





A significant increase in profitability

The defining feature of 2007 was a significant increase in
input costs. Nestlé's challenge was to digest those costs,
continue to support the growth of its brands, invest in R&D
and improve its EBIT.

The increase in cost of goods sold (COGS) outpaced
the 9.2% growth in sales to grow 10.6% and by 60 basis
points as a percentage of sales. This is a direct result
of the significant inflation in agricultural raw materials.
Distribution costs were also up, reflecting the higher oll
price, as well as the faster than Group average growth of
our more distribution-intensive businesses. We increased
our Marketing spend by CHF 1.5 billion and our R&D spend
by about CHF 150 million, but as a percentage of sales
both fell, by 90 and 10 basis points respectively. A notable
success here has been greater efficiency in trade spend. Our
Administration costs also fell, by 20 basis points, reflecting
efficiencies also in this area. The result was a 50 basis
point improvement in the EBIT margin, even despite a
10 basis point negative impact from currency translations.
The EBIT rose by CHF 1.7 billion from CHF 13.3 billion to
CHF 15 billion, an increase of 12.9%.

This performance underlines the importance of the Nestlé
Model, of giving equal importance to both growth and EBIT
margin, because this EBIT margin improvement would not
have been possible without the leverage that came from the
strong organic growth achieved in 2007.

We had slightly higher financial expense in 2007 than
2006, these were partially offset by higher financial income.
Taxes were 20 basis points lower in 2007, as a percentage
of sales, and we had a 20 basis point higher contribution
from our Associated companies. Our Net profit was
CHF 10.6 billion or 9.9% of sales, up 15.8% or 60 basis
points from CHF 9.2 billion or 9.3% of sales. Our total
earnings per share increased by 16.4% to CHF 27.81
from CHF 23.90.
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Zone and product group performance

There were good performances from Zone Europe with the
EBIT margin improving by 30 basis points to 12%, and Zone
Americas, with the margin up by 50 basis points to 16.3%.
The EBIT margin in Zone Asia, Oceania and Africa slipped
back by 30 basis points to 16.3%, still a good level. Nestlé
Nutrition improved its margin to 17.2%, but Nestlé Waters
slipped back by 50 basis points to 8.2%.

By product group, the performance was also generally
good. The EBIT margin at Milk products and Ice cream
improved by 90 basis points to 11.1%, Confectionery by
10 basis points to 11.6% and PetCare by 40 basis points
to 15.5%, whilst Pharmaceutical products improved by
140 basis points to 33.3%. Powdered and liquid beverages
was unchanged at 22.4%, while Prepared dishes and
cooking aids slipped by 20 basis points to 13%.

Cash flow increases, and capital expenditure

supports growth

The strong operating performance and improved profitability
are reflected in the Group’s cash flow performance.
Operating cash flow increased by CHF 1.7 billion from

CHF 11.7 billion to CHF 13.4 billion, whilst the free cash flow
increased from CHF 7 billion to CHF 8.2 billion.

Capital expenditure increased quite significantly, as
expected, to support the many innovations and growth
opportunities that the Group has. Capital expenditure rose
from CHF 4.2 billion to CHF 5 billion.
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Return on invested capital further improves

The Group’s return on invested capital increased by 100 basis
points to 22.2%, excluding goodwill and by 50 basis points,
including goodwill to 12.2%. The smaller increase, including
goodwill, results from the acquisitions of Gerber and Novartis
Medical Nutrition.

Financial position remains strong

The Group’s net debt rose from CHF 11 billion at the end of
2006 to CHF 21.2 billion at the end of 2007. This reflects the
cost of acquisitions, particularly Gerber and Novartis Medical
Nutrition, as well as the impact of the Share Buy-Back
Programme in which CHF 4.4 billion was invested in 2007.

Nestlé share outperforms

Having ended 2006 at CHF 433.—, the Nestlé share ended
2007 at CHF 520.—, a 20.1% increase. This compares to the
SMI, which was down 3.4% and the Dow Jones Stoxx Food
and Beverage, which was up 10.9%.

