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This management’s discussion and analysis of the financial condition and results of operations (“MD&A") of FNX
Mining Company Inc. (“FNX" or the “Company”) was prepared to enable a reader to assess material changes in the
financial condition and results of operations of FNX as at and for the three and nine month periods ended September
30, 2007, in comparison to the corresponding prior-year periods. This MD&A is prepared as at October 30, 2007 and
is intended to supplement and complement the unaudited interim consolidated financial statements of FNX for the
three and nine month periods ended September 30, 2007 and 2006, which are prepared in accordance with
Canadian generally accepted accounting principles (“GAAP”). This MD&A should also be read in conjunction with
both the audited annual consolidated financial statements and annual MD&A included in the 2006 Annual Report and
the most recent Annual Information Form (“AlIF”) on file with the Canadian provincial securities regulatory authorities.
This MD&A contains certain forward looking statements based on management’s current expectations (please see
“Cautionary Note Regarding Forward Looking Statements” below). All references to dollars herein are in Canadian
dollars unless otherwise specified.
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Executive Summary
Operations

FNX continued to increase production at its Sudbury, Ontario mining operations reporting record
guarterly operating and production results and strong quarterly financial results. The total tons of
ore, pounds of nickel, pounds of copper and ounces of total precious metals produced and sold
were higher during the third quarter of 2007 than in any previous quarter. The Company’s
financial results during the third quarter continued to be strong due to the Company’s continuing
low cash operating costs and historically robust commodity prices. However, the financial
results were adversely impacted, compared to previous quarters, by a very strong Canadian
dollar and by significantly lower quarterly realized nickel prices.

During the first nine months of the year, the Company produced more tons of ore, pounds of
nickel and copper and ounces of total precious metals and reported higher net earnings,
earnings per share and cash flow from operating activities than in any previous comparable
period in the Company’s history. These results are primarily due to increased nickel production
associated with the commencement of commercial production from the Levack nickel deposits
effective January 1, 2007. As the Levack and McCreedy properties are adjacent to each other
and the operations overlap, the combined operations are considered to be one operating
segment entitled the Levack Complex. The McCreedy West to Levack tramming system on the
1600 Level was completed in the third quarter; however, it is not expected to have a material
impact on production in 2007.

The Company shipped and sold 248,272 tons of ore from the Levack Complex resulting in the
sale of 3.2 million pounds of nickel, 2.9 million pounds of copper and 8,073 ounces of total
precious metals during the third quarter of 2007. Year to date, nickel production has been
higher than originally budgeted and the corresponding prior period due to the increase in tons
mined; however, grades this year have been lower than last year due to the ramping up
production at the Levack Mine. The Company expects to achieve and somewhat exceed its
original production target of 900,000 tons of ore and 12.7 million pounds of payable nickel for
the entire 2007 year.

FNX realized revenues of US$11.65 per pound of nickel sold and had cash operating costs, net
of by-product credits, of US$2.39 per pound of nickel sold. The revenue per ton of ore sold was
$229 at a cash cost of $105 per ton, resulting in a cash operating margin per ton of ore sold of
$124. Despite the continuing rising costs of many of the consumables required in mining
operations, the Company’s cash operating cost per ton of ore sold continues to be below the
Company’s $120 cash operating cost per ton benchmark. Nickel sales, along with significant
by-product revenues from copper, platinum, palladium, gold and cobalt resulted in operating
revenues of $56.8 million. Mine cash operating costs for the quarter totaled $26.0 million,
providing a cash operating margin of $30.8 million.

Revenue and earnings were adversely impacted by the lower nickel prices received in the third
qguarter and adjustments to revenues as a result of provisional pricing to reflect lower nickel
prices for ore shipments from prior periods that had not been settled as at June 30, 2007.
Provisional price adjustments in the third quarter resulted in a $4.5 million reduction in
revenues.
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As a result of the planned and scheduled maintenance shutdown of CVRD Inco Limited's
(“CVRD Inco”) Clarabelle Mill for most of the month of July 2007, FNX focused on the mining of
copper ores that month as nickel ores oxidize when exposed to humid air on surface and,
therefore, nickel ore production was curtailed for that period. While production of virtually all
metals was up this quarter, the Clarabelle shutdown resulted in a relative increase in copper
and precious metals payable in the quarter.

During the third quarter net earnings were $12.5 million, equal to $0.15 per share, compared to
net earnings of $35.0 million, or $0.42 per share, and $20.5 million, or $0.24 per share, during
the second quarter of 2007 and third quarter of 2006, respectively. Year to date net earnings
were $77.7 million, equal to $0.93 per share, compared to net earnings of $49.0 million, or
$0.59 per share, during the first nine months of 2006.

