MASTELLONE HERMANOS S.A.

ANNUAL REPORT
FISCAL YEAR 2011
(information not audited and not covered by theepehdent auditors’ report)

To the Shareholders:

We are pleased to submit to your consideratiorfittacial statements as of and for the year
ended on December 31, 2011, this annual reportthedrelevant summary information,
auditor’s report and Statutory Auditors Committegport.

1. MACROECONOMIC ASPECTS

The current international scenario is really complalthough in 2011 the world economy
continued to grow (with an estimated 3.7% increaggoss world product), thus strengthening
its recovery after the 2008/2009 crisis, some Eeaopeconomies now find themselves in
precarious financial and economic circumstancet) Wie consequent negative effect on the
rest of the world in general and on emerging marketparticular. On the other hand, it is
precisely these problems experienced by world evoe® which explain the continued
international low interest rates (they are expetbedmain at their depressed current levels for
several years to come). This, in turn, reducesfira costs and makes possible the growth of
emerging economies. Such conflicting realities gbate to create an expected slowdown
(estimated around 3%) in world economic growth 012 and a net effect on developing
economies which is difficult to forecast.

The Argentine economy continued during 2011 with plositive trend of the preceding year,
with a significant recovery with respect to 2008 2909. Gross domestic product continued to
show considerable growth: according to officialirestes, such growth might be 8.8%.
Consumption has been a major factor behind thisreable performance, with a higher than
average increase. A significant trade surplus wastained which, according to the earliest
available estimates, might be around US$ 10 billRarallel to this remarkable performance,
some features observed in 2011 will require somd kif action to prevent future difficulties,
namely, impaired competitiveness in economic addsi in general and manufacturing
industries in particular, and the difficulties nimst Argentine companies to obtain financing
under competitive terms.

Going forward, we believe it reasonable to assumethe world economy will get more stable
in the future, growing at a lower rate than in 20fdt financial problems in some European
economies will be still unsolved. Further growtlogld be expected in the Argentine economy,
although at a lesser rate than in 2011.

Some potential events remain a threat, as notemnmer annual reports, and should be taken in
consideration in 2012:

» The crisis of central economies, especially in Basn countries. The potential impact
that such crisis might have on developing economiag be amplified by the myriad
connections of international financial relationgh{for instance, an impaired condition
of European banks may result in a contraction eflicrand a drop in inventories, with
the consequent effect on the international pricegdricultural commodities).



» Some negative factors continue to have an effeatlatal level, such as a general cost
increases that affect business competitivenessailable financing on adequate terms,
etc.).

2. THE DAIRY INDUSTRY — WORLD OUTLOOK

2.1 Changes in 2011
(a) General:

In spite of a slow recovery of world economy, thie@ of exported dairy products experienced
a sharp increase from late 2009 onwards, with #cpdar appreciation of their fat content.

Thus, milk production experienced an increaseditatafity, with the consequent increase in
volumes, especially in 2011. Recorded productiorlieare shown in the table below:

RAW MILK PRODUCTION — SELECTED COUNTRIES

Est. Proj.
2007 2008 2009 2010 2011 2012
Argentina 9,550 10,010 10,350 10,600 11,990 12,450
Australia 9,500 9,500 9,326 9,327 9,550 9,750
Brazil 26,750 27,820 28,795 29,948 30,610 31,300
Canada 8,212 8,270 8,280 8,350 8,400 8,450
China 35,252 34,300 28,445 29,300 30,700 32,150

European Union 132,604 133,848 133,700 135,435 137,800 138,950

India 42,890 44,500 48,160 50,300 52,500 55,000
Japan 8,007 7,982 7,910 7,721 7,450 7,500
Meéxico 10,657 10,907 10,866 11,033 10,878 10,975

New Zeeland 15,917 15,580 16,983 17,173 18,681 19,130
Russia 32,200 32,500 32,600 31,900 31,800 31,900
Ukraine 11,997 11,524 11,370 10,977 10,800 10,550

United States 84,211 86,174 85,881 87,461 88,950 90,038

Total 427,747 432,915 432,666 439,525 450,109 458,143
Change 2.0% 1.2% -0.1% 1.6% 2.4% 1.8%

» Source: U.S. Department of Agriculture ("USDA”)
» Amounts in millions of tons



Milk production in Argentina increased by 30.4%nfr@®2007 to 2012, this being the largest
recorded increase among the above mentioned cesinBroduction also grew in New Zealand.
This country experienced the second largest peagenincrease in this period, clearly
becoming one of the major participants in the matonal market for dairy products.
Production also increased, although to a less@néxin Brazil, India, Europe and the United
States. China is still a special case, becausssinbt yet been able to recover 2007 production
levels after the drop observed in 2009.

(b) Supply and demand — Prices

On the side of international demand for dairy peidunote should be made — as an indicator
of general conditions — of the changes observeatiénvolumes purchased by major powdered
milk importing countries. These volumes are showioWw:

POWDERED MILK IMPORTS — TOTAL

Proj. Change
2007 2012 Ton %
Algeria 252 315 63 25.0%
Brazil 19 50 31 163.2%
China 99 515 416 420.2%
Philippines 135 153 18 13.3%
Indonesia 174 297 123 70.7%
México 121 170 49  40.5%
Russia 75 225 150 200.0%
Total 875 1,725 850 97.1%

» Source: USDA
» Includes both whole and skimmed powdered milk
» Amounts in thousands of tons

Note should also be made of the large purchases machina (resulting undoubtedly from a
mismatch between its economic growth and its lowand stagnant — domestic production
level). China became the largest powdered milk pager (while it was ranked fifth in 2007).
Its powdered milk imports amounted to 99,000 toms2007, and it is expected to reach
515,000 tons in 2012 — which represents a 420%throwfive years.

Demand from all other large powdered milk importgrew significantly, with an increase of
around 56% from 2007 to 2012, to a large extenttdube sound financial condition of their
economies.

On the supply side, the most dynamic countriesunhetl New Zealand (contemplating exports
exceeding one million tons for 2012) and Argentiw&iose exports increased by 120% from
2007 to 2012, in line with the rise observed inatsl milk production).

Prices in the international dairy trade have remaihigh in historical terms, at an average of
US$ 3,878 per ton of whole powdered milk (basedoeania exports) for the whole of 2011
(this product is the main Argentine export itenjc®s — as usual in recent years — continued to
show a wide dispersion (in part attributable to letocks — especially those held by
governments — which caused a quick price reactgmniany changes in the relation between



supply and demand). During the first months of 2@lYeneral increasing tendency was
observed, on account of an increased demand thaed&d available supply. In the second half
of the year this tendency was reverted as a re$uticreased production (in part due to better
weather conditions in Oceania) and uncertainties/eleé from difficulties in some European
economies (with the consequent inventory reduajigan a reduced availability of credit).

The following chart shows the evolution of inteiinatl prices for powdered milk in 2010 and
2011.
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» Based on the average FOB price paid for whole powid®itk exports from Oceania

2.2 Expectations

In 2012 an increased production is expected frofomaorld milk producers, although at a
more moderate pace than observed in 2011. It maydsemed that the demand from
developing countries, in particular Asian and La&merican countries, will remain stable.

In general terms, prices for dairy commodities hakewn a declining tendency as from mid
2011. The uncertainties associated with the diliesi experienced by some European
economies, and the usual retraction of demandtiamtea of weak prices, are factors that may
make it difficult to revert this tendency. Assumitigat international financial conditions will
return to normal or at least become stable (andtbiemamount of Chinese purchases in the
international market will remain unchanged), priogight improve towards the second half of
2012.

No reason is envisaged for a reduced volatilitprades. Financial market fluctuations and low
inventories will continue to be sources of instiyil

We have a lower exposure to this state of aff&ias tthe Argentine dairy industry on average,
because a material portion of our milk surplushammeled to be sold in the Brazilian market,



in transactions that may be seen as an extensitreafomestic market, and consequently our
exports to third parties represent a small shamupproduct portfolio.

3. THE ARGENTINE DAIRY INDUSTRY

Milk production in Argentina continued to increas®d surpassed historical production records
in 2011. A new record is expected to be set ir?201

ARGENTINE RAW MILK PRODUCTION
(Millions of liters)
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» Source: USDA

» Amounts in millions of liters
» 2011: preliminary

» 2012: estimated

This increased production is the result of varitaors, including, notably, the good prices
obtained by this industry during recent years, amexcellent milk/corn price ratio, corn being
the major input in dairy production. This impliedtter feeding for Argentine dairy herds, and
a more efficient production (currently per cow puotion in Argentina is almost the same as in
the European Union, and 45% higher than in Newatehl

Given the high domestic consumption currently obs@rand a relatively stable domestic
demand, we estimate that the largest part of oodymtion will have to be sold in the

international market. The Argentine commercial posiin this market has improved notably.
In the future, to maintain growth levels in thiglustry it will be indispensable to rely on (i) a
persistence of reasonable international price $vél) adequate competitiveness of this
industry (which is sometimes affected by factorgdoel its control, such as a high tax burden),
(iif) a convenient trade positioning as regardsydakports (seeking to optimize profitability

for the benefit of the whole production chain), g increased investments in plants for the



manufacturing of exportable dairy products (prinyapowdered milk and whey byproducts),
so that expected larger milk volumes may be prackss

4. THE COMPANY

4.1 PURCHASE OF RAW MILK

In 2011, our milk purchases (directly from dairynfs, and including purchases on behalf of
Danone Argentina S.A.) increased by 12.7% as coedpsy 2010, that is, almost the same
percentage by which total production increasedhéndountry. This was a new historical record
for our Company, which for the first time surpassed amount of two million liters. We
continue to be the largest milk purchaser in Argentas we buy approximately one of every
six liters produced in the country. This increasedilability of milk allowed us to achieve
larger sales volumes in the domestic market, assho greater detail elsewhere in this report.
This confirmed the forecasts included in our paonual report.

The average price paid for milk (which during 20i&d increased by more than 50% with
respect to 2009) increased by almost 15% in 20ti¢chwwas in line, as usual, with market
prices. This change — arising from the interplaglemand and supply — is also approximately
in line with changes in exporters’ net income, agkdted on the basis of international prices for
powdered milk and the exchange rate applicableairy @xports from Argentina. This should
be highlighted because given the growth of milkdmation, exports will increase substantially,
and consequently it will be necessary that chamgesxport income and milk costs follow
reasonably similar lines.

Considering that commercial projects will absorbr@asing milk quantities, we have made
efforts to ensure future availability in the ne@gsamounts. For this purpose and among other
actions, we have established a special prize tavimrded to individual producers for their
growth. This is aimed at promoting increased dekeseby our current providers (consequently
minimizing the possible impact of the above mergmigrowing milk requirements on market
prices).

In our opinion, a similar tendency will be obsenred®2012, with a further increase in primary
production which will be basically oriented — cafesing the country as a whole — towards
exports.

In the future, to ensure that the Argentine damguistry will grow and avoid the usual cycles
that have impeded such growth in the past, thisigtrigg will be required to make some
necessary investments so as to ensure that lamggugiion surpluses arising hereafter may be
duly processed. Our company in particular has uakien the construction of a new powdered
milk plant in the city of Trenque Lauquen. The wakow in progress.

We have maintained our usual quality policy as m@ganilk purchases.

4.2 COMMERCIAL ISSUES

4.2.1 Introduction

In 2011, our consolidated total sales increasedABR$ 1,704.9 million, or 38.4% (from
ARS$ 4,445.5 million in 2010 to AR$ 6,150.4 millian 2011). In U.S. dollars, this increase



represented US$310.8 million, or 27.8% (from USHL8,2 million in 2010 to US$1,429.0
million in 2011). This confirms our clearly leadimgpsition in the Argentine market and our
strong position in the Brazilian market, and alsafems our ranking among the five largest
dairy companies in Latin America.

The relative share of our main business segment®msolidated total sales during the last
three fiscal years is shown below:

Market 2009 2010 2011
Domestic market - Argentina 84.2% 89.0% 82.8%
Domestic market - Brazil 8.4% 6.2% 7.9%
Exports 5.2% 2.6% 6.3%
Other 2.2% 2.2% 3.0%
Total 100.0% 100.0% 100.0%

4.2.2. Domestic market

(&) Argentina
() General

Per capita milk consumption in Argentina has mamad a slight rising tendency during 2011.
We estimate that consumption in the country mightthe equivalent of 206 liters per capita.
Changes in per capita consumption in recent yearsheown below:

Per capita consumption - liters per year
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(i)  Position of the Company:

As mentioned above, we are the largest dairy cognpaArgentina. Our sales in the Argentine
retail market may be divided as follows:



» Slightly over 70% (in peso terms) is comprised afducts (such as fluid milk, butter,
cream,dulce de lechémilk caramel spread]) for which we are rankedtfin terms of
market share, and

* The remaining fraction (slightly under 30%) inclsdaroducts (such as powdered milk,
cheese varieties) in respect of which we are raskednd in terms of market share.

We reach to more than 80,000 clients through aenswte distribution network, covering
practically all the country.

(ii)  Evolution during 2011

As stated in our prior annual report, due to tterietions in raw milk availability experienced
in 2010 (derived from lower production during thestf half of the year), we could not make
effective advances in our plan to increase salehieh was focused on larger sales of cheese
varieties, a segment on we had better possibiliilesn our smaller market share.

Supply difficulties have been solved since late ®0and consequently we were able to
consummate our expected growth. Specifically, werzaw say that cheese sales for fiscal year
2011 (at constant selling prices) experiencedahleviing increases:

* As compared to 2010: 24.6%
» As compared to average 2005 / 2009 sales: 64.5%

Our action plan for 2012 contemplates an additiamakase in these sales, which are expected
to rise by 15% to 20% as compared with 2011. Ireiothords cheese sales, as compared with
the five-year period 2005 / 2009, have alreadyagased by almost two thirds in 2011, and will
be virtually duplicated in 2012.

Cheese sales - millions of Ps.
(2012: projected)
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Such growth, in a mature, large volume market saglhe Argentine cheese market, gives a
clear idea of the commercial strength of our Congpan



We have maintained our leading position, in gentenahs, in all other product lines. Our sales
have slightly surpassed the general market tendenitii increased market shares in the
product lines of fluid milk (+0.2%), cream (+0.1%utter (+0.2%) anddulce de leche
(+1.7%). Thus, we have maintained our clear lede@tained in the past in a scenario where
a larger availability of milk as a raw material ltagsised a general increase in market supply.

It goes without saying that to achieve this suceessmber of not negligible efforts had to be
made, such as:

* New productswe continued with the launching of new produatsyew packaging for
existing products.

» Advertising our advertising investment increased by 48.4%oaspared with 2010.

» Working capital as explained in more detail elsewhere in thioorgpand given the
longer cheese production cycle, a significant faialn effort was required in this
respect.

