


FACTORS THAT SHAPED OUR BUSINESS IN 2007
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9 The Global Phosphate Market Tightened

While phosphoric acid capacity elsewhere has fallen,
China is now producing more than it can consume,
permitting export of around 4 million tonnes of DAP
and MAP in 2007. This was absorbed as global demand
rose by 2.8 million tonnes, close to 6 percent, and US
exports fell by 1.6 million tonnes. As a result, the world
phosphoric acid operating rate reached 86 percent,

and prices rose dramatically. The benchmark Tampa DAP
price jumped by 130 percent over the year while India’s
contract price for phosphoric acid rose from $461 per
tonne P,0, to $566. Morocco’s OCP raised its phosphate
rock price from $45 per tonne FOB Casablanca to around
$190 per tonne on new contracts at the end of 2007.
Sharply higher international freight rates, a 600 percent
increase in sulfur prices in key markets and a jump of
close to 20 percent in US demand for DAP/MAP also
affected prices.

10 Strong Demand for Feed and

Industrial Phosphates
The market for feed and industrial phosphates grew by
4 percent to meet demand of the buoyant economies
in the developing world. Prices for domestic and offshore
feed, as well as industrial products, rose.

11 Higher Natural Gas Prices, Competition Stiffened

Petrochemical facilities and higher global LNG trade
competed with new nitrogen projects for low-cost natural

gas in 2007. Ukraine producers had to pay 46 percent
more for Russian gas, reducing their competitiveness.
Their ammonia exports fell by about 20 percent,
contributing to the tight global nitrogen supply, which
maintained strong markets in North America.

12 Strong US, Indian Imports Tightened Urea
Supply/Demand

Fast-rising demand for urea in India and the US to boost
crop production outshone more moderate growth in
import demand elsewhere. India imported about

50 percent more than 2006 levels, and with US imports
made up close to 85 percent of the 14 percent growth
in urea trade.

13 High Capital Costs Limited Growth in
Fertilizer Capacity

Many proposed fertilizer projects have been deferred or
cancelled due to high capital costs and longer construction
schedules. The strength of developing world economies
and the many infrastructure projects tightened supplies
of raw materials, construction materials and skilled labor
in 2007. In one year, the spot price for iron ore rose by
71 percent in Brazil and 145 percent in India. Demand
for ocean transport took the Baltic Dry Index for solid
shipments to a record high before softening in the last
quarter of the year. The estimated cost for a 2-million-
tonne greenfield potash project in Saskatchewan

rose significantly.
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2007 FINANCIAL OVERVIEW

This section provides an overview of our financial performance based on our consolidated financial statements on Pages 72 to 111. All
references to per-share amounts pertain to diluted net income per share (EPS). Certain of the prior years' figures have been reclassified to

conform with the current year's presentation.

Dollars (millions, except per-share amounts)

2007
Sales $ 5,234.2
Gross Margin $ 1,881.2
Operating Income $ 1,588.5
Net Income $ 1,103.6
Net Income per Share — Diluted $ 3.40

$

$
$
$
$

% Increase (Decrease)

2006 2005 2007 2006
3,766.7 $ 3,847.2 39 (2)
1,002.0 $ 1,125.0 88 (11)

875.5 $ 8926 81 (2)
631.8 $ 5429 75 16
1.98 $ 1.63 72 21

2007 Earnings Compared to Guidance

The company's initial midpoint estimate for 2007 EPS, based on
the Outlook and assumptions described in our 2006 Financial
Review Annual Report, was approximately $2.25 per share. The

2007 Earnings Compared to 2006

The company's EPS for 2006 was $1.98 per share. The final EPS
for 2007 was $3.40 per share. The primary causes of this increase
from last year's actuals were:

final result was $3.40 per share. The primary causes of this Effect
variance from our guidance midpoint were: Cause on EPS
Potash offshore realized prices higher $0.31
Effect Potash North American realized prices higher 0.15
Cause on EPS Potash offshore sales volumes higher 0.26
Potash realized prices higher $0.23 Potash North American sales volumes higher 0.19
Potash sales volumes higher 0.13 Increased potash costs due to foreign exchange (0.07)
Increased potash costs due to foreign exchange (0.06) Lower potash other operating costs 0.04
Increased brine inflow costs (0.11) Increased brine inflow costs (0.11)
Increased potash other operating costs (0.04) Higher provincial mining taxes (0.14)
Lower provincial mining taxes 0.02 Subtotal potash 0.63
Subtotal potash 0.17 Nitrogen realized prices higher (exclusive
Nitrogen realized prices higher (exclusive of purchased and miscellaneous product) 0.43
of purchased and miscellaneous product) 0.49 Manufactured nitrogen sales volumes higher 0.19
Manufactured nitrogen sales volumes higher 0.17 Increased net cost of natural gas and higher
Increased net cost of natural gas (0.06) purchased and miscellaneous product margin (0.03)
Increased nitrogen other operating costs Increased nitrogen other operating costs (exclusive
(exclusive of cost of natural gas) and higher of cost of natural gas and purchased ammonia) (0.11)
purchased and miscellaneous product margin (0.12) Subtotal nitrogen 0.48
Subtotal nitrogen 0.48 Phosphate realized prices higher 0.70
Phosphate realized prices higher 0.70 Phosphate sales volumes higher 0.07
Phosphate sales volumes higher 0.08 Increased input costs for sulfur, rock and ammonia (0.04)
Increased input costs for sulfur, rock and ammonia (0.10) Phosphate other operating costs higher (0.05)
Phosphate other operating costs higher (0.11) Subtotal phosphate 0.68
Subtotal phosphate 0.57 Increase in other income (exclusive of provision
Increase in other income (exclusive of provision for auction rate securities) 0.12
for auction rate securities) 0.13 Provision for auction rate securities in 2007 (0.06)
Provision for auction rate securities in 2007 (0.06) Increase in selling and administrative (0.13)
Increase in selling and administrative (0.11) Foreign exchange variance and
Foreign exchange variance (0.14) decrease in interest expense (0.13)
Subtotal other (0.18) Subtotal other (0.20)
Subtotal of the above 1.04 Subtotal of the above 1.59
Higher weighted averaged number of shares outstanding (0.01) Higher weighted average number of shares outstanding (0.05)
Canadian federal income tax rate reductions during 2007 0.12 Income tax refunds and higher rate reductions during 2006  (0.12)
Total variance from 2007 diluted EPS guidance $1.15 Total variance from 2006 diluted EPS $1.42
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BUSINESS SEGMENT REVIEW

We report our results of operations in three business segments: potash, nitrogen and phosphate. These segments are differentiated by the
chemical nutrient contained in the product that each produces. Our reporting structure reflects how we manage our business and how we
classify our operations for planning and measuring performance.

We include net sales in our segment disclosures in the consolidated financial statements pursuant to Canadian generally accepted
accounting principles (Canadian GAAP), which requires segmentation based upon our internal organization and reporting of revenue and
profit measures derived from internal accounting methods. Net sales (and the related per-tonne amounts) are primary revenue measures
we use and review in making decisions about operating matters on a business segment basis. These decisions include assessments about
potash, nitrogen and phosphate performance and the resources to be allocated to these segments. We also use net sales (and the related
per-tonne amounts) for business planning and monthly forecasting. Net sales are calculated as sales revenues less freight, transportation
and distribution expenses.

Our discussion of segment operating performance is set out below and includes nutrient product and/or market performance where
applicable to give further insight into these results.

POTASH RESULTS

% Increase % Increase % Increase
Dollars (millions) (Decrease) Tonnes (thousands) (Decrease) Average Price per Tonne (Decrease)
2005 2007 2006 2007 2006 2005 2007 2006 2007 2006 2005 2007 2006
Sales $1,797.2 $1,227.5 $1,341.1 46 (8)
Freight 178.1 130.5 129.7 36 1
Transportation
and distribution 39.1 38.8 34.5 1 12
Net sales $1,580.0 $1,058.2 $1,176.9 49 (10)
Manufactured product
Net sales
North American  $ 656.9 $ 470.5 $ 495.6 40 (5 3,471 2,785 3,144 25 (11) $189.26 $168.95 $157.64 12 7
Offshore 909.6 576.0 668.3 58 (14) 5,929 4,411 5,020 34 (12) $153.41 §$130.56 $133.13 18 (2
1,566.5 1,046.5 1,163.9 50 (10) 9,400 7,196 8,164 31 (12) $166.65 $145.42 $142.57 15 2
Cost of goods sold 658.8 4893  459.6 35 6 $ 70.09 $ 67.99 $ 56.30 3 21
Gross margin 907.7 557.2 704.3 63 (21) $ 96.56 $ 77.43 $ 86.27 25 (10)

Other miscellaneous
and purchased product

Net sales 13.5 11.7 13.0 15 (10)
Cost of goods sold 8.9 7.8 9.9 14 (21)
Gross margin 4.6 3.9 3.1 18 26
Gross Margin $ 9123 § 561.1 § 7074 63 (21) $ 97.05 $ 7797 $86.65 24 (10)

Note 19 to the consolidated financial statements provides information pertaining to our business segments.

Manufactured potash gross margin variance attributable to:

Dollars (millions)
2007 vs 2006
Change in Total Manufactured Potash
Sales Volumes Net Sales Cost of Goods Sold Gross Margin Variance

Manufactured product

North American $ 84.0 $ 70.5 $ (17.1) $ 137.4

Offshore 124.8 1355 (47.3) 213.0
Change in market mix 6.8 (6.5) 0.2) 0.1
Total $ 215.6 $ 199.5 $ (64.6) $ 350.5
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2007 vs 2006

Highlights

e 2007 potash gross margin was a record $912.3 million,
63 percent higher than 2006 when offshore volumes were

impacted by lengthy price negotiations with China and India, and
29 percent above the previous high of $707.4 million in 2005.

Exceptionally tight potash market conditions led to products
being sold on an allocation basis to all customers for much of
the last half of 2007. Sales prices and volumes were higher than
in 2006 in both the North American and offshore markets. Sales
volumes of 9.4 million tonnes established a new company record
and were 31 percent higher than in 2006.

Farmers outside of North America are working to correct decades
of under-application of potash and, while this will take many
years to accomplish, potash is vital to improving crop quality
and gives plants the capability to better utilize nitrogen and
phosphate. As a result, demand rose in 2007, taking reported
producer inventories to historically low levels and contributing
to further offshore spot market price increases during the year.
Even with production 31 percent higher than in 2006, our
year-end potash inventories of approximately 680,000 tonnes
were 27 percent below 2006 year-end levels and represented
our second-lowest year-end inventory since 1991.

To meet increasing global demand, we raised our production to
9.2 million tonnes in 2007; this compares to 7.0 million tonnes
in 2006. Despite higher production levels, cost of goods sold
per tonne increased due to additional costs for brine inflow
management at Esterhazy and New Brunswick and the impact
of a stronger Canadian dollar.

Sales and Cost of Goods Sold

The most significant contributors to the $351.2 million increase in
total gross margin were as follows:

e Canpotex shipped 9.3 million tonnes (PotashCorp’s share was
55 percent) in 2007 as all major markets increased consumption,
driven significantly by rising demand and higher commodity
prices, particularly for grain, soybeans, corn and palm oil. When
considering our share of sales through Canpotex and sales
directly from our facility in New Brunswick, Brazil was our
largest market in 2007, taking 24 percent of our total offshore
shipments as higher soybean and corn prices led to an increase
in acres planted there and a corresponding increase in potash
imports. China was next at 23 percent and India followed at
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9 percent, while Indonesia, Malaysia and Vietnam together
represented 16 percent. In North America, sales volumes were up
25 percent as stronger dealer fill and field application of potash,
due to higher commodity prices and more acreage planted, led to
higher demand.

Offshore prices were up 18 percent as price increases in major
markets were announced throughout 2007. In early February,
Canpotex reached an agreement with Sinofert in China on

a $5-per-tonne increase for shipments in 2007. Canpotex
implemented price increases in Brazil that totaled $175 per
tonne by year-end while in India, a $50-per-tonne increase

took effect on imports in the second quarter. Southeast Asian
customers saw a total of $195 per tonne in price increases over
the course of 2007. The full benefit of announced offshore price
increases was not captured because of higher ocean freight rates
and locked-in contract pricing to China and India. Higher ocean
freight rates had a negative impact of about $15 per tonne on all
delivered-basis (CFR) sales. Prices in the North American market
were up 12 percent or $20 per tonne, significantly due to the
price increases implemented throughout 2007, which totaled
$82 per tonne by year-end. North American prices were $36 per
tonne, or 23 percent, higher than offshore prices. The gap is due
in part to offshore contracts with prices that lag behind the North
American spot market price. It also reflects product mix, as North
American customers prefer granular product that commands a
premium over standard product more typically consumed offshore.

Higher production levels and 47 fewer shutdown weeks
significantly reduced cost of goods sold compared to 2006

when production shutdowns occurred as we remained true to
our strategy of matching production to market demand. However,
the effect of increased production and lower natural gas costs
and consumption was more than offset by higher brine inflow
management costs and the impact of foreign exchange on
potash operating costs. Brine inflow management costs at New
Brunswick and Esterhazy incrementally increased total average
costs by almost $5.50 per tonne ($51.5 million) while a stronger
Canadian dollar relative to the US dollar negatively impacted cost
of goods sold by more than $3 per tonne. Since the costs of brine
inflow were attributed to production of potash that was mainly
sold in the offshore market, the negative price component of the
cost of goods sold variance was higher for the offshore market
than for North America.



2006 vs 2005

Highlights

e PotashCorp entered 2006 with potash shipments to China at
a virtual standstill as fertilizer buyers negotiated price with
suppliers. India followed the same course — and both countries
deferred purchases, drawing down inventories until price
settlements were reached in the third quarter. The China
agreement called for a base price increase of $25 per tonne over
the 2005 contract price. The signing of the China deal served to
spur shipments across Southeast Asia and Latin America, where
customers had delayed purchasing ahead of the price settlement.
Offshore sales volumes increased in the latter half of the year, but
still, annual sales volumes were 12 percent lower than 2005.

