


Our performance 2019

Financial

Volume (equivalent units EU)

2019

2018

EU245.9m
EU240.4m

™ 23%
™ 23%

Reported movement
Organic movement

Operating profit

£4,042m

2018 £3,691m

™ 9.5%
™ 9.0%

Reported movement
Organic movement

Earnings per share (eps)

2018

130.7p
121.7p

Net sales®

£12,867m

2018 £12,163m

™ 58%
T 6.1%

Reported movement
Organic movement

Net cash from operating activities

£3,248m

2018 £3,084m

2019 increase of £164m
2019 free cash flow'" £2,608m

Total recommended dividend per share™

68.57p

2018 65.3p

Non-financial

Positive drinking®™

66.02m

Number of people reached with moderation
messages from our brands

Health and safety

2018

0.98"
1.00

Lost-time accident frequency®

Water efficiency™

2018

4.64/1°
4941/

Reported movement

Eps before exceptional items

movement @

(i) Net sales are sales less excise duties.

(ii) See definitions and reconciliations on pages 60-65.

(iii) Includes recommended final dividend of 42.47p.

(iv) We launched a new Positive Drinking strategy last
year and 2019 is the first year we have reported

against this 2025 target.
(v) Per 1,000 full-time employees.

™ 74%

™10.3%

Performance Addendum 2019.

Performance by region 2019

North America

Europe
and Turkey

Africa

™ 5%

(vi) Data for the year ended 30 June 2018 has been
restated where relevant in accordance with Diageo’s
environmental reporting methodologies.
Within PwC's independent limited assurance scope. For further detail
and the reporting methodologies, see our Sustainability & Responsibility

Latin America
and Caribbean

Asia Pacific

Volume (equivalent units)

FU494m

2%
2%

Reported
Organic

EU454m

2%
1 2%

Reported
Organic

EU33.6m

™1%
1%

Reported
Organic

FU224m

1%
1%

Reported
Organic

EU95.ITm

5%
5%

Reported
Organic

Net sales®

£4460m

8%
5%

Reported
Organic

£2939m

0%
4%

Reported
Organic

£1,59/m

Reported
Organic

7%
7%

£1130m

Reported
Organic

6%
9%

£2,683mM

7%
9%

Reported
Organic

Operating profit'i

£1943m

Reported
Organic

4%
3%

Read more p30-31

£1,014m

Reported
Organic

1%
2%

Read more p32-33

(i) Excluding corporate net sales of £53 million (2018 - £52 million).
(i) Excluding exceptional operating charges of £74 million (2018 — £128 million) and net corporate operating costs of £189 million (2018 — £158 million).

L

£2/5m

Reported
Organic

1 44%
150%

Read more p34-35

£365m

Reported
Organic

™19%
™19%

Read more p36-37

£/03m

Reported
Organic

™ 24%
™ 26%

Read more p38-39
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Diageo in 20194
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Diageo is a/global leader in‘beverage alcohol

' with@n outstanding gollection of brands

across spifits a
4
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Our products are sold in more than 180 countriesiaround the world,
Our brands include Johnnie Walker, Crown Royal, JeB, Buchanan’s
and Windsor whiskies, Smirnoff, Ciroc and Ketel One vodkas,
Captain Morgan, Baileys, Don Julio, Tanqueray and Guinness.

Our'performance ambition is to be one of the best performing, most
trusted and respected econsumer products companies in the world.

We are proud of the brands we make and the enjoyment they give
to millions. We are passionate about the role alcohol plays in bringing
people together, to celebrate life every day, everywhere.

Cover image: Tanqueray gin served in
a Copa glass with tonic, ice and lime.

For more information about Diageo,
our people and our brands, visit
www.diageo.com.

Visit Diageo’s global responsible drinking
resource, www.DRINKiQ.com, for
information, initiatives and ways to share
best practice.

In addition to the economic, social and
environmental disclosures in this Annual
Report, Diageo has prepared a
Sustainability & Responsibility
Performance Addendum 2019, in line
with the Global Reporting Initiative
Sustainability Reporting Standards, the
Sustainability Accounting Standards
Board and the United Nations’ Global
Compact advanced reporting criteria. It
is available at www.diageo.com.

Diageo is listed on both the London
Stock Exchange (DGE) and the New York
Stock Exchange (DEO).

This is the Annual Report 2019 of Diageo
plc for the year ended 30 June 2019. The
Annual Report is made available to all
shareholders on Diageo’s website
(www.diageo.com).

This report includes names of Diageo’s
products, which constitute trademarks
or trade names which Diageo owns or
which others own and license to Diageo
for use. In this report, the term ‘company’

refers to Diageo plc and the terms ‘group’

and ‘Diageo’ refer to the company and its
consolidated subsidiaries, except as the
context otherwise requires.

Diageo'’s consolidated financial
statements have been prepared in
accordance with International Financial
Reporting Standards (IFRS) as adopted
for use in the European Union (EU) and
IFRS as issued by the International
Accounting Standards Board (IASB).
References to IFRS hereafter should be
construed as references to both IFRS, as
adopted by the EU, and IFRS, as issued by
the IASB. Unless otherwise indicated, all
financial information contained in this
document has been prepared in
accordance with IFRS.

Unless otherwise stated in this
document, percentage movements refer
to organic movements which are
non-GAAP financial measures. For a
definition of organic movement and
reconciliations of non-GAAP measures to
GAAP measures see pages 60-65. Share

refers to value share. Percentage figures
presented are reflective of a year-on-year
comparison, namely 2018-2019, only.

The brand ranking information presented
in this report, when comparing
information with competitors, reflects
data published by sources such as Impact
Databank. Market data information and
competitive set classifications are taken
from independent industry sources in the
markets in which Diageo operates.

© Diageo plc 2019

Diageo plcis incorporated and domiciled
as a public limited company in England
and Wales.

Diageo was incorporated as Arthur
Guinness Son and Company Limited on
21 October 1886. The group was formed
by the merger of Grand Metropolitan
Public Limited Company (GrandMet) and
Guinness PLC (the Guinness Group) in
December 1997. Diageo plc’s principal
executive office is located at Lakeside
Drive, Park Royal, London NW10 7HQ
and its telephone number is

+44 (0) 20 8978 6000.

Cautionary statement: this document
contains ‘forward-looking’ statements.
For our full cautionary statement, please
see page 170.
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Recommended final dividend per share

BT s

2018: 404p

Total dividend per share®

685 7p T 5%

2018: 65.3p

Total shareholder return (%)

27%

2018: 23%

(i) Includes recommended final dividend of 42.47p.

| am pleased to report another
year of strong and consistent
performance. Diageo continues
to make good progress towards its
ambition of becoming one of the
best performing, most trusted
and respected consumer products
companies in the world and | would
like to express my thanks to all our
employees for their continued
passion and commitment.

Culture

Under Ivan’s leadership, Diageo is being
transformed into a more entrepreneurial
and creative business. Proximity to the
consumer and to the trade, the agility to
adapt to a changing environment and
speed in execution are increasingly the
way in which Diageo operates, every day.

A culture of discipline and efficiency has
also been embedded. This has resulted in
significant operational savings, which have
largely been reinvested in the most attractive
opportunities. These investments not only
support the growth of our brands and
strengthen our portfolio, but have also
allowed us to build more advanced
capabilities through new technology
and enhanced training.

Chairman’s statement

“We want to have a positive
impact wherever we operate and
we are determined to earn trust
and respect by doing business in
the right way, from grain to glass.
For Diageo to thrive, we must
focus on the long term and
continue to demonstrate the value
we create for those around us.”

Javier Ferran
Chairman

Notwithstanding the progress we have made,
we are not complacent and we continue
working towards further improvement.

Opportunities for growth

We are a global leader in an industry that

is growing and premiumising at the same time.
Around the world, consumers are looking
for more premium brands and experiences.
Growth in total beverage alcohol is
underpinned by strong consumer
fundamentals: in developed markets, spirits are
well positioned, on trend and premiumising.
In emerging markets, we expect an additional
750 million consumers to be able to afford
international-style spirits by 2030.

While we are leaders in global premium
spirits and have a substantial presence in
selected beer markets, we produce just
1.7% of the total formal beverage alcohol
consumed around the world. So there is ample
opportunity for us to grow share. We continue
to see consumers switching from beer and
wine into spirits. In the United States, spirits
are taking share from beer; in Europe, spirits are
taking share from beer and wine; and in many
markets in Africa, consumers are trading up
from illicit alcohol into a regulated, well-
manufactured product. Beer consumers are
also trading up to more premium, flavourful
and differentiated products. The trend to
‘drink better, not more,'is well established
in many markets.
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Our deep consumer insights and strong

customer relationships, combined with the
strength and breadth of our portfolio, mean
that we are well positioned to take advantage
of these favourable long-term growth trends.

Diageo’s brands are enjoyed in more than
180 countries and international trade is at
the heart of our business. Although we are
not immune from volatility in the global
environment, our broad footprint, across
markets and categories, makes us more
resilient and provides a natural hedge against
instability in our operating environment.

In particular, while there is considerable
uncertainty around Brexit, we have robust
plans in place to cover all scenarios. We do not
believe the direct financial impact to Diageo
will be material. Nevertheless, we look forward
to a clear resolution that will bring certainty to
business in the United Kingdom.

We are committed to engaging and working
constructively with all our stakeholders.
Listening and responding to the views and
needs of those who are touched by our
operations is fundamental to building a
sustainable future for our business, our brands
and the communities in which we live, work,
source and sell. More detail about our key
stakeholder groups can be found on page 16.

The Board was particularly pleased that
our 2019 "Your Voice’ employee survey
showed that 89% of our employees are proud
to work for Diageo and 77% are extremely
satisfied with Diageo as a place to work.

We are committed to engaging with our
employees and ensuring that their voices are
heard at the highest levels in our business.

In December, the Board agreed that | will take
responsibility for workforce engagement, as
the designated non-executive under the
2018 UK Corporate Governance Code. | look
forward to working with our employees
around the world in order to represent their
views in the Boardroom. From 2020, we will
issue an annual ‘workforce engagement
statement’ explaining how the Board has
gathered and reviewed employees’ views
and how these have been considered in the
Board's decision making.

We want to have a positive impact wherever
we operate and we are determined to earn
trust and respect by doing business in the
right way, from grain to glass. At the core of
our approach is a commitment to positive

drinking through encouraging moderation
and tackling misuse, which Ivan outlines in
more detail in his statement.

For Diageo to thrive, we must focus on the
long term and continue to demonstrate the
value we create for those around us. Social
purpose was a driving force for the founders
of many of our brands and is part of the fabric
of our company today.

As a global company, we have an important
role to play in helping the communities where
we live and work to thrive. This is why we are
focused on the issues we believe matter most
in the communities where we source our raw
materials and where we make and sell our
products. We take great care to build
sustainable supply chains and work hard to
protect the environment and the natural
resources on which we rely. Our women's
empowerment programmes have
supported around 400,000 women around
the world. They provide women with equal
access to the skills and resources they need
to build a better future for themselves and
their families.

Our Water of Life programme has reached
more than 10 million people in India and
Africa since 2006 — making a real difference
by supplying vulnerable communities with
clean water, sanitation and hygiene. This
year, we reached 232,000 people through
these programmes.

Our Learning for Life programme gives
people around the world the opportunity to
reach their full potential and enhance their
employment opportunities, through training
and education in the hospitality industry and
other sectors. Since launching in 2008, over
140,000 people have participated in Learning
for Life, and typically, more than 70% move
into permanent jobs.

In fiscal 2019, we have delivered another year
of strong, consistent performance. And we
continue to make good progress across the
four areas of performance we measure:
efficient growth, value creation, credibility
and trust, and engaged people.

Our efficient growth key performance
indicators (KPIs) continue to improve. At the
same time, return on average invested capital
(ROIC) and total shareholder return (TSR) both
increased, to 15.1% and 27% respectively,
reflecting continued value creation.

We continue to target dividend cover
(the ratio of basic earnings per share before

exceptional items to dividend per share)
of between 1.8 and 2.2 times. The
recommended final dividend is 4247 pence
per share, an increase of 5%. This brings
the recommended full-year dividend to
68.57 pence per share and dividend cover to
1.9 times. We expect to maintain dividend
increases at a mid-single digit rate until our
dividend cover is comfortably back in range.
Subject to shareholder approval, the final
dividend will be paid to UK shareholders on
3 October 2019. Payment will be made to US
ADR holders on 8 October 2019. This year,
we purchased 94.7 million shares, returning
£2.8 billion to shareholders. On 25 July, the
Board approved plans for a further return of
capital of up to £4.5 billion to shareholders
over the three years ending 30 June 2022.

In March 2018, we agreed with Ursula Burns
that her appointment as Non-Executive
Director would be delayed, as a result of her
appointment as Executive Chairman at VEON
Ltd, on an interim basis. In December, we
agreed with Ursula that, in light of her
continued commitments at VEON Ltd,

she would not take up her appointment

on the Diageo Board.

In April 2019, we announced the
appointment of Debra Crew as a Non-
Executive Director. Debra’s significant
experience in FMCG and in executive
management, as a former CEQ, should
serve Diageo well and complement the
current Board.

We have continued to improve performance,
while building a culture of which we can all be
proud. There is, of course, more to do and we
are very aware of current volatility in trade and
geo-politics. Nevertheless, for the benefit of
our stakeholders, we shall continue to focus
on delivering sustainable performance and
long-term value, which are the primary
areas of focus for the Board and executive
leadership team.

<,

Javier Ferran
Chairman

140d3Y DIDIALVHLS
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Chief Executive's statement

Volume movement

23%¢

018: 0.7%

Organic volume movement

23%¢

018: 2.5%

Net sales movement

5.8%

2018: 0.9% 1

Organic net sales movement

6.19% +

2018: 5.0% 1™

Reported operating profit movement

9.5% +

2018: 3.7% 1™

Organic operating profit movement

90% +

2018: 7.6%

Our ambition is to be one of the
best performing, most trusted and
respected consumer product
companies. We have delivered
another year of strong and consistent
performance, thanks to the
dedication and hard work of my
28,400 colleagues across Diageo.

| am very proud of the company

we are building together and the
positive social and economic impact
we have on the many communities
around the world where we make
and sell our brands.

Creating value

The global economy is becoming more
volatile, with significant challenges to
international trade and the institutions that
have underpinned prosperity for many
decades. Our business will not be immune
to international disruption but the depth
and breadth of our portfolio, as well as the
discipline and focus of our people, give us
confidence in our resilience as we navigate
these headwinds.

We are determined to build a company
that will prosper over the very long term.
We continue to improve the quality and pace
of execution in every part of our business.

“We are determined to build a
company that will prosper over
the very long term. We continue
to improve the quality and pace
of execution in every part of our
business: we are combining
creative flair with leading-edge
technology and we are investing
in brand building, innovation,
our route to consumer and
data analysis.”

Ivan Menezes
Chief Executive

We combine creative flair with leading-edge
technology and invest in brand building,
innovation, our route to consumer and
data analysis.

Our people are also proud of the positive
impact our business makes around the world.
The reach of our brands and marketing
allows us to promote moderation and tackle
alcohol misuse. We believe we are one of
the leading companies in reducing carbon
emissions and water use. Our global skills
and empowerment programmes have
helped hundreds of thousands of people
in the communities where we live, work,
source and sell.

Performance

Fiscal 2019 has been another year of strong
performance. We have continued to execute
our strategy consistently and effectively to
deliver growth. Our broad geographic
footprint and leading portfolio position us
well to capture future growth. In international
spirits, we have a leading position in the
United States, the world's largest profit pool,
alongside leadership positions in many other
markets. We strive to win with consumers
through the combination of creative flair and
data-led insight in marketing and innovation.
This, coupled with our culture of everyday
efficiency and financial discipline, supports
our ambition to be a reliable compounder of
growth. Our strategy is delivering consistent
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top-line performance, sustained margin
expansion and increased investment in
our brands and business.

Reported net sales were up 5.8%, with
organic growth partially offset by acquisitions
and disposals. All regions contributed to
broad based organic net sales growth, which
was up 6.1%. We delivered organic operating
profit growth of 9.0%, ahead of net sales
growth. This was driven by improved price/
mix and benefits from our focus on everyday
efficiency, partially offset by an 8% increase
in marketing investment, and cost inflation.
Reported operating profit grew 9.5%, driven
by organic growth.

