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General Rodríguez, 14 de marzo de 2017.
A la 

Comisión Nacional de Valores.
Presente

Ref. : Análisis de Resultados en Inglés –  Estados Financieros al 31 de diciembre de 2016
De nuestra  mayor consideración:

                                  Nos es grato dirigirnos a Uds., a efectos de adjuntar documento emitido por nuestra empresa en idioma inglés, el cual corresponde a la explicación de los resultados económicos de la Compañía según los Estados Financieros al 31 de diciembre de 2016. 
                                 Les saludamos muy atte.-
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Claudio O. Fernández Saavedra
Mastellone Hermanos SA

Responsable de Relaciones con el Mercado

MASTELLONE HNOS. S.A.

Almte. Brown 957 -  B1748KFS                                                                                                                   
Gral. Rodriguez – Buenos Aires - Argentina                                                                                                
Tel: (54-237) 485-9000 – Fax: (54-237) 485-9148                                                                    
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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", 2016

The following discussion and analysis should be read in conjunction with the unaudited consolidated
financial staternents of Mastelione Hermanos S.A. (the Company) and notes thereto for the fiscal year
ended December 31, 2016.

We are the |argest dairy company in Argentina, ranking first in market share for fluid milk, butter, cream,
cheese and caramelized condensed milk {duice de leche}. Our main market is the Argentine retail market.
We have been active in the Argentine domestic market for more than 85 years. Also, we are one of
country’s major exporters of dairy products. Therefore, we are affected by developments in the
international and Argentine dairy sectors 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, and,
unless otherwise indicated, amounts are expressed in millions of Pesos or Dollars

Adjusted EBITDA {millions of Pesos)

Fiscal year ended

Concept 12/31/16 | 12/31/15 | 12/31/1a

Consolidated net result -95.4 -616.6 -457.7
Income tax -127.0 -381.4 -102.3
Amortization Intangible assets 0.4 217 26.6
Depreciation 459.9 346.2 144.2
Interest expenses 375.8 385.7 297.1
Exchange differences 515.0 1,001.6 443.6
Other - 74.4 -
Adjusted EBITDA (Pesos) 1.128.6 831.7 351.5
Average exchange rate 14.763 9.222 8.085
G:j[;lsted EBITDA expressed in 76.5 30.2 235

Adjusted EBITDA is calculated based on the methodology established in the terms and conditions of our Series F Notes

due 2021
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Overall comments

2016 was the most complex year in the century for Argentine dairy companies, as this industry was
affected by adverse factors arising from the industry itself. The first of these factors was the fall in
international prices occurred in mid-2014, which in the case of whole milk powder, dropped in average
to their minimum in the first half of 2016.

This circumstance had also an adverse effect on the Argentine domestic market through a surplus offer
of dairy products at bargain prices.

The macroeconomic conditions and the prices of the international markets, gave rise to a significant drop
in primary production, which was aggravated during the year by floods that affected major mitk
producing areas.

In terms of international prices, they have recovered significantly in the second half of 2016, and if they
remain at the level observed late in the year they would return to a relatively normal level, which would
be a positive factor for 2017. However, the impact of such increase in international prices has been
marginal during 2016, due to the lower raw milk production.

As for the domestic market, volumes sold were affected either by the drop of consumption and the
referred surplus offer of dairy products. In spite of such overall situation, strategically, the Company
decided to prioritize profitability through price, even if this will mean a reduction in volumes sold.

It is important to point out that 4" quarter results were affected by non-recurring expenses related with
the restructure of the distribution network. Such amounts will translate in effective cost savings in the
mid-term.

Lastly, it is worthy to mention that the Company invested more than USD 20 million in projects included
in our strategic growth plan. Among them, we can mention the construction of the dry plant in Trenque
Lauguen which will be operative in 2017,






(@EEENISIMA
MASTELLONE HNOS. S.A

Comparison of Results of Operations for the fiscal year ended December 31,
2016 and 2015.

Revenues:

Our revenues are divided as follows:

. Fiscal year ended Difference Difference
{Millions of Ps. or %) 12/31/16 | 12/31/15 . $ . o
Argentine domestic retail sales 14,372.3 12,044.6 2,327.7 19.3% |
Special sales and public bids 496.2 395.1 101.1 25.6%
Brazil & Paraguay domestic markets 1,461.3 642.7 818.7 127.4%
Exports 654.9 455.2 199.7 43.9%
Services and other sales 1,167.7 938.7 228.9 24.4%
Less
Turnover Tax -429.3 -396.7 32.6 8.2%

17,723.1

14,079.6

3,643.5

25.9%

Argentina domestic sales

During the fiscal year ended December 31, 2016, our retail sales in the Argentine domestic market
increased Ps. 2,327.7 million, or 19.3%, as compared to the same period of 2015, primarily as a result of:

¢ A9.4%decrease in physical volumes sold in the retail market {expressed in terms of the raw milk
used to manufacture the products sold), partially due to the increase in sales to the Province of
Buenos Aires under social support programs, which reduced the demand in the “regular”
domestic market by approximately 2.7%,

. Anincrease of 31.7% in average net prices and changes in product mix.
Special sales and public bids

During the fiscal year ended December 31, 2016, special sales and public bids increased Ps. 101.1 million,
or 25.6% as compared to the same period of 2015, principally as a result of:

* Anincrease of deliveries to public agencies and changes in product mix (+21.7%)
s Higher average prices (+3.9%).

