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Independent  Auditors’  Report    

To the Board of Directors and Stockholders of Consorcio ARA, S. A. B. de C. V. 

We have audited the accompanying consolidated balance sheets of Consorcio ARA, S. A. B. de C. V. and 

subsidiaries (the “Company”) as of December 31, 2008 and 2007 (restated), and the related consolidated 

statements of income and changes in stockholders’ equity for the years then ended, of cash flows for 

the year ended December 31, 2008 and of changes in financial position for the year ended December 31, 

2007 (restated). 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 statements are free of material misstatement and that they are prepared in accordance with 

Mexican Financial Reporting Standards. An audit includes examining, on a test basis, evidence supporting 

the amounts and disclosures in the financial statements. An audit also includes assessing the financial 

reporting standards 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 mentioned in Note 3a, beginning January 1, 2008 the Company adopted the following new financial 

reporting standards (“NIFs”): NIF B-2, Statement of Cash Flows; NIF B-10, Effects of Inflation; and NIF D-4, 

Income Taxes.

As discussed in Note 3a, as of January 1, 2008, the Company’s management decided to early adopt the 

Interpretation to Financial Reporting Standards (“INIF”) 14, Construction Contracts, Sale of Real Property 

and Rendering of Related Services (“INIF 14”). The accounting changes resulting from the initial application 

of INIF 14 were recognized retrospectively as established in NIF B-1, Accounting Changes and Error 

Corrections (“NIF B-1”), as if such changes had taken place from the beginning of the earliest period 

presented. The effects of applying INIF 14 are shown in Note 24.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial 

position of Consorcio ARA, S. A. B. de C. V. and subsidiaries as of December 31, 2008 and 2007 (restated), 

and the results of their operations and changes in their stockholders’ equity for the years then ended, their 

cash flows for the year ended December 31, 2008 and changes in their financial position for the year ended 

December 31, 2007 (restated), in conformity with Mexican Financial Reporting Standards.

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

of readers.

Galaz, Yamazaki, Ruiz Urquiza, S. C.

Member of Deloitte Touche Tohmatsu

C. P. C. Miguel Angel Andrade Leven

April 7, 2009
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Consorcio ARA, S. A. B. de C. V. and Subsidiaries

Consolidated balance sheets
As of December 31, 2008 and 2007 (restated)

(In thousands of Mexican pesos)

	 	 	 	 	 2008	 	 2007

Assets
Current assets:
	 Cash and cash equivalents	 $	 73,824	 $	 220,053
	 Investments in securities	 	 1,088,483		  1,703,481
	 Trade accounts receivable – Net 		  311,202		  249,981
	 Due from equity method investees 		  2,375		  5,905
	 Inventories 		  10,098,430		  8,354,515
	 Golf club memberships available-for-sale		  209,840		  –
	 Assets available for sale		  235,315		  –
	 Other current assets 		  442,042		  219,353

			   Total current assets		  12,461,511		  10,753,288

Golf club memberships available-for-sale 		  –		  201,742
Notes receivable from equity method investees 		  –		  183,973
Long-term land held for development		  891,479		  1,038,247
Employee retirement obligations intangible asset		  –		  9,590
Investments in equity method investees 	 	 38,081		  45,481
Property, machinery and equipment – Net 		  744,056		  688,743

Total			  $	 14,135,127	 $	 12,921,064

Liabilities and stockholders’ equity
Current liabilities:
	 Notes payable to financial institutions	 $	 595,000	 $	 55,000
	 Current portion of long-term debt		  381,429		  281,429
	 Current portion of capital lease obligations		  105,239		  109,842
	 Trade accounts payable		  276,215		  339,848
	 Obligation for sales of agreements		  360,180		  387,457
	 Accrued expenses and taxes, other than income taxes		  539,315		  504,353
	 Advances from customers	 	 359,537		  370,296
	 Income tax payable		  –		  8,976
	 Statutory employee profit sharing		  –		  1,980

			   Total current liabilities		  2,616,915		  2,059,181

Long-term debt		  1,320,833		  1,252,262
Capital lease obligations		  66,443		  105,319
Employee benefits	 	 15,181		  13,006
Other long-term liabilities		  31,856		  38,978
Deferred income tax	 	 1,952,765		  1,860,416

			   Total liabilities	 	 6,003,993		  5,329,162

Commitments and contingencies (Notes 21 and 22)

Stockholders’ equity:
	 Common stock		  1,064,572		  1,064,648
	 Additional paid-in capital	 	 567,810		  567,810
	 Reserve for acquisition of own stock		  85,806		  87,964
	 Premium on sale of repurchased stock		  31,052		  28,187
	 Retained earnings	 	 6,347,789		  7,230,656
	 Insufficiency in restated stockholders’ equity		  –		  (485,802)
	 Initial cumulative effect of deferred income tax		  –		  (930,253)

			   Majority stockholders’ equity	 	 8,097,029		  7,563,210
	 Minority stockholders’ equity	 	 34,105		  28,692

			   Total stockholders’ equity	 	 8,131,134		  7,591,902
		
Total		 	 $	 14,135,127	 $	 12,921,064

See accompanying notes to consolidated financial statements.

(Restated)
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Consorcio ARA, S. A. B. de C. V. and Subsidiaries

Consolidated statements of income
For the years ended December 31, 2008 and 2007 (restated)

(In thousands of Mexican pesos, except common share amounts, expressed in Mexican pesos)

	 	 	 	 	 2008	 	 2007

Revenues	 $	 6,958,701	 $	 8,011,650
		
Costs 			   5,221,312		  5,790,498
		
Gross profit	 	 1,737,389		  2,221,152
		
General and administrative expenses	 	 723,912		  652,215
		
Income from operations	 	 1,013,477		  1,568,937
		
Other expense - Net 	 	 45,625		  44,349
		
Net comprehensive financing result:		
	 Interest expense		  73,557		  212,171
	 Interest income		  (101,694)		  (133,137)
	 Monetary position gain	  	 –		  (88,430)
	 Exchange (gain) loss - Net		  (5,112)		  64

					     (33,249)		  (9,332)
		
Equity in earnings of equity method investees	 	 29,662		  21,060
		
Income before income taxes 	 	 1,030,763		  1,554,980
		
Income taxes		  290,546		  441,795
		
Consolidated net income	 $	 740,217	 $	 1,113,185
		
Net income of majority stockholders	 $	 737,522	 $	 1,109,072
Net income of minority stockholders	 	 2,695		  4,113
		
Consolidated net income	 $	 740,217	 $	 1,113,185
		
Basic earnings per common share 	 $	 0.56	 $	 0.85
		
Weighted average number of shares outstanding	 	 1,311,291,496		  1,312,268,288

See accompanying notes to consolidated financial statements.

(Restated)
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Consorcio ARA, S. A. B. de C. V. and Subsidiaries

Consolidated statements of changes in stockholders’ equity
For the years ended December 31, 2008 and 2007 (restated)

(In thousands of Mexican pesos, except common share amounts, expressed in Mexican pesos)

			   Reserve	 Premium		  Insufficiency	 Initial cumulative		

		  Additional	 for acquisition	 on sale of		  in restated	 effect of	 Minority	 Total 

	 Common	 paid-in	 of own	 repurchased	 Retained	 stockholders’	 deferred	 stockholders’	 stockholders’

	 stock	 capital	 stock	 stock 	 earnings	 equity	 income tax	 equity	 equity

Balances as of January 1, 2007 (restated)	 $	 1,065,198	 $	 567,810	 $	 99,640	 $	 30,672	 $	 6,328,554	 $	 (452,223)	 $	 (930,253)	 $	 24,960	 $	 6,734,358

	 Net repurchased of own stock 		  (550)		  –		  (11,676)		  (2,485)		  –		  –		  –		  –		  (14,711)

	 Dividends - $0.15 pesos per share		  –		  –		  –		  –		  (206,970)		  –		  –		  –		  (206,970)

	 Net comprehensive income		  –		  –		  –		  –		  1,109,072		  (33,579)		  –		  3,732		  1,079,225

Balances as of December 31, 2007 (restated)		  1,064,648		  567,810		  87,964		  28,187		  7,230,656		  (485,802)		  (930,253)		  28,692		  7,591,902

	 Reclasification of insufficiency in restated stockholders´ 

	 equity as of January 1, 2008		  –		  –		  –		  –		  (485,802)		  485,802		  –		  –		  –

	 Reclasification of the initial cumulative effect of deferred 

	 income taxes as of January 1, 2008		  –		  –		  –		  –		  (930,253)		  –		  930,253		  –		  –

	 Net repurchase of own stock		  (76)		  –		  (2,158)		  2,865		  –		  –		  –		  –		  631

	 Dividends - $0.15 pesos per share		  –		  –		  –		  –		  (204,334)		  –		  –		  –		  (204,334)