Reported and organic net sales grew
across all categories, with the exception of
rum. Our global giant brands grew organic
net sales 5%, with Johnnie Walker up 7%,
Tanqueray up 19%, Guinness up 2%, Baileys
up 4% and Smirnoff up 3%. Captain Morgan
was down 2%. Our local stars were up 6% and
reserve was up 119%, with particularly strong
performances from Chinese white spirits, Ketel
One and Don Julio, up 22%, 10% and 26%
respectively. Earnings per share before
exceptionals was strongly up again this year,
increasing 10.3%. This was primarily driven
by higher organic operating profit and lower
finance charges. We achieved another year of
strong consistent free cash flow performance,
delivering £2.6 billion.

We continue to invest and innovate to
build our brands for the future. ‘White Walker
by Johnnie Walker’ successfully recruited new
consumers into the Johnnie Walker brand

2019 net sales by category (%)

/

\

L
® Scotch 25% © Liqueurs 5%
® Vodka 11% ® Gin 4%
® US Whiskey 2% © Tequila 4%
Canadian Whisky 7% ~ Beer 16%
® Rum 6% ® Ready to drink 6%
@ IMFL Whisky 5% ® Other 9%

(see more on page 17). We also announced
a £150 million investment in Scotch whisky
tourism, including a new Johnnie Walker
Experience in Edinburgh; a $130 million
expansion of our Bulleit distillery in Kentucky;
and we increased our shareholding in
Sichuan Shuijingfang Co, Ltd, our super-
premium baijiu business in China, from 40%
to 63%.

We are proud to be the stewards of some of
the most iconic brands in the world. These
were built over generations by people who
understood the importance of building a
business for the long term, not just today.
We are also determined to build a business
that makes a positive impact on the issues
that matter most to wider society.

We are passionate about the role our
brands play in celebrations around the world
and are committed to ensuring our products
are used in a responsible way. We have a
long-standing commitment to promoting
positive drinking through encouraging
moderation and tackling alcohol misuse.
Thanks to the commitment and efforts of
our colleagues around the world, we are
making rapid progress towards our 2025
targets to educate five million young
people, parents and teachers about the
dangers of underage drinking; collect 50
million pledges to never drink and drive; and
reach 200 million people with moderation
messages through our brands.

Our customers around the world are
rightly concerned about the environment
and climate change, as we see extreme
weather events and the resulting social
dislocation becoming more common.

We are determined to act and our progress
is being recognised. Many of you will be
familiar with CDP, formerly the Carbon
Disclosure Project, the leading global
disclosure system for environmental
reporting. In February, Diageo and only

19 other companies out of 7,000 globally,
were rated “Double A" for climate and water
performance. We were the only alcohol
company to achieve this status year on year.

I am particularly pleased that we have
been recognised for our work to promote
inclusion and diversity. | believe inclusivity is
at the heart of our company and the more
we become representative of the consumers
we serve, the more it will fuel our success. This
year, we ranked fourth in the Thomson
Reuters Global Diversity and Inclusion
Index; were recognised in the Bloomberg

Gender Equality Index; and were also ranked
by Equileap as the top company for gender
equality in the United Kingdom. Today, 40%
of Diageo's Executive Committee are
women and we want our global senior
leadership team to reach the same level of
female participation by 2025 (we are currently
at 36%).

This year, we put in place ground-breaking
family leave policies for both men and
women to support and retain parents within
our business and to ensure that we continue
to attract the best people possible to
build their careers at Diageo. In April, we
announced that all parents employed by
Diageo in the United Kingdom are eligible for
the same fully paid 26 weeks’ leave, retaining
benefits and bonuses regardless of gender.
In May, we started a global roll-out of this
ambitious new family leave policy, which
offers female employees in all markets a
minimum of 26 weeks of fully paid maternity
leave. This policy sets a global minimum
standard of four weeks’ paternity leave on full
pay in all markets, with a significant number
of our businesses moving to 26 weeks' fully
paid paternity leave.

Today, Diageo is a stronger, more agile
business. We have embedded a culture of
everyday efficiency and removed complexity,
and we seek continuously to improve the way
we operate. This enables us to anticipate
and adapt to changing consumer trends
and economic conditions more quickly.

As we look ahead to the three years
ending 30 June 2022, | expect Diageo to
maintain organic net sales growth in the
mid-single digit range and to grow organic
operating profit ahead of net sales in the
range of 5% to 7%.

Our strategy is delivering, but we are not
complacent and we continue to challenge
ourselves. As we look to fiscal 2020 and
beyond, we remain focused on building
a strong and sustainable future for our
business, our brands and the societies and
communities where we live and work.

WV~

lvan Menezes
Chief Executive

140d3Y DIDIALVHLS
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Our business model

Diageo is a global leader in beverage alcohol with

a portfolio of iconic spirits and beer brands.

We have a broad portfolio across categories and price points. Our
portfolio and geographic reach position us to deliver sustainable
performance and create value for our shareholders.

The consumer is at the heart of our business. Using our proven
marketing and innovation skills, we aim to build and sustain strong
brands that play a positive role in society.

Our organisation is structured in a market-based model. This means
we have greater agility and can better apply our strategy in individual
countries to meet the diverse needs of our consumers and customers.

.
5 I .
Y

*

i

We innovate

Led by consumer insights, we
unlock new opportunities to
recruit and re-recruit consumers
to our brands. We innovate with
new offerings that meet
changing consumer demands.

200+

Brands

We make

We are the makers of premium
spirits and beer, committed to
the highest quality and standards.

180

Countries

It also enables us to quickly identify and shape consumer trends

to support growth.

We use our local and global market expertise to identify and deliver
against the most valuable growth opportunities. Our global supply
capabilities enable us to manufacture and distribute our brands
efficiently and effectively. Where it makes sense to do so, we source

and produce locally.

We are passionate about our role in society and the responsibility
we have to our stakeholders, communities and the environment.

We market

We invest in world-class
marketing to responsibly build
vibrant brands that resonate
with our consumers.

150+

Production
sites

We sell

We extend our sales reach
through leading activations and
advocacy to ensure our brands
are part of consumer celebrations
around the world.

28,400

Employees

- —————————— s BR800 4



Broad portfolio

Each market has the flexibility to select the
best portfolio of brands to capture unique
consumer opportunities. We then invest in
opportunities that we believe offer the most
valuable growth.

Markets

We operate through a market-based
structure so we can act on local consumer
insights and identify trends quickly to deliver
locally relevant solutions.

Global functions,

support and governance

Our markets are supported by global
functional teams and a broad range of shared
services. Together, these drive the sharing
of best practice, enhance efficiency and
help build in-market capabilities. We set
our standards for governance, compliance
and ethics globally.

Our people

We want all our employees around the world
to reach their full potential and play their
part in the success of our business. We have
created an inclusive and diverse culture with
shared values and a common purpose.

Our values

Passionate about consumers; be the best;
freedom to succeed; proud of what we do;
valuing each other.

Our role in society

We are committed to playing a positive role
in society. We work to reduce alcohol harm
and promote moderation, increase access
to opportunities for local communities and
reduce our environmental impact.

Our brands

We own two of the world’s five largest spirits
brands by value, Johnnie Walker and Smirnoff,
and 23 of the world’s top 100 spirits brands by
value®. We own Guinness, the 4" largest
premium beer brand by value®,

Our geographic footprint

We have broad reach in the United States
and Europe and leading positions in many
of the markets that are expected to generate
most of the medium-term industry growth.

Brilliant execution

We use cutting-edge consumer insights
and marketing. We innovate at scale and
we develop winning relationships with our
customers through distribution and sales.

Efficient supply and procurement
We work to high-quality manufacturing
and environmental standards.

Financial strength
We aim to deliver consistent net sales value
growth and margin expansion, as well as
strong cash generation.

(i) Impact Databank Value Ratings, May 2019.
(i) Global Data, 2018.

140d3Y DIDIALVHLS
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erywhere we operate, we aim to do so in a responsible and sustainable
way. Our broad portfolio means we can access different consumer
occasions with our brands, across price points.

~ In developed markets, we support premiumisation through our
‘premium core and reserve brands. In emerging markets, we aim to
ow participation in international premium spirits. To support this,
elec ely participate in attractive mainstream spirits segments.
eans consumers can access our brands at affordable price

s and we can shape responsible drinking trends by introducing

2 umers to branded products.

Our strategy is delivered through

C rt ategy

global spirits category has shown resilient, long-term growth. Our strategy is to support
gl premiumisation in developed and emerging countries.
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Beer is our second largest category after scotch and our global beer
business is led by our premium brand, Guinness. Guinness is available
in approximately 130 countries. We use a variety of routes to the
consumer, depending on the most efficient model for each market.
In Africa, we have a large beer business with a broad portfolio that
reaches across price points.

Our focus on consumers, the balance of creative flair and data-led
insight in our marketing and our track record for innovation, combined
with our financial discipline and everyday efficiency, all support our goal to
be a reliable compounder of growth. We aim to combine these to deliver a
virtuous circle of consistent top-line performance, margin expansion and
increased investment in our brands and business.

Six executional priorities
Our strategy in action pages 17 - 19

KEEP PREMIUM CORE VIBRANT
Ensuring we have a vibrant premium core is critical to
our overall performance.

@ INCREASE PARTICIPATION IN MAINSTREAM SPIRITS
Mainstream spirits is a sizeable and growing opportunity.
We have invested in mainstream spirits and have a strong
foundation from which to drive growth.

9 CONTINUE TO WIN IN RESERVE
We build our reserve brands by ensuring they are available
in the most influential outlets. We also build their reputations
with the bartenders and consumers who set trends.

@ BUILD ADVANTAGED ROUTES TO CONSUMER
Using insights, we understand where to invest our resources
so that our brands are available in the right formats and
locations for our consumers.

@ DRIVE INNOVATION AT SCALE
We build on our existing brands, anticipate new consumer
occasions and create the brands of tomorrow with a focus
on scale and speed.

EMBED PRODUCTIVITY TO DRIVE OUT COSTS AND
Q INVEST IN GROWTH
We are focused on everyday efficiency, effectiveness and
agility to reduce costs and create fuel for our growth.

Our sustainability and responsibility priorities and our

commitment to governance and ethics
Our strategy in action pages 17 - 19

e PROMOTING POSITIVE DRINKING
We are committed to promoting positive drinking through
encouraging moderation and tackling misuse.

m REDUCING OUR ENVIRONMENTAL IMPACT
We aim to preserve the natural resources on which our
long-term success depends. We are working to reduce our
impact in the areas of water, carbon, packaging and waste.

BUILDING THRIVING COMMUNITIES

@ We want to continue to make Diageo a great, safe, inclusive
and diverse place to work for our people. We want to build
sustainable supply chains and create programmes that
empower communities and individuals, making a positive
difference everywhere we live, work, source and sell.

HIGHEST STANDARDS OF GOVERNANCE AND ETHICS

@ We are constantly looking for ways to strengthen our culture
of integrity and help our people make the right choices,
to do business the right way, from grain to glass.
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Outcomes of our strategy

@ Efficient growth

® Consistent value creation

© Credibility and trust

O Engaged people

BEST PERFORMING,
MOST TRUSTED
and RESPECTED

ct
o
MBED pygrypAY e

LAGAVULIN ¥

We measure progress against our
strategy using the following financial
and non-financial indicators

Organic net sales growth

Organic operating margin improvement?

Earnings per share before exceptional items

Free cash flow

Return on average invested capital

Total shareholder return

Reach and impact of responsible
drinking programmes

Health and safety

Water efficiency

Carbon emissions

Employee engagement index

(i) From July 2019, this financial indicator will be organic operating
profit growth.
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Our brands

We have built a leading portfolio of brands across key
categories and price points.

We invest in the sustainable growth of these brands and ensure they are positioned

to meet the consumer opportunity in each market.

We own two of the world's five largest spirits brands by value, Johnnie Walker and Smirnoff,

and 23 of the world's top 1009,

Guinness, our premium beer brand, is the 4" largest premium beer in the world by value®.

Global giants'i
Our business is built around six of our biggest global brands.

(/

JOHNNIE WALKER.
KEEP WALKING.

% oo

(aptain Morgan

©
-

GUINNESS

Local stars"

Can be individual to any one market and provide
a platform for our business to grow.

Reserve™

Exceptional spirits brands at premium price points
to capture the global luxury opportunity.

"& YEN i ?’?{

Coner Reyal. RAKI %

Shui Jing Fang®

BlueLabel

19042

Donfulio

(o @ 2
o : Uld PQII@ e NeTEN — casaMIGOS
™ ) -
Bi :ner m PACAVELIR wSINGLETON Gggg,gggig
L . - -
3 P - ) ~ '—L\/\) t l n © ETT IR
L Black &White. ciroc [#40 1\ TSKER
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) Impact Databank Value Ratings, May 2019.
i) Global Data, 2018.

ii) Global giants represent 41% of Diageo net sales.

V) Local stars represent 20% of Diageo net sales.

V) Reserve brands represent 19% of Diageo net sales.
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Our global reach

Our regional profile provides us with exposure to the greatest
consumer growth opportunities in our sector.
We operate as a market-based business and our products are sold in over 180 countries.

Each of our markets is accountable for its own performance and for driving growth.
We employ 28,400 talented people across our global business.

% share of net sales by region®®

34.9% _ 22.9%

North America Europe and Turkey

US Spirits Europe
Diageo Beer Company

USA (DBC USA) Turk
Canada urkey

Other (principally Travel Retail)

21.0%

Asia Pacific

Other (prindpallyf?avel Retail)

Latin America and Caribbean

/}r
Mexico ¢ ’ India
Africa
Paraguay, Uruguay and East Africa Greater China .
Brazil (PUB)
Australia -
. . Africa Regional Markets (ARM)
Central America and Caribbean (CCA) South East Asia -
Andean (Colombia and Venezuela) Nigeria - Travel Retail Asia and Middle Ealst
. ) ) North Asia
Peru, Ecuador, Bolivia, Argentina, Chile (PEBAC) South Africa
Other (principally Travel Retail) Other (principally Travel Retail)

(i) The above diagram is intended to illustrate general geographic regions of the world in which Diageo has a presence and/or in which its products are sold, and is not intended to
imply that Diageo has a presence in and/or that its products are sold in every country within a geographical region.
(i) Based on reported net sales for the year ended 30 June 2019. Does not include corporate net sales of £53 million.

North Europe and Latin America Asia
% share by region America Turkey Africa  and Caribbean Pacific
Volume 20.1 184 13.7 9.1 387
Net sales® 349 229 124 8.8 21.0
Operating profit before exceptional items” 45.2 236 6.4 8.5 16.3
Operating profit® 458 234 6.5 8.6 15.7
Water withdrawal 12.2 395 385 13 85
Carbon emissions®™ 93 40.5 389 32 8.1
Employees" 97 369 15.0 8.8 296

(i) Excluding corporate net sales of £53 million.

(i)) Excluding exceptional operating charges of £74 million (2018 — £128 million) and net corporate operating costs of £189 million (2018 — £158 million).
(iii) Excluding net corporate operating costs of £210 million (2018 - £158 million).

(iv) Excludes corporate offices which account for <2% of combined impacts.

(v) Employees have been allocated to the region in which they reside.




12 DIAGEO ANNUAL REPORT 2019
Key performance indicators

Financial ®@ Financial ®® Financial ®0

Organic net sales growth Organic operating margin Earnings per share before

(%) improvement (bps) exceptional items (pence)?

2019 I 61 2019 I 83 2019 I 1308

2018 50 2018 78 2018 1186

2017 43 2017 37 2017 1085

2016 28 2016 19 2016 894

2015 00 2015 24 2015 8838

Definition Definition Definition

Sales growth after deducting excise duties, excluding
the impact of exchange rate movements, acquisitions
and disposals.

Why we measure

This measure reflects our performance as the result
of the choices made in terms of category and market
participation, and Diageo's ability to build brand
equity, increase prices and grow market share.

Performance

Organic net sales grew 6.1%, driven by 2.3%
volume growth and 3.8% positive price/mix.
Growth was broad based with all regions
delivering net sales growth.

More detail on page 25

The percentage point movement in operating profit
before exceptional items, divided by net sales after
excluding the impact of exchange rate movements

and acquisitions and disposals.

Why we measure

The movement in operating margin measures the
efficiency of the business. Consistent operating
margin improvement is a business imperative, driven
by investment choices, our focus on driving out costs
across the business and improving mix.

