


FOR INDIVIDUALS & FAMILIES

Enabling healthier

and happier lives




Enhancing quality of
life and contributing to a

healthier future

Nestlé has been a part of Sri Lanka for more
than 110 years. We believe our purpose
as a company is enhancing quality of life
and contributing to a healthier future. We
are committed to honouring this purpose
for all the lives we touch across the value
chain; for individuals and families, for our
communities, and for the planet.

We pride ourselves on being a local
multinational by manufacturing products
locally, adapting our world famous brands
to local tastes and nutritional needs,
working with and developing local farmers
and suppliers, and providing livelihoods
to thousands of people. Our portfolio
comprises some of the country’s best
loved brands; which benefit from our
global expertise in R&D and nutrition, our
technological know-how, and our world
renowned stringent quality standards.

Our commitment to uplifting lives
everywhere, every day, is as strong today
as it was when we began operations in
the country. We look forward to the next
100 years in Sri Lanka with pride and
determination; to deliver on our promise
of Good Food, Good Life, whilst upholding
our role as an important member of the
local community. We will continue to live
our passion for nutrition and our passion
for helping generation after generation of
people live happy, healthy lives.
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2017 Highlights
e

Revenue

Rs. 37.6 billion, + 3.1%

Contribution to Exchequer

Rs. 6.5 billion

Earnings per Share

Rs. 67.64

Enhancing quality of life and contributing to a healthier future
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2017 Highlights
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FOR INDIVIDUALS & FAMILIES
Enabling healthier and happier lives
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FOR OUR COMMUNITIES
Helping develop thriving, resilient
communities
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FOR THE PLANET
Stewarding resources for future
generations

2,600

children educated on nutrition and health through our
Nestlé Healthy Kids Programme

Rs. 3.5 billion

paid to 20,000 local dairy farmers for fresh milk

Saving energy by

1%

151,000

children encouraged to be physically active via our
Nestlé Kids Athletics Programme

Rs. 4.9 billion

contributed to the coconut industry as payment for
procuring fresh coconuts

Saving water by

42%"

405 million

servings of micronutrient fortified Nestlé products to
consumers

~4,000

young people reached through our Nestlé Needs YOUth
programme, to help them become more employable

Reducing greenhouse gas emissions by

37%

41,000+

people provided with free health checks and nutritional
counselling through our ‘Choose Wellness’ programmes

Nestlé Lanka PLC | Annual Report 2017

*(2008 - 2017 per tonne of production)




2017 Highlights
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Innovations & Renovations

Nestomalt Gold RTD (Ready-to-Drink) - Creamy and  Nestomalt Plus - Enhanced with the goodness of oats,  Nestum All Family Cereal - Packed with the wholesome
instantly refreshing, Nestomalt Gold RTD offers the  Nestomalt Plus is packed with vitamins and minerals. goodness of wheat, rice and barley, Nestum All Family
goodness of fresh local milk and malt, and comes with a  Requiring only hot water to be added to its unique blend of  Cereal provides a great start to the day.

unique taste profile. It caters to young adults looking for a  oats, milk and malt extract, Nestomalt Plus is a quick and

new consumption experience. tasty source of nutrients and energy.

Maggi Sauces - Maggi’s latest entrants, Maggi sauces, = Maggi Daiya Devilled Noodles - Our SLS certified Magg/ Daiya Devilled Noodles come with a reformulated tastemaker,
come in three exciting flavours: Tomato, Chilli and Oyster. with reduced salt and fat, whilst maintaining taste.

Enhancing quality of life and contributing to a healthier future



2017 Highlights
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Milo RTD - Made from the goodness of local fresh milk,
cocoa and malt extract, Milo RTD is fortified with energy
releasing vitamins and has been renovated by reducing
added sugar (sucrose) in its recipe by 32% over the last five

years.

Maggi Pazzta - Made with the wholesome goodness of
semolina grains, which is high in fibre, Maggi Pazzta only
requires cooking in hot water for five minutes for a delicious
pasta meal in rich creamy cheese sauce.
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Chicken

Flavour

Maggi Chicken Flavoured Noodles - Our SLS certified
Maggi Chicken Flavoured Noodles was renovated to
include the goodness of eight spices, traditionally used in
Sri Lankan kitchens, to naturally enhance taste.

=" Wheat, Honey & Dates with Milk
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Ceregrow - The only toddler cereal in the market with the
goodness of probiotics, Ceregrow offers a delicious taste of
honey and dates and contains balanced nutrients to support

growth.
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Nespray FortiGrow Full Cream Milk Powder - Combining
the goodness of Sri Lankan milk and Nestlé's global expertise
in child nutrition, Nespray FortiGrow is a rich source of
calcium and is fortified with vitamins A and D. It is the only
milk powder in Sri Lanka specially formulated to address the
key nutritional requirements of school aged children, with
nutrients that support learning, immunity and growth.

NESCAFE.

PreMix

Reduced Sugar - Addressing current

Nescafé Premix
we

consumer needs for healthier beverage options,
developed a Nescafé Premix with reduced sugar (i.e., a
lower sugar content compared to the original recipe) for use
in coffee vending machines.




2017 Highlights
®

Investments
w“ Y AR "w We initiated an investment .of Rs. b pilliqn in early 2017,
] ﬂ'” to enhance our manufacturing capacity in our factory in
. WW‘ ‘w"" Kurunegala.
Inka

SnRNe = BOE ' -"-':'5‘
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vests in Enha? Lives in Sri Lanka
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From left to rlght Hon Gamml Jayavvlckrama Perera Hon. Anura Priyadarshana Yapa Hon. P Harrison; Hon. Ravi Karunanayake; Shivani Construction of our new production facility
Hegde, Nestlé Managing Director; Bandula Egodage, Nestlé Vice President - Corporate Affairs & Communications; His Excellency the
President, Maithripala Sirisena; and His Excellency, Mr. Heinz Walker-Nederkoorn, laying the foundation stones.

Enhancing quality of life and contributing to a healthier future



2017 Highlights
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Recognitions

BEST CORPORATE CITIZEN IN THE
MANUFACTURING SECTOR

We won Best Corporate Citizen in the Manufacturing
sector at the Best Corporate Citizen Sustainability Awards,
organised by the Ceylon Chamber of Commerce. We were
awarded for our sustainable business practices and overall
contribution to the local community, environment and
economy, recognising in particular our efforts to enhance
the lives of the people we touch across the value chain.

BEST CORPORATE CITIZEN SUSTAINABILITY
AWARDS

We won a total of five Best Corporate Citizen Sustainability
Awards in 2017, one of the highest number of awards to
be won by any one company at the event. These awards
included Triple Bottom Line - Social Sustainability (People)
Award, Customer / Consumer Relations Award, Top 10 Best
Corporate Citizen's Award and Best Presented Application
Award.
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SRI LANKA’S MOST RESPECTED FOOD AND
BEVERAGE COMPANY

We were ranked Sri Lanka's Most Respected Food and
Beverage Company in LMD’'s Most Respected Entities
publication for 2017. This is the second consecutive year we
were declared “Sector Winner” in the Food and Beverages
category. We also maintained our overall rank of 11" place
from over 100 companies across all industries, while moving
up 10 points in our total score from 2016.

QUALITY STANDARDS RECOGNISED BY SLSI

Our entire Magginoodle range, Maggi Coconut Milk Powder,
Nespray Nutri-Up and Nescafé Ice Coffee RTD products
were recognised for their high quality standards at a SLSI
quality certification awards ceremony in 2017. Our Sales
Promotions department also received the SLSI Certification
for ‘Good Manufacturing Practices’ for sampling operations,
making it the first such operation in Sri Lanka to do so.

'BRANDS
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SRI LANKA’S MOST VALUABLE FOOD BRAND

We were ranked the Number One Food Brand in Sri Lanka's
Most Valuable Brands 2017 ranking, in LMD’s Brands Annual
publication. We also secured an overall rank of number 8
out of 100 corporate brands listed from varying industries.

11



2017 Highlights
e

Recognitions

SLITAD PEOPLE DEVELOPMENT AWARDS

We won Gold at the recent SLITAD (Sri Lanka Institute of
Training and Development) Awards, in recognition of best-in-
class people development practices, including performance
and talent management, learning and development,
employee recognition initiatives and other innovative HR
practices.

BUSINESS TODAY TOP 30

We were recognised as one of Sri Lanka’s top corporate
performers in the ‘Business Today Top 30’ for the third time,
with an overall rank of number 11 across all industries in the
country.

PEANNES YOUNG
SRI LANEY-

CANNES LIONS YOUNG MARKETER SRI LANKA
Umeshinie Kurukulasuriya and Ashani Ratnayake from
our Marketing department won the Cannes Lions Young
Marketer Sri Lanka in 2017, and represented Sri Lanka in
the Young Lions Competition at the 64" Cannes Lions
International Festival of Creativity in France.

0GISTICS -
& 0500
imis
J0NSORS -
PREPARETO &
TAKE CHARGE RS

2017 SLIM NASCO AWARDS

Chathura Buddhika, Muruguppilai Ragulan and Salinga
Goonawardena from our Sales team won two silver awards
and one bronze award respectively in the FMCG Food
category at the 2017 SLIM NASCO (National Sales Congress)
Awards. They were evaluated on their sales performance,
strategies implemented to achieve targets, innovativeness
in execution and potential to grow in the sales field.

| ; i
HIGHEST VALUE ADDED EXPORTER
We won ‘Highest Value Added Exporter’ in the Coconut
Kernel Product category at the Presidential Export Awards.
This marks the sixth Presidential Export Award for the
Company, in recognition of our strong contribution to
national exports, and efforts to create sustainable livelihoods
for local coconut farmers and outgrowers.

SRI LANKA’S TOP 10 FMCG BRANDS

Our Nestomalt and Maggi brands were named Sri Lanka’s
Top 10 FMCG Brands in the latest Brand Footprint Study by
Kantar World Panel. They were the only noodle and malted
food drink brands to be ranked in the top 10. The study,
which covered over five million households, 400 brands and
1.4 billion shopper decisions, based its rankings on how
many households around the country bought each brand
and how often.

Enhancing quality of life and contributing to a healthier future
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Recognitions
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BEST ADVERTISING AND MARKETING BY A WEBSITE YOUTH FOOD BRAND OF THE YEAR SRI LANKA’'S MOST LOVED BEVERAGE BRAND

Our Milkmaid brand won a merit award for ‘Best Advertising ~ Our Maggi brand was voted ‘Youth Food Brand for the  Our Milo brand was ranked the Number One Beverage

and Marketing by a Website’ at the BestWeb.lk 2017  Year’ by consumers for the fourth time in 2017. This marks ~ Brand in LMD’s ‘Sri Lanka’s Most Loved Brands' ranking.

Awards. the fifth consecutive SLIM-Nielsen People’s Award won by  The brand also secured an overall rank of number 14 from
Maggi. 125 brands across varying categories.

MOST OUTSTANDING JUNIOR SPORTS PROMOTER SRI LANKA’'S GLOBAL MASTER BRAND AWARD STUDENT BEVERAGE BRAND OF THE YEAR
OF THE YEAR Our Milo brand clinched a ‘Global Master Brand” Award by  Students voted our Milo brand as the ‘Student Beverage
This was won by our Milo brand at the 2016 Presidential ~ the World Marketing Congress and Chief Marketing Officer ~ Brand of the Year’ for the third consecutive year at the
Sports Awards, in recognition of our strong support of  Council in 2017. The award was given in recognition of the  Student Brand Awards.
school sports island wide. brand’s continuous efforts to deliver high quality products

and support school sports from grassroots level upwards.

Nestlé Lanka PLC | Annual Report 2017



Chairman’s Message
e

For us, the Nestlé family, our winning
edge is the culmination of the values

we stand for. These values are rooted in
respect - respect for ourselves, respect for
others, respect for diversity and respect for
the future.

Dear Shareholders,

| am pleased to introduce the Annual Report and Audited Statement of Accounts for Nestlé
Lanka PLC for the year ended 31 December 2017.

2017 was an intense and challenging year. The food and beverage industry was adversely
impacted by the ongoing drought and floods, resulting in weak consumer confidence
and a decline in consumer demand. Your Company’s results were also impacted by an
unprecedented increase in raw material prices as well as an increase in Value Added Tax.
Enhanced cost saving measures and a focus on driving efficiencies across the value chain
helped in partly mitigating these impacts. Under these circumstances, your Company has
made good progress in taking the steps necessary for sustainable growth.

We are focusing on growth in strategic areas, and have accelerated the simplification of
our organisation and ways of working. We have launched a number of innovations and
renovations to offer consumers products that provide nutrition, health and wellness, in line
with our purpose of enhancing quality of life and contributing to a healthier future. We
remain committed to building our Company for the long term while staying true to our
purpose and values.

Enhancing quality of life and contributing to a healthier future



Chairman’s Message

For us, the Nestlé family, our winning edge is the culmination of the values we stand for.
These values are rooted in respect - respect for ourselves, respect for others, respect for
diversity and respect for the future. It is this that has been instrumental in earning us the
trust and respect of millions across the country, as our many recognitions and awards over
the year have shown. As we continue to enhance quality of life and contribute to a healthier
future, these values will remain our guiding principles.

| would like to thank you, our Shareholders, for your support and loyalty to the Company.
On behalf of the Board, | would also like to thank every member of the Nestlé Lanka family
for the commitment, hard work and resilience shown in the face of a number of external
challenges. The effort each of you put into making our business stronger is truly appreciated.

Looking ahead, 2018 looks to be another challenging year. We will continue to focus on
accelerating growth through rapid and meaningful product innovations and renovations. We

Nestlé Lanka PLC | Annual Report 2017

will increase speed and efficiency to create a more agile organisation that thrives at a time of
constant change, and will be visionary as well as opportunity driven in this new environment.

We will continue to be passionate in driving Nestlé forward.
erw{
Suresh Narayanan
Chairman

NESTLE LANKA PLC

22 February 2018




Managing Director’s Review

In these changing times, we have laid the
building blocks to strengthen our business
and drive growth over the next few

years. We have invested for our future;
developing our peoples’ skills, driving
innovation, searching for ever-greater
efficiency, enhancing capacity, and
strengthening consumer trust.

Dear Shareholders,

Nestlé has a strong foundation in Sri Lanka, and has been a part of the country and its people for
more than 110 years. We have a track record of solid performance, consumer trust and respect
in society, and | would like to thank you, our dear Shareholders, for your support and loyalty over
the years, which have helped us to steer your Company in both rewarding and demanding times.

2017 proved to be another very challenging year, as we managed sluggish consumer demand
and rising cost pressures. I'm proud to note however that the dedication and commitment of our
people and business partners helped us mitigate the significant external challenges we faced in
the year.

In these changing times, we have laid the building blocks to strengthen our business and drive
growth over the next few years. We have invested for our future; developing our peoples’ skills,
driving innovation, searching for ever-greater efficiency, enhancing capacity, and strengthening
consumer trust.

Our achievements for the year are detailed on pages 6 to 13, but | would like to share with you
some highlights of what we accomplished.

Continuing to believe in the long term prospects of the Sri Lankan market, we initiated an
investment of Rs. 5 billion in early 2017, to expand our production capacity for dairy and coconut

Enhancing quality of life and contributing to a healthier future



Managing Director’s Review

based products. This investment will be funded through a
judicious combination of internal accruals and borrowings.

We also strengthened our portfolio with more than 15 product
innovations and renovations in 2017, to offer nutrition, health and
wellness. Nestomalt’s portfolio was enhanced with Nestomalt
Plus, which is enriched with the goodness of oats and B
vitamins, and Nestomalt Gold RTD, which offers consumers a
unique taste with the goodness of fresh local milk and malt.

Our iconic Maggi brand entered the value-added Pasta category
with Maggi Pazzta, which is made with the wholesome
goodness of semolina grains and is high in fibre. Addressing
consumers’ need for convenience, Maggi Pazzta only requires
five minutes of cooking to serve a delicious pasta meal in a
creamy cheese sauce. We also renovated our popular Maggi
Chicken Flavoured Noodles to include eight popular Sri Lankan
spices to naturally enhance taste, in response to consumer
preference for more natural and familiar ingredients.

Continuing to offer consumers the goodness of Sri Lankan milk,
procured from close to 20,000 farmers, we introduced Nespray
FortiGrow, a full cream milk powder fortified with vitamins A and
D. We also launched Ceregrow, the only toddler cereal in the
market with probiotics, Nestum All Family Cereal, and Nescafé
premix with reduced sugar for coffee machines, to offer our
consumers healthier choices.

Understanding the role food can play in a healthy diet, we made
ongoing renovations in our products, to reduce sugar, salt and
fat, and increase essential micronutrients like iron, vitamin A
and calcium. In 2017, we delivered over 400 million servings of
micronutrient fortified food and beverages to our consumers.
Our 'Choose Wellness' initiative provided free nutrition advice
and diet counselling to more than 40,000 consumers, while
the Nestlé Healthy Kids Programme was extended with an
e-learning module to increase the programme’s reach to 15,000
more children. The programme is conducted in collaboration
with the Ministry of Education to teach school children about
healthy diets and the importance of physical activity.

We also continued our work to help develop thriving, resilient
communities. Milk farmers in the North-Central village of
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Seeppukulama benefited from a milk chilling centre upgraded
by Nestlé, offering around 300 farmers increased chilling and
storage facilities. Nestlé also kicked off the second phase of
its Nestlé Coconut Plan, conducted together with the Coconut
Cultivation Board, to train and develop new farmers and home
growers to cultivate coconut successfully and increase overall
coconut supply. Your Company’s total contribution to the
rural economy in 2017 was Rs. 8.4 billion for procurement of
milk and coconut. You can learn more about our work in rural
development on pages 48 to 59.

2017 also saw us intensify our support of youth employment
in the country through our ‘Nestlé Needs YOUth' programme.
We believe that young men and women are the future of
our societies and our economies. It will be hard to thrive as
a corporation and help the communities we are part of to
grow unless we can equip young people with the skills they
need to drive the next wave of development. To this end,
we offered trainee positions and internships to more than 80
young people last year and also tied up with the University of
Kelaniya to offer their top marketing graduates an additional
Diploma, taught by Nestlé Managers. The top 10 students of this
diploma programme will receive a six month assignment with
your Company. Our activities to make young graduates more
employable, including workshops on communication, career
guidance etc, benefited close to 4,000 youth last year.

Last of all, | am immensely proud to report that the Company,
our brands and our people continued to be recognised for their
performance and significant contributions. We received one
of the highest number of recognitions at the Best Corporate
Citizen Sustainability Awards, including ‘Best Corporate Citizen
in the Manufacturing Sector’ Award, ‘Triple Bottom Line - Social
Sustainability (People)’ Award, ‘Customer / Consumer Relations’
Award and ‘Top 10 Best Corporate Citizens’ Award. We were
also ranked the ‘Most Respected Food and Beverage Company’
for the second consecutive year in LMD's Most Respected
Entities publication, and were the highest ranked food company
in LMD’s Most Valuable Brands in Sri Lanka ranking. We were
also recognised as one of Sri Lanka’s top corporate performers
in the ‘Business Today Top 30, with an overall rank of number
11, and won our sixth Presidential Export Award, ‘Highest Value
Added Exporter’ in the Coconut Kernel Product category, in

recognition of our strong contribution to national exports. Our
commitment to developing our people was also recognised
when we won Gold at the SLITAD Awards.

Our popular beverage brand, Milo, won several awards including
‘Student Beverage Brand of the Year’, ‘Most Outstanding
Junior Sports Promoter of the Year’, ‘Global Master Brand’,
and ‘Number One Beverage Brand in Sri Lanka’ in LMD’s Most
Loved Brands ranking. Maggi was voted "Youth Food Brand
of the Year' for the fourth time at the SLIM-Nielsen People’s
Awards, while Maggi and Nestomalt were named Sri Lanka's
Top 10 FMCG brands in the 2017 Brand Footprint Study by
Kantar World Panel.

Maggi Noodles, Maggi Coconut Milk Powder, Nespray
Nutri-Up RTD, Nescafé Ice Coffee RTD and the Company's
Sales Promotions department (sampling operations) were
also recognised for their high quality standards at an awards
ceremony by SLSI (Sri Lanka Standards Institute).

| reiterate my thanks to you, our Shareholders, for your loyalty
and trust, and would also like to thank our business partners
for their unwavering support. Last but not least, | would like to
thank my extraordinary team for their extraordinary efforts in a
year full of challenges.

| am confident that our hard work in 2017 will help us further
progress this year, and strengthen our ability to capture sizeable
opportunities in 2018. We will continue to build on our strong
innovation momentum, and work with the same passion and
determination to uphold our purpose of enhancing quality of life
and contributing to a healthier future.

g\«\)\\/o\\,\L P‘@JQ
I |

Shivani Hegde
Managing Director

NESTLE LANKA PLC

22 February 2018
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DEEE). DOtE DOTEES s @IS goes HBIDEES EN®DE RO gese® BuDInd. DBE 5odBRHDEE
Be®m B8O tem D08 500 DERMOBE HOBHER GDDWESEHD &S IEONEE QED KB 6BB® s
e Berismn ®O® 68 @6l HrPNG g Oy . ¥ 4nd ond e o8 800 Of) ©0tén
B0 5099) 20T 658 HASD OB ERIEBEeDE). DOE DG DK DesE® BO® ©H6EIENDDO
DeeRBS D8 9ued @O 6B DO VMOS0 6meled DEPMDODS BB 6BemHdD
#8ebm B3e@IDE ¢ BEHD) R 608 B3e@i®eds] DD Emen e B3 10 ecend el
BOH® DG @5 WED 6658 WEGD & BBED. 608 OB ®O®) &L RGN BBGS DHOTEN
ENDNBSeE ABG) BEs gdeMds 9mng 80 6. & edyneds S5edem ) DarSn @bemiesec®me
DO & 30DNBG 6L 9N DeehE 686 ¥B@® @R 0t8n 8des 4,000 @ B

SN DHEEHS, 566 CBMMEHD, 66 t3MBEE &) 566 @IND BB DO MVEDR DG )
859668 DG 6ONEDS FRHIND BEwiSOD @G, eMNE® MBS 50dE §dend (Best Corporate
Citizen) ©s8@» c6E6GE D) 881 @IENGE EM®SBO &0 BrBdn. & 588 gD S&eHe® go®ecd
6IE® P OO BB®E, BIH NG PO BOS @1 BOENO (B2)) BBEIBG, ERECHIO /
e0e®IBD RED) HPBING ) eNE® PES®D odBns 10 6D BBDD 8D &ns Bx. 68 gmd
LMD & Most Respected Entities publication ®d®) #3800 6cd® DO & @omed Didl® 6®IODBO
&) D pENdenN® s@m® et ¢ LMD & Most Valuable Brands in Sri Lanka eg#hns 58568 9®ngs®
BHHHD § s ©BBI®® 6t & &8 BEuiRD ewiend & @oed emEe® @EdR eNDDEE &es
Mo 6EHN®HD @O ‘Business Today Top 30" & 1163 & 63w EmmeS@0sS, 566 i esemdens
SN BBWG DD HBW GOHDGH ORGDS FHeE GHBOD SHHEDSOG BT DOV BB 668
B BPencd gomed ODd® gun DD DG FEREDDOT BNDEG & DB BBEID 6EIBHO O 68. 66
DEOBD D 685D 5odLABG SDES Wedd & & o) 5K ® edb® wm® (SLITAD) @@
COE6RE BB OB BBINEEHES 6e55NS DL
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5665 BDBG NBE O BBEE] ¢ e BB ¢ DV® 6@, Desed DBHBODH® DEVBD FEH HOLD
@@, 6@IBG @O Rzt es5m®c et LMD & Most Loved Brands eggims S056® & @omed eow
Do e OH® BBNBG DS YW NHBEHEED DHOS e DWOWTHOO 6O Bwn. 68 gwd 888 Scesss (SLIM-
Neilson) @8 cecede B80S OO el DOtEn eHDEE eId e5MBG 6@ 9EHGO e5cBHBO
@B 03380, Kantar World Panel @83 @88 wg Brand Footprint gdscmede @i 5w 62e306@3a0,
2017 Beset 6®00 eme® FMCG es5a0® 10 godd ¢ 6550 sxdn

68 0, & o HBEWO oG (SLSI) e308then ®E e cecelds ¢ B uides, ®d 80 »e
@ 8B, exededd Nutri-Up RTD eswces, exwtdmoed el ean® RTD om ) eot3eds ge@d dbde
6eeDeRBRD ¢ (B 60emE®) O ¢t B8 mDnn 60HEds 58I EDm®.

&e36@ 60 BBOHEE NDBBWSOEG 5% DEBOIE 6DHREDS HOD DOD @6’ WINedEROE BHrd®BO
D@D, DS G366 DeNO OO0 ¢ BPBEE FRIVE) 506 6DREDS S5HSDED 608 5B
& 856ninmd dHBns DG O §DeB8 HEDEOB EANES &H6E VG BFOERGO & ®IEB®® B5Sn
SBEO8.

2018 Beset B8 e33ODBDEE SBOBTEHOOES, B D3NS HE 6@Es QBB WOBTHED 566 GIDBND
BSOS DO®BO0S 2017 DesebE ges ®0 8 wesd® cesmmd Oy ecd DO ®) pE crd) DBBGEED SO
&8 OO0 E56E GBOT HEOIBENCH IVEHBIOB O @EHGD ®BS WOBEHE). DB ©e39RSEIBeIH
FEINODOD 6OREDE HBWHOG Crmoed 5t BDm B0 cetd DOBe® ees6n 6e6MBED B GlE& BB
DO cecsi® ®r@edS ®) RBMDers WwOED SVOO ¢ wresedy)

BB codel
SO0 BB
ewtied oo BOHSHB
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SeEIBefw LRGSTITEGT,

SevrImBUTed  sugDIeUTET  DiSHaTIHmBH GsmamiBeien  GBavGa Wmieuernd, 110 ouemiBaeEbsEn  Gueors
BBBTLIgTHID, BRIG6TeN oHHellanid @b DIBBOTS HBDHIH bHSBIeTeNSL. ausvieuTer CLUBIGLMI, aueniédsemiB
Ul mHIsTCuTfle BIDLIGMmS BEBID FepHHHed HTOHIL slel CUIBBSHSHHS GUTETBBIL LILIENISHMS BILD
BLHSI GUHSHIGTETHIL 6T, FGVLILOTeT LOBBID FeuTeOLllde HTeVHL L EIS6Ne0 © MSeNd BneuansHems (LperoabHais
QFebev 610dhE&G o Hal, FHLbHPH STVRBND BRIGH6T STWILISSH6TT SFHTe| WBHBID algsaTsd S&weaBysBG
610G SISILIBGIIWL LURIGSTITSMTEL 2 MmBEHdHE 6IogH hanamens OFHflalsaidboamsier allhbLse@BILD.

2017 sub SueWILTeIE WBBIOWTH Feuredldhbs SLEHILTS DEDWL CUBBICTENSIL 6T, LhHSLOTeT  HidTGeury
Gxpeial LBEBID SFHBFBSGD CFeve] CBHIDIY DS @I BT Buddbs GCousmiguwl Blenevenlo
STEWIILL LS.  61DEI  LIenWTenTaer LoBEID  61ogl  aufdHSHall  LmisTenjser  ouSCwmfler  oliueniilib,
SLWWERITFFUD BID (WPSHROBTBHHS OCeuallip Faureddamend S BLILGSHD 610s5E& 2 Halu|eTemenLDenLl HIT6T
Wsab Gumenow 6T GBI el s eaiGmner.

