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 �004 �005 �006 2007 Real Var. %
     �007 / �006
Sales Volumes *        
 Copper (tons)  868,000  798,050  6��,87�   60�,5�0 (5)
 Zinc (tons)   1�0,9��  1��,4�0 1�7,496  114,�00 (10)
 Silver (ounces) �0,��6,�54  �0,601,905 19,79�,86�  18,1�0,��0 (8)
 Gold           (ounces)   46,104   5�,084 55,749   48,�90 (1�)
 Molybdenum    (tons) 14,�49  14,585  11,75�  16,�04  �9 
  
Average Price  (dollars)

Copper (pound) 1.�9  1.68 �.09  �.�� 4 
Zinc (pound) 0.48  0.6� 1.49  1.47 (1)
Silver (ounces) 6.68  7.�� 11.54  1�.�9 16 
Gold (ounces) 409.58  445.05 604.04  697.�5 15 
Molybdenum (pound)  15.9�  �1.05 �4.�8  �9.91 �� 
 

Railroad Division Statistics  
Tons transported            (thousands of tons)  40,158  41,994  47,777  47,571 -
Net ton-kilometers (millions of tons) ��,�84  �5,�59   �9,087   40,458  4 
Car loaded  (thousands of units)  617.4   6�9.6  7�4.5   719.5 (�) 
 

Balance Sheet (millions of dollars)

Current Assets  �,�41   �,��5   �,687   4,�71 16 
Fixed Assets  4,�80   4,1��  4,518   4,7�4 5 
Total Assets  7,476   7,477  8,916   9,745 9 
Bank Debt  �,457   1,618  �,067   �,067  -
Total Liability  4,�5�   �,090 �,60�   �,6�� 1
Equity Capital  �,191   �,�06  �,967   4,660 17 

Earnings  (millions of dollars)

Total Sales   4,�06   5,189  6,�59   7,078 11 
Cost of Sales   �,1�5   �,4��  �,59�   �,791 8 
Operating Profit plus Depreciation (EBITDA)  1,950   �,61�  �,6�8   4,078 1� 
Net Profit   78�   1,06� 1,5�0   1,6�1  7 
 
Cash Flow  (millions of dollars)

From Operations  1,106   1,86�  �,158 �,68� �4 
Applied to Financing Activities (5�0)  (999)  (499)  (1,47�) 195 
Total Cash Flow   586 864 1,659   1,�11  (�7)
Allocated to Investments   (184) (56�)  (968)  (51�) (47)
Cash flow after investments  40�  �01  691  698 1

HIGHLIGHTS

 �004 �005 �006 2007 Real Var. %
     �007 / �006
Stock Information   **        
Total Shares in Circulation                 (thousands)  865,000  �,594,699   �,576,86� �,571,449 -
EBITDA per  Share    0.8� 1.01 1.41 1.58 1� 
Cash flow per share    0.50 0.68 0.9� 1.08 17 
Earnings per share    0.�0 0.41 0.59 0.6� 7 
Book Value      0.85 1.�5 1.54 1.81 18 
 

Financial Ratios
Operating Margin   40% 4�% 5�% 5�% -
Operating Margin plus Depreciation  46% 50% 57% 58% � 
Current Assets to Current Liabilities (times) 1.8  �.� �.9 �.1 7 
Total Liabilities to Total Assets  58% 41% 40% �7% (8)
Debt /Capital+Debt   5�% �4% �4% �1%  (9)
EBITDA/Interests  (times) 9.0� 1�.8� ��.67 ��.74  5
 

Employees   �1,068 19,14� 18,9�1 19,061 1 
 

Annual Inflation
Mexico   5% �% 4% 4% -
United States   �% �% �% 4% �� 
Peru   �% 1% 1% 4% �00 
 

Exchange Rate at the End of Each Year
Mexico  (pesos/dollar) 11.�6  10.71 10.88 10.87 -
Peru  (soles/dollar)  �.�8 �.4� �.�0 �.00 (6)
 

Average Exchange Rate 
Mexico  (pesos/dollar) 11.�9 10.90 10.90 10.9� -
Peru (soles/dollar) �.41 �.�0  �.�8 �.1� (5)

 Expressed according to US GAAP

* Throughout this report, all tons are metric and all ounces are troy.

** Referring to �,571,449,0�5 shares.
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LETTER TO INVESTORS

In �007, Grupo México once again reported fantastic financial results. The compa-
ny reached the highest consolidated sales in its history as a result of increased 
molybdenum production, the contribution of the railroad with a greater freight 
volume, and a moderate rise in metals prices. This, despite the significant impact 
of an illegal work stoppage by the union at Cananea, which has affected its min-
ing production of copper and other metals.

Sales came in at over US $7.078 billion, an increase of more than 11% on the re-
sults for �006. Costs, affected by increases in the prices of power, equipment, 
and raw materials, rose only 7.7% over �006 to reach US $�.791 billion. The EBITDA 
for Grupo México in �007 was US $4.078 billion, 1�.4% above that for �006 and the 
net earnings for the company were 6.6% higher, reported at US $1.6�1 billion.  

These positive results reflect an increase of more than �6.9% in the production 
of molybdenum, to 16,�08 tons. The price of molybdenum increased ��.7% to 
reach US $�9.91 per pound, or US $65,940 a ton. Also, the 4.�% increase in cop-
per prices (COMEX) to reach US $�.�� per pound, compensated for the �.�% lower 
copper production for �007, due to an illegal strike that lasted 5 months. Another 
contributing factor to these results was Grupo México’s transport division, which 
reported an increase in sales of 10.4% to reach US $99� million.

Southern Copper Corporation is a solid, world class, company with large reserves 
and low prod uction costs compared to its industry competitors. The company 
produced more than 59�,000 tons of copper in �007, slightly lower than in �006, 
16,�08 tons of molybdenum, 1�1,000 tons of zinc, 70� kilograms of gold, and 
47� tons of silver. Production suffered a general decrease, as we’ve said, due to 
labor problems in Cananea, San Martín, and Taxco, with the exception of molyb-
denum. However, more molybdenum was produced at La Caridad, Toquepala, and 
Cuajone (146.�%, 7.1%, and 8.5% respectively).  

The operating margin for the mining company was over 57%, which is �.7% better 
that in �006, despite increases in energy, parts, and taxes the company had to 
face in �007. The per pound cost of production on a cash basis was -0.167 dol-
lar cents per pound of produced copper for �007 against a cost of 0.159 cents, 
which represents a decrease of �00%, due to the value of the byproducts dis-
counted from the total per pound production cost for copper, specifically refer-
ring to molybdenum. 

Drilling equipment.

La Caridad Complex
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Some essential facts should be clarified with regards to the labor dispute that 
has affected the mining division in Mexico. During the 1990’s, Minera México suf-
fered just one strike action and a few brief illegal work stoppages. As of �001, the 
mining union, led by the son of the previous leader, has battered the company 
with almost �0 strikes and illegal stoppages. 

Such action shows a radical change in the intentions of the current leadership. 
Also, resources, resulting from the purchase of stocks from all employees, as 
demanded by the union, translated into a payment of US $55 million exclusively 
benefiting the employees at all units, the resources for which had been held in a 
trust created for this purpose. The union leaders illegally extinguished the trust 
and disposed of its resources. This action created much discontent among em-
ployees and ex-employees that had a right to these resources. Once result of 
this problem was that in �007, los employees at 8 of the company’s 11 mining 
units in Mexico voted over 94% to join a new union. Also, thousands of employees 
filed criminal charges against these actions and arrest warrants have been is-
sued against the mining union leaders. However, the union did force strike action 
at three units: Cananea, San Martín, and Taxco, which was declared illegal by a 
labor court. 

The claims of the union were alleged violations of the collective bargaining agree-
ment. To avoid prolonged strike action, the company conceded to these claims, 
without judgment on their merit. The union rejected this concession and de-
manded the criminal charges against its leaders be dropped in addition to de-
manding economic resources, which the Department of Labor itself has declared 
to be extortion. Thus, a legal battle has been started in the federal courts. While 
we await the final ruling, the federal judge ordered that the company could not 
terminate the employment of any employee that did not present for work how-
ever this order also protected the employees that did wish to continue working 
and the company to continue operations. Thanks to this measure, Cananea has 
been in production since January �008 and judgment is expected to be delivered 
in April �008 to definitively resolve this illegal labor situation. 

The modernization of the copper smelter in Ilo (Peru), was completed in January 
�007 and continues to generate satisfactory results. The plant is currently oper-
ating at full capacity and we expect 1.1 million tons of concentrate to be smelted 
in �008. The average sulfur recovery rate of 95% is superior to that required by 

Peruvian and international standards. The �007 investments made in new con-
veyor belts, dams, and other projects in Toquepala are in full operation. 

In �007, Southern Copper Corporation announced a new and ambitious invest-
ment program for $�.108 billion, the objective of which is to increase annual cop-
per production to �70,000 tons by the year �011, which represents an increase 
of �9% on current production levels. These investments consider the develop-
ment of the copper deposit known as Tía María, which is expected to start pro-
duction by the end of �010 and will have an SX/EW copper production capacity 
of 1�0,000 tons. The operations at our Cuajone and Toquepala mines will also be 
expanded, to increase the current processing capacity of the smelter and refin-
ery to be able to handle the new production of concentrates.

In terms of exploration activities, the prefeasibility studies for the Los Chancas 
Project have been completed, recommending the construction of a concentrator 
with a treatment capacity of 40,000 MTPD and a leaching plant with a treatment 
capacity of 15,000 MTPD. In Mexico, advances have been made in the basic en-
gineering for the expansion of the zinc refinery from its current 100,000 tons 
to �00,000 tons of refined zinc. Approximately US $��0 million will be invested 
in this project. The exploration studies in El Arco, Baja California are complete 
and the feasibility projects are underway for this mining development. All drill-
ing projects have confirmed the presence of minerals such as copper, zinc, gold, 
silver, and molybdenum.

With regards to Asarco LLC, this company’s Chapter Eleven process for business 
reorganization continued during �007. Asarco has made decisions that are con-
trary to the interests of Asarco itself and Grupo México. Grupo México objects to 
the sale of Asarco assets as promoted by Asarco’s current administration, ap-
pointed by a federal judge, and is seeking a full review of the decisions taken by 
its administrators. The federal judge heading the process will deliver its judgment 
on these points in the first months of �008.

Grupo México’s investments totaled US $6�7 million in �007, 1�% less than in 
�006, due, in part, to the completion of the Ilo refinery modernization project 
in Peru. SCC invested US $�56 million and the Infrastructure and Transport di-
vision invested US $�81 million, 11.1% more than in �006, principally concen-
trated in Grupo Ferroviario Mexicano-Ferromex. The purchase of 40 locomotives 
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and transporter cars for railroad freight account for most of the investments 
made and the track improvement works and new intermodal facilities repre-
sent another significant portion.

Important advances have been made in the infrastructure and transport divi-
sion. The largest railroad in Mexico, GFM-Ferromex, moved more freight over fur-
ther distances during 2007. The number of tons-kilometer grew 3.5% in 2007, to 
reach almost 40.5 billion ton/km. Sales were 6.9% higher than in 2006, close to 
US $1 billion, the EBITDA was US $324 million, 5.9% better than for 2006, and its 
net earnings were reported at US $169 million, 5.4% higher than 2006. The per 
ton distance traveled and delivery times improved, while the railroad continues 
to make advances in overland freight transportation.

Ferrosur does not consolidate its results with Grupo México, while the legal pro-
cess on its merger awaits resolution. Ferrosur sales were almost US $245 million, 
5.8% higher than 2006, the EBITDA was US $69.2 million, 8.9%, and its net earn-
ings were reported at US $23.3 million, improving 15.2% on 2006. If the merger is 
approved, the transport numbers would increase, contributing 16% to sales and 
9.6% to the EBITDA for Grupo México.

In terms of Infrastructure, the infrastructure business division was formed under 
the company México Proyectos y Desarrollos, S.A. de C.V., to develop engineering 
and construction projects for highways, railroads, ports, dams, power generators, 
urban infrastructure, aqueducts, and industrial plants, principally. This division 
operates through the companies: México Constructora Industrial, S.A. de C.V., and 
Consutec, S.A. de C.V., an engineering firm. This division has already executed sig-
nificant works projects, such as the specialty Railroad-Shipping Terminal in Coa-
tzacoalcos, the intermodal stations in Guadalajara, Monterrey, Hermosillo, and 
Silao, the Automotive Terminal in Guadalajara; railroad works, the expansion and 
improvement of industrial facilities, mining exploration and drilling projects, and 
engineering projects for chemical and petrochemical plants and infrastructure.

The financial structure of Grupo México and its subsidiary companies is solid. 
The total debt as of December 2007 is US $2.067 billion and its cash position of 
$2.665 billion results in a negative net debt. The company also paid out US $1.435 
billion in dividends to the shareholders of Grupo México and its subsidiaries. The 
company is in a healthy financial position to strengthen its future development.
 

With regards to its actions of social responsibility, Grupo México expanded its 
environmental activities not only at its units, but also in the regions where we op-
erate and beyond. Grupo México also intensified its community and local support 
programs in the areas near its mining units. Also, Ferromex has made advances 
on its City-Railroad Coexistence program, under which Ferromex has constructed 
a significant number of bridges and grade crossings. 

The soil remediation, road and walkway improvement, and public spaces projects 
in San Luis Potosí are noteworthy in Mexico, as well as the nurseries at the La 
Caridad mining unit. In Peru, SCC has made significant contributions to the Copper 
Assistance Fund, which promotes community development projects and strong 
investments have been made in Titijones for rationed water consumption. 

In terms of the environment, the modernization of the smelter and refinery at Ilo, 
Peru is noteworthy, which started full operations in January 2007. With regards 
to Mining Health and Safety, we have achieved important results in our opera-
tions, according to international standards. In Mexico, the Health and Safety in 
the Workplace Administration System (SIASST) was implemented, which system-
izes activities to minimize unsafe conditions and health risks.

Once again, 2007 was a year of achievements accomplished under complex cir-
cumstances in Mexico and the United States. However, the financial and techni-
cal strength of the company have again shown our enormous capacity to achieve 
significant results for our shareholders, employees, and the community. 
  

GERMAN LARREA MOTA VELASCO
CHAIRMAN OF THE BOARD
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SaleS

Consolidated sales for Grupo México reached a historic 
high of US $7.078 billion in 2007, compared to US $6.359 
billion in 2006.

11.3%
increaSe
 in net conSolidated SaleS
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SaLES

Consolidated net sales for Grupo Méxi-
co reached a historic high of US $7.078 
billion in �007, compared to the US 
$6.�59 billion reported for �006 and 
US $5.189 billion in �005. This result 
is 11.�% higher than the previous year, 
despite an increase of only 4.�% in the 
price of copper, compared to the aver-
age for �006. Sales were driven by a 
�7% increase in Molybdenum produc-
tion, and also by improved revenues 
on the railroad service. The total costs 
of sales increased only 7.7%, which 
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a.	 1.0%	 Gold		

b.	 14.0%	 Transport	Services		

c.	 1.0%	 Sulfuric	Acid		

d.	 9.0%	 Molybdenum

e.	 6.0%	 Zinc

f.	 4.0%	 Silver		

g.	 65.0%	 Copper		

a.	 1.0%	 Lead		

b.	 14.0%	 Transport	Services		

c.	 1.0%	 Sulfuric	Acid		

d.	 15.0%	 Molybdenum

e.	 1.0%	 Others		

f.	 5.0%	 Zinc

g.	 3.0%	 Silver		

h.	 60.0%	 Copper		

b

c

d

e

f

h

a

g

TOTaL SaLES
(MillionS of dollarS)

1300

2600

3900

5200

6500

7800

07

7,
07

8

06

6,
35

9

5,
18

9

05

4,
20

6

0403

2,
49

1

has allowed the company to maintain 
satisfactory results.

Copper prices remain in a state of 
strong volatility due more to a low 
economic growth globally than to 
specific market reasons. The ex-
pectation of a drop in growth in the 
United States and other economies 
has created relative uncertainty 
among investors. However, the de-
mand for copper remains high due 
to the large economies in the Pacific 

a.	 31.0%	 Mexico

b.	 2.0%	 Australia

c.	 11.0%	 Latin	America		

d.	 27.0%	 Europe		

e.	 6.0%	 Asia

f.	 23.0%	 United	States		
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a.	 42.0%	 Mexico

b.	 16.0%	 Europe

c.	 7.0%	 Asia

d.	 14.0%	 Latin	America

e.	 21.0%	 United	States

b

c

d

e

a

and the limited offer due to access to 
equipment, interruptions in produc-
tion, and development times for new 
projects on the global scale.

The futures outlook on metals prices 
for �008 is promising and also those 
on SCC production. We are expecting 
to see a continued growth in the com-
pany’s transport division, increasing 
its market share of the total freight 
transported in the country. Very posi-
tive results are possible for next year.

PaRTIcIPaTION IN SaLES by PROducT PaRTIcIPaTION IN SaLES by REGION

Sales
	
  VOLUME IN TONS THOUSANDS OF DOLLARS

PRODUCT �006 2007 Var.% �006 2007 Var.%
Copper  6��,87�  60�,5�0 (5)  4,14�,64�   4,��5,�87 �  
Zinc  1�7,496  114,�00  (10)  �88,999  �56,510 (8) 
Silver  (Ounces) 19,79�,86�  18,1�0,��0 (8)  ��4,8�9  ���,0�8 4  
Molybdenum  11,75�  16,�04  �9   574,98�  1,085,67� 89  
Gold  (Ounces) 55,749  48,�90  (1�)  ��,605  �4,�9� �  
Lead  �0,�8�  �0,078   (1)  �4,788  49,867 101  
Sulfuric Acid  1,0��,6�7  1,�61,917   ��   48,585  70,�50 45  
Other Products      �0,779  �0,565  47  
Cars Loaded  (Thousands of units) 7�4.5 719.5 �   899,�46  99�,575 10  
Total Sales     $ 6,�59,467 $ 7,078,�47 11
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12.4%
higher than 2006
eBitda

Mining diViSion

Mining Division. Grupo México obtained fantastic financial 
results thanks to our mining operations in Mexico and Peru, 
and to greater production of molybdenum.



- 16 -

ANNUAL REPORT 07

- 17 -

GRUPO MEXICO

Grupo México’s mining division is represented by the subsidiary Southern 
Copper Corporation. The company operates mines, metallurgic plants, and has 
exploration projects in Peru, Mexico, and Chile. SCC consolidates the results for 
the mining operations and reported an outstanding performance in �007.

Southern copper corporation (Scc)

MINING dIVISION
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COPPER

The average prices for our principal 
products reported a favorable perfor-
mance in �007 compared to �006. 
The average price for copper on the 
London Metals Exchange (LME) 
and on the New York Commodities 
Exchange (COMEX) was ��� dollar 
cents per pound, respectively, com-
pared to �05 cents (LME) and �09 
cents (COMEX) during �006.

The consolidated mining production 
was 59�,18� tons of copper in �007, 
compared to 605,660 tons in �006, 

representing a reduction of 1�,500 
tons or �.�%, principally due to il-
legal stoppages at Cananea, Taxco, 
and San Martín, in Mexico. The year 
also saw lower grades at the under-
ground mines and at Toquepala. Cop-
per sales, however, increased �%, 
from US $4.144 billion in �006 to US 
$4.��5 billion in �007 as a result of 
better metals prices. 

The cost of sales increased 5.1% to US 
$�.1�� billion. This increase is due to 
higher costs for electricity and ener-
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gy, steel, and for the replacement of 
equipment and installations. 

The cash-based per unit cost for SCC 
was negative 0.167 dollar cents per 
pound of copper in �007. However, 
if we eliminate the high value of the 
mineral byproducts from the copper 
operation, we find that the cost per 
pound was US $1.40, which is 9.�% 
higher than in �006.

Wire rod plant. 

Metallurgic Complex in Nacozari, Sonora

SX/EW Plant. 

La Caridad Complex, Sonora
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COPPER	SMELTER	PRODUCTION	DURING	 	
  

   THOUSANDS OF TONS 
Mexico  
   La Caridad �0�.7  
   S.L.P.  19.9  
  Subtotal ���.6  
  
Peru  
   Ilo  �41.5  
  Total 464.1  

REFINED	COPPER	PRODUCTION	DURING	2007	 	
  

   THOUSANDS OF TONS 
Mexico  
 Ref. La Caridad 17�.� 
 SX/EWs  57.� 
  Subtotal ��0.6   
  
Peru  
 Ref. Ilo  178.4 
 SX/EWs  �6.7 
  Subtotal �15.1 
  Total 445.7 

SEMI-MANUFACTURED	COPPER	PRODUCTION	DURING	2007	 	
  

   THOUSANDS OF TONS 
WIRE ROD 
Mexico 
 La Caridad 96.6 
  Total 96.6 

PRIMARY	MINED	COPPER	PRODUCTION	AND	RESERVES	2007		 	 	 	 	 	
      
 PRODUCTION PROCESSED COPPER   MINERAL RESERVES
    MINERAL  CONTENT MILLIONS OF TONS GRADE YEARS IN
    THOUSANDS OF TONS  MINERAL   COPPER CONT.   %  OPERATION 
 Mexico       
    Concentrator:       
    La Caridad   �0,970   10�.�   �,901.8   8.97   0.��   1�6 
    Cananea    1�,545   6�.9   6,�66.6   �4.44   0.�9   500 
       Underground Mines   �,86�   9.1   64.5   0.�7   0.4�   8 TO 16 
   Subtotal   47,�78   175.�   10,���.9   ��.68  - -
SX/EWs:	        
    La Caridad   �0,017   ��.7   98�.�   0.98   0.10   �� 
    Cananea    �9,198   �4.6   1,7��.7   �.�4   0.1�   44 
   Subtotal   69,�15   57.�   �,707.0   �.��  - -

	Peru	      
    Concentrator:       
    Cuajone     �8,�10   18�.1   �,404.�   1�.50   0.5�   85  -
    Toquepala   �0,889   140.8   4,�7�.�   19.�4   0.44   �09 
   Subtotal   49,199   ���.9   6,777.6   �1.74  - -
SX/EWs:	*			    
    Cuajone    -   -   19.4   0.09   0.45  -
    Toquepala   90,5�1   �6.7   1,597.6   0.96   0.06   18 
   Subtotal   90,5�1   �6.7   1,617.0   1.05  - -

      Total Concentrator   96,577   498.�   17,010.5   65.4�  - -
      Total SX/EWs   159,7�6   94.0   4,��4.0   4.�7  - -
        Total   �56,�1�   59�.�   �1,��4.5   69.69  - -

* Solutions with Leached Copper from Cuajone are sent to the SX/EW Plant at Toquepala.       
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MOLYBDENUM 

Molybdenum is the principal byprod-
uct of the Company. The price of mo-
lybdenum reached an average of US 
$�9.91 per pound in �007, represent-
ing an increase of ��.7% compared to 
the US $�4.�8 per pound reported in 
�006. This high price is due to a sus-
tained demand for the metal and a low 
offer of significant amounts of molyb-
denum being brought to market.

The consolidated production of 
molybdenum by Southern Copper 
increased �6.9% to 16,�00 tons 
in �007, compared to 11,800 tons 
in �006, principally due to an in-
crease in production at the La Cari-
dad mine during the last quarter of 
�007 and a moderate increase at 
the Peruvian mines at Cuajone and 
Toquepala.

MOLYBDENUM	MINING	PRODUCTION	AND	RESERVES	2007	 	 	 	
    
  PROCESSED  MOLYBDENUM MINERAL RESERVES 
PRODUCTION MINERAL CONTENT  
  MILLIONS OF GRADE
 THOUSANDS OF TONS TONS %
Mining Units    
Mexico    
 La Caridad �0,970 6.�  �,901.8  0.0�9 
    
Peru    
 Toquepala �0,889  6.�  4,�7�.�  0.0�1 
 Cuajone �8,�10  �.8  �,404.�  0.019 
  Subtotal 49,199  10.0  6,777.6   
  Total 80,169  16.�  10,679.4   

PRIMaRy MINEd MOLybdENuM
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36.9%
 increaSe in Southern copper’S conSolidated MolYBdenuM production to 16,200 tonS in 2007, 
                                  coMpared With 11,800 tonS in 2006

Aerial view of the Industrial Complex 

in Cuajone, Peru

Molybdenum production represent-
ed 17.8% of sales in �007. The total 
processed mineral production was 
80,169 tons, with 16,�00 tons of 
mineral content, and 10,679.4 billion 
tons are held in reserves. Molybde-
num grades increased 8%, 7%, and 
10% at the La Caridad, Toquepala, and 
Cuajone mines, respectively, com-
pared to �006. 



ANNUAL REPORT 07 GRUPO MEXICO

AbovE

Cathode area. 

Zinc Electrolyte Plant. 

San Luis Potosí, Mexico

bELoW

Zinc Electrolyte Plant. 

San Luis Potosí, Mexico

ZINC 

Zinc sales were reported at US $�56 
million for �007, 8% less than in 
�006. Zinc production decreased 
11.4% to 1�1,01� tons in �007, com-
pared to 1�6,59� tons in �006. This 
decrease is largely due to the strike 
in Taxco and the labor stoppages at 
San Martín, which have lasted over 
5 months. Therefore, production at 
both mines was considerably less 
than that of last year. Also, the grade 
of zinc at the Charcas mining unit de-
creased slightly.    

PRIMARY	ZINC	MINING	PRODUCTION	AND	RESERVES	2007		 	 	 	 	
      

  PROCESSED  ZINC MINERAL RESERVES
PRODUCTION MINERAL CONTENT MILLIONS OF GRADE YEARS IN
 THOUSANDS OF TONS TONS % OPERATION 

Mining Units      
Mexico      
 Charcas 1,�58.5  64.0  11.�  4.79  9.0
 Santa Barbara 1,450.5  �6.�  �4.9  �.84  17.�
 San Martin  6�5.�  8.�  17.5  �.�5  �8.0
 Taxco  �47.5  8.4  6.7  6.00  �7.0  
 Santa Eulalia �80.9  14.1  4.1  6.71  14.6
      
  Total �,86�.7  1�1.0  64.5

REFINED	ZINC	PRODUCTION

   THOUSANDS OF TONS
Refineries 
Mexico 
 San Luis Potosi 90.8 
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121
tonS of zinc Were produced in 2007, 11.4% leSS                        than the 136,592 tonS produced in 2006
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preciouS MetalS

Precious metals. Gold and silver prices increased 
15.4% and 16%, respectively, compared to 2006.

267
Million in
gold and SilVer SaleS
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The average price for gold on the international markets in �007 was US $697.�5 
an ounce, 15.4% higher than the US $604.04 an ounce reported in �006. The av-
erage price for silver in �007 was US $1�.�9 an ounce, a 16% increase on the US 
$11.54 an ounce reported in �006.

Gold sales were US $�4 million, �% higher than �006, while silver sales rose 4% 
to report at US $��� million, this increase is due to higher gold prices (15.4%) 
and silver prices (16%). The increase in sales of precious metals was achieved 
despite gold production from our mines decreasing 18.�% to ��,60� ounces in 
�007, compared to �7,680 ounces in �006. In terms of silver, production was 
5.8% lower, at 15.� million ounces in �007, compared to 16.� million ounces in 
�006. This decrease in the production of both metals in �007 was due to the 
work stoppages the union has maintained since July in San Martín, Cananea, 
and Taxco.  

  

GOLD	AND	SILVER	SMELTER	PRODUCTION	2007	 	
  

 OUNCES
 GOLD SILVER
San Luis Potosi �0,9�9  8,��0,911
Caridad  19,�4�  4,4�6,866
Ilo   11,475  �,81�,496
  
  Total 61,746  16,481,�7�

REFINED	GOLD	AND	SILVER	PRODUCTION	2007	 	
  

OUNCES
 GOLD SILVER
Refineries  
 La Caridad 17,480  �,5�9,411 
 Ilo  9,515  �,657,�59 
    Total �6,995  6,196,670

PREcIOuS METaLS
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GOLD	AND	SILVER	MINING	PRODUCTION	AND	RESERVES	2007	 	 	 	
    

  OUNCE MINERAL RESERVES
PRODUCTION CONTENT
   MILLIONS GRADE
 GOLD SILVER OF TONS gr/ton.
Mining Units    
Mexico    
   Concentrates    
   La Caridad 4,180  1,89�,486  �,901.8  �.1 
   Cananea  6,91�  798,��5  6,�66.6  �.1 
   Underground Mines 4,174  8,�71,646  64.5  97.0 
 Subtotal 15,�66  10,96�,467  10,���.9  
     
Peru    
   Toquepala �,4�5  �,046,5��  4,�7�.�  4.9 
   Cuajone  4,911  �,�18,915  �,404.�  5.0 
 Subtotal 7,��6  4,�65,4�8  6,777.6  
  Total ��,60�  15,��8,905  17,010.5  
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LEAD

Lead has continued to be in demand on the international markets. Its average 
price during �007 was 117.0� dollar cents per pound, 100% higher than the 
price of 58.50 dollar cents per pound reported in �006. Thus, with a produc-
tion very similar to that of �006, sales increased 100% from just under US $�5 
million to US $50 million.

LEAD	MINING	PRODUCTION	2007	
 

    CONTENT
   THOUSANDS OF TONS
MINING UNITS 
Mexico 
 Charcas �.6 
 Santa Barbara 10.� 
 Santa Eulalia  5.� 
 San Martin 0.4 
 Taxco  1.0 
  Total 19.4
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Worker in the underground mine.

Santa bárbara, Chihuahua
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Grupo México continues with an intense exploration program to locate new de-
posits and to increase the reserves in our mines in Mexico and Peru, in addition 
to exploration projects in Chile. In �007, $40.� million was invested in exploration 
programs, compared to US $��.7 million in �006 and US $�4.4 million in �005.

NEW	INVESTMENTS	AND	MINERAL	RESERVES

MEXICO
Cananea
The Cananea project was put on hold in October �007, while conditions of labor 
irregularities and uncertainty persist at this mining unit. The project consists 
of optimizing the current concentrator and the construction of the SX/EW III, 
the Quebalix III, and a molybdenum plant. Cananea has mine plan alternatives, 
recently developed by Mintec. Also, the project requires an engineering firm 
for the overall design of the installations.

El Arco
El Arco is a project located in the state of Baja California Norte. The project con-
sists of an open pit mine with a concentrator, 100,000 tons per day capacity, 
which will produce copper concentrates with relevant contents of gold, and 
an SX/EW plant with an annual production capacity of �5,000 tons of cathodic 
copper. The board of directors has authorized a feasibility study, which will be 
completed during �008. The estimated investment for the project is approxi-
mately US $1.5 billion. The annual production expected from the project is 188 
K tons of copper and 77 K Oz of gold concentrate.

Angangueo
Angangueo is a polymetallic mine with copper, zinc, lead, and silver contents. 
It is located between the far northeast of Michoacán and the northwest of the 
State of Mexico. The mining concessions have been obtained for this project 
and we are in the process of negotiating the surface lands with the Michoacán 
State Government. The preliminary calculation has been made for two of its 
veins, while additional veins are still to be explored. This project will require an 
investment of approximately US $50 million. The annual production expected 
from the project is approximately 10 K tons of copper during the first eight 
years, as well as 1.8 million Oz of silver, the mine will become a zinc and silver 
mine principally by the end of the first eight years. 

EXPLORaTION

Conveyor belt system.

toquepala, Peru
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PERU

New dams in Toquepala
The project for the new PLS dams in Quebrada and Huanaquera, Toquepala is 
in its administrative closing stage, all the equipment has been installed and is 
in operation. As of December �1, �007, the commitments pending amount to 
US $0.5 million, with US $�6.6 million having been invested to date.

Availability of tailings at Quebrada Honda
The main equipment has been received and also some of the materials. The 
first stage of the project presents an advance of 66.6%. The civil construction 
works and access roads for the main and lateral dikes have been completed. 
Personnel are working on access road no. � and 5,500 m of the 6,880 m total 
are finished, representing an 81% advance. The tender process for the elec-
tro-mechanical installation has been started. These tasks are part of the first 
stage for the project, which will start this year and extend until �01�. As of 
December �1, �007, the commitments pending amount to US $9.00 million, 
with US $16.4 million having been invested to date.

Toquepala Concentrator
The preliminary tasks and the pre-assembly of the new grinder have been 
started. The concentrator had been using the leachable deposits grinder and 
the feed system of the concentrator to operate while the grinder was being 
changed. The project presents an overall advance of 61.5%. As of December 
�1, �007, the commitments pending amount to US $�.45 million, with US 
$4.�� million having been invested to date.

