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PART I
Items 1. and 2. Business and Properties.

All of our periodic report filings with the Securities and Exchange Commission (SEC) pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended, are available, free of charge, through our web site,
www.fcx.com, including our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K and any amendments to those reports. These reports and amendments are available through our web site
as soon as reasonably practicable after we electronically file or furnish such material to the SEC. References to

Notes are Notes in our Notes to Consolidated Financial Statements included in our 2006 Annual Report
incorporated herein by reference (see Item 8. Financial Statements and Supplementary Data ).

On November 19, 2006, FCX and Phelps Dodge Corporation announced that they had signed a definitive merger
agreement whereby we will acquire Phelps Dodge for approximately $25.9 billion in cash and stock, based on
FCX 3 closing stock price on November 17, 2006, creating one of the largest publicly traded copper companies.
The combined company will be a new industry leader with large, long-lived, geographically diverse assets and
significant proven and probable reserves of copper, gold and molybdenum. Completion of the transaction is subject
to a number of conditions, including receipt of FCX and Phel ps Dodge stockholder approval. On February 2, 2007,
FCX and Phelps Dodge announced that each company will hold a special meeting of its stockholders on March 14,
2007, to vote on the proposed acquisition of Phelps Dodge by FCX. The transaction is expected to closein March
2007. Theinformation contained in this Form 10-K does not reflect the impact of us acquiring Phelps Dodge.

General

Through our mgjority-owned subsidiary, PT Freeport Indonesia, we have one of the world(s largest copper and gold
mining and production operations in terms of reserves and production. Our principal asset isthe Grasberg minerals
district. We discovered the largest ore body in the district, Grasberg, in 1988. Based on available year-end 2005
data provided by third-party industry consultants, the Grasberg minerals district contains the largest single copper
reserve and the largest single gold reserve of any mine in the world.

Our principal operating subsidiary is PT Freeport Indonesia, alimited liability company organized under the laws of
the Republic of Indonesia and incorporated in Delaware. We own approximately 90.64 percent of PT Freeport
Indonesia, and the Government of |ndonesia owns the remaining approximate 9.36 percent. PT Freeport Indonesia
mines, processes and explores for ore containing copper, gold and silver. It operates in the remote highlands of the
Sudirman Mountain Range in the province of Papua, Indonesia, which is on the western half of theisland of New
Guinea. PT Freeport Indonesia markets its concentrates containing copper, gold and silver worldwide.

PT Freeport Indonesia conducts its operations pursuant to an agreement, called a Contract of Work, with the
Government of Indonesia (see [Contracts of Work[). The Contract of Work allows usto conduct extensive mining,
production and exploration activities in a 24,700-acre area that we call Block A, which contains the Grasberg
minerals district, and governs our rights and obligations relating to taxes, exchange controls, royalties, repatriation
and other matters. The Contract of Work also allows us to explore for minerals in an approximately 500,000-acre
areathat we call Block B. Exploration activitiesin Block B have been suspended in recent years, but we expect to
resume those activitiesin 2007. The primary term of our Contract of Work expiresin 2021 and we can extend it for
two 10-year periods subject to Indonesian government approval, which cannot be withheld or delayed unreasonably.

Another of our operating subsidiaries, PT Irja Eastern Minerals, which we refer to as Eastern Minerals, holds an
additional Contract of Work in Papua covering approximately 1.2 million acres. Eastern Minerals conducts
exploration activities, which had been suspended in recent years, under this Contract of Work (see [Contracts of
Work[). In December 2006, Eastern Minerals received approva from the Government of Indonesiato resume
exploration activitiesin 2007. We have a 100 percent ownership interest in Eastern Minerals.

