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Management’s Discussion and Analysis of Financial Conditlon and Results of Operations

ihe increase in assets from §$124.8 million as of December 31, 2002 to $151.6 million as of December 31, 2003. Based on current
projections, 2004 funding requirements will be approximately $37.8 milllon as compared to $31.1 million for 2003, Additionally,
based on current projections, 2004 funding requirements for our other postretirement benefit obligations wiil be approximately
$2.8 miilion as compared to $2.4 million in 2003.

As a result of lower discount rates at December 31, 2003, we were required to recegnize an additional minimum lability as
prescribed by SPAS No. 87 and SFAS No. 132, “Employers’ Disclosures about Pensions and Postretirement Beneflts.” The accumulated
other comprehiensive income component of the additional minimum Labiity, which totaled $37.9 mfllion ($283.6 million after-tax),
was reconded as a reduction to shareholder's equity throtigh a charge to Other Comprehensive Income, and did net affect net income
for 2003. The charge to Other Comprehensive Income will be reversed in fature periods to the extent the fair value of plan assets
exceeds the accumulated benefit obligation. See Notes 18 and 14 to our Consolidated Financial Statements for information regarding
retirement plans and other postretirement benefits.

OTHER COMMITMENTS AND CONTINGENCIES "

On December 21, 2001, in connection with our acquisttion of Legacy Dean, we issued a contingent, subordinated promissory note to
Dairy Farmers of America (“DFA”) in the original principal amount of $40 million. DFA I8 our primary supplier of raw milk, and the
promissory note is designed Lo ensure that DFA bas the opportunity to continue o supply raw milk to certain of gur plants vntil
2021, or be paid for the loss of that, business. The promissory note has a 20-year term and bears interest based on the consumer
price index. Interest will not be paid In cash, but will be added to the principal amotnt of the note annually, up 6 a maxinum
principal amount of $96 million. We may prepay the note in whole or in part at any time, without penalty. The note will only become
payable if we ever materially breach or terminate one of our milk supply agreements with DFA without renewal or replacement.
Otherwise, the note will expire at the end of 20 years, without any obligation to pay any portion of the principal or interest.
Payments we make under this note, if any, will be expensed as ineurred.

We also have the following commitments and contingent labilities, in addition to contingent Habilities related Lo ordinary course
litigation and audits:

» the obligation to pay performance bonuses to White Wave's management team in the event that established performance hurdles
are met by the end of March 2004, which we currently expect to be approximately $39 million; and

 certain indemalfication obligations related to businesses that we have divested: and

= potential liabiiity related to a2 Wells Notice we received from the staff of the Securities and Exchange Commission related to our
relationship with one of our customers.
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See Note 18 to our Consolidated Pinancial Statements for more information about our commitments and contingent oblgatlons.

FuTure CAPITAL REQUIREMENTS
During 2004, we intend to invest a totat of approximately $350 million In capital expenditures primarily for our existing manufaciuring
facilities and distribution capabilities. We intend to fund these expenditures using cash flow fiom operations. We intend to spend this
amount as foliows:

Operating Divislon Amount
(Dollars in mitlions)

Dairy Group 3275
Branded Products Group 25

Speclally Foods Group 20
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$1.7 billion, Including $756.8 million of cash paid to Legacy Dean stockholders and common stock valued at $730.4 million. The

value of the approximately 46.5 million common shares Issued was deterimined based on the average market price of our commen

stock during the perfod from April 2 through April 10, 2601 (the merger was announced on Aprlt 5, 2001). In add(tion, each of the
options to purchase Legacy Dean's common stock outstanding on December 21, 2001 was converted into an option to purchase

2.256 shares of our stock. As discussed below, the holders of these options had the right, during the ninety day period following

the acquisition, 1o surrender thefe atack options to s, In lien of exercise, in exchange for a cash payment.

