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Positions worldwide:

NO.1

in fresh dairy products;

No. 2 worldwide

in bottled water;

No. 2 worldwide
and No. 1 in Europe
for baby nutrition;
and No. 3 worldwide
in medical nutrition.

How would you sum up 20077

Franck Riboud: It was an historic year for
Danone. That is no overstatement, since we had a
really major divestment with the sale of our Biscuits
business line and, almost simultaneously, acquired
the Dutch company Royal Numico—our biggest
acquisition ever. We also ran into some fairly strong
headwinds with a spectacular leap in commodity
prices and a cool summer in Europe, which was a
setback for our bottled-water sales. And there was
the dispute with Wahaha, our partner in China.
Despite all that, we were able to post a rise of over
7% in sales—a vigorous performance that many of
our rivals wil envy—as well as a further rise in our
operating margin, up for the 13th year in a row. Our
results are once again excellent, confirming the qual-
ity of our model for growth, which has proven effec-
tive whatever the trend in our business environment.

And the commitment of our staff members is total.
Altogether, we are on a very positive track and this is
really a wonderful period in the history of Danone.

Why Numico?

FR.: | would say that Numico was a natural
choice. Its two businesses, baby nutriton and
medical nutrition, are clearly linked to food for health,
and both benefit from high margins and vigorous
growth around the world. They round out our brand
portfolio perfectly and they are completely attuned
to our mission of bringing health through food to as
many poeple as possible. And we are already well
acquainted with baby food: for the past 30 years we
have successfully managed Blddina, the uncon-
tested market leader in France, where per capita
consumption of baby foods is higher than in any
other country in the world. Acquiring Numico gives
us real global leverage in the sector. And the com-
pany is a real jewel—sales growth is vigorous, and
its research capabilities have a well-deserved repu-
tation for excellence. Moreover, it has a dedicated,
highly-skilled workforce and an outstanding line-up
of local brands. Finally, its form of business culture
is close to Danone s own.

The strategic value of the acquisition
is generally recognized, but some
observers consider the price

a bit high, especially as regards

scope for synergies.

F.R.: | dont agree. To be sure, Numico was the
most sought-after target in the sector. But you can
only judge the price of an acquisition against its
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The acquisition should
guicken the pace of
health innovation.

potential, what it allows the buyer to build and
achieve. If we succeed with our growth objec-
tives, as | think we will, talk about price will be
quickly forgotten and the return on investment
will be unquestionable.

As regards synergies, we have consistently said
that most of them wouldn t come from ration-
alization, since our presence on Numico s mar-
kets is limited to baby food in France. So there
was not much to be expected in the way of
merger savings. Instead what we re looking for
are positive synergies, synergies for growth—
meaning that the growth potential of Numico
and Danone combined will be greater than if the
two businesses had remained separate. To take
an example, Numico brands will be able to ben-
efit almost everywhere from Danone s expertise
from our strong ties with major retailers.
Another example is the potential for cooperation
between research teams, which should quicken
the pace of innovation and probably also make
for more advanced solutions. Combining Numico s
expertise in prebiotics with Danone s know-how
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Taillefine/Vitalinea,
Actimel and Petit
Gervais/Danonino
saw sales rise
nearly 20%.

o

in probiotics should make for new leverage in
health innovation.

How is the integration process
going?

F.R.: We re making rapid progress, and the
process is going smoothly. Numico s managers
are very professional, very pragmatic—and they
are perfectly aware of the opportunities that
result from integration with a business with the
size and reputation of Danone. We have had
only very few unwanted departures, and in
every case a replacement has been found.

Our aim is to avoid any disruption of momentum
for growth and keep the impact of the merger
on subsidiaries to a minimum. There are around
50 people working on integration, with manag-
ers from the two companies paired up for the
job. The synergies identified earlier have been
confirmed, and teams are all working well
together, whether you look at research, pur-
chasing, or information systems. As | said, the
process is going smoothly. That is borne out by
performances over the first few months of the
merger, which show that there has been no
negative impact at operational level.

