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Buenos Aires, 11 de junio de 2014

Señores

Comisión Nacional de Valores.
Presente

Ref.: hecho relevante calificación de riesgo internacional.
Nos es grato dirigirnos a Uds., a efectos de adjuntar la calificación de riesgo internacional asignada por Standard  & Poors a las obligaciones negociables por US$ 200 millones, a emitir como serie F dentro de nuestro programa para la emisión de obligaciones negociables. Tal calificación es CCC+ con tendencia negativa. 
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Les saludamos muy atentamente,

Rodolfo González
Responsable de Relaciones con el Mercado
MASTELLONE HNOS. S.A.

Planta Industrial                                                                                                                                           Domicilio Legal: 

Almte. Brown 957 -  B1748KFS                                                                                                                    Juana Manso 555 – Piso 3 Of. ‘A’ - C1107CBK
Gral. Rodriguez – Buenos Aires - Argentina                                                                                                 Ciudad Autónoma de Buenos Aires –Argentina

Tel: (54-237) 485-9000 – Fax: (54-237) 485-9148                                                                                        Tel. (54-11) 4318-5000
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Research Update:

Mastellone Hermanos S.A.'s $200 Million
Proposed Senior Unsecured Notes Rated 'CCC+’;
Existing 'CCC+' Ratings Affirmed

Overview

e Argentina-based dairy products producer Mstellone plans to i ssue new
seni or unsecured seven-year notes for up to $200 mllion to exchange its
out standi ng anortizing series A and C notes due 2018.

 Mastellone also released a cash tender offer to buy back the outstanding
debt due 2015 and 2018 that's not subject to the exchange.

« W are assigning our 'CCC+ rating to the proposed notes. At the sanme
time, we are affirmng our existing 'CCC+ corporate credit and
i ssue-level ratings on the conpany.

» The negative outlook still reflects our view that the conpany could face
refinancing risk beyond a 12-nonth horizon due to its cash fl ow
volatility and the ongoi ng deval uati on of the Argentine peso that
pressures the company's capital structure.

Rating Action

On June 11, 2014, Standard & Poor's Ratings Services affirmed its ' CCC+
corporate credit and issue-level ratings on Mastellone Hermanos S. A
(Mastellone). At the sane tine, we assigned our 'CCC+ rating to the company's
$200 million proposed seven-year senior unsecured notes. The outl ook remains
negati ve.

Rationale

The rating affirmation follows Mastellone's announcenment of an offer to
exchange its debt due 2018 and buy back its other outstandi ng debt due 2015
and 2018 through the issuance of senior unsecured notes due 2021. In
accordance with our criteria, we don't consider the proposed exchange offer
and cash tender offer as distressed restructuring. In our view, this
transaction, which will be carried out at par and several quarters prior to
final maturities, wouldn't represent a loss of value for current debt hol ders.
For the new 2021 notes, the conpany is offering a coupon rate no |ower than
12% above the original yield, that somewhat conpensates the |onger tenor of
the new securities.

The ' CCC+' rating on Mastellone reflects our assessnent of the company's
"weak" business risk profile, "highly | everaged" financial risk profile, and
"l ess than adequate" liquidity.
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Research Update: Mastellone Hermanos S.A.'s $200 Million Proposed Senior Unsecured Notes Rated 'CCC+';
Existing 'CCC+" Ratings Affirmed

Mast el l one's business risk profile reflects its high exposure to Argentina
(unsolicited foreign and |l ocal currency: CCC+ Negative/C), where corporates
face chal |l engi ng busi ness and refinancing conditions, in our view, given the
sovereign's declining credit quality. The bul k of the conpany's assets and
cash flows are concentrated in Argentina, with international operations
representing only about 15% of total sales. Mreover, Mastellone's results
remai n exposed to the inherent volatility of the dairy industry and rely
significantly on the availability and price of raw nmilk, which is correl ated
wi th uncontroll able factors such as weather and gl obal demand and supply. On
t he other hand, the conpany's |eading market share in several dairy products
in Argentina that allows for econonies of scale, its high brand recognition
| evel and nationw de presence, through a |arge and efficient distribution
net wor k, sonewhat of fset the weaknesses. In addition, Mastellone's sound
donmestic conpetitive position, both as a dairy producer and raw m |k procurer
results in high bargaining power with dairy farners.

Qur assessnent of Mastellone's financial risk profile mainly reflects the
volatility of its cash flows, which exposes the conpany to refinancing risk
beyond the next 12 nonths. Mastellone also faces currency msmatch risk, since
the bulk of its debt is denonminated in dollars and revenues are nostly
generated in Argentine pesos. W believe that further depreciation of the
Argentine peso woul d cause the conpany's capital structure to deteriorate.
This risk is partly mtigated by the natural hedge from direct exports and
sales to the Brazilian nmarket through Mastellone's subsidiary, Leitesol. On

t he upsi de, we expect the proposed notes issuance to inprove Mastellone's debt
maturity profile, freeing up cash that could be applied to i nvestnents that
support organic growth. In turn, the conpany's current credit nmetrics remain
strong for the rating | evel. Mastellone posted debt to EBI TDA of 3.2x and
funds from operations (FFO to debt close to 20% for the 12-nmonth period ended
March 31, 2014.