	 Net comprehensive income		  –		  –		  –		  –		  737,522		  –		  –		  5,413		  742,935

Balances as of December 31, 2008	 $	 1,064,572	 $	 567,810	 $	 85,806	 $	 31,052	 $	 6,347,789	 $	 –	 $	 –	 $	 34,105	 $	 8,131,134

See accompanying notes to consolidated financial statements.
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			   Reserve	 Premium		  Insufficiency	 Initial cumulative		

		  Additional	 for acquisition	 on sale of		  in restated	 effect of	 Minority	 Total 

	 Common	 paid-in	 of own	 repurchased	 Retained	 stockholders’	 deferred	 stockholders’	 stockholders’

	 stock	 capital	 stock	 stock 	 earnings	 equity	 income tax	 equity	 equity

Balances as of January 1, 2007 (restated)	 $	 1,065,198	 $	 567,810	 $	 99,640	 $	 30,672	 $	 6,328,554	 $	 (452,223)	 $	 (930,253)	 $	 24,960	 $	 6,734,358

	 Net repurchased of own stock 		  (550)		  –		  (11,676)		  (2,485)		  –		  –		  –		  –		  (14,711)

	 Dividends - $0.15 pesos per share		  –		  –		  –		  –		  (206,970)		  –		  –		  –		  (206,970)

	 Net comprehensive income		  –		  –		  –		  –		  1,109,072		  (33,579)		  –		  3,732		  1,079,225

Balances as of December 31, 2007 (restated)		  1,064,648		  567,810		  87,964		  28,187		  7,230,656		  (485,802)		  (930,253)		  28,692		  7,591,902

	 Reclasification of insufficiency in restated stockholders´ 

	 equity as of January 1, 2008		  –		  –		  –		  –		  (485,802)		  485,802		  –		  –		  –

	 Reclasification of the initial cumulative effect of deferred 

	 income taxes as of January 1, 2008		  –		  –		  –		  –		  (930,253)		  –		  930,253		  –		  –

	 Net repurchase of own stock		  (76)		  –		  (2,158)		  2,865		  –		  –		  –		  –		  631

	 Dividends - $0.15 pesos per share		  –		  –		  –		  –		  (204,334)		  –		  –		  –		  (204,334)

	 Net comprehensive income		  –		  –		  –		  –		  737,522		  –		  –		  5,413		  742,935

Balances as of December 31, 2008	 $	 1,064,572	 $	 567,810	 $	 85,806	 $	 31,052	 $	 6,347,789	 $	 –	 $	 –	 $	 34,105	 $	 8,131,134
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Consorcio ARA, S. A. B. de C. V. and Subsidiaries

Consolidated Statement of Cash Flows
For the year ended December 31, 2008

(In thousands of Mexican pesos)

	 	 	 	 	 	 	 2008

Operating activities:
	 Income before income taxes	 $	 1,030,763
Items related to investing activities:	
	 Depreciation 		  112,168
	 Interest income		  (101,694)
	 Interest income from equity method investees		  (26,806)
	 Equity in earnings of equity method investees		  (29,662)
	

Items related to financing activities:	
	 Interest expense		  120,182

					     1,104,951
	 (Increase) decrease in:	
		  Trade accounts receivable – Net		  (61,221)
		  Due from equity method investees		  3,530
		  Inventories and long-term land held for development		  (1,476,464)
		  Other current assets		  (222,689)
		  Golf club memberships available for sale		  (8,098)
	 Increase (decrease) in:
		  Trade accounts payable		  (63,633)
		  Obligation for sale of agreements		  (27,277)
		  Accrued expenses and taxes, other than income taxes		  22,337
		  Advances from customers		  (10,759)
		  Income taxes paid	 	 (207,173)
		  Statutory employee profit sharing		  (1,980)
		  Employee benefits	 	 11,765
		  Other long-term liabilities		  (7,122)

			   Net cash used in operating activities		  (943,833)
	
Investing activities:
	 Purchasing of property, machinery and equipment		  (113,108)
	 Sales of equipment		  8,440
	 Assets available for sale		  (235,315)
	 Notes receivable from equity method investees		  (6,497)
	 Collection of notes receivable from equity method investees		  176,320
	 Collection of fees for services rendered to equity method investees		  35,234
	 Collection of interest		  101,694
	 Collection of interest from equity method investees	 	 40,956
	 Investment in equity method investees		  (2,166)
	 Dividends received from equity method investees		  3,994
	 Disposal of investments in securities		  614,998
			   Net cash provided by investing activities	 	 624,550
	

Cash to obtain in financing activities	 	 (319,283)

Financing activities:	
	 Proceeds from notes payable to financial institutions		  1,220,000
	 Proceeds from long-term notes		  500,000
	 Payment of notes payable to financial institutions	 	 (680,000)
	 Payment of long-term notes		  (331,429)
	 Payment of obligation for sale of agreements		  (106,292)
	 Dividends paid		  (204,334)
	 Interest paid		  (225,522)
	 Reserve and premium for acquisition of own stock		  707
	 Decrease in common stock 		  (76)

			   Net cash provided by financing activities		  173,054
	

Net decrease in cash and cash equivalents	 	 (146,229)

Cash and cash equivalents at beginning of year		  220,053

Cash and cash equivalents at end of year	 $	 73,824

During 2008 the Company acquired machinery, furniture and equipment for $62,813 through capital leases; consequently, Company did not utilize cash.

See accompanying notes to consolidated financial statements.
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Consorcio ARA, S. A. B. de C. V. and Subsidiaries

Consolidated statements of changes in financial position
For the year ended December 31, 2007 (restated)

(In thousands of Mexican pesos)

	 	 	 	 	 	 	 2007

Operating activities:	 	
	 Consolidated net income	 $	 1,113,185
	 Items that did not require (generate) resources:		
		  Depreciation		  95,979
		  Deferred income tax		  156,904
		  Employee benefits		  775
		  Equity in earnings of equity method investees		  (21,060)

						      1,345,783

	 Changes in operating assets and liabilities:		
		  (Increase) decrease in:		
			   Trade accounts receivable – Net		  28,354
			   Due from equity method investees		  (2,444)
			   Inventories and long-term land held for development		  (1,380,640)
			   Other current assets		  (81,692)
			   Golf club memberships available for sale		  (201,742)
		  Increase (decrease) in:		
			   Trade accounts payable and long-term trade accounts payable for land		  (188,944)
			   Obligation for sales of agreements		  74,907
			   Accrued expenses and taxes, other than income taxes		  69,160
			   Advances from customers		  (22,044)
			   Income tax payable		  (124,303)
			   Statutory employee profit sharing 		  (314)
			   Other long-term liabilities		  7,121

				    Net resources used in operating activities		  (476,798)
		
Financing activities:		
	 Proceeds from notes payable to financial institutions and long-term debt 		  1,840,000
	 Assets acquired under capital leases		  107,910
	 Payment on notes payable to financial institutions		  (1,221,580)
	 Payments on capital lease obligations		  (105,160)
	 Dividends paid		  (206,970)
	 Change in reserve for acquisition of own stock		  (14,711)

				    Net resources generated by financing activities		  399,489
		
Investing activities:		
	 Property, machinery and equipment		  (137,908)
	 Notes receivable from equity method investees		  (40,860)
	 Collection of notes receivable from equity method investees		  29,410
	 Investment in equity method investees		  16,429
	 Financial investments held-to-maturity		  199,198

				    Net resources generated by investing activities		  66,269
		
Cash and cash equivalents:		
	 Net decrease		  (11,040)
	 Balance at beginning of year		  231,093
		
				    Balance at end of year	 $	 220,053

(Restated)

See accompanying notes to consolidated financial statements.
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Consorcio ARA, S. A. B. de C. V. and Subsidiaries 

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007 (restated)

(In thousands of Mexican pesos)

1.	 Nature of business

Consorcio ARA, S. A. B. de C. V. and subsidiaries (collectively, the 
“Company”) design, develop, construct and market affordable 
entry–level and middle–income residential housing developments, 
and promote and market commercial and industrial developments. In 
addition, the Company rents mini–supermarkets to customers under 
operating leases.

The Company hires the services of subcontractors in order to construct 
its housing developments. The terms of such arrangements include 
the subcontractors’ obligations to fulfill, using their own resources or 
with the assistance of third parties, the construction commitments in 
accordance with technical requirements set by the Company.

