


Strengths of 
a great mix

and its consolidated subsidiaries, except as 
the context otherwise requires. A glossary 
of terms used in this report is included at 
the end of the document.
 Diageo’s consolidated fi nancial 
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 as issued by the 
IASB. Unless otherwise indicated, all fi nancial 
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 
2009 by Impact Databank. Market data 
information is taken from industry sources 
in the markets in which Diageo operates.

This is the Annual Report of Diageo plc 
for the year ended 30 June 2009 and it 
is dated 26 August 2009. It includes 
information that is required by the US 
Securities and Exchange Commission 
(SEC) for Diageo’s US fi ling of its Annual 
Report on Form 20-F. This information 
may be updated or supplemented at the 
time of the fi ling of that document with 
the SEC or later amended if necessary, 
although Diageo does not undertake to 
update any such information. The Annual 
Report is made available to all shareholders 
on its 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 document.
 This report includes names of 
Diageo’s products, which constitute 
trademarks or trade names which Diageo 
owns or which others own and license to 
Diageo for use. In this report, the term 
‘company’ refers to Diageo plc and terms 
‘group’ and ‘Diageo’ refer to the company 
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Outstanding brands

No1
José Cuervo is the 
world’s leading 
tequila

4.5m
9-litre cases

No1
Baileys is the world’s 
leading liqueur

6.7m
9-litre cases

No1
Johnnie Walker 
is the world’s leading 
scotch whisky

14.3m
9-litre cases

No1
Smirnoff  is the world’s 
leading premium spirit

24.5m
9-litre cases

No1
Guinness is the world’s 
leading stout

 11.1m
9-litre case 
equivalent units

No3
J&B is the No3 scotch 
whisky in the world

5.2m
9-litre cases

No1
Tanqueray is the 
leading imported 
gin in the US

 1.9m
9-litre cases

No2
Captain Morgan 
is the No2 rum 
in the world

8.4m
9-litre cases

Figures are volumes for the year 
ended 30 June 2009 excluding 
ready to drink.

Position source: Impact Databank 
September, December 2008 and 
February 2009.
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Outstanding brands

About the brands

Brand performance

The economic downturn aff ected 
all of Diageo’s markets, and had a 
varied impact on brand 
performance. 
 Despite this diffi  cult trading 
environment, brands within the 
vodka category performed well. 
Strong net sales growth in North 
America, International and 
Australia off set weakness in Europe 
for Smirnoff . The performance of 
Smirnoff  Black in all its markets 
along with price increases which 
were taken in the majority of 
markets delivered 4 percentage 
points of price/mix. In the United 
States, Ketel One vodka is 
exceeding expectations and 
contributed to reported growth, 
while Cîroc is now positioning 
itself as a leading ultra premium 
vodka brand.
 De-stocking at a wholesaler 
and retailer level has had a major 
impact on the overall performance 
of our scotch brands. For Johnnie 
Walker, the reduction in passenger 
numbers has led to a decline in 
sales through travel retail outlets; 
customer de-stocking of this high 
value brand and a reduction in 
business entertaining and 
consumption in traditional 
on-trade outlets in Asia Pacifi c has 
led to a decline in net sales. The 
weakness of the Spanish scotch 
market was the primary driver of 
the decline in J&B.

Captain Morgan delivered a strong 
performance mainly driven by 
share gains in North America which 
accounts for almost 90% of net 
sales. The brand’s introduction in 
markets in Europe and International 
continued successfully. Innovation 
with Captain Morgan 100 in North 
America, together with price 
increases drove overall price/mix 
improvement. 
 A decline in net sales in Baileys 
driven by weakness in Spain and 
de-stocking was partially off set by 
growth in Great Britain. 
 Share gains on José Cuervo 
Gold plus a successful launch of 
José Cuervo Silver in North America 
led to volume and net sales growth 
of the brand.
 Tanqueray’s performance was 
impacted by the weakness in North 
America although the brand grew 
in Europe and Asia Pacifi c.
 Growth of Guinness was 
driven by the continued 
momentum of the brand in Africa 
where net sales were up 18%. The 
brand’s performance in Asia Pacifi c 
continued to improve and sales 
stabilised in Ireland. Out-
performance in the declining 
on-trade GB beer market delivered 
further on-trade share gains in its 
biggest market.

A year to celebrate

Guinness 250
2009 is the year in which Diageo 
will celebrate 250 years of Guinness. 
To mark this special anniversary 
– 250 years since the signing of the 
9,000 year lease on St James’s Gate 
in Dublin – a year long programme 
of celebrations is planned. 
Throughout the year Diageo will be 
giving consumers the chance to 
enjoy remarkable events and 
experiences. Continuing the 
brand’s philanthropic tradition, 
Diageo is launching a new Arthur 
Guinness Fund, which will focus on 
supporting entrepreneurialism. The 
centrepiece of the programme is a 
unique series of music events 
taking place on Arthur’s Day (24th 
September), featuring some of the 
world’s biggest artists and acts with 
celebrations taking place 
simultaneously in the on-trade in 
four cities around the world; Dublin, 
Lagos, Kuala Lumpur and Yaoundé.

   For an interview with the 
chief marketing offi  cer 
Andy Fennell go to
www.diageoreports.com

 ‘The breadth and depth of our range 
of great brands have enabled us to 
manage through the diffi  cult trading 
environment. The heritage and the 
strong characteristics of our brands 
along with their positioning will help 
Diageo to emerge stronger.’

Paul Walsh
Chief executive 

Ketel One vodka
In June 2009, Diageo and the 
Nolet family celebrated the fi rst 
anniversary of their 50/50 
company to promote Ketel One 
super premium vodka around the 
world. Combining generations 
of spirits distilling expertise from 
within the Nolet family with 
Diageo’s marketing and 
distribution network, the fi rst year 
has been focused on integration 
and expansion – extending the 
brand equity from predominantly 
the US brand to one available and 
recognised around the world. 
Diageo has worked hard in 
educating its sales forces and 
customers about the unique 
qualities and characteristics of 
this distinguished brand.

