





Contributing
to economic
growth



Investment and
creating value

Our businesses and their supply
chains are a source of economic
opportunity and development in the
many markets in which we operate.

Diageo businesses around the world provide jobs and
develop the skills of our people, create opportunity for
other businesses in the value chain, generate revenue

for governments and invest in capital projects. By doing
all this in a responsible way, we make our most significant
contribution to the sustainable development of the
communities in which we operate.

Supporting economic
development

Wherever we invest in new
facilities, such as the distilleries in
Roseisle, Scotland and the US Virgin
Islands, or our new joint venture
brewery at Sedibeng, South Africa,
we create jobs in constructing,
operating and servicing the plant.
Although it may be the new
projects that make the headlines,
investment in our existing
operations is just as important in
Creating economic opportunity
and supporting development.

In 2008 we announced our
plan to build a new rum distillery
and maturation warehouse on the
island of St Croix in the US Virgin
Islands. The facilities, which will
begin production in 2011 and,
by the following year, will be
supplying all the rum for Captain
Morgan in the USA, will provide a
major stimulus to the Virgin Islands
economy. Constructed according
to Leadership in Energy and
Environmental Design principles,
the distillery will have a closed-loop
water system and derive energy
from waste. To show we intend to
play a full partin the community, at
the early-morning Jouvertfestival
on theisland of St Thomas this year,
we worked with the police and
other partners to provide Safe Ride
shuttles and remind carnival-goers
to drink responsibly.

Diageo was hailed the Best Global
Business in Africa at this year's Africa
Business Awards. The success of
our operations on the continent
provides a clear example of the
economic impact that business
can have. We brew or distil in

22 sub-Saharan countries, either
through subsidiaries, joint ventures
or licence arrangements. Our 4,500
Diageo Africa employees represent
a fifth of our global workforce.
Africans drink more than one-third
of all the Guinness in the world. We
also produce many other iconic
African brands such as Tusker beer
in East Africa, Star beer in Ghana
and the non-alcoholic Malta
Guinness in many markets.

To show that commercial
success is not the only measure
of a great company, this year we
published Diageo in Africa, an
overview of our extensive
corporate citizenship programme
in the continent.

Our business in East Africa
this year supported its hundredth
student through university since
the scheme began seven years
ago, and announced 20 more
scholarships for this year. We offer
the support to bright, disadvantaged
students wishing to study business,
IT, engineering or food science at
university in Kenya, Uganda or
Tanzania and this covers tuition,
books, accommodation and a
monthly stipend.

In Nigeria we contributed to
the development of infrastructure
by building two new sections of
road. At Oregbeni, Benin, where the
route was impassable during the
rainy season, we built 340 metres
of road, while at Egbeluowo, Aba
we surfaced a 400-metre untarred
section, supporting economic
activity in these communities.

We want other companies to
investin Africa and so help support
development there. This year we
published a study that showed
how African business media
influence sentiment among both
local private equity investors and
overseas institutional investors. We
sponsored the sixth annual Africa

We provided Safe Ride
shuttles for Jouvert
carnival-goerson

St Thomas to mark our
new relationship with
US VirginIslands
communities

Business Reporting Awards as a
practical contribution to boosting
investor sentiment by recognising
excellence in reporting on Africa’s
commercial environmentand
promoting a more balanced view
of doing business there than is
sometimes available in the press.

In Asia Pacific, a region of
increasing importance to our
business, we provide employment
for 3,000 people, while many more
jobs are maintained in 11 joint
ventures and 15 third-party
distributors of our brands. Over
80 jobs are sustained at our
distribution hub in Singapore —
including Asia’s largest bonded
warehouse — which handles
deliveries of our brands to
Asian markets.

Being a good corporate
citizen is an important aspect of
developing great relationships with
governments, business partners,
employees and consumers in the
region. We have summarised our
activities in Enriching Diverse
Communities, a review of our
citizenship programme in
Asia Pacific.

‘This agreement marks
the greatest single
financial step forward
in this territory in 50
years. It will bring jobs
and a long-term source
of funds that will go
far towards solving
many of the challenges
we face!

JohnPdeJongh, Jr,
Governor of the US Virgin
Islands, on Diageo’s new
rum distillery on St Croix
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Investment and creating value

Distribution of cash
value added 2009

Other

Income

v

Cash received
from other

customers

Lenders

Investors

49.9%

Cash value

Creating value

We use a cash value added
statement to demonstrate the value
we add to the goods and services
we buy in the course of creating our
brands. The statement also shows
Goods and how this va\ug is distributed Fo our
stakeholders in return for their
contribution to our business. In this
section we examine the three most
significant recipients of cash value
added — governments, investors
and employees.

services

Retained

; stakeholders in the future — either
orgrowth

Community As well as these three groups,
value flows to banks and other
lenders as well as to community
investment. We invest the remaining

} cash value added for the benefit of
in research and development or
by retaining it in our business for
growth, acquiring new businesses
or brands and capital spending on
plant and buildings.

Employees In its own 2009 Value Added

Scoreboard, the UK Department for

Business Innovation & Skills ranked

Governments the top 750 European companies

according to the wealth they created,
as measured by value added (using a
measure slightly different from ours).
This year, Diageo was the fourth
biggest creator of value in the
beverage sector, behind AB InBev,
SABMiller and Heineken, and came
top for wealth creation efficiency
(value added divided by the cost

of labour and equipment).

Cash value added statement

2009 2008 2007
£ million £ million £ million
Cash from customers 12,283 10,643 9917
Otherincome 214 155 131
Subtotal 12,497 10,798 10,048
Cost of goods and services (5,344) (4,540) 4123)
Cash value added 7153 6,258 5925
Alcohol taxes 2,972 2,553 2436
Other taxes 595 447 436
Subtotal - paid to governments as tax 3,567 3,000 2,872
Paid to employees for their services 1,247 1,122 999
Paid to investors for providing capital 1,224 1,865 2,263
Retained for growth 562 (146) (525)
Paid to lenders as return on borrowings 513 376 278
Community investment 23 24 21
Research and development 17 17 17
Distribution of cash value added 7153 6,258 5925

Note: cash value added is calculated using income statement amounts for the year and does not
represent cash received during the year.