2.	 Basis of presentation

Explanation for translation into English – The accompanying 
consolidated financial statements have been translated from  
Spanish into English for use outside of Mexico. These consolidated 
financial statements are presented on the basis of Mexican Financial 
Reporting Standards (“MFRS”, which is comprised of individual 
standards referred to as Normas de Información Financiera or 
“NIFS”). Certain accounting practices applied by the Company that 
conform with MFRS may not conform with accounting principles 
generally accepted in the country of use.

a.	 Monetary unit of the financial statements – The financial 
statements and notes as of December 31, 2008 and for the year then 
ended, include balances and transactions denominated in Mexican 
pesos of different purchasing power, while those as of and for the 
year ended December 31, 2007 are presented in Mexican pesos of 
purchasing power of December 31, 2007.

b.	 Consolidation of financial statements – The consolidated 
financial statements include those of Consorcio ARA, S. A. B. de 
C. V. (“ARA”) and its subsidiaries. ARA’s ownership interest in its 
subsidiaries at December 31, 2008 and 2007, is shown below. 

		  Ownership
Group or Subsidiaries	 Percentage

Consorcio de Ingeniería Integral, 

S. A. de C. V. (“CIISA”) 	 99.6%

Proyectos Urbanos Ecológicos, 

S. A. de C. V. (“PUESA”)	 99.9%

Constructora y Urbanizadora ARA, 

S. A. de C. V. (“CUARA”)	 99.9%

Inmobiliaria ACRE, S. A. de C. V. (“ACRE”)	 99.1%

Asesoría Técnica y Administrativa GAVI, 

S. A. de C. V. (“GAVI”)	 99.9%

		  Ownership
Group or Subsidiaries	 Percentage

Comercialización y Ventas, S. A. (“COVENSA”)	 98.0%

Promotora y Desarrolladora de Centros Comerciales, 

S. A. de C. V. (“PDCC”) (1)	 99.9%

Desarrollos Inmobiliarios Turísticos ARA, 

S. A. de C. V. (“DITA”) (2)	 100.0%

Consorcio ARA, LLC (3)	 100.0%

(1)	 As part of the Company’s overall development plan, the 
Company created PDCC, which formed three 99.9% owned 
subsidiaries, Operadora de Unicentros y Locales Comerciales, S. A. 
de C. V., Servicios Administrativos ARADCD, S. A. de C. V., Complejo 
Comercial Ecatepec, S. de R. L., Plaza Cañada Huehuetoca, S. de  
R. L. and Centro Veracruzano Rio Medio, S. de R. L. These entities are 
dedicated to renting commercial facilities and mini–supermarkets.

(2)	 The Company established DITA, whose main purpose is the 
acquisition, selling, leasing, construction, marketing and management 
of timeshares and golf courses.

(3)	 The Company established Consorcio ARA, LLC in the United 
States. with representative offices in New York and Chicago. The 
main objective is the promotion and marketing of its housing in 
Mexico to Mexican citizens residing in the United States.

Investments in equity investees in which Company has significant 
influence, but does not have control are accounted for using the 
equity method, which includes cost plus the Company’s equity in 
undistributed earnings, adjusted for the effects of inflation through 
December 31, 2007. The adjustment for the effects of inflation on 
equity is inherent in the equity method as the investee’s financial 
statements are also prepared in accordance with NIF B–10.

Intercompany balances and transactions have been eliminated in 
these consolidated financial statements.

c.	 Comprehensive income – Represents changes in stockholders’ 
equity during the year, for concepts other than distributions and 
activity in contributed common stock, and is comprised of the net 
income of the year, plus other comprehensive income items of the 
same period, which are presented directly in stockholders’ equity 
without affecting the consolidated statements of income. As of 
December 31, 2008, comprehensive income is comprised solely of 
consolidated net income and in 2007, of consolidated net income and 
the excess in restated stockholders’equity.

d.	 Income from operations – Income from operations is the result 
of subtracting costs and general and administrative expenses from 
revenues. While NIF B–3 does not require inclusion of this line item 
in the consolidated statements of income, it has been included in 
order to provide a better understanding of the Company’s economic 
and financial performance.
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3.	 Summary of significant accounting policies

The accompanying consolidated financial statements have been 
prepared in conformity with MFRS, which require that management 
make certain estimates and use certain assumptions that affect 
the amounts reported in the financial statements and their related 
disclosures; however, actual results may differ from such estimates. 
The Company’s management, upon applying professional judgment, 
considers that estimates made and assumptions used were adequate 
under the circumstances. The significant accounting policies of the 
Company are as follows:
 
a.	 Accounting changes:

Beginning January 1, 2008, the Company adopted the following 
new NIF’s and Interpretations to the Financial Reporting Standards 
(“INIF’s”) mentioned below:

•	� NIF B–2, Statement of Cash Flows (“NIF B–2”) – Supersedes 
Bulletin B–12 Statement of Changes in Financial Position and 
requires the presentation of a statement of cash flows using 
either the direct or the indirect method; the Company elected 
the indirect method. The statement of cash flows is presented 
in nominal pesos. According to NIF B–2, this accounting change 
should be recognized prospectively; consequently, the Company 
presents a statement of cash flows and a statement of changes 
in financial position for 2008 and 2007 (restated), respectivelly.

•	� NIF B–10, Effects of Inflation (“NIF B–10”) – Considers two 
economic environments: 

	 a)	� an inflationary environment, where cumulative inflation over 
a three–year period is 26% or more, in which case, the 
effects of inflation need to be recognized, and

	 b)	� non–inflationary environment, where inflation is less than 
26% in the same period, in which case, the effects of 
inflation may not be recognized in the financial statements. 
Also eliminates the replacement cost determined until 
2007 by independent appraisers for land held for future 
development and real estate developments in progress, and 
requires that the gain (loss) from monetary position in equity 
and insufficiency in restated stockholders’ be reclassified 
to retained earnings, when it is impractical to identify the 
cumulative gain (loss) from monetary position in equity and 
the cumulative insufficiency in restated stockholders’ equity 
realting to unrealized assets.

	� As of January 1, 2008, the Company reclassified the cumulative 
balance of insufficiency in restated stockholders’ equity to 
retained earnings.

	� Cumulative inflation over the last three year period was 11.56%; 
as such the Company discontinued recognition the effects of 
inflation in the financial statements.

•	� NIF D–4, Income Taxes (“NIF D–4”) – Eliminates the permanent 
difference concept; clarifies and incorporates certain definitions, 
and requires that the balance of the initial cumulative effect of 
deferred income taxes be reclassified to retained earnings unless 
it is identified with any of the other comprehensive income (loss) 
items pending to be applied against current earnings.

	� As of January 1, 2008, the Company reclassified the cumulative 
balance of deferred income tax to retained earnings.

•	� INIF 14, Construction Contracts, Sale of Real Property and 
Rendering of Related Services (“INIF 14”), is a supplement to 
Bulletin D–7, Construction and Manufacturing Contracts for 
Certain Capital Assets, and requires segregation of the different 
components of the agreements in order to define whether 
the agreement refers to construction of real property, sale of 
real property, or rendering of related services, and establishes 
guidance for recognizing revenue and related costs and expenses 
based on the different elements identified in the contract. INIF 14 
also provides guidance for the appropriate use of the percentage–
of–completion method for revenue recognition. Entities shall 
apply this interpretation for annual periods beginning on or after 
1 January 2010, earlier application is permitted.

 
	� The Company’s management decided to early adopt INIF 14 as of 

January 1, 2008 as they believe that the allocation of revenues, 
cost and expenses to a given accounting period that results 
from the application of this guidance is more representative of 
the underlying economics of the Company’s operations. The 
accounting changes produced by the initial application of this 
INIF 14 were recognized retrospectively as required by NIF B–1, 
Accounting Changes and Error Corrections (“NIF B–1”), as if 
such changes had taken place from the beginning of the earliest 
period presented. The effects of applying INIF 14 are shown in 
Note 24.

b.	 Recognition of the effects of inflation – As mentioned in a), 
beginning January 1, 2008, the Company discontinued recognition of 
the effects of inflation. Through December 31, 2007, such recognition 
resulted mainly in inflationary gains or losses on non–monetary and 
monetary items that are presented in the financial statements under 
the following two captions:

Insufficiency in restated stockholders’ equity – Represents 
the accumulated monetary position result through the initial 
restatement of the consolidated financial statements and the 
increase in the restated value of land held for development above 
(below) inflation over the related deferred income tax effect.

Monetary position gain – Monetary position result, which 
represents the erosion of purchasing power of monetary items 
caused by inflation, is calculated by applying the National 
Consumer Price Index (“NCPI”) factors to monthly net monetary 
position. Gains result from maintaining a net monetary liability 
position.

