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Freeport Minerals Corporation ("Freeport"), hereby submits the Surrebuttal

Testimony and Exhibits of Michael D. Mcgrath on behalf of Freeport in the above

captioned Docket.
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1.

P LEAS E S TATE YOUR NAME, AND BUS INES S  ADDRES S .

Micha e l D. Mcgra th, 333 North Ce ntra l Ave nue , Phoe nix Arizona .

Q-

A.

Q-

A.

BY WHO M ARE YO U EMP LO YED AND IN WHAT CAP ACITY?

I a m e mploye d by Fre e port Mine ra ls  Corpora tion ("Fre e port") a s  its  Dire ctor of

Energy Services .

ON WHOS E BEHALF ARE YOU TES TIFYING IN THIS  P ROCEEDING?Q.

A.

Q-

I am testifying on behalf of Freeport.

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND

QUALIFICATIONS.

A. I have over 40 years of experience in the energy field beginning with 16 years with

a natural gas utility with increasing responsibilities in 3 different states. I have

worked in the mining industry for 28 years dealing with energy matters for 3

different mining companies. Today, I am responsible for the power and natural gas

supplies for Freeport's mines in North America, South America and Africa.

Q» HAVE YOU TESTIFIED BEFORE THE ARIZONA CORPORATION

COMMISSION (THE "COMMISSION") IN OTHER DOCKETS?

A. Yes. I have testified in a number of dockets before the Commission beginning in

1994.

Q- HAVE YOU TESTIFIED BEFORE ANY OTHER PUBLIC UTILITY

C O MMIS S IO N?

A. Yes, I have testified before the Public Utility Regulatory Board in El Paso, Texas,

the Public Utility Commission of Colorado and the Federal Energy Regulatory

Commission in various dockets over the years.

Q- WHAT IS  THE  P UR P O S E  O F  YO UR  S UR R E B UTTAL TE S TIMO NY IN

THIS  P ROCEEDING?
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4.

Commis s ion how c los e  Tucs on Ele c tric  P owe r Compa ny's  ("TEP ") la rge s t

cus tomer, Freeport's  S ie rrita  mine  ("S ie rrita"), came to s hutting down due  to low

commodity price s , which ha ve  s till not fully re cove re d. This  demons tra tes  the

urgency for immedia te  action to reduce  power cos ts  tha t will a s s is t Freeport in

continuing to operate  S ierrita  and provide the  enormous  economic benefit to P ima

County and the  s ta te  of Arizona . In furtherance  of this  immedia te  need, I provide

another marke t option for the  Commis s ion to cons ider in addition to the  two joint

buy-through propos a ls  de ta iled in Mr. Kevin Higgins ' S urrebutta l Tes timony on

beha lf of Freeport, Arizonans  for Electric Choice  and Competition ("AECC") and

Noble  Americas  Energy Solutions  ("Noble  Solutions").

As  TEP 's  la rges t re ta il cus tomer, Freeport's  load a t S ie rrita  - opera ting a t

only 75% of capacity .... is  s till la rger than the  entire  program s ize  under AECC's

origina l buy-through propos a l, which is  s ize d to be  e quiva le nt to the  Arizona

P ublic S e rvice  Company ("AP S ") AG-l buy-through program. The re fore , even if

this  original buy-through proposal is  approved, it might only provide  partia l access

to a lte rna tive  ge ne ra tion s upply for S ie rrita , a nd the re fore  limit the  pote ntia l

savings Sierrita needs to best reduce its  costs .

Q- C AN YO U P LE AS E  C O MME NT O N THE  S E TTLE ME NT AG R E E ME NT

T H A T  W A S  F IL E D C O NC E R NING  THE C O MP ANY' S  R E VE NUE

REQ UIREMENT? DID FREEP ORT S IGN THE S ETTLEMENT

AG REEMENT?

A. Yes , but not without much hes ita tion.

Q- P LEAS E EXP LAIN.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. While  the  Revenue  Requirement Se ttlement Agreement ("Se ttlement") provides

TEP an acceptable  re turn, it does  not addres s  s evera l important is s ues , s uch as

providing Sierrita  access  to market-based generation that it needs  to bes t manage
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one  of its  highe s t va ria ble  cos ts  ...- e le ctric powe r. None the le s s , by re s olving a

numbe r of re ve nue -re la te d is s ue s , the  Se ttle me nt will a llow the  pa rtie s  a nd the

Commis s ion to focus  on this  importa nt is s ue , a s  we ll a s  cos t a lloca tion a nd a

reduction of inte r-class  subsidies . These  a re  issues  tha t must be  resolved if Sierrita

is  to have  its  bes t chance  to continue  be ing the  economic resource  it has  been for

P ima  County a nd the  s ta te  of Arizona  the  pa s t s e ve ra l de ca de s . The  s ta ke s  a re

rea lly high for Freeport and the  communities  it se rves .

I.

Q-

; 8 R E ; *1 r Q R T ' s .  S IE R R IT A MININg _ Q P E R AT IO NS  AND E C Q NG MIQ

IMP AC T O N LO C AL_EC_ON()lVIY.

A. Background and__Qverview.

MR .  MC E LR ATH,  P LE AS E  P R O VIDE  A S UMMAR Y O F  F R E E P O R T' S

S IER R ITA MINING  O P ER ATIO NS  IN P IMA C O UNTY.

A. Sierrita  began opera tions  in 1907 as  an underground mine , which was converted to

a n ope n pit mine  in 1957. In 2015, Fre e port e mploye d ne a rly 1,090 e mploye e s ,

which ha d a  tota l impa ctor ne a rly 3,210 jobs  on the  Arizona  e conomy. Ope ra ting

a t 75% ca pa city s ince  J a nua ry 2016, S ie rrita  curre ntly e mploys  740 worke rs . In

2009, F re e port purcha s e d  the  Twin  Butte s  coppe r mine  which  ha d  ce a s e d

ope ra tions  in 1994. This  mine  is  a dja ce nt to S ie rrita , a nd ca n provide  s ignifica nt

s yne rgie s  in the  S ie rrita  mine ra ls  dis trict, including the  pote ntia l for e xpa nde d

mining a ctivitie s . f

Q- HAS  AN INDEP ENDENT STUDY BEEN CONDUCTED ON THE

ECONOMIC IMP ACT THAT FREEPORT'S SIERRITA MINING

OPERATIONS HAVE; HAD ON THE LOCAL ECONOMY AND THE

STATE OF ARIZONA?

1

2

3

4

5

6

7

8

9

10

1 1

1 2

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

A. Ye s . According to  a  s tudy by the  L. Willia m S e idma n Re s e a rch Ins titute  a t

Arizona  S ta te  Unive rs ity ("AS U S tudy"), ope ra tions  a t S ie rrita  ge ne ra te d a n
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es timated $250.7 million in economic benefits  for Pima  County, and approximate ly

$343.6 million for the  s ta te  of Arizona  in 2015 a lone . A cha rt de picting S ie rrita 's

impacts  on Pima County and Arizona in 2015 is  a ttached here to as Exhibit _1..

Q- DID T HE  S T UDY P R O VIDE  T HE  AMO UNT  O F  B US INE S S  T AXE S

FREEP ORT P AYS  TO P IMA COUNTY ANNUALLY?

A. Ye s  it doe s . Fre e port pa id ne a rly $14 million in bus ine s s  ta x to P ima  County in

2015.

Q. AR E  T H E R E  O T H E R  B E N E F IT S  T H AT  S IE R R IT A P R O VID E

RES IDENTS  IN P IMA COUNTY BEYOND J OBS , VENDOR P URCHAS ES

AND TAXES ?

TO

A. Mos t de finite ly. As  a  re s pons ible  corpora te  citize n, Fre e port e nga ge s  in a nd

sponsors  seve ra l community outreach programs  and civic events . For ins tance , in

2010 Fre e port e s ta blis he d the  Gre e n Va lle y/S a hua rita  Community Inve s tme nt

Fund, which awarded 5577,000 in grants  to various  community nonprofit programs

(i.e . local schools  and food banks) in 2014, and another $555,000 in 2015.

Q-

B. Sierrita  - C!1r!l_ent Sta tus  off)pera tions .

HO W C LO S E  DID F R E E P O R T C O ME  TO  C LO S ING  ITS  O P E R ATIO NS

AT S IERRITA?

A. Ve ry clos e . Atta che d he re to a s Exhib it 2 to my s urre butta l te s timony a re  thre e

pre s s  re le a s e d ma de  be twe e n Octobe r 2015 a nd April 2016. Initia lly, Fre e port

planned a  50% reduction in opera ting volume a t Sie rrita  in response  to low copper

a nd molybde num price s  a nd pla nne d a  full curta ilme nt of mining a nd milling

opera tions once  a  water management system was developed. In January 2016, due

to s tabilized molybdenum marke t conditions  and improved opera ting pe rformance ,

Sierrita  revised its  planned production curta ilment schedule  to a  75% curta ilment.
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CAME TO SHUTTING DOWN SIERRITA?

A. Ye s , but it doe s  not s e e m to conce rn TEP e nough to ma ke  a ny me a ningful buy-

through propos a l in this  ra te  proce e ding to a fford S ie rrita  imme dia te  re lie f from

high ra te s . Freeport has  tried working with TEP to find solutions  tha t could reduce

the  like lihood of furthe r re ductions  in ope ra tions  a t S ie rrita , but to no a va il. It

appears  tha t a  Commission-mandated solution is  our only option a t this  time.

Q-

A.

WHAT IS THE CURRENT STATUS OF SIERRITA?

Sie rrita  is  ope ra ting a t the  re duce d production ra te  of 75% of ca pa city. Fre e port

continues  to ca re fully monitor ope ra ting re sults  and marke t conditions  and future

production ra te  de cis ions  a t S ie rrita  will be  ba s e d on the s e  fa ctors . Outs ide  of

labor costs , energy represents Sierrita 's  second largest variable  operating expense.

