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Grupo Lamosa's 130-year track record in the construc-

tion industry positions it as one of Mexico's few hundred-
year-old companies. Despite so many decades, it is con-
tinuously reinventing itself in order to grow and diversify,

not only in Mexico, but also in other countries globally.

The expansion strategy Grupo Lamosa has followed in
recent years has made it one of the world's largest cera-
mics manufacturers and an indisputable benchmark in

the industries where it participates.

The continuous design of market-leading, innovative
products, outstanding customer service and production
processes with state-of-the-art technology have pro-
ven to be a successful combination for the company, en-
hancing its range of high-end products for the benefit of

construction professionals.
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During 2019, the business implemented
initiatives to remain at the forefront of
technology. Novel and innovative digital
technology products, manufactured for
the frst time in Mexico, were launched
and a virtual showroom for the Firenze
brand inaugurated. The showroom
boasts the latest advances in virtual
reality, giving the user an immersive
experience that enables the visualization
of products in diferent environments,
facilitating and encouraging the sale of
high value added products.

One of the business’s outstanding events
of 2019 was undoubtedly the “Firenze
Entremuros Award,” recognizing Mexican
architectural talent for the third time.
This event has become an important
benchmark for the nation’s architects
and interior designers, as well as an
opportunity to promote and publicize
high-end products.



With the purpose of promoting the

tile market in Mexico, during the year
the frst edition of “Expo Obra Blanca
2019” was organized, with Grupo
Lamosa participating successfully and
obtaining extraordinary results. The
event was held in conjunction with a
group of manufacturers from the sector,
including the Mexican Association of
Ceramics Producers. In addition, it was
used as an opportunity to launch the
campaign “Woods that Contribute to
the Extreme Reforestation Program,” to
create awareness of the importance of
conserving trees.

An exceptional achievement of the year
was Grupo Lamosa obtaining, for the
eighth time, “Best in Show” recognition
at the Coverings Fair, in the city of
Orlando, Florida, in the United States.
The fair attracted approximately 1,200
participants from more than 40 diferent
countries. Grupo Lamosa’s award there
underscores its ability to ofer high
value-added products with world-class
properties and designs.

W\

£ LAMOSA,

SA

2019

OBRA BLANCA
EXPO®

ENCOUNTER WITH
CONSTRUCTIVE IDEAS

The scale achieved by the Wall

and Floor Tiles Business in recent
years has enabled it to diversify

and maintain its position at the
forefront of technology, maximize its
operational efciency and capitalize
on synergies. As a result, the business
has been able to satisfactorily face
the challenges that arise in difcult
environments such as those of the
past two years.
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During the year, the Adhesives Business
continued to optimize customer service
through market intelligence tools that
contribute to better decision making
through real-time, frst-hand information.

As in previous years, the segment
participated in fairs and exhibitions both
in Mexico and abroad. During the fourth
quarter of the year, it took part in the frst
edition of “Expo Obra Blanca 2019” in
Mexico City, which was very well received
by the attendees.

The business also participated in “Expo
Edifca 2019, held during the month of
October in the city of Santiago de Chile,
taking advantage of the opportunity to
present its products and support the start-
up of Crest operations in that country.

Given the vocation of the business to
constantly innovate, during the year it
developed new specialized products for
the beneft of its customers. An example
was the launch of “Crest Clean Piedras
Naturales Neutro,” a product formulated
to simultaneously clean and seal natural
stone, removing stains and impurities
without damaging the surface. Similarly,
“Crest Flexible Porcelanico Ultraligero,” an
ultralight and fexible adhesive, was rolled
out for the installation of porcelain sheets
and tiles of great weight and size.

The actions carried out by the Adhesives
Business during the year continued to
strengthen its positioning in Mexico. The
expansion of the business into South
America was also a very important step
for creating a solid growth platform in
international markets.
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Grupo Lamosa posted growth in its operating results in 2019,
as well as a healthy fnancial structure, which was strengthened
during the year by the refnancing of the company'’s entire
consolidated debt.

During 2019, Grupo Lamosa took timely advantage of windows
in the fnancial markets to refnance its entire debt, through
three diferent schemes: a “Club Deal” syndicated loan with the
participation of six banks, a loan from Bancomext (a Mexican
state-owned development bank) and an issue of bonds
(Certificados Bursdtiles) through the Mexican Stock Exchange.

The refnancing involved accessing debt markets, both public and
private, as well as development banks, enabling a diversifcation
of fnancing sources, signifcantly improving the company’s debt
maturity profle and optimizing the fnancial cost.

Grupo Lamosa maintained its cash fow generating capacity

in 2019, which allowed it to continue fulflling its operational

and fnancial obligations. During the year, capital expenditures
totaled $540 million pesos, mainly to support the company’s
production operations and for information technologies focused
on strengthening operations in South America.

The company'’s net debt fell a signifcant 10% year-over-yeatr,

to a balance of $7,079 million pesos as of December 31%, 2019,
compared to the net debt of $7,864 million pesos posted at
yearend 2018. The ratio of net debt to EBITDA was 2.0 times at the
close of 2019, comparing favorably to the ratio of 2.4 times of the
previous year.

During 2019, Grupo Lamosa repurchased a total of 1,980,220
shares representing its capital stock, ending the year with a total of
5,064,307 treasury shares.

In order to continue ofering investors coverage, the company
continued to take part in the Mexican Stock Exchange’s
Independent Analyst Program in 2019.
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CORPORATE

Members of the Audit Committee
Carlos Zambrano Plant
Chairman

Eduardo Padilla Silva

Eduardo Garza T. Fernandez
Maximino José Michel Gonzalez

Members of the Corporate
Practices Committee
Eduardo Elizondo Barragan
Chairman

Bernardo Elosua Robles
Armando Garza Sada

During 2019, Grupo Lamosa reviewed and updated its

internal control policies and procedures, in order to continue
strengthening its internal control framework. This initiative
involved the company'’s diferent business processes and
guidelines in order to ensure the due protection and integrity of
information, among other issues.

Given the importance of knowledge of, and compliance

with, the Grupo Lamosa Code of Ethics, throughout the

year employees at diferent locations, including new staf,
received training in the code and its implications. In parallel,
the company'’s Transparency Line was managed according to
the defned operating protocols, with all cases received being
treated confdentially and with the periodic participation of the
Ethics Committee.

The bodies supporting the Board of Directors, such as the Audit
and Corporate Practices Committees, met during the year in
accordance with the provisions of Mexican Stock Market Law
and the Sole Circular for Issuers (Circular Unica para Emisoras),
made recommendations for the continuous improvement

of processes and monitored compliance with the policies
established within the organization.

In 2019, the company complied with all stock market provisions
applicable to its activities, ending the year with a high degree of
adherence to the Code of Best Corporate Practices, issued by
the Mexican Business Coordinating Council.
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OUR COMMITMENT TO
SUSTAINABILITY

Message from the CEO:

During 2019, Grupo Lamosa made
progress with meeting the short-,
medium- and long-term objectives
related to the company’s sustainability
model, contributing to the Sustainable
Development Goals (SDGs). The year's
achievements were related to the specifc
economic, social and environmental
objectives which are deployed each year
to the diferent levels of the organization.

The company confrms its voluntary
commitment to adhere to the principles of
the United Nations Global Compact and
will continue to implement initiatives to
promote social responsibility and the fght
against corruption across the organization.
It will also continue to promote human
and labor rights, as well as sustainable
practices that beneft the environment and
the communities where it operates.

Federico Toussaint Elosta
Chairman of the Board of Directors

28

production
centers

/

countries with
operations

and Chief Executive Officer
+
7
direct
employees
TILE PRODUCTION PROCESS
* High operational performance based on technological leadership and a sustainable vision.
¢ Full Defnition Technology to enable the replication of wood, textures and natural stones.
¢ New developments in ceramics: facades, bactericidal ceramic products and the incorpo-
ration of solar panels into ceramics, among others.
GRINDING } ATOMIZING } PRESSING } DRYING ENAMELING

Cogeneration of
energy, reduced
gas consumption

Reuse of
water

Recovery of
surplus raw
materials

Recovery of
heat generated
in firing

Compliance with
regulations for
the proper use of
materials




ACTION
AREAS

Environmernia/
Levegornent

Economic development

Social development

Environmental

» Business model, product * Quality of life for development
and process innovation employees and their * Innovation

» Economic value creation families * Energy

* Local supplier * Respect for human » Water
development rights and diversity » Emissions

* Investment in the  Anti-corruption reduction
community actions  Product

* Social investment recovery
FIRING } SELECTING PACKAGING

R .

Redistribution
of excess heat
generated

Product recovery
for grinding

Use of recycled
and recyclable
cardboard

2019

COMMUNICATION ON
PROGRESS

STAKEHOLDERS

Stockholders/Investors
» Stockholders’ Assembly
* Investor relations area

e Transparency line

» Meetings with analysts
* Reports on results

Customers

* Focus groups

e Transparency line

» Visits of commercial advisors
* Internet page

Employees

* Labor climate evaluation
e Transparency line

» Development plans

Suppliers

e Transparency line

* Signing of agreements and clauses
protecting human rights and
promoting sustainability

» Development of local suppliers
and SMEs (Small and Medium-
sized Enterprises)

Community

* Transparency line

» Donations program

* Dialogue with neighbors
* Volunteer projects

Government

« Participation in meetings and
forums on relevant topics

« Relations with government entities

Academia

» Agreements for research projects

* Plant visits

» Work experience opportunities
for students

Communication media

* Press conferences

* Participation in interviews
and reports
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Diploma course in commercial strategy, Querétaro Tile Plant

SOURCING

In 2019, Grupo Lamosa continued to promote its
Local Procurement policy, aimed at developing and
supporting SME suppliers in the diferent locations
where it has a presence. The policy is implemented
through a permanent search for new local suppliers
of inputs and services, ensuring that they all operate
with sustainable practices.

During the year, the company actively partnered
with the Competitiveness Center (CCMX) in

Contribuyendo con el Monterrey and Mexico City, transmitting best

desarrollo y crecimiento de practices to our suppliers in order to empower
mas de 17 mil proveedores them. Professionalization programs taught included:
en el continente americano. Commercial Strategy and Organizational Culture.

Adhesion de proveedores al
cumplimiento del Codigo
de Etica de Grupo Lamosa.

Diploma course in Organizational Culture,

Queretaro Tile Plant
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Fire-fighting simulation, Peru

GRUPO LAMOSA - 2019 ANNUAL REPORT

Vaccination campaign, Argentina

HEALTH AND SAFETY

To guarantee the health and safety of all personnel,
in 2019 Grupo Lamosa began the implementation
of the frst stage of its new Safety Management
Model, re-vitalizing the previous model to ensure
that the company is operating with world-class
standards and results.

The new model is based on a cycle of planning,
doing, checking and acting (PDCA), and comprises
institutional practices covering safety, environmental
and continuous improvement issues.

During 2019, 214 health and safety events were held
at Grupo Lamosa’s plants in Mexico, and Central and
South America. The events included training on the
Ofcial Standards of the Mexican Ministry of Labor
and Social Welfare (STPS), including NOM-035, as
well as health and safety campaigns.

-
t 4
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2017

2018

2019

156,828

171,423

173,084
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Training in Legality,
Pavillion Tile Plant

Safety training,
Gres Tile Plant

TRAINING
During 2019, Grupo Lamosa continued to provide varied
training for employees and workers.

With the objective of standardizing operational practices
and concepts across all tile plants in Mexico and South
America, in 2019 a technical training program on ceramic
technology was initiated. The modules taught during the
year were: Introduction to Ceramic Technology, Metrology
and Statistics Applied to the Ceramic Process, with the
plants in Querétaro, Monterrey, Tlaxcala and San Luis
Potosi taking part in this frst stage.

Also in 2019, the standardizing and training plan for control
policies and matrices between Grupo Lamosa and tile
business operations in South America was completed.

Additionally, a Retiree Training Program was ofered,
with the aim of providing information and guidance to
personnel who are in the period of transition to retirement.
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DIVERSITY

The expansion of operations to other countries in Latin America
has given the company a diverse personnel base and allowed it
to retain talent, contributing to the enrichment of management

activities and growth opportunities.

Grupo Lamosa, through its Diversity Policy, ensures each year
that it has an inclusive work environment in order to achieve
its objectives, always promoting social equality and inclusion
according to the skills and competencies required across the
diferent business areas.

During 2019, the company continued its practical training
program for students from various educational institutions, both
in Mexico and in other countries, thereby promoting learning
and development opportunities for future professionals.

Grupo Lamosa also continued to promote objectives aimed

at ofering job opportunities for the disabled. As of yearend
2019, the company had 13 employees with some type of
physical disability, including visual, hearing and motor, thereby
promoting a culture of inclusion.

2019 2018 2017

Employees | Union members Total Total Total
Total 2,868 3,857 6,725 6,705 6,762
Sex
Male 2,297 3,447 5,744 5,744 5,867
Female 571 410 981 961 895
Age range (years)
Less than 20 2 58 60 46 55
20-29 571 1,030 1,601 1,628 1,731
30-39 995 1,390 2,385 2,455 2,469
40-49 863 944 1,807 1,761 1,764
50-59 390 399 789 739 673
60 and over 47 36 83 76 70
Nationality
Mexican 2,280 2,735 5,015 4,960 5,061
Other 588 1,122 1,710 1,745 1,701

Trekking activity for personnel in Argentina
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COUNTRY

MEXICO

MEXICO

MEXICO

MEXICO

MEXICO

PERU

ARGENTINA

COLOMBIA

Plant visit for children from the Sol

Brillante Kitchen, Argentina

SOCIAL INVESTMENT AND VOLUNTEER PROGRAMS
In compliance with its sustainability objectives, during 2019 Grupo
Lamosa carried out 54 volunteer projects, including the following:

BUSINESS PLANT/OFFICE PROJECT ACTIVITIES
_ Navojoa Niasa Visit to an old NaVOJOf’;l Plant pgrsonnel visited t_he I—!uatab_ampo Qld
Adhesives ) People’'s Home in Sonora, spending time with senior
Plant, Sonora people’s home o
citizens there.
. Guadalajara Niasa | Urban park Guadalajara Plant personnel cleaned up the Bosque Los
Adhesives . . -
Plant, Jalisco clean-up Colomos urban park in Zapopan, Jalisco.
Santa Catarina Support Personnel of the Santa Catarina Plant and Ofces visited
Adhesives Plant and Crest and visits to and donated toys to children at the Pedro Lopez Tafoya
Monterrey Ofces, |educational Primary School, in the municipality of Juarez, N.L,, and the
N.L. institutions Don Bosco Comprehensive Education Center in Monterrey.
Wall and el Eleit Support for PaV|IIl|on Plant personnel helpe(_:l with the dor_]atlor_l and
. . handing out of clothes at the migrant center in Apizaco,
Floor Tiles Tlaxcala migrants
Tlaxcala.
Improvement of, | Guanjuato Plant personnel took part in the donation of
Italgres 2 and . . . .
Wall and and donation to, | groceries and improvement of personal and community
. Porcelanato Plants, - i i
Floor Tiles . an old people’s | rooms at the Santa Ana Home in San Jose de Iturbide,
Guanajuato .
home Guanajuato.
Workers at the Lurin Plant volunteered to repair and
Wall and . School . . . . _
. Lurin Plant : improve the Dapelo School in Lurin, carrying out painting,
Floor Tiles improvements . .
gardening and fnishing work there.
Donations Azul Plant personnel collected clothes and food for the
Wall and - children of the Sol Brillante Kitchen in the El Sol area of Azul,
. Azul Plant and visits to P -
Floor Tiles inviting them to a plant tour and a meal, and giving them
an eatery :
coats and jackets.
Wall and Sopé Plant g?:ﬂg?i(t):bﬁ Colombia Plant personnel gave clothing to the people of
Floor Tiles P foundation the Mi Felicidad Foundation in Chia, Cundinamarca.




Hagamoslo Bien (Let's Do It Right) Program, Porcel Tile Plant

oM

PURLCIS SER HE

CORRUPTION AND HUMAN RIGHTS
In order to promote the commitment to
ethical, honest and upright behavior in
Grupo Lamosa employees and across its
companies, an Anti-Corruption and Anti-
Laundering Policy was implemented during
the year, to reinforce compliance with

all applicable Mexican and foreign laws,
especially those related to the fght against
corruption and money laundering.

During 2019, participation in the Let's Do
It Right Program was continued, with the
training of new staf and the giving of
workshops on the culture of legality at
diverse Grupo Lamosa plants, in order to
strengthen corporate values.

During the year's internal audits of the

procedures and processes in the company’s
diferent areas, no situations were found that

could be considered discriminatory.

