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Comments on operations for the first quarter of 2010 

(Millions of pesos unless otherwise indicated) 

 

Impact on CYDSA of the Economic Environment 
 

International Economic Environment 
 

The most recent indicators related to the behavior of the US economy, reveal the 
maintenance of a positive trend during the first months of 2010, although with lower 
growth rates in consumption and investment, when compared to those reported for the 

latter part of last year. For this reason the great majority of estimations for the 

performance of the Gross Domestic product (GDP) for the first quarter of 2010 in 

the US lie around an annualized growth rate of 3.0%, compared to an increase of 
5.6% of the immediately preceding quarter and with the decrease of 2.4% reported as 
an average for 2009.  
 
The improvement in the US’s economic performance, certainly influencing recovery in 
several regions, continued impacting the behavior of the world’s oil market price. As a 

consequence, the world price of crude oil registered an average price of US$75.59 

per barrel in the first quarter of 2010, 3% higher than the US$73.30 of the fourth 

quarter of 2009 and up 79% from the US$42.11 per barrel registered in the same 
period of the previous year (Source: US Energy Department). 
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By the same token, prices of natural gas in the US, used as a reference to establish 

the prices of this energy source in Mexico have reported increases as a result of 

the high-consumption winter season. Therefore, natural gas prices in Mexico during 
the first quarter of 2010 reached US$5.04 per million BTUs, an amount 40% higher than 
the US$3.60 per million BTUs observed in the immediately preceding quarter, and up 
21% from the US$4.16 registered in the first quarter of 2009 (Source: Pemex).  

 

Mexican Economic Environment 
 

Further to available information, during the initial months of 2010, the Mexican economy 
reversed the downward trend observed from the latter part of 2008, moving now forward 
due to the positive behavior of external markets, in particular to the recovery of industrial 
production in the US. Therefore, based on analyses published by Mexico’s Central Bank 

estimations for Mexico’s Gross Domestic Product oscillate around an annual rate 

of 3.7% during the first quarter of 2010, representing a substantial improvement both 
to the decrease of 3.7%  registered for the preceding quarter and the drop of 6.5% 
reported as an average for 2009.    
 
Inflation, with a downward trend in 2009 resulting as of December in an annual rate of 
3.6% began a different tendency during the first quarter of 2010, registering in March an 
increase of 5.0% with respect to the same month of the prior year. In the exchange 
market the steer towards appreciation observed since the last months of 2009, 
continued, resulting in an exchange rate of $12.77 pesos per dollar in the first quarter of 
2010, an appreciation of 2.3% with respect to the average of $13.07 pesos of the 
previous quarter and of 11.3% when compared to the average of 14.39 pesos per dollar 
reported for the first quarter of 2009.  
 
The demand recovery has resulted in an increase in units sold to the domestic market of 
several CYDSA product lines. However, due mainly to increases in energy prices, profit 
margins have deteriorated in several of the Group’s Businesses. 
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Negotiations with Mexichem 
 
On April 22, 2008, CYDSA reported to the Mexican Stock Exchange, as a Relevant 
Event, the fact that Grupo Mexichem had proposed the acquisition of CYDSA’s Policyd, 
S.A. de C.V. and Plasticos Rex, S.A. de C.V. businesses, in exchange for Mexichem’s 
Chlorine and Caustic Soda plant located in Santa Clara, Estado de Mexico, together 
with an amount of money to be determined. 
 
In the aforementioned report to the Mexican Stock Exchange, CYDSA underlined the 
fact that in the event of an agreement between the two companies, it would be subject 
to the prior authorization by the Mexican Federal Commission on Competition 
(“Comisión Federal de Competencia” or “COFECO”); in order to formalize the 
corresponding documentation and finalize this transaction, and also to the final closing 
of raw material supply agreements. 
 
During the second quarter of 2009, CYDSA informed investors, through a report to the 
Mexican Stock Exchange that COFECO let CYDSA know of it’s decision to object the 
integration of Policyd, S.A. de C.V. and Plasticos Rex, S.A. de C.V. to the operations of 
the Mexichem Group. 

