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Except where otherwise noted, all dollar amounts in this report are stated in United States dollars.



Chairman’s Message

Methanex has delivered another year of solid perfor-
mance and excellent results. The quality of our strategic assets in Chile and
Trinidad allowed us to achieve a 22% return on equity in 2003, in spite of the
signifcant operating challenges caused by the loss of 60% of our production
capability in New Zealand.

Our shareholders benefted from this good performance with a total return of
over 40%’ during the past year. We continued with our long-standing commit-
ment to return excess cash to our shareholders by distributing close to $150
million in 2003. Over the past four years, nearly half of the more than $1 billion
of cash fows from operations has been distributed to shareholders in the form
of dividends and share repurchases. This has been accomplished without
compromising Fnancial Fexibility or our ability to execute strategic projects.

Animportant event in 2003 was the resolution of the uncertainty surrounding
NOVA Chemical’s signifcant 37% shareholding in Methanex. We were pleased
to participate in this transaction by purchasing nine million of the 47 million
shares offered by NOVA at $9.85 per share. This share repurchase represented
an excellent investment on its own merits, and the overall transaction has
benefted our shareholders by not only reducing the number of common
shares outstanding but also by improving the liquidity of our stock. At year
end, our shares had appreciated by 14% from the time of the transaction.

The exit of our largest shareholder marked a signifcant transition for
Methanex. Throughout its ten years as a major shareholder, NOVA was
a strong supporter both of the Methanex management team and of our
strategy. Their representation on our Board of Directors also added great
value, not only to the strategic debates, but to overall sound governance. The
principles of open and complete disclosure, the commitment to a Responsible
Care ethic and the focus on strategy and succession planning were very much
infuenced by NOVA'’s presence on our Board.

'Measured as share price appreciation plus dividends in US dollars.



Following this transaction, we began a process of Board renewal and orderly
transition at the senior management team level. We were pleased that Terry
Poole of NOVA agreed to rejoin our Board as an independent director. We were
equally pleased to attract Monica Sloan and John Reid as new directors.

At the request of the Board, | agreed to take on the role of Chairman and Chief
Executive Offcer. At the same time, Bruce Aitken was promoted to President
and Chief Operating Offcer. To recognize the importance of corporate
governance processes, the Board has addressed the combination of Chairman
and CEQ in several ways, including the appointment of David Morton as Lead
Independent Director. We believe that these new appointments provide
stability and continuity for the leadership of our Company.

Methanex is known as a company with great transparency and good gover-
nance standards, and we are supportive of the trends in Canada and the United
States to improve governance. As the new Chairman of Methanex, | make the
commitment to our shareholders that we will continue with our track record
of good governance. In everything we do — including market positioning, cost
structure, Responsible Care and people management practices — we strive for
the same high standards as other top performers. We have the same objective
in terms of corporate governance and we are confdent that you will see, in our
disclosure documents, the progress we continue to make in this regard.

This annual report marks the frst time that we are presenting both a
Chairman’s and President’s message to our shareholders. As you read the
comments from our President and COO, Bruce Aitken, you will see that our
strategy remains clear and focused and it continues to deliver value for
our shareholders.

U Ot

Pierre Choquette
Chairman and Chief Executive Offcer
March 5,2004



President’s Message

Almost a decade ago, Methanex developed a very simple
and focused strategy based on three elements — low cost, global industry lead-
ership and operational excellence. Our vision was to create a global network
of effcient, low cost methanol production facilities to underpin our position as
the preferred supplier of methanol to all of the major global markets. It is very
satisfying to see this vision creating excellent returns for shareholders. Our
asset positioning and operational focus are producing outstanding results,
and with new plants due to begin production over the next 12 months we are
looking forward to another “step change” in the quality of our Company.

Over the past four years we have enjoyed strong operating results, generating
total income before unusual items of more than $500 million and cash fows
from operations of $1.1 billion. During this period, we have reinvested nearly
$500 million in our global assets, distributed over $450 million to shareholders
and delivered approximately 300 percent share price appreciation and a total
return of more than 350 percent.

