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Independent Auditors’ Report

(Translation from Spanish Language Original)

To the Board of Directors and Stockholders
Grupo Industrial Saltillo, S. A. de C. V.

We have audited the consolidated balance sheets of Grupo Industrial Saltillo, S.A. de C.V. and
Subsidiaries as of December 31, 2001 and 2000, and the related consolidated income statements,
changes in stockholders' equity and changes in financial position, for the years then ended. These
financial statements are the responsibility of Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Mexico. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatements and are prepared in accordance with
generally accepted accounting principles in Mexico. An audit consists of examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements mentioned above, present fairly, in all material
respects, the financial position of Grupo Industrial Saltillo, S.A. de C.V. and Subsidiaries as of
December 31, 2001 and 2000, the results of their operations, the changes in their stockholders’
equity and the changes in their financial position for the years then ended, in conformity with
accounting principles generally accepted in Mexico.

KPMG Cirdenas Dosal, S.C.

R

C.P. Ratjel Goémex Eng

N

February 4, 2002, except for
what is indicated in note 20,
which corresponds to March 1, 2002

KPMG Cardenas Dosal, S.C. KPMG, Con oficinas en: Culiacan, Sin. Mexicali, B.C. Reynasa,Tamps.
Cérdenas Dosal, S.C., a Mexican Guadalajara, Jal. México, D.F. Nuevo Laredo, Tamps.
Sociedad Civil, is a member of KPMG Cd. Judrez, Chih, Hermesillo, Son. Puebla, Pus. Tijuana, B, C.
Intemational, a Swiss Association Cd. Obregén, Son. Mérida, Yuc. Querétaro, Qro. Toluca, Edo. de Mex.



GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2001 and 2000

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

ASSETS 2001 2000
CURRENT:

Cash and equivalents $ 882,477 S 395,454
Trades receivable (note 7) 1,211,498 1,065,902
Other accounts receivable (note 8) 98,428 421,576
[nventories (note 9) 615,909 741,543
Prepaid expenses 12,221 20,155
Total current assets 2,820,533 2,644 630

INVESTMENT IN SHARES OF NON-CONSOLIDATED _
SUBSIDIARY - 196,408
PROPERTY, MACHINERY AND EQUIPMENT (note 10) 4,438,799 4515164
OTHER ASSETS (note 11) ’ 702,211 638,856
Total assets $ 7,961,543 S 7,995,058

The accompanying notes are an integral part of these consolidated financial statements.
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LIABILITIES

CURRENT:
Bank loans
Current portion of long-term debt (note 12)
Trades payable
Other accounts payable
Income tax (note 17)
Employees’ statutory profit sharing (note 17)

Total current liabilities
LONG TERM:
Bank loans (note 12)
Deferred income tax (note 17)
Deferred employees’ statutory profit sharing (note 17)
Long-term sundry creditors (note 13)
Total liabilities
STOCKHOLDERS’ EQUITY (note 15)
Majority capital:
Contributed capital
Earned surplus
Total
Minority interest

Total stockholders’ equity

Total liabilities and stockholders’ equity

IsidroLapéz del Bosque

Chairman

$

2001 2000
18,648 374,266
232738 211,250
346305 438,910
313,620 454,556
130,814 42.135
16,897 26.678
1,059,022 1,767.795
1,678,550 1,263,383
569,682 725,732

4,468 .

136,830 60,132
3,448,552 3,817,042
1,988,107 2,028,975
2,338,742 2,025,961
4,326,849 4,054,936
186,142 123,080
4,512,991 4,178.016
7,961,543 7.995.058
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Consolidated Income Statements

Years ended December 31, 2001 and 2000

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

Net sales $
Cost of sales
Operating expenses

Operating income

Comprehensive financing result:
Interest income
Interest expense
Foreign exchange fluctuation
Monetary position result

Comprehensive financing result, net
Other expenses, net (note 16)

Income before taxes, employees’ statutory profit
sharing, sharing in the results of non-
consolidated subsidiary and minority interest

Income tax (note 17)
Employees’ statutory profit sharing (note 17)

Income before sharing in the results of non-
consolidated subsidiary and minority interest

Sharing in the results of non-consolidated subsidiary
Consolidated net income
Minority interest
Net income of majority interest ’ $

Earning per share of majority interest (pesos) (note 19)  §

The accompanying notes are an integral part of these consolidated financial statements.