Cuajone Concentrator
A new ball mill was purchased. The installation tasks have been completed; 
the commissioner system for the new mill was implemented in January 
�008. The project presents an advance of 98% and additional funds were 
requested to complete the project. As of December �1, �007, the commit-
ments pending amount to US $0.78 million, with US $10.45 million having 
been invested to date.

copper at an SX/EW plant. The project requires an investment of US $946 mil-
lion and an additional US $��� million in the fifth year for the construction of 
the SX/EW plant. An annual production is expected of 81 K of copper content 
in concentrate, 4.7 K tons of molybdenum content in concentrate, and �� K 
tons of EW cathode as of the fifth year.

Cuajone Expansion
The Cuajone feasibility study is to determine the most appropriate technical 
economic alternative to expand the capacity of the mine and concentrator to 
105,000 tons per day. The capital cost is internally estimated at $�74 million. 
M� Engineering and Technology is the company that was selected to develop 
the feasibility study, which was started in November �007. The tender process 
for the Environmental Impact study is underway for the purpose of obtaining 
the approval of the Peruvian Government for this expansion project 

Toquepala Expansion
The Toquepala feasibility study is to determine the most appropriate techni-
cal economic alternative to increase the current production of the mine and 
concentrator from 60,000 to 100,000 tons per day, this will consider, as a 
minimum, the review and analysis of the new facilities and the modification 
of the existing facilities. The capital cost for this project is internally estimated 
at US $600 million. Three companies were pre-qualified for the tender process 
on the feasibility study and these companies will submit proposals for the en-
gineering studies, including the development of the basic and detailed engi-
neering. The tender process for the Environmental Impact study is underway 
for the purpose of obtaining the approval of the Peruvian Government.

AbovE

Isasmelt furnace equipm

ent in operation.

bELoW

Acid tank at Sulfuric 

Acid Plant No. 2, 

Ilo Smelter, Peru

61.5%
total adVance on the pre-aSSeMBlY 
                                           project for the neW Shredder                             in toquepala, With an inVeStMent of uS $4.22 Million to date

Tía María and La Tapada (SX/EW)
Tía María is a project located in the 
province of Islay in the Arequipa re-
gion. The feasibility study for the proj-
ect started in �006 was completed in 
November �007. The operating unit is 
expected to produce 10,000 tons of 
ore and will begin with the deposit 
at La Tapada to produce 1�0,000 
tons of cathode per year. The capital 
cost for the project was estimated at 
US $9�4 million. The environmental 
impact study has been started and 
the first public forum drew positive 
results. The tender process for this 
dry area is being conducted and the 
proposals will be presented in �008, 
while the documents are being pre-
pared for the tender on the wet 
area. As of December �1, �007, the 
commitments pending amounted 
to $0.58 million, with $4.98 million 
having been invested to date.

Los Chancas
Los Chancas is a project located in 
the Andres in the Apurímac region. 
There is a deposit with recoverable 
contents of copper and molybdenum, 
a pre-feasibility study performed by 
AMEX has been completed for the 
project and Los Chancas will produce 
concentrates of copper, concentrates 
of molybdenum, and also cathodic 
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13
coMMunitieS
benefited from tree planting

enVironMental actionS 2007

Environmental actions. Mexicana de Cobre offers financing to the 
nursery at Caridad, which produces pine, popular, mesquite, and 
evergreens for planting in 13 communities.
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OPERATIONS IN MEXICO  

Breaker	and	Conveyor	Belt	System	
for	 leachable	 material	 at	 Mexicana	
de	Cananea. This project is currently 
in its third phase, which involves the 
installation of 5,500 meters of con-
veyor belts and the construction of 
a 500 meter tunnel to transport the 
material to the leaching area.

Gas	 Management Project. This proj-
ect will improve efficiency in gas 
recovery and reduce emissions of 
sulfur dioxide into the atmosphere 
by the converters and the reactor at 
the Smelter	Plant	in	the	Metallurgic	
Complex	at	La	Caridad	de	Mexicana	
de	Cobre.

Rehabilitation	 of	 the	 Los	 Morales	
neighborhood. Industrial Minera 
México has shown its commitment 
to preserving the environment and 
to the community of San Luis Potosí, 
with the completion of the Environ-
mental Improvement Plan the com-
pany voluntarily initiated in August 
�005, and which ended in May �007, 
with a total project investment of 
US $�,�5�,8�6 in paving, drainage, 
and clean water works projects, slag 
heaps, the rehabilitation of public 
spaces, walkways, and recreational 
spaces, which have benefits over 

ENVIRONMENTaL acTIONS 2007

Plants at the nursery, 

San Luis Potosí

6,500 inhabitants. The company in-
vested US $1,050,57� during �007 
as part of the Environmental Im-
provement Works Program.

La	Caridad	Nursery. Mexicana de Co-
bre offers financing to the La Caridad 
nursery, located to the side of the 
Smelter facilities of the metallurgic 
complex. This nursery arose at the 
initiative of SCMM, and started opera-
tions in 1994, producing poplar, pine, 
mesquite, and evergreens, princi-
pally. The operations of this nursery 
include the sowing of the seed col-
lected from native plants, fumigation 
and the use of products to prevent 
infestations, soaking with very di-
luted solutions of hydrogen peroxide, 
to stimulate the roots and to ensure 
the germination of the seed, sowing 
in plastic bags filled with earth con-
taining nutrients for the embryo, and 
after 90 days, the �5-�0 cm trees 
are delivered for planting to the 1� 
neighboring communities.

2,253,826
inVeSted in the enVironMental iMproVeMent plan                           for San luiS potoSí, aS of 2007
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OPERATIONS IN PERU

The project for the Modernization	
of	 the	 Ilo	 Smelter	 Plant was com-
pleted, which has allowed SC-Peru to 
increase sulfur recovery to over the 
9�% required by the Peruvian Gov-
ernment, and to reduce emissions 
into the atmosphere. The average 
recovery of sulfur in �007 was 95%. 
The smelter plant is currently operat-
ing at full capacity and is expected to 
produce 1.1 million tons of concen-
trate in �008.

Availability	 of	 tailings	 -	 Quebrada	
Honda	 Dam. This project will in-
crease the height of the existing 
dame, which will optimize the recov-
ery of tailings from the Toquepala 
and Cuajone mining units. The first 
stage of this project is in develop-
ment and will not be completed until 
the year �01�. The total cost of this 
project is estimated at US $66 mil-
lion. US $16.4 million has been spent 
as of December �1, �007.

PLS	Dams	at	Huanaquera. This proj-
ect involves the construction of a 
PLS deposit and rainwater dame for 
the leaching plant at Toquepala. The 
project is currently in its administra-
tive closing stage, all the equipment 
has been installed and is operating. 
The total expense for this project, as 
of December �1, �007, was US $�6.6 

million, and it is expected that US 
$0.5 million will be needed to com-
plete the project.

Project advance on the Ball	Mill	at	To-
quepala, used in the production pro-
cess. The expense, as of December 
�007, was US $10 million, presenting 
an advance of 97%.

Titijones	Rationed	Water	Consump-
tion. In response to concerns from 
the community and the authorities, 
SC-Peru has been implementing ac-
tions to study and change its opera-
tions to improve the water supplies 
at Titijones. An example of this is 
that the extraction of ground water 
from this source has been reduced 
over the last four years to preserve 
its renewable reserve. It should be 
mentioned that the production cost 
of water currently ranges between 
US $0.1� and 0.10/m� for both op-
erative units and that the usable vol-
ume from this source reaches �4.5 
MM�, from which up to 11.5 MM�, 
equal to �64 L/s, may be conserva-
tively extracted as a renewable vol-
ume, and the current extraction is 
�70 L/s. Southern Copper – Peru has 
also implemented a regimen system 
for the seasonal use of the Quebrada 
Honda source to take advantage of 
excesses during the rains and to im-
prove the availability of ground water 
during the dry season.

LEft

Aerial view of the tailings dam in

Quebrada honda, tacna, Peru

AbovE

Control panel at the Concentrator 

mill plant. Cuajone, Peru

bELoW

Electrostatic precipitator. 

Ilo Smelter, Peru
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With regards to addiction prevention, and the fostering and development of 
family relationships, anti-doping and alcohol tests are conducted at the Mexi-
cana de Cobre, Mexicana de Cananea, San Luis Copper Plant, and Zinc Electro-
lyte Plant units, where employees are randomly selected for testing, respect-
ing their individual rights, to improve their personal development and healthy 
relationships with their families and the surrounding community.

SCMM extends its concern to the employees of contractor companies, grant-
ing access to its health services provided through the hospitals at the opera-
tive units.

OPERATIONS IN PERU

Peru has a hospital infrastructure, where there are two principal focal points: 
a) occupational health, and b) community health. 

This section concerns the subject of occupational health, while the section 
following will develop the topic of community health.

With regards to occupational health, the company continues to work on the 
following actions:

• Worker health programs, for the detection and prevention of low back pain, 
and socio-muscular and osteo-muscular problems, principally. Annual oc-
cupational health exams are provided to all employees.

• Training in the prevention and detection of contingencies, related to 
topics on the use of preventive equipment and emergency simulations. 

OPERATIONS IN MEXICO  

SCMM has undertaken specific to 
reduce the risk factors of exposure 
to professional illnesses. Notewor-
thy is the prevention of generating 
dust and noise from operations, the 
use of personal protective equip-
ment, with the proper training for 
its use and distribution according 
to the activities of the personnel, 
measures to monitor employee ex-
posure in the workplace, training 
in prevention and contingencies, 
worker and community health pro-
grams. The occurrence of profes-
sional illnesses continued to de-
cline during �007.

Also, the company conducts Indus-
trial Hygiene in the Workplace Stud-
ies at least once a year at its differ-
ent operative units. These studies 
analyze the principal factors that 
cause professional illnesses. The re-
sults of the studies are applied to re-
view work procedures, safety equip-
ment, installations, exposure times, 
implementing corrective measures 
as necessary and subsequent moni-
toring to detect and register poten-
tial risks.

Mexicana de Cananea operates the El 
Ronquillo Hospital, where there are 
self-help groups for patients suffer-
ing from diabetes, hypertension, and 

cardiac illnesses. The Hospital also 
offers monthly papanicolaou tests 
for the detection and prevention of 
cervical cancer and help for women 
on how to perform breast self exams. 
Services are provided free of charge 
to union and payroll employees, 
and also to their direct family mem-
bers and to retired personnel. Also, 
prostatic antigen exams are offered 
each month for men over 45 to pre-
vent and detect prostate cancer, and 
glucose and blood pressure tests 
are also offered to detect diabetes 
mellitus and high blood pressure, 
high cholesterol, and triglycerides, to 
mention a few.

cOMMuNITy RESPONSIbILITy

1
once a Month, Medical eXaMinationS are proVided  to detect chronic-degeneratiVe illneSSeS

LEft

Grupo México and SCC personnel 

with the safety equipment they 

need to perform their duties 

without risk

RIGht

Lab personnel. Zinc 

Electrolyte Plant
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	 2007
 (MILLIONS OF DOLLARS)
UNIT  PLANNED REAL
Guaymas Unit  0.6  0.5
Lime Plant    5.1  5.7
Mine-Concentrator  5.7  5.5
Metallurgic Complex    10.5  8.9
   
 Total  $ �1.9 $ �0.6
 

UNIT  PLANNED REAL
Mexicana de Cananea*  6.4  4.6
   
 Total  $ 6.4 $ 4.6
      
UNIT  PLANNED REAL
Mexicana del Arco   0.4  0.4
   
 Total  $ 0.4 $ 0.4
       

  Total  $ �8.7 $ �5.6

   
*  Work Stoppage

ENVIRONMENTaL INVESTMENT 
MeXicana de coBre and MeXicana de cananea

Programs on: health education and first aid, equipment in the event of 
an emergency, procedures in the event assets are lost, controlling fires, 
and initial response to incidents involving hazardous materials, the use 
of  structural prevention equipment, and techniques and tactics for extin-
guishing fires.

• Monitoring employee exposure in the workplace, principally in terms of the 
prevention and treatment of pneumoconiosis and hearing loss. Programs 
on: respiratory protection, hearing preservation, radiological protection, 
control of biological risks, control of exposure to phosphoric elements, con-
trol of high altitude conditions.

• Prevention of the generating of dust and noise, through the use of personal 
protective equipment, with the proper training in its use and distribution 
according to the activities of the personnel ..

• These activities were developed with contracted medical personnel with 
the support of residents from the Universidad Peruana Cayetano Heredia, 
under the practice training agreement for students of Occupational Medi-
cine, in effect in �007.

• As a result of these measures implemented, no illnesses were recorded 
caused due to exposure to dust. The number of cases of injury due to ex-
posure to noise was �% lower than in �006. The company must promote a 
culture of safety among its employees, through the use of anti-noise ear 
plugs, although the health and safety courses have emphasized the impor-
tance of the proper use of all protective equipment.

• Sexually transmitted disease prevention programs have been offered for 
employees and their families to prevent risks to the health of the commu-
nity. In addition to the occupational health programs, other programs are 
offered for the prevention and treatment of illnesses such as high blood 
pressure, obesity, and high cholesterol, among others.

oxygen tower for 

Sulfuric Acid Plant No. 2. 

Ilo Smelter, Peru
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GEOGRaPHIc MINING LOcaTION

cananea

la caridad

BuenaViSta

el arco

Santa
BÁrBara

nueVa roSita

San Martín

charcaS
roSario

BolañoS
San luiS potoSí

angangueo
MÉXico, d.f.

taXco

tantahuataY

loS chancaS

liMa
cuajone

tía María
toquepala

ilo

catanaVe

Sierra aSpera
eSperanzael Salado

Santa
eulalia

PERU  

MINES:

CUAJONE
Copper, Silver, Molybdenum and Gold

TOQUEPALA
Copper, Silver, Molybdenum and Gold

SMELTERS, REfINERIES, 
AND OThER PLANTS:

ILO 
Smelter and Refineries
Copper, Silver and Gold
Sulfuric Acid Plant

TOQUEPALA
Copper Electrodeposition Plant

PRINCIPAL EXPLORATION OR 
DEvELOPMENT PROjECTS:

Los Chancas, Peru: Copper

Tantahuatay, Peru (Joint Venture): 
Gold and Copper

Tía María, Peru: Copper

Catanave, Chile: Copper
  

Sierra Aspera, Chile: Copper and Gold

El Salado, Chile: Copper and Gold

Esperanza, Chile: Copper

MinERa MExico
 

MINES:
                                  

MEXICANA DE COBRE         
La Caridad, Sonora
Copper, Molybdenum, Gold and Silver 

MEXICANA DE CANANEA
Cananea, Sonora
Copper, Gold and Silver 

INDUSTRIAL MINERA MÉXICO 
Charcas, San Luis Potosí
Silver, Copper, Lead and Zinc
San Martín, Zacatecas
Silver, Lead, Zinc and Copper
Santa Eulalia, Chihuahua 
Silver, Lead and Zinc
Santa Bárbara, Chihuahua
Gold, Silver, Copper, Lead and Zinc
Taxco, Guerrero 
Gold, Silver, Lead and Zinc
Rosario, Sin. 
Lead, Zinc, Silver and Gold
Nueva Rosita, Coahuila
Coal 

SMELTERS, REfINERIES, AND OThER PLANTS:

MEXICANA DE COBRE
La Caridad, Sonora
Copper Smelter
Electrolytic Copper Refinery
Copper Electrodeposition Plant
Sulfuric Acid Plant
Wire Rod Plant
Gold and Silver Refinery

Agua Prieta, Sonora
Lime Plant

MEXICANA DE CANANEA
Cananea, Sonora 
Copper Electrodeposition Plants

INDUSTRIAL MINERA MÉXICO
San Luis Potosí, San Luis Potosí
Copper Smelter and
Arsenic Trioxide Refinery

Zinc Electrolytic:
Refining of Zinc and Cadmium 
Gold and Silver Concentrates
Sulfuric Acid Plant

Nueva Rosita, Coahuila 
Cokeable Coal and By-Products
Washed Coal, Coke and By-Products 

PRINCIPAL EXPLORATION OR 
DEvELOPMENT PROjECTS:

El Arco, B.C.N.: Copper and Gold
Bolaños, Jal.: Gold, Silver, Copper and Zinc
Angangueo, Mich.: Gold, Silver, Lead and Zinc
Buenavista, Sonora: Silver, Copper and Zinc

SIMboLoGY

MINES

PLANTS

MAIN OffICE

OffICES

EXPLORATIONS
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MINING PROducTION SuMMaRy*
diStriBution 2007

TONS 2007 �006 �005 ** �004 �00�
Copper Concentrates  1,918,�81   1,884,549   �,�48,1�0   �,618,99�   �,4�0,�48 
Copper Content in Concentrates  498,�07   506,085   6�4,�11   700,7�4   655,096 
Copper Content SX/EWs (Cathodic)  9�,975   99,575   150,985   17�,7�6   179,68� 
Total Mined Copper Content  59�,18�   605,660   785,196   87�,450   8�4,779 
     
Smelter Copper Content  464,110   588,��0   674,565   69�,5��   645,994 
Copper in Refineries  �51,740   47�,656   570,597   591,959   566,168 
Refined Copper (Refineries + SX/EWs)  445,715   57�,��1   7�1,58�   764,685   745,851 
     
Refined copper converted into Wire Rod  96,607   96,580   �0�,�98   �58,79�   197,045 
Refined copper converted into Cake  -     -     18,840   57,718   �9,47� 
     
Zinc Concentrates  ���,76�   �5�,14�   �64,�14   �44,141   ��6,4�1 
Zinc Content in Concentrates  1�1,01�   1�6,59�   14�,609   1��,778   1�8,760 
Zinc in Refineries  90,766   45,�79   101,5��   10�,556   101,069 
     
Lead Concentrates  �9,1�0   �8,896   �8,54�   �7,544   40,�11 
Lead Content in Concentrates  19,�8�   19,081   19,545   18,84�   �0,884 
     
Gold Content in Concentrates (ounces)  ��,60�   �7,680   ��,444   ��,7�6   ��,��7 
Gold in Refineries  (ounces)  �6,995   �1,590   40,940   40,714   47,�51 
     
Silver Content in Concentrates (ounces)  15,��8,905   16,171,597   19,0��,917   19,4�0,590   19,0�4,94� 
Silver in Refineries  (ounces)  6,196,670   8,041,9�7   10,145,584   11,0�0,4�7   1�,091,009 
     
Molybdenum Content in Concentrates  16,�08   11,8�7   14,80�   14,�7�   1�,5�1 
     
Coal   97,446   �15,�0�   664,10�   �67,6�5   40�,761 
Choke   6�,455   55,7�8   44,406   46,��5   76,645 
Sulfuric Acid  1,610,717   1,145,46�   1,550,47�   1,660,167   1,461,755 
Cadmium   6�4   408   706   697   68� 
Arsenic Trioxide  65�   1,595   1,664   1,8�0   1,7�8 
Lime   10�,754   71,48�   1�1,�56   115,977   117,800  

  
* Figures expressed in metric tons, except where indicated.     

** Includes Asarco production to August 9, �005.     

LEft

Aerial view. 

La Caridad Complex, hermosillo



- 48 -

ANNUAL REPORT 07

- 49 -

GRUPO MEXICO

6.4%
reVenueS than 2006
higher

tranSport diViSion

ferromex generated revenues of US $988 million in 
2007, 6.4% higher than 2006
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grupo ferroViario MeXicano-ferrocarril MeXicano (gfM-ferroMeX)

Ferromex generated revenues of US $988.0 million in �007, 6.4% higher than 
sales for �006, with an average distance traveled of 850 kilometers, resulting 
in a net total of 40.458 billion tons-kilometer, �.5% higher than in �006.

During �007, US $�78.9 million was invested for a cumulative investment of 
US $1.��5.7 billion over the period from 1998 to �007. These investments 
were greater than those made in �006 and were principally for the purchase 
of 40 locomotives, the conditioning and changing of some tracks, and also 
the purchase of track machinery, which has permitted increased train speed, 
improved operating safety, and savings in diesel consumption. With this in-
vestment, Ferromex strengthens its position to have the largest railroad fleet 
in Mexico.

OPERATIONS

National and International Freight Service
Ferromex provides national and international freight services through unit, 
direct, and intermodal, trains. These services may consist of interchanges re-
ceived, interchanges originated, pass through, or local traffic.  Approximately 
�8.5% of the cars operated by Ferromex are owned by the company and the 
remaining cars belong to private railroad companies, domestic and foreign 
(principally from the United States and, to a lesser extent, from Canada).    

Financial Information by Business Line, Geographic Region, and Export Sales
During �007, 88% of Ferromex revenues were generated from the following 
business sectors: agriculture, minerals, industrial products, cement, chemi-
cals and fertilizers, intermodal, oil and oil products, metals, and automotive.

The other services that represent the other 1�% of the general revenues 
include revenues from fuel variations, passenger transportation service, 
car hire, and other miscellaneous services. The diverse nature of the busi-
ness base offers Ferromex a certain degree of stability with regards to the 
seasonal nature of some sectors, such as the agricultural sector, which 

is compensate by continual flows 
from other sectors, such as the ce-
ment, minerals, and the chemical 
products sectors.    

Operating Cost
The cost of operation, including labor, 
materials, indirect expenses, and car 
hire, increased 7.�%, from US $590.6 
million in �006 to US $6��.7 million 
in �007. Labor costs increased 8.0% 
during �007 due to salary raises, in-
creases in operative personnel, and 
the greater number of trains oper-
ated in relation to higher volumes.

The price of diesel increased 7.1%, 
which, combined with the higher 
consumption of liters, represented 
an increase of US $11.0 million. 

infraeStructura Y tranSporteS MÉXico (itM)

TRaNSPORT dIVISION

Locomotives and Railroad Equipment
During the fourth quarter of �007, GFM-Ferromex purchased 40 GE ES44AC 
locomotives, had 60 GE4400 locomotives and 15 EMD4�00 locomotives ac-
quired during �006, and 60 locomotives acquired between 1998 and �004, 
for a total of 589 locomotives as of December �1, �007. Other investments 
were made in December �007 to purchase 100 shares (less than 1% of the 
issued shares) in TTX Company, US leasing company of class I railroad equip-
ment to railroads, for the amount of $10.5 million.
 
Ferrosur
Ferrosur sales were US $�44.6 million in �007, 5.8% higher than the US $��1.� 
million in �006. The EBITDA was US $69.� million for �007, compared to US 
$6�.6 million for �006. The net earnings were US $��.� million in �007, 15.�% 
higher than that reached in �006. Ferrosur’s debt as of December �1, �007 
was $180.8 million, which on considering a cash and banks balance of US 
$48.7 million, results in a net debt of US $1��.1 million.
 
The financial information for Ferrosur is presented under the participation 
method therefore it is not consolidated with Grupo México, however, if Fer-
rosur were to consolidate with Grupo México, sales for the transport division 

LEft

Intermodal terminal in 

Guadalajara, Jalisco, Mexico

RIGht

Intermodal Port for 

“Door-to-Door” service. 

Monterrey, N.L., Mexico
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would total $1.�41 billion and the 
EBITDA would reach $�9�.1 million. 
The incorporation of Ferrosur into the 
transport division would represent a 
participation in this division of 16.9% 
in sales and 9.6% in the EBITDA.

Intermodal México
Sales reached US $�1.8 million be-
tween January and December �007, 
19.6% higher than the previous year, 
reporting earnings of US $�.7 million, 
46.5% higher than �006.

Intermodal has been consolidating 
as a value added service company 
for users of railroad transportation. It 
services 10 intermodal terminals and 
1� general freight terminals for Ferro-
mex and Ferrosur, the most recently 
being the terminal at Veracruz. Locomotive with environmental 

technology to make fueling 

Station processes more efficient. 

Manzanillo, Col., Mexico

Intermodal received its ISO-9001 
�000 certification in �007 and im-
plemented information systems with 
real time access for customers.

Texas Pacífico Transportation LTD
This line operates in the US State of 
Texas, with a distance of �76 miles 
(605 kilometers).

Rehabilitation works continue to 
take advantage of the potential in 
the region and cross-border trade 
from the central US to the northeast 
of Mexico.
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Ferromex is a company that has over six thousand employees, whose ac-
tivities take this company to various communities and important cities in 
Mexico. This is why Ferromex has taken on the task of focusing its services 
on promoting sustainable community development and the development 
of its personnel; the obligation of a socially responsible company. We have 
achieved this internally, through ongoing training programs, safety and hy-
giene campaigns at our work centers, and also with assistance for the educa-
tion and health of our employees’ families; and externally, by improving the 
environment through the implementation of processes and the purchase of 
modern and efficient equipment, planting and distributing trees, community 
supports, subsidized public transportation, and public works projects. Fer-
romex promotes and supports sustainable development in Mexico with solid 
results and actions:  

1. Investment of US $8.4 million to meet 1,�81 environmental commitments, 
undertaken with the Attorney General’s Office on Environmental Protection 
(PROFEPA).

�. Investment of approximately US $0.9 million in equipment for 9 lo-
comotive shops, with primary and secondary treatment units, or de-
canters to separate water from oil, in Mazatlán, Nogales, Guadalajara, 

Irapuato, and Torreón; receiving 
Clean Industry Certification from 
the PROFEPA in �008 for the lo-
comotive shop in the city of Gua-
dalajara, Jal.  

   
�. Investment of more than US $0.� 

million in reforestation; sowing 
approximately 40,000 different 
species of plants throughout the 
system and installations.

   
4. Investment of US $�58.� million 

between �006 and �007, for the 
purchase of 115 General Electric 
(GE) and Electro Motive Division 
(EMD) brand locomotives, which 
comply with the environmental 
regulations of the Environmental 
Protection Agency (EPA), contrib-
uting to clean and efficient trans-

fERROMEX: THE ENVIRONMENT aNd 
SuSTaINabLE dEVELOPMENT

port improving the quality of life 
in the country.

  
5. Investment of US $0.9 million, for 

the purchase of 10� Smart Start 
units, for the automatic activation 
and shutdown of the locomotives, 
reducing the release of contami-
nants into the environment.

  
6. Investment of approximately US 

$1.0 million, for the purchase of 
more than 1,000 energy saving 
lighting units.

  
7. Transportation of more than 

85,700 people through Economy 
Class passenger service, operat-
ing on the Q line; supporting iso-
lated communities in the Sierra de 
Chihuahua.  

8. Investment of US $�7.1 million in 
community social assistance pro-
grams in the Sierra de Chihuahua.

  
Investment of over $70.0 million pe-
sos in public works projects to benefit 
the communities of Celaya, Irapuato, 
Torreón, Nogales, and Altamira.

LEft

“Chepe” tourist train in 

Chihuahua, Mexico

RIGht

GE Evolution ES44AC 

“Last Generation” Series Locomotive
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2007 financial analYSiS

During 2007, GMEXICo share prices reported an 
appreciation of 82%, compared to the 60% appreciation 
reported in 2006.

82%
appreciation
on Share priceS
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annual report

fINaNcIaL aNaLySIS 2007

Behavior of GMEXICO stock 
During �007, the GMEXICO share price reported an appreciation of 8�%, com-
pared with an appreciation of 60% in �006. The following table shows the 
stock behavior for each quarter over the last two years:

 
 2007 �006
  $/SHARE HIGH LOW HIGH  LOW
 First Quarter 5�.�7 �7.19 �0.95 �4.5�
 Second Quarter 66.70 51.94 �9.7� �6.�5
 Third Quarter 79.91 57.�5 �6.40 �1.�7
 Fourth Quarter  96.95 64.01 41.4� ��.56

As of December �1, �007, �,571,449,0�5 shares were in circulation and there-
fore the market value of Grupo México on this date was approximately US 
$16.��0 billion.

The following graph shows a comparative of the last two years between the 
behavior of the Prices and Quotes Index (IPC) and Grupo México stock.
 

Stock dividends
During �007, Grupo México distributed a total of $10.0�5 billion pesos in divi-
dends, 69% higher than the dividends distributed during �006, which totaled 
$6.868 billion pesos. The following table shows the dividend amounts per 
share distributed for each quarter over the last two years:

	 2007
 $/SHARE DATE OF PAYMENT
First Quarter 0.90 May 15, �007
Second Quarter 1.00 September 0�, �007
Third Quarter 1.10 November �7, �007
Fourth Quarter 0.90 February 15, �008

 �006
 $/SHARE DATE OF PAYMENT
First Quarter 0.60 May 17, �006
Second Quarter 0.60 August 01, �006
Third Quarter 0.56 November 06, �006
Fourth Quarter 0.90 February 15, �007

Share earnings
The per share earnings for �007 increased to US $0.65, compared with US 
$0.60 for �006, representing an increase of approximately 8%. The details by 
quarter are shown as follows:

	 2007
 NET EARNINGS EARNINGS PER 
 (THOUSANDS US$) SHARE (US$/SHARE
First Quarter 4�7,879 $ 0.17
Second Quarter 5�4,77� $ 0.�0
Third Quarter 498,87� $ 0.19
Fourth Quarter 169,578 $ 0.07

AbovE

team of miners beside the jumbo 

plant. Charcas, San Luis Potosí

bELoW

truck unloading material. La 

Caridad Complex, Sonora
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 �006
 NET EARNINGS EARNINGS/SHARE
 THOUSANDS (US$) (US$/SHARE)
First Quarter ��1,0�4 $ 0.1�
Second Quarter �5�,046 $ 0.14
Third Quarter �9�,68� $ 0.15
Fourth Quarter 45�,946 $ 0.18

Stock Repurchase Fund
On April �0, �007, the Grupo México’s Ordinary General Shareholders’ Meet-
ing authorized a fund for the repurchase of stocks for the amount of 
$�,�40,000,000 pesos. As of December �1, �007, Grupo México had re-
purchased 8,86�,500 shares for an amount equal to $496,416,5�6 pesos. 
Also, 1,9�7,500 shares were re-placed for an amount equal to $165,�05,588 
pesos, leaving a balance of ��,550,965 repurchased shares in the Fund at 
$�,108,795,180 pesos. 1,511,5�5 shares ($11�,000,000 pesos) were trans-
ferred to Trust Number �855-8 to be used for the officers and employees 
stock Sale Plan.

	 2007
 SHARES PURCHASED AMOUNT IN PESOS
First Quarter 4,�55,500 $ �00,006,000
Second Quarter -  -
Third Quarter 4,607,000 $ �96,410,000
Fourth Quarter -  -

 �006
 SHARES PURCHASED AMOUNT IN PESOS
First Quarter �,1�7,500 $ 75,78�,000
Second Quarter 6,�04,100 $ �0�,�4�,000
Third Quarter 9,148,�85 $ �69,706,000
Fourth Quarter �46,400 $ 9,486,000

 

AbovE

Material being transported. 

Cananea, Sonora

bELoW

oven at the Metallurgic Complex.
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Debt Profile for Grupo México and Subsidiaries
As of December �1, �007, the total consolidated debt for Grupo México was US 
$�,067.� billion, with a cash and banks balance of US $�,664.9 billion, result-
ing in a positive cash balance of US $597.6 million. 

In November �007, Ferromex carried out a successful placement of Securities 
Certificates on the Mexican Financial market, the issue was placed in two forms 
on terms of: (i) 7 years at the TIIE rate (�8 days) + �4 basis points for $1.000 bil-

lion pesos, and (ii) 15 years at a fixed 
rate of 9.0�% for $1.500 billion pesos. 
The resources generated were allocat-
ed to the refinancing of a portion of its 
bank debt, improving the maturity pro-
file and financing costs. Fitch Ratings 
rated the Securities Certificates at AA 
(mex) and Standard & Poors at mxAA.

