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(RAISE TO THE POWER)

Arithmetical operation consisting in finding the
multiplication of a given base and to repeat it as a
given factor. It is expressed as “to raise a number to
a whole power of”, “to raise powers”, “to raise to
the second, third...power”, or one may also say “to
raise to the power of Alsea.”

(COMPANY PROFILE)

Alsea is the leader in operating quick service restaurants. In Mexico it operates Domino’s Pizza, Starbucks
Coffee, and it is the major franchise of Burger King. In Brazil it operates Domino’s Pizza. The operation of its

multi-units is supported by its distribution division, DIA.

The stock is traded in the Mexican Stock Exchange under the symbol ALSEA*.

(MISSION) Raison d’étre

To develop, manage and control the businesses of Alsea by employing a synergy and critical mass model to
improve our human and material resources.

“With people for people”

(VISION) Where we want to go

Be of the highest quality and most profitable quick service restaurant operator.
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Operadora DP de México, S.A. de C.V., manages the
brand in Mexico through 472 units of which 304 are
owned stores and 168 are sub-franchises.

De Libra, Empreendimentos, Comercio e Servigos
Ltda. (subsidiary of DoBrasil, S.A. de C.V.) manages
the brand in Brazil through 29 stores.

Café Sirena, S. de R.L. de C.V.,
manages the brand in Mexico
through 22 owned stores.
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Operadora West, S.A. de C.V,, is a
franchisee of Burger King Corporation
and manages the brand in Mexico
through 37 restaurants.

DIA

Distribuidor Internacional de Alimentos, S.A. de C.V., dedicated to the specialized
distribution of food and the manufacturing of pizza dough, manages five distribution
centers with national coverage.
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Customers always come first for us. We meet their needs and go beyond their expectations and
the competition’s through product, service, and appearance, giving them great value for their
money. Our quality, efficiency and productivity abide by international performance standards.

We are leaders in our industry, by operating brands and concepts that have proven successful in order
to consolidate our position.

We promote a comprehensive development of our human resources by offering integral remuneration
that encourages retention. We want to be the preferred employer of our market.

We jointly grow with our suppliers and commercial partners. We strive to maximize benefits for our
franchisers, sub-franchisees and associates.

We increase our shareholders’ equity by striving to reach the highest productivity and profitability
levels.




FINANCIAL HIGHLIGHTS"

CAGR
2003 % 2002 % 2001 % 2000 % 1999 % 03/99

(NET SALES) (EBITDA) (NET PROFIT) (SHAREHOLDERS’ EQUITY)




BOARD OF DIRECTORS

(PRESIDENT) Cosme Alberto Torrado Martinez

(RELATED DIRECTORS) Alberto Torrado Martinez
Alberto Torrado Monge
Armando Torrado Martinez
Federico Tejado Béarcena

(INDEPENDENT DIRECTORS) Francisco Gama Cruz
Marcelo Rivero Garza
José Manuel Canal Hernando

Salvador Cerén Aguilar
(STATUTORY EXAMINER) Maximino Manuel Safiudo Bolafios

(SECRETARY)  Xavier Mangino Duefas

(BOARD OF DIRECTORS COMMITTEES)  Audit Committee

José Manuel Canal Hernando (PRESIDENT)
Cosme Alberto Torrado Martinez (MEMBER)

Mario Sénchez Martinez (SECRETARY)

Planning and Finance Committee
Salvador Cerén Aguilar (PRESIDENT)
Cosme Alberto Torrado Martinez (MEMBER)

José Rivera Rio Rocha (SECRETARY)

Assessment and Compensation Committee
Francisco Gama Cruz (PRESIDENT)
Alberto Torrado Monge (MEMBER)

C. Ricardo Garcfa Luna y Martinez ~ (SECRETARY)

Marketing Committee

Marcelo Rivero Garza (PRESIDENT)
Federico Tejado Barcena (MEMBER)
Diego Cossio Barton (MEMBER)

Francisco Rodriguez Lara (SECRETARY)




MESSAGE TO THE SHAREHOLDERS

(SALES MIX*) (NUMBER OF STORES)

M Domino’s Pizza Mexico  62.3% M Domino’s Pizza Mexico System 472
M Domino’s Pizza Brazil 3.2% M Domino’s Pizza Brazil System 29
M Starbucks Coffee 2.8% M Starbucks Coffee 22
M DIA 31.7% [0 Burger King 37

* Note: Burger King will be consolidated in Alsea financial
statements as of January 2004.