2001 2000
6,746,734 S 7,590,534
4,871,295 5,536,266

953,923 1,044,141

921,516 1,010,127

(72,759) (61,956)

182,044 152,204

(83,557) 18,974

(22,570) (53,986)

3,158 55,236

183,689 6,416

734,669 948,475

250,727 299,534

24,262 12,260
274,989 311,794
459,680 636,681

. (2,464)
459,680 639,145
26,171 16,204
433,509 S 622,941
1.54 S

2.20




[EPCRPIN

“SIUBWIIEIS [BISURUL P1RPI{OSUOD 255 Jo wed jeiSayur ue are s;jou Suruedurodde sy

16621y S Tpl1'98L §  6v8'97¢'Y (z91°2£9) s (688'tb'y) $  orb08TL $  Lyeiopt $  85¢sSI S 898°0I1 S 189°1TLl
L00'L8T 18€°y1 979°CLT (£88°091) 60S°CEY -
1898y 1898t
(€11) (€12) (19 S [(¥4)]
910'8L 1’y 080°¢Z1 9E6'VSO'Y (Z9r°2£9) ; 898011 POITTLE
(ri0'vr1) £L0'6 (£80°€St) (T91°L£9)
96¢ 96¢
(295°19) (z95°19) (s55°¥1)
{999'6¢t) (999°6£) .
798°TT8'Y S HI9EIl S IST6OLY - s (opI'spl') S 089'€€T S 898011 S 659°9¢L)
Annba 153191u8 152J433U1 1991)3 s)asse sSuuies Saleys S31BYS UMO |endes Nools
.S1apoyyd018 Kiourpy Auofepy XE} Alepuow-uou pauielay umo Jo Jo 2jesa ut-pied uouIu0))
L20A N awodu Suipjoy woy uonisinboe uo uren [euonippy
pauajap 1033 10 A138DY
aAle|nuny) paiefnundoy

snjdung pauses {enden panguyuo)

(1002 ‘1€ 12quad3(T Jo se Jamod Suiseyound jueisuods jo sosad uedanxajy jo spuesnoy])
0007 PUE [00T ‘1€ 19quIada(] papua SJeal

Aunbg | s1apjoyp01g ur safuey?) Jo SjualualelS pAIeplosuo))

SAMIVIAISANS ANV "A "D Ad 'V 'S ‘OTTLLTVS TVIILSNANI 0dNyD

1007 ‘1€ JFEWIDIQ JO SV STONVIVE

1usal aasuayaidwo)y
JSUIUL HO0IS UOWIOD AJL1outiy
(51 a10u) SaIRYS UMO JO uonIsInboy

000Z ‘1 ¢ ¥3EW3IDIAA 40 SV SIONVIVE

1nsal aaisuayadwo)

ISEAIIUT FI0IS UOLILIOI AMIOUIA
($1 210U) sazeys umo Jo uonisinboy
(51 210u) pied spuapial(g

6661°1€ YFAWIDIA 40 SV SAONVIVE




GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Consolidated Statements of Changes in Financial Position

Years ended December 31, 2001 and 2000

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

Operation activities:
Consolidated net income

Plus charges (less credits) that do not require the use of resources:

Depreciation and amortization

Impairment of assets

Deferred income tax and employees’ statutory profit sharing
Other items

Resources generated by operation

Working capital:
Trades receivable
Other accounts receivable and prepaid expenses
Inventories
Trades payable
Other accounts payable
Income tax and employees’ statutory profit sharing
Other items

Net resources generated by operation

Financing activities:
Dividends paid
Bank loans
Installment of short-term debt
Long-term debt
Long-term sundry creditors and other items
Capital increase

