CORPORATE GOVERNANCE ASSESSMENT - MEXI CO

I . Di scl osure and Transparency
Informati on to be di sclosed to sharehol ders

a) Fi nanci al Statenents

Preparation. Mexican corporations’ financial statenents
are prepared in accordance with accounting principles
general ly accepted in Mexico, Mexican GAAP, which vary in
certain respects fromaccounting principles in other
jurisdictions. Rather than being prepared on an historical
cost basis, Mexican GAAP financial statements include the
effects of inflation, as required by Accounting Principles
Bul l etin B-10, Recognition of the Effects of Inflation on
Fi nancial Information, prepared by the referenced Mexican
Institute of Public Accountants. The application of Bulletin
B-10 represents a conprehensi ve neasure of the effects of
price |l evel changes in the Mexican econony and is considered
a nore meani ngful presentation than historical cost-based
financial reporting for accounting purposes.

Presentation to sharehol ders. The General Law of
Corporations (Ley General de Soci edades Mercantiles)(“LGSM),
enacted in 1934, sets forth in its article 172 that
corporations, under the responsibility of their directors,
have to present to the sharehol ders, on an annual basis, a
report including at least (i) a report of the directors about
the corporation’s operations for the prior fiscal year, (ii)
a report on policies, accounting criteria and infornmation
applied in preparing the financial statements, (iii)
financial statenents for the prior fiscal year, including
statenment of results, changes in financial condition and
notes. This report, which is not a detailed report but
includes a conplete set of the financial statenents, has to
be made avail abl e to sharehol ders at |east 15 days prior to
the date set forth for the annual sharehol ders neeting, that
has to approve the financial statenments. The annual
sharehol ders’ neeting needs to take place within the first
four nmont hs of each cal endar year, as mandated by article 181
of the LGSM

Revi sion by auditors. Financial statenments need to be
reviewed by an auditor (comsario) that is appointed by the
shar ehol ders neeting, in accordance with article 164 of the
LGSM The auditors need to present a report to the annua
shar ehol ders neeting regardi ng the accuracy and sufficiency




of the financial information presented by the Board of
Directors, and render their opinion in regard thereto.

b) Econom ¢, accounting and legal information to be
filed with the CNBV

Public corporations are obligated to conply with
provi sions contained in circulars issued by the National
Banki ng and Securities Commi ssion (Conision Nacional de
Seguros y Valores)(“CNBV’), the entity that is in charge of
overseeing the securities market and, in general, the
financial sector. GCircular 11-11 sets forth certain
reporting requirenments that have to be net. These
requi renents include the subm ssion to the CNBV of econom c,
accounting and legal information that has to be filed
periodically with the CNBV. Econom ¢ and accounting
informati on needs to be filed on an annual and quarterly
basi s.

The information to be filed on an annual basis the day
after the date on which the annual shareholders’ neeting is
held, if the corporation is domciled in Mexico City or
within the three days followng if the corporation is
domciled in a different entity, includes:

(i) Report on the resolutions taken by the sharehol ders,
i ncluding resolutions taken in respect of application
of profits and, if applicable, distribution of
di vi dends and manner of paynent to sharehol ders;

(ii) Copy of the report of the directors presented to
t he sharehol ders’ neeti ng;

(ii1) Copy of the report of the auditors presented to
t he sharehol ders’ neeti ng;

(iv) Copy of the financial statenments, audited by an
i ndependent auditor registered wwth the General Bureau
of Tax Auditing (Direcci én CGeneral de Auditoria Fiscal
Federal ) ;

(v) Report on investnents in other securities;

(vi) Statenment detailing fixed assets;

(vii) Report on debt service for the year;

(viii) Consolidated and unconsolidated financial
st at enent s;

(i x) Financial statenments of entities in which the
respective corporation owns nore than 25% of the
capi tal stock

(x) List of nmenbers of the Board of Directors and
principal officers of the corporation;

(xi) Certification of the secretary of the Board of
Directors as to the books of the corporation.



Quarterly financial information includes quarterly
financial statenents that have to include all information
contained in tenplates that formpart of the referenced
circular 11-11, which include fairly detailed financi al
information, capitalization and notes on financi al
st at ement s.

Legal information to be filed includes:

(i) Copies of calls for sharehol ders’ neetings, to be
filed the day after publication thereof is nade;

(ii) Certified copies of sharehol ders’ neetings mnutes;

(iii) Copies of notarial deeds containing m nutes that
required notarization, bylaws and any anmendnents
t her et o;

(iv) Copies of specinen share certificates, in the event
of capital increases;

(v) Reports on | oan agreenents, to the extent they are
secured, limt distribution of dividends or require
specific financial ratios, including their principal
terns and conditions; and

(vi) Copies of any notices given to sharehol ders.

In addition, corporations are obligated to file
information that may be of inportance for the market.