B5HHMBL OTBBEIS6T BHPHSHI UHLD STEVBLLHISETE0 610FH 6UTHBHS BLAUQHMBHMET LIILBGSHH, DbBHS!
aupld Flev SuemibhaEaiev euenjFlenil (WeTeBLILSBG&GIW aufl(wenpaemer BTD &L gL Iuw|eTGenTiD. 6TL0gI
uenflwrenysefer SHnpeismen al(hdHd QFUIHMN, LHSTHEHMS (Wa0aBHsHe0, 6LGUTHID Be0eursh Siemalsd
CaweddBerr OamLjurer CaLed, SyBBemsv GUbLBGHSH WHBEBID HISTCuTHe BHOLNbmBeml  eUMILILIBSHIH60
QamLiLled ezl e1dgameod FBLLFSBHTEN (PHeSBoHemen HTD GombsmetBeiGernTLb.

Obs Skemiged BT  SELWLICUDBB  FTsmaisar 6 (psed 13 euengwten  Ldbsmisaled  alflours
GUILILIUC@kilaiD, 6wg FTHmerser GBI Fev HApliLbshismer o maseEpLer LS JHaIosTsern
afl(HLbL| e et

AevninasF FHamsulled STeILBH B Bl &Tev auTuIliLSseafer g ST TFAwns HLbEma meaubHa ], LITed
LoBEID CHEIBTEMU cLpeVLTHS CBTERIL.  BUSHHH6T GHTLILI 6log o BUSH SibBBeney alevsflliLgBe 2017
D OLETIg6ETT QLIIDLIGSH ehum D levelwesT OFHTensd (LPpHeSLB HL6ugsHmBEUITaTen® BITD LTSS HHGHTLD.
2 6eMs SI.(BMI WOBBID HL6GT GUTEISHED 6l6d LAHHILLIoTen Qenenil Il md @bs (WPHeSL 9B&HH CHemeuimet
B aupmIBILIBLD.

GuTagTd@, oWGITSEAWD WHDID  BevoeT OFweaBmn  apEGL  GurmLB 2017 b epewiged 15
@Beb GCoBulL o BUSH USHITHIHEGT LBHID LSl eUQeURISEHL6T 6og5 2 BuHd  eaufldgenwl BID
uIILIGSHulaTGermid. gL erd (0ats) wmmid 1I-al Liflesefsr  (b-vitamin)  peoFOawenifss Nestomalt
Plus, o eimpmiger usHsbydu ured wimid  GuoreBn  SyFweBplear  HOFOFMLUL @ SHalldhaleuTe
smaim HBICuThEE eauwmig Nestomalt Gold RTD aydwepmi et Nestomalt o pusd)  euflengenuws
BITD  GobLB &g werGeib.

amiseT Faigdaaorer Maggl ejssspio, o wijbhs enaled BIIFFHmbs CHTewIBHeen Feneuule Lyyemnt
bevFOFwenowL e swmflésiiul L. Maggi Pazzta o Ler Quuiog Gsjssiin’ L Pasta o Busdi  Lfleneu
BID  SINIPSILGSSHWenContid. Osenasfluid O filed mISBFGauy W HSAUID sTamiLGD CHmeumwt HiHHl

MaUbGLD (asors, LTGLG Foad Bamended (creamy cheese sauce) oBUsWTeT Giene QBTEHIL  LITOST
o _ewieweull LIfioTBusBE gBB euemauled Maggl Pazzta Semen sewliusBeE ebal BIOL RS 1wl GGwW
BxpemaulILBH GBI, SaD SUIBenSLITeT WBHBID HdE LfFswwrer CajobamalitLmml smer FHE Sienalsd
Camenngmba GeuemiBhld 61 HISTCMfla albliLSms HTHH MmaUbEGD amBUTsD, Fieneaumul BUIBmBLTSC6!
GubLIBGSHSIUFHDBEG Sevmiensuiseren LiFLeowTer 6l (B arFameardhdyallinismer o 6o, 6ogl LlFLeoLomer
Maggi chicken flavoured noodles o _@Bugdlae Bib Ls augaud QaTB&HSI6TGsmTLD.

20,000 suewywimen  LMBLKTEDemIWTETT BN OBHE CFo&MNSHILBHHHE  Hevmiensl LTI  HeFOF (e
OFHTLIhEHID HBTCUTHGE eupBIGuSBETH, el Lifler ¢ (A) wopw 1 (D) @mnodw Nespray Fortigrow
SN (P SLeLLI Lmed Lomallener BT SISWalILGSSLeTGsmmiD. Fhensuied LGymUGWITg&ed (probiotics)
SILEIBW, GLHoSsEhHosTE @GIOWN®m srallu o e o Busdurer Ceregrow, pupsd @&BIusSSbELome
sral o ewe o Busdwrer Nestum, wBpId ez HIBTGMTHEESG CITsEwsSSBETe O feysemen
AUPEIGL aumauied Falomwd GoBHHl, GCaTiIT auPHS SUIHSTHIS6T Ccpeolomsll  CLBMIGEOCBTTUSDE
Nescafé Premix audlu o pusdamenuid B i psliLGHEweTGaLD.

SLCITHAWIOTET 2 _MTOILIDSEHINEHHH0 2 _auie] aHDHHDHImYU UTSHTHMS alenmidld Comem®B, o,
o I wBPID O&Tupl @ UMBMBS GmBHE, SMbUFFHS, all Lidar ¢ (A) wpmid seodlwb Gumeis
SIHFHWTeudll  Hlewra | FFSHIbHmen DIFBFHSHI 610FH o _BubHEmen LHLNSGD puBdamen HBCUTSHI
(WSOEIBHSH aumAEGBTD. 2017 Sub Siewiged HIEw | FFshd HIDLIL 2 w6 WHBHDID LT aIEH6T60
400 1fsvedwiesr  Lflommedmemen B HIGIGTHSE aupriBweiGamb.  ‘Choose Wellness'  eaim  erog
weneaipruteng 40,000 @p@w Gupul L BIBICaThEE Beveaud ool | FFhd SGOTFMET WBBID 2 el
Lpdaapss LBeramermul supridusiensiler, Nestlé Healthy Kids Programme Qewidl L gdleir cpsvlores
Apieusenen 6B  eumBUTeD  LOGT-BBBL  DlevGBMTETNB BT BLIgl| OFuigienGenmid. S Gyradluiomer
o aue|lILpSSaIpSSD  BBId o L BuuiBdseiar (phBwsdieud GBHTLILIEO LITLFTeN60  LOT6IoUTSHEHEHE)
sBLUNLSDBETS Heval HIMDFHLGT BemenhH QFQFLBHL LD (PHTERIBSBILLG UbHS GBS

Fepamismen all(hhd QFUIH, eueniLBSHS, WeTerpFd Srewd QFUIul 2 He sl 610g Lenilbemeid BT
OBMTLIhEH  (WETQBHSH  aUbHA@CBID. 6ul  HHW  LoTSTENIHSeIeTeN  FILSGH6MD 616 SFTiod Hevisien
LUTBLGHIeneTLTON TSN  [Heve  &(hd, OIElG UTemevd  @Gellapligll  Cuemid  e»WGILOTEE»B BT
srwwisduweiengiLer, 300 euemyumer UTBUTEEIWTETISEhEE AHGHHS Demaled LTmevd @GeldpL gLl
Guemfl, SenEhFWINILBSHHID eusFHosener aupmALETGeTD. CBeBon CFHmIEG SLlalmss) S LSl e mb
B LSHmBUID OBerdGer SIibLldaieieni e, (amE SLlalmsHF FamuiLar menbdl CHmsmenul Geumplayors
uuly QFuigl, QLUBOLTSHSHHHe0 BHESTUI aupHIBme HSFILSBEG UHWL OFnHi&HsH CHTLSSTITH6T LOBBID
aiBseiled OFHeienet OIHIBMNT euaTILILIITHEHDHE LWUIBFWeNss, Seujsamen alhoHd CFUILID (pwBSsamern
BT CuBosTamBeiGenmd. LTed WLBBID CamsTul SudulaBops CETeTauae GFUigeTamaea cpewrs 2017
S oemnged @um 8.4 evelwet OpTendemul 2 misel Pmeueid @rmiwll QUImeTSTISSBESH LTSS
ukiseliiuTeg oupmidusieng. 48 wHed 59 euengwmen udbsmiseled 2 eiHT G oWlalmHd CHTLIUTE 610
UenflseiT GHTLTLIs0 Goaid SiFlsoner alUFmIsmen HBRGeT DMlHHI OQETeTem (LpIQULD.
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(PSBTOLGHEHIAIL Lol iumemiledr Lemmuie)]

2017 s eyemiged  ‘Nestlé Needs YOUth' QewBdlLgdler  cpeowns BT ged  ©enenehiy,uedasen
WwaHHuled QFHmbsoeuruItBETen 61ogH DSHFmeULd BT SHaTTILGSHS L TCenTD. EenernehT,ujeud)HCer  61DZHI
FUPSTWHISENIBID, QUTHETTSTIHRISNMSHID 6IHTHTe0D 6le0t  BTD HOLS@CBTD. SialmeHuler BHS
S Snevenll (LPeTORIBSHBIF CFevev Een6reh], UjudHBEHHE CHemeuwTen HBeTsmen SiouTaen S ule0
QUGTTTHSTeV6N, @ MHHleUeID 6163 euenBUIeD eueNTEFS HEWIB, HID DIBBL UBBGSGD FPSHEHIHEMET GUGTTEFS]
sTed GFuIl o sapuzk Wsa|b sgaronsCa Semoun. BsBE WBBILiLeTel meaudb@d eaumasuiey, sLbs
apengsd 80 BB GoBUL L BemeTEh,uoudsEhE Luleler] erosTamissr oBpIDd o eensll LuiBdsmen
BT GUPBISU6TETHIL 60T, Henell  LIOSMEVSBIDBSIHIL 6T  Fnl lgenemilienll gBLUBHSH @h FmBSH60 I9LiGemmiom
SBMBWTS BTG  (paTenITaTTHemTed SBLISSILGSEB LUTLOBSlenw FhansliLbGHsHe0 SHmpuisd o F&
QuBIBUBIBeeT FLBHGB UL L STHSEHSES 6ULEIS BTD (paTaubhienCantid. &bs pliGsmmor  sBes6Huled
wseo 10 BLmsml CUBBIGOSTEIEEB WDTETAIISEhHE 2 FHeNsH BHeambsHed LB TH ST Ll
Luuimdl  Blwwerd eupmislLBL. QFHTLIUTL6, GaTiflsd eauflsm Led Guramemes OHTLIHULL  QFUIOLDT6|SH6iT
SILEBTE  Berd  UlLFTfaer wHHuled GFTflsdaumuitiemer  oiFsfleas  CFUlus  OHTLIUTET 6T
QerwBLTGaefa cpeoors &Lbhg apemigsd 4,000 euenguimer ©enenehissil L6 GLBBIsT6T6].

OBIHWTS, 6IDHI  BBICUSTD, 6T10FH  CUTHSHBBHTOMISET OBBID 610 I Lewiwmenjsst gl QLBIGLIBN3IS S Bes
LOBEBID  (WSEWLOTET LB SDEHESTH  COBTLIHSHID EEHISTEmE0 DRESTIHRISMEL  CUBBI  CUHEIMSH
Brer  Waad  Qumeowet  GUide  alwpbydai@per.  ‘Best Corporate Citizen in the Manufacturing
Sector’ @@, ‘Triple Bottom Line - Social Sustainability (People)’ afma, ‘Customer / Consumer
Relations’ elpan wmmip ‘Top 10 Best Corporate Citizens’ alpan @imiseors Best Corporate Citizen
Sustainability elpaiser Blopaled oifanigul  eremienllsbmaLTer  SIBISTENN  SIBIESHTIRISMEN  QUBEIeTen
Poeueibisenst @emre Bib  wrpluyeiGemd. LMD  sehdlensuiean Most Respected Entities Geuaflufi iged
OsTLjba  ByewiLmoug  spewitsaud Most Respected Food and Beverage Company’ eus pmb
SINLESSILL BeitGenmid.  Gogud Gowey Fehdlenasular Most Valuable Brands in Sri Lanka  spiiuGssedso
DIPWFF SIILGHSHMe0L QUBBIGCHTENIL o awia 2 Buss Hueuaiorsaid bib wiplusiGemb. ‘Business
Today Top 30" siiLGssedsd @U GOWTSHs HILGdHsrs 11 g avsTadhal 6, Seommauiaieien Had
fpby o FF BHpouahseiled QEBTISOD [BTD EEHISTEN DRESTTHMSF FIOUTH SHl6TNSBIL 6T, BHdlw
gBBInSHuied 61ogH  eusvieuTer UkiseiiBaTen QenmisTened SHESTIOTS, CHmsTU CHTILBT o BUSHI
Uflafed ‘Highest Value Added Exporter’ eus symreus memdugd gipiod) elmamsud  CeusipieiGerib.
SLITAD (Sri Lanka Institute of Training & Development) alpgisefsd Brb QUTET LGdbasHme GCeousipisisTenio
61pgl Liemflimenyaems all(hhd GFuieughled BHTD OsmemiBsien Sl e FBUTLIYBE Sl salitLbs
Q[ EOTHBIBTENI0 DIBISBMTLOTGLD.

LMD sehdlenasuienn Most Loved Brands spiinGgsedsd 0saib LIFLeOOT6T 61051 LITET 6Uend 2 [BLIgE ULITen
Milo syewg 'Student Beverage Brand of the Year’, ‘Most Outstanding Junior Sports Promoter of the
Year’, ‘Global Master Brand’, w@mib No. 1 Beverage Brand in Sri Lanka @i miseors Le0Gaump allbgismen
Qeuatimisitengl. SLIM-Nielsen afpaisaied Breiismougs sLmawnsard Youth Food Brand of the Year' ey
ayuuuen Gsfleutdusiengi e, Kantar World panel @eiGeibsaisiten 2017 Brand Footprint eyuialisd eyuiiien

Nestlé Lanka PLC | Annual Report 2017

Bt Nestomalt udui aujssapioksear Qeummsaulsd (oo 10 BLRisEndaEer GLIbNgoHaieTen alayeurds
aIBLISSHD HISTCTT 2 BusHs aujssspionsents (SriLanka’s Top 10 FMCG brands) Guwifl vt Geirene.

SLSI (Sri Lanka Standards Institute) g@mun® Gguigeien  elpgiser BHopOamEsd SHULT &
BoL(peapsmentt  Cuanidaimseiosste Maggl Noodles, Maggi Coconut Milk Powder, Nespray Nutri-
Up RTD, Nescafé Ice Coffee RTD wmmib Blpeuensder alpusmer sab@gali 1fla) (wrdlfl  eupmised
QamiBun®es - sampling operations) oudwe SeIBISTaENeD DIRISHIIRIB6L CLBBI6TeT6.

o _HISEHeOLUW  BIDLNSms WBBID alaeauTsd QA LMBBIBSTS 610%H LURIGSTITHNTEL 2 HSEhsHE Heo
eneyd  Besl  GpflaliLgI 6T, QUITH SLBHTemel  UPHIS  UBBISB  61DH  UTHSBLI  LIBISTETTHEHHED
pelsamerd Osflalsss Gsteter almbLSGCBeEL. SBIFHWwms, (PBBID FauTeLH6T HenBhHS Qb DLW
F0z5  SHABHS  (puBsmer  CQeueliLBSHuieTen  eog  ANHFBHH OWNSGSD  cTIH  HIBD6NS
Oxflalsais0smeren alhLOLaTCB6T.

2017 syl ouewiged BT (PETCEIBSHSHIET6T Blgan 2 _emipli], Bbd pengsd Gueud euensdl sem®, 2018
SD HLEMWIG6D HEWNFLOTET GUTUILIL|SHEHM6NS MBLILBBID Hpenenr DH &S 61DHEG 2 Ha|b 6Ten HTer HL Lo
BLOLSGICBE. 610 LSHDHTHa Goausdmd [HID QHTLIHSID SL9QUIIRLL], aTpsmEBHSIHMme  GbLIGSHS,
SCyraALoTer HTHTVHHBESH Lkiseibs Couemi(Bld eaiB ChrossHmall Cuanill LTHSTSHS, SHaly o _ewije)
LOBHID FHLFRISOUSHIL 6T QBHTLIHBHID 2 emprIGUTLD.
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Suresh Narayanan

is the Head of Nestlé in South Asia, which
includes Sri Lanka, India, Bangladesh, Nepal
and the Maldives. He was appointed as a Non-
Executive Director and Chairman to the Board
of Nestlé Lanka PLC on 16 October 2015.

Suresh joined Nestlé in 1999 as Executive Vice
President - Sales in India. He moved to Nestlé
Indochina (which includes Thailand, Cambodia,
Myanmar, Laos and Vietnam) in 2003 as
Executive Director for Sales, Marketing and
Food-Services for the region. Two years later,
he returned to Nestlé India as Head of Sales.

In 2008, he was appointed Managing Director
of Nestlé Singapore. He was awarded the
Medal of Commendation by the Government
of Singapore for sustaining growth amidst
economic downturn in the country. In 2010
he was appointed Head of NEAR (North East
Africa Region) for Nestlé. His last post before
moving to his current role in South Asia was
Chairman and CEO of Nestlé Philippines.

He holds a Master's Degree in Economics
from the Delhi School of Economics
and a Diploma from the IMD Executive
Development Programme in Switzerland. He

has also participated in Nestlé's Leadership
Programme at the London Business School.

Suresh has over 30 years of experience in
the FMCG industry. In addition to Nestlé,
his vast career includes a number of senior
management positions in Unilever and Colgate
Palmolive.

Shivani Hegde

is the Managing Director of Nestlé Lanka PLC
and is responsible for the management of
Nestlé’'s operations both in Sri Lanka and the
Maldives. She was appointed with effect from
1 February 2015.

She commenced her career at Nestlé India
as a Management Trainee in 1986 and has
served the company for over 30 years across
a multitude of functions including Marketing,
Sales and Nestlé Professional (Nestlé’s Out-
of-Home F&B solutions arm). She has also
served as the Head of Human Resources at
Nestlé India.

Shivani took on the role of Managing Director
at Nestlé Lanka PLC following her last

appointment as the Executive Vice President of
the Foods business for the South Asian region,
a position she held for 10 years. She holds a
track record of consistent business results,
built on her strong marketing and business
proficiencies that complement her extensive
experience in the industry. As a result, she has
been a member of Nestlé's Global Marketing
Leadership Council, comprising of select
senior management officials from Nestlé's
headquarters in Vevey, Switzerland and across
the regions.

She holds a Masters in Business Administration
from the Faculty of Management Studies in
New Delhi, as well as a Bachelor's Degree in
Economics.

Shivani is also an active member of the Ceylon
Chamber of Commerce.

Jagdish Kumar Singla

was the Director-Finance & Control of Nestlé
Lanka PLC from 1 October 2014 to 31
December 2017.

A Chartered Accountant, he joined Nestlé

India Limited in 1990. He held a variety of roles
of increasing responsibility in Nestlé India’s
Moga Factory and South Asian region head
office before moving to Shuangcheng, China
as Factory Controller in 1997.

Later, he took over the responsibility of
Business Controller for Nestlé's milks and
nutrition business in the Greater China Region,
returning to India in 2004 as Nestlé India’s
Moga Factory Controller. He was appointed
Head of Nestlé Market Audit for Nestlé India
Limited in 2008 before joining Nestlé Lanka
PLC in 2014.

Gurcharan Grover

is the Director-Finance & Control of Nestlé
Lanka PLC, effective 1 January 2018.

A gold medallist Chartered Accountant as
well as a Cost and Management Accountant,
with a rich and varied experience in the field
of Auditing, Costing, Accounting & Reporting,
Controlling, and  Business  Partnering,
Gurcharan joined Nestlé Lanka PLC with
experience in India, Africa (Ghana) and
Switzerland.

Enhancing quality of life and contributing to a healthier future
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He joined Nestlé India Limited in 1996 and
was involved in a number of assignments in
Finance & Control before moving to Ghana as
Factory Controller in 2006. In early 2009, he
moved to Nestlé's headquarters in Switzerland
as Market Reporting Controller and later
took on the role of Reporting Specialist. He
returned to Nestlé India Limited in 2012 as
Head of Accounting and Reporting and took
over as Sales Controller in 2014 before joining
Nestlé Lanka PLC in 2018.

Shobinder Duggal

joined Nestlé India in 1986. A Chartered
Accountant, he holds a wealth of experience
in Finance, which includes an assignment with
the Nestlé Group for two years in Switzerland.

He is a Non-Executive Director of Nestlé
Lanka PLC, effective 1 January 2014, and is
also Director-Finance & Control for Nestlé
India Limited.

Nestlé Lanka PLC | Annual Report 2017

Mahen Dayananda

is an Independent Non-Executive Director
since 2007, and Chairman of the Remuneration
Committee.

An expert on economic issues, Mahen is a
former Chairman of the Sri Lanka Business
Development Centre, Ceylon Chamber of
Commerce, Monetary Policy Consultative
Committee of the Central Bank of Sri Lanka,
and Colombo Tea Traders’ Association. He
also chairs several organisations such as Total
Tea Concepts (Pvt) Ltd and Indo Asia Teas
(Pvt) Ltd.

Mahen is currently a Non-Executive Director
of Pegasus Hotels of Ceylon PLC and Bukit

Darah PLC, and the Resident Representative
in Sri Lanka of Gover Horowitz & Blunt Ltd
(UK). He is also the Honorary Consul for the
Republic of Benin in Sri Lanka.

Ranjan Seevaratnam

is an Independent Non-Executive Director
since 2007, and the Chairman of the Audit
Committee and Related Party Transactions
Review Committee.

He is well versed and proficient in fiscal
matters and has enjoyed a long, distinguished
tenure as a former Partner of KPMG. He is a
fellow member of the Institute of Chartered
Accountants of Sri Lanka and the Institute of
Chartered Accountants in England and Wales.
He currently serves as Non-Executive Director
on the Boards of prominent local companies
across a range of industries; including
agriculture, tea, consumer goods, construction,
engineering, rubber, transportation and active
carbon.

Dian Gomes

is an Independent Non-Executive Director
with effect from 17 March 2017.

Dian currently serves as the Chairman of Hela
Clothing (Pvt) Ltd, one of Sri Lanka's largest
conglomerates in the apparel industry. He is
the former Group Director of MAS Holdings
Ltd and former Managing Director/CEO of
MAS Intimates (Pvt) Ltd.

He commenced his career at KPMG in 1977
and was the General Manager of the May
Corporation in Sri Lanka prior to embarking on
his over 25-year career in the apparel industry.
He is a Fellow Member of the Chartered
Institute  of Management  Accountants
(UK), the Association of Chartered Certified
Accountants (UK) and Certified Practicing
Accountants (Australia). He received his
Executive Education at Wharton, Ashridge
and Harvard Business School and was
the President of the Chartered Institute of
Management Accountants (UK), Sri Lanka
Division in 2001/2002.




Our Purpose
e

Driven by Purpose, Guided by Values

We believe our Purpose as a Company is enhancing quality
of life and contributing to a healthier future. We want to help
shape a better and healthier world, and inspire people to live
healthier lives.

This means:

® For individuals and families - we offer products and
services that enable healthier and happier lives.

® For our communities - we help develop thriving and
resilient communities and support better livelihoods for
those we live and work with.

® For the planet - we shape sustainable consumption and
steward resources for future generations.

In all of this, we are guided by our values, which are rooted in
respect: Respect for ourselves, respect for others, respect
for diversity, and respect for the future.

In the next few pages you will read how we are living our

Purpose through our products, through our services and
through our people.

Enhancing quality of life and contributing to a healthier future
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Management Committee
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From left to right:

Tharinda Jayasundera - Business Executive Officer, Nestlé Nutrition
Roshan Perera — AVP Nestlé Professional

Norman Kannangara — VP Beverages

Deepal Abeywickrema — SVP Sales

Radhini DeCosta — AVP Marketing Services

Enabling healthier and
happier lives through
superior products and

services

From left to right:

Enoca Sirimanne — VP Human Resources

Bandula Egodage - VP Corporate Affairs and Communications
Shivani Hegde — Managing Director

Ruwan Welikala - VP Ambient Dairy

Priyadarshinie Karunaratne — VP Food




Our Management Committee
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o e Rohit Mittal — SVP Technical 1 .
O D ] Gurcharan Grover — SVP Finance & Control : Operatlons
José Roldan — VP Supply Chain




Individuals Families

We offer products and services that enable
healthier and happier lives -

® Offering tastier and healthier choices
® [nspiring people to lead healthier lives

® Building, sharing and applying nutrition
knowledge

Enhancing quality of life and contributing to a healthier future
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Offering Tastier
and Healthier
Choices

Enhancing quality of life and contributing to a healthier future




Offering the goodness of

milk, malt and oats
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Oftering Tastier and Healthier Choices
e

Fortifications & Renovations to Make Our Products Healthier

E For every moment of the day, at every stage of life,
_E?. Nestlé food and beverages deliver good nutrition without
(7 compromising on taste. We are also committed to strongly
g promoting healthy diets and lifestyles, and empowering
. people to make informed choices.

Fortified with 8 vitamins Fortified with 6 vitamins Reduced sugar, with the Fortified with vitamins A Focused on understanding the changing lifestyles and needs
and 4 minerals for optimum and 3 minerals, including goodness of calcium and D, with reduced sugar of our consumers, we put emphasis on science-based
energy release iron naturally present in milk. and no artificial colours innovation and renovation to develop great tasting products
Milo RTD also offers a that provide affordable nutrition, catering to local palates and

range of vitamins and nutritional needs.

minerals

All of our products are evaluated and renovated on a regular
basis. By fortifying our products with essential micronutrients
and adding nutritious ingredients, like vegetables and spices,
m._.g_:._qgg_m_:w_lﬁ that support good health; and reducing ingredients like sugar
e @J‘—E—‘S and salt; we offer better choices. In 2017, we provided
= ' consumers with 405 million servings of micronutrient
. fortified products.

Nestlé Nutritional Profiling System

Contains calcium and Fortified with iron, offering Fortified with iron, vitamin
fortified Wl‘th-ZIIhC-), prqtem the goc|>|dness of c_alcm_lr: A, and prolblotlcs where To assess and improve the nutritional value of our products,
and essential vitamins naturally present in mi relevant we use the Nestlé Nutritional Profiling System, which

is based on dietary intake recommendations issued by
authorities such as the World Health Organisation.

We've progressively applied the system to Nestlé products
worldwide since 2004. It specifies ‘nutrient targets’ for
a serving of each product, based on age-related dietary
guidelines.

The system limits specific negative nutrients — sugars, salt
and fats — in each category, but encourages other healthy

Fortified with calcium, enhanced with Fortified with calcium, with reduced salt Fortified with iron and (positive) nutrients
vegetables and spices, with reduced salt and fat, and enhanced with spices where enhanced with )
and fat appropriate spices

Enhancing quality of life and contributing to a healthier future
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Using the delicious
goodness of traditional
Sri Lankan spices to

naturally enhance taste



“Catering to consumer
demand for products made
from more natural and
familiar ingredients, we
decided to take inspiration
from Sri Lankan cuisine and
include vegetables, herbs and
popular spices traditionally
used in our Sri Lankan
kitchens, to naturally enhance
flavour in our noodle range.
Our newly renovated Maggi
Chicken Flavoured Noodles
now includes a total of

eight spices to enhance taste
and goodness. In addition,
we’ve got a lot more product
innovations and renovations
coming up to provide home
cooks with enriching cooking
experiences.”

