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STRATEGIC REPORT
The Directors present their strategic report for the year ended 30 June 2020.

Activities

Diageo Finance plc (the “company”) is engaged in the provision of treasury risk and cash management
services for Diageo plc and its subsidiary undertakings (the “group”). The company raises the external
funds it requires principally using the London financial markets. It operates as the bank of the group,
finances operating companies via intra-group loans and deposits and makes third party payments on
behalf of other group companies. Foreign exchange transactional hedging deals are carried out in the
company to hedge brand owners’ future foreign currency cash flows with a margin defined on an arm’s
length basis. Foreign exchange translation hedging, interest rate risk management and commodity price
risk management are also performed by the company.

The company’s operations are based in the United Kingdom. The Directors foresee no changes in the
company's activities.

Business review
Development and performance of the business of the company durzng the financial year and position of
the company as at 30 June 2020

The results of the company and the development of its business are influenced to a considerable extent by
group financing requirements. Further information on the risk management policies of the group is
included in the Annual Report 2020 of Diageo plc (see note 15 of the consolidated financial statements of
Diageo plc).

Results from net finance income have decreased by £161 million to £144 million in the year ended
30 June 2020, from £305 million in the year ended 30 June 2019, mainly driven by the decrease in the
intercompany interest income due to the change in the intercompany loan structure of the company.

Amounts owed by fellow group undertakings decreased by £11,121 million to £29,139 million and
amounts owed to fellow group undertakings decreased by £10,577 million to £19,320 million, which
resulted from changes in the funding requirements of fellow group undertakings.

External borrowings increased by £1,898 million in the year ended 30 June 2020 to £7,496 million from
£5,598 million in the year ended 30 June 2019, which was mainly due to the £1,892 million bond
issuance, which was not offset by any bond repayment. The total amounts of €1,750 million and £300
million bonds are measured at face value less the €4 million and £0.7 million fees and the €7.5 million
£1.5 million discounts. Bonds denominated in euro are converted at daily EUR/GBP rate to sterling.
Diageo as a group has a strong balance sheet and recognises the importance of liquidity through uncertain
times. During the second half of F20 additional £2 billion of bonds were issued and temporarily increased
the committed facilities from £2.8 billion to £5.3 billion. The group delivered solid cash flow
performance, with free cash flow at £1.6 billion. As a result, the group has the liquidity and the
confidence to continue investing in its priorities. As demand recovers, Diageo group will continue
investing behind the most effective initiatives to ensure Diageo emerge stronger.

Financial and other key performance indicators

As the company forms part of the group’s treasury operations, the company’s performance is measured at
the group level
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STRATEGIC REPORT (continued)

Business review (continued)

Principal risks and uncertainties facing the company as at 30 June 2020

The company believes the following to be the principal risks and uncertainties it faces. If any of these
risks occur, the company’s business, financial condition and operational results could suffer. As the
company forms part of the group’s financial operations, the financidl risk management measures used by
management to analyse the development, petformance and position of the company’s business are mainly
similar to those facing the group as a whole and are managed by the group’s treasury department. The
company believes the following to be the principal risks and uncertainties it faces. If any of these risks
occur, the company’s business, financial condition and operational results could suffer. :

As the company forms part of the group’s financial operations, the financial risk management measures
used by management to analyse the development, performance and position of the company’s business
are mainly similar to those facing the group as a whole and are managed by the group’s treasury
department.

In addition, given that the company performs treasury functions for the group, as set out in the detailed
description under note 9 ‘Financial instruments and risk management’, it is exposed to foreign currency
risk associated with certain foreign currency denominated bonds and interest rate risk arising principally
on changes in US dollar and sterling interest rates. The company uses derivative financial instruments to
hedge its exposures to fluctuations in interest and exchange rates. Cash flow hedges are carried out to
hedge the currency risk of highly probable future foreign currency cash flows, as well as the cash flow
risk from changes in interest rates. Fair value hedges are carried out to manage the currency and/or
interest rate risks to which the fair value of certain assets and liabilities are exposed. '

Brexit

The negotiation process surrounding the United Kingdom’s future financial and trading relationship with
the European Union continues. We remain of the view that, the direct financial impact to the group or the
company will not be material. The full implications of Brexit will not be understood until future trade,
regulatory and tax arrangements to be entered into by the United Kingdom are established.

A cross-functional working group is in place that meets on a regular basis to identify and assess the
consequences of Brexit, with all major functions within our business represented, including the function
of raising external funding. We continue to monitor this risk area very closely, -as well as the broader
environment risks, including a continuing focus on identifying critical decision points to ensure potential
disruption is minimised, and take prudent actions to mitigate these risks wherever practical.

Covid-19

At the beginning of calendar year 2020 a new coronavirus, referred to as ‘Covid-19°, emerged and has
been classified as a pandemic due to its spread across the world. Given the global nature of the Covid-19
pandemic, and the uncertainty as to the severity and duration of the impact across multiple markets, it is
difficult to accurately assess the impact the virus will have on the future financial performance of the
group and the company. The Directors have assessed that the key impacts on the company would be in
respect of any change in credit risk impacting the valuation of derivatives and the effect of Covid-19 on
remote working and ability to access IT systems, along with a potentially heightened cyber risk. The
global economic outlook remains uncertain currently, as the pandemic has created volatility in the short
term as a result of the social restrictions implemented across the world.
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STRATEGIC REPORT (continued)
Business review (continued)

Covid-19 (continued)

The impact of the virus on economic conditions over the medium-term (one to three years) is highly
uncertain, in sharp contrast to the stable and growing GDP performance across most markets experienced
"in recent years. As a result, significant volatility in the group's performance is likely to continue or
increase as markets face challenging economic conditions and higher levels of unemployment leading to
reduced consumer spending. To mitigate these challenges the group regularly gathers data and obtains
insights which enable management to assess conditions in the markets where the group operates and to
amend forecasts and investment decisions appropriately. The Directors believe that the risk mitigation
actions taken in relation to the pandemic have been agile and effective and that the group will maintain
adequate liquidity and be strongly positioned for a recovery in consumer demand. Further information on
the group’s risk management measures are disclosed on pages 38-40.of Diageo plc’s 2020 Annual Report.

Statement on Section 172 of the Companies Act 2006

Section 172 of the Companies Act 2006 requires the Directors to promote the success of the company for
the benefit of the members as a whole, having regard to the interests of stakeholders in their decision-
making. In making decisions, the Directors consider what is most likely to promote the success of the
company for its shareholders in the long term, as well as the interests of the group’s stakeholders. The
Directors understand the importance of taking into account the views of stakeholders and the impact of
the company’s activities on local communities, the environment, including climate change; and the
group’s reputation.

The company is a member of the group of companies whose ultimate holding company is Diageo plc
(“Diageo”™). In accordance with the requirements of UK company law, Diageo has included in its 2020
Annual Report and Accounts on page 5 a statement as to how the Directors of Diageo have had regard to
the matters set out in Section 172 of the Companies Act 2006.

In order to ensure consistency in how the group operates with regard to its wider stakeholders, the group
has adopted an internal Code of Business Conduct alongside a comprehensive framework of global
policies and standards that are designed to ensure, amongst other things, that all companies throughout
the group, including the company, have regard to its wider stakeholders in a consistent manner.

The company has therefore had regard to the matters set out in Section 172 of the Act in a manner that is
consistent with the approach adopted by Diageo, while at the same time ensuring the Directors of the
company are fulfilling their duties.
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STRATEGIC REPORT (continued).

