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SUMMARY OF ANNUAL REPORT AT g
FOR YEAR ENDED DECEMBER 31, 2003 W

Industrias CH, S.A. de C.V. (the “Company”) was incorporated in 1938 under the
name Herramientas, S.A.. Its main activity was the developing of high caliber tools. S
In 1991, the control of the company was acquired by its current managers, whose ' -
main strategy has been the improvement of the chains of production and the
development of new products, all focused to maximize the outcome of the

Company. /‘Z——J / ’03

]

In 1994 the Company acquired thought a public bid a company named Procarsa, M/ 5
S.A. de C.V,, a former federal government company producing pipelines of big

diameters and located on the boarder of Coahuila.

In 1999, the Company merged with Grupo Ruvi, S.A. de C.V., who owned
Siderurgica del Golfo, S.A. de C.V. which had a production unit in Matamoros,
Tamaulipas and produced commercial and structural steel structures.

In 2001, the Company acquired an 82.5% interest of Grupo SIMEC, S.A. de C.V,,
who had casting iron plants in Guadalajara, Jalisco and Mexicali, Baja California
- that produced iron bars, specialty steel products, and commercial and structural
steel structures. _

The products produced by the Company are mainly for the use of the construction
industry, car parts industry, petroleum equipment and others.

Currently none of its clients represents over 10% of the total sales of the Company.

As of December 31, 2003 the Company has 926 non-union employees and 1,932
unionized employees. The labor relations between the employer and employees
(including with the five different labor unions) are considered to be open. As of the
- fiscal year of 2003, there were no labor incidents.

The current location of its six plants throughout Mexico gives the Company a
competitive advantage to satisfy the market demands including demands from
foreign markets which represent over 15% of the total sales of the Company. The
Company faces domestic and foreign competitions. Some of the domestic
competitors are Hylsamex, S.A. de C.V., and Altos Hornos de Mexico, S.A. de
C.V.. Foreign competitors include companies from the USA, Brazil, and Korea,
among others. This situation makes the steel markets highly competitive and the
steel price and profitability are reduced. In response, the Company has followed a
strategy of developing highly value added investments in new lines of products.

The Company operates through its 20 subsidiaries in such areas as commercial
trading, manufacturing, service supply and real state, among others.
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Independent auditors’ report

The Board of Directors and Stockholders
Industrias CH, S.A. de C.V.:

We have examined the accompanying consolidated balance sheets of Industrias CH, S.A. de C.V. and
subsidiaries (the Company) as of December 31, 2002 and 2003, and the related consolidated statements
of income, stockholders’ equity and changes in financial position for each of the years in the three-year
period ended December 31, 2003. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated 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 statemencs are free of material misstatement and are prepared in accordance with accounting
principles generally accepted in Mexico. An audit includes 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 referred to above present fairly, in all material
respects, the financial position of Industrias CH, S.A. de C.V. and subsidiaries as of December 31, 2002
and 2003, and the results of their operations, the changes in their stockholders’ equity and the changes in
their financial position for each of the years in the three-year period ended December 31, 2003, in
conformity with accounting principles generally accepted in Mexico.

KPMG CARDENAS DOSAL, S. C.

David Barragin Arteaga

Guadalajara, Mexico

April 26, 2004, except as to note 2a,
which is as of October 8, 2004,

and note 16b, which is as of

August 9, 2004.
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INDUSTRIAS CH, S. A. DE C. V. AND SUBSIDIARIES

Consolidated Balance Sheets
(Thousands of constant Mexican pesos as of September 30, 2004)

As of December 31,

{Thousands of
U.S. dollars—note 2u)

2002 2003 2003
Assets
Current assets:
Cash and cash equivalents ....coouovecorenciiicvninicceninenneenees Ps 315,854 Ps 773,196 US$ 67,705
Trade accounts receivable, net (note 4)....cccveeeevriieireveenenen. 661,391 782,196 68,494
Other accounts receivable (note 4) .ooooeeiievereierrcrieeice e, . 262,759 480,141 42,044
INVentories, NEt (MOLE 6)...cccceveureaieeeeeariareereentennesresessearsnneas 1,750,673 1,745,890 152,880
Prepaid eXPEenses . ovumiruiieceretir e st e s 7,696 9,046 792
Derivative financial instruments (nOte€ 7) .evccvveeevevieereeeeeennnas — 19,247 1,683
Total CUITENt ASSELS «.vverriireaeiciirricieerraeerrevraesseneenas 2,998,373 3,809,716 333,600
Property, plant and equipment, net (note 8) .....cceocvveericciireennee 6,437,282 6,615,923 579,328
Other assets, NEt (MO D) oouvriiiei et cce et e et aenes 415,928 342,311 29,975
Ps9,851,583 Ps10,767,950 US$942,903
Liabilities and Stockholders’ Equity
Current liabilities:

- Short-term loans with related parties {note 10a).......c..ceucen. Ps1,339,014 Ps 34,171 UsS$ 2,992
Current installments of long-term debt {note 10¢) ...oeeveenen. 53,604 4,194 367
Long-term debt reclassified to current liabilities (note 10c}.... 316,426 19,034 1,667

- Trade accounts payable ......cc.cooeriiiiiiniiicircee e 319,948 359,273 31,460
Other accounts payable and accrued liabilities ............ccoeuen. 501,285 635,227 55,624
Income and asset taxes payable .....o.oooiiiiiiccnninnneeene 1,054 28,721 2,515
Employee statutory profit sharing .............. 801 289 25
Related party accounts payable {note 5) 42,644 6,172 540

Total current liabilities .....c.c.coviveervcercnesrereeireeeecene 2,574,776 1,087,081 95,190
Seniority premiums (ROt 11} ceviiviiviniiinciiriienn et 10,166 10,078 882
Deferred income taxes and employee statutory profit sharing
(MOTE 12} woeieeeeeeiveeeeeeiererneseaneeseresnesranaeranseeeseasreseassas e senssssrons 1,805,193 2,077,706 181,936
OB et retieiie et e ettt ettt e s s e et e e aeeba s s et enaesesaessessantasnaes 3,861 3,938 346
Total long-term liabilities ..c..coverrevevereccnncirneneenen. 1,819,220 2,091,722 183,164
Total liabilities coieoreeeeeieccin e, 4,393,996 3,178,803 278,354
Negative goodwill, net {note 2b)....ccoceevieecireinnecnnesieneesenieiecaes 636,330 428,168 37,493
Stockholders’ equity {(note 13):
Majority interest:
Capital STOCK ccoreiirieeeeee et 3,114,117 4,266,738 373,620
Additional paid-in capital......cccooiveiinniniieniiececne 752,292 752,292 65,875
Retained €arnings........cccoevervecerneinirnccensecnnsteesaenreenenes 1,021,095 1,868,389 163,607
Share repurchase reSErve .....covcieiriirceeeicnrenensiroressonasens 302,451 310,999 27,233
Cumulative deferred income taxes.....cccoeeeveeecvirriesinvenans (781,638) (781,638) (68,445)
Equity adjustment for non-monetary assets...c..coveeeeerens (211,893) 55,341 4,846
Excess of fair value of derivative financial instruments
over cost (NOLE 7) cvvivrieererenecenan eeeceeerraeenirareeseranens —_ 11,491 1,006
Total majority INLEreST «ocoieerericreiieerreeneeeenrenerenens 4,196,424 6,483,612 567,742
MINOLITY INLETEST «.eveererierracrenrireeeseeenaeseessarerersassnessassesarasnase 624,833 677,367 59,314
Total stockholders’ equity ..ocveeeecerccnenireceeieereeees 4,821,257 7,160,979 627,056
Commitments and contingent liabilities (note 15) ‘ ‘
Ps9,851,583 Ps10,767,950 US$942,903

See accompanying notes to consolidated financial statements.
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INDUSTRIAS CH, S. A. DE C. V. AND SUBSIDIARIES

Consolidated Statements of Income
(Thousands of constant Mexican pesos as of September 30, 2004, except per share data)

For the years ended December 31,

{Thousands of
U.S. dollars—note 2u)

