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2010 was characterised ~ APoutDiageo

Diageo plcis the world's leading premium drinks business with an outstanding collection

by variability. Diageo’s
brand positions, global
scale and agility in
response to changing
conditions delivered

a good performance
in the year.

rights for Jose Cuervo.
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This is the Annual Report of Diageo plc for the year
ended 30 June 2010and itis dated 25 August 2010.
Itincludes information that s required by the US
. Securities and Exchange Commission (SEC) for Diageo’s

US filing of its Annual Report on Form 20-F. This
information may be updated or supplemented at the
time of the filing of that document with the SEC or later
amended if necessary, although Diageo does not
undertake to update any such information. The Annual
Reportis made available to all shareholders on Diageo’s

website (www.diageo.com). The content of the

company'’s website should not be considered to

form a part of or be incorporated into this report.

Registertoreceiveall
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: + futureshareholder +  Thisreportincludes names of Diageo’s products, which
EFFICIENT : :communicationsonline: :  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

i GREEN i  www

~  diageoregistrars.

E ; R o com and terms ‘group’ and ‘Diageo’ refer to the company
and its consolidated subsidiaries, except as the context
9900003007 ©00000097 otherwise requires. A glossary of terms used in this

reportisincluded atthe end of the report.

of beverage alcohol brands across spirits, wines and beer categories. These brands include
Johnnie Walker, Guinness, Smirnoff, J¢B, Baileys, Tanqueray, Captain Morgan, Crown Royal,
Gordon's, Beaulieu Vineyard and Sterling Vineyards wines. The company also has distribution

Diageo is a global company, with its products sold in more than 180 markets around the
world. The management team expects to continue the strategy of investing behind Diageo’s
global brands, launching innovative new products, and seeking to expand selectively through
partnerships or acquisitions that add long term value for shareholders. The company is listed
on both the New York Stock Exchange (DEO) and the London Stock Exchange (DGE).

For more information about Diageo, its people and its brands, visit www. diageo.com.
For Diageo's global resource that promotes responsible drinking through the sharing of best
practice tools, information and initiatives, visit www.DRINKiQ.com.
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Diageo’s consolidated financial statements have been
prepared in accordance with International Financial
Reporting Standards (IFRS) as endorsed and 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
asissued by the IASB. Unless otherwise indicated, all
financial information contained in this document has
been prepared in accordance with IFRS. The brand
ranking information presented in this report, when
comparing volume information with competitors,

has been sourced from data published during 2010

by Impact Databank. Market data information and
competitive set classifications are taken from
independentindustry sources in the markets

in which Diageo operates.

© Diageo plc2010
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Delivering value through

a great mix

Diageo has a combination
of great assets...

Driven through active
management...

Creating long term value

Seemoreat:
O www.diageo.com

Diverse
markets

Outstanding
brands across
categories

In-depth customer
and consumer
understanding

Developing
leaders today,
for tomorrow

Focused
execution

Building
strong
relationships

Long term
opportunities

and value for
stakeholders

Highly
effective routes
to market

World class
marketing
capability




Diageo continually seeks to

understand what consumers

and shoppers want which

informs customer relationships

and helps people celebrate
with its brands everyday,
everywhere.

Diageo goes to great lengths to

understand what its consumers want
and how best to engage with them.

This continual process informs the

way Diageo relates to its consumers

through clarity in communication,

impactful marketing activations and
brilliant innovations, and, increasingly,
how it better interacts with customers

for mutual benefit.

© www.diageoreports.com

In-depth customer
and consumer
understanding
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Performance overview

2009 2010

Volume
(Millions of
equivalent units)

2009 2010 2%

Reported
Net sales (£m) movement
5% 2%
Reported Organic
movement

movement

2%
Organic
2009 2010 movement
Operating
profit (£Em)

2009 2010

before exceptionals

6% Operating
Reported proﬁt (£m)
movement
6%

2% Reported
Organ]c 2000 2010 movement
movement

Profit attributable

to parent

company’s equity
shareholders (£m)

1%

Reported

movement
Information presented 2009 2010
Unless otherwise stated in this
document, percentage movements Recommended
are organic movements. Commentary, ..
unless otherwise stated, refers to 2009 2010 fU Il year d |V|dend
organic movements. Share, unless . .
otherwise stated, refers to value BaSIC eal’nlngS per Share (p)
share. See the ‘Business review' for
an explanation of organic movement per Share (p) 5.5%
calculations. The market data and R d
competitive set classifications 1 % eporte
contained in this document are taken movement

from independent industry sources in Reported
the markets in which Diageo operates. movement



Performance overview 5

Brand performance overview &
]
Organic Reported g
Volume netsales netsales 3
movement* movement movement (]
% % % g
Global priority brands - M 3 3
Other brands 4 5 <
Total 2 2 5
Global priority brands**
Johnnie Walker 1 7 12 -
Smirnoff m @) _ %
Baileys m @) %
Captain Morgan 3 2 s
Jose Cuervo (13) (14) (12) E
JeB ) 8) 3)
Tanqueray 1 M 2
Guinness ©) - -
Other brands
Crown Royal — North America - M g
Buchanan’s — International 11 15 13 2
Ketel One — North America 2 4 6 o]
Windsor — Asia Pacific - - 9 <
* Volume movement is both reported and organic.
** Spirits brands excluding ready to drink.
Key figures
‘Ina challenging year characterised
by variable market conditions, £2 O24m ©
o <
we have demonstrated agility / g
. . . Free cash flow -2010 3
in responding to the changing 3
environment. We have takena £’| 204
. p m
number of actions to enhance the
.o Free cash flow - 2009
positions of our great brands and
to further strengthen our financial Improved working capital
health, which in turn makes usa management contributed
. , to exceptional free cash
stronger business for the future. flow in 2010 21 2
) o -
Paul Walsh, . A) g
Chiefexecutive Operating margin* 53
2
g
23.50p 14.8%
Recommended Returnon
final dividend invested capital**
+6% +30 basis points é{
=
The Board's confidencein §
the strength of Diageo has 2
led it to recommend an 3
increase in the final dividend §
growthrate. * Operating profit before exceptional
items expressed as a percentage
of sales.

**See page 38 for calculation of return
on average total invested capital.
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Outstanding brands

‘Pace and changeis
now faster than ever.
The strength and
breadth of our brand
range, built over many
years, equips us to

be successfuland
continue to grow.’

AndyFennell,
Chief marketing officer

3%
Increasein
marketing spend

N°1
Johnnie Walkeris

No1 in the global
scotch whisky category

The John Walker, an ultra
deluxe variant of Johnnie
Walker, has had successful
initial launchesin Asia
Pacificand Global Travel.

Brand performance

Stronger performance in scotch
in the second half resulted in
full year net sales growth of 5%.
Strong growth in developing
markets was the key driver of
overall Johnnie Walker brand
performance. Johnnie Walker
Black Label had double-digit net
sales growth driven by Global
Traveland Middle East, Latin
America and South East Asia.

N°1
Smirnoffis

No1 in the global
vodka category

JeB continued to be affected by
the decline in the spirits market
inIberia. Buchanan'sand Old Parr
performed well in Latin America.
Vodka was the most
competitive category inthe
developed markets.In North
America, Smirnoff net sales
declined mainly due to lapping
theincrease in stock levels of the
prior year. Effective marketing
campaigns,including the ‘Be
There’ programme, drove share
gainsin the United States and
volume grew ahead of net sales
in Great Britain through
promotional activity. In the
brand'’s largest developing
markets of Brazil and South
Africa, net sales grew solidly.
Diageo's super/ultra premium
vodkas - Ketel One and Ciroc —
remained in strong growth.
Baileys grew volume and
net sales in a strong second half
performance due to new
flavours and greater on shelf
visibility, but this did not offset
adifficult start to the year.

P

Jareg crerny

IMFORTED

. = & 1§
ONDON DRY GIN

N1

Tanqueray is Nol
inthe USimported
ginsegment

Diageo Great Britain joined
with Coca-Cola Enterprises
to market popular spiritand
mixer combinations ahead
ofthe summer season.

Very strong growth of Captain
Morgan in Europe and
International offset the net sales
declinein North America.In the
United States, growth of the rum
category slowed during the year
but Captain Morgan benefited
from successfulinnovations and
increased marketing spend,

and grew share. Rum brands
grew well, in particular Cacique
and Zacapa.

N°1
Baileysis No1

inthe global
liqueur category



The ongoing weakness of the
North American on trade channel
and aggressive pricing from
competitors led to a sharp decline
in Jose Cuervo. The new variant
Especial Silver continued to
perform well and is now the
fastest growing silver tequilain
the US off trade.

Double-digit net sales
growth of Tanqueray in Spain
and Great Britain only partially
offset net sales declinein
North America.

Guinness posted flat net
sales with strong double-digit
growth in South East Asia broadly
offsetting a 2% decline in Europe
andflat net sales in Africa. In Great
Britain and Ireland, Guinness
once again gained share but net
salesdeclined as aresult of the
continued decline of beerin
those markets. While Guinness
performance slowed in Africa as
some consumers chose to trade
down to less expensive products,
Diageo's local lager brands —
notably Harp and Tusker —had
strong net sales growth.

N°1
Jose Cuervois

No1 in the global
tequila category

Marketing spend

Marketing spend was up 3%
driven by majorincreases in
proven campaigns behind
Diageo’s mostimportant brands
and categories in the second
half. This resulted in double-digit
increasesin full year spend
behind vodka and rum
categories, and a significant
increase in spend behind scotch,
particularly Johnnie Walker in
International. Marketing spend
for Baileys was reduced as part of
the current review of the brand’s
programme, while a decrease in
Guinness spend in Europe was
broadly offset by increasesin the
otherregions. Spend was down
2% on ready to drinkand up 7%
onwine.

Customer marketing

Diageo continued to invest to
enhance the capabilities of its
customer marketing function
which now consists of about
500 peoplein over 30 countries
covering over 80% of Diageo's
net sales. Diageo made it

g

GUINNESS

N1
Guinnessis

No1 in the global
stout category

E B H

® . ®

Flavourinnovation
across ourvodka
brands, such as Ciroc
RedBerryand Ciroc
Coconut, have helped
todriveinnovation
performancein
North America.

easier for shoppers tofind,
choose and buy productsin
the spirits category, forming
partnerships with customers
which helped them to offer the
right range of products, the
appropriate amount of shelf
space and providing navigation
through signage.

N°2
Captain Morgan

isNo2inthe global
rum category

Outstanding brands

Innovation

Innovation remains a key element
of Diageo’s organic growth
strategy,and inthe year it delivered
another strong performance. The
overall approach remains simple:
toinnovate on core brands,
todeliverideas rooted in deep
consumer and shopperinsight.
Key areas of focus forinnovation
include: using innovation to

bring new premium offerings to
consumers, as exemplified by the
success of ourlaunchesonthe
Johnnie Walker brand range like
The John Walker; using innovation
in developing markets toincrease
consumer accessibility of Diageo
brands and to target new
occasions, such as canned beer
and premix spirits in Africa; and
maintaining brand relevance and
consumer interest in developed
markets through innovation across
abroad range of occasions and
categories as demonstrated by
flavour innovations on Ciroc
Coconutand Red Berryin

North America.

(6007 JoquIada( pue Jaquiaidas ‘010z Aleniga4)
SIS winiwiaid 001 do] jueqgeiedioedul| :92IN0S

N°4
JeBisNo4inthe

global scotch
whisky category
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Regional overview

Europe

19

Volume

(2)9

Netsales

6)%

Marketing spend

(196

Operating profit

2010 net sales
by region*

£2,759m

Europe

£3,306m

North America

£1,018m
£2 ,627m Asia Pacific

International
North America

(2)9

Asia Pacific

Volume
(3)% 2%
Net sales Volume
6% International ] %
: Net sales
Marketing spend
3%
O% Volume 3%
Operating profit 1 3 0 Marketing spend
%
Net sales 6%
Operating profit
13%
Marketing spend
*Excluding corporate (net sales of £70m) 2 5%
All are organic movements unless Operating profit

stated otherwise.



‘Even though markets and
categories have been
affected in different ways
and to differing degrees,
we have been consistentin
our focus to deliver growth.

Paul Walsh,
Chief executive

Strong marketing
campaigns supported
continued good
performances of Ciroc
and Ketel One vodka.

North America

Growthin Russia
reflects the successful
introduction of lower
priced scotch brands
toappeal tovalue
conscious consumers
and maintain category
participation.

- Diageo’s key spirits brands
gained share, outperforming
most major competitors

- Shipmentsand depletions
werein line and therefore
comparison against fiscal

2009, when shipments
exceeded depletions,
contributed to the volume
decline against the prior year

- Strong performance by reserve
brandsimproved mixin the
second halfas the super
premium segment returned
togrowth

- Diageo’s brands continued
tosell ata price premium

- Diageo’s beer brands
outperformed otherimported
beersand gained share

- Innovationin the yearadded
significantly to net sales as
Diageo addressed changing
consumer trends

- Readytodrinkdeclined overall
butinnovation in the year
improved the performance of
Smirnoff ready to drinkin the
United States

- Marketing spendincreased

by 20% in the second half with
investment behind innovation
launches and key brands

- Margins benefited from
production and overhead
cost savings and lower raw
material costs

Europe

+ Volumeincrease was led by
the strong performance in
Great Britain, up 9%, where
successful customerfocus
increased visibility of Diageo's
brandsinthe off trade during
key selling periods

- Continued consumer
weakness in Spain and Ireland
ledtoadeclinein netsalesin
those markets

+ Russia delivered a very strong
performance with significant
share gains and double-digit
growth following the launch
of new brands to capture
opportunitiesin the scotch
category as consumers
traded down

+ Marketing spend reduced
in line with consumer trends
indifficult markets and was
focused behind key brands,
Smirnoffand Captain Morgan,
andinnovation

+ Guinness grew sharein
Great Britain and Ireland
but volume was downin
atough beer market

Johnnie Walker Black
Labelincreased net
sales by 38%in GTME
andregainedits
positionastheNo1
deluxe scotchin
Travel Retail.

International

- Latin Americaand the
Caribbean delivered 15% net
sales growth, driven by scotch
brands Johnnie Walker,
Buchanan’sand Old Parr

- Growth of lager brandsled to
10% net sales growth in Africa

+ Global Traveland Middle East
returned to growth, led by the
strong growth of premium
and super premium brands

« Marketing spendincreased
ahead of net sales behind the
key categories of scotch, beer
andvodka

Regional overview

"REGUK

: £ ‘f_‘f‘ . MANTAPNYA

Increasesin
marketing spend
behind Guinness

in South East Asia
supportedits
premium price
positionand drove
strong net sales
growthintheregion.

Asia Pacific

- Double-digitgrowthin
South East Asia was driven
by strong growth in Johnnie

Walker and Guinness

- Australia volume and net

sales declined slightly driven
by weakness of Bundaberg
ready todrinkin anincreasingly
competitive segment

- Gooddepletions of Johnnie
Walkerand Windsor drove
share growthin China as the
scotch category returned to
growth, although overall
performance was held back
by the destock of Dimple

- Thescotch category was
weak in Korea, however share
gains extended Diageo's
leadership position

- Astrong performance from
The Singletonled to 10%
net sales growth in Taiwan

- Indiawasimpacted by a
destockin the first halfand
the business performed
more strongly inthe
second half

- Marketing spend increased
3% with focused investment
on Windsor, Guinness,
Johnnie Walker and Smirnoff

MBaIARI SSauIsNg UO!]dUDSBp ssauisng Alewwns Sduewliopsd

9DUBUIDAOD)

Sluswelels [eidueuly

UONBULIOUI [PUORIPPY




10

010z Moday [enuuy oabeiq

Chairman’s statement

Strategic thinking and action
provided strength

This has been a challenging year, but one in which
Diageo has performed with considerable success.
Our business has faced continued volatility and
highly unpredictable economic conditions in
many markets. In these circumstances our
outstanding collection of brands and our highly
talented people have enabled the business to
demonstrate great resilience.

In some parts of the world we have seen
noticeable improvement in trading conditions,
butin almost all recovery has been inconsistentin
pace, scale and durability. Against this background
itis clear that our success owed a great deal to the
decisive action taken early by our management
team in the spring of 2009. At that point we
made substantial changes to our business. Those
centred on major reductions to our cost base
and significant restructuring of our organisation.
As I noted inlast year's report, many of the decisions
we took were, justifiably, a cause of concern for
our employees and the communities in which
we operate. It is greatly to the credit of both that
the changes, even those which were difficult,
have been implemented effectively and with
great compassion.

Over the course of this year, our business
has been managed with great discipline and has
focused on capturing the opportunities as they
arose while increasing the level of transparency
and governance we apply to our everyday
activities. The result has been greater efficiencies
and strong performance. Much time has also been
spent on bringing the company’s values to life, not
just within Diageo, but also in the way we conduct
ourselves with our broad network of stakeholders.
Now more than ever we have a responsibility to
lead within our industry. As part of that
responsibility, we continue to invest in building
our capabilities and developing our people to
make sure we are best placed to take advantage
of recovery in the global economy.

B

<

‘Our business has been
managed with great discipline,
generating greater efficiencies
and strong performance.

The Board has great confidence in the future of
our business. That is demonstrated by our decision
to recommend an increase in the final dividend,
by our strong results and —in particular — by our
exceptional cash generation. All are measures

of a business in robust good health.

We must say a farewell to Nick Rose, who has
been Diageo's chief financial officer for the majority
of the company’s existence. He retires after more
than a decade of great achievement and we wish
him very wellin all that he does in the future.

We also offer a very warm welcome to our new
CFO, Deirdre Mahlan. She has a great track record
within Diageo and a platform from which to
continue to build.

'{ZU 3. L”_'

DrFranzBHumer,
Chairman



Global volume share
of premium spirits*

29%

Diageo

35%
Other
4%
Fortune
Brands

6%
Brown-

Forman 9%

Bacardi

*Source: Impact
Databank Top 100
Premium Spirits
(February 2010)

Dow Jones corporate
sustainability assessment (%)

80

70

60

50 //.——.\\.//\.

04 05 06 07 08 09

@ Industry best

® Diageo

@ Industry average
(September 2009)

17%

Pernod
Ricard

Total cash returned
to shareholders
since mergerin 1998

£10,288m

Dividends

£11,826m

Share buyback

Chairman’s statement

n
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12 Chief executive's review

2010 net sales
by category

200 1000 27%

3 % Tequila SieE

Gin

5%

Liqueur

6%

Rum

6%

Whiskey

8%
Ready
to drink

Net sales breakdown

32%
Developing
markets*

68%

Developed
markets

*Developing markets include Africa,
Asia excluding Korea and Japan,
Eastern Europe, Latin America and
the Caribbean, Middle East and
North Africa, Russia.
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Scotch

Category performance (%)

Spirits Beer Wine Ready Total

to drink
B \olume movement

W Organic net sales growth
H Reported net sales growth



Read moreabout
PaulWalsh and
ourotherdirectors

©p77-79

We have demonstrated great
agility in the year

This past year saw businesses like Diageo continue
to face challenging operating circumstances.
Markets, categories, price points and brands have
been affected, but in different ways and to differing
degrees. This variability, and the unpredictability it
Creates, characterised the year.

Our response to those factors and conditions
has been to demonstrate outstanding agility as a
business, agility which has allowed us to mitigate
risk and maximise opportunity, and which has
delivered a good financial performance, particularly
in the second half. Agility will continue to be vital
in fiscal 2011.

Our overarching aim has been to make
the business stronger in spite of the prevailing
economic situation.

We have increased marketing behind
proven growth drivers in categories which have
momentum, and we have invested in markets
and behind growing brands in categories where
we are performing well. But, beyond that, we
have also been prepared to reduce investment
in those markets where growth opportunities
are currently elusive. This targeted approach
means we have focused our increased marketing
spend exactly where it should be.

Ourinnovation pipeline is full, allowing us to
access the opportunities in changing consumer
and customer trends, wherever they occur,and
one of the most pleasing aspects of the past year
has been the speed with which we have moved
to develop and launch new products. This is
proving to be a real competitive advantage.

Chief executive’s review

We have enhanced our routes to market, for
example in Vietnam, India, South Africaand China.

A greater focus on building industry leading
customer marketing skills has borne real benefits
infiscal 2010. Working in partnership with our
key global customers in the off trade to influence
shopper behaviour at the point of purchase
has seen growth in those outlets significantly
ahead of historical performance. We win, and
our customers win, as a consequence.

We prioritised cash generation in the year,and
the extraordinary £2 billion of free cash we have
reported is a testament to an outstanding effort
by the whole business to deliver in this area.

All of these measures, and more, are examples
of how our executive committee has actively
managed the business in fiscal 2010, leveraging
Diageo’s inherent assets — global diversity, an
outstanding collection of brands, highly effective
routes to market, and our financial strength —
to drive performance, and build our company.

But perhaps the key driver of all is the quality
of our great people. My colleagues have worked
enormously hard in what was a tough, though
satisfying year. | want to recognise that enormous
collective effort, and to say how fortunate | feel to
work with such talented and dedicated people.

One of those people, our CFO Nick Rose, is
retiring this year, and it would be remiss of me not
to acknowledge the huge contribution he has
made to the success of Diageo, not only in fiscal
2010, but over the past decade and more. He has
been a great colleague and friend, and | wish Nick,
and his family to whom he is devoted, every
happiness for the future.

Paul SWalsh,
Chief executive
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Historical information

The following table presents selected consolidated financial data for Diageo prepared under International Financial Reporting Standards (IFRS) as
endorsed and adopted for use in the European Union (EU) and IFRS as issued by the International Accounting Standards Board (IASB) for the five
years ended 30 June 2010 and as at the respective year ends. 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. The data presented below has been derived from Diageo’s audited
consolidated financial statements.

Yearended 30June
2009 2008 2007 2006
2010 (restated) (restated) (restated) (restated)
Income statement data Notes £million £ million £ million £ million £ million
Sales 12,958 12,283 10,643 9917 9,704
Operating profit 12 2,574 2418 2,212 2,160 2,031
Profit for the year
Continuing operations 12 1,762 1,704 1,560 1417 1,956
Discontinued operations 3 (19) 2 26 139 -
Total profit for the year 12 1,743 1,706 1,586 1,556 1,956
Pershare data pence pence pence pence pence
Dividend per share 4 38.10 36.10 34.35 32.70 31.10
Earnings per share
Basic
Continuing operations 1 66.3 64.5 580 50.2 66.9
Discontinued operations (0.8) 0.1 10 52 -
Basic earnings per share 1 65.5 64.6 59.0 554 66.9
Diluted
Continuing operations 1 66.2 64.3 576 499 66.6
Discontinued operations (0.8) 0.1 10 5.1 -
Diluted earnings per share 1 65.4 644 586 550 66.6
million million million million million
Average shares 2,486 2,485 2,566 2,688 2,841
Asat30June
2009 2008 2007 2006
2010 (restated) (restated) (restated) (restated)
Balance sheetdata Notes £ million £ million £ million £million £ million
Total assets 1 19,454 18,018 15,992 13,934 13,909
Net borrowings 5 6,954 7419 6,447 4,845 4,082
Equity attributable to the parent company’s equity shareholders 1 4,007 3,169 3,463 3,947 4477
Called up share capital 6 797 797 816 848 883




Historical information

Notes to the historical information

1 Accounting policies
All comparative financial data has been restated following the adoption of the Amendment to IAS 38 - Intangible assets for advertising expenditure
and a change in the accounting policy in respect of returnable bottles and crates.

The amendment to IAS 38 clarifies the accounting for advertising expenditure. The group charges advertising expenditure to the income
statement when it has a right of access to the goods or services acquired, as opposed to charging such costs to the income statement when the
advertisement s first shown to the public. Advertisements, non-depreciable point of sale materials, costs in respect of events and some sponsorship
payments previously recorded in the income statement when delivered to the final customer are now expensed when delivered to the company.

In addition, the group has changed its accounting policy in respect of returnable bottles and crates as the change more appropriately reflects the
usage of these assets. These are now held within property, plant and equipment and depreciated on a straight-line basis to estimated residual values
over their expected useful lives. Formerly a number of returnable bottles and crates were held within inventories and written down on purchase to
their net realisable value.

Theimpacts of the adoption of these changes in accounting policies have reduced operating profit for the year ended 30 June 2009 by
£25 million (2008 - £14 million; 2007 — increase of £1 million; 2006 — £13 million), reduced profit from continuing operations for the year ended
30 June 2009 by £19 million (2008 — £11 million; 2007 - £nil; 2006 — £9 million) and reduced basic and diluted earnings per share for the year ended
30June 2009 by 0.6 pence (2008 — 0.3 pence; 2007 - nil; 2006 — 0.3 pence). The charge of £3 million for year ended 30 June 2009 s in respect of
non-controlling interests (2008 - £3 million; 2007 — £nil; 2006 — £1 million). On the consolidated balance sheet at 30 June 2009 total assets decreased
by £78 million (2008 —£35 million; 2007 — £22 million; 2006 — £18 million) and total equity reduced by £62 million (2008 — £42 million; 2007 -
£29 million; 2006 — £29 million) of which non-controlling interests reduced by £10 million (2008 - £7 million; 2007 — £4 million; 2006 — £4 million).

2 Exceptionalitems

Exceptional items are charges or credits which, in management’s judgement, need to be disclosed by virtue of their size orincidence in order for the
user to obtain a proper understanding of the financial information. Such items are included within the income statement caption to which they
relate. An analysis of exceptional items for continuing operations is as follows:

Yearended 30June

2010 2009 2008 2007 2006
£million £ million £ million £ million £ million
Items included in operating profit
Restructuring programmes (142) (170) (78) - -
Brand impairment (35) - - - -
Disposal of Park Royal property - - - 40 -
(177) (170) (78) 40 -
Sale of businesses
(Losses)/gains on disposal and termination of businesses (15) - 9 m 6
Gain on disposal of General Mills shares - - - - 151
(15) - 9 (1) 157
[temsincluded in taxation
Tax credit on exceptional operating items 39 37 8 - -
Tax credit on other exceptional items 10 - - - 2
Settlements agreed with tax authorities - 155 - - 313
49 192 8 - 315
Exceptional items in continuing operations (143) 22 61) 39 472
Discontinued operations net of taxation (19) 2 26 139 -
Exceptional items (162) 24 (35) 178 472

3 Discontinued operations

In the yearended 30 June 2010 discontinued operations comprise a charge of £19 million in respect of the discounted value of anticipated future
payments to new thalidomide claimants. In the years ended 30 June 2009, 30 June 2008 and 30 June 2007 discontinued operations are in respect of
the quick service restaurants business (Burger King, sold 13 December 2002) and the packaged food business (Pillsbury sold 31 October 20071).
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Historical information

4 Dividends
The board expects that Diageo will pay an interim dividend in April and a final dividend in October of each year. Approximately 409% of the total
dividend in respect of any financial year is expected to be paid as an interim dividend and approximately 60% as a final dividend. The payment
of any future dividends, subject to shareholderapproval, will depend upon Diageo’s earnings, financial condition and such other factors as the
board deems relevant. Proposed dividends are not considered to be a liability until they are approved by the board for the interim dividend and
by the shareholders at the annual general meeting for the final dividend.

The table below sets out the amounts of interim, final and total cash dividends paid by the company on each ordinary share. The dividends
aretranslated into US dollars per ADS (each ADS representing four ordinary shares) at the noon buying rate on each of the respective dividend
payment dates.

Yearended 30June

2010 2009 2008 2007 2006

pence pence pence pence pence

Per ordinary share Interim 14.60 13.90 13.20 1255 11.95
Final 23.50 22.20 21.15 20.15 1915

Total 38.10 36.10 34.35 32.70 31.10

$ $ $ $ $

Per ADS Interim 0.90 0.82 1.05 0.99 0.84
Final 141 146 146 1.64 143

Total 2.31 2.28 2.51 263 2.27

Note: Subject to shareholders’ approval the final dividend for the year ended 30 June 2010 will be paid on 19 October 2010, and payment to US ADR holders will be made on
25October 2010. In the table above, an exchange rate of £1 = $1.50 has been assumed for this dividend, but the exact amount of the payment to US ADR holders will be determined
by the rate of exchange on 19 October 2010.

5 Netborrowings definition

Net borrowings are defined as gross borrowings (short term borrowings and long term borrowings plus finance lease liabilities plus interest rate
hedging instruments, cross currency interest rate swaps and funding foreign currency swaps and forwards used to manage borrowings) less cash
and cash equivalents and other liquid resources.

6 Share capital

During the yearended 30 June 2010 the company did not repurchase any ordinary shares for cancellation or to be held as treasury shares.

During the year ended 30 June 2009, the company repurchased 38 million ordinary shares as part of its share buyback program at a cost including
fees and stamp duty of £354 million (2008 — 97 million ordinary shares, cost of £1,008 million; 2007 — 141 million ordinary shares, cost of £1,405 million;
2006 — 164 million ordinary shares, cost of £1,407 million).
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7 Exchangerates Y
A substantial portion of the group’s assets, liabilities, revenues and expenses are denominated in currencies other than pounds sterling. Fora 5)
discussion of the impact of exchange rate fluctuations on the company’s financial condition and results of operations, see ‘Business review — g
Risk management'. B
Thefollowing table shows period end and average US dollar/pound sterling noon buying exchange rates, for the periods indicated, expressed 5
inUSdollars per £1. 3
<
Yearended 30June
2010 2009 2008 2007 2006
$ $ $ $ $
Yearend 1.50 1.65 1.99 201 1.85
Average rate® 157 1.60 201 193 1.78 o
C
%.
The following table shows period end, high, low and average US dollar/pound sterling noon buying exchange rates by month, for the six-month z
period to 16 August 2010, expressed in US dollars per £1. The information in respect of the month of August is for the period up to and including 2
16 August 2010. g
=
5
2010
August July June May April March
$ $ $ $ $ $
Month end 1.57 1.57 1.50 1.45 1.53 1.52
Month high 1.60 1.57 1.51 1.53 1.55 1.54
Month low 1.56 1.50 1.40 143 1.52 1.48 .
Average rate® 1.58 1.53 1.48 147 1.53 1.51 %
D
(a) The average of the noon buying rates on the last business day of each month during the year ended 30 June. é
(b) The average of the noon buying rates on each business day of the month. o
(c) These rates have been provided for information only. They are not necessarily the rates that have been used in this document for currency translations or in the preparation of the S
consolidated financial statements. See note 2(e) to the consolidated financial statements for the actual rates used in the preparation of the consolidated financial statements.
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Diageo looks to reach
increasing numbers of
consumers around the world
with its total beverage alcohol
offering by focusingon
effective and efficient routes
to market.

With products sold in over 180
markets, Diageo’s reach is truly global.
Diageo looks to reach increasing
number of consumers with its range
of outstanding brands by focusing
on effective and efficient routes to
market. In the majority of cases,
premium brands are managed by
local management teams with strong
local experience and networks.
Where the company has not
established its own company in
market, it looks for opportunities

for appropriate expansion through
business partners and third party
distributors. This model is supported
by a world class supply and
procurement organisation that excels
in service, supply and technical
standards to get Diageo's great
brands to the right place, at the right
time, in the right condition and at
the right cost.

© www.diageoreports.com




Business description

Diageo is the world’s
leading premium
drinks business,
operating globally
across spirits, beer
and wine.

On 24 September 2009,
aspartof Guinness’s
250" Celebration,
Diageo orchestrateda
simultaneous music
eventin key markets
around the world.

Diageo plcisincorporatedasa
public limited companyin England
and Wales. Diageo plc’s principal
executive officeislocated at
Lakeside Drive, Park Royal, London
NW107HQand its telephone
numberis +44 (0) 20 8978 6000.

Diageo is a major participant
inthe global beverage alcohol
industry. It brings together world
class brands and a management
team that seeks to maximise
shareholder value overthe long
term.The management team
expects to continue the strategy
ofinvesting behind Diageo’s
global brands, launching
innovative new products,and
seeking to expand selectively
either through partnerships or
acquisition thatadd long term
value for shareholders.

Diageo producesand
distributes a leading collection of
branded premium spirits, beer and
wine.These brandsinclude
Johnnie Walker, Smirnoff, Baileys,
Captain Morgan, J¢B, Tanqueray
and Guinness.In additionitalso
has the distribution rights for the
Jose Cuervo tequila brandsin
North Americaand many
other markets.

Strategy

Diageois one of a small number of
premium drinks companies that
operate globally across spirits, beer
and wine. Diageo s the leading
premium spirits business in the
world by volume, by net salesand
by operating profit. It manages
eight of the world's top 20 spirits
brands as defined by Impact
Databank. Diageo's beer brands
include the only global stout
brand, Guinness,and beerin total
accounts for approximately 22 %
of Diageo’s net sales. Diageo's
wine brands are sold
predominantly in North America
and Europe and they comprise
approximately 6 % of Diageo’s
netsales.

Diage0’s size provides for
scale efficiencies in production,
distribution, selling and marketing.
In addition to these cost
efficiencies, Diageo is committed
tothe dissemination of best
practice in business operations
across markets and brands,
allowing Diageo to serve its
customers and consumers better.

All of the above factors
enable Diageoto attract and retain
talented individuals with the
capabilities necessary to deliver
Diageo's strategy of growing its
premium drinks business
organically while looking to
selectively acquire premium drinks
brandsthat add long term value
for shareholders.

Diageo’s brands have
broad consumer appeal across
geographies. The company and
itsemployees are proud of the
responsible mannerin which the
brands are marketed and the
positive role that moderate
consumption of these brands
playsin the lives of many people.

Diageo acknowledges that
when misused, alcohol - like many
other products —may lead to
health or social problems for the
individual or society asa whole.
Diageo seeks to be at the forefront
of industry efforts to promote
responsible drinking and works
with other stakeholders to combat
alcohol misuse. Diageo’s approach
is based on three strategic
approaches: setting high
company and industry standards
in responsible marketing,
implementing initiatives to
minimise alcohol misuse and

promoting effective and targeted
alcohol policies through
stakeholder dialogue.

Market participation

Diageo manages its business
through four regions: North
America, Europe, International and
Asia Pacific. The North American
region, comprising the United
States and Canada, accounts for
the largest proportion of Diageo's
net sales and operating profit. The
second largest, Europe, is
comprised of Great Britain, Ireland,
Iberia, Northern Europe, Southern
Europe, and Russia and Eastern
Europe. The International region is
made up of three distinct business
units: Latin Americaand the
Caribbean (including Mexico),
Africaand Global Travel and
Middle East (GTME). The Asia
Pacific region comprises South
Korea, Japan, the People’s Republic
of Ching, India and other Asian
markets, Australiaand New
Zealand. In the past financial year
roughly two-thirds of net sales
were derived from developed
markets (mainly North America
and Western Europe) and
one-third from developing
markets (mainly Latin Americaand
the Caribbean, Africaand Asia
Pacific). In 2005 approximately
four-fifths of net sales arose in
developed markets and one-fifth
in developing markets.
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Business description

Product offering

Diageo classifies eight brands as
global priority brands: Smirnoff,
Johnnie Walker, Baileys, Captain
Morgan, JeB, Jose Cuervo,
Tanqueray and Guinness. These
brands are the main focus for the
business and receive the majority
of the marketing spend.In
aggregate, they comprise 54%
of Diageo’s net sales.

Several other brands also
have leading positionsin the
marketsin which they are
distributed. They drive growth
onasignificant scale but with
anarrower geographical reach
than the global priority brands.
Examples of brands with regional
strength are Crown Royal
Canadian whisky and Ketel One
vodka in North America,
Buchanan’s scotch whisky in
Latin America and the Caribbean,
and Windsor Premier scotch
whisky in Asia Pacific.

Business effectiveness
Overthe long term, Diageo’s
strategy continues tofocuson
driving growth and increasing
shareholder value.

Incorporation

Diageo was incorporated as Arthur
Guinness Son &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.

Premium drinks

Diageois engagedin a broad
range of activities within the
beverage alcohol industry, with
products sold in approximately
180 markets around the world.

Its operations include producing,
distilling, brewing, bottling,
packaging, distributing,
developingand marketing arange
of brands. Diageo markets a wide
range of recognised beverage
alcohol brandsincluding a
number of the world's leading
spiritsand beer brands. In calendar
year 2009, the Diageo brand

range included 17 of the top

100 premium distilled spirits
brands worldwide.

Smirnoffvodkais
theworld’sleading
premium spiritby
volume, according to
ImpactDatabank Top
100 Premium Spirits
(February 2010).In
2010 Smirnoffvolume
was 24.3 million
nine-litre cases.

References to ready to drink
productsin this reportinclude
progressive adult beveragesin the
United States and certain markets
supplied by the United States.
Inthe yearended 30 June
2010, Diageo sold 114.9 million
equivalent units of spirits
(including ready to drink), 25
million equivalent units of beer
and 3.5 million equivalent units of
wine.Inthe yearended 30 June
2010, ready to drink products
contributed 5.9 million equivalent
units of total volume, of which
Smirnoff ready to drink variants
accounted for 3.9 million
equivalent units. Volume has been
measured on an equivalent units

basis to nine-litre cases of spirits.
An equivalent unit represents one
nine-litre case of spirits, which is
approximately 272 servings. A
serving comprises 33ml of spirits,
165ml of wine, or 330ml of ready to
drink or beer. Therefore, to convert
volume of products other than
spirits to equivalent units, the
following guide has been used:
beerin hectolitres divide by 09,
winein nine-litre cases divide by
five, ready to drinkin nine-litre
cases divide by 10and certain
pre-mixed products that are
classified as ready to drinkin
nine-litre cases divide by five.

Diageo’s portfolio of
premium drinks comprises brands
owned by the company asa
principal and brands held by the
company underagency or
distribution agreements. Diageo’s
agency agreementsvary
depending onthe particular
brand, but tend to be for a fixed
number of years. Diageo’s
principal agency brand is Jose
Cuervoin North Americaand
many other markets (with
distribution rights extending to
2013). Diageo also brews and sells
other companies’beer brands
under licence, including Budweiser
and Carlsberg lagersin Ireland,
Heineken lagerin Jamaicaand
Tiger beerin Malaysia. There can
be no assurance that Diageo will
be able to prevent termination
of distribution, manufacturing
or licence agreements or to
renegotiate distribution,
manufacturing orlicence
agreements on favourable terms
whenthey expire.

Diageo classifies its brands
as global priority brands and
other brands. The classification
of brands as local priority
brands’ and ‘category brands’
has been discontinued for
reporting purposes.

ik,

Global priority brands

—Johnnie Walker scotch whiskies

—Smirnoffvodka and Smirnoff
ready to drink products

—Baileys Original Irish
Cream liqueur

—Captain Morgan rumand rum
based products

—Jose Cuervo tequila (@agency
brandin North Americaand
many other markets)

—J¢B scotch whisky

—Tanqueray gin

—Guinness stout

Diageo has eight global priority
brands that it markets worldwide.
Diageo considers these brands to
have the greatest currentand
future earnings potential. Each
global priority brand is marketed
consistently around the world,
and therefore can achieve scale
benefits. The group manages and
investsin these brands onaglobal
basis. Figures for global priority
brandsinclude related ready
todrink products, unless
otherwise indicated.

Inthe yearended 30 June
2010, global priority brands
accounted for 57% of total volume
(819 million equivalent units)
and contributed net sales of
£5,267 million.

Johnnie Walker scotch
whiskies comprise Johnnie Walker
Red Label, Johnnie Walker Black
Label and several other brand
variants. During the yearended
30June 2010, Johnnie Walker Red
Label sold 10 million equivalent
units, Johnnie Walker Black Label
sold 5.3 million equivalent units
and the remaining variants sold
0.7 million equivalent units. The
Johnnie Walker franchise was
ranked, by volume, as the number
one premium scotch whisky and
the number three premium spirit
brand in the world.



Smirnoff achieved volume of 28.3
million equivalent units in the year
ended 30 June 2010. Smirnoff
vodka volume was 24.3 million
equivalent units. It was ranked, by
volume, as the numberone
premium vodka and the number
one premium spirit brand in the
world. Smirnoff ready to drink
volume totalled 3.9 million
equivalent units.

Baileys was ranked, by
volume, as the numberone
liqueurin the world, having sold
6.6 million equivalent unitsinthe
yearended 30 June 2010.

Captain Morgan was ranked
numbertwoin the world by
volume, amongst its competitive
set, the rum category, with volume
of 89 million equivalent unitsin
the yearended 30 June 2010.

Guinnessis the group’s only
global priority beer brand, and for
the yearended 30 June 2010
achieved volume of 10.7 million
equivalent units.

Other global priority brands
were also ranked, by volume,
among the leading premium
distilled spirits brands by Impact
Databank. These include: Jose
Cuervo, ranked the numberone
premium tequilain the world; J¢éB
scotch whisky (comprising JeB
Rare, JeB Reserve, JeB Exception
and JeB Jet), ranked the number
three premium scotch whisky in
the world; and Tanqueray, ranked
the number four premium gin
brandin the world. During the year
ended 30 June 2010, Jose Cuervo,
JeBand Tanqueray sold 4.5 million,
49 millionand 2.0 million
equivalent units, respectively.

Other spirits brands include:

—Crown Royal Canadian whisky

—Buchanan’s scotch whisky

—Ketel One vodka (exclusive
worldwide distribution rights)

—Windsor Premier scotch whisky

—Gordon’s ginand vodka

—Old Parr scotch whisky

—Seagram’s 7 Crown whiskey and
Seagram’s VO whisky

—Cacique rum

—Bundaberg rum

—Bell's scotch whisky

—The Classic Malts scotch
whiskies

—Ciroc vodka

—White Horse scotch whisky

—Don Julio tequila

—Bushmills Irish whiskey

Forthe year ended 30 June 2010,
other spirits brands contributed
volume of 33 million equivalent
units, representing 23% of

total volume, and net sales of
£2,811 million.

Other beer brandsinclude:

—Malta Guinness
non-alcoholic malt

—Harplager

—Tuskerlager

—Smithwick's ale

—Senatorlager

—Red Stripe lager

In the yearended 30 June 2010,
Diageo sold 14 million equivalent
units of beers other than
Guinness, achieving net sales of
£985 million. Other beer volume
was mainly attributable to owned
brands with a minority being
attributable to beers brewed and/
orsold under licence, such as Tiger
beer in Malaysia and Heineken
lagerin Jamaica.

Wine brandsinclude:

—Blossom Hill
—Sterling Vineyards
—Beaulieu Vineyard
—Chalone Vineyard
—Navarro Correas
—Rosenblum Cellars
—SantaRita

Forthe year ended 30 June 2010,
wine volume was 3.5 million
equivalent units, contributing
net sales of £545 million.

Business description

Production
Diageo owns production facilities
including maltings, distilleries,
breweries, packaging plants,
maturation warehouses,
cooperages, vineyards, wineries
and distribution warehouses.
Production also occurs at plants
owned and operated by third
parties and joint ventures ata
number of locations internationally.
Approximately 85% of total
production is undertaken by
Global Supply organised into four
production centres, namely
Europe Supply, America Supply,
Global Beer Supply and Asia
Supply. The remaining production
activities of the group are
integrated with the distribution
organisation, principally in Africa
within International. The majority
of Global Supply’s production
centres have several production
facilities. The locations, principal
activities, products, packaging
production capacity and
packaging production volume
of Global Supply's principal
production centres in the year
ended 30 June 2010 are set out
inthe following table:

Production
Production volumein
capacityin 2010in
millions of millions of
equivalent equivalent
Production centre Location Principal activities and products units* units
Europe Supply United Kingdom Scotch whisky, gin, vodka, rum, ready to drink 73 45
Ireland (Baileys) Irish cream liqueur, vodka 15 8
Italy (Santa Vittoria) Vodka, wine, rum, ready to drink 10 7
America Supply United States, Canada Vodka, gin, tequila, rum, Canadian whisky, American whiskey,
progressive adult beverages, ready to drink 45 39
United States Wine 1 1
Global Beer Supply Ireland (Guinness) Beer 11 8
Jamaica Beer 1 1
Asia Supply Australia Rum, vodka, ready to drink 2 2

* Capacity represents ongoing production capacity at any production centre. The production capacities quoted in the table are based on actual production levels for the year
ended 30 June 2010 adjusted for the elimination of unplanned losses and inefficiencies, and taking into account planned manning levels for the coming year.
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Business description

Spirits are produced in distilleries
located worldwide. The group
owns 30 scotch whisky distilleries
in Scotland, an Irish whiskey
distillery in Northern Ireland, two
whisky distilleries in Canada, and
vodka/gin distilleries in the United
Kingdom and the United States.
Diageo produces Smirnoff vodka
internationally, Popov vodka and
Gordon’s vodka in the United
States,and Baileys inthe Republic
of Ireland and Northern Ireland.
Rumisblended and bottledinthe
United States, Canada, Italy and the
United Kingdom, and is distilled,
blended and bottled in Australia
and Venezuela. All of Diageo's
maturing scotch whisky is located
in warehousesin Scotland
(primarily at Blackgrange), its
maturing Canadian whiskyin La
Salleand Gimliin Canadaandallits
maturing American whiskey in
Kentucky and Tennesseein the
United States.

On 1 July 2009, the group
announced arestructuring of its
operationsin Scotland. The plans
included the consolidation of
distilling, packaging and
warehousing activities and
involved the closure of a
packaging plant, adistilleryand a
cooperage over atwo-year period.
New investment is concentrated in
the production sites at Levenin
Fife where work has begun on the
expansion of the packaging facility
which is due to be fully operational
withintwo years, at Shieldhall
near Glasgow and at Cambus
near Alloa.

InJune 2008, Diageo and
the government of the US Virgin
Islands announced a public/
private initiative for the
construction and operation of a
high capacity distillery in St Croix.
This new facility, expected to
become operational by January
2011, will have the capacity to distil
up to 12 million equivalent units
annually and will supply all bulk
rum used to produce Captain
Morgan branded products for the
United States.

Diageo produces a range of
ready to drink products mainly in
the United Kingdom, Italy, South
Africa, Australia, the United States
and Canada.

Diageo’s principal brewing
facilities are at the St James's Gate
brewery in Dublin and in Kilkenny,
Waterford and Dundalkin the
Republic of Ireland, and in Nigeria,
Kenya, Ghana, Cameroon, Malaysia
and Jamaica. Ireland is the main
export centre for the Guinness
brand. In other countries, Guinness
is brewed by third parties under
licence arrangements.

All Guinness Draught
productionis at the St James's
Gate brewery in Dublininthe
Republic of Ireland. Guinness
Draughtin cans and bottles, which
uses anin-container system to
replicate the taste of Guinness
Draught, is packaged at Runcorn
and Belfast in the United Kingdom.
The Runcornfacility performs the
kegging of Guinness Draught,
transported to the United
Kingdom in bulk for the Great
Britain market.

Diageo announced the
restructuring of its brewing
operationsin Ireland in 2008 with
the intention of consolidating
operations toa new greenfield
breweryin the Dublin areaand
decommissioning the existing

brewing infrastructure. The project

was reviewed in 2009 due to the
changing economic conditions
both globally andlocally in Ireland.
Areview of options continued in
2010 to examine the desirability

of network consolidation. The
project remains under review and
a business case forinvestment
behind consolidation is being
developedforapproval.

Diageo’s principal wineries
areinthe United States and
Argentina. For European markets,
wines are mainly bottled in
Diageo's facilities in Italy. Wines
aresold bothin their local markets
and overseas.

Property, plantand equipment
Diageo owns or leases land and
buildings throughout the world.
The principal production facilities
aredescribed above. Asat 30 June
2010, Diageo’s land and buildings
areincludedinthe group’s
consolidated balance sheetata
net book value of £746 million.
Diageo’s largestindividual facility,
in terms of book value, is St James's
Gate brewery in Dublin. Diageo’s
properties are primarily a variety of

Captain Morganisthe
fastestsellingbrandin
the Top 20 Premium
Spirits (Impact Databank
February2010)and
marketinginvestment
acceleratedin thesecond
half of 2010 to supportits
growthinthe United
States and other markets.

manufacturing, distilling, brewing,
bottlingand administration
facilities spread across the group’s
worldwide operations, as well as
vineyards and wineriesin the
United States. Approximately
39%, 22% and 20% of the book
value of Diageo'sland and
buildings comprise properties
located in Great Britain, Ireland
and the United States, respectively.
Approximately 91% by value of
the group’s properties are owned
and approximately 3% are held
under leases running for 50 years
orlonger.

InJune 2010 Diageo entered intoa
saleand leasebackarrangementin
respect of vineyards and facilities
located in Napa Valley, California.
The vineyards and facilities were
purchased and leased back to
Diageo under a 20-year lease, with
Diageo holding options to extend
the lease atfair value for up to 80
yearsin total. Diageo remains the
operator of the properties under
the lease agreement and retains
ownership of the brands, vines and
grapes, which remain a strategic
part of Diageo’s wine business.

Raw materials

The group hasanumber of long
term contracts in place for the
purchase of significant raw
materials including glass, other
packaging, tequila, bulk whisky,
neutral spirits, cream, rum and
grapes. In addition, forward
contracts arein place forthe
purchase of other raw materials
including sugarand cereals to
minimise the effects of short term
price fluctuations.

Creamis the principal raw
material used in the production of
Irish cream liqueurand is sourced
from Ireland. Grapes are used in
the production of wine and are
sourced from suppliersin the
United States and Argentina.
Other raw materials purchased
in significant quantities for the
production of spirits and beer are
tequila, bulk whisky, neutral spirits,
molasses, rum, cereals, sugarand a
number of flavours (such as juniper
berries,agave, chocolate and
herbs). These are sourced from
suppliers around the world.

The majority of products are
supplied to customersin glass
bottles. Glass is purchased from
supplierslocated around the
world, the principal supplier being
the Owenslllinois group.

Diageo hasa supply
agreement with Casa Cuervo SA
de CV,a Mexican company, for
the supply of bulk tequila used
tomake the Jose Cuervo line of
tequilasand tequila drinksin
the United States. The supply
agreement extends to June 2013.

Diageo hasa supply
agreement with Destiléria Serrallés
Inc,a Puerto Rican corporation,
under which Diageo purchases
allbulkrumfor use in Captain
Morgan products sold inthe
United States. Diageo s entitled



to terminate this contract with
effect from the end of December
2011, at which time Diageo intends
to source rum forits Captain
Morgan products from the
distillery that s being built

inthe USVirginIslands.

Marketing and distribution
Diageois committed toinvesting
inits brands.In the year ended
30June 2010, £1,419 million was
spent worldwide on marketing
brands with a focus on the eight
global priority brands that
accounted for 64% of total
marketing spend.

Diageo makes extensive use
of magazine, newspaper, point
of sale and posterand billboard
advertising, and uses radio,
cinema, television and internet
advertising where appropriate
and permitted by law. Diageo
also runs consumer promotional
programmesin the on trade

Business analysis

Inthe yearended 30 June 2010,
North America, Europe,
International and Asia Pacific
contributed 39%, 29%, 26% and
6%, respectively, of the group’s

(forexample, licensed bars and operating profitbefore
restaurants). Diageo also uses exceptional items and
sponsorship to market its brands corporate costs.

An analysis of net sales and
operating profit by operating
segment for the yearended
30June 2010is as follows:

andis a sponsor of the Formula
One Racing Team Vodafone
McLaren Mercedes,a NASCAR
racing team and the Johnnie
Walker golf championships.
Diageo marketsand
distributes its brands through four
regions: North America, Europe,
International and Asia Pacific.

North America

North Americais the largest
market for Diageo interms of
operating profit, and the largest
market for premium drinksin the
world. Diageo markets its products
through four operating units: US
Spirits, Diageo-Guinness USA,
Diageo Chateau & Estate Wines
and Diageo Canada.

The US Spirits business, while
managed as a single business unit,
executes sales and marketing
activities through 14 teams or
clusters. National brand strategy
and strategic accounts marketing

Operating
profit/(loss)
before
exceptional Operating
Netsales items profit/(loss)
£million £million £million
North America 3,306 1,170 1,132
Europe 2,759 859 806
International 2,627 771 766
Asia Pacific 1,018 176 146
Global Supply - - (39)
Corporate 70 (225) (237)
Total 9,780 2,751 2,574

For details see note 2 to the consolidated financial statements.

Business description

are managed at the corporate
North America level. The spirits
clusters market the majority of
Diageo’s collection of spirits
brands (including Smirnoffvodka,
Baileys Original Irish Cream liqueur,
Jose Cuervo tequila, Johnnie
Walker scotch whisky, Captain
Morgan, Tanqueray gin, JeB scotch
whisky, Crown Royal Canadian
whisky, Seagram'’s 7 Crown
American whiskey, Seagram’s VO
Canadian whisky, Buchanan'’s
scotch whisky and Ketel One
vodka) across the United States.

Diageo-Guinness USA
markets Diageo’s US beer brands
(including Guinness stout, Harp
lager, Red Stripe lagerand
Smithwick’s ale) as well as the
group’s progressive adult
beverages (including Smirnofflce,
Smirnoff premium mixed drinks
and Captain Morgan Parrot Bay
Tropical Malt Beverage).
Diageo Chateau & Estate Wines
(DC&E) owns and operates
wineries in Californiaand
Washington State (including
Beaulieu Vineyard, Sterling
Vineyards, Chalone Vineyard
and Provenance Vineyards) and
markets these and other wines
across the United States. In the
yearended 30 June 2010, Diageo
undertook a review of the DC&E
wine business and announced the
restructuring of its wine division
including areductionin the sales
force, the sale and leaseback of
vineyards and facilities in
Napa Valley, California, and the
anticipated sale of non-strategic
wine brands in the yearending
30June 2011

The Canada business unit
distributes the group’s collection
of spirits, wine and beer brands
across all Canadian territories.

Marketing spend for
Crown Royalincreased
in2010behinditsNASCAR
sponsorship, multi-
cultural marketing
programmes and the
new super premium
variant Crown Royal Black.

Within the United States, there are
generally two types of regulatory
environments: open states and
control states. In open states, spirits
companies are allowed to sell
spirits, wine and beer directly to
independent distributors. In these
open states, Diageo generally
trades through a three-tier
distribution system, where the
productisinitially sold to
distributors, who then sell it to
onand offtrade retailers. In most
control states, Diageo markets

its spirits products to state liquor
controlboards through the
bailment warehousing system,
and from there to state oragency
liquor stores. There are variations
—forexample, certain states
control distribution but not retail
sales. Generally, wines are treated
inthe same way as spirits,
although most states that are
control states for spirits are open
states for wines. Beer distribution
generally follows open states
regulation across the United
States.In Canada, beerand spirits
distribution laws are generally
consistent and similar to those of
control states in the United States.
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Diageo, however, has some
licences to deliver keg beer directly
tolicensed accounts, which
account forapproximately 20% of
Diageo’s beer businessin Canada.
Across the United States,
Diageo's distributors and brokers
have over 2,500 dedicated sales
people focused on selling its spirits
and wine brands. Diageo has
pursued a distribution strategy
centred around consolidating the
distribution of Diageo's US spirits
and wine brandsintoasingle
distributor or broker in each state
where possible. The strategy
is designed to provide a
consolidated distribution network,
which will limit the duplication of
activities between Diageo and the
distributor,improve Diageo's and
distributors’ selling capabilities and
enable anumber of alternative
approaches to optimise product
distribution. To date, Diageo
has consolidated its business
in41 markets (40 states plus
Washington DC), representing
over 80% of Diageo’s US spirits
and wine volume. The remaining
states will be consolidated as
opportunities arise. Diageo'is
now focused on building the
capabilities and selling tools of the
distributors’ dedicated sales forces
and creating a more efficientand
effective value chain.

Europe

Diageo Europe comprises six
operating units: Great Britain,
Ireland, Iberia, Northern Europe,
Southern Europe, and Russia and
Eastern Europe.

In Great Britain, Diageo sells
and markets its products via three
business units: Diageo GB (spirits,
beerand ready to drink), Percy Fox
& Co (wines) and Justerini & Brooks
Retail (private client wines).
Products are distributed both
through independent wholesalers
and directly to the major grocers,
convenience and specialist stores.
Inthe ontrade (forexample,
licensed bars and restaurants),
products are sold through the
major brewers, multiple retail
groups and smaller regional
independent brewers and
wholesalers. The customer
base in Great Britain has seen
consolidationinrecentyearsin
both the ontrade and home
consumption channels. In
particular, Great Britain's top four

national multiple grocers together
make up over 60% of home
consumption total spirits volume.
Ireland comprises the
Republic of Ireland and Northern
Ireland. In both territories, Diageo
sellsand distributes directly to
both the on trade and the off trade
(for example, retail shops and
wholesalers) through a telesales
operation, extensive sales calls to
outlets and third party logistics
providers. The Guinness, Smirnoff
and Baileys brands are market
leadersin their respective
categories of long alcoholic drinks,
vodka and liqueurs. Budweiser
and Carlsberg lagers, also major
productsin the Diageo collection

of brands in Ireland, are brewed
and sold under licence in addition
to Smithwick’s ale and Harp lager.

InRussia, Diageo operates
through its wholly owned subsidiary.

Across the remainder of
mainland Europe, Diageo
distributes its spirits brands
primarily through its own
distribution companies with the
following exceptions. In France
Diageo sells its spirits and wine
products through ajoint
arrangement with Moét Hennessy,
and its beer products through
Brasseries Kronenbourg (part of
the Carlsberg group). InHungary
Diageo sells its brands through
its associate company Zwack.
Inthe Baltic states, Czech Republic,
Slovakia, Romania, Bulgaria,
Cyprus, Malta, various territories in
the Balkans, CIS and Israel, Diageo
sellsand markets its brands via
local distributors. In the Nordic
countries Diageo has sales offices
in Sweden, Norway and Denmark,
and representation through third
party distributorsin Finland and
Iceland. In all Nordic markets
except Denmark, off trade sales are
controlled by state monopolies,
with alcohol tax ratesamong the
highestin the world, and border
trade and duty free are important
sources of sales. SmirnoffIce
is sold in Nordic countries
through Carlsberg.

A specialist unit has been
established for the distribution of
Diageo’s beer brands in mainland
Europein orderto achieve
synergiesin the marketing and
distribution of Guinness and
Kilkenny brands. The distribution
of these brands is managed by this
specialist unit with particular focus
on the markets in Germany, Russia
and France, which are the largest
mainland European beer markets
by size for Diageo.

International

Diageo International comprises
Latin America and the Caribbean
(including Mexico), Africa
(excluding North Africa)

and Global Travel and Middle
East business.

In Latin Americaand the
Caribbean, distribution is achieved
through a mixture of Diageo
companies and third party
distributors. In addition, Diageo
owns a controlling interestin
Desnoes & Geddes Limited,
the Jamaican brewer of Red
Stripe lager.

Africa provides some of the
longest established and largest
markets for the Guinness brand,
with the brewing of Guinness
Foreign Extra Stoutin a number of
African countries, either through
subsidiaries or under licence.
Diageo has a three-way venture
with Heineken and Namibia
Breweries Limited in South Africa
foracombined beer, ciderand
ready to drink collection of brands.
Diageo also has a 25% equity
interestin a venture with Heineken
which owns a brewery in Gauteng,
South Africa. Diageo has awholly
owned brewery in Cameroon and
also has majority owned breweries
in Nigeria, Kenya, Ghana, Uganda
andthe Seychelles.

Global Travel and Middle
Eastencompasses a sales and
marketing organisation which
targets the international consumer
in duty free and travel retail outlets
such asairportshops, airlines and
ferries around the world, and
distribution of Diageo brandsin
the Middle East and North Africa.
The global nature of the travel
channel and its organisation
structure allows a specialist Diageo
management team to apply a
co-ordinated approach to brand
building initiatives and to build on
consumer insightsin this trade
channel, where consumer
behaviourtends to be different
from domestic markets. In the
Middle East and North Africa,
distribution is achieved through
third party distributors. Lebanon
is an exception, where a Diageo
subsidiary distributes the majority
of the Diageo brands sold there.



Asia Pacific
Diageo Asia Pacific comprises
India, the People’s Republic of
China, South Korea, Japan,
Thailand, Vietnam, Singapore,
Malaysia and other Asian markets,
Australiaand New Zealand.
Diageo works with a number
of joint venture partnersin Asia
Pacific.In Singapore, Malaysia,
Hong Kong and Macau, the
People’s Republic of Chinaand
Thailand, Diageo distributes the
majority of its spirits brands
through joint venture
arrangements with Moét
Hennessy. Diageoalso has a
wholly owned subsidiary in China
forbrands notincludedin the joint
venture such as Smirnoff, Windsor
and Baileys. In South Korea, India,
Vietnam and Taiwan, Diageo’s
own distribution companies
distribute the majority of Diageo’s
brands. In Japan, the joint venture
with Moét Hennessy distributes
super premium brands, such as
the super deluxe variants of
Johnnie Walker, while the joint
venture with Kirin distributes
Diageo's other premium spirits,
like Johnnie Walker Black Label
and Smirnoff, as wellas Guinness
and Smirnoff Ice. Other spirit
brands, which are not distributed
by either Moét Hennessy or the
Kirin joint venture, are handled by
third parties.In Malaysia, Diageo’s
own and third party beers are
brewed and distributed by a listed
business (Guinness Anchor
Berhad)in which Diageo and its
partner, Asia Pacific Breweries,
have a majority share through
ajointly controlled joint venture
company.In Singapore, Diageo’s
beerbrands are brewed and

distributed by Asia Pacific Breweries.

Generally, the remaining
markets in Asia are served by third
party distribution networks
monitored by regional offices.

In Australia, Diageo has its
own production and distribution
company, which handles the
majority of products sold inthe
Australian market. It also has
production and distribution
arrangements with VOK
Beveragesandalicensed brewing
arrangement with Foster’s. In New
Zealand, Diageo operates through
third party distributorsand has a
licensed brewing arrangement
with Lion Nathan.

Diageo acquired the global
distribution rights outside
of Namibia and South Africa
to Windhoek, the premium
African lagerin February
2009.The brand has since
been successfully launched
inUganda, Cameroonand
GreatBritain.

Global Supply

Global Supply is responsible for
the production of approximately
85% of Diageo’s products sold
globally, for sourcing materials
and services through global
procurement, for providing
consistent technical support
through the global technical
function and providing logistic
and customer services through
the global supply chain
organisation.

Production is managed by
four Global Supply production
centres, Europe Supply, America
Supply, Global Beer Supply and
Asia Supply. Europe Supply
comprises Scotland (scotch
whisky, gin, vodka, rumand ready

todrink), Baileys Ireland (Irish cream

ligueurand vodka) and Santa
Vittoria Italy (vodka, wine, rum and
ready to drink), all producing
goods for markets globally.
America Supply comprises North
America Spirits Supply located in
the United States and Canada
(vodka, gin, tequila, rum, Canadian
whisky, American whiskey,
progressive adult beverages, wine
and ready to drink) with domestic
distribution, Venezuela (bulk rum)
and North America wines. Global
Beer Supply produces Guinness
and other beersinIreland
distributed primarily in Europe and
North America and beerin
Jamaica. Asia Supply comprises
Singapore (Baileys and scotch

whisky packaging), the Philippines
and Australia (rum, vodka and
ready to drink).

The global procurement
organisation also forms part
of Global Supply and has
responsibility for sourcing goods
and servicesfor the group.

A global network of suppliers
provides for a wide range of raw
materials and packaging items
that are necessary to ensure
consistency of quality to support
the brands. With the high level
of dependency on agricultural
commodities such as cereals, hops,
agave and sugar, forward-buying
takes place to minimise value at
risk. In marketing, global
procurement supports the
business in sourcing creative
media solutions, sponsorship and
point of sale activities. Global
procurement also supports
business services, facilities and
computer services.

The global technical function
develops andimplements
consistent engineering solutions
across the Global Supply
organisation and in other
production sites in Africaand Asia.
The global supply chain function
also provides logistics services
in Europe and is responsible
fora consistent customer
service globally.

Average number of employees

Business description

Corporate

Corporate costs which cannot be
directly allocated to the business
areas are reported separately
within Corporate in the analysis

of business performance. Also
included in Corporate are the
revenues and costs related to rents
receivable in respect of properties
notused by Diageointhe
manufacture, sale or distribution
of premium drink products and
the results of Gleneagles Hotel.

Seasonalimpacts

Thefestive holiday season
provides the peak period for sales.
Approximately 40% of annual net
sales occurinthe lastfour months
of each calendaryear.

Employees

Diageo's people, its culture and

its values are at the heart of the
company’s strategy and Diageo’s
directors believe this to be a source
of competitive advantage. It
continues to be Diageo's goal
torelease the potential of all of

its people.

Diageo aims to be amongst
the most admired companiesin
allkey geographies. Consistent
with this, Diageo participated in
independent surveys during the
yearand is currently rated in the
top 10employersin six of its key
markets. Further to thisaim,
Diageo endeavoursto create a
workplace that is both welcoming
and challenging for allemployees.
Diageo values diversity inits
workforce and works to ensure
that the group is inclusive of all
people, regardless of their
background or style. To enhance
diversity, Diageo aims to create
opportunities that are attractive
toawide range of candidates,
including those with disabilities,
and seeks to make working for
Diageo compatible with a variety

2010 2009 2008

North America 1,615 2,258 2,234
Europe 3,007 3,253 3,144
International 5,097 4,952 5,000
Asia Pacific 2,636 2,668 2923
Global Supply 8,171 8,116 8,238
Corporate and other 2,761 2,792 2,605
23,287 24,039 24,144

Supply operations of the US wines business were transferred from North America to

Global Supply in the year ended 30 June 2010.
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oflifestyles. Diageo sponsors a
number of employee networks
around the world that seek to
supportdiverse interest groups.
The company also seeks to design
and adjust roles toaccommodate
people’s lifestyles, and increasingly
encourages flexible working. Not
onlyisthisapproach to inclusion
and diversity consistent with
Diageo’s values, itis also believed
to beimportantforthe long term
health of the organisation. As part
of Diageo’s global policies, Diageo
has emphasised the importance of
treating individuals justlyandina
non-discriminatory mannerin all
aspects of employment, including
recruitment, compensation and
benefits, training, promation,
transfer and termination.
Accordingly, factors not relevant
tothe requirements ofarole,
including without limitation race,
religion, colour, ethnic or national
origin, disability, sexual orientation,
gender or marital status, are not
considered,and reasonable
adjustments are considered (and
if necessary appropriate training
provided) so that noindividual

is disadvantaged.

Inspirational leadership to
deliver great results is critical to
the success of the business. The
Diageo Leadership Performance
Programme, which was launched
in 2007, is a key programme for the
organisation. The programme
continued in 2010 with the
participation of 130 new leaders
in Diageo. The aimis for Diageo to
be recognised for the outstanding
quality of its business leaders and
their ability to deliver great
performance for the group.

Employee engagementisa
key element of Diageo's people
strategy. Diageo's values are
embedded in the businessand
guide how allemployees operate
and behave. Avalues survey,
whichincludes a measure of
employee engagement, is
conducted with employees every
year.Now in its eighth year, this
survey provides an annualinsight
into whatemployees are thinking
andfeeling about the business.
The values survey allows Diageo, at
group, function and team levels, to
assess how the business s tracking
against the long term goals of
engaging employees and
consistently bringing Diageo's
valuesto life. 90% of Diageo’s

employees participated in the
2010 values survey whichis the
highest ever response rate. The
highestlevel of engagement as
measured by the survey is termed
'superengaged’. Diageo’s
aspiration is that 50% or more of its
employees are super-engaged.
Inthe 2010 values survey, 419% of
employees measured as super
engaged, whichisanincrease

of 6% from the 2009 values
survey results.

We strongly believe in the
value of ouremployees sharing
inthe company’s success and
actively encourage employees to
become shareholders. We seek
outopportunities to extend
employee share ownership
around the world and in calendar
year 2010 the number of countries
operating an employee share plan
will have increased from 25 to 32.
The launch of Diageo’s
international sharematch planin
2010 combined with existing
employee share plans, will further
extend the opportunity tothe
majority of employees across a
significant number of Diageo's
marketsto sharein the company’s
growth and success. Asat 30 June
2010, 15,785 past and present
employees held 0.74% (2009 -
1.29%) of Diageo's issued ordinary
share capital.

Diageo strives to keepits
employees wellinformed onand
engaged with the company’s
strategy and business goals asa
high priority, focusing on dialogue
and consultation (both formaland
informal) on changes that affect
its employees.

Thereview of the
organisation announced in 2009
has been largely concluded. The
objectives of the review to deliver
significant cost savings and create
amore effective organisation are
judged to have been achieved.
There was no significant disruption
to business performance asa
result of this review. Further
organisational changes at the local
level have since been announced
as Diageo continues to seek
improvements and efficiencies.
Consistent with the Diageo value
of 'valuing each other' where
peopleareimpacted by a
restructuring programme they
will be treated with sensitivity and
dignity and will be supported
throughthe change.

Environmental, social and
community matters
Diageorealises thatitis an
increasingly important factor for
investors to understand not only
its financial performance, but also
the mannerin which it manages
and operates its business. Diageo
seeks tofulfilits responsibilities as
acorporate citizen ina number of
areas, including examining its
impact onthe environment, its
policies relating toemployees as
well as social and community
matters. The company believes
these programmes help build a
foundation for the business to
succeed. Diageo consultsits
stakeholders to helpidentify its
responsibilities asa corporate
citizen and develop strategies
that address the interests of the
businessand society.

Environment
Diageo has set stretching targets
toreduceitsimpactonthe
environment. The Diageo
executive environmental working
groupis responsible for setting
environmental policy. Inthe year
ended 30 June 2009, the working
group revised and re-issued
Diageo’s environmental policy to
reflect the increased ambition the
company has forenvironmental
improvement. The policy is
supported by Global Supply’s risk
management framework, which
setsimplementation criteria and
provides a mechanism for
monitoring compliance. As stated
in Diageo’s policy, the company’s
actions on the environmentare
planned in light of prevailing
scientificknowledge and do not
depend on having absolute
proof of specific damage, thus . &
supporting the conceptofa | B
precautionary approach. g LT St sALT &
Therelease of greenhouse
gases—notably carbon dioxide
generated by burning fossil fuels —
hasanimpact on climate change
(in terms of global temperatures,
weather patterns and weather
severity) which, either directly or
indirectly, presents considerable
risks both to business and the
planet. Therisks include impacts
onagriculture on which the
company depends for raw
materials, disruption of the
company’s operations or those of
commercial partners,and changes
to the nature or distribution of
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consumerdemand. Diageo
assumes that the risks from climate
change could be mitigated if the
releases of greenhouse gases were
sufficiently diminished and, as
such, has worked for many years

to reduce direct emissions (from
fuels) and indirect emissions

(from electricity).

Diageo uses the World
Resources Institute (WRI)/World
Business Council for Sustainable
Development (WBCSD) Greenhouse
Gas Protocol:A Corporate
Accounting and Reporting Standard,
Revised Edition as a basis for
reviewing its emissions and
includes the facilities over which
it has operational controlin its
analysis. Additional information
with respect to Diageo's
greenhouse gas footprint is
available on Diageo's website at
www.diageo.com.In the year
ended 30 June 2010, Diageo’s
greenhouse gas emissions
decreased compared to the prior
year. During the year ended 30
June 2009, Global Supply achieved
the Carbon Trust Standard for its
effortsin Scotland, an award that
certifies that the business there has
measured, managed and reduced
its carbon footprint rather than
off-setting emissions. Reasons
cited forthe award were the
ongoing reduction of the Scottish
business’s carbon emissions
throughimplementation ofa
number of projects at various
facilities, such as steam pipe
installations; new thermostats; and
steam recovery. During the year
ended 30 June 2010, Diageo set
aside a special reserve fund of £10
million specifically dedicated to
carbon and water reduction
projects worldwide. Diageo spent
this money improving metering
and monitoring systemsand
implementing projects to drive
efficiency such as flash steam
recovery at its Scottish malt
distilleries, conversion of boilers
from diesel to natural gas at the
George Dickel distillery in
Tennessee inthe United States,
and waste heatrecovery at the
brewery in Nigeria.

THES
MILlﬁon

(HALENGE

Areliable supply of water is
essential to Diageo’s business as
water is the main ingredientin
substantially all of Diageo’s
products andis used for cleaning
and cooling at production sites.

Water resources are under
pressure from developmentin
many parts of the world and from
climatic changes that may restrict
theiravailability in the future,
impacting notonly Diageo’s
business but also Diageo’s
business partners and local
communities who rely on water
fortheir livelihoods. Diageo strives
to betterunderstand its water
footprint,impact of its water
usage, and how a further
reduction inimpact may be
achieved. Using United Nations
and WBCSD data, Diageo has
designated ten of its production
sites as being located in areas
which are ‘water stressed,
identifying them as higherriskin
terms of having a sustainable
water supply in the coming years,
and in Africa, approximately half
of its production sites are located
in water stressed areas. In the
yearended 30 June 2010,

Diageo specifically targeted
reductionsin water usage at beer
production facilities, seeking

to drive improvement in water
efficiency through appropriate
engineering solutions.

Diageo reviews water
consumption data from across the
production sites over which it has
operational control using internally
developed guidelines, which
define water usage based onthe
totalamount of water abstracted
from source (such as groundwater,
surface water or mains) less any
clean water provided backto local
communities directly from a site
and water returned for agricultural
irrigation. Cooling water
abstracted and returnedto the
same source is excluded from the
total water used. Additional
information with respect to

Diageo’s water consumption

is available on Diageo's website
atwww.diageo.com. In addition
to reviewing total water usage,
Diageo also strives toimproveits
efficiency, monitoring the amount
of water used to produce one litre
of product packaged. In the year
ended 30 June 2010, total water
usage decreased as compared
tothe prior year, while water
efficiency improved meaning that
fewer litres of water were required
to produce each litre of Diageo's
product packaged.