Bushmills Irish Whiskey
During the year Bushmills Irish 
Whiskey celebrated a signifi cant 
date in the heritage of the brand 
– the 400th anniversary of the 
license to distill, granted to the 
Bushmills area. The celebrations 
commenced with the launch of a 
new special edition, Bushmills 
1608. This award winning, limited 
edition whiskey uses a 
groundbreaking process of 
distillation using crystal malt to 
deliver an exceptionally smooth 
taste. The anniversary 
programme also included the 
brand’s fi rst ever-global 
advertising campaign, ‘Welcome’, 
featuring employees from the 
Old Bushmills Distillery, bringing 
to life the people, the place and 
the craft of the distillers. In a fi tting 
tribute to Bushmills and its legacy, 
the Old Bushmills Distillery also 
featured on new look £5, £10 and 
£20 notes – the fi rst time in 
18 years that the Bank of Ireland 
has re-designed its local notes.

   www.diageoreports.com
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Notes to the consolidated 
fi nancial statements

At 30 June 2009, employee share trusts funded by the group held shares in the company as follows: 19.2 million ordinary shares held in respect 

of long term incentive plans for executive directors and senior executives; and 3.4 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 2009 was £197 million (2008 – 26.2 million 

shares, market value £241 million; 2007 – 32.7 million shares, market value £339 million). Dividends are waived on all shares in the company 

owned by the employee share trusts.

  During the year ended 30 June 2009, the company purchased 6 million ordinary shares, with an aggregate nominal value of £2 million, 

representing approximately 0.3% of the issued ordinary share capital (excluding treasury shares), to be held as treasury shares (2008 – 11 million 

shares, nominal value £3 million, 0.4% of issued share capital; 2007 – 30 million shares, nominal value £9 million, 1% 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 2009, the company cancelled 30 million ordinary shares held as treasury shares, with an aggregate 

nominal value of £8 million (2008 – 12 million shares, nominal value £4 million; 2007 – nil, £nil). In addition, the company utilised 0.3 million 

ordinary shares held as treasury shares, with an aggregate nominal value of £0.1 million, to satisfy options exercised by employees during the 

year (2008 and 2007 – 1 million shares, nominal value £0.3 million).

(f) Dividends
       2009 2008 2007
       £ million £ million £ million

Amounts recognised as distributions to equity shareholders in the year

Final dividend for the year ended 30 June 2008   

21.15 pence per share (2007 – 20.15 pence; 2006 – 19.15 pence)     527 523 524

Interim dividend for the year ended 30 June 2009   

13.90 pence per share (2008 – 13.20 pence; 2007 – 12.55 pence)     345 336 334

       872 859 858

Adjustment in respect of prior year dividends      (2) (2) –

       870 857 858

Proposed fi nal dividend for the year ended 30 June 2009

22.20 pence per share (2008 – 21.15 pence; 2007 – 20.15 pence)     550 527 523

The proposed fi nal dividend was approved by the board of directors on 26 August 2009. As this was after the balance sheet date and the 

dividend is subject to approval by shareholders at the Annual General Meeting, this dividend has not been included as a liability in these 

consolidated fi nancial statements. There are no corporate tax consequences arising from this treatment.

(g) Acquisition adjustment An adjustment has been made to reduce both goodwill and minority interests by £58 million in respect of the 

acquisition of the distribution rights for Ketel One vodka products in the year ended 30 June 2008 (see note 11(b)).

27. Cash generated from operations
In the consolidated cash fl ow statement, cash generated from operations is stated after £53 million (2008 – £4 million; 2007 – £nil) of cash 

outfl ows in respect of exceptional operating items.

  In the calculation of cash generated from operations, other items include the fair value charge in respect of share-based incentive plans 

of £31 million (2008 – £26 million; 2007 – £25 million) and in the year ended 30 June 2007, they also included the £40 million exceptional gain on 

the sale of the site of the former brewery at Park Royal.
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Notes to the consolidated 
fi nancial statements

28. Purchase of businesses

       Net assets acquired and consideration

     Book Fair value 2009 2008 2007
     value adjustments Fair value Fair value Fair value
     £ million £ million £ million £ million £ million

Brands    – 8 8 33 20

Intangible assets    – – – 911 –

Property, plant and equipment    10 – 10 2 –

Working capital    (1) – (1) 10 4

Deferred taxation    1 – 1 (115) (3)

Post employment liability    (3) 2 (1) – –

Bank overdrafts    – – – – (3)

Net identifi able assets and liabilities    7 10 17 841 18

Goodwill arising on acquisition      25 174 28

Acquisition of remaining shares in associate      (6) – –

Minority interests      2 (456) (1)

Consideration payable      38 559 45

Satisfi ed by:

Cash consideration paid      53 524 30

Movement in fi nancial liability      (23) 32 –

Deferred/contingent consideration payable      8 3 15

       38 559 45

Cash consideration paid for investments in subsidiaries     53 524 30

Cash consideration payable for investments in associates     42 62 48

Deferred consideration payable for investments in associates     – (11) –

Bank overdrafts acquired      – – 3

Prior year purchase consideration adjustment      7 – (11)

Net cash outfl ow      102 575 70

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 year ended 30 June 2007.

  On 17 December 2008, Diageo purchased for £35 million the remaining 25% stake in the company that owns the Smirnov brand. Diageo 

initially 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 fi nal 25% interest, 

additional goodwill of £13 million was recognised.

  On 30 July 2008, Diageo acquired a further 6% of the equity of Sichuan Chengdu Quanxing Group Company Limited (Quanxing), raising 

its investment to 49%, having previously acquired a 43% equity stake in Quanxing for £37 million on 27 January 2007. At that date Quanxing 

held 39.48% of the equity in Sichuan ShuiJingFang Joint Stock Company Limited (ShuiJingFang) and subsequently increased its equity stake 

in ShuiJingFang to 39.7%.

  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 year ended 

30 June 2009.

  Diageo consolidates 100% of KOW with a 50% minority interest. Diageo has the power to govern KOW’s key operating and fi nancial 

policies by means of a legal 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 fi nancial policies.
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Notes to the consolidated 
fi nancial statements 

The Nolet Group has an option to sell their 50% equity stake in the company to Diageo for $900 million (£545 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 

(£61 million) and the Nolet Group may then pursue a sale of their stake to a third party, subject to rights of fi rst off er and last refusal on Diageo’s 

part. The group recognised a fi nancial liability of £32 million at fair value for the potential 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 

on the acquisition.

  On 1 May 2008, a venture, DHN Drinks, was formed between Diageo, Heineken and Namibia Breweries Limited (NBL) to market their 

combined beer, cider and ready to drink businesses in South Africa. Diageo and Heineken each own 42.25% of DHN Drinks and NBL owns 

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 cost of £3 million recognised in the year ended 30 June 2009.