Nuwan Rathnayaka

Brand Manager — Maggi

L




“One of the things I love
about managing the Milo
brand is the positive impact
we have on thousands of
children, offering a tasty and
nutritious beverage of high
quality. A Milo RTD pack
contains the natural goodness
of local fresh milk, malt and
cocoa, and is fortified with
energy releasing B vitamins.
In line with our commitment
to provide tastier and
healthier choices, we have
voluntarily reduced added
sugar in Milo RTD by 32%
over the last five years. I'm
proud to be part of a brand
that not only offers good
nutrition but also advocates a
healthy active lifestyle.”

Mohamed Ali
Senior Brand Manager — Milo




Inspiring People
to Lead Healthier

Lives
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Inspiring People to Lead Healthier Lives
e

INESPRAY. FortiGrow
Usieg over 150 years o capertisn and the most
st gty ool procedies Nesth has
catere fie gnodness of 34 Larkas il in every
| veckof NESPRAY ForiGrow™ Fortfied wis.
mmm::ﬂ chiren
#ongee sbenced det sapporty
arwthand deveiogrmant.

Calciym &
Vitamin D .

 Good question
How can | ensure sufficient
Calcium intake in my child's
daily diet?

Nestle.

p
- Good to know
2 glasses of NESPRAY
FORTIGROW " provides your
child the recommended
Daily Allowance of
: Calcium.

Calcium helps build and
maintain strong bones and
teeth. Calcium needs are
highest during childhood and
teen years. Making milk the
standard drink with meals,

is a great way to help get
enough Calcium.

*Calculation basis USRDA (1989

NUTRITIONAL COMPASS

®Reg Trademark of Société des Produits Nestlé S.A.
Nestlé Nutritional Compass

Nutrition Information and Labelling

We are committed to empowering people to make informed
choices about their food and beverages. We understand
that, in addition to providing good food and beverages,
creating awareness about nutrition is key.

Our packaging plays an important role in enhancing
nutritional understanding. We have a number of tools on
pack that offer portion advice, and information on nutritional
value and calorie content.

® Guideline Daily Amount (GDA)

A Guideline Daily Amount (GDA) is a nutrition label on-pack
that helps consumers put the nutrition information they read
into the context of their overall diet. It offers guidelines for
healthy adults and children about the approximate amount
of calories (energy), fat, saturated fat, carbohydrates, total
sugars, sucrose (added sugar), fibre, protein and sodium
/ salt. We have begun to incorporate GDA labelling to
promote transparency on-pack for relevant products, to help
our consumers make better nutritional choices.

® The Nestlé Nutritional Compass

In addition to GDA labelling, our consumers can learn more
about what they consume through our Nestlé Nutritional
Compass. The compass presents a variety of information
including the nutritional composition of each product,
contact details for more information and, whenever possible,
lifestyle and nutrition tips. The Nestlé Nutritional Compass is
displayed on all our products.

Enhancing quality of life and contributing to a healthier future
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® Beyond the Label

We have expanded the use of the Nestlé Nutritional Compass
to include a QR code on pack. Consumers can scan it with
a smartphone to access useful, fact based information that
they would not ordinarily find on the label; such as dietary
and serving advice for the product as well as its social and
environmental impact.

Offering Portion Guidance for Our
Products

Around the world, inappropriate portion sizes contribute
to imbalanced eating habits and lead to adverse health
outcomes. Our Nestlé Portion Guidance Programme is
a voluntary initiative to promote healthy consumption. It
focuses on helping consumers understand the nutritional
value of what they are consuming and redefine their portion
habits.

All of our products provide portion guidance through product
form (e.g., single serve) and/or on-pack communication.
We also offer portion guidance on our recipe websites and
nutrition education programmes.

Nestlé Lanka PLC | Annual Report 2017

Find out more

® Reg. Trademark of Société des Produits Nestlé S.A.

If a portion is a leveled tsp <=

Nutrition Per |oPer %GDA*
Information Portion Per
(Avg. Composition)| 1009 | 2.5g |Portion

Energy 704kcal | 18keal 1%
2945kJ| 74k)
Protein 8.0g| 0.2g 1%
Carbohydrate | 25.0g| 0.6g 0%

- of which 6.6g| 0.29 0%
Total Sugar

-of which 599/ 0.1g 0%

Sucrose

Fat 63.4g| 1.6g 2%

- of which 55.0g| 1.4 7%

Saturated fats ? ’ R-i’rﬂlll Coconut "
Fibre 0705 00g 0% Mtk Powder
Sodium 0.14g' 0.0g 0% g

Guideline Daily Amounts of
an average adult (2000 kcal / 8400 KJ)

Pack contains 120 portions

Nestlé Portion Guidance

Guideline Daily Amount (GDA)
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Inspiring People to Lead Healthier Lives
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Nestlé Kids Athletics Programme

Nestlé Healthy Kids Programme

We launched the Nestlé Healthy Kids Programme globally
in 2010 to help educate school-aged children on nutrition
and health. In Sri Lanka, to ensure that the programme was
customised to local nutritional needs, we joined hands with
the Ministry of Education and the University of Peradeniya in
the same year to develop an interactive, modern and easy-
to-understand Nutrition Awareness Programme.

The programme is part of the Education Ministry’'s
“Poshanayai Suwadiviyai” (Nutrition for a Healthy Life)
nutrition awareness campaign today, and is taught in schools
as an extra-curricular subject by Ministry educationists.
Consisting of six comprehensive modules, the programme
explains about improved diets, nutritional deficiencies, food
related disorders, food hygiene, and techniques to safeguard
the nutritional value of food during preparation.

Since the launch of the programme, we have been teaching
an average of 2,500 school children every year about
nutrition and a healthy lifestyle in different parts of the
country, reaching a total of approximately 20,000 children
in 2017.

Last year, we extended the reach of the programme by
piloting an e-learning module.

Nestlé Kids Athletics Programme

The Nestlé Kids Athletics Programme is the physical activity
component of the Nestlé Healthy Kids Programme. A joint
collaboration with the Sports Division of the Ministry of
Education, it instructs children on the importance of physical
activity and teaches basic exercise through athletic training
and awareness building events across the country. The
programme now conducts Sri Lanka’s only team-based all-
island athletic competition for primary schools, launched in
2017, to encourage children to live an active lifestyle from
a young age.

The Nestlé Kids Athletics Programme has grown from
strength to strength each year. From around 55,000 children

Enhancing quality of life and contributing to a healthier future
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in 2015, it reached over 150,000 children in 2016, and
another 151,000 children across 74 zones in 2017.

Nestlé Choose Wellness Programme

The Nestlé Choose Wellness Nutri-Corner is an educational
initiative that continues to be implemented across urban and
rural areas. Trained qualified dieticians and experts provide
much needed individual nutritional counselling to thousands
of people around the island every year for free, helping them
understand the importance of nutrition, and assessing their
nutritional status through BMI (Body Mass Index), blood
pressure, random blood sugar, waist circumference and
body fat check-ups.

In 2017, we helped 41,000 consumers make informed
choices about their food and beverages through our
Nutri-Corners.

‘Mom, Me and My Milo’ Campaign:
Encouraging a Balanced Breakfast
Every Day

Milo held its annual ‘Mom, Me and My Milo' campaign
in 2017, to encourage kids to live a healthy lifestyle and
promote the importance of a healthy breakfast.

The brand hosted the country’s biggest breakfast gathering,
where a crowd of 6,000, including children and their parents,
raised their Milo cups and pledged to have a healthy
breakfast every day. 1,000 children also received bicycles
and participated in a cycle parade, organised by Milo, to
demonstrate that getting active can be fun too. Since its
launch in 2015, the campaign has given bicycles to 3,000
children to promote an active lifestyle.

(&

‘Mom, Me and My Milo" breakfast gathering
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Swimming Championship sponsored by Milo

Promoting an Active Lifestyle
by Supporting School Sports and
Marathons

We strive to instill an interest in sports among youth for
reasons of health, wellness, discipline and leadership. By
supporting national sport events, we have been able to
encourage hundreds of thousands of adults and children to
be physically active, and support many promising athletes in
their careers.

We have been committed to developing school sports in
the country for three decades. \We have been an energetic
partner in the school sports arena, supporting different
sporting events such as swimming, netball, athletics, hockey
and rugby through our Mo brand.

The grand finalé of the schools’ sports calendar is the
Sri Lanka Schools Colours Awards (popularly known as the
Milo School Colours Awards), which honours the best sports
stars in recognition of their performance. These awards are
unequivocally accepted as the ultimate acknowledgement
of achievement in school sports in Sri Lanka today. Students
with exceptional talent who win a Mjlo School Colours
Award also receive bonus points towards their university
entrance.

Our present Milo brand ambassador, Angelo Mathews, was
a recipient of the Milo School Colours for two consecutive
years. Mathews went on to represent the country in cricket
and is presently Captain of the national cricket team.

Nestomalt, our flagship brand and a household favourite,
with its positive nutritional profile of malted barley and milk,
also sponsors a number of marathons every year. These
marathons have become much more than a sporting event.
We have made a difference for many rural communities
by providing an opportunity for talented athletes to be
discovered, many of whom go on to represent the country
internationally.

Enhancing quality of life and contributing to a healthier future
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“I am proud to work for a
team that empowers people to {
make informed choices about
their food. From fortifying

our products with essential
micronutrients and providing |
transparent nutritional
labelling on pack, to offering
free nutritional counselling

to consumers, and creating
nutrition, health and wellness
employee ambassadors;

every initiative we make
strengthens our commitment
to inspire people to lead
healthier lives.”
Chamili Senanayake

Manager — Nutrition, Health and
Wellness
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“My team focuses on

bringing our brand
personalities to life. We do
this by creating engaging
brand experiences through
sampling, sponsorships and
activations. One of the most
gratifying aspects of our job
1s supporting young sports
stars through the Milo brand,
across five major school sports
— 1.e., swimming, hockey,
netball, athletics and rugby.
By supporting national school
sports we help more than one
million children be physically
active every year, and have
helped nurture many sports
men and women that have
gone on to represent the
country.”

Sajeewa Wickramasinghe

Senior Manager — Sponsorships and
Activations




Our Communities

We help develop thriving and resilient
communities and support better livelihoods
for those we live and work with -

® Enhancing rural livelihoods
® Respecting and promoting human rights

® Promoting decent employment and
diversity

Enhancing quality of life and contributing to a healthier future
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Nestlé dairy farmer

Helping to Develop a Thriving
Dairy Industry

We have a long and rich history with Sri Lanka's dairy
industry, having worked together with thousands of local
dairy farmers since the early 1980s. As Sri Lanka's largest
private sector collector of fresh milk, we play a big role in
helping to develop the local dairy industry and increase the
production of high quality fresh milk.

We procure hundreds of thousands of litres of fresh milk
from approximately 20,000 farmers every day, to offer
consumers a range of nutritionally sound products with the
goodness of local fresh milk.

As the world's largest milk Company in terms of sales value,
we use our dairy expertise to offer comprehensive training
and development programmes to local farmers. We aim to
not just improve the quality and quantity of their milk and
meet more of local demand, but also provide local farmers a
livelihood that is profitable and sustainable.

We offer our farmers regular training on a range of technical
topics and best practices, including cattle feeding and
breeding, and animal health and farm management. In
addition to donating vital equipment and medicine, we also
provide financial assistance to develop dairy farms and
promote artificial insemination for breeding high-yield cows.
In addition, we facilitate mobile veterinary clinics, together
with the government.

Further, we have established a comprehensive milk
collection network in strategic locations across the country,
to provide our farmers with easy access to sell us their

Enhancing quality of life and contributing to a healthier future



milk. This network consists of milk collection points and
milk collection centres. Farmers provide their milk to milk
collection points, where it is weighed and tested for quality
before being accepted. Farmers are then paid for the quality
of milk they provide — the higher the quality, the higher the
price they receive.

The milk is then sent to our milk chilling centres, where it is
weighed and tested again before being stored in our chillers.
The chillers keep the milk fresh at 4 °C, until our bowsers
arrive to transport the milk to our factory for processing.

These chilling and storage facilities help farmers sell us more
milk and receive a higher income. Previously, facilities for
storing fresh milk were inadequate; resulting in low quality
and wastage.

Our determined efforts to train farmers, and help them
produce more milk of better quality, has had an especially
positive impact on the previously conflict-affected North
and East regions, contributing to the economic prosperity
of these areas. In 2017, milk farmers in the North-Central
village of Seeppukulama benefited from a milk chilling
centre we upgraded, to offer around 300 farmers increased
chilling and storage facilities.

Today, all of our fresh milk requirements for manufacturing
our products like Nespray, Milo, Milkmaid, and Nescafé
and Nestomalt RTDs are sourced locally. Our payment to
local dairy farmers for purchasing fresh milk in 2017 was
Rs. 3.5 billion.
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Enhancing the livelihoods of
thousands of Sri Lankan coconut
Jarmers through our coconut milk

powder business
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Nestlé coconut farmer

Enhancing the Livelihoods of Coconut
Farmers

Ever since we began our export operations in 1986 and
started producing Coconut Milk Powder at our Kurunegala
factory, we have invested time and resources to develop
the coconut industry in Sri Lanka and help uplift the lives
of those communities whose livelihoods revolve around it.

Coconut is staple to Sri Lankan cuisine and a significant
contributor to the country’s economy. It is a significant
export crop, which earns sizeable foreign exchange. We are
one of the largest exporters of Coconut Milk Powder in the
world, procuring around 90 million coconuts in 2017. Using
fresh, high quality coconuts, our Coconut Milk Powder is
directly exported to over 50 countries.

To manufacture this product, we purchase coconuts
indirectly, through our suppliers, from more than 6,000
local coconut farming families, offering them a sustainable
source of income.

Our suppliers then supply us with fresh coconut milk for
processing. We have invested in our suppliers’ coconut mills
significantly in terms of training and knowledge sharing,
technical support, and equipment. Through our coconut
milk powder business, we generate sources of income
and employment for thousands of people in the areas
surrounding the mills. In 2017, we paid Rs. 4.9 billion for
purchase of fresh coconuts.

The Nestlé Coconut Plan

To directly engage with coconut farmers and help secure
coconut cultivation, we launched the Nestlé Coconut Plan
in late 2016, in collaboration with the Coconut Cultivation
Board (CCB).

Enhancing quality of life and contributing to a healthier future
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The Plan encourages and supports coconut cultivation by
smallholder rural farmers as well as home growers, both
within the coconut triangle and outside, in areas identified
as high potential for successful coconut cultivation, such
as Wariyapola, Nikaweratiya, Rasnayakapura, Padaviya,
Vavuniya and Kebithigollewa.

As part of the Plan, we donated 10,000 coconut plantlets
to 2,000 rural farming families and home growers. We
also introduced a new ‘model farm’ concept by planting
approximately 100 plantlets each in two model farms in
Nikaweratiya and Kebithigollewa, with the aim of offering
farmers an ideal coconut farm to benchmark best practices
and high quality coconut farming standards. The project
includes intensive technical assistance by the CCB,
including soil tests, donation of fertiliser and other pre and
post planting assistance.

In 2017 we kicked off the second phase of our Nestlé
Coconut Plan. A review of the plantlets we donated showed
an excellent 95% success rate. We provided additional
training and resources to the farmers to support them in
taking care of plantlets in their new growth stage. We also
replaced the 5% of plantlets that did not do well. Notably,
recognising the success of the programme, the CCB
contributed an additional 4,000 plantlets to farmers in the
Nestlé Coconut Plan in 2017.
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“Having worked in the
Agricultural Services
Department for 30 years, it
gives me great joy to see the
difference we have made

in developing Sri Lanka’s
dairy industry over the last
three decades. Every day, we
help almost 20,000 farmers
across the country improve
the quality and yield of
their milk through technical
assistance, training on animal
and farm management,
micro financing assistance
and mobile veterinary clinics
with the government, to help
build a thriving farming

$ »
Ci ommumty.

Shamara Dunusinghe
Senior Manager — Agricultural Services



“I have the pleasure of seeing
Nestlé’s positive impact

on local communities first
hand, through the Nestlé
Coconut Plan. Together with

the Coconut Cultivation
Board, we are helping 2,000

coconut farming families and

L

outgrowers grow coconut
successfully in new and
traditional cultivation areas.
In addition to donating
plantlets and fertilisers,

we are providing extensive
training programmes

and agricultural support
throughout the year. Our
aim 1s to increase coconut
cultivation in the island
and ultimately help rural
farmers earn a profitable

and sustainable income that
will benefit them and their

famzilies.”

Damitha Kulatunga
Senior Manager —
Corporate Public Affairs
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Respecting and Promoting Human Rights
®

Salman Fazlur Rahman - Managing Director, Packages Lanka (Pvt) Ltd.

Our business is founded on respect. We believe we have a
responsibility to respect human rights across our business
and supply chain. It is critical to the security and wellbeing
of our workforce and suppliers. We uphold and promote the
basic human rights and freedoms everyone is entitled to,
such as labour rights, across the world.

Supporting Our Suppliers

In addition to our farmers, we work closely with raw
material and packaging suppliers. Their success is linked
to our success. All our suppliers must adhere to the Nestlé
Supplier Code, and we adopt a formal assessment scheme,
including audits, to ensure compliance not just with our
quality standards but also with our ethical, environmental,
social and fair labour policies.

Through this we guide them with feedback, recommmendations
and corrective measures at every opportunity, offering them
technical assistance, knowledge sharing and training where
necessary. Domestic entrepreneurs are encouraged to do
better in their business through an approach of continuous
learning and improvement. They are also encouraged to

Enhancing quality of life and contributing to a healthier future
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obtain international quality certifications and set up quality
control departments. In addition, trained interns are passed
on from the factory where necessary to share best practices.

Empowering Our Distributors

Our distributors are an integral part of our value creation
network. We help develop our distributors by disseminating
material and training on Nestlé core values, quality standards
and business principles (which includes sustainability,
fair labour and respect for diversity). We conduct regular
audits to ensure compliance as per our policies and also
help them manage their business through training modules
and guidance on hygienic handling, quality maintenance,
selling, customer engagement, merchandising, and financial
management.

We also have a Dealer Development Programme, where
experienced Nestlé sales officials train distributors and
retailers to better manage their operations via a simulated
‘model market’ that simulates sales channels in a real
market place situation.
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J. M. Wickramasinghe -

Distributor, Suhada Enterprises - Kuliyapitiya




“Our business is founded on respect, and that includes respect for the
people we do business with; our suppliers. The ‘Nestlé Supplier Code’,
which includes guidelines for responsible sourcing, defines the non-
negotiable minimum standards for fair labour and sustainability with
which our suppliers must comply. Through regular audits and support,

we ensure our suppliers are compliant with proper human rights
practices.”

Panchadcharam Sathiyenthra
Head of Procurement




“We uphold the highest standards in protecting, respecting and promoting
the rights of our distributor partners and those who work under them.

We require them to adhere to Nestlé guidelines on working conditions
and labour rights practices, and comply with audits on working hours,

security, safety, sanitation, compensation and much more.”

Manjula Narangoda
Senior Manager — Regional Sales
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Promoting Decent Employment and Diversity

Enhancing lives begins with our people. We believe good
working conditions, welcoming diversity, and respecting labour
practices and human rights are essential; so are a safe and
healthy work environment. We support and encourage our
people to grow in more than one dimension, to achieve all they
can be both professionally and personally. As at 31 December
2017, we had 850 permanent employees in our workforce.

Learning and Development

We are committed to train and develop our employees year
on year. Our global presence gives us the ability to provide
local and international training opportunities to our people. In
2017, we provided over a third of our white collar employees
with overseas training and have clocked 33 training hours per
person.

Employees are also given periodic job rotations and opportunities
to work on short term assignments and expatriations both
locally and overseas, that enhance their functional and
leadership competencies.

As employees are looking for convenience and flexibility with
an evolving Learning and Development culture, we capitalized
on our global e-learning platform to encourage learning at our
employees’ own convenience. Furthermore, we encouraged
employees to take charge of their own development by attending
informative sessions on various business topics. Leveraging
on digital technology, we also launched a new initiative called
‘Learn.Share.Anywhere’, to help us share informative videos
and clips to stimulate our employees’ learning curves at their
own workplace.

Enhancing quality of life and contributing to a healthier future
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A Diverse Workforce

Diversity and inclusion are an integral part of the Nestlé culture
and respecting diversity is one of Nestlé's core values.

New and Enhanced Policies and Benefits to Promote
Diversity in the Workplace

Nestlé recognises the role women play in society and strives to
create an environment that empowers women to successfully
balance their multitasking roles.

We have enhanced our support of women in the workplace
over the last three years through the following initiatives:

Recruitment and retention - We promote diversity
by ensuring equal representation of gender amongst
candidates and select potentials based on their merits and
skills. We also train line managers to eliminate bias during
the selection process. Post these training sessions, we
establish focused development plans, which are monitored
regularly.

Empowering young females to find employment - To
attract more qualified females to our factory and sales
teams, we began to build relationships with educational
institutions in key towns across the country, to help reach
potential female candidates for openings in those areas.

Flexible work arrangements - We offer flexible work
arrangements for primary caregivers, allowing them to work
from home in the event of a family emergency. We also
offer special resources and support services for pregnant
and breastfeeding mothers.
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®
e
=
s ® Female support group - We also launched a female
e support group that actively networks with our female
! :‘:ﬁr A employees, providing assistance, discussing issues and
’ ; . supporting each other when in need.
e -I
— - We have one of the highest representations of women
- in executive management positions in the country. As at
& 31 December 2017, more than 35% of our Management
- — Committee and approximately 20% of our management

staff comprised of women.

Our commitment to promoting diversity extends beyond
Nestlé. 50% of our coconut farmers, more than 30% of our
dairy farmers, 51% of students in our Nestlé Healthy Kids
Programme and 52% of participants in our Kids Athletics
Programmes are female.

Supporting Youth Employment:
Nestlé Needs YOUth Programme

Youth unemployment is a global and local concern. Young
men and women are the future of our societies and our
economies. Yet traditional education is often no longer
enough. Young people need the right skills to help them in
a rapidly changing, digitalised work environment. It will be
hard to thrive as a corporation and help the communities we
are part of to grow unless we can tap into the skills of young
people who will drive the next wave of development.

To help young people become more employable, we
launched the Nestlé needs YOUth programme at the end
of 2016. The programme focuses on providing young
people skill training and employment opportunities. Today,
approximately 30% of our workforce is under 30 years of
age, and more than 60% of our workforce are millennials.

Enhancing quality of life and contributing to a healthier future
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We also provide internship, apprenticeship and traineeship
opportunities to many young graduates and undergraduates
every year, for work familiarization and skill development.

Furthermore we are actively engaging in readiness for work
activities — through digital media, live events, University
drives and job fairs and workshops on CV writing, interview
preparation and also tips to succeed at the workplace by
providing valuable insights into the corporate world.

We are continuously working to expand our partnerships
with other companies and organisations, such as local
Universities. In 2017, we signed a MoU with the University
of Kelaniya's Department of Marketing Management. We
came on board as strategic partner for the University’s
"Certified Professional Marketing Graduate (CPMG)”
programme, which offers high performing students an
additional professional qualification in marketing on top
of their degree. The programme is facilitated by Nestlé
Managers and offers the top ten students a six month
training stint with the Company.

In total, we helped close to 4,000 young people become
more employable in 2017.

Creating Opportunities for the
Differently Abled

We respectinternational conventions concerning employees’
rights and do not tolerate discrimination for reasons such
as origin, nationality, religion, race, gender, age or sexual
orientation. Practicing the above principle, we are currently
looking at working with partners to enhance employment
and training opportunities for disabled individuals in the
private sector.
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Empowering
Sri Lankan
Diiry Farmers

Safety at the workplace

Ensuring a Safe Workplace

The safety of our people is a non-negotiable priority for us.
We encourage line managers, with the support of HR, to
promote and take personal ownership of safety and health
— proactively identifying and managing foreseeable risks to
their teams’ health. We also insist that service providers take
the necessary steps to ensure adequate working conditions
are made available to their employees.

We firmly believe that “one accident is one too many” and
for work related injuries and illnesses — “our goal is zero”. In
reinforcing an already strong safety culture, we set ambitious
goals and high standards as part of our occupational safety
and health management process. Accordingly, safety at
Nestlé is well planned out and executed through different
dimensions:

® Developing safe employee behaviour - We implement
programmes that encourage employees to engage in
dialogue with peers and management about safety and risk
behaviours. This practice helps identify unsafe employee
behaviour and provides feedback for rectification.

® Introducing safe driving initiatives - A team of
employees at our factory brainstormed ‘Project
Suraksha’, to ensure safe driving for all our milk bowsers.
“Project Suraksha” involved creating awareness and
implementing safe practices in the milk collection
process across our entire milk collection network.
The team identified potential causes for unsafe driving
together with the drivers and developed an appropriate
action plan. This included plotting a low-risk safe route
for the drivers, an inbuilt buzzer in the vehicle to indicate
when the driver is speeding, regular training on defensive
(safe) driving, monthly reports on drivers’ safety records,
and spot checks.

The team also set up a comfortable room for drivers
on-site to rest and refresh themselves before the next
haul. To enable them to take advantage of the room, we
hired three internal drivers to drive the bowser around

the factory to deposit the milk into different chilling tanks
and give the long-haul drivers a chance to rest during this
time. All bowsers are also equipped with a GPS system
to ensure correct and safe routes are followed.

These initiatives not only reduced the number of unsafe
incidents but also helped in changing our milk bowser
drivers’ behaviour towards road safety. Project Suraksha
won Gold in Nestlé’s global Safe Driving Awards in 2016.

® Ensuring safe machineries to work with - we
understand that well-disciplined people alone will not
ensure safety, therefore we introduced many processes
within  our day-to-day operations to ensure safe
machinery. The “Machinery Safety Programme” ensures
systematic and periodic maintenance of machinery in our
factory, eliminating the occurrence of unsafe incidents.
Such practices are even incorporated to the vehicle fleet,
ensuring more roadworthy vehicles.

® Standardized work processes - We have also
introduced practices such as LOTO (Lock Out, Tag
Out) standardization that prevents the running of those
machinery under maintenance, ensuring the safety of our
staff when carrying out repairs and overhauls.

Nurturing a Healthy Work

Environment

We conduct a number of internal wellness initiatives to
educate employees about nutrition, health and wellness
and to encourage them to live healthily and actively within
the workplace.

® ‘Balance your plate’ app - This app is made available on
a large screen in our Wellness Café (staff canteen) that
calculates the calorie content of meals for employees.
Its objective is to encourage employees to have the right

Enhancing quality of life and contributing to a healthier future
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balance of fruit, vegetables, meat, dairy and water with

every meal.

® Nestlé Wellness Centre - A Wellness Centre was o | vegetables
launched with a fully-equipped gymnasium, supervised | “”4_;:'”'“
at all times by a qualified gym instructor; a badminton . )

court meeting national standards with training sessions
conducted by a national badminton player; a well-laid
out table tennis court; and a carom board, to enable
employees to get active on site.

® Comprehensive health screening - Regular health
screenings take place for all staff with the help of qualified
dieticians, opticians, doctors and dentists to check their
BMI (Body Mass Index), waist circumference, body fat,
blood sugar, blood pressure, conduct eye, dental and
lung tests, followed by comprehensive diet and nutrition
advice and counselling.

‘Balance your plate’ app

® Salad bar - In order to encourage the concept of five
fruits and vegetables a day, we offer employees free
servings of vegetables at our salad bar.

® Quarterly wellness initiatives - We introduced a ‘10,000
steps’ challenge where employees were given fitbits to
track their daily steps and were rewarded for reaching
key milestones; Our Healthy Cooking Competitions,
conducted with inter-departmental teams focused on
creating awareness on how to prepare nutritionally
balanced meals. We also launched a 360" Wellness
Programme, where select employees who signed up
were given a personal trainer and personal nutritionist for
three months, to improve their health and fitness levels.