Ongoing improvements
have beenidentified and
implemented across a number of
sitesin the regions. Forexample, in
Scotland, a process of continuous
analysis and improvement
delivered a significant
improvement in water efficiency
atthe Cameronbridge grain
distillery during the yearended 30
June 2010 compared to the prior
year. Replacing the water-intensive
pre-cooler at thatdistillery with
more efficient equipment
delivered immediate positive
results, but also highlighted the
role of aboilerfeed valvein
reducing water usage. Automating
this boiler feed valve helped to
deliver a total saving of
approximately 250 million litres of
bore water and resulted in savings
of about £25,000 of electricity
pumping costs during the fiscal
year. Similarly, the Diageo bottling
plantin Huntingwood, Australia
implemented aninnovative
technology invented by amember
of the site’s Water-Watch team to
re-use water in vacuum pumps.
Theinvention significantly reduces
the site’s water consumption
and has beenimplemented at
several other Diageo sites
around the globe.

In May 2010 Diageo launched a
new water strategy: The Diageo
Blueprint. This will guide Diageo's
approachto managing waterand
protecting water tablesinthe
regions where Diageo operates

Business description

over the coming years. Itis based
inlarge part on the advice

of external stakeholders, on the
targets setinthe UN's Millennium
Development Goals (MDGs) and
on the experience gained through
leading business roundtables on
water resource issues in Africa.
Theaim of the strategy is to
optimise Diageo’simpact on water
resource use by focusing efforts
on countries where Diageo has
asignificant presence that face the
greatest challenges in meeting
the water-related MDGs.

Diageo couples these
initiatives with its community
programmes designed to increase
localaccess to safe water as
described in more detail below.
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Johnnie Walkeristhe
world’s leading premium
spirit by value (Impact
Databank Top 100 Spirits
by Value, March 2010) and
increased netsales by 7%
in2010driven by Latin

Americaand Global Travel.

Society and community

Diageo takes great care to market
its brands responsibly to adults,

to support programmes and to
promote practices and policies
that create a more positive role for
alcohol in society. With more than
200 initiatives in over 40 countries
inthe yearended 30 June 2010,
Diageo works with industry,
government and other groups to
establish high company and
industry standards on responsible
marketing, toinvestin
programmes that aim to minimise
alcohol misuse, and to promote
effective government alcohol
policies. Among its many activities,
inthe yearended 30 June 2010
Diageo actively supported
industry initiatives such as the UK
Campaign for Smarter Drinking
and ICAP Global Action on
Harmful Drinking. Diageo also
continuedto partnerand train
retailers on how to prevent
underage purchase of alcohol,
and launched a bartender training
toolkit designed to help the on
trade address some of the issues

it faces, such as preventing
underage sale of alcohol, drink
driving and serving intoxicated
customers. In addition, a toolkiton
implementing initiatives against
drink driving was launched within
Diageo to allow the business to
draw onits experiences of
successful responsible drinking
campaigns such as Guardian
Angels, Johnnie Walker's Join the
Pact, Crown Royal's Safe Rides
sponsorship of NASCAR and Drive
Your Friends.

Diageo recognises that its
successin the future will depend
in parton the prosperity of the
communitiesin which it operates
and the strength of its relationship
with those communities. Diageo is
committed to contributing to
those communities by
encouraging local hiring and local
sourcing of raw materials when
possible, as well as contributing
throughthe payment of local
taxesand community investment.
Supporting long term sustainable
initiatives in the communities
where Diageo does business
advances the development of
those communities, engages
employees, builds Diageo’s
reputation and enhancesits
relationships with governments
and other stakeholders.

Community investment, which
inthe yearended 30 June 2010
amounted to about 1% of Diageo’s
operating profit before
exceptional items, is primarily
focused on providing safe water
access to local communities,
supporting skills training to help
disadvantaged people find
employmentand contributing

to organisations that drive local
economic development. Most of
Diageo'sinvestment comes from
its businesses around the world in
the form of cash, in-kind donations
and volunteer time, together with
grants from the Diageo
Foundation. Diageo’s largest
community programmes are
Water of Life, which focuses on
bringing sustainable access to safe
drinking waterto local
communities (primarily in Africa),
and Learning for Life, which
provides education and vocational
trainingin Latin Americaandthe
Caribbeanto help enable people
tofind employment. Many Diageo
brands also helped drive
awareness and supportforits
community programmes. Inthe
yearended 30 June 2010,
Buchanan's launched its third
annual fundraiser campaign
‘Buchanan’s Forever'to contribute
to Diageo’s Learning for Life
programme and Guinness
established the Arthur Guinness
Fund as part of the Guinness ‘250t
Celebrations’. The Arthur Guinness
Fund has pledged supportto
social entrepreneurs to help
contribute to local economic
developmentacross Ireland,
Africa, Asia, Great Britain and

North America.

In addition to global
initiatives, Diageo supports
involvement by its employees to
benefitlocal communities and
takes proactive measures to react
rapidly to natural disasters
affecting communitiesin the
markets in which it operates, most
recently delivering food, water
and emergency supplies to
victims of the earthquake in Haiti.
Through the employee giving
programme Giving for Good,
Diageo employees raised enough
money to donate 3,500 water
filter kits to schools and health
clinicsin Uganda.

Buchanan’s scotch
whisky grew volume
and netsalesand
increased spend behind
the‘Buchanan’s Forever’

concertprogramme
in Latin America.

Competition

Diageo competes on the basis
of consumerloyalty, quality
and price.

In spirits, Diageo’s major
global competitors are Pernod
Ricard, Bacardi, Fortune Brands
and Brown-Forman, each of
which has several brands that
compete directly with Diageo
brands.In addition, Diageo faces
competition fromlocal and
regional companiesinthe
countriesin which it operates.

Inbeer, the Guinness brand
competes globally aswellasona
regional and local basis (with the
profile varying between regions)
with several competitors,
including AB InBev, Heineken,
SABMiiller, Coors Brewing (Carling)
and Carlsberg.

Inwine, the market s
fragmented with many
producers and distributors.



Research and development
The overall nature of the group’s
business does not demand
substantial expenditure on
research and development.
However, the group has ongoing
programmes for developing new
drinks products. Innovation forms
animportant part of Diageo’s
growth strategy, playing akey
role in positioning its brands for
continued growth. The strength
and depth of Diageo’s brand range
provide solid platforms from
which to drive innovation,
whileinsights into shopper
trends and changing consumer
habits inform product and
packaging development.

Inthe yearended 30 June
2010, the group’s research and
development expenditure
amountedto £13 million (2009 —
£17 million; 2008 - £17 million).
Research and development
expenditure is generally
written offinthe yearin which
itisincurred.

Trademarks

Diageo produces and distributes
branded goods and is therefore
substantially dependent on the
maintenance and protection of its
trademarks. Allbrand names
mentioned in thisdocument are
trademarks. The group also holds
numerous licencesand trade
secrets, as wellas having
substantial trade knowledge
related toits products. The group
believes thatits significant
trademarks are registered and/or
otherwise protected (insofar as
legal protections are available) in
all material respectsin its most
important markets. Diageo also
owns valuable patents and trade
secrets for technology and takes
allreasonable steps to protect
theserights.

Regulations and taxes

Diageo’s worldwide operations
are subject to extensive regulatory
requirements regarding
production, product liability,
distribution, importation,
marketing, promotion, sales,
pricing, labelling, packaging,
advertising, labour, pensions,
compliance and control systems
and environmentalissues. Inthe
United States, the beverage
alcoholindustry is subject to strict
federal and state government
regulations covering virtually every
aspect of its operations, including
production, distribution,
marketing, promotion, sales,
pricing, labelling, packaging

and advertising.

Spirits, beerand wine are
subject to national importand
excise duties in many markets
around the world. Most countries
impose excise duties on beverage
alcohol products, although the
form of such taxation varies
significantly fromasimple
application to units of alcohol by
volume, to advanced systems
based onimported or wholesale
value of the product. Several
countriesimpose additional
import duty on distilled spirits,
often discriminating between
categories (such as scotch whisky
orbourbon)in the rate of such
tariffs. Within the European Union,
such products are subject to
different rates of excise dutyin
each country, but within an overall
European Union framework, there
are minimum rates of excise duties
that can be applied.

Import and excise duties can
have a significantimpactonthe
final pricing of Diageo's products
to consumers. These duties have
animpacton the competitive
position as compared to other
brands. The group devotes
resources to encouraging the
equitable taxation treatment of all
beverage alcohol categories and
toreducing government-imposed
barriersto fair trading.

Advertising, marketing and
sales of alcohol are subject to
various restrictions in markets
around the world. These range
from a complete prohibition of
alcohol in certain countries and
cultures, through the prohibition
of theimport of spirits, wine and
beer, to restrictions on the
advertising style, mediaand

messages used. Inanumber of
countries, television is a prohibited
medium for spirits brandsand in
other countries, television
advertising, while permitted, is
carefully regulated.

Spirits, beer and wine are also
regulated in distribution. In many
countries, alcohol may only be
sold through licensed outlets,
both onand off trade, varying
from government or state
operated monopoly outlets (for
example, Canada, Norway and
certain US states) to the common
system of licensed on trade outlets
(forexample, licensed bars and
restaurants) which prevailsin
much of the western world (for
example, most US states and the
European Union). In about
one-third of the statesin the
United States, price changes
must be filed or published 30
days tothree months, depending
onthe state, before they
become effective.

Labelling of beverage alcohol
productsis also regulatedin many
markets, varying from health
warning labels to importer
identification, alcohol strength
and other consumer information.
Aswell as producer,importer or
bottler identification, specific
warning statements related to the
risks of drinking beverage alcohol
products are required to be
included onall beverage alcohol
products sold in the United States
andin other countries where
Diageo operates. Following the
end of the voluntary restrictions
on television advertising of spirits
inthe United States, Diageo and
other spirits companies have been
advertising products on the airon
local cable television stations.
Expressions of political concern
signify the uncertain future of
beverage alcohol products
advertising on network television
inthe United States. Any
prohibitions on advertising or
marketing could have an adverse
impacton sales of the group.

Regulatory decisions and
changesinthelegal andregulatory
environment could increase
Diageo’s costs and liabilities or
impact onits business activities.

Business description

Business services
Diageo continues to standardise
its key business activities with
customers, consumers, suppliers
and the processes that summarise
and report financial performance.
In that regard, global processes
have been designed, builtand
implemented across a number of
markets and operational entities.
Diageo uses shared services
operations to deliver transaction
processing and certain central
finance activities, using captive
and outsourced centres. A captive
business service centrein
Budapest, Hungary, performs
various process tasks for markets
and operational entities. Diageo
uses third party service centresin
Manila, Shanghai and Bucharest
to perform these tasks for basic
processes. Certain central finance
activities, including elements of
group financial planning and
reporting and treasury, are
performed inthe business service
centre in Budapest.

Associates
Diageo’s principal associate is
Moét Hennessy. It also owns shares
ina number of otherassociates.
Inthe yearended 30 June 2010, the
share of profits of associates after
taxwas £142 million (2009 - £164
million; 2008 - £176 million), of
which Moét Hennessy accounted
for £134 million (2009 - £151
million; 2008 — £160 million).
Diageo owns 34% of Moét
Hennessy, the spirits and wine
subsidiary of LVMH Moét
Hennessy — Louis Vuitton SA
(LVMH). LVMH is based in France
and s listed on the Paris Stock
Exchange. Moét Hennessy is also
basedin France andisa producer
and exporter of anumber of
brands in its main business areas
of champagne and cognac. Its
principal champagne brands are
Moét & Chandon (including Dom
Pérignon), Veuve Clicquotand
Mercier, all of which are included
inthe top 10 champagne brands
worldwide by volume. Moét
Hennessy also owns Hennessy,
which s the top cognac brand
worldwide by volume, and
Glenmorangie, a malt whisky.
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Since 1987,a number of joint
distribution arrangements have
been established with LVMH,
principally covering distribution
of Diageo’s premium brands of
scotch whisky and gin and Moét
Hennessy's premium champagne
and cognac brandsinthe Asia
Pacific region and France. Diageo
and LVMH have each undertaken
nottoengage inany champagne
or cognac activities competing
with those of Moét Hennessy. The
arrangements also contain certain
provisions for the protection of
Diageo as a minority shareholder
in Moét Hennessy. The operations
of Moét Hennessy in France are
conducted through a partnership
in which Diageo has a 34% interest
and, as a partner, Diageo pays
anytaxdueonits share of the
results of the partnership tothe
tax authorities.

Acquisitions and disposals
Diageo has made a number of
acquisitions of brands, distribution
rights and equity interestsin
premium drinks businesses. In the
threeyearsended 30 June 2010
acquisitions include the following:

On 29 February 2008, Diageo
acquired Rosenblum Cellarsin
North America for a total cost
of £53 million (including
acquisition costs).

On 1 May 2008, Diageo
formed a new venture with
Heineken and Namibia Breweries
Limited (NBL) for their combined
beer, cider and ready to drink
businesses in South Africa, called
DHN Drinks (Pty) Limited (DHN
Drinks). Diageo and Heineken each
own 42.25% of DHN Drinks and
NBL owns 15.5%. The original cost
of this acquisition was £43 million,
with an additional cost of £29
million recognised in the year
ended 30June 2010 (2009 -£3
million). Each party sharesin the
profits of DHN Drinks in proportion
to their shareholding. Brandhouse
continues to market and distribute
the parties’ products in South
Africa.On 1 May 2008, Diageo and
Heineken also enteredinto a
second venture in South Africa
called Sedibeng Brewery (Pty)
Limited whereby a brewery and
bottling plant was constructed in
Gauteng province, South Africa,
which produces Amstel and
certain other key brands. Heineken
owns 75% and Diageo owns 25%

Hansdoraled i sl
Balches, using
tradithonal recipes s
the Palel Diakilliry
n Helland
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Ketel Onevodka
outperformed the super
premium vodka segment
intheUSintheyearwith
netsalesincreasing 4%.
Thebrandalso launched
anew orange flavoured
variant-Ketel One Oranje.

of Sedibeng Brewery (Pty) Limited.
The original cost of this acquisition
was £8 million, with an additional
costof £19 millionin the year
ended 30 June 2009.

On 9 June 2008, Diageo
completed the acquisition of Ketel
One Worldwide BV (KOW),a 50:50
company based inthe
Netherlands, with the Nolet Group,
owners of the Ketel One brand.
The company owns the exclusive
and perpetual global rights to
market, sell and distribute Ketel
One vodka products, including
Ketel One vodka, Ketel One Citroen
vodka and any line extensions of
Ketel One vodka and Ketel One
Citroen vodka. Diageo paid a total
of £471 million (including
acquisition costs) for a 509% equity

stakeinthe company and s
entitled to certain governance
rights under the global agreement
pursuantto which KOWis
operated. Diageo consolidates the
company with a minority interest.
The Nolet Group has an option to
sell their stake in the company to
Diageo for $900 million (£600
million) plus interest from 9 June
2011 t0 9 June 2013. Ifthe Nolet
Group exercises this option but
Diageo chooses not to buy their
stake, Diageo will pay $100 million
(£67 million) and the Nolet Group
may then pursue a sale of their
stake to athird party, subject to
rights of first offerand last refusal
on Diageo’s part.

On 17 December 2008
Diageo purchased the remaining
25% stake in the company that
owns the Smirnov brand in Russia
for £35 million. This company
unites the Smirnoff/Smirnov
brandsin Russia under common
ownership and is the exclusive
distributor of Smirnovand
Diageo’s spirits brands in Russia.
Diageo currently operatesin
Russia through this wholly
owned subsidiary.

On 16 June 2009, Diageo
acquired the remaining 80% of
equity in Stirrings LLC for £6 million
and provided £7 million as
deferred consideration payable
in 2014. Diageoinitially acquired
a 20% equity stake for £5 million
in the yearended 30 June 2007.

On 1 March 2010, Diageo
entered into an equity transfer
agreementtoacquirean
additional 4% equity stake in
Sichuan Chengdu Quanxing
Group Company Ltd. (Quanxing)
from Chengdu Yingsheng
Investment Holding Co, Ltd. for
£14 million. The acquisition of the
4% equity stake, which is subject
toanumber of regulatory
approvals, would bring Diageo's
shareholding in Quanxing to 53%.
Quanxing is a holding company
controllinga 39.7% stake in
Sichuan ShuiJingFang Co, Ltd.
(ShuiJingFang), a super premium
Chinese white spirits company
listed on the Shanghai Stock
Exchange. Diageo acquired a43%
equity stake in Quanxing for £37
million on 27 January 2007 and a
further 69 on 30 July 2008 raising
itsinvestment to 49%. If the
acquisition of the 4% equity stake
is approved, Diageo would

become the indirect controlling
shareholder of ShuilingFang and,
in accordance with Chinese
takeover regulations, would be
required to make a mandatory
tender offer to all the other
shareholders of ShuiJingFang.
Were all other ShuiJingFang
shareholders to accept the tender
offer, the amount payable would
be approximately £615 million.
As required by Chinese law, 20%
of the maximum consideration
payable under the tender offer
(£123 million) was deposited with
China’s securities depositary and
clearing agency, Shanghai branch.
On 29 June 2010, Diageo
acquired afurther 28.75% stake in
London Group, owner of the Nuvo
brand, for a consideration of £29
million. Thisincreased Diageo's
equity stake in London Group to
71.25%. Diageo has an obligation
to purchase the remaining stake
of 28.75% at a pre-agreed profit
multiple, reflecting fair value
in 2013.

Risk factors

Diageo believes the following

to bethe principal risks and
uncertainties facing the group.
Ifany of these risks occur, Diageo's
business, financial condition and
results of operations could suffer
and the trading price and liquidity
of securities could decline.

In the ongoing uncertain
economic environment, certain
risks may gain more prominence
either individually or when taken
together. The following are
examples of ways thatany of the
risks below may become
exacerbated. Demand for
beverage alcohol products, in
particular luxury or super premium
products, may decrease with a
reductionin consumer spending
levels. Costs of operations may
increase if inflation were to
become prevalentinthe
economic environment, or upon
anincrease in the costs of raw
materials. These factors may also
lead to intensified competition for
market share, with consequential
potential adverse effects on
volumes and prices. The financial
and economic situation may have
anegative impact on third parties
with whom Diageo does, or may
do, business. Any of these factors
may affect the group’s results of



operations, financial condition
and liquidity. Diageo has taken
steps to manage its business
through this challenging
economic environmentand
position its business to benefit
from economic recovery asand
when it may occurin the various
markets in which Diageo
operates, but there can be no
assurance that the steps taken
willhave the intended results.
Ifthereisan extended
period of constraintin the capital
markets, with debt markets in
particular experiencing a lack of
liquidity, at a time when cash
flows from Diageo's business
may be under pressure, this may
have animpacton Diageo'’s
ability to maintain current long
term strategies, witha
consequent effect on the group’s
growthrate. Such developments
may adversely affect shareholder
returns or share price.
Additionally, continued volatility
in exchange rates used to
translate foreign currencies into
pounds sterling may have a
significantimpacton Diageo's
reported results. Decreasesin the
trustees’ valuations of Diageo’s
pension plans may also increase
pension funding requirements.

Diageo faces competition
thatmay reduce its market
share and margins

Diageo faces substantial
competition from several
international companies as well
aslocal and regional companies
inthe countries in which it
operates. Diageo competes with
drinks companies across a wide
range of consumer drinking
occasions. Withinanumber

of categories, consolidation

or realignmentis still possible.
Consolidationiis also taking place
amongst Diageo's customers

in many countries. Increased
competition and unanticipated
actions by competitors or
customers could lead to
downward pressure on prices
and/oradeclinein Diageo's
market sharein any of these
categories, which would
adversely affect Diageo’s results
and hinder its growth potential.

Diageo may notbe ableto
derive the expected benefits
fromits strategy tofocuson
premium drinks or its cost-
saving and restructuring
programmes designed to
enhance earnings

Diageo’s strategy is to focus on
premium drinks to grow its
business through organic sales,
operating profit growth and the
acquisition of premium drinks
brands that add value for
shareholders. There can be no
assurance that Diageo's strategic
focus on premium drinks will
result in opportunities for growth
andimproved margins.

Itis possible that the pursuit
of this strategic focus on
premium drinks could give rise
tofurther business combinations,
acquisitions, disposals, joint
ventures and/or partnerships
(including any associated
financing or the assumption of
actual or potential liabilities,
depending on the transaction
contemplated). There canbe no
assurance thatany transaction
will be completed. The success
of any transaction will depend
in parton Diageo's ability to
successfully integrate new
businesses with Diageo’s existing
operations and realise the
anticipated benefits, cost savings
orsynergies. There canbe no
guarantee thatany such business
combination, acquisition,
disposal, joint venture or
partnership would deliver the
benefits, cost savings or synergies
anticipated, if any.

Similarly, there canbe no
assurance that the cost-saving
or restructuring programmes
implemented by Diageo in order
toimprove efficiencies and
deliver cost-savings will deliver
the expected benefits.

Regulatory decisionsand
changesinthelegaland
regulatory environment
couldincrease Diageo’s

costs and liabilities or limit

its business activities

Diageo's operations are subject to
extensive regulatory requirements
whichinclude those in respect of
production, product liability,
distribution, importation,
marketing, promotion, sales,
pricing, labelling, packaging,
advertising, labour, pensions,
compliance and control systems,
and environmental issues.
Changesin laws, regulations or
governmental or regulatory
policies and/or practices could
cause Diageo toincur material
additional costs or liabilities that
could adversely affect its business.
In particular, governmental bodies
in countries where Diageo
operates may impose new
labelling, product or production
requirements, limitations on the
advertising and/or promotion
activities used to market beverage
alcohol, restrictions on retail
outlets, other restrictions on
marketing, promotion and
distribution or other restrictions on
the locations or occasions where
beverage alcohol is sold which
directly orindirectly limit the sales
of Diageo products. Regulatory
authorities under whose laws
Diageo operates may also have
enforcement power that can
subjectthe group to actions such
as product recall, seizure of
products or other sanctions, which
could have an adverse effecton its
sales or damage its reputation. An
increase in the stringency of the
regulatory environment could
cause Diageo toincur material
additional costs or liabilities that
could adversely affect its business.

In addition, beverage alcohol
products are the subject of
national excise and other dutiesin
most countries around the world.
Anincrease in excise or other
duties could have a significant
adverse effect on Diageo’s sales
revenue or margin, both through
reducing overall consumptionand
by encouraging consumers to
switch to lower-taxed categories
of beverage alcohol.

Diageo's reported after tax
incomeis calculated based on
extensive taxand accounting
requirements in each of its relevant

Business description

jurisdictions of operation.
Changesintaxlaw (including tax
rates),accounting policies and
accounting standards could
materially reduce Diageo’s
reported after taxincome.

Diageois subjecttolitigation
directed at the beverage alcohol
industry and other litigation
Companiesinthe beverage
alcoholindustry are, from time to
time, exposed to class action or
otherlitigation relating to alcohol
advertising, product liability,
alcoholabuse problems or health
consequences from the misuse
of alcohol, Diageo may be subject
to litigation with tax, customs and
other regulatory authorities,
including with respect to the
methodology for assessing
importation value, transfer pricing
and compliance matters,and
Diageois routinely subjectto
litigation inthe ordinary course
of its operations. Such litigation
may resultin damages, penalties
orfines as well as reputational
damage to Diageo or its brands,
and asaresult, Diageo's business
could be materially adversely
affected. Foradditional
information with respect to legal
proceedings, see ‘Additional
information for shareholders —
Legal proceedings’and

note 31 to the consolidated
financial statements.
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Contamination, counterfeiting
orother circumstances could
harm the integrity of customer
supportfor Diageo’s brands and
adversely affect the sales

of those brands

The success of Diageo’s brands
depends upon the positiveimage
that consumers have of those
brands,and contamination,
whether arising accidentally, or
through deliberate third party
action, or other events that harm
theintegrity or consumer support
forthose brands, could adversely
affect their sales. Diageo purchases
most of the raw materials for the
production and packaging of its
products from third party
producers or on the open market.
Diageo may be subject to liability
if contaminants in those raw
materials or defectsin the
distillation, fermentation or
bottling process lead to low
beverage quality orillnessamong,
orinjury to, Diageo’s consumers. In
addition, Diageo may voluntarily
recall products in the event of
contamination or damage. A
significant product liability
judgementorawidespread
product recall may negatively
impact on sales and profitability of
the affected brand or all Diageo
brands fora period of time
depending on product availability,
competitive reaction and
consumer attitudes. Evenifa
product liability claim is
unsuccessful oris not fully
pursued, resulting negative
publicity could adversely affect
Diageo's reputation with existing
and potential customers and its
corporate and brandimage.

In addition, to the extent that
third parties sell products which
are either counterfeit versions of
Diageo brands or inferior brands
that look like Diageo brands,
consumers of Diageo brands
could confuse Diageo products
with them. This could cause them
torefrain from purchasing Diageo
brandsinthe futureandin turn
couldimpair brand equity and
adversely affect Diageo’s business.

Demand for Diageo's products
may be adversely affected

by many factors, including
changesin consumer
preferences and tastes

and adverse impacts

of adeclining economy
Diageo’s collection of brands
includes some of the world's
leading beverage alcohol brands
aswellas brands of local
prominence. Maintaining Diageo's
competitive position depends on
its continued ability to offer
products that have a strong appeal
to consumers. Consumer
preferences may shift duetoa
variety of factors including
changesin demographic and
social trends, public health
regulations, changesin travel,
vacation or leisure activity
patterns, weather effectsand a
downturnin economic conditions,
which may reduce consumers’
willingness to purchase premium
branded products. In addition,
concerns about health effects due
tonegative publicity regarding
alcohol consumption, negative
dietary effects, regulatory action
orany litigation or customer
complaints against companies in
theindustry may have an adverse
effect on Diageo's profitability.

The competitive position of
Diageo’s brands could also be
affected adversely by any failure to
achieve consistent, reliable quality
inthe product or service levels
to customers.

Inaddition, both the launch
and ongoing success of new
productsis inherently uncertain
especially as to theirappeal to
consumers. Thefailuretolaunch a
new product successfully can give
rise to inventory write-offs and
other costs and can affect
consumer perception of an
existing brand. Growth in Diageo’s
business has been based on both
the launch of new products and
the growth of existing products.
Productinnovation remains a
significant aspect of Diageo's plans
for growth. There canbe no
assurance as to Diageo’s
continuing ability to develop and
launch successful new products or
variants of existing products or as
tothe profitable lifespan of newly
orrecently developed products.
Any significant changesin
consumer preferences and failure
toanticipate and react to such

changes couldresultin reduced
demand for Diageo’s products
and erosion of its competitive and
financial position. Continued
economic pressures could lead

to consumer selection of products
atlower price points, whether
Diageo's or those of competitors,
which may have an adverse effect
on Diageo’s profitability.

If the social acceptability of
Diageo’s products declines,
Diageo’s sales volume could
decrease and the business could
be materially adversely affected
Inrecent years, there has been
increased social and political
attention directed to the beverage
alcohol industry. Diageo believes
that this attention is the result of
public concern over problems
related to alcohol abuse, including
drinkdriving, underage drinking
and health consequences from
the misuse of alcohol. If, as

aresult, the general social
acceptability of beverage alcohol
were to decline significantly,

sales of Diageo's products could
materially decrease.

Diageo’s business may be
adversely impacted by
unfavourable economic
conditions or political or other
developmentsandrisksinthe
countriesin which it operates
Diageo may be adversely affected
by political and economic
developments orindustrial action
inany of the countries where
Diageo has distribution networks,
production facilities or marketing
companies. Diageo's business is
dependenton general economic
conditions in the United States,
Great Britain and otherimportant
markets. A significant deterioration
inthese conditions, includinga
reduction in consumer spending
levels, customer destocking, the
failure of customer, supplier or
financial counterparties or a
reduction in the availability of, or
anincrease in the cost of financing
to, Diageo, could have a material
adverse effect on Diageo’s
business and results of operations.
Moreover, a substantial portion of
Diageo’s operations, representing
approximately one third of
Diageo's net sales for the year
ended 30 June 2010, are carried
outin developing markets,
including Brazil, Venezuela,

Mexico, Russia and developing
marketsin Africaand Asia.

Diageo's operations are also
subjecttoa variety of other risks
and uncertainties related to
trading in numerous foreign
countries, including political or
economic upheavaland the
imposition of any import,
investmentor currency
restrictions, including tariffs and
importquotas or any restrictions
on the repatriation of earnings and
capital. Political and/or social
unrest, potential healthissues
(including pandemic issues) and
terrorist threats and/or acts may
alsooccurin various places around
the world, which will have an
impact on trade, tourism and
travel. Many of these risks are
heightened, or occur more
frequently, in developing markets.
These disruptions can affect
Diageo’s ability toimport or export
products and to repatriate funds,
as well as affecting the levels of
consumer demand (forexample,
induty free outlets at airports orin
ontrade premisesin affected
regions) and therefore Diageo’s
levels of sales or profitability.
Developing markets are also
generally exposed to relatively
higherrisk of liquidity, inflation,
devaluation, price volatility,
currency convertibility and
country default. Due to Diageo’s
specific exposures, any or all of the
foregoing factors may affect
Diageo disproportionately orina
different manneras compared to
its competitors.

Part of Diageo’s growth
strategy includes expanding its
business in certain countries
where consumer spendingin
general,and spending on Diageo’s
productsin particular, has not
historically been as great but
where there are prospects for
growth. There is no guarantee that
this strategy will be successfuland
some of the markets representa
higherriskin terms of their
changing regulatory
environments and higher degree
of uncertainty over levels of
consumer spending.



Diageo’s operating results

may be adversely affected by
increased costs or shortages

of labour

Diageo's operating results could
be adversely affected by labour or
skill shortages orincreased labour
costs due toincreased
competition foremployees, higher
employee turnover orincreased
employee benefit costs. Diageo’s
successisdependentonthe
capability of its employees. There
is no guarantee that Diageo will
continue to be able torecruit,
retain and develop the capabilities
thatit requires to deliverits
strategy, for example in relation to
sales, marketing and innovation
capability within markets orin its
senior management. The loss of
senior management or other key
personnel or the inability to
identify, attract and retain qualified
personnel in the future could
make it difficult to manage the
business and could adversely
affect operations and financial
results.

Anincreasein the cost of raw
materials or energy could affect
Diageo’s profitability

The components that Diageo uses
forthe production of its beverage
products are largely commodities
that are subject to price volatility
caused by changesin global
supply and demand, weather
conditions, agricultural
uncertainty and/or governmental
controls. Commodity price
changes may resultin unexpected
increases in the cost of raw
materials, glass bottles and other
packaging materials and Diageo’s
beverage products. Diageo may
also be adversely affected by
shortages of raw materials or
packaging materials. In addition,
energy costincreases resultin
higher transportation, freight and
otheroperating costs. Diageo may
not be able to increase its prices to
offset these increased costs
without suffering reduced volume,
sales and operating profit. Diageo
may experience significant
increases in commodity costs and
energy costs.

Diageo’s operating results

may be adversely affected

by disruption to production
facilities or business service
centres

Diageo would be affected if there
were a catastrophic failure of its
major production facilities or
business service centres. See
‘Business description — Premium
drinks — Production’for details of
Diageo’s principal production
areas. Diageo operates production
facilities around the world. If there
were a technical integrity failure,
fire or explosion at one of Diageo’s
production facilities, it could result
indamage to the facilities, plant or
equipment, their surroundings or
the environment, could lead toa
loss in production capacity, or
couldresultin regulatory action,
legalliability or damage to
Diageo’s reputation. In addition,
the maintenance and
development of information
systems may resultin systems
failures which may adversely affect
business operations.

Diageo has a substantial
inventory of aged product
categories, principally scotch
whisky and Canadian whisky,
which may mature over periods of
upto 30yearsormore. The
maturing inventory is stored
primarily in Scotland, and the loss
through contamination, fire or
other natural disaster of all ora
portion of the stock of any one of
those aged product categories
couldresultinasignificant
reduction in supply of those
products,and consequently,
Diageo would not be able to meet
consumer demand for those
products asit arises. There can be
no assurance thatinsurance
proceeds would cover the
replacement value of Diageo’s
maturing inventory or other assets,
were such assets to be lostdue to
contamination, fire or natural
disasters or destruction resulting
from negligence or the acts of
third parties. In addition, there isan
inherent risk of forecasting errorin
determining the quantity of
maturing stockto lay downina
givenyearfor future consumption.
This could lead toaninability to
supply future demandorleadtoa
future surplus of inventory and
consequent write down in value of
maturing stocks.

Systems failures could lead to
business disruption and systems
change programmes may not
deliverthe benefitsintended
Any failure of information systems
could adversely impact Diageo’s
ability to operate. Aswith all large
systems, Diageo’s information
systems could be penetrated by
outside partiesintenton
extracting information, corrupting
information or disrupting business
processes. Such unauthorised
access could disrupt Diageo's
business and/or lead to loss of
assets. The concentration of
processes in business service
centresalso means thatany
disruption arising from system
failure or physical plantissues
couldimpactalarge portion of
Diageo’s global business. Certain
change programmes designed
toimprove the effectiveness and
efficiency of end-to-end
operating,administrative and
financial systems and processes
continue to be undertaken. This
includes moving transaction
processing from a number of
markets to business service
centres. There can be no certainty
that these programmes will deliver
the expected operational benefits.
There may be disruption caused to
production processes and possibly
to administrative and financial
systems as further changes to such
processes are effected. They could
alsolead to adverse customer or
consumer reaction.

Climate change, orlegal,
regulatory or market measures
toaddress climate change, may
negatively affect Diageo’s
business or operations,and
water scarcity or poor quality
could negatively impact
Diageo’s production costs

and capacity

Thereis a growing concern that
carbon dioxide and other
greenhouse gasesin the
atmosphere may have an adverse
impact on global temperatures,
weather patterns and the
frequency and severity of extreme
weatherand natural disasters. In
the event that such climate
change has a negative effect on
agricultural productivity, Diageo
may be subject to decreased
availability or less favourable
pricing for certain raw materials

Business description

that are necessary for Diageo’s
products, such as sugar, cereals,
hops, agave and grapes. Wateris
the mainingredientin
substantially all of Diageo’s
products. Itis alsoa limited
resource in many parts of the
world, facing unprecedented
challenges from climate change,
overexploitation, increasing

pollution,and poor management.

As demand for water continues to
increase around the world,and as
water becomes scarcerand the
quality of available water
deteriorates, Diageo may be
affected by increasing production
Costs or capacity constraints,
which could adversely affect
Diageo's results of operations

and profitability.
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Diageo's operationsand
financial results may be
adversely affected by
movementsin the value ofits
pension funds, fluctuations in
exchange rates and fluctuations
ininterestrates

Diageo has significant pension
funds. These funds may be
affected by,among other things,
the performance of assets owned
by these plans, the underlying
actuarial assumptions used to
calculate the surplus or deficitin
the plans, in particular the discount
rate and long term inflation rates
usedto calculate the liabilities of
the pensionfunds,and any
changesin applicable lawsand
regulations. If there are significant
declinesin financial markets and/
oradeterioration inthe value of
fund assets or changes in discount
rates orinflation rates, Diageo may
need to make significant
contributions to the pension funds
in the future. Furthermore, if the
market values of the assets held by
Diageo's pension funds decline, or
ifthe valuations of those assets by
the pension trustees decline,
pension expenses may increase
and, as aresult, could materially
adversely affect Diageo's financial
position. There is no assurance that
interest rates or inflation rates will
remain constant or that pension
fund assets can earn the assumed
rate of return annually,and
Diageo’s actual experience may be
significantly more negative.
Diageo may be adversely affected
by fluctuations in exchange rates.
The results of operations of Diageo
are accounted forin pounds
sterling. Approximately 36% of
salesinthe yearended 30 June
2010 werein US dollars,
approximately 17% were in euros
and approximately 12% werein
sterling. Movements in exchange
rates used to translate foreign
currencies into pounds sterling
may have a significantimpacton
Diageo's reported results of
operations from year to year.

Diageo may also be adversely
impacted by fluctuationsin
interest rates, mainly through an
increased interest expense. To
partly delay any adverse impact
from interest rate movements, the
group’s policy is to maintain fixed
rate borrowings within a band of
40% to 60% of projected net
borrowings,and the overall net
borrowings portfolio is managed
according to a duration measure.
See ‘Business review — Risk
management’.

Diageo’s operations may be
adversely affected by failure

to maintain or renegotiate
distribution, supply,
manufacturing or licence
agreements on favourable terms
Diageo's business has a number
of distribution, supply,
manufacturing or licence
agreements for brands owned by
it or by other companies. These
agreements vary depending on
the particular brand, but tend to
be fora fixed number of years.
There canbe noassurance that
Diageo will be able to renegotiate
its rights on favourable terms
whenthey expire or that these
agreements will not be
terminated. Failure to renew these
agreements on favourable terms
could have an adverse impacton
Diageo’s sales and operating
profit. In addition, Diageo's sales
and operating profit may be
adversely affected by any disputes
with distributors of its products or
with suppliers of raw materials.

Diageo may notbe able

to protectitsintellectual
property rights

Given theimportance of brand
recognition to its business, Diageo
hasinvested considerable effort in
protecting its intellectual property
rights,including trademark
registration and domain names.
Diageo's patents cover some of its
process technology, including
some aspects of its bottle marking
technology. Diageo also uses
security measuresand
agreements to protectits
confidential information and trade
secrets. However, Diageo cannot
be certain that the steps it has
taken will be sufficient or that third
parties will notinfringe on or
misappropriate its intellectual
property rightsinits brands or
products. Moreover, some of the
countries in which Diageo
operates offer less intellectual
property protection than Europe
orNorth America. Giventhe
attractiveness of Diageo’s brands
to consumers, itis not uncommon
for counterfeit products to be
manufactured. Diageo cannot be
certain that the steps it takes to
assist the authorities to prevent,
detect and eliminate counterfeit
products will be effective in
preventing material loss of profits
or erosion of brand equity
resulting from lower quality or
even dangerous counterfeit
product reaching the market. If
Diageois unable to protectits
intellectual property rights against
infringement or misappropriation,
this could materially harmiits future
financial results and ability to
developits business.

It may be difficult to effect
service of US process and enforce
US legal process against the
directors of Diageo

Diageois a public limited
company incorporated under the
laws of England and Wales. The
majority of Diageo's directors and
officers,and some of the experts
named in this document, reside
outside of the United States,
principally inthe United Kingdom.
A substantial portion of Diageo's
assets,and the assets of such
persons, are located outside of the
United States. Therefore, it may not
be possible to effect service of
process within the United States
upon Diageo or these personsin

order to enforce judgements of US
courts against Diageo or these
persons based on the civil liability
provisions of the US federal
securities laws. There is doubt as to
the enforceability in England and
Wales, in original actions orin
actions forenforcement of
judgements of US courts, of civil
liabilities solely based on the US
federal securities laws.

Cautionary statement
concerning forward-
looking statements

This document contains
‘forward-looking statements’.
These statements can be
identified by the fact that they do
not relate only to historical or
current facts. In particular,
forward-looking statements
include all statements that express
forecasts, expectations, plans,
outlookand projections with
respect to future matters,
including trends in results of
operations, margins, growth rates,
overall market trends, the impact
of interest or exchange rates, the
availability or cost of financing to
Diageo, anticipated cost savings or
synergies, the completion of
Diage0’s strategic transactions and
restructuring programmes,
anticipated tax rates, expected
cash payments, outcomes of
litigation and general economic
conditions. By their nature,
forward-looking statements
involve riskand uncertainty
because they relate to eventsand
depend on circumstances that will
occurinthefuture. Therearea
number of factors that could cause
actual results and developments
to differ materially from those
expressed orimplied by these
forward-looking statements,
including factors that are outside
Diageo’s control.

These factorsinclude, but are not

limited to:

- global and regional economic
downturns;

- increased competitive product
and pricing pressures and
unanticipated actions by
competitors that could impact
on Diageo’s market share,
increase expenses and hinder
growth potential;

- theeffects of Diageo's strategic
focus on premium drinks, the



effects of business
combinations, partnerships,
jointventures, acquisitions or
disposals, existing or future,
and the ability to realise
expected synergies and/or
cost savings;

Diageo’s ability to complete
existing or future business
combinations, restructuring
programmes, acquisitions
and disposals;

legal and regulatory
developments, including
changesin regulations
regarding consumption of,
oradvertising for, beverage
alcohol, changesin taxlaw
(including tax rates) or
accounting standards,
changes in taxation
requirements, such as the
impact of excise taxincreases
with respect to the business,
and changesin environmental
laws, health regulations

and laws governing labour
and pensions;
developmentsin any litigation
orother similar proceedings
directed at the drinksand
spirits industry generally or

at Diageoin particular, orthe
impact of a product recall

or product liability claim

on Diageo’s profitability

or reputation;
developmentsinthe
Colombian litigation, Turkish
customs litigation, SEC
investigation, Korean customs
litigation orany similar
proceedings;

changesin consumer
preferences and tastes,
demographic trends or
perceptions about health
related issues, or
contamination, counterfeiting
or other circumstances which
could harm the integrity
orsales of Diageo's brands;
changesin the cost or supply
of raw materials, labour
and/orenergy;

changesin political or
economic conditionsin
countriesand markets in which
Diageo operates, including
changesin levels of consumer
spending, failure of customer,
supplierand financial
counterparties or imposition
ofimport,investment or
currency restrictions;

- levels of marketing,
promotional and innovation
expenditure by Diageo and
its competitors;

- renewal of supply, distribution,
manufacturing orlicence
agreements onfavourable
terms when they expire;

- termination of existing
distribution or licence
manufacturing rights oniits
brands and agency brands;

- disruption to production
facilities or business service
centres,and systems change
programmes, existing or
future, and the ability to
derive expected benefits
from such programmes;

- technological developments
that may affect the distribution
of products orimpede Diageo’s
ability to protectits intellectual
property rights;and

- changesin financial and equity
markets, including significant
interest rate and foreign
currency exchange rate
fluctuations and changesin
the cost of capital, which may
reduce or eliminate Diageo's
access to orincrease the cost of
financing or which may affect
Diageo's financial results.

All oral and written forward-
looking statements made on or
afterthe date of this document
and attributable to Diageo are
expressly qualified in their
entirety by the above factors

and those described in ‘Business
description - Risk factors" Any
forward-looking statements
made by or on behalf of Diageo
speak only as of the date they are
made. Diageo does not
undertake to update forward-
looking statements toreflect any
changesin Diageo's expectations
with regard thereto or any
changes in events, conditions or
circumstances on which any such
statement s based. The reader
should, however, consultany
additional disclosures that
Diageo may makeinany
documents which it publishes
and/or files with the US Securities
and Exchange Commission. All
readers, wherever located, should
take note of these disclosures.
The information in this document
does not constitute an offer to
sell oraninvitation to buy shares

Business description

in Diageo plc oraninvitation or
inducement to engage inany
otherinvestment activities.

This documentincludes
information about Diageo's debt
rating. A security rating isnota
recommendation to buy, sell
orhold securitiesand may be
subjectto revision or withdrawal
atany time by the assigning rating
organisation. Each rating should
be evaluated independently of
any otherrating.

Past performance cannot
berelied upon asaguide to
future performance.
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Business review

Introduction

Information presented

Diageois the world's leading premium drinks business and operates on
aninternational scale selling all types of beverage alcohol. Itis one of a
small number of premium drinks companies that operate across spirits,
beerand wine. Diageo’s brands have broad consumer appeal across
geographies,andas a result, the business is organised under the
business areas of North America, Europe, International, Asia Pacificand
Global Supply. In view of the focus on reporting results by the location
of third party customers in explaining the group’s performance in the
business review, the results of the Global Supply segment have been
allocated to the geographic segments. The following discussion is
based on Diageo's results for the year ended 30 June 2010 compared
with the year ended 30 June 2009, and the year ended 30 June 2009
compared with the yearended 30 June 2008.

Inthe discussion of the performance of the business, net sales,
whichis defined as sales after deducting excise duties, are presentedin
addition to sales, since sales reflect significant components of excise
duties which are set by external regulators and over which Diageo has
no control. Diageo incurs excise duties throughout the world. In some
countries, excise duties are based on sales and are separately identified
on the face of the invoice to the external customer. In others, it is
effectively a production tax, which is incurred when the spirit is
removed from bonded warehouses. In these countries it is part of the
costof goods sold and is not separately identified on the sales invoice.
Changes in the level of excise duties can significantly affect the level of
reported sales and cost of sales, without directly reflecting changes in
volume, mix or profitability that are the variables which impact on the
element of sales retained by the group.

The underlying performance on a constant currency basis and
excluding the impact of exceptional items, acquisitions, disposalsand
the adoption of new accounting policies is referred to as ‘organic’
performance, and further information on the calculation of organic
measures as used inthe discussion of the business isincluded inthe
organic movements calculation and in the notes to that calculation.

Presentation of information in relation to the business
In addition to describing the significant factors impacting on the
income statement compared to the prior year for both of the years
ended 30 June 2010 and 30 June 2009, additional information is also
presented on the operating performance and cash flows of the group.
There are ten principal financial key performance indicators not
specifically used in the consolidated financial statements themselves
(non-GAAP measures) used by the group’s management to assess the
performance of the group in addition to income statement measures
of performance. These are volume, the organic movementsin volume,
sales, net sales, marketing spend and operating profit, return on
average total invested capital, underlying tax rate, economic profitand
free cash flow. These key performance indicators are described below:

Volumeisanon-GAAP measure that has been measured onan
equivalent units basis to nine-litre cases of spirits. An equivalent unit
represents one nine-litre case of spirits, which is approximately 272
servings. A serving comprises 33ml of spirits, 165ml of wine, or 330ml of
ready to drink or beer. Therefore, to convert volume of products, other
than spirits, to equivalent units, the following guide has been used: beer
in hectolitres divide by 0.9, wine in nine-litre cases divide by five, ready
todrinkin nine-litre cases divide by 10 and certain pre-mixed products
that are classified as ready to drinkin nine-litre cases divide by five.

Business review

Organic movements in volume, sales, net sales, marketing spend and
operating profit are non-GAAP measures. The performance of the
groupis discussed using these measures.

In the discussion of the performance of the business, organic
information is presented using pounds sterling amounts on a constant
currency basis. This retranslates prior year reported numbers at current
year exchange rates and enables an understanding of the underlying
performance of the market that is most closely influenced by the
actions of that market’s management. The risk from exchange rate
movements is managed centrally and is not a factor over which local
managers have any control. Residual exchange impacts are reported
within Corporate.

Acquisitions, disposals and exceptional items also impact on the
reported performance and therefore the reported movementin any
period in which they arise. Management adjusts for the impact of such
transactionsin assessing the performance of the underlying business.

The underlying performance on a constant currency basis and
excluding the impact of exceptional items, acquisitions and disposals
is referred to as ‘organic’ performance. Organic movement calculations
enable the reader to focus on the performance of the business which
is common to both periods.

Diageo’s strategic planning and budgeting process is based on
organic movements in volume, sales, net sales and operating profit, and
these measures closely reflect the way in which operating targets are
defined and performance is monitored by the group’s management.

These measures are chosen for planning, budgeting, reporting
and incentive purposes since they represent those measures which
local managers are most directly able to influence and they enable
consideration of the underlying business performance without the
distortion caused by fluctuating exchange rates, exceptional items
and acquisitions and disposals.

The group’s management believes these measures provide
valuable additional information for users of the financial statements
in understanding the group’s performance since they provide
information on those elements of performance which local managers
are most directly able to influence and they focus on that element of
the core brand portfolio which is common to both periods. They
should be viewed as complementary to, and not replacements for,
the comparable GAAP measures and reported movements therein.
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Return on average total invested capital is a non-GAAP measure thatis
used by management to assess the return obtained from the group’s
asset base and it is calculated to aid comparison of the performance
of the business.

The profit used in assessing the return on total invested capital
reflects the operating performance of the business after applying the
underlying tax rate for the period stated before exceptional items and
interest. Average total invested capital is calculated using the average
derived from the consolidated balance sheets at the beginning, middle
and end of the period. Capital employed comprises net assets for the
period, excluding postemployment benefit liabilities (net of deferred
tax) and net borrowings. This average capital employed is then
aggregated with the average restructuring and integration costs net
of tax,and goodwill written off to reserves at 1 July 2004, the date of
transition to IFRS, to obtain the average total invested capital.

Underlying tax rateis a non-GAAP measure that reflects the adjusted
tax charge on profit from continuing businesses before exceptional
items as a percentage of profit from continuing businesses before
exceptional items. The underlying tax rate is also used by management
for their own planning, budgeting, reporting and incentive purposes
since it provides information on those elements of performance which
managementis most directly able to influence.

The group’s management believes the measure assists users of
the financial statements in understanding the group’s effective tax rate
asitreflects the tax arising on the profits from the ongoing business.

The components of the reported tax charge which do notform
part of the adjusted tax charge, as defined by the group’s management,
relate to: exceptional tax items; movements on deferred tax assets
arising from intra group reorganisations which are due to changesin
estimates in expected future utilisation; and any other tax charge or
credit that arises from intra group reorganisations.

Economic profitis a non-GAAP measure that is used by management
toassess the group’s return from its asset base compared to a standard
cost of capital charge and is calculated to aid comparison of the
performance of the business.

The profit used in assessing the return from the group’s asset base
and the asset base itself are the same as those used in the calculation for
the return on average total invested capital (see above). The standard
capital charge applied to the average total invested capital is currently
9%, being management’s assessment of a constant minimum level of
return that the group expects to generate from its asset base. Economic
profitis calculated as the difference between the standard capital
charge on the average invested assets and the actual return achieved
by the group on those assets.

Free cash flow is a non-GAAP measure that comprises the net cash flow
from operating activities as well as the net purchase and disposal of
investments, property, plant and equipment and computer software
that form part of net cash flow from investing activities. The group’s
management believes the measure assists users of the financial
statements in understanding the group’s cash generating performance
asitcomprisesitems which arise from the running of the ongoing business.

The remaining components of net cash flow from investing
activities that do not form part of free cash flow, as defined by the
group’s management, are in respect of the purchase and disposal of
subsidiaries, associates and businesses. The group’s management
regards the purchase and disposal of property, plantand equipment
and computer software as ultimately non-discretionary since ongoing
investmentin plant, machinery and technology is required to support
day-to-day operations, whereas acquisitions and disposals of
businesses are discretionary. However, free cash flow does not
necessarily reflect allamounts which the group has either a
constructive or legal obligation to incur. Where appropriate, separate
discussion is given for the impacts of acquisitions and disposals of
businesses, equity dividends paid and the purchase of own shares,
each of which arises from decisions that are independent from the
running of the ongoing underlying business.

The free cash flow measure is used by management for their
own planning, budgeting, reporting and incentive purposes since it
provides information on those elements of performance which local
managers are most directly able to influence.
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Operating results 2010
compared with 2009
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Restatement of prior years’ operating profit 5
As reported in note 1in the consolidated financial statements, Diageo adopted the amendment to IAS 38— Intangible assets and IFRS 8— Operating 3
segmentsfrom 1 July 2009.In addition, Diageo changed its accounting policy in respect of the accounting for returnable bottles and crates. The =
segmental figures for operating profit before exceptional items for the years ended 30 June 2009 and 2008 have been restated as follows:
Yearended 30 June 2009 As Restated
previously  Amendment organic
reported tolAS38 IFRS8  Returnables Restated growth
£million £million £million £million £million % g
North America 1,156 @) (16) - 1,138 ) 3
Europe 856 (10) 7 - 853 ) a
International 645 (3) 17 (10) 649 11 g,
Asia Pacific 164 - 6) - 159 3 §
Corporate (208) - (3) - 11
2,613 (15) - (10 2,588 4
Year ended 30 June 2008 As
previously  Amendment
reported tolAS38 IFRS8  Returnables Restated
£million £million £million £million £million @
North America 907 (3) 24 - 928 g'
Europe 798 1 an - 788 z
International 593 b)) ©) ©) 576 E
Asia Pacific 170 O (10) - 159
Corporate (164) 3 - (161)
2,304 (5) - 9) 2,290

Forfurtherinformation and the impact on the group’s consolidated results and financial position, see note 1 in the consolidated financial
statements. Allamounts shown in the tables above under Amendment to IAS 38" are in respect of marketing spend on which the other

restatements have noimpact. The following table summarises the impact of the restatement on marketing spend by operating segment o
forthe years ended 30 June 2009 and 2008: 3
>
[
Yearended 30 June 2009 Yearended 30 June 2008 §
As As
previously previously
reported Restated reported Restated
£million £million £million £million
North America 429 431 366 369
Europe 419 429 438 437
International 256 259 244 246
Asia Pacific 208 208 191 192
1312 1,327 1,239 1,244 =
5
0o,
@
&
5]
3
3
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Summary consolidated income statement

Yearended 30June

2009
2010 (restated)
£million £ million
Sales 12,958 12,283
Excise duties (3,178) (2972)
Net sales 9,780 9311
Operating costs (7,029) (6,723)
Operating profit before exceptional items 2,751 2,588
Exceptional items (177) (170)
Operating profit 2,574 2418
Sale of businesses (15) -
Net finance charges (462) (592)
Share of associates’ profits after tax 142 164
Profit before taxation 2,239 1,990
Taxation (477) (286)
Profit from continuing operations 1,762 1,704
Discontinued operations (19) 2
Profit for the year 1,743 1,706
Attributable to:
Equity shareholders 1,629 1,605
Minority interests 114 101
1,743 1,706

Salesand netsales

Onareported basis, sales increased by £675 million from £12,283 million
inthe yearended 30 June 2009 to £12,958 million in the yearended
30June 2010.On areported basis net sales increased by £469 million
from £9,311 million in the year ended 30 June 2009 to £9,780 millionin
the yearended 30 June 2010. Exchange rate movements increased
reported sales by £346 million and reported net sales by £267 million.

Operating costs before exceptional items

Onareported basis, operating costs before exceptional items increased
by £306 millionin the yearended 30 June 2010 due toanincrease in
cost of sales of £175 million, from £3,878 million to £4,053 million, an
increase in marketing expenses of £92 million from £1,327 million to
£1,419 million, and anincrease in other operating expenses before
exceptional costs of £39 million, from £1,518 million to £1,557 million.
Theimpact of exchange rate movements increased total operating
costs before exceptional items by £141 million.

Exceptional operating items
Exceptional items are those that, in management’s judgement, need
tobe disclosed by virtue of their size or incidence in order for the user
to obtain a proper understanding of the financial information.
Exceptional operating costs of £177 million for the year ended
30June 2010 (2009 - £170 million) comprised a net charge of £142
million (2009 - £170 million) in respect of restructuring programmes
and animpairment charge of £35 million (2009 — £nil) in respect of
the Ursus brand reflecting the impact of the significant downturnin
the economy in one of its principal market, Greece. Restructuring
programmes comprise £85 million (2009 - £166 million) for the global
restructuring programme announced in February 2009 primarily in
respect of employee and contract termination charges, £93 million
(2009 - £nil) for the restructuring of Global Supply operations
announced in July 2009 principally in Scotland, £12 million (2009 -
£4 million) for the restructuring of brewing operationsin Ireland
announced in 2008 in respect of accelerated depreciation,and a
£48 million net credit (2009 - £nil) for the restructuring of the wines
business in the United States comprising an £89 million gain on the
sale and leaseback of land, a £17 million charge for the write down of
inventories and other charges of £24 million.

The total restructuring cash expenditure in the year ended 30 June 2010
is £145 million (2009 — £53 million) of which £122 million relates to the
globalrestructuring programme. A charge of approximately £30 million
isexpected to be incurred in the year ending 30 June 2011 primarily in
respect of the restructuring of Global Supply operations, while cash
expenditure is expected to be approximately £150 million.

Postemployment plans
Post employment net costs for the year ended 30 June 2010 were a
charge of £133 million (2009 - £63 million) comprising £92 million (2009
—£98 million) included in operating costs before exceptional items,
pension curtailment gains of £6 million (2009 - £33 million) in
exceptional operating items and a charge of £47 million (2009 — gain
of £2 million) in net finance charges. In the year ending 30 June 2011,
the finance charge under IAS 19is expected to be £5 million.

The deficit before taxation in respect of post employment plans
decreased by £178 million from £1,383 million at 30 June 2009 to
£1,205 million at 30 June 2010. The reduction in the deficitincluded
£147 million transferred into the UK Diageo Pension Scheme (the UK
Scheme) from escrow under the deficit funding arrangements paid by
the company in prior years. Deficit funding contributions to the group's
UKand Irish pension schemes in the yearended 30 June 2010, other
than the transfer to the UK Scheme of amounts paid into escrow in
prior years, were £55 million and are expected to be approximately
£50 million for the year ending 30 June 2011.

Operating profit

Reported operating profit for the year ended 30 June 2010 increased

by £156 million to £2,574 million from £2,418 million inthe prior year.
Exchange rate movements increased operating profit for the year
ended 30 June 2010 by £122 million. Before exceptional operating

items, operating profit for year ended 30 June 2010 increased by £163
millionto £2,751 million from £2,588 million in the prior year. Exchange
rate movements increased operating profit before exceptional items for
the year ended 30 June 2010 by £126 million.



Exceptional non-operating items

Aloss of £15 million on sale of businesses comprises a charge of

£26 million in respect of the anticipated loss on the disposal of certain
non-strategic wine brands in the United States in the year ending
30June 2011 and a gain of £11 million arising on the revaluation of the
current equity holding in the London Group, the owner of the Nuvo
brand, to revalue Diageo's stake to fair value, following the acquisition
of a majority equity stake in the London Group.

Net finance charges

Net finance charges comprising net interest charge and net other
finance charges decreased from £592 million in the year ended 30 June
2009 to £462 million in the year ended 30 June 2010.

The netinterest charge decreased by £141 million from £516
million in the prior year to £375 million in the year ended 30 June 2010.
The reductioninthe interest charge arose principally from a decrease in
average floating interest rates which resulted in a reduction in interest
charges of £90 million, from a decrease in average net borrowings in the
year driven by strong cash flow generation and from a positive
movement on the revaluation to year end market rates of interest swaps
underlAS 39 of £20 million.

Theincome statement interest cover was 7.7 times and cash
interest cover was 10.3 times.

Net otherfinance charges for the year ended 30 June 2010 were
£87 million (2009 — £76 million). There was an increase of £49 millionin
finance charges in respect of post employment plans from £2 million
finance income in the year ended 30 June 2009 to a £47 million charge
inthe yearended 30 June 2010. Other finance charges also include
£18 million (2009 - £21 million) on unwinding of discounts on liabilities,
a hyperinflation adjustment of £16 million (2009 — £nil) in respect of the
Venezuela operations, £10 million (2009 - £33 million) in respect of
exchange rate translation differences on inter-company funding
arrangements where hedge accounting was not applicable and
£4 million income (2009 - £13 million charge) in respect of other finance
charges. Inthe yearended 30 June 2009 £11 million was recognised in
respect of exchange movements on net borrowings notin a hedge
relationship.

Associates

The group’s share of associates’ profits after interest and tax was £142
million for the year ended 30 June 2010 compared to £164 millionin the
prior year. Diageo’s 34% equity interest in Moét Hennessy contributed
£134 million (2009 - £151 million) to share of associates’ profits after
interestand tax.

Profit before taxation
Profit before taxation increased by £249 million from £1,990 million
inthe prioryearto £2,239 million in the yearended 30 June 2010.

Operating results 2010

Taxation

The reported tax rate for the year ended 30 June 2010 was 21.3%
compared with 14.4% for the year ended 30 June 2009. Factors that
reduced the reported tax rate in the prior year included settlements
agreed with tax authorities that gave rise to changes in the value of
deferred tax assets and tax provisions. The underlying tax rate for the
yearended 30 June 2010 was 21.6% and for the year ended 30 June
2009 was 22.1%. The underlying tax rate for the year ending 30 June
2011 is expected to remain at approximately 22%.

Discontinued operations

Discontinued operations in the year ended 30 June 2010 represent
acharge aftertaxation of £19 million in respect of anticipated future
payments to new thalidomide claimants. The credit of £2 millionin
the yearended 30 June 2009 relates to the Pillsbury disposal.

Exchange rate movements

Forthe year ending 30 June 2011, at current exchange rates (£1 = $1.56;
£1=€1.21),foreign exchange movements (excluding the impacts of IAS
21 and 39 and excluding any impact in respect of currency movements
of the Venezuelan bolivar fuerte) are estimated to increase operating
profit by £80 million and decrease net finance charges by £5 million.
The current situation in Venezuela with respect to currency controls and
the official exchange rate is uncertain. In the year ended 30 June 2010
the Venezuelan denominated operating profitamounted to VEF485
million which was translated at the official exchange rate, $1 = VEF2.15
(£1 =VEF3.51) in the sixmonths ended 31 December 2009 and
$1=VEF4.3 (£1 =VEF64)in the six months ended 30 June 2010. If the
translation exchange rate is changed in fiscal 2011 this would most likely
giverise toan adverse currency movement.

Dividend

The directors recommend afinal dividend of 23.50 pence per share, an
increase of 6% from the year ended 30 June 2009. The full dividend
would therefore be 38.10 pence per share, an increase of 5.5% from the
yearended 30 June 2009. Subject to approval by shareholders, the final
dividend will be paid on 19 October 2010 to shareholders on the register
on 10 September 2010. Payment to US ADR holders will be made on

25 October2010. A dividend reinvestment planis available in respect

of the final dividend and the plan notice date is 27 September 2010.
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Return on average total invested capital
Calculations for the return on average total invested capital for the years ended 30 June 2010 and 30 June 2009 were as follows:

2009
2010 (restated)
£million £ million
Operating profit 2,574 2418
Exceptional items 177 170
Associates’ profits after interest and tax 142 164
Tax at the underlying tax rate of 21.6% (2009 — 22.1%)* (625) (608)
2,268 2,144
Average net assets (excluding net post employment liabilities) 5,329 4,758
Average net borrowings 7,226 7427
Average integration and restructuring costs (net of tax) 1,195 1,049
Goodwillat 1 July 2004 1,562 1,562
Average total invested capital 15,312 14,796
Return on average total invested capital 14.8% 14.5%
Economic profit
Calculations for economic profit for the years ended 30 June 2010 and 30 June 2009 were as follows:
2010 (restaztoeodg)
£million £million
Average total invested capital (see above) 15,312 14,796
Operating profit 2,574 2418
Exceptional items 177 170
Associates’ profits after interest and tax 142 164
Tax at the underlying tax rate of 21.6% (2009 — 22.1%)* (625) (608)
2,268 2,144

Capital charge at 9% of average total invested capital (1,378) (1,332)
Economic profit 890 812

*The reported tax rate for the year ended 30 June 2010 was 21.3% compared with 14.4% for the year ended 30 June 2009. Factors that reduced the reported tax rate in the prior year
included settlements agreed with tax authorities that gave rise to changes in the value of deferred tax assets and tax provisions. The underlying tax rate for the year ended 30 June

2010 was 21.6% and for the year ended 30 June 2009 was 22.1%.



Analysis by business area and brand

In order to assist the reader of the financial statements, the following
comparison of 2010 with 2009 includes tables which present the
exchange, acquisitions and disposals and organic components of the
year onyear movement for each of volume, sales, net sales, marketing
spend and operating profit. Organic movements in the tables below
are calculated as follows:

(@) The organic movement percentage is the amount in the column
headed Organic movement in the tables below expressed as a
percentage of the aggregate of the amount in the column headed
2009 Reported, the amount in the column headed Exchange and the
amount, ifany, in respect of disposals included in the column headed
Acquisitions and disposals. The inclusion of the column headed
Exchange in the organic movement calculation reflects the adjustment
torecalculate the prioryearresults as if they had been generated at the
currentyear's exchange rates.

(b) Where a business, brand, brand distribution right oragency
agreement was disposed of, or terminated, in the current year, the
group, in organic movement calculations, adjusts the results for the
comparable prior year to exclude the amount the group earned in that
year that it could not have earned in the current year (i.e. the period

Operating results 2010

between the date in the prior year, equivalent to the date of the
announcement of the disposal in the current year,and the end of the
prior year). As aresult, the organic movement numbers reflect only
comparable performance. Similarly, if a business was disposed of part
way through the prioryear then its contribution would be completely
excluded from that prior year's performance in the organic movement
calculation, since the group recognised no contribution from that
businessin the current year. In the calculation of operating profit, the
overheadsincluded in disposals are only those directly attributable to
the businesses disposed of,and do not result from subjective
judgements of management. For acquisitions, a similar adjustment is
made in the organic movement calculations. Foracquisitions
subsequentto the end of the prior year, the post acquisition results in
the current year are excluded from the organic movement calculations.
Foracquisitions in the prior year, post acquisition results are included in
fullin the prior year but are only included from the anniversary of the
acquisition date in the current year. The acquisition adjustment also
eliminates the impact of transaction costs directly attributable to
acquisitions that have been publicly announced and charged to
operating profitin either year.

The organic movement calculations for volume, sales, net sales,
marketing spend and operating profit before exceptional items for the
year ended 30 June 2010 were as follows:

Acquisitions
2009 and Organic 2010
Reported disposals movement Reported Organic
units units units units movement
million million million million %
Volume
North America 530 0.1 (1.3) 51.8 (2
Europe 390 0.1) 0.3 39.2 1
International 37.0% 03 3.0 40.3 8
Asia Pacific 118 - 0.3 121 2
Total 140.8* 03 23 1434 2
*Decreased by 0.5 million equivalent units from the figures reported for the year ended 30 June 2009.
Acquisitions
2009 and Organic 2010 Organic
Reported Exchange disposals movement Reported movement
£million £ million £ million £million £million %
Sales
North America 3,858 103 15 (123) 3,853 (3)
Europe 4,279 78 13 1 4,371 -
International 2,803 18 10 391 3,222 14
Asia Pacific 1,268 146 - 28 1,442 2
Corporate 75 1 - 6) 70
Total sales 12,283 346 38 291 12,958 2
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Acquisitions
2009 and Organic 2010 Organic

Reported Exchange!” disposals®”  movement Reported movement

£ million £million £million £million £million %
Net sales
North America 3,290 91 15 (90) 3,306 (3)
Europe 2,750 53 10 (54) 2,759 (2)
International 2,286 21 9 311 2,627 13
Asia Pacific 910 101 - 7 1,018 1
Corporate 75 1 - 6) 70
Total net sales 9311 267 34 168 9,780 2
Excise duties 2,972 3,178
Total sales 12,283 12,958
Marketing spend®
North America 431 12 1 28 472 6
Europe 429 9 - (26) 412 (6)
International 259 7 1 35 302 13
Asia Pacific 208 18 - 7 233 3
Total marketing spend 1,327 46 2 44 1,419 3
Operating profit®
North America 1,138 26 3 3 1,170 -
Europe 853 11 1 (6) 859 (M
International 649 (27) 6) 155 771 25
Asia Pacific 159 14 (7) 10 176 6
Corporate (211) 102 - (116) (225)
Total operating profit before exceptional items 2,588 126 9) 46 2,751 2
Exceptional items® (170) (177)
Total operating profit 2418 2,574

Notes

(1) The exchange adjustments for sales, net sales, marketing spend and operating profit are primarily the retranslation of prior year reported results at current year exchange rates
and are principally in respect of the strengthening of the euro and the US dollar partially offset by the weakening of the Nigerian naira and the Venezuelan bolivar fuerte.

(2) The impacts of acquisitions and disposals are excluded from the organic movement percentages. In the year ended 30 June 2010 there were no acquisitions or disposals
impacting organic growth but adjustment is made to exclude the impact of the disposal of the Bordeaux wine agency business in the United States and the acquisitions of
Stirrings LLC and the distribution rights of Grand Marnier and Windhoek completed in the year ended 30 June 2009. Adjustment is also made to exclude directly attributable
transaction costs incurred in the year ended 30 June 2010 of £12 million primarily in respect of the potential acquisitions of an additional equity stake in Quanxing and of

Serengeti Breweries.

(3) Operating exceptional items in the year ended 30 June 2010 comprised charges of £85 million in respect of the global restructuring programme, £93 million (2009 - £166 million)
for the restructuring of Global Supply operations, £12 million (2009 - £4 million) in respect of the restructuring of Irish brewing operations, £48 million net credit for the
restructuring of wine business in the United States and £35 million charge in respect of impairment of the Ursus brand.

(4) The figures for the year ended 30 June 2009 have been restated following the adoption of the amendment to JAS 38 - Intangible assets and IFRS 8 — Operating segments and the
change to the accounting treatment of returnables. See note 1 to the consolidated financial statements and page 115 for an explanation of the effect of the restatements.

Corporate revenue and costs
Net sales were £70 million in the year ended 30 June 2010, down
£5 million from £75 million in the prior year. Net operating costs before
exceptional items, increased by £14 million in the yearended 30 June
2010to £225 million.

Diageo undertakes the majority of its currency transaction edging
centrally and therefore £104 million of positive year on year transaction
impact was taken to corporate. In addition there was a negative year on

year translation impact of £2 million in corporate. The geographical
regions are reported using forecast transaction exchange rates with
the difference between forecast and achieved rates being included in
corporate. Thisamounted to an incremental £82 million cost this year.
There was a £34 million increase in underlying corporate net costs
mainly due to higher systems investment and business development
charges together with the legal and accounting costs associated with
ongoing regulatory matters.



Key highlights

- Diageo’s key spirits brands gained share,
outperforming most major competitors

+ Shipments and depletions were in line and
therefore comparison against fiscal 2009,
when shipments exceeded depletions,
contributed to the volume decline against
the prior year

« Strong performance by reserve brands
improved mix in the second half as the super
premium segment returned to growth

- Diageo’s brands continued to sell ata
price premium

« Diageo’s beer brands outperformed other
imported beers and gained share

+ Innovation in the year added significantly
to net sales as Diageo addressed changing
consumer trends

+ Ready todrink declined overall but innovation
in the year improved the performance of
Smirnoff ready to drink in the United States

+ Marketing spend increased by 20%in the
second half with investment behind
innovation launches and key brands

« Margins benefited from production and
overhead cost savings and lower raw
material costs

Reported performance

Net salesincreased by £16 million in the year ended 30 June 2010 to
£3,306 million, from £3,290 million in the prior year. Reported operating
profit before exceptional items increased by £32 million inthe year
ended 30 June 2010to £1,170 million, from £1,138 million in the prior
year. Operating profitincreased by £17 million in the year ended
30June 2010to £1,132 million, from £1,115 million in the prior year.

Organic performance

The weighted average exchange rate used to translate US dollar sales
and profit moved from £1 = $1.60in the year ended 30 June 2009 to
£1=$1.57 inthe yearended 30 June 2010. Exchange rate impacts
increased net sales by £91 million, acquisitions increased net sales by
£15 million and there was an organic decrease in net sales of £90 million.
Exchange rate impacts increased operating profit before exceptional
items by £26 million, acquisitions and disposals increased operating
profit before exceptional items by £3 million and there was an organic
increase in operating profit of £3 million.

Operating results 2010

North America
2010

Key measures
Organic Reported
2010 2009 movement movement
£ million £ million % %
Volume 2 2
Net sales 3,306 3,290 (3) -
Marketing spend 472 431 6 10
Operating profit before
exceptional items 1,170 1,138 -
Operating profit 1,132 1,115
United States

Johnnie Walker continued to outperform a difficult scotch category.
Net sales grew 5% and share grew 1.1 percentage points led by Johnnie
Walker Red, Black and Gold Labels. Discounting in the first half and
slower net sales growth of some of the higher priced variants led to
negative price/mix. Marketing spend increased 23% in the second half
focused on the House of Walker mentoring programme, multicultural
programmes and Father's Day media.

The premium vodka segment in the United States continued to be
highly competitive. Comparison against the prior fiscal year when stock
levels rose, led to volume decline of Smirnoff. Smirnoff maintained its
position as the leading vodka gaining 0.4 percentage points of volume
share while value share declined 0.1 percentage points as a result of
consumer promotions. Marketing spend behind the brand increased
249% behind the ‘Be There' campaign and launch of the new ' Choose’
platform using television, digital, social networking and experiential
programming.
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Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands 4 (5) (4) @)
Other brands (M - - 4
Total () (3) (2) -
Key spirits brands:*
Johnnie Walker 5 4 5 6
Smirnoff (3) (7) (3) )
Baileys 7) (7) (7) @
Captain Morgan () (3) (2) -
Jose Cuervo (15) (16) (15) (14)
Tanqueray () 4 (2) M
Crown Royal - 1) - 2
Guinness 5 4 5 8
Ready to drink (5) 7) (5) @)

*Spirits brands excluding ready to drink.

Despite continued consumer sentiment that liqueurs are luxury
products, Baileys’ performance markedly improved in the second half,
driven by a reduction in the price gap against its leading competitor
and targeted promotions. Baileys gained 0.4 percentage points of
volume share and maintained its value share. Marketing spend reduced
as focus was limited to the holiday season and a reduction in non-
working dollars, which increased efficiency of the total marketing spend.

Captain Morgan volume declined as stock levels were maintained
againstanincrease infiscal 2009 and a slowdown of growth in the rum
category. Captain Morgan Original Spiced Rum posted strong share
gains of 0.6 percentage points despite decline in net sales and volume.
This was partially offset by the introduction of Captain Morgan Lime
Bite. Increased discounting to meet consumer demand for lower priced
alternatives contributed to the decline in net sales. Marketing spend
increased dramatically behind the ‘Calling All Captains’ campaign,
‘Captain and Cola’ programming and the launch of Captain Morgan
Lime Bite.

Jose Cuervo continued to be impacted as the competitive tequila
category and heavy discounting from the leading competitor drove the
reduction in volume and net sales. This was partially offset by the strong
performance of Especial Silver, which has become the fastest growing
silver tequilainthe US off trade. Although Jose Cuervo lost share overall
inthe United States,down 1.7 percentage points, Especial, its leading
variant, extended its position and gained 0.8 percentage points of share.

Tanqueray net sales declined 3% as the gin category continued to
decline with domestic brands taking share from imports. There was
some negative mix caused by the weak performance of Tanqueray 10.
Marketing spend increased and brand image improved.

Crown Royal net sales were flat for the full year, but the brand grew
strongly inthe second half driven by innovation and growth of some
of the higher priced variants. Crown Royal Black quickly became the
number 1 new productin IRI's new product tracker. Price/mix was flat
as price reductions on Crown Royal Extra Rare and Crown Royal Cask
16 offset miximprovement from Crown Royal Black. Crown Royal
outperformed the category and gained 0.3 percentage points of share.
Marketing on the brand increased behind the NASCAR sponsorship,
multicultural marketing programmes and the launch of Crown
Royal Black.