Performance

Organic operating margin improved 83bps driven by
improved price/mix and our productivity programme
partially offset by higher marketing spend.

More detail on page 25

Profit before exceptional items attributable to equity
shareholders of the parent company, divided by the
weighted average number of shares in issue.

Why we measure

Earnings per share reflects the profitability of the
business and how effectively we finance our balance
sheet. Itis a key measure for our shareholders.

Performance

Eps before exceptional items increased 12.2 pence

driven by organic operating profit growth and lower
finance charges partially offset by the impact from

acquisitions and disposals and a higher tax expense.

More detail on page 26

Non-financial 00

Positive drinking

Number of young people, parents and teachers educated
about the dangers of underage drinking

2019 G 32,000

Number of pledges collected never to drink and drive
through #JoinThePact

2019 G 16.55M

Number of people reached with moderation messages
from our brands

2019 QN 56.02m

Definition
We report against three indicators for positive drinking.

Why we measure

We support the World Health Organization’s (WHO)
goal of reducing harmful drinking by 10% across the
world by 2025 and we put resources and skills into
a range of programmes around the world that aim
to reduce harm and change behaviour. We have
set ourselves stretching targets to measure our
contribution to this area, focusing on tackling
underage drinking and drink driving, in addition

to promoting moderation.

Performance

We launched a new Positive Drinking strategy last
year and this is the first year we have reported against
these targets for 2025.

More detail on pages 45-47

Non-financial 00

Health and safety (lost-time accident
frequency per 1,000 full-time employees)

098"

2019 QU 095
2018 1.00

Definition

Number of accidents per 1,000 full-time employees
and directly supervised contractors resulting in time
lost from work of one calendar day or more.

Why we measure

Health and safety is a basic human right: everyone
has the right to work in a safe and healthy
environment, and our Zero Harm philosophy

is that everyone should go home safe and healthy,
every day, everywhere.

Performance

We achieved a milestone safety performance level of
0.98 lost-time accidents (LTAs) per 1,000 employees,
our lowest rate ever. This represents a 7% reduction
in LTAs compared with 2018. We continued to focus
on markets in particular need of support, delivering
improvements by increasing compliance with our
core standards and programmes. We also maintained
strong performance in our more established markets.

More detail on page 58

Non-financial (3]
Water efficiency®
(/1)

4.64l/1°

2019 QU /.54
2018 494
2017 498
2016 5.16
2015 5.84

Definition
Ratio of the amount of water required to produce
one litre of packaged product.

Why we measure

Water is the main ingredient in all of our brands.
We aim to improve efficiency, and minimise our water
use, particularly in water-stressed areas. This will
ensure we can sustain production growth, address
climate change risk and respond to the growing
global demand for water, as scarcity increases.

Performance
Water efficiency improved by 6% compared to 2018,
and 43.8% versus our 2007 baseline.

More detail on pages 52-57
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We use the following 11 key performance indicators (KPIs)
to measure our financial and non-financial performance.

Relevance to strategy

© Efficient growth

® Consistent value creation
© Credibility and trust

@ Engaged people

®0

Financial
Free cash flow
(£ million)

£2,608mM

2070 I 2,608
2018 2,523
2017 2,663
2016 2,097

2015 1,963

Definition

Free cash flow comprises the net cash flow from
operating activities aggregated with the net cash
received/paid for loans receivable and other
investments, and the net cash cost paid for property,
plant and equipment, and computer software.

Why we measure

Free cash flow is a key indicator of the financial
management of the business and reflects the
cash generated by the business to fund payments
to our shareholders and acquisitions.

Performance

Free cash flow continued to be strong at £2.6 billion.
Operating profit growth was partially offset by
reduced operating working capital improvements
year on year, increased investment in maturing
inventory and higher tax payments.

More detail on page 26

Financial (2]
Return on average invested capital
(ROIC) (%)

151%

1
2018 14.3
2017 138
2016 12.1
2015 123
Definition

Profit before finance charges and exceptional items
attributable to equity shareholders divided by
average invested capital. Invested capital comprises
net assets aggregated with exceptional restructuring
costs and goodwill at the date of transition to IFRS,
excluding post employment liabilities, net
borrowings and non-controlling interests.

Why we measure

ROIC is used by management to assess the return
obtained from the group’s asset base. Improving
ROIC builds financial strength to enable Diageo
to attain its financial objectives.

Performance

ROIC before exceptional items increased 80bps as
organic operating profit growth was partially offset
by the impact from acquisitions and disposals and
higher underlying tax charges.

More detail on page 26

Non-financial (3]
Carbon emissions'
(1,000 tonnes COe)

586"

2010 D 556

2018 623
2017 633
2016 672
2015 731

Definition
Absolute volume of carbon emissions, in 1,000 tonnes.

Why we measure

Carbon emissions are a key element of Diageo’s, and
our industry’s, environmental impact. Reducing our
carbon emissions is a significant part of our efforts
to mitigate climate change, positioning us well for
a future low-carbon economy, while creating energy
efficiencies and savings now.

Performance

Carbon emissions reduced by 5.9% in 2019, and
cumulatively by 44.79% against the 2007 baseline,
despite increased production volume.

More detail on pages 52-57

Non-financial 00

Employee engagement index
%)

/5%

2019 QU />

2018 76
2017 75
2016 77
2015 75
Definition

Measured through our Your Voice survey; includes
metrics for employee satisfaction, loyalty, advocacy
and pride.

Why we measure

Employee engagement is a key enabler of our
strategy and performance. The survey allows us

to measure, quantitatively and qualitatively, how
far employees believe we are living our values.

The results inform our ways of working, engagement
strategies and leadership development.

Performance

94% of our people participated in our Your Voice
survey (22,615 of the 24,129 invited). 75% were
identified as engaged, a decrease of 1% on last year.
89% declared themselves proud to work for Diageo,
down 1% on 2018. Despite this small shift, we have
maintained a strong engagement score in line with
best in class benchmarks.

More detail on page 59

®0

Financial
Total shareholder return
(%)

27%

2019 E— 27
2018 23

2017 12

2016 17

2015 2

Definition

Percentage growth in the value of a Diageo
share (assuming all dividends and capital
distributions are re-invested).

Why we measure

Diageo’s Directors have a fiduciary responsibility

to maximise long-term value for shareholders.

We also monitor our relative TSR performance against
our peers.

Performance

Diageo delivered total shareholder return of 27%
as dividends increased, a share buyback programme
of £2.8 billion was executed and the share price
benefited from underlying business improvements.

Remuneration

Some KPIs are used as a measure in the incentives
plans for the remuneration of executives. These are
identified with the symbol ®.

See our Directors’ remuneration report from
page 80 for more detail.

For reward purposes this measure is further adjusted
for the impact of exchange rates and other factors
not controlled by management, to ensure focus on
our underlying performance drivers.

In accordance with Diageo’s environmental reporting

methodologies, data for each of the four years in the

period ended 30 June 2018 has been restated where
relevant.

(iii) In accordance with Diageo’s environmental reporting
methodologies and WRI/WBCSD GHG Protocol, data
for each of the four years in the period ended 30 June
2018 has been restated where relevant.

A Within PwC's limited assurance scope. See page 173

for further details.

(ii

140d34 D1931VHLS
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Market dynamics

Total beverage alcohol is an attractive industry, with a natural runway
for growth when compared with other consumer goods categories.

Like all consumer sectors, the total beverage alcohol industry faces possible disruption,
ranging from changes in consumer trends and regulation through to economic volatility and
tariff changes. Our broad and diverse global portfolio provides a natural hedge to any
volatility we may encounter. Our extensive consumer knowledge, gained through our local
presence and use of data-driven insights, gives us a strong position from which to grow.

The global alcohol market today: broad based, growing, profitable®

550 million

new legal purchase age consumers are
expected to enter the market by 2030.

6 D

lon

equivalent units of alcohol
sold each year.

(i) Diageo estimates, Euromonitor, IWSR, internal analysis.

750 million

consumers are expected to be able
to afford international-style spirits over
the next decade.

£ 747 billion

retail sales value.

Key trends

We believe that drinking in a responsible way is part of a balanced lifestyle in many
societies around the world. Drinking occasions and practices vary hugely depending
on local culture, traditions and customs. They are constantly evolving, but long-term
trends are positive for the industry — with sustained premiumisation, a growing
preference for spirits and population growth all playing a part.

Consumers choosing to ‘drink better’
Consumers are ‘drinking better, not more!
People are looking for products that stand
out for their superior quality, authenticity
and taste.

In developed markets, in response to
sustained premiumisation of spirits, our
premium-and-above brands are growing
fastest. Our Reserve portfolio of brands
capitalises on this premiumisation trend and
recent launches, such as our new Villa Ascenti
gin, strengthen our position.

In emerging markets, rising prosperity
is enabling consumers to trade up to our
international spirits brands. Meanwhile,
our mainstream spirits brands, like Royal
Challenge whisky in India, offer safe,
affordable products to consumers in markets
where informal alcohol — which is estimated
to account for around 25% of global alcohol
sales despite the associated health risks and
loss of tax revenue — is widespread.

Growing preference for spirits
Consumers who drink alcohol are moving into
spirits and away from beer and wine; as well

as from illicit alcohol across Africa. This is a
long-term trend - spirits are now 53% of
total beverage alcohol by volume, up from
48% ten years ago. Gin is an example of a
category benefiting from switching, starting
in Europe and now accelerating in markets like
Australia, South Africa and Brazil. In Brazil,
consumer spend on the gin category has
grown over 100% a year in the last five years
and we have driven growth through the
Tanqueray brand. Growth via the on-trade has
been the key driver, ensuring a perfect serve
with ice and tonic in premium occasions
through our Copa Glass programme,
supported by investments in marketing and
ensuring availability in the right places. This has
brought new consumers into the brand and
into spirits — 20% of consumers are new to
spirits; 509 coming from beer.

53%

of the global alcohol market, by volume,
is spirits.

Drinking occasions and the route

to consumer are changing

In developed markets, consumers are shifting
away from late-night occasions towards
food-related and more informal occasions.

Our market insight enables us to innovate
existing brands, anticipate new consumer
occasions and create the brands of tomorrow.
In response to the growing early-evening
occasion, we recently launched Smirnoff
Infusions in the United Kingdom and United
States. It is a new zero-sugar spirits-based
drink infusing Smirnoff vodka with real fruit
essences, designed to be served in a wine
glass with soda and ice. Perfect for long
summer evenings, it has an ABV of 23%,
with the recommended serve containing
87 calories.

Our focus on route to consumer means
we are well placed to seize new innovation
opportunities. Our partnership with HBO,
for which we have created ‘White Walker
by Johnnie Walker', has recruited new
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consumers to our iconic Johnnie Walker
Scotch brand and to the category, with social
media and e-commerce playing a part
(see more on page 17). Technology and
e-commerce are also changing the route to
market. They are shifting the retail landscape,
our interactions with on-trade and off-trade
customers and the way we interact with
consumers. Through our use of data we are
constantly evolving our approach to each
market and delivering multi-channel
customer strategies (see more on page 18).

The global economy
Political instability and changes in economic
variables continue to have an impact across the
global economy. We cannot change the
environment in which we operate, but our
global scale helps provide a natural hedge to
changing variables. Our market-based model
gives us the flexibility to identify and respond
quickly to local dynamics. Our broad portfolio of
brands means consumers can trade up or down
depending on the economic environment.

Macro-economic trends are key
considerations for our risk planning, outlined
on pages 20-23. Understanding the long-term
dynamics of our markets means we can
anticipate, innovate and respond to key
trends and unlock growth by drawing on the
strength of our diverse portfolio and acting
with agility.
Safeguarding our future
by earning trust and respect
The expectations for businesses to be
transparent, open and clear about their
purpose have arguably never been greater.
That is why earning trust and respect continue
to be at the heart of our performance
ambition. Stakeholders are increasingly
challenging all businesses to show how they
make a positive impact and the United
Nations' Sustainable Development Goals
provide a framework for businesses to
demonstrate their contribution to society.

Earning trust and respect is particularly
important for our industry. While the majority
of people who choose to enjoy alcohol do
so moderately and responsibly, we know
the misuse of alcohol can harm individuals
and those around them. This can also have
adverse impacts on our industry’s reputation
and our long-term operating environment.
As a global leader in premium alcohol, we
are committed to promoting positive
drinking, so that our brands and our business
have a sustainable future.

As the stewards of brands which have
been part of communities around the world
for centuries, we understand the importance

of long-term thinking and of earning the trust
and respect of those around us. Our future
success depends on us continuing to
promote positive drinking, fostering
inclusive economic growth and reducing
our environmental impacts, while making
sure we do business with integrity and
respect for human rights.

Promoting positive drinking

We want to offer consumers the opportunity
to drink better, not more’ — an approach that
both supports our social values and aligns
with our commercial interests as a business
making premium drinks. That means we are
committed to promoting moderation, while
campaigning to reduce harmful drinking and
improving laws and industry standards. Our
Positive Drinking strategy, described on
pages 45-46, includes ambitious targets for
areas in which we can have the greatest impact
in reducing harm: drink driving, underage
drinking and excessive drinking. Through
ourwork, we support the World Health
Organization’s (WHO) goal of reducing
harmful drinking by 10%.

Acting responsibly in

a regulated marketplace

The beverage alcohol industry is highly
regulated and that regulation varies

widely between countries and jurisdictions.
We comply with all laws and regulations,
wherever we operate, as a minimum
requirement. But we also advocate laws
and industry standards, including minimum
legal purchase age laws and maximum
blood-alcohol concentration driving limits,

in countries where these are not already in
place. Such measures, as well as protecting
individuals and communities, help ensure a
sustainable market in which our products can
be enjoyed responsibly. At the same time, we
advocate against measures that are not based
on evidence or which could have unintended
consequences, such as pushing consumers
toward illicit alcohol, which can be a risk to
public health.

Promoting inclusivity and human rights
‘We value each other! This statement is one
of our five core values and it has never been
more relevant. Consumers, employees and
many other stakeholders expect businesses
to respect human rights and create an
inclusive culture. Within our business, this is
reflected in a strong policy framework and
a strategic commitment to inclusion and
diversity, including gender balance and health
and safety (see more on pages 58-59). And it
extends across our value chain: to our
suppliers, distributors and consumers,

through our human rights framework and
our community programmes designed to
empower women, help people develop

their skills, and increase access to water,
sanitation and hygiene (see more on pages
48-51). This commitment strengthens our
supply chain, builds our employer brand and
gives us the resilience we need to continue
to perform in the future.

Climate change, water stress and a
responsible environmental strategy

Any business that relies on agricultural raw
materials and water has both a responsibility
to the environment around it and an
exposure to environmental risks. Our
environmental strategy, described in more
detail on pages 52-57, is critical to our
long-term success. Our programmes reduce
carbon emissions and water use throughout
our value chain. They also address waste
and packaging, including plastic, and the
use of more sustainable packaging
materials. The linked phenomena of climate
change and water stress are particularly
material to our business and to the
communities around us. With the oversight
of our Climate Change Working Group, we
are integrating the management of
climate-related issues into our business.

Our Water Blueprint defines our approach
to water stewardship and prioritises our actions
in areas we have defined as water-stressed, as
illustrated on page 53. Along with improving
water efficiency, we are replenishing the water
used in water-stressed areas, supporting
catchment area management to benefit all
water users, and helping farmers improve
water management in agriculture.

140d34 D1931VHLS
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Our stakeholders

We aim to maintain open and positive dialogue with all our
stakeholders. This helps us make choices as a business and shape
the role that we can and should play in society.

Our mission, values and purpose help guide these relationships across the globe,
supported by our local market-based model.

Suppliers

We rely on resilient, thriving
supply chains for the raw
materials we use to make our
brands. Together with our
suppliers, we work hard to

Employees

We aim to create a trusting,
respectful and inclusive culture.
We want our people to be proud
of their work, empowered to
succeed, and to know that their
safety and human rights
are respected.

Read more on page 58

Communities

Investing in sustainable
growth means supporting and
empowering the communities
where we live, work, source and

sell. By ensuring we make a
positive contribution, we can
help build thriving communities
and strengthen our business.

Read more on page 48

Shareholders

Through regular financial reporting
and events such as our Annual
General Meeting and Capital Markets
Day, we ensure an ongoing conversation
with shareholders. Our Board's role is to
ensure we create sustainable long-term
value for shareholders in a manner which
contributes positively to wider society.