® Zumba sessions - We also conduct Zumba sessions on
a weekly basis to help employees burn calories and get
active in a fun way

Zumba sessions

——@  Nestlé Lanka PLC | Annual Report 2017



“Nestlé is the kind of
Company that fully

embraces gender diversity

in the workplace. Even as

a mother of two, Nestlé

has not only supported

my career development

by providing me with
opportunities for growth,

but has also taken measures
to create an empowering
work environment such as
flexible working hours, a
breastfeeding room etc to help
me balance all the many roles

I play — mother, wife and

employee.”

Charyani Jayasekara
Senior Manager — Treasury




“y

m proud to not only

be part of a team that

drives diversity, inclusion
and empowerment at our
workplace, but also an
employee that benefits from
it. ' RESPECT’ for everyone
and everything is drilled

into every employee here,
with diversity celebrated and
promoted. As a young female
professional, I know the sky
1s the limit if I want it to be;
my career depends on me
and won’t be decided by my

gender. I'm proud to work
for a Company like Nestlé,
which believes that diversity

across gender, race or religion

makes the Company greater,

»

bigger and bolder.

Navini Jayasinghe
Senior Manager —
People Development




Planet

We shape sustainable consumption and
steward resources for future generations -

® Caring for water
® Acting on climate change

® Safeguarding the environment

Enhancing quality of life and contributing to a healthier future
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Stewarding Resources for Future Generations

End of life

Consumption

Distribution & storage

We are committed to manufacturing responsibly and
sustainably by following the three Rs approach - Reduce,
Reuse and Recycle. Over the last nine years, we have
reduced our energy consumption by 41%, water
consumption by 42% and greenhouse gas emissions by
37%, whilst continuing to scale up production.

Life cycle
of products

Ingredient supply

Manufacturing

Packaging

Our corporate environment policy requires us to apply a
product life cycle approach, involving our partners from farm
to consumer and beyond. We focus on water preservation,
natural resources efficiency, air emissions reduction, climate
change adaptation, and zero waste. These are ongoing
efforts that we work on every year, to demonstrate our
commitment to protecting the planet.

Responsible Sourcing of Raw
Materials

We source our raw materials either directly from farmers,
primary processors and traders. We source tonnes of
agricultural raw materials, and thousands of farmers depend
on our business for their livelihoods. We not only help our
suppliers meet our high quality standards but also help them
improve their environmental sustainability practices through
advice, training and other services.

In 2016/ 17, we fostered environmental sustainability in the
supply chain by:

® Sourcing directly from farmers where possible,
and procuring raw materials from suppliers in direct
commercial relationships with Nestlé. Where possible,
we prefer to source materials that have been produced
near our factories.

® Helping our suppliers evaluate the environmental
performance of their farms and their upstream
supply chains, to promote environmentally sustainable
agricultural practices.

® Mapping our supply chains, and conducting supplier
audits and farm assessments regularly, in line with our
Responsible Sourcing Guideline (RSG) criteria.

® The Responsible Sourcing Audit Programme, which
requires key vendors to demonstrate compliance with
Nestlé’'s environmental standards through independent
third party audits by Intertek and SGS, If corrective action
is required, Nestlé, together with auditors, will guide
vendors in upgrading their practices.

Enhancing quality of life and contributing to a healthier future
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® The Farmer Connect Programme, which supports
the farming communities where we source agricultural
raw materials, and provides technical assistance on
sustainable production methods.

Optimising Environmental Efficiency
in Manufacturing

Building on the ISO 14001 certification of our factory, we
are ‘doing more with less’ by eliminating all types of waste.

® Our Reverse Osmosis (RO) plant is helping us become
a 'zero water discharge’ factory. The RO plant reduces our
factory’s use of water by 5571 m3 per year, equivalent
to the amount of water 35 households would use over
12 months. It also helps us save 2,946 GJ of energy
every year in our operations, equivalent to the amount of
electricity 1,100 households would use over 12 months.

® Our UPS (Uninterrupted Power Supply) system helps
us to save energy, similar to the emergency power
systems used for computers. This allows us to reduce
our diesel consumption by 864,000 litres a year, energy
consumption by 2.6% a year, CO, emissions by 1,800
tonnes a year, and energy costs by Rs. 45 million a year.

Wi
® Our Distribution Centre (DC) with a green building ) i
design, helps us reduce energy costs by Rs. 40 million. S, _ ) [
The design also won us an award by the Green Building P i |||||,|||'|; .
Council of Sri Lanka. ~ ' i |

I H!ﬂf;/ i

Solar cells and sky lights at our Distribution Centre
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Ensuring Eco-Friendly Transport and
Distribution

Every day, we transport tonnes of products to our
customers. Much of this distribution relies on partnerships
with third-party logistics providers. They help us uphold
our environmental performance and improve the efficiency
of our network by reducing mileage, fuel consumption,
greenhouse gas (GHG) emissions, noise and congestion.
Below are some of our key initiatives in this regard:

® Optimising distribution networks and route planning
across our operations - The distribution process has
been rationalised in a manner where larger lorries carry
goods to the bigger distributors. The smaller distributors
are serviced through these large distributors using smaller
vehicles. This optimises the use of large vehicles, which
consume more fuel, and thus also reduces emission
levels.

® Using roadworthy vehicles - We have also made a
conscious effort to ensure that the vehicles used for
transporting of Company goods are road worthy and not
an environmental liability. Accordingly, each vehicle for
the transportation of goods are thoroughly checked.

® Expanding driver training to address both safety
and environmental efficiency - we launched ‘Project
Suraksha’ to help our Agricultural Service officers (who
work with our dairy farmers) and also milk bowser drivers
drive safely and more efficiently. The manner in which
vehicles are driven plays a large part in how much fuel is
used and the amount of CO, emitted. Training therefore
is extended to creating awareness of heavy acceleration
and braking as they have the biggest negative impact
on fuel consumption. Practical lessons involve

developing drivers’ greater awareness and anticipation
skills, and encouraging them to keep revs down and
make fuel-efficient gear changes.

Building Environmental Sustainability
into our Packaging

We have started to systematically assess and optimise the
environmental performance of new and existing products
with the help of our R&D centres. Key brand groups in
the Company have started assessments together with our
technical team, while our Regulatory and Corporate Affairs
teams are in discussion with other members of the industry
for industry wide reforms.

As the packaging of our products is crucial to prevent food
waste, we are:

® Optimising the weight and volume of our packaging;

® Using ecodesign tools where possible to assess
the overall environmental performance of packaging
throughout its life cycle;

® Exploring the use of materials from sustainably-managed
renewable resources, considering packaging and product
performance requirements;

® Discussing initiatives to recycle or recover energy from

used packaging;

Enhancing quality of life and contributing to a healthier future



Educating People on Environmental
Conservation

® School children - On World Environment Day, our
employees conducted awareness sessions for school
children on environmental conservation, and also had a
tree planting programme at schools and on site (head
office and factory).

® Farmers - We are increasing awareness regarding the
depletion of water and advising farmers on the optimal
use of water in dairy.

® For employees - All employees are familiarised with
the Company Environmental Policy — it is displayed at a
prominent location for viewing. Last year, as ever year,
we trained employees on the implementation of our
environmental policy.

We have a dedicated team for environmental management,

who conduct internal audits to verify the level of compliance

of environmental activities amongst employees.

Their duties include —

® Championing the Company’s environmental initiatives
among all levels of employees in line with the Company

environment policy.

® Setting environmental objectives for the Company to
reduce the impact on nature.

® Training and communicating the above objectives to all
employees of the Company.
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We also conducted many small group activities such as
DMAIC, BS, etc to reduce energy consumption whilst
simultaneously increasing production. As such, our Nestlé
Lanka employees seek to reduce waste at every step of the
value chain process. On World Environment Day, we also
conducted many awareness sessions for employees on
environmental conservation, and asked employees to bring
any e-waste from their homes to our factory for efficient
disposal.

Preserving Natural Resources

® Energy and water consumption - we are committed
to reducing our consumption of water and energy by a
minimum of 3% and 5% every year.

® Climate change - We are committed to reducing
greenhouse gas (GHG) emissions from our operations by
improving energy efficiency, switching to cleaner fuels
and investing in renewable sources, such as solar and
wind energy.

® Air emissions - We continue to reduce environmentally
adverse air emissions that arise from essential combustion
processes. During the manufacturing and distribution of
our products, we use efficient technologies and apply
best practices to control and, where possible, eliminate
emissions. The many measures we have taken include
changing to alternative energy fuels, thereby improving
energy efficiency.

Boiler stack
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“It gives me great pride

to be the custodian for
environment sustainability
at Nestlé Lanka and witness
firsthand the fantastic

progress we have made in

reducing our environmental
footprint over the years. In
our journey to become a
. zero waste disposal factory,
we have designed our waste
management system in a way
I~ where waste water is purified
to be reused in our factory
operations, and solid waste
1s disposed of responsibly.
From sourcing raw materials
to manufacturing and
distributing our products
1sland wide, we make
certain that proper systems
are in place to protect
natural resources, minimize
waste and safeguard the
environment we live in.”

Suranga Weerasekara
Senior Manager —
Safety, Health and Environment



“As part of our commitment
to safeguarding the
environment, we have
significantly reduced energy
and water usage by 21% and
58% respectively in our milk
supply chain over the past 10
years, by applying reliable
tools and methodologies,
adhering to planned
downtime standards, running
our plants using optimized
operating conditions and
increasing awareness amongst

our people.”

Jayantha Gamage
Senior Plant Manager — Dairy
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Corporate Governance

Nestlé Lanka complies with
established best practices of
Corporate Governance. The
Board has adopted the Nestlé
Corporate Business Principles,
which guides the conduct

of Nestlé employees in their
dealings with customers,
suppliers and other stakeholders.
[t 1s one of the key objectives

of the Company to maintain
high standards of integrity 1n its
business.

Members of the Board

The Board of Directors of Nestlé Lanka PLC comprises seven Directors of whom two are
Executive Directors, three are Independent Non-Executive Directors and two are Non-
Executive Directors, including the Chairman of the Board. The Managing Director of the
Company also acts as the Chief Executive Officer, and the Board has entrusted the Managing
Director to manage all the affairs of the Company.

The Board of Directors act on a fully informed basis, in good faith, with due diligence and care
and in the best interest of the Company. They are well aware of the Company's activities
and give direction for long-term strategy; seeking and contributing views and opinions on
strategic options proposed by the senior management of the Company. The Directors also
ensure that the Company is fully compliant with the provisions of the Companies Act No. 7
of 2007 and the Listing Rules of the Colombo Stock Exchange (CSE).

The Directors’ interest / involvement in the affairs of the Company are explained on pages
98 to 100 and the Corporate Governance Compliance Table is shown on pages 89 to 91.

Board Independence

All Directors make a formal declaration of all their interests on an annual basis. Based on
the declarations made annually by each of the Non-Executive Directors, in accordance
with the requirements set out in the Listing Rules of the CSE, three out of five Non-
Executive Directors, namely Mahen Dayananda, Ranjan Seevaratnam and Dian Gomes are
considered independent. Notwithstanding that Mahen Dayananda and Ranjan Seevaratnam
have completed more than nine consecutive years as Directors of the Board, the Board
considers Mahen Dayananda and Ranjan Seevaratnam as “Independent” having considered
their unbiased approach to the matters of the Board. Further it was noted that they are
independent of day to day management and free from any business or other relationships
which could materially interfere with the exercise of independent judgement, other than
those that are disclosed in this report.

The Board considers the other two out of the five Non-Executive Directors, namely Suresh
Narayanan and Shobinder Duggal, as Non-Independent.

Enhancing quality of life and contributing to a healthier future
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Company Secretary

The Company Secretary is qualified to act as per the provisions of the Companies Act No.
7 of 2007, and also functions as the Legal Advisor to the Company.

Management Committee

The Management Committee is led by the Managing Director, to which the Board has
entrusted certain responsibilities, including the day to day running of the business. Every
member of the Management Committee is responsible for operations and the delivery of
objectives pertaining to his / her particular division. The Company’s Management Committee
can be viewed on pages 26 and 27.

Compliance Committee

As part of robust governance protocols and procedures in the market, the Company has
established a Compliance Committee. The purpose of the Compliance Committee is to
assist the management in fulfilling its responsibilities to oversee the Company’s compliance
with respect to legal and regulatory requirements and Nestlé’'s internal standards. The
Compliance Committee is comprised of divisional heads such as Finance & Control, Human
Resources, Corporate Affairs and Communications, and Technical, and is chaired by the
Managing Director. The Company Secretary acts as the Secretary of the Committee.

The main objectives of the Compliance Committee are as follows;
i.To sustain a ‘compliance’ culture that enables good business decisions.
ii.To ensure that the Company is compliant with local legislations, Nestlé Corporate
Business Principles, Nestlé Code of Business Conduct, Nestlé Insider Trading Policy and
other policies as issued by the Nestlé Group from time to time.

iii. To ensure independence of process in addressing any compliance related matter.

iv. To devise a proper system to ensure compliance with the provisions of all applicable laws
and internal controls, and that such systems are operating effectively.
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v.To perform any other duties as directed by the Board, Audit Committee or Management
Committee.

The Committee meets quarterly and the Chairperson of the Committee periodically reports
to the Board if necessary on the status of compliance.

Auditors

At the thirty sixth Annual General Meeting of Nestlé Lanka PLC, held on 05 May 2017, the
Shareholders reappointed KPMG as the Company’s Auditors and authorised the Directors
to fix their remuneration. The independent Auditors conducted the annual audit for the year
ended 31 December 2017 in order to form an opinion on the financial statements. Their
report on the financial statements is given on page 1086.

Audit, Remuneration and Related Party Transactions
Review Committee

The Audit Committee Report on page 92, the Remuneration Committee Report on page 93
and Related Party Transactions Review Committee Report on pages 94 and 95 detail the
functions and responsibilities of the respective Board Sub-Committees.

Internal Controls

In addition to the statutory requirements for an external audit, Nestlé Lanka PLC complies
with best practices as laid down by the Nestlé Group. To ensure such conformity, the
Company conducts regular reviews and is also monitored by multi-tiered audits conducted
by the Group's international and regional Auditors from time to time, as deemed appropriate.

Internal audits are carried out regularly by the Company’s Internal Auditors, who report
directly to the Director-Finance & Control whilst also being accountable to the Managing
Director and the Audit Committee of the Company.
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Risk Management

Nestlé has always recognised its obligation towards the occupational health and safety of its
employees, as well as of community members directly or indirectly involved in the Company’s
operations. Equally important is the Company’s obligation to protect Shareholders’ interests,
by managing risks to minimise potential financial loss. In order to manage these risks, the
Company has implemented the following procedures:

® Strict compliance with local laws.

® Clear accountability and active management leadership.

® Behavioural-based safety management.

® Credible market and site safety organisation.

® Appropriate, systematic hazard assessments.

® Technical standards for design, construction, operation and maintenance.

® Emergency and contingency planning to minimise the impact of incidents.

® Security management to protect products and assets.

Employee Relations

One of our greatest assets is our employees. It is critical to our success to attract, retain,
develop and motivate the best people with the right capabilities at all levels of our operations.
We review our employee policies regularly and are committed to investing in training and
development. We also carry out succession planning to ensure that the future needs of the
business are considered and provided for. There are clear processes for understanding and
responding to employees’ needs through Human Resource initiatives, staff surveys and
regular communication of business developments.

Shareholders

Nestlé Lanka PLC aims to ensure that Shareholders have access to relevant, up-to-date and
consistent financial and non-financial information pertaining to the Company. The Annual
Report and quarterly financial statements provide Shareholders as well as prospective
investors the required information to assess the Company’s performance.

Enhancing quality of life and contributing to a healthier future
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Disclosure Regarding the Board of Directors Under the Listing Rules Issued by the Colombo Stock Exchange

Compliance

Section Subject Applicable Rule Status Details
7.10.1(a) to (c) Non-Executive Directors Two or at least one third of the total number Compliant Five out of seven Directors are Non-Executive Directors.
of Directors should be Non-Executive
Directors
7.10.2(a) Independent Directors Two or one third of Non-Executive Directors Compliant Three of the five Non-Executive Directors are independent.
(whichever is higher) should be independent
7.10.2(b) Independent Directors Each Non-Executive Director should submit Compliant The three Non-Executive Independent Directors, and two
a declaration of independence / non- Non-Executive Directors have submitted to the Company
independence in the prescribed format a declaration in the prescribed format
7.10.3(a) Disclosures relating to Determination of Independent Directors and Compliant Please refer page 86 of the Annual Report
Directors their names should be disclosed in the Annual
Report
7.10.3(b) Directors do not qualify The qualification not met under Rule 7.10.4 Compliant Please refer page 86 of the Annual Report
as independent but are of the CSE Listing Rules and the basis for
specified by the Board as | determining the Director to be independent
independent
7.10.3(c) Brief résumé of each A brief résumé of each Director should be Compliant Please refer pages 22 and 23 of the Annual Report

Director in the Annual
Report

included in the Annual Report, including the
area of expertise

e
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Disclosure Regarding the Remuneration Committee Under the Listing Rules Issued by the Colombo Stock Exchange

: : : Compliance )
Section Subject Applicable Rule Status Details
7.10.5(a) Composition of the Shall comprise of Non-Executive Directors, a Compliant
Remuneration Committee | majority of whom shall be independent Please refer page 93 of the Annual Report
The Chairman of the Committee shall be a Compliant
Non-Executive Director
7.10.5(a) Remuneration Committee | A listed company may be permitted to have Not applicable The parent company is not listed in Sri Lanka. As such a
the same Remuneration Committee if the separate Remuneration Committee has been formed
parent company is also listed
7.10.5(b) Disclosure of the The Remuneration Committee shall Compliant Please refer page 93 of the Annual Report
Functions of the recommend the remuneration payable to the
Remuneration Committee | Board and Executive Officers
90 7.10.5(c) Disclosure in the Annual Names of the Directors in the Remuneration Compliant
Report Commitiee Please refer page 93 of the Annual Report
A Statement of the Remuneration Policy Compliant
The aggregate remuneration paid to Executive | Compliant Please refer page 122 of the Annual Report

and Non-Executive Directors

Disclosures Regarding the Audit Committee Under the Listing Rules Issued by the Colombo Stock Exchange

: : : Compliance )
Section Subject Applicable Rule Status Details
7.10.6(a) Composition of the Audit Shall comprise Non-Executive Directors, a Compliant
Committee majority of whom shall be independent
The Chairman of the Committee shall be a Compliant Please refer page 92 of the Annual Report
Non-Executive Director
The Chairman or a member should be a Compliant

member of a professional accounting body

Enhancing quality of life and contributing to a healthier future



Corporate Governance Reporting

7.10.6(a) and (c) Audit Committee A listed company may be permitted to have Not applicable The parent company is not listed in Sri Lanka. As such, a
the same Audit Committee if the parent separate Audit Committee has been formed
company is also listed
7.10.6(b) Functions of the Audit Should be detailed as per section 7.10.6(b) of | Compliant Please refer page 92 of the Annual Report
Committee the Listing Rules
7.10.6(c) Disclosure in the Annual Names of the Directors in the Audit Compliant
Report Committee
The basis of determination of the Auditor’s Compliant Please refer page 92 of the Annual Report
independence
A report of the Audit Committee as per Compliant

section 7.10.6(c) of the Listing Rules

Disclosures Regarding the Related Party Transactions Review Committee Under the Listing Rules Issued by the Colombo Stock Exchange

Compliance

Section Subject Applicable Rule Status Details
9 Related Party Transactions | The Company shall have a Related Party Compliant Related Party Transactions Review Committee duly
Review Committee Transactions Review Committee appointed as per CSE Listing Rules
9.2.2 Composition of the Shall comprise a combination of Non- Compliant
Related Party Transaction | Executive Directors, Independent Non-
Review Committee Executive Directors and Executive Directors Please refer page 94 of the Annual Report
The Chairman of Committee should be an Compliant

Independent Non-Executive Director
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Report of the Audit Committee

The Committee, appointed by the Board of Directors, comprises four members; namely Ranjan
Seevaratnam, Mahen Dayananda and Dian Gomes who are Non-Executive Independent
Directors, and Shobinder Duggal who is a Non-Executive Director. The Committee is chaired
by Ranjan Seevaratnam, who is a fellow member of the Institute of Chartered Accountants
of Sri Lanka and the Institute of Chartered Accountants in England and Wales, and a former
Partner of KPMG. The Board appointed Shobinder Duggal, a Chartered Accountant, and Dian
Gomes, a fellow member of the Chartered Institute of Management Accountants (UK), the
Association of Chartered Certified Accountants (UK), and Certified Practicing Accountants
(Australia), as members of the committee with effect from 10 August 2017 and 17 March
2017 respectively.

In discharging its responsibilities, the Audit Committee has unrestricted access to the
Company’s management, books and records. The Committee supports the Board of
Directors in its supervision of financial controls through a direct link to KPMG (External
Auditors), Nestlé Lanka Internal Auditors and the Nestlé Group Auditors. The Nestlé Group
Auditors are a world-class audit department. They provide value-added assistance to top
management in Nestlé’s international headquarters and across the markets.

The Company’s Internal Audit team regularly updates the Committee on the progress of
internal audits carried out during the relevant period.

The Audit Committee’s main duties include the following:

® Assisting the Board of Directors in reviewing the financial statements, to ensure that the
financial reporting process is in compliance with the required standards.

® Reporting to the Board on the quality and acceptability of accounting policies and practices.

® Reviewing the Company’s internal controls, risk management process, and process for
monitoring compliance with laws and regulations.

® Assessing the independence and performance of the Company’s external Auditors.

® Making recommendations to the Board pertaining to the appointment, reappointment
and removal of external Auditors.

® Approving the remuneration and terms of engagement of the external Auditors.

Page 23 of this Annual Report displays the profiles of the members of the Audit Committee.
The members have the requisite financial knowledge and business acumen to carry out
their roles effectively, and discuss matters that come within their purview independently
and professionally.

The Committee met four times during the year under review, as recorded in the table.

Date Attendance by
of the Attendance invitation
meeting Yes (v) / No (x) Yes (v') / No (x)
Dian Gomes Sgou%ggfr Director -
Ranjan Mahen (appointed {appointed Mgnaglng Finance &
Seevaratnam Dayananda w.e.f. wel Director Control
17.03.2017) 10 8.2.0.17)
21.02.2017 v v . _ By v v
Invitation
05.05.2017 v v v By v v
Invitation
10.08.2017 v v v By v v
invitation
09.11.2017 v v v v v v

The Managing Director and Director-Finance & Control of the Company attended the meetings
by invitation and the Company Secretary acted as the Secretary to the Committee. Internal
and external Auditors were invited to be present where appropriate, at the deliberation of
the Committee.

The Audit Committee has assessed and reviewed the effectiveness of the independent
performance of the external Auditors KPMG, and also recommended to the Board of Directors
that KPMG be reappointed as Auditors for the financial year ending 31 December 2018,
subject to the approval of the Shareholders at the forthcoming Annual General Meeting.

Having evaluated the prevailing processes and systems, the Audit Committee is satisfied
that the internal controls of the Company provide reasonable assurance regarding the

financial reporting, and that the requirements under the Listing Rules of the Colombo Stock
Exchange have been met.

. /‘*’"“:“/d“’“.”"

Ranjan Seevaratnam
Chairman, Audit Committee

NESTLE LANKA PLC

22 February 2018
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Report of the Remuneration Committee
@

The Remuneration Committee was appointed by the Board of Directors with the aim of
recommending the remuneration payable to the Executive Directors and Chief Executive
Officer of the Company. The Committee comprises three Non-Executive Directors; namely
Mahen Dayananda and Ranjan Seevaratnam, who are Independent Non-Executive Directors,
and Suresh Narayanan, who is a Non-Executive Director. Mahen Dayananda is the Chairman
of the Committee.

The Committee was established and assigned with the task of evaluating and assessing the
remuneration payable to the Executive Directors and Chief Executive Officer of the Company.
The Remuneration Policy of the Company is to be consistent and aligned with market reality
to attract and retain qualified and competent personnel. The Committee evaluated the
Executive Directors’ remuneration and recommended the remuneration payable.

The Committee is assisted by the Director-Finance & Control and Vice President-Human
Resources in providing relevant information. The remuneration packages are linked to
individual performances, and are aligned with the Company’s remuneration policy. The
Committee makes every attempt to maintain the policy whilst attracting and retaining talent.

The members of the Committee meet as and when necessary. During the year under review,
the Committee met on 09 November 2017. The Managing Director of the Company, together
with the Director-Finance & Control and Vice President-Human Resources, attended the
said meeting by invitation. The Company Secretary attended this meeting in the capacity of
Secretary to the Committee.

Upagaranda.

Mahen Dayananda
Chairman, Remuneration Committee

NESTLE LANKA PLC

22 February 2018
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Report of the Related Party Transactions Review Committee

The Related Party Transactions Review Committee, appointed by the Board of Directors,
comprises three members; namely Ranjan Seevaratnam and Mahen Dayananda, who are
Non-Executive Independent Directors, and Gurcharan Grover, Director-Finance & Control of
the Company. Gurcharan Grover was appointed to the Committee with effect from 01 January
2018, with the resignation of Jagdish Kumar Singla from the Related Party Transactions
Review Committee and Board of Directors, effective 31 December 2017. The Committee
is chaired by Ranjan Seevaratnam, who is a fellow member of the Institute of Chartered
Accountants of Sri Lanka and the Institute of Chartered Accountants in England and Wales,
and a former partner of KPMG. In addition, the Managing Director and the Head of Financial
Accounting & Reporting attend meetings by invitation and the Company Secretary serves as
the Secretary of the Committee.

The objectives of the Committee are to ensure that the interests of Shareholders are taken
into account by the Company when entering into Related Party Transactions, and to comply
with the provisions of the Listing Rules’ terms pertaining to Related Party Transactions,
to prevent Directors, Chief Executive Officers or substantial Shareholders from taking
advantage of their positions.

The functions of the Committee, in terms of Section 9 of the Listing Rules of the Colombo
Stock Exchange and the Code on Related Party Transactions, issued by the Securities and
Exchange Commission of Sri Lanka (Code), are as follows:

® Review all proposed Related Party Transactions (except for exempted transactions).

® Direct the transactions for Board approval / Shareholder approval as appropriate.

® Obtain updates on previously reviewed Related Party Transactions from senior
management, and approve any material changes.

® Establish guidelines for senior management to follow in its ongoing dealings with Related
Parties.

® Review and assess, on an annual basis, the transactions for compliance with Committee
guidelines.

The Committee held four meetings during the financial year. Information on the attendance
of these meetings by the members of the Committee is given below:

Date of the Attendance Attendance by invitation
meeting Yes (v) / No (x) Yes (v) / No (x)
21.02.2017 v v v - v v
05.05.2017 v v v - v v
10.08.2017 v v v - v v
09.11.2017 v v v By invitation v v

Enhancing quality of life and contributing to a healthier future
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Committee recommendations were communicated by the Chairman of the Committee to
the Board of Directors at Board Meetings every quarter.

In every Committee meeting, the Management presented the summary of Related Party
Transactions incurred during the period under review, along with the basis of their pricing.