Q- DOES ACCESS TO MARKET-BASED ALTERNATIVE GENERATION

PLAY A ROLE FOR FREEPURT IN DETERMINING WHERE BEST TO

INVEST THE COMPANY'S RESOURCES?

A. Yes. Freeport's Morenci mine expansion reached full production during QS of

2015, and Freeport's planned Lone Star development in Sanford is progressing.

Morenci and Sanford are served by Morena Water & Electric Company

("MW&E"), which is supplied primarily from the competitive generation

wholesale market.

Q~ TEP HAS PROPOSED AN ECONOMIC DEVELOPMENT RATE ("EDR")

TO ENHANCE 4 ECONOMIC DEVELOPMENT IN ITS SERVICE

TERRITORY. WHAT KIND OF INCENTIVES WILL THE EDR PROVIDE

FREEPORT IN! DECIDING WHERE TO MAKE CONTINUED
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A.

INVESTMENTS?

Absolutely none. An EDR may have some minimal success in attracting new or

expanded operations for commercial and industrial customers, but Sierrita is
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neither new, nor are operations expanding. Further, EDR savings decline over a

short number of years  and default into the  applicable  re ta il ta riff, while  mining

investments have a much longer horizon. Freeport prefers to have competitive

choice in its generation supply as this is a far superior customer tool than an EDR.

Q- DOES  FREEP ORT HAVE ANY P LANS  TO FURTHER REDUCE ITS

OPERATIONS AT SIERRITA?

A. Freeport continues to carefully monitor operating results and market conditions and

future production rate decisions will be based on these factors.

Q- s o IF S IERRITA WERE TO COMP LETELY SHUT DOWN

OP ERATIONS , THE  LIKE LIHO O D IT WO ULD B E  R E -S TAR TE D IS

LOW?

A. A restart would be dependent on favorable market and operating conditions that

would jus tify the  inve s tme nt of re -e s ta blis hing the  workforce , re pla ce  los t

equipment and all other expenses associated with bringing a mining operation back

into production. Lcannot s tress  enough the importance of providing Sierrita  with

the tools necessary to manage its energy costs, such as buy-through programs that

allow for access to market generation.

Every penny counts , and Freeport's  decis ions  conce rning where  to focus  its

investment dollarson a world-wide stage can turn on the slightest of margins.

11.

Q.

CHOICE AND MARKET BAS ED GENERATION

A. Background and overview.

DOES  FREEP ORT S UP P ORT THE IMP LEMENTATION OF CHOICE

AND COMP ETITION IN GENERATION S UP P LY HERE IN ARIZONA?
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A. Ye s . Not only is access to competitive generation the stated public policy of the

s ta te  of Arizona , but the  Arizona  Corpora tion Commiss ion's  own Five  Yea r

S tra te g ic  P la n fo r 2014-2019  ca lls  "To  p romote  the  tra ns ition o f the
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te lecommunica tions  and e lectricity gene ra tion marke ts  from the  current regula ted

monopoly s tructure  to one  of eompetition while  ensuring safe  and re liable  se rvice ."

[Emphasis  added]. See Exhibit 3 attached hereto.

Q. HAS THE COMMISSION BEEN PROMOTING A TRANSITION TO

COMPETITION IN ELECTRICITY GENERATION?

The  Commiss ion did a pprove  a  s e ttle me nt a gre e me nt in APS ' la s t ra te  ca se  tha t

include d the  AG- 1 Ta riff. Howe ve r, the  Commis s ion ha s  done  nothing s ince  to

provide  la rge  cus tomers  access  to compe titive  marke ts  in e lectricity gene ra tion .-

e ve n on a  limite d ba s is  - outs ide  of AG-1. In fa ct, it a ppe a rs  tha t Arizona  is

moving in the  oppos ite  direction.

Q- C AN YO U B E  MO R E  S P E C IF IC  R E G AR DING  YO UR  C O NT E NT IO N

THAT ARIZO NA IS  MO VING  IN THE O P P O S ITE DIRECTIO N?
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A. Ce rta inly. In Docke t No. E-00000V-15-0094 [In the  Ma tte r of Re source  P la nning

a nd P rocure me ntin 2015 a nd 2016], the  Commis s ion is  cons ide ring inte gra te d

re s o u rce  p la n s  ("IP ") s u b mitte d  b y TEP , AP S  a n d  UNS E. Ea ch of the s e

re gula te d utilitie s ' pla ns  include  loa d growth fore ca s ts , a nd the  ne e d to a cquire

a nd/or cons truct ne w ge ne ra tion fa cilitie s  to s e rve  s uch growth on a  long-te rm

basis .

As  a  cus tomer of TEP, Freeport will be  expected to pay for the  acquis ition

or cons truction of ne w ge ne ra tion fa cilitie s  tha t the  Commiss ion cons ide rs  "use d

a n d  u s e fu l" As a  re s u lt o f a  ra te  c a s e ,  wh ic h  is  a  ve ry like ly e ve n t wh e n

"a cknowle dge d" by the -Commis s ion a s  a  re s ult of the  IP  proce s s . Freeport

s ubmitte d  writte n  comme n ts  in  the  IP  docke t a rgu ing  tha t a llowing  la rge ,

s ophis tica te d us e rs  to 'Qopt-out" a nd purcha s e  e le ctricity from the  compe titive

marke t should be  cons idered as  an a lte rna tive  to new genera tion. By ensuring tha t

a ll re s ource  a lte rna tive s  a re  cons ide re d , inc lud ing  op t-ou t p rogra ms , the
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Q

Commission can evaluate those that may primarily benefit ratepayer impacts and/or

economic growth, and not just the alternatives which primarily support a utility's

profits. The IP process should specifically consider the role that opt-out can play

in mitigating the need for supply-side resources.

Additionally, increasing regulatory mandates in renewable generation

ignores the role that competitive markets can play in promoting growth for the

renewable industry. Instead of a mandate that further empowers incumbent utilities

to add more costs for consumers, a move to a competitive generation market would

allow all classes of customers to choose up to 100% of their generation from

renewable energy. Competitive renewable providers could in turn build generation

supply to meet this demand. For instance, in his Direct Testimony, Wal-Mart

Stores, Inc.'s witness Chris Hendrix testifies that his company would like to

purchase more renewables than the amount currently included in TEP's resource

mix.l

Q. BUT HOW WOULD A COMPETITIVE GENERATION MARKET

AFFECT TEP'S CURRENT GENERATION RESOURCES?

A. According to Mr. Hutche ns , TEP  will ha ve  future  ge ne ra tion ca pa city ne e ds  of

a pproxima te ly 400MW be ginning in  2018.2 I a m e s pe cia lly inte re s te d in  his

s ta tement tha t continuing to re ly on coal as  a  primary fue l source  is  jus t not a  viable

long-run s tra tegy for TEP or its  cus tomers . Indus tria l cus tomers  like  Freeport can

complement TEP's  long-te rm s tra tegy to reduce  its  re liance  on coa l by an opt-out

progra m, by re moving ge ne ra tion loa d from the  e qua tion, thus  a llowing TEP  to

acce le ra te  re tirement omits  coa l units  without a  need to immedia te ly replace  them.

While  this  ma y be  a nrja lte rna tive  for 2018, S ie rrita  re quire s  a  more  imme dia te

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

1 Direct Tes timony on Ra te  Design and Cost of Service  of Chris  Hendrix, a t p. 8.

2 Rebutta l Testimony of David Hutchens  a t p. 9-10.
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solution for cost savings.

Q. BUT ISN'T RELIANCE ON THE MARKET FOR GENERATICN A RISKY

PROPOSITION FOR LARGE CUSTOMERS?

A. Yes, just as the market can be a risky proposition for TEP. Freeport is a

sophisticated user of electricity, with affiliates that include Commission

jurisdictional electric utilities and an independent power marketer with FERC

Exempt Wholesale Generator status and over 20 years of generation market

contracting experience in South America, where competitive generation supply is

the rule for industrial customers. The opportunity for Freeport to self-supply its

Arizona operations at Sierrita can minimize the risk to TEP's other retail

customers, and allow for the alignment of commodity risk profiles to meet

Freeport's short and long-term objectives. By contrast, the current misalignment of

risks between Freeport's inputs and outputs puts TEP's revenues and the

communities Freeport operates in at risk due to further curtailment or closure.

Furthermore, as a tariff customer, if Sierrita closes or curtails further - it will also

be faced with a demand ratchet of 75% for eleven (1 l) months afterwards.

Q- DOES FREEPORT HAVE A SPECIFIC PROPOSAL FOR GIVING

SIERRITA ACCESS TO THE COMPETITIVE GENERATION MARKET?

A. Yes. The solution Freeport is proposing at this time is modeled after the Franchise

Agreement ("Agreement") among Phelps Dodge Sanford, Inc. ("PD Sanford"),

MW&E and Graham County Electric Cooperative, Inc. ("Graham") regarding

electric service to Freeport's mining operations in Sanford, Arizona.

III.
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Q-

FRANCHISE AGREEMENT.

A. Overview of Proposal

PLEASE SUMMARIZE THE BASIS OF FREEPORT'S PROPOSAL IN

THIS PROCEEDING.
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A. Fre e port is  propos ing to utilize  a  mode l a lre a dy a pprove d by the  Commis s ion in

2006, which involve d Fre e port's  PD Sa nford mine , MW&E a nd Gra ha m County

Ele ctric Coope ra tive , Inc . ("Gra ha m"). Tha t a rra nge me n t invo lve d  the

deve lopment of a  mine  a t Sanford, Arizona  by PD Sanford. This  mine  was  loca ted

in Graham's  service  a rea  and the  parties  entered into a  Service  Territory Franchise

Agreement ("Agreement") which enabled MW&E to provide  power to PD Sanford

for its  mining ope ra tions . The  Agre e me nt wa s  s ubs e que ntly a pprove d by the

Commission on December 21, 2006.