  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 plant in 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.

29. Contingent liabilities and legal proceedings

(a) Guarantees In connection with the disposal of Pillsbury, Diageo has guaranteed the debt of a third party to the amount of $200 million 

(£121 million) until November 2009. Including this guarantee, but net of the amount provided in the consolidated fi nancial statements, at 

30 June 2009 the group has given performance guarantees and indemnities to third parties of £148 million.

  There has been no material change since 30 June 2009 in the group’s performance guarantees and indemnities.

(b) Colombian litigation An action was fi led 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 alcohol importers, litigation is ongoing against Diageo’s Turkish subsidiary in 

the Turkish Civil Courts in connection with the methodology used by the Turkish customs authorities in assessing the importation value of and 

duty payable on the beverage alcohol products sold in the domestic channel in Turkey. The matter involves multiple cases against Diageo’s 

Turkish subsidiary at various stages of litigation, including a group of cases under correction appeal following an adverse fi nding at the Turkish 

Supreme Court. Diageo is unable to quantify meaningfully the possible loss or range of loss to which these cases may give rise. Diageo’s Turkish 

subsidiary intends to defend its position vigorously.

(d) SEC investigation 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 for improper payments to a Korean customs 

offi  cial have been handed down against two former Diageo Korea employees, and three current and former Diageo Korea employees have 

been convicted on various counts of tax evasion. Diageo had previously voluntarily reported the allegations relating to the convictions for 

improper payments to the US Department of Justice and the US Securities and Exchange Commission (SEC). The SEC has commenced an 

investigation into these matters, and Diageo is in the process of responding to the regulators’ inquiries. Diageo’s own internal investigation 

in Korea and elsewhere is ongoing. The US Foreign Corrupt Practices Act (FCPA) and related statutes and regulations provide for potential 

monetary penalties, criminal sanctions and may result in some cases in debarment from doing business with governmental entities in 

connection with FCPA violations. Diageo is unable to quantify meaningfully the possible loss or range of loss to which these matters may 

give rise.

(e) 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) 

is there pending or threatened by or against it, any legal or arbitration proceedings which may have a signifi cant eff ect on the fi nancial position 

of the Diageo group.
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Notes to the consolidated 
fi nancial statements

30. 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 sales include sales to associates of £60 million (2008 – £17 million; 2007 – £6 million) and operating costs include purchases from 

associates of £12 million (2008 – £6 million; 2007 – £3 million).

•  At 30 June 2009, group receivables included £16 million receivable from associates (2008 – £3 million) and group payables included 

£8 million payable to associates (2008 – £4 million).

Additions to property , plant and equipment include a warehouse acquired from Moët Hennessy for £16 million, and inventories include the 

purchase from Moët Hennessy of related maturing inventories for £8 million. Diageo has granted a two-year lease to Moët Hennessy in respect 

of this property and rental income of £1 million is included in other operating income.

  Additions to loans include £15 million of loans to associates in South Africa, comprising £8 million to DHN Drinks and £7 million to 

Sedibeng Brewery (Pty) Limited.

Joint ventures 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’.

       2009 2008 2007
       £ million £ million £ million

Salaries and short term employee benefi ts      12 12 12

Non-executive directors’ fees      1 1 1

Share-based payments      10 6 6

Other long term benefi ts      1 – 2

Post employment benefi ts      3 3 3

       27 22 24

Non-executive directors do not receive share-based payments or post employment benefi ts.

  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 and professional fees paid for by the company in 

respect of the pension plans. The total amount recharged for the year was £14 million (2008 – £15 million; 2007 – £17 million).

  At 30 June 2009, other investments on the consolidated balance sheet include £144 million paid into an escrow account subject to an 

agreement between the group and the trustee of the Diageo Pension Scheme in the United Kingdom. It is anticipated that the escrow will 

be released to the trustee and invested into the Scheme during the year ending 30 June 2010 (see note 4(f)).

31. Commitments

Capital expenditure Commitments for expenditure on property, plant and equipment not provided for in these consolidated fi nancial 

statements are estimated at £152 million (2008 – £130 million).

Operating lease commitments The minimum lease rentals to be paid under non-cancellable leases at 30 June 2009, principally in respect of 

properties, are as follows:

        2009 2008
        £ million £ million

Payments falling due:

Within one year       93 73

Between one and two years       69 73

Between two and three years       53 62

Between three and four years       43 50

Between four and fi ve years       39 42

After fi ve years       219 220

        516 520

There are no signifi cant leases for which contingent rent is payable, nor any that have purchase options, escalation clauses or restrictions. 

A number 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 £72 million, of which £12 million falls due in the year ending 

30 June 2010. The amount received under these leases is included in sales in the income statement.
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32. 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 year ended 

30 June 2009, the fair value charge to the consolidated income statement in respect of these plans was £31 million (2008 – £26 million; 2007 – 

£25 million), including £2 million exceptional operating costs (2008 and 2007 – £nil).

Executive share option plans

(a) Diageo executive share option plan (DSOP) This scheme was introduced in December 1999 and grants options to 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. There are no performance conditions to be satisfi ed, although the top 80 senior executives are required to hold shares in Diageo plc. 

US executives are granted options over the company’s ADSs (one ADS is equivalent to four ordinary shares).

(b) 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 

satisfi ed. The current performance condition is based on the increase in Diageo’s adjusted earnings per share (EPS) over a three-year period. 

Growth targets are set annually by the remuneration committee. For the 2008 grant, targets were set at 6% to 10% compound annual growth 

in adjusted EPS. The proportion of options that can be exercised depends on the extent to which the EPS growth targets have been met. 

For the 2008 grant, the exercise range is 30% for threshold performance up to 100% for achieving 10% 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.

(c) Diageo senior executive share option plan 1999 (SESOP 1999) This scheme was introduced with eff ect 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 satisfi ed. 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 greater than the increase in the RPI 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.

(d) 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

(a) UK savings-related share option scheme (SRSOS) The UK savings-related share option scheme is an HM Revenue & Customs approved 

scheme available to all UK employees. The scheme provides a long term savings opportunity for employees who can use their savings to pay 

the exercise price of a share option. Options may normally be exercised after three or fi ve 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 of the option grant.

(b) ROI 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) for employees based in the Republic of Ireland.

(c) US employee stock purchase plan (USESPP) This plan provides a long 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.