These results are impressive, and we believe we are well positioned to continue
delivering strong results in the coming years as we leverage favourable supply
and demand fundamentals with the addition of two new increments of low
cost capacity, currently under construction in Trinidad and Chile.

2003 - Year in Review

As we entered 2003 we faced a major challenge. We lost nearly one-quarter
of our global production capability as a result of a contractual process that
left us with signifcantly reduced natural gas entitlements from the Maui gas
Teld offshore New Zealand. In response, we capitalized on the Fexibility of our
global supply chain to service our customers in Asia Pacifc. This lost produc-
tion also tightened the industry supply and demand balance and contributed
to higher methanol pricing throughout the year. The average realized price for
2003 was $220 per tonne compared to $155 per tonne in 2002.

Net income for 2003 was $187 million before unusual items. We generated cash
Tows from operating activities before changes in non-cash working capital of
$330 million and once again, we closed the year with strong liquidity — our
cash balances were close to $300 million.



Low Cost

An integral part of our global strategy is an ongoing focus on reducing our cost
structure. 2003 saw us take several steps, through both capital projects and
acquisitions, to further our cost goals.

In Trinidad, the construction of the 1.7 million tonne per year Atlas methanol
facility is well advanced. Atlas is a Methanex/BP joint venture in which we
own 63.1 percent. The plant is expected to start up in the second quarter
of 2004.

Last year, we indicated that we were examining the merits of increasing our
interest in the Titan methanol facility in Trinidad in which we had a ten percent
ownership stake. In May, we acquired the remaining 90 percent interest in the
850,000 tonne per year plant by exercising a previously negotiated fxed-
price option. Titan, which came on-stream in 2000, is supplied by a long-term
natural gas contract and is located next to our Atlas methanol facility.

Together, Titan and Atlas will provide us with the benefts of a strategically
located low cost hub and Fexibility for our global supply chain, including the
ability to supply the North American and Western European methanol
markets on a duty-free basis.

In Chile, construction continues on our fourth unit — Chile IV — an 840,000
tonne per year expansion that will bring our total production capability in
the country to nearly four million tonnes, or approximately 12 percent of the
global market for methanol. We expect to have product available from this
new plant in the Frst quarter of 2005.

Global Industry Leadership
Our efforts in the area of global industry leadership during 2003 are best
described using one word: fexibility.

Our Global Marketing and Logistics team faced a considerable challenge as
a result of reduced production from our New Zealand assets. Yet the team
successfully reconfgured our supply chain to maintain deliveries to our global
customers, particularly those in the Asia Pacifc region. We also implemented



an initiative to bring greater transparency to methanol pricing by listing
monthly prices in all regions. This initiative has led to improved pricing stabil-
ity, a factor that is valued by all participants in the industry.

We restructured our arrangements at our Kitimat, British Columbia site to
allow for future operating fexibility for this higher cost methanol facility.
Going forward, the Kitimat facility offers valuable swing capacity to supple-
ment our low cost methanol production hubs.

In December 2003, Methanex acquired all of Terra Industries’ methanol
customer contracts for its 700,000 tonne per year methanol facility in
Beaumont, Texas. As part of this transaction —and similar to a deal announced
with Lyondell in 2002 — we acquired production rights to the facility, giving our
global supply chain valuable Fexibility as we bring two important increments
of low cost capacity in Trinidad and Chile to market over the next year.

Operational Excellence

Our focus on operational excellence helps set us apart from our competitors.
Whether it is outstanding operating results,acommitment to Responsible Care
and employee health and safety or prudent fnancial management, Methanex
aims to be the methanol industry leader.

In 2003, we operated our plants at 93 percent of available capacity. These
results are impressive in an industry that has not exceeded 85 percent capacity
utilization, on an annual basis, over the past 15 years.

Under the umbrella of Responsible Care, our employees in manufacturing
have once again delivered record performance in terms of minimizing lost-
time incidents and recordable injury frequency.



