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Business Companies

Wall and Floor Tiles

Lamosa Revestimientos, S.A. de C.V.
Plants: Benito Juarez
Tlaxcala
San Luis Potosi
General de Minerales, S.A. de C.V.
Lamosa USA Corp.

Adhesives

Crest, S.A.de C.V.
Plants: Santa Catarina
Guadalajara
Morelia
Chihuahua
Tizayuca
Adhesivos de Jalisco, S.A. de C.V.
Plants: Guadalajara
Ledn
Mérida
State of Mexico
Industrias Niasa, S.A. de C.V.
Plants: Mexico City
State of Mexico
Guadalajara
Chihuahua
Navojoa
Tijuana

Sanitaryware
& "l U '— Sanitarios Lamosa, S.A. de C.V.
Plants: Monterrey
r d Benito Juérez
-

Real Estate

Grupo Inmobiliario Viber, S.A. de C.V.
Ladrillera Monterrey, S.A. de C.V.
Desarrollos Inmobiliarios Lamosa,
S.A.de C.V.

Inmobiliaria GVO, S.A. de C.V.
Inmobiliaria PC, S.A. de C.V.
Servicios de Operadora de Centros
Comerciales, S.A. de C.V.

Products Sales Breakdown

Floor tiles

Wall tiles

Skirting tiles
Porcelain enamel tiles
Special pieces

Domestic
M Export

Adhesives for installing wall
and floor tiles

Grouts Adhesives

M Stuccos
and other

Stuccos
Texturized wall finishes
Waterproofing products

Toilets

Wall, pedestal, drop-in and hanging

washbasins .
Domestic

Luxury bidets M Export

Flushometer bowls
Urinals

Drinking fountains

Developments in the Monterrey
metropolitan area

M Rents
Residential

Housing developments
Commercial developments

Office park M Commercial




Competitive Advantages

» Strategically located to serve the NAFTA region
» State-of-the-art technological platform

» Extensive nationwide leadership and geographic
coverage

» Continuous design of high-quality products in line with
market trends

» Products with outstanding characteristics and the highest
quality standards in Mexico

» Extensive product availability and timely delivery through
a large number of distributors

» Customer-oriented organization
» Ongoing new product research and development

» Product warranty
» Design and innovation of high-performance products

» Development of intelligent, water-efficient, Dual Flush
toilet

» Focus on customer service throughout the NAFTA region

» More than 30 years of experience in the Monterrey
metropolitan area

» Real estate developments that offer privacy, safety and
attractive communal areas

» Strategic locations
» Project diversity, always seeking to maximize land value

During the year, the Company
invested in the introduction of new
products, affecting this year’s annual
results but with the expectation of
enhanced profitability in the future.

Products launched during 2006
include the Wall and Floor Tile
Business’s porcelain enamel line; new
toilet designs for the institutional
market; and a line of waterproofing
products brought to market by the
Adhesives Business during the last
quarter of the year.

Grupo Lamosa is positioned favorably
to leverage its current status and
capitalize on opportunities in the
markets it serves. The Company
operates with a clear, consistent
business strategy, sufficient
resources and a healthy financial
position, giving it the capacity to
continue its dynamic and sustained
growth.
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growth in export sales at the close of 2006
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Comprehensive Financing Cost
millions of Mexican pesos
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xport Sales
millions of U.S. dollars

Consolidated Net Income
millions of Mexican pesos

Net Operating Cash Flow

millions of Mexican pesos




Var %

2005

Results

Financial Position

Cash Flow

Number of Employees



Federico Toussaint Elostia
Chairman of the Board of Directors

Monterrey, N.L. March 2007

2006 was a year in which all the Company’s
divisions consolidated important initiatives,
reflecting the total transformation that
Grupo Lamosa has been undergoing over
the past few years.

These initiatives were largely focused on
improving the Company’s position in more
attractive markets, by offering high value
added products with specific attributes that
the competition does not have and thereby
setting it apart from other market players.

In 2006, Grupo Lamosa’s revenues grew
consistently and its financial structure
strengthened significantly. The growth and
capital expenditure program also continued,
with the technological reconversion
initiative currently in its final stages.

During the year, the Company made
significant investments in the launch of
new products, adversely affecting annual
results, but with the vision of a future
enhancement of profitability. New products
introduced in 2006 include a line of
porcelain enamel tiles; new toilet designs






$ 2 6 2 million U.S. dollars

in capital expenditures (2002-2006)

Grupo Lamosa continued to implement the capital expenditure
program in its different business units. This program has been in
operation for the past five years.



Concluding our technological updating

The Wall and FloorTile Business was able to
consolidate its technological renovation initiative,
closing the year with almost 100% of its plants updated

with state-of-the-art technology.

