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We attended Urbi’'s analyst day last week in Mexico.
Management reiterated its bullish expansion plan, which
aims to double net income over the next five years. Urbi
plans to deliver these results with the help of some new
initiatives like extending its client base without losing
profitability (through subsidies and “Alternativa URBI"),
building local partnerships, finding new financing
schemes (URBI-Solida), and developing large-scale
residential projects. The company also provided
guidance for 2007 and 2008, mostly in line with our
current estimates.

To us, it’s clear that Urbi is one of the leading
companies in the industry today. We think the
company’s management is top class, always trying to
push innovation further and deliver results ahead of
industry average. Management has invested a lot of
time and resources to shape its vision and become a
smart, process oriented, client centric organization. The
company is constantly undertaking a multitude of
initiatives aimed at delivering superior growth and
profitability. At the same time, working together with
Mexican authorities, Urbi is shaping the future of the
housing industry in Mexico.

Reiterate Overweight rating. Everything we heard
during the Urbi day reinforced our view that this
company is one of the premier names in the industry.
Our year-end '08 target of $54 offers potential upside of
30%, and assumes Urbi’'s shares will trade at 19.9x
prospective P/E. Urbi's shares now trade at 19.5x ‘07e
P/E and 15.2x ‘08e P/E.
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We attended Urbi’s analyst day last week in Mexico.
Management reiterated its bullish expansion plan, which aims
to double net income over the next five years. Urbi plans to
deliver these results with the help of some new initiatives like
extending its client base without losing profitability (through
subsidies and “Alternativa URBI”"), building local partnerships,
finding new financing schemes (URBI-Solida), and developing
large-scale residential projects. The company also provided
guidance for 2007 and 2008, mostly in line with our current
estimates.

Urbi also gave an overview of some of the key operating
elements of its business model including UrbiNet, the land
owner and city manager partnership schemes, its marketing
and design processes, the inner workings of its strategic
business units, and Universidad Urbi for employee training and
career development.

To us, it's clear that Urbi is one of the leading companies in the
industry today. We think the company’s management is top
class, always trying to push innovation further and deliver
results ahead of industry average. Management has invested
a lot of time and resources to shape its vision and become a
smart, process oriented, client centric organization. The
company is constantly undertaking a multitude of initiatives
aimed at delivering superior growth and profitability. At the
same time, working together with Mexican authorities, Urbi is
shaping the future of the housing industry in Mexico.

Reiterate Overweight rating and M$54 price target.
Everything we heard reinforced our view that Urbi is one of the
premier names in the industry. Our year-end '08 target of $54
offers potential upside of 30%, and assumes Urbi’'s shares will
trade at 19.9x prospective P/E. Urbi's shares now trade at
19.5x ‘07e P/E and 15.2x ‘08e P/E.

2007 Guidance

Guidance for 2007 remains the same at 22% revenue growth
(4% of sales will come from commercial land sales and macro
projects). The sales mix should remain stable at 50%
affordable, 30% lower middle income and 20% upper middle
income. Gross margin should be around 33.9%, EBITDA
margin of 26.5% and net margin of 14.7%. Free cash flow
should be around M$195 million this year. Our 2007 estimates
are roughly in line with management’s guidance.
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2008 Guidance

For 2008, Urbi expects revenues to grow 16% in real terms,
with a steady sales mix, flat gross and EBITDA margins relative
to 2007, and a net margin of 15.3%, slightly higher than 2007
due to lower financing costs. Free cash flow should be around
M$806 million according to the company. We think guidance
for 2008 reflects Urbi's conservative approach. We believe the
company can deliver more than 16% growth in revenues next
year (our estimate is 19%). Last year, the company initially
estimated an increase of 13% in revenues for 2007, only to
raise its guidance during the year to the current 22%. Given
Urbi’'s performance in 2007, the positive industry outlook in
2008 (i.e. Infonavit's mortgages increasing by 20%), and the
company’s new initiatives, we see room for higher growth.