In terms of fnancial management, 2003 was also a year of achievement.
In the second half of 2002, in an effort to further enhance our long-standing
commitment to improving shareholder value, we introduced a regular
quarterly dividend of US$0.05 per share — the frst dividend in the Company’s
history. By February 2003, we were in a position to pay a special dividend of
US$0.25 per share, and in September 2003, our regular quarterly dividend was
increased by 20 percent.

Today, as a result of a number of initiatives designed to create fnancial
Texibility, Methanex enjoys a strong balance sheet — one that provides us
with the capacity to complete our capital spending programs, pursue new
opportunities to enhance our strategic position in methanol and continue to
deliver on our commitment to returning excess cash to shareholders.

Looking Ahead
The year ahead brings with it a new set of challenges and opportunities.

In September 2003, Methanex made the decision to not proceed with the con-
struction of a new methanol plant in Western Australia as capital costs for the
project escalated to an unacceptable level — one that did not deliver adequate
returns for our shareholders. However, we are committed to our customers in
the rapidly growing Asia Pacifc marketplace and are working hard to develop
longer-term supply options for this region. Our disciplined approach to capital
investment will continue as we evaluate and pursue these options.

MTBE, an important methanol derivative, has been an ongoing issue for
the methanol industry over the last several years and continues to face an
uncertain future in the United States. We are working hard to explain the
facts about this important fuel additive, including the signifcant amount
of positive scientifc evidence that has repeatedly supported MTBE’s role in
reducing emissions and contributing to cleaner air. Ironically, while the United
States seems focused on eliminating MTBE, much of the rest of the world is
increasing consumption of this valuable, clean-burning gasoline component.
We will continue to promote the merits of MTBE on a global basis.



With improving global economic conditions, limited net new methanol supply
over the next couple of years and the possibility of a sustained high natural
gas price environment in North America, we remain optimistic about the
supply and demand fundamentals for our industry.

In the coming 12 months, we look forward to making the next “step change”
in the quality of our asset base. By this time next year, Methanex will have
the capability to produce nearly six million tonnes of low cost capacity from
our production hubs in Chile and Trinidad alone — and this is expected to
signifcantly improve our cash fow generation.

Over the ten years that | have been with Methanex, | have seen our Company
grow into the industry leader that it is today. In my new role, | look forward to
our continued evolution as the world leader in methanol.

On behalf of all of our employees, | thank you for your ongoing support.

W i

Bruce Aitken
President & Chief Operating Offcer
March 5,2004



Executive Leadership Team




2003 Corporate Events Review

FEBRUARY

Following an independent expert’s fnal determination of the “economically recoverable”
Maui natural gas reserves offshore New Zealand, we lost substantially all of our remaining
contractual entitlements from the feld — an event that limited 2003 production from our
New Zealand facilities to roughly 40% of capacity.

As part of our long-standing commitment to return excess cash to shareholders, we paid a
special dividend to shareholders of $0.25 per share.

MAY

Through a previously negotiated fxed-price option, we acquired the remaining 90% of the
low cost, 850,000 tonne per year Titan methanol plant in Trinidad that we did not already
own —combined with the 1.7 million tonne per year Atlas facility currently under construction,
this establishes a production hub in this strategic location.

JUNE

NOVA Chemicals exited as our largest shareholder by selling 37.9 million Methanex
shares through a secondary offering at $9.85 per share. We participated in NOVA's exit by
repurchasing nine million shares from NOVA at the same price.

JULY

We improved future operating fexibility at our Kitimat methanol plant by acquiring the
ammonia production assets of our site partner, Pacifc Ammonia Inc.

SEPTEMBER

We began a process of Board renewal and were pleased to attract three new independent
members to our Board — A. Terence Poole, Monica Sloan and John Reid.

Pierre Choquette assumed the role of Chairman of the Board in addition to his responsibilities
as CEO and Bruce Aitken was promoted to President and COO.