(b) Brazil

Our sales in Brazil through our subsidiary Leitesbl2011 amounted to the equivalent of

US$ 112 million, and are almost exclusively comgaliof transactions involving powdered

milk and (to a lesser extent) other dairy produstnufactured in Argentina. Our transactions
in Brazil are subject to certain restrictions te finee access of our products to that market,
which have been in effect for several years now.

Leitesol - net sales - millions of reais
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Leitesol sells its products to around 2,700 custsnie Brazil, with approximately 17,000
points of sale, in particular in the states of timtheastern area (where powdered milk
consumption is concentrated). In the second haRQifl Leitesol had an approximate 5.5%
share of the total powdered milk market in Braaild a 6.5% share in the northeastern area.



4.2.3 EXPORTS

(@) General

Export volumes to third parties have increased epably, going from 2.6% of total sales in
2010 to 6.3% in 2011. This was in line with incregsnilk availability, net of any additional
requirements arising from larger cheese sales. eAdasth elsewhere in this report, a firm
tendency was observed in international prices du2idll1, within the usual variability seen in
recent years.

Margins and competitiveness in this line of busineave been adversely affected by the
increase in certain costs expressed in foreigneoayr terms. For the time being, this
circumstance has been compensated by the goods prlmained thanks to the recognized
quality and reliability of our products, but migbause some difficulties if this tendency
remains unchanged.

(b) Perspectives

We believe that the expected growth of primary patin will cause a proportional increase
in Argentine exports as a whole. In our particdase, this growth will be partially offset by
expected larger sales to the domestic marketgiclieese segment.

Also, in our opinion, to achieve a better positranin order to place milk surpluses abroad, we
will have to examine the best available optionstlst we may get closer to the consumer
market and thus capture an additional commerciagmaln line with this target, we have
created a subsidiary in Paraguay (Mastellone daglay S.A.) which will sell products to the
retail market in this country, thus profiting froseveral favorable circumstances (such as
proximity, brand recognition, low importation expes under Mercosur agreements, etc.). On
the basis of the new sales to be made in Paraguagh( should start towards the end of the
first quarter 2012), larger sales in Brazil (afiy distortions derived from certain restrictions
to free market access will have been reduced aapgmsared), and possible commercial
transactions with other countries in the region, exg@ect to be able to optimize export
profitability, and consequently contribute, in tmedium term, to the growth of the Argentine
dairy industry.

4.3 MANUFACTURING ACTIVITIES

In fiscal year 2011 we have set new records in gavfrthe products processed in our industrial
plants. We were able to meet market requirementsatrsfactory conditions as to quantity,
quality and delivery time. This could be achievedpite of our low investments in fixed assets
during recent years, although the production cayadfi certain lines is clearly reaching its
saturation point.

Consequently, as it was informed in due time, geptalesigned to increase our powdered milk
and serum production capacity is being implememetie form of a drying plant that will be
installed adjacent to our cheese plant in the oftyTrenque Lauquen. At the same time,
progress is being made in the evaluation and diefimof several projects designed to enlarge
our production capacity for certain cheese varetie
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4.4 SUBSIDIARIES

In January 2012 the organization of Mastellone @deafuay S.A. was completed. This
company will be in charge of the Company businesBaraguay. Its business operations are
expected to begin towards the end of the firsttgu@012.

Subsidiary Puralactea S.A. is expected to be mergedvastellone Hnos. S.A. This merger
will not have any effects from the point of view eduity in the consolidated condition of the
Company, as Mastellone Hnos. S.A. is (directly andirectly) the sole shareholder of
Puralactea S.A.

4.5 HUMAN RESOURCES

4.5.1 General

The increase in the number of employees was bsibaé to requirements derived from the
Company’s extended business activities and theisimh of previously subcontracted workers
into its own personnel. As usual, the compensatbremployees generally and that of
managers and senior officers in particular weraldsihed in accordance with guidelines
agreed upon with representative unions and on #seslof market salaries and practices,
respectively.

4.5.2 Training

In 2011, 1,064 training courses were provided,udirlg 5,623 training hours, which were
attended by 6,955 employees. Most such courses weseoomized taking into account
Company requirements.

The above courses included (i) participation of employees in the Executive MBA course of
the Instituto de Altos Estudipsa University business school, and (ii) customizedricula
(negotiation, leadership, etc.) organized at CEM#AvErsity, both among the best known and
prestigious universities in Argentina

4.6 CORPORATE SOCIAL RESPONSIBILITY

We are aware of the crucial role played by corgomsaicial responsibility for companies in
general and in relation to our company in particu@n the basis of various factors (our
leading position in the dairy industry, the numbépeople that directly or indirectly work for
us, the extended value chain that we are a padusfmultifarious contacts with consumers),
we believe that our company is called to play aspeole. Some of the actions that we have
undertaken in the course of 2011 are shown beldagsified into in-company and outside
activities:
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In Company activities

* Road accident prevention campaid® defensive driving courses were organized, with
the attendance of 323 participants.

e Social development program “Working with values7l workshops, with 541
participants, aimed at reinforcing our values asrmpany and boosting work culture.

» Enerqgy efficiency campaigrvarious actions (informal conferences, technioamos,
etc.) aimed at promoting the use of energy onlynwéiegictly necessary and avoiding
waste.

« Water use efficiency campaigaimed at promoting an efficient use of water lides to
prevent waste and ensure sustainability of the faquhat provides water for our
industrial use. In 2011, almost 34% of the watexdus our production facilities has
been previously recycled.

» Solid waste recycling progranmore than 75% of solid wastes produced by the
Company have been recycled.

Outside activities

» Education programla Serenisima goes to schtolt includes actions designed to
promote healthy eating habits in younger childiased on a balanced and healthy diet
including different kinds of food. Visits were made 125 elementary schools, and
more than 5,000 children took part in these mesting

» Student information department,280 inquiries from students and teachers from
different disciplines (nutrition, business managetnérade, etc.) from all over the
country were responded.

» General Rodriguez industrial complex visiting peogr a long-standing open house
program was pursued.

» Packaging material reduction progravarious actions aimed at reducing waste derived
from packaging material used for Company products.

-12 -



4.7  FINANCIAL INFORMATION

4.7.1. General

Our financial debt as at December 31, 2011, is sanzed in the following table (amounts in

millions of US$):

1. Loans and bonds - principal

Due 2012 4.6
Due 2013 20.0
Debt with final maturity 2015 41.3
Debt with final maturity 2018 156.8
Total 222.7

2. Other 21.2

3. Total debt - principal 243.9
4. Other

Accrued interest 0.3
Bonds - issuance expenses and price

discount (0.7)
Net present value adjustment (25.3)
5. Total debt 218.3
6. Cash and cash equivalents 14.9
7. Net debt 203.4
8. Net debt excluding NPV adjustment 228.7

During 2011, we reduced the outstanding amount wf long-term loans and bonds by
approximately US$ 8 million, due to the scheduleaturities of the year (US$2.5 million) and
repurchases of US$ 5.5 million, During 2012, ourturiies on these debts will amount to
US$16.8 million (including the balance of our bonlde 2012).

Our short-term debt fluctuated according to our kivay capital requirements, which were
influenced in turn by the increased inventories tueur increase cheese sales and (over the
last months of the year) the higher tax balancesumfavor due to the increased purchases of
raw milk.

4.7.2. Interest rate — 2012

According with the provisions of our financial dekith final maturity in 2018, and given the
EBITDA obtained in such year, such debt will reeeduring 2012 an additional interest rate of
2.1%
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As we did not complete a reduction of US$20 millinrour debt due 2015 and 2018 (in excess
to its scheduled maturities), the interest ratestarh debt will increase 0.25% per annum, until
such debt reduction is completed.

5. ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS
(IERS)

5.1. General

Since our 2012 fiscal year (our financial stateradot fiscal year 2011 have been prepared
under the same accounting principles used histiyjicand in compliance tie the regulations
of the Argentine National Securities Commission, wi# adopt the International Financial
Reporting Standards (the “IFRS”). Accordingly, dhgri 2011 different activities were
performed, preparing the way for the efficient atmp of such standards since our fiscal year
2012. We believe we were able to successfully cgmpth all the requirements (training,
systems, and internal control procedures) needetthdb purposes.

Some of the activities performed by us during 2@&te the following:

» Training for our personnel (both in the controlliocgmpany and its subsidiaries)

» Systems development, to facilitate the processirtgeinformation under the new
accounting standards, the tax requirements, etc.

» Review and analysis of the main activities of themany, for the proper
implementation of the new accounting standards

» Analysis of the consequences of the adoption ofRRS on any area of activity of
the Company.

5.2. Fixed Assets — appraisal

One of the key aspects of this process has beere#ippraisal of the value of some of the
components of fixed assets. Taking in considerati@t the adjustment of fixed assets to
reflect the impact of the changes in the purchapioger of the domestic currency has been
discontinued since February 2003, we deem advigalhieview the market value of land and

buildings of the controlling company, given thetf#itat they are the most exposed items to
distortions due to inflation or relative prices ngas. Therefore, we hired the services of
experts to assess the value of such assets, intordse the resulting values as initial balances
in the adoption of the IFRS.

5.3 Impact of the adoption of the IFRS

Our financial statements as at December 31, 20icdude a reconciliation of our balance

sheets as at such date and December 31, 2010t{trarmiate), determined in accordance with

IFRS and including the impact of the aforementioreappraisal of certain fixed assets — see
Note 12 of our consolidated financial statements.
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6. ADDITIONAL INFORMATION REPORTING - PUBLIC OFFERING
TRANSPARENCY SYSTEM

In accordance with additional information reportiregulations, the following information is
provided:

(@) With respect to major items related to businesami®y, reference is made to what has
been stated elsewhere in this report.

(b) As to our organization, decision making processekiaternal controls, our company has
a pyramidal structure, with operation managersetmh functional area, geographical area and
business unit, as the case may be, while manageaministration and political / strategic
decision making responsibilities are vested in blward of directors. Decision making as
regards operations and monitoring thereof are gmekby the criteria described below:

» Duties are assigned on the basis of appropriatnarational criteria;
* Processes and activities are standardized,;

» Operations are performed under adequately defirmoedures and subject to control
based on the segregation of duties;

» Information is properly processed and stored irgadee security conditions in the
Company’s computerized system, thus ensuring &cborecording of all financial
transactions to which the Company is part.

(c) The company does not have in place any stock opilan for the remuneration of
directors and managers. The remuneration of Compemagement officers — as well as those
of subsidiaries — is established on the basis cket@alaries and conditions.

(d) The financial statements for fiscal year 2011 hagen consolidated with the financial
statements of the subsidiaries detailed below:

e Con-Ser S.A.

* Leitesol Industria e Comercio S.A.

* Marca 4 S.A.

* Marca 5 Asesores en Seguros S.A.

» Mastellone Hnos. do Brasil Comercial e Industritld.
* Mastellone San Luis S.A.

* Promas S.A.

e Puralactea S.A.

» Transportes Lusarreta S.A. (a subsidiary of ConSsar)
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Transactions with the above companies have beee mnrader usual market conditions, and all
details concerning purchases, sales and balanesfiawn in the financial statements.

(e) Transactions and balances with related entitieslaogn in the financial statements for
fiscal year 2011.

(H Other than as set forth in the financial stateméaitsfiscal year 2011, no significant
agreements have been made.

(g) No extraordinary income has been recorded for 2Rbladjustments have been made on
prior fiscal years either, for any significant amtsi

(h) No payment of cash dividends is proposed by thedBofDirectors to the shareholders,

given the restrictions established under majoreagents governing the terms of our long-term
debt. Pursuant to such terms, cash dividends mayaaaid until after 2012, and such

payments are subject to some restrictions. A fatiuét reserve may be created, at the
discretion of the shareholders’ meeting.

7. RESULTS OF THE YEAR

CONSOLIDATED RESULTS — FISCAL YEARS 2010/2011

2011 2010 Difference %
Net Sales 6,150.4 4,4455 1,704.9 38.4%
Operating Results 139.2 94.9 44.3 46.7%
% to Net Sales 2.3% 2.1%
Net Income (Loss) (9.9) 138.8 (148.7) (107.1%)
% to Net Sales (0.2%) 3.1%

e Amounts in millions of pesos

* Operating Result: Net Sales minus Cost of Goodsl,SGbmmercial Expenses.
Administrative Expenses and Other Income (Expenses)

* Net Income for FY10 includes an extraordinary gaiirPs.91.2 million, related with
the refinancing of our financial debt.
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MAIN BALANCE SHEET CHANGES — FISCAL YEARS 2011 /2010

2011 2010 Difference %

Current Assets - total 1,471.3 1,188.1 283.2 23.8%
Non-Current Assets - total 977.5 950.2 27.3 2.9%
Total Assets 2,448.8 2,138.4 310.4 14.5%
Current Liabilities - total 1,067.4 751.3 316.1 42.1%
Non-Current Liabilities -

total 877.9 873.7 4.2 0.5%
Total Liabilities 1,945.3 1,625.0 320.3 19.7%
Minority Interest 0.0 0.0 0.0 n/a
Net Worth 503.5 5134 (9.9) (1.9%)

¢ Amounts in millions of pesos

7.2. ECONOMIC RESULTS

Economic results for the period have been in limdn wur forecasts. There was a substantial
increase in sales, reflecting our strong markegiagition and the increase of sales the cheese
segment. Cash flow from operations remained straaga new demonstration — by the third
consecutive year — of the strength of our recov@oyne additional costs — mainly salary costs -
did not allow us to fully reflect such improvemernts our economic results and our cash
generation.

Although Operating Results increased Ps46.7 milldet Income decreased Ps.148.7 million,
due to the following reasons:
(i) The absence in 2011 of an extraordinary gain dd1P2.million, obtained in 2010 in
connection with the refinancing of our financiabtle
(i) An increase of Ps.45.7 million in losses due tohexge differences (from Ps.29.0
million in 2010 to Ps.74.7 million in 2011), reldtevith the increase of the value of
the US dollar in peso terms and a lower appreciaiiche Brazilian currency, and
(i) An increase of Ps.18.8 million in interest paid forancial debt, due to the accrual
since 2011 of a contingent interest rate baseduoiBITDA (not applicable in 2010)
and an increase of the debt in peso terms.
(iv) Higher charges for income tax (including the taxtlo® minimum presumed income)
of Ps.18.9 millions

8. PERSPECTIVES

We believe that, generally speaking, basic markeiditions are positive for the Company,
with a combination of sustained growth of primampguction, a domestic demand that,
although not at its highest historical level innterof per capita consumption, has gradually
increased in the course of recent years, a sausjatevel of operations in Brazil, and good
international market prices. At the same time, @omenpany has taken some actions (such as a
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larger market share in the cheese segment, develdpshnew markets, etc.) which are in line
with the opportunities currently available.