Business review (continued)

Main activities of the Board

The main activities of the Board during the year include:

»  Approval of updates to the Company’s European debt issuance programme;

o Approval of various agreements relating to intragroup funding;

« Approval of the financial statements for the financial year ended 30 June 2019;

» Approval to issue listed debt instruments under the European debt issuance programme and
appr(?val of the updates to the listing prospectus and related documentation; and

+ Approval to enter into a facilities agreement with various banks.

On behalf of the Board

Cs Hajos
Director

Lakeside Drive
Park Royal
London

NW10 7HQ

BEGD9490FASF4CA...

16 December 2020
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DIRECTORS’ REPORT

The Directors have pleasure in submitting their Directors’ report and the audited financial statements for
the year ended 30 June 2020.

The company is incorporated and domiciled as a public company limited by shares in the United
Kingdom. The registered address is Lakeside Drive, Park Royal, London NW10 7HQ.

Going concern

The company’s business activities, together with the factors likely to affect its future development and
position, are set out in the business review section of the strategic report on pages 2 - 4. The company is
expected to continue to generate profit for its own account and to remain in positive net asset position for
the foreseeable future. The Directors have no reason to believe that a material uncertainty exists that may
cast significant doubt about the ability of the group to continue as a going concern. On the basis of their
assessment, the company’s Directors have a reasonable expectation that the company will be able to
continue in pperational existence for the foreseeable future. Thus they continue to adopt the going
concern basis of accounting in preparing the annual financial statements.

Financial performance
The results for the year ended 30 June 2020 are shown on page 14.
The profit for the year transferred to reserves is £92 million (2019 - £410 million).

No dividend was paid during the year (2019 - £1,000 million) and there was no dividend proposed to be
distributed to the shareholders in regards-to the financial year (2019 - £nil).

Directors

The Directors of the company who were in ofﬁce during the year and up to the date of signing the
. financial statements were:

M Pais '

JM C Edmunds

K E Major

Cs Hajos

P Viswanathan (resigned 1 August 2020)
C M Lewin (appointed 1 August 2020)

Directors’ remuneration

None of the Directors received any remuneration during the year in respect of their services as Directors
of the company (2019 - £nil).

Secretary

The secretary of the company who was in office during the year and up to the date of signing the financial
statements was

IMC Edmunds
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DIRECTORS’ REPORT (continued)

Internal control and risk management over financial reporting

The company operates under the financial reporting processes and controls of the group. The internal
control and risk management systems over the financial reporting :process of the group, which include
those of the company, are discussed in the group's Annual Report 2020 on page 79 at www.diageo.com,
which does not form part of this report. :

Independent auditors

Pursuant to Section 487 of the Companies Act 2006, the auditors, PricewaterhouseCoopers LLP, have
been reappointed and will continue in office as auditors of the company.

Disclosure of information to auditors

The Directors who held office at the date of approval of this Directors’ report confirm that, so far as they
are each aware, there is no relevant audit information of which the company’s auditors are unaware; and
each Director has taken all the steps that they ought to have taken as:a Director to make themselves aware
of any relevant audit information and to establish that the company’s auditors are aware of that
information. ;

On behalf of the Board

DocuSigned by:

BE6D9490FASFACA. ..

Cs Hajos
Director

Lakeside Drive
Park Royal
London -
NW10 7HQ

16 December 2020
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the strategic report, the Directors’ report and the financial
statements in accordance with applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that
law the Directors have prepared the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards, comprising FRS 101 ‘Reduced
Disclosure Framework’, and applicable law). Under company law the Directors must not approve the
financial statements unless they are satisfied that they give a true and fair view of the state of affairs of
the company and of the profit or loss of the company for that period.

In preparing these financial statements, the Directors are required to:
+ select suitable accounting policies and then apply them consistently;
* make judgements and estimates that are reasonable and prudent;

+ state whether applicable UK Accounting Standards, comprisisng FRS 101, have been followed,
subject to any material departures disclosed and explained in the financial statements; and

+ prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the company will continue in business.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company's transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006. They have general responsibility for taking such steps as are reasonably open to
them to safeguard the assets of the company and to prevent and detect fraud and other irregularities.

The Directors are also responsible for safeguarding the assets of the company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.



Independent auditors’ report to the members of Diageo
Finance plc

Report on the audit of the financial statements

Opinion
In our opinion, Diageo Finance plc’s financial statements:

e give a true and fair view of the state of the.company’s affairs as at 30 June 2020 and of its profit for the year then
ended;

e have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice (United
Kingdom Accounting Standards, comprising FRS 101 “Reduced Disclosure Framework”, and applicable law); and

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

We have audited the financial statements, included within the Annual report and financial statements (the “Annual
Report”), which comprise: the Balance Sheet as at 30 June 2020; the Statement of Comprehensive Income, the Statement of
changes in equity for the year then ended; and the notes to the financial statements, which include a description of the
significant accounting policies. '

Our opinion is consistent with our reporting to the directors.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable law.
Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial
statements section of our report. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Independence

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, which includes the FRC’s Ethical Standard, as applicable to listed public interest entities,
and we have fulfilled our other ethical responsibilities in accordance with these requirements.

To the best of our knowledge and belief, we declare that non-audit services prohibited by the FRC’s Ethical Standard were
not provided to the company.

We have provided no non-audit services to the company in the period from 1 July 2019 to 30 June 2020.

Our audit approach
Overview
¢  Overall materiality: £326 million (2019: £410 million), based on approximately 1% of
Materiality total assets.
¢  We conducted a full scope audit of the financial statements of Diageo Finance plc.
e  We focused on the most significant areas, being the hedging activity and assessment of
Audit scope hedge effectiveness and valuation of derivative transactions.

e  We assessed the risks of material misstatement in the financial statements and
determined the following key audit matters for 2020:

o Valuation of derivatives.
o Hedge effectiveness of derivatives.
o Impact of Covid-19.

The scope of our audit

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the financial
statements.



Capability of the audit in detecting irregularities, including fraud

Based on our understanding of the company and industry, we identified that the principal risks of non-compliance with laws
and regulations related to the United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting
Standards, comprising FRS 101 “Reduced Disclosure Framework”), and applicable law, the requirements of the Companies
Act 2006, and we considered the extent to which non-compliance might have a material effect on the financial statements.
We also considered those laws and regulations that have a direct impact on the preparation of the financial statements such
as the Companies Act 2006. We evaluated management’s incentives and opportunities for fraudulent manipulation of the
financial statements (including the risk of override of controls), and determined that the principal risks were related to
posting inappropriate journal entries to manipulate hedge accounting and management bias in accounting estimates. Audit
procedures performed by the engagement team included:

¢ Discussion with management and internal audit, including consideration of known and suspected instances of non-
compliance with laws and regulation and fraud

o Identifying and testing journal entries, in particular any journal entries posted with unusual account combinations
or posted by senior management

e Review of the financial statements

There are inherent limitations in the audit procedures described above and the further removed non-compliance with laws
and regulations is from the events and transactions reflected in the financial statements, the less likely we would become
aware of it. Also, the risk of not detecting a material misstatement due to fraud is higher than the risk of not detecting one
resulting from error, as fraud may involve deliberate concealment by, for example, forgery or intentional
misrepresentations, or through collusion.

