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The aggregate market value of the shares of Common Stock (based upon the closing price on such date as reported on the New York Stock
Exchange - Composite Transactions) of Southern Copper Corporation held by non affiliates was approximately $6,896.6 million.
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PART I

Item 1. Business:

THE COMPANY

Southern Copper Corporation is one of the largest integrated copper producers in the world. We produce copper, molybdenum, zinc and silver.
All of our mining, smelting and refining facilities are located in Peru and in Mexico and we conduct exploration activities in those countries and
Chile. See Review of Operations for maps of our principal mines, smelting facilities and refineries. Our operations make us one of the largest
mining companies in Peru and also in Mexico. We believe, based on our review of the major mining companies 2006 annual reports, that we are
the largest publicly traded copper mining company in the world based on copper reserves. We were incorporated in Delaware in 1952 and have
conducted copper mining operations since 1960. Since 1996, our common stock has been listed on both the New York Stock Exchange and the
Lima Stock Exchange.

Our Peruvian copper operations involve mining, milling and flotation of copper ore to produce copper concentrates and molybdenum
concentrates; the smelting of copper concentrates to produce anode and blister copper; and the refining of blister/anode copper to produce copper
cathodes. As part of this production process, we also produce significant amounts of molybdenum and silver. We also produce refined copper
using SX/EW technology. We operate the Toquepala and Cuajone mines high in the Andes mountains, approximately 984 kilometers southeast
of the city of Lima, Peru. We also operate a smelter and refinery west of the Toquepala and Cuajone mines in the coastal city of Ilo, Peru.

Our Mexican operations are conducted through our subsidiary, Minera Mexico S.A. de C.V. ( Minera Mexico ), which we acquired on April 1,
2005. Minera Mexico engages principally in the mining and processing of copper, molybdenum, zinc, silver, gold and lead. Minera Mexico
operates through subsidiaries that are grouped into three separate units. Mexicana de Cobre S.A. de C.V. (together with its subsidiaries, the

Mexcobre Unit ) operates La Caridad, an open-pit copper mine, a copper ore concentrator, a SX/EW plant, a smelter, refinery and a rod plant.
Mexicana de Cananea S.A. de C.V. (together with its subsidiaries, the Cananea Unit ) operates Cananea, an open-pit copper mine, which is
located at the site of one of the world s largest copper ore deposits, a copper concentrator and two SX/EW plants. Industrial Minera Mexico,
S.A. de C.V. and Minerales Metalicos del Norte, S.A. (together with its subsidiaries, the IMMSA Unit ) operate five underground mines that
produce zinc, lead, copper, silver and gold, a coal mine and several industrial processing facilities for zinc and copper.

We utilize many up-to-date mining and processing methods, including global positioning systems and computerized mining operations. Our
operations have a high level of vertical integration that allows us to manage the entire production process, from the mining of the ore to the
production of refined copper and other products and most related transport and logistics functions, using our own facilities, employees and
equipment.

The sales prices for our products are largely determined by market forces outside of our control. Our management, therefore, focuses on cost
control and production enhancement to improve profitability. We achieve these goals through capital spending programs, exploration efforts
and cost reduction programs. Our focus is on seeking to remain profitable during periods of low copper prices and maximizing results in periods
of high copper prices. For additional information on the sale prices of the metals we produce, please see Metal prices.
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Currency Information:

Unless stated otherwise, all our financial information is presented in US dollars and any reference herein to U.S. dollars , dollars ,or $ areto U.S.
dollars; references to  S/. , nuevosol or nuevos soles , are to Peruvian nuevos soles; and references to peso , pesos ,or Ps. ,areto Mexican pe

Unit Information:

Unless otherwise noted, all tonnages are in metric tons. To convert to short tons, multiply by 1.102. All ounces are troy ounces. All distances
are in kilometers. To convert to miles, multiply by 0.621. To convert hectares to acres, multiply by 2.47.