Governments
and public policy

Payments to governments, in the
form of taxation, accounted for the
largest slice of the added value

we generated during the year,
amounting to £3.6 billion or 50%
of the total. In some countries,

the tax Diageo pays represents

a significant proportion of the
government’sincome.

In addition to this direct
contribution to the public purse,
our businesses pay other taxes
such as local and business taxes;
our consumers pay sales taxes
such as VAT, our employees and
investors pay income taxes; and
our suppliers and customers pay
corporate taxes which arise as a
result of the business we generate
in these companies. In aggregate,
these direct and indirect
contributions, which we have not
quantified, represent the total tax
footprint of our business.

Fair systems and levels of tax
are an important issue for our
conversations with governments
around the world as are other
issues that impact our business
such as barriers to free market
access, the regulation of the market
for alcohol beverages, community
programmes, national alcohol
policies (see page 10) and
responsible drinking campaigns.

‘The rationalisation of

the excise tax regime

has focused on achieving
simplicity in administration
and enforcement, ensuring
a steady stream of revenue,
discouraging tax evasion
and smuggling, curtailing
the consumption of
harmful products and
removing the distortions.’

Mr Kwadwo Baah-Wiredu,
Ghanaian minister of finance

and economic planning,

Budget Statement, November 2008

The complex alcohol taxation
system in Ghana levied high taxes
on premium brands, which we
thought was unfair. We worked
with the government to show that
basing tax on the alcohol content
of beverages rather than on their
sales value would make it easier to
collect and yield at least as much
revenue. Having implemented the
change, the Ghanaian Revenue
Agencies Governing Board
presented Diageo with a platinum
award for tax compliance and for
our contribution to excise revenue
mobilisation.

We deal with government
departments either directly or
through trade associations which
provide us with a platform to
share our views on industry-wide
issues — for example, the Scotch
Whisky Association, Gin & Vodka
Association, British Beer & Pub
Association, Alcohol Beverage
Federation of Ireland, Distilled
Spirits Council of the United States,
European Spirits Organisation,
Distilled Spirits Industry Council of
Australia, Association of Canadian
Distillers and many others.

In April the leaders of the G20
countries held a summit meeting
in London, hosted by the UK prime
minister, Gordon Brown. Diageo
played a leadership role in framing
and advocating a clear industry
stance on reigniting world trade
and rejecting protectionism.

Arranging our
tax affairs

We have responsibilities to
governments as well as other
stakeholders and acknowledge
this by seeking to conduct our tax
affairs according to clear principles.
We are committed to pay tax
according to the law; to protect
and grow value for shareholders;
and to maintain good and honest
working relationships with tax
authorities, sharing our views on
tax laws with them either directly
or through trade associations.

Where we have a choice as to
where in the world our operating
profits and hence tax liabilities
arise, we make the decision on
a combination of commercial
strategy, the business implications
and levels of taxation. The resulting
profits are made in the territories
where our assets, activities and
risks are located.

Transactions between
Diageo subsidiaries based in
different countries are priced on
an arm’s-length basis as if the
subsidiaries were unrelated
companies, in accordance with
the OECD Model Tax Convention.
Consequently, the authorities in
the two countries receive a fair
allocation of tax from the profits
arising from the transaction
and the same profits are not
taxed twice.

Investment and creating value

Returns for investors

Over 90% of Diageo stock is owned
by institutions, the remainder
being held by private investors
including thousands of currentand
former employees. As areturn on
the capital they provide to the
business, shareholders received
the third biggest slice of the value
added distribution in 2009, in the
form of dividends (£870 million)
and share buy-backs (£354 million).
We set the balance between the
level of dividends and number of
share buy-backs at a point that
makes the total return to investors
as efficient as possible. A total of
£21.2 billion has been returned to
shareholders in dividends and
buy-backs since Diageo was
formed 12 years ago.

Investors who wish to take a
company’s corporate citizenship
approach and performance into
account when selecting shares
have a number of sources of
information including the indices
described on page 35, which aim
to compare companies based
on published and requested
information.

Some Diageo companies
offer a proportion of their shares
on local stock markets, providing
access to their equity to local
investors, including employees.
We value the participation of these
shareholders as they bring local
knowledge to the business and
strengthen direct contacts with
the community.
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The year
in pictures

Scotland

Our winter road safety campaign
is run with Central FM and the
Central Scotland Police, who
have reported 18% fewer drivers
over the limitin the last three
years — success that won a Prince

Spaln Michael International Road
Safety Award. Lewis Hamilton is

Our campaign ‘Si sales de pictured with officers leading

noche, transportate bien’ the campaign, which is now

(Travel safely at night), run extended to Northern and

in partnership with the Grampian regions.

Madrid government, was
hailed one of the best social
responsibility initiatives Caribbean
of 2008 at the Actualidad
Econémica Best-of-
Innovation Awards.

With NGO Habitat for
Humanity we helped needy
families in Guyana, Jamaica
and Trinidad and Tobago.
The project provided
families variously with the
construction skillsand
discounted materials to
build orimprove their
homes and enhance their
employment prospects.

Taiwan

Local hero and Yankees
baseball star Wang
Chien-Ming has become

aDiageo responsible drinking
USA ambassador. Working also
More than 350 with the Taiwan Beverage

Alcohol Forum and the

I k
employees took part Automobile Safety

in the Diageo Chateau s
& Estate Wines ssociation, Wang

community day in encquraged faps never

California. Events todrink and drive. Bulgaria

included assembling
2,700 HIV/Aids
prevention kits for
young peoplein the
San Francisco Bay area.

We estimate our ‘Celebrate
responsibly! Consume in
moderation! Never drink
and drive!’ campaignin
Sofia reached 3.5 million
consumers. Partnering
with the Bulgarian Industry
Confederation, we urged
430 member companies
to adopt workplace
alcohol policies.