2001 2002 2003 2003
Net sales (notes 5 and 14) ....cccvvnnee Ps 3,183,869 Ps 3,888,858 DPs 4,815,416 US§ 421,665
Cost of sales, excluding
depreciation and amortization
(R1OLE 5)ereeeeeeeeeeeseeseeeeeeer s 2,457,387 2,674,192 3,264,539 285,862
Depreciation and amortization........ 39,047 86,351 109,898 9,623
Gross profit cecccenereerceniecrennen. 687,435 1,128,315 1,440,979 126,180
Selling, general and administrative
expenses {NOLe 5) .cceeerveresnreeracnen. 278,034 492,400 527,311 46,174
Depreciation and amortization........ 176,167 178,312 203,624 17,831
Total operating expenses.......... 454,201 670,712 730,935 64,005
Operating inCOME ......occevreuerenns 233,234 457,603 710,044 62,175
Comprehensive financial results,
net (NOLe 20)..ireeererreeeieronaneeneenas (73,129) (85,957) 625 55
Other income, net (including
amortization of negative
goodwill of Ps196,299,
Ps208,162 and Ps208,162 in
2001, 2002 and 2003,
respectively) (note 2b) voeevvveevennee 328,087 205,170 161,160 14,112
Gain on extinguishment of debt
(n0te 10@).iecveerecreeneneeniree e — —_ 157,191 13,765
Total other income .....ccccevnen... 328,087 205,170 318,351 27,877
Income before income taxes,
employee statutory profit
sharing and minority
INEEIEST ceveerrrerserraererenneceenans 488,192 576,816 1,029,020 90,107
Income taxes {(note 12)....cccccrveernnee. 149,074 30,894 134,675 11,793
Employee statutory profit-sharing
(NOLE 12).meeireerecrrerienrerireseernsnes 9,769 (1,563) 4,135 362
Consolidated net income.......... 329,349 547,485 890,210 77,952
MIinority iNLerest . vueeeerreerecreasienienns {45,393) {20,532) {42,916) (3,758)
Majority interest net income.... Ps 283,956 Ps 526,953 Ps 847,294 US$ 74,194
Earnings per share:
Number of shares used in
COMPULALION eeervrrrerreearrocerornans 82,675,545 82,675,545 93,618,846 93,618,846
Earnings per share (pesos and
U.S. dollars) cooeeeeecvvcciieiiicien, Ps 3.43 DPs 6.37 DPs 9.05 USS$ 0.79

See accompanying notes to consolidated financial statements.
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INDUSTRIAS CH, S. A. DE C. V. AND SUBSIDIARIES

Consolidated Statements of Stockholders’ Equity
Years ended December 31, 2001, 2002 and 2003
{Thousands of constant Mexican pesos as of September 30, 2004)

Excess of
fair value of
Cumulative Equity derivative
Additional Share deferred adjustmentfor  financial Total Total
Capital paid-in Retained repurchase income non-monetary instruments majority Minority stockholders’
stock capitat earnings reserve taxes assets over cost interest  interest equity

Balances at December 31,

2000 ..o P83,114,117 752,292 384,537 58,643 (781,638) (261,924) — 3,266,027 1,882 3,267,909
Acquisition of treasury

stock (note 13b})
Disposition of acquired

treasury stock

(POTE 135} errrrrrrerrreeenenn, - - — 93344 - - — 93,344 — 93,344
Entries related to minority

interest for acquisition of

— - — (25377 _ —_ - (25,377) — (25,377)

subsidiary {note 2b} ........ — — — — — — — — 506,062 506,062
Comprehensive income
(note 13¢} covvvnincniinianns — — 283,956 — — (198,752) — 85,204 45,393 130,597

Balances at December 31,

2007 e eeeeeseeenee 3,114,117 752,292 668,493 126,610 (781,638) {460,676) — 3,419,198 553337 3,972,535
Appropriation of retained

earnings to the reserve

for repurchase of the

Company’s stock ...c.e...... —_ — (174,351) 174,351 —_ _— — —_ —_ —_
Disposition of acquired

treasury stock

(note 13b) oo — — —_ 1,450 — — — 1,490 — 1,490
Entries related to minority

interest for increase in

equity {note 2b} .............. — -— — — — — — — 5,300 5,300
Comprehensive income

{ROte 13€) wermmeeeveeseereens —_ — 526,953 — - 248,783 — 775,736 66,196 841,932
Balances at December 31,

2002 oo 3,114,117 752,292 1,021,095 302,451 (781,638) (211,893) — 4,196,424 624,833 4,821,257
Increase in capital stock

{ROTE 132} woveemeerrereernens 1,152,621 — —_ — — — — 1,152,621 — 1,152,621
Acquisition of treasury

stock (note 13b)...cvcenenne _— _— — (303) — — — (903) — (903)

Disposition of acquired

treasury stock

(note 13b) e —_ — — 9,451 — — — 9,451 — 9,451
Entries related to minority

interest for increase in

equity (note 2b)
Comprehensive income

{note 13¢) vevminrovicnnnenes — — 847,294 — — 267,234 11,491 1,126,019 77,300 1,203,319

_ - - - - — — —  (24,766)  (24,766)

Balances at December 31,
e Ps4,266,738 752,292 1,868,389 310,999 (781,638) 55,341 11,491 6,483,612 677,367 7,160,979

See accompanying notes to consolidated financial statements.
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INDUSTRIAS CH, S. A. DE C. V. AND SUBSIDIARIES

Consolidated Statements of Changes in Financial Position
{Thousands of constant Mexican pesos as of September 30, 2004)

{Thousands of

For the years ended December 31, U.S. dollars—note 2u)
2003

2001 2002 2003

Operating activities:
Majority interest net INCOME..ovureeraerereereeereens Ps 283,956 DPs 526,953 Ps 847,294 US$ 74,194
Add charges (deduct credits) to operations not
requiring (providing) funds:

Depreciation and amortization .......cceeeueees 215,214 264,663 313,522 27,454
Deferred income taxes and employee
statutory profit sharing .......cccceooeecee 127,099 4,322 108,451 9,497
Amortization of negative goodwill ........... (196,299) (208,162) (208,162) (18,228)
Gain on extinguishment of debt ............... —_ — (157,191) (13,763)
Write-off of idle machinery .....cccccvecrineeae — 10,807 18,423 1,613
Adjustment of land to net realizable
VALUE (oot — 21,319 — —
Accrual for seniority premiums ... 1,964 1,851 1,796 157
MINOLILY INCETEST cvveererrieereererreneieenieensenans 45,393 20,532 42,916 3,758
Funds provided by operations ........... 477,327 642,285 967,049 84,680
Net financing from (investing in) operating
accounts:
Accounts receivable, net.......ccoovovenreenennen. (55,733) 6,240 (346,421) (30,335)
Related parties, net...ccoeceeaecerencecieeiceenanne — 70,850 (28,238) (2,473)
INVeNntories, Net .. cviueereerrececereeerenrenneeeens (364,521) 70,095 {35,852) (3 139)
Prepaid eXpenses ....coccvveecrreenenrenrereeneneens (3,831) 3,775 {1,350) (118)
Trade accounts payable....cooeveeinciccennens 347,967  (488,740) 39,324 3,443
Other accounts payable and accrued
BADIEIES oo oveeeeeee e e seeeneerenes 211,673 215,343 161,175 14,113
Funds provided by operating
ACLIVILIES tovveeverreeroneensnnenssosacseneeeanen 612,882 519,848 755,687 66,171
Financing activities:
Capital stock InCrease....oeecveveeecrecrcrenrecrenreenes — — 1,152,621 100,930
Short-term loans (principal payments)............. (490,266) 351,078 10,523 921
Principal payments on loans and interest......... (279,951) (677,134) (1,504,977) (131,784)
Seniority premium Payments .....cc.ceeeeeceeerucennes (1,392) (1,711) (1,885) (165)
Payments to acquire treasury stock.......ceeeeeeen. (25,377) — (903) (79)
Disposition of acquired treasury stock............. 93,344 1,490 9,451 828
MINOLILY INLETESE..cererrecrerereeronrontresemsncesasionsses 506,062 5,300 23,981 2,100
Funds used in financing activities ...... (197,580} (320,977) (311,189) (27,249)

Investing activities:
Acquisition of property, plant and

EQUIPITIENE cvtvivreeeriereereereierereareaeaereannsesseenens (121,398) (45,793) (60,773) (5,322)
Effects of acquisition of subsidiaries, net of
€aSh e {1,972,618) (28,207) — —
Negative goodwill....cceeeeieccrvnieir e, 981,498 59,312 — —_
Decrease (increase) in guaranty deposits........... 57,086 - (352) (31)
Other, NEt.ueeerieeieeieeie et cee e nteesaeaaens 4,388 (38,381) 73,969 6,478
Funds (used in) provided by
INVESting aCtiVItieS.cvureererreueirnensnnnne. (1,051,044) (53,069) 12,844 1,125
(Decrease) increase in cash and cash
equivalents.....ceeeeceericene e (635,742) 145,802 457,342 40,047
Cash and cash equivalents:
At beginning of Year .....cceecemereereneeersrencesreneens 805,794 170,052 315,854 27,658
Atend Of Year......ocviviiciirniveeete e Ps 170,052 Ps 315,854 Ps 773,196 US$ 67,705

See accompanying notes to consolidated financial statements.
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INDUSTRIAS CH, S.A. DE C.V. AND SUBSIDIARIES

Notes to Consolidated Financial Statements
December 31, 2001, 2002 and 2003
{Thousands of constant Mexican pesos as of September 30, 2004)

(1) Description of business—

Industrias CH, S.A. de C.V. and its consolidated subsidiaries (hereinafter ICH or the Company) is a
diversified producer of a variety of steel products, including specialty steel, welded pipes, structurals,
light structurals and rebar.