Inflation rates for the years ended December 31, 2008 and 2007 
were 6.53% and 3.76%, respectively.

c.	 Cash and cash equivalents – This line item consists mainly 
of bank deposits in checking accounts and readily available daily 
investments of cash surpluses. It is stated at nominal value plus 
accrued yields, which are recognized in Comprehensive Financing 
Result (“CFC”) as they accrue.

d.	 Investments in securities –  The Company classifies investments 
in securities in accordance with its intent at the date of acquisition. 
Trading securities include financial instruments that the Company 
intends to trade in the short–term before their maturity, if any, and 
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are marked to market through earnings. Investments in securities 
that the Company intends to, and is financially capable of holding until 
maturity are classified as held–to–maturity and are recognized and 
maintained at amortized cost. Available–for–sale investments, include 
those that are classified neither as trading nor held–to–maturity. and 
are stated at fair value with any unrealized gains and losses, net of 
income tax recorded as a component of comprehensive income 
within stockholders’ equity, and reclassified to current earnings 
upon their sale or maturity. The monetary position resulting from the 
effects of inflation on available–for–sale investments is recorded as 
a component of comprehensive income. Fair value is determined 
using prices quoted on recognized markets. If such instruments are 
not traded, fair value is determined by applying recognized technical 
valuation models.

As of December 31, 2008 and 2007, the investment securities are 
mainly represented by promissory notes and governmental paper 
which mature over two to thirty days, and over two days to four 
months, respectively, and bearing annual interest of 8.3% and 
7.56%, respectively.

e.	 Inventories, long–term land held for development:

1.	� Work in process and construction materials are valued at acqui- 
sition cost including all the incurred expenses inherent to real 
estate inventories. Through December 31, 2007 both accounts 
were restated for the effects of inflation using an internal infla- 
tion index developed by the Company based on changes in 
prices of construction materials that are used by the Company 
to construct housing developments. The balances of work in 
process and developments in progress represent the real cost 
incurred, and represent the cost incurred on housing projects for 
which the Company has not been transfer the ownership of the 
property to their customers (see p.). 

2.	� Land held for future development and real estate developments 
in progress are valued at acquisition cost through December 
31, 2007 were restated for inflation accounting purposes to 
replacement cost as determined by independent appraisers.

f.	 Property, machinery and equipment – Property, machinery and 
equipment are initially recorded at acquisition cost. Balance arising 
for the acquisitions made through December 31, 2007 were restated 
using the NCPI. Depreciation is calculated using the straight–line 
method based on the remaining useful lives of the related assets, as 
follows: 

	 Average years
			   2008		  2007
		
Buildings		  31		  32
Machinery and equipment		  8		  7
Vehicles		  2		  3
Office furniture and fixtures		  5		  3

g.	 Golf club memberships available–for–sale – Are initially 
recorded at the lower of acquisition cost or realizable value.

h.	 Assets available for sale – Are recorded at the lower of 
acquisition cost less their cumulative depreciation or realizable value. 
These assets are represented by the investments in real estate 
property for which the Company’s management has decided to sell; 

in accordance with its business model in shopping malls, it always 
has a partner.

i.	 Impairment of long–lived assets in use – The Company reviews 
the carrying amounts of long–lived assets in use when an impairment 
indicator suggests that such amounts might not be recoverable, 
considering the greater of the present value of future net cash flows 
or the net sales price upon disposal. Impairment is recorded when 
the carrying amounts exceed the greater of the aforementioned 
above amounts. The impairment indicators considered for these 
purposes are, among others, operating losses or negative cash flows 
in the period if they are combined with a history or projection of 
losses, depreciation and amortization charged to results, which in 
percentage terms in relation to revenues are substantially higher than 
that of previous years, obsolescence, reduction in the demand for the 
products manufactured, competition and other legal and economic 
factors.
 
j.	 Obligation for sale of agreements – As of December 31, 2008 
and 2007, there are sales contract programs with a financial institution 
(“factorization program”); such contracts refer to the purchase and 
sale of housing. Under this program the risks and rewards associated 
with the accounts receivable that will be obtained from these 
contracts are effectively transferred, and the liability represents 
the obligation assumed by the Company for the factorization of the 
agreements for sale executed with the customers. This obligation 
will be covered once the housing units related to such contracts are 
legalized and collected. The factoring contract executed stipulates a 
discount rate of 11.82% and expired on March 12, 2009.

As of April 7, 2009, the date of issuance of the financial statements, 
there is no balance for this concept.

k.	 Financial instruments – The Company obtains financing under 
different conditions. If the rate is variable, interest rate swaps are 
entered into to reduce exposure to the risk of rate volatility, thus 
converting the interest payment profile from variable to fixed. These 
instruments are negotiated only with institutions of recognized 
financial strength. The Company’s policy is not to carry out transactions 
with derivative financial instruments for the purpose of speculation.

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

Changes in the fair value of derivative instruments designated as 
hedges are recognized as follows: (1) for fair value hedges, changes 
in both the derivative instrument and the hedged item are stated 
at fair value and recognized in current earnings; (2) for cash flow 
hedges, changes in the effective portion are temporarily recognized 
as a component of other comprehensive income in stockholders’ 
equity and then reclassified to current earnings when affected by 
the hedged item. The ineffective portion of the change in fair value is 
immediately recognized in current earnings.

While certain derivative financial instruments are contracted for 
hedging from an economic standpoint, they are not designated 
as hedges because they do not meet all of the requirements and 
are instead classified as held–for–trading for accounting purposes. 
Changes in fair value are recognized in current earnings as a 
component of CFC.
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l.	 Direct employee benefits – Direct employee benefits are 
calculated based on the services rendered by employees, considering 
their most recent salaries. The liability is recognized as it accrues. 
These benefits include mainly PTU payable, compensated absences, 
such as vacation and vacation premiums, and incentives.

m.	 Employee retirement obligations – Liabilities from seniority 
premiums, pension plans and severance payments at the end of the 
work relationship are recognized as they accrue and are calculated by 
independent actuaries using nominal interest rates in 2008 and real 
interest rate in 2007. 

n.	 Provisions – Provisions are recognized for current obligations 
that result from a past event, are probable to result in the future use 
of economic resources, and can be reasonably estimated.

o.	 Statutory employee profit sharing – PTU is recorded in the 
results of the year in which it is incurred and presented under other 
income and expenses in the accompanying consolidated statements 
of income. In 2008, deferred PTU is derived from temporary 
differences that result from comparing the accounting and tax 
basis of assets and liabilities. In 2007, it resulted from comparing 
the accounting result and income for PTU purposes. Deferred PTU 
is recognized only when it can be reasonably assumed that such 
difference will generate a liability or benefit, and there is no indication 
that circumstances will change in such a way that the liabilities will 
not be paid or benefits will not be realized.
 
p.	 Recognition of revenues and costs, advances from customers 
– Revenues are recognized when the Company transfers to its 
customers the significant risks and rewards derived from the 
ownership of the real estate property, which normally occurs at the 
time the transactions are legalized (transfer of title) or delivered. 
Furthermore, current liabilities shown in the balance of advances 
from customers represent cash received from the customers for 
the down payment and expenses and payments received during the 
presale stage before the properties are legalized.

In the construction and construction services agreements, the Com- 
pany uses the percentage–of–completion method as established in 
Bulletin D–7 Contracts of Construction and Manufacture of Certain 
Capital Goods, in which revenues are recognized based on the 
stage of completion, which is determined by the proportion of costs  
incurred or through the approval of the progress achieved by the 
customers. For the years ended December 31, 2008 and 2007, no 
construction revenues have been recognized.

Construction costs, provision of construction services and sale of real 
property of real estate developments, include the land, materials, 
subcontracts and all the indirect costs related to such developments, 
such as indirect labor, purchases, repairs and depreciation. General 
and administrative expenses are charged to results when they are 
incurred.

Operating lease revenue is recognized on a straight–line basis over 
the life of the lease agreement. Costs are recognized as incurred. 
(See Note 20).

q.	 Income taxes – Income tax (“ISR”) and the Business Flat Tax 
(“IETU”) are recorded in the results of the year they are incurred. To 
recognize deferred income taxes, based on its financial projections, 
the Company determines whether it expects to incur ISR or IETU and 
accordingly recognizes deferred taxes based on the tax it expects to 
pay. Deferred taxes are calculated by applying the corresponding tax 
rate to the applicable temporary differences resulting from comparing 
the accounting and tax bases of assets and liabilities and including, 
if any, future benefits from tax loss carryforwards and certain tax 
credits. Deferred tax assets are recorded only when there is a high 
probability of recovery.

Tax on assets (“IMPAC”) paid through 2007 that is expected to 
be recovered is recorded as an advanced payment of ISR and is 
presented in the consolidated balance sheets decreasing the deferred 
tax liability.

r.	 Foreign currency balances and transactions – Foreign currency 
transactions are recorded at the applicable exchange rate in effect at 
the transaction date. Monetary assets and liabilities denominated in 
foreign currency are translated into Mexican pesos at the applicable 
exchange rate in effect at the balance sheet date. Exchange 
fluctuations are recorded as a component of net comprehensive 
financing cost (income) in the consolidated statements of income.

s.	 Earnings per share – Basic earnings per common share is 
calculated by dividing majority net income by the weighted average 
number of shares outstanding during the year.