Dividend and total shareholder return

The Group is proposing to shareholders a dividend

of CHF 12.20 per share, an increase of 17.3% over the
CHF 10.40 paid in respect of 2006. The 2006 dividend,
paid in 2007, contributed to a total return to shareholders
of 23% in 2007.
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Improving performance — Cash flow
In millions of CHF

Free cash flow 6361
Operating cash flow 10125

6640 6557 7018 8231
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Total cash returned to shareholders
In billions of CHF

Dividend 2.7 2.8 3.1 3k 4.0
Share Buy-Back 1.3 2.7 4.4
9 +35%
6 +41%

+57%
3 +9% +4%
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Management responsibilities
Food and Beverages

In millions of CHF 2005 2006 @ 2007

Zone Europe

Western 22726 23241 24476
Eastern and Central 2873 3411 3988 [ |
Beverages 5286 5598 6168 N

Milk products and Ice cream 32806 3436 3556 [ |

Prepared dishes and cooking aids 8631 8858 9254 [
Confectionery 5025 5174 5150813 [ |
PetCare 3362 3586 3893 |
Total sales 25599 26652 28464 NN EE
EBIT 3082 3109 3412

Capital expenditure 797 812 932

Zone Americas

USA and Canada 19412 20603 20824 [

Latin America and Caribbean 9544 10684 12093 [ ]
Beverages 3505 3770 4007 M

Milk products and Ice cream 8787 9470 10159 ||

Prepared dishes and cooking aids 5916 6395 6534 [ |
Confectionery 4117 4420 4678 [ |
PetCare 6631 7232 7539 [ |
Total sales 28956 31287 32917 NN EE.
EBIT 4364 4946 B3

Capital expenditure 908 1125 1371

@ Comparatives have been restated. See Consolidated Financial Statements.
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RIG (%) 0G (%)

86.0%
14.0%

21.7%
12.5%
32.5%
19.6%
13.7%
100% 2.0 3.0

12.0%
3.3%

63.3%
36.7%

12.2%
30.9%
19.8%
14.2%
22.9%
100% 8.3 8.1

16.3%
4.2%
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In millions of CHF

Zone Asia, Oceania and Africa

Oceania and Japan

Other Asian markets
Africa and Middle East

Beverages

Milk products and Ice cream
Prepared dishes and cooking aids

Confectionery
PetCare
Total sales

EBIT

Capital expenditure

Nestlé Waters
Europe

USA and Canada
Other regions
Total sales

EBIT

Capital expenditure

Nestlé Nutrition
Europe
Americas

Asia, Oceania and Africa

Total sales

EBIT

Capital expenditure

Group performance

2005

4676
5626
3994

5168
4854
2112
1586
576
14296

2334
546

81959
4222

606
8787

709
601

2063
1800
1407
5270

987,
134

2006 @

4624
6466
4414

5436
5365
2370
1731
602
156504

25671
588

4179
4805

652
9636

834
928

2314
2236
1414
5964

1009
194

2007

4571
6983
5002

5685
5572
2714
1886
699
16556

2697
675

4551
5118
735
10404

861
1043

2807
3897
1730
8434

1447
271

27.6%
42.2%
30.2%

34.3%
33.7%
16.4%
11.4%
4.2%
100%

16.3%
4.1%

43.7%
49.2%
71%
100%

8.2%
10.0%

33.3%
46.2%
20.5%

100%

17.2%
3.2%

RIG (%)

4.4

5.0

6.5

OG (%)

8.8

6.6

9.7
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Leading positions in dynamic categories

In millions of CHF 2005
Beverages

Soluble coffee 8783
Nestlé Waters 8787
Other 6272
Total sales 23842
EBIT 4131
Capital expenditure 752

Milk products, Nutrition and Ice cream

Milk products 9881
Nestlé Nutrition 5270
Ice cream 7023
Other 1101
Total sales 23275
EBIT 2598
Capital expenditure 689

Prepared dishes and cooking aids

Frozen and chilled 9656
Culinary and other 7017
Total sales 16673
EBIT 2176
Capital expenditure 261

Confectionery

Chocolate 8640
Sugar confectionery 1207
Biscuits 947
Total sales 10794
EBIT 1257
Capital expenditure 194