MILLIONS OF US$  2007 �006
Grupo México Holding   
 Total Debt $ 0 $ 0
 Cash and Banks $ 1,0�1.8 $ �05.�
 Net Debt ($ 1,0�1.8) ($ �05.�)
Infraestructura y Transportes México   
 Total Debt $ 0 $ 0
 Cash and Banks $ 85.� $ 50.�
 Net Debt ($ 85.�) ($ 50.�)
Americas Mining Corporation   
 Total Debt $ 0 $ 0
 Cash and Banks $ 1.0 $ 40�.1
 Net Debt ($ 1.0) ($ 40�.1)
Southern Copper Corporation   
 Total Debt $ 1,449.8 $ 1,5�8.1
 Cash and Banks $ 1,409.� $ 1,0��.8
 Net Debt $ 40.5 $ 505.�
Ferromex   
 Total Debt $ 617.5 $ 5�8.4
 Cash and Banks $ 1�7.6 $ 159.1
 Net Debt $ 479.9 $ �79.�
Grupo México Consolidated   
 Total Debt $ �,067.� $ �,066.5
 Cash and Banks $ �,664.9 $ 1,940.4
 Net Debt ($ 597.6) $ 1�6.1 
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Debt	Details

MILLIONS OF US$   BALANCE RATE DATE OF LAST 
   AMORTIZATION

Southern Copper Corporation   
10 year Yankee Bond Series “A” $ 150.0 8.�5% 01-Apr-08
�0 year Yankee Bond Series “B” $ 56.4 9.�5% 01-Apr-�8
Mitsui Loan $ 60.0 Libor +1.�5% 15-Dec-1�
10 year Bond Maturing �015 $ 199.1 6.�8% �7-Jul-15
�0 year Bond Maturing �0�5 $ 984.� 7.50% �7-Jul-�5
   
GFM - Ferromex   
Securities Certificates* $ 1�8.0 9.0�% �8-Oct-��
Securities Certificates* $ 9�.0 TIIE+0.�4% 07-Nov-14
Securities Certificates* $ 110.5 Cetes+�.15% 04-Dec-08
Banamex-Eximbank* $ 99.5 8.18% 15-Sep-15
Banamex* $ �0.7 8.�5% 15-Mar-14
Bank of America-Eximbank $ 16.0 Libor+0.10% �5-Aug-09
BNP Paribas-Eximbank $ �6.7 Libor +0.09% �5-Jul-1�
HSBC-EDC $ �0.1 Libor +0.08% �7-Nov-14
HSBC $ �.4 Libor +0.40% �7-Nov-14
CALYON $ 19.8 Libor +0.40% 15-Jun-16
CALYON-Eximbank $ 70.8 Libor +0.0% 15-Jun-16

* Loan contracted in pesos, the interest rate is listed in pesos, but this summary reflects the debt in dollars at the exchange rate of 

$10.866�.

Debt Maturity 
The following table shows the maturity schedule for the debt:

MILLIONS OF US$ �008 �009 �010 �011 �01�+
Southern Copper Corporation $ 160.0 $ 10.0 $ 10.0 $ 10.0 $ 1,�59.8
GFM - Ferromex $ 15�.� $ 4�.8 $ �4.8 $ �4.8 $ �51.9
Grupo México Consolidated $ �1�.� $ 5�.8 $ 44.8 $ 44.8 $ 1,611.7

Credit Ratings for Grupo México and Subsidiaries
On September 14, �007, Fitch upgraded its credit rating for Southern Copper Corporation and Minera México from BBB- 
to BBB as a result of a low leverage level, strong liquidity position, and amortization of manageable debt. Fitch also 
upgraded its credit rating for Americas Mining Corporation and Grupo México from BB+ to BBB- due to a better consoli-
dated debt profile.

 MOODY´S STANDARD & POOR´S FITCH RATINGS
grupo México   
International Rating - BBB- BBB-
   
Americas Mining Corporation   
International Rating - BBB- BBB-
   
Southern Copper Corporation   
International Rating Baa� BBB- BBB
US$1 billion Senior Note Baa� BBB- BBB
Domestic Rating - - BBB
   
Minera México   
Domestic Rating - - BBB
International Rating Baa� - BBB
Yankee Bond Baa� - BBB
   
ferromex   
Domestic Long Term Rating - mxAA AA(mex)
International Rating - - BBB-
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Acquisition of Ferrosur and the Current Situation 
On November �5, �005, Grupo México announced its subsidiary ITM, through 
its subsidiary Infraestructura y Transportes Ferroviarios, S.A. de C.V. (ITF), had 
acquired 99.99% of the shareholder capital in the company FERROSUR, S.A. de 
C.V., owned by Grupo Carso-Sinca Inbursa.

According to Accounting Principle SFASB 141, final authorization must be ob-
tained from the Federal Competition Bureau (CFC) in order to consolidate the 
accounting. On June ��, �006, the CFC passed a resolution to not authorize 
the concentration of Ferrosur in ITM, on which a motion for reconsideration 
was filed during the third quarter of �006, which the CFC ruled to be based 
on inadequate relevant market criteria. On November 16, �006, Grupo México 
reported that the CFC had rejected the motion for reconsideration. 

In answer to the CFC resolution denying its authorization to concentrate Fer-
rosur, ITM filed a motion for annulment with the Federal Court of Justice on 
Tax and Administrative Matters. Kansas City Southern challenged the resolu-
tion on the argument that the CFC should have imposed sanctions on ITM, and 
ordered ITM to deconcentrate Ferrosur, petition that was denied by the CFC. 
This decision against the petition of Kansas City Southern was upheld on final 
ruling by a Collegiate Circuit Court. 

Ferrosur sales were US $�44.6 million in �007, 5.8% higher than the US $��1.� 
million in �006. The EBITDA was US $69.� million for �007, against US $6�.6 
million for �006. The net earnings were US $��.� million in �007, 15.�% higher 
than that reached in �006. Ferrosur’s debt was US $180.8 million as of De-
cember �1, �007, which on considering a cash and banks balance of US $48.7 
million, results in a net debt of US $1��.1 million.

The financial information for Ferrosur is reported under the participation 
method therefore Ferrosur does not consolidate with Grupo México, however, 
if Ferrosur were to consolidate with Grupo México, sales for the Transport Di-
vision would total US $1,�40.7 billion and the EBITDA would reach US $�9�.1 
million. The incorporation of Ferrosur into the Transport Division would repre-
sent a participation in this division of 16.9% in sales and 9.6% in the EBITDA.

Asarco LLC Situation  

Asarco LLC is currently undergoing bankruptcy proceedings (Chapter 11) in 
the US; the purpose of these proceedings is to achieve its financial reorgani-
zation. On the one hand, the environmental liabilities of Asarco LLC need to 
be defined and, on the other hand, the Judge must decide whether to assign 
any responsibility to Asarco LLC regarding the asbestos operation of its sub-
sidiaries LAQ and CAPCO, companies that ceased to operate in 1986 and 199� 
respectively. Grupo México is confident that the bankruptcy process will be 
resolved before the end of �008, to the satisfaction of all parties concerned, 
resulting in the certainty Asarco LLC needs for its successful operation.

Asarco LLC reported revenues of $1.688 billion as of December �1, �007, 
its EBITDA was $5�9 million, and its cash position $9�� million. These three 
indicators show the viability and solvency of Asarco LLC, and contribute to 
facilitating negotiations between Americas Mining Corporation (“AMC”) and 
the Department of Justice, to reach satisfactory agreements that will allow 
Asarco LLC to return to normal operations, offering security to creditors and 
increasing the value of Grupo México. Asarco LLC petitioned the Court and 
was granted an extension of two months, to April 11, �008, to submit its reor-
ganization plan.

Investments
The consolidated investment program of Grupo México as of December �1, 
�007 reached US $6�7.1 million, 1�.9% less than the US $7�1.7 million invest-
ed in �006, of which US $�55.9 million corresponded to the Mining Division 
and US $�81.� million to the Railroad Division.

The Mining Division, through SCC, incurred capital expenses in the amounts 
of US $�55.9 million and US $478.5 million in �007 and �006, respectively, 
and we are projecting capital expenses of approximately US $5�0.0 million in 
�008. In general, the purpose of the capital expenses and projects described 
below is to contribute to a greater vertical integration of our operations by 
increasing our production capacity of refined metals.

The Company expects to satisfy the cash needs for these projects with its 
own cash flow, with funds generated internally, and with additional external 
financing, if necessary.

1 Asarco´s operation in USA stopped consolidating on August 9th. �005
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The following table shows SCC’s capital expenses for the fiscal years ending December �007 and �006:

 (MILLIONS US$)
 FISCAL YEAR ENDING 
 DECEMBER �1
 2007 �006

Projects  
Modernization of the Ilo smelter $ �1.0 $ 160.9
Ball mill at Cuajone  10.0  0.4
Crushing system and conveyor belts at Toquepala for leachable material    �.0  �.�
Availability of tailings–Quebrada Honda Dam  1�.8  �.5
Leaching tank at Cuajone  1.4  �.4
PLS Dam at Huanaquera  10.5  15.6
Tailings dam at La Caridad – internal dikes  �.1  �.4
Metallurgic Laboratory – La Caridad  1.8  -
Gas cartage system at La Caridad  1�.�  4.7
Improvements to the acid plant at La Caridad  -  1.0
Vertical lime oven at La Caridad  �.0  0.5
PLS Dams and leaching system at Cananea  4.1  0.8
SX/EW Plant III at Cananea  0.�  1.9
Crushing system and conveyor belts for leachable material phase II and III  �1.5  7.�
Choke ovens at Nueva Rosita  -  �.5
Vertical underground well at San Martín    -  �.6
Expansion of the tailings dam – Concentrator at La Caridad   1.9  -
Expansion of the Santa Bárbara mine Segovedad II and conveyor  
 belts and main substation    �.7    0.8
Total project expenses  108.�  �11.5
  
Capital replacement expenses:  
Mexico  1�9.0  176.1
Peru   68.5   68.�
Total replacement expenses  �07.5  �44.�
Exploration Projects  40.�  ��.7
Total capital expenses   $ �55.9 $ 478.5

US $�81.� million was invested in the railroad sector (including Intermodal 
operations) during �007, 11.1% more than in �006, for an accumulated in-
vestment of US$1,��8.1 billion between 1998 and �007. These investments, 
which include the accumulated rehabilitation of 1,�41.� kilometers of track 
with new rails and �70.� kilometers with re-covered rails, have allowed the 
capacity of the infrastructure to increase to 1�0 tons on the basic network, 
reaching the standard set in the US, improvements to operating safety and 
increases in train speeds. Also, construction was completed on 9 new sid-
ings, � auxiliary tracks, and �4 siding expansions and/or rehabilitations, the 
Intermodal and Automotive Terminals were also completed in Monterrey, N.L. 
and Hermosillo, Son., and 90 gondolas were purchased. The amount invested 
in �007 includes the acquisition of 40 new locomotives by GFM.

The following table shows the capital expenses of GFM-Ferromex for the fiscal 
years ending December �1, �007 and �006:

 

 (MILLIONS US$)
 ITEMS  2007 �006
Pulling Equipment  118.7  159.�
Track   86.�  18.9
Investment Projects  ��.4  �8.4
Investment Projects  10.4  8.1
Others   9.9  19.8 
Dragging Equipment  9.5  0.8
Track Machinery  7.1  �.0
Automotive Equipment  5.�  �.4
Telecommunications Equipment  4.�  4.5
Bridges, Tunnels, and Drainage  4.1  5.�
Lands   0.1  -
Total Fixed Assets  �78.9  �51.5

Concentrator Plant. 

Cananea, Sonora
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* Ferrosur does not consolidate its results with Grupo México

the Book Value and the earningS per Share refer to 2,571,449,035 ShareS.  
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To Stockholders of
Grupo México, S. A. B. de C. V.

1. We have audited the accompanying consolidated balance sheets of 
Grupo México, S. A. B. de C. V. and subsidiaries (the Company) as of De-
cember �1, �007 and �006, and the related consolidated statements of 
operations, of changes in stockholders’ equity and of cash flows for the 
years then ended.  These financial statements are the responsibility of 
the Company’s management.  Our responsibility is to express an opinion 
on these financial statements based on our audits.

 We conducted our audits in accordance with auditing standards generally 
accepted in Mexico.  Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether the financial state-
ments are free of material misstatement and that they were prepared 
in accordance with generally accepted accounting principles. An audit 
includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements.  An audit also includes as-
sessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement 
presentation.  We believe that our audits provide a reasonable basis for 
our opinion.

�. As discussed in Note 1, as a result of various factors mainly, environ-
mental commitments alleged asbestos liabilities and several works stop-
pages of the Asarco’s unionized workers on August 9, �005 Asarco filed a 
voluntary petition for relief under Chapter 11 of the U.S. Bankruptcy Code 
before the U.S. Bankruptcy Court of Corpus Christi, Texas.  Asarco’s bank-
ruptcy case is being joined with the bankruptcy cases of its subsidiaries.  
At the date this report Asarco is in continuing possession of its properties 
and is operating and managing its business as a debtor in possession.  

As from August 9, �005 the Company’s management decided to decon-
solidate Asarco.  At the date this report it is impossible to predict how the 
bankruptcy court will ultimately rule with respect to such petitions and 
the impact that such rulings or other related matters will have on Asarco 
and its subsidiaries and on the Company.

�. In our opinion, the consolidated financial statements referred to in the 
first paragraph above present fairly, in all material respects, the financial 
position of Grupo México, S. A. B. de C. V. and subsidiaries as of December 
�1, �007 and �006, and the results of their operations, the changes in 
their stockholders’ equity and the cash flows for the years then ended, in 
conformity with generally accepted accounting principles in the United 
States of America.

	 PricewaterhousecooPers,	s.	c.

 C.P.C. Gildardo Lili Camacho

INDEPENDENT AUDITORS’ REPORT
Mexico	city,	aPril	14,	2008
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CONSOLIDATED BALANCE SHEETS
GruPo	MÉxico,	s.	a.	B.	De	c.	V.	aND	suBsiDiaries

(In thousands of US dollars)

 DECEMBER �1,
Assets 2007 �006
CURRENT ASSETS:
Cash and cash equivalents $ �,66�,858 $ 1,9�0,�8�
Short-term investments  117,90�  �90,000
  2,782,761  2,230,384
Accounts receivable trade (less allowance for doubtful accounts 
�007 - $10,07� and �006 - $11,5��)  550,1�8  716,�66
Other accounts receivable  �5�,�76  108,5��
  804,614  825,008
Inventories - Net  �8�,08�  �50,08�
Prepaid expenses and other  5�,755  ��,�80
Deferred income tax and employees’ statutory profit sharing  1�7,19�  1�8,5�8
  684,031  631,891
Total current assets  4,271,406  3,687,283
Property, plant and equipment - Net  �,6�7,111  �,�05,800
Concession titles - Net  106,5�6  111,771
Investments  �17,1�6  �79,1�8
Leachable material - Net  ��0,���  ��1,516
Intangible assets  169,780  17�,0��
Other assets  ��,09�  �8,086
Total assets $ 9,745,314 $ 8,915,626
Liabilities and Stockholders’ Equity
CURRENT LIABILITIES:
Current portion of long-term debt  $ �1�,��7 $ 188,0�7
Accounts payable and accrued liabilities  ��9,�0�  �61,87�
Income tax payable  �99,��5  �95,750
Employees’ statutory profit sharing  ��0,��5  �17,80�
Total current liabilities  1,392,199  1,263,463
Long-term debt  1,75�,0�7  1,878,5�7
Labor liabilities  67,100  57,600
Deferred income tax and employees’ statutory profit sharing  ��7,15�  �06,�58
Other liabilities and reserves  71,�16  97,�17
Total liabilities  3,631,804  3,603,375
COMMITMENTS AND CONTINGENCIES
Minority interest  1,453,699  1,344,755
STOCKHOLDERS’ EQUITY: 
Common stock (shares authorized and issued: �007 and �006
�,595,000,000)  1,991,7�6  1,995,�95
Reserve for shares purchase  171,���  16�,960
Additional paid-in capital  9,0��  9,0��
Treasury stock  (1�9,0�1)  (109,�01)
Accumulated other comprehensive loss  (�,905)  (�6,067)
Retained earnings  �,6�0,71�  1,9�5,666
Total stockholders’ equity  4,659,811  3,967,496
Total liabilities, minority interest and stockholders’ equity $ 9,745,314 $ 8,915,626

The accompanying twenty four notes are an integral part of these consolidated financial statements. 

CONSOLIDATED STATEMENTS OF OPERATIONS
GruPo	MÉxico,	s.	a.	B.	De	c.	V.	aND	suBsiDiaries

(In thousands of US dollars, except per share amounts)

 YEAR ENDED 
 DECEMBER �1,
 2007 �006
Sales of products and services:
Net sales $ 6,085,67� $ 5,�60,��1

Service revenue  99�,575  899,��6

  7,078,247  6,359,467
Costs and operating expenses:
Cost of sales (exclusive of depreciation, amortization and depletion shown below)  �,750,780  �,569,7�1
Administrative expenses  �09,586  1�9,075
Depreciation, amortization and depletion  �0�,�01  ���,�15
Exploration  �0,�1�  ��,70�

  3,402,779  3,074,725

Income from operations  3,675,468  3,284,742

Net comprehensive financing cost:
Interest expense  171,809  160,060
Interest capitalized  (1�,717)  (�7,951)
Interest income  (1�9,575)  (87,765)
Foreign currency transaction (income) loss  (�,���)  6,017
Loss on derivative instruments  7�,711  11,595
Loss on debt prepayments    1,1�7
Other expenses (income)  �,�9�  (1�,6��)

  92,178  48,470

Income before income taxes and minority interest  3,583,290  3,236,272

Income and asset tax  1,���,1�1  1,1�5,��1

Income before minority interest  2,249,149  2,100,951

Equity in the results of non consolidated subsidiaries  �6,7�7  ��,587

Minority interest income  (6��,78�)  (59�,8�9)

Consolidated net income  $ 1,631,103 $ 1,529,699

Income per share - Basic and diluted $ 0.63 $ 0.59

Weighted average number of shares outstanding (thousands) - Basic and diluted  2,572,460  2,585,756

The accompanying twenty four notes are an integral part of these consolidated financial statements.



ANNUAL REPORT 07

- 06 - - 07 -

GRUPO MEXICO

CONSOLIDATED STATEMENTS OF CHANGES IN 
STOCKHOLDERS’ EQUITY FOR THE YEARS 
ENDED DECEMBER 31, 2007 AND 2006
GruPo	MÉxico,	s.	a.	B.	De	c.	V.	aND	suBsiDiaries

(In thousands of US dollars)

 OUTSTANDING  RESERVE
 SHARES IN COMMON FOR SHARES
 THOUSANDS STOCK PURCHASE

Balance as of January 1, �006  2,594,699 $ 2,007,085 $ 201,410

Purchase of own shares  (17,8�6)  (11,790)  (�8,�50)

Dividends paid

Increase treasury stock

Comprehensive result:
Consolidated net income

Net effect of change in accounting
for mine stripping costs,
net of income tax
Other

Balances as of December �1, �006  2,576,863  1,995,295  162,960

Retained earnings capitalization      ��,�05

Purchase of own shares  (7,�51)  (�,866)  (�9,7�8)

Re-sale of own share  1,9�7  1,�17  1�,717

Dividends paid

Increase treasury stock

Comprehensive result:
Consolidated net income
Other

Balances as of December �1, �007  2,571,449 $ 1,991,746 $ 171,244

The accompanying twenty four notes are an integral part of these consolidated financial statements.

 ADDITIONAL  ACCUMULATED OTHER
 PAID-IN TREASURY COMPREHENSIVE RETAINED
 CAPITAL STOCK LOSS EARNINGS TOTAL

 $ 9,043 ($ 92,021) ($ 24,056) $ 1,104,820 $ 3,206,281

          (50,��0) 

        (56�,908)  (56�,908) 

    (17,�80)      (17,�80) 

        
        1,5�9,699  1,5�9,699

        (1��,9�5)  (1��,9�5)
      (1�,011)    (1�,011)
          1,�9�,7��
  9,043  (109,401)  (36,067)  1,945,666  3,967,496

        (��,�05)  –       

          (��,60�)

          15,0��

        (9�1,750)  (9�1,750)

    (�9,6�0)      (�9,6�0)

       
        1,6�1,10�  1,6�1,10�
      ��,16�    ��,16�
          1,66�,�65
 $ 9,043 ($ 139,031) ($ 3,905) $ 2,630,714 $ 4,659,811
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NOTE 1 - DESCRIPTION OF BUSINESS:

The operating companies that comprise Grupo México, S. A. B. de C. V. (for-
merly named Grupo México, S.A. de C.V.) and subsidiaries (collectively the 
Company or GMEXICO) are in the metallurgical mining and freight railway ser-
vices industries.  They engage in the exploration, mining and processing of 
metallic and nonmetallic minerals, the mining of coal and provide multi-use 
and freight railway services.

At an Extraordinary Stockholders’ Meeting held on April �8, �006, it was 
agreed to change the social regime of Grupo México, S.A. de C.V. to “Sociedad 
Anónima Bursátil de Capital Variable”.  Furthermore, due to the amendments 
to the Securities Market Law, the social statutes were modified to reflect the 
new integration, organization and operation of its social organs and the new 
rights of the minority stockholders.  Consequently, the Company now oper-
ates as Grupo México, S.A.B. de C.V.

The Company’s mining operations are contained in a wholly-owned sub-
holding company known as Americas Mining Corporation (AMC), which in 
turn is parent company to Southern Copper Corporation (SCC) (formerly 
Southern Peru Copper Corporation (SPCC)) and Asarco LLC (Asarco, formerly 
Asarco Inc.).

SCC and subsidiaries are an integrated producer of copper and other minerals, 
and operates mining, smelting and refining facilities in Peru and Mexico. SCC 
and subsidiaries conducts its primary operations in Peru through a registered 
branch (the Branch).  The Branch is not a corporation separate from SCC. The 
Company’s Mexican operations are conducted through Minera México, S. A. de 
C. V. and subsidiaries. 

Asarco is primarily engaged in the exploration, mining and processing of cop-
per through its operation of three major open-pit mines, two smelting facili-
ties, one of which is currently on standby, two solvent extraction/electrowin-
ning (SX/EW) facilities and a refining facility.  The United States of America 
(US) operations also include a lead smelter.

In July �005, the unionized workers of Asarco commenced a work strike, which 
was settled in November �005 with the extension of the existing contract for 

GRUPO MÉXICO, S. A. B. DE C. V. AND SUBSIDIARIES
Notes	to	the	coNsoliDateD	FiNaNcial	stateMeNts	DeceMBer	31,	2007	aND	2006

(Amounts in million of US dollars)

an additional thirteen month period 
expiring on December �1, �006.  Fur-
ther, as a result of various factors and 
environmental commitments, such as 
alleged asbestos liabilities, including 
the above-mentioned work stoppage 
on August 9, �005 Asarco filed a vol-
untary petition for relief under Chap-
ter 11 of the U.S. Bankruptcy Code 
before the U.S. Bankruptcy Court of 
Corpus Christi, Texas.  Asarco’s bank-
ruptcy case is being joined with the 
bankruptcy cases of its subsidiaries.  
Asarco is in continuing possession 
of its properties and is operating and 
managing its business as a debtor 
in possession. It is not plausible to 
predict how the bankruptcy court will 
ultimately rule with respect to such 
petitions and the impact such rulings 
will have on Asarco and its subsidiar-
ies and on the Company.

In August �005, AMC recorded a 
reserve of $�1 million correspond-
ing to the net value of the Asarco 
investment.

The Company’s railway system ope-
rations are contained in a wholly-ow-
ned sub-holding company known as 
Infraestructura y Transportes Méxi-
co, S. A. de C. V. (ITM), which in turn is 
parent company of Grupo Ferroviario 
Mexicano, S. A. de C. V. (GFM), that 
serves as the parent company hold-
ing a 7�% interest in Ferrocarril Mexi-
cano, S. A. de C. V. (Ferromex).

- 09 -

CONSOLIDATED STATEMENTS OF CASH FLOW
GruPo	MÉxico,	s.	a.	B.	De	c.	V.	aND	suBsiDiaries

(In thousands of US dollars) YEAR ENDED 
 DECEMBER �1,
 2007 �006
Operating:
Consolidated net income $ 1,6�1,10� $ 1,5�9,699
Charges (credits) not requiring (providing) resources:
Minority interest  6��,78�  59�,8�9
Equity in the results of non consolidated subsidiaries  (�6,7�7)  (��,587)
Provisions for doubtful accounts, voluntary retirements, pensions, seniority
premiums and medical services  6,8��  5,1��
Depreciation, depletion and amortization  �0�,�01  ���,�15
Amortization of concession titles and deferred charges  7,500  5,199
Foreign currency transaction losses  8,758  11,775
Deferred income tax and employees’ statutory profit sharing  61,789  (�7,�75)
Loss on short-term investments  81,006  11,595
Gain on sale of property    (1,881)
Capitalized leachable material  (�5,90�)  (65,9�0)
  2,771,333  2,372,682
Changes in current assets and liabilities:
Accounts receivable  6�,�17  (�97,615)
Inventories  (�5,068)  (�0,560)
Accounts payable, accrued liabilities and other liabilities  (115,956)  16�,886
Net resources provided by operations  2,682,626  2,208,393
Investing
Additions to property and equipment, less net book value of retirements  (57�,1��)  (709,01�)
Purchase of marketable securities  (�17,90�)  (�90,000)
Net proceeds from short-term investments  �97,�98  
Purchase of own shares - Net  (19,570)  (50,��0)
Capitalized of debt issuance cost    (�,150)
Other assets, net    ��,169
Net resources used in investing activities  (513,217)  (1,018,235)
Financing:
Debt (repaid) incurred  (�7,116)  �5�,810
Dividends paid to common majority and minority -  stockholders  (1,���,6��)  (951,�06)
Net resources used in financing activities  (1,471,749)  (498,596)
Increase in cash and cash equivalents  697,660  691,56�
Effect of exchange rate changes on cash and cash equivalents  �6,81�  (1�,959)
  724,474  676,603
Cash and cash equivalents at beginning of year  1,9�0,�8�  1,�6�,781
Cash and cash equivalents at end of year $ 2,664,858 $ 1,940,384
Supplemental disclosure of cash flow information:
Cash paid during the year for:
Interest $ 218,377 $ 167,750
Income taxes $ 1,317,923 $ 1,119,194
Workers participation $ 318,954 $ 186,717
Supplemental schedule of non-cash operating, investing
and financing activities:
(Increase) decrease in pension and other post-retirement benefits ($ 3,899) $ 535
Impact of SFAS No. 158 adoption   $  $ 16,527

The accompanying twenty four notes are an integral part of these consolidated financial statements.
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  INVESTMENT AS OF 
   DECEMBER �1,
SUBSIDIARY LOCATION �007 AND �006
Grupo Minero México Internacional, S. A. de C. V. (GMMI) Mexico 99.99%
  
Americas Mining Corporation (AMC) U.S. 100%
Asarco Incorporated and subsidiaries (Asarco) U.S. 100%
Southern Copper Corporation (SCC) U.S. and Peru 75.09%
Minera México, S. A. de C. V. (MM) Mexico 99.96%
Mexicana de Cobre, S. A. de C. V. (Mexcobre) Mexico 99.99%
Mexicana de Cananea, S. A. de C. V. (Mexcananea) Mexico 100%
Industrial Minera México, S. A. de C. V. (Immsa) Mexico 100%
  
Infraestructura y Transportes México, S. A. de C. V. (ITM)  Mexico 7�.9%
  
Líneas Ferroviarias de México, S. A. de C. V. (LFM) Mexico 100%
Intermodal México, S. A. de C. V. Mexico 100%
Grupo Ferroviario Mexicano, S. A. de C. V. (GFM) Mexico 7�%
Ferrocarril Mexicano, S. A. de C. V. (Ferromex) Mexico 100%
Infraestructura y Transportes Ferroviarios, S. A. de C. V. (ITF) Mexico 100%

On December �1, �006 GMMI was merged into GMEXICO and as a result GMEXICO is now the sole shareholder of AMC.

On November ��, �005, GMEXICO 
reported that its ITM subsidiary, 
through its recently incorporated 
subsidiary Infraestructura y Trans-
portes Ferroviarios, S. A. de C. V. 
(ITF), acquired 100% of the capital 
stock of Ferrosur, S. A. de C. V. (Fer-
rosur) owned by Sinca Inbursa, S. A. 
de C. V. (Sinca) and Grupo Carso, S. A. 
de C. V. (GCarso).  In accordance with 
Statement of Financial Accounting 
Standards (“SFAS”) No. 1�1, “Busi-
ness Combinations”, it is necessary 
to have the Federal Antitrust Com-
mission’s final authorization before 
the Company can consolidate the 
accounting.  On November 8, �006, 
the Federal Antitrust Commission 
denied the consolidation between 
Ferrosur and ITF.  As result, ITM and 
ITF start a legal proceeding to revoke 
the above mentioned ruled proposed 
by the Federal Antitrust Commission.  
As of the date of these consolidated 
financial statements the outcome of 
this legal proceeding is uncertain.  
Because of the aforementioned and 
as long as the said authorization re-
mains pending, investments in Fer-
rosur will be presented valued under 
the equity method in GMEXICO’s con-
solidated financial statements.

Main operations and activities:
SCC branch is primarily an integrated producer of copper through the opera-
tion of two mining facilities, a smelting facility, an SX/EW facility and a refining 
facility, all in the southern part of Peru.

 MM and its subsidiaries are primarily engaged in the exploration, mining and 
processing of copper in Mexico through the operation of two major open-pit 
mines, three SX-EW facilities three smelting facilities and a refining precious 
metal facility and a copper rod plant.  These operations also include five un-
derground mining facilities producing copper, zinc and lead, a zinc refining 
facility, a coal mine and a coke plant.

ITM, through its wholly owned subsidiary Grupo Ferroviario Mexicano, S. A. de 
C. V. (GFM), was formed to participate in the privatization of the Mexican rail-
way system.  The principal subsidiary of GFM is Ferromex, which is engaged 
in providing freight and multi-modal railroad services, as well as, any activity 
that supports and is related to this activity, including land transportation, 
storage and other complementary railroad transportation service.  The Mexi-
can Federal Government granted Ferromex a 50-year concession to operate 
the branch lines known as North-Pacific and Ojinaga-Topolobampo Short Line 
(which for �0-years will be operating on an exclusive basis).  The concession 
is renewable, subject to certain conditions, for a similar period.  In addition, 
the Mexican Federal Government sold �5% of the shares of Ferrocarril y Termi-
nal del Valle de México, S. A. de C. V. (FTVM), the entity responsible for operat-
ing the Mexico City Terminal.  GFM accounts for this �5% investment in FTVM 
under the equity method of accounting.

The operations under MM, ITM, GFM and their respective subsidiaries are col-
lectively referred to as the “Mexican Operations”.

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES:

Principles of Consolidation -
The consolidated financial statements include the accounts of subsidiaries 
of which the Company has voting control, in accordance with FAS No. 9� 
“Consolidation of All Majority-Owned Subsidiaries”.  Such financial statements 
are prepared in accordance with generally accepted accounting principles 

in the United States of America (US 
GAAP).

The main subsidiaries the Company 
consolidates are as follows:
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Investments over which the Com-
pany does not have significant in-
fluence are accounted by the equity 
method.  All significant inter-compa-
ny balances and transactions have 
been eliminated.

Use of estimates - 
The preparation of financial state-
ments in conformity with U.S. GAAP 
requires management to make esti-
mates and assumptions that affect 
the reported amounts of assets and 
liabilities, and disclosure of contin-
gent assets and liabilities at the date 
of the financial statements, and the 
reported amounts of revenues and 
expenses during the reporting period. 
Significant items subject to such esti-
mates and assumptions include the 
carrying value of ore reserves that 
are the basis for future cash flow 
estimates and amortization calcula-
tions; environmental, reclamation, 
closure and retirement obligations; 
estimates of recoverable copper in 
mill and leach stockpiles; asset im-
pairments (including estimates of 
future cash flows); bad debts; inven-
tory obsolescence; deferred and cur-
rent income tax; valuation allowanc-
es for deferred tax assets; reserves 
for contingencies and litigation; and 
fair value of financial instruments. 

Management bases its estimates on the Company’s historical experience and 
on various other assumptions that are believed to be reasonable under the 
circumstances.  Actual results could differ from those estimates.

Revenue recognition -
Substantially all of the Company’s copper is sold under annual or other longer-
term contracts.  Revenue is recognized when title passes to the customer.  The 
passing of title is based on terms of the contract, generally upon shipment. 
Copper revenue is determined based on the monthly average of prevailing 
commodity prices according to the terms of the contracts. The Company pro-
vides allowances for doubtful accounts based upon historical bad debt and 
claims experience and periodic evaluation of specific customer accounts.

