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Principal exchange rates

CHF per

2018 2017 2018 2017

Year ending rates Weighted average annual rates

1 US Dollar USD 0.986 0.977 0.979 0.984
1 Euro EUR 1.128 1.168 1.154 1.113
100 Chinese Yuan Renminbi CNY 14.335 15.001 14.776 14.593
100 Brazilian Reais BRL 25.448 29.531 26.663 30.796
100 Philippine Pesos PHP 1.877 1.957 1.856 1.953
1 Pound Sterling GBP 1.256 1.316 1.302 1.271
100 Mexican Pesos MXN 5.015 4.957 5.082 5.212
1 Canadian Dollar CAD 0.724 0.778 0.755 0.759
100 Japanese Yen JPY 0.894 0.867 0.886 0.878
1 Australian Dollar AUD 0.697 0.761 0.731 0.754
100 Russian Rubles RUB 1.416 1.694 1.654 1.688
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Consolidated income statement
for the year ended December 31, 2018

In millions of CHF

Notes 2018 2017 *

Sales 3 91 439 89 590
Other revenue 311 332
Cost of goods sold (46 070) (45 571)
Distribution expenses (8 469) (8 023)
Marketing and administration expenses (20 003) (19 818)
Research and development costs (1 687) (1 739)
Other trading income 4 37 112
Other trading expenses 4 (1769) (1 606)
Trading operating profit 3 13789 13 277
Other operating income 4 2535 379
Other operating expenses 4 (2572) (3 500)
Operating profit 13 752 10 156
Financial income 5 247 152
Financial expense 5 (1 008) (848)
Profit before taxes, associates and joint ventures 12 991 9 460
Taxes 13 (3439) (2 773)
Income from associates and joint ventures 14 916 824
Profit for the year 10 468 7 511

of which attributable to non-controlling interests 333 855

of which attributable to shareholders of the parent (Net profit) 10 135 7 156
As percentages of sales
Trading operating profit 15.1% 14.8%
Profit for the year attributable to shareholders of the parent (Net profit) 11.1% 8.0%
Earnings per share (in CHF)
Basic earnings per share 15 3.36 2.31
Diluted earnings per share 15 3.36 2.31

* 2017 restated figures include modifications as described in Note 1 Accounting policies and related impacts in Note 22.
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Consolidated statement of comprehensive income
for the year ended December 31, 2018

In millions of CHF

Notes 2018 2017 *
Profit for the year recognized in the income statement 10 468 7 511
Currency retranslations, net of taxes 17 (1 .004) (561)
Fair value changes on available-for-sale financial instruments, net of taxes 17 — (10)
Fair value changes on debt instruments, net of taxes 17 (39) —
Fair value changes on cash flow hedges, net of taxes 46 (55)
Share of other comprehensive income of associates and joint ventures 14/17 (21) (240)
Items that are or may be reclassified subsequently to the income statement (1018) (866)
Remeasurement of defined benefit plans, net of taxes 10/17 600 1063
Fair value changes on equity instruments, net of taxes 17 4 —
Share of other comprehensive income of associates and joint ventures 14117 117 52
Items that will never be reclassified to the income statement 721 1115
Other comprehensive income for the year 17 (297) 249
Total comprehensive income for the year 10171 7 760
of which attributable to non-controlling interests 218 328
of which attributable to shareholders of the parent 9953 7 432
* 2017 restated figures include modifications as described in Note 1 Accounting policies and related impacts in Note 22.
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Consolidated balance sheet
as at December 31, 2018

before appropriations

In millions of CHF

Notes 2018 2017 *
Assets
Current assets
Cash and cash equivalents 12/16 4500 7 938
Short-term investments 12 5801 655
Inventories 6 9125 9177
Trade and other receivables 712 11167 12 036
Prepayments and accrued income 530 BYS
Derivative assets 12 183 231
Current income tax assets 869 917
Assets held for sale 2 8828 357
Total current assets 41 003 31884
Non-current assets
Property, plant and equipment 8 29 956 30777
Goodwill 9 31702 29 746
Intangible assets 9 18 634 20 615
Investments in associates and joint ventures 14 10 792 11628
Financial assets 12 2 567 6 003
Employee benefits assets 10 487 392
Current income tax assets 58 62
Deferred tax assets 13 1816 2103
Total non-current assets 96 012 101 326
Total assets 137 015 133 210

* 2017 restated figures include modifications as described in Note 1 Accounting policies and related impacts in Note 22.
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Consolidated balance sheet as at December 31, 2018

In millions of CHF

Notes 2018 2017 *
Liabilities and equity
Current liabilities
Financial debt 12 14 694 11211
Trade and other payables 712 17 800 18 864
Accruals and deferred income 4075 4 299
Provisions 11 780 819
Derivative liabilities 12 448 507
Current income tax liabilities 2731 2477
Liabilities directly associated with assets held for sale 2 2 502 12
Total current liabilities 43 030 38 189
Non-current liabilities
Financial debt 12 25700 18 566
Employee benefits liabilities 10 5919 7111
Provisions 11 1033 1147
Deferred tax liabilities 13 2 540 3492
Other payables 12 390 2476
Total non-current liabilities 35 582 32 792
Total liabilities 78 612 70 981
Equity 17
Share capital 306 311
Treasury shares (6 948) (4 537)
Translation reserve (20 432) (19 436)
Other reserves (183) 989
Retained earnings 84 620 83 629
Total equity attributable to shareholders of the parent 57 363 60 956
Non-controlling interests 1040 1273
Total equity 58 403 62 229
Total liabilities and equity 137 015 133 210

* 2017 restated figures include modifications as described in Note 1 Accounting policies and related impacts in Note 22.
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Consolidated cash flow statement
for the year ended December 31, 2018

