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Chief executive’s
introduction

Diageo is a strong business,
growing stronger. In what remain
most challenging economic
conditions, | am proud that we
have delivered excellent growth.
We have built a business which is
increasingly recognised for the
strength of its brands, its growing
focus on high-growth markets and
its agility in managing resources.
As detailed throughout this report
we are also known for our strong
commitment to sustainability

and responsibility.

Diageo Sustainability & Responsibility Report 2012

That commitment isimportant for
many reasons. Itis closely aligned

to our company values and it creates
long term value for the business.

It helps build our reputation with
stakeholders and protects our
licence to operate. It delivers business
efficiencies and security of supply.

It helps us engage suppliers,
customers, consumers and
employees. Very significantly, it drives
competitive advantage with key
stakeholders in the emerging markets
which are increasingly important for
our business.

Our purpose is ‘celebrating
life, every day, everywhere’. We are
proud that our brands are a part
of celebrations around the world,
but our purpose goes broader.

Itis underpinned by respect for
allthose our business touches.

Much of my timeis spentin our
businesses in market. Ihave the chance
to see first-hand the beneficial impact
ourwork has had on our stakeholders
around the world. Forexample,

I have talked to small-scale farmers
in Africa who are part of the network

of tens of thousands that supply our
business. | have seen first-hand how
our partnerships —which combine
commercial contracts and financial
support and training — have improved
livelihoods and secured the resources
we need for our business to grow.

In Nottingham, England I saw
the success of a programme that we
support to create a responsible night-
time economy. Today, the number
of programmes that we support to
tackle alcohol misuse totals more than
300in 49 countries.

I've visited many of our operations
where we drive our environmental
targets —which are among the
most challenging in the consumer
goods sector. This year we recorded
progress on all our operational targets.
In particular, our work to reduce
greenhouse gas emissions by nearly
10% while increasing production year
onyearis a significant achievement.

Other highlights include our
Water of Life programme in Africa,
where we aim to bring water to eight
million people by 2015; our Learning
for Life programme in Latin America,



m Paul S Walsh, Chief executive

"Driving strong performance in sustainability
and responsibility is in the long term interests
of our company. It helps ensure that we

can both deliver returns to shareholders

and benefit the communities whose lives
we touch. Itis my firm belief that the most
genuinely strategic and forward-looking
businesses treat sustainability as a core
component of business delivery.

where we have trained more than
63,000 people to enter the job
market; and the Diageo Bar Academy
in Asia Pacific, where we have trained
almost 20,000 bartenders how to
serve alcohol responsibly.

Of course, we have also had some
disappointments. For example, while
we have made progress in promoting
a ZeroHarm culture, lam saddened
to report that one of our employees
died following a road traffic accident
in Nigeria. One death is one too many.
Our sympathies go to his family and
our efforts to stop any recurrence are
redoubled. We will place even more
emphasis on preventing accidentsin
the workplace: our people’s safety is
our number one priority.

As our business grows, making
a positive contribution to local
communities demands a clear
understanding of the differing needs
of each of those communities.

This year we completed the
reorganisation of our business,
devolving operational decision-
making and responsibility to 21
business units. We will now sharpen

ourfocus onalocal approach to
sustainability and responsibility. Our
global strategy remains the same —
along with our commitments to
important international frameworks
such as the UN Global Compact and
CEO Water Mandate. We are
increasingly geared to ensure greater
responsiveness and flexibility,
prioritising those issues that are most
important to our local businesses and
their diverse stakeholders.

lam proud of what we have
accomplished to build a responsible
and sustainable company, though
Irecognise that there are many
opportunities and challenges ahead
of us. We will continue to drive these
efforts and look for solutions that
benefit both Diageo and the many
communities in which we work and
live around the world.

%
Paul S Walsh,
Chief executive

About our business
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About our business
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29

Our brand range includes 29 of
the world's top 100 premium
spirits brands, and eight of the
top 20

/&

We have 51 distilleries,

19 breweries, 11 wineries,

14 packaging and blending
operations, eight warehouses
and 14 other sites

130 ®

We trade in over 180 markets

25,000

We employ over 25,000 people
around the world

30000 %

We source materials
from approximately 30,000
direct suppliers

Q

)

This year, leading UK business
magazine, Management Today
listed Diageo as the second
most admired company iniits
annual ranking

Pictured here, an employee
inspects Buchanan’s Special
Reserve at our Shieldhall
packaging plantin Glasgow,
Scotland. Shieldhallis the
world’s largest Scotch
whisky packaging plant.



Diageo is the world's leading premium drinks
business. Our great range of brands — spirits,
beer and wine — and our geographic breadth
allow people around the world to celebrate
with our products on every occasion. This is
why ‘celebrating life every day, everywhere'

is at the core of what we do.

We are proud to own seven of the world's top
20 premium spirits brands, including Smirmnoff,
the number one brand by volume, and
Johnnie Walker, the number one brand by
value. In addition we manage Jose Cuervo
whichis also atop twenty brand.In beer,
Diageo owns Guinness, the number one stout
by volumeinthe world, as well as arange of
leading lager brands in Africa. We also sell a
number of leading wine brands in North
America and Great Britain.

We sell our brandsin more than 180
markets, and at a wide range of price points.
In the super-premium sector, we have our
reserve brands, including Johnnie Walker Blue
Label, Ciroc vodka and Tanqueray gin. We also
have more affordable brands, such as VAT 69
and Rowson’s Reserve in India, White Horse
in Russia and Senator Keg in Kenya.

As a producer, distributor and marketer
of great brands, Diageo has an effect on
many different people. Beyond the consumer
experience, we affect the lives of our
employees, customers, suppliersand those
living in the wider communities in which
we operate, and we want our contribution to
be a positive one. Animportant part of that
is working to understand the interests and
concerns of all our stakeholders. This
approachisintegral to our developmentasa
sustainable and responsible business, and will
help us ensure that our purpose of celebrating
life is something we do not only today, but
also tomorrow.

Beyond the consumer
experience, we affect
the lives of our
employees, customers,
suppliers and those
living in the wider
communities in which
we operate, and we
want our contribution
to be a positive one.

About our business
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Diageo at a glance

We market and distribute spirits,
beer and wine in more than 180
markets, and manufacture and
package hundreds of products
at 117 sites. Here is a snapshot

of our operations and financial
performance by region.

Group performance

As the world's leading premium drinks
business, Diageois balanced through
astrong presence in the world’s most
profitable beverage alcohol market, the
United States; an integrated Western
European business;and a large and increasing
presence in the faster growing markets of
Asia, Africa, Latin America and Caribbean,
Russia and Eastern Europe.

Afull report of our operational structure
and performance can be found in our 2012
Annual Report.

Financial Performance Snapshot 2012

North America

North Americais our largest region by net
sales and operating profit, and the largest
market for premium drinks in the world.

We selland market our products through
four operating units within the United States
and Canada: US Spirits & Wines; Diageo-
Guinness USA; Chateau & Estate Wines;and
Diageo Canada. From the year ended 30 June
2012, North America also includes the North
American operations of Global Travel.

Financial Performance Snapshot 2012

Europe

Our European business comprises Western
Europe, Russia and Eastern Europe, and Turkey
and the European operations of Global Travel.
It also includes more than 60% of our total
supply sites around the world, as well as our
global head office in London.

Financial Performance Snapshot 2012

2012 Improvement

2012 Improvement

2012 Improvement

performance!  from 2011 (%)2 performance>  from 2011 (%)2 performance>  from 2011 (%)2
Volume Volume Volume
(m of equivalent units) 156.5 6 (m of equivalent units) 530 1 (m of equivalent units) 45.2 12
Net sales (£m) 10,762 8 Netsales (£m) 3,556 6 Net sales (£m) 2,949 9
Operating profit (Em)3 3,198 11 Operating profit (Em)3 1,354 6 Operating profit (£Em)3 925 16

Operational Snapshot 2012*

Operational Snapshot 2012

Operational Snapshot 2012

Full-time employees 25,698 Full-time employees6 3,512 Full-time employees6 11,108
Distilleries 51 Distilleries 4 Distilleries 44
Breweries 19 Breweries 0 Breweries 4
Wineries n Wineries 7 Wineries 2
Packaging and blending sites 14 Packaging and blending sites 5 Packaging and blending sites 5
Warehouses 8 Warehouses 1 Warehouses 7
Othersites 14 Othersites 1 Othersites 10

(1) Group figuresinclude £70 million net sales and £186 million
operating loss before exceptional items relating to Corporate.

(2) Reported movements.
(3) Operating profit before exceptional items.

(4) Includes 10sites for which we did not have operational control
fortheyearended 30June 2012

Diageo Sustainability & Responsibility Report 2012

(5)0On 25 May 2011 Diageo announced changes toits regional
structure. From 1July 2011 two autonomous regions, Africaand
Latin America and Caribbean, replaced the International region.
The Global Travel and duty-free operations are now reported
within the five geographical regions in which the external sales
take place. The Middle East business has become part of Asia
Pacific. Asaresult of these changes, Diageo now reports the

following operating segments externally: North America, Europe,
Africa, Latin America and Caribbean, Asia Pacificand Corporate.
Inaddition, for the yearended 30 June 2012, changes were made
totheallocation of specific corporate items better reflecting the
geographic segments to which they relate. As a consequence of
these changes the figures for the operating segments for previous
years have beenrestated.



Africa

Our Africa business comprises Nigeria, East
Africa (Kenya, Uganda, Tanzania, Rwanda,
Burundiand South Sudan), Africa Regional
Markets (Ghana, Ethiopia, Cameroon and
Indian Ocean and southern African countries),
South Africa and the African operations of
Global Travel. It has some of the longest
established and largest markets for Guinness,
which we brew in a number of countries, either
through subsidiaries or through third parties
under licence.

Financial Performance Snapshot 2012

Latin America
and Caribbean (LAC)

Our Latin America and Caribbean business
comprises Paraguay, Uruguay and Brazil
(PUB), West LAC, Andean, Mexico and the
LAC operations of Global Travel.

In Latin America and Caribbean, we sell
our brands through a network of Diageo
companies and third-party distributors.
Diageo also owns a controlling interestin
Desnoes & Geddes Limited, the Jamaican
brewer of Red Stripe lager.

Financial Performance Snapshot 2012

Asia Pacific

Asia Pacific comprises South East Asia
(Vietnam, Thailand, Philippines, Indonesia,
Malaysia, Singapore), Australia, North Asia
(Korea, Japan), Greater China (China, Taiwan,
Hong Kong, Macau), India and Global Travel
and Middle East, a business unitincluding
duty-free sales along with middle eastern
markets. In a number of markets such as China
and Thailand, we distribute most brands
through an agreement with Moét Hennessy.

Financial Performance Snapshot 2012

2012 Improvement
performance>  from 2011 (%)2

2012 Improvement
performance>  from 2011 (%)2

2012 Improvement
performance>  from 2011 (%)2

Volume Volume Volume

(m of equivalent units) 249 8 (m of equivalent units) 17.2 10 (m of equivalent units) 16.2 2
Net sales (£m) 1447 7 Net sales (Em) 1,239 17 Net sales (£m) 1,501 9
Operating profit (Em)3 380 14 Operating profit (Em)3 383 20 Operating profit (£Em)3 342 14

Operational Snapshot 2012

Operational Snapshot 2012

Operational Snapshot 2012

Full-time employees6 6,433 Full-time employees6 2,245 Full-time employees6 2,400
Distilleries 0 Distilleries 1 Distilleries 2
Breweries 14 Breweries 1 Breweries 0
Wineries 0 Wineries 2 Wineries 0
Packaging and blending sites 3 Packaging and blending sites 0 Packaging and blending sites 1
Warehouses 0 Warehouses 0 Warehouses 0
Othersites 3 Othersites 0 Othersites 0

(6) Segmental split of employeesin this report reflects geographical
locations, whereasin the 2012 Annual Reportemployees are
disclosed within the segmentin which the employee provides
the majority of his or her services.

About our business
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Strategic focus
by region

Our consistent growth in net salesand
profit has been driven by our work to build
outstanding brands, strengthen our sales
and marketing capability,improve market
access, increase efficiencies in our operations,
and develop strong relationships with our
customers and suppliers. We increasingly
focus resources on the fastest growing
countries and categories, including making
investments and acquisitions around the
world, most recently in new growth markets
such as Turkey, Vietnam, Ethiopia and Brazil.
In everything we do, we aim to work
sustainably and responsibly —whether that
means adhering to rigorous marketing
standards; managing social, ethical and
environmental risks in our supply chain;
creating local jobs; or using resources
efficiently. In some cases, such as our
environmental initiatives, this creates cost
savings. In others, such as promoting a
positive role for alcoholin society, this helps
us build a lasting social licence to operate.
What this means in practice differs
by region, depending on their different
operating environments. Below are
summaries from each region.

Diageo Sustainability & Responsibility Report 2012

We aim to create long term value for shareholders
by driving sales and profit growth in a responsible
and sustainable way. While our culture, strategy
and commitment to sustainability and
responsibility apply to our entire business, our
economic, social and environmental impacts
around the world vary by market.

r&:&

North America

North Americais our largest region by net
sales and operating profit, and the largest
market for premium drinks in the world.
This business focuses on four things: using its
scale to reduce costs; continuing to grow
the on-trade (restaurants, hotelsand
bars); delivering industry-leading brand
innovation; and broadening its reach to
the multicultural consumer.

Operating in the most profitable alcohol
market, Diageo North America continues
to promote responsible drinking along with
theindustry —including addressing underage
consumption and drink driving through
consumer-facing brand campaigns and
customer partnerships. Through the carbon
reduction initiatives of our environmental
programme, we have reduced costsin the
region. Overall Diageo North America has
astrong culture of compliance and ethics,
health and wellness and diversity and
inclusion. Our employee-focused culture
won the company the best place to work
accolade from the Human Rights Campaign,
and Diageo was listed as one of Working
Mother magazine’s top 100 companies this
year. Diageo Canada was also awarded the
prestigious ‘Best Places to Work' designation
by Fortune magazine for the fourth year
inarow.

Europe

In Western Europe, our country directors’
focusis on sales delivery, while we have

made considerable efficiencies by
consolidating back office and marketing
functions regionally. We have invested
resources into the remaining emerging
European markets to capture the opportunity
presented by the growing number of
middle-class consumers.

With our biggest production footprint,
Europe leads ourenvironmental agenda —
pushing innovative investments such as the
new bio-energy facility at our Cameronbridge
distillery, where we make Tanqueray ginand
grain whisky for Johnnie Walker, Buchanan's
and Windsor. In Europe we focus on promoting
responsible drinking particularly through
partnerships with large retail customers
such as Sainsbury’s, Metro and Carrefour.
Importantly, we've also played a role inleading
the development of responsible standards
forthe industry — such as the European
Responsible Marketing Pact, where we
pledged with others to agree, implement
and monitor common standards for
responsible advertising and marketing to
adults.In Russia we have launched some highly
innovative responsible drinking programmes
aimed at tackling excessive drinking.



Africa

In Africa, we are a large-scale brewer,
producing and distributing Guinness, Africa’s
leading premium beer brand. We also own
many strong local lager brands and are the
region’s leading international premium spirits
company. During the year, we acquired

Meta Abo Brewery, the second largest beer
company in Ethiopia.

Oursuccessin Africa depends on
ourrole as a leading private sector company
to stimulate economic growth and contribute
to sustainable development. With 20
operational sites — including breweries, glass
manufacturing, blending, malting and cider
plants —we aim to create wealth directly
through employment, and indirectly through
partnerships in our supply chain, such as
working with and supporting local farmers.

Twelve of our sites in Africa are
considered ‘water stressed’, so we focus
particularly on water —whether thatis
investing in community programmes such
as our pan-Africa Water of Life programme,
or setting ambitious environmental targets,
against which we made great strides this year.
We also won the Good Corporate Governance
award at the Africa Business Awards 2012 for
our responsible business ethics and practices.

Latin America and Caribbean

In Latin America and Caribbean, we sell our
brands through a network of Diageo
companies and third-party distributors. Our
primary focus is to continue to lead the scotch
market while increasing our category breadth
toinclude vodka and liqueurs. Diageo also
owns a controlling interestin Desnoes &
Geddes Limited, the Jamaican brewer of Red
Stripe lager. This year we expanded our
production footprint in the region with our
acquisition of the Ypioca distillery business

in Brazil.

Our sustainability and responsibility
strategy in this region focuses on initiatives
that harness the impact of our business
partners. Forexample, a partnership with
Carrefour in Brazil that encourages consumers
torecycle bottlesimproves our environmental
footprint while helping create jobs through
the development of recycling co-operatives.
Other customer programmes, for example
those with Walmartin Mexico and Puerto
Rico, fightissues such as underage drinking.
Our brands are also connecting with
consumersin a sustainable and responsible
way, forexample Buchanan's has engaged
consumers in volunteering and charitable
efforts. Finally, a region-wide programme,
Learning for Life, provides skills and training
to equip people better foremployment,
in particularin our own value chain.

Asia Pacific

Inanumber of markets in Asia Pacific, such
as Chinaand Thailand, we distribute most
brands through an agreement with Moét
Hennessy. Our strategy is to drive net sales
growth by continuing to develop superand
ultra premium scotch and to capture the
opportunities presented by emerging
middle-class consumers.

Here our sustainability and responsibility
strategy remains an important focus and we
aimto grow social enterprise through our
Champions for Change programme which
encourages individuals to tackle the region’s
social and environmental issues. However,
where we can, we also use our influence to
promote sustainable principles. Forexample,
as part of improving the consumer experience
atrestaurants, bars and hotels across the
region, we trained almost 20,000 bartenders
on how to be responsible servers of alcohol.
In Australia, which ishome to our largest
blending and packaging site in the region, we
have developed some of our most innovative,
award-winning sustainable manufacturing.

About our business

pd
o
o
c
=
o
=
5
o
=
&,
=
I}
w
w

ouewllopad pue yoeoiddy

s1oedw|

1odal siy1Inoqy



Our brands

Smirmnoff. Johnnie Walker. Captain Morgan. Baileys. Guinness.
These are just some of the fabulous brands that people
choose to celebrate with every day —and which make
Diageo the world's leading premium drinks business.

Johnnie Walker Crown Royal JeB Buchanan’s Windsor Bushmills Smirnoff
o0 Scotch whisky Canadianwhisky  Scotch whisky Scotch whisky Scotch whisky Irish whiskey Vodka
]
(o) o 4
3 No.] No.] No.5 No.2 No.] 55;'!3‘1 M Nol
Scotch whisky Canadianwhisky  Scotch whisky Premium Scotch Super Premium working distillery Premium vodka
inthe world' inthe world? inthe world' whiskyin whisky in Asia in the world?
Latin America' Pacific'
g 19m 5m 5m 2m m m 26m
rBD 9 litre cases 9litre cases 9litre cases 9 litre cases 9 litre cases 9 litre cases 9 litre cases
2 United States United States Spain Venezuela Korea United States United States
§ Global Travel Asia Canada France Mexico China Ireland Great Britain
9: &Middle East France South Africa United States Russia Canada
3 Brazil United States Colombia France Brazil
¢ China Portugal Brazil Great Britain South Africa
Thailand Australia
Mexico
Australia
L About 850,000 Crown Royal's JeB'sfirst global The Buchanan’s Grainwhisky Aspartofthe Smirnoff’s
-‘é g' have given their ‘Heroes Projects’ marketing ‘Time to Share’ blended for ‘Safe Rides ‘Nightlife
23 commitment supported first campaign, programme Windsor Premier Home' Exchange’
g2 nevertodrink responders ‘Start AParty’, recruited over ismaturedinone  campaign, project
Z< anddrive via —police officers, prominently 6,500 consumers  of 16 of Diageo’s Bushmills contributed
?g"' %0 Johnnie Walker's firefighters,and featuresits inLatin America sitesin Scotland partnered with proceeds from
- Jointhe Pact’ local volunteers responsible to donate four which send zero New York City's ticket salesto
—aswellas drinking hours of their waste to landfill Department of the Watermark
military heroesin ~ ambassador timeeachto Transportation fundraising
North America ‘Mirrorball Man’ volunteer to toofferfreerides  effortsto
toensure local causes home during support
celebrationsare spring festivals communities
enjoyed around affected by
the world floodsin
Thailand
10 Diageo Sustainability & Responsibility Report 2012



Beitorigin, blend or perfect serve, each of our brands is famous in its

own way. Many have been afavourite choice for centuries, while some
are more recent additions to our collection. And today, more and more
people are choosing them because our brands' values and ethos match

their own. Here is a selection of our top brands —on our corporate

website (www.diageo.com) you can find out more about all our brands.

KetelOnevodka Ciroc CaptainMorgan  Baileys Jose Cuervo Tanqueray Guinness

Vodka Vodka Rum Liqueur Tequila Gin Beer

No.2 No.2 No.2 No.] No. ] No. ] No.

Super premium Ultra premium Brandinthe Liqueurin Premium tequila Imported gin Stoutinthe

vodkainthe vodkainthe rum category the world? inthe world? inthe United world?

United States® world' in the world? States*

2m 2m 10m /m 4m 2m 1Tm

9 litre cases 9 litre cases 9 litre cases 9 litre cases 9 litre cases 9 litre cases 9litre case
equivalent units

United States United States United States United States United States United States Nigeria

Canada Brazil Canada Great Britain Canada Spain Ireland

Brazil Great Britain Germany Spain Canada Great Britain

Australia Germany Canada Greece Great Britain United States

Great Britain South Africa Italy Great Britain Greece Cameroon
Indonesia

Ketel Oneis Cirocfunded Captain Our partnership Jose Cuervo's Theworld’s The Arthur

currently morethan 1,500 Morgan's ‘First with our Baileys ‘Mural Project’ supply of Guinness Fund

launchingits saferideshome Mate Fund’ cream supplier, willgivea Tanqueray hasinvested

campaign’A duringthewinter ~ hasdonated Glanbia, is winning artist ismadein £6.3 million across

Gentleman'sCall:  holidaysin over $750,000 helping make who best Cameronbridge, 13 countries to

InPursuit of an Atlanta, New (£475,000) to the Irish cream displays his/her where we are supportmore

|deathatMatters’  York, Chicago good causes industryin senseof Mexican ~ commissioning than 50 social

thatwillaward and Miami across the US Ireland more heritage $30,000  arenewable entrepreneurs

the person with includinga sustainable (£19,000), half of energy facility across the world

thebestidea home-based which willbe which combines

formakinga call centre giventoacharity  awaste-water

positive impact forveterans supportinga treatment plant,

on society with recovering from projectin their biomass boiler

$100,000 alcoholabuse community and steam

(£63,000) and electrical

1IWSR; 2 Impact Databank; 3 IRI;4 Adams Market Research Alcohol Beverage Industry; 5 Plato Logic

generation plant

About our business

pd
o
o
c
=
o
=
5
o
=
&,
=
I}
w
w

ouewllopad pue yoeoiddy

s1oedw|

uodaisiyrinogy

n



12

Our history

Our predecessor companies —

for example Guinness, Grand
Metropolitan, Seagram and
Justerini & Brooks — are great icons
of the drinks world and renowned
for philanthropic works. Diageo
has not only inherited great
brands, but also their ideals

and ethos which run through
everything we do today.

