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Abstract

This report provides a comprehensive analysis of Diageo plc’s financial
performance and valuation. It includes an in-depth performance analysis,
examining Diageo’s segment sales, profitability, and capital structure. The
report further assesses Diageo’s valuation through a Discounted Cash Flow
(DCF) model and relative valuation metrics, offering insights into the
company’s intrinsic value. Additionally, to provide some context on
Diageo, the report also includes a company overview section.
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Introduction

The joint equity research report on Diageo aims to deliver a comprehensive
analysis of the company’s financial performance, strategic positioning, and
valuation, providing investors with a well-founded recommendation. Diageo’s role
as a global leader in the alcoholic drinks industry makes it a key player to evaluate,
especially considering the post-pandemic normalisation and ongoing regional
challenges.

The report combines an extensive analysis of Diageo’s operations and market, its
financial performance, and its valuation outlook based on fundamental and relative
valuation techniques. Ultimately, the findings culminate in a HOLD
recommendation, reflecting our estimated target price of £26.60 and expected total
return of 7.51% by Diageo’s FY25.

The present individual report focuses on the detailed review of the company’s
historical financial performance, assessing key metrics such as sales, margins,
liquidity and profitability, and on the valuation section, which includes a discounted
cash flow model supported by both a sensitivity and scenario analysis and a trading
comparables approach as well. Additionally, to provide some context on the

company, the report also includes the company overview section.

The remaining sections comprised in the joint report are covered by my partner,

focusing on the industry analysis, risks and challenges and forecasts sections.
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Figure 1: Diageo's logo
Source: Diageo’s website
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Figure 2: Selected brands
Source: Diageo’s website

Figure 3: Scotch portfolio price ladder
Source: Diageo’s FY24 annual report

Company Overview

History

Diageo plc was established in 1997 through the merger of Grand Metropolitan and
Guinness, with its shares listed on the London Stock Exchange the same year.
From its inception, Diageo focused on becoming a global player in premium
alcoholic beverages by streamlining its operations and divesting non-core assets.
This included the sale of Burger King and Pillsbury in 2000, which allowed the

company to focus on a portfolio of spirits and beer.

The company has expanded geographically and diversified its offerings through
targeted investments and acquisitions. In 2001, Diageo acquired Seagram’s spirits
and wine business, increasing its presence in North America. This was followed
by the 2014 purchase of United Spirits Limited, which raised its exposure to the
Indian market. The company also invested in breweries and partnerships in Africa

in 2017, reflecting a new entrance into emerging markets.

In 2016, Diageo entered the non-alcoholic category with the acquisition of Seedlip,
a brand specialising in non-alcoholic spirits. The 2018 acquisition of Casamigos, a
premium tequila brand, expanded its presence in the United States and Latin
America. In recent years, Diageo concentrated on categories like gin and tequila,

particularly in Europe, North America, and Asia-Pacific.

Products and Business Model

Today, Diageo owns a diverse portfolio of over 200 brands covering multiple
alcoholic beverage categories, including spirits, beer, and ready-to-drink (RTD)
offerings, with some well-known names serving as key representatives in each

segment (figure 2).

Many of these brands feature multiple editions or tiers that capture different price
points and consumer preferences under the same brand umbrella. For example,
Johnnie Walker, one of the world’s leading scotch brands, offers a range of
products from its entry-level Red Label to premium editions like Blue Label and
Green Label, targeting standard, premium, and luxury price segments (figure 3).
Similarly, in the tequila category, Don Julio demonstrates a parallel strategy,
offering products such as Don Julio Blanco for the standard segment, while higher-
end editions like Don Julio 1942 and Don Julio Real cater to the super-premium

category. This diversified pricing structure enables Diageo to remain competitive
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Figure 4: Diageo's FY24 net sales by region
Source: Diageo’s annual report
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Source: Diageo’s annual report
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across consumer groups, from mainstream to affluent buyers, further supporting

the company’s premiumisation strategy.

Diageo’s global portfolio is not only categorically diversified but also geographically
well-balanced (figures 4 and 5). Operating in over 180 countries, Diageo has
established a strong presence across both mature markets, such as North America
and Europe, and emerging markets, including Asia-Pacific, Africa, and Latin
America. This geographic reach reduces Diageo’s exposure to risks in any single
market while allowing the company to capitalise on growth opportunities in
developing economies, where rising disposable incomes and evolving consumer

trends favour premium and international spirits.

Strategy

Diageo’s strategy is structured around three pillars: strengthening its brands and
portfolio, responding to consumer trends, and executing with operational
excellence. The main target that acts as the primary driver for many actions
undertaken by the company is to achieve a 6% market share by 2030 in the Total

Alcoholic Beverage (TBA) sector.

The first pillar, unleashing the power of brands and portfolio, focuses on
maintaining Diageo’s leadership in high-growth categories such as whisky and
tequila by maximising growth opportunities while leveraging its heritage. At the
same time, Diageo’s strategy emphasizes winning with consumer-first local
portfolios by building strong brands that are tailored to local markets. This strategy
focuses on driving growth through local relevance, ensuring its portfolio aligns with
regional preferences. Additionally, Diageo aims to continue Guinness’ breakout

growth by leveraging an asset-light model and fostering innovation.

The second pillar, related to the relative positioning towards consumer trends,
highlights the way Diageo is responding to evolving preferences. Diageo continues
to capitalise on the ongoing trend of premiumisation, aligning its portfolio with
consumer preferences for higher-value products. This focus has translated into a
significant shift in the company’s sales breakdown by price tier, with premium
categories accounting for around 63% in FY23, vs. the 47% slice in FY17 (figure
6). Increased demand for ready-to-drink (RTD) beverages and non-alcoholic
options also reflects shifting consumer habits toward convenience, and
moderation. Innovations such as Guinness 0.0 indicate Diageo’s ability to adapt its

portfolio to emerging opportunities. This focus on innovation is expected to drive
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incremental revenue growth, particularly in categories that appeal to younger,

trend-driven consumer segments.

The third pillar, operational excellence, shows how Diageo balances growth with
cost efficiency. The company delivered around £551 million in productivity savings
in FY24 through supply chain optimisation, pricing strategies under its “Revenue
Growth Management” (RGM) program, and disciplined resource allocation (figure
7). Looking forward, these initiatives are expected to sustain margin stability
despite increasing costs from marketing and promotional activities. Additionally,
Diageo’s investments in production infrastructure and automation indicate a
steady, moderate growth in Property, Plant, and Equipment (PPE) to support
capacity expansion in high-growth markets, partially offset by the focus on

premiumisation.

Diageo’s strategy is further underpinned by three key enablers: digital
transformation, talent development, and sustainability. Digital tools, such as Al-
driven marketing platforms and advanced supply chain systems, enable improved
execution efficiency and cost management. Simultaneously, the “Spirit of
Progress” program drives initiatives such as sustainable packaging and carbon
reduction, reflecting a moderate, but necessary increase in sustainability-related

operating expenses.

Governance

Diageo’s governance structure is reflected by a Board of Directors composed of
both executive and non-executive members, providing oversight and strategic
guidance through specialised committees, which cover areas such as audit,
remuneration, and sustainability. The Chair leads the Board, while executive
management reports to the Board to ensure the alignment of corporate activities
with shareholder interests.

The Executive Committee, headed by the CEO and supported by CFO Lavanya
Chandrashekar (both of whom are also Board members), is additionally composed
by five Chief Officers responsible for core functions, and four regional Presidents

who oversee Diageo’s operations in its key geographic areas.

A significant change occurred on the 28™ of March 2023, when Debra Crew,
previously COO, was announced to become the new CEO, following the retirement

of former CEO, Ivan Menezes.
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North America Sales Growth

Figure 9: Diageo's North America historic
growth compared to market
Source: Diageo’s annual reports and Statista

Shareholders Structure

Diageo’s shareholder base is composed of institutional investors, individual
shareholders, and holders of American Depositary Shares (ADSs). As of the latest
report, the company had a total of 325,119,456 ordinary shares, including those
held through ADSs, and approximately 209 million shares held as treasury shares.
The company is committed to delivering shareholder value through both dividends
and share buybacks, aiming to increase its dividend paid annually, having the
FY?24 total recommended dividend of 79.28p per share experienced an increase
of 5% vs. the prior year. Additionally, Diageo has a history of recurring share
buyback programs, with the latest returning approximately £750 million of excess

capital to its shareholders.

As of June 2024, Diageo had three substantial interests in its ordinary share
capital, held by institutional investors: BlackRock with 5.89%, Capital Research
and Management Company with 4.99%, and Massachusetts Financial Services

Company with 4.99% (figure 8).

Performance Analysis

Diageo’s financial and operational performance from 2017 to 2024 has been
analysed to provide a comprehensive view of its long-term trends, avoiding
distortions caused by the pandemic’s short-term impact. Over these years, Diageo
has maintained strong profitability and efficient liquidity management, supported
by its premiumisation strategy and effective capital allocation. However, its higher
leverage and lower asset efficiency compared to its peers highlight key areas for

improvement.

Segments’ Performance

North America

North America remains Diageo’s largest and most critical region, accounting for
around 39% of the company’s net sales. However, recent performance has shown
clear signs of deceleration following the post-pandemic boom. In fiscal 2024, both
reported net sales growth and organic net sales growth turned negative, declining
to approximately (2%) and (3%), respectively (figure 9). This represents a sharp
reversal from the strong double-digit growth experienced in 2021 and 2022, when

consumer demand surged as markets reopened in the post-pandemic boom.



Europe Sales Growth

Figure 10: Diageo's Europe historic growth
compared to market
Source: Diageo’s annual reports and Statista

Asia-Pacific Sales Growth

Figure 11: Diageo's Asia-Pacific historic growth
compared to market
Source: Diageo’s annual reports and Statista

The slowdown in 2023 and 2024 can be primarily attributed to inventory
normalisation, as Diageo adjusted stock levels that had been elevated during the
post-pandemic surge. Additionally, slower category momentum in key segments

like premium tequila has further impacted Diageo’s growth trajectory.

When compared to the broader North American alcoholic drinks market, which has
managed to sustain, on average, high single-digit growth despite economic
pressures, Diageo’s recent results indicate relative underperformance. This
highlights challenges in regaining market share, particularly as competition
intensifies in premium categories. Moreover, cautious consumer spending and
inflationary pressures in the U.S. have further weighed on demand, amplifying the

decline in Diageo’s organic growth.
Europe

Europe remains an important region for Diageo, accounting for around 24% of total
net sales, however, like the North America region, recent performance has shown
signs of slowing after a period of strong growth. In 2024, reported net sales growth
seems to have stabilised at around 12%, while organic growth continued to decline
to 3% (figure 10).

The slowdown reflects the normalization of consumer purchasing patterns,
particularly in mature markets like the U.K. and Germany, where growth has been
more restrained. However, Diageo has successfully leveraged innovations in
alcohol-free and low-alcohol beverages, with products like Guinness 0.0 seeing
strong uptake, driving the broader Guinness portfolio to deliver robust double-digit

organic growth.

Compared to the broader European alcoholic drinks market, which has shown less
volatility over the last 5 years, Diageo’s reported performance remains resilient.
The company’s ability to capitalise on emerging trends, such as alcohol-free

beverages, has allowed it to partially offset the softness in spirits demand.
Asia-Pacific

The Asia-Pacific region, accounting for around 19% of Diageo’s total net sales,
reported net sales growth of (1%), while organic growth slowed to 4%, reflecting,
once again, a clear deceleration from the peak levels achieved in 2021 and 2022
(figure 11). This moderation comes amid macroeconomic pressures, particularly in
South-East Asia and Australia, and the adverse impact of foreign exchange

movements.

Diageo’s performance in the region has been recently driven by strong double-digit

growth in Chinese white spirits (e.g., Shui Jing Fang) and premium Scotch whiskies



Latin America and the Caribbean Sales Growth

Figure 12: Diageo's Latin America and the
Caribbean historic growth compared to market
Source: Diageo’s annual reports and Statista
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Figure 13: Diageo's Africa historic growth
compared to market
Source: Diageo’s annual reports and Statista

in Greater China. India remains another key market, where Diageo continues to
benefit from the premiumisation trend, with solid contributions from brands like

Royal Challenge and The Singleton.

Through these strengths, Diageo’s organic growth has overperformed the broader

market, which maintained a modest positive growth throughout the period.
Latin America and the Caribbean

Diageo’s performance in the Latin America and the Caribbean region has been
notably challenged in recent years. In 2024, both reported net sales growth and
organic net sales growth continued to decline sharply to (15%) and (21%),
respectively (figure 12), marking a significant reversal from the high double-digit
growth experienced in 2022 (46% and 43%), when consumer demand rebounded

strongly post-pandemic.

This decline in the last two years was primarily driven by a combination of inventory
normalisation and a challenging competitive landscape. Elevated inventory levels
carried over from the prior year were adjusted to align with weaker consumer
demand, particularly in Brazil, Central America, and Mexico. Furthermore,
consumer downtrading in key categories such as tequila and scotch added further
pressure, particularly in Mexico, where demand for premium offerings like Don

Julio and Johnnie Walker declined as consumers shifted to lower-cost local spirits.

Compared to the broader regional market, Diageo’s performance indicates relative
underperformance, particularly in premium categories where local competitors

have gained ground.
Africa

Diageo’s performance in Africa has been mixed in recent years, reflecting a
challenging macroeconomic environment, persistent inflationary pressures, and
currency devaluations. In 2024, reported net sales declined by approximately 13%,
driven by the adverse impact of foreign exchange movements, particularly in
Nigeria, where the Naira weakened significantly. In contrast, organic net sales

grew by 12%, supported by price increases across the region (figure 13).