The 17% appreciation in the value of the Canadian dollar relative to the US dollar in 2007
resulted in lower revenue in Canadian dollars than would otherwise have been realized had the
Canadian dollar remained at the December 31, 2006 rate of $1.17/US$. All other things being
equal, revenues would have been approximately $7 million higher in the third quarter of 2007
and approximately $11 million higher for the year to date had the foreign exchange rate
remained at $1.17/US$ for the year rather than declining to $1.00/US$.

Cash flow from operating activities was $27.6 million in the third quarter of 2007, or $0.33 per
share, compared to $27.3 million, or $0.33 per share during the third quarter of 2006. Cash
balances and working capital were $108.2 million and $116.7 million, respectively, at September
30, 2007, compared to $115.1 million and $131.6 million, respectively, at December 31, 2006
and the Company continues to remain debt free.

In the third quarter, the board of directors approved new work programs involving additional
advanced exploration and development programs at Podolsky and additional development work
at McCreedy West. To accommodate these new work programs, the capital expenditure budget
was increased for 2007 from $173 million to $185 million. The Podolsky programs, described
below, total approximately $18 million, $7 million of which are scheduled to be incurred in 2007
and the $11 million balance in 2008. The McCreedy West program involves the development
into new nickel resource areas at the south-western extension of the Inter Main Deposit at depth
and in the upper portions of the mine for extensions of the Upper Main Deposit at a total cost of
$10 million, of which $5 million is to be incurred in 2007 and the balance next year.

Development

A decision was made in the third quarter of 2007 to develop the 2000 Deposit at Podolsky for
commercial production. The $124.4 million of accumulated mineral property and exploration
capital costs, net of $3.7 million of pre-production revenue credits, associated with the 2000
Deposit were transferred from mineral exploration properties to property under development.
The 2000 Deposit mineralization was intersected on the 2450 Level with 82 feet of massive
chalcopyrite exposed in the first crosscut. An initial measured resource of this high grade area
of the 2000 Deposit totals 102,000 tons grading 22.69% copper, 1.43% nickel and 0.41 ounces
per ton of platinum, palladium and gold (“TPM"). This high-grade measured resource is
included within a larger measured resource of 401,000 tons grading 7.08% copper, 0.69%
nickel and 0.17 ounces of TPM, which has been converted to a probable reserve of 350,000
tons grading 7.78% copper, 0.67% nickel and 0.18 ounces of TPM. These new resources are
from the lower part of the Podolsky Mine 2000 Deposit. In addition, borehole FNX4277, which
forms part of the ongoing drill program intersected another high-grade vein up dip from the high-
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grade copper-nickel-TPM chalcopyrite-rich massive sulphide zone reported here. This hole
intersected 23.7 feet of massive to semi-massive sulphides of similar character to the massive
zone on 2450 level described above; assays are pending. At this time, from this single hole, it is
not possible to determine the extent or shape of this high grade mineralization. At September
30, 2007, FNX had shipped 1,405 tons of Podolsky development ore to CVRD Inco and had an
additional 1,810 tons in surface inventory. FNX also started development of the Podolsky ramp
down to the North Deposit at Podolsky. It is currently anticipated that the Podolsky Mine will
achieve commercial production sometime during the first half of 2008.

Development on the Levack Footwall Deposit continued to progress in the third quarter. The
access drift from the 2650 Level of the Levack Mine is 58% complete, with 932 feet remaining to
intersect the mineralization at the Rob’s Zone. A second access drift from the 4000 Level of
Xstrata Nickel's Craig Mine is 89% complete with 200 feet remaining to the mineralization.

Exploration

FNX also announced during the third quarter that it will initiate an advanced underground
exploration program on the Nickel Ramp Deposit at Podolsky. It will start from the Podolsky
Ramp and will diverge at approximately 100 feet depth towards the Nickel Ramp Deposit. A
20,000 foot surface drill campaign was initiated in October 2007 to provide data for mineral
resource classification. The Nickel Ramp Deposit is a contact nickel style of deposit situated
below the previously mined Whistle Pit.

Other

In July 2007, the Company disposed of its 1,466,153 shares of Sherritt International Corporation
(“Sherritt”) at $17.40 per share for net proceeds of $25.5 million and net realized gain of $4.0
million.

On October 15, 2007, the Company acquired from Sherritt the Dynatec Mining Services
Business, comprised of the Canadian Mining Services Division and Dynatec Mining
Corporation, which provides mining services in the United States. The purchase price was
satisfied by the payment to Sherritt of $53.0 million in cash, including an estimated $19.9 million
for working capital, and is subject to final working capital and other adjustments.

