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Please find enclosed the following document of Nestlé S.A. (the "Company") :

Ladies and Gentlemen,

¢ Half-Yearly Report January/June 2005 (2 copies)

The Company hereby furnishes this document to the Commission under Rule
12g3-2(b} promulgated pursuant to the Securities Exchange Act of 1934, as
amended.

Please do not hesitate to contact the undersigned (phone : +41 41 785 20 36;

e-mail : stefan.heggli@ch05.nestle.com) should you have any questions.
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Overview

intradustion

The cutrent year has started well for Nestlé, particularly
in terms of sales performance, with organic growth

of 5.2%. The focus on the two etficiency programmes,
Operation EXCELLENCE 2007 and Project FitNes,

has contributed to a 10 basis points improvement

in the Group's reported EBITA rargin, or 30 basis
points at constant currencies on a comparable share-
based payrnent cost basis. In the shorter term,

this improvaement enhances the prospects for an
ongoing, sustainable improvement in the Group's
operating performance. Also during the first half, the
market implementations of the GLOBE program have
accelerated, and about 30% of the Food and Beverage
pusinesses will be using GLOBE's processes, data and
systems by the end of the year. This is a key element for
the tonger term transformation of the Group.

The trading envirorunient has continued to be chailenging
throughout the first half of the year. Raw and packaging
matarial costs have remained volatite, with some
reaching recent highs; and consumer demand has
remained fragile in some European countries.

Financial Review
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Sales grew to CHF 43.5 billion, an increase of 2.4%

over January-June 2004, despite the negative impacts of
currenciss of -1.8% and divestitures, net of acquisitions,
of -1.0%. The key growth driver was organic growth

of 5.2%. This was within the Nestlé long-term trend
target of 5-6% and comprised 3.4% reai internal growth
(RIG) and 1.8% pricing.

Profitability

The Group’s EBITA {Earnings Before Interest, Taxes
and Amortisation of Goodwill}, increased 3.4%

to CHF 5.2 billion, whilst the reported EBITA margin
improved 10 basis points to 12.0% of sales. The
EBITA figure has been restated for 2004 foilowing

the retrospective application of new international
Financial Reporting Standards {{FRS) adopted as from
1 January 2005. On a comparable share-based payment
cost, EBITA increased 4.2%, and the EBITA margin
improved 30 basis points in constant currencies.

Net profit (Profit for the period attributable to the
Group) increased 32.4% to CHF 3.7 billion to give a net
profit margin of 8.5% of sales, an increase of 190 basis
points. Earnings per share grew 32.4% to CHF 8.48.
The 2005 net profit is not comparable to 2004 mainly
due to the new accounting treatment of goodwill as
from 1 January 2005 following the adoption of IFRS 3
(Business Combinations). The underlying earnings per
share increased 11.2% to CHF 9.96.
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Fnancial possion

Nestié delivered strong cash flow from aperations of
CHF 3.4 bhillion, an increase of 0.7% over the first half
of 2004, whilst free cash flow increased 5.3%.

Net indebtedness fell from CHF 15.4 billion at the end of
June 2004 to CHF 12.4 billion at the end of June 2605,
The ratic of net debt to equity fell from 40% at the end
of June 2004 to 27% at the end of June 2005.

The Share buy-back prograrmme, announced in February,
began in July, with the intention to buy back shares to

a vatue of of up to one hillion Swiss francs during the
second half of the year By early August, Nestlé had
acguired 585 000 shares at a cost of CHF 196 million.

Capital expenditure was CHF 1.2 billion, or 2.8% of sales,
a 20 hasis points decrease over 2004, Cash expenditure
on acguisitions, net of divestitures, was CHF 0.6 billion.

Busingss reviow

Zorne Europe achieved an improvernent in organic
growth to 1.5%, compared to the corresponding period
in 2004. That improvement was the result of @ better
parformance in Western Europe and, in particular, from
the European PetCare husiness, Great Britain, the tberian
region and a number of the smatler markets. Frarice,
Germany as well as [taly remained difficult, even though
there were signs of impraovement. Organic growth in
tastern Europe amounted to 6.2%. The EBITA margin for
the Zone decreased from 11.3% to 10.8%, as the Zone
continued to focus on defending or improving its market
share positions.
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Zone Arnericas had a very good start to the year,

with arganic growth of 7.2%. There were excellent
performances across North America, specially in the
Nestlé Prepared Foods Company, as well as in the
recently acquired businesses, Nestlé Purina PetCare
Company and Dreyer’s Grand lce Cream Holdings.
Canada and the two key Latin American markets, Brazil
and Mexico, delivered strong real internal growth.