@ Comparatives have been restated. See Consolidated Financial Statements.
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2006 @

9477
9636
6769
25882

4475
1105

10820
5964
7424
1227

256435

3003
702

10307
7328
17635

2323
272

9103
1204
1092
11399

1309
258

2007

10371
10404

7470
28245

4854
1409

11742
8434
7521
1409

29106

3744
933

10705
7799
18504

2414
305

9754
1207
1287
12248

1426
316

36.7%
36.8%
26.5%

100%

17.2%

40.3%
29.0%
25.8%
4.9%
100%

12.9%

57.9%
42.1%
100%

13.0%

79.6%
9.9%
10.5%
100%

11.6%

RIG (%)

6.6

2.8

3.2

2.3

OG (%)

8.9

8.3

4.0

5.3
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Geographic data:
people, factories and sales

Nestlé has 480 factories in 86 countries around the world.
This is a reduction from 481 in 2006. During the vear,

24 factories were acquired or opened and 24 were closed
or divested. Furthermore, 1 factory was converted into a
distribution centre.
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Factories by geographic area

2006
Europe | 180
Americas [ ] 162
Asia, Oceania and Africa I 139
Total ] 481
Employees by geographic area

2006
Europe* | 35.8%
Americas [ ] 37.2%
Asia, Oceania and Africa I 0/.0%
* 85663 employees in Switzerland in 2007
By activity
In thousands 2006
Factories ] 137
Administration and sales [ ] 128
Total [ ] 265
2007 Sales
In millions of CHF Differences 2007/2006

in CHF in local

By principal market CIUITIEING))
United States +7.1% +12.0%
France +7.7% +3.1%
Germany +3.1% -1.3%
Brazil +20.9% +13.1%
United Kingdom +6.5% +2.9%
Italy +8.8% +4.1%
Mexico +6.6% +11.5%
Spain +9.9% +5.3%
Canada +2.1% -0.1%
Australia +20.3% +12.8%
Russia +22.4% +20.5%
Greater China Region +10.0% +9.4%
Japan -15.4% -10.7%
Philippines +13.7% +6.6%
Switzerland +9.2% +9.2%
Other markets +13.7% @
By continent
Europe +9.7% @
United States + Canada +6.7% @
Latin America + Caribbean +14.8% @
Asia +6.6% @
Oceania +18.7% @
Africa +8.1% @
Total Group +9.2% @

@) Not applicable

2007
184
166
130
480

2007
34.5%
38.3%
27.2%

2007
144
132
276

2007
29720
8634
6639
5294
4710
4597
3484
3013
2713
2660
2070
2047
2020
1758
1666
26527

41011
32433
14331
13673
3158
2946
1075562
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Europe

Asia, Oceania and Africa

Austria 1 | | | | || | Algeria 1 on | |

Belgium 3 | | | | " onm Australia 14 eHm OoNn OH om

Bulgaria 2 H OonN on || | Bahrain 1 on | |

Czech Republic 3 | | on || | Bangladesh 1 Ol onm

Denmark 1 H OonN | | | | Cameroon 1 H Oon

Finland 2 H OonN | | || | Cote d'lvoire 2 elm on

France 32 Ol onm H on onm Egypt 4 el on |

Germany 26 em on OH Oom eonm Fiji 1 | | on

Greece 4 oeHm on | | || | Ghana 1 Ol onm |

Hungary 4 oeHm on Om om | Greater China Region 20 @H ON OE om

Italy 22 em on Om om | Guinea 1 | | |

Netherlands 3 H OonN H Oon | India 7 em © [ J

Norway 1 H OonN | | || | Indonesia 4 el on on |

Poland 9 H OonN on || | Iran 2 elm on |

Portugal 4 oeH onm | | || | Israel 9 eHm eon on |

Republic of Ireland 1 | | | | " onm Japan 3 enm eon on |

Republic of Serbia 1 H OonN | | || | Jordan 1 on | |

Romania 2 Ol onm on || | Kenya 1 Ol onm |

Russia 11 Ol onm Om om | Lebanon 1 on | |

Slovak Republic 1 | | | | || | Malaysia 6 OoeH on on |

Spain 14 oW OoNn OH Oom eonm Morocco 1 Ol onm |

Sweden 2 on | | | || | New Caledonia 1 H Oon on

Switzerland 12 Ol onm on " onm New Zealand 2 | | OE om

Turkey 5 enl | ([ J || | Nigeria 1 Ol onm [ J

Ukraine 2 | | on || | Pakistan 4 el on |

United Kingdom 6 oenl | Om om | Papua New Guinea 1 Ol onm |
Philippines 4 el on | |