(2) Summary of significant accounting policies—
(a) Financial statement presentation—

The accompanying consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in Mexico (Mexican GAAP), which require the recognition of the effects of
inflation on the financial information, and are expressed in thousands of Mexican pesos of constant
purchasing power as of September 30, 2004, based on the Mexican National Consumer Price Index
(NCPI) published by Banco de México (central bank) on October 8, 2004.

The indexes used in recognizing inflation were as follows:

December 31, NCPi Inflation
2001 97.354 4.40%
2002 102.904 5.70%
2003 106.996 3.97%

September 2004 110.602 3.37%

For purposes of disclosure, pesos or “Ps” means thousands of Mexican pesos, and dollars or “US$”
means thousands of U.S. dollars.

(b) Principles of consolidation—

The consolidated financial statements include the financial statements of the Company and those
subsidiary companies in which it holds over 50% and/or has control. All significant intercompany
balances and transactions have been eliminated in consolidation. The consolidation was based on the
audited financial statements of the issuing companies, which were prepared under Mexican GAAP.

As of December 31, 2002 and 2003, the subsidiary companies are the following:

Ownership
2002 2003
Grupo Simec, S.A. de C.V. (1) ittt ettt et e s eena e aeesaaens 83.84% 85.84%
Compaiiia Sidertirgica de Guadalajara, S.A. de C.V. oo 83.84% 85.84%
Administradora de Servicios de la Industria Sidertirgica, S.A. de C.V. .ccvvrervvncnnnne. 83.84% 85.84%
Compaiifa Sidertrgica de California, S.A. de C.V..oociiviiviiiiecncite e 83.84% 85.84%
Undershaft Investments, IN. V. ..o eceteerrnre e covere e e ssevr e snea s nss s aneeen 83.84% 85.84%
Pacific StEEl, INC. cuvneiiiiieeeeieee ettt s e st s e e e et ae st e s e eseasess et ebarereessearas 83.84% 85.84%
Compaiiia Sidertrgica de Occidente, S.A. de C.V..ciiiiiiiiiiieceececeeeenee 83.84% 85.84%
Compaiiia Sidertrgica del Pacifico, S.A. de C.V. ciiiiiieiiiecce et 83.84% 85.84%
Consorcio Internacional, S.A. de C.V. et ae e naaes 83.84% 85.84%

F-7
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INDUSTRIAS CH, S.A. DE C.V. AND SUBSIDIARIES

Notes to Consolidated Financial Statements — {Continued)
(Thousands of constant Mexican pesos as of September 30, 2004)

Ownership
2002 2003
Coordinadora de Servicios Sidertrgicos de Calidad, S.A. de C.V...cociicveicciniecinceeeenn. 83.84% 835.84%
Administradora de Servicios de la Industria Sidertdrgica ICH, S.A. de C.V. (formerly

Disenios y Construcciones Industriales y Comerciales, S.A. de C.V.) .ocooviiviiveceee. 83.84% 85.84%
Industrias del Acero y del Alambre, S.A. de CV.aoiiiooioie e 83.84% 85.84%
Metdlica las Torres, S.A. de C.V. ittt et e e eea b 83.84% 85.84%
Procesadora Mexicali, S.A. de C.V . it saav e 83.84% 85.84%
Servicios SImec, S.A. de C.V . e re s 83.84% 85.84%
Sistemas de Transporte de Baja California, S.A. de C.V. .oooiiiiiieiiccceeeeeeeeee 83.84% 85.84%
Tuberias Procarsa, S.A. de C.V. et ee et v e re b sbes s eneeesnnen 99.99% 99.99%
Comercializadora de Compania Mexicana de Perfiles y Tubos, S.A. de C.V.

(merged with Pytsa Industrial, S.A. de C.V. 1n 2003) ccciviieeiiiiiiieeieeece e 99.99% —
Aceros y Laminados Sigosa, S.A. de C.V. ..ocociinnnnnienne eveent e bt et anr et ebaeste s enres 99.99% 99.95%
Operadora Procarsa, S.A. de C.V. ettt e e 99.99% 99.99%
Sidertirgica del Golfo, S.A. de C.V. ittt e 99.99% 99.99%
Inmobiliaria Pytsa, S.A. de C.V. ettt e esrae s ese e e e en e 99.99% 99.99%
Procarsa, S.A. de CoV . et s ettt e re e ve e e e e nnent et en 99.99%  99.99%
Compaiia Mexicana de Perfiles y Tubos, S.A. de C.V..oovmiieecneecinencececee 99.99% 99.99%
Pytsa-Monclova, S.A. de C.V. ittt aeee s s e e st e saenme e esnn 99.99% 99.99%
Pytsa Industrial, S.A. de C.V. ittt e s e st esa e rn e enean 99.99% 99.99%
Inmobiliaria Procarsa, S.A. de C.V . ettt e eaeaasesne s e nanaans 99.99% 99.99%
Limina y Maquilas del Norte, S.A. de C.V. (2) ioriiiiiveiirieecieeiierect e e 99.99% 99.99%
Tubulares y Perfiles Industriales; S.A. de C.V. (2) eeivieeiiiceiiieeeeerr e 99.99% 99.99%
Servicios Administrativos Sigosa, S.A. de C.V. it 99.99% 99.99%
Operadora de Industrias CH, S.A. de C.V. ..ot nee e sreesie s esaeeeneanas 99.99% 99.99%
Operadora ICH, S.A. de C.V ittt creiee e rae e s eevrnrsasasse s e enae s e s e srnnen 99.99% 99.99%
Procarsa Industrial, S.A. de C.V. {formerly Promointex, S.A. de C.V.) (acquired in

JANUALY 2002) weerierieiieiceiee et s sr et rre s st a e eaae e s b ebaseberentee 99.99% 99.99%
Aceros CH, S.A. de C.V . o eeeeeetvesrrteeee st ee s e st n e sesebes s est ernesstnaasssasssnn 99.99% 99.99%
Recubrimientos Procarsa, S.A. de GV . e cccreteerirrrrie s e e st e s e srnsaeeens 99.99% 99.99%
Servicios CH, S.A. de C.V. oottt s s et as v ae et e e e st tesae e easneas 99.99% 99.99%
Sigosa Acer0s, S.A. de C.V. ittt cecre e r e s s e e e e e e sanee s naeeane 99.99% 99.99%
Operadora de Tuberia Industrial de Monterrey, S.A. de C.V. (2} cccvveiiiviceniiinnniicnen. 99.99% 99.99%
Operadora de Laminados y Perfiles Monterrey, S.A. de C.V. (2).coeeeeivrvceeneeeerennen. 99.99% 99.99%
Administracién de Empresas CH, S.A. de C.V..uoi i eecsiaree s 99.99% 99.99%
Operadora de Lamina y Maquilas del Norte, S.A. de C. V. (2).cciiiviiiiiciiciinnieineenenne 99.99% 99.99%
Administracion y Control de Produccidn, S.A. de C.V. oo 99.99% 99.99%
Comercializadora Pytsa, S.A. de C.V. (2) cuurieeiieiieeiiierees e enrvearee e 99.99% 99.99%

(1) On December 22, 2000, the Company entered into an agreement to acquire stock of Grupo Simec,
S.A. de C.V. (Simec}, subject to certain conditions, in exchange for US$84,112. This transaction
closed on March 29, 2001. As a result of the foregoing, the Company acquired an 82.5% interest in
Simec. The related minority interest of Ps506,062 is reported in the consolidated statement of
stockholders’ equity. In 2002 it increased its equity to 83.84% and in 2003 it increased to 85.84%.

(2) Dormant companies.
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As of December 31, 2002 and 2003, the excess of book value over cost of acquired shares of subsidiary
companies (negative goodwill) arose mainly from the acquisition of Simec, and is comprised as follows:

2002 2003
Negative GOOdWILl ...cc.vcoiiriiieiicr v s e Ps1,040,810 1,040,810
Less accumulated amoOrtization ......uivcueeieieiiic e eesse et avaenan 404,480 612,642

Ps 636,330 428,168

The excess of book value over cost of acquired shares of subsidiary companies represents the excess of
the carrying value of shares over the price paid for those shares at the acquisition date. It is adjusted for
inflation by using NCPI factors and amortized by the straight-line method over a five-year period. The
amortization for 2001, 2002 and 2003 of Ps196,299, Ps208,162 and Ps208,162, respectively, is reported
under “other income” in the statements of income.

(c) Cash equivalents—

Cash equivalents consist of checking accounts, foreign currency and other highly liquid instruments.

(d) Inventories and cost of sales—

Inventories are initially stated at average cost and adjusted to the lower of replacement cost or market
value. Values are determined on the following bases:

Billet, finished goods and work in process— At cost of last monthly production.

Raw materials— At purchase prices prevailing in the market on the
balance sheet date.

Materials— At historical cost adjusted using inflation indexes
of the steel industry.

Cost of sales represents the replacement cost of inventories at the time of sale, expressed in constant
pesos as of September 30, 2004,

(e} Derivative financial instruments—

During 2003, the Company began using derivative financial instruments for hedging risks associated
with natural gas prices. Management of the Company examines its financial risks by continually
analyzing price, credit and liquidity risks.

