














SPCC transported 75.39 tons of compacted chemical
waste and used oil filters to the secure landfill in 2008,

complying with the terms of the Solid Waste Law.

Throughout 2008, MM sent all waste containing concen-
trations greater than 50 ppm (parts per million) poly-
chlorinated biphenyl for chemical or thermal destruction,

continuing to meet its commitment with the authorities.

In addition, we recycled 546 tons of used oil, 24% more
than in 2007. Also, Mexicana de Cobre generates ap-
proximately 600,000 liters of used lubricant oil, of which
18% is reused to sensitize the explosive Anfo, in sub-
stitution of diesel. 60% of our used oil is recycled to be
used in the smelter as energy, mixed with fuel oil. The
remaining used oil (40%) is sent to a company authorized
to manufacture alternative fuels. Our temporary hazard-
ous waste warehouse in La Caridad, Sonora complies

with strict regulations.

Non-Hazardous Solid Waste Management

This waste is collected by the service concessioned to
dispose of it in the landfills of the towns and municipalities
of the different operative units we have in both Mexico

and Peru.

At SCC, we continue to handle and valuate waste to a
greater degree. Before final disposal, SCC personnel

separates waste according to the different byproducts

deposited, some of which are recycled, such as rubbers,

wood, plastics, cardboard, paper, and glass.

The ratio of materials sent for final disposal and materials
recycled is 2 to 1, meaning we recycle half the volume
of material sent to landfills. In Peru, US $4 million was
earned from the sale of waste for recycling in 2008.
The revenues obtained from this activity are donated
to charity organizations or allocated to our community

development and environmental education programs.

In 2007 and 2008, SCC received the Environ-
mental Merit award given out by the State
Government in Sonora, Mexico, recognizing our

efforts in recycling materials such as plastic
(PET), cardboard, and paper.

Mine Closures

In compliance with the law for the closure of mines,
SPCC presented feasibility plans in 2008 for the closure
of the operative units at llo, Cuajone, and Toquepala.
These plans are in their evaluation stage awaiting ap-

proval from the Ministry of Energy and Mines.

Also, in November 2008, we presented a Closure Plan
for the Sea Terminal in terms of shipping sulfuric acid
from the llo Smelter. This Plan is part of the legal
requirements that follow the approval of the EIE (En-

vironmental Impact Evaluation) corresponding.

We have had significant achievements in remediation for our tailings dams at the operation in Santa Barbara, Chihuahua.

At MM, there were no activities with regards to mine
closures in 2008. However, work has been done on
developing closure plans, both for the value of having
these instruments and to stay ahead of requirements

from the authorities.

Remediation

The environmental concern of our company is also
reflected in our search to reduce the number of
operative accidents that require soil remediation due
to substances spilled, through the implementation
of greater controls and guarantees of compliance on
contracting transporter companies for hazardous

materials and waste.

SCC voluntarily supports the remediation of soil af-
fected by spills of hydrocarbons and chemical sub-
stances, contributing, in conjunction with the local
authorities, to preventing adverse events in our areas

of influence in the short, medium, and long term.

Studies have been conducted on the physical-chemical
characterization of our principal mine waste, this being
the tailings dams. This effort has been undertaken at
all units in operation and some units that are no longer
operating or those that are older. All our tailings dams
are structurally stable. As a result of this, a process of
phytoremediation has been started at some dams that

are not in use.
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Emissions monitoring

The copper plant at San Luis Potosi was a pioneer in
perimeter atmospheric monitoring in Mexico, starting
operations in 1992. This measuring process has resulted
in temporary and voluntary shutdowns at the copper
smelter, in anticipation of potential problems due to

meteorological forecasts.

Its accumulated experience in emissions monitoring
has placed IMMSA ahead of the majority of private
companies, and in 2008 we hosted a course on “Design
and management of monitoring networks”, in col-
laboration with the SEMARNAT.

In the case of the copper smelters at La Caridad
(Mexico) and llo (Peru) and the Zinc Plant in Mexico,
the majority of SO, emissions are channeled to the
acid plants built especially for this purpose to comply
with emissions regulations. 92% of the gases released
by the smelter process are recovered through these
plants. These gases are cleaned and converted into
sulfuric acid, a product we sell that is widely used in

mining and agriculture.

In addition, Mexicana de Cobre developed the Gas

Capturing Improvement Project, the objective of which

SUSTAINABLE DEVELOPMENT 2008

is to improve the performance and measuring of the
gas capturing system during the operation of the smel-
ter equipment. With this project we have achieved that
the gases are encapsulated and processed, preventing
emissions escaping into the interior of the principal bay,

which benefits our employees.

2.6 Climate change

2.6.1 Monitoring of greenhouse

effect gas emissions

In 2007, MM was responsible for 1.5% of the total green-
house effect gas emissions from 47 Mexican companies
that are voluntarily measuring and reporting their emis-
sions under the Mexican GHG Program (our results are
published on the website www.geimexico.org), together

with the federal environmental authorities.

Mexico is not a country listed in Appendix 1 to the
United Nations Framework Convention on Climate
Change and, therefore, the company is not under ob-
ligation to conduct inventories or commit to reducing

emissions.

DIRECT EMISSIONS (TCO2 EQUIVALENTS / YEAR)

PROPERTY 2005 2006 2007

Industrial Minera México 144,232 131,455 127,096
Mexicana de Cananea 98,618 93,429 65,381
Mexicana de Cobre 554,663 568,933 463,869
Total scope 1 797,513 793,817 656,346

Results are reported on a one year delay as the participating companies are informed
of the emissions factors during the second half of the following year. Therefore this

report presents the figures for the operative units of MM corresponding to 2007.

INDIRECT EMISSIONS (TCO2 EQUIVALENTS / YEAR)

PROPERTY 2005 2006 2007

Industrial Minera México 416,058 283,394 382,793
Mexicana de Cananea 404,644 363,112 229,394
Mexicana de Cobre 596,004 544,309 569,105
Total scope 2 1,416,706 1,190,815 1,181,293

This measuring has allowed us to take an even greater step in terms of energy ef-
ficiency, energy saving, and even to consider the use of alternative energy sources,

which will lead to reducing our carbon footprint.

MM reports direct CO, emissions of 656,346 tons and indirect emissions of
1,181,293 tons of CO, equivalent for 2007. Therefore the total of our emissions

was 1,837,639 tons of CO, equivalent from our operative units in Mexico.

Greenhouse effect gas emissions MM
( TCO, EQUIVALENTS / YEAR )
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2.6.2 Bi-national Collaboration: Border 2012

MM is actively participating in the bi-national environmental border collaboration
framework. A series of events that began in 1982 with the Peace Accord have led
to significant collaborative efforts that go beyond that required by regulations in

each country.

During 2008, we have focused on border collaboration to resolve the problem that
used tires presents in terms of the environment and health in the region. Used tires
have been collected from both our operations and from clandestine and approved
dump sites; thus reducing the risk of the formation of dengue and malaria vectors
and the risk fires at these dump sites present to health and air quality. We received
public recognition for these efforts in 2008 in Mexico at the Border 2012 meeting,

awarded by the health and environmental authorities of both countries.

2.7 Protecting Wildlife

2.7.1 Wildlife

Wildlife Conservation

At SCC, we have measures in place to protect and conserve wildlife, in general, and
specifically for some species. These measures are applicable for both our mining

operations and our exploration projects.

In Mexico and Peru, we have monitored the quality of the water bodies near our
operative units. The results obtained do not show any evidence of materials that

would contaminate the ecosystems.

We actively participate in the identification and protection of the species that live
in and around our units. These efforts have been focused on the protected species
nearby, of which there are at least 5 in Peru and 9 in Mexico and, in general, on the

protection and regeneration of habitats.

Prevention of impacts by exploration activities

With regards to the exploration projects we are conducting, we continue with the
implementation of measures to protect the soil, control water quality, and protect the
local flora and fauna. We have a policy of strict compliance and oversight in addition

to the regulations applicable.

Protected or restored areas

We are facing two different situations in terms of the proximity of the operations of
our subsidiaries to protected areas. In Mexico, due to the types of regions where
there are mining activities, our operations are frequently situated near, or even in,
Protected Areas. This creates a huge opportunity to contribute to the conservation of

fragile or threatened ecosystems.

These efforts are most noted in northern Mexico, where we are members of the Ajos
Bavispe Consejo de las Areas Naturales Protegidas (ANP) (Ajos Bavispe Protected
Areas Council), developing a management project for the Valle de los Cirios Reserve
in Baja California. Company personnel are also participating in activities related to
the ANP in other parts of the country, including in zones where the company does
not have operations, such as is the case of the Monarch Butterfly sanctuary and the

Sierra de Alamos reserve in southern Sonora.

In Peru, we have a different scenario: none of our operative units are located in
protected areas, which has not prevented SPCC from working on projects aimed at
preserving habitats in areas near our operations for the last few years, projects such
as the remediation of the tailings deposited in the Bay of Ite, and also the slag in
coastal areas on the beach at llo, in addition to reducing dust emissions and working

on managing solid and liquid waste at our operative units.
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We produce local species at
our nurseries to environmen-
tally strengthen the regions

where we operate.