To Our Shareholders,

CHAIRMAN OF THE BOARD

CHIEF EXECUTIVE OFFICER
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DOMINO’S PIZZA MEXICO

472 Stores.
mmmmm 70.6 million customers served.
e 26.3 million pizzas sold.

23.5 million orders.

“Undoubtedly, our greatest accomplishment in 2003 was the
5.9% growth in same store orders, which is the result of our
customer-focus strategy. We continue to show opportunities for
growth: we opened 9 stores in 2003.”

FEDERICO TEJADO

What was the impact of the VAT
Amendment?

The impact on the same store sales
of this division was 12 percentage
points; however, our focusing on
income-generation efforts, through
marketing strategies, allowed total
sales to show a slightly positive
variation of 0.3%. Additionally, a
strict control of costs and expenses
in the entire organization generated
greater efficiency.

What was the market share in
20037
A 26.4% participation in sales.

Where was investment utilized
during the year?

We invested 59.1 million pesos in
opening 14 new stores, relocating
4, remodeling 3, and the closing of
8 units. In addition, we invested in

delivery vehicles and store
equipment such as Heatwave, a
technology that allows for the
delivery of an even hotter pizza to
our clients.

What is the average investment per
store in each one of the formats
managed?

US$200,000 in stores with home
delivery service and US$120,000 in
express format, units mainly
located in shopping malls and the
Mexico City subway system, which
have no delivery service.

Do franchises continue to be
granted?

No, since the entire territory is
assigned to the 22 current sub-
franchisee holders. QOutside of these
entities, Alsea develops its own
stores. However, sub-franchisees are

(5)

granted in particular cases, such as
the one in Six Flags, Mexico City.

What is the amount paid for
royalties and publicity?

Our sub-franchisee holders’ pay
6.5% of their net sales of royalties
and 3.2% is paid to Domino’s Pizza
International; in addition to 4% of
sales for the advertising fund.

How many direct jobs are
generated?

We have just over 10,000 people
participating in the entire system.

What is the significance of
Domino’s Pizza Mexico to Domino’s
Pizza International?

Our country has the highest
number of stores after the United
States.




2003 2002 2001 2000 1999
Owned 304 310 283 277 221
Sub-franchises 168 153 142 132 114

Total 472 463 425 409 335

FUTURE SCENARIO: DOMINQO’S PIZZA MEXICO
We will open around 90 stores, split between franchisees and
owned to conclude in 2008 with 560 units.

What is the profitability of a store leader means better opportunities

in Mexico compared to that of one in purchase volume, brand name

in the United States? recognition, service and product

Mexico is four times more profitable guarantees, advertising

due to the cost and expense investment, as well as in our

structure. operations, logistics, distribution,
and geographical coverage

How will future growth unfold? capabilities.

We will open around 90 stores, split

between franchisees and owned, in What are the main challenges to he

the next 5 years to conclude in tackled?

2008 with 560 units. There are Our own people: covering vacant

cities with at least 50,000 positions and reducing personnel

inhabitants where we have no turnover in the stores.

stores. On another front, we

envision growth in cities we are Where will investment be directed

actually covering. In addition, in the next years?

shopping malls offer important To establishing new stores and

expansion opportunities. maintaining current ones,
upgrading technology and training

Which are the main barriers of personnel at all levels.

entry?

Undoubtedly, the size of Domino’s Are store sites rented?

Pizza, as well as that of its current Yes, of the 304 corporate stores,

competition. Being the market only five are owned.




DOMINO’S PIZZA BRAZIL

29 stores.
A growth of 26% in the number
mmmmmm  Of UNItS vs. 2002.

We are leaders in Rio de Janeiro.

“Our accomplishments: Being the leader in Rio de Janeiro with
16 more stores than our closest competitor upon proving the

success of the business model in this city.”

EDUARDO GANDARA

How has the quick service industry
evolved in Brazil?

A great deal of competition has
unfolded. Local brands operating
as franchises have improved their
image, technology and operations
so0 as to prepare for the entry of
international brands to the market.

What is the position of Domino’s
Pizza in Brazil?

We are positioned with high-quality
pizza focused on home delivery and
providing a 30-minute delivery
guarantee or it will be free. In Rio
de Janeiro, we are leaders with 16
more stores than our closest
competitor. There are great growth
opportunities in Sao Paulo since it
is the second city in the world in
pizza consumption, after New York.