(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 for employees 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 fi ve 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 diff erent 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 growth in 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 fi rst 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 fi nancial 

performance, typically measured by improvement in an adjusted EPS measure. Re-testing of the performance condition is not permitted.

Notes to the consolidated 
fi nancial statements 
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32. Employee share compensation continued

(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 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 TSR with the TSR of a peer group of 16 companies including Diageo. TSR calculations are converted into a common currency 

(US dollars). The second performance test requires the remuneration committee to consider that there has been an underlying improvement 

in Diageo’s three-year fi nancial performance, typically measured by improvement in an adjusted EPS measure.

(c) Discretionary incentive plan (DIP), formerly Diageo share incentive plan The fi rst awards were granted in the year ended 30 June 2000 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 fi ve-year period with performance criteria varying by employee.

For the three years ended 30 June 2009, 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 share award
        plans plans plans

2009 

Weighted average assumptions

Risk free interest rate      4.2% 4.0% 3.6%

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 159p 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

2007 

Weighted average assumptions

Risk free interest rate      4.9% 5.1% 5.0%

Expected life of the options      60 months 35 months 36 months

Expected volatility      18% 13% –

Dividend yield      4.0% 3.7% 4.0%

Weighted average share price      940p 941p 942p

Weighted average fair value of options/awards granted in the year    144p 200p 841p

Number of options/awards granted in the year      8.3 million 2.7 million 2.1 million

Fair value of all options/awards granted in the year      £12 million £5 million £18 million

The risk free interest rate is based on the UK treasury coupon strips in eff ect 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 holdings in 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 at year end 

exchange rates.
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(a) Outstanding options Options over ordinary shares and over ADSs (US schemes only) outstanding at 30 June 2009 were as follows:

        Weighted
        average Weighted
        remaining average
      Range of  contractual exercise
      exercise prices Number at life price
      pence 30 June 2009 months pence

Executive share option plans     400-499 35,989 8 407

      500-599 992,338 19 559

      600-699 4,017,521 48 652

      700-799 7,108,396 57 738

      800-899 6,773,035 90 840

      900-999 7,355,777 82 918

      1000-1099 10,296,281 98 1040

      1100-1199 4,391,912 111 1125

      1200-1299 3,025,672 99 1279

       43,996,921 82 920

Savings plans     500-599 631,582 11 567

      600-699 661,359 20 651

      700-799 1,452,972 22 746

      800-899 3,511,646 38 846

      900-999 1,008,244 5 917

      1000-1099 332,272 23 1046

      1100-1199 2,084 21 1132

       7,600,159 26 805

(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 2009 were as follows:

      Executive share   Executive share
      option plans  Savings plans award plans

      Weighted  Weighted
      average  average
      exercise  exercise
     Number of price Number of price Number of
     options pence options pence awards

Balance outstanding at 30 June 2006    41,360,593 689 7,847,392 576 3,415,584

Granted    8,259,306 930 2,657,279 758 2,141,688

Exercised/awarded    (8,818,488) 641 (2,238,254) 526 (735,318)

Forfeited/expired    (1,429,186) 667 (426,485) 584 (464,747)

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

Number of options exercisable at:

30 June 2009    18,993,999 754 110,737 863 

30 June 2008    15,744,487 647 48,938 665 

30 June 2007    14,461,984 621 77,842 564 
   

(c) Employee share trusts, potential issues of ordinary shares and voting rights

(i) In order 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 deduction in 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.

(ii) 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.
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33. Post balance sheet events

On 1 July 2009, the group announced a further restructuring programme, which includes changes to supply operations in Scotland. In the year 

ending 30 June 2010, the group expects to incur exceptional operating charges of £200 million before taxation for restructuring activities.
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We have audited the parent company fi nancial statements of Diageo plc for the year ended 30 June 2009 which comprise the company 

balance sheet and the related notes. The fi nancial reporting framework that has been applied in their preparation is applicable law and UK 

Accounting Standards (UK Generally Accepted Accounting Practice).

  This report is made solely to the company’s members, as a body, in accordance with sections 495, 496 and 497 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 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 audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in the statement of directors’ responsibilities in respect of the annual report and fi nancial statements, set out in the 

corporate governance report, the directors are responsible for the preparation of the parent company fi nancial statements and for being 

satisfi ed that they give a true and fair view. Our responsibility is to audit the parent company fi nancial statements in accordance with applicable 

law and International Standards on Auditing (UK and Ireland). Those standards require us to comply with the Auditing Practices Board’s (APB’s) 

Ethical Standards for Auditors.

Scope of the audit of the fi nancial statements

A description of the scope of an audit of fi nancial statements is provided on the APB’s website at www.frc.org.uk/apb/scope/UKNP.

Opinion on fi nancial statements

In our opinion, the parent company fi nancial statements:

• give a true and fair view of the state of the company’s aff airs as at 30 June 2009;

• have been properly prepared in accordance with UK Generally Accepted Accounting Practice; and

• have been properly prepared in accordance with the requirements of the Companies Act 2006.

Opinion on other matters prescribed by the Companies Act 2006

In our opinion:

• the part of the directors’ remuneration report to be audited has been properly prepared in accordance with the Companies Act 2006; and

•  the information given in the directors’ report for the fi nancial year for which the fi nancial statements are prepared is consistent with the 

parent company fi nancial statements.

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 fi nancial statements and the part of the directors’ remuneration report to be audited are not in agreement with the 

accounting records and returns; or

•  certain disclosures of directors’ remuneration specifi ed 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 fi nancial statements of Diageo plc for the year ended 30 June 2009.

Ian Starkey (Senior Statutory Auditor)

for and on behalf of KPMG Audit Plc, Statutory Auditor

Chartered Accountants

KPMG Audit Plc

8 Salisbury Square

London

EC4Y 8BB

26 August 2009

Independent auditor’s report 
to the members of Diageo plc
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       30 June 2009  30 June 2008

     Notes £ million £ million £ million £ million

Fixed assets

Investments    4  28,249  28,300

Current assets

Amounts owed by group undertakings     472  3,108 

Other debtors – due within one year     72  72 

Other debtors – due after one year     56  14 

Cash at bank     –  18 

      600  3,212 

Creditors – due within one year     (144)  (38) 

Net current assets      456  3,174

Total assets less current liabilities      28,705  31,474

Creditors – due after one year     

Amounts owed to group undertakings      (11,468)  (13,700)

Other creditors      (89)  (85)

Provisions for liabilities and charges      (145)  (143)

Net assets before post employment liabilities      17,003  17,546

Post employment liabilities      (13)  (13)

Net assets      16,990  17,533

Capital and reserves

Called up share capital      797  816

Share premium      1,342  1,342

Merger reserve      9,161  9,161

Other reserves      3,146  3,123

Profi t and loss account      2,544  3,091

Shareholders’ funds    5  16,990  17,533

 

The accompanying notes are an integral part of these company fi nancial statements.