ORGANIZATIONAL STRUCTURE

The following chart describes our organizational structure starting with our controlling stockholder. For clarity of presentation, the chart
identifies only principal subsidiaries and eliminates intermediate holding companies.
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We are a majority-owned, indirect subsidiary of Grupo Mexico S.A.B. de C.V. ( Grupo Mexico ). Through its wholly-owned subsidiaries, Grupo
Mexico currently owns approximately 75.1% of our capital stock. Grupo Mexico s principal business is to act as a holding company for shares of
other corporations engaged in the mining, processing, purchase and sale of minerals and other products and railway and other related services.
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We conduct our operations in Peru through a registered branch (the SPCC Peru Branch or Peruvian Branch ). The SPCC Peru Branch comprises
substantially all of our assets and liabilities associated with our copper operations in Peru. The SPCC Peru Branch is not a corporation separate

from us and, therefore, obligations of SPCC Peru Branch are direct obligations of SCC and vice-versa. It is, however, an establishment,

registered pursuant to Peruvian law, through which we hold assets, incur liabilities and conduct operations in Peru. Although it has neither its

own capital nor liability separate from us, it is deemed to have equity capital for purposes of determining the economic interests of holders of

our investment shares, formerly known as labor shares (See Note 13 Minority interest of our consolidated combined financial statements).

On April 1, 2005, we acquired Minera Mexico, the largest mining company in Mexico on a stand-alone basis, from Americas Mining

Corporation ( AMC ), a subsidiary of Grupo Mexico, our controlling stockholder. Minera Mexico is a holding company and all of its operations
are conducted through subsidiaries that are grouped into three units: (i) the Mexcobre unit, (ii) the Cananea unit and (iii) the IMMSA unit. We
now own 99.95% of Minera Mexico.

CAUTIONARY STATEMENT

Forward-looking statements in this report and in other Company statements include statements regarding expected commencement dates of
mining or metal production operations, projected quantities of future metal production, anticipated production rates, operating efficiencies, costs
and expenditures as well as projected demand or supply for the Company s products. Actual results could differ materially depending upon
factors including the risks and uncertainties relating to general U.S. and international economic and political conditions, the cyclical and volatile
prices of copper, other commodities and supplies, including fuel and electricity, availability of materials, insurance coverage, equipment,
required permits or approvals and financing, the occurrence of unusual weather or operating conditions, lower than expected ore grades, water
and geological problems, the failure of equipment or processes to operate in accordance with specifications, failure to obtain financial assurance
to meet closure and remediation obligations, labor relations, litigation and environmental risks, as well as political and economic risk associated
with foreign operations. Results of operations are directly affected by metals prices on commodity exchanges, which can be volatile.

Additional business information follows:

COPPER BUSINESS

Copper is the world s third most widely used metal and an important component in the world s infrastructure. Copper has unique chemical and
physical properties, including high electrical conductivity and resistance to corrosion, as well as excellent malleability and ductility that has
made it a superior material for use in the electrical energy, telecommunications, building construction, transportation and industrial machinery
businesses. Copper is also an important metal in non-electrical applications such as plumbing and roofing and, when alloyed with zinc to form
brass, in many industrial and consumer applications.

Copper industry fundamentals, including copper demand, price levels and stocks, strengthened in late 2003 and copper prices have continued to
improve through 2007 from the 15-year price lows set during 2002.
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BUSINESS REPORTING SEGMENTS:

Company management views Southern Copper as having three operating segments and manages on the basis of these segments. The significant
increase in the price of molybdenum in recent years has had an important impact on the Company s earnings. Nevertheless, the Company
continues to manage its operations on the basis of the three copper segments.

The three segments identified are groups of individual mines with similar economic characteristics, type of products, processes and support
facilities, similar regulatory environments, similar employee bargaining contracts, and similar currency risks. In addition, each mine within the
individual group earns revenues from similar type of customers for their products and services and each group incurs expenses independently,
including commercial transactions between groups.

Intersegment sales are based on arms-length prices at the time of sale. These may not be reflective of actual prices realized by the Company due
to various factors, including additional processing, timing of sales to outside customers and transportation cost. Added to the segment
information is information regarding the Company s molybdenum sales. The segments identified by the Company are:

1. Peruvian operations, which includes the Toquepala and Cuajone mine complexes and the smelting and refining plants, industrial
railroad and port facilities which service both mines. Sales of its products are recorded as revenue of our Peruvian mines.

