Fotin 8-1

Table of Contents
Wilderness hines and strong wet food performances were the primary drivers of the growth of our net sales of Wet Foods, Treats and Other
Products. The decrease in prices was primarily due 1o a modification in our pricing strategy for certain wet cat foods and litter products in order o
improve our compelitive posilion,

Ciress Profit

Gross profit increased $85.7 million, or 40.4%, 10 $297.6 mallion for the year ended December 31, 2013, compared 1o $211.9 mallion for
the year ended December 31, 20012, driven by increased volume and favorable product mix, Gross margin increased o 41.4% for the vear ended
December 31, 2013, from 40.5% for the year ended December 31, 2002, Gross margin was primanly impacted by:

favorable product mix driven by our BLUE Wilderness and ELUE Life Protection Formula lines as well as the introduction of new
products across all of our major product lines (0.7 percentage poinl gross margin inerease);

* higher average selling prices year-over-vear, partially offset by commeodity cost increases (0.6 percentage point gross margin
inerease); and

inereased provisions for inventory write-offs primarily due to our decision to discontinue our BLUE Longevity line (0.3 percentage
ponnt gross margin decline).

Selling, General and Administrative Expenses

Selling, general and administrative expenses were $139.0 mallion for the vear ended December 31, 2013, up 8454 million, or 48.6%,
from £93.5 million for the year ended December 31, 2012, The increase reflects:

a $24.9 million increase in advertising expense for the vear ended December 31, 2013 as compared to the year ended December 31,
2012, consistent with our strategy to continue to invest in our brand, and

a $9.0 million increase in salanes and other payroll-related expenses for the vear ended December 31, 2013 as compared to the vear
ended December 31, 2012 1o support the growth of our business.

Interest Expense

Interest expense inereased $10.4 million, or 102.2%, to $20.6 million for the vear ended December 31, 2013, compared o $10.2 million
for the vear ended December 31, 2002, This increase was primarily driven by a full year of interest expense in 2013, as compared (o only four
months m 2012, and additional borrowings of $30.0 million in December 2002, partially offset by a lower effective inlerest rale year-over-year as a
result of the repricing of our semior secured credit facihities. Cur effective interest rate was 5.27% for the year ended December 31, 2013 as

compared 1o 6.96% for the year ended December 31, 2012

Loss on Debr Extinguishment

In connection with the repricing of the Company *s term loan facilities dunng the fourth gquarier of 2013, the Company recorded a loss on
debt extinguisiiment of $15.9 mullion, which consisted of non-cash unamortized debt 1ssuance costs of $9.2 millon, non-cash unamortized onginal

1ssue discount of $5.7 million and new debt 1ssuance costs of $1.0 million.

54

hittp:/fwww.see. gov/Archivesfedgar/data/ 1 609989/0001 1931251 521 8883/d734898ds1 htm[ 7/20/2015 10:30:13 AM]
CONFIDENTIAL - PURSUANT TO FED. R. CRIM. P. &{e) DB-SDNY-0080141
SDNY_GM_00226325

CONFIDENTIAL
EFTA01381289



