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Boosting economic
development

PPPs often provide
job opportunities for
local people as factory
workers, agents and
distributors. Here,
quality checkers at a
factory in Malaysia
test Nespray Cergas, a
fortified milk product.

2

An ideal solution
Thousands of "Até
Vocé" distributors
in Brazil deliver /deal
fortified milk door
to door, increasing
market penetration
and generating
income.

3

More in store

A shop ownerin
Malaysia proudly
shows the Maggi PPP
products she sells.
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Similarly, iron-deficiency anaemia is
present in many areas of Brazil, and is
also a major public health problem in
Indonesia, affecting 8 million children
(40%) under 5. In both countries,
iron-enriched /deal has been available
since 2005, since when it has reached
1.8 million consumers in Brazil and a
further 400000 in Indonesia.

Other fortified milk products include
Nespray (Malaysia and Sri Lanka), Kiim
(the Caribbean), Nido Esencial (Central
America) and Nido Essentia (Central and
West Africa). In addition, Bear Brand
in the Philippines has been fortified to
address iron, calcium and vitamin A
deficiencies in children since 1978.
The Maghreb region of North Africa,
spanning Morocco, Algeria, Tunisia
and Mauritania, where iron, vitamin A
and iodine deficiencies occur in varying
degrees, will also soon benefit from
affordable, fortified milk products.

6 Learn how Nestlé is responding to
micronutrient malnutrition in developing
countries by making its Nido fortified milk

products available in affordable formats at
www.nestle.com/csv/stories

Rural development

Nestlé's involvement with farmers
and rural factories has an important
impact on the incomes, and therefore
nutritional status, of large numbers of
people in rural areas.

The company’s commitment to
working directly with farmers in rural
development is central to its business
strategy, to ensure a stable, high-
quality and safe supply of agricultural
raw materials. This is particularly
true for our two major ingredients
of milk and coffee, but also in other
important crops. Our 771 agronomists
and 7784 extension workers draw on
eight decades of experience to provide
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30 million

Value of microfinance loans to farmers
facilitated by Nestlé, in CHF

594223 farmers around the world with
free technical assistance and advice,
and CHF 30 million of microfinance
loans. By adapting our systematic
approach to suit developing countries
around the world, it contributes to
poverty reduction and improved
nutrition on a large scale, and creates
significant, long-term business success.

Our agricultural supply chain
Approximately two-thirds of the raw
materials we buy each year, comes
from farmers and processors in
emerging markets. In 2008 the total
raw material expenditure amounted to
CHF 22.5 billion, and represented an
increase of CHF 1.6 billion over 2007.

With short supply chains based
on local sourcing, manufacture and
consumption, we are able to secure
high-quality raw materials, reduce
distribution costs and produce
reasonably priced products that
contribute to improved nutrition. Nearly
all Nestlé production facilities are
located close to agricultural suppliers
in rural areas, about half of them in the
developing world. These factories are
catalysts for rural development, with
about 2.4 million people earning their
livelihoods from our supply chain.

To reinforce our own high social
and environmental standards, we
have launched a new Supplier Code.
This applies to all suppliers, and
120000 of Nestlé's 165000 suppliers
have received the Code to date and
acknowledged it by fulfilling purchase
orders or contracts that refer to the
Supplier Code. Compliance is managed
through supplier self-assessment and
third-party audits.

6 Read our Supplier Code at
www.nestle.com/suppliers

The Nestlé Milk District model

Ever since its foundation in 1866

as a small company producing

powdered milk and cereal products

for infants, milk has been at the core
of Nestlé's business and, as shown
above, it remains by far the most
important agricultural commodity
for our business. Today, milk makes
up 11% of Nestlé's food and
beverage business.

To ensure a stable, high-quality
supply, as well as helping to combat
poverty and improve nutrition, Nestlé
has adapted the Swiss Milk District
System, developed in the 19th century,
to dairy farming in developing
countries around the world.

The milk district model involves:
¢ establishing district-level milk

collection centres with payment

systems, quality and safety control
methods, electronic weighing
equipment and cooling tanks;

e giving farmers free technical and
animal husbandry advice and
training to improve the quality and
quantity of their milk;

* improvements to food quality and
safety standards;

e offering veterinary services,
from medical treatment to
artificial insemination;

e creating transportation and
infrastructure networks;

* paying farmers promptly in cash;

e providing approximately
CHF 30 million of microfinance
loans, where needed, to farmers
each year.

The result has been a radical

improvement in the income of small

dairy farmers, who generated 5 million
tonnes of locally sourced milk through

milk districts in 2007.