  These fi nancial statements were approved by a duly appointed and authorised committee of the board of directors on 26 August 2009 

and were signed on its behalf by PS Walsh and NC Rose, directors.

Company balance sheet
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Basis of preparation

The fi nancial statements are prepared on a going concern basis under the historical cost convention, modifi ed to include revaluations to fair 

value of certain fi nancial 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 profi t and loss account. The company 

has taken advantage of the exemption from preparing a cash fl ow statement under the provisions of FRS 1 (Revised 1996) and the exemption 

contained in FRS 8 and has not separately disclosed transactions with subsidiary undertakings.

   The following paragraphs describe the signifi cant accounting policies under UK GAAP, which have been consistently applied.

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.

Dividends paid and received

The interim dividend is included in the fi nancial statements in the period in which it is approved by the directors, and the fi nal dividend in the 

period in which it is approved by shareholders at the annual general meeting. Dividends received are included in the fi nancial statements in 

the period in which they are receivable.

Share-based payments – employee benefi ts

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 fulfi lling obligations in respect of various employee share plans around the group are deducted from equity 

in the balance sheet. Any surplus or defi cit arising on the sale of the Diageo plc shares held by the company is included as an adjustment 

to reserves.

Foreign currencies

Transactions in 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.

Pensions and other post employment benefi ts

Diageo operates a number of defi ned benefi t 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 defi ned contribution plans. Contributions payable in respect 

of defi ned contribution plans are charged to operating profi t as incurred.

  The company operates a number of post employment benefi t plans which are unfunded. For these plans, the amount charged in the 

profi t and loss 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

Tax is provided at the amounts expected to be paid applying tax rates that have been enacted or substantively enacted by the balance 

sheet date.

  Full provision for deferred tax is made for timing diff erences between the recognition of gains and losses in the fi nancial 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 it is 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.

Financial instruments

The company’s accounting policies for fi nancial instruments under UK GAAP, namely FRS 25 – Financial instruments: presentation, FRS 26 – 

Financial instruments: 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. These policies are set out under the heading ‘Derivative fi nancial instruments’ in the ‘Accounting policies of the group’. 

As consolidated fi nancial information has been disclosed under IFRS 7 in note 22 to the consolidated fi nancial statements, the parent company 

is exempt from the disclosure requirements of FRS 29.

Accounting policies 
of the company
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1. Auditor fees

Note 3 to the consolidated fi nancial statements of the group provides details of the remuneration of the company’s auditor on a group basis.

2. Directors’ emoluments

Full information on directors’ emoluments, share and other interests, transactions and pension entitlements is included in the directors’ 

remuneration report in this Annual Report.

3. Employees

        2009 2008

Average number of employees

Full time       195 178

Part time       18 14

        213 192

        2009 2008
        £ million £ million

Aggregate remuneration

Wages and salaries       24 20

Share-based incentive plans       9 6

Employer’s social security       3 3

Employer’s pension       5 7

Other post employment       1 1

        42 37

Within aggregate remuneration for the year ended 30 June 2009, wages and salaries and share-based incentive plans include exceptional 

operating costs of £2 million and £1 million, respectively.

Post employment benefi ts The Diageo UK group operates a number of defi ned benefi t 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 defi ned contribution 

plans. Details of the Diageo pension scheme in the United Kingdom are provided in the consolidated fi nancial statements.

  The company recognises liabilities under FRS 17 in respect of other non-pension post employment benefi ts.

4. Investments

       Shares in group Other
       undertakings investments Total
       £ million £ million £ million

Cost 

At 30 June 2007      28,229 59 28,288

Additions      11 50 61

Disposals      (5) – (5)

At 30 June 2008      28,235 109 28,344

Additions      10 52 62

Disposals      (106) – (106)

At 30 June 2009      28,139 161 28,300

Impairment losses   

At 30 June 2007 and 30 June 2008      35 9 44

Impairment charge for the year      – 8 8

Written off       (1) – (1)

At 30 June 2009      34 17 51

Carrying amount   

At 30 June 2009      28,105 144 28,249

At 30 June 2008      28,200 100 28,300

At 30 June 2007      28,194 50 28,244

Details of the principal group companies are given after these fi nancial statements.

  Other investments at 30 June 2009 include £144 million (2008 – £100 million; 2007 – £50 million) paid into an escrow account and invested 

subject to an agreement between the company and the trustee of the Diageo Pension Scheme in the United Kingdom.

Notes to the company 
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5. Shareholders’ funds

    Capital Cash fl ow  Profi t and loss account 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 2007 848 1,341 9,161 3,095 – (2,598) 5,790 3,192 17,637

Profi t for the year – – – – – – 1,816 1,816 1,816

Eff ective portion of

 changes in fair value 

 of interest rate hedges – – – – (4) – – – (4)

Share trust arrangements  – – – – – 60 (14) 46 46

Share-based incentive plans – – – – – – 26 26 26

Shares issued – 1 – – – – – – 1

Own shares repurchased (32) – – 32 – (19) (1,113) (1,132) (1,132)

Dividends paid – – – – – – (857) (857) (857)

At 30 June 2008 816 1,342 9,161 3,127 (4) (2,557) 5,648 3,091 17,533

Profi t for the year – – – – – – 684 684 684

Eff ective portion of

 changes in fair value 

 of interest rate hedges – – – – 4 – – – 4

Share trust arrangements – – – – – 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

(a) Share capital The authorised share capital of the company at 30 June 2009 was 5,329 million ordinary shares of 28101⁄108 pence each (2008 – 

5,329 million) with an aggregate nominal value of £1,542 million (2008 – £1,542 million).

Allotted and fully paid share capital – ordinary shares of 28101⁄108 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) (11)

Treasury shares cancelled       (30) (8)

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 under 

employee share option schemes for a total consideration of £0.5 million (2008 – 0.1 million shares, nominal value less than £0.1 million, 

consideration £1 million).