North American potash demand was constrained during the
first three quarters of the year as customers delayed purchasing
and relied on inventories in the face of high fuel costs and low
Crop prices.

Reduced sales volumes raised the per-tonne fixed distribution
costs for the year and, combined with softening prices due to
extended contract negotiations, resulted in declining margins

on offshore potash sales in 2006. Although North American sales
volumes were down 11 percent compared to 2005, realized
prices were 7 percent higher.

Following our strategy of producing to meet market demand
increased our costs per tonne during 2006. We incurred 66 plant
shutdown weeks, up from 24 weeks during 2005. In response to
increased demand in the latter part of the year, PotashCorp

PotashCorp Potash Prices
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produced a record 2.4 million tonnes during the fourth quarter,
raising 2006 production to 7.0 million tonnes, down from
8.8 million tonnes in 2005.

Sales and Cost of Goods Sold

The most significant contributors to the $146.3 million decline in
total gross margin were as follows:

e Sales by Canpotex were reduced from 8.2 million to 6.7 million
tonnes, contributing to the 12 percent decline in our offshore
sales volumes. Canpotex shipments to China and India totaled
2.0 million tonnes, down 40 percent from the 3.3 million tonnes
shipped in 2005. Except for certain shipments from Russia, China
was virtually absent from the market until late in July 2006 as it
waited to conclude new pricing contracts with suppliers. Brazil
took approximately 1.0 million tonnes of potash from Canpotex
in 2006, a reduction of 4 percent from 2005, although taking
30 percent more potash in fourth-quarter 2006 than in fourth-
quarter 2005. Brazil continued to be affected by a strong real
relative to the US dollar and lower soybean prices. This pressured
margins for Brazilian farmers and limited credit availability, leading
to fewer acres being planted and a decrease in imported crop
inputs. Hesitancy to purchase large positions in potash until
conclusion of the Chinese negotiations led Brazilian customers
to delay purchases. Following the negotiations and coupled with
improving market conditions, Brazil's volumes increased sharply.
Sales volumes in 2006 increased to many smaller potash-
consuming countries such as Indonesia, Malaysia, the Philippines,
Taiwan and Vietnam, which together took 1.7 million tonnes from
Canpotex, an increase of 20 percent over 2005.

Potash Production (million tonnes KCl)

Mine Site
Production Employees
Capacity 2007 2006 2005 (active)
Lanigan SK 3.828 1.907 1471 2023 441
Rocanville SK 3.044 2.647 1.897 2.573 354
Allan SK 1.885 1.744 0992 1.431 336
Cory SK 1.361 0.768 0.772 0.826 233
Patience Lake SK 1.033 0.257 0.190 0.251 70
Esterhazy SK* 1.313 1.043 0953 0.953 0
New Brunswick NB 785 0.793 0.743 0.759 332
TOTAL 13.249 9.159 7.018 8.816 1,766
* PotashCorp's mineral rights at Esterhazy are mined by Mosaic Potash Esterhazy Canada
Limited Partnership under a mining and processing agreement. For calendar year 2008,
our production allocation is 1.125 million tonnes.
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 North American sales volumes dropped for the year despite a
rebound in the fourth quarter. First- and second-quarter reductions
resulted from reduced field applications due to low crop prices,
high energy input costs and, to a lesser degree, weather. Sales
volumes were relatively flat in the third quarter; however, with
demand growing and record-low inventories, prices for many

crops — including corn, wheat and soybeans — began to rise
significantly, giving farmers the motivation and the resources

to boost their fertilizer use.

e Realized prices in the offshore market were negatively impacted
initially by higher per-unit throughput distribution costs resulting
from the reduced sales volumes. Higher prices were realized
during the latter part of the year as potash flowing to China
through Canpotex was at the higher 2006 price. Realized prices
were lower on sales to Brazil due to increased competition in the
marketplace early in the year, although they rebounded strongly
after completion of the price negotiations with China and India.

NITROGEN RESULTS

Realized prices in the North American market were 7 percent

higher as price increases announced during 2005 held into the

first half of 2006, but dropped off during the third quarter as

higher producer inventories at the start of the quarter contributed

to heightened competitive pressures. Prices rose in the fourth
quarter as our North American price increase announced for

October 1 began to be realized in November. Prices in the North
American market were $38 per tonne, or 29 percent, higher than
offshore prices.

e The change in gross margin was negatively impacted by higher
cost of goods sold. Production shutdowns, higher depreciation

charges due to completion of some of our expansion projects,

higher natural gas prices earlier in the year and escalating prices
for supplies and services throughout the year increased unit cost
of goods sold. The impact of a stronger average Canadian dollar
for most of the year also negatively impacted cost of goods sold,
by more than $3.50 per tonne.

% Increase

% Increase

% Increase

Dollars (millions) (Decrease) Tonnes (thousands) (Decrease) Average Price per Tonne (Decrease)
2007 2006 2005 2007 2006 2007 2006 2005 2007 2006 2007 2006 2005 2007 2006
Sales $1,799.9 $1,284.1 $1,368.8 40
Freight 55.6 36.8 51
Transportation
and distribution 51.6 52.2 (1)
Net sales $1,692.7 $1,195.1 42
Manufactured product
Net sales
Ammonia $ 6643 $ 499.7 33 2 2,132 1,695 1672 26 $311.55 $294.84 $293.05 6
Urea 468.6 317.8 47 1,333 1,199 1,321 1 $351.63 $264.97 $279.63 33
Nitrogen solutions,
nitric acid,
ammonium nitrate 437.8 305.4 43 7 2,266 1,781 1,850 27 $193.21 $171.45 $153.67 13
1,570.7 1,122.9 40 (2) 5,731 4,675 4,843 23 $274.07 $240.16 $236.16 14
Cost of goods sold 1,055.6 821.2 29 (3) $184.19 $175.63 $174.52 5
Gross margin 515.1 301.7 71 1 $ 89.88 § 64.53 § 61.64 39
Other miscellaneous
and purchased product
Net sales 122.0 72.2 69
Cost of goods sold 101.0 58.3 73
Gross margin 21.0 13.9 51
Gross Margin $ 536.1 $ 3156 $ 3187 70 $ 93.54 $ 67.51 § 65.81 39

Note 19 to the consolidated financial statements provides information pertaining to our business segments.
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Manufactured nitrogen gross margin variance attributable to:

Dollars (millions)
2007 vs 2006
Change in Total Manufactured Nitrogen
Sales Volumes Net Sales Cost of Goods Sold Gross Margin Variance
Manufactured product
Ammonia $ 53.3 $ 35.9 $ (15.1) $ 74.1
Urea 1.7 115.5 (13.0) 114.2
Solutions, NA, AN 15.3 49.2 (24.0) 40.5
Hedge - - (14.5) (14.5)
Change in product mix 5.2 (6.1) - (0.9)
Total $ 85.5 $ 194.5 $ (66.6) $ 213.4
2007 vs 2006 East and delays in new capacity early in 2007. Realized prices for
Highlights ammonia increased only 6 percent as we recovered through the

e Nitrogen generated gross margin of $536.1 million, surpassing
the previous record of $318.7 million set in 2005 and
representing an increase of 70 percent over that in 2006.

e In Trinidad, where we have long-term, lower-cost natural gas
price contracts, we generated $298.9 million in gross margin in
2007. Our North American facilities contributed $178.2 million,
while our natural gas hedging program added $59.0 million.

e Strong fundamentals led to realized price increases in all
major nitrogen products year over year, with the exception
of ammonium nitrate. Manufactured fertilizer sales volumes
increased 39 percent with higher fertilizer demand, as we had
more product to sell than in 2006.

e Transportation and distribution costs declined despite the
increase in sales in 2007 compared to 2006. A change in sales
volumes with certain customers lowered transportation and
storage requirements. North American sales volumes (which
had lower transportation and distribution costs but higher
freight) increased. Freight increased with higher sales, higher
market freight rates and a 10 percent increase in volume of
CFR urea sales.

e Cost of goods sold was negatively impacted by natural gas costs
that, including our hedge, were 12 percent higher than 2006.
Our hedge gains were $14.5 million lower than 2006.

Sales and Cost of Goods Sold

Total gross margin increased $220.5 million, primarily as a result of
the following changes:

e Realized prices for urea were up 33 percent on strong agricultural
demand, supplemented by production disruptions in the Middle

year from a decline in the first quarter when high natural gas
costs from the aftermath of Hurricane Katrina increased prices.
Tight fundamentals that pushed ammonia prices up early in
2007, decoupling them from the price of natural gas, continued,
driven by strong North American agricultural demand and low
product inventories. Price increases in nitrogen solutions
contributed $62.0 million to the gross margin increase for the
year, as price increases were significant through the second, third
and fourth quarters. These price increases were partially offset by
a 9 percent decline in per-tonne realized price for ammonium
nitrate prills because our primary customer contracts are impacted
by natural gas prices on a time-lag basis. This negatively impacted
gross margin by $14.1 million.

Manufactured ammonia sales volumes were up 26 percent as
we benefited from the strong overall demand for nitrogen, the
additional tonnes available from the final stage of our Trinidad
debottlenecking projects and from fewer shutdown days at Lima,
despite a planned 35-day turnaround at Augusta during the
fourth quarter. Manufactured urea sales volumes also increased,
due in large part to significant demand for field application.
Total manufactured fertilizer sales tonnes were up 39 percent on
strong demand, compared to last year when US farmers were
purchasing less as we believe they were anticipating lower prices.
Total industrial demand remained strong, rising 15 percent from
last year and representing 64 percent of manufactured nitrogen
sales volumes.

Cost of goods sold increased, negatively impacting gross margin.
Our average natural gas cost was $4.30 per MMBtu, 12 percent
higher than 2006. Costs associated with production start-ups last
year after completion of the debottlenecking projects in Trinidad
and mechanical problems at our Lima facility raised costs for

POTASHCORP 2007 FINANCIAL REVIEW



Nitrogen Production (million tonnes)

Annual Production

Capacity 2006 2005
Ammonia’
Trinidad 2.177 2.077 1.932 1.887
Augusta GA .688 .610 .633 .655
Lima OH .588 .531 .339 .382
Geismar LA 483 - - -
TOTAL 3.936 3.218 2.904 2.924
Urea Solids
Trinidad .709 .710 .688 748
Augusta GA 431 312 323 .360
Lima OH 329 292 .186 .225
Geismar LA - - - -
TOTAL 1.469 1.314 1.197 1.333
Nitrogen Solutions’
Trinidad - - - -
Augusta GA .581 .239 197 242
Lima OH 227 .082 .071 .079
Geismar LA 1.028 .520 .098 118
TOTAL 1.836 .841 .366 439
Nitric Acid'?
Trinidad - - - -
Augusta GA 541 525 .529 518
Lima OH .100 .100 .098 .098
Geismar LA .844 .699 531 .568
TOTAL 1.485 1.324 1.158 1.184
Ammonium Nitrate Solids
Trinidad - - - -
Augusta GA 538 .540 .536 .503
Lima OH - - - -
Geismar LA - - - -
TOTAL 538 .540 .536 .503
Employees
Trinidad 409
Augusta GA 118
Lima OH 13°
Geismar LA 62
TOTAL 602°

? Based on 32% N content.
* As 100% HNO, tonnes.

PCS Nitrogen until December 31, 2007.

' A substantial portion is upgraded to value-added products.

> INEOS USA LLC operated the Lima facility under an operational agreement with

“ Indefinitely shut down production of ammonia and nitrogen solutions June 4, 2003;
restarted nitrogen solutions production on September 15, 2005 on a demand basis.

¢ 492 contract employees work at the nitrogen plants, for a total active workforce of 1,094.
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ammonia and related downstream products that were not
incurred in 2007. The price component of the cost of goods sold
variance was higher in other products than in ammonia and urea;
the cost of a planned turnaround at Augusta increased the costs
of nitrogen solutions and ammonium nitrate, while higher
production of nitrogen solutions from Geismar, where we purchase
ammonia, further increased the relative cost for that product.
Our US natural gas hedging activities contributed $59.0 million

to gross margin, compared to $73.5 million last year.

2006 vs 2005

Highlights

e Rising global natural gas prices led to nitrogen production
curtailments, particularly in Western Europe, and high prices
overseas in 2006. With higher ocean freight also a factor, less
nitrogen from Baltic and Arabian Gulf producers found its way to
the US, reducing competitive pressures in North America.

North American natural gas spot prices dropped significantly
throughout 2006 compared to the high levels seen in late 2005
during the aftermath of hurricanes in the US Gulf region, which
negatively affected realized prices. However, ammonia and urea
prices strengthened significantly later in the year as heightened
demand and tight global supply conditions led to a decoupling
from US natural gas costs.

Our Trinidad facility, which benefits from long-term, lower-cost
natural gas price contracts, delivered $182.5 million (or 58 percent)
of nitrogen gross margin for the year. Our US operations
contributed $59.6 million in gross margin, and we gained

$73.5 million from our natural gas hedges during the year.

Sales and Cost of Goods Sold

Total gross margin declined $3.1 million, primarily as a result of the
following changes:

o High natural gas prices that were sustained at more than $13 per
MMBtu during the fourth quarter of 2005 caused ammonia prices
to climb rapidly in late 2005 and led to industry production
curtailments, tightening market supply. Though North American
natural gas spot prices dropped significantly during the first half of
2006, ammonia and urea prices continued to exceed 2005 levels
until the third quarter. Tight global supply conditions led to nitrogen
prices decoupling from gas costs through the second half of 2006,
but fourth-quarter ammonia and urea prices were lower compared
to the peaks reached in fourth-quarter 2005 when the aftermath
of Hurricane Katrina was still affecting natural gas costs. Realized



e Total manufactured nitrogen sales volumes declined by 3 percent.
Manufactured nitrogen fertilizer sales represented the majority of
this drop, down 23 percent primarily due to mechanical production

annual manufactured ammonia prices were 1 percent higher than
in 2005 although manufactured urea prices were 5 percent lower.

