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Tyrone Operations
P.O. Drawer 571
Tyrone, NM 88065

June 23, 2008

Certified Mail # 70070710000177754845
Return Receipt Requested

Mr. Clint Marshall
New Mexico Environment Department
Mining Environmental Compliance Section
Ground Water Quality Bureau
1190 St. Francis Dr.
Santa Fe, NM 87501

Certified Mail # 70070710000177754838
Return Receipt Requested

Mr. David R. Ohori
New Mexico Energy, Mines and Natural Resources Department
Mining and Minerals Division
Mining Act Reclamation Program
1220 South St. Francis Dr.
Santa Fe, NM 87505

Dear Messrs. Marshall and Ohori:

RE: Response to Primary Issues Letter on Tyrone’s Updated
Closure/Closeout Plan dated April 23, 2008, DP-1341 and GRO1ORE

This letter provides responses to your letter of April 23, 2008, relating to the primary
issues the agencies have identified for the Freeport-McMoRan Tyrone Inc. (‘Tyrone’)
Closure/Closeout Plan update (CCP). The updated plan was submitted to both agencies on
October 11, 2007. As indicated in the following responses, there are a number of issues that
have not yet been resolved and which require further discussions before Tyrone can prepare
an update of the CCP and the closure and closeout cost estimates in a form agreeable to
Tyrone. NMED and MMD. Tyrone requests a meeting with both agencies to further discuss
these issues so that we can make progress towards permit renewal.

Tyrone was surprised by the agencies’ description of the CCP as “technically
inadequate for preventing pollution, stabilizing waste piles and establishing an effective cover
system on waste piles at the Tyrone Mine.” Tyrone has nearly completed reclamation of all
tailing facilities and has initiated extensive reclamation efforts on stockpiles, well beyond the
accelerated reclamation of the IC stockpile removal from Oak Grove and we understood that
the agencies were pleased with these efforts. In addition to this work, over the past five years
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we have strived to implement the conditions in DP-1341 and GRO lORE in a cooperative
manner in an effort to prevent the agencies later reaching just this conclusion. Several of
these conditions directed us to perform comprehensive studies and onsite testing with the
objective of providing a sound scientific and engineering basis for the reclamation designs
that we propose. These reclamation efforts. programs and studies, have all been submitted for
review by both agencies and Tyrone has addressed the comments raised by both agencies to
date. Given the level of effort and expense incurred by Tyrone on this work, it is
discouraging to us that the agencies now believe the CCP to be technically inadequate.

The agencies’ April 23 letter addresses several design elements of the updated CCP on
an independent basis. On the other hand, Tyrone’s feasibility study, on which the updated
CCP was based, evaluates the expected performance of the combination of design elements
proposed in the CCP as a whole. Tyrone firmly believes that expected CCP performance is
most appropriately addressed by evaluating the overall performance of the proposed plan. not
individual design elements. This difference in approach is reflected in Tyrone’s responses
below. In addition, the agencies’ positions on the individual design elements omit design
details that are critical to the performance of a design. For example, reasoned conclusions
regarding the performance of slope steepness with respect to erosion and other factors cannot
be made without considering maximum slope lengths and drainage design, as well as other
factors such as the characteristics of the cover material. The agencies’ position on slopes as
expressed in the April 23 letter does not consider all of the key technical factors. Tyrone
proposes that further discussions regarding the updated CCP be approached considering the
overall plan and its expected performance rather than a piecemeal approach in which the
major design elements are separately considered and addressed. This approach would further
allow for a more refined approach to design in which different designs may be used for
different stockpile areas.

A holistic approach to the updated CCP is particularly important with respect to any
revisions to the cost estimate. Changes to the extent of covers, for example. will affect water
treatment costs to some degree. Consequently, before preparing a revised cost estimate.
Tyrone seeks agreement on the overall plan.

Our responses to the primary issues identified in your letter follow.

1) Leach Ore and Waste Rock Stockpile Reclamation. NMED and MMD require
Tyrone to provide for and estimate the costs of extending the cover placement to
leach ore stockpiles and waste rock piles within the area described by Tyrone as the
surface water capture zone (SWCZ). Top surfaces and slopes of the waste rock piles
and leach stockpiles within the SWCZ must be covered and the clean storm water
managed to reduce the amount of contaminated storm water and leachate generated.
Tyrone’s proposal does not adequately provide for reducing infiltration and leachate
generation within the SWCZ. According to the Tyrone Feasibility Study dated
November 12, 2007, the rate of sulfate loading will increase in the areas without
cover within the SWCZ. Even small amounts of contaminated water have the
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potential to contaminate large areas of fractured bedrock aquifers that are very
difficult to abate.