The EBITA margin for the Zone increased from 12.8%
to 13.6%, with the USA particularly strong.

Zone Asia, Oceania and Africa achieved organic growth
of 6.0% in the first half of the year. Growth in Greater
China was held hack by a large-scale product exchange
due to a local regulatory compliance issue, which
reduced consumer demand across all Nestle-branded
product categories in that market. The situation has
been addressed and a recovery plan implemented to
rebuild consumer confidence and demand during the
second half. Japan, Africa and the Philippines, which
started the year slowly, are accelerating. There were
good performances from a number of Asian markets,
as well as the Middle East. The EBITA margin for the
Zone fell from 17.8% to 15.9%, reflecting the costs of
the product exchange in China, a tough competitive
environment for Soluble coffee in Japan and higher
raw material costs, especially milk.

Nestlé Waters achieved organic growth of 5.9%. The
North American business continued its recent trend

of very strong growth, whilst the European business
recovered from the poor growth levels in 2004.

There was good growth also in the emerging market
businesses. The EBITA margin for Nestlé Waters
decreased from 9.4% to 8.2%. as a result of a substantiai
increase in the price of PET and a very competitive
global trading environment.




in Other activities, there were excellent performarices
from Alcon and Nespresso in particular. Organic growth
was 10.2%, whiist the EBITA margin increased 410 basis
points to 26.3%.

Arnong the product categories, Beverages grew
arganically 6.4%, Milk products, Nutrition and Ice
cream 5.2% and PetCare 5.3%. Pharmaceutical
products dalivered 9.2% organic growth. Prepared
dishes and cooking aids was slightly slower at 3.8%,
whilst the Chocolate, confectionery and biscuits
product group did well in general, but is still suffering

in Russia. Both the Prepared dishes and cooking aids
and Chocolate, confectionery and biscuits product
groups improved their margins by over 100 basis points,
whilst Pharmaceutical products increased by 190 basis
points. PetCare achieved 3 30 basis point improvement,
whilst the margins of the Beverages and Miik products,
Nutrition and ice cream product groups decreased by
cver 100 basis points, reflecting higher input costs, in
particular PET and milk, as well as the product exchange
in China.

Cuttack

Trading conditions wiil continue to be challenging in

a number of markets, whifst commaodity costs and
currencies are likely to remain volatile. Despite this
difficult environment, the Group’s operating efficiency
plans, Operation EXCELLENCE 2007 and Project FitNes,
are on track to deliver their combined gross savings
target of CHF 1.2 billion for the year, necessary to offset
the input cost pressures. Nestlé is therefore well placed
to achisve ils organic growth target and a further margin
improvement in constant currencies.
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Consolidated income statement
for the period ended 30 June 2008
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Consolidated balance shest ag at 30 Juneg 2005
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Consolidated cash How statement
for the period ended 30 June 2005
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Consclidated statement of changss in equity

Reserve
for Lass:
Sharg Share  treasury Translation  Ratained Treasury
capital - premium shares reseIve  earnings share,
Eqguity as at 31 December 2003 104 Rt 2 438 A 0Q3entt (2 371

[ EAA

METaTE =

Total gains and losses # 114 2781
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Reserve
for Less:
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Reserve
for Less
Share Share  treasury Transtation  Retained Treasury Minority

capital  premium shares TESeIVe  earnings shares interests
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Reserve

fer Lass:
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Distributions to and
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Total distributions to and
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Movement with minority
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Annex

Acocunting polities

The unaudited interim financial statements comply with
the recognition criteria and the measurement methods
of international Financial Reporting Standards {IFRS)
issued by the International Accounting Standards Board
(IASB) and with thoss of the interpretations issued by
the international Financial Reporting interpretations
Committee {IFRIC) of the [ASB.

The accounting conventions and accounting policies
are the same as those applied in the 2004 Consaclidated
accounts, except for changes mentionned below.

Changas in guoounting poticies and mogiilcanons of
e seope of conseiidaiion

wanting poiicies sand whera applinable
nges in goocouniing eatimates

fhe Group, which has been complying with 1FRS/HAS
since 1889, has applied the following IFRSs and revised
{ASs as from 1 January 2005 onwards:

RS2 - “pauad Payment
fhe (sroup ha° equity-settled and cash-settled share-

ased payment trans actions.

Equity-settied share-based payment transactions are
recognised in the income statement against equity. They
are fair valued at grant date, measured using the Black
and Scholes model.

