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Buenos Aires, 11 de agosto 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.

Rodolfo D. González
Responsable de Relaciones con el Mercado
Buenos Aires, 11 de agosto de 2014.
Ref.: Análisis de Resultados en Ingles-
Estados Financieros al 30 de junio 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 de seis meses finalizado el 30 de junio de 2014 y de 2013, a ser enviados a nuestros inversores del exterior.





Les saludamos muy atentamente.
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MASTELLONE HNOS S.A.

Rodolfo D. 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. Rodríguez – Buenos Aires - Argentina                                                                                                 Ciudad Autónoma de Buenos Aires –Argentina
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MASTELLONE HERMANOS S.A.
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS
FOR THE SIX-MONTH PERIOD ENDED JUNE 30, 2014

The following discussion and analysis should be read in conjunction with the unaudited consolidated
financial statements of Mastellone Hermanos S.A. and notes thereto for the six-month period ended June
30,2014,

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.

Adjusted EBITDA (millions of Pesos)

LTM
1H14 1H13 1H12 jun-14 jun-13
Net Result for the Period -199,8 78,2 -95,7 -335,8 58,4
Income Tax -78,9 0,6 -19,3 -96,2 36,6
Amortization 19,4 0,2 0,4 35,4 0,6
Depreciation 69,4 60,3 51,8 132,8 116,4
Interest Expenses 117,2 79,0 69,1 203,1 154,7
Exchange Diffferences 348,5 105,6 52,7 583,2 191,3
Other 0,0 -48,8 0,0 -11,7 -48,8
Adjusted EBITDA 275,8 275,2 59,0 510,8 509,1

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

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 as of June 30, 2014.

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

Comparison of Results of Operations for the six-month ended June 30, 2014 and 2013.

Revenue. Our revenues are divided as follows:

Six-month period ended June 30,

(millions of Ps. or %) 2014 2013 Difference %
Products - Argentine Market ...........c.cccccvveennnee. 5,015.6 3,734.0 1,281.6 34.3%
Products - Foreign Markets...........ccceeervveeennee. 407.2 261.3 145.9 55.8%
EXPOITS .ttt ettt 264.5 136.2 128.3 94.2%
SEIVICES cvvvvivieeceeieeeeiee e 157.1 93.0 64.1 68.9%
TOtal ..ot 5,844.5 4,224.5 1,620.0 38.3%

Product Sales — Argentina. During the six-month period ended June 30, 2014, our product sales in the
Argentine domestic market increased by Ps. 1,281.6 million, or 34.3%, as compared to the same period,
primarily as a result of (i) a 1.6% decrease in physical volumes sold (expressed in terms of the raw milk
used to manufacture the products sold), and (ii) a 36.5% year on year increase in product mix and average
prices during the period.

Product Sales — Foreign Markets. During the six-month period ended June 30, 2014, sales in the foreign
markets (Brazil and Paraguay) increased Ps. 145.9 million, or 55.8% as compared to the same period of
2013, principally as a result of a 12% increase in sales in Brazil, expressed in Brazilian reais (from reais
103.3 million in 2013 to reais 115.7 million in 2014), and (ii) the depreciation of the Argentine peso.

Exports. During the six-month period ended June 30, 2014, exports to third parties increased by Ps.128.3
million, or 94.2% compared to 2013 (from Ps.136.2 million to Ps.264.5 million), primarily due to the
combined effect of (i) an increase in the volume of milk powder exports (mostly due to exports made
using balances of powdered milk accumulated during 2013), partially compensated by lower volumes of
whey, (ii) a 26.6 % increase in average export prices for powder milk, following the trend seen in the
international market and (iii) the depreciation of the Argentine peso.





Cost of Sales. Cost of goods and services sold during the six-month period ended June 30, 2014 as
compared to the same period of 2013, increased by Ps. 1,206.4 million, or 40.7%, from Ps. 2,962.3
million to Ps.4,168.7 million.

Our cost of raw milk increased by Ps.667.9 million, or 42.9% (from Ps. 1.558,2 million in 2013 to Ps.
2.226,1 million in 2014), primarily due to a decrease of 2.6% in raw milk volumes processed in the
period, and an increase of 44.5% in its cost. Other raw material costs increased by Ps.289.2 million or
51.2% (from Ps.564.3 million to Ps.853.5 million).

During the six-month period ended June 30, 2014, production costs increased by Ps. 249.3 million, or
29.7%, as compared to the same period of 2013, from Ps. 839.8 million in 2013 to Ps. 1,089.1 million in
2014, principally due to the following reasons:

e Anincrease in labor cost of Ps. 102.7 million, or 26.3%, from Ps. 390.5 million in 2013 to Ps.
493.2 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. 47.0 million, or 25.8%, from Ps. 182.4 million in 2013 to
Ps. 229.4 million in 2014; and

e An increase in fuel, gas and energy expenses of Ps. 16.7 million or 29.8% from Ps. 56.0
million in 2013 to Ps. 72.7 million in 2014.

General and Administrative Expenses. General and Administrative expenses during the six-month
period ended June 30, 2014, increased by Ps. 45.4 million, or 27.7%, as compared to the same period of
2013, from Ps. 164.0 million to Ps. 209.4 million. Such increase is primarily attributable to:

e An increase in labor costs of Ps. 23.1 million, or 30.2%, from Ps. 76.4 million in 2013 to Ps.
99.5 million in 2014; and

e Anincrease of Ps. 11.6 million, or 26.5%, in taxes (principally the tax on checking accounts),
from Ps. 43.8 million in 2013 to Ps. 55.4 million in 2014.