1759

Arthur Guinness signs
9,000-year lease on

the now world famous
St James’s Gate brewery

1930s

Seagram runs first ads
promoting responsible

[ 1974

Launch of Baileys, widely
regarded as the industry’s
most successful product

in Dublin drinking launch ever
1608 1758 1830 1883 1982 1991
Licence granted José Antonio Cuervo  Charles Tanqueray Joseph E. Seagram Grand Metropolitan Grand Metropolitan

to Bushmills area
of Country Antrim,
Ireland

1749

Our oldest ancestor
company, Justerini
& Brooks — wine
merchants, and
blenders of the
famous J&B whisky
range — is founded
in London

Diageo Sustainability & Responsibility Report 2012

produces tequila on
local land in Mexico
granted to him by
the King of Spain

1820

John Walker's grocery
business opens in
Kilmarnock, Scotland

opens a gin distillery
in London

1864

PA Smirnoff opens
a distillery in Russia
and begins making
his own vodka

& Sons is formed in
Ontario, Canada

1939

Crown Royal
created to celebrate
the historic visit of
King George VI and
Queen Elizabeth

to Canada

sets up ‘Tomorrow'’s
People’ which

has helped

over 400,000
unemployed and
young people

in deprived
neighbourhoods

1989

Guinness UDV

and Grand
Metropolitan are
founding members
of the Portman
Group to promote
responsible
marketing in the
United Kingdom

— Diageo now
supports 18 such
social aspect groups
worldwide

and Guinness are
among the founding
members of the
Century Council, a
not-for-profit group
funded by distillers
to promote
responsible drinking
in North America

1992

Grand Metropolitan
sets up The Foyer
Federation to meet
the challenge

of rising youth
unemployment
and homelessness



2012
Diageo gained
D I A E 2011 control of
Diageo Shuijingfang in
1997 launches its China (principal
Diageo is established as a Sustainability &  brand: Shui Jing
merger between Guinness Diageo signs the Responsibility ~ Fang Chinese
UDV and Grand Metropolitan UN Global Compact Strategy white spirit)
1994 1997 2006 2010 2017 2012
Grand Metropolitan Diageo launches Diageo joins the Diageo commits, Diageo signs Diageo acquires
is a founder member  the Diageo Carbon Disclosure together with the Cancun 100% of the equity
of the London Foundation Project (CDP) and other international Communiqué share capital of
Benchmarking Group . ) makes its firstannual  beverage alcohol . - Meta Abo Brewery
L ! Diageo signs the L Diageo joins the . L o
which aims to improve o2 submission producers, to ) in Ethiopia (principal
Dublin Principles : CDP Supply Chain .
the measurement, . : Global Actions on ) brand: Meta beer)
providing ethical 2008 o Project
management . Harmful Drinking, . !
: guidance to Diageo . ) ) Diageo acquires
and reporting I q g a consortium of Diageo acquires 100% of th
of community 3Vitck?n|cer}?el publicly launches global and local 100% of the equity . y h re
investment consjr;o ti(;n cha!lengmg initiatives dedicated  share capital of Mey iguitgl f)faYeiéca
) - ption environmental to helping reduce icki in Turkey Pt P
Guinness UDV and (industry, public target e Agroindustrial
] - argets the harmful use (principal brands: = ) )
Grand Metropolitan health officials, . of alcohol with an Yeni raki Limitada in Brazil
are founding researchers, and Diageo launches ) eniras, (principal brand:
DRINKiQ.com emphasis on low- Terkirdaraki, and .,
members of the others) . . Ypidca cachaga)
International Center . . and middle-income  Istanblue vodka)
for Al lh | Polici 2003 Diageo signs the countries
orAlconotrolicies . A CEO Water Mandate
whose mission is Diageo writes

to encourage
dialogue and pursue
partnerships involving
the beverage

alcohol industry,
governments, and
the public health
community with

the aim of helping
reduce alcohol abuse
around the world

its first social/
environmental
report, leading
the industry

Diageo launches
Learning for Life, its
flagship community
investment
programme in

Latin America

and Caribbean

About our business

pd
o
o
c
=
o
=
=
o
=
&,
=
I}
w
w

ouewllopad pue yoeoiddy

s1oedw|

1odal siy1Inoqy

13



Our values At the heart of everything we do are our company
values. We stand by them and expect all our people
to embrace them by reflecting them in everything
they do. This will further our ambitions for our
business, our people and our communities.

Our values

are:

We will strive to be the best — we are

We're passionate about customersand
consumers —our curiosity and customer
and consumer insights drive growth.

We care for our brands. We're courageous
in pursuing their full potential. We're
innovative, constantly searching for new
ideas that drive growth and spinning
them across our business.

We give ourselves and each other the
freedom to succeed because this fosters
an entrepreneurial spirit. We trust each
other, were open and challenging.

We always behave as ateam —when
we're together and when we're apart.

We're proud of what we do — we act
sensitively with the highest standards
of integrity and social responsibility.
We enjoy and benefit from diversity.

DIAGEQsso”

restless, always learning, always improving.
We constantly set high standards and then
try hard to exceed them. We deliver results,
win where we compete and celebrate

our success.

We value each other —we seek

and benefit from diverse people and
perspectives. We strive to create mutually
fulfilling relationships and partnerships.

To demonstrate how serious we are about

our values we carry out an annual employee
values survey. We ask every one of our people
how they believe our behaviour measures

up against our values — as an organisation,

as leaders and as teams. The feedback we
receive from our Values Survey helps drive
Diageo and shape our business.

VAL
SURY

14 Diageo Sustainability & Responsibility Report 2012
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Approach and performance
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100 R

For the second year in a row
Diageo was selected as the
FTSE4Good Supersector Leader
for Food and Beverage with
ascore of 100

Ist

In February 2012 we held our
first investor conference on
sustainability and responsibility

4

We launched local Sustainability
& Responsibility Strategy
workshops in Kenya, China and
the United Kingdom this year

100 ®

This year Diageo was added
to Nasdaqg's Sustainability Index
of 100 sustainability leaders

Pictured here, Learning for
Life™ Project Entrepreneur
students in Haiti celebrate
theirrolein rebuilding the
country. We have trained
63,638 peoplein Latin

America and the Caribbean
through the programme

since its launch in 2008, with
afocus on providing skills in the
areas of hospitality and tourism.

Approach and performance
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Approach and
performance

Our company’s future
success depends on
our ability today to
contribute positively
to society and the
environment. We call
this ‘celebrating life,
today and tomorrow’

Diageo Sustainability & Responsibility Report 2012

As the leading premium drinks business,

our social and environmental impacts are diverse,
affecting the livelihoods of many people from
the farmers who grow our raw materials all the
way through to the consumers of our brands.

Ateach stage of the value chain, we seek to
maximise our positive impacts, creating
value for our stakeholders while improving
ourown performance. For us, the two are
inextricably linked — our company’s future
success depends on our ability today to
contribute positively to society and the
environment. We call this ‘celebrating life,
today and tomorrow.

We know this commitment to
sustainability and responsibility supports our
financial ambitions — whetherit's building the
trust of our stakeholders, particularly as we
grow into new markets; finding cost savings
from environmental efficiencies; orengaging
ouremployees and our consumers.

Because oursuccess relies on the stability
and wellbeing of the communities in which
we operate, we aim to focus on programmes
thataddress local stakeholder and business
needs. Understanding that local issues vary,
we are increasingly customising our global
Sustainability & Responsibility Strategy
to reflect the diversity of social and
environmentalissues in our local markets.

Sustainability &

Responsibility Strategy

Putting the principles of
sustainability and responsibility
into practice means accounting
for our most material social and
environmental impacts in every
aspect of what we do - from
sourcing the raw materials we
use to make our brands, to
running our manufacturing
safely and efficiently, to
influencing how our brands
should be served in a bar

or restaurant.

Our strategy covers five key social and
environmental impacts across all channels
inourvalue chain. Within each broad impact
area, there are many specific programmes
prioritised by their ability to address
stakeholder needs and business ambitions.
Foralist of these programmes, please see
the section outlining activities across
ourvalue chain (page 20).



‘Shared value’

The success of our strategy relies on our ability
to create ‘'shared value, by which we mean
bringing benefits both to the stakeholders
who are affected by our operations, and to our
company. When launching programmes, we
consider the extent to which they create this
double-sided return.

Localising our strategy

Our global sustainability and responsibility
strategy framework highlights those impacts
and programmes that are relevant to the
majority of our markets.

However, it has beenimportant for us
torecognise that there is no one-size-fits-all
strategy relevant to all local markets since our
business, and the social and environmental
context within which we operate, vary around
the world. Ourimpacts asa manufacturerin
one area will be different from ourimpacts as
animporterin another. Similarly, the needs of
our stakeholders and broader communities
vary across our markets. While our markets are
guided by our global strategy, it has been
importantto keep local flexibility in their
implementation. Read more about our
strategic focus by region on page 8.

This approach s aligned with last year's
restructuring of the business, which shifted
more commercial and operational control to
local markets. Moreover, the restructuring
resulted ina new model of 21 business units,
with greater focus on and investmentin
emerging economies. Forexample, this has
meant acquiring businesses in Ethiopia, Brazil,
Turkey and Vietnam where we are now
manufacturers of local brands.

Given these changes, we have begun to
reassess our local approaches to sustainability
and responsibility through a series of strategy
workshops, starting in some of our largest
markets in each region. These aim to identify
our material economic, socialand
environmental impacts — considering local
stakeholders'interests and needs as well as
factors relating to the success of our business.
We recognise that as our business continues
to grow, we mustinclude any new markets in
this approach. Read more about our progress
on determining materialimpactsin the
following section.

Our strategic framework: Celebrating life, today and tomorrow

Our purpose

Celebrating life,
every day,

everywhere

Ourvaluechain

Customersand
consumers

Ourimpacts

Water and the
environment

Alcohol

in society

Socio-economic
development

Governance
and ethics

Ourpeople

"The information contained in the section ‘Determining our material impacts’ has been assured by KPMG

toalimited levelin accordance to ISAE3000 standard.

Determining our material impacts”

In deciding where to focus across our
markets, we look both atwhat's
important to our own success, and at
what our stakeholders need. By doing
so, we can have confidence thatour
developmentas abusiness will be
truly sustainable.

Overthe years, helped by strong relationships
with our stakeholders in our various markets,
we have built up a good knowledge of our
main sustainability and responsibility impacts
and risks.Inthe past, we based our strategy
onthat knowledge.

In certain markets, we are testing our
knowledge through a more analytical process
toevolve our priorities and plans for
sustainable development. Core to this is
ensuring that all our programmes clearly
deliver shared value. Of course, this will vary
from market to market — what matters most
in water-stressed parts of East Africa, for
example, will be different from what matters
most in the United Kingdom. Revisiting our
local strategies is all the more important as our
operating model, and accordingly our social
and environmental impacts, change.

Local strategy assessments

To address this, in February 2012 we launched
strategy workshopsin China, Kenya and the
United Kingdom, some of our largest markets
within their region. These workshops aimed
to determine or confirm what constitutes
shared value for Diageo and our local
stakeholders by analysing and cross-
referencing stakeholders'interests and
concerns with our own.

Asfaras possible, the workshops
included representatives from across Diageo
sothatevery part of the value chain was
represented. From each workshop we created
a materiality matrix for that market which we
aim to validate by engaging directly with
stakeholders. The process we have followed
thus far has been independently assured as
part of the materiality principle of the Global
Reporting Initiative.

Approach and performance
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Results so far — what is material?

With only three workshops completed to
date, itis still very early days. However we can
conclude that, as expected, what it means to
be a responsible company differs from market
to market, according to the unique dynamics
ineach.

In all workshops, addressing alcohol
abuse and promoting responsible drinking
was consistently the mostimportant issue for
stakeholders as wellas to usas acompany.
Ourtax contribution as wellas general
governance and ethics also commonly ranked
highly in all assessments. After these, priorities
varied by market. Among the remaining
high-ranking issues were: wealth creation,
water, carbon, local hiring and local sourcing.

The next steps are two-fold. Inthe
markets themselves, we aim to validate the
results with key local stakeholders and then
use the results to help plan and resource local
programmes. At the global level, the results
will roll up to be considered as part of our
global strategy and programmes. Since we
are still piloting the process, global and local
teams are working together on an approach
that will deliver the best outcome.

Overthe coming year, we will expand
the criteria for choosing which markets should
go through the next stages of this process.
We will consider growth opportunities as
well as size, and we will include newly
acquired companies.

Diageo Sustainability & Responsibility Report 2012

Ourresponse tolast year’s assurance
In addition to creating value for our
business and our stakeholders, having
astrategy thataddresses our material
impacts, and reporting against them
appropriately, is part of the Global
Reporting Initiative (GRI). Having our
materiality process externally assured
helps give us confidence that we are
following best practice.

Last year we commissioned KPMG to assure

our reporting, focusing on the following

three areas:

- Diageo’s alignment with the AAT000APS
(2008) principlesinour 2011 Sustainability

- Diageo’s self-declared GRI application level
inour 2011 Sustainability & Responsibility
Report.

- Thereliability of global carbon emissions
and water usage data included in both
Diageo’s 2011 Annual Reportand
Sustainability & Responsibility Report.

In their public assurance statement, KPMG
outlined a number of recommendations. The
table below sets out these recommendations
and explains how we have worked to address
them.

&Responsibility Report.

Response to 2011 assurance recommendations

Topic addressed

Recommendations

How we responded

Stakeholder
engagement

In relation to the principle of
inclusiveness: the approach to
stakeholder engagement and

the level of formalisation of
activities varies across the different
regions and functions. While
recognising the need for flexibility
in the planning and execution

of stakeholder engagement

to ensure local needs are met,

we recommend that Diageo
develops a principles-based
global stakeholder engagement
framework to ensure a more
consistent and robust approach.

Our focus this year has been on
engaging global and local teams
to introduce our framework

for materiality — which includes
stakeholder engagement.

As part of this, we developed a
stakeholder engagement toolkit
for markets to use in later stages
of our materiality process outlining
our expectations and principles
of best practice. We piloted
elements of this toolkit with local
markets, in particular planning.

Materiality process

In relation to the principle of
materiality: we recognise that
Diageo’s materiality assessment
process is relatively new and

not yet fully formalised. Diageo
would benefit from documenting
materiality assessment criteria and
establishing regular management
reporting mechanisms from local
to global levels. Local operations
should report on the current and
emerging issues identified.

This year we developed a process
for local markets to identify
material issues. We trained teams
in three markets this year on

the process, and created draft
materiality matrices. In future
stages of this process, we will
determine appropriate ways for
the markets to report current and
emerging issues internally.

Sustainability and
responsibility
management —
co-ordination
between markets
and global

In relation to the principle of
responsiveness: we have seen
evidence of Diageo responding to
stakeholder concerns especially at
alocal level. As Diageo increases its
presence in emerging markets, we
recommend that Diageo increases
the level of integration of oversight
of sustainability issues at the global
level in order to share knowledge
effectively across the Group.

A key piece of our approach to
assessing our materiality impacts
this year is to co-ordinate global
and local analysis. Our global team
responsible for sustainability and
responsibility impacts will use

the outputs of local materiality
workshops and assessments

to inform global strategy and
programming.




The business case for
sustainability and responsibility

We know that our commitment
to being a sustainable,
responsible company supports
our ambitious revenue and
margin growth targets. In this
way, we can work to have a
positive impact on society
while sustaining our
commercial success.

We have set many targets to quantify our
social and environmentalimpacts, from
reducing our carbon emissions to investing in
the communities in which we operate. As well
as being beneficial to our stakeholders, these
programmes contribute directly to Diageo’s
delivery of consistent revenue and profit
growth over thelong term.

The business benefits of our
programmes come in many forms. A rigorous
approach to sustainability and responsibility
is part of good risk management — whether
securing the supply of raw materials or
creating effective regulatory policies. It also
supports our competitive advantage —
whether delivering business efficiencies
Or engaging our consumers, customers,
suppliers and our own employees. And
today itis an important driver of growth,
particularly in building a social licence to
operate in markets that expect companies
to contribute to their own, broader
sustainable development.

Saving money
Using fewer resources usually translates into
lower costs, and by encouraging efficiency
inour use of resources, our environmental
strategy is helping to contribute to savings of
millions of pounds. Some of our investments
start paying dividends very quickly.
Forexample, at our Cameronbridge
distillery in Scotland, we have implemented
a systematic programme of energy efficiency
projects using a range of technologies. Taken
together over the last two years these projects
cost £700,000 and will reduce our carbon
emissions by 3,000 tonnes (the equivalent
of taking around 800 family cars off the road).
Butthe annual savings of £1.4 million
represent a payback period of just six months
—an attractive return on investment which we
canreplicate in our other production facilities.
Similarly at our Tusker brewery, a
water-stressed site in Kenya, a water recovery
projectalso started paying returns in just six
months. It cost £200,000 with savings of
£500,000 per annum, while improving water
efficiency by 5%. And a pasteuriser
replacement at Kumasi Brewery, a water-
stressed site in Ghana, cost £3 million with
a seven-year payback generating savings of

£400,000 per annum. Otherinvestments have
longer payback periods, but we view each
ofthem asinvestments in our future.

Building loyalty and sales

External research has shown that consumers’
interest in sustainability and responsibility is
growing fastin some sectors althoughiitis
still just beginning with alcoholic beverages.
Nevertheless, we runa number of branded
campaigns for social change and have found
that they are engaging consumers.

As well as marketing campaigns, certain
products themselves have created shared
value —direct revenue for Diageo along with
a beneficial social or environmental impact.
One good example is Senator Keg, which
was created to compete withllicitand
sometimes dangerous brewsin Kenya.

Securing our supply

Ensuring we have the natural resources such
as water and barley that we need to make
our brands and grow our business is a central
tenet of risk management. Reducing our
dependency onthose raw materials — such
as conventional fuel —which are supply-
constrained or may become so, is important
for our future success. Working with our
agricultural suppliers to help them improve
yields helps create sustainable business for
them and a more secure supply chain for us.

Engaging our people

Experience tells us that our sustainability
and responsibility programme is of increasing
importance for retaining and recruiting the
best talent, one of our mostimportant
resources and an area of increasing
competition in emerging markets. In this
year's Values Survey, approximately 85%

of employees told us that they believe

we are effective in our sustainability and
responsibility efforts. The total included
answers to questions about responsible
drinking, contributions to communities,
environmental sustainability, governance
and ethics as well as diversity. We know that
this belief relates directly to how engaged
ouremployees are with the business.

Building relationships and our reputation
aswe grow

[tisimperative that the stakeholders on
whom we rely trust and believe in our ability
to operatein asustainable and responsible
way. Thisis true whether we are talking
about governments supporting marketing
self-regulation or our customers trusting the
practices in theirown supply chain, such as
those to do with sustainable packaging,
carbon emissions or human rights.

In emerging markets, aleading position
on sustainability and responsibility issues can
be a competitive advantage. Many countries
inthese markets look to the private sector,
particularly to global companies like Diageo,

todemonstrate an ability to contribute
positively to sustainable development.

Forexample, we believe that our strong
reputation as a sustainable and responsible
company helped us secure our acquisition
of the Meta Abo brewery from the Ethiopian
Government. The British Ambassador to
Ethiopia supported ourinvestment and said:
... Diageo will bring its track record of ethical
business, good governance, diversity,
transparency and sustainability to the deal -
including clean water projects that benefit
amillion Africans annually.

Value chain

Living up to our purpose of
celebrating life every day,
everywhere means considering
every aspect of how our brands
are made, marketed, sold and
disposed, who they affect

and how.

For Diageo, the value chain starts with our
suppliers and goes through every aspect of
our operations and the way we do business to
the way our products are sold and consumed,
and the disposal of their packaging.

Our suppliers

At the procurement stage, we primarily look at
the standards and practices that our principal
suppliers are using —such as the agricultural
community that produces our main raw
materials as well as those producing the other
materials and energy we purchase.

Our operations

In operational terms we examine the impacts
of every aspect of how our products are
made, from innovation and branding through
to production in our distilleries, wineries and
breweries, and beyond that to bottling,
packaging and distribution.

Our customers

Following this stage, our value chain includes
how we sell our products to our customers —
such as global retailers, convenience stores,
bars, restaurants andin some cases,
governments —and how they in turn sell our
products to shoppers and consumers.

Our consumers

Finally we look at drinking patternsamong
our consumers themselves and increasingly
how they dispose of our products.

The social,economic and environmental
impacts that our business and brands have
atevery stage of this chain vary. Below you
can see which areas of our Sustainability &
Responsibility Strategy are most relevant to
which parts of our value chain.

Approach and performance
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Impacts across Diageo’s value chain

Diageo plc-

Our our people Our Our
Ourimpacts suppliers &operations customers consumers
Alcoholin society
Responsible marketing and consumer information ° ° o
Programmes to address alcohol misuse ° ° o
Stakeholder dialogue and alcohol policy ° )
Water and the environment
Water efficiency ° °
Water quality ‘ ) )
Carbon reduction o )
Waste elimination ° o ) °
Sustainable packaging ° ° o
Sustainable agriculture ° ° o
Other ° °
Socio-economic development
Local wealth creation ° ° o °
Community investment ® ® ® ®
Advocacy for positive change ® ) ) ®
People
Safety °
Health and wellbeing °
Diversity and inclusion °
Developing talent o
Reward and recognition °
Other [
Governance and ethics
Code of Business Conduct and other policies [ ° ) [
Partnering with suppliers ) )
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Keyrisks

Athorough understanding of risk
allows us to make more informed and
better decisions and thus deliver better
business performance.

Diageo has a robust framework of internal
controls and risk management, which we
describe in detail in our annual report. Our
structured approach to addressing social,
environmental and economicimpacts helps
us manage risk more efficiently, strengthen
our reputation and brands, avoid or reduce
occurrences that could cause profitloss and
build trust with stakeholders. Our ability to
manage suchimpacts well today is crucial
to our ability to thrive in the future.

Risk factors by impactarea
Our annual report contains the full list of risk
factors we consider to be material to the
business. Here we list the risks we consider
tobe particularly relevantin terms of our
sustainability and responsibility impacts.
Risk to the company was one of many
indicatorsincluded in our materiality
assessments to determine social and
environmental priorities for the company.
Formore information, see determining
our materialimpacts.

How we manage sustainability
and responsibility

We manage sustainability and
responsibility in the same way
that we manage all our business
operations, at global and local
levels. At the highest level,
sustainability and responsibility
are overseen by the corporate
citizenship committee, chaired
by the chief executive.

Governance structure

The corporate citizenship committee is
responsible for making decisions or, where
appropriate, recommendations to the board
or executive committee concerning our
Sustainability & Responsibility Strategy
policies and issues. This includes performance,
measurement and reporting for the following
impacts across Diageo’s value chain: alcohol
in society; water and the environment;
socio-economic development; our people;
and governance and ethics.