During the third quarter of 2007 financial markets and corporate credit were adversely affected
by defaults in the asset backed commercial paper market. FNX was not affected by this
situation as the Company does not hold asset backed commercial paper in its portfolio of
investments. FNX has historically and will continue in the future to invest all surplus cash
resources in conservative, term deposits with major Canadian chartered banks.

The rising Canadian dollar relative to the US dollar has also negatively impacted the account
receivable from CVRD Inco and certain other balances that are denominated in US dollars, and
resulted in foreign exchange losses of $6.0 million for the third quarter and $14.6 million for the
year to date, which are included in other expenses on the statements of operations.

During the third quarter, no lost time accidents were reported by FNX employees; however, FNX's
on-site contractors experienced one lost time accident. One minor environmental incident was
reported in the third quarter and was immediately remediated.
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Key Economic Trends and Sensitivities

The MD&A included in FNX’s 2006 Annual Report contained a discussion of the key economic
trends that affect the Company and how they impact FNX's financial statements. This interim
MD&A provides an update to reflect any significant changes in those trends since the
preparation of the 2006 Annual MD&A. FNX’s financial performance has been and is expected
to continue to be closely linked to the price of nickel and, to a lesser extent, the price of copper
and other metals (platinum, palladium, gold and cobalt) produced by the Company.

Nickel

Nickel accounted for approximately 68% of the Company’s mine operating revenues in the third
guarter of 2007, a decrease from 80% in the second quarter of 2007 and consistent with 69% in
the third quarter of 2006. The cash settlement price of nickel on the London Metal Exchange
(“LME”) dropped to US$11.36 on August 16, 2007, its lowest point in 2007 and averaged
US$13.70 per pound in the third quarter of 2007 (see Figure 1). The LME cash settlement price
of nickel rose to US$14.07 on September 30, 2007 and was US$14.02 per pound on October
30, 2007. Year to date, the LME cash settlement price of nickel averaged US$18.09 per pound
compared to US$9.66 per pound in 2006. Management is of the view that the LME cash
settlement price for nickel will moderate in 2007 with continued volatility, however, the price
should remain strong relative to historic long-term average prices. Tables 1 and 2 at the end of
this section illustrate commaodity prices and FNX's sensitivity to nickel prices.

Figure 1 — Nickel Prices
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Copper, which is included in revenue but is considered to be a by-product for purposes of
calculating the cash operating cost per pound of nickel, accounted for 19% of revenues in the
third quarter of 2007, an increase of 6% over the second quarter of 2007, due to higher
production volume sold in the third quarter, and in line with 20% during the third quarter of 2006.
The average price of copper has remained relatively constant rising US$0.03/lb to US$3.50/Ib in
the third quarter (see Figure 2). Tables 1 and 2 at the end of this section illustrate commodity
prices and FNX'’s sensitivity to copper prices.

Copper

Figure 2 - Copper Prices
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Precious and other metals

The balance of FNX's revenues comes from the by-product production of platinum, palladium,
gold and cobalt which contributed a combined 12% to FNX’s revenues during the third quarter
of 2007 compared to 7% during the second quarter of 2007 and 11% during the third quarter of
2006. The percentage contribution of the various commodities is influenced by both the quantity
of each metal produced and by the unit price of each metal. The contribution from the sale of
platinum, palladium and gold (“TPM”) as a percentage of total revenue to FNX's revenue is
expected to be lower in 2007, compared to 2006, due to the increase in nickel ore production
(the copper ore contains the payable TPM) resulting from the commencement of commercial
production at Levack. Figure 3 shows the price of the precious metals that FNX mines —
platinum, palladium and gold.
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Figure 3 — Precious metals
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Foreigh exchange

FNX reports its financial results in Canadian dollars. While the Company’s minesite operating
costs and most exploration and administration costs are in Canadian dollars, revenues from
metal sales and concentrating, smelting and refining costs are in US dollars. The appreciation
of the Canadian dollar relative to the US dollar continued during the quarter as the average rate
for the third quarter of 2007 was $1.04/US$, compared to $1.10/US$ in the second quarter of
2007 (see Figure 4). Year to date, the Canadian dollar has appreciated 17% compared to the
US dollar. The Canadian dollar has continued to experience steady appreciation relative to the
US dollar reaching par on September 28, 2007. The exchange rate was $0.95/US$ on October
30, 2007. The Company’s US dollar accounts receivable and revenues were negatively
impacted by the higher Canadian dollar in the third quarter of 2007. Table 2 below illustrates
FNX'’s sensitivity to $/US$ exchange rates.
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Figure 4 — Foreign Exchange Rate: Canadian to United States Dollar
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Table 1 summarizes average commodity prices and average Canadian-US dollar exchange

rates.
Three months Nine months
ended ended

Table 1 — Commodity Prices September 30 September 30 QOctober 30

2004 2005 2006 2007 2006 2007 2006 2007
Ni (US$/Ib) 6.28 6.68 11.00 13.70 13.22 18.09 9.66 14.02
Cu (Us$/lb) 130 167 3.05 3.50 3.48 3.22 3.00 3.49
Co(uUss/lb) 22.76 1455 1532 2595 1552 26.61 14.11 30.50
Pt (US$/oz) 846 897 1,142 1,292 1,216 1,255 1,146 1,446
Pd (Ussioz) 230 202 320 349 324 353 320 368
Au (US$/02) 408 445 604 681 622 666 601 784
$/USS 130 121 1.13 1.04 1.12 1.11 1.13 0.95

