

Foreign currency exchange contracts 6,80( 663 -

Embedded derivatives in concentrate sales contracts 26,187 166,08 56,92(
Atlantic Copper:

Forward copper contracts 46,73( 29,08¢ (5,647

Interest rate contracts - (97) (1,449

Commodity Contracts. From time to time, PT Freeport Indonesia has edter® forward and option contracts to hedge theketarisk
associated with fluctuations in the prices of cordities it sells. The primary objective of these traots has been to set a minimum price and
the secondary objective is to retain market upsfdejailable at a reasonable cost. As of Deceie2006, FCX had no price
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protection contracts relating to its mine produatim 2006, FCX redeemed its gold-denominated #wdrsdenominated preferred stock which
had dividends and redemption amounts determinezbbymodity prices. FCX accounted for its redeemabéderred stock indexed to
commodities under the provisions of SFAS No. 138ic allow such instruments issued before Januatpa8, to be excluded from those
instruments required to be adjusted for changésein fair values. Therefore, FCX’s redeemable gmefd stock was recorded at its original
issue value less redemptions (see Note 5).

As described in Note 1 under “Revenue Recognitioartain of PT Freeport Indonesia’s concentratessabntracts allow for final pricing in
future periods. Under SFAS No. 133, these pricargns cause a portion of the contracts to be coreidembedded derivatives, which must be
recorded at fair value. PT Freeport Indonesia asljitss revenues for these embedded derivativesflect fair value based on forward prices for
the final pricing periods on each reporting datea@es in the fair value of these embedded devestire recorded in current period revenues.

Atlantic Copper enters into forward copper consaizsigned to hedge its copper price risk whenigvehysical purchases and sales pricing
periods do not match. Although these contractsrdemded to hedge against changes in copper ptloggdo not qualify for hedge accounting
treatment under SFAS No. 133 because Atlantic Qopases its hedging contracts on its net saleparghases position, and contracts to
hedge a net position do not qualify for hedge antiog under SFAS No. 133. At December 31, 2006amttt Copper held forward copper
purchase contracts for 34.1 million pounds at araye price of $3.02 per pound through Februany 200

Foreign Currency Exchange ContractsPT Freeport Indonesia and Atlantic Copper enter fiateign currency forward contracts to hedge the
market risks of a portion of their forecasted casominated in a currency other than the U.Saddheir functional currency. The primary
objective of these contracts is either to lockrireachange rate or to minimize the impact of advesshange rate changes. PT Freeport
Indonesia and Atlantic Copper account for thesdrecots as cash flow hedges. As of December 31,,206-reeport Indonesia and Atlantic
Copper had no outstanding foreign currency corgract

Debt and Interest Rate Contracts At times, Atlantic Copper entered into interesersivaps, the last of which matured in March 2005, t
manage exposure to interest rate changes on apaoftits variable-rate debt. The primary objectfehese contracts was to lock in an interest
rate considered to be favorable. Interest on coatparfloating rate debt averaged 4.8 percent irb20@ 3.6 percent in 2004, resulting in
additional interest costs totaling $0.1 million2@05 and $1.4 million in 2004.

Atlantic Copper is a party to letters of creditliig $14.5 million at December 31, 2006. Fair eatii these letters of credit approximates their
face value at December 31, 2006.

NOTE 12. SEGMENT INFORMATION

FCX follows SFAS No. 131, “Disclosures about Segtaaf an Enterprise and Related Information,” whiequires that companies disclose
segment data based on how management makes decbiout allocating resources to segments and niegdheir performance. FCX has t
operating segments: “mining and exploration” anthéfting and refining.” The mining and exploratic@gsment consists of FCX’s Indonesian
activities including PT Freeport Indonesia’s copaed gold mining operations, Puncakjaya Power'sgregenerating operations (after
eliminations with PT Freeport Indonesia) and FCXdonesian exploration activities. The smelting agfihing segment includes Atlantic
Copper’s operations in Spain and PT Freeport Insiareeequity investment in PT Smelting in Gresikddnesia. The segment data presented
below were prepared on the same basis as FCX'®bidated financial statements.
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Mining and Smelting Eliminations
Exploration and Refining and Other FCX Total

(In Thousands)