O ficers that provide the CNBV on behalf of the
issuers with reports and all information that has to be
made avail able to such entity, are registered by the CNBV.
These officers shall be responsible if any information is
not disclosed on tinme. Sanctions are applied in ternms of
the LMW to these officers.

c) Disclosure related to Directors

Circular 11-29 issued by the CNBV requires that issuers
of securities disclose in their prospectuses the follow ng
information with respect to their officers and directors:

(i) Nane and nunber of the nmenbers of the board of
directors; dates in which they were appointed; powers and
authority of the board of directors; and period in which the
directors wll hold such position.

(i1) Nanme of the principal officers, as well as the
years in which they have worked with the issuer or its
affiliates.

(iii1) Resumes of officers and directors, including (a)
wor k experience, (b) age, (c) studies, (d) time that they



have hold the position currently held, (e) previous
enpl oyers, indicating if there is any relationship between
such enpl oyers and the issuer.

(iv) Famly relationships anong nenbers of the board of
directors.

(v) Total anount of the conpensations paid to officers

and directors during the previous year. |ssuers nust also
di scl ose the nunber of officers and directors who received
such conmpensation. |f such conpensation included bonuses,

pensi on plans or stock acquisition plans, such benefits nust
be descri bed.

(vi) Number of shares or options owned by officers and
directors. In the case of options, it nust be disclosed the
cl ass, amount, strike price and expiration date.

(e) Related Party Transactions

In accordance with Grcular 11-29 issued by the CNBV,
only when preparing prospectuses for the placenent of
securities, is it necessary to disclose related party
transactions, providing information as to whether they are
arms-length or not. No further requirenents exist in respect
of these transactions.

1. Mnority Sharehol ders Rights

The LGSM sets forth the basic provisions for the
i ncorporation of corporations, shareholders’ rights,
managenent and oversi ght of managenent and fi nanci al
performance. It also sets forth the basic rules for the
di scl osure to sharehol ders of financial information and
est abl i shes certain mnority sharehol ders’ protection rights.

a) I ncorporation and regi stration of basic corporate
docunent s

I ncorporation of a corporation requires the notarization
of the incorporation deed and the registration at the Public
Regi stry of Commerce, of the incorporation deed and,
subsequently, the registration of general powers of attorney
that are granted to individuals that may exercise certain
capacities on behalf of the corporation and of amendnents to
the corporation’s bylaws (see arts. 5-7 of the LGSM. Thus,
a registration form publicly available at the Public
Regi stry of Commerce of the corporation’s domcile, records
certain provisions of the bylaws of the corporation, as well
as a list of attorneys-in-fact that may bind the corporation



in a variety of issues. Wile this could be the first source
of publicly available information related to a private or
public corporation, this registration formis not exhaustive
and, pending automatization and interconnection of all Public
Regi stries in the country, is not a source of updated and
reliable informati on unl ess one has accurate and sufficient
data to be able to access the correct files.

b) Shar ehol ders’ voting rights

Pursuant to article 112 of the LGSM shares of a
corporation grant their holders the sane rights, except to
t he extent that authorization has been granted by the CNBV to
i ssue stock with no voting rights or Iimted voting rights.
Such authorization is granted on a discretionary basis by
t he Comm ssion and may be requested by issuers in accordance
with Article 14 bis of the Securities Market Law (Ley del
Mercado de Valores”) (“LMV’). Non voting or limted voting
right stock may only represent up to 25% of the capital stock
of the public corporation, unless any such stock is
convertible into full voting stock within the ten years
following its issuance; the CNBV is, in these events,
entitled to authorize a percentage in excess of the 25%
Except for the non-voting or limted voting stock, every
share has the right to one vote at any sharehol ders’ neeting
at which resolutions are required to be passed.

Section Sixth of the LGSM establishes the provisions
related to the sharehol ders’ neetings and those issues
regardi ng the corporation that have to be resolved by the
vote of the sharehol ders. Sharehol ders’ neetings may be of
an ordinary or extraordinary nature. Quorumrequirenents and
necessary votes are different, the LGSM setting forth a
m ni mum of issues that have to be passed at extraordi nary
nmeetings that, in general terns, require a quorum of 75% of
the stock and resol utions taken at such neetings, a m ni num
of 50% pl us one share of the total voting stock, to be
passed. Bylaws may provide higher percentages. The m ni mum
of issues that have to be resolved by these neetings are the
fol | ow ng:

B Extension of the term of existence of the
cor poration
B Anticipated dissolution of the corporation
B Capital increase or reduction
B Change in the corporate purpose
B Change in the nationality of the corporation
B Transformation of the corporation into a
di fferent type
B Mer ger



B | ssuance of debentures

B | ssuance of preferred stock
B Anortization of stock

B Anendnents to the byl aws

The byl aws of the corporation nay, however, include
further issues in which a magjority voting is required. The
m ni mum st atutory provisions, however, are the ones |i sted.