(1) Commodity prices are based on monthly averages as published on metalbulletin.com.
(2) Foreign exchange rates as published by the Bank of Canada.
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Net earnings, earnings per share (“EPS”) and cash flow from operating activities are affected by
external factors including fluctuations in metal prices and changes in exchange rates between
the Canadian and US dollars. Table 2 illustrates the sensitivity of certain items, on an
annualized basis, to changes in key metal prices and foreign exchange rates based on the
Company’s budgeted 2007 results.

Sensitivity Analysis

Table 2 - Sensitivity . Effect on Cash Flow
Change in Eifect on N Effect on EPS from Operating
Price Earnings o
Activities
Nickel US$1.00/Ib $9.0 million $0.11 $14.6 million
Copper US$0.25/Ib $1.9 million $0.02 $3.1 million
$/USS$ 10% movement $12.7 million $0.15 $20.5 million

Financial Results
Overview

Table 3 presents a summary of FNX's Consolidated Statements of Operations and other cash
flow data for the periods ended September 30, 2007 and 2006.

Table 3 — Financial Overview Three Months Ended Nine Months Ended
September 30 September 30

2007 2006 Change 2007 2006 Change
$000s $000s $000s $000s  $000s $000s
Mine operating revenues 56,767 52,964 3,803 216,427 119,743 96,684
Mine operating expenses () (26,015) (16,520) (9,495 (74,874) (48,438) (26,436)
Margin 30,752 36,444 (5,692) 141,553 71,305 70,248
Mine depreciation and amortization (7,080) (3,338) (3,742 (17,910) (9,365) (8,545)
Mining, net 23,672 33,106 (9,434) 123,643 61,940 61,703
Administration (1,958) (1,850) (108) (6,428) (7,125) 697
Capital taxes (594) (798) 204 (1,316) (1,373) 57
Depreciation (138) (53) (85) (345) (104) (241)
Stock-based compensation 777) (589) (188) (2,355) (1,721) (634)
Income and resource taxes (6,170) (10,505) 4,335 (41,359) (6,080) (35,279)
Other (expenses) income (1,550) 1,165 (2,715) 5,827 3,476 2,351
Net earnings 12,485 20,476  (7,991) 77,667 49,013 28,654
Basic earnings per share $0.15 $0.24  ($0.09) $0.93  $0.59 $0.34
Diluted earnings per share $0.15 $0.24  ($0.09) $0.91  $0.58 $0.33
Cash flow from operating activities 27,586 27,316 270 116,365 49,626 66,739
Basic cash flow per share @ $0.33 $0.33 - $1.39  $0.59  $0.80
Diluted cash flow per share @ $0.32 $0.32 - $1.37  $0.59  $0.78

()

(2) Mine operating expenses exclude mine depreciation and amortization.

Cash flow per share is a non-GAAP performance measures (see Non-GAAP Performance Measures below).
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Pursuant to an agreement with CVRD Inco, FNX ships all of its ore to CVRD Inco’s Clarabelle
Mill for processing. The number of tons of ore sold has been increasing steadily and reached
248,272 tons in the third quarter of 2007, a 50% increase over the third quarter of 2006 and a
6% increase over the second quarter of 2007. The year over year increase is a result of the
commencement of commercial production from the Levack nickel deposits. In 2007 the Levack
Complex is expected to produce and sell slightly more than the originally budgeted 900,000 tons
of ore.

Metal Production and Sales

Table 4 presents a summary of FNX's metal production and sales information for the periods ended
September 30, 2007 and 2006.