Complaints Complaints
addressed through addressed in
the Transparency relation to acts of
Line corruption
2017 112 44
2018 122 29
2019 133 gy

2019

Escuela Digna (Decent Schools) Program,
Gres Tile Plant, 18 de Marzo Primary School

ESCUELA DIGNA PROGRAM

During the year, the Escuela Digna Program
was continued in Tlaxcala, with the company
providing materials and labor for classroom
needs, in order to ensure that the children
and relatives of Lamosa workers have an
appropriate space in which to study. To
date, 22 educational institutions (Preschool,
Elementary, and Middle and High School)
have been supported, directly benefting
more than 2,000 children.

"-r"ﬂa-_r'-ﬁ._ _

Escuela Digna Program, Keramika Tile Plant,
Emiliano Zapata Primary School in Ixtacuixtla, Tlaxcala
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ENERGY, WATER AND

CO: EMISSIONS

Technologies to enable online meetings
continued to be promoted across all Grupo
Lamosa businesses, resulting in economic

savings and contributing to the environment

by avoiding emissions due to staf transfers
between diferent production centers.
During the year, 7,508 online sessions were
held, 42% more than in 2018.

In 2019, diverse reforestation activities

were carried out. In Colombia, Sop6 Plant
personnel planted 278 native trees at the
mine located in the municipality of Tausa,

Cundinamarca. Personnel from the ofces of

the Wall and Floor Tiles Business in Mexico
City carried out reforestation activities in the

Reforestation in the community of San Marcos,

Contla, Tlaxcala, Porcel Tile Plant

Emerald Forest in Amecameca de Juérez,
State of Mexico, contributing to the
construction of a sustainable ecosystem.
In Tlaxcala, personnel from the Porcel
Plant took part in the reforestation of the
San Marcos Contla community, planting
1,000 trees.

During the fourth quarter of the year, the
annual Ponte Las Pilas 2019 used-battery
collection campaign was implemented
once more at the plants and corporate
ofces in the state of Nuevo Ledn. The
batteries collected were then appropriately
confned in institutions specialized in such
materials, thereby helping to prevent them
polluting the environment.

Year Batteries recovered Environmental impact
(millions of liters of water* not polluted)

2017 3,348 559

2018 4,002 668

2019 3,306 552

" Estimation based on the assumption that one alkaline battery pollutes 167 thousand
liters of water.



Reforestacion at a mine en Tausa,

Colombia Plant personnel

Reforestation in the
Emerald Forest, State
of Mexico, Forest Office

Clean Industry Certification

PRODUCT RECOVERY

2019
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During 2019, Grupo Lamosa’s businesses continued
to manage waste materials and products in an
appropriate manner at its diferent production
centers, in accordance with the company’s

established procedures. This ensures that they are

recovered and recycled, thereby contributing to

environmental protection.

Given the importance of having certifcations that
underscore Grupo Lamosa’s compliance in the care
and protection of the environment, during the year
progress was made with Clean Industry Certifcation
programs of the Mexican Federal Environmental
Protection Agency (PROFEPA). This certifcation
covers issues related to water, atmospheric
emissions and environmental management

systems, among others.

2017 2018 2019
Wood 2,284 2,272 2,104
Cardboard/Paper 1,159 1,045 924
Metal 1,179 1,502 1,066
Plastics 200 209 192
Other 47 93 58
Total material 4,868 5121 4,345

recovered in tons
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MAIN COMPANY

From left to right: Julio Rafael Vargas Quintanilla Human Resources Vice-President

Jorge Manuel Aldape Luengas Adhesives Vice-President

Federico Toussaint Elosuia Chief Executive Officer and Chairman of the Board
Sergio Narvaez Garza Wall and Floor Tiles Vice-President

Jorge Antonio Touché Zambrano Chief Financial Officer
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To the Board of Directors and Stockholders of Grupo Lamosa, S. A. B. de C.V.

We have audited the accompanying consolidated financial statements of Grupo Lamosa, S. A. B. de C. V. and
Subsidiaries (the Company), which comprise the consolidated statements of financial position as of December 31,
2019 and 2018, and the related consolidated statements of income, consolidated statements of other comprehensive
income, consolidated statements of changes in stockholders’ equity and consolidated statements of cash flows
for the years then ended, and notes to the consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all the material respects, the
financial position of the Company as of December 31, 2019 and 2018, and their financial performance and their cash
flows for the years then ended in accordance with International Financial Reporting Standards (“IFRS"), issued by the
International Accounting Standards Board (“IASB”).

We conducted our audits in accordance with International Standards on Auditing (“ISA”). Our responsibilities under
those standards are further described in the Auditors’ Responsibilities for the Audit of Consolidated Financial
Statements section of our report. We are independent of the Company in accordance with the International Ethics
Standards Board for Accountants’ Code of Ethics for professional Accountants (IESBA Code) and with the Ethics
Code issued by the Mexican Institute of Public Accountants (“IMCP Code”), and we have fulfilled our other ethical
responsibilities in accordance with the IESBA Code and IMCP Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

As mentioned in Notes 2.c, 3.h and 16 to the consolidated financial statements, the Company adopted the new
methodology for the recognition of leases for fiscal year 2019, derived from the adoption of IFRS 16, Leases.
Therefore, because the method used by the Company on the basis of the temporary provisions of the standard, did
not involve adjusting the comparative periods, the financial information as of and for the year ended December 31,
2018, is not comparative in some items or indicators of the financial position and 2019 results.

Key audit matters are those matters that, in our professional judgment, were more important in our audit of the
consolidated financial statements of the current period. These matters have been addressed in the context of our
audit of the consolidated financial statements as a whole and in the disclosure of our opinion thereon, and we did
not express a separate opinion on those audit matters. We have determined that the matters described below are the
key audit matters to be disclosed in our report:

As mentioned in Note 18.i, the Company’s management assesses the level of leverage and the structure of its
capital as part of meeting its financial risk management objectives. In 2019, the Company conducted a transaction
to refinance the bank debt by settling the syndicated credit of US$389 million held with various financial institutions,
contracting a loan of US$150 million with Bancomext for a 10-year term; a club-deal credit of US$180 million, with
the participation of 6 banks for a 7-year term; and issuing stock certificates on the Mexican market for $2 billion
Mexican pesos. Therefore, the bank debt (Note 15) is relevant to the consolidated financial statements™ analysis.



Our audit procedures included, among others:

- Assessment of the Company’s level of indebtedness, including reviewing compliance with such restrictions as
well as the do and do not commitments set forth in the bank debt contracts.

- Obtaining confirmations from financial institutions to validate the principal’s balances and their correct valuation
in Mexican pesos, as well as the amount and valuation of accrued and unpaid interest in Mexican pesos.

- Review of the amortized cost estimate as defined in IFRS, including the effective interest rate determination
used therefor.

- Review of the assessment by the Company’s management for the implementation of IFRS 9, Financial
Instruments, guidelines to determine whether the refinancing transaction conducted with the same creditor
qualifies as a debt extinguishment or modification, and to conclude on the accounting recognition of the costs
to obtain the previous debt, as well as the costs to obtain new financing.

With respect to the audit procedures mentioned above, the results were reasonable.

Given the significance of unamortized intangible assets (note 12), it is important to make sure that unamortized
intangible assets impairment is made each year in compliance with the IFRS, under an adequate methodology to
identify potential impairment, where necessary.

Determining whether the carrying amount of unamortized intangible assets is recoverable requires the Company’s
management to make significant estimates related to cash flows, discount rates and their growth, based on the
point of view of management about future business prospects.

Our audit procedures primarily were:
- We reviewed if the identification of the Cash Generating Units (CGU) made by the Company was appropriate.

- We assessed whether the valuation techniques are appropriate in the actual business circumstances, and
whether the techniques used to determine the fair value are applied in conformity with prior years.

- We assessed the reasonableness of the valuation assumptions used in the fair value analysis, and whether the
valuation assumptions are consistent with what a market participant would use to determine the price of the
recoverable value for the cash generating units.

- We carried out a sensitivity analysis to compare the Company’s recoverable value estimate.

- We verified the completeness and accuracy of the information used to project the cash flows used in the
calculation, and compared key assumptions to external information of the industry.

The results of our audit tests were reasonable and we agree with the assumptions used, including the discount rate
and the impairment amount of the recoverable value for the unamortized intangible assets.

The Company recognizes deferred income tax assets derived from tax losses. Management performed
an assessment of the probability of recovering the tax losses carryforward to support the deferred tax assets
recognized on its consolidated financial statements.

Due to the significance of the deferred income tax asset derived from tax losses, asset derived from tax losses as
of December 31, 2019 amounted to $997 million of Mexican pesos and the significant judgments and estimates to
determine future projections of the Company’s taxable income, we focused on this line item, among others, and
performed the following procedures:

« We verified the reasonableness of the projections used to determine future taxable income.
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* We challenged the projections used by comparing them to the business performance and historical trends,
verifying the explanations of the variations with management.

« With the support of tax experts, we assessed the processes used to determine the projected taxable income, and
the assumptions used by management in preparing tax projections and  we discussed with management the
sensitivity of the projections.

The results of our audit procedures were satisfactory. The Company’s accounting policy for the recording
of deferred taxes, as well as the detail of their disclosure are included in Notes 3.t and 21, respectively, to the
accompanying consolidated financial statements.

The Company’s management is responsible for the other information. The other information will include the other
information that will be incorporated in the Annual Report that the Company must prepare pursuant to Article 33,
Section |, Subsection b) of the Fourth Title, First Chapter of the General Provisions Applicable to Issuers and other
Participants in the Mexican Stock Exchange and the Instructions attached to these provisions (the Provisions). The
Annual Report will be available for our reading after the date of this audit report.

Our opinion of the consolidated financial statements will not cover the other information and we will not express
any form of assurance about it.

In connection with our audit of the consolidated financial statements, our responsibility will be to read the Annual
Report, when available, and when we do so, to consider whether the other information contained therein is
materially inconsistent with the consolidated financial statements or with our knowledge obtained during the audit,
or it appears to contain a material error. When we read the Annual Report, we will issue the legend on the reading of
the annual report required by Article 33, Section I, Subsection b), number 1.2 of the Provisions. If, based on the work
we have performed, we conclude that there is a material error in the information, we would have to report this fact.
As of the date of this report, we have nothing to report on this matter.

The accompanying consolidated financial statements have been translated into English for the convenience of
readers.

Management is responsible for the preparation and fair presentation of the accompanying consolidated financial
statements in accordance with IFRS, and for such internal control as management determines is necessary to enable
the preparation of the consolidated financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Company”s ability
to continue as a going concern, disclosing, as applicable, matters, related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Company or to cease operations, or
has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company”s financial reporting process.

The objective of our audit is to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISA will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these consolidated financial statements.



As part of an audit in accordance with ISA, we exercise professional judgement and maintain professional skepticism
throughout the audit. We also:

- ldentify and asses the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or override of internal control.

- Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control.

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

- Conclude on the appropriateness of management”s use of the going-concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may
cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditors’ report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions
are based on the audit evidence obtained up to the date of our auditors” report. However, future events or
conditions may cause the Company to cease to continue as a going concern.

- Evaluate the overall presentation, structure and content of the consolidated financial statements, including the
disclosures, and whether the consolidated financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

- We obtained adequate and sufficient related to the financial information of the entities or the business activities
in the Company to express and opinion on the consolidated financial statements. We are responsible of the
direction, supervision and realization of the Company’s audit. We are the only responsible of our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

We will also provide those responsible for the Company’s government with a statement on our fulfillment of relevant
ethical requirements regarding independence, and will communicate any relationship and other matters that might
be thought to affect our independence and, when applicable, the related safeguards.

Among the matters that have been subject to communications with those responsible for the Company’s government,
we determined that those of most significance in the audit of the consolidated financial statements, are the key audit
matters. We described these matters in this audit report, except for those legal or regulatory provisions that prohibit
the public disclosure of the matter or, in extremely infrequent circumstances, we determine that a matter should
not be disclosed in our report, because it is reasonable to expect that the adverse consequences of doing so would
overcome the public benefits thereof.

Galaz, Yamazaki, Ruiz Urquiza, S. C.
Member of Deloitte Touche Tohmatsu Limited

( D,

ol

C. P. C. Carlos Ivan Pdélito Ruiz
February 8, 2020




CONSOLIDATED STATEMENTS OF

FINANCIAL POSITION

2019

Grupo Lamosa, S. A. B. de C. V. and Subsidiaries
As of December 31, 2019 and 2018
(In thousands of Mexican pesos)

NOTES 2019 2018
ASSETS
Current assets:
Cash and cash equivalents 6 $ 1,226,968 $ 360,130
Accounts receivable, net 7 3,208,221 3,330,271
Inventories 8 2,421,684 2,480,041
Other current assets 9 488,278 523,102
Current assets 7,345,151 6,693,544
Real estate inventories 10 112,963 112,963
Property, plant and equipment, net 11 8,646,667 8,865,828
Right-of-use assets 16 174,404 -
Intangible assets, net 12 5,726,267 5,705,096
Deferred income taxes 21 1,018,697 1,209,230
Other non-current assets 13 222,746 197,465
Total $ 23,246,895 $ 22,784,126
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Current portion of long-term debt 15 $ 143,185 $ 888,030
Current portion of finance lease liability 16 68,150 51,528
Trade accounts payable 1,562,353 1,815,938
Income taxes 21 365,570 234,150
Other current liabilities 14 1,405,464 1,465,669
Current liabilities 3,544,722 4,455,315
Long-term debt 15 7,982,591 7,270,592
Finance leases 16 112,191 13,954
Employee benefits 17 502,875 365,400
Long term provisions 23 99,564 71,489
Income taxes 21 596,874 959,989
Deferred income taxes 21 311,290 315,041
Total liabilities 13,150,107 13,451,780
Stockholders’ equity:
Capital stock 18 203,053 203,053
Purchase of treasury stock 18 (130,180) (72,424)
Additional paid-in-capital 18 139,386 139,386
Retained earnings 10,594,946 9,462,636
Other comprehensive loss items 5and 17 (710,417) (400,305)
Total stockholders’ equity 10,096,788 9,332,346
Total $ 23,246,895 $ 22,784,126

See accompanying notes to these consolidated financial statements.

Ing. Federico Toussaint Elostia
Chief Executive Officer

Ing. Jorge Antonio Touché Zambrano
Chief Financial Officer



CONSOLIDATED STATEMENTS
OF INCOME

Grupo Lamosa, S. A. B. de C. V. and Subsidiaries
For the years ended December 31, 2019 and 2018.
(In thousands of Mexican pesos, except for the earning per share, which is in Mexican pesos)

Notes 2019 2018
Net sales 24 $ 17,927,902 $ 17,727,029
Cost and expenses:
Cost of sales 10,645,825 10,701,241
Operating expenses 19 4,474,332 4,243,313
Other (income) operating expenses, net (4,356) 50,983
15,115,801 14,995,537
Operating income 2,812,101 2,731,492
Interest expense 728,420 625,776
Hyperinflation e ects on net monetary position (76,358) (31,188)
Interest income (5,403) (18,529)
Exchange (gain) loss, net (155,148) 72,056
491,511 648,115
Income before income taxes 2,320,590 2,083,377
Income taxes 21 893,556 728,017
Net income of the year $ 1,427,034 $ 1,355,360
Earnings per basic and diluted share 3v $ 3.73 $ 3.54

See accompanying notes to these consolidated financial statements
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CONSOLIDATED STATEMENTS OF
OTHER COMPREHENSIVE INCOME

2019

Grupo Lamosa, S. A. B. de C. V. and Subsidiaries
For the years ended December 31, 2019 and 2018
(In thousands of Mexican pesos)

Notes 2019 2018
Net income of the year $ 1,427,034 $ 1,355,360
Other comprehensive income items:
Item that can be potentially reclassified to net income of the year:
Valuation of derivative financial instruments, net of taxes 21 (1,538) 66,220
Cumulative translation adjustments 18.h (229,232) (482,624)
(230,770) (416,404)
Item that cannot be potentially reclassified to net income of the year:
Actuarial remeasurements of defined benefits obligation 17 and 21 (79,342) 3,547
(79,342) 3,547
Total other comprehensive items (310,112) (412,857)
Total comprehensive income of the year $ 1,116,922 $ 942,503

See accompanying notes to these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF
CHANGES IN STOCKHOLDERS' EQUITY

Grupo Lamosa, S. A. B. de C. V. and Subsidiaries
For the years ended December 31, 2019 and 2018.
(In thousands of Mexican pesos)

Purchase of Additional

Capital treasury Paid-In Retained

Notes stock stock Capital Earnings
Balances as of January 1, 2018 $ 203,053 $ (72,424) $ 139,386 $ 8,375,208
Dividends declared 18.d (267,932)
Comprehensive income 18.h 1,355,360
Balances as of December 31, 2018 203,053 (72,424) 139,386 9,462,636
Dividends declared 18.c (294,724)

Purchase of treasury stock 18.b (57,756)

Comprehensive income 18.h 1,427,034
Balances as of December 31, 2019 $ 203,053 $ (130,180) $ 139,386 $ 10,594,946