4.	 Trade accounts receivable

			   2008		  2007

		  		  	 (Restated)

As developer: 		
	 Billed revenues	 $	 335,985	 $	 262,411
	 Receivables from lessees		  275		  36
		  	 336,260		  262,447
		
	 Allowance for doubtful 

accounts	 	 (25,058)		  (12,466)
		
		  $	 311,202	 $	 249,981

Billed revenues according to type of mortgage lenders are as 
follows:

			   2008		  2007
		
INFONAVIT (Including 

cofinancing)	 $	 135,545	 $	 120,496
SHF, FOVISSSTE and 

commercial banks		  200,440		  141,915
		
		  $	 335,985	 $	 262,411
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5.	 Inventories

a.	 Inventories are as follows:

			   2008		  2007

		  		  	 (Restated)	
	
Work in process (1)	 $	 5,512,012	 $	 4,409,290
Land in progress of development		  2,532,339		  2,318,316
Land held for development short–term 	 1,489,217		  1,104,065
Construction materials		  234,388		  205,257
Advances to suppliers	 	 209,791		  296,248
CPC capitalized		  120,683		  21,339
		
		  $	 10,098,430	 $	 8,354,515

(1)	 As of December 31, 2008, in the balance of work in process the 
Company has 7,960 completed housing units.

b.	 The Company’s policy is to locate and acquire land each year, 
classifying land currently being developed or land planned to be 
developed within the Company’s operational cycle as current assets, 
and as long–term all remaining land for which the Company has no 
current plans to develop. 

c.	 Comprehensive Financing Cost (CFC) Capitalization commenced 
in January 2007 based on annualized average of acquisitions of work 
in process and land in progress that are qualifying assets pending 
completion. In 2008 and 2007, the annualized average base was 
$2,423,849 and $532,405, respectively.

Also, as of December 31, 2008 and 2007, accumulated capitalized 
CFC included in inventories was $167,248 and $22,688, respectively, 
and for the years then ended, $46,565 and $1,349 were transferred 
to cost as a part of the sale of such inventory, respectively.

The annualized average capitalization rate in 2008 and 2007 was 
9.86% and 4.25%, respectively.

6.	 Derivative financial instruments

On October 14, 2008 the Company contracted a loan for $575,000, 
which matures in April 2009 and is presented as part of the balance 
of notes payable to financial institutions. In order to change the profile 
of the interest rate from variable to fixed, the Company contracted 
an interest rate swap, in which the settlement dates are the same 
as the payment dates for the interest. The loan bears annual interest 
at the Interbank Interest Rate Steady (“TIIE”) plus three points and 
with the interest rate swap such interest is fixed at 9% annually. The 
instrument in question matures in November 2009 and establishes 
monthly exercise dates based on the assumption that the TIIE will be 
higher than 9.0% a year. This loan was renewed in April 2009 under 
the same conditions, and matures on October 5, 2009. 

The Company paid a premium of $1,225 at the beginning of the 
contract; as of December 31, 2008 the fair value of the derivative 
was $124. The decrease in the fair value of the instrument was 
recognized in CFC. Given the characteristics of the derivative contract, 
the Company does not require sources of liquidity; the instrument 
mitigates the risk of increases in the TIIE reference rate above 9.0%, 

and the Company does not expect changes in its financial position 
that would significantly change the cash flow in such a way that its 
liquidity would be affected or at risk.

7.	 Assets available for sale

		  	 2008		  2007

Buildings for leasing	 $	 36,917	 $	 –
Commisions paid for 

leasing contracts		  620		  –
			   37,537		  –

Accumulated depreciation		  –		  –

Land 	 	 137,028		  –
Construction in progress	 	 60,750	 	 –

		  $	 235,315	 $	 –

8.	 Other current assets

			   2008		  2007
		
Other accounts receivable	 $	 40,810	 $	 35,044
Recoverable taxes, principally

ISR and value added tax 		  186,070		  110,482
Advance payments		  29,934		  29,488
Security deposits		  185,228		  44,339
		
		  $	 442,042	 $	 219,353

9.	 Due from equity method investees 

				    2008		  2007
		
Note receivable from CSM 	 (1)	 $	 –	 $	 22,045
Note receivable from CRAS 	(2)		  –		  92,829
Note receivable from CSF 	 (3)		  –		  69,099
		
			   $	 –	 $	 183,973

(1)	 Represented by note receivable and bore annual interest at 18%. 
Maturity date of principal and interest was on December 23, 2013, 
however, the Company received the payment of the principal and 
accrued interest for $24,473. During 2007, the Company received 
early payments on this note receivable.

(2)	 Company executed a line of credit contract with PDCC for 
$230,000 that matures in September 2014 and bore an annual 
interest rate of 21%. In September 2008, the Company received the 
payment of the principal and accrued interest of $104,752.

(3)	 The Company executed a line of credit contract with PDCC for 
$81,450 that matures on December 15, 2016 and bore an annual 
interest rate of 16%. In September and December the Company 
received the payment of the principal and accrued interest of 
$82,710.



2
0

0
8

 A
n

n
u

a
l R

ep
o

rt
 • 

A
R

A
 

53

10.	 Investments in equity method investees

The Company’s investments accounted for by the equity method are summarized as follows:

	 		  Equity in earnings of 

	 % of 	 Equity in net assets	 equity method investees

Related party		  ownership	 	 2008		  2007		  2008		  2007

					   

Centro San Miguel, S. de R. L. (1) (2) (“CSM”)		  50.00	 $	 5,729	 $	 5,991	 $	 10,063	 $	 (1,623)

Centro Regional las Américas,

S. de R. L. (1) (2) (“CRAS”)		  50.00		  25,345		  33,195	 	 17,304		  32,117

Centro San Francisco, S. de R. L. (1) (2) (“CSF”)		  50.00		  8,278		  6,295		  3,575		  (6,675)

Exhibidora Cinematográfica San Francisco, S. de R. L. (3)		  50.00		  (1,271)		  –		  (1,280)		  –

Habitania Montes de Oca, S. A. de C. V. (4) (Unaudited) 		  –		  –		     –		     –		  (2,759)

					   

	 		  	 $	 38,081	 $	 45,481	 $	 29,662	 $	 21,060

(1)	 The main purpose of this investment is the construction and 
administration of all projects including shopping malls. Centro San 
Francisco’s shopping mall opened for operations on October 16, 2007. 
In October 2008, the construction was concluded. As of December 
31, 2008, the shopping mall registered 89.7% of occupancy.

(2)	 As of December 31, 2008 and 2007, land sales, and capitalized 
interest and administrative services $66,938, and $59,029 respec- 
tively, were eliminated.

(3)	 The main purpose of this investment is the purchase, sale and 
operation of movie theatres.

(4)	 During the final quarter of 2007, the Company finalized its 
participation in this investment, the main objective of which was 
the construction of 44 apartments. The equity participation in the 
investment was 33.33%.

11.	 Property, machinery and equipment

			   2008	 	 2007

Buildings	 $	 69,569	 $	 69,569
Commercial facilities and 

mini–supermarkets for rent		  35,968		  34,619
Machinery and equipment	 	 572,582		  549,981
Vehicles	 	 33,529		  40,116
Office furniture and fixtures	 	 58,480		  52,474
			   770,128		  746,759
Accumulated depreciation	 	 (445,211)	 	 (408,200)
		  	 324,917		  338,559
		
Land	 	 32,134		  31,613
Construction in progress	 	 77,127		  11,257

		  	 434,178		  381,429

			   2008	 	 2007

Equipment acquired

under capital lease:	

Machinery and equipment		  449,607		  405,825

Vehicles	 	 115,103	 	 106,381

Office furniture and fixtures		  31,125		  13,354

Accumulated depreciation	 	 (285,957)		  (218,246)

		  	 309,878		  307,314

		

		  $	 744,056	 $	 688,743

12.	 Accrued expenses and taxes, other than income taxes

			   2008		  2007

		  		  	 (Restated)	

Taxes, other than ISR, 

IETU and IMPAC 	 $	 97,212	 $	 47,393

Accrued expenses		  250,914		  326,957

Accrued interest	 	 16,589	 	 3,581

Deposits from suppliers		  165,290	 	 126,422

Direct employee benefits	 	 9,310		  –

		  $	 539,315	 $	 504,353
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13.	 Long–term debt

		  2008		  2007
		
Note payable of $500,000, to BBVA Bancomer Bank, S.A. bearing TIIE interest rate; plus 0.50%. 
The interest rate must not be greater than 9.00%, the maturity of the note is on June 9, 2013. The 
effective annual interest rate as of December 31, 2008 is 9.23%. Payments of principal are made
in quarterly installments and interest payment on this note are made in monthly installments.	 $	  450,000	 $	 –