 For certain of the Company’s sales of copper and molybdenum products, cus-
tomers are given the option to select a monthly average LME (London Metal 
Exchange) or COMEX (Commodity Exchange in New York) price (as is the case 
for sales of copper products) or the molybdenum oxide proprietary price of 
Platt’s Metal Week (as is the case for sales of molybdenum products), gener-
ally ranging between one and six months subsequent to shipment.  In such 
cases, revenue is recorded at a provisional price at the time of shipment.  The 
provisionally priced copper sales are adjusted to reflect forward LME or COMEX 
copper prices at the end of each month until a final adjustment is made to the 
price of the shipments upon settlement with customers pursuant to the terms 
of the contract.  In the case of molybdenum sales, for which there are no pub-
lished forward prices, the provisionally priced sales are adjusted to reflect 
the market prices at the end of each month until a final adjustment is made to 
the price of the shipments upon settlement with customers pursuant to the 
terms of the contract.

These provisional pricing arrangements are accounted for separately from the 
contract as an embedded derivative instrument under SFAS No. 1��, “Account-
ing for Derivative Instruments and Hedging Activities”, as amended (“SFAS No. 
1��”).  The Company sells copper in concentrate, anode, blister and refined 
form at industry standard commercial terms.  Net sales include the invoiced 

value and corresponding fair value adjustment of the related forward contract 
of copper, zinc, silver, molybdenum, acid and other metals.

ITM and subsidiaries recognizes revenues as transportation services in 
the period services are rendered, generally upon completion of delivery to 
destination.

Shipping and handling fees and costs -
Amounts billed to customers for shipping and handling, are classified as 
sales.  Amounts incurred for shipping and handling are included in cost of 
sales (exclusive of depreciation, amortization and depletion).

Cash and cash equivalents -
Cash and cash equivalents include bank deposits, certificates of deposit and 
short term investment funds with original maturities of 90 days or less at the 
date of purchase. The carrying value of cash and cash equivalents approxi-
mate fair value.

Short-term investments - 
Short-term investments consist primarily of interest bearing instruments 
with original maturities greater than 90 days but less than one year.  These 
deposits are held to maturity and carried at cost.  Due to the short term nature 
of the investments, cost is deemed to approximate fair value.

Inventories -
Metal inventories, consisting of work-in-process and finish goods, are carried 
at the lower of average cost or market.  Costs incurred in the production of 
metal inventories exclude general and administrative costs.

Work-in-process inventories represent materials that are in the process of 
being converted into a saleable product.  Conversion processes vary depend-
ing on the nature of the copper ore and the specific mining operation. For 
sulfide ores, processing includes milling and concentrating and the results 
from the production of copper and molybdenum concentrates.  Molybdenum 

work-in-process inventory includes 
the cost of molybdenum concen-
trates and the costs incurred to con-
vert those concentrates into various 
high-purity molybdenum chemicals 
or metallurgical products.

Finished goods include saleable 
products (e.g., copper concentrates, 
copper anodes, blister copper, cop-
per cathodes, copper rod, molybde-
num concentrates and other metal-
lurgical products).

Materials and supplies are carried at 
average cost less a reserve for obso-
lescence.  

Property, plant and equipment -
Property, plant, mining and railway 
equipment are carried at cost, net of 
accumulated depreciation and amor-
tization.  

Cost includes major expenditures for 
improvements and replacements, 
which extend the useful life or in-
crease capacity and interest costs 
associated with significant capital 
additions.  Maintenance, repairs, nor-
mal development costs at existing 
mines, and gains or losses on assets 
retired or sold are reflected in earn-
ings as incurred. 
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Buildings and equipment are de-
preciated using the straight-line 
method over their estimated useful 
lives ranging from 5 to �0 years or 
the estimated useful life of the mine 
if shorter.

The Mexican railway operation uses 
the straight-line method over the es-
timated useful lives ranging from 5 to 
�0 years.

Mine development -
Mine development includes primarily 
the cost of acquiring land rights to an 
exploitable ore body, pre-production 
stripping costs at new mines that are 
commercially exploitable, costs as-
sociated with bringing new mineral
properties into production, and re-
moval of overburden to prepare 
unique and identifiable areas outside 
the current mining area for such fu-
ture production.  Mine development 
costs are amortized on a unit of pro-
duction basis over the remaining life 
of the mines.

There is a diversity of practices in the 
mining industry in the treatment of 
drilling and other related costs to de-
lineate new ore reserves. The Compa-
ny follows the practices delineated in 
the next two paragraphs in its treat-
ment of drilling and related costs.

Drilling and other associated costs incurred in the Company’s efforts to 
delineate new resources, whether near-mine or Greenfield are expensed as 
incurred. These costs are classified as mineral exploration costs. Once the 
Company determines through feasibility studies that proven and probable 
reserves exist and that the drilling and other associated costs embody a 
probable future benefit that involves a capacity, singly or in combination with 
other assets, to contribute directly or indirectly to future net cash inflow, then 
the costs are classified as mine development costs. These mine development 
costs incurred prospectively to develop the property are capitalized as incurred, 
until the commencement of production, and are amortized using the units of 
production method over estimated life of the ore body. During the production 
stage, drilling and other related costs incurred to maintain production are 
included in production cost in the period in which they are incurred.
 
Drilling and other related costs incurred in the Company’s efforts to delineate a 
major expansion of reserves at an existing production property are expensed 
as incurred.  Once the Company determines through feasibility studies that 
proven and probable incremental reserves exist and that the drilling and other 
associated costs embody a probable future benefit that involves a capacity, 
singly or in combination with other assets, to contribute directly or indirectly 
to future net cash inflow, then the costs are classified as mine development 
costs. These incremental mine development costs are capitalized as incurred, 
until the commencement of production and amortized using the units of pro-
duction over the estimated life of the ore body. A major expansion of reserves 
is one that increases total reserves at a property by approximately 10%.

For the years ended December �1, �007 and �006 the Company did not 
capitalize any drilling and related costs.  The net balance of capitalized mine 
development costs at December �1, �007 and �006 were $�8.7 million and 
$5�.� million, respectively.

Capitalization of railway improvements and maintenance - 
Railway improvements and maintenance are capitalized in the caption “rails 
and structures” when the components of more than �0% of a track section 
are changed.  The capitalized item is depreciated at a rate between �.�% and 

6.6%.  When maintenance or repairs do not require changing the components 
of more than �0% of one section of a track, the cost is expensed as incurred.

Capitalization of overhauls - 
Regular maintenance and repair costs are expensed as incurred.  The costs 
of a locomotive overhaul, which extend the useful life, are capitalized and 
amortized over a term ranging from � to 10 years, depending on the type 
of overhaul.

Concession titles -
Concessions titles are recorded at their original cost of acquisition.  Amortiza-
tion is calculated using the straight-line method, based on the remaining esti-
mated useful life of the fixed assets under concession, which was an average 
of �0.� years.

Asset retirement obligations (reclamation and remediation costs) -
The fair value of a liability for asset retirement obligations is recognized in the 
period in which the liability is incurred.  The liability is measured at fair value 
and is adjusted to its present value in subsequent periods as accretion ex-
pense is recorded.  The corresponding asset retirement costs are capitalized 
as part of the carrying value of the related long-lived assets and depreciated 
over the asset’s useful life.

Intangible assets - 
Intangible assets include primarily the excess amount paid over the book 
value for investment shares and mining and engineering development 
studies. Intangible assets are carried at acquisition costs, net of accumulated 
amortization and are amortized principally on a unit of production basis over 
the estimated remaining life of the mines. Intangible assets are reviewed for 
impairment whenever events or changes in circumstances indicate that the 
carrying amount of the asset may not be recoverable.

Debt issuance costs -
Debt issuance costs, which are included in other assets, are amortized using 
the interest method over the term of the related debt.

Ore reserves -
The Company periodically reevalu-
ates estimates of its ore reserves, 
which represent the Company’s es-
timate as to the amount of unmined 
copper remaining in its existing mine 
locations that can be produced and 
sold at a profit.  Such estimates are 
based on engineering evaluations 
derived from samples of drill holes 
and other openings, combined with 
assumptions about copper market 
prices and production costs at each 
of the respective mines.

The Company updates its estimate 
of ore reserves at the beginning of 
each year. In this calculation SCC and 
MM uses current metal prices which 
are defined as the average metal 
price over the preceding � years. The 
current per pound of copper price, as 
defined, was $�.66 and $�.0� at the 
end of �007 and �006, respectively.

The ore reserve estimates are used to 
determine the amortization of mine 
development and intangible assets.

Leachable material and capitalized 
mine stripping -
Mexcananea capitalizes the cost of 
materials with low copper content 
extracted during the mining process 
(leachable material), which is collect-
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ed in areas  known  as  leaching  dumps. The amortization of the capitalized 
costs is determined based on the depletion period of the leaching dumps, 
which is estimated to be 5 years.

In �005, the Emerging Issues Task Force of the Financial Accounting Standard 
Board (“FASB”) reached a consensus that stripping costs incurred during the 
production phase of a mine are variable production costs that should be in-
cluded in the costs of the inventory produced (extracted) during the period 
that the stripping costs are incurred.  This consensus was ratified by the FASB 
and became effective in �006.  On January 1, �006, the Company adopted 
this consensus by reversing $�89.� million of net cumulative stripping cost 
as of December �1, �005 and recording a net charge of $166.6 million to re-
tained earnings after recognition of workers’ participation and tax benefits of 
$1��.8 million.  Accordingly, mine stripping costs are included in the cost of 
inventory.  The Company continues to use ore reserve estimates to amortize 
mine development and intangible assets.

Exploration -
Tangible and intangible costs incurred in the search for mineral properties are 
charged against earnings when incurred.

Income taxes -
Provisions for income taxes are based on taxes payable or refundable for 
the current year and deferred taxes on temporary differences between the 
amount of taxable income and pretax financial income and between the tax 
bases of assets and liabilities and their reported amounts in the financial 
statements. Deferred tax assets and liabilities are included in the financial 
statements at currently enacted income tax rates applicable to the period 
in which the deferred tax assets and liabilities are expected to be realized 
and settled as prescribed in SFAS No. 109, “Accounting for Income Taxes”. As 
changes in tax laws or rates are enacted, deferred tax assets and liabilities 
are adjusted through the provision for income taxes.  Deferred income tax 
assets are reduced by any benefits that, in the opinion of management, are 
more likely not to be realized.

The Company classifies income tax-related interest and penalties as income 
taxes in the financial statements.

In preparing the consolidated financial 
statements, the Company recognizes 
income taxes in each of the jurisdic-
tions in which it operates.  For each 
jurisdiction, the Company estimates 
the actual amount of currently pay-
able or receivable as well as deferred 
tax assets and liabilities attributable 
to temporary differences between the 
financial statement carrying amounts 
of existing assets and liabilities and 
their respective tax bases. Deferred 
income tax assets and liabilities are 
measured using enacted tax rates ex-
pected to apply to taxable income in 
the years in which these temporary 
differences are expected to be recov-
ered or settled. The effect on deferred 
tax assets and liabilities of a change 
in rate is recognized in income in the 
period that the change is enacted.  

A valuation allowance is provided for 
those deferred tax assets for which 
it is more likely than not that the re-
lated benefits will not be realized. In 
determining the amount of the valua-
tion allowance, the Company consid-
ers estimated future taxable income 
as well as feasible tax planning strat-
egies in each jurisdiction. If the Com-
pany determines that it will not real-
ize all or a portion of its deferred tax 
assets, the Company will increase its 
valuation allowance with a charge to 
income tax expense. Conversely, if 
the Company determines that it will 

ultimately be able to realize all or a portion of the related benefits for which a 
valuation allowance has been provided, all or a portion of the related valuation 
allowance will be reduced with a credit to income tax expense. 

Foreign exchange -
The Company’s functional currency is the U.S. dollar. As required by local law, 
the Peruvian Branch maintains its books of accounts in Peruvian nuevos 
soles, while MM and ITM in Mexican pesos.

In the mine division foreign currency assets and liabilities are remeasured into 
U.S. dollars at current exchange rates except for non-monetary items such as 
inventory, property, plant and equipment, intangible assets and other assets 
which are remeasured at historical exchange rates. Revenues and expenses 
are generally translated at actual exchange rates in effect during the period, 
except for those items related to balance sheet amounts that are remeasured 
at historical exchange rates. Gains and losses from foreign currency remea-
surement are included in earnings of the period. The losses resulting from 
foreign currency transactions are included in “Cost of sales (exclusive of de-
preciation, amortization and depletion)” and amounted to $1�.1 million and 
$5.8 million in �007 and �006, respectively. 

ITM and ITF functional currency is the Mexican peso. Therefore, the entities use 
the current rate translation method to translate its financial statements in to 
US dollars. The current rate method requires the translation of all assets and 
liabilities using the year-end exchange rate and the capital stock continues to 
be translated at historical exchange rates. Consolidated statements of opera-
tions components, including foreign exchange gains and losses recorded in 
Mexican pesos as a result of fluctuations in the rate of exchange between the 
Mexican pesos and the US dollars, are translated at the average exchange rate 
for the period. The effect of the exchange rate on the translation is reflected as 
a component of accumulated other comprehensive income within stockhold-
ers’ equity. The gains and (losses) from foreign currency transactions are 
shown in the consolidated statements of operations.

The financial statements should not be construed as representations that 
Mexican pesos have been, could have been or may in the future be converted 
into US dollars at such rates or any other rates.
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Relevant exchange rates used in the preparation of the financial statements were as follows:

     2007 �006
Mexican pesos (Ps) per one U.S. dollar:
 

Current exchange rate at December �1  Ps 10.866� Ps 10.8755
Weighted average exchange rate for 
 the year ended  Ps 10.9�69  Ps 10.9010
 

Peruvian nuevos soles (Pns) per one U.S. dollar:

Current exchange rate at December �1  Pns �.997  Pns �.197
Weighted average exchange rate for 
 the year ended  Pns �.1�9  Pns �.�75

Asset Impairments -
The Company evaluates its long-term 
mining and railway assets when 
events or changes in economic cir-
cumstances indicate that the carrying 
amount of such assets may not be re-
coverable. Their evaluations in case of 
mining segment are based on busi-
ness plans that are prepared using a 
time horizon that is reflective of our 
expectations of metal prices over 
our business cycle. The Company is 
currently using a long-term average 
copper price of $1.80 per pound of 
copper and an average molybdenum 
price of $1�.00 per pound, along with 
near-term price forecast, for �008 
through �010, reflective of the current 
price environment, for the impairment 
tests. The Company uses an estimate 
of the future undiscounted net cash 
flows of the related asset or asset 
group over the remaining life to mea-
sure whether the assets are recover-
able and measure any impairment 
by reference to fair value. Should es-
timates of future copper and molyb-
denum prices decrease significantly, 
impairments could result.

Investment in shares of associated 
and other unconsolidated 
companies -
GFM owns �5% of the capital stock 
of FTVM, the entity responsible for 

operating the Mexico City Terminal.  The general guidelines for the opening 
of the investment of the Mexican railroad system stipulate that each of the 
companies associated with a terminal will own �5% of the capital of such ter-
minal.  The investment in shares of associated company is accounted by the 
equity method.  The financial position and results of operations of FTVM as of 
and for the years ended December �1, �007 and �006 are not material to the 
consolidated financial statements of the Company.

On November ��, �005, GMEXICO reported that its ITM subsidiary, through its 
subsdiary ITF, acquired 100% of the capital stock of Ferrosur owned by Sinca 
and GCarso.
  
Other comprehensive income -
Comprehensive income represents changes in equity during a period, except 
those resulting from investments by owners and distributions to owners. 
During the fiscal years ended December �1, �007 and �006, the components 
of “other comprehensive income (loss)” were the additional minimum liabil-
ity for employee benefit obligations, the change in fair value of investments 
available for sale, the adjustment necessary to adopt SFAS No. 158, “Employ-
ers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” 
and adjustments relatives to treasury stock valuation.

Reclassifications -
Certain amounts in the consolidated financial statements have been reclassi-
fied in order to conform to the presentation of the consolidated financial state-
ments as of and for the year ended December �1, �007.

New accounting pronouncements -
In December �007, the FASB published SFAS No. 160 “Non controlling inter-
ests in consolidated financial statements” - an amendment of ARB No. 51.  
This statement addresses the reporting of minority interests in the results 
of the parent and provides direction for the recording of such interests in the 
financial statements.  It also provides guidance for the recording of various 
transactions related to the minority interests, as well as certain disclosure 
requirements.

Derivative instruments -  
The Company utilizes certain types of derivative financial instruments to en-
hance its ability to manage risks that exist as part of its ongoing business.  
Derivative contracts are reflected as assets or liabilities in the balance sheet 
at their fair value. The estimated fair value of the derivatives is based on mar-
ket and/or dealer quotations and in certain cases valuation modeling. From 
time to time the Company has entered into copper and zinc swap contracts 
to protect a fixed copper and zinc price for portions of its metal sales, hedg-
ing contracts to fix power prices for a portion of its production costs, interest 
rate swap agreements to hedge the interest rate risk exposure on certain of 
its bank obligations with variable interest rates, currency swap arrangements 

to ensure Mexican peso/U.S. dollar 
conversion rates. Gains and losses 
related to copper and zinc hedges 
are included in net sales, gain and 
losses related to power costs are 
included in cost of sales, all other 
gains and losses on derivative con-
tracts are included in “loss on deriva-
tive contracts” in the statement of 
operations.
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SFAS No. 160 will be effective for fiscal years, and interim periods after Decem-
ber 15, �008, earlier adoption is prohibited and shall be applied prospectively.  
The presentation and disclosure requirements shall be applied retrospective-
ly for all periods presented.  The Company will adopt this pronouncement on 
January 1, �009.

The adoption of this statement will have some changes on the Company’s 
presentation of financial results and statement of position.  However, these 
changes are not expected to be of a material nature.

In December �007, the FASB published SFAS No. 1�1-R, which replaces SFAS 
No. 1�1, “Business combinations.” This statement improves the reporting of 
information about a business combination and its effects. This statement es-
tablishes principles and requirements for how the acquirer will recognize and 
measure the identifiable assets acquired, the liabilities assumed, and any 
non-controlling interest in the acquisition. The statement also establishes the 
rules for the recognition and measurement of goodwill acquired in the busi-
ness combination or a gain from a bargain purchase, and finally, establishes 
the disclosure requirements to enable users of the financial statements to 
evaluate the nature and financial effects of the business combination.

“SFAS” No 1�1-R will be effective for all business combinations with an acqui-
sition date on or after the beginning of the first annual reporting period after 
December 15, �008, earlier adoption is prohibited. The Company will adopt 
this pronouncement on January 1, �009.
 
In February �007, the FASB published “SFAS” No. 159, “The fair value option 
for financial assets and financial liabilities.”  This statement permits entities 
to choose to measure many financial instruments and certain other items at 
fair value that are not currently required to be measured at fair value.  The 
objective is to improve financial reporting by providing entities with the op-
portunity to mitigate volatility in reported earnings caused by measuring re-
lated assets and liabilities differently without having to apply complex hedge 
accounting provisions.
 

This Statement also establishes presentation and disclosure requirements de-
signed to facilitate comparisons between entities that choose different mea-
surement attributes for similar types of assets and liabilities.  This statement 
does not affect any existing accounting literature that requires certain assets 
and liabilities to be carried at fair value.  This Statement does not establish re-
quirements for recognizing and measuring dividend income, interest income or 
expense.  This statement does not eliminate disclosure requirements included 
in other accounting standards, including requirements for disclosures about 
fair value measurements included in “SFAS” No. 157, “Fair Value Measurements”, 
and “SFAS” No. 107, “Disclosures about fair value of financial instruments”.

“SFAS” No. 159 will be effective for all fiscal years beginning after November 
15, �007.  The Company is currently evaluating the impact this statement will 
have on its financial position, results of operations and disclosures, should 
the Company elect to measure certain financial instruments at fair value.

In September �006, the FASB published “SFAS” No. 157 “Fair value measure-
ments”, which provides enhanced guidance for using fair value to measure 
assets and liabilities.  “SFAS” No. 157 establishes a common definition of fair 
value, provides a framework for measuring fair value under U.S. GAAP and ex-
pands disclosure requirements about fair value measurements. “SFAS” No. 
157 was to be effective for financial statements issued in fiscal years begin-
ning after November 15, �007, and interim periods within those fiscal years.  
On February 6, �008, the FASB issued a position paper that partially defers 
“SFAS” No. 157 for one year. The Company is currently evaluating the impact, 
if any, the adoption of “SFAS” No. 157 will have on its financial position, results 
of operations and disclosures.

NOTE 3 - SHORT-TERM INVESTMENT:

Commencing in �006, the Company began making short term investments 
(90 days to 1 year) in leveraged, indexed instruments.  The balances of short-
term investments were as follows:
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 AS OF DECEMBER �1,
 (IN MILLIONS)

Investment 2007 �006
�-month note, issued December 1�, �006, with extensions every � months  
 up to a maximum of 1� months, and with an interest rate of 7%, established  
 by a pool Mexican and Peruvian bond issues.   $ 100.0
 

�-month note, issued December 1�, �006, with extensions every � months 
 up to a maximum of 1� months and 5 days, with an interest rate of 7%, 
 established by a pool of Mexican and Peruvian bond issues.     100.0
 

180-day note, maturing June 1�, �007, with an interest rate of 6%,  
 with barrier range of $�7.669 and $69.957 of SCC stock price,  
 NYSE symbol PCU.     �0.0
 

180-day note, maturing June �8, �007, with an interest rate of 6%, with  
 barrier range of $�8.7�8 and $71.9�� of SCC stock price,  
 NYSE symbol PCU.     �0.0
 

�00-day note, maturing December ��, �007, with an interest rate of �.6%,  
 with barrier range of $50.00 and $75.00 of SCC stock price, NYSE 
 symbol PCU.     �0.0
 

�-month note, issued Nov. 8, �006, with an interest rate of 18%, with  
 barrier range of $�1.71 and $5�.1� of SCC stock price,  
 NYSE symbol PCU.      10.0
 

Short-term investment in securities issued by public companies with  
 a weighted average interest rate of 5.07%. $ 117.9            

 Total $ 117.9 $ 290.0

Short-term investment in securities 
held as of December �1, �007 con-
sists of those investments available 
for sale and issued by public compa-
nies.  Each security is independent 
of the others.  Current value of these 
investments is deemed to approxi-
mate fair value.

Some of the other investment instru-
ments were indexed to SCC common 
stock prices while others were lev-
eraged and indexed to certain bond 
pools. Both types of instruments 
could have caused the principal of 
the investment to be reduced if the 
established ranges were breached. 
Since the notes were not principal 
protected the Company risked losing 
part or all of the initial investment. 
These instruments had been deemed 
to contain embedded derivatives and 
had been subject to valuation using a 
binomial model.

Related to these investments, the 
Company recorded losses of $81.0 
million and $11.6 million in �007 
and �006, respectively. The losses 

on these short-term investments were recorded as loss on derivative instru-
ments in the consolidated statement of operations.

Additionally, the Company earned interest of $18.7 million and $9.� million 
on these investments in �007 and �006, respectively, which were recorded 
in interest income in the consolidated statement of operations.

NOTE 4 - INVENTORIES:

 AS OF DECEMBER �1,
 (IN MILLIONS)

    2007 �006
Metals
Finished goods $ 65.7 $ 116.1
Work-in-process  1�0.7  1�1.9
 

Subtotal   206.4  238.0
 

Supplies   �75.7  �1�.1
 

Total  $ 482.1 $ 450.1

NOTE 5 - INVESTMENTS:

The investments in associated companies at December �1, �007 and �006 
are follows:
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facilities is retained by the Mexican Federal Government and all of the rights 
over those assets will revert to the Mexican Federal Government at the end 
of the concessions.

GFM holds �5% of the equity of FTVM, a company engaged in operating the 
Mexico City Railway Terminal, as established in the general terms for opening 
up to investment of the Mexican Railway System, which contemplated that 
each of the companies with connection to that Terminal would have �5% of 
the FTVM shares.

In December �007, GFM acquired 100 shares of TTX Company, whose main 
activity is providing haulage equipment to its members, mainly railroads type 
I from the United States of America.
 

 NOTE 6 - PROPERTY, PLANT AND EQUIPMENT: 

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Buildings and equipment $ 6,1�5.� $ 5,5��.6
Land, other than mineral  �06.6  �76.�
Locomotives and freight cars  761.�  685.8
Rails and structures  �8�.7  �16.9
Train yards and terminals  1�1.�  106.9
Other railway equipment  11�.�  17�.5
Construction in progress  ��9.0  66�.9
    8,351.5  7,849.8
Accumulated depreciation,  
 amortization and depletion  (�,7��.�)  (�,���.0)

Property, plant and equipment - Net $ 4,627.1 $ 4,405.8

Depreciation expense for the years ended December �1, �007 and �006 
amounted to $���.6 million and $�8�.6 million, respectively. 

similar period, subject to certain con-
ditions.  In addition the Company ac-
quired from the Mexican Federal Gov-
ernment fixed assets and materials 
necessary for its operation and �5% 
of  Ferrocarril y Terminal del Valle de 
México, S. A. de C. V. shares, the enti-
ty operating the Mexico City Railway 
Terminal.  In addition, in December 
�005, Ferrosur obtained the rights to 
operate the Oaxaca-south short line 
concession for �0 years, renewable 
for a period not exceeding 50 years, 
beginning on December 1, �005.

Ferrosur has the right to use and the 
obligation to maintain in good condi-
tions the trackage rights, railways, 
buildings and maintenance facili-
ties, as well as the ferryboat termi-
nal.  Ownership of those assets and 

   EQUITY IN INCOME FROM
   THE FISCAL YEAR ENDED

 INVESTMENT IN SHARES AT DECEMBER �1 DECEMBER �1
 (IN MILLIONS)   (IN MILLIONS)

Associated company   %     2007    �006   2007    �006
Ferrosur   75 $ �91.8 $ �66.9 $ ��.� $ �0.7
FTVM  �5  1�.9  10.6  �.�  1.9
TTX Company 0.6�  10.�      
Other    �.0  1.6                     
 

    $ 317.1 $ 279.1 $ 26.7 $ 22.6

The acquisition of Ferrosur was accounted on November ��, �005 using the 
“purchase method”, pursuant to the provisions of SFAS-1�1 “Business combi-
nations”, issued by FASB.  These provisions establish that when applying the 
purchase method, the cost of the acquired entity is compared to the assigned 
amounts (reasonable values) of assets acquired and liabilities assumed.  The 
allocated fair values were determined by means of independent appraisals, 
public information on market prices and management estimations.

As a consequence of the application of this method, the Company recorded 
$57.8 million ($57.0 million nominal value) excess in cost of the acquired en-
tity over the net of the amounts allocated to assets acquired and liabilities 
assumed (goodwill).

As of December �1, �007 and �006, Ferrosur is the only subsidiary of ITF and 
it is mainly engaged in providing freight multi-modal railroad services and 
auxiliary services, as well as any activity that directly supports and is related 
to this purpose, including any other supplementary activities to railroad trans-
portation services.

The Mexican Federal Government awarded Ferrosur a 50-year concession to 
operate the Southeast Railroad Track (exclusive for �0 years), renewable for a 
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NOTE 7 - CAPITALIZED LEACHABLE MATERIAL COST: 

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Capitalized leachable material $ �7�.� $ ���.8
Accumulated amortization  (15�.1)  (9�.�)

Leachable material - Net $ 220.2 $ 231.5

Amortization of leachable material is included in “Depreciation, amortization 
and depletion” and amounted to $ 61.8 million and $50.� million in �007 and 
�006, respectively.

The Company’s policy of deferring leachable material increased (decreased) 
operating costs by $10.1 million and ($ 19.�) million in �007 and �006, 
respectively, as compared to what such amounts would have been if the 
Company expensed leachable material costs as incurred.

NOTE 8 - CONCESSION TITLES:

Concessions are comprised of the following:

     AS OF DECEMBER �1, (IN MILLIONS)
       2007     �006
North-Pacific railroad track $ 1�1.5 $ 1�1.�
Nogales-Nacozari railroad track  0.�  0.�
Ojinaga-Topolobampo railroad track  1.8  1.8
Overhauls   ��.�  ��.5
    156.8  156.9
Accumulated amortization  (50.�)  (�5.1)
   $ 106.5 $ 111.8

Amortization charged to �007 and �006 income amounted to $5.� million, in 
both years.

The value of the North Pacific Railway concession title was determined by 
deducting the value of the tangible assets received from the price paid for the 
Ferromex shares, net of the liability arising from the capital lease of �� loco-
motives that Ferrocarriles Nacionales de México (FNM) had entered into with 
Arrendadora Internacional, S. A. de C. V. (liquidated since �001).

The acquired assets and liabilities assumed include:

- Tangible assets acquired under an agreement executed for that purpose, 
which consist of locomotives, rolling stock and materials and accessories.

- Rights of way, railway track, buildings and maintenance installations.

- �5% of the shares of FTVM, the company in charge of operating the Mexico 
City Railway Terminal.

The concession grants Ferromex the right to render freight transportation 
services for an initial 50-year term (beginning on February 19, 1998), on an 
exclusive basis for �0 years, renewable for an additional 50 years subject to 
certain conditions and the right to use the general-purpose railway track and 
public use assets of the North Pacific and the Ojinaga-Topolobampo Railways.  
Ferromex is entitled to use, and has the obligation to maintain in good condi-
tion, the rights of way, railroad tracks, buildings and maintenance facilities, 
title to those assets and facilities; however, lies with the Federal Mexican 
Government and all rights over those assets must be returned to the Federal 
Mexican Government upon termination of the concession term.						
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NOTE 11 - LONG-TERM DEBT:

At December �1, �007 and �006, the Company was in compliance with the 
guarantees and restrictions established by the debt agreements which in-
clude financial covenants and restrictions on contracting additional debt 
and on certain capital expenditures.  The consolidated debt was as follows:

 AMOUNT (IN MILLIONS)
   2007 �006

MM  $ �06.� $ �75.0
GFM/ITM   617.5  5�8.�
SCC    1,���.�  1,�5�.1

Total notes payable  2,067.2  2,066.5
Less - Current portion of  
 long-term debt  (�1�.�)  (188.0)

Long-term debt $ 1,754.0 $ 1,878.5

The maturities of notes payable as of December �1, �007 were as follows:

 MATURITY AMOUNT (IN MILLIONS)
 �008 $ �1�.�
 �009  5�.8
 �010  10.0
 �011  10.0
 �01�  10.0
 Thereafter  1,671.�

  $ 2,067.2

NOTE 9 - INTANGIBLE ASSETS:

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Mining concessions $ 1�1.� $ 1�1.�
Mine engineering and 
 development studies  6.0  6.0
    127.2  127.2
Amortization  (�8.�)  (�6.1)
    98.8  101.1
Goodwill   71.0  71.0
   $ 169.8 $ 172.1

Amortization of intangibles was $�.� million and $�.7 million for the years 
ended December �1, �007 and �006, respectively.  The estimated aggre-
gate amortization expense for intangibles is $1�.� million for the years �008 
through �01�, approximately $�.8 million per year.

NOTE 10 - MAINTENANCE AGREEMENTS:

GFM has executed four maintenance and repairs agreements with Lámparas 
General Electric, S. de R. L. de C. V. (GE), an agreement with Alstom Mexicana, 
S. A. de C. V. (“ALSTOM”), and an agreement with EMD Locomotive Company de 
México, S.A. de C.V. (“EMDL”) to provide repair and maintenance services, as 
well as the major repairs of locomotives, as follows:

  NUMBER OF TERM
 SUPPLIER LOCOMOTIVES INITIAL DATE EXPIRATION DATE
 GE �6 February �006 February �01�
 GE 15� February �006 February �01�
 GE  50 February �006 February �01�
 GE 160 May 1999 December �0�6
 ALSTOM 1�0 November �00� October �009
 EMDL   15 June �006 June �0�6
 Total 544

						

GFM is entitled to cancel the main-
tenance agreements, in which case, 
it would assume the respective cost 
of early termination.  In respect to 
the GE agreement that will expire in 
February �01�, it is not foreseen that 
GFM will decide an early termination 
thereof.  The GE agreement for 160 
locomotives includes two separate 
fleets (AC-��00 and ES-��00AC).  
The AC-��00 agreement, expiring 
in June �0�� provides that GFM will 
not be able to cancel this agreement 
before June �0, �009; otherwise, a 
penalty would apply ranging from 
$�.0 million in �009 to $0.1� mil-
lion in June �0��.  In regards to the 
100 ES-��00AC (EVO) locomotives 
agreement, it states that GFM cannot 
cancel before December �1, �009; 
otherwise, a penalty would apply 
ranging from $�.7 in the year �010 
to $0.� in June �0�6.

