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Ciudad Autónoma de Buenos Aires, 11 de marzo de 2014.

Señores

Comisión Nacional de Valores

Presente

De nuestra consideración:

Nos dirigimos a Uds., a efectos de adjuntar copia de una nota enviada en la fecha a la Bolsa de Comercio de Buenos Aires.

Les saludamos muy atentamente

MASTELLONE HERMANOS S.A.

Claudio O. Fernández Saavedra

Responsable de Relaciones con el Mercado Suplente

Ciudad Autónoma de Buenos Aires, 11 de marzo de 2014.
Señores

BOLSA DE COMERCIO DE BUENOS AIRES

Presente

De nuestra mayor consideración:





Nos es grato dirigirnos a ustedes a fin de adjuntar un análisis de los resultados del período anual finalizado el 31 de diciembre de 2013, el cual será enviado a los tenedores de nuestros bonos residentes en el exterior.





Les saludamos muy atentamente.
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MASTELLONE HNOS S.A.

Claudio O. Fernández Saavedra

Responsable de relaciones con el mercado suplente
MASTELLONE HNOS. S.A.

Planta Industrial                                                                                                                                           Domicilio Legal: 
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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, 2013 


 


The following discussion and analysis should be read in conjunction with the audited consolidated 


financial statements of Mastellone Hermanos S.A. and notes thereto for the fiscal year ended December 
31, 2013.  


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 
more than 80 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. 


Adjusted EBITDA (millions of Pesos) 


2013 2012 2011


Net result for the period -57,8 -115,5 -8,2


Income tax -16,8 16,7 1,5


Depreciation charges 123,8 107,8 130,2


Amortization charges 16,2 0,7 0,7


Interest expenses 164,9 144,8 123,6


Exchange differences 340,3 138,4 71,1


Other -60,4 0,0 1,5


Total adjusted EBITDA 510,2 292,9 320,4


Breakdown


Recurring items 445,2 292,9 320,4


Non-recurring items 65,0 0,0 0,0


Fiscal year ended December 31,


 


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


• “Other”: includes (i) a non-cash gain of Ps.35.2 million, on purchases of subsidiaries (see “Purchases of 
Subsidiaries” below), (ii) a gain of Ps.25.9 million on the sale of a milk collection plant, and (iii) a non-cash 
loss of Ps.0.7 million due to a write off of spare parts.  


• Non-recurring items included in EBITDA for the fiscal year ended December 31, 2013, comprises (i) gains 
on the sale of shares of Danone Argentina: Ps. 25.1 million and (ii) gains on transactions with trademarks: 
Ps.39.9 million.  


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 long-term debt.  


Evolution of Adjusted EBITDA since 2011 


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







 
 


 


Period Ps. Ps./US$ US$


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  


Comparison of Results of Operations of the fiscal year ended December 31, 2013 and 2012. 


Net Sales.  Our net sales can be split as follows (amounts in millions of Pesos):  


 


FY13 FY12 Diff. %


Products - Argentine Market 8,024.2 6,417.5 1,606.7 25,0%


Products - Brazilian and Paraguayan Market 617.2 457.8 159.4 34,8%


Exports 625.0 435.8 189.2 43,4%


Services 220.4 237.7 -17.3 -7,3%


Total 9.486,8 7,548.8 1,937.9 25,7%  


Product Sales – Argentina. During the fiscal year ended December 31, 2013, our product sales in the 
Argentine domestic market increased Ps.1,606.7 million, or 25.0%, as compared to the same period of 
2012, from Ps.6,417.5 million in 2012 to Ps.8,024.2 million in 2013, primarily as a result of (i) a 3.4% 
decrease in physical volumes sold (expressed in term of the raw milk used to manufacture such products 
sold), and (ii) a 29.7% year on year increase in product mix and average prices during the year.   


Product Sales – Brazilian and Paraguayan Market. During the fiscal year ended December 31, 2013, 
sales in Brazil and Paraguayan markets increased Ps.159.4 million, or 34.8%, as compared to the same 
period of 2012 (from Ps.457.8 million to Ps.617.2 million), principally due to (i) a reduction of 6.4% in 
sales volumes in Brazil, (ii) an increase of 31.0% in average prices for our sales in Brazil, and (iii) the 
depreciation of the Argentine Peso. The reduction in sales volumes reflects basically the delays in the 
shipments of powdered milk from Argentina, caused in turn by delays in the reception of the 
documentation required for such shipments. The increase in sales prices in the Brazilian market is 
primarily due to the transference to prices of higher import costs, due to the increases international prices 
for dairy products. 