In addition, MMD requires Tyrone to apply for a waiver for open pits or waste
units from the requirements of achieving a post-mining land use or self-sustaining
ecosystem. The waiver application must show that achieving a post-mining land use
or self-sustaining ecosystem is not technically or economically feasible or is
environmentally unsound.

Tyrone is concerned that NMED’s and MMD’s directions do not consider the
expected performance of the alternatives presented in the Feasibility Study submitted by
Tyrone under the conditions of DP-1341 or all of the factors required to be considered under
DP-1341 to evaluate the alternatives agreed upon by Tyrone, NMED and MMD. The
Feasibility Study evaluated a range of closure designs and various combinations of the
alternative design elements. DP-1341 further presented cost estimates for all of those
alternatives, including alternatives that called for regrading and covering the slopes and top
surfaces of leach ore stockpiles and waste rock stockpiles within the SWCZ. The Feasibility
Study compared the relative performance of the alternatives, including comparison of the
costs of different regrading and cover configurations for stockpiles with the potential cost
savings for water treatment based upon the projected reduction of pollutant loading. The
Feasibility Study concluded that the cost of the additional regrading and covering within the
SWCZ is not justified based upon reduced water treatment costs. Tyrone has not yet received
comments from NMED or MMD on the Feasibility Study report.

Technical experts believe and the Tyrone Feasibility Study incorporates the concept
that stockpile seepage quality is unlikely to improve significantly with time regardless of the
extent of regrading and covers. As a result, because regrading and covering the stockpiles will
not entirely eliminate seepage, there is no expectation that reclamation of the interior slopes
will decrease the size of the area where ground water currently exceeds the standards of
20.6.2.3 103 NMAC for the foreseeable future. Thus, even though the rate of mass loading is
predicted to be lower under the complete cover alternative, sulfate mass loading will not be
eliminated and stockpile seepage will need to be collected and treated prior to release in order
to meet WQA standards. Tyrone has committed to the collection and treatment of the water
and to the control of public access to the mine area. We believe that the measures proposed
will protect human health and safety and achieve protection of the surrounding environment.

The April 23 letter suggests that “even small amounts of contaminated water have the
potential to contaminate large areas of fractured bedrock aquifers that are very difficult to
abate.” As discussed above, if this is a concern, it will not be addressed by additional cover.
since seepage is expected to occur under all of the alternatives. Moreover. Tvrone is not
aware of any information or data that indicate there would be any difference in the horizontal
or vertical extent of impacts to aquifers with or without regrading and covering stockpile
slopes within the SWCZ. Tyrone’s hydrologic studies within the area of the Main Pit refute
such a contention by demonstrating the gradient of ground water flow is toward the pit
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bottoms and that ground water within the area of the SWCZ reports to the pit bottoms where it
will be captured and treated following closure. These hydrologic conditions will persist with
continued pumping of impacted water from the pits as proposed in the CCP.

As NMED is well aware, Tyrone’s position is that the SWCZ is not a “place of
withdrawal of water for present or reasonably foreseeable future use” following closure such
that WQCC ground water quality standards apply within the SWCZ. This issue, which is
being considered by the Water Quality Control Commission, impacts the closure and
reclamation requirements for both areas within the SWCZ and other areas.

MMD issued a waiver of reclamation requirements for certain portions of the area
within the SWCZ based upon a comparison of the estimated costs of reclamation to the
anticipated benefits, which concluded that reclamation of certain stockpile slopes within this
area is not warranted. Tyrone is not aware of any new information that would change MMD’s
previous conclusion regarding the areas covered by the waiver. Tyrone acknowledges the
need to apply to MMD for a waiver from the “self-sustaining ecosystem” standard for areas
within the SWCZ not currently covered by a waiver. However, Tyrone requests the
opportunity to attempt to reach agreement regarding the scope of covering and regrading in
the SWCZ based upon the Feasibility Study before Tyrone develops an application to MMD
for a broader waiver.