Ordi nary sharehol ders’ neetings may resol ve upon the
appoi ntment of nmenbers of the Board of Directors, appointnent
of auditors, approval of financial statenments, distribution
of dividends, granting of powers of attorney and ot her
i ssues. The repurchase by a corporation of its stock,
requires the authorization of the Board of Directors,
provi ded, however, that the ordinary sharehol ders’ neeting
has aut horized the anobunt of capital stock that may be used
for such repurchase, in accordance with Article 14 bis of the
Securities Market Law (Ley del Mercado de Val ores) (“LW").

For the appointnment of directors, a m ninumof 10% of
t he capital stock of the corporation is required to appoint
one director. Any sharehol der or group of sharehol ders
hol di ng such m ni rum may appoi nt, by statute, one director
and his/her alternate. Percentages nay be lowered in the
byl aws, but may not be higher than the 10% provi ded by the
statute.

Byl aws may provide for further resolutions that require
t he sharehol ders vote.

c) Proxy vote

The exercise of shareholders rights nmay be done through
proxy. Typically, a proxy seldomincorporates the specific
| anguage relating to the matter to be transacted wupon. A
proxy gives the proxy-holder the discretionary right to vote
in respect of the itenms covered in the correspondi ng agenda,
unl ess a specific limtation is contained in the proxy
itself. Specific instructions given to the proxy-hol der are
unusual .

d) Regi strati on of shares

Pursuant to article 78 of the LW, registration of
public corporation’s shares is achieved through the deposit
of the stock of the corporation with the central depository,
nanmed S.D. Indeval, Institucién para el Depésito de Val ores,
S.A de C V. or Indeval, per its acronym Indeval issues to
the respective depositor a certificate of deposit that, with



t he corresponding registration made by the respective broker
in its books, constitutes evidence of ownership of the
correspondi ng shares.

e) Cl asses of shares

Concern wth the issue of control has caused a limted
fl oat of voting stock anong the public. Few conpanies are
wi dely held and mnorities are afforded few rights.

Regul atory constraints as to foreign ownership, while in the
process of being elimnated —i.e. the financial sector, for
exanpl e- caused the creation of non-voting stock (Series “N')
or limted voting stock (Series “L”, as in the case of
Telmex), which is limted by the LMW to 25% of the

out standi ng capital stock, or the so called CPO structure —
for exanple, see prospectus describing the so-called NAFIN
Master Trust-. |In sone l[imted instances (Tel evisa, Corbi,
Genmex) voting power has been “neutered” through “acciones

vi ncul adas” or conbined units, where voting and non-voting
stock are intermngled within the context of a trust. The
Trustee is enpowered and instructed to vote with the
majority, in respect of the voting share conmponent of the
unit. Preferred stock has not generally been accepted. In
general, voting powers are not of any particul ar rel evance,
especially where public conpanies are concerned. Liquidity
has been nuch nore rel evant than any voting concerns. To
illustrate the point, given situations where Mexican
conpani es have different classes of |isted securities on the
Mexi can Stock Exchange, those which allow hol di ngs w t hout
[imtation as to nationality, even though they may have
[imted or non-voting status, command a prem um over full-
voting securities. Sinply the market is deeper as far as

i nvestor participation is concerned; voting powers are not
consi dered rel evant by nmarket participants.

The CNBV has in the past allowed the registration and
pl acenment of securities, in different classes, where voting
islimted or neutered, via CPO s or conbined units. The
general trend has now been to encourage issuers to |ist one
cl ass of securities, and in smaller conpanies, to insist that
t he by-laws be anmended to reflect one sole class of
securities. Neutered investnment through CPO s or |inked
units (i.e., Gupo | MSA) have been [imted in tine to ten
years, absent regulatory (not by neans of by-Iaws)
constraints on foreign investnent.

f) Transfer of Shares

Sharehol ders are allowed to freely transfer their
shares. There are, however, certain areas that do have



restrictions in respect of foreign investnent (airlines,
petrochem cal s, public transportation, to nane a few) and
t hus, any such shares need to be transferred to qualified
i nvestors.

Wiile insiders are allowed to transfer their shares,
they are subject to certain reporting requirenents.
Shar ehol ders al ready owni ng nore than 10% of the stock of a
corporation, need to informthe CNBV of any additional
acqui sition or sale of stock representing 10% or nore of the
total capital stock. |In addition, insiders are not allowed
to sell or purchase shares or other securities of a
corporation within the three nonths follow ng a purchase or
sal e of such corporation’s securities. (See section on
I nsider Tradi ng bel ow).