 
In reply to said objection from COFECO to authorize the application to concentrate the 
operations of Policyd and Plasticos Rex, in July of 2009 CYDSA filed a Reconsideration 
Recourse for the concentration of the aforementioned Business Units.  
 
In October, 2009, CYDSA informed through a report to the Mexican Stock Exchange 
that COFECO notified CYDSA of its decision to object again the integration of Policyd 
S.A. de C. V. and Plasticos Rex S.A. de C.V. to the operations of Grupo Mexichem. 
 
On January 19 of 2010, CYDSA presented to the Mexican Federal Commission on 
Competition (“COFECO”) a new Application for Business Concentration of Policyd and 
Plasticos Rex to Mexichem. A resolution may arrive during the second quarter of 2010. 
 
It is CYDSA´s policy to abide by the Law and the decisions taken by the authorities. 
Nonetheless, the Company will continue the necessary procedures and filings, since 
sufficient evidence exists to demonstrate that this transaction does not affect the 
market, strengthens the industrial infrastructure, and therefore is beneficial to the 
country. 
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Results 

 

Total Sales 
 

CYDSA’s Net Consolidated Sales for the first quarter of 2010 reached 1,592 million 

pesos, a decrease of 3.2% when compared to the same quarter of the prior year. 
 
In spite of having achieved an average increase of 5.3% in units sold when comparing 
the first quarter of 2010 with the same period of 2009, price decreases in several 
products commercialized by CYDSA, mainly in domestic markets, contributed to the fact 
that sales reported a drop when expressed in pesos, against the comparable figure of 
the prior year. 
 
In dollar terms, Sales for the first quarter of 2010 totaled an equivalent of US$125 
million, up 8.7% from the amount reported for the January-March period of 2009. The 
difference in pesos compared to dollars originates from the 11.3% average appreciation 
of the Mexican peso during the first quarter of 2010. 

 

Domestic Sales 

 
Sales to the domestic market during the first quarter of 2010 reached the sum of 1,363 
million pesos, a decrease of 0.5% when compared with the same period of 2009. 
 
Units sold to the domestic market during the January-March period of 2010, increased 
an average of 8.8% with respect to the same period of 2009. On the other hand, price 
decreases occurred in Chlorine-Caustic Soda; as well as in Plastic Pipes & Fittings and 
Irrigation Systems. 

 

Export Sales 
 
Exports During the first three months of 2010, added up to US$18.2 million, a decrease 
of 13.6% against those of US$21.0 million registered during the same period of 2009. 
Exports in units showed an average drop of 11.1%. 
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Sales by Business Segment 

 
The following chart depicts Total Sales by Business Segment for the January- March 
period of 2009 and 2010:  
 

 

Total Sales by Business Segment *
 

2009 and 2010 

(Millions of pesos) 

 

 

 

 

 

 

 

 

 

 
 
 
 

                                                             Chemicals                   Acrylic                        CYDSA 

                                                                   and                          Yarns                     Consolidated 

              Plastics 

 
Millions of dollars                            111       117                     4           8                   115       125 

Change 2010 vs. 2009                          5.2%                          101.7%                         8.7% 

 
* Consolidated figures of Chemicals and Plastics eliminate inter-company sales. 
 

 
Accumulated Sales of the Chemicals and Plastics Segment, as of March, 2010 reached 
the sum of 1,486 million, a drop of 6.3% when compared to those of the same period of 
the prior year. In spite of the fact that Chemicals and Plastics achieved and average 
increase of 4% in units sold against the previous year, price decreases in several 
product of this Segment, mainly in the domestic market, contributed to a decrease in 
sales expressed in pesos, compared to those of the same period of 2009. 
 