The growth in organic sales was primarily driven by strong performance in the beer
category, which grew 19%, with key brands such as Malta Guinness, Guinness,
and Senator delivering double-digit growth. However, this was partially offset by
volume declines, particularly in spirits, where net sales declined 2%. The Johnnie
Walker brand saw a significant decline in both volume and net sales, contributing

to the softness in spirits across key markets like South Africa.
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Figure 14: Diageo's historic margins
Source: Diageo’s annual reports
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Figure 16: Diageo's historic cash conversion
cycle breakdown
Source: Diageo’s annual reports
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Source: Diageo’s annual reports and
Bloomberg

Compared to the broader market, Diageo’s organic growth in Africa has been
relatively strong, but the reported decline underscores the significant impact of

currency volatility and economic headwinds.

Margins

Diageo has demonstrated steady profitability over the analysed period (figure 14),
with gross margins remaining consistently stable at around 60%, even through less
favourable cycles where the company was able to offset cost inflation with price
and productivity increases. In contrast, operating and net margins experienced
some fluctuations, particularly in 2020, when margins dropped due to the COVID-
19 pandemic's impact on operations, and in the following years when a sharp

rebound in profitability marked the subsequent post-pandemic boom.

Comparing Diageo’s margins with peers over the last five years highlights the
company’s superior profitability (figure 15). Diageo's average gross margin of 60%
significantly outpaces the peers’ average of 52%. Operating and net margins also
outperform at 27% and 20%, respectively, compared to peers’ average of 22% and
11%. This outperformance can be attributed to the aforementioned resilience
through the pandemic period and Diageo’s focus on premiumisation and strategic
investments in high-growth markets, like ready-to-drink, which have enabled it to

capitalise on consumer trends more effectively.

Cash Conversion Cycle

Over the analysed period, Days Inventory Outstanding (DIO) has overall trended
upward, growing from 373 days in 2017 to 440 in the last fiscal year, significantly
higher than the peers’ average of 350 days (figure 16 and 17). This elevated level
partly reflects Diageo’s strategic focus on maintaining a robust inventory of
premium products to meet demand. However, the company has also addressed
regional challenges, such as in the Latin America and the Caribbean region, where
inventory levels have been deliberately reduced to align with a more conservative

consumer environment.

Days Sales Outstanding (DSO) has remained relatively stable at an average of 45
days in the last five years, slightly below the peer group’s 50 days, suggesting a
more efficient management of receivables and disciplined credit terms.

Conversely, Days Payable Outstanding (DPO) has seen some fluctuations.
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Figure 18: Diageo's historic liquidity ratios
Source: Diageo’s annual reports
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Gearing ratio

Nonetheless is well above peers’ average at 311 vs. 139 days, indicating a

stronger negotiating position with suppliers.

As a result, Diageo’s CCC, averaging 168 days compared to the peers’ 261 days,
highlights the company’s superior cash flow management. The shorter CCC
reflects its ability to minimise the time between inventory production and payment

collection while managing supplier terms effectively.

Liquidity
Diageo has exhibited stable liquidity ratios over the analysed period, maintaining
its ability to cover short-term obligations. All three liquidity ratios (current, quick,
and cash) experienced a noticeable peak in 2020 (figure 18), driven by a significant
rise in bond proceeds, which jumped from £2,766 million to £5,188 million. This
increase most likely reflects a strategic decision to strengthen liquidity during the
uncertainty of the COVID-19 pandemic. The current ratio peaked at 1.77 in 2020
and has since been normalising, pointing to 1.53 in the last fiscal year. However,
the quick and cash ratios have shown a gradual decline in recent years, reaching
levels lower than those observed pre-COVID. This might indicate a return to more
typical operating conditions and a strategic focus on deploying cash for growth and

operational efficiency.

Compared to peers, Diageo’s liquidity ratios are generally in line, with a slightly

higher current ratio but slightly lower quick and cash ratios (figure 19).

Capital Structure

Diageo's capital structure shows reliance on debt financing, with a noticeable
increase in debt metrics in 2020 (figure 20). The Debt-to-EBITDA ratio peaked at
3.39 in 2020, primarily driven by the aforementioned significant rise in bond
proceeds, which was aimed at strengthening liquidity during the COVID-19
pandemic. Following this period the ratio showed a regression to pre-pandemic
levels, but the last fiscal year saw another jump, rising from 2.64 to 3.14, driven by
a significant decline in depreciation and amortisation, which dropped from £1,066
to £392 million.

The Debt-to-Equity ratio has also remained elevated, averaging 1.55 over the last
five years compared to the peer average of 0.69 (figure 21). This higher level

reflects the company's reliance on debt to finance its operations and investments.
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Figure 23: Diageo's historic profitability ratios
Source: Diageo’s annual reports
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Source: Diageo’s annual reports and
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The gearing ratio, which measures the proportion of debt to enterprise value, has

averaged 0.61, compared to the peer average of 0.36.

Overall, Diageo’s capital structure ratios highlight a higher level of leverage relative

to peers, partly attributable to the increased borrowing during the pandemic.

Free Cash Flow

Diageo’s free cash flow (FCF) has exhibited notable volatility over the historical
period, primarily driven by external disruptions and operational factors (figure 22).
In 2020, the pandemic significantly impacted core FCF, which fell to £1,724 million
from £2,694 million in 2019. This decline was driven by a nearly 50% drop in the
core result, reflecting a sharp reduction in sales, while core invested capital

decreased, led by reductions in receivables and other working capital components.

In 2022, core FCF experienced another drop to £1,316 million during the post-
COVID boom (vs. £2,629 in the previous year). This recovery was fuelled by a
more than double increase in the core result, as sales surged alongside a
significant rise in core invested capital. The latter increase was driven mainly by

higher inventories and investments in PPE.

The non-core FCF has been patrticularly volatile throughout the historical period
due to unstable non-operating items and fluctuations in other comprehensive
income. For instance, non-core FCF peaked at £1,198 million in 2022 but turned

negative in 2023, emphasising its inconsistency as a contributor to total FCF.

Profitability

Diageo’s Return on Equity (ROE) and Return on Invested Capital (ROIC) ratios
have shown notable fluctuations over the analysed period, reflecting the impact of
major macroeconomic events (figure 23). All metrics experienced a significant drop
in 2020, as earnings were heavily impacted by the pandemic. This was followed
by a strong recovery through 2022, showing the company’s ability to capitalise on
post-pandemic market opportunities and efficiency in deploying its capital in high-
margin opportunities. More recently, we have been seeing a return to pre-
pandemic trends, with both ratios dropping significantly. Nonetheless, when
compared to peers, Diageo has been clearly overperforming in the last five years,

with both ratios doubling the peers’ average (figure 24).

In contrast, the Return on Assets (ROA) experienced more stability over the

analysed period, with a slight dip in 2020, but shows a last five years average lower
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than peers. This reflects a larger asset base, which can be linked to the company’s
premiumisation strategy requiring maintaining high maturing inventory levels, for
aged spirits like whiskey and scotch, which represent over 80% of Diageo’s total

inventory.

Valuation

Cost of Capital

In order to value Diageo’s future cash flows, an appropriate discount rate was
calculated using the Weighted Average Cost of Capital (WACC) method. For this,

assumptions were necessary to determine the following components:

Risk-free rate — For the risk-free rate, we assumed the 10-year UK government
bond yield, currently at 4.41%, which reflects the long-term stable returns in the
UK market.

Market risk premium — Based on data from Statista, we assumed a UK market

risk premium of 6.00%.

Cost of equity — The cost of equity for Diageo was calculated using two different
approaches based both on Diageo’s historical beta of 0.793, obtained through a
regression of Diageo’s 10-year returns against the FTSE 100 index, and on an
average peers-based historical beta of 0.733, obtained by regressing each against
the same index, in the correspondent currencies, over the same period. The next
step was to unlever and re-lever both betas for a target D/E ratio of 74.46% derived
from a peers’ average, resulting in a Diageo-based equity beta of 0.806 and a
peers-based equity beta of 0.739. Finally, using the Capital Asset Pricing Model,

we arrived at costs of equity of 9.25% and 8.85%, respectively.

Cost of debt — Diageo’s cost of debt was determined based on a default spread
of 1.21%, associated with its A- credit rating, added to the risk-free rate, which

yielded a pre-tax cost of debt of 5.62%.

Weighted Average Cost of Capital — To balance the two views on Diageo's equity
risk, we averaged the WACC based on Diageo's historical beta (7.22%) and the
WACC based on peers’ betas (6.99%), resulting in a final WACC of 7.10% (figure
25). This WACC includes a 20% tax rate, which is consistent with Diageo's average
statutory tax rate over the last years, and acts as the discount rate for our

Discounted Cash Flows analysis.
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Figure 26: DCF valuation
Source: Analysts’ estimates
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Figure 27: Sensitivity analysis heatmap

Source: Analysts’ estimates

Worst case scenario

Modified Total

Impacted elements from the Base Case
value _per
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Share

Upside /
Downside

MRP

yoy change of Net Sales for the forecasted period
risk free rate

Credit rating

6.50%
2.00%
5.41%

BBB
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20.33
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29.40
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Worst outcome (all alternatives combined)
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(@s%).

Best case scenario

Modified
value

Total

Impacted elements from the Base Case per
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yoy change of Net Sales for the forecasted period
tisk free rate
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5.50%
5.00%
3.41%
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38.97
34.97
3374
28.12

Best outcome (all alternatives combined)

46.19

Figure 28: Scenario analysis
Source: Analysts’ estimates

Discounted Cash Flows Model

This valuation model estimates Diageo's price per share at £26.60, along with
£1.35 expected transactions with shareholders by the end of 2025, reflecting an
upside potential of 7.51% compared to the current market price. This corresponds
to an equity value of £59 billion and an enterprise value of £77 billion (figure 26).
The model assumes a perpetual growth rate aligned with long-term inflation targets

of 2%, resulting in a terminal value of £42 billion.

From a value creation perspective, Diageo’s projected long-term return on invested
capital (ROIC), at 20.87%, exceeds the estimated WACC of 7.10%, underscoring

the company's ability to create value for its shareholders.

Sensitivity Analysis

To understand the impact of key assumptions on our valuation, we conducted a
sensitivity analysis focusing on Diageo's terminal growth rate (g) and the WACC.
These two parameters are particularly influential, as the terminal growth rate drives
the projected long-term growth of the company, while the WACC determines the

present value of future cash flows by acting as the discount rate.

The analysis explored a range of terminal growth rates from 0.75% to 3.25% and
WACC values from 4.00% to 10.00%. The results demonstrate a wide range of
potential outcomes, with the implied share price varying from £13.30 under the
most conservative assumptions (g = 0.75%, WACC = 10.00%) to £212.21 in the
most optimistic scenario (g = 3.25%, WACC = 4.00%), underlining the importance

of selecting realistic input assumptions when interpreting the model's outputs.

The main focus is on valuations around £10 and £30 per share, which aligns
closely with the current market price. Nonetheless, out of the 143 observations
generated by the sensitivity analysis, 67 suggest a valuation below the current

share price, while 76 imply an upside (figure 27).

Scenario Analysis

The scenario analysis highlights the potential range of outcomes for Diageo’s
valuation based on changes to key financial and macroeconomic assumptions. In
both the best-case and worst-case scenarios, the chosen parameters were altered

symmetrically, but their impact on valuation is notably asymmetric (figure 28).



EV/Sales 15.01 32.06

EV/EBIT 2090 26.59

EV/EBITDA 16.44 25.99

10.00 15.00 20.00 2500 30.00 35.00

Figure 29: Trading comparables valuation
football field
Source: Analysts’ estimates and Bloomberg

Among the strongest drivers and more uncertain assumptions is the change in net
sales growth. A reduction in growth under the worst-case scenario compresses
valuation, reflecting a combination of weaker demand and challenges across
Diageo’s key markets. On the other hand, accelerated growth driven by tailwinds

in the best-case scenario significantly lifts valuation.

The market risk premium and risk-free rate also play critical roles, primarily through
their combined effect on the discount rate. Higher perceived risk and tighter
monetary conditions in the worst-case scenario increase the cost of capital,
compounding the negative impact of slower growth. In contrast, improved market
sentiment and a lower cost of capital support a much more favourable valuation

environment.

The asymmetry in valuation outcomes is noteworthy: while the downside potential
in the worst case reaches (35%), the upside potential in the best case stands at
78%. This disparity underscores the significance of growth execution, with the
best-case scenario highlighting the upside potential of Diageo’s business model,
particularly its exposure to premium segments and emerging markets, where

growth opportunities remain substantial.

Trading Comparables

To further support our valuation, we performed a relative valuation analysis with a
set of trading comparable peers from the spirits and beer sectors. Our peer group
includes spirits-focused companies such as Pernod Ricard, Remy Cointreau,
Davide Campari, and Brown-Forman, as well as beer players like AB InBev,
Heineken, Carlsberg, Constellation Brands, and Molson Coors. These companies
were chosen based on their similar market positioning, product portfolios, and

growth potential.

This analysis focused on three commonly used valuation multiples in the consumer
staples sector: EV/Sales, EV/EBIT, and EV/EBITDA (figure 29).

EV/Sales: This metric suggested an implied share price ranging from £15.01 to
£32.06, representing a median upside of 11.01%.

EV/EBIT: This metric suggested an implied share price ranging from £20.90 to
£26.59, representing a median upside of (14.76%).

EV/EBITDA: This metric suggested an implied share price ranging from £16.44 to
£25.99, representing a median upside of (16.99%).