2) Cover Thickness. NMED and MMD require Tyrone to provide for and estimate
the costs of placement of a minimum cover thickness of 36 inches for a store and
release cover instead of the proposed 24 inches for leach stockpiles and waste rock
piles. Tyrone must also estimate the costs for placement of a cover thickness of 36
inches for a store and release cover for the tailing impoundments. Even without the
test plot data for calibration of the model, the computer simulations suggest a
reduced number and magnitude in the infiltration events by increasing the cover
thickness from 24 to 36 inches.

Field evidence indicates that a 24-inch cover is sufficient to support a self-sustaining
ecosystem. The soil water model predicts that drainage will occur regardless of the cover
thickness and alternative water control or abatement techniques may be required to address
water quality issues. Thus. Tyrone maintains that 24 inches of cover in combination with the
water management and treatment systems complies with applicable portions of the WQCC
and WQA and Mining Act.

Tyrone believes that discussions related to the cover thickness must he comprehensive
and consider issues associated with the chemical and physical character (e.g.. pH and rock
fragments) of the cover, construction thickness tolerances, channel construction and final
grading requirements. Furthermore, the Agencies need to identify immediate and long-term
performance objectives for the cover. Tyrone cannot commit to a particular cover thickness
without incorporating the more detailed specifications for the cover based upon the above
criteria that are critical to predicting cover performance.
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Tyrone has committed to and is proceeding with several studies with the understanding
that this information will ultimately help to resolve the technical issues surrounding cover
thickness. Specifically, it is anticipated that the ongoing test plot studies will provide the
additional data required to calibrate the soil cover models and that the results of the
Comprehensive Cover Performance Evaluation (CCPE) study will ultimately provide the
technical basis for establishing the minimum cover thickness. Tyrone intends to proceed with
these studies on the basis that if the results of the CCPE and other studies support an
alternative cover thickness, the NMED and MMD will agree to use these results as the
technical basis for determination of the appropriate cover thickness for future reclamation
activities. With this in mind, as part of further discussions, Tyrone is willing to consider
amending the CCP to provide for 36-inch covers on some areas based upon the existing
technical information. Tyrone would then develop a revised cost estimate incorporating 36
inch covers for the agreed-upon areas.

3) Slope Angle. NMED and MMD require Tyrone to provide for and estimate the
costs of regrading of slopes to 3 to I or flatter for waste rock piles and leach ore
stockpiles. The proposed design of 2.5 to 1 will likely result in increased operation
and maintenance costs for the cover system and storm water management. The
flatter slopes will increase stability and reduce erosion that may affect the store and
release cover performance. The test plots are evaluating the performance of different
slope angles. NMED remains flexible for design issues that arise in constrained areas
and Tvrone may propose certain slopes steeper than 3 to 1 for agency review and
approval.

Tyrone maintains that the 2.5:1 design is a functional and effective proposal. In its
updated CCP, Tyrone has reduced the slope length from 300 feet for the 3:1 slopes to 175 feet
for the 2.5:1 slopes to compensate for potentially higher erosion rates associated with the
2.5:1 slopes. Because of the compensating effects of slope length, the predicted erosion rates
for the 2.5:1 and 3:1 slopes are similar. The test plots constructed on Stockpile No.1 at a 2.5:1
slope are performing as well as the 3:1 slopes with no excessive erosion and with successful
establishment of vegetation. Tyrone is unaware of any information or data to support NMED
and MMD’s contention that the 2.5:1 slope design will result in increased maintenance and
storm water management costs. Nevertheless, Tyrone already has constructed slopes for
reclaimed areas of the stockpiles with 3:1 slope segments, and Tyrone is willing to discuss
whether some additional areas are appropriate for 3:1 interbench slopes.

4) Net Present Value Proposal. NMED and MMD require Tyrone to submit a net
present value proposal for agency review. The proposal must include a basis for the
recommended discount and escalation (inflation) rates. Also, the proposal must
include a time period for use of specific rates.

Tyrone has conducted a review of the escalation rates and discount rates following the
same process that was developed and applied to the initial financial assurance calculations
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used in the existing permits. Below you will find a discussion on the updated analysis of the
recommended rates and Attachment A has the backup details used in the analysis.