Nigeria

Renovating the primary
school in Oregbeni, Benin
will help raise skill levels

in the community from Argentina

which our brewery recruits

employees. When we The first Project Tourism
replaced the roof and toilets course in our Learning
and provided books for the for Life programme
2,000 pupils, the king of kicked offin Mendoza.
Benin praised the project The qualification will
asagreatexample of help graduates find
community support. employmentin the

hospitality industry in this
important tourist region.



The value chain

We aim to maintain high standards
notonly in our own operations

but also among the other businesses
that supply us and deliver our brands
to consumers.

Demand for our brands creates economic opportunity

for other businesses in the value chain - in agriculture,
manufacturing, services, distribution and retailing. We want
our relationships with these companies to be fair and mutually
beneficial. We favour businesses with standards of citizenship
at least as good as our own and often work with business
partners on issues to help raise standards in our value chain.

Our economic impact
on the value chain

One of the most significant
impacts of our business on

local economies is to provide
employment. This year, around 17%
of the value added to raw materials
by our business passed to our own
employees, underlining their
importance. A further indirect
economic benefit comes from

the employment created by the
suppliers and customers in our
value chain. We estimate that the
people whose livelihoods depend
on the economic value created by
Diageo’s business number in the
hundreds of thousands.

Supplier relationships

Procuring the many goods and
services needed to make and
market our brands is a complex
process. We source some supplies
globally or regionally — for example,
some grain for fermentation —
while we can obtain others more
economically from local suppliers.
\We aim to develop strong
relationships with our suppliers to
help ensure that the availability of
goods and services is sustainable
and that we can obtain the best
value in terms of cost, quality,
service and innovation. As part
of a series of reviews across the
organisation this year, we have
simplified a complex situation
by working with our suppliers
to standardise payment terms
for all suppliers to 60 days.

Supplier relationships also go
beyond commercial considerations
and involve issues such as labour
relations, health and safety,
environmental management and
business integrity. The standards
we expect in these areas are set out
in our supplier standards policy
document ‘Partnering with
Suppliers, compliance with which
is a formal part of our qualification
process for raw material suppliers.
We've held conferences with
key suppliers in Europe and North
America, which provided an
opportunity for us to explain
our policies, communicate our
ambitions for the future and help
suppliers understand their role in
our ability to achieve our goals.
The conferences enabled us to pool
our collective expertise to identify
new opportunities that will take
this aspect of our business
relationship to the next level.

Supplier standards

To confirm that our suppliers
maintain adequate standards we
use the independent Suppliers
Ethical Data Exchange, or Sedex,
through which participating
suppliers post self-assessments
online. These can be accessed by
any of their customers signed up
to the scheme, eliminating the
duplication of reporting separately
toeach.

Of the approximately 20,000
businesses that supply Diageo,
the 5% we judge as presenting
the highest risk are in the process
of posting self-assessments.

A sample will be independently
audited against Ethical Trading
Initiative standards of human
rights, labour conditions and
health and safety and gaps
identified for improvement.

We have played a leading part
in AIM-Progress, a consumer goods
industry initiative to make the
assessment of suppliers consistent
across all member companies.
The benefits of collaboration are
becoming apparent as an
increasing number of suppliers are
found to be common and their
input is being simplified. As one
supplier put t, 'We have had over
20 requests for the same
information and we really welcome
this initiative. We are also now
planning on rolling this out to our
suppliers too!
© aim.be
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The value chain

Diageo Supply:
manufacturing,
packaging and

warehousing

Suppliers

of goods
and services

Joint venture
or contract
manufacturing

Responding appropriately to any
shortcomings revealed by such
assessments presents a number

of dilemmas. Simply withdrawing
our custom from a non-compliant
supplier could displace the
problem rather than solving it.

In a small community, the supplier’s
loss of business could have wide
economic implications. Our aim is
to balance these risks and work
with suppliers assessed as
non-compliant to help them
improve. In cases where the
supplier fails to move towards
compliance, we retain the sanction
of seeking alternative sources

of supply.

The existence of an ethical
assurance programme is one of the
considerations that we take into
account when selecting suppliers;
this was a factor recently in the
selection of a new supplier of
branded merchandising materials.

Diageo
Demand:
marketing
and sales

Wholesalers

Major

Retailers

Bars,
hotels and
restaurants

on-trade
and off-trade

retailers

Cash-and

carries

Small retailers

Bars,

hotelsand ~  |EE—————

restaurants

Supporting suppliers

In some cases, we work with
suppliers to develop their
commercial capabilities. This can
help them provide goods or
services that were not previously
available orimprove the quality
of their offering or the reliability
of supply.

In Cameroon, we are
engaged in the latest of a series
of projects to encourage farmers
to supply our breweries with
local grain, so aiding economic
development in Africa. The
projectis in support of the UK
government’s ‘Business Call to
Action’ which we signed last year
to show our commitment to the
eighth Millennium Development
Goal (see page 13) - to support a

global partnership for development.

The project, which will provide a
sustainable local source of
sorghum grain for our brewery in
Cameroon, will also provide work
for local farmers, train them in new
skills, resulting in higher incomes
for rural families. Diageo will also
benefit from more prosperous and

— i ———u L

Trucks delivering our
brands were usedin
the USA as 'rolling
billboards’ to promote
responsible drinking
messages

sustainable communities and
stronger stakeholder relationships.
In September, the International
Chamber of Commerce recognised
the benefits of our project with a
World Business and Development
Award.

In North America, we have
been working to encourage
diversity amongst suppliers,
including small businesses certified
as minority-owned or women-
owned, by ensuring that we
provide equal opportunities to bid
for our procurement contracts.



Customer relationships

Our customers are the businesses
that distribute and retail our brands.
We create business for customers
by providing them with our brands
and by offering commercial skills
and resources to grow our mutual
business responsibly and maximise
customers’ returns. We continually
review our products and
promotions and seek to meet

both customers'and consumers'
changing needs. We invested

£17 million in research and
development this year.

Ouraim is to provide our
customers with the best overall
service in every market. In most
areas we survey major customers,
distributors and our own
employees annually to monitor the
strength of our relationships and
allow customers’ views to be taken
into account in our decision-
making. The survey covers
customers' perceptions of our
leadership, expertise, performance
and partnership. The results have
enabled us to focus on what really
matters to our distributors and
retail customers and so push our
capability to a higher level.