Resources (used in) generated by financing activities

L

Investing activities:
Acquisition of property, machinery and equipment
Investment in shares of non-consolidated subsidiary
Acquisition of own shares
Other items

Resources used in investment activities
Increase (decrease) in cash and equivalents
Balance at beginning of the period

Balance at end of the period

$

2001 2000
459,680 S 639,145
482,514 463,760
155,116 .
(98,097) 7,760

(343) (5,425)
998,870 1,105,240
(145,596) 72,351
331,082 (280,182)
94,139 (193,243)
(112,605) 91,370
(152,053) 93,940
78,898 (80,517)
(8,298) .
1,084,437 808,959
- (439,666)
(555,618) 547211
21,488 162,662
415,167 12,835
76,698 (21,033)
50,531 .
8,266 262,007

(597,343) (687,278)

196,408 (592,210)
(289) (61,563)

(204,455) (173,692)

(605,679) (1,514,743)
487,024 (443,775)
395,454 839,229
882,478 395,454

The accompanying notes are an integral part of these consolidated financial statements.
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements
(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

(1) Business Activity and Qutstanding Operations

a) Activity

Grupo Industrial Saltillo, S. A. de C. V. (GISSA), is a Mexican controlling company which is
involved in three business sectors through subsidiary companies: (i) Metal mechanic,
engaged mainly in manufacturing and selling foundry gray iron and aluminum melting
products for the automotive industry; (i1) Building Products, engaged mainly in
manufacturing and trading of ceramic tile, bathroom fixtures and water heaters and (i)
Home Products, engaged in manufacturing and trading enamel on steel kitchen items and
ceramic tableware for home and institutional use.

b) Outstanding operations

During 2001 the company’s subsidiaries started a restructuring and reorganization program
for each one of the Gasoline, Ceramic Tile, Tableware and Kitchen businesses in order to
increase productivity and the use of fixed assets. This program included the recognition of
impairment effects on certain assets that stopped being useful for business purposes and
personnel reduction.

Because the above concepts are not a part of the normal course of operations of the
company’s subsidianies, the effects derived form these transactions are presented in other
expenses, net figure in the income statement of the period ended December 31, 2001 (see
note 16).

(2) Consolidation Bases

a) The consolidated financial statements include the assets, liabilities and results of GISSA
and of those subsidiaries over which the Company owns over 50% of common stock and/or
over which it has control. All intercompany balances and operations of the group have been
eliminated in consolidation.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements
(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

b) The Company’s main subsidiaries are the following:

% sharing
Metal Mechanic
Servicios de Produccidn Saltillo, S. A. de C. V. and Subsidianes: 100%

Manufacturas Cifunsa, S. A. de C. V. 100%
Cifunsa Diesel, S. A. de C. V. 100%
Ditemsa, S. A.de C. V. 100%
Castech,S. A.de C. V (1) 50%
Techmatec, S. A. de C. V. 100%
Industria Automotriz Cifunsa S. A. de C. V. 100%
Building Products
Pistones Industriales, S. A. de C. V. and Subsidiaries (2): 100%
Manufacturas Vitromex, S. A. de C. V. (2) 100%
Ceramérica, S. A. de C. V. (2) 100%
Ceramica San Luis, S. A. de C. V. (2) 100%
Calentadores Cinsa, S. A. de C. V. 100%
Exito, S. A. de C. V. 100%
Grupo Calorex, S.deR. L. de C. V. 100%
Home Products
Islo, S. A. de C. V. and Subsidianes: 100%
Cinsa, S. A.de C. V. 100%
Porcelanizados Enasa, S. A. de C. V 100%
-Ceramica Santa Anita, S. A.de C. V. 100%
Esvimex, S.A. de C.V. 100%
Others
Asesoria y Servicios, GIS, S. A.de C. V. 100%
Administradora Brycosa, S. A. de C. V. 100%
Gis Holding Co., Inc. 100%

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

(1) Grupo Industrial Saltillo has control of this company.