Note payable of $500,000, to BBVA Bancomer Bank, S.A. bearing TIIE interest rate; plus 1%. 
The interest rate must not be greater than 9.00%, the maturity of the note is on May 26, 2016. 
The effective annual interest rate as of December 31, 2008 and 2007 is 9.73% and 8.93%
respectively. Payments of principal and interest on this note are made in monthly installments.	 	 370,833		  420,834

Note payable of $500,000, to Santander Serfin, S. A. Bank, bearing TIIE interest rate; plus 
0.97%. The interest rate must not be greater than 9.00%, the maturity of the note is on May 30, 
2013. The effective annual interest rate as of December 31, 2008 and 2007 is 9.70% and 8.90%
respectively. Payments of principal and interest on this note are made in semiannual installments.		  321,429		  392,857

Note payable of $500,000, to BBVA Bancomer Bank, S.A. bearing TIIE interest rate; plus 0.50%.  
The interest rate must not be greater than 8.00%, the maturity of the note is on June 14, 2012. 
The effective annual interest rate as of December 31, 2008 and 2007 is 8.50% and 8.43%, 
respectively. Payments of principal are made in quarterly installments, interest payments are
made in monthly installments.	 	 350,000		  450,000

Note payable of $300,000, to Banco Nacional de México Bank S.A. bearing TIIE interest rate; 
plus 0.50%. The interest rate must not be greater than 8.00%, the maturity of the note is on 
June 26, 2012. The effective annual interest rate as of December 31, 2008 and 2007 is 8.50% 
and 8.43%, respectively. Payments of principal are made in quarterly installments, interest
payments are made in monthly installments.	 	 210,000		  270,000

	 	 1,702,262		  1,533,691

Less – Current portion	 	 (381,429)		  (281,429)
		

Long–term debt	 $	 1,320,833	 $	 1,252,262
 

As of December 31, 2008, long–term debt matures as follows:

2010			   $	 381,429
2011				    381,429
2012				    301,429
Thereafter				    256,546
	
				    $	 1,320,833

The loan agreements contain restrictive covenants, which require 
that the Company maintain certain minimum financial ratios and 
fulfill the contractual obligations during the period of the agreement. 
Management believes the Company is in compliance with such 
covenants as of December 31, 2008. 

During 2008 and 2007, the Company drew $1,792,569 and 
$1,947,910, from available lines of credit and repaid $1,127,479 and 
$1,326,740 of these credits, respectively.

Additionally, the Company maintains available credit lines with 
financial institutions of $1,020,056.

14.	 Capital lease obligations

a.	 Capital lease obligations for equipment bear annual compound 
average interest rate of 9.63% at December 31, 2008.

b.	 At December 31, 2008 and 2007, minimum rental commitments 
under capital leases are comprised of the following:

			   2008		  2007

Total minimum 

lease obligations	 $	 171,682	 $	 215,161

Current portion 

of obligations	 	 (105,239)		  (109,842)

		

Long–term portion of

capital lease obligations	 $	 66,443	 $	 105,319
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Capital lease obligations, which have a purchase option at the end of 
the lease term mature as follows:

Year ending December 31
2010			   $	 53,185
2011				    13,258
	
				    $	 66,443

15.	 Employee retirement obligations

Net period cost for obligations resulting from the pension plan and 
seniority premiums was $17,185 and $15,808 in 2008 and 2007, 
respectively. The labor obligation balance at December 31, 2008 
and 2007 was $15,181 and $13,006, respectively. Other disclosures 
required under MFRS are not considered material.

During the year ended as of December 31, 2008 the Company made 
an employee restructuring. The cost of such restructuring was 
$40,644 and was recognized in the results in 2008.

16.	 Stockholders’ equity

a.	 Capital stock consist of 1,312,847,496 ordinary shares, with no 
par value, no subscription limitations, fully subscribed and paid.

b.	 Pursuant to a resolution of the general ordinary stockholders’ 
meeting on April 23, 2008, the Company paid a dividend of $204,334, 
equivalent to $0.15 pesos per share.

c.	 Pursuant to a resolution of the general ordinary stockholders’ 
meeting on April 23, 2007, the Company paid a dividend of $206,970 
($200,623 historical pesos), equivalent to $0.15 pesos per share. 
Additionally, authorization was granted to increase the reserve for 
the acquisition of Company stock to a maximum of 25% of the stated 
value of common stock under the terms of article 56, 3 fraction IV of 
Securities Market Law. 

d.	 In 2008 and 2007, the Company purchased and sold its own 
stock resulting in a subscription premium and (acquisition premium) 
of $2,865 and ($2,485), respectively.

At December 31, 2008, the Company held 1,858,300 repurchased 
shares. At December 31, 2008, the market value of the Company’s 
shares, as reported on the Mexican Stock Exchange, was Ps. 5.36 
per share.

e.	 Retained earnings include the statutory legal reserve. The General 
Corporate Law requires that at least 5% of net income of the year be 
transferred to the legal reserve until the reserve equals 20% of capital 
stock at par value. The legal reserve may be capitalized but may not 
be distributed unless the entity is dissolved. The legal reserve must 
be replenished if it is reduced for any reason. At December 31, 2008 
and 2007, the legal reserve was $212,937.

f.	 Stockholders’ equity, except restated paid–in capital and tax 
retained earnings will be subject to income tax payable by the 
Company at the rate in effect upon distribution. Any tax paid on 
such distribution may be credited against annual and estimated 
income taxes of the year in which the tax on dividends is paid. The 
contributed capital account and consolidated net tax income account 
as of December are:

			   2008		  2007
		

Contributed capital account	 $	 1,505,774	 $	 1,413,607

Net tax income account 		  1,788,258		  1,564,650

		

Total	 $	 3,294,032	 $	 2,978,257

17.	 Foreign currency balances and transactions

a.	 At December 31, the foreign currency monetary position is as 
follows:

			   2008		  2007
		

Thousands of U.S. dollars:		

	 Monetary assets		  4,174		  5,848

	 Monetary liabilities	 	 (1,061)		  (870)

		

	 Net monetary asset position		  3,113		  4,978

		

	 Equivalent in Mexican pesos	 $	 43,053	 $	 54,360

b.	 Transactions denominated in U.S. dollars were as follows:

			   2008		  2007

	 (In thousands of U.S. dollars)

		

Land purchases in Mexico		  –		  748

		

Equipment acquisitions		  5,587		  7,087

		

Office leases	 	 846		  –

c.	 The exchange rates in effect at the dates of the balance sheets 
and of issuance of the consolidated financial statements were as 
follows:

	 December 31,	 April 7,

			   2008		  2007		  2009
			 
U.S. dollar	 $	 13.83	 $	 10.92	 $	 13.57
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18.	 Related party transactions

a.	 Transactions carried out with the corporate trust in the ordinary 
course of business, were as follows:

			   2008		  2007
		
Revenue:

Interest – net	 $	 11,654	 $	 16,457

		

Shopping mall management fees	 $	 6,469	 $	 4,866

		

Administrative services income	 $	 6,307	 $	 6,300

		

Commissions	 $	 1,828	 $	 2,007

b.	 The Company carried out transactions with other related parties 
as follows:
 

			   2008		  2007
		

Revenue:	

Management and directors:		

Sale of residential plots	 $	 –	 $	 5,567

		

Housing sale	 $	 21,664	 $	 16,595

		

Costs:		

Management and directors:		

Direct benefits	 $	 105,555	 $	 96,062

		

Members of the board of directors:

Fees	 $	 1,794	 $	 2,021

		

Emoluments	 $	 1,347	 $	 1,019

		

Offices leasing	 $	 256	 $	 256

		

Publicity	 $	 552	 $	 552

19.	 Income taxes

In accordance with the Mexican tax law, in 2008 the Company was 
subject to ISR and IETU, and in 2007, to ISR and IMPAC.

ISR is computed taking into consideration the taxable and deductible 
effects of inflation. The tax rate is 28%. In 2007, the Company 
obtained a tax credit of $2,569, equivalent to 0.5% or 0.25% of 
taxable income, because the Company met certain requirements 
established in the Law.

For ISR purposes, effective in 2005, cost of sales is deducted instead 
of inventory purchases. Taxpayers had the option, in 2005, to ratably 
increase taxable income over a period from 11 to 12 years by the 
tax basis of inventories as of December 31, 2004, determined in 
conformity with the respective tax rules, and taking into account 
inventory turnover. The net balance of this deferred income for tax 
purposes as of December 31, 2008 and 2007 was $ 3,216,817 and 
$3,722,611 respectively. PTU paid is fully deductible.
 
IETU applies to the sale of goods, the provision of independent 
services and the granting of temporary use or enjoyment of goods, 
according to the terms of the Business Flat Tax Law (the “IETU 
Law”), less certain authorized deductions. IETU payable is calculated 
by subtracting certain tax credits from the tax determined. Revenues, 
as well as deductions and certain tax credits, are determined based 
on cash flows generated beginning January 1, 2008. The IETU rate 
will be 16.5% in 2008, 17% in 2009, and 17.5% as of 2010. The 
Asset Tax Law was repealed upon enactment of the IETU Law; 
however, under certain circumstances, IMPAC paid in the ten years 
prior to the year in which ISR is paid, may be refunded, according to 
the terms of the law. 