The Committee confirmed that all the Recurrent and Non-Recurrent Related Party
Transactions, incurred during the year ended 31 December 2017, were at arm'’s length
and in compliance with rules and regulations. The Committee further confirmed that all the
Recurrent Related Party Transactions incurred during the year ended 31 December 2017
were of a revenue or trading nature, which were necessary for day to day operations of
the Company, where terms were not favourable to respective related parties. Accordingly
the Committee recommended to the Board to resolve at the meeting held on 22 February
2018, that all the Recurrent Related Party Transactions incurred during the year ended 31
December 2017, shall not fall within the ambit of Related Party Transactions Rules (Section
9 of the listing rules) as per provisions of Section 9.5(a) of the listing rules, and the Board
approved the same at their meeting held on 22 February 2018.

The Committee is always free to seek external professional advice on matters within their
purview when necessary.

Details of Related Party Transactions are disclosed in the Annual Report of the Board of

Directors, under note 23 on pages 138 to 141, in accordance with the provision of Rule 9.3.2
of the listing rules.

. /M“:‘*i“%w

Ranjan Seevaratnam
Chairman, Related Party Transactions Review Committee

NESTLE LANKA PLC

22 February 2018




Annual Report of the Board of Directors on the Aftairs of the Company
®

The Directors of Nestlé
Lanka PLC take pleasure in
presenting to the Shareholders
the Annual Report together
with the audited financial
statements for the year ended

96 31 December 2017 and the
Auditors’ Report thereon.

Board of Directors

Suresh Narayanan, Shivani Hegde, Shobinder Duggal, Jagdish Kumar Singla, Mahen
Dayananda, Ranjan Seevaratnam and Dian Gomes (appointed with effect from 17 March
2017) were the Directors of the Company as at 31 December 2017.

In terms of Article 56, 57 and 58 of the Articles of Association of the Company, Shobinder
Duggal will retire and being eligible, offer himself for re-election. Ranjan Seevaratnam and
Mahen Dayananda will retire pursuant to Section 210 of the Companies Act No. 07 of 2007,
as they attained the age of 70 years on 24 September 2013 and 19 June 2016 respectively.

Dian Gomes, who was appointed to the Board on 17 March 2017, was re-elected by
Shareholders in terms of Article 64 of the Articles of Association of the Company, at the
previous Annual General Meeting held on 05 May 2017.

Jagdish Kumar Singla resigned from the Board and the post of Director Finance & Control
with effect from 31 December 2017, and Gurcharan Grover was appointed to the Board as
the Director-Finance & Control with effect from 01 January 2018. A Resolution in terms of
Article 64 of the Articles of Association of the Company, will be proposed at the forthcoming
Annual General Meeting to re-elect Gurcharan Grover .

Resolutions, in terms of Section 211, to the effect that the age limit of 70 years referred to in
Section 210 of the Companies Act shall not be applicable to Ranjan Seevaratnam and Mahen
Dayananda for re-election, will be proposed at the forthcoming Annual General Meeting, in
order to re-elect Ranjan Seevarthnam and Mahen Dayananda.

Review for the Year

The Chairman’s Message and Managing Director’s Review on pages 14 and 16 highlight the
Company's affairs and the performance of the period under review.

Results and Dividends

The profit achieved by the Company on a net turnover of Rs. 37.6 billion, after provisioning for
all known liabilities and depreciation on Property, Plant and Equipment, but before taxation,
amounts to Rs. 4,733 million. After deducting a sum of Rs. 1,099 million as taxation, the
net profit was Rs. 3,634 million. The profit available for appropriation was Rs. 4,275 million,
which is obtained by adding the profit of Rs. 647 million brought forward from the past year,
and deducting the Other Comprehensive Expense amounting to Rs. 6 million.

Enhancing quality of life and contributing to a healthier future
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The Statement of Profit or Loss and Other Comprehensive Income for the year 2017 is given
on page 107.

The Directors of Nestlé Lanka PLC declared an interim dividend of Rs. 25 per share which
will be paid to the Shareholders of the Company on 15 March 2018, and were pleased to
recommend a final dividend of Rs. 25 per share, payable on 16 May 2018, subject to the
approval of the Shareholders at the upcoming Annual General Meeting scheduled to be held
on 7 May 2018.

Stated Capital

The stated capital of the Company as at 31 December 2017 amounts to Rs. 537,254,630.

Activity

As part of its company purpose of enhancing quality of life and contributing to a healthier
future, Nestlé continued to strengthen its product portfolio and credentials as the world’s
leading food and beverage company.

The Company launched Nestum All Family Cereal and a new Nescafé premix with reduced
sugar (i.e., a lower sugar content in comparison to the original recipe) for coffee machines.
It also introduced Ceregrow, the only toddler cereal in the market with the goodness of
probiotics, and which contains balanced nutrients for growth.

In response to local consumer preference for more natural and familiar ingredients, Magg/
renovated its popular Maggi chicken flavoured noodles to include eight spices to enhance
taste. Maggi is using vegetables, herbs and popular spices traditionally used in Sri Lankan
kitchens - such as coriander, cardamom, turmeric, cumin, black pepper, nutmeg, fenugreek
and aniseed - to add flavour to its noodles range.

Nestomalt’s nutritional profile was also further enhanced with the launch of all-new Nestomalt
Plus. Enriched with the goodness of oats and B-vitamins, and requiring only water to be
added to its unique blend of malt extract, oats and milk, Nestomalt Plus is a quick and tasty
source of nutrients and energy; tailor-made for modern consumers with a busy routine to
support them in living an active lifestyle.

Maggi Coconut Milk Powder, Nespray Nutri-Up RTD, Nescafé Ice Coffee RTD and our entire
Maggi noodle range were recognised for their high quality standards at the SLSI (Sri Lanka
Standards Institution) Certification Awards. The Company’s Sales Promotions department
also received the SLS Certification for ‘Good Manufacturing Practices’ for sampling
operations, making it the first such operation in Sri Lanka to do so.

Nestlé Lanka PLC | Annual Report 2017

In 2017, Nestlé became a recipient of several awards and accolades for its performance,
strong brands and contribution to the economy.

The Company received one of the highest number of recognitions at the Best Corporate
Citizen Sustainability Awards, including Best Corporate Citizen in the Manufacturing Sector,
Triple Bottom Line - Social Sustainability (People) Award, Customer / Consumer Relations
Award and Top 10 Best Corporate Citizen's Award.

Nestlé was ranked the Most Respected Food and Beverage Company for the second
consecutive year in LMD's Most Respected Entities Publication for 2017. The Company was
also the highest ranked food company in the LMD 2017 ranking of Most Valuable Brands in
Sri Lanka.

The Company was also recognised as one of Sri Lanka's top corporate performers in the
‘Business Today Top 30" for the third time, with an overall rank of No. 11 amongst Sri Lanka's
top thirty leading corporates for the year 2016-2017.

The Company also won ‘Highest Value Added Exporter’ in the Coconut Kernel Product
category, making it the sixth Presidential Export Award for Nestlé in recognition of its strong
contribution to national exports, and efforts to create sustainable livelihoods for local coconut
growers and farm workers.

Its popular beverage brand, Milo, won several awards including the ‘Student Beverage Brand
of the Year’ for the third consecutive time, ‘Most Outstanding Junior Sports Promoter of the
Year’, ‘Global Master Brand" and No. 1 amongst Beverage Brands in Sri Lanka, in LMD's
Most Loved Brands ranking for 2017.

Maggi was voted "Youth Food Brand of the Year' for the fourth time at the SLIM-Nielsen
Awards, and Milkmaid bagged the Merit Award for ‘Best Advertising and Marketing by a
Website" at the BestWeb.lk 2017 Competition, being the only F&B brand to have won an
award.

Maggi and Nestomalt were also named Sri Lanka’s Top 10 FMCG brands in the 2017 Brand
Footprint Study by Kantar World Panel. They were the only noodle and malted food drink
brands to be ranked in the top 10.

Nestlé’'s people were also recognised for their outstanding performances in multiple forums.

Umeshinie Kurukulasuriya and Ashani Ratnayake from the Marketing team shone at the
Cannes Lions Young Marketer 2017, becoming overall winners in the competition and
securing the spot to represent Sri Lanka in the Young Lions Competition, at the 64th Cannes
Lions International Festival of Creativity in France.
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Chathura Buddhika, Muruguppilai Ragulan and Salinga Goonawardena from the Sales division
won two silver awards and a bronze award respectively at the 2017 SLIM NASCO Awards
for extraordinary performance, determination to succeed and unwavering commitment
to their jobs, all of which collectively contribute to raising the overall standard of sales
professionalism in Sri Lanka.

Directors’ Interest
a) In Contracts
Details of Directors’ interest in contracts of the Company as at 31 December 2017 are

disclosed below. The Directors do not have direct or indirect interest or proposed contracts
other than those disclosed hereunder.

Interest Register

Suresh Narayanan - Transactions with affiliates or related parties.

Last but not least, the Company’s Human Resources team won gold at the SLITAD (Sri Lanka
Institute of Training & Development) Awards, which recognises best practices in people
development across Sri Lankan business enterprises.

The Directors have disclosed all material interests in contracts (if any) involving the Company
and have refrained from participating when decisions were taken.

Disclosed in notes 16, 22 and 23 of pages 129, 136 and 138 to the financial statements.

Shivani Hegde - Transactions with affiliates or related parties.

Disclosed in notes 16, 22 and 23 of pages 129, 136 and 138 to the financial statements.
Shobinder Duggal - Transactions with affiliates or related parties.

Disclosed in notes 16, 22 and 23 of pages 129, 136 and 138 to the financial statements.
Jagdish Kumar Singla - Transactions with affiliates or related parties.

Disclosed in notes 16, 22 and 23 of pages 129, 136 and 138 to the financial statements.

Gurcharan Grover - Not applicable.

Enhancing quality of life and contributing to a healthier future
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Mahen Dayananda - No transaction with affiliates

Directorships in other Companies:

Transaction
. (procurement) Balance (due to) /
Company Position during the year 2017 from as at 31.12.2017
(Rs.”000s) (Rs.”000s)
Total Tea Concepts (Private) Ltd Chairman No Nil
Indo Asia Teas (Pvt) Ltd Chairman No Nil
Pegasus Hotels of Ceylon PLC Director 105 Nil
Bukit Darah PLC Director No Nil
Ranjan Seevaratnam - No transaction with affiliates

Directorships and dealings with other Companies

Transaction
W v MU Rl 7 T

(Rs.”000s) (Rs.”000s)
Acme Printing & Packaging PLC Non-Executive Director No Nil
Diesel & Motor Engineering PLC Non-Executive Director 4,704 (45)
Lanka Aluminium Industries PLC Non-Executive Director No Nil
Tea Small Holders Factories PLC Non-Executive Director No Nil
Tokyo Cement Lanka PLC Non-Executive Director No Nil
Colombo Fort Land & Building Co. PLC | Non-Executive Director No Nil
Omega Line (Pvt) Ltd Non-Executive Director No Nil
Hayleys Agriculture Holdings (Pvt) Ltd Non-Executive Director No Nil
Hayleys Consumer (Pvt) Ltd Non-Executive Director No Nil
Hayleys Advantis (Pvt) Ltd Non-Executive Director No Nil
Metecno Lanka (Pvt) Ltd Non-Executive Director 2,805 Nil
The Distilleries Co. of Sri Lanka Non-Executive Director No Nil
Lankem Ceylon PLC Non-Executive Director No Nil
EB Creasy (Ltd) Non-Executive Director 2,198 Nil

—————@  Nestlé Lanka PLC | Annual Report 2017
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Dian Gomes - No transaction with affiliates

Directorships and dealings with other Companies

Transaction
st | e e
(Rs."000s) (Rs."000s)
Hela Clothing (Pvt) Ltd gﬂi‘crrt‘gfr/‘ éz\r/'eacr;g?'”g No Nil
Design Republic (Pvt) Ltd Director No Nil
Gandhara Crafts & Artifacts (Pvt) Ltd Director No Nil
Villa Republic (Pvt) Ltd Director No Nil
100 Westgate International (Pvt) Ltd Director No Nil
Colombo Business School Chairman 290 Nil
b) In Shares of the Company
) Shareholding Management
Director
01.01.2017 31.12.2017
Shivani Hegde Nil Nil Yes
Executive Jagdish Kumar Singla Nil Nil Yes
Gurcharan Grover Nil Nil No
) Suresh Narayanan Nil Nil No
Non-Executive : : :
Shobinder Duggal Nil Nil No
Mahen Dayananda 1,000 1,000 No
Independent Non-Executive Ranjan Seevaratnam Nil Nil No
Dian Gomes Nil Nil No

Enhancing quality of life and contributing to a healthier future '7
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Corporate Governance

The corporate governance practices of the Company are set out in detail on page 86.

Property, Plant and Equipment

Details of property, plant and equipment, additions made during the year and depreciation
thereof for the year are shown in note 12 to the financial statements on page 125.

Donations

Total donations made by the Company amounted to a sum of Rs. 3.6 million as at the year
ended 31 December 2017.

Auditors

KPMG, Chartered Accountants, have been the Company’s Auditors in the past and being
eligible, offer themselves for re-appointment for the next year at the forthcoming Annual
General Meeting. The Auditors’ fees are disclosed in note 7 to the financial statements on
page 121. As far as the Directors are aware, the Auditors do not have any relationship (other
than that of an Auditor) with the Company other than those disclosed in note 7 to the financial
statements on page 121.

The Auditors also do not have any interest in the Company.

Accounting Policies
The Company prepared its annual financial statements according to Sri Lanka Accounting

Standards (SLFRS / LKAS). All relevant applicable standards have been followed in presenting
the financial statements for the financial year ended 31 December 2017.
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Disclosures on Related Party Transactions

Non-Recurrent Related Party Transactions

There were no Non-Recurrent Related Party Transactions for which aggregate value exceeded
10% of the equity or 5% of the total assets (whichever is lower) of the Company as per the
audited financial statements for the year ended 31 December 2017, which requires additional
disclosures in the Annual Report under Colombo Stock Exchange listing Rule 9.3.2.

Recurrent Related Party Transactions
Recurrent Related Party Transactions are shown in note 23 on page 138.

The Management in every meeting of the Related Party Transactions Reviews Committee
(RPTRC), presented the summary of Related Party Transactions incurred during the period
under review along with the basis of their pricing .

Based on the recommendations of the RPTRC, the Board of Directors confirmed at their
meetings held on 22 February 2018, that all the Recurrent and Non-Recurrent Related Party
Transactions incurred during the year ended 31 December 2017 were at arm’s length and in
compliance with the rules and regulations.

Based on the recommendation of the RPTRC, the Board resolved at the meeting held on
22 February 2018 that all the Recurrent Related Party Transactions incurred during the year,
ended 31 December 2017, were of a revenue or trading nature and were necessary for day
to day operations of the Company, and terms were not favourable to the respective related
parties. Accordingly, the Board had resolved at the same meeting held on 22 February 2018
that all the Recurrent Related Party Transactions incurred during the year ended 31 December
2017 shall not fall within the ambit of Related Party Transactions Rules (Section 9 of the
Listing Rules) as per provisions of Section 9.5(a) of the Listing Rules.

Material Issues

There were no material issues pertaining to employees and industrial relations.
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Risk Factors

The Directors of the Company have reviewed the risk management structure of the Company
and confirmed that there are no material risk factors foreseeable.

Conclusion

The Directors of Nestlé Lanka PLC wish to convey their gratitude and appreciation to the
Management and staff of the Company for their dedicated and untiring cooperation during
the year under review.

NESTLE LANKA PLC
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Shivani Hegde
Managing Director

Gurcharan Grover
Director-Finance & Control

%=

Keerthi Pathiraja
Company Secretary

22 February 2018

Certificate of Directors on Transfer Pricing

It is certified that the Company has complied with the Transfer Pricing Regulations issued
under Section 104 of the Inland Revenue Act, No. 10 of 2006. The information pursuant to
these regulations is given in an approved accountant certificate, produced under Section
107(2)(a) of the said Inland Revenue Act. We believe that the record of transaction/s entered
into, with associated undertaking/s during the period from 01 January 2016 to 31 December
2016, were at arm’s length, not prejudicial to the interests of the Company and not carried
out for profit shifting purposes.

Records and information of all transactions have been submitted to the approved accountant,

who reviewed the transfer pricing records, and no adverse remarks have been made in the
certificate done by the approved accountant.

Jagdish Kumar Singla

Director-Finance & Control

for & on-behalf of the Board of Directors
16 November 2017

(Certificate of Directors for the year 2017 will be published in the Annual Report for the year
2018.)
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The Company’s financial statements, presented in this report for the financial year ended
31 December 2017, conform to the requirements of the Financial Reporting Standards and
the Companies Act No. 7 of 2007. The Directors confirmed that the financial statements
presented by them give a true and fair view of the Company’s activities as at that date. The
financial information is consistent with that in the financial statements.

The Board of Directors has initiated an efficient and concise system of internal control. It also
includes internal checks and internal audits, along with financial and other controls required
to carry on the business smoothly, whilst safeguarding its assets in a secure, practical,
accurate and reliable manner.

The Company’s Auditors, M/s KPMG, review and carry out random checks on the internal
controls wherever considered necessary, towards endorsing their opinion on the financial
statements. 105

The Management’'s responsibilities on financial reporting is overseen by the Board of
Directors/Audit Committee through regular review meetings and approving of financial
information contained in the Annual Report, along with the preparation and presentation of
the financial statements.

M/s. KPMG are the Auditors appointed by the Shareholders. They have audited the financial
statements submitted by the Board of Directors and have expressed their opinion which is
published under the Independent Auditor’s Report on page 106.

By Order of the Board.

%=

Keerthi Pathiraja
Company Secretary

NESTLE LANKA PLC

22 February 2018
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106 | Independent Auditors’ Report

107 | Statement of Profit or Loss and
Other Comprehensive Income

108 | Statement of Financial Position
104 . .
110 | Statement of Changes in Equity

111 | Statement of Cash Flows

113 | Notes to the Financial Statements
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Company Highlights

Financial Report

In Thousands of Rupees 2017 2016
Revenue 37,601,472 36,461,695
Profit before Taxation (PBT) 4,733,048 5,712,078
Profit after Taxation 3,634,217 4,398,762
Capital Expenditure 436,502 695,856
Shareholders Funds 4,812,799 5,482,574
PBT as a % of Revenue 13% 16%
Return on Capital Employed 80% 85%
Key Ratios
Current Ratio 0.82 1.12
Net Assets Per Share 89.58 102.05
Earnings Per Share 67.64 81.87
Dividend Per Share 50.00 80.00
Dividend Cover 1.35 1.02
Dividend Payout Ratio 74% 98%
Market Value Per Share - Highest 2,310.00 2,445.00
- Lowest 1,600.00 1,903.30
- Average 1,913.32 2,144.11
- Last Traded 1,626.00 2,001.90
Number of Personnel 850 840
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Independent Auditors’ Report

KkPMe!

KPMG Tel © +94 - 11542 6426
(Chartered Accountants) Fax 1 494 - 11244 5872
32A, Sir Mohamed Macan Markar Mawatha, +94 - 11244 6058
P.0O. Box 186, +94 - 11254 1249
Colombo 00300, Sri Lanka. Internet  : www.kpmg.com/Ik

INDEPENDENT AUDITORS’ REPORT
TO THE SHAREHOLDERS OF NESTLE LANKA PLC

Report on the Financial Statements

We have audited the accompanying financial statements of Nestlé Lanka PLC (“the Company”), which comprise the
statement of financial position as at 31% December 2017, and the statements of profit or loss and other comprehensive
income, changes in equity and cash flows for the year then ended, and notes comprising a summary of significant
accounting policies and other explanatory information set out on pages 107 to 148 of the annual report.

Board’s Responsibility for the Financial Statements

The Board of Directors (“Board”) is responsible for the preparation of these financial statements that give a true and
fair view in accordance with Sri Lanka Accounting Standards, and for such internal control as Board determines is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with Sri Lanka Auditing Standards. Those standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors” judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity’s preparation of the financial statements that give a true and fair
view in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of accounting estimates made by Board, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the Company as at
31% December 2017, and of its financial performance and cash flows for the year then ended in accordance with
Sri Lanka Accounting Standards.

Report on Other Legal and Regulatory Requirements
As required by section 163 (2) of the Companies Act No. 07 of 2007, we state the following:
a) The basis of opinion and scope and limitations of the audit are as stated above.
b) In our opinion:
- we have obtained all the information and explanations that were required for the audit and, as far as appears from
our examination, proper accounting records have been kept by the Company,
- the financial statements of the Company, comply with the requirements of section 151 of the Companies Act.

kprag

Chartered Accountants

Colombo
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22" February 2018 M.R. Mihular FCA P.Y.S. Perera FCA C.R Jayatilake FCA
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Statement of Profit or Loss and Other Comprehensive Income

For the Year Ended 31 December Note nggg)z nggz)g
Revenue 5 37,601,472 36,461,695
Cost of Sales (24,268,906) (22,274,610)
Gross Profit 13,332,566 14,187,085
Other Operating Expenses 6 (45,336) (12,982)
Marketing, Selling and Distribution Expenses (6,062,770) (6,263,268)
Administrative Expenses (2,348,592) (2,188,120)
Result from Operating Activities 7 4,875,868 5,722,715
Finance Income 30,900 33,095
Finance Expenses (173,720) (43,732)
Net Finance Expenses 8 (142,820) (10,637)
Profit Before Taxation 4,733,048 5,712,078
Income Tax Expense 9 (1,098,831) (1,313,316)
Profit for the Year 3,634,217 4,398,762
Other Comprehensive Income / (Expense)

Items That Will Not Be Reclassified to Profit or Loss

Actuarial Gain / (Loss) for the Year - Net of Tax (5,954) 27,468
Total Comprehensive Income 3,628,263 4,426,230
Basic and Diluted Earnings Per Share (Rs.) 10 67.64 81.87
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“Notes to the Financial Statements,” set out on pages 113 to 148, form an integral part of the financial statements. Figures in brackets indicate deductions.
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Statement of Financial Position

As at 31 December Note nggg)z nggz)g

ASSETS

Non-Currrent Assets

Property, Plant and Equipment 12 5,309,182 5,524,652

Capital Work-In-Progress 13 2,485,503 455,619
7,794,685 5,980,271

Current Assets

Inventories 14 2,869,614 3,935,497

Trade and Other Receivables 15 3,965,789 2,729,585

Amounts Due from Related Parties 16 761,444 247,957

Cash and Cash Equivalents 17 128,678 393,328
7,725,525 7,306,367

108

Total Assets 15,520,210 13,286,638

EQUITY AND LIABILITIES

Equity

Stated Capital 18 537,255 537,255

Retained Earnings 4,275,544 4,945,319
4,812,799 5,482,574

Non-Current Liabilities

Retirement Benefit Obligations 19 454,190 464,750

Deferred Tax Liabilities 20 839,404 802,306
1,293,594 1,267,056

Current Liabilities

Trade and Other Payables 21 4,770,211 4,368,214

Amounts Due to Related Parties 22 1,220,045 899,085

Current Tax Payable 719,342 805,881

Dividends Payable 167,932 151,061

Enhancing quality of life and contributing to a healthier future ‘7
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Statement of Financial Position

2017 2016

As at 31 December Note Rs.‘000s Rs.’000s
Bank Overdrafts and Other Short Term Finance 17 2,536,287 312,767
9,413,817 6,537,008

Total Liabilities 10,707,411 7.804,064
Total Equity and Liabilities 15,520,210 13,286,638

Notes to the Financial Statements, ” set out on pages 113 to 148, form an integral part of the financial statements. Figures in brackets indicate deductions.

| certify that these financial statements have been prepared in compliance with the requirements of the Companies Act No. 07 of 2007.

/”—’—\

Gurcharan Grover
Director-Finance & Control

The Board of Directors is responsible for the preparation and presentation of these financial statements.
Signed for and on behalf of the Board.

NESTLE LANKA PLC

Colombo
Q\ :
_SS\\A Vol \/i-ﬁxzcﬁc" ) M“d_‘ .
—_— N / .
Shivani Hegde Ranjan Seevaratnam
Managing Director Director

22 February 2018
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Statement of Changes in Equity

Retained
Stated Capital Earnings Total Equity
Rs.’000s Rs.’000s Rs.’000s
Balance as at 1 January 2016 537,255 3,984,381 4,521,636
Total Comprehensive Income for the Year
Profit for the Year - 4,398,762 4,398,762
Other Comprehensive Income - 27,468 27,468
- 4,426,230 4,426,230
Transactions with Owners of the Company Recognised Directly in Equity -
Interim Dividend for 2015 - (1,853,528) (1,853,528)
Final Dividend for 2015 - (1,611,764) (1,611,764)
Balance as at 31 December 2016 537,255 4,945,319 5,482,574
Balance as at 1 January 2017 537,255 4,945,319 5,482,574
Total Comprehensive Income for the Year
Profit for the Year - 3,634,217 3,634,217
Other Comprehensive Expense - (5,954) (5,954)
- 3,628,263 3,628,263
Transactions with Owners of the Company Recognised Directly in Equity
Interim Dividend for 2016 - (2,149,019) (2,149,019)
Final Dividend for 2016 - (2,149,019) (2,149,019)
Balance as at 31 December 2017 537,255 4,275,544 4,812,799

Notes to the Financial Statements, ” set out on pages 113 to 148, form an integral part of the financial statements. Figures in brackets indicate deductions.
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Statement of Cash Flows

2017
As at 31 December Rs.‘O(())Os nggg)g
Cash Flows from Operating Activities
Profit before Taxation 4,733,048 5,712,078
Adjustments for;
Depreciation 639,117 625,058
Loss / (Gain) on Sale of Property, Plant and Equipment 8,393 (14,584)
Amortisation of Staff Loan Interest 26,976 17,118
Interest Expense 172,870 43,732
Interest Income (28,772) (27,015)
Provision for Obsolete Inventories and Inventory Written Off 193,036 153,298
Provision for Impairment of Trade Receivables, Net of Write-Offs 12,604 11,909
Provision for Retirement Benefit Obligations 102,660 105,390 111
Operating Profit Before Working Capital Changes 5,859,932 6,626,984
Working Capital Changes
Decrease / (Increase) in Inventories 872,847 (764,367)
Increase in Trade and Other Receivables (1,248,808) (634,458)
Increase in Amount due from Related Parties (513,487) (43,982)
Increase in Trade and Other Payables 401,997 228,772
Increase in Amount due to Related Parties 320,960 185,399
Cash Generated from Operations 5,693,441 5,598,348
Interest Expense Paid (225,311) (43,732)
Income Tax paid (1,145,957) (1,357,316)
Retirement Benefit Obligations Paid (121,490) (124,730)
Net Cash Flows Generated from Operating Activities 4,200,683 4,072,570

——@  Nestlé Lanka PLC | Annual Report 2017
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Statement of Cash Flows

2017 2016
As at 31 December Rs.’000s Rs.’000s
Cash Flows from Investing Activities
Purchase and Construction of Property, Plant and Equipment (2,413,944) (1,007,879)
Proceeds from Sale of Property, Plant and Equipment 4,461 38,173
Interest Income Received 1,796 9,896
Net Cash Flows Used in Investing Activities (2,407,687) (959,810)
Cash Flows from Financing Activities
Dividends Paid (4,281,166) (3,451,452)
Net Cash Flows Used in Financing Activities (4,281,166) (3,451,452)
Net Decrease in Cash and Cash Equivalents (2,488,170) (338,692)
Cash and Cash Equivalents at the Beginning of the Year 80,561 419,253
Cash and Cash Equivalents at the End of the Year (Note 17) (2,407,609) 80,561
Analysis of Cash and Cash Equivalents at the End of the Year
Cash in Hand and Balances with Bank 128,678 393,328
Bank Overdrafts and Other Short Term Finance (2,536,287) (312,767)
(2,407,609) 80,561

“Notes to the Financial Statements, ” set out on pages 113 to 148, form an integral part of the financial statements. Figures in brackets indicate deductions.
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1.