In millions of CHF

Notes 2018 2017 *

Operating activities

Operating profit 16 13752 10 156
Depreciation and amortization 16 3924 3934
Impairment 1248 3582
Net result on disposal of businesses 4 (686) 132
Other non-cash items of income and expense 16 137 (186)
Cash flow before changes in operating assets and liabilities 18 375 17 618
Decrease/(increase) in working capital 16 472 (244)
Variation of other operating assets and liabilities 16 (37) 361

Cash generated from operations 18 810 17 735

Interest paid (684) (609)
Interest and dividend received 192 119

Taxes paid (3623) (3 628)
Dividends and interest from associates and joint ventures 14 703 582

Operating cash flow 15 398 14 199
Investing activities

Capital expenditure 8 (3 869) (3 938)
Expenditure on intangible assets 9 (601) (769)
Acquisition of businesses 2 (9512) (696)
Disposal of businesses 2 4310 140

Investments (net of divestments) in associates and joint ventures 14 728 (140)
Inflows/(outflows) from treasury investments (5 159) 587

Other investing activities (163) (134)
Investing cash flow (14 266) (4 950)
Financing activities

Dividend paid to shareholders of the parent 17 (7 124) (7 126)
Dividends paid to non-controlling interests (319) (342)
Acquisition (net of disposal) of non-controlling interests 2 (528) (526)
Purchase (net of sale) of treasury shares (@ (6 854) (3 295)
Inflows from bonds and other non-current financial debt 12 9900 6 406

Outflows from bonds and other non-current financial debt 12 (2712) (3 190)
Inflows/(outflows) from current financial debt 12 3520 (1011)
Financing cash flow (4 117) (9 084)
Currency retranslations (313) (217)
Increase/(decrease) in cash and cash equivalents (3 298) (52)
Cash and cash equivalents at beginning of year 7 938 7 990

Cash and cash equivalents at end of year 16 4 640 7 938

* 2017 restated figures include modifications as described in Note 1 Accounting policies and related impacts in Note 22.

(a) Mostly relates to the Share Buy-Back Program launched in 2017.
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Consolidated statement of changes in equity
for the year ended December 31, 2018

In millions of CHF

o
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Equity as at December 31, 2016
as originally published 311 (990) (18 799) 1198 82870 64590 1391 65981
First application of IFRS 15 — — — — (268) (268) — (268)
First application of IFRS 16 — — — — (189) (189) — (189)
Other — — — — (61) (61) — (61)
Equity restated as at January 1, 2017 * 311 (990) (18 799) 1198 82352 64072 1391 65463
Profit for the year * — — — — 7 156 7 156 355 7 511
Other comprehensive income for the year * — — (637) (209) 1122 276 (27) 249
Total comprehensive income for the year * - — (637) (209) 8278 7 432 328 7 760
Dividends — — — — (7 126) (7 126) (342) (7 468)
Movement of treasury shares — (3719) — — 113 (3 606) — (3 606)
Equity compensation plans — 172 — — (11) 161 — 161
Changes in non-controlling interests (@) — — — — 93 93 (104) (11)
Total transactions with owners — (3 547) — — (6 931) (10 478) (446) (10 924)
Other movements — — — — (70) (70) — (70)
Equity restated at December 31, 2017 311 (4 537) (19 436) 989 83629 60956 1273 62229

* 2017 restated figures include modifications as described in Note 1 Accounting policies and related impacts in Note 22.

(a) Movements reported under retained earnings include the impact of the acquisitions (see Note 2.5) as well as put options for
acquisitions of non-controlling interests.
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Consolidated statement of changes in equity for the year ended December 31, 2018

In millions of CHF

2, 2
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Equity as at January 1, 2018 311 (4 537) (19 436) 989 83629 60956 1273 62229
First application of IFRS 9 (a) — — (176) (1170) IR888 (13) (2) (15)
Equity as at January 1, 2018
after first application of IFRS 9 311 (4 537) (19612) (181) 84 962 60 943 1271 62214
Profit for the year — — — — 10 135 10 135 333 10468
Other comprehensive income for the year — — (893) (12) 723 (182) (115) (297)
Total comprehensive income for the year — — (893) (12) 10 858 9 953 218 10171
Dividends — — — — (7124) (7 124) (319) (7 443)
Movement of treasury shares — (6 677) — — (49) (6 726) — (6 726)
Equity compensation plans — 153 — — (3) 150 3 153
Changes in non-controlling interests () — — — — 181 181 (133) 48
Reduction in share capital (© (5) 4113 — — (4 108) - — -
Total transactions with owners (5) (2411) — — (11 103) (13 519) (449) (13 968)
Other movements — — 73 10 (97) (14) — (14)
Equity as at December 31, 2018 306 (6 948) (20 432) (183) 84620 57 363 1040 58403

(a) Mainly relates to Nestlé's share in fair value changes of equity instruments held by associates.

(b) Movements reported under retained earnings include the impact of the acquisitions (see Note 2.5) as well as put options for
acquisitions of non-controlling interests.

(c) Reduction in share capital, see Note 17.1.
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Notes

1. Accounting policies

Accounting convention and accounting standards
The Consolidated Financial Statements comply with
International Financial Reporting Standards (IFRS) issued
by the International Accounting Standards Board (IASB)
and with Swiss law.

They have been prepared on a historical cost basis, unless
stated otherwise. All significant consolidated companies,
joint arrangements and associates have a December 31
accounting year-end.

The Consolidated Financial Statements 2018 were approved
for issue by the Board of Directors on February 13, 2019,
and are subject to approval by the Annual General Meeting
on April 11, 2019.

Accounting policies

Accounting policies are included in the relevant notes to
the Consolidated Financial Statements and are presented
as text highlighted with a grey background. The accounting
policies below are applied throughout the financial
statements.

