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Ciudad Autónoma de Buenos Aires, 13 de marzo de 2015.
                                                                           Ref. : Análisis de Resultados en Inglés – Estados Financieros al 31 de Diciembre de 2014
Señores

COMISION NACIONAL DE VALORES
Presente

De nuestra  Consideración:

                                  Nos es grato dirigirnos a Uds., a efectos de adjuntar copia del documento enviado en la fecha a la Bolsa de Comercio de Buenos Aires.
                                 Les saludamos muy atte.-
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MASTELLONE HERMANOS S.A.
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2014

The following discussion and analysis should be read in conjunction with the audited consolidated
financial statements of Mastellone Hermanos S.A. (the Company) and notes thereto for the fiscal year
ended December 31, 2014.

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

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

Overall comments on the Company s situation

Our results as of December 31%, 2014, have been negatively affected by the following factors:
e A reduction in the availability of raw milk
e The drop of international prices of the powder milk
e Cost increases not transferred to sale prices

Reduction in the availability of raw milk

The Company during 2014 had a reduction in its raw milk reception, mostly due to overall adverse
climatic with more in impact the Province of Buenos Aires and south of Santa Fe, spots where are located
most of the farmers delivering raw milk to Mastellone. Furthermore, our Company was affected by
operations conducted by small business that eluding taxes were able to pay higher prices for the raw milk
affecting the competiveness of the rest of the market.

The drop of international prices of the powder milk

During the first nine months of 2014 prices for our exports were higher than those of the previous year,
basically due to: i) a stock of transactions closed at previous prices, ii) certain conditions that allowed to
the Company to access to markets willing to pay premium prices for the powdered milk.

During the 4™ quarter of the year the situation described above changed drastically due to a deepening in
the drop of the international prices, with impact now on the prices available for Argentine exporters.
Under this scenario, the weakness in overall demand and the refusal to close transactions at depressed
prices resulted in an increase of exportable inventories.





Cost increases not transferred to sale prices

The Company could not transfer to sale prices cost increases registered on the most important drivers of
the Company s results which are raw milk, labor cost and energy.

Outlook

The Company has quite clear comparative advantages on which specific actions designed to improve
profitability are based. They include, for instance:

e Access to a wide network of milk producers with whom a sound business relation has been
established.
e An efficient industrial structure.
e A strong commercial presence, supported by brands of indisputable prestige and a distribution
reaching all the points of sale for dairy products.
°
Based on these strengths, we trust we will be able to successfully meet the challenges of 2015 and
subsequent years, through the implementation of active policies such as:

e Actions designed to preserve and improve operating results through a wide-ranging cost control,
adequately neutralizing any increased costs that may arise.

e Actions designed to promote an increased receipt of raw milk, including some long-term
measures such as the development of new milk producing areas and other actions aimed at
increasing the size of milk producing herds.

e Actions of a commercial nature, including research and development activities in order to
maximize customers’ integral satisfaction and preserve our distinction with respect to
competitors.

On the basis of these efforts, we hold an optimistic view of the Company’s perspectives.

Adjusted EBITDA (millions of Pesos)

Fiscal year period ended December 31st
2014
1stQ |2nd Q| 3rd Q | 4thQ | Full year 2013 Differences %

Net results -160,3 | -39,5 | -131,6 | -126,3 -457,7 -57.8 -399.9 691,9%
Income tax 91,8 12,9 22,1 -45,5 -102,3 -16,8 -85,5 508,9%
Amortization 10,0 9,4 7,1 0,1 26,6 16,2 10,4 64,2%
Depreciation 343 35,1 37,5 37,3 144,2 123,8 20,4 16,5%
Interest expenses 493 67,9 100,6 79,3 297,1 164,9 1322 80,2%
Exchange differences 323.1 254 67,1 28,0 443,6 340,3 1033 30,4%
Other - - - - -60.4 60,4 | -100,0%
Adjusted EBITDA 164,6 | 111,2 | 1028 | -27,1 351,5 510,2 -158,7 -31,1%






e Adjusted EBITDA is used in this report to provide additional information regarding our operating
performance and debt service ability. Its calculation has been adapted to conform to the definition
of EBITDA as per the conditions of our Series F Notes 2021 as of December 31, 2014.