Table 4 — Production and Three Months Ended Nine Months Ended
Sales Summary September 30 September 30
2007 2006 Change 2007 2006 Change
Ore (tons)
Pre-production 1,405 - 1,405 1,405 - 1,405
Ore sold (tons)
Nickel ore 156,232 75,248 82,984 449,057 233,040 216,017
Copper ore 92,040 90,058 (18) 238,758 233,744 5,014
Total ore sold 248,272 165,306 82,966 687,815 466,784 221,031
Grade of ore sold
Nickel ore (%Ni) 1.3 1.8 (0.5) 1.3 1.6 (0.3)
Copper ore (%Cu) 1.4 1.4 - 1.4 1.6 (0.2)
Payable metal sold
Nickel (000s Ibs) 3,198 2,280 918 8,931 6,139 2,792
Copper (000s Ibs) 2,929 2,640 289 7,617 7,309 308
TPM (0zs) 8,073 7,934 139 19,317 22,225  (2,908)
Cobalt (000s Ibs) 43.6 21.3 22.3 115.7 63.8 51.9
Metal sales revenue
Average Ni price (US$/Ib) 11.65 14.20 (2.55) 16.98 10.82 6.16
Average Cu price (US$/Ib) 3.57 3.60 (0.03) 3.36 3.29 0.07
$/US$ exchange rate 1.04 1.12 (0.08) 1.11 1.13 (0.02)
Total revenue ($000s) 56,767 52,964 3,803 216,427 119,743 96,684
Revenue ($/ton of ore sold) 229 320 (91) 315 257 58
Cash cost
Mining ($000s) 26,015 16,500 (9,495) 74,874 48,438 (26,436)
Cash cost ($/ton of ore sold) 105 100 (5) 109 104 (5)
Cash cost (US$/Ib of Ni sold) 2.39 (0.07) (2.46) 2.78 0.51 (2.27)

Cash operating cost per pound of nickel sold excludes mine depreciation and amortization and includes mining, milling,
smelting, refining, haulage and marketing costs and is net of by-product credits.

TPM represents total precious metal — platinum, palladium and gold.
Cash cost is a non-GAAP performance measure (see Non-GAAP Performance Measures below).

CES
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The volume of nickel, copper and TPM'’s sold in the quarter was higher than in any other
previous comparable period. Ore sold in the third quarter of 2007 totaled 248,272 tons,
compared to 233,689 tons sold in the second quarter of 2007 and 165,306 tons sold in the third
guarter of 2006, representing increases of 6% and 50%, respectively. Nickel sales of 3.2 million
pounds in the third quarter of 2007 were 94,000 pounds higher than the second quarter of 2007
and 918,000 pounds higher than the second quarter of 2006, as a result of the commencement
of commercial production from the Levack nickel deposits in January 2007. To date, nickel
production has been higher than originally budgeted and last year due to the increase in tons
mined; however, grades this year have been lower than last year due to the broken up nature of
the mineralization in the Levack ore zones and stope sequencing issues as a result of ramping
up production at the Levack Mine. Copper sales in the third quarter of 2007 were 2.9 million
pounds, an increase of 503,000 pounds over the second quarter of 2007, due to the increase in
tons mined and shipped. Copper sales were also 289,000 pounds higher than in the same
period in 2006 as a result of increased production. Precious metals sales totaled 8,073 ounces
during the third quarter of 2007, up from 5,282 in the second quarter of 2007 and totaled 19,317
ounces year to date, a 13% decline from 22,225 ounces produced during the first nine months
of 2006. This decline resulted from lower precious metal grades in the PM Deposit.

Metal sales

Metal sales in 2007 are higher than in 2006 as a result of the commencement of production
from the Levack nickel deposits in the Levack Complex.

Metal sales revenue

Revenue is recognized at the time ore is shipped to CVRD Inco, which is also the time that title
transfers. The contracts under which FNX sells its ore provide for final pricing based upon
quoted market prices in periods subsequent to the month of sale, which for nickel and copper is
the second month following shipment. Any variance in the price of the metals sold is adjusted in
subsequent periods. The use of provisional pricing can lead to higher volatility in quarterly
revenues than would normally be expected based upon the quoted average LME reference
price. The nickel and copper contained in the ore that FNX sells to CVRD Inco for further
processing each month is priced at and ultimately paid to FNX on the basis of the lower of the
month’s average LME cash settlement price and the monthly average LME three month seller
price. When foreign exchange rates remain stable, in a rising metal price environment, the
Company will realize higher metal prices than the quoted average metal price in the period,
while the converse is true in a declining metal price environment.

Table 5 shows the average metal prices as per the LME or other standard reference market
price source and the average metal price realized by FNX.

11
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Table 5 — Metal Three Months Ended Nine Months Ended
Prices (average) September 30 September 30
2007 2006 2007 2006
Realized Market Realized Market Realized Market Realized Market
Price  Price Price  Price Price  Price Price Price
Nickel (US$/ib) 11.65 13.70 14.20 13.22 16.98 18.09 10.82 9.66
Copper (US$/lb) 3.57 3.50 3.60 3.48 3.36 3.22 3.29 3.00
Cobalt (Us$/b) 26.56 25.95 18.38 15.52 27.74 26.61 15.72 14.11
Platinum (USs$/oz) 1,334 1,292 1,138 1,216 1,415 1,255 1,220 1,146
Palladium (US$/oz) 310 349 326 324 363 353 339 320
Gold (Us$/oz) 716 631 622 622 714 666 616 601
$/USS$ 1.04 1.04 1.12 1.12 1.11 1.11 1.13 1.13

) Market prices of nickel and copper are based on the LME cash settlement price.