Key accounting judgements, estimates
and assumptions
The preparation of the Consolidated Financial Statements
requires Group Management to exercise judgement and to
make estimates and assumptions that affect the application
of policies, reported amounts of revenues, expenses, assets
and liabilities and disclosures. These estimates and associated
assumptions are based on historical experience and various
other factors that are believed to be reasonable under the
circumstances. Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimate is revised if
the revision affects only that period, or in the period of the
revision and future periods if the revision affects both current
and future periods. Those areas affect mainly revenue
recognition (see Note 3), allowance for doubtful receivables
(see Note 7), leases (see Note 8), impairment tests of
goodwill and intangible assets with indefinite useful life
(see Note 9), employee benefits (see Note 10), provisions
and contingencies (see Note 11) and taxes (see Note 13).
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Foreign currencies
The functional currency of the Group's entities is the currency
of their primary economic environment.

In individual companies, transactions in foreign currencies
are recorded at the rate of exchange at the date of the
transaction. Monetary assets and liabilities in foreign
currencies are translated at year-end rates. Any resulting
exchange differences are taken to the income statement,
except when deferred in Other comprehensive income as
qualifying cash flow hedges.

On consolidation, assets and liabilities of foreign operations
reported in their functional currencies are translated into
Swiss Francs, the Group's presentation currency, at year-end
exchange rates. Income and expense are translated into Swiss
Francs at the annual weighted average rates of exchange or
at the rate on the date of the transaction for significant items.

Differences arising from the retranslation of opening net
assets of foreign operations, together with differences arising
from the translation of the net results for the year of foreign
operations, are recognized in Other comprehensive income.

When there is a change of control in a foreign operation,
exchange differences that were recorded in equity are
recognized in the income statement as part of the gain
or loss on disposal.

Hyperinflationary economies
Several factors are considered when evaluating whether
an economy is hyperinflationary, including the cumulative
three-year inflation, and the degree to which the population’s
behaviors and government policies are consistent with such
a condition.

The balance sheet and results of subsidiaries operating
in hyperinflationary economies are restated for the changes
in the general purchasing power of the local currency, using
official indices at the balance sheet date, before translation
into Swiss Francs and, as a result, are stated in terms of the
measuring unit current at the balance sheet date. The
hyperinflationary economies in which the Group operates
are Venezuela and, as from 2018, Argentina (see Note 20).
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1. Accounting policies

Other revenue

Other revenue are primarily sales-based royalties and
license fees from third parties which have been earned
during the period.

Expenses

Cost of goods sold is determined on the basis of the cost
of production or of purchase, adjusted for the variation of
inventories. All other expenses, including those in respect
of advertising and promotions, are recognized when the
Group receives the risks and rewards of ownership of the
goods or when it receives the services. Government grants
that are not related to assets are credited to the income
statement as a deduction of the related expense when they
are received, if there is reasonable assurance that the terms
of the grant will be met. Additional details of specific
expenses are provided in the respective notes.
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Changes in presentation - income statement

The following main changes have been applied:

— the costs of returned or damaged products, and
maintenance and other costs of trade assets (such as
coffee machines, water coolers and freezers) previously
reported under Marketing and administration expenses
have been reclassified to Cost of goods sold; and

— some costs previously reported under Marketing and
administration expenses have been reclassified to
Research and development expenses and Distribution
expenses.

The above changes have been made to better align with the

function of the expenditure.

2017 comparatives have been restated (see Note 22).

Changes in presentation - cash flow statement
There were insignificant changes in presentation between
operating cash flow, cash flow from financing activities and
cash flow from investing activities regarding cash flows of
treasury investments and current financial debt.

2017 comparatives have been restated (see Note 22).

Changes in accounting policies

The following main changes have been applied:

— some costs that were previously included in the carrying
value of inventory are now expensed as incurred, following
a reevaluation of the relevance of including these costs
(the major part of which relates to allocated information
technology costs) in inventory. For a like-for-like comparison
of the performance 2017 and onwards, the value of
inventory on hand at January 1, 2017, has been restated;
and

— some taxes and levies on revenue or receipts, reported
previously as Taxes, are considered now respectively as
a reduction of Sales and as Marketing and administration
expenses, in order to better align with the function of the
expenditure.

2017 comparatives have been restated (see Note 22).
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1. Accounting policies

Changes in accounting standards
The Group has applied as from January 1, 2018, the
following new accounting standards.

IFRS 9 - Financial Instruments

The standard addresses the accounting principles for the
financial reporting of financial assets and financial liabilities,
including classification, measurement, impairment,
derecognition and hedge accounting.

The Group has performed a review of the business
model corresponding to the different portfolios of financial
assets and of the characteristics of these financial assets.

Consequently, investments in debt instruments whose
cash flows are solely payments of principal and interest
(“SPPI") were designated either at amortized cost or at fair
value through Other comprehensive Income depending
on the objectives of the business model. The existing
investments in equity instruments at the date of the initial
application were generally designated at fair value through
Other comprehensive Income by election. This election
generated a reclassification between equity components
of CHF 1.2 billion, with no net impact on the Group's total
equity.

The impact of the new impairment model has been
reviewed. This analysis required the identification of the
credit risk associated with the counterparties and
— considering that the majority of the Group’s financial assets
are trade receivables — integrates statistical data reflecting
the actual past experience of incurred loss due to default.
The amount of additional impairment recognized on
January 1, 2018, was CHF 15 million.

Furthermore, the Group has updated the definitions of
its hedging relationships in line with the risk management
activities and policies, with a specific attention to the
identification of the components in the pricing of the
commodities.

This standard was mandatory for the accounting period
beginning on January 1, 2018, and was applied retrospectively
as at January 1, 2018, but with no restatement of comparative
information for prior years. Consequently, the Group
recognized any difference between the carrying amount
of financial instruments under IAS 39 and the carrying
amount under IFRS 9 in the opening retained earnings
(or other equity components) as at January 1, 2018.

Changes to hedge accounting policies have been applied
prospectively. All hedging relationships designated under
IAS 39 at December 31, 2017, met the criteria for hedge
accounting under IFRS 9 at January 1, 2018, and are therefore
regarded as continuing hedging relationships.

Consolidated Financial Statements of the Nestlé Group 2018

See Note 22 for the impact of IFRS 9. The changes
on the fair value hierarchy of financial instruments as
at January 1, 2018, are presented in Note 12. The new
accounting policies are also set out in Note 12.