2. Mexican open pit operations, which includes La Caridad and Cananea mine complexes and the smelting and refining plants and
support facilities which service both mines. Sales of its products are recorded as revenue of our Mexican mines.

3. Mexican underground mining operations, which includes five underground mines that produce zinc, copper, silver and gold, a coal
mine, which produces coal and coke and several industrial processing facilities for zinc and copper. This group is identified as the IMMSA unit
and sales of its products are recorded as revenue of the IMMSA unit.

Each of our segments reports independently to the Chief Operating Officer. The Chief Operating Officer of the Company focuses on operating
income and on total assets as measures of performance to evaluate different segments and to make decisions to allocate resources to the reported
segments. These are common measures in the mining industry.

Segment information is included under the captions Overview-Metal production and Ore reserves. More information on business segment and
segment financial information is included in Note 20 of our Consolidated Combined Financial Statements.

CAPITAL EXPANSION PROGRAM

13
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For a description of our Capital Expansion Program see Management s Discussion and Analysis of Financial Condition and Results of
Operations-Capital Expansion Program.

EXPLORATION ACTIVITIES

We are engaged in ongoing extensive exploration to locate additional ore bodies in Peru, Mexico and Chile. We invested $40.2 million on
exploration programs in 2007, $22.7 million in 2006 and $24.4 million in 2005, and have budgeted $26.1 million for 2008.

14
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Currently in Peru, we have direct control of 164,867 hectares of mineral rights. In Mexico, we hold 293,137 hectares of exploration
concessions. We also hold 35,258 hectares of exploration concessions in Chile.

Tia Maria. The Tia Maria project, which includes the Tia Maria and the La Tapada deposits, is located in the department of Arequipa on the
southern coast of Peru and is part of a copper porphyritic system.

We have completed feasibility studies in 2007 covering 36,232 meters of diamond drilling at Tia Maria and 73,085 meters at La Tapada.
Estimated mineralized resources in Tia Maria show 193 million tons of mineralized material with 0.302% copper content. For La Tapada, the
estimated mineralized resources show 445 million tons of mineralized material, with 0.434% copper content. The Company is conducting a
bidding process for basic and detailed engineering as well as preparing to purchase major equipment and select construction management. The
Company expects to invest $65 million in this project during 2008. When completed at the end of 2010, the new operating unit will produce
120,000 tons of copper cathodes per year.

Los Chancas. The Los Chancas project, located in the department of Apurimac in southern Peru, is a copper and molybdenum porphyry
deposit. The exploration program and the final phase of the metallurgical testing were completed in early 2006. Pre-feasibility studies were
completed in 2007. Estimated mineralized resources identified after the preliminary design of the pit are 355 million tons of mineralized
material with a 0.62% copper content, 0.05% molybdenum and 0.039 grams of gold per ton. We expect to work on a feasibility study during
2008 which will include complementary studies and an additional drilling program in order to define the ore reserves of the deposit.

Tantahuatay. The Tantahuatay project is located in the department of Cajamarca in northern Peru. The exploration work is intended to evaluate
the upper part of the deposit mainly for gold recovery. Work to date indicates 27.1 million tons of mineralized material, with an average silver
content of 13.0 grams per ton and 0.89 grams of gold per ton. We have a 44.25% share in this project. We have started a feasibility study to
evaluate the possibility of recovering gold mineral from the upper part of the deposit. We continue our efforts on dealing with social and
environmental concerns of communities near the project.

Other Peruvian Prospects.

As part of the exploration program in 2007, we have drilled 14,352 meters in the southern region of Peru. Our 2008 program includes more
intense copper exploration activities in the southern and northern parts of Peru, as well as gold exploration in Ayacucho, in the central part of
Peru.

Mexico

In addition to exploratory drilling programs at existing mines, we are currently conducting exploration to locate mineral deposits at various other
sites in Mexico. The following are some of the more significant exploration projects:

15
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El Arco. The El Arco site is located in the state of Baja California in Mexico. Preliminary investigations of the El Arco site indicate a mineral
deposit of 846 million tons of mineralized material with average copper grades of 0.51% and 0.14 grams of gold per ton, and 170 million tons of
leach mineralized materials with average copper grades of 0.56%. In 2007, we have continued in the process of identifying water sources for a
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leaching operation, and have finished four tests holes that indicate sufficient water potential for leaching operations.