Total Sales of Acrylic Yarns added up to 106 million pesos during the first quarter of 
2010, an 81.0% increase against the same period in 2009. The application of several 
commercial strategies resulted in a substantial Sales increase in this Segment, despite 
the strong competition of Asian products. 
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Operating Income 

 
Gross Profit

1
 accrued during the first three months of 2010 amounted to 400 million 

pesos, a 24.4% decrease from 529 million generated during the same period of the 
previous year.  
 
CYDSA consumes Energy in all its production processes; in some cases, representing a 
key raw material or an important portion of the Cost of Sales. Likewise, some 
businesses like PVC Resins use petrochemical products in their manufacturing 
processes. The price increases registered in these production inputs resulted, for 
several of the Group Businesses, in the deterioration of their Gross Profit in the first 
quarter of 2010, when compared to the same period of 2009. 
 
General Expenses during the first three months of 2010 reached 311 million pesos, 
down 4.0% when compared with 324 million reported for the first quarter of the prior 
year.  
 

The resulting Operating Income (EBIT) of 89 million pesos for the first quarter of 2010 
compares with the Operating Income of 205 million obtained during the January-March 
period of 2009, representing a decrease of 56.6%. Operating Income on Sales for the 
first three months of 2010 reached 5.6%, a decrease when compared to the 12.5% 
observed in the same period of the prior year. 
 

 

Operating Cash Flow 
 

Operating Cash Flow (EBITDA)
2
 for the first three months of 2010 reached 144 

million pesos, a decrease of 46.5% over the 269 million attained during the first quarter 
of the previous year. In equivalent dollar terms, EBITDA as of March of 2010 amounted 
to US$11.3 million, a decrease of 39.9% versus the US$18.8 million reported for the first 
quarter of 2009.  
 
EBITDA as a percentage of Sales reached 9.0% in the first three months of 2010, a 
lower value than 16.4% reported for the same period of the prior year (figures shown in 
page 15 of this report). 
 
The increase in Energy prices and petrochemical inputs used in the manufacture of 
several products commercialized by CYDSA, contributed to the EBITDA deterioration 
during this First Quarter. 
  

                                                           
1
 Gross Profit is defined as Sales less Cost of Sales.  

 
2
  Operating Cash Flow or EBITDA equals Earnings before Comprehensive Financing Result, Income 

Tax, Discontinued Operations, Depreciation and Amortization. EBITDA is equivalent to Operating 
Income, plus non-cash items. 
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Other Expenses, Net 
 

Accrued as of March of 2010, Other Expenses, Net, reached the sum of 1 million pesos 

 

Comprehensive Financing Cost 
 

The Comprehensive Financing Cost for the first quarter of 2010 of 6 million pesos, 
compares favorably to a cost of 60 million, reported for the same period of the previous 
year. 
 
A table comparing Comprehensive Financing Cost follows. 
 

 2010 2009 Change 

Net Interest Expense (29) (27) (2) 

Early Payment Discount (3) (3) 0 

Net Foreign Exchange Gain (Loss) 26 (30) 56 

Comprehensive Financing Cost (6) (60) 54 
 

As shown above, the difference in Comprehensive Financing Cost is mainly explained 
by the favorable change of 56 million pesos, when comparing the Exchange Gain of the 
first three months of 2010 for 26 million (due to an appreciation of the peso against the 
US dollar of 5.6%), with an Exchange Loss for 30 million reported for the same period of 
the prior year, when the peso depreciated 2.3%. 

 

Income before Income Tax 

 
Income before Income Tax reached the sum of 82 million pesos during the January- 
March period of 2010, a decrease of 64 million against the income for 146 million 
reported for the same three months of the prior year.  

 

Income Tax 

 
Accrued as of March of 2010, Income Tax resulted in 27 million pesos, a figure that 
compares with the 49 million reported as of March of the prior year. 