Realized prices for manufactured nitric acid and ammonium

nitrate generally followed the rise in ammonia prices. Higher
manufactured ammonium nitrate realized prices contributed a
favorable $29.6 million to the change in gross margin as a result
of our customer contracts tied to either natural gas prices or the

NOLA ammonia price, but on a quarterly time-lag basis.

problems and gas input supply constraints.

Cost of goods sold declined on a per-tonne basis, positively

contributing to the change in gross margin by $2.6 million. Higher

year. Natural gas costs continue to be the single most important
contributor to cost of goods sold, typically representing between

75 percent and 90 percent of the cash cost of producing one
tonne of ammonia. The company'’s total average natural gas cost,
including the benefit of our hedge and lower-cost Trinidad gas
contracts, was $3.83 per MMBtu, 14 percent lower than in 2005.
Our US natural gas hedging activities contributed $73.5 million to

gross margin, compared to $48.6 million last year.

PotashCorp Nitrogen Prices
$US/Tonne

natural gas costs earlier in 2006 curtailed production at Augusta

and Lima. Mechanical problems at Lima also limited its production
in the second and third quarters. Finally, reduced production at

our 01 and 02 plants in Trinidad due to additional plant

400 -
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300 Ammonia
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150 - N?tr_ogen_ solutions
Nitric acid
100 |- Ammonium nitrate
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2005 2006 2007

turnarounds related to debottlenecking projects increased costs.
These were partially offset by lower natural gas costs later in the

PHOSPHATE RESULTS

Source: PotashCorp

% Increase

% Increase

% Increase

Dollars (millions) (Decrease) Tonnes (thousands) (Decrease) Average Price per Tonne (Decrease)
2007 2006 2005 2007 2006 2007 2006 2005 2007 2006 2007 2006 2005 2007 2006
Sales $1,637.1 $1,255.1 $1,137.3 30 10
Freight 112.4 88.5 80.1 27 10
Transportation
and distribution 334 431 37.9 (23) 14
Net sales $1,491.3 $1,123.5 $1,019.3 33 10
Manufactured product
Net sales
Fertilizer — liquids ~ $ 283.4 $ 2066 $§ 175.2 37 18 983 911 818 8 11 $288.37 $226.89 $214.21 27 6
Fertilizer — solids 607.5 391.6 346.7 55 13 1,623 1,634 1,516 (1) 8 $374.22 $239.64 $228.61 56 5
Feed 272.7 238.4 222.2 14 7 814 778 862 5 (10) $335.03 $306.63 $257.72 9 19
Industrial 277.4 239.7 231.2 16 4 731 647 664 13  (3) $379.47 $370.33 $348.12 2 6
1,441.0 1,076.3 975.3 34 10 4,151 3,970 3,860 5 3 $347.14 $271.14 $252.62 28 7
Cost of goods sold 1,019.5 958.7 8381.8 6 9 $245.60 $241.52 $228.40 2 6
Gross margin 421.5 117.6 935 258 26 $101.54 §$ 29.62 § 2422 243 22
Other miscellaneous
and purchased product
Net sales 50.3 47.2 44.0 7 7
Cost of goods sold 39.0 395 38.6 mMmn 2
Gross margin 11.3 7.7 5.4 47 43
Gross Margin $ 4328 § 1253 § 989 245 27 $104.26 $ 3156 $ 2562 230 23

Note 19 to the consolidated financial statements provides information pertaining to our business segments.
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Phosphate Feed Production (million tonnes)

Manufactured phosphate gross margin variance attributable to:

Dollars (millions)
2007 vs 2006
Change in Total Manufactured Phosphate
Sales Volumes Net Sales Cost of Goods Sold Gross Margin Variance
Manufactured product
Fertilizer — liquids $ 10.3 $ 59.7 $ (5.7) $ 64.3
Fertilizer — solids (1.1 218.8 (2.6) 215.1
Feed 6.7 23.1 (16.7) 13.1
Industrial 20.7 6.6 (16.1) 11.2
Change in product mix (8.9) 6.8 2.3 0.2
Total $ 27.7 $ 315.0 $ (38.8) $ 303.9
2007 vs 2006 Sales and Cost of Goods Sold
Highlights The total gross margin increase of $307.5 million was largely

e While strategic focus on our unique ability to produce and
market specialty phosphate products has brought stability and
increased profitability to the phosphate segment in recent years,
strengthening global agricultural fundamentals have begun
to demonstrate the value of our leverage in liquid and solid
phosphate fertilizers. Phosphate gross margin was $432.8 million,
surpassing our previous record of $230.1 million set in 1998.

e Solid fertilizers generated $205.8 million in gross margin
during 2007, while liquid fertilizers added $88.2 million, feed
$67.3 million and industrial products $60.2 million.

e Transportation and distribution costs declined 23 percent in 2007
despite the increase in sales, for offshore sales volumes of solid
fertilizers fell as the company focused on the North American
market. Freight increased more than sales due to higher market
freight rates and changes in customer and destination mix that
required more freight.

Annual Production Employees

Marseilles IL 278 A32 119 127 25
White Springs FL (Monocal) ~ .272 191 192 190 26
Weeping Water NE 209 A10 117 119 34
Joplin MO 163 .071 .082 .080 25
Aurora NC (DFP) 159 .084 085 .115 28
White Springs FL (DFP)! .100 - - .044 0
Fosfatos do Brasil 110 .056 .049 .076 82
TOTAL 1.291 .644 644 751 220
' Ceased production July 31, 2005.

attributable to the following changes:

e Realized prices were up in all major product categories, for two
main reasons: strong agricultural demand and the global impact
of higher demand for inputs such as sulfur, phosphate rock
and ammonia. As producers around the world allocated more
phosphoric acid to manufacturing solid fertilizers, markets for
liquid, feed and industrial products were squeezed. Pricing for
phosphate products sold on spot markets moved up significantly,
while certain industrial products rose on a delayed basis.
Realized prices for manufactured solid and liquid fertilizers
increased by 56 percent and 27 percent, respectively, while
manufactured feed prices rose by 9 percent and industrial
manufactured prices by 2 percent.

e Manufactured solid fertilizer sales volumes declined 1 percent
overall as we sold fewer tonnes in order to deliver on liquid
phosphate demand. Our liquid phosphate fertilizer capability

PotashCorp Phosphate Prices

$US/Tonne
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Source: PotashCorp
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allowed us to capitalize on significantly higher US demand,

selling 15 percent more there than in the same period last

year as we focused on these markets ahead of lower-netback
offshore regions. Total manufactured liquid fertilizer sales
volumes increased 8 percent. Manufactured industrial sales
volumes were 13 percent higher due to increased production at
our newest Aurora purified acid plant. Manufactured feed sales
volumes were up 5 percent.

Rising costs for ammonia, sulfur and phosphate rock negatively
impacted phosphate gross margin. Greater demand from the
phosphate sector challenged global sulfur supply in the latter
part of 2007, particularly in the international market. The impact
of this was also felt in North America and, as a result, our sulfur
costs rose 4 percent and negatively impacted gross margin by
$6.2 million compared to 2006. Ammonia costs, which were

5 percent higher, reduced gross margin by $5.9 million compared
to 2006. Costs were further increased by 5 percent higher rock
costs resulting from higher electrical and chemical processing
costs at Aurora and White Springs and two planned dragline
turnarounds at Aurora. These higher prices were partially offset
as the company had recognized in 2006 an impairment loss of
$6.3 million within the liquid fertilizer component. The
unfavorable cost variance in feed and industrial was higher than
in solid and liquid fertilizers. In feed, higher maintenance costs

negatively impacted costs. Industrial was negatively impacted

by higher electricity costs, higher maintenance and a higher
proportionate share of Geismar fixed costs allocated to it after
the shutdown of two product lines there in 2006. Despite the
higher ammonia cost noted above, solid fertilizer costs were
relatively constant due, in part, to a change in product mix within
the solid fertilizer category as we produced less DAP and more
MAP, which consumes less ammonia.

2006 vs 2005

Highlights

® In 2006, phosphate generated $125.3 million in gross margin,
27 percent higher than the $98.9 million in 2005. Phosphate

gross margin was negatively impacted by a $6.3 million
writedown of assets at Geismar during 2006.

Purified Acid Production (million tonnes P,0,)

Production
2006

245

Annual
Capacity

333

2007
.268

2005

Aurora NC 248

Purified acid is a feedstock for production of downstream industrial products
including metal brighteners and cola drinks.

Rock and Acid Production

Phosphate Rock Production (million tonnes) Phosphoric Acid (million tonnes P,0,)
Annual Production Annual Production Employees
Capacity 2007 2006 2005 Capacity 2007 2006 2005 (active)
Aurora NC 6.000 4.086 4.577 4.417 1.202 1.083 1.080 1.048 1,043
White Springs FL 3.600 3.226 3.114 3.186 .966 .925 .881 .865 875
Geismar LA - - = = .202 .156 147 184 77
TOTAL 9.600 7.312 7.691 7.603 2.370 2.164 2.108 2.097 1,995

Phosphate Production (million tonnes product)

Aurora White Springs Geismar
Annual Production Annual Production Annual Production
Capacity Capacity Capacity 2007 2006

Liquids: MGA'  1.835 1.740 1.722 1.697 1.908 - = = 337 .258 241 304
SPA 676 376 353 149 1.138 793 655 719 .196 - .015 .059
Solids (total) 1.247 DAP 548 609 495 .710 DAP 375 495 477 - DAP — = =
MAP 389 372 413 MAP 286 159 172 MAP = = =
DAP/MAP (total) 937 981 .908 .661 .654 .649 = = =

producers and sold domestically to dealers who custom-mix |

iquid fertilizer.

' A substantial portion of Aurora and Geismar production and all White Springs production is consumed internally to make downstream products. The balance is exported to phosphate fertilizer
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Phosphate Products for Food and Technical Applications
Cincinnati, OH

2006 2005

Purified acid feedstock utilized (tonnes P,0,) 13,465 13,303 13,426
Product tonnes processed:
Acid phosphates 17,473 17,253 17,430
Specialty phosphates 11,281 11,201 11,607

® Price increases were realized in all major product categories, in

response to continuing high input costs and reasonably tight
supply/demand fundamentals.

® Specialty products remained the foundation of our phosphate

business, proving their value as stable, higher-margin businesses.

Manufactured feed and industrial products contributed
$54.3 million and $49.2 million of 2006 gross margin,

respectively, while liquid fertilizer, which was directly impacted by

the above-mentioned writedown, added $24.2 million for the year

after the writedown. Within industrial, purified phosphoric acid

was again the most profitable product, generating gross margin

of $47.3 million for the year, representing 27 percent of net sales.

Sales and Cost of Goods Sold

Total gross margin increased by $26.4 million, largely as a result of

the following changes:

e Higher prices realized in the feed and fertilizer markets, due to
tight industry fundamentals, were supplemented by industrial
price increases implemented in 2005 that held through 2006.

EXPENSES AND OTHER INCOME

Higher feed prices implemented as a result of a strong pricing
stance over volumes contributed $38.8 million to the gross
margin increase. Of this increase, monocal represented

$22.6 million due to higher realized prices achieved in both the
North American and offshore markets. Fertilizer prices contributed
positively to the change in gross margin due to stronger demand.

Manufactured sales volumes were relatively flat, although there
was a change in product mix. Manufactured fertilizer sales
volumes improved, contributing $31.7 million to the change in
gross margin, as supply/demand fundamentals were strong. This
was partially offset by a 10 percent decline in manufactured feed
sales volumes resulting from our decision to remain firm on
pricing and reduce sales of lower-margin products, and a

3 percent decline in manufactured industrial sales volumes due
to reduced market demand.

The price variance in cost of goods sold negatively impacted the
change in gross margin by $84.1 million, primarily due to higher
raw material costs and a change in product mix. However,

8 percent higher sulfur prices and 7 percent higher ammonia
prices combined to reduce gross margin by $11.4 million and
$8.1 million, respectively. Phosphate rock costs were up

5 percent as a result of higher costs for purchased rock at
Geismar and higher electrical and chemical processing costs at
Aurora and White Springs. The writedown of assets, a change in
product mix (requiring more ammonia to be used), higher
depreciation charges and escalating prices for supplies and
services throughout the year further increased costs.

Dollars (millions), except percentage amounts

2006

$1584
66.5
(4.4)
94.0
85.6

158.1

% Increase (Decrease)

% of Sales 2005 % of Sales 2007 2006
4 $ 1445 4 34 10
2 137.2 4 104 (52)
- 12.5 - n/m n/m
2 61.8 2 34 52
2 82.3 2 (20) 4
4 267.4 7 163 (41)

2007 % of Sales

Selling and administrative $212.6 4
Provincial mining and other taxes 135.4 3
Foreign exchange loss (gain) 70.2 1
Other income 125.5 2
Interest expense 68.7 1
Income tax expense 416.2 8
n/m = not meaningful
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2007 vs 2006

Selling and administrative expenses increased as higher expenses
associated with certain of our performance-based compensation
plans (which are linked in part to the company’s share price
performance or earnings performance) and higher stock option
expense (as costs associated with the 2005, 2006 and 2007
Performance Option Plans were recognized during 2007 compared
to only the 2005 and 2006 Performance Option Plans during
2006) were recognized during 2007.