The capital expenditures made to give this business a
world-class, leading-edge technological platform have
enhanced its competitiveness and allowed it to access
new markets at the right time to capitalize on growth

opportunities.

The technological updating initiatives have also
increased productivity and positioned the business to
offer specialized, high-specification products in line
with the latest design trends and largely targeted at

high-end market segments.

Capital expenditures

millions of U.S. dollars




1 3 /() compound annual growth (2002-2006)

in productivity

-

Grupo Lamosa’s leadership position and the strength of its businesses
have opened up new growth opportunities both in Mexico and abroad.



Diversifying our lines

The Adhesives Business continued its strategy to
introduce new products, thereby taking advantage of its

brand positioning.

The new Imper Crest line of waterproofing products is

just one example of its launch initiatives.

The business also made a concerted effort to increase
its presence in regions with high growth potential,
such as the northwestern and southeastern regions of

Mexico.

Total sales / personnel
thousands of U.S. dollars



9 A) compound annual growth (2002-2006)

in export sales

Grupo Lamosa continued to expand in foreign markets, making
considerable inroads in both the United States and Canada, where
the percent of total sales to the wholesale plumbing segment grew,
especially in Texas and California.




Rationalizing our portfolio

The Sanitaryware Business focused on strategic

initiatives both in domestic and foreign markets.

In Mexico, the business significantly increased its
share of the high-end market, thereby consolidating its

leadership position.

In foreign markets, the business posted marked growth
in the wholesale plumbing segment, a strategic channel

for its product positioning.

Percent of export sales volume
for the wholesale plumbing channel in the United States and Canada %



+90%

occupancy in Grupo Lamosa malls

Our shopping centers posted occupancy figures in line with
international standards, and Grupo Lamosa continued with the
marketing of the Privanzas, Cumbres Providencia and Contry Sur
residential developments.




Generating a diversified portfolio of projects

The Real Estate Business made progress with the
consolidation and management of its shopping centers,

posting favorable occupancy figures for the year.

It also advanced with the promotion and marketing
of its current residential developments, including

Privanzas, Contry Sur and Cumbres Providencia.

The business continued evaluating new properties for
potential acquisition in order to assure its future offer

of projects.

Construction GDP
%



Wall and Floor Tile Business

Net Sales

millions of Mexican pesos
05 1,400

06 1,576

Although 2006 was a difficult year for the Wall

and FloorTile Business because of the increase

in energy prices and the start up of complex new
plants, it posted favorable results. During the year,
the new area of the San Luis Potosi plant began
operations, positioning Grupo Lamosa to launch
the new porcelain enamel tile line but impacting
the productivity of this business during the first few
months of the year.

Sales volume grew 14% year-over-year, driven
to a large extent by export sales. Foreign sales
represented 21% of total wall and floor tile sales,
compared to 17% in 2005.

During the year, this business concluded the
technological updating of its Tlaxcala plant, so the
year closed with all its production facilities operating
with a state-of-the-art technological platform,
positioning the business as Mexico’s most modern
ceramic tile producer.

One of the highlights of the year was the launch

of the new line of porcelain enamel tiles at the
COVERINGS Exhibition in the United States, where
the Company received an award for its product
presentation. The Mexican launch of this line took
place at the EXPOCIHAC Exhibition in Mexico City.
Grupo Lamosa was also recognized for the display of
its product lines at ExpoHabitat in Mexico City.

\-

& #

In 2006, this business focused on the promotion of
the Firenze line through presentations in Mexico’s
most important cities. The presentations were
attended by building professionals, architects,
interior designers and construction specialists.
Innovative products and designs with attractive
formats were also introduced to complement this
high-end luxury line.

The line was presented in 16 different locations with
the involvement of more than 3,000 participants
who learned directly about the outstanding Firenze
products. Such initiatives have given very positive
results, strengthening the market’s perception that
the Lamosa brand has moved to higher quality
products with more value added, and highlighting
the Company’s continuous launch of improved
products and product lines.

Moving forward, the challenge for this business is
to continue being efficient and cost competitive,
constantly offering new, innovative, high value
added products.



Net Sales

millions of Mexican pesos
05 1,316

06 1,422

Adhesives Business

2006 was a year in which the Adhesives Business
performed well, posting outstanding results with
a 10% increase in sales volume.

This growth, partly driven by sales of stuccos

and specialized products, significantly exceeded
the industry average and Grupo Lamosa'’s
expectations at the beginning of the year, and
allowed the business to consolidate its leadership
position and maintain its rate of solid, consistent
growth.

Highlights of the year included the favorable
growth of operations in Guatemala through
Tecnocreto, S.A., and the successful launch of the
Imper Crest line of waterproofing materials at the
end of the year. These latter products were well
received by the market.