Key audit matters

Key audit matters are those matters that, in the auditors’ professional judgement, were of most significance in the audit of
the financial statements of the current period and include the most significant assessed risks of material misstatement
(whether or not due to fraud) identified by the auditors, including those which had the greatest effect on: the overall audit
strategy; the allocation of resources in the audit; and directing the efforts of the engagement team. These matters, and any
comments we make on the results of our procedures thereon, were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters. This
is not a complete list of ali risks identified by our audit.

Key audit matter How our audit addressed the key audit matter

Valuation of derivatives . Our audit procedures included understanding and evaluating
the controls and systems related to the determination of the fair
value of derivatives, and where appropriate obtaining audit
derivative transactions to hedge foreign exchange and ~ €Vidence through testing operating effectiveness of relevant
interest rate risk implicit in its borrowings. Valuation of controls together with substantive audit procedures.
derivatives is a complex calculation due to the estimates Testing of controls included examining appropriate
associated with the data inputs. authorisation of deal tickets and contracts for derivatives, as

' ' well as an assessment of the completeness of derivative

transactions.

The substantive audit procedures performed included the
following tests, on a sample basis:

The company is engaged in treasury risk and cash
management for Diageo plc. The company enters into

Therefore, one of our focus areas was the determination
of the fair value of derivative transactions and the
associated balance sheet position.

e obtained independent valuations from our specialist

. treasury team who tested the accuracy and valuation of
the derivatives using independent data-feeds;

e circularising counterparties to confirm the existence,
completeness and valuation of derivatives;

e  assessed the counterparty and the company’s own
credit risk incorporated in the fair value of derivatives,
in particular in light of the impact that Covid-19 has
had on the broader economy and noted no significant
issues. :

e evaluated whether the derivatives and their values
were appropriately disclosed in the financial
statements.

Based on these procedures we are comfortable with the
valuation and of derivatives.

Hedge effectiveness of derivatives Our audit procedures included understanding and evaluating
As a part of risk management activity, the company the controls and systems related to hedge accounting including
trades in derivative transactions to hedge the group’s that the pre-conditions of hedge accounting were met, the




foreign currency and interest rate risk. The company
applies hedge accounting in its financial statements.
The accounting framework applied by the company
requires certain pre-conditions to be met upon
designation of a hedge relationship and throughout the
term of the relationship, some of which are complex and
are subject to management judgement.

Therefore, our areas of focus included hedge accounting
applied by the company.

prospective and retrospective assessment of hedge effectiveness
were appropriately performed and resulting entries were
properly accounted for. Where relevant, we obtained audit
evidence through testing operating effectiveness of relevant
controls together with substantive audit procedures.

Testing of controls included examining appropriate
authorisation of hedge designation, review of hedge
effectiveness tests and resulting accounting entries.

The substantive audit procedures performed included the -

following tests, on a sample basis:

¢  review of appropriateness of hedge designation documents;

¢ the independent recalculation of hedge effectiveness tests;

e review of appropriateness of accounting entries relating to
hedge accounting.

We also evaluated whether derivative transactions were
appropriately disclosed in the financial statements.

Based on these procedures we are comfortable with the hedge
effectiveness of derivatives.

Impact of Covid-19

Due to the nature of the entity the risks considered
applicable were in respect of credit risk, addressed in
the valuation of derivatives above, and the impact on
operations.

Management’s way of working, including the operation
of controls, has been impacted by Covid-19 as a result of
a large number of staff working remotely. For example,
this has meant virtual review meetings have replaced in-
person meetings. There is inevitably an increase in risk
due the remote accessing of IT systems, and potentially
heightened cyber risk. ‘

We performed additional procedures to assess any control
implications arising from the impact of Covid-19, including
inquiries with respect to the operation of IT and business
process controls, and whether there has been any impact on the
company given the potentially heightened cyber risk. We
performed a detailed assessment of the policies and procedures
that management has in place to mitigate cyber risk exposure.
We performed additional procedures to understand if there
were any changes to management’s planned operation of
controls or monitoring activities.

Based on the inquiries performed and the resuits of our audit
procedures, we did not identify any evidence of material
deterioration in the control environment.

We considered the appropriateness of directors’ disclosures in
the financial statements in respect of the impact of the current
environment and the impact of the increased uncertainty and
considered the accounting estimates and disclosures to be
appropriate.

How we tatlored the audit scope

We tailored the scope of our audit to ensure that we performed sufficient work to be able to give an opinion on the financial
statements as a whole, taking into account the structure of the company, the accounting processes and controls, and the

industry in which it operates.

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the financial

statements.

Materiality

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for
materiality. These, together with qualitative considerations, helped us to determine the scope of our audit and the nature,
timing and extent of our audit procedures on the individual financial statement line items and disclosures and in evaluating
the effect of misstatements, both individually and in aggregate on the financial statements as a whole.

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:



Overall materiality £326 million (20197 £410 million).

How we determined it Approximately 1% of total assets.
Rationale for benchmark We consider the total assets measure to reflect the nature of the company, which
applied primarily acts as a funding and cash management company for the group’s

investments and enters into derivatives to hedge the group’s financial risks.

We agreed with the directors that we would report to them misstatements identified during our audit above £16 million
(2019: £20 million) as well as misstatements below that amount which, in our view, warranted reporting for qualitative
reasons.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which ISAs (UK) require us to report to you
where:

e the directors’ use of the going concern basis of accounting in the preparation of the financial statements is not
appropriate; or

o the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the company’s
ability to continue as a going concern.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and our
auditors’ report thereon. The directors are responsible for the other information. Our opinion on the financial statements
does not cover the other information and, accordingly, we do not express an audit opinion or, except to the extent otherwise
explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained
in the audit, or otherwise appears to be materially misstated. If we identify an apparent material inconsistency or material
misstatement, we are required to perform procedures to conclude whether there is a material misstatement of the financial
statements or a material misstatement of the other information. If, based on the work we have performed, we conclude that
there is a material misstatement of this other information, we are required to report that fact. We have nothing to report
based on these responsibilities.

With respect to the Strategic Report and Directors’ Report, we also considered whether the disclosures required by the UK
Companies Act 2006 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) require us also
to report certain apinions and matters as described below.

Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report and
Directors’ Report for the year ended 30 June 2020 is consistent with the financial statements and has been prepared in
accordance with applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we did
not identify any material misstatements in the Strategic Report and Directors’ Report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities, the directors are responsible for the preparation of
the financial statements in accordance with the applicable framework and for being satisfied that they give a true and fair
view. The directors are also responsible for such internal control as they determine is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless
the directors either intend to liquidate the company or to cease operations, or have no realistic alternative but to do so.

Auditors’ responsibilitics for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable



assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in accordance
with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving these opinions, accept
or assume responsibility for any other purpose or to any other person to whom this report is shown or into whose hands it
may come save where expressly agreed by our prior consent in writing.