Some matters, however, will have to be taken cdrea® they may adversely affect the
condition of the Company. They include, among ahdr) a substantial decrease of the
benefits derived from a tax promotion accordedunsubsidiary Mastellone San Luis S.A., (ii)
possible cost pressures (in particular wages amer aosts incurred in Argentina) which will,
to the extent we may be unable to pass them ondespfor any reason, affect profitability and
the generation of funds, and (iii) any possible semuences derived from the economic and
financial difficulties currently affecting some dead economies, particularly in European
countries, which may have an adverse effect onrnat®nal economic conditions and
consequently on our operations.

At the same time, given the financial needs arishogn the Company’s increased business
activity and investments that will inevitably bequéred in order to solve unavoidable

production bottlenecks, we will have to undertaKeres designed to optimize the Company’s
financing structure, which must also contemplagerteed to reduce financial costs.

Buenos Aires, February 28, 2012
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of

Mastellone Hermanos Sociedad Anénima
Encarnacion Ezcurra 365/375 — 2° Floor — Suite 308
City of Buenos Aires

1. Identification of financial statements subjead to our audit

We have audited the consolidated balance sheetagfdilone Hermanos Sociedad Andnima and its catedeli
subsidiaries (the “Company” — subsidiaries detaitedNote 2 a) to the consolidated financial statetsieas of
December 31, 2011, and the related consolidatednséats of operations, shareholders’ equity anth dasvs
together with their Notes 1 to 13 for the fiscahyéhen ended.

The consolidated financial statements referredotova are presented with comparative informatiornivedrfrom
the consolidated financial statements as of DeceBibe2010.

The Company’s Board of Directors and Managementesponsible for the preparation and fair presemtaif

the consolidated financial statements in accordamitle the accounting standards generally acceptethé

Republic of Argentina for entities included in thablic offering régime. The referred accountingnderds are
comprised by the Technical Resolutions issued byNtyentine Federation of Professional CouncilEdenomic
Sciences (which do not include those standardgexkléo the adoption of International Financial Réipg

Standards, “IFRS”), with the alternatives adoptgdhe National Securities Commission in those cagesre the
accounting standards allow for the application ofethan one criterion (“Argentine GAAP”). This pemsibility

includes: (i) designing, implementing and maintagnan internal control system relevant to the prafen and
fair presentation of consolidated financial statetaeso that they are free from material misstaténvemether due
to fraud or error; (ii) selecting and applying apmiate accounting policies; and (iii) making acatiog estimates
that are reasonable in the circumstances. Our neflity is to express an opinion on these comlsiéd financial
statements based on the audit carried out pursoidimé scope of work outlined in section 2.

2. Scope of our work

Our audit was carried out in accordance with thditang standards generally accepted in the Repuiiic
Argentina. Those standards require that auditaae phd perform the audit to obtain reasonable assarabout
whether the financial statements are free from ri@tmisstatements. An audit involves performinggadures,
mainly on a sample basis, to obtain audit evideatmmut the amounts and disclosures in the finasté@éments.
The procedures selected depend on the auditorgejudnt, including the assessment of the risks déniah
misstatement of the financial statements, whethgr @ fraud or error. In making those risk assestsnahe
auditor considers internal control relevant to @@empany’s preparation and fair presentation of fthancial
statements in order to design audit proceduresatteaappropriate in the circumstances, but notiferpurpose of
expressing an opinion on the effectiveness of thi@any’s internal control. An audit also includealeating the
appropriateness of accounting policies used andréasonableness of accounting estimates made by the
Company’s Board of Directors and Management, a$ agkvaluating the overall presentation of thardirial
statements.



We believe that the audit evidence we have obtamedfficient and appropriate to provide a basrsour audit
opinion.

3. Additional paragraph

As stated in Note 12 to the consolidated finansiatements, the Company has considered in the natepaof
the reconciliations to IFRS describe in that ndiese IFRS that are deemed to be applied in fishstatements
for the fiscal year ending December 31, 2012, itst fiscal year in which application of IFRS is naatory. It
should be mentioned that items and figures incluidesuch reconciliations could be modified if tHeRIS in
force as of that date were different from the ar@ssidered in their preparation.

4. Auditors’ opinion

In our opinion, the consolidated financial statetaers of December 31, 2011 referred to in the fiasagraph of
section 1., present fairly, in all material resgethe consolidated financial position of the Compand its
subsidiaries as of December 31, 2011, and the tidated results of its operations, the consolidateanges in
its shareholders’ equity and its consolidated cleivs for the fiscal year then ended, in accordandt
accounting principles generally accepted in theuRép of Argentina.

Our audit report on the consolidated financialestants as of and for the fiscal year ended Decefihe2010
was issued, unqualified, on March 10, 2011.

5. Special information required by requlations in fore

a) The consolidated financial statements referredchtthe first paragraph of section 1. are presemed i
accordance with Law N° 19,550 and National Se@sitCommission of Argentina accounting
standards

b) As required by clause 6 of General Resolution N2/@P of the National Securities Commission, we
report that, in our view, accounting records systamaintain the security and integrity conditions
existing at the time when they were authorizedhey@orporations Inspection Department (prior to the
Company'’s entering to the public offering regime).

c) The consolidated financial statements referrech tihé first paragraph of section 1. have been deabr
in the registered bodkventario y Balances

d) As a part of our audit, the scope of which is diesct in section 2., we have reviewed the consditiat
Informative Summary shown in pages 1 to 3, prepémethe Company’s Management and Board of
Directors and required by the National Securitiesn@ission, on which, in what is a matter of our
competence, we have no exceptions to report. Quort® on the consolidated financial statements
corresponding to the fiscal years ended December26@8 and 2007 included a qualified opinion
related to the recognition as income for the figedr 2007 of compensations to be collected froen th
Government by $ 37 million, which should have besrognized in fiscal year 2008 in accordance with
Argentine GAAP.

e) We report, as required by the National Securitiemission of Argentina, the following percentages
corresponding to fees billed by our Firm:

. ratio of total fees related to the audit and revigfaMinancial statements and other auditing
services rendered to Mastellone Hermanos Sociedathifa to the total fees billed to the
Company for all professional services, includingditing services: 63%;



3.

. ratio of total fees for the audit and review ofdfiitial statements and other auditing services
rendered to Mastellone Hermanos Sociedad Anéninthetdotal auditing services fees billed to
the Company and to its subsidiaries: 71%

. ratio of total fees for the audit and review ofdfirtial statements and other auditing services
rendered to Mastellone Hermanos Sociedad Anénintlaetdotal fees billed to the Company and
to its subsidiaries for all professional servidgaesluding auditing services: 41%.

f) As per the above mentioned accounting recordsaticeued liability under the Argentine Integrated
Social Security System as of December 31, 2011,pfsion contributions and withholdings to
personnel, amounted to thousands of $ 18,153, aschat yet due at that date.

g) We have performed the procedures related to theeption of money laundering and terrorist financing
established by Resolution C.D. No. 77/2011 issuethb Professional Council of Economic Sciences
of the City of Buenos Aires.

City of Buenos Aires, Argentina.
February 28, 2012

DELOITTE S.C.

José E. Lema (Partner)
Public Accountant (UBA)
C.P.C.E.C.AB.A. T° 103 -F° 60

Deloitte refers to one or more of Deloitte Touch@hiatsu Limited, a UK private company limited byatantee, and its network of member firms, eachtrothv
is a legally separate and independent entity. Plsae_www.deloitte.com/abofdr a detailed description of the legal structofeDeloitte Touche Tohmatsu
Limited and its member firms.



MASTELLONE HERMANOS SOCIEDAD ANONIMA

CONSOLIDATED INFORMATIVE SUMMARY
AS OF DECEMBER 31, 2011
(in thousands of Argentine pesos)

1. BRIEF COMMENT ON THE COMPANY'’S ACTIVITIES (*)

Economic results for fiscal year 2011 may be seesatisfactory, in terms of both organic
cash generation and commercial position of the Gmypindicating the existence of a
platform for such aspects, enabling us to faceréuthallenges with optimism.

Unfortunately, such results were compensated btaiceadverse developments, out of our
control, such as an increase in losses from ex&haifferences, higher financial charges
(given the accrual, since 2011, of contingent gderate, linked with our EBITDA, as well as
increased income tax charges (including tax onrateze minimum income tax).

2. SUMMARIZED CONSOLIDATED FINANCIAL POSITION

2011 2010 2009 2008 2007
(in thousand pesos)
Current assets 1,471,317 1,188,142 866,053 681,338 662,614
Non-current assets 977,497 950,231 906,654 944,056 1,019,685
Total 2,448,814 2,138,373 1,772,707 1,625,394 1,682,299
Current liabilities 1,067,418 751,304 610,721 584,259 422,627
Non-current liabilities 877,884 873,669 787,344 721,398 674,683
1,945,302 1,624,973 1,398,065 1,305,657 1,097,310
Minority participation in
subsidiary companies 10 1 1 1 1
Shareholders’ equity 503,502 513,399 374,641 319,736 584,988
Total 2,448,814 2,138,373 1,772,707 1,625,394 1,682,299
3. SUMMARIZED CONSOLIDATED STATEMENTS OF OPERATIONS
2011 2010 2009 2008 2007
(in thousand pesos)
Operational ordinary results — income (loss) 139,225 94,864 158,847 (174,315) 40,425
Financial and holding results — (loss) (119,555) (46,545)  (77,308) (148,370) (39,943)
Other income and expenses, net — income
(loss) 6,621 7,099 (4,625) 70,825  (14,647)
Subtotal — income (loss) 26,291 55,418 76,914 (251,860) (14,165)
Income tax and alternative minimum
income tax — loss (36,187) (17,283) (22,543) (13,391) (19,042)
(Loss) income from continuing operations (9,896) 38,135 54,371 (265,251) (33,207)
Income from discontinued operations 9,445 535
Minority interest in subsidiary companies —
loss 1) @) 1) 1) ()
Ordinary result — (loss) income (9,897) 47,579 54,905 (265,252) (33,208)
Extraordinary results — income 91,179
Net (loss) income for the year (9,897) 138,758 54,905 (265,252) (33,208)




5.

PRODUCTION AND SALES VOLUME (*)

ACCUMULATED SALES

2011 2010 2009 2008 2007
(in thousand liters of milk)
Domestic market 1,508,729 1,380,618 1,281,653 1,252,748 1,277,935
Foreign market 317,185 232,872 282,784 85,515 144,380
Total 1,825,914 1,613,490 1,564,437 1,338,263 1,422,315

The production volumes are similar to sales volughes to the perishable nature of marketed
products.

RATIOS
2011 2010 2009 2008 2007

Current assets to current liabilities 1.38 1.58 214 1.17 1.57
Shareholders’ equity to total

liabilities 0.26 0.32 0.27 0.24 0.53
Non-current assets to total assets 0.40 0.44 0.51 0.58 0.61
Ordinary (loss) income to

shareholders’ equity (0.02) 0.13 0.17 (0.45) (0.05)
Extraordinary income to

shareholders’ equity 0.24

Net (loss) income to shareholders’

equity (0.02) 0.37 0.17 (0.45) (0.05)
OUTLOOK (*¥)

We believe that, generally speaking, basic markatitions are positive for the Company, with

a combination of sustained growth of primary prdauy a relatively strong domestic demand, a
satisfactory level of operations in Brazil, and daoternational demand and market prices. At
the same time, the Company has taken some acsanh és a larger market share in the cheese
segment, development of new markets, etc.) whiehiradine with the opportunities currently
available.

Some matters, however, will have to be taken cgrasothey may adversely affect the condition
of the Company. They include, among others, (iplstantial decrease of the benefits derived
from a tax promotion granted to our subsidiary MHlshe San Luis S.A., (ii) cost pressures, and
(i) any possible consequences derived from thenemic and financial difficulties currently
affecting some central economies, particularly imdpean countries, which may have an adverse
effect on international economic conditions andsemjuently on our operations.

In the short term, and to a great extent reflecs@gsonal aspects and certain specific situations,
we expect a compression in our economic resultsgidhe first quarter of 2012. We maintain
unchanged, however, our long term prospects, asatadl before.

CURRENT STATUS IN THE FULFILLMENT OF THE INTERNA TIONAL FINANCIAL
REPORTING STANDARDS (“IFRS”) IMPLEMENTATION PLAN (* )

As a result of the monitoring of the specific IFR$lementation plan, the Board of Directors is
not aware of any circumstance that requires maifios to the plan or that indicates an
eventual deviation from the established objectiard dates. See Note 12 to the consolidated
financial statements.



8. CALCULATION OF THE EBITDA OF FISCAL YEAR 2011 (*)

A calculation of EBITDA (according to its definitiounder the terms of the agreement of the
debt refinancing of May 2010) (“ContractygEBITDA”) is included below. This calculation is
presented only to be used as guidance by holdeds aayy other interested parties. The
calculation, which is stated in thousands of pesbeuld be considered an estimate subject to
adjustments and not to be an indication, eithetig@kr implicit, of the Contractual EBITDA
amount for the future.

1 Net (loss) income (9,897)
2 Income tax 36,187
3 Amortization
Amortization of intangible assets 743
4  Depreciation 78,888
Depreciation of property, plant and equipment 98,7
Amortization of other investments 92
5  Fixed charges 92,122
Interest generated by liabilities 92,122

Secured debt payments by the Company
Payment of dividends on preferred stock

6 39,907
All exchange differences 74,658
All holding results (66,255)
All inflation adjustement
Other non-cash items:

Net adjustment to present value of debt 31,504
7  Minority interest 1
8  Other charges which have not and will not imgplgash movement 83,167
Cost of sales — holding results 66,255
Supplies consumption 15,394
Reversal of impairment valuation allowance for istweents in other
companies a7
Reversal of impairment valuation allowance foresttassets (4)
Write-off of spare parts 1,539
Total contractual EBITDA 321,118

Contractual EBITDA as of December 31, 2011, stakethe closing exchange rate, amounts to
approximately US$ 74.6 million. Consequently, tbatingent interest established in the terms of
the loan contract maturing in 2018 amounts to 2.T#al interest rate for such debt in 2012,
including the 0.25% for not having completed thendatory reduction of debt before December
31, 2011, will be 9.85%.

(1) Contractual EBITDA may differ from the EBITDA or Adjiesl EBITDA, all being measures that the Company

may present in other documents and that showsiadalitinformation about its ability to pay its ldebut that do
not arise from professional accounting standardsfd¥m of EBITDA should be considered in isolationas a
substitute of other measures of financial perforreaar liquidity or as a substitution of measurdsirg from
professional accounting standards. We believe EBATDA is a measure commonly reported and widelydusg
investors and other interested parties in the imdw@s a measure of a company’s operating perfocmand debt
servicing ability because it assists in compariegfgrmance on a consistent basis without computayreciation
and amortization charges, among others. Howevertr@udnal, Adjusted EBITDA or similar measures may ln®
comparable in all instances to other similar typleseasures used by other companies.