The Adhesives Business continued its efforts to
come closer to installers and to promote a culture
of using high-performance ceramic adhesives. To
this end, an Installer Day event was held during
the second quarter of the year, with more than
800 participants.

This segment also continued initiatives to
maintain direct contact with professionals in the
construction field, through e-mails supplying
tips for the correct handling and use of its

products and offering information on installation
methodologies. At the current time, more than
12,000 professionals are registered in the user
database.

For over half a century, the Adhesives Business
has been committed to offering top-quality
products and world-class service, and this
philosophy has given it a solid market positioning
and the undisputed leadership in the industry.

The business faces considerable challenges

in the short term. It plans to continue with the
strategy to increase sales in foreign markets,
by leveraging its acquired capabilities and
competitive advantages in markets such as
Central America and the United States. It

also intends to continue growing in parts of
Mexico with high growth potential, such as the
southeastern region and Baja California Norte.




Sanitaryware Business

Net Sales

millions of Mexican pesos
05 853

06 889

The Sanitaryware Business’s initiatives to rationali-
ze its offer of low-end products and move to a mix
richer in high value added products allowed it to
post positive results both in the domestic market
and abroad in 2006.

Despite the fact that the domestic sales volume was
similar to that of the previous year, revenues grew
5%, reflecting the more profitable sales mix and an
increased presence with high-end distributors.

The intelligent, water-efficient Dual Flush toilet has
consolidated its position in the market, with people
specifically asking for it, reflecting their increased
awareness of the need to save this vital liquid. At
yearend 2006, toilets sold with this system repre-
sented 23% of total toilet sales.

During the year, this business made a concer-

ted effort to serve the institutional market better
through the direct specification of products. This
initiative seeks to ensure that Grupo Lamosa pro-
ducts are used in Mexico’s large real-estate deve-
lopments. The Sanitaryware Business also made
progress in the foreign marketplace, growing signi-
ficantly in the wholesale plumbing segment both in
the United States and Canada. This segment seeks
a wide range of quality products and services, and
currently represents 33% of export sales, compared
to only 10% in the year 2000.

During 2006, the business significantly increased it
presence in high-growth markets, such asTexas and
California, qualifying in the latter state in different
water-saving programs with products such as the
4-liter Tornado toilet which has been very well
accepted by this resource-conscious market.

The Sanitaryware Business also implemented im-
portant initiatives in the area of operations, inves-
ting in totally automated, state-of-the-art machi-
nery for producing high-pressure toilet bowls and
improving the area of logistics in order to continue
reducing lead times which are currently among the
best in Mexico and below the industry average.

Maintaining and increasing this business’s lea-
dership in Mexico, and continuing to capitalize on
opportunities for its high value added products and
top-quality service in foreign markets are some of
the challenges that this business faces as it moves
forward.



Net Sales

millions of Mexican pesos

05 361

Real Estate Business

2006 was a year of challenges and significant
achievements for both the commercial and
residential segments of Grupo Lamosa’s Real Estate
Business.

The business successfully consolidated its
management of the Plaza Cumbres and Galerias Valle
Oriente shopping centers, posting very acceptable
occupancy figures in accordance with international
standards and in excess of 90%. In fact, Galerias Valle
Oriente is now recognized, even on an international
level, as one of the best malls in the region.

During the year, sales of the Contry Sur residential
development, a subdivision with an outstanding
location, began. It posted favorable results for the
year and received a great number of visitors. Moving
forward, this development is expected to continue
contributing positively to Grupo Lamosa'’s results.

The Real Estate Business also consolidated the
operation of the Cumbres Providencia residential
development in the western part of Monterrey,
reporting levels of operation similar to those of the
previous year.

In the Valle Oriente subdivision, the marketing

and sale of apartments and the operation of the
seventh and final sector of the Privanzas residential
development continued. Also in the Valle Oriente

subdivision, during the year the Real Estate
Business sold a plot of land in its Office Park, where
a new building is to be constructed. The business
also concluded the construction of the Torre |

office building, which will soon be home to Grupo
Lamosa’s headquarters.

It is important to note that, in response to
modifications to Mexican tax law and accounting
principles, during 2006 there was a change

in the recording of the Real Estate Business’s
operations. This adversely affected results since
sales amounting to almost Ps 80.0 million were
not recorded because the corresponding title
deeds had still not been signed.

A highlight of the year was the restating of this
segment’s business strategy, in order to seek new
business opportunities and improve perspectives
for long-term growth. As a result, the business
will use its own infrastructure to leverage the
experience accumulated over the past 30 years of
operations.

One of the most important challenges for the Real
Estate Business continues to be having a balanced
inventory of land for the short, medium and long
term, so it will constantly seek new opportunities
to maintain this equilibrium with a long-term
global vision.