Q. UNDER THE AGREEMENT, WHO PROVIDES OR ARRANGES FOR ALL

ELECTRIC TRANSMISSION AND DISTRIBUTION LINES AND

SUBSTATIONS FACILITIES REQUIRED IN CONNECTION WITH

SERVING PD SAFFORD?

A. P D S a nford  ma de  a rra nge me nts  for a ll fa cilitie s  to  conne ct the  P D S a nford

dis tribution  s ys te m with in  the  tra ns mis s ion  s ys te m, including me te ring  a nd

communica tion facilitie s .

Q. DOES PD SAFFORD OWN, OPERATE AND MAINTAIN THE POWER

DISTRIBUTION SYSTEM FACILITIES WITHIN THE PD SAFFORD

AREA?

A.

Q-

Yes .

DID MW&E ARRANGE FOR AN INTERCONNECTION WITH THE

ELECTRICAL TRANSMISSION FACILITIES OF SOUTHWEST

TRANSMISSION COOPERATIVE?
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A. Yes. Those  inte rconnection facilities  provided access  to wholesa le  marke t supplies

of powe r a nd e ne rgy to a ccommoda te  PD Sa nford. MW&E e nte re d into s e rvice

a gre e me nts  for both firm a nd non-firm tra ns mis s ion s e rvice s  from S outhwe s t

Transmiss ion.
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1 Q- DID THE FRANCHISE AGREEMENT CONTAIN A TERM PERIOD?

Yes. It was for an initial period of ten years and could continue in effect for

subsequent five (5) year extension periods beyond the initial period unless and until

terminated by one of the parties providing at least one year and one day written

notice in advance of the end of the initial franchise period or any subsequent

period.

Q. is THERE ANY FRANCHISE CHARGE TO BE PAID TO GRAHAM BY

MW&E?

A. Ye s .

Q. HAVE YOU ATTACHED A FORM THAT COULD BE USED AS A

FRANCHISE AGREEMENT IN THIS PROCEEDING?

A. Yes . e xhibit 4 could be  us e d a s  a  pos s ible  forma t for a  fra nchis e  a gre e me nt

be tween MW&E and TEP as  a  result of this  proceeding.

Q.

B. Beneiig of a F;°ancbi§e Agreement.

WOULD YOU EXPLAIN THE BENEFITS THAT WOULD RESULT FROM

THE EXECUTION OF A SIMILAR FRANCHISE AGREEMENT

INVOLVING TEP, MW&E AND FREEPORT?
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A. Ye s . I ma y be  re pe a ting  s ome  o f my e a rlie r comme nts  with  the  fo llowing

comments . However, I want to reemphas is  the  points .

Firs t, the  a rra nge me nt would e na ble  Fre e port to  purcha s e  powe r a t a

compe titive  ma rke t price , which toda y is  much le s s  tha n TEP 's  re ta il ge ne ra tion

supply. As  I have  previous ly te s tified, ene rgy is  Freeport's  second la rges t va riable

e xpe ns e . Fre e port s e lls  its  commodity products  on the  world ma rke t a t ma rke t

price . It doe s  not s e t tha t s a le s  price  a nd ca n only impa ct tha t price  by cutting

production in low price  pe riods  or incre a s ing production in high price  pe riods .

Freeport can only work to control its  production cos ts .

FENNEMORE CRAIG
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Second, Freeport's ability to sell its product on the world market, at a price

in excess of its production costs, enables it to be able to continue to operate the

Sierrita Mine. However, I would like to again point out that Freeport operates a

number of mines around the world an on a price per pound of copper produced

basis, Sierrita's power costs are among the highest. Sierrita's ability to maintain

operations is heavily dependent on its cost structure and energy is a significant

component of their costs.

Third, by keeping the Sierrita Mine operating, Freeport will:

1. Continue to be able to employ employees from the Tucson area.

2. Continue to be able to purchase supplies from merchants in the

Tucson area.

Continue to be able to employ services of companies in the Tucson3.

area.

Continue to be  able  to pay taxes to the  County and State .

Continue  to be  a ble  to provide  e mploye e s  a nd funds  in s upport of

civic and charitable  community activities  in the  Tucson a rea .

Fourth, by keeping cos ts  a s  low as  poss ible  a t S ie rrita , the  mine  will s till be

contributing to TEP 's  fixe d cos ts . Additiona lly, TEP  would continue  to provide

e le ctric s e rvice  a nd re ce ive  re ve nue  from S ie rrita  e mploye e s , a s  we ll a s  Tucson

merchants  who provide  goods and/or services .

4.

5.

Q. SO TO C LAR IF Y, T HE F R ANC HIS E  AG R E E ME NT O P TIO N YO U AR E

S P ONS ORING TO DAY IS  IN ADDITIO N TO  THE  TWO  B UY-THR O UG H

P R O G R AM O P TIO NS  ADDR E S S E D IN MR .  HIG G INS '  S UR R E B UTTAL

TES TIMO NY?
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A. Yes , Freeport cons ide rs  a  franchise  agreement be tween MW&E and TEP to be  a

third option for the  Commis s ion to cons ide r. The  two buy-through propos a ls
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addre ssed by Mr. Higgins  can be  important long-te rm tools  for TEP 's  commercia l

and indus tria l cus tomers  to manage  cos ts  through marke t choice  and competition.

And while  the  third propos a l I ma ke  he re in provide s  the  mos t pra ctica l re lie f for

Sierrita , nothing does  nor should preclude  the  Commiss ion from taking both a  short

a nd  long -te rm a pp roa ch  in  tra ns ition ing  towa rds  a  compe titive  ma rke t in

generation, as  evidenced by its  own stra tegic plan.

Q: DOES  THIS  CONCLUDE YO UR  TES TIMO NY?
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A: Ye s .
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Indirect Impact
$19.4 Million

Indirect Impact
$145.2 Million
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Sierrita Operations' Impact on Pima County

Compensation

$115.1 MM

Business Taxes

$13.9 MM

Vendor Purchases

$42.3 MM

Direct Impact
S111.3 Million

had a rippling effect...

Spending by
Employees
$33.0 MM

Spending fr0m New
Tax Revenues

$25.7 MM

Vendor
Purchases
$20.7 MM

Freeport-McMoRan's Sierrita mine
generated an estimated $230.7 .million
in economic benefits for Pima County
and approximately $343.6 million for
Arizona in 2015.

Sierrita Operations' Impact on Arizona

Compensation
$124.0 MM

Business Taxes
$15.4 MM

Vendor Purchases
$59.0 MM

v

Direct Impact
$198

4/

Freeport-McMoRan contributes in
many ways to the sustainability of
the various communities. counties
and states in which we operate. They
rely heavily on the economic benefits
directly and indirectly provided by
our various operations in the form of
wages and taxes we pay as well as
the goods and services we purchase.
This direct spending ripples through
the economy, inducing additional
economic benefits and contributing to
more jobs and greater tax revenues.

Spending by
Employees
$44.8 MM

had a rippling effect...

Spending from New
Tax Revenues

s 5 s i M M

Vendor
Purchases
$43.8 MM

The charts to the left explain how
Sierrita provides such a boost to the
county and state economies.

Freeport-McMoRan's Sierrlta mine
had more than 1,090 employees at
the end of 2015 and a total Impact
of nearly 3,210 jobs on Arizona'e

economy.

All economic impact numbers were produced
by the L. William Seidman Research
Institute, Arizona State University.
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333 North Central Avenue Phoenix, AZ 85004 Financial Contacts:
Kathleen L. Quirk
(602) 366-8016

David p. Joint
(504) 582-4203

Media Contact:
Eric E. Kinneberg
(602) 366-7994

Freeport-McMoRan
Reports Third-Quarter and Nine-Month 2015 Results

Net loss attributable to common stock totaled $3.8 billion, $3.58 per share, for third-quarter 2015. After adjusting
for net charges totaling $3.7 billion, $3.43 per share, third-quarter 2015 adjusted net loss attributable to common
stock totaled $156 million, $0.15 per share.

Consolidated sales totaled 1.0 billion pounds of copper, 294 thousand ounces of gold, 23 million pounds of
molybdenum and 13.8 million barrels of oil equivalents (MMBOE) for third-quarter 2015, compared with 1.1 billion
pounds of copper, 525 thousand ounces of gold, 22 million pounds of molybdenum and 12.5 MMBOE for third-
quarter 2014.

Consolidated sales for the year 2015 are expected to approximate 4.1 billion pounds of copper, 1.2 million
ounces of gold, 90 million pounds of molybdenum and 52.7 MMBOE, including 1.1 billion pounds of copper, 310
thousand ounces of gold, 21 million pounds of molybdenum and 13.3 MMBOE for fourth-quarter 2015.

Average realized prices were $2.38 per pound for copper, $1 ,117 per ounce for gold and $55.88 per barrel for
oil (including $11 .03 per barrel for cash gains on derivative contracts) for third-quarter 2015.

Consolidated unit net cash costs for third-quarter 2015 averaged $1 .52 per pound of copper for mining
operations and $18.85 per barrel of oil equivalents (BOE) for oil and gas operations.

Operating cash flows totaled $822 million (including $507 million in working capital sources and changes in
other tax payments) for third-quarter 2015. Based on current sales volume and cost estimates and assuming
average prices of $2.40 per pound for copper, $1 ,150 per ounce for gold, $5.50 per pound for molybdenum and
$50 per barrel for Brent crude oil for fourth-quarter 2015, operating cash flows are expected to approximate $3.3
billion for the year 2015. Using similar price assumptions, operating cash flows are expected to approximate $6.8
billion for the year 2016.