Following feedback from
customers around the world, we
have putin place a comprehensive
sales strategy with ambitious
objectives forimproving all aspects
of our relationships with customers
—in particular, sales execution,
customer development and
service, and trade investment.

In Brazil we
partnered with
Walmartona
scheme to put
bottle collection
points in stores

We encourage high standards of
corporate citizenship throughout
the demand side of our value chain
and see our strategjic relationships
with major customers as a way of
advancing this. For example,
Walmart, one of our largest
customers, is working with us

and other key suppliers to ensure
that the products they buy are
manufactured to high
environmental standards and

that brand containers and outer
packaging are minimised and
sustainable. This is being reinforced
by Walmart introducing a
sustainability scorecard that
assesses each product line for

its environmental impacts.

In Brazil we worked with
Walmart to put bottle collection
points in stores to encourage glass
recycling. As an example of a
responsible drinking partnership
with a customer, we also
developed an alliance with taxi
drivers at Walmart stores in Brazil,
providing free rides home to
purchasers of Diageo products.
The purpose was to raise
awareness of taxis as a means of
being able to go out, drink, and
have fun but not drive, thereby
not violating Brazil's zero tolerance
approach to drink-driving.

‘Diageo is miles ahead
of its main competitor.’

Alexandre Knabben,
National commercial
manager, Walmart Brazil

In the USA, we partnered with our
distributor the Charmer Sunbelt
Group in campaigns against
alcohol misuse. The company used
its delivery trucks to deliver the
messages ‘Make responsibility a
family matter'and ‘Support zero
tolerance for underage drinking
and drunk driving'. Together, we
also supported Tailgaters Urging
Responsibility & Fun (TURF), a
programme to promote
responsibility at pre-football
game barbecues - so-called
tailgate parties.

© www.turfzone.org

Our brands and
consumers

Consumer confidence in the
quality of our brands is essential to
the sustainability of our business.
Each Diageo supply business has a
quality management system that
aims to ensure, among other
things, that our people are properly
trained, responsibilities for quality
are clear, quality is monitored and
targets are set forimprovement.
As part of our Licence to Operate
programme (see page 34), we
regularly review ways of working
at our manufacturing sites for
compliance with legislation and
our own quality management
standards.

Issues raised about our
brands by consumers or customers
are investigated, resolved to their
satisfaction where possible, and
where necessary corrective action
is taken to prevent recurrence.

This year we recorded a total
of 39.5 complaints per million
equivalent units of production
(eg, a case of spirits). We changed
the measure this year, so this figure
is not comparable with previous
years, but we will report our
progress on reducing it in future.

Through our Perfect Plant
programme, we aim to create and
maintain a culture of continuous
improvement in the effectiveness
and quality of our manufacturing.
The programme, launched in 2008,
now applies to over 60% of the
186 processes identified at our
production sites.

The value chain

Perfect Plant makes information
on quality, environmental initiatives
and waste reduction more
accessible, providing new forums
for learning and accelerating the
sharing of manufacturing
information. It also encourages
learning from leaders in
manufacturing excellence outside
Diageo. Success is measured
through a set of performance
indicators that also encourage
benchmarking and the sharing of
best practice between our sites.

Our success at transforming
insights into consumers’ needs into
commercial value is essential to our
sustainability. We foster a culture of
creativity, in which new products
are introduced or existing brands
developed in response to
consumers' changing tastes or
to serve new market segments
or territories.

Sterling Vineyards in California
this year innovated by launching
Chardonnay and Sauvignon blanc
wines made with organic grapes
and pledged to donate 1% of
proceeds from the line to
environmental causes.

We use arange of measures
to deter counterfeiters, such as
covert pack markings and anti-refill
fitments in bottles. We work to
raise awareness among legislators
and support law enforcement
agencies by training their officers
and supporting action against
criminals.

The relationships we develop
with consumers are based on trust.
When reaching consumers by
email, text or direct mail, we
include a chance to opt out of
future contacts. We take steps to
ensure that we only contact people
over the legal purchase age and we
do not sell or trade personal data.

We provide consumers with
information about our brands —on
labelling or online - to help them
make informed choices. Our
information policy applies to all
Diageo-owned alcohol beverage
brands and specifies coverage of
allergens, alcohol content/serve
size, as well as a responsible
drinking reminder and mention
of the website DRINKiIQ.com.
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Governance,

engagement and

commitments

Keeping closely engaged

with our stakeholders helps us
understand their concerns and
informs our business decisions.

Governance

The work of the Diageo board and
its committees is described in the
annual report. In summary, the
board consists of a chairman, chief
executive, chief financial officer and
seven independent non-executive
directors. The non-executive
directors are experienced and
influential individuals from a

range of industries and countries.
Their mix of skills and business
experience is a major contribution
to the effective functioning of the
board and its committees.

There is an induction
programme for new directors in
which they receive orientation
training on the business — for
example, its assurance processes,
and environmental and social
responsibility policies and
practices. The board makes
decisions and reviews and
approves key policies and
decisions, including corporate
governance; compliance with laws,
regulations and the company’s
code of business conduct; risk
management; corporate
citizenship, ethics and the
environment. The board reviews
and approves the corporate
citizenship report.

Diageo
governance
structure

Finance
committee

Corporate
citizenship
committee

Working
groups - eg,
responsible
drinking and
environments

The executive committee,
appointed and chaired by the
chief executive, consists of the
individuals responsible for the key
components of the business: the
market regions, global supply and
the global functions. The chief
executive has established
committees with a continuing
remit, including the corporate
citizenship committee. Chaired by
the chief executive, this committee
is responsible for making decisions
or, where appropriate,
recommendations to the board or
executive committee concerning
corporate citizenship strategy,
policy and issues. Progress in
these areas is reported periodically
to the board and publicly through
this report.