Read more on page 69

improve our collective impact,
from our environmental
footprint to supporting
smallholder farmers.

Read more on page 49

Government
and Regulators

We focus on evidence-based
engagement to build trust and
reputation with governments
and regulators and to ensure we
have an effective network of
stakeholders on public policy
matters. We promote moderation
and advocate industry standards.

Customers

Our customers are business
partners and experts in the
products they buy and sell, as
well as the experiences they
deliver. We work with both the
on-trade and off-trade to ensure
a mutually beneficial relationship
that delivers the best outcome

” for our consumers.

Consumers

Our brands are made with pride
and made to be enjoyed
responsibly — we want people
to drink better, not more. In our
interactions with consumers, we
use our marketing expertise to
promote positive drinking.

Read more on page 45
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Our strategy in action

These case studies demonstrate how we are putting our strategy into
action at a market and global level. They also show how our approach
to sustainability and responsibility supports everything we do.

9 KEEP PREMIUM CORE VIBRANT

@ DRIVE INNOVATION AT SCALE

v

GUINNES:

Our Guinness Clear responsible drinking advert won a Gold
at the Cannes Lions for Brand Experience and Activation

Guinness Six Nations: the

power of connections

Europe’s premier international rugby
tournament celebrates the humanity and
friendship that underpin one of sport’s fiercest
rivalries. It's an ideal partner for Guinness, a
brand with decades of ties to rugby. In 2019
we were proud to become the title sponsors
of the Guinness Six Nations Rugby

Championship and Official Sponsor of the
Women'’s Six Nations Championship.

The partnership is a perfect opportunity
to connect with consumers, grow our brand,
reinforce our responsible drinking message
and demonstrate our commitment to gender
equality. Our award-winning Guinness Clear
responsible drinking adverts, described on
page 47, were a key element in a campaign
that was deeply rooted in the values shared
by Six Nations rugby and Guinness. Overall,
we reached over 172 million consumers
globally?, tracked more than 55,000 uses of
the #GuinnessSixNations hashtag® and
broke through our own targets on reach in
traditional media. Our tracking showed that
Guinness is, for the first time ever, the brand
most associated with rugby in Great Britain
and Ireland,

(i) Nielsen 2019.
(i) 31.1 - 31.3.19 Twitter, Facebook and Instagram.
(i) Kantar 2019.

9 WIN IN RESERVE

Johnnie Walker B\ue Label s Ghost and Rare limited
edition whisky

Johnnie Walker Blue Label:
authenticity and new

experiences

As the premiumisation trend continues,
consumers are increasingly looking for
products of superior quality, authenticity
and taste. We are connecting consumers
with the amazing craftsmanship and history
of our Reserve brands through our creative
marketing. We are focused on educating

consumers about Johnnie Walker Blue Label’s
liquid credentials of rarity, distinct flavour and
depth of character, through limited edition
releases and exclusive experiences.

This year, launches included Johnnie Walker
Blue Label Ghost and Rare Port Ellen. The Port
Ellen distillery closed in 1983 and its liquid is
one of the most sought-after whiskies in
the world.

We are also using our data to ensure we
reach the right consumers. Key influencers in
each market are targeted with exciting
experiences like the intimate Johnnie Walker
Blue Label ‘Bothy’, recently held in Hong Kong
and named after Scotland’s unique hideaways.
Handfuls of invitees were able to sample some
of the rarest Johnnie Walker Blue Label
whiskies paired with a Michelin starred tasting
menu in a unigue setting. The two-week
project reached almost 13 million people®,
with more planned for other markets in fiscal
2020.

(iv) Internal analysis of print, broadcast, social media reach.
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‘White Walker byJohnme Walker recruited new
consumers to the brand

Breakthrough products

that recruit new consumers

We look to innovate in three ways: recruit,
re-recruit or disrupt. Our focus is increasingly
on 'recruit’ innovations that are grounded in
strong consumer insights and bring new
consumers into our brands.

Our willingness to take our established
brands to new places is helping whisky win
new consumers. The launch of the limited
edition ‘White Walker by Johnnie Walker’ a
collaboration with HBO's hit TV series Game
of Thrones, shows that with the right balance
of consumer research, insight and creativity a
200-year-old brand can reach a new audience.
In the run up to the final series of Game of
Thrones, Johnnie Walker became the most
talked-about whisky on social media®.

We also launched our Ketel One Botanical
innovation in the United Kingdom this year.
It is a 309 ABV spirit drink infused with real
fruit, bringing Ketel One to new consumers
in a new occasion for the brand, the
early-evening occasion. In the United States,
it was the industry’s top-selling spirits
innovation in the 2018 calendar year".

(v) Sprinklr, 104 -16.4.19
(vi) Nielsen.

>500%

of our innovations this year focused
on recruiting new consumers, versus
around 30% four years ago.
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INCREASE PARTICIPATION IN
MAINSTREAM SPIRITS

@ BUILD AN ADVANTAGED ROUTE TO CONSUMER

Over half a million people have signed the
#ChallengeAccepted petition, including some of India’s
top cricketers

Royal Challenge whisky:
pushing the boundaries for

women in India
In India, our local star brands each have their
own unique cultural identity that connects with
Indian consumers’ passions. Our Royal Challenge
whisky connects through cricket, India’s
most-watched sport. It owns the Royal
Challengers Bangalore cricket team, who play
in the Indian Premier League (IPL) and boasts
India’s men's cricket captain in its ranks.

Royal Challenge has a strong brand
identity that is not afraid to take on
stereotypes. Through purpose-led marketing,
it created the #ChallengeAccepted campaign,
which sets out to achieve a more progressive
and inclusive space for women everywhere.

Royal Challenge is asking India’s millions
of cricket fans a crucial question: given the
enormous talent of India’s women cricketers,
why shouldn't they play in the same top sides
as men? The campaign sees India’s leading
women cricketers and India’s men's team
captain demand that the boundaries be
pushed. And it is calling on consumers to get
real and support the first ever mixed-gender
T20 cricket match by voting on its website —
aiming to reach one million votes.

And people are responding. There was
a 300% increase in engagement in the
brand’s social media channels in the first
four weeks of the campaign and over half
a million have so far voted“? in favour of
holding the match in September 2019.

(vii) As of 25 July 2019.

In the United States, we have collected more than four
million data points over the last two years

EDGE: data and analytics
accelerating sales in outlets

in the United States

We are using new technologies and advanced
analytics to unlock growth by transforming
our understanding of customers, consumers
and shoppers. Our suite of ‘Every Day Great
Execution’ (EDGE) technology tools capture
in-store data and, through predictive analytics,
revolutionise our ability to offer the right
brands, in the right outlets, in the right way.

This means we can work with customers so
that each outlet has specific standards and
recommendations that help boost
incremental sales.

For example, our TRAX technology uses
image recognition to analyse a picture of the
inside of a store, then automatically identifies
products, shelf placement, display, price and
more. We can then generate scorecards based
on these key performance indicators and
provide targeted recommendations via our
advanced analytics team on how to improve
in each area. This information helps us and
our customers.

In the United States, we have collected
more than four million data points over the
last two years. And the programme is
producing results. Since we embedded
EDGE in early 2019, we've seen average
volume in outlets that have adopted our
recommendations grow three times faster
than non-participating outlets. We are now
expanding our use of EDGE to new markets.

@ EMBED PRODUCTIVITY TO DRIVE OUT COSTS AND INVEST IN GROWTH

Intelligent automation:
delivering everyday efficiency

atscale

We have embedded a mindset of ‘everyday
efficiency’ across Diageo, a shift in culture that,
over the last three years, has helped us save
£700 million. And we're looking forward, for
new ways of working that continue to make
us a more efficient organisation.

Intelligent automation, now used in more
than 100 applications across the business, is a
key example. Through predictive analytics,
machine learning and robotics process
automation, we are growing more productive
and more competitive.

Our Sales Order Capture Automation, for
example, uses artificial intelligence technology
and machine learning algorithms to extract
and process data from more than a million
customer sales orders per year. Our end-to-
end Source to Pay process automatically
validates invoices against purchase orders,
interacts with banks and executes payments.
And we are working on scaling our intelligent
automation across a range of functions, from
simplifying HR processes and financial
reporting, to forecasting how we use our

We are looking for new ways of working that continue to
make us more efficient

commodities and assess market pricing in
order to plan the optimum time to purchase.
As intelligent automation increases
accuracy, we improve compliance and data
quality and create savings. We also improve
our decision making and free up our people
to use their talents to create greater value.

Intelligent automation is now used
in more than 100 applications across
the business.
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Our Sustainability & Responsibility Strategy in action

PROMOTING POSITIVE
" DRINKING: GLOBAL

@ BUILDING THRIVING COMMUNITIES: INDIA

AR BRATCHES
Pty e

macanTHEFALT

HEPACT

RIVE

YOINTHE

NEVER DRINK*P

Chase Carey, CEO and Chairman of the Formula One
Group, pledges to never drink and drive

#JoinThePact races to
16.88 million pledges

We believe that a single accident caused
by drinking and driving is one too many.
Reducing drink driving is a core part of our
commitment to reducing alcohol-related
harm and to promoting positive drinking.
Our flagship programme, #JoinThePact, is
recruiting millions of people to the cause.

When people sign up to #JoinThePact,
they pledge never to drink and drive. And
with support from a wide range of our brands,
the campaign has collected more than
16.88 million signatures since 2008.

Johnnie Walker's sponsorship of Formula 1
partnerships has played a major part in raising
awareness and helping us pass our initial
target of five million pledges back in 2017
Based on that success, we expanded our
ambition to 50 million pledges by 2025,
running the campaign in more than
40 countries across five continents.

The connection with Formula 1 is still
driving results. At the Formula 1 2018
Johnnie Walker Belgian Grand Prix in
Spa-Francorchamps alone, we collected
1,169,338 commitments.

Our #JoinThePact campaign runs
alongside multi-agency drink driving
programmes that address education and
enforcement. Our collaborations with
governments and enforcement agencies, as
well as our programmes to tackle underage
drinking and binge drinking, are described
on pages 45-47.

1.17m

Pledges never to drink and drive

collected at the Formula 12018
Johnnie Walker Belgian Grand Prix.

Clean water and fresh
opportunities for women

entrepreneurs
Access to clean drinking water can transform
communities. In fact universal, affordable
access to what is known as WASH — water,
sanitation and hygiene — is a critical public
health issue and the focus of UN Sustainable
Development Goal 6.

As a business that relies on water, we have
a clear responsibility to contribute —and our
Water of Life programme has reached more
than 10 million people in India and Africa
since 2006. But we also see providing access
to clean water as an opportunity to broaden
our positive social impact in other ways too.

Across India, for example, we have been
supporting an innovative programme to install
‘water ATMs'. Inspired by cash-vending
machines, water ATMs enable people to buy
clean, low-cost drinking water, typically
provided by a solar-powered borehole and
treatment plant. Our 25 ATMs in Nagpur alone
have given 45,000 people access to water
this year.

Official opening ceremony of one of the 25 water ATMs
installed across Nagpur, run by women in the community

And the ATMs create further benefits.

In Nagpur and Bhopal, we have trained 287
women entrepreneurs so they can maintain
and run the facilities — increasing their
incomes, while ensuring the ATMs are at the
heart of their communities. For more details
of our focus on skills training, gender equality
and WASH, see pages 50-51.

9 REDUCING OUR ENVIRONMENTAL IMPACT: AFRICA

Water treatment technology at one of our facilities
in Kenya

Investing £180 millionina

climate-resilient future for Africa
Reducing our carbon footprint and improving
our water efficiency are core elements of our
global environmental programme - and of
our long-term commitment to addressing
climate change.

In May 2019, we announced a £180 million
commitment to sustainable energy and
water infrastructure in one of our key regions
— Africa.

Through investment in equipment and
ongoing maintenance and supply, we are
bringing new solar energy, renewable

biomass power and water efficiency initiatives
to breweries in seven African countries.

New biomass boilers at three breweries
in Kenya and Uganda will produce renewable
energy, replacing heavy fuel oil. At the same
time, we are installing solar power at 12
breweries. Each will produce up to 20% of
the brewery’s electricity demand.

To improve our water efficiency, we are
installing new water recovery and reuse
facilities across five sites in Africa, which will
save more than a billion litres of water a year.

The investments in Africa are part of our
wider approach. We are committed to
sourcing 100% of our electricity from
renewable sources by 2030. Since 2007,
globally we have reduced our greenhouse
gas emissions from our operations by 44.7%,
and we have improved our water efficiency
by 43.8%.
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How we protect our business

Our principal risks and risk management

Well-managed risk-taking lies at the heart of our performance ambition. Great risk
management drives better commercial decisions, protects our assets and supports

a growing, resilient and sustainable business.

Monitor and report
Quality reporting
enables great
discussion, which is
at the heart of our
risk management
approach

Mitigate
Taking actions to
manage our key risks

Continuous review
Continually utilise our
information to drive
insightful discussion and
effective decision making

Monitor
and report

Continuous
review

RISK
MANAGEMENT

Identifying the risks our
business faces is the first
step in effective risk
management

Assess
Assessing the likelihood and impact of risks
to drive effective, prioritised mitigations

VIABILITY STATEMENT

In accordance with the UK Corporate
Governance Code, the Directors have
assessed the viability of the group over the
three years to 30 June 2022, considering
our current position and prospects, our
strategy, the Board's risk appetite and our
principal risks as set out on pages 22 to 23
in the Strategic report.

Although the prospects of the company
are considered over a longer period the
Directors believe that a three-year
assessment is most appropriate as it aligns
with our normal three-year strategic
business planning processes.

The three-year business plan is based
on our current strategy. This plan has
been stress tested by modelling severe
but plausible downside scenarios, and
combinations of scenarios, linked to
our principal risks. Key scenarios
considered include:

- severe marketing and/or route to market
restrictions or fiscal changes introduced
by local governments;

- material negative changes in the
macro-economic environment that
could impact both developed and
emerging markets;

- unfavourable exchange movements in
foreign currencies, mainly the euro and
US dollar against sterling;

- afailure to adapt to or participate fully in
critical industry developments; and

- increased potential tax rate due to changes
in the international tax environment.

The principal risks considered in the
most likely combination of downside
scenarios are identified with the symbol
V' on pages 22 to 23.

None of these scenarios individually
threaten the viability of Diageo, therefore
the combined impact of these scenarios
has been evaluated as the most severe
stress scenario.

Stress testing considers the effectiveness
of mitigation actions and internal control
systems, makes certain assumptions about
temporary reductions in discretionary
spending including capital expenditure
and dividend payments and considers
whether additional financing facilities
would be required.

Based on the results of this analysis the
Directors confirm they have a reasonable
expectation that the group will be able
to continue in operation and meet its
liabilities as they fall due over the period
10 30 June 2022.

Our approach

Our approach to risk management is simple.
We believe that great risk management starts
with the right conversations to drive better
business decisions. Our approach to risk
management covers all types of risks —
strategic, financial, operational, reputational,
environmental and compliance risks. Our
approach is holistic and integrated, and
our global risk and compliance programme
brings together our approaches to risk
management, internal controls, and
compliance and ethics, ensuring that our
activities across this agenda focus on the
risks that could have the greatest impact.

Accountability for managing risk is
embedded into our management structures.
Each market and function undertakes an
annual risk assessment, establishes mitigation
plans and monitors risk on a continual basis.
Similarly, our Executive annually assesses risk
and the Board independently reviews the
assessment. Our Executive Audit & Risk
Committee receive regular reports on the
risks faced across the business and the
effectiveness of the actions taken to mitigate
these risks. We use data to monitor our risks
to make proactive interventions. We also
establish cross-functional working groups and
leverage experts where necessary to ensure
significant risks are effectively managed, and
where appropriate escalate these to the
Executive and Board for consideration. We
also conduct horizon-scanning activities to
identify potential disruptive forces that could
alter the risk profile for our business and adapt
our mitigation plans accordingly.

Further details about our risk management
approach are described in the Corporate
governance report on page 69 and in the
Audit Committee report on page 77.

Focus in the year
The Executive and Board considered the
group’s principal risks and reviewed our risk
appetite, setting the level of risk we wish to
take to achieve our strategic objectives.
Our principal risks are unchanged since
last year and continue to reflect a challenging
external environment. Actions to manage and
mitigate those risks and developments in the
year are set out in the table on pages 22 to 23.
As well as looking at our overall risk profile, the
Executive and Board specifically considered
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cyber security, data management and
migration risks, data privacy risk,
environmental and climate risk, Brexit
and trade war risks and discrimination
and harassment.