(*) Information not reviewed by the Auditors.

Buenos Aires, February 28, 2012



MASTELLONE HERMANOS SOCIEDAD ANONIMA
CONSOLIDATED BALANCE SHEET AT DECEMBER 31, 2011
(compared with the related figures at December 32010)

(in thousands of Argentine pesos)

2011 2010
ASSETS
CURRENT ASSETS
Cash and cash equivalents 64,101 39,907
Investments 8,033 2,110
Trade accounts receivable, net (Notes 3 a) and 7) 628,38¢ 469,862
Other receivables, net (Notes 3 b) and 7) 80,812 91,75kE
Inventories (Notes 3 c) and 7) 689,98¢ 584,311
Other assets 197
Total Current Assets 1,471,315 1,188,142
NON-CURRENT ASSETS
Other receivables, net (Notes 3 b) and 7) 56,14:& 70,397
Investments 15,817 10,44C
Spare parts and supplies (Note 3 d) 50,07¢€ 41,72C
Property, plant and equipment, net (Notes 3 e)7and 848,73¢ 820,22¢
Intangible assets, net 3,592 4,320
Other non-current assets 10 10
Subtotal 974,376 947,11C
Goodwill (Note 2.c) 10) 3,121 3,121
Total Non-Current Assets 977,497 950,231
TOTAL 2,448,81¢ 2,138,37:
LIABILITIES, MINORITY INTEREST AND
SHAREHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts payable (Note 3 f) 678,669 531,97C
Loans (Notes 3 g), 5and 7) 158,553 34,93¢
Taxes, accrual for tax relief and others (Note 3 h) 64,981 48,496
Accrued salaries, wages, payroll taxes and otiNwge(3 1) 155,59¢ 126,919
Accrued litigation and other expenses (Note 3 j) 9,616 8,980
Total Current Liabilities 1,067,41¢ 751,304
NON-CURRENT LIABILITIES
Accounts payable 22
Loans (Notes 3 g), 5and 7) 781,18¢ 759,801
Taxes and accrual for tax relief (Notes 3 h), 7 &nd 74,544 85,712
Accrued salaries, wages, payroll taxes and others 4,151 7,868
Accrued litigation and other expenses (Note 3 j) 18,00E 20,266
Total Non-Current Liabilities 877,88< 873,669
Total Liabilities 1,945,30: 1,624,973
MINORITY INTEREST 10 1
SHAREHOLDERS' EQUITY (as per corresponding statements) 503,50z 513,399
TOTAL 2,448,81¢ 2,138,373

The accompanying Notes are an integral part oftieessolidated financial statements.



MASTELLONE HERMANOS SOCIEDAD ANONIMA
CONSOLIDATED STATEMENT OF OPERATIONS FOR THE
YEAR ENDED DECEMBER 31, 2011 (compared with

the related figures for the year ended December 32010)

(in thousands of Argentine pesos)

Net sales (Note 3 k)
Cost of sales (Note 3 1)
Gross income

Expenses:
Selling (Note 3 m)
General and administrative (Note 3 m)
Other (Note 3 m)
Subtotal

Interest expense
Interest income

Holding results, foreign exchange (loss) gain, aet] other financial

results (including charges due to adjustments ésgt value)
Other income (expenses), het (Note 3 n)
Income before taxes, discontinued operations, miniy
interest and extraordinary item
Income tax and alternative minimum income tax (Nt
Net (loss) income from continuing operations
Income from discontinued operations before incoaxes
Income tax (Note 3 0)
Net income from discontinued operations (Note 11 b)
Minority interest
Net (loss) income before extraordinary item
Extraordinary item — Income (Note 3 p)
Income tax (note 3 q)
Extraordinary income
NET (LOSS) INCOME FOR THE YEAR

(Loss) income earnings per common share
(Loss) income before extraordinary income
Extraordinary income
Total

2011 2010
6,150,44¢ 4,445 49¢
(4,585,208)  (3,316,753)
1,565,24: 1,128,74:
(1,205,374) (870,746)
(219,225) (162,228)
(1,417) (904)
139,22¢ 94,864
(92,122) (73,357)
12,474 9,501
(39,907) 17,311
6,621 7,099
26,291 55,418
(36,187 (17,283)
(9,896) 38,135
9,445
- 9,445
€8] (€H)
(9,897 47,579
91,179
- 91,17¢
(9,897) 138,758
(0.02) 0.10
0.20
(0.02) 0.30

The accompanying Notes are an integral part oftieessolidated financial statements.



MASTELLONE HERMANOS SOCIEDAD ANONIMA

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY FOR THE
YEAR ENDED DECEMBER 31, 2011

(compared with the related figures for the year endd December 31, 2010)

(in thousands of Argentine pesos)

2011 2010
Shareholders' Retained earnings Total Total
contributions
Common Legal  Accumulatec
stock reserve earnings
(losses)
Balance at beginning of year 457,547 55,852 5320 374,641
Resolution of General Ordinary a
Extraordinary Shareholders’
Meeting held on March 31, 2011
Appropriation to legal reserve
(Note 6) 15,273 (15,273)
Net (loss) income for the year (9,897) (9,897) 138,758
Balance at end of the year 457,547 15,273 30,682 03502 513,399

The accompanying Notes are an integral part oktlcessolidated financial statements.



MASTELLONE HERMANOS SOCIEDAD ANONIMA

CONSOLIDATED STATEMENT OF CASH FLOWS FOR THE

YEAR ENDED DECEMBER 31, 2011

(compared with the related figures for the year endd December 31, 2010)
(in thousands of Argentine pesos)

2011 2010

CAUSES OF CHANGES IN CASH AND CASH EQUIVALENTS
Cash flows from operating activities:
Net (loss) income before extraordinary item (9,897) 47,579
Adjustments to reconcile net ordinary (loss) incdorghe year to net
cash provided by operating ordinary activities:

Interest expense 92,122 73,357
Income tax and alternative minimum income tax aedru 36,187 17,283
Depreciation of property, plant and equipment 78,79 75,616
Supplies consumption 15,394 11,181
Additions to provision for doubtful accounts, sedbates, other assets,
litigation and contingencies (net of reversals) 8,076 5,826
Depreciation of other investments 92 38
Amortization of intangible assets 743 439
Write-off of spare parts 1,539 672
Financial and holding results, net 109,024 68,984
Gain on sale of property, plant and equipment ®,03 (1,673)
Income from discontinued operations (9,445)
Payments of income tax and alternative minimumnmedax (22,374) (24,670)
Net change in working capital and other compon@xtde 2.c) 19) (113,988) (132,724)
Net cash provided by operating ordinary activities 191,683 132,463
Extraordinary item — Income 91,179

Adjustments to reconcile extraordinary item - ineotm net cash used in
extraordinary operating activities:

Debt restructuring result (110,367)
Net cash used in extraordinary item - (19,188)
Net cash provided by operating activities 191,683 113,275
Cash flows from investing activities:

Purchase of property, plant and equipment (100,157) (41,771)

Purchase of intangible assets (15) (3,965)

(Increase) decrease of investments (11,364) 54

Proceeds from sale of subsidiary company 1,851

Proceeds from sale of property, plant and equipment 5,455 3,696

Acquisition of subsidiary (5,088) (3,104)
Net cash used in investing activities (111,169) (43,239)
Cash flows from financing activities:

Net variation in loar 28,867 16,74¢

Payments of interests (85,187) (98,694)
Net cash used in financing activities (56,320) (81,946)
Increase (decrease) in cash and cash equivalents , o (11,910)
Cash and cash equivalents at beginning of year 39P 48,425
Cash and cash equivalents of acquired subsidiary 3,901
Decrease in cash and cash equivalents due to sdlesubsidiary

company (509)
Subtotal 39,907 51,817
Cash and cash equivalents at end of year 64,101 , 997

The accompanying Notes are an integral part oktlbessolidated financial statements.
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MASTELLONE HERMANOS SOCIEDAD ANONIMA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Argentine pesos)

NOTE 1 - THE COMPANY - OPERATIONS AND MAJOR CUSTOME RS

Mastellone Hermanos Sociedad Andnima, together itstitonsolidated subsidiaries (the
"Company"), is the Argentina’s leading processad amanufacturer of fresh consumption
dairy products.

Its sales are concentrated in the Buenos Airesopelitan area, Argentina’s largest market
for such products, but the Company’'s operationstim@sver every significant market
throughout the rest of the country.

The Company also exports dairy products (mainly geened milk) and provides a number
of services (including raw milk procurement andustlial services) to Danone Argentina
S.A. (Danone) under long-term agreements (see ®ote

No single customer accounts for in excess of 10%a@fCompany’s net sales.

The Company’s sales by distribution channels wer®lows:

2011 2010
Domestic sales:
Traditional retailers and supermarkets 4,482,5 3,481,522
Government and commercial bids 431,799 283,81
Other 248,326 81,812
Services 187,017 99,610
Export / Foreign 870,745 498,736
Total 6,150,449 4,445,495

NOTE 2 - ACCOUNTING POLICIES

a) Consolidated financial statements

The accompanying consolidated financial statemieate been prepared in accordance
with generally accepted accounting principles imcéo in Argentina (“Argentine
GAAP”) applicable to consolidated financial staterse

Certain accounting practices applied by the Comptrag are in accordance with
Argentine GAAP do not conform to Generally Accepictounting Principles in the

United States (“US GAAP”). The format and certaiisctbsures included in these
consolidated financial statements have been addptdthve a closer appearance to
financial statements usually presented in the driiates.

The consolidated financial statements include dbeounts of the Company and its
majority owned subsidiaries. All material intercaangy accounts and transactions have
been eliminated in the consolidation.

The accounts of the following companies were inetlith consolidation:



% of holding

Company 2011 2010

Con-Ser S.A. 100.00 100.00
Leitesol I.C.S.A. (1) 100.00 100.00
Marca 4 S.A. 99.99 99.99
Marca 5 Asesores en Seguros S.A. 99.99 99.99
Mastellone Hermanos do Brasil Comercial e

Industrial e Ltda (dormant) 100.00 100.00
Mastellone San Luis S.A. 100.00 100.00
Promas S.A. 100.00 100.00
Puralactea S.A. 100.00 100.00
Transporte Lusarreta Hermanos S.A. (2) 100.00 QDo0.

(1) Leitesol I.C.S.A. is a Brazilian subsidiary of Melktne Hermanos Sociedad Anénima. It is an
integrated subsidiary, with no independent cast,flivading exclusively Company’s products in
the Brazilian market. The re-measurement of thanfimal statements of Leitesol 1.C.S.A. from
foreign currency to local currency was creditedcbarged to the consolidated statements of
operations.

(2) Transporte Lusarreta Hermanos S.A. is an indinglosisliary company because it is controlled by
Con- Ser S.A.

b) Revenue recognition

The Company and its foreign subsidiary recogneemnue from product sales when a
product has been delivered and risk of loss haseplai® the customer, collection of the
resulting receivable is probable, persuasive ewdef an arrangement exists, and the
price is fixed or determinable. Delivery occursthe case of product sales to domestic
customers, when products are received by or pHiysicansferred to the custody of the
customers, generally at their respective warehoasethe term of such shipments is
usually FOB Destination. In the case of producesdb customers outside Argentina,
delivery occurs after the Company has completedtoous shipment procedures
domestically and has transferred custody of thelybto buyer’s transportation carrier
as the term of such shipments is usually FOB Shgpptoint. The Compangecords
cash discounts and volume rebates at the timeeth&ed revenue from product sale is
recognized.Such discounts are reported as reduction from ¢heted revenue from
product sale. It also maintains allowance for dhubaccounts based on customer
collection history and for trade discounts and safeturns based on historical
experience.

The Company recognizes service revenues as folldiysproduction of specific
products on behalf of other companies (“fagcon” agrents) — when a customer picks
up the product produced from the Company’s manufaxg facilities; (ii) procurement
of raw milk for Danone— when the Company delivdre taw milk it procured to the
manufacturing facility of Danone; and (iii) prowsi of marketing and other
administrative services to Logistica La SerenisBoaiedad Andnima — over the agreed
service period.



c) Valuation criteria

1) Accounting principles

2)

3)

The Company applies the valuation and presentatioreria established by
Technical Resolutions N° 8, 9, 16, 17, 18, 21, @@ 23 and Interpretations N° 1 to
4, if applicable, taking into consideration versoim force as of December 31,
2011, approved by the Argentine Federation of Rsafmal Councils in Economic
Sciences (“F.A.C.P.C.E."”), with certain modificat®introduced by the Argentine
National Securities Commission (Comision NacioreMalores or CNV).

In the case of non-monetary assets added beforehMar2003, costs were restated
to reflect the effects of inflation as of Febru&§, 2003 (according to Technical
Resolution N° 6 issued by the F.A.C.P.C.E., inédirom January 2002 through the
above mentioned date).

Monetary items- Cash, cash equivalents, receivables and liegslistated in
Argentine pesos, have been valued at their nommadaks plus accrued interest as of
the end of each year.

Non-interest earning or bearing receivables andlpiag have been valued at their
present value.

Foreign currency denominated assets and liabilti€sreign currency denominated
assets and liabilities have been stated at thenglasxchange rate plus accrued
interest as of the end of each year. On March 622the Professional Council in
Economic Sciences of the City of Buenos Aires idsResolution MD N° 3/2002
that mandated the capitalization of exchange diffees arising from foreign
currency denominated liabilities used to finangeedly, the acquisition, production
or construction of an asset. Resolution MD N° 32@@cluded also an option to
capitalize exchange differences in other assetanfied indirectly with foreign
currency denominated liabilities. The Company adduch optional treatment for
the acquisition or construction of property, pland equipment indirectly financed
in foreign currencies (see point 7 below).

Resolution CD N° 87/2003 issued by the Professichauncil in Economic
Sciences of the City of Buenos Aires and effectivdy 28, 2003, superseded
Resolution MD N° 3/2002, so that the Company céipgd exchange differences
generated up to the abovementioned date, whicltwarently part of the assets’
cost, net of the corresponding depreciation.

Foreign currency denominated receivables and pegalion-interest earning or
bearing, have been valued at their present value.
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4) Inventories

- Finished goods These are stated at the current replacementatdbe end of
each year, net of those expenses related to pioductefficiencies or idle
capacity of plants, if any. Such expenses are rezed in earnings under
caption “Other”, included in operating expenseshia consolidated statement of
operations.