See accompanying notes to these consolidated financial statements.
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Items of Other Comprehensive Income

Valuation of Remeasurement
Derivative of Defined Cumulative Total
Financial Benefits Translation Stockholders’
Instruments Obligations Adjustment Equity
$ (66,220) $ (59,457) $ 138,229 $ 8,657,775
(267,932)
66,220 3,547 (482,624) 942,503
- (55,910) (344,395) 9,332,346
(294,724)
(57,756)
(1,538) (79,342) (229,232) 1,116,922
$  (1,538) $ (135,252) $ (573,627) $ 10,096,788




Grupo Lamosa, S. A. B. de C. V. and Subsidiaries
For the years ended December 31, 2019 and 2018
(In thousands of Mexican pesos)

2018
Cash flows from operating activities:
Income before taxes $ 2,320,590 $ 2,083,377
Adjustment for:
Depreciation and amortization 672,660 546,344
Other miscellaneous expenses 51,097 141,521
Interest income (5,403) (18,529)
Interest expense 728,420 625,776
Hyperinflation e ects on net monetary position (76,358) (31,188)
Exchange (income) loss, net (155,148) 72,056
Asset impairment of property, plant and equipment 38,658 35,733
Inflationary e ect (44,508) (23,632)
3,530,008 3,431,458
Changes in working capital:
Increase (decrease) in accounts receivable 12,464 (93,403)
Increase in inventories and real estate inventories (110,816) (141,466)
Decrease in trade accounts payable (128,260) (47,675)
Other current liabilities 64,571 218,463
Income taxes paid (943,549) (1,672,854)
Net cash flows provided by operating activities 2,424,418 1,694,523
Cash flows from investing activities:
Acquisition or property, plant and equipment (450,827) (715,317)
Interest income 1,904 18,515
Acquisition of intangible assets (89,634) (41,527)
Net cash flows used in investing activities (538,557) (738,329)
Cash flows from financing activities:
Bank loans 11,320,527 2,336,216
Payments for bank liabilities and finance lease liability (11,326,440) (2,741,605)
Costs paid to obtain loans and debt issuance (70,338) -
Interest paid (603,669) (543,091)
Purchase of treasury stock (57,756) -
Dividends paid (279,568) (254,112)
Net cash flows used in financing activities (1,017,244) (1,202,592)
Net increase (decrease) in cash and cash equivalents 868,617 (246,398)
Cash and cash equivalents at beginning of year 360,130 713,523
E ects from changes in cash value (1,779) (106,995)
Cash and cash equivalents at end of the year $ 1,226,968 $ 360,130

See accompanying notes to consolidated financial statements.
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Grupo Lamosa, S. A. B. de C. V. and Subsidiaries
For the years ended December 31, 2019 and 2018
(In thousands of Mexican pesos)

1. ACTIVITIES

Grupo Lamosa, S.A.B. de C.V. and its subsidiaries (the “Company”) are engaged in the manufacture and commercialization
of ceramic products for floor and wall coverings, and adhesive for ceramic tiles. The Company’s address is Avenida Pedro
Ramirez Vazquez No. 200-1 Col. Valle Oriente C.P. 66269 San Pedro Garza Garcia, Nuevo Ledn, Mexico.

2. BASIS OF PRESENTATION AND CONSOLIDATION

a. Statement of compliance — The consolidated financial statements have been prepared in conformity with International
Financial Reporting Standards (“IFRS”) and their amendments as issued by the International Accounting Standards Board
(“IASB”).

b. Explanation for translation into English — The accompanying consolidated financial statements have been translated from
Spanish into English for use outside of Mexico. Certain accounting practices applied by the Company that conform with IFRS
may not conform with accounting principles generally accepted in the country of use.

c. New accounting pronouncements — In the current year, the Company applied a series of new and modified IFRS, issued by
the International Accounting Standards Board (“IASB”), which are mandatory and are effective as of the periods beginning on
or after January 1, 2019:

IFRS 16, Leases

IFRS 16, Leases, supersedes IAS 17, Leases, as well as the related interpretations. The new standard brings most leases on-
balance sheet for lessees under a single model, eliminating the distinction between operating and finance leases. Lessor
accounting, however, remains largely unchanged and the distinction between operating and finance leases is retained. IFRS 16
is effective for periods beginning on or after January 1, 2019, and the Company decided to adopt it with the recognition of all
the effects to that date, without modifying past periods.

Under IFRS 16 a lessee recognizes a right-of-use asset and a lease liability. The right-of-use asset will be depreciated based on
the contractual term or, in some cases, on its economic useful life. Moreover, the financial liability will be measured at initial
recognition, discounting future minimum lease payments at present value according to a term, using the discount rate that
represents the lease funding cost; subsequently, the liability will accrue interest through maturity.

However, a lessee may elect to account for lease payments as an expense on a straight-line basis over the lease term for leases
with a lease term of 12 months or less and containing no purchase options nor terms renewals (this election is made by class
of underlying asset); and leases where the underlying asset has a low value when new, (this election can be made on a lease-
by-lease basis), and for those agreements where the acquisition of an individual asset of the contract was less than $5,000 (five
thousand dollars). Therefore, payment for such leases will continue to be recognized as expenses within operating income.



The Company adopted IFRS 16 on January 1, 2019; therefore, it recognized a right-of-use asset and a lease liability of $225,921.
In addition, the Company adopted and applied the following practical expedients provided by IFRS 16:

e Accountfor as leases the payments made in conjunction with the rent, and that represent services (for example, maintenance
and insurance).

e Create portfolios of contracts that are similar in terms, economic environment and characteristics of assets, and use of a
funding rate by portfolio to measure leases.

e For leases classified as financial as of December 31, 2018 and without components to update minimum payments for
inflation, maintain on the date of adoption of IFRS 16 the balance of the asset for right-of-use and its corresponding
lease liability.

< Not to revisit the previously reached conclusions for service agreements which were analyzed as of December 31, 2018
under IFRIC 4, Determining Whether a Contract Contains a Lease, and where it had been concluded that there was no
implicit lease.

e For operating leases that as of December 31, 2018 contain direct costs to obtain a lease, maintain recognition of such costs,
i.e. without capitalizing at the initial value of the right-of-use assets.

The Company has taken the required steps to implement the changes that the standard represents in terms of internal control,
tax and systems affairs, from the adoption date. Set forth below is a reconciliation of total operating lease commitments as of
December 31, 2018 and the lease liability as of the initial adoption date:

Operating lease commitments as of December 31, 2018 $ 282,558
Amount discounted using the incremental loan rate as of January 1, 2019 (38,615)
Lease liability as of December 31, 2018 243,943
(-):Short-term leases not recognized as a lease liability 16,290
(-):Low value assets not recognized as a lease liability 2,067
(+/-):Adjustments for extension of terms and others 335
Lease liability as of January 1, 2019 $ 225,921

IFRIC 23, Interpretation on Uncertainty over Income Tax Treatments

This new interpretation clarifies how to apply the recognition and measurement requirements in IAS 12, Income Tax, when
there is uncertainty over income tax treatments. Uncertain tax treatments are a tax treatment for which there is uncertainty over
whether the relevant taxation authority will accept the tax treatment under tax law. In such circumstances, the Company shall
recognize and measure its current or deferred tax assets or liabilities by applying the requirements in IAS 12 based on taxable
profit (tax loss), tax bases, unused tax losses, unused tax credits, and the tax rates determined by applying this interpretation.

The Company did apply IFRIC 23 for annual reporting periods begin on or after January 1, 2019. The Company did not have
impact on its consolidated financial statements due to the adoption of said interpretation, derived from the fact that it does
not hold uncertain tax positions with a probability of loss.

d. Basis of preparation — The consolidated financial statements were prepared based on the historical cost, except for the
net assets and the results of the operations of the Company in Argentina, an economy that is considered hyperinflationary,
which are expressed in terms of the unit of current measurement to date of the end of the reporting period. In general, the
historical cost is based on the fair value of the consideration given in exchange for the assets.

e. Local, functional and reporting currency — The individual financial statements of each subsidiary of the Company are
prepared in the currency of the primary economic environment in which the Company operates (its functional currency).
For the purpose of these consolidated financial statements, the results and the financial position of each Company are
converted into Mexican pesos, which is the functional currency of the operations of the Company, and the reporting
currency of the consolidated financial statements.
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Subsidiaries that operate abroad whose functional currency is di erent from the presentation currency of the consolidated
financial statements convert their financial statements using the following exchange rates: 1) closing for assets and liabilities
and 2) historical for capital accounting and 3) the date of the transaction for income, costs and expenses. Moreover, if
the functional currency in which a foreign subsidiary operates corresponds to a hyperinflationary economy, its financial
statements are restated by applying the requirements of IAS 29, Financial Report in Hyperinflationary Economies, using the
price index of the country of origin of the functional currency, and subsequently converted using the closing exchange
rate for all items for consolidation purposes. The conversion e ects arising from the consolidation of the Company'’s
subsidiaries are recorded in stockholders’ equity, within the other comprehensive income items.

The following table shows the functional currencies of the main foreign operations of the Company, which are the
record currency:

Country Currency
Argentina Argentinian Peso
Chile Chilean Peso
Colombia Colombian Peso
United States U.S Dollar
Peru Peruvian Sol
Guatemala Quetzal

Inflationary e ect recognition — The functional currency of the Company’s subsidiaries corresponds to a non-
hyperinflationary economy, except for the Argentine operation where, as of July 1, 2019, the cumulative inflation rate of
the last three years approaches or exceeds 100%, qualifying as a hyperinflationary economy and in accordance with IAS 29,
the financial information of that subsidiary is expressed in purchasing power as of that date and at the end of the fiscal year
in the consolidated financial statements.

For the years ended December 31, 2019 and 2018, inflation in Argentina was 53.83% and 47.65%, respectively.

. Classification of costs and expenses — The costs and expenses presented in the consolidated statements of income were
classified based on their function, as that is the common practice of the industry the Company participates in. Thus, cost
of sales was separated from the remaining costs and expenses.

. Reclassifications — As of January 1 and December 31, 2018, the portion corresponding to the reserve created to Purchase
of treasury stock, within the contributed capital, was reclassified in the consolidated statement of financial position and the
consolidated statement of changes in stockholders’ equity. The purpose of the reclassification is to reflect separately the
issuance and total balance corresponding to the purchase and issuance of treasury stock.

Basis of consolidation — The financial statements of Grupo Lamosa, S.A.B. de C.V. (“Glasa”) and those of the controlled
companies were considered to prepare the consolidated financial statements. Control is achieved when the Company has
the power over the investee, when it is exposed or has the rights to obtain variable returns from its participation, and has
the capacity to govern the financial and operating policies of the investee so as to obtain benefits from its activities. Glasa
owns 100% of the capital stock of its subsidiaries. For consolidation purposes, all the significant balances and transactions
between a liated companies have been eliminated.



The subsidiaries and associates grouped by business segment, which form part of the continuing operations of Glasa, are
as follows:

Ceramic Business

Administradora Lamosa, S. A. de C. V. (previously Administradora Lamosa, S. A. de C. V. SOFOM E. N. R.)
Ceramica Cordillera Comercial, S. A. @

Ceramica San Lorenzo Colombia, S. A. S.

Ceramica San Lorenzo, I. C. S. A.

Ceramica San Lorenzo Industrial de Colombia, S. A.

Ceramica San Lorenzo, S. A. C.

Estudio Ceramico México, S. A. de C. V. @

Gres, S.A.de C. V.

Gresaise, S. A. de C. V.

Inmobiliaria Porcelanite, S. A. de C. V.

Ceramica Cordillera, S.A. (previously Inversiones San Lorenzo, S. A))
Ital Gres, S. A. de C. V.

Italaise, S. A.de C. V.

Lamosa Revestimientos, S. A. de C. V.

Mercantil de Pisos y Bafios, S. A. de C. V.

Pavillion, S. A. de C. V.

PLG Ceramics, Inc.

Porcel, S. A. de C. V.

Porcelanite Lamosa, S. A. de C. V.

Lamosa Energia de Monterrey, S. A. de C. V. (previously Productos Ceramicos de Querétaro, S.A. de C.V.)
Revestimientos Keramica Colombia, S. A. S. @

Revestimientos Lamosa México, S. A. de C. V.

Revestimientos Porcelanite, S. A. de C. V.

Revestimientos y Servicios Comerciales, S. A. de C. V.

Servicios Comerciales Lamosa, S. A. de C. V.

Servigesa, S. A.de C. V. ®

Adhesives Business

Adhesivos de Jalisco, S. A. de C. V.

Adhesivos Perdura, S. A. de C. V.

Crest,S. A.de C. V.

Crest Norteamérica, S. A. de C. V.

Industrias Niasa, S. A. de C. V.

Ladrillera Monterrey, S. A. de C. V.

Niasa México, S. A. de C. V.

Soluciones Técnicas para la Construccion, S. A. de C. V.
Soluciones Técnicas para la Construccion del Centro, S. A. de C. V.
Tecnocreto, S.A.

Corporate and others

Lamosa Servicios Administrativos, S. A. de C. V.

Servicios Administrativos Lamosa, S. A. de C. V.

Servicios Lamosa S. A. de C. V. (previously Servicios Lamosa, S. A. de C. V. SOFOM E. N.R.) @
Servicios Industriales Lamosa, S. A. de C. V.

Inmobiliaria Revolucién, S. A. de C. V.

Grupo Inmobiliario Viber, S. A. de C. V.

Servicios de Administracion el Diente, S. A. de C. V.

) Associated companies where the Company has a 49% share interest.
@ Company merged with Inversiones San Lorenzo, S.A. on March 1, 2019.
©®  Company merged with Lamosa Revestimientos, S.A. de C.V. on July 1, 2019.

®  Company merged with Ceramica San Lorenzo Industrial de Colombia, S. A. on October 31, 2018.
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3. SIGNIFICANT ACCOUNTING POLICIES

a. Cash and cash equivalents — Cash and cash equivalents includes cash on hand, sight bank deposits, and short-term
investments that are readily convertible to cash, not subject to significant risk of changes in their value. Cash and cash
equivalents are measured at nominal value and yields are recognized in profit or loss as they are accrued.

b. Financial assets —The Company subsequently classifies and measures its financial assets based on the Company’s business
model to manage financial assets, and on the characteristics of the contractual cash flows of such assets. This way financial
assets can be classified at amortized cost, at fair value through other comprehensive income, and at fair value through
profit or loss. Management determines the classification of its financial assets upon initial recognition. Purchases and sales
of financial assets are recognized at settlement date.

Financial assets are entirely written o when the right to receive the related cash flows expires or is transferred, and
the Company has also substantially transferred all the risks and rewards of its ownership, as well as the control of the
financial asset.

Amortized cost and effective interest method

The e ective interest method is a method to calculate the amortized cost of a debt instrument and to allocate the interest
income during the relevant period.

The amortized cost of a financial asset is the amount at which the financial asset is measured in the initial recognition less
the repayments of the principal, plus the accumulated amortization using the e ective interest method of any di erence
between that initial amount and the amount of maturity, adjusted for any loss. The gross book value of a financial asset is
the amortized cost of a financial asset before adjusting any provision for losses.

Interest income is recognized using the e ective interest method for debt instruments measured subsequently at amortized
cost and at fair value through other comprehensive income. For financial assets acquired or originated that have credit
impairment, the Company recognizes interest income by applying the adjusted e ective interest rate for credit at the
amortized cost of the financial asset as of its initial recognition. The calculation does not return to the gross base, even if
the credit risk of the financial asset subsequently improves, so that the financial asset no longer has a credit deterioration.

Classes of financial assets
Financial assets at amortized cost

Financial assets at amortized cost are those that i) are held within a business model whose objective is to hold said assets
in order to collect contractual cash flows; and ii) the contractual terms of the financial asset give rise, on specified dates, to
cash flows that are solely payments of principal and interest on the amount of outstanding principal.

i. Financial assets at fair value through other comprehensive income

Financial assets at fair value through other comprehensive income are those whose business model is based on both
collecting contractual cash flows and selling the financial assets; and their contractual terms give rise, on specified dates,
to cash flows that are solely payments of principal and interest on the amount of outstanding principal. As of December
31, 2019, the Company does not hold financial assets to be measured at fair value through other comprehensive income.

ii. Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss, in addition to those described in point i in this section, are those that do
not meet the characteristics to be measured at amortized cost or fair value through other comprehensive income, since: i)
they have a business model di erent to those that seek to collect contractual cash flows, or collect contractual cash flows
and sell the financial assets, or otherwise ii) the generated cash flows are not solely payments of principal and interest on
the amount of outstanding principal.