How would you define the differ-
ence between Danone in 2008 and
Danone before 20077
F.R.: You might say that the Danone now tak-
ing shape is a sort of Danone Plus —Danone
with its existing strengths moved up a gear.
Which means, first, more growth. We have
always been obsessed with growth—it s in our
genes, and fundamental to our whole approach.
But Danone Plus also means greater cohesion
—there is no other business of comparable
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2007 was an historic year for Danone,
a year of strategic achievement
on a quite exceptional scale.

size that focuses exclusively on health through
food. Or that has a more balanced geographical
presence, since no single country now accounts
for more than 14% of our total Group sales.
That means risk is more broadly spread, reduc-
ing our dependence on this or that market.
Another plus is that more science means great-
er focus on health. That is critically important.
The pooled research resources of Danone and
Numico will give us clout and breadth of scien-
tific expertise that are unrivalled in our sector.
And with a very, very strong emphasis on
nature . Our research business is focused on
identifying the health benefits of natural ingredi-
ents and making those benefits available to
consumers in food products. That will add up to
more innovation, added credibility and greater
consumer trust.

And, finally, the Danone we are building today
will mean even more demanding standards of
social responsibility. We will be feeding people
in all parts of the world, at every stage of life,
with special attention to the most fragile groups:
infants and the aged. That is a huge, and | think,
awe-inspiring responsibility. It is something we
can be proud of, enabling us to make a truly
positive contribution. And that, in turn, will natu-
rally lead us to make even stronger societal and
environmental commitments.

Thirty years ago, Danone took up
the challenge of combining social
progress and business success. Is
that still relevant?

F.R.: Naturally. The mission we ve adopted—
bringing health through food to the maximum
number of people—is every bit as much about
social progress and societal goals, and it makes

the same assumption of business success. Our
goal is sustainable growth, which entails a
broader responsibility for sustainability in gen-
eral. That responsibility is built into our business,
whether we like it or not. And | am not only talk-
ing about food safety. For example, when you
are a world leader in baby foods, you also have
to understand that breast feeding is still the best
solution in an infant s first few months. Which
naturally affects the way you go about your
business. Similarly, when you sell a fragile
resource like mineral water that you get from a
spring, you are naturally more aware of the need
to protect the environment—especially around
that spring.

More broadly, when most of your raw materials
are natural, you cannot put nature at risk with-
out endangering your own resources, your own
business. We recently took two important initia-
tives highlighting this close connection between
our day-to-day operations and issues with
broader societal significance.

Firstly we have integrated societal criteria into
the calculation of bonuses for management
teams, with these criteria determining at least
one-third of variable compensation. At Danone,
simply meeting business targets isn t enough to
deserve a full bonus.

Secondly, at the end of last year, we set up a
specialized Social Responsibility Committee
within the Board of Directors, at the highest level
of corporate governance. This Committee is
charged not only with ensuring strict adherence
to the fundamentals of social responsibility but
also with stimulating societal innovation.
Because today s social and environmental
issues are so complex that we really have to
invent new solutions.
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I
76,044

At 31 December 2007
Groupe Danone had
76,044 employees
30,428 in Europe

and 45,616 in the
rest of the world.
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We were the first
major food producers
in the world to make
health the main focus
of our strategy.

Do you already have some

examples of effective innovation

in the interest of sustainable
development?

F.R.: One is that we are encouraging the
farmers who supply our milk to use flax in cow
feed. Flax not only improves the quality and
quantity of milk per cow, it also significantly
reduces gas emissions. We have already imple-
mented a sweeping program for this in France,
and it s making a significant impact.

To take another example, we have launched
educational initiatives in countries including
Thailand and Nepal to help people to protect
and manage water resources more efficiently.
In a completely different area, we are experi-
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menting with new business models that could
make health through food accessible for some
of the world s poorest people. The business we
set up with Grameen in Bangladesh is off to a
good start, and we are getting ready to build our
second factory there. The danone.commmuni-
ties investment fund, which we launched to
contribute to the development of social busi-
nesses, has already started work on some very
innovative projects in Asia and Africa.

Of course, these are pilot ventures, and they
might appear fairly marginal to our main busi-
nesses, but as test centers they are already
worthwhile as sources of inspiration, getting us
to look at things in a completely different way.