IFRS 15 - Revenue from Contracts with Customers
This standard combines, enhances and replaces specific
guidance on recognizing revenue with a single standard.
It defines a new five-step model to recognize revenue
from customer contracts. The Group undertook a review of
the main types of commercial arrangements used with
customers under this model and has concluded that the
application of IFRS 15 had the main following effects:

i) as a consequence of the change in revenue recognition
from transfer of risks and rewards to transfer of control,
a small proportion of sales (less than 0.5% of annual
sales) is recognized on average 2 days later under the
new standard;

ii) payments to customers currently treated as distribution
costs have been reclassified as deductions from sales
under the new standard;

iii) the timing of accruals for certain amounts payable to
customers was reviewed and as a result the current
liability for these amounts at the beginning of 2017
was increased.

This standard was mandatory for the accounting period

beginning on January 1, 2018, and has been applied with

retrospective impact, utilizing the practical expedient to
not restate contracts that begin and end within the same
annual accounting period.
The new accounting policies are set out in Note 3.
2017 comparatives have been restated (see Note 22).

IFRS 16 - Leases

This standard replaces IAS 17 and sets out the principles for
the recognition, measurement, presentation and disclosure
of leases.

The main effect on the Group is that IFRS 16 introduces
a single lessee accounting model and requires a lessee to
recognize assets and liabilities for almost all leases and
therefore resulted in an increase of Property, plant and
equipment and total Financial debt at January 1, 2017.

This standard is mandatory for the accounting period
beginning on January 1, 2019, but the Group early adopted
it on January 1, 2018, under the full retrospective approach,
utilizing the practical expedient to not reassess whether
a contract contains a lease.

The new accounting policies are set out in Note 8.2.

2017 comparatives have been restated (see Note 22).
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1. Accounting policies

IFRIC 23 - Uncertainty over Income Tax Treatments
IFRIC 23 specifies how to reflect uncertainty in accounting
for income taxes. IFRIC 23 is mandatory for the accounting
period beginning on January 1, 2019, but the Group early
adopted it with effect from January 1, 2018. There was no
impact on the measurement of taxes as a consequence of
this adoption. The uncertain tax liabilities formerly included
under Provisions have been reclassified to Current income
tax liabilities.
2017 comparatives have been restated (see Note 22).

In addition, a number of other existing standards have
been modified on miscellaneous points with effect from
January 1, 2018. Such changes include Classification and
Measurement of Share-based Payment Transactions
(Amendments to IFRS 2), Annual Improvements to IFRSs
2014-2016 Cycle (Amendments to IFRS 1 and IAS 28), and
IFRIC 22 Foreign Currency Transactions and Advance
Consideration.

None of these other amendments had a material effect
on the Group’s Financial Statements.
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Changes in IFRS that may affect the Group

after December 31, 2018

There are no standards that are not yet effective and that
would be expected to have a material impact on the Group
in the current or future reporting periods.
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2. Scope of consolidation, acquisitions and disposals
of businesses, assets held for sale and acquisitions of
non-controlling interests

Scope of consolidation
The Consolidated Financial Statements comprise those of Nestlé S.A. and of its
subsidiaries (the Group).

Companies which the Group controls are fully consolidated from the date at which
the Group obtains control. The Group controls a company when it is exposed to, or has
rights to, variable returns from its involvement with the company and has the ability to
affect those returns through its power over the company. Though the Group generally
holds a majority of voting rights in the companies which are controlled, this applies
irrespective of the percentage of interest in the share capital if control is obtained
through agreements with other shareholders.

The list of the principal subsidiaries is provided in the section Companies of the Nestlé
Group, joint arrangements and associates.

Business combinations
Where not all of the equity of a subsidiary is acquired the non-controlling interests are

recognized at the non-controlling interest’s share of the acquiree’s net identifiable assets.

Upon obtaining control in a business combination achieved in stages, the Group
remeasures its previously held equity interest at fair value and recognizes a gain or
a loss to the income statement.

2.1 Modification of the scope of consolidation

Acquisitions

In 2018, the significant acquisitions were:

— perpetual global license of Starbucks Consumer Packaged Goods and Foodservice
products (“Starbucks Alliance”), worldwide — roast and ground coffee, whole beans
as well as instant and portioned coffee (Powdered and Liquid Beverages) — end of
August.

— Atrium Innovations, mainly North America — nutritional health products (Nutrition
and Health Science) — 100%, March.

None of the other acquisitions of 2018 were significant.

In 2017, among others, the acquisitions included:

— Blue Bottle Coffee, USA — high-end specialty coffee roaster and retailer (Powdered
and Liquid Beverages) — 68%, November.

None of the acquisitions of 2017 were significant.

Consolidated Financial Statements of the Nestlé Group 2018
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2. Scope of consolidation, acquisitions and disposals of businesses, assets held for sale and acquisitions of non-controlling interests

Disposals
In 2018, the disposals included:

— US Confectionery business, North America — chocolate and sugar products

(Confectionery) — 100%, end of March.

— Gerber Life Insurance, North America — insurance (Nutrition and Health Science) —

100%, end of December.
None of the other disposals of 2018 were significant.

In 2017, none of the disposals of the year were significant.