The ALSTOM agreement specifies 
that in case of an early termination 
the cost for GFM would be:  (a) 100% 
of the maintenance services, ex-
traordinary works and cleaning ser-
vices, rendered and not settled and 
(b) starting from the second year of 

operation, a $0.1 millions charge for 
expenses incurred in the termina-
tion of agreements with personnel 
assigned to ALSTOM, which shall de-
crease $0.0� millions per year, and 
the acquisition by GFM of materials.

The EMDL agreement due June 
�0�6 shall only be terminated in 
advance on July �011.  It also stipu-
lates paying in advance to account 
of termination the amount result-
ing from 15 months of invoice aris-
ing from maintenance fees, amount 
which shall be reduced in a month 
per year basis.

Maintenance and repairs - With re-
spect to the locomotives’ mainte-
nance and repair work, pursuant to 
the agreements, GFM must make 
monthly payments based on certain 
fees that include mainly preventive 
and corrective maintenance.  These 
fees are recorded in results of op-
erations at the time such services 
are received.

Overhauls - Overhauls are capital-
ized to property and equipment as 
incurred.
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SCC / Mining segment

Long term debt:

   AS OF DECEMBER �1,
 (IN MILLIONS)

SCC: 2007 �006
6.�75% Notes due �015 ($�00 million face amount, less unamortized 
  discount of $0.9 million and $0.9 million at December �1, �007  
  and �006 respectively) $ 199.1 $ 199.1
7.500% Notes due �0�5 ($1,000 million face amount, less unamortized  
  discount of $15.8 million and $16.0 million at December �1,�007 
  and �006, respectively)  98�.�  98�.0
6.600% Mitsui credit agreement due �01� (Japanese LIBOR rate plus   
  1.�5%, 6.600% at December �1, �006)  60.0  70.0

MM:
8.�5% Yankee Bonds - Series “A” due �008  150.0  150.0
9.�5% Yankee Bonds - Series “B” due �0�8  56.�  1�5.0

Total debt   1,449.7  1,528.1
Less, current portion  (160.0)  (10.0)

Total long-term debt $ 1,289.7 $ 1,518.1

In 1999, SCC entered a $100 million, 
15-year loan agreement with Mit-
sui. The interest rate for this loan is 
the Japanese LIBOR rate plus 1.�5% 
(Japanese LIBOR for this loan at De-
cember �1, �007 was �.8�%). The 
Mitsui credit agreement is collater-
alized by pledges of receivables on 
�1,000 tons of copper per year. The 
Mitsui agreement requires SCC to 
maintain a minimum stockholders’ 
equity of $750 million and a specific 
ratio of debt to equity. Reduction of 
Grupo Mexico’s direct or indirect vot-
ing interest in SCC to less than a ma-
jority would constitute an event of 
default under the Mitsui agreement. 
At December �1, �007, SCC is in com-
pliance with these covenants.

On July �7, �005 SCC issued $�00 
million 6.�75% Notes due �015 at a 
discount of $1.1 million and $600 
million 7.500% Notes due �0�5, at a 
discount of $5.� million.  The notes 
are senior unsecured obligations of 
SCC. SCC capitalized $8.8 million of 
costs associated with this facility 
and are included in “Other assets” 
on the consolidated balance sheet.  
The net proceeds from the issuance 
and sale of the notes were used to 
repay outstanding indebtedness of 
the Company’s Peruvian and Mexi-
can Operations, under its $�00 mil-

lion and $600 million ($�80 million outstanding) credit facilities, respec-
tively, and the balance was used for general corporate purposes.  SCC filed a 
Registration Statement on Form S-� with respect to these Notes on October 
�8, �005. On January �, �006, SCC completed an exchange offer for $�00 
million, 6.�75% Notes due �015 and $600 million, 7.500% Notes due �0�5. 
In the exchange offer, $197.� million of the 6.�75% old notes due �015 were 
tendered in exchange for an equivalent amount of new notes and an ag-
gregate of $590.5 million of the 7.500% old notes due �0�5 were tendered 
in exchange for an equivalent amount of new notes. The indentures relat-
ing to the notes contain certain covenants, including limitations on liens, 
limitations on sale and leaseback transactions, rights of the holders of the 
notes upon the occurrence of a change of control triggering event, limita-
tions on subsidiary indebtedness and limitations on consolidations, merg-
ers, sales or conveyances. All of these limitations and restrictions are sub-
ject to a number of significant exceptions, and some of these covenants 
will cease to be applicable before the notes mature if the notes attain an 
investment grade rating. At December �1, �007 SCC is in compliance with 
these covenants.

On May 9, �006, SCC issued an additional $�00 million 7.500% notes due 
�0�5.  These notes are in addition to the $600 million of existing 7.500% 
notes due �0�5 that were issued in July �005.  The current transaction was 
issued at a spread of +��0 basis points over the �0-year U.S. Treasury bond.  
The original issue in July �005 was issued at a spread of +�15 basis points 
over the �0-year U.S. Treasury bond.  The notes are Investment Grade rated 
Baa� by Moody’s, BBB- by Standard & Poor’s, and BBB- by Fitch.  The notes 
were issued at a discount of $10.8 million. SCC capitalized $�.� million of 
cost associated with this facility and is included in “Other assets” on the con-
solidated balance sheet.  SCC used proceeds from the May �006 issuance for 
its expansion programs.

The notes issued in July �005 and the new notes issued in May �006 are 
treated as a single series of notes under the indenture, including for purposes 
of covenants, waivers and amendments.  SCC has registered these notes un-
der the Securities Act of 19��, as amended.

In 1998, MM issued $500 million of unsecured debt, which are referred to as 
Yankee bonds.  These bonds were offered in two series: Series “A” for $�75 
million, with an interest rate of 8.�5% and a �008 maturity, and Series “B” for 
$1�5 million, with an interest rate of 9.�5% and a �0�8 maturity date.  Dur-
ing �007, SCC repurchased $68.6 million of the Series “B” bonds and with this 
purchase SCC paid a premium of $16.6 million, during �006 MM repurchased 
$��.� million of the Series “A” bonds, and with this purchase MM paid a pre-
mium of $1.1 million, which are included in the consolidated statement of 

operations on the line “Loss on debt 
prepayments”.  The bonds contain a 
covenant requiring MM to maintain 
a ratio of EBITDA to interest expense 
of not less than �.5 to 1.0 as such 
terms are defined by the facility.  At 
December �1, �007, MM is in compli-
ance with this covenant.
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Aggregate maturities of the outstanding borrowings at December �1, �007, 
are as follows:

  PRINCIPAL DUE
 YEAR (IN MILLIONS)

 �008 $ 160.0
 �009  10.0
 �010  10.0
 �011  10.0
 �01�  10.0
 Thereafter  1,�66.�

 Total $ 1,466.4

Total debt maturities do not include the debt discount valuation account of 
$16.7 million.

At December �1, �007 and �006, other assets included $ 6.8 million and $7.� 
million, respectively, held in escrow accounts as required by the SCC’s loan 
agreements. The funds are released from escrow as scheduled loan repay-
ments are made.

At December �1, �007 and �006, the balance of capitalized debt issuance 
costs was $ 11.8 million and $1�.6 million, respectively.  Amortization 
charged to interest expense was $ 0.8 million and $1.6 million in �007 and 
�006, respectively.
 

GFM / Railway segment

Long-term debt:

  AS OF DECEMBER �1,
 (IN MILLIONS)

 2007 �006
Loan from BNP PARIBAS (BNP) and Export-Import Bank of the United States
 (EXIM), with maturities every three months up to July �5, �01�, subject  
 to an interests at the LIBOR rate for three months plus 0.09% (1) $ �6.7 $ �1.�

Loan from HSBC Bank plc and Export Development Canada (EDC), with  
 maturities every six months up to November �6, �01�, subject to an  
 interests at the LIBOR rate for six months plus 0.08% (�)  �0.1   ��.9

Direct loan HSBC, with maturities every six months up to November �6,   
 �01�, subject to an interests at the LIBOR rate for six months  
 plus 0.�0% (�)  �.�   �.0

Loan from CALYON and EXIM with maturities every three months up to June 15,  
 �016, subject to an interests at the LIBOR rate for three months without spread (�)  70.8  

Direct loan CALYON with maturities every three months up to June 15, �016, 
 subject to an interests at the LIBOR rate for three months plus 0.�0% to 0.50% (�)  19.8  

Loan from Bank of America N.A. (BOFA) and EXIM, with maturities every 
 six months up to August �009, subject to an interests at the LIBOR  
 rate for six months plus 0.1% (�)  16.0   ��.9

Loan from Banco Inbursa, S. A., maturing in �009 and �010,  
 which was settled in advance on November �007, that generated an interests
 at the TIIE rate for �8 days plus 0.91%     18�.9

Bridge loan from Banamex, S. A. (BANAMEX), maturing on April ��, �007, that 
 generated interests at the TIIE rate for �8 days plus 0.15% to 0.60%, settled
 in advance on March �007 with the following long-term loans:     1�0.�
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Loan from BANAMEX and EXIM with maturities every three months up to  
 September 15, �015, subject to an interest at the fixed rate 8.18% (5)  99.5  

Direct loan BANAMEX with maturities every three months up to March 15,  
 �01�, subject to an interest at the fixed rate 8.�5% (5)  �0.7  

Debt paper [“Certificados Bursátiles”] (6)  ��0.5   1��.1

    617.5   538.4

Current portion of long-term debt  (15�.�)   (178.0)

Total long - term debt $ 464.3 $ 360.4

(1) In order to secure the loans from BNP and EXIM on December �0, �00� 
and January �7, �005, an irrevocable trust guarantee was set up with 
Banco Nacional de México, S.A. as the trustee, the Company as the trus-
tor, EXIM as the trust beneficiary in the first instance and BNP as trust 
beneficiary in the second instance.  The Company yielded to the trust the 
rights to �5 acquired locomotives, which gave rise to these loans, as well 
as the titles and interest on the guarantees provided to the trustee.

(�) Direct loans from HSBC Bank pcl - EDC and HSBC were contracted for 
the purchase of 15 SD70ACe locomotives, which were pledged for re-
lated loans.

(�) Direct loans from CALYON - EXIM and CALYON were contracted for the pur-
chase of �0 locomotives, which were pledged for related loans.

(�) In order to secure the loans from BOFA - EXIM an irrevocable trust guar-
antee was set up with Banco Nacional de México S.A. as the trustee, the 
Company as the trustor, EXIM as the trust beneficiary in the first instance 
and BOFA as trust beneficiary in the second instance.  The Company 
yielded to the trust the rights to 50 acquired locomotives, which gave 
rise to these loans, as well as the titles and interest on the guarantees 
provided to the trustee. During �007, 15 locomotives were released from 
the trust and were sold to an associated party.

(5) Loans from BANAMEX – EXIM and direct loan from BANAMEX were con-
tracted to settle in advance the bridge loan from BANAMEX, which was 
used for the purchase of 60 locomotives, which were pledged for re-
lated loans.

 In the loans (1) to (�) and (5), Ferromex signed as guarantor.

(6) Debt paper program (“certificados bursátiles”):  

The Company has a program authorized by the Mexican Securities and Ex-
change Commission (CNBV) to issue debt paper in the aggregate amount of 
$5 thousand million (Mexican pesos, nominal value), during a period of four 
years, beginning on December 10, �00�.

Long-term debt matures as follows:

 (IN MILLIONS)
 Maturity 2007 �006

  �007    $ 178.0
 �008  $ 153.2  1�6.�
 �009   ��.8  107.9
 �010       
 �011      
 �01�      
 Thereafter  ��1.5  1�6.�

    464.3  360.4

   $ 617.5 $ 538.4
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On November 1�, �007, the CNBV authorized the Company a new program of debt paper up to an amount of $5 thou-
sand million (Mexican pesos, nominal value), during a �-year term.

As of December �1, �007 and �006, GFM had issued three debt papers under this program with the following features:

 ISSUANCE TRANSACTION MATURITY INTEREST DECEMBER �1, (IN MILLIONS)
  DATE DATE DATE RATE 2007 �006

 First issuance Dec-11- �00� Dec-�- �008 CETES 91 days + �.15% $ �6.0 $ �6.0

 Second issuance Mar-1�- �00� Sep-�1-�007 TIIE �8 days+ 1.55%    �1.7

 Reopening of 
 first  Issuance Mar-1�-�00� Dec-�-�008 CETES 91 days + �.��%  6�.�  6�.�

 Third issuance Nov-16-�007 Nov-7-�01� TIIE �8 days+ 0.��%  9�.0  

 Reopening of 
 third Issuance Nov-16-�007 Oct-�8-�0�� Fixed of  9.0�%  1�8.1

     $ 340.5 $ 142.1

The loans and the debt paper establish certain covenants for Ferromex, which at December �1, �007 had 
been fulfilled.

The average annual rates that matured on December �1, �007 and �006 were: 6-month LIBOR: 5.�5%, 5.�7%; 
�-month LIBOR: 5.�0%, 5.19%; and �8-day TIIE: 7.66%, 7.51%, respectively.

NOTE 12 - INCOME TAX, ASSET TAX AND FLAT TAX:

The components of the provision (benefit) for current and deferred income tax in �007 and �006 were as follows:

 
FOR THE YEAR ENDED DECEMBER �1, �007

  MEXICO U.S. PERU TOTAL
  (IN MILLIONS)

INCOME TAX:
US Federal and state:
Current   $ 101.1 $ 79.8 $ 180.9
Deferred      (�8.�)  (�8.�)

   $ 101.1 $ 31.5  $ 132.6

Income tax:
Current $ �57.7   $ 6��.7 $ 1,091.�
Deferred   �1.9    78.�   110.�

   489.6    712.1   1,201.7

Total income tax  $ 489.6 $ 101.1 $ 743.6  $ 1,334.3

Asset tax ($ 0.�)     ($ 0.�)

Total provision for income tax  $ 489.4 $ 101.1 $ 743.6  $ 1,334.1
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FOR THE YEAR ENDED DECEMBER �1, �006

  MEXICO U.S. PERU TOTAL
  (IN MILLIONS)

INCOME TAX:
US Federal and state:
Current   $ 121.5 ($ 4.0) $ 117.5
Deferred      ��.8  ��.8

   $ 1�1.5 $ 18.8 $ 1�0.�

Income tax:
Current $ ��5.5   $ 618.� $ 1,05�.8
Deferred  (�0.�)    (�9.6)  (60.0)

  405.1    588.7  993.8

Total income tax $ 405.1 $ 121.5 $ 607.5 $ 1,134.1

Asset tax $ 1.�     $ 1.�

Total provision for income tax $ 406.3 $ 121.5 $ 607.5 $ 1,135.3

Temporary differences and carryforwards that gave rise to deferred tax liabili-
ties, assets and related valuation allowances were:

 AS OF DECEMBER �1, (IN MILLONS)
ASSETS:  2007 �006
 Inventories $ 5.1 ($ 6.�)
 Capitalized exploration  
  expenses  11.7    
 Capitalized mines stripping    �0.7
 Foreign tax credit  
  carryforward  �.9  10�.�
 AMT credit carryforwards  �7.6  �9.�
 Unrelized loss on short-term  
  investment  9.9    
 Reserves  1�5.�  �9.9
 Tax loss carryforwards  0.1    
 Other accrued expenses        86.0
 Other  ��.6  �8.5

Total deferred tax assets  215.1   330.3

Liabilities:
 Property and equipment  (�6�.7)  (�58.0)
 Deferred charges  (8�.9)  (77.1)
 Other  (1�.8)  (15.7)

Total deferred tax liabilities  (363.4)  (450.8)

Total net deferred tax liabilities ($ 148.3) ($ 120.5)
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The reconciliation of the statutory income tax rate to the effective tax rate is 
as follows:

 YEAR ENDED AS OF
 DECEMBER �1,

   2007 �006
Expected tax  �0.0%  �0.0%

Effect of income taxed  
at a rate other than the 
statutory rate  (1.0)  0.�
Dividends  �.7  
Permanent differences  1.0  1.8
Effect of tax rate change 
 in Mexico    (0.1)
Peru tax on net income deemed  
distributed  1.�  1.�
Reduction in valuation allowance    (�.7)
Adjustment to deferred taxes    �.9
Other   �.1  1.�

Effective income tax rate  37.2%  35.1%

The Company files income tax returns in three jurisdictions, Peru, Mexico and 
the United States.  The statutory income tax rates for Peru are �0% for the two 
years presented above, for Mexico the statutory rates are �8% and �9% for the 
years �007 and �006, respectively, and for the United States �5% for the two 
years presented.  The expected rate used above is the average tax rate.

GMEXICO and Mexican Subsidiaries/MEXICO
In accordance with Mexican tax law, GMEXICO and its Mexican subsidiaries are 
subject to asset tax and income tax.  The Mexican income tax law as amended 
reduced the income tax rate from �0% in �005, �9% in �006 to �8% in �007, 
where it is expected to remain in the foreseeable future.

Asset tax paid that is expected to be recoverable as an advance payment of in-
come tax is presented in the balance sheet together with deferred income tax.

On October 1, �007 the Mexican Government enacted a new law, which gen-
erally takes effect on January 1, �008.  The law introduces a flat tax, which 
replaces Mexico’s asset tax and will apply along with Mexico’s regular income 
tax.  In general, Mexican companies are subject to paying the greater of the 
flat tax or the income tax.  Based on its financial and tax projections, the Com-
pany’s management determined the main tax to be paid in the future will be 
the Income Tax.  As of December �1, �007 this tax law change does not have 
an effect on the Company’s deferred tax position.
 
The flat tax is calculated by applying a 16.5% tax rate in �008, a 17% tax rate 
in �009, and 17.5% in �010 and the following years.  Although the flat tax is 
defined as a minimum tax it has a wider taxable base as many of the tax de-
ductions allowed for income tax purposes are not allowed for the flat tax.

AMC and SCC/USA and PERÚ

U.S. Tax Matters-
U.S. income taxes are not accrued for the unremitted earnings of foreign sub-
sidiaries that have been or are intended to be invested indefinitely.  The Com-
pany has not established a U.S. deferred tax liability for $1.6 billion in unre-
mitted earnings as of December �1, �007.  It is not practicable to estimate an 
amount of tax that could be payable if there was a remittance of the earnings 
that are to be permanently reinvested.

At December �1, �006, the foreign tax credit (FTC) carryforward available to 
reduce possible future U.S. income tax amounted to approximately $10�.� 
million. Primarily as a result of the $957.0 cash dividend in �007 from its MM 
subsidiary 100% of the FTC carryforwards at December �1, �006 were utilized 
in �007.

Without the benefit of these carryovers, in �007 the Company would have had 
to pay a U.S. current cash tax of approximately $90.0 million on the dividend 
income in �007.  The additional U.S. tax on the dividend from Mexico is the 
result of the rate differential between the U.S. federal tax rate and the Mexican 

					

Asset tax is calculated by apply-
ing 1.�5% to the Company’s asset 
position, as defined in the law, and 
is payable only to the extent that 
it exceeds the income tax payable 
for the same period.  If in any year 
asset tax exceeds the income tax 
payable, the asset tax payment for 
such excess may be reduced by the 
amount by which the income tax 
exceeded the asset tax in the three 
preceding years and any required 
payment of asset tax is creditable 
against the excess of the income 
tax over asset tax of the following 
10 years.

As of �007 GMEXICO and some of its 
Mexican subsidiaries (mainly corpo-
rate companies and the railway seg-
ment) obtained authorization to file 
a consolidated income and asset 
tax return.

MM and its subsidiaries obtained 
authorization to file a consolidated 
income and asset tax return.  Thus, 
MM prepares a consolidated income 
tax return, which includes all of its 
subsidiaries.  Additionally, MM’s sub-
sidiaries file individual income tax re-
turns.  The Mexican Income Tax Law 
approved on November 1�, �00� the 
tax consolidation to 100% starting on 
�005 as part of the amendments to 
the Income Tax Law of the parent’s 
equity interest.
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effective tax rate.  At December �1, �007 $�.9 million of FTC’s remained avail-
able for carryforward.  This credit can be carried forward for 10 years.  It will 
expire without benefit, if not utilized by �018.

At December �1, �007 the minimum tax credit carryforward available is $�7.6 
million.  The minimum tax credit is not subject to expiration.

Peruvian Tax Matters-
SCC obtains income tax credits in Peru for value-added taxes paid in connec-
tion with the purchase of capital equipment and other goods and services 
employed in its operations and records these credits as a prepaid expense.  
Under current Peruvian law, SCC is entitled to use the credits against its Pe-
ruvian income tax liability or to receive a refund.  The carrying value of these 
Peruvian tax credits approximates their net realizable value.

Out of period adjustment -
In �006 SCC completed a comprehensive deferred tax analysis. This analysis 
was performed as of December �1, �005, �00� and �00�.

In this analysis, SCC trued up its Peru and U.S. gross temporary differences 
and then measured its U.S. deferred taxes by applying the regular statutory 
tax rate �5%. This recalculation exercise resulted in cumulative additional de-
ferred tax liabilities equaling $85.� million as of December �1, �005.

As a second component to the comprehensive deferred tax analysis, SCC un-
dertook a scheduling exercise of certain carryforward credits relating to U.S. 
minimum tax and foreign tax credits. Prior to this scheduling exercise, SCC 
had created a valuation allowance related to US minimum tax and foreign tax 
credits. The scheduling exercise component of the comprehensive analysis 
resulted in SCC releasing the December �1, �00� cumulative valuation allow-
ance of $81.� million.  

The combined net effect of the deferred tax analysis was an increase in the 
total income tax expense of $�.� million. This adjustment was recorded as 
part of income tax expense in �006.  SCC accounted for this adjustment as an 
out of period adjustment as it falls below the materiality levels established in 
SCC’s SAB 108 analysis.

FIN No. �8 - Accounting for Uncertainty in Income Taxes.

FASB’s Interpretation No. �8 “Accounting for Uncertainty in Income Taxes”, 
(FIN �8) was issued in July �006 and interprets FASB Statement of Financial 
Accounting Standards No. 109.  FIN �8 became effective for the Company on 
January 1, �007 and prescribes a comprehensive model for the recognition, 
measurement, financial statement presentation and disclosure of uncertain 
tax positions taken or expected to be taken in a tax return.  FIN No. �8 provides 
guidance on derecognition, classification, interest and penalties, accounting 
in interim periods, disclosure and transition.
 
The Company classifies income tax-related interest and penalties as income 
taxes in the consolidated financial statements.
 
The amount of unrecognized tax benefits that, if recognized, would affect the 
effective tax rate was $��.6 million at December �1, �007 and $�5.� million 
at January 1, �007.  These amounts relate entirely to U.S. income tax matters.  
The Company has no unrecognized Peruvian or Mexican tax benefits.
 
The total amount in millions of unrecognized tax benefits in �007 were as 
follows:

   2007
Unrecognized tax benefits, opening balance $ ��.0
Adjustment to unrecognized tax benefits 
 at implementation  8�.1
Gross increases   
  -  tax positions in prior period  11.5
Gross decreases   
 - tax positions in prior period   (10.1)
 Gross increases   
 - current-period tax positions   18.8
Settlements     
Lapse of statute of limitations
Unrecognized tax benefits, ending balance $ 136.3
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The increase in the unrecognized tax benefit of $�0.� million includes indi-
vidually insignificant increases and decreases in the current and prior year 
tax positions.  The “adjustment to unrecognized tax benefits at implementa-
tion” is necessary because there was an incorrect netting of foreign tax credit 
carryforwards with the unrecognized tax benefits at implementation.

The Company’s tax provision for the year ended December �1, �007 includ-
ed interest of $5.� million.  As of December �1, �007 and January 1, �007 
the Company’s liability for uncertain tax positions included accrued interest 
of $19.1 million and $1�.9 million, respectively.  The consolidated financial 
statements include no penalties because management expects no penalties 
to apply to the resolution of any of its uncertain tax positions.
 
Various tax positions are currently under review by the U.S. Internal Revenue 
Service (“IRS”) Appeals and Examination Offices.  It is not likely that this re-
view will result in a cash payment within the 1� months preceding December 
�1, �008.

Such positions include the determination of appropriate depreciation periods 
for fixed assets, the capitalization of costs to the copper inventory inherent in 
leachable dumps, and percentage depletion deductions.

The IRS requests the Company to use longer depreciable lives, resulting in the 
same expense being spread over a longer period.  The IRS also requests the 
Company to capitalize more interest expense against capital projects, con-
verting current interest expense into future depreciation expense.

The IRS requests the Company capitalize the cost of drilling, blasting, haul-
ing, and dumping leachable material and waste as an inventory item.  This 
will result in a deferral of these expenses for 10 to 15 years, until electrowon 
copper leached from the dumped material is sold.  These three adjustments, 
if accepted by the Company, will generally not affect the Company’s total tax 
expense, but will accelerate taxes due to earlier years.

The following tax years remain open to examination and adjustment by the 
Company’s three major tax jurisdictions:

Peru: �00� and all following years (years 1997 through �00� have been 
examined by the Peruvian tax authority and the issues raised are be-
ing contested; no new issues can be raised for these years)

U.S.: 1997 and all following years
Mexico: �00� and all following years

NOTE 13 - WORKERS’ PARTICIPATION:

The Company’s operations in Peru and Mexico are subject to statutory workers’ 
participation.

In Peru, the provision for workers’ participation is calculated at 8% of pre-tax 
earnings.  The current portion of this participation, which is accrued during the 
year, is based on Branch’s taxable income and is distributed to workers follow-
ing determination of final results for the year.  In Mexico, workers’ participation 
is determined using the guidelines established in the Mexican Income Tax Law 
at a rate of 10% of pre-tax earnings as adjusted by the tax law.

The provision for workers’ participation is included in “Cost of sales (exclusive 
of depreciation, amortization and depletion)” and “Administrative expenses” in 
the consolidated statement of operations.  For the years ended December �1, 
�007 and �006, workers’ participation expense was $��7.� million and $�88.9 
million, respectively.

The deferred employees’ statutory profit sharing - Mexican law requires enter-
prises to pay their employees 10% of taxable profit each year.  The profit shar-
ing arrangement has deferred tax consequences to the extent that basis differ-
ences exist between financial reporting and income tax reporting.  Prior years’ 
losses are not deductible in calculating profit sharing.  Starting �006 profit 

The IRS has also questioned the 
value of services rendered by a sub-
sidiary company of MM, Servicios de 
Apoyo Administrativo, S.A. de C.V., 
and seeks to disallow a portion of the 
fees paid.

Lastly, the Company deducts, for U.S. 
tax purposes, a depletion allowance 
based on a percentage of its income 
from mining.  The IRS requests the 
Company report a lower income from 
mining, and allocate more profit to 
smelting and refining.  These last two 
adjustments would result in a per-
manent increase in taxable income 
and, if accepted by the Company, will 
result in a greater tax expense.  All 
five adjustments would change the 
year in which tax is due, and result in 
interest charges.  Any interest paid 
will be an expense deductible for tax 
purposes.

As of December �1, �007 the Com-
pany’s management did not expect 
that a final resolution of the IRS re-
view would result in a significant 
change in its liability.  The Company’s 
reasonable expectations about fu-
ture resolutions of uncertain items 
did not materially change during the 
year ended December �1, �007.
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sharing expense is deductible in arriving at taxable income.  The components 
of the net deferred employee’s statutory profit sharing liability as of December 
�1 �007 and �006 were as follows:

 DECEMBER �1, (IN MILLONS)
Assets:  2007 �006
Inventories ($ 8.1) ($ 8.6)
Non-deductible reserves  �1.7  ��.7
Other   (1.5)  (1.1)

Total assets  32.1  35.0

Liabilities:
Property, plant and equipment  (5�.�)  (5�.8)
Deferred charges  (�9.�)  (�7.6)
Others   (0.�)   (�.0)

Total liabilities  (83.7)   (82.4)
Total deferred employees’ statutory
 profit sharing liability ($ 51.6) ($ 47.4)

NOTE 14 - ASSET RETIREMENT OBLIGATION:

In �005, SCC added an estimated asset retirement obligation for its mining 
properties in Peru, as required by the Mine Closure Law, enacted in �00� and 
regulated in �005.  In accordance with the law a conceptual mine closure plan, 
without costs, was submitted to the Peruvian Ministry of Energy and Mines 
(MEM) in August �006.  According to regulations, the plan is subject to review 
by MEM in �5 days.  After the MEM review SCC will have 90 days to prepare and 
resubmit the mine closure plan, including costs, which will then be subject to 
MEM approval and open to public discussion and comment in the area of SCC 
operations.  However, as of December �1, �007, SCC has made an estimated 
provision of $6.� million for this liability in its financial statements, but be-

lieves that this estimate should be viewed with caution, pending final approval 
of the mine closure plan.

The closure cost recognized for this liability includes the estimated cost re-
quired at the Peruvian operations, based on SCC’s experience, also includes 
cost at the Ilo smelter, the tailing disposal, dismantling of the Toquepala also 
Cuajone concentrators, shops and auxiliary facilities.  Based on this estimated 
cost, SCC recorded an additional asset retirement liability in �005 of $5.� mil-
lion which increased its previously recorded asset retirement liability to $11.� 
million this increased net property $�.6 million.  

The following is a reconciliation of the asset retirement obligation:

  FOR THE YEAR ENDED 
  DECEMBER �1, 
  �007 AND �006

Balance January 1, �006 $ 11.�
Additions, changes in estimates
Accretion expense  1.0
Balance, December �1, �006  1�.�
Accretion expense  0.9

Balance, December �1, �007 $ 13.1

NOTE 15 - RELATED PARTY TRANSACTION:

The Company has entered into certain transactions in the ordinary course 
of business with parties that are controlling shareholders or their affiliates.  
These transactions include the lease of office space, air transportation and 
construction services and products and services relating to mining and refin-
ing.  The Company lends and borrows funds among affiliates for acquisitions 
and other corporate purposes.  These financial transactions bear interest and 
are subject to review and approval by senior management, as are all related 

party transactions. It is the Compa-
ny’s policy that the Audit Committee 
of the Board of Directors shall review 
all related party transactions.  The 
Company is prohibited from enter-
ing or continuing a material related 
party transaction that has not been 
reviewed and approved or ratified by 
the Audit Committee.

The Larrea family controls a major-
ity of the capital stock of GMEXICO, 
and has extensive interests in other 
businesses, including oil drilling 
services, construction, aviation, and 
real estate.  The Company engages in 
certain transactions in the ordinary 
course of business with other enti-
ties controlled by the Larrea family 
relating to mining and refining ser-
vices, the lease of office space, and 
air transportation and construction 
services.  In connection with this, the 
Company paid fees of $7.5 million 
and $5.5 million in �007 and �006, 
respectively, for maintenance ser-
vices and sale of vehicles provided 
by México Compañía de Productos 
Automotrices, S.A. de C.V., a company 
controlled by the Larrea family.  Also, 
in �007, the Company paid fees of 
$0.8 million for drilling services pro-
vided by Perforadora México, S.A de 
C.V, a company controlled by the Lar-
rea family.  Additionally, in the third 
quarter of �006, one of our Mexican 
subsidiaries provided a short-term 
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interest bearing loan of $10.6 million 
to México Transportes Aéreos, S.A. de 
C.V. (MexTransport) for the purchase 
of an airplane, which was paid in the 
first quarter of �007.  MexTransport, 
a company controlled by the Larrea 
family, provides aviation services to 
GMEXICO’S Mexican operations. The 
Mexican subsidiaries have provided 
a guaranty for a new $10.8 million 
loan obtained by MexTransport.  The 
guaranty provided to MexTransport 
is backed up by the transport ser-
vices provided by MexTransport to 
the Company’s Mexican subsidiaries.  
The Company paid fees of $1.� mil-
lion in �007 to MexTransport for avia-
tion services.
 
SCC and subsidiaries purchased $6.� 
million and $�.9 million in �007 and 
�006, respectively, of industrial 
materials from Higher Technology 
S.A.C., in which Mr. Carlos Gonzalez 
has a proprietary interest.  SCC paid 
fees of $0.7 million and $0.6 million 
in �007 and �006, respectively, for 
maintenance services provided by 
Servicios y Fabricaciones Mecanicas 
S.A.C., a company in which Mr. Carlos 
Gonzalez has a proprietary interest.  
SCC also paid fees of $0.1 million in 

balance sheet, and recognize changes in the funded status in the year in 
which the changes occur through accumulated other comprehensive income, 
which is a component of stockholders’ equity.  The Company adopted this 
standard as of December �1, �006. 

