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Ciudad Autónoma de Buenos Aires, 12 de agosto de 2015.
                                                                           Ref. : Análisis de Resultados en Inglés – Estados Financieros al 30/06/2015.
Señores

COMISION NACIONAL DE VALORES.
Presente

De nuestra  Consideración:

                                  Nos es grato dirigirnos a Uds., a efectos de adjuntar copia del documento con los resultados de los EE CC al 30-6-15 en inglés de Mastellone Hermanos S. A…
                                 Les saludamos muy atte.-
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                                                                     Claudio O. Fernández Saavedra
                                                        Responsable de Relaciones con el Mercado

MASTELLONE HNOS. S.A.

Planta Industrial                                                                                                                                           Domicilio Legal: 

Almte. Brown 957 -  B1748KFS                                                                                                                     Encarnación Ezcurra  365 – Piso 2 Of. 308 - C1107CLA

Gral. Rodriguez – Buenos Aires - Argentina                                                                                                 Ciudad Autónoma de Buenos Aires –Argentina
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MASTELLONE HERMANOS S.A.
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS
FOR THE SIX MONTH PERIOD ENDED JUNE 30, 2015

The following discussion and analysis should be read in conjunction with the unaudited consolidated fi-
nancial statements of Mastellone Hermanos S.A. (the Company) and notes thereto for the six month peri-
od ended June 30, 2015.

We are the largest dairy company and the leading processor for fresh dairy products in Argentina, ranking
first in market share for fluid milk, butter, cream, and caramelized condensed milk (dulce de leche). Our
main market is the Argentine retail market. We have been active in the Argentine domestic market for
almost 85 years. We also have been exporting dairy products for more than 30 years. Therefore, we are
affected by developments in the international and Argentine dairy sectors as well as developments in Ar-
gentina's economic and financial situation. Since we have commercial activities in Brazil, we are also
affected by developments in its economic and financial condition, although to a lesser extent than in the
case of Argentina.

In this report, “$” and “Ps.” refer to the currencies of the United States and Argentina, respectively.

Adjusted EBITDA (millions of Pesos)

1st 1st LTM

e SO’ June2015 June 2014
Consolidated net result -181.8 -199.8 -439.7 -335.8
Income tax -122.6 -78.9 -146.0 -96.2
Amortization Intangible assets 7.7 19.4 14.9 354
Depreciations 170.1 69.4 244.9 132.8
Interest expenses 185.7 117.2 365.6 203.1
Exchange differences 134.0 348.5 229.1 583.2
Other 0.0 0.0 0.0 -11.7
Adjusted EBITDA 193.1 275.8 268.8 510.8

It is to be pointed out that, from the financial point of view, the reduction in EBITDA for 2015 has been
more than compensated by a provision of Ps.109.6 million in inventories to adjust to the applicable mar-
ket value in the case of exportable products, reflecting a new drop in international prices. Such provision
should be compensated during the next quarters for a reduction in Cost of Goods Sold





Cash generation, as measured by the Adjusted EBITDA, improved during the second quarter of 2015, in
spite of the aforementioned one-time accounting loss and a further deepening in international prices for
dairy products, reaching Ps.189.3 million (equivalent to almost US$ 20.8 million) during the such quarter.
This improvement reflects a new environment in the market price for raw milk (triggered in turn for the
depressed international prices) and our efforts to reduce costs.

Brief comments on the Company’s activities

June 30th, 2015 financial statements show a gradual decrease in the negative results that the Company
recorded in the first quarter. This is a positive sign as the company was able to recover its profitability.
We are highly committed to this task, knowing that we are required to manage the main variables which
cause a great impact on the results of the company.

As we mentioned in the first quarter we continued exporting milk powder totaling more than 9500 tons.
in the first half of the year. These transactions were closed at FOB prices that were slightly higher than
the low values registered in the international market. This is important to note since they still keep a sig-
nificant drop in their values. Additionally, we have also continued normal operations through our subsidi-
ary Leitesol in Brazil.

In terms of the domestic market we have partially recovered the drop in volume registered in the first
quarter although we are still below the levels of the previous year. This reversal is not only a conse-
quence of a slight recovery in consumption ,but also a successful business strategy supported by the
strength of our brands and products, sales force and distribution.