How was consumer performance?
The Brazilian economy in general
displayed a reduced consumption
and Domina’s Pizza showed a 9.1%
decline in same store sales.

What modifications have been
introduced to adapt the flavor to
the taste of the Brazilian
consumer?

Ingredients from the region were
introduced, as was the production
of thin-crust pizza, gourmet pizza,
and sweet flavors with a wider-
ranging menu focused on
specialties. Personalized service is
offered with in-store dining areas.

Where was investment utilized
during the year?

17.0 million pesos were invested, in
net openings six stores, relocating
three and remodeling ten units.

What is the average investment per
store?

US$160,000 for stores with home
delivery service and US$90,000 for
express format.

How have food distribution matters
been resolved for that South
American country?

We have two distribution centers in
Rio de Janeiro and Sao Paulo. We
also manage small supply stores
behind the stores in four different
cities, in addition to having local
suppliers that distribute the
products directly to the units.

How many direct jobs are
generated by Domino’s Pizza
Brazil?

Around 400.




CAGR
2003 2002 2001 2000 1999 99/03

29 23 12 5 9 34.0%

FUTURE SCENARIO: DOMINO’S PIZZA BRAZIL
The main challenge is to position ourselves as the “best delivery
pizza” and test out the business model to penetrate the Sao
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A noticia mais guente
sobre entrega de pizzas em
domicilio acaba de chegar.

Borming's Ploea. Ledor mesndios
onkregs de ploazas.,

A

Paulo market.

What does Domino’s Pizza
International expect with the
development of the brand in Brazil?
The expectation is to duplicate the
results obtained in Mexico since it
is the largest market in Latin
America.

How do you picture the growth of
the quick service industry in Brazil
over the next few years?

New local brands will arise, there
will be growth in other cities and
there will be the arrival and
consolidation of several
international chains.

How do you envision the growth of
Domino’s Pizza Brazil for the
future?

We are working on the business
model for developing stores in Sao
Paulo.

What are the main barriers of entry
for new participants in Domino’s
Pizza’s sector in Brazil?

An exacting consumer and a highly
fragmented market as a result of
an economy looking for low prices,
an audience that reacts to
investments in advertising. An
economy with complex labor and
tax legislation.

Where is Domino’s Pizza’s best
opportunity in Brazil?

In home delivery, where young
people are more receptive to high
quality products. Small
participants tend to disappear in a
highly competitive market.

What are the main challenges to be
faced?

Position ourselves as the “best
home delivery pizza” and test out
the business model to penetrate
the Sao Paulo market.

What will Domino’s Pizza invest in
and where will these resources go
in the next few years?

We have a long-term vision, so we
will make sure that the business
model in Brazil is a satisfactory
one. We will therefore keep a
conservative position with regard to
investment, as we are not planning
on opening any stores. Investment
in technology, training and
distribution will be moderate.

Why are there no sub-franchisees
in Brazil?

Because we will offer our sub-
franchisees a successful model
that will generate high profitability
for their investment once it has
been tested.
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STARBUCKS COFFEE

22 stores.

Mexico is the second country in
opening stores, after Germany.
More than 300 direct jobs
generated.

“Our greatest accomplishment in 2003 was opening 18 stores in
one year, operating under a successful business model. Likewise,
constructing the foundations of the structure and the talent of our
people will ensure the growth of Starbucks Coffee in our country.”

ILELLL,
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GERARDO ROJAS
DIRECTOR OF STARBUCKS COFFEE MEXICO

How has growth performed in this
first year of operations?

At a brisk pace and solid (more
than one store per month);

a sprightly increase, with new
learning experiences that can be
capitalized upon in the coming
years. The Mexican consumer has
shown acceptance and enjoyment
of living “The Starbucks
Experience”.

How has Starbucks Coffee
positioned itself in our country’s
coffee sector?

“As coffee lovers, with a grand
commitment to the quality and
service we provide our customers:
one cup at a time.”

What is the format of the stores?
Abbreviated, core, and flagship,
which are classified by size and

range from gazebo-type kiosks to
outlets of approximately 200 m?2. We
are committed to adapting to the
surroundings of each one of the
communities where we are
established.

What market niche is Starbucks
Coffee aimed at in Mexico?
Starbucks is for everyone; it
represents the “Third Place,” after
home and the office, Starbucks is
where our clients can relax, read a
book or meet with friends. We wish
to offer the best coffee in the best
place, with the best service.