Diageo risk factors related to sustainability and responsibility

Risk

Risk mitigation

The social acceptability of our products
is challenged

Alcohol in society
Customers and consumers

We do not adequately address stakeholder
concerns about alcohol misuse or
responsible marketing

Alcohol in society
Customers and consumers

Unwarranted regulatory restrictions damage
our licence to operate

Alcohol in society
Customers and consumers

Stakeholders’ expectations about our
contribution to socio-economic development
are not met

Socio-economic development

The impacts of climate change on resource
scarcity including the availability and quality
of water and the price of raw materials drive
up costs and affect production

Water and the environment

We face increased regulation of our business

Alcohol in society

Water and environment
Socio-economic development
Our suppliers

Governance and ethics

Our ability to attract and retain talent, especially
in emerging markets, is compromised

Our people

Two executive working groups (one on
alcohol in society, chaired by the director
of corporate relations,and one on
environmental performance, chaired by
the president of Global Supply) support
the corporate citizenship committee with
decisions on specificissues. Additionally,
a cross-functional leadership team, chaired
by Diageo’s global director of corporate social
responsibility, advises on the development
of strategy for each of our key social and
environmental impacts at every stage of the
value chain, including supplier management,
operations, and relations with customers,
consumers and investors.

Beyond this global management,
the regions and local markets manage
those sustainability and responsibility areas
most material for them given their specific
operational footprint. This year, we began a
project to reassess materiality for key markets
inthree of our regions.

m Deirdre Mahlan, Chief financial officer

"Diage0’s investment
in environmental
sustainability has
multiple paybacks:
improved risk
management around
resource scarcity,
increased efficiencies
and cost savings,
while importantly
reducing our
environmental impact.”

Approach and performance
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Policies and standards

We have global codes, policies and standards

covering all aspects of sustainability and

responsibility. A note on definitions:

+  Globalpolicies cover the principles to
which we are committed when doing
business; they are relevant to most
employees.

+  Globalstandards are more procedural and
apply to specialist activities; they apply
onlytoindividuals in certain specific roles.

Both policies and standards stem from our
Code of Business Conduct. It defines how
everyone at Diageo is expected to do
business. In the table below you will find those
that are particularly relevant to how we
manage our sustainability and responsibility
programmes. Please note, however, that these
do notrepresent the full spectrum of our
policies and standards.

Diageo Sustainability & Responsibility Report 2012

Engaging stakeholders

Understanding how our
business affects our
stakeholders is essential for
determining what our key
impacts are and how we
need to manage them.

Ourapproach

Engagement s a process that ranges from
sharing information with stakeholders on
key business issues (including but not limited
to sustainability and responsibility) to, at its
best, working in partnership on projects of
mutual interest.

We engage with our stakeholders on
two principal levels, localand global. Ata
locallevel, employees across many functions
engage with our people, local governments,
customers, media and community groups
onissues ofimmediate concern to them.
Atagloballevel, we engage with our
investors, global customers, suppliers and
multi-national organisations such as United
Nations agencies or NGOs that have a
broad remit.

At both levels, engaging with stakeholders
has helped toinform our activities around
the world. We run surveys with certain
stakeholders — such asemployees, investors
and customers —to seek feedback on our
programmes. In some cases we hire third
parties to seek feedback since we feel that
using external researchers can encourage
stakeholders to be more open and honest.

Engaging more widely on sustainability
and responsibility issues

This year we have begun to engage more
broadly on sustainability and responsibility
issues with certain stakeholders, notably with
ourfirstinvestor conference. We also launched
an updated reputation survey, which, as we
published this report, was being piloted in

the United Kingdom, Ireland, Germany and
Denmark. We will use the results of these
surveys, along with other stakeholder
engagement activities, to help us prioritise our
sustainability and responsibility programmes.
For more information about the process we
are undergoing to define what is material
toourbusiness and stakeholders see
determining our material impacts.

Diageo codes, policies and standards related to sustainability and responsibility

Sustainability and

Document type Title responsibility programme
Code Code of Business Conduct All

Policy Anti-Corruption Governance and ethics
Policy Anti-Discrimination & Our people

Human Rights

Policy Anti-money laundering Governance and ethics

Policy Competition & Anti-trust Governance and ethics

Policy Employee Alcohol Alcohol in society

Policy Environment Water and the environment

Policy Marketing Alcohol in society
Customers and consumers

Policy Occupational Health & Safety Our people

Policy Quality Customers and consumers

Policy Tax Governance and ethics

Standard Partnering with Suppliers Our suppliers

Tolearn more about our policies and standards, go to www.diageo.com.



Our stakeholders

We define our stakeholders as all those
who affect or are affected by Diageo's
business. Theyinclude internal and
external stakeholders, ranging from
employees, investors and commercial
partners to governments and local
communities.

The table below sets out each stakeholder
group and examples of how we currently
engage themonallissues, including
sustainability and responsibility questions.

Diageo’s stakeholder engagement programme

Stakeholder group

Membership of codes

and charters
Diageoisasignatorytoa
number of external codes and
charters that reflect our
principles.

UN Global Compactand

CEO Water Mandate

We signed the UN Global Compact, the
world’s largest corporate citizenship initiative,
in 2002.1n 2008 we endorsed the CEO Water
Mandate, a UN-sanctioned private/public
partnership that aims to address the world's
growing water crisis as pressures intensify
from climate change, population growth
and development.

Our engagement programme

Investors

Formal annual general meetings

Meetings between investors, senior leadership and
investor relations team

- Conversations between corporate social responsibility
team, investor relations team and investors

+ Annual investor audit

+ Online communications

+Analysts’ reports
Investor conferences

Employees

+ Values Survey

« Team meetings
Employee newsletters

Forums

Commercial partners

- Annual customer survey

Top-to-Top' meetings between Diageo and customers’
senior executives

+ Third-party supplier audits
SpeakUp helpline

Consumers

- Consumer carelines

Formal market research

Brand and corporate websites
Social media

Product information on packaging

Government/regulators

Briefings and direct meetings

Multi-stakeholder forums

Local community organisations
and non-governmental
organisations (NGOs)

+ One-to-one meetings or conversations
Multi-stakeholder forums
+ Annual reviews (Diageo Foundation)

- Ongoing partnerships

Media - Senior leadership meetings
- Global networks
Regular media surveys

Cancun Communiqué

Diageo signed the Cancun Communiqué
urging governments to make rapid progress
onanumber of key issues during the 16th UN
Climate Change Conference of the Parties
(COP16) in Cancun, Mexico in 2010.

Dublin Principles

We are a signatory of the Dublin Principles,
which provide guidance for mutually-
acceptable means of co-operation, based

on ethical principles, forallthose concerned
with alcohol consumption and its effects,
including the beverage alcohol industry,
public health officials, researchers, and others.
The Principles were adopted by consensus

by aninternational group of expertsin 1997.

Approach and performance
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Performance and key metrics
It's been ayear of good
progress, both internally
against our own key

metrics, particularly for our
environmental programme,
and externally, with leading
rankings from FTSE4Good,
the Dow Jones Sustainability
Indices (DJSI), the Carbon
Disclosure Project (CDP)

and the Nasdaq Global
Sustainability Index.

Diageo Sustainability & Responsibility Report 2012

Awards and rankings

Being benchmarked against our peersand
the wider business community isimportant
forunderstanding how ourapproach to
sustainability measures up to prevailing
standards and attitudes. This year, we were
delighted to see that the progress we've been
making on sustainability and responsibility
issues is being recognised externally.

FTSE's Supersector Leader for Food

and Beverage

This year, Diageo was selected as the FTSE
Supersector Leader for Food and Beverage
with a score of 100.

Awarded second in Britain's Most
Admired Companies list

This year, leading UK business magazine,
Management Today, listed Diageo as
the second most admired company in
itsannual ranking.

Joined the Nasdaq Global
Sustainability Index

This year, we were added to this Index
which picks out 100 sustainability
leaders from the US exchange’s 3,500
listed companies.

CDP scoreimproved by a third

Our disclosure score’in the CDP, which
measures our reporting, increased by
33%t089in 2011 from 67 in 2010,and our
performance band jumped from ‘B'to ‘A~
this year. Out of 50 of the largest consumer
staples companies in the world, only four
scored better than Diageo, and we beat
all our direct competitors.

Top environmental score

by sectorinthe DJSI

Diageo was again selected asa member
of the World and Europe DJSI, improving
by 5% from 76 to 80 - just two points
below the best sector score and 29 points
above the average. Our environmental
performance score improved the most
from 80to 90 — achieving the top score
inour sector.

BRAVO reporting award

Diageo Greece received BRAVO award
from the Quality Net Foundation,
anetwork of Responsible Companies
and Active Citizens, for the best approach
to market issues in their local Corporate
Citizenship Report as well as the best
approach to the implementation of
global reporting standards.

Business in the Community

In Australia and Greece, Diageo
participated in the Businessinthe
Community (BITC) corporate responsibility
index survey and received top rankings.
Diageo Australia was granted the highest
‘Platinum’ status while in Greece Diageo
was granted ‘Gold"



Key metrics

We have anumber of performance
targetsin ourimpactareas. These will
continue to be refined to ensure they
reflect our most material sustainability
and responsibility impacts.

Alcoholin society
Target by 2013

2012 performance

Achievement

SsauIsNg N0 1noqy

Ensure that Diageo marketing is 100% compliant with the Approximately 99.8% of marketing activity globally complied with On track

Diageo Marketing Code (DMC) the DMC

Responsible drinking reminders (RDRs) are included in 100% Included in 100% of our global approved above-the-line advertising Achieved

of above-the-line advertising material

DRINKiQ.com is included on all renovated and new brand Included on the majority of renovated and new brand labels: On track Z

labels Spirits and ready-to-drink %
products — 95% =
Beer products — 90% ~
Wine products — 45% 3

3

Responsible drinking initiatives are in place in our top We support responsible drinking programmes in 49 countries On track 2

40 countries (by value) including 37 of our top 40 countries g

Effective industry self-requlatory or co-regulatory codes in In place in 37 of our top 40 countries On track ﬁ

place in our top 40 countries (by value)

Water and the environment

Cumulative
2012 performance
performance (2007-2012)
Operational targets by 2015 (%) (%) Achievement
Reduce carbon emissions by 50% 9.4 220 On track
Improve water efficiency by 30% 7.2 19.0 On track 5
Reduce water wasted at water-stressed sites' by 50% 8.6 14.5 On track §
Reduce polluting power of wastewater by 60% 9.0 -11.2 On track @
Eliminate waste to landfill 20.5 56.8 On track
Cumulative
2012 performance
performance (2009-2012)
Packaging targets by 2015 (%) (%) Achievement
Reduce average packaging weight by 10% 1.6 4.8 On track
Increase average recycled content across all packaging to 42% 0% 35 Off-track
Make all packaging 100% recyclable/reusable 0.3 98.3 On track
(1) According to the United Nations Department of Economic and Social Affairs, water stress occurs when annual water supplies drop below 1,700 cubic metres per
person. When supplies drop below 1,000 cubic metres per person per year, a country faces water scarcity for all or part of the year.
>
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Socio-economic development

Cumulative performance

Target by 2012 2012 performance (2011-2012) Achievement
Contributed n/a Not
Contribute 1% of operating profit' to charitable causes every year 0.9% achieved
Target by 2015
Locally source 70% of raw Achieved 56% n/a On track
materials used in African operations from Africa
Improve access to safe drinking water for eight million people Approximately We have supported 200 water On track
in Africa 1 million people infrastructure projects since 2006, and are
benefited currently re-evaluating our measurement of
this programme
Target by 2016
Train 100,000 people through the Learning for Life programme 12,639 63,638 people trained since 2008 On track
worldwide people trained 70-80% of Learning for Life students secure
employment upon graduation
Ourpeople
Cumulative performance
Target by 2012 2012 performance (2010-2012) Achievement
Reduce our lost-time accident frequency rate? by 40% against a 2010 baseline 43% 57% Achieved

Governance and ethics

Target by 2012 2012 performance Achievement
New operating model embedded with CC&E managers in all markets and business units CC&E managers in all markets Achieved
and business units

Improvement versus last year in positive responses to Values Survey question: 'l would 84% versus 83% in 2011 Achieved

feel comfortable raising any concerns about compliance or ethics with my line manager,

or through SpeakUp.

Improvement versus last year in positive responses to Values Survey question: ‘My 81% versus 79% in 2011 Achieved

manager helps me understand how the Diageo Code of Business Conduct applies to

my role

100% of new joiners completing Code of Business Conduct training on induction 83% within first 30 days Not
achieved

100% of middle managers and above complete the Annual Certification of Compliance 100% Achieved

1% of employees report breaches through SpeakUp (global benchmark) 242 (1% of employees) Achieved

(1) Before exceptional items.

(2) Number of accidents per 1,000 employees and directly-supervised contractors resulting in time lost from work of one day or more.

Diageo Sustainability & Responsibility Report 2012



Alcohol in society

In this section:
28  Performance and outlook

29  Communicating about alcohol responsibly
32 Tackling alcohol misuse effectively

35 Getting policy right

499

Diageo funds more than
300 responsible drinking
programmes in 49 countries

DRINKIQ.com

We are the only spirits
company in the world

to disclose nutrition
information for all brands
—see www.DRINKiQ.com

21/5%

Diageo supports alcohol
interlocks for repeat drunk
drivers — breathalysers that
stop the car starting unless
the driver is sober; these
have now been introduced
in 21 US states and five
European countries

850,000 #

Around 850,000 people
worldwide have signed the
Johnnie Walker pact never
todrinkand drive

L) l ﬁ
1.5 &
Multinational drinks
company brands like ours
make up about one in every
five drinks consumed
globally; drinks produced
in the informal sector -
untaxed, unregulated and
sometimes unsafe — make
up oneinthree

Pictured hereisan
advertisement from the ‘cool
drinker’ programme in Korea
promoting responsible
drinking through public
messages.

Alcohol in society

27



28

Alcohol
in society

Our approach

Creating a more positive role for alcoholin

society means encouraging adults always

to make responsible choices about whether,

when and how much to drink. So we work

with others to seek to influence consumers’
attitudes and behaviour. Different
communities, cultures and faiths have a range
of views on the role of alcohol and some
people make a personal choice not to drink

—we recognise and respect that. We also

acknowledge that, of course, some people

should not drink as a matter of their own
safety and wellbeing. This includes children
and young people under the legal purchase
age, pregnant women, people who cannot
control their drinking or who have a specific
medical condition where drinking is likely

to cause an adverse reaction.

Aminority of people drink too much
and cause harm to themselves and to others.
We believe that efforts to reduce the misuse
of alcohol are likely to be most effective when
government, civil society, individuals and
families as well as the industry work together
to tackle the problemin partnership. On our
part, we are committed to:

-+ Communicating aboutalcohol
responsibly and promoting rigorous
company and industry-wide marketing
standards.

Tackling alcohol misuse by supporting
effective programmes to raise awareness
and working with others to seek to change
attitudes and behaviour.

Getting policy right by arguing for
effective requlation based on evidence,
and which doesn'tresultin unintended
consequences.

Diageo Sustainability & Responsibility Report 2012

Alcohol has been part of the social and cultural
fabric of communities around the globe for
centuries. As the world’s leading premium drinks
company, Diageo is privileged to own iconic brands
enjoyed by millions every day, and we work hard to
help ensure alcohol is enjoyed responsibly. Tackling
alcohol misuse is not only the right thing to do, but
addresses our business interests over the long term.
We want our consumers to celebrate life today —

and tomorrow.

Performance and outlook
Diageo wants great brands like
Smirnoff, Johnnie Walker and
Guinness to be widely enjoyed,
responsibly. We have along
track record of leadership in
promoting responsible
drinking. As we expand in
emerging markets, ensuring
our approach remains effective
is a business priority. That
means bringing to bear our
experience of diverse cultural
attitudes to alcohol.

Performance against Alcohol in society targets

We are pleased that we continued to
perform strongly against our public targets
onalcoholin society, demonstrating excellent
compliance with our own and industry codes,
and supporting a wide range of innovative
responsible drinking initiatives.

2012 has proved a truly milestone year
foralcoholindustry self-regulation, with
the development of internationally-agreed
standards for responsible marketing,
the European Responsible Marketing Pact,
anew set of digital guidelines for Europe and
the United States and the establishment of
alcohol marketing codes in a number of
countries. In fact, since 2008, new codes for
responsible alcohol marketing have been
developedin 20 countries. We are also proud
to be supporting over 300 responsible
drinking programmes in 49 countries
around the world.

Target by 2013 2012 performance Achievement
Ensure that Diageo marketing is Approximately 99.8% of marketing On track
100% compliant with the Diageo activity globally complied with
Marketing Code (DMC) the DMC
Responsible drinking reminders Included in 100% of our global Achieved
(RDRs) are included in 100% of approved above-the-line
above-the-line advertising material advertising
DRINKiQ.com is included on all Included on the majority of On track
renovated and new brand labels renovated and new brand labels:

- Spirits and ready-to-drink

products — 95%

- Beer products - 90%

+ Wine products - 45%
Responsible drinking initiatives are We support responsible drinking On track
in place in our top 40 countries programmes in 49 countries
(by value) including 37 of our top 40

countries
Effective industry self-requlatory or In place in 37 of our top On track

co-regulatory codes in place in our
top 40 countries (by value)

40 countries




In addition, we are supporting a major
international industry conference in October
2012 to showcase programmes backed by the
alcoholindustry, and to discuss how alcohol
producers can best continue our efforts to
help national governments successfully
implement the World Health Organization
(WHO) Global Strategy to Reduce the Harmful
Use of Alcohol.

Outlook

Despite progress in improved self-regulation
and other areas, there has been growing
debate overthe past 12 months about the
role of alcoholin society, with afocus on
interventions like minimum pricing and
discussion of the role of alcohol producers

in promoting public health.

With the European Union (EU) refreshing
itsapproach to alcohol in 2012 and the WHO
due toreview its agenda-setting Global
Strategy in 2013, Diageo will continue to play
its part, working with others to implement
effective programmes and policies to address
alcohol misuse.

Thisincludes promoting the role of
industry,and leveraging the trusted
relationship we enjoy with customers and
consumers to ensure that our drinks are
enjoyed sensibly. It also means arguing for
effective policies and regulations targeted
atthose who misuse alcohol.

Communicating about
alcohol responsibly

Tackling alcohol misuse and
promoting sensible drinking
are responsibilities shared by
a wide range of stakeholders.
Butwhenitcomesto
communicating about its
products, we believe that
the alcohol industry plays
aleadingrole.

Not only do we take seriously our own
obligations to market our brands responsibly
toadults but, in abusiness where everyone’s
reputation suffers if one player doesn‘tdothe
right thing, we workin partnership to drive
common industry standards.

Ourapproach

Three principles embody our approach to

establishing rigorous standards for marketing

and helping consumers make informed
decisions about drinking —or not drinking:

+ Following our own codes - the Diageo
Marketing Code (DMC) and Digital Code
of Practice
Promoting and abiding by rigorous
industry codes
Making clearand accurate information
available to consumers to help them
make responsible choices including
www.DRINKiQ.com.

Performance

The highlight of the year for Diageo has been
refreshing the Diageo Digital Code to reflect
ourongoing commitment to ensuring that
online marketing is as responsible as thatin
traditional media. To this end, we have
designed and delivered a company-wide
training course for all relevant marketers and
third-party agencies.

2012 hasalso been alandmarkyearin
industry self-regulation, with the agreement
of global responsible marketing standards,
European and US digital guidelines for distilled
spirits and the European Responsible
Marketing Pact.

Following ourown codes

Governing us and the third parties with
whom we partner, the DMCis our mandatory
minimum marketing standard. It applies
across all our markets and guides every
aspect of our activities, from research and
development to marketing, promotion and
packaging. We review it every 12 to 18 months
toensure itaddresses evolving issuesin the
marketplace. Itis complemented by our
Digital Code of Practice, which sets out ten
core principles ranging from ensuring our

marketing is directed at adults over the
legal purchase age to monitoring user-
generated content.

We strive for strict compliance with our
own codes and in general we have sustained
astrong performance, tracked via an online
tool that governs all our marketing campaigns.
We work hard to help ensure that 100% of
our marketing fully observes the DMCand
Digital Code and this year we achieved 99.8%
compliance. While thisis a good achievement,
we nevertheless continue to aspire to
total compliance.

Animportant mandatory aspect
of the DMCis the extent to which responsible
drinking reminders are included in our
above-the-line marketing material — so much
sothat we monitor it as atarget. This year,an
audit revealed excellent results, with 100%
of our above-the-line marketing material
complying with the Code.

Promoting and abiding by rigorous

industry codes

We believe that the industry asa whole
shouldfollow standards of a similar level to
those we set within Diageo. We seek to abide
by industry self-or co-regulation codesin
every market where they existand work with
industry bodies to establish them where
they don't. Forexample, this yearalone
self-regulatory codes for beverage alcohol
have been agreed in countries as diverse as
Thailand, Vietnam, Mexico and Ghana. This
means that since 2008 more than 20 new
national responsible marketing codes for
alcohol have beenintroduced.

We manage our business with strict
observance of all local regulations and laws,
including those governing marketing. Some
countries don'tallow advertising of alcohol
—and werespect thatrule.

Five of the industry bodies that have
established self-regulatory codes publicly
report breaches, and Diageo was responsible
for two out of a total of 27 of those publicly
reported across the industry this year. These
areoutlined inthe table on the next page.
The industry bodies that monitor these
self-regulatory codes do notimpose fines, so
we aren'treporting on any here. Nevertheless,
removing the offending marketing can be
a costly lesson forany company. The
consequencesinclude reputational damage
and, in some instances, additional controls,
such as being subject to mandatory
pre-clearance for future advertising. In these
two cases outlined here we took corrective
action to ensure the mistakes were
immediately addressed, and also tried to learn
widerlessons —forexample, taking offending
material down, and retraining the agencies
and internal departments responsible.

Alcohol in society
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Complaints about advertising upheld by industry bodies that report publicly (2012)

Country Industry body Complaints upheld Notes
Australia Alcohol Beverage Diageo brands 1 August 2011, Bundaberg Five rum
Advertising Code All alcohol advertisement found in breach of
(ABAC) beverages 4 the code for implying that drinking
Bundaberg Five rum would lead to
a significant change in mood and
environment.
Ireland Advertising Standards Diageo brands 1 July 2011, Guinness found partly
Authority for Ireland All alcohol in breach of the Code in its
(ASAI) beverages 4 SURGE TOWARDS GREATNESS
advertisement. The complaint
was upheld on the grounds that
the advertisement could be
interpreted as suggesting a causal
link between drinking Guinness
and achieving greatness.
United The Portman Group Diageo brands 0
Kingdom All alcohol
beverages 6
United Advertising Standards Diageo brands 0
Kingdom Authority (ASA) All alcohol
beverages 8
United Distilled Spirits Diageo brands 0
States Council of the United All alcohol

States (DISCUS)

beverages 5

Making information available to consumers
Ensuring that consumers have the
information they need remains a priority for
us. The Diageo Alcohol Beverage Information
Policy (DABIP) stipulates that all new product
launches, packaging renovations and
promotional packaging changesinclude
responsible drinking reminders, allergen
information, alcohol by volume and alink to
DRINKiQ.com, Diageo's responsible drinking
website, on the primary packaging. We also
publish key nutritional information about our
products on DRINKiQ.com, and on packaging
where this material is required by law. Our
process forimplementing DABIP is organic
and we are rolling out the policy as brands
are renovated or launched.