Investment Income. During the six-month period ended June 30, 2014, investment income decreased by
Ps.25.4 million, or 70.4%, (from Ps.36.1 million in 2013 to Ps.10.7 million in 2014, primarily due to the
absence of gains in transactions with securities, partly compensated with an increase in the interest rate
earned on cash balances.

Finance Cost. During the six-month period ended June 30, 2014, finance cost increased by Ps. 38.2
million, or 48.4% as compared to six-month period ended June 30, 2013 (from Ps. 79.0 million in 2013 to
Ps. 117.2 million in 2014), primarily due to the combined effect of an increase in the parity between the
Argentine peso and the U.S. dollar, an increase in the finance cost of long-term debt.

The increase in the finance cost of our long-term debt is primarily due to (i) 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). Finance Cost includes the impact on the valuation of long-term debt at its
amortized cost which represented in 2014 a loss of Ps. 3.0 million and a loss of Ps. 9.5 million in 2013.

Foreign Exchange Losses. Losses from exchange differences during the six-month period ended June
30, 2014 increased by Ps. 242.9 million, or 230.0%, as compared with the six-month period ended June
30, 2013 (from Ps. 105.6 million in 2013 to Ps. 348.5 million in 2014), primarily due to the valuation of





the U.S. dollar versus Argentine Peso (from 9.6% in the six-month period ended June 30, 2013 to 24.7%

in the same period of 2014).

Other gains and losses. During the six-month period ended June 30, 2014, other gains and losses,
decreased by Ps. 114.8 million or 104.1% from a gain of Ps. 110.3 million in 2013 to a loss of Ps. 4.5

million in 2014. The main reasons for the change are as follows.

e The results in 2013 of 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.93.8 million, and

e A non-cash gain of Ps.22.8 million from the acquisition of a subsidiary during 2013.

Liquidity and Capital Resources

Sources and Uses of Funds — Six-month period ended June 30,, 2014 and 2013

30/06/2014 30/06/2013

Net cash generated by operating activities 311,2 264,7
Investing Activities

Payments for property, plant and equipment, and others -91,8 -84,5
Proceeds from sale of other financial assets 7,8 11,9
Proceeds from sale of subsidiaries 6,3 1,3
Proceeds from disposal of property, plant and equipment, and others 4,8 54,8
Net cash outflow on acquisition of subsidiary -10,1 -7,2
Proceeds from sale of investments in other companies - 26,6
Proceeds from other assets 0,8 0,5
Net cash (used in) generated by investing activities -82,1 3,3
Financing activities

Net Change in borrowings -49,1 -110,3
Payments of interests -100,3 -66,2
Net cash used in financing activities -149,4 -176,5
Increase in cash and cash equivalents 79,7 91,5
Cash and cash equivalents of acquired company - 0,2
Cash and cash equivalents at beginning of year 115,3 66,1
Cash and cash equivalents at end of period 194,9 157,8

During the six-month period ended June 30th, 2014, net cash from operations increased Ps. 46.5
million, or 17.6 %, as compared with the same period of 2013, primarily reflecting the combined

effect of:

e An increase of Ps. 23.8 million or el 9.1%, in the cash generation before working capital

(from Ps. 260.5 million in 2013 to Ps. 284.3 million in 2014), ,





e an increase of Ps. 26.6 million, or 125.5%, in cash outflows from working capital accounts
(from Ps.21.2 million in 2013 to Ps.47.8 million in 2014),

Net cash applied to investing activities increased Ps. 85.6 million, from inflows for Ps. 3.3
million in 2013 to outflows for Ps. 82.1 million in 2014, primarily due to the Company’s
investment plan including the payment of an installment of the debt related to the purchase of the
subsidiary Compaiiia Puntana de Carnes Elaboradas SA.

Net cash used in financing activities during the six-month period ended June 30, 2014,
represented outflows of Ps. 149.4 million, Ps. 27.1 million less than the same period of 2013.
This reduction was primarily due to an decrease of Ps.61.2 million in reduction of financial debt
(affected in 2013 by the payment on June 2013 of a $20 million bond), and an increase of
Ps.34.1 million in interest payments, in line with the increase in finance cost described above.

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 for the dates therein indicated and our pro
forma financial debt following the issuance, on July 3, 2014, of our new bond due 2021 and the exchange





for such new bond or the repayment of the existing financial debt as explained more detailed in the
preceding section.

31-dic-13  30-un-14

Actual Actual Adj Proforma

Loans and Bonds, principal

Final maturity 2015 30,2 23,9 (23,9) 0,0
Final maturity 2018 140,9 136,9 (136,9) 0,0
Due 2021 0,0 0,0 199,7 199,7
Total 171,1 160,8 38,9 199,7
Other 54,3 58,7 (9,9) 48,8
Principal - total 2254 219,5 29,0 2485
Accrued interest 0,6 1,1 0,0 1,1
Adjutment to amortized cost (9,7) (7,4) 3,7 3,7
Total Debt 216,3 213,2 32,7 2459
Cash and cash equivalents 17,7 242 23,1 47,3
Net Debt 198,5 189,0 9,6 198,6

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

The adjustments to the actual balances as of June 30, 2014 were calculated assuming that on such date
would have been made (i) the issuance of the new bond and the repayment (either in cash, including the
exercise of a call option, or by means of an exchange) of all the existing debt due 2015 and 2018, (ii) the
payment of part of our other financial debt made with the proceeds from the new bond, and (iii) the
payment of expenses related to the transaction (including tax withholdings).