2006

Revenues $ 4,394,782 $ 2,241,82. $ (846,107 $ 5,790,501
Production and delivery 1,279,27. 2,118,48 (872,900 P 2,524,85
Depreciation and amortization 183,75: 33,291 10,52: 227,57:
Exploration expenses 11,63: - 61¢ 12,25¢
General and administrative expenses 210,42€ 15,55 (68,909 © 157,07(
Operating income $ 2,709,69: $ 74,49  $ 84557 $ 2,868,74
Equity in PT Smelting earnings $ . $ 6,49C % . $ 6,49(
Interest expense, net $ 19,837 $ 24,467 $ 31,287 % 75,58’
Provision for income taxes $ 950,91: $ - $ 250,26: $ 1,201,17!
Capital expenditures $ 237,74  $ 16,81( $ (4,01 $ 250,54(
Total assets $ 4,118,014 $ 915,122 $ 356,66( $ 5,389,80:
2005

Revenues $ 3,567,982 $ 1,363,200 $ (752,07) $ 4,179,11
Production and delivery 954,03¢ 1,288,61! (605,017 b 1,637,63
Depreciation and amortization 209,71: 28,99¢ 12,80: 251,51:
Exploration expenses 8,61¢ - 18t 8,80:
General and administrative expenses 147,335 10,82« (54,279 ¢ 103,88!
Operating income $ 2,248,27: $ 34,77¢ $ (105,77) $ 2,177,28!
Equity in PT Smelting earnings $ ' $ 930z $ ' $ 9,30z
Interest expense, net $ 22,38¢ $ 16,96: $ 92,29: $ 131,63¢
Provision for income taxes $ 781,01 $ - $ 134,05 $ 915,06t
Capital expenditures $ 129,55. $ 10,23:  $ 3,20 $ 142,98t
Total assets $ 4,623,824 $ 933,05¢ $ (6,682 $ 5,550,20!
2004

Revenues $ 1,746,572 $ 873,70( % (248,40 $ 2,371,86!
Production and delivery 760,13: 914,45. (224,29, b 1,450,29:
Depreciation and amortization 168,19! 28,63 9,581 206,40t
Exploration expenses 8,471 - 19z 8,66/
General and administrative expenses 151,94, 14,19¢ (76,219 ¢ 89,921
Gain on insurance settlement (87,000 - - (87,000
Operating income (loss) $ 744,83, $ (83,58() $ 42,32¢  $ 703,57t
Equity in PT Smelting earnings $ - $ 2,048 $ - $ 2,04%
Interest expense, net $ 22,20¢  $ 13,78!  $ 112,11: $ 148,10:
Provision for income taxes $ 266,37. $ - $ 64,306 $ 330,68(
Cap|ta| expenditures $ 119,42‘ $ 21,79: $ (219) $ 140,995
Total assets $ 4,070,769 $ 753,88 $ 262,34  $ 5,086,99!

a. Includes PT Freeport Indonesiasales to PT Smelting totaling $1,202.2 million2B06, $1,008.5 million in 2005 and $696.0 millim
2004.

b. Includes deferrals of intercompany profits on 2&cpat of PT Freeport Indonesia’s sales to PT Sneglfor which the final sale to third
parties has not occurred, totaling $3.0 millior2006, $23.6 million in 2005 and $13.8 million in(2D

c¢. Includes charges to the mining and exploration sadrfor the in-the-money value of FCX stock optéxercises which are eliminated in
consolidation totaling $88.3 million in 2006, $64tHllion in 2005 and $87.3 million in 2004
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d. Includes PT Freeport Indonesia’s trade receivablgs PT Smelting totaling $142.9 million at DecemBB&, 2006, $162.0 million at
December 31, 2005, and $87.5 million at DecembePB04.

e. Includes PT Freeport Indonesigquity investment in PT Smelting totaling $34 iliom at December 31, 2006, $33.5 million at Dedwn
31, 2005, and $47.8 million at December 31, 2004.

Through its operating subsidiaries, FCX marketpitgiucts worldwide primarily pursuant to the temfisong-term contracts. As a percentage
of consolidated revenues, revenues under long-tentracts totaled approximately 94 percent in 2@@6percent in 2005 and 96 percent in
2004. The only customers under long-term contraits over 10 percent of consolidated revenues ieadt one of the past three years is PT
Smelting with 21 percent in 2006, 24 percent in280d 29 percent in 2004 and one customer at Atl&@upper with 19 percent in 2006 and
16 percent in 2005.