Market prices of TPM & Cobalt are based on monthly averages as published on Metalbulletin.com.
Market price of foreign exchange is as per the Bank of Canada.

Operating revenues, including the aforementioned provisional price adjustments, totaled $56.8
million in the third quarter of 2007, a 28% decline from the second quarter of 2007, but 7%
higher than in the third quarter of 2006. Year to date revenues totaled $216.4 million, compared
to $119.7 million in 2006, an increase of 81%. Revenues are higher in the third quarter and
year to date 2007, compared to 2006, as a result of the commencement of commercial
production from the Levack nickel deposits in January 2007.

FNX realized US$2.05 per pound of nickel less than the LME average price of US$13.70 per
pound for the third quarter of 2007 as a result of metal sales that were provisionally priced in
prior periods. While the price of most metals was higher in the third quarter of 2007 than the
second quarter, the decline in nickel prices, which commenced in May 2007, resulted in a net
$4.5 million negative provisional price adjustment in the quarter. Year to date, FNX realized
US$1.11 per pound of nickel less than the LME average price of US$18.09 per pound, while in
2006, FNX realized US$1.18 per pound higher than the LME average price in the prior year.
As a result of the increase in metal prices in the first quarter of 2007, the provisional price
adjustment resulted in a net $7.0 million increase in year to date revenue.

Operating earnings continued to be negatively impacted by the significant appreciation of the
Canadian dollar relative to the US dollar. The 17% appreciation in the value of the Canadian
dollar relative to the US dollar in 2007 resulted in lower revenue in Canadian dollars than would
otherwise have been realized had the Canadian dollar remained at the December 31, 2006 rate
of $1.17/US$. All other things being equal, revenues would have been approximately $7 million
higher in the third quarter of 2007 and approximately $11 million higher for the year to date had
the foreign exchange rate remained at $1.17/US$ for the year rather than declining to $1.00/US.

Table 6 shows the increase (decrease) in FNX's nickel sales revenue (in Canadian dollars) as a
result of an increase (decrease) in the quantity of nickel sold and the price of nickel earned. In
conjunction with the declining value of the US dollar, the 94,000 pound increase in nickel
production in the third quarter of 2007 over the second quarter of 2007 resulted in a $1.9 million
increase in revenues, while the US$6.89 decline in the price of nickel resulted in a $26.9 million
decrease in revenues.

12
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Table 6 — Net Change in Sales Revenue Q3-2007 YTD-2007 Q3-2007
compared to compared to compared to

Q3-2006 YTD-2006 Q2-2007

$000s $000s $000s

$ Change due to quantity 14,707 34,047 1,931
$ Change due to price (12,233) 60,127 (26,863)
Net change in nickel sales revenue 2,474 94,174 (24,932)
Change in quantity sold (000s Ibs) 918 2,792 94
Change in revenue (US$/Ib) (2.55) 6.16 (6.89)

Mining cost of sales

Mine operating expenses, excluding mine depreciation and amortization costs (“cash operating
costs”), were $26.0 million in the third quarter of 2007, $1.7 million higher than the second
quarter of 2007, and $9.5 million higher than the third quarter of 2006 due to higher production
tonnages. Cash operating costs are expected to trend higher in 2007 due to higher tonnages
mined and ore sold this year as a result of the commencement and ramp-up of production from
the Levack nickel deposits. The appreciation in the Canadian dollar relative to the US dollar
has, in Canadian dollar terms, reduced the Company’s US dollar denominated processing
costs.

Cash operating cost per pound of nickel

FNX's cash operating cost per pound of nickel sold, a non-GAAP performance measure (see
discussion under Non-GAAP Performance Measures below), was US$2.39 for the quarter,
US$0.19 per pound lower than in the second quarter of 2007 and US$2.46 per pound higher
than in the third quarter of 2006. The year to date cash operating cost was US$2.78 per pound,
compared to US$0.51 per pound during the comparable 2006 period. The year over year
increase in cash operating cost per pound of nickel, net of by-products, was due to increased
nickel production from the Levack nickel deposits and a lower proportion of by-product revenues
to operating costs with both the McCreedy West and Levack mines in operation at the Levack
Complex. In 2007, cash costs per pound have decreased quarter over quarter as a result of
economies of scale and efficiencies associated with the ramp-up of production from the Levack
nickel deposits and the increased number of pounds of nickel sold.