Provincial mining and other taxes increased, principally due to
higher potash profit per tonne and potash sales volumes impacting
our Saskatchewan Potash Production Tax and corporate capital tax.
Saskatchewan's Potash Production Tax is comprised of a base tax
per tonne of product sold and an additional tax based on mine
profits. The profit tax component increased $59.3 million in 2007
compared to 2006, as a result of two factors. First, the profit tax
component, which is calculated on a per-tonne basis, is reduced

by capital expenditures (portions of which are grossed up by

20 percent for profit tax purposes); the per-tonne impact of these
annual expenditures reduced 2006 potash production tax more
significantly than in 2007. In addition, gross potash revenue on

a per-tonne basis was higher in 2007 than in 2006. Second,
Saskatchewan-produced potash sales volumes rose by 34 percent
in 2007, which increased profit per tonne as the fixed costs on a
per-tonne basis were reduced. The 40 percent or $13.3 million
increase in corporate capital tax expense resulted from higher
potash sales revenues. It was partially offset by changes enacted
by the Province of Saskatchewan during the second quarter of
2006 to reduce the capital tax resource surcharge from 3.6 percent
to 3 percent over the next three years, with a 0.3 and a

0.2 percentage point reduction effective July 1, 2006 and July 1,
2007, respectively.

The impact of a stronger Canadian dollar relative to the US dollar
on the period-end translation of Canadian dollar-denominated
monetary items on the Consolidated Statements of Financial
Position, partially offset by treasury gains, contributed to foreign
exchange losses of $70.2 million in 2007. The Canadian dollar
gained strength against the US dollar over the course of 2007,
particularly in the last three quarters. In comparison, in 2006 the
Canadian dollar strengthened over the first half of the year then
weakened during the second half, contributing to a foreign
exchange gain of $4.4 million in that year.

Other income grew $31.5 million or 34 percent. Our share of earmings
from equity investments in APC and SQM increased $21.8 million in

2007 compared to 2006, while dividend income from our investments
in ICL and Sinofert contributed an additional $37.0 million compared
to last year. Partially offsetting these increases was a $26.5 million
provision for other-than-temporary impairment of auction rate
securities recorded in other income in 2007.

The interest expense category declined $16.9 million. Weighted
average balances of debt obligations outstanding and the
associated interest rates were as follows:

Dollars (millions), except percentage amounts
2007 2006 Change % Change

Long-term debt obligations,

including current portion

Weighted average outstanding  $1,557.3 $1,296.7 §$ 260.6 20
Weighted average interest rate 6.6% 6.9% (0.3)% (4)
Short-term debt obligations

Weighted average outstanding $  95.7 $ 5188 $(423.1)  (82)
Weighted average interest rate 5.4% 52% 0.2% 4

The lower average balance of short-term debt obligations
outstanding for 2007 resulted in interest expense on short-term
debt being $25.8 million lower than in 2006. The effect of higher
interest income due to higher average balances of cash and other
short-term investments during 2007 compared to 2006 was
partially offset by interest income recognized on income tax refunds
during 2006. These declines in net interest expense during 2007
were offset in part by the higher average balance of long-term debt
obligations outstanding. The overlap of $500.0 million of notes
issued in December 2006, prior to the repayment of $400.0 million
of notes in June 2007, increased interest expense $14.0 million
compared to 2006.

Our consolidated reported income tax rate for 2007 was
approximately 27 percent (2006 — 20 percent) and the consolidated
effective income tax rate was 30 percent (2006 — 30 percent).
ltems to note include the following:

e A scheduled 2 percentage point reduction in the Canadian
federal income tax rate applicable to resource companies,
effective at the beginning of 2007, and a reduction of the future
income tax rate enacted during the fourth quarter of 2007 were
offset by a higher percentage of consolidated income earned in
higher-tax jurisdictions during 2007 compared to 2006.

e During the fourth quarter of 2007, the Government of Canada
enacted a reduction of the federal corporate income tax rate from
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21 percent in 2007 to 15 percent by 2012. This was in addition
to a small change enacted in the second quarter of 2007. These
changes reduced our future income tax liability by $40.1 million.
In 2006, changes were enacted by the Government of Canada
to reduce the federal corporate income tax rate and the federal
corporate surtax, reducing our future income tax liability by
$22.9 million at that time.

e During 2006, the Province of Saskatchewan enacted changes
to the corporate income tax that resulted in a $21.9 million
reduction in our future income tax liability in that year.

e In 2006, income tax refunds totaling $34.1 million were recorded.

Aside from the impact of income tax refunds received and the
effect of Canadian tax rate changes on our future income tax
liability recognized during each year, 65 percent of the effective
rate pertained to current income taxes in 2007 as compared to
60 percent in 2006. The increase in 2007 is largely due to the
increase in nitrogen and phosphate operating income in the US,
a jurisdiction where, as of December 31, 2006, we had federal
income tax loss carryforwards of approximately $372.3 million
that were available to offset this income; this total was reduced
to nil as of December 31, 2007.

2006 vs 2005

Selling and administrative expenses increased as higher expenses
associated with certain of our performance-based compensation
plans (which are linked in part to the company's share price
performance), higher stock option expense (as costs associated
with both the 2005 and 2006 Performance Option Plans were
recognized during 2006 compared to only the 2005 Performance
Option Plan during 2005) and increased corporate amortization
costs were incurred during 2006.

Provincial mining and other taxes declined 52 percent in 2006
compared to 2005, principally due to decreases in the Saskatchewan
Potash Production Tax and corporate capital tax. The profit tax
component declined significantly as a result of the deductibility of
our capital expenditures to bring back idled potash capacity. This
component was enhanced by high capital expenditures and

12 percent lower potash sales volumes. In addition, during the second
quarter of 2006, the Province of Saskatchewan enacted changes to
reduce the capital tax resource surcharge over the next three years,
with a 0.3 percentage point reduction effective July 1, 2006.

Treasury activity and the year-end translation of Canadian dollar-
denominated monetary items on the Consolidated Statement of
Financial Position contributed to a net foreign exchange gain of
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$4.4 million in 2006. The Canadian dollar gained strength against
the US dollar over the first half of 2006, then weakened during the
second half. The strengthening of the Canadian dollar relative to
the US dollar during 2005 contributed to foreign exchange losses
of $12.5 million that year.

Other income increased by $32.2 million as a $3.0 million dividend
was received from Sinofert during 2006 and dividend income from
our investment in ICL increased by $8.9 million compared to 2005.
A reduction in loss on disposal of assets compared to that
recognized during 2005 and a higher gain on sale of property,
plant and equipment (including a $4.4 million gain on the sale of
four of the company's PCS Joint Venture Ltd. properties) further
contributed to the increase. These were complemented by a slightly
higher share of earnings from equity investees during 2006.

Including the current portion, weighted average long-term

debt outstanding during 2006 was $1,296.7 million (2005 —
$1,266.3 million) with a weighted average interest rate of

6.9 percent (2005 — 6.9 percent). The weighted average interest
rate on short-term debt outstanding in 2006 was 5.2 percent
(2005 — 3.5 percent) and the weighted average short-term debt
outstanding was $518.8 million (2005 — $115.9 million). Although
the average balance of short-term debt outstanding was higher at
higher interest rates, the interest expense category increased only
$3.3 million due to the impact of higher capitalized interest
because of expansion and other projects and interest income
recognized on income tax refunds received during 2006.

The company's consolidated reported income tax rate for 2006 was
approximately 20 percent (2005 — 33 percent). The reduction was
due to the following:

e During 2006, we reduced our consolidated effective income tax
rate from 33 percent to 30 percent, primarily due to two factors
that occurred during the year. First, the Province of Saskatchewan
enacted changes to the corporate income tax, reducing the rate
from 17 percent to 12 percent over the next three years. The
impact of this change, reducing our future income tax liability by
$21.9 million, was also recognized during the year. Second, we
revised our estimated allocation of annual income before income
taxes by jurisdiction as a result of a decrease in expected potash
operating income in Canada.

e During 2006, the Government of Canada enacted changes to
the federal corporate income tax and the corporate surtax. The
corporate income tax rate will be reduced from 21 percent to
19 percent over the next four years and the corporate surtax will
be reduced from 1.12 percent to nil in 2008. The $22.9 million



impact of this change that reduced our future income tax liability of $109.3 million compared to 2005. For 2006, 60 percent of the
was recognized during 2006. effective rate pertained to current income taxes and 40 percent to
future income taxes, aside from the impact of the aforementioned
income tax refunds and the effect of the Canadian tax rate changes
on the company's future income tax liability recognized during the
year. The decrease in the current tax provision from 85 percent last
year is largely due to the significant decrease in potash operating

e Income tax refunds totaling $34.1 million were recorded, relating
to a recent Canadian appeal court decision (pertaining to a
uranium producer) that affirmed the deductibility of the
Saskatchewan capital tax resource surcharge.

The combination of income tax refunds received, changes in tax rates income in Canada and the change in mix and levels of income
and lower operating income led to a decline in income tax expense earned in the company’s other tax jurisdictions.
Because of the international nature of our operations, we incur and the impact on 2006 net income had the rate remained at the
costs and expenses in a number of foreign currencies other than the 2005 year-end rate of 1.1659:
us dollar. The exchange rates covering such currencigs hgve varied
substantially over the last three years. The sharp decline in the US -
dollar has had a significant unfavorable impact on costs and DL EL ST CT 3 R TR T
expenses incurred in other currencies, which are translated into US L . A Sl
dollars for financial reporting purposes. In Canada, our revenue is OF’erat'”Q Income Increase
earned and received in US dollars while the cost base for our potash before income taxes 5405 $ 86
operations is in Canadian dollars. This results in higher translated N,Qt ncome Increase ) ikl 6l
expenses without any offsetting increase in revenues. Diluted net income per share inarease R L
The following table shows the impact on net income if the 2007 A general description of our hedging activities to help mitigate
exchange rate had remained at the 2006 year-end rate of 1.1653, volatility is outlined on Page 59.
QUARTERLY RESULTS AND REVIEW OF FOURTH-QUARTER PERFORMANCE
(unaudited, in millions of US dollars except per-share amounts)
2007 2006
(0] ] Q2 (0F] Q4 Total Q1 Q2 (0F] Q4 Total
Sales $1,154.7 $1,353.1 $1,295.0 $1,431.4 $5,234.2 $861.6  $928.7 $953.5 $1,022.9 $3,766.7
Less: Freight 81.9 923 80.6 91.3 346.1 54.9 62.3 65.6 73.0 255.8
Transportation and distribution 31.0 32.6 31.0 29.5 1241 31.2 35.8 37.6 29.5 134.1
Cost of goods sold 672.1 726.8 708.3 775.6  2,882.8 572.0 577.2 604.5 621.1  2,374.8
Gross margin 369.7 501.4 475.1 535.0 1,881.2 203.5 253.4 2458 299.3  1,002.0
Operating income 308.3 4223 406.2 451.7 1,588.5 192.1 194.7 223.2 265.5 875.5
Net income 198.0 285.7 2431 376.8 1,103.6 125.5 175.1 145.2 186.0 631.8
Net income per share — basic 0.63 0.91 0.77 1.19 3.50 0.40 0.56 0.47 0.59 2.03
Net income per share — diluted 0.62 0.88 0.75 1.16 3.40 0.40 0.55 0.46 0.58 1.98
Potash gross margin 174.2 260.4 221.3 256.4 912.3 90.8 132.8 153.6 183.9 561.1
Nitrogen gross margin 131.3 144.2 123.9 136.7 536.1 79.4 91.7 62.4 82.1 315.6
Phosphate gross margin 64.2 96.8 129.9 141.9 432.8 333 28.9 29.8 333 125.3
Net income per share for each quarter has been computed based on the weighted average number of shares issued and outstanding during the respective quarter; therefore, quarterly amounts
may not add to the annual total. Per-share calculations are based on full dollar and share amounts.
Certain aspects of our business can be impacted by seasonal factors. Fertilizers are sold primarily for spring and fall application in both Northern and Southern hemispheres. However, planting
conditions and the timing of customer purchases will vary each year and fertilizer sales can be expected to shift from one quarter to another. Most feed and industrial sales are by contract and
are more evenly distributed throughout the year.
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With strong market conditions and rising prices for all three
nutrients, gross margin for the quarter climbed to a record
$535.0 million, up $235.7 million from last year's fourth quarter.
Cash flow from operations of $531.6 million was the second
highest quarterly total in our history, while the $1,688.9 million
achieved for the year exceeded the 2005 record by 95 percent.

Highlights of our 2007 fourth quarter include:

e Potash gross margin of $256.4 million approached the record
$260.4 million of this year's second quarter and was 39 percent
higher than the $183.9 million of last year's fourth quarter. As
a percentage of net sales, potash gross margin increased to
60 percent from 57 percent in last year's fourth quarter, and
from 58 percent in the third quarter of 2007. Realized prices to
offshore markets were up $36 per tonne over 2006, but the full
benefit of announced offshore price increases was not captured
because of higher ocean freight rates and locked-in contract
pricing to China and India. In the North American spot market,
our realized prices were $48 per tonne higher than in 2006 and
$19 per tonne above last quarter. Total potash sales volumes of
2.3 million tonnes were 5 percent above last year, when offshore
markets were actively restocking after purchasing delays earlier
in 2006. Offshore, sales volumes of 1.5 million tonnes were
10 percent higher than in the previous year. Our North American
sales volumes were just slightly lower than the previous year's
very strong fourth-quarter sales. Our potash production reached
a quarterly record of 2.5 million tonnes, 6 percent higher than
in 2006 as we saw the benefit of additional tonnes after the
completion of our Allan project in 2007. The stronger Canadian
dollar raised potash cost of goods sold by about $8 per tonne
compared to last year, while continuing higher brine inflow costs
at New Brunswick and Esterhazy had a further negative impact
of $6 per tonne.