- Raw materials, packaging materials, and work imgmss- These are valued at
their current replacement cost at the end of easdr,yor at price of last
purchases, which does not materially differ frora éstimated replacement cost.
Inventories write-offs are directly charged to tbensolidated statement of
operations.

The value of inventories thus determined does nateed their estimated
recoverable value (which is net realizable valueaning net selling price less
direct selling expenses).

5) Spare parts and supplies

These are stated at acquisition or current replanémost at the end of each year,
or, when applicable, at price of last purchaseschvboes not materially differ from
the estimated replacement cost.

The value of spare parts and supplies does noedxiteir estimated recoverable
value.

6) Current and non-current investments

Current investments mainly correspond to privatedsowvith no quotation valued at
cost plus interest accrued.

Non current investments mainly consist of certawpprties and an aircraft (valued
at cost as restated to reflect the effects oftinite net of accumulated depreciation)
and investments in other companies valued at cost.

7) Property, plant and equipment

- QOiriginal value:

- Property, plant and equipmentThese assets are valued at cost as restated to
reflect the effects of inflation. Construction imogress includes interest
capitalized during the construction period relatetbans obtained to finance
these constructions, also as restated to refleatffiects of inflation.
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In the case of plantations and assets allocatdtetagricultural activity, since
it was not possible to obtain the replacement obgtlantations, these are
valued at cost as restated to reflect the effettmftation, and have been
depreciated since the start-up of the project, weduin January 2008. The
balance includes development costs for the plamatas well as the
capitalization of interest and exchange differerredsted to loans obtained to
finance the aforementioned plantations.

- Capitalization of exchange lossedAs discussed in point 3) above, exchange
losses generated until July 27, 2003 arising fréma tirect or indirect
financing for the acquisition, construction or mddtion of property, plant
and equipment, were capitalized as part of the abstich assets, net of the
effect of restating the historical costs to reflnet effects of inflation.

- Depreciation- Depreciation is calculated using the straighélmethod on the
restated balances of the assets.

Rates applicable are as follows
%

Land and buildings 2,25,2.86and 4
Machinery and equipment, containers and tools 520@&nd 33
Fittings, laboratory equipment and furniture 5,al 25
Vehicles 20

Olive plantations 2

Drillings 5
Buildings improvements 3,4 and 20

The Company has estimated that the amount recandddr caption “Property,
Plant and Equipment, net” corresponding to Mastelldtlermanos S.A. will be
recoverable, based on projections for the averaga bf the useful life of such
assets.

8) Intangible assets

- Original value— These are carried at cost as restated to rdfieceffects of
inflation.

- Amortization— It was computed on a straight-line basis, otgeestimated useful
life. It is computed on the restated cost of theets

The value of intangible assets thus determined dmtsexceed their estimated
recoverable value.

9) Other assets
These consist of property and equipment withdreemfiproduction and held for

sale and are valued at their net realizable vdhat (s, fair market value less selling
expenses) at the end of each year. These assetstalepreciated.
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10) Goodwill

11)

In accordance with the purchase method describ@ddhnical Resolution N° 21 of
the F.A.C.P.C.E., in fiscal year 2010, the Compaltycated the purchase price of
Con-Ser S.A. shares at the date of acquisition k&x¢e 11 a). Assets identified and
liabilities of Con-Ser S.A. were respectively maasu at their fair value and
cancellation cost at the date of acquisition. A®asequence of such allocation, the
value of the Con-Ser S.A.’s net assets was hidiear the book value of Con-Ser
S.A. in 30,266 (amount net of the deferred taxatffeThe goodwill value, that is,
the difference between the purchase price andlibeation value of the net assets,
amounted to 3,121. This business is closely relaieitie Company’s, and so, the
goodwill has an indefinite useful life and consetlye it is not amortized.

The value of goodwill thus determined does not edcies estimated recoverable
value.

Loans other than restructured financial debt

These are stated at nominal value of the prin@pad interest accrued at the end of
each year. Senior Notes Series E — final due 204 3l@own net of commissions
and expenses related to the issuance.

12) Financial debt restructurd@ee note 5)

13)

Argentine accounting standards establish that vehdabt instrument is exchanged
by another one with “substantially different” termaccording to quantitative
criteria set in such standards (in the case ofittfacial debt restructured in 2004,
there was a remission of principal, changes inritexest rates and modifications in
the maturity dates, and in the case of the finam=at restructured in 2010, there
were changes in the interest rates and modificationthe maturity dates), it is
considered an extinguishment of the original defitty the original debt instrument
derecognized in the consolidated balance sheetné@thedebt is initially recorded
based on the best estimate of the present valie dfiture cash flows that are to be
paid (including interest) under the terms of themebt instrument, discounted at a
rate commensurate with the risks of the debt insént, and time value of money.
The financial debt restructured in 2010 and 2004 weeasured considering the
principal plus interests accrued as of the endacheyear, net of the adjustment to
present value, in accordance with the abovemerntiaoeounting standard. Interest
rate of 14% per annum was used to determine theeptrevalue of the future cash
flows of the debt restructured in 2010.

Shareholders” equity accounts

Capital stock and legal reserve have been statélukeat historical nominal value.
Retained earnings (losses) have been restatetldct ithe effects of inflation.
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13) Holding results, foreign exchange (loss) gain, aetl other financial results

These consist of the difference between the cagryalue of inventories and their
historical cost, the gain or losses on foreign ey transactions, and charges due
to adjustments to present value.

14) Advertisement expense

All advertisement costs are expensed as incurred.
15) Income taxes

The income tax amounts shown in the consolidatetsients of operations were
accrued by each of the consolidated entities. Dedetax assets and liabilities are
recognized for the future tax effects of tempomifferences between the financial
statement carrying amounts of existing assets iabdities and their respective tax
bases. Future tax benefits of tax loss carry-fowaare also recognized as deferred
tax assets. Deferred tax assets are reduced byatiga allowance to the extent the
Company concludes that, more likely than not, thessets will not be realized.
Deferred tax assets and liabilities are measured) @hacted tax rates in effect for
the year in which those temporary differences aqeeeted to be recovered or
settled. The effect on deferred taxes of a chamgaxi rates is recognized in income
in the period that the change is enacted. Basgu@aeactions, a valuation allowance
has been recorded to reduce the deferred tax adsties Company and most of its
subsidiaries, since the realization of these assetscertain.

The statutory income tax rate for the year endetebBer 31, 2011 was 35%.

The Company, in accordance with the accountingcjpies in force during past
fiscal years in the jurisdiction of the City of Bues Aires (Resolution CD N° 87/03
issued by the Professional Council in Economic i8ms of the City of Buenos
Aires — C.P.C.E.C.A.B.A.), and the accounting pptes in force since January 1,
2006 (Resolution CD N° 93/05 issued by C.P.C.E.B.A.), considers as a
permanent difference the residual value of theatestent of property, plant and
equipment balances to reflect the impact of irdlatirecorded from January 2002
through February 2003, for deferred taxation pueposTherefore, following
General Resolution N° 487/06 of the National S¢mgiCommission (CNV), the
Company informs that, had it chosen to considea demporary difference the
restatement of property, plant and equipment bakarto reflect the impact of
inflation, a deferred tax liability of 123,186 waduhave been recognized as of
December 31, 2011, with a credit to earnings ofydr then ended due to income
tax of 12,202 and a charge to Accumulated Lossd36f388 as of December 31,
2010. Furthermore, had the Company chosen the aimnened criteria, it would
record a lesser charge due to income tax for thewing fiscal years (due to the
reversal of the deferred tax liability), as complate the charge it will record by
following the criteria used as at present datectviwould have been recorded in an
average estimated term of 12 years.
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17) (Loss) income per common share

It has been computed on the basis of the averagbenof 457,547,269 shares as
of December 31, 2011 and 2010 and broken-down lestwerdinary and
extraordinary amounts. There is no EPS dilutionthase is no preferred stock or
convertible-bonds issued.

18) Segment information

It is presented in Note 13 with the informationuigd by Argentine GAAP.

19) Cash flow information

Detail of the net change in working capital andeottomponents is as follows:

2011 2010

Trade accounts receivable (165,954) (50,272)
Other receivables 24,639 (67,698)
Inventories (105,675) (190,471)
Spare parts and supplies (33,628) (15,331)
Accounts payable 146,677 115,019
Taxes, accrual for tax relief and other (8,623) 29,783
Accrued salaries, wages, payroll taxes and other ,8829 48,180
Accrued litigation and other expenses (1,311) (1,934)

Total (113,988) (132,724)

20) Use of estimates

The preparation of financial statements requiresagament to make estimates and
assumptions that affect the reported amounts @tsassd liabilities and disclosure
of contingent assets and liabilities at the datehef financial statements and the
reported amounts of revenues and expenses durengetborting period. Actual
results could differ from those estimates.

21) Contingencies

The Company and its subsidiaries are parties towsregal and administrative
actions arising in the course of their businesgdiough the amount of any
liability that could arise with respect to suchiaes cannot be determined with
certainty, in the opinion of the Company, suchawiwill not, individually or in
the aggregate, have a material effect on the Coygamwnsolidated financial
position or results of operations.

22) Risk management

The Company currently operates principally in Argeen The Company’s financial
performance is affected by inflation, exchangesated regulations, price controls,
interest rates, changes in governmental economlicypdaxation and political,
economic or other developments in or affecting Atge. The majority of the
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Company’s assets are either non-monetary or derabedrin Argentine pesos, and
the majority of its liabilities are denominatedunS. dollars (see Note 5).

The Company does not have any unsettled forwarekagent.

23) Labor agreements

As per country regulations most of labor force udjsct to collective bargaining
agreements.

NOTE 3 - BREAKDOWN OF MAIN ACCOUNTS

2011 2010
a) Trade accounts receivable, net - Current

Third parties (domestic) (Note 7) 423,371 299,63:

Logistica La Serenisima S.A. and Danone Argentina
S.A. (Note 4) 173,80¢ 166,297
Other related parties (domestic — Note 4) 449 180
Third parties (foreign) and tax incentives on expor 46,892 18,802
Subtotal 644,51¢ 484,912
Allowance for doubtful accounts (11,012) (9,409)
Allowance for trade discounts and volume rebates 5,12(1) (5,641)
Total 628385 469,862

The movement of the allowance for doubtful accoimes follows:

Balance at the beginning of the year 9,409 6,267
Acquisition of subsidiary 1,245
Decrease due to sale of subsidiary company (72)
Additions 3,280 1,723
Transfers (1,574) 150
Write-offs @an (48)
Re-measurement of foreign subsidiaries allowances 86) ( 144

Balance at the end of the year 11,012 9,409

The movement of allowance for trade discounts asldmae rebates is as follows:

Balance at the beginning of the year 5,641 3,144
Decrease due to sale of subsidiary company 47
Additions 4,237 5,206
Actual trade discounts and volume rebates granted (4,757) (2,662)

Balance at the end of the year 5,121 5,641
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(1) The breakdown of alternative minimum income tax deferred income tax is as

follows:

-17-

2011 2010
b) Other receivables, net
Current
Net value added tax 29,638 50,731
Régime for the professionalization of transport 93D, 6,13€
Receivables from sale of non-current investmenttgN
11 b) 9,726 6,018
Prepaid expenses 6,767 3,81C
Income tax and alternative minimum income tax
receivable 3,667 1,523
Turnover tax credit 3,567 4,933
Other tax credits 6,089 7,667
Guarantee deposits (Note 7) 3,527 3,906
Advances to suppliers 806 1,488
Insurance receivable 458 214
Related parties (Note 4) 342
Receivables from customers in receivership and in
bankruptcy 145 165
Other 5,130 5,443
Subtotal 81,450 92,37¢
Allowance for doubtful accounts (638) (621)
Total 80,812 91,75¢
Non-current
Alternative minimum income tax and deferred incdae
(1) (Note 10) 163,674 150,905
Net value added tax 16,426 24,17¢
Advances to suppliers 17,313 16,069
Receivables from sale of non-current investmenttgN
11 b) 9,557 13,284
Receivables from customers in receivership and in
bankruptcy 8,034 7,50E
Other tax credits 1,128 1,277
Guarantee deposits (Note 7) 16 35
Other 1,820 2,122
Subtotal 217,968 215,37(
Allowance for doubtful accounts (6,622) (7,501)
Valuation allowance for alternative minimum incotag
and deferred income tax (155,203) (137,477)
Total 56,143 70,392




Alternative minimum income tax

Deferred tax assets

Tax loss carryforwards

Allowances, accrual for litigation expenses and

other non-deductible accruals

Inventories
Subtotal

Valuation allowance

Subtotal

Deferred tax liabilities

Receivables deducted for fiscal purposes
Property, plant and equipment
Adjustment to present value

Subtotal
Total

2011 2010
104,716 87,914
74,385 94,402
12,676 12,607
17,900 7,916
209,677 202,839
(155,203) (137,477
54,47/ 65,362
(1,767)
(5952)  (1,664)
(38,284)  (50,270)
(46,003) (51,934)
8,471 13,428

The movement of temporary differences between lvaokying amounts and tax basis of
assets and liabilities and tax loss carry-forwasdss follows:

Balance Reduction Tax loss Balance 0 Decrease dt Charge Balance at the
at the of tax loss carry- acquired to sale of (credit) end of the year
beginning carry- forwards subsidiary subsidiary for the year
of the year forwards expired in company
the year
Temporary differences
between book carrying
amounts and tax basis of
assets and liabilities (45,995) 17,771 (28,224) (1)
Tax loss carry-forwards 94,402 (27,304) (1,754) 9,041 74,385
Total as of 2011 48,407 (27,304) (1,754) 26,812 46,161
Temporary differences
between book carrying
amounts and tax basis of
assets and liabilities (6,044) (15,055) (113) (24,783) (45,995) (2)
Tax loss carry-forwards 88,543 (6,208) (1,501) ,372 12,196 94,402
Total as of 2010 82,499 (6,208) (1,501) (13,683) (113) (12,587) 48,407

(1) From such amount, 15,427 is shown under captiom*Blarent Other receivables, net” and 12,797 iswho
under caption “Non-current Taxes, accrual for &lief and other”.
(2) From such amount, 31,411 is shown under captiom*Blarent Other receivables, net” and 14,584 iswsho
under caption “Non-current Taxes, accrual for &lief and other”.
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2011 2010

The movement of allowance for doubtful accountssigollows:

Current

Balance at the beginning of the year 621 617

Balance of acquired subsidiary 84

Decrease due to sale of subsidiary company (30)

Additions 17

Write-offs (50)
Balance at the end of the year 638 621

Non-current

Balance at the beginning of the year 7,501 6,597
Balance of acquired subsidiary 444
Decrease due to sale of subsidiary company (67)
Additions 610 132
Transfers 1,574 (150)
Write-offs (2,875) 172)
Re-measurement of foreign subsidiaries allowances 188)( 717
Balance at the end of the year 6,622 7,501

The movement of valuation allowance for alternatn@imum income tax and deferred

income tax is as follows:

Balance at the beginning of the year 137,477 162,784
Additions (reversals) 20,293 (15,920)
Write-offs (2,567) (8,490)
Remeasurement of foreign subsidiaries allowances (897)
Balance at the end of the year 155,203 137,477
Inventories
Finished goods 347,386 264,871
Work in progress 158,25¢ 131,865
Raw materials, packaging, other materials and goods
transit 179,04z 184,980
Advances to suppliers 5,30C 2,595
Total 689,986 584,311
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d)

f)

2011 2010
Spare parts and supplies
Spare parts (*) 18,08( 21,77C
Supplies 31,99¢ 19,95(
Total 50,076 41,720

(*) Net of write-off for an amount of 1,539 in 20&hd 672 in 2010 charged to “Cost of sales”.