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to you if, in our opinion:
e we have not received all the information and explanations we require for our audit; or

. édequate accounting records have not-been kept by the company, or returns adequate for our audit have not been
received from branches not visited by us; or

o  certain disclosures of directors’ remuneration specified by law are not made; or
» the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Appointment

We were appointed by the members on 1 September 2015 to audit the financial statements for the year ended 30 June 2016
and subsequent financial periods. The period of total uninterrupted engagement is 5 years, covering the years ended 30
June 2016 to 30 June 2020. :

Chebuwed

Christopher Richmond (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

16 December 2020
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STATEMENT OF COMPREHENSIVE INCOME

Year ended Year ended
30 June 2020 30 June 2019

Notes £ million £ million
Other operating (expense)/income 2 (6))) 111
Finance income -4 1,012 1,281
Finance charges 4 (868) (976)
Operating profit 93 416
Profit before taxation on ordinary activities 93 416
Taxation on profit on ordinary activities I 1 6)
Profit for the financial year 92 410
Other comprehensive income — —
Total comprehensive income for the year : 92 410

The accompanying notes are an integral part of these financial statements.-
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DocuSign Envelope' ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020
BALANCE SHEET
' 30 June 2020 30 June 2019
Notes £ million £ million
Non-current assets
Trade and other receivables 7 342 727
Other financial assets 6 714 445
' 1,056 1,172
Current assets
Trade and other receivables 7 28,822 39,543
Other financial assets ‘ 6 152 197
Cash and cash equivalents 2,615 15
: 31,589 39,755
Total assets’ 32,645 40,927
Current liabilities
Other financial liabilities 6 (134) ©7
Borrowings 8 ' (997) (418)
Trade and other payables 10 (19,360) (29,917)
Corporate tax payable — )
(20,491) (30,434)
Non-current liabilities
Other financial liabilities 6 (653) (403)
Borrowings ! - 8 (6,499) (5,180)
(7,152) (5,583)
Total liabilities (27,643) (36,017)
Net assets 5,002 4,910
Equity
Called up share capital 11 3,660 3,660
Retained earnings 1,342 1,250
Total equity 5,002 4,910

The accompanying notes are an integral part of these financial statements.

These financial statements on pages 14 to 34 were approved by the Board of Directors on 16 December
2020 and were signed on its behalf by:

DocuSigned by:

CSTrRBE6D9490FASFACA. ..

Director

15



DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

STATEMENT OF CHANGES IN EQUITY

ATTRIBUTABLE TO SHAREHOLDERS OF THE COMPANY

~ Share Retained Total

capital earnings equity

£ million £ million £ million

Balance at 30 June 2018 ' 3,660 1,840 5,500
Profit for the financial year . — 410 410
Dividends to shareholders — (1,000) (1,000)
Balance at 30 June 2019 3,660 1,250 4,910
Profit for the: financial year — 92 92
Balance at 30 June 2020 3,660 1,342 5,002

The accompanying notes are an integral part of these financial statements..
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS
1. ACCOUNTING POLICIES

Basis of preparation

These financial statements are prepared in accordance with Financial Reportmg Standard 101 Reduced
Disclosure Framework (FRS 101).

In preparing these financial statements, the company applies the recognition, measurement and disclosure
requirements_of International Financial Reporting Standards as adopted by the EU (IFRS), but makes
amendments where necessary in order to comply with Companies Act 2006 and sets out below where the
FRS 101 disclosure exemptions have been taken. '

These financial statements are prepared on a going concern basis under the historical cost convention,
except that certain financial instruments are stated at their fair value.

" The company is a wholly owned subsidiary of Diageb plc and is included in the consolidated financial
statements of the group which are publicly available.

In accordance with FRS 101, the company has taken advantage of exemptions from the requirements of
IFRS in the. preparatlon of these financial statements to-not present the followings:

. A cash flow statement and related notes;
. Dlsclosures in respect of transactions with wholly owned subsidiaries;
+ The effects of new but not yet effective IFRSs;

» Disclosures in respect of the compensation of Key Management Personnel.
‘These ﬁnanci,ali statements are separate financial statements.

New accountmg standards and interpretations

The followmg amendments to the accounting standards, issued by the IASB which have been endorsed by
the EU, have been adopted by the group and therefore by the company from 1 July 2019 with no impact
on the company’s results, financial position or disclosures:

* Amendments to IAS 28 — Long-term Interests in Associates and Joint Ventures;
* Amendments to IFRS 9 - Prepaymént Features with Negati\}e Compensation;

* Improvements to IFRS 3 and IFRS 11 — Business combinations and Joint arrangements —
Accounting for previously held interests;

. Imprbvements to TAS 12 — Income taxes.— Accounting for income tax consequences of payments
on financial instruments that are classified as equity;

« Improvements to IAS 23 — Borrowing costs on completed qualifying assets.

Functional and presentational currency

These financial statements are presented.in sterli'ng (£), which is the company’s functional currency. All
financial information presented in sterling has been rounded to the nearest million unless otherwise stated.
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DocuSign Envelope ID: 3FF1B732-B850-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)

1. ACCOUNTING POLICIES (continued)

Finance income and charges

Finance income and charges are recognised in the Statement of Comprehensive Income in the year in
which they are earned/incurred. Finance charges which are not capitalised are recognised in the income
statement based on the effective interest method.

Foreign currencies

Transactions in foreign currencies are recorded at the rate of exchange at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies are translated into sterling at the
financial year end exchange rates and these foreign exchange differences are recognised in the income
statement.

Financial assets and liabilities

Financial assets and liabilities are initially recorded at fair value including, where permitted by IFRS 9,
any directly attributable transaction costs. For those financial assets that are not subsequently held at fair
value, the company assesses whether there is evidence of impairment at each balance sheet date. The
company classifies its financial assets and liabilities into the following categories: financial assets and
liabilities at amortised cost, financial assets and liabilities at fair value through profit and loss and
financial assets at fair value through other comprehensive income. Under IFRS 9, classification and
measurement of financial assets depend on the company’s business model for managing the asset and the
cash flow characteristics of the assets. The business model and cash flow characteristics assessment is
carried .out on instrumental basis. Where financial assets or liabilities are eligible to be carried at either
amortised cost or fair value the company does not apply the fair value option.

Trade and other receivables owed by other group companies are initially measured at fair value and are
subsequently reported at amortised cost. Non-interest bearing trade receivables are stated at their nominal
value as they are due on demand. Allowance for expected credit losses are made based on the risk of non-
payment taking into account ageing, previous experience, economic conditions and forward-looking data.
Such allowance are measured as either 12-months expected credit losses or lifetime expected credit losses
depending oni changes in the credit quality of the counterparty.

Cash and cash equivalents comprise cash in hand and deposits which are readily convertible to known
amounts of ¢ash and which are subject.to insignificant risk of changes in value and have an original
maturity of three months or less, including money market deposits, commercial paper and investments.

Borrowings are initially recognised at fair value net of transaction costs and are subsequently reported at
amortised cost. Certain bonds are designated as being part of fair value hedge relationship. In these cases,
the amortised cost is adjusted for the fair value of the risk being hedged, with changes in value recognised
in the income statement. The fair value adjustment is calculated using a discounted cash flow technique
based on unadjusted market data.
t

Trade payables owed to other group companies are initially measured at fair value and are subsequently
reported at amortised cost. Non-interest bearing trade payables are stated at their nominal value as they
are due on demand.

Derivative financial instruments : )

Derivative financial instruments are carried at fair value using a discounted cash flow model based on
market data applied consistently for similar type of instruments. Gains and losses on derivatives that do
not qualify for hedge accounting treatment are taken to the income statement as they arise.
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)

1. ACCOUNTING POLICIES (continued)

Derivative financial instruments (continued)

The company designates and documents certain derivatives as hedging instruments against changes in fair
value of recognised assets and liabilities (fair value hedges). Methods used for testing effectiveness
include dollar offset, critical terms and regression analysis.

Fair value hedges are used to manage the currency and/or interest rate risks to which the fair value of
certain assets and liabilities are exposed. Changes in fair value of the derivatives are recognised in the
income statement, along with any changes in the relevant fair value of the underlying hedged asset or
liability.