Exhibit 1
Urbi Guidance vs. Our Estimates
Urbi Our

M$ Million (Nominal) Guidance? Estimate Diff.
Revenues

2007e 12.7 12.5 2%

2008e 15.2 15.4 -1%
EBITDA

2007e 34 34 0%

2008e 4.0 4.1 -1%
Net Income

2007e 1.9 1.9 -2%

2008e 2.3 2.4 -4%
5-Yr CAGR ('07-'11)

Revenue 17% 17%

EBITDA 16% 17%

Net Income 20% 20%

Note (1): Urbi's management provided its guidance in constant 12/06 pesos. The figures
presented here were converted to period-end nominal pesos using Morgan Stanley’s inflation
forecast of 3.6% for 2007 and 3.4% for 2008. Source: Company data, Morgan Stanley
Research Estimates

2009 and beyond

After 2008, revenues should grow at 15% per year through
2011. In addition to a strong housing market, Urbi plans to
increase revenues by generating sales from housing related
activities. This includes commercial land sales, land
urbanization, furniture and equipment sales, and financial
services. These other revenue sources should represent
around 4% of sales in 2007 and increase to 12% by 2011. The
other revenues are also more profitable than housing sales.
Commercial land sales and land urbanization are expected to
have gross margins of 40%, while furniture and equipment
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sales and financial services are expected to have gross
margins of 40%.

The sales mix from housing should remain fairly similar to
today. Urbi expects that affordable homes will represent 50%
of sales in 2011, lower middle income at 20%, and upper
middle income and residential at 30%. Therefore, gross
margins should increase around 40 bp, mostly due to the other
revenues, which carry higher margins.

Urbi expects EBITDA and net revenue margins to remain at
26.5% and 15.3% by 2011. The company forecasts net
revenue to grow at 16% from 2008 to 2011. Debt should
increase by no more of M$500 million by year. Days accounts
receivable are expected to remain stable at around 135 days.

New initiatives

Management reiterated a bullish expansion plan, which aims to
double net income over the next five years. This plan comes
within the context of the government’s housing plan to offer six
million mortgages in the next six years ending in 2012. Urbi
commented on some new initiatives to deliver these results like
extending its client base without losing profitability (subsidies
and “Alternativa URBI"), building local partnerships, finding
new financing schemes (URBI-Solida), and developing
large-scale residential projects. We explore the
above-mentioned strategies in more detail in this report.

Extending its client base without losing profitability
Mortgages are the engine of growth for the industry, and
extending them to low income and informal workers will
become very important in the future. Urbi discussed two
strategies to do so without losing profitability: (1) using
subsidies to supplement mortgage loans to lower income
workers with or without Infonavit’s benefits, and (2) assisting
workers who receive informal wages and without credit history
secure a mortgage.

(1) Using subsidies to supplement mortgage loans to lower
income workers with or without Infonavit's benefits. On August
24, the Mexican government issued new rules to offer
subsidies to lower income workers with or without Infonavit's
benefits. Using these subsidies, Urbi foresees to expand the
number of people that can get a home. For example, a
registered worker with Infonavit who earns two times the
minimum salary and an unregistered worker with proven
remuneration of five times the minimum salary can receive a
subsidy up to M$50,731 from the federal government. This
amount will complement the worker’s mortgage and, if it is the
case, Infonavit’'s home savings account, increasing his
affordability. With this program, clients can acquire a home of
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up to M$227,000 without further authorization, but this amount
can increase up to M$335,122. More than 60% of the market
falls into this category, so there is significant potential to
increase the number of people that can buy homes this way.

(2) Assisting workers who receive informal wages and without
credit history secure a mortgage. Given the size of the informal
economy in Mexico, a high percentage of workers receives
informal wages and therefore does not have proof of income or
credit history. In addition, many of these workers also do not
have savings for a down payment. “Alternativa Urbi” simplifies
the process of getting a mortgage for these workers by renting
a house with an option to buy it. If the worker pays six rents on
time, he will become subject of a mortgage loan. The
payments made, serve as a down payment as well. In a pilot
program, only 3% of clients did not pay rent on time and did not
qualify for the mortgage. For 2007, Urbi expects to sell houses
for M$2,000 million with this program.

Urbi plans to finance the accounts payable originated by this
scheme through securitizations. Therefore, Urbi diversifies the
risk of the worker not paying his rent and eventually not getting
the mortgage.

While all the homebuilders work with clients to secure a
mortgage, Urbi has been the first to come up with a strategy to
capitalize on it. When we initiated coverage, we mentioned
that partnerships between homebuilders and financial
institutions open the door for the builders to capitalize on the
value of their distribution networks. We think this places Urbi
on the leading edge of executing this strategy.