Brazil & Paraguay domestic markets

During the fiscal year ended December 31, 2016, sales in the foreign retail markets (Brazil and Paraguay)
increased Ps. 818.7 million, or 127.4% as compared to the same period of 2015, principally as a result of:

¢ A14.1%increase in volumes sold in the Brazilian retail market
s A 12.6%increasein USD average prices in the Brazilian retail market
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s  The depreciation of the Argentine peso {estimated in 61.2% based on the daily average
exchange rates during the period)

Exports

During the fiscal year ended December 31, 2016, exports to third parties increased Ps.199.7 million, or
43.9% compared to 2015, primarily due to the combined effect of:

» The effect of the depreciation of the Argentine peso {estimated in 61.2% based on the daily
average exchange rates during the period)

s A decrease of 5.6% in exported volumes of powder milk, our main product for export sales.

= Adecrease of 15.2% in average sales prices for powder milk in terms of dollars.

Cost and expenses
Cost of Sales

Cost of goods and services sold during the fiscal year ended December 31, 2016 as compared to the same
period of 2015, increased Ps. 1,942.4 million, or 20.1%, from Ps. 9,653.1 million to Ps. 11,595.5 million,
principally as a result of:

s An increase of production expenses of Ps. 968.6 million or 29.2%, from Ps. 3,321.3 million in
2015 to Ps. 4,289.9 million in 2016, principally due to the following reasons:

¥" Anincrease in labor cost of Ps, 498.7 million, or 32.3%, from Ps. 1,541.9 mitlion in 2015
to Ps. 2,040.6 million in 2016, primarily due to agreements with the union and salary
increases granted to non-unionized personnel.

v" Anincrease in depreciations of Ps. 105.3 million or 33.0% from Ps. 318.8 in 2015 to Ps.
424.1in 2016, due to the revaluation of our fixed assets made in December 2016.

v"  An increase in freight costs of Ps. 102.9 million, or 18.2%, from Ps. 565.7 million in
2015 to Ps. 668.6 million in 2016.

v Anincrease in energy costs of Ps. 131.4 million, or 65.1% from Ps. 201.7 in 2015 to
Ps. 333.1in 2016, due to the increase in tariffs of electricity, gas and fuel oil.

s An decrease of the use of fiscal benefits (which are accounted for as a reduction in cost of
sales) of Ps. 16.2 million or 8.0%, from Ps. 201.8 million in 2015 to Ps. 185.6 in 2016. Such
fiscal benefits are earned under the Industrial Promotional Law by Mastellone San Luis from
its industrial activities in that province.

» Adecrease of the losses from the write down on inventories of Ps. 104.7 million or 44.7%,
from Ps. 234.3 million in 2015 to Ps. 129.6 million in 2016, to adjust the carrying value of
exportable items to their net recoverable value.

* Anincrease of the global impact of the remaining items of cost of sales {mainly raw material
costs} of Ps. 1,062.3 million, or 16.9% from Ps. 6,299.3 million in 2015 to Ps. 7,361.6 million
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in 2016, due to the impact of (i) increased unit prices in production supplies, net of lower
volumes sold, and {ii) the conversion to pesos of certain items of our foreign subsidiaries.

Selling Expenses

The following is a breakdown of our Selling Expenses:

Concepts - 12/31/16 12/31/15 | Difference$  Difference %
i :
Freights 2,333.2 1,743.7 589.5 33.8%
Distribution costs 1,070.5 755.7 314.8 41.7%
Labor cost 721.2 540.2 181.0 33.5%
Other 566.8 460.6 106.2 23.1%

Selling expenses for the fiscal year period ended December 31, 2016, increased Ps. 1,191.5 million, or
34.0%, as compared with the same period of 2015. Such increase was primarily attributable to:

Freights: Higher transportation costs primarily due to increased labor and gasoline costs

Distribution costs: increase in distribution costs {other than freight) for our products in the retail market,
mostly due to higher labor costs.

Labor costs: an increase in labor costs directly related with sales force, marketing areas, etc.