If such a hedge relationship no longer meets hedge accounting criteria, fair value movements on the
derivative continue to be taken to the income statement while any fair value adjustments made to the
underlying hedged item to that date are amortised through the income statement over its remaining life
using the effective interest rate method. i

Taxation

Current tax is based on taxable profit for the year. Taxable profit is different from accounting profit due to
temporary differences between accounting and tax treatments, and due to items that are never taxable or
tax deductible. Tax benefits are not recognised unless it is probable that the tax positions are sustainable.
Once considered to be probable, tax benefits are reviewed each year to assess whether a provision should
be taken against full recognition of the benefit on the basis of potential settlement through negotiation
and/or litigation. Tax provisions are included in current liabilities. Penalties and interest on tax liabilities
for the year ended 30 June 2020 are included in profit before taxation.

Full provision for deferred tax is made for temporary differences between the carrying value of assets and
liabilities for. financial reporting purposes and their value for tax purposes. The amount of deferred tax
reflects the expected recoverable amount and is based on the expected manner of realisation or settlement
of the carrying amount of assets and liabilities, using the basis of taxation enacted or substantively
enacted by the balance sheet date. Deferred tax assets are not recognised where it is more likely than not
that the asset will not be realised in the future.

Judgements in applying accounting policies and key sources of estimation uncertainty
The Directors make estimates and judgements concerning the future of the company. The resulting
accounting estimates will, by definition, seldom equate to actual results.

The critical accounting policy, which the Directors consider is of greater complexity and particularly
subject to estimates, is set out in detail in the accounting policy for derivative financial instruments. A
critical accounting judgment, specific to the company, is the estimation of fair valuation of derivate assets
and liabilities. (see detailed description under note 9. Financial instruments and risk management (g) Fair
value measurements).
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4548B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)

2. OTHER OPERATING (EXPENSE)/INCOME

Year ended Year ended

30 June 2020 30 June 2019

£ million £ million

Net foreign exchange (loss)/gain (18) 106
Margin on transaction hedging 7 8
Market value gain/(loss) on foreign exchange derivatives 1 —
Other expense (41) (3)
‘ ' (51) 111

Net foreign exchange gain for the year ended 30 June 2020 was primarily driven by unfavourable
exchange differences on Mexican Peso and Turkish Lira denominated foreign exchange swaps compared
to year ended 30 June 2019.

Based on management’s assessment of .expected credit losses, the company recognised a bad debt
provision of £39m in respect of an intercompany loan receivable related to an Ethiopian entity in the year
ended 30 June 2020. Given the challenging market environment and the civil unrest in Ethiopia, the
recoverability of the remaining book value will need to be continuously assessed.

The auditors® remuneration of £19,813 (2019 - £19,268) was paid on behalf of the company by a fellow
group undertaking. There were no fees payable to the auditors in respect of non-audit services (2019 -
£nil).

3. EMPLOYEES

The compan); did not employ any staff during either the current or prior year.

None of the Directors received any remuneration during the financial year in respect of their services as
Directors of the company (2019 - £nil).
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)

4. FINANCE INCOME AND CHARGES

Interest income from fellow group undertakings
Other interest income

!
Fair value differential on foreign exchange contracts

Fair value gain on intra-group derivative interest rate
instruments

Fair value gain on external derivative interest rate instruments
Fair value gain on external cross currency interest rate swaps

Total finance income

Interest charge on bank loans and overdrafts

Interest charge to fellow group undertakings

Other interest charge

Fair value differential on foreign exchange contracts

Fair value loss on intra-group derivative interest rate
instruments '

Fair value loss on external derivative interest rate instruments
Fair value loss on intra-group cross currency interest rate
swaps

Fair value adjustment to bonds in hedge relationship

Total finance charges

Net finance income

Year ended Year ended
30 June 2020 30 June 2019
£ million £ million
541 810
20_8 219
2 17
14 11
101 126
146 98
1,012 1,281
(35) 61
421) (546)
(136) (133)
(14) (1
(89) (86)
(20) (11)
(146) (98)
(7N (40)
(868) (976)
144 305

Other interest income include Realized interest income on matured FX swap and forward of £132 million
- (2019 - £145 million), Interest income of interest rate swaps and cross currency swaps of £59 million
(2019 — £38 million) and Interest income on bank accounts and Liquidity funds of £17 million (2019 -

£36 million).

Other interest charge include Bond interest expenses of £63 million (2019 — £50 million), realised interest -
expense on matured FX swaps and forwards of £57 million (2019 — £67 million), Interest expense of
interest rate swaps of £8 million (2019 — £8 million) and Other items of £8 million (2019 — £8 million).
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)

5. TAXATION

(i) Analysis of taxation charge for the year

Current tax

UK Corporation tax

Adjustment in respect of prior years
Overseas tax:

Total current tax

Taxation on profit on ordinary activities

(ii) Factors affecting total tax charge for the year

Profit on orcfinary activities before taxation

Taxation on profit on ordinary activities at UK corporation tax rate of
19% (2019 - 19%) :

Adjustments in respect of prior periods

Other tax effects for reconciliation between accounting profit and tax
income '

Expenses not deductible
Overseas tax’

Effects of group relief

Total tax ch'arge for the year

Year ended Year ended
30 June 2020 30 June 2019
£ million £ million
— “

1 —
2 2)
¢} (6)
¢)) (6)
Year ended Year ended
30 June 2020 30 June 2019
£ million £ million

93 416
(18) 7%

1 —

(6) 3)

Q) —

2) (2

31 78

(1) (6)

The UK tax rate is 19% effective from 1 April 2017 which is applied for the year ended 30 June 2020. In
the Spring Budget 2020, the UK government announced that from 1 April 2020 the corporation tax rate
would remain at 19% (rather than reducing to 17%, as previously enacted). This new law was

substantively enacted on 17 March 2020.
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)

6. OTHER FINANCIAL ASSETS AND LIABILITIES

Assets Assets  Liabilities  Liabilities
due after due within due within due after
one year one year one year one year
2020 £ million £ million £ million £ million
External derivative assets/(liabilities)
Not designated in hedge relationship
Foreign exchange contracts - transaction .6 3 (64) (14)
Foreign exchange contracts — commodity 1 — ® ¢))
Foreign exchange contracts — other — 71 43) —
Interest rate defivatives 162 — (14) —
Cross currency interest rate swaps ‘ 469 — — —
Designated in fair value hedge ’
Interest rate derivatives ' 46 — — —
v 684 74 (130) (15)
Intra-group derivative assets/(liabilities)
Not des'igna'ted in hedge relationship .
Foreign exchange contracts - transaction 15 69 . @ 6)
Foreign excﬁange contracts — commodity 1 9 — . )
Interest rate derivatives 14 — - (162)
Cross currenéy interest rate swaps — - — (469)
2 ‘ 30 78 @) (638)
Total derivative assets/(liabilities) 714 152 (134) ~ (653)

The company entered into external cross currency interest rate swaps on behalf of a fellow group
undertaking, Diageo Capital plc, the market value of which amounted to £469 million at the balance sheet
date (2019 - £271 million). The external deals are mirrored through Diageo plc to Diageo Capital plc, the
ultimate bqnéﬁciary. The market value of intra-group cross currency interest rate swaps amounts to a net
liability of £469 million (2019 - £271 million).

The company entered into interest rate swaps to hedge the fair value of bonds. The fair value of the
interest rate swaps designated in fair value hedge relationships was £46 million (2019 - £40 million).