Regarding costs, we continued with the deep review of the whole structure of expenses which started dur-
ing the first quarter of the year with positive results. This process will go on the rest of the year.

Finally, we want to highlight the effects from the change in our price policy for raw milk, due to the sharp
drop in international price of powdered milk - and its negative trend for the rest of the year - combined
with favorable weather conditions that allowed an increase in the offer of raw milk.

Considering all of these factors (mentioned above), we are still seeking a reduction in production costs to
ensure the sustainability of our business.

Outlook

During the rest of the year we will continue with all the actions conducted to strengthen the Company
both, economically and financially. We will be focused on the recovery of the negative results and finally
achieve sustainable growth.

It will be essential to keep a close watch on the main drivers affecting our results, such as the internation-
al price for the powdered milk, price for raw milk, labor costs and sales prices, as well as the consequenc-
es on the economy of the presidential elections in Argentina.





Comparison of Results of Operations for the six month period ended June 30, 2015 and 2014.

Revenues:
Our revenues are divided as follows:

Six month period ended June 30,

(Millions of Ps. or %) 2015 2014 Difference %
Products - Argentine Market...........c.cccccvveennnee. 6,094.3 5,015.6 1,078.7 21.5%
Products - Foreign Markets..........c..ccceeevveenennnee. 322.5 407.2 -84.6 -20.8%
EXPOIS ..eeieiiiieeiiiee e 249.0 264.5 -15.5 -5.9%
SEIVICES cvvvvvevieteeeieieeeie e 165.7 157.1 8.6 5.5%
Total ..o 6,831.6 5,844.4 987.2 16.9%

Product Sales — Argentina:

During the six month period ended June 30, 2015, our product sales in the Argentine domestic market
increased by Ps. 1,078.7 million, or 21.5%, as compared to the same period of 2014, primarily as a result
of:

e A 2.6% decrease in physical volumes sold (expressed in terms of the raw milk used to manufac-
ture the products sold) in the retail market, and

e A 1.3% decrease in physical volumes sold due to suspension of deliveries of fluid milk to the
Buenos Aires province and other non-retail sales, and

e A 26.4% year on year increase in product mix and average prices during the period.
Product Sales — Foreign Markets:
During the six month period ended June 30, 2015, sales in the foreign markets (Brazil and Paraguay) de-
creased Ps. 84.6 million, or 20.8% as compared to the same period of 2014, principally as a result of a

5.7% decrease in sales in Brazil, expressed in Brazilian reais (from BRL 115.7 million in 2014 to BRL
109.1 million in 2015) and a depreciation of 15.8% of the Brazilian Reais versus the Argentine Peso

Exports:

During the six month period ended June 30, 2015, exports to third parties decreased by Ps.15.5 million, or
5.9% compared to 2014, primarily due to the combined effect of:

e Anincrease of 47.5% in volumes of powder milk, our main product for export sales
e A decrease of 42.3% in average sales prices for powder milk, and

e  The depreciation of the Argentine peso.





Export volumes increased, in spite in the lower raw milk production in Argentina, due to the higher in-
ventories accumulated at the end of 2014, when the volatility in international prices for dairy products
led to a delay in the closing of export sales.

Cost and expenses

Cost of Sales:

Cost of goods and services sold during the six month period ended June 30, 2015 as compared to the
same period of 2014, increased by Ps. 770.0 million, or 18.6%, from Ps. 4,146.8 million to Ps. 4,916.8
million.

The cost of raw materials increased 12.7% from Ps. 3,004.9 in 2014 to Ps. 3,387.0 in 2015 principally due
to an increase of 16.4% in the average price paid for the raw milk and a decrease of volumes processed in
the period. Market price for raw milk has been decreasing over the last months, in spite of the inflation in
Argentina, reflecting the substantial reduction in international prices.

Production costs increased by Ps. 388.1 million or 34.0%, from Ps. 1,141.9 millionin 2014t o  Ps.
1,530.0 million in 2015, principally due to the following reasons:

e An increase in labor cost of Ps. 169.4 million, or 32.2%, from Ps. 526.9 million in 2014 to Ps.
696.3 million in 2015, primarily due to agreements with the union and salary increases granted to
non-unionized personnel.

e An increase in depreciations of Ps. 96.2 million or 159% from Ps. 60.5 in 2014 to Ps.156.7 in
2015, due to the change of method from cost to revalued cost for the valuation of certain items
included in property, plant and equipment.

e An increase in freight costs of Ps. 31.6 million, or 13.8%, from Ps. 229.4 million in 2014 to Ps.
261.0 million in 2015.