Despite the previously mentioned classifications, the Company may make the following irrevocable elections in the initial
recognition of a financial asset:

a. Disclose the subsequent changes in the fair value of an equity instrument in other comprehensive income, only if such
investment (in which no significant influence, joint control or control is maintained) is not held for trading purposes, or
is a contingent consideration recognized as a result of a business combination.

b. Assign a debt instrument to be measured at fair value in profit or loss, if such election eliminates or significantly reduces
an accounting mismatch that would arise from the measurement of assets or liabilities or the recognition of profits and
losses on them in di erent basis.

As of December 31, 2019 and 2018, the Company has not made any of the irrevocable designations described above.
Foreign exchange gains and losses

The carrying amount of financial assets that are denominated in a foreign currency is determined in that foreign currency
and translated at the spot rate at the end of each reporting period, recognized in comprehensive income.

Impairment of financial assets

The Company recognizes lifetime ECL for trade receivables with clients and contract assets. The expected credit losses
on these financial assets are estimated using a provision matrix based on the Company’s historical credit loss experience
for a range of clients with the objective of determining a percentage of default risk, adjusted for factors that are specific
to the debtors, such as possible guarantees, insurance policies, general economic conditions and an evaluation of both
the current direction and the forecast conditions at the reporting date, including time value of money where appropriate.

For all other financial instruments, the Company recognizes lifetime ECL when there has been a significant increase in
credit risk since initial recognition. However, if the credit risk on the financial instrument has not increased significantly
since initial recognition, the Company measures the loss allowance for that financial instrument at an amount equal to
12-month ECL.

Significant increase in credit risk

In assessing whether the credit risk on a financial instrument has increased significantly since initial recognition, the Company
compares the risk of a default occurring on the financial instrument at the reporting date with the risk of a default occurring
on the financial instrument at the date of initial recognition. In making this assessment, the Company considers both
quantitative and qualitative information that is reasonable and supportable, including historical experience and forward-
looking information that is available without undue cost or e ort. Forward-looking information considered includes the
future prospects of the industries in which the Company’s debtors operate, obtained from economic expert reports,
financial analysts, governmental bodies, relevant think-tanks and other similar organizations, as well as consideration of
various external sources of actual and forecast economic information that relate to the Company’s core operations.

In particular, the following information is taken into account when assessing whether credit risk has increased significantly
since initial recognition:

e An actual or expected significant deterioration in the financial instrument’s external (if available) or internal credit rating;

< Significant impairment in external market indicators of credit risk for a particular financial instrument, e.g. a significant
increase in the credit spread, the credit default swap prices for the debtor, or the length of time or the extent to which
the fair value of a financial asset has been less than its amortized cost;

e Existing or forecast adverse changes in business, financial or economic conditions that are expected to cause a significant
decrease in the debtor’s ability to meet its debt obligations;

e An actual or expected significant deterioration in the operating results of the debtor;
< Significant increases in credit risk on other financial instruments of the same debtor;

e An actual or expected significant adverse change in the regulatory, economic, or technological environment of the
debtor that results in a significant decrease in the debtor’s ability to meet its debt obligations.
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Irrespective of the outcome of the above assessment, the Company presumes that the credit risk on a financial asset has
increased significantly since initial recognition when contractual payments are more than 180 days for national customers,
and 90 days for foreign customers.

Despite the foregoing, the Company assumes that the credit risk on a financial instrument has not increased significantly
since initial recognition if the financial instrument is determined to have low credit risk at the reporting date. A financial
instrument is determined to have low credit risk if:

(1) The financial instrument has a low risk of default,
(2) The debtor has a strong capacity to meet its contractual cash flow obligations in the near term, and

(3) Adverse changes in economic and business conditions in the longer term may, but will not necessarily, reduce the ability
of the borrower to fullfil its contractual cash flow obligations.

The Company considers that a financial asset has low credit risk when the asset has an “investment grade” external credit
rating, according to the globally accepted definition, or if an external rating is not available, that the asset has an internal
“achievable” rating. Achievable means that the counterparty has a strong financial position, and there are no outstanding
past amounts.

For financial guarantee contracts, the date on which the Company becomes part of the irrevocable commitment is
considered to be the date of initial recognition for the purpose of assessing the impairment of the financial instrument.
In assessing whether there has been a significant increase in credit risk since the initial recognition of financial guarantee
contracts, the Company considers changes in the risk that the specified debtor will default the contract.

The Company regularly monitors the e ectiveness of the criteria used to identify whether there has been a significant
increase in credit risk and revises them as appropriate to ensure that the criteria are capable of identifying significant
increase in credit risk before the amount becomes past due.

Definition of default

The Company considers the following as constituting an event of default for internal credit risk management purposes as
historical experience indicates that financial assets that meet either of the following criteria are generally not recoverable:

e When there is a breach of financial covenants by the debtor; or

* Information developed internally or obtained from external sources indicates that the debtor is unlikely to pay its
creditors, including the Company, in full

Irrespective of the above analysis, the Company considers that default has occurred when a financial asset is more than 180
days past due for national customers and 90 days for foreign customers.

Credit-impaired financial assets

A financial asset is credit-impaired when one or more events that have a detrimental impact on the estimated future cash
flows of that financial asset have occurred. Evidence that a financial asset is credit-impaired includes observable data about
the following events: significant financial di culty of the issuer or the borrower; a breach of contract, such as a default
or past due event; the lenders of the borrower, for economic or contractual reasons relating to the borrower’s financial
di culty, having granted to the borrower a concession that the lenders would not otherwise consider; it is becoming
probable that the borrower will enter bankruptcy or other financial reorganization

Derecognition of financial assets

The Company derecognizes a financial asset only when the contractual rights to the cash flows from the asset expire, or
when it transfers the financial asset and substantially all the risk and rewards of ownership of the asset to another company
or where there is information indicating that the debtor is in serious financial di culty and there is no realistic prospect of
recovery, when the debtor has been placed in liquidation or has entered a bankruptcy process, or in the case of receivables,
when legal procedures that allow their recovery are exhausted, whichever comes first. Financial assets written o may still
be subject to compliance activities under the Company’s recovery procedures, taking into account legal advice where
appropriate. When a financial asset measured at amortized cost is written o , the di erence between the carrying amount
of the asset and the sum of the consideration received and receivable is recognized in income.



Measurement and recognition of expected credit losses

The measurement of expected credit losses is a function of the probability of default, loss given default (i.e. the magnitude
of the loss if there is a default) and the exposure at default. The assessment of the probability of default and loss given
default is based on historical data adjusted by forward-looking information as described above. As for the exposure at
default, for financial assets, this is represented by the assets’ gross carrying amount at the reporting date; for financial
guarantee contracts, the exposure includes the amount drawn down as at the reporting date, together with any additional
amounts expected to be drawn down in the future by default date determined based on historical trend, the Company’s
understanding of the specific future financing needs of the debtors, and other relevant forward-looking information.

For financial assets, the expected credit loss is estimated as the di erence between all contractual cash flows that are due
to the Company and all the cash flows that the Company expects to receive, discounted at the original e ective interest
rate in case the value of money in time is a factor to consider.

c. Inventories — Inventories are stated at the lower of cost and net realizable value. Net realizable value represents the
estimated selling price for inventories less all estimated costs of completion and costs necessary to make the sale.
Costs of inventories are determined on a weighted average cost method basis and include the acquisition or production
cost, which is incurred when purchasing or producing a product and other costs incurred in bringing inventories to
their current location and condition. For inventories of finished goods and inventories in progress, cost includes an
appropriate share of production overheads based on normal operating capacity.

d. Real estate inventories — Real estate inventories mainly consist of land and materials incurred in the real estate business
activity of the Company, and are valued at the lower of cost or net realizable value.

e. Property, plant and equipment — Property, plant and equipment are initially recorded at their cost of acquisition net of
accumulated depreciation and/or accumulated impairment losses, if any. The borrowing costs related to the acquisition
of qualifying asset are capitalized as part of the cost of that asset, according to the Company”s policy. The improvements
that have the e ect of increasing the value of the asset, either because they increase the service capacity, improve
e ciency or extend the useful life of the asset, are capitalized. Lower maintenance costs are recognized directly in costs
in the period they are made. Depreciation of assets begins when the asset is ready for use.

The estimated useful lives, residual values and depreciation method are reviewed at the end of each reporting period,
with the e ect of any changes in estimate accounted for on a prospective basis.

Except for the depreciation of machinery and equipment which is depreciated based on units produced with the total
estimated asset during its service life, the depreciation of other fixed assets is calculated under the straight-line method
based on the estimated useful lives, as follows:

Years
Buildings and improvements 35to 40
Transportation equipment 4t05
Computer equipment 4
Furniture and equipment 10

Gain or loss on the sale or retirement of property, plant and equipment is calculated as the di erence between the net
income from the sale and the carrying amount of the asset and is recorded in other income (expenses) of the operations,
when all significant risks and rewards of ownership of the asset are transferred to the buyer, which normally occurs when
ownership of the property is transferred.

f. Borrowing costs —Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets,
which are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added
to the cost of those assets, until such time as the assets are substantially ready for their intended use or sale, are added
to the cost of those assets during the construction phase and up to the beginning of operation and / or exploitation.
Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying
assets is deducted from the borrowing costs eligible for capitalization. All other borrowing costs are recognized in profit
or loss in the period in which they are incurred.
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g. Investment in associates — An associate is an entity over which the Company has significant influence and that is neither
a subsidiary nor an interest in a joint venture. Significant influence is the power to participate in the financial and
operating policy decisions of the investee but is not control or joint control over those policies.

The results, other comprehensive income items, assets and liabilities of associates are incorporated in these consolidated
financial statements using the equity method of accounting. Under the equity method, an investment in an associate is
initially recognized in the consolidated statements of financial position at cost and adjusted thereafter to recognize the
Company’s share of the profit or loss and other comprehensive income of the associate. When the Company'’s share of
losses of an associate exceeds the Company’s interest in that associate, the Company discontinues recognizing its share
of further losses. Additional losses are recognized only to the extent that the Company has incurred legal or constructive
obligations or made payments on behalf of the associate.

Any excess of the cost of acquisition over the Company’s share of the net fair value of the identifiable assets, liabilities and
contingent liabilities of an associate recognized at the date of acquisition is recognized as goodwill, which is included
within the carrying amount of the investment. Any excess of the Company’s share of the net fair value of the identifiable
assets, liabilities and contingent liabilities over the cost of acquisition, after reassessment, is recognized immediately in
profit or loss.

When necessary, the impairment test of the total carrying value of the investment (including goodwill) in accordance
with 1AS 36, Impairment of Assets, as a single asset by comparing its recoverable amount (higher of value in use and
fair value less cost of sales) against its carrying value. Any impairment loss recognized is part of the carrying amount
of the investment. Any reversal of that impairment loss is recognized in accordance with IAS 36 to the extent that the
recoverable amount of the investment subsequently increases.

When a group entity transacts with its associate, profits and losses resulting from the transactions with the associate are
recognized in the Company’s consolidated financial statements only to the extent of interests in the associate that are
not related to the Company.

The balance of investments in associates is presented within the heading of other non-current assets in the statement
of financial position.

h. Leases
Classification and valuation of leases under IAS 17, in e ect through December 31, 2018
The Company as lessee

As of December 31, 2018, the Company classified leases as financial or operating leases, depending on the substance of
the transaction rather than the form of the contract.

Leases in which a significant portion of the risks and rewards relating to leased property are retained by the lessor were
classified as operating leases. Payments made under operating leases (net of incentives received by the lessor) were
recognized in the consolidated statement of income based on the straight-line method over the lease period.

Leases where the Company substantially assumes all the risks and rewards of ownership were classified as financial
leases. Financial leases were capitalized at the beginning of the lease, at the lower of the fair value of the leased property
and the present value of the future minimum lease payments. If its determination was practical, in order to discount
the future minimum lease payments at present value, the interest rate implicit in the lease was used; otherwise, the
incremental borrowing rate of the lessee should be used. Any lessee’s initial direct costs were added to the original
amount recognized as an asset. Each lease payment was allocated between the liability and financial charges to achieve
a constant rate on the outstanding balance. The corresponding rental liabilities were included in the current portion of
the debt and in the non-current debt, net of financial charges. The interest on financial costs was charged to the income
of the year over the period of the lease, so as to produce a constant periodic interest rate on the remaining balance of
the liability for each period. Property, plant and equipment acquired under financial leases were depreciated over the
shorter of the asset’s useful life and the lease term.



Classification and valuation of leases under IFRS 16, in e ect beginning January 1, 2019
The Company as lessee

The Company assesses whether a contract is or contains a lease contract at inception of a contract. A lease is defined
as a contract or part of a contract that conveys the right to control the use of an identified asset for a period of time in
exchange for a consideration. The Company recognizes a right-of-use asset and the corresponding lease liability for all
lease contracts in which it acts as lessee, except in the following cases: short-term leases (defined as leases with a lease
term of less than 12 months); leases of low-value assets (defined as leases of assets with an individual market value of
less than US$5,000 (five thousand dollars)); and, lease contracts whose payments are variable (without any contractually
defined fixed payment). For these contracts, which exempt the recognition of a right-of-use asset and a lease liability,
the Company recognizes rent payments as an operating expense in a straight-line over the lease period.

The right-of-use asset comprises lease payments discounted at present value; the direct costs to obtain a lease; the
advance lease payments; and the obligations of dismantling or removing assets. The Company depreciates the right-of-
use asset over the shorter of the lease term and useful life of the underlying asset; in this sense, when a purchase option
in the lease contract is likely to be exercised, the useful life of the right-of-use asset is depreciated. Depreciation begins
at the lease commencement date.

The lease liability is measured at initial recognition, discounting future minimum lease payment at present value according
to a term, using a discount rate that reflects the cost of obtaining funds for an amount equal to the value of the lease
payments for the acquisition of the underlying asset, in the same currency and for a term similar to the corresponding
contract (incremental borrowing rate). When lease payments contain non-lease components (services), the Company
has chosen, for some classes of assets, not to separate them and measure all payments as a single lease component;
however, for the rest of the classes of assets, the Company measures the lease liability considering only lease payments,
while all of the services implicit in the payments are recognized directly in the consolidated statement of income as
operating expenses.

To determine the lease term, the Company considers the non-cancellable period, including the probability to exercise
any right to extend the term and/or an early termination.

Subsequently, the lease liability is measured increasing the carrying amount to reflect interest on the lease liability (using
the e ective interest method), and reducing the carrying amount to reflect the lease payments made.

When there are changes in lease payments for inflation, the Company remeasures the lease liability from the date on which
the new payments are known, without reconsidering the discount rate. However, if the changes are related to the lease
term or to exercising a purchase option, the Company reassesses the discount rate during the liability’s remeasurement.
Any increase or decrease in the value of the lease liability subsequent to this remeasurement is recognized increasing or
decreasing to the same extent, as the case may be, the value of the right-of-use asset.

Lastly, the lease liability is derecognized when the Company settles all the rents in the contract. When it determines
that it is probable that it will exercise an early termination of the contract that leads to a cash disbursement, such
disbursement is part of the remeasurement of the liability mentioned in the previous paragraph; however, in cases in
which the early termination does not involve a cash disbursement, the Company writes 0 the lease liability and the
corresponding right-of-use asset, immediately recognizing the di erence between them in the consolidated statement
of income.

Intangible assets — Intangible assets represent payments whose benefits will be received in future years. The Company
classifies its intangible assets into definite and indefinite-lived assets according to the period in which the Company
expects to receive benefits.

Intangible assets with finite lives are amortized over their estimated useful lives. Intangible assets with indefinite lives are
not amortized and are subject to an annual evaluation to determine if there is impairment of assets.

The main intangible assets of the Company are trademarks, goodwill, and investments in software.
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Goodwill — Goodwill arising from a business combination and recognized as an asset at the date that control is acquired
(the acquisition date).

Goodwill is not amortized but assessed for impairment at least annually. For the purposes of impairment testing,
goodwill is allocated to each of the Company’s cash-generating units (or groups of cash-generating units) that is
expected to benefit from the synergies of the combination. Cash-generating units to which goodwill has been allocated
are tested for impairment annually, or more frequently when there is indication that the unit may be impaired. If the
recoverable amount of a cash-generating unit is less than its carrying amount, the impairment loss is allocated first
to reduce the carrying amount of any goodwill allocated to the unit and then to the other assets of the unit pro rata
based on the carrying amount of each asset in the unit. An impairment loss recognized for goodwill is not reversed in
subsequent periods.

On disposal of the relevant cash-generating unit, the attributable amount of goodwill is included in the determination of
the profit or loss on disposal.

. Impairment of tangible and intangible assets other than goodwill— At the end of each reporting period, the Company

reviews the carrying amounts of its tangible and intangible assets to determine whether there is any indication that those
assets have su ered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss (if any). When it is not possible to estimate the recoverable amount
of an individual asset, the Company estimates the recoverable amount of the cash-generating unit to which the asset
belongs. When a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated
to individual cash-generating units, or otherwise they are allocated to the smallest group of cash-generating units for
which a reasonable and consistent allocation basis can be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated
future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of future cash flows
have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the
carrying amount of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment loss is
recognized immediately in profit or loss. When an impairment loss is subsequently reversed, the carrying amount of
the asset (or cash-generating unit) is increased to the revised estimated value at its recoverable amount, such that the
increased carrying amount does not exceed the carrying amount that would have been determined if an impairment
loss had not been recognized for that asset (or cash-generating unit) in prior years. The reversal of an impairment loss is
immediately recognized in profit or loss.

