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Ciudad Autónoma de Buenos Aires, 10 de noviembre de 2.014.-
                                                                           Ref. : Análisis de Resultados en Inglés – Estados Financieros al 30 de Septiembre de 2.014
Señores

COMISION NACIONAL DE VALORES
Presente

De nuestra  Consideración:

                                  Nos es grato dirigirnos a Uds., a efectos de adjuntar copia enviada en la fecha a la Bolsa de Comercio de Buenos Aires.
                                 Les saludamos muy atte.-
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                                                                     RODOLFO D. GONZALEZ
                                                        Responsable de Relaciones con el Mercado

MASTELLONE HNOS. S.A.

Planta Industrial                                                                                                                                           Domicilio Legal: 

Almte. Brown 957 -  B1748KFS                                                                                                                     Encarnación Ezcurra  365 – Piso 2 Of. 308 - C1107CLA

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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MASTELLONE HNOS. 5.A,

Ciudad Auténoma de Buenos Aires, 11 de noviembre de 2.014.-

Ref. : Andlisis de Resultados en Inglés —
Estados Financieros al 30 de Septiembre de 2.014

Senores

BOLSA DE COMERCIO DE BUENOS AIRES
Prasente

De nuestra Consideracion:

Nos es grato dirigirnos a Uds., a efectos de adjuntar un analisis de los
resultados por el periodo de nueve meses finalizado el 30 de sepltiembre de 2.014 y de
2.013, a ser enviados a nuestros inversores del exterior.

Les saludamos muy atte.-
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RODOLFO D. GONZALEZ
Responsable de Relaciones can el Mercado

MASTELLONE HMNOS. 5A .

Flanta Irdustrial Dodiclio Lagal

Almie Brown 857 - B1T43KFS Encarracidn Exmura 265 - Prsa 200 508 - C1107CLA
Gre’. Rodmguez — Huenos Aires - frgertina Giudad Autdrora da Baancs Alres -Argentna

Trl (B4-227) aB5.9000 - Foax: |54-257) 435-5143 Tel. |154-11) 4318-5000





MASTELLONE HERMANOS S.A.
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS
FOR THE NINE-MONTH PERIOD ENDED SEPTEMBER 30, 2014

The following discussion and analysis should be read in conjunction with the unaudited eonsolidated
financial stalements of Mastellone Hermanos S.A. (the Company) and notes thereto for the nine-month
period ended September 30, 2014,

We are the largest dairy company and |he leading processor for fresh dairy products in Argenting, ranking
first in market share for fluid milk, butter, cream, and caramelized condensed milk (dwlee de leche). Our
main market is the Argentine retail markel. We have been active in the Argentine domestic market for
almost B3 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 situalion, Since we have commercial activities in Brazil,  we are also affected by
developments in its economic and financial condition, although tooa lesser extent than in the case of
Argenting,

In this report, “37 and “Ps.” refer to the currencies of the United States and Argenting, respectively,

Qverall cammenis o the Company s situation

The Company's financial statements do not reflect all the effects of the deprediation of the purchasing
power of the Argentine Peso, being the mosi significant distortion the valuation of plant, property and
equipment and other essentially at its historieal cost instead at and updited value. We estimate that the
tmpact of the increase in the valoe of properly, plant and equipment and other in ¢ase ils value would
have been restated to reflect the changes in the porchasing power of the peso (before its ax aspecls)
would exceed the losses from exchange differences and the net losses since FYZ2012, We are
conlemplating a revaluation of such assets, to be made during the last guarter of 2014,

Our results have been negatively affected by a reduction in the availability of raw milk, mostly reflecting
climatic canditions. Tt should be note that productivity per cow increased significantly over (he last years
{33% between 2000 and 2013, according to estimates from the U.S. Department of Agriculture), resulting
in an increased vulnerability in respect of adverse developments in climatic conditions and feeding
practices, with higher changes in the resulting cutput,