(2) At November 2001 in General Stockholders’ Meeting, the stockholders agreed to merge
these Companies, and Manufacturas Vitromex, S. A. de C. V. subsisted as merging
entity. This merger will become effective between the Companies and the stockholders
after January 1, 2002.

The consolidated foreign subsidiary financial statements are translated into Mexican pesos
according to Bulletin B-15, “Foreign Currency Transactions and Translation of Foreign
Currency Financial Statements”, issued by the Mexican Institute of Public Accountants.

The foreign operation assets and liabilities are converted at the exchange rate of the balance
sheets. The income statement items are converted at the weighted-average exchange rate of
the reported period. The resulting differences are booked in the period results as part of the
Comprehensive Financing Result.

(3) Summary of Significant Accounting Policies

The accounting policies and practices followed by the company in the preparation of the
financial statements are described below:

a) Presentation and disclosure bases
The accompanying consolidated financial statements include the recognition of the effects
of inflation on the financial information, and are expressed in pesos of constant purchasing
power of the most recent consolidated balance sheet presented.

The most significant National Consumer Price indexes (NCPI) used for effects of
recognizing inflation were:

NCPI % Inflation
December 31, 2001 351.418 4.40%
'December 31, 2000 336.596 8.95%
December 31, 1999 ' 308.919 12.32%

For disclosure purposes in the notes to the financial statements, when referring to pesos “S”,
it means Mexican pesos, and when referring to dollars, it means United States dollars.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

Cash and equivalents :

They are represented by cash in checking accounts and by investments and deposits in
short-term debt with maturing in less than three months at market value. As of December
31, 2001 and 2000 temporary investments amount $813,529 and $367,827 respectively.
Increases and decreases generated by the investments are carried to results of the period and
are included as part of the Comprehensive Financing Result.

Inventories and cost of sales

Inventories are presented in the balance sheet at replacement cost or market value
whichever is lower. The replacement cost is determine by the costs of the productions
(finished products and in process) and by the cost of the purchase (raw material and other
materials).

The cost of sales is expressed at replacement cost as of the date of the sales and updated to
pesos at the end of the period.

Property, machinery and equipment

Domestic property, machinery and equipment are updated with the method of adjustment
from general price level changes, using the NCPI published by the Bank of Mexico (Banco
de México). Foreign machinery and equipment is updated using the inflation of the country
of origin, which is then converted to Mexican pesos by using the market exchange rate as
the date of the appraisal. Depreciation of property, machinery and equipment is calculated
with the straight-line method, based on the useful lives of the assets. The average annual
depreciation rates of the main groups of assets are as follows:

Rates
‘Buildings 5%
Machinery and equipment 8%

Investment in shares of non-consolidating subsidiary
This is valued by the equity method.

Other assets

Other assets include the excess of the cost of acquisition of shares of subsidiaries and are
amortized over a term of 20 years. The other assets are presented at their updated value
using the NCPI, net from the corresponding amortization.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

Comprehensive financing result (CFR)
CFR includes interest, exchange differences and the monetary effect.

Foreign currency transactions are recorded at the exchange rate prevailing at the date of
their execution or settlement. Foreign currency assets and liabilities are translated at the
exchange rate in force at the consolidated balance sheet date. Exchange differences arising
from assets or liabilities contracted in foreign currency are recognized in the results of the
year.

The monetary effect is determined by multiplying the difference between monetary assets
and liabilities at the beginning of each month by inflation factors, including deferred taxes,
through year-end. The aggregate of these results represents the monetary gain or loss for the
year arising from inflation, which is reported in operations for the year.

Restatement of common stock and other stockholders’ equity accounts

Common stock, reserve for the acquisition of own shares, paid-in capital, premium on
reallocation of own shares and retained earnings have been updated by using NCPI factors
from the dates the amounts were contributed or generated, until end of the period. The
amounts thus obtained represents the reserve required to maintain the values of the
stockholders’ investments constant and are presented together with historical values.