Potential emerging risks are also a key
focus. We undertake horizon scanning in
conjunction with our corporate strategy
team to monitor any potential disruptions
that could dramatically change our industry
and/or our business from both a risk and
opportunity perspective. We perform
scenario planning and leverage external
thinking and research to consider the
changes around us.

Emerging risks can be new risks, where we
have not been able to fully assess the impact
or known risks that continue to evolve as new
information becomes available. We involve
experts where necessary to understand how
our risk profile could change over a longer
time period. Our risk management approach
considers short term to be one year,
medium term to be three to five years and
long term to be more than five years.

Climate risk

Climate risk continues to evolve, and we
will regularly assess and aim to mitigate
the impact where possible. We recognise
the importance of considering climate-
related risks and opportunities in business
decisions and acknowledge that
adopting the recommendations of the
Task Force on Climate-related Financial
Disclosures (TCFD) is an important step
in supporting a smooth transition to a
low-carbon economy.

This year we brought together a
cross-functional working group to fully
examine our priority areas and diagnose
issues related to climate risk. Through this
collaboration, we are assessing the range
of risks and opportunities that climate
change poses to Diageo and options for
managing these. Going forward, climate
risk will be managed holistically by this
group and regular updates will be
provided to the Executive and Board.

We have completed a number of
assessments in specific countries to
better understand the impact of climate
change including water scarcity, and the
possible impact on our supply chains.

In the coming year, we will progress
further with the implementation of the
TCFD recommendations, including
completing in-depth climate risk
assessments in a number of key markets

—and aligning our short-, medium- and
long-term outlook on climate risk with
the business's principal risk time
horizons.

This Annual Report contains additional
disclosures on our climate risks and
opportunities on page 56.

Brexit

We continue to monitor and where
possible mitigate the implications of Brexit,
leveraging a cross-functional approach to
understand the risks that Brexit poses. The
mitigations for this risk are covered within
Risk 2 of our principal risks (Economic
change) on page 22 and Brexit is discussed
in more detail in the financial disclosures
section on page 170.

We remain deeply committed to operating
in the right way in everything we do.
Compliance and conducting our business
with integrity are non-negotiables, and our
approach to risk and compliance helps us go
beyond the basics to encourage the right
behaviours and attitudes everywhere,
every day.

Our global Code of Business Conduct
(Code), available in 20 languages, is the
backbone of how we manage compliance risk.
The Code sets out what we stand for as a
company and how we operate to enable all
our employees to understand what is required
of them in the conduct of our business across
arange of compliance areas.

We undertake mandatory global training,
with an integrated Annual Certification of
Compliance (ACC) for all managers. In 2019,
the ACC was completed by 100% of eligible
employees, 9,771 people. Global training is
delivered in an easily accessible eLearning
format with classroom training delivered to
those employees who do not have regular
access to a computer.

Another area of potential compliance
risk is our interactions with third parties.
Our Know Your Business Partner programme
is designed to help us evaluate the risk of
doing business with a third party prior to
entering into a contractual relationship, as
well as monitor any changes throughout our
interactions. We assess all our business
partners for potential compliance risks such
as bribery corruption, money laundering,
tax evasion facilitation, data privacy or other
reputational red flags, and we implement
additional due diligence processes on those
that pose a potential higher risk. Central

oversight is provided by our global
compliance team which undertakes
regular reviews on the effectiveness of
the programme.

We encourage our employees, and anyone
we do business with, to raise concerns about
potential breaches of our Code or policies. Our
confidential whistleblowing helpline, SpeakUp,
is available via phone or web portal, enabling
anyone to report a concern. Additionally we
encourage employees to come forward to their
line manager, legal, HR or risk and compliance
partners. Reports can be made in any of our
20 Code languages.

This year 805 allegations of breaches were
reported, of which 238 were subsequently
substantiated. There were more allegations
than last year, which is in line with external
benchmarks and due to increased awareness
of workplace behaviour. The number of
substantiated breaches has declined versus
last year. Three of the substantiated breaches
related to human rights.

All allegations are taken seriously,
investigated and where required
consequence management is performed.
We monitor all breaches to identify trends
or common areas where further action may
be required. This year 79 people exited the
business as a result of breaches of our Code
or policies versus 111 people in the year
ended 30 June 2018. Fewer breach leavers is
due to a reduction in severity and type of
breaches this year.

Reported and substantiated breaches
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® Reported through SpeakUp
® Substantiated breaches

® Code-related leavers

(i) 2018 data restated in accordance with Diageo's
reporting methodologies for reported and
substantiated breaches of the Code of
Business Conduct.
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© Efficient growth

9 Consistent value creation

© Credibility and trust

@ Engaged people

0 Risk included in viability assessment

Risk Impact How we mitigate Developments in 2019

1. Market restrictions * Regulators in major » Multi-year public policy plans, regulatory = Protectionism and uncertainty in the international trading
and indirect tax markets impose policy risk tracking and policy modelling. environment continue to increase adding pressure on tariffs,

) indirect tax increases,  « Positive Drinking programmes supported indirect taxation and regulation. Anti-alcohol sentiment
Fiscal pressures and/ trade barriers and/or by a global industry platform to promote continues to put pressure on governments to increase taxes
or fangeOt[o addris_s restrictions on responsible drinking. and impose tighter regulations; however, we are well placed
gre]tric_::\c/ghgrowt in marketing and + Evidence-based engagement to build trust to manage the;e ri_sks. ) -
sentiment. availability. and reputation with governments and other ¢ Improvgd monitoring, analysis and advocacy to mitigate

» Damage to our stakeholders. policy risks.
0 corporate reputation.  « Capability building on government affairs, « Strengthened capability in managing marketing and
000 alcohol policy and campaigning. availability regulations; and enhanced network of
stakeholders on public policy matters.
= We are at the forefront of industry initiatives in promoting
responsible drinking and will be introducing a new digital
marketing self-regulation commitment.

2. Economicchange ° Social unrest, liquidity = Local and global monitoring of key business = Volatility has been mainly driven by political or legislative
Significant local issues, generalised drivers and performance to prepare for rapid issues, rather than GDP or economic volatility. While the
volatility or upheaval, qovvnt.gmncurre?ncy changes in external environment. macro enviro.nment continues to be uncertain, we believe
uncertainty or failure instability, Inﬂailonary « Group level strategic analysis and scenario this risk remains stable.
to react quickly pressures, possible planning to strengthen market strategies + Ongoing risk identification and mitigation planningto
enough to increasing chahges to customs and risk management. respond to the risks associated with Brexit and the potential
volatility, including duties and tariffsand/ . Strategic business reviews by CEO and senior  impact of any trade wars. We remain focused on identifying
the UK's exit from or eroded consumer executives of local strategies. critical decision points to ensure potential operational
the EU. _COﬂﬁd?nCEI , « Multi-country investment strategy, and disruption is mitigated as effectively as possible.

o impacting business local sourcing strategies (e.g. to minimise
forecasting and/or currency risk).
00 performance. « Hedging strategy and currency monitoring.
= Monitor and analyse data on a regular basis;
changes in economic data are updated into
our economic models which are then
recalibrated.

3. Critical industry = Consumers move « Highly diversified portfolio of brands to « Industry developments and consumer trends continue to

developments away from our brands ensure coverage of consumer occasions evolve; however we believe our management of this risk is
. to alternative and price points. strong and our risk outlook remains stable.
Failu_re_ to sh_ape_qr products. = Rigorous processes of strategy and = We focus our innovation on our strategic priorities and the
participate in critical » Suboptimal routes innovation development at corporate and biggest consumer opportunities through global brand
consumer, customer to consumers and market level. extensions and new-to-world products. The Distill Ventures
gr co‘mpetltor customers. + Systematic review of a broad range of macro  model complements our internal innovation by enabling us
evelopments. « Less efficient business and micro forces acting on our industry and to invest in exciting early stage brands/entrepreneurs.

0 model compared to ecosystem including emerging consumer = We continue to build capabilities and business structures
006 key competitors. and route to consumer trends and potential that enable us to be agile in responding to shifting

disruptive technologies. consumer trends.

« Continuous assessment and optimisation of

business efficiencies and investments.

4. Non-compliance « Severe damagetoour « Code of Business Conduct and supporting = New regulations in a number of countries in which we

with laws and corporate reputation policies and standards set out compliance operate; however, this risk remains stable as we manage
. and/or significant requirements. increasing requirements within our existing processes
regulations financial penalty. « Risk assessment framework to identify, assess ~ and structures.
Non-compliance and monitor business and compliance risks.  « Introduced analytic and visualisation tool to improve the
with local laws or + Regular training, communications, annual monitoring of high-risk compliance areas.
regulations, or breach certification and engagement activities to « Introduced a new interactive leadership engagement tool to
ofo.u'r internal global embed employee understanding. further embed compliance understanding and capability.
policies and standards - Well embedded SOX and COSO control
and/or significant assurance programme.
internal control « Global third party due diligence process
breakdown. supported by technology and central
o 690 oversight.
5. Sustainability and ¢ Harm to future « Sustainability & Responsibility Strategy = Our progress towards achieving the majority of sustainability

responsibility
Failure to manage
key sustainability
risks or meet key
sustainability goals.

0000

growth either directly
or indirectly via
reputational impact,
reducing trust among
consumers and other
stakeholders.

credible with stakeholders and
operationalised to deliver against majority

of our targets.

Resource scarcity issues identified and
mitigated, including water and energy use.
Human rights interventions delivering
against UN Guiding Principles and UK
Modern Slavery Act requirements.

Key external partnerships in place to
strengthen delivery and strategy.

and responsibility metrics and our position with external

stakeholders leads us to believe this risk remains stable.

Cross-functional group developing approach to climate

change risk reporting, guided by Task Force on Climate-related

Financial Disclosures (TCFD) recommendations.

Water Blueprint extended to include suppliers.

Human rights impact assessments in South Africa and Nigeria

completed this year (see pages 48-49).

« First full year of progress against 2025 positive drinking targets,
focused on moderation and reducing harm (see pages 45-47).
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Risk Impact How we mitigate Developments in 2019
6. Cyber threat « Financial loss, = Focus on insider threat by tightening « Increased number of indiscriminate or opportunistic attacks
Theft loss and operational ‘privileged access' to critical applications. targeting organisations across industries.

misappropriation of
our most important
digital assets.

0000

disruption and
reputational damage.

Mandatory global eLearning and regular
phishing exercises.

Experts perform intelligence-led, proactive
hunting and monitoring of threats.
Advanced malware detection and blocking.
High-risk market cyber stress tests.

Regular ethical hacking exercises to improve
surveillance monitoring and response.

Despite the increasing frequency of cyber attacks (including
phishing, ransomware and potential disruptions to production
operations), we believe that we have the right strategies in
place to, where possible, effectively mitigate the risk.

Increased investment in intelligence-led threat analysis to
better predict and proactively manage the most serious
threats and improve our control environment.

Programme of employee awareness campaigns and training
to help employees appropriately respond to potential

cyber threats.

7. Political « Diageo employees, = In-country security managers overseeing « Increasingly unstable geo-politics and decreasing
instability sites or supply chain people and physical security and above multilateralism has raised the risk of conflict, trade wars
. threatened and/ market subject matter experts. and state sponsored cyber attacks. We have also seen
and terrorism or harmed. « Monitoring of local security situations. the continued confluence between organised crime, terrorism
Impacts from political  « Our ability to operate  « Global Business Continuity and Crisis and state actors, especially in creating increasing cyber risks.
instability and security in key markets is Management Framework. « Introduced terrorism crisis simulation exercises across
threats including disrupted. - Global travel security programme for all various markets and established quarterly cross-functional
terrorism. Diageo travellers. threat reviews.
09 0 - Global and market liaison with government, ~ * Implementation of Diageo Incident Management Database
academia and industry on evolving threats to monitor security incidents and trends.
and responding to incidents. « Increased intelligence capacity through extra internal
resources and third party threat monitoring.

8. Data privacy » Harm to our « Global Data Privacy programme with « The introduction of the GDPR in the EU in 2018 and
Breach of data reputation with global data privacy policy, training and high-profile data breaches by other companies has
protection laws or consumers, communications. heightened consumer awareness and led to greater
requlations. customers and/or « Use of Privacy Impact Assessments in key risk  regulatory scrutiny. There is a trend of GDPR shaping

our people. areas of the business concerning the proper regulations in other jurisdictions. The overall risk outlook
0000 » Non-compliance with use of data. is increasing due to emerging regulations globally increased
data protection « Minimum standard for compliance set enforcement action and significant regulatory fines.
regulation. globally with a focus on key risk areas. » Embedded a global incident response process to identify,
« Significant financial investigate, risk assess and respond effectively to any
penalty of up to 4% personal information security incidents. This has been
of global turnover. expanded to cover third-party incidents affecting our
people and consumers.

9. International tax « Increase in the cost = Ongoing review of our tax policy in light « The international tax environment has been subject to
Significant changes to of doing business of changing rules and stakeholder increased scrutiny and change in recent years, increasing
the international tax arising from an expectations. the overall levels of risk to business and is expected to
environment such as increase in our = Monitoring and, where appropriate, continue.
responding to effective and cash expressing views on the formulation of « Investment by governments in the ‘digitisation of tax
concerns around the taxrates. tax laws either directly or through trade administration” will facilitate enhanced access to and
digital economy’and Changing tax laws associations or similar bodies. analysis of our data, which is likely to increase audit activity.
EU anti-tax abuse and audit activity = End-to-end review of our processes to « The OECD'’s work on digitalisation may result in changes to
measures alter our lead to additional continually improve our tax control/ how multinationals are taxed and could result in unilateral
operating position. tax exposures governance environment. and punitive tax measures if a consensus-based approach
o and uncertainty. « Submission of our Country-by-Country cannot be found.

Report to the relevant tax authoritiesonan = In common with other multinationals, we face scrutiny
(1127 3) annual basis ensures they have full visibility from certain authorities, as outlined in our contingency
of our tax footprint. liability note.

10. Product quality  Harm to consumers » Food Safety System 22000 Certification in « Strong controls in place in line with best practice and we

Contamination of raw
materials or finished
product, or unsafe
counterfeit product
is supplied to

the market.

20

and/or

Our corporate and
brand reputation
is damaged.

place for owned brewing and packaging
sites, and third party site audit programme
in place.

Physical security standards and vetting
procedures in place across our

production sites.

Anti-counterfeiting measures embedded in
our packaging deter against reuse and make
our products more difficult to copy.

Active programme at market level, with
global oversight and technical support to
identify high-risk areas, engaging with
customs and law enforcement authorities
and participating in industry initiatives to
monitor and prevent counterfeit activity.
Application of unique lot-codes on all
products for product recall requirements.
Food fraud and food threat risk assessments
regularly undertaken.

assess this risk as stable.

Global Food Safety Initiative assurance strategy being rolled
out across wholly owned breweries and packaging sites.
This is also being expanded to our key third party
production sites.

Brand protection and anti-counterfeit activities focused on
high-risk markets and on new technology to assist with
product verification, and pro-actively working with online
market places to identify inappropriate activities and seek to
close them out.
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Group financial review

This is another strong set of results with consistent and improved delivery on all our measures of efficient growth and value creation. Organic net
sales growth of 6% was broad based and underpinned by volume growth and an acceleration in price mix. We have embedded a culture of
everyday efficiency which provides the fuel for us to smartly invest in brands and capabilities to deliver sustainable medium-term growth and to
expand margins. Over the last year we have increased marketing spend by 8% while expanding organic operating margin by 83bps. Through the
year we continued our disciplined conversion of profit into cash with free cash flow delivery of £2.6 billion and we returned a total of $4.4 billion to
shareholders through dividends and share buybacks. Our clear strategy and high-performance culture give me confidence that we are well
positioned to continue to deliver consistent sustainable growth and create value for all of our stakeholders.

Kathryn Mikells, Chief Financial Officer

Reported net sales were up

5.8%

as organic growth was partially offset
by acquistions and disposals

Reported operating profit was up

9.5%

driven by organic growth, lower exceptional
operating charges and favourable exchange,
partially offset by acquisitions and disposals

Organic results improved with
volume growth of

2.3%

Organic net sales growth of

6.1%

Organic operating profit grew

9%

Free cash flow continued to be strong at

£26bn

Net cash from operating activities was

£3.2bn

Basic eps of

130./ pence

was up 74%

Eps before exceptional items increased

10%

to 130.8 pence

Volume Net sales®

® North America @ Europe and Turkey ® Africa

(i) Excluding corporate net sales of £53 million (2018 - £52 million).