However, like with any valuation analysis, there are limitations to directly

comparing Diageo to other competitors. Variations in, i.e., product mix,



Company EV/Sales EV/EBIT EV/EBITDA
Diageo 4.40x 15.50x 13.90x
Spirits

Pernod Ricard 3.60x 13.50x 11.80x
Remy Cointreau 3.30x 13.40x 11.40x
Davide Campari 3.10x 15.90x 13.20x
Brown-Forman 5.40x 18.60x 17.40x
Beers

AB InBev 3.30x 12.90x 9.50x
Heineken 2.00x 14.40x 9.30x
Carlsberg 1.70x 11.40x 8.30x
Constellation Brands 5.30x 15.60x 13.90x
Molson Coors 1.60x 10.40x 7.50x

Figure 30: Diageo and peers' multiples

Source: Bloomberg

geographical focus, and exposure to emerging market growth can all have an
impact on comparability. For instance, within the spirits group, Brown-Forman
clearly trades at significantly higher multiples compared to the remaining peers,
and even Diageo (figure 30). This is possibly due to its heavy focus on whiskey,
particularly premium brands like Jack Daniel's, which benefits from high margins
and strong pricing power. The same analysis can be done within the beers group,
looking at Constellation Brands, also trading at higher multiples compared to its
peers. In this case, we believe the higher valuation comes from its increasing
exposure to the fast-growing ready-to-drink segment, differentiating it from
competitors like AB InBev and Heineken which are more reliant on traditional beer
categories. These examples underscore how product focus, geographic strategy
and other variations can drive valuation differences and highlight the need for

careful analysis when interpreting valuation results.
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A Splrlt Of Strength Recommendation: HOLD
Resilient through uncertain times, ready to restore Price Target FY25: £26.60
momentum

" We recommend investors to a HOLD position on Diageo Price (as of 17-Dec-24) £26.00

plc, given our target price of £26.60, that along with the expected
Reuters: DGE.L, Bloomberg: DGE:LN

transactions between the company and shareholders, is expected

to show a 7.51% return by the end of the company’s FY25. 52-week range (£) 22.75-30.56

Market Cap (£bn)

. While the company has demonstrated resilience through Outstanding Shares (m)
YTD Return (%)

57.77
2,222
-8.96%

periods of disruption, maintaining stable margins, it has yet to fully Source: Bloomberg

regain momentum.

" Strong demand seen in the immediate post-pandemic ‘
Diageo vs. FTSE 100

years has tapered off, particularly in premium spirits categories like 120

tequila and scotch. Elevated inventories, especially in the Latin 100 Al
America and the Caribbean region, and changing consumer 90

dynamics remain headwinds in the near term. 70

. While regions like Asia-Pacific continue to show growth Jan-24 Mar-24 Jun-24 - Sep-24

. . . . . . . = Diageo FTSE 100
potential, supported by premiumisation trends in markets like India

Dec-24

and China, mature markets such as Europe and North America
Source: Bloomberg

have faced slower recovery due to macroeconomic pressures,

competition, and moderation in consumption.

(Values in £ millions) 2024 2025F 2026F

. Diageo’s focus on innovation, cost controls, and capital Sales 22150 23,683 24,331

EBITDA 5,158 5,436 5,658

allocation supports long-term value creation. However, a more EBITDA margin 23% 23% 23%

sustained recovery in regional performance and stronger market Comprehensive Result 2851 3584 3787

FCF 2,206 4,615 4,289

share gain will be required to justify a more bullish position. EV/Sales (x) 346 324 3.15

L EV/EBITDA (x) 14.9 14.1 13.6

Company description ROIC 14% 15% 16%
Founded in 1997 and headquartered in London, Diageo is a global Source: Company information and analysts’ estimates

leader in premium drinks with over 200 brands across the spirits,
beers, cider and wine categories. Operating 132 production sites
globally and with a headcount of over 30,000, Diageo sells its
products in ¢.180 countries.

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY ANA PATRICIA LOPES AND MIHNEA ENACHE, MASTER IN
FINANCE STUDENTS OF THE NOVA SCHOOL OF BUSINESS AND ECONOMICS. THE REPORT WAS SUPERVISED BY A NOVA SBE FACULTY
MEMBER, ACTING IN A MERE ACADEMIC CAPACITY, WHO REVIEWED THE VALUATION METHODOLOGY AND THE FINANCIAL MODEL.
(PLEASE REFER TO THE DISCLOSURES AND DISCLAIMERS AT END OF THE DOCUMENT)
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Company Overview

History
DI a E Diageo plc was established in 1997 through the merger of Grand Metropolitan
and Guinness, with its shares listed on the London Stock Exchange the same
Figure 1: Diageo's logo year. From its inception, Diageo focused on becoming a global player in premium

Source: Diageo’s website
alcoholic beverages by streamlining its operations and divesting non-core assets.

This included the sale of Burger King and Pillsbury in 2000, which allowed the

company to focus on a portfolio of spirits and beer.

The company has expanded geographically and diversified its offerings through
targeted investments and acquisitions. In 2001, Diageo acquired Seagram’s
spirits and wine business, increasing its presence in North America. This was
followed by the 2014 purchase of United Spirits Limited, which raised its
exposure to the Indian market. The company also invested in breweries and

partnerships in Africa in 2017, reflecting a new entrance into emerging markets.

In 2016, Diageo entered the non-alcoholic category with the acquisition of
Seedlip, a brand specialising in non-alcoholic spirits. The 2018 acquisition of
Casamigos, a premium tequila brand, expanded its presence in the United States
and Latin America. In recent years, Diageo concentrated on categories like gin

and tequila, particularly in Europe, North America, and Asia-Pacific.

VAR .

Jounnie WaLker  (GUINNESS

SMIRNDFF | 2 Products and Business Model
%31![{)_{%{/({
Today, Diageo owns a diverse portfolio of over 200 brands covering multiple

alcoholic beverage categories, including spirits, beer, and ready-to-drink (RTD)

(uufainMuruﬂn . . . . .
' offerings, with some well-known names serving as key representatives in each
Figure 2: Selected brands
Source: Diageo’s website Segment (ﬁgure 2).

Many of these brands feature multiple editions or tiers that capture different price
points and consumer preferences under the same brand umbrella. For example,
Johnnie Walker, one of the world’s leading scotch brands, offers a range of
products from its entry-level Red Label to premium editions like Blue Label and
Green Label, targeting standard, premium, and luxury price segments (figure 3).
Similarly, in the tequila category, Don Julio demonstrates a parallel strategy,

offering products such as Don Julio Blanco for the standard segment, while

higher-end editions like Don Julio 1942 and Don Julio Real cater to the super-
Figure 3: Scotch portfolio price ladder . . . . . . .
Source: Diageo’s FY24 annual report premium category. This diversified pricing structure enables Diageo to remain
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Figure 4: Diageo's FY24 net sales by region
Source: Diageo’s annual report
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Figure 5: Diageo's FY24 net sales by category
Source: Diageo’s annual report

Premium
31%
Premium
36%

Standard

-
B Standard

29%

Value 10% Value 8%
F17 F23

Figure 6: Sales breakdown by price tier, FY17
-FY23
Source: Diageo’s 2024 CAGNY presentation

oo N O VA
L

NOVA SCHOOL OF
BUSINESS & ECONOMICS

competitive across consumer groups, from mainstream to affluent buyers, further

supporting the company’s premiumisation strategy.

Diageo’s global portfolio is not only categorically diversified but also
geographically well-balanced (figures 4 and 5). Operating in over 180 countries,
Diageo has established a strong presence across both mature markets, such as
North America and Europe, and emerging markets, including Asia-Pacific, Africa,
and Latin America. This geographic reach reduces Diageo’s exposure to risks in
any single market while allowing the company to capitalise on growth
opportunities in developing economies, where rising disposable incomes and

evolving consumer trends favour premium and international spirits.

Strategy

Diageo’s strategy is structured around three pillars: strengthening its brands and
portfolio, responding to consumer trends, and executing with operational
excellence. The main target that acts as the primary driver for many actions
undertaken by the company is to achieve a 6% market share by 2030 in the Total

Alcoholic Beverage (TBA) sector.

The first pillar, unleashing the power of brands and portfolio, focuses on
maintaining Diageo’s leadership in high-growth categories such as whisky and
tequila by maximising growth opportunities while leveraging its heritage. At the
same time, Diageo’s strategy emphasizes winning with consumer-first local
portfolios by building strong brands that are tailored to local markets. This
strategy focuses on driving growth through local relevance, ensuring its portfolio
aligns with regional preferences. Additionally, Diageo aims to continue Guinness’

breakout growth by leveraging an asset-light model and fostering innovation.

The second pillar, related to the relative positioning towards consumer trends,
highlights the way Diageo is responding to evolving preferences. Diageo
continues to capitalise on the ongoing trend of premiumisation, aligning its
portfolio with consumer preferences for higher-value products. This focus has
translated into a significant shift in the company’s sales breakdown by price tier,
with premium categories accounting for around 63% in FY23, vs. the 47% slice in
FY17 (figure 6). Increased demand for ready-to-drink (RTD) beverages and non-
alcoholic options also reflects shifting consumer habits toward convenience, and
moderation. Innovations such as Guinness 0.0 indicate Diageo’s ability to adapt

its portfolio to emerging opportunities. This focus on innovation is expected to
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drive incremental revenue growth, particularly in categories that appeal to

younger, trend-driven consumer segments.

The third pillar, operational excellence, shows how Diageo balances growth with
cost efficiency. The company delivered around £551 million in productivity
savings in FY24 through supply chain optimisation, pricing strategies under its
“‘Revenue Growth Management” (RGM) program, and disciplined resource
allocation (figure 7). Looking forward, these initiatives are expected to sustain

margin stability despite increasing costs from marketing and promotional

w0 - activities. Additionally, Diageo’s investments in production infrastructure and
::: automation indicate a steady, moderate growth in Property, Plant, and Equipment
(PPE) to support capacity expansion in high-growth markets, partially offset by

FY20 Fy21 FY22 Fy23 Fy24

the focus on premiumisation.

Figure 7: Productivity savings

Source: Diageo’s annual report Diageo’s strategy is further underpinned by three key enablers: digital

transformation, talent development, and sustainability. Digital tools, such as Al-
driven marketing platforms and advanced supply chain systems, enable
improved execution efficiency and cost management. Simultaneously, the “Spirit
of Progress” program drives initiatives such as sustainable packaging and carbon
reduction, reflecting a moderate, but necessary increase in sustainability-related

operating expenses.

Governance

Diageo’s governance structure is reflected by a Board of Directors composed of
both executive and non-executive members, providing oversight and strategic
guidance through specialised committees, which cover areas such as audit,
remuneration, and sustainability. The Chair leads the Board, while executive
management reports to the Board to ensure the alignment of corporate activities

with shareholder interests.

The Executive Committee, headed by the CEO and supported by CFO Lavanya
Chandrashekar (both of whom are also Board members), is additionally
composed by five Chief Officers responsible for core functions, and four regional

Presidents who oversee Diageo’s operations in its key geographic areas.

A significant change occurred on the 28™ of March 2023, when Debra Crew,
previously COO, was announced to become the new CEO, following the

retirement of former CEO, Ivan Menezes.
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Shareholders Structure

Diageo’s shareholder base is composed of institutional investors, individual
shareholders, and holders of American Depositary Shares (ADSs). As of the
latest report, the company had a total of 325,119,456 ordinary shares, including
those held through ADSs, and approximately 209 million shares held as treasury
shares.

The company is committed to delivering shareholder value through both
dividends and share buybacks, aiming to increase its dividend paid annually,
having the FY24 total recommended dividend of 79.28p per share experienced

an increase of 5% vs. the prior year. Additionally, Diageo has a history of

Percentage

nemen revieies o [ECUITING share buyback programs, with the latest returning approximately £750

Shorsholder ordinary shares_ reosury shores) nterest

BlackRock Investment

Management (UK) million of excess capital to its shareholders.

Limited (indirect 3 December

holding) 147,296,928 5.89% 2009
lanagement Compan 1 i i i i i i

e As of June 2024, Diageo had three substantial interests in its ordinary share

(indirect holding) 124,653,096 4.99% 28 April 2009

Messachusetts Financial o capital, held by institutional investors: BlackRock with 5.89%, Capital Research
: pany abrucry

(indirect holding) M,560,606 4.99% 2024

) o and Management Company with 4.99%, and Massachusetts Financial Services
Figure 8: Major shareholders

Source: Diageo’s FY24 annual report

Company with 4.99% (figure 8).

Industry Analysis

Industry Overview

The global alcoholic drinks market is a significant sector within the consumer
goods industry, demonstrating steady growth and resilience despite economic
fluctuations. Total revenues in 2023 reached £807 billion, with an expected
compound annual growth rate (CAGR) of 1.19% between 2023 and 2028,
bringing revenues to £857 billion by the end of the forecast period. Spirits are
currently the largest revenue contributor, accounting for approximately 41% of

total revenues in 2023, followed by beer at 33% (figure 9).

Market Revenue (in £ billion)

780 807 800 810 825 838 857
641 678 685 683 8 8 8 8 g

136 139 137 138 139 140 143
115 120 122

e - 55 265 62 263 267 269 275
216

318 328 325 330 336 342 349

255 270 278
2018 2019 2020 2021 2022 2023 2024 2025 2028 2027 2028
mSpirits WBeer ®Wine Cider, Perry & Rice Wine Hard Seltzer

Figure 9: Global Alcoholic Drinks revenue by category
Source: Statista
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Key growth drivers include shifting consumer preferences toward premium
products and a growing focus on healthier alternatives. Premiumisation has been
relevant, with super-premium and luxury categories in spirits significantly
outpacing growth in other price tiers. Simultaneously, innovations in low-alcohol

and alcohol-free beverages are addressing evolving consumer demands.

Emerging markets such as Asia-Pacific and Africa are showing volume and
revenue growth, supported by rising disposable incomes and urbanisation. These
regions are expected to experience robust growth across most categories. In
contrast, mature markets like Europe and North America, though slower-growing,

remain pivotal for high-margin premium products.

Sustainability and digital innovation are reshaping the industry landscape.
Companies are adopting sustainable production methods and eco-friendly
packaging to align with consumer values. Additionally, while e-commerce
remains a small portion of overall sales, its rapid expansion underscores the

growing role of digital platforms in driving industry dynamics.