Fair value movements of cross currency interest rate swaps are taken to the income statement: the foreign
exchange component of change in market - value is presented as foreign exchange result on operations, the
interest related amounts are recognised as interest income or expense.
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DocuSign Envelope ID: 3FF 1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

i

NOTES TO THE FINANCIAL STATEMENTS (continued)

6. OTHER FINANCIAL ASSETS AND LIABILITIES (continued)

Assets - Assets  Liabilities  Liabilities
due after due within due within due after
one year one year one year one year
2019 £ million £ million £ million £ million
External derivatii'e assets/(liabilities)
Not designa:ted in hedge relationship
Foreign exchange contracts - transaction — 2 (58) 17
Foreign exchange contracts — commodity — — 9) —
Foreign exchange contracts - other — 121 (23) —
Interest rate derivatives 80 4 1) (11)
Cross currency interest rate swaps 283 — — (12)
Designated in fair value hedge
Interest rate derivatives 40 — — —_—
: 403 127 oD (40)
Intra-group derivative assets/(liabilities)
Not designated in hedge relationship
Foreign exchange contracts - transaction 19 60 ) —
- Foreign exchange contracts — commodity — 9 - —
Foreign exchiange contracts - other — ' —_ — —
Interest rate derivatives 11 1 4) (80)
Cross currency interest rate swaps 12 — — (283)
, 42 70 6  (363)
Total derivative assets/(liabilities) 445 197 (97) (403)
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)

7. TRADE AND OTHER RECEIVABLES

30 June 2020 30 June 2019

Due within Due after Due within - Due after

one year one year one year one year

£ million £ million £ million £ million

Amounts owed by fellow group 28.797 342 39.533 797
undertakings ’ ' ’

Interest receivable 21 L — 10 —

Accruals and deferred expense 4 — — —

‘ ‘ 28,822 342 39,543 727

Amounts owed by fellow group undertakings include accrued and capitalised interest on the underlying
balances at 30 June 2020 and at 30 June 2019. These balances bear interest at fixed and variable rates
from (0.88%) to 24.41% for the year ended 30 June 2020 (2019 — from 0.50% to 26.27%).

Amounts owed by fellow group undertakings represent transactions with companies in the group with
which the company has a long term financing relationship. These financing relationships are expected to
continue for the foreseeable future. Certain amounts owed by fellow group undertakings are reclassified
to non-current assets as they are not expected to be repaid in the foreseeable future. Amounts owed by
group undertakings are considered to have a fair value which is not materially different to the book value.
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Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TQ THE FINANCIAL STATEMENTS (continued)

8. BORROWINGS AND BANK OVERDRAFTS

Bank overdrafts

Credit support obligations
Commercial'paper

€ 775 million 0% bonds due 2020
Fair value adjustment to borrowings

Borrowings due within one year and bank overdrafts

€ 775 million 0% bonds due 2020

€ 900 million 0.25% bonds due 2021
€ 600 million 0.125% bonds due 2023
€ 500 million 1.75% bonds due 2024
€ 500 million 0.5% bonds due 2024

€ 600 million 1% bonds due 2025

€ 850 million 2.375% bonds due 2026
£ 500 million 1.75% bonds due 2026
€ 750 million 1.875% bonds due 2027
€ 500 million 1.5% bonds due 2027

£ 300 million 2.875% bonds due 2029
€ 1000 million 2.5% bonds due 2032
Fair value adjustment to borrowings

Borrowings due after one year

Total external borrowings

30 June 2020 30 June 2019

£ million £ million
105 141
180 120
— 157
711 —
1 —
997 418
—_ 691
825 802
548 533
456 444
456 443
546 531
776 755
496 496
683 —
457 445
298 —
911 —
47 40
6,499 5,180
7,496 5,598

The interest rates of external borrowings shown in the table above are those contracted on the underlying
borrowings before taking into account any interest rate protection. Bonds are stated net of unamortised
finance costs of £36 million (2019 - £26 million). Bonds are reported at amortised cost with a fair value
adjustment shown separately. All bonds issued by the company are fully and unconditionally guaranteed

by Diageo plc. .

Increase in Cash and cash equivalent balance £2,615 million (2019 - £15 million) is mainly driven by the

newly issued bonds.
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)
9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The company’s funding, liquidity and exposure to foreign currency and interest rate risks are managed at
the group level by the group’s treasury department. The treasury department uses a range of financial
instruments to manage these underlying risks.

Treasury operations are conducted within a framework of board-approved policies and guidelines, which
are recommended and monitored by the finance committee, chaired by the Chief Financial Officer. The
policies and guidelines include benchmark exposure and/or hedge cover levels for key areas of treasury
risk which are periodically reviewed by the Board following, for example, significant business, strategic
or accounting changes. The framework provides for limited defined levels of flexibility in execution to
allow for the optimal application of the board-approved strategies. Transactions arising from the
application of this flexibility may give rise to exposures different from the defined benchmark levels that
are separately monitored on a daily basis using Value at Risk analysis. These transactions are carried at
fair value and gains or losses are taken to the income statement as they arise. In the year ended 30 June
2020 and 30 June 2019 gains and losses on these transactions were not material.

The company does not use derivatives for speculative purposes. All transactions in derivative financial
instruments are initially undertaken to manage the risks arising from underlying business activities.

(a) Currency risk

The company presents its financial statements in sterling (which is ‘the functional currency of the entity)
and conducts business in many currencies. As a result, it is subject to foreign currency risk due to
exchange rate movements, which will affect the company’s transactions. To manage the currency risk the
company uses certain financial instruments. Where hedge accounting is applied, hedges are documented
and tested for effectiveness on an ongoing basis. The company expects hedges entered into to continue to
be effective and therefore does not expect the impact of ineffectiveness on the income statement to be
material. '

Hedge of foreign currency debt

The company entered into external cross currency interest rate swaps on behalf of a fellow group
undertaking, Diageo Capital plc to hedge the foreign currency risk associated with certain foreign
currency denominated borrowings. The external deals are mirrored through Diageo plc to Diageo Capital
plc, the ultimate beneficiary.

Transaction exposure hedging

The group’s policy is to hedge up to 24 months forecast transactional foreign currency risk on the net US
dollar exposure of the group targeting 75% coverage for the current financial year and up to 18 months
for other currency pairs. Foreign exchange transactional hedging deals are carried out in the company to
hedge brand owners’ future foreign currency cash flows with a margin defined on an arms’ length basis.

(b) Interest rate risk

The company has an exposure to interest rate risk, arising principally on changes in euro and sterling
interest rates. To manage interest rate risk, the company manages its proportion of fixed to floating rate
borrowings within limits approved by the Board, primarily through issuing fixed and floating rate
borrowings and commercial paper, and by utilising interest rate derivatives. These practices aim to
minimise the company’s net finance charges with acceptable year on year volatility. To facilitate
operational efficiency and effective hedge accounting, the group’s policy is to maintain fixed rate
borrowings within a band of 40% to 60% of forecast net borrowings. In September 2019 the Board
approved to temporarily amend the approved 40% — 60% fixed debt band to 40% — 70% for a period of
15 months until 31 December 2020. For these calculations, net borrowings exclude interest rate related
fair value adjustments. Beside the interest rate swaps traded on behalf of fellow group undertakings,. the
majority of the company’s existing interest rate derivatives are designated as hedges and are expected to
be effective. Fair value of the company’s existing interest rate derivatives is recognised in the income
statement, along with any changes in the relevant fair value of the underlying hedged asset or liability.
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DocuSign Envelope ID: 3FF1B732-B950-4C8A-9A4A-4549B188CEAC

Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)
9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)

(¢) Commodity price risk

The company performs commodity price risk ‘management on behalf of fellow group undertakings
exposed to commodity price risk. Commodity price risk is managed in line with the principles approved
by the Board either through long term purchase contracts with suppliers or, where appropriate, derivative
contracts. Where derivative contracts are used the commodity price risk exposure is hedged up to 24
months of forecast volume through exchange-traded and over-the-counter contracts (futures, forwards,
swaps and options).