9) Enf or cenent of shareholders’ rights

Pursuant to the LMV, the CNBV has the power to
i nvestigate violations to the Securities Market Law and
delist securities if the issuers have not conplied with
di scl osure and registration requirenments provided in the LW.
Specific provisions al so address viol ations to insider
trading rules. There are, however, no provisions in the
securities regulations that provide for the enforcenent of
sharehol ders rights of |isted conpanies. The Mexican G vil
Code sets forth the general provisions related to damages
caused to third parties, deceit and bad faith. Pursuant
thereto, a party would be able to seek, through civil
procedures, indemification or the nullification of a
transaction and restoration to prior positions.

However, it should be noted that sharehol ders rights and
nore specifically, the rights of mnorities are very |inted.
There are no renedies in equity and Mexi can courts have taken
the position of enforcing formover substance. Litigation in
Mexico is of limted value, and usually requires substanti al
expense. Cases are not reported, and the few decisions that
are, reach the federal circuit courts and occasionally, the
Suprene Court, where the particular facts are not reported,
but sinply a paragraph containing the principle upheld is
publ i shed. Typically, if a dispute arises anong
sharehol ders, matters may end up in crimnal courts, where
the possibility of seeking a warrant for arrest as a nmeans of
personal pressure, is usually sought. |In summary, the courts
sel dom address enforcenent of shareholders rights —and only
then in famly feuds- and we are aware of only a handful of
precedents, where sharehol ders di sputes have reached the
courts, in regard to publicly listed conpanies
(realistically, there is not yet such a thing as a Mexican



publicly “held” conpany, as such termis used in other
jurisdictions (they continue to be closely held); perhaps in
some ways, the exception may be Tel nmex).

In recent cases involving governnent intervention of
troubled financial institutions, equity capital has been
appl i ed agai nst | osses; all then existing sharehol ders are
thus elimnated; and, thereafter, the government
recapitalizes the institution and then sells the new stock.

Mar ket participants in respect of Mexican issuers sinply
do not consider voting or mnority rights as being rel evant.

h) O her Mnority Sharehol ders’ Rights

The LGSM establi shes other m ni mum mandatory mnority
rights; however, the bylaws may establish mnority rights in
addition to those afforded by the LGSM Such minority rights
are usually established through special quorum and voting
rights at Board and Sharehol ders’ neetings |level. Rights
granted by the LGSMto mnority sharehol ders are the
f ol | ow ng:

(i) Article 144 of the LGSM provides that if the board
of directors of a corporation is conprised of three or nore
menbers, sharehol ders representing 25% or nore of the
out standi ng capital stock have the right to appoint one board
menber. This percentage is reduced to 10%if it is a public
corporation. A simlar provision applies to the appoi ntnent
of statutory auditors, which are nmandatory under Mexican | aw.

(i1) Pursuant to Article 161 of the LGSM an action
based on civil liabilities against directors of a corporation
may only be initiated, generally, if a sharehol ders' neeting
so approves. As an exception, sharehol ders representi ng 33%
or nore of the outstanding capital stock of a corporation nmay
bring such an action against a director, provided that (i)
such sharehol ders shall not have voted in favor of a decision
adopted by the sharehol ders resolving not to bring such an
action against the relevant director, and (ii) the claim
covers all the damages all eged to have been caused to the
corporation and not nerely the portion affecting the
plaintiffs. Any recovery of danages with respect to such an
action will be for the benefit of the corporation and not for
t he sharehol ders bringing the action.

(iii) As provided by Article 184 of the LGSM
shar ehol ders representing 33% or nore of the outstandi ng
capital stock of a corporation may request, in witing, at
any tinme, that the board of directors or the sole director,
as the case may be, or the statutory auditors, convene a
sharehol ders' neeting to discuss and resolve any of the



i ssues set forth in their petition. 1In the event that the
nmeeting i s not convened, such shareholders may file a

conpl aint before a conpetent judge. |In terns of Article 185,
a holder of a single share may request that a sharehol der's
neeti ng be convened if (i) no sharehol ders' neeting has been
held in two (2) consecutive fiscal years, or (ii)

shar ehol ders' neetings held during such period have not

di scussed the financial statenents for the rel evant
corporation, the appointnment of directors or statutory
auditors and their correspondi ng conpensati on.

(iv) According to Article 195 of the LGSM if the
capital stock of a corporation is represented by several
cl asses of shares, any proposal that may adversely affect the
rights of holders of a given class of shares nust be approved
by sharehol ders of such class at a special neeting.

(v) Under Article 199 of the Law, a decision to be taken
at a sharehol ders' neeting nay be postponed for three (3)
days if 33%or nore of the sharehol ders present at such a
neeting so request, provided that such request may only be
made if the sharehol ders consider that they have not been
fully informed.

(vi) In ternms of Articles 201 and 202 of the LGSM
hol ders of 33% of the outstanding capital stock of a
corporation may chall enge any sharehol ders' action by filing
a conplaint with a conpetent court, within fifteen (15) days
counted fromthe date of the sharehol ders' neeting at which
such action was taken, which conplaint nust specify the
article of the by-laws or the statutory provision which was
vi ol ated, provided that such a conplaint nmay only be filed to
the extent that the sharehol ders chall engi ng such action
either (i) did not attend the sharehol ders' neeting at which
t he chal | enged action was passed, or (ii) if they did attend,
t hey voted agai nst the challenged action. A conpetent court
may suspend the execution of such action if the sharehol der
seeking relief posts a bond in an anmount determ ned by such
court.