Fluctuations in the value of these instruments are recognized in cost of sales.

The Company recognizes the fair value of these instruments either as liabilities or assets. As indicated in
note 7 to the consolidated financial statements, the Company opted for the early adoption of Bulletin
C-10, “Derivative Financial Instruments and Hedging”; therefore, at December 31, 2003 the fair value
of natural gas in force during 2004, 2005 and 2006, which effective portions will be offset against the
asset risks until consumed, has been recognized under comprehensive income in the consolidated
statement of stockholders’ equity.
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(f) Property, plant and equipment—

Property, plant and equipment is initially recorded at acquisition cost and adjusted for inflation by applying
NCPI factors, except for foreign machinery and equipment, which is adjusted for inflation using the
inflation rate of the country of origin of the assets and the changes in the foreign exchange rate to the peso.

The net comprehensive financial results relating to assets under construction or installation are
capitalized as part of the cost of the assets, adjusted for inflation based on NCPI factors, and amortized
over the average useful life of such assets. No comprehensive financial results were capitalized in 2001,
2002 and 2003.

Depreciation on property, plant and equipment is calculated on the straight-line method over the
estimated useful lives of the assets, determined by independent appraisers.

The total useful lives of the principal asset classes are as follows:

Years
Buildings........cooveeverveennnes ettt et s st n et et m st s et esa e eae et e et er s taeantanrans 15 to 100
Machinery and eQUIPMENT ..c.eviciiiei ettt et re st e e e e s e ee s s aneennnees 10 to 50
Transportation EQUIPINEIL «.eeeuerreivimtiri e ceaire et e nec et eeseoeesmneeraeestesssmmrecsemeeessooneeesnanessires 41020
Furniture and fIXEUIES c...eoueeereereiee ettt et ettt et e s e s e e s e e sebabons 10to 15

Repair and maintenance costs are expensed as incurred.

(g) Other assets—

Other assets include mainly organization and pre-operating expenses, and are stated at cost, adjusted for
inflation based on NCPI factors. Amortization is computed on adjusted asset values using the straight-
line method, over a 20-year period. Additionally, the Company classifies rollers and spare parts, which in
accordance with historical data and production trends will not be used in the short-term (one year}, as
other assets.

(h) Accruals—

Based on management’s estimates, the Company recognizes accruals for those present obligations in
which the transfer of assets or the rendering of services is virtually assured and arises as a consequence of
past events, principally salaries and other amounts payable to employees, and fees.

(i) Seniority premiums—

Seniority premium benefits to which employees are entitled in accordance with the law are charged to
operations for the year based on actuarial computations of the present value of this obligation.
Amortization of prior service costs is based on the estimated service lives of existing personnel. At
December 31, 2003, the estimated service life of employees entitled to plan benefits was approximartely
8-9 years (see note 11). ‘

Other compensation to which employees may be entitled, mainly severance, is charged to operations as
incurred.

F-10
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(7) Income and asset taxes, and employee statutory profit sharing—

Income taxes are accounted for under the asset and liability method. 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 (asset tax) 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 is
recognized in income in the period that includes the enactment date.

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

(k) Inflation adjustment of capital stock, other stockholder contributions and retained earnings—

This adjustment is determined by multiplying stockholder contributions and retained earnings by factors
derived from the NCPI, which measure accumulated inflation from the dates of origin through the most
recent year end. The resulting amounts represent the constant value of stockholders’ equity.

()  Cumulative deferred income taxes—

Represents the cumulative effect of the adoption of the deferred taxes accounting standard.

(m) Equity adjustment for non-monetary assets—

Represents the difference between the specific price-level of non-monetary assets and the values
determined using factors derived from the NCPI, reduced by the related deferred tax effects from the date
the related accounting standard was adopted.

(n) Comprebensive financial results, net—

Comprehensive financial results, net comprise the following:

2001 2002 2003
Interest expense, DB uutaesuenrenrtensrunrenanamsssntsnessnnssanssnsrenrsssmessnesnrsaeresnesanes Ps(186,009) (91,652) (12,248)
Foreign exchange gain (10Ss), Nt ..ooiiiiiiciiiiiiiecreeeceree e eeee 89,232 (89,608) 27,322
Monetary position gain (1088} «...eocrreeeiiiiiiieie e 23,648 95,303 (14,449)
Comprehensive financial results, net .....coooveeeiveiciniiicnneiitcec e Ps(73,129) (85,957) 625

Transactions in foreign currency are recorded at the exchange rate prevailing on the date of execution or
settlement. Foreign currency assets and liabilities are translated at the exchange rate in force at the
balance sheet date. Exchange differences arising from assets and liabilities denominated in foreign
currencies are reported in operations for the year.

Monetary position gains and losses are determined by multiplying the difference between monetary assets
and liabilities at the beginning of each month, including deferred taxes, by inflation factors 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.
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(o) Revenue recognition—

Revenue from the sale of products is recognized when the products are shipped and the customer takes
ownership and assumes the risk of loss. The Company provides for sales returns and discounts, which
are deducted from sales, as well as sales commissions and freight expenses, which are included in selling
expenses.

(p) Business and credit concentration—

The products of the Company are sold to a large number of customers without significant concentration
with anyone of them. The Company provides an allowance for doubtful accounts based on analyses and
estimates made by management.

(q) Earnings per share—

Earnings per share for each year have been computed by dividing the majority interest net income by the
weighted average of shares outstanding for each year.

(r) Contingencies—

Liabailities for loss contingencies are recorded when it is probable that a liability has been incurred and
the amount thereof can be reasonably estimated. When a reasonable estimation cannot be made,
qualirative 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.

(s) 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 is an indication of potential impairment. Recoverability of
assets is measured by a comparison of the carrying amount of an asset to future net revenues expected to
be generated by the asset. If such assets are considered to be impaired, the Company records the
necessary provisions to write them down to the recoverable amount. Assets to be disposed of would be
separately presented in the balance sheets and reported at the lower of the carrying amount or realizable
value.

(t) Use of estimates—

The preparation of financial statements requires management of the Company to make a number of
estimates and assumptions relating to the reported amounts of assets and liabilities and-the 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. Significant items subject to such estimates and
assumptions include the carrying amount of property, plant and equipment; valuation allowances for
receivables, inventories and deferred income tax assets; valuation of derivative financial instruments, and
assets and obligations related to employee benefits. Actual results could differ from those estimates and
assumptions.

(u) Convenience translation into U.S. dollars—

The Company maintains its accounting records and prepares its financial statements in Mexican pesos.
The U.S. dollar amounts presented in the financial statements have been translated from the Mexican
peso figures, solely for convenience of the reader, at the exchange rate of 11.42 pesos to one U.S. dollar,
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which was the exchange rate published by the Mexican Central Bank in the Official Gazette of Mexico
on September 30, 2004. Such translation should not be construed as a representation that the Mexican

peso amounts represent, or have been or could be converted into U.S. dollars at that or any other rate.
(Unaudited).

(3) Foreign currency exposure—

Monetary assets and liabilities denominated in foreign currency, as of December 31, 2002 and 2003 were
as follows:

Thousands of

Thousands of Thousands of  Thousands of deutsche

dollars euros pounds sterling marks
2002 2003 2002 2003 2002 2003 2002 2003

CULTENT ASSELS eveeerieereeireccecrieeereeeraeereenens 35,008 78,093 — — — — 4 —
Current Habilities. ... vveeveeeeeeereeesereeeene (56,758) (14,581) (48) (146) (141) (151) —  (32)
Net (liabilities) assets.....ccvvivvceriveererreennns (21,750} 63,512 (48) (146) (141) (151) 44 (32)

The Company occasionally made purchases of raw materials in U.S. dollars, pounds sterling, euros and
deutsche marks.

The exchange rates of the peso to the foreign currencies, as of December 31, 2002 and 2003, were as
follows (in Mexican pesos): '

2002 2003
L 8T 1) U PO U OO U TR SU SOOI 10.3125 11.236
FIUTO 1ottt ettt ra e e et sea s e easb b ba s e eaesser s aabea s eessttberen i sasbabesenersterebessenanansares 10.0260 14.165
Pound STErling....ccouieeee ittt ettt e 16.9130 20.101
DeutSChE MATK . ceiiiiiiiciieiee ittt ce et eae e st e e s ebeeesvesmnbeesaeesanbaensoes 5.6375 7.240

At April 26, 2004, the exchange rates of the aforementioned foreign currencies to the peso are as follows
{in Mexican pesos):

LS. dOHAT ettt ee b bt e st bee e st s erte e e e rbae e et e et bt e s e tee s e e b art et e rsantrbte e nraenesenraars 11.33
B0 ttttiniieiiies oo eeee ittt eee e e s et vt eeseesvta e eaesaaeatust s teseaaate et b babbn—ararnesaeeeseaeat et erarnrn s aaaenaeraerrereearbrrannaneaers 13.43
POUNA SLEITIIG . ceeerrirerereeriieeticeercttree e srer e e ree s ses e ee s et cene e e ss et er s sessnreeneesrasasassernresnasseennren 17.07

At December 31, 2003, the Company did not have foreign exchange hedging instruments.