Share Price
Mexican pesos

05 25.9
Financial Performance o6 e
Debt / EBITDA Debt
times millions of Mexican pesos
05 1.7 05 1,596
06 1.4 06 1,335

Grupo Lamosa closed the year once again with a
solid financial structure and the capacity to generate
operating cash flow. This situation enabled it to
continue financing its capital expenditures program
and meet all financial commitments in 2006.

During the year, the generation of internal

cash flow enabled the Company to make
investments amounting to Ps 310.9 million and
reduce consolidated debt by Ps 260.9 million to
Ps 1,334.6 million. The Debt/EBITDA ratio at the
close of 2006 was 1.4 times, compared to 1.7
times at yearend 2005.

In 2006, Grupo Lamosa continued its investor
relations program, in order to increase its contact
with the financial community and showcase its
results and value creation. Additionally, steps

were taken to improve the performance of the
Company’s shares*. For example, at the Annual
Stockholders’ Assembly of Grupo Lamosa, S.A.B. de
C.V. on March 16, 2006, the stockholders approved
a stock dividend of 1%, as well as the traditional
cash dividend. Additionally, the Repurchase Fund
was active during the year in order to support the
liquidity and trading volume of the shares in an
orderly way and in accordance with applicable laws.
As a result, in 2006 Lamosa shares produced a yield
of 48.6%, similar to that of the general Mexican
market index.

Today, Grupo Lamosa operates with a very
favorable financial structure, giving it access to
competitive sources of financing and assuring
funding for the Company’s future growth.



Corporate Governance

Grupo Lamosa has always endeavored to adhere
to the Code of Best Corporate Practices, because
the Company is convinced that this is the way to
generate value and ensure competitiveness and

permanence.

Grupo Lamosa completely reformed its Company
Statutes during the first half of 2006, in order to align
them with the new Stock Market Law which came
into effect on June 28, 2006.

The new regulations are intended to develop a
Stock Market that is fair, efficient and transparent
in order to protect the interests of the investing
public and promote healthy competition between
market participants.

Members of the Audit Committee:

Carlos Zambrano Plant
COMMITEE CHAIRMAN

Francisco Javier Fernandez Carbajal
Eduardo Padilla Silva
Members of the Corporate Practices Committee:

Eugenio Garza Herrera
COMMITEE CHAIRMAN

Eduardo Elizondo Barragan
Bernardo Elosua Robles
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Audit Committee Report

To the Board of Directors
of Grupo Lamosa, S.A.B. de C.V. (the Company)

Pursuant to Article 43 of Mexican Stock Market Law and Article Forty-two of the Company Statutes, and
in accordance with my position as Chairman of the Audit Committee, | would like to present you with my
report on the Audit Committee’s activities in regard to the financial year ended on December 31, 2006.

During the said fiscal year, we carried out the following activities:

1.

We received the proposal of guidelines for the system of internal control and internal auditing of the
Company and the other entities that the Company controls (Subsidiaries) that were prepared by the Chief
Executive Officer to be presented in turn to the Board of Directors. After this Committee has issued its
opinion thereon and once the Board of Directors has approved the said guidelines, we will be in a posi-
tion to monitor that they are being followed.

To date, this Audit Committee has no knowledge of any non-compliance with the operating and accoun-
ting guidelines and policies of the Company and its Subsidiaries.

This Committee has met with the representative of the firm of external auditors and evaluated the per-
formance both of the firm and the auditor responsible therefor. The firm is responsible for expressing an
opinion on the fairness of the Company’s financial statements and their compliance with Mexican Gene-
rally Accepted Accounting Principles. At the current time, we believe the performance of the firm and its
auditors to be satisfactory.

This Committee authorized the payment to the firm that supplied external auditing services to the Com-
pany for the fiscal year of 2006. The said firm provided additional services, comprising a report to the
Mexican Social Security Institute (IMSS), and services related to tax issues and transfer prices.

During 2006, this Committee had no knowledge of any modifications to the approved accounting poli-
cies, as perceived from the information provided by the Chief Executive Officer and the external auditor.

. During the year, we observed nothing worthy of note with regard to the accounting, internal controls,

and internal and external auditing, nor any claims relating to irregularities on the part of Management.

There have been no Grupo Lamosa Stockholders’ Assemblies since June 28, 2006, the date on which the
new Stock Market Law came into effect. With regard to the agreements made at the Company’s Annual
General Stockholders’ Assembly of March 16, 2006, we have verified that the Chief Executive Officer has
followed up on the same and that they have been formally implemented.

The Committee gave the Board of Directors a favorable opinion on the Annual Report of the Chief Execu-
tive Officer corresponding to the fiscal year of 2006.