2.2 Acquisitions of businesses

The major classes of assets acquired and liabilities assumed at the acquisition date are:

In millions of CHF

2018 2017
Starbucks Atrium

Alliance Innovations Other Total Total
Property, plant and equipment 4 58 62 124 129
Intangible assets (@ 4794 1133 66 5993 326
Inventories, prepaid inventories and other assets 176 301 59 536 72
Financial debt — (32) (36) (68) (94)
Employee benefits, deferred taxes and provisions — (167) — (167) (110)
Other liabilities — (109) (38) (147) (40)
Fair value of identifiable net assets 4 974 1184 113 6 271 283
(a) Mainly intellectual property rights, operating rights, customer list, trademarks and trade names.
Since the valuation of the assets and liabilities of recently acquired businesses is still
in process, the values are determined provisionally.
The goodwill arising on acquisitions and the cash outflow are:
In millions of CHF

2018 2017
Starbucks Atrium

Alliance Innovations Other Total Total
Fair value of consideration transferred 7 068 2193 341 9 602 729
Non-controlling interests (@ — 23 6 29 49
Subtotal 7 068 2216 347 9 631 778
Fair value of identifiable net assets (4 974) (1 184) (113) (6 271) (283)
Goodwill 2 094 1032 234 3 360 495

(a) Non-controlling interests have been measured based on their proportionate interest in the recognized amounts of net assets

of the entities acquired.

78
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2. Scope of consolidation, acquisitions and disposals of businesses, assets held for sale and acquisitions of non-controlling interests

In millions of CHF
2018

Starbucks Atrium
Alliance Innovations Other Total

Fair value of consideration transferred 7 068 2193 341 9 602

Cash and cash equivalents acquired — (47) (12) (59)

Consideration payable — = (31) (31)

Payment of consideration payable on prior years acquisitions
and other - — — -

Cash outflow on acquisitions 7 068 2 146 298 9512

The consideration transferred consists of payments made in cash with some consideration
remaining payable.

Starbucks Alliance
At the end of August 2018, the Group acquired the perpetual rights to market, sell and
distribute certain Starbucks’ consumer and foodservice products globally (“Starbucks
Alliance”), which transferred control over the existing businesses mainly in North America
and Europe. It excludes Ready-to-Drink products and all sales of any products within
Starbucks coffee shops. Consumer and foodservice products include Starbucks, Seattle’s
Best Coffee, Teavana, Starbucks VIA Instant, Torrefazione ltalia coffee and Starbucks branded
K-Cup pods. Through the Starbucks Alliance, the Group and Starbucks will work closely
together on the existing Starbucks range of roast and ground coffee, whole beans as well
as instant and portioned coffee with also the goal of enhancing its product offerings
for coffee lovers globally. This partnership with Starbucks significantly strengthens the
Group's coffee portfolio in the North American premium roast and ground and portioned
coffee business. It also unlocks global expansion in grocery and foodservice for the
Starbucks brand, utilizing the global reach of Nestlé. This creates synergies that result
in goodwill being recognized, which is expected to be deductible for tax purposes.

Sales and profit for the year of the Starbucks Alliance business included in the
2018 Consolidated Financial Statements amount respectively to CHF 809 million and
CHF 74 million. The Group’s total sales and profit for the year would have amounted
to CHF 92 753 million and CHF 10 575 million respectively if the acquisition had been
effective January 1, 2018.

Atrium Innovations

At the beginning of March 2018, the Group acquired Atrium Innovations, a global leader
in nutritional health products with sales mainly in North America and Europe. Atrium'’s
brands are a natural complement to Nestlé Health Science’s Consumer Care portfolio
and its portfolio extends Nestlé’s product range with value-added solutions such as
probiotics, plant-based protein nutrition and multivitamins. Atrium'’s largest brands are
Garden of Life, the number one brand in the natural products industry in the US; and
Pure Encapsulations, a full line of hypoallergenic, research-based dietary supplements and
the number one recommended brand in the US practitioner market. The goodwill arising
on this acquisition includes elements such as distribution synergies and strong growth
potential and is not expected to be deductible for tax purposes.
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2. Scope of consolidation, acquisitions and disposals of businesses, assets held for sale and acquisitions of non-controlling interests

Sales and profit for the year of the Atrium Innovations business included in the 2018
Consolidated Financial Statements amount respectively to CHF 653 million and
CHF 86 million. The Group's total sales and profit for the year would have amounted
to CHF 91 559 million and CHF 10 477 million respectively if the acquisition had been
effective January 1, 2018.

Acquisition-related costs
Acquisition-related costs have been recognized under other operating expenses in the
income statement (see Note 4.2) for an amount of CHF 35 million (2017: CHF 27 million).

2.3 Disposals of businesses

The gain on disposals of businesses is mainly composed of the disposal at end of
March 2018 of the US Confectionery business (part of the Zone AMS operating segment
and classified as held for sale as of December 31, 2017). The loss on disposals is mainly
composed of the disposal at end of December 2018 of the Gerber Life Insurance
business (part of the Other businesses segment).

In millions of CHF

2018 2017
Gerber Life us

Insurance Confectionery Other Total Total
Property, plant and equipment 8 201 73 282 85
Goodwill and intangible assets 1441 — 257 1698 89
Inventories — 127 29 156 16
Other assets 3644 — 32 3676 18
Financial liabilities (4) — (1) (5) —
Employee benefits, deferred taxes and provisions — — (11) (11) (13)
Other liabilities (2 449) — (28) (2 477) (13)
Net assets disposed of or impaired after classification
as held for sale 2 640 328 351 3319 182
Cumulative other comprehensive income items, net,
reclassified to income statement 226 37 — 263 —
Profit/(loss) on disposals, net of disposal costs
and impairments of assets held for sale (1 343) 2241 (212) 686 (132)
Total disposal consideration, net of disposal costs 1523 2 606 139 4 268 50
Cash and cash equivalents disposed of — — (8) (8) —
Disposal costs not yet paid — b2 — 52 —
Consideration receivable — — (4) (4) 13
Receipt of consideration receivable on prior years’ disposals — — 2 2 77
Cash inflow on disposals, net of disposal costs 1523 2 658 129 4310 140
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2. Scope of consolidation, acquisitions and disposals of businesses, assets held for sale and acquisitions of non-controlling interests

2.4 Assets held for sale

Assets held for sale and disposal groups

Non-current assets held for sale and disposal groups are presented separately in the
current section of the balance sheet when the following criteria are met: the Group is
committed to selling the asset or disposal group, an active plan of sale has commenced,
and in the judgement of Group Management it is highly probable that the sale will be
completed within 12 months. Immediately before the initial classification of the assets
and disposal groups as held for sale, the carrying amounts of the assets (or all the assets
and liabilities in the disposal groups) are measured in accordance with the applicable
accounting policy. Assets held for sale and disposal groups are subsequently measured
at the lower of their carrying amount and fair value less cost to sell. Assets held for sale
are no longer amortized or depreciated.