The Company is working actively to preserve its competitive position, which remained strong during
2013, as cvidenced by the fact that volumes in the domestic market remained practically in the same level
of 2013, in spite of the reduction in consumplion in Argenting. Al the same time, the Company is also
working actively to increase its raw milk inpul, with both commercial actions with the firmurs and the
implementation of technological developments,

Adiusted EBITDA (millions of Pesos)
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Nine month period ended Last 12 monihs as
September 30, of September 30,

i 2014 | 2013 2012 2014 2013
Net results for the period (331.4y | 46.7 {L16.6) {435.9) 47.8
lncome Lax {36.8) {11.8) (la.1) {61.8) 210
Amortization . 26,5 | 0.3 .G 42.4 0.5 |
Depreciation ' 106.9 92,0 79.3 138.7 120.6
Interest expenses 2178 119l 1054 234.1 158.5
Exchange Differences 415.6 LHE.1 | 8.5 5677 236.9
Other 0 (47.9) 0 (125 (479

| Adjusied EBITDA 378.5] 3864 1420 4727|5374

* Interest Expenses includes i charge of Ps.29.6 million from the partial write-off of the adjustment
of our long-term financial debt at its amortized cost

* [Income Tax: includes the tax on the minimum presumed income
Adjusted EBITDA is used in this report to provide additional information regarding our operaling
performance and deht service ability. Tts caleulation has been adapted to conform to the definition of

EBITDA as per the conditions of our Series F Notes 2021 as of September 30, 2014,

Evalution of Adjusted EBITDA since 2011

Can be summarized as follows (milliens of Ps. or USS):

Period Ps. Ps./LSS LSS

1011 35.3 4,054 2,7
2011 86,7 4,110 21,1
3011 118.7 4,205 28,2
4011 75,8 4,304 18,5
1012 36,3 4,379 8,3
2012 22,7 4,527 5.0
3gaz 33,0 4,697 17,7
4Q12 150,9 4,918 30,7
1G13 89,1 5122 17,4
2013 136,1 5,388 34,5
Q13 111,2 5,793 19,2
4013 123,38 6,521 19,0
1014 164,6 8,002 20,6
2014 111,2 8,133 13,7
2014 102,7 2,430 12,2

Comparison of Results of Operations for the nine-month ended Septentber 30, 2014 and 2013, \ \ !
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Revennes, Our revenues are divided as [ollows:

Nine-month period ended September 30,

(millions of Ps. or %) 2014 2013 Difference %o
Praducts - Argenting Market ..o 71,7721 5,915.5 1,856.6 31.4%
Products - Foreign Markels .. 620.8 4234 197.4 46.6%
B RO it S A T S R B30 Jon.2 17.3 4.7%
R T Ry i e iR imt A st v e s s s smsssnmmspssmperss 233.0 146.1 56,9 59.5%
L e 0.009.5 6.851.2 2,158.3 31.5%

Product Sales ~ Argentina. During the nine month-period ended September 30, 2014, our product sales
in the Argentine domestic market increased by Ps. 1,456.6 million, or 31.4%, as compared to the same
period of 2013, primarily as a result of (i) a 0.9% decrease in physical volumes sold {eapressed in terms
of the rmw milk used to manufacture the products sold), and (i) a 32.3% year on year increase in praduct
mix and average prices during the period.

Product Salex — Foreign Markets. During the nine-month period ended September 30, 2014, sales in the
loreign markets (Brazil and Paraguay) increased Ps. 197.4 million, or 46.6% s compared to the same
period of 2013, principally as a result of a 3.6% increase in sales in Brazil, expressed in Brazilian reais
(from BRL 169.7 million in 2013 to reais 175.8 million in 2014 and (ii) the depreciation of the Argentine
peso.