Local partnerships

Urbi is looking at different ways of growing its business. It looks
to incorporate local firms as licensees and real estate partners.
Licensees will use Urbi’s brand, IT platform, and expertise; and
have access to strategic alliances (i.e. suppliers). Urbi will
benefit from its partner’s know how of a local market, network,
and managerial talent. Urbi aims licensees to become
strategic business units in their regions. Real estate partners
give Urbi access to more land, and a network of relationships to
facilitate operations. Urbi launched these two initiatives in
October 2006. Of 683 firms registered, the company
interviewed the most interesting 77 prospects.

However, we reiterate these initiatives present challenges,
such as managing a diverse and fragmented business. There
are fewer opportunities for economies of scale and quality
assurance when your business is spread out among many
small business units. Nonetheless, we think UrbiNet gives Urbi
an advantage in being able to maintain operating control.



Morgan Stanley

New financing schemes (URBI-Solida)

In order to achieve its expansion plan, Urbis has advocated to
find more attractive financing schemes. The company is trying
to secure financing for individual urbanization or real estate
development projects. In this regard, in July 2007, Urbi and
Solida, from Grupo Financiero Banorte, signed an agreement
for two projects comprising 6,558 units in 50 hectares. Solida
will constitute a trust to finance the project, and Urbi will
develop it in a three-year period. Urbi will not be part of the
trust.

Again, Urbi sets itself in the leading edge of industry by finding
innovative ways to finance its growth. These kinds of programs
let the company concentrate on its core competencies as a real
estate developer, securing attractive finance schemes that limit
debt financing. Urbi plans to replicate this scheme in other
projects.

Valle Las Palmas

A key element for Urbi to achieve its expansion plans is
developing large-scale residential projects or “macro-projects”.
In 2007, the company started “Valle Las Palmas” outside
Tijuana, a city close to the U.S. border. Given the economic
expansion in the region, Tijuana housing needs will not only
grow, but also require a more sustainable approach. “Valle Las
Palmas” covers both needs. The project will not only provide
environmentally friendly housing, but also infrastructure, and
industrial facilities to create a development cluster in the
region. The project is installed within the national, state, and
local urban development plans; and it coordinates the efforts of
federal and local governments and Urbi.

Urbi expects that one million people will live in “Valle Las
Palmas” by 2030. The project will have two sections
comprising 5,859 hectares of land, and the company is
currently working on section two where it plans to build 10,000
houses for lower income families. Urbi will help these families
securing a mortgage through “Alternativa Urbi“ or subsidies
schemes. Around 200 hectares of land in section 2 will be
devoted to industrial facilities, aiming to create 8,000 jobs.
Given its size, complexity, and attributes, “Valle Las Palmas”
will set a new benchmark for urban development in Mexico,
hence, securing Urbi’s leading role in shaping the real estate
industry.

Conavi

Carlos Gutierrez, the Director of the Conavi spoke about the
housing industry in Mexico and the plans and actions for the
years to come. Specifically, Mr. Gutierrez spoke about: (1)
housing within the national development plan; (2) the use of
subsidies to supplement the availability of mortgages.
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(1) Housing within the national development plan. The
Mexican government reiterated its commitment to make
housing a priority. The national development plan issued by
Felipe Calderon’s administration has given special importance
to the sector. Of note, the government will invest M$28,000
million in services and infrastructure projects to increase the
usable land for housing by at least 1 million houses. At the
same time, the government will focus on lower income
segments of the population (i.e. earning less than 3 times the
minimum salary, comprising about 15 million of families in
Mexico) to provide them with housing.

In addition, the National Information and Indicators System for
Housing is about to be launched. It will work along with the
national institute for statistics as a tool for defining terms of
housing, financing, loans, subsidies and savings. As well as
maintaining statistics on the housing sector. We think this is a
key development for developing the housing sector, given the
limited information available today.

(2) The expansion of the mortgage market. Facilitating access
to a mortgage to a growing number of families is one of the
most important challenges for the housing sector in Mexico.
Fovissste will continue offering co-financing products to
government workers. This year, Fovissste signed agreements
with Banamex and Scotiabank for this purpose. At the same
time, Infonavit is making efforts to offer products to
non-affiliated workers, employees with high rotation, and in
cyclical industries who cannot make regular payments.