FCX revenues attributable to various countries tasethe location of the customer follow (in thouds):

2006 2005 2004

Spain $ 1,380,09 $ 783,03¢ $ 490,64°
Japan 1,242,224, 805,06¢ 414,38¢
Indonesia (PT Smelting) 1,202,23 1,008,48! 696,02:
India 387,46( 241,01 70,87
Korea 376,54. 289,46« 142,92:
Belgium 214,72¢ - -
Switzerland 176,76( 219,07 64,14"
Others 810,43 832,97( 492,86¢

Total $ 5,790,50! $ 4,179,11! $ 2,371,86!

FCX revenues attributable to the products it preguollow (in thousands):

2006 2005 2004

Copper in concentrateé $ 2,720,52. $ 1,868,49: $ 996,33:
Gold in concentrates 784,23" 1,013,77: 516,55
Silver in concentrates 25,74¢ 23,151 17,09
Refined copper products 1,864,98: 1,128,08 716,95¢
Gold and silver in slimes 349,32( 206,50¢ 124,38:
Royalties (125,999 (103,72¢) (43,499
Sulphur and other 171,69P 42,83¢ 44,04¢

Total $ 5,790,501 $ 4,179,11: $ 2,371,86!

a. Amounts are net of treatment and refining chargtding $388.0 million for 2006, $277.0 million f@8005 and $175.9 million for 2004.
b. Includes $138.5 million for adjustments to prioaysales subject to final pricing.

NOTE 13. SUPPLEMENTARY MINERAL RESERVE INFORMATION (UNAUDITED)

Proven and probable reserves were determined hysthef mapping, drilling, sampling, assaying anal@ation methods generally applied in
the mining industry, as more fully discussed bel®he term “reserve,” as used in the reserve dasemted here, means that part of a mineral
deposit which can be economically and legally ested or produced at the time of the reserve detextioin. The term “proven reservasiean:
reserves for which (a) quantity is computed fromelisions revealed in outcrops, trenches, workingsilh holes; (b) grade and/or quality are
computed from the result of detailed sampling; @)dhe sites for inspection, sampling and measargsnare spaced so closely and the
geologic character is sufficiently defined thaksighape, depth and mineral content of reserveseatestablished. The term “probable
reserves” means reserves for which quantity andegaae computed from information similar to thagdigor proven reserves but the sites for
sampling are farther apart or are
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otherwise less adequately spaced. The degreewhas®, although lower than that for proven resgrigehigh enough to assume continuity
between points of observation.

PT Freeport Indonesia’s reserve estimates are lmastte latest available geological and geotechsicalies. PT Freeport Indonesia conducts
ongoing studies of its ore bodies to optimize eaoicovalues and to manage risk. PT Freeport Indarresiises its mine plans and estimates of
proven and probable mineral reserves as requiraddardance with the latest available studies.

All of PT Freeport Indonesia’s current aggregatel(iding Rio Tinto’s share) proven and probableress, shown below, are located in Block
A of PT Freeport Indonesia’s Contract of Work. Thigial term of the Contract of Work covering Blogkexpires at the end of 2021. PT
Freeport Indonesia can extend this term for tweessive 10-year periods, subject to the approvédefndonesian government, which cannot
be withheld or delayed unreasonably. PT Freepddnesia’s reserve amounts reflect its estimatéiseofeserves that can be recovered before
the end of 2041 (the expiration of the two 10-yeeensions). PT Freeport Indonesia’s current miae pas been developed and its operations
are based on receiving the two 10-year extensims. result, PT Freeport Indonesia does not amtieifhe mining of all of its reserves prior to
the end of 2021 based on its current mine plantlaae: can be no assurance that the Indonesiamrgoegat will approve the extensions. Prior
to the end of 2021, under its current mine plarFR3eport Indonesia expects to mine approximatelged8ent of aggregate proven and
probable ore, representing approximately 45 perckits share of recoverable copper reserves apcbapnately 59 percent of its share of
recoverable gold reserves.