In 1996, we established joint ventures with Rio Tinto plc, which is an international mining company with
headquartersin London, England. Rio Tinto conducts mining operationsin North America, South America, Asia,
Australia, Europe and southern Africa. One of our joint ventures with Rio Tinto covers PT Freeport Indonesials
mining operationsin Block A. Thisjoint venture gives Rio Tinto, through 2021, a 40 percent interest in certain
assets and in production above specified levels from operations in Block A and, after 2021, a 40 percent interest in
all productionin Block A. Under our joint venture arrangements, Rio Tinto also has a 40 percent interest in PT
Freeport Indonesials Contract of Work and Eastern MineralsCiContract of Work. In addition, Rio Tinto hasthe
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option to participate in 40 percent of any of our other future exploration projectsin Papua. To date, Rio Tinto has
elected to participate in al exploration projects, including PT Nabire Bakti Mining.

Under ajoint venture agreement through PT Nabire Bakti Mining, we conduct exploration activities, which have
been suspended in recent years (see [Contracts of Work[), in an area covering approximately 500,000 acresin five
parcels contiguous to PT Freeport Indonesials Block B and one of Eastern MineralsCblocks. We expect to resume
exploration activitiesin PT Nabire Bakti Mining[$ exploration areain 2007.

At December 31, 2006, PT Freeport Indonesials share of proven and probable recoverable reserves totaled 38.8
billion pounds of copper and 41.1 million ounces of gold, all of which are located in Block A. Our approximate
90.64 percent equity share of these proven and probable recoverable reserves totaled 35.2 billion pounds of copper
and 37.2 million ounces of gold (see [Ore Reserves). Inthisannual report, we refer to (1) aggregate reserves,
which means all reserves for the operations we manage, (2) PT Freeport Indonesial$ share of reserves, which means
the reserves net of Rio Tintols interest under our joint venture arrangements and which are the reserves reported as
those of our operationsin our consolidated financial statements and (3) our equity share of reserves, which is net of
the 9.36 percent of PT Freeport Indonesia owned by the Government of Indonesia.

In July 2003, we acquired the 85.7 percent ownership interest in PT Puncakjaya Power owned by affiliates of Duke
Energy Corporation. Puncakjaya Power isthe owner of assets supplying power to PT Freeport Indonesials
operations, including the 3x65 megawatt coal-fired power facilities (see Onfrastructurel).

We also smelt and refine copper concentrates in Spain and market the refined copper products through our wholly
owned subsidiary, Atlantic Copper, S.A. Inaddition, PT Freeport Indonesia has a 25 percent interest in PT
Smelting, an Indonesian company that operates a copper smelter and refinery in Gresik, Indonesia. These smelters
play an important role in our concentrate marketing strategy, as approximately one-half of PT Freeport Indonesials
concentrate production has been sold to Atlantic Copper and PT Smelting over the last several years (see
Onvestment in SmeltersD).

The diagram below shows our corporate structure.

Freeport-McMoRan Copper & Gold Inc. (FCX)

90.64% 85.7% 100% 100% 100%
PT Freeport PT Puncakjaya PT Irja Atlantic FM Services
Indonesia Power Eastern Minerals Copper Company®
25%
PT Smelting

(a) FM Services Company, a Delaware corporation, provides us and two other publicly-traded companies with
executive, administrative, financial, accounting, legal, tax and similar services.



The following four maps indicate:

- thedistance from the Grasberg minerals district in Papuato Bali (approximately 1,500 miles) and to Jakarta
(approximately 2,000 miles);

- thelocation of the Papua province in which we operate;
- thelocation of our Contracts of Work areas within the Papua province; and

- theinfrastructure of our Contract of Work project area.
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Contracts of Work

Through Contracts of Work with the Government of Indonesia, PT Freeport Indonesia and Eastern Minerals conduct
their current exploration operations and PT Freeport Indonesia conducts its mining operationsin Indonesia. Both
Contracts of Work govern our rights and obligations relating to taxes, exchange controls, royalties, repatriation and
other matters. Both Contracts of Work were concluded pursuant to the 1967 Foreign Capital Investment Law, which
expresses | ndonesials foreign investment policy and provides basic guarantees of remittance rights and protection
against nationalization, a framework for economic incentives and basic rules regarding other rights and obligations
of foreign investors. Specifically, the Contracts of Work provide that the Government of Indonesia will not
nationalize or expropriate PT Freeport Indonesials or Eastern MineralsCmining operations. Any disputes regarding
the provisions of the Contracts of Work are subject to international arbitration. We have experienced no disputes
requiring arbitration during the 39 years we have operated in Indonesia.