Nestlé Lanka PLC is a Company incorporated and domiciled in Sri Lanka and listed in the
Colombo Stock Exchange. The registered office and the principal place of business is
located at 440, T.B. Jayah Mawatha, Colombo 10. The Company is in the food and beverage
industry.

Reporting Entity

The ultimate parent and holding Company is Nestlé S.A.

2.

2.1.

Basis of Preparation
Statement of Compliance

Nestlé Lanka PLC has prepared the financial statements in accordance with the Sri Lanka
Accounting Standards (LKAS and SLFRS), issued by the Institute of Chartered Accountants
of Sri Lanka, the requirements of the Companies Act No. 07 of 2007, and the Sri Lanka
Accounting and Auditing Standards Act No. 19 of 1995; and provide appropriate disclosures
as required by the Listing Rules of the Colombo Stock Exchange (CSE). These financial
statements, except for information on cash flows, have been prepared following the accrual
basis of accounting.

The financial statements were authorised for issue by the Directors on 22 February 2018.
2.2. Basis of Measurement

The financial statements are prepared under the historical cost basis and applied consistently,
with no adjustments being made for inflationary factors affecting the financial statements
except for;

® Liability for the Defined Benefit Obligation, recognised at the present value of the Defined
Benefit Obligation, net of plan assets.

® Liabilities for the cash settled share-based payment arrangements, measured at fair
value.

® Derivative financial instruments, measured at fair value.
2.3. Functional and Presentation Currency

The financial statements are presented in Sri Lankan rupees, which is the Company’s
functional currency. All financial information presented in Sri Lankan rupees has been
rounded to the nearest thousand.
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1.1. Principal Activities and Nature of Operations

Principal activities of the Company include manufacturing, marketing, selling and distribution
of food and beverages products. The Company is also involved in the export of locally
manufactured food and beverage products.

2.4. Use of Estimates and Judgments

The preparation of financial statements, in conformity with the Sri Lanka Accounting
Standards, requires Management to make judgments, estimates and assumptions that
affect income and expenses, reported amounts of assets and liabilities, and the application
of policies. The estimates and associated assumptions are based on historical experience
and various other factors that are believed to be reasonable under the circumstances; the
results of which form the basis of making judgments about carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised 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.

2.5. Going Concern

The Board of Directors is satisfied that the Company has adequate resources to continue

its operations in the foreseeable future. Accordingly, the financial statements are prepared
based on the going concern concept.

When preparing the financial statements, the Directors have assessed the ability of the
Company to continue as a going concern in the foreseeable future and do not foresee a need
for liquidation or cessation of trading, taking into account all available information about the
future.
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Notes to the Financial Statements

3.

The accounting policies set out below have been applied consistently to all periods presented
in these financial statements.

Significant Accounting Policies

3.1. Foreign Currency Transactions
Transactions in foreign currencies are translated at the foreign exchange rate ruling at the
date of the transaction.

Monetary assets and liabilities denominated in foreign currencies at the reporting date are
translated to Sri Lankan rupees at the foreign exchange rate ruling at that date. Foreign
exchange differences arising on translation are recognised in the Statement of Profit or Loss
and Other Comprehensive Income.

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign
currency are translated using the exchange rate at the date of the transaction.

3.2. Financial Instruments

a) Non-derivative Financial Assets

The Company initially recognises loans, receivables and deposits on the date that they are
originated. All other financial assets are recognised initially on the trade date, which is the
date that the Company becomes a party to the contractual provisions of the instrument.

The Company derecognises a financial asset when the contractual rights to the cash flows
from the asset expire, or when it transfers the rights to receive the contractual cash flows
on the financial asset in a transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred.

Financial assets and liabilities are netted-off and the net amount is presented in the
Statement of Financial Position when, and only when, the Company has a legal right to
offset the amounts and intends either to settle on a net basis or to realise the asset and
settle the liability simultaneously.

b) Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. Such assets are recognised initially at fair
value plus any directly attributable transaction cost. Subsequent to initial recognition, loans

and receivables are recognised at amortised cost using the effective interest method less
any impairment losses.

Loans and receivables comprise of trade and other receivables, including staff loans
receivable and cash and cash equivalents.

c) Available For Sale Financial Assets

Available-for-sale financial assets are non-derivative financial assets, that are designated
as available-for-sale or are not classified in any of the previously mentioned categories of
financial assets. Available for-sale financial assets are recognised initially at fair value plus
any directly attributable transaction costs, if the transaction costs are significant.

After initial measurement, available-for-sale financial investments are subsequently
measured at fair value. Unrealised gains and losses arising from changes in the fair value are
recognised in equity through Other Comprehensive Income in the available-for-sale reserve.
When these financial assets are derecognised, the gain or loss accumulated in equity is
reclassified to Profit or Loss.

d) Cash and Cash Equivalents

Cash and cash equivalents comprise of cash balances and call deposits with a maturity
period of less than three months. For the purpose of the Statement of Cash Flows, cash
and cash equivalents are presented net of bank overdrafts, short term borrowings and short
term investments.

e) Non-Derivative Financial Liabilities

Financial liabilities are recognised initially on the date at which the Company becomes a
party to the contractual provisions of the instrument. The Company derecognises a financial
liability when its contractual obligations are discharged, cancelled or expired.

The Company classifies non-derivative financial liabilities into the other financial liabilities
category. Such financial liabilities are recognised initially at fair value less any directly
attributable transaction costs. Subsequent to initial recognition, these financial liabilities are
measured at amortised cost using the effective interest rate method.

The Company’s financial liabilities include trade and other payables, and bank overdrafts.
f) Derivative Financial Instruments and Hedge Accounting

The Company holds derivative financial instruments to hedge its foreign currency risk
exposure. Derivatives are recognised at fair value while attributable transaction costs are
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recognised in Statement of Profit or Loss and Other Comprehensive Income as incurred.
Subsequent to initial recognition, derivatives are measured at fair value and changes therein
are recognised in the Statement of Profit or Loss and Other Comprehensive Income.

g) Stated Capital

Ordinary shares of the Company are classified as equity.
3.3. Property, Plant and Equipment
a) Recognition and Measurement

Property, Plant and Equipment are stated at cost less accumulated depreciation and
accumulated impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The
cost of self-constructed assets includes the cost of materials, direct labour, any other costs
directly attributable to bringing the assets to a working condition for their intended use, and
the costs of dismantling and removing the items and restoring the site on which they are
located.

Where an item of Property, Plant and Equipment comprises major components having
different useful lives, they are accounted for as separate items of Property, Plant and
Equipment.

Gains and losses on disposal of an item of Property, Plant and Equipment are determined
by comparing the proceeds from disposal with the carrying amount of Property, Plant and
Equipment, and are recognised net within “Other Operating Income / Expense” in the
Statement of Profit or Loss and Other Comprehensive Income.

b) De-Recognition

The carrying amount of an item of Property, Plant and Equipment is derecognised on
disposal or when no future economic benefits are expected from use or disposal. The gains
or losses arising from de-recognition of an item of Property, Plant and Equipment is included
in the Statement of Profit or Loss and Other Comprehensive Income when the item is
derecognised.

c) Subsequent Expenditure

The cost of replacing part of an item of Property, Plant and Equipment is recognised in the
carrying amount of the item if it is probable that the future economic benefits embodied
within the part will flow to the Company and its cost can be measured reliably. The costs of
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the day-to-day servicing of Property, Plant and Equipment are recognised in the Statement
of Profit or Loss and Other Comprehensive Income as incurred.

d) Depreciation

Depreciation is recognised in the Statement of Profit or Loss and Other Comprehensive
Income on a straight-line basis over the estimated useful lives of items of Property, Plant
and Equipment. Land is not depreciated. The estimated useful lives for the current and
comparative periods are as follows:

Freehold Buildings 35 years
Plant and Machinery 10 - 25 years
Tools, Furniture and Office Equipment 5 years
Motor Vehicles 5 years
Information Systems (IS) Equipment 3-byears

Depreciation on asset begins when it is available for use and ceases at the earlier of the date
that the assets are classified as held for sale or the date that the assets are derecognised.

Borrowing cost incurred during the course of construction are capitalised if the assets
under construction are significant and if their construction requires a substantial period to
complete. The capitalisation rate is determined on the basis of the appropriate borrowing
rate for the period of construction.

The useful lifetime, depreciation methods and residual values are reassessed annually or on
an earlier date where any circumstances indicate such assessment is required.

Improvements on leasehold buildings and buildings constructed on leasehold land are
depreciated over the lower of their useful economic life or unexpired period of lease.

e) Capital Work-In-Progress

Capital expenses incurred during the year on assets, which are not completed as at the date
of Statement of Financial Position, are shown as Capital Work-In- Progress whilst the capital
assets which have been completed during the year and put to use have been transferred to
Property, Plant and Equipment.

f) Leased Assets
Buildings constructed by the Company on leasehold land are capitalised and included under
the category “Leasehold Building”.
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3.4. Intangible Assets
Intangible assets that are acquired by the Company, which have finite useful lives, are
measured at cost less accumulated amortisation and accumulated impairment losses.

a) Recognition and Measurement

An intangible asset is recognised if it is probable that the future economic benefits that are
attributable to the asset will flow to the entity and cost can be measured reliably and carried
at cost less accumulated amortisation and accumulated impairment losses.

b) Subsequent Expenditure

Subsequent expenditure is capitalised only when it increases the future economic benefits
embodied in the specific asset to which it relates. All other expenditure is recognised in the
Statement of Profit or Loss and Other Comprehensive Income as incurred.

¢) Amortisation

Amortisation is recognised in the Statement of Profit or Loss and Other Comprehensive
Income on a straight-line basis over the estimated useful lives of intangible assets from the
date that they are available for use.

d) Retirement and Disposal

An intangible asset is derecognised on disposal or when no future economic benefits are
expected from its use and subsequent disposal.

3.5. Impairment

a) Financial Asset

Afinancial asset not classified at fair value through profit or loss, is assessed at each reporting
date to determine whether there is objective evidence that it is impaired. A financial asset is
impaired if there is objective evidence of impairment as a result of one or more events that
occurred after the initial recognition of the asset, and if the loss event that had an impact on
the estimated future cash flows of that asset can be estimated reliably.

Objective evidence that financial assets are impaired includes default or delinquency by
a debtor, indications that a debtor or issuer will enter bankruptcy, adverse changes in the
payment status of borrowers and economic conditions that correlate with defaults.

i. Loans and Receivables
The Company considers evidence of impairment for financial assets, measured at amortised
cost, at both specific asset and collective level. All individually significant assets are assessed

for specific impairment. Those found not to be specifically impaired are then collectively
assessed for any impairment that has been incurred but not yet identified. Assets that are
not individually significant are collectively assessed for impairment by grouping together
assets with similar risk characteristics.

ii. Available for Sale Financial Assets

At each reporting date the Company assesses whether there is any objective evidence that
an asset or a group of assets is impaired. In the case of equity investments classified as
available-for-sale, objective evidence would include a ‘Significant” or ‘Prolonged’ decline in
the fair value of the investment below its cost. ‘Significant’ is evaluated against the original
cost of the investment and ‘Prolonged’ against the period for which the fair value has been
below its original cost. Where there is evidence of impairment, the cumulative impairment
loss measured as the difference between the acquisition cost and the current fair value, is
recognised in Profit or Loss and removed from Other Comprehensive Income.

b) Non-Financial Asset

The carrying amounts of the Company’s assets are reviewed at each date of the Statement
of Financial Position to determine whether there is any indication of impairment. If any such
indication exists, the asset’'s recoverable amount is estimated.

For impairment testing, assets are grouped together into the smallest group of assets that
generate cash flows from continuing use that are largely independent of cash flows of other
assets and cash generating units.

An impairment loss is recognised whenever the carrying amount of an asset or its cash
generating unit exceeds its recoverable amount. Impairment losses are recognised in the
Statement of Profit or Loss and Other Comprehensive Income.

i. Calculation of Recoverable Amount

The recoverable amount of assets is the greater of its value in use and fair value, less costs
to sell. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of
the time of value of money and the risks specific to the asset. For an asset that does not
generate largely independent cash inflows, the recoverable amount is determined for the
cash generating unit to which the asset belongs.

ii. Reversal of Impairment

Impairment losses recognised in prior periods are assessed at each reporting date for any
indication that the loss has decreased or no longer exists.
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Animpairment loss is reversed if there has been a change in the estimates used to determine
the recoverable amount.

An impairment loss is reversed only to the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognised.

3.6. Inventories

Inventories are stated at the lower of cost and net realizable value. Raw materials and
purchased finished goods are valued at purchase cost on First in First Out (FIFO) basis. In the

case of manufactured inventories and work-in-progress, cost includes all direct expenditure
and production overheads based on the normal level of activity.

Net realisable value is the price at which inventories can be sold in the normal course
of business after allowing for the cost of realisation and, where appropriate, the cost
of conversion from their existing state to a finished condition. Provision is made where
necessary for obsolescence, slow-moving and defective stocks.

3.7. Employee Benefits

a) Defined Benefit Plan

A defined benefit plan is a post-employment benefit plan other than a defined contribution
plan. The Company’s net obligation in respect of defined benefit plans is calculated
separately for each plan by estimating the amount of future benefit that employees have
earned in return for their service in the current and prior periods; that benefit is discounted
to determine its present value. The fair value of any plan asset is deducted. The Company
determines the Net Interest Expense / (Income) on the Net Defined Benefit Liability / (Asset)
for the period by applying the discount rate used to measure the defined benefit obligation
at the beginning of the annual period to the Net Defined Benefit Liability / (Asset), taking
into account any change in the net defined benefit liability during the period as a result of
contributions and benefit payments.

The calculation is performed annually by an independent actuary using the “Projected Unit
Credit Method” . When the calculation results in a benefit to the Company, the recognised
asset is limited to the present value of economic benefits available in the form of any future
refunds from the plan or reductions in future contributions to the plan. In order to calculate
the present value of economic benefits, consideration is given to any minimum funding
requirements that apply to any plan in the Company. An economic benefit is available to the
Company if it is realisable during the life of the plan, or on settlement of the plan liabilities.
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Re-measurements arising from defined benefit plans comprise actuarial gains and losses,
the return on plan assets (excluding interest) and the effect of the asset ceiling (if any,
excluding interest). The Company recognises them immediately in Other Comprehensive
Income. All other expenses related to defined benefit plans is recognised in the Statement
of Profit or Loss and Other Comprehensive Income.

When the benefits of a plan are changed, the portion of the changed benefit related to past
service by employees is recognised immediately in profit or loss when the plan amendment
occurs.

The liability to Retirement Benefit Obligation under the payment of Gratuity Act No. 12 of
1983 is a defined benefit plan covering 833 employees of the Company. The pre-1996 liability
is unfunded and provided for by way of an accounting provision in the financial statements of
the Company, in accordance with Sri Lanka Accounting Standard No.19 — Employee Benefits
(LKAS 19). The liability subsequent to this date is funded by way of an insurance policy.

The movement of the obligation during the year and assumptions used for actuarial valuation
are disclosed in Note 19 to the financial statements.

b) Defined Contribution Plans — Mercantile Services Provident Society, Employee
Provident Fund and Employee Trust Fund

A defined contribution plan is a post-employment benefit plan under which an entity pays
fixed contributions into a separate entity and will have no legal or constructive obligation to
pay further amounts. Obligations for contributions to defined contribution pension plans are
recognised as an employee benefit expense in the Statement of Profit or Loss and Other
Comprehensive Income when they are due.

All employees of the Company are members of either the Mercantile Service Provident
Society (MSPS) or Employee Provident Fund (EPF) to which the Company contributes 12%,
and Employee Trust Fund (ETF), to which the Company contributes 3% of such employees’
wages or salary.

In addition to the statutory contributions mentioned above, the Company commenced
contributions of 2% (for employees over 5 years) & 5% (for employees over 10 years) to
the MSPS under a new defined contribution scheme offered to employees joining after 1
January 2006 from July 2014 onwards.

c) Share-Based Payments
The Company participates in the Nestlé Performance Stock Unit plan of Nestlé S.A, the
parent Company, where selected employees are granted rights to obtain the stock units of
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Nestlé S.A. This represents a cash settled share-based payments arrangement in accordance
with SLFRS 2 Share Based payment. Accordingly, the grant-date fair value of stock units
granted to employees is recognised as an employee expense, with a corresponding increase
in liability over the period that the employees become unconditionally entitled to the awards.
Until the liability to the parent Company is settled, the liability is re-measured at each
reporting date and at the settlement date, with any changes in the Statement of Profit or
Loss and Other Comprehensive Income.

3.8. Liabilities and Provisions

Liabilities and provisions are recognised in the Statement of Financial Position when there
is a present legal /constructive obligation as a result of the past events, the settlement
of which is expected to result in an outflow of resources embodying economic benefits.
Obligations payable at the demand of the creditor, or within one year of the reporting date,
are treated as current liabilities in the Statement of Financial Position. Liabilities payable
after one year from the reporting date are treated as non-current liabilities in the Statement
of Financial Position.

Dividends

Dividends are recognised as a liability in the period in which they are declared and approved
for distribution.

3.9. Revenue

Sale of Goods

Revenue from the sale of goods is measured at fair value of the consideration received or
receivable, net of returns, trade discounts and volume rebates. Revenue is recognised when
the significant risks and rewards of ownership have been transferred to the buyer, recovery
of the consideration is probable, the associated cost and possible return of goods can be
estimated reliably and there is no continuing management involvement with goods, and the
amount of the revenue can be measured reliably.

Transfer of risks and rewards vary depending on the individual terms of the contract of sale.
3.10.  Other Operating Income
a) Gain / Loss from Sale of Property, Plant and Equipment

Any gains or losses on retirement or disposal of Property, Plant and Equipment are recognised
in the period in which the sale occurs and is classified as Other Operating Income or Expense.

b) Other Income
Other income is recognised on an accrual basis.

3.11.  Expenses

Expense Recognition

a) Revenue Expenditure

The profit earned by the Company, as shown in the Statement of Profit or Loss and Other
Comprehensive Income, is after providing for all known liabilities and for depreciation of
Property, Plant and Equipment.

For the purpose of presentation of the Statement of Profit or Loss and Other Comprehensive
Income, the Directors are of the opinion that the function of expenses method presents fairly
the elements of the enterprise’s performance, hence such presentation method is adopted.

b) Capital Expenditure

Expenditure incurred for the purpose of extending or improving assets of apermanent
nature, by means to carry on the business or for the purpose of increasing the earning
capacity of the business, has been treated as capital expenditure.

Gains or losses of revenue nature, on the disposal of Property, Plant and Equipment, have
been accounted for in the Statement of Profit or Loss and Other Comprehensive Income.

c) Operating Lease Payments

Payments made under operating leases are recognised in the Statement of Profit or Loss
and Other Comprehensive Income on a straight-line basis over the term of the lease.

3.12. Finance Income and Finance Expenses

Net finance expenses comprise of interest payable on borrowings, interest receivable on

funds invested and foreign exchange gains and losses that are recognised in the Statement
of Profit or Loss and Other Comprehensive Income.

Interest income is recognised in the Statement of Profit or Loss and Other Comprehensive
Income under the accrual basis unless collectability is in doubt.

All'interest and other costs incurred in connection with borrowings are expensed as incurred,
as part of net finance expenses.

Enhancing quality of life and contributing to a healthier future



3.13. Income Tax Expense

Income tax expense for the year comprises current and deferred tax. Income tax is recognised
in the Statement of Profit or Loss and Other Comprehensive Income except to the extent
that it relates to items recognised directly in equity, in which case it is recognised in equity.

a) Current Tax

Current tax is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at the reporting date as per the provisions of the Inland
Revenue Act No. 10 of 2006 and any adjustment to tax payable in respect of previous years.

b) Deferred Tax

Deferred tax is recognised in respect of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
taxation purposes.

Deferred tax is measured at the tax rates that are expected to be applied to temporary
differences when they reverse, based on the laws that have been enacted or substantively
enacted by the reporting date.

Adeferred tax assetisrecognised for unused tax losses and deductible temporary differences,
to the extent that it is probable that future taxable profits will be available against which they
can be utilised. Deferred tax assets are reviewed at each reporting date and are reduced to
the extent that it is no longer probable that the related tax benefit will be realised.

3.14.  Statement of Cash Flows

The Cash Flow Statement has been prepared using the indirect method in accordance with
Sri Lanka Accounting Standard No. 7 — Statement of Cash Flows (LKAS 7).

3.15. Related Party Transactions

Disclosure has been made in respect of the transactions in which one party has the ability to

control or exercise significant influence over the financial and operating policies / decisions
of the other, irrespective of whether a price is being charged or not.

The relevant details are disclosed in the respective Notes to the Financial Statements.
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3.16.  Earnings Per Share (EPS)

Basic EPS is calculated by dividing the profit or loss attributable to ordinary Shareholders of
the Company by the weighted average number of ordinary shares outstanding during the
year.
3.17. Operating Segments

A segment is a distinguishable component of the Company that is engaged either in providing
related products or services (business segment), or in providing products or services within
a particular economic environment (geographical segment), which is subject to risks and
returns that are different from those of other segments.

Nestlé Lanka PLC is primarily involved in the business of manufacturing, marketing, selling
and distribution of food and beverage products. The entire business is organised as one
segment for making operating decisions in assessing performance by the Chief Operating
Decision Maker. Further, information of the business is reported to the Chief Operating
Decision Maker as a whole. Therefore the Board of Directors are of the opinion that there
are no identifiable operating segments within the Company and therefore the disclosure
requirements of SLFRS 8 will not be applicable to Nestlé Lanka PLC.

3.18. Borrowing Costs

Borrowing costs are recognised as an expense in the period in which they are incurred,
except to the extent that they are directly attributable to the acquisition, construction or
production of a qualifying asset of Property, Plant and Equipment, in which case they are
capitalised as part of the cost of the asset.

3.19. Comparative Information

Comparative information has been reclassified where necessary to conform to the current
year's presentation.

3.20. Commitments and Contingencies

Contingencies are possible assets or obligations that arise from a past event, and whose

existence is existence confirmed only on the occurrence or non-occurrence of uncertain
future events which are beyond the Company's control.
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3.21.  Events Occurring After the Reporting Period

All material events occurring after the reporting period have been considered, disclosed and adjusted where applicable.

4.  New Accounting Standard Issued But Not Effective as at the Reporting Date

The Institute of Chartered Accountants of Sri Lanka has issued the following new Sri Lanka
Accounting Standard which will become applicable for financial periods beginning on or after
1 January 2018 or at a later date.

Sri Lanka Accounting Standard — SLFRS 9 “Financial Instruments” Effective for
Annual Periods Beginning on or After 1st of January 2018

SLFRS 9 brings together all three aspects of the accounting for the financial instruments i.e.
classification and measurement, impairment and hedge accounting. SLFRS 9 is effective for
annual periods beginning on or after 1st January 2018, with early application is permitted.
Except for hedge accounting, retrospective application is required, but providing comparative
information is not compulsory. For hedge accounting the requirements are generally applied
prospectively with some limited exceptions.

The Company plans to adopt the new standard on the required effective date. During the
financial year, the Company has performed an impact assessment of all three aspects of
SLFRS 9 and the Company expects no impact to its Statement of Profit or Loss and other
Comprehensive Income or Statement of Financial Position. This assessment is based on
currently available information and may be subject to changes arising from further analysis.

Sri Lanka Accounting Standard - SLFRS 15 Revenue from Contracts with Customers
Effective for Annual Periods Beginning on or After 1st of January 2018

SLFRS 15 establishes a five-step model to account for revenue arising from contracts
with customers. Under SLFRS 15, revenue is recognised at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for transferring goods or
services to a customer.

The new standard will supersede all current revenue recognition requirements under SLFRS.
Either a full retrospective application or a modified retrospective application is required for

annual periods beginning on or after 1st January 2018. Early adoption is permitted. The
Company plans to adopt the new standard on the required effective date using the full
retrospective method. During the year, the Company performed an assessment of SLFRS
15 and determined that its impact on the financial statements would be insignificant. This
assessment is based on currently available information and may be subject to changes
arising from further analysis.

Sri Lanka Accounting Standard - SLFRS 16 Leases Effective For Annual Periods
Beginning on or After 1st of January 2019

SLFRS 16 replaces LKAS 17 Leases and related interpretations. SLFRS 16 sets out the
principles for the recognition, measurement, presentation and disclosure of leases and
requires lessees to account for all leases under a single on-balance sheet model similar to
the accounting for finance leases under LKAS 17. At the commencement date of a lease, a
lessee will recognise a liability to make lease payments (i.e., the lease liability) and an asset
representing the right to use the underlying asset during the lease term (i.e., the right-of-use
asset). Lessees will be required to separately recognise the interest expense on the lease
liability and the depreciation expense on the right-of-use asset.

SLFRS 16 is effective for annual periods beginning on or after 1st January 2019. Early
application is permitted, but not before an entity applies SLFRS 15. A lessee can choose to
apply the standard using either a full retrospective or a modified retrospective approach. The
standard'’s transition provisions permit certain relief.

In 2018, the Company plans to assess the potential effect of SLFRS 16 on its financial
statements.

Enhancing quality of life and contributing to a healthier future
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S . Revenue

For the year ended 31 December Rs?)g;l)z nggég
Local Revenue 33,586,356 33,122,595
Exports Revenue 5,983,533 5,065,652
Total Revenue 39,569,889 38,188,247
Less : Trade Discounts and Volume Rebates (1,968,417) (1,726,552)
Revenue 37,601,472 36,461,695
6. Other Operating Expenses
For the year ended 31 December Rs%)(())Z)Z nggég
Gain / (Loss) on Sale of Property, Plant and Equipment (8,393) 14,584
Net Foreign Exchange Loss (87,799) (80,467)
Income from Scrap Sales 50,856 52,901
(45,336) (12,982)
7. Results from Operating Activities
7.0 Results from Operating Activities are Stated after Charging / (Crediting) All Expenses Including the Following:
For the year ended 31 December Rsf)gZ)Z nggz)g
Depreciation 639,117 625,058
Provision for Obsolete Inventories and Inventory Written Off 193,036 153,298
Technical Assistance Fee 1,762,361 1,661,372
Operating Lease Payment 809 809
Auditors Remuneration - Audit 3,750 3,550
- Audit related - 100
- Non-Audit 1,908 1,825

Nestlé Lanka PLC | Annual Report 2017
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For the year ended 31 December nggg)z nggg)g
Provision for Impairment of Trade Receivables, Net of Write-Offs 12,604 11,909
Legal Fees 15,777 12,922
Non-Executive Director’s Fees 1,700 1,200
Employees Benefit Expenses (Note 7.1) 2,318,696 2,190,313
71 Employees Benefit Expenses
For the year ended 31 December Rs%)gg)z Rs(z)gg)(s;
Personnel Costs
Executive Directors’ Emoluments 54,467 50,921
Salaries and Wages 1,553,600 1,462,534
Provision for Retirement Benefit Obligations (Note 19.3) 102,660 105,390
122
Contributions to EPF, MSPS and ETF
Employees’ Provident Fund and Mercantile Services Provident Society 127,978 120,357
Employees’ Trust Fund 38,820 34,405
Other Benefits 441,171 416,706
2,318,696 2,190,313
8. Net Finance Income / (Expenses)
For the year ended 31 December nggg)z nggg)g
Finance Income
Interest on Deposits 1,796 9,896
Gain on Foreign Currency / Liquid Assets 2,128 6,080
Interest on Staff Loans 26,976 17,118
30,900 33,095
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For the year ended 31 December Rsf)gZ)Z nggg)g

Finance Expenses

Interest on Short Term Borrowings and Overdrafts (225,311) (43,732)

Loss on Foreign Currency / Liquid Assets (850) -

Borrowing Costs Capitalised - Transferred to Additions During the Year (Note 13) 52,441 -
(173,720) (43,732)

Net Finance Expenses (142,820) (10,637)

9.  Income Tax Expense

For the year ended 31 December Rs%)g;l)z nggég

Current Tax Expenses

Tax on Current Year Profits (Note 9.2) 1,074,414 1,221,144

Under / (Over) Provision in Respect of Previous Years (14,997) -
1,059,417 1,221,144

Deferred Tax Expenses

Origination / (Reversal) of Temporary Differences (Note 20.1) 39,414 92,172

Income Tax Expense 1,098,831 1,313,316

9.1

(a) The corporate income tax rate applicable to Nestlé Lanka PLC is 28%, while qualifying  (c) Deferred tax has been computed using the income tax rate of 28%.

export profits are taxed at a concessionary rate of 12%, and profits from the Ready-To-Drink

milk business are taxed at the rate of 10%. Profits with respect to off-shore business earned  (d) Investments made in Property, Plant and Equipment from 1 April 2011 to 31 March 2014
on the expansion of the existing business is eligible for Qualifying Payment Relief (QPR) at

in foreign currency are exempt from income tax.

the rate of 256% every year over a four year period.