Capital expenditures totaled $1 .5 billion for third-quarter 2015, including $0.6 billion for major projects at mining
operations and $0.7 billion for oil and gas operations. Capital expenditures are expected to approximate $6.3
billion for the year 2015, including $2.5 billion for major projects at mining operations and $2.8 billion for oil and
gas operations. Capital expenditures are expected to approximate $4.0 billion for the year 2016.

The Cerro Verde expansion project commenced operations in September 2015 and is expected to achieve full
rates by early 2016.

In third-quarter 2015, FCX announced revised capital and operating plans in response to market conditions.
The revised plans include significant reductions in planned capital expenditures, production curtailments and cost
reductions. FCX also announced today additional actions to further curtail copper and molybdenum production.

FCX has sold 114.8 million shares of its common stock and generated gross proceeds of $1 .2 billion under its at-
the-market equity programs, including 97.5 million shares and gross proceeds of $1 .0 billion during third-
quarter 2015.

At September 30, 2015, consolidated debt totaled $20.7 billion and consolidated cash totaled $338 million.

In October 2015, FCX announced it is undertaking a review of its oil and gas business to evaluate strategic
alternatives designed to enhance value to FCX shareholders and achieve self-funding of the oil and gas business
from its cash flows and resources.

In October 2015, the Indonesian government provided assurances to PT Freeport Indonesia on its long-term
mining r ights.

Free,oon*»Mc:MoRan 1
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Third-quarter 2015 consolidated molybdenum sales of 23 million pounds approximated the July 2015
estimate and the third-quarter 2014 sales of 22 million pounds.

Third-quarter 2015 sales from oil and gas operations of 13.8 MMBOE, including 9.3 million barrels
(MMBbls) of crude oil, 22.8 billion cubic feet (Bcf) of natural gas and 0.7 MMBbls of natural gas liquids (NGLs),
approximated the July 2015 estimate of 13.6 MMBOE and were higher than third-quarter 2014 sales of 12.5
MMBOE, primarily reflecting higher volumes in the GOM, partly offset by lower volumes in California.

Consolidated sales for the year 2015 are expected to approximate 4.1 billion pounds of copper, 1.2 million
ounces of gold, 90 million pounds of molybdenum and 52.7 MMBOE, including 1.1 billion pounds of copper, 310
thousand ounces of gold, 21 million pounds of molybdenum and 13.3 MMBOE for fourth-quarter 2015. Projected
2015 sales volumes are approximately 130 million pounds of copper and 90 thousand ounces of gold below the
July 2015 estimates reflecting revised operating plans and ongoing El Nico weather conditions in Indonesia. With
the completion of the Cerro Verde expansion project and access to higher grade ore at Grasberg in 2016, FCX
expects sales volumes to approximate 5.2 billion pounds of copper for the year 2016.

Consolidated average unit net cash costs (net of by-product credits) for FCX's
copper mines of $1.52 per pound of copper in third-quarter 2015 were higher than unit net cash costs of $1.34 per
pound in third-quarter 2014, primarily reflecting lower by-product credits, partly offset by lower site production and
delivery costs mostly associated with higher volumes in North America.

Assuming average prices of $1 ,150 per ounce of gold and $5.50 per pound of molybdenum for fourth-
quarter 2015 and achievement of current sales volume and cost estimates, consolidated unit net cash costs (net of
by-product credits) for copper mines are expected to average $1 .52 per pound of copper for the year 2015.
Quarterly unit net cash costs vary with fluctuations in sales volumes and average realized prices (primarily gold and
molybdenum prices). The impact of price changes for fourth-quarter 2015 on consolidated unit net cash costs would
approximate $0.006 per pound for each $50 per ounce change in the average price of gold and $0.003 per pound
for each $2 per pound change in the average price of molybdenum.

Unit net cash costs are expected to decline significantly in 2016, principally reflecting higher anticipated
copper and gold volumes. Using the same metals price assumptions and assuming achievement of current sales
volume and cost estimates, consolidated unit net cash costs (net of by-product credits) for copper mines are
expected to average $1 .15 per pound of copper for the year 2016.

Consolidated Unit Costs

Mining Unit Net Cash Costs.

Cash production costs for oil and gas operations of $18.85
per BOE in third-quarter 2015 were lower than cash production costs of $20.93 per BOE in third-quarter 2014,
primarily reflecting lower production costs in California related to reductions in well workover expense and steam
costs.

Oil and Gas Cash F'r=;>dL1cz'ion Costs per 8 0 8 .

Based on current sales volume and cost estimates for fourth-quarter 2015, cash production costs are
expected to approximate $19 per BOE for the year 2015.

MINING OPERATIONS

North America Copper Mines. FCX operates seven open-pit copper mines in North America - Morenci, Bagdad,
Sanford, Sierrita and Miami in Arizona, and Chino and Tyrone in New Mexico. All of the North America mining
operations are wholly owned, except for Morena. FCX records its 85 percent joint venture interest in Morenci using
the proportionate consolidation method. In addition to copper, molybdenum concentrates and silver are also
produced by certain of FCX's North America copper mines.

Operating and £3eve!opmentAcfiviiies, FCX has significant undeveloped reserves and resources in North
America and a portfolio of potential long-term development projects. In the near term, FCX is deferring developing
new projects as a result of current market conditions. Future investments will be undertaken based on the results of
economic and technical feasibility studies, and market conditions.

The Morenci mill expansion project commenced operations in May 2014 and successfully achieved full
rates in second-quarter 2015. The project expanded mill capacity from 50,000 metric tons of ore per day to
approximately 115,000 metric tons of ore per day, which results in incremental annual production of approximately

Fre@porf~iVfcMoRan
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225 million pounds of copper and an improvement in Morenci's cost structure. Morenci's copper production is
expected to average 900 million pounds per year over the next five years.

FCX's revised plans for its North America copper mines incorporate reductions in mining rates to reduce
operating and capital costs, including the suspension of mining operations at the Miami mine (which produced 33
million pounds of copper for the first nine months of 2015), a 50 percent reduction in mining rates at the Tyrone
mine (which produced 65 million pounds of copper for the first nine months of 2015), a 50 percent reduction in
operating rates at the Sierrita mine (which produced 140 million pounds of copper and 17 million pounds of
molybdenum for the first nine months of 2015) as well as adjustments to mining rates at other North America mines.
The revised plans at each of the operations incorporate the impacts of lower energy, acid and other consumables,
reduced labor costs and a significant reduction in capital spending plans. These plans will continue to be reviewed
and additional adjustments may be made as market conditions warrant.

Following is a summary of consolidated operating data for the North America copper
mines for the third quarters and first nine months of 2015 and 2014:

Gperating Data.

Three Months Ended
September 30,

2015 2014

Nine Months Ended
September 30,

2015 2014
Copper (millions of recoverable pounds)

Production
Sales
Average realized price per pound s

499
483
2.42 $

423
436
3.17 $

1,420
1,441

2.59 $

1,203
1,230

3.19

Molybdenum (millions of recoverable pounds)
Productions g 8 28 25

Unit net cash costs per pound of copper"
Site production and delivery, excluding adjustments
By-product credits
Treatment charges
Unit net cash costs

$ 1.68
(0.12)
0.12_
1.68

$ 1.83
(0.26)
0.11
1.68

$ 1.76
(0.15)
0.12
1.73

$ 1.86
(0.25)
0.11
1.72$ $ $ $

a. Refer to summary operating data on page 5 for FCX's consolidated molybdenum sales, which includes sales of
molybdenum produced at the North America copper mines.

b. For a reconciliation of unit net cash costs per pound to production and delivery costs applicable to sales reported in FCX's
consolidated Financial statements, refer to the supplemental schedules, "Product Revenues and Production Costs, "
beginning on page XIV which are available on FCX's website, "fcx.com. "

North America's consolidated copper sales volumes of 483 million pounds in third-quarter 2015 were higher
than third-quarter 2014 sales of 436 million pounds, primarily reflecting higher milling rates and ore grades at
Morenci and Chino, and higher ore grades at Sanford. North America copper sales are estimated to approximate
1.95 billion pounds for the year 2015, compared with 1.66 billion pounds in 2014.

Average unit net cash costs (net of by-product credits) for the North America copper mines were $1 .68 per
pound of copper in both the third quarters of 2015 and 2014, with favorable impacts from higher volumes offset by
lower by-product credits. Average unit net cash costs (net of by-product credits) for the North America copper mines
are expected to approximate $1 .70 per pound of copper for the year 2015, based on current sales volume and cost
estimates and assuming an average molybdenum price of $5.50 per pound for fourth-quarter 2015. North America's
average unit net cash costs for fourth-quarter 2015 would change by approximately $0.004 per pound for each $2
per pound change in the average price of molybdenum.

Freepot?»Mc2ivioRars 7
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333 Norlh Central Avenue Phoenix, AZ 85004 Media Contact:
Eric E. Kinneberg
(602) 366-7994

Financial Contacts:
Kathleen L. Quirk
(602) 366-8016

David P. Joint
(504) 582-4203

Freeport-McMoRan
Reports Fourth-Quarter and Year Ended December 31, 2015 Results

Net loss attributable to common stock totaled $4.1 billion, $3.47 per share, for fourth-quarter 2015 and $12.2
billion, $11.31 per share, for the year 2015. After adjusting for net charges totaling $4.1 billion, $3.45 per share,
for fourth-quarter 2015 and $12.1 billion, $11 .23 per share, for the year 2015, adjusted net loss totaled $21
million, $0.02 per share, for fourth-quarter 2015 and $89 million, $0.08 per share, for the year 2015.

Consolidated sales totaled 1.15 billion pounds of copper, 338 thousand ounces of gold, 20 million pounds of
molybdenum and 13.2 million barrels of oil equivalents (MMBOE) for fourth-quarter 2015 and 4.07 billion pounds
of copper, 1.25 million ounces of gold, 89 million pounds of molybdenum and 52.6 MMBOE for the year 2015.