Guinness volume growth was driven by the performance of
Guinness Draftin Can, Guinness Extra Stout and Guinness Kegs, as it
lapped the planned destock of the prior year. Although imported beers
declined, Guinness grew share by 0.1 percentage points. Marketing
spend increased behind the 250t Celebration’, Arthur's Day and the
integrated campaign ‘Fortune Favors the Bold'"

The reserve brands performed strongly with volume up 7% and
net sales up 9% as the super premium segment returned to growth.



Net sales growth was driven predominantly by innovation in the year
around Ketel One vodka up 4% and Ciroc up 48%, each supported by
strong marketing campaigns. Bulleit Bourbon performed well
especially in the on trade with net sales up 23%. Buchanan'’s Special
Reserve and Red Seal grew net sales 44% and 32% respectively and
became the fastest growing blended scotch brand in the United States.
Buchanan’sis the clear leaderin the US Hispanic market.

Following the planned destock of the prior year, Diageo's beer
brands grew volume 4% and net sales 4% driven predominantly by
Guinness. Harp and Smithwicks also grew volume and net sales, albeit
offa small base. The introduction of Red Stripe Light helped grow net
sales of Red Stripe 3%.

Diageo’s wine business gained 0.1 percentage points of volume
share and held value share. Volume growth in Sterling Vineyards, San
Telmo and Stellani di Notte were offset by declines in Beaulieu Vineyard,
Chalone Vineyard and Barton &Guestier. Net sales declined as
consumers continued to trade down to lower price points. Diageo
introduced nine new wine brands or varietals aimed at addressing the
consumer demand for quality wines at value price points and the
appeal for blends. In March 2010, Diageo announced the restructuring
of the North American wine division (which included a sale and
leaseback transaction and the intended sale of non-strategic brands)
toreduce the cost base and improve returns.

Ready to drink remains challenging for Diageo. Net sales were
down 5% and Diageo lost share. Smirnoff malt-based products grew
net sales 6% as the strong performance of Smirnofflce Mango, Smirnoff
Ice Multipack and the introduction of Smirnoff Mixed Drinks, offset the
decline of established products. Similarly in the ready to serve segment
innovation offset a decline in existing products. In the second half
innovation behind Jose Cuervo Margaritas drove improved
performance with the introduction of pomegranate and mango
flavored margaritas but the segment remains highly competitive.
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Diageo launched over 30 innovations during the year spanning spirits,
beer, wine and ready to drink and through the fiscal year averaged 5 of
the top 10 new items in IRI. Innovation included extensions, which
enhanced core brands such as Captain Morgan Lime Bite, Smirnoff Dark
Roasted Espresso, Ciroc Coconut and Ketel One Oranje, as well as new
brands such as Wily Jack wine and Moon Mountain vodka. Performance
of innovation was led by Crown Royal Black, Ciroc Red Berry and
Smirnoff mixed drinks.

Marketing spend increased by 7%. In the second half spend was
up 23%, focused behind innovation and up-weighted investment on
key spirits brands, such as Captain Morgan, Johnnie Walker, Smirnoff,
Crown Royal and Ciroc.

Diageo has worked with key accounts at national, regional and
local levels to bring shopperand category insights to optimise sales of
beverage alcoholin their stores. In addition, Diageo has developed and
rolled out shopper-insight driven programmes behind Diageo's brands.
These programmes capture the shoppers’ attention in off trade stores
and on trade restaurants, bars and clubs, meeting shoppers’ needs at
the point of purchase. Focus on the customer marketing agenda
resulted inimproved visibility for Diageo’s brands in thousands of on
and offtrade accounts.

Canada

Performance in Canada declined with volume down 1% and net sales
down 4%. Spirits volume was impacted by destocking in the first half
but Captain Morgan and JeB grew inthe full year. Net sales declined as
consumers continued to trade down and there was a shift from spirits
tobeerand ready todrink. Beer volumeincreased 17% and net sales
grew 15% due to the good performance of Harp and Red Stripe. Wine
grew volume 27% and net sales 31% on the strong growth of Sterling
Vineyards. Ready to drink volume declined 15% and net sales declined
18% due to competition in the ready to serve segment.

47

uondudsap ssauisng AIBUWILINS 9DURWIOLY

M3IAB1 SSaUISNG

9DUBUIDAOD)

Sluswalels [eidueuly

UONBULIOUI [PUOIIPPY




48

010z Moday [enuuy oabeiq

Operating results 2010

Key highlights

+ Volume increase was led by the strong
performance in Great Britain, up 9%, where
successful customer focus increased visibility
of Diageo’s brands in the off trade during key
selling periods

« Continued consumer weakness in Spain
and Ireland led to a decline in net salesin
those markets

« Russia delivered a very strong performance
with significant share gains and double-digit
growth following the launch of new brands to
capture opportunities in the scotch category
as consumers traded down

+ Marketing spend reduced in line with
consumer trends in difficult markets and
was focused behind key brands, Smirnoff
and Captain Morgan, and innovation

« Guinness grew share in Great Britain and
Ireland but volume was down in a tough
beer market

Reported performance

Net sales increased by £9 million in the year ended 30 June 2010 to
£2,759 million, from £2,750 million in the prior year. Reported operating
profit before exceptional items increased by £6 million in the year
ended 30 June 2010 to £859 million, from £853 million in the prior year.
Operating profitincreased by £5 million in the yearended 30 June 2010
to £806 million, from £801 million inthe prior year.

Organic performance

The weighted average exchange rate used to translate euro sales and
profit moved from £1=€1.17 in the year ended 30 June 2009 to £1=€1.13
intheyearended 30 June 2010. Exchange rate impacts increased net
sales by £53 million, acquisitions and disposals increased net sales by

£10 million and there was an organic decrease in net sales of £54 million.
Exchange rate impacts increased operating profit before exceptional
items by £11 million, acquisitions and disposals increased operating
profit before exceptional items by £1 million and there was an organic
decrease in operating profit before exceptional items of £6 million.

Great Britain

A strong performance was delivered in Great Britain with volume up 9%
and net sales up 5%, driven by double-digit volume growth from spirits
and wine. Solid share gains were achieved in spirits in the key off trade
channel through a continued promotional strategy although key
Diageo brands continued to sell at a price premium relative to their
category. The on trade, in contrast, continued to decline in the low
single digits although the rate of pub closures slowed. In this context,
Guinness outperformed the beer category with broadly flat net sales
through the success of the ‘Bring It to Life’ and 250" Celebration’
campaigns. Baileys and Pimm's both performed well with good
volume, net sales and share growth driven by the continued strength
of Baileys Flavours and distribution gains of Pimm’s supported by a
national television campaign. Smirmnoff Flavours continued to grow
strongly and have been particularly successful in the off trade, where it
is now the best selling flavoured vodka range. The negative price/mix of
4 percentage points in Great Britain was driven by the faster growth of
the grocery channel with its competitive promotional environment.

Key measures
Organic Reported
2010 2009 movement movement
£ million £ million % %
Volume 1 1
Net sales 2,759 2,750 ) -
Marketing spend 412 429 (6) (4)
Operating profit before
exceptional items 859 853 (1) 1
Operating profit 806 801 1
Ireland

Diageo’s volume and net sales declined 6% and 8% respectively in
Ireland, primarily driven by the weakness of the key on trade channel,
but with share gains in beer and spirits. Guinness net sales decreased
5% but grew share, especially in the key Republic of Ireland on trade
channel, where it has shown over 30 months of consecutive share
growth, driven partly by the success of the 250t Celebration’
campaign. Harp and Smithwicks also grew share following the
successful launch of Harp Ice Cold and the repositioning of Smithwicks
brand. Carlsberg performed broadly in line with the market while
Budweiser lost share.

Iberia

Difficult economic conditions continued toimpact Iberia, with
consumer driven sectors still experiencing weakness. The rate of
decline of spirits slowed but the category remained adversely affected
by consumers trading down to less expensive brands and categories
and the shift towards at home consumption. The off trade continued to
grow and is now approaching 40% of the total market, although the
majority of this growth is being driven by own label brands at lower
price points. Diageo’s volume and net sales were down 5% and 7%
respectively. Aggressive pricing and on trade decline led to negative
price/mix.J¢éB wasimpacted by thefall in scotch consumptionin the on
trade channelin Spain and volume decreased 12%. In contrast, Johnnie
Walker continued to capitalise on its great brand momentum and
increased volume, net sales and share. Similarly, cocktail innovation
including Cacique Mojito performed well in the off trade.
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Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands (1 (3) (1) @)
Other brands 5 - 5 3
Total 1 ) 1
Key brands:*
Johnnie Walker (6) 4 (6) @)
Smirnoff - (6) - 5)
Baileys 3 (3) 3 (M
JeB (8) (10) (8) (6)
Guinness 4 (2) (4) (M
Ready to drink (6) (2) (6) (1

*Spirits brands excluding ready to drink.

Eastern Europe

Double-digit volume and net sales growth were delivered in Russia,
reflecting the successful introduction of lower priced scotch brandsinto
the market to appeal to value conscious consumers and maintain
category participation. White Horse and Bell's captured this momentum,
delivering strong volume and net sales growth. Captain Morgan also
achieved good growth following the introduction of smaller sized
bottles.In Eastern Europe, net sales declined as distributors and
wholesalers continued to reduce theirinventories and consumer
demand remained weak. However, growth was achieved in certain
countries on key brands, such as the double-digit net sales increase on
Johnnie Walker Red Labelin Poland and Bushmills in Bulgaria.

Other European markets

In Greece, net sales declined 4% for the year. Growth in the first halfand
theresilience of Diageo's scotch brands partly offset the decline in the
second half as the government introduced tough austerity measures
and excise taxes on alcohol were increased 87%. In Northern Europe, net
salesand volume declined 1%, driven by the competitive pricing
environmentin Germany. Captain Morgan grew volume and net sales
strongly following the recent focus on the brand.

Brands and activities

Johnnie Walker volume and net sales declined 6% and 4% respectively,
driven by a weak performance in the first half in Eastern Europe and
Russia. Price increases in Greece and the growth of Johnnie Walker Black
Labelin Spain, Greece and Turkey, led to 2 percentage points of positive
price/mix. Similarly, Johnnie Walker Red Label showed a very strong
performance in Spain and in Poland, gaining share and significantly
growing volume and net sales.

Smirnoff volume was flatand net sales were down 6%. This
performance was driven by the sharp decline of the vodka category in
Ireland and heightened competition in Poland, where local vodka
brands returned to popularity during the economic downturn. Despite
the difficult context, Smirnoff grew share in Ireland, driven by the on
trade and extending its market leading position. In Great Britain,
Smirnoff's largest European market, the brand lost share in the on trade
but remained the best selling vodka and made strong share gainsin the
growing offtrade.

Baileys increased volume 3% with net sales down 3%. A strong
performance in Great Britain, its largest European market, with volume
and net sales up 17% and 5% respectively, was driven by the double-
digit growth in the off trade and the rapid growth of Baileys Flavours.
The marketing strategy focused on in-store activity to improve visibility
during key selling periods, such as the joint display of Baileys Original and
Baileys Flavours. This performance was offset by weak results in Germany
and the decline of the liqueurs category in Eastern Europe.

JeBremained in decline with volume and net sales down 8% and
10% respectively, following the continued weakness of the scotch

category in Spain and the increased competition by local and own label
whisky brandsin this market.

Guinness volume and net sales declined across the region by 4%
and 2% respectively, mainly caused by the decline of the on trade. In
Great Britain, Guinness outperformed the beer category with broadly
flat net sales and achieved its highest ever share of the on trade at 8%
through the success of the ‘Bring it to Life’ and 250" Celebration’
campaigns. Share gains were also achieved in Ireland, led by the
performance inthe key Republic of Ireland on trade channel. Price/mix
was positive mainly because of a price increase on Guinness Draught
in Great Britain.

The ready to drink segment remained weak with volume and net
sales down 6% and 2% respectively, reflecting the continued decline of
the segmentacross the region and more particularly in the on trade.
SmirnoffIce remained in decline in larger markets, where investmentin
the brand was focused on improving visibility in the off trade.

Premix cans delivered strong growth in Great Britain with volume
and net sales up 23% and 28% respectively, making spirits more
accessible to the athome consumer. The successful launch of Smirnoff
& Colain February 2010, supported by television and in-store activity,
expanded the range of premix variants to eight. Cacique Mojito in
Spain had a strong startand the introduction of Smirnoff Cocktails in
Great Britain strengthened Diageo's offering in the growing ready to
serve segment.

As consumer behaviours evolved in Europe, innovation remained a
crucial performance driver with particular success in Great Britain, Spain
and Russia. In Great Britain performance was driven by afull rollout on
Baileys with a hint of Coffee, premix cans and Smirnoff flavoured vodka.
The launch of Cacique Maojito ready to serve cocktails in Spain addressed
the athome consumption trend. In Russia the launch of Bell's in the
scotch value segment provided a lower priced alternative as consumers
traded down from higher priced scotch brands.

Thereserve brands grew in Europe focused on Diageo’s single malt
scotch brands and good growth was achieved on the Classic Malts range
in France, Italy and Great Britain. Talisker and The Singleton of Dufftown
also performed well, however Cardhu was impacted by the decline of
the brand's principal ontrade channelin Spain. Zacapa benefited from
distribution gains across the region and grew net sales 19%.

Marketing spend was down 6% in response to the challenging
trading conditions across the region and more particularly in Ireland,
Iberia and Eastern Europe. It was increased selectively behind proven
campaigns on key brands such as Captain Morgan in Northern Europe,
the launch of new flavours of Smirnoff in Great Britain and Johnnie
Walkerin Russia. Media rate deflation in the largest markets led to the
realisation of savings on Guinness and Baileys.

Customer marketing initiatives were designed to ensure the right
products are supplied, available and merchandised in the most effective
manner in order to win at the point of purchase. The successful
collaboration with key grocery customers continued with seasonal
campaigns to increase sales at these key occasions.
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Operating results 2010

Key highlights

- Latin America and the Caribbean delivered
15% net sales growth, driven by scotch brands
Johnnie Walker, Buchanan'’s and Old Parr

« Growth of lager brands led to 10% net sales
growth in Africa

+ Global Travel and Middle East returned to
growth, led by the strong growth of premium
and super premium brands

+ Marketing spend increased ahead of net sales
behind the key categories of scotch, beer
and vodka

Reported performance

Net sales increased by £341 million in the year ended 30 June 2010 to
£2,627 million, from £2,286 million in the prior year. Reported operating
profit before exceptionalitems increased by £122 million in the year
ended 30 June 2010to £771 million, from £649 million inthe prior year.
Operating profitincreased by £139 million in the year ended 30 June
2010to £766 million, from £627 million in the prior year.

Organic performance

Exchange rateimpactsincreased net sales by £21 million, acquisitions
and disposals increased net sales by £9 million and there was an organic
increase in net sales of £311 million. Exchange rate impacts decreased
operating profit before exceptional items by £27 million, acquisitions
and disposals decreased operating profit before exceptional items by
£6 million and there was an organic increase in operating profit before
exceptional items of £155 million.

Latin America and the Caribbean

Net sales grew 17% in Venezuela driven by price increases taken to
reflectinflation and the weaker Bolivar/US dollar exchange rate.
However, volume decreased 4% as the slowdown of the economy
resulted in category declines within international spirits. This was
especially true of the higher priced scotch segments where many
consumers either switched into lower priced categories such as rum
orlocally produced vodka, or traded down within the category to
standard variants. Within this environment, Diageo maintained its
clearleadership position of both the scotch and rum categories.

Volume grew 22% and net sales 15%in the Brazil hub, led by
Johnnie Walker and Smirnoff which both grew share and extended
their category leadership positions. Negative price/mix was a result of
price reductions made inthe second half of fiscal 2009. Marketing
spend increased behind global brand campaigns such as Johnnie
Walker ‘Walk with Giants', category marketing programmes such as the
Whisky Festival and activation behind Smirnoff, Ciroc and Ketel One
vodka during the 2010 football World Cup.

In Mexico, the strong performance of Johnnie Walker Red Label
and Buchanan’s Deluxe extended Diageo's position as the clear leader
in scotch and led to volume growth of 25% and net sales growth of 31%.
Price increases across the scotch range and the faster growth of deluxe
variants resulted in 6 percentage points of positive price/mix. Marketing
spend was significantly increased behind Johnnie Walker ‘Keep
Walking'and the ‘Buchanan’s Forever’ platform.

Africa

Despite a challenging economic environment in South Africa, volume
and net sales grew 1%. The scotch category was most affected by the
reduction in consumer confidence, however Bell's remained the best

International
2010

Key measures

Organic Reported
2010 2009 movement movement
£ million £ million % %
Volume 8 9
Net sales 2,627 2,286 13 15
Marketing spend 302 259 13 17

Operating profit before
exceptional items 771 649 25 19
Operating profit 766 627 22

selling scotch inthe market and Diageo’s scotch brands grew share.
Smirnoff delivered a strong performance, with net sales up 8%. Trading
has generally improved in the second half, with signs of trading up
starting to appear, particularly in scotch. Sales of beer through the
brandhouse joint venture performed very well and grew share.

The strong performance in Nigeria continued with net sales up 23%
and Diageo gained share of the beer category. Harp, in particular,
performed strongly as distribution gains and increased media activity
led to excellent net sales growth for the brand. Guinness net sales
declined 1% as a weaker economy led many consumers to trade down
to lower priced beers. Marketing activity on Guinness was stepped up
significantly, primarily behind television advertising of ‘The Scout’and
activation around the sponsorship of the Nigerian football team, the
‘Super Eagles’, during the 2010 football World Cup.

In the East Africa hub, comprising Kenya, Uganda and Tanzania,
trading conditions significantly improved in the second half as the
domestic economies showed signs of recovery. Diageo's performance
steadily improved and the hub delivered flat volume and net sales
growth of 10% for the full year. The positive price/mix was due to price
increases coupled with the faster growth of the higher margin Guinness
brand, which grew net sales 21%. Tusker in Kenya was another highlight,
growing net sales 26%.

Elsewhere in Africa, net sales grew 1% in both Cameroon and
Ghana.In Cameroon, growth of Malta Guinness and the introduction
of Pilsner lager in November 2009 drove performance. Ghanafaced a
difficult year as water shortages and power outages reduced
production volume while a significantincrease in excise duties in
January negatively impacted consumer demand. Marketing spend
behind Guinness in both Cameroon and Ghana increased significantly.
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Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands 7 9 7 11
Other brands 19 10 19
Total 8 13 9 15
Key brands:*
Johnnie Walker 22 17 22 26
Smirnoff 7 7 7 18
Baileys 1 2 1 8
Buchanan's 11 15 1 13
Guinness (6) (1) (6) (8
Ready to drink (7) 7 (7) 10

* Spirits brands excluding ready to drink.

Global Travel and Middle East

GTME recovered well from the travel reduction in 2009, with volume
growth of 15% and net sales growth of 19%. Marketing spend was
increased significantly reflecting the important role of GTME as a brand
and category building channel. A greater focus on priority customers,
increased resources behind shopper understanding and a step-up in
programmes to encourage consumers into stores all contributed to the
success. The stand out brand performance was from Johnnie Walker,
particularly Black Label where net sales grew 38%. The largest
non-scotch brands, Baileys, Smirnoff, Captain Morgan and Tanqueray,
also grew net sales. Innovation played a significant role in driving
growth, especially the launch of Johnnie Walker Double Black and the
sustained momentum of Johnnie Walker King George Vand The
Singleton single malt scotch.

Brands and activities

Johnnie Walker volume grew 229 and net sales 17% with the
rebound in performance from last year evident across Red, Black
and Blue Labels. Negative price/mix reflected the reinstatement of
promotional activity on scotch in Global Travel and price reductions on
Johnnie Walker Red Labelin Brazil. Johnnie Walker Red Label responded
wellto the ‘Adventure in a Glass' global marketing programme
activated across Latin America while improved trading with customers
supplying the duty free outlets on the United States/Mexico border also
contributed to the improved growth levels. The majority of growth of
Johnnie Walker Black and Blue Labels was driven by GTME where the
‘Walking with Giants’ campaign was activated in 30 airportsin the
second half.

Volume and net sales of Smirnoff grew 7%, with the three largest
markets of Brazil, South Africa and GTME all posting single-digit
increases. In Brazil, a price increase partially offset the reduction taken
infiscal 2009, while strong marketing spend behind the Smirnoff ‘Be
There’ campaign contributed to the brand returning to growth.

Baileys net sales were up 2% across the region as good growth in
the largest markets of GTME and Mexico of 7% and 10% respectively
were partly offset by a slowdown in the Caribbean and Central America
and aninitial adverse impact due to a change of route to market for
spirits in Nigeria.

Buchanan's volume and net sales grew 11%and 15% respectively
and marketing spend was increased ahead of net sales supporting
the ‘Buchanan’s Forever’ programme, which, in its third year, featured
sold out concerts in Caracas, Bogota and Mexico City. Father's Day
and Whisky Festival promotions across Latin America contributed to
improved net sales momentum in the second half.

Guinness volume declined 6% and net sales 1% as some
consumers in Africa traded down to lower priced beers. In the largest
markets of Nigeria, Cameroon and Ghana, the brand commands a price

premium of upwards of 75% compared to mainstream lager brands.
To support brand equity and this strong pricing position, marketing
spend was significantly increased behind the 250" Celebration’in the
first halfand in strengthening the brand's association with football in
the second half.

Ready to drink net sales grew 7% led by the strong performance of
Smirnoff ready to drinkin Nigeria and Brazil. In South Africa, Smirnoffice
volume declined as consumers traded into less expensive mainstream
beer but the launch of premix versions of Captain Morgan and J¢B
helped grow ready to drink net sales 8% in that market.

Marketing spend increased in line with net sales at 13% and was
focused behind the largest categories and proven campaigns. By
category, the majority of the additional spend was behind scotch as
the 'Walk with Giants’ marketing programme on Johnnie Walker was
activated at scale in both Latin Americaand GTME. Guinness also
received significantly more support in fiscal 2010. Marketing spend
increased between 30% and 70% in the largest markets of Nigeria,
Cameroon and East Africa.

International was the largest contributor to Diageo's innovation
net sales growth mainly due to new beer formats in Nigeria and Kenya
and the introduction of super deluxe variants of scotch brandsin the
domestic markets of Latin America. The launch of premix cans in South
Africaand Johnnie Walker Double Black in GTME both showed
encouraging early results.

Reserve brands recovered from a difficult year in fiscal 2009 to
deliver 9% net sales growth. GTME performed strongly as increased
visibility of Johnnie Walker Blue Label, especially in Asian airports, led to
strong growth. Higher up the price range, successful launch events for
The John Walker gave the brand visibility in some of the most sought
aftertop tier outlets across the region and most importantly attracted
high net worth consumers to the brand. In Mexico, a focused strategy of
expanding reserve brand distribution into high-end bars and increasing
distribution in department stores led to a44% increase in net sales.

Reflecting the region’s focus on improving customer collaboration
and shopper understanding, a dedicated customer marketing function
was established in all three hubs. In Latin America and the Caribbean,
the 'Ease of Shop’ programme was rolled out across 3,500 stores. The
Whisky Festival, activated in many markets across the region, was a
great example of activating a category platform at scale. In South Africa,
strategic partnerships were developed with key customers and Diageo
now holds category captaincy positions in its top ten national accounts.
Elsewhere in Africa the sales focus was on developing the capabilities of
distributor partners. In Global Travel, Diageo has shown leadershipin
bringing together suppliers, airport authorities and retailers to deliver
exciting category events to consumers, both in and out of store.
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Key highlights

- Double-digit growth in South East Asia was
driven by strong growth in Johnnie Walker
and Guinness

+ Australia volume and net sales declined slightly
driven by weakness of Bundaberg ready to drink
in an increasingly competitive segment

« Good depletions of Johnnie Walker and Windsor
drove share growth in China as the scotch
category returned to growth, although overall
performance was held back by destock of Dimple

« The scotch category was weak in Korea,
however share gains extended Diageo'’s
leadership position

« Astrong performance from The Singleton led
to 10% net sales growth in Taiwan

+ Indiawasimpacted by a destock in the first half
but the business performed more strongly in the
second half

« Marketing spend increased 3% with focused
investment on Windsor, Guinness, Johnnie Walker
and Smirnoff

Reported performance

Net sales increased by £108 millionin the yearended 30 June 2010 to
£1,018 million, from £910 million in the prior year. Reported operating
profit before exceptionalitems increased by £17 million in the year
ended 30 June 2010to £176 million, from £159 million in the prior year.
Operating profitincreased by £22 million in the yearended 30 June
2010to £146 million, from £124 million in the prior year.

Organic performance

Exchange rate impacts increased net sales by £101 million and there
was an organic increase in net sales of £7 million. Exchange rate impacts
increased operating profit before exceptional items by £14 million and
there was an organic increase in operating profit before exceptional
items of £10 million.

Australia

In Australia net sales declined 1% as a result of a 5% decline in ready to
drinknet sales. In spirits the performance was stronger. The ‘Strides’
marketing campaign drove share gains and the strong performance of
Johnnie Walker Red Label, with net sales growth of 19%, offset weakness
in Baileys which was impacted by imports of the brand from outside
Australia. Smirnoff volume was down 4%, however moderate price
increases delivered flat net sales in a category that has seen increased
competition from own label. Bundaberg volume declined 8% as growth
slowed in dark spirits and a price increase held net sales flat. Marketing
spend increased 2% and investment focused on the Smirnoff range.

Korea

The contraction of scotch in Korea during the global economic
downturn combined with consumers trading down, led to a declinein
volume and net sales of 8% and 3% respectively. A double-digit
increase in marketing spend was focused on Windsor and Johnnie
Walker Black Label and delivered 4 percentage points of volume share
gaininthe scotch category. Price increases on both Windsor 12 year old
and Windsor 17 year old delivered price/mix improvement.

Asia Pacific
2010

Key measures
Organic Reported
2010 2009 movement movement
£million £million % %
Volume 2 2
Net sales 1,018 910 1 12
Marketing spend 233 208 3 12
Operating profit before
exceptional items 176 159 6 1
Operating profit 146 124 18
South East Asia

South East Asia, which includes Vietnam, Malaysia and Indonesia,
performed well, delivering double-digit volume and net sales growth.
Negative price/mix was driven by the increase in the level of business
done through third party distributors, which led to areductionin net
sales per case and some destocking of super deluxe brands. Johnnie
Walker performed well, as a result of a 15% increase in marketing spend
which focused on the 'Keep Walking' campaign and Grand Prix
sponsorship,and drove both share gains and increased brand equity.
Guinness posted strong performance and the brand'’s price premium
drove strong price/mix backed by a significant increase in marketing
spend behind the 250" Celebration’ and sponsorship of World Series
PoolinIndonesia.

Thailand

In Thailand volume grew 9% as Johnnie Walker Black Label and Smirnoff
both delivered good growth. However, the key growth driverin the
market was Benmore, which delivered double-digit volume

and net sales growth, and as a result of improved brand health grew
share in a declining category as the uncertain political and economic
environment led to trading down. The strong growth of Benmore ata
lower price point to Johnnie Walker drove negative price/mix and net
sales grew 4% in Thailand.

China

The second half performance in China was very strong although the
destocking of Dimple in the first half of the yearimpacted overall
performance, with volume down 1% and net sales down 2% for the full
year. Global priority brands grew in China and the strong performance
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Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands 5 3 5 14
Other brands 2 ()] 2 10
Total 2 1 2 12
Key brands:*
Johnnie Walker 14 2 14 10
Smirnoff (5) (1) (5) 11
Bundaberg rum (8) - (8) 22
Windsor - - - 9
Guinness 2 13 2 27
Ready to drink - 4) - 15

* Spirits brands excluding ready to drink.

of Johnnie Walker Black Label, delivered over 2 percentage points of
share in a scotch category which had returned to growth. Smirnoffand
Baileys also performed well, albeit from a smaller base, as brand equity
improved. Both brands increased share in their respective categories
and trade investment efficiencies delivered positive price/mix.
Increased focus behind Windsor delivered strong growth in volume
and net sales. A double-digitincrease in marketing spend focused on
Johnnie Walker and Windsor increased Diageo's share of voice in the
scotch category by 4 percentage points.

India

The business in India was impacted by destocking in the first half
following inappropriate shipmentsin the prior year. As a result both
volume and net sales were down. Marketing spend as a percentage of
net sales was also below last year as the business was rebased.
Marketing spend was focused behind Johnnie Walker, Smirnoff and
Vat 69 and investment behind sales capabilities accelerated. Price
increases on Smirnoffand Vat 69 in the second half delivered price/mix
improvement.

Rest of Asia

Elsewhere in Asia there was strong growth of The Singleton of Glen Ord
in Taiwan. In Japan net sales were down, however margins improved

as the distribution of premium brands moved to the joint venture

with Kirin.

Brands and activities

Johnnie Walker volume grew 14%. Negative price/mix was a result of an
increase of competitively priced promotions at Easter in Australiaand
increased sales through third party distributors in South East Asiaand
therefore net sales grew 2%. Marketing spend increased behind ‘Keep
Walking’,Grand Prix sponsorship and gifting occasions in China and
South East Asia and a major television campaign to drive the quality
perception of the brand in Taiwan.

Smirnoffvolume declined 5% driven by destocking in India and an
increase inthe competitive landscape in Australia. A price increase in
Australia combined with a strong performance in Thailand and China
broadly offset the volume decline with net sales down 1%. Marketing
spend was directed towards the ‘Be There’ campaign and innovation.
However total spend was down 9% as increased investment in South
East Asia and Australia was offset by spend efficienciesin Chinaand a
reduction in line with the destockin India.

Bundaberg rum volume was down 8% due to a slowdown in the
growthin dark spirits in the second half of the year, which led to more
intense competition. A price increase held net sales for the year flat.
Growth of Bundaberg Red mitigated some volume decline on the
corebrand.

Windsor volume and net sales were flat as increased distribution in
China offset the decline caused by scotch contraction in Korea. The
brand maintained category leadership in Korea, supported by increased
investmentin the new ‘Diamond Jubilee Club’campaign, and grew
volume share in China, as new packaging of Windsor XR combined with
focused brand building activity increased brand equity, supporting
further distribution expansion.

Guinness performed well and volume increased 2%. Price/mix
improvement was driven by its premium price positioning in South East
Asiaand net sales grew 13%. Marketing spend increased by overa third
to support the brand’s 250" Celebration’ activity, the new ‘Rise
Together' campaign and sponsorship of World Series Pool in South
EastAsia.

Ready to drink volume was broadly flat as the performance of
Smirnoff Cocktails and Johnnie Walker ready to drink offset a 3% decline
in Bundaberg ready to drinkin Australia. Price competition intensified
between beer and ready to drinkin Australia and net sales declined 4%
inthe region.

Marketing spend grew 3%, primarily driven by increases in Korea,
South East Asiaand China. Investmentincreased behind the Johnnie
Walker Grand Prix sponsorship and ‘Keep Walking’ campaigns and the
Windsor ‘Diamond Jubilee Club’ programme, driving share gainsin
those markets. Marketing spend also increased behind Guinness,
including the 250™ Celebration’, delivering a strong performance and
share gainsin Indonesia. In addition, investment increased behind
Smirnoffinnovation in South East Asia and Australia, whilst Baileys and
JeB spend declined in the region.

Innovation was focused on increasing the accessibility of spirits
with Smirnoff Cocktails in Australia and Johnnie Walker gift packs in key
scotch markets. Bundaberg Red continued to perform well in Australia,
ayear after launch.

The performance of reserve brands in the region was mixed.

The Singleton of Glen Ord in Taiwan delivered double-digit growth
supported by television advertising, but this was more than offset by
the destocking of super deluxe scotch in South East Asia and India.

Fiscal 2010 was the inaugural year for customer marketing in Asia
Pacificand a dedicated team was established across the region. The
strong on trade bias in the region was the focus of this customer
marketing activity with investments behind bar staff training across the
region, an on trade solutions website in Australia which was used by
about 75% of Diageo’s on trade accounts, and a Smirnoff versatility tool,
‘Smirnoff Tower'in China and India. In the Thai off trade, ‘Ease of Shop’
was introduced and delivered increased spend per basket for
customers and brand uplift for Diageo in the accounts where the
programme was implemented.
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Operating results 2009

Operating results 2009
compared with 2008

Summary consolidated income statement

Yearended 30June
2009 2008
(restated) (restated)
£million £ million
Sales 12,283 10,643
Excise duties (2,972) (2,553)
Net sales 9,311 8,090
Operating costs (6,723) (5,800)
Operating profit before exceptional items 2,588 2,290
Exceptional items (170) (78)
Operating profit 2,418 2212
Sale of businesses - 9
Net finance charges (592) (319)
Share of associates’ profits after tax 164 176
Profit before taxation 1,990 2,078
Taxation (286) (518)
Profit from continuing operations 1,704 1,560
Discontinued operations 2 26
Profit for the year 1,706 1,586
Attributable to:
Equity shareholders 1,605 1,513
Minority interests 101 73
1,706 1,586

Salesand net sales

Onareported basis, sales increased by £1,640 million from £10,643
millionin the year ended 30 June 2008 to £12,283 million in the year
ended 30 June 2009.On areported basis net sales increased by
£1,221 million from £8,090 million in the yearended 30 June 2008

to £9,311 millioninthe year ended 30 June 2009. Exchange rate
movements increased reported sales by £1,362 million and reported
net sales by £1,095 million. Acquisitions increased reported sales by
£160 million and reported net sales by £151 million for the year.

Operating costs before exceptional items

Onareported basis, operating costs before exceptional items increased
by £923 million in the year ended 30 June 2009 due to an increase in
cost of sales of £624 million, from £3,254 million to £3,878 million, an
increase in marketing expenses of £83 million, from £1,244 million

to £1,327 million,and an increase in other operating expenses of

£216 million, from £1,302 million to £1,518 million. The impact of
exchange rate movements increased total operating costs before
exceptional items by £926 million.

Exceptional operating items
Exceptional items are those that, in management'’s judgement, need to
be disclosed by virtue of their size orincidence in order for the user to
obtain a proper understanding of the financial information.
Exceptional costs totalling £170 million, being £166 millionin
respect of the global restructuring programme and £4 million in
respect of the restructuring of Irish brewing operations are included
within operating costs for the year ended 30 June 2009. Exceptional
costs of £78 million in respect of the restructuring of Irish brewing
operations were included within operating costs in the year ended
30June 2008.

Postemployment plans
Post employment costs for the year ended 30 June 2009 were £63
million (2008 — £53 million) of which £65 million (2008 — £99 million)
was included in operating costs and income of £2 million (2008 — £46
million) was included in net finance charges. Exceptional pension
curtailment gains were £32 million for the yearended 30 June 2009.
The deficit before taxation in respect of post employment plans
increased by £975 million from £408 million at 30 June 2008 to
£1,383 million at 30 June 2009. The increase in the deficit is primarily
aresultofareduction in the value of the assets held by the plans,and
alower discount rate, partly offset by a lower inflation rate.

Operating profit

Reported operating profit for the year ended 30 June 2009 increased
by £206 millionto £2,418 million from £2,212 million in the prior year.
Exchange rate movements increased operating profit for the year
ended 30 June 2009 by £152 million. Excluding exceptional costs,
operating profit for the year ended 30 June 2009 increased by

£298 million to £2,588 million from £2,290 million in the prior year.
Exchange rate movements increased operating profit before
exceptional items by £165 million.



Acquisitions

Brand additions made inthe year ended 30 June 2008, principally
Ketel One vodka, Rosenblum Cellars wine and the distribution rights
for Zacapa rum, contributed £151 million to net sales and £43 million
to operating profitin the year ended 30 June 2009 in addition to the
organic element.

Sale of businesses
Inthe yearended 30 June 2008, a gain of £9 million arose from the sale
of businesses.

Net finance charges
Net finance charges increased from £319 million in the year ended
30June 2008 to £592 million in the year ended 30 June 2009.

The netinterest charge for the year ended 30 June 2009 increased
by £175 millionto £516 million from £341 million in the prior year. This
increase resulted principally from the increase in net borrowings in the
year,adverse exchange rate movements of £64 million and an increase
inthe adverse impact of the revaluation to year end market rates of
interest rate swaps under IAS 39 of £8 million.

Net other finance charges for the year ended 30 June 2009 were
£76 million (2008 — net other finance income of £22 million). There was
areduction of £44 million inincome in respect of the group’s post
employment plans from £46 million in the year ended 30 June 2008 to
£2 millionin the year ended 30 June 2009. Other finance charges also
include £33 million (2008 - £5 million income) in respect of exchange
rate translation differences on inter-company funding arrangements
that do not meet the accounting criteria for recognition in equity under
IAS 21,£11 million (2008 - £6 million) in respect of exchange movements
on netborrowings not in a hedge relationship and therefore recognised
inthe income statement, £21 million (2008 - £17 million) on unwinding
of discounts on liabilities and £13 million (2008 — £6 million) in respect of
otherfinance charges.

Associates

The group's share of associates’ profits after interest and tax was

£164 million for the year ended 30 June 2009 compared to £176 million
inthe prior year. Diageo's 34% equity interest in Moét Hennessy
contributed £151 million (2008 - £161 million) to share of associates’
profits after interest and tax.

Profit before taxation
Profit before taxation decreased by £88 million from £2,078 million
t0 £1,990 million in the yearended 30 June 2009.

Operating results 2009

Taxation

The reported tax rate for the year ended 30 June 2009 is 14.4%
compared with 24.9% for the year ended 30 June 2008. Factors that
reduced the reported tax rate in the yearincluded settlements agreed
with tax authorities that gave rise to changes in the value of deferred
taxassets and tax provisions. The underlying tax rate for continuing
operations for the year ended 30 June 2009 was 22.1% compared with
24.5% for the year ended 30 June 2008.

Discontinued operations

In connection with the past disposal of the Pillsbury business, Diageo
guaranteed debt of a third party until November 2009 and profit after
taxfrom discontinued operations in the year ended 30 June 2009 of

£2 million (2008 — £2 million) represents a provision release in respect
of this.Inthe year ended 30 June 2008 there was a £ 24 million tax credit
relating to the disposal of the Pillsbury business.
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Return on average total invested capital

Calculations for the return on average total invested capital for the years ended 30 June 2009 and 30 June 2008 were as follows:

2009 2008
(restated) (restated)
£million £ million
Operating profit 2,418 2212
Exceptional items 170 78
Associates’ profits after interest and tax 164 176
Tax at the underlying tax rate of 22.1% (2008 — 24.5%)" (608) (604)
2,144 1,862
Average net assets (excluding net post employment liabilities) 4,758 4,379
Average net borrowings 7427 5672
Average integration and restructuring costs (net of tax) 1,049 955
Goodwillat 1 July 2004 1,562 1,562
Average total invested capital 14,796 12,568
Return on average total invested capital® 14.5% 14.8%
Economic profit
Calculations for economic profit for the years ended 30 June 2009 and 30 June 2008 were as follows:
2009 2008
(restated) (restated)
£million £million
Average total invested capital (see above) 14,796 12,568
Operating profit 2,418 2212
Exceptional items 170 78
Associates’ profits after interest and tax 164 176
Tax at the underlying tax rate of 22.1% (2008 — 24.5%)" (608) (604)
2,144 1,862
Capital charge at 9% of average total invested capital (1,332) (1,131)
Economic profit® 812 731

Notes

(1) The group’s reported tax rate for the year ended 30 June 2009 is 14.4% (2008 — 24.9%). Adjusting the reported tax rate to exclude the exceptional tax credit of £155 million in
respect of the impact of settlements agreed with tax authorities and the net operating exceptional charges of £170 million and the associated tax credit of £37 million, the group
has an underlying tax rate of 22.1% for the year ended 30 June 2009. Adjusting the reported tax rate for the year ended 30 June 2008 to exclude the net exceptional charges of

£69 million and the associated tax credit of £8 million, the group had an underlying tax rate of 24.5%.

(2) Thereturn on average total invested capital for the year ended 30 June 2009 was reported as 14.6% (2008 — 14.9%) in the 2009 annual report prior to restatement for changes

in accounting policies.

(3) Economic profit for the year ended 30 June 2009 was reported as £825 million (2008 — £739 million) in the 2009 annual report prior to restatement for changes in

accounting policies.
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Analysis by business area and brand &
]
The organic movements for the year ended 30 June 2009 compared The organic movement calculations for volume, sales, net sales, §
with the year ended 30 June 2008 are calculated using the same marketing spend and operating profit before exceptional items for the 0
methodology as the organic movements for the year ended 30 June year ended 30 June 2009 were as follows: 5
2010 with the year ended 30 June 2009. 5
<
Acquisitions
2008 and Organic 2009

Reported disposals movement Reported Organic

units units units units movement

million million million million %
Volume Z
North America 511 18 0.1 53.0 - =1
Europe 416 - (2.6) 39.0 (6) é
International 386" - (1.6) 37.0% (4) a
Asia Pacific 132 - (1.4) 1.8 (1 E
Total 144.5% 18 (5.5) 140.8* (@) -

*Decreased by 0.5 million equivalent units from the figures reported for the years ended 30 June 2009 and 30 June 2008. All volume figures for the International region in this section
have been amended accordingly.

Acquisitions
2008 and Organic 2009 Organic
Reported Exchange!” disposals movement Reported movement
£ million £ million £ million £million £ million % w
c
Sales Z
D
North America 2,965 715 149 29 3,858 1 a
Europe 4,046 353 7 (127) 4,279 (3) %.
International 2,376 192 3 232 2,803 9 S
Asia Pacific 1,168 99 1 - 1,268 -
Corporate 88 3 - (16) 75 (18)
Total sales 10,643 1,362 160 118 12,283 1
(@)
e}
3
5
>
8
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>
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Acquisitions
2008 and Organic 2009 Organic

Reported Exchange!” disposals®?  movement Reported movement

£ million £ million £ million £million £million %
Net sales
North America 2,523 602 142 23 3,290 1
Europe 2,630 260 6 (146) 2,750 (5)
International 1,971 156 2 157 2,286 7
Asia Pacific 877 74 1 (42) 910 4)
Corporate 89 3 - (17) 75
Total net sales 8,090 1,095 151 (25) 9,311 -
Excise duties 2,553 2,972
Total sales 10,643 12,283
Marketing spend®
North America 369 85 21 (44) 431 (10)
Europe 437 45 4 (57) 429 (12)
International 246 19 1 7) 259 (3)
Asia Pacific 192 28 - (12) 208 (5)
Total marketing spend 1,244 177 26 (120) 1,327 (8)
Operating profit®
North America 928 180 45 (15) 1,138 (1)
Europe 788 73 ) (6) 853 (1)
International 576 10 - 63 649 11
Asia Pacific 159 (4) - 4 159 3
Corporate (16e1) (94) - 44 (211)
Total operating profit before exceptional items 2,290 165 43 90 2,588 4
Exceptional items® (78) (170)
Total operating profit 2,212 2,418

Notes

(1) The exchange adjustments for sales, net sales and operating profit are primarily the retranslation of prior period reported results at current period exchange rates and are
principally inrespect of the US dollar and the euro.

(2) Theimpacts of acquisitions and disposals are excluded from the organic movement percentages.
Acquisitions in the year ended 30 June 2008 that affected volume, sales, net sales and operating profit were Ketel One Worldwide BV, Rosenblum Cellars and the distribution
rights for Zacapa rum. There were no disposals.

(3) Operating exceptional items in the year ended 30 June 2009 comprised charges of £166 million in respect of the global restructuring programme and £4 million in respect of the
restructuring of Irish brewing operations. Operating exceptional itemsin the year ended 30 June 2008 comprised restructuring costs for Irish brewing operations of £78 million.

(4) The figures for the years ended 30 June 2009 and 30 June 2008 have been restated following the adoption of the amendment to IAS 38 - Intangible assets and IFRS 8 - Operating
segments and the change to the accounting treatment of returnables. See note 1 to the consolidated financial statements and page 115 for an explanation of the effect of the
restatements.

Corporate revenue and costs transactionimpact was taken to Corporate. In addition there was

Net sales decreased by £14 million in the year ended 30 June 2009 to anegative year on yeartranslation impact of £8 million in Corporate.

£75 million, from £89 million in the prior year. Net operating costs before  The regions are reported using forecast transaction exchange rates

exceptional items increased by £50 millionin the year ended 30 June with the difference between forecast and achieved rates being

2009 to £211 million, from £161 million in the prior year. included in Corporate. This amounted to a benefit of £32 million
Diageo undertakes the majority of its currency transaction inthe year. There was a £12 million reduction in underlying

hedging centrally and therefore £86 million of negative year on year Corporate net costs.



Key highlights

« Despite the difficult economic environment,
North America delivered net sales growth

« Total spirits volume grew 1% with 3 percentage
points of price/mix. Smirnoff vodka, Captain
Morgan and Jose Cuervo positioned in the more
resilient premium segment contributed most to
net sales growth

+ Vodka remained the largest and most resilient of
the major categories in the United States. Diageo
out-performed the category as a whole, growing
net sales 16% led by Smirnoff in the premium
segment and Ciroc and Ketel One vodka at higher
price points

« Stock levels of beer and malt based ready to drink
brands were reduced adversely impacting mix

« Stock levels of spirits have reduced across
the supply chain

« Innovation launches contributed significantly
to overall performance as the focus on premium
spirits line extensions and pre-mixed cocktails
capitalised on consumer shifts

« Ketel One vodka performed ahead of expectations

« Marketing spend decreased as a result of media
efficiencies and a refocus away from beer and
ready to drink, however Diageo’s share of voice
in spirits improved

« Net sales growth of 7% in Canada was led by strong
performances of Captain Morgan of 19% and
Smirnoff vodka of 10%

Reported performance

Net salesincreased by £767 million in the year ended 30 June 2009 to
£3,290 million, from £2,523 million in the prior year. Reported operating
profit before exceptional items increased by £210 million in the year
ended 30 June 2009 to £1,138 million, from £928 million in the prior year.
Operating profitincreased by £187 million inthe year ended 30 June
2009 to £1,115 million, from £928 million in the prior year.

Organic performance

The weighted average exchange rate used to translate US dollar sales
and profit moved from £1 = $2.01 inthe year ended 30 June 2008 to
£1=3$160inthe yearended 30 June 2009. Exchange rate impacts
increased net sales by £602 million, acquisitions increased net sales
by £142 million and there was an organic increase in net sales of

£23 million. Exchange rate impacts increased operating profit by
£180 million, acquisitions increased operating profit by £45 million
and there was an organic decrease in operating profit of £15 million.

Despite the economic climate, the total beverage alcohol marketin
North America grew in both volume and value. Within spirits, there has
been atrend for consumers to trade out of the super and ultra premium
segments and down to lower price segments; however the premium
segment, where Diageo is most represented, has proved the most

Operating results 2009

North America
2009

Key measures

Organic Reported
2009 2008 movement movement
£million £ million % %
Volume - 4
Net sales 3,290 2,523 1 30
Marketing spend 431 369 (10) 17

Operating profit before
exceptional items 1,138 928 (1) 23
Operating profit 1,115 928 (1) 20

resilientand has gained share of the overall spirits category. As
consumer demand slowed stocklevels reduced in aggregate across the
whole supply chain. Spirits stocks with distributors at the end of June
2009 were higher when compared to June 2008, although there has
been a significant reduction in absolute levels since December. Stock
levels held by retailers are down year on year. The planned beerand
ready to drink stock reduction was completed successfully resulting in
net sales declines of 6% in beer and 8% in ready to drink. The slowdown
of the wine category, especially at price points above $25 per bottle has
ledtoadeclinein Diageo wine net sales of 7%. Overall price/mix of

1 percentage point was achieved by strong price increases in the first
half on premium brands partially offset by negative mix driven by
volume declines in the higher net sales per case scotch category and
ready to drink segment.

Smirnoff vodka grew as a result of higher marketing spend and
price increases on Smirnoff Red. Marketing spend increased 2% behind
core growth drivers reinforcing the quality message combined
with investment behind innovation launches on the Smirnoff
Flavoursrange.

Johnnie Walker was impacted by the economic climate that led
to the total scotch category declining 3% in value with weaker
performance in the deluxe segment. Johnnie Walker Red Label net
sales declined 2% and Black Label declined 7% but both gained share of
their segments while maintaining price premiums. Inthe super deluxe
segment, Johnnie Walker Blue Label experienced double digit declines
and marketing spend was re-directed towards Johnnie Walker Black
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Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands (2) (2) (2) 22
Local priority brands* 1 - 19 47
Category brands* 6 11 6 36
Total - 1 4 30
Key spirits brands:**
Smirnoff 1 6 1 30
Johnnie Walker (6) (8) (6) 14
Captain Morgan 3 7 3 32
Baileys (5 (5 (5) 16
Jose Cuervo 3 4 3 30
Tanqueray (12) (12) (12) 10
Crown Royal (1 (1) (1) 23
Guinness 1mn 6) 11 15
Readly to drink (10) 8) (10) 14

* Brand additions in the year ended 30 June 2008 Ketel One vodka and Rosenblum Cellars wine are included in local priority brands while Zacapa rumis included in category brands.

** Spirits brands excluding ready to drink.

Label.Investment behind the ‘Strides” marketing campaign and
driving loyalty through relationship marketing have led to strong
improvements across key brand equity measures.

Captain Morgan had a strong year, delivering volume and net sales
growth and share gains. Four percentage points of positive price/mix
was delivered through price increases on Original Spiced Rum and the
launch of the higher priced Captain Morgan 100. Increased marketing
spend behind the ‘Got a little Captain in you' television campaign led
to share gainsin the rum category and improved brand equity scores.

The liqueur category has been among the hardest hitin the
current economic environment and Baileys net sales declined but share
was maintained. The decline of Original Irish Cream was partially offset
by the successful launch of Baileys with a hint of Coffee.

Jose Cuervo grew volume 3% and net sales 4%. Share gains on
Jose Cuervo Gold driven by anincrease in distribution points and the
launch of Jose Cuervo Silver more than offset weakness in the on-trade.

Tanqueray net sales declined 12% in line with volumes as price
increases on the core London Dry variant were offset by faster declines
on the higher priced variants Tanqueray No.10 and Rangpur. Marketing
investment was reduced as spend was re-directed to fund proven
growth drivers on other brands.

Crown Royal volume and net sales declined 1%. Positive net sales
growth on the core variant was more than offset by the poor economic
conditionsimpacting the higher priced Reserve and Cask 16 variants.
Crown Royalin Canada under-performed the United States, as price
increases were not followed by the competition leading to price gaps
atretail thatimpacted volume.

Guinness net sales declined 6% as a result of three factors: the
planned stock reduction, consumers trading out of the higher priced
imported beer segment and into domestic beer,and overall weakness
in the on-trade which particularly impacted keg volume. Price increases
on both keg and packaged Guinness contributed 5 percentage points
of price/mix.

Local priority brands grew volume 1% and held net sales flat driven
by the organic contribution of Ketel One vodka and sales of Seagram’s 7.
This was offset by the decline in US wines, in particular on Chalone
wines, as consumers traded down from higher price points. To offset
this, Diageo wines increased promotional activity in the second halfand
launched a number of new products at price-points of $10 and below.

Category brand volume grew 6% and net sales grew 11%reflecting the
opportunities presented by Diageo'’s broad brand range. Ciroc vodka
continued its strong growth trajectory, as a result of the combination
of Diageo, Sean Combs and the brand itself, and grew volume 137%
and net sales 159%. At the other end of the pricing spectrum and
capitalising on the consumer shift towards value brands were Gordon’s
ginwith net sales up 9%, Gordon's vodka up 11% and Popov vodka

up 14%.

Ready todrink net sales declined 8% as a result of segment decline
and the planned stock reduction. Diageo continued to innovate in this
segment with the launch of several new Smirnoff Ice flavoursand a
range of ready to serve Smirnoff Cocktails, reflecting the trend for
increased at-home consumption.

Marketing spendfor the year decreased 10% due to a reduction of
investment behind those brands and segments mostimpacted by the
current economic climate and media rate deflation. While investment
behind ready to drink, beer and Tanqueray decreased, proven growth
drivers elsewhere in the brand range were fully supported, in particular
on Captain Morgan, Ciroc vodka and innovation launches. Overall,
Diageo’s share of voice of total spirits advertising spend increased
4 percentage points.

Canada has also been affected by the global economic slowdown
but it has not experienced contractions on the scale of the United
States. Price increases on core spirits together with increased
marketing spend behind Smirnoff and Captain Morgan delivered
7% net sales growth.

Gross margin was adversely affected by input cost increases, the
negative mix effect of consumers trading down within brands and the
volume decline of higher gross margin segments and categories such
as ready to drink, scotch and liqueurs. Price increases on core variants
takeninthe first half plus reductions in overall marketing spend
combined to deliver constant operating profit for the year.



Key highlights

« Theregion was severely impacted by the
economic downturn, with conditions in Spain
and Ireland deteriorating significantly

« Great Britain outperformed a declining total
beverage alcohol market, growing net sales
despite the difficult trading environment

« Russia net sales grew 1% following a strong
first half although the worsening economic
conditions in the second half led to consumers
trading down, driving negative mix. In
response to this trend, smaller bottle sizes
at lower price points were introduced

+ Inadeclining beer category, Guinness
performed well with flat net sales across the
region and grew share in the on-trade in Great
Britain and Ireland supported by the 250"
Anniversary and ‘Alive Inside’ campaigns

Reported performance

Net salesincreased by £120 million in the yearended 30 June 2009 to
£2,750 million, from £2,630 million in the prior year. Reported operating
profit before exceptional items increased by £65 million inthe year
ended 30 June 2009 to £853 million, from £788 million in the prior year.
Operating profitincreased by £91 million in the yearended 30 June
2009to £801 million, from £788 million in the prior year.

Organic performance

The weighted average exchange rate used to translate euro sales and
profit moved from £1 =€1.36in the year ended 30 June 2008 to £1 =
€1.17 inthe yearended 30 June 2009. Exchange rate impacts increased
net sales by £260 million, acquisitions increased net sales by £6 million
and there was an organic decrease in net sales of £146 million. Exchange
rate impacts increased operating profit by £66 million, acquisitions
decreased operating profit by £2 million and there was an organic
decrease in operating profit of £6 million.

Operating results 2009

Key measures
Organic Reported
2009 2008 movement movement
£ million £ million % %
Volume (6) (6)
Net sales 2,750 2,630 (5) 5
Marketing spend 429 437 (12) @)
Operating profit before
exceptional items 853 788 (1)
Operating profit 801 788 (1) 13

In Great Britain net sales were up 2% driven by strong spiritsand wine
performance and Diageo gained share of beer in the on-trade and of
spiritsand wine in the off-trade. Bell's and Baileys performed strongly
with both brands gaining share in the on-trade and off-trade following
arobust Christmas. Smirnoff vodka net sales declined 3% as the

brand came underincreased pressure from heavily promoted
competitor brands.

The performance in Ireland was impacted by the continued
decline of the total beverage alcohol market where volume declined by
49 and value by 3%. Against this, Guinness net sales were flat as Diageo
maintained investment behind the brand with the 250" Anniversary
and the ‘Alive inside’ campaigns. For the second consecutive year
Guinness grew share in the key Republic of Ireland and Northern Ireland
on-trade channels.

In Spain volume was down 21% and net sales were down 20%in
line with market trends following the steep decline in the economy
from mid-November onwards. Rising unemployment, lower consumer
confidence and spending power reduced demand across consumer
categories and led to a shift from on-trade to off-trade impacting spirits
consumption. Significant de-stocking occurred as limited credit
availability in the market led to some wholesalers being unable to fund
their stock.
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Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands (8) (6) (8) 4
Local priority brands (6) (6) (6) 4
Category brands* (1 (2) (1) 8
Total (6) (5) (6) 5
Key brands:**
Smirnoff (8) (6) (8) -
Johnnie Walker (5) 4 (5) 7
Baileys ©) (10) 9 -
JeB (13) (13) (13) -
Guinness (6) - (6) 8
Ready to drink (17) (11) (17) )

* Brand additions in the year ended 30 June 2008 Ketel One vodka, Rosenblum Cellars wine and Zacapa rum are included in category brands.

** Spirits brands excluding ready to drink.

In Russia volume was up 2% and net sales were up 1% following a
strong first half performance. Johnnie Walker remained the key brand
and accounted for almost 50% of net sales. Price/mix was down

1 percentage point as consumers traded down from deluxe to standard
scotch and both Johnnie Walker Red Label and White Horse grew share.
In many markets in Eastern Europe Diageo’s key brands gained share.

Smirnoff vodka net sales were down 6% with declines in Great
Britain and Spain partially offset by net sales growth in Continental
Europe. Smirnoff continued to be the number one premium spirit in
Great Britain and grew share in Ireland.

Johnnie Walker net sales decreased by 4% mainly driven by the
performance in Spain and Russia. The brand continued to perform well
in Greece where Johnnie Walker Black Label grew net sales by 14%
following the successful launch of the anniversary pack supported by
the ‘Strides’and ‘Crossroads’ campaigns. The brand benefited from
priceincreases in all markets leading to positive price/mix in the region.

Baileys net sales were down 10%. The overall decline of the brand
was mainly due to performance in Iberia, where net sales declined in
line with the category. In Great Britain both Baileys Original and the
Baileys Flavours variants grew volume and net sales with positive
price/mixfollowing the successful launch of Baileys Coffee.

JeBvolume and net sales were down 13%, principally due to
performance in Iberia where the economic environment has driven
asignificant decline in consumption and customer stock levels.

In Great Britain Guinness has now delivered 30 consecutive
months of volume share growth in the on-trade and therefore despite
the difficult on-trade beer segment, net sales of Guinness declined
only 1%.Inthe second half net sales were flat, while the beer market
continued to decline driven by the switch from on-trade to off-trade
and the increase in beer duty. This share gain was driven by the
execution of a new strategy to focus on less frequent purchasers,
investment behind the 250™ Celebration and the 17:59' and ‘Alive
inside’ campaigns. In Ireland net sales were also flat and Guinness grew
share in key on-trade channels.

Local priority brand net sales were down 6% driven by Cacique and
CardhuinIberiaand the agency beer brands in Ireland partially offset
by Harp, which benefited from the continued rollout of Harp Ice Cold.
Bell's had good net sales and volume growth in Great Britain, driven by
the launch of Bell's Original supported by a marketing programme
called ‘The Spirit of Arthur Bell' which included television, newspaper
and direct mail advertising.

Category brand volume was down 1% and net sales were down
2% with declinesin most markets offset by growth in Blossom Hill in
Great Britain and growth of White Horse scotch in Russia.

Ready to drink volume was down 17% as the segment continued
to decline. SmirnoffIce volume was down 20% in Great Britain although
the brand grew share in the on-trade.

Marketing spend was down 129 across the region particularly
driven by Spain and Ireland, countries where the economic conditions
were harder and the beverage alcohol consumption declined
more significantly.



Key highlights

« Volume growth in Africa and price increases in
both Africa and Latin America drove net sales
growth of 7%

+ Volume and net sales growth in Venezuela,
Mexico and Brazil, the three largest markets in
Latin America offset declines in the duty free
channelin Latin America andin the Caribbean

« Strong growth in beer with volume up 5% and
netsales up 17%

+ Pressure on the Global Travel business due to
declining passenger numbers and customer
de-stocking

« Marketing spend efficiencies in Latin America
and the transition of spend on ready to drink,
cider and beer brands into the new South
Africa joint venture offset increases on beer
and ready to drink elsewhere in Africa

Reported performance

Net salesincreased by £315 million in the year ended 30 June 2009 to
£2,286 million, from £1,971 million in the prior year. Reported operating
profit before exceptional items increased by £73 million in the year
ended 30 June 2009 to £649 million, from £576 million in the prior year.
Operating profitincreased by £51 millioninthe year ended 30 June
2009 to £627 million, from £576 million in the prior year.

Organic performance
Exchange rate impacts increased net sales by £156 million, acquisitions
increased net sales by £2 million and there was an organic increase in
net sales of £157 million. Exchange rate impacts decreased operating
profit by £5 million and there was an organic increase in operating profit
of £57 million.

Continued strong performance in Africa and net sales growth in
Latin America drove International performance as Global Travel was
impacted by the global economic weakness.

In International 70% of scotch net sales are in Latin America where
significant price increases were taken in the first half to offset the impact
of major devaluations of local currencies. The strengthening of the

US dollar particularly impacted the US dollar priced duty free business
inthe region. In the second halfa number of these currencies have
strengthened easing volume pressure, and prices have been
moderated in line with the currency movement. In Venezuela, Mexico

Operating results 2009

International
2009

Key measures
Organic Reported
2009 2008 movement movement
£million £ million % %
Volume (4) 4
Net sales 2,286 1,971 7 16
Marketing spend 259 246 (3) 5
Operating profit before
exceptional items 649 576 1 13
Operating profit 627 576 11

and Brazil volume and net sales grew with strong performances of
Buchanan’s, Johnnie Walker and Smirnoff ready to drink.

Similarly Africa accounts for 90% of beer net sales in the region and
performed strongly driven by Guinness, local beer brands and a strong
innovation pipeline. Although growth slowed in the second half of the
year as the region started to be impacted by the global economic
downturn, volume was up 2% and net sales grew 16%.

Global Travel continued to be impacted as global economic
weakness ledto a decline in passenger numbers and de-stocking in
travel retail. Lower volumein the super deluxe segment led to negative
mix. In the Middle East, volume grew 3% and net sales grew 6%
primarily from the growth in standard scotch.

Smirnoff vodka volume was flat and net sales were up 9%. Volume
performance was driven by growth in Brazil and South Africa offset by
declinesin the Global Travel and Middle East business and the
Caribbean. Net sales growth was driven by price increases in Brazil and
South Africa.

Johnnie Walker volume declined by 12% and net sales by 3%.
Johnnie Walker Red Label grew net sales following strong growth in
Mexico while Johnnie Walker Black Label net sales were flat. Super
deluxe variants net sales declined as growth in Latin America, Africa
and the Middle East was offset by declinesin Global Travel.

Baileys net sales declined 11% as growth in Venezuela and Africa
was offset by the slowdown in the duty free channel.
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Operating results 2009

Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands (5) 5 (5) 12
Local priority brands - 9 - 20
Category brands (5) 11 (5) 20
Total (4) 7 (4) 16
Key brands:*
Smirnoff - 9 - 17
Johnnie Walker (12) (3) (12) 2
Baileys (16) (11 (16) ®)
JeB (15) 2 (15) 18
Guinness 3 15 3 28
Ready to drink 6 13 6 23

*Spirits brands excluding ready to drink.

Buchanan's net sales grew by 2% with strong volume and net sales
growthinVenezuela, the brand’s biggest market with net sales up 24%
andin Mexico where net sales were up 28%. Volume and net sales saw
declinesin the duty free channel in Latin Americaas aresult of
de-stocking and credit and currency issues impacted performance.

Guinness volume was up 3% and net sales grew 15% driven by the
continued performance of the brand in Africa where volume was up 4%
and net sales up 18%. Strong double-digit net sales growth was
achieved in Nigeria, Ghana and East Africa supported by on-trade
promotion around English Premier League football.

Local priority brands net sales grew 9% with consistent
performance across many markets. There was 8% volume and 15% net
sales growth in Africa, notably from Malta Guinness in Nigeria, Pilsner
and Tuskerin East Africaand Bell's in South Africa. Price increases across
the region offset the impact of the volume decline on scotch in
Latin America.

Category brand net sales were up 119% primarily as a result of Harp
in Nigeria, Cacique in Venezuela, Senatorin East Africa and Star in Ghana.

Ready to drink volume increased by 6% and net sales grew 13% on
price increases on Smirnoff ready to drink brands in most markets and
volume gainsin Latin America, especially Brazil, and in Nigeria. Volume
growth in Brazil, Nigeria and Cameroon offset a volume decrease in
South Africa where the ready to drink segment declined compared to
the prior year.

Inatough trading environment East Africa grew net sales 6%.
Excise duty increases on non-malted beer led to declining volumes of
Allsopps and Citizen though overall beer volumes were up driven by
Guinness, Tusker and Senator. Further excise duty increases negatively
impacted the spirits category with total spirits net sales declining 8%.

Nigeria had a strong performance with volume up 22% and net
sales up 30% driven by Guinness, Malta Guinness and Harp which all
took price increases in the period. SmirnoffIce performed well with
volume up over 50% while Malta Guinness continued to benefit from
the bottle relaunchin 2008.

South Africa’s global and local priority brands grew whilst category
brands declined as a result of the focus on driving value in scotch.
Smirnoff vodka drove global priority brand growth while growthin
local priority brands was driven by Bell's, which grew share and
maintained its position as the number one scotch in South Africa.

Ghanafaced a challenging year as a result of the economic
environment and water shortages in the first half which led to
constrained production and a full year volume decline of 6%. Strong
pricing led to net sales growth of 24% as price increases were taken to
coveroffthe increase in cost of goods arising as a result of the
devaluation of the Cedi.

Cameroon performed well with volume up 179% and net sales up
19%. Volume performance was driven by Guinness, Saltzenbrau and
the successful launch of Smirnoff lce in November. Net sales grew two
percentage points ahead of volume as price increases on Guinness
offset the small price decrease on Malta Quench, which broughtitin
line with competitor brands.

In Mexico strong volume and net sales growth of Johnnie Walker
and Buchanan’s drove overall scotch net sales up 38% and maintained
Diageo’sleadership position in the scotch category.

In Paraguay, Uruguay and Brazil volume declines in scotch were
partially offset by growth in Smirnoff vodka while net sales grew as price
increases, particularly on scotch brands were made in the individual
markets. Positive channel mix with stronger volumes from the higher
value Brazil domestic channel helped to grow the top line.

Strong performance of deluxe and super deluxe scotch along with
Cacique growth ahead of the rum category drove volume and net sales
growthin Venezuela. Johnnie Walker, Buchanan'sand Old Parr all grew
net sales by double digits as price increases were put throughinline
with Diageo's scotch strategy.

Marketing spend in the region declined by 3% as increased spend
in Nigeriaand Cameroon was offset by efficiencies in Latin Americaand
the transfer of ready to drink, cider and beer brand spend to the new
South African venture.



Key highlights

+ Net sales declines were primarily driven by
the impact of the excise duty increase on ready
to drink products in Australia

+ Declining consumer confidence and supply
chaininventory reductions have impacted
performance particularly in China and
South East Asia

+ Top and bottom line growth in Korea and
share gains for Windsor following the return
to in-market company distribution

« Price/mix benefit of 7 percentage points came
from the return to in-market distribution in
Korea and strong price increases on scotch
brands offset by negative product mix from
lower volume in the higher net sales per case
ready to drink segment

+ Marketing spend decreased 5% although
investment behind spirits grew 7% reflecting
the importance of this category to future
growth of the region

Reported performance

Net sales increased by £33 million in the yearended 30 June 2009 to
£910 million, from £877 million in the prior year. Reported operating
profit before exceptional items remained unchanged at £159 million in
the yearended 30 June 2009. Operating profit decreased by £35 million
inthe yearended 30 June 2009 to £124 million, from £159 million in the
prior year.

Organic performance

Exchange rate impacts increased net sales by £74 million, acquisitions
increased net sales by £1 million and there was an organic decrease in
net sales of £42 million. Exchange rate impacts decreased operating
profit by £6 million and there was an organic increase in operating profit
of £4 million.

Operating results 2009

Asia Pacific
2009

Key measures

Organic Reported
2009 2008 movement movement
£ million £ million % %
Volume (11) (11)
Net sales 910 877 (4) 4
Marketing spend 208 192 (5) 8

Operating profit before
exceptional items 159 159 3 -
Operating profit 124 159 3 (22)

Smirnoffvodka grew volume 1% and net sales 13% in the region led by
astrong performance from Australia, which grew volume 12% and net
sales 38%. Strong price/mix was delivered by price increases taken in
the first half combined with positive mix from the strong volume
growth of the higher priced Smirnoff Black variant due to the successful
‘Bond’activation.

Johnnie Walker performance across the region was heavily
impacted by the economic slowdown, which impacted consumer
confidence andled to weakness in the on-trade and supply chain
inventory reductions in key markets. Within the variants, Johnnie Walker
Red Label performed well in the standard segment with net sales down
6% and grew share in its largest markets of Thailand and Australia.
Johnnie Walker Black Label and super deluxe were down 13% as they
were disproportionately affected by the weakness of the traditional
on-trade in key markets such as China and South East Asia. The
successful launch of Johnnie Walker Gold Label Reserve across the
region provided a new premium offering for the brand and partially
mitigated declines in the super deluxe segment.

Bundaberg rumin Australia benefited from consumers trading out
of the ready to drink segment but remaining loyal to the brand, and
delivered 17% volume growth. Price increases implemented in the first
half taken together with the successful launch of the premium priced
Bundaberg Red combined to deliver 12 percentage points of price/mix
and share gains.
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Operating results 2009

Organic Organic Reported Reported
volume netsales volume netsales
movement movement movement movement
Brand performance % % % %
Global priority brands (14) (8) (14) 2
Local priority brands (1 8 (1) 8
Category brands (10) (8) (10) 3
Total (11 4 (11) 4
Key brands:*
Smirnoff 1 13 1 24
Johnnie Walker (20) (12) (20) (1)
Bundaberg rum 17 29 17 34
Windsor 3 22 3 17
Guinness 5 6 5 20
Ready to drink (26) (22) (26) 17)

*Spirits brands excluding ready to drink.

Windsor continued to grow share in its largest market of Korea, more
than offsetting the scotch category decline and also benefited from
the return of in-market distribution to deliver net sales growth of 23%
in Korea. Price increases on the main 12 and 17 year-old variants plus
the introduction of a new bottle design led to Windsor ending the
year as the clear number one scotch brand in Korea having gained

5 percentage points of share.

Guinness grew net sales 6% as the brand proved resilientin the
turbulent economic environment, growing 11%in its largest market
of South East Asia.

Australia remained the key market for Diageo's ready to drink
brands in Asia Pacific. A 70% duty increase on spirit-based ready to drink
brandsimposed by the Australian governmentin April 2008 resulted in
adecrease of 27% in volume and 23%in net sales in Australia this year.

Theimpact of this duty increase was less severe in the final quarter
as sales beganto lap higher prices from the last financial year.

Local priority brands, mainly comprised of Windsor in Korea and
Bundaberg in Australia, grew net sales 8%.

Category brands net sales declined 8% primarily as a result of
volume decline in value scotch brands such as Haig in India and Spey
Royal in Thailand in line with Diageo’s scotch value strategy.

In Australia net sales declined 10% as the weakness in the ready to
drink segment was partially offset by a 13% net sales increase on spirits.
This was driven by share gains on Bundaberg and Johnnie Walkerand a
successful innovation programme on the Bundaberg and Smirnoff
trademarks. Excluding ready to drink, Australia grew net sales 11%.

Afullyear of sales through the normal route to market in Korea had
apositive effect on price/mix as volume was down 3% but net sales
were up 16% reflecting higher net sales per case rates than in the
comparable period. The two main brands in Korea, Windsor and
Johnnie Walker, both grew volume and net sales, more than offsetting
scotch category declines.

In Ching, low consumer confidence levels severely impacted
consumption occasions as consumers reduced purchase frequency,
especially in the traditional on-trade channel which accounts for almost
half of the sales of international spirits in the market. In addition, trade
de-stocking at the secondary and tertiary tiers reduced volumes to
wholesalers in the South and East of the country where Johnnie Walker
is strongest. Net sales of brands through the Diageo China organisation
grew strongly albeit from a low base as they derived the majority of
sales through the modern on-trade channel which has been less
impacted by the financial crisis.

In India net sales declined 3%. Inappropriately high stock levels
across many brands at 31 December 2008 were de-stocked in the
second half. For the full year the volume decline in Smirnoff and Haig
was only partially offset by growth in Johnnie Walker, Shark Tooth
and VAT 69.

Taiwan grew net sales 7%. Price increases on Johnnie Walker and
the continued success of The Singleton roll out combined to
outperform the 11% volume decline in the scotch category.

Thailand saw net sales decline 3% but recorded share gains on
Johnnie Walker Red and Black Labels, Benmore and Smirnoff.

Marketing spend declined 5% overall as a result of the reduction in
spend behind ready to drinkin Australia. However, investment behind
spiritsincreased 7% reflecting the benefit of the transfer of advertising
spend back to the in-market company in Korea and the importance of
this category to future growth.
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Trend information g
Thefollowing comments were made by Paul Walsh, chief executive of Diageo, in Diageo’s preliminary announcement on 26 August 2010: §
3
D
"As expected this has been a year of challenges and opportunities. Our performance was much stronger in the second half than in the first: our %
performance in the developing markets drove overall growth while markets in North America and Europe remained weak. However, even though g
markets and categories have been affected in different ways and to differing degrees, we have been consistent in our focus to deliver growth and =
build a stronger business for the future. We increased marketing in growing categories, delivering 5% organic net sales growth in scotch and 5%
organic net sales growth in beer, and in growing markets with organic marketing spend up 13% in International,and behind our leading brands
especially Johnnie Walker, Smirnoff and Captain Morgan. As a result we have outperformed and delivered share gains across most of our biggest
markets. We launched innovations to meet the opportunities which changing consumer and customer trends offer. We have invested to strengthen
ourroutes to market especially in Asia and we are building industry leading customer marketing skills in the on and off trade with our key customers. @
We have delivered very strong cash flow and return on invested capital increased to 14.8%. ﬁ
Theimpact of the global economic crisis varied by market and the strength of the recovery appears to be equally variable. However, as we g
demonstrated this year, the global diversity of our business, together with the strength and range of our brands and the agility we have g
demonstrated gives us confidence thatin fiscal 2011 we will be able to improve on the organic operating profit growth we have delivered this year. g
We are recommending a 6% increase in the final dividend and expect to at least maintain this rate of dividend growth in fiscal 2011/ S
Liquidity and capital resources
Cashflow
A summary of the cash flow and reconciliation to movement in net borrowings for the three years ended 30 June 2010 s as follows:
Yearended 30June g
2009 2008 2
2010 (restated) (restated) 2
£million £ million £ million rsn.
Operating profit after exceptional items 2,574 2418 2212 2
Depreciation and amortisation 372 300 248
Movements in working capital 334 (253) (268)
Dividend income from associates 1M 179 143
Otheritems (207) 10 (10)
Cash generated from operations 3,184 2,654 2325
Net interest paid (305) (415) (320) o
Dividends paid to equity minority interests (107) (98) (56) %
Taxation paid (474) (522) (369) §
Net cash from operating activities 2,298 1,619 1,580 o)
Net investment in property, plant and equipment and computer software (231) (341) (282)
Net (purchase)/disposal of other investments (43) (24) 4
Payment into escrow in respect of the Diageo UK Pension Scheme - (50) (50)
Free cash flow 2,024 1,204 1,252
Net purchase of businesses (205) (101) (571)
Proceeds from issue of share capital - - 1
Net sale/(purchase) of own shares for share schemes 85 (38) (78) -
Own shares repurchased - (354) (1,008) g
Net (decrease)/increase in loans (422) 256 1,094 cQ_)
Equity dividends paid (914) (870) (857) §
Netincrease/(decrease) in net cash and cash equivalents 568 97 (167) %
Net decrease/(increase) in loans 422 (256) (1,094) Z
Exchange differences (429) (784) (372)
Other non-cash items (96) (29) 31
Decrease/(increase) in net borrowings 465 (972) (1,602)
Net borrowings at the beginning of the year (7,419) (6,447) (4,845)
Net borrowings at the end of the year (6,954) (7419) (6,447)
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The primary source of the group's liquidity over the last three financial years has been cash generated from operations. These funds have generally
been used to pay interest, taxes and dividend, and to fund capital expenditure, acquisitions and share repurchases.