Accumulated effect from holding non-monetary assets
This represents the change in the specific level of the value of the non-monetary assets
related to the value of the NCPL

Comprehensive result

The comprehensive result represents the net income or net loss of the period, plus the effect
in such period of those items reported directly in stockholders’ equity, not constituting
capital contributions, reductions or distributions.

Cumulative effect of deferred IT
This represents the effect of recognizing the cumulative deferred taxes as of the date the
related Bulletin was adopted.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

Seniority premium and pension plan

According to the Federal Labor Law, there are obligations regarding severance pay and
seniority premium, payable to employees who cease to render their services under certain
circumstances.

The policy adopted is the following:

- Severance payments are charged to the results of the year in which they are made.
- A provision is recorded for seniority premiums.

In addition, the Company has a pension and retirement plan established for its non-
unionized personnel, in favor of which it has set up an irrevocable trust fund.

The cost and allowance of the seniority premium and the pension plan was determined
based on calculations prepared by independent actuaries.

Income Tax (IT), Business Assets Tax (BAT) and Employees’ Statutory Profit Sharing
(ESPS)

IT is accounted for under the asset and liability method wich compares the book and tax
values. Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and their respective tax bases and operating loss and tax credit (AT)
carryforwards.

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates
1s recognized in income in the period that includes the enactment date.

Deferred ESPS 1s recognized only for timing differences arising from the reconciliation of
book income to income for profit sharing purposes, on which it may reasonably be
estimated that a future liability or benefit will arise and there is no indication that the
liabilities or benefits will not materialize.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

Revenue recognition

Revenue from the sale of goods is generally recognized upon delivery of the products to the
customers. The Company provides for sales commissions, returns and discounts at the time
the related revenue is recognized. These provisions are deducted from sales, or included in
selling expenses, as applicable.

Concentrations of business and credit risk

Of the Company’s total income corresponding to 2001 and 2000, 26% and 34% were
concentrated mainly on 3 customers of the metal-mechanic division. The Company
provides an allowance for doubtful accounts based on analyses and estimates made by

management.

Contingencies

Liabilities for loss contingencies are recorded when it is probable that a liability has been
incurred and the amount of the assessment and/or remediation can be reasonably estimated.
When a reasonable estimation can not be made, qualitative disclosure is provided in the
notes to the consolidated financial statements. Contingent revenues, earnings or assets are
not recognized until their realization is virtually assured.

Impairment of property, plant and equipment and other non-current assets

The Company evaluates periodically the adjusted values of property, plant and equipment
and other non-current assets, to determine whether there i1s an indication of potential
impairment. Recoverability of assets to be held and used is measured by a comparison of
the carrying amount of an asset to future revenues expected to be generated by the asset. If
such assets are considered impaired, the impairment to be recognized is measured by the
amount by which the carrying amount of the asset exceeds the expected revenues. Assets to
be disposed of are reported at the lower of the carrying amount or realizable value.

Financial instruments

To reduce the risks resulting from changes in prices of commodities, such as Natural Gas
and Copper, based on the demand and supply of the main international markets, the
Company uses hedging contracts Commodity SWAPS. Changes in the fair value of
derivative financial instruments and those established as fixed in these contracts are
recognized on an accrued basis as part of the cost of sales of the products that include the
commodities hedged.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

The exchange rate fluctuation risks with respect to the U.S. dollar and other currencies, are
hedged with foreign exchange hedging financial instruments. The differences arising from
the fluctuations between the market exchange rates and the exchange rates established in
those contracts are recognized in the CFR as part of the exchange fluctuation figure on an
accrued basis, net of costs, expenses (gains) resulting from the liabilities hedged.

Premiums paid or received on derivative financial instruments are deferred and amortized to
income over the lives of the hedging instruments.

The Company uses derivative financial instruments exclusively for hedging purposes,
studying the historical volumes, future needs or commitments acquired, avoiding their use
for speculation purposes.