Property, plant and equipment, net

Land and buildings 294,784 287,660
Machinery and equipment, containers and tools (1) 27,692 241,847
Fittings, laboratory equipment and furniture 164,69 165,619
Vehicles (2) 27,682 21,41¢
Olive plantations 40,552 42,483
Drillings 1,724 1,937
Buildings improvements 3,345 21,227
Construction and carobs in progress and other 21,05 37,12%

Subtotal 841,52¢ 819,31:
Advances to suppliers 7,212 916

Total 848,73¢ 820,22¢

(1) Includes machinery operated by the subsidiammany Promas S.A. amounting to 5,838 in 2011 and
1,058 in 2010.

(2) Includes vehicles operated by frighters of Gmn-S.A. (see Note 11 a) and Logistica la Sereaisim
S.A. (see Note 9 a) amounting to 7,685 in 20114083 in 2010.

The movement of property, plant and equipmentjas follows:

Net value at the beginning of the year
Balance of acquired subsidiary
Decrease due to sale of subsidiary company
Acquisitions
Transfers
Retirement and disposals
Depreciation
Balance at the end of the year

Accounts payable - Current

Trade payables
Logistica La Serenisima S.A. and Danone
Argentina S.A. (Note 4)
Other related parties (Note 4)
Total
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820,228 791,933

57,161

(9,078)

100,157 41,771

8,339 16,072

(1,190)  (2,015)
(78,796) (75,616)
848,738 820,228
557,847 446,763
120,302 84,928
520 279
678,669 531,970




2011 2010

g) Loans

Short-term debt

Principal:
Senior notes and loan debt:
Senior Notes:

Senior Notes due 2012 19,941
Senior Notes Series A, B and C — due 2018 30,648
Senior Notes Series D — final due 2015 4,304 1,988
Subtotal 54,893 1,988
Loan:
Loan debt — tranche A — final due 2015 14,398 8,100
Loan debt — tranche B — final due 2018 3,102
Non-restructured Collateralized Floating Rate Debt 91
Subtotal 17,500 8,191
Subtotal — Senior Notes and loan debt 72,393 10,179
Other financial debt:
Unsecured debt 17,402 1,674
Unsecured debt — related parties (Note 4) 1,150 1,062
Secured debt 66,602 21,134
Subtotal — other financial debt 85,154 23,870
Total principal 157,547 34,049
Accrued interest:
Related parties (Note 4) 3 3
Unsecured and secured debt 1,335 887
Total accrued interest 1,338 890

Adjustment to net present value:

Senior Notes due 2012 (332)
Total adjustment to net present value (332)
Total 158,553 34,939
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Long-term debt

Principal:
Senior Notes and loan debt:
Senior Notes:

Senior Notes Series A, B and C — due 2018

Senior Notes Series D — final due 2015
Senior Notes due 2012

Senior Notes Series E — final due 2013 (net of
commissions and expenses related to the issuance

by 3,003 in 2011 and 4,409 in 2010
Subtotal
Loan:
Loan debt — tranche A — final due 2015
Loan debt — tranche B — final due 2018
Subtotal
Subtotal — Senior Notes and loan debt
Other financial debt:
Secured debt
Subtotal — other financial debt
Total principal
Adjustment to net present value:
Senior Notes Series A, B and C — due 2018
Senior Notes Series D — final due 2015
Senior Notes due 2012
Loan debt — tranche A — final due 2015
Loan debt — tranche B — final due 2018
Total adjustment to net present value
Total

h) Taxes, accrual for tax relief and other

Current
Tax withholdings

Taxes, rates and contributions (net from advances)

Payment plan — Law N° 26,476 (Note 11 a)
Tax — Law N° 23,966

Total
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2011 2010

582,321 576,822
36,584 37,772
18,422

83,077 75,111

701,982 708,127

122,380 137,285
58,940 57,314

181,320 194,599

883,302 902,726

6,271 703

6,271 703

889,573 903,429

(70,907) (91,171)
(6,963) (9,176)

(870)
(23,342) (33,352)
(7,177)  (9,059)

(108,389) (143,628)

781,184 759,801

41,903 29,266
14,567 14,288
5,989 2,376
2,522 2,566
64,981 48,496




Non-current

Payment plan — Law N° 26,476 (Note 11 a)
Accrual for tax relief — Law N° 22,021 (Notes 7 &8id

Deferred income tax (1)

Taxes, rates and contributions

Total

(1) The breakdown of deferred income tax is as follows:

Deferred tax liabilities:

Property, plant and equipment

Inventories

Non-deductible allowances

Total

i) Accrued salaries, wages, payroll taxes andreth€urrent

Payroll and bonus to management

Social security taxes

Advances from customers

Related parties (Note 4)
Other

Total

Current

Accrued litigation expenses
Other accrued expenses

Total

Non-current

Accrued litigation expenses
Other accrued expenses

Total

J) Accrued litigation and other expenses
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2011 2010
37,932 43,922
22,894 22,894
12,797 14,584
921 4,312
74,544 85,712
15,108 16,180
(293)

(2,018)  (1,596)
12,797 14,584
97,360 68,556
40,340 26,209
11,012 24,358

8

6,887 7,788
155,599 126,919
951 1,365
8,665 7,615
9,616 8,980
16,391 18,375
1,614 1,891
18,005 20,266




2011 2010

The movement of accrued litigation and other expens as follows:

Current

Balance at the beginning of the year
Balance of acquired subsidiary
Increases

Payments made

Re-measurement of foreign subsidiaries allowances

Transfer from non-current allowance
Balance at the end of the year

Non-current
Balance at the beginning of the year
Balance of acquired subsidiary

Decrease due to sale of subsidiary company

Reversals

Payments made

Transfer to current allowance
Balance at the end of the year

k) Net sales

Product sales

Services provided

Turnover tax

Sales discounts and volume rebates
Sales returns

Total
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8,980 6,586
335

1,137 888
(671) (1,267)
267)( 525
437 1,913
9,616 8,980

20,266 15,579

8,991

(262)

(1,184) (1,462)
(640) (667)

(437)  (1,913)

18,005 20,266

6,544,521 4,759,307
197,172 104,437
(170,784)  (125,883)
(324,910) (214,986)
(95,550) (77,380)

6,150,449 4,445,495




2011 2010

[) Cost of sales

Cost of goods sold:

Inventories at the beginning of the

year
Finished goods 264,871 170,064
Work in progress 131,865 82,350

Raw materials, packaging, other
materials and goods in transit 184,980 581,716 122,439 374,853

Balance of acquired subsidiary 14,502
Purchases 3,459,198 2,701,229
Production expenses (Note 3 m) 1,086,716 720,652
Write-off of spare parts 1,539 672
Holding results generated by

inventories 66,255 76,135
Re-measurement of foreign

subsidiaries inventories (2,411) 3,159
Benefits from industrial promotion (28,614) (65,086)
Inventories at the end of the year

Finished goods (347,386) (264,871)

Work in progress (158,258) (131,865)

Raw materials, packaging, other
materials and goods in transit (179,042) (684,686) (184,980) (581,716)

Subtotal - cost of goods sold 4,479,713 3,244,400

Cost of services rendered:

Purchases 13,019 8,533
Production expenses (Note 3 m) 92,476 63,820
Subtotal - cost of services rendered 105,495 72,353
Total cost of sales 4,585,208 3,316,753

-25-



m) Information required by section 64, sub-sechpf Law N° 19,550

2011 2010
Total Production Cost of Selling Generaland  Other Total
expenses services expenses administrative expenses
expenses
Remuneration to members of the Board of Directors

and members of the statutory Audit Committee 19,410 19,410 11,632
Fees and compensation for services 393,560 106,748 37 257,907 28,868 276,919
Payroll, bonus and social security charges 705,272422,496 44,038 141,446 97,292 453,196
Depreciation of property, plant and equipment 78,79 57,743 13,431 5,341 2,281 75,616
Supplies consumption 15,394 15,394 11,181
Amortization of intangible assets 743 743 439
Provision for bad debts 3,907 3,907 1,855
Freights 828,265 258,083 570,181 1 581,232
Maintenance and repair 56,392 45,011 4,048 7,007 326 48,262
Office and communication 2,477 862 297 1,318 1,777
Fuel, gas and energy 113,295 91,787 12,702 8,759 47 84,731
Vehicles expenses 15,732 8,539 6,351 842 11,932
Publicity and advertising 170,749 170,749 115,087
Taxes, rates and contributions 124,820 55,766 9,389 1,227 58,438 93,187
Insurance 18,343 13,141 211 3,841 1,150 12,796
Travelling 2,923 705 68 1,848 302 2,328
Export and import 23,770 3 23,659 108 8,679
Harvest expenses 3,257 3,257 3,331
Supplies and chemicals 517 517 391
Miscellaneous 27,586 7,338 8,552 2,854 8,842 23,779

Idle capacity of plants (674) 674

Total 2011 2,605,208 1,086,716 92,476 1,205,374 219,225 1,417
Total 2010 720,652 63,820 870,746 162,228 904 1,818,350
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2011 2010
n) Other income (expenses), net
e Other income
Gain on sale of property, plant and equipment 4,031 1,673
Recovery of judicial claims 3,784
Charges to freighters 2,931 2,052
Rental income 1,783 1,629
Dividends earned from investments in other
companies 531 542
Insurance recovery 259 2,283
Royalties and licenses 48 196
Reversal of provision for litigation and other
expenses 47 574
Reversal of valuation allowance for investments in
other companies 17
Gain on sale of brands 694
Reversal of valuation allowance for other assets 4 661
Other 105 388
Subtotal 13,540 10,692
* Other expenses
Price adjustment in the sale of subsidiary company
(nota 11 b) (1,370)
Donations (1,043) (753)
Depreciation of other investments (92) (38)
Benefits granted to employees (620)
Other (4,414) (2,182)
Subtotal (6,919) (3,593)
Total 6,621 7,099
0) Income tax and alternative minimum income tax
* Included in (loss) income from continuing operation
Income tax:
Current income tax (42,706) (20,616)
Tax loss carry-forwards for the year 9,041 12,185
Net change in temporary differences 17,771 13,845
Subtotal (15,894) 5,414
Valuation allowance on alternative minimum income
tax and deferred income tax (20,293) (22,697)
Total (36,187) (17,283)
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2011

2010

¢ Included in income from discontinued operations

Income tax:
Current income tax
Reversal in valuation allowance on alternative
minimum income tax and deferred income tax

(5,493)

5,493

Total

The reconciliation of income tax expense to the wamaderived by applying the

applicable statutory income tax rate to income tefmcome tax and alternative

minimum income tax for the year is as follows:

Net income before income tax and alternative mimmu

income tax
Statutory income tax rate

Income tax at statutory income tax rate
Permanent differences
(Increase) reversal of valuation allowance on a#tve
minimum income tax and deferred income tax

Total

p) Extraordinary item — Income

Debt restructuring gain
Debt restructuring fees, expenses and commissions
Total

q) Income tax (included in extraordinary income)

Income tax:
Net change in temporary differences
Tax loss carry-forwards for the year
Subtotal
Reversal of valuation allowance on alternative munin
income tax and deferred income tax
Total

2011 2010
26,290 156,041
35% 35%
(9,202) (54,614)
(6,692) 21,411
(20,293) 15,920
(36,187) (17,283)
110,361

(19,188)

- 91,179
(38,628)

5,504

(33,124)

33,124

NOTE 4 - OUTSTANDING BALANCES AND TRANSACTIONS WITH RELATED

PARTIES

In the normal course of business, the Company ®rnteo transactions with affiliated
entities. The outstanding balances as of DecembeP@®L1 and December 31, 2010 with

related parties were as follows:
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2011 2010
Trade accounts receivable
Afianzar S.G.R. (1) 1
Danone Argentina S.A. (2) (3) 101,092 111,773
Frigorifico Nueva Generacion S.A. (4) 132 41
Fideicomiso Formu (5) 52 35
Juan Rocca S.R.L. (4) 35
Logistica La Serenisima S.A. (6) (7) 72,714 54,524
Los Toldos S.A. (4) 229 104
Total 174,255 166,477
Other receivables, net — current
Frigorifico Nueva Generacion S.A. (4) 342
Total - 342
Accounts payable
Afianzar S.G.R. (1) 11
Danone Argentina S.A. (2) 30,959 24,067
Frigorifico Nueva Generacion S.A. (4) 2
Logistica La Serenisima S.A. (6) 89,343 60,861
Los Toldos S.A. (4) 337 129
Masleb S.R.L. (4) 172 148
Total 120,822 85,207
Short-term borrowings and accrued interest
Juan Rocca S.R.L. (4) 1,153 1,065
Total 1,153 1,065
Accrued salaries, wages, payroll taxes and others
Danone Argentina S.A. (2) 8
Total - 8

(1) Company owned by members of Mastellone family lap members of the Company’s Board of Directors.

(2) Partner in Logistica La Serenisima S.A. andhlwoimpanies share the main trademark “La Serenisiviaed
by Mastellone Hermanos S.A.

(3) Includes receivables arising from sales of nailik purchased on behalf of Danone Argentina S.A.

(4) Company owned by members of Mastellone family.

(5) Trust managed by the Company.

(6) The Company holds 5% of Logistica La Serenista’s capital stock, while Danone Argentina Ssithe
parent company.