(d) Market risk sensitivity analysis ,
The company uses a sensitivity analysis that estimates the impacts on the Statement of Comprehensive
Income of either an instantaneous increase or decrease of 0.5% in market interest rates or a 10%
strengthéning or weakening in sterling against all other currencies, from the rates applicable at 30 June
2020 and 30 June 2019, for each class of financial instruments with all other variables remaining
constant. This analysis is for illustrative purposes only, as in practice interest and foreign exchange rates
rarely change in isolation.

The sensitivity analysis estimates the impact of changes in interest and foreign exchange rates. All hedges
are expected to be highly effective for this analysis and it considers the impact of all financial instruments
including financial derivatives, cash and cash equivalents, borrowings and other financial assets and
liabilities. The results of the sensitivity analysis should not be considered as projections of likely future
events, gains or losses as actual results in the future may differ materially due to developments in the
global financial markets which may cause fluctuations in interest and exchange rates to vary from the
hypothetical amounts disclosed in the table below.

0.5 % 0.5 % 10 % 10 %
decreasein increasein  weakening strengthening
interest interest of sterlings of sterling
rates rates
£ million £ million £ million £ million
30 June 2020 .
Impact on statement of comprehensive (40) 40 3) 3
income - (loss)/gain '
30 June 2019
Impact on statement of comprehensive 28 35

: . (43) 43
income - (loss)/gain :

(e) Credit risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in
financial loss to the company. Credit risk arises on cash balances (including bank deposits and cash
equivalents), ‘derivative financial instruments, trade and other receivables, loans, financial guarantees and
committed transactions. The carrying amount of financial assets represents the company’s exposure to
credit risk at the balance sheet date as disclosed in section (i), excluding the impact of any collateral held
or other credit enhancements. A financial asset is in default when the counterparty fails to pay its
contractual obligations. Financial assets are written-off when there is no reasonable expectation of
recovery. The gross carrying amount of the financial asset has to be reduced (written off) in case there is
no reasonable expectation of recovering the contractual cash flows on the asset in its entirety or its
portion only. Expected recovery of contractual cash flows is assessed individually, on instrumental basis.
Credit risk is managed separately for financial and business-related credit exposures.
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Diageo Finance plc
Registered number: 00213393
Year ended 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (continued)
9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)

Financial credit risk

The group aims to minimise its financial credit risk through the application of risk management policies
approved and monitored by the Board. Counterparties are limited to major banks and financial
institutions, primarily with a long term credit rating within the A band or better, and the policy restricts
the exposure to any one counterparty by setting credit limits taking into account the credit quality of the
counterparty. The group’s policy is designed to ensure that individual counterparty limits are adhered to
and that there are no significant concentrations of credit risk. The Board also defines the types of financial
instruments which may be transacted. The credit rating risk arising through the use of financial
instruments for currency and interest rate risk management is estimated with reference to the fair value of
contracts with a positive value, rather than the notional amount of the instruments themselves. The group
annually reviews the credit limits applied and regularly monitors the counterparties’ credit quality
reflecting market credit conditions.

When derivative transactions are undertaken with bank counterparties, the group may, where appropriate,
enter into certain agreements with such bank counterparties whereby the parties agree to post cash
collateral for the benefit of the other if the net valuations of the derivatives are above a predetermined
threshold. At 30 June 2020, the collateral held under these agreements amounted to $221 million
(£180 million) (2019 - $152 million (£120 million)).

Business relqted credit risk

Since trade and other receivables principally include balances with fellow group undertakings, the risk of
non-performance is considered remote. Under IFRS 9, the significant increase in credit risk of financing
relationships with fellow group undertakings is determined based on the group’s internal credit rating
assessment. The assessment practice takes into account as inputs the historical default of the financial
instruments, currently available information about fellow group undertakings’ financial performance and
forward-looking information. The total balance of trade and other receivables is qualified as performing
in accordance with internal credit rating;assessment. As a result of low risk credit risk these financial
assets have a-very low risk of default (probability of default (PD)) and the 12-months expected credit loss
is considered to be immaterial.

(f) Liquidity risk _

Liquidity risk is the risk that the group may encounter difficulties in meeting its obligations associated
with financial liabilities that are settled by delivering cash or other financial assets. The company uses
short term commercial paper to finance its day-to-day operations. The group’s policy with regard to the
expected maturity profile of borrowings is to limit the amount of such borrowings maturing within 12
months to 50% of gross borrowings less money market demand deposits, and the level of commercial
paper to 30% of gross borrowings less money market demand deposits. In addition, the group’s policy is
to maintain backstop facilities with relationship banks to support commercial paper obligations. The
following tables provide an analysis of the anticipated contractual cash flows including interest payable
for the company financial liabilities and derivative instruments on an undiscounted basis. Where interest
payments are on a floating rate basis, rates of each cash flow until maturity of the instruments are
calculated based on the forward yield curve prevailing at 30 June.2020 and 30 June 2019. In order to
align with the group reporting the cash flows of cross currency swaps are presented on a gross basis while
all other derivative contracts are presented on a net basis. Financial assets and liabilities are presented
gross in the balance sheet, although in practice, the group uses netting arrangements to reduce its liquidity
requirements'on these instruments.
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Contractual cash flows

Due Due Carrying
{Due between between Due amount at
within1l 1and3 3and5  after5 balance
year years years years Total sheet date
£ million £ million £ million £ million £ million £ million

2020
Bonds (711) (826) (2,018) (3,644) (7,199 (7,496)
Interest on other payables 6) — — — 6) ©)
Interest on bonds o7 192) 187) (278) (754) 34
Trade and other financial liabilities (19,320) — —_ — (19,3200 (19,320)

Non-derivative financial
liabilities

(20;134) (1,018) (2,205) (3,922) (27,279) (26,856)

Cross currency swaps (gross)

- Receivable: . 106 1,726 145 2,522 4,499 —

- Payable 106) (1,726) (145) (2,522) (4,499) —

Other derivative instruments (net) 40 19 15 5 79 —

Derivative instruments " 40 19 15 5 79 79

2019

Bonds 418) (1,496) (982)  (2,688) (5,584) (5,598)
Intérest on other payables ) — — — ) )
Interest on bonds “7n (103) (99) 102) (351 (18)
Trade and other financial liabilities (29;895) — — —  (29,895)  (29,895)
Non-derivative financial '

liabilities (30;362)  (1,599)  (1,081) (2,790) (35,832)  (35,513)

Cross currency swaps (gross)

- Receivable 104 208 1,664 2,545 4,521 L —
- Payable (104) (208) (1,664) (2,545) (4,521) —
Other derivative instruments (net) 123 9 7 3 142 -
Derivative instruments 123 9 7 3 142 142

The company had available undrawn committed bank facilities as follows:

30 June 2020 30 June 2019
£ million £ million
Expiring within one year? 2,439 —
Expiring between one and two years 610 —
Expiring after two years 2,236 2,756
: 5,285 2,756
(i) Diageo has the rights to extend £813 million of the committed facilities expiring within one year to

May 2022.
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The facilities can be used for general corporate purposes and, together with cash and cash equivalents,
support the group’s commercial paper ;;rogrammes. There are no financial covenants on the group’s
material short and long term borrowings. Certain.of these borrowings contain cross default provisions and
negative pledges. The committed bank facilities are subject to a single financial covenant, being
minimum interest cover ratio of two times (defined as the ratio of operating profit before exceptional
items, aggregated with share of after tax results of associates and joint ventures, to net interest). They are
also subject to pari passu ranking and negative pledge covenants. Any non-compliance with covenants
underlying group’s financing arrangeme:nts could, if not waived, constitute an event of default with
respect to any such arrangements, and any non-compliance with covenants may, in particular
circumstances, lead to an acceleration of maturity on certain borrowings and the inability to access
committed facilities. The group was in full compliance with its financial, pari passu ranking and negative
pledge covenants in respect of its material short and long term borrowings throughout each of the years
presented.