SCC Defined Benefit Pension Plans

SCC has two noncontributory defined benefit pension plans covering former 
salaried employees in the United States and certain former employees in Peru.  
Effective October �1, �000, the Board of Directors amended the qualified pen-
sion plan to suspend the accrual of benefits.
 
The components of net periodic benefit costs calculated in accordance with 
SFAS No. 87 “Employers’ accounting for pensions”, consist of the following:

 YEAR ENDED
 DECEMBER �1,
 (IN MILLIONS)

   2007 �006
Interest cost $ 0.6 $ 0.6
Expected return  
 on plan assets  (0.5)  (0.5)
Amortization of 
 net loss  0.1  0.1

Net periodic benefit cost $ 0.2 $ 0.2

						

�005 for contractor services provided by GPC Ingenieria S.A. de C.V., a com-
pany in which Mr. Carlos Gonzalez has a proprietary interest.  Mr. Carlos Gon-
zalez is the son of SCC’s Chief Executive Officer.

SCC and subsidiaries purchased $0.7 million and $0.5 million in �007 and 
�006, respectively, of industrial material from Sempertrans France Belting 
Technology, in which Mr. Alejandro Gonzalez is employed as a sales repre-
sentative.  Also, SCC purchased $0.� million in �007 of industrial material 
from PIGOBA, S.A. de C.V., a company in which Mr. Alejandro Gonzalez has a 
proprietary interest. Mr. Alejandro Gonzalez is the son of SCC’s Chief Execu-
tive Officer.
 
SCC and subsidiaries purchased $�.6 million and $�.6 million in �007 and 
�006, respectively, of industrial material and services from Breaker, S.A. de 
C.V., a company in which Mr. Jorge Gonzalez has a proprietary interest.  Mr. 
Jorge Gonzalez is the son-in-law of SCC’s Chief Executive Officer.
 
ITM paid lease office space of $1.� million in �007 and �006, respectively to 
Inmobiliaria Bosques de Ciruelos, S. A. de C. V., a company controlled by the 
Larrea family.
 
It is anticipated that in the future the Company will enter into similar transac-
tions with the same parties.

NOTE 16 - BENEFIT PLANS:

In September �006, the FASB issued SFAS No. 158, “Employers’ accounting 
for defined benefit pension and other postretirement plans, an amendment 
of FASB Statements No. 87, 88, 106 and 1��(R).”  This standard requires em-
ployers to recognize the underfunded or overfunded status of defined benefit 
pension and postretirement plans as an asset or liability in its consolidated 
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The change in benefit obligation and plan assets and a reconciliation of 
funded status are as follows:

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Change in benefit  obligation:
Projected benefit obligation  
 at beginning of year $ 1�.�  $ 11.9
Interest cost  0.6  0.7
Benefits paid  (0.9)  (0.9)
Actuarial (loss) gain  (0.5)   0.7

Projected benefit obligation  
 at end of year $ 11.6  $ 12.4

Change in Plan Assets:
Fair value of plan assets  
 at beginning of year $ 1�.0  $ 1�.�
Actual return on plan 
 assets  0.8  0.5
Employer contributions  0.5  
Benefits paid  (0.9)   (0.9)
Administrative expenses    
Fair value of plan assets  
 at end of year $ 12.4  $ 12.0

Funded Status at end  
 of year: $ 0.8 ($ 0.4)

 

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
SFAS No. 158 amounts recognized  
in statement of financial  
position consists of: 

 Non current assets $ 0.8
 Current liabilities
 Non current liabilities   $ 0.�
 Total $ 0.8 $ 0.4

SFAS No. 158 amounts recognized  
in accumulated other  
comprehensive income 
consists of: 

 Net loss net of  
  income tax  $ 1.8  $ �.�
 Prior service cost
 Transition obligation             
 Total (net of income tax of  
  $1.0 million and $1.�  
  million, respectively) $ 1.8  $ 2.4
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The following table summarized the changes in accumulated other compre-
hensive income for the years ended December �1, �007 and �006, related to 
the pension and post-retirement plans (net of income tax):

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Reconciliation of accumulated  
 other comprehensive income :

Accumulated other comprehensive  
 income at beginning of plan year $ �.�       

 Effect of adopting  FAS 158   $ �.�

  Net gain amortized  
 during the year  (0.6)

Net adjustment to acccumulated 
 other comprehensive income  (0.6)  �.�

Accumulated other comprehensive   
 income at end of plan year  $ 1.8 $ 2.4

The following table summarizes the amounts in accumulative other compre-
hensive income amortized and recognized as a component of net periodic 
benefit cost in �007 and �006, respectively (net of income tax):

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Amortization of prior service 
 cost (credit)   N/A
Amortization of net losses ($ 0.1) N/A
Total amortization expenses ($ 0.1) N/A

The assumptions used to determine the pension obligation and seniority 
premiums as of year end and net cost in the ensuing year were:

   2007 �006
Discount rate 6.�5% 5.50%
Expected long-term rate of  
 return on plan asset �.50% �.50%
Rate of increase in future  
 compensation level N/A N/A

The scheduled maturities of the benefits expected to be paid in each of the 
next 5 years, and thereafter, are as follows:

  EXPECTED
  BENEFIT PAYMENTS
 YEAR (IN MILLIONS)

 �008 $ 0.9
 �009  0.9
 �010  0.9
 �011  0.9
 �01�  0.9
 �01� to �016  �.5

 Total $ 9.0

SCC’s funding policy is to contribute amounts to the qualified plan sufficient 
to meet the minimum funding requirements set forth in the Employee Retire-
ment Income Security Act of 197�, plus such additional amounts as SCC may 
determine to be appropriate.  Plan assets are invested in commingled stock 
and bond funds.
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SCC’s policy for determining asset mix-targets includes periodic consultation 
with recognized third party investment consultants.  The expected long-term 
rate of return on plan assets is updated periodically, taking into consideration 
asset allocations, historical returns and the current economic environment.  
Based on these factors the Company expect its assets will earn an average of 
�.5% per annum assuming our long-term mix will be consistent with our cur-
rent mix and an assumed discount rate of 6.�5%.  The fair value of plan assets 
is impacted by general market conditions.  If actual returns on plan assets 
vary from the expected returns, actual results could differ.

SCC Post-retirement Health Care Plan-
SCC adopted the post-retirement health care plan for retired salaried employ-
ees eligible for Medicare on May 1, 1996.  The plan is unfunded. 

Effective October �1, �000, the health care plan for retirees was terminated 
and SCC informed retirees that they would be covered by the then in effect 
post-retirement health care plan of Asarco, a former shareholder of SCC and a 
subsidiary of GMEXICO, which offered substantially the same benefits and re-
quired the same contributions.  As a result of the Chapter 11 proceedings, Asar-
co is no longer managing the plan.  SCC has assumed management of the plan 
and is currently providing health benefits to retirees.  The plan is accounted for 
in accordance with SFAS No. 106, “Employers’ accounting for postretirement 
benefits other than pensions”, as amended by SFAS No. 158.

The components of net period benefit costs are as follows:

 YEAR ENDED 
 DECEMBER �1,
 (IN MILLIONS)
 2007 �006
Service cost    
Interest cost $ 0.1 $ 0.1

Net periodic benefit cost $ 0.1 $ 0.1

The change in benefit obligation and a reconciliation of funded status are as follows:

  AS OF DECEMBER �1,
        (IN MILLIONS)

    2007    �006
Change in Benefit Obligation:
 Benefit obligation at beginning of year $ 1.� $ 1.� 
 Interest cost   0.1    0.1
 Plan Amendments
 Benefits paid  (0.1)   (0.1)
 Actuarial gain  (0.1)   

Benefit obligation at end of year ($ 1.3) ($ 1.4) 

Change in Plan Assets:
 Fair value of plan assets at beginning of year
 Employer contributions  $ 0.1  $ 0.1
 Benefits paid   (0.1)    (0.1) 

Fair value of plan assets at end of year  $  $  

Funded status at end of year ($ 1.3) ($ 1.4)
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      AS OF DECEMBER �1,
 (IN MILLIONS)

 2007 �006

SFAS No. 158 amounts recognized in statement of financial position consists of:
 Non current assets     
 Current liabilities  (0.1)  (0.1)
 Non current liabilities   (1.�)   (1.�)

 Total ($ 1.3) ($ 1.4)

SFAS No. 158 amounts recognized in accumulated other comprehensive
income consists of:
 Net loss $ 0.� $ 0.�
 Prior service credit   (0.�)   (0.�)

 Total (net of income tax) $ 0.1 $ 0.1

The following table summarized the changes in accumulated other comprehensive income for the years ended Decem-
ber �1, �007 and �006, respectively related to the pension and post-retirement plans (pre-tax in million):

 AS OF DECEMBER �1,
 (IN MILLIONS)

 2007 �006

Reconciliation of accumulated other comprehensive income:
Accumulated other comprehensive income at beginning of plan year: $ 0.1  

 Effect of adopting FAS 158   $ 0.1
 Net loss/gain amortized during the year  (*)  
 Net adjustment to accumulated other comprehensive income  (*)   0.1

Accumulated other comprehensive income at end of plan year $ 0.1 $ 0.1

(*) less than $0.1 million

The following table summarizes the amounts in accumulative other compre-
hensive income amortized and recognized as a component of net periodic 
benefit cost in �007 and �006, respectively (net of income tax):

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Amortization of prior service  
 cost (credit) $ 0.1  N/A
Amortization of net losses  (0.1)  N/A
Total amortization expenses $       N/A

The discount rate used in the calculation of other post-retirement benefits and 
cost as of December �1, �007 and �006 was 6.�5% and 5.5%, respectively.

The benefits expected to be paid in each of the next five years, and thereafter, 
are as follows:

  EXPECTED
  BENEFIT PAYMENTS
 YEAR (IN MILLIONS)

 �008 $ 0.1
 �009  0.1
 �010  0.1
 �011  0.1
 �01�  0.1
 �01� to �016  0.�

 Total $ 0.8

For measurement purposes, a 8% annual rate of increase in the per capita cost 
of covered health care benefits was assumed for �007.  The rate is assumed to 
decrease gradually to 5% for �01� and remain at that level thereafter.

Assumed health care cost trend rates 
can have a signiticant effect on the 
amount reported for the health care 
plan. A one percentage - point charge 
in assumed health care trend rate 
would not have a significant effect.

MM Defined Benefit Pension Plans -
MM has established for its salaried 
employees a defined contribution 
benefit pension plan. This plan is in 
addition to benefits granted by the 
Instituto Mexicano de Seguro Social 
(IMSS). Under this plan, MM will make 
yearly matching contributions equal-
ing �% of participating employee’s 
base salary.  Related to this, MM re-
corded a contribution expense of 
$0.7 million and $1.1 million in �007 
and �006, respectively. The defined 
contribution plan liability was $�.� 
million and $�.1 million in �007 and 
�006, respectively.

The benefits earned in MM’s defined 
benefit plan are based on salaries 
adjusted by inflation.  As Mexico has 
experienced a period of low inflation 
in recent years, the benefits earned 
from the IMSS have exceeded those 
earned from MM’s non-contributory 
defined benefit plan.  Due to this fact, 
and due to the fact that MM wants to 
assure the economic well being of 
its retired employees, MM decided in 
�006 to create a new defined contri-
bution plan.  Certain groups of sala-
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The change in benefit obligation and plan assets are as follows:

 AS OF DECEMBER �1,
   (IN MILLIONS)

 2007 �006
Change in benefit obligation:
Projected benefit obligation at beginning of year  $ �6.1  $ ��.1
Service cost  �.�  �.1
Interest cost  �.�  1.8
Actuarial gain, net    �.9
Amendments    �.�
Settlements    (1�.7)
Benefits paid  (0.7)  (1.7)
Inflation adjustment    (0.6)
Projected benefit obligation at end of year $ 39.8 $ 36.1
Change in plan assets:
Fair value of plan assets at beginning of year  $ ��.6  $ �6.6
Actuarial return on plan assets  7.5  11.9
Employer contribution    (0.7)
Benefits paid  (0.5)  (0.5)
Other transfer   (0.�)   (1�.7)
Fair value of plan assets at end of year  $ 40.2  $ 33.6
Funded status  $ 0.� ($ �.5)
SFAS No. 158 amounts recognized in statement of financial 
position consists of:
 Non current assets  $ 0.�   
 Current liabilities     
 Non current liabilities        ($ �.5)
Total  $ 0.4 ($ 2.5)
SFAS No. 158 amounts recognized in accumulated other comprehensive 
income consists of:
 Net gain ($ �.8) ($ �.1)
 Prior service cost  1.�  1.�
 Transition Asset   (0.�)   (0.�)
Total (net of income tax of $�.� million and $�.0 million, respectively) ($ 3.8) ($ 1.0)

ried employees agreed to transfer from the non-contributory defined benefit 
plan to the new defined contribution plan. Benefits earned by participating 
employees as of January 1, �006 were transferred into the new defined con-
tribution plan. The initial transfer of benefits from the non-contributory defined 
benefit plan to the new defined contribution plan equaled $1�.7 million.
 
In �006 the change in plan was accounted for as a settlement under SFAS No. 
88, “Employee’s Accounting for Settlements and Curtailments of Deferred Ben-
efit Pension Plans and for Termination Benefits”.  MM recorded a $1.7 million 
settlement gain in relation to the change in plan.
 
MM has established for its union employees a non-contributory defined ben-
efit pension plan. This plan is in addition to benefits granted by IMSS.

The components of net periodic benefit costs calculated in accordance with 
SFAS No. 87 “Employers Accounting for Pensions”, consist of the following:

 FOR THE YEARS
 ENDED DECEMBER �1,
 (IN MILLIONS)
 2007 �006
Interest cost $ �.� $ 1.8
Service cost  �.�  �.1
Expected return on  
 plan assets  (�.1)  (�.0)
Amortization of transition  
 assets, net  (0.1)  
Recognized net actuarial loss  (0.�)  
Settlement (Gain)    (1.7)
Amortization of prior  
 services cost  0.�        

Net period benefit cost $ 1.2 $ 0.2
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The following table summarizes the changes in accumulated other comprehensive income for the years ended De-
cember �1, �007 and �006, respectively related to our pension and post-retirement plans (net of income tax):

      AS OF DECEMBER �1,
      (IN MILLIONS)

    2007    �006
Reconciliation of accumulated other comprehensive income:
Accumulated other comprehensive income at beginning of plan year: ($ 1.0)  

Effect of adopting FAS 158   ($ 1.0)
Amortization of transition obligation (asset)  (*)  
Prior services cost amortized during the year  0.1  
Net loss amortized during the year  (0.1)  
Net loss occurring during the year  (�.7)  
Currency exchange rate changes   (0.1)      

Net adjustment to accumulated other comprehensive income   (2.8)  (1.0)

Accumulated other comprehensive income at end of plan year ($ 3.8) ($ 1.0)

(*) Amount less than $0.1 million 

The following table summarizes the amounts in accumulative other comprehensive income amortized and recognized 
as a component of net periodic benefit cost in �007 and �006, respectively (net of income tax):

     AS OF DECEMBER �1,
        (IN MILLIONS)

    2007    �006
Amortization of transition asset (0.1) N/A
Amortization of net losses (0.�) N/A
Amortization of prior services cost 0.� N/A

Total amortization expenses (0.1) N/A

The assumptions used to determine the pension obligation and seniority premiums as of year-end and net cost in the 
ensuing year were:

    2007    �006
Weighted average discount rate 8.0% 10.0%
Expected long-term rate of return on plan asset 8.0% 1�.0%
Rate of increase in future compensation level �.5% 6.0%

These rates are based on Mexican pesos as pension plan payments will be paid in Mexico.

The benefits expected to be paid in each of the next five years, and thereafter, 
are as follows:

  EXPECTED
  BENEFIT PAYMENTS
 YEAR (IN MILLIONS)

 �008 $ �9.�
 �009  0.8
 �010  0.8
 �011  0.9
 �01�  0.9
 �01� to �016  5.7
 
 Total $ 38.5

MM’s policy for determining asset mix targets includes periodic consultation 
with recognized third party investment consultants.  The expected long-term 
rate of return on plan assets is updated periodically, taking into consideration 
assets allocations, historical returns and the current economic environment.  
The fair value of plan assets is impacted by general market conditions.  If ac-
tual returns on plan assets vary from the expected returns, actual results 
could differ.
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These plans accounted for approximately �0% of benefit obligations.  The fol-
lowing table represents the asset mix of the investment portfolio:

 AS OF DECEMBER �1,
   2007 �006
Asset category:
 Equity securities 70% 79%
 Treasury bills  �0  �1
     100%  100%

The amount of contributions that MM expects to be paid to the plan during 
�007 is not material. 

MM Post-retirement health care plan  

The components of net period benefit costs are as follows:

  FOR THE YEAR
 ENDED DECEMBER �1,
 (IN MILLIONS)

   2007 �006
Interest cost $ �.� $ �.�
Service cost  0.5  0.5
Amortization of net gain  (0.1)  
Amortization of transition obligation  1.6  
Inflation adjustment  0.�      

Net periodic post-retirement  
 benefit costs $ 4.6 $ 2.8

 

The change in benefit obligation and a reconciliation of funded status are as follows:

      AS OF DECEMBER �1
       (IN MILLIONS)

    2007    �006
Change in benefit obligation:
Projected benefit obligation at beginning of year  $ 50.7  $ �8.8
Service cost  0.5  0.5
Interest costs  �.�  �.�
Actuarial gain, net  10.9  0.9
Benefits paid  (�.�)  (�.0)
Settlements    
Inflation adjustment   �.1   1.�

Projected benefit obligation at end of year  $ 63.3  $ 50.7

Funded status ($ 63.3) ($ 50.7)

SFAS No. 158 amounts recognized in statement of financial position 
 consists of: 
 Non current assets   
 Current liabilities   
 Non current liabilities ($ 6�.�) ($ 50.7) 

Total ($ 63.3) ($ 50.7) 

SFAS No. 158 amounts recognized in accumulated other comprehensive 
 income consists of:
 Net loss  $ 11.7  $ �.9
 Prior service cost    
 Transition obligation   15.5   15.8

Total (net of income tax of $16.7 million and $1�.5 million, respectively)   $ 27.2  $ 20.7
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The following table summarized the changes in accumulated other comprehensive income for the years ended Decem-
ber �1, �007 and �006, respectively, related to the pension and post-retirement plans (net of income tax):

   AS OF DECEMBER �1,
 (IN MILLIONS)

    2007    �006
Reconciliation of accumulated other comprehensive income:
Accumulated other comprehensive income at beginning of plan year:  $ �0.7  
Effect of adopting FAS 158    $ �0.7
Amortization of transition obligation  (1.0)  
Net loss occuring during the year.  6.8  
Currency exchange rate changes   0.7        

Net adjustment to accumulated other comprehensive income  $ 6.5  $ 20.7

Accumulated other comprehensive income at end of plan year   $ 27.2  $ 20.7

The following table summarizes the amounts in accumulative other comprehensive income amortized and recognized 
as a component of net periodic benefit cost in �007 and �006, respectively, (net of income tax):

  AS OF DECEMBER �1,
        (IN MILLIONS)

    2007    �006
Amortization of prior service cost  $ 1.6  N/A
Amortization of net losses   0.1   N/A

Total amortization expenses $ 1.7   N/A

Discount rates used in the calculation of other post-retirement benefits and costs as of December �1, �007 and �006 
were �.0% and 5.0%, respectively.

The benefits expected to be paid in each of the next five years, and thereafter, 
are as follows:

  EXPECTED
  BENEFIT PAYMENTS
 YEAR (IN MILLIONS)

 �008 $ �.�
 �009  �.7
 �010  5.0
 �011  5.�
 �01�  5.6
 �01� to �016  ��.5
 
 Total $ 57.5

For measurement purposes, a �.5% annual rate of increase in the per capita 
cost of covered health care benefits was assumed for �008 and remains at 
that level thereafter.
 
An increase in other benefit cost trend rates have a significant effect on the 
amount of the reported obligations as well as component cost of the other 
benefit plan. One percentage-point change in assumed other benefits cost 
trend rates would have the following effects:

   ONE PERCENTAGE POINT
  (IN MILLIONS)
 INCREASE DECREASE

Effect on total service and interest 
 cost components $ �.0 $ �.1
Effect on the post-retirement  
 benefit obligation $ 71.7 $ 56.�
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ITM (Railway division) - Defined Benefit Pension Plans -

In ITM and subsidiaries the liabilities and costs pertaining to the seniority premiums, which employees are entitled after 
15 years of service are recognized on the basis of actuarial studies performed by independent experts.

ITM has also established plans to cover dismissal indemnities on the basis of actuarial studies, performed by indepen-
dent experts.

Following is a summary of the main financial data relative to these plans:

  AS OF DECEMBER �1,
 (IN MILLIONS)
 2007 �006

Accumulated benefit obligation $ 1.8 $ 1.2

Projected benefit obligation $ 5.� $ �.1
Actuarial (gain) loss  (0.�)  0.�
Amortization of transition obligation  (1.6)  (1.7)

Net pension liability $ 3.5 $ 2.6

Additional disclosures required by SFAS No. 1�� and 87 are as follows:

 YEAR ENDED DECEMBER �1,
 (IN MILLIONS)

 2007 �006
Changes in projected benefit obligations:  
Benefit obligation at beginning of period $ �.8 $ �.5
Service cost  0.�  0.�
Interest cost  0.�  0.�
Actuarial gain  (0.�)  (0.�)
Other  1.1         

Benefit obligation at end of year $ 5.4 $ 3.8

Weighted-average assumptions were as follows:

 AS OF DECEMBER �1,
   2007 �006
Discount rate 1�% 1�%
Rate of compensation increase 10% 10%

 

Components of the net periodic pension cost were as follows:

 AS OF DECEMBER �1, (IN MILLIONS)
   2007 �006
Service cost $ 0.� $ 0.�
Interest cost  0.�  0.�

Net periodic pensions cost $ 0.7 $ 0.5

The cost of the above services, the variations in assumptions and the transi-
tion liability are being amortized over the remaining labor life of the employ-
ees expected to receive the plan benefits, which is approximately 11.9 years 
in �007 (1�.0 years in �006).

The provision as of December �1, �007 is comprised of the net projected li-
ability in the amount of $�.7 plus $0.6 of severance related to the end of the 
working relationship for causes other than restructuring ($�.1 plus $0.6, as 
of December �1, �006).

Corporate Services - labor liabilities
Grupo México Servicios, S. A. de C. V. (“GMS” direct subsidiary of GMEXICO) 
provides various professional services to its affiliates.  Currently GMS has 
50 executive and as of December �1, �007 and �006 the labor liabilities 
were immaterial.
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NOTE 17 - STOCKHOLDERS’ EQUITY:

At December �1, �007 and �006, paid common stock consistes of 
�,571,��9,0�5 and �,576,86�,500, respectively, fully paid and suscribed 
shares, corresponding to fixed capital Series “B” Class I. Variable capital is lim-
ited to ten times the amount of the minimum fixed capital.

At an Ordinary Stockholders’ Meeting held on April �0, �007 the stockholders’ 
decreed a dividend amounting to $709.9 million ($7,716.5 million Mexican 
pesos).  The payments were realized as follows:

  AMOUNT IN MILLIONS MEXICAN PESOS AMOUNT IN MILLION
 DATE OF MEXICAN PESOS PER SHARE OF DOLLARS

April  �0, �007 $ �,�15.� $ 0.90 $ �11.8
July  �7, �007  �,57�.6  1.00  ��6.6
October  19, �007  �,8�8.6  1.10  �61.5

 $ 7,716.5   $ 709.9

At an Ordinary Stockholders’ Meeting held on April �8, �006 the stockholders’ 
decreed a dividend amounting to $56�.9 million ($6,108 million Mexican pe-
sos).  In January �6, �007, the Company paid dividends amounting to $�11.8 
million ($�,�19 million Mexican pesos) corresponding to this decree.

Series “B” consists of ordinary voting stock always representing 100% of all 
Class I and Class II voting stock.  At all times, at least 51% of the shares com-
prising this Series must be subscribed by private individuals or companies 
considered as Mexican investors.

Dividends paid are not subject to income tax if paid from the Net Tax Profit 
Account (CUFIN).  Any dividends paid in excess of this account are subject 

stock.  During �007, GMEXICO pur-
chased 7,�51 thousands of shares 
(17,8�6 thousands in �006).  Like-
wise, during �007 the Company 
re-sold 1,9�7 thousand of shares 
amounting to$15.0 million.

Appropriated Retained Earnings:
In �007, the Company management 
set aside $1.� billion of unremitted 
earnings of its Mexican subsidiary, 
MM, as appropriated retained earn-
ings.  It is the Company’s intention 
to indefinitely invest these funds 
in Mexico.  These amounts are ear-
marked for the Company’s Mexican 
expansion program.  See also Note 
1� of these consolidated financial 
statements.

Directors Stock Award Plan:
SCC established a stock award com-
pensation plan for certain direc-
tors who are not compensated as 
employees of SCC.  Under this plan, 
participants will receive �00 shares 
of common stock upon election and 
�00 additional shares following each 
annual meeting of stockholders 
thereafter. �00,000 shares of SCC 
common stock have been reserved 
for this plan.  At December �1, �007 
and �006, 7�,000 and 67,600 shares, 
respectively, have been awarded un-
der this plan.

to a tax equivalent to �0.8�%, �8.89% 
or �7.50% depending on whether paid 
in �006, �007 or �008, respectively.  
The tax is payable by the Company 
and may be credited against its in-
come tax in the same year or in the 
following  two years. Dividends paid 
from previously taxed profits are 
not subject to tax withholding or ad-
ditional tax payment. In the event 
of a capital reduction, any excess 
of stockholders’ equity over capital 
contributions, the latter restated in 
accordance with the provisions of 
the Income Tax Law, is accorded the 
same tax treatment as dividends.

At December �1, �007 and �006, the 
CUFIN amounted to $1,9�8.� million 
and $778.9 million, respectively.
 
Reserve for purchase of shares:
In April �005, GMEXICO established 
a reserve of $�01.7 million for the 
repurchase of shares, of which $10 
millions will be included in treasury 
stock of GMEXICO for future sales to 
its employees.  On April �0, �007 at 
an Ordinary Stockholders’ Meeting, 
the stockholders agreed to increase 
the reserve for purchase of shares 
by $��.� million, of which $10.� 
million will be included in treasury 

Stock Incentive Plan:
The Company’s Stock Incentive Plan expired on January 1, �006.  There 
were no outstanding stock options under this plan as of December �1, �007 
and �006.

Employee Stock Purchase Plan:
In January �007, GMEXICO offers eligible employees a stock purchase plan 
(the “Employee Stock Purchase Plan”) through a trust that acquires shares of 
GMEXICO for future sales to its employees, subsidiaries and certain affiliated 
companies.  The purchase price is established at the approximate fair market 
value on the grant date.  Every � years employees will be able to  acquire title 
to 50% of the shares paid in the previous � years. The employees will pay for 
shares purchased through monthly payroll deductions over the 8 year period 
of the plan.  At the end of the 8 year period, GMEXICO will grant the participant 
a bonus of 1 share for every 10 shares purchased by the employee.

If GMEXICO pays dividends on shares during the 8 year period, the participant 
will be entitled to receive the dividend in cash for all shares which will be used 
to reduce the remaining liability owed for purchased shares and the rema-
nent will be delivered in cash.

In the case of voluntary resignation of the employee, GMEXICO will pay to the 
employee the sale price applying a deduction over the gain, if it would result, 
based on the following schedule:

If the resignation occurs during: % Deducted
1st year after the grant date 90%
�nd year after the grant date 80%
�rd year after the grant date 70%
�th year after the grant date 60%
5th year after the grant date 50%
6th year after the grant date �0%
7th year after the grant date �0%
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In the case of involuntary termination of the employee, GMEXICO will pay to 
the employee the difference between the sale price of the shares at the date 
of termination of employment, and the purchase price.  When the fair market 
value of the shares is higher than the purchase price, the Company will apply 
a deduction over the difference to be paid to the employee based on the fol-
lowing schedule.

If the termination occurs during: % Deducted
1st year after the grant date 100%
�nd year after the grant date  95%
�rd year after the grant date  90%
�th year after the grant date  80%
5th year after the grant date  70%
6th year after the grant date  60%
7th year after the grant date  50%

In case of retirement or death of the employee, GMEXICO will render the buyer 
or his legal beneficiary, the shares effectively paid as of the date of retirement 
or death.
 
For �007, the stock based compensation expenses under this plan was $�.1 
million.  As of December �1, �007, there was $1�.9 million of unrecognized 
compensation expenses under this plan, which is expected to be recognized 
over a period of 8 years.

The following table presents the stock award activity for the year ended De-
cember �1, �007:

  UNIT WEIGHTED
   AVERAGE GRANT
 SHARES DATE FAIR VALUE

Outstanding shares at  
 January 1, �007  
  Granted  �,8��,717 $ �.50
  Exercised     
 Forfeited     
Outstanding shares at  
 December �1, �007  4,834,717 $ 3.50

Executive Stock Purchase Plan:
GMEXICO also offers a stock purchase plan for certain members of executive 
management and the executive management of its subsidiaries and certain 
affiliated companies.  Under this plan, participants will receive incentive cash 
bonuses which are used to purchase up to 750,000 shares of GMEXICO over 
an 8 year period.  The fair value of the award is estimated on the date of grant 
and is recognized as compensation expense over a weighted average requi-
site service period of eight years.  GMEXICO recorded $0.5 million net of tax, 
in compensation expense in �007.  As of December �1, �007, there was $�.� 
million of unrecognized compensation cost, related to this plan, which is ex-
pected to be recognized over a weighted average period of 8 years.

The following table presents the stock award activity for the year ended De-
cember �1, �007:
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  UNIT WEIGHTED
   AVERAGE GRANT
 SHARES DATE FAIR VALUE

Outstanding shares at  
 January 1, �007  750,000 $ �.�0
  Granted  
  Exercised  (�9�,500)  �.�0
 Forfeited     
Outstanding shares at  
 December �1, �007  457,500 $ 2.30

During �007, GMEXICO offered a stock purchase plan for certain executives in 
the amount of 8,000,000 shares. The fair value of the award is estimated on 
the date of grant and was recognized as compensation expense amounting 
to $�7.5 million.

Treasury Stock:
Included in treasury stock are shares of GMEXICO and SCC’s common stock 
carried at cost.  At December �1, �007 and �006 treasury stock holds �99,71� 
shares and �0�,11� shares of SCC common stock with a cost of $ �.� millions 
and $�.5 million, respectively.  At December �1, �007 and �006 treasury 
stock holds 1�7,0��,57� shares and 15�,6�8,010 shares with a cost of $86.1 
million and $97.� million of GMEXICO, respectively.

The shares of SCC are used to make awards under the Directors Stock Award 
plan.  The shares of GMEXICO are used to make awards under both the Em-
ployee Stock Purchase Plan and the Executive Stock Purchase Plan.

Activity in treasury stock in the years �007 and �006 was as follows:

 
In �007 and �006, the Company distributed �,�00 shares and 5,�00 
shares, respectively, of SCC shares to directors under the Directors’ Stock 
Award Plan.

NOTE 18 - BUSINESS SEGMENT:

The Company applies SFAS No. 1�1 “Disclosure About Segments of an Enter-
prise and Related Information”.  This statement establishes standards for re-
porting information about operating segments and related disclosures about 
products and services, geographic areas and major customers.

The Company’s segments are organized using the management approach by 
industry and geographical region, resulting in three primary reportable seg-
ments: MM, SCC and ITM.  The MM (open pit and underground operations), SCC 
segments include integrated copper extraction, smelting and refining opera-
tions mainly in Mexico, Peru and the USA, respectively.  The SCC segment in-
cludes integrated copper extraction, smelting and refining operations in Peru.  
ITM carries out railway transportation activities through its main subsidiary 
GFM mainly in Mexico.