Last year we reported that we werein
the process of developing a comprehensive
compliance report for DABIP. This has now
been completed and has helped to reveal that
while we are on track with implementing the
policy with our spirits and beer brands, some
of our wine brands are putting DRINKIQ.com
on their websites rather than on the label.

We will seek to rectify this next year.

Diageo Sustainability & Responsibility Report 2012

Following our own codes

Diageo has two codes thatgovern
our marketing standards: the Diageo
Marketing Code (DMC) and the Digital
Code of Practice.

The Diageo Marketing Code

The DMCis a mandatory minimum standard
applying across all markets and governing
every aspect of our activities — from research
and development to marketing, promotion
and packaging.

The DMC comprises common sense
rules on responsible marketing such as:only
targeting adults, both through the content
of our creative material or by its placement in
media outlets; avoiding presenting moderate
consumption or abstinence negatively; not
encouraging irresponsible drinking or
promoting brands based on strength; and
notimplying that our brands have any health
ortherapeutic benefits.

The DMCis regularly reviewed and
embedded across Diageo by ongoing
training, with advertising campaigns required
togothrough an online approval system.

The Digital Code of Practice

The Code extends our commitment to
responsible marketing to the digital space.
It governs Diageo and third parties, setting
out 10 core principles covering age
affirmation, transparency, privacy and
user-generated content.

[t means, forexample, that similar to
traditional media, marketing communications
must be placed only in places where at least
70% of the audience is over the legal purchase
age (LPA). It requires that — where there is
directinteraction with users —websites or
other communications channels controlled
by our brands have to require them to affirm
their age before they can access the site.

[t also specifies that Facebook pages for our
products must be set up using the ‘Alcohol
Related’ setting to ensure those who are
younger than the LPA cannot access our
branded content. Finally, it means that user
generated content on Diageo-controlled
sites must be reviewed every working day
and inappropriate content removed within
48 hours of appearing on the site.

The Code has been fully rolled out via
weekly webinars to marketing staff and the
agencies with which they work. Given the
fast-moving nature of the digital environment,
we also work hard to keep the Code up to
date. Ourinternal cross-functional digital
governance leadership team (DGLT) meets
regularly to review emerging marketing
trends and to set policy that governs our
marketing activity in new channels. The DGLT
comprises representatives from marketing,
corporate relations, legal and information
systems teams so it ensures these standards
areembedded at the heart of our business.

Supporting industry codes

We believe that the alcohol industry as
awhole has ashared reputation, and
inappropriate marketing has the potential
todamage trustin our brands and
threaten our licence to operate.

Sothe success of our businessin part
depends on theindustry asa whole abiding
by responsible standards, similar to those
applying within Diageo. Consequently,

not only do we abide by industry self-or
co-regulation codes in markets where they
exist, but we also work with industry bodies
to establish them where they do not. 2012
has been alandmark year forindustry
self-requlation with real progress in
developing rigorous codes. Highlights include
the Responsible Marketing Pactin Europe,
the launch of global guiding principles, the
advent of digital guidelines for distilled spirits
in Europe and the United States, and the
creation of new alcohol codesina number
of countries.



Responsible Marketing Pact
Inanimportant step forward for self-
regulation, the World Federation of
Advertisers and the eight mostimportant
advertisers of wine, beer and spirits in Europe
cametogetherin 2012 and agreed common
minimum standards. These will be
independently audited by Accenture

and publicly reported.

ICAP Global Principles

Meanwhile, the International Center for
Alcohol Policies (ICAP) announced the
release of Guiding Principles for Responsible
Beverage Alcohol Marketing in September
2011, a significant move towards common
global standards on alcohol marketing.

The Guiding Principles highlight the
common global values that underlie
responsible advertising and marketing
practices across different parts of the alcohol
industry. Theidea is that they will serve as a
reference point for anyone developing a new
code or seeking to assess an existing code in
what are hugely diverse markets. They were
developed through analysis of existing
codes, including those of regulatory agencies,
companies themselves and industry
trade associations.

The Guiding Principles have been
adopted by the sponsoring companies
of ICAP who are committed actively to
disseminate and promote them. In addition,
ICAP will work with partners to develop
training and workshops for advertisers, media,
and regulators to help raise awareness of the
principles internationally.

Global Actions

The milestone development of the ICAP
Global Principles comes about as a result of
the self-regulation initiative of Global Actions
on Harmful Drinking (www.global-actions.
org). Thisis a collective commitment made
by the chief executives of major international
beverage alcohol producersto make a
significant effort between 2010 and 2012
toaddress harmful drinking through a
combination of global and local actions,
with an emphasis on low-and middle-
income countries.

In addition to establishing global
guiding principles for responsible alcohol
marketing, the Global Actions encompass
the following activity:

+ Inmarkets where self-regulation structures

do notyet exist —and other cultural and
market conditions permit — the firms
concerned are working with local partners
todevelop andimplementindustry-
specific responsible marketing codes.

+ Incountries where self-regulation efforts
are already underway but could benefit
from further development or refinement,
major international beverage alcohol
producers are working with fellow
stakeholders to ensure that cross-industry
self-regulation systems operate effectively,
reflectinternational standards of good
practice,and are recognised publicly.

European and US digital guidelines

The web, social networking sites, blogs and
mobile applications have created new
opportunities for alcohol producers to interact
with consumers and customers. In September
2011, the leading spirits companies in both
Europe and the United States came together
to agree shared standards for the marketing

of spirits like whisky, vodka, rum and

tequila online.

Self-regulatory codes

This year self-regulatory codes for alcohol
marketing have been agreed in Thailand,
Vietnam, Mexico and Ghana. This means
that since 2008 more than 20 new national
responsible marketing codes for alcohol
have beenintroduced. Codes are regularly
updated, and may relate to particular types
of alcohol or specific sectors.

Forexample, the Asia Pacific Travel and
Retail Association launched a self-regulatory
code of conduct for the sale of alcohol in duty
free and travel retail in March 2012. Although
alcohol business operators already adhere
toexisting codes of practice, the duty free
environment has a very different customer
base compared to ordinary domestic retailing.
Its distinctive features include individuals
arriving at different times and wanting to
shop, often unable to speak the local
language and potentially unfamiliar with
the national laws on age of purchase and
opening hours. This code of conduct gives
more flexibility to meet customer needs,
including different opening hours, while
also emphasising the importance of
responsible drinking.

Making information available

to consumers

To make responsible choices, consumers
need clearand accessible information

to bereadily available. We work hard to
make sure our consumers can easily get
hold of the up-to-date information

they need.

Diageo Alcohol Beverage Information
Policy

Diageo operates what we call the Diageo
Alcohol Beverage Information Policy (DABIP)
to provide consumers with the right
information to help them make sensible
choices in an accessible easy-to-use format.

DABIP stipulates that all new products,
packaging renovations and promotional
changesinclude responsible drinking
reminders, information on allergens, alcohol
by volume and a link to our responsible
drinking website DRINKiQ.com onthe
primary packaging.

We also publish nutritional information
about our products on DRINKiQ.com, and on
packaging where such information is required
by law. Where legislation prohibits any alcohol
website, including our DRINKIQ.com site,
we include nutritional information on our
packaging. We are implementing this policy
organically, rolling itout to all brands as
packaging and labels are renovated.

DRINKIQ
DRINKiQ is one of the ways that Diageo uses
its skills as a world-class marketing company
to promote responsible drinking. Itisa
website referenced across Diageo products
that aims to raise the ‘collective drink IQ" by
increasing publicawareness and dialogue
onalcoholissues.

Itis available in nine languages and has
22 specific country pages, with Braziland
Uruguay pages launched this year. The site
contains experts’ views, facts about alcohol,
responsible drinking tips, nutritional
information about Diageo brands, and sets
outourapproach to responsible drinking.

Diageo also uses a DRINKiQ programme
toengage employees —both to help them
make their own responsible decisions about
drinking, or not drinking, and to give them
the confidence to be DRINKiQ ‘ambassadors'
The DRINKIQ employee engagement
programme is a formal part of new employee
inductions in more than 20 countries.

Alcoholin society
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This year, we have continued running the
DRINKiQ sessions with external stakeholders
asan alcohol awareness course.

Forexample in China, Diageo partnered
with others to deliver training to industry
groups, media and bartending students.
InIndia, DRINKIQ workshops have been
organised for Diageo’s trade and business
partners. In Colombia, we have trained over
1,300 adult university students, bar staff,
parent groups and driversand 1,200 adult
college students were trained in Venezuela.

We also use the course to influence
role models. In South Africa, we partnered
with the South African Football Players Union
to run DRINKIQ workshops. In Australia,
Diageo continued to work with the National
Rugby League to run DRINKIQ sessions
with rookies, young adults entering the
professional sport. We have run sessions for
rookies at theirannual camp for five years,
engaging over 1,200 young men in alcohol
awareness during that period.

Finally, we are exploring new ways of
using DRINKiQ to give consumers the tools
they need to make responsible choices about
drinking, or not drinking. In Korea, Diageo has
developed a DRINKiQ application for smart
phones that allows consumers to calculate
how much alcoholis contained in different
drinks and keep track of what they've
consumed, as well as providing helpful
basic facts about alcohol.

Tackling alcohol

misuse effectively

A minority of drinkers misuse
alcohol, causing harm to
themselves, to others and their
communities. We want to help
tackle alcohol misuse because
itis bad for our consumers,
their families and society.

It also damages our licence

to operate and the reputation
of our brands.

Alcohol misuse covers a range of complex
problems including excessive consumption,
drink driving, underage drinking, and
drinking by pregnant women. Tackling
these challenges requires everyone to

work together—government, companies,
non-governmental organisations and
individuals. We take our role in this

very seriously.

Diageo Sustainability & Responsibility Report 2012

Ourapproach

We support effective programmes that aim
to prevent, target and address alcohol misuse
—whether by raising awareness, or by working
with others to seek to change consumer
attitudes, or ultimately to influence behaviour.

However, there is no one-size-fits-all
approach to tackling alcohol misuse. Diverse
cultures and societies require different
interventions, and there are many effective
strategies, whether educating the public,
training retailers, helping pass and enforce
laws, or supporting employees.

We try to maximise ourimpact by
working with partners, or piloting innovative
approaches. Forexample, we are particularly
excited about the new opportunities created
by social media channels to influence
consumer attitudes. This year we launched
acompetition to challenge our marketing
teams to come up with innovative ideas to
harness peer-to-peer influence on Facebook
to address excessive drinking.

Below are highlights of some approaches
we have taken to help ensure our consumers
are able to enjoy alcohol responsibly and to
‘celebrate life, today and tomorrow’.

Preventing excessive drinking

This work ranges from support for advertising
campaigns that raise awareness of the risks of
binge drinking through to harnessing peer
influence by encouraging individuals in at-risk
groups to understand what can go wrong
and communicate it to their friends.

Tackling drink driving

This activity includes backing public
information campaigns, encouraging
designated drivers or providing safe rides
home and targeting commercial drivers
where they are especially prone to breaking
the law.

Addressing underage drinking

This workincludes liaising closely with others
to enforce minimum purchase ages,and
funding programmes to help adolescents
resist unwelcome social pressure to drink.

Working with retailers to ensure
responsible sales

Thisincludes training retailers and working in
partnership with them to develop their own
training programmes to ensure that —
whetherit's bar staff serving drinks, or
shopkeepers selling alcohol over the counter
—staff on the front line have the skills they
need to promote responsible drinking.

Performance

Last year we backed more than 300
responsible drinking programmesin

49 countries, including 37 of our top 40
countries by value. Inline with Diageo’s
general decentralised approach, countries
select programmes for themselves so that
what getsfunded s relevant tolocal needs.

Preventing excessive drinking

Whether as Diageo, through a brand,
orvia collective industry efforts, we run
campaigns to encourage our consumers
to makeitanighttoremember-and not
onetoforget.

Ourworkin this area reflects our commitment
to using the strong relationships we enjoy
with our customers and consumers, and our
world-class skills in marketing to help shape
attitudes and behaviour. Below are some
examples of our work locally and globally
thisyear.

Drinkaware makes animpactin
Great Britain
In Great Britain, Drinkaware, an independent
alcohol education charity funded by Diageo
and otherindustry players, has been running
amultimedia campaign ‘Why let good times
go bad?' to raise awareness of the need for
responsible drinking among young adults.
Its communications explicitly dramatise the
good and bad sides of a night outand
highlight the risks associated with drinking
too much. The campaign offers tips and
tools that aim to reduce drunken behaviour
such as pacing consumption, eating before
drinking, and alternating alcoholic drinks
with soft drinks.

In 2011, the campaign extended to
over 50 partners with a total in-kind value
estimated at £33.5 million. It has been notable
too for its use of innovative communications
channelsincluding a mobile phone app and
viral media like a video featuring a parody of
the pop singer Katy Perry. Twenty-seven per
centof the audience stated that they found
the campaign memorable with 80% adopting
the tips and 56% saying it would ‘make them
consider drinking differently’.



Fighting binge drinking on US

college campuses

In the United States, The Century Council
(TCC), a not-for-profit group funded by
distillers, has been fighting college binge
drinking by getting students to generate their
own communications campaigns, harnessing
their power to influence their peers. The idea
is that students can speak to other college-
goersintheirown language, making the case
for responsible drinking in a credible and
relevant way.

Atthe University of Alabama, the
four-month Less Than U Think campaign
focused on raising awareness of the problems
of overconsumption. The percentage of
students who thoughtalcohol was important
to college culture fell by 129% and over 40%
of students said they were more likely to
think about the negative consequences of
binge drinking.

At George Washington University (GWU),
Diageo backed a campaign encouraging
friends to recognise when and how to
intervene with their fellow students to prevent
alcohol misuse —and they did. Over the course
of the campaign there was a 29% increase in
GWU students who paid for a cab ride home,
a20% increase in students who reported
starting their night out alittle laterand 18%
who ended their night alittle earlier.

Promoting responsible drinking at
universities in Korea

In Korea, Diageo has run its Cool Drinker
programme for young adults for many years.
The programme promotes responsible
drinking through public messages, mobile
applications and deploying responsible
drinking ambassadors at universities. This year,
we expanded the programme to 21
universities and developed an innovative
booth that allows adult students to try fatal
vision’ goggles to simulate drinking conditions
and to participate in an online survey to give
feedback onthe campaign.

Tackling drink driving

Drinkdrivingis a serious problem.
Buttheimpressive progress madein
reducing its prevalence in many countries
inrecent years shows that, with the

right programmes and policies in place,
itcan be tackled effectively. Diageo is
committed to ensuring that the lessons
learned are shared more widely.

In Europe, road deaths attributed to drink
driving have decreased by 34%in the last ten
years.Inthe United States, alcohol-related
traffic fatalities went down 52% between 1982
and 2010. Diageo wants to build on this greatly
encouraging progress. Thatis why, in addition
to backing programmes targeting alcohol
misuse, Diageo advocates the following good
practices as an essential part of addressing
drinkdriving:

- Legislation on blood alcohol
concentration (BAC) limits, with high
visibility enforcement.

- Lowerblood alcohol concentration limits
for new and commercial vehicle drivers.

- Rehabilitation programmes and alcohol
interlocks — breathalysers that stop the car
starting unless the driver is sober —for
repeat drink drivers.

+ Aconsistentand stringent penalty system
with tougher penalties for repeat or high
BAC offenders.

- Campaignsto raise awareness and change
attitudes like designated driver campaigns
and pacts against drinking and driving.

Much of the progress in reducing drink
driving fatalities and accidents has occurred
in high-income countries which have more
developedroad safety policies. In many low-
and middle-income countries these advances
have yet to take place. To address this disparity,
alcohol producers and others are helping to
implement the International Center for
Alcohol Policies’ ICAP) Global Actions on
drink driving in countries as diverse as China,
Colombia, Mexico, Nigeria, Russia and
Vietnam. To read more about these
programmes see www.global-actions.org.
Diageo remains dedicated to playing a
significant role in tackling drink driving and
we recognise that by working in partnership
we can often achieve more. The following
examples show how we work together with
others to tackle drinking and driving.

Around 850,000 Join the Pact

Join the Pactis a major global programme to
commit consumers never to drink and drive,
run under the Johnnie Walker brand and
promoted using its links to Formula T motor
racing. Roughly 850,000 consumersin 30
countries have now signed up, spurredin part
by a series of innovative films highlighting the
importance of staying in control behind the
wheel. The campaign’s latest production

was the most shared content on the Johnnie
Walker Facebook page this year. The share rate
—the number of people passing iton —was
over 75%.

Italian drink driving programme strives
to change attitudes

In Italy, a partnership between Diageo Italy
and the Automobile Club d'ltalia has sought
to raise awareness of drink driving among
25,000 young adults by publishing video
interviews on road safety and promoting
the use of designated drivers via a popular
Facebook page. This initiative builds on the
country’slong-running Diageo-backed
drinkdriving programme, run with the
endorsement of the Ministry of Youth and
several otherlocal institutions, which have
now supported it for six years in a row.
Between 2007 and 2011, the percentage of
participants who say they do not drinkand
drive hasincreased from 30% to 53%.

Nigerian project targets commercial drivers
In Nigeria, Diageo is funding a multi-faceted
project with ICAP to reduce alcohol-related
traffic fatalities and accidents in the Lagos-
Apapa thoroughfare. The initiative targets
drivers of petroleum tankers for breath testing
and educates restaurateurs on the hazards of
selling alcoholic drinks to commercial drivers
and motorists more broadly. It also mobilises
public support for stricter laws on drink
driving by informing Nigerians about the
dangers toroad users, pedestrians and
drivers themselves.

Working with bus driversin Vietnam

to preventdrink driving

In Vietnam, Diageo was part of a coalition with
ICAP, the Ministry of Transport’s Traffic Safety
Departmentand the Directorate for Roads of
Vietnam aimed at preventing bus drivers from
drinking and driving. This November 2011
project combined training sessions for bus
station managers and drivers across the Dak
Lakand Khanh Hoa provinces with advertising
campaigns and enforcement activities at
specific bus stations —allinan effort to
encourage higher levels of enforcement

and raise individuals' awareness. The project
is now being considered for expansion
nationwide.

Alcoholin society
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Addressing underage drinking

Diageo strongly opposes underage
drinking. We work with multiple partners,
including families and retailers around
the world, to develop and implement
programmes to tackle this complex

social problem.

Strengthening Families programme helps
underage drinkers

The Strengthening Families programme

is a life skills course for parents and young
people, with a proven track record of success
in reducing underage drinking. Originally
developed by the University of lowa, it aims
toreduce therisk of adolescents starting to
drinkatayoung age by training teenagers
to cope with the pressure exerted by their
peers. Diageo has supported pilots of the
programme in Great Britain, Spain, Poland,
Greece and Russia, with overall monitoring
and quality control provided by Oxford
Brookes University.

Spanish manifesto on drinking agreed
with government

In Spain, concern about high levels of
underage drinking and a growing problem
with binge drinking has led to a historic
agreement between alcohol manufacturers
and the Ministry of Health and Social Affairs.
Among a range of commitments, it seeks to
encourage families to discuss risky drinking
with young people more openly.

Partnership with Walmart tackles sales

to children and young people

In Brazil, Puerto Rico and Mexico, Diageo has
launched an initiative with Walmart to remind
shoppers that the sale of alcohol is only
permitted to over 18s. The 18+ campaign
includes point of sale material, age verification
atthe check-outand training for staff.

Diageo Sustainability & Responsibility Report 2012

Working with retailers to ensure
responsible sales

The hospitality industry — Diageo’s
retail customers - plays a critical role
inadvancing a culture of responsible
drinking, and we work closely with bars
and pubs to provide the resources to
supportthemin this effort.

Helping retailers can involve direct training,
working with them to devise their own
programmes or making materials available.

Sahabat Guinness builds bartender skills

In Indonesia, the bar staff training programme
‘Sahabat Guinness’ (Guinness is my good
friend) has provided expertinstruction and
insurance for over 4,500 bar staff across four
key citiesin 330 outlets.

Bite-size online training helps staff
inMexico

In Mexico, Diageo has followed up on
priorities raised in stakeholder forums profiled
inthe Sustainability & Responsibility Report
201, by funding a programme of online
bartender training. It is carefully designed to
be short, accessible and full of useful practical
advice —forexample, techniques for dealing
with people who have had too much to drink.

Practical tips for Australian bar staff

In Australia, Diageo's Better Nights training
package has been distributed to more than
4,000 venues. It helps to support bar staffin
promoting responsible drinking. Independent
research among venues showed that the
training package has proven to be effective
inraising the awareness of and confidence

of bar staffand managers in ways to deal

with potentially difficult situations.

Responsible Hospitality Institute (RHI)
shows positive impact of nightlife business
In the United States, Diageo continues to
support the RHI, a not-for-profit organisation
which works to help the hospitality industry
in cities make a positive economic and social
impact. It has carried out research showing
how collaboration between city governments
and representatives of nightlife businesses
can regenerate and sustain the vitality of city
centres while alsoimproving safety and
protecting quality of life for residents and
clientele. The RHI's firsteconomicimpact
study of three areas in Washington, D.C.
revealed that these zones generated

almost 2,000 jobs, produced an estimated
$150 million (£94.937 million) in sales including
S5 million (£3.165 million) sales tax, and
provided places for more than 10,000 people
atany onetime to dine and be entertained.

Purple Flag helps improve city centres
In the United Kingdom, Diageo continues to
fund the Purple Flag award, a non-branded
programme that brings councils and city
centre partnerships together to help ensure
thattown centres are safe and welcoming at
night. To gain the coveted Purple Flag, towns
and cities must be open to everyone, offer
safe ways for visitors to travel home, provide
agood mix of venues and be appealing after
dark. Purple Flag towns and cities benefit from
more visitors, lower crime and anti-social
behaviour and improved perceptions. This
year towns and cities including Lincoln,
Sheffield, Aberystwyth and Ipswich have
succeeded in gaining the award.

You can read more about our work with
customers in the customers and consumers
section on pages 91 to 98.



Getting policy right

To ensure alcohol continues

to play a positive role in society,
we need an effective, evidence-
based regulatory framework.
Diageo makes the case for

a balanced approach where
industry and government
work together for culturally
appropriate solutions to

target alcohol misuse.

Ourapproach

The alcohol industry is already one of the most
highly regulated inthe world. As a responsible
business, Diageo supports policy where it

is evidence-based, accounts for drinking
patterns, targets at-risk groups, treats all

forms of alcohol equally and involves all
stakeholders.

Thatis why, in addition to arguing
for effective industry-wide standardsin
responsible marketing and selling, providing
helpful information for consumers, and
supporting effective programmes to tackle
alcohol misuse, we publicly advocate for
governments to adopt a minimum legal
purchase age of notless than 18and a
maximum blood alcohol concentration
(BAQ) level of no more than 0.08mg.

We also support lower BACs for novice
and commercial drivers, high visibility
enforcement of drink driving laws and
alcohol interlocks — car breathalysers that
mean the caronly starts when the driveris
sober —for repeat drunk drivers.