(g) Fair value measurements ‘
Fair value measurements of financial instruments are presented through the use of a three-level fair vatue
hierarchy that prioritises the valuation techniques used in fair value calculations.

The group maintains policies and procedures to value instruments using the most relevant data available.
If multiple inputs that fall into different levels of the hierarchy are used in the valuation of an instrument,
the instrument is categorised on the basis of the most subjective input.

Foreign currency forwards and swaps, cross currency swaps and interest rate swaps are valued using
discounted cash flow techniques. These techniques incorporate inputs at levels 1 and 2, such as foreign
exchange rates and interest rates. These market inputs are used in the discounted cash flow calculation
incorporating the instrument’s term, notional amount and discount rate, and taking credit risk into
account. As significant inputs to the valuation are observable in active markets, these instruments are
categorised as level 2 in the hierarchy. '

The company’s financial assets and liabilities measured at fair value are categorised as follows:

30 June 2020 30 June 2019

£ million £ million
Derivative assets ' 866 642
Derivative liabilities (787) (500)
Valuation techniques based on observable market input (Level 2) 79 142

There were no transfers between levels during the two years ended 30 June 2020 and 30 June 2019.

(h) Results of hedging instruments

The company targets a one-to-one hedge ratio. Strengths of the economic relationship between the
hedged item and the hedging instrument is analysed on an ongoing basis. Ineffectiveness can arise from
subsequent change in the forecast transactions as a result of timing, cash flows or value except when the
critical terms' of the hedging instrument and hedged item are closely aligned. The change in the credit risk
of the hedging instruments or the hedged- items is not expected to be the primary factor in the economic
relationship.
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The notional amounts, contractual maturities and rates of the hedging instruments designated in hedging
relationship as of 30 June 2020 by the main risk categories are as follows:

Notional

_amounts Range of hedged
£ million Maturity rates
2020
Fair value hedges
Derivatives in fair value hedge 2,936 November 2020 — March 2027  (0.01) - 1.88%
(interest rate: risk)
2019
Fair value hedges
Derivatives in fair value hedge 2,188  November 2020 — April 2025 (0.01) - 0.64%

(interest rate risk)

With respect to hedges of the fair value risk from a change in interest rates using interest rate swaps, the
retranslation of the related bond principal;to closing foreign exchange rates and recognition of interest on
the related bonds will affect the income statement in each year until the related bonds mature in 2020,
2021, 2023, 2025 and 2027. Foreign exchange retranslation and the interest on the hedged bonds in the
income statement are expected to offset those on the interest rate swaps in each of the years. The loss on
fair value hedging instruments for the year was £7 million (2019 - £40 million).

(i) Reconclllatlon of financial instruments
The table below sets out the company’s;accounting clasmﬁcatnon of each class of financial assets and

liabilities.
Fair value  Asset and
through liabilities at
income amortised Non-
;Statement cost Total Current  current
2020 £ million £ million £ million £ million £ million
Trade and other receivables — 29,164 29,164 28,822 342
Cash and cash equivalents P — 2,615 2,615 2,615 _—
External derivatives at fair value 758 — 758 74 684
Intra-group derivatives at fair value 108 v —_ 108 78 30
Total financial assets ‘ 866 31,779 32,645 31,589 1,056
Borrowings - A — (7,496)  (7,496) (997)  (6,499)
Trade and other payables — (19,360) (19,360) (19,360) —
External derivatives at fair value (145) o (145) (130) 1s)
Intra-group derivatives at fair value (642) — (642) “) (638)
Total financial liabilities ’ (787) (26,856) (27,643) (20,491) (7,152)
Total net financial assets/(liabilities) 79 4923 5,002 11,098 (6,096)
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(i) Reconciliation of financial instruments (continued)

Fair value Asset and
through liabilities at

income  amortised Non-

statement cost Total  Current current

2019 £ million  £million £million £ million £ million

Trade and other receivables — 40,270 40,270 39,543 727

Cash and cash equivalents — 15 15 15 —

External derivatives at fair value 530 — 530 127 403

Intra-group derivatives at fair value 112 — 112 70 42

Total ﬂnanéial assets K 642 40,285 40,927 39,755 1,172
Borrowings — (5,598) (5,598) (418) (5,180)

Trade and other payables , — - (29917) (29917)  (29917) —
External derivatives at fair value (131) — (131) 91) 40)
Intra-group derivatives at fair value (369) —_ (369) 6) (363)
Total ﬁnanéial liabilities " (500) (35,515)  (36,015)  (30,432) (5,583)
Total net financial assets/(liabilities) ' 142 4,770 4,912 9,323 (4,411)

At 30 June 2020 and 30 June 2019, the carrying values of cash and cash equivalents, other financial assets
and_liabilities approximate to fair values. At 30 June 2020, the fair value of borrowings, based on
unadjusted quoted market data, was £7,982 million (2019 - £5,820 million).

(j) Capital management

The group’s management is committed to.enhancing shareholder value in the long term, both by investing
in the businesses and brands so as to deliver continued improvement in the return from those investments
and by managing the capital structure. The group manages its- capital structure to achieve capital
efficiency, provide flexibility to invest through the economic cycle and give efficient access to debt

markets at attractive cost levels.
!
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10. TRADE AND OTHER PAYABLES

30 June 2020 30 June 2019

£ million £ million:
Amounts owed to fellow group undertakings - 19,320 29,897
Interest payable 40 20
19,360 29,917

Amounts owed to fellow group undertakings include accrued and capitalised interest on the underlying
balances at 30 June 2020 and at 30 June 2019. These balances are repayable on demand and bear interest
at fixed and variable rates from 0.12% to 7.85% for the year ended 30 June 2020 (2019 - from 0.06% to
10.16%). '

Amounts owed to fellow group undertakings represent transactions with companies in the group with
which the company has a long-term financing relationship. These financing relationships are expected to
continue for the foreseeable future. Amounts owed to group undertakings are considered to have a fair
value which is not materially different to the book value.

11. CALLED UP SHARE CAPITAL

" 30 June 2020 30 June 2019
£ million £ million

Allotted, called up and fully paid: _
73,200,000,000 (2019 - 73,200,000,000) ordinary shares of 5p each 3,660 3,660

12. IMMEDIATE AND ULTIMATE PARENT UNDERTAKING

The immediate and ultimate parent undertaking of the company is Diageo plc which is the ultimate

controlling party of the group. Diageo plc is incorporated and registered in England. The consolidated

financial statements of the group can be obtained from the registered office at Diageo, Lakeside Drive,
- Park Royal, London NW10 7HQ.
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