Consolidated sales for the year 2016 are expected to approximate 5.1 billion pounds of copper, 1.8 million
ounces of gold, 73 million pounds of molybdenum and 57.5 MMBOE, including 1.1 billion pounds of copper, 200
thousand ounces of gold, 19 million pounds of molybdenum and 12.4 MMBOE for first-quarter 2016.

Average realized prices were $2.18 per pound for copper, $1 ,067 per ounce for gold and $48.88 per barrel for
oil (including $11 .39 per barrel for cash gains on derivative contracts) for fourth-quarter 2015.

Consolidated unit net cash costs averaged $1.45 per pound of copper for mining operations and $16.17 per
barrel of oil equivalents (BOE) for oil and gas operations for fourth-quarter 2015. Consolidated unit net cash costs
are expected to average $1 .10 per pound of copper for mining operations and $15 per BOE for oil and gas
operations for the year 2016.

Operating cash flows totaled $612 million for fourth-quarter 2015 and $3.2 billion (including $0.4 billion in
working capital sources and changes in other tax payments) for the year 2015. Based on current sales volume
and cost estimates and assuming average prices of $2.00 per pound for copper, $1 ,100 per ounce for gold, $4.50
per pound for molybdenum and $34 per barrel for Brent crude oil, operating cash flows for the year 2016 are
expected to approximate $3.4 billion (net of $0.6 billion in idle rig costs).

Capital expenditures totaled $1 .3 billion for fourth-quarter 2015 (including $0.6 billion for major projects at
mining operations and $0.5 billion for oil and gas operations) and $6.35 billion for the year 2015 (including $2.4
billion for major projects at mining operations and $3.0 billion for oil and gas operations). Capital expenditures for
the year 2016 are expected to approximate $3.4 billion, including $1 .4 billion for major projects at mining
operations and $1.5 billion for oil and gas operations, and excluding $0.6 billion in idle rig costs.

In response to further weakening in market conditions in fourth-quarter 2015 and early 2016, FCX today
announced additional initiatives to accelerate its debt reduction plans and is actively engaged in
discussions with third parties regarding potential transactions. These initiatives follow a series of actions taken
during 2015 to reduce costs and capital spending to strengthen FCX's financial position.

Since August 2015, FCX has sold 210 million shares of its common stock and generated gross proceeds of
approximately $2 billion under its at-the-market equity programs.

At December 31, 2015, consolidated debt totaled $20.4 billion and consolidated cash totaled $224 million. At
December 31, 2015, FCX had no amounts drawn under its $4.0 billion credit facility.
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Fourth-quarter 2015 sales from oil and gas operations of 13.2 MMBOE, including 9.0 million barrels
(MMBbls) of crude oil, 21.5 billion cubic feet (Bcf) of natural gas and 0.6 MMBbls of natural gas liquids (NGLs),
approximated the October 2015 estimate and were higher than fourth-quarter 2014 sales of 12.1 MMBOE, primarily
reflecting higher volumes in the GOM, partly offset by lower volumes in California.

Consolidated sales for the year 2016 are expected to approximate 5.1 billion pounds of copper, 1.8 million
ounces of gold, 73 million pounds of molybdenum and 57.6 MMBOE, including 1.1 billion pounds of copper, 200
thousand ounces of gold, 19 million pounds of molybdenum and 12.4 MMBOE in first-quarter 2016. Anticipated
higher grades from Grasberg in the second half of 2016 are expected to result in approximately 55 percent of
consolidated copper sales and 75 percent of consolidated gold sales to occur in the second half of the year.

Conselidateei Unit Costs

fvifning Url if Ne! Cash Costs. Consolidated average unit net cash costs (net of by-product credits) for FCX's
copper mines of $1 .45 per pound of copper in fourth-quarter 2015 were lower than unit net cash costs of $1 .47 per
pound in fourth-quarter 2014, primarily reflecting lower site production and delivery costs mostly associated with
higher sales volumes and the impacts of revised operating plans, partly offset by lower by-product credits.

Unit net cash costs for 2016 are expected to decline significantly from 2015, principally reflecting higher
anticipated copper and gold volumes, the impact of lower energy and other input costs, and cost reduction
initiatives. Assuming average prices of $1 ,100 per ounce of gold and $4.50 per pound of molybdenum for 2016 and
achievement of current sales volume and cost estimates, consolidated unit net cash costs (net of by-product
credits) for copper mines are expected to average $1.10 per pound of copper for the year 2016. Quarterly unit net
cash costs vary with fluctuations in sales volumes and average realized prices (primarily gold and molybdenum
prices). The impact of price changes on 2016 consolidated unit net cash costs would approximate $0.015 per
pound for each $50 per ounce change in the average price of gold and $0.015 per pound for each $2 per pound
change in the average price of molybdenum.

Cash production costs for oil and gas operations of $16.17
per BOE in fourth-quarter 2015 were lower than the cash production costs of $21 .93 per BOE in fourth-quarter
2014, primarily reflecting higher volumes in Deepwater GOM, and lower maintenance and repair costs in both
Deepwater GOM and California. Based on current sales volume and cost estimates, cash production costs are
expected to approximate $15 per BOE for the year 2016. Lower cash production costs in 2016 primarily reflect
increased production from the Deepwater GOM and cost reduction efforts.

Of/ and Gas Cash Prcductimfl Casts per 8 0 8 ,

MINING OPERATIONS

North America Copper Mines. FCX operates seven open-pit copper mines in North America - Morena, Bagdad,

Safford, Sierrita and Miami in Arizona, and Chino and Tyrone in New Mexico. All of the North America mining
operations are wholly owned, except for Morenci. FCX records its 85 percent joint venture interest in Morenci using
the proportionate consolidation method. In addition to copper, molybdenum concentrates and silver are also
produced by certain of FCX's North America copper mines.

Operating and Deve3Qpmer:tActivitit8*s. FCX has significant undeveloped reserves and resources in North
America and a portfolio of potential long-term development projects. In the near term, FCX is deferring developing
new projects as a result of current market conditions. Future investments will be undertaken based on the results of
economic and technical feasibility studies and market conditions.

The Morenci mill expansion project, which commenced operations in May 2014, successfully achieved full
rates in second-quarter 2015. The project expanded mill capacity from 50,000 metric tons of ore per day to
approximately 115,000 metric tons of ore per day, which results in incremental annual production of approximately
225 million pounds of copper and an improvement in Morenci's cost structure. Morenci's copper production is
expected to average approximately 900 million pounds per year over the next five years.

FCX's revised plans for its North America copper mines incorporate reductions in mining rates to reduce
operating and capital costs, including the previously announced suspension of mining operations at the Miami mine
(which produced 43 million pounds of copper for the year 2015), planned shutdown of the Sierrita mine (which
produced 189 million pounds of copper and 21 million pounds of molybdenum for the year 2015), 50 percent
reduction in mining rates at the Tyrone mine (which produced 84 million pounds of copper for the year 2015) and
adjustments to mining rates at other North America mines. The revised plans at each of the operations incorporate
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- Net loss attributable to common stock totaled $4.2 billion, $3.35 per share, for first-quarter 2016. After
adjusting for net charges totaling $4.0 billion, $3.19 per share, first-quarter 2016 adjusted net loss
attributable to common stock totaled $197 million, $0.16 per share.

- Consolidated sales totaled 1.1 billion pounds of copper, 201 thousand ounces of gold, 17 million pounds of
molybdenum and 12.1 million barrels of oil equivalents (MMBOE) for first-quarter 2016, compared with 960
million pounds of copper, 263 thousand ounces of gold, 23 million pounds of molybdenum and 12.5 MMBOE
for first-quarter 2015.

- The Cerro Verde expansion project reached full production capacity in first-quarter 2016, and Cerro Verde
is on track to produce over 1 billion pounds of copper for the year 2016.

- Consolidated sales for the year 2016 (adjusted for the anticipated closing of the Morenci transaction in
second-quarter 2016) are expected to approximate 5.0 billion pounds of copper, 1.85 million ounces of gold,
71 million pounds of molybdenum and 54.4 MMBOE, including 1.15 billion pounds of copper, 195 thousand
ounces of gold, 19 million pounds of molybdenum and 13.5 MMBOE for second-quarter 2016.

- Average realized prices were $2.17 per pound for copper, $1,227 per ounce for gold and $29.06 per barrel
for oil for first-quarter 2016.

- Consolidated unit net cash costs averaged $1 .38 per pound of copper for mining operations and $15.85
per barrel of oil equivalents (BOE) for oil and gas operations for first-quarter 2016. Consolidated unit net
cash costs for the year 2016 are expected to average $1 .05 per pound of copper for mining operations and
$15 per BOE for oil and gas operations.

Operating cash flows totaled $740 million (including $188 million in working capital sources and changes
in other tax payments) for first-quarter 2016. Based on current sales volume and cost estimates and
assuming average prices of $2.25 per pound for copper, $1 ,250 per ounce for gold, $5 per pound for
molybdenum and $45 per barrel for Brent crude oil for the remainder of 2016, operating cash flows for the
year 2016 are expected to approximate $4.8 billion (including $0.8 billion in working capital sources and
changes in other tax payments).

l Capital expenditures totaled $982 million for first-quarter 2016, consisting of $459 million for mining
operations (including $350 million for major projects) and $523 million for oil and gas operations. Capital
expenditures are expected to approximate $3.3 billion for the year 2016, consisting of $1 .8 billion for mining
operations (including $1 .4 billion for major projects) and $1 .5 billion for oil and gas operations.

l At March 31, 2016, consolidated debt totaled $20.8 billion and consolidated cash totaled $331 million. At
March 31, 2016, FCX had $3.0 billion available under its $3.5 billion credit facility.

- During first-quarter 2016, FCX entered into agreements to sell an additional 13 percent ownership in
Morenci and to sell an interest in the Timok exploration project in Serbia for aggregate consideration of
$1 .3 billion. In addition, in April 2016, FCX entered into an agreement to sell certain oil and gas royalty
interests for $0.1 billion. These transactions are expected to close in second-quarter 2016.