On the basis of the external auditors’ report, despite the limitations resulting from the short time for whi-
ch the new Law has been in effect, this Committee believes that the accounting and information policies
and criteria followed by the Company are adequate and sufficient, and have been applied consistently in
the information presented by the Chief Executive Officer and by the Board of Directors, reflecting fairly
the Company’s financial position and results.

Carlos Zambrano Plant
Committee Chairman
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GRUPO LAMOSA, S.A.B. DE C.V. AND SUBSIDIARIES

As of December 31, 2006 and 2005
(In thousands of Mexican pesos of purchasing power of December 31, 2006)

Assets 2006 2005
Current assets:

Liabilities and stockholders’ equity
Current liabilities:

Stockholders’ equity:

Ing. Federico Toussaint Elosta Ing.Tomas Garza de la Garza
Chief Executive Officer Chief Financial Officer



GRUPO LAMOSA, S.A.B. DE C.V. AND SUBSIDIARIES

For the years ended December 31, 2006 and 2005
(In thousands of Mexican pesos of purchasing power of December 31, 2006, except per share amounts)

2006




GRUPO LAMOSA, S.A.B. DE C.V. AND SUBSIDIARIES

For the years ended December 31, 2006 and 2005
(In thousands of Mexican pesos of purchasing power of December 31, 2006)

Trustee
Insufficiency Cumulative rights of
Additional in restated initial effect of Derivative third parties Total
Capital paid-in Retained stockholders’ deferred financial and minority stockholders’

stock capital earnings equity income tax instruments interest equity




GRUPO LAMOSA, S.A.B. DE C.V. AND SUBSIDIARIES

For the years ended December 31, 2006 and 2005
(In thousands of Mexican pesos of purchasing power of December 31, 2006)

2006 2005
Operating activities:

Changes in operating assets and liabilities:

Financing activities:

Investing activities:




GRUPO LAMOSA, S.A.B. DE C.V. AND SUBSIDIARIES

For the years ended December 31, 2006 and 2005
(In thousands of Mexican pesos of purchasing power as of December 31, 2006)

1. Nature of operations

2. Basis of presentation

a) Basis of consolidation —

Ceramic segment:

Non-ceramic segment:

Real estate segment:

Corporate and other:

b) Explanation for translation into English —




Represents changes in stockholders’ equity during the year, for concepts
other than distributions and activity in contributed common stock, and is comprised of the net income
of the year, plus other comprehensive income items of the same period, which are presented directly in
stockholders’ equity without affecting the consolidated statements of income. In 2006 and 2005, other
comprehensive income items consist of the insufficiency in restated stockholders’ equity and the trans-
lation effects of foreign subsidiaries.

New financial reporting standards — As of June 1, 2004, the function of establishing and issuing MFRS
(which standards are called “Normas de Informacién Financiera” or “NIFs”) became the responsibility of
the Mexican Board for Research and Development of Financial Reporting Standards (“CINIF”). CINIF de-
cided to rename the accounting principles generally accepted in Mexico (MEX GAAP), previously issued
by the Mexican Institute of Public Accountants (“IMCP”), as Mexican Financial Reporting Standards. As of
December 31, 2005, eight Series A standards had been issued (NIF A-1 to NIF A-8), representing the Con-
ceptual Framework, intended to serve as the supporting rationale for the development of such standards,
and as a reference to resolve issues arising in practice; NIF B-1, Accounting Changes and Correction of
Errors, was also issued. The Series A NIFs and NIF B-1 went into effect as of January 1, 2006. Application
of the new MFRS did not have a material impact on the Company’s financial position, results of operations
or related disclosures

The accounting policies followed by the Company are in conformity with MFRS, which require that ma-
nagement make certain estimates and use certain assumptions that affect the amounts reported in the
consolidated financial statements and the accompanying notes. Although these estimates are based on
management’s best knowledge of current events, actual results may differ. The significant accounting po-
licies of the Company are as follows:

Effective January 1, 2005, the Company adopted the revised provisio-
ns to Bulletin D-3, “Labor Obligations” (“D-3") related to recognition of the liability for severance pay-
ments at the end of the work relationship for reasons other than restructuring, which is recorded using
the projected unit credit method, based on calculations by independent actuaries. The accrued liability
as of January 1, 2005 calculated by independent actuaries is $10,354. The Company chose to record
such amount as a transition liability to be amortized using the straight-line method over approximately
6.96 and 12.29 years, which represents the average labor life of employees expected to receive such
benefits.