SUSTAINABLE DEVELOPMENT 2008

Reforestation
At MM, we continue to maintain five nurseries in operation, three in the state of
Sonora and two in the state of San Luis Potosi, which produced a total of 1,465,216

trees in 2008, and also humus and compost.

TREES PRODUCED FOR REFORESTATION 2008

NURSERY COMPANY PRODUCTION 2008
Caridad Mexicana de Cobre 1,200,000
Industrial Minera México IMMSA 92,216
Guaymas Mexicana de Cobre 173,000
Totals MM 1,465,216

We participate in reforestation events, such as the National Reforestation Day (in
Mexico) under the slogan “Planta un arbol y sé parte de la historia” (Plant a tree
and be part of history). Our collaboration consisted of planting 8,479 of our tress
in the states of San Luis Potosi, Coahuila, and Chihuahua. In addition, we planted

1,172,000 trees in the state of Sonora.
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The dust and emissions treatment
plant at “La Caridad”, Sonora

The “La Caridad” metallurgic complex, as with all cen-
tralized processes at the copper smelter, generates
waste in the form of dusts from the smelting process
and emissions from other processes that contain both
metal values and impurities. Waste with high metal
concentrations (Cu, Pb, Au, Ag) tends to be sent out to
be treated by third parties on a small scale, and these
parties return our waste with high concentrations of ar-
senic and other metals that must be stabilized and sent

to confinement at a high cost to the company.

At the beginning of this decade, Grupo México started

to explore alternatives that would:

1. Avoid sending this material to third parties

2. Permit recovery of the metals and values con-
tained in the dusts and emissions

3. Stabilize and concentrate the hazardous waste

generated

With these three objectives in mind, the company
developed the dust and emissions treatment plant
project at La Caridad, which recovers the values
contained in this waste from the smelter processes
and the copper benefit, through physical-chemical
processes that have a very low energy demand
(thus avoiding their treatment by third parties),
and at the same time minimizing and stabilizing the

remaining waste.

This plant uses various known technologies and others
that are innovations developed by Grupo México. Com-
pany personnel, principally, participated in its design
although consulting companies assisted with the devel-

opment of the basic and detailed engineering.

Even more important in this process of innovation
was the joint work efforts of company personnel with
various universities in the country, to guarantee the
objective would be achieved to stabilize the waste
and to find permanent solutions for the final dispos-
al of the stabilized waste, beyond that required by

federal and international regulations.

This plant was constructed in 2008 at a cost of nearly
US $15 million and operations are expected to start in
April 2009.

Dust and Emissions Treat-
ment Plant at “La Caridad”,

Sonora.

Additional investments will probably be necessary during
2009 and 2010 for the recovery of other metals and
values. Because of its design, this plant is expected to
recover its investment in less than one year, placing
Grupo México on the vanguard of both technology and
environmental action, demonstrating that once again
the environmental commitment of Grupo México trans-
lates, on the one hand, into improved operations and,
on the other, a clear example of the social responsibility

of our company.



The Lime Plant Vertical Furnace

Currently, the Rotary Lime Furnace at Agua Prieta, Sonora, Mexico has a very clear
function: to provide lime to the operations at La Caridad and Cananea, essential for
the work of the mines and the metallurgic complex. A large portion of this material is
used to stabilize discharges from the processes and, therefore, has a clear environ-

mental relevance.

This furnace was designed to use fuel oil, but because of its close proximity to the
communities of Agua Prieta, Sonora and Douglas, Arizona, the furnace was modified
over a decade ago to be fueled by natural gas. However, the rotary furnace was not
part of a closed system and produced emissions of dust and fine chalk in its gas
system, which impacted the environment, despite being controlled and within the
emissions limits agreed to for this border region according to the Peace Accord and

the subsequent bilateral accords and agreements between Mexico and the US.

Works were started on the construction of the vertical Lime Furnace at the beginning
of 2007; various considerations played an important role in this decision in order
to prevent environmental impacts, such as the type of furnace that would create a
practically closed system to ensure the emissions of particles into the atmosphere
are null. A technology with high energy efficiency was sought to respond to these and
general considerations; as the use of this type of furnace will mean a reduction of
natural gas by more than 60% per unit and, consequently, a significant reduction in

the total gases released by the plant.

The new lime plant will start operations in 2009, at a cost of close to US $18
million, and will bring enormous benefits for the neighboring community and the

environment in general.

Vertical Lime Plant Furnace at
Agua Prieta, Sonora.
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The remediation of the
Ite Tailings Reserve

The Ite Tailings Reserve, located in the Bay of lIte, in the
Department of Tacna in southern Peru, was formed as a
result of the disposal of tailings from SPCC’s operations
at the Toquepala and Cuajone concentrators by the sea.
A successful program of environmental remediation has
been carried out at this reserve forming the largest wet-
lands with the greatest diversity of aquatic birds on the

coast of Peru.

Formation of the Ite tailings reserve

The exploitation of the Toquepala and Cuajone mines,
which began in 1960 and 1976, respectively, supplies
the concentrator plants, which process the ore concen-
tration corresponding to each unit. In this process, the
ore is crushed, milled, and then benefited by floating,
meaning the usable ore, which represents less than 1%
of the material processed, is recovered by being floated
with foaming agents to then be concentrated to produce
the final product. The inert material representing over
99% of the ore processed is removed by the lower sec-

tion of the floating system as tailings.

SUSTAINABLE DEVELOPMENT 2008

From the start of operations at Toquepala and Cuajone
until December 1996, the concentrators had discharged
a total of 785 million tons of tailings, sent downriver from
the operations through dry ditches, to eventually be
deposited into the sea, at the opening of the Locumba
River in the Bay of Ite. As of 1996, the tailings from
both concentrators are deposited inland in the

Quebrada Honda Tailings Dam.

The smallest particles (clays and mud) were deposited
offshore in the densest sands, which were deposited on
sea’s edge. This material deposited at the sea’s edge
contained on average 4% primary iron sulfurs (pyrite).
Sands that were deposited on the beach formed the
Ite Tailings Reserve. Currently, this reserve contains
40% of the total tailings discharged into the sea. The
accumulation of the sands caused the beach to grow,
pushing back the sea, and so by December 1996, the
beach had grown to cover a total area of more than
1,600 hectares, one and a half kilometers wide and

12 kilometers long.

The portion of tailings deposited on the beach came
into contact with the waters emerging from the fil-
trations from the irrigation of farmlands found on the
terraces near the Bay of Ite. The presence of water
made the pyrite oxidize on coming into contact with
the oxygen in the atmosphere, creating a pH that was
more acid than the water, favoring the accumulation
of salts on the surface of the tailings, therefore both
conditions prevented the development of vegetation

on their surface.

Remediation process

The remediation process began as part of the Programa
de Adecuacion y Manejo Ambiental (PAMA) (Environmen-
tal Management and Adjustment Program) that SPCC

subscribed with the Peruvian Government in 1997.

The remediation process considered the creation of a
wetland throughout the flood area of the Ite Tailings
Reserve, for which berms/beds were built to retain

the water coming into the area of the Reserve. To ac-

Remediation tasks at the Tailings Reserve in Ite, Peru.

celerate the remediation, organic material was added

to improve the fertility of the tailings.

In 2002, the Peruvian Government acknowledged the
commitment for the remediation of the Ite Tailings
Reserve, which SPCC had included in the PAMA, had
been satisfied. Currently, maintenance activities con-
tinue in the area, especially in terms of water control
and management to guarantee the long-term stability

of the wetlands.

The permanency of the wetlands has created a very
biodiverse ecosystem, due to the abundance of food
and the variety of life zones that exist in the Ite Tailings
Reserve, where indigenous plant species are found,
such as the saltgrass and verdolaga and later, rushes
and bulrushes. At total of 144 species of birds have
been identified in the wetlands through sightings made
over the last few years. As birds continue to be ob-
served, the number of sightings of new species is sure

to increase.



Also, the neotropical census of aquatic birds conducted
by Wetlands International in 2004, 2005, and 2006
has confirmed that the Bay of Ite has the highest num-
ber of aquatic birds species and individual birds of all

the sites examined along the coast of Peru.

At the national level, the Regional Government of
Tacna declared the flora and fauna of the bay of
Ite of regional interest in 2008, and the Provincial
Minicipality of Tacna, after a public contest, selected
the Bay of Ite as one of the seven natural wonders

of the Department of Tacna.

We have managed to revert a negative process with the Ite Reserve
in Peru and transform it into a unique natural habitat for wildlife

in the region.
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BILLION DOLLARS
IN INVESTMENTS

We have invested more than US $1.9
billion in FERROMEX and FERROSUR
during our first 10 years, in infras-
tructure, modernizing equipment,
technology for customer service
and operations, and commercial

projects.

The Roundhouse, located in the city of Guadalajara,
Jalisco, is the most important locomotive shop in

the Mexican Republic.




The rehabilitation of the Round-
house in 2001 took 18 months
and represented an investment

of US $12 million.