e Interest Expenses for the third quarter include a charge of Ps.29.6 million from the write-down of
the adjustment of our long-term financial debt at its amortized cost

e Income Tax: includes the tax on the minimum presumed income

Certain effects that affected the results for the fiscal year ended December 31, 2014 as compared with
those of 2013 are the following: (i) the absence in 2014 of nonrecurring gains of Ps. 126.1 million
registered on 2013 originated from the sale of certain assets and Ps. 35.2 million from the purchase of the
subsidiary Compafiia Puntana de Carnes Elaboradas (from which Ps.65.0 million had impact on the
EBITDA); (ii) the existence during 2014 of nonrecurring losses for Ps. 138.7 million due to the write
down of exportable inventories at the end of 2014, in line with the reduction in international prices,
adjustments on the financial debt derived from the debt refinancing as of July 2014 and for the results
from the sale of a subsidiary, from which those with impact on the EBITDA amounted to Ps.100.2
million.

Evolution of Adjusted EBITDA since 2011

Can be summarized as follows (millions of Ps. or US$):

Period Ps. Ps./USS uss

1Q11 35,3 4,054 8,7
2Q11 86,7 4,110 21,1
3Q11 118,7 4,205 28,2
4Q11 79,8 4,304 18,5
1Q12 36,3 4,379 8,3
2Q12 22,7 4,527 5,0
3Q12 83,0 4,697 17,7
4Q12 150,9 4,918 30,7
1Q13 89,1 5,122 17,4
2Q13 186,1 5,388 34,5
3Q13 111,2 5,793 19,2
4Q13 123,8 6,521 19,0
1Q14 164,6 8,002 20,6
2Q14 111,2 8,133 13,7
3Q14 102,8 8,430 12,2

4Q14 -27,1 8,551 -3,2





Comparison of Results of Operations for the fiscal years ended December 31, 2014 and 2013.

Revenues. Our revenues are divided as follows:

Fiscal year ended December 30,

(millions of Ps. or %) 2014 2013 Difference %
Products - Argentine Market ...........c.ccccovveennnee. 10,831.0 8,024.2 2,806.8 35.0%
Products - Foreign Markets..........cccccveeevvveeennee. 828.6 617.2 211.4 34.3%
EXPOITS .ot 482.4 625.0 -142.6 -22.8%
SEIVICES «..vevveeeeevereeeee ettt eanen e 315.8 220.4 95.4 43.3%
Total ..o 12,457.8 9,486.8 2,971.0 31.3%

Product Sales — Argentina. During the fiscal year ended December 31, 2014, our product sales in the
Argentine domestic market increased by Ps. 2,806.8 million, or 35.0%, as compared to the same period of
2013, primarily as a result of (i) a 2.7% decrease in physical volumes sold (expressed in terms of the raw
milk used to manufacture the products sold), and (ii) a 37.7% year on year increase in product mix and
average prices during the period. Physical volumes sold decreased mostly due to the suspension of
deliveries of fluid milk to the Buenos Aires province. Sales volumes to the retail markets decreased 0.2%
as compared with the previous year.

Product Sales — Foreign Markets. During the fiscal year ended December 31, 2014, sales in the foreign
markets (Brazil and Paraguay) increased Ps. 211.4 million, or 34.3% as compared to the same period of
2013, principally as a result of a 1.4% decrease in sales in Brazil, expressed in Brazilian reais (from BRL
240.3 million in 2013 to Reais 237.0 million in 2014) reflecting in turn an increase in prices, which can
be estimated on 8.3% (based on the average prices for powdered milk in pouches ) a reduction of 10.3%
as compared with the preceding year and (ii) the depreciation of the Argentine peso.