(vii) Pursuant to Article 206 of the Law, if the
shar ehol ders' neeti ng approves a change of a corporation's
corporate purpose or nationality or a reorgani zation to from
one type of corporate formto another, any sharehol der who
has voted agai nst such change or restructuring has the right
to withdraw as a sharehol der of the rel evant corporation and
recei ve an anmount cal cul ated as specified in the LGSM
provi ded such sharehol der exercises his/her right to w thdraw
within fifteen (15) days follow ng the adjournnent of the
rel evant neeting.

(viii) Under Article 220 of the LGSM any hol der of
stock representing the variable portion of a corporation's
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capital stock has the right to withdraw fully or partially
his capital contribution. |If notice of withdrawal is
received prior to the last quarter of the relevant fiscal
year, the w thdrawal becones effective at the end of the
fiscal year in which notice was given. Oherw se, the

wi t hdrawal becones effective at the end of the follow ng
fiscal year.

I11. Oversight of Managenent

a) Acts of Managenent

In accordance with the LGSM sharehol ders appoi nt the
directors of a corporation. The bylaws of each corporation
generally include a section that sets forth the duties and
capacities of the directors. In some instances, such duties
and capacities are detailed, and directors may not exceed
their functions. Day to day managenent i s appointed
generally by the directors, although such appointment is not
mandatory. The different statutes provide for obligations
and liabilities of the directors, as foll ows:

(i) LGSM

The Board of Directors as a body is entrusted with the
"adm ni stration" of a corporation. Adnministration does not
mean the day-to-day managenent, but rather the supervision of
t he managenent, which is conducted by enpl oyees of the
corporation. Fromthe point of view of hierarchy, the
shar ehol ders acting through a sharehol ders' neeting are the
supremnme governing body of a corporation.

I ndi vidual directors as such, do not have authority to
represent the corporation. The Board of Directors as a body
usual ly has broad powers, which it may del egate to
i ndi vi dual s.

The position of a director nmust be perforned personally
or by alternate directors previously appointed by resol ution
of a sharehol ders' neeting. A director cannot appoint a
proxy hol der or attorney-in-fact to represent himin
di rectors’ neetings.

Directors are usually elected, reelected or replaced at
t he annual shareholders neeting. In any case, they remain in
office until the directors who replace them are appointed and
t ake of fice.

If, wwth regard to a particular matter, a director has a

conflict of interest with that of the corporation, he nust so
advise the other directors and refrain from di scussi ng and
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voting on the matter. A director who fails to conply with
this limtation shall be liable to the corporation for any
damages and | osses caused to it.

Directors are jointly and severally liable to the
corporation for:

1.- The existence of sharehol ders capital
contri butions.

2.- Compliance with | egal and by-law requirenments with
respect to the paynent of dividends.

3.- The existence and nmai nt enance of systens of
accounting, control, registration, filing and
information required by | aw.

4.- Exact conpliance with resol utions adopted by
shar ehol ders' neeti ngs.

A director who, being blanel ess, has expressed his/her
opposition when the respective matter is voted on will not be
l'i abl e.

Directors are jointly and severally liable to the
corporation with those Directors whomthey replace for the
irregularities commtted by them if the new Director is
aware of such irregularities and does not denounce themto
t he auditors.

It should be noted that Directors' liabilities referred
toin the LGSMare basically to the corporation and not to
anyone el se.

Such liability may only be demanded by resol ution of a
shar ehol ders' neeting, which will designate a person to
exercise the respective action in the courts. The Directors
who are accused by resolution of a sharehol ders' neeting
shal | imedi ately cease to performtheir duties.

Shar ehol ders hol ding 33% or nore of the corporate
capital may directly exercise actions demandi ng Directors
liability if certain requirenents are nmet. There have been
few cases in the courts where directors' liability has been
enf or ced.

(i) Tax Laws

As a general rule, a director will have no liability to
the taxing authorities, unless he/she personally participates
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in the respective violation of the laws. As an exception,
directors could be liable with the corporation to the tax
authorities for sone very basic om ssions by the corporation
in conpliance with tax |aws, including:

1.- Failure of the corporation to register as a
t axpayer.
2.- Failure to advise the tax authorities of a change

of domicile of the corporation in certain cases.

3.- Failure to keep accounting records or hiding or
destruction of accounting records.

Adequat e assi stance by accounting firnms should help to
avoi d the occurrence of matters that would give rise to tax
liability.