We oppose measures thatare not
evidence-based and that are likely to have
unintended consequences. These include
harsh restrictions on availability and heavy-
handed use of high taxes to control
consumption. While we fully support
measures to tackle harmful drinking, higher
taxes are a bluntinstrument that often have
the mostimpact on moderate consumers
rather than reducing demand among those
who misuse alcohol. In countries with
significantinformal sectors they can also have
the unintended consequence of driving
consumers into non-commercial, unregulated
markets where beverage alcohol is untaxed
and sometimes unsafe. Read more about
minimum pricing.

Performance

In 2012, Diageo continued to partner with
our stakeholders to make the case for alcohol
policies that are effective. For example Diageo
Mexico recently organised a marketing
summit bringing together government
representatives and global experts. The result
was the agreement in January 2012 of a
stronger self-regulatory code — one which
ensures that alcohol advertising is targeted at
adultsand can't be linked to athletic prowess,
among other provisions.

We have also continued our dialogue
with government bodies on developing
appropriate strategies to tackle harmful
use of alcohol. Highlights include:

Dialogue on the World Health
Organization’s (WHO) 2010 Global Strategy
toReduce the Harmful Use of Alcohol
Supporting the European Union’s new
alcohol strategy.

Anongoing priority is to demonstrate that
therole of business is broader than
manufacturing and selling products, and that
we can build on the strength and trust of our
relationships with consumers to promote
responsible drinking. So we continue to work
closely with others in different countries
around the world to make the positive case
foralcoholin society (see page 37).

m Ivan Menezes, Chief operating officer

"As a responsible
company, we want to
ensure that drinking
alcohol continues to
play a positive part

in the lives of our
consumers and society.
This is core to Diageo's
purpose to celebrate life
every day, everywhere/

Minimum pricing - a policy best buy?
Minimum pricing is being advocated by
some campaigners as a possible measure
to tackle harmful drinking. Diageo
strongly supports the objective of trying
to tackle alcohol misuse but we are
concerned that minimum pricing is
unproven, unlikely to work and runs the
risk of serious unintended consequences.

An approach that affects the

moderate drinker

Putting up prices might seem a superficially
plausible means of tackling alcohol
consumption. The key problemis that those
who misuse alcohol are not very sensitive to
price, while the purchasing decisions of more
moderate, sensible drinkers are affected.

Our concern s that, where minimum pricing
policies are implemented, those who want
to drink excessively will continue to do so,
switching to cheaper brands and types of
alcohol or outlet. Meanwhile, the ordinary
consumer who wants to enjoy a cocktail ora
glass of wine or beer will be unfairly penalised.

And that worsens the problem of
informal alcohol
Efforts to control harmful alcohol
consumption by price are even more
problematic in emerging markets where
in some countries, more than half of alcohol
consumed s in the informal sector.
Globally, these kinds of product —
unregulated, untaxed and sometimes
unsafe —accountforonein three of every
drink consumed. By way of comparison,
multinational producers of spirits, wine and
beer account for just a fifth of the alcohol
produced around the world.

Alcoholin society
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Where informal alcohol — unadvertised,
untaxed —is widely available, tools like tax
increases, price controls or advertising
restrictions on the regulated sector don't
reduce harm. Rather, they are likely to cause
people to switch from legal, safe, regulated
products intoillicit, unregulated and
potentially dangerous ones.

Diageois proud that our brands provide
asafe, high quality alternative to informal
alcohol.In Kenya, a country whereillicit
alcoholis thought to account for about half
of all consumption, we have worked with the
government to introduce a new affordable
beer, Senator Keg, which is estimated to have
replaced 600 million servings of unregulated
drink. Notonlyis this a safer alternative to
sometimes toxic brews consumers otherwise
turn to, but it has positive economic effects,
formalising and improving standards in small
businesses that sell alcohol,employing more
farmers and increasing governmentincome
from additional taxes.

Diageo Sustainability & Responsibility Report 2012

The World Health Organization’s (WHO)
2010 Global Strategy to Reduce the
Harmful Use of Alcohol

Ithas been two years sincethe WHO
adopted the Global Strategy to Reduce
the Harmful Use of Alcohol, which sets out
amenu of policy options that countries
can choose from to address alcohol
misuse. We welcome the Global Strategy’s
acknowledgement of the need for the
involvement of all stakeholders, including
the beverage alcoholindustry and civil
society organisations, in tackling

harmful drinking.

We think the Global Strategy’s approachis a
sensible one because it recognises that there
is no one-size-fits-all solution to tackling the
harmful use of alcohol when national
circumstances, the religious and cultural
context, priorities and available resources
differ locally. It also embraces all stakeholders
in making progress toward its goals.

Since WHO's adoption of the Global
Strategy, the industry has continued to
supporta range of initiatives, especially in
low-and middle-income countries through
its Global Actions on Harmful Drinking and
individual company efforts as described in this
report. An international conference in October
2012 'Global Actions: Initiatives to Reduce
Harmful Drinking’ will offer an opportunity
comprehensively to take stock of what has
been accomplished by allindustry efforts,
some of which are being implemented in
partnership with governments, civil society
and other stakeholders.

This comes against the backdrop
of growing interest in non-communicable
diseases (NCDs) including heart disease,
cancerand diabetes and their links to risk
factors including the harmful use of alcohol.
WHO has been developing its work in this
area following the UN High Level Meeting in
October 2010 and Diageo has contributed
to those efforts through ourinvolvementin
the Global Alcohol Producers Group.

The European Union’s Alcohol Strategy
The European Union (EU) is currently
reviewing its 2006 Strategy to

Support Member States to Reduce
Alcohol-Related Harm, and this year
we contributed our views to the
European Commission.

In our submission Diageo argued fora
reinforced strategy to cover the period
2013-20, affirming our support foran
approach that combines actions at EU and
member state level, and proposing that the
Commission adopt a ‘role matrix’as a tool
to reinforce the Strategy by helping clarify
whois responsible for what.

Asaresult of progress under the existing
Strategy, 22 member states now have a
marketing code — compared with justone
in 2005, and three-quarters of TV adverts
now carry a responsible drinking message.

The priority now should be forthe
Commission to focus all stakeholders on
delivering partnership programmes tackling
alcohol misuse, accompanied by policy
guidance and best practice to member
states as they develop and refine national
alcohol policies.



Membership of industry bodies
Overtheyears, we have helped establish

many social aspects organisations (SAOs).

These areindustry-funded organisations
that work with government, the private
sector and non-governmental
organisations to promote responsible
drinking and tackle alcohol misuse.

Diageo’s SAO membershipsin 2012

SAO Location Website

DrinkWise Australia www.drinkwise.org.au
Educ’alcool Canada www.educalcool.gc.ca
Forum-psr Czech Republic www.forum-psr.cz
GODA Denmark www.goda.dk

European Forum for Responsible Drinking
(EFRD)

European Union

www.efrd.org

Entreprise & Prévention France www.preventionalcool.com
DrinkAware Ireland www.drinkaware.ie

Mature Enjoyment of Alcohol in Society (MEAS) Ireland www.meas.ie

Fundacién de Investigaciones Sociales A.C. Mexico www.alcoholinformate.org.mx
(FISAC)

STIVA The Netherlands www.stiva.nl

Romanian Forum for Responsible Drinking Romania

Industry Association for Responsible Alcohol South Africa WWW.ara.co.za

Use (ARA)

Fundacion Alcohol y Sociedad (FAS) Spain www.alcoholysociedad.org
Taiwan Beverage Alcohol Forum (TBAF) Taiwan www.tbaf.org.tw

Thai Foundation for Responsible Drinking Thailand www.thinkb4drink-tfrd.com

(TFRD)

The Portman Group

United Kingdom

www.portman-group.org.uk

The Century Council

United States

www.centurycouncil.org

Alcohol in society
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Diageo brands help
people stay safe
when celebrating
good times

Vodafone McLaren Mercedes driver Lewis
Hamilton supporting Diageo GB’s New Year
campaign December 2011.

A multifaceted
approach to
promoting responsible
drinking in Thailand

Diageo Sustainability & Responsibility Report 2012

We want party-goers to enjoy themselves during the
festive season — it should be a night to remember, not
one to forget. So on both sides of the Atlantic, Diageo
brands have been making it easy for people to make
the decision not to drink and drive by providing free
transport during holiday periods.

[T casestudy:

This year Formula 1 driver Lewis Hamilton
helped launch Diageo's three-year New Year
anti-drink driving campaign in London.

We sponsored free travel on London
Tubes, buses, trams and some trains from
23:45 on New Year's Eve, while Tube travellers
atthe busiest stations also benefited from
responsible drinking tips and free bottles
of water.

Meanwhile, across the Atlantic, Diageo’s
corelIrish brands — Guinness, Bushmills and
Baileys —teamed up with New York City’s
Department of Transportation. Together we
launched a month-long Safe Rides initiative
marking St Patrick’s Day and the National
Collegiate Athletic Association (NCAA)
basketball tournament in March. Throughout
the month, thousands of free taxi, livery car
and public transit rides were given away
tolegal drinking-age adult consumers,

encouraging New Yorkers and visitors to
the city always to plan for a designated driver.
Local sports radio personalities also joined
theinitiative, spreading the importance of
responsible celebration.

We made similar efforts in Washington,
D.C. where, through Guinness, we supported
the Washington Area Regional Alcohol
Program’s SoberRide programme; in California
where we partnered with distributors to
remind consumers to celebrate safely; andin
New York, Chicago and Miami where, through
Ciroc, we ran safe rides programmes.

In all these cities, free transport and safe
rides help our consumers to celebrate life
today, and tomorrow.

Formore case studies from
around the world, please visit
http://srreport2012.diageoreports.com

Alcohol misuse is a complex problem that manifests
itself in many different ways. So encouraging
responsible drinking needs a broad approach,
where everyone works together in partnership.

Case study:

In Thailand, Diageo operates through
ajoint-venture partnership with Moét
Hennessy — Diageo Moét Hennessy Thailand.
We have sought to raise awareness and

shift attitudes by taking a comprehensive
approach to alcohol misuse, supporting a
suite of initiatives that aim collectively to be
greater than the sum of their parts.

Theseinclude the landmark agreement
of the country’s first self-regulatory marketing
code foralcohol; the funding of a significant
drink drive programme; the provision of
bartender training; and the voluntary
inclusion of standard drink measures on
product labels.

Diageojointly funds the Thai Foundation
for Responsible Drinking (TFRD), a new
independent organisation focused on
creating a more responsible drinking culture
in Thailand. Its 'Know Your Limit targeted
educational campaign has sought to raise
awareness about responsible drinking

behaviour and to educate consumers about
standard drink measurements. TFRD also
partnered with the Thailand Retail Association
and sales outlets to deliver an ‘Are you 20?'
campaign, encouraging employees to seek
age confirmation before selling alcohol,and
raising awareness among consumers.
Toimprove standards for bar staff,
Diageo worked with the Vocational Education
Commission, training 200 teachersin
responsible drinking awareness, whoin turn
delivered the programme to 6,000 students
in training schools across six areas of Thailand.
We alsoran a seasonal campaign during
Thailand's traditional New Year — Songkran
—via a partnership with the Thai Police to
encourage road safety and raise awareness
of the risks of drinking and driving.

For more case studies from
around the world, please visit
http://srreport2012.diageoreports.com
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94 %

This year we reduced our
absolute carbon emissions
by an industry-leading 94%
despite increased production

24 ¢

24 of our sites around
the world sent no waste
to landfill

74 |

We halved the amount of
waste sent to landfillin Aba,
Nigeria, by supplying farmers
with spent grains and spent
yeast, thereby benefiting
local communities

Q909 w

Our Gimli Crown Royal whisky
distillery in Manitoba, Canada,
sources more than 99% of its
energy from renewable
biomethane, recovered from
landfill sites

23%

Improvements at our Guinness
brewery in Lagos, Nigeria,
improved water efficiency by
23% in one year

64 of our sites receive 100%
of their electricity from
renewable or low-carbon
sources

200,000

Total water use has been
reduced by 4.1 million m?
since 2007, despite increased
production; this is equivalent
to the domestic water needs
of 200,000 people

Pictured here is our Roseisle
Distillery in Speyside, Scotland
where we distil malt whisky and
where currently 50% of total
energy demand is being met
from on-site renewable energy
generation. We wanttobea
leader in environmental
sustainability. By 2015 we aim
to further safeguard precious
water resources, halve our
carbon footprint, eliminate
waste to landfill and create
more environmentally

friendly packaging.

Water and the environment
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Water and
the environment

Our approach

Everytime a consumer enjoys one of our
products, he or she becomesa linkinalong
value chain that connects rivers and fields,
distilleries, breweries and vineyards, transport
networks, packaging manufacturersand
retailers. Atevery linkin that chain, thereis an
impacton the environment, and we believe
itis our responsibility to minimise thatimpact
asfaras possible and work actively to protect
the resources that our business and our
communities need.

Someimpactsare global —we are
making good progress, for example, towards
halving carbon emissions from our operations
by 2015,and are committed to making the
packaging of our brands more sustainable.

Some impacts need local solutions —
like the problem of landfill, which we are on
course to eliminate from our operations by
2015,and which 24 sites around the world
have already eliminated.

One of our most critical environmental
impacts of all is on water — a necessity for
individuals, families, communities, and local
economies, as well asfundamental to the
sustainability of our business. Recognising
that this challenge is most acute in some of
the regions where we are growing fastest,
we have continued to focus extra attention on
those of our production sites that are in areas
that are ‘water-stressed", all of which are found
in Africa—where we have made encouraging
progress this year.

Ultimately, we aimto be a business
which does not deplete natural resources, and
causes no lasting damage to species, habitats,
biodiversity or the climate. We want to continue
to be the world's leading premium drinks
maker —and aleader in environmental
sustainability.

(1) According to the United Nations Department
of Economic and Social Affairs, water stress
occurs when annual water supplies drop below
1,700 cubic metres per person. When supplies
drop below 1,000 cubic metres per person per
year,a country faces water scarcity for all or part
of theyear.

Diageo Sustainability & Responsibility Report 2012

Our products have been part of celebrations for
centuries. But if we are to continue this tradition,
we must think carefully about the sustainability

of our operations, recognising and reducing our
impacts on the natural world and the people with
whom we share it. Stewardship of the environment
is not only the right thing to do, it is essential for
the continuity of our business.

Performance and outlook
We're committed to
safeguarding precious

water, reducing our carbon
footprint, creating sustainable
packaging, and managing
waste sustainably.

When we set ourselves environmental
sustainability targets in 2008 we were
determined that they should be challenging
—and meaningful. With the exception of
water efficiency, we opted to set absolute
commitments for 2015 which acknowledged
that our existing impacts should be reduced
in real terms, regardless of the future size of
the business.

We focused on the main impacts of our
operations —water, carbon, and waste to
landfill.In 2009, we expanded our approach to
include sustainable packaging, recognising its
impact throughout the value chain, from our
suppliers through to the consumers who drink
ourbrands.

While recognising that thereis still a
long way to go, it is encouraging to report this
year that we have made progress against all
of our operational targets, and against two
outof our three packaging targets — all while
our business has continued to grow.

Progress against operational targets

Reviewing our targets

In 2008, we set environmental targets based
on baseline data from the financial year
ending 30 June 2007, with the aim of
achieving these targets by 2015. Since setting
thesetargets and reporting our performance
against them, we have included acquisitions
and disposals and reset our 2007 baseline data
applying the principles of the WRI/WBCSD
Greenhouse Gas Reporting Protocol.

Until 2011, these acquisitions had
relatively minorimplications for our overall
impacton the environment - typically less
than 5%. However, in 2011 we announced
plans to buy several larger businesses. In our
2011 Sustainability & Responsibility Report
we said we would review the implications
of these proposed acquisitions for our
Environmental Reporting Guidelines, in terms
of the total volume of production and overall
impact onthe environment. This review was
completedin January 2012, and concluded
that there would be no change to the
Environmental Reporting Guidelines, and
that we would continue to incorporate new
acquisitionsin our 2007 baseline with no
changeto our 2015 environmental targets —
thus reaffirming our commitment to absolute
reductionsin key environmental impacts
despite continued business growth.

Cumulative

2012 performance

performance (2007-2012)
Targets by 2015 (%) (%) Achievement
Reduce carbon emissions by 50% 9.4 220 On track
Improve water efficiency by 30% 7.2 19.0 On track
Reduce water wasted at water-stressed sites by 50% 8.6 14.5 On track
Reduce polluting power of wastewater by 60% 9.0 -11.2 On track
Eliminate waste to landfill 20.5 56.8 On track




Progress against operational targets in efficiency format (by litre of packaged product)'

Cumulative

2012 performance

performance (2007-2012)

(%) (%)

Reduce carbon emissions by 50% 11.6 252
Improve water efficiency by 30% 7.2 19.0
Reduce water wasted at water-stressed sites by 50% 20.9 280
Reduce polluting power of wastewater by 60% 1.3 -6.7
Eliminate waste to landfill 22.5 586

(1) Carbon emissions (grams CO./litre of packaged product); water efficiency and water wasted (litre/litre
of packaged product); wastewater (grams/litre of packaged product); waste to landfill (grams/litre of

packaged product).

Progress against packaging targets

Cumulative

2012 performance

performance (2009-2012)
Targets by 2015 (%) (%) Achievement
Reduce average packaging weight by 10% 1.6 4.8 On track

Increase average recycled content across all

packaging to 42% 0 350 Off track
Make all packaging 100% recyclable/reusable 0.3 98.3 On track

Outlook

While we are making good progress towards
meeting our commitments, the future is
always uncertain and the environmental
challenges facing all businesses are likely to
become more, rather than less, difficult.
Further, as the world's leading premium drinks
business, we have committed ourselves to
absolute reductions, in the knowledge that
each new gain becomes incrementally harder
toachieve the closer we get to our targets.

Diageossites located in water-stressed areas

We recognise that our targets do not cover
every aspect of our business and value chain,
soour task of becoming truly sustainable is
not limited to these commitments alone. With
thisin mind, we will continue toinnovate
where necessary,and continuously improve
the environmental management of our value
chain, which includes developing a better
understanding of the environmental

impacts of ourkey suppliers.

Ghana
1 Accra Achimota
2 KumasiKaasi

Uganda
3 IDU-Uganda Distilling
4 UBL-UgandaBrewing

Kenya

5 NairobiKBL —Kenya Brewing

6 Nairobi CGI-Kenya Glass Manufacturing
7 Nairobi KML - East Africa Maltings

Nigeria
8 Lagos-Ogba

Seychelles
9 Seybrew

South Africa
10 SACider

Tanzania
11 DarEs Salaam
12 Moshi

Water and the environment
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Water

The word whisky comes

from the Gaelic for ‘water

of life’. And water is life — for
the communities where we
operate, for the natural world,
and for our business. Using this
precious resource wisely is a
high environmental priority.

Total water use by year (1,000s m?)

27,255'

244331 93981

23,0700

2007 2010 2011 2012

Total water efficiency by year (I/1)

79

71 ! 6,91
6.4"

2007 2010 2011 2012

Diageo Sustainability & Responsibility Report 2012

Ourapproach

Water s vital to us —itis our most important
ingredient, it is essential to our production
processes and fundamental to our brands,
and itis used widely throughout our supply
chain. Itis also, of course, vital to everyone
else —essential for the health and economic
security of humankind, indispensable for all
life on earth. Stewardship of water is integral
tothe sustainability of our business.

While water is a global necessity, water
supplies are more stressed in some places
thanin others. We work hard to improve
water efficiency around the globe, but place
particularemphasis on stewardship at our
production sites in water-stressed areas,
which are often in regions where our business
isgrowing.

Water use by region, by year (1,000s m?)

According to the United Nations Department
of Economic and Social Affairs, water stress
occurs when annual water supplies drop
below 1,700m? per person. When supplies
drop below 1,000m?® per person per year, a
country faces water scarcity for all or part of
theyear.

Our three operational targets for water
reflect our responsibilities — to use water
more efficiently throughout our business,
toimprove the quality of the wastewater we
discharge, and to minimise the water wasted
in water-stressed sites. Increasingly, we also
directly engage with our suppliersin
agriculture to encourage sustainable
water use.

Region 2007 2010 201 2012
North America 4342 3,187 2,749 2,429
Europe 11,291 9,756 9,467 9,186
Africa 9,762 9,938 10,355 10,181
Latin America and Caribbean 1,351 967 854 761
Asia Pacific 343 252 269 279
Corporate 166 333 234 234
Diageo (total) 27,255' 24,433 23,928! 23,070"
Total water withdrawn by source 2012 (1,000s m?)
Ground Surface

Mains (borehole/ water
Region water’ well) (river/lake)
North America 1,240 610 579
Europe 4,338 3,894 954
Africa 3,245 6,389 570
Latin America and Caribbean - 761 -
Asia Pacific 266 - 13
Corporate 232 3 -
Diageo (total) 9,321 11,657 2,116
Water efficiency by region, by year (/)
Region 2007 2010 2011 2012
North America 6.6 6.0 55 49
Europe 7.6 6.8 6.7 6.6
Africa 94 7.6 7.6 6.9
Latin America and Caribbean 14.2 11.9 1.3 10.7
Asia Pacific 23 20 2.1 20
Diageo (total) 79 7.1 6.9 64"

(1) 2007 baseline data and data for the four years ended 30 June 2011 have been restated in accordance with

Diageo Environmental Reporting Guidelines.

(2) Dataincludes 234,000m? of water given to communities.
A Total water use for the year ended 30 June 2012 is covered by KPMG's independent assurance report

on pages 107-109.



But because water is uniquely valuable,

our approach goes beyond the footprint

of ourvalue chain. Our Blueprint Water
Framework outlines three main pillars for
addressing water challenges: our global
operations; community involvement;

and collective action. Our community
investment is particularly focused in Africa,
where arange of our own programmes

- providing boreholes, hand-dug wells,
rainwater harvesting and domestic filtration
—helpincrease access to clean water. More
information on our programmes to provide
access to clean water is available on page 56.
As a signatory of the CEO water mandate, we
also advocate for collective and innovative
solutions to help solve the global water crisis.
Forexample, this year, we lobbied the US
government to direct more aid to water
problemsin Africa.

Performance

Last year, we improved water efficiency by
7.2%, while the amount of water wasted at
water-stressed sites fell by 8.6%. The polluting
power of wastewater was reduced by 9.0%
compared to the previous financial year.
These results indicate that, year on year, we
made good progress against all our water
targets and are mostly on schedule to meet
our 2015 commitments. They are particularly
encouraging because, since two of these
three targets are absolute figures, they show
continued progress even as production
hasincreased.

The following sections describe our
progress against these targetsin
more detail:
Improving water efficiency worldwide
+ Reducing waterwasted in
water-stressed areas
+  Reducing water pollution

Improving water efficiency worldwide
Water isinvaluable to our business—and
to the environmentand communities
around us. We'reimproving the water
efficiency of our operations all over
theworld.

We aim toimprove water efficiency across
our operations by 309% by 2015. We are
currently ahead of schedule, having made
improvements of 19.0% since 2007, with 7.2%
improvements in the past year — but we know
that efficiencies will get progressively harder
tofind.