Americas Qatar 1 eon [ ] |

Argentina 9 elm onm " o | Republic of Korea 2 em o | |

Brazil 23 em onm OH Oom o= Saudi Arabia 4 el onm |

Canada 0 eHm on OH Oom eonm Senegal 1 | |

Chile 6 ol onm on || | Singapore 1 on | | |

Colombia 4 oeH onm Om om | South Africa 11 Ol onm OE om

Cuba 3 oeH onm | | | Sri Lanka 1 Ol onm

Costa Rica 1 [ Syria 1 Ol onm

Dominican Republic 3 H OonN | | || | Thailand 6 OoeHm onm | |

Ecuador 2 el onm on || | Tunisia 1 H Oon |

Guatemala 1 | | | | || | United Arab Emirates 1 on | |

Jamaica 1 Ol onm | | || | Uzbekistan 1 Ol onm |

Mexico 13 em on OH Oom o= Vietnam 3 eHn eon

Nicaragua 1 H OonN | | || | Zimbabwe 1 Ol onm |

Panama 1 H OonN | | | |

Peru 1 H OonN on || | The figure in black after the country denotes the number of factories.

Trinidad and Tobago 1 Ol onm | | || | @ Local production (may represent production in several factories)

United States 79 eHm oen OH Oom o= B Imports (may, in a few particular cases, represent purchases

Uruguay 1 on | | | || | from third parties in the market concerned)

Venezuela 6 ol onm Om om | Beverages

Milk products, Nutrition and Ice cream
Prepared dishes and cooking aids
Confectionery

PetCare

Pharmaceutical products
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The Nestle story —all the way to Nutrition,

Health and \Wellness

In 1866 the American brothers George and Charles Page
founded the Anglo-Swiss Condensed Milk Co. in Cham (the
Canton of Zug in Switzerland), Europe’s first condensed milk
factory, thereby satisfying the need for pure, long-life milk,
especially in the cities. One year later in Vevey (the Canton
of Vaud in Switzerland), Henri Nestlé from Frankfurt am
Main (Germany) developed a baby formula that offered a
safe and more nutritious alternative to other existing breast-
milk substitutes for mothers who were unable to provide
breast milk. At the same time, he could offer convalescent
and elderly people an easily digestible, ready-made food,
which became one of the cornerstones of what is now
Nestlé Nutrition. After many years of tough competition, the
two companies merged in 1905 to form the new company
“Nestlé & Anglo-Swiss Condensed Milk Co.”

The same year also saw the launch of the first Nestlé
branded chocolate which, following years of collaboration,
ultimately led to Nestlé's takeover of the long-established
Swiss chocolate manufacturer Peter, Cailler and Kohler.
Having previously been active exclusively in the dairy
industry, Nestlé now also had a foothold in confectionery.

The crisis years in the wake of the First World War
prompted Nestlé to restructure. The company streamlined
its organisational structure and also strengthened its organic
growth by focusing on developing new products. The
research department was completely reorganised in the
1930s to this end, allowing for the considerable expansion
of the existing range of milk products and baby foods with
Nestogen in 1930, Sinlac in 1932, Nescao in 1932, Pelargon in
1934 and Milo Tonic in 1934, and the first, initially somewhat
tentative foray (together with Roche) into the pharmaceutical
sector with Nestrovit in 1936, as well as a much more
decisive one into the coffee business with Nescafé in 1938.
The latter has since been marked by constant innovation and
further expansion, most recently with the winning formula of
Nespresso and the successful launch of Nescafé Dolce Gusto
in Europe as well as Nescafé Protect, mainly in Asia.