Refecting steady progress against our strategic goals and our confdence in the sustainability
of improvements in the quality of our business, we increased our regular quarterly dividend
to shareholders by 20%.

We decided to not proceed with construction of a proposed 1.3 million tonne per year methanol
plant in Western Australia as capital costs for the project escalated to an unacceptable level.

NOVEMBER

We wrote down the carrying value ($130 million) of our production assets in New Zealand and
Alberta to refect the changed economics for natural gas in both regions.

DECEMBER

We improved fnancial fexibility by amending a restricted payments covenant on our 2005
bonds — the amendment effectively improves our ability to make future distributions to
shareholders.

We fnalized a $250 million three-year revolving credit facility with a syndicate of banks to
replace the expiring facility.

We gained additional production fexibility by acquiring the methanol customer contracts
and certain production rights related to Terra Industries’ 700,000 tonne per year methanol
plant in Beaumont, Texas.



2003 Financial Highlights

(thousands $US) 2003 2002
Revenue 1,394,450 1,008,792
Cost of sales and operating expenses (1,002,853) (739,156)
Depreciation and amortization (95,107) (111,289)
Interest expense (38,815) (28,972)
Interest and other income 13,843 10,365
Unusual items! (179,185) (88,415)
Income tax expense (84,825) (24,911)
NET INCOME 7,508 26,414
Add non-cash items:
Depreciation and amortization 95,107 111,289
Future income taxes 45,239 8,446
Non-cash unusual items! 169,398 88,415
Other 13,158 10,030
CASH FLOWS FROM OPERATING ACTIVITIES? 330,410 244,594
Increase (decrease) in cash and cash equivalents (133,524) 89,258
Cash and cash equivalents, end of year 287,863 421,387
Operating income 296,490 158,347
EBITDA® 391,597 269,636
2003 Q4 [0k} Q2 Q1 2002
Sales Volumes (thousands of tonnes)
Produced product 4,933 1,328 1,200 1,211 1,194 5,686
Purchased product 1,392 399 350 332 311 809
Commission sales* 254 — — 55 199 725
6,579 1,727 1,550 1,598 1,704 7,220
Average Realized Methanol Price
$/tonne 220 204 216 240 223 155
$/gallon 0.66 0.61 0.65 0.72 0.67 0.47
Per Share Information
Net income (loss) 0.06 (0.92) (0.06) 0.39 0.60 0.21
Adjusted net income® 1.52 0.24 0.27 0.39 0.60 0.89
Cash flows from operating activities? 2.69 0.53 0.58 0.68 0.89 1.93
Sales Volumes and Production (thousands of tonnes) Average Realized Methanol Price Adjusted Net Income (Loss)® and Cash Flows per Share®
Sales ® Prod m $/gallon $/tonne NI m CFm
1994 4874 3,622 1994 087 288 1994 220 275
1995 5321 4,006 1995 067 222 1995 114  1.89
1996 6,137 4,455 1996 045 149 1996 045 114
1997 6903 5092 1997 056 187 1997 110 199
1998 6,011 4,690 1998 036 120 1998 (0.39) 027
1999 6,593 5343 1999 032 105 1999 (0.47)  0.09
2000 6,771 6,007 2000 0.48 160 2000 085 174
2001 7,390 5361 2001 0.52 172 2001 053 142
2002 7,220 5691 2002 047 155 2002 089 193
2003 6,579 4,698 2003 0.66 220 2003 152 269
0 0

o w

Unusual items include the New Zealand and Medicine Hat, Alberta asset impairment charges (2003), write-off of plant and equipment under development (2003),
Fortier asset restructuring charge (2002) and site restoration adjustment (2002).

Before changes in non-cash working capital and the utilization of prepaid natural gas.

For a reconciliation of cash flows from operating activities to EBITDA refer to “Supplemental Non-GAAP Measures” on page 41.
Effective May 1, 2003, we acquired the remaining interest in the 850,000 tonne per year Titan methanol facility (“Titan”). Prior to May 1, 2003, we had a 10% interest
in Titan and marketed its entire production on a commission basis.