The escalation rate calculation was updated using the same methodology as previously
used. We used publicly available indices that were appropriate for and specifically related to
the costs associated with the reclamation plan. A composite index was developed for both
earth work and water treatment using the same cost categories, data sets (updated through
2007) and calculation method as previously used. Based upon this updated information, we
calculated an annual escalation rate for earth work of 3.73% and an annual escalation rate for
water treatment of 3.38% (compared with 3.68% and 3.17%, respectively, in the prior
calculation).

The discount rate was calculated using MMD NPV Guidance issued December 29, 2004.
We calculated an average annualized return for the Lehman Brothers U.S. Government/Credit
Index rate of returns for years 1 through 10 and an average annualized return for the Lehman
Brothers U.S. Aggregate Index for years beyond and including year 11. The rates of returns
for both indices were obtained from the LehmanLive Website. The resulting proposed
discount rates are 8.20% for years 1 through 10 and 8.55% for years beyond and including
year 11. The rates used in the previous NPV calculations were 5% for years 1 through 12 and
8% for years beyond 12.

We look forward to your response on these important issues and suggest that we meet
soon to discuss them. Please call me or Brent Fletcher if you have any questions or comments.

Sincerely,

Richard N. Mohr
General Manager

RNM:cj
Attachment
20080623-100

c: Dalva Moellenberg, G&K
Sheila Deely, FCX



Attachment A

Backup Details for Proposed Escalation Rates and
Discount Rates
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Lehman Brothers U.S. Government/Credit Index
Source: LehmanLive Website

Arithmetric mean:
Geometric mean:

8.42% 8.42%
8.20%

Full Name Value Date Return Type YTD Total Return Percent Change Convert to Positive

U .S. Government/Credit 12/31/1973 Unhedged 2.298562 0.02298562 1.02298562
U.S. Government/Credit 12/31/1974 Unhedged 0.173907 0.00173907 1.00173907
U.S. Government/Credit 12/31/1975 Unhedged 12.291278 0.12291278 1.12291278
U.S. Government/Credit 12/31/1976 Unhedged 15.584238 0.15584238 1.15584238
U.S. Government/Credit 12/30/1977 Unhedged 2.994655 0.02994655 1.02994655
U.S. Government/Credit 12/29/1978 Unhedged 1.167421 0.01167421 1.01167421
U.S. Government/Credit 12/31/1979 Unhedged 2.279569 0.02279569 1.02279569
U.S. Government/Credit 12/31/1980 Unhedged 3.04756 0.0304756 1.0304756
U.S. Government/Credit 12/31/1981 Unhedged 7.286263 0.07286263 1.07286263
U.S. Government/Credit 12/31/1982 Unhedged 31 .097855 0.31097855 1.31097855
U .S. Government/Credit 12/30/1983 Unhedged 7.987689 0.07987689 1.07987689
U.S. Government/Credit 12/31/1984 Unhedged 15.00544 0.1500544 1.1500544
U.S. Government/Credit 12/31/1985 Unhedged 21.325217 0.21325217 1.21325217
U.S. Government/Credit 12/31/1986 Unhedged 15.599849 0.15599849 1.15599849
U.S. Government/Credit 12/31/1987 Unhedged 2.303383 0.02303383 1.02303383
U .S. Government/Credit 12/30/1988 Unhedged 7.587892 0.07587892 1.07587892
U .S. Government/Credit 12/29/1989 Unhedged 14.228355 0.14228355 1.14228355
U.S. Government/Credit 12/31/1990 Unhedged 8.292586 0.08292586 1.08292586
U.S. Government/Credit 12/31/1991 Unhedged 16.125458 0.16125458 1.16125458
U.S. Government/Credit 12/31/1992 Unhedged 7.584939 0.07584939 1.07584939
U.S. Government/Credit 12/31/1993 Unhedged 11.03181 0.1103181 1.1103181
U.S. Government/Credit 12/30/1994 Unhedged -3.509601 -0.03509601 0.96490399
U.S. Government/Credit 12/29/1995 Unhedged 19.242709 0.19242709 1 .1 9242709
U .S. Government/Credit 12/31/1996 Unhedged 2.90357 0.0290357 1 .0290357
U.S. Government/Credit 12/31/1997 Unhedged 9.757223 0.09757223 1.09757223
U.S. Government/Credit 12/31/1998 Unhedged 9.472479 0.09472479 1.09472479
U.S. Government/Credit 12/31/1999 Unhedged -2.147122 -0.02147122 0.97852878
U.S. Government/Credit 12/29/2000 Unhedged 11.851169 0.11851169 1.11851169
U.S. Government/Credit 12/31/2001 Unhedged 8.502578 0.08502578 1.08502578
U.S. Government/Credit 12/31/2002 Unhedged 11.035881 0.11035881 1.11035881
U.S. Government/Credit 12/31/2003 Unhedged 4.668455 0.04668455 1.04668455
U.S. Government/Credit 12/31/2004 Unhedged 4.193423 0.04193423 1.04193423
U.S. Government/Credit 12/30/2005 Unhedged 2.369024 0.02369024 1.02369024
U.S. Government/Credit 12/29/2006 Unhedged 3.778366 0.03778366 1.03778366
U.S. Government/Credit 12/31/2007 Unhedged 7.226425 0.07226425 1.07226425



