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ING. ADRIAN SADAT.

Presidente del Consejo

To our stockholders:

In 1981 VITRO operated in an economic environment where adverse factors predominated; the
persistent inflation prevailing in our country and high financial costs, here as well as abroad,
aggravated by weak markets which reported little or no growth and exchange rate variations that
were not sufficiently realistic to actually stimulate exports. The continued increases in demand
of the domestic and export markets during the past seven years had made it necessary to expand
our manufacturing facilities. However, the unexpected phenomenon of local and foreign markets
resulted in a substantial underutilization of our manufacturing facilities. Twenty-five percent

remained idle during 1981.

VITRO’S wide experience acquired throughout its many years of operations in this field of
endeavor enabled its divisions to respond favorably to the negative effects that prevailed along
this business period and with their efferts and enthusiasm succeeded in attenuating such
effects.

Hence, our financial structure remained stable; the main indexes, such as liquidity, financial
leverage, debt coverage and consolidation of liabilities were kept at levels quite similar to those
of 1980. The new variations noted, in no case were greater than 10%.

Consolidated net sales totaled $25,391 million pesos; in monetary terms, this figure reflects an
increment of 35% over the previous year while, in volume, the increase was negligible. Total
consolidated net income was $1,921 million pesos, 12% above that for 1980. On the other
hand, income on shareholders majority interest amounted to $1,503 million, practically the
same as that of the previous period. This was partly due to the fact that VITRO’s wholly-owned
subsidiaries were the ones more seriously affected by the adverse economic conditions.

Towards the end of the business period, BANPAIS acquired UNIBANCO, S. A. This improved
its competitive position and expanded its geographic coverage, especially in the Baja California
area, where its representation needed strengthening. Such acquisition will also enable
BANPALIS to reach reasonable productivity targets in the years to come.

The future is always a challenge that is present in the business world at all times, but in 1982
acquires special significance. For VITRO it will be a year of intensive struggle to resolve the
problems that were particularly evident in 1981 and minimize their effects in our operations. In
so doing, we are counting on the eagermess and enthusiasm of our personnel who, when the
occasion calls for a special effort has always given us its full and decided support. It will not be
an easy job, we know that, but we also know that the joint and coordinated efforts directed
towards common and precise objectives will provide the foundation for a sounder climate in our
operations.
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VITRO, S. A. AND SUBSIDIARIES

ASSETS 1981 _ 1980
Cash $ 340 $ 453
Marketable securities, at cost 182 33
Receivables, net (note 3-a) 6,098 4,414
Other receivables (note 3-b) 2,027 1;937
Inventories (note 4) 5,148 3,906

Current assets $ 13,795 $ 10,743
Long-term investments (note 5) 1,068 488

Investments in unconsolidated subsidiaries and associates

(notes 1-b, ¢, d and e) 1,854 1,697
Land and buildings (including revaluation note 6) 9,913 5,840
Machinery and equipment (including revaluation note 6) 21,689 13,403
Construction in process 2,546 2,857
Amortizable expenses, net (note 7) 1,419 602
Excess of cost over book value of shares of subsidiaries 331 296
Minority interest in excess of book value of subsidiary shares 15 16

$ 52,630 ] $ 35,942

The accompaning notes are an integral part of this financial statement.


















f) The subsidiary Fabricacion de Maquinas, S. A. sells equipment to some of the companies of the group. Prof-
its arising therefrom are not eliminated in order to avoid the need to adjust the depreciation charge each year.

g) The excess in acquisition of shares of subsidiary companies is determined by taking as a basis the book value
on date of acquisition. It is an established policy not to amortize such amounts.