Exports. During the fiscal year ended December 31, 2013, exports to third parties increased Ps.189.2 
million, or 43.4% compared to 2012 (from Ps.435.8 million to Ps.625.0 million), primarily due to the 
combined effect of (i) a reduction of 34.2% in the volume of exports of powdered milk, in line with the 
lower availability of raw milk, (ii) an increase of 31.3% in average export prices of powdered milk, 
following the trend seen in the international market, (iii) additional exports of whey, which increased $6.3 
million mostly due to higher volumes, and (iv) the depreciation of the Argentine Peso.  







 
 


 


Cost of Goods and Services sold. Cost of goods and services sold during the fiscal year ended 
December 31, 2013, as compared to the same period of 2012, increased Ps.1,315.3 million, or 24.1%, 
from Ps.5,457.8 million to Ps.6,773.1 million. 


2013 2012 Diff.


 Raw Milk 3.650,7         2.936,3         714,4             


 Production Expenses 2.015,2         1.568,1         447,1             


 Other Raw Material 1.107,2         953,4             153,8             


 Total cost 6.773,1         5.457,8         1.315,3         


Fiscal Year


ended December 31,


 


Cost of raw milk: increased Ps.714.4 million, or 24.3% (from Ps.2,936.3 million in 2012 to Ps.3,650.7 
million in 2013, primarily due to a decrease of 3.5% in volumes and an increase of 20.1% in cost. 


Production expenses: increased Ps.447.1 million or 28.5%, as compared to 2012, from Ps.1,568.1 million 
in 2012 to Ps.2,015.2 million in 2013, principally due to the following reasons:  


• An increase in labor cost of Ps.228.5 million or 33.6%, from Ps.679.8 million in 2012 to 
Ps.908.3 million in 2013,   


• An increase in freight costs of Ps.66.7 million or 19.7%, from Ps.338.0 million in 2012 to 
Ps.404.7 million in 2013,and  


• An increase in fuel, gas and energy costs of Ps. 24.9 million, or 20.4% from Ps.121.8 million 
in 2012 to Ps.146.7 million in 2013. 


Selling Expenses. Selling expenses for the fiscal year ended December 31, 2013, as compared to the 
same period of 2012, increased Ps.409.1 million, or 24.4%, from Ps.1,677.1 million in 2012 to Ps.2,086.2 
million in 2013. Said increase was primarily attributable to: 


• Higher transportation costs of Ps.240.7 million, or 29.6%, from Ps.812.1 million in 2012 to 
Ps.1,052.8 million in 2013,  


• An increase in labor costs of Ps.80.5 million, or 37.1%, from Ps.217.0 million in 2012 to 
Ps.297.5 million in 2013.  


• Higher fees (most of them related with the distribution of our products in Argentina) increased  
Ps.58.5  million, or 16.6%, from Ps.353.1 million in 2012 to Ps.411.6 million in 2013, and 


Administrative Expenses. Administrative expenses during the fiscal year ended December 31, 2013, 
increased Ps.105.4 million, or 39.8%, as compared to the same period of 2012, from Ps.264.8 million to 
Ps.370.2 million.  Such increase is primarily attributable to:  


• An increase in labor costs of Ps.57.6 million, or 48.7%, from Ps.118.2 million in 2012 to 
Ps.175.8 million in 2013. 


• An increase of Ps.21.8 million, or 30.0%, in taxes (most of them in connection with the tax on 
checking accounts), from Ps.72.7 million in 2012 to Ps.94.5 million in 2013. 







 
 


 


Investment Income. During the fiscal year ended December 31, 2013, interest Income increased 
Ps.37.3 million, or 226.1% (from Ps.16.5 million in 2012 to Ps.53.8 million in 2013), primarily due to gains 
from transactions with securities and financial derivatives used to hedge devaluation risks. 


Finance Cost. During the fiscal year ended December 31, 2013, interest expense increased Ps.20.1 
million, or 13.9% as compared to 2012 (from Ps.144.8 million in 2012 to Ps.164.9 million in 2013), 
primarily due to the combined effect of the increase in the exchange rate between the Argentine Peso 
and the US$, and additional peso-denominated financing bearing a higher interest rate, which more than 
compensated the impact of the reduction in total indebtedness, Finance cost includes a non-cash charge 
of Ps.16.3 million in 2013 and 29.1 million in 2012 due to the valuation of our long-term financial debt at 
its net present value 
 
Exchange Differences. Losses from exchange differences during the fiscal year ended December 31, 
2013 increased Ps.201.9 million, or 145.9%, as compared with the same period of 2012 (from Ps.138.4 
million in 2012 to Ps.340.3 million in 2013), primarily due to a higher increase in the value of the US$ 
currency expressed in pesos (from 14.3% in the fiscal year ended December 31, 2012 to 32.6% in the 
same period of 2013). 