Table 7 present the calculation of cash operating costs per pound of nickel sold.

Table 7 — Cash Operating Cost Per Three months ended Three months ended
Pound of Nickel Sold September 30, 2007 September 30, 2006
C$000s US$000s USS$/Ib C$000s US$000s USH/Ib

Operating expenses @ 26,015 24,897 7.79 16,520 14,727 6.46
By-product credits:

Copper (10,904) (10,435) (3.26) (10,666) (9,509) (4.17)

Other @ (7,123) (6,817) (2.14) (6,030) (5,376) (2.36)
Cash operating costs 7,988 7.645 2.39 (176) (158) (0.07)
Nickel sold (000s Ibs) 3,198 2,280
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Table 7 (cont’d) — Cash Operating Nine months ended Nine months ended
Cost Per Pound of Nickel Sold September 30, 2007 September 30, 2006
C$000s US$000s US$/b C$000s US$000s US$/Ib

Operating expenses ) 74874 67,759 759 48,438 42,763  6.97
By-product credits:

Copper (27,925) (25,271) (2.83) (27,106) (23,930) (3.90)

Other @ (19,481) (17,630) (1.98) (17,789) (15,705) (2.56)
Cash operating costs 27.468 24858 2.78 3,943 3,128 0.51
Nickel sold (000s Ibs) 8,931 6,139

1 ) . - o
) Operating expenses exclude mine depreciation and amortization.

Platinum, palladium, gold and cobalt.
Canadian dollars have been translated into US dollars using the average rate realized by FNX for the relevant period.

CES

3

Cash operating margin per ton of ore sold

Cash operating margin per ton of ore sold, a non-GAAP performance measure (see discussion
under Non-GAAP Performance Measures below), was $124 per ton in the third quarter of 2007,
compared to $235 per ton in the second quarter of 2007 and $220 per ton in the third quarter of
2006. Lower nickel prices and the continued strengthening of the Canadian dollar relative to the
US dollar were the main factors contributing to the lower margin in the third quarter of 2007.

Table 8 presents the calculation of cash operating margin per ton of ore sold® for the periods
indicated.

Table 8 — Cash Margin Per Ton Three months ended  Nine months ended
September 30 September 30
2007 2006 2007 2006
$/ton $/ton $/ton $/ton
Mine operating revenue 229 320 315 257
Mine operating expenses® (105) (100) (109) (104)
Cash operating margin per ton of ore sold 124 220 206 153

@) Components of the cash operating margin per ton of ore sold are calculated by dividing each of mine operating revenue and

mine operating expenses, as per the statements of operations, by tons of ore sold.
Mine operating expenses exclude mine depreciation and amortization.

With metal prices continuing to be volatile, grades forecast to remain stable and increasing
tonnages of ore mined and sold from the Levack Complex in 2007, FNX anticipates that the
cash operating margin per ton of ore sold will continue to fluctuate period to period. Despite the
continuing rising costs of many of the consumables required in mining operations, the
Company’s cash operating cost per ton of ore sold continues to be below the Company’s $120
cash operating cost per ton benchmark.

Mine depreciation and amortization
Mine depreciation and amortization expense was $7.1 million in the third quarter of 2007, an
increase from $6.0 million in the second quarter of 2007 and $3.3 million in the third quarter of

2006, primarily due to higher volumes of ore produced and sold. Mine depreciation and
amortization expense will be higher in 2007 than in 2006 as a result of additional amortization
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resulting from production at the Levack Complex due to the commencement of commercial
production from the Levack nickel deposits on January 1, 2007. The mine depreciation and
amortization expense per ton of ore produced has also risen during 2007 as capital
expenditures on mine development in the period are incurred and added to the amortization
base. Reserve and resource estimates are re-evaluated annually at the end of each fiscal year.

Health, safety, and environment
Health and safety

The development and implementation of FNX's Safety, Health and Environmental Management
System (SHEMS) continued in the third quarter of 2007. Basic SHEMS training to all staff and
labour was completed in July. System level policies are currently being developed and awaiting
final approval. Objectives and targets are in the process of being finalized. A system audit for
the SHEMS is planned for early 2008.

The FNX Health and Safety Advisory Committee, comprised of independent consultants,
conducted a surface tour of the Levack mine site in September. Their observations, comments
and recommendations were provided with actions taken where appropriate.

During the third quarter, no lost time accidents were reported by FNX employees; however, FNX's
on-site contractors experienced one lost time accident.

Environment

There was one minor reportable environmental incident during the third quarter at the Podolsky site,
when suspended solids were discharged from the water treatment plant. The solids settled out in
the discharge ditch and were recovered.

During the quarter, the large water treatment plant at Podolsky continued to operate to
performance objectives, although modifications are being investigated to improve the treatment
of ammonia.