(3) The use of subsidies to supplement the availability of
mortgages. As of today, 1.5 million families covered by
Infonavit and Fovisste cannot afford a mortgage. Furthermore,
there are six million families not covered by either Infonavit or
Fovisste. An upfront subsidy for these segments aims to
increase the number of households that can access a
mortgage. The subsidies will amount to M$3,892 million. This
will allow lower income workers to acquire a small loan plus a
subsidy that will be large enough to be economically feasible
for the homebuilders to construct. Sociedad Hipotecaria
Federal will manage these subsidies. Adding the subsidy to
previous family savings, and the mortgage loan, more than
M$19,000 will become available to acquire new houses.

Finally, Carlos Gutierrez mentioned that the goal of providing
790,000 houses in 2007 is on track, and 90,000 of this total will
be for lower income families. The goal for 2008 is expected to
be higher.
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Exhibit 2
URBI — Consolidated Income Statement
M$ Million 2001 2002 2003 2004 2005 2006 2007e 2008e
Revenues 3,534 4,109 5,233 6,576 8,194 10,056 12,468 15,399
Cost of Goods Sold 2,307 2,773 3,536 4,395 5,432 6,643 8,213 10,155
Gross Profit 1,227 1,336 1,697 2,180 2,762 3,413 4,255 5,243
Operating Expenses before D&A 363 414 530 615 712 864 1,059 1,328
Capitalized Interest 45 34 64 83 91 134 178 181
EBITDA 909 956 1,232 1,648 2,141 2,683 3,374 4,096
Depreciation 25 29 36 40 45 99 161 171
Operating Profit 839 893 1,132 1,525 2,005 2,450 3,035 3,744
Integral Cost of Financing 218 132 168 152 341 342 380 280
Interest Paid 292 201 211 249 372 370 501 423
Interest Earned 17 15 11 47 48 104 113 115
FX Gain / (Loss) 3 (15) (15) 3 1 (15) 10 23
Monetary Gain / (Loss) 54 69 48 47 (18) (60) 3) 5
Other income / (expenses) 2 8 (6) 16 28 13 35 15
Pre-tax Profit 623 769 958 1,389 1,691 2,121 2,689 3,480
Taxes 268 306 345 368 517 609 793 1,044
Net Income 355 463 612 1,021 1,175 1,512 1,896 2,436
Shares Outstanding (million) 895 895 873 896 896 896 896 896
EPS (M$) 0.40 0.52 0.69 1.19 1.31 1.69 2.12 2.72
EPS (US$) 0.04 0.05 0.06 0.10 0.12 0.15 0.19 0.24
Profitability
Gross Margin 34.7% 32.5% 32.4% 33.2% 33.7% 33.9% 34.1% 34.1%
Gross Margin (adjusted) 36.0% 33.4% 33.7% 34.4% 34.8% 35.3% 35.6% 35.2%
EBITDA Margin 25.7% 23.3% 23.5% 25.1% 26.1% 26.7% 27.1% 26.6%
Operating Margin 23.8% 21.7% 21.6% 23.2% 24.5% 24.4% 24.3% 24.3%
Operating Margin (adjusted) 25.0% 22.6% 22.9% 24.5% 25.6% 25.7% 25.8% 25.5%
Net Margin 10.0% 11.3% 11.7% 15.5% 14.3% 15.0% 15.2% 15.8%
ROE 26.6% 26.7% 27.2% 25.3% 19.0% 19.5% 20.0% 21.0%
ROA 8.9% 9.7% 9.7% 11.4% 10.4% 10.2% 10.1% 10.9%
ROIC 22.9% 18.8% 21.9% 20.0% 21.4% 20.1% 20.9% 19.9%