What about the prospects for
20087? Aren t some of the
headwinds which you mentioned
commodity prices, for example
likely to persist?
F.R.: As | have explained, our business model
is all about accelerated growth. And we are
certainly very confident. We have committed
ourselves, for this year and even over the medi-
um term, to even stronger growth than in the
past two years, in a range of 8 to 10%.
That is probably the most ambitious target for
any large business in the food industry. But we
believe it is achievable, despite current uncer-
tainties. At the same time, we will be continuing
to improve margins. On these points, results
for the first three months of 2008 support our
confidence.
Of course, there is the rise in raw material pric-
es, and it will continue to weigh heavily. But that
is part of our business and we know how to
respond by improving our efficiency and adjust-

The New
Danone

At 1 January 2008,
Danone had four
business lines
Fresh Dairy
Products, Waters,
Baby Nutrition and
Medical Nutrition
making it the only
food producer its
size to make health
the main focus
of its strategy.

Social
Responsibility
Committee

Founded in 2006, the
Committee is a driving
force behind initiatives
fostering corporate
social responsibility.

In 2007, the new
policy for sustainable
development in water
was a key focus.
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Our business model is all about accelerated growth,
and we have committed ourselves, for this year and
the medium term, to sales growth in a range of 8 to 10%.

ing our prices. In recent months, Danone has
demonstrated its capacity to win acceptance
for moderate price increases, in particular
because consumers recognize the significant
added value offered by these products in terms
of innovation, research and benefits. Our focus
on health is paying off.

But isnt healthy eating an area
where competition is heating up?
F.R.: Its true that major public health chal-
lenges linked to nutrition are looming ever
greater, and true, too, that an increasing number
of players are trying to make the shift. Even if
they often do so for purely defensive reasons, |
view this as an encouraging trend—a growing
awareness that we should all applaud.

Is it a threat for Danone? | think its first and
foremost an incentive to press ahead with our
current strategy and step up the pace of
change.

We were the first major food producers in the
world to make health the main focus of our
strategy. And above all the only ones to draw
radical conclusions and launch a revamp of our
entire portfolio of brands and business lines to
bring them into line with this priority. Today con-
sumers, medical and scientific experts, financial
analysts and investors all agree that we are well
out in front of the pack.

JP Morgans latest Insight Investment survey,
published in April 2008, continues to rank
Danone first in health issues, citing our compre-
hensive approach, our commitment to public
health issues and our scientific expertise. But
we have no intention of resting on our laurels—
we will continue to invest heavily to enhance the
specific strengths that make us unique.

—
Numico

Danone has held
98.9% of Dutch
company Numico
since 31 October
2007, and was

in charge of business
operations at the
company in the

last two months

of the year.

2008

Target for organic
sales growth:
8 to 10%.

So you are now setting growth
targets higher. What makes you

so confident?

F.R.: Our business model. Our brands. Our
people. And our enthusiasm! Whatever angle
| take when | look at our businesses, all | can
see is potential for growth.

Let s come back to the example of Activia, our
leading brand for dairy products. Today, it gen-
erates sales of 02 billion and growth is running
at over 20% a year. And there is still enormous
untapped potential. On the mature markets
where Activia has been present for a long time,
a steady flow of new flavors is constantly
enhancing our line-up, and increasingly inten-
sive scientific research is winning over new
consumers every day.

The results speak for themselves—in France
and Spain, where Activia has been on the mar-
ket for 20 years, sales growth is still in double
digits. Add to that markets where Activia is a
new arrival, as in the US, where it only really
began to make headway at the beginning of
2007. And we are moving into four or five new
national markets a year.

That illustrates how our model works—we start
by investing in research, development and inno-
vation to create value and drive growth, reach-
ing out to new consumers, even on our tradi-
tional markets. We then extend successes to
other countries under ambitious programs for
geographical expansion. That approach is also
particularly promising for baby foods. For exam-
ple, the most successful products developed by
Blddina, which have long been available only in
France, will now find new outlets in Russia,
Germany, the UK and Indonesia, with teams
from Numico adapting them to local markets.
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Board of Directors

The danone.communities Cr@dit Agricole SA;
sicav fund Board includes Jacques Bungert,
Franck Riboud (Chairman) Co-President of Young
and Muhammad Yunus
(Vice Chairman).

Zin@dine Zidane,
ambassador for Groupe
Danone programs for

& Rubicam France; children.