Angangueo. The Angangueo site is located in the state of Michoacdn in Mexico. A mineral deposit of 13 million tons of mineralized material
has been identified with diamond drilling. Testing indicates that the mineral deposit contains mineralized material containing 0.16 grams of gold
and 262 grams of silver per ton, and is comprised of 0.79% lead, 0.97% copper and 3.5% zinc. During 2005, we received the approval for our
environmental impact study and we are in the process of obtaining land use approval. During 2007, we have continued negotiating with the state
of Michoacan to purchase various properties essential to the operation.

Buenavista. The Buenavista project site is located in the state of Sonora in Mexico, adjacent to the Cananea ore body. Drilling and

metallurgical studies have shown that the site contains 36 million tons of mineralized material containing 29 grams of silver, 0.69% of copper

and 3.3% of zinc per ton. A new scoping level study indicates that Buenavista may be an economical deposit. During 2007, 2,100 meters were
drilled to upgrade the mineral resource and to acquire material for metallurgical testing. Results confirm the previous geologic interpretation of
the mineralized areas.

Carbon Coahuila. In Coahuila, an intensive exploration program of diamond drilling has identified two additional areas, Esperanza with a
potential for more than 30 million tons of in place mineralized coal and Guayacan with a potential for 15 million tons of in place mineralized
coal, that could be used for a future coal-fired power plant. During 2007 along with 5,767 meters of drilling, 23 million tons of mineralized coal
resources were identified at our Nueva Rosita No. 16 concession.

The Chalchihuites. The Chalchihuites project is located in the state of Zacatecas. It is a contact deposit with mixed oxides and sulfides of lead,
copper, zinc and silver. A drilling program, in the late nineties, defined 16 million tons of mineralized material containing 95 grams of silver,
0.36% lead, 0.69% copper and 3.08% zinc per ton. Preliminary metallurgical testing indicates a leaching precipitating-flotation recovery
process that can be applied to this ore. In 2007 we continued with the evaluation of the ore body and we expect to conclude the metallurgical
testing of the project during 2008.

Sierra de Lobos. This project is located southwest of the city of Leon, Guanajuato. Our target is a copper and zinc deposit with grades between
0.5% and 1.0% copper and between 5% and 7% zinc including a small contribution of gold and silver. In 2007, 7,338 meters have been drilled.
Results confirm the presence of copper and zinc mineralization, but an economic deposit has not yet been identified.

In Chile we have control of 35,258 hectares of mining rights, and are currently developing different exploration programs.

El Salado. The El Salado prospect, located in the Atacama Region, is being explored for copper-gold. Through 2007, 24,798 meters of
diamond drilling were completed, 4,448 meters and 8,326 meters were drilled in 2007 and 2006, respectively. Likewise, in the Sierra Aspera, a
copper-gold prospect, located in the north of Chile, 1,128 meters of diamond drilling was performed.

17



Edgar Filing: SOUTHERN COPPER CORP/ - Form 10-K

Other Chilean Prospects. There are other prospects such as Esperanza (copper-molybdenum), located in the Atacama region. During 2007, we
completed 2,538 meters of diamond drilling. We are also continuing with the exploration of the Resguardo prospect
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(gold-copper) in the Tarapaca region and the Catanave prospect (gold-silver) in the Arica region.

PRINCIPAL PRODUCTS AND MARKETS

The principal uses of copper are in the building and construction industry, electrical and electronic products and, to a lesser extent, industrial
machinery and equipment, consumer products and the automotive and transportation industries. Molybdenum is used to toughen alloy steels and
soften tungsten alloy and is also used in fertilizers, dyes, enamels and reagents. Silver is used for photographic, electrical and electronic
products and, to a lesser extent, brazing alloys and solder, jewelry, coinage, silverware and catalysts. Zinc is primarily used as a coating on iron
and steel to protect against corrosion. It is also used to make die cast parts, in the manufacturing of batteries and in the form of sheets for
architectural purposes.