As of January 1, 2005, the Company adopted the provisions of Bulletin B-7, “Business Acquisitions”
(“B-7"). Bulletin B-7 provides rules for the accounting treatment of business acquisitions and invest-
ments in associated entities. It establishes, among others, that a) the adoption of the purchase method
as the sole valuation rule for these transactions; b) goodwill arising from an acquired entity should not
be amortized, but should be subject to impairment tests, at least on an annual basis in conformity with
Bulletin C-15, “Accounting for Impairment and Disposal of Long-lived Assets”; and c¢) any unamortized
excess of recorded value over cost of subsidiaries and associated companies should be immediately
considered in the year’s results, and d) it also provides rules for the accounting treatment of asset trans-
fers or share exchanges between entities under common control and for the acquisition of minority
interest, the effects of which are recorded in stockholders’ equity. The effect of adopting this principle
beginning January 1, 2005 was an additional $5,428 income recorded in results of the year.

Effective January 1, 2005, the Company adopted provisions of Bulletin C-10 “Derivative Financial Ins-
truments and Hedging Activities” (“C-10"), which requires that all derivative instruments be recognized
at fair value, sets the rules to recognize hedging activities and requires separation, if practical, of em-
bedded derivative instruments. With respect to cash flow hedging, C-10 establishes that the effective
portion be recognized temporarily under comprehensive income within stockholders’ equity, with sub-
sequent reclassification to current earnings at the time it is affected by the hedged item. The ineffective
portion should be immediately recognized in current earnings. Until December 31, 2004, according to
prior accounting standards (Bulletin C-2, “Financial Instruments”), the Company did not recognize the
effect of hedging derivatives under financial expenses until the flow exchanges mentioned in the swap
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b) Recognition of the effects of inflation —

c) Cash and cash equivalents —

d) Inventories and cost of sales —

e) Real estate inventories —

f) Commercial centers —

g) Property, plant and equipment —

Average
years

2006 P100)53




The Company reviews the carrying amounts of long-lived
assets in use when an impairment indicator suggests that such amounts might not be recoverable,
considering the greater of the present value of future net cash flows or the net sales price upon dispo-
sal. Impairment is recorded when the carrying amounts exceed the greater of the amounts mentioned
above. The impairment indicators considered for these purposes are, among others, the operating lo-
sses or negative cash flows in the period if they are combined with a history or projection of losses,
depreciation and amortization charged to results, which in percentage terms in relation to revenues are
substantially higher than that of previous years, obsolescence, reduction in the demand for the pro-
ducts manufactured, competition, definitive plants closing and other legal and economic factors.

The Company recognizes all assets or liabilities that arise from tran-
sactions with derivative financial instruments at fair value in the balance sheet, regardless of its intent
for holding them. Fair value is determined using prices quoted on recognized markets. If such instru-
ments are not traded, fair value is determined by applying recognized valuation techniques.

When derivatives are entered into to hedge risks, and such derivatives meet all hedging requirements,
their designation is documented at the beginning of the hedging transaction, describing the transaction’s
objective, characteristics, accounting treatment and how the ineffectiveness of the instrument will be
measured.

Changes in the fair value of derivative instruments designated as hedging are recognized as follows;
(1) for fair value hedges, changes in both the derivative instrument and the hedged item are recognized
in current earnings, (2) for cash flow hedges, changes are temporarily recognized as a component of
comprehensive income and then reclassified to current earnings when affected by the hedged item.
The ineffective portion of the change in fair value is immediately recognized in current earnings, within
comprehensive financing cost, regardless of whether the derivative instrument is designated as a fair
value hedge or a cash flow hedge.

The Company uses interest rate swaps, foreign currency forward contracts and natural gas contracts to
manage its exposure to fluctuations of interest rates, foreign currency and the market price of natural
gas. As a policy, the Company does not carry out derivative transactions of a speculative nature.

Other assets are restated using the NCPI and are amortized based on the respective ex-
pected life.

Goodwill represents the excess of cost over the fair value of subsidiary shares, as of the date
of acquisition. It is restated using the NCPI and at least once a year is subject to impairment tests.

Seniority premiums and pension plans, and severance payments at
the end of the work relationship are recognized as costs over employee years of service and are calcula-
ted by independent actuaries using the projected unit credit method at net discount rates. Accordingly,
the liability is being accrued which, at present value, will cover the obligation from benefits projected
to the estimated retirement date of the Company’s employees.

Income tax (ISR) and employee
statutory profit sharing (PTU) are recorded in results of the year in which they are incurred. Deferred
income tax assets and liabilities are recognized for temporary differences resulting from comparing
the book and tax values of assets and liabilities plus any future benefits from tax loss carryforwards.
Deferred ISR assets are reduced by any benefits about which there is uncertainty as to their realizability.
Deferred PTU is derived from temporary differences between the accounting result and income for PTU
purposes and is recognized only when it can be reasonably assumed that they will generate a liability
or benefit, and there is no indication that circumstances will change in such a way that the liabilities will
not be paid or benefits will not be realized.