Proven and Probable

Average Ore Grade Per Metric Ton Recoverable Reserves
Year-End Ore Copper Gold Silver Copper Gold Silver
(Thousand (%) (Grams) (Ounces) (Grams) (Ounces) (Billions  (Millions  (Millions
Metric Tons) of Lbs.) of Ozs.) of 0zs.)
2002 2,584,46! 1.1z 1.02 .03: 3.7¢ 12C 582 62.€ 147.€
2003 2,695,88. 1.0¢ 0.9¢ .032 3.7z 12C 54.¢ 60.4 159.¢
2004 2,769,10; 1.0¢ 0.97 .031 3.8¢4 A28 56.2 61.C 174.%
2005 2,822,48 1.07 0.9z .03( 4.0z 12¢ 56.¢€ 58.C 180.¢
2006 2,813,08! 1.04 0.9C .02¢ 4.1¢ 134 54.¢ 54.% 184.k
By Ore Body at December 31, 2006:
Developed and producing:
Grasberg open pi 472,52: 0.8¢ 1.0C .032 2.1¢ .06¢ 7.8 12.€ 14.2
Deep Ore Zone 148,39: 0.8¢4 0.5¢ .01¢ 4.67 .15C 2.3 2.C 11.2
Undeveloped:
Grasberg block
cave 985,29: 1.0t 0.8¢ .02¢ 3.2t 104 19.¢ 18.4 54.C
Kucing Liar 577,71: 1.2C 1.0€ .034 5.82 187 13.1 9.3 40.7
Deep Mill Level
Zone 278,91. 1.0¢ 0.8t .027 5.4z2 A74 5.E 5.6 29.4
Ertsberg Stockwork
Zone 143,62t 0.5C 0.8: .027 1.6¢ .054 14 2.9 5.1
Mill Level Zone 108,22t 0.8¢ 0.7z .02: 3.7¢ 21 1.8 1.9 8.4
Big Gossan 52,73t 2.31 1.1C .03t 14.7¢ 474 2.4 1.2 15.7%
Dom open pit 23,65( 2.0: 0.42 .014 12.1¢ .39C 0.€ 0.2 34
Dom block cave 22,02: 1.37 0.3€ .01z 8.82 .284 0.E 0.2 2.2
Total 2,813,08! 54.¢ 54.% 184t
PT Freeport Indonesia’s share (see Note 2) 38.¢ 41.1 128.(
FCX’s equity shar? 35.2 37.2 116.(

a. Reflects FCX’s 90.6 percent ownership interest (et 2)
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Estimated recoverable reserves were assessedauisomper price of $1.00 per pound, a gold pricg4df0 per ounce and a silver price of $5.00
per ounce. With respect to the proven and prob@sierves presented above, if metal prices werestadjuio the approximate average London
spot prices for the past three years, i.e., coppees adjusted from $1.00 per pound to $2.01 pang and gold prices adjusted from $400 per
ounce to $486 per ounce, the additions to provenpaobable reserves would not be material to regoreserves.

Incremental cash flow attributable to the fourtmoentrator mill expansion is shared 60 percent by Report Indonesia and 40 percent by
Tinto (see Note 2). Incremental cash flow consi$amounts generated from production in excespe€ified annual amounts based on the
December 31, 1994, reserves and mine plan. Therivemtal revenues from production from the expanaiahtotal revenues from production
from Block A, including production from PT Freepdmtdonesia’s previously existing operations, shmportionately in operating,
nonexpansion capital and administrative costs. REport Indonesia receives 100 percent of cashfflom its existing pre-expansion
production facilities as specified by the contrattarrangements. PT Freeport Indonesia’s estimasedhare of recoverable reserves and
FCX’s 90.6 percent equity interest in those resefaedow:

PT Freeport Indonesia FCX
Year-End Copper Gold Silver Copper Gold Silver
(Billions (Millions (Millions (Billions (Millions (Millions
of Lbs.) of 0zs.) of 0zs.) of Lbs.) of O0zs.) of 0zs.)
2002 39.4 48.5 110.9 35.7 44.0 100.5
2003 39.7 46.6 116.8 36.0 42.2 105.9
2004 40.5 46.5 124.5 36.7 42.1 112.8
2005 40.3 43.9 127.0 36.5 39.8 115.1
2006 38.8 411 128.0 35.2 37.2 116.0

NOTE 14. QUARTERLY FINANCIAL INFORMATION (UNAUDITED )

