





Message from the Chairman

To our stockholders:
Economic Environment

During 1989 the Pacts for Economic Stability and Growth (the
““Pacts’’) continued toregulate the development of Mexico’s econ-
omy, with mixed results. Inflation was brought down to the
lowest level of the decade, a signal achievement considering that
the economy started to grow again at the same time. On the other
hand, the Federal Government suffered a social impact as a result
of the reduction in its public outlays, companies reduced their
profitability levels, and the great majority of the Mexican people
experienced a decrease in their real income, all in order to allow
the economy to achieve a degree of stabilization.

The strategy of opening the economy to world trade was
accompanied by a gradual adjustment in the exchange rate based
on the year’sinflation, a slight decrease in Central Bank reserves,
a worsening of the trade balance, and high real interest rates.

Sales and Earnings

Sales to the domestic market behaved similarly to the previous
year as a result of an increase in sales volume which made up for
the depressed prices.

Export sales, on the other hand, continued their vigorous
diversification, making it possible for GRUPO VITRO’s companies
to have a presence, through their products, in a growing number
of countries and in new markets. This strategy enabled us to
practically maintain our export levels.

As a consequence of the sales price controls resulting from the
Pact, operating profit registered a sensible reduction with respect
to the previous year. Notwithstanding the benefit of non-recurring
financial gains, net income decreased by 1%.

Financial Structure

In 1989, seven years of intense efforts to reduce long-term foreign
currency debt reached their culmination. That debtamounted to
US$ 758 million in 1983; now practically all of it has been repaid.
This result was made possible to a great extent by our healthy
generation of cash flow and the credit support provided by the
Mexican financial system. The financial structure has remained
solid, by means of a reduced leverage, together with assets and
equity growing at a rate higher than inflation.
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Exports of chemical products increased 3% as a result of worldwide
economic activity. On the other hand, the number of oil drilling
operations decreased in Mexico as well as abroad, so calcium chloride
sales dropped 49%.

During the last quarter of 1989, the expansion of the table salt plant was
completed. This willenableusto supply theregional market, which had
not been adequately serviced since September 1988.

In our borate project, pilot plant tests were completed. During 1990, the
possibility of building the first production unit to supply the export
market will be evaluated.

The currentsituation of the country is not favorable for the development
of companies engaged in the capital goods business. For this reason we

made the decision, together with our partners, to close Quantron, S. A.
deC. V.

VITRO GLASSWARE

Despite the import tariff disadvantage existing in Mexico and the
countries with whom we have trade relations, the Division achieved
favorable results. Sales volume increased by 8% due to a timely change
in marketing strategies.

Sales abroad continued their upward trend with 6% growth, representing
34% of the total sales of this Division.

The presence of our products continues to expand in the United States

market. During the year, we opened a factory outlet in Vacaville,
California.

The personnel of this Division deserves special recognition for having
launched the new line of lead crystal products, known as Cien, aimed to
the top layer of the export market. This product combines the use of
advanced technology, innovative design, and new marketing practices,
which will enable us to compete with products of worldwide renown.

Despite the loss of competitiveness of the peso against the yen and
European currencies, exports to Japan and Europe continue to be
successfully promoted.

Utilization of installed capacity in the Division was 73% compared to
70% of the previous year.
VITRO FIBERS AND SILICATES; PRECIPITATED SILICA

Fiber glass experienced a moderate volume growth of 8% in 1989;
however, price controls during the period caused a decline of 8% in the
amount of sales.
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Central America

The Central American Group of companies in which we participate
showed favorable results in spite of the many difficulties suffered by
countries in that region. Hence, sales declined only 2%, assisted by the
introduction of new containers to cover new markets as well as continued
export efforts.

INVESTMENTS IN FIXED ASSETS

Mexican companies encounter more intense competition every day in
allmarkets due to the increasing number of participants. In view of this,
the GRUPO VITRO divisions must be alert, not only to maintain their
market, but to increase it. In this manner they will be in position to
participate internationally with products that are competitive in cost,
quality and service.

Investments in fixed assets were aimed at increasing the production
capacity allotted to foreign markets, updating and developing ad-
vanced technology, and increasing the availability of products required
by domestic and international markets.

The amount of fixed assets investments made during the year was
253,059 million pesos, the most important being:

- Installation of energy-saving equipment, particularly inIndustriadel
Alcalj, S. A. de C. V. and the raw materials sector;

- Updating the technology of glass container forming lines;

- Blow-molding equipment for plastic containers, with in-mold label;

- New technology for plastic closures;

- Updating technology of ampoule-forming machines;

- Expansion of our refrigerator plant and the start-up of 2 plants for
other domestic appliances to be sold on the international markets;

- Increase capacity for table salt plant;

- Updating equipment for the manufacture of parts used in molds and
glass-forming machines;

- Increasing precipitated silica production capacity, and updating
technology of process control to improve product quality; and

- Completion of the pilot plant to determine the most economical pro-
cess to beneficiate colemanite ore.