- FCX continues to advance discussions for the sale of certain interests in its mining and oil and gas
assets to accelerate its debt reduction initiatives. FCX expects to achieve additional progress during
second~quarter 2016.

Freeport-McMoRan
Reports First-Quarter 2016 Results

Freepod-A4cMoRan 1
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Consolidated sales for the year 2016 are expected to approximate 5.0 billion pounds of copper, 1.85 million
ounces of gold, 71 million pounds of molybdenum and 54.4 MMBOE, including 1.15 billion pounds of copper, 195
thousand ounces of gold, 19 million pounds of molybdenum and 13.5 MMBOE for second-quarter 2016. Projected
consolidated copper sales have been adjusted for the anticipated closing of the Morenci transaction in second-
quarter 2016. Anticipated higher grades from Grasberg in the second half of 2016 are expected to result in
approximately 55 percent of consolidated copper sales and 80 percent of consolidated gold sales to occur in the
second half of the year.

Consolidated average unit net cash costs (net of by-product credits) for FCX's
copper mines of $1.38 per pound of copper in first-quarter 2016 were lower than unit net cash costs of $1 .64 per
pound in first-quarter 2015, primarily reflecting higher copper sales volumes in South America and the impact of
ongoing cost reduction initiatives.

Consolidated Unit Costs

Mining Um! Nat Cash Costs.

Assuming average prices of $1 ,250 per ounce of gold and $5 per pound of molybdenum for the remainder
of 2016 and achievement of current sales volume and cost estimates, consolidated unit net cash costs (net of bv-
product credits) for copper mines are expected to average $1 .05 per pound of copper for the year 2016. The impact
of price changes for the remainder of 2016 on consolidated unit net cash costs would approximate $0.015 per
pound for each $50 per ounce change in the average price of gold and $0.01 per pound for each $2 per pound
change in the average price of molybdenum. Quarterly unit net cash costs vary with fluctuations in sales volumes
and realized prices primarily for gold and molybdenum.

GE! and5398 883828 §»">rt;>a*uf;:i"iow 5}l<;>.s~:le per 888, Cash production costs for oil and gas operations of $15.85
per BOE in first-quarter 2016 were lower than cash production costs of $20.26 per BOE in first-quarter 2015,
primarily reflecting increased production from the Deepwater Gulf of Mexico (GOM) and ongoing cost reduction
efforts.

Based on current sales volume and cost estimates, cash production costs are expected to approximate $15
per BOE for the year 2016.

MINING OPERATIONS

téenfi§a America i3o99er Les FCX operates seven open-pit copper mines in North America - Morenci, Bagdad,
Safford, Sierrita and Miami in Arizona, and Chino and Tyrone in New Mexico. In addition to copper, molybdenum
concentrate and silver are also produced by certain of FCX's North America copper mines.

All of the North America mining operations are wholly owned, except for Morenci. FCX records its 85
percent joint venture interest in Morena using the proportionate consolidation method. In February 2016, FCX
entered into a definitive agreement to sell an additional 13 percent joint venture interest in Morena, which is
expected to close in second-quarter 2016.

FCX has significant undeveloped reserves and resources in North
America and a portfolio of long-term development projects. in the near term, FCX is deferring development of new
projects as a result of current market conditions. Future investments will be undertaken based on the results of
economic and technical feasibility studies, and market conditions.

Opcraling and Development AcIiviliGs.

During 2015, FCX's revised plans for its North America copper mines to incorporate reductions in mining
rates to reduce operating and capital costs, including the suspension of mining operations at the Miami mine, a
transitioned suspension of production at the Sierrita mine, a 50 percent reduction in mining rates at the Tyrone mine
and adjustments to mining rates at other North America mines. The revised plans at each of the operations
incorporate the impacts of lower energy, acid and other consumables, reduced labor costs and a significant
reduction in capital spending plans. These plans continue to be reviewed and additional adjustments will be made
as market conditions warrant.
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Stra tegic Plan 2014-2019

Five  Ye a r S tra te g ic  P la n

FY2013 -- FY2018

:

MISSION STATEMENT

6)

Exercise exclusive state regulatory authority over public service corporations
public utilities) in the public interest;

Grant corporate status and maintain public records;

Ensure the integrity of the securities marketplace; and

Foster the safe operation of railroads and gas pipelines in Arizona.
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Strategic Plan 2014--2019

oa ts
-(cont.)

Information Technology
1. To provide electronic interaction effectively with the public and other governmental entities. In addi-

tion, to implement effective protocols, software, and communication with the public to allow them to
retrieve and submit data, forms, and all other documents.

2. To use information technologies effectively to enhance intra-agency Communications.
3. To improve employees' preparation to use technology and react to their job-specific needs.

Legal
1. To provide efficient, high-quality legal representation.
2. To provide high-quality representation in administrative matters before the Corporation Commission
3. To provide high-quality representation in Judicial matters before various courts.
4. To provide high-quality legal advice to the Commission.

Safety
Railroad
l. To promote and ensure the safe operation of Arizona railroads.
2. To ensure rail/highway grade crossings safety.
Pipeline
1. To protect the public and the environment by providing the highest level of pipeline safety awareness
2. To ensure the pipeline operators in Arizona operate gas pipeline systems as safely as possible.
3. To receive and maintain an interagency agreement with the Federal Dept. of Transportation to ensure

safe operations of interstate pipeline.
4. To maintain and improve the professional skills of the ACC pipeline staff.

Securities
1. To ensure that registered securities offered to public investors are structured fairly and equitably and

fully disclose all information necessary for an investor to make an informed decision.
2. To reduce the public investor losses and protect Arizona's reputation from damage caused by fraudu-

lent sales and services peddled to victims by unlicensed and unregistered frauds.
3. Continue to monitor the integrity of the investment marketplace to allow for enhanced capitol for-

mation while deterring and adjudicating fraudulent practices.

Utilities
l. To ensure that utility service within the Commission's jurisdiction is available to all consumers at

authorized rates.
2. To promote the transition of the telecommunication land electricity generation markets from the cur-

rent regulated monopoly structure to one or competition while ensuring sate and reliable service.
3. To maximize the ll)1v1s1onls operating efficiency through modernization of electronic processing and

enhancing the Division's information technology.
4. To maintain public involvement, accessibility, and regulatory oversight by conducting workshops,

forums, and community outreach programs.
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SERVICE TERRITORY FRANCHISE AGREEMENT

AMONG

FREEPORT-McMoRan SIERRITA INC.

THE MORENCI WATER AND ELECTRIC COMPANY

AND

TUCSON ELECTRIC POWER COMPANY



4.

SERVICE TERRITORY FRANCHISE AGREEMENT

This  S ERVICE TERRITORY FRANCHIS E AGREEMENT (Fra nchis e  Agre e me nt) is
ente red into this _ da y of , 2016, by a nd a mong Fre e port-McMoRa n S ie rrita
Inc. (S ie rrita ), The  More nci Wa te r a nd Ele ctric Compa ny (MW&E) a nd Tucs on Ele ctric P owe r
Compa ny (TEP ). S ie rrita  is  a  De la wa re  corpora tion which is  a  wholly-owne d subs idia ry of the
Freeport Mine ra ls  Corpora tion and which is  authorized and licensed to do bus ine ss  in the  S ta te
of Arizona . MW&E is  a  wholly-owne d s ubs idia ry of Fre e port Mine ra ls  Corpora tion, orga nize d
a nd e xis ting unde r the  la ws  of the  S ta te  of Arizona . TEP  is  a  wholly-owne d subs idia ry of Fortis
Inc. organized and exis ting unde r the  laws  of the  S ta te  of Arizona . S ie rrita , MW&E and TEP a re
re fe rred to collective ly he re in a s  the  "Pa rtie s".

WHEREAS , MW&E ha s  be e n  gra nte d  a  ce rtifica te  of conve nie nce  a nd ne ce s s ity
(CC&N) to provide  utility se rvice s  in the  vicinity of More nci, Arizona  in Gre e ntre e  County,

WHEREAS , S ie rrita  ha s  a n a ctive  mining a nd milling ope ra tion on la nds  owne d or
controlle d by it in the  a re a  we s t of the  community of Gre e n Va lle y, Arizona  ("S ie rrita  Mine "),

WHEREAS , TEP  ha s  be e n gra nte d a  CC&N to cons truct e le ctric tra ns mis s ion a nd
dis tribution fa cilitie s  a nd de live r e le ctricity within ce rta in portions  of P ima  County, including the
s ite  of the  S ie rrita  Mine  (TEP  Se rvice  Te rritory),

WHEREAS, TEP has  exis ting 138kV e lectric transmiss ion se rvice  to the  exis ting S ie rrita
Mine  and S ie rrita  owns  a  l38kv subs ta tion to de live r ene rgy required to se rve  the  S ie rrita  Mine ,

WHEREAS , S ie rrita  pre fe rs  tha t the  e le ctric powe r a nd e ne rgy to be  consume d within
the  S ie rrita  Mine  be  provide d by or through MW&E; a nd

WHEREAS , TEP  is  willing to  provide  a  fra nchis e  right to  MW&E (i) to  us e  e xis ting
TEP  fa cilitie s  ne ce ssa ry to supply e ne rgy a nd (ii) to supply e ne rgy to be  consume d only within
ce rta in bounda rie s  of the  S ie rrita  Mine  (s uch bounda rie s  a re  pre cis e ly ide ntifie d on Exhibit A
he re to and a re  re fe rred to he re in a s  the  "Freeport-McMoRan S ie rrita  Area") in exchange  for the
conside ra tion se t forth in this  Franchise  Agreement,

NOW, THEREFORE, in cons ide ra tion of the  premises  se t forth above  and for othe r good
and va luable  considera tion, the  rece ipt and sufficiency of which the  Partie s  he reby acknowledge ,
the  Partie s  mutua lly agree  as  follows:

S pq ion  1. Effe ctive  Da te .