3.1 Who we are

The Transportation Division of GMéxico is represented
by Infraestructura y Transportes México (ITM), which
consolidates Grupo Ferroviario Mexicano, S.A. de C.V.
(GFM) and Intermodal México, as subsidiary companies,
and in turn, GFM consolidates FERROMEX holding
100% of its interest. GMéxico holds a 74.99% in-
terest in ITM. It should be noted that the financial
information for FERROSUR is presented under the
equity method, as FERROSUR does not consolidate

with Grupo México.

FERROMEX
FERROMEX is the largest and most important railroad
transportation company in Mexico. It has a railroad in-

frastructure covering over 8,000 kilometers. The com-

pany’s railroad service network connects to the most

important consumer centers in the country and its
coverage permits the company to service more than

80% of the industries in Mexico.

The strategic location of four ports along the Pacific
Coast and two on the Gulf of Mexico allow FERROMEX

to connect Mexico with the rest of the world.

FERROMEX connects with the two most important
railroad companies in the United States, through five
border points, which allows us to interchange close to
300,000 cars with the US per year carrying products
such as: corn and wheat; cement, coal, and fuel oil;

automotive vehicles, and electronics, among others.

INFRAESTRUCTURA Y
TRANSPORTES MEXICO

74.99%

T

INFRAESTRUCTURA'Y

GRUPO FERROVIARIO

TEXAS PACIFIC

TRANSPORTES FERROVIARIOS MEXICANO

FERROSUR* FERROMEX

100% 100%

* Ferrosur does not consolidate its results with Grupo México

FERROSUR

FERROSUR covers the south-southeast region of
Mexico with 1,800 kilometers of track and connects
the ports of Veracruz, Coatzacoalcos, and Salina Cruz
(in Oaxaca) with the central and northern regions of
the country, through the Terminal Ferroviaria del Valle
de México (Mexico City Railway Terminal). FERROSUR
also services its area of influence, specifically the
states of Hidalgo, Morelos, Oaxaca, Puebla, Tlaxcala,

and Veracruz.

We are awaiting the approval of the Federal Com-
petition Bureau to permit a possible merger of FERROMEX

and FERROSUR, which would result in more com-

petitive rates for our users. It should be mentioned
that transport carriers are our principal competition,
moving approximately 78% of all freight in Mexico.
We are confident the Federal Competition Bureau will
grant its approval in the near future, permitting us to

be more competitive against transport carriers.

INTERMODAL MEXICO (IMEX)

Intermodal México was formed in July 2001, with its
principal purpose being to provide value added ser-
vices to facilitate the use of the railroad and to offer
door-to-door service, operating intermodal terminals,

and freight transfer services.




The company is present in 21 strategic cities through-
out the country, offering intermodal services such as
cross-dock, transfer, pre-trip, transport carrier, and
temporary storage services, as well as container repair
and cleaning. Intermodal México offers services at all
FERROMEX and FERROSUR intermodal terminals.

3.1.1 Mission

To provide a world class railroad transportation service
under the highest standards of quality, reliability, safety,
efficiency, competitiveness, and profitability; satisfying
the needs of our customers, personnel, stockholders,
suppliers, and society to contribute to the development

of the country.

3.1.2 Quality Operation

We offer our domestic and international freight ser-
vice on unit, direct, and intermodal trains. This service
may consist of interlineal cars received or originated,
pass through trains, or local traffic. FERROMEX owns
approximately 29.8% of the cars it operates and the
remaining cars are owned by private companies, local
and foreign railroads (principally in the United States

and, to a lesser extent, in Canada).

Over its first 10 years of operation, FERROMEX has in-
vested more than US $1.500 billion in infrastructure,

modernizing equipment, technology for customer ser-

SUSTAINABLE DEVELOPMENT 2008

vice and operations, and also, our goal is to improve
and modernize the railroad freight service in Mexico.

- FERROMEX has a fleet comprised of 582 locomotives
and 12,418 railroad cars. In just one year the com-
pany purchased 100 new late model locomotives.
From 1998 to date, FERROMEX has reported an

average annual growth of 7.5% in ton-kilometers

and 5% in the number of cars moved.

On starting operations, 11 years ago, FERROMEX
detected there was a lack of the intermodal,
automotive, and transfer terminals necessary for
the rapid development of these business seg-
ments. Over this time, FERROMEX assembled a
network of nine intermodal terminals located at
strategic points in Mexico, equipped with the lat-
est in loading and unloading services, in addition to
interior customs services for the handling of internal
freight traffic, and four automotive terminals, which
have made this industry more efficient in the domes-

tic distribution of automotive vehicles.

Intermodal Terminal in Guadalajara, Jal. with a track capacity for 18 platforms articulated in 5 modules, 150 containers on chassis and
1500 TEUS/triple stacked. Construction was completed in 2004 with an investment of US $7.64 million.

Quality System

FERROMEX obtained 1SO 9001:2000 certification in
2008, with its new railroad freight transportation service
and operation, known as FERROCARRIL PROGRAMADO.

Our quality model is centered on the new concept of
operation and service, whose standards seek, above
all, to completely fulfill all logistics needs and the total
satisfaction of our customers. To achieve this, 34 cen-
tral processes were identified, from receiving a request
for a car from a customer to delivery of the freight in full

and in good condition.

We have grouped these processes into three blocks:
Administrative Processes, Basic Processes, and Sup-

port Processes.




To cover the needs resulting from the growth of the railroad service, FERROMEX purchased 100 late
model SD70ACe Evolution locomotives between 2007 and 2008.
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3.2 Creating Value

3.2.1 Our Results for 2008

The financial results obtained by the Transportation Division of GMéxico in 2008
were positive, despite the world economic crisis. In fact, FERROMEX revenues were
the highest in its history, increasing over 8%, compared to 2007. The company’s
high sales were mainly the result of the efforts of our people and their commitment

to the company.

Although the transportation division of GMéxico services the mining division, trans-
porting concentrates, minerals, and metals, most of the revenues generated by our
railroad companies are from other industries, most noteworthy being the agricul-

tural industry.

During 2008, 86% of FERROMEX revenues were generated from the following bus-
iness segments: agricultural, minerals, industrial products, cement, chemicals and
fertilizers, intermodal, oil and oil products, metals, and automotive. The remaining
14% of revenues correspond to other services, which include diesel surcharge (8%),
revenues from car hire (3%), revenues from passenger service (1%), and other miscel-

laneous services (2%).

At FERROSUR, 88% of company revenues were generated from the company’s rail-
road operations, while the remaining 12% corresponded to diesel surcharge (6%),

revenues from car hire (3%), and other revenues (3%).

FERROMEX
NET EARNINGS
- Net earnings were reported at US $169.2 million in 2007 and US $160.7 million
in 2008, representing a decrease of 5%.
- In 2008, the average distance traveled for FERROMEX was 833.5 kilometers,
resulting in a net total of 40.186 billion ton-kilometers, 0.7% less than in 2007.
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INVESTMENT
- During 2008, US $174.4 million was invested for a cumulative investment of US
$1.5101 billion over the period from 1998 to 2008. The investments made in
2008 were 37.2% less than those made in 2007, as no new locomotives were
purchased in 2008. Investments were principally made in the conditioning and
changing of some tracks, and also for the purchase of track machinery, which
has permitted increased train speed, improved operating safety, and generated
savings in diesel consumption.
COST OF OPERATION
- The cost of operation, including labor, materials, indirect expenses, and car
hire, increased 10.4%, to US $699.6 million in 2008, from US $633.7 million
in 2007.
LABOR
- The cost of labor increased 10.2% in 2008 as a result of salary increases and
increased operating personnel.
PRICE OF DIESEL
- The price of diesel increased 7.5%, which, combined with the higher consump-

tion of liters, represented an increase of US $6.8 million.

FERROSUR
NET EARNINGS

- Net earnings were US $25.4 million for 2008, 9.4% higher than that reported
for 2007.
DEBT

- As of December 31, 2008 the company’s debt was US $144 million, which, on

INTERMODAL MEXICO
SALES
- Sales for the period January to December 2008 reached $252 millions of pesos,
5% higher than the previous year, reporting earnings of $30 millions of pesos, 13%
higher than 2007, thus continuing its growth trend since starting operations in 2001.
- IMEX is certified under ISO 9001:2000, which allows the company to offer high
standards of quality and to be consistent in its services and collection and
delivery times for goods.
- IMEX started a pilot project in 2008 for the fiscal consolidation and decon-
solidation of containers arriving at the Pantaco terminal in Mexico City. IMEX
has made significant investments in information systems for real time consults,

which gives the company a competitive advantage in the market.

3.2.2 Value Created for Our Interest Groups

With regards to our interest groups, the distribution of value created by both
FERROMEX and FERROSUR is noted as follows:

Creation of Value by Interest Groups
FERROMEX ( THOUSANDS OF DOLLARS )

751,135

$800,000 $800,000

$700,000 $700,000

Creation of Value by Interest Groups
FERROSUR ( THOUSANDS OF DOLLARS)

$600,000 $600,000
$500,000 $500,000
$400,000 $400,000
considering a cash and banks balance of US $59.9 million, results in a net debt $300,000 : ) $300,000
of US $84.1 million. $200,000 = I $200,000 ‘ & -
- (o]
$100,000 $100,000 —t
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- US $254 million was invested in Capltal prOjeCtS n 20081 for a cumulative of US EMPLOYEES SUPPLIERS TAXES FINANCIAL EMPLOYEES SUPPLIERS TAXES FINANCIAL
INSTITUTIONS INSTITUTIONS

$130.6 million invested during the period 2006 - 2008.