Market Segmentation

The global alcoholic drinks market remains diverse and segmented across key
categories, with spirits and beer dominating total market revenues, accounting for

the largest share of the industry (figure 10).

Market Revenue (in £ billion)

'l o5 revenue contributor in the Alcoholic Drinks market. The segment is expected to

Cider, Perry &Rice  Hard Seltzer
Wine

- e Spirits
I I I Accounting for approximately 41% of total revenues, spirits are the largest

grow from £328 billion in 2023 to £349 billion by 2028, driven by the super-

premium segment demand in North America, China, and Europe.

2023 w2028
Figure 10: Market revenue by product

Source: Statista
Beer

Despite a slow 2023-28 CAGR of 0.74%, beer will remain a dominant category,
growing from £265 billion in 2023 to £275 billion by 2028. Africa and Asia-Pacific

are expected to drive this growth, counteracting declines in mature markets.
Wine

Wine revenues are forecasted to rise from £139 billion to £143 billion by 2028,
reflecting a 0.51% CAGR. Growth will be concentrated in premium and sparkling

wine segments, particularly in Europe and the U.S.
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Cider, Perry, and Rice Wine

The fastest-growing category, cider, perry, and rice wine is expected to achieve a
CAGR of 4.29%, with revenues increasing from £67 billion in 2023 to £83 billion

by 2028, supported by niche consumption in Europe and Asia-Pacific.
Hard Seltzer

Being the only segment showing a slight decrease of (0.78%) CAGR from the
analysed period, Hard Seltzer will maintain revenues at around £8 billion
throughout 2028.

Key Industry Trends and Drivers

Premiumisation

Premiumisation continues to drive growth in the alcoholic beverage sector,
particularly within spirits. Super-premium and luxury categories are projected to
account for 42% of spirits market value by 2028. Diageo is well-aligned with this
trend, with premium-plus brands contributing 63% of net sales growth in FY23.
Brands like Johnnie Walker and Don Julio demonstrated strong double-digit
growth, supported by pricing power and brand equity. While traction in
developing markets like India and China is still building, rising incomes present
significant future growth opportunities. Premiumisation supports Diageo’s higher

gross margins compared to value-oriented peers.
Health-Conscious and Low-ABV Consumption

The non-alcoholic and low-ABV market, driven by health trends, is expected to
grow at a 7.3% CAGR through 2028. Diageo’s offerings, such as Seedlip and
Guinness 0.0, reflect its commitment to evolving consumer preferences.
Guinness 0.0 achieved notable success in FY24, particularly in Europe, where
health-conscious trends are strongest. However, the segment’s lower margins

and small revenue contribution mean its value lies in long-term growth potential.
Geographic Expansion and Market Localisation

The Asia-Pacific market remains a key growth driver for the alcoholic drinks
market. Diageo achieved 4% organic net sales growth in FY24 in this region, led
by premium expansion in India and China. Locally relevant brands like
McDowell’s in India and the success of Johnnie Walker Blue Label in China
highlight Diageo’s strategy to localise and premiumise. Despite ongoing
investments and below-average margins, the region offers significant long-term

potential.
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E-commerce and Digital Transformation

E-commerce, growing at a 14.1% CAGR, remains a fast-emerging channel, with
Diageo’s e-commerce sales up 18% in FY24. Investments in digital platforms,
such as the Consumer Choice Framework, enhance consumer insights and
direct-to-consumer capabilities. While e-commerce currently contributes less than
3% to revenue, it represents a key opportunity for incremental margin

improvements.
Sustainability and Corporate Responsibility

Diageo’s “Society 2030: Spirit of Progress” targets include achieving net-zero
carbon emissions and improving water efficiency by 50% by 2030. In FY24,
greenhouse gas emissions were reduced by 23.8%, and water efficiency
improved by 15.6% versus FY20 levels. While sustainability initiatives increase
costs by an estimated 2% annually through 2028, they enhance brand equity and

align Diageo with long-term regulatory and consumer expectations.

Competitive Landscape and Advantage

The global alcoholic beverages market is highly fragmented, with significant
variations in competition across product categories and regions. Large
multinational corporations dominate premium and super-premium segments,
while regional and local players maintain strong positions in standard and value
tiers. Diageo competes against key global players such as Pernod Ricard,

Anheuser-Busch InBev (AB InBev), Heineken and Brown-Forman.

Pernod Ricard: Diageo’s closest competitor in spirits, accounted for 1.5% of the
global TBA market in 2023. While Pernod Ricard excels in cognac (Martell) and
vodka (Absolut), it has faced slower growth in Scotch whiskey and tequila
compared to Diageo. Pernod Ricard’s Scotch portfolio, led by Chivas Regal,
reported a 4% sales increase in 2023, lagging behind Diageo’s 6% growth in

Scotch net sales.

AB InBev and Heineken dominate the global beer market, with respective
shares of 28% and 12% by volume in 2023. In comparison, Diageo’s beer
portfolio, led by Guinness, holds a much smaller market share but focuses on the
high-margin premium beer segment, where it has outperformed competitors in

key markets like Europe and Africa.

Brown-Forman, the leader in American whiskey, represents a significant

competitor in North America, particularly with Jack Daniel's. Despite Brown-
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Forman’s focus on the U.S., Diageo’s tequila portfolio (Don Julio, Casamigos)

Enterprise Value
160

has outpaced Jack Daniel's growth in the region, contributing to a 2% gain in

1 Diageo’s market share in the U.S. spirits category from 2020 to 2024.

£ 80

40
20

Overall, Diageo’'s competitive advantage stems from its scale, product

& s diversification, and geographic reach, positioning it as a global leader in the

v § F 9 \‘o i i .
o ’ alcoholic beverages market. With an enterprise value second only to AB InBev
Figure 11: Diageo and peers’ enterprise value (figure 11), Diageo’s strong financial foundation enables it to invest in

Source: Bloomberg
premiumisation, innovation, and brand building at a scale that few competitors

can match. This advantage is further amplified by its balanced presence across
developed and emerging markets (figure 12). Diageo’s diversified regional
footprint allows it to capture growth opportunities in high-margin developed
markets like North America and Europe, while simultaneously expanding its

presence in emerging markets such as Asia-Pacific and Africa. This dual-market

, o N strategy mitigates regional risks and ensures steady revenue streams, reinforcing
Figure 12: 2022 RSV breakdown by region

Source: Diageo’s 2024 CAGNY presentation Diageo’s resilience and long-term growth potential.

Porter’s Five Forces

Threat of New Entrants: Barriers to entry in premium spirits and beer remain
high due to brand equity and production costs. Diageo’s extensive portfolio and

global scale provide significant insulation from new entrants.

Bargaining Power of Buyers: Retailers exert moderate power, particularly in
mature markets where price sensitivity is high. However, Diageo’s premium

positioning limits exposure to price competition.

Bargaining Power of Suppliers: Raw material costs, particularly for agave and
barley, create moderate supplier power. Diageo’s vertically integrated production
for certain brands mitigates this risk.

Threat of Substitutes: Health-conscious trends and competition from non-
alcoholic beverages pose risks. Diageo’s investments in low and non-alcoholic

segments help hedge against this threat.

Industry Rivalry: The industry is highly competitive, with strong global players
and significant regional competitors. Diageo’s focus on premiumisation and

geographic diversification strengthens its position relative to its peers.
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SWOT Analysis

Strengths

Market Leadership in Premium Spirits: Diageo is the global leader in premium
and super-premium spirits, with iconic brands like Johnnie Walker and Don Julio.
These brands contributed 63% of net sales growth in fiscal 2024, capitalising on
the ongoing premiumisation trend. This leadership supports strong gross margins

(62% in 2024), above the industry average.

Geographic Diversification: Diageo operates in over 180 countries, with no
single region contributing more than 39% of net sales. This diversification
mitigates regional economic risks, as seen in its ability to offset North America’s

modest 1% growth in FY24 with a 7% increase in Asia-Pacific and 12% in Africa.
Weaknesses

Limited Penetration in Non-Alcoholic Beverages: Non-alcoholic products
contributed less than 2% of Diageo’s total net sales in FY24, compared to 8% for
Heineken. While products like Guinness 0.0 have achieved success in Europe,
Diageo has underperformed in non-alcoholic beer and spirits globally, limiting its

ability to capture the growing health-conscious consumer base.

Margin Pressure from Input Costs and ESG Investments: Rising costs for raw
materials (e.g., agave, up 20% since 2022) and sustainability-related
expenditures have reduced margins by 1.2 percentage points in FY24. These
pressures are projected to continue through 2028, potentially offsetting gains

from premiumisation.
Opportunities

Expansion in Emerging Markets: Asia-Pacific and Africa are projected to grow
at CAGRs of 4.3% and 3.6%, respectively, through 2028. Diageo’s localised
offerings, such as McDowell's in India and Serengeti in Africa, provide

opportunities to capture both volume and premiumisation-driven growth

E-Commerce Growth: E-commerce revenues for alcoholic beverages are
projected to grow at a CAGR of 14.1% through 2028. Diageo’s e-commerce
sales grew by 18% in fiscal 2024, significantly outpacing the market. Scaling this
channel offers incremental growth, particularly for premium products in North

America and Europe.
Threats

Intensifying Competition: Pernod Ricard, AB InBev, and Heineken are

aggressively expanding in high-growth categories such as tequila, non-alcoholic

PAGE 11/38



DIAGEO PLC COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

beverages, and premium beer. Pernod Ricard’s acquisitions in tequila directly

challenge Diageo’s dominance in the U.S.

Regulatory and Taxation Risks: Increasing excise duties (7% globally in FY24)
and tightening advertising restrictions in key markets like India and Africa
disproportionately impact Diageo’s price-sensitive product categories, limiting

affordability and demand elasticity.

Actionable Insights

1. Strengthening Non-Alcoholic Offerings to Capture Health-Conscious

Consumers

Diageo can address its weakness in non-alcoholic beverages by increasing
investment in marketing and distribution for Guinness 0.0 and Seedlip.
Expanding partnerships with e-commerce platforms will enable targeted
promotions in high-demand regions such as Europe and North America, aligning

with opportunities in e-commerce and consumer trends.
2. Enhancing Localised Strategies in Emerging Markets

To mitigate regulatory risks and capitalise on growth opportunities in Asia-Pacific
and Africa, Diageo should focus on affordability strategies for mid-tier products
and increase localised production. Tailoring products to regional preferences
(e.g., Indian whisky and African beer) will help maintain competitive positioning

while balancing volume and margin growth.
3. Leveraging E-Commerce to Counter Competition in Premium Categories

Diageo should scale its digital marketing and e-commerce capabilities to sustain
its leadership in premium spirits. By using Al-driven personalisation and direct-to-
consumer strategies, it can enhance customer engagement and brand loyalty,

mitigating competitive pressures from Pernod Ricard and others.

Risks and Challenges

Macroeconomic Risks

Macroeconomic factors, including inflation, currency fluctuations, and economic
slowdowns, pose significant challenges for Diageo’s global operations. With 44%
of Diageo’s revenues coming from emerging markets such as Africa, Asia-

Pacific, and Latin America, the company is exposed to high volatility in exchange

PAGE 12/38



DIAGEO PLC COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

rates and inflation. For instance, in FY24, currency devaluations in Nigeria and
Ghana led to a 5% decline in operating profit in Africa when adjusted for constant

exchange rates.

Rising input costs, driven by inflation in raw materials like agave (tequila), barley
(beer), and glass (bottles), have further pressured margins. Between 2022 and
2024, Diageo’s raw material costs increased by 8%, necessitating price
adjustments that risk weakening demand elasticity, particularly in price-sensitive

regions.

Economic slowdowns in markets such as Europe and North America, where
growth is projected at a modest 2.5% CAGR through 2028, also limit
opportunities for volume growth. However, Diageo’s premiumisation strategy
offsets these risks to an extent, with premium-plus products demonstrating

resilient demand even during economic downturns.
Regulatory and ESG Risks

The alcoholic beverages industry is subject to stringent regulatory environments,
including advertising restrictions, excise duties, and sustainability requirements.
In FY24, Diageo faced a 7% increase in excise duties globally, particularly in
India and Africa, where regulatory policies disproportionately impact affordability

and demand.

In addition, ESG considerations are becoming central to operational strategies.
Diageo’s "Society 2030: Spirit of Progress" initiative aims to achieve net-zero
carbon emissions and improve water efficiency by 50% by 2030. While these
commitments align with consumer expectations, they also come with increased
capital expenditures, which are estimated to reduce operating margins by 2%

annually through 2028.

Comparatively, competitors such as Pernod Ricard and AB InBev are also
investing heavily in sustainability, creating a competitive landscape where ESG
performance directly influences brand equity and investor interest. Diageo’s
progress in reducing greenhouse gas emissions (23.8% since 2020) positions it
favourably, though sustained investment is required to meet its ambitious 2030

targets.
Competitive and Market Risks

The intensifying competition in premium spirits, beer, and non-alcoholic
beverages represents a significant challenge for Diageo. Key competitors, such
as Pernod Ricard, Brown-Forman, AB InBev, and Heineken, are aggressively

expanding in high-growth categories and regions.
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In the tequila market, Diageo has a leading position with Don Julio and
Casamigos, which collectively grew 21% in FY24. However, Pernod Ricard’s
strategic acquisitions in this category, such as Codigo 1530, underscore a
competitive threat to Diageo’s dominance. Similarly, in Scotch whiskey, while
Diageo holds the largest global share, emerging competitors are expanding their
premium offerings, pressuring Diageo’s pricing power in regions like Europe and
Asia-Pacific.