While some savings are the result of
major investments, most come from diligent
improvements to equipment, processes and
behaviour. For example, at our Achimota
brewery in Ghana, water efficiency improved
by 29% through a programme of continuous
improvement initiatives including water
recovery from bottle washers and water
recycling from pasteurisers. Many of these
best practice approaches were adopted
from our Huntingwood packaging plantin
Australia, which was a finalist for the 2010
Prime Minister Water Wise Award. Across both
our sitesin Ghana, we saved 154,000m? of
waterin 2012 compared to the previous year.
Atour brewery in Uganda, water efficiency
increased by 20%in 2012 through
improvements to our packaging linesand
theimplementation of better water recovery
systems at various stages in our process
and packaging operations.

Forinformation about the impact our
water use has on local sources, see the wider
environment section on page 48.

Reducing water wasted in
water-stressed areas

Water is too precious to waste. We've
made a particular priority of reducing
water wasted at production sitesin
water-stressed areas.

This year we built on the findings of a
water-stress assessment first conducted in
2008 to re-assess the extent of water stress
in areas where our operations are located.
By applying United Nations (UN) and
World Business Council for Sustainable
Development databases and specific site
survey methodologies, we designated

12 production sites where we had full
operational control for the full year as being
located in areas which are ‘water-stressed’,
compared to nine inthe original 2008 survey.
All 12 sites are in Africa. We are developing
plans to reduce that stress and riskin a
systematic and structured way.

Inthese water-stressed sites, our goal
is to reduce water wasted by 50% by 2015,
compared to a 2007 baseline. Our progress
this year—an 8.6% reduction from the
previous year, contributing to a 14.5%
reduction against our 2007 baseline —is the
result of a combination of investmentin
equipmentand better practices. Forexample,
atourKaase brewery in Ghana, where we
brew Guinness, investment in a water
improvement initiative and the replacement
of a pasteuriserimproved water efficiencies
by 2.4% and reduced absolute water use by
14,000m?. At our brewery in Uganda, our
water-use ratioimproved by 20% during the
year, which resulted in an absolute reduction
in water use of 9.5% or 57,000m?, against a
backdrop of volume growth.

However, we need to accelerate the rate
ofimprovement if we are to meet our 2015
target. We are optimistic that intensifying
ourinvestmentin water recovery and water
re-use, and improved water conservation
at sites in water-stressed areas, will accelerate
our progressin 2013.This strategy has already
enabled our Kenya Glass and Kenya Maltings
facilities to achieve their 2015 targets.

Water and the environment
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Reducing water pollution

Clean water is essential to our business
and to the habitats and communities

around us. Itis our responsibility to reduce

asfaras possible the polluting power of
the water that leaves our operations.

By 2015, our target is to reduce the polluting
power of wastewater (measured in
biochemical oxygen demand or 'BOD’)
by 60% againsta 2007 baseline. This year,
we achieved a 9.0% reduction. Despite this
reduction, however, overall there has been
an 11.2% increase in the BOD polluting
power of wastewater since 2007.
Nonetheless, we have cause for
optimismin 2013.Our Cameronbridge
distillery in Scotland, where we make
Tanqueray gin and grain whisky for Johnnie
Walker, Buchanan’s and Windsor, was
responsible for 60% of our BOD in 2012.
Inthe last quarter of 2012, the distillery’s new
bio-energy plant began to produce positive
results, reducing BOD by 34% compared
tothelast quarter of 2011. With the plant
becoming fully commissioned during the
next financial year, we hope to achieve
significant BOD reductions and be on
trackto meetour 2015 target.

Across all our operations, we are
concentrating on ensuring that products such
as yeast and spent grain are eliminated from
ourwastewater and instead used for positive
purposes. We are also seeking ways to reduce
the use of brewing filtration process aids like
kieselguhr. Atour Ogba brewery in Lagos,
Nigeria, for example, we implemented a new
filtration system which eliminates kieselguhr,
with consequent benefits for wastewater. We
are looking to replicate this new technology
atothersites.

Globally, our facilities handle and treat
effluentin three ways:

- On-site effluent treatment facilities,
where anaerobic and/or aerobic microbial
growth reduces BOD.

- Directrouting to off-site third-party
municipal treatment facilities, where
anaerobic and/or aerobic microbial
growth reduces BOD.

- Directdisposal to the environment, where
wastewater is discharged under licence
and local regulations and relies on
dispersal to minimise impacts.

Effluent disposal routes from our sites are
various and sometimes complex, but can
be summarised in the following table.

Water discharge by quality and destination (2012)

The immediate receiving medium
after leaving Diageo site

As a % of total Diageo

The % of the final BOD

effluent volume to the environment

Lake 79 0.8
Third-party municipal 325 06
Land 1.0 00
River 335 20.7
Sea 250 779
Wetland 0.1 00
Diageo (total) 100 100

Wastewater polluting power by region, by year (BOD/kt)

Region 2007 2010 2011 2012
North America 330 286 30 18
Europe 21,812 26,275 30,258 28,438
Africa 9,831 6,958 9,471 7,716
Latin America and Caribbean 561 52 10 6
Asia Pacific 0 0 0 1
Corporate 1 2 3 1
Diageo (total) 32,535 33,573 39,772 36,180

Diageo Sustainability & Responsibility Report 2012



Carbon

We want to cut the link
between the manufacture of
our products and the fossil fuels
which contribute to climate
change, reducing our carbon
emissions and ensuring the
long term sustainability of

our business.

Ourapproach

Making and distributing spirits, beer and

wine uses energy — but we do notignore
therisks posed by carbon emissions to the
environment, and to our business. We are
aiming to reduce our carbon emissions by half
in absolute terms, which has meant changing
the relationship between production and the
use of fossil fuels.

Through avariety of activities, we have
been able to grow our business while
reducing the carbon emissions associated
with our value chain, as well as our risk
exposure to energy insecurity and rising costs:
+ Improving energy efficiency in our

operations
+ Generating renewable energy at our sites
-+ Sourcing renewable or low-carbon energy
« Working with business partners to reduce
carbon from distribution.

Sources of energy consumption (TJ)

B Direct’
M Indirect!

11,702

11,87

10,775 10,437

1,777

20072 20107 20112 2012

(1) Directand indirect energy sources refer to those that
generate Scope 1 (direct) and Scope 2 (indirect) emissions
as defined by the World Resources Institute (WRI)/World
Business Council for Sustainable Development (WBCSD)
Greenhouse Gas Protocol: A Corporate Accounting and
Reporting Standard, Revised Edition.

(2) 2007 baseline data and data for the four years ended
30June 2011 have been restated in accordance with
WRI/WBCSD Greenhouse Gas Reporting Protocol and
Diageo Environmental Reporting Guidelines.

Direct energy consumption split by
renewable and non-renewable (TJ)'

B Non-renewable
B Renewable

11,702

11,186

10,659
9,865

20072 20107 20112 2012

(1) Directenergy consumption refers to energy sources that
are owned or controlled by the company and generate
Scope 1 emissions as defined by the World Resources
Institute (WRI)/ World Business Council for Sustainable
Development (WBCSD) Greenhouse Gas Protocol:

A Corporate Accounting and Reporting Standard,
Revised Edition.

(2) 2007 baseline data and data for the four years ended
30June 2011 have been restated in accordance with
WRI/WBCSD Greenhouse Gas Reporting Protocol and
Diageo Environmental Reporting Guidelines.

Energy efficiency (MJ/l packaged)

B Direct!
M Indirect!

34

20072 20107 20112 2012

(1) Directand Indirect energy sources refer to those that
generate Scope 1 (direct) and Scope 2 (indirect) emissions
as defined by the World Resources Institute (WRI)/World
Business Council for Sustainable Development (WBCSD)
Greenhouse Gas Protocol: A Corporate Accounting and
Reporting Standard, Revised Edition.

(2) 2007 baseline data and data for the four years ended
30June 2011 have been restated in accordance with
WRI/WBCSD Greenhouse Gas Reporting Protocol and
Diageo Environmental Reporting Guidelines.

Indirect energy consumption split by
renewable and non-renewable (TJ)'

B Non-renewable
B Renewable

1,935

20072 20107 20112 2012

(1) Indirect energy consumption refers to the energy used
from purchased electricity consumed and generated
Scope 2 emissions as defined by the World Resources
Institute (WRI)/World Business Council for Sustainable
Development (WBCSD) Greenhouse Gas Protocol:

A Corporate Accounting and Reporting Standard,
Revised Edition.

(2) 2007 baseline data and data for the four years ended
30June 2011 have been restated in accordance with
WRI/WBCSD Greenhouse Gas Reporting Protocol and
Diageo Environmental Reporting Guidelines.

Directand indirect carbon emissions
by weight (1,000s tonnes CO,)'

B Direct
B Indirect

7158

20072 20107 20112 2012"

(1) CO: figures are calculated using the kwh/CO: conversion
factor provided by energy suppliers, the relevant factors
tothe country of operation or the International Energy
Agency,as applicable.

(2) 2007 baseline data and data for the four years ended
30June 2011 have been restated in accordance with
WRI/WBCSD Greenhouse Gas Reporting Protocol and
Diageo Environmental Reporting Guidelines.

A Total tonnes of COz included in this table in respect
oftheyear ended 30 June 2012 are covered by KPMG's
independentassurance reporton pages 107-109.

Water and the environment
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Carbon emissions by weight by region (1,000s tonnes CO,)'

Region 20077 20102 20112 2012
North America 217.2 1713 1304 66.6
Europe 362.5 347.0 3219 3164
Africa 2319 247.8 2584 2583
Latin America and Caribbean 255 203 19.5 18.3
Asia Pacific 154 10.2 10.5 10.2
Corporate 21.3 15.7 1. 1.7
Diageo (total) 873.8 81237 751.8 681.5"

(1) CO, figures are calculated using the kWh/CO, conversion factor provided by energy suppliers, the relevant
factors to the country of operation or the International Energy Agency, as applicable.

(2) 2007 baseline data and data for the four years ended 30 June 2011 have been restated in accordance with
WRI/WBCSD Greenhouse Gas Reporting Protocol and Diageo Environmental Reporting Guidelines.

A Total tonnes of CO, included in this table in respect of the year ended 30 June 2012 are covered by KPMG's

independentassurance report on pages 107-109.

We monitor and measure our greenhouse
gas (GHG) emissions in accordance with
the World Resources Institute (WRI)/World
Business Council for Sustainable
Development (WBCSD) Greenhouse Gas
Protocol: A Corporate Accounting and
Reporting Standard, Revised Edition.

Performance

On courseto meet challenging targets

Our strategy for reducing the carbon
emissions of our operations by 50% by 2015
ison course, with a reduction of 9.4%in the
past year,and 22.0% compared to the 2007
baseline.We are particularly proud to have
made this significant reduction in absolute
terms at the same time as production
volume has grown.

The savings this year represent a
reduction of Scope 1 direct emissions by
7.8%,and Scope 2 indirect emissions from
purchased energy by 19.1%. Our 2015 target
does notapply to Scope 3 emissions from
otherindirect sources.

Our commitment to absolute reduction
in our emissions means that every incremental
saving becomes more challenging. The
challengeis frequently most acute in emerging
markets, like Africa, where some elements of a
low-carboninfrastructure have yet to develop.

Nonetheless, itis encouraging that
the pace of emissions reduction increased
significantly last year — we made considerable
savings through a variety of energy efficiency
initiatives, and the use of low-carbon energy
atour sites —and we are committed to
pursuing the remainder of our journey to
a 50% reduction in absolute emissions.

Diageo Sustainability & Responsibility Report 2012

Improving energy efficiency

inour operations

Reviewing and improving the energy
efficiency of our operations reduces carbon
emissions, cuts energy bills, and reduces our
exposure to energy risks. This year, measures
like process redesign, equipment
improvements and retrofitting, and cultural
and behavioural changes created global
savings of 2.2% of total energy or 270TJ.

Our energy efficiency results represent
the sum of many smallimprovements.
Across the business, we implemented over
100 energy-efficiency and GHG emission-
reduction initiatives this year. These included
projectsaimed atimproving insulation on
cookers and stills, the installation of variable
speed drives and low energy lighting
systems, and improvements to air condensers
and boilers.

Generating renewable energy at our sites
Alcohol production creates a number of
by-products which can be exploited as
sources of renewable energy,and we have
continued to invest in the bio-energy
potential of our distilleries and breweries.

In September 2011, we submitted
proposals to Moray Councilfora new,
£6 million bio-energy plant at our Glenlossie
distillery complexin Speyside, Scotland, which
will harness the potential of burning draff (the
spent grain remaining after whisky distillation)
to create steam for the distilling process. The
Glenlossie project, which is projected to save
approximately 6,000 tonnes of CO, per year,
follows similarinvestment in renewable
energyin 2010 at the nearby Roseisle distillery,
where currently 50% of total energy demand
is being met from on-site renewable
energy generation.

Sourcing renewable and

low-carbon energy

Renewable and low-carbon energy from
wind, hydro, nuclear and bio-energy sources
contribute significantly to reducing emissions.
This year we sourced 52% of our electricity
from low-carbon sources, with some regions,
like the United Kingdom and Ireland,
approaching 100%.

Finding innovative sources of renewable
energy is a key part of our carbon reduction
plans. Forexample, one of our biggest drivers
of carbon reduction this year was at our Gimli
distillery in Canada, where we make Crown
Royal. Here a project began this financial year
to use green biomethane gas which has
reduced ourfossil fuel carbon emissions at
that location by more than 99%.

Reducing carbon from distribution

We set our carbon emissions target partly
toimprove the efficiency of the parts of our
business over which we have most control -
production. But we are also committed to
reducing emissions associated with
distribution — both of raw materials and
packaging to our sites,and of our brands

to market. Forexample, our estimated CO,
emissions in NAfor distributing finished
goodsin 2012 were 122,000 tonnes.

Anumber of initiatives are aimed at
reducing these emissions. Forexample,
we have established ourselves asleadersin
energy-efficient distribution in the United
States through our use of trucks fuelled
by compressed natural gas (CNG) and our
three-year membership of SmartWay, a
public/private collaboration between the
US Environmental Protection Agency and
the freight transportation industry. SmartWay
helps freight shippers, carriers, and logistics
companiesimprove fuel-efficiency and
save money.

We are also helping our employees
reduce their carbon footprint, by encouraging
them to use video- and tele-conferencing
instead of travelling to meetings; to work from
home when it makes sense to do so;and to
take partin bike-to-work schemes. We've also
set up a car-sharing scheme - forexample
atour Leven packaging facility, where 88
employees registered, saving a projected
44,618 road miles, equivalent to a reduction
in emissions of 14.7 tonnes of CO.

(1) For North American-based distribution, we use
the US EPA SmartWay programme calculation
methodology. For transportin the rest of the
world, we developed an in-house modelling
programme. This programme applies specific
emission factors for each mode of transport
(road, rail, inland waterways, deep sea, and ferry)
calculated against number of cases shipped and
kilometres travelled.



Waste

We're committed to reducing
and reusing whatever we
can —and eliminating waste
tolandfill.

Ourapproach

As with any product, making alcoholic
beverages generates waste at every stage of
the product lifecycle. Where possible we want
to reduce the materials we use, and then we
work to make the best use of the waste we
can'tavoid. Above all, we want to ensure that
nothing is simply thrown away. Landfills are
more than justan eyesore: they cause the
contamination of ground- and surface-water;
they emit the greenhouse gas methane; they
take up land that could be used more
beneficially; and they have negative impacts
on biodiversity.

We're committed to eliminating waste to

landfill entirely from our operations by 2015

through a variety of measures, which we

outline below:

+ Reducing materials

- Finding agricultural uses for waste

+ Recycling packaging and other materials
- Recovering waste forenergy.

Performance
Eliminating waste sent to landfill from our
operations entirely by 2015 remains a
challenging target. But, after a setbackin 2011,
we are back on track, with a reduction of
20.5% this year and an overall reduction of
56.8% againsta 2007 baseline.
Thisamounted to 94.8% of our total
waste being reused or recycledin 2012.1n
terms of hazardous waste, 0.9% was disposed
oftolandfill or recycled.

Total weight of waste by type and disposal in 2012 (tonnes)

Total

waste Total
reused or waste to Total
Region recycled landfill waste
North America 22322 16,549 38,871
Europe 371,692 181 371,873
Africa 197,327 18,360 215,687
Latin America and Caribbean 11,973 925 12,898
Asia Pacific 58,510 5 58,514
Corporate 799 178 977
Diageo (total) 662,622 36,199 698,821
Hazardous waste, reused, recycled and sent to landfillin 2012 (tonnes)
Hazardous Hazardous
waste reused or waste
Region recycled to landfill
North America 79 1
Europe 226 54
Africa 5 16
Latin America and Caribbean 7,697 -
Asia Pacific - -
Corporate - -
Diageo (total) 8,008 71
Total waste to landfill by year (tonnes)
Region 2007 2010 2011 2012
North America 40,828 40,494 20,517 16,549
Europe 3,627 1,107 579 181
Africa 33,492 14,068 21,790 18,360
Latin America and Caribbean 4,694 1,648 686 925
Asia Pacific 588 89 1 5
Corporate 571 567 1,967 178
Diageo (total) 83,801 57,973 45,540 36,199

Because wasteis generally a localised issue,
the way that we improve our waste-handling
varies significantly from site to site, and region
toregion. But globally, we are encouraging
increased awareness and better practices,
which, combined with a willingness to make
the best use of available local infrastructure,
are helping us meet our target.

We are proud of the fact that 16 of our
sites in Scotland, for example, sent zero waste
to landfill this year — taking the number of sites
in this category to 24 globally. We have also
made significant reductions of waste to
landfill across our brewing operationsinin
Africa.In particular, waste to landfill has been
halved at our operations in Aba and Benin City
in Nigeria, with considerable progress at other
locations throughout the region.

Below are some of the ways in which
we have worked towards our target.

Total waste to landfill by year (tonnes)
83,801

57973

45,540
36,199

2007 2010  20Mm 2012

Water and the environment
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Reducing materials

The primary way that we can reduce the
amount of waste going to landfillis reducing
the materials we use in the first place. For
example, atour brewery in Ogba, Nigeria,
we eliminated waste kieselguhr by using

an alternative filtration system.

Finding agricultural uses for waste

Some material previously sent to landfill can
be putto good use by farmers. At our Aba
brewing facility in Nigeria, a project to make
spentgrainsand yeast available to farmers
reduced waste to landfill from this site by
over 50%in 2012.

Atour maltings facility in Kenya, we have
begun composting wet grain waste within
the site, which has reduced waste to landfill
by 32 tonnes.

Recycling packaging and other materials
We seek to ensure thatas much material

as possibleis recycled. At our Tusker brewery
in Kenya, initiatives including training for
technical operators and contractors in
waste segregation, and the recycling of
polyethylene bags and cartons from the
packaging department, have contributed to
areduction of waste to landfill of 15%. And at
ourlsipingo blending and packaging site in
South Africa, 13 tonnes have been diverted
from landfill by recycling paperand
packaging straps.

Recovering waste forenergy

Where materials cannot be recycled, as a last
resort we explore their potential for energy
recovery through incineration. In some areas,
we didn't send any waste for use as energy,
but where this is the only feasible option, we
work with trusted partners using advanced
technology to minimise the impact of
converting waste to energy.

Types of waste
Our operations generate both hazardous
and non-hazardous waste.

The majority of our waste is non-
hazardous and this includes: organic matter,
like yeast, remaining from the brewing and
distillation processes; kieselguhr, which'is a
soft rock used for filtration; and the pulped
labels from the bottles which we recycle.
Otherwaste streams include damaged
packaging, sludge from wastewater
treatment, boiler ash, and office waste.

Hazardous wastes, including oils, acids,
and bases, are used subject to government
regulations and environmental consents, and

are disposed of through specialist contractors.

Lastyear,a total of 71 tonnes of hazardous
waste from 14 sites went to landfill - a figure
we are seeking to reduce.

We are exploring ways to reuse or
recycle all of our waste streams — often in
ways that bring benefits to our business,
the environment, or local communities.

Diageo Sustainability & Responsibility Report 2012

Sustainable packaging

We believe we make some

of the best drinks in the world,
butwe're also proud of the
packaging that protects,
preserves and sells our brands.
We're committed to addressing
the environmental impacts of
our packaging while keeping
its sense of celebration.

Ourapproach

People want the brands they enjoy to bein
perfect condition when they buy them,and
we want them to stand out on the shelf. But the
packaging that plays such animportant part

in protecting and marketing our brands has
environmental impacts throughouta chain
that stretches from our suppliers, through
theretailer, to the consumerand beyond.

We want to use packaging which
combines the lowest possible environmental
impact with protecting, delivering and
presenting our products and brands—and we
have adopted a global approach, focusing first
on high-volume brands where our savings will
have the mostimpact.In 2010 we set targets,
using a 2009 baseline, to reduce average
packaging weight, increase the recycled
content of our packaging, and make all our
packaging recyclable or reusable by 2015.

This year, alongside steady progress against
these targets, we published guidelines to
reinforce this message.

Performance
Reducing packaging
We have set ourselves the target of reducing
the average packaging weight of our
products by 109 against a 2009 baseline.
This year, we saved 13,374 tonnesin
packaging weight, a reduction of 1.6%. Since
2009, we have reduced the average weight
of our packaging by 4.8%.
As an example, we saved more than
2,500 tonnes of packaging by replacing
10 million 200mland 375ml glass bottles for
our Captain Morgan brand with collapsible
polyethylene (PET) containers at our Plainfield
facility in lllinois, United States. And for the
United Kingdom market, we lightweighted
Blossom Hill wines from 415g to 3909 per
bottle, reducing total weight by 2,000 tonnes.
Weight reductions not only affect how much
material we need to package our products,
butalso create other savings, especially in
transport and associated carbon emissions.

Increasing recycled content

By 2015, we aim toincrease the average
recycled contentacross all packaging by 20%
t042%. Currently, average recycled content
across all packaging is 35%, as reported

last year.

80% of our cardboard packaging and 52%

of aluminium cans are made from recycled
material. However, glass makes up the majority
of our packaging and the recycled content
varies according tofactors including the
availability of ‘cullet’ - recycled glass which

has been crushed and is ready for re-melting
—andlocal recycling practices. The use of cullet
reduces the energy required to make bottles as
well as theimpacts on virgin resources, and this
isan area in which we recognise that we need
to make further progress.

Ouraimis to use more recycled and
sustainably sourced virgin contentin all our
packaging, through better technology and
by working with our suppliers.

Making packaging recyclable and reusable
Making our packaging recyclable reduces
therisk that it willend up adding to the landfill
problem. Levels of recycling infrastructure
and awareness vary from market to market, so
we tailor ourapproach to recycling according
towhat can be achieved locally, while globally
we aim to eliminate the use of any materials
that are harmful to the environment.

We are aiming to make all packaging
100% recyclable or reusable by 2015. This year,
the proportion was 98.3%, compared to 97.7%
in 2009.

Forexample, this year we redesigned the
cartons for Johnnie Walker Red Labelin the
Asia Pacific region, removing an oil-based
metallised plastic film (met-pol) that limited
recycling in local facilities, and diverting 1,500
tonnes of cardboard from landfill.