Net cash from operating activities

Cash generated from operations increased from £2,654 million in the year ended 30 June 2009 to £3,184 million in the year ended 30 June 2010.
Thisincrease of £530 million primarily arose from an increase of £156 million in operating profit, an increase of £587 million in cash flows from net
movements in working capital, partly offset by a reduction of £63 million in the dividend received from Moét Hennessy. Cash generated from
operations s after exceptional restructuring costs of £145 million (2009 - £53 million; 2008 —£4 million). The reduction in working capital of

£334 million (2009 — increase of £253 million) was mainly achieved through initiatives to improve the collection of receivables and by agreeing new
payment terms with certain suppliers. In the year ended 30 June 2010 inventories increased by £104 million (2009 — £236 million; 2008 — £202 million)
principally in respect of maturing inventories to satisfy forecast demand. Other items include £114 million of cash contributions to post employment
schemes in excess of the income statement charge (2009 - £68 million higher contributions; 2008 — £13 million lower contributions) and gains on
sale of property, included in operating profit, of £89 million (2009 - £6 million; 2008 — £24 million) partly offset by the fair value charge in respect

of share-based incentive plans of £31 million (2009 - £31 million; 2008 — £26 million). Net interest payable in the year ended 30 June 2010 was

£110 million lower than the year ended 30 June 2009 primarily due to lower interest rates on floating rate debt and the receipt of £113 million
following the renegotiation of the terms of certain interest rate swaps. Tax payments in the years ended 30 June 2010 and 2009 were higher than
inthe yearended 30 June 2008 primarily as a result of settlements agreed with tax authorities paid over two years.

Net cash from investing activities

The purchase of tangible fixed assets and computer software increased from £355 million in the year ended 30 June 2009 to £374 million in the year
ended 30 June 2010. The expenditure was incurred on a number of projects throughout the world with the largest projects in Global Supply in
Scotland and North America. Additional expenditure was invested in returnable bottles in Nigeria and Kenya and casks in Scotland. Property
disposalsincreased from £14 million in the year ended 30 June 2009 to £143 million in the year ended 30 June 2010. Property disposals in the year
ended 30 June 2010 included the receipt of £134 million on the sale and leaseback of land located in Napa Valley, California. This land was purchased
by athird party and leased back to the group for aninitial period of 20 years with Diageo holding options, exercisable at fair value, to extend the lease
term up toatotal of 80 years. In addition, the wineries associated with the land have been sold to the same third party and leased back for the same
period. The winery leases are accounted for as finance leases and therefore the cash received from the sale of the wineries of £36 million has been
included in financing activities in the consolidated statement of cash flows.

In the year ended 30 June 2010 expenditure of £206 million arose in respect of business acquisitions. This included £123 million deposited with
China's securities depositary and clearing agency, Shanghai branch in connection with a possible tender offer to the shareholders of Sichuan
ShuilingFang Co, Ltd. (see note 31(f) to the consolidated financial statements). It also included £25 million onthe purchase of a further equity stake
inthe London Group, the owner of the Nuvo brand, and an additional equity investment in DHN Drinks in South Africa.

In the yearended 30 June 2009 the group spent £102 million on acquisitions of which £35 million was in respect of the remaining 25% equity
stake in the company that owns the Smirnov brand in Russia, £18 million in respect of additional equity stake in Sichuan Chengdu Quanxing Group
Company Ltd.in Chinaand £19 million on Sedibeng Brewery (Pty) Limited, an associate company in South Africa.

In the yearended 30 June 2008 the group spent £575 million on acquisitions including £471 million on a 50% equity stake in Ketel One
Worldwide BV and £53 million on Rosenblum Cellars.

Free cash flow

Free cash flow increased by £820 million to £2,024 million in the year ended 30 June 2010. Free cash flow comprises net cash flow from operating
activities and net cash from investing activities apart from cash payments and receipts arising from the purchase and disposal of subsidiaries,
associates and businesses.

Cash flows from financing activities

Cashflows from financing activities included receipts from employees on the exercise of share options of £90 million (2009 — £39 million; 2008 - £65
million) and sale of treasury shares of £24 million (2009 and 2008 — £nil) less the net payments by the share trusts to purchase call options and shares
of £29 million (2009 — £77 million; 2008 — £143 million) for the future settlement of obligations under the employee share option schemes. There
were no share repurchases under the share buy back programme in the yearended 30 June 2010. In the year ended 30 June 2009 under the share
buy back programme 38 million (2008 — 97 million) ordinary shares were purchased for cancellation for a total consideration of £354 million
including expenses (2008 - £1,008 million). Equity dividends increased from £870 million in the year ended 30 June 2009 to £914 million in the year
ended 30June 2010.

Capital structure and targeted credit rating

The group’s management is committed to enhancing shareholder value in the long term, both by investing in the businesses and brands so as
toimprove the return on investment and by managing the capital structure. Diageo manages its capital structure to achieve capital efficiency,
maximise flexibility and give the appropriate level of access to debt markets at attractive cost levels. This is achieved by targeting a range of ratios
which are currently broadly consistent with a single A credit rating. Diageo would consider modifying these ratios in order to effect strategic
initiatives within its stated goals, which could have animpact onits rating.
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Capital repayments
The group regularly assesses its debt and equity capital levels against its stated policy for capital structure.

Authorisation was given by shareholders on 14 October 2009 to purchase a maximum of 249,964,000 shares at a minimum price of 28'Vios
pence and a maximum price of the higher of (a) 105% of the average of the middle market quotations foran ordinary share for the five preceding
business days and (b) the higher of the price of the last independent trade and the highest current independent bid on the London Stock Exchange
atthetime the purchase is carried out. The expiration date for the programme is 14 October 2010.

Borrowings
The group policy with regard to the expected maturity profile of borrowings is to limit the amount of such borrowings maturing within 12 months
to 50% of gross borrowings less money market demand deposits,and the level of commercial paper to 30% of gross borrowings less money market
demand deposits. In addition, it is group policy to maintain backstop facility terms from relationship banks to support commercial paper obligations.
The group’s net borrowings and gross borrowings in the tables below are measured at amortised cost with the exception of borrowings
designated in fair value hedge relationships, interest rate hedging instruments and foreign currency swaps and forwards. For borrowings
designated in fair value hedge relationships, Diageo recognises a fair value adjustment for the risk being hedged in the balance sheet, whereas
interest rate hedging instruments and foreign currency swaps and forwards are measured at fair value. Net borrowings, reported on this basis,
comprise the following:

30June

2010 2009 2008

£million £ million £ million

Overdrafts (55) (68) (31)
Other borrowings due within one year (532) (822) (1,632)
Borrowings due within one year (587) (890) (1,663)
Borrowings due between one and three years (2,189) (1,537) (802)
Borrowings due between three and five years (2,732) (2,747) (1,765)
Borrowings due after five years (3,256) (3,401) (2,978)
Fair value of foreign currency swaps and forwards 227 170 29
Fair value of interest rate hedging instruments 191 93 27
Finance lease liabilities 61) 1) )
Gross borrowings (8,407) (8333) (7,161)
Offset by: Cash and cash equivalents 1,453 914 714
Net borrowings (6,954) (7419 (6,447)

Based on average monthly net borrowings and interest charge, the effective interest rate for the year ended 30 June 2010 was 4.8% (2009 — 6.2%;
2008 -5.9%). For this calculation, the interest charge excludes finance charges unrelated to net borrowings, the forward element on derivative
financial instruments and fair value adjustments to interest rate swaps and borrowings.

Netborrowings designated in netinvestment hedge relationships amounted to £5,451 million as at 30 June 2010 (2009 — £5,266 million;
2008 - £5,396 million).

The group’s gross borrowings are denominated in the following currencies:

Total USdollar Sterling Euro Other
£million % % % %
Gross borrowings
2010 (8,407) 46 20 22 12
2009 (8333) 39 25 25 1
2008 (7,161) 38 17 33 12
Cash and cash equivalents are denominated in the following currencies:
Total USdollar Sterling Euro Other
£million % % % %
Cash and cash equivalents
2010 1,453 58 5 8 29
2009 914 29 9 30 32
2008 714 21 13 16 50
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In the yearended 30 June 2010, the group borrowed $500 million (£305 million) in the form of a global bond that matures in January 2015 with a
coupon of 3.25%. A $300 million (£184 million) medium term note and a $750 million (£493 million) global bond were repaid. In addition, $696 million
(£466 million) of outstanding 7.375% notes due in January 2014 were exchanged in May 2010 for $696 million (£466 million) of 4.828% notes due in
July 2020 plus an aggregate cash payment to holders of $125 million (£84 million). The debt exchange did not represent a substantial modification
of the term of the existing liability and was therefore not treated as an extinguishment of the original debt. In the year ended 30 June 2009, the
group borrowed $1,500 million (£909 million) in the form of a global bond that matures in January 2014 with a coupon of 7.375% and €1,000 million
(£855 million) inthe form of a global bond that matures in December 2014 with a coupon of 6.625%. A €500 million (£427 million) medium term note,
a $400 million (£242 million) medium term note and a $250 million (£152 million) medium term note were repaid.

When derivative transactions are undertaken with bank counterparties, Diageo may, where appropriate, enter into certain agreements with
such bank counterparties whereby the parties agree to post cash collateral for the benefit of the other if the net valuations of the derivatives are
above a pre-determined threshold. At 30 June 2010, the collateral received under these agreements amounted to $80 million (£54 million) and
€32 million (£26 million) (2009 - $84 million (£51 million); 2008 — £nil)).

The group had available undrawn committed bank facilities as follows:
Asat
30June
2010
£million

Expiring within one year 920

Expiring between one and two years 833

Expiring after two years 780
2,533

Commitment fees are paid on the undrawn portion of these facilities. Borrowings under these facilities are at prevailing LIBOR rates (dependent
on the period of drawdown) plus an agreed margin. These facilities can be used for general corporate purposes and, together with cash and cash
equivalents, support the group's commercial paper programmes. The committed bank facilities are subject to a single financial covenant, being
aminimum interest cover ratio of two times (defined as the ratio of operating profit before exceptional items aggregated with share of associates’
profits to netinterest). They are also subject to pari passu ranking and negative pledge covenants.

Any non-compliance with covenants underlying Diageo’s financing arrangements could, if not waived, constitute an event of default with
respect to any such arrangements, and any non-compliance with covenants may, in particular circumstances, lead to an acceleration of maturity on
certain notes and the inability to access committed facilities. Diageo was in full compliance with its financial, pari passu ranking and negative pledge
covenants throughout each of the periods presented.

Capital commitments not provided for at 30 June 2010, excluding the potential Chinese acquisition — see note 31(f) of the consolidated financial
statements, are estimated at £112 million (2009 — £202 million; 2008 — £130 million). Diageo management believes that it has sufficient funding for its
working capital requirements.

Contractual obligations

Payments due by period

Lessthan Morethan
Tyear 1-3years 3-5years 5years Total
£million £million £million £million £million

Asat30June 2010

Long term debt obligations 439 2,124 2,666 3,205 8,434
Interest obligations 461 829 600 1,335 3,225
Credit support obligations 80 - - - 80
Operating leases 95 147 108 322 672
Finance leases 8 16 12 80 116
Deferred consideration payable 3 25 - - 28
Purchase obligations 776 585 142 17 1,520
Provisions and other non-current payables 134 113 52 138 437
1,996 3,839 3,580 5,097 14,512

Long term debt obligations comprise the principal amount of borrowings (excluding foreign currency swaps) with an original maturity of greater
than one year. Interest obligations comprise interest payable on these borrowings. Where interest payments are on a floating rate basis, rates of each
cash flow until maturity of the instruments are calculated based on the forward yield curve at the last business day of the year ended 30 June 2010.
Credit support obligations represent liabilities to counterparty banks in respect of cash received as collateral under credit support agreements.
Purchase obligations include various long term purchase contracts entered into for the supply of certain raw materials, principally bulk whisky,
grapes, cans and glass bottles. The contracts are used to guarantee supply of raw materials over the long term and to enable more accurate
predictions of future costs. Provisions and other non-current payables exclude £14 million in respect of vacant properties and £75 million for onerous
contracts, which areincluded in operating leases and purchase obligations, respectively.

Potential income tax exposures included within corporate tax payable of £391 million (2009 - £532 million) and deferred tax liabilities are not
included in the table above, as the ultimate timing of settlement cannot be reasonably estimated.

Post employment benefitliabilities are also notincluded in the table above. The group makes service-based cash contributions to the UK
Pension Scheme which in the year ending 30 June 2011, are expected to be approximately £50 million. The company has agreed a deficit funding
plan with the trustee of the UK Scheme based on the trustee’s actuarial valuation at 31 March 2009 under which annual income of approximately
£25 million will be generated by the new funding structure for the UK Pension Scheme, commencing in the year ended 30 June 2011. The company
also agreed to make conditional contributions of up to £338 million if an equivalent reduction in deficitis not achieved over the 10 year term of the
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funding plan.In addition, Diageo has provisionally agreed a deficit funding arrangement in respect of the Guinness Ireland Group Pension Scheme

(the Irish Scheme) which is expected to result in additional annual contributions to the Irish Scheme of €21 million (£17 million) for the next 18 years.

The company also provisionally agreed to make conditional contributions of up to €188 million (£154 million) if an equivalent reduction in deficitis

notachieved overthe next 18 years. Annual contributions to the GrandMet Irish Pension Fund of €6 million (£5 million) have been agreed with the

Irish trustee for the next seven years. Contributions to other plans in the year ending 30 June 2011 are expected to be approximately £128 million.
Capital commitments at 30 June 2010 are excluded from the table above.

Off-balance sheet arrangements

Neither Diageo plc nor any member of the Diageo group has any off-balance sheet financing arrangements that currently have or are reasonably
likely to have a material future effect on the group’s financial condition, changes in financial condition, results of operations, liquidity, capital
expenditure or capital resources.

Risk management

This section on risk management forms part of the audited financial statements.

The group’s funding, liquidity and exposure to interest rate and foreign exchange rate risks are managed by the group’s treasury department.
Thetreasury department uses a combination of derivative and conventional financial instruments to manage these underlying risks.

Treasury operations are conducted within a framework of board-approved policies and guidelines, which are recommended and
subsequently monitored by the finance committee. This committee is described in the corporate governance report. These policies and guidelines
include benchmark exposure and/or hedge cover levels for key areas of treasury risk. The benchmarks, hedge cover and overall appropriateness of
Diageo's risk management policies are reviewed by the board following, for example, significant business, strategic or accounting changes. The
framewaork provides for limited defined levels of flexibility in execution to allow for the optimal application of the board-approved strategies.
Transactions giving rise to exposures away from the defined benchmark levels arising on the application of this flexibility are separately monitored
on adaily basis using value at risk analysis. These derivative financial instruments are carried at fair value and gains or losses are taken to the income
statement as they arise. In the year ended 30 June 2010 gains and losses on these transactions were not material.

The finance committee receives monthly reports on the activities of the treasury department, including any exposures away from the
defined benchmarks.

Currency risk

The group publishes its consolidated financial statements in sterling and conducts business in many foreign currencies. As a result, it is subject to
foreign currency exchange risk due to exchange rate movements, which affect the group’s transactions and the translation of the results and
underlying net assets of its foreign operations. Where hedge accounting is applied, hedges are documented and tested for effectiveness on an
ongoing basis. Diageo expects hedges entered into to continue to be effective and therefore does not expect the impact of ineffectiveness on the
income statement to be material.

Hedge of net investment in foreign operations

The group hedges a substantial portion of its exposure to fluctuations in the sterling value of its foreign operations by designating net borrowings
held inforeign currencies and by using foreign currency swaps and forwards. Where a liquid foreign exchange market exists, the group’s policy is to
seekto hedge currency exposure onits net investment in foreign operations within the following percentage bands: 80% to 100% for US dollars and
euros and 50% to 100% for other significant currencies. As at 30 June 2010, these ratios were 91% and 89% for US dollars and euros, respectively,and
between 66 and 75% for other significant currencies.

Exchange differences arising on the retranslation of foreign currency borrowings (including foreign currency swaps and forwards), to the extent
thatthey are in an effective hedge relationship, are recognised in other comprehensive income to match exchange differences on netinvestments
in foreign operations. Exchange differences on foreign currency borrowings not in a hedge relationship and any ineffectiveness are taken to the
income statement.

Transaction exposure hedging

For currencies in which there is an active market, the group’s policy is to seek to hedge between 60% and 100% of forecast transactional foreign
exchange rate risk, for up to a maximum of 21 months forward, using forward foreign currency exchange contracts with coverage levels increasing
nearer to the forecast transaction date. The effective portion of the gain or loss on the hedge is recognised in other comprehensive income and
recycled into the income statement at the same time as the underlying hedged transaction affects the income statement.

Any ineffectiveness is taken to the income statement.

Hedge of foreign currency debt

The group uses cross currency interest rate swaps to hedge the foreign currency risk associated with certain foreign currency denominated bonds.
The effective portion of the gain or loss on the hedge is recognised in other comprehensive income and recycled into the income statement at the
same time as the underlying hedged transaction affects the income statement. Any ineffectiveness is taken to the income statement.
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Interest rate risk

The group has an exposure to interest rate risk, arising principally on changes in US dollar, euro and sterling interest rates. To manage interest rate risk,
the group manages its proportion of fixed to floating rate borrowings within limits approved by the board, primarily through issuing fixed and
floating rate term debt and commercial paper, and by utilising interest rate derivatives. These practices serve to reduce the volatility of the group’s
reported financial performance. To facilitate operational efficiency and effective hedge accounting, the group’s policy is to maintain fixed rate
borrowings within a band of 40% to 60% of projected net borrowings, and the overall net borrowings portfolio is managed according to a duration
measure. A Board approved template specifies different duration guidelines and fixed/floating amortisation periods (time taken for the fixed
element of debt to reduce to zero) depending on different interest rate environments. The majority of Diageo's existing interest rate derivatives

are designated as hedges and these hedges are expected to be effective.

Liquidity risk

Liquidity risk is the risk that Diageo may encounter in meeting its obligations associated with financial liabilities that are settled by delivering cash
or otherfinancial assets. The group’s policy with regard to the expected maturity profile of borrowings is to limit the amount of such borrowings
maturing within 12 months to 50% of gross borrowings less money market demand deposits, and the level of commercial paper to 30% of gross
borrowings less money market demand deposits. In addition, it is group policy to maintain backstop facility terms from relationship banks to
support commercial paper obligations.

Credit risk

Creditrisk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to the group. Credit risk arises from
cash balances (including bank deposits and cash and cash equivalents), fixed income and money market investments and derivative financial
instruments, as well as credit exposures to customers, including outstanding receivables, financial guarantees and committed transactions. Credit
risk is managed separately for financial and business related credit exposures.

Financial credit risk

Diageo minimises its financial credit risk through the application of risk management policies approved and monitored by the board. Counterparties
are limited to major banks and financial institutions, and the policy restricts the exposure to any one counterparty by setting credit limits taking into
account the credit quality of the counterparty as assessed by Moody's, Standard and Poor’s or Fitch. The board also defines the types of financial
instruments which may be transacted. The group policy is designed to ensure that individual counterparty limits are adhered to and that there

are no significant concentrations of credit risk. Financial instruments are primarily transacted with major international financial institutions with
along term credit rating within the A band or better. The credit risk arising through the use of financial instruments for interest rate and currency

risk management is estimated with reference to the fair value of contracts with a positive value, rather than the notional amount of the

instruments themselves.

When derivative transactions are undertaken with bank counterparties, Diageo may, where appropriate, enter into certain agreements with
such bank counterparties whereby the parties agree to post cash collateral for the benefit of the other if the net valuations of the derivatives are
above a pre-determined threshold.

During the year ended 30 June 2010, Diageo reviewed the credit limits applied and continued to monitor the counterparties’ credit quality
reflecting market credit conditions.

Business related credit risk
Trade and other receivables exposures are managed locally in the operating units where they arise and credit limits are set as deemed appropriate
forthe customer. There is no concentration of credit risk with respect to trade and other receivables as the group has a large number of customers
which are internationally dispersed.

The maximum credit risk exposure of the group’s financial assets as at 30 June 2010 and 30 June 2009 was as follows:

2010 2009

£million £ million

Trade and other receivables (excluding taxes) 1,825 1,731
Accrued income 31 24
Assets held for sale 13 -
Cash and cash equivalents 1,453 914
Derivative financial assets 334 240
Other investments 117 231
Total 3,773 3,140

Derivative financial assets comprise the fair value of derivatives receivable from financial institutions partly offset by cash collateral received.
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Commodity price risk
The group uses long term purchase and commaodity futures contracts to hedge against price risk in certain commaodities. Long term purchase
contracts are used to secure prices with suppliers to protect against volatility in commaodity prices. All commodity futures contracts hedge a
projected future purchase of raw material. Commaodity futures contracts are held in the balance sheet at fair value. To the extent that they are
considered an effective hedge, the fair value movements are recognised in other comprehensive income and recycled into the income statement
atthe same time as the underlying hedged transaction affects the income statement.

Realised net losses recognised in the income statement in the year ended 30 June 2010 were £nil (2009 — £5 million). There are no open deals
on the balance sheet at 30 June 2010 (2009 — £nil).

Insurance
The group purchases insurance for commercial or, where required, for legal or contractual reasons. In addition, the group retains insurable risk
where external insurance is not considered an economic means of mitigating these risks.

Fair value measurements

This section on fair value measurement forms part of the audited financial statements.

The adoption of the amendment to IFRS 7 in the year ended 30 June 2010 requires enhanced disclosures about fair value measurements of
financial instruments through the use of a three-level fair value hierarchy that prioritises the valuation techniques used in fair value calculations.
The levels can be broadly described as follows:
- Level 1 —use of unadjusted quoted prices in active markets for identical assets or liabilities;
- Level 2 —use of observable inputs other than quoted prices included within level 1, such as quoted prices for similar assets or liabilities in active
markets;and
Level 3—use of inputs not based on observable market data but reflecting management’s own assumptions about pricing the asset or liability.

Diageo maintains policies and procedures to value instruments using the most relevant data available. If there are multiple inputs available that
fallinto different levels of the hierarchy, the instrument is categorised on the basis of the lowest levelinput.

Derivatives and other financial liabilities

Interest rate swaps, cross currency swaps and foreign currency forwards and swaps are valued in the market using discounted cash flow techniques.
These technigues incorporate inputs at levels 1and 2, such as interest rates and foreign currency exchange rates. These market inputs are used in the
discounted cash flow calculation incorporating the instrument’s term, notional amount and discount rate, and taking credit risk into account.

As significantinputs to the valuation are observable in the markets, these instruments are categorised as level 2 in the hierarchy.

The put option to acquire the remaining equity stake in Ketel One Worldwide is classified as a derivative financial liability with changes in fair
value included in operating profit. As this valuation of the option uses assumptions not observable in the market, it is categorised as a level 3
instrument in the fair value hierarchy.

The group’s financial assets and liabilities, excluding finance lease liabilities, measured at fair value at 30 June 2010 are categorised as follows:

Level1 Level2 Level3 Total
£million £million £million £million
Assets
Derivative assets - 570 - 570
Total assets - 570 - 570
Liabilities
Derivative liabilities - (229) (23) (252)
Other financial liabilities - - (28) (28)
Total liabilities - (229) (51) (280)

The movementsin level 3 instruments, measured on a recurring basis, for the year ended 30 June 2010 are as follows:

Other Total

Derivative financial level 3

liabilities liabilities  instruments

£million £million £million

At 30 June 2009 (40) - (40)
Deferred consideration payable - (26) (26)
Net gains/(losses) included in the consolidated statement of comprehensive income 17 ) 15
At 30June 2010 (23) (28) (51)
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Market risk sensitivity analysis

This section on market risk sensitivity analysis forms part of the audited financial statements.

The groupis using a sensitivity analysis technique that measures the estimated impacts on the income statement and other comprehensive
income of either an instantaneous increase or decrease of 0.5% (50 basis points) in market interest rates or a 10% strengthening or weakening in
sterling against all other currencies, from the rates applicable at 30 June 2010 (2009 - 100 basis points increase or decrease in market interest rates or
a 10% strengthening or weakening in sterling against all other currencies), for each class of financial instruments with all other variables remaining
constant. The sensitivity analysis excludes the impact of market risks on the net post employment benefit liability and corporate tax payable. This
analysis is forillustrative purposes only, as in practice interest and foreign exchange rates rarely change in isolation.

The sensitivity analysis is based on the following:

Financial instruments are valued at the balance sheet date using discounted cash flow techniques.

- Changesininterest rates affect the interestincome or expense of variable interest financial instruments.

+ Changesininterest rates only affect interestincome or expense in relation to financial instruments with fixed interest rates if these are recognised
atfairvalue.

- Changesininterest rates affect the fair value of derivative financial instruments designated as hedging instruments.
Changes in the fair values of derivative financial instruments and other financial assets and liabilities are estimated by discounting the future cash
flows to net present values using rates prevailing at the yearend.

« Allinterest rate, netinvestment and foreign currency cash flow hedges are expected to be highly effective.

The sensitivity analysis estimates the impact of changes in interest and foreign exchange rates. Actual results in the future may differ from these

results materially due to developments in the global financial markets which may cause fluctuations in interest and exchange rates to vary from the

hypothetical amounts disclosed in the following table, which therefore should not be considered as projections of likely future events, gains or losses.
Hypothetical changes in other risk variables would not significantly affect the fair value of financial instruments at 30 June 2010 and 30 June 2009.

Sensitivity analysis table

0.5%decrease 0.5%increase 10% 10%
ininterest ininterest weakening strengthening
rates rates of sterling of sterling
£ million £million £million £ million

At 30 June 2010
Impact on income statement — gain/(loss) 19 (19 (33) 27
Impact on the consolidated statement of comprehensive income — gain/(loss)® © 34 (33) (739) 605
1% decrease 1%increase 10% 10%
ininterest ininterest weakening strengthening
rates rates of sterling of sterling
£million £million £million £million

At 30 June 2009
Impact on income statement — gain/(loss) 33 (39) (38) 31
Impact on the consolidated statement of comprehensive income — gain/(loss)® © 30 (31 (834) 682

(a) The group’s foreign currency debt is used as a hedge of net investments in foreign operations and as such the translation of foreign net investments would mainly offset the
foreign currency gains or losses on financial instruments recognised in other comprehensive income.
(b) Impact on the consolidated statement of comprehensive income includes the impact on the income statement.

The above analysis considers the impact of all financial instruments including financial derivatives, cash and cash equivalents, borrowings and other
financial assets and liabilities.

Critical accounting policies

This section on critical accounting policies forms part of the audited financial statements.

The consolidated financial statements are prepared in accordance with IFRS. Diageo's accounting policies are set out in the notes to the
consolidated financial statements in this Annual Report. In applying these policies, the directors are required to make estimates and subjective
judgements that may affect the reported amounts of assets and liabilities at the balance sheet date and reported profit for the year. The directors
base these on a combination of past experience and any other evidence that is relevant to the particular circumstance. The actual outcome could
differ fromthose estimates. Of Diageo's accounting policies, the directors consider that policies in relation to the following areas are particularly
subject to estimates and the exercise of judgement.

Brands, goodwill and other intangibles
Acquired intangible assets are held on the consolidated balance sheet at cost. Where these assets are regarded as having indefinite useful
economic lives, they are not amortised. Assessment of the useful economic life of an asset, or that an asset has an indefinite life, requires
management judgement.

Impairment reviews are carried out to ensure that intangible assets, including brands, are not carried at above their recoverable amounts.
In particular, the group performs a discounted cash flow analysis at least annually to compare discounted estimated future operating cash flows to
the net carrying value of each acquired brand. The analysis is based on forecast cash flows with terminal values being calculated using the long term
growth rate (the real GDP growth rate of the country plus its inflation rate) of the principal markets in which the majority of the profits of each brand
are or will be generated. The estimated cash flows are discounted at the group’s weighted average cost of capital in the relevant country.

In assessing whether goodwill is carried at above its recoverable amount, a discounted cash flow analysis is performed annually to compare the
discounted estimated future operating cash flows of cash generating units of the group to the net assets attributable to the cash generating units
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including goodwill. The discounted cash flow review is consistent with the brand review in its use of estimated future operating cash flows, weighted
average cost of capital for the cash generating unit concerned and long term growth rates.

The tests are dependent on management’s estimates and judgements, in particular in relation to the forecasting of future cash flows, the
discountrates applied to those cash flows and the expected long term growth rates. Such estimates and judgements are subject to change as
aresult of changing economic conditions. Management attempts to make the most appropriate estimates, but actual cash flows and rates may
be different.

Forsome recently acquired intangible assets, there is limited headroom as the recoverable amount has been affected in the short term by the
slowdown in the worldwide economy. In the year ended 30 June 2010 there was an impairment loss of £35 million in respect of the Ursus brand. One of
the principal markets for Ursus is Greece where the economy suffered a significant downturn and shows no signs of recovery. For the Ursus vodka brand
acquiredinJuly 2004 and for the Bushmills Irish whiskey, acquired in August 2005, a negative change in the assumptions used to calculate the
recoverable amount would resultin animpairment charge. For the Ursus vodka brand a 1 percentage pointincrease in the discount rate, a 1 percentage
pointdecrease in the long term growth rate or a 5% decrease in forecast annual cash flows would result in an impairment charge of £3 million, £2 million
or £1 million, respectively. Forthe Bushmills brand a 1 percentage pointincrease in the discount rate, would result in an impairment charge of £2 million.

Post employment benefits

Diageo accounts for post employment benefits in accordance with IAS 19— Employee benefits. Application of IAS 19 requires the exercise of judgement
in relation to various assumptions including future pay rises in excess of inflation, employee and pensioner demographics and the future expected
returns on assets.

Diageo determines the assumptions to be adopted in discussion with its actuaries, and believes these assumptions to be in line with UK practice
generally, but the application of different assumptions could have a significant effect on the amounts reflected in the income statement, other
comprehensive income and balance sheet in respect of post employment benefits. The assumptions vary among the countries in which the group
operates,and there may be an interdependency between some of the assumptions. The major assumptions used by the group for the three years
ended 30 June 2010 are set out in note 4 to the consolidated financial statements. It would be impracticable to give the impact of the effect of
changesinall of the assumptions used to calculate the post employment charges in the income statement, other comprehensive income and
balance sheet, but the following disclosures are provided to assist the reader in assessing the impact of changes in the more critical assumptions.

The finance income and charges included in the income statement for post employment benefits are partly calculated by assuming an
estimated rate of return on the assets held by the post employment plans. For the year ended 30 June 2010, this was based on the assumption that
equities would outperform fixed interest government bonds by four percentage points. A one percentage pointincrease in the expected return on
plan assets would have increased profit before taxation by approximately £51 million.

Therates used to discount the liabilities of the post employment plans are determined by using rates of return on high quality corporate bonds
of appropriate currency and term. A half a percentage pointincrease in the discount rate assumption used to determine the income statement
chargeinthe year ended 30 June 2010 would have increased profit before taxation by approximately £3 million. A half a percentage pointincrease
in the discount rate assumption used to determine the post employment liability at 30 June 2010 would have decreased the liabilities before tax
by approximately £420 million.

The netliability for post employment benefits is partly determined by the fair value at the end of the year of the assets owned by the post
employment plans. A 109 movement in worldwide equity values would increase/decrease the net post employment liability before tax at 30 June
2010 by approximately £240 million.

The mortality assumptions used in the UK plan were reassessed in the year ended 30 June 2010 based on the mortality experience of the plan
to 31 March 2009 and allowing for future improvements in life expectancy. For example, it is assumed that members who retire in 2030 at age 65 will
live on average fora further 23 years if they are male and for a further 25 years if they are female. If assumed life expectancies had been one year greater,
the charge to profit before taxation would have increased by approximately £14 million and the net post employment liability before tax would have
increased by approximately £232 million.

Exceptional items

These are items which, in management’s judgement, need to be disclosed by virtue of their size or incidence in order for the user to obtain a proper
understanding of the financial information. The determination of which items are separately disclosed as exceptional items requires a significant
degree of judgement.

Taxation

The group s required to estimate the corporate tax in each of the jurisdictions in which it operates. This requires an estimation of the current tax
liability together with an assessment of the temporary differences which arise as a consequence of different accounting and tax treatments. These
temporary differences result in deferred tax assets or liabilities which are included within the balance sheet. Deferred tax assets are not recognised
where it is more likely than not that the asset will not be realised in the future. This evaluation requires judgements to be made including the forecast
of future taxable income.

Tax benefits are not recognised unless it is probable that the tax positions are sustainable. Once considered to be probable, management
reviews each material tax benefit to assess whether a provision should be taken against full recognition of the benefit on the basis of potential
settlement through negotiation and/or litigation.

The group operates in many countries in the world and is subject to many tax jurisdictions and rules. As a consequence the group is subject
to tax audits, which by their nature are often complex and can require several years to conclude. Management judgement is required to determine
the total provision for income tax. Amounts accrued are based on management's interpretation of country specific tax law and the likelihood of
settlement. However the actual tax liabilities could differ from the provision and in such event the group would be required to make an adjustment
ina subsequent period which could have a material impact on the group’s profit and loss and/or cash position.

New accounting standards

Anumber of IFRS standards and interpretations have been issued by the IASB or IFRIC. Those that are of relevance to the group are discussed in
note 1 to the consolidated financial statements.
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Throughiits global
operations and its
interactions with local
communities, Diageo
seeks to build strong and
meaningful relationships
with its broad range of
stakeholders.

Better relationships mean

better business and a clearer
understanding of what is expected
of Diageo. Building stronger
relationships with customers
provides Diageo insight into
shopper behaviours while helping
its customers to better understand
how to build and manage
categories. Diageo benefits along
with suppliers and business
partners where both share
common experiences. Greater
engagement with the communities
in which the company operates
not only helps local stability and
economic growth, but creates

a better business environment

for Diageo.
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Board of directors
and company secretary

|

Dr Franz Humer
Chairman, non-
executive director?”

Swiss/Austrian (64)

Appointed chairman of
Diageo plcin July 2008, having
been a non-executive director
since April 2005. He is also
chairman of F.Hoffmann-La
Roche Ltd in Switzerland and
chairman of INSEAD’s board

of directors. He was formerly
chiefoperating director of
Glaxo Holdings plcand has
held anumber of other
non-executive directorships.
During the year, he resigned
asanon-executive director

of Allianz Versicherungs AG

in Germany.

F'd
18

A

Paul Walsh

Chief executive,
Executive director?
British (55)

Appointed chief executive of
Diageo plcin September 2000,
having been chief operating
officer since January 2000.
He has servedinanumber
of management roles since
joining GrandMet's brewing
divisionin 1982, including
chief executive officerof The
Pillsbury Company. He was
appointed to the GrandMet
boardin October 1995 and
to the Diageo plc board in
December 1997.Heisa
non-executive director of
Unilever PLCand s also
chairman of the Scotch
Whisky Associationand a
non-executive director of
FedEx Corporationinthe
United States. During the
year heretired asa member
ofthe Council of the
University of Reading.

Maria Lilja retired asa
non-executive director of
Diageo plcin October 2009.

Nicholas (Nick) Rose
Chief financial officer,
executive director?

British (52)

Appointed chief financial
officer of Diageo plcin July
1999. He will retire as chief
financial officerand be
succeeded by Deirdre Mahlan
on 1 October2010,and will
retire asadirector of Diageo
plcatthe AGMon 14 October
2010.He hasservedina
number of finance roles since
joining GrandMet in June 1992,
including group treasurer and
group controllerand was
appointed to the Diageo plc
boardinJune 1999.Heis
alsoa member of the Main
Committee of the 100 Group
of Finance Directorsand
during the year, was appointed
anon-executive director of
BAE Systems plc.

e

Lord (Clive) Hollick
of Notting Hill
Senior non-executive
director 34"

British (65)

Appointed a non-executive
director of Diageo plcin
December 2001 and senior
non-executive directorand
chairman of the remuneration
committee in September
2004.Heisa member of the
supervisory boards of
ProSiebenSat.1 Media AGand
BMG Music Rights GmbH, both
in Germany, a non-executive
director of Honeywell
International Incin the United
States,and afounding trustee
of the Institute of Public Policy
Research. He was formerly
chief executive of United
Business Media plcand has
held a numberof other
non-executive directorships.
During the year, he was
appointed a partner of GP
Bullhound,and he retired
asapartnerand subsequently
senior adviser to Kohlberg
Kravis Roberts.

Peggy Bruzelius
Non-executive
director 34

Swedish (60)

Appointed a non-executive
director of Diageo plcin April
2009.She is chairman of
Lancelot Asset Management
and deputy chairman of AB
Electrolux, bothin Sweden,
and sits on the boards of Akzo
Nobel NVin the Netherlands,
Syngenta AGin Switzerland,
Axfood ABand Husqvarna AB
in Sweden and the Stockholm
School of Economics. She was
formerly managing director
of ABB Financial Services
ABand headed the asset
management arm of
Skandinaviska Enskilda Banken
AB.During the year, she
resigned asa non-executive
director of Scania AB.

Laurence Danon
Non-executive director 34
French (54)

Appointed a non-executive
director of Diageo plcin
January 2006. She is chairman
of the executive board of
Edmond de Rothschild
Corporate Financeanda
non-executive director of
Groupe BPCE and Rhodia SA,
allin France. Formerly she
served with the French
Ministry of Industry and
Energy, held a number of
senior management posts
with Total Fina Elf and was
chairman and chief executive
officer of France Printemps.
During the year, she resigned
asanon-executive director of
Experian Group Limited and
was recently appointed a
non-executive director of
TF1andresignedasa
non-executive director of
Plastic Omnium, bothin France.

Betsy Holden
Non-executive
director 34
American (54)

Appointed a non-executive
director of Diageo plcin
September 2009.Sheisa
senior adviser to McKinsey
&Company and adirector
of MediaBank LLC, and holds
non-executive directorships
of Tribune Company and
Western Union Company, all
inthe United States. She is
chairman of the board of
visitors at Duke University,
Trinity College and amember
of the Dean’s advisory board
at the Kellogg School of
Management. She was
formerly president, global
marketing and category
development and co-chief
executive officer of Kraft
Foods, Inc.

Philip Scott

Non-executive director
%34

British (56)

Appointed a non-executive
director of Diageo plcand
chairman of the Audit
Committee in October 2007.
He retired during the year as
chieffinancial officer of Aviva
plc, having begun his career
with Norwich Unionasa
traineeactuaryin 1973 and
subsequently held anumber
of senior roles with that
company and its successor
Aviva, including that of group
executive director. During the
year,he was appointed a
non-executive director of
The Royal Bank of Scotland
Group plc.

Key to committees

1. Audit

2.Executive (comprising
senior management)

3.Nomination

4.Remuneration

* Chairman of committee

H Todd Stitzer

Independent non-
executive director 3#
American (58)

Appointed a non-executive
director of Diageo plcin June
2004.During the year, he
resigned as chief executive of
Cadbury plcfollowing its
takeover by Kraft Foods having
been appointed to that
positionin 2003 and having
formerly held a number of
marketing, sales, strategy and
general management posts
after joining Cadburyin 1983
asanassistant general counsel.
Heisamember of the board of
trustees of Business in the
Community and recently
became a member of the
Advisory Board of Hamlin
Capital Management, LLC, a
New York based investment
advisory firm.

V'

Paul Walker
Non-executive
director 34

British (53)

Appointed a non-executive
director of Diageo plcin June
2002. He is chief executive of
The Sage Group plc (to which
office he was appointedin
1994, having previously been
finance director) and was
formerly a non-executive
director of MyTravel Group plc.
During the year, he was
appointed a non-executive
director of Experian plc.

Paul Tunnacliffe
Company secretary
British (48)

Appointed company
secretary of Diageo plcin
January 2008. He was formerly
company secretary of Hanson
PLC (to which office he was
appointedin 1997) where he
previously served as assistant
company secretary, having
joined the companyin 1983.
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Executive committee

Key to committees
2.Executive (comprising
senior management)

i

Ronald (Ron) Anderson
Chief customer officer?
British (54)

Appointed chief customer
officer of Diageo plcin July
2008, having previously held
various senior salesand
general managementrolesin
the UK, Canada and the United
States.He joined the company
in 1985, and prior to that
worked for Tesco and Gillette.

W
‘ -
Nicholas (Nick) Blazquez
Managing director,
Diageo Africa?

British (49)

Appointed managing director,
Diageo Africain August 2004,
priorto which he was
managing director, Diageo
Asia Key Markets.He held
various managerial positions

in United Distillers between
1989 and 1998.

S

Andrew (Andy) Fennell
Chief marketing officer?
British (43)

Appointed chief marketing
officer of Diageo plcin
September2008.Held a
number of marketing roles
inthe UKand internationally
with Guinness and Diageo,
prior to which he worked in
various sales and marketing
roles with Britvic and Bass plc.

Stuart Fletcher

President, Diageo
International 2
British (53)

Appointed president, Diageo
International in October 2004,
having been president, Key
Markets since September
2000.He helda number of
senior management positions
with Guinness, after joining
the companyin 1986,
including managing director
of Developing and Seed
Markets, and previously held
various financial positions
with Procter & Gamble and
United Glass.

Ly 4

et _
Gilbert Ghostine
President, Diageo
Asia Pacific?

Lebanese (50)

Appointed president, Diageo
Asia Pacificin July 2009,
having previously been
managing director, Diageo
Continental Europe, since
July 2006.He was formerly
managing director, Northern
Europe, and president, US
Major markets and held
various senior managerial
positionsin Africa, Asia,
Europe and the United States,
having joined International
Distillers & Vintnersin 1995.

David Gosnell

Managing director,
Global Supply and Global
Procurement?

British (53)

Appointed managing director,
Global Supply and Global
Procurement, Diageo plcin
July 2003.He joined Diageo

in 1998 as European supply
director, then headed up
Guinness & European RTD
supply, prior to which he spent
20yearsin various roles with
Heinz.Heresigned asa
non-executive director of
Brambles plc during the year.

James (Jim) Grover
Global Business Support
Director 2

British (52)

Appointed Global Business
Supportdirectorin February
2004, having been strategy
director since December 1997.
Formerly he held a number of
senior strategy positionsin
GrandMetand worked asa
management consultant with
Booz-Allen &Hamilton Incand
OC&C Strategy Consultants.

e

Deirdre Mahlan
Deputy chief financial
officer?

American (48)

Appointed deputy chief
financial officer of Diageo plc
in May 2009, prior to which she
was head of taxand treasury
and before that, chieffinancial
officer, Diageo North America.
Shejoined the companyin
2001, having held various
senior finance positions in
Joseph E Seagram & Sons Inc
since 1992, having formerly
been a senior manager with
PricewaterhouseCoopers. She
will succeed Nick Rose as chief
financial officerand become
adirector of Diageo plcon

1 October 2010.



Ivan Menezes
President, Diageo North
America, chairman,
Diageo Asia Pacific?
American (51)

Appointed president, North
America;inJanuary 2004,
having been chief operating
officer,North America since
July 2002.1n October 2008, he

was also appointed chairman,

Diageo Asia Pacific. Formerly John R (Randy) Millian
he held various senior Managing director,

management positions with . . .
Guinnessand then Diageo and Diageo !_atln Al;nerlca
worked across a variety of and Caribbean

sales, marketing and strategy American (57)

roles with Nestlé in Asia,
Booz-Allen & Hamilton Incin
North America and Whirlpool
inEurope.Heisalsoa
non-executive director of
CoachInc,, inthe USA.

Appointed managing director,
Diageo Latin Americaand
Caribbeanin 2005, having
joined United Distillers &
Vintners Brazilin 1995 asits
managing director. Prior to
joining Diageo, he held senior
management positions with
American Express, Schering-
Plough, Personal Care Group
USA and Pepsiina number of
territories, including Latin
America, Europe, Asiaand

the USA.

Andrew Morgan
President, Diageo Europe?
British (54)

Appointed president, Diageo
Europein October 2004,
having been president,
Venture Markets since July
2002. He joined United
Distillersin 1987 and held
various senior management
positions with Guinness and
then Diageo, including group
chiefinformation officerand
president, New Business
Ventures for Guinness United
Distillers & Vintners and
director, global strategy and
innovation for United Distillers
&Vintners.

!'3

Timothy (Tim) Proctor
General counsel?
American/British (60)

Appointed general counsel
of Diageo plcin January
2000.Formerly he was
director, worldwide human
resources of Glaxo Wellcome
and senior vice president,
human resources, general
counseland secretary for
Glaxo's US operating
company. He has over

25 years'international

legal experience, including
thirteen years with Merck
and six years with Glaxo
Wellcome.

Larry Schwartz
President, Diageo USA?
American (57)

Appointed president, Diageo
USAin September 2008, prior
to which he was president,
Diageo North America key
market hub, and president of
Diageo’s US spirits business. He
joined the company in 2001, as
president of Joseph E Seagram
&SonsInc, having helda
variety of senior management
positions with Seagram.

Gareth Williams
Human Resources
director?

British (57)

Appointed human resources
directorin January 1999.
Formerly he held anumber
of senior personnel
management positions with
GrandMet and then United
Distillers & Vintners and spent
ten years with Ford of Britain
inanumber of personneland
employee relations positions.

A
= A
lan Wright
Corporate Relations
director?
British (52)
Appointed corporate relations
director of Diageo plcin July
2004, having previously held
positions with a number of
public relations consultancies
and The Boots Company.
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Dear Shareholder

Diageo faced many tough challenges in the last fiscal year:an unprecedented global economic downturn, unusually volatile markets
and weakening consumer confidence. The restructuring programme announced in 2009, and the sharp focus on market share gains,
innovation and geographic expansion will drive long term growth. The fiscal 2010 results demonstrate the great resilience of our
business, the strong and effective leadership of our management team and the terrific commitment of our global workforce.

The remuneration committee has striven to ensure that people at all levels are fairly rewarded for achieving their financial and
business targets and for strengthening the company’s long term leadership position. We have been alert to the danger of encouraging
short term measures and risk taking, which would be to the detriment of Diageo’s longer term interests.

We believe that the remuneration outturn for the last fiscal year fairly and reasonably reflects management’s success in dealing
with the particularly difficult and volatile conditions in many of our business units and for achieving the impressive financial results
described in detail in the Business review.

Salaries for senior management were frozen infiscal 2010, as the committee felt that was the responsible approach to take in the
context of the economic climate at that time. During fiscal 2010, the performance shares, which were due to vest in September 2009,
lapsed in full upon failing the required total shareholder return (TSR) metric, and the same outcome will apply for the award due to vest
in September 2010. This outcome, in part, reflects the extreme currency volatility that has followed the global economic downtumn
and the impact of this on Diageo’s TSR measured in a common currency of US dollars. Diageo's strong TSR performance against the
FTSE 100 can be seenin the graph on page 91 of this report. The corresponding SESOP share option awards have fully vested upon
exceeding the adjusted earnings per share measure. The annual incentive plan award for 2010, detailed later in this report, reflects the
company’s resilient annual results, exceeding targets for both profit before exceptional items and tax and net sales, and significantly
exceeding targets for free cash flow.

During the year ending 30 June 2011, the committee intends to undertake a review of the performance measures for the
Performance Share Plan with a view to broadening the success factors against which management are incentivised and measured in
orderto enhance the alignment between reward and our medium term strategic goals. An important factor in this is the extreme
currency volatility, referred to above, resulting from the unprecedented devaluation of sterling against the US dollarand euro. We will
consultwith our shareholders on any proposed changes to our remuneration plans.

The following report provides further explanation of the current remuneration arrangements and reward outcomes for the
performance in the year ended 30 June 2010.

Finally, we plan to submit resolutions in respect of the renewal of two employee share plans for shareholder approval at the
company’s AGMin October 2010. Details are included in the Notice of Meeting.

We look forward to receiving your support at the AGM in October 2010.

Lord Hollick of Notting Hill
Independent non-executive director and
chairman of the remuneration committee



Remuneration summary for the year ended
30June 2010

Base salary

Base salaries for the executive directors were frozen in the year
ended 30 June 2010in response to economic conditions.
Therefore, the salaries payable to the chief executive and chief
financial officer of £1,155,000 and £673,000, respectively, have
remained unchanged since October 2008.

Summary of salary reviews for executive directors

Percentage increase in yearended 30 June 2010 2009
NC Rose 0% 6%
PS Walsh 0% 5%

Shorttermincentive plans

Inthe year ended 30 June 2010, 80% of the short term incentive
plan for executive directors was based on stretching financial
performance targets for net sales, profit and free cash flow
measures,and 20% on individual business objectives.
Performance against both profit before exceptional items and tax
and net sales measures was ahead of target, and delivery of free
cash flow was significantly ahead of target. The remuneration
committee also assessed performance against the individual
business objectives and concluded that there had been very
strong performance against the operational and strategic goals
set. The committee determined that awards under the annual
incentive plan equivalent to 171% and 173% of salary as at

30 June 2010for the chief executive and chief financial officer,
respectively, were appropriate given the resilient performance
delivered in challenging economic circumstances.

Summary of short term incentive awards as a percentage
of base salary for executive directors

Percentage award earned foryear ended 30 June 2010 2009
NC Rose 173% 44%
PS Walsh 171% 44%

Long termincentive plans

During the year ended 30 June 2010, the executive directors
received option grants and were awarded performance sharesin
the range of 300% to 375% of their salaries. The vesting of these
awards is subject to the achievement of stretching relative and
absolute performance conditions over a three-year period.

The performance shares awarded in 2006 failed the required
performance condition with Diageo's total shareholder return
(TSR) ranking below the median of the TSR peer group of 16
other companies (reduced to 15 other companies for the 2007
award following the removal of Cadbury during the year and
maintained at 16 other companies from 2008 onwards with the
addition to the peer group of Kraft). Consequently, the award
lapsed in fullin September 2009.In addition, the TSR target for
awards granted in September 2007 was not met and these
awards are due to lapse in September 2010.

Share options granted in 2006 vested in fullin September
2009 upon exceeding the required performance condition of
adjusted EPS growth of RPI plus 15 percentage points. For share
options granted in 2007, the adjusted measure was exceeded
and the options will vestin full in September 2010.

Directors’' remuneration report

Summary of long term incentive awards vesting
for executive directors

Percentage vestinginyearended 30 June 2010 2009
Performance shares 0% 35%
Share options 100% 100%

Shareholding requirements

The executive directors are required to hold a minimum
shareholding in order to participate fully in the long term
incentive plans. The status of that requirement as at 30 June 2010
for NC Rose and PS Walsh is shown below:

NCRose PSWalsh
Value of shareholdings (£000) 4918 7,480
Minimum shareholding requirement
as % of salary 250% 300%
Actual shareholding as % of salary 731% 648%

Thisinformation is based on the share interests disclosed in the
table ‘Share and otherinterests’in this report, base salary earned
inthe yearended 30 June 2010, and an average share price for
the same period of 1027 pence.

Pensions

The executive directors participate in afinal salary pension
scheme. Accrued annual pension as at 30 June 2010s £396,000
perannum for NC Rose and £670,000 per annum for PS Walsh.
The executive directors contribute 6% of their pensionable pay
tothe scheme. With effect from 31 December 2010, NC Rose

will take early retirement from the company at the age of 53;

his pension benefit will be subject to actuarial reductionin line
with the normal rules of the scheme and will not be augmented.

Non-executive directors’ remuneration for the year

ended 30June 2010

In light of the salary freeze applied to executive directors and
senior management during the year, no increase was made to
the base fee and committee chairman fees for non-executive
directors. The next review of fees is anticipated to take place in
December 2010 with any changes expected to take effect on
1 January 2011.

Appointment of new chief financial officer

During the yearended 30 June 2010, the company announced
that MrNC Rose would stand down from the board at the
company’s AGM on 14 October 2010 and that Ms D Mahlan
would replace him on the board in the position of chief financial
officer with effect from 1 October 2010. Subject to shareholder
approval, Ms. Mahlan will be formally appointed as a director at
the company’s AGM on 14 October 2010. It is proposed that
Ms.Mahlanis paid a base salary of £575,000 perannum and that
she will participate in the annual bonus and long term incentive
plans on a similar basis to the previous incumbent.
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Governance

The remuneration committee

The committee’s principal responsibilities are:

- making recommendations to the board on remuneration
policy as applied to the executive directors and the
executive committee;

- setting, reviewing and approving individual remuneration
arrangements for the chairman, executive directors and
executive committee membersincluding terms and
conditions of employment;
determining arrangements in relation to termination of
employment of each executive director and other designated
senior executives;and

- making recommendations to the board concerning the
introduction of any new share incentive plans which require
approval by shareholders.

The remuneration committee consists of Diageo’s non-executive
directors, all of whom are independent: PB Bruzelius, LM Danon,
BD Holden (appointed 1 September 2009), Lord Hollick, PG Scott,
HT Stitzer and PA Walker. M Lilja retired from the remuneration
committee on 14 October 2009. Lord Hollickis chairman of the
remuneration committee. The chairman of the board and the
chief executive may, by invitation, attend remuneration
committee meetings except when their own remuneration
is discussed.
The remuneration committee met five times during the
yearto consider,and approve, amongst other things:
the structure of the annual incentive plan and awards,
share-based grants and vesting for executive directors and
the executive committee;
- approachtosalary reviews for the executive directors and
executive committee,
- the performance measures used in the company’s long term
incentive plans;and
- thedirectors remuneration report for the yearended
30June 2010.

During the year, the remuneration committee undertook a
review of its own effectiveness and concluded that the
committee was acting effectively.

Furtherinformation on meetings held and director
attendance is disclosed inthe corporate governance report. The
remuneration committee’s terms of reference are available at
www.diageo.com and on request from the company secretary.

Advice

During the year ended 30 June 2010, the remuneration

committee appointed the following independent consultants:

- Deloitte LLP —who provided advice on remuneration best
practice and senior executive remuneration. Deloitte LLP also
provided a range of non-related tax, accounting, consulting
andrisk management services during the year.

Kepler Associates —who reviewed and confirmed the TSR of
Diageo and the peer group companies for the award under
the September 2006 TSR plan (for which the performance
cycle ended on 30 June 2009), provided periodic performance
updates on all outstanding performance cycles and reviewed
the TSR comparator group and TSR calibration for future
awards. They provided no other services to Diageo during

the year.

Additional remuneration survey data published by Hewitt
Associates, Towers Watson (formerly Towers Perrin) and Equilar,
were presented to the remuneration committee during the year.
In addition, advice provided by Ernst&Young LLP on the
implementation of an employer financed retirement benefit
scheme (EFRBS) was presented to the remuneration committee
duringtheyear.

Diageo’s human resources director and director of
performance and reward were also invited by the remuneration
committee to provide their views and advice.

Executive remuneration philosophy
and principles

Alignment with strategy

The remuneration structures and performance measures used

are designed to align with business strategy as follows:

- Fixed elements of remuneration are aligned to the median
of the market to ensure competitiveness with peers while
controlling cost.

- Asignificant proportion of total remuneration for the
executive directors s linked to individual and business
performance so that remuneration will increase or decrease
in line with performance. The fixed versus variable pay mix
isillustrated below.

- Variable elements of remuneration are dependent upon the
achievement of performance measures that are identified as
key sustainable growth drivers for the business and that are
aligned with the creation of shareholder value.

- Full participation in incentives is conditional upon building
up asignificant personal shareholding in Diageo.

Pay for performance

The board of directors sets stretching performance targets for
the business and its leaders. To achieve these targets and deliver
performance requires exceptional business managementand
strategic execution. This approach to target setting reflects the
aspirational performance environment that Diageo wishes

to create.

The annualincentive plan aims to reward the delivery of
short term financial and individual business performance goals
with commensurate levels of remuneration. Long term incentive
plans aim to reward long term sustained performance and create
alignment with the delivery of value for shareholders. Under both
sets of plans, if the demanding targets are achieved, high levels
of reward may be earned. All incentives are capped in order
thatinappropriate business risk-taking is neither encouraged
nor rewarded.

Risk management

The remuneration committee considers the management of risk
tobeimportant to the process of designing and implementing
sustainable remuneration structures and to setting appropriate
performance targets forincentive plans. The members of the
remuneration committee also constitute the membership of the
audit committee, thus ensuring total oversight of any risk factors
that may be relevant to remuneration arrangements and target
setting specifically.
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The plansin which Diageo’s executive directors and senior management participate are designed to reflect the principles detailed below: oY
)
What Why Hw . g
Performance-related [tinfluences and supports « Shortand long termincentives conditional upon 3
compensation performance and the creation of achieving stretching performance targets. 5
ahigh-performing organisation. 3
~<
Rewarding sustainable [tisatthe heart of Diageo’s A balanced mix of absolute and relative performance
performance corporate strategy and s vital measures for short and long term incentives that reflect
to meeting investors' goals. sustainable profit and underlying financial performance.
Shareholding requirements that align the interests of
senior executives with those of shareholders and that =
are a condition of full participation in share award and §
share option plans. é
....... . (V’j
Measuring performance over [taligns with the time cycle over Long term incentives that comprise a combination =}
threeyears which management decisions of share option grants and share awards in each year S
arereflected in the creation of and vary with three-year EPS and TSR performance
value in this business. respectively.
Providing a balanced mix [tenables focusonlongterm Base salary, benefits, pension, short term cash
of remuneration value creation while avoiding incentives and long term equity incentives.
disproportionate risk-taking. ®
....... . . Z
Providing a competitive total It helps Diageo attractand Reward levels considered against the total %
remuneration opportunity retainthe best global talent. remuneration packages paid in the top 30 companies %
inthe FTSE 100 by market capitalisation, excluding =
those in the financial services sector. Total
remuneration positioned between the median and
upper quartile of this group, reflecting the size,
complexity and global scope of Diageo’s business.
Simplicity and transparency [tallows targetsto be Targets that are within a sphere of direct influence
motivating and demonstrably and thatalign with the company’s shortand long o
linked to company term goals. %
performance. 3
>
[a)
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ a

Executive directors’
remuneration mix

Fixed and variable remuneration

The balance between fixed and variable elements of remuneration
changes with performance. The anticipated normal mix between
fixed and variable remuneration for executive directors is that for £100
of remuneration earned, £32 will be fixed remuneration and £68 will
be performance-related remuneration, excluding pensions and other
benefits. This mix s illustrated in the following chart. In some years, the
variable element may be higher or lower depending on the
performance of the business.
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1 32% — Variable — short term
2 36% - Variable - long term
3 32% - Fixed — base salary
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Summary of current remuneration policy for executive directors

Abreakdown of the reward programmes in which Diageo's executive directors participate, the remuneration strategy that they support
and the policy governing their execution is detailed in the table below:

Governance What Why S, O
77 Base salary Reflects the value of the individual, their skills - Reviewed annually with changes usually taking effect
Board of directorsand and experience, and performance. from 1 October.
executivecommittee + Benchmarked against the top 30 companiesin the
g?rectors, FTSE 100 by market capitalisation excluding those
remuneration in the financial services sector.
report « Generally positioned at the median of the relevant
93 market or, in exceptional circumstances, positioned
Corporate above median if justified by the requirement to recruit
governance report or retain key executives.
102 . B PP
Directors’ L . .
report Annual Incentivises year on year delivery of short « Targets set by reference to the annual operating plan.
incentive term performance goals. « Levelof award determined by Diageo's overall financial
plan performance.
Provides focus on key financial metrics « Annualincentive plan awards based 80% on financial

including profit growth and cash
performance.

measures (net sales, profitand cash flow) and 20% on
specific individual business objectives related to
business strategy and operational targets.

- Upto 100% of salary earned for on target performance
with a maximum of 200% of salary payable for
outstanding performance.

Incentivises three-year earnings growth « Adiscretionary annual grant of market price share

above a minimum threshold. options subject to a performance test based on
absolute annual compound growth in adjusted EPS

Provides focus onincreasing Diageo's share overthreeyears.

price over the mediumto longer term. « Stretching growth targets set annually by the
remuneration committee.

« Maximum annual grant of 375% of salary.

- Threshold vesting level of 30% (October 2008 awards)
and 25% (September 2009 awards onwards), with
pro rata vesting up to 100% maximum.

- Nore-testfacility.

Share options
(SESOP 2008)

Incentivises three-year total shareholder « Adiscretionary annual award of shares subject to
return relative to a selected peer group athree-year performance test based on TSR
of companies. performance against a peer group of companies.
« Maximum annual award of 375% of salary.
Provides focus on delivering superior returns « Threshold vesting of 25% for median performance up
toshareholders. to vesting of 100% for position 1 or 2 relative to the TSR
peergroup.
+ Notional dividends accrue on awards, delivered as
shares or cash at the discretion of the remuneration
committee.

Performance
share awards
(PSP 2008)

Pension Provides competitive « Accrualrate of '/3 of pensionable pay.
post-retirement benefits. « Bonusand other benefits excluded from

pensionable pay.

« Maximum pension is restricted to /; of final
remuneration minus retained benefits.

« Normalretirement age is 62.

« Subjectto company consent, no actuarial reduction
applied upon early retirement from age 57.

- Contributory — 6% of pensionable pay.

- Subjecttoelection, benefitsin excess of the lifetime
allowance provided through unfunded non-
registered arrangement.
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Base salary

The summary table on the previous page sets out the policy on
base salary for the executive directors. Base salaries are generally
setaround the median of the relevant market for each role

and take account of level of experience, performance and the
external market. When setting executive director pay, the
remuneration committee also takes into account the level and
structure of remuneration for other employees. Particular
consideration is given to the overall increase in salaries
throughout the company, with the intention that any increase
in executive director salaries in fiscal 2011 will be at a similar level
tothe overallemployee increase.

In light of economic conditions in the last two years and the
focus on cost constraint, no salary increases were made during
the yearended 30 June 2010 and, therefore, salaries remained at
2008 levels. The table ‘Summary of salary reviews for executive
directors’in the remuneration summary at the beginning of this
report shows the salary increases that have been applied to the
executive directors in the years ended 30 June 2010 and 2009.

Annualincentive plan
The annualincentive planis designed to incentivise year on year
delivery of short term performance goals that are determined
by pre-set stretching targets and measures agreed by the
remuneration committee with reference to the annual operating
plan. The remuneration committee determines the level of
performance achieved based on Diageo’s overall financial
performance at the financial year end. The business results for
the yearended 30 June 2010 are described in the Business review.
The targets for the yearended 30 June 2010 were a
combination of measuresincluding net sales, profit before
exceptional items and tax and free cash flow. These measures
focus on key drivers of Diageo'’s growth strategy while
supporting sustainability and the underlying financial health
of the company. For thefirst time, the executive directors were
also measured against a set of individual business objectives (IBO)
that were relevant to their specific area of accountability. These
were determined with reference to a set of collective business
priorities that support the long term growth and sustainability
of the business. Profit and sales targets were exceeded and free
cash flow targets were significantly exceeded. The committee
evaluated the performance of the chief executive and chief
financial officer against their specific IBOs and concluded that
the objectives were exceeded. The overall level of performance
achieved resulted in an annual incentive plan award equating to
1719% of base salary for the chief executive and 173% for the chief
financial officer. The actual awards received by the executive
directors are shown inthis report in the table ‘Directors’
remuneration for the year ended 30 June 2010"

Long termincentive plans (LTIPS)

Current long term incentives are a combination of share options
under the SESOP and performance share awards under the PSP
and are designed to incentivise executive directors and senior
managers to strive for long term sustainable performance.
These awards are made on an annual basis with the level of
award considered each year in light of individual and business
performance. Awards made under both sets of plans are subject
to performance conditions normally measured over a three-year
period. The regular review of the performance measures and the
vesting schedule used in each plan are designed to ensure that
the LTIPs continue to support the business objectives and are in
line with current best practice. All of Diageo's share plans operate
within the Association of British Insurers’ dilution guidelines for
share-based remuneration.

Senior executive share option plan 2008 (SESOP 2008)
Options granted under the SESOP 2008 are subjectto a
performance condition based on compound annual growthin

Directors’' remuneration report

adjusted EPS over a three-year period, with growth targets set by
the company’s remuneration committee for each grant. For the
purpose of the SESOP, an underlying measure of EPS is used to
ensure that items such as exceptional items and movementsin
exchangerates are excluded from year on year comparisons of
performance. Options will only vest when stretching adjusted
EPS targets are achieved. Vesting is on a pro rata basis currently
ranging from a threshold level of 25% to a maximum level

of 100%.

The adjusted EPS growth targets for the awards to be made
in September 2010 are unchanged from 2009. Therefore, the
adjusted EPS growth target for the September 2010 grant of
options to vestin full remains 7% compound annual growth
whichis equivalent to 23% growth over a three-year period. The
threshold when options start to vest remains 3% compound
annual growth in adjusted EPS which is equivalent to 9% growth
over a three-year period. 100% of the initial award will vest for
performance greater than orequal to the upper target and 25%
of the initial award will vest for threshold performance.

The adjusted EPS growth target for the October 2008 grant
of options to vestinfullis 10% per annum compound which is
equivalent to 33% growth over a three-year period. The threshold
when options start to vest is when adjusted EPS grows by an
average of 6% compound perannum, equivalent to 19% overa
three-year period, at which point 30% of the award would vest.

The maximum annual grant under the plan is 375% of
base salary. However, the remuneration committee has the
discretion to grant awards in excess of the maximum limitin
exceptional circumstances.

The following chart shows the performance targets,
minimum and maximum vesting percentages for awards made
in 2008, 2009 and 2010, and the compound annual growth for
adjusted EPS performance for the performance years ended
30June 2009 and 30 June 2010.

Adjusted EPS compound annual growth (%)

11.0
10.0 100% vest

9.0 -~
8.0
7.0
6.0 v

50 30% vest
4.0
30
20 25%|vest
1.0 5.0% CAGR
00 5.9% CAGR

100% vest 100% vest

25% vest

2008 - 2011 2009 - 2012 2010-2013

B EPS Target Growth range
+ Compound annual growth rate to date

Inthe yearending 30 June 2009, adjusted EPS grew by 4.1%
(restated from prior year) and in the year ending 30 June 2010,
adjusted EPS grew by 5.9%.

Senior executive share option plan 1999 (SESOP 1999)

The last grant of options made under the expired SESOP 1999
is due to vestin September 2010. These options are subject to
satisfying a performance condition based on adjusted EPS
growth relative to RPl over a three-year period. The vesting

schedule is shown in the table below:
% option grant

Adjusted EPS growth relative to RPI released
RPI + 15% 100%
RPI+12% 50%
Less than RPI +12% 0%
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Under both the 1999 and 2008 plans, the remuneration
committee has discretion to extend the option exercise period
from 12 to 18 months for share options awarded to qualifying
leavers. During the yearended 30 June 2010, the remuneration
committee exercised this discretion for a total of 114,020 ordinary
shares awarded under the SESOP 1999 and SESOP 2008 to

one qualifying participant. This discretion was applied after
consideration of the leaving circumstances and prior personal
performance of the individual.

Performance share plan (PSP 2008)

Under this plan, participants are granted a discretionary,
conditional right to receive shares. All conditional rights awarded
vest after a three-year period subject to the achievement of two
performance tests. The primary performance test isa comparison
of Diageo's three-year TSR - the percentage growth in Diageo's
share price (assuming all dividends and capital distributions are
reinvested) — with the TSR of a peer group of international drinks
andfast moving consumer goods companies. TSR calculations
are converted to acommon currency (US dollars). The second
performance test requires that there has been an underlying
improvement in Diageo's three-year financial performance,
typically measured by an adjusted EPS measure, for the
remuneration committee to recommend the release of awards.
The maximum annual award under the planis 375% of salary.
However, the remuneration committee has discretion to grant
awards in excess of this maximum in exceptional circumstances.
Notional dividends accrue on awards and are paid out eitherin
cash orshares in accordance with the vesting schedule shown
inthe table below.

During the year ending 30 June 2011, the committee intends
to undertake a review of the performance measures for the PSP
with a view to broadening the success factors against which
management is incentivised and measured to enhance strategic
alignment. In addition, in light of the unprecedented devaluation
of sterling against the US dollar and euro, the committee also
intends to review the way in which TSR is being calculated to
ensure it continues to achieve its original purpose of incentivising
management to deliver core shareholder value.

Total shareholder return plan (TSR 1998)

The final award of performance shares made under the expired
TSRplanis due to vestin September 2010. The proportion vesting
is subjectto TSR performance relative to the selected peer group
as described above. Outstanding awards under this expired plan
are subject to the vesting schedule below. The maximum annual
award underthe plan is 250% of salary. Notional dividends do not
accrue on awards made under the expired TSR plan.

Vesting schedules and TSR peer group
forthe PSP and the TSR plan

TSR 1998

PSP 2008 (expired)

TSRranking % vesting % vesting
Istor2nd 100% 150%
3rd 95% 142%
4th 75% 114%
5th 65% 94%
6th 55% 83%
7th 45% 67%
8th 25% 35%
9th or below 0% 0%

TSR peergroup®

ABInBev Kraft (2008 onwards)
Brown-Forman Nestlé

Carlsberg PepsiCo

Coca-Cola Pernod Ricard
Colgate-Palmolive Procter & Gamble
Groupe Danone SABMiller

Heineken Unilever

HJ Heinz

Note

(a) The TSR peer group was reviewed during the year following the delisting of
Cadbury. Following this review, the remuneration committee concluded in
accordance with the rules that the three-year TSR performance for the final
outstanding award under the expired TSR 1998 would be measured on the
basis of areduced peer group of 15 companies including Diageo, and that
the three-year TSR performance for current and future awards made under
the PSP 2008 would be measured on the basis of a revised peer group of 16
companies, including Diageo, following the addition of Kraft.

Long term incentive plans and change of control

Inthe event of a change of control and at the remuneration
committee’s discretion, outstanding PSP and TSR plan awards
would be released and outstanding share options would
become exercisable based on the extent to which the relevant
performance conditions had been met and, if the remuneration
committee determines, the time elapsed since the initial award
orgrantrespectively.

Allemployee share plans

The executive directors are eligible to participate in the UK
HM Revenue & Customs approved share incentive and
sharesave plans that Diageo operates on the same terms as
for all eligible employees.

Share ownership

Senior executives are currently required to build up significant
holdings of shares in Diageo from their own resources overa
defined period of time. Full participation in the share option and
share award plans is conditional upon meeting this requirement.
This policy reflects Diageo's belief that its most senior leaders
should also be shareholders. The chief executive and chief
financial officer are required to hold company shares equivalent
to 300% and 250% of their base salary, respectively. The current
status of their shareholding requirementis shown in the
shareholding table in the remuneration summary at the
beginning of this report.

Pension provision
NC Rose and PS Walsh are members of the Diageo Pension
Scheme. They currently accrue pension rights at the rate of one-
thirtieth of pensionable pay each year. Bonus payments and
other benefits are notincluded in pensionable pay. The pension
at normal retirement age may not exceed two-thirds of final
remuneration minus retained benefits. Subject to the consent
of the company, no actuarial reduction is currently applied upon
early retirement on or after the age of 57. Pensions in payment
areincreased each yearin line with increases in the RPI, subject
toamaximum of 5% per year and a minimum of 3% per year.
Ondeathin service, alump sum of four times pensionable
pay becomes payable, together with a spouse’s pension of two-
thirds of the executive director’s prospective pension. Upon
death after retirement, a spouse’s pension of two-thirds of the
executive director’s pension before commutation is payable.
The executive directors make employee contributions of
6% of pensionable pay.



As aresult of changes introduced by the UK Finance Act 2004
affecting the taxation of pensions from 6 April 2006, executive
directors were offered the option of having benefits in excess of
their lifetime allowance provided by an unfunded non-registered
arrangement. Both executive directors have opted to have part of
their benefits provided from this unfunded arrangement, if
appropriate. Total pension benefits remain subject to the HM
Revenue & Customs limits that were in force on 5 April 2006.

Service contracts

The executive directors have rolling service contracts which
provide for six months' notice by the director or 12 months'
notice by the company and contain non-compete obligations.
In the event of early termination by the company without cause,
the agreements provide for a termination payment to be paid,
equivalentto 12 months’ base salary for the notice period and
anequal amountin respect of all benefits. The remuneration
committee may exercise its discretion to require half of the
termination payment to be paid in monthly instalments and,
upon the executive commencing new employment, to be
subject to mitigation. If the board determines that the executive
has failed to perform his duties competently, the remuneration
committee may exercise its discretion to reduce the termination
payment on the grounds of poor performance. PS Walsh's service
contract with the company is dated 1 November 2005.NC Rose’s
service contract with the company is dated 14 February 2006.

External appointments

Executive directors may accept external appointments as non-
executive directors of other companies and retain any related
fees paid to them, subject to the specificapproval of the board
ineach case.