In non-alcoholic beverages, Heineken and AB InBev have captured the majority
share in beer alternatives, leaving Diageo to focus on niche products like Seedlip
and Guinness 0.0. Despite doubling its sales of Guinness 0.0 in Europe in 2024,
Diageo’s non-alcoholic offerings contribute less than 2% to net sales, indicating

limited immediate financial impact compared to peers.
Operational Risks

Diageo’s global supply chain exposes it to risks such as raw material shortages,
logistics disruptions, and increasing production costs. For example, agave prices
have surged by over 20% since 2022, impacting the profitability of tequila, which
contributes 11% of Diageo’s net sales. Additionally, energy cost increases in
Europe and logistical challenges in Africa have led to temporary production
inefficiencies, which reduced gross margins by 1.2 p.p. in FY24.

While Diageo has mitigated some of these risks through vertical integration and
localised sourcing, its reliance on external suppliers for key materials like barley
and packaging remains a vulnerability. Competitors such as AB InBev, with more
extensive supply chain integration, have demonstrated greater resilience in

managing cost pressures.
Consumer Trends and Substitution Risks

Evolving consumer preferences, particularly health-conscious behaviour and the
rise of non-alcoholic alternatives, represent both an opportunity and a risk. In
Europe and North America, alcohol consumption per capita has declined by 1.6%
annually since 2020, with younger generations increasingly opting for low-ABV

and non-alcoholic beverages.

Diageo’s investments in non-alcoholic products like Guinness 0.0 and Seedlip
address this trend, but their limited contribution to revenues highlights the
company’s reliance on traditional alcohol categories. Meanwhile, competitors like
Heineken and AB InBev have achieved greater market penetration in non-
alcoholic beer, which accounts for 3.5% of total beer volumes globally, compared

to less than 1% for Diageo’s non-alcoholic offerings.
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Region-Specific Challenges

Diageo faces unique risks in key growth regions such as Asia-Pacific, Africa, and

Latin America.

In Asia-Pacific, Diageo’s growth (4% organic net sales in fiscal 2024) is strong,
but its market share remains relatively small compared to local leaders like
Kweichow Moutai in China and regional whisky brands in India. Regulatory
barriers and cultural preferences for local spirits limit Diageo’s ability to scale

rapidly in these markets.

In Africa, where beer dominates consumption, affordability challenges and
currency devaluations have constrained volume growth. Diageo’s price increases
in the region helped offset these challenges but also contributed to volume

declines of 2% in fiscal 2024.

In Latin America, inventory challenges in Mexico and weak economic conditions
in Brazil led to a 9% decline in Diageo’s regional net sales in fiscal 2024.
Competitors like AB InBev have demonstrated greater stability in these markets

due to stronger local distribution networks.

Performance Analysis

Diageo’s financial and operational performance from 2017 to 2024 has been
analysed to provide a comprehensive view of its long-term trends, avoiding
distortions caused by the pandemic’s short-term impact. Over these years,
Diageo has maintained strong profitability and efficient liquidity management,
supported by its premiumisation strategy and effective capital allocation.
However, its higher leverage and lower asset efficiency compared to its peers

highlight key areas for improvement.

Segments’ Performance

North America

/ \ North America remains Diageo’s largest and most critical region, accounting for

around 39% of the company’s net sales. However, recent performance has

shown clear signs of deceleration following the post-pandemic boom. In fiscal

Figure 13: Diageo's North America historic 2024, both reported net sales growth and organic net sales growth turned
growth compared to market . L. A i : .
Source: Diageo’s annual reports and Statista negative, declining to approximately (2%) and (3%), respectively (figure 13). This
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represents a sharp reversal from the strong double-digit growth experienced in
2021 and 2022, when consumer demand surged as markets reopened in the

post-pandemic boom.

The slowdown in 2023 and 2024 can be primarily attributed to inventory
normalisation, as Diageo adjusted stock levels that had been elevated during the
post-pandemic surge. Additionally, slower category momentum in key segments

like premium tequila has further impacted Diageo’s growth trajectory.

When compared to the broader North American alcoholic drinks market, which
has managed to sustain, on average, high single-digit growth despite economic
pressures, Diageo’s recent results indicate relative underperformance. This
highlights challenges in regaining market share, particularly as competition
intensifies in premium categories. Moreover, cautious consumer spending and
inflationary pressures in the U.S. have further weighed on demand, amplifying

the decline in Diageo’s organic growth.
Europe

Europe remains an important region for Diageo, accounting for around 24% of
total net sales, however, like the North America region, recent performance has
shown signs of slowing after a period of strong growth. In 2024, reported net
sales growth seems to have stabilised at around 12%, while organic growth

continued to decline to 3% (figure 14).

Europe Sales Grovh
o The slowdown reflects the normalization of consumer purchasing patterns,
/\____ particularly in mature markets like the U.K. and Germany, where growth has
: / been more restrained. However, Diageo has successfully leveraged innovations
in alcohol-free and low-alcohol beverages, with products like Guinness 0.0
_ gt it seeing strong uptake, driving the broader Guinness portfolio to deliver robust

Figure 14: Diageo's Europe historic growth double-digit organic growth.
compared to market

Source: Diageo’s annual reports and Statista
Compared to the broader European alcoholic drinks market, which has shown
less volatility over the last 5 years, Diageo’s reported performance remains
Asia-Pacifc Sales Grouth resilient. The company’s ability to capitalise on emerging trends, such as alcohol-

/ \ free beverages, has allowed it to partially offset the softness in spirits demand.

- / ~ Asia-Pacific
o

The Asia-Pacific region, accounting for around 19% of Diageo’s total net sales,

reported net sales growth of (1%), while organic growth slowed to 4%, reflecting,

Figure 15: Diageo's Asia-Pacific historic growth ~ ONCE again, a clear deceleration from the peak levels achieved in 2021 and 2022

compared to market ' . . . . .
Source: Diageo’s annual reports and Statista (figure 15). This moderation comes amid macroeconomic pressures, particularly
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Latin America and the Caribbean Sales Growth

Figure 16: Diageo's Latin America and the
Caribbean historic growth compared to market
Source: Diageo’s annual reports and Statista

Africa Sales Growth

N

(20%)
2020 2021 2022 2023 2024

= Diageo (reported) Diageo (organic) Market
Figure 17: Diageo's Africa historic growth
compared to market

Source: Diageo’s annual reports and Statista

in South-East Asia and Australia, and the adverse impact of foreign exchange

movements.

Diageo’s performance in the region has been recently driven by strong double-
digit growth in Chinese white spirits (e.g., Shui Jing Fang) and premium Scotch
whiskies in Greater China. India remains another key market, where Diageo
continues to benefit from the premiumisation trend, with solid contributions from

brands like Royal Challenge and The Singleton.

Through these strengths, Diageo’s organic growth has overperformed the
broader market, which maintained a modest positive growth throughout the

period.
Latin America and the Caribbean

Diageo’s performance in the Latin America and the Caribbean region has been
notably challenged in recent years. In 2024, both reported net sales growth and
organic net sales growth continued to decline sharply to (15%) and (21%),
respectively (figure 16), marking a significant reversal from the high double-digit
growth experienced in 2022 (46% and 43%), when consumer demand rebounded

strongly post-pandemic.

This decline in the last two years was primarily driven by a combination of
inventory normalisation and a challenging competitive landscape. Elevated
inventory levels carried over from the prior year were adjusted to align with
weaker consumer demand, particularly in Brazil, Central America, and Mexico.
Furthermore, consumer downtrading in key categories such as tequila and scotch
added further pressure, particularly in Mexico, where demand for premium
offerings like Don Julio and Johnnie Walker declined as consumers shifted to

lower-cost local spirits.

Compared to the broader regional market, Diageo’s performance indicates
relative underperformance, particularly in premium categories where local

competitors have gained ground.
Africa

Diageo’s performance in Africa has been mixed in recent years, reflecting a
challenging macroeconomic environment, persistent inflationary pressures, and
currency devaluations. In 2024, reported net sales declined by approximately
13%, driven by the adverse impact of foreign exchange movements, particularly
in Nigeria, where the Naira weakened significantly. In contrast, organic net sales

grew by 12%, supported by price increases across the region (figure 17).
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The growth in organic sales was primarily driven by strong performance in the
beer category, which grew 19%, with key brands such as Malta Guinness,
Guinness, and Senator delivering double-digit growth. However, this was partially
offset by volume declines, particularly in spirits, where net sales declined 2%.
The Johnnie Walker brand saw a significant decline in both volume and net

sales, contributing to the softness in spirits across key markets like South Africa.

Compared to the broader market, Diageo’s organic growth in Africa has been
relatively strong, but the reported decline underscores the significant impact of

currency volatility and economic headwinds.

Margins

Diageo has demonstrated steady profitability over the analysed period (figure
80%

18), with gross margins remaining consistently stable at around 60%, even

60% o= >y

40% through less favourable cycles where the company was able to offset cost
- .——.—\/.—'\_._—-Q

0%

inflation with price and productivity increases. In contrast, operating and net
2017 2018 2019 2020 2021 2022 2023 2024 margins experienced some fluctuations, particularly in 2020, when margins
=e=Gross margin =e=Operating margin ——Netmagn— dropped due to the COVID-19 pandemic's impact on operations, and in the

Figure 18: Diageo's historic margins following years when a sharp rebound in profitability marked the subsequent

Source: Diageo’s annual reports post—pandemic boom.

v o Comparing Diageo’s margins with peers over the last five years highlights the
verage Margins

company’s superior profitability (figure 19). Diageo's average gross margin of
60%

- 60% significantly outpaces the peers’ average of 52%. Operating and net

21% pog

W% margins also outperform at 27% and 20%, respectively, compared to peers’
Sross e Ooeratng maran N!mmgm average of 22% and 11%. This outperformance can be attributed to the
wDiageo = Peers aforementioned resilience through the pandemic period and Diageo’s focus on
Figure 19: Diageo's last five years average premiumisation and strategic investments in high-growth markets, like ready-to-
margins compared to peers . . . L .
Source: Diageo’s annual reports and drink, which have enabled it to capitalise on consumer trends more effectively.
Bloomberg
00 Cash Conversion Cycle

400 ".—/_hv

0 /—'\/’\—-‘ Over the analysed period, Days Inventory Outstanding (DIO) has overall trended

200
upward, growing from 373 days in 2017 to 440 in the last fiscal year, significantly

100

0 higher than the peers’ average of 350 days (figure 20 and 21). This elevated level
2017 2018 2019 2020 2021 2022 2023 2024
—=DI0 =e=DPO oce DO partly reflects Diageo’s strategic focus on maintaining a robust inventory of
Figure 20: Diageo's historic cash conversion premium products to meet demand. However, the company has also addressed
cycle breakdown . . . . . .
Source: Diageo’s annual reports regional challenges, such as in the Latin America and the Caribbean region,
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L5Y Average CCC Breakdown
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Figure 21: Diageo's last five years average
cash conversion cycle breakdown compared to
peers

Source: Diageo’s annual reports and
Bloomberg
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Figure 22: Diageo's historic liquidity ratios
Source: Diageo’s annual reports

L5Y Average Liquidity Ratios
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Figure 23: Diageo's last five years average
liquidity ratios compared to peers

Source: Diageo’s annual reports and
Bloomberg
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Figure 24: Diageo's historic capital structure
ratios
Source: Diageo’s annual reports

where inventory levels have been deliberately reduced to align with a more

conservative consumer environment.

Days Sales Outstanding (DSO) has remained relatively stable at an average of
45 days in the last five years, slightly below the peer group’s 50 days, suggesting
a more efficient management of receivables and disciplined credit terms.
Conversely, Days Payable Outstanding (DPO) has seen some fluctuations.
Nonetheless is well above peers’ average at 311 vs. 139 days, indicating a

stronger negotiating position with suppliers.

As aresult, Diageo’s CCC, averaging 168 days compared to the peers’ 261 days,
highlights the company’s superior cash flow management. The shorter CCC
reflects its ability to minimise the time between inventory production and payment

collection while managing supplier terms effectively.

Liquidity
Diageo has exhibited stable liquidity ratios over the analysed period, maintaining
its ability to cover short-term obligations. All three liquidity ratios (current, quick,
and cash) experienced a noticeable peak in 2020 (figure 22), driven by a
significant rise in bond proceeds, which jumped from £2,766 million to £5,188
million. This increase most likely reflects a strategic decision to strengthen
liquidity during the uncertainty of the COVID-19 pandemic. The current ratio
peaked at 1.77 in 2020 and has since been normalising, pointing to 1.53 in the
last fiscal year. However, the quick and cash ratios have shown a gradual decline
in recent years, reaching levels lower than those observed pre-COVID. This
might indicate a return to more typical operating conditions and a strategic focus

on deploying cash for growth and operational efficiency.

Compared to peers, Diageo’s liquidity ratios are generally in line, with a slightly

higher current ratio but slightly lower quick and cash ratios (figure 23).

Capital Structure

Diageo's capital structure shows reliance on debt financing, with a noticeable
increase in debt metrics in 2020 (figure 24). The Debt-to-EBITDA ratio peaked at
3.39 in 2020, primarily driven by the aforementioned significant rise in bond
proceeds, which was aimed at strengthening liquidity during the COVID-19
pandemic. Following this period the ratio showed a regression to pre-pandemic

levels, but the last fiscal year saw another jump, rising from 2.64 to 3.14, driven
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by a significant decline in depreciation and amortisation, which dropped from
£1,066 to £392 million.

The Debt-to-Equity ratio has also remained elevated, averaging 1.55 over the last

L5Y Average Capital Structure Ratios five years compared to the peer average of 0.69 (figure 25). This higher level
29 reflects the company's reliance on debt to finance its operations and investments.
155 The gearing ratio, which measures the proportion of debt to enterprise value, has
051 g5 0.69
m averaged 0.61, compared to the peer average of 0.36.
Gearing ratio Debt-to-Equity Debi-to-EBITDA
mDiageo - Peers Overall, Diageo’s capital structure ratios highlight a higher level of leverage
Figure 25:Diageo's last five years average relative to peers, partly attributable to the increased borrowing during the
capital structure ratios compared to peers i
Source: Diageo’s annual reports and pandemic.
Bloomberg

Free Cash Flow

Diageo’s free cash flow (FCF) has exhibited notable volatility over the historical
o period, primarily driven by external disruptions and operational factors (figure 26).
3000 M\ In 2020, the pandemic significantly impacted core FCF, which fell to £1,724
mz million from £2,694 million in 2019. This decline was driven by a nearly 50% drop
in the core result, reflecting a sharp reduction in sales, while core invested capital

O R I decreased, led by reductions in receivables and other working capital

components.
Figure 26: Diageo's historic free cash flows
Source: Diageo’s annual reports

In 2022, core FCF experienced another drop to £1,316 million during the post-
COVID boom (vs. £2,629 in the previous year). This recovery was fuelled by a
more than double increase in the core result, as sales surged alongside a
significant rise in core invested capital. The latter increase was driven mainly by

higher inventories and investments in PPE.