Both Podolsky and Levack continue to update their respective Closure Plans and expect to
submit the revised documents to the regulatory authorities by the end of 2007.

Other Items in the Statements of Operations

Administration

Administration expenses were $2.0 million and $6.4 million in the third quarter and year to date
2007, respectively, compared to $1.9 million and $7.1 million in 2006. Administration expenses
in 2007 are in line with management expectations.

Depreciation

Depreciation expense for the Toronto head office and Sudbury exploration office equipment,

furniture and fixtures was not significant in the quarter and is not expected to be significant for
the entire year.
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Stock-based compensation expense was $0.8 million in the third quarter of 2007, compared to
$0.7 million in the second quarter of 2007 and $0.6 million in the third quarter of 2006. In the
third quarter of 2007, options to purchase 135,000 common shares were granted, 125,000
options were exercised and 6,000 options were forfeit, compared to 113,000 granted, 206,000
exercised and 44,000 forfeit and/or cancelled in the second quarter of 2007. Year to date stock-
based compensation expense was $2.4 million, compared to $1.7 million in 2006. In the nine
months ending September 30, 2007, options to purchase 344,000 options were granted,
614,000 options were exercised and 56,000 options cancelled and forfeited, compared to
351,000 granted, 190,000 exercised and 147,000 cancelled and/or forfeit in the comparable
period in 2006. Stock-based compensation expense is based upon the Black-Scholes option
pricing model and, as FNX's average share price was higher in 2007 than 2006, the stock-
based compensation expense for new options granted in the period is higher on a per share
basis.

Stock-based compensation

Other expenses (income)

Other expenses (income) resulted in net expense of $1.6 million in the third quarter of 2007,
compared to net income of $6.1 million in the second quarter of 2007 and $1.2 million during
third quarter of 2006. Other expenses for the quarter primarily consisted of a foreign exchange
loss of $6.0 million and a $0.8 million mark-to-market loss on investments in warrants partially
offset by a $4.0 million gain on sale of Sherritt shares and $1.3 million of interest income.

As at September 30, 2007/ the Company had $108.2 million of cash and cash equivalents on
hand. During the third quarter of 2007 financial markets and corporate credit were adversely
affected by defaults in the asset backed commercial paper market. FNX was not affected by
this situation as the Company does not hold asset backed commercial paper in its portfolio of
investments. FNX has historically and will continue in the future to invest all surplus cash
resources in conservative, term deposits with major Canadian chartered banks.

Year to date other income of $5.8 million primarily consisted of a $15.5 million gain on disposal
of Dynatec and Sherritt shares, a $2.4 million gain on the sale of mineral exploration properties
to Fieldex Exploration Inc. (“Fieldex”) and $3.5 million of interest income, partially offset by a
$14.6 million foreign exchange loss and a $1.1 million write down of certain non-Sudbury
mineral exploration properties. Year to date other income in 2006 was $3.5 million.

In July 2007, the Company disposed of its 1,466,153 shares of Sherritt at $17.40 per share for
net proceeds of $25.5 million and net realized gain of $4.0 million. The disposition of the
Dynatec shares and simultaneous acquisition of Sherritt shares in the second quarter of 2007
generated a $11.5 million gain.

The appreciation of the Canadian dollar relative to the US dollar continued in the third quarter of
2007 and negatively impacted the Company’s results. The Company’s account receivable from
metal sales to CVRD Inco is denominated in US dollars and, along with other US dollar
denominated accounts, the decline in the closing foreign exchange rate from $1.07/US$ at June
30, 2007 to $1.00/US$ at September 30, 2007, resulted in a $6.0 million foreign exchange loss.
The year to date foreign exchange loss totals $14.6 million.
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Provision for income and resource taxes and provincial capital taxes

The third quarter of 2007 included a provision for income taxes of $6.2 million, compared to a
$10.5 million provision in the third quarter of 2006. While FNX’s significant capital expenditures
program in 2007 continues to add to the total amount of tax deductions available to the
Company, Canadian income tax rules restrict the amount of such deductions permitted in any
particular taxation year. Accordingly, the Company has included in the $41.4 million provision
for taxes for the nine months ended September 30, 2007, $17.5 million for the estimated
amount of current income taxes for 2007 to date. The Company’s income tax rate should
continue to be approximately 38% in 2007. In June 2006, the Government of Canada enacted
legislation reducing corporate tax rates over a period of several years. During the second
quarter of 2006, FNX recorded a future income tax recovery of $13.8 million to reflect the
positive impact of these tax rate reductions on transactions in prior years for which future taxes
will be paid.

Many provincial jurisdictions, including the Province of Ontario, charge a tax based on a
corporation’s taxable capital. This expense is, however, deductible in the determination of
taxab