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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