(i) Excluding net corporate cost of £210 million (2018 — £158 million).
(ifi) Excluding exceptional operating charges of £74 million (2018 — £128 million) and net corporate operating costs

of £189 million (2018 — £158 million).

Operating profit‘

Latin America and Caribbean

Operating profit
before exceptionals™

OO 00O

@ Asia Pacific

Summary financial information 2019 2018
Volume EUm 2459 2404
Net sales £ million 12,867 12,163
Marketing £ million 2,042 1,882
Operating profit before exceptional items £ million 4,116 3,819
Exceptional operating items? £ million (74) (128)
Operating profit £ million 4,042 3,691
Share of associate and joint venture profit after tax £ million 312 309
Non-operating exceptional gain® £ million 144 -
Net finance charges £ million (263) (260)
Exceptional taxation (charge)/credit® £ million (39) 203
Tax rate including exceptional items % 21.2 159
Tax rate before exceptional items % 20.6 20.7
Profit attributable to parent company’s shareholders £ million 3,160 3,022
Basic earnings per share pence 130.7 1217
Earnings per share before exceptional items pence 130.8 118.6
Recommended full year dividend pence 68.57 65.3
(i) For further details of exceptional items see pages 123 to 124.
Operating
Volume  Netsales Marketing profit®
% % % %
North America 2 8 15 4
Europe and Turkey ) - 3 (1
Africa 1 7 10 44
Latin America and Caribbean 1 6 3 19
Asia Pacific 5 7 6 24
Diageo - reported growth by region® 2 6 9 8
North America 2 5 1 3
Europe and Turkey ) 4 6 2
Africa 1 7 3 50
Latin America and Caribbean 1 9 6 19
Asia Pacific 5 9 7 26
Diageo - organic growth by region® 2 6 8 9

(i) Before exceptional operating items.

(i)) Includes Corporate. In the year ended 30 June 2019 corporate net sales were £53 million (2018 — £52 million).
Net corporate operating costs were £189 million (2018 — £158 million).
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Net sales (£ million)
Reported net sales grew 5.8%
Organic net sales grew 6.1%

457 12,867
280 [ |
24 - [ |
(57)
|

Organic movement

2018 2019
® Exchange! ®\/olume
® Acquisitions and disposals ® Price/mix

(i) Exchange rate movements reflect the translation of prior year reported
results at current year exchange rates.

Reported net sales grew 5.8%, driven by organic growth and
favourable exchange which was partially offset by acquisitions
and disposals.

Organic volume growth of 2.3% and 3.8% positive price/mix
delivered 6.1% organic net sales growth. All regions reported organic
net sales growth.

Operating profit (£ million)
Reported operating profit grew 9.5%
Organic operating profit grew 9.0%

336

(64)

2018 2019

® Exceptional operating items
® Exchange

® Acquisitions and disposals
® Organic movement

Reported operating profit was up 9.5% driven by organic growth, lower
exceptional operating charges, and favourable exchange, partially
offset by acquisitions and disposals.

Organic operating profit grew ahead of net sales at 9.0%.

Acquisitions and disposals

The impact of acquisitions and disposals on the reported figures was
primarily attributable to the disposal of a portfolio of 19 brands to
Sazerac which was completed on 20 December 2018 and to the prior
year acquisition of the Casamigos brand.

Operating margin (%)
Reported operating margin increased 107bps
Organic operating margin increased 83bps

67bps  31.4%
30.3% (37)bps
L]

Organic movement

2018 2019

@ Exceptional operating items
® Exchange
® Acquisitions and disposals

©® Gross margin
Marketing
® Other operating expenses

Reported operating margin increased 107bps driven by organic
operating margin improvement, lower exceptional operating charges
and favourable exchange partially offset by the impact from
acquisitions and disposals.

Organic operating margin improved 83bps driven by improved
price/mix and productivity benefits from everyday cost efficiencies,
partially offset by cost inflation and higher marketing investment.
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Basic earnings per share (pence)

Basic eps increased 7.4% from 121.7 pence to 130.7 pence
Eps before exceptional items increased 10.3% from

1186 pence to 130.8 pence

130.7

2018 2019

® Exceptional items after tax ® Net finance charges®

® Exchange on operating profit Tax

® Acquisitions and disposals Share buyback

® Organic operating profit growth® Non-controlling interests
Associates and joint ventures

(i) Excluding exchange.
(i) Net finance charges in relation to share buyback and acquisitions and
disposals are reflected in the respective categories.

Eps before exceptional items increased 12.2 pence as organic operating
profit growth and lower finance charges more than offset the higher
tax charge and impact from acquisitions and disposals.

Basic eps increased 9.0 pence impacted by an increase in net
exceptional charges.

Free cash flow (£ million)
Net cash from operating activities? was £3,248 million
Free cash flow was £2,608 million

248

2,523 25 ] — — o 2,608
- (63)  (95) (1)
2018 2019
® Exchange™ Tax
® Operating profit @ Interest
® Working capital®™ Other®
©® Capex

(i) Net cash from operating activities excludes net capex and movements
in loans and other investments (2019 — £(640) million; 2018 — £(561) million).
(i) Exchange on operating profit before exceptional items.
(iii) Operating profit excluding exchange, depreciation and amortisation,
post employment charges and non-cash items but including exceptional
operating items.
(iv) Working capital movement includes maturing inventory.
(v) Other items include post employment payments, dividends received
from associates and joint ventures, and movements in loans and other investments.

Net cash from operating activities was £3.2 billion, an increase of
£164 million compared to last year. Free cash flow continued to be
strong at £2.6 billion, an increase of £85 million. This was largely driven
by operating profit growth and favourable exchange movement
which more than offset the reduced working capital gains and
increased investment in maturing stock, increased capex and higher
tax payments.

Return on average invested capital (%)®
ROIC improved 80bps

151bps
(9)bps 5%
17bps (33)bps
] [
(31)bps
2018 2019
® Exchange ® Associates and joint ventures
® Acquisitions and disposals Tax

® Organic operating profit growth @® Other

(i) ROIC calculation excludes exceptional items.

ROIC increased 80bps largely driven by organic operating profit growth
which was partially offset by the impact of acquisitions and disposals,
higher tax charges and other movements, primarily net capex and
maturing stock.
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Income statement Acquisitions .
Exchange  and disposals Organic
2018 (@) (b) movement® Reclassification® 2019
£ million £ million £ million £ million £ million £ million
Sales 18,432 (234) 61) 1,157 - 19,294
Excise duties (6,269) 258 4 (420) - (6,427)
Net sales 12,163 24 (57) 737 - 12,867
Cost of sales (4,634) 9) 9 (232) - (4,866)
Gross profit 7529 15 (48) 505 - 8,001
Marketing (1,882) (5) (1) (144) (10) (2,042)
Other operating expenses (1,828) 15 (15) (25) 10 (1,843)
Operating profit before exceptional items 3,819 25 (64) 336 - 4116
Exceptional operating items (c) (128) (74)
Operating profit 3,691 4,042
Non-operating items (c) - 144
Net finance charges (260) (263)
Share of after tax results of associates and joint ventures 309 312
Profit before taxation 3,740 4,235
Taxation (d) (596) (898)
Profit for the year 3,144 3,337

(i) Forthe definition of organic movement see page 60.

(i) Forthe year ended 30 June 2018 marketing costs of £10 million in South Africa have been reclassified from overheads to marketing.

(@) Exchange

The impact of movements in exchange
rates on reported figures for net sales and
operating profit is principally in respect of
the weakening of sterling against the US
dollar, the euro and the Kenyan shilling,
partially offset by strengthening of sterling
against the Turkish lira, the Indian rupee and
the Australian dollar.

The effect of movements in exchange
rates and other movements on profit before
exceptional items and taxation for the
year ended 30 June 2019 is set out in the
table below.

Gains/
(losses)
£ million
Translation impact 15
Transaction impact 10
Operating profit before
exceptional items 25
Net finance charges )
Associates — translation impact -
Profit before exceptional items
and taxation 16
Year Year
ended ended
30June 30 June
2019 2018
Exchange rates
Translation £1= $1.29 $1.35
Transaction £1= $1.33 $1.36
Translation £1= €1.13 €113
Transaction £1= €1.13 €1.16

(b) Acquisitions and disposals

The acquisitions and disposals movement
was mainly attributable to the disposal

of a portfolio of 19 brands (see the list

of brands disposed of on page 60) to
Sazerac completed on 20 December 2018
and to the prior year acquisition of the
Casamigos brand.

See note 11 and note 12 for further details.

(c) Exceptional items
Exceptional operating charges in the year
ended 30 June 2019 were £74 million before
tax (2018 - £128 million).

On 26 October 2018, the High Court
of Justice of England and Wales issued
a judgment in a claim between Lloyds
Banking Group Pension Trustees Limited (the
claimant) and Lloyds Bank plc (defendant)
that UK pension schemes should equalise
pension benefits for men and women for
the calculation of their guaranteed minimum
pension liability. The judgment concluded
that the claimant has a duty to amend their
pension schemes to equalise benefits and
provided comments on the method to be
adopted to equalise the benefits. This court
ruling impacts the majority of companies
with a UK defined benefit pension plan
that was in existence prior to 1997. For the
Diageo Pension Scheme (DPS) an estimate
was made of the impact of equalisation
which increased the liabilities of the DPS by
£21 million with a corresponding charge to
exceptional operating items. Additional work
will be carried out to finalise the charge in
the year ending 30 June 2020.

Following recent assessments of
competitors’ indirect tax in respect of certain

channel accounts and a recent regulatory
change in Korea, Diageo has made a
provision, in the year ended 30 June 2019,
of £35 million in respect of prior years.

In July 2019 Diageo reached agreement
with the French tax authorities resulting
in penalty charges of £18 million (see
Taxation below).

In the year ended 30 June 2018, there
was an impairment charge of £128 million
in respect of the Meta brand, Ethiopian
tangible fixed assets, associated spare parts
reported in inventory and goodwill allocated
to the Africa Regional Markets cash-
generating unit.

Non-operating exceptional items in the
year ended 30 June 2019 were £144 million
income before tax (2018 - £nil).

Diageo completed the sale of
a portfolio of 19 brands to Sazerac on
20 December 2018 for an aggregate
consideration of $550 million (£435 million)
resulting in a profit before taxation of
$198 million (£155 million).

The disposal of United National Breweries
(UNB), Diageo’s wholly owned sorghum
business in South Africa, was agreed in
December 2018 and is subject to regulatory
approvals. The prospective sale has resulted
in an exceptional loss of approximately
ZAR 156 million (£9 million).

The disposal of the Indian wine business
resulted in a loss of £2 million.

See page 60 for the definition of
exceptional items.

140d3Y DIDIALVHLS



28

DIAGEO ANNUAL REPORT 2019

(d) Taxation

The reported tax rate for the year ended
30 June 2019 was 21.2% compared with
15.9% for the year ended 30 June 2018.
Included in the tax charge of £898 million
for the year ended 30 June 2019 is a net
exceptional tax charge of £39 million.

As disclosed in the interim announcement
for the six month ended 31 December 2018,
Diageo has been in discussions with the
French tax authorities over the deductibility
of certain interest costs, and assessments
had been issued denying tax relief for
interest costs incurred in the periods
ended 30 June 2011 to 30 June 2017 with a
maximum potential liability of €241 million
(£213 million). In July 2019 Diageo reached
a resolution on the treatment of interest
costs for all open periods which resulted in
a total exceptional charge of €100 million
(£88 million), comprising a tax charge
of €69 million (£61 million), penalties of
€21 million (£18 million) and interest of
€10 million (£9 million). This brings to a close
all open issues with the French tax authorities
for periods up to and including 30 June 2017.

During the year ended 30 June 2019 the
Dutch Senate agreed to a phased reduction
in the Dutch corporate tax rate which is
effective from 1 January 2020. An exceptional
tax credit of £51 million principally arose from
remeasuring the deferred tax liabilities in
respect of the Ketel One vodka distribution
rights from 25% to 20.5%.

In addition, in the year ended
30 June 2019 there was a £33 million
exceptional charge in respect of the disposal
of a portfolio of 19 brands to Sazerac and an
exceptional tax credit of £4 million in respect
of the equalisation of liabilities for males and
females in the Diageo Pension Scheme.

For the year ended 30 June 2018 there
was an exceptional tax credit of £203 million
comprising the favourable impact of
applying the Tax Cuts and Jobs Act, enacted
on 22 December 2017, in the United States of
£354 million, which was partially offset by the
additional exceptional tax charge in respect
of the transfer pricing agreement in the
United Kingdom of £143 million and other
net exceptional charges of £8 million.

The tax rate before exceptional items
for the year ended 30 June 2019 was 20.6%
compared with 20.7% in the prior year. The
year ended 30 June 2019 benefitted from
one-off items which are not expected to
repeat. This combined with our changing
business mix is expected to result in a tax
rate before exceptional items for the year
ending 30 June 2020 to be in the range
of 21% to 22%.

(e) Dividend
The group aims to increase the dividend
each year and the decision in respect of the
dividend is made with reference to dividend
cover as well as current performance
trends including sales and profit after tax
together with cash generation. Diageo
targets dividend cover (the ratio of basic
earnings per share before exceptional
items to dividend per share) within the
range of 1.8-2.2 times. For the year ended
30 June 2019 dividend cover is 1.9 times.
The recommended final dividend for the
year ended 30 June 2019 is 4247 pence, an
increase of 5% consistent with the interim
dividend increase. This brings the full year
dividend to 68.57 pence per share. It is
expected that a mid-single digit increase
in the dividend will be maintained until
the cover is operating comfortably in the
policy range.

Subject to approval by shareholders,
the final dividend will be paid to holders
of ordinary shares and US ADRs on the
register as of 9 August 2019. The ex-
dividend date both for the holders of the
ordinary shares and for US ADR holders is
8 August 2019. The final dividend will be
paid to shareholders on 3 October 2019.
Payment to US ADR holders will be made
on 8 October 2019. A dividend reinvestment
plan is available to holders of ordinary shares
in respect of the final dividend and the plan
notice date is 12 September 2019.

(f) Share buyback
On 26 July 2018, a share buyback
programme was approved to return up to
£2.0 billion to shareholders during the year
ending 30 June 2019. On 20 December 2018
Diageo completed the sale of a portfolio of
19 brands to Sazerac. The net proceeds of
approximately £340 million, after corporate
tax and transaction costs, were returned
to shareholders through an increase
to the share buyback programme. On
30 January 2019 the Board approved an
incremental share buyback programme of
£660 million, bringing the total programme
up to £3.0 billion for the year ending
30 June 2019.

In the year ended 30 June 2019,
94.7 million shares were repurchased for an
aggregate consideration of £2.8 billion. After
the year end a further 0.3 million shares were
purchased for an aggregate consideration of
£26 million, including settlement payments
for the full tranche, which were recognised
as a financial liability at 30 June 2019. The
shares purchased under the share buyback
programmes were cancelled.

On 25 July 2019, the Board approved plans
for a further return of capital up to £4.5 billion
to shareholders for the three year period to
30 June 2022.

Movement in net borrowings
and equity

Movementin 2019 2018
net borrowings £ million £ million
Net borrowings at the

beginning of the year (9,091) (7,892)
Free cash flow (a) 2,608 2,523
Acquisitions (b) (56) (594)
Sale of businesses

and brands () 426 4
Share buyback

programme (2,775) (1,507)
Proceeds from issue

of share capital 1 1
Net sale of own shares

for share schemes (d) 50 8
Dividends paid to

non-controlling interests (112) (80)
Rights issue proceeds from

non-controlling interests

of subsidiary company - 26
Net movements

in bonds (e) 1,598 1,041
Purchase of shares

of non-controlling

interests (f) (784) -
Net movements in

other borrowings (g) 721 (26)
Equity dividends paid (1,623) (1,581)

Net increase/(decrease)
in cash and cash

equivalents 54 (185)
Net increase in bonds and

other borrowings (2,331) (1,015)
Exchange differences (h) (22) 80
Other non-cash items 113 (79
Net borrowings at the

end of the year 11,277) (9,091)

(@) See page 26 for the analysis of free
cash flow.