The non-core FCF has been patrticularly volatile throughout the historical period
due to unstable non-operating items and fluctuations in other comprehensive
income. For instance, non-core FCF peaked at £1,198 million in 2022 but turned

negative in 2023, emphasising its inconsistency as a contributor to total FCF.

50%

10% Profitability
30% M
20% \,\//\_‘ Diageo’s Return on Equity (ROE) and Return on Invested Capital (ROIC) ratios

10% . . . .
have shown notable fluctuations over the analysed period, reflecting the impact
0%
P17 2018 2019 2020 2021 2022 2023 2024 of major macroeconomic events (figure 27). All metrics experienced a significant

==g==ROE ==ROIC ROA
drop in 2020, as earnings were heavily impacted by the pandemic. This was
Figure 27: Diageo's historic profitability ratios
Source: Diageo’s annual reports followed by a strong recovery through 2022, showing the company’s ability to
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capitalise on post-pandemic market opportunities and efficiency in deploying its
capital in high-margin opportunities. More recently, we have been seeing a return

to pre-pandemic trends, with both ratios dropping significantly. Nonetheless,

L5Y Average Profitabilty Ratios when compared to peers, Diageo has been clearly overperforming in the last five
3% years, with both ratios doubling the peers’ average (figure 28).
o 13% 14% . In contrast, the Return on Assets (ROA) experienced more stability over the
[ | l analysed period, with a slight dip in 2020, but shows a last five years average
ROA ROE ROIC

lower than peers. This reflects a larger asset base, which can be linked to the

mDiageo © Peers

company’s premiumisation strategy requiring maintaining high maturing inventory
Figure 28: Diageo's last five years average

profitability ratios compared to peers levels, for aged spirits like whiskey and scotch, which represent over 80% of
Source: Diageo’s annual reports and

Bloomberg Diageo’s total inventory.

Forecasts

Balance Sheet

We forecasted the balance sheet based on stable historical ratios, average
periods, observed growth rates and even manual modelling, ensuring internal
consistency with revenue forecasts and Diageo’s strategies. Core and non-core
items are differentiated based on their relevance to the primary production and
distribution activities, and the assumptions focus on incremental changes rather

than structural shifts.

o0 Operating Cash is maintained at 4% of net sales annually, reflecting Diageo’s

190 historically efficient cash conversion cycle and robust liquidity position.

0 Inventories are projected based on the Average Holding Period, which is

forecasted as the average of the last 5 due to the anticipated stabilisation of the

Figure 29: Evolution of Cash Conversion Cycle Supply chain and maturity of Operations (ﬁgure 29)

and its components

: Anal " esti . . .
Source: Analysts’ estimates Intangible Assets have a segmented forecast based on its components, which

- is further projected based on the anticipated YoY growth rate, forecasted as the
o CAGR from the previous 7 years for all the captions (figure 30), due to brand

consolidation and digitalisation initiatives.

15000

o || || || || || || || || |I |I Property, Plant, and Equipment (PPE) is based on the same breakdown
oo w weee approach, due to the lack of data related to the production facilities. All the

Figure 30: Evolution of PPE and Intangibles elements are projected based on the YoY growth rate, which is forecasted as the
compared to Total Core Invested Capital
Source: Analysts’ estimates CAGR from the previous 3 or 5 years, minus 1 p.p. for Land and Buildings, Plant
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and Equipment, Fixtures and Fittings and Under Construction (figure 30), due to

divestments in non-key production geographies and specialisation

Receivables are projected based on the Average Collection Period, which is
forecasted as the average of the last 5 years due to anticipated stabilisation of
the supply chain and maturity of operations, but with a 2% growth factor due to
the need for concessions in order to achieve the target market share by 2030
(figure 29)

Payables are projected based on the Average Collection Period, which is
forecasted as the average of the last 5 years (figure 29), reflecting long-term

stabilization of operations.

Tax Related Liabilities are projected based on the average of the last 5 years’

% of Revenue

Non-Core Assets and Liabilities are forecasted based on historical averages,

due to their constant patterns over time.

Excess Cash is forecasted to be zero for the reference period, under the
E A — assumption that everything will be reinvested actively in new opportunities and

operational consolidation.

Borrowings are projected based forecasted YoY change, which is manually
forecasted to deleverage the company gradually and bring it closer to the target
? D/E of 77% (vs 204% in FY24) (figure 31).

Figure 29: Evolution of D/E ratio over the Finally, equity is deducted from the Total Invested Capital and Net Financing
forecasted period e erens
Source: Analysts’ estimates Liabilities for each forecasted year

Income Statement

Revenues

Diageo's net sales estimates were segmented into its five reported regions: North
America, Europe, Asia-Pacific, Latin America and the Caribbean, and Africa. To
better capture revenue growth patterns, a top-down strategy was used, with

Diageo's future market share and pricing trends estimated in each region.

To forecast Diageo's volumes, we began by collecting the alcoholic beverage
market volumes, both historical and forecasted, for each region, along with
Diageo's historical market share. For market growth beyond the available

forecasted years, we assumed the same trends from the previous five years.
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Figure 32: North America's sales growth 2023-
2030F

Source: Diageo’s annual reports and analysts’
estimates
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Figure 33: Europe's sales growth 2023-2030F
Source: Diageo’s annual reports and analysts’
estimates
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Figure 34: Asia-Pacific's sales growth 2023-
2030F

Source: Diageo’s annual reports and analysts’
estimates
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Figure 35: Latin America and the Caribbean
sales growth 2023-2030F

Source: Diageo’s annual reports and analysts’
estimates
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North America (figure 32) — Accounting for 39% of Diageo’s FY24 sales, the
North America region is the most critical to the group. Following the post-
pandemic boom, the region is currently experiencing a downturn, with volumes
and market share decreasing by approximately -4 — -5% over the past two years.
However, this decline appears to be largely cyclical, and the conditions for
recovery are expected to align soon. Additionally, the region is experiencing
growth in tequila, driven by Don Julio, which increased momentum in the second
half of 2024, growing fifteen times faster than the total US spirits industry and
experiencing +19% organic volume growth in Diageo’s last fiscal year. As such,
we expect Diageo’s market share to make a full recovery by 2026, picking up
momentum from there on, with volumes showing a +1.8% CAGR from 2025 to
2030. As for average price per litre, considering Diageo’s premiumisation
strategy, we expect price to go up slightly in the next years, and then move with

inflation in the longer term.

Europe (figure 33) — In Europe, despite the post-pandemic downturn, Diageo has
been delivering a resilient performance and achieving share gains. The region's
volume decline in FY24 was primarily influenced by the lapping of final inventory
sales in Russia, with marginal decreases in other areas driven by softness in
spirits. However, strong growth in Guinness, including a doubling of net sales for
Guinness 0.0, has been a key driver of performance. Additionally, Casamigos
expanded its footprint to 30 countries in Europe, recording double-digit sales
growth. Considering these factors, we anticipate ongoing share gains and a
return to positive volume growth, projecting a +2.8% CAGR from 2025 to 2030.
Average pricing is expected to slow down in the next few years and move with

inflation from 2029 onwards.

Asia-Pacific (figure 34) — The Asia-Pacific region continues to demonstrate
strong growth potential for Diageo, particularly in key markets like India and
China. Diageo has been increasing its participation in developing markets such
as India, where it has successfully expanded Scotch penetration, recruiting 10
million new consumers. Moreover, consumer preferences in the country have
been rapidly shifting towards premiumisation, further boosting growth. As such,
Diageo is well positioned for continued market share growth, projected at +1%
annually through 2027, stabilising at +4%, leading volume to experience a +4.2%
CAGR between 2025 and 2030. Considering the continued premiumisation trend
in the region, we expect average prices to increase slightly above inflation rates
through 2027.

Latin America and the Caribbean (figure 35) — In the Latin America and the

Caribbean region, Diageo has been facing significant challenges, especially in
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Mexico, its second biggest market in the region, where competitive pressures in
key categories such as tequila and scotch have been leading to substantial
market share losses in the past two years. These declines are attributed to
economic constraints driving consumer downtrading. However, Diageo’s strategic
focus on improving visibility into the distribution channels across the region aims
to stabilise performance. As such, we assume the market share loss will
gradually revert, with volumes reaching pre-pandemic levels and showing a
+1.4% CAGR between 2025 and 2030. The average price per litre was estimated
by correlating with projected inflation.

Africa (figure 36) — In the Africa region, we have seen a lot of volatility, both in

volume and average pricing, mainly attributed to macroeconomic headwinds.

6% 1

- % ), noz nor.
9% © 0% 0% 0%

Nonetheless, Diageo has been experiencing strong revenue growth in beer, the

‘“’“’ region’s largest segment, and is increasingly focused on bringing consumers into

(19%)
spirit categories. As such, we forecast moderated growth for the area, with
market share movements stabilising and volume showing a +2.5% CAGR

2023 2024 2025F  2025F  2027F  2028F  2029F  2030F

Holume = Price between 2025 and 2030. However, due to macroeconomic conditions, we do not

Figure 36: Africa's sales growth 2023-2030F
Source: Diageo’s annual reports and analysts’
estimates

expect much premiumisation, and thus the average price per litre was estimated

by correlating with projected inflation.

Core Result
25000 Overall, we expect Diageo’s total net sales to be around £23.2 billion by 2034 vs.

20,000

£16.1 billion in 2024, showing a +3.7% CAGR. As a mature and stable company,

5 operating expenses are expected to remain tightly managed, even with Diageo’s
e I I I | emphasis on marketing spending, and margins relatively steady, as they have

5,000

been even through less favourable cycles, with an EBT of approximately £8.2

2024 2025F 2029F 2034F

billion (35% margin) and a core result of £6.1 billion (26% margin) vs. £4.8 billion

mNet Sales mGross Profit ®EBT 1 Core Result

Figure 37: Core result selected forecast and £3.1 billion in 2024, respectively (figure 37).

Source: Diageo’s annual reports and analysts’

timat
estimates Non-Core Result

Although the non-core result has historically shown significant volatility, mainly
due to non-operating items which refer to gains and losses on the sale of
businesses and other assets, we adopted a conservative approach based on
historical averages, resulting in a stable increase over the forecasted period,
growing from £0.5 billion in 2024 to £1.1 billion in 2034.

Financing Result

The financing result is forecasted to gradually improve over the next ten years as
Diageo moves toward its target capital structure. The target debt-to-equity ratio

was derived from a peers’ average and is set at 74.5%. The cost of debt is
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assumed to remain constant at 5.62%, reflecting stable interest rates over the

forecast period.

In 2024, the financing result showed a loss of $765 million, but as the company
progressively reduces its leverage and approaches the target capital structure,
the financing result is expected to improve, reaching a loss of $614 million by
2034, representing a (2.2%) CAGR.

Comprehensive Result

Over the forecasted period, Diageo’s comprehensive result is expected to
experience a +8.8% CAGR, reaching approximately £6.7 billion in 2034
compared with £2.9 billion in 2024.

Free Cash Flow

Diageo’s free cash flow is projected to follow a steady growth trajectory after a
post-pandemic normalisation, with fewer anticipated disruptions compared to the
historical period (figure 38). Core FCF is expected to grow at a +9.3% CAGR,
reaching £5,202 million by 2034, assuming stable core results supported by

continued sales growth.

non-operating items and other comprehensive income, is expected to maintain a

more consistent contribution to total cash flow, reflecting fewer exceptional items

and improved predictability in non-operating activities.

‘| || ‘| ‘| ‘| | The non-core FCF, which historically showed significant volatility due to unstable

Total FCF is projected to achieve an +11.2% CAGR, reaching £6,351 million by

Figure 38: Free cash flow forecasts ) . . .
2034, reflecting both operational growth and improved cash flow generation.
Source: Analysts’ estimates
Unlike the historical period, no significant external disruptions are assumed,

enabling a smoother upward trend.

On the financing side, financing FCF is forecasted to steadily decline over the

period, primarily driven by the gradual reduction in debt levels.
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Valuation

Cost of Capital

In order to value Diageo’s future cash flows, an appropriate discount rate was
calculated using the Weighted Average Cost of Capital (WACC) method. For this,

assumptions were necessary to determine the following components:

Risk-free rate — For the risk-free rate, we assumed the 10-year UK government
bond vyield, currently at 4.41%, which reflects the long-term stable returns in the
Rf of 4.41% UK market.

Market risk premium — Based on data from Statista, we assumed a UK market

MRP of 6.00% risk premium of 6.00%.

Cost of equity — The cost of equity for Diageo was calculated using two different
approaches based both on Diageo’s historical beta of 0.793, obtained through a
regression of Diageo’s 10-year returns against the FTSE 100 index, and on an
average peers-based historical beta of 0.733, obtained by regressing each
against the same index, in the correspondent currencies, over the same period.
The next step was to unlever and re-lever both betas for a target D/E ratio of

Diageo-based cost of equity of 0 . , . . .

9.25% 74.46% derived from a peers’ average, resulting in a Diageo-based equity beta of
0.806 and a peers-based equity beta of 0.739. Finally, using the Capital Asset

Peers-based cost of equity of P quity natly, using P!