I 2006 W 2007 M 2008 I 2006 W 2007 HE 2008
- NOTE: The financial information for FERROSUR is presented under the equity

method therefore it is not consolidated with Grupo México.



OUR PEOPLE

4%

INCREASE IN
TRAINING

We have an ongoing commitment

to the training and integral develop-

ment of our people. We raised our
training efforts in 2008, increasing
the hours/man by 44% compared
to 2007.




Ferromex has 582 locomotives and
12,418 railroad cars. In just one year,
the company purchased 100 new late

model locomotives.

3.3 Labor Practices

3.3.1 Our personnel

The workforce of FERROMEX has been increasing since
2004, while the workforce of FERROSUR has decreased
slightly due to increased efficiency in the work process-
es we have implemented since the company was ac-
quired in 2005.

Most of our employees are hired under permanent
contracts, however certain employees (only 2% in
2008) are contracted on a temporary basis for specific

projects.

Personnel hired under permanent contracts receive var-
ious social benefits in addition to those stipulated by law:
- Christmas bonus, vacation time, and vacation
bonus higher than that established by law
- 13% savings fund with a tax limit

SUSTAINABLE DEVELOPMENT 2008

- Food vouchers for the tax limit amount
- Major Medical Insurance

- Life Insurance

In addition, all contract personnel, depending on their
location, have access to transportation services, park-
ing, first aid, cafeteria, and the benefits established
by policy and the Collective Bargaining Agreements
for unionized personnel. We have implemented a con-
tribution retirement plan (Company - Employee) for per-

sonnel to retire on reaching the age required.

Due to the nature of our activities, most of our work-
force is comprised of men. However, in 2008 we had
416 women working with us, representing almost 5% of
the workforce of our TRANSPORTATION DIVISION.

Types of Employee Contracts
( NUMBER OF EMPLOYEES )

01. FERROMEX (Permanent Contract) 6,981

02. FERROMEX (Temporary Contract) 160

03. FERROSUR (Permanent Contract) 2,037

Number of Employees
( UNIONIZED AND NON-UNION )
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Total Employees Ferromex & Ferrosur 2008 = 9,178
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At both companies we have experienced people with many years working at the

same company.

FERROMEX
Average age of employees

Average time of service

FERROSUR
Average age of employees

Average time of service

2006
42

2006
43

2007 2008
43 42
8 8

2007 2008
44 44
7 8

FIGURES EXPRESSED IN YEARS

3.3.2 Performance Evaluations

Both FERROMEX and FERROSUR apply Performance Evaluations to all non-union
personnel as a tool used to measure the degree of efficiency with which an employee
has fulfilled their duties and objectives corresponding to their respective position

over one year.

The supervisors evaluate each employee considering the factors and standards estab-
lished for each position and area on a weighted scale of 100, comparable groups are

formed and the method of Forced Distribution is applied.

This system seeks to give the employees with the best evaluations better salary
increases and reward the best people, considering them for future promotions to

positions with more responsibility within the company.

34% of the freight FERROMEX

moves is grains, considered
to be the most important seg-
ment. In 2008 alone, the com-
pany moved 42,000 cars car-

rying local and foreign crops.
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Ferromex Employee Salaries Ferrosur Employee Salaries
( THOUSANDS OF MXN ) ( THOUSANDS OF MXN )

$1800000 $e00000

$ 1,600,000 $ 167,937
$ 179,209 $500000

$ 1,400,000 $ 134,843

$ 1,200,000 $ 400,000

$1,00,000
$300,000 i
$ 800,00 ] _$1,358,823 $ 356,847
$ 1,250,911 $ 352,351
$ 600,000 $ 1,146,604 E— - $200,000 £ $319,653

$ 400,000 — E— |

$ 100,000
$200,000 |

e $0
06 07 08 06 07

TOTAL $ 1,430,528 $ 1,598,026 $1,723,645 TOTAL  $ 401,964 $ 477,343 $488,732
| L | |

Warehouse of parts for rolling stock in Guadalajara, Jalisco.

3.3.3 Salaries and Benefits
for Our Personnel Salaries by Position and Gender
The salaries our employees receive have been increasing InFERROMEXand FERROSUR, all salariesare governed

year after year. A clear example of this is the average an- by the same matrix and are based on individual per-

120%

nual salary per employee at FERROSUR: In 2008, the av-  formance. The average salaries at both railroad com- 100%
erage employee (including unionized employees) received  panies are presented following, separated by gender: 80%
a salary 5% higher than 2007 and 27% higher than 2006. oo
Employee salaries are shown in Mexican pesos (MXN), as v
this is the currency in which employees are paid. 202
N
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3.3.4 Training and Development
Great efforts were made during 2008 to train personnel. The number of employee
training hours increased almost 44%, compared to 2007. Close to US $2.5 million

was invested in training.

- Training in safety providing tools for personal and professional
effectiveness.

- The scholarship program provided training for more than 450
employees.

TRAINING FOR - Training in ISO 9001:2000.
UNIONIZED
EMPLOYEES

FERROMEX

- 45 training courses were held.

- The programming and logistics for practices and evaluation on
2 TDS 5000 simulators was started in June 2008.

- A Training Campaign was held on the basic concepts of

FERROSUR

Occupational Health and Safety and Alert Plans.

- Training in ISO 9001:2000.
- Employee training in the commercial areas of skill development,

leadership, and customer service.

FERROMEX

- More than 2,000 hours of English classes.

TRAINING FOR
NON-UNION
EMPLOYEES

- 108 courses, including:

Accident Investigation Techniques, SAP Refresher, Unionized

FERROSUR

Payroll, and Access.

Investments in Training
( THOUSANDS OF DOLLARS )

. FERROMEX (Unionized Employees)
. FERROSUR (Non-Union Employees)

. FERROSUR (Unionized Employees)

. FERROMEX (Non-Union Employees)

TOTAL

Number of Training Hours

400000

300,000

200,000

100,000

07 08

NON-UNION UNIONIZED
EMPLOYEES EMPLOYEES

FERROSUR

TOTAL 2008: 573,986 HOURS

Investment in Training 2008 = US $2.496 million

Number of Employees Trained
( VARIOUS EMPLOYEES RECEIVED MORE THAN ONE TRAINING )

500 o 05 w @ © o

~
U= S; ©
m ™ —
o . o~
07 08 07 08 07 08

NON-UNION UNIONIZED
EMPLOYEES EMPLOYEES

FERROSUR

TOTAL 2008: 24,984 EMPLOYEES




3.3.5 Absenteeism and Turnover

We have reduced the rate of absenteeism among
unionized personnel at both FERROMEX and FERROSUR
thanks to the cooperation of our personnel, who have
become more aware of the benefits they can obtain
from their own productivity. The absenteeism rate is

lower than that for 2007 for both companies.

Rate of Absenteeism
( UNIONIZED PERSONNEL )

5.00%
4.00%
3.00%
2.00%

1.00%

2007 2008 2007 2008

I FERROMEX I FERROSUR

Turnover Rate

5.00%
4.00%
3.00%
2.00%

1.00%

SUSTAINABLE DEVELOPMENT 2008

Over the past few years, we have been implementing
plans to retain employees in the company to help to
reduce turnover. The results of these plans, which in-
clude salaries and benefits for employees, are indicated
in the respective table. It should be mentioned that
the turnover rate at FERROSUR decreased almost half,
compared to 2007.

3.35%

1.42%
1.25%

07 08 07

08 07 08

FERROMEX FERROSUR FERROMEX FERROSUR

TOTALCOMPARNY

UNIONIZED EMPLOYEES

. T
TET RN

2] " '

T

3.4 Human Rights

3.4.1 Human Rights, Code of Ethics,

and Policies on Discrimination

At FERROMEX and FERROSUR we have encouraged the
implementation and development of strategies that
contribute to the defense, protection, and preservation

of the fundamental rights of men and women.

One of these strategies is centered on ongoing and
ideal training of labor relations personnel in the labor
laws. Another strategy is communication with our legal
advisors to avoid disloyal practices or corruption in the
imparting of justice. The objective of this is to have
healthy, loyal, and legal practices, especially in terms

of women’s rights and no child hiring.

The company has pursued its efforts to eliminate dis-
criminatory practices, promoting equality of gender and

the autonomy of women, requiring full respect and ob-

i
Chepe =
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Copper Canyon tourist train, Chihuahua, Mexico.

servance of all associated regulations in place. Train-
ing, consulting, and oversight have been given in terms

of the rights of male and female employees equally.

The company has eliminated forced labor and child
labor from its production processes and promotes

freedom of association with the union.