Audit
committee

Filings
assurance

The chief executive comiglles

has delegated to
these committees
responsibility for
elements of Diageo s
risk management and
control processes

Audit
and risk
committee

Regional risk
management
committees

Business
unit risk
management

The alcohol and responsibility
executive working group
complements the corporate
citizenship committee by bringing
together key executives and
functional representatives to
co-ordinate and realise Diageo's
commitment to developing a more
positive role for alcoholin society.

The environmental executive
working group shares best practice
between business units and
develops strategies for compliance
with our environmental policy. Itis
supported by the supply function's
environmental leadership team,
which develops approaches to
environmental management and
performance improvement at our
production sites.

There is an HIV/Aids taskforce
in each of our African markets.
Other ad hoc groups are brought
together as required to formulate
responses to particular issues.

Compliance with policy
and achievement of citizenship
performance targets are included
in the personal objectives of
individuals directly responsible
for the underlying issues.



Engaging our
stakeholders

We face a wide range of
expectations from stakeholders,
all of whom —to a greater or lesser
extent —demand to be heard and
involved in company activities and
decisions. Stakeholders (listed
below) expect our business not
only to generate revenue butalso
to have a positive role in society
and work to minimise whatever
adverse impacts may stem from
our operations.

In response to this, through
risk and opportunity analysis,
our corporate relations, investor
relations and sales teams co-
ordinate appropriate engagement
with each stakeholder group.
Inalmost every Diageo market,
representing the vast majority of
our business, we have plans for
communicating with stakeholders
who we are and what we stand for,
how we listen to views, exchange
ideas and gather early warning of
stakeholder concerns to help us
make better-informed decisions.

Investors

Investors can question company
directors at the annual general
meetings of Diageo and its quoted
subsidiaries; presentations are
given to the investment
community; the website hasa
section for investors; and we
respond to key questionnaires
on our corporate citizenship
submitted on behalf of investors.

Employees

Employees are kept informed by
avariety of means about changes
that affect them; their opinions are
polled through the annual values
survey and other means; they are

‘Guided by the belief

that the wellbeing of

its stakeholders is the key
to its success, Diageo has
adopted a far-reaching
sustainability strategy
that has had positive
environmental and social
effects around the globe.

Eric Lowitt, John Glen
and Peter Lacy,
Accenture case study

consulted through team meetings
and employee forums; and they
have opportunities to learn the
context of decisions in
management briefings as well

as to challenge them.

Commercial partners
Commercial partners are
encouraged to maintain close
relationships that help us identify
opportunities for mutual
commercial benefit and maintain
high standards of citizenship in the
value chain.

Government

Government and other
policymakers are kept informed
through briefings and we request
meetings on relevant policy areas.
When governments seek our views
as part of policy consultations we
aim to respond constructively;
representations on our behalf

are also made through trade
associations.

Community

Community representatives are
consulted to ensure that our social
investment is targeted where it
can do most good; projects are
developed in partnership with
non-governmental organisations
and monitored by Diageo
representatives; best practice is
shared with other companies,
governments and NGOs through
membership of network
organisations; before finalising a
project, pilot schemes often
provide community input to

the design.

Media

Media relations are fostered
through briefings, meetings and
press releases; our CEO and senior
managers maintain contacts with
journalists; key employees are

Anew version of
the Diageo code of
business conduct

was published this
yearin 18 languages

trained in media skills and we
have a global network of media
professionals. The media are
regularly surveyed to assess how
we meet their needs for fair
reporting and analysis of our
business.

Consumers

Consumers are the subject of
market research to gain insight into
their changing needs; they are kept
informed through brand and
corporate websites; we provide
product information on packaging
and through our website DRINKIQ.
com; and they can voice their
concerns via consumer carelines.

Diageo policies

The understanding we gain from
engaging with stakeholdersis a
powerful influence in formulating
our policies, priorities and actions.
These support the Diageo values
and form the framework within
which we act on corporate
citizenship issues. Our global policies
apply to all Diageo businesses and
operate in addition to compliance
with local law and regulation. The
fulltexts of many of our global
policies are available on the website.
The Diageo code of business
conduct aims for the highest
standards of integrity in all our
actions and interactions with each
other and those outside Diageo.
The code shows our commitment
to ethical behaviour and sets out
what is expected of employees.
Its aim is to ensure that we remain
one of the most trusted and
respected companies in the world.

Governance, engagement
and commitments

This year we published a new
version of the code. As part of the
drafting process we tookinto
account industry and professional
best practice, as well as the views
of key individuals within Diageo
such as the audit committee, senior
managers and functional leaders.
We have launched the code in
each of our markets, providing
training in its application for all
3,000 senior managers. In the
coming year, we will make the
code available in 19 languages,
and provide training to the rest

of ouremployees.

The code of business conduct
acts as an overarching compliance
instrument by including a
requirement to comply with the
company's other policies. All
Diageo managers are required to
complete an annual compliance
certificate confirming they have
read and understood the code and
policies relevant to their role and
those of their team. They are also
required to confirm they have
reported any breaches of the code
personally or within their team,
and disclose issues that have not
previously been raised.

SpeakUp, an independently-
run, confidential phone line that
allows employees to report their
concerns anonymously without
fear of reprisal, further supports
compliance. Issues that colleagues
are encouraged to report include
knowledge or suspicion of violation
of legal, accounting or regulatory
requirements, breaches of our
code, or any other questionable
conduct.

This year, we received
58 reports (2008: 31) to SpeakUp,
which raised issues such as
allegations of policy breaches,
grievances with managers and
suggestions of discrimination.

To make reporting easier for
employees, we introduced
web-based and email reporting
and promoted the aims and use of
SpeakUp during training sessions.
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Governance, engagement
and commitments

External codes
and charters

Diageo is a signatory to a number
of external codes that define
corporate citizenship principles
and standards:

UN Global Compact

We signed the Global Compact,
the world's largest corporate
citizenship initiative, in 2002 and
have been an active member of
the UK Network since it began.
Last year we endorsed the
UN-managed CEO Water Mandate
that aims to address the world's
growing water crisis as pressures
intensify from climate change,
population growth and
development. In Communications
on Progress, available on the
website, we report some of the
actions we have taken in support
of the ten principles of the Global
Compactand the six pledges

of the CEO Water Mandate.
Involvement in such initiatives
allows us both to learn from others
and to show leadershipin
responsible business practice.