The wider environment

The complexity and variety of
the natural world is something
to celebrate. We want to
support, not harm, the
biodiversity of the places where
we work —and to minimise all
ourimpacts on the wider
environment.

Ourapproach
Ourdistilleries, breweries, wineries and other
sites are all surrounded by complex eco-systems
which supportawide range of plantand animal
species. We are committed to safeguarding
biodiversity around our operations, with a
particularemphasis on theimpacts caused
by the use of our main ingredient, water.
Alcohol productionis also associated
with arange of airemissions which can deplete
ozone or contribute to acid rain, although
theseimpacts are relatively small for our
business. Spills and otherincidents can
introduce chemicals—usually alcohol—intothe
environment.We are measuring and reporting
these emissions and spills, mitigating the risks,
and reducing theirimpact wherever possible.



Addressing ourimpacts on biodiversity
Healthy eco-systems support more than the
diverse species that comprise them —they
are often essential to the local economy,
supporting agriculture and providing a
resource to communities. While we have a
responsibility to the environment and the
communities we share it with to preserve
and support biodiversity, we are also,as a
user of natural ingredients in our products,
dependenton it for the sustainability of
our business.

Many of the programmes described
in other sections of this report create
environmental improvements that support
biodiversity. Overall water use, water
abstraction and airemissions all generate
impacts on biodiversity. As well as ourown
initiatives around biodiversity, we have set
out what we expect from our suppliersin our
Sustainable Agricultural Sourcing Guidelines
and Partnering with Suppliers standard.

Waterand biodiversity
Ouroverall water strategy focuses on
increasing the efficiency of water use and
reducing pollution globally, with a specific
emphasis on reducing water wasted in
water-stressed areas. The use of waterin
areas that are water-stressed has particular
consequences for biodiversity.
We have identified 14 water sources used
by our operations as being sensitive. Three of
our production sites are associated with
wetlands designated as being of international
importance under the Convention on
Wetlands of International Importance, or the
‘Ramsar Convention, an inter-governmental
treaty agreed in Ramsar, Iranin 1971. They are:
KumasiKaase, Ghana, in relation to the
OwabiNature Reserve

«  KampalaInternational Distillers Uganda,
Uganda, in relation to Lutembe Bay

+ Kampala Uganda Breweries Limited,
Uganda, in relation to Mabamba Bay.

In each of these protected wetlands we are
monitoring the local issues specific to our
sites,and implementing innovative
technologies which improve water efficiency
and improve the quality of wastewater. We are
also exploring the potential for collaboration
with otherindustries and stakeholders to
encourage the spread of more effective
management practices.

The water that leaves our operations
also has potential impacts onrivers, lakes,
streams and the ocean. Currently we do not
have sufficient information to understand
ourimpact fully when it reaches these water
bodies but overall we believe it is relatively
small. For information on how we deal with
effluent, see our reducing water pollution
section on page 44.

Sites or owned land adjacent to areas of biodiversity value

Biodiversity value

IUCN Red Data Protected
species or local

Site Type of operation of adjacent land designations
St Croix Distillery The St Croix ground lizard, St Croix ground lizard
US Virgin Islands mainly found in beach
areas and upland forest, is
indigenous to the island of
St. Croix and three other islands
Kilkenny Brewery Designated as a candidate Freshwater pearl
Ireland Special Area of Conservation mussel
(SAC) on the basis of terrestrial
and freshwater ecosystems
Uganda Brewery Brewery Uganda Breweries Limited None
Uganda is located in Port Bell Luzira,
adjacent to the Muchison Bay
wetland at the shores of Lake
Victoria
Mwanza Brewery Adjacent to the wetland at the None
Tanzania shores of Lake Victoria
Jamaica - Brewery Approximately 3.2km from None
Red Stripe Kingston Harbour — National
Jamaica Environment Protection
Agency Water Resource
Authority
Blair Athol Distillery Freshwater Natura 2000 Atlantic salmon,
Distillery site; Site of Special Scientific otters, sea lamprey,
Scotland Interest (SSSI) river lamprey, brook
lamprey and pearl
mussels
Burghead Maltings Maritime ecosystem (Sea) Dolphins
Maltings Natura 2000 site; SSSI
Scotland
Cardhu Distillery Freshwater Natura 2000 site; Atlantic salmon,
Scotland SSSland SAC otters, sea lamprey
and pearl mussels
Cragganmore Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSSland SAC otters, sea lamprey
Scotland and pearl mussels
Dailuaine Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSShand SAC otters, sea lamprey
Scotland and pearl mussels
Dalwhinnie Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSSland SAC otters, sea lamprey
Scotland and pearl mussels
Dufftown Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSSland SAC otters, sea lamprey
Scotland and pearl mussels
Glen Ord Distillery Maritime ecosystem (Sea) Goosander, greylag
Distillery Natura 2000 site; SSSIand SAC goose, merganser
Scotland
Glen Spey Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSSland SAC otters, sea lamprey
Scotland and pearl mussels
Gleneagles Hotel Hotel Raised dome sphagnum peat None
Scotland mire — SSSI which is managed
in conjunction with Scottish
Natural Heritage
Glendullan Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSSland SAC otters, sea lamprey
Scotland and pearl mussels
Knockando Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSSland SAC otters, sea lamprey
Scotland and pearl mussels
Mortlach Distillery Freshwater Natura 2000 site; Atlantic salmon,
Distillery SSSland SAC otters, sea lamprey
Scotland and pearl mussels

Water and the environment
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Protected areas and threatened species
As shown on the preceding page, we have
identified 18 operational sites and/or vacant
owned land to be near or adjacent to areas
designated as having biodiversity value by the
United Nations or national conservation lists,
with a total area of approximately 15 km2,
Several of oursites are alsoin or close
to the habitats of species that are designated
as threatened by the International Union for
Conservation of Nature (IUCN). Forexample
our Captain Morgan distillery is sited in
St Croix, the US Virgin Islands, where the
St Croix ground lizard (@ameiva polops) is listed
as critically endangered by the [IUCN. Our
winery in Paicines, California, United States,
is adjacent to the Pinnacles National
Monument, a release site for the Californian
condor (gymnogyps californianus), which is on
the lUCN's Red List of Threatened Species. In
all cases, we are managing these sites and our
impacts onthem in accordance with our
licence conditions and the requirements
of local stakeholders.

Reducing ozone-depleting and other
airemissions
We have made significant progressin
eliminating ozone-depleting substances from
our operations. However, some substances,
including HCFCs, are inherent components
of equipment and small quantities are emitted
through its use and maintenance.

This year, 10,170kg of HCFCs were present
in our refrigeration and air-conditioning
systems, of which 563kg were emitted.

Where there’s muck,
there’s gas

Diageo Sustainability & Responsibility Report 2012

Halons have been almost eliminated from all
our manufacturing sites while CFCs are
present in extremely small quantities.

HCFCsand CFCs (2012)

Present kg Emitted kg
Halons 0.50 0
CFC 16.1 0.50
HCFC 10,170 563.0
HFC 3,501.0 290.0
Other airemissions

The use of fuel and the distillation of alcohol
generate emissions which have impacts on
the environment. In 2012, we emitted 1.262kt
of nitrous oxides (NOx) and 1.313kt of sulphur
dioxides (SOx).

NOx and SOx are calculated based on
fuel usage and standard emission factors.
A small number of sites have NOx and SOx air
emissions associated with the roasting and
kilning of cereals, used to flavour some of our
brands. These emissions are measured but are
minimal to our overall total NOx / SOx levels,
which remain low compared with
background NOx and SOx data.

Accounting for spills and other incidents

There were three incidents of non-
compliance with environmental consents this

NOx and SOx emissions (2010-2012)

year, resulting in a total of $68,300 (£48,623)
infines. There were 12 spills or other incidents
during the reporting year, totalling
approximately 27,000 litres of spilled material.

Ourapproach to genetically modified
organisms (GMOs)

Scientific knowledge and public acceptance
of GMOs varies between regions and
countries. We believe that the government
agencies responsible for public health and
the environment should guide public policy
inthese areas.

In general, we aim to use materials that
are not genetically modified in the production
of ourbrands. We have a policy of not using
genetically modified material for the
European domestic and duty-free markets,
and currently use very few genetically
modified materials in Asia Pacific or Africa.
However, this policy cannot be applied in
the United States and Canada, where there
is a high proportion of genetically modified
material in the supply chain.

We comply with all local labelling
legislation, including any requirement to
identify GMOs. We will continue to monitor
and respond to scientificand regulatory
developments, as well as to consumer
attitudes, and keep our policy under
regular review.

2010 2011 2012
NOx (kt) 1171 1.269 1.262
SOx (k) 1.265 1319 1313

The use of renewable energy will play an essential
partin our drive to reduce carbon emissions.

An innovative scheme in Canada is harnessing

an unlikely source of green energy — rubbish.

Case study:

Our distillery in Gimli, Manitoba, is at the
forefront of our drive to use renewable energy.
The plant, where we distil Crown Royal whisky,
has replaced its entire supply of the fossil fuel
natural gas with biomethane, aform of
greengas.

The biomethane is captured from the
decay of organic matter in landfill sites —a
renewable source that has a neutral impact on
carbon emissions. Using biomethane instead
of fossil fuel gas will have a dramaticimpact
on Gimli's carbon footprint, reducing the CO,
emissions from Gimli by more than 99%.

The Gimliinitiative, which began as a concept
earlier this year and is now fully operational, is
an initial three-year partnership with provider
Bullfrog which has great potential for our
business. Converting to biomethane in this
one location will reduce our overall CO,
emissions by 3%, a significant contribution to
ourglobal carbon strategy, which is designed
to halve the overall CO, emissions of our
operations by 2015.

Formore case studies from
around the world, please visit
http://srreport2012.diageoreports.com
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63,638

63,638 people in Latin America
and Caribbean have been
trained through our Learning
for Life programme since its
launchin 2008

8mi|lion .“l

Our goalis to provide access
to water for 8 million people
in Africa by 2015;in the past
six years we have run over
200 projects

£ 2 Ormion

Diageo invested £2.6 million
in social entrepreneurs across
the world this year through
Champions for Change and
the Arthur Guinness Fund

25698 #

We employed an average of
25,698 peoplein 2012, with
39% from emerging markets
in Africa, Latin America and
Caribbean, and Asia Pacific

£28./ion

£28.7 million (0.9% of our
operating profit) went to
our community investment
programmes this year

Pictured here,a woman stands
infront of the Zenu water
purification plantin Ghana,
one of our many community
investments this year. Creating
jobs, paying taxes, investing

in skills development,
providing accessto clean
water, supporting social
entrepreneurs,and helping
when disaster strikes are some
of the ways we contribute to
ourcommunities.

Socio-economic development
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Socio-economic
development

Our approach
At Diageo, giving back to our communities
has been a part of our history dating back
to the founders of our legacy companies.
Inthe nineteenth century, forexample,
Arthur Guinness provided parks and housing
for Dublin’s poor at atime when governments
relied on private beneficence to fund public
services. Meanwhile Grand Metropolitan
was closely linked with projects tackling
unemployment before it merged with
Guinness to become Diageo.
Ourapproach has expanded since
we made a meaningful assessment of the
potential impact of our entire value chain,
including but not limited to our corporate
philanthropy. Specifically, our strategy is
defined around three pillars:
Local wealth creation - contributing to
economic development through arange
of business activity, including tax
contributions, local hiring, local sourcing
andfostering an enterprise culture.
Community investment —establishing
investment programmes through
corporate-wide or brand-led
charitable activity.
Advocacy for positive change — working
with other companies, governments,
industry bodies and NGOs to address
sustainable development.

Performance and outlook
Whether through our direct
operations, our local
investment or our advocacy
for change, we are proud of
the contribution we make
to our communities.

Diageo Sustainability & Responsibility Report 2012

Celebrating life, every day, everywhere is about
contributing to the lives of our employees and
business partners, and to the wider community
through all our activities. Helping to maximise our
social and economic impact builds trust with our
stakeholders, boosts employee engagement and
supports the stable operating environment we

need to succeed.

Our stakeholders expect global companies
like Diageo to demonstrate a contribution

to socio-economic developmentin the
communitiesin which they operate. This is
especially true in markets that may not have
well-developed regulatory environments
and lookto the private sector to collaborate
through good business practices. In this way,
our strong commitment to our communities
helps us build relationships with the
stakeholders we rely on,and directly
supports our growth strategy.

Local wealth
creation

Community

investment

Key metrics

We measure our impact on our communities
inavariety of ways, but primarily have

used targets to measure the impact of our
community investment. As we continue

to expand our approach to socio-economic
development, we will further consider

how best to measure our shortand long
term impacts.

Advocacy for
positive change

Progress against Socio-economic development targets

Target by 2012 2012 performance Cumulative performance Achievement
Contribute 1% of Contributed 0.9% n/a Not
operating profit to achieved
charitable causes

every year

Target by 2015

Source 70% of raw Achieved 56% n/a On track
materials used in African

operations from Africa

Improve access to safe Approximately 1 million We have supported 200 On track

drinking water for eight
million people in Africa

people benefited

projects supporting water
infrastructure since 2006,
and are currently
re-evaluating our
measurement and
evaluation of this
programme

Target by 2016

Train 100,000 people
through our Learning for
Life programme
worldwide

12,639 people trained

63,638 people trained On track
since 2008

70-80% of Learning

for Life students

secure employment

upon graduation




Local wealth creation

There are many ways that our business

created wealth forits local communities

thisyear.

- Diageo employed an average of 25,698
peoplein 2012, with 39% from emerging
markets in Africa, Latin America and Asia
Pacific. This percentage is expected to
grow as we expand our business in
emerging markets.

+ Weareone of the largest tax contributors
inKenya.

+ Werecognise theimportance of local
sourcing and actively measure our
progress against a target to source 70%
of raw materials for African production
sites from Africa by 2015; this year we
sourced 56%.

« Some of our subsidiaries are publicly listed
on local stock exchanges, where investors
receive dividend payments and potential
capital growth. In total we have over
100,000 local shareholders in emerging
markets through the following companies:
Guinness Nigeria, East Africa Breweries Ltd,
Guinness Ghana Breweries, Seychelles
Breweries and Red Stripe in Jamaica.

Community investment

As shown in the key metrics table on page 52,
ourimpacts incommunity investment are
measured through progress against targets
managing inputs such as investment,
oroutputs such as the number of people
benefiting from a given programme.

This year, we invested around
£28.7 million which amounts to 0.9% of our
operating profit excluding exceptional items.
While just shy of our 1% target, our community
investmentincreased each yearand currently
excludes investment in the socio-economic
development activities that we run without
charitable partnerships.

Contributions were given through
avariety of meansincluding long term
corporate-wide flagship programmes,
brand-led or cause-related marketing,
foundation grants or local donations of
time, money and product.

The key areas of investment focus
on responsible drinking, access to clean
water,education and training and social
entrepreneurs. We measure performance
of these longer-term investments
through targets shown in the table for all
programmes except social entrepreneurship.
This year we financially supported 82 social
entrepreneurs and delivered training to 70.
We are developing formal targets for this
programme, and will report progress
againstthem next year.

Other investment is split by a variety of
causes,important to our local markets and
communities. Itincludes contributions to The
Thalidomide Foundation Ltd in Australiaand
the Thalidomide Trust in the United Kingdom
in support of alegacy commitment. These
contributions are distinct from the litigation
settlement achieved in July 2012 in Australia.

Advocacy

This year we worked with others to promote
change on arange of issues from anti-
corruption to food and water security to
accountability and transparency in business
journalism. For example, in Nigeria, we signed
up to the Convention on Business Integrity
(CBI),a Nigerian organisation that asks
businesses to adhere to and be measured
by its Code of Business Integrity to move
Nigeria towards a ‘visible zero tolerance’

for corruption. We are also signatories of
important mandates such as the CEO Water
Mandate, endorsed by the United Nations,
and the New Alliance for Food Security and
Nutrition, endorsed by the African Union, the
World Economic Forum and the G8.Finally,
forthe ninth yearin arow, Diageoranthe
Africa Business Reporting Awards (DABRA),
aimed at strengthening local business
media by encouraging openness,
accountability and transparency.

Outlook

In the coming years we aim to improve
our methods for measuring ourimpact on
local sustainable development, both how
we measure our community investment
and how we measure the overall impact
of our operations.

While measuring the overall impact
ouroperations have on local communities is
challenging, we are exploring methodologies,
particularly with regard to our economic
impact. We plan to start measuring this in
certain markets, beginning in Africa with
Ghana, Kenya and Nigeria.

Moreover, we will continue to focus on
establishing socio-economic development
programmes that meet the needs of our
stakeholders. To help inform this work, we aim
to extend the sustainability and responsibility
strategy workshops we launched this year
tonew markets to understand whatissues
areimportant both tolocal stakeholders
and to Diageo. For 'Determining our material
impacts’ see page 17.

Local wealth creation

We have a commercial, strategic
and ethical interestin including
our communities in our value
chain - allowing the success of
our business to support the
stable economic environment
of our communities, as well as
our business needs.

Ourapproach

For us, wealth creation means ensuring our

business has a beneficialimpact onlocal

economies. We directly create wealth for

local stakeholders through:

+ Providinglocal jobs and building
local talent

- Sourcing fromlocal businesses

- Fostering economic opportunities
fornew parties in our value chain
Paying local duties and taxes

- Creating wealth forlocal shareholders.

To maximise the economic impact of these
activities, itis also important to support
community programmes that address local
concerns such as education and health,
oradvocacy that challenges the status quo
on topics such as setting high standards

of governance.

Wealth creation is especially important
in emerging markets, which now represent
almost40% of our net sales. Africa in particular
provides significant growth opportunities for
usasa business, with almost one in four of
Diageo's total workforce employed in this
dynamic and emerging market.

Socio-economic development
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Performance

The economic value we created this year
includes direct flow of cash to our
stakeholders through jobs, contracts and
investments as well as indirectimpacts, which
are harder to measure but can be the result

of business decisions indirectly opening

new economic opportunities.

The diagram below illustrates our total
direct cash contribution to the global
economy and how our revenue flowed to
many stakeholder groups in our value chain.

1.Suppliers (£6,114m)

More than 40% of our cash contribution
comes from buying raw materials, packaging
materials, logistics and transportation,
marketing materials, advertising and
information services and business support
from tens of thousands of direct suppliers.
This year procurement spend increased

by 13% compared to last year.

Cashvalueaddedin 2012

Otherincome
£248m

Suppliers
£6,114m

Investors
£1,036m

Diageo Sustainability & Responsibility Report 2012

Where possible and economically
appropriate, we source locally to support
local farmers, communities and economies.
In Africa, we aim to source 70% of our raw
materials from the region by 2015. At the
moment, we work with thousands of farmers
across the continent and source 56% of our
raw materials locally. Read more about our
work with suppliers on pages 83-90.

2.Governments (£4,443m)
Every year, our tax contribution accounts
fora significant proportion of the value we
contribute to economies around the world.
This year itamounted to about 30% of our
total contribution, including £3,832 million
in alcohol taxes and £611 million in other
taxes. This represents an increase of almost
19% compared to last year.

Ourtax footprint is made up of direct
and indirect tax payments. Direct taxes
include corporation tax, local business taxes

Diageo

Community
investments
£29m

Employees
£1,133m

Lenders
£509m

and excise duties on our sales, as well as other
sales taxes such as VAT. Indirect taxes include,
forexample, the payment of income and
corporate taxes by ouremployees and
suppliers.Read more about our regulatory
environmenton page /5.

3. Retained/invested for growth (£1,560m)
We are always looking for opportunities

that fit with our business — whether new
partnerships or new acquisitions —and this
year reserved 11% of our total cash for this
purpose. These opportunities for growth not
only benefitusasacompany butalso the
economiesin which we do business. This year
we made a number of acquisitions of brands,
distribution rights and equity interestsin
premium drinks businesses, particularly in
emerging markets such as Turkey, Ethiopia,
Vietnam and Brazil. Read more about
changes to our business this yearin our

2012 Annual Report.

Cashfrom
customers
£14,594m

Governments
£4,443m

Retained for
growth
£1,560m



4.Employees (£1,133m)

Recruiting, developing and retaining local
talentis one of the more direct ways in which
we can help develop local communities. We
are committed to reflecting the diversity of all
ourlocal populations in our leadership teams
and consider the long term welfare of our
employees in structuring benefits packages.
This year we paid our employees £1,133 million
or 8% of our total cash contribution in

salaries and benefits. Read more about
ourresponsibilities to our employees on
pages 61-72.

5.Investors (£1,036m)
We work hard to add long term value for
shareholders and are pleased to report that
ourtotal shareholder return continuesto
outperform the FTSE 100. Diageo is committed
toasustainable and progressive dividend
policy and this year recommended a further
8% increase inthe annual dividend paidto
shareholders. Diageo strongly believesin
the value of ouremployees sharing in the
company’s success and we actively encourage
ouremployees to become shareholders.
Asat 30 June 2012, 16,531 past and present
employees held 1.16% (2011 - 1.17%) of
Diageo’s ordinary issued share capital. For
more information see our 2012 Annual Report.
Aswellas being listed on both the
London Stock Exchange and the New York
Stock Exchange, Diageo owns stakes in
companies in various parts of the world that
are listed on local stock exchanges including
Guinness Nigeria, East Africa Breweries Ltd,
Guinness Ghana Breweries, Seychelles
Breweries and Red Stripe in Jamaica. Thisis
anotherimportant catalyst for wealth creation
inemerging markets.

6.Lenders (£509m)

Diageoisan active borrowerin global debt
capital markets. Investing in Diageo debt
instruments allows investors to achieve
attractiveyields, while their capital is
guaranteed by our strong cash flow generation
and sound business model. This year, about 3%
of ourtotal cash was paid tolenders. For more
information see our 2012 Annual Report.

7.Community investment (£29m)

We invested £28.7 million this yearin
community development that aimed to
address localinterests and needs. In total,
this amounts to 0.9% of our operating profit
before exceptional items and represents a
3% increase from last year.

8.Research and development (£18m)
Regionally-focused innovation can
help create local jobs and support
local communities.

In the last financial year, Diageo launched 24
innovations in Africafocused on creating new
products that appeal to African tastes and
embrace African cultures. One of these
brands, Armstrong, is a locally-produced
spirit-based drink that is an affordable and
credible beer alternative for lower income
consumers. It was launched in Ghanain

May 2012.

Creating wealth in Africa

With alarge production footprintin
Africa, we believe that contributing to
economicand social developmentis
core to our business success and to
our reputation.

We define our economicimpactin two ways.
First,interms of the direct flow of cash to our
stakeholders through jobs, dividends tolocal
shareholders, contracts, investments and
taxes;and second, through indirectimpacts,
which are harder to measure, butinclude the
contribution we make through our value
chains and network of business partners.
Inboth cases, ouraimis to include local
stakeholders in every aspect of economic
opportunity that our business can provide.

Directimpacts
This year alone we recruited 87 graduates
in Africathrough our three-year Growing
Together Pan Africa Early Career Programme.
In Ethiopia, where we recently acquired the
Meta Abo Brewery in Addis Ababa, we
quickly invested in a sales capability-building
programme for a new commercial leadership
team comprising existing Meta Abo Brewery
employees and new employees from the
local talent pool.