 (IN MILLIONS)
  2007 �006
Grupo Mexico common shares  
 Balance as of January 1 $ 109.� $ 9�.0
 Other activity, including received dividends, interest and
 currency translation effect - Net  �9.6   17.�
  
 Balance as of December �1 $ 139.0 $ 109.4
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 2007 
    TOTAL MINING  CONSOLIDATION TOTAL

 MM AMC SCC SEGMENT ITM ELIMINATIONS CONSOLIDATED

Sales of product and services $ �,875 ($ �0�) $ �,51� $ 6,086 $ 988 $ � $ 7,078
Operating income (loss) $ 1,518 ($ 5) $ 1,989 $ �,50� $ ��5 ($ 61) $ �,676
Administrative expenses $ 58   $ �0 $ 98 $ �5 $ 67 $ �10
Depreciation and amortization $ �17   $ 111 $ ��8 $ 7� $ 1 $ �0�
Comprehensive 
 financing result ($ �0) $ �6  $ �6 $ 6�  $ �6  ($ 81) $ 17 
Net income (loss) $ 1,1�� ($ 1,86�) $ �,�16 $ 1,�86 $ 169 ($ ��) $ 1,6�1
Total assets, not including 
 investment in shares of 
 associated companies $ �,�01 ($ 585) $ �,755 $ 6,571  $ 1,60� $ 1,�5� $ 9,��8
Total liabilities $ 916 $ 7�� $ 1,1�1 $ �,800 $ 815 $ 16 $ �,6�1
Net investment in property, 
 plant and equipment $ 1,91�   $ 1,75� $ �,666 $ 1,0�5 ($ 8�) $ �,6�7
Capital expenditures ($ 189)   ($ 1�7) ($ �16) ($ �57)   ($ 57�)

 �006 
    TOTAL MINING  CONSOLIDATION TOTAL

 MM AMC SCC SEGMENT ITM ELIMINATIONS CONSOLIDATED

Sales of product and services $ �,651 ($ �95) $ �,�0� $ 5,�60 $ 9�8 ($ �9) $ 6,�59
Operating income (loss) $ 1,��0 ($ �7)  $ 1,855  $ �,0�8  $ ��7  $ 9  $ �,�8�
Administrative expenses $ 5� $ 7  $ �6 $ 95 $ �� $ 1 $ 1�9
Depreciation and amortization $ 189   $ 86 $ �75 $ 67 $ 1 $ ���
Comprehensive 
 financing result $ �6  $ 1�  $ 9  $ �8  $ �7  ($ �1) $ �� 
Net income (loss) $ 87� ($ 1,5�1) $ �,0�8 $ 1,�79 $ 161 ($ 10) $ 1,5�0
Total assets, not including 
 investment in shares of 
 associated companies $ �,��� ($ �8�) $ �,716 $ 6,766 $ 1,�1� $ �56 $ 8,6�6
Total liabilities $ 995 $ 8�0 $ �,��5 $ �,160 $ 7�� ($ 1,�99) $ �,60�
Net investment in property, 
 plant and equipment $ 1,901    $ 1,6�7 $ �,5�8  $ 85� $ 15 $ �,�05
Capital expenditures ($ �0�)   ($ �5�) ($ �56) ($ �50) ($ �) ($ 709)

The Company made direct sales to customers and rendered railway transportation services in the following areas 
(in millions):

 2007 
COUNTRY MM SCC ITM ELIMINATIONS TOTAL

     
United States $ 1,150 $ 716   ($ �98) $ 1,568
Mexico  1,189   $ 988    �,177
Europa  �01  1,191      1,�9�
Peru  1  151      15�
China and Asia    555      555
Latin America, except Mexico and Peru  ���  900      1,1��

Grand total $ 2,875 $ 3,513 $ 988 ($ 298) $ 7,078

Information by segments is shown in the same format used by management 
of the Company to evaluate each business.  An operating segment is defined 
as a component of the Company dedicated to business activities from which 
the Company generates income and incurs costs and expenses, with respect 
to which information for decision-making is prepared and in respect of which 
management evaluates the allocation of resources periodically.  The account-
ing policies of the segments are described in the summary of significant ac-
counting policies.

The Company assesses the performance by segment based on the operating 
income or (loss) (before these expenses).

The most significant data by business segment in �007 and �006 were as 
follows (in millions):
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 �006 
COUNTRY MM SCC ITM ELIMINATIONS TOTAL

United States $ 1,096 $ 750   ($ �55) $ 1,�91
Mexico  1,05�  �1 $ 9�8  (69)  1,95�
Europa  �96  1,�0�      1,700
Peru  66  1��      188
China and Asia    �68      �68
Latin America, except Mexico and Peru  �0  619      659
 

Grand total $ 2,651 $ 3,204 $ 928 ($ 424) $ 6,359

 In addition, in �006, the Company entered into a long zinc swap contract to 
protect the cost of a portion of the zinc concentrates purchases during the 
recovery from a fire at the San Luis Potosi zinc refinery. Related to the settle-
ment of this zinc swap contract the Company recorded a loss of $0.� million 
in �006.  This loss was recorded in net sales on the consolidated statement 
of operations.  Also, this loss was recorded in net earnings in operating activi-
ties of the consolidated statement of cash flow.  

The Company did not enter into any zinc derivate contracts in �007 and 
at December �1, �007 the Company did not hold any open copper or zinc 
future position.

Transactions under these metal price protection programs are not account-
ed for as hedges under SFAS No. 1�� and are adjusted to fair market value 
based on the metal prices as of the last day of the respective reporting pe-
riod with the gain or loss recorded in net sales on the consolidated statement 
of operations.

Gas swaps:
In �007 and �006, the Company entered into gas swap contracts to protect 
part of its gas consumption as follows:

  2007 �006
Gas volume (MMBTUs)  900,000  �,650,000
Fixed price  $  7.5�50 $ �.�668
(Loss) gain (in million) $ (0.9) $ 6.�

 

The gains and losses obtained were included in the production cost. At De-
cember �1, �007 the Company did not hold any open gas swap contracts.

Interest Rate Swaps:
The Company did not hold any interest rate swap contracts during �007 and 
�006 and does not hold any open position as of December �1, �007.

NOTE 19 - DERIVATIVE INSTRUMENTS:

The Company occasionally uses derivative instruments to manage its expo-
sure to market risk from changes in commodity prices, interest rate and ex-
change rate risk exposures.  The Company generally does not enter into deriva-
tive contracts unless it anticipates a future activity that is likely to occur that 
will result in exposing the Company to market risk.

Copper and zinc swaps:
During �007 and �006 the Company entered into copper collar and swaps 
contracts to protect a portion of its sales of copper production.  In �007, the 
Company entered into collar contracts for 77,�50 metric tons of its copper 
production at weighted average minimum and maximum LME prices of $�.�0 
per pound and $�.07 per pound, respectively. Also in �007 the Company en-
tered into swap contracts for 5,�00 metric tons of its copper production at 
a weighted average COMEX price of $�.71 per pound.  In �006 the Company 
entered into swap contracts for �8�,500 metric tons of its copper production 
for future sales at a weighted average price of $�.17 per pound.  Related to the 
settlement of these copper collar and swap contracts, the Company recorded 
a gain of $10.9 million in �007 and losses of $�76.1 million in �006.  These 
gains and losses were recorded in net sales on the consolidated statement 
of operations.  Also, these gains and losses were recorded in net earnings in 
operating activities of the consolidated statement of cash flow.
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In addition, at December �1, �007 the Company held the following exchange 
rate derivative contract:

Amount $5�.0 million
Valuation date $1.0 million weekly, through 
  December �1, �008
Peso/dollar exchange rate 11.�0  pesos = $1.00

The above noted contract settles weekly.  If the Mexican peso/US dollar ex-
change rate is below 11.�0 the counterparty to the contract, in this case 
Merrill Lynch Capital Services, Inc. (“MLCS”), will pay the Company $11.� 
million Mexican pesos and the Company will pay MLCS $1.0 million.  If the 
Mexican peso/US dollar exchange rate is not below $11.�0, MLCS will pay 
the Company $��.� million Mexican pesos and the company will pay MLCS 
$�.0 million.
 
Additionally, the Company held embedded derivatives which are described 
in Note � “Short-term investments.”

NOTE 20 - FINANCIAL INSTRUMENTS:

For certain of the Company’s financial instruments, including cash and cash 
equivalents, accounts receivable (other than accounts receivable associated 
with provisionally priced sales) and accounts payable, the carrying amounts 
approximate fair value due to their short maturities.  Consequently, such fi-
nancial instruments are not included in the following table that provides 
information about the carrying amounts and estimated fair values of other 
financial instruments:

Exchange Rate Derivatives, U.S. Dollar / Mexican Peso Contracts:
Because more than 85% of the Company’s sales collections in Mexico are in 
US dollars and many of its costs are in Mexican pesos, during �007 and �006 
the Company entered into zero-cost derivatives contracts with the purpose of 
protecting, within a range, against an appreciation of the Mexican peso to the 
US dollar. In these contracts if the exchange rate settles at or below the barrier, 
the Company does not sell dollars, if the exchange rate settles above the bar-
rier price established in the contract the Company sells dollars at the strike 
price established in the contract.

In �007 and �006, the exercise of these zero-cost derivative contracts resulted 
in a gain of $8.1 million and $0.9 million, respectively, which were recorded as 
Gain on derivative instruments on the consolidated statement of operations.

At December �1, �007 we held the following exchange rate derivative operations:

    STRIKE PRICE BARRIER PRICE
 NOTIONAL AMOUNT DUE DATE, WEEKLY  (MEXICAN PESOS/U.S.  (MEXICAN PESOS/ U.S. 
 (MILLIONS) EXPIRATION DURING DOLLARS) DOLLARS)
 $ �.0 1st Quarter �008 (*) 11.60 11.�8
 $   �.0 1st Quarter �008 (*) 11.�8 10.70
 $ 60.0 �th Quarter �008 11.�� 10.60

(*) These operations matured on January �, �008 and reported a gain of $0.1 million which was recorded as unrealized gain on derivative instruments in the 

consolidated statement of operations at December �1, �007.

At December �1, �007, the fair value of the above listed exchange rate deriva-
tive contracts is a gain of $0.5 million which was recorded as Gain on deriva-
tive instruments in the consolidated statement of operations.  Each notional 
amount includes a group of weekly transactions that have the same strike and 
barrier price.
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principally in the United States, Mexico, Europe and Peru, or in commercial pa-
per of highly-rated companies.  As part of its cash management process, the 
Company regularly monitors the relative credit standing of  these institutions 
and as of December �1, �007, had invested its cash as follows:

COUNTRY % OF TOTAL CASH % INVESTED IN ONE INSTITUTION
Abroad 6�.7% 60.8%
Peru ��.�% �1.7%
Mexico �.9% 51.5%

During the normal course of business, the Company provides credit to its cus-
tomers.  Although the receivables resulting from these transactions are not 
collateralized, the Company has not experienced significant problems with 
the collection of receivables.

The Company is exposed to credit loss in cases where the financial institu-
tions with which it has entered into derivative transactions (commodity, for-
eign exchange and currency/interest rate swaps) are unable to pay when 
they owe funds as a result of protection agreements with them. To minimize 
the risk of such losses, the Company only uses highly-rated financial institu-
tions that meet certain requirements. The Company also periodically reviews 
the credit worthiness of these institutions to ensure that they are maintain-
ing their ratings. The Company does not anticipate that any of the financial 
institutions will default on their obligations. 

The Company’s five largest trade receivable balances accounted for �5.�% 
and �9.5% of the trade accounts receivable at December �1, �007 and �006, 
respectively, of which one customer represented approximately ��.�% and 
10.9%, respectively, of the trade accounts receivable.  In the railway seg-
ment, revenues received from the top �5 customers for the years ended 
December �1, �007 and �006 represented 60% of the total revenues for 
those periods.

 AMOUNTS IN MILLION OF US DOLLARS

 2007  �006 

 MEXICO U.S. AND PERU MEXICO U.S. AND PERU

 MARKET CARRYING MARKET CARRYING MARKET CARRYING MARKET CARRYING

 VALUE VALUE VALUE VALUE VALUE VALUE VALUE VALUE

Assets:

Accounts receivables 

 associated with 

 provisionally 

 priced sales ($ .90) ($ .90) ($ �1.10) ($ �1.10) ($ 1�.5) ($ 1�.5) ($ �5.�) ($ �5.�)

Short term investment  -  - $ 117.9 $  117.9 $ 10.0 $ 10.0  �80.0  �80.0

Treasury stock $ 1,011.� $ 1�9.0  -  - $ 596.� $ 109.7  -  -

Liabilities:        

Long-term debt:         

Mining Segment $ �18.� $ �06.� $ 1,�1�.� $ 1,�60.0 $ �10.1 $ �75.1 $ 1,�7�.0 $ 1,�70.0

Railway Segment $ 617.5 $ 617.5  -  - $ 5�8.� $ 5�8.�  -  -

The following methods and assumptions were used to estimate the fair value 
of each class of financial instrument, for which it is practicable to estimate 
that value:

• Accounts receivable associated with provisionally priced sales: fair value of 
copper is based on published forward prices and fair value of molybdenum 
is based on year-end market prices.  At December �1, �007 the Company 
has recorded provisionally priced sales of 165.9 million pounds of copper, 
at a forward average price of $�.0� per pound.  Also, the Company has re-
corded provisionally priced sales of �.7 million pounds of molybdenum at 
the year-end market price of $��.�8 per pound.  These sales are subject to 
final pricing based on the average monthly LME and COMEX copper prices 
and Dealer Oxide molybdenum prices in the future month of settlement. 
Provisional sales price adjustments included in accounts receivable and 
net sales were in �007 and �006 ($�0.�) millions and ($58.8) millions, 
respectively. During the month of January �008, the market price of cop-
per and molybdenum increased.  The effect of these changes on �007 

sales settling in January �008 
was an increase of $�.� million 
in sales.  Additionally, forward 
prices for copper as of January 
�1, �008 also increased; the ef-
fect of this increase on �007 
open sales settling after Janu-
ary �008 would be an increase of 
$��.� million in sales.

• Short-term investment: due to the 
short term nature of the invest-
ments, current value is deemed 
to approximate fair value. 

• Long-term debt: fair value is 
based on quoted market prices 

except for the Mitsui loan which 
is based on the present value of 
the cash flow discounted at 9% 
which is the Company’s weighted 
average capital cost. 

NOTE 21 - CONCENTRATION OF RISK:

The Company operates four copper 
open-pit mines, five underground 
poly metal mines, three smelters 
and eight refineries in Peru and Mex-
ico and provide multi-use and freight 
railway service in Mexico, and sub-
stantially all of its assets are located 
in these countries.  There can be 
no assurances that the Company’s 
operations and assets that are sub-
ject to the jurisdiction of the govern-
ments of Peru and Mexico will not be 
adversely affected by future actions 
of such governments.  Much of the 
Company’s products are exported 
from Peru and Mexico to customers 
principally in U.S., Europe, Asia and 
South America.

Financial instruments, which poten-
tially subject the Company to a con-
centration of credit risk, consist pri-
marily of cash and cash equivalents, 
short-term investments and trade 
accounts receivable.

The Company invests or maintains 
available cash with various banks, 
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NOTE 22 - COMMITMENTS:

Railway segment
ITM’s operations are subject to Mexi-
can federal and state laws, and to 
regulations related to environmental 
protection. Under these laws, guide-
lines have been issued concern-
ing air, soil and water pollution, and 
studies have been carried out con-
cerning environmental impact, noise 
control and hazardous residues.  The 
Environment and Natural Resources 
Ministry may impose administrative 
and criminal sanctions against com-
panies that breach environmental 
laws and it has authority to partially 
or entirely close any facilities that fail 
to comply with such regulations.

The responsibility to regenerate soil, 
subsoil and underground aquifer lay-
ers as a result of any damage caused 
by ITM operations, through February 
18, 1998, lies with FNM. ITM has 
taken certain measures to prevent 
the pollution indicated in environ-
mental audits performed by FNM, 
which served as the basis for prepar-
ing 19 agreements with the Federal 
Attorney’s Office for Environmental 
Protection (“PROFEPA”). These agree-
ments addressed 1,�81 activities 
that were carried out within a three 
year term, starting on April 1999, of 
which the Company implemented all 
of them as of December �1, �00�.

were received and � locomotives remained in transit; which were received 
during January �007. Between the months of September and November of 
�007, the remaining �0 locomotives were acquired and received. During the 
year �007 and �006, GFM was granted several loans to finance the acquisi-
tion of the locomotives. The option of acquiring the �5 additional locomotives 
will not be executed.

The rights to certain locomotives were pledge to a trust pledged in order to 
guarantee payment of certain long-term debt.  (See Note 11 Long-term debt).

As of December �007 and �006 ITM guarantees various bank loans and certain 
exchange rate and interest rate derivative contracts held by its non-consolidat-
ed subsidiary Ferrosur.

Mining segment

PERU
SCC’s operation are subject to American and Peruvian laws and regulations.

Power purchase agreement:
In 1997, SCC sold its Ilo power plant to an independent power company, Ener-
sur S.A. (Enersur). In connection with the sale, a power purchase agreement 
was also completed under which SCC agreed to purchase all of its power 
needs for its Peruvian operations from Enersur for twenty years, commenc-
ing in 1997.  In �00� the agreement was amended releasing Enersur from its 
obligation to construct additional capacity to meet SCC’s increased electric-
ity requirements.  SCC believes it can satisfy the need for increased electric-
ity requirements from other sources, including local power providers.

PERU AND MEXICO

Long-Term Sales Contracts:
Under the terms of a forward sales contract with Cumerio Belgium, formerly 
Union Minière, as amended, the Company is required to supply Cumerio Bel-
gium, through its agent, S. A. SOGEM N.V., with 18,000 tons of blister copper dur-
ing �008 and 1�,800 tons of blister during �009.  The price of the copper con-
tained in blister supplied under the contract is determined based on the LME 

monthly average settlement price 
less a refining allowance, which is ne-
gotiated annually.

Under the terms of a sales contract 
with Mitsui Bussan Metals Sales Co., 
an affiliate of Mitsui & Co. Ltd. (Mit-
sui), the Company is required to sup-
ply Mitsui with �8,000 tons of copper 
cathodes annually through �01�. If 
the shipment destination is Asia, the 
pricing of the cathodes is based upon 
the LME monthly average settlement 
price. However, if the destination of 
shipments is the United States, the 
pricing of the cathodes is based on the 
COMEX monthly average settlement 
price plus a producer premium, which 
is agreed upon annually based on 
world market terms.  90,000 tons re-
lated to a prior contract (period 199�-
�000) will be supplied as follows: 
�8,000 in �01� and ��,000 in �015. 

NOTE 23 - CONTINGENCIES:

The Company is involved in various 
legal proceedings derived from its 
normal operations. However, accord-
ing to management, a reasonable 
amount has been reserved to cover 
any individual or collective court 
decisions in connection with these 
proceedings. The main contingen-
cies and legal procedures are shown 
as follows:

Under the terms of the concession, the Mexican Federal Government has the 
right to receive payments from Ferromex equal to 0.5% of gross revenue dur-
ing the first 15 years of the concession and 1.�5% during the remaining years.  
In the years ended December �1, �007 and �006, such payments amounted 
to $�.1 million and $�.� million, respectively.

Ferromex leases the building where its main offices are located. The lease 
agreement is for five years starting April 1, �00�. In addition, Ferromex leases 
certain equipment, such as hoppers, boxcars, flatcars and tanker cars.

Commitments for minimum rental payments under lease agreements for the 
following tax years are as follows:

 YEAR MILLIONS
 �008 $ �0.8
 �009  �5.�
 �010  �1.8
 �011  ��.0
 �01� and thereafter  ��.7

 Total minimum payments $ 154.7

In January 1998, Ferromex entered into a fuel purchase agreement with 
PEMEX, under which Ferromex is required to purchase, at market value, a 
minimum of 18,600 cubic meters and a maximum of �0,�00 cubic meters 
of diesel per month, although this limit may be exceeded. In �007 and �006, 
this limit was exceeded and there were no repercussions.  A modifying 
agreement was established and it became effective on June �9, �007 and 
shall be in full force and effect during the next four years. Its validity will be 
extensive for two years and at the end of these two years period it will be 
renewed every year.

On June �0, �006, GFM signed an agreement to buy 100 electric diesel loco-
motives model ES��00AC Evolution with General Electric Company with the 
option to purchase �5 additional locomotives.  During �006, 56 locomotives 
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SCC & MM

Environmental matters:
SCC and MM have instituted exten-
sive environmental conservation 
programs at its mining facilities 
in Peru and Mexico.  SCC and MM’s 
environmental programs include, 
among other things, water recov-
ery systems to conserve water and 
minimize impact on nearby streams, 
reforestation programs to stabilize 
the surfaces of the tailings dams, 
and the implementation of scrubbing 
technology in the mines to reduce 
dust emissions. 

Peruvian operations
SCC’s operations are subject to ap-
plicable Peruvian environmental laws 
and regulations.  The Peruvian govern-
ment, through its Ministry of Energy 
and Mines (MEM), conducts annual 
audits of SCC’s Peruvian mining and 
metallurgical operations.  Through 
these environmental audits, matters 
related to environmental commit-
ments, compliance with legal require-
ments, atmospheric emissions, and 
effluent monitoring are reviewed.  
SCC believes that it is in material com-
pliance with applicable Peruvian envi-
ronmental laws and regulations.
 
In the first quarter of �007, with the 
completion of the Ilo smelter mod-

ernization, SCC completed a 10-year environmental program agreed to with 
the Peruvian government in 1997.  This program applied to all of SCC’s Peruvi-
an operations and contained �� mitigation measures and projects necessary 
to (1) bring the existing operations into compliance with the environmental 
standards established by the MEM and (�) identify areas impacted by opera-
tions that were no longer active and needed to be reclaimed.

 In �00�, the Peruvian congress published a new law announcing future clo-
sure and remediation obligations for the mining industry.  In August �006, in 
accordance with this law and its amendments, SCC prepared and submitted 
to MEM a closure plan. SCC is awaiting MEM’s review of this plan. See Note 1� 
“Asset Retirement Obligation” for further disclosure of this matter.

For the Peruvian operations, environmental capital expenditures were $�1.6 mil-
lion and $161.0 million in �007 and �006, respectively.  SCC expects to spend 
approximately $1�.1 million for environmental capital expenditures in �008.

Mexican operations
MM’s operations are subject to applicable Mexican federal, state and municipal 
environmental laws, to Mexican official standards, and to regulations for the 
protection of the environment, including regulations relating to water supply, 
water quality, air quality, noise levels and hazardous and solid waste.  Some of 
these laws and regulations are relevant to legal proceedings pertaining to the 
MM’s San Luis Potosi copper facilities.
 
The principal legislation applicable to Mexican operations is the federal Gen-
eral Law of Ecological Balance and Environmental Protection, which is en-
forced by the Federal Bureau of Environmental Protection (PROFEPA).  The 
PROFEPA monitors compliance with environmental legislation and enforces 
Mexican environmental laws, regulations and official standards.  PROFEPA 
may initiate administrative proceedings against companies that violate 
environmental laws, which in the most egregious cases may result in the 
temporary or permanent closing of non-complying facilities, the revocation 
of operating licenses and/or other sanctions or fines.  Also, according to the 
Federal Criminal Code, the PROFEPA must inform corresponding authorities 
regarding environmental non-compliance.

Mexican environmental regulations have become increasingly stringent over 
the last decade, and this trend is likely to continue and has been influenced 
by the environmental treaty entered into by Mexico, United States and Canada 
in connection with NAFTA in February 1999.  However, MM’s management 
does not believe that continued compliance with the Environmental Law or 
Mexican State environmental laws will have a material adverse effect on MM’s 
business, properties, results of operations, financial condition or prospects or 
will result in material capital expenditures.  Although MM believes that all of 
its facilities are in material compliance with applicable environmental, mining 
and other laws and regulations, MM cannot assure that future laws and regu-
lations would not have a material adverse effect on MM’s business, proper-
ties, results of operations, financial condition or prospects.
 
Due to the proximity of certain facilities of MM to urban centers, the authori-
ties may implement certain measures that may impact or restrain the opera-
tion of such facilities.
 
For the Mexican operations, environmental capital expenditures were $�5.8 
million and $5.� million in �007 and �006, respectively. Approximately, $�5.� 
million has been budgeted for environmental capital expenditures in �008.

Litigation matters:
 
Peruvian operations
García-Ataucuri and Others against SCC:  In April 1996, SCC was served with a 
complaint filed in Peru by approximately 800 former employees seeking the 
delivery of a substantial number of “labor shares” (acciones laborales) of its 
Peruvian Branch plus dividends on such shares, to be issued in a proportional 
way to each former employee in accordance with their time of work with SCC’s 
Peruvian Branch.

SCC conducts its operations in Peru through a registered Branch.  Although 
the Peruvian Branch has neither capital nor liability separate from that of SCC, 
under Peruvian law it is deemed to have an equity capital for purposes of de-
termining the economic interest of the holders of the labor shares.  The labor 
share litigation is based on claims of former employees for ownership of labor 

shares issued during the 1970’s until 
1989, under a former Peruvian man-
dated profit sharing system. In 1971, 
the Peruvian government enacted 
legislation providing that workers in 
the mining industry would partici-
pate in the pre-tax profits of the en-
terprises for which they worked at a 
rate of 10%.  This participation was 
distributed �0% in cash and 60% as 
an equity interest in the enterprise.  
Under the law, the equity participa-
tion was originally delivered to the 
“Mining Community”, an organiza-
tion representing all workers.  The 
cash portion was distributed to the 
workers after the close of the year.  
The accrual for this participation was 
(and continues to be) a current liabil-
ity of SCC, until paid.  In 1978, the law 
was amended and the equity distri-
bution was calculated at 5.5% of pre-
tax profits and was made to individ-
ual workers of the enterprise in the 
form of “labor shares” to be issued in 
Peru by the Peruvian Branch of SCC.  
These labor shares represented an 
equity interest in SCC. In addition, 
according to the 1978 law, the equity 
participations previously distributed 
to the “Mining Community” were 
returned to SCC and redistributed 
in the form of labor shares to the 
individual employees or former em-
ployees.  The cash participation was 
adjusted to �.0% of pre-tax earnings 
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and continued to be distributed to employees following the close of the year.  
Effective in 199�, the law was amended to its present status, and the work-
ers’ participation in pre-tax profits was set at 8%, with 100% payable in cash.  
The equity participation component was eliminated from the law.
 
In 1995, SCC offered to exchange new common shares of SCC for the labor 
shares issued under the prior Peruvian law.  Approximately 80.8% of the issued 
labor shares were exchanged for SCC’s common shares, greatly reducing the 
minority interest on SCC’s balance sheet.  What remains of the workers’ eq-
uity participation is now included on the consolidated balance sheet under 
the caption “Minority interest.”
 
In relation to the issuance of “labor shares” by the Branch in Peru, SCC is a 
defendant in the following lawsuits:
 
1) As stated above, in April 1996, SCC was served with a complaint filed 

in Peru by approximately 800 former employees, (García Ataucuri and 
others vs. SCC), seeking the delivery of �8,76�,806.80 “labor shares” 
(acciones laborales), now “investment shares”   (acciones de inver-
sion) (or nuevos S/. �,876,�80,679.56), as required by Law # �����, 
to be issued in a proportional way to each former employee or worker in 
accordance with their time of work with SCC’s Branch in Peru, plus divi-
dends on such shares.  In �000, SCC appealed an adverse decision of an 
appellate civil court, affirming a decision of a lower civil court, to the Pe-
ruvian Supreme Court.  On September 19, �001, the Peruvian Supreme 
Court annulled the proceedings noting that the civil courts lacked juris-
diction and that the matter had to be decided by a labor court.  On March 
8, �00�, Mr. García Ataucuri restated the claim to comply with Peruvian 
labor law and procedural requirements, and increased the number of 
plaintiffs to approximately 958 ex workers.  In January �005, the lower 
labor judge dismissed the lawsuit on procedural grounds without de-
ciding on the merits of the case.  In March �005, the plaintiffs appealed 
this decision but the appellate court dismissed the appeal due to pro-
cedural defects and remanded the case to the lower labor court for fur-
ther proceedings.  The lower labor court, on motions from the plaintiffs, 
reinstated the appeal of the dismissal of the case of seven plaintiffs 
that had cured the procedural defects.  As of December �1, �007, the 

case remains open with no fur-
ther new developments.  The 
labor court has temporarily lost 
jurisdiction over this case until 
the Supreme Court decides on 
the Constitutional Tribunal’s de-
cision described below.

 
 In October �007, in a separate 

proceeding initiated by Mr. Gar-
cía Ataucuri against the justices 
of the Peruvian Supreme Court, 
the Peruvian Constitutional 
Court nullified the Peruvian Su-
preme Court decision issued on 
September 19, �001 because 
it had violated Mr. García Atau-
curi’s constitutional due process 
rights by obliging him and the 
other plaintiffs to commence a 
new proceeding before the labor 
courts when they had litigated 
against SCC in civil courts for 
over 10 years.  The Peruvian Con-
stitutional Court ordered the Su-
preme Court to decide again on 
the merits of the case accepting 
or denying SCC’s �000 appeal.

 Although SCC was not formally 
a party to the García Ataucuri 
proceedings before the Peruvian 
Constitutional Court, the nullity 
of the favorable decision of the 
Supreme Court, issued on Sep-
tember 19, �001, is final and 
cannot be appealed by SCC.

 

 It is uncertain how the Peru-
vian Supreme Court will decide 
on SCC’s �000 appeal and the 
merits of the case in view of the 
decision of the Peruvian Consti-
tutional Court.

 
 In October �007, a Peruvian 

prosecuting attorney investi-
gating an accusation made by 
Mr. García Ataucuri against vari-
ous officers of SCC’s Peruvian 
Branch agreed with Mr. Ataucuri 
that the non issuance of shares 
in the Ataucuri case constituted 
an illegal appropriation of same.  
SCC filed an action against the 
prosecuting attorney before a 
criminal judge, who decided in 
favor of SCC annulling the ac-
cusation of Mr. Ataucuri.  In No-
vember �007 a criminal appeals 
court affirmed the decision of 
the lower court.  This decision is 
final and cannot be appealed.

�) Additionally, on May 10, �006, 
SCC was served with a new com-
plaint filed in Peru, this time by 
�� former employees, (Corne-
jo Flores and others vs. SCC), 
seeking delivery of (1) labor 
shares (or shares of whatever 
other current legal denomina-
tion) corresponding to years 
1971 to December �1, 1977 
(the plaintiffs are seeking the 

same �8,76�,806.80 labor shares mentioned in the prior lawsuit), that 
should have been issued in accordance with Law # �����, plus inter-
est and (�) labor shares resulting from capital increases made by the 
Branch in 1980 “ for the amount of the workers’ participation of nue-
vos S/.17,��6,009,907.�0, equivalent to 17�,�60,099.7� labor shares”, 
plus dividends. On May ��, �006, SCC answered this new complaint, 
denying the validity of the claim. As of December �1, �007, the case 
remains in the discovery stage.

 SCC asserts that the claims are without merit and that the labor shares were 
distributed to the former employees in accordance with the profit sharing 
law then in effect. The Company does not believe that an unfavorable out-
come is reasonably possible. SCC has not made a provision for these law-
suits because it believes that it has meritorious defenses to the claims as-
serted in the complaints.

Mineria Integral S.A.C.: In January �007, SCC was served with three claims filed 
in Peru by Mineria Integral S.A.C.  The claims allege that SCC has trespassed on 
certain mining rights of the plaintiff, in Ilo, Department of Moquegua, and seek 
that SCC desist from the trespass and pay compensation in the amount of 
$�9.1 million.  SCC believes that these administrative procedures are without 
merit and is vigorously defending itself against these actions.

Mexican operations
The Mexican Geological Services (MGS) Royalties: In August �00�, MGS [for-
merly named Council of Mineral Resources (COREMI)] filed with the Third 
Federal District Judge in Civil Matters, an action demanding from Mexcobre 
the payment of royalties since 1997.  In December �005, Mexcobre signed an 
agreement with MGS.  Under the terms of this agreement the parties estab-
lished a new procedure to calculate the royalty payments applicable for �005 
and the following years, and Mexcobre paid in January �006, $6.9 million of 
royalties for �005 and $8.5 million as payment on account of royalties from 
the third quarter 1997 through the last quarter of �00�.  Mexcobre estimates 
that the payment made on January 11, �006 will cover 100% of the royalty 
payments required for �00� and prior periods.  On January ��, �007 the Third 
Federal District Judge issued a ruling regarding the payment related to the 
period from the third quarter of 1997 through the fourth quarter of �00�.  This 
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ruling was appealed by both par-
ties in February �007.  The appeal 
was lost Mexcobre in October �007.  
Mexcobre filed a protective action 
(Amparo) before the First Unitary Tri-
bunal of the First Circuit, which reso-
lution is pending.  Mexcobre believes 
that the payment made on account 
for this period is correct.
 