On signing their contract, the employee is informed of
the company’s policy on Conflicts of Interest and the
Confidentiality Agreement, both of which are signed
and the employee retains a copy.
A reinforcement talk is given to all non-union person-
nel each year, who sign the agreements again and are
given copies.
- Total training hours for new hires in 2008: 78 hours
- Total training hours for all other personnel in 2008:
425 hours
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Wheel shop / axle ball bearing extractor with a pressure capacity of 100 tons.

3.4.2 Company-Union Relations

Relations with the Sindicato de Trabajadores Ferrocar-
rileros de la Republica Mexicana (S.T.F.R.M.) (Mexican
Railroad Union), the only trade union that all unionized
personnel are members of, have been developed under
an air of trust and mutual respect, in adherence of the
regulations that govern such dealings, always focused
on meeting compliance with the strategic objectives of
the company, ensuring, in turn, the wellbeing and devel-

opment of our unionized personnel.

The company actively participates in the negotiation of
collective agreements looking out for the wellbeing of
the Union, the employees, and the company, through

the adoption of actions that make all parties stronger.

Until now, there have been no collective disputes that
would affect or endanger the operation as labor relations
within the company are harmonious, supported by
co-responsibility with the union representatives, adher-
ence to agreements, strict respect for labor legislation,
and, above all, establishing direct channels of com-

munication between the Company and the Union.

Each year, during the months of February (FERROMEX)
and December (FERROSUR), we conduct a Salary or
Contract Review, accordingly, during which we review
employee work conditions in terms of economic and

contractual aspects.

We are currently reviewing various aspects with the
National Union Representatives in order to optimize
operations to affect personnel the least possible, as a

consequence of the current economic situation.

José Luz Gonzélez
Transportation Regulation Manager
FERROMEX

It was 1972 and | was 15 years old when | got up the
courage to go to the railroad station and ask the Station-
master to let me learn MORSE code (communication via
telegraph), so that one day | could join the Railroad as a
Telegrapher. | studied this system for 6 months. | started
to work for the Pacific Railroad on October 16, 1972 as a
Telegrapher. A year later | became Stationmaster. In 1977,
| passed the exam to be a train dispatcher, and took this
position in 1980, where | was until 1991. In 1991, | was
appointed to my first management position as Chief Dis-
patcher; | was in this position for two years. In 1993, |
was named Head of the Transportation Department and in
1995, | was named Transportation Manager, position that
I held until 1998. During this year, Grupo México took the
reins of what was the Pacific North Railroad, changing the
name to Ferrocarril Mexicano; | liked this new name, as |

consider myself to be patriotic.

From February 1998 to date, | have witnessed and par-
ticipated in the transformation of the company for the
good of the country, working directly on the implemen-
tation of new dispatch systems, which has been possible
thanks to investments made in telecommunications and

new devices installed adjacent to the track.

| participated in the coordination of the implementation of
the Track Authorization dispatch system, which came to
revolutionize the training and skills of the operative person-
nel, making railroad transportation a smoother, safer, and
more economic System; this system was then crowned
with assistance by computer. As everyone knows, there
have been improvements to infrastructure, equipment,
locomotives, and dispatch and control system process-
es, etc. | am currently in the position of Transportation

Regulation Manager.

In the 36 years | have worked in the railroad indus-
try, | think my best experience has been being able to
participate in the decisions that have made significant
changes possible in the company and the way in which
Ferrocarril Mexicano includes you in these decisions,
making you see how useful you are to the team; | am
also thankful that they really support you in your proj-

ects to improve yoursel.




Over the last few years, FERROMEX purchased 76 high cubic capacity boxcars and 300 high
capacity gondolas, and reconditioned 113 grain hoppers and 70 boxcars.

3.5 Health and Safety

3.5.1 Our Focus

At FERROMEX and FERROSUR, our people come first.
We have an ongoing commitment to give greater scope,
depth, and coverage to our actions in terms of oc-

cupational health and safety.

OUR PERFORMANCE IN 2008

In 2008, unfortunately we had one fatal accident in
Empalme, Sonora, which has left us very concerned
as an organization with the nature of the incident.
One of our engine-driver was beaten by an outside
group of assailants, causing various traumas that led
to his death. As a result, we have intensified security

on our runs and we are confident that the coordinated

efforts with the authorities will permit us to control

these types of risks.

3.5.2 Accident Indicators

We have consistently reduced the number of incapac-
itating accidents and their gravity over the last few
years. This achievement is the result of the support of
all the administrative levels of the company and the
commitment undertaken by our personnel to apply the
best administrative and operating practices, through
the implementation of an Occupational Health and
Safety Management System. The results we present
following group FERROMEX and FERROSUR together.

Fueling station in Torreén, Coahuila, with a monthly capacity of 1,200 services. The station can supply 8,150 m3
of diesel and attend to four locomotives at the same time; there are eight positions for receiving fuel.
The fueling station was built in 2008 with an investment of 67 million pesos.

Accident Rate Incident Rate
( FERROMEX / FERROSUR ) ( FERROMEX / FERROSUR )
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INCIDENT RATE
Reduction 2007 - 2008: 11%

Accident Rate = Number of accidents x 200,000
Man hours worked Number of employees

Incident Rate = Number of accidents x 100

During the course of 2008, we did not receive any fines or penalties from inspec-
tions by the Secretaria del Trabajo y Previsién Social (STPS) (Department of Labor
and Social Welfare).
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3.5.3 Occupational Health and Safety Management System Principal topics covered:

We want to achieve a culture of safety at the different levels of the organization - Concepts of health and safety in the workplace

through the design and implementation of this system in order to reach our goal of - Recognition of risks

zero accidents. Our system is briefly summarized in the following elements:

CONCEPTUAL STRUCTURAL OPERATIONAL

- Commitment that is seen and
proven by the line of authority.

- Policies/principles documented
and communicated.

- Roles and responsibilities of the
different levels in the org-
anization.

3.5.4 Qur Team

Direct (Coordination)

- Structured organization to man-

age Occupational Health and
Safety.

- Goals and objectives for con-

tinual improvement.

- Role of the function of the Oc-

cupational Health and Safety
area.

- Corporate Occupational Health and Safety Manager

- Continual orientation and

training.

- Investigation and reporting

of incidents.

- Observation of behaviors.
- ldentification and analysis

of operational risks.

- Occupational health.
- Participation, motivation,

and communication.

- Fatigue process.
- Safe workplace environment

conditions.

- 6 Occupation Health and Safety Supervisors: one in each division

Support (Supervision and follow-up)

- 6 divisional operative, personnel, and environmental Safety Committees

- Safety coordinators (42 people): one in each area of each division

- 16 Health and Safety Commissions, with union representation

- 6 Absenteeism Committees for medical reasons: one in each division

3.5.5 Training and Orientation in Occupational Health and Safety
Total Man Hours in 2008: 89,015
Total persons trained in 2008: 6,112

Our training efforts are especially focused on personnel exposed to risks during their

work tasks.

- Fire prevention and extinguishing

- Basic first aid

3.5.6 Occupational Risks and llinesses:

Noise and vibrations are the work environment agents to which employees may be

exposed. In this respect, the following activities were carried out during 2008:

- Noise measuring in locomotives; dosimetries at different positions and
vibration measuring

Actions to lower noise levels in locomotives

Definition of profiles on exposure to agents in the work environment in the

positions most at risk

Medical examinations performed on 1,755 employees

We continue working so that by 2012 we will have implemented a series of com-

prehensive health watch programs for our personnel.

3.5.7 Investments in Health and Safety in 2008

millions of dollars*

1. Personal and emergency protective e
materials and equipment. :

2. Health watch programs.

0.54
3. Preservation of areas, correction
of unsafe conditions, and 3.17
replacement of work tools.

4. Training in Occupational

Health and Safety. 0.7

Bank of Mexico for 2008.

* All investments were made in Mexican pesos, but have been presented in

dollars, converted at the average monthly exchange rate issued by the



OUR COMMUNITIES

960

THOUSAND PEOPLE BENEFITED

IN COMMUNITIES

Sincesthe "1950’s, the CHEPE line
(Chihuahua - Pacific) has been an
essential form of transportation for
the Tarahumara communities in the
state of Chihuahua. Overthe last three
years, we have served over 260,000

people in these communities.




Grade crossing built under the
Railroad Urban Coexistence
Program.

3.6 Railroad Urban Coexistence Program

As FERROMEX conducts its activities on a railroad
system that crosses 18 states and more than 80 im-
portant cities, coexistence with the populace and the
government is strategic for the growth of the railroad
service, for operating safety and the safety of the com-

munity, and for the operation to be efficient.

FERROMEX has participated in the Programa de Con-
vivencia Urbano Ferroviaria (PCUF) (Railroad Urban
Coexistence Program) for more than 5 years after sign-
ing Convenios de Reasignacion de Recursos (CCRR)
(Reallocation of Resources Agreements) for the ex-
ecution of works projects aimed at resolving points of

conflict between the railroad lines and the roadways.

FERROMEX has signed 27 Agreements with 15 Munic-
ipalities, 9 State Governments, and the SCT (Depart-

ment of Transport and Communications), for a total

investment of $682 million pesos.