SIGNIFICANT ACCOUNTING POLICIES:

a) Inventories — These are valued at cost or market value whichever is the lower. Most of the companies utilize
average costs. Fabricacion de Maquinas, S. A., Peerless Tisa, S. A. and Vitro Fibras, S. A. have standard
costs which do not differ substantially from real costs. Proveedora del Hogar, S. A., employs the retailers’ sys -
tem in branches where they sell retail.

b) Land, buildings, machinery and equipment — These are accounted for at cost when purchased. Inasmuch as

in most instances such values differ substantially from real figures they are revalued based on a testimony
rendered by an expert on such matters, affecting the proper accounts according to the assets involved as well
as the revaluation surplus.
Starting with the 1981 fiscal period depreciation is computed on the basis of the straightline method, taking
into consideration the useful life of the assets to depreciate the original cost, exchange variations assigned to
fixed assets and the revaluation starting with the month following that in which they are put in operation. Up
to 1980 and also using the straightline method, the original cost was depreciated at fiscal rates and the
exchange variations and revaluation at 3% per annum for buildings and 5% per year for the balance of depre-
ciable assets starting with the year in which they were put in operation.

c) Maintenance expenditures — Expenses for maintenance and repairs are recorded directly under costs and
disbursements of the fiscal period in which they occur.

d) Amortization of deferred charges — This is made based on the straightline method at rates indicated in note
7, which vary in accordance with the nature of the amortizable expense.

e) Operations in foreign currency — The policy followed is to record transactions in foreign currency at a fixed
exchange rate, similar to that prevailing on the date they are realized and to make monthly adjustments of
material variations between these two rates.

When it is possible to identify liabilities in foreign currency with non-monetary assets, the significant adjust-
ments arising from variations in exchange rates will affect the cost of acquisition of such non-monetary as-
sets.

f) Reserve for future devaluations — A provision for future devaluations was set up in 1978; this provision is
increased annually by the amount resulting from applying the difference in percentagebetween the interest
rates of local banking institutions and those of foreign banks to the monthly balances of bank liabilities in
foreign currency not identified with fixed assets.

g) Dismissal payments — Indemnities and retirement pensions are charged against year-end profits of the period
in which they occur.
Starting 1978 the seniority premiums for all personnel are considered as a cost of the year in which their servic -
es are rendered. These are recorded on the basis of actuarial computations considering the salaries in effect
at the time payment is made; personnel not yet eligible for a seniority premium are also taken into account,
making the necessary adjustments to the amount in accordance with the probability of their acquiring the
needed seniority. Cost of past services through December 1977, after deducting the reserve available as of
that date, will be amortized in the average period required for workers to reach their retirement age.
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INSURANCE:

Insurance is being carried for approximately 48% of total insurable assets. In addition, all vehicles and trucks are duly

insured.

EFFECTS OF INFLATION ON FINANCIAL INFORMATION:

According to guideliness established in a recent announcement on accounting principles relative to disclosure of the
effects of inflation, this phenomenon, in summary, affects our financial information for the 1981 fiscal period, as

follows:

a)

b)

()

Inventories and cost of sales — It was decided not to include inventories and consumption of raw materials,
packaging and finished products because they are considered updated; their rotation is less than 60 days.
Other inventories were adjusted on the basis of the latest purchase. In cases where there were no purchases
made during the last six months, the National Consumer Price Index published by Banco de México was
applied; in this manner the updated inventory represents 18% of total inventory at cost.

Cost of sales of these inventories was determined as if the “last-in, first-out” valuation method had been
used, in other words, the price of the latest purchase was applied as the consumption cost. In the case where
consumption derived from purchases made prior to December 1980, the National Consumer Price Index was
also applied.

Fixed assets and depreciation thereon — These values are updated in the basic financial statements accord-
ing to notes 2-b and 6.

Stockholders’ equity — Based on the Consumer Price Index published by Banco de México and taking into
consideration the increase in the value of fixed assets, the amount necessary to maintain the purchasing
power of the majority and minority stockholders’ equity was determined.

The result of updating the above items is as follows:

Figures according

to basic financial Updated
statements _ figures__

Inventories $ 5,148 $ 5,443
Capital stock SRERIORTY $ 3,385
Reserve for maintenance of capital 5,823
Surplus from initial updating of assets 2,515
Profit from monetary position 5,346 (2)
Surplus from retained non-monetary assets (2,260) (1)
Revaluation surplus of fixed assets 15,612
Premium on sale of shares 111 158
Excess of book value over cost of shares
of consolidated subsidiaries 129 260
Retained earnings 2,389 6,400
Net income for the year 15921 22215

Stockholders’ equity $ 23,547 $ 23,842
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