Exports. During the nine-month period ended September 30, 2014, exports 1o third parties increased by
Ps.17.3 million, or 4.7% compared o 2013, primarily due to the combined effect of (i) a 30.7% decrease
in volumes of powder milk exports, (i) a 10.3% increase in average export prices for powder milk, and
(iit) the depreciation of the Argentine peso.

Cost of Sules. Cost of goods and services sold during the nine-month period ended September 30, 2014
a5 compared to the same period of 2013, increased by Ps. 1.548.1 million, ar 32.0%, from Ps. 4,831.2
million o Ps.6,379.3 million,

l‘-lm:-;u;il:n[;:;«r;:uuled Differeoces
2014 03 5 o
Raw smilk 34962 26355 A60.7 3275
Production Expenses L7874 L33 AERZ 27T
Other Raw Material L0as,7 T4 2992 J7.6%
Totals 63793 48312 1.548,1 32 0%

Our cost of raw milk increased by Ps, 860.7 million, or 32.7% (from Ps. 2.635.5 million in 2013 1o Ps.
3.496.2 million in 2014), primarily due to a decrease of 14.4% in raw milk volumes processed in the
period, and an increase of 47.1% in its cost. Other raw material costs increased by Ps,299.2 million or
37.6% (from Ps.796.4 million 1o Ps.1,095.7 million),

During the nine-month period ended September 30, 2014, production costs increased by Ps. 388.2
million, or 27.7%, as compared to the same period of 2013, from Ps. 1,399.3 million in 2013 10 Ps.

L.787.4 million in 2014, principally due to the {ollowing reasons: 2
} .."_llll.
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*  Anincrease in labor cost of Ps. 176.9 million, or 27.7%, from Ps. 637.8 million in 2013 1o Ps,
814.7 million in 2014, primarily due to agreements with the union und salary increases
granted to non-unionized personnel;

* An increase in freight costs of Ps. 7009 million, or 24.5%, from Ps. 289.9 million in 2013 10
Ps. 360.8 million in 2014: and

* An increase in fuel, gas and energy expenses of Ps. 25.7 million or 24.7% {rom Ps. 103.9
million in 2013 1o Ps. 129.6 million in 2014,

Sefling Expenses. Selling expenses for the nine-month period ended September 30, 2014, increased
Ps.470.6 million, or 30.8%, as compared with the same period of 2013, {rom Ps.1,528.5 million in 2013
to Ps.1.999.1 million in 2014, Such increase was primarily atiributable to:

¢  Higher transportation costs of Ps.286.6 million, or 37.8%, [rom Ps.758.3 million in 2013 (o
Ps.1,044.9 million in 2014,

*  An increase in labor costs of Ps.58.1 million, or 27.2%, from Ps.213.3 million in 2013 (o
Ps.271.4 million in 2014,

e Higher fees (most of them related with the distribution of our products in Argentina)
increased Ps.60.0 million, or 18.3%, from Ps.328.6 million in 2012 to Ps.384.6 million in
2013, and

= An increase in adverlising costs of Ps.60.1 million, or 36.9% (from Ps. 162.7 million in 2013
10 P5.222.8 million in 2014)

General and Administrative: Expenses.  During the nine-month period ended September 30, 2014,
General and Administrative Expenses increased by Ps. 73.9 million, or 28.3%, as compared 1o the same
period ol 2013, from Ps. 261.3 million 1o Ps. 335.2 million. Such increase is primurily attributable to:

*  An increase in labor costs ol Ps.48.9 million, or 40.1%, from Ps.122.0 million in 2013 to
Ps.1700L9 million in 2014; and

* Anincrease of Ps. 16.8 million, or 24.0%, in taxes (principally the tux on checking accounts),
from Ps. 70.1 million in 2013 1o Ps. 86.9 million in 2014,

{nvestment Income.  During the nine-month period ended September 30, 2014, investment income
decreased by Ps44.8 million, or 110.4%, (from a gain of Ps.40.6 million in 2013 to a loss of Ps.4.2
million in 2014, primarily due (i) resulls in transactions with securities (from a gain of Ps.28.3 million in
2013 to a loss of Ps, 29.2 million in 2014, (i} a loss of Ps. 2.9 million in 2014 from [utures (o cover the
devaluation risk of the Argenting peso, and (iii) an increase of Ps.13,7 million in interest earned on cash
balances, mostly due to higher interest rates.