(c) Merger reserve On the acquisition of a business, or of an interest in an associate, fair values, refl ecting conditions at the date of acquisition, 

are attributed to the net assets acquired. Where merger relief is applicable under the UK Companies Acts, the diff erence between the fair value 

of the business acquired and the nominal value of shares issued as purchase consideration is treated as a merger reserve.

Notes to the company 
fi nancial statements
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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 held as treasury shares for hedging share scheme grants provided to employees 

during the year, as follows:

   Treasury shares Treasury shares for 
  Own shares held by repurchased under hedging share scheme 
  employee share trusts buyback programmes grants to employees Total own shares

  Number Purchase Number Purchase Number Purchase 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 32 265 271 2,240 10 93 313 2,598

Share trust arrangements (7) (49) – – – – (7) (49)

Shares purchased – – – – 11 124 11 124

Shares cancelled – – (12) (105) – – (12) (105)

Shares used to satisfy options – – – – (1) (11) (1) (11)

At 30 June 2008 25 216 259 2,135 20 206 304 2,557

Share trust arrangements (3) (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

At 30 June 2009, own shares comprised: 22 million ordinary shares, with an aggregate nominal value of £6 million, held by employee share 

trusts (2008 – 25 million shares, nominal value £7 million); 223 million ordinary shares, with an aggregate nominal value of £65 million, 

repurchased and held as treasury shares (2008 – 259 million shares, nominal value £75 million); and 32 million ordinary shares, with an aggregate 

nominal value of £9 million, held as treasury shares for hedging share scheme grants (2008 – 20 million shares, nominal value £6 million).

  Dividends are waived on all shares in the company owned by the employee share trusts.

  During the year ended 30 June 2009, the company purchased 6 million ordinary shares, with an aggregate nominal value of £2 million, 

representing approximately 0.3% of the issued ordinary share capital (excluding treasury shares), to be held as treasury shares (2008 – 11 million 

shares, nominal value £3 million, 0.4% 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 2009, the company cancelled 30 million ordinary shares held as treasury shares, with an aggregate 

nominal value of £8 million (2008 – 12 million shares, nominal value £4 million). In addition, the company utilised 0.3 million ordinary shares held 

as treasury shares, with an aggregate nominal value of £0.1 million, to satisfy options exercised by employees during the year (2008 – 1 million 

shares, nominal value £0.3 million).

6. Contingent liabilities

The company has guaranteed certain borrowings of subsidiaries which at 30 June 2009 amounted to £8,168 million (2008 – £6,970 million). The 

company has also provided irrevocable guarantees relating to the liabilities of certain of its Irish and Dutch subsidiaries. In connection with the 

disposal of Pillsbury, the company has guaranteed the debt of a third party to the amount of $200 million (£121 million) until November 2009.

Notes to the company 
fi nancial statements
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The companies listed below include those which principally aff ect the profi ts and assets of the group. The operating companies listed below 

may carry on the business described in the countries listed in conjunction with their subsidiaries and other group companies. A full list 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 

       distribution of premium drinks

Diageo Great Britain Limited England Worldwide 100% Production, 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 

       distribution of premium drinks

Diageo Capital plc(a) Scotland United Kingdom 100% Financing company for the group

Diageo Finance plc(a) 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    

Moët Hennessy, SNC(b) France France 34% Production and distribution of 

       premium drinks

(a) Directly owned by Diageo plc.
(b) French partnership.

All percentages, unless otherwise stated, relate to holdings of ordinary share capital and are equivalent to the percentages of voting rights held 

by the group.

Principal group companies
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Legal proceedings

Information on legal proceedings is set out in note 29 to the consolidated fi nancial 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 30 to the consolidated fi nancial statements.

Material contracts

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 stock 

and assets of the worldwide spirits, wines, wine and malt coolers, other malt beverages, fortifi ed wines, non-alcoholic mixers and other 

alcoholic and 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, a formal agreement entered into on 

4 December 2000 which was subsequently amended and restated (the FIA). The FIA set out (amongst 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 further agreement 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 SOFIA in modifi ed 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 other in 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 for the management of the remaining jointly-owned businesses including for their future 

restructuring and/or liquidation.

Share capital

As at 10 August 2009, Diageo had an authorised share capital of 5,329 million ordinary shares of 28101⁄108 pence each with an aggregate nominal 

value of £1,542 million, and an allotted and fully paid share capital of 2,754 million ordinary shares of 28101⁄108 pence each with an aggregate 

nominal value of £797 million (including treasury shares and shares owned by the employee share trusts).

Major shareholders At 10 August 2009, the following substantial interests (3% or more) in the company’s ordinary share capital (voting 

securities) had been notifi ed to the company.

       Percentage of issued  
      Number of ordinary share capital Date of notifi cation
Shareholder    ordinary shares (excluding treasury shares)  of interest

Capital Research and Management Company (indirect holding)   124,653,096 4.99%  28 April 2009

Legal & General Group Plc (direct holding)    107,824,143 4.12% 26 October 2007

The company has not been notifi ed of any other substantial interests in its securities. The company’s substantial shareholders do not have 

diff erent 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 result in a change of control of 

the company.

  As at the close of business on 10 August 2009, 544,805,084 ordinary shares, including those held through ADSs, were held by 

approximately 2,852 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, 135,969,163 ADSs were held 

by 2,094 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 benefi cial owners in 

the United States or the ordinary shares held by them.

Additional information 
for shareholders
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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 on the 

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 fi rms 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 1 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 a stock represented 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 aff ect the US dollar equivalent of the pound sterling 

price of the ordinary shares on the Exchange and, as a result, will aff ect the market price of the ADSs on the NYSE. In addition, such fl uctuations 

will aff ect the US dollar amounts 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 Offi  cial List, and the highest and lowest sales prices for 

ADSs as reported on the NYSE composite tape.

      Per ordinary share  Per ADS

      High Low High Low
      pence pence $ $

Year ended 30 June

2005      824 658 60.96 48.58

2006      928 777 68.98 55.11

2007      1094 895 86.79 65.83

2008      1122 911 92.55 72.70

2009      1065 733 76.65 41.14

Three months ended

September 2007     1086 990 87.82 78.93

December 2007     1122 1050 92.55 84.90

March 2008     1081 943 85.83 76.32

June 2008     1075 911 85.99 72.70

September 2008     1065 857 76.65 67.59

December 2008     987 794 70.10 50.25

March 2009     989 733 58.44 41.14

June 2009     889 772 58.84 45.54

2009 monthly

January     989 902 58.44 51.33

February     950 819 55.62 46.49

March     792 733 45.03 41.14

April      813 772 47.94 45.54

May      881 815 54.56 48.66

June      889 840 58.84 54.00

July      938 867 62.38 56.42

August (to 26 August 2009)     997 917 64.29 60.68

At close of business on 26 August 2009, the market prices for ordinary shares and ADSs were 997 pence and $64.29, respectively.