General and Administrative Expenses

Please find below General and Administrative expenses breakdown:

Concepts . 12/31/16 @ 12/31/15 | Difference$  Difference %
Labor cost | 558.1 344.4 213.7 62.0%
Taxes and contributions 1441 130.7 13.4 10.3%
Fees and compensations for services 100.0 £6.0 34.0 51.5%
Other 36.8 315 53 16.8%
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During the fiscal year period ended December 31, 2016, General and Administrative Expenses increased
by Ps. 266.4 million, or 46.5%, as compared to the same period of 2015. Such increase is primarily
attributable to:

e  labor costs: increased labor costs primarily due to agreements with the union and extraordinary
compensations.

e Taxes and contributions: mostly related with the tax on checking accounts (“Impuesto sabre los
débitos y créditos bancarios”}.

¢ Fees and compensation for services: mostly related with services rendered by independent
advisors, auditors, lawyers, etc.

Investment Income

During the fiscal year ended December 31, 2016, investment income decreased by Ps. 42.3 million, or
35.3%, (from a gain of Ps. 120.0 million in 2015 to a gain of Ps. 77.7 million in 2016), primarily due to:

e Aloss registered during the first half of 2016 for Ps. 11.5 million in comparison with a gain or Ps.
66.0 million during 2015, Such results were generated by hedging transactions of USD dollars in
the Rofex market.

¢ Anincrease in interest income from Ps. 48.7 million in 2015 to Ps. 83.1 mitlion in 2016 or 70.6%,
s a result of an increase in cash balances and higher interest rates.

Finance Cost

During the fiscal year ended December 31, 2016, finance cost decreased Ps. 9.9 million, or 2.6% as
compared with the same period of 2015 {from Ps. 385.7 million in 2015 to Ps. 375.8 million in 2016),
primarily due to a combined effect of:

e  Anincrease in the exchange rate between the Argentine peso and the U.S. dollar (which can be
estimated in 61.2% based on the daily average exchange rates during the corresponding
quarters},

e Asharp reduction of the short term financial debt

Foreign Exchange Losses

Losses from exchange differences during the fiscal year ended December 31, 2016 decreased Ps. 486.6
million, or 48.6%, as compared with the same period of 2015 (from Ps. 1,001.6 million in 2015 to Ps.
515.0 million in 2016), due to a lower exposure during 2016, mostly related to the aforementioned
reduction in short-term financial debt.
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Liquidity and Capital Resources

Sources and Uses of Funds - Fiscal year periods ended December 31, 2016 und 2015

Fiscal year period
ended December 31,

Concepts

(Million of pesos)

Cash flows used in investment octivities
Payments for property, plant & equ'ipmf.’rﬁT & others -380.9 -174.2
Payments for investment property - -4.4
Proceeds from sale of other financial assets 50.3 116 |

i Proceeds from sale of subsidiary company 4.5 11.¢

. Proceeds from disposal of Property, Plant & 12.4 66.6

! Equipment & others

i Payments for purchase of subsidiary company -15.2 -131
Other - -- -0.1
Cash used in investment activities -328.9 -102.6

Cash flow used in financing activities

Capital Contributions 486.0
Repayments of borrowings net of new borrowings -84.0 -317.2
Interest paid on borrowings -407.3 -434.7
Net cash used in financing activities ] 4013 -266.0
Net change in cash and cash equivalents -266.3 3105
i Initial balance 480.3 169.8

During the fiscal year ended December 31, 2016, net cash from operations decreased Ps. 146.8 million,
or 21.7%, as compared with the same period of 2015, primarily due to: i) an increase of P5.296.9 million
in the Adjusted EBITDA for the period (from Ps.831.7 million in 2015 to Ps.1,128.6 million in 2016, or
35.7%,; and ii} an increase of funds applied on working capital accounts, from Ps. 320.0 million in 2015 to
Ps. 713.1 million in 2016, due to higher inventories and trade accounts receivables.

Funds applied to Investment activities increased Ps. 226.3 million, or 220.6%, from cash outflows of Ps.
102.6 million in 2015 to cash outflows of Ps. 328.9 miilion in 2016, due to an increase of payments for
capital expenditures principally related with Trenque Lauquen drying plant.

Funds applied on financing activities increased during the fiscal year ended December 31, 2016, Ps. 225.3
million, as compared with the same period of 2015 (from Ps. 266.0 million in 2015 to Ps. 491.3 million in

2016}, primarily due to:
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i) A decrease of repayments of borrowings of Ps. 233.2 million, due to a lower level of short
term financial debt;
i} A decrease in interest payments of Ps. 27.4 million {from Ps. 434.7 million in 2015 to Ps.

407.3 million in 2016}, due to a lower financial debt, and
iii) The absence in 2016 of the capital contribution of Ps.486.0 received in 2015,
Financial Debt

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

12/31/2016 12/31/2015

Series F Note Due 2021 199.7 199.7
Net present value adfustment and issuance expenses -4.9 -6.1
Subtotal 194.8 193.6
Short term debt 5.9 12.7
Other long term debt 0.4 0.6
Principal - total 201.1 206.9
Accrued interest 0.0 0.2
Totalf Debt 201.1 207.1
Cash and cash equivalents -13.5 -37.1
Net Debt 187.6 170.0