Are franchises granted?

No, all stores are owned. We develop
the outlets under a joint-venture
scheme with Starbucks Coffee
International.

an

How many jobs did Starbucks
Coffee contribute in the generation
of direct employment in Mexico?
Over 300, which we estimate will
double in 2004.

What is Mexico’s position regarding
Starbucks Coffee International?
Mexico is a key market with solid
economic foundations that
represent the launching pad for the
rest of the Latin American market.
In addition, Mexico is one of the
five main coffee-producing
countries in the world.

What elements were decisive in
agreeing to the joint-venture?
Alsea's focus on the quick service
industry, and its experience in the
management of multiplex units
strengthened by its distribution and
logistics network.




Dec 2003

Dec 2002

Number of stores

FUTURE SCENARIO: STARBUCKS COFFEE
Fostering the coffee culture in Mexico to live “The Starbucks
Experience”; we plan to have around 200 stores by 2008.

How will Starbucks Coffee growth
unfold in Mexico in the next few
years?

We picture having around 200
stores by 2008.

What is Mexico’s per capita coffee
consumption?

Between 700 to 800 grams;
however, Mexico is the fifth largest
coffee-producing country in the
world. We see this as a great
opportunity to capitalize on,
knowing that we have to contribute
with our two cents’ worth to ensure
that the coffee culture spreads and,
in this way, increase domestic
consumption.

What are the main barriers of entry
of new participants in the sector in
which Starbucks Coffee
participates?

The backing we receive from our
international partner, who is
knowledgeable of the coffee culture
and has experience in
understanding the preferences of
the consumer and offers quality
products with a brand name of
renowned prestige.

What are the main challenges
faced?

Fostering the coffee culture in
Mexico to live “The Starbucks
Experience”, promoting accelerated

growth and becoming a large
company in number of stores and
sales volume, while still
maintaining an efficient structure
and organizational culture. We are
dynamic, sprightly, non-bureaucratic,
productive, innovative, and very
much in touch with the operation.

When will expansion outside of the
Federal District begin?

We will open stores in Guadalajara
in 2004.










BURGER KING

37 restaurants.
A growth of 32% in number
of stores vs. 2002.




Number of stores

37

FUTURE SCENARIO: BURGER KING

We want to be near our customers, we will open around 70

restaurants between 2004 and 2008.

How many jobs does Operadora
West contribute for the generation
of direct employment?

Around 1,200 employees.

How has the brand name performed
in Mexico?

Mexico has been one of the countries
that has shown the best results and

offers greatest growth opportunities

for the Burger King Corporation.

As of what date will Operadora
West consolidate its financial
statements with Alsea’s?
Starting January 1st 2004.

How do you envision the growth in
per capita consumption of
hamburgers in Mexico?
Consumption will depend on the
proximity of the restaurant to the
consumer. For this, the opening of
new restaurants is a key factor, as is
the incidence on the habits of the
consumer regarding our products.

What will Operadora West’s growth
be in the next few years?
11 restaurants per year.

What are the main barriers for
entry?

Undoubtedly, current market
players have opened up consumer-
renowned brands, which constitute
a barrier to new participants.
Additionally, price is a factor that
especially affects small chains that
are still not able to produce a
critical mass.

What are the prospects for the
hamburger market niche?

To increase the habit of consuming
hamburgers and achieve greater
market penetration through a larger
number of restaurant openings.

Which are the main challenges
faced?

We will have to reckon with greater
competition, especially if the

28

macroeconomic indicators remain
stable. There are many small and
medium-sized chains in the United
States that find the Mexican market
especially appealing, mainly due to
the success that Burger King and his
competitor have enjoyed in Mexico,
and they will attempt to gain a
foothold domestically.

What investments will Operadora
West make in the next few years
and where will these resources he
focused?

Investments will center on opening
outlets, with 400.0 million pesos
earmarked for opening 70
restaurants between 2004

and 2008.









DISTRIBUIDOR INTERNACIONAL DE ALIMENTOS

M

ALSEA

Two visits per week to 120 cities.
@ M 698 sales points.
g I 320 distribution routes.

1,517 weekly deliveries.




our brands.

important pillar of all consumer
product sales organizations.

What will the participation of
DIA in Alsea amount to in the
long run?

DIA will continue to be the key for
backing the growth of units for
each one of the brands. We will
continue focusing on efficiency
and continuous improvement in
our operations.