(b) Board structure and conposition

General ly, Mexican | aw does not require specific nunber of
nmenbers of the board of directors of a corporation. As an
exception, regulated financial entities 1 |ike banks and
broker deal ers are subject to specific regulation. Follow ng
pl ease find a sunmary of the requirenents for the board of

di rectors of banks, broker deal ers and financial hol ding
conpani es.

1. Banks and Fi nanci al Hol di ng Conpani es

(i) The board of directors of Mexican banks and
fi nanci al hol di ng conpani es nay not have nore than 15
menbers.

(i1) No nore than one third of the nenbers of the board
of directors may be enpl oyees of the bank and fi nanci al
hol di ng conpanies. Only the general director and the
officers of the two top |evels of nanagenment nay be
directors. Spouses of directors, relatives of two or
nore directors, persons who have pending litigation with
t he bank, bankrupt persons, persons sentenced for
crimnal offenses and supervisors and regul ators nay not
be directors.

1 The regul ated financial entities are: financial holding companies,
banks, brokers dealers, securities specialists, stock exchanges, nanagers
of investnment funds, general deposit warehouses, credit unions, financia
| easi ng compani es, savings and | oans entities, non-ban banks, securities
clearing and deposit institutions, rating agencies, credit bureaus,
public trust engaged in financial activities, insurance and reinsurance
conmpani es, bondi ng compani es and managers for retirenment funds.
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(iii) Shar ehol ders representing 10% or nore of the
corporate capital may appoint a director.

(iv) The majority of the menbers of the board of
directors nmust be Mexicans or residents in MxXico.

(v) The board nenbers must be qualified and have a good
reputation. Their appoi ntnent nust be approved by the
CNBV.

2. Br oker Deal ers

(i) The board of directors of Mexican broker deal ers
may not have nore than 15 nenbers.

(ii1) The board nenbers nust be qualified and have a good
reputation. Their appointnent nust be approved by the
CNBV.

(ii11) Sharehol ders representing 10% or nore of the
corporate capital may appoint a director.

(iv) The majority of the menbers of the board of
directors nust be Mexicans or residents in MexXico.

(c) Sanctions to directors

The CNBV has authority to renove directors of regul ated
financial entities only. As nentioned before, the
appoi ntment of such directors nust be approved by the CNBV.

The CNBV is entitled to inpose fines to nenbers of the
board of directors of issuers of securities who have obtai ned
profits disclosing false or msleading informati on or that
participated in insider trading.

The above referred powers are expressly established in
t he Banking Law, the Securities Market Law and other |aws
regulating financial entities. The CNBV has broad
supervi sory and regul atory powers with respect to financi al
entities and issuers of securities. It is a supervisory arm
of the Mnistry of Finance and Public Credit and the agency
primarily responsible for supervising banks and auxiliary
banks and i npl enmenti ng gover nnment banki ng policy, and al so
the entity in charge of the supervision and regul ation of the
Mexi can securities market. The CNBV is the agency resulting
fromthe merger, effective May 1, 1995 of the Com si dn
Naci onal Bancaria or the National Banking Comm ssion, with
t he Comi si 6n Naci onal de Valores, or the National Securities
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Comm ssion. It is responsible for inspecting banking
institutions and nonitoring their internal policies and
procedures, and advi ses and reports to the Mnistry of

Fi nance and Public Credit on these matters. The CNBV al so

i ssue regul ati ons governi ng banks, approves individuals

el ected by shareholders to serve as directors and statutory
auditors of a bank or such financial services hol ding
conpani es under its supervision and individuals appointed as
senior officers of a bank or such financial services hol ding
conmpani es. Recently, and particularly in respect of the
intervention of the Mexican banks in the past few years, the
presence of the CNBV and the enforcenent of its powers has
been nore inportant than in the past. Supervision is
becom ng nore stringent in order to avoid collapses such as
the one in the financial sector in the future. |In addition,
requi renents for conpanies that intend to list securities in
the market, are becomng stricter and intend to foll ow

i nternational standards.

(d) Effective control

Most conpani es continue to be controlled by imedi ate
famly menbers, which control the board. As a generation
passes it is customary to establish a “control trust”
(fideicom so) where voting rules are established, together
with stringent requirenents for the sale of stock outside of
the trust or to outsiders. |In addition, the capital stock
may be divided into two series: Series “A’, limted to
Mexi can sharehol ders or conpani es —where the famly nenbers
participate-, representing at |east 51% of the equity, and
Series “B’, with no restrictions. Series “A” will appoint
the majority of board nmenbers. Thus, if the controlling trust
or the famly controls the majority of Series “A’, it wll
appoint the majority of the board and nanagenent.

QO her schenes include combi ning non-voting stock with
voting stock. Sonetinmes, key managenent is offered shares,
but so long as such shares are kept in a trust, which
basi cal ly elim nates independent voting.