(b) In the year ended 30 June 2019 Diageo
has made a number of small acquisitions
of brands, distribution rights and equity
interests in various drinks businesses.

In the year ended 30 June 2018 acquisitions
included $706 million (£549 million) in
respect of the completion of the acquisition
of Casamigos. See note 9 for further details.

(©) In the year ended 30 June 2019, sale

of businesses and brands represents the
cash received on the disposal of a portfolio
of 19 brands sold to Sazerac net of
transaction costs.
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(d) Net sale of own shares comprised
purchase of options over own shares and
treasury shares for the future settlement

of obligations under the employee share
option schemes of £16 million (2018 —

£68 million) less receipts from employees on
the exercise of share options of £66 million
(2018 - £76 million).

(e) In the year ended 30 June 2019, the
group issued bonds of €2,600 million
(£2,270 million) and £496 million (including
£4 million discount and fee) and repaid
bonds of €1,350 million (£1,168 million).

In the comparable period the group issued
bonds of €1,275 million (£1,136 million) and
$2,000 million (£1,476 million) and repaid
bonds of $2,100 million (£1,571 million).

(f) In the year ended 30 June 2019 purchase
of shares of non-controlling interests
comprised RMB 6,774 million (£775 million)
and transaction costs of £9 million in respect
of the acquisition of 23.43% of the share
capital of Sichuan Shuijingfang Company
Limited (SJF) in two separate transactions.
This took Diageo’s shareholding in SJF from
39.71% to 63.14%. SJF is a manufacturer and
distributor of Chinese white spirits located
in Sichuan province in China and was
controlled and therefore consolidated prior
to the transactions in the year.

(9) In the year ended 30 June 2019 the net
movement in other borrowings principally
arose from the issue of commercial paper.

(h) The exchange arising on net borrowings
of £22 million is primarily driven by
unfavourable exchange movements on US
dollar and euro denominated borrowings
partially offset by a favourable movement
on foreign exchange swaps and forwards.

2019 2018

Movement in equity £ million £ million
Equity at the beginning

of the year 11,713 12,028

Profit for the year 3,337 3144

Exchange adjustments (a) 255 (609)

Remeasurement of post

employment plans net

of taxation 36 368
Purchase of shares

of non-controlling

interests (b) (784) -
Rights issue proceeds from

non-controlling interests

of subsidiary company (c) - 26
Dividends to non-

controlling interests (114) (101)
Equity dividends paid (1,623) (1,581)
Share buyback

programme (2,801) (1,507)
Other reserve movements 137 (55)
Equity at the end

of the year 10,156 1,713

(@) Exchange movement in the year ended
30 June 2019 primarily arose from exchange
gains in respect of the US dollar and the
Indian rupee partially offset by exchange
losses on the Turkish lira.

(b) In the year ended 30 June 2019 Diageo
acquired an additional 23.43% of the share
capital of SJF which was already controlled
and therefore consolidated prior to the
transaction. This took Diageo's shareholding
in SJF from 39.71% to 63.14%.

(©) In the year ended 30 June 2018 a rights
issue was completed by Guinness Nigeria
(GN) where Diageo’s controlling equity share
in GN increased from 54.32% to 58.02%. The
transaction resulted in a credit of £31 million
to non-controlling interests and a charge of
£5 million to reserves.

Post employment plans

The net surplus of the group’s post
employment benefit plans increased

by £151 million from £63 million at

30 June 2018 to £214 million at 30 June 2019.
The increase primarily arose due to an
increase in the market value of the assets
held by the post employment schemes
and the cash contributions paid into the
post employment plans being in excess

of the impact of the changes in financial
assumptions and income statement charge.

The operating profit charge before
exceptional items decreased by £34 million
from £84 million for the year ended
30 June 2018 to £50 million for the year
ended 30 June 2019 primarily due to
changes made to future pension increases
for members of the UK scheme (including
a Pension Increase Exchange (PIE) option
offered to current pensioners) and changes
to the principal Irish scheme which resulted
in an aggregate past service credit of
£54 million (2018 — £21 million in respect of
changes to future pension increases in the
principal Irish scheme).

Total cash contributions by the group
to all post employment plans in the year
ending 30 June 2020 are estimated to be
approximately £170 million.
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North America remains the largest
premium drinks market worldwide.
For Diageo, North America
represents approximately one third
of our net sales and approximately
half of our operating profit.

The consumer lies at the
heart of our business. We are
focused on delivering sustainable
performance through investment
behind our brands, data led
insights and executional excellence
in our route to market. We have
observed our portfolio achieving
market share gains during the
year ended 30 June 2019. We also
disposed of 19 brands to Sazerac,
enhancing our focus on the higher
growth segment of our portfolio.

Our markets

Diageo North America is presently
headquartered in Norwalk, Connecticut, but
is relocating to New York, in early 2020. The
business is comprised of US Spirits, Diageo
Beer Company USA (DBC USA), and Diageo
Canada, headquartered in Toronto.

Supply operations

With nine domestic production facilities
across the United States, Canada and the

US Virgin Islands, Diageo North America’s
supply function is one of the largest
producers of beverage alcohol on the
continent. We have made major investments
in innovation and sustainability driving
efficiency and best in class operations.

In addition to beginning construction
on our new Bulleit Frontier Whiskey Visitor
Center in Shelbyville, Kentucky, in 2018
we opened our new Guinness Open Gate
Brewery, in Relay, Maryland, and announced
plans to invest £100 million to build a
new distillery and warehousing facility in
Lebanon, Kentucky. Production at the new
distillery is expected to commence in 2021.

Net sales by markets (%)

Net sales by categories (%)

® US Spirits @ Canada ® Spirits ® Ready to drink
@ DBC USA Other (principally Travel Retail) @ Beer Other
Key financials Acquisitions Organic Reported
2018  Exchange anddisposals movement 2019 movement
£ million £ million f£million  £million £ million %
Net sales 4116 176 (48) 216 4,460 8
Marketing 662 24 1 75 762 15
Operating profit 1,882 74 60) 52 1,948 4

Route to consumer

The route to consumer in the United States is
through the three-tier system. We distribute
our products through approximately

40 spirits distributors and brokers, and

more than 400 beer distributors. We have
consolidated our US Spirits business into
single distributors or brokers in 41 states and
the District of Columbia, representing more
than 80% of our spirits volume.

Our strategy is to continue driving
excellence in our route to consumer through
insights-driven execution, which allows us
to better leverage available data and deliver
sustained performance. This includes key
capabilities around commercial execution,
robust performance management and using
more granular data analytics to provide
competitive differentiation at the outlet
level, including changing the way we collect
outlet level data using technology.

US Spirits is responsible for the sale of our
portfolio of spirits products and manages
sales through two divisions focused on Open
(distribution through private distributors) and
Control (distribution through governmental
entities) states. DBC USA sells and markets
brands including Guinness and Smirnoff
Ice. Beer distribution generally follows the
three-tier open state regulations across the
United States. Diageo Canada distributes
our portfolio of spirits, ready to drink and
beer brands across all Canadian provinces,
which generally operate within a highly
regulated federal and provincial system.
Diageo Canada manages all sales operations
with the provincial liquor control boards and
national chain account customers directly,
utilising brokers to support the execution
at the point of sale.

Sustainability and responsibility
Both brand activity and business-wide
programmes continue to support our

focus on responsible drinking. Our
‘Decisions: Party’s Over’ experience, which
uses virtual reality to educate consumers
about the dangers of binge drinking, has
amassed millions of views across social
media and other platforms. Our Crown Royal
brand is using its involvement in the NFL
(National Football League) as a platform to
remind sports fans to take a water break and
to encourage moderation. It reached over
44 million adults this year.

We are also making meaningful progress
on environmental performance. This year we
improved water use efficiency by 4.5%. We
are continuing to assess options to eliminate
waste to landfill for the six remaining sites
in the region that currently dispose of low
quantities in this way. This will support our
zero waste to landfill target for 2020.

We continue to work with communities
through a range of activities, including
our six-week Learning Skills for Life
(LSFL) programme, which has reached
over 600 unemployed people with
basic employability skills, specialist
training and work experience within the
hospitality industry.
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North America delivered net sales growth of Orslaanic Rep?rted Ozga?ic Reptortled
5%, with growth across all three key markets. mo:,’g,ﬁg:ﬁ moX;’;Z:ﬁ mgfe,;aeﬁi m;‘v"e;feﬁi
The disposal of a portfolio of 19 brands to Markets: % % % %
Sazerac resulted in an estimated 40bps North America 2 2 > 8
improve'n)ent in orgar?ic net salesogrowth. US Spirits? 5 @ 5 8
In US Spirits, net sales increased 5%. Crown DBC USA 8 8 10 15
Royal net sales increased by 6% and the Canada 3 3 5 4
brand gained share, driven by strengthened
marketing investment fuelling the growth Spirits 2 2 5 8
of Crown Royal Regal Apple and by the Beer @ @ 1 5
Crown Royal Peach limited time offer. Bulleit | Ready to drink 18 17 18 21
net sales were up 8% and it continued to Oraan Orcani fevorted
o . . rganic rganic eporte
gain share in US whiskey. Scotch grew net Global iants. local stars volume net sales net sales
sales by 7% and gained share with strong glants, movement™  movement movement
innovation performance recruiting new and reserve': * % *
P 9 Crown Royal 6 6 10
consumers into scotch. Vodka net sales Smirmoff . . ;
were flat, an improvement over the prior ,
. . Captain Morgan 3) @ =
year, reflecting growth in Ketel One and :
. I Johnnie Walker 1 5 9
Smirnoff and decline in Ciroc. Ketel One
. . Ketel One™ 10 10 15
net sales grew by 10% and gained share in R
h . Ciroc vodka (10) (10) 6)
the category, driven by Ketel One Botanical Baileys . 5
with improvement in core Ketel One vodka Y
. Guinness 3) 2 6
performance. Smirnoff net sales grew by 2% Tanauers 5 : s
due to stabilisation of the base business and o nqjj ‘,Oy 0 % 3
the launch of Smirnoff Zero Sugar Infusions. 5 O” 4tu : " g 3
Captain Morgan net sales declined 5%. urel :
Buchanan'’s 8 4 9

In tequila, both Don Julio and Casamigos
delivered strong double digit growth and
gained share in the category. Diageo Beer
Company USA net sales grew 10%, largely
driven by growth in ready to drink as a result
of successful prior year innovation launches.
Beer net sales grew by 2%, improving over
prior year and gaining share. Net sales in
Canada increased 5% with broad based
growth, including strong ready to drink
performance. North America operating

Key highlights

= Net sales in US Spirits were up 5%, broadly in line
with depletions. Crown Royal grew net sales by 6%
and gained share in its category, driven by continued
growth of Crown Royal Regal Apple and Crown Royal
Vanilla underpinned by strong marketing investment
and the Crown Royal Peach and Crown Royal Salted
Caramel limited time offers. In scotch, Johnnie
Walker and Buchanan'’s gained share. Johnnie Walker
net sales increased 6% with the successful launch
of "White Walker by Johnnie Walker” inspired by the
TV series Game of Thrones, which recruited new
consumers into scotch. In vodka, net sales were flat,
an improvement on the prior year's decline of 3%,
despite continued weakness in Ciroc. Ketel One net
sales were up 10%, benefitting from the success of
Ketel One Botanical. Smirnoff returned to growth, up
2%, with strong marketing support reflected in the
stabilisation of the base business and strengthened

i) Reported US Spirits volume growth was impacted by acquisitions and disposals.

ii) Organic equals reported volume movement.

(

(i) Spirits brands excluding ready to drink.

(

(iv) Ketel One includes Ketel One vodka and Ketel One Botanical.

margin declined 103bps, mainly driven
by up-weighted marketing investment
behind US Spirits, with some impact from
market mix shift and higher commodity
and logistics costs partially offset by
overhead efficiencies.

brand equity and with growth fuelled by the launch
of Smirnoff Zero Sugar Infusions in May. Captain
Morgan net sales declined by 5% in a category that
is also in decline. Baileys net sales grew by 3% and
gained category share as it continued its year-round
focus on Baileys as an everyday treat. In tequila, Don
Julio and Casamigos had strong double digit growth
and gained share in the tequila category with Don
Julio significantly up-weighting media investment to
drive awareness and Casamigos focusing on public
relations, social media and targeted events.

« DBC USA net sales increased 10%, driven by ready to
drink growth of 18% as Smirnoff Spiked Seltzer and
Smirnoff lce Smash success continued. In beer, net
sales were up 2% with Guinness up 3%. The opening
of the Guinness Open Gate Brewery and Barrel House
in Maryland and expanding at-home consumption
occasions supported Guinness growth.

Net sales in Canada grew 5%, driven by growth in

spirits and ready to drink. Spirits net sales were up
3% with broad based growth across all categories,
including a strong performance from “White Walker
by Johnnie Walker". Ready to drink benefitted from
innovation, particularly the Smirnoff Ice Berry Blast

ready to drink.

Marketing grew 11%. Up-weighted investment

coupled with the use of marketing effectiveness
analytic tools to help make better investment
decisions continued to strengthen brand equity and

deliver sustainable growth.

140d3Y DIDIALVHLS



32

DIAGEO ANNUAL REPORT 2019

Within the geography of Europe
there are two markets: Europe
and Turkey. Our Europe business
is driving consistent share gaining
performance through execution
at scale of our consumer
marketing programme across the
market as well as continuing to
optimise our route to market. The
economic environment in Turkey
continues to be challenging but
we remain focused on executing
our strategy through growth of
international premium spirits

and premiumisation.

Our markets

Europe comprises Great Britain, Ireland,
France, Continental Europe (including
Northern Europe, Central Europe, Iberia,

the Mediterranean and the Europe Partner
Markets distribution businesses) and Russia,
whilst Turkey is a standalone market. Europe
is managed as a single market with country
teams focusing on sales and customer
marketing execution.

Supply operations

A number of Diageo’s International Supply
Centre (ISC) operations are located in Europe
including production sites in the United
Kingdom, Ireland and Italy. The group owns
29 distilleries in Scotland, a Dublin based
brewery, distillery, and maturation and
packaging facilities in Scotland, England,
Ireland and Italy. The ISC leads all supply
chain activities for Europe and manufactures
whisky, vodka, gin, rum, beer, cream liqueurs,
and other spirit-based drinks which are
distributed in over 180 countries.

In 2018 we announced a £150 million
investment in visitor experiences in Scotland
over the next two years. We are transforming
our Scotch whisky visitor experiences
through investment in our 12 malt whisky
distillery visitor centres with a focus on
the 'Four Corners distilleries’, Glenkinchie,
Caol lla, Clynelish and Cardhu, celebrating

Net sales by markets (%)

Net sales by categories (%)

® Europe ® Other (principally Travel Retail) ® Spirits ® Ready to drink
@ Turkey @ Beer Other
Key financials Acquisitions Organic Reported
2018  Exchange anddisposals movement 2019 movement
£ million £ million f£million  £million £ million %
Net sales 2932 (95) @) 104 2,939 -
Marketing 474 (10) - 26 490 3
Operating profit before
exceptional items 1,028 (35) Q) 22 1,014 (1)
Exceptional operating items? - (18)
Operating profit 1,028 996 3)

(i) Forfurther details on exceptional operating items see pages 123 to 124.

the important role these single malts play

in the flavours of Johnnie Walker. Also, as
part of the investment programme, formal
permission for plans to create a global
flagship visitor experience for Johnnie Walker
in Edinburgh city centre has been received.
Raki and vodka are produced at a number

of sites in Turkey and other local brands are
produced in Russia.

Route to consumer

In Great Britain we sell and market our
products through Diageo GB (spirits, beer
and ready to drink) and Justerini & Brooks
Fine Wines (wines private clients). Products
are distributed through independent
wholesalers and directly to retailers. In

the on-trade, products are sold through
major brewers, multiple retail groups and
smaller regional independent brewers and
wholesalers. In the Republic of Ireland and
Northern Ireland, Diageo sells and distributes
directly to the on-trade and the off-trade as
well as wholesalers. In France our products
are sold through a joint venture arrangement
with Moét Hennessy. In Continental Europe
and Russia, we distribute our spirits brands
primarily through our own distribution
companies, except in Europe Partner Markets
where we typically use distributors.

In Turkey, we sell our products via the
distribution network of Mey icki, our wholly
owned subsidiary. Mey Icki distributes both
local brands (raki, other spirits and wine) and
Diageo’s global spirits brands.