FUTURE SCENARIO:
Distribuidor Internacional de Alimentos will continue to be the
key of logistics and food distribution for backing the growth of

What will the investment and
destination of said resources be
in the coming years?

19 million pesos mainly for the
areas of information systems,
production and, most importantly:
the training of our people.




SHARED SERVICES

Alsea, upon embarking on its operations under a Shared Services scheme, seeks to
concentrate the resources of similar activities in the entire organization to provide
service to the brands it manages.

DISTRIBUTION AND
LOGISTICS

DEVELOPMENT

HUMAN
RESOURCES

SYSTEMS AND
PROCESSES

ADMINISTRATION
AND FINANCE
JOSE RIVERA R0 ROCHA

* Financial planning,

administration, internal
control, information and
financial analysis that will
generate value for the
stockholder.

STRATEGIC
PLANNING
JUAN CARLOS JALLATH H.

* Development of the process

of Strategic Planning,
including follow-up and
evaluation.

« Corporate Communications.

INTERNAL
AupIT
MARIO SANCHEZ MARTINEZ

* Ensure compliance with

internal control.




MANAGEMENT’S DISCUSSION & ANALYSIS

Our financial position is sound and permits us to keep growing. Interest-bearing
liabilities dropped by 16.2% and shareholders’ equity showed an increase of 7.6%;
return on equity was 9.8% and our cash flow generation places us in better financial
condition to maintain orderly growth. The combination of all of these elements permitted
Alsea to generate an aggregate economic value of $85 million pesos.
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CHIEF FINANCIAL OFFICER




CORPORATE GOVERNANCE

Audit  To the Board of Directors of ALSEA, S.A. de C.V.
Committee

PRESIDENT




Planning and To the Board of Directors of ALSEA, S.A. de C.V.

Finance
Committee

PRESIDENT




Assessment and
Compensation
Committee

PRESIDENT




Marketing
Committee

PRESIDENT




REPORT OF STATUTORY AUDITOR

Alsea S. A. de C. V. and Subsidiaries

(Translation from original issued in Spanish)

México City, February 20, 2004.

To the General Stockholders’ Meeting of

Alsea, S. A. de C. V.

STATUTORY AUDITOR




INDEPENDENT AUDITORS" REPORT

Alsea S. A. de C. V. and Subsidiaries

(Translation from Spawish Language Original)

February 20, 2004

The Board of Directors and Stockholders
Alsea, S. A. de C. V.:

PARTNER




CONSOLIDATED BALANCE SHEETS

Assets




Liability and Stockholders' Equity

FINANCING CORPORATIVE DIRECTOR GENERAL DIRECTOR CORPORATIVE COMPTROLLER
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CONSOLIDATED STATEMENTS OF INCOME




CONSOLIDATED STATEMENTS OF CHANGES
IN FINANCIAL POSITION




CONSOLIDATED STATEMENTS OF CHANGES
IN STOCKHOLDERS" EQUITY

r;;;;;;;rRetained earnings

Additional
Capital paid-in Statutory Retained
tock capital reserve earning
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Translation Total

Reserve for effect from majority Total
acquisition of foreign stockholders' Minority stockholders'
Total own shares entity equity interest equity
FINANCING CORPORATIVE DIRECTOR GENERAL DIRECTOR CORPORATIVE COMPTROLLER

(35




NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS










THOUSANDS OF DOLLARS
2003 2002

THOUSANDS OF DOLLARS
2003 2002




EQUITY IN THE RESULTS OF
EquiTy OPERATIONS FOR THE YEAR
2003 2002

AVERAGE ANNUAL
MATURITY IN INTEREST RATE




Note 10.

Note 11.




Note 13.




NUMBER
OF SHARES DESCRIPTION AMOUNT

Note 15.




AMOUNTS IN MILLIONS OF PESOS
BUSINESS UNITS
DOMINO’S STARBUCKS
PIZZA COFFEE DISTRIBUTION OTHER ELIMINATIONS CONSOLIDATED
2003 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002

FINANCING CORPORATIVE DIRECTOR GENERAL DIRECTOR CORPORATIVE COMPTROLLER
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INFORMATION FOR SHAREHOLDERS




ALSEA, S.A. de C.V.
Yucatan 23, Hipédromo Condesa, 06170,
México D.F., Phone (55) 5241.7100

www.alsea.com.mx