Excludes unusual items as described in the Factbook at the end of this annual report.

Cash flows from operating activities? divided by the weighted average number of common shares outstanding.

Refer to the Factbook at the end of this annual report for additional financial highlights and other information about Methanex and the methanol industry.
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The methanol industry experienced balanced to
tight market conditions and strong pricing in 2003.
What impact will the new capacity increments
expected for 2004 in Trinidad, Iran and China have
on the global supply/demand balance?

Bob Hastings ‘ Raymond James, Vancouver‘

Looking ahead, we are optimistic that the favourable methanol market conditions enjoyed
throughout 2003 will continue in 2004. We expect that the impact of planned new capacity
additions is likely to be largely offset by further shut-downs of high cost North American
production and growth in global methanol demand.

Early in 2004, stronger demand (particularly in Asia), higher North American natural
gas prices and low global inventories combined to create a tightening of market conditions
and higher methanol prices.

We expect that the 1.7 million tonne per year Atlas methanol facility in Trinidad — owned
63.1 percent by Methanex — will be the frst increment of new production this year. NPC in
Iran is also planning for new capacity and our expectation is for this facility to commence
production during the second half of 2004. Estimating new capacity additions in China is
diffcult, but we expect the impact of new additions in 2004 to be minimal. The combina-
tion of small scale and remote inland locations contribute to a relatively high cost to serve
the major Chinese coastal markets.

As the methanol industry leader, we have taken several steps designed to provide our
global supply chain with valuable Fexibility both in the current tight market and as new
capacity is brought to market in 2004. During this year, we hold certain production rights
for the methanol plants owned by Lyondell and Terra Industries in Texas — these facilities
have a combined annual capacity of 1.5 million tonnes.

On the demand side, if you assume that global demand for methanol grows at historic
rates, then our industry would need to add close to one million tonnes of new capacity per
year just to keep pace with new demand.

11



Sam Kanes

Many industries, including methanol, recognize the potential of the large and emerging
Chinese market. As the country continues to develop and further emerges as a manufac-
turing centre for the world, there will be ongoing investment in infrastructure, a growing
demand for consumer and industrial products and an increased need for feedstocks such as
methanol, which is used to manufacture many of the products that we rely on everyday.

Today, demand for methanol in China is over four million tonnes per year — nearly 15
percent of total world demand. We believe that historically strong growth rates in this
country will continue, and by 2008, demand for methanol in China could exceed seven
million tonnes per year.

We are committed to maintaining our strong presence in the rapidly growing Asia Pacifc
marketplace. Today, due to the strength and Fexibility of our global supply chain, we are
able to supply Asian customers from our plants in New Zealand, Chile and Canada. We are
presently focused on identifying our preferred options for long-term supply to China and
the rest of the Asian market. Alternatives being considered include:

< Building large, in-region methanol storage terminals — replicating the success of
our investment in terminals in Korea.

e Making a small equity investment (and obtaining full marketing rights) to new,
in-region production. The Middle East and Southeast Asia offer the most promise
in this regard.

e Acquiring existing in-region production.

Our estimated cash equity contribution to undertake one or a combination of these
alternatives would be unlikely to exceed $100 million. In any case, our disciplined approach
to capital investment will be applied as we evaluate and pursue our options.

12



John Roberts

l 5'1"}

Given the signifcant methanol capacity located in North America and the position of these
plants on the industry cost curve, the cash costs of North American producers — determined
in large part by prevailing natural gas prices — have historically determined the foor price
for methanol.

It is important to note that strong methanol prices throughout 2003 and into early 2004
were largely attributable to limited methanol supply, not just a response to high North
American natural gas prices.