Lehman Brothers U.S. Aggregate Index
Source: LehmanLive Website

Full Name Value Date Return Type YTD Total Return Percent Change Convert to Posive

U.S. Aggregate 12/31/1976 Unhedged 15.595498 0.15595498 1.15595498
U.S. Aggregate 12/30/1 977 Unhedged 3.02538 0.0302538 1.0302538
U.S. Aggregate 12/29/1978 Unhedged 1 .398805 0.01398805 1 .01398805
U.S. Aggregate 12/31/1979 Unhedged 1.924445 0.01924445 1.01924445
U.S. Aggregate 12/31/1 980 Unhedged 2.707597 0.02707597 1.02707597
U.S. Aggregate 12/31/1981 Unhedged 6.261099 0.06261099 1.06261099
U.S. Aggregate 12/31/1 982 Unhedged 32.635016 0.32635016 1.32635016
U.S. Aggregate 12/30/1983 Unhedged 8.373009 0.08373009 1.08373009
U.S. Aggregate 12/31/1984 Unhedged 15.153796 0.15153796 1.15153796
U.S. Aggregate 12/31/1985 Unhedged 22.125676 0.22125676 1.22125676
U.S. Aggregate 12/31/1 986 Unhedged 15.24882 0.1524882 1.1524882
U.S. Aggregate 12/31/1 987 Unhedged 2.756946 0.02756946 1.02756946
U.S. Aggregate 12/30/1 988 Unhedged 7.878508 0.07878508 1.07878508
U.S. Aggregate 12/29/1989 Unhedged 14.529286 0.14529286 1 .14529286
U.S. Aggregate 12/31/1990 Unhedged 8.945261 0.08945261 1.08945261
U.S. Aggregate 12/31/1991 Unhedged 16.000538 0.16000538 1.1 6000538
U.S. Aggregate 12/31/1992 Unhedged 7.402604 0.07402604 1.07402604
U.S. Aggregate 12/31/1993 Unhedged 9.749142 0.09749142 1.09749142
U.S. Aggregate 12/30/1994 Unhedged -2.916151 -0.02916151 0.97083849
U.S. Aggregate 12/29/1 995 Unhedged 18.473766 0.18473766 1.18473766
U.S. Aggregate 12/31/1 996 Unhedged 3.630583 0.03630583 1.03630583
U.S. Aggregate 12/31/1 997 Unhedged 9.653966 0.09653966 1.09653966
U.S. Aggregate 12/31/1998 Unhedged 8.686512 0.08686512 1.08686512
U.S. Aggregate 12/31/1 999 Unhedged -0.821319 -0.00821319 0.99178681
U.S.Aggregate 12/29/2000 Unhedged 11.626067 0.11626067 1.11626067
U.S. Aggregate 12/31/2001 Unhedged 8.443473 0.08443473 1.08443473
U.S. Aggregate 12/31/2002 Unhedged 10.25503 0.1025503 1.1025503
U.S. Aggregate 12/31/2003 Unhedged 4.104447 0.04104447 1.04104447
U.S. Aggregate 12/31/2004 Unhedged 4.338787 0.04338787 1.04338787
U.S. Aggregate 12/30/2005 Unhedged 2.428532 0.02428532 1.02428532
U.S. Aggregate 12/29/2006 Unhedged 4.333766 0.04333766 1.04333766
U.S. Aggregate 12/31/2007 Unhedged 6.966623 0.06966623 1.06966623

Arithmetric mean: 8.78% 8.78%
Geometric mean: 8.55%