Net Income Net Income
Operating Applicable to Per Share
Revenues Income Common Stock Basic Diluted
(In Thousands, Except Per Share Amounts)
2006
1st Quarter $ 1,086,12: $ 531,75( $ 251,65( $ 132  $ 1.2t
2nd Quarter 1,426,20: 739,32 367,25% 1.98a 1.74
3rd Quarter 1,636,04! 735,43« 350,66:2 b 1.8fa b 1.67ab
4th Quarter 1,642,122 862,23t 426,44 217 1.9¢
$ 5,790,50! $ 2,868,74 $ 1,396,00a b 7_32'3' b 6_6Eav b
2005
1st Quarter $ 803,06! $ 357,59¢ $ 130,39! $ 07: % 0.7¢
2nd Quarter 902,90¢ 430,44 175,24° 0.9¢ 0.91
3rd Quarter 983,27( 459,55; 165,80 0.9%¢ 0.8¢€¢
4th Quarter 1,489,87. 929,69: 463,18 d 2.5 d 2.1¢d
$ 4,179,111 $ 2,177,28! $ 934,627¢. d 5 1 d 4671

a. Includes net gains from the disposition of land aedain royalty rights owned by Atlantic Coppetaling $8.6 million ($0.05 per basic
share and $0.04 per diluted share) in the secoadeyu$21.1 million ($0.11 per basic share and®@er diluted share) in the third qua
and $29.7 million ($0.16 per basic share and $pet3liluted share) for the year.

b. Includes losses on early extinguishment and coresf debt, net of related reduction of interegtense, totaling $28.9 million ($0.15
per basic share and $0.13 per diluted share) ithitequarter and $30.3 million ($0.16 per basiare and $0.14 per diluted share) for the
year.
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c. Includes losses on early extinguishment and corvef debt, net of related reduction of interegiense, totaling $30.3 million ($0.17
per basic share and $0.14 per diluted share) ithitequarter, $10.0 million ($0.05 per sharejtia fourth quarter and $40.2 million
($0.22 per basic share and $0.18 per diluted sharé)e year.

d. Includes a $4.9 million ($0.03 per basic share $M@2 per diluted share) gain from the sale ofraglaf land in Arizona held by an FCX
joint venture.
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Entity

List of Subsidiaries of
Freeport-McMoRan Copper & Gold Inc.

Name Under Which
It Does Business

Exhibit 21.]

Atlantic Copper, S.A.
FM Services Company
PT Freeport Indonesia
PT Irja Eastern Minerals
PT Puncakjaya Power

Organized
Spain
Delaware
Indonesia and Delaware
Indonesia
Indonesia

Same
Same
Same
Same
Same



Exhibit 23.]

Consent of Independent Registered Public Accouriing

We consent to the incorporation by reference is #nnual Report (Form 10-K) of FreepdfictMoRan Copper & Gold Inc. of our reports de
February 26, 2007, with respect to the consolidéitezhcial statements of Freeport-McMoRan Coppéedd Inc., FreeporMMcMoRan Coppe
& Gold Inc. managemerg’assessment of the effectiveness of internal aooter financial reporting, and the effectivenegsnternal contrc
over financial reporting of Freeport-McMoRan Copge6old Inc., included in the 2006 Annual ReportSbareholders of FreepditeMoRar
Copper & Gold Inc. and to the inclusion of our repdated February 26, 2007, on the financial staténschedules of FreepdvteMoRar
Copper & Gold Inc. listed in Item 15(a) includedelhere herein.

We consent to the incorporation by reference in Registration Statements of Freeport McMoRan CopfeGold Inc. on Form &
(Registration Nos. 33-63267, 33-63269, 33-6327B-83303, 333-105535, 333-115292 and 333-136084nmFs-3 (Registration Nos. 333-
31584, 333-104564 and 333-114430) and Form S-4digRatjon Nos. 333-104563, 333-114217 and 333-13926f our report dated Februi
26, 2007, with respect to the consolidated findrst@ements of FreepoeMoRan Copper & Gold Inc. incorporated herein bference, ot
report dated February 26, 2007, with respect tepog-McMoRan Copper & Gold Inc. managemsndssessment of the effectivenes
internal control over financial reporting and tHéeetiveness of internal control over financial ogfing of FreeportvicMoRan Copper & Gol
Inc., incorporated herein by reference, and ouomeapith respect to the financial statement schesldf FreeporiMcMoRan Copper & Gol
Inc. included in this Annual Report (Form 10-K)Freeport-McMoRan Copper & Gold Inc.