Note: Gross margin adjusted is for capitalized interest. Source: Company data, Morgan Stanley Research Estimates
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Exhibit 3
URBI — Consolidated Balance Sheet
M$ Million 2001 2002 2003 2004 2005 2006 2007e 2008e
Total Assets 4,364 4,947 7,544 10,010 12,167 17,119 19,986 23,893
Current Assets 4,205 4,716 7,198 9,620 11,728 16,351 19,269 23,074
Cash & Investments 325 401 403 1,058 1,817 2,352 2,579 2,447
Accounts Receivable 901 1,034 1,445 2,713 2,998 4,974 6,559 8,100
Other Accounts Receivable 86 111 115 130 374 264 - -
Inventories 2,747 2,995 5,024 5,512 6,327 8,573 9,901 12,242
Due from Related Parties 147 175 211 207 211 188 230 285
Long Term Assets 159 231 346 390 440 768 717 818
Accounts Receivable 31 56 66 68 41 75 - -
Buildings and Equipment 125 171 269 313 372 514 547 625
Other Assets 2 4 11 9 26 179 170 194
Total Liabilities 2,888 3,037 5,025 4,605 5,409 8,629 9,795 11,281
Short-term Liabilities 1,628 1,222 2,189 1,912 1,645 3,661 4,770 5,680
Accounts Payable 545 590 1,098 749 1,004 2,712 3,150 3,951
Bank Loans 893 438 830 459 303 581 1,049 1,085
Current Portion of Long-Term Bank Loans 74 52 92 437 159 124 253 262
Taxes and Other Accounts Payable 106 136 168 267 178 244 318 382
Due to Related Parties 9 5 1 - - - - -
Long-term Liabilities 1,260 1,816 2,837 2,693 3,764 4,968 5,025 5,601
Bank Loans 149 511 1,169 751 1,460 2,061 1,923 1,990
Deferred Taxes 966 1,140 1,467 1,764 2,201 2,549 3,101 3,610
Other Liabilities - - 1 1 1 75 1 1
Accounts Payable 145 165 200 177 102 283 - -
Stockholders' Equity 1,476 1,910 2,519 5,406 6,758 8,490 10,191 12,612
Total Liabilities and Stockholders' Equity 4,364 4,947 7,544 10,010 12,167 17,119 19,986 23,893

Source: Company data, Morgan Stanley Research Estimates
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Exhibit 4

URBI — Consolidated Cash Flow Statement

M$ Million

2001 2002 2003 2004 2005 2006 2007e 2008e

Operating Activities:
Consolidated Net Income 355 463 613 1,104 1,175 1,512 1,896 2,436
ltems that did not require resources: 285 293 363 308 423 432 544 574
Depreciation 25 29 36 40 45 99 161 171
Deferred taxes 260 264 328 268 378 259 460 403
Other obligations - - 0 0 0) 74 77) 0)
Changes in current assets and liabilities (508) (430) (1,868) (1,947) (1,061) (2,006) (2,072) (2,635)
Accounts receivable (206) 127) (384) (1,210) (423) (1,913) (1,037) (1,334)
Inventories and land held for future constructi (546) (261) (1,979) (304) (693) (2,027) (1,110) (2,000)
Accounts payable 109 27 502 (353) 150 1,844 47 692
Other current assets and liabilities (24) 2 (21) 14 3 32 (36) (46)
Taxes and Other Accounts Payable 158 (67) 15 (94) (97) 59 65 53
Total 131 326 (892) (535) 537 (62) 368 375

Investing Activities:

Investment in property and equipment (35) (67) 127) (62) (94) (225) (176) (230)
Total (35) (67) (127) (62) (94) (225) (176) (230)
Free Cash Flow 96 260 (1,019) (596) 444 (287) 192 145
Financing Activities:

Notes payable to financial institutions 0 (202) 1,038 (531) 221 765 359 -

Repurchase/Sales of own stock/Dividends - - (33) 1,762 59 17) (410) (365)
Total 0 (202) 1,005 1,231 279 748 (51) (365)
Total Change in Cash & Equivalents 97 57 (14) 634 723 462 142 (221)

Source: Company data, Morgan Stanley Research Estimates
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Exhibit 5
URBI — Key Projection Ratios (1)