This  Franchise  Agreement sha ll be  e ffective  upon its  execution by the  Pa rtie s  (Effective  Da te ),
subje ct to the  re ce ipt of a  fina l, non-a ppe a la ble  orde r of the  Arizona  Corpora tion Commiss ion
(ACC) s pe cifying its  a pprova l. TEP  s ha ll promptly s ubmit this  Fra nchis e  Agre e me nt to the
ACC for its  a pprova l. S ie rrita  a nd MW&E s ha ll provide  a ll ne ce s s a ry a s s is ta nce  to TEP  in
s e e king ACC a pprova l. S hould the  ACC re je ct the  Fra nchis e  Agre e me nt or re quire a s  a
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condition  of a pprova l o f the  Fra nchis e  Agre e me nt a ny ma te ria l cha nge s  or ma te ria l
modifica tions  tha t a re  unacceptable  to any Pa rty, the  Pa rtie s  sha ll negotia te  in good fa ith to
a tte mpt to modify, within 60 da ys  of re ce ipt of notice  of s uch re je ction or una cce pta ble
requirement(s), this Franchise Agreement so as to attempt to secure the approval of the ACC.

Section 2. Te rmina tion.

After the  Effective  Date , this  Franchise  Agreement sha ll remain in e ffect for a  period of ten (10)
yea rs  and sha ll continue  in e ffect for subsequent five  (5) yea r extens ion pe riods  beyond the
Initia l Franchise  Period, unless and until terminated by a  Party, as follows :

This  Franchise  Agreement may be terminated by Sierrita  and MW&E or by TEP as of the  end of
the  ca lendar yea r of the  Initia l Franchise  Pe riod or a t the  end of any subsequent five  (5) yea r
extens ion pe riod tha t ha s  occurred a fte r the  end of the  Initia l Franchise  Pe riod (Subsequent
Period).

To exercise  its  right to te rmina te  this  Franchise  Agreement, S ie rrita  and MW8LE or TEP sha ll
provide  written notice  to the  other(s) a t least one  year and one  day in advance  of the  end of the
Initia l Franchise Period or any Subsequent Period.

Upon te rmina tion of this  Franchise  Agreement, a ll rights  of MW&E to cons truct, ope ra te  and
mainta in e lectric facilities  and provide  power and energy within the  Freeport-McMoRan Sierrita
Area shall cease. MW8<:E shall not be required to relinquish ownership of any facilities that have
been constructed for the purpose of serving the Sierrita  MW&E Loads.

Section 3. Franchise  Agreement.

For the  te rn of this  Franchise  Agreement and with re spect to the  Freeport-McMoRan S ie rrita
Area , excluding the  loads exis ting within the  Freeport-McMoRan Sierrita  Area  tha t a re  currently
se rve d from TEP 's  two (2) dis tribution circuits  loca te d within the  Fre e port-McMoRa n S ie rrita
Area and any expansions of such loads, TEP grants to MW&E the rights to :

3.1 Firm tra nsmiss ion ca pa city on the  e xis ting TEP e le ctric tra nsmiss ion fa cilitie s
required to serve  the  Sierrita  MW&E Loads,

3.2 Construct, own, opera te  and mainta in a  transmission line  or lines connecting the
Sierrita  MW&E Loads with other transmission system(s), and

3.3 Secure  power and ene rgy for de live ry ove r the  facilitie s  re fe rred to in Sections
3.1 a nd 3.2, which s ha ll compris e  the  S ie rrita  Ele ctric S ys te m, to which a ll
Sierrita  MW&E Loads shall be  connected.

Such rights  on the  te rms granted by this  Agreement sha ll extend only to the  boundaries  of the
Freeport-McMoRan Sie rrita  Area  and ne ithe r Sie rrita  nor MW&E sha ll by any action including,

Page 2
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but not limite d  to , the  tiling  of a n  a pplica tion  with  the  ACC s e e k to  e xte nd  or modify the
bounda rie s  of the  Fre e port-McMoRa n S ie rrita  Are a  or the  te rms  of this  Agre e me nt. S ie rrita  a nd
MW&E express ly acknowledge  tha t (i) a  ma te ria l inducement and cons ide ra tion for TEP to ente r
into this  Fra nchis e  Agre e me nt is  its  right a nd a bility to continue  to s e rve  loa ds  outs ide  the
Fre e port-McMoRa n S ie rrita  Are a  a nd, (ii) a ny bre a ch of this  condition would ca use  imme dia te ,
irre pa ra ble  ha rm not compe ns a ble  s ole ly by mone ta ry da ma ge s  which ma y be  re dre s s e d by
e quita ble  re lie f. Nothing he re in, howe ve r, s ha ll re s trict MW&E's  a bility to e xte nd its  CC&N in
areas  which a re  outs ide  of the  TEP Service  Territory.

Section 4. Se rvice s  to be  P rovided.

4 .1 For the  Freepo11-McMoRan S ie rrita  Area , MW&E sha ll provide  the  following:

4.1.1 All a rra nge me n ts  fo r the  me te ring  a nd  communica tions  e qu ipme n t
re quire d to monitor a nd bill for the  Fra nchise  Cha rge  a s socia te d with the
de ma nd a nd e ne rgy pa ss ing through the  TEP  l38kv De live ry P oint to the
S ie rrita  l38kv s ubs ta tion , which  TEP  me te ring  a nd  communica tions
equipment a lready exis t, and

4.1.2 All a rra nge me nts  ne e de d to de live r powe r a nd e ne rgy ove r tra ns mis s ion
sys tems from the  source  of such power and ene rgy for the  S ie rrita  MW&E
Loads .

4.2 For the  Fre e port-McMoRa n S ie rrita  Are a , TEP  sha ll provide  the  following:

4.2.1 Firm tra ns mis s ion ca pa city a cros s  the  TEP  s ys te m for the  de live ry of
power and ene rgy for the  the  S ie rrita  Mine .

Section 5. Franchise  Charge .

So long a s  this  Fra nchise  Agre e me nt is  in e ffe ct, TEP  sha ll bill to MW&E a nd MW&E sha ll pa y
TEP  monthly in a ccorda nce  with S e ction 6 a  monthly fra nchis e  cha rge  de te nnine d a s  follows
(Franchise Charge) :

5.1 In the  Initia l Franchise  Period, the  Franchise  Charge  sha ll be  the  applicable  of

The  Fra nchis e  Cha rge  s ha ll be  a n a mount de te rmine d a s  the  product of the
Franchise  Fee  of (TBD) multip lie d  by the  de ma nd /e ne rgy o f the
S ie rrita  MW&E Loa d a s  me te re d a t the  TEP  l38kv De live ry P oint.

Section 6. Billing a nd P a yme nt.

Ea ch billing pe riod s ha ll be  one  (1 ) ca le nda r month (Billing Month). For e a ch Billing Month,
the  following sha ll a pply:

Page 3
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6.1 Ba s e d upon m e te re d da ta , purs ua nt to  S e ction 4. I .2 ,  s upplie d byTEs , TEP  s ha ll
b ill MW &E  with  a  c o p y to  S ie rrita  o n  o r b e fo re  th e  fifte e n th  (la th ) d a y o f th e
m on th  fo llowing  the  Billing  Mon th  fo r the  F ra nc h is e  Cha rge .  MW E  s ha ll ha ve
th e  rig h t to  o b s e rv e  m o n th ly m e te r re a d s  a n d /o r to  re q u e s t a n d  re c e iv e  d a ta
ve rifying the  a m ount of de m a nd a nd e ne rgy m e te re d a t the T E P  l3 8 k v De live ry
P oin t.  The  m e te r(s ) m a in ta ine d  a t the  TEP  l38kv De live ry P oin t s ha ll be  te s te d
for a ccura cy a t TEP 's  e xpe ns e  a t le a s t a nnua lly a nd MWE s ha ll ha ve  the  right to
a tte nd such me te r te s ts .

6.2 MW&E sha ll pay TEP  the  tota l of the  monthly cha rge  by the  la te r of the  20th day
of the  month or te n (10) da ys after re ce ipt of the  bill. Fa iling time ly pa yme nt of
the  monthly cha rge  by MW&E, S ie rrita  s ha ll be  obliga te d to pa y TEP  on the
te rms specified here in.

6.3 MW&E s ha ll e le ctronica lly wire  tra ns fe r funds  to  a  ba nk of TEP 's  choice  or
tra nsmit funds  by a ny othe r me thod which provide s  colle cte d funds  on or be fore
payment due  da te . Amounts  not pa id by the  due  da te  sha ll be  payable  by S ie rrita
or MW&E with inte re s t a ccrue d on e a ch ca le nda r da y from the  due  da te  to the
da te  of pa yme nt. Inte re s t s ha ll a ccrue  a t a  ra te  of: (i) the  the n-e ffe ctive  prime
commercia l lending ra te  pe r annum published in the  Money Ra te s  section of The
Wall S tree t Journa l, or (ii) in the  event the  inte re s t ra te  provided for he re in should
a t a ny time  e xce e d  the  ma ximum ra te  tha t ma y be  s o  le ga lly cha rge d , the
ma ximum ra te  tha t ma y be  le ga lly cha rge d by TEP . S hould The  Wa ll S tre e t
Journa l discontinue  publica tion of the  prime  commercia l lending ra te , the  Pa rtie s
shall endeavor to agree on an acceptable  substitute .