As of December 31, 2018, assets held for sale and liabilities directly associated with assets
held for sale are mainly composed of the Nestlé Skin Health business, which is part of
the Other businesses segment. This business has been classified as held for sale due
to future growth opportunities lying outside the Group’s strategic scope. The Group is
expecting to lose control of this business in the second half of 2019. The related cumulative
loss currently recognized in other comprehensive income has been estimated at about
CHF 90 million (mainly cumulative currency translation loss) and will be recognized in
the income statement at the date the control is lost.

As of December 31, 2017, assets held for sale were mainly composed of the US
Confectionery business.
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2. Scope of consolidation, acquisitions and disposals of businesses, assets held for sale and acquisitions of non-controlling interests

The composition of assets held for sale and liabilities directly associated with assets held
for sale at the end of 2018 and of 2017 are the following:

In millions of CHF

2018 2017
Nestlé

Skin Health Other Total Total

Cash, cash equivalents and short-term investments 140 — 140 —
Inventories 214 16 230 117
Trade and other receivables, prepayments and accrued income 686 91 777 4
Deferred taxes 298 16 314 —
Property, plant and equipment 395 100 495 2285
Goodwill and intangible assets 6 787 15 6 802 —
Other assets 70 — 70 1
Assets held for sale 8 590 238 8 828 357
Financial liabilities (174) (25) (199) —
Trade and other payables, accruals and deferred income (1 026) (67) (1 093) (7)
Employee benefits and provisions (360) (2) (362) (3)
Deferred taxes (722) — (722) —
Other liabilities (126) — (126) (2)
Liabilities directly associated with assets held for sale (2 408) (94) (2 502) (12)
Net assets held for sale 6 182 144 6 326 345

2.5 Acquisitions of non-controlling interests

Acquisitions and disposals of non-controlling interests

The Group treats transactions with non-controlling interests that do not result in loss

of control as transactions with equity holders in their capacity as equity holders. For
purchases of shares from non-controlling interests, the difference between any
consideration paid and the relevant share acquired of the carrying amount of net
assets of the subsidiary is recorded in equity. The same principle is applied to disposals
of shares to non-controlling interests.

As in the previous year, the Group increased its ownership interests in certain subsidiaries,
the most significant one was in China in 2018 as in 2017. For China and other countries,
the consideration paid to non-controlling interests in cash amounted to CHF 528 million
(2017: CHF 526 million) and the decrease of non-controlling interests amounted to

CHF 162 million (2017: CHF 152 million). Part of the consideration was recorded as

a liability in previous years for CHF 510 million (2017: CHF 518 million). The equity
attributable to shareholders of the parent was positively impacted by CHF 144 million

(2017: CHF 144 million).
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3. Analyses by segment

Nestlé is organized into three geographic zones and several globally managed businesses.

The Company manufactures and distributes food and beverage products in the following

categories: powdered and liquid beverages, water, milk products and ice cream, prepared
dishes and cooking aids, confectionery and petcare. Nestlé also manufactures and
distributes nutritional science products through its globally managed business Nestlé
Health Science, and science-based solutions that contribute to the health of skin, hair
and nails through Nestlé Skin Health. The Group has factories in 85 countries and sales
in 190 countries and employs around 308 000 people.

Segment reporting

Operating segments reflect the Group’s management structure and the way financial
information is regularly reviewed by the Group's chief operating decision maker (CODM),
which is defined as the Executive Board.

The CODM considers the business from both a geographic and product perspective,
through three geographic Zones and several Globally Managed Businesses (GMB).
Zones and GMB that meet the quantitative threshold of 10% of total sales or trading
operating profit for all operating segments, are presented on a stand-alone basis as
reportable segments. Even though it does not meet the reporting threshold, Nestlé
Waters is reported separately for consistency with long-standing practice of the Group.
Therefore, the Group's reportable operating segments are:

— Zone Europe, Middle East and North Africa (EMENA);

— Zone Americas (AMS);

— Zone Asia, Oceania and sub-Saharan Africa (AOA);

— Nestlé Waters.

Other business activities and operating segments, including GMB that do not meet the
threshold, like Nespresso, Nestlé Health Science and Nestlé Skin Health, are combined
and presented in Other businesses. Following a change of business structure, effective
as from January 1, 2018, Nestlé Nutrition has been managed as a Regionally Managed
Business instead of a Globally Managed Business and consequently reported as part
of Zone EMENA, Zone AMS and Zone AOA while Gerber Life Insurance is reported under
Other businesses. In addition, the presentation of invested capital by operating segment
has been modified with the goodwill related to the PetCare business reclassified from
Unallocated items to the Zones following a modification on how it is reported to the
Executive Board. 2017 comparatives have been adjusted.

As some operating segments represent geographic Zones, information by product
is also disclosed. The seven product groups that are disclosed represent the highest
categories of products that are followed internally.

Segment results (Trading operating profit) represent the contribution of the different
segments to central overheads, unallocated research and development costs and the
trading operating profit of the Group. Specific corporate expenses as well as specific
research and development costs are allocated to the corresponding segments. In addition
to the Trading operating profit, Underlying Trading operating profit is shown on a voluntary
basis because it is one of the key metrics used by Group Management to monitor the
Group.

Depreciation and amortization includes depreciation of property, plant and equipment
(including right of use assets under leases) and amortization of intangible assets.
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3. Analyses by segment

No segment assets and liabilities are regularly provided to the CODM to assess segment
performance or to allocate resources and therefore segment assets and liabilities are not
disclosed. However the Group discloses the invested capital, goodwill and intangible
assets by segment and by product on a voluntary basis.