Our marketing strategy and annual sales planning emphasize developing and maintaining long-term customer relationships, and thus acquiring
annual or other long-term contracts for the sale of our products is a high priority. Approximately 90% of our metal production for the years
2007, 2006 and 2005, were sold under annual or longer-term contracts. Sales prices are determined based on prevailing commodity prices for
the quotation period, generally being the month of, the month prior to or the months following the actual or contractual month of shipment or
delivery, according to the terms of the contract.

We focus on the ultimate end-user customers as opposed to selling on the spot market or to trading companies. In addition, we devote
significant marketing effort to diversifying our sales both by region and by customer base. We strive to provide superior customer service,
including just-in-time deliveries of our products. Our ability to consistently fulfill customer demand is supported by our substantial production
capacity.

For additional information on sales by segment, see Management s Discussion and Analysis of Financial Condition and Results of Operations
Segment Sales Information.

METALS PRICES

Prices for our products are principally a function of supply and demand and, except for molybdenum, are established on the Commodities
Exchange, or COMEX, in New York and the London Metal Exchange or LME, the two most important metal exchanges in the world. Prices for
our molybdenum products are established by reference to the publication Platt s Metals Week. Our contract prices also reflect any negotiated
premiums and the costs of freight and other factors. From time to time, we have entered into hedging transactions to provide partial protection
against future decreases in the market price of metals and we may do so under certain market conditions. We have entered into copper swaps

and collar contracts in 2007, 2006 and 2005 and into zinc swap contracts in 2006. At December 31, 2007 we did not have any copper or zinc

swap contracts outstanding. See Management s Discussion and Analysis of Financial Condition and Results of Operations. For a further
discussion of prices for our products, please see Management s Discussion and Analysis of Financial Condition and Results of Operations Metal
Prices.
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The table below shows the high, low and average COMEX and LME copper prices during the last 15 years:
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Copper (COMEX) Copper (LME)

Year High Low Average High Low Average

1993 1.07 0.72 0.85 1.02 0.74 0.87
1994 1.40 0.78 1.07 1.38 0.79 1.05
1995 1.46 1.21 1.35 1.40 1.20 1.33
1996 1.31 0.86 1.06 0.98 0.79 1.04
1997 1.23 0.76 1.04 1.23 0.77 1.03
1998 0.86 0.64 0.75 0.85 0.65 0.75
1999 0.85 0.61 0.72 0.84 0.61 0.71
2000 0.93 0.74 0.84 0.91 0.73 0.82
2001 0.87 0.90 0.73 0.83 0.60 0.72
2002 0.78 0.65 0.72 0.77 0.64 0.71
2003 1.04 0.71 0.81 1.05 0.70 0.81
2004 1.54 1.06 1.29 1.49 1.03 1.30
2005 2.28 1.40 1.68 2.11 1.39 1.67
2006 4.08 2.13 3.09 3.99 2.06 3.05
2007 3.75 2.40 322 3.77 2.37 3.23

The per pound COMEX copper price during the last 5, 10 and 15 year periods averaged $2.02, $1.39 and $1.28, respectively. The per pound
LME copper price during the last 5, 10 and 15 year periods averaged $2.01, $1.38 and $1.27, respectively.

At February 22, 2008, the COMEX and LME copper prices were $3.79 and $3.77 per pound, respectively.

The table below shows the high, low and average market prices for our three principal by-products during the last 15 years:

Molybdenum (Dealer
Oxide Platt s Metals
Zinc(LME) Silver (COMEX) Week)