Memorandum and articles of association

The following description summarises certain provisions of Diageo’s memorandum of association and of its articles of association (as amended 

by special resolution at the Annual General Meeting on 15 October 2008) and applicable English law concerning companies (the Companies 

Acts), in each case as at 10 August 2009. This summary is qualifi ed in its entirety by reference to the Companies Acts and Diageo’s 

memorandum and articles of association. Information on where investors can obtain copies of the memorandum and articles of association 

is provided under ‘Additional information for shareholders – Documents on display’ below.

  A resolution will be put to the Annual General Meeting to be held on 14 October 2009 to adopt new articles of association. The proposed 

changes refl ect the fi nal phase of the implementation of the Companies Act 2006 and the implementation of the Companies (Shareholders’ 

Rights) Regulations 2009. If adopted, the changes will be refl ected in the summary of the articles which will appear in the 2010 Annual Report.

  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.

Additional information 
for shareholders
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Objects and purposes Diageo is incorporated under the name Diageo plc, and is registered in England and Wales under registered number 

23307. Diageo’s objects and purposes are set forth in the fourth clause of its memorandum of association and cover a wide range of activities, 

including carrying on the business of a holding company, carrying on the business of producing, distributing and marketing branded drinks 

and brewing, distilling and manufacturing wines, spirits and mineral or other types of water, as well as doing anything incidental or conducive 

to the attainment of its objectives. The memorandum of association grants Diageo a broad range of powers to eff ect these objectives.

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 aff airs 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 offi  ce during 

the two previous general meetings and did not retire at either of them; and any director who has been in offi  ce, other than in an executive 

position, for a 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 confl ict of interest, nor to resolutions 

(a) giving the director any guarantee, security or indemnity in respect of obligations or liabilities incurred for the benefi t of Diageo, (b) giving 

any guarantee, security or indemnity 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 off er of securities of Diageo in which the director participates or may 

participate as a holder of shares or other securities or in the underwriting, (d) relating to any contract in which the director is interested by virtue 

of the director’s interest in securities of Diageo or by reason of any other interest in or through Diageo, (e) 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 benefi t (including any retirement benefi t plan) in which the director will share equally with other employees, 

(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 off ered 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 off ered 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, as the holder of any offi  ce or place of profi t 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 qualifi cation to act as a director.

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 fi xed rate dividends. No dividend may be 

paid other than out of profi ts 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 defi ned in the articles of association) if such a person has been served with a restriction notice (as defi ned 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.

  If a dividend has not been claimed, the directors may invest the dividend or use it in some other way for the benefi t 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 

fi nancial 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 or that 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 

fi nancial 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 specifi c 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 poll is duly demanded. On a show 

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, subject to (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 present in 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).
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A poll may be demanded by any of the following:

• the chairman of the meeting;

• at least three shareholders entitled to vote on the relevant resolution and present in person or by proxy at the meeting;

•  any shareholder 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 fi nal 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.

An ordinary resolution requires the affi  rmative vote of a simple majority of the votes cast by those entitled to vote at a meeting at which there 

is a quorum in order to be passed. Special resolutions require the affi  rmative 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 is a minimum 

of two shareholders present in person or by proxy and entitled to vote.

  In the case of an equality of votes, whether on a show of hands or on a poll, the chairman of the meeting is entitled to cast the deciding 

vote in addition to any other votes he may have.

  A shareholder is not entitled to vote at any general meeting or class meeting in respect of any share held by him if he has been served 

with a restriction notice (as defi ned 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 association or given by its shareholders in 

general meeting, but which in either event cannot last for more than fi ve years. Under the Companies Acts, Diageo may also not allot shares for 

cash (otherwise than pursuant to an employee share scheme) without fi rst making an off er 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 2000 and 

Rule 5 of the Disclosure and Transparency Rules made by the Financial Services Authority imposes a statutory obligation on a person to notify 

Diageo and the Financial Services Authority of the percentage of the voting rights in Diageo he directly or indirectly holds or controls, or has 

rights over, through his direct or indirect holding of certain fi nancial instruments, if the percentage of those voting rights:

•  reaches, exceeds or falls below 3% and/or any subsequent whole percentage fi gure as a result of an acquisition or disposal of shares or 

fi nancial 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 shares 

in 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 specifi ed 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 out in that 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 fi nancial 

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 off eror 

or off eree company on all parties to a takeover and also on their respective associates during the course of an off er period.
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General meetings and notices At least 21 clear days’ written notice of an annual general meeting is required. Any general meeting which is 

not an 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 off ering shareholders the facility to vote electronically. Diageo already off ers 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 

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 diff erent 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.

  At every such separate meeting, all of the provisions of the articles of association relating to proceedings at a general meeting apply, 

except that (a) the quorum is 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 quorum is 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 present in person or by proxy may demand a 

poll, and (c) 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 shares in 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 252 million ordinary shares during the period up to the next Annual General Meeting. The minimum price which must be paid 

for such shares is 28101/108 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 Offi  cial List for the fi ve 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 at the time the 

purchase is carried out.

Restrictions on transfers of shares The board may decline to register a transfer of a certifi cated Diageo share unless the instrument of transfer 

(a) is duly stamped or certifi ed or otherwise shown to the satisfaction of the board to be exempt from stamp duty and is accompanied by the 

relevant share certifi cate and such other evidence of the right to transfer as the board may reasonably require, (b) is in respect 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 uncertifi cated share may be refused in the circumstances set out in the uncertifi cated securities rules 

(as defi ned in the articles of association) and where, in the case of a transfer to joint holders, the number of joint holders to whom the 

uncertifi cated share is to be transferred exceeds four.

  The board may decline to register a transfer of any of Diageo’s certifi cated shares by a person with a 0.25% interest (as defi ned in the 

articles of association) if such a person has been served with a restriction notice (as defi ned 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 defi ned 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 or on 

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 on display

The latest Annual Report, the Annual Review and any related documents of the company 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 1 800 SEC 0330.
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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 a listing of all potential tax eff ects 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:

• a dealer in securities or foreign currency;

• a trader in securities that elects to use a mark-to-market method of accounting for securities holdings;

• a tax-exempt organisation;

• a life insurance company;

• a person liable for alternative minimum tax;

• a person that actually or constructively owns 10% or more of the voting stock of Diageo;

• a person that holds ordinary shares or ADSs as part of a straddle or a hedging or conversion transaction;

• a US holder (as defi ned below) whose functional currency is not the US dollar; or

• a partnership or a partner in a partnership that holds ordinary shares or ADSs.