At December 31, 2002 and 2003, the Company had the following foreign origin non-monetary assets,
which replacement cost may only be determined in U.S. dollars.

uss
2002 2003
Machinery and eqUIPMENT.......cciereieerieeecrceee et e et en et eae 187,264 240,775
TNIVENEOLIES it eeeee ettt sttt ecat s eeemta e et et e eteaeaeesseesaas snsesnemnamnraeseentaeeas 7,599 10,820

194,863 251,595
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Below is a summary of transactions carried out with foreign entities for the years ended December 31,

2001, 2002 and 2003, excluding imports and exports of machinery and equipment:

uss
2001 2002 2003
SAIES ittt ettt e st et e sa e e ae e e e et eesaerneeeane 32,541 39,523 50,749
Purchases (raw material)...oooooiiii e e e 42,105 30,803 39,893
Other eXpenses (SPALe PALTS) ...cocueirieeuierererrereenieareeraeeneecrtraaesaessesaesarsemeensas 6,013 3,312 141
TINTEIEST EXPEIISE evvvrerieeirienteertearneee et eteeesreeneeeonstermneessensesansneonssesaneaaseensneass 11,223 5,190 3,312

The exchange rate of the peso to the foreign currencies used by the Company is based on the weighted
average of free market rates available to settle its overall foreign currency transactions.

(4) Trade and other accounts receivable:

Trade accounts receivable comprise the following:

2002 2003
TEAAE ettt ettt et e e et et e ee e e ettt et ta saeesnteansbeesnresaraesteensnsantearans Ps713,104 847,589
Less allowance for doubtful acCoUntS....cvveiieiiiiieriiciieiee e er et 51,713 65,393
Ps661,391 782,196

Other accounts receivable comprise the following:

2002 2003
RECOVELADBIE TAXES «.vierriiieiiiiiieeccireeerestvererreercreessereees s sanrseessssaassesanseosasrensssnssssennes Ps148,139 417,879
Related parties (MO8 5} .iiiiiiiiniieaiarriniaseeseaassessasrsssseansaasssssssassassnsesasasssnsssasan 43,738 35,504
Other 1ECEIVADIES . .evvieereiie ettt tres ot sce b e e s tr e s araassnerreserraees 70,882 26,758
480,141

(5) Related-party transactions and balances—

Ps262,759

Transactions carried out with related parties during the years ended December 31, 2001, 2002 and 2003

were as follows:

2001 2002 2003
SALES ittt et se bt e e seats e e reraete e searteaesrsaaaas Ps143,218 384,687 470,030
PUICRASES. .t e 82,589 55,041 62,904
OtREr INCOIME .ooevieiereie ettt ettt st esr e sbe s e e saaessaeaesenns 1,856 1,770 5,465
OtREr EXPENSES .cvvieeiietieeieeieeteette e cttete et et eseae e setresas s s semseessrantsens 3,260 3,110 4,646
INTEIEST @XPEMSE cevvuerretrierrinrieerteeiarieesteataestessoraamsonmrneessrstnemessssseassmsnesessees 34,173 72,172 1,876
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Balances receivable from and payable to related parties as of December 31, 2002 and 2003 are as follows
(see also note 10a):

Receivable: 2002 2003

Sigosa Steel, S.A. de GV ettt Ps12,056 15,288
Seyco Joist, SLA. de CoV. e e e 7,154 10,237
Operadora de Procesos, S.A. de C.V. et 2,237 5,499
Operadora Manufacturera de Tubos, S.A. de C. V.o, — 1,535
Compafifa Mexicana de Tubos, S.A. de C.V. Lot 20,415 —

ORET ettt et et e aes et et e e et e s e et as e asaen et e st eebas et eeastaennserteesranesaeesaeensenn 1,876 2,945

Ps43,738 35,504

Payable: 2002 2003
Inmobiliaria Belgrado, S.A. de C.V. (note 10a) c.ccoooeiiveeiiiieceeeecere e eere s e Ps31,345 4,648
Operadora Manufacturera de Tubos, S.A. de C.V..o.oiiiniiiiiiiie e 9,745 —
N 1 voeeeereeeees e eeeeeeeeeee e ee et e s e seeeeeees s e e eeeeesses s e e e sree e es s seeee s ees e eeerens 1,554 1,524

Ps42,644 6,172

{(6) Inventories—

Inventories are comprised as follows:

2002 2003

FIniShed gOOAS .oieoiiieieiiiietiet ettt see et et ae s n et e e na s st e sae s Ps 804,886 598,529
WWOLK I PLOCESS 1evveririeiereererereeietaesitestreteesreesetteestesessatsesmneesnesessaanasnsaessanas 71,724 51,422
Raw materials.....ooieciiee ittt ctre e srerer s ceesee e s e erese e s s ee e s e ereae e s aee s nannanes 560,634 746,873
Materials, spare parts and rOllers ....cooeveeiviieineiiiien e 95,271 169,862
Advances to suppliers and others .......covoeeiiioeevmriiicere e e 100,544 134,219
GOOAS 1N ELANSIE 1eereerernriiraeeeeeterirerreeeiee et easreeee e s s eeeaesaeaaesmes i enaanae e seeesannsan 123,424 59,985

1,756,483 1,760,890
Less allowance for obsolete and slow-moving inventories .......ccoceceeeerericennnens 5,810 15,000

Ps1,750,673 1,745,890

Certain inventories are pledged as guarantee for a subsidiary compahy’s industrial mortgage loan, which
was repaid in 2004 {see note 16).

(7) Derivative financial instruments—

The Company uses derivative financial instruments mainly for offsetting exposure to market risk from
changes in natural gas prices. Derivative instruments currently used by the Company consist of
consumption futures. The Company enters into futures contracts that are designated as hedge for specific
natural gas volumes, to be purchased and processed in future months. These futures contracts, ready to
be exchanged, are recognized at fair value in the balance sheets. Changes in fair value of highly effective
futures contracts that are designated as and qualify as cash flow hedges, are reported under
comprehensive income in stockholders’ equity, in conformity with Bulletin C-10, “Derivative Financial
Instruments and Hedging,” which was adopted on an early basis.
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In late 2003, the Company contracted derivative financial instruments for hedging purposes to cover
price fluctuations of natural gas prices, with PEMEX Gas and Petroquimica Basica. The hedge will
guarantee the Company’s natural gas consumption from 2004 through 2006 at a fixed price {in dollars)
ranging from 4.4891 to 4.7473 per MMBtu {one million British Thermal Units). As a result of this
transaction, as of December 31, 2003, the Company recognized an asset of Ps19,247 and a deferred tax
liability of Ps5,663, as well as a net comprehensive income in the consolidated statement of stockholders’
equity of Ps11,491 in the majority interest capital stock, and Ps1,402 in the minority interest.

(8) Property, plant and equipment—

Property, plant and equipment comprise the following:

2002 2003

BUILAIngS .. cvveeeeiie e siiese ettt see et et e et st s ee s e e e s e e s s r e e ee et ae e reneenres Ps2,502,371 2,573,966
Machinery and eQUIPIMENE ..cocveieviireeieesceerereeieeeeeraeeteseee s seeescressnesaseesrassasnee 6,377,322 7,131,332
Transportation EQUIPIMENT wu...iiveiieriseneenriiniienersienrereeseeesieessessnssasessnssaresensns 80,314 79,831
COMPULEL EQUIPINIEIIT 1.eeeevreereernaereeteeeraaeesnteaaessanessatesstasassnssssnaseesssassantaessanes 6,808 6,827
Furniture and fIXTULES .....occiieeiecieiiieciiireeeisiecernaaerenreessssbesessesresessssrersseasssone 42,462 42,443

9,009,277 9,834,399
Less accumulated depreciation ....uu e ivieciiiinreeieieeiee et eeieeeesereeeaas e neennes 3,409,130 3,982,362

5,600,147 5,852,037
Land ..ocoerneeeieneencreninnene ettt e R bRt 666,028 674,009
CONSLLUCTION 1l PLOGTESS uvvrreeraeerrreereaseasratesasuaesaatesasesessarsasessentasacesssasasnseesssncs 103,673 44263
Advances for machinery and equipment in transit.......c.ooeecvervceeecrecrnreseeaerenes 922 —
Idle machinery and eQUIPIMENT .cc...vrieevieeieerieeer ettt eeeeee st asstee e s essranes 66,510 45,614

Ps6,437,282 6,615,923

Through December 31, 2002 and 2003, the Company has capitalized comprehensive financial results as
a component of the acquisition cost of buildings and machinery and equipment for a net amount of
Ps483,708 and Ps468,974, respectively.