We are in the process of formalizing the “Las Juntas”
project with the SCT and the governments of Jalisco
and the City of Tlaquepaque, representing an estimated
investment of $280 million pesos, for the construc-
tion of two grade crossings. When signed, the total
investment with the participation of FERROMEX in this
program will be close to one billion pesos. The Federal,
State, and Municipal Governments and FERROMEX
will contribute 25% each to the total amount of each

works project.

Eighteen different works projects have been realized
through the CCRR: vehicular and pedestrian under-
passes and overpasses, zones have been fenced in to
protect them from vandalism and theft, public lighting
has been installed, trees have been planted, and parks
have been constructed and improved, among other

works projects. In some zones, and following technical

reports, residential housing was remodeled and rebuilt.

Also, there are another nine works projects in progress,
or about to be started.

FERROMEX reflects its commitment to the safety of its
employees, its operation, and the community, and also
to the healthy growth and economic and social devel-
opment of Mexico by actively participating in programs
of great importance, such as the PCUF, through the

concrete actions mentioned.

PROJECT LOCATION TC()JIALf(DZOTQ.T ADVANCE
“Gaspar de Almanza” Grade Crossing Celaya, GUANAJUATO 27 v
“La Pradera” Grade Crossing Irapuato, GUANAJUATO 6.4 /
“Convencion” Grade Crossing, “Ags. Sur” Grade Crossing Aguascalientes, AGS. 94 v
Grade Crossing La Barca, JALISCO 17.6 /
“Ana Gabriela Guevara” Freeway Nogales, SONORA 40 /
“Buenos Aires” Freeway Nogales, SONORA 60 /
“El Greco” Grade Crossing Nogales, SONORA 60 /
Hydraulic Works Empalme, SONORA 8 /
“Las Pilas” Grade Crossing Navojoa, SONORA 20 /
“Mangos” Grade Crossing Mazatlan, SINALOA 24 v
“Rodriguez Triana” Pedestrian Crossing, Second stage of 5
the Noas Rain Ditch, “Del Angel” Pedestrian Crossing Torreon, COAHOILA ° l
“Cuauhtémoc” Grade Crossing Torreén, COAHUILA 36.4 /
First Stage of the Noas Rain Ditch Torre6n, COAHUILA 175 v
“Blvd. Allende” Grade Crossing Altamira, TAMAULIPAS 35 /
Reinstallation of the classification yard 5 .
FERROMEX operates, repositioning of tracks. EUIEA FEITE, BERNE 20 l
“Miguel Aleman” Grade Crossing Gomez Palacio, DURANGO 24 (85%)
“Zaragoza” Grade Crossing Gomez Palacio, DURANGO 7.5 X
“Escobedo” Grade Crossing Gomez Palacio, DURANGO 7.5 X
“San Pedrito” Grade Crossing Manzanillo, COLIMA 60 X
“Fco. | Madero” Grade Crossing Francisco I. Madero, COAHUILA 20 X
“La Alianza” Grade Crossing Torreén, COAHUILA 17.6 * X
“Simén Bolivar” Grade Crossing Sabinas, COAHUILA 24.8 X
“El Apenitas or “Bordo de la Defensa” Project Piedras Negras, COAHUILA 18.75 X
3rd Stage Construction on the Noas Rain Ditch Torre6n, COAHUILA 29.98 X
GRAND TOTAL 682.03 miLLION PESOS

* The amount of the original project is 17.6 million pesos.
However, there is currently a proposal for a 160 million pesos project.

v Project finished and in operation
x Project has not been started



3.7 Passenger service

to isolated communities

There are a large number of residents in isolated com-
munities in Mexico that do not have any means of trans-
portation other than the railroad, as there are no highways
or country roads. At FERROMEX, we contribute to bringing
economic and social benefits to marginalized com-
munities that live in extreme poverty by providing ser-
vice to the residents of these regions so they can travel
where there are jobs, commercial activities, and medical
assistance, year round, at a subsidized price. One of the
regions where this phenomenon occurs is in the Sierra

Tarahumara, between the states of Chihuahua and Sinaloa.

Since the middle of the last century, the Railroad has

played a fundamental role in the commercial transpor-

e |

tation of Tarahumara products, and has also been a
means of communication for the social development of
the indigenous people in this region, and of great im-
portance for their economic development. In 1998, af-
ter receiving the Concession, FERROMEX re-established
regular passenger service ensuring transportation ser-
vice would be provided to the local communities in order
to facilitate communication among the communities of

the Sierra Tarahumara.

Since obtaining the concession, over 800,000 people
from the Sierra Tarahumara have used the service we
provide. Of these, almost 260,000 used our service in

the last three years.

The Chihuahua Pacific Rail-
road travels 563 kilometers
of track daily, including 86
tunnels and 37 bridges.

Thanks to the service we provide, these residents
now have access to essential services and better
opportunities, motivating their social and economic

development.

3.8 Free transportation service for goods

Various regions in Mexico are susceptible to tropical
storms, hurricanes, extreme colds, and other types
of natural disasters. Also, these areas are known for
lacking adequate evacuation routes and good drain-

age systems.

When faced with natural disasters, many communities
become vulnerable and require physical and material
aid from other regions in the country. When these
situations occur, both civil and governmental groups

come to the assistance of those affected through the

donation of products. FERROMEX and FERROSUR, in
solidarity with communities devastated by natural
disasters (such as Tabasco and Chiapas), offer their
railroad systems for the free transportation and chan-
neling of donated products and provisions, essential
for communities that are dealing with these types of
situation. The Mexican Red Cross and the Banco de
Alimentos de Cuauhtémoc A.C. are among the or-

ganizations benefited.

In addition to this, we offer free transportation for provisions
(food, medicines, clothing, blankets, household items,
firewood, coal, etc.) on an ongoing basis and according to
needs to supply mountain communities that are without
communication (principally in the Sierra Tarahumara), and
which are affected by harsh changes in temperature dur-

ing the winter months. This train stops at communities



to supply residents with these provisions that are so essential to improve their

living conditions.

3.9 Sustainable Tourism and Community Development

CHEPE

FERROMEX, on having a concession to provide public passenger service, has taken
advantage of this concession and promoted tourism by Rail in the Mexican Repub-
lic, specifically on the line between Chihuahua and Los Mochis. On this route,
in addition to the two passenger trains operated daily in this direction, service
is provided to pull trains of other tourist companies from the United States and
Canada. There is currently a large influx of tourism, as this railroad line has been
considered one of the most spectacular in the world, and a wonder of Mexico. As
there are no large industries in this region (especially in the interior of the Sierra
Tarahumara), tourism has become an essential part of the economic development

of the region.

Tourists not only buy the handcrafts produced by the Tarahumara communities,
they also use the hotel services, tours, camp grounds, and restaurants in the
area. The promotion of tourism in these isolated areas not only allows these com-
munities to conserve their sources of employment and income, but also increases
these. It is then noted that the growth and development of these communities is
largely dependent on the railroad. This is why FERROMEX reiterates its commit-
ment to the community, ensuring the services the company provides are punctual,
uninterrupted, safe, clean, and efficient; and that the infrastructure is in optimal
operating condition, renewing the fleet, and also implementing new operating

processes and constantly rehabilitating the line.

e
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TEQUILA EXPRESS

In addition to that mentioned, FERROMEX (together with the Guadalajara National
Chamber of Commerce) provides passenger service for the Tequila Express tourist
train. This train operates on weekends only, and on any other day of the week at
the request of the Chamber. The Tequila Express promotes the growth of tourism
in the regions of Tequila and Amatitan, as travelers have the opportunity, through
this route, to visit and learn about the interesting industry of tequila: its history,
future, and social impact, a national symbol that transcends borders. This route
also creates direct and indirect employment for the railroad, benefiting hundreds

of families.

All'in all, the better quality of life and opportunities for economic growth the rail-
road has brought over the more than 11 years the railroad has operated in the
areas, regions, and communities through which it runs, has allowed FERROMEX
to actively participate in the sustainable development of these communities

and regions.

Number of Tourist Passengers
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The Tequila Express Railroad.

0 TOTAL TOURIST PASSENGERS 2008: 217,149
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OUR COMMITMENT TO THE ENVIRONMENT

0%

IMPROVEMENT IN FUEL
PERFORMANCE

Thanks to advances in the efficiency
of transportation logistics and up-
grades to our fleet, at FERROMEX
we have improved our fuel perfor- -
mance by 30% during our first 10

years of operation. ]t W




Rail yard in Escobedo, Nuevo
Ledn, which includes 13 km of
track, distributed along one main
track, five yard tracks, one track
for locomotive fueling, one shop
track with a capacity for 433
units, and a car shop. All this was
possible thanks to an investment

of $42.3 million pesos.

Background

Ever since Grupo México got involved in the railroad
sector, the company had the vision of modernizing this
means of transportation, strategic for the development of
the country, seeking to offer customers a service on par
with other freight railroads around the world. To meet this
challenge, the company has made large investments to
improve the whole of the railroad infrastructure received
under concession from the Federal Government in 1997,

starting operations in February 1998.