During the yearended 30 June 2010, PS Walsh served as a
non-executive director of Unilever PLC and FedEx Corporation
and NC Rose served as a non-executive director of BAE Systems
(@ppointed on 8 February 2010); both executive directors
retained the fees paid to them for their services. The total
amounts of such fees paid to both executive directors in the
yearended 30 June 2010 are set out in the table below.

NCRose PSWalsh

£000 £000

Unilever PLC® - 76
FedEx Corporation® - 62
BAE Systems 30 -
30 138

Note
(a) Fees paid in currencies other than sterling are converted using average
exchangerates for the year ended 30 June 2010.

In line with the FedEx Corporation policy for outside directors,
PSWalsh s eligible to be granted share options. During the year
ended 30 June 2010, he was granted 6,440 options atan option
price of $74.88. He exercised 8,000 FedEx options during the year,
of which 4,000 were granted at an option price of $41.03 and sold
atan average price of $80.66,and 4,000 were granted at an option
price of $35.89 and sold at the price of $92.75.

Directors’' remuneration report

Chairman and non-executive directors
— policy, terms, conditions and fees

Diageo’s policy on chairman’s and non-executive directors' fees

is as follows:

- Thefees should be sufficient to attract, motivate and retain
world-class talent.

- Feepractice should be consistent with recognised best
practice standards for such positions.

+ The chairman and non-executive directors should not
participate in any of the company’s incentive plans.

- Partofthe chairman'’s fees should be used for the purchase
of Diageo shares.

- Feesfor non-executive directors should be within the limits set
by the shareholders from time to time, currently £1,000,000, as
approved by shareholders at the October 2005 Annual General
Meeting. The limit excludes remuneration paid for special
services performed by directors.

The chairman of the board, Dr FB Humer, commenced his
appointmenton 1 July 2008. Dr FB Humer has a letter of
appointment foran initial five-year term from 1 July 2008. It is
terminable on six months’ notice by either party or, if terminated
by the company, by payment of six months'fees in lieu of notice.
The annualfee payable to Dr FB Humeris £400,000.

The chairman’s fee is normally reviewed every two years and
any changes would normally take effect from 1 January. Fees are
reviewed inthe light of market practice in large UK companies
and anticipated workload, tasks and potential liabilities.

As recommended by the Combined Code on Corporate
Governance, any changes have to be approved by the
remuneration committee. In line with Diageo’s policy, a
proportion of the chairman’s annual fee is used for the monthly
purchase of Diageo ordinary shares, which have to be retained
until the chairman retires from the company or ceases tobe a
directorforany other reason.

The next review of the chairman’s fee is anticipated to
take place in December 2010 with any changes expected
totake effecton 1 January 2011.

All non-executive directors have letters of appointment.

A summary of their terms and conditions of appointment is
available at www.diageo.com.

Thefees paid to non-executive directors are reviewed
annually with any changes normally taking effect from 1 January.
The last scheduled review of fees was undertaken in December
2009. At this time, fees were benchmarked against market
practice inlarge UK companies and reviewed in light of
anticipated workload, tasks and potential liabilities. As a result of
thisreview and in light of the salary freeze for executive directors
and senior management during 2009, the fees paid to non-
executive directors were unchanged. The next review of the
non-executive director fees is anticipated to take place in
December 2010 with any changes expected to take effect on
1 January 2011.

Perannum fees effective from January2010  January 2009

Base fee £75,000 £75,000
Senior non-executive director £20,000 £20,000
Chairman of audit committee £25,000 £25,000
Chairman of remuneration committee £15,000 £15,000

The emoluments received by the non-executive directorsin
the yearended 30 June 2010 are shown in the table ‘Directors’
remuneration for the yearended 30 June 2010
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Directors’ remuneration for the year ended 30 June 2010

2010 2009
Annual Share
Base incentive incentive Other
salary plan® plan benefits© Total Total
£000 £000 £000 £000 £000 £000
Emoluments
Chairman - fees
Dr FB Humer® 400 - - 6 406 401
Executive directors
NC Rose 673 1,164 3 32 1,872 996
PS Walsh 1,155 1,975 3 45 3,178 1,706
1,828 3,139 6 77 5,050 2,702
Non-executive directors —fees
PB Bruzelius 75 - - 1 76 13
LM Danon 75 - - 1 76 79
BD Holden (appointed 1 September 2009) 62 - - 1 63 -
Lord Hollick 110 - - 1 111 106
M Lilja (retired 14 October 2009) 21 - - - 21 79
PG Scott 100 - - 1 101 96
HT Stitzer 75 - - 1 76 73
PA Walker 75 - - 1 76 73
Former non-executive directors - fees
WS Shanahan (retired 30 April 2009) - - - - - 67
593 - - 7 600 586
Total 2,821 3,139 6 90 6,056 3,689

Notes

(a) £160,000 of Dr FB Humer's remuneration in the year ended 30 June 2010 was used for the monthly purchase of Diageo ordinary shares, which must be retained

until he retires from the company or ceases to be a director for any other reason.

(b) During the year, the remuneration committee agreed to establish the Diageo Executive Savings Plan (ESP). This plan is an employer financed retirement benefit
scheme (EFRBS) under which an ESP contribution can be made on behalf of an executive directorinlieu of all or part of their discretionary annual incentive plan

(AIP) award. Through this scheme, eligible employees may express a preference for up to 100% of their potential gross AIP award to be delivered as a cash
contribution to the ESP; any such decision is taken entirely at the company’s discretion. The ESP contribution means that cash is paid into a trust for long term
investment. The resulting funds are only available to provide benefits to the participant after they have left the employment of Diageo and have reached a

minimum of age 55. For the year ended 30 June 2010, the chief executive expressed a preference for some or all of his potential gross AIP award to be delivered
asa cash contribution to the ESP, and the company has decided to make such ESP contribution. No ESP contribution will be made for the chief financial officer.
(c) Other benefits may include company car and driver, fuel, product allowance, financial counselling and medical insurance.

Long term incentive plans

Payments and gains

Inthe yearended 30 June 2010, the executive directors received payments and made gains under long term incentive plans as follows:

2010 2009
Executive
share September
option 2006
exercises TSRaward Total Total
£000 £000 £000 £000
Executive directors
NC Rose 984 - 984 553
PS Walsh 2,859 - 2,859 1,795
Total 3,843 - 3,843 2,348
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Directors’ share options over ordinary shares )
The following table shows the number of options held under all executive share option plans and savings-related schemes for the §
directors who held office during the year. 5
Market =
price g
Option atdate of Datefrom D
30June 30June pricein exercisein which first =
UKoptionplan 2009 Granted Exercised 2010 pence pence exercisable Expiry date
NCRose SESOP 1999 262,269 (262,269) - 815 1040 20 Sep 2008 20Sep 2015
SESOP 1999 243,951 (243,951) - 930 1086 19 Sep 2009 19Sep 2016
SAYE®) 2914 (2,914) - 567 1040 01 Dec 2009 31 May 2010
SESOP 1999¢) 226,569 226,569 1051 18 Sep 2010 18 Sep 2017 ®
SESOP 2008 287,770 287,770 877 27 Oct 2011 27 0ct 2018 %
SESOP 2008 265,099 265,099 952 17 Sep 2012 17 Sep 2019 i
1,023,473 265,099 (509,134) 779,438 g.
PS Walsh SESOP 1999 270,553 270,553 759 11 Oct 2005 110ct2012 %
SESOP 1999 279,584 (100,000) - 649 985 10 Oct 2007 100ct 2013 >
SESOP 1999 (100,000) - 649 1000 10 Oct 2007 100ct 2013
SESOP 1999 (79,584) - 649 1025 10 Oct 2007 100ct 2013
SESOP 1999 493,281 (100,000) - 707 1060 11 Oct 2007 110ct2014
SESOP 1999 (93,281) - 707 1070 11 Oct 2007 110ct2014
SESOP 1999 (100,000) - 707 1088 11 Oct 2007 110ct2014 ®
SESOP 1999 (100,000) - 707 1100 11 Oct 2007 110ct2014 %
SESOP 1999 (100,000) - 707 1114 11 Oct 2007 110ct2014 %
SESOP 1999 455,521 455,521 815 20 Sep 2008 20Sep 2015 é
SESOP 1999 423,387 423,387 930 19 Sep 2009 19Sep 2016
SESOP 1999¢) 392,483 392,483 1051 18Sep 2010 18 Sep 2017
SAYE®) 2,465 2,465 653 01 Dec 2010 31 May 2011
SESOP 2008 493,871 493,871 877 27 Oct 2011 27 Oct 2018
SESOP 2008 454,963 454,963 952 17 Sep 2012 17 Sep 2019
2,811,145 454,963 (772,865) 2,493,243
o
Notes r%
(a) The performance condition in respect of this SESOP grant was measured after 30 June 2010. The growth in Diageo’s EPS over the three years ended 30 June 2010 B
exceeded the performance condition (RPI plus 15 percentage points) and 100% of these options will become exercisable in September 2010. §
m

(b) Options granted under the UK savings-related share option scheme.

The mid-market price for ordinary shares at 30 June 2010 was 1060 pence (2009 - 871 pence; 16 August 2010 - 1110 pence). The highest
mid-market price during the year was 1160 pence and the lowest mid-market price was 867 pence.
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Directors’ interests in PSP and TSR plan awards

The following table shows the directors’ interests in the PSP and the TSR plan. Details of executive share options are shown
separately above.

Awards

made Awards released

Interestsat 30 June 2009 during year during year

Market price
Number of atdate of Interests at
Performance Target Maximum Maximum of shares vestingin 30June

period Date ofaward award®@ award® award ® vested®© pence 2010©
NC Rose 2006 - 2009 19 Sep 06 142,018 213,027 - 982 -
2007-2010 18Sep07¥ 127,895 191,843 191,843
2008 -2011 27 0ct 08 194,321 194,321 194,321
2009-2012 17 Sep 099 226,599 226,599
464,234 599,191 226,599 - 612,763
PS Walsh 2006 - 2009 19 Sep 06 308,098 462,147 - 982 -
2007-2010 185ep07© 276,938 415,407 415,407
2008 -2011 27 0ct 08 416,867 416,867 416,867
2009-2012 17 Sep 099 486,111 486,111
1,001,903 1,294,421 486,111 - 1,318,385
Notes

(a) Thisis the number of shares initially awarded. In accordance with the planrules, the number of shares awarded is determined based on the average of the daily
closing price for the preceding financial year. Of this number of shares initially awarded, 25% under the PSP and 35% under the TSR plan would be released for
achieving position eight in the peer group. No shares would be released for achievement of position nine or below.

(b) This number reflects the maximum number of shares that could be awarded based on the vesting schedule. Under the PSP, the maximum would be 100% of the
target award. Under the TSR plan, this would be 150% of the number of shares initially awarded. The entire amount of these shares would only be released for
achieving position one or two in the peer group.

() The three-year performance period for the September 2006 TSR plan award ended on 30 June 2009. The number of shares released in September 2009 was 0% of
theinitial award. This was based on a relative TSR ranking of position 11 in the peer group at the end of the performance period. Kepler Associates independently
verified the TSRincrease and ranking.

(d) The price on 21 September 2009, the release date. The market price was 937 pence when the award was made on 19 September 2006.

(e) The directors’interests at 16 August 2010 were the same as at 30 June 2010.

(f) The three-year performance period for the September 2007 TSR plan award ended on 30 June 2010. The number of shares that will be released in September 2010
is 0% of the initial award. This was based on a relative TSR ranking of position 14 in the peer group at the end of the performance period. Kepler Associates
independently verified the TSR increase and ranking.

(9) The market price on 17 September 2009 was 975 pence.

Executive directors’ pension benefits

Details of the accrued pension to which each director would have been entitled had they left service on 30 June 2010 and the transfer
value of those accrued pensions are shown in the following table. The accrued pensions shown represent the annual pension to
which each executive director would be entitled at normal retirement age. The transfer value is broadly the cost to Diageo if it had to
provide the equivalent pension benefit. The transfer values shown in the following table have been calculated as set by the trustees
ofthe scheme.

Pensionable Accrued Additional Accrued Transfer Changein Transfer
Ageat serviceat pension at pension pensionat valueat transfer valueat
30June 30June 30June accruedin 30June 30June  valueduring 30June
2010 2009 2009 theyear® 2010@® 2009 theyear® 2010
Years Years £000pa £000pa £000pa £000 £000 £000
NC Rose 52 18 369 27 396 6,145 1,165 7,310
PS Walsh 55 28 637 33 670 11,663 1,818 13,481

Notes

(a) The additional pension accrued in the yearis mainly attributable to the additional year of service. None of the additional pension is attributable to inflation.

(b Partof the pension for both NC Rose and PS Walsh may be provided from the unfunded non-registered arrangement. As at 30 June 2010, the percentage of
pension provided from this arrangement for NC Rose was 79% (2009 — 78%) but for PS Walsh it was 0% (2009 - 0%).

(c) The changes in the transfer values during the year attributable to an additional year's service were an increase of £414,000 for NC Rose and £776,000 for PS Walsh.
The changesin the transfer value during the year due to increases in pensionable pay were an increase of £97,000 for NC Rose but a reduction of £116,000 for
PSWalsh. (This reduction was due to the increase in PS Walsh's pensionable pay being less than the inflationary increase applied to the pensions debit that was
establishedin 2007 as a result of a pension sharing order) The remainder of the change in the transfer values was mainly attributable to changes in market
conditions, in particular, interest earned on the transfer value and changes in index-linked gilt markets over the year. The remuneration committee made no
change to the company’s pension policy during the year.

(d) During the year, NC Rose made pension contributions of £40,380 (2009 - £39,810) and PS Walsh made pension contributions of £69,300 (2009 - £68,475).
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Share and other interests
The beneficial interests of the directors in office at 30 June 2010 in the ordinary shares of the company are shown in the table below.

Ordinary shares

30June
16 August 30June 2009 or
2010 2010 appointment
Chairman
Dr FB Humer 24,801 23,354 13,500
Executive directors
NC Rose 478,911 478,878 453,895
PS Walsh 728,446 728,413 719,876
Non-executive directors
PB Bruzelius 5,000 5,000 -
LM Danon 5,000 5,000 5,000
BD Holden (appointed 1 September 2009) 2,000 2,000 -
Lord Hollick 5,000 5,000 5,000
PG Scott 25,000 25,000 5,000
HT Stitzer 8,053 7,872 6,701
PA Walker 44,250 44,250 44,250
Total 1,326,461 1,324,767 1,257,754
Notes

(a) At30June 2009, M Lilja (retired 14 October 2009) held 4,532 shares.

(b) At 30 June 2010, there were 2,030,340 shares (30 June 2009 - 3,129,355; 16 August 2010 - 2,029,036) held by trusts to satisfy grants made under Diageo incentive
plans and savings-related share option schemes, and 109,834 shares (30 June 2009 - 109,834; 16 August 2010 — 109,834) held by a trust to satisfy grants made
under ex-GrandMet incentive plans. NC Rose and PS Walsh are among the potential beneficiaries of these trusts and are deemed to have an interest in all
these shares.

Performance graph

The graph below shows the total shareholder return for Diageo and the FTSE 100 Index since 30 June 2005. The FTSE 100 Index reflects
the 100 largest UK quoted companies by market capitalisation and has been chosen because it is a widely recognised performance
benchmarkfor large UK companies.

Total shareholder return - value of hypothetical
£100 holding (based on spot share prices)
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Source: Bloomberg
Notes: TSR based on end of year prices. FTSE100 dividends based
on the average 12-month dividend yield of constituents.
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Additional information

Emoluments and share interests of senior management
The total emoluments for the year ended 30 June 2010 of the
executive directors, the executive committee members and the
company secretary (together, the senior management) of Diageo
comprising base salary, annual incentive plan, share incentive
planand other benefits were £21,116,825 (2009 - £12,097,780).
The aggregate amount of gains made by the senior
management from the exercise of share options and from the
vesting of awards during the year was £8,934,556. In addition,
they were granted 2,294,887 options under the SESOP during the
year at a weighted average share price of 954 pence, exercisable
by 2019.They were also initially awarded 2,186,001 shares under
the PSP in September 2009, which will vest in three years subject
tothe performance tests described above.

Senior management options over ordinary shares

At 16 August 2010, the senior management had an aggregate
beneficial interest in 2,736,264 ordinary shares in the company
and inthe following options over ordinary shares in the company:

Weighted

average

exercise

Number price
of options inpence Option period
NC Rose 779,438 953 Sep 10-Sep 19
PS Walsh 2,493,243 903 Oct05-Sep 19
Other* 6,312,521 1078 Oct04-Sep 19

9,585,202

*Other members of the executive committee and the company secretary.

Key management personnel related party transactions

Key management personnel of the group comprises the
executive and non-executive directors, the members of the
executive committee and the company secretary. As previously
disclosed, Lord Hollick, PS Walsh, NC Rose and G Williams have
informed the company that they have purchased seasonal
developments at Gleneagles from a subsidiary of the company,
Gleneagles Resort Developments Limited. The transactions
were priced on the same basis as all the external seasonal
development transactions and were atarm'’s length. The values
of the transactions at the date of purchase were as follows:

Lord Hollick— £25,000, PS Walsh — £43,000, NC Rose - £11,600
and G Williams - £19,400. Each director continued to hold these
seasonal developments at 30 June 2010.

Diageo plc has granted rolling indemnities to the directors
and the company secretary, uncapped in amount, in relation to
certain losses and liabilities which they may incur in the course of
acting as directors or company secretary (as applicable) of Diageo
plc or of one or more of its subsidiaries. These indemnities
continue to bein place at 30 June 2010.

Otherthan disclosed in this report, no director had any
interest, beneficial or non-beneficial, in the share capital of the
company. Save as disclosed above, no director has or has had any
interestin any transaction which is or was unusual in its nature, or
which is orwas significant to the business of the group and which
was effected by any member of the group during the financial
year,or which having been effected during an earlier financial
year,remains in any respect outstanding or unperformed. There
have been no material transactions during the last three years to
which any director or officer, or 3% or greater shareholder, or any
relative or spouse thereof, was a party. There is no significant
outstanding indebtedness to the company from any directors
or officer or 3% or greater shareholder.

Statutory and audit requirements

This report was approved by the board of directors, on 24 August
2010 and was signed on its behalf by Lord Hollick of Notting Hill
who is senior non-executive director and chairman of the
remuneration committee. As required by the Companies Act
2006, a resolution to approve the directors’ remuneration report
willbe proposed at the AGM and will be subject to an advisory
shareholdervote.

The board has followed and complied with the
requirements of the Companies Act 2006 with reference to
Schedules 5 and 8 of the Large and Medium-sized Companies
and Groups (Accounts and Reports) Regulations 2008 and
section 1 of the Combined Code on Corporate Governance in
preparing this report and in designing performance-related
remuneration for senior executives.

KPMG Audit Plc has audited the report to the extent
required by the Regulations, being the sections headed
‘Directors’ remuneration for the yearended 30 June 2010, Long
term incentive plans, ‘Directors’ share options over ordinary
shares’,'Directors’ interests in PSP and TSR plan awards’ and
‘Executive directors’ pension benefits’ In addition, the following
sections form part of the audited financial statements: ‘Share
and other interests’ and 'Key management personnel related
party transactions..

Terms defined in this remuneration report are used
solely herein.

Definitions

AGM - annual general meeting of shareholders.

EPS —earnings per share.

Adjusted EPS —for the purpose of the SESOP, an underlying
measure of EPSis used, calculated as reported EPS adjusted to
exclude exceptional items and the impact of changesin
exchangerates, to apply an underlying tax rate for each yearand
toexclude theimpacts of IAS 19,21 and 39 from net finance
charges. The adjusted EPS for the year ended 30 June 2009 has
been restated to reflect the impact of changes in accounting
policies and after changes adopted in the year ended 30 June
2010to ensure that performance over the three-year cycle is
calculated on a consistent basis.

Normal retirement age - for pension purposes this is age 62.
RPI -the retail prices index is a UK governmentindex that
measures changes in cost of living.

TSR-forthe purpose of the PSP and TSR plan, total shareholder
returnis the percentage growth in Diageo's share price assuming
alldividends and capital distributions are reinvested.



Corporate governance report %

Dear Shareholder

On behalf of the board, lam pleased to present the corporate governance report for the year ended 30 June 2010.

The year has seen various reviews and commentaries on corporate governance in the UK, mostly in response to the recent severe
economic downturn. Among the most notable are the review of the Combined Code on Corporate Governance (as defined below)
by the Financial Reporting Council (FRC) and Sir David Walker's review of the governance of banks and other financial institutions.

In addition to the detailed observations and recommendations produced by these reviews, we have discerned several key themes that
we believe already characterise Diageo’s corporate governance and give us some comfort (but not a sense of complacency) that we
are aligned with the current thinking on best practice in this area. Indeed some of the phrasing used here is borrowed from the FRC

and Walker reviews. In particular, we share the belief that good governance is not merely a compliance exercise but something that
supports the long term success of the company and further, we recognise that the quality of corporate governance ultimately depends
on behaviours not process, with the result that there is a limit to the extent to which any regulatory framework can deliver good
governance. It follows that the role of the chairman in leading the board, the commitment of all members of the board and the mix

of skills, experience and independence that they bring, is paramount. We believe that Diageo has a board which:is up to the challenge
of meeting these standards, understanding and helping to meet the challenges facing the company; has sufficientindependence to
allow an objective approach; and which provides leadership and constructive challenge in the boardroom.

The description in this report of Diageo’s corporate governance structures and procedures and of the work of the board and
executive committee is intended to give a sense of how Diageo seeks to achieve the aspirations described above.

The principal corporate governance rules applying to UK companies listed on the London Stock Exchange (LSE) for the year
ended 30 June 2010 are contained in The Combined Code on Corporate Governance as updated and published by the FRCin June
2008 (the Code) and the UK Financial Services Authority (FSA) Listing Rules, which require companies listed on the Main Market of
the LSE to describe, in their annual report, their corporate governance from two points of view: the first dealing generally with their
adherence to the Code’s main principles and the second dealing specifically with non-compliance with any of the Code’s provisions.
The two descriptions together are designed to give shareholders a picture of governance arrangements in relation to the Code as a
criterion of good practice. Diageo has complied with both the main principles set out in section 1 of the Code and the provisions set
outin section 1 of the Code throughout the year. The Code is publicly available under the heading ‘Corporate Governance’at the
website of the Financial Reporting Council, www.frc.org.uk.

Following its review of the Code in 2009, the FRC published the revised Code (renamed the UK Corporate Governance Code)
in May 2010. The revised Code will apply to reporting periods beginning on or after 29 June 2010 (for Diageo, the year ending
30June 2011).

Diageo must also comply with corporate governance rules contained in the FSA Disclosure and Transparency Rules as well as
certain related provisions in the Companies Act 2006 (the Act).

As well as being subject to UK legislation and practice, asa company listed on the New York Stock Exchange (NYSE), Diageoris
subject to the listing requirements of the NYSE and the rules of the Securities and Exchange Commission (SEC). Compliance with the
provisions of the US Sarbanes-Oxley Act of 2002 (SOX), as it applies to foreign issuers, is continually monitored. Whilst the directors
believe that the group’s corporate governance policies continue to be robust, changes have been and will continue to be made in light
oftherulesthatare in place atany pointin time. Diageo follows UK corporate governance practice; differences from the NYSE corporate
governance standards are summarised below within this report and on the company’s website at www.diageo.com.

The way in which the Code’s principles of good governance and relevant provisions of SOX are applied is described within this
corporate governance report.

~— e

PD Tunnacliffe
Company Secretary
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Board of directors

Membership of the board and board committees,

other directorships and attendance at meetings

The chairmen, senior non-executive director and other
members of the board, audit committee, nomination
committee and remuneration committee are as set out above
in the biographies of directors and members of the executive
committee. The directors' biographies also show the significant
other commitments of the chairman and other directors and
whether there have been any changes to them during the year.
Directors’ attendance during the year at board meetings,
meetings of the audit, nomination and remuneration
committees and at the Annual General Meeting was as set out
inthe table at the end of this report.

The board considers that it is beneficial for the executive
directors to hold an external directorship to broaden their
experience and normally this would be limited to one company.
The chief executive, PS Walsh, holds a UK non-executive
directorshipin Unilever PLC and a US non-executive directorship
in FedEx Corporation. The board considers that, given the
importance of the United States to the company's business, the
FedEx directorship is of benefit to Mr Walsh in terms of market
awareness, US business practices and networking and that
the time commitment is not onerous as the meetings can be
combined with other business trips to the United States.

The chief financial officer, NC Rose, holds a UK non-executive
directorship in BAE Systems PLC (to which he was appointed
during the year). DA Mahlan (who, as detailed above in the
section on biographies of directors, will succeed Mr Rose as
chieffinancial officer on 1 October 2010) holds no non-
executive directorships.

Thereis a clear separation of the roles of the chairman and
the chief executive. The chairman, Dr FB Humer, is responsible for
the running of the board and for ensuring all directors are fully
informed of matters sufficient to make informed judgements.
As chiefexecutive, PS Walsh has responsibility forimplementing
the strategy agreed by the board and for managing the group.
He is supported in this role by the executive committee.

The non-executive directors, all of whom the board has
determined are independent, are experienced and influential
individuals from a range of industries and countries. Their mix
of skills and business experience is a major contribution to the
proper functioning of the board and its committees, ensuring
that matters are fully debated and that no individual or group
dominates the board'’s decision-making processes.

Through the nomination committee, the board ensures
that plans are in place for the succession of the executive and
non-executive directors.

Asummary of the terms and conditions of appointment
of the non-executive directors is available at www.diageo.com
oron request from the company secretary.

Activities of the board
Itis the responsibility of the chairman and the company secretary
towork closely togetherin planning the annual programme
and agendas for meetings. During the year, six scheduled board
meetings were held, five in the United Kingdom and onein
China. With the plans for the joint annual strategy conference
with the full executive committee being disrupted by travel
restrictions, the group’s strategy discussions were re-scheduled
and held within extended board and board committee
meetings, particularly those held in China.

When directors are unable to attend a meeting, they are
advised of the matters to be discussed and given an opportunity
tomake their views known to the chairman prior to the meeting.

The board manages overall control of the company’s affairs with
reference to the formal schedule of matters reserved for the
board for decision. The schedule was last revised in June 2009.

The board makes decisions and reviews and approves key
policies and decisions of the company, in particularin relation to:
group strategy and operating plans; corporate governance;
compliance with laws, regulations and the company’s code of
business conduct; business development, including major
investments and disposals; financing and treasury; appointment
orremoval of directors and the company secretary; risk
management; financial reporting and audit; corporate
citizenship, ethics and the environment; and pensions.

The Act sets out directors’ general duties concerning
conflicts of interestand related matters. The board have agreed
an approach and adopted guidelines for dealing with conflicts of
interest and agreed to add responsibility for authorising conflicts
of interest to the schedule of matters reserved for the board. The
board confirmed that it was aware of no situations that may or did
giverise to conflicts with the interests of the company other than
those that may arise from directors’ other appointments as
disclosed in their biographies above. In accordance with the
articles, the board authorised the chairman or the company
secretary, as appropriate, to receive notifications of conflicts of
interest on behalf of the board and to make recommendations
astowhether the relevant matters should be authorised by the
board. The company has complied with these procedures during
theyear.

Alldirectors are equally accountable for the proper
stewardship of the company’s affairs.

The non-executive directors have a particular responsibility
forensuring that the business strategies proposed are fully
discussed and critically reviewed. This enables the directors to
promote the success of the company for the benefit of its
shareholders as awhole, whilst having regard to,among other
matters, the interests of employees, the fostering of business
relationships with customers, suppliers and others,and the
impact of the company’s operations on the communities in
which the business operates and the environment.

The non-executive directors also oversee the operational
performance of the whole group. To do this they have fulland
timely access to all relevant information, with updates also
provided on governance and regulatory matters affecting
the company. In addition, executive committee members and
other senior executives are invited, as appropriate, to board
and strategy meetings to make presentations on their areas of
responsibility. Non-executive directors are also invited to attend
the executive committee members’ senior leadership meetings
to gain furtherinsight into different aspects of the business.

In order to fulfil their duties, procedures are in place for
directors to seek both independent advice and the advice and
services of the company secretary who is responsible for advising
the board, through the chairman, on all governance matters.

The non-executive directors meet independently without
the chairman present, and also meet with the chairman
independently of management, on a regular basis.

The non-executive directors fulfil a key role in corporate
accountability. The remits of the audit, the nomination and the
remuneration committees of the board are set out below and
membership of these committees is as set outabove in the
‘Board of directors and executive committee’ section of this
Annual Report. The company secretary acts as secretary
to all of these committees. The terms of reference of the
committees are available on the company’s website at
www.diageo.com/ourbusiness/aboutus/corporategovernance.



Training

There is aformal induction programme for new directors;

they meet with the executive committee members individually
and receive orientation training from the relevant senior
executive in relation to the group and its business, for example
inrelation to its assurance processes, environmental and social
policies, corporate responsibility policies and practices and
governance matters.

All directors are provided with the opportunity,and
encouraged to go, for training to ensure they are kept up to date
onrelevantlegal developments or changes and best practice
and changing commercial and otherrisks. Typical training
experience for directors includes attendance at seminars,
forums, conferences and working groups and during the year
alsoincluded training on pensions and treasury matters within
audit committee meetings. Training for directors is kept under
review during the year.

Performance evaluation

During the year, the board, audit committee, nomination
committee and remuneration committee each undertook a
formal evaluation of its own performance and effectiveness and
each of the committees also reviewed its terms to reference.
Internally produced questionnaires were used for the
performance evaluation process. The board questionnaire
focussed onthe performance of the board throughout the past
yearin the areas of strategy, performance management,
management succession, risk management and boardroom
dynamics. The chairman additionally held individual meetings
with each director. In concluding that it and its committees
continued to operate effectively, the board also identified areas
tofurtherenhance its effectiveness. As a result the annual
agendas of the board and its committees have been reviewed
and will be updated to reflect the feedback received.

The performance of each director, who met individually
with the chairman, was evaluated by the chairman based on
self-analysis and input from the other directors. The chairman’s
performance was evaluated by the directors, using an internally
produced questionnaire which was completed and returned to
the senior non-executive director, who discussed the feedback in
ameeting with the executive and non-executive directors and
then privately with the chairman. A report on the individual
performance evaluation process was given to the nomination
committee. Following the performance evaluation of individual
directors, the chairman has confirmed that the non-executive
directors standing for re-election at this year's AGM continue to
perform effectively and demonstrate commitment to their roles.
[tis the board’s intention to continue to review annually its
performance and that of its committees and individual directors.
Adecision is taken each year on the performance evaluation
process to be used. In respect of the coming year's evaluation
process, no decision has yet been made whether to continue
with the same method of internal evaluation or to engage an
externalfacilitator.

Corporate governancereport

Auditcommittee

Role of the audit committee

The audit committee is responsible for monitoring and

reviewing:

- theintegrity of the financial statements, including a review
of the significant financial reporting judgements contained
inthem;

- theeffectiveness of the group’s internal control and risk
management and of control over financial reporting;

- theeffectiveness of the global audit and risk function,
including the programme of work undertaken by
that function;

- thegroup’s policies and practices concerning business
conductand ethics, including whistleblowing;

- thegroup’s overall approach to securing compliance with
laws, regulations and company policies in areas of risk; and

+ the company’s relationship with the external auditor, including
itsindependence and management’s response to any major
external audit recommendations.

Forthe purposes of the Code and the relevant rule under the US
Securities Exchange Act of 1934 (Exchange Act), the board has
determined that PG Scottis independentand may be regarded
as an audit committee financial expert.

The chairman, the chief financial officer, the group controller,
the head of global audit and risk, the director of technical
accounting and the external auditor are normally invited to
attend meetings.

The audit committee met privately with the external auditor
and with the head of global audit and risk as appropriate.

Work of the audit committee

During the year, the audit committee formally reviewed the
annual reports and associated preliminary year-end results
announcement, focusing on key areas of judgement,
provisioning and complexity, critical accounting policies and
any changes required in these areas or policies. In addition,

the audit committee also reviewed the interim results
announcementand the company’s interim management
statements. The audit committee also reviewed the work of the
filings assurance committee described below and was updated
on litigation risks by the group’s general counsel.

The audit committee received detailed presentations from
certain senior executives on the management of key riskand
controlissues in their respective business areas, reviewed the
effectiveness and findings from internal control and risk
management processes described below and reviewed the
work of the compliance programme and the work of the audit
andrisk committee, described below.

The audit committee had available to it the resources of
the global audit and risk function, the activities of which are
described below.

During the year, the audit committee reviewed the external
audit strategy and the findings of the external auditor fromiits
review of the interim announcement and its audit of the annual
financial statements. The audit committee also met privately with
the external auditor.

The audit committee reviews annually the appointment
of the auditor and, on the audit committee’s recommendation,
the board agreed in August 2010 to recommend to shareholders
atthe annual general meeting in 2010, the re-appointment of
the external auditor for a period of one year. The current overall
tenure of the external auditor dates from 1997. Any decision
to open the external auditor to tender is taken on the
recommendation of the audit committee, based on the results
of the effectiveness review described below. There are no
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contractual obligations that restrict the company’s current choice
of external auditor.

The audit committee assessed the ongoing effectiveness of
the external auditor and audit process on the basis of meetings
and a questionnaire-based internal review with finance, global
auditand risk staff and other senior executives. In reviewing the
independence of the external auditor, the audit committee
considered anumber of factors. These include: the standing,
experience and tenure of the external audit director; the nature
and level of services provided by the external auditor;and
confirmation from the external auditor that it has complied
with relevant UK and US independence standards.

The group hasa policy on auditor independence and on
the use of the external auditor for non-audit services, which is
reviewed annually, most recently in June 2010. Under this policy
the provision of any non-audit service must be approved by the
audit committee, unless the proposed service is both expected
to costless than £250,000 and also falls within one of a number of
service categories which the audit committee has pre-approved.
These pre-approved service categories may be summarised
asfollows:

- accounting advice,employee benefit plan audits, and audit
orother attestation services, not otherwise prohibited;

- duediligence and other supportin respect of acquisitions,
disposals, training and other business initiatives; and

- certain specified tax services, including tax compliance, tax
planning and related implementation advice in relation to
acquisitions, disposals and other reorganisations.

Nomination committee

Role of the nomination committee

The nomination committee is responsible for keeping under
review the composition of the board and succession toit, and
succession planning for senior management positions. It makes
recommendations to the board concerning appointments to the
board, whether of executive or non-executive directors, having
regard to the balance and structure of the board and the required
blend of skills and experience.

The nomination committee also makes recommendations
tothe board concerning the re-appointment of any non-
executive director at the conclusion of his or her specified term
and the re-election of any director by shareholders under the
retirement provisions of the company’s articles of association.

No director is involved in determining his or herown
re-appointment or re-election.

Any new directors are appointed by the board and, in
accordance with the company’s articles of association, they must
be elected at the next AGM to continue in office. They must retire,
and may stand for re-election by the shareholders. As referred to
above, the new UK Corporate Governance Code requires that all
directors retire by rotation every year. This will have effect from
the Company’s AGM in October 2010.

Activities of the nomination committee

The principal activities of the nomination committee during
the year were: the review of individual performance; a review
of the executive committee structure, membership and
succession planning for it; the consideration of potential
non-executive directors; and succession to the role of chief
financial officer.

Inrespect of the appointment of BD Holden to the
board during the year, the recruitment process included the
development of a candidate profile and the engagement of
a professional search agency specialising in the recruitment
of high calibre non-executive directors. Reports on potential

appointees were provided to the committee, which after

careful consideration, made a recommendation to the board.
Inrespect of the appointment of DA Mahlan to the board

and her appointment as chieffinancial officer, both with effect

from 1 October 2010, the committee undertook an independent

review of the role and after careful consideration, made a

recommendation to the board.

Remuneration committee

Role of the remuneration committee

The role of the remuneration committee and details of how
the company applies the principles of the Code in respect
of directors’ remuneration are set outin the directors’
remuneration report.

The chairman and the chief executive may, by invitation,
attend remuneration committee meetings, except when
their own remuneration is discussed. No directoris involved
in determining his or her own remuneration.

Executive direction and control

Executive committee

The executive committee, appointed and chaired by the

chief executive, consists of the individuals responsible for the

key components of the business: North America, Europe,
International and Asia Pacific markets, global supply and global
functions. The members of the committee and their biographies
are set out above inthe ‘Board of directors and executive
committee’ section of this Annual Report. It met fourtimes
during the year,and spent most of its time discussing strategy,
people, performance (including brands) and governance. One of
the meetings was held inthe United States, one in Brazil and the
remainder in the United Kingdom. In addition, scheduled interim
update meetings were held by teleconference throughout the
year.Responsibility and authority (within the financial limits set
by the board) are delegated by the chief executive to individual
members of the executive committee who are accountable

to himfor the performance of their business units.

Executive direction and control proceduresinclude
approval of annual strategic plans submitted by each business
unit executive and periodic business reviews. These reviews are
generally attended by the regional president responsible for
the market (and in certain cases additional members of the
executive committee) and are held in the relevant market.

The reviews focus on business performance management
and specific issues around brands, people, key business
decisions and risk management.

The chief executive has created several executive working
groups to which are delegated particular tasks, generally with
specific time spans and success criteria. He has also created
committees, intended to have an ongoing remit, including
thefollowing.

Auditand risk committee

Chaired by the chief executive and responsible for: overseeing
the approach to securing effective internal control and risk
management in the group; reviewing the adequacy of the
group’s sources of assurance over the management of key risks;
reviewing management’s self-assessment process over internal
controls; reviewing the effectiveness of the group’s compliance
programme; and reporting periodically on the above to the audit
committee orto the board.



In addition, the audit and risk committee is responsible for
promoting the culture and processes that support effective
compliance with the group’s codes of conduct, business
guidelines and marketing practices throughout the business and
supports the audit committee, board and executive committee
in satisfying its corporate governance responsibilities relating to
internal control and risk management within the group.

Corporate citizenship committee

Chaired by the chief executive and responsible for making
decisions or, where appropriate, recommendations to the board
or executive committee, concerning corporate citizenship
strategy, policies and issues. This includes such matters as:
corporate citizenship performance, measurement and reporting;
community affairs; environmental matters;and other emerging
corporate citizenship issues. Progress in these areas is reported
periodically to the board and publicly through a separate
corporate citizenship report, which is subject to external
assurance. That report and the group's social, ethical and
environmental policies are published on the Diageo website.

A copy of the corporate citizenship report is available on the
Diageo website.

Two executive working groups (one on alcoholin society
and one on environmental performance) assist the committee
with its work on specificissues. They bring together the key
executives from the business and functional representatives
involved in developing and achieving Diageo’s commitments
inthese key areas.

Finance committee

Chaired by the chieffinancial officerand including the chief
executive, this committee is responsible for making
recommendations to the board on funding strategy, capital
structure and management of financial risks and the policies
and control procedures (including financial issues relating to
treasury and taxation) required to implement the company’s
financial strategy and financial risk management policies.

In certain specific circumstances, the board has delegated
authority to the finance committee to make decisions in these
areas. Treasury activity is managed centrally within tightly defined
dealing authorities and procedures recommended by the
finance committee and approved by the board.

Filings assurance committee

Chaired by the chieffinancial officerand including the chief
executive, this committee is responsible forimplementing and
monitoring the processes which are designed to ensure that the
company complies with relevant UK, US and other regulatory
reporting and filing provisions, including those imposed by SOX
orderived from t. As at the end of the period covered by this
report, thefilings assurance committee, with the participation
of the chief executive and chief financial officer, carried outan
evaluation of the effectiveness of the design and operation of
disclosure controls and procedures. These are defined as those
controls and procedures designed to ensure that information
required to be disclosed in reports filed under the Exchange Act
is recorded, processed, summarised and reported within specified
time periods. As of the date of the evaluation, the chief executive
and the chieffinancial officer concluded that the design and
operation of these disclosure controls and procedures were
effective to ensure that information required to be disclosed
inthe reports that the company files or submits under the
Exchange Actis accumulated and communicated to the
management, including the company’s principal executive
and principal financial officer, as appropriate, to allow timely
decisions regarding disclosure.

Corporate governancereport

Additional information

Internal control and risk management

Diageo’saimis to manage risk and to control its business and
financial activities cost-effectively and in a manner that enables it
to:exploit profitable business opportunities in a disciplined way;
avoid or reduce risks that can cause loss, reputational damage or
business failure; support operational effectiveness; and enhance
resilience to external events. To achieve this,an ongoing process
has been established for identifying, evaluating and managing
risks faced by the group. This process, which complies with the
requirements of the Code, has been in place for the full financial
yearand up to the date the financial statements were approved
and accords with the guidance issued by the Financial Reporting
Councilin October 2005, ‘Internal Control: Revised Guidance for
Directors on the Combined Code’ also known as the Turnbull
guidance (asamended by the Flint review).

The board acknowledges that it is responsible for the
company’s systems of internal control and risk management
and for reviewing their effectiveness. The board confirms that,
through the activities of the audit committee described above,
it has reviewed the effectiveness of the company’s systems of
internal control and risk management described below.

All significant business units and the executive committee
are required to maintain a process to ensure key risks are
identified, evaluated and managed appropriately. This process
is also applied to major business decisions or initiatives, such
as systems implementations, new product development,
business combination activity or significant business strategy
implementation. Additional risk management activity is
focused directly towards operational risks within the business,
including health and safety, product quality and environmental
risk nanagement.

Business unit risk assessments, and the activities planned
tomanage those risks, are reviewed by relevant executives, for
example at periodic business reviews. The oversight of primary
risks, as detailed in the executive committee risk assessment, is
allocated as appropriate between the board, board committees
and the executive committee. The executive committee risk
assessment, and selected key risk assessments, are reviewed by
the auditand risk committee and by the audit committee.

In addition, business units are required to self-assess the
effectiveness of the design of their internal control framework.
Relevant executives review the results of these self-assessments
and summary reporting is provided to the audit and risk
committee and audit committee. Risk management and internal
control processes encompass activity to mitigate financial,
operational, compliance and reputational risk. Specific processes
arealsoin place to ensure management maintain adequate
internal control over financial reporting, as separately reported
on below.

A network of risk management committees is in place,
which has overall accountability for supporting the audit and
risk committee in its corporate governance responsibilities by
working with business units to proactively and effectively
manage riskand monitor the effectiveness of internal controls.

Processes are in place to ensure appropriate action is taken,
where necessary, to remedy any deficiencies identified through
the group’sinternal control and risk management processes.

The global audit and risk function gives the audit
committee, board and executive committee visibility and
understanding of the group’s key risks and risk management
capability and provides assurance over the quality of the group’s
internal control and management of key risks in line with a plan
agreed by the audit committee. It also oversaw the group’s
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compliance and ethics programme, throughout the financial
year until May 2010, at which time the global compliance and
ethics director began reporting direct to the chieffinancial
officeras a function distinct from global audit and risk

(@s described in more detail below).

The above risk management processes and systems of
internal control, together with the filings assurance processes,
are designed to manage, rather than eliminate, the risk of
failure to achieve the group’s strategic objectives. It should be
recognised that such systems can only provide reasonable,
not absolute, assurance against material misstatement or loss.

The company has in place internal control and risk
management systems in relation to the company’s financial
reporting process and the group’s process for preparation of
consolidated accounts. These systems are described above and
under the headings ‘Filings assurance committee’,’Auditand risk
committee’and ‘"Management's report on internal control over
financial reporting’. Diageo's filings assurance committee and
audit and risk committee are each responsible for overseeing

elements of these internal control and risk management systems.

Furthermore, a review of the consolidated financial statements is
completed by management to ensure that the financial position
and results of the group are appropriately reflected therein.

Compliance and ethics programme

Diageo is committed to conducting its business responsibly
and in accordance with all laws and regulations to which its
business activities are subject. The board has a comprehensive
compliance and ethics programme to support achievement of
this commitment. Management responsibility for the compliance
and ethics programme rests with the global compliance and
ethics director. As referred to above, in May 2010, the global
compliance and ethics director began reporting direct to the
chieffinancial officer, thus making the compliance and ethics
function distinct from the global audit and risk function.

The code of business conduct continued to be supported
by a comprehensive mandatory training programme. The
Diageo marketing code together with Diageo’s digital code
of practice establishes the principles that Diageo follows in
relation to marketing and promotional activities of its brands
and products.

Inaddition, in accordance with the requirements of SOX
(andrelated SEC rules), Diageo has adopted a code of ethics
covering its chief executive, chief financial officer, regional
presidents and other identifiable personsin the group, including
those performing senior accounting and controller functions. No
amendments to, or waivers in respect of, the code of ethics were
made during the year. The full texts of the code of ethics, code
of business conduct, marketing code and other Diageo policies
that comprise the compliance programme are available on the
company’s website at www.diageo.com/ourbusiness/aboutus/
corporategovernance.

Compliance and ethics programme guidelines specify the
manner in which any potential violations of these codes should
be dealt with, including line manager reporting and an
independent ‘SpeakUp” help line. The latter is operated
independently and reports to the global compliance and ethics
director for escalation to the audit committee as required. There
isan annual certification requirement for all senior employees to
confirm compliance with the code of business conduct or to
identify areas of possible non-compliance to the global
compliance and ethics director. Training and education
(including ‘e-learning’) activities are also undertaken. Both the
auditand risk committee and the audit committee review the
operation of the compliance programme.

Relations with shareholders

The company values its dialogue with both institutional and
private investors. The board’s primary contact with institutional
shareholders is through the chief executive and chief

financial officer.

The chief executive and chief financial officer are supported
by the investor relations department, who are in regular contact
withinstitutional shareholders and sell-side analysts. Coverage
of the company by sell-side analysts is circulated to the board.
The board also ensures that all directors develop an
understanding of the views of major institutional shareholders
through anindependent survey of shareholder opinion. In
addition, major shareholders are invited to raise any company
matters of interest to them at an annual meeting with the
chairman and senior non-executive director. The chief executive
and chieffinancial officer are normally also present and available
to take questions and the chairman reports on the meeting to
the board.

Investor seminars and analyst presentations, including those
following the announcement of interim results and preliminary
yearend results, are webcast and other presentations made to
institutional investors are available on the company’s website.

Forthe year ended 30 June 2010, Diageo produced an
annual report, which is available to all shareholders on its website,
orin paperform by election or on request. As an alternative
toreceiving shareholder documents through the post,
shareholders may elect to receive email notification that the
documents are available to be accessed on the company’s
website. Shareholders can also choose to receive email
notification when new company information is published
onwww.diageo.com. The website also provides private
shareholders with the facility to check their shareholdings online
andto send any questions they may have to the company.

Private shareholders are invited to write to the chairman
orany other directorand express their views on any issues of
concernatany time and the AGM provides an opportunity
for private shareholders to put their questions in person.

The company also holds an annual presentation to the UK
Shareholders’ Association.

The chairmen of the audit, nomination and remuneration
committees are normally available at the AGM to take any
relevant questions and all other directors attend, unless iliness or
another pressing commitment precludes them from doing so.

Atgeneral meetings, a schedule of the proxy votes cast
is nade available to all shareholders and is published on
www.diageo.com. The company proposes a separate resolution
on each substantially separate issue and does not bundle
resolutions together inappropriately. Resolutions on the receipt
ofthereports and accounts and the approval of the directors’
remuneration reportare put to shareholders at the AGM.

Charitable and political donations

During the year, total charitable donations made by the group
were £24.9 million (2009 — £23.4 million). UK group companies
made donations of £12.0 million (2009 - £11.2 million) to
charitable organisations including £1.1 million (2009 - £1.1 million)
tothe Diageo Foundation and £74 million (2009 - £74 million) to
the Thalidomide Trust. In the rest of the world, group companies
made charitable donations of £12.9 million (2009 - £12.2 million).
The group has not given any money for political purposes
inthe United Kingdom and made no donations to EU political
organisations and incurred no EU political expenditure during
the year. The group made contributions to non-EU political
parties totalling £0.5 million during the year (2009 - £0.7 million).



These were all made, consistent with applicable laws, to federal
and state candidates and committees in the United States,
where itis common practice to make political contributions.
No particular political persuasion was supported and
contributions were made with the aim of promoting a better
understanding of the group and its views on commercial
matters, as well as a generally improved business environment.

Supplier payment policies and performance

Given the international nature of the group’s operations, there

is no group standard in respect of payments to suppliers. The
group is moving to a standard term of 60 days in respect of
payments to suppliers and will seek toimplement these trading
terms for all suppliers in the future. Where this standard term does
not yet apply, operating companies are responsible for agreeing
terms and conditions for their business transactions when orders
forgoods and services are placed, so that suppliers are aware

of the terms of payment and the relevant terms are included

in contracts where appropriate. Creditor days have not been
calculated, as Diageo plc had no material trade creditors at
30June 2010. The company’s invoices for goods and services

are settled by subsidiaries acting on behalf of the company.

Going concern

The group’s business activities together with significant risk
factors are set out above in the Business description. The liquidity
position, capital resources and risk management processes
covering exposure to currency, interest rate, credit, liquidity

and price risk are described above in the Business review.

The group has significant financial resources, strong cash
generation from operations and good access to debt markets.
Consequently, the directors believe that the group is well placed
to manage its business risks despite the current uncertain
economic outlook.

The directors confirm that, after making appropriate
enquiries, they have reasonable expectation that the group has
adequate resources to continue in operational existence for the
foreseeable future. Accordingly, they continue to adopt the
going concern basis in preparing the financial statements.

Management’s report on internal control
over financial reporting

Management, under the supervision of the chief executive
and chieffinancial officer, is responsible for establishing and
maintaining adequate control over the group’s financial
reporting. Diageo's internal control over financial reporting
includes policies and procedures that: pertain to the
maintenance of records that, in reasonable detail, accurately
and fairly reflect transactions and dispositions of assets; provide
reasonable assurance that transactions are recorded as necessary
to permit the preparation of financial statements in accordance
with International Financial Reporting Standards (IFRS) as
endorsed and adopted for use in the European Union (EU)
andIFRS asissued by the International Accounting Standards
Board (IASB); provide reasonable assurance that receipts and
expenditures are made only in accordance with authorisation
of management and the directors of the company; and provide
reasonable assurance regarding prevention or timely detection
of any unauthorised acquisition, use or disposition of assets
that could have a material effect on the financial statements.
Management has assessed the effectiveness of Diageo’s
internal control over financial reporting (as defined in Rules
13(@)-13(f) and 15(d)-15(f) under the Exchange Act) based on the

Corporate governancereport

frameworkin ‘Internal Control - Integrated Framework', issued
by the committee of Sponsoring Organisations of the Treadway
Commission (COSO). Based on this assessment, management
concluded that, as at 30 June 2010, internal control over financial
reporting was effective.

Any internal control framework, no matter how well
designed, has inherent limitations, including the possibility of
human error and the circumvention or overriding of controls and
procedures and may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods
are subject to the risk that controls may become inadequate
because of changes in conditions or because the degree of
compliance with the policies or procedures may deteriorate.

During the period covered by this report, there were no
changesininternal control overfinancial reporting that have
materially affected or are reasonably likely to materially affect
the effectiveness of internal control over financial reporting.

KPMG Audit plc, an independent registered public
accounting firm, who also audit the group’s consolidated
financial statements, has audited the effectiveness of the group’s
internal control over financial reporting, and has issued an
unqualified report thereon, which will be included in the
company’s Form 20-F filed with the SEC.

Directors’ responsibilities in respect of the
annual report and financial statements

The directors are responsible for preparing the annual report,
the information filed with the SEC on Form 20-F and the group
and parent company financial statements in accordance with
applicable law and regulations.

Company law requires the directors to prepare group and
parent company financial statements for each financial year.
Under that law they are required to prepare the group financial
statements in accordance with IFRS as adopted by the EU and
applicablelawand have elected to prepare the parent company
financial statements in accordance with UK Accounting
Standards and applicable law (UK Generally Accepted
Accounting Practice). The directors have taken responsibility to
prepare the group financial statements also in accordance with
IFRS asissued by the IASB. The directors have also presented
certain additional information required by the SEC for the
purposes of the company’s Form 20-F.

The group financial statements are required by law and
IFRS to present fairly the financial position and the performance
of the group; the Act provides in relation to such financial
statements that references in the relevant part of the Act to
financial statements giving a true and fair view are references
to their achieving a fair presentation.

The parent company financial statements are required
by law to give a true and fair view of the state of affairs of the
parentcompany.

In preparing each of the group and parent company
financial statements, the directors are required to:

- selectsuitable accounting policies and then apply
them consistently;

-+ make judgements and estimates that are reasonable
and prudent;

- forthe group financial statements, state whether they have
been prepared in accordance with IFRS as adopted by the
EUand asissued by the IASB;

- forthe parent company financial statements, state whether
applicable UK Accounting Standards have been followed,
subjectto any material departures disclosed and explainedin
the parent company financial statements; and
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- prepare the financial statements on the going concern basis
unless it is inappropriate to presume that the group and the
parent company will continue in business.

The directors are responsible for keeping proper accounting
records that are sufficient to show and explain the parent
company’s transactions and disclose with reasonable accuracy at
any time the financial position of the parent company and enable
them to ensure that its financial statements comply with the
Companies Act 2006 and, as regard to group consolidated
accounts, Article 4 of the IAS Regulation. They have general
responsibility for taking such steps as are reasonably open

to them to safeguard the assets of the group and to prevent

and detect fraud and otherirregularities.

Under applicable UKand US law and regulations, the
directors are also responsible for preparing a directors' report,
adirectors' remuneration reportand a corporate governance
report that comply with that law and those regulations.

Inaddition, the directors are responsible for the maintenance
and integrity of the corporate and financial information included
onthe company’s website. Legislation in the United Kingdom
governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.

Responsibility statement

Each of the directors, whose names are set out above in the
‘Board of directors and executive committee’ section of this
Annual Report, confirms that to the best of his or her knowledge:
- the consolidated financial statements contained in the Annual
Report forthe year ended 30 June 2010, which have been
prepared in accordance with IFRS as issued by the IASBand
asendorsed and adopted for use in the EU, give a true and
fairview of the assets, liabilities, financial position and profit
of the group;and
- the management report represented by the directors’
report contained in the Annual Report for the yearended
30June 2010 includes afair review of the developmentand
performance of the business and the position of the group,
together with a description of the principal risks and
uncertainties that the group faces.

The responsibility statement was approved by the board
of directors on 25 August 2010.

New York Stock Exchange corporate
governance rules

Underapplicable SEC rules and the NYSE's corporate governance
rules for listed companies, Diageo must disclose any significant
ways in which its corporate governance practices differ from
those followed by US companies under NYSE listing standards.

Diageo believes the following to be the significant areas in
which there are differences between its corporate governance
practices and NYSE corporate governance rules applicable to US
companies. This information is also provided on the company’s
website at www.diageo.com.

- Basis of regulation: UK listed companies are required to include
intheirannual report a narrative statement of (i) how they have
applied the principles of the Code and (i) whether or not
they have complied with the best practice provisions of the
Code. NYSE listed companies must adopt and disclose their
corporate governance guidelines. Diageo complied
throughout the year with the best practice provisions of
the Code.

Director independence: the Code requires at least half the
board (excluding the chairman) to be independent non-
executive directors, as determined by affirmatively concluding
thatadirectoris independent of management and free from
any relationship that could materially interfere with the exercise
of independent judgement. NYSE rules require a majority of
independent directors, according to the NYSE's own ‘bright-
line'tests and an affirmative determination by the board that
the director has no material relationship with the listed
company. Diageo’s board has determined that, in its
judgement and without taking into account the NYSE bright-
line tests, all of the non-executive directors are independent.
As such, currently 7 of Diageo's 10 directors are independent.
Chairman and chief executive: the Code requires these roles
tobe separate. There is no corresponding requirement for

US companies. Diageo has a separate chairman and
chiefexecutive.

Non-executive director meetings: NYSE rules require non-
management directors to meet regularly without
management and independent directors to meet separately
atleast once a year. The Code requires non-executive directors
to meet without the chairman present at leastannually to
appraise the chairman’s performance. During the year,
Diageo’s chairman and non-executive directors met six times
asagroup without executive directors being present, and the
independent directors met once without the chairman.

Board committees: Diageo has a number of board committees
thatare similarin purpose and constitution to those required
by NYSE rules. Diageo’s audit, remuneration and nomination
committees consist entirely of independent non-executive
directors (save that the chairman of the nomination
committee, Dr FB Humer, is not independent). Under NYSE
standards, companies are required to have a nominating/
corporate governance committee, which develops and
recommends a set of corporate governance principles and

is composed entirely of independent directors. The terms

of reference for Diageo’s nomination committee, which
comply with the Code, do not contain such a requirement.

In accordance with the requirements of the Code, Diageo
discloses inits annual report the results and means of
evaluation of the board, its committees and the directors,

and it provides extensive information regarding directors’
compensation in the directors' remuneration report.

Code of ethics: NYSE rules require a code of business conduct
and ethics to be adopted for directors, officers and employees
and disclosure of any waivers for executive directors or officers.
Diageo has adopted a code of business conduct for all
directors, officers and employees, as well as a code of ethics
for senior officers in accordance with the requirements of SOX.
Currently, no waivers have been granted to directors or
executive officers.

Compliance certification: NYSE rules require CEOs to certify to
the NYSE their awareness of any NYSE corporate governance
violations. Diageo is exempt from this as a foreign private issuer
butis required to notify the NYSE if any executive officer
becomes aware of any non-compliance with NYSE corporate
governance standards. No such notification was necessary
during the period covered by this report.
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Directors’ attendance record at the Annual General Meeting, board meetings and board committee meetings, for the year ended
30June 2010 was as set out in the table below. For board and board committee meetings, attendance is expressed as the number of

meetings attended out of the number that each director was eligible to attend.

Annual
General Audit  Nomination Remuneration
Meeting Board committee committee committee
2009 (maximumé6) (maximumé) (maximumb5) (maximum5)
Dr FB Humer v 6/6 6/6* 5/5 5/5%
PS Walsh v 6/6 4/6** 5/5% 5/5%
NC Rose v 6/6 6/6* n/a n/a
Lord Hollick v 6/6 6/6 5/5 5/5
PB Bruzelius X 5/6 5/6 4/5 5/5
LM Danon v 6/6 6/6 5/5 5/5
BD Holden v 5/5 5/5 4/4 4/4
M Lilja v 2/2 2/2 2/2 11
PG Scott v 6/6 6/6 5/5 5/5
HT Stitzer v 6/6 6/6 5/5 5/5
PA Walker v 6/6 6/6 5/5 5/5

* Attended by invitation.
** Attended by invitation, for part only.

101

MaIARI SSauIsNg UO!]dUDSBp ssauisng Arewwins 2dueWIOHRd

9DUBUISA0D

Sluswalels [eidueul

UONBWLIOUI [PUOIIPPY




92 Directors’ report

Governance

77
Board of directorsand
executive committee

80

Directors’
remuneration
report

93

Corporate
governance report
102

Directors’

report

010z 1oday [enuuy oabeiq

The directors have pleasure in submitting their Annual Report
forthe yearended 30 June 2010.

Annual General Meeting

The AGM will be held at The Institution of Engineering and
Technology, Savoy Place, London WC2R OBL at 2.30pm on
Thursday, 14 October 2010.

Dividends

Diageo paid an interim dividend of 14.6 pence per share on

6 April 2010. The directors recommend afinal dividend of 23.5
pence per share. Subject to approval by shareholders, the final
dividend will be paid on 19 October 2010to shareholders on the
register on 10 September 2010. Payment to US ADR holders will
be made on 25 October 2010. A dividend reinvestment plan,
which enables ordinary shareholders to invest their dividends
in ordinary shares, is available in respect of the final dividend
and the plan notice dateis 27 September 2010.

Directors

The directors of the company who served during the year are
shown inthe section ‘Board of directors and executive
committee’above.

In accordance with the UK Corporate Governance Code, all
the directors retire by rotation at the AGM and offer themselves
for re-election, with the exception of NC Rose who will retire
immediately after the AGM and will therefore not seek
re-election. DA Mahlan, who was appointed since the last
AGM, retires in accordance with the articles and, being eligible,
offers herself for election at the AGM. The non-executive
directors proposed for re-election do not have service contracts.

Further details of directors’ contracts, remuneration and
theirinterests in the shares of the company at 30 June 2010 are
givenin the directors’ remuneration report above.

Auditor

The auditor, KPMG Audit Plc, is willing to continue in office and
aresolution for its re-appointment as auditor of the company
will be submitted to the AGM.

Disclosure of information to the auditor

The directors who held office at the date of approval of this
directors' report confirm that, so far as they are each aware, there
is no relevant audit information of which the company’s auditoris
unaware;and each director has taken all the steps that they ought
tohave taken as a director to make themselves aware of any
relevant audit information and to establish that the company’s
auditor is aware of that information.

Business review

The review of the business of the company and the description
of the principal risks and uncertainties facing the company,
prepared in accordance with the Companies Act 2006, comprises
the following sections of the Annual Report: the Chief executive’s
review, the Business description and the Business review.

Corporate governance statement

The corporate governance statement, prepared in accordance
with rule 7.2 of the FSA's Disclosure and Transparency Rules,
comprises the following sections of the Annual Report: the
Corporate governance report and the Additional information
for shareholders.

Significant agreements — change of control

The following significant agreements contain certain termination
and other rights for Diageo's counterparties upon a change of
control of the company.

Under the agreement governing the company’s 34%
investment in Moét Hennessy SNC (MH) and Moét Hennessy
International SAS (MHI), if a competitor (as defined therein)
directly orindirectly takes control of the company (which, for
these purposes, would occur if such competitor acquired more
than 34% of the voting rights or equity interests in the company),
LVMH Moét Hennessy — Louis Vuitton SA (LVMH) may require
the companyto sell its shares in MH and MHI to LVMH.

The masteragreement governing the operation of the
group’s regional joint ventures with LVMH states that upon a
change of control of the company (being, for these purposes,
the acquisition by a third party of 30% or more of the issued share
capital having voting rights in the company), LVMH may either
appoint and remove the chairman of each joint venture entity
governed by such masteragreement, who shall be given a
casting vote, or require each joint venture entity to be wound up.

Agreements for the distribution of the Jose Cuervo tequila
brands allow Casa Cuervo SAde CV (Cuervo) the right to
terminate such agreements upon a change of control of the
company, if Cuervo's advance written consent to the change
of controlis not obtained.
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Other information it
o

Otherinformation relevant to the directors’ report may be found in the following sections of the Annual Report: §
()
D

Information Locationin Annual Report 5
3

Amendment of memorandum and articles Additional information for shareholders — Articles of association g

of association

Charrtable and polrtrcal donatrons Corporate governance report

Corporate citizenship Corporate governance report

Drrectors appointment and powers Additional |nformat|on for shareholders Artrcles ofassocratron -

Directors’ |ndemn|tres and compensation Directors' remuneration report %

forloss of ofﬂce 3

‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ a

Employment pollcres Business descrlptlon Premlum drlnks Employees %

‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ 3

Events since 30 June 2010 Financial statements —note 35 Post balance sheet events >

‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ S

Future developments Business review — Trend |nformat|on

Purchase of own shares Business review — quurdrtyand capital resources and

Financial statements —note 28 Share capital and reserves

Principal actrvrtres ofthe company and

its subsidiary undertakings in the course -

ofthe year Financial statements — Principal group companies G

‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ g

Research and development Business descrrptron Premlum drrnks Research and development %

‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ =

Share caprtal structure, voting and Additional information for shareholders — Share capital and é

other rrghts Articles of assocratlon

Share capital - employee share plan Financial statements — note 34 Employee share compensatron

voting rrghts

Shareholdrngs in the company Additional |nformat|on for shareholders Share caprtal

Supplier payment policies and performance Corporate governance report

The directors' report of Diageo plc for the year ended 30 June 2010 comprises these pages and the sections of the Annual Report g

referred to under ‘Directors’,‘Business review’, ‘Corporate governance statement’ and ‘Other information’ above, which are incorporated g

into the directors' report by reference. §
m

The directors' report was approved by a duly appointed and authorised committee of the board of directors on 25 August 2010

and signed on its behalf by PD Tunnacliffe, the company secretary.
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Focused
execution

Diageo strives to execute
everything it does to the
highest possible standard,
whether that be best-in- C_—
class production or working
closely with its customers
to build better businesses.

Diageo aims to execute everything
it does to the highest possible
standard across the board.

The company prides itselfin
best-in-class production,
industry-defining practices and
tools and self-imposed governance
structures. Moreover, it creates a
working environment that is built
upon a strong set of values. These
also provide the basis for an
equitable relationship between
Diageo and all its stakeholders.

© www.diageoreports.com
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to the members of Diageo plc

@
o)
2
3
5

We have audited the consolidated financial statements of Diageo plc for the year ended 30 June 2010 which comprise the consolidated g

income statement, the consolidated statement of comprehensive income, the consolidated balance sheet, the consolidated statement =

of changes in equity, the consolidated statement of cash flows and the related notes. The financial reporting framework that has been

applied in their preparation is applicable law and International Financial Reporting Standards (IFRS) as adopted by the EU.

This reportis made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act

2006 and in with respect of the separate opinion in relation to IFRS as issued by the International Accounting Standards Board (IASB),

on terms that have been agreed with the company. Our audit work has been undertaken so that we might state to the company’s @

members those matters we are required to state to them in an auditor's report and for no other purpose. To the fullest extent permitted §

by law, we do not accept or assume responsibility to anyone other than the company and the company’s members, as a body, for our g

audit work, for this report, or for the opinions we have formed. g
e}

Respective responsibilities of directors and auditor S

As explained more fully in the directors’ responsibilities statement set out in the corporate governance report, the directors are

responsible for the preparation of the consolidated financial statements and for being satisfied that they give a true and fair view.

Our responsibility is to audit the consolidated financial statements in accordance with applicable law and International Standards

on Auditing (UKand Ireland). Those standards require us to comply with the Auditing Practices Board's (APB's) Ethical Standards

for Auditors.
EU

Scope of the audit of the financial statements z

Adescription of the scope of an audit of financial statements is provided on the APB's website at wwwi.frc.org.uk/apb/scope/UKP. %
@
<

Opinion on financial statements 2

In our opinion the consolidated financial statements:

- giveatrue and fair view of the state of the group’s affairs as at 30 June 2010 and of its profit for the year then ended;

- have been properly prepared in accordance with IFRS as adopted by the EU; and

- have been prepared in accordance with the requirements of the Companies Act 2006 and Article 4 of the IAS Regulation.

Separate opinioninrelationto IFRS asissued by the IASB

As explained in the accounting policies set out in the consolidated financial statements, the group, in addition to complying with o

its legal obligation to apply IFRS as adopted by the EU, has also applied IFRS as issued by the IASB. In our opinion, the consolidated 2

financial statements comply with IFRS as issued by the IASB. §
3

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the directors' report for the financial year for which the consolidated financial statements

are prepared is consistent with the consolidated financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to report to you if, in our opinion:

- certaindisclosures of directors' remuneration specified by law are not made; or -

- we have not received all the information and explanations we require for our audit. 3

Under the Listing Rules we are required to review: §

- thedirectors' statement, set out in the corporate governance report, in relation to going concern; and ;:

- the part of the corporate governance report relating to the company’s compliance with the nine provisions of the June 2008 I

Combined Code specified for our review. g

Other matter

We have reported separately on the parent company financial statements of Diageo plc for the yearended 30 June 2010 and on

the information in the directors' remuneration report that is described as having been audited.

lan Starkey (Senior Statutory Auditor) .

forand on behalf of KPMG Audit Plc, Statutory Auditor g
Z

Chartered Accountants ‘?—’

KPMG Audit Plc g

15 Canada Square g

London S

E14 5GL

25 August 2010
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Yearended Yearended
Yearended 30June 30June
30June 2009 2008
2010 (restated) (restated)
Notes £million £million £ million
Sales 2 12,958 12,283 10,643
Excise duties 3 (3,178) (2972) (2,553)
Net sales 2 9,780 9311 8,090
Cost of sales 35 (4,099) (3,893) (3,254)
Gross profit 5,681 5418 4,836
Marketing expenses 3 (1,419) (1,327) (1,244)
Other operating expenses 35 (1,688) (1,673) (1,380)
Operating profit 2 2,574 2418 2212
Sale of businesses 5 (15) - 9
Interest receivable 6 469 252 153
Interest payable 6 (844) (768) (494)
Other finance income 6 4 2 51
Other finance charges 6 91) (78) (29
Share of associates’ profits after tax 7 142 164 176
Profit before taxation 2,239 1,990 2,078
Taxation 8 (477) (286) (518)
Profit from continuing operations 1,762 1,704 1,560
Discontinued operations 9 (19) 2 26
Profit for the year 1,743 1,706 1,586
Attributable to:
Equity shareholders of the parent company 1,629 1,605 1,513
Non-controlling interests 114 101 73
1,743 1,706 1,586
Basic earnings per share 10
Continuing operations 66.3p 64.5p 580p
Discontinued operations (0.8)p 0.1p 1.0p
65.5p 64.6p 59.0p
Diluted earnings per share 10
Continuing operations 66.2p 64.3p 57.6p
Discontinued operations (0.8)p 0.1p 1.0p
65.4p 64.4p 58.6p

The accompanying notes are an integral part of these consolidated financial statements.

Comparatives have been restated following the adoption of the amendment to IAS 38— Intangible assets and the change to
the accounting treatment of returnable bottles and crates. For an explanation of the effect of the restatements see note T —New

accounting policies.
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Yearended Yearended ~
Yearended 30June 30June 2
30June 2009 2008 E
2010 (restated) (restated) 2
Notes £million £ million £ million 2
Other comprehensive income %
Exchange differences on translation of foreign operations excluding borrowings 3
- group 494 684 123 =
- associates and non-controlling interests 37 246 211
Exchange differences on borrowings and derivative net investment hedges (429) (773) (366)
Effective portion of changes in fair value of cash flow hedges
— (losses)/gains taken to other comprehensive income (27) 90 26 o
— transferred to income statement (26) 71) (69) %
Hyperinflation adjustment 6 25 - - 2
Fair value gains on available-for-sale investments - 4 - E
Net actuarial gain/(loss) on post employment plans 4 8 (1,007) (15) §
Tax on other comprehensive income 27 (16) 254 15 S
Other comprehensive income, net of tax, for the year 66 (573) (75)
Profit for the year 1,743 1,706 1,586
Total comprehensive income for the year 1,809 1,133 1,511
Attributable to:
Equity shareholders of the parent company 1,628 940 1435 g
Non-controlling interests 181 193 76 §
Total comprehensive income for the year 1,809 1,133 1,511 5
g.
The accompanying notes are an integral part of these consolidated financial statements.
Comparatives have been restated following the adoption of the amendment to IAS 38— Intangible assets and the change to
the accounting treatment of returnable bottles and crates. For an explanation of the effect of the restatements see note 1 —New
accounting policies.
)
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30June 2009 30June 2008
30June 2010 (restated) (restated)
Notes £ million £million £ million £million £million £ million
Non-current assets
Intangible assets 1 6,726 6,215 5,530
Property, plant and equipment 12 2,404 2,326 2,175
Biological assets 13 30 37 31
Investments in associates 14 2,060 2,041 1,805
Otherinvestments 16 17 231 168
Other receivables 18 115 18 1
Other financial assets 22 472 364 1
Deferred tax assets 26 529 678 593
Post employment benefit assets 4 49 41 47
12,502 11,951 10471
Current assets
Inventories 17 3,281 3,078 2,688
Trade and other receivables 18 2,008 1977 2,015
Assets held for sale 19 112 - -
Other financial assets 22 98 98 104
Cash and cash equivalents 20 1,453 914 714
6,952 6,067 5521
Total assets 19,454 18,018 15,992
Current liabilities
Borrowings and bank overdrafts 21 (587) (890) (1,663)
Other financial liabilities 22 (186) (220) (126)
Trade and other payables 24 (2,615) (2172 2,161)
Liabilities held for sale 19 (10) - -
Corporate tax payable 8 (391) (532 (685)
Provisions 25 (155) (172 (72)
(3,944) (3,986) (4,707)
Non-current liabilities
Borrowings 21 (8,177) (7,685) (5,545)
Other financial liabilities 22 (155) (99) (124)
Other payables 24 (76) 30) (34)
Provisions 25 (318) (314) (329)
Deferred tax liabilities 26 (744) (606) (665)
Post employment benefit liabilities 4 (1,254) (1,424) (455)
(10,724) (10,158) (7,152)
Total liabilities (14,668) (14,144) (11,859)
Net assets 4,786 3,874 4133
Equity
Called up share capital 28 797 797 816
Share premium 1,342 1,342 1,342
Other reserves 3,245 3,279 3,161
Retained deficit (1,377) (2,249) (1,856)
Equity attributable to equity shareholders
of the parent company 4,007 3,169 3,463
Non-controlling interests 779 705 670
Total equity 4,786 3,874 4,133

The accompanying notes are an integral part of these consolidated financial statements.

These consolidated financial statements were approved by a duly appointed and authorised committee of the board of directors
on 25 August 2010 and were signed on its behalf by PS Walsh and NC Rose, directors.
Comparatives have been restated following the adoption of the amendment to /AS 38— Intangible assets and the change to
the accounting treatment of returnable bottles and crates. For an explanation of the effect of the restatements see note 1 —New

accounting policies.