PT Freeport Indonesials Contract of Work covers both Block A, which was first included in a 1967 Contract of
Work that was replaced by a new Contract of Work in 1991, and Block B, to which we gained rightsin 1991. The
initial term of our Contract of Work expiresin December 2021, but we can extend it for two 10-year periods subject
to Indonesian government approval, which cannot be withheld or delayed unreasonably. We originally had the
rights to explore 6.5 million acres in Block B, but pursuant to the Contract of Work we have only retained the rights
to approximately 500,000 acres, following significant geological assessment.

Eastern Minerals signed its Contract of Work in August 1994. The Contract of Work originally covered
approximately 2.5 million acres. Eastern Minerals' Contract of Work provides for a four-to-seven year exploratory
term and a 30-year term for mining operations. Subject to Indonesian government approval, which cannot be
withheld or delayed unreasonably, we can extend this period for two 10-year periods. Eastern MineralsCContract of
Work requires us to relinquish our rightsto 25 percent of the original 2.5-million-acre Contract of Work area at the
end of each of three specified periods. Asof December 31, 2006, we had relinquished approximately 1.3 million
acres and must relinquish an additional 0.6 million acres at the end of the three-year exploration period, which can
be extended by the Government of Indonesia for as many as two additional years. The exploration activities under
Eastern MineralsCIContract of Work also had been suspended in recent years; however, in December 2006, Eastern
Minerals received approval from the Government of Indonesia to resume exploration activitiesin 2007.

We suspended our exploration activities outside of Block A in recent years because of safety and security issues and
regulatory uncertainty relating to a possible conflict between our mining and exploration rightsin certain forest
areas and an Indonesian Forestry law enacted in 1999 prohibiting open-pit mining in forest preservation areas. In
2001, we requested and received from the Government of Indonesia formal temporary suspensions of our
obligations under the Contracts of Work in all areas outside Block A. The current suspensions were granted for one-
year periods ending February 26, 2007, for Block B and March 30, 2007, for PT Nabire Bakti Mining. Recent
Indonesian legidation permits open-pit mining in PT Freeport Indonesials Block B area, subject to certain
requirements. Following an assessment of these requirements and a review of security issues, we plan to resume
exploration activities in certain prospective Contract of Work areas outside of Block A in 2007.

PT Freeport Indonesia pays a copper royalty under its Contact of Work that varies from 1.5 percent of copper net
revenue at a copper price of $0.90 or less per pound to 3.5 percent at a copper price of $1.10 or more per pound. The
Contract of Work royalty rate for gold and silver salesis 1.0 percent.

A large part of the mineral royalties under Government of Indonesia regulations are designated to the provinces
from which the minerals are extracted. In connection with our (fourth concentrator mill expansion,(0PT Freeport
Indonesia agreed to pay the Government of Indonesia additional royalties (royalties not required by our Contract of
Work) to provide further support to the local governments and the people of Papua. PT Freeport Indonesia pays the
additional royalties on production exceeding specified annual amounts of copper, gold and silver expected to be
generated when its milling facilities operate above 200,000 metric tons of ore per day. The additional royalty for
copper equals the Contract of Work royalty rate and for gold and silver equals twice the Contract of Work royalty
rates. Therefore, our royalty rate on copper net revenues from production above the agreed levelsis double the
Contract of Work royalty rate, and our royalty rates on gold and silver sales from production above the agreed levels
are triple the Contract of Work royalty rates.

PT Freeport Indonesials share of the combined royalties, including the additional royalties which became effective
January 1, 1999, totaled $126.0 million in 2006, $103.7 million in 2005 and $43.5 million in 2004.
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Republic of Indonesia

General. The Republic of Indonesia consists of more than 17,000 islands stretching 3,000 miles along the equator
from Malaysiato Australia and is the fourth most populous nation in the world with over 245 million people.
Following many years of Dutch colonial rule, Indonesia gained independence in 1945 and now has a presidential
republic system of government.