Other gains and losses. During the fiscal year ended December 31, 2013, Other gains and losses 
amounted to Ps.119.5 million which compares with a gain of Ps.18.7 million during the same period of 
2012. The change was primarily due to the net gain from the disposal of nonstrategic assets (a milk 
collection plant and equipment, vehicles and software related to such plant) by Ps 25.9 million, certain 
trademarks of milk for babies and powder juice by Ps 39.9 million and a participation in Danone Argentina 
S.A. capital stock by Ps 25.1 million.   


Liquidity and Capital Resources 
 
Sources and Uses of Funds –Fiscal year ended December 31, 2013 and 2012 
 


2013 2012


Cash from operating activities 370,0 317,7


Investment Activities


Purchase of plant, property, equipment and other -199,9 -202,9


Proceeds from sales of plant, property, equipment and other 59,6 12,6


Proceeds from sales of investments 26,6 0,0


Other -4,1 -13,0


Net cash applied to investment activities -117,8 -203,3


Financing Activities 


Net change in borrowings -58,5 -3,5


Interest paid on borrowings -144,5 -109,0


Net cash applied to financing activities -203,0 -112,5


Net change in cash and cash equivalents 49,2 2,0


Initial balance 66,1 64,1


Ending balance 115,3 66,1


(Millions of pesos)


Fiscal year


ended December 31,


 







 
 


 


 
 


 
 
During the fiscal year ended December 31, 2013, net cash from operations increased Ps.52.3 million, or 
16.5%, as compared with the same period of 2012 (from Ps.317.7 million to Ps.370.0 million), primarily 
reflecting the combined effect of: 
  


• an increase of Ps.217.2 million, or 74.1% in the Adjusted EBITDA (from Ps.293.0  million in 2013 to 
Ps.510.2 million in 2013), 


• an increase of Ps.156.5 million in cash outflows from working capital accounts (from a cash inflow of 
Ps.30.8 million inflows in 2012 to an outflow of Ps.125.7 million outflows in 2013).  


 


Net cash applied to investing activities decreased Ps.85.5 million, or 42.1% (from Ps.203.3 million in 2012 
to Ps.117.8 million in 2013), primarily due to (i) a decrease of Ps.3.0 million in purchases of property, 
plant and equipment, (ii) an increase of Ps.47.0 million in proceeds from sales of property, plant and 
equipment, and (iii) an inflow in 2013 of Ps. 26.6 million from the sale of investments (shares of Danone 
Argentina S.A.) 
 
Net cash used in financing activities during the fiscal year ended December 31, 2013, increased Ps.90.5 
million, or 80.4%, as compared with funds applied during the same period of 2012, primarily reflecting 
higher payments of principal and interest.  
 
 
 
Purchases of subsidiaries 
 
On May 21, 2013 we purchased 99.99% of the capital stock of Compañía Puntana de Carnes Elaboradas 
S.A. (“Copuce”), a company domiciled in Villa Marcedes (Province of San Luis) and engaged in agro 
industrial (including dairy) activities. Copuce is under certain promotion regimes providing substantial 
benefits, mostly in connection with the added value. The price of such acquisition was the equivalent of 
$5 million, to be paid (i) on the closing date, 25%, on the same date of 2014, 2015 and 2016, 20% of the 
acquisition price, and (iii) on the same date of 2017, the remaining 15% of the price. The payment of the 
price will be made in pesos, at an exchange rate equal to the average of the (i) exchange rate in the 
domestic market and (ii) the implied rate resulting from transactions with public debt securities in the 
Buenos Aires Stock Exchange. We believe Copuce will play a crucial role in our activities in the cheese 
segment, and in the province of San Luis. 
 
We recorded in 2013 a gain of Ps.35.2 million, from the difference between the accounting and fair value 
of the assets acquired and the liabilities assumed of Copuce (including the net present value of its tax 
benefit) 
 
 


 


 


 


 


 


 







 
 


 


Financial Debt 


The following is a breakdown of our financial debt as of December 31, 2013 and 2012. All amounts are 
expressed in millions of US$: 


2013 2012


Loans & Bonds principal


Due 2013 -                      20,0                


Final maturity 2015 30,4                36,9                


Final maturity 2018 140,9              148,9              


Total 171,3              205,8              


Other 54,1                36,7                


Principal - total 225,4              242,5              


Accrued interest 0,6                  0,6                  


Other -                      (0,2)                 


Adjust to present value (9,7)                 (16,2)               


Total debt 216,2             226,7             


Cash and cash equivalents 17,7                13,5                


Net Debt 198,5             213,2             


December 31,


 


 


• “Other” includes basically short-term financing (pre export financing and other working capital borrowings). 


• “Adjustment to NPV” includes the impact of the valuation of the long-term debt (including all the future 
interest charges) at its net present value, calculated at an interest rate representative of the Company’s cost 
of capital 