Financial liabilities — Financial liabilities are classified as either financial liabilities ‘at FVTPL' or ‘debt or other financial
liabilities measured at amortized cost'.

Financial liabilities at FVTPL

Financial liabilities are classified as at FVTPL when the financial liability is either held for trading or it is designated as
at FVTPL.

Financial liabilities at FVTPL are stated at fair value, with any gains or losses arising on remeasurement recognized in
profit or loss. The net gain or loss recognized in profit or loss incorporates any interest paid on the financial liability and
is included in the ‘other gains and losses’ line item in the consolidated statements of income.

Debt and other financial liabilities measured at amortized cost

This classification includes loans with banking institutions, and other financial liabilities, which are initially recognized at
fair value net of the transaction costs and are subsequently measured at amortized cost using the e ective interest rate
method, recognizing the interest expenses on an e ective yield basis.

Financial liabilities are classified as short- term and long-term according to their maturity.

The e ective interest method is a method of calculating the amortized cost of a financial liability and of allocating
interest expense over the relevant period. The e ective interest rate is the rate that exactly discounts estimated future
cash payments through the expected life of the financial liability, or (where appropriate) a shorter period, to the net
carrying amount on initial recognition.
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Derecognition

The Company derecognizes financial liabilities only when the Company’s obligations are fulfilled, cancelled or have
expired. When the Company exchanges with the existing lender one debt instrument in another with substantially
di erent terms, this exchange is accounted for as an extinguishment of the original financial liability and recognition of
a new financial liability. Similarly, the Company considers the substantial modification of the terms of an existing liability
or part of it as an extinction of the original financial liability and recognition of a new liability. It is assumed that the terms
are substantially di erent if the present discounted value of the cash flows under the new terms, including any net paid
rate of any rate received and discounted, using the original e ective rate, is at least 10% di erent from the remaining cash
flows of the original financial liability. The costs incurred in the refinancing are recognized immediately in results at the
date of termination of the previous financial liability.

Meanwhile, if the modification is not substantial, the di erence between: (1) the carrying amount of the liability before
the madification; and (2) the present value of the cash flows after the modification must be recognized in profit or loss
as a result of changes in other gains and losses.

.Derivative financial instruments — The Company values and recognizes all operations with derivative financial instruments

in the consolidated statements of financial position as either an asset or liability at fair value, regardless of the purpose
of holding them.

The fair value of these instruments is determined based on the present value of cash flows. This method involves
estimating future cash flows of derivatives according to the fixed rate of the derivative and the forward curve at that date
to determine the variable cash flows, using the appropriate discount rate to estimate the present value. All derivatives of
the Company are classified in Level 2 of the fair value hierarchy. Fair value measurements in Level 2 are those derived
from di erent information than quoted prices included within Level 1 (fair value measurements are those derived from
quoted prices (unadjusted) in active markets for identical assets or liabilities) that can be seen for the asset or liability,
either directly (eg., as prices) or indirectly (eg., derived from prices).

At the inception of the hedge relationship of a derivate financial instrument, the Company ensures that all hedge
accounting requirements are complied with, and documents its designation at the inception of the hedge, describing
the objective, characteristics, accounting treatment and the way the measurement of e ectiveness will be performed,
applicable to that operation.

Derivatives designated as hedges for accounting purposes are accounted for based on the type of hedge: (1) for fair value
hedges, changes in both the derivative and the hedged item are recognized at fair value and are recognized in profit or
loss, (2) when cash flows hedges, the e ective portion is temporarily recognized in other comprehensive income and in
profit or loss when the hedged item a ects it; the ine ective portion is recognized immediately in profit or loss.

Hedge accounting is discontinued when the Company revokes the hedging relationship, when the hedging instrument
expires or is sold, terminated, or exercised, when it no longer qualifies for hedge accounting or e ectiveness is not
su cient to compensate changes in fair value or cash flows of the hedged item.

When discontinuing cash flow hedge accounting, any gain or loss recognized in other comprehensive income and
accumulated in equity at that time remains in equity and is recognized when the forecast transaction is ultimately
recognized in profit or loss. When it is no longer expected to occur, the gain or loss accumulated in equity is recognized
immediately in profit or loss. Where a hedge for a forecasted transaction is proved satisfactory and subsequently does
not meet the e ectiveness test, the cumulative e ects in other comprehensive income in equity are recognized in
proportion to profit or loss, to the extent that the forecasted asset or liability a ects it.

Certain derivative financial instruments contracted for hedging from an economic perspective that do not meet all the
requirements under the standard, are designated for accounting purposes as FVTPL. The fluctuation in the fair value of
these derivative instruments are recognized in the consolidated statements of income.

The Company mainly uses currency forwards and market price of generic goods (natural gas) swaps, to manage its
exposure to fluctuations in interest rates, foreign exchange, and market prices of natural gas, respectively.

. Short-term employee benefits — Short-term employee benefits are calculated based on the services provided, considering

their current salaries and the liability is recognized as it accrues. It mainly includes workers’ profit sharing (PTU) payable,
vacations and vacation premiums, and incentives.
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0. Statutory employee profit sharing (PTU)—PTU is recorded in the period’s profit or loss in which it is incurred and presented
in cost of goods sold and operating expenses.

p. Termination benefits — The Company provides benefits upon termination of employment under certain circumstances
required. These benefits consist of a lump sum payment of three months’ salary plus 20 days per year worked in the
event of unjustified dismissal.

Termination benefits are recognized when the Company decides to terminate the employment relationship with an
employee or when the employee accepts an o er of termination.

g. Long- term employee benefits — The Company provides its employees long-term benefits that consist of defined
contribution plans and defined benefit plans.

Legal defined contribution plan — The Company makes contributions equivalent to 2% of the salary of their workers
to their plan defined contribution plan based on the retirement savings requirements established by law. The expense
recognized for this item was $23,626 in 2019 and $22,726 in 2018.

Defined contribution plan — The Company has a pension plan with defined contribution benefits for certain employees,
equivalent to a maximum of 6.25% of their annual taxed wage.

The Company has two types of retirement: normal retirement, which applies when turning 65 years of age, and early
retirement, which applies when turning 55 years of age with at least 5 years of service.

In the case of leaving prior to retirement, the employee’s entitlements on contributions will be adjusted to the years of
service with the Company.

Defined benefit plans — For defined benefit plans, the cost of providing benefits is determined using the projected unit
credit method, with actuarial valuations being carried out at the end of each reporting period. All remeasurements of the
Company’s defined benefit obligations such as actuarial gains and losses are recognized directly in other comprehensive
income (“OCI") and shall not be recycled to profit or loss at any time. The Company presents service costs within cost of
sales and operating expenses, and presents net interest cost within interest expense in the consolidated statements of
income. The projected benefit obligation recognized in the consolidated statements of financial position represents the
present value of the defined benefit obligation as of the end of each reporting period.

The defined benefit plans that the Company provides to its employees are:

Seniority premium — In accordance with Mexican Labor Law, the Company provides seniority premium benefits to its
employees under certain circumstances. These benefits consist of a one-time payment equivalent to 12 days wages for
each year of service (at the employee’s most recent salary, but not to exceed twice the legal minimum wage), payable
to all employees with 15 or more years of service, as well as to certain employees terminated involuntarily prior to the
vesting of their seniority premium benefit.

Pension plan — The Company maintains for certain employees a pension plan with defined benefits that consists of a
one-time payment or a monthly payment determined based on their base pay according to age and years of service. The
retirement ages are: normal. - Sta with 50 years of age and at least 5 years of service; advanced. - Sta with 45 years of
age and at least 15 years of service, and early. — Sta with 40 years of age and a minimum of 10 years of service.

Additionally, for certain employees who are not subject to the pension plan, the Company recognizes, as specific benefits
plan, an implicit obligation derived from the practices that are usually carried out, where it grants certain employees,
when they have a retirement, an equivalent benefit to three months plus 20 days of salary for each year of service. This
implicit obligation is related to the period of time in which an employee provided his services to the Company.

r. Provisions — Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a
past event, it is probable that the Company will be required to settle the obligation, and a reliable estimate can be made
of the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the present obligation
at the end of the reporting period, taking into account the risks and uncertainties surrounding the obligation. When a
provision is measured using the cash flows estimated to settle the present obligation, its carrying amount is the present
value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third party,
a receivable is recognized as an asset if it is virtually certain that reimbursement will be received and the amount of the
receivable can be measured reliably.



s. Revenue recognition — Revenues comprise the fair value of the consideration received or to receive for the sale of goods
and services in the ordinary course of the transactions, and are presented in the consolidated statement of income, net
of the amount of variable considerations, which comprise the estimated amount of returns from customers, rebates and
similar discounts.

To recognize revenues from contracts with customers, the comprehensive model for revenue recognition is used, which
is based on a five-step approach consisting of the following: (1) identify the contract; (2) identify performance obligations
in the contract; (3) determine the transaction price; (4) allocate the transaction price to each performance obligation in
the contract; and (5) recognize revenue when the Company satisfies a performance obligation.

Revenue from the sale of goods and products

Contracts with customers are formalized by commercial agreements complemented by purchase orders, whose costs
comprise the promises to produce, distribute and deliver goods based on the contractual terms and conditions set forth,
which do not imply a significant judgment to be determined. When there are payments related to obtaining contracts,
they are capitalized and amortized over the term of the contract.

Performance obligations held by the Company are not separable, and are not partially satisfied, since they are satisfied
at a point in time, when the customer accepts the products. Moreover, the payment terms identified in most sources
of revenue are short-term, with variable considerations including discounts given to customers, without financing
components or guarantees. These discounts are recognized as a reduction in revenue; therefore, the allocation of the
price is directly on the performance obligations of production, distribution and delivery, including the e ects of variable
consideration.

The Company recognizes revenue at a point in time, when control of sold goods has been transferred to the customer,
which is given upon delivery of the goods promised to the customer according to the negotiated contractual terms.
The Company recognizes an account receivable when the performance obligations have been met, recognizing the
corresponding revenue; moreover, the considerations received before completing the performance obligations of
production and distribution are recognized as customer advances.

Dividend income from investments is recognized once the rights of stockholders to receive this payment have been
established (when it is probable that the economic benefits will flow to the Company and the revenue can be reliably
determined).

t. Income taxes — Income tax expense represents the sum of the tax currently payable and deferred tax.
Current tax

Current tax corresponds to income tax (“ISR”) and is recorded in the income of the year when incurred. Taxable profit
di ers from profit as reported in the consolidated statements of income because of items of income or expense that are
taxable or deductible in other years and items that are never taxable or deductible. The Company’s liability for current
tax is calculated using the tax rates that have been enacted or substantively enacted at the end of the reporting period.

Deferred tax

Deferred tax is recognized on the temporary di erences between the carrying amounts of assets and liabilities in the
consolidated financial statements and the corresponding tax bases used in the computation of taxable profit, including
tax loss benefit. Deferred income tax asset is presented net of the reserve arising from the uncertainty of the realization
of certain benefits.

On initial recognition, such deferred tax assets and liabilities are not recognized if the temporary di erence arises
from goodwill or from the initial recognition (other than in a business combination) of other assets and liabilities in
a transaction that a ects neither the taxable profit nor the accounting profit. Deferred tax liabilities are recognized
for taxable temporary di erences associated with investments in subsidiaries and associates, and interests in joint
ventures, except where the Company is able to control the reversal of the temporary di erence and it is probable that
the temporary di erence will not reverse in the foreseeable future. Deferred tax assets arising from deductible temporary
di erences associated with such investments and interests are only recognized to the extent that it is probable that there
will be su cient taxable profits against which to utilize the benefits of the temporary di erences and they are expected
to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced to the extent
that it is no longer probable that su cient taxable profits will be available to allow all or part of the asset to be recovered.
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Deferred tax liabilities and assets are measured at the tax rates that are expected to apply in the period in which the
liability is settled or the asset realized, based on tax rates (and tax laws) that have been enacted or substantively enacted
by the end of the reporting period. The measurement of deferred tax liabilities and assets reflects the tax consequences
that would follow from the manner in which the Company expects, at the end of the reporting period, to recover or
settle the carrying amount of its assets and liabilities.

Deferred tax assets and deferred tax liabilities are o set when there is a legal right and when they relate to income taxes
relating to the same taxation authority and the Company intends to liquidate its assets and liabilities on a net basis.

Current and deferred tax are recognized in profit or loss, except when they relate to items that are recognized in
other comprehensive income or directly in equity, in which case, the current and deferred tax are also recognized in
other comprehensive income or directly in equity respectively. Where current tax or deferred tax arises from the initial
accounting for a business combination, the tax e ect is included in the accounting for the business combination.

The business assets tax (“IMPAC”), expected to be recoverable is recorded as a tax credit and is presented in the
consolidated statements of financial position increasing income tax deferred asset.

. Foreign currency transactions — Foreign currency transactions are recognized at the rates of exchange prevailing at
the dates of the transactions. At the end of each reporting period, monetary items denominated in foreign currencies
are retranslated at the rates prevailing at that date. Exchange di erences on monetary items are recognized in profit or
loss in the period in which they arise except for capitalization of borrowing costs during the construction of assets on
construction financing for exchange rate di erences arising from transactions related to foreign currency risk hedges.
Management has determined that the functional currency of its main foreign operations is the U.S. dollar, Argentine
peso, Chilean peso, Colombian peso, Peruvian sol and quetzal, while for the operations in Mexico, is the Mexican peso.

For the purposes of presenting the consolidated financial statements, the Company’s assets and liabilities in foreign
currency and its foreign currency transactions are expressed in Mexican pesos, using the foreign exchange rates in
e ect at the end of the period. Income and expense items are translated into the average exchange rates in e ect of
the period, unless they fluctuate significantly during the period, in which case the exchange rates at the transaction date
are used. Di erences arising in foreign exchange rates, if any, are recognized in other comprehensive income, and are
accumulated in stockholders’ equity.

The main closing exchange rates as of December 31, 2019 and 2018 for the consolidated statement of financial position
and approximate average of 2019 and 2018 of the accounts of the consolidated statement of income, are as follows:

As of December 31,

Currency Closing Average
U.S. Dollar 18.8452 19.1831
Colombian Peso 0.0057 0.0059
Peruvian Sol 5.6763 57734
Argentinian Peso 0.3146 0.3146
Chilean Peso 0.0253 0.0275
Quetzal 2.3900 2.3900

As of December 31, 2018

Currency Closing Average
U.S. Dollar 19.6829 19.2279
Colombian Peso 0.0061 0.0062
Peruvian Sol 5.8354 5.8571
Argentinian Peso 0.5206 0.7349
Chilean Peso 0.0283 0.0301
Quetzal 2.5400 2.5400

. Earnings per share (“EPS”) — EPS is calculated by dividing the consolidated net income by the weighted average number
of shares outstanding during the period. Earnings per share are based on 382,467,812 and 382,759,336 weighted average
shares outstanding during 2019 and 2018, respectively. The Company does not have potentially dilutive instruments.



4. CRITICAL ACCOUNTING JUDGMENTS AND KEY UNCERTAINTY
SOURCES IN ESTIMATES

In the application of the accounting policies mentioned in Note 3, the Company’s management made judgments, estimates and
assumptions about certain amounts of assets and liabilities of the financial statements. The estimates and associated assumptions
are based on experience and other factors that are considered relevant. Actual results could differ from such estimates.

The estimates and associated assumptions are continuously reviewed. Amendments to accounting estimates are recognized
in the period in which the estimate is modified, future periods if the change affects both current and future periods.

Discount rate estimation to calculate the present value of future minimum rent payments

The Company estimates the discount rate to be used in determining the lease liability, based on the incremental loan
rate (“IBR”).

The Company uses a three-level model, with which it determines the three elements that make up the discount rate: (i) reference
rate, (ii) credit risk component and (iii) adjustment for characteristics of the underlying asset. In said model, management also
considers its policies and practices to obtain financing, distinguishing between that obtained at the corporate level (that is,
by the holding company), or at the level of each subsidiary. Finally, for real estate leases, or in which there is significant and
observable evidence of their residual value, the Company estimates and evaluates an adjustment for the characteristics of the
underlying asset, taking into account the possibility that said asset may be granted as collateral or guarantee against the risk
of default.

Estimation of default probabilities and recovery rate to apply the model of expected losses in the calculation of impairment of
financial assets.

The Company assigns to customers with whom it maintains an account receivable at each reporting date, either individually
or as a group, an estimate of the probability of default on the payment of accounts receivable and the estimated recovery rate,
with the purpose of reflecting the cash flows expected to be received from the outstanding balances on said date. See Note 7.