Dublin Principles

The principles set out the basis

of ethical co-operation between
the beverage alcohol industry,
governments, scientific researchers
and the public health community.

Business Charter for
Sustainable Development
Drawn up by the International
Chamber of Commerce and
supported by Diageo since 1997,
the charter sets out 16 principles
of environmental management
which influenced the drafting of
the Diageo environmental policy.

Partnering to Strengthen

Public Governance

A World Economic Forum
challenge to companies to
contribute to efforts to improve
public governance, develop public
policy frameworks and enhance
the capacity of public institutions.

Policies

Code of business conduct
Updated this year, the code sets
out our standards on business
integrity issues

Marketing code

Guidance on responsible
advertising, promotion and
innovation

Code of ethics

Standards of honest and ethical
conduct of specified senior
officers of Diageo

Human rights policy

Working environment, dignity
at work, life balance, employee
engagement, releasing potential
and rewarding and valuing
people

Environmental policy
Systems of management and
standards, updated this year
to reflect our ambitious
environmental programme

Supplier standards
Ethics and human rights; a key
element of sourcing decisions

Employee alcohol policy
Guidance for employees on
the standards we expect from
our people

Consumer
information policy
Information standards
concerning our brands

Occupational health and
safety policy

Health, hazardous materials,
first aid, noise, ergonomics
and equipment

Quality policy

Quality management systems
and commitment to continuous
improvement.

FHE GLOBAL
COMPALTT
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Managing risk

Our structured approach to
addressing social, environmental
and economic impacts helps us
manage risk more efficiently,
strengthen our reputation and
brands, avoid or reduce
occurrences that could cause loss,
and build trust with stakeholders.
Our ability to manage such impacts
well today is crucial to our ability to
thrive in the future.

Our process for identifying,
evaluating and managing the risks
we face complies with UKand US
requirements. The audit and risk
committee, chaired by the CEO,
is responsible for the company’s
effective internal controls and risk
management, reviewing assurance,
and promoting the culture and
processes that support effective
compliance.

The Diageo executive
committee and significant business
units are responsible for identifying
key risks and managing them
appropriately. Executives review
business unit risk assessments and
the activities planned to manage
risks regularly during the year.
These processes are also applied to
major business initiatives such as
systems implementations and
organisational change projects.

Licence to Operate (LTO),
launched at our supply sites four
years ago, is a global Diageo
process for driving continuous
improvement and managing
compliance to legislation and
compliance with our policies and
risk management standards. The
areas covered include quality,
environment, occupational health
and safety, security and business
continuity. At the close of the year
more than 80% of our audited sites
had achieved the highest levels of
performance within LTO. In the
light of this, we are now piloting a
risk-based approach to enable us
to focus on key business priorities.

Forward-looking
statements

This document contains certain
forward-looking statements. These
statements can be identified by
the fact that they do not relate to
only historical or current facts.

In particular, forward-looking
statements include all statements
that express forecasts, expectations,
plans, outlook and projections with
respect to future matters, including
trends in results of operations,
margins, growth rates, overall
market trends, the impact of
interest or exchange rates, the
availability or cost of financing to
Diageo, anticipated cost savings

or synergies, the completion of
Diageo’s strategic transactions and
general economic conditions.

By their nature, forward-
looking statements involve risk
and uncertainty because they
relate to events and depend on
circumstances that will occurin
the future. There are a number
of factors that could cause actual
results and developments to differ
materially from those expressed or
implied by these forward-looking
statements, including factors that
are outside Diageo's control.

All oral and written forward-
looking statements made on or
after the date of this document and
attributable to Diageo are expressly
qualified in their entirety by the
risk factors’ contained in Diageo’s
annual report for the year ended
30 June 2009, which is also filed
on Form 20-F with the US Securities
and Exchange Commission (SEC).
Any forward-looking statements
made by or on behalf of Diageo
speak only as of the date they
are made.

Diageo does not undertake
to update forward-looking
statements to reflect any changes
in Diageo’s expectations or any
changes in events, conditions or
circumstances on which any such
statement is based. The reader
should, however, consult any
additional disclosures that Diageo
may make in documents it files
with the SEC. All readers, wherever
based, should take note of these
disclosures. Past performance
cannot be relied on as a guide to
future performance.



Independent
views of Diageo

At the National

Business Awards,
Paul Walsh received
the Daily Telegraph
award fora Decade
of Excellence

Business leaders chose Diageo as
‘Britain's Most Admired Company’
in the 2008 Management Today
survey, rising from 9th place the
previous year.

© managementtoday.co.uk

For the last five years, Diageo has
been on the Global 100 list of most
sustainable companies, which
evaluates businesses according

to how effectively they manage
their environmental, social and
governance opportunities and
risks. Diageo was the only alcohol
beverage company to be included.
© global100.0rg

Diageo was ranked 36th out of 350
in the Observer Good Companies
Guide for reporting risks, managing
impact, governance and
addressing industry-specific issues.

0T SUSTAIGARLL DORPORATIONS

FTSE4Good
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Many other independent bodies
seek to evaluate the sustainability
policies and performance of
companies on behalf of particular
audiences, in particular investors.
We prioritise four of these evaluations
— the Business in the Community
(BITC), FTSE4Good and Dow Jones
general indices and the specialist
Carbon Disclosure Project (CDP).
We not only use the results to
compare our performance with
other companies; we also find the
assessments useful in keeping our
strategy in tune with best practice
and stakeholder concerns.

Business in the Community
placed Diageo in the ‘gold’ band
(the second of four) of its corporate
responsibility index, an improvement
over ‘silver’ last year. We were rated
‘platinum’ for environment, up from
‘gold’in 2008.
© bitc.org.uk

BITC indices: Diageo scores (%)
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For six years Diageo shares have
been selected for some of the
leading socially responsible
investment indices, including
FTSE4Good and the Dow Jones
World and STOXX indices. SAM, the
research organisation behind Dow
Jones, judged Diageo to be in the
top three companies in our sector,
all of which were classified as
‘bronze’ (the third of three).