Our mining complex was Indonesials first copper mining project and was the first major foreign investment in
Indonesia following the economic development program instituted by the Indonesian government in 1967. We work
closely with the central, provincial and local governments in development efforts in the area surrounding our
operations. We have had positive relations with the Indonesian government since we commenced business activities
in Indonesiain 1967, and we intend to continue to maintain positive working relationships with the central,
provincial and local branches of the Indonesian government.

Political Developments. In May 1998, President Suharto, Indonesials political leader for more than 30 years,
resigned in the wake of an economic crisisin Indonesia and other parts of Southeast Asiaand in the face of growing
social unrest. Vice President B.J. Habibie succeeded Suharto. 1n June 1999, Indonesia held a new parliamentary
election on a generally peaceful basis as the first step in the process of electing a new president. In October 1999, in
accordance with the Indonesian constitution, the country(s highest political institution (the Peoplels Consultative
Assembly), composed of the newly elected national parliament along with additional provincial and other
representatives, elected Abdurrahman Wahid as president and Megawati Sukarnoputri as vice president.

In July 2001, the Peoplels Consultative Assembly voted to remove President Wahid, and elected Vice President
Megawati Sukarnoputri as president. In October 2004, Susilo Bambang Y udhoyono was elected as president in the
nation(s first direct presidential election.

Other Developments. In February 2006, a group of illegal gold panners engaged in conflict with Indonesian police
and PT Freeport Indonesia security personnel when they were requested to leave an area near our milling facilities.
Following the incident, the illegal panners blocked the road leading to the Grasberg mine and mill in protest and we
temporarily suspended mining and milling operations as a precautionary measure. The panners also vandalized
some of our light vehicles and offices near this area, causing approximately $2 million in damages. Our port
facilities continued to operate during the disruption and concentrate shipments were not affected. The panners,
mostly Papuans from outside our area of operations, presented a list of aspirations, primarily relating to their desire
to share in the benefits of our existing initiatives and programs provided for the Papuans who are the traditional
residents of our operations area. Mining and milling operations resumed after an approximate four-day outage.
During the incident at our mine and mill, protestors in Jakarta vandalized the entrance floor of the office building
housing our Indonesian headquarters and staged a three-day rally outside the building. The Indonesian police
handled this matter, which did not disrupt our administrative functions or damage any of our facilities.

On August 31, 2002, three people were killed and 11 others were wounded in an ambush by a group of assailants.
The assailants shot at several vehicles transporting international contract teachers from PT Freeport Indonesials
school in Tembagapura, their family members, and other contractorsto PT Freeport Indonesia on the road near
Tembagapura, the mining town where the majority of PT Freeport Indonesials personnel reside. Indonesian
authorities and the United States Federal Bureau of Investigation (FBI) investigated the incident, which resulted in
the U.S. indictment of an alleged operational commander in the Free Papua Movement/National Freedom Force. In
January 2006, Indonesian Police arrested thisindividual and 11 other Papuans. In November 2006, verdicts and
sentencing were announced for seven of the accused in the August 2002 shooting, including alife sentence for the
confessed leader of the attack.

On October 12, 2002, a bombing killed 202 people in the Indonesian province of Bali, which is 1,500 miles west of
our mining and milling operations. Indonesian authorities arrested 35 people in connection with this bombing and
29 of those arrested have been tried and convicted. On August 5, 2003, 12 people were killed and over 100 others
were injured by a car bomb detonated outside of the JW Marriott Hotel in Jakarta, Indonesia. On September 9,
2004, 11 people were killed and over 200 others injured by a car bomb detonated in front of the Australian embassy.
On October 1, 2005, three suicide bombers killed 19 people and wounded over 100 othersin Bali. International
terrorist organizations are suspected in each of these incidents. 1n November 2005, Indonesian Police raided a house
in East Javathat resulted in the death of other accused terrorists linked to these bombings. Our mining and milling
operations were not interrupted by these incidents, but our corporate offices in Jakarta sustained damages and
relocated for several months as a result of the September 2004 bombing.
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The Government of Indonesia, which provides security for PT Freeport Indonesials personnel and operations (see
[Becurity Mattersl), has expressed a strong commitment to protect natural resources businesses operating in
Indonesia, including PT Freeport Indonesia, with heightened security following the incidents discussed above.