Consolidated statement of changes in equity

Fairvalue, . . . Equity
hedging Retained earnings/(deficit)  attributable
Capital and Other to parent Non-
Share Share redemption exchange Own retained company  controlling Total
capital premium reserve reserve shares earnings Total shareholders interests equity
£million £million £million £million £million £million £million £million £million £million
At 30 June 2007
as previously reported 848 1,341 3,095 91 (2,600) 1,197 (1,403) 3972 198 4,170
Prior year adjustments
(see note 1)
— Amendment to IAS 38 - - - - - (25) 25) (25) - (25)
—Returnables - - - - - - - - ) )
At 30 June 2007 as restated 848 1,341 3,095 91 (2,600) 1172 (1,428) 3,947 194 4141
Total comprehensive income - - - (57) - 1,492 1,492 1,435 76 1,511
Employee share schemes - - - - 60 (14) 46 46 - 46
Share-based incentive plans - - - - - 26 26 26 - 26
Share-based incentive plans
in respect of associates - - - - - 4 4 4 - 4
Tax on share-based
incentive plans - - - - - @) ) @) - )
Shares issued - 1 - - - - - 1 - 1
Own shares repurchased (32) - 32 - (19) (1,113) (1,132) (1,132) - (1,132)
Dividends paid - - - - - (857) (857) (857) (56) (913)
Acquisitions - - - - - - - - 456 456
At 30 June 2008 as restated 816 1,342 3,127 34 (2,559) 703 (1,856) 3,463 670 4133
Total comprehensive income - - - 99 - 841 841 940 193 1,133
Employee share schemes - - - - 33 8) 25 25 - 25
Share-based incentive plans - - - - - 31 31 31 - 31
Share-based incentive plans
in respect of associates - - - - - 3 3 3 - 3
Tax on share-based
incentive plans - - - - - ©) ©) ©6) - (6)
Own shares repurchased (19) - 19 - 184 (601) 417) (417) - 417)
Dividends paid - - - - - (870) (870) (870) (98) (968)
Acquisitions - - - - - — - - ) @)
Acquisition adjustment - - - - - - - - (58) (58)
At 30 June 2009 as restated 797 1,342 3,146 133 (2,342) 93 (2,249) 3,169 705 3,874
Total comprehensive income - - - (34) - 1,662 1,662 1,628 181 1,809
Employee share schemes - - - - 89 3) 86 86 - 86
Share-based incentive plans - - - - - 31 31 31 - 31
Share-based incentive plans
in respect of associates - - - - - 3 3 3 - 3
Tax on share-based
incentive plans - - - - - 4 4 4 - 4
Dividends paid - - - - - (914) (914) (914) (107) (1,021)
At30June 2010 797 1,342 3,146 99 (2,253) 876 (1,377) 4,007 779 4,786

The accompanying notes are an integral part of the consolidated financial statements.
Comparatives have been restated following the adoption of the amendment to /AS 38— Intangible assets and the change to
the accounting treatment of returnable bottles and crates. For an explanation of the effect of the restatements see note 1 —New accounting policies.
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Yearended 30 June 2009 Yearended 30 June 2008
Yearended 30June 2010 (restated) (restated)
Notes £ million £million £ million £million £million £million
Cash flow from operating activities
Cash generated from operations 29 3,184 2,654 2325
Interest received 307 63 67
Interest paid 612) (478) (387)
Dividends paid to non-controlling interests (107) (98) (56)
Taxation paid (474) (522 (369)
Net cash from operating activities 2,298 1619 1,580
Cash flows from investing activities
Disposal of property, plant and equipment and
computer software 143 14 66
Purchase of property, plant and equipment and
computer software (374) (355) (348)
Net (purchase)/disposal of other investments (43) (24) 4
Paymentinto escrow in respect of the UK Pension Scheme - (50) (50)
Disposal of businesses 1 1 4
Purchase of businesses 30 (206) (102) (575)
Net cash outflow from investing activities 479) (516) (899)
Cash flows from financing activities
Proceeds from issue of share capital - - 1
Net sale/(purchase) of own shares for share schemes 85 (38) (78)
Own shares repurchased - (354) (1,008)
Net (decrease)/increase in loans (422) 256 1,094
Equity dividends paid 914) (870) (857)
Net cash outflow from financing activities (1,251) (1,006) (848)
Net increase/(decrease) in net cash and cash equivalents 568 97 (167)
Exchange differences (16) 66 11
Net cash and cash equivalents at beginning of the year 846 683 839
Net cash and cash equivalents at end of the year 1,398 846 683
Net cash and cash equivalents consist of:
Cash and cash equivalents 20 1,453 914 714
Bank overdrafts 21 (55) (68) 31
1,398 846 683

The accompanying notes are an integral part of these consolidated financial statements.

Comparatives have been restated following the adoption of the amendment to IAS 38— Intangible assets and the change to
the accounting treatment of returnable bottles and crates. For an explanation of the effect of the restatements see note 1 —New

accounting policies.



Accounting policies of the group m

Basis of preparation

The consolidated financial statements are prepared in accordance with International Financial Reporting Standards (IFRS) as endorsed
and adopted for use in the European Union (EU) and IFRS as issued by the International Accounting Standards Board (IASB). References
toIFRS hereafter should be construed as references to both IFRS as adopted by the EU and IFRS as issued by the IASB. No reconciliation
to US GAAP isincluded in the financial statements in accordance with a rule adopted by the US Securities and Exchange Commission
accepting financial statements from foreign private issuers prepared in accordance with IFRS as issued by the IASB without that
reconciliation.

The consolidated financial statements are prepared on a going concern basis under the historical cost convention, except that
biological assets and certain financial instruments are stated at their fair value.

The preparation of financial statements in conformity with IFRS requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during the year. Actual results could differ from those estimates.

The critical accounting policies, which the directors consider are of greater complexity and/or particularly subject to the exercise
of judgement, are set outin ‘Critical accounting policies' in the Business review section of this Annual Report.

Arewwins 2dueWIOHRd

Basis for preparation of financial statements on a going concern basis

Information on the business environment that the group operates in, the group’s strategy and the principal risk factors that the

group faces is contained in the Business review. The financial position of the group, its cash flows, borrowings, borrowing facilities,
commitmentsand the group’s policies to manage its financial risk are described in the Business review under ‘Liquidity and capital
resources, ‘Contractual obligations’ and ‘Risk management'’. Further information is disclosed in notes 21,22 and 23 to the consolidated
financial statements.

At30June 2010 the group has cash and cash equivalents of £1,453 million and committed bank facilities of £2,533 million, with
borrowings and bank overdrafts due within one year of £587 million. The group owns a diverse portfolio of beverage alcohol products
and operates in numerous countries around the world. The group also has a wide diversity of customers and suppliers. The directors
believe that the group is well positioned to manage its business and financial risks successfully.

The directors have a reasonable expectation that the group has adequate resources to continue in operational existence for the
foreseeable future. Accordingly, they continue to adopt the going concern basis in preparing the consolidated financial statements.

uondudsap ssauisng
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Business combination
The consolidated financial statements include the results of the company and its subsidiaries together with the group’s attributable
share of the results of associates and joint ventures. The results of subsidiaries sold or acquired are included in the income statement
up to, or from, the date that control passes.

Onthe acquisition of a business, or of an interest in an associate or joint venture, fair values, reflecting conditions at the date of
acquisition, are attributed to the net assets including identifiable intangible assets acquired. Adjustments to fair values include those
made to bring accounting policies into line with those of the group.

9DUBUIDAOD)

Sales

Sales comprise revenue from the sale of goods, royalties receivable and rents receivable. Revenue from the sale of goods includes excise
and other duties which the group pays as principal but excludes amounts collected on behalf of third parties, such as value added tax.
Sales are recognised depending upon individual customer terms at the time of despatch, delivery or some other specified point when
the risk of loss transfers. Provision is made for returns where appropriate. Sales are stated net of price discounts, allowances for customer
loyalty and certain promotional activities and similar items.

Advertising and promotion costs
Advertising costs, point of sale materials and sponsorship payments are charged in the income statement when the company has
aright of access to the goods or services acquired.

Research and development

Research expenditure in respect of new drinks products and package design is written off in the year in which it is incurred.

Any subsequent development expenditure in the period leading up to product launch that meets the recognition criteria set out
inthe relevant standard is capitalised. If capitalised, any intangible asset is amortised on a straight-line basis over the period of the
expected benefit.

SIUBWaL]S [RIDURUIY

Share-based payments —employee benefits

Thefair value of equity-settled share options granted is initially measured at grant date based on the binomial or Monte Carlo models
andis charged in the income statement over the vesting period. Shares of Diageo plc held by the company for the purpose of fulfilling
obligations in respect of various employee share plans around the group are deducted from equity in the consolidated balance sheet.
Any surplus or deficit arising on the sale of the Diageo plc shares held by the groupis included as a movement in reserves.

Pensions and other post employment benefits

The group’s principal pension funds are defined benefit plans. In addition, the group has defined contribution plans, unfunded post
employment medical benefit liabilities and other unfunded defined benefit post employment liabilities. For defined benefit plans, the
amount charged in the income statement is the cost of accruing pension benefits promised to employees over the year, plus any fully
vested benefitimprovements granted to members by the group during the year. It also includes a credit equivalent to the group’s
expected return onthe pension plans’ assets over the year, offset by a charge equal to the expected increase in the plans'liabilities over
the year. The difference between the fair value of the plans’ assets and the present value of the plans’ liabilities is disclosed as an asset or

UONBULIOUI [PUOIIPPY
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liability on the consolidated balance sheet. Any differences between the expected return on assets and that actually achieved, and any
changesin the liabilities over the year due to changes in assumptions or experience within the plans, are recognised in the statement of
comprehensive income. Any recognised asset is limited to any future refunds from the plan or the present value of reductionsin future
contributions to the plan.

Contributions payable by the group in respect of defined contribution plans are charged to operating profit asincurred.

Capitalisation of finance costs

Finance costs attributable to the acquisition, construction or production of a qualifying asset, being an asset that necessarily takes
a substantial period of time to get ready for its intended use or sale, are added to the cost of that asset. All other finance costs are
recognised as charges in the income statement for the period in which they are incurred.

Exceptional items

Exceptional items are those that in management’s judgement need to be disclosed by virtue of their size or incidence. Such items are
included within the income statement caption to which they relate, and are separately disclosed either in the notes to the consolidated
financial statements or on the face of the consolidated income statement.

Foreign currencies

ltemsincluded in the financial statements of the group’s subsidiaries, associates and joint ventures are measured using the currency of
the primary economic environment in which each entity operates (its functional currency). The consolidated financial statements are
presented in sterling, which is the functional currency of the parent company.

Theincome statements and cash flows of overseas entities are translated into sterling at weighted average rates of exchange,
other than substantial transactions that are translated at the rate on the date of the transaction. The adjustment to closing rates is taken
toreserves.

Balance sheets are translated at closing rates. Exchange differences arising on the re-translation at closing rates of the opening
balance sheets of overseas entities are taken to reserves, as are exchange differences arising on related foreign currency borrowings and
financial instruments designated as net investment hedges, to the extent that they are effective. Tax charges and credits arising on such
items are also taken to reserves. Other exchange differences are taken to the income statement.

The results of operations in hyperinflationary economies are adjusted to reflect the changes in the purchasing power of the local
market currency of the entity before being translated to sterling.

Transactionsin foreign currencies are recorded at the rate of exchange at the date of the transaction. If hedged forward, the impact
of hedging is recognised, where permitted, under hedge accounting (refer to accounting policy for derivative financial instruments).

Brands, goodwill and other intangible assets

When the cost of an acquisition exceeds the fair values attributable to the group’s share of the net assets acquired, the difference is
treated as purchased goodwill. Goodwill arising on acquisitions prior to 1 July 1998 was eliminated against reserves, and this goodwill
has not been restated. Goodwiill arising subsequent to 1 July 1998 has been capitalised.

Acquired brands and otherintangible assets are recognised when they are controlled through contractual or other legal rights,
or are separable from the rest of the business, and the fair value can be reliably measured.

Intangible assets that are regarded as having limited useful economic lives are amortised on a straight-line basis over those lives
and reviewed forimpairment whenever events or circumstances indicate that the carrying amount may not be recoverable. Goodwill
andintangible assets that are regarded as having indefinite useful economic lives are not amortised. These assets are reviewed for
impairment at least annually or when there is an indication that the assets may be impaired. To ensure that assets are not carried at
above their recoverable amounts, the impairment reviews compare the net carrying value with the recoverable amount, where the
recoverable amountis the value in use. Amortisation and any impairment writedowns are charged to other operating expenses in the
income statement.

Computer software isamortised on a straight-line basis to estimated residual value over its expected useful life. Residual values
and useful lives are reviewed each year. Subject to these reviews, the estimated useful lives are up to five years.

Property, plantand equipment
Land and buildings are stated at cost less depreciation. Freehold land is not depreciated. Leaseholds are depreciated over the unexpired
period of the lease. Other property, plant and equipment are depreciated on a straight-line basis to estimated residual values over their
expected usefullives,and these values and lives are reviewed each year. Subject to these reviews, the estimated useful lives fall within
the following ranges: industrial and other buildings — 10 to 50 years; plant and machinery — 5 to 25 years; fixtures and fittings— 5 to 10
years; casks and containers — 15 to 20 years; and returnable bottles and crates 5 to 10 years.

Reviews are carried out if there is some indication that impairment may have occurred, to ensure that property, plantand
equipmentare not carried at above their recoverable amounts.

Leases

Where the group has substantially all the risks and rewards of ownership of an asset subject to a lease, the lease is treated as a finance
lease. Other leases are treated as operating leases, with payments and receipts taken to the income statement on a straight-line basis
overthelife of the lease.
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Biological assets

Grape cultivation by the group’s wine business is accounted for as an agricultural activity. Accordingly, the group’s biological assets
(grape vines and grapes on the vine) are carried at fair value which, in the absence of third party valuations, is computed on the basis
of adiscounted cash flow computation. Agricultural produce (harvested grapes) is valued at market value on transfer into inventory.

Associates and joint ventures

Anassociate is an undertaking in which the group has a long term equity interest and over which it has the power to exercise significant
influence. The group’sinterestin the net assets of associates is included in investments in the consolidated balance sheet and its interest
intheir resultsisincluded in the income statement below the group’s operating profit. Joint ventures, where there is contractual joint
control overthe entity, are accounted for by including on a line-by-line basis the attributable share of the results, assets and liabilities.

Arewwins 2dueWIOHRd

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost includes raw materials, direct labour and expenses, an
appropriate proportion of production and other overheads, but not borrowing costs. Cost is calculated on an actual usage basis for
maturing inventories and on a firstin, first out basis for other inventories.

uondudsap ssauisng

Assets held for sale

Non-current assets and disposal groups are classified as held for sale if their net book value is expected to be recovered through sale
rather than continuing use. This condition is only met when the sale is highly probable and the non-current asset, or disposal group, is
available forimmediate sale inits present condition. Non-current assets and disposal groups classified as held for sale are measured at
the lower of net book value and the fair value less selling costs.

Financial assets

Trade receivables Trade receivables are non-interest bearing and are stated at their nominal amount which is usually the original
invoiced amount less provisions made for bad and doubtful receivables. Estimated irrecoverable amounts are based on the ageing
of the receivable balances and historical experience. Individual trade receivables are provided against when management deems
them notto be fully collectable.

MBaIARI SSauIsNg

Cash and cash equivalents Cash and cash equivalents comprise cash in hand and deposits which are readily convertible to known
amounts of cash and which are subject to insignificant risk of changes in value and have an original maturity of three months or less
atacquisition, including money market deposits, commercial paper and investments.

Available-for-sale financial assets Available-for-sale financial assets are non-derivatives that are either designated in this category
or not classified in any of the other categories. They are included in non-current assets unless management intends to dispose of
the investment within 12 months of the balance sheet date.

9DUBUIDAOD)

Financial liabilities
Borrowings Borrowings are initially measured at cost, which is equal to fair value atinception, and are subsequently measured at
amortised cost. Any difference between the proceeds, net of transaction costs, and the settlement or redemption of borrowings is
recognised over the term of the borrowings using the effective interest rate method.

The fairvalue adjustments for all loans designated as hedged items in a fair value hedge are disclosed separately as a net figure.
The fairvalue adjustment s calculated using a discounted cash flow technique based on unadjusted market data applied consistently
for similar types of instruments.

Trade payables Trade payables are non-interest bearing and are stated at their nominal value.

Derivative financial instruments

The group uses derivative financial instruments to hedge its exposures to fluctuations in interest and exchange rates and commodity
prices. The derivative instruments used by Diageo consist mainly of currency forwards, foreign currency swaps, interest rate swaps
and cross currency interest rate swaps.

Derivative financial instruments are recognised in the balance sheet at fair value that is calculated using a discounted cash flow
technique based on unadjusted market data applied consistently for similar types of instruments. Changes in the fair value of
derivatives that do not qualify for hedge accounting treatment are reported in the income statement.

The purpose of hedge accounting is to mitigate the impact of potential volatility in the group income statement due to changes
in exchange or interest rates or commodity prices, by matching the impact of the hedged item and the hedging instrument in the
income statement. To qualify for hedge accounting, the hedging relationship must meet several conditions with respect to
documentation, probability of occurrence, hedge effectiveness and reliability of measurement. At the inception of the transaction, the
group documents the relationship between hedging instruments and hedged items, as well as its risk management objective and
strategy for undertaking the hedge transaction. This process includes linking all derivatives designated as hedges to specific assets and
liabilities or to specific firm commitments or forecast transactions. The group also documents its assessment, at hedge inception and
onaquarterly basis, as to whether the derivatives that are used in hedging transactions have been, and are likely to continue to be,
effective in offsetting changes in fair value or cash flows of hedged items.
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Diageo designates derivatives which qualify as hedges for accounting purposes as either: (a) a hedge of the fair value of a recognised
asset or liability (fair value hedge); (b) a hedge of a forecast transaction or the cash flow risk from a change in interest rates
orexchange rates (cash flow hedge); or (c) a hedge of a net investment in foreign operations.

The method of recognising the resulting gains or losses from movements in fair values is dependent on whether the derivative
contract is designated to hedge a specific risk and qualifies for hedge accounting.

Fair value hedges are used to manage the currency and/or interest rate risks to which the fair value of certain assets and liabilities
are exposed. Changes in the fair value of derivatives that are fair value hedges are recognised in the income statement, along with any
changesin the relevant fair value of the underlying hedged asset or liability. If such a hedge relationship is de-designated, fair value
movements on the derivative continue to be taken to the income statement while any fair value adjustments made to the underlying
hedged item to that date are amortised through the income statement over its remaining life using the effective interest rate.

Cashflow hedges are used to hedge the currency risk of highly probable future foreign currency cash flows, as well as the cash
flow risk from changes in interest rates and exchange rates. The effective part of the changes in fair value of cash flow hedges is
recognised in the statement of comprehensive income, while any ineffective partis recognised in the income statement. Amounts
recorded in the statement of comprehensive income are transferred to the income statement in the same period in which the
underlying interest or foreign exchange exposure affects the income statement.

Net investment hedges take the form of either foreign currency borrowings or derivatives. All foreign exchange gains or losses
arising on translation of net investments are recorded in the statement of comprehensive income and included in the exchange
reserve. Liabilities used as hedging instrumentsin a net investment hedge are revalued at closing exchange rates. The resulting gains or
losses are taken to the statement of comprehensive income to the extent that they are effective, with any ineffectiveness recognisedin
the income statement. Foreign exchange contracts hedging netinvestments in foreign operations are carried at fair value. Effective fair
value movements are taken to the statement of comprehensive income, with any ineffectiveness recognised in the income statement.

Provisions

Provisions are liabilities of uncertain timing oramount. A provision is recognised if, as a result of a past event, the group has a present
legal or constructive obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be required
to settle the obligation. Provisions are calculated on a discounted basis, where the effect is material to the original undiscounted
provision. The carrying amounts of provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate.

Taxation
Current tax is based on taxable profit for the year. This requires an estimation of the current tax liability together with an assessment
of the temporary differences which arise as a consequence of different accounting and tax treatments.

Full provision for deferred tax is made for temporary differences between the carrying value of assets and liabilities in the
consolidated financial statements and their tax bases. The amount of deferred tax reflects the expected recoverable amount and
is based on the expected manner of realisation or settlement of the carrying amount of assets and liabilities, using tax rates enacted
or substantively enacted by the balance sheet date. Deferred tax assets are not recognised where it is more likely than not that the
asset will not be realised in the future. No deferred tax liability is provided in respect of any future remittance of earnings of foreign
subsidiaries where the group is able to control the remittance of earnings and it is probable that such earnings will not be remitted
in the foreseeable future, or where no liability would arise on the remittance.

Tax benefits are not recognised unless it is probable that the tax positions are sustainable. Once considered to be probable,
management reviews each material tax benefit to assess whether a provision should be taken against full recognition of the benefit
on the basis of potential settlement through negotiation and/or litigation. Any interest and penalties on tax liabilities are provided for
inthe taxcharge.

Discontinued operations
Discontinued operations comprise disposal groups where they represent a major line of business or geographical area of operations
or business activities that the group no longer participates in or did not form part of the group’s operations.
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1.New accounting policies

(a) Adopted by the group The following accounting standards and interpretations, issued by the IASB or International Financial
Reporting Interpretations Committee (IFRIC), are effective for the first time in the current financial year and have been adopted by the

group:

Amendmentto IFRS 7—Improving disclosures about financial instruments. This amendment resulted in enhanced disclosures about fair
value measurements of financial instruments by using a three-levelfair value hierarchy that prioritises the valuation techniques used in
fair value calculations. The amended standard also extended disclosures in respect of liquidity risk. Details are provided in the Business
review — Fair value measurements.

uondudsap ssauisng

IFRS 8—Operating segments. IFRS 8 requires that an entity’s operating segments are reported on the same basis as the internally reported
information that is provided to the chief operating decision maker. The chief operating decision maker has been identified as the
executive committee. Following the adoption of IFRS 8, the group has revised its reported operating segments and provided further
information in respect of these segments as well as additional disclosures. Details are provided in note 2 to the financial statements.

IAS T (Revised) — Presentation of financial statements. IAS 1 (Revised) has resulted in the group presenting both a consolidated statement
of comprehensive income and a consolidated statement of changes in equity as primary statements. The group has chosen to disclose
other comprehensive income as a separate statement from the income statement. The application of this standard has not affected the
measurement of the group’s consolidated results or financial position.

MBaIARI SSauIsNg

Amendmentto JAS 38— Intangible assets. Thisamendment to IAS 38 clarifies the accounting for advertising expenditure. The group
charges advertising expenditure to the income statement when it has a right of access to the goods or services acquired, as opposed

to charging such costs to the income statement when the advertisement is first shown to the public. Advertisements, non-depreciable
point of sale material, costs in respect of events and some sponsorship payments previously recorded in the income statement when
delivered to the final customer are now expensed when delivered to the company. The impact of this change in accounting policy
reduced operating profit, by increasing marketing expenditure, for the year ended 30 June 2009 by £15 million (2008 - £5 million),
reduced share of associates’ profits after tax for the yearended 30 June 2009 by £nil (2008 — £1 million), reduced the taxation charge
forthe year ended 30 June 2009 by £3 million (2008 - £1 million) and reduced basic and diluted earnings per share for the yearended
30June 2009 by 0.5 pence (2008 - 0.2 pence). In addition, the adoption of the amendment decreased inventories at 30 June 2009 by

£3 million (2008 - £2 million), decreased trade and other receivables included in current assets at 30 June 2009 by £54 million (2008

- £36 million), increased deferred tax assets at 30 June 2009 by £6 million (2008 — £3 million), reduced investment in associates at 30 June
2009 by £4 million (2008 - £4 million) and reduced deferred tax liabilities at 30 June 2009 by £9 million (2008 - £7 million). Itis not
practicable to calculate the impact on the results for the year ended 30 June 2010 of the amendments to IAS 38 in view of other changes
introduced into the group’s practices and processes for commissioning and executing marketing programmes.

9DUBUIDAOD)

IFRS 3 (Revised) — Business combinations. The group has adopted IFRS 3 (Revised) for acquisitions completed after 1 July 2009. The revised
standard has resulted in a number of changes, notably that directly attributable acquisition costs are to be expensed rather than
included as part of the purchase price, contingent consideration is to be accounted for at fair value at the acquisition date with
subsequent changes in the fair value being recognised in the income statement. In addition, where a group gains control of a subsidiary
undertaking through a step acquisition, the standard requires the existing interest owned to be remeasured at fair value with the
difference between fair value and book value being recognised in the income statement. During the year ended 30 June 2010,
Diageoincurred directly attributable transaction costs of £12 million which have been included in other external charges and made
againof £11 million, included in sale of businesses, when an associate became a subsidiary undertaking, following the purchase

of additional equity.

S)USWaL]S [RIDURUIY

In addition, the group has changed its accounting policy in respect of returnable bottles and crates (returnables) as the change more
appropriately reflects the usage of these assets. These are now held within property, plant and equipment and depreciated on a
straight-line basis to estimated residual values over their expected useful lives. Formerly a number of returnable bottles and crates were
held within inventories and written down on purchase to their net realisable value. The impact of the adoption of this accounting policy
reduced operating profit for the year ended 30 June 2009 by £10 million (2008 — £9 million), reduced the taxation charge for the year
ended 30 June 2009 by £3 million (2008 — £3 million) and reduced basic and diluted earnings per share by 0.1 pence (2008 - 0.1 pence).
Ofthe charge for the yearended 30 June 2009, £3 million was in respect of non-controlling interests (2008 — £3 million). On the
consolidated balance sheetat 30 June 2009 inventories reduced by £81 million (2008 — £49 million), property plantand equipment
increased by £58 million (2008 - £53 million), trade and other payables reduced by £1 million (2008 —an increase of £18 million), deferred
tax liabilities reduced by £6 million (2008 — £4 million) and non-controlling interests reduced by £10 million (2008 — £7 million). Thereis
no material impact on the results for the year ended 30 June 2010 of the change in accounting policy in respect of returnables.

UONBULIOUI [UOIIPPY
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1.New accounting policies continued

Where appropriate, comparatives in the consolidated financial statements have been restated in accordance with the above changesin
accounting policies.
Thefollowing accounting standards and interpretations, issued by the IASB or IFRIC, have been adopted by the group with no
significantimpact on its consolidated results or financial position:
IFRIC 13— Customer loyalty programmes
IFRIC 15— Agreements for the construction of real estate
IFRIC 16 —Hedges of a net investment in a foreign operation
IFRIC 17~ Distribution of non-cash assets to owners
IFRIC 18— Transfers of assets from customers
AmendmenttoAS 27— Consolidated and separate financial statements
Amendmentto |AS 32— Financial instruments
Amendmentto IAS 38—Intangible assets, fair value of intangible asset acquired in a business combination
Amendmentto IAS 39— Financial instruments: recognition and measurement — Eligible hedged items
Amendmentto IFRS 2 - Share based payment: vesting conditions and cancellations
Amendmentto IFRIC 9— Reassessment ofembedded derivatives

(b) Notadopted by the group The following standards and amendments, issued by the IASB or IFRIC and endorsed by the EU, unless
otherwise stated, have not yet been adopted by the group. The group does not currently believe the adoption of these standards or
interpretations would have a material impact on the consolidated results or financial position of the group.

Amendmentto IFRS 5—Non-current assets held for sale and discontinued operations (effective for annual periods beginning on or after
1 January 2010)

IFRS 9 Financial instruments (effective for annual periods beginning on or after 1 January 2013, not yet endorsed by the EU)
AmendmenttoIAS 7 - Classification of expenditures on unrecognised assets (effective for annual periods beginning on or after

1 January 2010)

AmendmenttoIAS 17— Classification of leases of land and buildings (effective for annual periods beginning on or after 1 January 2010)

2.Segmental information

Diageois an international manufacturer and distributor of premium drinks. The group produces, markets and distributes a wide range
of premium brands, including Johnnie Walker, Smirnoff, Baileys, Captain Morgan, JeB, Tanqueray and Guinness. In addition, Diageo also
owns the distribution rights for the Jose Cuervo tequila brands in North America and many other markets.

Diageo also owns a number of investments in unconsolidated associates, the principal investment being a 34% interest in Moét
Hennessy, the spirits and wines subsidiary of LVIMH Moét Hennessy — Louis Vuitton SA. Moét Hennessy is based in France and is a
leading producer and exporter of champagne and cognac.

IFRS 8—Operating segments replaces |AS 14 — Segment reporting and requires segment information to be presented on the same
basis as that used for internal management reporting. Disclosures have been amended and comparatives for the years ended 30 June
2009 and 30 June 2008 have been restated.

Diageo presents segmental information for the manufacture, distribution and selling of premium drinks in operating segments
based on the geographical location of third party customers. The information presented is consistent with internal reporting provided
tothe chief operating decision maker, which has been identified as the executive committee.

The executive committee considers the business principally from a geographical perspective and the business analysis is
presented under the operating segments of North America, Europe, International and Asia Pacific. In addition to these geographical
selling segments, afurther segment reviewed by the executive committee is Global Supply which manufactures and distributes
premium drinks within the group. Continuing operations also include the Corporate function. In view of the focus on the geographical
segmentsin explaining the group’s performance in the Business review, the results of the Global Supply segment have, in order to
provide additional reconciling information, been allocated to the geographical segments. This gives an additional basis of presenting
the group’s performance and results on the basis of the location of third party customers. Corporate revenues and costs are in respect
of central costs, including finance, human resources and legal, as well as certain information systems, facilities and employee costs that
do not relate to the geographical segments or to Global Supply and hence are not allocated. They also include rents receivable in
respect of properties not used by Diageo in the manufacture, sale or distribution of premium drinks and the results of Gleneagles Hotel.
The group also owns a 34% interest in Moét Hennessy which is based in France and accounted for as an associate.
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The segmental information for net sales and operating profitis reported at budgeted exchange rates in line with internal reporting. For
management reporting purposes Diageo measures the current year at, and restates the prior year net sales and operating profit to, the
current year's budgeted foreign exchange rates. These exchange rates are set prior to the financial year as part of the financial planning
process and provide a consistent exchange rate to measure the performance of the business throughout the year. The adjustments
required to retranslate the segmental information to actual exchange rates and to reconcile it to Diageo's reported results are shown in
the tables below. The comparative segmental information, prior to re-translation, has not been restated at the current year's budgeted
exchange rates but is presented at the budgeted rates for the years ended 30 June 2009 and 30 June 2008.

In addition, for management reporting purposes Diageo excludes the impact on net sales and operating profit of acquisitions and
disposals completed in the current and prior year from the results of the geographical segments in order to provide comparable results.
Theimpact of acquisitions and disposals has been allocated to the appropriate geographical segments in the tables below. These
acquisitions and disposals are the same as those disclosed in the Business review but for management reporting purposes they are
excluded from the current year altogether and are disclosed here at budgeted rates.

(a) Segmental information for the consolidated income statement — continuing operations

Eliminate
inter- Total Corporate
North Inter- Asia Global segment operating and
America Europe national Pacific Supply sales segments other Total
£ million £ million £million £ million £million £million £ million £million £million

2010
Sales 3,853 4,371 3,222 1,442 2,627 (2,627) 12,888 70 12,958
Net sales
At budgeted exchange rates* 2,980 2,510 2,551 923 2,561 (2,460) 9,065 68 9,133
Acquisitions and disposals 47 9 7 - - - 63 - 63
Global Supply allocation 18 55 16 12 (101) - - - -
Retranslation to actual

exchange rates 261 185 53 83 167 (167) 582 2 584
Net sales 3,306 2,759 2,627 1,018 2,627 (2,627) 9,710 70 9,780
Operating profit/(loss)
At budgeted exchange rates* 1,039 756 800 170 114 - 2,879 (180) 2,699
Acquisitions and disposals (3) 1 (5) ) - - (14) - (14)
Global Supply allocation 56 55 5 ) (114) - - - -
Retranslation to actual

exchange rates 78 47 (29) 15 - - 111 (45) 66
Operating profit/(loss)

before exceptional items 1,170 859 771 176 - - 2,976 (225) 2,751
Exceptional items (38) (53) 5) (30) (39) - (165) (12) (177)
Operating profit/(loss) 1,132 806 766 146 (39) - 2,811 (237) 2,574
Sale of businesses (15)
Net finance charges (462)
Share of associates’ profits

after tax
—Moét Hennessy 134
— Other associates 8
Profit before taxation 2,239

*These items represent the IFRS 8 performance measures for the geographical and Global Supply segments.

n7z
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2.Segmental information continued

Eliminate
inter- Total Corporate
North Inter- Asia Global segment operating and
America Europe national Pacific Supply sales segments other Total
£ million £million £million £million £million £ million £million £million £million
2009 (restated)
Sales 3,858 4,279 2,803 1,268 2,353 (2,353) 12,208 75 12,283
Net sales
At budgeted exchange rates* 2,535 2,406 1,964 821 2,175 (2,067) 7,834 72 7,906
Acquisitions and disposals 129 5 3 1 - 138 - 138
Global Supply allocation 22 57 15 14 (108) - - -
Retranslation to actual
exchange rates 604 282 304 74 286 (286) 1,264 3 1,267
Net sales 3,290 2,750 2,286 910 2,353 (2,353) 9,236 75 9311
Operating profit/(loss)
At budgeted exchange rates* 885 780 598 170 13 - 2446 (139) 2,307
Acquisitions and disposals 46 ) - - - 44 ) 42
Global Supply allocation 22 3 (3) 9 (13) - - -
Retranslation to actual
exchange rates 185 72 54 ) - - 309 (70) 239
Operating profit/(loss)
before exceptional items 1,138 853 649 159 - 2,799 211 2,588
Exceptional items (23) (52) (22) (35) - (149) (21) (170)
Operating profit/(loss) 1,115 801 627 124 - 2,650 (232 2418
Net finance charges (592)
Share of associates’ profits
after tax
— Moét Hennessy 151
- Other associates 13
Profit before taxation 1,990
2008 (restated)
Sales 2,965 4,046 2,376 1,168 1,929 (1,929) 10,555 88 10,643
Net sales
At budgeted exchange rates* 2,653 2475 1,947 841 2,048 (1,954) 8,010 87 8,097
Acquisitions and disposals 6 1 - - - - - 7
Global Supply allocation 14 53 15 12 (94) - - - -
Retranslation to actual
exchange rates (150) 101 9 24 (25) 25 (16) 2 14)
Net sales 2,523 2,630 1,971 877 1,929 (1,929) 8,001 89 8,090
Operating profit/(loss)
At budgeted exchange rates* 945 771 580 167 6 - 2469 (154) 2315
Acquisitions and disposals m - 1 - - - - M m
Global Supply allocation 21 5 (12) ® 6) - - - -
Retranslation to actual
exchange rates (37) 12 7 - - (18) 6) (24)
Operating profit/(loss)
before exceptional items 928 788 576 159 - 2451 (1e1) 2,290
Exceptional items - - - - (78) - (78) - (78)
Operating profit/(loss) 928 788 576 159 (78) - 2373 (161) 2212
Sale of businesses 9
Net finance charges (319)
Share of associates’ profits
after tax
—Moét Hennessy 160
- Other associates 16
Profit before taxation 2,078

*These items represent the IFRS 8 performance measures for the geographical and Global Supply segments.

() The segmental analysis of sales and operating profit/(loss) is based on the location of the third party customers.

(i) The net sales figures for Global Supply reported to the executive committee primarily comprise inter-segment sales and these are
eliminated in a separate columnin the above segmental analysis. Apart from sales by the Global Supply segment to the other operating
segments, inter-segmental sales are not material.

(iii) The group’s net finance charges are managed centrally and are not attributable to individual operating segments.
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(b) Other segmental information @
North Inter- Asia Global Corporate Q‘
America Europe national Pacific Supply and other Total 3
£million £ million £ million £ million £million £million £million e
2010 2
Capital expenditure 1 16 91 14 193 59 374 g
Depreciation and intangible asset amortisation (3) (16) (68) (20) (143) (41) (291) 3
Exceptional accelerated depreciation - - - - (44) ) (46)
Exceptional impairment of intangible assets - (35) - - - - (35)
2009
Capital expenditure 18 20 98 11 183 25 355
Depreciation and intangible asset amortisation (28) 17) (70) (18) (113) (36) (282) @
Exceptional accelerated depreciation - - 3) - (15) - (18) %
2008 %
Capital expenditure 19 25 113 21 128 42 348 a
Depreciation and intangible asset amortisation (26) (15) (55) 17) (99) (32) (244) %
Exceptional accelerated depreciation - - - - 4) - 4 -
Capital expenditure represents the amount paid in the year. Due to a change in the organisational structure, capital expenditure and
depreciation in respect of wine production in the United States were reported under Global Supply in the yearended 30 June 2010 and
inthe years ended 30 June 2009 and 30 June 2008 were reported in North America.
(c) Geographical information g
Great United Nether- Restof E
Britain States lands World Total @
£million £million £million £million £million 2.
2010 2
Sales 1,680 3,615 46 7,617 12,958
Non-current assets 1,122 3,348 2,327 4,655 11,452
2009
Sales 1577 3615 38 7,053 12,283
Non-current assets 1,203 3,086 2,230 4349 10,868
2008
Sales 1,530 2,769 35 6,309 10643 &
Non-current assets 1,081 2,599 2,002 4038 9,720 %
>
8
() The geographical analysis of sales is based on the location of the third party customers.
(i) The geographical analysis of non-current assets is based on the geographical location of the assets and comprises intangible assets,
property, plantand equipment, biological assets, investments in associates, other investments and non-current other receivables.
(d) Sales by product
Readyto
Spirits Beer Wine drink Other Total
£ million £ million £ million £million £million £million -
2010 8,475 2,752 642 917 172 12,958 3
2009 7,968 2,654 615 871 175 12,283 §
2008 6,811 2,300 542 826 164 10,643 é
3
(e) Foreign exchange rates The principal foreign exchange rates used in the translation of financial statements for the three years g

ended 30 June 2010, expressed in US dollars and euros per £1, were as follows:

USdollar Euro
2010 2009 2008 2010 2009 2008
$ $ $ € € €
Weighted average rates used to translate
income statements 1.57 1.60 201 113 117 136
Year end rates used to translate balance sheet assets
and liabilities 1.50 1.65 1.99 1.22 117 1.26

The group uses foreign exchange transaction hedges to mitigate the effect of exchange rate movements.

UONBULIOUI [PUOIIPPY

The results for the year ended 30 June 2010 include operating profit for Venezuela denominated in Venezuelan bolivar fuerte of
VEF 485 million, translated at the official exchange of $1=VEF2.15 (£1 = VEF3.51) for the six months ended 31 December 2009 and
$1=VEF4.3 (£1 =VEF64) for the six months ended 30 June 2010.
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2.Segmental information continued

(f) Discontinued operations Discontinued operations comprise a charge of £19 million in respect of anticipated future payments to
new thalidomide claimants. In the two years ended 30 June 2009 and 30 June 2008 discontinued operations represent adjustments
in respect of the former packaged food business, Pillsbury (sold 31 October 2001).

(g) Assets and liabilities The management information provided to the chief operating decision maker does not include an analysis
by geographical segment of assets and liabilities and accordingly no analysis by geographical segment of total assets or total liabilities
is disclosed.

3. Operating costs
2009 2008
2010 (restated) (restated)
£million £ million £ million
Excise duties 3,178 2972 2,553
Cost of sales 4,099 3,893 3254
Marketing expenses 1,419 1,327 1,244
Other operating expenses 1,688 1,673 1,380
10,384 9,865 8431
Comprising:
Excise duties — Great Britain 820 747 685
- United States 542 564 442
- Other 1,816 1,661 1,426
Increase in inventories (111) (220) (115)
Raw materials and consumables 2,099 1,993 1,713
Marketing expenses 1,419 1,327 1,244
Other external charges (a) 2,165 2,236 1,669
Staff costs (note 4) 1,269 1,232 1,073
Depreciation, amortisation and impairment 372 300 248
Gains on disposal of property (89) ©) (24)
Net foreign exchange losses 127 65 81
Other operating income (45) (34) (1)
10,384 9,865 8431

(a) Other external charges Other external charges include operating lease rentals for plant and equipment of £16 million (2009 -
£11 million; 2008 — £14 million), other operating lease rentals (mainly properties) of £74 million (2009 — £76 million; 2008 — £65 million),
research and development expenditure of £13 million (2009 - £17 million; 2008 — £17 million) and maintenance and repairs of

£103 million (2009 - £90 million; 2008 — £83 million).

(b) Exceptional operating items In the year ended 30 June 2010, there were exceptional net operating charges of £177 million (2009 —
£170 million; 2008 — £78 million) of which £82 million (2009 - £82 million; 2008 — £nil) is included in staff costs, £100 million (2009 —

£70 million; 2008 — £74 million) in other external charges, £46 million (2009 — £18 million; 2008 — £4 million) accelerated depreciation
and £35 million (2009 and 2008 - £nil) impairment in depreciation, amortisation and impairment partly offset by gains of £86 million
on disposal of property (2009 and 2008 — £nil).

(c) Auditor fees The fees of the principal auditor of the group, KPMG Audit Plc, and its affiliates were as follows:

United Restof

Kingdom World 2010 2009 2008

£million £million £million £ million £ million

Audit of these financial statements 0.8 0.2 1.0 1.0 09
Audit of financial statements of subsidiaries pursuant to legislation 20 3.6 5.6 55 50
Other services pursuant to legislation © 0.3 1.0 13 13 1.1
Total audit fees 3.1 48 79 7.8 7.0
Other services relevant to taxation 0.2 04 0.6 14 23
Audit related fees under SEC regulations 0.6 0.5 1.1 13 0.7
All other fees ™ 0.1 0.3 04 0.7 038
4.0 6.0 10.0 1.2 10.8

(i) Other services pursuant to legislation relate principally to reporting required under section 404 of the US Sarbanes-Oxley Act.

(ii) Other services relevant to taxation comprise principally tax compliance services and tax advice.

(iii) Audit-related fees under SEC regulations, comprise the aggregate fees billed for assurance and related services that are reasonably related to the performance
of the audit or review of the financial statements and are not reported under ‘total audit fees’,

(iv)All other fees relate principally to advisory services, including services in respect of due diligence and services in relation to acquisitions and disposals.
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In addition, to the amounts above, £0.2 million (2009 - £0.2 million; 2008 - £0.1 million) was charged for audit services by firms other &
than KPMG Audit Plc. KPMG Audit Plc fees for audit services in respect of employee pension funds and benefit plans were £0.2 million )
(2009 - £0.3 million; 2008 - £0.3 million). §
D
o
4.Employees =
The average number of employees is disclosed on a full time equivalent basis, excluding employees of associates. =
2010 2009 2008
North America 1,615 2,258 2,234
Europe 3,007 3,253 3,144
International 5,097 4952 5,000 g
Asia Pacific 2,636 2,668 2923 3
Global Supply 8,171 8116 8238 ;}
Corporate and other 2,761 2,792 2,605 ﬁ
23,287 24,039 24,144 g’
The average number of employees of the group, including part time employees, for the year was 23,521 (2009 - 24,270; 2008 — 24,373).
During the year the supply operations of the US wine business were transferred from North America to Global Supply resulting in the
transfer of employees between the two operating segments.
Employees of corporate functions whose costs are charged to the operating segments, such as those in shared service operations,
areincluded in ‘Corporate and other'in the analysis above. -
o
2010 2009 2008 §
£million £million £million §
Aggregate remuneration %
Wages and salaries 1,070 1,063 870 =
Share-based incentive plans 31 31 26
Employer’s social security 82 73 78
Employer’s pension 91 68 95
Other post employment (5) (3) 4
1,269 1,232 1,073
The costs of post employment benefits and share-based incentive plans have been included in the consolidated income statement for f&g
the yearended 30 June 2010 as follows: cost of sales £54 million (2009 - £53 million; 2008 — £45 million) and other operating expenses 3
£63 million (2009 — £43 million; 2008 — £80 million). Included within aggregate remuneration is £82 million (2009 — £82 million) in respect 2
of exceptional operating items.
Employer’s pension costs include £6 million (2009 - £5 million; 2008 - £3 million) in respect of defined contribution plans,
representing contributions payable to these plans by the group at rates specified in the rules of the plans.
Retirement benefits The group operates a number of pension plans throughout the world, devised in accordance with local
conditions and practices.
The larger plans are generally of the defined benefit type and are funded by payments to separately administered funds or
insurance companies. The principal plans are in the United Kingdom, Ireland, United States and Canada. All valuations were performed
by independent actuaries using the projected unit method to determine pension costs. The most recent full valuations of the %‘
significant defined benefit pension plans were carried out as follows: United Kingdom on 31 March 2009; Ireland on 31 December 2009; 2.
and United States on 1 January 2010. The measurement dates used to calculate the disclosures in the consolidated financial statements 3:
are the respective balance sheet dates. In the United Kingdom, the UK Pension Scheme (a final salary defined benefit pension plan) =
closed to new members in November 2005. Employees who have joined Diageo in the United Kingdom thereafter have been eligible 3
tobecome members of the Diageo Lifestyle Plan (@ cash balance defined benefit pension plan). Z

The assets of the UKand Irish pension plans are held in separate funds administered by trustees to meet long term pension
liabilities to past and present employees. The trustees are required to act in the best interests of the plans’ beneficiaries. The two largest
pension plans are the UK Pension Scheme in the United Kingdom and the Guinness Ireland Pension Scheme in Ireland. For the UK
Pension Scheme in the United Kingdom, the trustee is Diageo Pension Trust Limited. The appointment of the directors to the board
is determined by the Scheme’s trust documentation. There is a policy that one-third of all directors should be nominated by members
of the Scheme. Two member nominated directors have been appointed from the pensioner member community and two from the
active member community. For the Guinness Ireland Pension Scheme, the appointment of trustees is a company decision. Currently
the company makes three nominations and appoints three further candidates nominated by representative groupings.

The chairmanis a former employee of the company and is viewed as independent.

The group also operates a number of plans, primarily in the United States, which provide employees with postemployment
benefitsin respect of medical costs. These plans are generally unfunded. In addition, there are a number of other plans which provide
post employment benefits other than pensions and medical benefits. These plans are also included in the figures presented below.

UONBWLIOUI [PUOIIPPY

(@ The following weighted average assumptions were used to determine the group’s deficit/surplus in the main post employment
plansat 30 Junein the relevant year. The assumptions used to calculate the charge/credit in the consolidated income statement for the
year to 30 June are based on the assumptions disclosed as at the previous 30 June.
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4.Employees continued
United Kingdom Ireland United States
2010 2009 2008 2010 2009 2008 2010 2009 2008
% % % % % % % % %
Rate of general increase
in salaries 46 46 52 4.0 44 50 5.6 56 6.3
Rate of increase to pensions
in payment 3.6 37 40 2.1 2.1 26 - - -
Rate of increase to
deferred pensions 33 34 4.0 2.0 20 26 - - -
Medical inflation n/a n/a n/a n/a n/a n/a 9.0 88 93
Discount rate for plan liabilities 54 6.2 6.7 49 5.7 6.5 4.7 57 6.1
Inflation 33 34 40 20 20 26 1.6 16 24

Forthe main plansin the United Kingdom, Ireland and the United States, the salary increase assumptions include an allowance forage
related promotional salary increases. The 2010 assumption for medical inflation in the United States reduces by 0.5% per year to 5%
(2009 -0.5% per year to 5%).

Inassessing the group’s post retirement liabilities, the mortality assumption for the UK Pension Scheme in the United Kingdom
(thelargest plan) is based on the mortality experience of that plan. This has been updated to reflect the mortality experience reviewed
as part of the 2009 triennial funding valuation. The mortality assumption is based on the CMI birth year tables with scaling factors based
on the experience of the plan. The mortality assumption for the largest planin Ireland is also based on the mortality experience of that
plan with suitable future improvements. The mortality assumptions for the other plans around the world are based on relevant
standard mortality tables and standard mortality improvements in each country.

Forthe main UK and Irish pension funds, the table below illustrates the expected age at death of an average worker who retires
currently at the age of 65,and one whoiis currently aged 45 and subsequently retires at the age of 65:

United Kingdom Ireland
2010 2009 2008 2010 2009 2008
Age Age Age Age Age Age
Retiring currently at age 65
Male 86.0 853 845 85.6 85.5 854
Female 87.7 86.7 872 88.2 88.1 88.1
Currently aged 45, retiring at age 65
Male 88.3 883 86.7 874 873 872
Female 90.1 89.3 89.5 90.0 89.9 89.8
(b) In respect of defined benefit post employment plans, the net amounts charged to the consolidated income statement and
consolidated statement of comprehensive income for the three years ended 30 June 2010 are set out below:
United
United States
Kingdom Ireland andother Total
£million £million £million £million
2010
Operating profit
Current service cost (49) (19) €D (99)
Past service gain 13 - - 13
Gains on curtailments 8 - 1 9
Losses on settlements - 3) - (3)
Total charge to operating profit (28) (22) (30) (80)
Net charge to other finance income (note 6(b)) 21 (12) (14) (47)
Charge before taxation (49) (34) (44) (127)
Consolidated statement of comprehensive income
Actual return on post employment plan assets 566 164 18 748
Expected return on post employment plan assets (217) (68) (28) (313)
Actual return less expected return on post employment plan assets 349 96 (10) 435
Experience gains and losses arising on the plan liabilities 181 32 16 229
Changes in assumptions underlying the present value of the plan liabilities (447) (140) (77) (664)
Actuarial loss recognisable in the reconciliation of the assets and liabilities 83 (12) (71)
Changes in the recognisable surplus of the plans with a surplus restriction - 2 6 8
Net actuarial gain/(loss) recognisable in other comprehensive income 83 (10) (65) 8
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United
United States
Kingdom Ireland and other Total
£ million £million £million £million
2009
Operating profit
Current service cost (54) (16) 29) 99)
Past service cost - - ) )
Gains on curtailments 12 21 8 41
Total (charge)/credit to operating profit (42) 5 (23) (60)
Net credit /(charge) to other finance income (note 6(b)) 11 - ) 2
(Charge)/credit before taxation (31) 5 (32) (58)
Consolidated statement of comprehensive income
Actual return on post employment plan assets (302) (212) (56) (570)
Expected return on post employment plan assets (259) (85) (32) (376)
Actual return less expected return on post employment plan assets (561) (297) (88) (946)
Experience gains and losses arising on the plan liabilities 42 18 - 60
Changes in assumptions underlying the present value of the plan liabilities (79 (47) (1) (127)
Actuarial loss recognisable in the reconciliation of the assets and liabilities (598) (326) (89) (1,013)
Changes in the recognisable surplus of the plans with a surplus restriction - 2 9 7
Impact of minimum funding requirement - - @) Q)
Net actuarial loss recognisable in other comprehensive income (598) (328) (81) (1,007)
2008
Operating profit
Current service cost (52) (17) (25) (94)
Past service cost m @) - ©)
Gains on curtailments - - 1 1
Total charge to operating profit (53) (19) (24) (96)
Net credit/(charge) to other finance income (note 6(b)) 36 16 6) 46
Charge before taxation (17) (3) (30) (50)
Consolidated statement of comprehensive income
Actual return on post employment plan assets 192 (66) 4) 122
Expected return on post employment plan assets (252) (80) (26) (358)
Actual return less expected return on post employment plan assets (60) (146) (30) (236)
Experience gains and losses arising on the plan liabilities (12) (48) 6 (54)
Changes in assumptions underlying the present value of the plan liabilities 139 129 4 272
Actuarial gain/(loss) recognisable in the reconciliation of the assets and liabilities 67 (65) (20) (18)
Changes in the recognisable surplus of the plans with a surplus restriction - - 3 3
Net actuarial gain/(loss) recognisable in other comprehensive income 67 (65) (17) (15)
United
United States
Kingdom Ireland and other Total
£ million £million £million £million
Total cumulative gain/(loss) recognised in other comprehensive income
At 30 June 2007 491 110 (52) 549
Recognised in the year 67 (65) 17) (15)
At 30 June 2008 558 45 69) 534
Recognised in the year (598) (328) 81) (1,007)
At 30 June 2009 (40) (283) (150) (473)
Recognised in the year 83 (10) (65) 8
At 30 June 2010 43 (293) (215) (465)
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4.Employees continued

(©) The expected long term rates of return and fair values of the assets of the defined benefit post employment plans were as follows:

United Kingdom Ireland United States and other Total
Expected Expected Expected Expected
longterm longterm longterm longterm
rates of Fair rates of Fair rates of Fair rates of Fair
return value return value return value return value
% £million % £million % £million % £million
2010
Fair value of plan assets
Equities 8.1 1,709 8.2 415 8.0 234 8.1 2,358
Bonds 4.8 1,370 4.8 548 44 161 4.8 2,079
Property 8.1 427 8.2 78 9.2 1 8.1 516
Other 4.7 313 4.1 60 53 41 4.7 414
3,819 1,101 447 5,367
Present value of funded plan liabilities (4,205) (1,458) (712) (6,375)
Present value of unfunded
plan liabilities (74) (23) (97) (194)
Deficit in post employment plans (460) (380) (362) (1,202)
Surplus restriction - - ) 2)
Impact of minimum funding
requirement - - (1) (1M
Post employment benefit
net liabilities (460) (380) (365) (1,205)
2009
Fair value of plan assets
Equities 83 1,528 86 371 84 198 84 2,097
Bonds 55 1,280 53 539 49 147 54 1,966
Property 73 358 76 97 135 13 7.5 468
Other 46 11 4.0 20 6.5 30 53 61
3177 1,027 388 4,592
Present value of funded plan liabilities (3,845) (1,364) (584) (5,793)
Present value of unfunded
plan liabilities (76) (23) (73) (172)
Deficit in post employment plans (744) (360) (269) (1,373)
Surplus restriction - (2) (7) 9
Impact of minimum funding
requirement - - M Q)
Post employment benefit
net liabilities (744) (362) (277) (1,383)
2008
Fair value of plan assets
Equities 83 2,209 84 507 82 215 83 2,931
Bonds 6.1 825 59 225 53 118 6.0 1,168
Property 73 296 74 193 12.7 12 75 501
Other 54 252 46 287 6.5 26 50 565
3,582 1212 371 5,165
Present value of funded plan liabilities (3,684) (1,254) (479) (5417)
Present value of unfunded
plan liabilities (68) - (74) (142)
Deficitin post employment plans (170) 42) (182 (394)
Surplus restriction - - (14) (14)
Post employment benefit
net liabilities (170) 42) (196) (408)

Included in the post employment plan deficit of £1,202 million (2009 - £1,373 million; 2008 - £394 million) are £180 million
(2009-£141 million; 2008 - £115 million) in respect of post employment medical benefit liabilities and £30 million (2009 - £35 million;
2008 - £43 million) in respect of other non-pension post employment liabilities.
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Within the plan assets above there is no investment in the ordinary shares of Diageo plc (2009 - £nil; 2008 - £0.4 million). Included in
equities inthe UK plans at 30 June 2010 are £356 million (2009 — £391 million; 2008 — £376 million) invested in hedge funds and

£247 million (2009 - £191 million; 2008 - £192 million) invested in private equity. Included in other assets at 30 June 2010 are swaps with
afairvalue loss in the UK plans of £51 million (2009 - £46 million loss; 2008 - £169 million gain) and a fair value gain in the Irish plans of
£61 million (2009 — £11 million gain; 2008 - £22 million gain).

The asset classes include some cash holdings that are temporary. This cash is likely to be invested in the relevant asset class
imminently and so has been included inthe asset class where it is anticipated to be invested in the long term. UK plan assets include
temporary cash of £27 million (2009 - £35 million; 2008 — £54 million) in ‘equities’, £36 million (2009 — £152 million; 2008 — £149 million)
in‘bonds’and £30 million (2009 - £11 million; 2008 — £2 million) in ‘property’. Irish plan assets include temporary cash of £10 million
(2009 - £7 million; 2008 — £10 million) in ‘equities’ and £105 million (2009 - £64 million; 2008 - £112 million) in ‘'bonds.

Post employment benefit assets and liabilities are recognised in the consolidated balance sheet, depending on whetheran
individual planiis in surplus or deficit, as follows:

2010 2009

£million £ million

Non-current assets 49 41
Non-current liabilities (1,254) (1,424)

(1,205) (1,383)

The expected long term rates of return for equities have been determined by reference to government bond rates (minimum risk rates)
inthe countries in which the plans are based. As at 30 June 2010, to reflect the additional risks associated with equities, expected long
term rates of return on equities include a risk premium of 4% per year (2009 — 4%; 2008 — 3.25%) in excess of the expected return from
government bonds. This risk premium is a long term assumption which is set after taking actuarial advice and considering the
assumptions used by other FTSE 100 companies. The expected long term rates of return for other assets are determined in a similar
way, by using an appropriate risk premium relative to government bonds in the relevant country.

Theinvestment strategy for the group’s funded post employment plans is decided locally by the trustee of the plan and/or
Diageo, as appropriate, and takes account of the relevant statutory requirements. The objective for the investment strategy is to
achieve a target rate of return in excess of the return on the liabilities, while taking an acceptable amount of investment risk relative to
theliabilities. This objective isimplemented by using specific allocations to a variety of asset classes that are expected over the long
termto deliver the target rate of return. Most investment strategies have significant allocations to equities, with the intention that this
will resultin the ongoing cost to the group of the post employment plans being lower over the long term, and will be within acceptable
boundaries of risk. Each investment strategy is also designed to control investment risk by managing allocations to asset classes,
geographical exposures and individual stock exposures.

At 30 June 2010, approximately 33% (2009 and 2008 — 40%) of the UK Diageo Pension Scheme’s liabilities and approximately 38%
(2009 and 2008 — 40%) of the Guinness Ireland Pension Scheme’s liabilities were hedged against future movements in interest rates
and inflation through the use of swaps.

Thediscount rate is based on the yields of high quality, fixed income investments. For the UK pension plans, which represent
approximately 65% of total plan liabilities, the discount rate is determined by reference to the yield curves on AA rated corporate bonds
for which the timing and amount of cash outflows are similar to those of the plans. A similar process is used to determine the discount
rate for the non-UK plans.

The percentages of investments at fair value held by the pension plans at 30 June 2010 and 30 June 2009, analysed by category,
were as follows:

United
United States
Kingdom Ireland andother Total
% % % %
2010
Equities 45 38 52 44
Bonds 36 50 36 39
Property 1 7 3 10
Other 8 5 9 7
100 100 100 100
2009
Equities 48 36 51 46
Bonds 41 53 38 43
Property 11 9 3 10
Other - 2 8 1
100 100 100 100
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4.Employees continued
(d) Movementsin the present value of plan liabilities during the three years ended 30 June 2010:
United USr:Iatteecs1

Kingdom Ireland andother Total

£million £million £million £million
Present value of plan liabilities
At 30 June 2007 3,766 1,125 530 5421
Exchange differences - 191 18 209
Current service cost 52 17 25 94
Past service cost 1 2 - 3
Interest cost 216 64 32 312
Actuarial gain (127) 81) (10) (218)
Employee contributions 11 2 1 14
Benefits paid (167) (66) (35) (268)
Curtailments - - M m
Settlements - - 7) 7)
At 30 June 2008 3,752 1,254 553 5559
Exchange differences - 97 83 180
Acquisition of businesses - - 16 16
Current service cost 54 16 29 99
Past service cost - - 2 2
Interest cost 248 85 41 374
Actuarial loss 37 29 1 67
Employee contributions 14 3 1 18
Benefits paid 172) (76) (52) (300)
Curtailments (12) @1 ®) (1)
Settlements - - © 9
At 30 June 2009 3,921 1,387 657 5,965
Exchange differences - (69) 73 4
Current service cost 49 19 31 99
Past service gain (13) - - (13)
Interest cost 238 80 42 360
Actuarial loss 266 108 61 435
Employee contributions 14 3 1 18
Benefits paid (188) (84) (51) (323)
Curtailments/settlements (8) 3 (1) (6)
Settlements - - 4) (4)
Transfer from other payables - 34 - 34
At 30 June 2010 4,279 1,481 809 6,569

Inthe yearended 30 June 2010 agreement was reached with a group of employees whereby part of their redundancy settlement,
previously included in other payables, was settled by an enhanced pension entitlement. Cash contributions will be made by the group

to the relevant pension funds for those obligations.



(e) Movements in the fair value of plan assets during the three years ended 30 June 2010:
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United
United States

Kingdom Ireland and other Total

£million £million £million £million
Fair value of plan assets
At 30 June 2007 3491 1,143 385 5019
Exchange differences - 190 11 201
Expected return on plan assets 252 80 26 358
Actuarial loss (60) (146) (30) (236)
Contributions by the group 55 9 20 84
Employee contributions 11 2 1 14
Benefits paid (167) (66) (35) (268)
Settlements - - ) )
At 30 June 2008 3,582 1,212 371 5165
Exchange differences - 93 52 145
Acquisition of businesses - - 15 15
Expected return on plan assets 259 85 32 376
Actuarial loss (561) (297) (88) (946)
Contributions by the group 55 7 66 128
Employee contributions 14 3 1 18
Benefits paid (172 (76) (52) (300)
Settlements - - ) )
At 30 June 2009 3,177 1,027 388 4,592
Exchange differences - (52) 46 (6)
Expected return on plan assets 217 68 28 313
Actuarial gain 349 96 (10) 435
Contributions by the group 103 43 49 195
Transfer of escrow account 147 - - 147
Employee contributions 14 3 1 18
Benefits paid (188) (84) (51) (323)
Settlements - - (4) “4)
At 30June 2010 3,819 1,101 447 5,367
(f) History of funded status of plans at 30 June 2010:

2010 2009 2008 2007 2006
£million £ million £million £million £million

Fair value of plan assets 5,367 4,592 5,165 5,019 4,647
Present value of plan liabilities (6,569) (5,965) (5,559) (5421) (5,424)
Deficit in post employment plans (1,202) (1,373) (394) (402) (777)
Surplus restriction ) ©) (14) (17) (24)
Impact of minimum funding requirement (1) ©) - - -
Post employment benefit liabilities (1,205) (1,383) (408) (419) (801)

The group agreed a deficit funding plan with the trustee of the UK Diageo Pension Scheme (the UK Scheme), which provides for the
group tofund a portion of the UK Scheme deficit over afour year period that commenced in the year ended 30 June 2007. During the
yearended 30 June 2010 £197 million was paid into the UK Scheme in respect of the deficit funding plan, of which £147 million had
previously been held in escrow. The company has agreed a further 10 year funding plan with the trustee of the UK Scheme based on
thetrustee’s actuarial valuation at 31 March 2009 whereby a structure has been created which will generate annual income for the
Scheme of approximately £25 million to fund the deficit. Further information on the agreement is given in note 35. In addition to the
deficit funding, Diageo continues to make a cash contribution in respect of current service costs based on the trustee’s valuation. This

contribution is expected to be £50 million in the yearending 30 June 2011.
Contributions to other plans in the year ending 30 June 2011 are expected to be approximately £150 million.
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4.Employees continued

(g) History of experience gains and losses:

2010 2009 2008 2007 2006

£ million £ million £ million £million £ million

Actual return less expected return on post employment plan assets 435 (946) (236) 244 337

Experience gains and losses arising on the plan liabilities 229 60 (54) (110) (55)

Changes in assumptions underlying the present value of the plan liabilities (664) (127) 272 189 183
Actuarial (loss)/gain recognisable in the reconciliation of the

assets and liabilities - (1,013) (18) 323 465

(h) Changes in the assumptions used for determining post employment costs and liabilities may have a material impact on the income
statement and balance sheet. For the significant assumptions, the following sensitivity analyses give an estimate of the potential

impacts on the income statement for the year ended 30 June 2010 and on the balance sheet as at 30 June 2010:

Estimated impact onincome statement

Other Profit
Operating finance before Profitfor
profit charges taxation Taxation theyear
£ million £ million £million £million £million
2010
Effect of 0.5% increase in discount rate:
Approximate decrease in annual post employment cost 9 (6) 3 (1) 2
Effect of 1% increase in expected rates of return on plan assets:
Approximate decrease in annual post employment cost - 51 51 (13) 38
Effect of one year increase in life expectancy:
Approximate increase in annual post employment cost ()] (12) (14) 3 (1)
Effect of 0.5% decrease in inflation:
Approximate decrease in annual post employment cost 9 18 27 (6) 21
Effect of 1% increase in medical care inflation:
Approximate increase in annual post employment cost M (1 (2) 1 (1M
Effect of 1% decrease in medical care inflation:
Approximate decrease in annual post employment cost 1 1 2 (1) 1

Estimated impacton balance sheet

Netpost
employment Net
benefit deferred Net

liabilities taxassets assets

£million £million £million
2010
Effect of 0.5% increase in discount rate:
Approximate decrease in post employment deficit 420 (106) 314
Effect of one year increase in life expectancy:
Approximate increase in post employment deficit (232) 58 (174)
Effect of 0.5% decrease in inflation:
Approximate decrease in post employment deficit 327 (79) 248
Effect of 1% increase in medical care inflation:
Approximate increase in post employment deficit (22) 8 (14)
Effect of 1% decrease in medical care inflation:
Approximate decrease in post employment deficit 19 (7) 12

(i) Information on transactions between the group and its pension plans is given in note 32.
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5.Exceptional items

IAS 1 (Revised) — Presentation of financial statements requires material items of income and expense to be disclosed separately. Exceptional
items are items which, in management’s judgement, need to be disclosed by virtue of their size orincidence in order for the user to
obtain a proper understanding of the financial information.

Inthe three years ended 30 June 2010, the following exceptional items arose:

2010 2009 2008
£million £ million £ million

Items included in operating profit
Global restructuring programme (a) (85) (166) -
Restructuring of Global Supply operations (b) (93) - -
Restructuring of US wine operations (c) 48 - -
Restructuring of Irish brewing operations (d) (12) 4 (78)
Ursus brand impairment (e) (35) - -

(177) (170) (78)
Sale of businesses
US wine operations () (26) - -
Step acquisition of Nuvo (f) 11 - -
Other - - 9

(15) - 9

Exceptional items before taxation (192) (170) (69)
Items included in taxation
Tax on exceptional operating items 39 37 8
Tax on sale of businesses 10 - -
Settlements with tax authorities - 155 -
Total taxation on exceptional items 49 192 8
Exceptional items in continuing operations (143) 22 ®1)
Discontinued operations net of taxation (19) 2 26
Total exceptional items (162) 24 (35)

(@) In February 2009 the group announced a global restructuring programme which was designed to ensure improved routes to
market, stronger brand positions and enhanced financial strength. The programme affected all operating segments including
corporate. The majority of the costs were in respect of a reduction in the number of employees and were spread over the two years
ended 30 June 2010. These restructuring charges are included in the group’s income statement in other operating expenses.

(b) On 1 July 2009 the group announced a restructuring of its supply operations in Scotland. The plans include the consolidation of
distilling, packaging and warehousing activities into fewer sites and involve the closure of a packaging plant, a distillery and a cooperage
over a two-year period. New investment is concentrated in the production sites in Leven in Fife and in Shieldhall near Glasgow. The cost
of therestructuring is expected to be approximately £100 million of which £81 million has been incurred in the year ended 30 June 2010.
The costsinclude redundancies and additional depreciation spread over the period to the date that the sites are closed.

In addition, the group announced the closure of the Dorval bottling plant in Quebec Canada resulting in a charge of £6 million
principally in respect of employee severance and loss on disposal of fixed assets. Also, during the year, a restructuring of the Daventry
distribution centre was announced resulting in an exceptional charge of £6 million.

(© Inthe yearended 30 June 2010, the group carried out a restructuring of its US wine operations which resulted in a restructuring
charge of £41 million in respect of a reduction in the number of employees, early contract terminations and inventory impairment.

On 24 June 2010the group completed a sale and leaseback transaction of certain land and facilities located in the Napa Valley,
California for $260 million (£174 million). The land and facilities were purchased by a third party and leased back to the group for 20 years
with Diageo holding options, exercisable at fair value, to extend the lease term up to a total of 80 years. Diageo remains the operator of
the facilities under the lease agreement and retains the ownership of the brands, vines and grapes. The lease of land was accounted for
as an operating lease and the gain arising of £89 million accounted for as an exceptional property profit. The lease of the facilities is
accounted foras a finance lease and the gain arising is included in accruals and deferred income.

In addition, as part of the restructuring of the US wine operations, it is highly probable that a number of non-strategic wine
businesses will be sold during the year ending 30 June 2011. The loss on disposal of these businesses is expected to be £26 million.

(d) Inthe year ended 30 June 2008, operating profitincluded an exceptional charge of £78 million for the cost of restructuring the
Irish brewing operations, which primarily comprised severance and associated costs. The charge for the year ended 30 June 2010 of
£12 millionis principally accelerated depreciation.

(€) In the yearended 30 June 2010 an impairment loss of £35 million was charged to other operating expenses in respect of the Ursus
brand. One of the principal markets for Ursus is Greece where the economy suffered a significant downturn and shows no signs of
recovery. The Greek discount rate used by the group forimpairment calculations was increased significantly due to a deterioration in
the country’s sovereign risk rate and the long term growth rate assumption for Greece was reduced due to a fallin demand for premium
products which resulted in an impairment of the brand value.
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5. Exceptional items continued

(f) On 29 June 2010 Diageo acquired an additional equity stake in the London Group, the owner of the Nuvo brand, an ultra premium
sparkling liqueur, taking its equity ownership from 42.5% to 71.25%. The London Group was formerly accounted for as an associate and
following the acquisition of further shares it became a subsidiary. In accordance with IFRS 3 (Revised) the difference between the market
value of the equity owned prior to the acquisition of £21 million and the book value of the associate of £10 million is recognised in the
income statement, resulting in a gain of £11 million which isincluded in sale of businesses.

6.Interest and other finance income and charges

2010 2009 2008
£million £ million £ million
(@) Netinterest
Interest receivable 188 102 84
Fair value gain on interest rate instruments 281 150 69
Total interestincome 469 252 153
Interest payable on bank loans and overdrafts (20) (14) 4
Interest payable on all other borrowings (549) (590) (415)
Fair value loss on interest rate instruments (275) (164) (75)
Total interest expense (844) (768) (494)
(375) (516) (341)
(b) Net other finance income and charges
Net finance income in respect of post employment plans - 2 46
Other finance income 4 - -
Net exchange movements on short term intercompany loans - - 5
Total other finance income 4 2 51
Net finance charge in respect of post employment plans (47) - -
Unwinding of discounts (18) (1) 17)
Hyperinflation adjustment (16) - -
Other finance charges - (13) (6)
Net exchange movements on short term intercompany loans (10 (33) -
Net exchange movements on net borrowings not meeting hedge accounting criteria - (1) ©6)
Total other finance charges (91) (78) (29)
Net finance (charges)/income (87) (76) 22
Interest on post employment plan liabilities (360) (374) (312
Expected return on post employment plan assets 313 376 358
Net finance (charge)/income in respect of post employment plans 47) 2 46

The amount of borrowing costs capitalised in the year ended 30 June 2010 was £5 million (2009 - £4 million; 2008 — £nil). The interest
rates used for calculating interest capitalised on projects financed in sterling and euro were 4.8% (2009 — 5.2%) and 4.8% (2009 - 6.5%),
respectively.

In December 2009 Venezuela became a hyperinflationary country. Hyperinflationary accounting requires the restatement of the
subsidiary undertaking’s income statement to current purchasing power. The impact of applying hyperinflationary accounting to the
group’s operations in Venezuela in the year ended 30 June 2010 was immaterial to the individual lines of the income statement but did
resultina £16 million charge to otherfinance charges, an increase in current assets of £9 million and a credit of £25 million to other
comprehensive income. The index used to calculate the hyperinflationary adjustment was the INPC which changed from 145.0to
1904 in the year ended 30 June 2010,an increase of 31%.

7.Associates

The group's share of profit after tax from associates was £142 million (2009 — £164 million; 2008 — £176 million).

The group’s 34% share of operating profit and of profit for the year of Moét Hennessy was £229 million and £134 million,
respectively (2009 - £242 million and £151 million, respectively; 2008 - £251 million and £160 million, respectively).

Inthe yearended 30 June 2010, the group received dividends from its associates of £111 million (2009 - £179 million; 2008 —
£143 million), of which £98 million was received from Moét Hennessy (2009 - £161 million; 2008 — £131 million). These dividends
included £31 million (2009 - £60 million; 2008 — £49 million) of receipts from Moét Hennessy in respect of amounts payable to the
tax authorities.
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Information on transactions between the group and its associates is given in note 32. Summarised financial information for the group’s oY
investments in associates is presented below: g
]
(@) Moét Hennessy Moét Hennessy prepares its financial statements under IFRS in euros to 31 December each year. Summary §
information for Moét Hennessy for the three years ended 30 June 2010 after adjustment to align Moét Hennessy's accounting policies 5
and accounting periods with those of the group, translated at £1 =€1.13 (2009 - £1 =€1.17,2008 - £1 =€1.36), is set out below: é
2010 2009 2008
€million £million €million £ million €million £ million
Sales 2,935 2,597 2,892 2472 3,168 2,329
Profit for the year 446 395 518 443 647 475
jos)
Profit for the year is after non-controlling interests. %
D
(b) Otherassociates Forall of the group’s investments in associates other than Moét Hennessy, summarised financial information, &
aggregating 100% of the sales and results of each associate, is presented below: %
2010 2009 2008 =
£million £ million £ million >
Sales 1,202 892 485
Profit for the year 79 88 81
8. Taxation
(@) Analysis of taxation charge in the year §
2009 2008 3
2010 (restated) (restated) §
£million £ million £ million @
Current tax 2
Current year 354 400 333
Benefit of previously unrecognised tax losses - (56) ()]
Adjustments in respect of prior years (80) (40) 38
274 304 363
Deferred tax
Origination and reversal of temporary differences 176 110 161
Benefit of previously unrecognised tax losses 3) - (3) g
Changesin tax rates 1 17) - %
Adjustments in respect of prior years 29 a1 (3) §
203 (18) 155
Taxation on profit from continuing operations 477 286 518
Adjustmentsin respect of prior years for current tax comprise a UK tax credit of £47 million (2009 — £42 million credit; 2008 - £14 million
charge) and an overseas tax credit of £33 million (2009 - £2 million charge; 2008 — £24 million charge).
The taxation charge includes the following material items: in the year ended 30 June 2010 a tax credit on exceptional operating
items of £39 million and a tax credit in respect of sale of businesses of £10 million; in the year ended 30 June 2009, a current tax credit of
£99 million and a deferred tax credit of £56 million in respect of settlements agreed with tax authorities, and a tax credit of £37 million on -
exceptional operating items; in the year ended 30 June 2008, a tax credit of £8 million on exceptional operating items. §
a
2009 2008 %
2010 (restated) (restated) )
£million £ million £ million g
Current tax 3
United Kingdom (57) 72) 12 ’
Overseas 331 376 351
274 304 363
Deferred tax
United Kingdom 29 (73) 32
Overseas 174 55 123
203 (18) 155
Taxation on profit from continuing operations 477 286 518
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8. Taxation continued

(b) Factors affecting tax charge for the year
2009 2008
2010 (restated) (restated)
£million £ million £ million
Profit from continuing operations before taxation 2,239 1,990 2,078
Notional charge at UK corporation tax rate of 28% (2009 — 28%; 2008 — 29.5%) 627 557 613
Elimination of notional tax on share of associates’ profits after tax (38) (45) (52)
Differences in effective overseas tax rates (3) ) (45)
[tems not chargeable (172) 11) (141)
ltems not deductible 116 213 119
Benefit of previously unrecognised tax losses (3) (56) (1
Changes in tax rates 1 (17) -
Adjustments in respect of prior years (51) (151) 35
Tax charge for the year 477 286 518

(c) Factors that may affect future tax charges As a group involved in worldwide operations, Diageo is subject to several factors which
may affect future tax charges, principally the levels and mix of profitability in different jurisdictions, transfer pricing policies and tax rates
imposed and settlements with tax authorities.