In 2007, IMPAC was calculated by applying 1.25% to the value of the 
assets of the year (at restated values), without deducting any debt 
amounts. IMPAC is payable only to the extent that it exceeded ISR 
payable for the same period.

The Company is subject to ISR and, through 2007, IMPAC, on an 
individual entity basis. The related tax results are combined in the 
consolidated financial statements.

Based on the analysis of current and prior year’s results, and according 
to INIF 8, Effects of the Business Flat Tax, the Company determined 
that it will basically pay only ISR. Therefore, the enactment of IETU 
did not have any effects on its financial information, since it only 
recognizes deferred ISR.

a.	 ISR consist of the following:

			   2008		  2007

ISR:		

Current	 $	 196,072	 $	 252,667

Deferred		  86,314		  187,449

		

Change in valuation allowance 

for recoverable tax on asset paid		  8,160		  1,679

		

		  $	 290,546	 $	 441,795

For the years ended December 31, 2008 and 2007, certain  
subsidiaries used tax loss carryforwards of $15,569 and $17,695, 
respectively. The tax losses carryforward benefit had been de- 
creased in the determination of the income deferred income tax.



2
0

0
8

 A
n

n
u

a
l R

ep
o

rt
 • 

A
R

A
 

57

b.	 The main items comprising the liability balance of deferred ISR 
are as follows:

			   2008		  2007

		  		  		  (Restated)	
Deferred ISR assets (liabilities):		
		  Inventories and long–term 

land for development	 $	 (1,954,156)	 $	 (1,873,115)
		  Property, machinery 

and equipment		  (92,206)		  (80,826)
		  Advances from customers		  72,192		  71,855
		  Allowance for doubtful accounts		  7,016		  3,490
		  Other – Net		  5,776		  9,421

		  Deferred ISR from temporary
differences	 	 (1,961,378)		  (1,869,175)

		
		  Effect of tax loss carryforwards		  31,252		  23,785
		  Recoverable tax on 

assets paid 		  22,089	 	 22,212

				    53,341		  45,997

		  Valuation allowance for 
the deferred ISR (1)		  (44,728)		  (37,238)

		
		  Net long–term deferred 

ISR liability	 $	 (1,952,765)	 $	 (1,860,416)

(1)	 Certain deferred income tax assets generated by ARA and 
PDCC was not recorded because there is not a high probability of 
recovery.
 
c.	 Tax loss carryforwards and recoverable IMPAC for which the 
deferred ISR asset and prepaid ISR, respectively, have been partially 
recognized and can be recovered subject to certain conditions. 
Restated amounts as of December 31, 2008 and expiration dates 
are:

			   Tax loss		 Recoverable
	 Year of Expiration		 Carryforwards		  IMPAC
		
	 2009	 $ 	 –	 $	 507
	 2010		  –		  3,247
	 2011		  –		  2,943
	 2012		  –		  2,455
	 2013		  –		  2,687
	 2014		  25,278		  3,355
	 2015		  15,346		  1,777
	 2016		  26,985		  2,633
	 2017		  11,803		  2,485
	 2018		  32,205		  –

		  $	 111,617	 $	 22,089

d.	 The change in insufficiency in restated stockholders’ equity, 
during 2007, as shown in the accompanying consolidated statements 
of changes in stockholders’ equity, is presented net of the effect of 
the related deferred income tax of $28,507.

20.	 Information by business activity 

The Company operates as a developer and a lessor solely in Mexico, 
as mentioned in Note 1. Certain information on revenues and costs 
relative to these activities is as follows:

			   2008		  2007

		  		  		  (Restated)

		
Revenues:		
	 As developer	 $	 6,938,189	 $	 7,991,291
	 As service provider 		  13,174		  13,173
	 As lessor (1)		  7,338		  7,186
		
		  $	 6,958,701	 $	 8,011,650
		
Costs:		
	 As developer	 $	 5,206,790	 $	 5,775,945
	 As service provider		  9,451		  9,393
	 As lessor		  5,071		  5,160
		
		  $	 5,221,312	 $	 5,790,498

(1)	 The rental revenue comes from operating leases of commercial 
facilities and mini–supermarkets, which have one–year terms. The 
contracts include the option of being renewed annually at monthly 
rentals that are increased by an inflation factor. As of December 31, 
2008 and 2007, the Company has leasing contracts with annual lease 
payments of $6,479 and $7,110, respectively.
 
Revenues and costs by mortgage lender are as follows:

			   2008		  2007
		
Revenues:		
	 INFONAVIT	 $	 3,263,008	 $	 2,591,888

SHF, FOVISSSTE 
and commercial banks		  3,161,689		  4,870,645

	 Commercial plots of land		  513,492		  528,758
		
		  $	 6,938,189	 $	 7,991,291
		
Costs:		
	 INFONAVIT	 $	 2,493,264	 $	 1,927,313

SHF, FOVISSSTE 
and commercial banks	 	 2,364,763		  3,517,859

	 Commercial plots of land	 	 348,763		  330,773
		
		  $	 5,206,790	 $	 5,775,945
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No material intersegment transactions were performed during the 
years ended December 31, 2008 and 2007.

Revenues as developer, service provider and lessor, are totally 
obtained in Mexico.

21.	 Commitments

a.	 Guarantee and management trust – The Company executed a 
guarantee and management trust agreement to develop and market 
a residential housing complex containing 765 units, called Hacienda 
La Gloria in Carrillo Puerto, Querétaro. The trust is described as 
follows:

Participants – The participants are Lacupuesco, S. A. de C. V. 
(Trustor and Beneficiary A) “Lacupuesco”; Promotora Comercial 
Diescinueve, S. A. de C. V. (Trustor and Beneficiary B) “PC19”; 
Constructora y Urbanizadora ARA, S. A. de C. V. (Trustor and 
Beneficiary C) “CUARA”, and Grupo Financiero Santander Serfin 
(Trustee) “Santander”.

Contributions – The trust contributions of each participant 
are as follows: Lacupuesco contributes the Querétaro land, 
the approximate value is $14,667 ($13,148 historical pesos), 
CUARA contributes the development cost and marketing cost 
of the residential housing complex, and PC19 contributes the 
concession water right for the residential housing complex.

Benefits – For the sale or transfer of the residential units, 
Lacupuesco receives 15% of the selling price and CUARA the 
remaining 85% of such price.

Effective duration of contract – The contract will have an 
effective duration of 36 months computed as of the date the last 
construction and sales permit is obtained. If upon termination 
of the agreement term the residential complex has not been 
concluded, or there are still houses that have not been sold or 
transferred (because they are being constructed or because 
construction has not started), Lacupuesco will be entitled to 
extend the contract for another six months, or request settlement 
of the 15% agreed upon amount, based on the last sales price 
reported. As of December 31, 2008, the title to 759 houses had 
been transfered at a price of $668 per unit.

 
b.	 Guarantee and management trust – In October 2003, the 
Company executed a guarantee and management trust contract to 
develop and market a housing complex for Michoacan government’s 
employees and shopping stores in Capula, Morelia. The development 
is divided into the ARA project and SARE project, a commercial area 
and free land. The principal characteristics of the trust are:

Participants – The participants are Instituto de Vivienda del 
Estado de Michoacán de Ocampo (Trustor and Beneficiary A) 
“IVEMO”; Consorcio de Ingeniería Integral, S. A. de C. V. (Trustor 
and Beneficiary B) “CIISA”; FISARE, S. A. de C. V. (Trustor and 
Beneficiary C and a Company subsidiary) “FISARE” and Banco 
Azteca, S. A. (Trustee) “Banco Azteca”.

Contributions – The contributions to the trust of each participants 
are: IVEMO to contribute with Capula, Morelia land and the 
concession of water rights, CIISA and SARE each contribute 
50% of the development and internal works of the ARA and 
SARE projects, respectively.

Benefits – For the sale or transfer of each housing unit in the 
ARA and SARE projects, IVEMO receives 8% of the selling price; 
CIISA and SARE the remaining 92% of such price in ARA and 
SARE projects, respectively.

The commercial area and free land will be returned to IVEMO.

Effective duration of contract – The contract term is based upon 
the length of time to completion. IVEMO will be able to retain 
partially or totally the contributed land if it is not under contract 
of sale to buyers and will pay the cost of infrastructural expenses 
to CIISA and SARE. As of December 31, 2008, 1,259 houses had 
been transfer of title at a price of $246 per unit.

c.	 The Company leases offices under an operating lease that is 
renewable annually. The rental expense was $28,698 and $19,846 
for the years ended December 31, 2008 and 2007, respectively. 
During 2008 the Company signed a leasing contract in U.S. dollars 
for 7 years for which the annual rent will be 2,029,944 U.S. dollars.

d.	 On August 18, 2004, CIISA executed a trust administration 
contract with a shopping mall and Banco J.P. Morgan, S. A. Institución 
de Banca Múltiple, J.P. Morgan Grupo Financiero, Trust Division, 
transferring part of the plot of land known as “las Américas” on 
which the “las Américas shopping mall” was developed.