Finance Cost. During the nine-month period ended September 30, 2014, finance cost ingreased Ps, 69,1
million, or 35.0% as compared 1o nine-month period ended September 30, 2013 (from Ps. 119.1 million
in 2013 to Ps. 188.22 million in 2014), primarily due to com20tmparcd with the same perind f 20134 as
combined effect of an increase in the parity between the Argentine peso and the U.S. dollar (which can be
estimated in 52.5% — based on the average of the exchange rates prevailing at the end of each of the first
nine months of 2014 and 2013}, and an incréase in the finance cost of long-term deht.

The increase in the finance cost of our long-teem debt is primarily due 10 (1) before the issuance of our
Series F Notes due 2021 and the payment af pur debt due 2015 and 2018, a 0.5% increase (rom 8% to





8.5%) in the hasic interest mie paid on our debt maturing in 2018 and (ii) an increase of 1.2% (from 1.2%
10 2.4%) in the contingent interest rate of such debt (which is relited to our EBITDA., which increased
significantly during 2013), and (ii) after such events took place, the increase in the inlerest rate on our
Scries F Notes as compared with the interest rate applicable in our prior debt. Finance Cost includes the
impact on the valuation of long-term debt at i1s amartized cost which represented losses of Ps, 2.5 million
and Ps. 13.8 million in 2014 and 2013, respectively.

Foreign Exchange Losses. Losses from cxchange differences during the nine-month period ended
September 30, 2014 increased by Ps, 227.5 million, or 120.9%, s campared with the ning-month period
ended September 30, 2013 (from Ps. 188.1 million in 2013 to Ps. 415.6 million in 2014}, primarily due o
the higher devaluation of the Argentine Peso (from 17.85 in 2013 to 29.3% in 2014).

Orher Gains and Losses. During the nine-month peried ended September 30, 2014, Other Gaing and
Losses, decreased by Ps. 112.6 million or 104.5% |, a5 compared with the same period of 2013 (from a
gain of Ps. 107.7 million in 2013 10 a loss of Ps. 4.9 million in 2014}, primarily due o the absence in
2014 of the lollowing non-recurring cvents of 2013;
*  The sale to Danone Argenting SA of nonstrategic items of plant, property und equipment ussets,
Irademarks and an equity participation in Danone Argentina SA., representing i combined gain of
P5.93.8 million, and
* The acquisition of a subsidiary during 2013, which resulted in a gain of Ps.22.8 million

Liquidity and Capital Resources

Sources and Uses of Funds — Nine-month period ended September 30, 2014 and 2013
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30/05/20114  30/09/2013

Net eash generated by npersting activities 1458 389.4

Investing Activities

Pavments for property, plant and equipment, and others -1 48 8 -129.5
Proceeds from sale of other financial assers -H.3 3.8
Procecds from sale of subsidiaries (,3 13
Proceeds {rom disposal of property, plant and equipment, and others 12,3 573
Neteash outflow on sequisition of subsidiary -11k1 -7.0
Proceeds from sale of investments in other companies 1,0 26,6
Capital contributions to subsidiary sold 273 4]
Other 0.9 0.3
Met cash {used in) generated by investing activities -171,2 —~+47.8

Financing activities

Praveeds from isuance of Béries F Moies H25.5 (XY
Payment of Notes and loans ranches A and B B934 -146,2
Refinancing debt éxpenscs 3.8 1,0
Proceeds from borrowings 3471 21632
Repayment of borrowings -419.2 -162,1
Payments of interests 1184 =TT
Net cash used in Mnancing activifies -4,2 -169,8
Increase in cash and eash equivalents 704 1718
Cush and eash equivalents of acquired company 0.0 02
Reduction in cash pordiscontinued ovperations 0.5 0,0
Cush and cash cquivalents at heginning of year 1153 66, 1
Cash and cash equivalents at end of period 1852 233,11