Exports. During the fiscal year ended December 31, 2014, exports to third parties decreased by Ps.142.3
million, or 22.8% compared to 2013, primarily due to the combined effect of (i) a 47.5% decrease in
exported volumes of powder milk affected by the drop of the international price of the powder milk, (ii) a
2.6% increase in average export prices for powder milk, (iii) a 39.5% decrease in exported volumes of
whey of cheese, and (iv) the depreciation of the Argentine peso. In spite of a weak environment for
international prices, average export prices for the first three quarters were above those of the preceding
year due to several reasons, among them (i) the reduction on volumes following the shortage in raw milk
supply, (ii) a stock of transactions closed at the previous prices and (iii) the advantages given to Argentine
exporters to access certain markets willing to pay a premium for Argentine products. However, in the last
quarter the impact of lower international prices were felt among dairy exporters, closing the year with a
small increase compared with those of the previous year..

Cost of Sales. Cost of goods and services sold during the fiscal year ended December 31, 2014 as
compared to the same period of 2013, increased by Ps. 2,289.6 million, or 34.1%, from Ps. 6,722.9
million to Ps. 9,012.5 million. The cost of raw materials increased 37.6% from Ps. 4,746.4 in 2013 to Ps.
6,529.7 in 2014 principally due to: (i) an increase of 44.4% in the price paid for the raw milk and a
decrease of 8.3% in raw milk volumes processed in the period. Furthermore, cost of sales was negatively
affected by a write down of Ps.100.2 million (USD 11.7 million) on inventories due to the abnormal
reduction in international prices for dairy products seen during the 4™ quarter of the year.





During the fiscal year ended December 31, 2014, production costs increased by Ps. 506.3 million, or
25.6%, as compared to the same period of 2013, from Ps. 1,976.5 million in 2013 to Ps. 2,482.8 million
in 2014, principally due to the following reasons:

e An increase in labor cost of Ps. 238.7 million, or 26.3%, from Ps. 908.3 million in 2013 to Ps.
1,146.9 million in 2014, primarily due to agreements with the union and salary increases
granted to non-unionized personnel;

e An increase in freight costs of Ps. 98.5 million, or 24.4%, from Ps. 404.5 million in 2013 to
Ps. 503.0 million in 2014; and

e An increase in fuel, gas and energy expenses of Ps. 32.5 million or 23.1% from Ps. 140.8
million in 2013 to Ps. 173.3 million in 2014.

Please note that production cost increases mentioned above does not show in full the whole impact of the
increase in nominal salaries and energy costs registered during the year because the reduction in the level
of activity due to less volumes of raw milk processed by the Company.

Selling Expenses. Selling expenses for the fiscal year ended December 31, 2014, increased Ps.705.6
million, or 33.8%, as compared with the same period of 2013, from Ps.2,086.2 million in 2013 to
Ps.2,791.8 million in 2014. Such increase was primarily attributable to:

e Higher transportation costs of Ps.370.1 million, or 35.2%, from Ps.1,052.8 million in 2013 to
Ps.1,422.9 million in 2014,

e An increase in advertising costs of Ps.110.9 million, or 48.7% (from Ps. 227.5 million in
2013 to Ps.338.4 million in 2014)

e An increase in labor costs of Ps.86.6 million, or 29.1%, from Ps.297.5 million in 2013 to
Ps.384.1 million in 2014,

e Higher fees (most of them related with the distribution of our products in Argentina)
increased Ps.134.2 million, or 32.6%, from Ps.411.6 million in 2013 to Ps.545.8 million in
2014, and

General and Administrative Expenses. During the fiscal year ended December 31, 2014, General and
Administrative Expenses increased by Ps. 94.7 million, or 25.8%, as compared to the same period of
2013, from Ps. 366.6 million to Ps. 461.3 million. Such increase is primarily attributable to:

e An increase in labor costs of Ps.57.7 million, or 33.3%, from Ps.173.4 million in 2013 to
Ps.231.1 million in 2014; and

e Anincrease of Ps. 28.8 million, or 30.6%, in taxes (principally the tax on checking accounts),
from Ps. 94.1 million in 2013 to Ps. 122.9 million in 2014.