It is fair to say that publicly listed corporations are
now seeking the enroll nent of nore “independent”,
prof essional ly recogni zed directors, although “independent”
is still rather relative. Board nenbers are now taking a
nore prudent and active role —especially in the wake of the
di sasters in the banking sector. However, nobst boards are
ineffective and many tines, a formality. Corporate decisions
are inplemented within small er executive commttees.
Usual |y, the CEQ COO and CFO are nenbers of the board; thus,
there is an overlap anong managenent and directors.
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Experi ences where sharehol ders have attenpted to hold
directors or managers |liable, have been few and i ndeed, rare.
Usual ly, if a fraud has been conmitted, it is the government
who initiates crimnal actions.

(e) Insider trading

Article 16 et seq. of the LM/, set forth the concept
of inside information and |ist those persons or
corporations that are considered as insiders. Transcribed
hereinbelow is article 16 bis 1 with the list of insiders:

“"Article 16 bis 1.- For purposes of this |law, the
follow ng shall be deened to have access to
privileged informati on of the correspondi ng issuer:

I . The nenbers of the board of directors, directors,
managers, comm ssioners, external auditors and
secretaries of collective corporate bodies of
corporations that have securities registered wth
the National Registry of Securities and

I nt er medi ari es;

. Shar ehol ders of the referenced corporations
that control 10% or nore of the shares representing
their capital stock

[l Menbers of the board of directors,

di rectors, managers and commi ssi oners of
corporations that control 10% or nore of the capita
stock of the corporations referenced in the

f oregoing insert;

I V. | ndependent service providers of such
corporations and their advisors in general, as well
as conm ssioners of any corporation or business that
has participated, advised or collaborated with an
issuer, in any event that may be construed as
privileged informtion;

V. Sharehol ders controlling 5% or nore of the
capital stock of credit institutions that maintain
their securities registered with the National

Regi stry of Securities and |Internediaries,;

VI . Sharehol ders controlling 5% or nore of the capital
stock of financial holding conpanies or of credit

institutions, as well as those controlling 10% or nore
of the capital stock of other financial entities, when
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all of themare part of the sane financial group? and
at | east one of the corporations formng part of the
group, is an issuer of securities registered with the
Nat i onal Registry of Securities and Internediaries,
and

VII. Menbers of the board of directors of the
hol di ng conpani es and the ot her corporations
referred to in the foregoi ng paragraph.

The individuals referred to in insert Il. of this
Article, shall informthe National Securities

Commi ssion in respect of variations in the
percentage of their stock participations, involving
t he acquisition or divestiture of stock representing
ten percent or nore of the capital stock of the
correspondi ng corporation, within the ten business
days followi ng the date of the appropriate
transaction.”

Insiders are restricted fromtrading with securities
of issuers in respect of which they are considered as
insiders in a restricted tineframe. The LW provides that
an insider may not, directly or indirectly, acquire
securities fromthe issuer in respect of which he/she is an
insider, during a three-nonth period follow ng the date on
whi ch he/she effected the |ast divestiture on any type of
securities of the sane issuer, and viceversa. Sanctions
may be inposed by the CNBV. In addition to the foregoing,
the LMV al so sets forth sanctions such as inprisonnent for
dealing with insider information. These sanctions do not
apply to all the insiders defined in the law, only to a
sel ected group. The foregoing is contained in Article 52
bis 2 of the LMWV, which sets forth, in this respect, the
f ol | ow ng:

"Art. 52 bis 2.- The nenbers of the board of
directors, directors, managers, conm ssioners of

i ssuers of securities, credit instrunents or
docunents referred to in article 3 of this |aw,

shall be sanctioned with inprisonnment of six nonths
to five years, and fines fromtwo to three tines the
benefit obtained or the | oss avoi ded:

Mexico's financial system is based on the universal
nodel, that pernmits the integration of a diverse scope
of financial services providers wunder one holding
cor porati on.
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. That, through the use of privileged
information, as defined in Article 16 bis of this

| aw, regarding the corporation to which they are
rel ated, obtain an undue benefit or avoid a | oss,
directly or through a third person, through the
acqui sition and/ or sale of securities, credit

i nstrunments or docunents ... issued by the
corporation, whenever there is a variation equal or
greater than 10% between the purchase or sale prices
in the transactions entered into by the persons
referred to in the first paragraph hereof, before
the privileged information is nmade public, and the
mar ket price of the securities, credit instrunments
or docunents issued by the corporation with which
the rel ati onship exists.

The above sanctions also apply to persons with
manageri al functions, enploynment, comm ssions or
charges in brokerage firnms or other entities acting
as advisors in transactions regarding the public
offering of securities, credit instruments or
docunents, when they enter into transactions

descri bed above within the 30 business days prior to
or following the date of the respective public

of fering".