We decided to acquire Legacy Dean for the above-described consideration after considering a number of factors, including:

» The acgquisition would result in us becoming the first truly national dairy and specialty foods company with the geographic reach,
menagement depth and product mix necessary to meet the needs of large customers, who can especiatly benefit from the added
services, convenience and value that, a national dairy company can provide;

= Combining our bushesses would enable us to reduce our costs by pursuieg economies of scale in purchasing, product development
and manufacturing, and by eliminating duplicative costs; and )

= Increasing our scale would provide us with greater resources to invest in marketing and inaovation.

Algo on December 21, 2001, in connection with our acquisition of Legacy Dean, we purchased Dairy Farmers of Americas
("DEA™) 33.8% stake in our Dairy Group for consideration consisting of: (1) approximately $145.4 miltion In cash, and (2) the
operations of efeven plants {including seven of our plants and four of Legacy Dean’s plants) located in nine states where we and
Legacy Dean had overlapping operations. Also in connection with the transaction, we delivered a contingent promissory note in the
original principal amount of $40 million to secure our obligation to renew certaln of our milk supply agreements with DEA until
2021. See Note 18 for a further discussion of this obligation. As a result of this transaction, we now own 100% of our Dairy Group.

In connection with the merger, we entered into a new credit facility and expanded our receivables-backed loan facflities, Wé used -
the proceeds from the credit facility and recefvables-backed loan facilities to fund the cash pertion of the merger consideratton and
the acquisition of DFA'S m.inoritéf interest, to refinance ceriain Indebtedness and to pay certain transaction costs.

Legacy Dean’s operations and the acquisition of DFAS minority interest are reflected in our Consolidated Financiat Stateﬁwm;s
after December 21, 2001.

‘the following table summarizes the fair values of the agsets acquired and labilittes assumed at the date of acquisition of Legacy
Dean, and includes the effects of divesting four Legacy Dean plants.

fin thousands) At December 21, 2601
Current gssels $ 694,453
Property, plank. and equipmenl 725.258
Intangible assels 238,978
Goodwill 1,515.267
Other asgels 79,945
‘Total assets acquired 8,251,901
Gurrent liabilldes 540,458
Other llabliittcs 285,208
Long-lerm debt 685,645
Total Itabllittles asswmed

1,511,312
Nel essets acquired . $1,740.589

Of the approximately $237 million of acquired intangible assets, approximately $206.5 million was assigned to trademarks and
trade names that are not subject to amortization and approximately $30.5 million was assigned to customer contracts that have a
weightad average useful life of approximately 17 years. =
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The approximately $1.52 billion of goodwill was assigned to Legacy Dean’s Dalry Group, NRP and Specialty sezments in the amounts
of $1.01 biilicn, $215 miltion and $290 mitan, respectively. None of the goodwifl Is expected to be deduetible for tax purposes.

‘The final ailocation of the purchase priee to the fair values of assets and Habilitles of Legacy Dean and the related business integration
plang was completed In the fourth quarter of 2002. This fnal aliocation process increased goodwilll by approximately $55.4 million,
primarily as a resuit of the final determination of the fair values of depreciable tangibie assets and business integration plans.

The purchase price allocation of Legacy Dean included 2 lablity for payment obligations to Legacy Dean employees related to
Legacy Dean stock options as a result of the change in control of Legacy Dean. Under Legacy Dean's stock option agreements, tpon
a change In control, employees had the right to surrender their stock options to us, in lieu of exercise, in exchange for a cash payment
during the ninety day period following the change in control. The required cash payment varied depending on the type of stock option
and the grant date with certain stock options requiring a cash payment equal to the difference between the exercise price and the
highest closing price of our stock during the sixty day perlod beginning thirty days before and ending 30 days after the completion of
the change In conlrol transaction, and certain of the stock option agreemenls required a tax gross-up payment upen surrender. Cash
payments of appreximately $44.2 million were made. As the conclusion of the surrender period, the remaining liabllity of approximately
$30.5 million was transferred to stockbolders’ equity as. the underlying stock options nemaIne-d outstanding.