Use of estimates

The preparation of consolidated financial statements in conformity with the Generally
Accepted Accounting Principles in Mexico requires management to make estimates and
assumptions affecting the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates and assumptions.

Reclassifications

As a result of the adoption of Bulletin B-4, mentioned in note 4, the consolidated financial
statements as of December 31, 2000 were reclassified to conform their presentation to the
consolidated financial statements as of December 31, 2001.

(4) Accounting changes

a)

Effective January 1, 2001, the Company adopted the guidelines of Bulletin B-4
“Comprehensive Income” that requires the determination and presentation of
comprehensive income in a one-line item in the statement of changes in stockholders’
equity and footnote disclosure of its components. Comprehensive income or loss is defined
as the net income or loss for the period, plus any other changes reflected directly in equity,
excluding capital contributions, reductions and other distributions.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

The consolidated financial statements as of December 31, 2000 were restated for
comparison purposes to present the adoption of this Bulletin. The initial adoption of this
Bulletin had no impact on the financial position or the result of operations, since it refers to
changes in presentation or additional disclosures in the financial statements.

b) Beginning on January 1, 2001, the Company adopted Bulletin C-2 “Financial Instruments™
which addresses the accounting and reporting for temporary investments and contracts that
give rise to financial assets or liabilities, so that all financial instruments, including
derivatives, are recognized in the balance sheet. Likewise, the financial instruments must be
recognized according to the respective contract, using three classifications: (i) trading, (ii)
available-for-sale and (i11) held-to-maturity.

Financial instruments are to be reported at fair value when classified as either trading or
available-for-sale, and at amortized cost, when classified as held-to-maturity. The effects of
the changes in valuation at fair value and amortization of the instruments held to maturity
are carried to results of the period as part of the comprehensive financial result. The
derivative financial instruments qualifying for hedge accounting and the changes in
valuation are recognized in results of the period, net of costs, expenses or revenues from the
asset or liability hedged.

(5) Financial Instruments

a) Commodity SWAPS

Some of the GISSA subsidiaries engaged in manufacturing products, use indirect raw
materials such as Natural Gas and Copper (Commodities) in their core business process,
whose prices are based on the supply and demand parameters of the main international
markets.

To reduce fluctuation risk in the international prices of Commodities, the Company and some
of the subsidiaries selectively use “Commodity SWAPS” (SWAPS). To contract these
instruments, the Company establishes notional volumes to be expended and sets a price for
each raw material with the counterparty, which allows to hedge the risk of the increases and
decreases In the price of the commodity for up to the notional volumes set in these contracts.

(Continued)
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GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements
(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

As of December 31, 2001, one of the subsidiaries has SWAP agreements hedging 80 and 40
metric tons of Copper that expire on June 30, 2002 and December 31, 2004, respectively,
which accumulated earnings of little significance.

Moreover, during the period ended December 31, 2001, the Company entered into different
SWAP agreements that hedged up to 500,000 million BTU cubic meters (MMBTU) of
Natural Gas, which expired on different dates during 2001 and accrued realized eamings for
1,787 thousand dollars.

b) Foreign currency exchange

As of December 31, 2001, one of the subsidiaries has entered into six foreign exchange
cross-currency contracts to hedge U.S. dollar-euro transactions, since the subsidiary uses
these currencies for the acquisition of certain fixed assets.

The subsidiary reflects a net position of 318 thousand dollars as of December 31, 2001 and
represents the commitment to sell dollars to the counterparty.

For the period ended as of December 31, 2001 the subsidiary has incurred in unrealized
losses of 352 thousand dollars derived from the effective contracts, and realized losses of 160
thousand dollars from expired contracts.

¢) Foreign exchange hedging

As of December 31, 2001 there are contracts that represent foreign exchange hedging
instruments for up to 50 thousand dollars.