On the foundation of continuing strong agricultural demand and
higher natural gas prices, nitrogen gross margin of $136.7 million
was the second highest quarterly total in company history,

67 percent above the same quarter in 2006 and trailing only
the second quarter of 2007. Our Trinidad operation generated
$73.9 million in gross margin, while our US operations added
$45.1 million and natural gas hedging gains contributed

$17.7 million. With the continuation of tight supply/demand
fundamentals, realized prices for manufactured ammonia and
urea were up 9 percent (+$25 per tonne) and 46 percent
(+$120 per tonne), respectively, from 2006. The significant price
improvements for these products were achieved since the third
quarter of 2007, with ammonia 11 percent higher (+$31 per
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tonne) and urea up 14 percent (+$46 per tonne). Prices for
nitrogen solutions were up 52 percent quarter over quarter. Total
manufactured nitrogen sales volumes of 1.4 million tonnes were
up 19 percent from 2006 levels, built on strong US agricultural
demand. This was achieved even though production was flat, as
our Augusta facility took a planned 35-day turnaround during the
quarter. We again opportunistically produced nitrogen solutions
at our Geismar facility from imported ammonia and purchased
carbon dioxide, enabling us to increase total manufactured sales
volumes for this product by 160 percent quarter over quarter and
add an extra $13.6 million to the gross margin increase.

Driven by continued strong sales volumes and higher pricing in all
major product categories, phosphate generated record quarterly
gross margin of $141.9 million in the fourth quarter of 2007,
exceeding the total in the same quarter of 2006 by $108.6 million.
Solid phosphate fertilizers continued their strong turnaround,
generating $70.3 million in gross margin, while liquid fertilizer

at $31.5 million, feed at $22.3 million and industrial products at
$14.9 million were consistent contributors. Our realized prices
were up from a year earlier in all major product categories, in part
because of strong agricultural demand and in part due to the
global impact of higher costs for inputs such as sulfur, phosphate
rock and ammonia. Pricing for phosphate products sold on spot
markets moved dramatically upward, while certain industrial
products rose on a delayed basis. Our manufactured solid fertilizer
realized prices were up 82 percent (+$192 per tonne) compared
to the same quarter in 2006, while liquid fertilizer rose 37 percent
(+$86 per tonne), feed 22 percent (+$67 per tonne) and
industrial products 6 percent (+$22 per tonne). North American
manufactured sales volumes for liquid fertilizer were up 9 percent
and solid fertilizers were 22 percent higher than the previous
year's fourth quarter, as we focused on these markets ahead of
lower-netback offshore regions. Total liquid and solid fertilizer
manufactured sales volumes were 2 percent higher and 3 percent
lower than in 2006, respectively. Manufactured feed sales volumes
rose 12 percent quarter over quarter, driven by a 32 percent
increase in sales to offshore markets, primarily in Latin America.
Manufactured industrial sales volumes were 17 percent higher
than the fourth quarter of 2006 as a result of stronger demand for
phosphoric acid and retail technical grade purified acid. Our sulfur
costs rose 49 percent from the fourth quarter of 2006 and

30 percent from the trailing quarter.

Selling and administrative expenses were substantially higher
in 2007, due largely to valuation of deferred share units that
were directly impacted by the significant upward movement in
our share price.



e The Canadian dollar strengthened slightly against the US dollar
during the fourth quarter of 2007 and the translation of Canadian
dollar-denominated monetary items contributed to a $2.8 million
foreign exchange loss during this period. This compared to a
gain of $13.6 million during last year's fourth quarter when the
US dollar’s strengthening had a significant effect.

e Other income declined $7.5 million despite dividend income
increasing $10.6 million and our share of earnings from equity
investees contributing an additional $2.6 million, as a
$26.5 million provision for other-than-temporary impairment

KEY EARNINGS SENSITIVITIES

of investments in auction rate securities held within our trading
account was recognized during the quarter.

e Reductions to the Canadian federal corporate income tax rate

between 2008 and 2012 were enacted in the quarter, which

decreased our future income tax liability and income tax expense

by $35.4 million and contributed to the reduction in our

consolidated effective income tax rate from the previous
33 percent estimate back down to 30 percent. This was
supplemented by more permanent deductions generated in the

state income tax rate.

US than previously forecast and a reduction in our US blended

A number of factors affect the earnings of the company’s three nutrient segments. The table below shows the key factors and their approximate
effect on EPS based on the assumptions used in the 2008 earnings guidance provided January 24, 2008 of $6.25 to $7.25 per share.

INPUT COST SENSITIVITIES PRICE AND VOLUME SENSITIVITIES fect
NYMEX gas price Nitrogen +0.03 | Price Potash changes by $20/tonne +0.34
increases by DAP/MAP changes by $20/tonne +0.06
$1/MMBtu Potash -0.02 o
Ammonia increases by $20/tonne
Sulfur changes by Phosphate +0.09 * Nitrogen +0.04
$20/long ton e Phosphate -0.01
Canadian to US dollar Canadian operating Urea changes by $20/tonne =005
strengthens by $0.01 expenses net of =001 | volume Potash changes by 100,000 tonnes +0.05
provincial taxes Nitrogen changes by 50,000 N tonnes -0.03
Translation gain/loss -0.01 Phosphate changes by 50,000 P,0, tonnes - 0.05

The above sensitivities affect cash flow as well, except the translation gain/loss which is primarily non-cash.

INDICATORS TO WATCH IN 2008

e \Weather and global acreage planted
e Ethanol and biodiesel developments
e US corn acres

exports, soybean

e US dollar exchange rates with global
currencies

e Global crop prices

e QOcean freight rates

e Prices for natural gas, ammonia and sulfur
e EU and US nitrogen curtailments

e Brazil's weather, soybean prices, credit
policy, soybean acres planted

e China's agricultural taxes, subsidies, corn

imports

e China’s policy on exporting phosphate
rock, DAP/MAP and urea

e India’s subsidy policy
e India’s urea and DAP production levels
e US progress on new Farm Bill

® Project capital costs

e New capital project announcements

e Health of US and world economies

o Effect of livestock-based disease

foot and mouth disease

use of meat and bone meal in anim

production on US feed phosphate
consumption

household improvements, and vehi
production and sales

Fertilizer Feed and Industrial

restrictions on world trade, e.g. avian flu,

e Potential tightening of restrictions on the

al feeds

e Impact of residual grain from ethanol

e Consumer spending, housing starts,

cle
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1 Economy

The International Monetary Fund forecasts continuing strong world
economic growth averaging about 5 percent annually for the
period 2008-2012. Led by China and India, the booming Asian
economies should continue their robust growth, enabling their
people to enjoy better diets and broaden their lifestyles with a
wide range of products from industry. The slowing US economy

is expected to grow by only 1.5 percent in 2008. Despite this, US
net cash farm income is projected to exceed a record $95 billion.

2 Global Protein Consumption

People in developing countries currently consume less than half
the protein of those in developed countries. Strong GDP growth
in those countries in 2008 and beyond is expected to continue

to provide higher incomes, allowing people there to increase the
protein content of their diets. Much of this protein is expected to
be supplied by domestic meat animals, which consume significant
amounts of crops such as corn. Production of these crops is
expected to continue lagging consumption.

3 Biofuels

Qil prices projected to be substantially above $50 per barrel for
the rest of the decade are expected to maintain the momentum
of global biofuel programs. The US Energy Bill signed in late 2007
committed the country to use 9 billion gallons of ethanol in 2008,
15 billion gallons of corn-based ethanol by 2015 and 36 billion
gallons of renewable fuels by 2022. The 2015 and 2022 targets
are more than double and more than five times the 2007 level,
respectively. Biofuels are expected to be a necessary part of the
energy equation for years to come.

Brazil's farmers are expected to plant more sugar cane during the
next few years to meet anticipated growth in demand for ethanol
for both domestic and export markets. High palm oil prices should
raise oil palm plantings in Malaysia and Indonesia to supply longer-
term demand growth, while increased food use of this product may
slow short-term growth in production of export biodiesel for Europe.

4 Crop Prices

With global inventories for wheat and coarse grains projected

to fall to record lows by the end of the 2007/08 crop year, prices
for these crops are expected to remain strong in 2008 and beyond.
Competition for planted acreage is projected to support high
prices for other crops such as soybeans, while a robust pricing
environment for key global crops such as oil palm, coffee, bananas,
cocoa and rubber should continue.

5 N, Pand K

More fertilizer is expected to be applied around the world to
meet the growing demand for food, animal feed, fiber and fuel.
With strong crop prices motivating a push for higher yields, global
potash demand is forecast to grow by 5 percent, phosphoric acid
by 5 percent and nitrogen by 2.5 percent in 2008.

6 Potash

With projections for ongoing 3-4 percent average growth in annual
demand, world potash supply is expected to remain tight for several
years. Given the five- to seven-year lead time for greenfield projects
—and no announcements to date — significant new production is
not anticipated in that period. Some producers are expected to
complete small expansions of existing operations in the next five
years. PotashCorp, the largest producer, has announced plans to
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bring on approximately 5 million tonnes of operational capacity by
the end of 2012. Even with additional incremental capacity, the
market is expected to remain reasonably tight. The very positive
agriculture and potash market conditions should encourage higher
potash prices, but perhaps at more moderate growth rates than the
unprecedented upward movement of the last six months.

7 Natural Gas

The futures market reflects 2008-2010 US natural gas prices
between $7.50 and $9.50/MMBtu and European natural gas
prices between $9.00 and $11.00/MMBtu. The cost of Russian gas
delivered to the EU is expected to continue to rise, and to Ukraine
to average $5.75 in 2008 and exceed $6.00 to the end of the
decade. Development of new capacity now costs more everywhere.
The rising demand for gas to produce LNG and industrial products
is expected to continue to reduce the price gap between lower-cost
and higher-cost gas regions. This, together with high shipping costs,
may discourage countries with surplus low-cost gas from
monetizing it by producing nitrogen products for export.

8 Nitrogen

Rising global need for crops is expected to increase nitrogen fertilizer
consumption by 2.5 percent in 2008. Continuing high import
demand, lower marginal export supply from former Soviet Union
countries and less US and EU domestic supply may counter the new
urea and ammonia export capacity expected in 2008, potentially
putting moderate downward pressure on markets. Current project
plans together with anticipated market growth are expected to
maintain reasonable market strength over the next few years.

9 Phosphates

Relatively strong phosphate markets are expected through the end
of the decade due to growing demand, recent US shutdowns and
few new projects coming on stream in the near future. Rising costs
of rock and sulfur are expected to put pressure on phosphate prices
in 2008 and underscore the advantage of owning integrated,
high-quality rock reserves. However, sulfur costs may in the short
term rise significantly faster than some phosphate prices, given the
nature of the business with certain customers for certain products.

Substantial new capacity is expected in Saudi Arabia in 2011 or
2012. This could potentially soften markets at that time; however,
other global producers reliant on imported production inputs,
particularly phosphate rock, may be forced to curtail production,
offsetting new capacity. India’s DAP production is expected to
continue substantially below capacity due to delays in government
subsidy payouts and inefficient operations. US producers will likely
continue to focus on domestic markets and convenient offshore
markets such as Latin America.

Natural Gas Prices Rising
In Key Nitrogen Producing Regions
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FINANCIAL CONDITION REVIEW

Effective January 1, 2007, we adopted new accounting standards
for financial instruments and hedging activities on a prospective
basis; accordingly, comparative amounts for prior periods have not
been restated. The new standards had the following impact on
our Consolidated Statements of Financial Position as of

December 31, 2007:

e The fair values of available-for-sale investments are recorded as
assets on the Consolidated Statements of Financial Position. The
company classified its investments in ICL and Sinofert as
available-for-sale and therefore has recorded these investments
at their fair value, resulting in a balance of unrealized holding
gains in investments of $2,334.1 million, accumulated other
comprehensive income of $2,133.7 million and future income
tax liability of $200.4 million as of December 31, 2007. The total
balance recorded in investments related to ICL and Sinofert as of
December 31, 2007 was $2,725.5 million. In previous periods
these investments had been recorded at cost which, as of
December 31, 2006 and December 31, 2007, was $167.7 million
for ICL and $223.7 million for Sinofert.

Derivative instruments are generally recorded on the Consolidated
Statements of Financial Position at fair value. At December 31,
2007, the fair value of our derivative instrument assets
represented a current asset of $30.8 million and a long-term
asset of $104.2 million. Of the total, $127.7 million related to
natural gas swap, option and physical gas purchase contracts,
with $127.6 million of the swap contracts designated as
accounting hedges, and $7.3 million related to foreign currency
and other forward purchase contracts. As of December 31, 2006,
no such derivative instrument assets were recorded on the balance
sheet. As of December 31, 2007, the current portion of derivative
instrument liabilities of $0.2 million related to natural gas
contracts was included in accounts payable and accrued charges.
Net gains of $73.5 million on the contracts designated as
accounting hedges have been recognized in accumulated other
comprehensive income, net of income taxes, as of December 31,
2007, to the extent those hedges are effective; ineffectiveness of
$9.6 million arising from January 1 to December 31, 2007 has
been recognized as an increase through net income. The future
income tax liability associated with these instruments was

$50.3 million. Net realized and unrealized gains recognized in
net income on physical gas purchase contracts and options not
qualifying for hedge accounting arising from January 1 to
December 31, 2007 were insignificant; no amounts were
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recorded in net income during 2006. Hedge ineffectiveness
existing on derivative instruments as of January 1, 2007 was
recorded as a cumulative effect adjustment to opening retained
earnings, net of income tax, resulting in an increase in retained
earnings of $0.2 million and a decrease in accumulated other
comprehensive income of $0.2 million.

Bond issue costs were reclassified from other assets to long-term
debt and deferred swap gains were reclassified from other
non-current liabilities to long-term debt, resulting in a reduction
in other assets of $23.9 million, a reduction in other non-current
liabilities of $6.6 million and a reduction in long-term debt of
$17.3 million at January 1, 2007. These costs are amortized
using the effective interest rate method, and will continue to

be amortized over the term of the related liability. As of
December 31, 2007, unamortized bond issue costs reduced
long-term debt by $24.6 million while unamortized deferred
swap gains increased it by $5.3 million.