For UK tax purposes, this section applies only to persons who are the absolute benefi cial 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, other fi nancial 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 in the 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 eff ect, 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 obligation in 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 US federal 

income tax or to UK tax on profi ts or gains.

  A US holder is a benefi cial owner of ordinary shares or ADSs that is for US federal income tax purposes:

•  a citizen 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 federal income tax regardless of its source; or

•  a trust if a US court can exercise primary supervision over the trust’s administration and one or more US persons are authorised to control 

all substantial decisions of the trust.

This section is not intended to provide specifi c 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 UK income 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 confi rm with their 

adviser whether they are a US holder eligible for the benefi ts of the Treaty.

Dividends UK taxation There is no UK withholding tax on dividends. A shareholder who is an individual resident for UK tax purposes in the 

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. The tax credit will, however, be treated as discharging the individual’s liability to income tax in respect 

of the gross dividend, unless and except to the extent that the gross dividend falls above the threshold for the higher rate of income tax, in 

which case the individual will, to that extent, pay tax on the gross dividend calculated as 32.5% of the gross dividend less the related tax credit. 

A shareholder that is a company resident for tax purposes in the United Kingdom will not generally be taxable on any dividend it receives in 

respect of the shares. The UK Government has published draft legislation that would, if passed in its current form, signifi cantly change the tax 

treatment of dividends received by shareholders within the charge to UK corporation tax. Such shareholders should consult their independent 

professional tax advisers about the implications of the legislation, once fi nally enacted. 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.
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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 profi ts (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 qualifi ed 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 qualifi ed 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 will include in income 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 of a US holder will be the US dollar value of 

the pence payments made, determined at the spot UK 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 fl uctuations during the period from the date the dividend payment is included in income 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 qualifi ed dividend income. 

The gain or loss 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 profi ts, 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 holder in 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 a chargeable 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 diff erence between the US dollar value of the amount that is realised and 

the tax basis, determined in US dollars, in the ordinary shares or ADSs. Capital gain of a non-corporate US holder that is recognised in taxable 

years beginning before 1 January 2011 is taxed at a maximum rate of 15% 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.

  A US holder who is liable for both UK and 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 holder elects 

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 eff ect for each such year to which the gain was allocated, together with an interest charge in respect 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 qualifi ed dividend income 

if Diageo is a PFIC either in the taxable year of the distribution or the preceding taxable year, but instead will be taxable at rates applicable to 

ordinary income.

UK inheritance tax Subject to certain provisions relating to trusts or settlements, an ordinary share or ADS held by an individual shareholder 

who is 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 defi ned in the Convention will not be subject to UK inheritance 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 fi xed 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 for the 

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 so acquired.

Additional information 
for shareholders

A
d

d
itio

n
al in

fo
rm

atio
n



164

D
iag

eo
 A

n
n

u
al R

ep
o

rt 2
0

0
9

 

In this document the following words and expressions shall, unless the context otherwise requires, have the following meanings:

Term used in UK annual report US equivalent or defi nition
Acquisition accounting Purchase accounting
Associates Entities accounted for under the equity method
American Depositary Receipt (ADR) Receipt evidencing ownership of an ADS
American Depositary Share (ADS) Registered negotiable security, listed on the New York Stock Exchange, representing four Diageo plc 

ordinary shares of 28101⁄108 pence each
Called up share capital Common stock
Capital allowances Tax depreciation
Capital redemption reserve Other additional capital
Company Diageo plc
Creditors Accounts payable and accrued liabilities
Debtors Accounts receivable
Employee share schemes Employee stock benefi t plans
Employment or staff  costs Payroll costs
Equivalent units 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 convert volume of products other than spirits to equivalent units: beer in hectolitres divide by 0.9, 
wine in nine litre cases divide by fi ve, ready to drink in nine litre cases divide by 10, and certain pre-mixed 
products classifi ed as ready to drink in nine litre cases divide by fi ve.

Euro, €, ¢ Euro currency
Exceptional items Items that, in management’s judgement, need to be disclosed separately by virtue of their size or 

incidence
Excise duty Tax charged by a sovereign territory on the production, manufacture, sale or distribution of selected 

goods (including imported goods) within that territory. It is generally based on the quantity or alcohol 
content of goods, rather than their value, and is typically applied to alcohol products and fuels.

Finance lease Capital lease
Financial year Fiscal year
Fixed asset investments Non-current investments
Free cash fl ow Net cash fl ow from operating activities, and net purchase and disposal of investments and property, 

plant and equipment
Freehold Ownership with absolute rights in perpetuity
GAAP Generally accepted accounting principles
Group and Diageo Diageo plc and its consolidated subsidiaries
IFRS  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
Impact Databank An international data resource for the beverage alcohol industry that is independent from industry 

participants
Merger accounting Pooling of interests
Net asset value Book value
Net sales Sales after deducting excise duties
Noon buying rate Buying rate at noon in New York City for cable transfers in pounds sterling as certifi ed for customs 

purposes by the Federal Reserve Bank of New York
Operating profi t Net operating income
Organic movement At level foreign exchange rates and after adjusting for exceptional items, acquisitions and disposals for 

continuing operations
Own shares Treasury stock
Pound sterling, sterling, £, pence, p UK currency
Profi t Earnings
Profi t and loss account Statement of income/accumulated earnings
Profi t for the year Net income
Provisions Accruals for losses/contingencies
Recognised income and expense Comprehensive income
Redundancy charges Early release scheme expenses
Reserves Accumulated earnings, other comprehensive income and additional paid in capital
RPI  UK retail prices index
Scrip dividend Stock dividend
SEC  US Securities and Exchange Commission
Share premium Additional paid in capital or paid in surplus
Shareholders’ funds Shareholders’ equity
Shares Common stock
Shares and ordinary shares Diageo plc’s ordinary shares
Shares in issue Shares issued and outstanding
Trade and other payables Accounts payable and accrued liabilities
Trade and other receivables Accounts receivable 
US dollar, US$, $, ¢ US currency
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