(7) Includes receivables arising from sales peréatiny Logistica on behalf of Mastellone Hermands S.
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Transactions with related parties for the yearsedridecember 31, 2011 and 2010 were as

follows:

Sales of goods and services
Afianzar S.G.R. (1)
Danone Argentina S.A. (2)
Fideicomiso Formu (3)
Frigorifico Nueva Generacion S.A. (4)
José Mastellone (5)
Logistica La Serenisima S.A. (6)
Los Toldos S.A. (4)
Pascual Mastellone (5)
Total

Purchases of goods and services
Danone Argentina S.A. (2)
Frigorifico Nueva Generacion S.A. (4)
Logistica La Serenisima S.A. (6)
Los Toldos S.A. (4)
Masleb S.R.L. (4)
Total

Financial results — interests and exchange differen

Danone Argentina S.A. (2)
Fideicomiso Formu (3)
Frigorifico Nueva Generacion S.A. (4)
Juan Rocca S.R.L. (4)
Los Toldos S.A. (4)

Total

Other income
Danone Argentina S.A. (2)
Logistica La Serenisima S.A. (6)
Total

2011 2010
2 3
188,241 104,401
422 297
321 155
27 17
18,441 12,583
557 154
13 11
208,024 117,621
103,367 62,431
2
293,595 210,050
3,067 3,058
2,075 430
402,104 275,971

38
(650) 27
28

(121) (79)
22 4
(683) (48)
531 542
146 715
677 1,257

(1) Company owned by members of Mastellone family laypmembers of the Company’s Board of Directors.
(2) Partner in Logistica La Serenisima S.A. and bothpanies share the main trademark “La Serenisimaiedw

by Mastellone Hermanos S.A.
(3) Trust managed by the Company
(4) Company owned by members of Mastellone family
(5) Member of the Company’s Board of Directors

(6) The Company holds 5% of Logistica La Serenisgma’s capital stock, while Danone Argentina Sg\the

parent company.
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NOTE 5 —FINANCIAL DEBT

5.1 Refinancing of the financial debt in 2010

At the end of 2009, the Company started a proaessfinance the major portion of its
financial debt (“Existing Debt”) having significar@mounts maturing from 2010 to
2013, which concluded on May 7, 2010 (“closing” edaff the refinancing) with the
signing of the contracts through which such refoiag was instrumented. Such
refinancing process, which included the balancegrimicipal mentioned in paragraph
5.2 of this note, took place in accordance withfthewing detail:

a) Form of the refinancing:

The refinancing of the Existing Debt was implementérough a voluntary
exchange which included the exchange for cash awd debt in the following

proportionate portions per each US$ 1,000 of thminal value of the old debt, at
the option of each creditor:

(i) US$ 39 in cash and US$ 961 in new debt with finaturity in 2018, or
(i) US$ 98 in cash and US$ 902 in new debt with finaturity in 2015.

The offer also contemplated the conversion intoddfars of the originally debt
denominated in Euros or Argentine pesos, at thigyparevailing two days before
the closing date.

Additionally, at the closing date, the Company paiccash the total amount of
interests accrued as from July 1, 2009 to (butimmuding) the day of the closing
of the refinancing process.

The Company’s proposal was accepted by creditddsnigoapproximately 98% of
the debt under refinancing.

b) Amount exchanged at the closing date:

* USS 2,148 thousand of principal of Senior Notess€la-1 were exchanged for
U$S 84 thousand in cash and U$S 2,064 thousandrafial of new Senior
Notes Series A;

» US$S 152,297 thousand of principal of Senior Noté&sE€ A-2 were exchanged
for U$S 6,520 thousand in cash, U$S 136,903 thalsdrprincipal of New
Senior Notes Series A and U$S 8,874 thousand aofcipal of new Senior
Notes Series D;

* US$S 2,000 thousand of principal of Senior Notess€R-2 were exchanged for

U$S 152 thousand in cash, U$S 722 thousand ofipahof new Senior Notes
Series B and U$S 1,126 thousand of principal of 8ewior Notes Series D;
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e US$S 5,605 thousand of principal of Senior Notess€l@& were exchanged for
US$S 219 thousand in cash and U$S 5,386 thousapdrafipal of new Senior
Notes Series C;

» The equivalent (converting into US dollars the portof the debt denominated
in other currencies, considering the applicableharge rates) to U$S 40,538
thousand of principal of floating rate debt werecleanged for U$S 3,973
thousand in cash and U$S 36,566 thousand of pahap new loan debt,
tranche A; and

e US$S 15,000 thousand of principal of fixed rate delsre exchanged for
U$S585 thousand in cash and U$S 14,415 thousapdrafipal of new loan
debt, tranche B.

c) Terms of the new debt:

1. Payment of principal and interests:

Terms of the new debt

Senior Notes Series A, B and Senior Notes Series D and
C and loan debt, tranche B loan debt, tranche A
Due 2018 Due 2015
Maturity date Amortization Rate (*) Amortization Rate
of principal of principal
June 30, 2010 7.00% **
December 31, 2010 7.00% **
June 30, 2011 7.00% 2.50% (**)
December 31, 2011 7.00% 2.50% (**)
June 30, 2012 2.50% 7.50% 5.00% (**)
December 31, 2012 2.50% 7.50% 5.00% (**)
June 30, 2013 2.50% 8.00% 7.50% (**)
December 31, 2013 2.50% 8.00% 7.50% (**)
June 30, 2014 2.50% 8.50% 15.00% (**
December 31, 2014 2.50% 8.50% 15.00% (**
June 30, 2015 2.50% 9.00% 20.00% (**
December 31, 2015 2.50% 9.00% 20.00% (**
June 30, 2016 10.00% 9.00%
December 31, 2016 10.00% 9.00%
June 30, 2017 15.00% 9.00%
December 31, 2017 15.00% 9.00%
June 30, 2018 15.00% 9.00%
December 31, 2018 15.00% 9.00%

(*) The above-mentioned interest rates corresgorttie nominal annual rate applied in the
semester ending at each date. The contingent ghteae mentioned afterwards is not
included.

(**) The applicable interest rate of the debt d042 is a floating rate and will be determined
by reference to the LIBO rate plus a spread of 2.pévided that such rate shall not
exceed 6% per annum.
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2.

Implementation of the new debt:

Holders of the existing Senior Notes received airtbption: (i) for the debt
due 2018, new Senior Notes Series A, B and C frfdahmer Senior Notes
Series A, B and C, respectively, or (ii) for thebtldue 2015, new Senior
Notes Series D.

Holders of the collateralized floating rate deluteiged the new loan, tranche
A, due 2015.

Holders of the fixed rate debt received the new |te@nche B, due 2018.
Other conditions:

The new Senior Notes of the Company (except Séjesalso include a
contingent interest at an annual rate during eawkhyear period, as from
January 1, 2011, based on the EBITDA (in accordanith the terms
included in the new loan contract) of the priocéisyear, with a maximum
of 4% if the EBITDA is higher than US$ 104,999,99%he semi-annual
payments of interest maturing on June and DecerBber2011 accrue a
contingent interest rate of 2.1% based on the HBITDA estimated for the
fiscal year ended December 31, 2010.

On each June 30, commencing on June 30, 2011 aimp&hy must apply to
repay, ratably and at par, a principal amount efrtew debt due 2018 equal
to 75% of the excess cash (as defined in the issugmms of the new debt)
for such preceding fiscal year. As of December 2010, from the
calculation performed by the Company, there is xmess cash according to
the definitions of the loan agreements, which mighawve required the
payment in advance of a portion of such debt.

According to the terms established in the new detat in addition to all
scheduled amortization payments, the Company haeldiace the aggregate
principal amount outstanding of its new debt in tlaount of
US$20.0 million by December 31, 2011 (“mandatorptdesduction”), or,
otherwise, the new refinanced debt will bear pgnalerest (i) at the rate of
0.25% for the year 2012, and (ii) later, commenangJanuary 1, 2013, at
the rate of 1.0% per year during 2013, which pgnaterest will increase by
0.25% on January 1 of each year thereafter unal nmandatory debt
reduction has been completed in full. As the Camypdid not comply with
the mandatory debt reduction before December 311 ,2De interest rate for
such debt will increase by 0.25% in 2012.

The new agreements contain certain commitmentdudmg reporting
requirements, and imposed certain limitations &iffigc the Company’'s
ability and the restricted subsidiaries’ ability: tborrow money, pay
dividends, redeem capital stock or redeem subaetinadebt, make
investments, sell capital stock of subsidiariesrgntee other indebtedness,
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enter into agreements that restrict dividends drerotdistributions from
restricted subsidiaries, enter into transactiond wirestricted subsidiaries
and affiliates outside the ordinary course of bess) create or assume
certain liens, engage in mergers or consolidatiand,enter into a sale of all
or substantially all of the Company’s assets.

The new Senior Notes (except for Series C) andnéhe loan debt are
collateralized in each case, ratably and in fiesgrde for pledges given to the
guarantee agent by the shareholders of the Company number of
Company’s stock of 32.51% and 16.49%, respectivetytheir common
stock and voting right. This collateral is also lagxbto the non-restructured
Senior Notes due 2012 and floating rate debt, medeto in Note 5.2.
Subsidiaries Leitesol Industria e Comercio Ltdagskéllone San Luis S.A.
and Promas S.A are jointly and severally liabletf@ Senior Notes and loan
debt. In February 2011, the Board of Directorshef Company and Con-Ser
S.A. approved that the latter will be also joindiyd severally liable (in the
same terms) for such debt.

d) Summary as of December 31, 2011 of debt refinancadMay 2010:

Amount in

Amount in the original thousand pesos

Debt restructured currency — in
thousands (as of December
31,2011
Senior Notes Series A, B and C — final due 2018 U$S 142,419 612,969
Senior Notes Series D — final due 2015 Us$s 9,500 40,888
New loan debt — tranche A — final due 2015 Us$s , 739 136,778
New loan debt — tranche B — final due 2018 Us$s 418 62,042

5.2 Other financial debt
(original terms of the debt, which principal wasstig refinanced in May 2010)

1. Senior Notes — due 2012 (which greatest portion wasfinanced in May 2010,
see paragraph 5.1)

The Senior Notes due 2012 accrue interest at af&® per annum, payable semi-
annually (every June 30 and December 31), in araad due on June 30, 2012.
Principal amounted to US$ 166,684 thousand whit rdmaining principal not
restructured in May 2010 of these Senior Notes ansoto U$S 4,633 thousand as
of December 31, 2011.

If certain conditions are met, on each June 30Cim@pany should apply the excess
cash (as defined in the terms of the Senior Notesh the preceding year to
redeem ratably and at par certain part of the graicamount of the remaining
senior notes. As of December 31, 2010, from theutafion performed by the
Company, there is no excess cash according todfieittbns of the Senior Notes
terms, which might have required the payment ireade of a portion of such debt.
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2. Floating Rate Debt (which was substantially refianced in May 2010, see
paragraph 5.1)

This debt had increasing maturities between Decer@087 and 2011. Principal
amounted to US$ 38,810 thousand, € 1,305 thousa®d3pB4 thousand. The
outstanding balance of principal not restructuretMay 2010 was fully paid-in.

This debt accrues interest at the lower of (i) @atihg rate basis interest rate
determined by reference to LIBOR applicable to W8llar or Euro deposits, for
successive periods, plus 2.5% and (ii) a 5% peu@nn

3. Fixed rate debt (totally refinanced in May 2010see paragraph 5.1)

It included a loan (renegotiated in 2004 and 20&%punting to US$ 15,000,000,
due on December 31, 2013 and accruing interestie¢@rate of 8%.

4. Certain terms and conditions applicable to boththe senior notes and the
Collateralized Floating Rate Debt (according to theoriginal terms)

The 2004 original debt contracts contemplate comerits and conditions that are
usual for this kind of agreements, which includedain collaterals and limitations
to perform certain type of financial or investmentansactions, and events of
default which in case of existence, could entasl ¢heditors the right of acceleration
of payment of the principal and accrued interest.

5.3 Issuance of Senior Notes Series E

On December 21, 2010, the Company issued US$ 20000ace value Senior Notes
Series E, bearing a fixed 9.5% annual interest, n@dgable every six months, and
maturing on June 21, 2013, which were issued asgbahe Global Programme of

Issuance of Senior Notes for a nominal value of 258,000,000 approved by the
National Securities Commission in 2007. The prosdeaim the issuance were used to
repay short-term debt and to fund working capiteds.

The debt contract includes commitments and usuatlidons for this type of debt

agreements. Subsidiaries Leitesol Industria e Comdrtda., Mastellone San Luis

S.A. and Promas S.A are jointly and severally gdlor the Senior Notes. In February
2011, the Board of Directors of the Company and-SenS.A. approved that the latter
will be also jointly and severally liable (in tharse terms) for such debt.

NOTE 6 - SHAREHOLDERS’ EQUITY

As of December 31, 2011, subscribed capital amao/ds7,547. There are four classes of
Ps. 1 par value common stock, with 5 votes eachd284002 shares, and with 1 vote each
263,119,267 shares.

The current Argentine legal regulations require @mwmpany to appropriate 5% of its net
income per year to a “Legal reserve” until sucteres equals 20% of the capital stock. The
General Ordinary and Extraordinary Shareholders’efibg held on March 31, 2011

approved the restoring of 13,137 to the legal xesevhich had been reduced to absorb
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accumulated losses as of December 31, 2001 as\vegobino the General Shareholders’
Meeting held on April 3, 2002 and the appropriatioriegal reserve of the 5% of the net
income of fiscal year 2010, net of accumulateddess

NOTE 7 - PLEDGED AND RESTRICTED ASSETS

Certain assets owned by the Company are pledgemblgeral for bank and financial
liabilities, notes payable, and tax debt (tax régifor promoted activities) for a total
amount of 57,069 as of December 31, 2011 (28,06&f &ecember 31, 2010). Detail of
pledged assets is as follows:

2011 2010
Trade accounts receivable 1,982
Inventories 16,477 16,025
Property, plant and equipment 10,370 8,669
Equity value of holding in subsidiary company
Promas S.A. (*) 79,582 86,921

(*) Since this is a consolidated subsidiary, tkésn does not appear as an asset.

The Company also has pre-export credit lines ireotd finance exports, which have as
collateral, according to each case, a trust saivap the collections obtained from sales to
the domestic retail market, inventories and thegassent of purchase orders of the
subsidiary company Leitesol I.C.S.A. The outstagdialance of such debt amounts to
37,304 and 17,351 as of December 31, 2011 and Omedd, 2010, respectively.

Additionally, as of December 31, 2011 there welepteceivables for an amount of 3,543
(3,941 as of December 31, 2010) in guarantee ahtiral and commercial transactions.

See also commitments and collaterals granted bystbekholders for the restructured
financial debt in 2004 and in 2010 in Note 5.

NOTE 8 - REGIME FOR INDUSTRIAL PROMOTED ACTIVITIES OF
SUBSIDIARIES

a) Mastellone Hermanos Sociedad Andénima, as an investdVastellone San Luis
Sociedad Anonima and Promas Sociedad Andnima, aoirsio several fiscal laws
deferred payment of value added taxes and incoras t@rovided that these amounts
are invested in the above-mentioned subsidianeshé case of Mastellone San Luis
S.A., the deferred payments were already paid.hin ¢ase of Promas S.A., the
obligations are secured by shares of such subgidianed by Mastellone Hermanos
Sociedad Andénima, as required by applicable reguiat

The value-added taxes and income taxes deferredeaozded as liabilities in the
balance-sheets.