Ehst & Young LLP
New Orleans, Louisian
February 26, 2007



Exhibit 23.2

[Independent Mining Consultants, Inc. Letterhead]

February 28, 2007

Pat Prejean

Assistant Controller - Financial Reporting
Freeport-McMoRan Copper & Gold Inc.
1615 Poydras Street

New Orleans, LA 7011

Dear Mr. Prejean,

We hereby consent to the incorporation by refererfiarir reports included herein or incorporatedddgrence in this Form 10-K for the year
ended December 31, 2006, into Freeport-McMoRan €ofpGold, Inc.’s previously filed Registration 8eents on Form S-3 (Registration
Nos. 33:-31584, 333-104564 and 333-114430) and on Fornm{Fe8istration Nos. 33-63267, 33-63269, 33-6327 383303, 333-105535,
333-115292, and 333-136084) and on Form S-4 (Ragizt Nos. 333-104563, 333-114217 and 333-139252).

INDEPENDENT MINING CONSULTANTS, INC.
Date: February 28, 2007 By: /s/ John M. Marek

Name: John M. Marek
Title: President




Exhibit 24.1
Freeport-McMoRan Copper & Gold Inc.

Secretary’s Certificate

I, Douglas N. Currault I, Assistant Secretary oé&port-McMoRan Copper & Gold Inc. (the “Corporatip a corporation organized
and existing under the laws of the State of Delaywdo hereby certify that the following resolutiwas duly adopted by the Board of Directors
of the Corporation at a meeting held on Decembed 288, and that such resolution has not been aatdemdodified or rescinded and is in full
force and effect on the date hereof:

RESOLVED, That any report, registration statemerdgtber form filed on behalf of this corporationrpuant to the
Securities Exchange Act of 1934, or any amendneestith report, registration statement or other fonay be signed on
behalf of any director or officer of this corporatipursuant to a power of attorney executed by direletor or officer.

IN WITNESS WHEREOF, | have hereunto signed my name affixed the seal of the Corporation on Febr@&y2007.

/s/ Douglas N. Currault 11
Douglas N. Currault 1l
Assistant Secretary

Seal



Exhibit 24.2
POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestiray individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, teeeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company esmHA®-K for the year ended December 31, 2006, agychanendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hagebits to said attorneys, and each of
them, full power and authority to do and perforroteand every act and thing whatsoever that saidregty or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatsl things which said attorney or attorneys magrdoause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

/sl Robert A. Day
Robert A. Day




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBibe&rd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestireg individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, tceeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company esmHA®-K for the year ended December 31, 2006, agchanendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatel things which said attorney or attorneys magrdeause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

/s/ J. Bennett Johnston
J. Bennett Johnston




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBibe&rd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestireg individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, tceeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company esmHA®-K for the year ended December 31, 2006 agcharendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hagebits to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatel things which said attorney or attorneys magrdeause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

[/s/ Bobby Lee Lackey
Bobby Lee Lackey




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint RICHARD C.
ADKERSON, his true and lawful attorney-in-fact wiilll power of substitution, to execute, deliveddile, for and on behalf of him, in his
name and in his capacity or capacities as aforeanidnnual Report of the Company on FormKlLtsr the year ended December 31, 2006,
any amendment or amendments thereto and any athannt in support thereof or supplemental thewatd,the undersigned hereby grant
said attorney full power and authority to do andqgren each and every act and thing whatsoeversidtattorney may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all a@tel things which said attorney may do or causeetdone by virtue of this Power of

Attorney.

EXECUTED this 30" day of January, 2007.

/s/ James R. Moffett
James R. Moffett




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT, his true and lawful attorney-in-fact withll power of substitution, to execute, deliver diid, for and on behalf of him, in his name
and in his capacity or capacities as aforesaidyrarual Report of the Company on Form 10-K for tearyended December 31, 2006, and any
amendment or amendments thereto and any other dmtumsupport thereof or supplemental thereto,thedindersigned hereby grants to
attorney full power and authority to do and perfa&rath and every act and thing whatsoever thataseichey may deem necessary or advisable
to carry out fully the intent of the foregoing &g tundersigned might or could do personally ohedapacity or capacities as aforesaid, hereby
ratifying and confirming all acts and things whigdid attorney may do or cause to be done by vatileis Power of Attorney.

EXECUTED this 30" day of January, 2007.