(d) Corporate tax payable The current corporate tax liability of £391 million (2009 — £532 million) represents the amount of taxes
payable in respect of current and prior years that exceed payments made, and includes any interest and penalties payable thereon
included in the corporation tax charge.

(e) Material tax liabilities In the past, the group has undergone significant restructuring activity involving the acquisition and disposal
of material businesses and the transfer of businesses within the group. As a consequence of this restructuring activity, a number of
potential tax exposures have arisen. In addition, as the group operates throughout the world, it faces a number of potential transfer
pricing issues in many jurisdictions relating to goods, services and financing.

Asat 30 June 2010, the group has a liability (after applicable reliefs) of £96 million (2009 - £65 million) for these exposures, which
isincluded in corporate tax payable in current liabilities. The group continues to have a number of tax audits ongoing worldwide but
does not currently expect material additional tax exposures to arise, above the amounts provided, as and when audits are concluded.

9. Discontinued operations

Discontinued operations comprise a charge of £19 million (£24 million less deferred tax of £5 million) in respect of the discounted value
of anticipated future payments to new thalidomide claimants. Discontinued operations in the years ended 30 June 2009 and 30 June
2008 represents adjustments in respect of the Pillsbury business (2009 - £2 million credit, 2008 — £26 million credit).

10. Earnings per share

2009 2008
2010 (restated) (restated)
£million £million £ million
Profit attributable to equity shareholders
Continuing operations 1,648 1,603 1,487
Discontinued operations (19) 2 26
1,629 1,605 1513
2010 2009 2008
million million million
Weighted average number of shares
Shares inissue excluding own shares held 2,486 2485 2,566
Dilutive potential ordinary shares 5 9 17
2,491 2,494 2,583
Pence per share
Continuing operations
- basic earnings 66.3p 64.5p 580p
—diluted earnings 66.2p 64.3p 57.6p
Continuing and discontinued operations
- basic earnings 65.5p 64.6p 59.0p
—diluted earnings 65.4p 64.4p 58.6p
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11.Intangible assets it
Other Computer e
Brands Goodwill intangibles software Total é
£million £million £million £million £million 2
Cost E
At 30 June 2008 4,139 367 965 208 5679 %
Exchange differences 474 47 188 13 722 3
Acquisition of businesses 8 25 - - 33
Acquisition adjustment - (58) - - (58)
Other additions - - 2 20 22
Disposals - - - ) )
Transfers - - - 11 11 z
AL30 June 2009 4,621 381 1,155 248 6,405 3
Exchange differences 344 18 112 14 488 é
Acquisition of businesses 62 19 - - 81 %
Other additions - - - 45 45 S
Disposals - - - “ )
Transfers to assets held for sale (22) - - - (22)
At30June 2010 5,005 418 1,267 303 6,993
Amortisation and impairment loss
At 30 June 2008 - 17 27 105 149
Exchange differences - 1 - 9 10 g
Amortisation for the year - - 6 29 35 @
Disposals - - - 4 “4) 5
At 30 June 2009 - 18 33 139 190 g
Exchange differences - - 2 9 1
Amortisation for the year - - 6 29 35
Exceptional impairment 35 - - - 35
Disposals - - - 4 4
At30June 2010 35 18 41 173 267
Carrying amount
At30June 2010 4,970 400 1,226 130 6,726 g
At 30 June 2009 4,621 363 1,122 109 6,215 %
At 30 June 2008 4,139 350 938 103 5,530 §
(@) Brands are stated at fair value on acquisition. At 30 June 2010, the principal acquired brands, all of which are regarded as having
indefinite useful economic lives, are as follows:
2010 2009
Carrying amount of acquired brands Principal markets £ million £ million
Johnnie Walker whisky Global 625 625
Smirnoff vodka Global 550 499
Captain Morgan Global 801 728
Crown Royal whisky United States 976 888 én
Windsor Premier whisky Korea 475 414 §
Bell's whisky Great Britain 179 179 Lé,_‘
Cacique rum Spain 173 181 g
Seagram'’s 7 Crown whiskey United States 149 135 %
Bushmills whiskey United States 144 144 ‘
Seagram’s VO whisky United States 127 115
Gordon’s gin Great Britain 119 119
Old Parr whisky Venezuela 109 95
Tanqueray gin United States 79 72
Bundaberg rum Australia 76 66 é—i
Nuvo liqueur United States 62 - g
Romana Sambuca liqueur United States 57 52 ;—J
White Horse whisky Russia 53 53 g
Ursus vodka Greece/United States 37 72 %
Other brands 179 184 >

4,970 4,621
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11.Intangible assets continued

Capitalised brands are regarded as having indefinite useful economic lives and have therefore not been amortised. These brands are
protected by trademarks, which are renewable indefinitely, in all of the major markets where they are sold. There are not believed to be
any legal, regulatory or contractual provisions that limit the useful lives of these brands. The nature of the premium drinks industry is that
obsolescence is nota common issue, with indefinite brand lives being commonplace, and Diageo has a number of brands that were
originally created more than 100 years ago. Accordingly, the directors believe that it is appropriate that the brands are treated as having
indefinite lives for accounting purposes.

(b) For the purposes of impairment testing, goodwill has been attributed to cash-generating units as follows:

2010 2009

£million £ million

North America - United States 224 192
Europe - Ireland 46 43
- Southern Europe 66 69

- Russia and Eastern Europe 42 42

Other cash-generating units 22 17
400 363

Goodwill has arisen on acquisitions of businesses and distribution rights and includes synergies arising from cost savings and the
opportunity to utilise the group’s distribution network to leverage marketing of the acquired products.

Inthe yearended 30 June 2008, the non-controlling interest recognised on the acquisition of the distribution rights for Ketel One
vodka products excluded the non-controlling party’s share of the deferred tax liability relating to the intangible asset representing the
distribution rights. This omission was corrected in the year ended 30 June 2009, and the effect of the adjustment was to reduce
goodwill attributed to the United States by £58 million and reduce non-controlling interests by the same amount.

(c) Otherintangibles comprise principally distribution rights. In the year ended 30 June 2008, Diageo acquired the global distribution
rights for Ketel One vodka products in perpetuity, and the directors believe that it is appropriate to treat these rights as having an
indefinite life for accounting purposes. The carrying value at 30 June 2010 was £1,200 million (2009 - £1,091 million). All other distribution
rights are amortised on a straight-line basis over the length of the distribution arrangements, generally between 10 and 20 years, unless
thereis an indication that the asset may be impaired, in which case, if necessary, the asset is written down or the amortisation period is
reassessed and changed. Amortisation of other intangible assets is recognised in other operating expenses in the income statement.

(d) Computer software includes £65 million (2009 - £25 million) in respect of projects in the course of development. Amortisation of
computer software is recognised in other operating expenses in the income statement.

Impairment testing To ensure that brands, goodwill and other intangibles with indefinite useful lives are not carried at above their
recoverable amount, impairment reviews are performed comparing the net carrying value with the recoverable amount using value
in use calculations. For goodwill the recoverable amount is calculated in respect of the cash-generating unit including the attributed
goodwill. These calculations are performed annually, or more frequently if events or circumstances indicate that the carrying amount
may not be recoverable. The value in use calculations are based on discounted forecast cash flows and terminal values calculated on
the assumption that cash flows continue in perpetuity at the long term growth rate of each country or region.

Cash flows are forecast for each brand, other intangible and cash-generating unit for the next financial year in the group’s annual
financial plan, which is approved by the board and reflects management's expectations of sales growth, operating costs and margin,
based on past experience and external sources of information.

The discount rates used are calculated as the group’s weighted average cost of capital with appropriated adjustment where
necessary toreflect the group’s assessment of the specific risks relating to the relevant market or region. The long term growth rates
applied atthe end of the forecast period are taken as the real gross domestic product (GDP) growth rate of the country or region plus
its inflation rate, based on a five-year average adjusted to take into account expectations specific to the group. For goodwill, these
assumptions are based on the cash-generating unit or group of units to which the goodwiill is allocated. For brands, they are based on
aweighted average taking into account the country or countries where sales are generated. For the Ketel One vodka distribution rights,
adiscountrate of 10% and a long term growth rate of 3.4% have been used.

Forsome recently acquired intangible assets, management expects to achieve growth, driven by Diageo’s sales, marketing and
distribution expertise, which is in excess of the long term growth rates for the applicable countries or regions. In these circumstances,
the cash flow forecast is extended beyond the next financial year by up to eight years using a detailed plan. For the Ketel One vodka
distribution rights, a six-year plan has been used, as an eight-year plan was agreed with the Nolet Group on the date of the acquisition
(9 June 2008),and principally reflects the benefits forecast to arise when Ketel One vodka is launched in a number of countries
throughout the world during that longer period.
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The pre-tax discount rates and long term growth rates used forimpairment testing are as follows:

2010 2009

Pre-tax Longterm Pre-tax Longterm

discount growth discount growth

rate rate rate rate

% % % %

Global brands 12 4.9 12 49
North America - United States 13 34 12 34
Europe — Great Britain 13 46 12 49
—Ireland 9 29 10 29
—Spain 14 29 M 37

- Greece 19 1.8 M 2.7

- Southern Europe 18 29 1 29
—Russia 18 9.5 28 120

— Eastern Europe 17 84 28 121
International - Venezuela 74 30.3 54 313
Asia Pacific — Australia 13 45 14 45
—Korea 13 45 16 7.1

Any impairment writedowns identified are charged to other operating expenses in the income statement. In the year ended

30June 2010, there was an impairment loss of £35 million (2009 and 2008 — £nil) in respect of the Ursus brand. One of the principal
markets for Ursus is Greece where the economy suffered a significant downturn and shows no signs of recovery. The Greek discount
rate used by the group forimpairment calculations was increased significantly due to a deterioration in the country’s sovereign risk rate
and the long term growth rate assumption for Greece was reduced due to a fall in demand for premium products which resulted inan
impairment of the brand value.

Sensitivity to change in key assumptions Impairment testing is dependent on management’s estimates and judgements, in
particularin relation to the forecasting of future cash flows, the discount rates applied to those cash flows and the expected long term
growthrates.

The impairment reviews of the Bushmills and Ursus brands show limited headroom as they were acquired in recent years and have
been affected in the short term by the slowdown in the worldwide economy. The recoverable amount of the Bushmills brand exceeds
the bookvalue by £16 million. Management will closely monitor the value in use of these intangibles.

Forallintangibles with an indefinite life, other than Bushmills and Ursus, management has concluded that no reasonably possible
change in the key assumptions on which it has determined the recoverable amounts would cause their carrying values to exceed their
recoverable amounts.

The table below shows the impairment charge that would be required if the assumptions in the calculation of their value in use
were changed:

1ppt Tppt 5%

increasein decreasein decreasein

discount longterm annual

rate  growthrate cash flows

£million £million £million

Brands — Bushmills 2 - -
—Ursus 3 2 1

- Other brands - - -
Goodwill - - -

Otherintangibles - - _

It remains possible that changes in assumptions could arise in excess of those indicated in the table above.
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12. Property, plant and equipment

Fixtures Returnable

Landand Plantand and bottlesand Under

buildings equipment fittings crates  construction Total

£million £million £million £million £million £million
Cost
At 30 June 2008 as previously reported 942 1,897 180 - 252 3,271
Prior year adjustment — returnables - (199) - 309 - 110
At 30 June 2008 as restated 942 1,698 180 309 252 3,381
Exchange differences 60 84 6 9 13 172
Acquisition of businesses 7 3 - - - 10
Other additions 35 98 10 30 159 332
Disposals 5) (50) ®) (39) - (102)
Transfers 28 162 14 - (215) (1)
At 30 June 2009 as restated 1,067 1,995 202 309 209 3,782
Exchange differences 60 106 12 (1) 1M 188
Acquisition of businesses 2 - - - - 2
Other additions 24 20 6 41 228 389
Disposals 63) (51) (30 an 1 (154)
Transfers 12 131 13 13 (169) -
Transfers to assets held for sale 42) (27) ) - - (70)
At 30 June 2010 1,060 2,244 202 351 280 4,137
Depreciation
At 30 June 2008 as previously reported 205 829 115 - - 1,149
Prior year adjustment — returnables - (149) - 206 - 57
At 30 June 2008 as restated 205 680 115 206 - 1,206
Exchange differences 13 49 3 6 - 71
Depreciation charge for the year 34 163 21 29 - 247
Exceptional accelerated depreciation - 18 - - - 18
Disposals ?3) 39) 7) (37) - (86)
At 30 June 2009 as restated 249 871 132 204 - 1,456
Exchange differences 20 70 12 (4) - 98
Depreciation charge for the year 40 173 19 24 - 256
Exceptional accelerated depreciation 5 41 - - - 46
Disposals 9 47) (30) (10) - 96)
Transfers 15 (€) ©6) - - -
Transfers to assets held for sale 6) (21) - - - 27)
At 30 June 2010 314 1,078 127 214 - 1,733
Carrying amount
At 30 June 2010 746 1,166 75 137 280 2,404
At 30 June 2009 818 1,124 70 105 209 2,326
At 30 June 2008 737 1,018 65 103 252 2,175

(@ The net book value of land and buildings comprises freeholds of £679 million (2009 - £787 million), long leaseholds of £22 million
(2009 - £25 million) and short leaseholds of £45 million (2009 — £6 million). Depreciation was not charged on £140 million

(2009 - £198 million) of land.

(b) Included in the total net book value of property, plant and equipment is £60 million (2009 — £23 million) in respect of assets held
under finance leases; depreciation for the year on these assets was £3 million (2009 — £6 million).

(c) Transfers represent assets brought into use during the year. In the year ended 30 June 2009 £11 million was reclassified to

computer software.
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13. Biological assets it
£million e
Fair value §
At 30 June 2008 31 °
Exchange differences 6 %
Harvested grapes transferred to inventories (24) 3
Changes in fair value 24
At 30 June 2009 37
Exchange differences 3
Harvested grapes transferred to inventories (23)
Transfer to assets held for sale (6) @
Changes in fair value 19 %
At30June 2010 30 g
8
Biological assets comprise grape vines and grapes on the vine. At 30 June 2010, these assets comprise approximately 1,725 hectares g
(2009 - 2,206 hectares) of vineyards, ranging from newly established vineyards to vineyards that are 91 years old. As part of the >
restructuring of the US wines operations, 481 hectares of vineyards are expected to be sold in the year ending 30 June 2011. These are
classified as assets held for sale.
14.Investments in associates
Moét Other @
Hennessy associates Total 2.
£million £million £million E
Cost less provisions é
At 30 June 2008 as previously reported 1,643 166 1,809 2
Prior year adjustment —amendment to IAS 38 4 - “4)
At 30 June 2008 as restated 1,639 166 1,805
Exchange differences 118 34 152
Additions - 42 42
Share of retained profits/(losses) 50 (5) 45
Share of movements in other comprehensive income 3 - 3
Acquisition of remaining shares in associate - 6) ©6) g
At 30 June 2009 as restated 1,810 231 2,041 %
Exchange differences (48) 18 (30) %
Additions - 32 32
Share of retained profits/(losses) 67 (5) 62
Share of movements in other comprehensive income (15) - (15)
Transfer to assets held for sale - (20) (20)
Step acquisition of Nuvo - (10) (10)
At 30June 2010 1,814 246 2,060
Investments in associates comprise the cost of shares, less goodwill written off on acquisitions prior to 1 July 1998 of £1,256 million o
(2009 - £1,264 million), plus the group’s share of post acquisition reserves of £804 million (2009 — £777 million). §
Q
(@) Moét Hennessy Moét Hennessy prepares its financial statements under IFRS in euros to 31 December each year. A summary of Moét :&:’
Hennessy's consolidated balance sheetas at 30 June 2010 and 30 June 2009, including acquisition fair value adjustments and translated 2
at£1=€1.22(2009 - £1 =€1.17),is set out below: 2
2009
2010 (restated)
€million £million €million £ million
Non-current assets 4,139 3,393 4,108 3,511
Current assets 5,279 4,327 5,155 4,406 .
Total assets 9,418 7,720 9,263 7917 a
Current liabilities (1,666) (1,366) (1,721) (1471) §
Non-current liabilities 1242 (1018 (1315 (1,124) 5
Total liabilities (2,908) (2,384) (3,036) (2,595) %
Net assets 65510 5336 6,227 5322 =
5

The 34% netinvestment in Moét Hennessy has been accounted for by aggregating the group’s share of the net assets of Moét
Hennessy with fair value adjustments on acquisition, principally in respect of Moét Hennessy's brands.
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14. Investments in associates continued

(b) Otherassociates Forall of the group’s investments in associates other than Moét Hennessy, summarised financial information,

aggregating 100% of the assets and liabilities of each associate, including acquisition fair value adjustments, is presented below:

2010 2009
£million £ million
Non-current assets 637 539
Current assets 432 412
Total assets 1,069 951
Current liabilities (349) (318)
Non-current liabilities (122) (74)
Total liabilities 471) (392)
Net assets 598 559

Included in other associates is a 19% (2009 — 19%) effective interest held indirectly in Sichuan ShuiJingFang Co, Ltd. (ShuilingFang),
amanufacturer and distributor of Chinese white spirits, which is listed on the Shanghai Stock Exchange. At 30 June 2010, the carrying
value of the group’s interest in ShuilingFang was £96 million (2009 — £78 million), while the quoted value, based on a share price of
RMB18.41 (2009 - RMB16.54) was £172 million (2009 - £140 million). As at 16 August 2010, the share price of ShuilingFang was RMB21.82

per share.Information on potential increase in the group’s effective interest in ShuilingFang is given in note 31.

15.Investments in joint ventures

The group consolidates its attributable share of the results and net assets of joint ventures on a line-by-line basis, measured according

totheterms of the arrangements. The group’s principal joint ventures that are consolidated on a proportional basis are as follows:

Percentage
Country of Country of ofequity
incorporation operation owned Principal activities
Don Julio BV Netherlands Mexico 50% Production, marketing and distribution
of premium drinks
Guinness Anchor Berhad Malaysia Malaysia 50%  Production, marketing and distribution
of premium drinks
Moét Hennessy Diageo (China) Co Ltd China China 50%  Marketing and distribution of premium drinks

In addition, the group consolidates on a proportional basis a number of other joint ventures involved in the production, marketing and

distribution of premium drinks in Europe, South Africa and the Far East.

Included in the consolidated financial statements are the following amounts that represent the group’s interest in the results and

assets and liabilities of joint ventures:

2010 2009 2008

£million £ million £ million

Sales 568 579 516
Operating costs (495) (535) (474)
Profit before tax 73 44 42
2010 2009

£million £ million

Non-current assets 132 120
Current assets 288 245
Total assets 420 365
Current liabilities (180) (186)
Non-current liabilities (29) 26)
Total liabilities (209) (212
Net assets 211 153
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16. Other investments
Escrow Loansand
account other Total
£million £million £million
Cost less provisions or fair value
At 30 June 2008 100 68 168
Additions 52 24 76
Repayments - ) )
Fair value adjustments and provisions 8 2 6)
At 30 June 2009 144 87 231
Exchange differences - 5 5
Additions - 58 58
Repayments - (26) (26)
Transfer to the UK Diageo Pension Scheme (note 4 (f)) (147) - (147)
Fair value adjustments and provisions 3 (7) (4)
At30June 2010 - 117 117
17.Inventories
2009 2008
2010 (restated) (restated)
£million £ million £ million
Raw materials and consumables 297 270 245
Work in progress 21 25 21
Maturing inventories 2,506 2,274 1,939
Finished goods and goods for resale 457 509 483
3,281 3,078 2,688

Maturing inventories include whisky, rum and wines. The following amounts of inventories are expected to be utilised after more than

oneyear:
2010 2009 2008
£million £million £million
Raw materials and consumables 46 42 35
Maturing inventories 2,093 1,875 1,595
2,139 1917 1,630
Inventories are disclosed net of provisions for obsolescence, an analysis of which is as follows:
2010 2009 2008
£million £ million £ million
Balance at beginning of the year 55 38 43
Exchange differences 3 1 2
Income statement charge 63 22 2
Written off (24) 6) ©9)
97 55 38
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18.Trade and other receivables

2010 2009 2008

Non- Current Non- Current Non-

Current current assets current assets current

assets assets (restated) assets (restated) assets

£ million £ million £ million £ million £ million £ million

Trade receivables 1,495 - 1,568 - 1,650 -
Other receivables 363 107 250 12 297 7
Prepayments and accrued income 150 8 159 6 63 4
2,008 115 1977 18 2,015 11

Current other receivables at 30 June 2010 includes £123 million deposited with China’s securities depositary and clearing agency,
Shanghai branch in connection with a potential Chinese acquisition (see note 31 (f)).

As at 30 June 2010 non-current other receivables includes £92 million in respect of the assessment of excise duties made by the
Korean customs authorities (see note 31 (g)).

The aged analysis of trade receivables, net of provisions, is as follows:

2010 2009 2008

£million £ million £ million

Not overdue 1,440 1,452 1,488
Overdue 1-30days 27 44 69
Overdue 31 - 60 days 6 17 21
Overdue 61 —90 days 3 10 8
Overdue 91 - 180 days 6 22 34
Overdue more than 180 days 13 23 30
1,495 1,568 1,650

Trade and other receivables are disclosed net of provisions for bad and doubtful debts, an analysis of which is as follows:

2010 2009 2008
£million £million £million
Balance at beginning of the year 54 50 53
Exchange differences 3 2 3
Income statement charge 16 14 5
Written off (12) (12) (11)
61 54 50

19. Assets and disposal groups held for sale
£millon
Non-current assets 65
Current assets 47
Assets held for sale 112
Current liabilities (6)
Non-current liabilities (4)
Liabilities held for sale (10)

The assets and disposal groups held for sale comprise a number of non-strategic wine businesses in California, France and Ireland and
the group’sinvestmentin Tanzania Breweries Limited.
No assets and disposal groups were classified as held for sale at 30 June 2009 and 30 June 2008.

20.Cash and cash equivalents

2010 2009

£million £ million

Cash at bank 630 653
Cash equivalents 823 261
1,453 914

Cash equivalents comprise investments in liquidity funds and term deposits with original maturities of three months or less.
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21.Borrowings and bank overdrafts

Yearend
interest
Repayment rates 2010 2009
date Currency % £million £ million
Bank overdrafts On demand Various Various 55 68
Commercial paper - US dollar Various - 5
Bank and other loans Various Various Various 106 117
Credit support obligations 2010 Various Various 80 51
Medium term notes - US dollar 7.25 - 182
Guaranteed bonds 2010 - US dollar 4375 - 453
Guaranteed bonds 2011 2011 US dollar 3.875 333 -
Fair value adjustment to borrowings 13 14
Borrowings due within one year and bank overdrafts 587 890
Guaranteed bonds 2011 2011 US dollar 3.875 - 301
Guaranteed bonds 2012 2012 US dollar 5.125 399 363
Guaranteed bonds 2012 2012 Euro 093 615 641
Guaranteed bonds 2013 2013 US dollar 52 500 455
Guaranteed bonds 2013 2013 US dollar 55 400 363
Guaranteed bonds 2013 2013 Euro 55 941 981
Guaranteed bonds 2014 2014 US dollar 7375 540 913
Guaranteed bonds 2014 2014 Euro 6.625 818 853
Guaranteed bonds 2015 2015 US dollar 53 499 454
Guaranteed bonds 2015 2015 US dollar 325 332 -
Guaranteed bonds 2016 2016 US dollar 55 399 363
Guaranteed bonds 2017 2017 US dollar 575 832 756
Guaranteed bonds 2020 2020 US dollar 4.828 390 -
Guaranteed bonds 2035 2035 US dollar 745 267 243
Guaranteed bonds 2036 2036 US dollar 5.875 397 361
Guaranteed debentures 2011 201 US dollar 9.0 200 181
Guaranteed debentures 2022 2022 US dollar 80 198 180
Medium term notes 2018 US dollar 4.85 133 121
Bank and other loans Various Various Various 51 44
Fair value adjustment to borrowings 266 112
Borrowings due after one year 8,177 7,685
Total borrowings before derivative financial instruments 8,764 8575
Fair value of foreign currency swaps and forwards Various Various Various (227) (170)
Fair value of interest rate hedging instruments Various Various Various (191) (93)
Total borrowings after derivative financial instruments 8,346 8312

Bankoverdrafts form an integral part of the group’s cash management and are included as a component of net cash and cash
equivalentsin the consolidated cash flow statement. All bonds, medium term notes, debentures and commercial paper are guaranteed
by Diageo plc.

Included in borrowings due within one year are credit support obligations. When derivative transactions are undertaken with
bank counterparties, Diageo may, where appropriate, enter into certain agreements with such bank counterparties whereby the parties
agree to post cash collateral for the benefit of the other ifthe net valuations of the derivatives are above a pre-determined threshold.

At 30 June 2010, the collateral received under these agreements amounted to $80 million (£54 million) and €32 million (£26 million)
(2009 - $84 million, £51 million).

Theinterest rates shown in the table above are those contracted on the underlying borrowings before taking into account any
interest rate protection (see note 23). Based on average monthly net borrowings and interest charge, taking into account interest rate
protection, the effective interest rate for the year was 4.8% (2009 — 6.2%; 2008 — 5.9%). For this calculation, the interest charge excludes
finance charges unrelated to net borrowings, the forward element on derivative financial instruments and fair value adjustments to
interest rate swaps and borrowings. The loans above are stated net of unamortised finance costs of £84 million (2009 — £12 million;

2008 - £14 million).

The weighted average interest rate, before interest rate protection, for short term borrowings at 30 June 2010 was 5.6% (2009
—6.49%; 2008 - 3.5%). The weighted average interest rate, before interest rate protection, for bonds and medium term notes included
within borrowings due after one year at 30 June 2010 was 5.5% (2009 - 5.6%; 2008 — 5.6%). The group's policy on the management of
liquidity riskand a sensitivity analysis are reported in the Business review (see 'Risk management’ and ‘Market risk sensitivity analysis’).

Certain borrowings are reported in the table above at amortised cost with a fair value adjustment shown separately. The financial
instruments disclosures in note 23 detail the fair value hedge relationships between the group’s borrowings and interest rate swaps.
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21.Borrowings and bank overdrafts continued

(@) Analysis of net borrowings

2010 2009

£million £ million

Bank overdrafts (55) (68)
Borrowings due within one year (532) (822)
Borrowings due after one year (8,177) (7,685)
Fair value of foreign currency swaps and forwards 227 170
Fair value of interest rate hedging instruments 191 93
Finance lease liabilities 61) @1
Gross borrowings (8,407) (8,333)
Offset by: Cash and cash equivalents 1,453 914
Net borrowings (6,954) (7,419)

£56 million (2009 - £68 million) of net borrowings due within one year and £24 million (2009 — £34 million) of net borrowings due after

one year were secured on assets of the group.

Foreign currency swaps and forwards, interest rate hedging instruments and finance lease liabilities are included as appropriate in

other financial assets and other financial liabilities.

(b) Reconciliation of movementin net borrowings

2010 2009
£million £ million
Net borrowings at beginning of the year (7,419) (6,447)
Increase in net cash and cash equivalents before exchange 568 97
Net decrease/(increase) in loans 422 (256)
Change in net borrowings from cash flows 990 (159)
Exchange differences on net borrowings (429) (784)
Other non-cash items (96) 29)
Net borrowings at end of the year (6,954) (7419)
22.Other financial assets and liabilities
Non-current Current Current  Non-current
assets assets liabilities liabilities
£million £million £million £million
2010
Derivative assets/(liabilities)
Designated in a cash flow hedge 252 46 91) (36)
Designated in a fair value hedge 187 8 - (4)
Designated in a netinvestment hedge - 33 (38) -
Not designated in a hedge relationship 33 11 (48) (35)
472 98 (177) (75)
Non-derivative liabilities
Deferred consideration payable - - 3) (25)
Finance lease liabilities - - (6) (55)
- - 9 (80)
Total other financial assets/(liabilities) 472 98 (186) (155)
2009
Derivative assets/(liabilities)
Designated in a cash flow hedge 251 59 (132) (23)
Designated in a fair value hedge 82 11 - -
Designated in a netinvestment hedge - 16 (29) -
Not designated in a hedge relationship 31 12 (55) (59)
364 98 (216) (82)
Non-derivative liabilities
Finance lease liabilities - - (4) 17)
Total other financial assets/(liabilities) 364 98 (220) (99)
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Finance lease liabilities are payable as follows:

2010 2009

Present Present

Future value of Future value of

minimum Future minimum minimum Future minimum

lease finance lease lease finance lease

payments charges payments payments charges payments

£ million £million £million £million £million £million

Less than one year ®) 2 (6) () 1 )
Between one and five years (28) 16 (12) (10) 4 6)
More than five years (80) 37 (43) (16) 5 amn
(116) 55 61) (31) 10 (21)

23.Financial instruments and risk management

Derivative financial instruments are used to hedge exposure to fluctuations in foreign exchange rates, interest rates and commodity
price movements that arise in the normal course of the group’s business. The group’s treasury objectives, risk management strategies
and policies are disclosed in the Business review (see ‘Risk management’).

(a) Currency risk The group publishes its consolidated financial statements in sterling and conducts business in many foreign
currencies. As aresult, it is subject to foreign currency exchange risk due to exchange rate movements, which will affect the group’s
transaction costs and the translation of the results and underlying net assets of its foreign operations. Where hedge accounting is
applied, hedges are documented and tested for hedge effectiveness on an ongoing basis. Diageo expects hedges entered into

to continue to be effective and therefore does not expect the impact of ineffectiveness on the income statement to be material.

Hedge of netinvestment in foreign operations The group hedges a substantial portion of its exposure to fluctuations on the sterling
value of its foreign operations by designating net borrowings held in foreign currencies and by using foreign currency swaps and
forwards. Where a liquid foreign exchange market exists, the group’s policy is to seek to hedge currency exposure on its net investment
in foreign operations within the following percentage bands: 80% to 100% for US dollars, 80% to 100% for euros and 50% to 100% for
other significant currencies. As at 30 June 2010, these ratios were 91% and 89% for US dollars and euros, respectively, and between
66-75% for other significant currencies.

Exchange differences arising on the retranslation of foreign currency borrowings (including foreign currency swaps and forwards),
tothe extentthatthey are in an effective hedge relationship, are recognised in the statement of comprehensive income to match
exchange differences on netinvestments in foreign operations. Exchange differences on foreign currency borrowings notin a hedge
relationship and any ineffectiveness are taken to the income statement.

Transaction exposure hedging For currencies in which there is an active market, the group’s policy approved by the board is to seek to
hedge between 60% and 100% of forecast transactional foreign exchange rate risk, for up to a maximum of 21 months forward, using
forward foreign currency exchange contracts with coverage levels increasing nearer to the forecast transaction date. The effective
portion of the gain or loss on the hedge is recognised in the statement of comprehensive income and recycled into the income
statement at the same time as the underlying hedged transaction affects the income statement. Any ineffectiveness is taken to the
income statement.

Hedge of foreign currency debt The group uses cross currency interest rate swaps to hedge the forward foreign currency risk associated
with certain foreign currency denominated bonds. The effective portion of the gain or loss on the hedge is recognised in the statement
of comprehensive income and recycled into the income statement at the same time as the underlying hedged transaction affects
theincome statement. Any ineffectiveness is taken to the income statement.

At30June 2010, as a result of the net investment, transaction exposure and foreign currency debt cover outlined above, the
group had outstanding gross foreign exchange contracts as disclosed in note 23(f). Further quantitative analysis of the sensitivity to
movements in currency rates is reported in the ‘Market risk sensitivity analysis' in the Business review.

(b) Commaodity price risk The group uses long term purchase and commodity futures contracts to hedge against price riskin certain
commaodities. Long term purchase contracts are used to secure prices with suppliers to protect against volatility in commodity prices.
Allcommodity futures contracts hedge a projected future purchase of raw material. Commodity futures contracts are held in the
balance sheet at fair value. To the extent that they are considered an effective hedge, the fair value movements are recognised in the
statement of comprehensive income and recycled into the income statement at the same time as the underlying hedged transaction
affects theincome statement.

Realised net losses recognised in the income statement in the year ended 30 June 2010 were £nil (2009 — £5 million losses).
There were no open deals on the balance sheet at 30 June 2010 (2009 - nil).

() Interest rate risk The group has an exposure to interest rate risk, arising principally on changes in US dollar, euro and sterling interest
rates. To manage interest rate risk, the group manages its proportion of fixed to floating rate borrowings within limits approved by

the board, primarily through issuing fixed and floating rate term debt and commercial paper,and by utilising interest rate derivatives.
These practices serve to reduce the volatility of the group’s reported financial performance. To facilitate operational efficiency and
effective hedge accounting, the group’s policy is to maintain fixed rate borrowings within a band of 40% to 60% of projected net
borrowings, and the overall net borrowings portfolio is managed according to a duration measure.
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23.Financial instruments and risk management continued

Analysis of gross borrowings by currency

2010 2009
£million % £million %
US dollar (3,864) 46 (3,256) 39
Euro (1,840) 22 (2,065) 25
Sterling (1,690) 20 (2,120 25
Korean won (316) 4 (236) 3
Other (697) 8 (656) 8
Gross borrowings (8,407) 100 (8,333) 100
Analysis of cash and cash equivalents by currency
2010 2009
£ million % £million %
US dollar 844 58 266 29
Euro 118 8 276 30
Sterling 69 5 79 9
Other 422 29 293 32
Cash and cash equivalents 1,453 100 914 100
Analysis of net borrowings by interest rate profile
2010 2009
£million % £million %
Fixed rate (3,391) 49 (4,303) 58
Floating rate (3,766) 54 (3,310) 45
Interest free 64 (1) 58 m
Impact of financial derivatives and fair value adjustments 139 ) 136 )
Net borrowings (6,954) 100 (7,419) 100

The split of fixed and floating rate net borrowings above is after taking account of interest rate hedging instruments. The average

monthly net borrowings for the year were £7912 million (2009 - £8,064 million) and the effective interest rate was 4.8% (2009 — 6.2%).
After taking account of interest rate derivative instruments, the average fixed interest rates for the year for US dollar, euro and sterling
borrowings were 6.5%, 5.5% and 5.2%, respectively (2009 — 6.1%, 5.2% and 5.2%, respectively).

Portfolio of interest rate derivative instruments

Receive Weighted Weighted
fixed Payfixed averagefixed averagetime

notional notional  interestrate to maturity

£million £million % years Maturity years
2010
Currency instrument
US dollar:
Interest rate swaps 3,633 - 34 5.1 2011-2022
Interest rate swaps - 267 46 7.6 2017-2018
Cross currency interest rate swaps 800 - 57 16.3 2016-2036
Euro:
Interest rate swaps 820 - 25 44 2014
Sterling:
Cross currency interest rate swaps - 632 54 16.3 2016-2036
2009
Currency instrument
US dollar:
Interest rate swaps 2,879 - 4.2 29 2009-2018
Interest rate swaps - 515 39 85 2017-2018
Cross currency interest rate swaps 727 - 5.7 17.3 2016-2036
Euro:
Interest rate swaps 855 - 34 54 2014
Sterling:
Cross currency interest rate swaps - 632 52 17.3 2016-2036

(d) Liquidity risk Details of the group’s liquidity risk management and exposures are presented under ‘Risk management'inthe

Business review.
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Maturity of cash flows on financial liabilities

Bank Credit Finance
loansand Other Intereston Interest support lease
overdrafts  borrowings  borrowings rate swaps obligations liabilities Other Total
£million £million £million £million £million £million £million £million

2010
Analysis by year of repayment:
After five years (7) (3,198) (1,335) (5) - (80) (8) (4,633)
From four to five years (31) (1,153) (254) (2) - (5) (1) (1,446)
From three to four years (4) (1,478) (346) (7) - (7) (22) (1,864)
From two to three years 4) (900) (394) (8) - 8) (8) (1,322)
From one to two years (5) (1,215) (435) 9 - 8) (86) (1,758)
Due after one year (51) (7,944) (2,764) 31 - (108) (125) (11,023)
Due within one year (161) (333) (461) (8) (80) 8) (2,079) (3,130)

(212) (8,277) (3,225) (39) (80) (116) (2,204) (14,153)
2009
Analysis by year of repayment:
After five years (27) (3,343) (1,317) ©) - (16) ) (4,710)
From four to five years (12) (1,892) (330) (M - 2 ) (2,239)
From three to four years ) (818) (373) ) - ) - (1,195)
From two to three years [#)] (1,186) (409) 3) - (3) (3) (1,606)
From one to two years 2 (302) (429) (5) - 4) (36) (778)
Due after one year (44) (7,547) (2,858) (16) - (26) 43) (10,528)
Due within one year (185) (640) (503) (5) (51) ©6) (2,284) (3,674)

(229) (8,181) (3,361) (1) (51) (32) (2,327) (14,202)

Otherfinancial liabilities primarily consist of trade payables and foreign currency swaps and forwards. Amounts are shown on an
undiscounted basis. Where interest payments are on a floating rate basis, rates of each cash flow until maturity of the instruments are
calculated based on the forward yield curve at the last business day of the years ended 30 June 2010 and 2009. Finance lease liabilities at
30June 2010 of £116 million include £55 million interest.

The group had available undrawn committed bank facilities as follows:

2010

£million

Expiring within one year 920
Expiring between one and two years 833
Expiring after two years 780
2,533

Commitment fees are paid on the undrawn portion of these facilities and accounted for on an accruals basis. Borrowings under these
facilities will be at prevailing LIBOR rates (dependent on the period of drawdown) plus an agreed margin. These facilities can be used
forgeneral corporate purposes and, together with cash and cash equivalents, support the group’s commercial paper programmes.

There are no financial covenants on the group’s short and long term borrowings. Certain of these borrowings contain cross default
provisions and negative pledges.

The committed bank facilities are subject to a single financial covenant, being minimum interest cover ratio of two times (defined
asthe ratio of operating profit before exceptional items, aggregated with share of associates’ profits after tax, to netinterest). They are
also subject to pari passu ranking and negative pledge covenants.

Any non-compliance with covenants underlying Diageo's financing arrangements could, if not waived, constitute an event of
default with respect to any such arrangements, and any non-compliance with covenants may, in particular circumstances, lead to an
acceleration of maturity on certain notes and the inability to access committed facilities. Diageo was in full compliance with its financial,
pari passu ranking and negative pledge covenants throughout each of the years presented.
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23.Financial instruments and risk management continued

Maturity of cash flows on financial assets
Crosscurrency Cross currency
Interest swaps cash swaps cash

rate swaps inflow outflow Other Total
£million £million £million £million £million
2010

Analysis by year of repayment:
After five years (8) 1,336 (1,034) 85 379
From four to five years 15 46 (34) 1 28
From three to four years 23 46 (34) 1 36
From two to three years 57 46 (34) 2 71
From one to two years 80 46 (34) 143 235
Due after one year 167 1,520 (1,170) 232 749
Due within one year 98 46 (34) 1,790 1,900
265 1,566 (1,204) 2,022 2,649

2009

Analysis by year of repayment:
After five years 23 1,259 (1,028 63 317
From four to five years [©) 41 (33) 1 8
From three to four years - 41 (33) 1 9
From two to three years 18 41 (33) 23 49
From one to two years 53 41 (33) 79 140
Due after one year 93 1423 (1,160) 167 523
Due within one year 82 41 (33) 1,903 1,993
175 1464 (1,193) 2,070 2,516

Otherfinancial assets primarily consist of trade receivables and foreign currency swaps and forwards. Amounts are shown on an
undiscounted basis. Where interest payments are on a floating rate basis, rates of each cash flow until maturity of the instruments are
calculated based on the forward yield curve at the last business day of the years ended 30 June 2010 and 2009.

(e) Total financial assets and liabilities The table below sets out the group’s accounting classification of each class of financial assets
and liabilities, and their fair values.

Other Financial
Instruments  instruments Cashand liabilities at Total
inahedge atfair cash Available Loansand amortised carrying Fair
relationship® value® equivalents forsale  receivables cost value value
£million £million £million £million £million £million £million £million
2010
Cash and cash equivalents - - 1,453 - - - 1,453 1,453
Bank overdrafts - - - - - (55) (55) (55)
Borrowings due within one year (346) - - - - (186) (532) (526)
Borrowings due after one year (4,080) - - - - (4,097) (8,177) (8,892)
Derivative assets 526 44 - - - - 570 570
Derivative liabilities (169) (83) - - - - (252) (252)
Other assets - - - 4 1,982 - 1,986 1,986
Other liabilities - (28) - - - (2,247) (2,275) (2,275)
(4,069) (67) 1,453 4 1,982 (6,585) (7,282) (7,991)
2009
Cash and cash equivalents - - 914 - - - 914 914
Bank overdrafts - - - - - (68) (68) (68)
Borrowings due within one year (650) - - - - (172) (822) (824)
Borrowings due after one year (2,690) - - - - (4,995) (7,685) (8,119)
Derivative assets 419 43 - - - - 462 462
Derivative liabilities (184) (114) - - - - (298) (298)
Other assets - - - 148 1,838 - 1,986 1,986
Other liabilities - - - - - (2,115) (2,115) (2,115)
(3,105) (71) 914 148 1,838 (7,350) (7,626) (8,062)

(i) Includes borrowings designated as hedged items in fair value hedging relationships with respect to interest rate risks.
(i) Derivative financial instruments not designated in hedging relationships.
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All derivative financial instruments notin a hedge relationship are classified as trading derivatives with fair value changes recorded in
the income statement. The group does not use derivatives for speculative purposes. All transactions in derivative financial instruments
areinitially undertaken to manage the risks arising from underlying business activities.

Thefairvalues of borrowings are based on unadjusted market data. The fair values of derivatives and financial instruments are
estimated by discounting the future contractual cash flows using the appropriate yield curves at 30 June each year. As at 30 June 2010
and 30 June 2009, the carrying values of cash and cash equivalents, bank overdrafts, other assets and other liabilities were considered
to approximate fair values.

Fairvalue hedging relationships Certain borrowings due within and after one year are part of qualifying fair value interest rate hedging
relationships. Accordingly, there is a fair value adjustment for these liabilities with respect to the hedged interest rate risk, with changes
being recognised in the income statement, as disclosed in note 23(f). Diageo has not designated any non-derivative financial assets
orliabilities at fair value.

(f)Hedging instruments Diageo designates derivatives which qualify as hedges for accounting purposes as either: (i) a hedge of the
fair value of a recognised asset or liability (fair value hedge); (i) a hedge of a forecast transaction or the cash flow risk from a change in
interest rates or foreign exchange rates (cash flow hedge); or (i) a hedge of a net investment in foreign operations. The accounting
treatment for hedges is disclosed in ‘Accounting policies of the group’.

Diageo tests effectiveness on a prospective and retrospective basis. Methods for testing effectiveness include dollar offset, critical
terms, regression analysis, hypothetical derivative method and volatility reduction.

Allfair value hedging relationships were effective during the year. The gain on hedging instruments for the year was £163 million
(2009 - £92 million gain) and the loss on the hedged items attributable to the hedged risks was £163 million (2009 - £102 million loss).

All cash flow hedges were effective in the year and losses of £27 million (2009 - £90 million gains) have been recognised in other
comprehensive income due to changes in fair value. Aloss of £47 million and a gain of £73 million have been transferred out of other
comprehensive income to other operating expenses and to other finance income, respectively, in the year (2009 — £53 million loss
and a gain of £124 million have been transferred out of other comprehensive income to other operating expenses and to other finance
income, respectively).

With respect to hedges of forecast transactions and the cash flow risk from a change in interest rates, based on year end interest
and foreign exchange rates, balances related to cash flow hedged items at 30 June 2010 will affect the income statement in 2011 and
2012 by £51 million and £12 million, respectively. With respect to hedges of the cash flow risk from a change in forward foreign exchange
rates using cross currency interest rate swaps, the retranslation of the related bond principal to closing foreign exchange rates and
recognition of interest on the related bonds will affect the income statement in each year until the related bonds mature in 2016 and
2036. Foreign exchange retranslation and the interest on the hedged bonds taken to the income statement is expected to offset
against the foreign exchange retranslation and the interest on the cross currency swaps in each of the years.

Cash flow and net investment hedges The following table shows the contractual maturities of designated transaction, cross currency
interest rate swaps and derivative net investment hedging instruments:

Foreign currency amount Percentage of total
Purchase Sell Total USdollar Euro  Yearending
£ million £million £million % % 30June

2010
Transaction 693 1,741 2,434 44 30 2011
Transaction 443 969 1,412 48 30 2012
Total transaction hedges 1,136 2,710 3,846 45 30 2011-2012
Cross currency interest rate swaps 400 - 400 100 - 2017
Cross currency interest rate swaps 400 - 400 100 - 2037
Total cross currency interest rate swaps 800 - 800 100 - 2017-2037
Net investment hedging instruments 3,295 2,464 5,759 62 14 2011

2009
Transaction 1177 2457 3,634 46 36 2010
Transaction 499 1,317 1816 48 37 2011
Total transaction hedges 1,676 3,774 5450 47 37 2010-2011
Cross currency interest rate swaps 364 - 364 100 - 2017
Cross currency interest rate swaps 364 - 364 100 - 2037
Total cross currency interest rate swaps 728 - 728 100 - 2017-2037
Net investment hedging instruments 2,938 1,594 4,532 60 17 2009

(g) Creditrisk Details of the group’s credit risk policies and exposures are presented under ‘Risk management' in the Business review.

Cash and cash equivalents comprise cash in hand and deposits which are readily convertible to known amounts of cash and
which are subject to insignificant risk of changes in value and have an original maturity of three months or less at acquisition including
money market deposits, commercial paper and investments. At 30 June 2010, approximately 46%, 19% and 18% of the group’s cash and
cash equivalents of £1,453 million are invested with counterparties based in the United Kingdom, in the United States and Luxembourg
respectively.

At30June 2010, approximately 18% and 18% of the group’s trade receivables of £1,495 million are due from counterparties based
in the United Kingdom and in the United States, respectively.
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24.Trade and other payables

2010 2009 2008

Current Current
Current  Non-current liabilities  Non-current liabilities  Non-current
liabilities liabilities (restated) liabilities (restated) liabilities
£million £million £ million £ million £ million £ million
Trade payables 843 - 655 - 664 -
Tax and social security excluding income tax 324 - 293 - 31 1
Other payables 595 63 558 30 503 33
Accruals and deferred income 853 13 666 - 683 -
2,615 76 2172 30 2,161 34

Non-current accruals and deferred income at 30 June 2010 includes deferred income of £13 million arising on the sale and leaseback of
facilities in Napa Valley, California which will be credited to the income statement over the length of the leases.

25. Provisions
Onerous Vacant
Thalidomide contracts Restructuring properties Other Total
£million £million £million £million £million £million

At 30 June 2009 143 82 150 17 94 486
Exchange differences - 6 2 - 8 16
Provisions charged during the year 24 1 30 4 32 91

Provisions used during the year 9) (20) (29) (8) (19) (85)
Transfers to other payables - - (46) - - (46)
Transfers to liabilities held for sale - ) - - - 5)
Unwinding of discounts 9 5 1 1 - 16
At 30June 2010 167 69 108 14 115 473

Included in current liabilities 15 17 67 4 52 155

Included in non-current liabilities 152 52 41 10 63 318

167 69 108 14 115 473

Provisions by their nature are subject to uncertainties with respect to the timing and outcomes of future events.

(@) A provision was established in the year ended 30 June 2005 in respect of the discounted value of the group’s commitment to the
UK Thalidomide Trust, and will be utilised over the period of the commitment up to 2037. An additional provision of £24 million has
been created in the yearended 30 June 2010 in respect of anticipated future payments to new thalidomide claimants. It is expected
that the additional provision will be utilised over the period of the commitment, up to 2030.

(b) Included in onerous contracts provisions is £68 million (2009 — £75 million) in respect of the discounted value of an onerous supply
contractarising on the acquisition of the Seagram spirits and wine businesses on 21 December 2001. This provision is being utilised
overthe 10year duration of the contract and includes a payment on termination of the contract.

(©) The group is undergoing a number of restructuring programmes, which involve the rationalisation of operations around the world.
Employee charges, incremental costs in respect of service contract and information systems infrastructure charges in connection with
the programmes are recognised in the restructuring provision, which is expected to be substantially utilised in the two years ending
30June 2012,

(d) The vacant property provision is based on the estimated discounted rental shortfall over the terms of the leases up to 2031.

(e) Other provisions include £47 million (2009 — £44 million) in respect of employee deferred compensation plans which will be utilised
when employees leave or retire from the company.
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26. Deferred tax assets and liabilities

The amounts of deferred tax accounted for in the consolidated balance sheet comprise the following net deferred tax assets/(liabilities):

Property, Post Other
plantand Intangible  employment temporary
equipment assets plans Taxlosses differences Total

£million £million £million £million £million £million
At 30 June 2008 as previously reported (233) (198) 122 15 208 (86)
Prior year adjustments
— Amendment to |AS 38 - - - - 10 10
—Returnables (15) - - - 19 4
At 30 June 2008 as restated (248) (198) 122 15 237 72)
Exchange differences 7) (127) 14 1 14 (105)
Recognised in income — continuing operations 38 (34) (25) 37 2 18
Recognised in other comprehensive income - - 236 - ©6) 230
Acquisition of businesses - - 1 - - 1
At 30 June 2009 as restated (217) (359) 348 53 247 72
Exchange differences (12) (94) 8 1 7 (90)
Recognised in income — continuing operations 40 (148) (51) (42) 2) (203)
Recognised in income — discontinued operations - - - - 5 5
Recognised in other comprehensive income - - - - 3 3
Step acquisition of Nuvo - 2) - - - 2)
At 30 June 2010 (189) (603) 305 12 260 (215)

Deferred tax on other temporary differences includes items such as the thalidomide provisions, restructuring provisions, share-based
payments and intra group sales of products.
After offsetting deferred tax assets and liabilities where appropriate within territories, the net deferred tax liability comprises:

2009 2008

2010 (restated) (restated)

£million £million £ million

Deferred tax assets 529 678 593
Deferred tax liabilities (744) (606) (665)
(215) 72 (72)

The net deferred tax liability of £603 million (2009 — £359 million; 2008 — £198 million) in respect of intangible assets comprises deferred
taxassets of £623 million (2009 - £720 million; 2008 — £735 million) less deferred tax liabilities of £1,226 million (2009 — £1,079 million;
2008 - £933 million). Deferred tax assets of £187 million (2009 — £237 million; 2008 - £2 million) have been recognised in jurisdictions
which made prior year taxable losses. It is considered more likely than not that there will be sufficient future taxable profits to support
recognition of these deferred tax assets due to a reduction in future interest charges in those jurisdictions.

Unrecognised deferred tax assets Deferred tax assets have been recognised to the extent that it is considered more likely than
not that there will be suitable taxable profits from which the future reversal of the underlying timing differences can be deducted.
Where this is not the case, deferred tax assets have not been recognised, as set out below:

2010 2009 2008

Taxlosses Other Tax losses Other Taxlosses Other

£million £million £ million £million £million £million

Gross deferred tax assets 185 794 239 898 249 927
Amounts not recognised (173) (171) (186) (178) (234) (192)
12 623 53 720 15 735

All of the amounts recognised in respect of tax losses have expiration dates through to 2020 (2009 - £21 million through to 2019,
£32 million carried forward indefinitely; 2008 — £13 million through to 2018, £2 million carried forward indefinitely). Of the amounts
unrecognised in respect of tax losses, £7 million has expiration dates through to 2020 (2009 — £15 million through to 2019;

2008 - £12 million through to 2018) and £166 million (2009 - £171 million; 2008 — £222 million) can be carried forward indefinitely.

Unrecognised deferred tax liabilities No deferred tax liability is provided in respect of any future remittance of earnings of foreign
subsidiaries where the group is able to control the remittance of earnings and it is probable that such earnings will not be remitted in
the foreseeable future, or where no liability would arise on the remittance. It is not practicable to estimate the amount of unrecognised
deferred tax liabilities in respect of these unremitted earnings.

The aggregate amount of temporary difference associated with investments in subsidiaries, branches and associates and interests
in joint ventures for which deferred tax liabilities have not been recognised s £13.5 billion (2009 — £11.8 billion; 2008 — £10.1 billion). This
has been calculated based upon the temporary differences arising between the group accounting basis and tax basis of each investment.
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27.Tax on other comprehensive income

2010 2009 2008

£million £million £million

Exchange differences 17) 15 4

Effective portion of changes in fair value of cash flow hedges 1 2 15

Net actuarial gain/(loss) on post employment plans - 237 4

Tax on other comprehensive income (16) 254 15

28. Share capital and reserves

(@) Allotted and fully paid share capital - ordinary shares of 28'%%4s pence each

Number Nominal

of shares value

million £million

At 30 June 2007 2,931 848

Shares purchased and subsequently cancelled (consideration including expenses £1,008 million) 97) (28)

Treasury shares cancelled 12 4

At 30 June 2008 2,822 816

Shares purchased and subsequently cancelled (consideration including expenses £354 million) (38) an

Treasury shares cancelled (30 8)

At 30 June 2010 and at 30 June 2009 2,754 797

(b) Share premium During the year, 0.1 million ordinary shares with an aggregate nominal value of less than £0.1 million were allotted

underemployee share option schemes for a total consideration of £0.4 million (2009 - 0.1 million shares, nominal value less than
£0.1 million, consideration £0.5 million; 2008 - 0.1 million shares, nominal value less than £0.1 million, consideration £1 million).

(c) Capital redemption reserve Movements in the capital redemption reserve are in respect of purchases and cancellations of

own shares.
% of
Number Nominal ordinary
of shares value share
million £million capital®
At 30 June 2007 3,095
Shares purchased and subsequently cancelled 97 28 40
Shares cancelled 12 4 0.5
At 30 June 2008 3,127
Shares purchased and subsequently cancelled 38 11 13
Shares cancelled 30 8 1.1
At 30 June 2010 and 30 June 2009 3,146

(i) Excluding treasury shares.

No shares were purchased or cancelled in the year ended 30 June 2010.



(d) Fairvalue, hedging and exchange reserve

Notes to the consolidated
financial statements

Fair
valueand

hedging Exchange

reserve reserve Total

£million £million £million
At 30 June 2008 as previously reported 21 15 36
Prior year adjustment —amendment to IAS 38 - 2 )
At 30 June 2008 as restated 21 13 34
Effective portion of changes in fair value of cash flow hedges
— taken to other comprehensive income — subsidiaries 90 - 90
- transferred to the income statement (71) - 71)
Exchange differences - 63 63
Tax in respect of movements above 2 15 17
At 30 June 2009 as restated 42 91 133
Effective portion of changes in fair value of cash flow hedges
— taken to other comprehensive income — subsidiaries 9) - 9)
— taken to other comprehensive income — associates (18) - (18)
—transferred to the income statement (26) - (26)
Exchange differences - 35 35
Tax in respect of movements above 1 (17) (16)
At 30June 2010 (10) 109 99

(e) Own shares Own shares comprise shares in the company held by employee share trusts, shares repurchased as part of the company’s
share buyback programmes and held as treasury shares, shares held as treasury shares and call options held for hedging share scheme
grants provided to employees during the year. Movements in shares are as follows:

Own shares and options Treasury shares Treasury shares for

held by employee repurchased under hedging share scheme
share trusts buyback programmes grantstoemployees Total ownshares
Number Purchase Number Purchase Number Purchase/(sale) Number Purchase
of shares consideration of shares consideration of shares consideration of shares consideration
million £million million £million million £ million million £million
At 30 June 2007 33 267 271 2,240 10 93 314 2,600
Share trust arrangements @) (49) - - - - 7) (49)
Shares purchased - - - - 11 124 11 124
Shares cancelled - - (12) (105) - - 12 (105)
Shares used to satisfy options - - - - M) an m an
At 30 June 2008 26 218 259 2,135 20 206 305 2,559
Share trust arrangements 3) (30) - - - - ©)] (30)
Shares purchased - - - - 6 63 6 63
Shares cancelled - - (30) (247) - - (30) (247)
Shares transferred - - 6) 47) 6 47 - -
Shares used to satisfy options - - - - - (3) - (3)
At 30 June 2009 23 188 223 1,841 32 313 278 2,342
Share trust arrangements ®) (58) - - - - €) (58)
Share call options purchased - 23 - - - - - 23
Shares sold to fund call options - - - - 3) (24) (3) (24)
Shares used to satisfy options - - - - (3) (30) (3) (30)
At30June 2010 15 153 223 1,841 26 259 264 2,253

During the year, call options over 8 million shares were purchased at a cost of £24 million to satisfy share grants awarded to employees.
These options were held by the employee share trusts. Call options denominated in US dollars of £1 million are included in other

financial assets.

In addition, at 30 June 2010, employee share trusts funded by the group held shares in the company as follows: 12 million ordinary
shares held in respect of long term incentive plans for executive directors and senior executives and 3 million ordinary shares held in
respect of grants under UK, Irish and US savings-related share option schemes. The market value of these shares at 30 June 2010 was £159
million (2009 — 22.6 million shares, market value £197 million; 2008 - 26.2 million shares, market value £241 million). Dividends are waived
onall shares in the company owned by the employee share trusts.
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28. Share capital and reserves continued

During the year ended 30 June 2010, no ordinary shares were purchased to be held as treasury shares (2009 — 6 million shares, aggregate
nominal value £2 million, 0.3% of issued share capital (excluding treasury shares); 2008 — 11 million shares, nominal value

£3 million, 0.4% of issued share capital (excluding treasury shares)). These shares have not been cancelled, but are deducted from

shareholders' equity. Dividends are waived on these shares.

During the year ended 30 June 2010, no cancellation of ordinary shares held as treasury shares was carried out (2009 — 30 million
shares, aggregate nominal value £8 million; 2008 — 12 million shares, nominal value £4 million). The company utilised 3 million ordinary
shares held as treasury shares, with an aggregate nominal value of £1 million, to satisfy options exercised by employees during the year
(2009 - 0.3 million shares, nominal value of £0.1 million; 2008 — 1 million shares, nominal value £0.3 million). In addition, the company
sold 3 million ordinary shares held as treasury shares, with an aggregate nominal value of £1 million, to purchase call options to hedge

share option grants (2009 and 2008 — nil shares and £ nil).

(f) Dividends
2010 2009 2008
£million £million £million
Amounts recognised as distributions to equity shareholders in the year
Final dividend for the year ended 30 June 2009
22.20 pence per share (2008 — 21.15 pence; 2007 — 20.15 pence) 551 527 523
Interim dividend for the year ended 30 June 2010
14.60 pence per share (2009 - 13.90 pence; 2008 — 13.20 pence) 363 345 336
914 872 859
Adjustment in respect of prior year dividends - ) )
914 870 857
Proposed final dividend for the year ended 30 June 2010
23.50 pence per share (2009 - 22.20 pence; 2008 — 21.15 pence) 586 550 527

The proposed final dividend was approved by the board of directors on 25 August 2010. As this was after the balance sheet date and the
dividend s subject to approval by shareholders at the Annual General Meeting, this dividend has not been included as a liability in these
consolidated financial statements. There are no corporate tax consequences arising from this treatment.

(9) Acquisition adjustment In the year ended 30 June 2009 an adjustment was made to reduce both goodwill and non-controlling

interests by £58 million in respect of the acquisition in the year ended 30 June 2008 of the distribution rights for Ketel One vodka

products (see note 11(0)).

29.Cash generated from operations

2009 2008
2010 (restated) (restated)
£ million £ million £ million £ million £ million £ million
Profit for the year 1,743 1,706 1,586
Discontinued operations 19 ) (26)
Taxation 477 286 518
Share of associates’ profits after tax (142) (164) (176)
Net interest and net other finance charges 462 592 319
Loss/(gain) on disposal of businesses 15 - O
Operating profit 2,574 2418 2212
Increase in inventories (104) (236) (202)
Decrease/(increase) in trade and other receivables 69 193 (197)
Increase/(decrease) in trade and other payables and provisions 369 (210) 131
Net movement in working capital 334 (253) (268)
Depreciation, amortisation and impairment 372 300 248
Dividend income 1m 179 143
Other items (207) 10 (10)
Cash generated from operations 3,184 2,654 2,325

Inthe consolidated cash flow statement, cash generated from operations is stated after £145 million (2009 — £53 million; 2008 —

£4 million) of cash outflows in respect of exceptional operating items.

In the calculation of cash generated from operations, Other items include £114 million of cash contributions to post employment

schemesin excess of the income statement charge (2009 - £68 million higher contributions; 2008 — £13 million lower contributions) and
gainson sale of property of £89 million (2009 - £6 million; 2008 - £24 million) partly offset by the fair value charge in respect of
share-based incentive plans of £31 million (2009 - £31 million; 2008 — £26 million).
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30. Purchase of businesses

Net assets acquired and consideration

2010 2009 2008

Fairvalue Fairvalue Fairvalue

£million £ million £ million

Brands 62 8 33
Intangible assets - - 911
Property, plant and equipment 2 10 2
Cash 4 - -
Working capital (1) M 10
Deferred taxation (2) 1 (115)
Post employment liability - Q) -
Net identifiable assets and liabilities 65 17 841
Goodwill arising on acquisition 19 25 174
Step acquisition of Nuvo (21) - -
Acquisition of remaining shares in associate - (6) -
Non-controlling interests - 2 (456)
Consideration payable 63 38 559

Satisfied by:

Cash consideration paid 37 53 524
Movement in financial liability - (23) 32
Deferred/contingent consideration payable 26 8 3
63 38 559

Cash consideration paid for investments in subsidiaries 37 53 524
Cash consideration paid for investments in associates 41 42 51
Cash acquired (4) - -
Prior year purchase consideration adjustment - 7 -
Transaction costs paid in respect of acquisition of businesses 9 - -
Deposit for potential Chinese acquisition 123 - -
Net cash outflow on purchase of businesses 206 102 575

On 29 June 2010 Diageo acquired an additional 28.75% equity stake in the London Group, the owner of the Nuvo brand, fora
consideration of £29 million (545 million). The London Group was formerly accounted for as an associate and following the acquisition
of further shares became a subsidiary. In addition, the group agreed to acquire the remaining shares in the London Group at a
pre-agreed profit multiple, reflecting fair value in 2013. The net present value of this deferred consideration of £26 million is included in
otherfinancial liabilities. The principal asset of the London Group is the Nuvo brand fair valued at £60 million. Goodwiill arising on the
acquisition of £15 million is in repect of future synergies expected from combining operations. Nuvo was, prior to the transaction,
distributed exclusively through the Diageo network and therefore the acquisition of an additional stake does not change reported
sales. The impact of the Nuvo acquisition to the group’s profitis not material.

On 1 March 2010, Diageo entered into an equity transfer agreement to acquire an additional 4% equity stake in Sichuan Chengdu
Quanxing Group Company Ltd. (Quanxing) from Chengdu Yingsheng Investment Holding Co, Ltd. The consideration for the
additional 4% equity stake is RMB 140 million (£14 million). The acquisition of the 4% equity stake, which is subject to a number of
regulatory approvals, would bring Diageo’s shareholding in Quanxing to 53%. Quanxing is a holding company controlling a 39.7% stake
in Sichuan ShuiJingFang Co, Ltd. (ShuilingFang), a super premium Chinese white spirits company listed on the Shanghai Stock
Exchange. If the acquisition of the 4% equity stake is approved, Diageo would become the indirect controlling shareholder of
ShuiJingFang and, in accordance with Chinese takeover regulations, would be required to make a mandatory tender offer to all the
other shareholders of ShuilingFang. Were all other ShuiJingFang shareholders to accept the tender offer, the amount payable would be
RMB 6.3 billion (approximately £615 million). As required by Chinese law, 20% of the maximum consideration payable under the tender
offer (£123 million) was deposited with China’s securities depositary and clearing agency, Shanghai branch. Diageo also made a capital
contribution to Quanxing of £8 million in the year ended 30 June 2010.In respect of the potential acquisition of the additional 4% equity
stake, directly attributable transaction costs of £7 million have been charged to other external chargesin the year.

On 16 June 2009, Diageo acquired the remaining 80% of equity in Stirrings LLC for £6 million and provided £7 million as deferred
consideration payable. The value of the acquired brand was recognised by a fair value adjustment on acquisition of £8 million. Goodwill
of £10 million arose as a result of expected synergies from combining distribution networks and administrative functions. Diageo
initially acquired a 20% equity stake for £5 million in the yearended 30 June 2007.

On 17 December 2008, Diageo purchased for £35 million the remaining 25% stake in the company that owns the Smirnov brand.
Diageoinitially acquired a 75% stake for £28 million in the year ended 30 June 2007, with an agreement to acquire the remaining 25% at
fair value. Net assets acquired at fair value were £17 million with goodwill of £26 million arising on the acquisition. On acquiring the final
25% interest, additional goodwill of £13 million was recognised.

On 9 June 2008, Diageo completed the acquisition of Ketel One Worldwide BV (KOW), a 50:50 company based in the Netherlands,
which owns the exclusive rights to market, sell,import and distribute Ketel One vodka products throughout the world in perpetuity.
The manufacture of Ketel One vodka products remained with the Nolet Group through their controlled supply company. Diageo paid
£471 million (including acquisition costs) for a 50% equity stake in KOW. Additional costs of £1 million in respect of the acquisition were
incurred in the yearended 30 June 2009.
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30. Purchase of businesses continued

Diageo consolidates 100% of KOW with a 50% minority interest. Diageo has the power to govern KOW's key operating and financial
policies by means of alegal agreement between it and the Nolet Group shareholders. This agreement sets out the governance of the
company, in particular giving Diageo the right to approve and execute the annual business plan, to approve material amendments to
the strategic business plan and to have the casting vote on all other key operating and financial policies.

The Nolet Group has an option to sell their 50% equity stake in the company to Diageo for $900 million (£600 million) plus interest
from 9 June 2011 to 9 June 2013. If the Nolet Group exercises this option but Diageo chooses not to buy their stake, Diageo will pay
$100 million (£67 million) and the Nolet Group may then pursue a sale of their stake to a third party, subject to rights of first offer and last
refusal on Diageo's part. The group recognised a financial liability of £32 million in respect of the discounted value of the estimated
amount payable to the Nolet Group, as part of consideration payable.

Fair value adjustments on acquisition included the recognition of worldwide distribution rights into perpetuity of Ketel One vodka
products valued at £911 million and the establishment of a deferred tax liability of £116 million. Goodwill of £166 million was recognised
onthe acquisition.

On 1 May 2008, a venture, DHN Drinks, was formed between Diageo, Heineken and Namibia Breweries Limited (NBL) to market
their combined beer, ciderand ready to drink businesses in South Africa. Diageo and Heineken each own 42.25% of DHN Drinks and
NBL own 15.5%. Diageo equity accounts for this investment. The cost of this acquisition in the year ended 30 June 2008 was £43 million,
with an additional investment of £29 million in the year ended 30 June 2010 (2009 - £3 million).

Diageo and Heineken also entered into an agreement whereby an entity, Sedibeng Brewery (Pty) Limited, was created on 1 May
2008 to construct a brewery and bottling plantin South Africa. Heineken owns 75% and Diageo owns 25% of Sedibeng Brewery (Pty)
Limited. The cost of this acquisition in the year ended 30 June 2008 was £8 million, included in investments in associates, with an
additional cost of £19 million recognised in the year ended 30 June 2009.

On 29 February 2008, 100% of the equity of Rosenblum Cellars was acquired for £53 million (including acquisition costs).
Additional costs of £1 million relating to the acquisition were incurred in the year ended 30 June 2009. Net assets acquired at fair value
were £46 million, including a brand valued at £33 million, with goodwill of £8 million arising on the acquisition.

31. Contingent liabilities and legal proceedings

(@) Guarantees As of 30 June 2010 the group has no material performance guarantees or indemnities to third parties.

(b) Colombian litigation An action was filed on 8 October 2004 in the United States District Court for the Eastern District of New York
by the Republic of Colombia and a number of its local government entities against Diageo and other spirits companies. The complaint
alleges several causes of action. Included among the causes of action is a claim that the defendants allegedly violated the Federal RICO
Act by facilitating money laundering in Colombia through their supposed involvement in the contraband trade to the detriment of
government owned spirits production and distribution businesses. Diageo is unable to quantify meaningfully the possible loss or range
of loss to which the lawsuit may give rise. Diageo intends to defend itself vigorously against this lawsuit.

(c) Turkish customs litigation In common with other beverage alcoholimporters, litigation is ongoing against Diageo’s Turkish
subsidiary (Diageo Turkey) in the Turkish Civil Courts in connection with the methodology used by the Turkish customs authorities
inassessing the importation value of and ad valorem import duty payable on the beverage alcohol products sold in the domestic
channelin Turkey between 2001 and April 2009. The matter involves multiple cases against Diageo Turkey at various stages of litigation,
including a group of cases under correction appeal following an adverse finding at the Turkish Supreme Court, and a group of cases
decided on corrections appeal against Diageo Turkey that are now under further appeal. Diageo Turkey is unable to quantify
meaningfully the possible loss or range of loss to which these cases may give rise. If all of these cases were finally to be decided against
Diageo Turkey, the aggregate theoretical loss could exceed £100 million. Diageo Turkey has been using available opportunities to
indicate to the Turkish authorities that, if suitable enabling legislation were in place, Diageo Turkey would be amenable to agreeing a
settlement at alevel that is proportionate to the scale of Diageo Turkey's business, which earns operating profit of less than £10 million
ayear. In this context, Diageo believes that any eventual liability is unlikely to be material to the Diageo group as a whole. Diageo
recognises that, in absence of a settlement, the ongoing situation creates potential uncertainty regarding Diageo Turkey's continuing
operations in Turkey. Diageo Turkey intends to defend its position vigorously.

(d) SECinvestigation As previously reported, Diageo Korea and several of its current and former employees have been subject to
investigations by Korean authorities regarding various regulatory and control matters. Convictions forimproper payments to a Korean
customs official have been handed down against two former Diageo Korea employees, and a former and two current Diageo Korea
employees have been convicted on various counts of tax evasion. Diageo had previously voluntarily reported the allegations relating
to the convictions forimproper payments to the US Department of Justice and the US Securities and Exchange Commission (SEC).
The SEC has commenced an investigation into these and other matters, and Diageo is in the process of responding to the regulators’
enquiries regarding activities in Korea, Thailand, India and elsewhere. Diageo’s own internal investigation in Korea, Thailand, India and
elsewhere remains ongoing. The US Foreign Corrupt Practices Act (FCPA) and related statutes and regulations provide for potential
monetary penalties, criminal sanctions and may resultin some cases in debarment from doing business with governmental entitiesin
connection with FCPA violations. Diageo is unable to quantify meaningfully the possible loss or range of loss to which these matters
may giverise.
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(e) Korean customs litigation Litigation is ongoing at the Korean National Tax Tribunal in connection with the application of the
methodology used in transfer pricing on spirits imports since 2004.On 24 December 2009, Diageo Korea received a final customs audit
assessment notice from the Korean customs authorities, covering the period from 1 February 2004 to 30 June 2007, for Korean won

194 billion orapproximately £105 million (including £13 million of value added tax). In order to preserve its right to appeal, Diageo Korea
is required to pay the fullamount of the assessment. Diageo Korea paid £4 million to the Korean customs authorities in the year ended
30June 2009, £57 million in the year ended 30 June 2010, and expects to pay an additional £44 million in the year ending 30 June 2011,
inrespect of the period prior to 30 June 2007.0n 22 January 2010, Diageo Korea appealed this customs audit assessment to the Korean
National Tax Tribunal. No assessments have been received for any period subsequent to 30 June 2007. Diageo Korea is unable to
quantify meaningfully the possible loss or range of loss to which these claims may give rise. Diageo Korea intends to defend its

position vigorously.

(f) Potential Chinese acquisition On 1 March 2010, Diageo entered into an equity transfer agreement to acquire an additional 4%
equity stake in Sichuan Chengdu Quanxing Group Company Ltd. (Quanxing) from Chengdu Yingsheng Investment Holding Co., Ltd.
The consideration for the additional 4% equity stake is RMB 140 million (£14 million). The acquisition of the 4% equity stake, which is
subject to a number of regulatory approvals, would bring Diageo's shareholding in Quanxing to 53%. Quanxing is a holding company
controlling a 39.7% stake in Sichuan ShuilingFang Co,, Ltd. (ShuiJingFang), a super premium Chinese white spirits company listed on the
Shanghai Stock Exchange. If the acquisition of the 4% equity stake is approved, Diageo would become the indirect controlling
shareholder of ShuilingFang and, in accordance with Chinese takeover regulations, would be required to make a mandatory tender
offertoall the other shareholders of ShuiJingFang. Were all other ShuilingFang shareholders to accept the tender offer, the amount
payable would be RMB 6.3 billion (@pproximately £615 million). As required by Chinese law, 20% of the maximum consideration payable
under the tender offer (£123 million) was deposited with China’s securities depositary and clearing agency, Shanghai branch.

(g) Other The group has extensive international operations and is defendant in a number of legal proceedings incidental to these
operations. There are a number of legal claims against the group, the outcome of which cannot at present be foreseen.

Save as disclosed above, neither Diageo, nor any member of the Diageo group, is or has been engaged in, nor (so far as Diageo is aware)
isthere pending or threatened by or against it,any legal or arbitration proceedings which may have a significant effect on the financial
position of the Diageo group.