Sustainability and responsibility
Encouraging moderation and tackling
harmful drinking remain key strategic
priorities. Our ‘Stay Yourself’ moderation
campaign, which began on university
campuses in 2018, reached a further

five million students this year through
online and offline channels, and we reached
over 42,000 people through our ‘Smashed’
theatre-based education programme.

Our Learning for Life (L4L) skills
programme goes from strength to strength.
More than 600 people graduated this year
in the UK, Spain, Portugal, the Netherlands,
Belgium and Germany. We launched new
L4L programmes in Italy and Greece, and
in Ireland we launched the ‘Open Doors’
initiative, aimed at refugees, asylum seekers
and people with disabilities. We received the
inaugural Inclusion and Diversity Chambers
award in Ireland for our L4L work with
refugees and asylum seekers.

Forty-eight of our sites in Europe
recorded zero lost-time accidents,
maintaining the strong performance of
last year. Our commitment to progress on
environmental performance is reflected
by a 10.8% improvement in our water use
efficiency. Turkey performed particularly
strongly, recording an improvement of
nearly 16% this year. In April, we announced
a £16 million investment in reducing the
plastic content of our beer packaging
through the use of 100% recyclable and
biodegradable cardboard.
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Europe and Turkey delivered 4% net Organic Reported Organic Reported
. volume volume net sales net sales
sales growth, reflecting another year of movement movement movement movement
consistent performance in Europe where Markets: % % % %
net sales were up 3% with double digit Europe and Turkey @ @ 4 -
growth in Turkey. Europe growth was Europe _ _ 3 2
dr'iven by Continental Europe, Grea!t Turkey (13) (13) 1 20)
Britain and Ireland. Strong growth in gin
continued with Tanqueray and Gordon’s Spirits @ @ 3 (O]
growing double digit. Western Europe Beer 1 1 1 -
continued to gain market share in gin. Readly to drink 13 13 16 15
Both Gordon’s and Tanqueray benefitted
. Organic Organic Reported
from strong growth across their core and volume net sales net sales
innovation variants. Beer was up 1%. Lager . " movement®  movement  movement
. Global giants and local stars: % % %
net sales grew 5% driven by Rockshore .
. . . Guinness 1 1 1
in Ireland, while Guinness Draught grew :
Johnnie Walker (2) 3 1
1%. Scotch net sales were flat as growth ,
. ; Smirnoff @ U] m
in Johnnie Walker and scotch malts was X
Baileys (2) 3 3
largely offset by the weaker performance o
. R Yeni Raki (19) 6 (24)
of JeB. Baileys was up 2% largely driven :
R . Captain Morgan 1 - 2)
by the launch of Baileys Strawberries & 1B @® @® (10)
Cream in Continental Europe. Smirnoff net
Tanqueray 14 21 21

sales declined 2% driven by Great Britain
and Continental Europe, partially offset
by growth in Ireland. Tequila grew double
digit with growth across all markets.
Ready to drink grew 17% driven by the
Gordon'’s premix range. In Turkey, net
sales were up 11% due to inflation and
excise duty led price increases. Operating
margin declined 49bps as positive price/
mix and productivity savings were offset
by up-weighted marketing investment,
as well as inflationary cost pressure,
particularly in Turkey.

Key highlights

« In Europe, net sales were up 3%:

- In Great Britain, net sales grew 4%, with Diageo
gaining share across beer and spirits. Gordon’s

and Tanqueray both delivered strong double digit
growth, both benefitting from strong growth of
their innovation variants. Ready to drink grew 17%
driven by the Gordon'’s premix range. Guinness net
sales grew 4%, driven by a strong performance for
Guinness Draught and the continued growth of Hop
House 13 Lager. Across Baileys, Smirnoff and Captain
Morgan supply chain actions as well as commercial
negotiations following recent pricing decisions have
resulted in net sales decline.

Ireland grew net sales 3%. Beer net sales were flat.
Lager net sales grew 4% driven by strong growth in
Rockshore. Guinness net sales declined 2% impacted
by difficult competitive conditions. In spirits, net
sales grew double digit largely driven by Smirnoff,
Baileys and Gordon'’s.

- In Continental Europe, net sales were up 3%:

(i) Spirits brands excluding ready to drink.
(i) Organic equals reported volume movement.

- Iberia net sales grew 1%. Growth was driven by
strong performance in Baileys and gin with growth
across both Tanqueray and Gordon’s. Scotch
declined 3% as growth in Cardhu and Johnnie
Walker was offset by declines in JeB. In Spain, market
share in scotch was broadly flat, as the category
continued to decline.

- In Central Europe, net sales grew 4% driven by the
launch of Baileys Strawberries & Cream and double
digit growth in gin which more than offset the
impact of pricing actions in Germany.

- In Northern Europe net sales were up 9% driven by
growth across both Benelux and the Nordics partially
driven by net revenue management initiatives.

- In the Mediterranean Hub, net sales were down
by 6% driven by lapping strong comparable
performance in ltaly in the prior year and a
continuing tough economic environment in Greece.

- Europe Partner Markets grew net sales 6% driven by
strong scotch performance and continued growth in
Guinness and gin.

— Russia net sales declined 3% driven by a volatile
external environment and lapping strong
comparables in the prior year.

- France net sales grew 1%. Double digit net sales
growth in Captain Morgan was partially offset by
adeclinein JeB.

In Turkey, net sales grew 11% despite volume decline
of 13%, reflecting the impact of price increases,
which were taken in response to increases in excise
duties and inflation. Growth was largely driven by
Yeni Raki which grew net sales by 7%, wine and
scotch which grew double digit, led by strong
growth in Johnnie Walker.

Marketing investment increased 6%, ahead of net
sales, largely driven by increased investment in
beer and gin. Beer marketing investment growth
was primarily driven by the Six Nations rugby
sponsorship agreement supporting the Guinness
brand. Up-weighted investment in gin was across
both Gordon's and Tanqueray.
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In Africa our strategy is to grow
through participation in beer

and spirits across price points.

We leverage the full range of the
Diageo portfolio. Guinness, Malta
and several local brands lead our
brewing portfolio while Johnnie
Walker and Smirnoff are at the
heart of our international premium
spirits offerings. Locally we produce
a range of mainstream spirits.

We are focused on consistent,
profitable growth in the markets
and categories in which we
participate and continue to invest
in manufacturing and partnerships
to access more consumers across
the continent.

Local sourcing is very important
to our strategy, directly supporting
our commercial operations whilst
bringing wider benefits to local
communities, farmers and society
asawhole.

Our markets

The region comprises East Africa (Kenya,
Tanzania, Uganda, Burundi, Rwanda and
South Sudan), Africa Regional Markets
(including Ghana, Cameroon, Ethiopia and
Angola), Nigeria and South Africa.

Supply operations
During the financial year our operation in
Africa consisted of 13 breweries in Africa, two
sites that produce sorghum beer in South
Africa, one cider plant and ten facilities which
provide blending and malting services. In
the year ended 30 June 2019 we established
a site in Angola to produce spirits and ready
to drink products and started production in
anew brewery in Kisumu in Kenya increasing
our capacity in an attractive market. We are
in the process of selling the sorghum beer
business in South Africa.

In addition, our beer and spirits brands
are produced under license by third parties
in 15 African countries.

.)

i

Net sales by markets (%)

Net sales by categories (%)

@ East Africa ® Nigeria ® Spirits ® Ready to drink
@ Africa Regional South Africa @ Beer Other
Markets (ARM) @ Other (principally Travel Retail)
Key financials Reclassifi-  Acquisitions Organic Reported
2018  Exchange cation® and disposals movement 2019 movement
£ million £ million £ million f£million  £million £ million %
Net sales 1,491 8 - 2) 100 1,597 7
Marketing 158 1 10 - 5 174 10
Operating profit before
exceptional items 191 ©) - Q] 91 275 44
Exceptional
operating items® (128) -
Operating profit 63 275 337

(i) Reclassification comprises a reallocation of costs from overheads to marketing.
(i) Forfurther details on exceptional operating items see pages 123 to 124.

Route to consumer

In Nigeria we own a 58.02% controlling
stake in a listed company whose principal
products are Guinness, Malta Guinness and
Dubic, and in East Africa we own a 50.03%
controlling equity stake in East African
Breweries Limited (EABL).

EABL produces and distributes beer
and spirits brands to a range of consumers
in Kenya and Uganda, and also owns 51%
of Serengeti Breweries Limited located in
Tanzania. Within Africa Regional Markets,
we have wholly owned subsidiaries in
Cameroon, Ethiopia and Reunion and
Diageo controlled subsidiaries in Ghana,
Angola and the Seychelles. In South Africa
we sell spirits and ready to drink products
through our wholly owned subsidiary.
Diageo has agreements with the Castel
Group who brew and distribute Guinness
under license in several countries across
Africa Regional Markets. Diageo sells spirits
through distributors in the majority of other
sub-Saharan countries.

Sustainability and responsibility
We aim to create value in Africa beyond

our significant contribution as an employer
and taxpayer. Our supply chain is a key
opportunity: more than 72,000 smallholder
farmers and suppliers provide us with our
raw materials, and we work with farmers

to improve farm yield, livelihoods, and
environmental and labour standards. This
year we sourced 82% of our agricultural raw

materials locally, and completed human
rights impact assessments in South Africa
and Nigeria.

This year we announced an investment
of £180 million in projects at 11 breweries
across Africa that include solar and biomass
energy, and water treatment plants. We also
co-founded the Africa Plastics Recycling
Alliance while developing the Ghana
Recycling Initiative by Private Enterprises
(GRIPE) partnership to build plastic collection
and recycling infrastructure.

We continue to partner with the NGO
WaterAid to deliver safe sources of water and
sanitation, which we aim to combine with
our other community objectives, including
skills training and women's empowerment.
This year, for example, alongside the launch
of a new water system in Maroua, Cameroon,
which provides water for two villages
and irrigates local farmland, we trained
2,000 smallholder farmers in agricultural
best practices and helped an additional
150 women create new water-related
businesses. Project Heshima, in Kenya,
provides vocational training to women at
risk of consuming or producing illicit alcohol,
empowering them economically while
counteracting a serious public health risk.

As part of our focus on responsible
drinking, we expanded our ‘Smashed’
underage drinking campaigns in Nigeria and
Cameroon reaching 114,000 students. Our
#DriveDry campaign in South Africa reached
more than 40 million people.
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Africa delivered 7% net sales growth, with Organic Reported Organic Reported
. ; . volume volume net sales net sales
growth across East Africa, Africa Regional movement movement movement movement
Markets and South Africa partially offset Markets: % % % %
by a decline in Nigeria. In East Africa and Africa 1 1 7 7
,:\;;ca Rggéoo/nal Marksts Inefjs.ales %rew East Africa 12 1 13 18
o.an o, Fespectively, nve_n, y Africa Regional Markets?” 3) 3 8 9
growth across both beer and spirits. East oo
R . § . Nigeria (10) (10) (7) (3)
Africa partially benefitted from lapping ;
. . - South Africa® (2) (10) 6 (6)
prior year weakness in the first half. Net
sales grew 6% in South Africa driven by Spirits 5 5 13 10
growth in spirits. Nigeria net sales declined | Beer 1 1 5 8
by 7% driven by the continued tough Ready to drink 3) 3) 4 2
economic and competitive environment in
the lager segment. Across Africa, beer net Organic Organic Reported
X L. volume net sales net sales
sales were up 5% driven by double digit . - movement®  movement movement
growth in Senator Keg, Serengeti Lite,and | Global giants and local stars™: % % %
Malta Guinness, partially offset by declines | Guinness M 2 3
in Satzenbrau. Spirits delivered strong Johnnie Walker 4 10 9
net sales growth driven by mainstream Smirnoff - 12 9
splrlts”and scotch acros}s1 aI:_IIEey market.s Other beer:
aswe as'strong growth of Tanqueray in Malta Guinness 8 15 13
South Africa. Scotch net sales were up
. . Tusker (5) 1 6
8% driven by Johnnie Walker, up 10%,
artially as a result of a strong launch of senator 21 22 28
p Serengeti 40 46 49

“White Walker by Johnnie Walker” in South
Africa. Operating margin improved by
494bps driven by improved price/mix and
the continued benefit from productivity
initiatives more than offsetting

cost inflation.

Key highlights

« In East Africa, net sales grew by 13%. Kenya
continued to grow strongly driven by double
digit growth in beer and mainstream spirits as
well as partially benefitting from lapping prior
year weakness in the first half as a result of the
2017 presidential election. Tanzania continued to
grow double digit. Beer net sales grew 13% led
by continued strong growth in Serengeti Lite in
Tanzania and double digit growth of Senator Keg in
Kenya. Guinness net sales grew by 4%.

In Africa Regional Markets, net sales increased by
8% with double digit growth in Ghana and Angola
and a return to growth in Cameroon as it lapped
prior year challenges in the distributor network.
Beer grew 6% driven by strong performance in
Malta Guinness. Scotch also returned to growth
driven by net revenue management actions.

(i) Inthe year ended 30 June 2019 the following countries, Mozambique, Zambia, Zimbabwe, St Helena and
Malawi, moved on a management basis from South Africa to Africa Regional Markets. This reallocation has been

reflected in the organic reporting.
(ii) Spirits brands excluding ready to drink.
(iii) Organic equals reported volume movement.

« South Africa net sales returned to growth of 6%
driven by strong spirits performance in Tanqueray,
double digit growth in Smirnoff 1818 and Captain
Morgan and the launch of “White Walker by
Johnnie Walker".

« In Nigeria, net sales declined by 7% driven by
Satzenbrau, as a result of a tough economic and
competitive environment impacting the lager
segment. Net sales grew in Malta Guinness,
Guinness and spirits.

» Marketing investment increased by 3% largely
driven by up-weighted investment in Tusker
marketing activities and media campaigns,
the relaunch of Guinness Foreign Extra Stout,
an evolution of Guinness’ successful football
campaign across Africa, led by Guinness brand
ambassador Rio Ferdinand, and the continuation
of Serengeti’s sponsorship of the Tanzanian
national football team.
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In Latin America and Caribbean the
strategic priority is to continue to
lead in scotch, while broadening
our category range through
tequila, vodka, rum, liqueurs and
local spirits. We continue to invest
in routes to market and in the
breadth and depth of our portfolio
of leading brands. We are also
enhancing our supply structure
to enable the business to provide
both the emerging middle class
and an increasing number of
affluent consumers with the
premium brands they aspire to.
Our presence is supported by

our reputation as a trusted and
respected business, based on our
stance on responsible drinking,
and community development
programmes.

Our markets

Our Latin America and Caribbean (LAC)
business comprises five markets: PUB
(Paraguay, Uruguay and Brazil), Mexico, CCA
(Central America and Caribbean), Andean
(Colombia and Venezuela) and PEBAC (Peru,
Ecuador, Bolivia, Argentina and Chile).

Supply operations

Many of the brands sold in the region

are manufactured by our International
Supply Centre in Europe, but we also own
manufacturing facilities in Mexico that
produce tequila, in Brazil that produce
cachaca, and in Guatemala that produces
Zacapa rum. We also work with a wide array
of local co-packers, bottlers, and licensed
brewers throughout Latin America and
the Caribbean.

E

Net sales by markets (%)

Net sales by categories (%)

®PUB Andean ® Spirits ® Ready to drink

@ Mexico @ PEBAC @ Beer Other

®CCA @ Other (principally Travel Retail)

Key financials Acquisitions Organic Reported

2018  Exchange anddisposals movement 2019 movement

£ million £ million £ million £ million £ million %

Net sales 1,069 (29) - 90 1,130 6

Marketing 196 7) - 12 201 3

Operating profit 308 ) - 59 365 19

Route to consumer

We drive an efficient route to consumer
through differentiated models tailored to
each markets’ size and needs. In Mexico
and Brazil our in-market companies sell to a
wide network of retailers, wholesalers, and
resellers which make our product available
to shoppers in on and off premise outlets. In
most of Central America and the Caribbean,
Argentina, Ecuador, Bolivia, and Venezuela,
we partner with geographically exclusive
distributors who are in charge of the sales
execution and marketing programmes. In
Colombia, Peru, and Chile, we use hybrid
models where Diageo sells directly to some
key accounts while distributors are used to
improve our products’ physical availability.

Sustainability and responsibility
Partnership is central to our work in LAC, as it
enables us to increase our impact by working