Useful lives of fixed and intangible assets

Useful lives and residual values of fixed and intangible assets are used to determine depreciation expense and amortization
of such assets, except for machinery and equipment which are depreciated on the basis of units produced estimating a total
production, and are defined in accordance with internal specialists. Useful lives and residual values are reviewed periodically at
least once a year, based on the current conditions of the assets and the estimate of the period during which they will continue
to generate economic benefits to the Company. If there are changes in the related estimate, measurement of the net carrying
amount of assets and the corresponding depreciation or amortization expense are affected prospectively. See Note 3.e and 3.i.

Valuations to determine the recoverability of deferred tax assets

As part of the tax analysis that the Company makes, on an annual basis it determines the projected taxable income based on
the judgements and estimates of future operations, to conclude on the probability of recoverability of deferred tax assets, such
as including tax losses and other tax credits. See Note 21.

Impairment of long lived assets

The carrying amount of long-lived assets is reviewed for impairment when situations or changes in circumstances indicate that
it is not recoverable. If there are indicators of impairment, a review is carried out to determine whether the carrying amount
exceeds its recoverable amount and whether it is impaired. The evaluation of impairment is estimated in accordance to what
is mentioned in Note 3.k.
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Assumptions made in defined benefit plan obligations

The Company uses assumptions to determine the best estimate for its employee retirement benefits. Assumptions and
estimates are established in conjunction with independent actuaries. These assumptions include demographic hypothesis,
discount rates and expected increases in remunerations and future permanence, among others. Although the assumptions
are deemed appropriate, a change in such assumptions could affect the value of the employee benefit liability and the results
of the period in which it occurs. See Note 17.

Additionally, the Company’s management makes certain critical judgements, which are explained below:
Significant influence

The Company holds a 49% interest in both Estudio Ceramico México, S.A. de C.V. and Servigesa, S.A. de C.V,, but since it does
not hold the majority of the substantive rights in these entities and does not have the power and the ability to affect variable
returns, it has concluded that it does not exercise control over them. See Note 2h. The balances of these investments in
associates as of December 31, 2019 and 2018 were $ 37,536 and $ 36,338, respectively.

Identification of a general Price index in Argentina

As of July 1, 2018, the Company reflects the effects of hyperinflation on the financial information of its subsidiary in Argentina
using price indexes that are considered appropriate in accordance with Resolution 539/19 JG (“the Resolution”) of the Argentine
Federation of Professional Councils of Economic Sciences. This resolution establishes that a combination of price indexes
should be used in the calculation of the effects of restatement of financial statements. Therefore, the Company has decided
to use the CPI (Consumer Price Index) to restate balances and transactions that have been generated as of January 2017; and
the IPIM (domestic wholesale price index) for balances and transactions generated for all months prior to 2017, except for the
months of November and December 2015, due to the fact that said index was not available. For these months, the Company
used the IPCBA (consumer price index of the city of Buenos Aires).

The initial effect of the application of the accounting for hyperinflationary economies in the consolidated financial statements
of the Company was $ 46,724, which was recognized within stockholders’ equity as part of the conversion effect of the
Argentine subsidiary. Additionally, the result in the monetary position recognized to December 31, 2019 and 2018 was $76,358
and $31,188 respectively.

Contingencies

The Company is subject to transactions or contingent events on which it uses professional judgment in the development
of estimates of probability of occurrence. The factors considered in these estimates are the legal situation at the date of the
estimate, and the opinion of legal advisors. See Note 20.



5. OBJECTIVES OF RISK MANAGEMENT IN FINANCIAL INSTRUMENTS

The Company is exposed to different financial risks inherent in its operation, which are evaluated through a risk management
program and are listed below: a) market risk which included foreign exchange risk, interest and price rates mainly natural gas,
b) liquidity risk, and c) credit risk, for which it seeks to manage the potential negative effects thereof in its financial performance.
According to the valuation of these risks and internal guidelines, the Company carries out operations with derivative financial
instruments, which are only for purposes of hedging and must be previously approved by the Finance Committee, comprised
of independent and related party members of the Company’s Board of Directors.

5.1 Categories and fair value of financial instruments
Below are the financial instruments and their fair value based on their category:

December 31,

2019 2018
Financial assets:
Cash and cash equivalents @ $ 1,226,968 $ 360,130
Accounts receivable @ 3,208,221 3,330,271
Derivative financial instruments @ 14,086 -
Financial liabilities:
Amortized cost liabilities M@ $ 9,868,470 $ 10,040,042

) Measured at amortized cost. The book value of cash and equivalents, accounts receivable and short-term financial liabilities, approximates
their fair value because they are shot-maturity instruments.

@ Instruments measured at fair value

®  The fair value of long-term debt and finance leases is similar to their book value as they reflect the amounts at which they might be
exchanged and/or settled. Additionally, the contractual terms and conditions are similar to market conditions at the reporting date.

5.2 Market risk
5.2.1 Foreign exchange risk

The Company and its subsidiaries exposure to the volatility of the exchange rate of the Mexican peso against the U.S. dollar for
the financial instruments is shown as follows (figures in this Note are expressed in thousands of U.S. dollars — US$):

2019 2018

Financial asset US$ 40,805 Uss$ 30,237
Financial liabilities (377,694) (373,571)
Liability position US$ (336,889) US$ (343,334)
Equivalent in Mexican pesos $ (6,348,754) $  (6,757,809)

The exchange rates in effect at the date of consolidated financial statements per U.S. dollar were as follows:

As of December 31, 2019 As of December 31, 2018
$ 18.85 $ 19.68

At February 8, 2020, the interbank exchange rate established by Banco de Mexico was $18.62 Mexican pesos per U.S. dollar.
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Sensitivity analysis of exchange risk

Because the Company has a borrowing position in foreign currency, mainly due to debt and finance leases in US dollars it is
exposed to variations in exchange rates. In this position in foreign currency, if the exchange rate increases or decreases, the
exchange effects would be against or in favor, respectively. Therefore, if as of December 31, 2019, the Mexican peso/U.S. dollar
ratio increased by $3.00 Mexican pesos, then the amount of net monetary position in foreign currency would have increased
by $1,010,667 impacting income before taxes and the Company’s stockholders’ equity would have resulted in an exchange
loss. If additionally, such ratio had decreased by $3.00 Mexican pesos, the effect would have been the opposite. Both scenarios
represent the amount that management considers reasonably possible to occur in a year given current market volatility.

Derivative financial instruments

As of December 31, 2019, the Company maintains an exchange rate hedge to cover for 5 years the inherent exchange risk of
amortizations of the debt that is held in US dollars with Bancomext. The Finance Committee approved the hiring of an option
strategy called “call-spread” which is a combination of long calls at a certain strike price and short calls with the same maturity
and underlying, but at a different strike price. Given that the Company'’s intention in using derivative financial instruments is to
reduce its exposure to exchange rate risk, the acquired call-spread has a net premium paid, which means that the maximum
loss that the Company could suffer is limited to the premium paid, without facing additional obligations.

The conditions of derivative financial instruments and the considerations of their valuation as hedging instruments are
mentioned below:

Call Long Strike Expiration Fair
Notional / Short Call Start date date value
UsD25,125 25 MXN/USD
30 MXN/USD 19-Dec-2019 15-Aug-2022 $ 2,979
USD33,000 27 MXN/USD
32 MXN/USD 15-Aug-2022 15-Aug-2024 $ 11,107

The valuation of the effective portion of derivative financial instruments recognized in the other comprehensive income items
(net of its tax effect) for the year ended December 31, 2019 is mentioned below:

Activity of the year:

Initial balance $ -
Period movement (2,297)
Tax e ect 659
Ending balance $ (1,538)
Change in fair value to measure ine ectiveness $ 14,086
Change in fair value of the hedged item to measure ine ectiveness (14,086)
Change in fair value of options compared to 2018 $ 14,086

For accounting purposes, the Company has designated these call spreads as a cash flow hedging relationship to cover the
payment of debt amortizations, and has formally documented this relationship, establishing the objectives, the management
strategy to cover the risk, the identification of the hedging instruments, the item hedged, the nature of the risk to be hedged
and the methodology of the evaluation of effectiveness.



As of December 31, 2019, in measuring the effectiveness of this hedge, the Company determined that it is highly effective
because the changes in the fair value and cash flows of the hedged item are offset in the established range of effectiveness
by the administration. The prospective effectiveness test for this exchange rate relationship resulted in 100%, confirming
that there is an economic relationship between the hedging instruments and the hedged instruments. Furthermore, both
the Company’s credit profile and that of the counterparty are good and are not expected to change in the medium term,
therefore, the credit risk component is not considered to dominate the hedging relationship. The method that was used to
evaluate the effectiveness is through a qualitative evaluation comparing the critical terms between the hedging instrument
and the hedged instrument.

According to the reference amounts described, as of December 31, 2019, the average coverage ratio is 39%; if necessary, a
rebalance will be performed to maintain this relationship for the strategy.

The source of the ineffectiveness can be mainly caused by credit risk. For the year ended December 31, 2019, there was no
ineffectiveness recognized in results.

5.2.2 Interest rate risk

As of December 31, 2019, 76% of bank debt is contracted at a variable rate, which exposes the Company to interest rate risk.
Exposure to risk lies mainly in the variations that could occur in the reference interest rate used as a base in Mexico and in the
United States (Equilibrium Interchange Rate or “TIIE” at 28 days and the London Interbank Offered Rate or 3-month “LIBOR.

The Company monitors trends in interest rates, specifically the 28-day TIIE and 3M LIBOR, which decreased in levels during
2019. As of December 31, 2019, the Company maintains a debt balance denominated in national currency for $ 2,000,000 at
a fixed rate of 9.12% and $ 33,385 with a 28-day TIIE rate plus a surcharge between 2% and 4%. Additionally, it maintains a debt
denominated in US dollars for US $ 180 million, with a 3-month LIBOR rate plus a 2.05% surcharge; US $ 148 million with a
3-month LIBOR rate plus a 2.85% surcharge; and US $ 0.5 million with a 3-month LIBOR rate plus an over-rate of 2.0%.

Sensitivity analysis of interest risk

If as of December 31, 2019, the interest rates on the Company’s debt instruments had increased one percentage point, which
represents the percentage that management considers reasonably possible to occur in the coming year, the impact in income
before income taxes and the Company’s stockholders’ equity would be an expense of $71,551. The increase of interest rates
would generate a decrease of the income while a decrease in such rates would generate a benefit to the income.

5.2.3 Natural gas price risk

The Company is exposed to fluctuations in the price of natural gas. During the years ended December 31, 2019 and 2018,
the Company consumed natural gas of approximately 13,296,601 and 12,437,785 million British Thermal Units (‘“MMBTUS"),
respectively. Based on the guidelines established by the Finance Committee to hedge the risk of the rise in the price of gas, a
strategy to hedge this input has been implemented by contracting derivative financial instruments that have been classified as
cash flow hedges.

The effect for the aforementioned hedging transaction represented expenses of $69,484 in the 2019 consolidated statements
of income, which was presented within cost of sales.

As of December 31, 2019 and 2018 the Company does not have hedges for natural gas.

As of December 31, 2019 and 2018 and February 8, 2019, the issuance date of the consolidated financial statements, the
market price of natural gas was US$2.6036, US$5.1366 and US$2.3288, U.S. dollars of MMBTUS respectively.

The valuation of the effective portion of derivative financial instruments recognized in other comprehensive income (net of
taxes) for the years ended December 31, 2018 is as follows:

2018

Activity of the year:
Opening balance $ (66,220)
Changes during the year 94,600
Tax e ect (28,380)

Ending balance $ -
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Sensitivity analysis of natural gas price risk

If as of the December 31, 2019, the gas price had increased by 10%, which represents the percentage that management
considers reasonably possible to occur in the coming year, the Company’s income before taxes would have decreased by
$110,556, having an effect in stockholders’ equity of $77,389. If additionally, such ratio had decreased by 10%, then the effect
would be the opposite. Such effects consider the aforementioned hedging strategy and the effect of the corresponding
derivative financial instruments.

5.3 Liquidity risk

The Company is exposed to different industry factors, as well as to economic factors, which could affect the cash flow of its
operations. Some of these factors are not controllable by the Company; however, the Company manages the liquidity risk
through the monthly review of actual and projected cash flows to anticipate and react to potential future events.

A contractual payments’ analysis of non-derivative financial liabilities is disclosed in Note 15 and 16. This risk is managed by
maintaining a proper cash balance for its operation and debt service, complemented by available lines of credit with various
banks which to date, have not been needed to use.

5.4 Credit risk

The maximum exposure to credit risk is represented by accounts receivable as shown in the consolidated statements of
financial position. The client portfolio is comprised mostly of moral persons with experience in construction finishes and with a
considerable track record in the distribution of the products of the Company’s brands, which generally constitute an important
source in their business lines.

For its credit risk management, the Company carries out a thorough review of customers interested in purchasing its
products, as well as the annual evaluation of existing customers, considering both qualitative and quantitative variables
and by establishing credit limits. The portfolio is based on the characteristics and conditions of customers, supported with
promissory notes when necessary.

In addition, no customer individual or with affiliated companies represent more than 10% of sales or account receivables for
the reported years in these consolidated financial statements.

6. CASH AND CASH EQUIVALENTS

2018
Cash and bank deposits $ 226,986 $ 221,651
Cash equivalents- investments in money market fund 999,982 138,479
$ 1,226,968 $ 360,130

7. ACCOUNTS RECEIVABLE, NET
2018
Accounts receivable $ 3,302,011 $ 3,456,201
Allowance for doubtful accounts (93,790) (125,930)
$ 3,208,221 $ 3,330,271

The following is the movement in the evolution due to the loss of customers on December 31, 2019 and 2018, with the new
model of losses expected by the Company:



Loss Opening Ending

Secured  Unsecured Default given balance- Increases  Cancellations balance-

Accounts accounts accounts probability default  Impairment in the in the Impairment

Customer groups receivable  receivable  receivable range range  allowance allowance allowance allowance
Construction /

Ceramic $ 3022558 $ 620602 $ 2401956 .02% - .05% 10§ (112562 $  (7790) $ 49648 $ (70,704
Construction /

Adhesives 731,445 103,396 628,049 .03% - .05% 10 (13,368) (12,645) 2,927 (23,086)

Total $ (125930) $ (20435) $ 52575 $  (93790)

2018

Loss Opening Ending

Secured  Unsecured Default given balance- Increases  Cancellations balance-

Accounts accounts accounts probability default  Impairment in the in the Impairment

Customer groups receivable  receivable  receivable range range  allowance allowance allowance allowance
Construction /

Ceramic $ 3135547 $ 1114320 $ 2,021,227 .02% - .05% 10§ (103540) $ (11,832 $ 2810 $  (112562)
Construction /

Adhesives 638,318 41943 596,375 .03% - .05% 10 (32,497) (4429) 23,558 (13,368)

Total $ (136,037 $ (16,261) $ 26,368 $ (125930

The increase in the allowance for doubtful accounts were derived by an application consisting of the probability of default
on recurring sales to the Company’s customers. Moreover, with respect to cancellations, these were made by recovering
the amount previously considered uncollectible and, to a lesser extent, by considering some accounts receivable that are
legally irrecoverable. The Company has guaranteed its portfolio for $254,617 and $247,215 as of December 31, 2019 and

2018, respectively.

8. INVENTORIES

2018

Finished goods $ 1,471,549 $ 1,473,833
Work in process 133,826 119,864
Raw materials 489,745 557,766
Accessories and spare parts 326,564 328,578
$ 2,421,684 $ 2,480,041

The amount of the inventories consumed and recognized as part of cost of sales for the years ended December 31, 2019 and

2018, amounted to $6,362,223 and $6,069,265, respectively.

Inventories recognized as an expense for the years ended December 31, 2019 and 2018 include $25,069 and $25,414,

respectively, for write-downs of inventory to their net realizable value.