The tax on assets paid that is expected to be recoverable is recorded as an advance payment of ISR and
is presented in the balance sheet decreasing the deferred ISR liability.
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n) Provisions —

o) Foreign currency transactions —

p) Insufficiency in restated stockholders’ equity —

q) Revenue recognition —

r) Monetary position gain —

s) Earnings per share —

t) Reclassifications —

4. Other accounts receivable

2006 2100153

2006 2100153

5. Inventories - net

2006 2005




6. Real estate inventories

2006 0015

7. Property, plant and equipment, net

2006 2005

8. Other assets

2006 2005




9. Long-term debt

2006 2005

Year ending
December, 31 Amount




Company

Company Company receives
pays fixed receives variable Notional
Type of Commencement Termination interest interest interest amount Contract Exchange
transaction date date rate rate rate (Thousands) currency rate

Income (expense)
for the year ending December 31,

2006 P0]0153




10. Employee retirement obligations

2006 2100153

11. Other long-term liabilities

2006 2005

12. Stockholders’ equity




2006 2005
13 Trustee rights of third parties
14. Contingencies
15. Foreign currency balances and transactions
Foreign Mexican
currency peso
balances equivalent
Foreign Mexican
currency peso
balances equivalent




2006 2100153

16. Other expenses, net

2006 P100)53

17. Income tax, tax on assets and employee statutory profit—-sharing

2006 2005




2006 2005

% %
2006 00153
Year of Tax loss

expiration Tax on assets carry forwards




18. Transactions with related parties

2006 2005

19. Information by industry segment and geographical area




Total net sales $ 2,523,157 $ 1,521,854 $ 314,230 $ 150,361 $ 4,509,602
Intersegment sales (57,802) (99,365) (1,974) (150,045) (309,186)
Net sales to third parties 2,465,355 1,422,489 312,256 316 4,200,416
Operating income (loss) 296,492 342,336 76,144 (32,040) 682,932
Total assets 2,946,009 619,906 1,711,433 612,599 5,889,947
Total liabilities 1,493,826 277,848 53,579 751,666 2,576,919
Capital expenditures 200,129 18,973 946 81,637 301,685
Depreciation and

amortization 167,859 25,679 35,367 25,450 254,355
Fixed asset impairment 23,365 23,365
Total net sales $ 2,313,194 $ 1,402,046 $ 375,973 $ 154,814 $ 4,246,027
Intersegment sales (60,006) (86,283) (15,383) (153,454) (315,126)
Net sales to third parties 2,253,188 1,315,763 360,590 1,360 3,930,901
Operating income (loss) 297,663 311,356 104,653 (29,327) 684,345
Total assets 2,952,717 578,398 1,638,969 594,655 5,764,740
Total liabilities 1,433,551 289,384 72,723 977,141 2,772,802
Capital expenditures 407,091 50,540 7,184 46,940 511,756
Depreciation and amortization 147,028 21,345 28,162 26,959 223,496
Fixed asset impairment 10,712 10,712

Export sales represent 17.30% and 16.20% of total sales in 2006 and 2005, respectively, and are made
mainly to the United States of America.

When Mexican NIF Series A went into effect on January 1, 2006, which represents the Conceptual Fra-
mework described in Note 3, some of its provisions created divergence with specific MFRS already in effect.
Consequently, in March 2006, CINIF issued Interpretation Number 3 (INIF No. 3), Initial Application of MFRS,
establishing, that provisions set forth in specific MFRS that have not been amended should be followed
until their adaptation to the Conceptual Framework is complete. For example, in 2006, revenues, costs and
expenses were not required to be classified as ordinary and non-ordinary in the statement of income and
other comprehensive income items in the statement of stockholders’ equity were not required to be reclas-
sified into the statement of income at the time net assets that gave rise to them were realized.

CINIF continues to pursue its objective of moving towards a greater convergence with international fi-
nancial reporting standards. To this end, on December 22, 2006, it issued the following MFRS, which will
become effective for fiscal years beginning on January 1, 2007:

NIF B-3, Statement of Income

NIF B-13, Events Occurring after the Date of the Financial Statements
NIF C-13, Related Parties

NIF D-6, Capitalization of Comprehensive Financing Result

Some of the significant changes established by these standards are as follows:

NIF B-3, Statement of Income, sets the general standards for presenting and structuring the statement
of income, the minimum content requirements and general disclosure standards. Consistent with NIF
A-5, Basic Elements of Financial Statements, NIF B-3 now classifies revenues, costs and expenses, into
ordinary and non-ordinary. Ordinary items (even if not frequent) are derived from the primary activities
representing and entity’s main source of revenues. Non-ordinary items are derived from activities other
than those representing an entity’s main source of revenues. Consequently, the classification of certain
transactions as special or extraordinary, according to former Bulletin B-3, was eliminated. As part of the
structure of the statement of income, ordinary items should be presented first and, at a minimum, present
income or loss before income taxes, income or loss before discontinued operations, if any, and net income
or loss. Presenting operating income is neither required nor prohibited by NIF B-3. If presented, the line
item other income (expense) is presented immediately before operating income. Cost and expense items
may be classified by function, by nature, or a combination of both. When classified by function, gross inco-
me may be presented. Statutory employee profit sharing should now be presented as an ordinary expen-
se (within other income (expense) pursuant to INIF No. 4 issued in January 2007) and no longer presented
within income tax. Special items mentioned in particular MFRS should now be part of other income and
expense and items formerly recognized as extraordinary should be part of non-ordinary items.
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NIF B-13, Events Occurring after the Date of the Financial Statements, requires that for (i) asset and liability
restructurings and (ii) creditor waivers to their right to demand payment in case the entity defaults on con-
tractual obligations, occurring in the period between the date of the financial statements and the date of
their issuance, only disclosure needs to be included in a note to the financial statements while recognition
of these items should take place in the financial statements of the period in which such events take place.
Previously, these events were recognized in the financial statements instead in addition to their disclosure.
NIF A-7, Presentation and Disclosure, in effect as of January 1, 2006, requires, among other things, that
the date on which the issuance of the financial statements is authorized be disclosed as well as the name
of authorizing management officer(s) or body (bodies). NIF B-13 establishes that if the entity owners or
others are empowered to modify the financial statements, such fact should be disclosed. Subsequent
approval of the financial statements by the stockholders or other body does not change the subsequent
period, which ends when issuance of the financial statements is authorized.

NIF C-13, Related Parties, broadens the concept “related parties” to include a) the overall business in whi-
ch the reporting entity participates; b) close family members of key or relevant officers; and c) any fund
created in connection with a labor-related compensation plan. NIF C-13 requires the following disclosures:
a) the relationship between the controlling and subsidiary entities, regardless of whether or not any in-
tercompany transactions took place during the period; b) that the terms and conditions of consideration
paid or received in transactions carried out between related parties are equivalent to those of similar
transactions carried out between independent parties and the reporting entity, only if sufficient evidence
exists; c) benefits granted to key or relevant officers; and d) name of the direct controlling company and,
if different, name of the ultimate controlling company. Notes to comparative financial statements of prior
periods should disclose the new provisions of NIF C-13.

NIF D-6, Capitalization of Comprehensive Financing Result, establishes general capitalization standards
that include specific accounting for financing in domestic and foreign currencies or a combination of both.
Some of these standards include: a) mandatory capitalization of comprehensive financing cost (“RIF”)
directly attributable to the acquisition of qualifying assets; b) in the instance financing in domestic curren-
cy is used to acquire assets, yields obtained from temporary investments before the capital expenditure
is made are excluded from the amount capitalized; c) exchange gains or losses from foreign currency
financing should be capitalized considering the valuation of associated hedging instruments, if any; d)
a methodology to calculate capitalizable RIF relating to funds from generic financing; e) regarding land,
RIF may be capitalized if development is taking place; and f) conditions that must be met to capitalize RIF,
and rules indicating when RIF should no longer be capitalized. The entity may decide on whether to apply
provisions of NIF D-6 for periods ending before January 1, 2007, in connection with assets that are in the
process of being acquired at the time this NIF goes into effect.

On January 2007, CINIF issued Interpretation Number 4, (INIF No. 4), establishing that PTU should be
presented in the statement of income as an ordinary expense within other income and expense. This in-
terpretation will become effective for fiscal years beginning on January 1, 2007

At the date of issuance of these financial statements, the Company has not fully assessed the effects of
adopting these new standards on its financial information.

On February 22, 2007 (February 27, 2007 with respect to Note 22), the issuance of the consolidated financial
statements was authorized by Ing. Federico Toussaint Elostia, General Director of the Company and Ing.
Tomas Luis Garza de la Garza, Finance Director. These consolidated financial statements are subject to
approval at the general ordinary stockholders” meeting, where the financial statements may be modified,
based on provisions set forth by the Mexican General Corporate Law.

At February 27, 2007, Glasa, has signed an agreement for the sale of two commercial centers that operate
in the city of Monterrey. The agreement was reached with a real estate institution based in the United Sta-
tes and is subject to certain governmental authorizations, amount other conditions common in this type of
operations.

The Company expects that the operation will be finished during the second quarter of 2007
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