Year High Low Average  High Low Average High Low Average
1993 0.49 0.40 0.44 5.44 3.52 4.30 2.80 1.82 2.32
1994 0.52 0.42 0.45 5.78 4.57 5.28 17.00 2.68 4.59
1995 0.52 0.44 0.47 6.10 4.38 5.19 17.50 3.90 4.30
1996 0.48 0.45 0.47 5.82 4.67 5.18 5.50 2.90 3.78
1997 0.80 0.47 0.60 6.31 4.16 4.87 4.90 3.52 7.90
1998 0.52 0.42 0.46 7.26 4.61 5.53 4.60 2.00 341
1999 0.56 0.41 0.49 5.76 4.87 5.22 2.90 248 2.65
2000 0.58 0.46 0.51 5.55 4.56 4.97 2.98 2.15 2.55
2001 0.48 0.33 0.40 4.81 4.03 4.36 2.65 2.15 2.36
2002 0.38 0.33 0.35 5.11 4.22 4.60 8.30 2.40 3.77
2003 0.46 0.34 0.38 5.98 4.35 4.89 7.80 3.15 5.32
2004 0.58 0.43 0.48 8.21 5.51 6.68  33.25 7.20 15.95
2005 0.87 0.53 0.63 9.00 6.43 7.32  40.00 26.00 31.05
2006 2.10 0.87 1.49 14.85 8.82 11.54  28.40 20.50 24.38
2007 1.93 1.00 1.47 15.50 11.47 13.39  31.17 29.39 2991

The per pound LME zinc price during the last 5, 10 and 15 year periods averaged $0.89, $0.67 and $0.61, respectively. The per ounce COMEX
silver price during the last 5, 10 and 15 year periods averaged $8.76, $6.85 and $6.22, respectively. The per pound Platt s Metals Week Dealer
Oxide molybdenum price during the last 5, 10 and 15 year periods averaged $21.32, $12.14 and $9.62, respectively.
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At February 22, 2008 the LME zinc price was $1.09 per pound, the COMEX silver price was $18.03 per ounce and the Platt s Metals Week
Dealer Oxide molybdenum price was $33.25 per pound.
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COMPETITIVE CONDITIONS

Competition in the copper market is principally on a price and service basis, with price being the most important consideration when supplies of
copper are ample. The Company s products compete with other materials, including aluminum and plastics.

EMPLOYEES

As of December 31, 2007, we employed 12,134 persons, approximately 72% of whom are covered by labor agreements with ten different labor
unions. During the last several years, we have experienced strikes or other labor disruptions that have had an adverse impact on our operations
and operating results. We cannot assure you that in the future we will not experience strikes or other labor related work stoppages that could
have a material adverse effect on our financial condition and results of operations.

Peru

Approximately 68% of our Peruvian labor force was unionized at December 31, 2007, represented by eight separate unions.

Collective bargaining agreements with the Company s Peruvian labor unions expired in early 2007. A number of strikes were initiated by the
Company s labor unions, demanding wage increases and better benefits. In addition, some of the unions went on strike in support of national
union strikes. These strikes were generally of a brief nature and the Company was able to continue normal operations with the support of staff
and administrative personnel and contractors. New collective bargaining agreements, for periods ranging from three to six years, were signed by
the end of the third quarter 2007 with all of the Company s Peruvian unions.

Employees of the Toquepala and Cuajone units reside in town sites, where we have built 2,513 houses and apartments and 1,186 houses and
apartments, respectively. In 1998, Company housing, at our Ilo unit, was sold to workers at nominal prices. We still hold 90 houses at Ilo for
staff personnel. Housing, together with maintenance and utility services, is provided at minimal cost to most of our employees. Our town site
and housing complexes include schools, medical facilities, churches, social clubs, shopping, banking and other services.

Mexico

Approximately 74% of our Mexican labor force was unionized at December 31, 2007, represented by two separate unions. Under Mexican law,
the terms of employment for unionized workers is set forth in collective bargaining agreements. Mexican companies negotiate the salary
provisions of collective bargaining agreements with the labor unions annually and negotiate other benefits every two years. We conduct
negotiations separately at each mining complex and each processing plant.
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Beginning July 2007, employees at our mines at Cananea, Taxco and San Martin went on strike. On January 11, 2008 the Mexican federal labor
court declared the Cananea strike illegal and ordered the workers to return to work within 24 hours. This ruling was challenged before a federal
judge who upheld the union s case on February 14, 2008. The Company will appeal this unfavorable ruling. The Company expects that it will
take about three months to return to full production at Cananea. The Company has put the Taxco operations on standby due to the strike.
Resuming operations at San Martin remains dependant upon the result of litigation.