Liabilities arising from cash-settled share-based
payment transactions are recognised in the income
statement. They are fair valued at each reporting date,
measurad using the Btack and Scholes rnodel.

Equity-settied share-based payments impact the

2005 half-yearly consolidated income statement for
CHF 111 million. The related deferred tax assets amount
to CHF 17 million.

Comparative information has been restated for

grants of share options {equity-settled) awarded after
7 November 2002 and not vested at 1 January 2005.
Equity-settled share-based payments impact the

2004 half-yearly consolidated income statement

for CHF 80 mitlion (2004 full-year: CHF 131 million).
The related deferred tax assets positively impact the
2004 half-yearly consolidated income statement for
CHF 18 million {2004 full-year: positive CHF 23 mitlion).

Liabilities arising from cash-settied share-based
payment transactions were already recognised in the
income statement. At 30 June 2004, “Trade and other
payables” and "Accruals and deferrad income” included
cash-settled share-based payments respectively for
CHF 27 million {31 Decernber 2004: CHF 33 million) and
CHF 4 million (31 December 2004: CHF 9 million). These
amounts were reclassified into “Employee benefits
liabilities™.

3 Business © sag; and consecuential

mant 0f As5e18) an:

iR miants 1o AR B {y
1AS 38 ¢ h Voible Assein)
Under these standards, goodwill and intangible assets
with indefinite useful lives are no longer amortised but
tested for impairment annually.

The impairment tests are performed during the same
period of the year by allocating goodwilt and indefinite
life intangible assets to cash generating units {CGUs).
The Group defines its CGUs based on the way that

it monitors such assets. Usually, the cash flows
correspond to estimates made by management in their
operating plans and business strategies covering a
period of five years. They are then projected to 50 years
using a steady or declining growth rate. The discount
rate reflects the current assessment of the time value
of money and the risks specific to the CGUs (essentially
country risk) except when such risks have been included
in the determination of the cash flows. Both the cash
flows and the discount rates are deflated.
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As per the transitional provisions, comparative financial
statements have not been restated. Therefore the

2005 haif-yearly report comprises impairment of
goodwill of CHF 180 million whereas the 2004 half-
yearly report includes goodwill amortisation of

CHF 808 million and no impairment of goodwill. The
changes related to intangible assets with indefinite
useful lives are not material.

intangible assets arising on acguisitions for which

the agreement date is on or after 31 March 2004 are
recognised separately from goodwill when they are
identifiable and can ke reliably measured. Intangible
assets are classified as finite or indefinite life assets.

Finite fife intangible assets continue 1o be depreciated
on the basis of useful lives which are determined on the
hasis of the shorter of the economic or the contractual
fife of such assets.

IFRS 5 requires that non-current assets held for sale and
related assets and liabilities be presented separately in
the current section of the balance sheet and measured
at the lower of fair value less cost to sell and carrying
amount. Such assets shall be tested for impairment

and shali no longer be depreciated. The transitional
orovisions require a prospactive application of this
standard.

The sales, expenses, pre-tax profit and income tax of
discontinued operations shall also be disclosed. The
Group had no discontinued operations at 30 June 2005.

IAS 1 Pregentaion of Financizl Siatsments

The amandmeant to IAS 1 requires minority interests

10 be disclosed within eguity. The presentation of the

consolidated income statement, consolidatad balance
sheet and consclidated statement of changes in equity

has been modified accordingly.

Haolk-Yeariy Baport of e & Grouy: 2008

IAG 16 - Property, Mant and Equipment (PP&E)

Depreciation of PP&E is now provided on components
that have homogenous useful lives. Furthermore residual
values have been taken into consideration for head
offices {30%;) and for distribution centres {20%}. All
other assets have zero residual values. Previously all the
residual values were assumed to be nil.

The usefui lives are now as follows :

Buildings 20
Machinery and equipment 10
Tools, furniture,

information technology

and sundry equipment
Vehicles

25-50 years
10--15 years

~35 years vs.
~-20 y

€ars vs.

3-8 years (unchanged)
B years {unchanged)

Useful lives and residual values are reviewed annually.

The change in useful lives and the introduction of
residual values do not result in material effects on
the Group financial staternents. These changes have
been applied prospectively as changes in accounting
estimates.