Milk districts around the world
Nestlé’s experience in setting up
collection points, training farmers
and introducing better technology
has been replicated in 29 countries
to date (Zone Europe: France,
Germany, Switzerland, Spain, United
Kingdom; Zone Americas: Brazil,
Canada, Chile, Colombia, Ecuador,
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Supplier
partnerships

By supporting coffee
farmers in Costa Rica,
Vietnam and other
growing regions, we
can help to ensure

a secure supply for
our premium-quality
Nespresso AAA and
other coffee brands.

3

Assistance and
advice
Agronomist
Mélanie Bayo
teaches sustainable
cocoa production
techniques and
other agricultural
best practices at a
demonstration farm in
Cote d'lvoire.
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Jamaica, Mexico, Nicaragua, Panama,
Peru, Trinidad, United States of
America, Venezuela; Zone Asia,
Oceania and Africa: Australia, China,
Egypt, India, Indonesia, Morocco,
Pakistan, South Africa, Sri Lanka,
Uzbekistan, Zimbabwe), most recently
in Erguna, Inner Mongolia, China. In
each case, as Nestlé has prospered,
so has the community.

Milk districts in action
India: Nestlé's milk-processing
factory in Moga, northern India,
opened in 1959, since when the
supplier base has grown from
4600 farmers providing 2000 tonnes
of milk, to 100000 farmers in
2600 villages producing over
300000 tonnes. Field camps run
by Nestlé Agricultural Services
encourage interaction among
farmers, and to share the latest
technical information, an annual milk
yield competition forms part of the
Nestlé-organised Farmers’ Open Day
and the Village Women Development
Programme has give training to
30000 women dairy farmers.
The Moga factory has also initiated
other community-based projects
such as constructing drinking
water facilities in 85 village schools,
benefiting over 33000 students,
tree-planting schemes and funding
for a tuberculosis clinic.

Today, Moga has a significantly
higher standard of living than
other regions in the vicinity, and the
increased purchasing power of
local farmers has also greatly
expanded the market for Nestlé's
products, further supporting our
economic success.
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Markets covered by Sustainable
Agriculture Initiative Nestlé programmes

Indonesia: Nestlé's first factory, in
Waru, East Java, took its first delivery
from milk cooperatives in May 1975.
Today, Nestlé Indonesia sources

480 tonnes of fresh milk every day
(141 million tonnes a year) from

27 cooperatives.

Pakistan: Nestlé invests more

than USD 180 million a year in

milk procurement in Pakistan, and
USD 3 million on milk-sourcing
operations, agricultural and technical
support, and training for farmers.
Through milk delivery points in

2000 villages, more than 135000 dairy
farmers supply close to half a million
tonnes of milk a year to Nestlé’'s two
factories, including Nestlé's biggest
milk intake plant in Kabirwala.

A partnership with the United
Nations Development Programme
has also trained 4000 female
livestock workers.

China: nearly 24000 farmers in
Heilongjiang, north-east China, deliver
their fresh milk to 78 milk collection
centres, and Nestlé injects nearly

USD 200 million a year into the local
economy through milk payments,
taxes, services and salaries.

Colombia: Nestlé is the third largest
buyer of milk in Colombia, where two
milk districts produce 226 000 tonnes
a year. We pay around USD b million
a month to 4000 local dairy farmers,
and a further 10000 people in the
region work in the milk supply chain
as milkers, rural workers, transporters
and traders.

6 Read about specific projects at
www.nestle.com/csv/stories

Multi-stakeholder programmes
Although we have direct contact with
almost 600000 farmers, we recognise
that we do not have all the answers.
Therefore, we try to increase our
impact by working with other major
players in rural development, as
illustrated below.

Nestlé, along with Danone and
Unilever, co-founded the Sustainable
Agriculture Initiative (SAI) Platform
in 2002. Its 26 members aim to
encourage good agricultural practices
and implement sustainability principles
into mainstream agriculture in more
than 30 countries through six working
groups (cereals, coffee, dairy, fruit,
potatoes and vegetables, and water
and agriculture).

6 Read more at
www.saiplatform.org

We also contribute to public-
private partnerships such as the joint
programme between the United
Nations Development Programme
(UNDP) and Nestlé Pakistan, which
is training 4000 women agricultural
advisers. They provide technical
assistance and advice about animal
health, breeding and fodder production
to female dairy farmers in rural
Pakistan, helping them to raise the
quality and value of the milk they
supply, which in turn boosts the
local economy.