Selling Expenses:

Selling expenses for the six month period ended June 30, 2015, increased Ps.377.3 million, or 29.4%, as
compared with the same period of 2014, from Ps. 1,285.5 million in 2014 to Ps. 1,662.8 million in 2015.
Such increase was primarily attributable to:

e  Higher transportation costs of Ps.162.4 million, or 24.5%, from Ps.662.7 million in 2014 to
Ps.825.1 million in 2015.

e  Higher fees (most of them related with the distribution of our products in Argentina) increased Ps.
94.3 million, or 36.8%, from Ps.256.0 million in 2014 to Ps.350.3 million in 2015.

e  Anincrease in labor costs of Ps.69.8 million, or 39.8%, from Ps.175.4 million in 2014 to Ps.245.2
million in 2015.

e Anincrease in advertising costs of Ps.30.1 million, or 21.0% (from Ps. 143.5 million in 2014
to Ps.173.6 million in 2015).





General and Administrative Expenses:

During the six month period ended June 30, 2015, General and Administrative Expenses increased by Ps.
50.2 million, or 24.2%, as compared to the same period of 2014, from Ps. 207.3 million to Ps. 257.5 mil-
lion. Such increase is primarily attributable to:

e Anincrease in labor costs of Ps.26.9 million, or 27.4%, from Ps. 98.2 million in 2014 to Ps. 125.1
million in 2015; and

e Anincrease in taxes (principally the tax on checking accounts), of Ps. 7.4 million, or 13.4%,
from Ps. 55.4 million in 2014 to Ps. 62.8 million in 2015.

Investment Income:

During the six month period ended June 30, 2015, investment income  increased by Ps.6.9 million, or
64.4%, (from Ps.10.7 million in 2014 to Ps.17.6 million in 2015), primarily due to an increase in cash
balances.

Finance Cost:

During the six month period ended June 30, 2015, finance cost increased Ps. 68.5 million, or 58.4% as
compared with the same period ended of 2014 (from Ps. 117.2 million in 2014 to Ps. 185.7 million in
2015), primarily due to a combined effect of:

e An increase in the exchange rate between the Argentine peso and the U.S. dollar (which can be
estimated in 10.6% — based on the average of the exchange rates prevailing during the six month
period ended June 30, 2014 and 2015),

e Anincrease in the principal amount of our long term financial debt primarily due to the net issu-
ance of our Series F Notes and the execution of the exchange, tender and call offer applicable
over the prior debt (2015 and 2018 Notes and Tranche A & B loans), and

e An increase in the finance cost of our long-term debt primarily due to a higher interest rate of our
Series F Notes as compared with the interest rate applicable in our prior debt.

Foreign Exchange Losses:

Losses from exchange differences during the six month period ended June 30, 2015 decreased Ps. 214.5
million, or 61.5%, as compared with the same period of 2014 (from Ps. 348.6 million in 2014 to Ps. 134.1
million in 2015), primarily due to the lower depreciation of the Argentine Peso.

Other Gains and Losses:

During the six month period ended June 30, 2015, the results from Other Gains and Losses increased by
Ps. 5.6 million or 243.5% , as compared with the same period of 2014 (from a loss of Ps. 2.3 million in
2014 to a gain of Ps. 3.3 million in 2015), primarily due to reduction in charges from contingencies of Ps.
4.7 million (from a loss of Ps. 5.2 million in the six month period ended June 30, 2014 to a loss of Ps. 0.5
million in 2015).