(6) Foreign Currency Position and Exchange Rate

The U.S. dollar equivalents of foreign currency assets and liabilities as of December 31, 2001
and 2000, is as follows:
Thousand dollars

2001 2000
Current assets 68,839 38,229
Less:
Current habilities 53,089 107,203
Long-term liabilities 197,602 132,060
Excess liabilities over assets
in foreign currency 181, 852 201,034

The U.S. dollar exchange rates as of December 31, 2001 and 2000 were $9.14 and $9.59,
respectively. As of the auditors’ report date, it was $9.15.

(Continued)



{

11

GRUPO INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements

(Thousands of Mexican pesos of constant purchasing power as of December 31, 2001)

Moreover, as of December 2001 and 2000, the Company and its subsidiaries had the following
foreign currency non-monetary assets position, or assets whose replacement cost can be
determined only in foreign currencies:

Thousand dollars

2001 2000
[nventories 21,640 14,932
Machinery and equipment 326,304 361.444

347,944 376,376

The foreign currency transactions, excluding imports and exports of machinery and equipment,
for the years ended December 31, 2001 and 2000 are summarized below:

Thousand dollars

2001 2000
Sales 268,741 376,879
Purchases (86,525) (74,999)
Technical assistance (2,543) (714)
Interests (23,022) (3,862)
Others (10,478) (4,080)

146,173 293,224

Foreign currency sales include those made in Mexican territory quoted in U.S. dollars payable in
domestic currency at the exchange rate of the collection date and amount approximately to
165,770 in 2001 and 143,937 in 2000, thousand dollars.

Trades receivable

The trade receivables balance 1s decreased by the éllowance for doubtful accounts of § 26,980 in
2001 and $ 23,415 1n 2000.

{Continued)
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(8) Other Accounts Receivable

As of December 31, 2001 and 2000, other accounts receivable are integrated as follows:

2001 2000
Accounts receivable derived from non-
commercial activities ) 25,856 S 38,352
Refundable value added tax 72,572 149,822
Refundable income tax - 233,402
S 98,428 § 421,576
(9) Inventories
As of December 31, 2001 and 2000, inventories are integrated as follows:

2001 2000
Raw material S 302,363 $ 508,771
Work in process 70,392 21,154
Finished goods 263,285 192,661
Others 2,509 23,986
638,549 746,572
Less: Allowance for obsolescence 22,640 5,029
$ 615909 § 741, 543

(Continued)
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(10) Property, Machinery and Equipment

As of December 31, 2001 and 2000, the investment in property, machinery and equipment are
analyzed as follows:

2001 2000

Land $ 399,363 S 345,055
Buildings 1,779,573 1,560,134
Machinery and equipment 5,461,222 6,045,032
Transportation vehicle 150,465 125,850
Furniture and fixtures ' 117,159 103,285
Computer equipment 190,137 155,623
Constructions in process 491, 836 261,837
8,589,755 8,596,816

Less: Accumulated depreciation 4,150,956 4,081,652

§ 4,438,799 S 4,515,164

(11) Other Assets

As of December 31, 2001 and 2000, the other assets account is analyzed as follows:

2001 2000
Goodwill, net ) 398,915 § 430,964
Intangible asset of the labor obligations
(note 14) 11,534 16,819
Net assets from the labor obligations (note 14) 58,280 33,848
Trademarks and patents 93,085 99,673
Others 140,397 57,552

$ 702,211 § 638,856

The figure of others is comprised mainly by capitalized expenses corresponding to the
development of the EV-6 project to blocks and aluminum heads manufacture in the Metal-
Mechanic division, and by the expenses carryforward of the development and installation of the
new enterprise resource planning system.

(Continued)
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(12)Long-term Bank Loans

As of December 31, 2001 and 2000, bank loans are integrated as follows:

Syndicated credit agreement with several banks
with an effective balance of $85,000 thousand U.S.
dollars payable in five years, beginning in 2001
and until 2006 with a three-year grace period in
principal. The effective rate i1s Libor plus 1.125
and will remain so until April 2003; from that
moment and until April 2004, Libor plus 1.250
percent points; from April 2004 until April 2005,
Libor plus 1.375 p