Environmental infrastructure was included in the com-
pany’s investment priorities, which had been practically
non-existent before. In this respect, in 1999, Ferrocarril
Mexicano (FERROMEX) signed 19 Environmental Audit

SUSTAINABLE DEVELOPMENT 2008

agreements with the Procuraduria Federal de Protec-
cion al Ambiente (PROFEPA) (Federal Environmental
Protection Agency), which included all the railroad’s
shops and fueling stations, and 6 additional agreements
were signed by FERROSUR, corresponding to its

locomotive shops and fueling stations.

The environmental infrastructure was built with an in-
vestment of $92,180,698 pesos, consisting of:
- Separation of drainage at 13 shops and 25 fuel-
ing stations
- Water treatment plants at 3 locomotive shops
- Installation of 19 oil and water separator

decanters
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- 17 warehouses for hazardous waste

- Infrastructure necessary to prevent soil contamination
at 17 shops and 25 fueling stations, such as: Trays
and carpets to contain and absorb hydrocarbons,

containing walls at fueling stations, etc.

With these actions, compliance was met in 2003 with
the 1,281 activities FERROMEX promised under the
agreements with the PROFEPA and FERROSUR com-
plied with 370 of its commitments. Even after hav-
ing met compliance with the agreements, we have
continued to invest, year after year, in maintenance,
improvements, and the modernization of our environ-

mental infrastructure.
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3.10 Responsible Use
of Resources

3.10.1 We Conserve Water

We are aware that water is a vital resource and that we
must contribute to its conservation. A total of 113,995
m3 of underground water was consumed in 2008 (al-
most 3,000 m3 less than in 2007).

This reduction is due principally to the elimination of
clandestine pipes connected to the FERROMEX net-
work, and to the replacement of obsolete pipes that

presented leaks.



Fuel Performance

1998

FUEL PERFOR. FERROMEX

FUEL PERFOR. FERROSUR

1999

3.10.2 We Improved our Fuel Performance

At the start of its operations, the company formed a multidisciplinary committee to
supervise and promote alternatives to improve fuel performance, which has resulted
in an improved efficiency and performance in the use of diesel by 30% at FERROMEX
and 33% at FERROSUR.

3.10.3 We maximize Energy Use
In 2008, 13,558,923 GJ were consumed (415,682 GJ less than in 2007, due to

improved fuel performance) in direct energy.

In terms of indirect energy, 64,124 GJ were consumed (2,853 GJ more than in 2007).

For example, in 1998 FERROMEX consumed on average 6.67 It. of diesel for every
thousand ton-kilometers transported; today, FERROMEX consumes 4.67 It. Our goal
is to reach the fuel performance of 4.12 It. of the class 1 railroads in the US, through

improvements in the efficiency of transportation logistics and upgrades to our fleet.

On consuming less fuel to transport, fewer contaminants are released into the at-
mosphere. This result is due in large part to improvements made to the logistics of
the yards and trains and to an investment of over US $387 million* made between
1998 and 2007 to purchase 190 locomotives that consume less fuel, release fewer
contaminants into the atmosphere, and meet the emissions standards of the En-

vironmental Protection Agency (EPA).

[

2000 2001 2002 2003 2004 2005 2006 2007 2008

VAR. VS. 1998 FERROMEX .

VAR. VS. 1999 FERROSUR

To summarize, the 412,829 GJ of energy saved in 2008 due to conservation and im-
proved efficiency, compared to the results for 2007, was also the result of improved

ton/km fuel performance.

The initiatives we have implemented to reduce energy requirements include: improv-
ing the movement logistics of trains and the installation of lighting systems and air

conditioning units that consume less energy.

Energy Consumption
( GJOULES )
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3.10.4 Use of Raw Materials
Due to the nature of our services, there is very little use of raw materials. Among
the most significant, we can mention that 29,034 tons of rail and 367,389 pieces of

sleepers were installed in 2008.

TOTAL ENERGY CONSUMPTION 2008: 13'623,047 GJ
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3.10.5 Responsible Waste Management
Sixteen hazardous waste warehouses were built bet-
ween 2000 and 2008 in order to meet compliance with

local and international environmental regulations.

Other actions taken in 2008 include:

- The construction of a capturing system for excess
rainwater and a system for separating oily waters and
drainage at the locomotive shop in Guadalajara.

- The execution of works projects to separate drain-
age, to avoid the contamination of the water tables
and prevent water, during the rainy season, from
becoming contaminated with the chemicals that

enter the pipes or drainage.

The following was generated in 2008:

- 1,076 tons of oil lubricant, which were recycled as
an alternative fuel to be burned at authorized
cement plants.

- 2.8 tons of lead batteries from locomotives, which
were sent to authorized recycling companies to be
made into new batteries.

- 477 tons of materials impregnated with oil, which were
sent to be incinerated by authorized companies.

- 194 tons of oily muds, which were sent to be inciner-

ated by authorized companies.

3.10.6 Low Atmospheric Emissions
The release of contaminants into the atmosphere by
locomotives is not regulated in Mexico, however we are

working so that by 2010 we will have an exact inventory

of emissions, in order to continue with our efforts to

minimize these emissions.

Although there are no statistics on locomotive emis-
sions in this country, the AAR (American Association of
Railroads) states that:
- The railroad industry contributes only 4% of the gas-
es released into the atmosphere.
- 500 trucks would be needed to move the freight that
just one unit grain train moves.
- Transportation by railroad transportation is, on aver-
age, 3 times more efficient in fuel consumption than

transportation by truck.

1 train = 500 trucks

“Tequila Express” tourist train, Jalisco, Mexico.

3.11 Organization and Systems

3.11.1 Compliance and Regulations

A set of regulations was created in 2008 for the use of
the facilities on public tracks at stations, which custom-
ers are obliged to abide during loading and unloading
at FERROMEX facilities to prevent contamination and

impacts from contamination.

In 2008, the car shop at Guadalajara and the new fuel-
ing station at Torreon, Coahuila began a pre-environ-
mental audit process in order to obtain Clean Industry
Certification in 2009. In addition to these two Clean
Industry Certifications to come in the near future, the
company obtained this Certification in 2007 for the

Locomotive Shop in Guadalajara, Jalisco.
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3.11.2 Investments
At FERROMEX and FERROSUR, we maintain strict compliance with local and inter-

national environmental regulations, taking our actions beyond that required by law.

US $1,556,004* was invested in 2008 in environmental protection, of which,

US $1,108,341* correspond to investments in environmental infrastructure.

70% of this expense corresponds to the construction of:
- A capturing system for excess rainwater
- A system to separate oily water and drainage at the locomotive wash station in
Guadalajara, Jalisco.
The remaining 30% corresponds to various projects, such as:
- Adaptation of the oil pipe system at the locomotive shop in Irapuato
- Adaptation of the oil drainage pit system at the locomotive inspection shop in Cd.
Judrez, Chihuahua and Guadalajara
- Replacement of trays to catch hydrocarbons, to prevent contamination of the soil,

at the locomotive inspection shop in Sufragio, Sinaloa.

3.12 Wildlife

3.12.1 Wildlife and Impacts

Most of the basic railroad infrastructure in the country was built during the time of
Porfirio Diaz (late 19th century), which is when the principal impacts on the environ-
ment and local wildlife occurred. When there are projects that could have significant
environmental impacts, FERROMEX and FERROSUR submit these projects to the En-

vironmental Impact Evaluation procedure, according to the Laws and their Regulations.

3.12.2 Reforestation

Various measures were taken in 2008 to compensate and mitigate railroad works
projects, representing an investment of US $67,534*. These measures include
the planting of 528 trees at two railroad stations in Colima and along one railroad

siding in Hermosillo.

3.12.3 Remediation

Due to the nature of our activities, we are at risk of occasional spills that may im-
pact communities, their properties, or the environment. In this respect, since 2003
we have implemented our Chemical Emergency Response and Remediation Plan
(PAREQ), with which we maintain close contact with the Civil Protection authorities

and the PROFEPA to respond to any such emergency.

The statistics of the AAR and the PROFEPA show that the railroad is the safest form
of transportation. The Environmental Emergency Department of the PROFEPA states,
for the period 1993-2000, that the whole of the railroad sector was responsible for

only 3% of all environmental emergencies reported.

In 2008, there were 4 accidents that had an impact on the environment:

- Ground spill of 6,000 It. of fuel oil at Km A-674 in Zacatecas, with a local environ-
mental impact.

- Spill of 78,000 It. of diesel at the fueling station in Mazatlan, Sinaloa; having an
impact on the soil, ground waters, and the sea.

- Ground spill of 5,000 It. of diesel at Km B-129 in Hidalgo; with a local impact on
the soil and ground water.

- Ground spill of 14,000 It. of diesel at Km A-1440 in Chihuahua; with a local impact.

Soil remediation was carried out at the 4 sites where these accidents occurred. The
process has been completed at 3 of these and the site at Mazatlan, Sinaloa is still

being processed.

*All investments were made in Mexican pesos, but have been presented in dollars, converted at the average monthly
exchange rate issued by the Bank of Mexico for 2008.