9. OTHER CURRENT ASSETS

2019

2019 2018
Recoverable taxes $ 457,231 $ 431,570
Advance to suppliers 15,900 36,562
Other 15,147 54,970
$ 488,278 $ 523,102
10. REAL ESTATE INVENTORIES

2019 2018
Real estate for sale $ 19,274 $ 19,274
Undeveloped land 93,689 93,689
$ 112,963 $ 112,963

11. PROPERTY, PLANT AND EQUIPMENT, NET
2019 2018
Land $ 1,381,380 $ 1,360,543
Building and constructions 4,391,478 4,366,575
Machinery and equipment 10,828,116 10,820,774
Furniture and equipment 80,247 70,236
Vehicles 14,499 106,631
Computers 180,577 171,087
Investment in process 118,452 424,588
16,994,749 17,320,434
Accumulated depreciation 8,348,082 8,454,606
$ 8,646,667 $ 8,865,828
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Balances Balances
as of Reclassification as of
December of assets by January Translation Inflationary
31,2018 right of use 1, e ect e ect
Investments:
Land $ 1,360,543 $ 1,360,543 (24,097) $ 1,891
Buildings and constructions 4,366,575 4,366,575 (91,584) 21,009
Machinery and equipment ® 10,820,774 $ (30,842) 10,789,932 (187488) 101,441
Furniture and equipment 70,236 70,236 3483 -
Transport equipment 106,631 (91,458) 15,173 (7,.887) 793
Computer equipment 171,087 171,087 (2,337) 1,103
Investments in process 424,588 424,588 (60,952) 2,748
Total investments 17,320434 (122,300) 17,198,134 (370,862) 128,985
Depreciation:
Buildings and constructions 1,683,683 1,683,683 (46,161) 1,871
Machinery and equipment ® 6,498,507 (15421) 6,483,086 (71,814) 4,939
Furniture and equipment 62,510 62,510 2,114 -
Transport equipment 73,223 (58,745) 14,478 (4,908) 391
Computer equipment 136,683 136,683 (797) 458
Total accumulated depreciation 8,454,606 (74,166) 8,380,440 (121,566) 7,659
Investments, net $ 8865828 $ (48,134) $ 8,817,694 (249,296) $ 121,326
Balances as
of December Translation Inflationary
31, 2017 e ect e ect Additions Depreciation
Investments:
Land $ 1434,116 $ (77,016) $ 2436 1,007 -
Buildings and constructions 4441347 (121,064) 18,178 9,843 -
Machinery and equipment 10,868,909 (234,106) 31,771 124,046 -
Furniture and equipment 72,165 (4469) - 4463 -
Transport equipment 102,567 (3,286) 841 12,560 -
Computer equipment 122,180 (2,011) 689 43426 -
Investments in process 139,000 (11,755) 19,653 546,322 -
Total investments 17,180,284 (453,707) 73,568 741,667 -
Depreciation:
Buildings and constructions 1,633,080 (56,141) 1,760 - $ 108,579
Machinery and equipment 6,402,849 (137,547) 3,250 - 357,734
Furniture and equipment 60,387 (2,259) - - 6,201
Transport equipment 66,066 (1,762) 333 - 15,400
Computer equipment 116,131 (1,002) 268 - 26,877
Total accumulated depreciation 8,278,513 (198,711) 5611 - 514,791
Investments, net $ 8,901,771 $ (254,996) $ 67,957 741,667 $ 514,791

@

On January 1, 2019, the assets recognized in property, plant and equipment of $48,134 as of December 31, 2018 were reclassified to the

right-of-use asset line item, as they correspond to assets leased under financial leases.

During the years ended December 31, 2019 and 2018, the Company had idle capacity of 10.73% and 10.47%, respectively. On
the other hand, the interest costs related to qualifying fixed assets as of December 31, 2019 and 2018 were not significant.

During the years ended December 31, 2019 and 2018, the Company wrote-off property, plant and equipment amounting to
$38,658 and $35,733, respectively, of assets that were removed from use.



Balance

as of

December

Additions Depreciation Disposals 31,2019

$ 1,381,380

$ 16,373 $ 4,848 4,391478

87,316 417,926 10,828,116

2,342 1,156 80,247

19,331 12,911 14,499

6,357 15,239 180,577

361,390 2,537 118452

493,109 - 454,617 16,994,749

$ 128974 2,577 1,765,790

304,190 363,153 6,357,248

4,870 908 68,586

17,656 13,620 13,997

33,791 27674 142 461

- 489481 407,932 8,348,082

$ 493,109 $ 489481 $ 46,685 $ 8,646,667
Balances as
of December
Disposals Capitalization 31,2018
$ - $ - $ 1,360,543
124 18,395 4,366,575
196,022 226,172 10,820,774
2,050 131 70,236
8,697 2,646 106,631
9,284 16,087 171,087
5,201 (263/431) 424,588
221,378 - 17,320,434
3,595 - 1,683,683
127,780 - 6,498,507
1,818 - 62,510
6,814 - 73,223
5,591 - 136,683
145,598 - 8,454,606
$ 75780 $ - $ 8,865,828

2019



12. INTANGIBLE ASSETS, NET

2018
Unamortized intangible assets:
Brands $ 4,752,417 $ 4,773,022
Goodwill 690,153 705,090
5,442,570 5,478,112
Amortized intangible assets 283,697 226,984
$ 5,726,267 $ 5,705,096
Total
Unamortized Amortized

Brands Goodwill Intangibles Intangibles Total
Balances as of January 1, 2018 $ 4,902,783 $ 803,384 $ 5,706,167 $ 217,010 $ 5,923,177
Acquisitions - - - 41,527 41,527
Conversion e ect (129,761) (98,294) (228,055) - (228,055)
Amortization - - - (31,553) (31,553)
Balances as of December 31, 2018 4,773,022 705,090 5,478,112 226,984 5,705,096
Acquisitions - - - 89,634 89,634
Conversion e ect (20,605) (14,937) (35,542) - (35,542)
Amortization - - - (32,921) (32,921)
Balances as of December 31, $ 4,752,417 $ 690,153 $ 5,442,570 $ 283,697 $ 5,726,267

As of December 31, 2019 and 2018, intangible assets with finite useful lives mainly refer to expenses of the Company related to
the implementation of an enterprise resource planning (ERP) system which began amortization in the corresponding exercise
that was put into operation and the implementation of the enterprise resource planning (ERP) system in Ceramica San Lorenzo

y Cordillera.

For purposes of impairment tests, the non-amortizable intangible asset of brands and goodwill was assigned to the Company'’s

following cash generating units (CGU):

2018
North America ceramic tiles $ 3,946,296 $ 3,946,296
South America ceramic tiles:
Chile 563,665 570,901
Peru 52,110 53,998
Colombia 491,039 506,109
Argentina 161,662 173,010
Adhesives 227,798 227,798
$ 5,442,570 $ 5,478,112

The following factors are considered to assess the recoverable value of the CGU for impairment test purposes:

e Market share and expected price levels.

« Size of the market where the CGU operates for estimation of recoverable value purposes.

e Behavior of primary costs of raw materials and input, and the necessary expenses to maintain fixed assets in conditions to

be used.

e Future cash flows discounted at present value based on 5-year financial projections and growth in perpetuity from the
last year, considering estimations as of the valuation date based on the budget approved by the administration, including
the latest known trends in the business and industry. The discount rate based on the weighted capital cost and the market
participants’ variables to be considered.

e Perpetuity growth rate estimated based on the inflation of the economy where the Company operates.
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The discount and perpetuity growth rates used for the years ended December 31, 2019 and 2018 are as follows:

2019 2018

Discount rate

North America ceramic tiles 11.8% 11.0%

Adhesives 11.8% 11.0%

South America ceramic tiles:

Chile 9.5% 14.0%

Peru 9.9% 13.0%

Colombia 12.0% 12.6%

Argentina 49.4% 35.5%
Perpetuity growth rate

North America ceramic tiles and Adhesives 3.0% 3.0%

South America ceramic tiles:

Chile 3.5% 3.5%

Peru 3.0% 3.0%

Colombia 3.0% 3.0%

Argentina 20.0% 8.0%

For the purposes of the calculation of the recoverable value of cash generating units, discount rates before taxes are used,
which are applied to cash flows before taxes. Additionally, the perpetuity growth rate reflects a growth approximately equal to
annual estimated inflation starting from the sixth year of cash flows.

Management concluded that there have been no impairment losses during the reporting periods as a result of the test
performed on intangibles with indefinite useful lives.

The Company’s management believes that any possible reasonable change in the factors to assess the recoverable value will
not cause the CGU value to exceed their recoverable value.

13. OTHER NON-CURRENT ASSETS

2019 2018
Recoverable taxes $ 42,054 $ 46,186
Other assets 32,783 33,543
Investments in shares 37,536 36,338
Account receivable selling part 49,552 55,441
Derivative financial instruments 14,086 -
Expenses to be amortized 46,735 25,957
$ 222,746 $ 197,465

14. OTHER CURRENT LIABILITIES
2019 2018
Contributions and taxes payable $ 152,424 $ 268,042
Freights payable 423,187 330,477
Energy payable 229,217 338,373
Statutory employee profit sharing (PTU) 114,972 99,902
Provisions 68,769 92,163
Dividends payable 71,466 56,321
Sundry creditors 199,479 197,955
Other accounts payable 145,950 82,436

$ 1,405,464 $ 1,465,669




15. LONG-TERM DEBT

a. According to the long-term loan agreements, the bank debt as of December 31, is as follows:
2018

Bank loans denominated in U.S. dollars, bearing variable interest
based on LIBOR plus a maximum rate of 3.15% in 2018, principal
matures in di erent dates through 2021. @ - $ 6,345,937

Bank loan, denominated in U.S. dollars and with a variable interest
rate based on LIBOR 3 months plus an over maximum rate of 2.05%
for 2019, with maturities of the principal on various dates until 2026. ¥ $ 3,392,136 -

Bank loan, denominated in U.S. dollars and with a variable interest

rate based on LIBOR 3 months plus an over maximum rate of 2.85%

for 2019, with maturities of the principal on various dates until 2029, @ 2,791,445 -
Stock certificates, denominated in national currency and with a fixed

interest rate of 9.12% based on the M-10 Bond Rate and with a

single maturity of the principal in 2029. 2,000,000 -
Bank loans denominated in U.S. dollars, bearing variable interest

based on LIBOR plus a maximum rate of 2.65% in 2019; with

maturities of principal through 2019, with prepayment options. - 59,049

Secured bank loans, denominated in Columbian Pesos with an IBR

interest rate plus a surcharge of 4.175% with expiration during 2019. - 9,183
Secured bank loans, denominated in US dollar with a variable interest

rate at the end of December 2019 of LIBOR 3M plus a surcharge

of 2.0% in 2019; principal matures in di erent dates up to a year. 9,528 69,172
Overdraft-type bank loans denominated in Argentinian pesos, with a
variable interest rate of 63% with maturity during 2019. - 12,558

Bank loan denominated in Mexican pesos, and bearing variable interest based on
Interbank Equilibrium Interest Rate (“TIIE”) plus a maximum surcharge of 3.0%

in 2019, and 3% in 2018; principal matures in di erent dates through 2021. @ - 1,787,903
Total financial debt 8,193,109 8,283,802
Debt issuance costs (67,333) (125,180)
Total net financial debts 8,125,776 8,158,622
Current portion (143,185) (888,030)
Long-term debts $ 7,982,591 $ 7,270,592

@) During 2019, the Company carried out the refinancing and prepayment of the total existing debt with maturities of the principal until
2021, with the funds obtained from three di erent instruments that are detailed below:

a) In July, a “Club Deal” loan was signed for US $ 180 million for a 7-year term, with an average life of 54 years. Six banks
participated in this loan, with a 3-month LIBOR base rate plus margin made up of a rate scale, where the maximum
surcharge is 2.05%.

b) In August, a simple loan was concluded with Bancomext for US $ 150 million for a 10-year term, with an average life of 5.6
years at a 3-month LIBOR rate plus 2.85%.

c) Finally, in December the issuance of stock certificates for $ 2,000 million pesos was concluded at a fixed rate of 9.12% per
annum and a single 10-year maturity of capital, acting as placement intermediaries Actinver, Citibanamex and Santander.
This issuance, which was made under a new program of Stock Certificates of up to $ 10,000 million pesos, had the
participation of di erent types of institutional investors in the local debt market.
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These loans are unsecured and are guaranteed by a group of Company subsidiaries, which represent approximately 70% of
total assets and consolidated EBITDA. EBITDA is defined as operating profit, plus depreciation, amortization and impairment
of long-lived assets.

In accordance with the accounting policy described in note 3., the costs of obtaining the settled syndicated loan, which
were pending amortization, were immediately recorded in the consolidated statement of income for 2019 in the amount of
$ 102,720, while costs obtaining and issuance of the instruments described above, for a total of $ 67,333 will be amortized
through the effective interest method for the duration of each contract.

Long-term debt maturities as of December 31, 2019 are as follows:

Year Principal Interest @
2021 $ 205,013 $ 439,751
2022 469,317 425,348
2023 712,420 402,136
2024 1,043,153 366,100
2025 1,280,603 320,265
2026 1,350,364 258,972
2027 335,408 223,107
2028 335,408 206,933
2029 2,250,905 190,534

$ 7,982,591 $ 2,833,146

@ Interest is determined based on variable rates at the end of the period.

TIEE, LIBOR interest rates, and variable Argentinean and IBR Colombian rates were as follow:

TIE LIBOR VARIABLE IBR
Year % % % %
2019 7.556 1.9094 55.1 4,25
2018 8.595 2.8076 63.0 4.25

b. Certainrestrictions are included in some clauses of the long-term debt agreements of the Company as well as the obligation
to maintain certain financial ratios. Such restrictions have been met at December 31, 2019 and 2018.

16. LEASES

Assets for rights of use, net
The Company leases some fixed assets, including buildings, machinery, transportation equipment, and computer equipment.
The average term of the leases is 7 years.

a) The right of use recognized in the consolidated statement of financial position as of December 31, 2019 is integrated
as follows:

Transport Computer Machinery and
equipment Buildings equipment equipment Total
Initial adoption e ect $ 4,978 $ 79,500 $ 9,408 $ 132,035 $ 225,921
Reclassifications of property,
plant and equipment, net 32,713 - - 15,421 48,134
Initial balance as of January 1, 37,691 79,500 9,408 147,456 274,055
Final balance as of December 31, 38,376 55,944 4,723 75,361 174,404

Depreciation for the year $ 19,390 $ 38,861 $ 17,446 $ 57,303 $ 133,000



b) Amounts recognized in the condensed consolidated statement of income for the year ended December 31, 2019:

Low value lease rental expense $ 2,801
Short-term lease rental expense $ 53,632

Lease liabilities

December

31, 2019

Current lease liability $ 68,150
Non-current lease liability $ 112,191

The changes in the lease liability that derive from financing activities according to the cash flow are integrated as follows:

Initial adoption e ect as of January 1, 2019 $ 225921
Reclassification of finance leases held under IAS 17 65,482
Initial balance as of January 1, 2019 291,403
Interest expense on lease liabilities 21,763
Lease payments 132,825
Balance as of December 31, 2019 $ 180,341

Total future minimum lease payments, which includes unearned interest, are analyzed as follows:

December

31,2019

- Lessthan 1 year $ 81,681
- More than 1 year 129,811
Total $ 211,492

As of December 31, 2018, prior to the adoption of IFRS 16, Leases, the Company presented, in accordance with IAS 17, Leases,
obligations for financial leases contracted in national and foreign currency with various financial institutions for the lease of
transportation equipment and machinery and equipment, which are integrated as follows:

2018

Finance lease denominated in US dollars, bearing variable interest

based on LIBOR plus an interest rate of 2.24% for 2018, with

maturities of principal on di erent dates through 2020. $ 32,097
Finance lease denominated in Mexican pesos, bearing variable interest

based on TIIE plus an interest rate between 4.00% and 2.00% for 2018.

The principal matures at di erent dates through 2022. 33,385
Total net finance lease 65,482
Current portion (51,528)

Long- term finance lease $ 13,954




2019

Minimum Present value
lease of the minimum
payments lease payments
2018 2018
Less than one year $ 55,111 $ 51,528
More than one year 16,184 13,954
71,295 $ 65,482
Less amounts representing future interest expense (5,813)
Present value of minimum lease payments $ 65,482

These contracts are denominated in U.S. dollars and in Mexican pesos with variable interest rates based on the LIBOR and TIIE.
The average effective interest rate was approximately 7.31% in 2018.

17. EMPLOYEE BENEFITS

a) The main assumptions used for actuarial calculations of defined benefit plans:

2019 2018
Discount of projected benefit obligation at present value 7.25% 9.25%
Salary increase 5.50% 5.50%

The determination of the discount rate of employee benefit obligations of the Company is based on the annual estimated
cash flows, which are determined with zero coupon government M bonds for a period of twenty years, assuming an average
working life of its employees.

b) The e ects recognized in the consolidated statements of other comprehensive income for 2019 and 2018 are as follows:

Other
comprehensive
Net income items
Net interest
Current defined benefit Actuarial
2019 service cost liability remeasurements
Pension and retirement plans $ 5,919 $ 12,753 $ 43,070
Seniority premium 9,409 14,250 36,272
Total $ 15,328 $ 27,003 $ 79,342
Other
comprehensive
Net income items
Net interest
Current defined benefit Actuarial
2018 service cost liability remeasurements
Pension and retirement plans $ 5,914 $ 9,875 $ 9,347
Seniority premium 9,976 10,533 (12,894)

Total $ 15,890 $ 20,408 $ (3,547)




For the years ended in December 31, 2019 and 2018, $15,328 and $15,980 of costs for services, respectively, have been
included in the consolidated statements of OCI as part of cost of sales and operating expenses. The remeasurement of the
liability for defined benefits recognized in other comprehensive income items is as follows:

2019 2018
Amount accumulated in OCI items at the beginning of the period, net of taxes $ 55,910 $ 59,457
Actuarial remeasurements 113,345 (5,067)
Tax e ect (34,003) 1,520
Amount accumulated in OCI income items at the end of the period, net of taxes $ 135,252 $ 55,910

c) Changes in the defined benefit obligation for pension and retirement plan and seniority premium plan:

Pension and retirement plan 2019 2018

Opening balance $ 206,308 $ 200,744
Service cost 5,919 5914
Interest cost 12,753 9,875
Actuarial losses 61,528 13,353
Benefits paid (5,852) (23,578)
Ending balance $ 280,656 $ 206,308
Seniority Premium 2019 2018

Opening balance $ 159,092 $ 164,823
Service cost 9,409 9,976
Interest cost 14,250 10,533
Actuarial losses 51,817 (18,420)
Benefits paid (12,349) (7,820)
Ending balance $ 222219 $ 159,092

@

Total liability for defined benefits 502,875 $ 365,400

The average of the benefit obligation at December 31, 2019 and 2018 is 6.3 and 5.6 years, respectively.