2000 2001 2002 2003 2004 2005 2006 2007e 2008e
Summary Financials (M$ MM)
Revenues 2,791 3,534 4,109 5,233 6,576 8,194 10,056 12,468 15,399
Gross Profit 962 1,227 1,336 1,697 2,180 2,762 3,413 4,255 5,243
EBITDA 719 909 956 1,232 1,648 2,141 2,683 3,374 4,096
Operating Profit 653 839 893 1,132 1,525 2,005 2,450 3,035 3,744
NOPLAT 537 688 663 1,035 1,371 1,826 2,098 2,702 3,131
Net Income 273 355 463 612 1,021 1,175 1,512 1,896 2,436
EPS (M$) 0.31 0.40 0.52 0.69 1.19 1.31 1.69 2.12 2.72
CEPS (M$) 0.40 0.56 0.61 0.99 1.44 1.80 2.16 2.81 3.35
Assets 3,438 4,364 4,947 7,544 10,010 12,167 17,119 19,986 23,893
Net Debt 773 791 600 1,688 589 106 414 646 889
Shareholders' Equity 1,142 1,476 1,910 2,519 5,406 6,758 8,490 10,191 12,612
Invested Capital 2,669 3,234 3,649 5,673 7,758 9,065 11,453 13,938 17,112
Real Growth Rates
Rewvenues 25% 21% 10% 22% 19% 21% 18% 20% 19%
EBITDA 20% 21% 0% 24% 27% 26% 20% 21% 17%
NOPLAT 12% 23% -9% 50% 26% 29% 10% 24% 12%
Net Income -13% 24% 23% 27% 58% 11% 24% 21% 24%
EPS -15% 24% 23% 28% 64% 7% 24% 21% 24%
CEPS 12% 34% 1% 57% 38% 21% 15% 26% 15%
Profitability
Gross Margin 34.5% 34.7% 32.5% 32.4% 33.2% 33.7% 33.9% 34.1% 34.1%
Gross Margin (ajdusted) 36.1% 36.0% 33.4% 33.7% 34.4% 34.8% 35.3% 35.6% 35.2%
EBITDA Margin 25.8% 25.7% 23.3% 23.5% 25.1% 26.1% 26.7% 27.1% 26.6%
Operating Margin 23.4% 23.8% 21.7% 21.6% 23.2% 24.5% 24.4% 24.3% 24.3%
Operating Margin (adjusted) 25.1% 25.0% 22.6% 22.9% 24.5% 25.6% 25.7% 25.8% 25.5%
NOPLAT Margin 19.2% 19.5% 16.1% 19.8% 20.8% 22.3% 20.9% 21.7% 20.3%
Net Margin 9.8% 10.0% 11.3% 11.7% 15.5% 14.3% 15.0% 15.2% 15.8%
ROE 19.8% 26.6% 26.7% 27.2% 25.3% 19.0% 19.5% 20.0% 21.0%
ROA 8.6% 8.9% 9.7% 9.7% 11.4% 10.4% 10.2% 10.1% 10.9%
ROIC 21.2% 22.9% 18.8% 21.9% 20.0% 21.4% 20.1% 20.9% 19.9%
Working Capital
Days Accounts Receivable 102 105 115 113 123 145 152 170 177
Days Inventory 441 434 382 410 448 402 402 428 406
Days Accounts Payable 97 109 90 105 101 72 80 128 131
Cash Cycle Days 446 431 406 418 471 475 473 470 452
Working Capital as % of Sales 87% 84% 90% 92% 100% 101% 100% 101% 98%
Changes in WC as % of Sales 11% 15% 4% 34% 26% 11% 19% 14% 17%