CIISA or CRAS (“affiliated”) are obligated to a) construct the shopping 
mall (except shop stockroom), including parking lot according to the 
executive project and b) the administration of the shopping mall.

e.	 Property Transfer Trust – As of February 22, 2008 the Company 
executed an agreement to extinguish the property transfer trust  
that had been for ownership of real property consisting of 449,755 
square meters located in Puebla and contributed by Cemex México, 
S.A de C.V. “CEMEX” together with works and improvements 
performed by the Company where the participants were: CEMEX 
(Trustor A), the Company (Trustor B) and Banca Serfin, S.A. Institu- 
ción de Banca Multiple, Grupo Financiero Santander Serfin (Fiduciary) 
“Banca Serfin”. 
 
As of December 31, 2008, the Company has contributed $ 39,314, 
that will be reimbursed as follows:

The amount of $1,300 was charged by CEMEX for expenses of the 
trust, $19,007 were reimbursed in February and the rest of $19,007 
will be a pre payment for future purchases of cement, concrete and 
other materials.

Under terms of such agreement CEMEX received property rights of 
the land.

f.	 PDCC enter into a ”Framework Agreement” with a third party, 
which establishes processes and procedures related to the invest- 
ment in future construction projects and operation of malls.

g.	 Guarantee and management trust – In July 2006, the Company 
celebrated an agreement with Fomento Metropolitano of Monterrey 
(“Fomerrey”). Fomerrey maintains documentation of consents evi- 
dencing its rights for the substantiation and settle for the expro- 
priation of the land. The Company gave to Fomerrey $5,000 at the  
signing of this agreement. Fomerrey will receive $25,749 if the  
following conditions occur:
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a)	� Fomerrey becomes the legitimate owner of the land located in 
Nuevo León.

b)	� The Company develops social interest housing with a minimal 
density of 50 housings by hectare on the land.

c)	� Water feasibility, sanitary drainage and electrical energy are 
obtained.

d)	 Fomerrey Committee authorizes this agreement.

The Company will pay to Fomerrey 2% of the total value for the sale 
of houses that are built on the land.

h.	 The Company is party to various legal actions in the normal 
course of its business. According to the Company’s legal advisors, 
it is not involved in or threatened by proceedings for which the 
Company believes it is not adequately insured or indemnified or 
which, if determined adversely, would have a material adverse effect 
on its financial position, results of operations or cash flows.

22.	 Contingencies

a.	 In September 2008, the Company signed a purchase and sale 
contract for real estate property located in the municipality of Cuautitlán 
Izcalli, Mexico State, with the Controladora Comercial Mexicana,  
S. A. B. de C. V. Under such contract, the Company made an advance 
payment of $91,520 against the cost of the aforementioned property; 
this amount is recorded in other assets. In a notification made by 
the Company on November 14, 2008, the contract was terminated 
as established therein, and this amount represents a right, including 
the interest generated up to the repayment date. However, as of 
December 31, 2008, the Company had not filed any lawsuit or action 
to obtain the mandatory recovery of the aforementioned deposit.
 
b.	 As of December 31, 2008, the Company has recorded a provision 
for $20,000 in accrued expenses, a claim was presented by Luz 
y Fuerza del Centro (“LyF”), for consumption made in certain 
Company developments, in which the electric power supply had 
still not been regularized at the date of the claim. As part of the 
process of clarifying the consumption, the Company provided LyF 
with a deposit to guarantee the debts of $50,000, which amount is 
recorded in other assets. According to the Company’s management 
and its experts, there are sufficient elements to demonstrate that the 
provision will be sufficient to settle the charges to be made by LyF.

23.	 International Financial Reporting Standards

In January 2009, the National Banking and Securities Commission 
published the amendments to its Single Circular for Issuers which 
requires companies to file financial statements prepared according 
to the International Financial Reporting Standards beginning in 2012, 
and permits their early adoption.

24.	 Restate of financial statements

As a result of the early application of the accounting policy described 
in Note 3.a, the financial statements from prior years were restated 
on a retrospective basis. Below is a summary of the retrospective 
adjustments of the principal line items of the financial statements:

Consolidated balance sheets 
as of December 31, 2007

	 Originally reported 	 Restated

	 balances	 balances

Trade accounts receivable – Net 	 $	 4,424,853	 $	 249,981

Inventories 	 $	 4,944,213	 $	 8,354,515

Total current assets	 $	 11,517,858	 $	10,753,288

Long–term trade accounts 

receivable	 $	 33,308	 $	 –

Total assets	 $	 13,718,942	 $	12,921,064

Obligation for sale of agreements	 $	 –	 $	 387,457

Advances from customers	 $	 180,364	 $	 370,296

Total current liabilities	 $	 1,481,792	 $	 2,059,181

Deferred income tax	 $	 2,238,800	 $	 1,860,416

Total liabilities	 $	 5,130,157	 $	 5,329,162

Retained earnings	 $	 8,038,515	 $	 7,230,656

Insufficiency in restated 

stockholders’ equity	 $	 (300,694)	 $	 (485,802)

Minority stockholders’ equity	 $	 32,608	 $	 28,692

Total stockholders’ equity	 $	 8,588,785	 $	 7,591,902

Consolidated statements of income 
for the year ended December 31, 2007

	 Originally reported 	 Restated

	 balances	 balances

Revenues 	 $	 9,257,294	 $	 8,011,650

Costs 	 $	 6,540,016	 $	 5,790,498

Income from operations	 $	 2,065,063	 $	 1,568,937

Net comprehensive

financing result	 $	 140,310	 $	 (9,332)

Income taxes	 $	 532,881	 $	 441,795

Consolidated net income	 $	 1,368,583	 $	 1,113,185

Net income of majority 

stockholders	 $	 1,363,386	 $	 1,109,072

Basic earnings per 

common share 	 $	 1.04	 $	 .85

Total stockholders’ equity 

as of January 31, 2007	 $	 7,371,788	 $	 6,734,358
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Consolidated statements of changes in financial position
for the year ended December 31, 2007

	 Originally reported 	 Restated

	 balances	 balances

Consolidated net income	 $	 1,368,583	 $	 1,113,185

Items that did not require 

resources

	 Deferred income tax	 $	 237,189	 $	 156,904

Changes in operating

	 assets and liabilities 

(Increase) decrease in:	

	 Trade accounts receivable – Net	 $	 (806,064)	 $	 28,354

	 Inventories and long–term

	    land held for development	 $	 (617,065)	 $	 (1,380,640)

Increase (decrease) in:	

	 Obligation for sale

	    of agreements	 $	 –	 $	 74,907

	 Advances from customers	 $	 (211,976)	 $	 (22,044)

25.	 New accounting principles

As part of its efforts to converge Mexican standards with international 
standards, in 2008, the Mexican Board for Research and Development 
of Financial Information Standards (“CINIF”) issued the following 
NIFs and INIFs, which become effective as follows:

For fiscal years beginning on January 1, 2009:

NIF B–8, 	Consolidated or Combined Financial Statements 
NIF C–7, 	�Investments in Associated Companies and other Permanent 

Investments
NIF C–8,	 Intangible Assets

Some of the most important changes established by these standards 
are: 

NIF B–8, Consolidated or Combined Financial Statements, establishes 
that special purpose entities, over which control is exercised, should 
be consolidated. Provided certain requirements are met, it allows the 
option to present stand–alone financial statements of intermediate 
controlling companies and requires that potential voting rights be 
considered to analyze whether control exists.

NIF C–7, Investments in Associated Companies and other Permanent 
Investments, requires that investments in special purpose entities 
where significant influence is exercised be valued using the equity 
method. It also requires that potential voting rights be considered 
to analyze whether significant influence exists. In addition, NIF C–7 
establishes a specific procedure and sets caps to the recognition of 
losses in associated companies, and requires that investments in 
associated companies be presented including the related goodwill. 

NIF C–8, Intangible Assets, requires that any pre–operating expenses 
not yet amortized as of December 31, 2008 be cancelled against 
retained earnings.

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

26.	 Financial statements issuance authorization

On April 7, 2009, the issuance of the consolidated financial state- 
ments was authorized by C. P. J. Sacramento Soto Solís Director 
of Administration and Finance of the Company. These consolidated  
financial statements are subject to the approval of the ordinary stock- 
holders’ meeting, who may modify the financial statements, based 
on provisions set forth by the General Corporate Law.
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