The CNBV issued in 1993, a circular with provisions
that issuers have to conply with in connection with the
di scl osure of privileged information. Pursuant to this
circular, issuers that have the know edge of acts, facts or
situations that nmay be price sensitive, are obligated to
di scl ose them on the business day followi ng the day they
obtain such information, by means of a publication in a
maj or newspaper and the delivery of such information to the
CNBV and the Stock Exchange, in order that the Stock
Exchange may, inmediately, release such information to its
menbers and make it public to investors.

(f) Conposition of the Board of Directors

As referenced above, the nenbers of the Board of
Directors are appointed by the sharehol ders, at ordinary
sharehol ders’ neetings. A group of sharehol ders holding a
m ni mum of 10% of the voting stock, by statute, have the
right to appoint at |east one director and his/her
alternate. Bylaws of the corporations, however, nmay grant
nore rights, depending upon how the respective boards are
i ntegrated, without violating the required m ni num
Directors are appointed and may not resign or |eave their
office until a substitute has been appointed by the
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respective sharehol ders. Generally, directors are

appoi nted by curul ative voting, but the mnimumright to
appoint a director by sharehol ders of 10% has to be
respect ed.

I11. Corporate Governance; Practice Code

The National Banking and Securities Conm ssion
(Comi si 6n Nacional Bancaria y de Valores; the “CNBV’') has
been in the past few years trying to inprove the protection
for investors in the Mexican market. The two main areas of
concern are the quality of the information disclosed by
i ssuers3 and the protection of mnority rights.

Currently, there are no specific regul ati ons governi ng
the protection of mnority rights for sharehol ders of
corporations that have their securities listed on the Mxican
St ock Exchange, different fromthose applicable to non-listed
corporations that have been stated above. The CNBV has
expressed that, inits view, it is not necessary to inplenment
new | aws or regul ati ons governing the protection of mnority
rights and the corporate governance of issuers of listed
securities. |Instead, the CNBV considered it necessary that
the issuers of securities, working together with the
supervi sory authorities issue non-binding recomendati ons
with respect to corporate governance. As a result, the CNBV
has i ssued in Septenber 1999, a non-bi ndi ng corporate
governance practices code (the “Practices Code”), which was
devel oped by a working group fornmed by officers of the CNBV
in charge of market regulation, presidents or directors of
some of the largest and nost influential issuers of
securities, officers of financial institutions, nenbers of
t he brokers association and experts.

The Practices Code includes recommendations in
connection with the organi zation and functioning of the Board
of Directors of issuers, as well as to the protection of
mnority rights. It also recormends the creation of special
commttees of the Board of Directors.

3 For such purposes, G rcular 11-29 of the CNBV was enacted
on Decenber 31, 1997. Such circul ar provides, anong ot her

t hings, the formand detail of the financial, business, |egal
and accounting information required for the registration of
securities, including the information that nust be included
in prospectuses. Circular 11-29 al so, establishes
liabilities for officers, directors and advisors of the

i ssuers for disclosing false or m sleading information.
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As nentioned before, the Practices Code is not
mandatory. The only regulation that will be enacted in
connection thereof wll be a provision establishing that
i ssuers mnust disclose the | evel of adherence to the practices
recomended by the Code. The CNBV anticipates that the
mar ket will discrimnate those issuers who do not followthe
recommendati ons of the Practices Code.

Anong the practices included as reconmendations in the
Practices Code are the foll ow ng:

1. There nust be a reduced nunber of directors (i.e.
| ess than 15).

Currently, except as stated otherw se herein,
corporations are able to appoint as nany directors as they
wi sh. Large board of directors lack efficiency in the
supervi sion of day to day managenent.

2. The shareholders are able to el ect individual
directors and not vote for all nenbers of the board together.

VWiile in theory a group of sharehol ders representing 10%
of the outstanding voting stock may el ect a nmenber of the
Board of Directors, generally a group of individuals is
proposed to the shareholders’ neeting to formthe Board.

Unl ess there is a strong involvenent in the managenent by any
such group of shareholders, it is not common that the 10%
group does, in fact, appoint a director individually.

3. At least 20% of the nenbers of the Board of
Directors must be independent. It is understood that an
i ndependent director is a director who is not a sharehol der,
of ficer, enployee, advisor, business partner of the issuer or
a relative of such persons. Certain directors nust be
appoi nted specifically to protect mnority rights.
Currently, there is no such requirenment, except in financial
servi ces corporations, as stated above.

4. The board of directors nmust have conmmttees on (i)
finance and planning, (ii) recomendation, evaluation and
conpensation, (iii) auditing. No conmittees are currently
mandat ed by statute.

5. The nenbers of the board of directors nust have nore
direct liability for the information disclosed to the market.
The confidentiality and insider trading provisions nmust be
reinforced. Please see above for a discussion on these
i Ssues.
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6. The docunents that will be discussed at the board
neeti ngs nust be distributed to directors at least fifteen
days prior to the date of the neeting.

7. The financial statenments nust include the opinion of
the auditing committee and the names of all directors.

Antje Zaldivar Miller
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