During 2007, we recorded investments in auction rate securities

in investments, which we classified as available-for-sale. As of
December 31, 2007, the balance recorded in investments was
$56.0 million (face value $132.5 million), resulting in a balance of
unrealized holding losses of $76.5 million. The unrealized losses
represent our estimate of diminution in value as of December 31,
2007, resulting from the lack of current liquidity for these
investments at year-end and uncertainty as to the ultimate
recoverability. Of the total unrealized loss, $26.5 million has been
considered other-than-temporary and therefore reduced net income
before income taxes, while $50.0 million has been considered
temporary and reduced other comprehensive income before income
taxes. In prior years, auction rate securities were included with cash
and cash equivalents. The company has not reclassified prior years
as the adjustments are not considered material.

Total assets were $9,716.6 million at December 31, 2007, an
increase of $3,499.6 million or 56 percent over December 31, 2006.
During the same period, total liabilities increased by $261.2 million
to $3,697.9 million, and total shareholders” equity increased by
$3,238.4 million to $6,018.7 million.

The largest contributors to the increase in assets during 2007

were investments in available-for-sale securities and derivative
instruments as described above, cash and cash equivalents,
property, plant and equipment and accounts receivable. Cash and
cash equivalents increased $393.8 million, largely due to cash flow
from operations which was $1,688.9 million during 2007. Accounts



receivable increased $153.9 million or 35 percent compared to
December 31, 2006, which is consistent with the 43 percent
increase in sales in the last month of the year. These increases
were partially offset by a $73.2 million decline in inventories as
they were drawn down due to strong demand that exceeded the
company's production, which was interrupted due to regularly
scheduled maintenance at certain locations.

Liabilities increased despite cash flow from operations being

used to repay $67.9 million of short-term debt obligations and
$400.4 million of long-term debt obligations during 2007,
including $400.0 million of 7.125 percent 10-year bonds at
maturity. This reduction was more than offset by higher future
income tax liability and accounts payable and accrued charges.
Future income tax liability increased $356.0 million, of which
$250.7 million was attributable to the adoption of new accounting
standards for financial instruments and hedging activities as
described above, with the remainder primarily driven by the impact
of the strengthening Canadian dollar and higher income earned
during 2007. Accounts payable and accrued charges were

$366.5 million higher than at December 31, 2006 as income taxes
payable were up $118.4 million with higher income earned in 2007
combined with a lower Canadian installment base; trade payables
were up $99.1 million due to work on the company’s potash
expansion projects; accrued payroll was up $42.9 million due to
higher incentive plan accruals related to share price appreciation
and stronger results year over year; deferred revenue increased
$17.3 million as a result of customers prepaying for product to
lock in pricing ahead of announced price increases; and dividends
payable were up $15.9 million as we doubled our quarterly cash
dividend in May 2007.

Share capital, retained earnings and contributed surplus all
increased at December 31, 2007 compared to December 31, 2006.

Share capital was $29.7 million higher due to the issuance of
common shares upon stock option exercises and under our
dividend reinvestment plan. Recognition of compensation cost
associated with our stock-based compensation plans increased
contributed surplus by $38.6 million while the issuance of common
shares arising from stock option exercises reduced the balance, for
a net increase of $36.6 million. Net earnings of $1,103.6 million
for 2007 increased retained earnings while dividends declared of
$110.6 million and a cumulative effect adjustment related to the
adoption of new accounting standards (as described above)
reduced the balance, for a net increase in retained earnings of
$993.2 million at December 31, 2007 compared to December 31,
2006. We also added a new line in the equity section of the
Consolidated Statements of Financial Position for accumulated
other comprehensive income as a result of new accounting
standards effective January 1, 2007, as described above. Balances
comprising accumulated other comprehensive income included
(net of related income taxes) $2,098.7 million in net unrealized
holding gains on our available-for-sale securities, $73.5 million in
net unrealized gains on our natural gas derivatives that qualify for
hedge accounting and $6.7 million in unrealized foreign exchange
gains on translation of our self-sustaining foreign operations.

LIQUIDITY AND CAPITAL RESOURCES

The following section explains how we manage our cash and
capital resources to carry out our strategy and deliver results.

Liquidity risk arises from our general funding needs and in the
management of our assets, liabilities and optimal capital structure.
We manage liquidity risk to maintain sufficient liquid financial
resources to fund our balance sheet and meet our commitments
and obligations in the most cost-effective manner possible.
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CASH REQUIREMENTS

The following aggregated information about our contractual obligations and other commitments aims to provide insight into our short- and
long-term liquidity and capital resource requirements. The information presented in the table below does not include obligations that have
original maturities of less than one year, planned capital expenditures or potential share repurchases.

Contractual Obligations and Other Commitments Payments Due by Period — Dollars (millions)

Total Within 1 year 1 to 3 years 3 to 5 years Over 5 years
Long-term debt obligations $ 1,358.5 $ 0.2 $ 2.1 $ 606.2 $ 750.0
Estimated interest payments on
long-term debt obligations 1,134.4 96.8 193.7 123.1 720.8
Operating leases 657.2 97.4 168.8 136.8 254.2
Purchase obligations 914.2 272.1 221.0 148.3 272.8
Other commitments 88.3 22.7 38.2 7.6 19.8
Other long-term liabilities 1,263.7 49.2 78.4 385 1,097.6
Total $ 54163 $§ 5384 § 7022 $ 1,060.5 $ 3,115.2

Long-Term Debt Obligations

Long-term debt obligations consists of $1,350.0 million of senior
notes that were issued under US shelf registration statements, a net
of $5.9 million under back-to-back loan arrangements (described in
Note 13 to the consolidated financial statements) and other
commitments of $2.6 million payable over the next five years.

The senior notes represent more than 99 percent of our total
long-term debt obligations portfolio and are unsecured. Of

the senior notes outstanding, $600.0 million bear interest at
7.750 percent and mature in 2011, $250.0 million bear interest at
4.875 percent and mature in 2013 and $500.0 million bear interest
at 5.875 percent and mature in 2036. Senior notes in the principal
amount of $400.0 million were repaid in full at maturity in June
2007. There are no sinking fund requirements. The senior notes

are not subject to any financial test covenants but are subject to
certain customary covenants (including limitations on liens and
sale and leaseback transactions) and events of default, including
an event of default for acceleration of other debt in excess of

$50.0 million. The other long-term debt instruments are not subject
to any financial test covenants but are subject to certain customary
covenants and events of default, including, for other long-term
debt, an event of default for non-payment of other debt in excess
of $25.0 million. Non-compliance with such covenants could result
in accelerated payment of the related debt. The company was in
compliance with all covenants as at December 31, 2007. Under
certain conditions related to change in control, the company is
required to make an offer to purchase all, or any part, of the senior
notes due 2036 at 101 percent of the principal amount of the
senior notes repurchased, plus accrued interest.
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The estimated interest payments on long-term debt obligations in
the table above include our cumulative scheduled interest payments
on fixed and variable rate long-term debt. Interest on variable rate
debt is based on interest rates prevailing at December 31, 2007.

Operating Leases

We have long-term operating lease agreements for buildings,
port facilities, equipment, ocean-going transportation vessels and
railcars, the latest of which expires in 2022. The most significant
operating leases consist of three items. The first is our lease of
railcars, which extends to approximately 2022. The second is the
lease of port facilities at the Port of Saint John for shipping New
Brunswick potash offshore, which runs until 2018. The third is the
lease of four vessels for transporting ammonia from Trinidad. One
vessel agreement runs until 2018; the others terminate in 2016.

Purchase Obligations

We have long-term agreements for the purchase of sulfur for use
in the production of phosphoric acid. These agreements provide
for minimum purchase quantities and certain prices are based on
market rates at the time of delivery. The commitments included in
the table above are based on contract prices.

We have entered into long-term natural gas contracts with the
National Gas Company of Trinidad and Tobago Limited, the latest
of which expires in 2018. The contracts provide for prices that
vary primarily with ammonia market prices, escalating floor prices
and minimum purchase quantities. The commitments included in
the table above are based on floor prices and minimum

purchase quantities.




We also have long-term agreements for the purchase of phosphate

rock used at our Geismar facility. The commitments included in the
table on Page 54 are based on the expected purchase quantity and
current net base prices.

Other Commitments

Other operating commitments consist principally of amounts relating
to various rail freight contracts, the latest of which expires in 2010,
and mineral lease commitments, the latest of which expires in 2028.

Other Long-Term Liabilities

Other long-term liabilities consist primarily of net accrued
pension and other post-retirement benefits, future income taxes,
environmental costs and asset retirement obligations.

Future income tax liabilities may vary according to changes in tax
laws, tax rates and the operating results of the company. Since it is
impractical to determine whether there will be a cash impact in any
particular year, all long-term future income tax liabilities have been
reflected in the "over 5 years” category in the table on Page 54.

Capital Expenditures

Based on our current exchange rate expectations, during 2008
we expect to incur capital expenditures, including capitalized
interest, of approximately $1,090 million for opportunity capital,
approximately $310 million to sustain operations at existing levels
and approximately $30 million for site improvements.

Investment Liquidity
Investments

Investments include auction rate securities. All securities continue
to be rated AAA, with the exception of one investment (face value
$19.9 million) which has a split rating. Although this investment

is rated AAA by one ratings agency, another has it sub AAA
although still investment grade. Maturities extend through 2046.
The securities include collateralized loan obligations with a face
value of $48.3 million and collateralized debt obligations with a
face value of $84.2 million. As of December 31, 2007, the balance
recorded in investments related to these auction rate securities was
$56.0 million (face value $132.5 million), resulting in an unrealized
loss of $76.5 million. The unrealized loss represents the company’s
estimate of diminution in value as of December 31, 2007 resulting
from the current lack of liquidity for these investments at year-end
and uncertainty as to the ultimate recoverability. Of the decline

in value, $50.0 million is presently considered temporary and

$26.5 million is considered other-than-temporary. We have
commenced an arbitration proceeding against the investment

firm that purchased the securities for our account without our
authorization, and we intend to pursue our claim vigorously.

We are exposed to liquidity and credit risk on investments in
auction rate securities due to the current lack of liquidity that has
existed since August 2007; therefore the securities are being held
in our account for longer than the approximate 28 days that was
originally anticipated. We are uncertain as to when the liquidity for
such securities will improve. As a result, during the fourth quarter
we reclassified the investments from short-term to long-term,
reflecting that liquidity may not return within one year and, further,
that we may hold the investments for a longer period of time, as
we are able to do.

Sources and Uses of Cash

The company's cash flows from operating, investing and financing
activities, as reflected in the Consolidated Statements of Cash Flow,
are summarized in the following table:

Dollars (millions) except percentage amounts

% Increase (Decrease)

2007 2006 2005 2007 2006
Cash provided by operating activities $ 1,688.9 $  696.8 $  865.1 142 (19)
Cash (used in) investing activities $ (758.1) $  (839.7) $  (555.3) (10) 51
Cash (used in) provided by financing activities $ (537.0) $ 374.7 $  (674.8) n/m n/m
Increase (decrease) in cash and cash equivalents $ 3938 $ 231.8 $  (365.0) 70 n/m

n/m = not meaningful

Dollars (millions) except ratio and percentage amounts
December 31

2007
Current assets $ 1,811.3
Current liabilities $ (1,001.9)
Working capital $ 8094
Current ratio 1.81

December 31 December 31 % Increase (Decrease)

2006 2005 2007 2006
$ 11,3102 $ 1,108 38 18
$ (1,103.5) $ (1,096.1) 9) 1
$  206.7 $ 14.7 292 n/m

1.19 1.01 52 18

n/m = not meaningful
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Our liquidity needs can be met through a variety of sources,
including: cash generated from operations, short-term borrowings
against our line of credit and commercial paper program, long-term
debt issued under our US shelf registration statements, and
long-term debt drawn down under our syndicated credit facility.
Our primary uses of funds are operational expenses, sustaining and
opportunity capital spending, intercorporate investments, dividends,
and interest and principal payments on our debt securities.

Cash provided by operating activities grew to $1,688.9 million

in 2007, an increase of 142 percent compared to 2006, largely
attributable to net income of $1,103.6 million which was

$471.8 million higher than in 2006. The strengthening of the
Canadian dollar against the US dollar in 2007 increased the
reconciliation of net income to cash provided by operating
activities by $51.9 million compared to 2006, when the impact
was negligible. The increase in provision for future income taxes
positively impacted the change in reconciliation of net income to
cash provided by operating activities by $69.6 million, and higher
depreciation and amortization expense in 2007 due to recent
expansion projects now being depreciated improved it by an
additional $48.9 million compared to 2006. The change in
accounts payable and accrued charges of $250.9 million
contributed a further $520.0 million in additional cash flows for
2007 compared to 2006. Accounts payable and accrued charges
increased during 2007 with higher incentive plan accruals, trade
accounts payable, income taxes payable, deferred revenues and
dividends payable. This compares to 2006 when the change in
accounts payable represented a cash outflow of $269.1 million
due to (1) reductions in income tax payable because of paying
2005 Canadian income taxes due in first-half 2006 and making
Canadian income tax installments for 2006 based on expectations
higher than actual results; (2) lower hedging margin deposits as

a result of falling natural gas prices and reduced volume of
derivative instruments outstanding; and (3) payments of incentive
compensation accruals related to performance units granted under
the company'’s medium-term incentive plan (which is evaluated on
a three-year cycle and paid every three years). These were partially
offset by the change in other long-term liabilities which negatively
impacted the reconciliation of net income to cash provided by
operating activities by $57.9 million in 2007 compared to a
positive impact of $13.4 million in 2006, a change of $71.3 million
that was significantly attributable to increased pension funding
during 2007. Further, the change in accounts receivable negatively
impacted 2007 operating cash flows by $154.6 million compared
to a positive impact of $11.0 million in 2006, as accounts
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receivable increased more at the end of 2007 than 2006 with
significantly higher product pricing.