Such close cooperation with
farmers brings opportunities for
differentiation at a product level
too, such as the premium-quality
ingredients needed for Nespresso
AAA coffee and speciality ingredients
like the Ecuadorian cocoa and ginger
in Mévenpick Classic ice-cream.
They can also add weight to cause-
related marketing campaigns, like
Héagen-Dazs’ support for research
into the decline of the honey bee.
For more information, please see the
accompanying Management Report.

Nestlé is also a founder member
of the Common Code for the Coffee
Community (4C) Association, which
works for more sustainability in the
coffee sector.
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Toxin reduction in grains
and legumes
Given their importance to our business,
we have launched a three-year project
to reduce mycotoxin contamination
levels in cereal grains and legumes
(beans, peas, etc.) in Cote d’lvoire,
Ghana and Nigeria, where about
59% of cereals are contaminated. A
60% improvement is hoped for, to be
achieved by accurate data gathering;
toxin-reduction strategies, developed
in co-operation with national extension
partners; greater dialogue among
stakeholders through electronic media
and a newsletter; and management
and capacity-building training.

The main beneficiaries will be
3000 rural farmers, who will receive
training as well as a higher price for
contaminant-free materials. Food
companies, retailers and wholesalers
will also become more aware of the
health implications of mycotoxin-
contaminated produce, while the
estimated 150 million people in the
three countries currently exposed
to aflatoxin (a naturally occurring
mycotoxin) will have access to a
healthier diet. The scheme will also
be rolled out to Zimbabwe, Kenya and
other countries with known mycotoxin
problems. Nestlé will gain access to
better quality grains and legumes,
particularly important for its fast-
growing breakfast cereals business in
the region, where affordable brands
like Golden Morn (Nigeria), Cerelac
(Cote d'lvoire) and Cerevita (Ghana) are
in strong demand.

6 Read more at
www.nestle.com/csv/agriculture

6 Watch a short film about the Nestlé-
sponsored project helping to improve milk
production in rural Pakistan at
www.nestle.com/csv/stories

6 See how our milk district model
has supported the development
of farmers at the Erguna factory
in Inner Mongolia, China at
www.nestle.com/csv/stories

Improving nutrition in developing countries
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A grassroots
operation

The native
“brachiaria” grass
in Colombia ensures
cows in our Caqueta
milk district
continue to provide
a reliable supply of
high-quality milk.

2,3

A direct relationship
Local dairy farmers
bring their milk to
district collection
centres in Moga,
India, and Erguna,
Inner Mongolia,
China, where it is
tested, weighed and
stored.
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Creation of knowledge in nutrition
research and health promotion
The Nestlé Foundation

for the Study of Problems

of Nutrition in the World

The Nestlé Foundation for the Study of

Problems of Nutrition in the World was

established in 1966 to mark Nestlé's

centenary. The Foundation, which

is based in Lausanne, Switzerland,

is financially and operationally

independent of the Nestlé Company,

but has in its own way been Creating

Shared Value in nutrition research for

more than 40 years.

Focused and targeted capacity
building in the area of nutrition and
medicine leads to changes in lifestyle
and behaviour, and, in turn, to better
health and wellbeing, even without a
change in income. The Foundation’s
main aim is to initiate and support
research in human nutrition with
high public health relevance in
low-income countries.

Presently, the Foundation focuses
on four major fields of research:

* maternal and child nutrition,
including breastfeeding and
complementary feeding;

* macro- and micronutrient
deficiencies and imbalances;

* the interaction between infection
and nutrition;

* nutrition education and
health promotion.

Other areas of human research are also

considered, as long as they address

problems of malnutrition in the
developing world.

Activities of the Foundation take
place in more than 30 low-income
countries in Asia, Africa and also
Latin America. At present, research
projects are underway all over the
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world, from A to Z. Sometimes, this
is in a quite literal sense, for example
in relation to micronutrients. In this
context, only a food-based approach
in combination with hygienic and
medical improvements can solve
the problems of malnutrition in a
sustainable manner.

The Foundation prefers a food-
based approach to solving the
problems of malnutrition using locally
produced food: a project in Uganda is
addressing the usefulness of amaranth
on the nutritional status of school
children, while another in Indonesia
is searching for the ideal local food to
achieve a maximal intake of vitamin C
to improve iron bioavailability. A further
study in China is attempting to clarify
the requirements of iodine during
pregnancy, a so far neglected topic.