IAG 2% - The Effecis of Changeas in Foreign Exchenge Ratos
The current interpretation of the amendment to this
standard restricts the treatrment as net investment in

a foreign operation to intra group loans granted by the
parent. Those are denominated in either the functional
currency (CHF) of the parent or of the foreign operation.
As a result, exchange gains or losses and related
hedging results that do not satisfy the aforementioned
criteria are recorded in the income statement as from

1 January 2005 onwards.

The Group applies this change prospectively because it
is not practicable to recalculate the impact of the change
in classification of intra group loans that have been
granted since several years. This change impacts the
2005 half-yearly report with & reduction of net financing
cost of CHF 38 million.



asuramant

The Group has applied the new amendmaent “Cash Flow
Hedge Accounting of Forecast Intragroup Transaction”
on 1 January 2005, i.e. before the effective date of

1 January 2008. Indeed the Group has always applied
cash flow hedge accounting for currency hedges on
forecasted internal purchases of raw materials and
finished goods.

The changes of IAS 32 criteria, determining when a
financiat instrumant is a liahility or equity, imply that

a premium cashed on a bond issue with warrants is
classified as a liability. As a result, the premium received
in relation with the furbo Zero Equity-Link bond issue
has been reclassified as at 1 January 2005,

: in gocounting policies that may affect

s 31 December 2005

RO 4 - Detarmining o ar Arrangament contsing & Laase
This interpretation requires that when an entity enters
into an agreement that does not take the legal form

of a lease but conveys the right to use an asset, the
entity shall separate the lease payments from the other
payments under the agreement if the entity has the
right to control the use of the underlying asset subjsct
t¢ the contract. Then the entity shall determine whether
the lease component of the agreement is a financial

or an operating lease in accordance with IA5 17. The
Group has entered into several outsourcing or take or
pay agreemeants that may qualify under IFRIC 4 and will
determine whether these contain lease arrangements.

IAS 1€ - Emipiovae Benofits - Acivarizi Gains sl Losses,
ans and
The Group will not apply the option of recognising
actuarial gains and losses in equity and will continue
with its current treatment of recognising actuarial gains
and losses in the income statement.

iosures

The Group will disclose the experience adjustments
arising on plen assets and liabilities.

Modification of the scope of consolidaion

During the interim peried, the scope of consolidation
has been affected by acquisitions and disposals. The
principal businesses are detailed below.

Fuilty gonsolidatsd
Newly included:
Wagner, Germany, frozen food, 49% (2 (January)
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Motas

The business of the Group does not present pronounced cyclical patterns, seasonal evolutions in soime countries or
product groups being cormpensated within the Group.

PR

Z. Segmiantal information
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Zone Americas

Zone Asia, Oceania and Africa

Impairmerit of assets

Zone Europe 150 44 33 sl
Zone Arnericas 82 i 48 7

Zone Asi
Nestlé Waters
Other activities
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Reverages

Milk produc and ice cream
Preparad dishes and cocking aids

Nutritior:

Clacolate, confectionery and biscuits
PetCare

Pharmaceutical products

935 - 5142

43 474 5
Unallocatad items i {300
EBITA £arrings dofors -¢st, Taxes and Arortisstion of pocodwiil %212 L 42
i dung
F0GH 2008 %G

Impairment of assets Restructurng costs

Milk products, Nutrition and lce cream

Prapared dishes and cooking aids

Chocelate, contectionery and biscuits a3
PeiCare 1

Phanmaceutical products

ed t &%

Acdministration, distnbution, research
and development 4
123 153
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3. Net oihee neome {expenses)
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Other 1 73
232

Net other income (expenses) 3O3R 1945
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S, Bonds

The following bonds have been issued or repaid during the period:

danuay/iiing
f OHE
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Face value Year of issue/
fssuer in mitlions Interast rates maturity Conmunents

MNeminal Eifective

TN b A
Ny 155008

Nestié Holdings, Inc., USA FONE-Z008 i}
20082002 2

Total new issues 763
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Cash outflow on acquisitions

The sales and the profit for the period are not significantly impacted by acquisitions.




2004

Cash inflow on disposals
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3. Dividonss
The Company pays only one dividend in each financial year and does not pay interim dividends.

The following dividend related to 2004 has been paid on 20 April 2005 in conformily with the decision taken at the
Ordinary General Meeting on 14 April 2005.

Dividend per share CHF 8.—
resulting in @ total dividend of o) CHF 3 113 749 216.—

i O 350 718

ith right o dividend

13, Events after the halance sheet date
i Rgr subsaguant events

After the date of the closing the Group had no subsequent adjusting events that warrant a modification of the value
of the assets and liabilities.

Principal exchange rates

Juiriz
CHAF ooy 2GCA

Ending ratas

1 LS Dollar Ush

R4

i--is;‘und Starting

100 Brazilian Reais

1 Australian Doliar

100 Philippine Pesos PHP 2.02 2,35
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