Invested capital comprises property, plant and equipment, trade receivables and
some other receivables, assets held for sale, inventories, prepayments and accrued
income as well as specific financial assets associated to the segments, less trade
payables and some other payables, liabilities directly associated with assets held for
sale, non-current other payables as well as accruals and deferred income.

Goodwill and intangible assets are not included in invested capital since the amounts
recognized are not comparable between segments due to differences in the intensity
of acquisition activity and changes in accounting standards which were applicable at
various points in time when the Group undertook significant acquisitions. Nevertheless,
an allocation of goodwill and intangible assets by segment and product and the related
impairment expenses are provided.

Inter-segment eliminations represent inter-company balances between the different
segments.

Invested capital and goodwill and intangible assets by segment represent the situation
at the end of the year, while the figures by product represent the annual average, as this
provides a better indication of the level of invested capital.

Capital additions represent the total cost incurred to acquire property, plant and
equipment (including right of use assets under leases), intangible assets and goodwill,
including those arising from business combinations. Since 2018 and the introduction
of IFRS 16, capital expenditure representing the investment in property, plant and
equipment only are not disclosed anymore.

Unallocated items represent items whose allocation to a segment or product would
be arbitrary. They mainly comprise:

— corporate expenses and related assets/liabilities;
— research and development costs and related assets/liabilities; and
— some goodwill and intangible assets.

Revenue
Sales represent amounts received and receivable from third parties for goods supplied
to the customers and for services rendered. Sales are recognized when control of the
goods has transferred to the customer, which is mainly upon arrival at the customer.
Revenue is measured as the amount of consideration which the Group expects to
receive, based on the list price applicable to a given distribution channel after deduction
of returns, sales taxes, pricing allowances, other trade discounts and couponing and
price promotions to consumers. The level of discounts, allowances and promotional
rebates is recognized as a deduction from revenue at the time that the related sales are
recognized or when the rebate is offered to the customer (or consumer if applicable).
They are estimated using judgements based on historical experience and the specific
terms of the agreements with the customers. Payments made to customers for
commercial services received are expensed. The Group has a range of credit terms
which are typically short term, in line with market practice and without any financing
component.
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3. Analyses by segment

The Group does not generally accept sales returns, except in limited cases mainly

in the Infant Nutrition business. Historical experience is used to estimate such returns
at the time of sale. No asset is recognized for products to be recoverable from these
returns, as they are not anticipated to be resold.

Trade assets (mainly coffee machines, water coolers and freezers) may be sold or
leased separately to customers.

Arrangements where the Group transfers substantially all the risks and rewards
incidental to ownership to the customer are treated as finance lease arrangements.
Operating lease revenue for trade asset rentals is recognized on a straight-line basis
over the lease term.

Sales are disaggregated by product group and geography in Notes 3.2 and 3.4.

Other revenue is primarily sales-based royalties and license fees from third parties
which have been earned during the period.
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3. Analyses by segment

3.1 Operating segments
Revenue and results

In millions of CHF

2018
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Zone EMENA 18 932 3590 3251 (339) (41) (250) (769)
Zone AMS 30975 6 521 6078 (443) (117) (142) (1 033)
Zone AOA 21 331 4 866 4514 (352) (215) (70) (771)
Nestlé Waters 7 878 865 683 (182) (54) (96) (435)
Other businesses (@ 12 323 2 036 1794 (242) (59) (14) (716)
Unallocated items (©) — (2 357) (2 531) (174) (14) (79) (200)
Total 91 439 15 521 13 789 (1732) (500) (651) (3 924)
In millions of CHF
2017 *
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Zone EMENA 18 478 3364 3111 (243) (77) (118) (740)
Zone AMS 3l 21 6 425 6 062 (363) (59) (181) (1 037)
Zone AOA 20 878 4644 4 468 (176) (99) (33) (782)
Nestlé Waters 7 882 1022 958 (64) (30) (21) (428)
Other businesses (@ 11 097 1763 1309 (454) (119) (286) (729)
Unallocated items () — (2 437) (2 631) (194) (7) (34) (218)
Total 89 590 14 771 13 277 (1 494) (391) (673) (3 934)

* 2017 adjusted following changes of business structure, effective as from January 1, 2018, mainly Nestlé Nutrition (NN)

from a Globally Managed to a Regionally Managed Business transferred to the Zones and Other businesses. 2017 restated
figures include also other modifications as described in Note 1 Accounting policies and related impacts in Note 22.

Inter-segment sales are not significant.

Trading operating profit before Net other trading income/(expenses).

Included in Trading operating profit.

Mainly Nespresso, Nestlé Health Science, Nestlé Skin Health and Gerber Life Insurance.

Refer to the Segment reporting accounting policies above for the definition of unallocated items.
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3. Analyses by segment

Invested capital
and other information

In millions of CHF

2018
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Zone EMENA 6 696 5105 (138) (16) 1422
Zone AMS 10 051 23 849 (43) (14) 7 356
Zone AOA 4930 13 258 (297) — 1103
Nestlé Waters 3382 1481 (59) (3) 884
Other businesses (@ 2792 12 822 (89) (53) 3593
Unallocated items (°) and inter-segment eliminations 1572 623 - (36) 353
Total 29 423 57 138 (626) (122) 14 711

In millions of CHF

2017 *
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Zone EMENA 7 376 4 834 — (30) 1021
Zone AMS 9 957 18 067 — 1941
Zone AOA 5702 13 588 (227) — 770
Nestlé Waters 3026 1475 (3) (2) 702
Other businesses (@ 4 431 11 886 (2 809) (2) 1712
Unallocated items (°) and inter-segment eliminations 1459 511 — (118) 423
Total 31 951 50 361 (3 039) (152) 6 569

*

2017 adjusted following changes of business structure, effective as from January 1, 2018, mainly Nestlé Nutrition (NN)
from a Globally Managed to a Regionally Managed Business transferred to the Zones and Other businesses. In addition, the
presentation of invested capital by operating segment has been modified with the goodwill related to the PetCare business

reclassified from Unallocated items to the Zones following a modification on how it is reported to the Executive Board.
2017 restated figures include also other modifications as described in Note 1 Accounting policies and related impacts

in Note 22.