The 4,201 workers from eight of eleven mining units and plants of Minera Mexico voted on September 5, 2007 to elect union representation,
from among the Sindicato de
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Trabajadores Mineros Metalurgicos y Similares de la Republica Mexicana (National Union of Workers Engaged in Mining, Metallurgical and
Similar Activities) and the Sindicato Nacional de Trabajadores de la Exploracion, Explotacion y Beneficio de Minas de la Republica Mexicana
(National Union of Workers Engaged in Exploration, Exploitation and Mine Development Activities) which belongs to the National Federation
of Independent Unions with 332,000 members. By overwhelming majority, 97% of the workers decided to change to the National Union of
Workers Engaged in Exploration, Exploitation and Mine Development Activities. On October 15, 2007 the Federal Labor Board for
Conciliation and Arbitration decided in favor of the National Union of Workers Engaged in Exploration, Exploitation and Mine Development
Activities, a decision which was later challenged and is pending before federal judges.

In 2006, there were a number of work stoppages at some of our Mexican operations. While some of these work stoppages were of a short-term
nature with little or no production loss, others have been more disruptive. A strike at the La Caridad copper mine in Sonora began in the first
quarter of 2006 and ended when the mine was returned to us on July 26, 2006. A strike at the San Martin polymetallic complex in Zacatecas
commenced in the first quarter of 2006 and ended in May 2006. Additionally, workers at the Cananea copper mine went on strike on June 1,
2006 returning to work six weeks later on July 17, 2006. These work stoppages were declared illegal by the Mexican authorities. On June 9,
2006, we announced the closing of the La Caridad mine as picketing workers made it impossible to continue operations. As a result of these
strikes, we declared force majeure on certain of our June and July copper contracts. On July 14, 2006, with the approval of a labor court, we
dismissed the La Caridad workers. Individual work agreements, and the collective union contract, were terminated in compliance with the
provisions of the ruling rendered by federal labor authorities. On July 26, 2006, the La Caridad installations were returned to us and we
commenced to hire workers to resume operations.

On October 26, 2005, the workers at our La Caridad mining complex went on strike claiming that we still owed them profit sharing from 2003.
The strike was declared illegal and the workers returned to work two days later after the Company agreed to pay each worker approximately
$900.00. The total paid was $3.1 million.

Employees of the Mexcobre and Cananea Units reside in town sites at La Caridad and Cananea, where we have built approximately 2,000
houses and apartments and 275 houses and apartments, respectively. Employees of the IMMSA Unit principally reside on the grounds of the
mining or processing complexes in which they work and where we have built approximately 900 houses and apartments. Housing, together with
maintenance and utility services, is provided at minimal cost to most of our employees. Our town sites and housing complexes include
educational and, in some units, medical facilities, churches, social clubs, shopping, banking and other services. At the Cananea Unit, health care
is provided free of charge to employees, retired unionized employees and their families.

FUEL, ELECTRICITY AND WATER SUPPLIES

The principal raw materials used in our operations are fuels (including fuel oil to power boilers and generators, natural gas for metallurgical
processes at our Mexican operations and diesel fuel for mining equipment), electricity and water. We believe that supplies of fuel, electricity
and water are readily available. Although the prices of these raw materials may fluctuate beyond our control, we focus our efforts to reduce
these increased costs through cost and energy saving measures.

Peru

In Peru, electric power for our operating facilities is generated by two thermal electric plants owned and operated by Energia del Sur, S.A.
( Enersur ), a diesel and
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waste heat boilers plant located adjacent to the Ilo smelter and a coal plant located south of Ilo. Power generation capacity for Peruvian
operations is currently 344 megawatts. In addition, we have nine megawatts of power generation capacity from two small hydro-generating
installations at Cuajone. Power is distributed over a 224-kilometer closed loop transmission circuit. We obtain fuel in Peru principally from
Repsol Comercial S.A.C., a local producer, which forms part of Grupo Repsol YPF of Spain.

In 1997, we sold our Ilo power plant to Enersur and entered into a twenty year power purchase agreement. We and Enersur also entered into an
agreement for the sharing of certain services between the power plant and our smelter at [lo. These arrangements were amended in 2003,
releasing Enersur from its obligations to construct additional capacity to meet our increased electricity requirements. We believe we can satisfy
the need for increased electricity requirements for our Peru operations from other sources, including local power providers.