32.Related party transactions

Transactions between the group and its related parties are made on terms equivalent to those that prevail in arm’s length transactions.
Subsidiaries Transactions between the company and its subsidiaries are eliminated on consolidation and therefore are not disclosed.

Associates Transactions between the group and its associates were as follows:

- Group salesinclude sales to associates of £74 million (2009 — £60 million; 2008 — £17 million) and operating costs include purchases
from associates of £19 million (2009 — £12 million; 2008 — £6 million).

- At30June 2010, group receivables included £2 million receivable from associates (2009 - £16 million) and group payables included
£9 million payable to associates (2009 - £8 million).

Additions to property, plantand equipment in the year ended 30 June 2009 include a warehouse acquired from Moét Hennessy
for £16 million, and inventories include the purchase from Moét Hennessy of related maturing inventories for £8 million. Diageo
has granted a two-year lease to Moét Hennessy in respect of this property and rental income of £1 million is included in other
operatingincome.

Additions to loans include £56 million (2009 — £15 million) of loans to associates in South Africa, comprising £30 million
(2009 - £8 million) to DHN Drinks, £25 million (2009 - £7 million) to Sedibeng Brewery (Pty) Limited and £1 million (2009 - £nil) to
Namibia Breweries Limited.

Jointventures Due to the nature of the proportional basis of consolidation applied according to the relevant contractual
arrangements, transactions between the group and its joint ventures are eliminated on consolidation and therefore are not disclosed.

Key management personnel The key management of the group comprises the executive and non-executive directors, the members
of the executive committee and the company secretary. They are listed under ‘Board of directors and executive committee’

2010 2009 2008

£million £million £million

Salaries and short term employee benefits 21 12 12
Non-executive directors' fees 1 1 1
Share-based payments 10 10 6
Other long term benefits - 1 -
Post employment benefits 4 3 3

36 27 22
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32.Related party transactions continued

Non-executive directors do not receive share-based payments or post employment benefits.
Details are given in the directors' remuneration report of the individual directors' remuneration and transactions between the
group and key management personnel.

Pension plans The Diageo pension plans are recharged with the cost of administration services provided by the company to the
pension plans and with professional fees paid by the company on behalf of the pension plans. The total amount recharged for the
year was £28 million (2009 - £14 million; 2008 — £15 million).

33.Commitments

Capital expenditure Commitments for expenditure on property, plant and equipment not provided for in these consolidated financial
statements are estimated at £112 million (2009 - £152 million).

Operating lease commitments The minimum lease rentals to be paid under non-cancellable leases at 30 June 2010, principally in
respect of properties, are as follows:

2010 2009
£million £million

Payments falling due:
Within one year 95 93
Between one and two years 81 69
Between two and three years 66 53
Between three and four years 58 43
Between four and five years 50 39
After five years 322 219
672 516

There are no significant leases for which contingent rent is payable, nor any that have purchase options, escalation clauses or
restrictions. Anumber of the operating leases have renewal clauses that are all at fair market value. In respect of property not currently
utilised, the group has entered into sub-leases for which the minimum amount receivable is £57 million (2009 - £72 million), of which
£11 million (2009 - £12 million) falls due within one year of the balance sheet date. The amount received under these leases is included
in salesin the income statement.

34.Employee share compensation

The group uses a number of equity settled share plans to grant options and share awards to its directors and employees. For the
yearended 30 June 2010, the fair value charge to the consolidated income statement in respect of these plans was £31 million
(2009 - £31 million; 2008 - £26 million), including £1 million of exceptional operating costs (2009 — £2 million; 2008 — £nil).

Executive share option plans

(a) Diageo Executive Long Term Incentive Plan (DELTIP) This scheme was introduced to replace DSOP (described below). The first
grant under the scheme was made in November 2009 to North American participants, with grants being extended to other participants
in March 2010. Awards made to executives under the plan are in the form of shares and share options at the market value at the time of
grant. Executives are given the opportunity to elect to have their awards in the form of share options or shares or a combination of both.
Share awards vest/are released on the third anniversary of the grant date. Share options granted under this scheme may normally be
exercised between three and ten years after the grant date. There are no performance conditions to be satisfied, although the top

80 senior executives are required to hold shares in Diageo plc. US executives are granted awards over the company’s ADSs (one ADS
isequivalent to four ordinary shares).

(b) Diageo executive share option plan (DSOP) This scheme was introduced in December 1999 and grants options to executives
atthe market value at the time of grant. The last grant made under this scheme was in September 2009. Options granted under this
scheme may normally be exercised between three and 10 years after the date granted. There are no performance conditions to be
satisfied, although the top 80 senior executives are required to hold shares in Diageo plc. US executives were granted options over the
company’s ADSs.

(c) Diageo senior executive share option plan 2008 (SESOP 2008) This scheme was introduced in October 2008 to replace the
previous SESOP 1999 (described below) and grants options to senior executives at the market value at the time of grant. Options
granted under this scheme may normally be exercised between three and 10 years after the date granted but only to the extent that
a performance condition is satisfied. The current performance condition is based on the increase in Diageo's adjusted earnings per
share (EPS) over athree-year period. Growth targets are set annually by the remuneration committee. For the 2009 grant, targets were
setat 3%to 7% compound annual growth in adjusted EPS. The proportion of options that can be exercised depends on the extent
towhich the EPS growth targets have been met. For the 2009 grant, the exercise range is 25% for threshold performance up to 100%
forachieving 7% or more compound annual growth in adjusted EPS. Re-testing of the performance condition is not permitted.

US executives are granted options over the company’s ADSs.
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(d) Diageo senior executive share option plan 1999 (SESOP 1999) This scheme was introduced with effect from 1 January 2000 and
granted options to senior executives at the market value at the time of grant. The last grant under this scheme was made in September
2007.Options granted under the scheme would normally be exercised between three and 10 years after the date granted but only to
the extent that a performance condition is satisfied. The performance condition for awards currently outstanding is based on the
increase in Diageo's adjusted EPS measure over a three-year period. If the increase in this EPS measure is at least 15 percentage points
greaterthan the increase in the RPl over the same period, then all the options can be exercised. If the increase in this EPS measure is at
least 12 percentage points greater than that of the RPI but less than 15 percentage points, half of the options can be exercised.
Re-testing of the performance condition is not permitted on any options. US executives were granted options over the company’s ADSs.

Arewwins 2dueWlIojRd

(e) Diageo associated companies share option plan (DACSOP) This scheme was introduced in March 2001 and grants options to
executives in a number of associated companies. The main terms of the scheme are the same as for DSOP.

Savings plans

(@) UK savings-related share option scheme (SRSOS) The UK savings-related share option scheme isan HM Revenue & Customs
approved scheme available to all UK employees. The scheme provides a long term savings opportunity foremployees who can use
their savings to pay the exercise price of a share option. Options may normally be exercised after three or five years, according to the
length of the option period chosen by the employee, at a price that is not less than 80% of the market value of the shares at the time
ofthe option grant.

uondudsap ssauisng

(b) ROl savings-related share option scheme (ISRSOS) The ROI savings-related share option scheme operates on a similar basis to
the equivalent UK scheme (described above) foremployees based in the Republic of Ireland.

(c) US employee stock purchase plan (USESPP) This plan provides along term savings and investment opportunity for US employees
who can use their savings to pay the exercise price of a share option. Options may normally be exercised 12 months after grant at a price
equivalent to 85% of the market value of the ADSs at the time of the option grant.

MBaIARI SSauIsNg

(d) International savings-related share option plan (International) The group also operates an international savings-related share
option plan. The plan provides a long term savings opportunity foremployees outside the United Kingdom who can use their savings
to pay the exercise price of a share option. Options may be exercised between one and five years after grant. The option exercise

price can be set at a discount to the market value at the time of grant, ranging from nil to 20%, in accordance with local conditions

and practices.

Executive share award plans

(a) Performance share plan (PSP 2008) This plan was introduced in October 2008 to replace the TSR plan (described below). Under
the PSP, share awards can take a number of different forms. No payment is made for awards. To date, participants have been granted
conditional rights to receive shares. Awards normally vest after a three-year period — the ‘performance cycle’ - subject to achievement
of two performance tests. The primary performance test is a comparison of Diageo’s three-year total shareholder return (TSR) — the
percentage growthin Diageo's share price (assuming all dividends and capital distributions are reinvested) — with the TSR of a peer
group of 16 companies including Diageo. TSR calculations are converted into a common currency (US dollars). The vesting range is
25% if Diageo’s TSR produces a median ranking compared with the TSR of the peer group companies, up to 100% if Diageo is ranked
first or second in the peer group. The second performance test requires the remuneration committee to consider that there has been
an underlying improvement in Diageo's three-year financial performance, typically measured by improvement in an adjusted EPS
measure. Re-testing of the performance condition is not permitted. Dividends are accrued on awards and are given to participants

to the extent that the awards actually vest at the end of the performance cycle. Dividends can be paid in the form of cash or shares.

9DUBUIDAOD)

(b) Total shareholder return plan (TSR 1998) Under the TSR plan, participants were granted a conditional right to receive shares.

No payment was made for awards. The last award under this plan was made in September 2007. All conditional rights awarded vest
aftera three-year period — the ‘performance cycle’ — subject to achievement of two performance tests. The primary performance test
is a comparison of Diageo's three-year TSR with the TSR of a peer group of companies including Diageo. TSR calculations are converted
into acommon currency (US dollars). The second performance test requires the remuneration committee to consider that there has
been an underlyingimprovement in Diageo's three-year financial performance, typically measured by improvement in an adjusted
EPS measure.

SlUBWId}L]S [eIdURULY

(c) Discretionary incentive plan 2009 (DIP 2009) This scheme was introduced in October 2009 to replace the previous Discretionary
incentive plan (described below). The first awards were granted in March 2010 to a small number of senior executives. No payment is
made for awards. Awards over shares or ADSs are granted under the plan, normally in the form of conditional rights to receive shares or
ADSs. Awards vest over a three to five-year period with performance criteria varying by employee.

(d) Discretionary incentive plan (DIP), formerly Diageo share incentive plan The last awards were granted in September 2009to a
small number of senior executives. No payment is made for awards. Awards over shares or ADSs are granted under the plan, normally
inthe form of conditional rights to receive shares or ADSs. Awards vest over a three to five-year period with performance criteria varying
by employee.
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34.Employee share compensation continued

Forthe three years ended 30 June 2010, the calculation of the fair value of each option and share award used the binomial (share option
and savings plans) and Monte Carlo (share award plans) option pricing models and the following weighted average assumptions:

Executive Executive
share option Savings shareaward
plans plans plans
2010
Weighted average assumptions
Risk free interest rate 2.8% 1.8% 2.2%
Expected life of the options 60 months 36 months 36 months
Expected volatility 18% 17% -
Dividend yield 3.6% 3.6% 3.6%
Weighted average share price 986p 1030p 985p
Weighted average fair value of options/awards granted in the year 135p 224p 516p
Number of options/awards granted in the year 8.2 million 2.8 million 4.1 million
Fair value of all options/awards granted in the year £11 million £6 million £21 million
2009
Weighted average assumptions
Risk free interest rate 4.2% 4.0% 36%
Expected life of the options 60 months 43 months 36 months
Expected volatility 14% 15% -
Dividend yield 4.2% 4.2% 4.2%
Weighted average share price 987p 906p 902p
Weighted average fair value of options/awards granted in the year 132p 1590 428p
Number of options/awards granted in the year 10.9 million 3.0 million 3.1 million
Fair value of all options/awards granted in the year £14 million £5 million £13 million
2008
Weighted average assumptions
Risk free interest rate 5.0% 5.0% 5.0%
Expected life of the options 60 months 36 months 36 months
Expected volatility 17% 15% -
Dividend yield 3.0% 3.0% 3.0%
Weighted average share price 1072p 1088p 1067p
Weighted average fair value of options/awards granted in the year 188p 269p 660p
Number of options/awards granted in the year 7.6 million 2.9 million 2.1 million
Fair value of all options/awards granted in the year £14 million £8 million £14 million

Therisk free interest rate is based on the UK treasury coupon strips in effect at the time of the grant, for the expected life of the option.
The expected life of the options represents the period of time that options granted are expected to be outstanding. The group uses
historical data to estimate option exercise and employee termination within the valuation model. Expected volatility is based on
implied volatilities from traded options on the group’s shares, historical volatility of the group’s shares and other factors.
Option holdingsin the following tables are stated as ordinary share equivalents in pence. Options prices are translated at the
following exchange rates: grants at actual exchange rates; exercises and cancellations at average exchange rates; and closing balances

atyearend exchange rates.
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(@) Outstanding options Options over ordinary shares and over ADSs (US schemes only) outstanding at 30 June 2010 are as follows: &
o}
Weighted g
average Weighted 2
Range of remaining average °
exercise contractual exercise %
prices Numberat life price 3
pence 30June 2010 months pence 3
Executive share option plans 600-699 1,743,696 23 643
700-799 3,524,606 42 741
800-899 5,125,167 72 847
900-999 11,117,363 89 955
1000-1099 8,195,173 95 1046 @
1100-1199 4,531,388 88 1146 %
1200-1299 4,196,444 98 1237 g
1300-1399 91,900 92 1346 2
1400-1499 2,807,664 86 1409 %
41,333,401 82 1009 -
Savings plans 500-599 17,421 9 569
600-699 488,172 10 653
700-799 2,179,883 38 748
800-899 3,817,773 24 846
900-999 431,471 12 962 @
1000-1099 140,648 14 1014 %‘
1100-1199 42,396 9 1157 4
1200-1299 41,579 9 1248 %-
7,159,343 26 817 =
(b) Transactions on schemes Transactions on the share option and share award plans and the weighted average grant date fair value
for options and shares for the three years ended 30 June 2010 were as follows:
Executive share Executive share
option plans Savings plans award plans
Weighted Weighted
average average A
exercise exercise -
Number of price Number of price Number of S
options pence options pence awards %
Balance outstanding at 30 June 2007 39,372,225 726 7,839,932 644 4,357,207 ®
Granted 7,630,791 1054 2,895,869 866 2,105,292
Exercised/awarded (7,281,171) 642 (2,350,804) 638 (473,387)
Forfeited/expired (998,740) 838 (609,522) 689 (295,971)
Balance outstanding at 30 June 2008 38,723,105 806 7,775,475 745 5,693,141
Granted 10,899,101 992 3,001,884 840 3,074,613
Exercised/awarded (3,436,934) 719 (1,750,400) 612 616,112)
Forfeited/expired (2,188,351) 946 (1,426,800) 1010 (894,916) -
Balance outstanding at 30 June 2009 43,996,921 920 7,600,159 805 7,256,726 §
Granted 8,241,770 966 2,751,197 794 4,102,143 ?T
Exercised/awarded (9,116,692) 786 (2,108,686) 751 (196,894) %
Forfeited/expired (1,788,598) 943 (1,083,327) 902 (1,925,184) %
Balance outstanding at 30 June 2010 41,333,401 1009 7,159,343 817 9,236,791 ?n'
Number of options exercisable at:
30June 2010 16,415,347 687 78,738 916
30 June 2009 18,993,999 754 110,737 863
30 June 2008 15,744,487 647 48,938 665

(c) Employee share trusts, potential issues of ordinary shares and voting rights

(i) Inorder to hedge its obligations under the share option and share award plans, the group either purchases own shares directly and
holds them as treasury shares, or it funds trusts to acquire shares in the company. The shares held are accounted for as a deductionin
arriving at shareholders’ equity. Call options are used to manage some of the group’s obligations. Dividends receivable by the employee
share trusts on the shares are waived.
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34.Employee share compensation continued

(i) Shares used to satisfy the group’s obligations under the employee share plans can be newly issued shares, treasury shares or shares
purchased on the open market by the employee share trusts.

(iii) Where shares held by employee share trusts have been allocated to employee share plan participants, they may exercise their voting
rights. Where shares are held by employee share trusts and have not been allocated to participants, the trustee abstains from voting.

35. Post balance sheet events

On 1July 2010 Diageo announced that agreement has been reached with the trustee of the UK Diageo Pension Scheme (the UK
Scheme) with respect to a 10 year funding plan. A pension funding partnership has been formed (the PFP), which as at 31 July 2010 held
£487 million of maturing whisky spirit assets, and provides the trustee with collateral against Diageo's current funding obligations to the
UK Scheme. The PFP will be consolidated by Diageo and therefore the creation of the structure will notimpact the group’s consolidated
balance sheet. The structure is expected to generate annual income, commencing in the yearending 30 June 2011, to the UK Scheme
of approximately £25 million over the term of the PFP. The PFP is expected to be in place for 15 years after which time the trustee will be
able to sellits PFP interests to Diageo for an amount expected to be no greater than the deficit on the UK Scheme at that time, up toa
maximum of £430 million.

Diageo has also agreed to underwrite the reduction of the UK Scheme deficit through an agreement to make conditional cash
contributions into an escrow account of up to £338 million if an equivalent reduction in the deficit is not achieved over a period of
10vyears. If asset performance targets are not achieved, contributions to an escrow account would commence, following the finalisation
of the actuarial valuation of the UK Scheme at 31 March 2012, and payments from the escrow to the UK Scheme could commence in the
yearending 30 June 2015.

Inaddition, on 1 July 2010, Diageo announced that it had provisionally agreed a deficit funding arrangement with the trustee
inrespect of the Guinness Ireland Group Pension Scheme (the Irish Scheme). This deficit funding arrangement is expected to result
in additional annual contributions to the Irish Scheme of approximately €21 million (£17 million) over a period of 18 years, provision for
additional cash contributions if the anticipated reduction in the deficit is not achieved and the Irish Scheme having accesstoa
contingent asset.



Independent auditor’s report 161
to the members of Diageo plc

Arewwins 2dueWlIojRd

We have audited the parent company financial statements of Diageo plc for the yearended 30 June 2010 which comprise the company
balance sheet and related notes. The financial reporting framework that has been applied in their preparation is applicable law and UK
Accounting Standards (UK Generally Accepted Accounting Practice).

This reportis made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2006. Our audit work has been undertaken so that we might state to the company’s members those matters we are required to state to
theminan auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility
toanyone other than the company and the company's members, as a body, for our audit work, for this report, or for the opinions we
have formed.

Respective responsibilities of directors and auditor

As explained more fully in the directors' responsibilities statement set out in the corporate governance report, the directors are
responsible for the preparation of the parent company financial statements and for being satisfied that they give a true and fair view.
Our responsibility is to audit the parent company financial statements in accordance with applicable law and International Standards
on Auditing (UKand Ireland). Those standards require us to comply with the Auditing Practices Board's (APB’s) Ethical Standards

for Auditors.

uondudsap ssauisng

Scope of the audit of the financial statements
Adescription of the scope of an audit of financial statements is provided on the APB's website at www.frc.org.uk/apb/scope/UKP.

Opinion on financial statements

In our opinion the parent company financial statements:

- giveatrue andfairview of the state of the company’s affairs as at 30 June 2010;
have been properly prepared in accordance with UK Generally Accepted Accounting Practice; and
have been prepared in accordance with the requirements of the Companies Act 2006.

MBaIARI SSauIsNg

Opinion on other matters prescribed by the Companies Act 2006

In our opinion:

- the partof the directors' remuneration report to be audited has been properly prepared in accordance with the Companies Act
2006;and

- theinformation given in the directors’ report for the financial year for which the financial statements are prepared is consistent
with the parent company financial statements.

9DUBUIDAOD)

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if,

in our opinion:

- adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been
received from branches not visited by us; or

- the parent company financial statements and the part of the directors' remuneration report to be audited are not in agreement
with the accounting records and returns; or

- certaindisclosures of directors' remuneration specified by law are not made; or

- we have not received all the information and explanations we require for our audit.

Other matter
We have reported separately on the consolidated financial statements of Diageo plc for the year ended 30 June 2010.

SlUBWId}L]S [eIdURULY

lan Starkey (Senior Statutory Auditor)
forand on behalf of KPMG Audit Plc, Statutory Auditor

Chartered Accountants
KPMG Audit Plc

15 Canada Square
London

E14 5GL

25August 2010
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30June2010 30June 2009
Notes £million £million £ million £ million
Fixed assets
Investments 3 27,289 28,249
Current assets
Amounts owed by group undertakings 134 472
Other debtors — due within one year
Financial assets 4 8 -
Other debtors 79 72
Other debtors — due after one year
Financial assets 4 466 56
Cash at bank 7 -
694 600
Creditors — due within one year
Financial liabilities 4 8) -
Other liabilities (50) (144)
Net current assets 636 456
Total assets less current liabilities 27,925 28,705
Creditors — due after one year
Amounts owed to group undertakings (9,954) (11,468)
Financial liabilities 4 (470) (80)
Other creditors 9) )
Provisions for liabilities and charges (168) (145)
Net assets before post employment liabilities 17,324 17,003
Post employment liabilities 4) (13)
Net assets 17,320 16,990
Capital and reserves
Called up share capital 797 797
Share premium 1,342 1,342
Merger reserve 9,161 9,161
Other reserves 3,146 3,146
Profit and loss account 2,874 2,544
Shareholders’ funds 5 17,320 16,990

The accompanying notes are an integral part of these parent company financial statements.
These financial statements were approved by a duly appointed and authorised committee of the board of directors on
25 August 2010 and were signed on its behalf by PS Walsh and NC Rose, directors.

Company registration number No. 23307
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of the company

Basis of preparation
Thefinancial statements are prepared on a going concern basis under the historical cost convention, modified to include revaluations
tofairvalue of certain financial instruments, in accordance with the Companies Act 2006 and UK GAAP,

By virtue of section 408 of the Companies Act 2006 the company is exempt from presenting a profitand loss account and
disclosing employee numbers and staff costs. The company has taken advantage of the exemption from preparing a cash flow
statement under the provisions of FRS 1 (Revised 1996) and the exemption contained in FRS 8 and has not separately disclosed
transactions with wholly owned subsidiary undertakings.

The following paragraphs describe the significant accounting policies under UKGAAP, which have been consistently applied.

Arewwins 2dueWIOHRd

Investments
Investments in subsidiaries are stated at cost less any provision for permanent diminution in value. They are reviewed for impairment
whenever events or circumstances indicate that the carrying amount may not be recoverable.

uondudsap ssauisng

Dividends paid and received

Theinterim dividend is included in the financial statements in the year in which it is approved by the directors, and the final dividend
intheyearin whichitis approved by shareholders at the annual general meeting. Dividends received are included in the financial
statementsin the yearin which they are receivable.

Share-based payments —employee benefits

The fair value of share options or share grants is initially measured at grant date, based on the binomial or Monte Carlo model,and is
recognised as a cost to the company or an addition to the cost of investment in the subsidiary in which the relevant employees work,
over the vesting period of the option or share grant, with a corresponding adjustment to reserves. Any payments received from the
company’s subsidiaries in respect of these share-based payments result in a reduction in the cost of investment. Shares of Diageo plc
held by the company directly or by share trusts for the purpose of fulfilling obligations in respect of various employee share plans
around the group are deducted from equity in the balance sheet. Any surplus or deficit arising on the sale of the Diageo plc shares
held by the company is included as an adjustment to reserves.

MaIARI SSauIsNg

Foreign currencies
Transactionsin foreign currencies are recorded at the rate of exchange at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies are translated at closing rates at the balance sheet date.

9DUBUIDAOD)

Pensions and other postemployment benefits
Diageo operates a number of defined benefit pension plans. It is not possible to allocate the assets and liabilities of these pension plans
between individual companies and therefore the company accounts for them as defined contribution plans. Contributions payable
inrespect of defined contribution plans are charged to operating profit as incurred. Details of the Diageo Pension Scheme in the United
Kingdom are provided in the consolidated financial statements.

The company operates a number of post employment benefit plans which are unfunded. For these plans, the amount charged
in the profitandloss account is equivalent to the expected increase in the plans’ liabilities over the year. Any changes in the liabilities
over the year due to changes in assumptions or experience within the plans are recognised in shareholders’ equity. The liability
recognised on the balance sheet represents the present value of the obligations under the plans, net of related deferred tax.

Taxation
Taxis provided at the amounts expected to be paid applying tax rates that have been enacted or substantively enacted by the balance
sheetdate.

Full provision for deferred tax is made for timing differences between the recognition of gains and losses in the financial
statements and their recognition in tax computations, using appropriate tax rates. The company does not discount these balances.
Deferred tax assets are only recognised to the extent that itis more likely than not that they will be recovered. No deferred tax liability is
provided in respect of any future remittance of earnings of foreign subsidiaries or associates where no commitment has been made to
remit such earnings.

SIUBWaL]S [RIDURUIY

Financial instruments

The company’s accounting policies for financial instruments under UK GAAP, namely FRS 25 — Financial instruments: presentation, FRS 26
—Financialinstruments: measurement and FRS 29— Financial instruments: disclosures, are the same as the group’s accounting policies under
IFRS, namely IAS 32— Financial instruments: presentation, IAS 39— Financial instruments: recognition and measurement and IFRS 7 — Financial
instruments: disclosures. Derivative financial instruments are recognised in the balance sheet at fair value calculated using discounted
cash flow techniques based on market data applied consistently for similar types of instruments. Changes in the fair value of derivatives
arereported in the income statement. As consolidated financial information has been disclosed under IFRS 7 in note 23 to the
consolidated financial statements, the parent company is exempt from the disclosure requirements of FRS 29.
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1. Auditor fees

Note 3 to the consolidated financial statements of the group provides details of the remuneration of the company’s auditor

onagroup basis.

2. Directors’ emoluments

Fullinformation on directors’ emoluments, share and other interests, transactions and pension entitlements is included in the directors’

remuneration report inthis Annual Report.

3.Investments

Shares
ingroup Other
undertakings  investments Total
£million £million £million

Cost
At 30 June 2008 28,235 109 28,344
Additions 10 52 62
Dissolution of subsidiary undertakings (106) - (106)
At 30 June 2009 28,139 161 28,300
Additions 84 - 84
Transfer to the UK Diageo Pension Scheme - (152) (152)
Dissolution of subsidiary undertakings (246) - (246)
Capital reduction in subsidiary undertakings (660) - (660)
At 30June 2010 27,317 9 27,326
Impairment losses
At 30 June 2008 35 9 44
Impairment charge for the year - 8 8
Dissolution of subsidiary undertakings m - m
At 30 June 2009 34 17 51
Transfer to the UK Diageo Pension Scheme - (8) (8)
Dissolution of subsidiary undertakings 6) - (6)
At 30June 2010 28 9 37
Carrying amount
At 30June 2010 27,289 - 27,289
At 30 June 2009 28,105 144 28,249
At 30 June 2008 28,200 100 28,300

Details of the principal group companies are given after these financial statements.

Otherinvestments at 30 June 2009 included £144 million (2008 — £100 million) paid into an escrow account and invested subject
toan agreement between the company and the trustee of the UK Diageo Pension Scheme. This amount was transferred into the UK

Diageo Pension Scheme in December 2009.

Former subsidiary undertakings, John Watney & Co Limited and United Distillers Blending & Bottling Limited were liquidated

during the financial year ended 30 June 2010, resulting in neither a gain nor a loss to the company.

4. Financial assets and liabilities

Financial assets and liabilities comprise the fair value of interest rate swaps and cross currency interest rate swaps

with subsidiary undertakings.



Notes to the company
financial statements

5.Shareholders’ funds
Capital Cash flow Profitand lossaccount Total
Share Share Merger redemption hedging Own shareholders’
capital premium reserve reserve reserve shares Other Total funds
£ million £million £million £ million £million £ million £ million £million £million
At 30 June 2008 816 1,342 9,161 3,127 4 (2,557) 5,648 3,091 17,533
Profit for the year - - - - - - 684 684 684
Effective portion of changes
in fair value of interest
rate hedges - - - - 4 - - - 4
Employee share schemes - - - - - 33 8) 25 25
Share-based incentive plans - - - - - - 31 31 31
Own shares repurchased (19) - - 19 - 184 601) 417) 417)
Dividends paid - - - - - - (870) (870) (870)
At 30 June 2009 797 1,342 9,161 3,146 - (2,340) 4,884 2,544 16,990
Profit for the year - - - - - - 1,127 1,127 1,127
Employee share schemes - - - - - 89 (3) 86 86
Share-based incentive plans - - - - - - 31 31 31
Dividends paid - - - - - - (914) (914) (914)
At 30 June 2010 797 1,342 9,161 3,146 - (2,251) 5125 2,874 17,320
(@) Allotted and fully paid share capital - ordinary shares of 28'°%,s pence each
Number Nominal
of shares value
million £million
At 30 June 2008 2,822 816
Shares purchased and subsequently cancelled (consideration including expenses £354 million) (38) (1)
Treasury shares cancelled (30) ®)
At 30June 2010 and at 30 June 2009 2,754 797

(b) Share premium During the year, 0.1 million ordinary shares with an aggregate nominal value of less than £0.1 million were allotted
underemployee share option schemes for a total consideration of £0.4 million (2009 - 0.1 million shares, nominal value less than
£0.1 million, consideration £0.5 million).

(c) Merger reserve On the acquisition of a business, or of an interest in an associate, fair values, reflecting conditions at the date of
acquisition, are attributed to the net assets acquired. Where merger relief is applicable under the UK Companies Acts, the difference
between thefair value of the business acquired and the nominal value of sharesissued as purchase consideration is treated as

amergerreserve.

165
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5.Shareholders’ funds continued

(d) Own shares Own shares comprise shares in the company held by employee share trusts, shares repurchased as part of the
company’s share buyback programmes and held as treasury shares, and shares and share options held as treasury shares for hedging
share scheme grants provided to employees during the year. Movements in shares are as follows:

Treasury shares Treasury shares for
Own shares held by repurchased under hedging share scheme
employeesshare trusts buyback programmes grantstoemployees Total ownshares
Number Purchase Number Purchase Number Purchase Number Purchase
ofshares consideration of shares consideration of shares consideration ofshares consideration
million £million million £million million £million million £million
At 30 June 2008 25 216 259 2,135 20 206 304 2,557
Share trust arrangements ©) (30) - - - - ?3) (30)
Shares purchased - - - - 6 63 6 63
Shares cancelled - - (30 (247) - - (30 (247)
Shares transferred - - 6) 47) 6 47 - -
Shares used to satisfy options - - - - - (3) - (3)
At 30 June 2009 22 186 223 1,841 32 313 277 2,340
Share trust arrangements 8 (58) - - - - () (58)
Shares call options purchased - 23 - - - - - 23
Shares sold to fund call options - - - - (3) (24) (3) (24)
Shares used to satisfy options - - - - (3) (30) (3) (30)
At30June 2010 14 151 223 1,841 26 259 263 2,251

During the year, call options over 8 million shares were purchased at a cost of £24 million to satisfy share grants awarded to Diageo
employees. These options were held by the employee share trusts. Call options denominated in US dollars of £1 million are included
infinancial assets.

At 30 June 2010, own shares comprised: 14 million ordinary shares, with an aggregate nominal value of £4 million,
held by employee share trusts (2009 — 22 million shares, nominal value £6 million); 223 million ordinary shares, with an aggregate
nominal value of £65 million, repurchased and held as treasury shares (2009 — 223 million shares, nominal value £65 million);and
26 million ordinary shares, with an aggregate nominal value of £8 million, held as treasury shares for hedging share scheme grants
(2009 - 32 million shares, nominal value £9 million).

Dividends are waived on all shares in the company owned by the employee share trusts.

During the yearended 30 June 2010, no ordinary shares were purchased to be held as treasury shares (2009 — 6 million shares,
aggregate nominal value £2 million, 0.3% of issued share capital). These shares have not been cancelled, but are deducted from
shareholders' equity. Dividends are waived on these shares.

During the year ended 30 June 2010, the company utilised 3 million ordinary shares held as treasury shares, with an aggregate
nominal value of £1 million to satisfy options exercised by employees during the year (2009 - 0.3 million shares, nominal value
£0.1 million). In addition, the company sold 3 million ordinary shares held as treasury shares, with an aggregate nominal value of
£1 million (2009 — nil, £nil) to purchase call options.

6. Contingent liabilities

The company has guaranteed certain borrowings of subsidiaries which at 30 June 2010 amounted to £8,193 million (2009 - £8,168
million) and certain lease payment obligations until June 2030 of £289 million (2009 - £nil). The company has also provided irrevocable
guarantees relating to the liabilities of certain of its Irish and Dutch subsidiaries.
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The companies listed below include those which principally affect the profits and assets of the group. The operating companies listed 3
below may carry on the business described in the countries listed in conjunction with their subsidiaries and other group companies. =
Afulllist of subsidiaries and joint ventures, all of which are consolidated on an appropriate basis, will be included in the company’s next
annual return, the company having made use of the exemption in Section 410 of the Companies Act 2006.
Percentage
Country of Country of of equity
incorporation operation owned Business description @
Subsidiaries §
Diageo Ireland Ireland Worldwide 100%  Production, marketing and g
distribution of premium drinks E
Diageo Great Britain Limited England Worldwide 100%  Marketing and distribution of %
premium drinks -
Diageo Scotland Limited Scotland Worldwide 100%  Production, marketing and
distribution of premium drinks
Diageo Brands BV Netherlands Worldwide 100%  Marketing and distribution of
premium drinks
Diageo North America, Inc United States Worldwide 100% Production, importing and o
C
distribution of premium drinks 2
Diageo Capital plc® Scotland United Kingdom 100%  Financing company for the group %
Diageo Finance plc® England United Kingdom 100%  Financing company for the group %
Diageo Capital BV Netherlands Netherlands 100% Financing company for the group =
Diageo Finance BV Netherlands Netherlands 100% Financing company for the group
Diageo Investment Corporation United States United States 100% Financing company for the US group
Associate
Moét Hennessy, SNC ® France France 34% Production and distribution of
premium drinks
(a) Directly owned by Diageo plc. Q
(b) French partnership. 3
>
Y
All percentages, unless otherwise stated, are in respect of holdings of ordinary share capital and are equivalent to the percentages of 3
voting rights held by the group.
o
3
2
=)
g
o]
3
1]
=
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Diageo invests in the skills and
development of its leaders

to equip them to manage

for growth and create the
conditions for others to grow.

Performance at Diageo is driven
by great leaders, through constantly
developing individual skills and by
creating the conditions for others
to grow and perform at their best.
Leaders make a difference by
inspiring others through authentic
relationships and pushing the
boundaries. Diageo believes in
leadership and has embedded this
belief into its business strategy.

© www.diageoreports.com

; Developing
. leaders today,
i fortomorrow
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Legal proceedings

Information on legal proceedings is set out in note 31 to the consolidated financial statements.

Related party transactions

Transactions with directors are disclosed in the directors’ remuneration report (see ‘Directors’ remuneration report — Additional
information’) and transactions with other related parties are disclosed in note 32 to the consolidated financial statements.

Material contracts

uondussap ssauisng

Agreement for the acquisition of the Seagram spirits and wine businesses On 19 December 2000, Diageo and Pernod Ricard SA
entered into a stock and asset purchase agreement (the SAPA) with Vivendi Universal SA, whereby Pernod Ricard and Diageo agreed
to acquire stockand assets of the worldwide spirits, wines, wine and malt coolers, other malt beverages, fortified wines, non-alcoholic
mixers and other alcoholicand non-alcoholic beverages business of The Seagram Company Limited. The acquisition was completed
on 21 December 2001.

The acquisition consideration, under the SAPA, was $8.15 billion (£5.62 billion) in cash, subject to a number of adjustments. Diageo’s
share of the purchase price, after adjustment, was £3.7 billion. The terms of the bidding and acquisition arrangements between Pernod
Ricard and Diageo for the Seagram acquisition were governed by the Framework Implementation Agreement, aformal agreement
entered into on 4 December 2000 which was subsequently amended and restated (the FIA). The FIA set out @mongst other things)
principles governing the split of the Seagram spirits and wine businesses, the integration process for the business and the interim
management of the non-core businesses. The FIA was terminated by the execution of a furtheragreement on 21 December 2002
which was subsequently amended and supplemented (the SOFIA) although this termination is without prejudice to any prior breaches
of the FIA.Under the SOFIA, all material assets that were jointly acquired by Pernod Ricard and Diageo from Vivendi Universal are
allocated between Diageo and Pernod Ricard. A number of the provisions of the FIA have been carried forward into the SOFIAin
modified form. These include provisions relating to the parties' responsibility for liabilities incurred by or in connection with the various
businesses acquired under the SAPA including for the sharing of certain liabilities between the parties. Where liability is to be shared
between Diageo and Pernod Ricard, this is generally on the basis of the same 60.9/39.1 ratio adopted for the FIA (subject to,amongst
other things, de minimis limitations that limit the ability of one party to recover from the otherin certain cases and to detailed conduct
of claims provisions). The SOFIA also provides for the settlement of various historic and ongoing claims between the parties under the
FIA and for the settlement of various costs and expenses (including future costs and expenses). In addition, the SOFIA provides the basis
forthe management of the remaining jointly-owned businesses including for their future restructuring and/or liquidation.

MBaIARI SSauIsNg
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Share capital

Major shareholders At 16 August 2010, the following substantial interests (3% or more) in the company’s ordinary share capital (voting
securities) had been notified to the company.
Percentage of issued

Number of ordinary share capital Date of notification
Shareholder ordinary shares (excluding treasury shares) ofinterest

BlackRock Investment Management (UK) Limited
(indirect holding) 147,296,928 5.89% 3 December 2009

Capital Research and Management Company (indirect holding) 124,653,096 4.99% 28 April 2009
Legal & General Group Plc (direct holding) 99,894,002 3.99% 20 October 2009

Sluswalels [eidueuly

The company has not been notified of any other substantial interests in its securities. The company’s substantial shareholders do not
have different voting rights. Diageo, so far as is known by the company, is not directly or indirectly owned or controlled by another
corporation or by any government. Diageo knows of no arrangements, the operation of which may at a subsequent date resultin a
change of control of the company.

As at the close of business on 16 August 2010, 542,984,268 ordinary shares, including those held through ADSs, were held by
approximately 2,693 holders (including American Depositary Receipt (ADR) holders) with registered addresses in the United States,
representing approximately 22% of the outstanding ordinary shares (excluding treasury shares). At such date, 135,565,292 ADSs were
held by 2,010 registered ADR holders. Since certain of such ordinary shares and ADSs are held by nominees or former GrandMet or
Guinness Group ADR holders who have not re-registered their ADSs, the number of holders may not be representative of the number
of beneficial ownersin the United States or the ordinary shares held by them.
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Trading market for shares The Diageo plc ordinary shares are listed on the London Stock Exchange (the Exchange) and on the Dublin
and Paris Stock Exchanges. Diageo plc American Depositary Shares (ADSs), representing four Diageo plc ordinary shares each, are listed
onthe New York Stock Exchange (NYSE).

The principal trading market for the ordinary shares is the Exchange. Shares are traded on the Exchange’s electronic order book.
Orders placed on the order book are displayed on-screen through a central electronic system and trades are automatically executed,
in price and then time priority, when orders match with corresponding buy or sell orders.

Only member firms of the Exchange can enter or delete orders on behalf of clients or on their own account. All orders are
anonymous. Although use of the order book is not mandatory, all trades, whether or not executed through the order book and
regardless of size, must be published immediately after execution unless they are large trades eligible for deferred publication.

The Markets in Financial Instruments Directive (MiFID) repealed the Investment Services Directive (ISD) on T November 2007.

It replaced the worked principal agreement basis for delayed reporting of large trades with a sliding scale requirement based on
qualifying minimum thresholds for the amount of consideration to be paid/the proportion of average daily turnover (ADT) of
astockrepresented by a trade. Provided that a trade/consideration equals or exceeds the qualifying minimum size, it will be eligible
for deferred publication ranging from 60 minutes from time of trade to three trading days after time of trade. Diageo ordinary shares
have an ADT of £80 million. The ADT for each equity security is calculated as the yearly turnover divided by the number of trading
days, excluding negotiated trades (i.e. those trades privately negotiated but executed within the exchange).

Fluctuations in the exchange rate between the pound sterling and the US dollar will affect the US dollar equivalent of the pound
sterling price of the ordinary shares on the Exchange and, as a result, will affect the market price of the ADSs on the NYSE. In addition,
such fluctuations will affect the US dollaramounts received by holders of ADSs on conversion of cash dividends paid in pounds sterling
on the underlying ordinary shares.

The following table shows, for the periods indicated, the reported high and low middle market quotations (which represent an
average of bid and asked prices) for the ordinary shares on the Exchange, taken from its Daily Official List, and the highest and lowest
sales prices for ADSs as reported on the NYSE composite tape.

Perordinary share Per ADS
High Low High Low
pence pence $ $
Year ended 30 June
2006 928 777 68.98 5511
2007 1094 895 86.79 65.83
2008 1122 oM 92.55 72.70
2009 1065 733 76.65 41.14
2010 1160 867 71.99 56.42
Three months ended
September 2008 1065 857 76.65 67.59
December 2008 987 794 70.10 50.25
March 2009 989 733 5844 41.14
June 2009 889 772 58.84 45.54
September 2009 996 867 64.44 56.42
December 2009 1090 947 69.66 60.71
March 2010 1116 1000 70.92 62.87
June 2010 1160 1025 71.99 59.22
2010 monthly
January 1084 1048 70.92 67.19
February 1071 1000 68.09 62.87
March 1116 1079 67.45 65.20
April 1160 1104 71.99 67.21
May 1115 1025 68.14 59.22
June 1119 1058 66.49 61.21
July 1143 1033 70.90 63.05
August (to 25 August 2010) 1127 1066 71.59 66.33

At close of business on 16 August 2010, the market prices for ordinary shares and ADSs were 1110 pence and $69.49 respectively.

American depositary shares

Feesand charges payable by ADS holders

The Bank of New York Mellon serves as the depositary (the ‘Depositary’) for Diageo’s ADS programme. Pursuant to the deposit
agreement between Diageo, the Depositary and owners and holders of ADSs (the ‘Deposit Agreement’), ADS holders may be required
to pay various fees to the Depositary, and the Depositary may refuse to provide any service for which afee is assessed until the
applicable fee has been paid. In particular, the Depositary, under the terms of the Deposit Agreement, shall charge a fee of $0.05 or less
per ADS (or portion thereof) relating to (i) the issuance, execution and delivery of ADSs or (i) the withdrawal of shares underlying the
ADSs, afee equivalent to the fee that would be payable, if securities distributed by Diageo had been ordinary shares and the ordinary
shares had been deposited forissuance of ADSs. In addition, ADS holders may be required under the Deposit Agreement to pay the
Depositary (i) any tax, duty, governmental charge or fee or stock transfer or registration fee arising in connection with the foregoing
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transactions or otherwise, (i) any expense resulting from the conversion of a foreign currency into US dollars and (iii) the expense of
certain communications made, at the request of the ADS holder, by cable, telex or facsimile. The Depositary may (i) withhold dividends
orother distributions or sell any or all of the shares underlying the ADSs in order to satisfy any tax or governmental charge and (i) deduct
from any cash distribution any tax payable thereon or the cost of any currency conversion.

Directand indirect payments by the Depositary

The Depositary reimburses Diageo for certain expenses it incurs in connection with the ADS programme, subject to a ceiling set out in
the agreement pursuant to which the Depositary provides services to Diageo. The Depositary has also agreed to waive certain standard
fees associated with the administration of the programme.

During the financial year ended 30 June 2010, the company received from the Depositary $1,200,000 for continuing annual stock
exchange listing fees, routine reporting and programme maintenance, standard out-of-pocket maintenance costs for the ADSs
(consisting of the expenses of postage and envelopes for mailing annual financial reports, printing and distributing dividend checks,
electronic filing of US Federal tax information, mailing required tax forms, stationery, postage, facsimile, and telephone calls), legal fees
and certain investor relationship programmes and investor relations promotional activities.

Articles of association

Diageoisincorporated under the name Diageo plc,and is registered in England and Wales under registered number 23307.

The following description summarises certain provisions of Diageo's articles of association (as adopted by special resolution at
the Annual General Meeting on 14 October 2009) and applicable English law concerning companies (the Companies Acts), in each case
asat 16 August 2010. This summary is qualified in its entirety by reference to the Companies Acts and Diageo's articles of association.
Information on where investors can obtain copies of the articles of association is provided under ‘Additional information for
shareholders — Documents on display’ below.

All of Diageo's ordinary shares are fully paid. Accordingly, no further contribution of capital may be required by Diageo from the
holders of such shares.

Directors Diageo's articles of association provide for a board of directors, consisting (unless otherwise determined by an ordinary
resolution of shareholders) of not fewer than three directors and not more than 25 directors, in which all powers to manage the
business and affairs of Diageo are vested. Directors may be elected by the members in a general meeting or appointed by the board of
directors. At each annual general meeting, the following are required to retire and are then reconsidered for re-election, assuming they
wish to stand for re-election: any director who has been appointed by the board of directors since the last annual general meeting; any
director who has been in office during the two previous general meetings and did not retire at either of them; and any director who has
beenin office, other than in an executive position, fora continuous period of nine years or more at the date of the meeting. There is no
age limit requirement in respect of directors.

Under Diageo’s articles of association, a director cannot vote in respect of any proposal in which the director has an interest.
However, this restriction on voting does not apply where the interest cannot reasonably be regarded as giving rise to a conflict of
interest, nor to resolutions (a) giving the director any guarantee, security or indemnity in respect of obligations or liabilities incurred for
the benefit of Diageo, (b) giving any guarantee, security orindemnity to a third party in respect of obligations of Diageo for which the
director has assumed responsibility under an indemnity or guarantee or by the giving of security, (c) relating to an offer of securities of
Diageoin which the director participates or may participate as a holder of shares or other securities or in the underwriting, (d) relating to
any contractin which the directoris interested by virtue of the director’s interest in securities of Diageo or by reason of any other interest
in or through Diageo, (€) concerning any other company in which the director is directly or indirectly interested, provided that the
director does not have a relevant interest in that company; (f) relating to the arrangement of any employee benefit (including any
retirement benefit plan) in which the director will share equally with otheremployees, (g) relating to any insurance that Diageo
purchases or maintains for its directors or any group of people, including directors, (h) giving the director an indemnity where all the
other directors are being offered indemnities on substantially the same terms, and (i) for the funding by Diageo of the director’s
expenditure on defending proceedings or the doing by Diageo of anything to enable the director to avoid incurring such expenditure
where all the other directors are being offered substantially the same arrangements. A director cannot vote in relation to any resolution
of the board concerning his own appointment, or the settlement or variation of the terms or the termination of his own appointment,
asthe holder of any office or place of profit with Diageo or any company in which Diageo is interested.

Under the articles of association, compensation awarded to directors may be decided by the board or any authorised committee
of the board. The remuneration committee is responsible for making recommendations to the board concerning matters relating to
remuneration policy. It is comprised of all the non-executive directors except for the chairman.

The directors are empowered to exercise all the powers of Diageo to borrow money, subject to the limitation that the aggregate
amount of all net external borrowings of the group outstanding at any time shall not exceed an amount equal to twice the aggregate
of the group’s adjusted capital and reserves calculated in the manner prescribed in the articles of association, unless sanctioned by an
ordinary resolution of Diageo's shareholders.

Directors are not required to hold any shares of Diageo as a qualification to act as a director.

171
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Dividend rights Holders of Diageo’s ordinary shares may, by ordinary resolution, declare dividends but may not declare dividends in
excess of the amount recommended by the directors. The directors may also pay interim dividends or fixed rate dividends. No dividend
may be paid other than out of profits available for distribution. All of Diageo’s ordinary shares rank equally for dividends, but the board
may withhold payment of all or any part of any dividends or other monies payable in respect of Diageo’s shares from a person with a
0.25% interest (as defined in the articles of association) if such a person has been served with a restriction notice (as defined in the
articles of association) after failure to provide Diageo with information concerning interests in those shares required to be provided
under the Companies Acts. Dividends may be paid in currencies other than pounds sterling and such dividends will be calculated
using an appropriate market exchange rate as determined by the directors in accordance with Diageo's articles of association.

Ifadividend has not been claimed, the directors may invest the dividend or use it in some other way for the benefit of Diageo
until the dividend is claimed. If the dividend remains unclaimed for 12 years after the date such dividend was declared or became due
for payment, it will be forfeited and will revert to Diageo (unless the directors decide otherwise). Diageo may stop sending cheques,
warrants or similar financial instruments in payment of dividends by post in respect of any shares or may cease to employ any other
means for payment of dividends if either (a) at least two consecutive payments have remained uncashed or are returned undelivered
orthat means of payment has failed, or (b) one payment remains uncashed or is returned undelivered or that means of payment has
failed and reasonable enquiries have failed to establish any new postal address or account of the holder. Diageo must resume sending
dividend cheques, warrants or similar financial instruments or employing that means of payment if the holder requests such
resumption in writing.

Diageo's articles of association permit payment or satisfaction of a dividend wholly or partly by distribution of specific assets,
including fully paid shares or debentures of any other company. Such action must be directed by the general meeting which declared
the dividend and upon the recommendation of the directors.

Voting rights Voting on any resolution at any general meeting of shareholders is by a show of hands unless a pollis duly demanded.
Onashow of hands, (a) every shareholder who is present in person at a general meeting, and every proxy appointed by any one
shareholder and present at a general meeting, has/have one vote regardless of the number of shares held by the shareholder (or,
subjectto (b), represented by the proxy), and (b) every proxy present at a general meeting who has been appointed by more than one
shareholder has one vote regardless of the number of shareholders who have appointed him or the number of shares held by those
shareholders, unless he has been instructed to vote for a resolution by one or more shareholders and to vote against the resolution by
one or more shareholders, in which case he has one vote for and one vote against the resolution. On a poll, every shareholder who is
presentin person or by proxy has one vote for every share held by that shareholder, but a shareholder or proxy entitled to more than
one vote need not cast all his votes or cast them all in the same way (the deadline for exercising voting rights by proxy is set out in the
form of proxy).

A pollmay be demanded by any of the following:

- the chairman of the meeting;

- atleastthree shareholders entitled to vote on the relevant resolution and present in person or by proxy at the meeting;

- anyshareholder or shareholders present in person or by proxy and representing in the aggregate not less than one-tenth of the total
voting rights of all shareholders entitled to vote on the relevant resolution; or

- any shareholder or shareholders present in person or by proxy and holding shares conferring a right to vote on the relevant resolution
on which there have been paid up sums in the aggregate equal to not less than one-tenth of the total sum paid up on all the shares
conferring that right.

Diageo's articles of association and the Companies Acts provide for matters to be transacted at general meetings of Diageo by the

proposing and passing of two kinds of resolutions:

- ordinary resolutions, which include resolutions for the election, re-election and removal of directors, the declaration of final
dividends, the appointment and re-appointment of the external auditor, the increase of authorised share capital and the grant of
authority to allot shares; and
special resolutions, which include resolutions for the amendment of Diageo’s memorandum or articles of association, resolutions
relating to the disapplication of pre-emption rights, and resolutions modifying the rights of any class of Diageo's shares at a meeting
of the holders of such class.

Anordinary resolution requires the affirmative vote of a simple majority of the votes cast by those entitled to vote at a meeting at which
thereisaquorumin order to be passed. Special resolutions require the affirmative vote of not less than three-quarters of the votes cast
by those entitled to vote at a meeting at which there is a quorum in order to be passed. The necessary quorum for a meeting of Diageo
isa minimum of two shareholders present in person or by proxy and entitled to vote.

Ashareholderis not entitled to vote atany general meeting or class meeting in respect of any share held by him if he has been
served with a restriction notice (as defined in the articles of association) after failure to provide Diageo with information concerning
interests in those shares required to be provided under the Companies Acts.

Liquidation rights In the event of the liquidation of Diageo, after payment of all liabilities and deductions taking priority in accordance
with English law, the balance of assets available for distribution will be distributed among the holders of ordinary shares according to
the amounts paid up on the shares held by them.

Pre-emptive rights and new issues of shares While holders of ordinary shares have no pre-emptive rights under the articles of
association, the ability of the directors to cause Diageo to issue shares, securities convertible into shares or rights to shares, otherwise
than pursuant to an employee share scheme, is restricted. Under the Companies Acts, the directors of a company are, with certain
exceptions, unable to allot any equity securities without express authorisation, which may be contained in a company’s articles of
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association or given by its shareholders in general meeting, but which in either event cannot last for more than five years. Under the
Companies Acts, Diageo may also not allot shares for cash (otherwise than pursuant to an employee share scheme) without first making
an offer to existing shareholders to allot such shares to them on the same or more favourable terms in proportion to their respective
shareholdings, unless this requirement is waived by a special resolution of the shareholders.

Disclosure of interests in Diageo’s shares There are no provisions in the articles of association whereby persons acquiring, holding or

disposing of a certain percentage of Diageo’s shares are required to make disclosure of their ownership percentage, although there are

such requirements under the Companies Acts. The basic disclosure requirement under Part 6 of the Financial Services and Markets Act

2000and Rule 5 of the Disclosure and Transparency Rules made by the Financial Services Authority imposes a statutory obligation on

a personto notify Diageo and the Financial Services Authority of the percentage of the voting rights in Diageo he directly orindirectly

holds or controls, or has rights over, through his direct or indirect holding of certain financial instruments, if the percentage of those

voting rights:

- reaches, exceeds or falls below 3% and/or any subsequent whole percentage figure as a result of an acquisition or disposal of shares
orfinancial instruments; or

- reaches, exceeds or falls below any such threshold as a result of any change in the breakdown or number of voting rights attached
to sharesin Diageo.

The Disclosure and Transparency Rules set out in detail the circumstances in which an obligation of disclosure will arise, as well as certain
exemptions from those obligations for specified persons.

Under section 793 of the Companies Act 2006, Diageo may, by notice in writing, require a person that Diageo knows or has
reasonable cause to believe is or was during the three years preceding the date of notice interested in Diageo's shares to indicate
whether or not that is the case and, if that person does or did hold an interest in Diageo's shares, to provide certain information as set
outinthat Act.

Rule 3 of the Disclosure and Transparency Rules further requires persons discharging managerial responsibilities within Diageo
(and their connected persons) to notify Diageo of transactions conducted on their own account in Diageo shares or derivatives or
certain financial instruments relating to Diageo shares.

The City Code on Takeovers and Mergers also imposes strict disclosure requirements with regard to dealings in the securities of
an offeror or offeree company on all parties to a takeover and also on their respective associates during the course of an offer period.

General meetings and notices At least 21 clear days' written notice of an annual general meeting is required. Any general meeting
whichis notan annual general meeting is called a ‘general meeting'. Since the coming into force of the Companies (Shareholders’
Rights) Regulations 2009, the minimum notice period for general meetings has increased from 14 to 21 clear days. This can, however,
be reduced to 14 clear days, subject to shareholder approval, and offering shareholders the facility to vote electronically. Diageo already
offers shareholders the facility to vote by electronic means (via its online proxy service), and intends to put the necessary resolution to
the forthcoming Annual General Meeting, as it did in 2009, to approve the holding of subsequent general meetings on not less than
14 clear days' notice. This approval will expire at the next Annual General Meeting.

An annual general meeting of shareholders must be held within six months of Diageo’s accounting reference date and at a time
and place determined by the directors.

The chairman of any general meeting is entitled to refuse admission to (or eject from) that general meeting any person who fails
to comply with any security arrangements or restrictions that the board may impose.

Variation of rights If, at any time, Diageo's share capital is divided into different classes of shares, the rights attached to any class of
shares may be varied, subject to the provisions of the Companies Acts, either with the consent in writing of the holders of not less than
three-quarters in nominal value of the issued shares of that class or upon the adoption of a special resolution passed at a separate
meeting of the holders of the shares of that class.

Atevery such separate meeting, all of the provisions of the articles of association relating to proceedings at a general meeting
apply, except that (@) the quorumis to be the number of persons (which must be at least two) who hold or represent by proxy not less
than one-third in nominal value of the issued shares of the class or, if such quorumiis not present on an adjourned meeting, one person
who holds shares of the class regardless of the number of shares he holds, (b) any holder of shares of the class who is presentin person
or by proxy may demand a poll, and () each shareholder present in person or by proxy and entitled to vote will have one vote per share
held in that particular class in the event a poll is taken.

Class rights are deemed not to have been varied by the creation or issue of new shares ranking equally with or subsequent to that
class of sharesin all respects or by the reduction of the capital paid up on such shares or by the purchase or redemption by Diageo of its
own shares, in each case in accordance with the Companies Acts and the articles of association.

Repurchase of shares Subject to authorisation by shareholder resolution, Diageo may purchase its own shares in accordance with

the Companies Acts. Any shares which have been bought back may be held as treasury shares or, if not so held, must be cancelled
immediately upon completion of the purchase, thereby reducing the amount of Diageo’s issued share capital. Diageo currently has
shareholder authority to buy back up to 250 million ordinary shares during the period up to the next Annual General Meeting. The
minimum price which must be paid for such shares is 28'°os pence and the maximum price is the higher of (a) an amount equal to
105% of the average of the middle market quotations for an ordinary share as derived from the London Stock Exchange Daily Official List
for the five preceding business days and (b) the higher of the price of the lastindependent trade and the highest current independent
bid on the London Stock Exchange at the time the purchase is carried out.
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Restrictions on transfers of shares The board may decline to register a transfer of a certificated Diageo share unless the instrument
of transfer (a) is duly stamped or certified or otherwise shown to the satisfaction of the board to be exempt from stamp duty and is
accompanied by the relevant share certificate and such other evidence of the right to transfer as the board may reasonably require,
(b)isinrespect of only one class of share and (c) if to joint transferees, is in favour of not more than four such transferees.

Registration of a transfer of an uncertificated share may be refused in the circumstances set out in the uncertificated securities
rules (as defined in the articles of association) and where, in the case of a transfer to joint holders, the number of joint holders to whom
the uncertificated share is to be transferred exceeds four.

The board may decline to register a transfer of any of Diageo's certificated shares by a person with a 0.25% interest (as defined in
the articles of association) if such a person has been served with a restriction notice (as defined in the articles of association) after failure
to provide Diageo with information concerning interests in those shares required to be provided under the Companies Acts, unless
the transfer is shown to the board to be pursuant to an arm’s-length sale (as defined in the articles of association).

Exchange controls
There are currently no UK foreign exchange control restrictions on the payment of dividends to US persons on Diageo’s ordinary shares
oron the conduct of Diageo's operations.

There are no restrictions under the company’s memorandum and articles of association or under English law that limit the right
of non-resident or foreign owners to hold or vote the company’s ordinary shares.

Please refer to the Taxation’ section below for details relating to the taxation of dividend payments.

Documents ondisplay

The latest Annual Report, the Form 20-F and any other documents filed by the company with the US Securities Exchange Commission
may be inspected at the Securities and Exchange Commission’s public reference room located at 100 F Street, NE, Washington, DC
20549. Information on the operation of the public reference room can be obtained by calling the Securities and Exchange Commission
at 1800 SEC 0330.

Taxation
This section provides a descriptive summary of certain US federal income tax and UK tax consequences that are likely to be material to
the holders of the ordinary shares or ADSs, who hold their ordinary shares or ADSs as capital assets for tax purposes. It does not purport
to be a complete technical analysis or alisting of all potential tax effects relevant to the ownership of the ordinary shares and ADSs.
This section does not apply to any holder who is subject to special rules, including:
- adealerin securities or foreign currency;
atraderin securities that elects to use a mark-to-market method of accounting for securities holdings;
+ atax-exemptorganisation;
- alifeinsurance company;
- aperson liable foralternative minimum tax;
- aperson thatactually or constructively owns 10% or more of the voting stock of Diageo;
apersonthat holds ordinary shares or ADSs as part of a straddle or a hedging or conversion transaction;
- aUSholder (as defined below) whose functional currency is not the US dollar; or
- apartnership ora partnerin a partnership that holds ordinary shares or ADSs.

For UK tax purposes, this section applies only to persons who are the absolute beneficial owners of their shares or ADSs and who

hold their shares or ADSs as investments. It assumes that holders of ADSs will be treated as holders of the underlying ordinary shares.

In addition to those persons mentioned above, this section does not apply to holders that are banks, regulated investment companies,
otherfinancial institutions or to persons who have or are deemed to have acquired their ordinary shares or ADSs in the course of an
employment or trade. This summary does not apply to persons who are treated as non-domiciled and resident or ordinarily resident
inthe United Kingdom for the purposes of UK tax law. This section is based on the Internal Revenue Code of 1986, as amended, its
legislative history, existing and proposed regulations, published rulings and court decisions, the laws of the United Kingdom and the
practice of Her Majesty’s Revenue and Customs, all as currently in effect, as well as on the Convention Between the Government of the
United States of America and the Government of the United Kingdom of Great Britain and Northern Ireland for the Avoidance of Double
Taxation and the Prevention of Fiscal Evasion with Respect to Tax on Income and Capital Gains (the Treaty). These laws are subject to
change, possibly on a retroactive basis.

In addition, this section is based in part upon the representations of the Depositary and the assumption that each obligationin the
Deposit Agreement and any related agreement will be performed in accordance with its terms. In general, and taking into account this
assumption, for US federal income tax purposes and for the purposes of the Treaty, holders of ADRs evidencing ADSs will be treated as
the owner of the shares represented by those ADSs. Exchanges of shares for ADRs, and ADRs for shares, generally will not be subject to
USfederalincome tax or to UK tax on profits or gains.

A US holderis a beneficial owner of ordinary shares or ADSs that is for US federal income tax purposes:

- acitizen or resident for tax purposes of the United States and who is not and has at no point been resident or ordinarily resident in
the United Kingdom;
a US domestic corporation;
an estate whose income is subject to US federalincome tax regardless of its source; or

- atrustifaUS court can exercise primary supervision over the trust’s administration and one or more US persons are authorised to
controlall substantial decisions of the trust.
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This section is not intended to provide specific advice and no action should be taken or omitted in reliance upon it. This section
addresses only certain aspects of US federal income tax and UKincome tax, corporation tax, capital gains tax, inheritance tax and
stamp taxes. Holders of the ordinary shares or ADSs are urged to consult their own tax adviser regarding the US federal, state and local,
and UK and other tax consequences of owning and disposing of the shares or ADSs in their respective circumstances. In particular,
holders are encouraged to confirm with their adviser whether they are a US holder eligible for the benefits of the Treaty.

Dividends UKtaxation There is no UK withholding tax on dividends. A shareholder who is an individual resident for UK tax purposes
inthe United Kingdom that receives a dividend from the company will generally be entitled to a tax credit equal to one-ninth of the
dividend. The individual will be taxable on the total of the dividend and the related credit, known as the gross dividend, which will be
regarded as the top slice of the individual's income. In the case of a shareholder who is liable to income tax at basic rate, the tax credit will
be treated as discharging the individual's liability to income tax in respect of the gross dividend. In case of a shareholder who'is liable to
income tax at the higher rate, the individual will be subject to tax on the gross dividend at the rate of 32.5%, to the extent that the gross
dividendfalls above the threshold for the higher rate of income tax when itis treated (as mentioned above) as the top slice of individual's
income. This means that the tax credit will satisfy only part of the individual's liability to income tax on the gross dividend, so that the
individual will have to account forincome tax equal to 22.5% of the gross dividend. In the case of a shareholder whois liable to income
tax at the additional rate, the individual will be subject to tax on the gross dividend at the rate of 42.5%, to the extent that the gross
dividend falls above the threshold for the additional rate of income tax when it is treated (as mentioned above) as the top slice of the
individual'sincome. This means that the tax credit will satisfy only part of the individual’s liability to income tax on the gross dividend,
sothat the individual will have to account forincome tax equal to 32.5% of the gross dividend. Shareholders within the charge to UK
corporation tax which are small companies (for the purposes of the UK taxation of dividends) will not generally be subject to taxon
dividends from Diageo. Other shareholders within the charge to UK corporation tax will not be subject to tax on dividends from Diageo
solong as the dividends fall within an exempt class and certain conditions are met. In general, dividends paid on shares that are ordinary
share capital for UK tax purposes and are not redeemable and dividends paid to a person holding less than 10% of the issued share
capital of the payer (or any class of that share capital) are examples of dividends that fall within an exempt class. A shareholder who is not
liable for tax on dividends received on the shares will not be entitled to claim payment of the tax credit in respect of those dividends.

Eligible US holders will not normally be entitled to a tax credit under the Treaty, nor will they be subject to a withholding tax by the
United Kingdom.

US taxation Under the US federal income tax laws, and subject to the passive foreign investment company, or PFIC, rules discussed
below, the gross amount of any dividend paid to a US holder by Diageo in respect of its ordinary shares or ADSs out of its current or
accumulated earnings and profits (as determined for US federal income tax purposes) is subject to US federal income taxation.
Dividends paid to a non-corporate US holder in taxable years beginning before 1 January 2011 that constitute qualified dividend
income will be taxable to the holder at a maximum tax rate of 15%, provided that the ordinary shares or ADSs are held for more than
60 days during the 121-day period beginning 60 days before the ex-dividend date and the holder meets other holding period
requirements. Dividends paid by Diageo with respect to its ordinary shares or ADSs will be qualified dividend income to US holders that
meet the holding period requirement. Under the Treaty, dividends will not be subject to UK withholding tax. Therefore, the US holder
willinclude inincome for US federal income tax purposes the amount of the dividend received, and the receipt of a dividend will not
entitle the US holder to a foreign tax credit.

The dividend must be included in income when the US holder, in the case of shares, or the Depositary, in the case of ADSs, receives
the dividend, actually or constructively. The dividend will not be eligible for the dividends-received deduction generally allowed to
US corporations in respect of dividends received from other US corporations. Dividends will be income from sources outside the
United States, and, depending on the US holder’s circumstances, will generally either be ‘passive’ or ‘general income for purposes of
computing the foreign tax credit allowable to a US holder. The amount of the dividend distribution that must be included in income
ofaUS holder will be the US dollar value of the pence payments made, determined at the spot pounds sterling/US dollar foreign
exchange rate on the date the dividend distribution is included in income, regardless of whether the payment is in fact converted into
US dollars. Generally, any gain or loss resulting from currency exchange fluctuations during the period from the date the dividend
paymentisincluded inincome to the date the payment is converted into US dollars will be treated as ordinary income or loss and will
not be eligible for the special tax rate applicable to qualified dividend income. The gain orloss generally will be income or loss from
sources within the United States for foreign tax credit limitation purposes. Distributions in excess of current and accumulated earnings
and profits, as determined for US federal income tax purposes, will be treated as a non-taxable return of capital to the extent of the
holder's basis in the ordinary shares or ADSs and thereafter as capital gain.

Taxation of capital gains UK taxation A citizen or resident (for tax purposes) of the United States who has at no time been either
resident or ordinarily resident in the United Kingdom will not be liable for UK tax on capital gains realised or accrued on the sale or other
disposal of ordinary shares or ADSs, unless the ordinary shares or ADSs are held in connection with a trade or business carried on by the
holderin the United Kingdom through a UK branch, agency or a permanent establishment. A disposal (or deemed disposal) of shares
or ADSs by a shareholder, or holder of ADSs, who is resident or (in the case of an individual) resident or ordinarily resident in the UK may,
depending on the shareholder’s or ADS holder’s particular circumstances, and subject to any available exemption or relief, give rise to
achargeable gain or an allowable loss for the purposes of UK taxation of chargeable gains.

US taxation Subject to the PFIC rules discussed below, a US holder who sells or otherwise disposes of ordinary shares or ADSs will
recognise capital gain or loss for US federal income tax purposes equal to the difference between the US dollar value of the amount
thatis realised and the tax basis, determined in US dollars, in the ordinary shares or ADSs. Capital gain of a non-corporate US holderis
generally taxed at preferential rates where the property is held for more than one year. The gain or loss will generally be income or loss
from sources within the United States for foreign tax credit limitation purposes.
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AUS holderwhois liable for both UKand US tax on a gain on the disposal of ordinary shares or ADSs will generally be entitled, subject
to certain limitations, to a credit against the holder’s US federal income tax liability for the amount of any UK tax paid in respect of
such gain.

PFIC rules Diageo believes that ordinary shares and ADSs should not be treated as stock of a PFIC for US federal income tax purposes,
but this conclusion is a factual determination that is made annually and thus may be subject to change. If treated as a PFIC, unless a US
holderelects to be taxed annually on a mark-to-market basis with respect to the ordinary shares or ADSs, gain realised on the sale or
other disposition of ordinary shares or ADSs would in general not be treated as capital gain. Instead, US holders would be treated as if
the holder had realised such gain and certain ‘excess distributions’ pro-rated over the holder’s holding period for the ordinary shares or
ADSs and would be taxed at the highest tax rate in effect for each such year to which the gain was allocated, together with an interest
chargeinrespect of the tax attributable to each such year. In addition, dividends received from Diageo will not be eligible for the special
tax rates applicable to qualified dividend income if Diageo is a PFIC either in the taxable year of the distribution or the preceding taxable
year, butinstead will be taxable at rates applicable to ordinary income.

UKinheritance tax Subject to certain provisions relating to trusts or settlements, an ordinary share or ADS held by an individual
shareholder whois domiciled in the United States for the purposes of the Convention between the United States and the United
Kingdom relating to estate and gift taxes (the Convention) and is not a UK national as defined in the Convention will not be subject to
UKinheritance tax on the individual's death (whether held on the date of death or gifted during the individual's lifetime) except where
the ordinary share or ADS is part of the business property of a UK permanent establishment of the individual or pertains to a UK fixed
base of an individual who performs independent personal services. In a case where an ordinary share or ADS is subject both to UK
inheritance tax and to US federal gift or estate tax, the Convention generally provides for inheritance tax paid in the United Kingdom
to be credited against federal gift or estate tax payable in the United States, or for federal gift or estate tax paid in the United States to
be credited against any inheritance tax payable in the United Kingdom, based on priority rules set forth in the Convention.

UK stamp duty and stamp duty reserve tax Stamp duty reserve tax (SDRT) arises upon the deposit of an underlying ordinary share
with the Depositary, generally at the higher rate of 1.5% of its issue price or, as the case may be, of the consideration for transfer. The
Depositary will pay the SDRT but will recover an amount in respect of such tax from the initial holders of ADSs. No UK stamp duty will
be payable on the acquisition or transfer of ADSs in practice, provided that the instrument of transfer is not executed in the United
Kingdom and remains at all times outside the United Kingdom. Furthermore, an agreement to transfer ADSs in the form of ADRs will
not give rise to a liability to SDRT.

Purchases of ordinary shares will be subject to UK stamp duty, or SDRT as the case may be, at the rate of 0.5% of the price payable
forthe ordinary shares at the time of the transfer. However, where ordinary shares being acquired are transferred direct to the
Depositary’s nominee, the only charge will generally be the higher SDRT charge of 1.5% of the price payable for the ordinary shares
soacquired.
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Inthis document the following words and expressions shall, unless the context otherwise requires, have the following meanings:

Termusedin UKannual report
Acquisition accounting

Associates

American Depositary Receipt (ADR)
American Depositary Share (ADS)

Called up share capital
Capital allowances

Capital redemption reserve
Company

Creditors

Debtors

Employee share schemes
Employment or staff costs
Equivalent units

Euro,€,¢
Exceptionalitems
Excise duty

Financelease

Financial year

Fixed assetinvestments
Free cash flow

Freehold

GAAP

Group and Diageo
IFRS

Impact Databank
Merger accounting
Netassetvalue
Net sales

Noon buying rate

Operating profit
Organic movement

Own shares

Pound sterling, sterling, £, pence, p
Profit

Profitandloss account
Profitforthe year

Provisions

Redundancy charges
Reserves

RPI

Scripdividend

SEC

Share premium
Shareholders'funds

Shares

Shares and ordinary shares
Sharesinissue

Trade and other payables
Trade and other receivables
USdollar, USS$, S, ¢

US equivalent or definition

Purchase accounting

Entities accounted for under the equity method
Receipt evidencing ownership of an ADS
Registered negotiable security, listed on the New York Stock Exchange, representing four Diageo plc ordinary
shares of 28'%s pence each

Common stock

Tax depreciation

Other additional capital

Diageoplc

Accounts payable and accrued liabilities

Accounts receivable

Employee stock benefit plans

Payroll costs

An equivalent unit represents one nine-litre case of spirits, which is approximately 272 servings.

A serving comprises 33ml of spirits, 165ml of wine, or 330ml of ready to drink or beer.

To convertvolume of products other than spirits to equivalent units: beer in hectolitres divide by 0.9, wine in
nine-litre cases divide by five, ready to drinkin nine-litre cases divide by 10, and certain pre-mixed products
classified as ready to drinkin nine-litre cases divide by five.

Eurocurrency

[tems that, in management's judgement, need to be disclosed separately by virtue of their size orincidence
Tax charged by a sovereign territory on the production, manufacture, sale or distribution of selected goods
(including imported goods) within that territory. Itis generally based on the quantity or alcohol content of goods,
rather than their value, and is typically applied to alcohol products and fuels.

Capitallease

Fiscal year

Non-currentinvestments

Net cash flow from operating activities, and net purchase and disposal of investments and property,
plantand equipment

Ownership with absolute rights in perpetuity

Generally accepted accounting principles

Diageo plcand its consolidated subsidiaries

International Financial Reporting Standards as endorsed and adopted for use in the European Union and
International Financial Reporting Standards as issued by the International Accounting Standards Board
Aninternational data resource for the beverage alcoholindustry that is independent from industry participants
Pooling of interests

Bookvalue

Sales after deducting excise duties

Buying rate at noon in New York City for cable transfers in pounds sterling as certified for customs purposes
by the Federal Reserve Bank of New York

Netoperatingincome

At level foreign exchange rates and after adjusting for exceptional items, acquisitions and disposals for
continuing operations

Treasury stock

UK currency

Earnings

Statement of income/accumulated earnings

Netincome

Accruals for losses/contingencies

Early release scheme expenses

Accumulated earnings, other comprehensive income and additional paid in capital
UK retail prices index

Stockdividend

US Securities and Exchange Commission

Additional paid in capital or paid in surplus

Shareholders’ equity

Common stock

Diageo plc's ordinary shares

Sharesissued and outstanding

Accounts payable and accrued liabilities

Accounts receivable

US currency
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