Note: Gross margin adjusted is for capitalized interest. Source: Company data, Morgan Stanley Research Estimates
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Exhibit 6
URBI — Key Projection Ratios (2)
2000 2001 2002 2003 2004 2005 2006 2007e 2008e
Liquidity, Debt & Capital
Current Ratio 2.6 2.6 3.9 3.3 5.0 7.1 4.5 4.0 4.1
Quick Ratio 0.8 0.8 1.3 0.9 2.0 3.2 2.1 1.9 1.9
Debt / Equity 86.8% 75.6% 52.4% 83.0% 30.5% 28.5% 32.6% 31.7% 26.5%
Net Debt / Equity 67.6% 53.6% 31.4% 67.0% 10.9% 1.6% 4.9% 6.3% 7.0%
Interest Coverage 2.3 2.7 4.1 4.5 5.0 4.6 5.3 5.0 6.8
Assets / Equity 3.0 3.0 2.6 3.0 1.9 1.8 2.0 2.0 1.9
Sales / Equity 2.4 2.4 2.3 2.2 1.5 1.3 1.3 1.3 1.3
Units Sold
Affordable Entry Level 13,750 14,292 15,127 15,463 15,614 17,272 20,345 18,545 28,590
Lower Middle Income 785 1,580 2,190 3,052 3,236 4,510 5,597 6,008 7,901
Middle Income and Residential 101 186 394 1,556 2,941 3,087 3,338 3,152 4,313
TOTAL 14,636 16,058 17,711 20,071 21,791 24,869 29,280 27,705 40,804
Yr/Yr Growth 19% 10% 10% 13% 9% 14% 18% -5% 47%
Average Selling Prices
Affordable Entry Level 181 201 201 202 217 237 250 266 277
Lower Middle Income 310 328 367 368 395 432 453 473 501
Middle Income and Residential 634 691 664 636 651 695 730 764 811
TOTAL (unweighted) 191 219 232 261 302 329 343 370 377
Yr/Yr Real Growth (unweighted) 5% 10% 0% 8% 10% 6% 0% 4% -1%
Yr/Yr Real Growth (weighted average) 3% 6% -4% -4% 1% 6% 1% 2% 1%
Other
Effective Tax Rate 44% 43% 40% 36% 26% 31% 29% 30% 30%
Cash Tax Rate 13% 14% 24% 7% 11% 8% 16% 12% 18%
Operating Expenses as % of Sales 11.1% 11.0% 10.8% 10.8% 10.0% 9.2% 9.6% 9.8% 9.7%
Operating Expenses ex-D&A as % of Sales 10.4% 10.3% 10.1% 10.1% 9.4% 8.7% 8.6% 8.5% 8.6%
Operating Expenses Per Unit Sold (M$ 000s) 21.11 24.14 25.01 28.17 30.06 30.45 32.89 44.04 36.75
Deferred Taxes as % of Inv+ AR 27% 28% 27% 23% 22% 23% 20% 19% 18%
Deferred Taxes as % of Invested Capital 28% 30% 31% 26% 23% 24% 22% 22% 21%
Macro Assumptions
Inflation - CPI (EoP) 9.0% 4.4% 5.7% 4.0% 5.2% 3.3% 4.1% 3.6% 3.4%
Interest Rates - TIIE Rate (EoP) 18.4% 7.9% 8.5% 6.3% 9.0% 8.6% 7.4% 7.3% 6.5%
Exchange Rate (EoP) 9.61 9.16 10.46 11.24 11.15 10.64 10.83 11.00 11.10
GDP Real Growth (Year-End) 6.9% -0.3% 0.7% 1.3% 4.4% 3.0% 4.8% 3.3% 3.6%

Source: Company data, Morgan Stanley Research Estimates
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Valuation. Our valuation work for the homebuilders is based
on discounted cash flow analysis and economic profit models.
Our target prices are based on the average fair value implied
by our discounted cash flow and economic profit valuation
models. In our analysis, we use weighted average cost of
capital of 10.2% for Urbi and a long-term growth rate of 3%.

Risks. Among other, the risks we see for this company and the
industry are that Mortgage flow for low-income housing
depends almost entirely on three government-sponsored/
mandated housing entities — Infonavit, Sociedad Hipotecaria
Federal, and Fovissste — which supply 80—90% of the total
mortgages in Mexico every year. Given that the key driver of
housing volumes is the flow of mortgages, delays or shortfalls
in any of these agencies’ mortgage programs normally result in
lower revenues and profitability for the homebuilders.

Also, we consider the uncertainty in the region’s economic
climate as the key long-term investment concern related to
Latin American homebuilders. In the past, economic instability
has resulted in great share price volatility. A scenario of
economic contraction, inflation, and currency devaluation could
have a significant negative impact on our outlook for the
homebuilders.

Industry View: Attractive. Growth stories are difficult to find
today, and we think homebuilding and mortgage lending are
the most powerful secular growth stories in Mexico today.
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients
uncover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating

O e a re leases (where their use is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a more complete view of how a company generates earnings.

Disclosure Section

The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (collectively, "Morgan Stanley").

Analyst Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this
report: Jorge Kuri.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy
This research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies
As of July 31, 2007, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in this
report: Corporacion GEO, Desarrolladora Homex, Urbi Desarrollos Urbanos.

In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from Corporacion GEO,
Desarrolladora Homex, Urbi Desarrollos Urbanos.

Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client
relationship with, the following companies covered in this report: Corporacion GEO, Desarrolladora Homex, Urbi Desarrollos Urbanos.