Cash used in investing activities declined $81.6 million year over
year. The most significant cash outlays included:

e During the first quarter of 2007, $9.7 million was paid to settle
outstanding amounts related to the December 2006 purchase of
additional shares in SQM. During the third quarter of 2007, we
purchased an additional 1,011,062 shares of SQM for cash
consideration of $16.8 million, which was financed by cash on
hand. Our ownership interest in SQM remains at approximately
32 percent. During 2006, we acquired additional interests in
Sinofert, APC and SQM for cash consideration of $352.5 million.
The Sinofert purchase price was financed by short-term debt; the
purchase prices of APC and SQM were financed by cash on hand.

e Our spending on property, plant and equipment was
$607.2 million in 2007, an increase of $98.6 million over
2006. Approximately 56 percent (2006 — 58 percent) of our
consolidated capital expenditures related to the potash segment.

o We invested $132.5 million in investments in the form of auction
rate securities during 2007.

Cash used in financing activities increased $911.7 million during
2007 compared to the cash inflow from financing activities in
2006. During 2007, we repaid $400.0 million of 10-year bonds
that matured in June 2007 while we received $483.9 million
proceeds from issuance of long-term debt (net of discount and
issue costs) in 2006. Dividend payments increased as we doubled
our quarterly dividend in May 2007 (from $0.05 per share to $0.10
per share), using an additional $32.7 million, while $26.4 million
lower repayments of short-term debt (as the balance was reduced
through 2006) partially offset this.

We believe that internally generated cash flow, supplemented by
borrowing from existing financing sources if necessary, will be
sufficient to meet our anticipated capital expenditures and other
cash requirements in 2008, exclusive of any possible acquisitions,
as was the case in 2007. At this time, we do not reasonably expect
any presently known trend or uncertainty to affect our ability to
access our historical sources of cash.



CAPITAL STRUCTURE AND MANAGEMENT

Capital Structure Dollars (millions), except as noted

December 31,2007 December 31, 2006
Short-term debt obligations $ 90.0 $ 157.9
Current portion of long-term debt obligations 0.2 400.4
Long-term debt obligations 1,358.3 1,357.1
Deferred debt costs and swap gains included in long-term debt (18.9) -
Total debt 1,429.6 1,915.4
Shareholders' equity $ 6,018.7 $ 2,780.3
Total debt to capital 19% 41%
Fixed rate debt obligations as a percentage of total debt obligations 93% 91%
Common shares outstanding 316,411,209 314,403,147
Stock options outstanding 14,006,984 14,305,644
Dividend payout ratio 10% 10%

Principal Debt Instruments Dollars (millions) at December 31, 2007

Total Amount Amount Amount

Amount Outstanding Committed Available

Syndicated credit facility $ 7500 $ - $ 90.0 $  660.0
Line of credit 75.0 - 23.9 51.1
Commercial paper 750.0 90.0 - 660.0
US shelf registrations 4,000.0 1,350.0 - 2,250.0"

in respect of the principal of these senior notes.

' $400.0 million of senior notes issued under one of the company's US shelf registration statements were repaid in full at maturity; no additional amount is available

We use a combination of short-term and long-term debt to finance
our operations. We typically pay floating rates of interest on our
short-term debt and fixed rates on our long-term debt.

We have a $750.0 million syndicated credit facility that provides for
unsecured advances. The credit facility was renewed in September
2005 for a five-year term, extended in September 2006 for one
additional year, and extended in October 2007 through May 31,
2013. The amount available to us is the total facility amount less
direct borrowings and amounts committed in respect of commercial
paper outstanding. No funds were borrowed under the facility as of
December 31, 2007. The line of credit was renewed in September
2007 for the period to May 2009; it will be renewable annually
beginning in May 2009. Outstanding letters of credit and direct
borrowings reduce the amount available. Both the line of credit and
the syndicated credit facility have financial tests and other covenants
with which we must comply at each quarter-end. Principal covenants
under the credit facility and line of credit require a debt-to-capital
ratio of less than or equal to 0.60:1, a long-term debt-to-EBITDA
(defined in the respective agreements as earnings before interest,
income taxes, provincial mining and other taxes, depreciation,

amortization and other non-cash expenses, and unrealized gains and
losses in respect of hedging instruments) ratio of less than or equal
to 3.5:1, tangible net worth greater than or equal to $1,250.0 million
and debt of subsidiaries not to exceed $650.0 million. The syndicated
credit facility and line of credit are also subject to other customary
covenants and events of default, including an event of default for
non-payment of other debt in excess of Cdn $40.0 million.
Non-compliance with any of the above covenants could result in
accelerated payment of the related debt and amount due under

the line of credit, and termination of the line of credit. We were in
compliance with all covenants as at December 31, 2007.

The commercial paper market is a source of “same day” cash for
the company. Access to this source of short-term financing depends
primarily on maintaining our R1 low credit rating by DBRS and
conditions in the money markets. The interest rates at which we issue
long-term debt are partly based on the quality of our credit ratings,
which are all investment grade. Our credit rating, as measured by
Standard & Poor's senior debt ratings and Moody's senior debt
ratings, remained unchanged from December 31, 2006 at BBB+
with a stable outlook and Baa with a stable outlook, respectively.
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We also have US shelf registration statements, one of which was
registered in 2007 for $2,000.0 million, under which we may issue
up to an additional $2,250.0 million in unsecured debt securities.

For 2007, our weighted average cost of capital was 10.0 percent
(2006 — 8.8 percent), of which 96 percent represented equity
(2006 — 86 percent).

Outstanding Share Data

We had 316,411,209 common shares issued and outstanding at
December 31, 2007, compared to 314,403,147 common shares
issued and outstanding at December 31, 2006. The company issued
2,008,062 common shares pursuant to the exercise of stock
options and under our dividend reinvestment plan.

During the second quarter, the 2007 Performance Option Plan

was approved by our shareholders. It permits the grant to eligible
employees of options to purchase common shares of the company
at an exercise price that shall not be less than the quoted market
closing price of the shares on the day prior to the grant. In general,
options will vest, if at all, according to a schedule based on the
three-year average excess of the company’s consolidated cash flow
return on investment over the weighted average cost of capital.

At December 31, 2007, there were 14,006,984 options to purchase
common shares outstanding under the company's five stock option
plans, as compared to 14,305,644 at December 31, 2006.

Off-Balance Sheet Arrangements

In the normal course of operations, PotashCorp engages in a variety
of transactions that, under Canadian GAAP, are either not recorded
on our Consolidated Statements of Financial Position or are recorded
on our Consolidated Statements of Financial Position in amounts
that differ from the full contract amounts. Principal off-balance sheet
activities we undertake include issuance of guarantee contracts,
certain derivative instruments and long-term fixed price contracts.
We do not reasonably expect any presently known trend or
uncertainty to affect our ability to continue using these arrangements.
These types of arrangements are discussed below.

Guarantee Contracts

Refer to Note 30 to the consolidated financial statements for
information pertaining to our guarantees.

Derivative Instruments

We use derivative financial instruments to manage exposure to
commodity price, interest rate and foreign exchange rate fluctuations.
As a result of new accounting changes effective January 1, 2007,
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as described in Note 3 to the consolidated financial statements,
regardless of whether the derivatives are designated as hedges for
Canadian GAAP purposes, they are recorded on the Consolidated
Statements of Financial Position at fair value and marked-to-market
each reporting period, except for certain non-financial derivatives
that have qualified for and for which we have documented a
normal purchase or normal sale exception in accordance with the
accounting standards.

Long-Term Fixed Price Contracts

Certain of our long-term raw materials agreements contain fixed
price components. Our significant agreements, and the related
obligations under such agreements, are discussed in Cash
Requirements on Page 54.

MARKET RISKS ASSOCIATED WITH
FINANCIAL INSTRUMENTS

Market risk is the potential for loss from adverse changes in the
market value of financial instruments. The level of market risk to
which we are exposed varies depending on the composition of our
derivative instrument portfolio, as well as current and expected
market conditions. The following discussion provides additional
detail regarding our exposure to the risks of changing commodity
prices, interest rates and foreign exchange rates. A discussion of
enterprise-wide risk management can be found on Pages 29 to 30.
A discussion of certain liquidity and credit risk related to our
investments can be found under “Liquidity and Capital Resources —
Investment Liquidity” on Page 55.

Commodity Risk

Our natural gas purchase strategy is based on diversification
for our total gas requirements (which represent the forecast
consumption of natural gas volumes by our manufacturing and
mining facilities). The objective is to acquire a reliable supply of
natural gas feedstock and fuel on a location-adjusted, cost-
competitive basis in a manner that minimizes volatility without
undue risk.

Our US nitrogen results are significantly affected by the price of
natural gas. As discussed above, we employ derivative commodity
instruments related to a portion of our natural gas requirements
(primarily futures, swaps and options) for the purpose of managing
our exposure to commodity price risk in the purchase of natural
gas, not for speculative or trading purposes. Changes in the market
value of these derivative instruments have a high correlation to
changes in the spot price of natural gas.



A sensitivity analysis has been prepared to estimate our market risk
exposure arising from derivative commodity instruments. The fair

value of such instruments is calculated by valuing each position
using quoted market prices where available or prices provided by
other external sources. Market risk is estimated as the potential
loss in fair value resulting from a hypothetical 10 percent adverse
change in such prices. The results of this analysis indicate that as
of December 31, 2007, our estimated derivative commodity
instruments” market risk exposure was $48.9 million (2006 —
$30.5 million), based on our gas hedging contracts fair-valued at
$127.5 million (2006 — $120.3 million). Actual results may differ
from this estimate. Changes in the fair value of such derivative
instruments, with maturities in 2008 through 2017, will generally
relate to changes in the spot price of natural gas purchases.

Interest Rate Risk

We address interest rate risk by using a diversified portfolio of
fixed and floating rate instruments. This exposure is also managed
by aligning current and long-term assets with demand and
fixed-term debt and by monitoring the effects of market changes
in interest rates.

As at December 31, 2007, our short-term debt (comprised of
commercial paper) was $90.0 million, our current portion of long-
term debt obligation maturities was $0.2 million and our long-term
portion of debt obligation maturities was $1,358.3 million.
Long-term debt obligation maturities, including the current portion,
are comprised primarily of $1,350.0 million of senior notes that
were issued under our US shelf registration statements. Since most
of our outstanding borrowings have fixed interest rates, the primary
market risk exposure is to changes in fair value. It is estimated that,
all else constant, a hypothetical 10 percent change in interest rates
would not materially impact our results of operations or financial
position. If interest rates changed significantly, management would
take appropriate actions to manage our exposure to the change.
However, due to the uncertainty of the specific actions that would
be taken and their possible effects, the sensitivity analysis assumes
no changes in our financial structure.

We are also exposed to changes in interest rates related to our
investments in marketable securities and auction rate securities. At
December 31, 2007, our marketable securities in cash and cash
equivalents had a face value and fair value of $719.5 million, and
auction rate securities had a face value of $132.5 million and fair
value of $56.0 million. Interest rates on marketable securities are
floating and therefore vary directly with the Canadian and US

market interest rates. Interest rates on auction rate securities are
typically reset every 28 days through the sale of the securities in a
dutch auction process; however, in the event of market illiquidity
the interest rate is reset based on a spread to LIBOR. As a result of
current negative conditions in the global credit markets, auctions
for the investments in these securities that are held in the
company's trading account have recently failed to settle on their
respective settlement dates and instead have paid interest based
on the prescribed spread to LIBOR. As of December 31, 2007, our
estimated interest rate risk exposure on our marketable securities
was minimal due to the short-term nature of the investments, as
was the impact on auction rate securities since the provisions of
those agreements, in the current market situation, guarantee a
fixed spread regardless of where the market interest rates move.
It is estimated that, all else constant, a hypothetical 10 percent
change in interest rates would not materially impact our results
of operations or financial position.

Foreign Exchange Risk

We also enter into foreign currency forward contracts for the
primary purpose of limiting exposure to exchange rate fluctuations
relating to Canadian dollar operating and capital expenditures and
capital expenditures denominated in currencies other than the US
or Canadian dollar. These contracts are not designated as hedging
instruments for accounting purposes. Gains or losses resulting from
foreign exchange contracts are recognized in earnings in the period
in which changes in fair value occur.

As at December 31, 2007, we had entered into foreign currency
forward contracts to sell US dollars and receive Canadian dollars in
the notional amount of $60.0 million (2006 — $100.0 million) at an
average exchange rate of 1.0176 (2006 — 1.1478) per US dollar
and to sell US dollars and receive Hong Kong dollars in the notional
amount of $174.5 million (2006 —$NIL) at an average exchange
rate of 7.7937 (2006 — NIL) per US dollar. The company had also
entered into other small forward contracts. Maturity dates for all
forward contracts are within 2008 and 2009.

RELATED PARTY TRANSACTIONS

The company sells potash from our Saskatchewan mines for use
outside of North America exclusively to Canpotex. Sales for the
year ended December 31, 2007 were $782.7 million (2006 —
$467.1 million; 2005 — $577.1 million). Sales to Canpotex are at
prevailing market prices and are settled on normal trade terms.
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CRITICAL ACCOUNTING ESTIMATES

Our discussion and analysis of our financial condition and results of
operations are based upon our consolidated financial statements,
which have been prepared in accordance with Canadian GAAP.
These principles differ in certain significant respects from US GAAP,
and these differences are described and quantified in Note 33 to
the consolidated financial statements.

Our significant accounting policies are contained in Note 2 to the
consolidated financial statements. Certain of these policies involve
critical accounting estimates because they require us to make
particularly subjective or complex judgments about matters that are
inherently uncertain and because of the likelihood that materially
different amounts could be reported under different conditions or
using different assumptions. We have discussed the development,
selection and application of our key accounting policies, and the
critical accounting estimates and assumptions they involve, with
the audit committee of the Board of Directors, and it has reviewed
the disclosures described in this section.

The following section discusses the critical accounting estimates
and assumptions that management has made and how they affect
the amounts reported in the consolidated financial statements. We
consider these estimates to be an important part of understanding
our financial statements.