We also incwrred a change in control obligation of approximately $4.9 million for payments to 18 officers under Legacy Dean's
long-term incentive plan and transition bonuses to § officers of Legacy Dean, both of which became earned and payable upon
consummation of the merger; and severance obligations of appraxtmately $17.5 millon related to the termimation of certaln employees
and officers of Legacy Dean as a result of the decision U eliminate certsin Legacy Dean administrative fanctions.

The unaudited resuits of aperations on a pro farma bagis for the year ended December 31, 2001 as If the acquisition of Legacy
Dean, and the purchase of DIAs minority interest (Including the divestiture of the 11 plants transferved in partial eonsideration of
that interest) had ocourred as of the beginning of 2001 are as follows:

{In thousands, except per share data) Year Exded December 32, 2601
Nel galcs $10,058,288
income from continuing aperations before taxes 289.058
Net income [rom continuing operalions 178,411
Barnlngs per share from continuing oparations:
Basic . § 1.38
Diluted . $ 1.28

Minority Interest in Spanish Operations — In Avgust of 2001, we purchased the 25% minority interest in Leche Gelta, cur'Spanish dalry
processor that we did not aiready own, for approxtmately $12.6 million. We funded this purchase with cash Now from operations,

DivestiTURES
In order to more closely aiign both our assets and our management resources with our strategic direction, part of our strategy in

2003 and 2002 was to divest certain assets. On July 31, 2003, we compieted the sale of the frozen pre-whipped topping and frozen
coffee creamter operations of Morningstar Foods. We recorded & pre-tax galn on the sale of approxmately $66.2 million. Also In July
2003, we sold certain Dairy Group delivery rucks and customer relationships in New York. The proceeds from the sale of businesses
during 2003 was approximately $20 million. During 2002, we completed the sale of the following non-core businesses acquired as
part of Legacy Dean’s Specialty Foods division: on January 4, 2002, we completed the sale of the stock of DFC Transportation
Company, a contract hauler; on February 7, 2002, we completed the sale of the assets related to a boiled peanut business; and on
October 11, 2002, we completed the sale of EBI Foods Limited, a U.K.-based manufacturer of powdered food coatings. Net proceeds
from the sale of these three businesses totaled approximately $28.9 million. No gain or loss wag recorded on the divestifure of
Legacy Deans businesses during 2002 because the sales prices equaled the carrying values.
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17, Supplemental Tash Flow Informalion

Year Ended December 31

(in thousands) 2003 2002 2001
Cagh pald for interest and fnancing charges, net of capitallzed interest 182,825 $224.561 $139.984
Casi pald for taxcs 19,788 44,738 24,983
Noncash transactions:

Exchange of trust lssued preferred scourities 562,986

{ssuance of common alock in connection with buslness acqulsitlons . 739,368

Operatlons of 11 plintg in conneation with acquisition of minority inlerest 287,989

18, Commitments and Contingencies
Leases —~ We lease cerlain property, plant and equipment used in cur operations under both capital and operating tease agreements.
Such leases, which are primarily for machinery, equipmest and vehicles, have lease terms ranging from 1 to 20 years. Certaln of the
operating iease agreements require the payment of additional rentals for mainlenance. along with additional rentals based on miles
driven or units produced. Certain leases require us to guarantes 2 minfmam value of the leased asset at the end of the lease. Qur
maximum exposure under those guarantees is not a mater{al amount. Rent expense, Including additional rent, was $121.2 miilion,
$124.5 miliion and $86.9 mitlion for the years ended December 31, 2003, 2002 and 2001, respectively.