/s/ Richard C. Adkerson
Richard C. Adkerson




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestiray individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, teeeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company smH®-K for the year ended December 31, 2006, agchsnendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatsl things which said attorney or attorneys magrdoause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

[s/ B. M. Rankin, Jr.
B. M. Rankin, Jr.




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestiray individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, teeeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company smH®-K for the year ended December 31, 2006, agchsnendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatsl things which said attorney or attorneys magrdoause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

/sl J. Taylor Wharton
J. Taylor Wharton




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in her capacitycapacities as an officer and/or a member oBiberd of Directors o
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestireg individually, her true and lawful attorneyfiact with power to act withoi
the other and with full power of substitution, tceeute, deliver and file, for and on behalf of hieer name and in her capacity or capaciti
aforesaid, an Annual Report of the Company on FtorK for the year ended December 31, 2006, andaamgndment or amendments thereto
and any other document in support thereof or suppteal thereto, and the undersigned hereby grargait attorneys, and each of them, full
power and authority to do and perform each andyeaetrand thing whatsoever that said attorneytorreys may deem necessary or advisable
to carry out fully the intent of the foregoing &g tundersigned might or could do personally ohendapacity or capacities as aforesaid, hereby
ratifying and confirming all acts and things whigdid attorney or attorneys may do or cause to be 8y virtue of this Power of Attorney.

EXECUTED this 30" day of January, 2007.

/s/ Kathleen L. Quirk
Kathleen L. Quirk




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in her capacitycapacities as an officer and/or a member oBiberd of Directors
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestiray individually, her true and lawful attorney-iact with power to act withoi
the other and with full power of substitution, teeeute, deliver and file, for and on behalf of herher name and in her capacity or capacitit
aforesaid, an Annual Report of the Company on FtorK for the year ended December 31, 2006, andaamgndment or amendments thereto
and any other document in support thereof or supgieal thereto, and the undersigned hereby grargsidl attorneys, and each of them, full
power and authority to do and perform each andyeaetrand thing whatsoever that said attorneytormatys may deem necessary or advisable
to carry out fully the intent of the foregoing &g tundersigned might or could do personally ohedapacity or capacities as aforesaid, hereby
ratifying and confirming all acts and things whigdid attorney or attorneys may do or cause to he 8y virtue of this Power of Attorney.

EXECUTED this 30" day of January, 2007.

/s/ Gabrielle K. McDonald
Gabirielle K. McDonald




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBibe&rd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestireg individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, tceeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company esmHA®-K for the year ended December 31, 2006, agchanendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatel things which said attorney or attorneys magrdeause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

/s/ C. Donald Whitmire, Jr.
C. Donald Whitmire, Jr.




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBibe&rd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestireg individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, tceeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company esmHA®-K for the year ended December 31, 2006, agchanendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatel things which said attorney or attorneys magrdeause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

/s/ H. Devon Graham, Jr.
H. Devon Graham, Jr.




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBibe&rd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestireg individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, tceeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company esmHA®-K for the year ended December 31, 2006, agchanendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatel things which said attorney or attorneys magrdeause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

/s/ Gerald J. Ford
Gerald J. Ford




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestiray individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, teeeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company smH®-K for the year ended December 31, 2006, agchsnendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatsl things which said attorney or attorneys magrdoause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

[s/ Robert J. Allison, Jr.
Robert J. Allison, Jr.




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestiray individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, teeeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company smH®-K for the year ended December 31, 2006, agchsnendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hegebnts to said attorneys, and each of
them, full power and authority to do and performateand every act and thing whatsoever that saodregy or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatsl things which said attorney or attorneys magrdoause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

[sl J. Stapleton Roy
J. Stapleton Roy




POWER OF ATTORNEY

BE IT KNOWN: That the undersigned, in his capaditycapacities as an officer and/or a member oBiberd of Directors of
Freeport-McMoRan Copper & Gold Inc., a Delawarepooation (the “Company”), does hereby make, camstiand appoint JAMES R.
MOFFETT and RICHARD C. ADKERSON, and each of thestiray individually, his true and lawful attorney-fact with power to act withot
the other and with full power of substitution, tceeute, deliver and file, for and on behalf of himhis name and in his capacity or capacities
as aforesaid, an Annual Report of the Company esmHA®-K for the year ended December 31, 2006, agchanendment or amendments
thereto and any other document in support therestipplemental thereto, and the undersigned hagebits to said attorneys, and each of
them, full power and authority to do and perforroteand every act and thing whatsoever that saidresty or attorneys may deem necessary or
advisable to carry out fully the intent of the fgoéng as the undersigned might or could do per$ppalin the capacity or capacities as
aforesaid, hereby ratifying and confirming all aatsl things which said attorney or attorneys magrdoause to be done by virtue of this Pc
of Attorney.