During the nine-month period ended September 30, 2014, net cash from aperations decreased P, 1436
million, or 36.9 %, as compared with the same period of 2013, primarily reflecting the effect of the
inerease of Ps.192.3 million in funds applied to working capital necds, 1o a great exienl due to a reduction
in the payment terms to dairy farmers, in accordance with market conditions, made during the third
quarter ot 2014

Net cash applied to investing uctivities increased Ps.123.3 million, or 257.9%, from Ps.47.8 million in
2013 1o Ps.171.2 million in 2014, primarily due to (i) the absence of proceeds from (he sale of certain
non-stralegic assets made during 2013 10 the Danone Group, (ii) the absence of proceeds of Ps.26.6
million, [rom the sale of shares of Danone Argenting S.A., and (iii) an increase of Ps.20.3 million, or
15.7%, in payments [or property, plant and equipment and nther.

Net cash used in financing sctivities during the ninc-month period ended September 30, 2014, was
P5.163.6 million, or 97.5%, lower than during the same period of 2013 (from PS. 169.7 million in 2013 o
Ps.s4.2 million in 2014), primarily due to the dilference between the proceeds rom our Series Notes and
the existing financial debt paid after its issuance), partially compensaled by an increase in payments other





linancial debt (Ps.257.1 million more than during 2013) and interests (Ps.40.7 million more than during
2013y

Issuance of honds and re-profiline of fingncial debt

On June 4, 2014 we launched an offer o wender or exchange our existing deht due 2015 and 2018 (ihe
"Offer”). Pursuant to the terms of Offer, we offered to halders of any and all of the outstanding (i) Series
A Collaterulized Senior Refinancing Notes due 2018 and Series C Senior Refinancing Notes due 2018 to
tender such notes for cash or exchange them for mew noles offered simultancously, and (i) Series B
Colluteralized Senior Relinancing Notes due 2018, Series D Collateralized Senior Refinancing Notes due
2015, Collateralized Refinancing Fleating Rate Debt due 2015 and Collateralized Relinancing Fixed Rate
Debt due 2018 to tender such notes for cash. Under the terms of the offer, the price recognized for the
exisling debt was par, and the untendered debl would be repurchused exercising an cxisting call option.
The offer was condilioned upon the closing of the issuance of new securities 1o finance such repayments
of vur existing deht,

On July 3, 2014, we issued a new bond wilh the characteristics deseribed below in order o exceute the
Ofier.

New instrument; Muslellone Hnos, 5.A. 12.625% Series F Nutes

Maturity: July 3, 2021

Coupon: 12.625%

Payment of principal: 1009 at maturity

Payment of interest: Semi-annually on dreas

Use of proceeds Repurchase of existing, including the call option on untendered debt

Payment of other short term debt
Expenses related to the (ransaction
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 vears [or the new debt.

Financial Deht

The following summarizes the evolution of our linancial debt (expressed in millions of dollars) for the
divtes therein indicated,





3U-sep-14 30-jun-14 31-dic-13

Loans and bonds - principal

Final maturity 2013 . 239 30,2
Final maturity 2018 . 1369 140,49
Due 2021 1997 - -

Subtotal 1949.7 160,58 171,1
Shart term deht 452 38,7 543
Principal - tatal 2449 21935 2254
Acurued interest 6,4 1,1 (Lo
Adjustment o no net present value 3.7 -7.4 4.7
Prepaid expenses 5,1 - -

Tutal Debr 243,00 2132 2163
Cush and cash equivilents 22.0 242 17,8
Net Dbt 2210 189.0 198,35