 

Income before Discontinued Operations 

 

During the first quarter of 2010, an Income before Discontinued Operations in the 

amount of 55 million or 3.5% on Sales resulted. This amount compares with the 97 

million or 5.9% on Sales reported for the same period of the previous year. 
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Loss Derived from Discontinued Operations (Net of Income Tax) 

 
During the first quarter of 2010, Loss from Discontinued Operations (Net of Income Tax) 
amounted to 1 million pesos; compared with a 34 million loss reported for the same 
period in 2009, derived mainly to reduced valuations on fixed assets associated with 
discontinued textile businesses. 

 

Net Consolidated Income 

 
Subtracting from the 55 million Income before Discontinued Operations the 1 million 

Loss from Discontinued Operations (Net of Income Tax), in the first quarter of 2010 a 

54 million Net Consolidated Income results (3.4% on Sales); a figure that compares 
with the 63 million (3.8% on Sales) reported for the same three months of prior year, a 
decrease of 9 million or 14.3%. 
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Accounting of Financial Derivatives 
 
During 2008, CYDSA executed several Financial Derivatives (FDs). Current Mexican 
Financial Reporting Standards require the valuation at a Fair Market Value. Any losses 
associated with these instruments, relating directly with the businesses’ operations, 
reduce Shareholders’ Equity. Should the FDs be speculative in nature, however, the 
charge affects current Net Income. 
 

CYDSA´s FDs, an Interest Rate Swap contract, directly relates to business unit 

operations. In order to reflect the current value of the Swap as of March 31, 2010, 

Shareholder’s Equity showed an accumulated reduction of 37.6 million pesos 

after taxes. 
 
This contract sought to reduce potential interest rate volatility on the Syndicated Loan, 
signed on September 27, 2007 and maturing in September of 2012. It replaced the 
variable three month Libor rate with a fixed rate of 3.65%. The addition of contractual 
spreads results in an annual average interest rate of 6.25%, before Mexican withholding 
tax applicable to foreign interest. 
 

Effect of the 2010 Fiscal Consolidation Tax Reform  
 
In 2010 a new Income Tax Law raises the Income Tax rate from 28% to 30%. The 
Reform also modifies, retroactively, the process by which companies consolidate results 
of individual entities and compute income tax liabilities. 
 
As a consequence of the Reform, on December 31, 2009, CYDSA recorded a Tax 
Liability in the amount of 701 million pesos, 98 million of a Short Term nature with the 
remaining 603 million classified as Long Term, to be amortized over a 10 year period 
ending in 2019. 
 
In compliance with Interpretation Document 18 to the Mexican Financial Information 
Standards (Recognition of the effects of the 2010 Tax Reform in income taxes), the 
Company registered a charge to Deferred Assets of 678 million. In addition, a charge to 
Shareholder’s Equity of 23 million left 2009 results unaffected. 
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Financial Condition 
 

A summary of the relevant Balance Sheets items as of March 31 of each year follows: 
 
  

2010 

  
2009 

  
Change 

Current Assets 3,449  2,917  532 

Fixed and Deferred Assets 4,791  4,724  67 

Total Assets 8,240  7,641  599 

      

Short-Term Liabilities 1,647  1,394  253 

Long-Term Liabilities 2,177  2,125  52 

Total Liabilities 3,824  3,519  305 

      

Shareholders’ Equity 4,416  4,122  294 

 
Explanations of the major changes in the Balance Sheet accounts as of March 31, 2010 
compared to those of March 31, 2009 appear below.  
 

Current Assets 
 
The table above shows that Current Assets grew by 532 million pesos, moving from 
2,917 million as of March 31, 2009 to 3,449 million at the close of March, 2010. The 
increase in Cash balances and the creation of a Fund for Specific Purposes, accounted 
for the majority of the change. 

 

Fixed and Deferred Assets 

 
Fixed and Deferred Assets of 4,791 million as of March 31, 2010, grew by 67 million 
pesos, from the close of March, 2009. The main items integrating the increase in Fixed 
and Deferred Assets follow. 
 