At December 31, 2002 and 2003, machinery and equipment was restated for inflation at a rate higher
than the NCPI, since a significant portion of such assets is imported, and the inflation factor of the
country of origin, coupled with the change in the exchange rate of the peso to the currency of the country
of origin, was higher.

Simec’s industrial plant is pledged as guarantee for certain loans mentioned in note 10d. Those loans
were repaid in 2004 (see note 16).

{9) Other assets—

Other assets comprise the following:

2002 2003
Rollers and SPAare PArLs ..oeecciiercceiniciieerieee e st e iareeseresseemaae e s aeneaesassnaresnnne Ps124,854 64,414
OthEr ASSELS, MET w.rtieeiirseeriteeastreererrereeaeseeesseeeesserneessssrneesastsessesssssorsnns e sessressassnns 291,074 277,897

Ps415,928 342,311
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(10) Short-term loans with related parties and long-term debt—

(a) At December 31, 2002 and 2003, the Company has received short-term loans from related parties as

follows:
2002 2003
Herramientas CH, S.A. de C.V. .cviiiiiiiereeceeer et et Ps 4,503 4,627
Construalco, S.A. de CV. et 4,784 4,896
(1) Operadora de Manufacturera de Tubos, S.A. de C.V. (note 10b)........... 1,134,586 —
(1) Operadora de Compaiiia Mexicana de Tubos, S.A. de C.V...ooeeee. 153,020 —
Operadora de Procesos de Acero, S.A. de C.V. .cooiiiiiiiciciiirvicciee e, 3,975 4,086
Seyco Joist, S.A. de CoV. ittt s 17,186 —
Construnorte, S.A. de C.V. sttt eae s 20,960 20,562
Ps 1,339,014 34,171
(1) Qutstanding balances related to unsecured loans maturing in July 2003, bearing interest at 8%

per annum, except for those received from Operadora de Manufacturera de Tubos, S.A. de
C.V., with different maturity dates.

At the Ordinary General Stockholders’ meeting held on July 18, 2003, a resolution was passed
to increase the variable portion of capital stock of the Company {see note 13a). The Company
issued additional equity interests to Operadora de Manufacturera de Tubos, S.A. de C.V.,
Operadora de Compaiiia Mexicana de Tubos, S.A. de C.V., and Inmobiliaria Belgrado, S.A. de
C.V. (see note 5), in exchange for the cancellation of a total amount of Ps1,231,258 of
indebtedness owed to these related companies. As a result of this transaction, the Company
recognized a Ps.157,191 gain on extinguishment of debt in the consolidated statement of
income for 2003.

{b) The loans payable to Operadora de Manufacturera de Tubos, S.A. de C.V., as of December 31,
2002 is as follows:

Unsecured commercial loans received in 1999 and 2000, bearing interest at 8% per

annum on outstanding balances, with principal and interest maturing in July 2003 ... 371,576
Unsecured commercial loans received in 2001, bearing interest at 8% per annum on
outstanding balances, with principal and interest maturing in July 2003................. 297,071
Unsecured commercial loan received in February 2002, bearing interest at 8% per
annum on outstanding balances, with principal and interest maturing in July 2003 ... 13,443
Unsecured commercial loans received in 2002, bearing 00 interest ....coveeeevrvrerreveenneen 281,774
963,864
Accrued Interest Payable. i e e e e e 170,722
Ps1,134,586
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(¢) The long-term debt as of December 31, 2002 and 2003 consists of the following:

2002 2003
Industrial MOrtgage 10an .oovvvvoieiieciiice e s Ps366,683 19,721
Medium-term commercial PAPEL coveveiecriiv et e 3,347 3,507
Total fong-term debt ....coivieeei e 370,030 23,228
Less current installmMents ..o iiiiicciiei ettt s et es v aenseeas 53,604 4,194
Long-term debt, excluding current installments, classified under current
THADILILIES . vevsveoeeeeereesemseseeeeeaseesseeeseee e eseseseeeeeseesseeses e reressesesseereneseenrereene Ps316,426 19,034

(d) Industrial mortgage loan—

On October 24, 1997, Simec and its creditor banks entered into a debt restructuring agreement.

The debt restructuring agreement provides for compliance with certain requirements and obligations,
certain of which were not met in 2002 and 2003. Such non-compliance could have resulted in

- acceleration of this debt. Therefore, this long-term debt has been classified under current liabilities in the

balance sheets.

The amounts paid by the Company for the installments due in 2001, 2002 and 2003 were US$12,428,
US$6,676 and US$1,453, respectively. Also in 2001, 2002 and 2003 the Company prepaid US$27,000,
US$47,941 and US$29,931 plus interest thereon, respectively. The Company repaid this loan in full
during 2004 (see note 16).

At December 31, 2002 and 2003, the balance of the mortgage loan amounts to US$33,081 and
US$1,698, respectively.

(11) Seniority premiums—

The cost, obligations and other elements of the seniority premiums, mentioned in note 2i, have been
determined based on computations prepared by independent actuaries at December 31, 2001, 2002 and
2003, respectively.

The components of the net periodic cost for the years ended December 31, 2001, 2002 and 2003 are as
follows:

2001 2002 2003

Net periodic cost:

SEIVICE COST crieuurrieriurrraesrenessesnreressesetetesetasaerasrenessseasinsaasstaresnsemsraasassenes Ps1,094 927 931
IIEEEEST COSatiiinttitiiitiie ittt ettt rae sttt bt e as semas e ea e e s saneee 398 454 463
Amortization Of transition ASSE ..ccvuvvirrerrerieerierrereicereesees et resreeeesereanee 59 165 248

Amortization of prior service cost and plan modifications, and other
EXPETISES 11 vverervranrrerasnsesssaerisnnesiestrasseeseniesesssbrsastoseesssessstsesseensserensasesanns 413 305 154
NEt PEIIOAIC COST.utririariirrrrriirireireieciiraareeasereae s aateesessseesanssesaaanneerans Ps1,964 1,851 1,796
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The actuarial present value of plan benefit obligations is as follows:

2002 2003
Projected benefit obligations (PBO...c.oiieiiiiiieciieee et Ps11,714 12,368
Unrecognized items:
TraNSITION @SSEL ceviviiiiieeieeeieereeremnseeriamerassraeeraeeransransssnnsnsernsssasnssnnse et ae e (2,449) (3,630)
Variances in assumptions and experience adjustments .....ccooecovvvverrireeeeiienanieeann. (1,497) (656)
Additional Hability ....ccovieeoiieeiiriceiie ettt ettt et et eeeeaeeteaetnaeens 2,398 1,996
Net projected liabilities reported on the consolidated balance sheets................... Ps10,166 10,078

Significant assumptions used in determining the net periodic cost of the plan are as follows:

2002 2003
DDISCOUNE LALE caeieieiiriete et e e e er e et s e eer e ratese e s eee e carenetaesasaessneseseanaes srmaannsnmtessasamnreesanns 4.5% 4.5%
Rate Of COMPENSALION INCTEASE ..vv.evivveenreerrietieieaieaereesstessaaeseesressasaeesraesssnesesasesesnassennees 0% 1%

(12) Income and asset taxes, employee statutory profit sharing and tax loss
carryforwards—

Since 1995, the Company, having received authorization from the Mexican tax authorities, has been
filing consolidated income tax and asset tax returns.

In conformity with the Income Tax Law, in 2001, 2002 and 2003 the Company consclidated the taxable
income of subsidiary companies for income tax and asset tax purposes on a 60% basis.

Under current Mexican tax law, companies must pay the greater of income tax or asset tax. Both taxes
recognize the effects of inflation, burt using a different approach than the generally accepted accounting
principles in Mexico.

Employee statutory profit sharing is practically computed on the same basis as for income tax; however,
the effects of inflation are not recognized. Substantially all of the Company’s employees are employed by
subsidiaries that generate no income before taxes.

The Asset Tax Law provides for a 1.8% tax on assets adjusted for inflation, less certain liabilities.