Economic and Social Conditions. The Indonesian economy grew by an estimated 6 percent in 2006 and 2005. The
Indonesian currency, the rupiah, averaged approximately 9,150 rupiah to one United States (U.S.) dollar during
2006 and closed at 8,989 rupiah to one U.S. dollar on December 29, 2006, compared with 9,825 rupiah to one U.S.
dollar on December 30, 2005.

Despite gradual improvements on the economic front, Indonesials recovery remains vulnerable to ongoing political
and social tensions. Pro-independence movements have been prominent in certain areas, especially in the province
of Aceh, and to alesser extent in Papua. In 2005, the Government of Indonesia and the Free Aceh Movement
reached a peace agreement, which included the withdrawal of 24,000 military troops from Aceh. Subsequently, the
U.S. restored full relations with the Indonesian military after a 14-year moratorium, partly because of the successes
by the Government of Indonesia in fighting terrorism and in reaching a peaceful agreement in Aceh.

The area surrounding our mining development is sparsely populated by indigenous people and former residents of
other areas of Indonesia, some of whom have resettled in Papua under the Government of |ndonesials transmigration
program. A segment of the local population is opposing Indonesian rule over Papua, and several separatist groups
have sought political independence for the province. In addition to the August 31, 2002, shooting incident, there
have been sporadic attacks on civilians by separatists and sporadic but highly publicized conflicts between
separatists and the Indonesian military in Papua.

In 2001, new autonomy laws became effectivein Indonesia. The laws were intended to shift a greater share of
revenues and greater control of economic, regulatory and social affairs to Indonesials 31 provinces and over 300
regencies. The central government and the provinces continue to consider the implementation and administration of
these new responsibilities.

Our Contracts of Work and the Government of Indonesia. The Indonesian government has assured investors that
existing contracts would be honored. In our 39 years of operating in Indonesia, the Indonesian government has
always honored its commitmentsto us. Our belief that our Contracts of Work will continue to be honored is further
supported by U.S. laws, which prohibit U.S. aid to countries that nationalize property owned by, or take stepsto
nullify a contract with, a U.S. citizen or company at least 50 percent owned by U.S. citizens if the foreign country
does not within a reasonabl e time take appropriate steps to provide full value compensation or other relief under
international law.

In July 2004, we received a request from the Indonesian Department of Energy and Mineral Resources that we offer
to sell sharesin PT Indocopper Investama to Indonesian nationals at fair market value. PT Indocopper Investama,
which we wholly own, has an approximate 9.36 percent ownership interest in PT Freeport Indonesia. In response to
this request and in view of the potential benefits of having additional Indonesian ownership in our operations, we
have agreed to consider a potential sale of an interest in PT Indocopper Investama at fair market value. Neither our
Contract of Work nor Indonesian law requires usto divest any portion of our ownership interest in PT Freeport
Indonesia or PT Indocopper Investama.

Our Investment in Indonesia and Papua. We have a board-approved policy on social, employment and human
rights, and have comprehensive and extensive social, cultural and community development programs, to which we
have committed significant financial and managerial resources. See [Socia Development, Employment and Human
Rights.[0 These policies and programs are designed to address the impact of our operations on the local villages and
people and to provide assistance for the development of the local people. While we believe these efforts serve to
avoid damage to and disruptions of our operations, our operations could be adversely affected by social, economic
and political forces beyond our control.

PT Freeport Indonesia contributes to the economies of Papua and the Republic of Indonesia through the payment of
taxes, dividends and royalties, economic development programs; infrastructure development; employment and the
purchase of local and national goods. PT Freeport Indonesia has frequently been one of the largest taxpayersin the
Republic of Indonesia. In addition, it pays royalties on al minerals removed from the ground. Royalty payments
are based on the volumes and prices of minerals sold in accordance with the terms of PT Freeport Indonesial$
Contract of Work, as discussed above.