 

 March 31, 

2010 vs 2009 

Deferred Asset resulting from the 2010 Tax Consolidation Reform          678 

Capital Expenditures            232 

Depreciation of Fixed Assets       (206) 

Adjustment in Value of Machinery of Discontinued Textile Businesses          (185) 

Reduction in Balance of Deferred Taxes        (396) 

Other Assets, Net          (56)      

Increase of Fixed and Deferred Assets        67 
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Total Liabilities 

 
CYDSA’s Total Liabilities as of March 31, 2010 in the amount of 3,824 million, increased 
by 305 million with respect to the 3,519 reported as of the close of March, 2009. A 
breakdown of changes in Total Liabilities appears bellow. 

 

 March 31, 

2010 vs 2009 

Fiscal Liability related to the 2010 Tax Consolidation Reform         701 

Repayment of Bank Debt       (181) 

Decrease in Pesos of Dollar denominated Bank Debt, resulting from the  
  Mexican Peso Appreciation 

       
       (187) 

New Debt         25 

Decline in other Liabilities, Net         (53) 

Increase in Total Liabilities      305 

 
CYDSA closed the month of March of 2010 with a Bank Debt of 1,419 million pesos 
(equivalent to US$115.1 million) a decrease of 343 million pesos (US$9.4 million) with 
respect to the Debt of 1,762 million pesos (US$124.5 million) as of March 31, 2009. 
CYDSA’s. The Bank Debt to EBITDA ratio resulted in a value of 1.44 times, both at the 
close of March, 2010 and 2009 (see page 15 of this Report). 

 

Shareholders’ Equity 
 
Shareholders’ Equity reached the sum of 4,416 million as of the close of March, 2010, 
an increase of 294 million pesos when compared with the 4,122 million reported on 
March 31, 2009. The main causes for this increase in Shareholders’ Equity follow: 

 

 March 31, 

2010 vs 2009 

Last twelve months Net Income     443 

Repurchase of Own Shares      (47) 

Dividend Payment to Shareholders’ of Cydsa, S.A.B. de C.V.     (50) 

Effect on Retained Earnings derived from the 2010 Tax Consolidation  
  Reform 

 
      (23) 

Other changes in Shareholders’ Equity       (29) 

Increase in Shareholders’ Equity     294 

 
After considering these effects on Shareholders’ Equity, the Book Value per share at the 
close of March, 2010 reached 21.63 pesos, a favorable change from 19.82 pesos, as of 
the close of the same quarter of the prior year. 
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Treasury Policies 
 
It is a CYDSA policy to manage from a central treasury all Temporary Investments of 
Excess Cash both in pesos and in dollars. These Investments are carried on account of 
each one of the Companies integrating the Group, using modules for cash 
centralization, debt centralization and cash forecasts.  
 
Temporary Investments are made both in Mexican Pesos as well as in Dollars of the 
United States of America. 
 

Internal Control 
 
CYDSA has an Internal Audit department, whose objective is to inform Management on 
the Compliance with Corporate Policies and Practices, Financial Information Quality and 
Asset Care, both of the Holding Company as well as its Subsidiaries.  
 
This function is carried out through an Annual Internal Audit Program. In the course of 
this process, the companies’ compliance is thoroughly reviewed and appraised. In 
addition, opportunity areas for improvement of effectiveness of control systems as well 
as the application and follow-up of action plans, are determined. 
 
In addition, the Company’s Board of Directors has a Corporate Governance Practices 
and Audit Committee. The Chairman of this Committee and its members are 
Independent.  
 
The Corporate Governance Practices and Audit Committee meets periodically in order 
to review the status of the Internal Audit Program. It also meets to examine the 
Independent Auditors’ Report on the Financial Statements, as well as to evaluate 
Corporate Governance Practices. 
 