(b) The full benefit of capital allowances arising in terms of section 25 of the Inland Revenue
Act No. 10 of 2006 has been taken into account in determining income tax expense on
profits for the year.

Nestlé Lanka PLC | Annual Report 2017
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Reconciliation Between Accounting Profit and Taxable Profit

For the year ended 31 December Rs(z)gg)z nggg)es;
Accounting Profit Before Tax 4,733,048 5,712,078
Adjustments Relating to Disallowances 291,144 258,540
Adjustments Relating to Capital Allowances (143,308) (295,524)
Profit from Tax Exempted Operations (445,497) (419,159)
Qualifying Payment Relief for Investment - (104,871)
Taxable Profit 4,435,387 5,151,064
Income Tax at 10% 46,502 75,705
Income Tax at 12% 62,916 63,665
Income Tax at 28% 964,996 1,081,774
Tax on Current Year Profit 1,074,414 1,221,144

10. Basic and Diluted Earnings Per Share (EPS)

The calculation of earnings per share is based on the profit for the year attributable to ordinary ~ Net profit attributable to ordinary Shareholders and weighted average number of ordinary
Shareholders, divided by the weighted average number of ordinary shares outstanding  shares are given below:
during the year.

2017 2016
Profit Attributable to Ordinary Shareholders (Rs'000s) 3,634,217 4,398,762
Weighted Average Number of Shares 53,725,463 53,725,463
Basic and Diluted Earnings Per Share (Rs.) 67.64 81.87
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11. Dividend Per Share

(a) The Directors have declared an interim dividend of Rs. 25.00 per share on 22 February  c¢) The dividend per share calculation is based on the total dividend attributable to ordinary
2018 and have also proposed a final dividend of Rs. 25.00 per share for the year ended 31  Shareholders of Rs. 2,686,273,150 (2016 — Rs. 4,298,037,040) divided by the number of
December 2017 to be approved at the Annual General Meeting to be held on 7 May 2018.  ordinary shares as at the reporting date.

In accordance with Sri Lanka Accounting Standard Events After the Reporting Period (LKAS

10), the interim dividend and final dividend has not been recognised as a liability as at 31

December 2017.

b) However, for the purpose of computing dividend per share, an interim dividend of
Rs.1,343,136,575 (Rs.25.00 per share) was declared on 22 February 2018, and a final
dividend to be approved has been taken into consideration.

12. Property, Plant and Equipment

Tools

Furniture Information ]25
Freehold Freehold Leasehold Plant and and office Motor System
Land Buildings Buildings Machinery Equipment Vehicles Equipment Total

Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s
Cost
Balance as at 1 January 2016 17,925 126,003 1,999,149 5,855,781 1,526,685 235,784 257,763 10,019,090
Additions During the Year - - 96,509 326,232 104,886 518 24,114 552,259
Transferred from Capital - - 32,389 74,409 22,868 13,931 - 143,597
Work-In-Progress
Disposals During the Year - - (27,942) (21,669) (21,133) (63,216) - (133,960)
Balance as at 31 December 2016 17,925 126,003 2,100,105 6,234,753 1,633,306 187,017 281,877 10,580,986
Depreciation
Balance as at 1 January 2016 - 32,116 347,016 2,739,619 1,025,416 210,722 186,759 4,541,648
Charge For the Year - 3,200 59,908 352,608 169,984 13,205 26,153 625,058
On Disposals - - (8,439) (19,004) (20,583) (62,346) - (110,372)
Balance as at 31 December 2016 - 35,316 398,485 3,073,223 1,174,817 161,581 212,912 5,056,334
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Tools
Furniture Information
Freehold Freehold Leasehold Plant and and office Motor System
Land Buildings Buildings Machinery Equipment Vehicles Equipment Total
Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s
Cost
Balance as at 1 January 2017 17,925 126,003 2,100,105 6,234,753 1,633,306 187,017 281,877 10,580,986
Additions During the Year - 1,079 63,625 19,561 83,280 8,741 85,860 262,146
Transferred from Capital - 2,654 15,708 102,287 44,470 6,654 2,683 174,356
Work-in-Progress
Disposals During the Year - - (295) (93,956) (57,814) (15,011) (11,282) (178,358)
Balance as at 31 December 2017 17,925 129,736 2,179,143 6,262,645 1,703,242 187,401 359,038 10,839,130
Depreciation
Balance as at 1 January 2017 - 35,316 398,485 3,073,223 1,174,817 161,581 212,912 5,056,334
Charge For the Year - 3,416 63,552 375,932 149,408 8,630 38,179 639,117
On Disposals - - (190) (81,889) (567,133) (15,011) (11,280) (165,503)
Balance as at 31 December 2017 - 38,732 461,847 3,367,266 1,267,092 155,200 239,811 5,529,948
Written Down Value 17,925 90,687 1,701,620 3,161,530 458,489 25,436 68,965 5,524,652
as at 31 December 2016
\Written Down Value 17,925 91,004 1,717,296 2,895,379 436,150 32,201 119,227 5,309,182

as at 31 December 2017"

Property, Plant and Equipment includes fully depreciated assets which are in use, the cost
of which as at the reporting date amounted to Rs. 2,371 million (2016 - Rs. 2,159 million)

The Property situated at No.440, T.B. Jayah Mawatha, Colombo 10 (Area- 47,260 sq. ft.) was
valued on 22 July 2016 by an Independent Chartered Valuer. The valuation method adopted
was the Market Comparable Method.

However, the effect on revaluation has not been considered in the financial statements; the
said properties are stated at cost.

Freehold Land
Freehold Buildings

Rs.
Rs.

Enhancing quality of life and contributing to a healthier future
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The carrying amounts of Freehold Land and Buildings (three buildings), had it been revalued,
amounted to:
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13. Capital Work-In-Progress

2017 2016

Rs.’000s Rs.’000s

Balance as at 1 January 455,619 143,597
Capitalised During the Year (174,356) (143,597)
Additions During the Year 2,204,240 455,619
Balance as at 31 December 2,485,503 455,619

Borrowing cost capitalised by the Company on qualified assets during the financial year amounted to Rs. 52 million (2016 - Nil). The average rate of borrowing cost eligible for capitalisation
is 9.38% (2016 - Nil).

14 . Inventories

2017

As at 31 December Rs.‘O(())Os nggég 127
Raw Materials 786,449 1,252,420
Packing Materials 211,406 248,745
Finished Goods 1,196,445 1,563,483
Energy, Technical Materials 221,277 213,708
Work-In-Progress 92,876 119,631
2,508,453 3,397,987
Goods-In-Transit 396,830 579,163
2,905,283 3,977,150
Less : Provision for Obsolete Inventories (Note 14.1) (35,669) (41,653)
2,869,614 3,935,497

141 Provision for Obsolete Inventories

2017 2016
Rs.’000s Rs.’000s
Balance as at 1 January 41,653 33,613
Charge / (Reverse) During the Year (5,984) 8,040
Balance as at 31 December 35,669 41,653
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15 Trade and Other Receivables

As at 31 December Rs(z)gg)z nggz)g
Trade Receivables (Note 15.1) 3,149,859 1,999,032
Other Receivables (Note 15.2) 815,930 730,553
3,965,789 2,729,585

15.1 Trade Receivables
As at 31 December 2017 2016
Rs.’000s Rs.’000s
Trade Receivables 3,267,413 2,108,982
Less: Provision for Impairment Loss (Note 15.1.1) (117,554) (104,950)
3,149,859 1,999,032

]28 15.1.1  Provision for Impairment Loss

2017 2016
Rs.’000s Rs.’000s
Balance as at 1 January 104,950 93,041
Provision made During the Year, Net of Write-Offs 12,604 11,909
Balance as at 31 December 117,554 104,950

15.2 Other Receivables
As at 31 December nggg)z nggz)g
Prepayments 396,239 276,229
Derivative Asset - Forward Exchange Contract 779 205
Refundable Deposits and Non-Trade Receivables 54,153 87,763
Loans to Employees (Note 15.2.1) 364,759 366,356
815,930 730,553
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15.2.1 Loans to Employees

2017 2016

Rs.’000s Rs.’000s

Balance as at 1 January 366,356 318,650
Granted During the Year 118,258 173,602
Repaid During the Year (119,855) (125,896)
Balance as at 31 December 364,759 366,356

Loans to employees are disbursed to employees of the Company excluding Directors. The quantum of each loan in excess of Rs. 30,000 has been granted to 418 employees (2016 - 410
employees).

16. Amounts Due from Related Parties

As at 31 December 2017 2016 129
Rs.’000s Rs.’000s
Nestlé UK Ltd 42,173 9,641
Nestlé Taiwan Ltd - 11,384
Nestlé Australia Ltd 14,609 17,161
Nestrade S.A 8,468 46,651
Nestlé (PNG) Ltd 7,330 5,456
Nestlé Middle East FZE 219,683 60,671
Nestlé India Ltd 236,874 15,311
Nestlé Jamaica Ltd 77,045 30,790
Nestlé Trinidad and Tobago Ltd 90,160 39,425
Nestlé Panam4, S.A. 5,604 2,846
Nestlé Caribbean, Inc. 13,035 5,381
Nestlé USA,Inc. - 21
Nestlé R&D Center (Pte) Ltd - 1,035
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As at 31 December nggéz ngg:)g
Nestlé Singapore (Pte) Ltd 4,354 2,114
Nestlé Business Services AOA, Inc. 296 70
Nestlé Japan Ltd 12,789 -
Nestlé Suisse S.A. 4,607 -
Nestlé Nigeria Plc 3,763 -
Nestlé Pakistan Ltd 1,257 -
Nestlé (Thai) Ltd 16,236 -
Marcas Nestlé S.A. de C.V 382 -
Nestlé Waters Marketing & Distribution 2,879 -
761,444 247,957
17. Cash and Cash Equivalents
po 1.1 Dscomr L
Favourable Balances
Balances with Banks 109,439 393,245
Money Market Placements 19,182 -
Cash in Hand 57 83
Cash and Cash Equivalents 128,678 393,328
Unfavourable Balances
Distributor Finance with Recourse to Nestlé Lanka PLC (164,038) (92,813)
Bank Overdrafts (522,249) (219,954)
Short Term Finance (1,850,000) -
Bank Overdrafts and Other Short Term Finance (2,536,287) (312,767)
Cash and Cash Equivalents at the End of the Year (2,407,609) 80,561

Enhancing quality of life and contributing to a healthier future
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2017 2016
As at 31 December Rs.’000s Rs.’000s
53,725,463 Ordinary Shares 537,255 537,255
The holders of ordinary shares are entitled to receive dividends as declared from time to time, and are entitled to one vote per share at meetings of the Company.
19. Retirement Benefit Obligations
2017 2016
As at 31 December Rs.’000s Rs.’000s
Pension Scheme
Present Value of Defined Benefit Obligations 613,670 589,930
Fair Value of Plan Assets (197,160) (141,220)
Present Value of Obligations 416,510 448,710
Gratuity Plan
Present Value of Defined Benefit Obligations 551,770 508,480
Fair Value of Plan Assets (514,090) (492,440)
Present Value of Obligations 37,680 16,040
Total Present Value of the Defined Benefit Obligations (Note 19.1) 1,165,440 1,098,410
Fair Value of Plan assets (Note 19.2) (711,250) (633,660)
Total Retirement Benefit Obligations 454,190 464,750

Employees who joined prior to 2006 and who hold a minimum 10 years of service, are
entitled to pension upon retirement at the age of 55 years. Currently, 26 employees who
retired are drawing a monthly pension.

The liability to Retirement Benefit Obligation under the Payment of Gratuity Act No. 12
of 1983, is a defined benefit plan covering 845 employees of the Company. The pre-1996
liability is unfunded and provided for by way of an accounting provision in the financial
statements of the Company in accordance with the Sri Lanka Accounting Standard No.19 -

Nestlé Lanka PLC | Annual Report 2017

Employee Benefits (LKAS 19). The liability subsequent to this date is funded by way of an
insurance policy.

The plan is partially funded by a policy obtained from AIA Insurance Lanka PLC (formally
known as AVIVA NDB Insurance PLC) on 31 December 1996. The policy covered only the
gratuity liability prior to June 2014, but was extended to cover the pension liability as well
from July 2014. AIA Insurance Lanka PLC has confirmed that the features of the policy
satisfy the definition of a “qualifying insurance policy”. The contributions to the fund by the
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Company are based on actuarial valuations carried out by AlA Insurance Lanka PLC. Using  to remain under the old scheme (remaining 31 December 2017 - 22). 100 employees with
the "“Projected Unit Credit Method” the Company expects to pay Rs. 103.80 million as  less than five years to retirement were offered the higher of the new scheme benefit and
contributions to its gratuity plan for the period ended 31 December 2018. Employees are not  the pension under the old scheme (remaining 31 December 2017 - 28).
required to contribute to this fund.

The Calculation is performed annually by a qualified actuary, M/s Towers Watson India (Pvt)
Employees under the Pension Scheme were provided an option to join a new Retirement  Ltd., using the “Projected Unit Credit Method”
Benefit Scheme at the end of June 2014. From the 330 eligible employees, 205 accepted
the new scheme offered (remaining 31 December 2017 - 192), while 25 employees opted

19.1 Movement in the Present Value of the Defined Benefit Obligations:

2017 2016
Rs.’000s Rs.’000s
Balance as at 1 January 1,098,410 1,118,180
Current Service Cost 60,210 62,560
Interest Cost 104,980 97,520
Remeasurements
132 Experience Loss 2,210 8,800
Actuarial Loss / (Gain) from Changes in Financial Assumptions 17,490 (45,260)
Benefits Paid (117,860) (143,390)
Balance as at 31 December 1,165,440 1,098,410
The weighted average duration of the defined benefit obligation at the end of the reporting period is as follows:
Pension Plan - 7 years
Gratuity Plan - 7 years
19.2 Movement in the Fair Value of Plan Assets:
2017 2016
Rs.’000s Rs.’000s
Balance as at 1 January 633,660 595,940
Contributions Paid into the Plan 102,030 92,730
Benefits Paid by the Plan (98,400) (111,390)
Interest Income on Plan Assets 62,530 54,690
Return of Plan Assets Greater than Discount Rate 11,430 1,690
Balance as at 31 December 711,250 633,660
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2017 2016
For the year ended 31 December Rs.’000s Rs.’000s
Current Service Cost 60,210 62,560
Net Interest on Net Defined Benefit Liability 42,450 42,830
102,660 105,390

The expense is recognised in the following line items in Profit and Loss
2017 2016
For the Year Ended 31 December Rs.’000s Rs.’000s
Cost of Sales 41,145 44,848
Marketing, Selling and Distribution Expenses 3,186 4,007
Administrative Expenses 58,329 56,535
102,660 105,390

Expected Benefit Payments

) . Pension Gratuity Total
The Expected Benefit Payment for the Year Ending Rs.‘000s Rs.‘000s Rs.‘000s
31 December 2018 50,020 38,470 88,490
31 December 2019 103,580 84,600 188,180
31 December 2020 133,190 111,650 244,840
31 December 2021 74,560 62,270 136,830
31 December 2022 58,480 41,760 100,240
31 December 2023 to 2027 454,410 457,850 912,260

The Income / (Expense) is Recognised in Other Comprehensive Income:
2017 2016
For the Year Ended 31 December Rs.’000s Rs.’000s
Actuarial Gain / (Loss) (19,700) 36,460
Surplus in Actual Return on Plan Assets 11,430 1,690
Actuarial Gain / (Loss) for the Year (8,270) 38,150
Deferred Tax Impact on Actuarial Gain / (Loss) 2,316 (10,682)
Actuarial Gain / (Loss) for the Year - Net of Tax (5,954) 27,468
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19.6 Actuarial Assumptions

Principal actuarial assumptions at the reporting date (expressed as weighted averages):

2017 2016
(1) Rate of Discount 10.0% 10.0%
(2) Future Salary Increase 9.7% 9.7%
(3) Future Pension Increase 6.0% 6.0%

Assumptions regarding future mortality are based on published statistics and mortality tables. The retirement age is assumed as 55 years.
The assumption made for the expected rate of return on assets have been derived by considering the best estimate for the expected long-term real rates of return and return from the main
asset classes.
19.6.1 Sensitivity Analysis
] 34 The calculation of the defined benefit obligation is sensitive to the assumptions set out above.

The following table summarises how the impact on the defined benefit obligation at the end of the reporting period would have increased / (decreased) as a result of a change in the
respective assumptions by 0.5%, holding other assumptions constant.

Defined Benefit Obligation

+0.5% -0.5%

Rs.’000s Rs.’000s

Rate of Discount (30,420) 32,090
Future Salary Increase 31,910 (30,610)
Future Pension Increase 4,250 (4,020)

If the mortality rates are scaled up / down by one year, the impact on the Defined Benefit Obligation of the Pension Scheme will be (Rs. 4,270) and Rs. 4,780 in ‘000s respectively while
there is no material impact on the Gratuity Liability.

19.7 The composition of Insurance Plan Asset is as follows:

2017 2016
Reporting Entity’s Own Financial Instruments Nil Nil
Property Occupied by, or Other Assets Used by, the Reporting Entity Nil Nil
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The Investment Portfolio of AIA Insurance Lanka PLC as at 31 December 2017 2016
Government Securities 42.46% 45.00%
Reverse Repurchase Agreements 5.14% 0.00%
Corporate Debt 28.44% 34.00%
Fixed Deposits 15.66% 17.00%
Equity 6.29% 4.00%
Policy Holder Loans 2.01% 0.00%

100.00% 100.00%

An interim return on Plan Assets of 8.44% was declared by AIA Insurance Lanka PLC for the year 2017. (2016 - 8.44%)

20. Deferred Tax Liabilities

2017 2016
Rs.’000s Rs.’000s
Balance as at 1 January 802,306 699,452
Charge for the Year (Note 20.1) 37,098 102,854 135
Balance as at 31 December (Note 20.2) 839,404 802,306
20.1 Deferred Tax Liability Provision/(Reversal) for the Year
2017 2016
Rs.’000s Rs.’000s
Profit for the Year 39,414 92,172
Other Comprehensive Income (2,316) 10,682
37,098 102,854
20.2 Movement in Temporary Differences During the Year
2017 2016
Rs.’000s Rs.’000s
Temporary Difference  Tax Effect Temporary Difference Tax Effect
Property, Plant and Equipment 3,866,790 1,082,701 3,729,683 1,044,311
Retirement Benefit Obligations (454,190) (127,173) (464,750) (130,130)
Other Provisions (414,729) (116,124) (399,555) (111,875)
Net Deferred Tax Liabilities 2,997,871 839,404 2,865,378 802,306
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21. Trade and Other Payables

2017 201
As at 31 December Rs.‘OgOS Rs.’O?)Ofss
Trade Payables 2,620,909 2,762,550
Derivatives - Forward Exchange Contract 733 440
Supplier Payables Relating to Capital Expenditure 863,247 429,120
Other Payables 1,285,322 1,176,104
4,770,211 4,368,214

22. Amounts Due to Related Parties

As at 31 December nggg)z Rs?)(())ég
7 Nestlé Deutschland AG 1,625 511
56 Nestlé France S.A.S. 1,509 4,194
Nestlé Waters Marketing & Distribution S.A.S. 30,663 4,044
Nestlé Waters Management & Technology 380 -
Nestlé Nederland B.V. 6,109 4,758
Nestrade S.A. 1,119 11,416
Nestec S.A. 23,123 769
Servcom S.A. 2,281 3,622
Société des Produits Nestlé S.A. 125,844 108,653
Nestlé Suisse S.A. 7,525 15,960
Nestlé Operational Services Worldwide S.A. 5,979 30,163
Nestlé Cameroun S.A. 30,068 6,556
Nestlé Dubai Manufacturing LLC 5,350 2,126
Nestlé Dongguan Ltd - 59
LOTTE - Nestlé (Korea) Co., Ltd 12,429 2,611
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As at 31 December Rs?)gZ)Z ngggg
Nestlé India Ltd 42,043 23,952
Nestlé R&D Centre India Private Ltd - 620
P.T. Nestlé Indonesia 4,326 3,096
Nestlé Japan Ltd - 750
Nestlé Products Sdn. Bhd. 30,985 5,863
Nestlé Asean (Malaysia) Sdn. Bhd. 6,652 3,771
Nestlé Manufacturing (Malaysia) Sdn. Bhd. 303,502 189,724
Nestlé Bangladesh Ltd - 11,019
Nestlé Pakistan Ltd 148 145
Nestlé Philippines, Inc. 227,999 141,362
CPW Philippines, Inc. 2,257 18,700
San Pellegrino S.P.A. 71 -
Nestlé Singapore (Pte) Ltd 195,284 264,380
Nestlé R&D Centre (Pte) Ltd 3,723 -
Nestlé ROH (Thailand) Ltd - 67
Nestlé (Thai) Ltd. 8,419 9,958
Nestlé Australia Ltd. 125,606 27,519
CP Turkey 1,744 -
Nestlé Brasil Ltda 4,021 2,717
Nestlé Middle East FZE 115 -
Nestlé Vietnam Ltd. 8,065 -
Nestlé USA Inc. 1,081 -

1,220,045 899,085
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23. Related Party Disclosure

23.1 Transactions With Related Companies

23.1.1 Recurrent Related Party Transactions

Name of the Company Relationship Transactions nggg Rs(z)gz)g
CPW Philippines, Inc. Affiliate Imports / Re-Export - (39,333)
Cereal Partners Gida Ticaret Affiliate Imports / Re-Export (1,744) -
LOTTE - Nestlé Korea Co Ltd Affiliate Imports (22,041) (16,083)
- Service Charges (22,487) -

Nestec S.A Affiliate :
Reimbursement (11,322) (2,653)
Nestlé (PNG) Limited Affiliate Exports 30,750 25,754
Exports 33,762 -
Nestlé (Thai) Limited Affiliate Reimbursement (590) -
Imports / Re-Export (24,587) (27,965)
Nestlé Asean (Malaysia) Sdn Bhd Affiliate Re-Export (12,027) (13,568)
Exports 72,017 59,709
Nestlé Australia Limited Affiliate Imports / Re-Export (151,989) (110,673)
Recoveries / Reimbursement 2,055 (185)
IT Service Charges (316,488) (253,705)
Exports - 13,711
Nestlé Bangladesh Limited Affiliate Imports - (16,076)
Reimbursement - (95)
Nestlé Brasil Ltda Affiliate Imports (543) (342)
Nestlé Business Service AOA Inc Affiliate Service Charges (1,231) (2,840)
Nestlé Cameroun Affiliate Imports / Re-Export (22,229) (6,581)
Nestlé Caribbean Affiliate Exports 23,040 14,859
Nestlé Deutschland AG Affiliate Technical (6,395) (2,203)
Nestlé Dubai Manufacturing LLC Affiliate Imports (7,557) (10,633)
Nestlé Dongguan Ltd. Affiliate Reimbursement - (59)
Nestlé France Affiliate Technical (11,202) (10,163)

Enhancing quality of life and contributing to a healthier future
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) . ) 2017 2016
Name of the Company Relationship Transactions Rs.’000s Rs.‘000s
Nestlé Ghana Limited Affiliate Reimbursement (119) -
Exports 734,972 404,662
o N Reimbursement / Recoveries (467) 25,215
Nestlé India Limited Affiliate
Imports (46,485) (25,098)
Technical / Service Charges (109,350) (108,751)
Nestlé Jamaica Limited Affiliate Exports 179,760 150,885
Exports 64,519 35,860
Nestlé Japan Limited Affiliate Recoveries - 550
Imports (1,935) (2,477)
Recoveries / Reimbursement 1,252 (74)
Nestlé Manufacturing (Malaysia) Sdn Bhd Affiliate Import / Re-Export (754,588) (671,174) 139
Technical (3,676) (2,331)
) . Exports 383 -
Nestlé Mexico S.A. de C.V. Affiliate :
Technical 188 (283)
) . Import (114) -
Nestlé Middle East FZE Affiliate
Exports 1,003,109 797,003
- Import (13,854) (13,223)
Nestlé Nederlands B.V. Affiliate i
Reimbursement - (95)
Nestlé Operational Services Worldwide S.A. Affiliate Service Charges (8,584) (38,673)
Nestlé Qingdao Limited Affiliate Recoveries 628 -
Nestlé Nigeria Plc Affiliate Reimbursement / Recoveries 3,773 (179)
Nestlé Panama S.A. Affiliate Exports 5,591 2,817
Nestlé Pakistan Affiliate Recoveries 1,247 -
R B Imports / Re-Export (1,038,608) (1,085,452)
Nestlé Phillipines Inc Affiliate i i
Recoveries / Reimbursement 485 -
) - Imports / Re-Export (61,287) (63,557)
Nestlé Products Sdn Bhd Affiliate i i
Recoveries / Reimbursement (4,314) 1,637
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Name of the Company Relationship Transactions Rs(z)gz)z Rs(z)gz)(s;
Exports - 751
Nestlé R & D Centre (Pte) Limited Affiliate Technical (25,201) (15,905)
Reimbursement (738) (1,218)
Nestlé R&D Centre India Private Limited Affiliate Reimbursement (83) (610)
Nestlé ROH (Thailand) Limited Affiliate Reimbursement (458) (96)
Nestlé Rossiya LLC Affiliate Imports / Re-Export (6,923) -
Nestlé S.A. Parent Dividend Payment / PSUP* (3,926,199) (3,174,696)
Exports 6,824 3,835
Nestlé Singapore (Pte) Limited Affiliate Recoveries 1,659 5,033
Imports (1,321,133) (1,530,535)
] - Exports 18,136 8,987
Nestlé Suisse S.A. Affiliate
Imports (12,919 (35,653)
Nestlé Servicios Corporativos Affiliate Reimbursement (893) -
Nestlé Taiwan Limited Affiliate Exports 27,455 37,771
Nestlé Trinidad and Tobago Limited Affiliate Exports 181,187 123,761
Nestlé UK Limited Affiliate Exports 132,305 105,840
Nestlé USA Inc. Affiliate Technical (8,153) (2,653)
Nestlé R&D Center, Inc. USA Affiliate Reimbursement (1,259) -
) - Import / Re-Export (13,682) -
Nestlé Vietnam Ltd. Affiliate i :
Recoveries / Reimbursement 133 (193)
Imports / Re-Export (30,689) (14,213)
Nestlé Waters Marketing Affiliate Recoveries 2,870 -
Technical (877) (763)
Recoveries 45,742 39,171
N Exports 180,774 162,344
Nestrade S.A. Affiliate i
Service charges (9,481) (8,692)
Imports (1,145) (5,538)

Enhancing quality of life and contributing to a healthier future
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. ) ) 2017 2016
Name of the Company Relationship Transactions Rs.‘000s Rs.‘000s
_ B Imports (11,658) (9,029)

P.T. Nestlé Indonesia Affiliate : i
Recoveries/Reimbursement 1,477 (835)
San Pellegrino SP A Affiliate Technical (70) (274)
Servcom S.A. Affiliate Service Charges (4,418) (5,638)
Société des Produits Nestlé S.A. Affiliate Technical Assistance Fee (1,762,361) (1,661,372)

* Exempted related party transactions as per section 9.5 (b) and (c) of Listing Rules.