The composition of capital leases which are reflected as property, plant and equipment in our consolidated balance sheets

are as follows:
December 31
(In th ds) 2003 2002
Belidings aod improvements ' § 707 ¢ 588
Machinery and equlpment 1,940 2.200
Less accumulated ammortization (710} (5.347)
51,868 $ 4,441

Future minimum payments at December 31, 2003, under non-cancelable capital and operating leases with terms in excess of one
year are summar{zed below:

. Capltal - Operating

{inth ds} ) Leases Leases
2004 $375 $ 90,662
2005 158 76,358
2008 99 61,558
2007 . 116 51,483
‘Mereatter 172215
Total minimum tease payments $748 $452,272
Less arnounl representing interest (79)

Present value of capltal lease obligatinng $673
Contingent Obligations Related to Milk Supply Arrangements — On December 21, 2001, fn connection with cur acquisition of Legacy
Dean, we purchased DIFAS 33.8% stake in our Dairy Group. In connection with that transaction, we issued & contingens, subordinated
promissory note to DFA In the original prinéipal amount of $40 miliion. DFA ts our primary supplier of raw milk, and the promissory
note ig designed to ensurg gg}qt DFA has the opportunity to continue to supply raw milk to certain of our plants until 2021, or be
pald lor the loss of thal busigess. The promissory note has a 20-year term and bears inlerest based on the consumer price index.
Interest will not be paid fn cash, but will be added to the principal amount of the note annualiy, up to 2 maximum principal amounnt
of $96 million. We may prepay the note in whole or in part at any time, without penalty. The note will only become payable If we ever
materfally breach or termin; ite one of our mifk supply agreements with DFA without renewal or replacement. Otherwise, the note
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Notes to Consolidated Financlal Statements

Acquired Facllity Closing Costs — As parl of our purchase price allocations, we accrued costs from Lime to Lime pursuant to plans to
exit certain activities and operations of acquired businesses In order to rationalize production and reduce costs and mefficiencies.
During 2003, we accrued costs related to the closing of an ice cream plant acquired In July 2003 by our Dairy Group. One plant was
closed In connection with our acquisition of Martes in May 2002 and several plants were closed in connection with our acquisition
of Legacy Dean. i

The principal components of the plans Include the following:
= Workfbme reductions a3 a result of plant closings, plant rationalizations and consalidation of administrative functions;

= Shutdown costs, Including those costs that are necessary to clean and prepare the plant faciilties for closure and costs incurred
after shutdown such as lease obiigations or termination cosls, utilities and property taxes after shutdown.

Activity with respect to these acuisition Habilities for 2003 1s sammarized betow:

Accrued Atcrued
Charges at Charges at
December 31, December 31,
{In thousands) 2002 Accruals - Payments 2003
Worklorce reduclion costs $ 9,002 $100 § {6.231) $2.871
Shutdown costs . 11,637 500 (5.820) 6.317
Total $20.639 $800 $(12.051) $0,188

Activity with respect to these acquisition liab#ities for 2002 §s sommarized below:

Accrued . Accrued
Charges at , Charges at
December 31, ; Decembsr 31,
(0 thousands) 2001 Accruals Payments 2002
Work{orce reduction costs $20.029 $11.208 $(22,232) $ 9,002
Shutdown costs 12.821 7.880 (8,804} 11,537
Total $32.650 $19.085 $(31.,008) 320,639

16. Other Operating {income) Expense

In the third quarter of 2003, we recognized a gain on the sale of our frozen pre-whipped topping and frozen creamer operations
of $66.2 million.

Durlog the fourth quarter of 2003, we recognized $2.5 miilion of other operating income as  result of certain contingencies
related to the divestiture of 11 plants in 2001 being favorably resolved. :

During the fourth quarter of 2001, we recognized a net of $17.3 million of other operating income which includes the following:
® A gain of $47.5 million on the divestiture nF the (] plants divested in connection with the acquisition of Legacy Dean. The gain

Iepresented the difference between fatr value and the carrying value of the plants;

= An expense of $28.5 miltion resulting from a payment to DFA as consideration for certain modifications to our existing miik supply
arrangements; and ’

= An expense of $1.7 million resulting from the impalrment in value of a water plant.