The challenges faced once the Second World War
was over included integrating Maggi, acquired in 1947.

The founder, Julius Maggi, had been one of the first
entrepreneurs, in 1884, to offer working-class families
affordable, high-protein and quick-to-prepare soup products.
Maggi took Nestlé into the culinary sector.
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In the 1960s, external growth via acquisitions accelerated,
facilitating the company’s entry into new areas of
the food industry: canned goods (Crosse & Blackwell 1960,
Libby 1963), ice cream (France Glaces and Jopa 1960,
Delasa 1963), chilled and frozen products (Findus 1962,
Chambourcy 1968) and mineral water (Vittel and Deer
Park 1969).

The 1970s saw Nestlé's foray into the hospitality and
winemaking industries (Eurest and Cahills 1970, Beringer
1971, Stouffer 1973) — areas that were later resold — whilst
the purchase of Ursina-Franck (1971) expanded the
traditional business. Economic turbulence (oil crises, high
inflation, strong currency fluctuations) had an impact on
the growth of the Group, and for the first time significant
moves were made to diversify outside the food industry.

The purchase of a minority stake (now 30%) in the world's
largest cosmetics company L'Oréal (1974) was followed by
the acquisition of the ophthalmology firm Alcon Laboratories
(1977), also world leader in its area, of which a proportion

of around 25% was floated on the New York Stock Exchange
in 2002.

Following a period of consolidation at the beginning
of the 1980s in which the product portfolio was streamlined,
unprofitable areas of the business sold and the financial
basis of the Group improved, Nestlé's task was to develop
a greater geographical presence and to be the No. 1 in all
areas of activity. In order to strengthen its market share in
the USA, in 1985 Nestlé acquired Carnation, which was
active in the dairy industry, pet food and the catering trade.
In order to improve its position in chocolate and
confectionery, as well as in the culinary sector, Nestlé bought
Rowntree (KitKat, Smarties, After Eight) and Buitoni-Perugina
in 1988. The company created the conditions for further
organic growth by expanding its research capability, notably
by founding the Nestlé Research Center in Lausanne in 1987,
the world's leading private research institution in the food
and nutrition sectors.

Following the fall of the Berlin Wall and the opening
of previously inaccessible markets, Nestlé's task in the
1990s was to gain a stronger foothold in Eastern Europe
and Asia. In addition to expanding geographically, Nestlé
focused specifically on strengthening the three product
areas promising the best possible opportunities for growth:
water (Perrier 1992, Sanpellegrino 1998, Henniez 2007),
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pet food (Alpo 1994, Spillers 1998, Purina 2001) and ice
cream (Finitalgel 1993, Scholler 2002, Movenpick and
Dreyer’s Grand Ice Cream 2003, Valio 2004, Delta Ice Cream
2005). In 2000, the launch of the GLOBE initiative (Global
Business Excellence) with its group-wide, standardised best
practices, data standards and information systems created
the organisational basis for Nestlé's focused, strategic
transformation into a nutrition, health and wellness company.
Nestlé reinforced its performance nutrition business
with its acquisition of PowerBar in 2000 and Sporting
Sportlernahrung GmbH in 2002. Its subsequent purchases
of Musashi Pty in 2005, Jenny Craig in 2006, and Novartis
Medical Nutrition and Gerber in 2007, also from Novartis,
made Nestlé the world’s leading nutrition company,
boasting annualised sales of about CHF 11 billion in this
sector.

During this period, Nestlé also introduced new
organisational structures. Following Nestlé Waters,
which has been run as of 1993 as a globally managed
division, in 2005, the Nestlé Nutrition division was made
an independent entity within the Group with global
responsibility for the areas of infant nutrition, healthcare
nutrition, weight management and performance nutrition.
The existing strategic business unit for out-of-home catering
(FoodServices) is currently being transformed into Nestlé
Professional, acquiring full operational responsibility from
2008 and full financial responsibility from 2009. These major
changes serve to consolidate the considerable progress
already made and should facilitate further growth.