Liquidity and Capital Resources

Sources and Uses of Funds — Six month period ended June 30, 2015 and 2014

Six month period ended

June 30st,
2015 2014
(Millions of pesos)

Net Cash used by operating activities 395.9 311.2
Cash from investment activities

Purchase of property, plant & equipment -83.9 -91.8
Purchase of investment property 2.1

Proceeds from net sales of other financial assets 68.5 7.8
Proceeds from sale of subsidiaries 6.4
Payments from acquisition of subsidiaries -10.1
Proceeds from disposal of Property, Plant & Equipment 2.5 4.8
Proceeds from other assets 0.2 0,8
Cash used in investment activities -14.9 -82.1
Cash from financing activities

Proceeds from borrowings 143.0 77.4
Repayments of borrowings -206.1 -126.5
Interest paid on borrowings -165.6 -100.3
Cash generated by financing activities -228.8 -149.4
Net change in cash and cash equivalents 152.2 79.7
Initial balance 169.8 1153
Ending balance 322.0 195.0

During the six month period ended June 30, 2015, net cash from operations increased Ps.84.7 million, or
27.2%, as compared with the same period of 2014, primarily reflecting the effect of an increase of Ps.76.8
million in funds from working capital accounts. As disclosed elsewhere in this report, from the financial
point of view, the reduction in EBITDA during 2015 has been more than compensated by a provision on
the value of exportable inventories to adjust them to their market value taking in consideration the new
reduction in international prices.

Funds applied to Investment activities decreased Ps.67.2 million, or 81.9%, from cash outflows of Ps.82.1
million in 2014 to cash outflows of Ps.14.9 million in 2015, primarily due to the proceeds from the sale of
securities held by the end of 2014.

Funds applied to financing activities increased during the six month period ended June 30, 2015, Ps.79.4
million, as compared with the same period of 2014 (from cash outflows of Ps.149.4 million in 2014 to
cash outflows of Ps.228.8 million in 2015), primarily due to increased interests payments (Ps.65.3 million
more than during 2014), reflecting the increase in finance costs for the period (see above Finance Cost).





Financial Debt

The following summarizes the evolution of our financial debt (expressed in millions of dollars) for the
dates therein indicated.

30-June-15 30-June-14

Loans and bonds - principal

Final maturity 2015 - 23.9
Final maturity 2018 - 136.9
Due 2021 199.7 --
Subtotal 199.7 160.8
Short term debt 46.3 54.6
Other long term debt 1.2 4.1
Principal - total 247.2 219.5
Accrued interest 2.4 1.1
Adjustment to amortized cost -- -7.4
Prepaid expenses -7.9 --
Total Debt 241.7 213.2
Cash and cash equivalents -35.8 -24.2
Net Debt 205.9 189.0

Change of method from cost to revalued cost for the valuation of certain items included in proper-
ty, plant and equipment

It having become evident that using the revaluation method to reflect certain assets included under Prop-
erty, plant and equipment would improve the quality of the information provided in the financial state-
ments, the Board of Directors approved the change from cost to revalued cost in their book value. For this
reason, a specialized firm was hired to provide advice to the Board of Directors on the determination of
the revalued amounts of certain items included in this account. The result of their professional work is
shown in the following changes in the accounts subject to analysis:

Amounts as of December 31, 2014

Cost Revalued cost Difference
(in thousands of pesos)
Land and buildings 762,257 1,835,761 1,073,504
Machinery and equipment 259,606 1,033,129 773,523
Laboratory facilities and equipment 194,246 608,796 414,550
Total 1,216,109 3,477,686 2,261,577

Consequently, it was resolved that (i) the change from cost to revalued cost in the valuation model for the
items of Property, plant and equipment set forth in December 31, 2014, thus establishing a new account-
ing policy in these matters, (ii) the new amounts would be included in the Company’s financial state-
ments as of such date, and (iii) the above revaluation would be approved.





The remaining items included in Mastellone’s Property, plant and equipment has been excluded from the
change of valuation model because of their own specific features. In effect, in the case of the works in
progress, no improvement would be obtained in the information provided to readers of the Company’s
financial statements if they were revalued at a reasonable cost because these costs were incurred relative-
ly recently. Other excluded assets comprise furniture, fixtures and equipment, vehicles and trays, whose
book values are similar or close to their respective fair value, among other reasons on account of their
higher turnover. Therefore, we believe that the information provided to readers of our financial statements
would not be more relevant if the revalued cost method were applied.

Finally, it should be noted that the effect of the asset revaluation described above is somehow opposed to
the loss from exchange differences recorded in recent quarters as a result of the liabilities used to finance
such assets, and largely exceeds the accumulated amounts under such item in the last five years.