Variable Interest Entities

In the normal course of business, we may enter into arrangements
that need to be examined to determine whether they fall under

the variable interest entity (VIE) accounting guidance. Management
needs to exercise significant judgment to determine if entities are
VIEs and, if so, whether such VIE relationships are required to be
consolidated. This process involves first understanding the
arrangements to determine whether the entity is considered a VIE
under the accounting rules. We use a variety of complex estimation
processes that may consider both qualitative and quantitative
factors, and may involve the use of assumptions about the business
environment in which an entity operates and analysis and
calculation of its expected losses and its expected residual returns,
where necessary. These quantitative processes involve estimating
the future cash flows and performance of the entity, analyzing the
variability in those cash flows and allocating the losses and returns
among the identified parties holding variable interests. Where an
entity is determined to be a VIE, our interests are compared to
those of the unrelated outside parties to identify the party that is
the primary beneficiary, and thus should consolidate the entity. In
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addition to the areas of judgment mentioned above, there is a
significant amount of judgment exercised in interpreting the
provisions of the accounting guidance and applying them to our
specific transactions.

Pension and Other Post-Retirement Costs

We sponsor plans that provide pensions and other post-retirement
benefits for most of our employees. We believe the accounting
estimates related to our employee benefit plan costs are critical
accounting estimates because: (1) the amounts are based on
complex actuarial calculations using several assumptions; and

(2) given the magnitude of our estimated costs, differences in
actual results or changes in assumptions could materially affect
our consolidated financial statements.

Due to the long-term nature of these plans, the calculation of
expenses and obligations depends on various assumptions such as
discount rates, expected rates of return on assets, health-care cost
trend rates, projected salary increases, retirement age, mortality
and termination rates. These assumptions are determined by
management and are reviewed annually by our actuaries. The
discount rate reflects the weighted average interest rate at which
the pension and other post-retirement liabilities could be effectively
settled using high-quality bonds at the measurement date. The rate
varies by country. We determine the discount rate using a yield
curve approach. Based on the respective plans’ demographics,
expected future pension benefit and medical claims payments are
measured and discounted to determine the present value of the
expected future cash flows. The cash flows are discounted using
yields on high-quality AA-rated non-callable bonds with cash flows
of similar timing. The expected rate of return on plan assets
assumption is based on expected returns for the various asset
classes. Other assumptions are based on actual experience and our
best estimates. Actual results that differ from the assumptions are
accumulated and amortized over future periods and, therefore,
generally affect recognized expense and the recorded obligation

in future periods. We have included a table in Note 15 to the
consolidated financial statements that quantifies the impact of
these differences in each of the last three years. These differences
relate primarily to: (1) actual versus expected return on plan assets;
(2) actual actuarial gains/losses incurred on the benefit obligation
versus those expected and recognized in the consolidated financial
statements; and (3) actual past service costs incurred as a result of
plan amendments versus those expected and recognized in the
consolidated financial statements.



The following table provides the sensitivity of benefit obligations

and expense for our major plans to changes in the discount rate,
expected long-term return on plan assets, rate of compensation
increase and medical trend rate assumptions. A lower discount rate
results in a higher benefit obligation and a lower funded status.
Similarly, poor fund performance results in a lower fair value of
plan assets and a lower funded status. In either situation, we

may have to increase cash contributions to the benefit plans. The
sensitivity analysis should be used with caution as the changes are
hypothetical and the impact of changes in each key assumption
may not be linear. For further details on our annual expense and
obligation, see Note 15 to the consolidated financial statements.

Impact of a 0.5% Change in Key Assumptions

Dollars (millions)
Pension Plans Other Plans

Discount rate

Decrease in assumption $425 $ 40 $195 § 22

Increase in assumption (38.3) (3.6) (18.3) (2.1
Expected long-term rate of return

Decrease in assumption n/a 3.2 n/a n/a

Increase in assumption n/a (3.2) n/a n/a
Rate of compensation increase

Decrease in assumption (6.9) (1.4) 0.2) -

Increase in assumption 7.0 1.5 0.2 -
Medical trend rate

Decrease in assumption n/a n/a (15.2) (2.8)

Increase in assumption n/a n/a 17.7 33
n/a = not applicable

Asset Retirement Obligations and Other
Environmental Costs

We have significant liabilities relating to asset retirement
obligations and other environmental matters. The major categories
of our asset retirement obligations include reclamation and
restoration costs at our potash and, most particularly, phosphate
mining operations. Other environmental liabilities typically relate to
regulatory compliance, environmental management associated with
ongoing operations other than mining, and site assessment and
remediation of contamination related to the activities of the
company and our predecessors.

We believe the accounting estimates related to asset retirement
obligations and other environmental costs are critical accounting
estimates because: (1) we will not incur most of these costs for a

number of years, requiring us to make estimates over a long period;
(2) environmental laws and regulations and interpretations by
regulatory authorities could change or circumstances affecting our
operations could change, either of which could result in significant
changes to our current plans; and (3) given the magnitude of our
estimated costs, changes in any or all of these estimates could have
a material impact on our consolidated financial statements.

Accruals for asset retirement obligations and other environmental
matters totaled $134.7 million at December 31, 2007 (2006 —
$119.3 million). In arriving at this amount, we considered the
nature, extent and timing of current and proposed reclamation
and closure techniques in view of present environmental laws and
regulations. It is reasonably possible that the ultimate costs could
change in the future and that changes to these estimates could
have a material effect on our consolidated financial statements.

Fair Value

We have significant financial instruments recorded at fair value on
the balance sheet. Financial assets classified as held-for-trading are
recorded at fair value with realized and unrealized gains and losses
reported in net income. Financial assets classified as available-for-
sale or as hedging derivatives are recorded at fair value with
unrealized gains and losses reported in accumulated other
comprehensive income unless any unrealized losses are considered
other-than-temporary, in which case they are recognized in net
income, and to the extent that the hedging derivatives are
considered effective. Financial liabilities classified as held-for-
trading are recorded at fair value with realized and unrealized
gains and losses reported in net income.

We have classified investments in ICL, Sinofert and auction rate
securities as available-for sale; physical natural gas purchase
contracts, natural gas options and foreign exchange and other
forward contracts as held-for-trading; and natural gas futures and
swaps as hedging derivatives. All of these are therefore recorded on
the balance sheet at fair value. Fair value represents point-in-time
estimates that may change in subsequent reporting periods due

to market conditions or other factors. Estimated fair values are
designed to approximate amounts at which the financial
instruments could be exchanged in a current transaction between
willing parties. Multiple methods exist by which fair value can be
determined that can cause values (or a range of reasonable values)
to differ. There is no universal model that can be broadly applied
to all items being valued. Further, assumptions underlying the
valuations may require estimation of costs/prices over time,
discount rates, inflation rates and other relevant variables.
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There is currently no active market for the auction rate securities

in our trading account and therefore fair value is based on
valuation techniques that reflect our own expectations about the
assumptions that market participants would use in pricing the
asset in a current transaction (including information obtained on
transactions in the marketplace for other investments that may

be considered similar, information on expected cash flows based

on our position of priority within the tranches, information on
expected cash flows based on information available regarding the
underlying securities, and assumptions about risk) as of the balance
sheet date. Fair value for our investments in Sinofert and ICL is
based on the closing bid price as of the balance sheet date.

Futures contracts are exchange-traded and fair value is determined
based on exchange prices. Other forward contracts are based on
underlyings that are exchange-traded and therefore fair value is
determined based on these prices. Swaps and option agreements
are traded in the over-the-counter market and fair value is calculated
based on models and other valuation techniques that include prices
sourced from observable data.

Fair values are also used in the assessment of asset impairment, as
discussed further below.

Income Taxes

We operate in a specialized industry and in several tax jurisdictions.
As a result, our income is subject to various rates of taxation. The
breadth of the company's operations and the global complexity of
tax regulations require assessments of uncertainties and judgments
in estimating the taxes we will ultimately pay. The final taxes paid
are dependent upon many factors, including negotiations with
taxing authorities in various jurisdictions, outcomes of tax litigation
and resolution of disputes arising from federal, provincial, state
and local tax audits. The resolution of these uncertainties and the
associated final taxes may result in adjustments to our tax assets
and tax liabilities.

We estimate future income taxes based upon temporary
differences between the assets and liabilities that we report in our
consolidated financial statements and the tax basis of our assets
and liabilities as determined under applicable tax laws. We record a
valuation allowance against our future income tax assets when we
believe, based on all available evidence, that it is not “more likely
than not" that all of our future income tax assets recognized will
be realized prior to their expiration. The amount of the future
income tax asset recognized and considered realizable could,
however, be reduced if projected income is not achieved.
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Asset Impairment

We review long-lived assets and intangible assets with finite lives
whenever events or changes in circumstances indicate that the
carrying amount of such assets may not be fully recoverable.
Determination of recoverability is based on an estimate of
undiscounted future cash flows, and measurement of an
impairment loss is based on the fair value of the assets. We believe
that the accounting estimate related to asset impairment is a
critical accounting estimate because: (1) it is highly susceptible to
change from period to period as it requires management to make
assumptions about future sales, margins and market conditions
over the long-term life of the assets; and (2) the impact that
recognizing an impairment would have on our financial position
and results of operations may be material. As at December 31,
2007, we determined that there were no triggering events
requiring impairment analysis.

Goodwill is not amortized, but is assessed for impairment at the
reporting unit level annually, or sooner if events or changes in
circumstances indicate that the carrying amount could exceed

fair value. Goodwill is assessed for impairment using a two-step
approach, with the first step being to assess whether the fair value
of the reporting unit to which the goodwill is associated is less
than its carrying value. If this is the case, a second impairment

test is performed that requires a comparison of the fair value of
goodwill to its carrying amount. If fair value is less than carrying
value, goodwill is considered impaired and an impairment charge
must be recognized immediately. The fair value of our reporting
units is determined from internally developed valuation models that
consider various factors such as normalized and projected earnings,
present value of future cash flows and discount rates. In each of
the last two years, we tested goodwill for impairment, and in each
year we determined that, based on our assumptions, the fair value
of our reporting units exceeded their carrying amounts and
therefore we did not recognize impairment.

Investments that are classified as available-for-sale, carried at cost
or accounted for using the equity method are also reviewed to
determine whether fair value is below carrying value. Factors and
judgments we consider in determining whether a loss is temporary
as compared to other-than-temporary include the length of time and
extent to which fair value has been below cost; financial condition
and near-term prospects of the investee; and our ability and intent
to hold the investment for a period of time sufficient to allow for
any anticipated recovery. We determined the fair value of the auction
rate securities held in our trading account to be $56.0 million as of



December 31, 2007, representing an impairment of $76.5 million as
compared to the par value of the securities. Of the total impairment,
$50.0 million has been classified as temporary and $26.5 million
has been classified as other-than-temporary. The securities were
reviewed on an individual basis to determine whether the
impairment was temporary or other-than-temporary. Two were
identified as being other-than-temporarily impaired based on the
vintage of the underlying securities and complexity of the structures.
The entire impairment on these two securities was therefore
classified as other-than-temporary. For those investments for which
the impairment in fair value is considered temporary, the company
has the ability to hold the securities until the temporary impairment
in fair value is recovered, which may not be until a recovery of the
auction process or until maturity. However, the estimated fair value
of the investments in auction rate securities could decline in future
periods based on market conditions, which could result in additional
impairment charges. None of our other investments were considered
impaired, either temporarily or other-than-temporarily, as of
December 31, 2007.

We cannot predict if an event that triggers impairment will occur,
when it will occur or how it will affect the asset amounts we have
reported. Although we believe our estimates are reasonable and
consistent with current conditions, internal planning and expected
future operations, such estimates are subject to significant
uncertainties and judgments. As a result, it is reasonably possible
that the amounts reported for asset impairments could be
different if we were to use different assumptions or if market

and other conditions were to change. The changes could result in
non-cash charges that could materially affect our consolidated
financial statements.

Stock-Based Compensation

We account for stock-based compensation in accordance with

the fair value recognition provisions of Canadian GAAP. As such,
stock-based compensation expense for equity-settled plans is
measured at the grant date based on the fair value of the award
and is recognized as an expense over the vesting period.
Determining the fair value of such stock-based awards at the grant
date requires judgment, including estimating the expected term of
stock options, the expected volatility of our stock and expected
dividends. In addition, judgment is required to estimate the number
of stock-based awards that are expected to be forfeited.

For those awards with performance conditions that determine the
number of options or units to which our employees will be entitled,
measurement of compensation cost is based on our best estimate
of the outcome of the performance conditions. If actual results
differ significantly from these estimates, stock-based compensation
expense and our results of operations could be materially impacted.

Depreciation and Amortization

We depreciate certain mining and milling assets and pre-stripping
costs using the units of production method based on the shorter of
estimates of reserve or service lives. We have other assets that we
depreciate on a straight-line basis over their estimated useful lives.

We perform assessments of our existing assets and depreciable
lives in connection with the review of mine operating plans. When
we determine that assigned asset lives do not reflect the expected
remaining period of benefit, we make prospective changes to their
depreciable lives. There are a number of uncertainties inherent in
estimating reserve quantities, particularly as they relate to
assumptions regarding future prices, the geology of our mines, the
mining methods we use and the related costs we incur to develop
and mine our reserves. Changes in these assumptions could result
in material adjustments to our reserve estimates, which could result
in changes to units of production depreciation expense in future
periods. Although some degree of variability is expected, we believe
the extent of our technical data and operating experience mitigates
the potential for significant changes in reserve estimates.

As discussed on Page 62, we review and evaluate our long-lived
assets for impairment when events or changes in circumstances
indicate that the related carrying amounts may not be recoverable.
We believe it is unlikely that revisions to our estimates of reserves
would give rise to an impairment of our assets because of their
significant size in relation to our asset-carrying values.

RECENT ACCOUNTING CHANGES AND
EFFECTIVE DATES

Refer to Note 3 to the consolidated financial statements for
information pertaining to accounting changes effective in 2007,
and Notes 2 and 33 to the consolidated financial statements for
information on issued accounting pronouncements that will be
effective in future years.
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