The promotional régimes granted to Mastellone Sais Sociedad Anénima and to

Promas Sociedad Andnima also included the benéfieceiving from the Federal
Government an amount in the form of government boddtermined taking into
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account the investments to be made, the leveltofigc the number of employees and
other parameters, at the authorization of the 8ichuin such régimes. The Company
uses the government bonds as payment mainly farevatlded tax (and a minor
amount for other national taxes). A benefit, whisha credit to cost of sales, is
recognized when the government bonds are used/tapabligations.

b) Through Decree N° 699/10, the National Executivev&oextends for a two-year term
starting 2012, the benefits which are currentlyorce for promoted companies in the
Provinces of San Luis, La Rioja, San Juan and Catzam beginning once the
Provincial Governments adopt the decree and sudesthnie corresponding agreement.
On the other side, the Federal Justice issued @aytienary measure provisionally
suspending the applicability of the decree, whias wejected by the Federal Court of
the Province of Mendoza on July 8, 2011. Subsetyyeoh August 26, 2011 the
Federal Court of Appeals accepted the extraordiappeal filed by the San Rafael
Chamber Commerce against the Decree N° 699/10eqaestly, the applicability of
such decree is suspended until the National Supeoet of Justice rules on the main
issue.

NOTE 9 — PURCHASE AND SALES COMMITMENTS

a) Purchase commitments

+ The Company and its subsidiary Mastellone San Bus (“MSL”), and Danone
Argentina S.A. (“DA”), agreed on the terms of thensces to be provided by
Logistica La Serenisima S.A. (“Logistica”) relatedthe distribution of dairy and
fresh products in Argentina up to October 1, 20dA@e price charged by Logistica
for its services is actual costs plus a 0.1% margire agreement provides that if
any party (Mastellone Hermanos Sociedad AnénimaM8iL) decides to cancel
without cause the agreement before the end oflibeesmentioned term a penalty of
US$ 50,000,000 should be paid to Logistica. Thisafig would not be applicable if
termination of the contract is due to non-compleamé Logistica with its duties
under the agreement. Moreover, the same penaltydbe paid by the Company or
MSL if one of these companies produces productslaino products currently
marketed by Danone.

e In July 2004 Promas S.A. entered into an agreemdtit Establecimientos
Agropecuarios Lar S.A. for the purchase of futurkveo harvests and the
exploitation of 400 hectares in the province ofdbadrca.

On March 12, 2007 the subsidiary company enteréal ahnew agreement with
Establecimientos Agropecuarios Lar S.A. extending productive and financial
schedule and the quantity of hectares to 480. @bisument binds Lar S.A. to
deliver 97,800 tons of olives throughout the duratof the contract, which started
on the date of signature and will expire with thempletion of harvest in 2030.
Promas S.A. will receive 100% of olives productianth a guaranteed minimum.
On December 29, 2011, this agreement was modiéédctive January®} 2012)
by eliminating the guaranteed minimum that Lar Swas obliged to deliver
according to the previous contract.
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b) Sales commitments

« The Company has entered into certain term suppigeagents through which it
procures raw material and provides industrial ®ewito Danone.

+ The Company has agreed to meet export commitmémsvadered milk and whey
for a total of approximately 9,400 tons with anirested contract value of
US$34,200,000.

« The Company has entered into agreements with priaVirand national public
agencies for the sale of approximately 6,100 tdngsowvdered and fluid milk with
an estimated contract value of 176,700.

NOTE 10 — INCOME TAX AND ALTERNATIVE MINIMUM INCOME ~ TAX

The alternative minimum income tax is complementaryegular income tax, since while
regular income tax is calculated based on taxagene, alternative minimum income tax
is calculated based on the potential gain derivenh fcertain productive assets at a rate of
1%, the Company’s income tax liability being theglter amount. However, when
alternative minimum income tax for a fiscal yeac@xds regular income tax, the excess
can be utilized as credit for any excess of theleggncome tax over alternative minimum
income tax that could arise during the following fescal years.

The unused tax loss carry-forwards filed with taxharities by Mastellone Hermanos S.A.
and its subsidiaries as of December 31, 2011 afalaws:

Year of Tax loss Applicable Credit due to Expiration — date
generation amount tax rate tax loss carry- for submission of
forward tax returns fiscal
years
2007 7,886 35% 2,760 2012
2008 168,149 35% 58,852 2013
2009 19,344 35% 6,770 2014
2010 53,095 35% 18,583 2015
(1) 26,469 34% 9,264 Unlimited
274,943 96,228
Tax loss carry-fowards of the year 5,898)
Uses of tax loss carry-fowards (27,740)
74,385

(1) Tax losses generated by foreign subsidiaries, wbéchbe offset up to 30% of each year’s tax
profit, have no expiration date. They were conwketthe exchange rate applicable at year-end.

(2) Corresponds to the tax loss or current income stixnated for the year ended December 31,
2011.
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NOTE 11 — ACQUISITION AND SALE OF COMPANIES

a)

b)

Acquisition of Con-Ser S.A.

In August 2010 the Company acquired 100% of ConSsar shareholding for the total
amount of U$S 3 million. In order to cancel suchoamt, the Company agreed to pay
U$S500,000 as an initial payment. The remainincgrzd will be cancelled in 10
quarterly, consecutive installments of U$S 250,8@6h, the first one to become due
on November 30, 2010. Interest at a 10% annuab@ries on the unpaid balance.

The main activity of Con-Ser S.A. is to developishig and milk transportation

activities and transportation of raw milk from theoducers -dairy farms- that supply
both the Company and Danone Argentina S.A. (andsidignies), to the different

production plants.

In February, 2011, the Company’s Board of Direcamgroved the offer made to Con-
Ser S.A. regarding the undertaking of the tax Imbi(which consisted of 98
installments as of that date) that such companypuiasuant to the Tax Regularization
Regime set forth by Law No. 26,476, dated Decend#r2008. At the same time,
Con-Ser S.A. undertook a financial debt with thempany for an amount equivalent to
the amount of the tax liability as of February 1H)11, which was calculated
considering the discount rate set forth in the Regfor early payment of the liability.
The new liability shall be paid in 32 quarterly,uatj and consecutive amortization
installments with a six months’ grace period and plossibility of making principal
payments in advance, plus an interest of 9% par gz outstanding balances, being
the first installment due on August 17, 2011. Obrkary 22, 2011, a notice was filed
with the Tax Authorities informing the undertakibg the Company of the mentioned
liability, being answered on February 28, 2011.

Sale of Frigorifico Rydhans S.A.

On December 30, 2010, the Company and its subgiastellone San Luis S.A., sold
the 100% of their shares in Frigorifico Rydhans.Swhich represented 95% and 5%,
respectively, of the capital stock of Frigorificyddans S.A., for the total amount of
US$ 5 million, in the following terms: US$ 500,00fre collected on the sale date,
and the remaining balance shall be collected i fmnual, equal and consecutive
installments of US$ 1,125,000 each, being the firstallment due on December 30,
2011. Interest accrues on the unpaid balance ananal rate of 5%. The sale price
was adjusted based on the conditions agreed ircahgact. The shares sold were
pledged in favor of the Company until full paymehthe price.

The income arising from the sale of the compangetioer with the results of the

operations for the fiscal year 2010 as of the dale, is presented in the statement of
operations under item “Income from discontinuedrapens”.
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NOTE 12 — ADOPTION OF INTERNATIONAL FINANCIAL REPOR TING
STANDARDS

As required by Argentine National Securities Consios’'s regulations and Technical
Resolution No. 26 issued by the F.A.C.P.C.E., tlmen@any must prepare its financial
statements for the fiscal year beginning Janudty2012, by applying the International
Financial Reporting Standards (“IFRS”) issued by thternational Accounting Standard
Board (“IASB”), instead of using, as in the currdimancial statements, the accounting
standards set forth in Technical Resolutions issbgdthe F.A.C.P.C.E, other than
Technical Resolution No. 26.

Reconciliations between net equity as determinecagnordance with the accounting

standards used for the preparation of the curieahéial statements (described in note 2 c)
to these financial statements) and the amount vityethat would have been determined

should IFRS have been applied as of two datesydas-end (December 31, 2011) and the
date of transition to IFRS (January; 2011), are presented below.

31/12/11 1/1/11

Net equity according to Argentine GAAP 503,502 513,399
Reconciling items:
1. Inventories and Spare parts and supplies 4028, (22,321)
2. Property, plant and equipment 520,049 550,635
3. Deferred income tax (193,512) (228,076)
Net equity according to Argentine GAAP attributable to

owners of the parent 801,638 813,637
Non-controlling interests 10 10
Total net equity according to NIIF 801,648 813,647

A reconciliation between net loss for the year en@&cember 31, 2011 determined in
accordance with the accounting standards usechépteparation of the current financial
statements and the total comprehensive loss fdr ge@r should IFRS have been applied,
are also presented below.

Net loss for the year ended December 31, 2011 acdimg to Argentine GAAP (9,897)
Reconciling items:

1. Inventories and Spare parts and supplies (6,080)
2. Property, plant and equipment (30,586)
3. Deferred income tax 34,564
4. Translation adjustments of foreign subsidiadpsrations 3,776
Net loss for the year ended December 31, 2011 acdimg to IFRS (8,223)
4. Translation adjustments of foreign subsidiadpserations (3,776)
Other comprehensive loss for the year ended Decemti#l, 2011 (3,776)
Total comprehensive loss for the year ended Decemii#l, 2011 according to

IFRS (11,999)
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Explanation of the reconciling items:

1.

Inventory and spare parts and supplies

As stated under notes 2.c) 4) and 2.c) 5), invgramid spare parts and supplies are
valued at their replacement or reproduction cokiclwvdoes not exceed their estimated
recoverable value at each year end. In accordanite IRRS, these items shall be
valued at their cost, which shall not exceed thsiimated recoverable value.

Property, Plant and Equipment

As stated under note 2.c) 7), property, plant aqdipgnent are valued at cost as
restated to reflect the effects of inflation, nétreeir accumulated depreciation, which
does not exceed their recoverable value at eaaheyeh Following the application of
IFRS 1 (paragraph D5 of appendix D), the Company élected, at the date of
transition to IFRS, to value certain items of pndpeplant and equipment (properties)
at their fair value and use that fair value asrtdeemed cost at that date. The fair value
was determined based on an estimate performed Igapendent valuation appraiser.
As of that date, and in accordance with IFRS, tben@any has elected to value these
items at their cost, which does not exceed the¢imesed recoverable value.

Deferred tax

As stated in note 2.c) 15), the Company has coreidéne residual value of the
restatement of property, plant and equipment bakte reflect the impact of inflation
as a permanent difference for deferred taxatiorpgags. As per the International
Accounting Standard (“IAS”) 12, this differencetesmporary in order to determine the
deferred income tax; therefore, the Company hagrded such deferred tax liability.
Likewise, the Company has recorded the deferredlitdility that arises from the
difference in valuation of property, as stated ievious paragraph 2. Additionally, the
Company has considered the effect of the adjussnealuded in previous paragraph 1
on the deferred tax, considering the income taxiraforce.

Translation adjustments of foreign subsidiarie®perations

This item includes the reclassification of the exuipe differences derived from the
translation of assets and liabilities of foreignbsidiaries operations, which are
recorded in the income of the year in accordancth wimeasurement standards
described in note 2 a), and, as per IAS 21, they disclosed under other
comprehensive income.

Reconciling items between cash and cash equivadnte beginning and at the end of the
year ended December 31, 2011 and the totals foacheities (operating, investing and
financing) that cause changes during the year, rméted in accordance with the
accounting standards applied for the preparatiahefturrent financial statements, and the
same lines should IFRS have been applied, are naterial; consequently such
reconciliations is not presented.
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In preparing the reconciliations described in thecpding paragraphs, the Company has
considered, those IFRS that are deemed to be dgplignancial statements for the fiscal
year ending December 31, 2012, the first fiscalr yj@awhich application of IFRS is
mandatory. It should be mentioned that items agdrés included in such reconciliations
could be modified if the IFRS in force as of thaitel were different from the ones
considered in their preparation.

NOTE 13 — SEGMENT INFORMATION

The reporting operating segment information is dasethe way that financial information
prepared by the Company is organized for senior ag@ment in making operating
decisions, evaluating performance and allocatimpueces. The comparative information
on prior year on the same basis of segmentatials@spresented.

The Company also prepares, for internal reportimgases, limited financial information
(primarily net sales) based on its different masketcluding domestic and foreign.

a) Primary segments: business lines

As of and for the year ended December 31, 2011

Business lines

Dairy Olive Other Total

Net sales to external customers 5,851,249 17,101282,099 6,150,449
Net (loss) income for the year (56) (13,395) 455 (9,897)
Assets allocated to the business lines 2,259,368 ,5820 98,864 2,448,814
Liabilities allocated to the business lines 1,288, 2,850 61,234 1,945,302
Additions to property, plant and equipment 87,116 585 12,483 100,157
Additions to intangible assets 15 15
Depreciation of property, plant and equipment 78,23 3,350 1,208 78,796
Amortization of intangible assets 743 743
Amortization of other investments 92 D2
Charges not representing uses of cash (except

amortization and depreciation, net of reversals) 24,348 8 653 25,009
Net domestic sales 4,980,504 17,101 282,099 5,049,7

As of and for the year ended December 31, 2010
Business lines Total
Dairy Olive Other

Net sales to external customers 4,347,81313,757 83,925 4,445,495
Net income (loss) for the year 131,056 (9,305) 7,562 129,313| (1)
Assets allocated to the business lines 1,975,90893,292 69,173 2,138,373
Liabilities allocated to the business lines 1,982 2,240 94,751 1,624,973
Additions to property, plant and equipment 39,308 1,587 876 41,771
Additions to intangible assets 3,965 3,965
Depreciation of property, plant and equipment 71,73 3,472 413 75,616
Amortization of intangible assets 439 439
Amortization of other investments 38 38
Charges not representing uses of cash (except

amortization and depreciation, net of reversals) 19,982 (94) (2,209) 17,679
Net domestic sales 3,849,077 13,757 83,925 3,996,75
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(1) Excluding results from discontinued operations.

b) Secondary segments: geographic division (cliefiased, continuing operations)

Geographic division (client-based)

Information Domestic market  Exports Total
Net sales for the year ended December 31,
2011 5,279,704 870,745 6,150,44¢
Net sales for the year ended December 31,
2010 3,946,759 498,736 4,445,49

A\A
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