Aggregated value of the Recurrent Related Party Transactions as a percentage of Gross Revenue is 21.79% (2016 - 20.54%), excluding Exempted Related Party Transactions.

23.1.2 Non-Recurrent Related Party Transactions

. . ) 2017 2016
Name of the Company Relationship Transaction Rs.‘000s Rs.‘000s 14]
Nestrade S.A. Affiliate Capital Expenditure - (25,952)

Transactions with Related Parties are carried out in the ordinary course of the business and were made on terms equivalent to those that prevail in arm’s length transactions.

23.2 Transactions with Key Management Personnel

Key management personnel include all the members of the Board of Directors of the Company having authority and responsibility for planning, directing and controlling the activities of the

Company.

2017 2016

Rs.’000s Rs.’000s

Short Term Employee Benefits 54,467 50,921

Directors’ Fees 1,700 1,200

Non-Cash Benefits 29,988 19,473

Share Based Payments 18,070 17,765

104,225 89,359

Loans to Directors
No loans were given to the Directors during the year.
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23.3 Share-Based Payments

The Company participates in the Nestlé Performance Stock Unit (PSU) plan of Nestlé S.A.  value of shares, is to be transferred to the employee. The Company has to pay Nestlé S.A.
whereby selected employees are granted non-tradable Performance Stock Units with the  an amount equivalent to the value of Nestlé S.A. shares on the date of vesting, delivered
right to obtain Nestlé S.A. shares or cash equivalents. Perfomance Stock Units are granted  to the employee. Provisions are made based on estimates, including the Nestlé S.A. share
to employees vest, subject to certain conditions, after completion of three years. Upon  price, over the vesting period of three years.

vesting, Nestlé S.A. determines whether shares, free of charge or cash equivalent to the

2017 2016

Rs.’000s Rs.’000s

Number of Shares Granted During the Year 2,968 2,478
Weighted Average Fair Value of PSU as at Period End 25,730 24,235
Total Expense Recognised in Profit & Loss 37,994 (7,362)
Carrying Amount as at the Reporting Date 63,698 48,403

There are no related party transactions other than those disclosed in Notes 16, 22, and 23

142 24 Commitments

(a) Capital Commitments
The capital commitment for the year 2017, which has been approved and contracted for, is Rs. 1,972 million (2016 - Rs. 884 million).

(b) Lease Commitment

The land in which the Nestlé Lanka's factory building is constructed was leased out from the Sri Lankan Government. As per the lease agreement, the land in Mahayaya Estate was leased
for 50 years from 25 March 1981.

The annual amount payable under the lease agreement is Rs. 809,310 from the year 2017 (2016 - Rs. 809,310), and the Government has the option to increase the lease payments every

five years subject to a maximum of 50% of the previous lease rental.

Non-Cancellable Operating Lease Commitments are as follows:

2017 2016

Rs.’000s Rs.’000s

Not Later Than One Year 809 809
Later Than One Year and Not Later Than Five Years 4,047 3,642
Later Than Five Years 12,747 13,961
17,603 18,412
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25. Contingent Liabilities

An Income Tax assessment for Rs. 204 million was issued to the Company for the years
of assessment 2013/14 and 2014/15. A formal appeal to the Commissioner General of
Inland Revenue has already been lodged, setting out our submissions and requesting for

26. Events Occurring After the Reporting Date

There were no material events occurring after the reporting date that require adjustment or
disclosure in the financial statements, other than the following;

® Aninterim dividend of Rs. 25.00 per share amounting to Rs. 1,343,136,575 was approved
on 22 February 2018 by the Board of Directors and will be paid on 15 March 2018.

27. Comparative Information

Notes to the Financial Statements

withdrawal of the assessment. The Company's of the view that provision is not required as
at reporting date since the Company believes it has a strong case.

There are no other material contingent liabilities other than those disclosed above.

® The Board of Directors has recommended a final dividend of Rs. 25.00 per share
amounting to Rs. 1,343,136,575 for the year ended 31 December 2017. This is to be
approved at the Annual General Meeting to be held on 7 May 2018.

Comparative information has been reclassified where necessary to conform to the current year's presentation.

28. Financial Risk Management

In the course of its business, the Company is exposed to a number of financial risks: credit
risk, liquidity risk, market risk (including foreign currency risk and interest rate risk) and price
risk.

The Board of Directors has the overall responsibility for the establishment and oversight of
the Company’s risk management framework. The Company’s risk management procedures
are established to identify and analyse the risks faced by the Company, set appropriate risk
limits, and to control and monitor risks to ensure adherence.

(a) Credit Risk
Credit risk arises when the counterparty may fail to perform its obligation. The major risk
in this regard arises from trade receivables, which are subject to credit limits and control

Nestlé Lanka PLC | Annual Report 2017

and approval procedures to minimise the extent of the Company's financial exposure. Bank
guarantees are also obtained to minimise the risk further.

The Company limits its exposure to credit risk by investing only in short term liquid assets,
and only with counter parties that have an existing business relationship at a global level with
Nestlé S.A. or locally with entities classified by Investment Grade.

The carrying amount of financial assets represents the maximum credit exposure. The
maximum exposure to credit risk at the reporting date was as follows.
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2017 2016
As at 31 December Rs.’000s Rs.’000s
Trade Receivables 3,149,859 1,999,032
Loans to Employees 364,759 366,356
Amount Due from Related Parties 761,444 247,957
Refundable Deposits and Non-Trade Receivables 54,153 87,763
4,330,215 2,701,108
Trade Receivables

144 Trade Receivables 3,267,413 2,103,982
Provision for Impairment Loss (117,554) (104,950)
3,149,859 1,999,032

The Ageing of Trade Receivables as at the reporting date were as:
Not Past Due 2,903,040 1,843,708
Past Due 1-30 Days 220,534 139,111
Past Due 31-60 Days 107,353 66,626
Past Due 61-90 Days 5,008 8,592
Past Due 91-120 Days - 1
Past Due More Than 120 Days 31,478 45,944
Provision for Impairment Loss (117,554) (104,950)
3,149,859 1,999,032

(b) Liquidity Risk
Liquidity risk arises when a Company encounters difficulties to meet commitments  manage this risk by limiting exposures in the instruments that may be affected by liquidity
associated with liabilities and other payment obligations. The Company’s objective is to  problems and by maintaining sufficient back-up facilities.
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The Contractual Maturities of Financial Liabilities are as Follows:

2017 2016
As at 31 December Rs.’000s Rs.’000s
Less than 6 Less than 6

Months 6 - 12 Months Months 6 - 12 Months
Trade Payables 2,620,909 - 2,762,550 -
Derivatives - Forward Exchange Contract 733 - 440 -
Supplier Payable Relating to Capital Expenditure 863,247 - 429,120 -
Other Payables 1,218,770 66,552 1,118,207 62,897
Bank Overdrafts and Distributor Finance Scheme 2,536,287 - 312,767 -
7,239,946 66,552 4,618,084 62,897

c) Market Risk
The Company is exposed to risk from movements in foreign currency exchange rates, interest rates and market prices that affect its assets, liabilities and anticipated future transactions.

145

The Company’s objective of market risk management is to manage and control market risk exposure within acceptable parameters, while optimizing the return and / or cost.

(d) Currency Risk
The Company is exposed to currency risk on sales, purchases and borrowings that are denominated in foreign currencies, primarily the US Dollar (USD), Singapore Dollar (SGD), Australian
Dollar (AUD) and Euro (EUR).

The exposures are managed within a prudent and systematic hedging policy in accordance with the Company’s specific needs. The Company manages its foreign currency exposure
through use of currency forwards when suitable.

Exposure to Currency Risk
The Company’s exposure to currency risk as at the reporting date can be summarised as follows:

As at 31 December R32.9010705 Rsz.?(;oGOs

EUR usSb SGD AUD EUR uUSbD SGD AUD
Receivables 2,879 1,305,013 - - 13,620 497,669 - -
Payables (53,389) (696,450) (42,232) (71,125) (40,242) (1,100,531) (111,535) (7,641)
Net Financial Position (50,510) 608,563 (42,232) (71,125) (26,622) (602,862) (111,535) (7,641)
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The following significant exchange rates are applied:

As at 31 December 2017 2016
uSD 153.40 149.70
EUR 183.37 157.38
SGD 114.75 103.46
AUD 119.55 108.10

Sensitivity Analysis
Strengthening / weakening of the EUR/ USD/ SGD/ AUD against the LKR (Lankan Rupee) as at 31 December 2017 would have affected the measurement of the financial instruments
denominated in foreign currencies, and the increase / decrease of profit or loss by the amount shown below.

Strengthening Weakening
Profit or Loss Profit or Loss
Rs.’000s Rs.’000s
146 As at 31 December 2017
USD (1% movement) 6,086 (6,086)
EUR (1% movement) (505) 505
SGD (1% movement) (422) 422
AUD (1% movement) (711) 711
As at 31 December 2016
USD (1% movement) (6,029) 6,029
EUR (1% movement) (266) 266
SGD (1% movement) (1,115) 1,115
AUD (1% movement) 76 (76)

(e) Interest Rate Risk
The Company'’s objective is to maintain an efficient operational interest cost structure to minimise the adverse effects of fluctuating interest rates.

(f) Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. \When measuring
fair value of an asset or liability, the Company uses observable market data as far as possible. Fair values are categorised into different levels in a fair value hierarchy based on the inputs
used in the valuation techniques.
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Level 1 : Inputs are unadjusted quoted prices in active markets for identical assets or  Level 3 : Inputs are inputs that are not based on observable market data (unobservable
liabilities. inputs).

Level 2 : Inputs are inputs other than quoted prices included within Level 1 that are
observable for the asset or liability either directly (i.e. as prices) or indirectly (i.e.
derived from prices).

Accounting Classifications and Fair Values
The following table shows the carrying amount and the fair value of financial assets and  information for financial assets and liabilities not measured at fair value, if the carrying
liabilities, including their values in the fair value hierarchy. It does not include the fair value = amount is a reasonable approximation of fair value.

Held for Loans and  Other Financial
Trading Receivables Liabilities Total
Rs.’000s Rs.’000s Rs.’000s Rs.’000s
As at 31 December 2017
Financial Assets 147
Trade and Other Receivables 779 3,965,010 - 3,965,789
Cash and Cash Equivalents - 128,678 - 128,678
779 4,093,688 - 4,094,467
Financial Liabilities
Trade and Other Payables 733 - 4,769,478 4,770,211
Bank Overdrafts and Other Short Term Finance - - 2,536,287 2,536,287
733 - 7,305,765 7,306,498
As at 31 December 2016
Financial Assets
Trade and Other Receivables 205 2,729,380 - 2,729,585
Cash and Cash Equivalents - 393,328 - 393,328
205 3,122,708 - 3,122,913
Financial Liabilities
Trade and Other Payables 440 - 4,367,774 4,368,214
Bank Overdrafts and Other Short Term Finance - - 312,767 312,767
440 - 4,680,541 4,680,981
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Rs.’000s
Level 1 Level 2 Level 3 Total
As at 31 December 2017
Financial Assets Measured at Fair Value
Forward Exchange Contracts - 779 - 779
- 779 - 779
Financial Liabilities Measured at Fair Value
Forward Exchange Contracts - 733 - 733
- 733 - 733
As at 31 December 2016
Financial Assets Measured at Fair Value
Forward Exchange Contracts - 205 - 205
- 205 - 205
148 Financial Liabilities Measured at Fair Value
Forward Exchange Contracts - 440 - 440
- 440 - 440

Cash and Cash Equivalents
The carrying amount of the cash and cash equivalents and balances with banks approximate the fair value, as these are short term in nature.

Trade and Other Receivables
Trade and other receivables are expected to be settled within one year of the reporting date, hence the discounting impact would be immaterial. Therefore the carrying amount approximates
the fair value as at the reporting date.

Trade and Other Payables

Trade and other payables are expected to be settled within one year of the reporting date, hence the discounting impact would be immaterial. Therefore the carrying amount approximates
the fair value as at the reporting date.
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For the Year Ended 31 December Rs(z)(())g)z Rs(z)gz)ts;
Revenue 37,601,472 36,461,695
Bought Out Goods and Services (24,292,124) (22,362,679)
Value Added 13,309,348 14,099,016
Rs.’000s % Rs.’000s %
To Government as Taxes / Duties 6,492,007 48.8 6,841,153 48.5
To Employees as Remuneration and Other Benefits 2,318,696 17.4 2,190,313 15.5
To Lenders as Interest 225,311 1.7 43,732 0.3
To Shareholders as Dividends 2,686,273 20.2 4,298,037 30.5
Retained with Business (Including Depreciation) 1,587,061 11.9 725,781 5.2
13,309,348 100.0 14,099,016 100.0

M To Government as Taxes / Duties
To Employees as Remuneration

M To Lenders as Interest

Il To Shareholders as Dividends

M Retained with Business (Including Depreciation)
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Ten Year Summary

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s
Statement of Comprehensive
Income
Revenue 19,111,985 19,427,135 21,422,984 25,575,780 28,571,488 30,913,413 32,902,885 34,702,511 36,461,695 37,601,472
Profit Before Tax 2,483,987 2,427,850 2,846,771 3,444,267 3,467,713 4,083,211 4,765,797 5,425,507 5,712,078 4,733,048
Taxation (820,894) (847,535) (932,052) (814,497) (529,146) (766,466) (978,904) (1,301,183) (1,313,316) (1,098,831)
Profit After Tax 1,663,093 1,680,315 1,914,719 2,629,770 2,938,567 3,316,745 3,786,893 4,124,324 4,398,762 3,634,217
(Cétxhpe;ni‘;“prehenswe Income / . : : : 39,101 30,859 (46,390) (16,762) 27,468 (5,954)
]5() Retained profits Brought Forward 95,213 146,541 115,091 176,284 254,100 330,799 454,875 515,184 519,089 647,281
Super Gain Tax - - - - - - - (638,365) - -
Profit available for Distribution 1,758,306 1,726,856 2,029,811 2,806,054 3,231,768 3,678,403 4,195,378 3,984,381 4,945,319 4,275,544
Interim Dividend (537,255) (483,529) (644,704) - (1,611,765) (1,719,215) (2,175,881) (1,853,528) (2,149,019) -
Final Dividend (1,074,510) (1,128,236) (1,208,823) (2,551,953) (1,289,204) (1,504,313) (1,504,313) (1,611,764) (2,149,019) -
E::f;;‘%d Profits Carried 146,541 115,091 176,284 254,100 330,799 454,875 515,184 519,089 647,281 4,275,544
Statement of Financial Position
Stated Capital 537,255 537,255 537,255 537,255 537,255 537,255 537,255 537,255 537,255 537,255
Reserves 1,221,051 1,243,327 2,029,811 2,806,054 3,231,768 3,678,403 3,550,673 3,984,381 4,945,319 4,275,544
Non-Current Liabilities 371,650 430,965 522,736 594,713 794,419 929,020 1,155,712 1,221,692 1,267,056 1,293,594
2,129,956 2,211,547 3,089,802 3,938,022 4,563,442 5,144,678 5,243,640 5,743,328 6,749,630 6,106,393
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Ten Year Summary

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s Rs.’000s
Represented by:

Tangible Fixed Assets 1,780,501 2,057,626 2,796,792 4,591,419 4,892,994 4,810,141 5,414,937 5,621,039 5,980,271 7,794,685
Intangible Assets 145,072 111,594 78,116 44,637 11,159 . . . . .

Net Current Assets:
Current Assets 3,157,602 3,238,362 3,673,888 4,290,657 3,739,135 5,719,972 5,394,992 6,501,008 7,306,367 7,725,525
Less: Current Liabilities (2,953,219) (3,195,935) (3,458,994) (4,988,691) (4,079,847) (5,385,435) (5,566,289) (6,378,719) (6,537,008) (9,413,817)
204,383 42,427 214,894 (698,034) (340,712) 334,537 (171,297) 122,289 769,359 (1,688,292)
2,129,956 2,211,547 3,089,802 3,938,022 4,563,442 5,144,678 5,243,640 5,743,328 6,749,630 6,106,393
(AR";rage Market Price per Share 278.75 345.64 611.42 764.38 1,154.07 1,978.75 2,105.00 2,049.50 2,144.11 1,913.32
Earnings per Share (Rs) 30.96 29.41 35.64 48.95 54.70 61.74 70.49 76.77 81.87 67.64
g(')‘gg)e”d Paid / Proposed  (Rs. 1,611,764 1,611,764 1,853,528 2,551,959 2,901,175 3,223,528 3,680,194 3,465,292 4,298,037 2,686,273
Dividend per Share (Rs.) 30.00 30.00 34.50 47.50 54.00 60.00 68.50 64.50 80.00 50.00
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Share Information

Analysis of Shareholders According to the Number of Shares Held as at 31 December 2017

Resident Non-Resident Total
Number of Number of Number of Number of Number of Number of
Number of Shares Held Shareholders Shares % Shareholders Shares % Shareholders Shares %
1 to 1,000 Shares 4,892 672,471 1.25 59 15,083 0.03 4951 687,554 1.28
1,001  to 10,000 Shares 365 947,023 1.76 25 119,128 0.22 390 1,066,151 1.98
10,001 to 100,000 Shares 35 892,745 1.66 12 450,151 0.84 47 1,342,896 2.50
100,001  to 1,000,000 Shares 1 180,466 0.34 7 1,654,650 3.08 8 1,835,116 3.42
Over 1,000,000 Shares 0 0 0.00 1 48,793,746 90.82 1 48,793,746 90.82
5,293 2,692,705 5.01 104 51,032,758 94.99 5,397 53,725,463 100.00
Number of
Categories of Shareholders Shareholders Number of Shares
Individual 5,238 2,313,660
Institutional 159 51,411,803
5,397 53,725,463
High / Low Market Prices Per Share
Highest Market Value Rs. 2,310.00
Lowest Market Value Rs. 1,600.00
Market Value as at 31 December 2017 Rs. 1,626.00
Public Holding as at 31 December 2017 9.18%
Number of Shareholders Represented by the Public Holding 5,395

Float Adjusted Market Capitalisation as at 31 December 2017 : Rs. 8,019,427 (Rs'000)

Enhancing quality of life and contributing to a healthier future
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Share Information

List of 20 Major Shareholders Based on the Number of Shares Held as at 31 December

No. Names % 2017 2016
1 Nestlé S.A. 90.82 48,793,746 48,793,746
2 Citibank New York S/A Norges Bank A/C 2 0.82 438,655 -
3  RBC Investor Services Bank-Coeli Sicav I-Frontier Markets Fund 0.54 288,500 238,500
4 HSBC Int'l Nom Ltd - BBH - Fidelity Funds 0.44 237,282 214,302
5  SEB AB - Tundra Frontier Opportunities Fund 0.38 206,537 -
° Taasrg%r;}e,:}ﬁ[elf:jr Piara Singh 0.37 200,000 200,000
7  Sri Lanka Insurance Corporation Ltd - Life Fund 0.34 180,466 -
HSBC Int'l Nom Ltd - SSBT - Deustche Bank AG Singapore A/C 1 0.29 155,600 155,600

9 ItluSnI?j(; IanLISJ[\Ié)r’IFAIj‘édOHSgSBT Frank Russel Trust Company Comingled Benefit 024 128,076 128,076 ]53
10  Employees Provident Fund 0.19 100,000 100,000
11 HSBC Int'l Nom Ltd - JPMCB Na-Fidelity Asian Values PLC 0.18 98,730 142,193
12 HSBC Intl Nom Ltd - UBS AG Singapore Branch (Ex SBC) 0.16 84,304 85,000
13 HSBC Int'l Nom Ltd - SSBT Russell Investments Institutional Funds PLC 0.13 69,151 -
14 Jasbinderjit Kaur Piara Singh 0.12 64,300 40,100
15 Seylan Bank PLC/W. D. N. H. Perera 0.11 60,000 -
16 Colombo Investment Trust PLC 0.09 50,904 50,904
17 Jayampathi Divale Bandaranayake 0.08 44,100 44,100
18  Asha Ajay Merchant 0.08 43,000 42,000
19  Anil Kumar Lalchand Hirdaramani 0.08 42,500 42,500
20  Radhakrishnan Maheswaran 0.07 36,671 36,671
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Notice of Meeting
[

Notice is hereby given that the Thirty Seventh Annual General Meeting of Nestlé Lanka PLC will be held at Committee Room B (Lotus), of the Bandaranaike Memorial International
Conference Hall (BMICH), Bauddhaloka Mawatha, Colombo 07, on Monday, 7 May 2018, at 10.00 am for the following purposes:

Agenda

1.

To receive and consider the Annual Report of the Board of Directors on the affairs of
the Company, Independent Auditors’ Report and the financial statements for the year
ended 31 December 2017.

To approve a Final Dividend for the year ended 31 December 2017 as recommended by
the Directors.

To re-elect as Director, Mr. Shobinder Duggal, who retires by rotation in terms of Article
56, 57 and 58 of the Articles of Association.

To re-elect as Director, Mr. Gurcharan Grover, in terms of Article 64 of the Articles of
Association.

To re-elect as Director Mr. Ranjan Seevaratnam, who is over the age of 70 years and
retires at the forthcoming Annual General Meeting, in terms of Section 210 of the
Companies Act No. 07 of 2007 by passing the following ordinary resolution, in terms of
Section 211 of the Companies Act No. 07 of 2007.

“Resolved that Mr. Ranjan Seevaratnam, who is 74 years of age, be and is hereby re-
elected as a Director of the Company. It is hereby resolved and declared that the age
limit of 70 years referred to in Section 210 of the Companies Act No. 7 of 2007 shall
not apply to the said Director”

Note:

1.

A member entitled to attend and vote at the meeting is entitled to appoint a proxy to attend
and vote instead of him/her.

A proxy need not be a member of the Company.
A form of proxy accompanies this notice.

Shareholders attending the meeting are requested to complete the Attendance Form as
instructed, and handover the same at the entrance to the meeting hall for registration.

To re-elect as a Director Mr. Mahen Dayananda, who is over the age of 70 years and
retires at the forthcoming Annual General Meeting, in terms of Section 210 of the
Companies Act No. 07 of 2007 by passing the following ordinary resolution, in terms of
Section 211 of the Companies Act No. 07 of 2007.

“Resolved that Mr. Mahen Dayananda, who is 71 years of age, be and is hereby re-
elected as a Director of the Company. It is hereby resolved and declared that the age
limit of 70 years referred to in Section 210 of the Companies Act No. 7 of 2007 shall
not apply to the said Director”

To reappoint the Auditors M/s. KPMG and to authorise the Directors to determine their
remuneration.

By Order of the Board.
NESTLE LANKA PLC.

—="

Keerthi Pathiraja
Company Secretary

22 February 2018

Shareholders / proxy holders are requested to bring their National Identity Cards for the
purpose of identification.

No parcels and other belongings will be allowed inside the meeting hall.

Only the Shareholder / proxy holder will be permitted to enter the meeting hall. Shareholders
are kindly requested to refrain from bringing children in order to avoid any inconvenience.

Kindly note that no complimentary gift parcels will be issued at the AGM.

Enhancing quality of life and contributing to a healthier future

.7



Form of Proxy
@

Nestlé [Lanka P1.C

as my /our proxy to represent me/us and vote for me/us on my/our behalf at the Thirty Seventh (37%) Annual General Meeting of Nestlé Lanka PLC to be held on Monday, 7 May 2018, at 10.00 a.m.

at Committee Room B (Lotus), of the Bandaranaike Memorial International Conference Hall , Bauddhaloka Mawatha, Colombo 07 and at any adjournment thereof.

Signed on this: ... day OF L 2018 ]55

Signature

[nstructions as to the completion

1. Kindly perfect the form of proxy legibly by filling in your full name and address, inthe 4. The completed form of proxy should be deposited at the Office of the Registrars of

spaces provided along with the date and your signature. the Company, M/s. SSP Corporate Services (Pvt) Ltd., at No: 101, Inner Flower Road,
Colombo 03, not less than 48 hours before the time appointed for holding of the Annual
2. If the proxy form is signed by an Attorney, the related Power of Attorney should also General Meeting.

accompany the completed form of proxy for registration, if it has not been already
registered with the Company.

3. If the Shareholder is a Company or Corporate Body, the proxy form should be executed
under its common seal in accordance with its Articles of Association or Constitution.
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Attendance Form / e@56® 005 oo / sepswefiilll Ligaid
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Folio no. / &s5590t o /| Cameneu @ev:
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No. of shares held / 88dsDm Ogn 603 @G | mausHHEGID LEIGHaMm  slewianlsme:

Signature / esses® | ena@uimiiuib:

Notes:

1.

Shareholders are requested to bring this attendance form to the
Thirty Seventh (37") Annual General Meeting of Nestlé Lanka PLC.
The meeting will be held at Committee Room B, of the Bandaranaike
Memorial International Conference Hall, Bauddhaloka Mawatha,
Colombo 07, on Monday, 7 May 2018 at 10.00 a.m
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Shareholders are kindly requested to refrain from bringing children in
order to avoid any inconvenience.
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Corporate Information

o

Name of Company : Nestlé Lanka PLC
Registered Office and 440, T. B. Jayah Mawatha, Colombo 10, Sri Lanka
Head Office : Tel: (+94 11) 2696304, 2697821, 2699991

Fax: (+94 11) 2699437

E-mail: info.srilanka@lk.nestle.com

Website: www.nestle.lk
Legal Form : A public quoted Company with limited liability, incorporated in

Sri Lanka on 29 January 1981 and listed on the Main Board of

the Colombo Stock Exchange.
Company Registration PQ20
Number :
Company Secretary : Keerthi Pathiraja
Nestlé Lanka PLC FSSC 22000: 2010 (Food Safety System Certification) ]59
Certifications : ISO 14001: 2007 (Environmental Management Systems)

OHSAS 18001: 2007 (Occupational Health and Safety Management Systems)

NQMS (Nestlé Quality Management Systems certified by SGS)

SLS Certification for Cerelac, Milkmaid, Maggi Coconut Milk Powder, Nespray Nutri-Up RTD,
Nescaté Ice Coffee RTD and our entire Maggi noodle range

SLS Certification for Good Manufacturing Practices (GMP) for Nestlé Lanka Sampling Operations
Environmental Protection Licence No: 345/2013 R11

Registrars : M/s. SSP Corporate Services (Pvt) Ltd.
101, Inner Flower Road, Colombo 3,
Sri Lanka

Tel: 011 2573894, 2576871

Legal Advisors : D. L. & F. De Saram (Attorneys-at-Law)

Julius & Creasy (Attorneys-at-Law)
Auditors : KPMG (Chartered Accountants)
Bankers : Citibank, N.A.

Commercial Bank
Hatton National Bank
HSBC

Standard Chartered Bank

Financial Year : 1 January to 31 December
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