Jay Naidoo, Chairman
Other members are: of the NGO GAIN;
Emmanuel Faber, Jean-Michel Severino, submitting the appointment of
Co-Chief Operating Officer  President of the French Maria Nowak, founder of the
of Groupe Danone; Development Agency (AFD).  not-for-profit Association for
Gary Hirshberg, X chilt GElvez, Managing the Right to Economic Initiative

The Board of Directors proposed

danqQne,communities
soc:|al Investment

The Board of Directors of the danone.communities sicav open-ended

fund held its first meeting on March 31, 2008 in Paris. In attendance were

its Chairman, Franck Riboud, Chairman and CEO of Groupe Danone; its Vice
Chairman, Nobel Prize laureate Muhammad Yunus, founder of the Grameen

Bank, and the majority of other board members. The Board reviewed results

one year on, and concluded that social enterprises are clearly a concept that
deserves to be further explored in today s economy.
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Founder of Stonyfield;

The project began in October 2005 with the
meeting of Franck Riboud, Chairman and
CEO of Groupe Danone, and Muhammad
Yunus, founder of the pioneering micro-
finance institution Grameen Bank, who was
subsequently awarded the 2006 Nobel
Peace Prize.

Yogurt to combat malnutrition

Discussing their convictions and ideas for
development in deprived communities, the
two men found they could combine their
respective know-how. This became the
foundation of Grameen Danone Foods, a
business they set up to build a yogurt factory
in Bangladesh and favor local development.
From the beginning, both defined a pro-
foundly innovative mission for their joint ven-
ture, looking beyond the profitability essen-
tial to its viability over time to make social
progress the main priority.

A community of ideas for progress

This initiative and its first successes have
attracted enormous interest. In response,
Groupe Danone has gone one step further,
promoting similar programs on a larger scale
with the support of all those prepared to take
new directions. The outcome: danone.com-
munities. In concrete terms, the goal is to build
a community of investors lending their support
to a dedicated sicav open-ended fund called
danone.communities, managed and marketed
by a qualified French financial institution. This
is more than an investment. It is a genuine
community of ideas founded on the concept
of social enterprise promoted by Muhammad
Yunus and Franck Riboud.

Director of High Tech
Georges Pauget, CEO of Services, Mexico;

(ADIE), as director to the next
General Meeting.

A mission for here and now

Following on the pioneering Grameen Danone
Foods venture, from 2008 on danone.com-
munities will be providing support for innova-
tive new projects favoring social progress
in other parts of the world. Today, 36 years
after Antoine Riboud s founding speech in
Marseille, the danone.communities sicav
open-ended offers Danone an innovative
new vector for achieving its mission—bring-
ing health through food to as many people
as possible—by putting its know-how and
resources to work at the service of people in
the world s poorest communities.

A new model:

the social business enterprise

Building on the success of Grameen Danone
Foods, Groupe Danone has opted to spon-
sor and invest in an ecosystem that pro-
motes the development of a new structure
for social business enterprises to be set up
with partners around the world.

This is the danone.communities sicav open-
ended fund, launched in December 2007 and
managed and marketed by Cr@dit Agricole.
It aims at:

Expanding the operations of Grameen
Danone Foods by financing new factories in
Bangladesh

Assisting other social enterprises by apply-
ing similar models in other countries, and in
so doing contribute to Groupe Danone s
goal of bringing health through food to as
many people as possible

Forging ties to local partners and NGOs
able to contribute specialized know-how to
the success of our new business model

Grameen
Danone Foods
has four core
goals:

1 Develop a product with
high nutritional value that
is affordable for even
the poorest families
Shokti Doi  that which
builds strength in
Bengali is a yogurt
developed in coop-
eration with nutrition
experts from the NGO
GAIN (Global Alliance

for Improved Nutrition)
to match the needs of
Bangladeshi children.

2 Improve standards of
living with jobs for local
people.

3 Protect the environ-
ment and economize
resources.

4 Make enough profit to
ensure sustainability.

To achieve these goals
among the poor at the bot-
tom of the pyramid , break-
through thinking was needed
to build a unique business
model. This combines
micro-factories producing
3,000 tons of yogurts a year
with local distribution that

will employ 1,000 Grameen
Danone Ladies per factory,
and the development of local
dairy farms. The first such
factory, located near the town
of Bogra, started up

in February 2007.
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