18. STOCKHOLDERS’ EQUITY

a) The minimum fixed capital stock, without the right to withdrawal, is composed by ordinary, nominative shares, without
the expression of nominal value and the variable capital by ordinary, nominative shares, without the expression of nominal
value. All shares are freely subscribed.

2019 2018

Number of shares
Minimum fixed capital stock 360,000,000 360,000,000
Variable capital 25,843,423 25,843,423

385,843,423 385,843,423




b)

9)

2019

According to the current stock market regulations in e ect and the Company’s by-laws, each year the Annual Ordinary
Stockholders’ Meeting of Grupo Lamosa, S.A.B. de C.V. approves the maximum amount of resources that the Company can
allocate to the acquisition of shares of its capital stock. The maximum amount of resources approved for 2019 and 2018
at the Annual Stockholders’ Meetings held on March 13, 2019 and March 14, 2018 amounted to 200 million Mexican pesos
for 2019 and $ 90 million Mexican pesos for 2018. In relation to the year ended December 31, 2019, the Company carried
out operations with shares of its capital stock, corresponding to the Purchase of treasury stock of 1,980,220 shares; in the
year ended December 31, 2018, the Company did not carry out operations with representative shares of its capital stock.

At the general stockholders’ meetings held on March 13, 2019, dividends were declared for $294,724, from the net tax
income account (CUFIN), equivalent 0.77 Mexican pesos per share.

At the general stockholders’ meetings held on March 14, 2018, dividends were declared for $267,932, from the net tax
income account (CUFIN), equivalent 0.70 Mexican pesos per share.

Retained earnings include the statutory legal reserve. The General Corporate Law requires that at least 5% of net income of
the year be transferred to the legal reserve until the reserve equals 20% of capital stock at par value (historical pesos). The
legal reserve may be capitalized but may not be distributed unless the Company is dissolved. The legal reserve must be
replenished if it is reduced for any reason. At December 31, 2019 and 2018, the legal reserve, in historical pesos, was $480.

Stockholders’ equity, except restated paid-in capital and tax-retained earnings, will be subject to income tax payable by
the Company at the rate in e ect upon distribution. Any tax paid on such distribution may be credited against annual and
estimated income tax payable of the year in which the tax on the dividend is paid and the two fiscal years following such
payment against the tax of the year and the provisional payments.

The balances of the stockholders’ equity tax accounts are:
2018

Contributed capital account $ 434,397 $ 422,483
Net tax income account (CUFIN) 24,092,332 22,206,573

Total $ 24,526,729 $ 22,629,056

h)

Items of other comprehensive income consist of the following:
Derivative financial instruments valuation

The e ective portion of the gains or losses arising from the measurement of financial instruments designated as cash-flows
accounting hedges, net of income taxes, is recognized in other comprehensive income.

Actuarial remeasurements of defined benefit obligations

Actuarial remeasurements are recognized as other components of comprehensive income. During the period, the actuarial
remeasurements corresponded solely to variations in actuarial assumptions for both the labor liability and the plan assets
and are presented net of income taxes.

Effects of foreign currency translation

This reserve is generated by converting the financial statements from functional to reporting currency of the foreign
subsidiaries. This e ect is not subject to deferred taxes calculation since the Company controls the time of the temporary
di erence reversal and it is not probable that such temporary di erence will be reversed in the foreseeable future. During
the period, there were no other movements that a ect the accumulated balance of this reserve.



i)

Capital management -For capital management purposes, the Company considers, in addition to stockholders’ equity
and the items thereof, all the financing sources both internal and external, including liabilities with costs resulting from
contracting short-term and long-term debt. Similarly, investment in working capital is considered by including items such
as customers, inventories and suppliers, as well as cash and cash equivalents.

The Company is subject to obligations arising from the contracting of some loans given the refinancing of the total debt
that was carried out during the second half of 2019. The main obligations contained in such agreements include the
following financial covenants 1:

a) Bank loan denominated in US dollars (“Club-Deal”):

e Consolidated Interest Coverage Ratio (EBITDAZ2 / Financial Expenses) Greater than or equal to 3.0.

e Consolidated Leverage Ratio (Net Debt / EBITDA) Less than or equal to 3.5.

To calculate these ratios, the amounts are converted into US dollars using the average exchange rate for the corresponding period.
b) Simple bank loan denominated in US dollars (Bancomext):

e Leverage of total debt (total debt / EBITDA) less than or equal to 3.5.

The figures will be determined in Mexican pesos at the closing exchange rate of each period.

! According to the contracts, financial covenants are determined using figures from the financial statements under IFRS.

2 EBITDA is defined as the operating income added to depreciation and amortization and other items such as statutory
employee profit sharing, doubtful accounts estimate, inventory write-downs, employee obligations, and impairment for
long-lived assets.

During 2019, the Company carried out the management of its capital by observing those requirements, fully complying with
all its financial commitments and showing indexes with better performance to those previously described.

The Company is not subject to financial obligations derived from the issuance of stock certificates (CEBURES).

Below are some of the major items that are considered for the management of the Company’s capital as of December 31,
2019 and 2018.

2018
Total debt $ 8,306,117 $ 8,224,104
Cash and cash equivalents 1,226,968 360,130
Net debt 7,079,149 7,863,974
Stockholders’ equity 10,096,788 9,288,268
Leverage measured as net debt to stockholders’ equity 0.70 0.85
Total debt main items:
Secured loan $ 8,193,109 $ 8,283,802
Other 180,341 65,482
Debt issuance costs (67,333) (125,180)
Total debt $ 8,306,117 $ 8,224,104

The decrease in the total debt during 2019 was due mainly from amortizations made.

The generation of operating cash flows helped the Company meet its debt maturities scheduled for the year.
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19. OPERATING EXPENSES

2018
Selling $ 3,106,987 $ 2,957,538
Administration 1,367,345 1,285,775
Total $ 4,474,332 $ 4,243,313

20. CONTINGENCIES AND COMMITMENTS

The Company'’s assets are not subject to any pending legal proceeding for which a contingency might arise, except for some
ordinary or incidental litigation against which the Company is duly insured or the amounts of them are unimportant.

21. INCOME TAXES

a. The Company is subject to ISR, with a tax rate of 30% in Mexico for 2019 and 2018, and 20% in the northern border strip,
15% in Colombia, 29.5% in Peru and 27% in Chile. For the United States, the applicable rate is 21%. For Argentina, the
applicable rate as of December 31, 2019 and 2018 is 30% and the applicable rate will be 25% as of 2020.

b. The Company incurred income taxes on a consolidated basis up to 2013 with its Mexican subsidiaries. As a result of the
2014 tax reform, the tax consolidation regime was eliminated, and the Company and its subsidiaries have the obligation to
pay the deferred income tax determined as of that date during the subsequent five years beginning in 2014, as illustrated
below, except for the income tax losses related to the sale of shares, which will be paid over a ten year period.

At the same time that the 2014 Mexican Law repealed the fiscal consolidation regime, an option was established to calculate
the income tax jointly in groups of companies (tax integration regime). The new regime allows for the case of integrated
companies owned directly or indirectly by more than 80% by an integrating company, to have certain benefits in the tax
payments (when within the group of companies there are entities with profits or losses in the same year), which may be
deferred for three years and be up-to-date, on the date on which the declaration corresponding to the fiscal year following
the one in which the aforementioned period ends is to be filed.

The Company and its subsidiaries decided to adhere to this new regime, and therefore they have determined the income
tax incurred in 2014 as described previously.

Reconciliation of income tax assets and liabilities balances as of December 31, 2019, derived from such tax reforms, are
as follows:

ISR

Item: liabilities
Recognition of:

Liabilities from losses on sale of shares $ 728,234

Liabilities from tax integration regime 234,210

Balance $ 962,444



The ISR liability relating to the tax consolidation and tax integration regime expires in the following years:

ISR
Year liabilities
2020 $ 365,570
2021 211,261
2022 210,261
2023 and subsequent 175,352
$ 962,444

c. Income taxes for 2019 and 2018 consist of the following:
2019 2018
Current income tax $ 749,353 $ 868,886
Deferred income tax 144,203 (140,869)
Total $ 893,556 $ 728,017

d. The reconciliation of the statutory and e ective income tax rates, expressed as a percentage of income before income

taxes in 2019 and 2018 is:

2019 2018
%
E ective rate 385 34.9
E ect of inflation 1.0 0.4
Nondeductible (9.6) (5.7)
Others 0.1 0.4
Statutory rate 30.0 30.0
Other comprehensive income (OCI) amounts and items and deferred taxes a ected during the period are:

Amount Amount
before Income net of
income taxes income
taxes in OCI taxes

As of December 31, 2019:
Derivative financial instruments $ (2,197) $ 659 $ (1,538)
Remeasurement of defined benefits obligation (113,346) 34,004 (79,342)
Cumulative translation adjustment (229,232) - (229,232)
$ (344,775) $ 34,663 $ (310,112)

As of December 31, 2018:
Derivative financial instruments $ 94,600 $ (28,380) $ 66,220
Remeasurement of defined benefits obligation 5,067 (1,520) 3,547
Cumulative translation adjustment (482,624) - (482,624)
$ (382,957) $ (29,900) $ (412,857)




e. The main items that give rise to a deferred income tax balance,

as of December 31, are:

2019

2019 2018
Deferred income tax asset:
Allowance for doubtful accounts $ 18,276 $ 31,403
Provisions 247,986 283,860
Employee benefits 109,074 55,831
Tax loss carryforwards 958,645 1,173,210
Other (6,221) 95,393
Total 1,327,760 1,639,697
Deferred income tax liability:
Inventories (65,954) (77,009)
Real estate inventories 4,308 (3,841)
Property, plant and equipment (228,409) (284,165)
Brands (35,068) (64,880)
Commissions paid for debt restructuring (20,200) (35,917)
Total (345,323) (465,812)
Tax on assets 36,260 35,345
Deferred income tax asset, net $ 1,018,697 $ 1,209,230
Items that vary deductible temporary di erences
Provisions $ 20,605 $ 18,993
Tax loss carryforward benefits 37,997 43,061
Total 58,602 62,054
Items that generate taxable temporary di erences
Property, plant and equipment (319,951) (309,762)
Brands (33,833) (39,669)
Others (16,108) (27,664)
Total (369,892) (377,095)
Deferred income tax liability, net $ (311,290) $ (315,041)

The benefits of restated tax loss carryforwards for which the deferred income tax asset has been recognized, can be
recovered subject to certain conditions. Expiration dates and restated amounts as of December 31, 2019 are:

Year Amount
2020 $ 17,441
2021 7,195
2022 8,150
2023 13,640
2024 662
2025 22,610
2026 234,859
2027 193,945
2028 152,333
2029 269,483
2030 38,327
Without expiration 37,997

$ 996,642




22. RELATED PARTY BALANCES AND TRANSACTIONS

a. The balances with related parties as of December 31, 2019 and 2018 were as follows:

2018
Accounts receivable - Estudio Ceramico de México, S. A. de C. V. $ 1,609 $ 1,217
Accounts payable - Estudio Cerdmico de México, S. A. de C. V. 439 438
b. The transactions with related parties as of December 31, 2019 and 2018 were as follows:

2018
Sales of finished goods $ 18,306 $ 16,655
Lease income 7,572 7,136
Other income, net 3,616 4,193

c. Fortheyears ended December 31, 2019 and 2018, the direct short-term benefits granted to the key management personnel
of the Company for $113,881 and $128,241, respectively.

23. LONG-TERM PROVISIONS

Long-term provisions shown in the Company’s financial position mainly represent legal affairs with third parties and authorities
to the detriment of one of the subsidiaries in Argentina, which will probably give rise to outflow of economic resources, which
are not expected to be realized in the following twelve months. Once these issues are entirely solved, the Company will be
indemnified by the seller under the share purchase-sale agreement for the shares of Ceramica San Lorenzo and Cordillera.

24. INFORMATION BY OPERATING SEGMENTS

Information reported to the chief operating decision maker for the purposes of resource allocation and assessment of segment
performance focuses on types of goods provided. These segments are managed separately; each requires its own system of
production, technology, and marketing and distribution strategies. Each market serves to different customer bases.

Transactions between segments are determined based on comparable prices to those that would be used with or between
independent parties in comparable transactions.

The accounting, administrative and operating policies are the same as those described by the Company, which evaluates
the performance of its segments based on operating income. Sales and transfers between segments are recorded in each
segment as if they were made to third parties; i.e. at market prices.

The Company’s main products by segment are as follows:

Segment: Main products:
Ceramic Floor tiles, Wall tiles
Adhesive Adhesives for floors and walls.



The Company’s segments to be reported pursuant to IFRS 8, Operating Segments, are as follows:

2019

Corporate
December 31, Ceramic Adhesive and other  Consolidated
Total net sales $ 13,574,819 $ 4,353,083 $ 3,638,682 $ 21,566,584
Intersegment sales - - (3,638,682) (3,638,682)
Net sales to third parties 13,574,819 4,353,083 - 17,927,902
Operating income 1,915,698 1,001,611 (105,208) 2,812,101
Depreciation and amortization 550,408 52,137 70,115 672,660
Other expenses (29,769) 13,537 67,329 51,097
Acquisition of property, plant and
equipment and intangible assets (393,217) (62,405) (84,839) (540,461)
Total assets 14,926,362 1,613,992 6,706,541 23,246,895
Total liabilities 3,133,473 760,310 9,256,324 13,150,107
Corporate
December 31, 2018: Ceramic Adhesive and other Consolidated
Total net sales $ 13,687,942 $ 4,041,386 $ 3481999 $ 21,211,327
Intersegment sales - (2,444) (3,481,854) (3,484,298)
Net sales to third parties 13,687,942 4,038,942 145 17,727,029
Operating income 1,804,473 939,623 (12,604) 2,731,492
Depreciation and amortization 456,508 36,439 53,397 546,344
Other expenses 80,048 (12,236) 73,709 141,521
Acquisition of property, plant and
equipment and intangible assets (640,910) (50,269) (65,665) (756,844)
Total assets 15,419,749 1,539,577 5,824,800 22,784,126
Total liabilities 3,095,572 807,013 9,549,195 13,451,780
Information by geographic region
The information of the Company by geographic region is presented below:
Revenues from third parties
Non-current assets
2018 2018
North America $ 13,945,413 $ 13,485,271 $ 12,630,630 $ 12,776,954
Central America 164,414 142,290 10,550 8,020
South America 3,818,075 4,099,468 3,260,564 3,305,608
$ 17,927,902 $ 17,727,029 $ 15,901,744 $ 16,090,582



25. SUBSEQUENT EVENTS

On January 31, 2020, the Company reached an agreement with the shareholders of Euroceramica, S.A., a ceramic manufacturer
in Colombia, to acquire 100% of the shares representing its share capital stock.

The definitive closing of the acquisition is subject to approval by the Colombian economic competition authorities and to the
conclusion of the reorganization of Euroceramica, S.A. in accordance with applicable legislation. Based on the foregoing, the
Company has not acquired control over Euroceramica, S.A.

The approximate price of the acquisition amounts to $ 130,200 million Colombian pesos free of net cash debt, which is
equivalent to an approximate amount of US $ 39 million in accordance with the exchange rate in force on January 31, 2020.
The price will be subject to adjustments according to the final closing result of the acquisition.

26. AUTHORIZATION OF FINANCIAL STATEMENTS

On February 8, 2019, the issuance of the consolidated financial statements was authorized by Federico Toussaint Elosua, Chief
Executive Officer, and Jorge Antonio Touché Zambrano, Chief Financial Officer. These consolidated financial statements are
subject to the approval of the ordinary stockholders’ meeting, where they may be modified, based on the provisions set forth
by the General Corporate Law.
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