© ftse4good.com

© sustainability-indexes.com
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We have participated in the Carbon
Disclosure Project since it began in
2000. CDP challenges the world's
largest companies to measure and
report on their carbon emissions and
integrate the cost of climate change
into their assessments of their
business. In 2008, Diageo was the
top-scoring alcohol beverage
company of the eight that
participated and the only one to be
included in the project’s Climate
Leadership Index.

© cdproject.net

Our businesses in some individual
markets were assessed in a similar
way. In both Greece (where no
platinum or gold awards were made)
and Australia we were rated ‘silver’

in corporate responsibility indices
this year. Around the world, our
businesses received many accolades
for their good citizenship. Diageo
was the only international company
to be hailed an ‘exemplary alcohol
business’' by the China National
Association for Liquor Circulation.
And we were the only alcohol
company in China to receive a Best
Corporate Citizenship Award in a
ranking by the 21st Century Herald,
a business newspaper. Reasons cited
were promoting responsible drinking
in China, our Water of Life projects
and our support for relief and
reconstruction after the Sichuan
earthquake.

Asin China,

our businesses
around the
world received
many accolades
for their good
citizenship
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About this report

Scope

This report covers the global
operations of Diageo plcin the
financial year ended 30 June 2009
and was published in September
2009. Dates refer to financial years
unless otherwise stated. Financial
and employee information applies
to the whole of Diageo on the
same basis as in Diageo’s annual
report. Community data cover
wholly-owned Diageo businesses
as well as locally-quoted
companies and joint ventures in
which Diageo has a controlling
share; environmental data cover
production and distribution sites
and large office locations (those at
which at least 50 employees are
based) within the same businesses
and include the Gleneagles Hotel
in Scotland.

Audience and content

The reportisintended for all of the
company’s stakeholders. Copies are
made available to employees and
shareholders and distributed
selectively to other stakeholder
groups. Itis available through the
Diageo website.

We have prepared this report
by applying the G3 guidelines of
the Global Reporting Initiative (GRI).
Our aim was to cover all significant
topics of common concern to our
stakeholders. In determining these,
we have been guided by the GRI
principles of materiality (including
what'simportant), stakeholder
inclusiveness (responding to the
reasonable interests of all groups),
sustainability context (presenting
performance against a background
of sustainability) and completeness
(including sufficient information).

Topicsincluded and the
emphasis they have been givenin
the report were determined by
senior specialists within Diageo,
whose task was to interpret our
values, policies and strategy,
stakeholder views and broader
societal expectations.

A small number of errors in
reporting or calculation have made
it necessary to restate some data
from previous years. The effect of
these changes was minimal.

Stakeholder views

We welcome stakeholders' views
onour report and on our approach
to sustainability. This report
includes a card on which readers
can rate how well it meets the GRI
principles mentioned above. There
isalso a response page on the
website. We received 131 responses
concerning last year's report,
mostly from shareholders. When
asked if they would prefer to be
senta summary of the report with
the full version available only on
the internet, 38% said yes, 52% said
no and 10% were undecided.

To give your comments on
this report, use the reply card
(which can be returned from any
country without a postage stamp)
or the form on diageo.com or
write to: Director of corporate
social responsibility, Diageo plc,

8 Henrietta Place, London
W1G ONB, United Kingdom.

Ratings of the Corporate Citizenship

Report 2008 (%)
Materiality

Stakeholder
inclusiveness

Sustainability
context

Style
Diageo’s
citizenship
0 25 50
@ \ery good
® Good
® OK
@ Poor
@ Very poor

Reporting programme

We have published corporate
citizenship reports annually since
2003, the last being dated
September 2008. No fundamental
changes have been made to the
business or our reporting this year
that would invalidate comparison
with the 2008 report.

The corporate citizenship
report is one element of Diageo’s
regular reporting. Further
information, which may helpin
understanding the sustainability of
Diageo’s business, is given in other
documents including the annual
report and material published on
our website.

The corporate citizenship
report on the website includes
numerous links to additional
supporting material including
videos, sound recordings
and documents.

Reporting standards

We aspire to best practice in
reporting and aim to provide an
account of Diageo that allows
readers to track our performance
over time and make comparisons
with other companies. We have
prepared this report with reference
to the third version of the GRI
Sustainability Reporting Guidelines,
knownas G3.

A GRI content index, which locates
information within the report with
reference to GRI requirements,

is available on our website. G3
defines a number of application
levels for reports and allows self-
assessment against them. We have
assessed our report as A+.

© globalreporting.org

External assurance

To provide added confidencein
the quality of the information in
this report, we commissioned
Corporate Citizenship to give an
external opinion as to whether
Diageo’s performance and
progress during the year have
been accurately portrayed as well
as point out the strengths and
weaknesses of the document to
help usimprove our reportsin the
future. This assessment is given in
summary on page 37 and in full on
our website. In addition, we have
asked Corporate Citizenship to
comment on whether the GRI G3
sustainability reporting guidelines
have been followed.

Designed by sasdesign.co.uk

Photography of coverand pages 6
and 18 by Mark Tomaras, Tim Bishop
and Chris Moyse.

Printed by CTD on behalf of RR Donnelly
on Munken Polar,an FSC Mixed Sources
product group from well managed forests
and other controlled sources. It was
produced at a mill that is certified to the
1ISO14001 environmental management
standard and to the EMAS environmental
management standard (No S-000248).

©
Mixed Sources
Product group from well-managed
forests and other controlled sources

F SC www.fsc.org Cert no. TT-COC-002142
© 1996 Forest Stewardship Council



Summary
external
assurance
statement and
commentary

Assurance statement

Diageo has commissioned Corporate
Citizenship to provide external
assurance and a commentary on its
Corporate Citizenship Report 2009.

The scope of our assurance

The assurance provides the reader with
an independent, external assessment
of the report and, in particular, with
how it corresponds with the AAT000
standard. It is intended for the general
reader and for more specialist
audiences who have a professional
interest in Diageo s sustainability
performance.