GRI Indicators

CAT | GRIID

DESCRIPTION

ORGANIZATION PROFILE

MINING DIV.
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TRANS. DIV.

11 Statement from the President 4

1.2 Description of the principal impacts, risks, and opportunities 30

21 Name of the organization 10 104

2.2 Principal products and services / Trademarks 12,26 104-106, 108

2.3 Structure of the organization and description of departments, companies, affiliates, and interests 11,24 105

2.4 Location of the main offices 24 104

2.5 Countries where the organization operates 10, 24 104-106
- 2.6 Nature of the property and legal status 10

27 Markets served 35 104-106

2.8 Size of the organization 11,12,33,35 110-113, 116-117

29 Significant changes in the organization 30, 34

2.10 Awards and distinctions received 32

3.1 Reporting period 154 154

3.2 Date of the most recent previous report 154 154

3.3 Reporting cycle 154 154

34 Contact information for questions regarding the report 154 154

35 Definition and content of the report 154 154

3.6 Coverage of the report 154 154

3.7 Boundaries 154 154

3.8 Criteria for including information on changes that may affect the comparability of the information reported 154 154

3.9 Techniques for measuring data and criteria for calculations 154 154

3.10 Description of the effect restatement may have 154 154

3.11 Significant changes 154 154

3.12 Table for locating content 150-153 150-153

41 Governance 15 15
- 4.3 Number of independent members on the supreme governing body 14 14

44 Mechanisms for communicating with the supreme governing body 14 14

4.6 Procedures for preventing conflicts of interest within the supreme governing body 14,27 14,27

4.8 Identification and implementation of internal statements,

codes of conduct, and performance principles 27,49, 50
413 Principal associations the organization is a member of (such as sector associations)
and/or local or international entities the organization supports 39

414 Identification of interest groups 62,63 112

415 Selection of interest groups 62, 63 112

416 Participation with interest groups 36,62, 63 112

417 Results from the analysis of interest groups 62, 63

DESCRIPTION

ECONOMIC INDICATORS

Direct economic value generated and distributed, including revenues,

MINING DIV.

TRANS. DIV.

are significant and of interest
ENVIRONMENTAL INDICATORS

Direct energy consumption detailed by primary sources

operating costs, salaries, donations, etc. 36-39 113
EC5 Range between the initial standard salary and the local minimum wage in the locations

where the organization conducts its principal operations 45
EC6 Policies, practices, and proportion of expense corresponding to local suppliers in the locations

where the organization conducts its principal operations 37
EC8 Development and impact of investments in infrastructures and the services provided,

principally for the public benefit through commercial commitments, pro bono, or in kind 63, 64 112-113
EC9 Understanding and description of the significant indirect economic

impacts, including the scope of these impacts 65-73 112-113
EC10 Donations to the community, charities, or other groups, in cash and in kind, detailed by types of groups 65-73
EC12 | Total disbursement in developing external business infrastructure 64
MM1 Identification of operations whose contribution to the local economy and impact on development

EN4 Indirect energy consumption detailed by primary sources 82,83 144
EN5 Energy savings due to conservation and improvements to efficiency 83,84 144
EN8 Total water captured by sources 81 142
EN10 | Percentage and total volume of water recycled and used 81
EN12 Description of the most significant impacts on the wildlife in protected areas 91 148
EN13 Protected or restored habitats 91 149
EN15 Number of species, detailed according to their risk of extinction 90
EN16 | Total direct and indirect greenhouse effect gas emissions 89 146
EN17 | Otherindirect greenhouse effect gas emissions, by weight 89
EN18 | [Initiatives to reduce greenhouse effect gas emissions and reductions achieved 88
EN20 NOx, SOx, and other significant emissions into the air by type and weight 88
EN22 | Total weight of waste managed, according to type and method of treatment 86 146
EN24 Weight of the waste transported, imported, exported, or treated considered hazardous according to

the classifications of the Basel Accord, annexes |, Il, I, and VIII, and percentage

of waste transported internationally 85, 86 146
EN26 Initiatives to mitigate the environmental impacts of the organization’s products and services,

and the degree of reduction of these impacts 91 149
EN29 Significant environmental impacts from the transportation of products and other goods and materials used 87 149
EN30 | Total disbursements and investments in the environment, detailed by type 80 148
MM6 Description of the focus adopted for managing surges, rocks, tailings/waste, and muds 84, 85



CAT

GRIID

DESCRIPTION

SOCIAL INDICATORS

SUSTAINABLE DEVELOPMENT 2008

MINING DIV.

TRANS. DIV.

LA2 Total number of employees and average turnover, detailed by age groups, sex, and region 42,43 116-118
LA3 Social benefits for employees working full shifts that are not offered to temporary

employees or those working partial shifts, detailed by principal activity 44 116-118
LA4 Percentage of employees covered by a collective agreement 42 116-118
LA6 Percentage of employees represented on joint management-employee health and safety committees,

established to control and advise on health and safety programs in the workplace 54 130
LA8 Education, training, advisement, prevention, and risk control programs provided to employees,

their families, or members of the community regarding serious illnesses 54 130
LA10 Average training hours per year per employee, detailed by employee category 43 122-123
LA11 Skill management and continual training programs to develop the employability of employees

and that support them in managing the end of their professional careers 43 122-123
LA15 Description of formal agreements with unions or other labor representatives on health and safety

in the workplace, and proportion of the workforce covered by these 50, 54
LA17 | Specific policies focused on practical know-how or continual training 43
HR1 Detailed list of policies, guidelines, corporate structure, and procedures regarding Human Rights

as these relate to operations, and also the systems for follow-up and results 49
HR4 Total number of incidents of discrimination and measures adopted 49
HR5 Company activities where the right to freedom of association and to join collective agreements

may be at risk, and measures adopted to protect these rights 50 125-126
HR6 Identified activities that carry the potential risk for incidents of child exploitation and measures

adopted to contribute to their elimination 50 125-126
HR7 Operations identified as posing a significant risk of being the origin for incidents of forced

orinvoluntary labor and the measures adopted to contribute to their elimination 49 125-126
HR9 Total number of incidents involving violations of the rights of indigenous peoples and measures adopted 49
HR11 | Training for security personnel in Human Rights 43
HR12 | Description of policies, guidelines, and procedures designed to address the needs

of indigenous peoples 49
HR13 | Description of grievance mechanisms for the community, handled by the

organization and the authorities, jointly 49
HR14 | Percentage of revenues from operations that are redistributed to local communities 38
S01 Nature, scope, and effectiveness of programs and practices to evaluate and manage the impact of

operations on the community, including the company coming in, operating, and leaving 60, 62 134-135
S04 Measures taken in response to incidents of corruption 27
S05 Position on public policies and participation in their development and lobbying activities 27
SO7 Total number of actions due to causes related to monopolistic practices and

against open competition, and results 27

GRIID DESCRIPTION MINING DIV.
MM7 Description of significant incidents that affected the community during the period reported

and resources allocated to offering a solution 49
MM9 Description of policies and actions on relocation 49
MM10 | Number or percentage of operations with closure plans, including social,

environmental, and economic aspects 86
MM11 | Description of the processes used to identify the land rights and

sovereignty rights of local communities, including indigenous people,

and the means used to resolve conflicts 49
MM12 | Description of the criteria used to identify, prevent, and respond to emergency

situations that affect employees, local communities, or the environment 50-51
PR3 Types of information on products and services are required under the procedures in effect and regulations,

and percentage of products and services subject to such information requirements 28

Principal Indicator from the Guide for the preparation of sustainability reports G-3

Additional Indicator from the Guide for the preparation of sustainability reports G-3

Key Indicator from the GRI Supplement for the Mining and Metals Sector V.1

Additional Indicator from the GRI Supplement for the Mining and Metals Sector V.1

Indicators reported for the first time in this report

TRANS. DIV.
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About this Report

The issuance of the Grupo México Sustainable Development Report 2008 is the
continuity of the commitment assumed with the interest groups to present the status
of the following aspects: economic, social, and environmental, and the sustainability
of our organization in a proactive and balanced environment, for the period from
January 1 to December 31, 2008.

This report was prepared based on the guidelines, guides, and indicators set by the
Global Reporting Initiative (GRI), version G3. Specifically, consideration was given
to the supplement for the mining sector (GRI-2002), and the AA1000 provided by
the organization AccountAbility was followed, for the analysis and definition of the
main topics addressed in this report. Lastly, the Principles of the United Nations
Global Compact, the Universal Declaration on Human Rights, and the recommen-
dations of the International Labor Organization and the Initiative for Transparency

in Extraction Industries were used as reference for the Mining Division.

This report presents a synthesis of the analysis conducted, based on sustain-
ability indicators, of our activities during 2008. The performance indicators were
selected and prioritized based on an analysis of importance, presenting those
that were considered to be of relevance to the business and interaction with

interest groups.

Grupo México, on performing the self-evaluation for this report based on the Guide
for the determining of GRI levels, obtained a level B result according to the GRI
Application Level Table, on considering the indicators specified in the GRI index at

the end of the report.

GRI REPORT

GRUPOMEXICO