The power of knowledge:
the enLINK initiative
Creating Shared Value starts with
knowledge sharing, and capacity
building without access to information
is inconceivable. Accordingly, the
Foundation supports postgraduate
nutrition courses in Senegal and Benin.
In 2003, the Foundation launched
the enLINK initiative for boosting
knowledge transfer to low income
countries. The internet-based enLINK
digital library (www.enlink.org) offers
free full text access to the newest
scientific journals and textbooks of
nutrition and medicine for individuals
at universities in low-income countries.
Providing a “three-dimensional”
complement to the digital library, the
orange enLINK mobile library trunk is
the only one of its kind in the world.
The enLINK trunk contains more
than 30000 pages of key nutrition
information in the form of the latest
edition of nutrition and medical
textbooks, brochures and guidelines.
The trunk is available in large and
small versions — both containing
ready-to-use knowledge. In many of
the places where they are used,
the enLINK digital library and trunk
are often the only source of reliable
up-to-date nutrition information

available. By the end of 2008, the
trunk was already in use in more than
10 low-income countries. Creating
Shared Value indeed starts with
knowledge sharing.

6 Read more about The Nestlé
Foundation for the Study of Problems

of Nutrition in the World at

www.nestlefoundation.org and
www.enlink.org
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“1 farm maize, Cream of the crop
groundnut and soya Maize harvested in
beans, and | know Lamale, northern

’ . Ghana, is used in
the good practices locally produced
| have been taught breakfast cereals as
- well as consumed
will hel_p me to get by the farmers’ own
more yield. If | can families. Farmers
sort the good maize learn how to

improve the quality

from the bad, | will of their crop from

be able to consume agronomists such

it with my fam“y; it as Klutse Kudomor, )
ill ai health who works for Nestlé

V_VI give me a hea Yy Central & West Africa

life and also a good (picture 3, second

price at the market.” from left).

Morou Mohammed,
Farmer near Tamale,
northern Ghana

6 Watch the full interview at
www.nestle.com/csv/stories
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Future direction
and challenges

Nestlé’s basic strategy

Nestlé’s strategy of Nutrition, Health and Wellness is

now well established, and the progressive expansion in
implementing this strategy is based on our assessment that
nutritional awareness and the desire for improved health and
wellness will increasingly drive consumer choice. Our overall
framework continues to be our Nestlé Corporate Business
Principles, which continue to evolve and adapt to a changing
world, and our Code of Business Conduct.

Continued expansion in science-based solutions

With the world's largest private nutrition and food research
capability, expansions in countries such as China, and a
strong link between research and product solutions, Nestlé
will continue to create new nutritional value and health
benefits across its product range. This is aided by our open
research structure and relationship with approximately

300 scientific institutions around the world. The 60/40+
methodology described earlier in this report is an important
tool in accomplishing this, and its application will continue
to expand.

Promoting consumer interest — Nutrition, Health and
Wellness

We can expect Nestlé to also expand its service offerings
to consumers, to offer information and advice in innovative
ways that help consumers have more nutritious diets which
lead to higher levels of health and wellness. We aspire not
only to follow increased consumer demand for quality diets,
but also, where possible, to help drive consumer interest in
the direction of Nutrition, Health and Wellness.

Base of the pyramid strategy

Nestlé has also embarked on its “base of the income
pyramid” strategy, through Popularly Positioned Products,
which we will continue to expand, to offer an increasing
array of products with higher nutritional value at lower prices
than similar products on the market. This strategy has only
begun to tap this very large market, and creating value for
shareholders through creating nutritional value for lower-
income populations still has much unrealised potential.

Concern for the future: water and food security
Over the last 140 years, Nestlé has not only survived regional
and world armed conflicts, severe economic depressions
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and environmental catastrophes, but adapted successfully
to the changing external environment. In doing so, it has
become the world’s foremost Nutrition, Health and Wellness
company. In the same way, Nestlé must meet the coming
global challenges that affect food and nutrition.

There have been dramatic improvements in reduction of
malnutrition over the last 40 years, largely due to the green
revolution and economic development, reducing poverty
and increasing food purchasing power.

However, Nestlé as a company is concerned that we
have recently witnessed a period of increased food prices.
We are also seriously concerned about the potential for
this “food crisis” to become a longer-term global crisis in
water and food in the coming years and decades. If this is
allowed to happen, it would have serious consequences
both for society, especially in the developing world, and
for our business.

We face a serious challenge in water scarcity, which is
already evident in various parts of the world, and which,
if not successfully dealt with, will result in chronic food
shortages, and dramatic nutritional insecurity. This is the
result of climactic change, poor management of water
and increased demand for food resulting from population
increase and economic development.