More information about Nestlé's history can be found
at www.nestle.com and in the book by Albert Pfiffner
and Hans-Jorg Renk: “Transformational Challenge. Nestlé
1990-2005", NZZ-Verlag, 2007.

The Nestlé story

Henri Nestlé, 1814-1890

1866
1867
1905

1929
1938
1947

1960
1969
1971
1973
1974
1977

1985
1986
1988
1992
1993
1994
1998
2000
2001
2002
2003

2004
2005
2006
2007

Anglo-Swiss Condensed Milk Co.

Henri Nestlé's Infant cereal

Nestlé & Anglo-Swiss Condensed Milk Co.
(New name after merger)

Peter, Cailler, Kohler, Chocolats Suisses S.A.
Nescafé launch

Nestlé Alimentana S.A.

(New name after merger with Maggi)
Crosse & Blackwell

Vittel

Ursina-Franck

Stouffer

L'Oréal (Minority interest)

Nestlé S.A. (new name)

Alcon

Carnation, Friskies

Herta

Buitoni-Perugina, Rowntree

Perrier

Finitalge

Alpo

Sanpellegrino, Spillers Petfoods

PowerBar

Ralston Purina

Scholler, Chef America
Movenpick (lce cream business)

Dreyer's Grand Ice Cream, Powwow

Valio (lce cream business)

Wagner, Protéika, Musashi (Nutrition businesses)
Jenny Craig, Uncle Tobys

Novartis Medical Nutrition, Gerber, Henniez
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Shareholder information

Stock exchange listings

At 31 December 2007, Nestlé S.A. shares were listed on
the SWX Swiss Exchange (ISIN code: CH0012056047).
American Depositary Receipts (ADRs) (ISIN code:
US6410694060) representing Nestlé S.A. shares are
offered in the USA by Citibank.

Registered Offices

Nestlé S.A.

Avenue Nestlé 55, CH-1800 Vevey (Switzerland)
tel. +41(0)21 924 21 11

Nestlé S.A. (Share Transfer Office)
Zugerstrasse 8, CH-6330 Cham (Switzerland)
tel. +41(0)41 785 20 20

Further information
To order additional copies of this document,
please go to www.nestle.com/Media_Center/order

For additional information, contact

Nestlé S.A., Investor Relations

Avenue Nestlé 55, CH-1800 Vevey (Switzerland)
tel. +41(0)21 924 35 09

fax +41(0)21 924 28 13

e-mail: ir@nestle.com

The Nestlé Management Report, the Financial Statements
and the Corporate Governance Report are available on-line as
a PDF file in English, French and German. The Consolidated
income statement, balance sheet and cash flow statement
are also available as Excel files.

As to information concerning the share register (registra-
tions, transfers, address changes, dividends, etc.), please
contact
Nestlé S.A. (Share Transfer Office)

Zugerstrasse 8, CH-6330 Cham (Switzerland)
tel. +41 (0)41 785 20 20

fax +41 (0)41 785 20 24

e-mail: shareregister@nestle.com

The Company offers the possibility of depositing, free
of charge, Nestlé S.A. shares traded on the SWX Swiss
Exchange.

Nestlé URL: www.nestle.com
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Important dates

10 April 2008

141st Annual General Meeting, “Palais de Beaulieu”,
Lausanne

16 April 2008
Payment of the dividend

21 April 2008
Announcement of first quarter 2008 sales figures

7 August 2008
Publication of the Half-yearly Report January/June 2008

23 October 2008
Announcement of nine months 2008 sales figures;
Autumn press conference

19 February 2009
2008 Full Year Results; press conference

23 April 2009

142nd Annual General Meeting, “Palais de Beaulieu”,
Lausanne
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The Management Report contains forward looking
statements which reflect Management's current
views and estimates. The forward looking statements
involve certain risks and uncertainties that could
cause actual results to differ materially from those
contained in the forward looking statements.
Potential risks and uncertainties include such factors
as general economic conditions, foreign exchange
fluctuations, competitive product and pricing
pressures and regulatory developments.

In case of doubt or differences of interpretation,
the English version shall prevail over the French
and German text.

Mixed Sources

Product group from well-managed
forests and other controlled sources
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