The research analysts, strategists, or research associates principally responsible for the preparation of this research report have received
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and
overall investment banking revenues.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example, Morgan
Stanley uses a relative rating system including terms such as Overweight, Equal-weight or Underweight (see definitions below). A rating system using
terms such as buy, hold and sell is not equivalent to our rating system. Investors should carefully read the definitions of all ratings used in each
research report. In addition, since the research report contains more complete information concerning the analyst's views, investors should carefully
read the entire research report and not infer its contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as
investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings)
and other considerations.

Global Stock Ratings Distribution
(as of August 31, 2007)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside
our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover.
Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we
correspond Equal-weight and Underweight to hold and sell recommendations, respectively.
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Coverage Universe  Investment Banking Clients (IBC)
% of Total % of Rating

Stock Rating Category Count % of Total Count IBC Category
Overweight/Buy 934 41% 321 43% 34%
Equal-weight/Hold 1015 44% 328 44% 32%
Underweight/Sell 333 15% 92 12% 28%
Total 2,282 741

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan
Stanley or an affiliate received investment banking compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis
over the next 12-18 months.

Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted
basis over the next 12-18 months.

Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis,
over the next 12-18 months.

More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a

guantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared
with the past three years. Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We note
that securities that we do not currently consider "more volatile" can still perform in that manner.

Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months.

Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant broad market benchmark, as indicated below.

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your
local investment representative. You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research
Management), New York, NY, 10036 USA.
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Stock Price, Price Target and Rating History (See Rating Definitions)
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Other Important Disclosures

Morgan Stanley produces a research product called a "Trade Idea." Views contained in a "Trade Idea" on a particular stock may be contrary to the recommendations or
views expressed in this or other research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all
research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com.

For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, please
refer to the latest relevant published research on these stocks.

This report does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of persons
who receive it. The securities discussed in this report may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate particular
investments and strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an
investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, and certain
investors may not be eligible to purchase or participate in some or all of them.

This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular trading strategy. The "Important US
Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this report where Morgan Stanley owns 1% or more of a class of common securities
of the companies. For all other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives of securities of
companies mentioned in this report, and may trade them in ways different from those discussed in this report. Employees of Morgan Stanley not involved in the preparation
of this report may have investments in securities or derivatives of securities of companies mentioned in this report, and may trade them in ways different from those
discussed in this report. Derivatives may be issued by Morgan Stanley or associated persons.

Morgan Stanley and its affiliate companies do business that relates to companies covered in its research reports, including market making and specialized trading, risk
arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to
and buys from customers the securities/instruments of companies covered in its research reports on a principal basis.

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Morgan Stanley
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when
opinions or information in this report change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in this report
have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses for
such visits.

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or
financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in your securities transactions. Past performance
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is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover
page provides the closing price on the primary exchange for the subject company's securities.

To our readers in Taiwan: Information on securities that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited (“MSTL"). Such information is for your reference
only. The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. This publication may not be distributed to the
public media or quoted or used by the public media without the express written consent of Morgan Stanley. Information on securities that do not trade in Taiwan is for
informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities. MSTL may not execute transactions for clients in
these securities.

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated
activities in Hong Kong. If you have any queries concerning this publication, please contact our Hong Kong sales representatives.

This publication is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its
contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd
(Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia by Morgan Stanley Australia
Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co
International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has approved of, and has
agreed to take responsibility for, the contents of this publication in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main, regulated by Bundesanstalt fuer
Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets
Commission (CNMV) and states that this document has been written and distributed in accordance with the rules of conduct applicable to financial research as established
under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents. Morgan Stanley & Co. International plc,
authorized and regulated by Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the
Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. Private U.K. investors should obtain the advice of their Morgan Stanley
& Co. International plc representative about the investments concerned. In Australia, this report, and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties or representations of any
kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data. The Global
Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form.
Additional information on recommended securities is available on request.
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Company (Ticker) Rating (as of) Price (09/03/2007)
Jorge Kuri

Consorcio ARA (ARA.MX) E (05/17/2006) M$16.81
Corporacion GEO (GEOB.MX) O (09/10/2004) M$57.99
Desarrolladora Homex (HXM.N) O (08/30/2005) US$55.1
Urbi Desarrollos Urbanos O (09/10/2004) M$42.26
(URBI.MX)
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