8.85% Pricing Model, we arrived at costs of equity of 9.25% and 8.85%, respectively.
Cost of debt — Diageo’s cost of debt was determined based on a default spread
of 1.21%, associated with its A- credit rating, added to the risk-free rate, which

Cost of debt of 5.62% yielded a pre-tax cost of debt of 5.62%.

WACC Weighted Average Cost of Capital — To balance the two views on Diageo's

WACC Historical DGE Beta 7.22% equity risk, we averaged the WACC based on Diageo's historical beta (7.22%)
WACC Historical Comps Beta  6.99% , . . .
and the WACC based on peers’ betas (6.99%), resulting in a final WACC of

[Avg. WACC 7.10%| 7.10% (figure 39). This WACC includes a 20% tax rate, which is consistent with
Efg‘r‘fjinﬁvlﬁs‘if estimates Diageo's average statutory tax rate over the last years, and acts as the discount

rate for our Discounted Cash Flows analysis.

Discounted Cash Flows Model

This valuation model estimates Diageo's price per share at £26.60, along with
£1.35 expected transactions with shareholders by the end of 2025, reflecting an
upside potential of 7.51% compared to the current market price. This

corresponds to an equity value of £59 billion and an enterprise value of £77
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DCF Valuation

9
WACC

billion (figure 40). The model assumes a perpetual growth rate aligned with long-

2.00%

7a0% term inflation targets of 2%, resulting in a terminal value of £42 billion.

[Enterprise Value

76,690 |

EV to Equity bridge
Equity Value
Number of Outstanding Shares

azsrey From a value creation perspective, Diageo’s projected long-term return on
59,112

lEstimaled Price per Share

zzzzl invested capital (ROIC), at 20.87%, exceeds the estimated WACC of 7.10%,

26.60

Expected Transactions with Shareholders in 2025
Per share

. underscoring the company's ability to create value for its shareholders.

1.35

IToIaI Value per Share

%] Sensitivity Analysis

Current Price per Share

lUpside / Downside

26.00
2519 TO understand the impact of key assumptions on our valuation, we conducted a

Figure 40: DCF valuation
Source: Analysts’ estimates

sensitivity analysis focusing on Diageo's terminal growth rate (g) and the WACC.
These two parameters are particularly influential, as the terminal growth rate
drives the projected long-term growth of the company, while the WACC

determines the present value of future cash flows by acting as the discount rate.

Range of prices  # observations

0 10
10 20
20 30
30 40
40 50
50 60
60 70
70 80
80 90
90 100
100

. The analysis explored a range of terminal growth rates from 0.75% to 3.25% and
WACC values from 4.00% to 10.00%. The results demonstrate a wide range of
20 potential outcomes, with the implied share price varying from £13.30 under the
10.00%) to £212.21 in the
4.00%), underlining the

most conservative assumptions (g = 0.75%, WACC

most optimistic scenario (g = 3.25%, WACC

5
7
7
5 importance of selecting realistic input assumptions when interpreting the model's
i’ outputs.
6

The main focus is on valuations around £10 and £30 per share, which aligns

Below current price
Above current price

closely with the current market price. Nonetheless, out of the 143 observations

Figure 41: Sensitivity analysis heatmap
Source: Analysts’ estimates

Worst case scenario

generated by the sensitivity analysis, 67 suggest a valuation below the current

share price, while 76 imply an upside (figure 41).

Scenario Analysis

The scenario analysis highlights the potential range of outcomes for Diageo’s
valuation based on changes to key financial and macroeconomic assumptions. In
both the best-case and worst-case scenarios, the chosen parameters were
altered symmetrically, but their impact on valuation is notably asymmetric (figure
42).

Modified Total Value

Impacted elements from the Base Case
value _per Share

Upside /
Downside

@ Among the strongest drivers and more uncertain assumptions is the change in

% net sales growth. A reduction in growth under the worst-case scenario

MRP 650% 2564 (1%)

yoy change of Net Sales for the forecasted period 2006 2033

risk free rate 541%  27.83 %

Credit rating BBE 2040 13%

Worst outcome (al alternatives combined) 1697

Best case scenario

Impacted elements from the Base Case Modified Total Value  Upside /
value _per Share

MRP 550%  38.97 50%

cunste  compresses valuation, reflecting a combination of weaker demand and

yoy change of Net Sales for the forecasted period 5.00% 34.97
risk free rate 3.41% 3374
Credit rating AA 28.12

35%
30%

= challenges across Diageo’s key markets. On the other hand, accelerated growth

Best outcome (all alternatives combined) 46.19

Figure 42: Scenario analysis
Source: Analysts’ estimates

78%

driven by tailwinds in the best-case scenario significantly lifts valuation.
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The market risk premium and risk-free rate also play critical roles, primarily
through their combined effect on the discount rate. Higher perceived risk and
tighter monetary conditions in the worst-case scenario increase the cost of
capital, compounding the negative impact of slower growth. In contrast, improved
market sentiment and a lower cost of capital support a much more favourable

valuation environment.

The asymmetry in valuation outcomes is noteworthy: while the downside
potential in the worst case reaches (35%), the upside potential in the best case
stands at 78%. This disparity underscores the significance of growth execution,
with the best-case scenario highlighting the upside potential of Diageo’s business
model, particularly its exposure to premium segments and emerging markets,

where growth opportunities remain substantial.

Trading Comparables

To further support our valuation, we performed a relative valuation analysis with a
set of trading comparable peers from the spirits and beer sectors. Our peer group
includes spirits-focused companies such as Pernod Ricard, Remy Cointreau,
Davide Campari, and Brown-Forman, as well as beer players like AB InBev,
e | o Heineken, Carlsberg, Constellation Brands, and Molson Coors. These companies

were chosen based on their similar market positioning, product portfolios, and
EV/EBIT 20.90 26.59 grOWth potential.

This analysis focused on three commonly used valuation multiples in the
consumer staples sector: EV/Sales, EV/EBIT, and EV/EBITDA (figure 43).

EV/EBITDA 16.44 2599

10.00 15.00 20.00 25.00 30.00 35.00
fFiggbfe”ﬁSilgrading comparables valuation EV/Sales: This metric suggested an implied share price ranging from £15.01 to
ootball Tie
Source: Analysts’ estimates and Bloomberg £33 06, representing a median upside of 11.01%.
EV/EBIT: This metric suggested an implied share price ranging from £20.90 to

£26.59, representing a median upside of (14.76%).

Company Evisales  EV/EBIT EVIEBITDA  EV//EBITDA: This metric suggested an implied share price ranging from £16.44
Di 4.40; 15.50: 13.90; . . .

S : : ~ to £25.99, representing a median upside of (16.99%).

Spirits

Pernod Ricard 3.60x 13.50x 11.80x . . . . . . . .

Remmy Cointreau sac 1340 1140 HOWever, like with any valuation analysis, there are limitations to directly
Davide Campari 3.10x 15.90x 13.20x - - . P - . -
SroumEorman s e 1140 COMparing Diageo to other competitors. Variations in, i.e., product mix,
Beers geographical focus, and exposure to emerging market growth can all have an
AB InBev 3.30x 12.90x 9.50x | - . N ..

Heineken 2.00x 14.40x ss0x IMpact on comparability. For instance, within the spirits group, Brown-Forman
Carlsberg 1.70x 11.40x 8.30x . ape . . A

constalation Brands sax e 1m0 ClEQMlY trades at significantly higher multiples compared to the remaining peers,
Molson Coors 1.60x 10.40x 7.50x

and even Diageo (figure 44). This is possibly due to its heavy focus on whiskey,
Figure 44: Diageo and peers' multiples i i . i i : i .
Source: Bloomberg particularly premium brands like Jack Daniel's, which benefits from high margins
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and strong pricing power. The same analysis can be done within the beers group,
looking at Constellation Brands, also trading at higher multiples compared to its
peers. In this case, we believe the higher valuation comes from its increasing
exposure to the fast-growing ready-to-drink segment, differentiating it from
competitors like AB InBev and Heineken which are more reliant on traditional
beer categories. These examples underscore how product focus, geographic
strategy and other variations can drive valuation differences and highlight the

need for careful analysis when interpreting valuation results.
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Appendix

Financial Statements

Reformulated Income Statement (in 2017 2018 2019 2020 2022 2023 2024
Core Result per Operating Segments
North America
Net Sales 4,161 4,116 4,460 4,623 5,209 6,281
% total sales 35% 34% 35% 39% 41% 39% 39%
EBT 1,899 1,882 1,948 2,088 2,237 2,692 2,414
9% EBT margin 46% 46% 44% 15% % 38% 38%
Statutory Taxes 375 358 370 397 425 531 603
Tax Adjustments 1) (10) 8 160 92 73 (10)
Core Result 1,625 1,534 1,670 1,631 1,720 1,987 1,820
Core margin 37% 37% 35% 33% 33% 9% 29%
Europe
Net Sales 2,824 2,932 2,939 2,567 2,558 3,212 3,569 3,816
% total sales 23% 24% 20% z 24%
EBT 903 1,028 695 620 1,097 998
% EBT margin 32% 35% ] 27 % 24% 27% 31% 26%
Statutory Taxes 178 195 189 132 118 165 225 250
Tax Adjustments (1) (6) 4 53 25 47 31 (4)
Core Result 725 838 803 510 477 659 841 753
Co nargin 26% 29% 27% 20% 19% 21% 2. 20%
Asia Pacific
Net Sales 2,419 2,503 2,688 2,270 2,488 2,884
tal sales 20% 21% 19% 20%
EBT 478 (697)
% EBT margin (31%)
Statutory Taxes (132)
Tax Adjustments (0) (3) (53)
Core Result 384 463 (511)
Core margin 19% (23%)
Latin America and Caribbean
Net Sales 1,044 1,069 1,130 908 1,799 1,461
9% % 9% 8% 11% 9%
250 365 242
9% EBT margin 24% 32% 27%
Statutory Taxes 49 69 46
Tax Adjustments (0) 2 19
Core Result 201 251 294 177
Core margin 19% 23% 26% 20%
Africa
Net Sales 1,556 1,491 1,597 1,346 1,412 1,682 1, 699 1,412
9 5 5 13% 12% 12% 6 11% 9%
218 63 275 (44) 171 315 104
T 14% 4% 17% (3%) 12% 19% 7%
Statutory Taxes 43 12 52 (8) 32 60 26
Tax Adjustments (0) (0) 1 (3) 7 17 (0)
Core Result 175 51 222 (32) 131 238 135 78
Core margin 11% 3% 14% (2%) 9% 8% 6%
Corporate
Corporate and Other Net Sales 52 53 38 20 54 88 98
% total sales 0% 0% 0% 0% 0% 1% 1%

EBT (158) (210) (147) (208) (238)

% EBT margir (304 - (387%) (1,040%) (441%)
Statutory Taxes (30) (40) (28) (40) (45)
Tax Adjustments 1 (1) (11) (9) (13)
Core Result (129) (169) (108) (160)

Core margin (248%) (319%) (284%) (800%) (284%)
Comprehensive Income
Core Other Comprehensive Income 129 (652) 287 (158) (821) 923 (293) (376)
Total Core Result 2,987 2,357 3,544 1,409 2,048 4,258 3,258 3,219
Non-Core Result
Non- Operatmg Iltems 20 - 144 (23) 14 17) (56)
a 0% - 1% (0%) 0% (0%) (0%)
Share of after tax results of associates and joint ventures 309 309 312 282 334 417 329
% total sales 3% 3% 2% 2% 3% 3% 2%
Finance income 235 243 442 366 278 497 318
% total sales 2% 2% 3% 3% 2% 3% 2% 6
EBT 564 552 898 625 626 897 1,038 591
Statutory Taxes 111 105 171 119 119 170 213 148
Tax Adjustments 31 (95) 76 37 50 (20) (132) (37)
Discontinued Operations (55) - - - - - - -
Non-Core Other Compreensive Income 522 376 - (6) (44) 559 (509) (10)
Non-Core Result 889 918 651 463 413 1,306 448 470
Financing Result
Finance charges (564) (503) (705) (719) (651) (919) (934) (1,021)
9% total debt (6% (5%) (6%) (4%) (4%) (6%) (6%) (6%)
Flnancmg Result Before Taxes (503) (705) (719) (651) (919) (934) (1,021)
total (4%) (5%) (6%) (: (6%) (
Statutory Taxes (111) (96) (134) (137) (124) (175) (191) (255)
Financing Result (453) (407) (571) (582) (527) (744) (743) (765)
Comprehensive Result 3,423 2,868 3,624 1,290 1,934 4,819 2,964 2,924

PAGE 30/38



DIAGEO PLC COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Core Invested Capital