Investment Income. During the fiscal year ended December 31, 2014, investment income decreased by
Ps.24.7 million, or 45.9%, (from Ps.53.8 million in 2013 to Ps.29.1 million in 2014, primarily due (i)
results in transactions with securities (from a gain of Ps.27.2 million in 2013 to a gain of Ps. 0.9 million
in 2014, (ii) a loss of Ps.7.7 million in 2014 from futures to cover the devaluation risk of the Argentine
peso (against a gain of Ps.4.4 million in 2013), and (iii) an increase of Ps.13,7 million in interest earned
on cash balances, mostly due to higher interest rates.





Finance Cost. During the fiscal year ended December 31, 2014, finance cost increased Ps. 102.6 million,
or 62.2% as compared to fiscal year ended December 31, 2013 (from Ps. 164.9 million in 2013 to Ps.
267.5 million in 2014), primarily due to a combined effect of an increase in the exchange rate between the
Argentine peso and the U.S. dollar (which can be estimated in 42.9% — based on the average of the
exchange rates prevailing during 2014 and 2013), and an increase in the finance debt and its cost.

The increase in the finance cost of our long-term debt is primarily due to (i) before the issuance of our
Series F Notes due 2021 and the payment of our debt due 2015 and 2018, a 0.5% increase (from 8% to
8.5%) in the basic interest rate paid on our debt maturing in 2018 and (ii) an increase of 1.2% (from 1.2%
to 2.4%) in the contingent interest rate of such debt (which is related to our EBITDA, which increased
significantly during 2013), and (ii) after such events took place, the increase in the interest rate on our
Series F Notes as compared with the interest rate applicable in our prior debt.

Finance Cost includes the impact on the valuation of long-term debt at its amortized cost which
represented losses of Ps. 2.8 million and Ps.16.3 million in 2014 and 2013, respectively.

Foreign Exchange Losses. Losses from exchange differences during the fiscal year ended December 31,
2014 increased by Ps. 102.8 million, or 30.2%, as compared with the fiscal year ended December 31,
2013 (from Ps. 340.8 million in 2013 to Ps. 443.6 million in 2014), primarily due to the higher
devaluation of the Argentine Peso.

Other Gains and Losses. During the fiscal year ended December 31, 2014, Other Gains and Losses,
decreased by Ps. 118.4 million or 99.1% , as compared with the same period of 2013 (from Ps. 119.5
million in 2013 to Ps. 1.1 million in 2014), primarily due to the absence in 2014 of the following non-
recurring events of 2013:

e The sale to Danone Argentina SA of nonstrategic items of plant, property and equipment assets,
trademarks and an equity participation in Danone Argentina SA., representing a combined gain of
Ps.90.9 million, and

e The acquisition of a subsidiary during 2013, which resulted in a gain of Ps.35.2 million

Liquidity and Capital Resources

Sources and Uses of Funds — Fiscal year ended December 31, 2014 and 2013

Fiscal year ended
December 31st,

2014 2013
(Millions of pesos)

Net Cash generated by operating activities 2253 370,0
Cash from investment activities

Purchase of property, plant & equipment -202,0 -200,0
Purchase of intangible assets -0,7
(Payments) Proceeds from (purchase) net sales of other financial assets -57,6 0,7
Proceeds from sale of subsidiaries 37,7 2,8
Proceeds from disposal of Property, Plant & Equipment 14,0 59,6

Net cash outflow on acquisition of subsidiary -10,0 -6,8





Proceeds from sales of investment in other Companies 26,6
Decrease of other assets 0,9 -

Cash applied to investment activities -217,1 -117,8

Cash from financing activities

Proceeds from issuance of Series F Notes 9255 -
Proceeds from other borrowings 152,7 184,4
Payments of Notes and Loans Tranches A and B -695,4 -191,6
Repayments of borrowings -30,3 -51,3
Payments of expenses for debt refinancing -41,9 -
Interest paid on borrowings -263,7 -144,5
Cash from financing activities 46,8 -203,0
Net change in cash and cash equivalents 55,0 49,2
Reduction in cash due to discontinued operations -0,5 -
Initial balance 115,3 66,1
Ending balance 169.8 115,3