Diageo has chosen to use the
AA1000 assurance standard
(AAT000AS) 2008. Our assurance is a
Type 2 assurance as defined by the
standard, in that it evaluates the nature
and extent of adherence to the
AAT000AS principles of inclusivity,
materiality and responsiveness and
assures the behaviour of the
organisation as reported here. Our
assurance used disclosed information
as its starting point and then
investigated the underlying systems,
processes and sustainability
performance information to arrive
atits conclusions. In addition, it has
verified the reliability of selected
reported sustainability performance
information.

We have verified the
environmental and social performance
but not the economic data. In terms
of emissions we have referred to the
WBCSD Greenhouse Gas Protocol,
checking conversion factors in
each country of operation and the
rationale for their use. In addition,
the community data has been
assessed against the LBG (London
Benchmarking Group) model, the
international standard for measuring
corporate community investment,
which covers contributions (in time, in
kind and in cash) as well as the actual
results for the community and the
business (see www.lbg online.net for
more information).

The level of assurance is high,
that is to say that we believe there to
be sufficient evidence to support the
statement such that the risk of the

Corporate
Citizenship

conclusion being in error is very low
but not zero.

In conducting the assurance we
have had consideration to the Global
Reporting Initiative Principles for
Defining Report Content and Ensuring
Report Quality. Diageo is entirely and
solely responsible for the contents of
the report, Corporate Citizenship for
its assurance. As noted above, our
assurance is confined to the Corporate
Citizenship Report 2009. A detailed
note of our assurance methodology
appears at the end of this statement.

Opinion and conclusions

In our opinion the Diageo Corporate
Citizenship Report 2009 reflects the
principles of AAT000 (2008): inclusivity,
materiality and responsiveness. Further
information on Diageo's performance
against these three principles can be
seen below in the commentary. The
specified sustainability performance
information is reliable and accurate.
This conclusion is made following
interviews with a range of key issue
owners from across the business and
checks on a sample basis of elements
of the report’s contents to underlying
records. The level of assurance is that
defined by AA1000 as high.

We also worked with Diageo to
ensure that it understands the LBG
model and has applied its principles
to the measurement of community
involvement programmes during the
reporting period. Having conducted
an assessment, we are satisfied that
this has been achieved.

Commentary

In our view, corporate responsibility
reports should explain how a company
impacts on society, taking account

of the economic, social, and
environmental footprint of the
organisation and its value chain.
Companies should aim to explain how
important decisions are made and
differing interests balanced. Reports
should be honest about shortcomings
and demonstrate how a company is
evolving in response to stakeholder
concerns by listening, learning and
improving.

Diageos report has kept a similar
reporting format to the last three
years, continuing to highlight those
economic, social and environmental
issues that our assessments show to
be most material to Diageo and its
stakeholders. It is well balanced,
containing a mix of data, commenta ry
and examples that show how Diageo
policies and principles are lived out
in practice.

Specific comments in relation
to the three principles of AA1000
are as follows:
Inclusivity: the commitment to be
accountable to those on whom
Diageo has an impact and who have
animpact on Diageo, and to enable
their participation in identifying issues
and finding solutions

Diageo has provided greater
detail onits relationship with
governments in this report, acting
on the point we raised in last year s
assurance statement. There is still
scope for Diageo to be more
transparent in its reporting on public
policy. In particular, more information
could be provided on Diageo s
relationship with trade associations
as well as key issues about which the
company has lobbied governments
in its different markets during the
reporting period. The explanation of
Diageo s approach to tax, and details
of its engagement with governments
on tax related issues, is more
comprehensive than previous reports
and compares well with best practice.

Responsible drinking is a critical
issue for Diageo and, as with previous
reports, initiatives to promote
responsible drinking across its
operating regions are clearly
articulated. Next year, more could
be said about the characteristics of
consumers of Diageo's key brands,
the issues they face and how these
shape the company s approach to
responsible drinking.
Materiality: determining the relevance
and significance of issues to Diageo
and its stakeholders

Diageo is a complex multi
national organisation with a wide
portfolio of products. The report
includes a concise overview of the
business and brands, but future
reports would be improved by more
clearly conveying how the business
works. With such a complex supply
chain the casual reader would benefit
from a better understanding of
the process from raw materials to
consumption, which varies between
brands. We recommend reporting on
the full lifecycle of a major Diageo
brand(s), analysing its specific social,

environmental and economic impacts
at each stage of that cycle.

The global economic turmoil
has been the major world issue during
the course of the reporting period,
affecting Diageo and all of its key
stakeholders. Although discussed,
more information could have been
provided on its impact on Diageo as a
whole, its different brands and markets,
and its implications for future strategy.
With the economic problems set to
continue, we recommend that next
year s report gives greater weight to
thisissue.

The cash value added statement
is comprehensive and clearly shows
the distribution of value amongst
stakeholders. A further step is to unpick
the ‘cost of goods and services, one of
the largest areas of economic impact,
breaking it down into different
categories of supplier type. The
balance between local and non local
suppliers could also be reported.

Diageo has policies that ensure
employees are treated fairly and that
diversity is encouraged. Although data
on gender is included, future reporting
would be enhanced with the addition
of further diversity indicators, such as
age and disability, to allow a more
robust assessment of performance
in this area.

Responsiveness: response to
stakeholder issues that affect
Diageoss sustainability performance

Reporting stakeholder
engagement activities across 180
markets globally is a challenge.

Diageo does provide an outline of its
engagement with key stakeholder
groups, but there is scope to provide
greater information on engagement
and issues raised, linking actions and
behaviours throughout the report
with feedback received.

Diageo does provide some good
examples of responsiveness. For
instance, the community initiative
‘Giving is Good' was set up in response
to employee feedback, and a major
supplier of branded merchandising
materials was changed in light of
ethical sourcing assurance. Diageo
already works with suppliers to help
them develop their commercial
capabilities, but a next step would
be to proactively engage suppliers
to help them improve their own
environmental and social
performance.

Corporate Citizenship
London
21 August 2009
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