The issues of food and nutrition security are key topics for
Nestlé, and will require the collaboration of all stakeholders.

While Nestlé is optimistic about the future, we also
intend to work with other major stakeholders towards
changes in policy and action that will prevent such crises
from occurring. We stand ready to work with others who
share our concerns.
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Independent assurance:
Preliminary findings statement

Introduction

Bureau Veritas UK has been
engaged to provide external
assurance to the stakeholders
of Nestlé S.A. (Nestlé), over its
Creating Shared Value Report
2008: Nutritional Needs and
Quality Diets (the Nutrition Report).
The preparation of the Nutrition
Report is the sole responsibility
of Nestlé. Our overall aim is to
provide reasonable assurance to
stakeholders over the accuracy
and reliability of the information
included in the Nutrition Report.

Scope and methodology

The scope of the assurance

included:

1. areview of related activities
undertaken by Nestlé over the
reporting period January 2008
to December 2008;

2. alimited review of information
from external partners relating
to materiality assessment and
stakeholder convenings;

3. areview of information relating
to Nestlé's issues, responses,
performance data, case studies
and underlying systems to
manage such information
and data; and

4. apilot assessment of the
implementation of Creating
Shared Value (CSV) related
policies and processes at the
market level.

As part of the scope outlined

above, Bureau Veritas undertook

the following:

* interviews with key
management at Nestlé's head
office;

* review of processes for
identification and collation of
relevant information, report
content and performance data
from group operations globally;

e verification of performance
data and factual information
within the Nutrition Report;

° avisitto Nestlé South Africa
to review the understanding
and implementation of
market level programmes
and related processes.

Preliminary findings

Based on our review, it is our

opinion that the Nutrition Report:

¢ includes information that is
reliable, understandable and
clearly presented;

* provides a reasonable account
of relevant activities and
performance over the reporting
period;

* demonstrates material
reporting in that the issues
reported upon are perceived to
be of the most urgent relating
to diet;

¢ demonstrates an improvement
on previous reporting by
the inclusion in the text of
the issues and challenges
that Nestlé faces. Additional
information is provided that
allows readers to better
understand responses by
Nestlé to such issues;

e isinclusive towards the
scientific/public health
community as the Nutrition
Report’s audience of main
interest, and to whom
Nestlé's response is clear and
comprehensive.

Pilot assessment

of policy implementation

in Nestlé markets

A pilot assessment of policy
implementation in Nestlé markets
indicates that the positioning

of Nestlé as a Nutrition, Health
and Wellness company is

well understood and that key
programmes and policies reported
upon in this report such as 60/40+,
Nutrition Foundation (NF) and
Popularly Positioned Products
(PPPs) are being implemented
within the market in line with
guidance provided from the

head office.

Assurance findings are reported
in the full assurance statement on
www.nestle.com/csv.

Key areas for improvement
are reported in the full assurance
statement on www.nestle.com/csv.
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Considerations and limitations
Excluded from the scope of our
work is information relating to:

e activities outside the defined
reporting period;

e statements of commitment to,
or intention to, undertake action
in the future;

e statements of opinion, belief
and/or aspiration.

Our assurance does not extend

to the information hyperlinked

from the Nutrition Report.

Our review was carried out
to provide reasonable, rather
than absolute assurance and
we believe the scope above
provides a reasonable basis for our
conclusions.

This independent statement
of preliminary findings should not
be relied upon to detect all errors,
omissions or misstatements.

Detailed considerations
and limitations are included
in the full statement on
www.nestle.com/csv.

Our statement of
independence, impartiality and
competence can be found in
the full assurance statement on
www.nestle.com/csv.

Bureau Veritas UK Ltd.,
London, February 2009
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Statement of independence,
impartiality and competence
Bureau Veritas is an independent
professional services company
that specialises in quality, health,
safety, social and environmental
management advice and
compliance with almost

180 years history in providing
independent assurance services
and an annual turnover in 2007 of
EUR 2.1 billion.

Bureau Veritas has
implemented a code of ethics
across its business which is
intended to ensure that all our
staff maintains high standards
in their day to day business
activities. We are particularly
vigilant in the prevention of
conflicts of interest. We believe
our assurance assignment does
not raise any conflicts of interest.

Competence: our assurance
team completing the work
for Nestlé S.A. has extensive
knowledge of conducting
assurance over environmental,
social, health, safety and
ethical information, systems
and processes, and with over
20 years combined experience
in this field an excellent
understanding of good practice
in corporate responsibility
reporting and assurance.
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