EXECUTED this 30" day of January, 2007.

[s/ Stephen H. Siegele
Stephen H. Siegele







Exhibit 31.]
CERTIFICATION

I, Richard C. Adkerson, certify that:

1.

2.

| have reviewed this annual report omfr 10-K of Freeport-McMoRan Copper & Gold Inc.;

Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nietadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtf@ periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(@) Designed such disclosure controls and proceduresgused such disclosure controls and proceduties tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réipgr, or caused such internal control over finahe@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(©) Evaluated the effectiveness of the registrant’sldg&ire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; and

(d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant’s internal control over finaiceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial
reporting, to the registrant’s auditors and theitae@mmittee of the registrastboard of directors (or persons performing thevedent
functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: February 28, 2007

[s/ Richard C. Adkerson
Richard C. Adkerson
President and Chief Executive Officer




Exhibit 31.2
CERTIFICATION

I, Kathleen L. Quirk, certify that:

1.

2.

| have reviewed this annual report on Form 10-Kk@feport-McMoRan Copper & Gold Inc.;

Based on my knowledge, this report does not cortaynuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nietadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statement$,aimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

€) Designed such disclosure controls and proceduresused such disclosure controls and proceduies ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assargegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataroce with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant’sldire controls and procedures and presentedsimgjport our conclusions
about the effectiveness of the disclosure contintbprocedures, as of the end of the period covgyehis report based on
such evaluation; and

(d) Disclosed in this report any change in the regittsainternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over fina¢eporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theedent
functions):

€) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaard report financial
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: February 28, 2007

/s/ Kathleen L. Quirk
Kathleen L. Quirk
Senior Vice President,
Chief Financial Officer and Treasurer




Exhibit 32.1

Certification Pursuant to 18 U.S.C. Section 1350
(Adopted Pursuant to Section 906 of the Sarbanes-@y Act of 2002)

In connection with the Annual Report on Form 10f-ceeport-McMoRan Copper & Gold Inc. (the “Comp8nfpr the year ending
December 31, 2006, as filed with the SecuritiesExchange Commission on the date hereof (the “R@p&ichard C. Adkerson, as President
and Chief Executive Officer of the Company, herebitifies, pursuant to 18 U.S.C. § 1350, as adopteduant to § 906 of the Sarbar@sdey
Act of 2002, that, to the best of his knowledge:

(1) The Report fully complies with the requiremeoatsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of
the Company.

Dated: February 28, 2007
[s/ Richard C. Adkerson

Richard C. Adkerson
President and Chief Executive Officer

A signed original of this written statement reqditey Section 906 has been provided to the Compadyndll be retained by the
Company and furnished to the Securities and Exah&ugnmission or its staff upon request.

This certification shall not be deemed filed by @@mpany for purposes of § 18 of the SecuritieshBrge Act of 1934, as amended.



Exhibit 32.2

Certification Pursuant to 18 U.S.C. Section 1350
(Adopted Pursuant to Section 906 of the Sarbanes-@y Act of 2002)

In connection with the Annual Report on Form 10f-ceeport-McMoRan Copper & Gold Inc.(the “Compahidr the year ending
December 31, 2006, as filed with the SecuritiesExchange Commission on the date hereof (the “R8p#athleen L. Quirk, as Senior Vice
President, Chief Financial Officer and Treasurethef Company, hereby certifies, pursuant to 18Cl.§.1350, as adopted pursuant to § 906 of
the Sarbanes-Oxley Act of 2002, that, to the bEkeoknowledge:

(1) The Report fully complies with the requiremeoatsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of
the Company.

Dated: February 28, 2007

s/ Kathleen L. Quirk
Kathleen L. Quirk
Senior Vice President,
Chief Financial Officer and Treasurer

A signed original of this written statement reqditey Section 906 has been provided to the Compadynél be retained by the
Company and furnished to the Securities and Exah&ugnmission or its staff upon request.

This certification shall not be deemed filed by @@mpany for purposes of § 18 of the SecuritieshBrge Act of 1934, as amended.