Income tax and employee statutory profit sharing are comprised as follows:

2001 2002 2003
Income tax
CUITEI 1oterieitteeeeeerearteeseeeeeeistsemaraeeeessvsvnnaeseesesssnssnsssanssensnsssraneens Ps 29,777 23,925 25,076
DEferred . ovoiiiiiiie st ieeiteecir s et re e s ae s ee e et es s aee s aea et banssnae saanesaneaaan 119,297 6,969 109,599
TOtal INCOME LAX ceieevrrrrrieeiriereeereerrereeessecrnnrreseeeseesessrnseanseeeransen Ps149,074 30,894 134,675
Employee statutory profit sharing
CUTTENE oovverieranririeaeerereerteasseerarmiissesessastoesramnsenssosternerentosasaansssnensnan Ps 1,967 1,084 5,263
DIELCELEA erervveer oo oo veees s eesesesseseeeeeeeessesese s eee e eeseeee s seeseeesesere e 7802 (2,647) (1,128
Total employee statutory profit sharing ......c.cceeveverrvncicncnneee Ps 9,769 (1,563) 4,135
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The tax expense attributable to income before income tax, employee statutory profit sharing and
minority interest differed from the amount computed by applying the Mexican income tax rate of 35%
in 2001 and 2002, and 34% in 2003 to pretax income, as a result of the following:

2001 2002 2003
Tax eXpense at STALULOTY LATE .ocvverererireeerseaesneesasiaeesaersnaneaseessssessnses Ps170,867 201,886 349,867
Increase (reduction) resulting from:
Effects of INflation, Nel....cccciiceiiiireeee et eereee s resansiren e (10,527) 337 65,860
Non-deductible eXpenses.......ccccvuceeieniiiciniieiereee e 8,287 16,095 10,471
Adjustments for enacted changes in tax laws and rates ................ — (6,060) (55,478)
Change in the beginning-of-the-year balance of the valuation
allowance for deferred tax aSSELS cuvviuiiiviirrineereeeetie e vrrreereaes 24,489  (74,211) (239,570)
Acquired company’s tax loss carryforwards .......coccvirievcannnnnnne —  {104,414) —
OUREE, NET cerrrverreeeeereeesseseeeesee s see s s eeesessesesesees e essen e s eeeeen s (44,042)  (2,739) 3,525
INCOME LAX EXPEIISE. ccveieireerrinrernreeressieerersresbenneeeasseeeenneenss Ps149,074 30,894 134,675

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets
and liabilities at December 31, 2002 and 2003, are presented below:

2002 2003
Employee Employee
statutory statutory
Income profit Income profit
tax sharing tax sharing
Deferred tax assets:
Allowance for doubtful receivables....ccccveeerevinnnen. Ps 18,099 — 22,233 —_
ACCTUAIS 1ottt cretee et svree et esrvar e sre e ea 58,523 133 8,923 145
Advances from CUSLOMETS . cccveecrniererereenierrereenrenens 118,629 — 104,727 —
Net operating loss carryforwards ...oocceveeneecninneee. 788,515 — 434,412 —
Recoverable asset tax ....ccoeevveereiiicvnieniie e, 206,022 — 223,731 —
Total gross deferred tax assets........cceuveveeuneenee. 1,189,788 133 794,026 145
Less valuation allowance.......c.coovcvieeniciciinnee e 507,363 —_ 267,793 —
Net deferred tax assers ..vuvuevevveereeecireeriveereesion 682,425 133 526,233 145
Deferred tax liabilities:
Inventories, net of balances as of December 31,

1986 not deducted.....cvveeeeieiiiviecciiiiiecree e 730,869 7,064 563,469 5,948
Property, plant and equipment .......cccceevrrevnriinnnn. 1,445,774 — 1,657,629 —
Derivative financial instruments ......c.ccocceeeeererveennnens — — 6,354 —
Consolidation tax benefits (special items).......ccoc.n... 46,921 — 78,223 —
Pre-operating eXpenses .......civeevversneeerenisiecnreessinnens 110,858 — 85,495 —
Accumulated amortization of negative goodwill...... 129,433 — 196,045 —
OLher oo e 16,832 — 10,921 —

Total gross deferred tax liabilities ........ccconneee. 2,480,687 7,064 2,598,136 5,948
Net deferred tax liabilities ....cc.covvvvvveeecreeeienneee Ps1,798,262 6,931 2,071,903 5,803
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The valuation allowance for deferred tax assets as of December 31, 2002 and 2003 amounted to
Ps507,363 and Ps267,793, respectively. The net change in the total valuation allowance for the year
ended December 31, 2001 was an increase of Ps24,489, and for the years ended December 31, 2002 and
2003 was a decrease of Ps74,211 and Ps239,570, respectively. In assessing the realizability of deferred
tax assets, management considers whether it is more likely than not that some portion or all of the
deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon
the generation of future taxable income during the periods in which those temporary differences become
deductible. Management considers the scheduled reversal of deferred tax liabilities, projected future
taxable income, and tax planning strategies in making this assessment.

At December 31, 2003, operating tax loss carryforwards and recoverable asset tax expire as follows:

Inflation-adjusted through
December 31, 2003

Operating loss Recoverable
Year carryforwards asset tax
2004 ..o oottt e e re s ae e et s e e naeaears e rarrer e e raraaaeneeesasnnns Ps 200,032 3,918
2008 ettt e e e rae e e r et ae e naaeas e ar st e e e e eesesnnrntaeseeeaans 372,663 3,105
2006 e eeeer et et e e e s et e e ra et e e e e e e st ae s aese s anareaeeta e nnraan 98,293 11,786
2007 e e eeer e eereeeeees s ese et me e ee s esest e e res et e en et eeses s seneereeraen 59,593 22,385
2008 e eeeeeeeee oo es e ettt et e e 45,776 34,327
2009 ettt et e e ba e srt e e et e e nhatrennaneesaenrean 56,815 19,090
2000 ettt et rre e e e e s e e e v e e e ae s et ese st et e aberanr et e ennean 223,760 65,144
20T ittt ee e ee et et s bt a e e e e aes et e e et e e s sannaane e e senreens 79,681 16,766
2002 ettt et ettt e s e st e e se e s e b e ee e e s s aasar o atrbraateeaanrnaraeereeaeann 116,450 25,600
203 ettt e e ae s et e e e v e e s aa e e er s e e ek e e a e baeaeeasseeeneana 63,336 21,610

Ps1,316,399 223,731

In accordance with current Mexican Income Tax Law, operating tax losses for a year, adjusted for
inflation, may be carried forward to the taxable income of the ten succeeding years.

A new Income Tax Law was enacted on January 1, 2002. This law provides for a 1% annual reduction
in the income tax rate beginning in 2003, so that the rate be 32% in 2005. As a result of these changes,
during the years ended December 31, 2002 and 2003 the Company recognized a decrease in net deferred
tax liabilities of Ps6,060 and Ps55,478, respectively, which was credited to the results of operations in
those years.

{13) Stockholders’ equity—
The principal characteristics of stockholders’ equity are described below:
(a) Structure of capital stock—

» At the Ordinary General Stockholders’ Meeting held on July 18, 2003, the stockholders agreed to
increase the variable portion of capital stock in Ps1,152,621 (Ps1,087,317 historical), issuing
37,493,703 common Series “B” shares, representing the variable portion of capital stock, of which
35,829,343 shares were subscribed and paid by the companies mentioned in note 10a, through
capitalization of the Company’s debt with those companies, and the remaining 1,664,360 shares were
fully subscribed by other stockholders.
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» At the Ordinary and Extraordinary Stockholders’ Meetings held on April 30, 2002, the stockholders
agreed to increase the reserve for repurchase of treasury stock to Ps300,000 (historical). Additionally,
changes of certain clauses of the Company’s bylaws were approved. Accordingly, the minimum fixed
portion of capital stock is Ps396,276 historical, represented by 13,219,219 Series “B”, Class I shares,
and the variable portion of capital stock is not to exceed ten times the fixed minimum capital stock
represented by Series “B”, Class II shares. All shares are no-par-value, common, registered stock.

After the above activity, the Company’s capital stock at December 31, 2003 is represented by
120,169,248 shares, for a total amount of Ps4,266,738 (Ps3,484,908 historical), of which Ps383,357
historical represent the minimum fixed portion consisting of 13,219,219 Series “B” Class I shares,
whereas the variable portion amounts to Ps3,101,551 historical, consisting of 106,950,029 Series “B”
Class I shares. All shares are no-par-value, common, registered stock.

(b) Purchase of treasury stock—

Companies listed in the Mexican Stock Exchange may temporarily reacquire a portion of their own stock
in order to strengthen the stock market supply and demand. Under Mexican Income Tax Law, treasury
shares which are not publicly traded within a one-year period, may be deemed canceled shares and
treated as a decrease in capital stock subject to income tax.

During 2001, the Company sold 3,829,700 treasury shares, in Ps93,344 with a purchase price of
Ps94,319, thus sustaining a loss of Ps975, which was recorded under treasury stock in stockholders’
equity. Likewise, during the same year, the Company reacquired 1,437,100 of its own stock for
Ps25,377. As of December 31, 2001, there was a balance of 1,325,400 treasury shares.

In 2002, the Company sold 69,500 treasury shares, with a purchase price of Ps1,250 for Ps1,490, thus
obtaining a gain of Ps240 that was recorded under treasury stock in stockholders’ equity. In 2003, the
Company sold 457,600 treasury shares, with a purchase price of Ps6,784 for Ps9,451, thus obtaining a
gain of Ps2,667 that was recorded in the same manner as in 2002. Also, in 2003 the Company
reacquired 40,800 of its own shares for Ps903. At December 31, 2003, the Company holds 839,100
treasury shares, at an average price of 16 pesos per share. The authorized amount to acquire treasury
stock is Ps300,000 historical. At December 31, 2003, the market value is 30 pesos per share.
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(c) Comprehensive income—

The comprehensive income reported on the statements of stockholders’ equity represents the results of
the total performance of the Company during the year, and includes the items mentioned below which,
in accordance with Mexican GAAP, are reported directly in stockholders” equity, except for net income.