During the fiscal year ended December 31, 2014, net cash from operations decreased Ps.144.7 million, or
39.1%, as compared with the same period of 2013, primarily reflecting the effect of decrease in the
EBITDA and an increase of Ps.44.9 million in funds applied to working capital needs, to a great extent
due to a reduction in the payment terms to dairy farmers, in accordance with market conditions, made
during the third quarter of 2014

Net cash applied to investing activities increased Ps.99.3 million, or 84.3%, from Ps.117.8 million in
2013 to Ps.217.1 million in 2014, primarily due to (i) the absence of proceeds from the sale of certain
non-strategic assets made during 2013 to the Danone Group, (ii) the absence of proceeds of Ps.26.6
million, from the sale of shares of Danone Argentina S.A., and (iii) an increase of Ps.58.3 million in
payments for purchases of other financial assets.

Net cash proceeds from financing activities increased during the fiscal year ended December 31, 2014,
Ps.249.8 million, in comparison with the same period of 2013 (from cash outflows of Ps.203.0 million in
2013 to cash inflows of Ps.46.8 million in 2014), primarily due to the difference between the proceeds
from our F Series Notes and the existing financial debt paid after its issuance), partially compensated by
payments made in relation with the debt refinancing for Ps. 41.9 million, and increased interests payments
(Ps.119.2 million more than during 2013)

Issuance of bonds and re-profiling of financial debt

On June 4, 2014 we launched an offer to tender or exchange our existing debt due 2015 and 2018 (the
“Offer”). Pursuant to the terms of Offer, we offered to holders of any and all of the outstanding (i) Series
A Collateralized Senior Refinancing Notes due 2018 and Series C Senior Refinancing Notes due 2018 to
tender such notes for cash or exchange them for mew notes offered simultaneously, and (ii) Series B
Collateralized Senior Refinancing Notes due 2018, Series D Collateralized Senior Refinancing Notes due
2015, Collateralized Refinancing Floating Rate Debt due 2015 and Collateralized Refinancing Fixed Rate





Debt due 2018 to tender such notes for cash. Under the terms of the offer, the price recognized for the
existing debt was par, and the untendered debt would be repurchased exercising an existing call option.
The offer was conditioned upon the closing of the issuance of new securities to finance such repayments
of our existing debt.

On July 3, 2014, we issued a new bond with the characteristics described below in order to execute the
Offer.

New instrument: Mastellone Hnos. S.A. 12.625% Series F Notes

Maturity: July 3, 2021

Coupon: 12.625%

Payment of principal: 100% at maturity

Payment of interest: Semi-annually on areas

Use of proceeds Repurchase of existing, including the call option on untendered debt

Payment of other short term debt
Expenses related to the transaction
Working capital

Capital expenditures in Argentina

Following this transaction, our maturity profile was substantially extended, with an increase in
the average life from 2.8 years for the existing debt to 7.00 years for the new debt.

Financial Debt

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

31-dic-14  31-dic-13

Loans and bonds - principal

Final maturity 2015 - 30,4
Final maturity 2018 - 140,9
Due 2021 199,7 -

Subtotal 199,7 171,3
Short term debt 54,9 48,6
Other long term debt 2,4 5,5
Principal - total 2570 225,4
Accrued interest 0,2 0,6
Adjustment to amortized cost -8.5 -9,7
Prepaid expenses - -

Total Debt 248,7 216,3
Cash and cash equivalents 19,9 17,7

Net Debt 228.8 198,6





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

It having become evident that using the revaluation method to reflect certain assets included
under Property, plant and equipment would improve the quality of the information provided in
the financial statements, the Board of Directors approved the change from cost to revalued cost
in their book value. For this reason, a specialized firm was hired to provide advice to the Board
of Directors on the determination of the revalued amounts of certain items included in this
account. The result of their professional work is shown in the following changes in the accounts
subject to analysis (amounts in thousands of Argentine pesos, as of December 31, 2014):

Amounts as of December 31, 2014

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

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

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

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