(a) Mainly Nespresso, Nestlé Health Science, Nestlé Skin Health and Gerber Life Insurance.

a
(b) Refer to the Segment reporting accounting policies above for the definition of unallocated items.

(c) Since 2018 and the introduction of IFRS 16, capital expenditure is not disclosed anymore.

Consolidated Financial Statements of the Nestlé Group 2018

87



3. Analyses by segment

3.2 Products
Revenue and results

In millions of CHF

2018
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Powdered and Liquid Beverages 21620 4898 4572 (326) (108) (100)
Water 7 409 775 603 (172) (49) (92)
Milk products and Ice cream 13217 2521 2412 (109) (21) (42)
Nutrition and Health Science 16 188 3337 2 826 (511) (239) (79)
Prepared dishes and cooking aids 12 065 2176 2 044 (132) (27) (83)
Confectionery 8123 1403 1291 (112) (17) (50)
PetCare 12817 2768 2572 (196) (25) (126)
Unallocated items (© — (2 357) (2531) (174) (14) (79)
Total 91 439 15 521 13 789 (1732) (500) (651)

In millions of CHF
2017 *
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Powdered and Liquid Beverages 20 388 4478 4319 (159) (50) (56)
Water 7 382 978 915 (63) (30) (20)
Milk products and Ice cream 13430 2515 2 333 (182) (75) (77)
Nutrition and Health Science 15 247 3063 2 539 (524) (134) (314)
Prepared dishes and cooking aids 11 938 2108 1938 (170) (47) (77)
Confectionery 8799 1393 1243 (150) (39) (55)
PetCare 12 406 2673 2 621 (52) (9) (40)
Unallocated items — (2 437) (2 631) (194) (7) (34)
Total 89 590 14 771 13 277 (1 494) (391) (673)

*

(a) Trading operating profit before Net other trading income/(expenses).

a
(b) Included in Trading operating profit.

(c) Refer to the Segment reporting accounting policies above for the definition of unallocated items.

88

2017 adjusted following changes of business structure, effective as from January 1, 2018, mainly Nestlé Nutrition (NN) from
a Globally Managed to a Regionally Managed Business transferred to the Zones and Other businesses. 2017 restated
figures include also other modifications as described in Note 1 Accounting policies and related impacts in Note 22.
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3. Analyses by segment

Invested capital
and other information

In millions of CHF

2018
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Powdered and Liquid Beverages 6 745 4224 (25) (21)
Water 3199 1461 (59) (3)
Milk products and Ice cream 3585 2 886 (22) -
Nutrition and Health Science 6732 25762 (89) (39)
Prepared dishes and cooking aids 3299 5 560 (134) (21)
Confectionery 2 449 1623 (250) -
PetCare 4 349 10172 - (2)
Unallocated items (@ and intra-group eliminations 1916 1968 (47) (36)
Total 32 274 53 656 (626) (122)
In millions of CHF
2017 *
°
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Powdered and Liquid Beverages 6411 831 (3) —
Water 2900 1502 (3) (2)
Milk products and Ice cream 3715 3073 (137) (1)
Nutrition and Health Science 7 352 27 191 (2 806) (2)
Prepared dishes and cooking aids 3388 5 590 — (26)
Confectionery 3207 1749 (90) (3)
PetCare 4094 10 095 — —
Unallocated items (@ and intra-group eliminations 1587 1900 — (118)
Total 32 654 51 931 (3 039) (152)
* 2017 adjusted following changes of business structure, effective as from January 1, 2018, mainly Nestlé Nutrition (NN) from
a Globally Managed to a Regionally Managed Business transferred to the Zones and Other businesses. 2017 restated
figures include also other modifications as described in Note 1 Accounting policies and related impacts in Note 22.
(a) Refer to the Segment reporting accounting policies above for the definition of unallocated items.
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3. Analyses by segment

3.3a Reconciliation from Underlying Trading operating profit to profit before

taxes, associates and joint ventures

In millions of CHF

2018 2017
Underlying Trading operating profit (@ 15 521 14771
Net other trading income/(expenses) (1732) (1 494)
Trading operating profit 13789 13 277
Impairment of goodwill and non-commercialized intangible assets (626) (3 039)
Net other operating income/(expenses) excluding impairment of goodwiill
and non-commercialized intangible assets 589 (82)
Operating profit 13 752 10 156
Net financial income/(expense) (761) (696)
Profit before taxes, associates and joint ventures 12 991 9 460
(a) Trading operating profit before Net other trading income/(expenses).
3.3b Reconciliation from invested capital to total assets
In millions of CHF

2018 2017
Invested capital as per Note 3.1 29 423 31951
Liabilities included in invested capital 24 230 24 329
Subtotal 53 653 56 280
Intangible assets and goodwill as per Note 3.1 (@ 57 138 50 361
Other assets 26 224 26 569
Total assets 137 015 133 210

(a) Including Intangible assets and goodwill classified as assets held for sale of CHF 6802 million (2017: CHF nil), see Note 2.4.
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3. Analyses by segment

3.4 Disaggregation of sales by geographic area (country and type of market)

The Group disaggregates revenue from the sale of goods by major product group as
shown in Note 3.2. Disaggregation of sales by geographic area is based on customer
location and is therefore not a view by management responsibility as disclosed by
operating segments in Note 3.1.

In millions of CHF

2018 2017

EMENA 26 890 26 095
France 4561 4 426
United Kingdom 2930 2703
Germany 2752 2 681
Italy 1819 1781
Russia 1595 1620
Spain 15562 1525
Switzerland 1241 1262
Rest of EMENA 10 440 10 097
AMS 41 063 40 541
United States 27 618 26 521
Brazil 3683 4317
Mexico 2813