2001 2002 2003
Majority interest:

INET IMCOIME 1.ieieeeieeeieriisesseeeserrieeereeeresaeentrteereererarsrarraaesassesessannen Ps 283,956 526,953 847,294
Results from holding non-monetary assets ......c.covvreeeerereeereeenne (198,752) 377,694 405,821
Deferred income taxes on the results from holding non-

ITIONELATY ASSELS -vvvereaeraeraaenurrsreraterereanassnemnrmaeeaesasansasaronrsneens — (128,911) (138,587)
Fair value of derivative financial instruments ...........cc.cccovennen. — — 17,154
Deferred income taxes on the fair value of derivative financial

INSTLUIMENES o.eoeetvieeriieieiererraesssessenreesesssnsresnonsassasssesnssarees e — — (5,663)

85,204 775,736 1,126,019

Minority interest:

INEE INCOMMIE oottt ieeieiiiiieeeeeeeetera e esanatneniressaesanrssnrssasseeasersenasnnes 45,393 20,532 42,916
Results from holding non-monetary assets ........ccccvverervereesrennnns — 67,549 52,103
Deferred income taxes on the results from holding non-

ITIONIELATY ASSELS 1evevrerresvererrsseseseonsrunnnsasesessasrasssssassansansaneeeasases — (21,885)  {19,121)
Fair value of derivative financial instruments.........c.ccvvevveevvennnnns — —_ - 2,093
Deferred income taxes on the fair value of derivative financial

IMISETUITIEIITS 1eevvvvunennreeserrsessannnreesssnssseessssmnssnsessaneanresssrsnsmsnnnns — — (691)

45,393 66,196 77,300
Comprehensive INCOME ...couviiveriiiiine et Ps 130,597 841,932 1,203,319

(d) Restrictions on stockholders’ equity—

Five percent of net income for the year must be appropriated to the statutory reserve, until it reaches one-
fifth of capital stock.

Stockholder contributions, restated as provided for by the tax law, may be dividended or otherwise
distributed to stockholders tax-free, to the extent that such contributions equal or exceed stockholders’ equity.

Retained earnings and other stockholders’ equity accounts, on which no income taxes have been paid,
are subject to income taxes in the event of distribution at the rate of 33%, payable by the Company.
Consequently, the stockholders may only receive 67% of such amounts.

(e) Earnings per share—

Earnings per share for each year have been computed by dividing the majority interest net income by the
weighted average of the shares outstanding for each year.

Amounts considered for the calculations are as follows:

Majority Number of Earnings
interest net  shares used in  per share
income computation (pesos)
December 31, 2001 ..ot Ps283,956 82,675,545 3.43
December 31, 2002 ..oiiiiieieii ettt st 526,953 82,675,545 6.37
December 31, 2003 ..o et 847,294 93,618,846 9.05
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{14) Segment and geographic distribution information—
The Company’s management evaluates its operations within one business segment.
The Company’s products are mainly sold'in Mexico and the United States of America, and are targeted

basically at construction markets. Below are the Company’s net sales to customers from the following
countries Or regions:

2001 2002 2003
IMEXICO 1. cirriet et aee e e s ettt e s an e rnsaraseneeeeeensntasesensrnreeesnnrens Ps3,017,336 3,419,858 4,182,645
United States 0f AMELICA ovvvvivrreenrieeeiiieieieeeeeeecsbaree e eserveceeeseeresens 159,896 439,242 628,307
Latin AIMEIICA . ceiieeriirieateeieeeeeiee e e et s e arataeeerseseestarenannssesseansaneesaanas 5,318 28,401 2,340
L0011 T Ve - F USROS — 471 —
ORI oo ee oo ee e eee e s eee e s 1,319 886 2,124

Ps3,183,869 3,888,858 4,815,416

(15) Commitment and contingent liabilities—
Commitment—

(a) Asdiscussed in note 7 to the financial statements, late in 2003 the Company contracted with
PEMEX Gas y Petroquimica Bésica derivative financial instruments for hedging the price
fluctuations of natural gas prices. The hedge will establish the price for the Company’s natural gas
consumption from 2004 to 2006.

Contingent liabilities—

(b) In 1989, Pacific Steel, Inc. (“Pacific Steel”), a subsidiary of Simec based in National City, San Diego
County, California, was required by the California Regional Water Control Board, San Diego
Region (the “Regional Board”) to sample the soil beneath the former storage site of the automobile
shredder waste generated by Pacific Steel’s prior scrap processing operations and to submit the
results to the Regional Board. In 1990, in response to another directive issued by the Regional
Board, Pacific Steel submitted a range of remedial alternatives to clean up the contaminated soil. The
Regional Board has not responded to Pacific Steel’s clean up alternatives. Pacific Steel has no scrap
processing operations on this site. Simec believes its liability will be between US$800 and US$1,700
with respect to the remediation of this site, exclusive of any contribution from third parties or
insurance coverage with respect to all or a portion of its remedial costs to which it may be entitled.
Simec maintains a reserve of approximately US$1,700 (Ps19,294). There can be no assurance that
the Regional Board or any other interested third party will not object to the recommended
remediation alternative. Pacific Steel has discontinued processing scrap in San Diego, but continues
to collect raw scrap in San Diego for transport to the Mexicali facility for processing.

{¢) In September 2002, the California Department of Toxic Substances Control (the “California TSC”)
issued an Imminent and Substantial Endangerment Determination and Schedule for Compliance (the
“Enforcement Order”) alleging that certain soil management and metal recovery operations at one of
Pacific Steel’s sites may cause imminent and substantial endangerment to human health and the
environment. The California TSC has verbally indicated that it intends to seek a penalty of
approximately US$235 although no penalty has formally been sought yet. Pacific Steel has filed 2
notice of defense preserving its right to an administrative hearing and has provided the California TSC
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a plan to address the alleged non-compliance issues. Additionally, the Community Development
Commission of National City in California has announced that it intends to purchase, at market value
less the cost of remediation and costs incurred, 3.86 acres of the site for redevelopment. Consequently,
Pacific Steel recorded its land at realizable value based on an independent appraisal, resulting in a

Ps.21,319 decrease in the carrying amount of the land and a charge to income in the same amount in
2002.

(d) On July 2, 2003, Compaiia Sidertrgica de Guadalajara, S.A. de C.V. (“Sideriirgica de
Guadalajara™) filed nullification proceedings before the Tribunal Federal de Justicia Fiscal y
Administrativa (Federal Tax and Administrative Court of Justice) against an official letter issued by
the Administracion Central de Auditoria Fiscal Internacional (Central International Fiscal Auditing
Office) under the Servicio de Administracion Tributaria (Internal Revenue Service), whereby
Siderurgica de Guadalajara is deemed to have unpaid taxes of approximately Ps87,842 on alleged
omissions (being jointly liable) for the payment of income taxes it should have withheld from third
parties on interest payments abroad in 1998, 1999, 2000, and for the period from January 1 to
June 30, 2001. The proceeding is currently pending. Management of the Company believes and it
has been informed by legal counsel that there are reasonable defenses to this tax claim.

(e) The Company and its subsidiaries are involved in a number of lawsuits and claims arising in the
normal course of business. The Company’s management expects that the final outcome of these
matters will not have a material adverse effect on the Company’s financial position and results of
operations.

(16) Subsequent events—

(a) On March 18, 2004, a subsidiary of the Company paid US$1,698 plus interest to fully repay the
industrial mortgage loan mentioned in note 10d. This mortgage loan had previously been reclassified
to current liabilities as a result of prior covenant non-compliance.

(b) On August 9, 2004, Simec and a subsidiary of Simec acquired most of the assets of Atlax, S.A. de
C.V. and certain of the assets of Operadora Metamex, S.A. de C.V. The assets consisted of
inventories and facilities in Apizaco, Tlaxcala and Cholula, Puebla that produce specialty steel
products. The purchase price of these assets was approximately US$120,000. (Unaudited).

(17) Recently issued accounting standard—
Financial instruments with characteristics of liabilities, equity, or both—

In May 2003, the Mexican Institute of Public Accountants issued Bulletin C-12, “Financial Instruments
with Characteristics of Liabilities, Equity, or Both.” Bulletin C-12 is effective for fiscal years beginning
after December 31, 2003, although earlier application is permitted. Bulletin C-12 accumulates
regulations contained in other bulletins related to issuance of complex financial instruments, and adds
regulations necessary for a comprehensive resolution of general problems. Therefore, Bulletin C-12
defines the basic differences between liabilities and equity; establishes rules for the classification and
valuation of the liability and equity components of combined financial instruments, upon initial
recognition; and establishes rules for disclosure of combined financial instruments. Under Bulletin C-12,
financial instruments should be classified as liabilities or equity at the beginning of the year of adoption,
and comparative financial information for prior years should not be restated, nor a cumulative-effect-

- type adjustment recognized in the year of adoption.

The Company estimates that the adoption of Bulletin C-12 will not have a material effect on its financial
position or results of operations.
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