Core Assets

Operating Cash 482 487 515 509 685 644
% yoy change 1% 6% 8% 11% 6)
Inventories 4,788 5,015 5,472 7,094 7,661
/oy change 5% 9% 17% 8% %
Intangible Assets 12,566 12,672 12,557 11,300 10,764 11,902 11,512 11,766
% yoy change 0% (0%) (10%) (5%) 11% (3%) 2%
PPE 4,014 4,089 4,455 4,926 4,849 5,848 6,142 6,758
% yoy change 2% 9% 11% (2%) 21% 5% 10%
Receivables 2,342 2,464 2,550 2,220 2,781 2,563 2,573
% yoy change 5% 3% 18% 25% (8%) 0%
Biological assets 21 23 34 66 156 158
% yoy change 10% 48% 29% 66% 1%
Post-employment benefit assets 281 935 1,060 1,018 960
9% yoy change 233% 13% 5% (8%) (38%)
Tax related assets 134 187 221 309 245 373
% yoy change 40% 18% 40% (21%) 42%
Total Core Assets 24,628 25,772 26,864 25,826 25,716 30,153 30,052
% yoy change 5% 4% (4%) (0%) 17% (0%) 3%
Core Liabilities
Payables (3,009) (3,359) (3,487) (3,081) (3,894) (5,126) (4,593) (4,323)
% yoy change 12% 4% (12%) 26% 32% (10%) 6)
Post-employment benefit liabilities (772) (872) (846) (749) (574) (402) (373) (341)
% yoy change 13% (3%) 11%) (23%) (30%) (7%) (9%)
Tax related liabilities (2,406) (2,230) (2,410) (2,218) (2,091) (2,5671) (2,318) (2,449)
9% yoy change (7%) 8% (8%) (6%) 23% (10%) 6%
Total Core Invested Capital 18,441 19,311 20,121 19,778 19,157 22,054 22,768 23,773
Non-Core Invested Capital
Non-Core Assets
Investments in associates and joint ventures 2,824 3,009 3,173 3,557 3,308 3,652 3,829 3,997
% yoy change 7% 5% 12% (7%) 10% 5% 4%
Other investments 31 46 49 41 40 57 75
% yoy change 48% 7% (16%) (2%) (8%) 54% 31%
Other financial asstes 348 217 531 761 448 596 741 578
% yoy change (38%) 145% 43% (41%) 33% 24% (22%)
Other receivables 289 246 172 241 166 171 176 202
% yoy change (15%) (30%, 40% (31%) 3% 3% 15%
Assets held for sale - 24 65 - - 222 - 103
% yoy change - 171% (100%) - - (100%) -
Total Non-Core Assets 3,492 3,542 3,990 4,600 3,962 4,803
% yoy change 1% % 15% (14%) 3%
Non-Core Liabilities
Liabilities held for sale - - (32) - - (61) - (38)
% yoy change - - (100%) N — (100%) -
Other payables (503) (675) (787) (595) (944) (980) (800) (638)
% yoy change 34% 17% (24%) 59% 4% (18%) (20%)
Provisions (415) (397) (416) (476) (412) (417) (362) (315)
% yoy change (4%) 5% 14% (13%) 1% (13%) (13%)
Other financial liabilities (598) (442) (431) (782) (641) (1,147) (1,106) (1,023)
% yoy change (26%) (2%) 81% (18%) 79% (4%) (8%)
Total Non-Core Invested Capital 1,976 2,028 2,324 2,747 1,965 2,073 2,535 2,940
Financing Assets
Excess Cash 709 387 417 2,853 2,240 1,667 754 254
% yoy change (45%) 8% 584% (21%) (26%) (55%) (66%)
Borrowings (9,042) (9,902) (12,555) (16,785) (14,727) (16,020) (16,502) (17,077)
% yoy change 10% 27% 34% (12%) 9% 3% 3%
Share buyback liability - - (26) - (91) (17) - -
% yoy change (100%) 29% (100%)
Interest receivables (payables) (56) (90) (102) (123) (89) (125) (225) (260)
% yoy change 61% 13% 21% (28%) 40% 80% 15%
Dividend payables - 21) (23) (30) (24) (18) (38) (43)
% yoy change - 10% 30% (20%) (25%) 111% 13%
Non-controlling interests (1,715) (1,765) (1,795) (1,668) (1,534) (1,716) (1,470) (1,619)
% yoy change 3% 2% (7%) (8%) 12% (14%) 10%
Total Financing Assets (10,104) (11,391) (14,084) (15,753) (14,225) (16,329) (17,481) (18,745)
% yoy change 13% 24% 2% (10%) 15% 7% 7%
Equity
Equity attributable to equity shareholders of the parent company 10,313 9,948 8,361 6,772 6,897 7,798 7,822 7,968

% yoy change
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Forecasted Revenue (in £m) 2025F 2026F 2027F 2028F 2029F 2030F 2031F 2032F 2033F 2034F
Group
Net sales 16,870 19,158 21,532 22,344
ge 3% 6 4% 4%
Adjusted volume (litre million) 2,110 2,565 2,657
9% yoy change 2% 4% 4%
Average price (per litre) 8.10 8.58 8.61
e 19 0% 0%
North America
Net sales 6,360 6,601 6,919

Adjusted volume (litre million)
% yoy change

Market volume (litre million)

% Di.

jeo share

Europe

16.15

42,615

Net sales

% yoy

Adjusted volume (litre million)
% yoy nge

Market volume

Asia Pacific

Net sales

Latin America and Caribbean

4%
97,6

0.9%

Net sales

me (litre million)
ge
me

Average price (per litre)
% o

Africa

1,652 1,599

3%
40,567

1,648 1,699

Net sales

% tc

Y
Average price (per litre)
e

Corporate and Other Net Sales

1,541

1,755 1,799 1,844
C

Net sales
% tc

106
19¢
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Forecasted Income Statement (in £m) 2025F 2026F 2027F 2028F 2029F 2030F 2031F 2032F 2033F 2034F
Core Result
Sales 23,683 24,337 25,272 26,415 27,637 28,876 29,923 31,062 32,233 33,454
Excise Duties (7,266) (7,467) (7,753) (8,104) (8,479) (8,859) (9,181) (9,530) (9,889) (10,264)
Net Sales 16,417 16,870 17,518 18,311 19,158 20,016 20,743 21,532 22,344 23,190
Cost of sales (6,500) (6.733) (6.968) (7.281) (7,628) (7.963) (8,253) (8,569) (8.890) (9.227)
Gross Profit 9,916 10,137 10,650 11,031 11,630 12,063 12,490 12,963 13,454 13,963
% gros n 6 6C 60% 60% 60% 6 60% 60% 60%
Marketing (3,050) (3,111) (3.174) (3,237) (3,302) (3,368) (3,436) (3,505) (3,575)
Staff costs (1,733) (1,683) (1,635) (1,587) (1,541) (1,497) (1,454) (1,412) (1,371)
Depreciation, amortisation and impairment (790) (826) (878) (933) (993) (1,053) (1,116) (1,185) (1,265)
Other operating income (costs) 305 297 323 336 348 377 390 406
EBT 4,868 5,227 6,109 6,564 7,335 7,742 8,158
29% 33% 34% 35% 35%
5,658
Statutory Taxes (975) (1,047) (1,135) (1,224) (1,315) (1,389) (1,469) (1,551) (1,634)
Tax Adjustments (118) 127y (137) (148) (159) (168) (178) (187) (197)
Other comprehensive income (167) (174) (181) (190) (198) (205) (213) (221) (230)
Core Result 3,608 3,880 4,892 5,474 5,783
% 21% 22% 24% 25% 26%
Non-Core Result
Non-Operating Items 55 56 58 61 64 67 69 72 74 v
Share of after tax results of associates and joint ventures 378 388 403 421 441 461 477 495 514 534
Finance income 393 404 419 438 458 479 496 515 535 555
EBT 825 848 880 920 963 1,006 1,042 1,082 1,123 1,166
Statutory Taxes (165) (170) (176) (184) (193) (202) (209) (217) (225) (233)
Tax Adjustments " " 12 12 13 13 14 14 156 16
Discontinued Operations - - - - - - - - - -
Other comprehensive income 156 160 167 174 182 190 197 205 213 221
Non-Core Result 827 850 882 922 965 1,008 1,045 1,084 1,125 1,168
Financing Result
Finance charges (893) (839) (797) (765) (742) (724) (709) (727) (747) (768)
Financing Result Before Taxes (893) (839) (797) (765) (742) (724) (709) (727) (747) (768)
Statutory Taxes 179 168 160 153 149 145 142 146 150 154
Financing Result (714) (671) (637) (612) (594) (579) (567) (581) (597) (614)
Comprehensive Result
Comprehensive Result 3,787 4,125 4,624 4,919 5,321 5,650 5,978 6,311 6,650
% yoy change 6% 9% 10% 9% 8% 6% 6% 6% 5%
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Forecasted Balance Sheet 2025F 2026F 2027F 2028F 2029F 2030F 2031F 2032F 2033F 2034F
Core Invested Capital
Core Assets
Operat\ng Cash 928
% of 4 4 4%
Inventories 8,038 10,283 10,684
g period (days) 428 430 430
\ntanglb\e Assets 11,469 12,236 12,485
6 yoy cha 1% 2%
PPE 11,294 11,788
% yoy change 4%
Receivables 3,896 4,081
 (days) 61 61 64 64
175 227 312 329
i e gro
Post—emp\oyment benefit assets 1,141 1,035
/0] 25% 0%
349 485
2% 2% P 2%
31,581 32,089 32,909 34,088 41,814
2% 4% 3%
Core Liabilities
Payables (4.663) (4.877) (5,066) (6,278)
I 265 270 258 262
(372) (362) (362)
9% ( )
(2,763) (2,871) (4,565)
23,783 23,979 29, 212
% 3%
Non-Core Invested Capital
Non-Core Assets
Investments in associates and joint ventures 4,017 4,145 4,461 4,572 4,683 4,801 4,920 5,041
6 % 3% % % 2% 2%
63 62
: je 3% (0%)
Other fnancna\ asstes 638 636
% yoy cl je 7 (0%) 0%
Other recenvables 187 188 188
% yoy cl 1% (0%)
Assets held for sale - - - - - - -
% yoy je (1C - - - - - -
Total Non-Core Assets 4,895 5,047 5,134 5,232 5,350 5,805 5,927
Non-Core Liabilities
Liabilities held for sale - - - - - - -
b yoy cha
Other payables (808) (768) (786)
yoy cha (1%) 1 0%
Provisions (374) (366) (371) (372)
% yoy ct ) 0% %) 0%
Other financial liabilities (1,278) A, 325) (1,413) (1,762) (1,861)
% yoy change % 7% € 6%
Total Non-Core Invested Capital 2,674 2,768 2,802 2,889 2,908
% yoy change 1% 1% 1 1%
Financing Assets (Liabilities)
Excess Cash - - - - - - - - - -
% yoy ct )
Borrowings (14,182) (13,615) (13,207) (12,934) (13,284) (13,669)
% yoy chang ) ( (3%) 3% 3%
Share buyback liability - - - - - - - - -
% yoy ch - - - -
Interest receivables (payables) (486) (779) (911) (1,247)
% yoy ct 17% 17% 17% 17%
Dividend payables (80) (129) (206)
% yoy ct 17% 1 17%
Non-controlling interests (1,592) (1,573) (1, 567) (1,554)
% yoy cha ( ) (0%, (0% (0%) ) ) (0%) 0%,
Total Financing Assets (Liabilities) (17, 848) (16,948) (16,266) (15,774) (15,456) (15,232) (15,100) (15, 563) (16,086) (16,676)
% yoy change (6%) (6%) (59 (4%) ) 0% 2%
D/E 178% 148% 124% 105% 92% 84% 7% 7% 7% 8%
Equity
Equity attributable to equity shareholders of the parent company 8,548 9,616 10,858 12,310 13,531 14,385 15,313 15,673 16,015 16,339
2 7% 9 10% 6% 6 %
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Disclosures and Disclaimers

Report Recommendations

Buy Expected total return (including expected capital gains and expected dividend yield)

of more than 10% over a 12-month period.

Hold Expected total return (including expected capital gains and expected dividend yield)
between 0% and 10% over a 12-month period.

Sell Expected negative total return (including expected capital gains and expected

dividend yield) over a 12-month period.

This report was prepared by Ana Patricia Lopes and Mihnea Enache, Master in Finance students of Nova

School of Business and Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

This report is issued and published exclusively for academic purposes, namely for academic evaluation and
master graduation purposes, within the context of said Field Lab — Equity Research. It is not to be construed

as an offer or a solicitation of an offer to buy or sell any security or financial instrument.

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who

revised the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its
faculty and the author of this report have not sought or obtained registration with or certification as financial
analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her
academic supervisor is registered with or qualified under COMISSAO DO MERCADO DE VALORES MOBILIARIOS
(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or
distribution of this report was required and/or obtained from any local authority, given the exclusive academic

nature of the report.
The additional disclaimers also apply:

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the
author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and
Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary.

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports.

Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading
Act), this entity is not required to register with or otherwise notify the Bundesanstalt fir

Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be
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noted that Nova SBE is a fully-owned state university and there is no relation between the student’'s equity

reports and any fund raising programme.

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior
authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively
academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is
the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for
the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE
and its faculty have no single and formal position in relation to the most appropriate valuation method,

estimates or projections used in the report and may not be held liable by the author’s choice of the latter.

The information contained in this report was compiled by students from public sources believed to be reliable,
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content.

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein

may change without further notice.

The target company or security of this report may be simultaneously covered by more than one student.
Because each student is free to choose the valuation method, and make his/her own assumptions and
estimates, the resulting projections, price target and recommendations may differ widely, even when referring
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report.
Any recipient of this report should understand that statements regarding future prospects and performance

are, by nature, subjective, and may be fallible.

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the
target company and/or security, namely the possible exchange rate risk resulting from the security being

denominated in a currency either than the investor’s currency, among many other risks.

The purpose of publishing this report is merely academic and it is not intended for distribution among private
investors. The information and opinions expressed in this report are not intended to be available to any
person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this
report, students did not have in consideration the specific investment objectives, financial situation or
particular needs of any specific person. Investors should seek financial advice regarding the appropriateness

of investing in any security, namely in the security covered by this report.
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The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion
about the target company and its securities. He/ She has not received or been promised any direct or indirect

compensation for expressing the opinions or recommendation included in this report.

The content of each report has been shown or made public to restricted parties prior to its publication in Nova
SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty

members for students’ academic evaluation.

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and
companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus,
Nova SBE may have received compensation from the target company during the last 12 months, related to its
fundraising programs, or indirectly through the sale of educational, consulting or research services.
Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on
the opinions expressed in this report. The Nova School of Business and Economics does not deal for or
otherwise offer any investment or intermediation services to market counterparties, private or intermediate

customers.

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous
consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE
may decide to suspend this report reproduction or distribution without further notice. Neither this document
nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than
Portugal or to any resident outside this country. The dissemination of this document other than in Portugal or

to Portuguese citizens is therefore prohibited and unlawful.
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