HUMAN RELATIONS

The increased economic activity in the country and, in addition, the
start-up of operationsin our installed capacity expansion, resulted inan
increase in the number of personnel employed in GRUPO VITRO, up
from 35,193 at the end of 1988 to 36,816 at the end of 1989, representing
an increase of 5%.










=1m

ANIVERSARISQ

PPN

7‘

The breakdown by account is as follows:

(Millions of Pesos)
1989 1988
GRUPO VITRO Stockholders:
Capital Stock 70,000 70,000
Restatement of Capital
Stock and Retained Earnings 2'848,369  2'262,654
Excess (deficit) in
Restatement of Equity 156,864 204,246
Shares held in trust (272,861) (219,474)
Retained Earnings 585,402 341,393
Net income 463,060 383,976
Total 3'850,834  3'042,795
Other Stockholders 674,335 518,235
Stockholders’ Equity 4'525,169  3'561,030

Stockholders” Equity registered a considerable increase of 6% in real
terms.

INCOME STATEMENT

By joining the Solidarity Pact for Stability and Economic Growth,
GRUPO VITRO adversely affected its profit margins by not applying
price increases to compensate the rise in costs and expenses. Likewise,
the new tax assessed on assets had an impact on income. However,
some extraordinary items favorably affected the income, offsetting the
negative results mentioned here.




CONSOLIDATED INCOME STATEMENT

(Millions of Pesos) % Change in
1989 1988 Constant Pesos
Consolidated Sales 3'359,990 2'821,759 (1
Cost of Sales 2'075,177 1'651,631 5
Operating Expenses 638,327 501,852 6
Income before 646,486 668,276 (19
Financing
Integral cost of
Financing:
Interest Expense
and Income 234,400 320,717 ( 39
Results from
Monetary Position ( 45,364) ( 88,688) ( 57)
Total 189,036 232,029 (32
Share in net income of
Associated Companies 95,185 112,475 (29
Other Income,
Net of Other (Expenses) (  5,930) 11,070 -
Income Before Income
Tax and Workers'
Profit Sharing 546,705 559,792 (19
Income Tax and Workers'
Profit Sharing 205,923 204,354 ( 16)
Income Before
Extraordinary Items 340,782 355,438 ( 20)
Extraordinary Items 228,171 124,517 53
Net Income 568,953 479,955 (1D
GRUPO VITRO
interest 463,060 383,976 1
Net Income,
Other interests 105,893 95,979 ( 8
REMARKS

By diminishing sales by 1% and increasing cost of sales by 5% and
operating expenses by 6%, income before financing was reduced 19% as
a result of the lag in prices of our products. The overall financing cost
declined 32% due to a reduction in average liabilities.
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Income before extraordinary items dropped 20%, while nonrecurring
eventslessened their decline, such as the financial benefit derived from
debt prepayment, which amounted to 61,723 million pesos, and the
amortization of consolidated fiscal losses from previous years in the
amount of 166,448 million pesos.

Overall, net income for the period rose to 568,953 million pesos, 1% less
than the previous year. NET INCOME

(Millions of Pesos)
Asin the past years, our participation in CYDSA favorably contributed

Q’oﬁ
to our results. °
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Net income to GRUPO VITRO stockholders was 463,060 million pesos,
1% higher than in 1988.

The following summary confirms that despite the factors mentioned, it
has been possible to maintain a healthy financial position.

SUMMARY | \k
(Billions of Pesos)
1989

_ Current Pesos of the Year
r | Constant Pesos 1989

Consolidated Sales 3,360

Net Income 569
Net Income GRUPO VITRO Interest 463
Net Income per Share (Pesos) 6,615.14
Operating Income Before Financing,

Tax and Profit Sharing/Total Assets (%) 15.9
Operating Income Before Financing,

Tax and Profit Sharing/Sales (%) 19.2
Operating Cash Flow/Sales (%) 29.6
Return on Equity (%) 12.6
Growth in Net Worth (%) 10.7
Current Ratio 1.46
Total Liabilities /Stockholders” Equity 0.33

All commitments to our creditors were fully met.




CONCLUSION

GRUPO VITRO and its Subsidiaries and Associates in Mexico subordi-
nated their objectives to those of our country. Results for the year 1989
demonstrate this. GRUPO VITRO has contributed throughout 25
months to the national goal of reducing inflation. We particularly want

to highlight the continued efforts for improvement of our personnel,
GRUPO VITRO’s most valuable asset.

GRUPO VITRO expresses its most sincere gratitude to our customers,
suppliers, bankers, and Stockholders, for their continued support.

Throughout its 80 years of existence, GRUPO VITRO has experienced
innumerable vicissitudes. Today, as always, GRUPO VITRO is con-
scious of its responsibility to contribute with enthusiasm and deter-
minationto the progress of our country, and to continue tolook after our
Stockholders’ interests, through aconservative and firmadministrative

policy.

BOARD OF DIRECTORS
VITRO, SOCIEDAD ANONIMA
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