6.4 In the  e ve nt a ny portion of a ny bill is  dis pute d by MW&E, the  dis pute d a mount
sha ll be  pa id, unde r prote s t, when due . If the  prote s ted portion of the  payment is
found to be  incorre ct, TEP  s ha ll promptly ca us e  to be  re funde d to the  pa ying
pa rty, e ithe r S ie rrita  or MW&E, a ny a mount due , including inte re s t a ccrue d on
each ca lendar day from the  da te  of payment to the  da te  the  re fund check is  mailed
by TEP . The  sa me  inte re s t ra te  a nd computa tion me thod sha ll be  a pplie d to the
determination of inte rest due  here in as  provided in Section 6.3 .

6.5 In the  e ve nt, a s  a  re s ult of a  m e te r te s t or othe rwis e , a  P a rty de te rm ine s  tha t a ny
m e te re d  da ta  is  inc o rre c t be yond  a  lim it o f one  pe rc e n t (1%) fa s t o r s low,  the
Fra nchis e  Cha rge s  for the  pre vious  s ix (6) m onths , but not to e xce e d s uch s ix (6)
m o n th  p e rio d ,  s h a ll b e  p re s u m e d  to  b e  in c o rre c t  a s  b ille d  a n d  p a id  (u n le s s
de m ons tra te d to the  contra ry).  In s uch e ve nt,  TEP  a nd MW&E s ha ll e s tim a te  the
corre ction ne ce s s a ry for s uch m e te re d da ta  to be  no m ore  tha n one  pe rce nt (1%)
in a c c u ra te  a n d  a d d it io n a l p a ym e n t  s h a ll b e  m a d e  o r a m o u n ts  re fu n d e d ,  a s
a p p ro p ria te ,  to  a d ju s t fo r s u c h  in c o rre c t m e te re d  d a ta  fo r s u c h  s ix  (6 ) m o n th
pe riod, without inte re s t.

6.6 No  p a ym e n t  m a d e  to  o r  re c e iv e d  b y  TE P  p u rs u a n t  to  th is  S e c t io n  6  s h a ll
c o n s t itu te  a  wa iv e r  o f a n y  r ig h t  o f S ie r r it a ,  MW &E  o r  TE P  to  c o n te s t  th e
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corre ctne s s  of a ny monthly cha rge  by TEP  or me te re d da ta  s upplie d by TEP ;
p rovide d , howe ve r,  tha t a ny b ill re nde re d  by TEP  s ha ll be come  fina l a nd
non-contes table  if prote s t is  not rece ived or made  by TEP within s ix (6) months  of
the  bill da te .

6.7 TEP  s ha ll ma il or s e nd by te le phone  fa cs imile  tra ns mis s ion or othe r e le ctronic
means  any bills  and re funds  to S ie rrita 's  or MW&E's  billing address  a s  des igna ted
from time  to time  in writing by S ie rrita  or MW&E.

Section7. Notices.

Except only a s  he re in othe rwise  express ly provided, any notice , demand or reques t provided for
in this  Fra nchise  Agre e me nt, or s e rve d, give n or ma de  in conne ction with it, sha ll be  in writing
a nd s ha ll be  de e me d prope rly s e rve d, give n or ma de  if de live re d in pe rs on or by a ny othe r
qua lifie d a nd re cognize d de live ry se rvice , or se nt by Unite d S ta te s  ma il pos ta ge  pre pa id to the
persons  specified be low:

Fre e port-McMoRa n S ie rrita  Inc.
Director Ene rgy Se rvice s
333 North Centra l Avenue
P hoe nix, Arizona  85004

To: The  More nci Wa te r & Ele ctric Compa ny
President
P .O. Box 68
More na , Arizona  85540

To: Tucson Electric Power Company
p. o. Box 77
Tucson, Arizona  85702

Any P a rty ma y a t a ny time , by writte n notice  to the  othe r P a rty, cha nge  the  de s igna tion or
a ddre s s  of the  pe rs on s o s pe cifie d a s  the  one  to re ce ive  notice s  purs ua nt to this  Fra nchis e
Agreement.

Section 8. Entire  Agre e me nt.

The  comple te  a gre e me nt of the  P a rtie s  is  s e t forth in this  Fra nchis e  Agre e me nt a nd a ll prior
communica tions , whe ther written or ora l, a re  he reby abroga ted and withdrawn.

Section 9. Ame ndme nts .

This  Franchise  Agreement may be  amended by, and only by, a  written ins trument duly executed
by each Party.
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Section 10. Waive rs .

The  wa ive r by any Pa rty of any breach of any te rm, covenant or condition conta ined he re in sha ll
not be  deemed a  waiver of any other te rm, covenant or condition or any subsequent breach of the
same or any other te rm, covenant or condition conta ined here in.

S e ction 11. Re gula tory Authority a nd Gove rnme nta l Authority.

The  e ffe ctive ne ss  of this  Fra nchise  Agre e me nt is  subje ct to its  a pprova l by the  ACC. Once  so
a pprove d, the  Pa rtie s  inte nd tha t the  ra te s , cha rge s , te rms  a nd conditions  of se rvice  unde r this
Fra nchis e  Agre e me nt s ha ll re ma in in e ffe ct unle s s  cha nge d by the  mutua l a gre e me nt of the
Partie s .

Section 12, Informa tion Excha nge .

The  P a rtie s  s ha ll coope ra te  in the  e xcha nge  of informa tion be twe e n the ms e lve s  in orde r to
furthe r the  purposes  of this  Franchise  Agreement and to ve rify compliance  with the  te rms  of this
Franchise  Agreement.

Section 13. Representa tions  and Warranties .

13.1 TEP represents , warrants  and covenants  to Sierrita  and MW&E as follows :

13.1 .1  TEP  is  a n e le ctric utility duly orga nize d, va lidly e xis ting a nd in  good
s tanding unde r the  laws  of the  S ta te  of Arizona  and has  corpora te  power
a nd a uthority to  e xe cute  a nd  de live r th is  Fra nchis e  Agre e me nt a nd
pe rform e a ch obliga tion he re unde r, a nd to ca rry on its  bus ine ss  a s  such
business  is  now be ing conducted and as  it is  contempla ted hereunder tha t
it will be  conducted during the  te rm he reof.

13.1.2 The  execution, de live ry and pe rfonnance  of this  Franchise  Agreement by
TEP  ha s  be e n duly a nd e ffe ctive ly a uthorize d by a ll re quis ite  corpora te
a ction.

13 .2 Fre e port-McMoRa n S ie rrita  Inc. re pre se nts , wa rra nts  a nd cove na nts  to TEP  a s
follows :

13.2.1 S ie rrita  is  a  corpora tion duly orga nize d a nd va lidly e xis ting a nd in good
s ta nding unde r the  la ws  of the  S ta te  of De la wa re  a nd a uthorize d to do
bus ine s s  in  the  S ta te  of Arizona  a nd ha s  the  powe r a nd a uthority to
e xe cu te  a n d  d e live r th is  Fra n ch is e  Ag re e me n t a n d  to  p e rfo rm its
obliga tions  he re unde r, a nd to ca rry on its  bus ine s s  a s  it is  now be ing
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conducted and as  it is  contempla ted hereunder to be  conducted during the
te rm he reof.

13.2.2 The  execution, de live ry and pe rformance  of this  Franchise  Agreement by
Fre e port-McMoRa n S ie rrita  Inc. ha s  be e n duly a nd e ffe ctive ly a uthorize d
by a ll requis ite  corpora te  action.

13 .3 MW&E represents , warrants  and covenants  to TEP as  follows:

13.3.1 MW&E is  a  corpora tion duly orga nize d a nd va lidly e xis ting a nd in good
s ta nding unde r the  la ws  of the  S ta te  of Arizona  a nd ha s  the  powe r a nd
authority to execute  and de live r this  Franchise  Agreement and to pe rform
its  obliga tions  he re unde r, a nd to ca rry on its  bus ine s s  a s  it is  now be ing
conducted and as  it is  contempla ted hereunder to be  conducted during the
te rm he reof.

13.3.2 The  execution, de live ry and pe rformance  of this  Franchise  Agreement by
MW &E  h a s  b e e n  d u ly a n d  e ffe c tive ly a u th o riz e d  b y a ll re q u is ite
corpora te  action.

Sec_tion 14.. Successors  and Assigns.

No P a rty sha ll a s s ign its  inte re s t in the  Fra nchise  Agre e me nt in whole  or pa rt without the  prior
written consent of the  other Party. Such consent sha ll not be  unreasonably withhe ld.

Section 15. Gove rning La w.

This  Franchise  Agreement sha ll be  gove rned and cons trued in a ccordance  with the  laws  of the
S ta te  of Arizona , without giving e ffe ct to its  conflict of la w principle s . J uris diction s ha ll be  in
Arizona  s ta te  courts  and venue  sha ll be  in the  County of P ima.

Section 16. Misce lla ne ous .

16.1 Counterparts . This  Fra nchis e  Agre e me nt ma y be  e xe cute d in a ny numbe r of
counte rpa rts , a nd a ll of which whe n ta ke n toge the r sha ll cons titute  one  a nd the
sa me  ins trume nt. The  Pa rtie s  he re to ma y e xe cute  this  Fra nchise  Agre e me nt by
signing any such counterpart.

16.2 Binding Effect. This  Franchise  Agreement sha ll be  binding upon the  Pa rtie s , and
their respective successors and assigns.

16.3 S igna ture s . The  s igna torie s  he re to re pre se nt tha t the y ha ve  be e n a ppropria te ly
a uthorize d to e nte r into this  Fra nchis e  Agre e me nt on be ha lf of the  P a rty for
whom they s ign.
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IN WITNES S  WHEREOF, the  unde rs igne d ha ve  duly e xe cute d this  Fra nchis e
Agreement as of the date first set forth herein.

TUCSON ELECTRIC POWER COMPANY

By:

Its :

ATTES T:

Da te d:

FREEPORT-MCMORAN SIERRITA, INC.

By:

Itsl

ATTES T:

Dated:

THE MORENCI WATER & ELECTRIC COMPANY

By:

Itsl

ATTES T:_ - - -

Dated:
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