On an ongoing basis Mexcobre is re-
quired to pay a 1% royalty on La Car-
idad’s copper production value after 
deduction of treatment and refining 
charges and certain other carrying 
costs.

San Luis Potosi Facilities: The munici-
pality of San Luis Potosi has granted 
Desarrolladora Intersaba, S. A. de C. V. 
(“Intersaba”), licenses for use of land 
and construction of housing and/or 
commercial zones in the former Ejido 
Capulines zone, where the residen-
tial project “Villa Magna” is expected 
to be developed in the near future.
 
The “Villa Magna” residential project 
is being developed within an area 
that Immsa’s Risk Analysis approved 
by SEMARNAT (the federal environ-
mental authority), has secured as a 
safeguard and buffer zone due to the 
use by Immsa of anhydrous ammo-
nia gas.

Based on the foregoing, Immsa has initiated two different actions regarding 
this matter.  First, against the municipality of San Luis Potosi, requesting the 
annulment of the authorization and licenses granted to Intersaba to develop 
“Villa Magna” within the zinc plant’s safeguard and buffer zone, and second, 
filed before SEMARNAT for the declaration of a safeguard and buffer zone sur-
rounding Immsa’s zinc plant.
 
On August ��, �006, the first action was resolved by a Federal Court, which 
denied Immsa’s request.  In September �006, Immsa submitted its final ap-
peal to the Supreme Court of Justice and in February �007, the court ruled 
against Immsa.
 
Immsa believes that while this outcome was adverse to its interests, the con-
struction of the “Villa Magna” housing and commercial development will not, 
in itself, affect the operations of Immsa’s zinc plant.

Intersaba has filed a lawsuit against Immsa, requesting payment of damages in 
the amount of approximately $11.0 million supposedly caused by Immsa during 
these proceedings.  Immsa intends to vigorously defend against this lawsuit.
 
In addition to the foregoing, Immsa has initiated a series of legal and administra-
tive procedures against the Municipality of San Luis Potosi due to its refusal to 
issue Immsa’s use of land permit (licencia de uso de suelo) in respect to its zinc 
plant.  A federal judge ruled that Immsa’s use of land permit should be granted.  
The municipal authorities are evaluating how to comply with the ruling.

Labor matters:
In recent years SCC and MM have experienced a number of strikes or other 
labor disruptions that have had an adverse impact on its operations and op-
erating results.

Peruvian Operations
Collective bargaining agreements with the SCC’s Peruvian labor unions expired 
in �007.  A number of strikes were initiated by SCC’s labor unions, demanding 
wage increases and better benefits.  In addition, some of the unions went on 

strike in support of national union strikes.  These strikes were generally of a 
brief nature and SCC was able to continue normal operations with the support 
of staff and administrative personnel and contractors.  New collective bar-
gaining agreements, for periods ranging from three to six years were signed 
with all of SCC’s Peruvian unions.

Mexican operations
Beginning July �007, our mines at Cananea, Taxco and San Martin went on 
strike.  On January 11, �008 the Mexican federal labor court declared the Cana-
nea strike illegal and ordered the workers to return to work within �� hours.  
This ruling was challenged before a federal judge who upheld the union’s case 
on February 1�, �008.  MM appealed this unfavorable ruling which remains 
pending of resolution in the “Primer Tribunal Colegiado” in labor matters in 
Mexico City.  MM expects that it will take several months to return to full pro-
duction at Cananea.  At Taxco, operations have been put on standby due to 
the strike.  Resuming operations at San Martin remains dependant upon the 
results of litigation.  Additionally, MM estimates that 178.� million pounds and 
�5.6 million pounds of copper and zinc production, respectively, were lost in 
these strikes, as well as $�87.5 million in operating income.
 
During �006, there were a number of work stoppages at some of the MM’s 
Mexican operations. While some of these work stoppages were of a short-term 
nature with little or no production loss, others have been more disruptive.  A 
strike at the La Caridad copper mine in Sonora began in the first quarter of 
�006 and ended in July �006.  As a result of these strikes, MM declared “force 
majeure” on certain of its June and July copper contracts.  In �006, MM also 
experienced strikes at our Cananea and San Martin mines.

Other legal matters 
Class actions:  Three purported class action derivative lawsuits have been filed 
in the Delaware Court of Chancery (New Castle County) late in December �00� 
and early January �005 relating to the acquisition of MM by SCC.  On January 
�1, �005, the three actions Lemon Bay, LLP v. Americas Mining Corporation, 
et al., Civil Action No. 961-N, Therault Trust v. Luis Palomino Bonilla, et al., and 
Southern Copper Corporation, et al., Civil Action No. 969-N, and James Sousa 

v. Southern Copper Corporation, et 
al., Civil Action No. 978-N were con-
solidated into one action titled, In re 
Southern Copper Corporation Share-
holder Derivative Litigation, Consol.  
C. A. No. 961-N and the complaint filed 
in Lemon Bay was designated as the 
operative complaint in the consoli-
dated lawsuit.  The consolidated ac-
tion purports to be brought on behalf 
of SCC’s common stockholders.
 
The consolidated complaint alleges, 
among other things, that the acquisi-
tion of MM is the result of breaches 
of fiduciary duties by SCC’s directors 
and is not entirely fair to SCC and its 
minority stockholders.  The consoli-
dated complaint seeks, among other 
things, a preliminary and perma-
nent injunction to enjoin the acqui-
sition, the award of damages to the 
class, the award of damages to SCC 
and such other relief that the court 
deems equitable, including inter-
est, attorneys’ and experts’ fees and 
costs.  SCC believe that this lawsuit is 
without merit and are vigorously de-
fending the action.

SCC’s management believes that the 
outcome of the aforementioned legal 
proceeding will not have a material 
adverse effect on SCC’s financial po-
sition or results of operations.
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SCC is involved in various other legal proceedings incidental to its operations, 
but SCC does not believe that decisions adverse to it in any such proceedings 
individually or in the aggregate would have a material adverse effect on its 
financial position or results of operations.
 
Our direct subsidiary AMC and GMEXICO, have from time to time been named 
parties in various litigations involving Asarco.  In August �00� the U.S. Depart-
ment of Justice brought a claim alleging fraudulent conveyance in connection 
with AMC’s then-proposed purchase of SCC from a subsidiary of Asarco.  That 
action was settled pursuant to a Consent Decree dated February �, �00�.  In 
March �00�, AMC purchased its interest in SCC from Asarco.  In October �00�, 
AMC, GMEXICO, Mexcobre and other parties, not including SCC, were named 
in a lawsuit filed in New York State court in connection with alleged asbestos 
liabilities, which lawsuit claims, among other matters, that AMC’s purchase of 
SCC from Asarco should be voided as a fraudulent conveyance.  The lawsuit 
filed in New York State court was stayed as a result of the August �005 Chap-
ter 11 bankruptcy filing by Asarco, as described below.  However, on Novem-
ber 16, �007, this lawsuit, after being removed from Federal Court, was trans-
ferred to the United States District Court for the Southern District of Texas in 
Brownsville, Texas, for resolution in conjunction with a new lawsuit filed by 
Asarco, the debtor in possession, as described below.  On February �, �007 a 
complaint was filed by Asarco, the debtor in possession, alleging many of the 
matters previously claimed in the New York State lawsuit, including that AMC’s 
purchase of SCC from Asarco should be voided as a fraudulent conveyance.

In late December �00� and early January �005, three purported class action 
derivative lawsuits were filed in the Delaware Court of Chancery (New Castle 
County) relating to the merger transaction between SCC and MM.  On January 
�1, �005, the three actions were consolidated.  The consolidated complaint 
alleges, among other things, that the merger was the result of breaches of 
fiduciary duties by SCC’s directors and was not entirely fair to SCC and its mi-
nority stockholders.  The case is currently in the early stages of discovery.  
The defendants believe that the lawsuit is without merit and are vigorously 
defending the action.  While GMEXICO and its affiliates believe that these 
claims are without merit, we cannot assure you that these or future claims, if 
successful, will not have an adverse effect on the Company’s parent corpora-
tion or SCC.  Any increase in the financial obligations of the Company’s par-

ent corporation, as a result of mat-
ters related to Asarco or otherwise 
could, among other effects, result in 
the Company’s parent corporation 
attempting to obtain increased divi-
dends or other funding from SCC.  In 
�005, certain subsidiaries of Asarco 
filed bankruptcy petitions in connec-
tion with alleged asbestos liabilities.  
In July �005, the unionized workers 
of Asarco commenced a work stop-
page.  As a result of various factors, 
including the above-mentioned work 
stoppage, in August �005 Asarco 
filed a voluntary petition for relief 
under Chapter 11 of the U.S. Bank-
ruptcy Code before the U.S. Bank-
ruptcy Court in Corpus Christi, Texas.  
Asarco’s bankruptcy case is being 
joined with the bankruptcy cases of 
its subsidiaries.  Asarco’s bankruptcy 
could result in additional claims be-
ing filed against GMEXICO and its 
subsidiaries, including SCC, MM or its 
subsidiaries.

In July �005, GMEXICO and Asarco 
were sued by Seaboard Surety Com-
pany in Maricopa County Superior 
Court (Case No. CV�005-01�0�5). 
Asarco declared bankruptcy in Au-
gust �005 and as a result Seaboard 
amended its complaint to name 
only GMEXICO as a defendant. The 
amended complaint asserts claims 
for supposed breach of contract and 
specific performance related to a 

reclamation bond Seaboard issued 
in February �001 for the benefit 
of Asarco. In total, Seaboard seeks 
$11.5 million in damages. The bonds 
cover Asarco’s mining operations at 
the Mission Mine in Arizona.  GMEX-
ICO removed Seaboard’s complaint 
to the United States District Court for 
the District of Arizona.  The court has 
yet to decide Grupo Mexico’s motion 
to dismiss for lack of subject matter 
general jurisdiction. That motion has 
been pending since September �007. 
Discovery is essentially complete, 
but additional discovery may take 
place depending on how the court 
rules on GMEXICO’s pending motion. 
Trial is unlikely to be resolved before 
�009.

In this respect the Company’s lawyers 
express no judgment at this time as 
to the outcome.  They also consider 
that, at this time, it is uncertain any 
estimate of the amount or range of 
potential loss by the Company on the 
reported matters.

Other:

Mine accident
On February 19, �006, an explosion 
occurred at the Immsa unit’s Pasta 
de Conchos coal mine, located in San 
Juan de Sabinas, Coahuila, Mexico.  
Immediately thereafter and for 1� 
months, Immsa conducted a com-

prehensive rescue effort.  Federal and local governmental help and support 
was received.  As a result of the accident eight miners were injured and 65 
perished.
 
Both the Coahuila Public District Attorney (Procuraduria de Justicia) and the 
Federal Attorney’s Office (Procuraduria Federal de la Republica) initiated inves-
tigations to establish the causes of the accident and the responsible party.  A 
local judge at San Juan de Sabinas ordered five mine representatives to stand 
trial for the accident.  On April 16, �007, the judge terminated the case due to 
the indemnification for damages to the families of the victims, which was paid 
by Immsa’s insurance company.  In January �008, two families of the victims 
were granted additional indemnification by virtue of a federal ruling.  Recovery 
efforts have stopped due to increased hazards and potential health risks for the 
recovery workers.  On November �0, �007, Federal officials have ordered the 
permanent closure of the mine.

Regional development contribution
On December �8, �006 SCC’s Peruvian Branch signed a contract with the Pe-
ruvian government committing SCC to annual contributions for five years to 
support the regional development of Peru.  This was in response to an appeal 
by the President of Peru to the mining industry.   The contributions are being 
used for social benefit programs.  In �007, SCC made a contribution of $16.1 
million, calculated based on �006 Peruvian earnings after income tax.  In ac-
cordance with the agreement in April �007, this contribution was deposited 
with a separate entity, the “Asociacion Civil Ayuda del Cobre” which will make 
disbursements for approved investments in accordance with the agreement.  
The following years’ contributions could increase or decrease depending on 
copper prices.  The commitment of SCC’s Branch is for a total of 1.�5% of its 
annual earnings, after Peruvian income tax.  If the copper price drops below 
$1.79 per pound the contribution will cease.  SCC made a provision of $17.9 
million for �007 based on SCC’s Peruvian Branch earnings.

Royalty charge
In June �00�, the Peruvian Congress enacted legislation imposing a royalty 
charge to be paid by mining companies.  Under this law, SCC is subject to a 1% to 
�% royalty, based on sales, applicable to the value of the concentrates produced 
in the Toquepala and Cuajone mines.  SCC made provisions of $6�.8 million and 
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$67.� million in �007 and �006, re-
spectively, for this royalty.  These pro-
visions are included in “Cost of sales 
(exclusive of depreciation, amortiza-
tion and depretion)” in the consoli-
dated statement of operations.

Tax contingency matters:
Tax contingencies are provided for 
under FIN No. �8 (see note 1� In-
come Tax, Asset Tax and Flat Tax).

Asarco
On February �, �007, AMC was sued 
by Asarco, a 100% subsidiary of AMC, 
which is currently controlled by in-
dependent board members, who 
have autonomy and independent re-
sponsibility and were appointed by 
a bankruptcy court in the U.S.  The 
lawsuit is related to the acquisition 
of SCC by AMC, during the first quar-
ter of �00�, supposedly damaging 
the creditors of Asarco.  AMC consid-
ers that this lawsuit has no merits 
since among other facts the acqui-
sition was made at the fair market 
value determined by an independent 
financial firms and the transaction 
also obtained the approval of the U.S. 
Department of Justice as creditor 
of Asarco.  Additionally, the terms of 
the transaction were approved by a 
Federal US Court.  The funds obtained 
were applied exclusively to the pay-
ment of financial and environmental 
liabilities of Asarco.

AMC presented its response to the mentioned lawsuit, in which AMC high-
lighted that the supposed detriment is based on the difference of SCC’s value 
at March �00�, date of the acquisition and its current value, four years later, 
without considering the significant positive variation of the copper commod-
ity price, main metal produced by SCC, due to the strong demand that has 
been registered during the last two years.

On February 5, �007, Asarco filed a complaint in the Bankruptcy Proceeding 
against AMC alleging that Asarco, rather than AMC, is entitled to an income 
tax refund as a result of certain losses incurred by its corporate predecessor, 
Asarco Incorporated. Asarco claims that AMC caused a corporate reorganiza-
tion to shift the ownership of the tax refund from Asarco to AMC and the post 
- reorganization Asarco Incorporated. AMC believes that Asarco’s claims are 
without merit and are vigorously defending the action.

GMEXICO and AMC, served with the original complaint, are defendants in a suit 
filed in New York State Supreme Court, New York County, by plaintiffs with al-
leged personal – injury asbestos claims against Asarco.  Plaintiffs allege that 
the March �00� transfer of certain of the stock held by Asarco in SCC to AMC 
was fraudulent and that the Company facilitated the transfer. Plaintiffs allege 
that Asarco was insolvent at the time of the transfer, that the transfer was 
made for less than fair value, and that the transfer resulted in Asarco being 
left with insufficient assets to pay asbestos - exposure - related damages to 
plaintiffs. The case is currently stayed due to Asarco’s bankruptcy. The Com-
pany and AMC believe that plaintiffs’ claims are without merit and are vigor-
ously defending the action.

- Environmental litigation and related matters.

In connection with the matters referred to below, as well as the other closed 
plants and sites where the Asarco is working with federal and state agencies 
to resolve environmental issues, Asarco accrues for losses when such losses 
are probable and reasonably estimable.  Such accruals are adjusted as new 
information comes to the Company’s attention or circumstances change.

In August �00�, the United States Department of Justice and Environmental 
Protection Agency (“EPA”) filed a lawsuit in federal district court in Tacoma, 

Washington against Asarco, seeking to enjoin the transfer of the Company’s 
5�% stockholder interest in SCC to AMC, alleging fraudulent conveyance.  Asar-
co agreed to a stipulation staying the transfer pending settlement discus-
sions. On the Asarco’s motion, the case was transferred to Phoenix, Arizona.  
In January �00�, Asarco reached a settlement with the government, which 
was entered as a consent decree by the court in February �00�.  The con-
sent decree allowed Asarco to finalize the SCC transaction and required the 
establishment of an environmental trust to be funded by AMC (through the 
assignment by Asarco of a promissory note receivable from AMC having an 
original face value of $100 million plus interest at 7% per annum over the next 
eight years at a total of approximately $1�5.0 million which includes principal 
and interest).  The trust is dedicated to remediation work at most of the sites 
where Asarco still has environmental liability, offsetting that liability.  The gov-
ernment agreed to: (1) stay enforcement of certain environmental obligations 
against Asarco for the next three years; (�) waive the obligation for three years 
to meet certain “financial assurance” requirements, and (�) release Asarco of 
certain environmental liabilities, including approximately $100.0 million for 
accrued civil and stipulated penalties and approximately $�.5 million for envi-
ronmental response costs at certain sites.  The consent decree does not limit 
the Asarco’s liability for future environment response costs.  The consent de-
cree also includes “not to exceed” limits of $�.0 million, $�.5 million and $�.0 
million during �00�, �00� and �005, respectively, on Asarco’s environmental 
response costs outside of the consent decree but not exclusive of those des-
ignated for funding.  The notes receivables from AMC at December �1, �007 
and �006 totaled $7�.� millions and $88.6 million, respectively.

Asarco and certain of its subsidiaries have been notified by the EPA that it is a 
Potentially Responsible Party (“PRP”) for multiple sites under Superfund Leg-
islation.  Asarco has accrued its best estimate of its obligations with respect 
to each of the sites.  Asarco could incur additional obligations for which Asarco 
has no estimate at this time.  It is reasonably plausible that the Asarco’s re-
corded estimates for these obligations may change in the near term.

Also, Asarco and certain of its subsidiaries have received notices from the EPA 
and other federal and state agencies that they, and in some cases numer-
ous other parties, are potentially responsible for damages and remediation 
occasioned by alleged hazardous substance releases at certain sites under 

Comprehensive Environment Re-
sponse, Compensation and Liability 
(CERCLA) or similar state laws.  In 
addition, Asarco and certain of its 
subsidiaries are defendants in law-
suits brought under CERCLA or state 
laws that seek substantial damages 
and remediation.  Remedial action is 
being undertaken by Asarco at, and 
in some instances nearby, some of 
the sites.

- Asbestos product and premises 
litigation

Asarco and two subsidiaries, Capco 
Pipe Company, Inc. (Capco), and Lac 
d’Amiante du Quebec, LTEE (LAQ) as 
of December �1, �00�, are defen-
dants against claims seeking sub-
stantial actual and punitive damages 
for personal injury or death allegedly 
caused by exposure to asbestos.  
Asarco never produced asbestos or 
manufactured asbestos products.  
Claims against it arise as claims of 
alleged alter ego or other derivative 
liability from Capco and/or LAQ or by 
reason of alleged past exposure to 
asbestos on the premises of Asarco 
facilities in Texas.  Capco produced 
cement asbestos pipe in Alabama 
and Arkansas in the mid-1960’s to 
the early 1980’s.  LAQ mined raw as-
bestos fiber from the Black Lake re-
gion of Quebec from the early 1950’s 
to the mid-1980’s.  Both Capco and 
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LAQ are non-operating entities.

In mid �00�, Asarco undertook to resolve its asbestos liabilities by negotiating 
prepackaged bankruptcy plans for LAQ and Capco under Section 5��(g) of the 
U.S. Bankruptcy Code.  To that purpose during �00� representatives of Asarco 
met in person or in rare instances by telephone with a group of plaintiffs’ law 
firms representing approximately 75% of the estimated number (based on the 
best currently available information) claimants against the Asarco, and invited 
the claimants (or their designated representatives) to form an informal com-
mittee of  asbestos claimants for the purpose of negotiating a prepackaged 
plan of reorganization for Capco and LAQ.  In response to that invitation, rep-
resentatives of a substantial majority in number of asbestos claimants met 
in September �00� and formed an informal committee of asbestos claimants 
(ACC) and retained professionals.  The committee is engaged in due diligence 
regarding Asarco and a potential prepackaged plan of reorganization.  Asarco 
agreed to fund and has funded the ACC’s professionals, has cooperated in con-
nection with and is responding to the ACC’s due diligence requests, and on 
October 1�, �00�, met with the ACC and its professionals to provide the ACC 
with certain information about Asarco and the prepackaged process. 

Asarco, after considering a number of possible candidates to serve as the rep-
resentative of holders of future demands (FCR), proposed Robert C. Tate of 
Corpus Christi, Texas to the ACC, and is proceeding to engage Mr. Tate as the 
FCR for Capco and LAQ.

Asarco has engaged LECG LLC (LECG) to combine and reconcile its asbestos 
claims data and perform such operations as it deems necessary to establish 
that Asarco has a reliable and accurate asbestos claims database upon which 
its professionals may estimate its present and future asbestos liability for 
the purposes of negotiating and confirming a prepackaged plan of reorganiza-
tion for Capco and LAQ.  Currently, LECG is in the process of obtaining listings 
of active and outstanding claimants and reconciling those lists to the Asarco 
database.  The scope of this exercise is information in the possession of the 
plaintiffs’ firms that comprise 80% of the claims against Asarco and its sub-
sidiaries.  This process is only partially complete at present due to a lack of 
cooperation from the plaintiffs’ firms and incomplete and inconsistent infor-
mation received from the plaintiffs’ firms. 

reorganization, once its environ-
mental liabilities are defined by the 
corresponding judge.  Likewise, it 
is pending the definition of Asarco’s 
responsibility in the asbestos opera-
tion of its subsidiaries LAQ and Cap-
co.  AMC considers that the asbestos 
responsibility of those subsidiaries 
should not be assumed by Asarco.

Other litigation
Asarco is a defendant in lawsuits in 
Arizona, the earliest of which com-
menced in 1975, involving U.S., Na-
tive Americans and other Arizona 
water users which contest the right 
of Asarco and numerous other indi-
viduals and entities to use water and, 
in some cases, seeking damages for 
water usage and alleged contamina-
tion of ground water.  The lawsuits 
could affect Asarco’s use of water at 
its Ray Complex, Mission Complex, 
and other Arizona operations.

In November 1999, an action by Cy-
prus Amax, (Cyprus) a subsidiary 
of Phelps Dodge Corporation, was 
commenced against Asarco in fed-
eral court in the Southern District of 
New York.  The action sought dam-
ages of not less than $90.0 million 
for the alleged breaches of a merger 
agreement between Asarco and Cy-
prus.  This case was dismissed in 
�00�.  Cyprus did not appeal of this 
decision.

Asarco is involved in multiple breach of contract suits alleging damages ap-
proximating $17.� million.  Asarco has reported these obligations in accounts 
payable and other liabilities in its financial statements.  Asarco settled and 
paid $1�.5 million of these obligations in January �005.

Asarco is also involved in multiple suits and claims against it arising from 
such matters as workers compensation claims and employment related 
claims among other matters.  Asarco does not believe any of these matters 
will have a material adverse effect on the Company’s financial position, re-
sults of operations or cash flows.

Future environmental related expenditures cannot be reliably determined in 
many circumstances due to the early stages of investigation, the uncertain-
ties relating to specific remediation methods and costs, the possible participa-
tion of other potentially responsible parties, and the changing environmental 
laws and interpretations.  Similarly, due to the uncertainty of the outcome of 
court proceedings, future expenditures related to litigation cannot be reliably 
determined.

The financial viability of other potentially responsible parties has been consid-
ered when relevant and no credit has been assumed for any potential insur-
ance recovery when not deemed probable. It is the opinion of management 
that the outcome of the legal proceedings, environmental contingencies, as-
bestos litigation mentioned, and other miscellaneous litigation and proceed-
ings now pending, could be material to the financial position of Asarco at De-
cember �1, �00�.  Asarco can make no assurances as to the materiality of the 
future financial statement impact.  This opinion is based on considerations 
including experience related to previous court judgments and settlements 
and remediation costs and term.

GFM/Railway segment
Negotiations with a Mexican railway system operator - Ferromex has net bal-
ances receivable from a Mexican railway system operator generated from 
1998 through �007.  Negotiations are currently underway to determine the 
amounts to be recovered and paid per segment (interline traffic, trackage 
rights, and haulages) as the terms of these arrangements are not clearly de-
fined in the concession agreements.  At December �1, �007 and �006, the 

Asarco has settled with some of its 
insurers and has received insurance 
recovery settlements in connection 
with its alleged asbestos liability.  
These settlements are reported as 
reserves, primarily in other long-
term liabilities, and totaled $10�.5 
million and $105.7 million at Decem-
ber �1, �00� and �00�, respectively.  
Asarco believes that these reserves 
represent at least a minimum in a 
range of possible outcomes of its 
prepackaged bankruptcy plan ne-
gotiation process for LAQ and Capco 
as to the amount of the total liability 
for asbestos-related claims.  Asarco 
will continue to review its asbes-
tos reserve on a periodic basis and 
make such adjustments as may be 
appropriate.  However, it is plausible 
that Asarco will not be in a position 
to conclude that a further adjust-
ment to the reserve is appropriate 
until additional significant develop-
ments occur during the course of its 
negotiations toward a prepackaged 
bankruptcy plan, including resolu-
tion by negotiation or the Bankruptcy 
Court, if required.  Any such adjust-
ment could, however, be material to 
Asarco’s consolidated financial posi-
tion and results of operations in any 
given period.

Asarco, is currently undergoing 
Chapter 11 process in the U.S. with 
the purpose of achieving a financial 
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net balances receivable amounted to $�6.0 million and $�9.6 million, respec-
tively.  At December �1, �007, Ferromex considers that it has estimated ad-
equately these balances and had recorded no additional reserves to cover the 
possible adverse or favorable results of the negotiations and legal procedures 
referred to in subparagraphs below.

a. Legal and administrative procedures.- Ferromex is involved in several 
legal actions in the normal course of its business. However, Ferromex’s 
management believes that any individual or collective decisions related 
to these procedures would not have an adverse material effect on its 
financial position or results of operations.  The main lawsuits in which 
Ferromex is involved are as follows:

 a.1. Mercantile lawsuits filed against Kansas City Southern México, S. A. 
de C. V. (“KCSM” formerly TFM, S. A. de C. V., “TFM”) - Ferromex has 
filed three lawsuits against KCSM requesting a court resolution to 
determine the amount of principal and interest to be paid to Ferro-
mex by KCSM for trackage rights, interline traffic, and haulages:

 (1) For the period beginning on February 19, 1998 and ending on 
August �1, �001, the balance claimed by Ferromex at the in-
ception date of this demand, amount to $79�.7 million Mexican 
pesos and $�0.6 million.  After a lawsuit where all plausible in-
stances have been resorted to an appeal, Ferromex was denied 
this appeal, as a result of which Ferromex reserved its right to 
file a new demand and was required to cover legal costs and 
fees.  Both parties thereto have started different legal actions 
and KCSM has not been able to prove the expenses and costs 
amounts since Ferromex has sustained that it is about an in-
definite amount, at the same time that the amounts claimed 
were subject to a dispute resolution between the parties, and 
therefore, the Judge has not authorized the costs settlement.

 (�) For the period beginning September 1 to December �1, �001, 
the amount claimed (nominal value) was $�1.0 million Mexi-
can pesos. After several instances and actions filed by both 
parties, final judgment was passed which was partially in fa-

vor of Ferromex; how-
ever, both parties filed 
the corresponding 
requests for reexami-
nation, which are cur-
rently in process.

 (�) On September 19, 
�006, Ferromex filed 
a mercantile lawsuit 
against KCSM, claim-
ing accountability for 
the period of time from 
January �001 to De-
cember �00�, as well 
as the amounts aris-
ing from said account-
ability. Nowadays, the 
lawsuit is suspended 
since KCSM filed a writ 
of amparo against the 
accounting expert tes-
timony by Ferromex, 
before that a writ of 
review as filed, which 
currently is in process.

 a.�. Nullity trial against several 
rulings issued by the Secre-
tary of Communications and 
Transports (“SCT”) on haul-
ages rights, interconnection 
and terminal services.  Now-
adays, there are seven law-
suits which are processed 
in the Federal Court of Taxes 
and Administrations, in the 

but the possible economic impact would be absorbed by the pres-
ent winding up agent acting on behalf of FNM, otherwise, the Federal 
Government, in accordance with the terms previously agreed.

 a.5. Direct lawsuits - These lawsuits are those in which Ferromex is sued 
directly.  The related amount will be liable in the case that Ferromex 
losses the lawsuits and there will not be possibility of negotiation. 
Indemnifications paid in �007 and �006, in connection with labor 
claims amounted to $1.� million and $1.8 million, respectively.

 a.6. On November ��, �005 GMEXICO reported that, through its subsdi-
ary ITF, it acquired 100% of the capital stock of Ferrosur owned by 
Sinca and GCarso.  GMEXICO believes such acquisition will strength-
en Mexico’s transport system by promoting competition in the load 
transport market in Mexico.  In November 8, �006, the Federal Anti-
trust Commission denied the merger between Ferrosur and ITF.  As 
result ITM and ITF started a legal proceeding to revoke the above 
mentioned ruled proposed by the Federal Antitrust Commission.  As 
of the date of these consolidated financial statements the outcome 
of this legal proceeding is uncertain.

At December �1, �007, the Company considers that it has estimated ade-
quately the accounts to receive and to pay.  The Company has not recorded 
an additional reserve to cover the plausible adverse or favorable results of the 
negotiations and lawsuits mentioned above.

NOTE 24 - SUBSEQUENT EVENTS:

On January ��, �008 a dividend of $1.�0 per share was announced total-
ing $�1�.� million and payable on February �9, �008 to SCC sharehold-
ers of record as of February 1�, �008.  Likewise, on January �5, �008 a 
dividend of $�1�.5 million was announced by GMEXICO and was paid on 
February 15, �008.

The Company’s dividend policy continues to be reviewed at Board of Di-
rectors’ meetings, taking into consideration the cash position, the current 

Supreme Court of Justice, 
Collegiate Courts and SCT. 
Now, GFM is looking forward 
to hearing the correspond-
ing resolutions.

 a.�. Nullity trial filed by KCSM 
- Modification to the Con-
cession Agreement of 
Ferromex. On October 18, 
�006, the modification 
that the SCT made to the 
Concession Agreement of 
Ferrocarril Pacífico-Norte 
(Ferromex’s original name) 
was published in the Of-
ficial Gazette of the Fed-
eration. Disagreeing with 
said modification, KCSM 
promoted a nullity trial 
against it; Ferromex was 
summoned to trial as an in-
terested third party. KCSM 
was denied the suspension 
of the actions claimed, and 
therefore, it files the writ of 
amparo, which was grant-
ed.  Consequently, Ferro-
mex files the writ of review, 
which is still in process.

 a.�. Indirect lawsuits - These 
lawsuits are those in which 
Ferromex is included in 
labor claims filed against 
FNM.  These indirect law-
suits cannot be quantified, 
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capital investment program and expected future cash flow generated from 
operations.

On January �9, �008 SCC announced an up to $�00 million share repurchase 
program authorized by its Board of Directors. Under this program, SCC may 
purchase shares from time to time, based on market conditions and other fac-
tors. The repurchased program has no expiration date and may be modified 
or discontinued at any time. Any shares acquired will be available for general 
corporate purposes.

In the first quarter of �008, SCC entered into copper collar and swaps con-
tracts to protect a portion of its �008 sales of copper production.  At date 
this report SCC has copper collar contracts to protect 198.� million pounds of 
copper production for the April-December �008 period at weighted average 
minimum and maximum LME prices of $�.�0 per pound and $�.�� per pound, 
respectively.  If the price falls below the minimum LME price, SCC will be in a 
gain position.  If the price exceeds the maximum LME price, SCC will be in a 
loss position.  In addition, SCC has copper swap contracts to protect 175.1 mil-
lion pounds of copper production for the April-December �008 period at and 
average COMEX price of $�.87 per pound.
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GRUPO MEXICO S.A.B. DE C.V.

EDIFICIO PARQUE REFORMA

Campos Elíseos 400
Col. Lomas de Chapultepec
C.P. 11000  Mexico, D.F.
Tel. 52 (55) 1103.5000 

web page
www.gmexico.com.mx
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