 
 
 
 

Financial Information Follows 
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CYDSA, S.A.B. DE C.V. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 
As of March 31, 2010 and 2009 

       (Millions of pesos) 

   

     2010 

 

     2009 

 ASSETS   

Cash and marketable securities $           706 $            688  

Trade receivables 1,334 1,441 

Other receivables 812 134 

Inventories 536 613 

Current assets of discontinued operations 61 41 

 Current assets 3,449 2,917 

Investment in shares 27 31 

Property, plant and equipment, net 2,982 3,024 

Other deferred assets 966 587 

Non-current assets of discontinued operations 816 1,082 

 Fixed and deferred assets 4,791 4,724 

 Total assets  $        8,240 $         7,641 

   

Current portion of long-term bank debt   

Trade payables $           258      $           194  

Current portion of long-term bank debt 954 812 

Other payables 428 381 

Short-term liabilities of discontinued operations 7 7 

 Short-term liabilities 1,647 1,394 

Long-term bank debt 1,161 1,568 

Employee termination and retirement benefits 344 343 

Other payables 657 201 

Non-current liabilities of discontinued operations 15 13 

 Long-term liabilities 2,177 2,125 

 Total liabilities 3,824 3,519 

    

 SHAREHOLDERS’ EQUITY   

Capital stock 1,275 1,251 

Restatement of capital stock 1,340 1,364 

 Capital stock, restated 2,615 2,615 

     Accumulated earnings and capital reserves 1,698 1,471 

Translation effects of foreign operation                 26                  59 

Valuation of derivative financial instruments               (38) (60) 

Stock in trust               (35) (46) 

Repurchase of own shares              (37)             (109) 

 Controlling interest    4,229            3,930 

      Noncontrolling interest 187 192 

                     Total shareholders’ equity 4,416 4,122 

 Total liabilities and shareholders’ equity $       8,240      $        7,641 
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CYDSA, S.A.B. DE C.V.  AND SUBSIDIARIES 

CONSOLIDATED INCOME STATEMENTS 
From January 1st. to March 31, 2010 and 2009 

(Millions of pesos) 
 

     
          2010          2009 

Net sales $         1,592  $        1,644 

Cost of sales           (1,192)            (1,115) 

              Gross profit               400               529 

General expenses             (311)              (324) 

Operating income                   89              205 

    

Other (expenses) income, net                (1)                     1 

    

Comprehensive financing cost:    

Net interest expense                 (29)               (27) 

Early payment discount                   (3)                 (3) 

Net foreign exchange gain (loss)                 26                (30) 

Comprehensive financing cost                  (6)                  (60) 

    

  Income before income tax                   82                 146 

    

Income tax                 (27)               (49)  

Income before discontinued operations                  55                97 

    

Loss from discontinued operations (net of income tax)                 (1)                  (34) 

 Net consolidated income $              54    $               63 

    

Controlling interest $                72 
 

$               64 

Noncontrolling interest          (18)          (1) 
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CYDSA, S.A.B. DE C.V.  Y SUBSIDIARIAS 

FINANCIAL HIGHLIGHTS AND RATIOS 
Accrued as of March 2010 and 2009 

 2010  2009 

Income statement data 

(Millions of pesos) 

   

    

     Net sales 1,592  1,644 

Net sales (Equivalent in millions of US dollars) 125         115 

Export sales (Millions of US dollars) 18  21 

Operating income 89  205 

Income before discontinued operations          55          97 

Net income           54          63 
    

Cash flow data 

(Millions of pesos) 

   

    

Operating cash flow (income after general expenses plus                                                                                          
depreciation and other non-cash items), EBITDA 

 

144 

  

269 

Operating cash flow (Equivalent in millions of US dollars) 11.3  18.8 

    
    

Operating ratios 

(Percentage) 

   

    

    Operating income / sales  5.6%  12.5% 

    Operating cash flow (EBITDA) / sales 9.0%  16.4% 
  

 
 

Financial indicators   

(Times) 

   

Bank debt / EBITDA 1.44  1.44 

     Bank debt / shareholders’ equity 0.32  0.43 

Current assets / current liabilities 2.09  2.09 

     Book value per share (pesos) 
(1)

  21.63  19.82 
 

 

(1) Based on 196’505,100 outstanding shares for 2010 and 198’240,600 outstanding shares    

for 2009. 
 

 