Amid a steady global demand for dairy products that will help maintain average
i nternational prices, we expect Mastellone's EBITDA generation to be stronger
in 2014 than in 2013. Furthernore, we believe that the conpany will renain
focused on devel opi ng val ue-added and highly profitable products, particularly
cheese, which will partly offset inflation pressures on Mastellone's cost
structure. However, we consider that the company's profitability and cash fl ow
generation will remain highly exposed to the timng and magni tude of the
government's adjustnment of dairy donestic selling prices. Under our baseline
forecast for 2014, we estinmate an annual EBI TDA generation of about $85
mllion and EBI TDA nmargin slightly above 5%

Mai n assunpti ons under our base-case scenario for 2014 and 2015 i ncl ude:

e Stagnation in local nilk production that would lead to fairly stable
| evel s of raw m |k purchases.

e Overall cost increases due to a 30% 35% annual inflation. In particular
the cost of raw mlk would average ARP3.0 per liter in 2014. Also,
Mast el | one woul d experience sone |lag in passing cost increases to selling
prices.
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e No significant changes in export vol unes.

* Favorabl e market dynanics would maintain international prices of powdered
mlk in the range of $4, 000-$4, 500 per ton.

* Annual capital outlays of about $25 million, including maintenance
capital expenditures (capex) and investnments to devel op new products and
i ncrease the cheese production capacity.

+ Stable debt levels of about $250 million, incorporating the $200 mllion
proposed notes issuance. The conpany wi |l use proceeds for debt
refinancing, capital investnents, and working capital needs.

 Mdderate depreciation of the Argentine peso, reaching a year-end exchange
rate of ARP9.2 and ARP10.4 per $1 in 2014 and 2015, respectively.

Based on these assunptions and pro forma for the notes issuance, we arrive at
the foll ow ng:

» W expect key credit indicators to inprove throughout 2014, with debt to
EBI TDA of about 3.0x and FFO to debt close to 25% at year-end, conpared
with 3.8x and 14.8% respectively, in 2013; and

 The conpany should be able to generate positive free operating cash fl ow
in the next couple of years, given its ability to reduce expansi on capex.

Liquidity

Based on its likely sources and uses of cash over the next 12 nonths and our

performance expectations, Mastellone's liquidity remains "l ess than adequate,"”

of fering scant protection agai nst unexpected adverse market circunstances.

Rel evant aspects of our assessment of the conpany's liquidity include the

fol | owi ng:

 Sources of cash falling short of uses by about O0.8x;

e Backl oaded debt maturity profile and currency nismatch risk; and

* Relatively low financial flexibility, partly mtigated by Mastellone's
bargai ning power with dairy farners, which allows for sone extension of
credit fromsuppliers, and its favorable access to |ocal bank I ending.

Mai n sources of liquidity include cash and short-terminvestnents of $26.5
mllion as of March 31, 2014, and free operating cash fl ow generation of nore
than $30 million for the next 12 nonths. Mreover, cash uses mainly consist of
short-termdebt maturities of about $80 mllion, nost of which relate to
pre-export financing credit facilities. W expect Mastellone to maintain
current liquidity levels, at least in the short term through internally
generated funds and an efficient working capital managenment. Al so, we believe
that the conpany could raise additional funds, if needed, at the level of its
subsi di ari es abroad, principally through Leitesol

Mast el | one' s exi sting debt obligations incorporate a 3.25x maxi mum | ever age
ratio and a 3.0x mnimum fixed-charge coverage rati o. Under our base-case
forecast for 2014, we believe the conpany will maintain sufficient cushion for
its covenants.
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Outlook

The negative outl ook reflects our view that the conpany will continue facing
sonme degree of refinancing risk due to the volatility of its cash flows and

t he weakening of its capital structure, with high [evels of dollar-denon nated
debt pressured by the ongoi ng deval uation of the local currency.

Downside scenario

If the exchange offer and debt buyback are conpl eted under conditions that
represent |less value for investors than that pronised in debt due 2015 and
2018, we will downgrade the conpany to 'SD (selective default), assum ng that
it continues to honor its other debt obligations. W could also | ower the
ratings if the business environnent in Argentina continues to deteriorate, or
if Mastellone's higher-than-expected cash outflows result in further liquidity
pressures, thus exposing the conpany to higher refinancing risk.

Upside scenario
An upgrade in the short termis unlikely and would depend on a positive rating
action on Argentina and on decreasing refinancing risk for the conpany.

Related Criteria And Research

» Met hodol ogy And Assunptions: Liquidity Descriptors for G obal Corporate
| ssuers, Jan. 2, 2014

e Corporate Methodol ogy, Nov. 19, 2013

» Corporate Methodol ogy: Ratios and Adjustnments, Nov. 19, 2013

 Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013

* Key Credit Factors for the Branded Nondurables |Industry, Nov. 19, 2013

e Met hodol ogy: Industry Risk, Nov. 19, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

e Criteria For Assigning 'CCC+, '"CCC, 'CCC-', And 'CC Ratings, Cct. 1,
2012

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

* Rating Inplications O Exchange O fers And Sinilar Restructurings, Update,

May 12, 2009
» 2008 Corporate Criteria: Rating Each |ssue, April, 15, 2008

Ratings List
New Rat i ng

Mast el | one Her manos S. A
$200M Seni or Unsecur ed CCC+
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Mast el | one Her manos S. A
Corporate Credit Rating CCC+/ Negati ve/ - -
Seni or Unsecur ed CCC+

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.comand at ww. spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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