As you point out, the amount of production coming from North America has been signif-
cantly reduced over the last few years, with over fve million tonnes per year remaining
—approximately 16 percent of total world supply. As new low cost capacity is added around
the world, this North American capacity will eventually be reduced to a point where the
region’s production costs, and consequently North American natural gas prices, will have
little effect on the Foor price of methanol. We believe this transition may take some time
as a number of factors — such as demand growth rates and the timing of capacity additions
—will determine the pace of change.

Also, the methanol industry production cost curve is reasonably steep. Over time, we
believe that other high cost facilities in regions of the world such as Eastern and Western
Europe, China, Indonesia and Malaysia will replace North America in determining the foor
price for methanol. In the long term, we believe that methanol pricing will be determined
by industry reinvestment economics.

13
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Can you provide an update on MTBE’s removal from
commerce in California and the rest of the U.S.?
How will this affect global demand for methanol?

EERNVYEWNa (8@ | /BS Securities Canada, Toronto ‘

Lost demand for methanol stemming from the MTBE phase-out in the U.S. is unfortunate
and unnecessary. However, the methanol market remains in reasonable balance today
despite a signifcant amount of MTBE already being displaced.

We believe that the phase-out of MTBE in California is substantially complete and that
removal of the oxygenate in New York and Connecticut is well advanced. While we
continue to promote the merits of MTBE globally, we plan on the basis that the remaining
two million tonnes of methanol-equivalent demand per year in the U.S. will be reduced or
possibly eliminated.

Ironically, while the United States seems focused on eliminating MTBE, much of the rest of
the world is increasing consumption of this valuable, clean-burning gasoline component.
In December 2001, the European Union confrmed the suitability and continued use of
MTBE as a fuel component. In Asia, where many countries are still looking to replace lead in
gasoline, MTBE provides an economically attractive choice. In fact, the Chinese government
introduced new gasoline specifcations in July 2003. Since that time, we have witnessed
a signifcant increase in MTBE imports to China. Finally, we believe that the Middle East
— home of signifcant MTBE production — represents future demand growth for MTBE as
Iran and other countries in the region continue to implement new and improved standards
for gasoline.

Overall, we believe that demand growth for MTBE in other parts of the world, coupled
with the traditional, steady non-MTBE demand growth for methanol, has made and
will continue to make the issue of MTBE reduction in the U.S. a manageable one for the
methanol industry.
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Methanex has a strong balance sheet, including a
signifcant amount of cash on hand. What are your
plans for that cash?

DIT AWV EIeolgll S| man Partners, Vancouver

Methanex has a strong balance sheet. We closed 2003 with almost $300 million in cash
and during the fourth quarter of 2003, fnalized a $250 million three-year revolving credit
facility to replace an expiring facility. We recognize that methanol is a cyclical industry,
and it is important to maintain fnancial fexibility through price cycles. Consequently, we
adopt a prudent approach to managing liquidity.

We will continue to apply a balanced approach between reinvesting in our business,
managing our balance sheet and returning excess cash to our shareholders.

We have two very important projects under construction in Trinidad and Chile that will be
completed over the next 12 months, and this is our frst priority for our cash. We also look
for opportunities in the methanol industry for investments that meet our hurdle rates of
return, and in 2004 we will focus on options to underpin our market position in Asia.

We also constantly review our balance sheet and think it makes sense during periods of
strong cash fows to repay some debt. We are currently reviewing opportunities to acceler-
ate the repayment of more than $100 million of project-related debt.

A third and equally important element to our balanced approach to managing cash is
returning excess cash to shareholders. We have built a strong track record for returning
excess cash and over the past four years have distributed over $450 million to shareholders
by way of regular dividends, a special dividend and share repurchases. During 2002, we
instituted a regular dividend and increased this by 20% in 2003. As we bring the Trinidad
and Chile expansions into production over the next 12 months, and the quality of our
earnings improves, we will be in a position to review the level of the regular dividend.
Also, assuming strong cash fows continue and the successful execution of our projects in
Trinidad and Chile, we will likely have excess cash that could be returned to shareholders.
Our current preference is to repurchase shares, and we would expect to do this through a
normal course issuer bid.
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