In Peru, we have water concessions for up to 1,950 liters per second for well fields at Huaitire, Vizcachas and Titijones and surface water rights
from the Suches lake and two small water courses, namely Quebrada Honda and Quebrada Tacalaya, which together are sufficient to supply the
needs of our two operating units at Toquepala and Cuajone. At Ilo, we have desalinization plants that produce water for industrial and domestic
use that we believe are sufficient for our current and projected needs.

Mexico

In Mexico, fuel is purchased directly or indirectly from Petroleos Mexicanos, ( PEMEX ), the state oil monopoly. Electricity for our Mexican
operations, which is used as the main energy source at our mining complexes, is either purchased from the Comision Federal de Electricidad
(the Federal Electricity Commission, or CFE), the state s electrical power producer, or steam-generated at Mexcobre s smelter by recovering
energy from waste heat boilers. Accordingly, a significant portion of our operating costs in Mexico are dependent upon the pricing policies of
PEMEX and CFE, which reflect government policy as well as international market prices for crude oil, natural gas and conditions in the refinery
markets. Mexcobre imports natural gas from the U.S. through its pipeline (between Douglas, Arizona and Nacozari, Sonora); this permits us to
import natural gas from the United States at market prices and thereby reduce operating costs. A contract with PEMEX provides us with the
option of using a fixed price for a portion of our natural gas purchases.

In 2007 and 2006, we entered into gas swap contracts to protect part of our gas consumption in both periods. In 2007 we entered into a gas swap
contract for 0.9 million MMBTUs with a fixed price of $7.525 per MMBTU. In 2006 we entered into a gas swap contract for 3.7 million
MMBTUs with a fixed price of $4.2668 per MMBTU. Related to these contracts we recorded a loss of $0.9 million and a gain of $6.3 million in
2007 and 2006, respectively, which were included in the production cost.

In December 2005 we announced our plans for a 450 megawatt power generation plant in Mexico to supply our own facilities. During 2007 we
reformulated this project to increase the plant capacity to 600 megawatt. Additionally, it is our intention to build this facility in the state of
Sonora, Mexico. We anticipate that the project will be built and managed by an independent power company and our obligation will be the
supply of coal and an agreement to use the power output. We expect this plant will give us the ability to better control the cost of our energy
requirements. The project is also expected to create nearly 350 permanent jobs and 3,000 jobs during the construction stage. It is anticipated that
the project will be completed in 2011 and that it will exceed Mexican and international environmental standards. We have begun a feasibility
study for this plant which is expected to be finished by the end of 2008.
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In Mexico, water is a national property and industries not connected to a public services water supply must obtain a water concession from

Comision Nacional del Agua (the National Water Commission ,or CNA ). Water usage fees are established in the Ley Federal de Derechos (the
Federal Law on Water Rights), which distinguishes several availability zones with different fees per unit of volume according to each zone. All

of our operations have one or several water concessions and, with the exception of Mexicana de Cobre, pump out the required water from one or
several wells. Mexicana de Cobre pumps water from the La Angostura dam, which is close to the mine and plants. At our Cananea facility, we
maintain our own wells and pay the CNA for water measured by usage. Water conservation committees have been established in each plant in

order to conserve and recycle water. Water usage fees are updated on a yearly basis and have been increasing in recent years.

In December 2006, the Federal Water Rights Law was modified effective January 1, 2007. As a result the mining industry now pays for water at
100% of the established water rate instead of the 25% previously paid. This increased water cost by approximately $15.6 million in 2007.

ENVIRONMENTAL MATTERS

For a discussion of environmental matters reference is made to the information contained under the caption Environmental matters in Note 14
Commitments and Contingencies of the Consolidated Combined Financial Statements.

MINING RIGHTS AND CONCESSIONS

Peru

We have 238,183 hectares in concessions from the Peruvian government for our exploration, exploitation, extraction and/or production
operations, distributed among our various sites as follows:

Toquepala Cuajone Ilo Other Total
(hectares)
Plants 300 456 421 1,177
Operations 46,128 18,955 7,056 72,139
Exploration 164,867 164,867
Total 46,428 19,411 7,477 164,867 238,183

We believe that our Peru