We make significant tax contributions
to governments. Indeed, we are one of
the largest tax contributors in Kenya
(representing over 4% of total tax income
tothe government).

Diageo has majority shareholdings
in four publicly-listed businesses (Guinness
Nigeria, East Africa Breweries Ltd, Guinness
Ghana Breweries and Seychelles Breweries)
which together have over 100,000
shareholders. The shares of these companies
are publicly traded and, in the majority of
cases, dividends are paid every year creating
asource of income forlocal investors.

Indirectimpacts

Demand for our brands creates opportunities
for hundreds of thousands of business
partners —from farmers to distributors, bar
owners and more. Supporting entrepreneurs
and local businesses within our value chain
plays animportant role in stimulating local
private sector growth. As part of executing
asustainable procurement strategy, we

work hard to source grain locally in Africa,

purchasing about 180,000 tonnes of grain
ayear fromthousands of farmers across the
continent. In many parts of Africa we are
working with the farming communities
toimprove their crop yields,and in some
cases helping to provide them with access
tofinancial services. Read more in our
sustainable agricultural partnerships
section on page 88.

Community investment
Our community investment
allows us to go beyond the
impacts of our operations
to help further enable the
sustainable development
of the communities we

rely on.

Ourapproach

Diageo has beeninvestingin local

communities for generations, building

onthe legacy of our brands' founders

like John Walkerand James Buchananin

Scotland who understood that it made

business sense to protectand nurture

the communities around them.

Ourinvestmentincludes long term,
actively-managed programmes that help
serve critical local needs; brand activity

and cause-related marketing thatengage

consumers around charitable causes; local

donations of employees’ time and money;
and investment from the Diageo Foundation,

a UK-registered charity with a board of

trustees which focuses on emerging markets.

Some brands have launched theirown

longer-term funds, for example, the Arthur

Guinness Fund which supports social

entrepreneurs or Zacapa Bar 7,a micro-

financing initiative in Guatemala.
We define our community investment
programmes in five ways:

+ Promoting responsible drinking through
innovative community programmes
(reported in the alcoholin society section,
on pages 27-38).

- Providing accessto clean water through
our Water of Life programme.

« Investing in skills and education through
various programmes such as Learning for
Life in Latin America and the Caribbean,
and Champions for Change in Asia.

- Investingin social entrepreneurship
through the Arthur Guinness Fund
and Champions for Change.

Supporting local interests and
infrastructure projects through donations,
volunteer efforts led by local employees,
disaster relief orlarge-scale infrastructure
projects initiated by the company.

Socio-economic development

SsauIsNg N0 1noqy

ouewllopad pue yoeoiddy

2>
o
e}
oy
=1
=
=
wv
=
™
°
e}
=
=

55



Performance

This year we invested 0.9% of our operating
profit or £28.7 million, supporting causes as
diverse as providing scholarships in Scotland,
tofunding water infrastructure in poor
communities in Africa, to responding rapidly
todisastersin Thailand, the Philippines

and Australia.

Community investment by type
(£000)

1 - Local interests and infrastructure! £15,405
2 - Responsible drinking projects
(charitable projects only) £5,751
3 - Access to clean water £1,249
4 - Social entrepreneurship £2,573
5 — Skills and education £2,846
6 — Management costs £863

6 |1
SH

|

w
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(1) Note that investment shown for local interests
and infrastructure includes £8.1 million (2011 -
£7.7 million) to the Thalidomide Trustand £1.5
million (2010 - £3 million) to The Thalidomide
Foundation Ltd in Australia in support of a legacy
commitment. Thalidomide is a drug which was
distributed in the United Kingdom, Australia and
New Zealand by the pharmaceutical subsidiary
of the Distillers Company Limited (DCL). It was
withdrawn after side-effects of the drug on
unborn children were discovered. In 1986,
Guinnessacquired DCLand in 1997 merged
with Grand Metropolitan to become Diageo.

We are working voluntarily with thalidomide
organisations, including making contributions

to The Thalidomide Trustin the United Kingdom
and to the Thalidomide Australia Fixed Trust in
Australia. The contributions listed here are distinct
from the litigation settlement achieved in July
2012 in Australia.

Diageo Sustainability & Responsibility Report 2012

Community investment by region
(£000)

1 — North America £3,763

2 - Europe' £16,115

3 - Africa £2,640

4 — Latin America and Caribbean £2,490
5 — Asia Pacific? £3,679

(1) Investment shown for Europe includes £8.1
million (2010 - £7.7 million) to the Thalidomide
Trustinthe United Kingdom. It also includes the
full investment from the Diageo Foundation.

(2) Investment shown for Asia Pacificincludes
£1.5 million (2010 — £3 million) to The Thalidomide
Foundation Ltd in Australia. The contributions
listed here are distinct from the litigation
settlementachievedin July 2012 in Australia. It
alsoincludes total investment from Global Travel
and Middle East.

Access to clean water

Water is an essential ingredient for all our
brands. Our responsibility to water is not
simply in our operations butin providing
clean water to our local communities
thatneed it- particularly in Africaand
increasingly in Asia.

Ourapproach

While wateris a global necessity, water
supplies are more stressed in some places
thanin others. Water stress occurs when
annual water supplies drop below 1,700m?
per person. When supplies drop below
1,000m? per person per year,a country faces
water scarcity for all or part of the year (United
Nations Department of Economic and Social
Affairs definition).

Twelve of Diageo’s wholly-owned sites
are currently classified as water-stressed, all in
Africa, representing 60% of our operationsin
the continent. Within our operations, we are
working to reduce water use around the
globe, but place particularemphasis on
stewardship in water-stressed sites.
However, even communities that are not

water-stressed may have restricted access
to clean water given the limitations of local
infrastructure. This is equally concerning to
us because it affects health and livelihoods.
We therefore have a multi-faceted
approach to water, set outin our Blueprint
Water Framework. It covers aspirations that we
have for our own operations, the provision of
clean waterto communities and how we are
working collectively to address water issues.
You can read about water management in our
operations in our water and the environment
section on pages 39-50.

Water of Life
Clean water is essential for sustainable
development because it contributes to better
health and levels of education, and helps
reduce poverty. Our Water of Life programme
(WOL) aims to provide access to safe drinking
water where it really counts — to communities,
families and individuals. Since June 2006, we
have supported over 200 WOL projectsin 16
countries, mostly in Africa, supporting arange
of initiatives including boreholes, hand-dug
wells, rainwater harvesting and domestic
filtration devices. In the past year, this has
benefited about 1 million people. Our aim is to
deliver clean and safe water across Africafor an
additional 1 million people every year to 2015.
Most of our projects are co-founded
with other organisations to ensure a better
degree of sustainability or to leverage local
knowledge and expertise, whether it's
Ecotact, an award-winning social enterprise
building sanitation blocks in Kenya, or
Coca-Cola, our partner for the Safe Waterin
Africainitiative that helps communities purify
and disinfect contaminated water.
To estimate the number of people

who benefitfrom our programmes, we aim
to assess the following criteria. Each
beneficiary should:
. Live within 2km of the water source, or

500mifinanurbanarea
- Beabletogethisorherwaterfrom:

— Pipedwaterinto adwelling, plot oryard

- Apublictap/standpipe

- Atubewell/borehole

- Aprotected dugwell

— Aprotected spring

- Rainwater collection

- Waterfiltration and purification.

To help ensure this programme achieves
its goals, we are continuing toimprove
the quality of data we collecton

WOL beneficiaries.



Aswell as providing access to clean water, the

projects we support have a variety of goals

to maximise theirimpact on economic

development and health. Forexample, they

aimto:

.+ Combine safe water with sanitation -
we're helping to eradicate Guineaworm
in Ghana, a debilitating disease that is
transmitted through unfiltered water. The
Diageo Foundation and Guinness Ghana
Breweries funded two small town water
systems bringing clean and safe drinking
waterto over 5000 people. The initiative
also trained and employed two caretakers
to manage the new water facilities.

+ Educate community on good hygiene
and sanitation —for example, our
partnership with social enterprise Ecotact
which builds andimproves water and
sanitation blocks for the urban poor
inKenya.

Develop people’s skillsand
communities’ ownership of projects —
forexample our workin Cameroon has
trained the local community in Ntembang
to repair, maintain and improve their clean
drinking water supply.

- Beself-financing, to ensure the upkeep
of equipmentand technology - such
as our Safe Water for Africa initiative in
partnership with the Coca-Cola Africa
Foundation and WaterHealth International.

WOL in Malaysia and China

Although most of our WOL projects arein
Africa, we have also launched projectsin Asia.
Since 2007, the Diageo China WOL Project

has been improving the safety of drinking
water for residents in impoverished areas

and protecting water resources. In 2011,
employees travelled to Sichuan —Huilan
Town Ziyang City —and invested over £30,000
to build 100 local wells that bring safe drinking
water tovillagers.

Similarly, in Malaysia, we invested £50,000
inaroaming interactive mobile education
centre designed to teach communities about
theimportance of urban river conservation.
Launchedin 2011, it educated 400 people
about their local water source and has helped
toimprove water quality in the local
waterways.

InVietnam’s Ninh Thuan province,
almost 20,000 community members and
school children now have improved access
to sustainable, clean drinking water, following
Diageo's partnership with East Meets West
Foundation to build water filtration systems
and hygieniclavatories at local schools.

Investingin skillsand education

We want to help peopleinourlocal
communities build their skills so they can
enter the workforce, eitherin our value
chain or through otherlocal industries.

We believe one of the best leading indicators
for developmentis training and education
and have historically placed a large emphasis
on this around the world.

Vocational training in Latin America
Learning for Life, our flagship community
investment programme in Latin America and
Caribbean began as a programme to give life
skillsand training to people in the region’s
key areas of tourism, retailing, hospitality,
entrepreneurship, and teaching. It is designed
togive participants a real chance of finding
employmentand becoming active
contributors to their community. In 2012 we
ran 59 programmes in 30 countries and
trained 12,639 students. This brings the total
number of people trained to date to 63,638
sinceitslaunch in 2008.

This year Learning for Life has focused
on the quality of its vocational training
programmes, rather than the quantity of
students trained. We have worked with our
customers and other stakeholders, as well as
engaging our retailers and distributors, to help
usidentify opportunities for students. This has
enabled us to meet market demand and
provide more jobs for our graduates. We also
want to ensure that the programme links back
directly to our own business.

The programme has five themes:

-+ Bartending - this programme offers
underprivileged young adults of legal
serving age the skillsand knowledge to
entera career of bartending.

- Hospitality — we develop hospitality
courses and provide scholarships which
include internships with local hotels and
restaurants. The programme currently
operates in Argentina, Brazil, the
Dominican Republic, Jamaica, Peru,
Uruguay and Venezuela.

- Enterprise —this gives community
members the knowledge and practical
tools they need to start their own small
business and become productive and
self-sustaining inthe future. The
programme currently operates in Haiti,
Brazil, Colombia, Jamaica and Venezuela
and canrange from twoto 12 months
inlength.

- Retailing - this offers disadvantaged,
unemployed young people the chance
to gain skills and hands-on experience in
customer relations and cash management
for the retail sector.

- 'Professor’ —this programme trains
teachersin marginalised areas in Mexico.
More than 14,600 teachers were involved
in Project Professor and 80 graduates were
awarded afull scholarship to further their
studiesin Spain, thanks to a partnership
with Fundacion Televisa.

Diageo’s Bar Academy in Asia Pacific

In partnership with the globally-recognised
Wine and Spirits Education Trust, Diageo’s Bar
Academy aims to provide accredited training
and professional certification for bartenders
across Asia Pacific. Thus far, the Academy

has trained 10,000 bartendersin Asiaand a
further 9,600 in Australia, raising their skills to
develop world class bar training standards
and awareness of responsible drinking to
benefitlocal tourism.

University programmes
Diageo funds a variety of scholarship
programmes, particularly in the communities
inwhich we have production sites. In East
Africa, we have awarded over 200 university
scholarships to bright and needy students.
Successful scholars receive acomplete
university scholarship package including
tuition, books,accommodationand a
monthly stipend. The programme partners
with both private and public universitiesin
theregion,among them Strathmore
University in Kenya, Makerere University in
Uganda and Mzumbe Universities in Tanzania.

In Nigeria, Diageo established a
scholarship programme in collaboration with
the Nigeria Society of Engineers foryoung
engineering studentsinthe Lagos, Edo and
Abias states, where we have operational sites.
We also promote technical educationin the
country,and this year sponsored 10 students
toenrolinthe Institute of Industrial
Technology (IIT) in Lagos.

In Scotland, Diageo has also been
funding engineering scholarships in Fife
for 10 years — supporting students that have
demonstrated excellence in their academic
careerand/or show financial need. The
full-time students study various disciplines
of engineering and computer sciences.

Other training programmes

Aunique recycling initiative in Colombia,
called Alianza con la Tierra, created jobs for
local ‘cooperativas, which are associations of
low-income families who work mainly onthe
collection of all kinds of recyclable materials.
This year, in addition to the recycling work,

we offered 300 students from six associations
access to classes on citizenship and civil rights,
business management, commercial skills and
organisational management. In Indonesia

we support bar staff through the ‘Sahabat
Guinness’ (Guinnessis my good friend)
programme, providing training and insurance
for 4,500 bar staff across four key cities.

Socio-economic development
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Investing in social entrepreneurship
We believe that social entrepreneurs
actas catalysts to drive economic, social
and environmental improvementsin
their local communities. We support
them through programmes including
Champions for Change and the Arthur
Guinness Fund.

The Arthur Guinness Fund

[t began with one man, Arthur Guinness,

creating alegacy of goodness around his

brand that has rippled through our local
communities for over 250 years. We are

very proud of this heritage. And in 2009, to

commemorate the 250th anniversary of the

original lease of the St James's Gate Brewery,
we established the Arthur Guinness Fund to
supportentrepreneurs who are changing
communities for the better.

Sinceitslaunch, the Fund hasinvested
over £6.3 million across 13 countries, and
funded 50 social entrepreneurs globally.
Highlights from this year include:

« Our partnership with Ashoka, aleading
association of social entrepreneurs, has
grown from strength to strength. We have
helped toidentify and fund 10 social
entrepreneurs, the Ashoka Fellows, from
Canada, Europe, Africa, Thailand and
Indonesia, who are working hard to make
the world a better place.

+ Inlreland we are supporting 20 social
entrepreneurs working in partnership with
Social Entrepreneurs Ireland. We know that
the work done by the June 2011 intake of
social entrepreneurs has had a positive
impacton 10,687 people to date.

- Working with the British Councilin
Indonesia, we launched the Community
Entrepreneurs Challenge, a competition
for community-based social
entrepreneurs. Since the first programme
two years ago, we have received almost
800 social enterprise applications from the
community, provided training to over 40
individuals and seed funding to 12 winning
ideas. The programme has benefited over
8,000 people.

Championsfor Change

In Asia, our Champions for Change
programme encourages the development
of social enterprise by providing people with
the skillsand necessary funds to tackle local
social and environmental issues. This year
we received a total of 1,915 submissions for
social enterprise ideas, supported 82 social
entrepreneurs and delivered training to 70.
Thisamounted to an investment of £695,000
across seven markets. Next year, we aim to
expand the programme further.

In these seven markets, we have worked
in partnership with a range of organisations
such as the British Council, local government
and NGOs to identify and support social
entrepreneurs. In addition to Indonesia,

Diageo Sustainability & Responsibility Report 2012

where we ran the Community Entrepreneurs

Challenge with the support of the Arthur

Guinness Fund, the following are the countries

in which we run Champions for Change:

+ China-joined the Skills for Social
Entrepreneurs Training programme
organised by the British Council, providing
social charity enterprises with financial
supportand professional consulting
services, contributing over £70,000.

+ Vietnam —in partnership with the British
Counciland Centre for Social Initiatives
Promotion (CSIP), 11 social entrepreneurs
were selected to participate in training,
and receive support and seed funding.

+ South Korea - 20 teams of young people
with innovative business ideas were
selected and trained, with support from
Diageo Korea employees acting as
mentors. Four winning teams received
seed funding and the winning team
attended the Global Social Venture
Competition in the United Statesin
April 2012.

- Taiwan —the Keep Walking Fund invested
in 12 social entrepreneurs to deliver
positive change across a whole range of
community and social issues. The Keep
Walking Fundis now inits eighth year.

- Singapore —supported the annual Qi
Global event which brings together
social innovators, creative mentors and
corporate supporters to grow ideas for
a better tomorrow.

+ Thailand - a newly-formed partnership
with Population and Development
International aimed at launching a social
enterprise programme in Thailand.

Seven Bar Foundation
In Guatemala, Zapaca rum’s micro-financing
schemein collaboration with the Seven Bar
Foundation will distribute $100,000 (£63,000)
t0 200 female entrepreneursin the country,
supporting both the women and their families.
Each individual loan will average $500
(£316) and will be administered by Génesis
Empresarial, a specialist organisation in
Guatemala which has beeninvolvedin
administering micro-finance since 1988.
Co-operatives of the women of Santa Cruz
in El Quiche, who make ‘guipiles’, will be the
initial recipients of the loans, with other
communities and co-operatives to receive
funding in the years to come. 'Guipiles' are
traditional, tunic-like garments worn by the
women of Central America, woven with the
same ancient skills as the ‘petate’ band.

Supporting local interests
andinfrastructure

Theinterests and needs of our local
communities vary around the world. What
isimportant to stakeholdersin Indonesia,
forexample, will be differentin Ireland,
and we have aflexible approach to
support the diversity of local interests.

Ourapproach

In addition to ourlonger-term flagship
community investment programmes, we
encourage our local markets and brand teams
to contribute tolocally relevant causes. This
includes donations to local organisations,
employee volunteer projects and investing
inlocal infrastructure.

Brand activity

Our brands champion a variety of social and
environmental causes in order to engage
consumers while building their brands. For
example, Talisker hosted a rowing race to raise
over £2 million for charities. Johnnie Walker's
new ultra premium innovation, the Queen’s
Diamond Jubilee Edition, will donate all profits
tothe Queen’s charities. Read more about
investments by our brands in our customers
and consumers section on pages 91-98.

Local giving and disaster relief

Diageo local businesses support a variety of
projects and local causes. These range from
the Helping Hands programme in Australia
that has donated more than $800,000
(£506,000) to charity partners over the last
eight years; to Beaulieu Vineyard's Give and
Give Back programme to help provide
morethan 1 million meals to US hunger
relief charities; to our commitment in the
United Kingdom to match fundraising by
localemployees.

We also support communities affected
by disasters. After a terrible yearin 2011 with
major disasters affecting many of the regions
in which we operate, this year saw fewer
disasters, although floods in Thailand and the
Philippines were devastating to those regions.

Thailand
The death toll for Thailand's worst flooding
inmore than half a century passed 600.
Ouremployeesin Thailand responded
immediately and created the Watermark
brandfor Thailand to deliver a multi-pronged
response programme with the help of
£55,000in funding from our business inthe
region and from the Diageo Foundation.
They donated 20,000 bottles of drinking
water, supplied emergency reliefitems and
distributed 3,000 relief packs with support
from Habitat for Humanity, the Thai Army and
local communities, providing urgent help to
over4,500families in affected areas.

The Johnnie Walker Keep Walking
Project helped to build six mushroom farms
supporting 50 households across 12 villages



in the district of Nakhon Pathom to help
communities restore their livelihoods quickly.
They are working together tofind good
distribution channels to generate profits from
the mushrooms. We are also planning to help
certain communities become more resilient
in the face of similar disasters through
reconstruction projects including water tanks,
an evacuation centre and a local school.

The Philippines

Diageo contributed £25,000to the Philippines
Red Cross when floods devastated the
southern cities of lligan and Cagayan de Oro
asaresult of Typhoon Washi.

Australia

Following the 2010 Christmas floods in
Queensland, the Bunderberg Distilling
Company invested almost £57,000 to
purchase aflood water rescue boat for the
Local State Emergency Services of
Queensland, which was handed over
earlierthis year.

United States

In August 2011, Hurricane Irene caused the
worst flooding, wind and power cuts of
recentmemory in the country. Diageo North
America responded quickly. The Relay plant
and Norwalk office were without power for
up to 36 hours. Diageo’s Spirit of the Americas
crisis team delivered over 7,500 gallons of
Diageo’s bottled water to communities in
Connecticut, New York and Vermont and
provided a generator to keep the poweron
atanold people’shome.

Giving for Good

Giving for Good enables us to engage
employees who are dispersed geographically
but want to feel part of an employee-led
community programme. A web-based
campaign, it was set up in collaboration with
the Diageo Foundation so thateach year
employees can directly support a carefully
researched, sustainable community project
in one of ouremerging markets. The website
also provides advice and support for
employees' fundraising activities. Each year
Giving for Good focuses on a different
community project. This year we completed
ourroll-out of the water filter programme in
Africa, donating water filter kits to schools
and health clinicsin Ghana.

Localinfrastructure

Sometimes we can meet a business need

by investing in local infrastructure, which has
amuch wider benefit to the community. In
Nigeria, for example, we built a new road to
connect our production and distribution site
in Nigeria to the main Lagos road networks.

Thalidomide Trust legacy commitment
Ourcommunity investment figures include
£8.1 million (2011 - £7.7 million) to the
Thalidomide Trustand £1.5 million (2011 -
£3.0 million) to The Thalidomide Foundation
Ltd in Australiain support of alegacy
commitment. Thalidomide is a drug which
was distributed in the United Kingdom,
Australiaand New Zealand by the
pharmaceutical subsidiary of the Distillers
Company Limited (DCL). It was withdrawn
after side effects of the drug on unborn
children were discovered. In 1986, Guinness
acquired DCL and in 1997 merged with
Grand Metropolitan to become Diageo.

We therefore inherited this commitment
from DCL. We are working voluntarily with
thalidomide organisations, including making
contributions to the Thalidomide Trustinthe
United Kingdom and to The Thalidomide
Australia Fixed Trustin Australia.

Advocacy

Alone, we cannot make as big a
difference as we can if we work
with others. We are partnering
with governments, NGOs, our
suppliers and local people to
improve our local communities.

Thereisincreasing recognition —and
expectation —among governments and
NGOs that the private sector can be atrue
catalyst for sustainable development.
Thisis especially true in certain countries in
emerging markets without well developed
regulatory environments which look to the
private sector, particularly global companies
like Diageo, to facilitate broader change
through good business practices. Doing
so builds trust in Diageo and makes
business sense.

Our growth ambition that emerging
markets will account for 50% of our business
by 2015 means that advocacy willincrease
inimportance for us. We are advocates on
abroad range of initiatives varying from
economic development to water, responsible
drinking and the environment.

Alcoholin society

Firstand foremost we recognise that for

our business to succeed in promoting
sustainable development, we need to create
an environment that promotes responsible
drinking. To us, efforts to tackle alcohol misuse
are most effective when government, civil
society, individuals and families as well as the
industry work together to tackle the problem
in partnership. In addition to our own work in
marketing responsibly, providing consumers
with information and supporting responsible
drinking programmes, we advocate for
effective industry-wide standards. Read more
aboutourrole in promoting a positive place
foralcoholin society on pages 27-38.

Economic development
More broadly, we advocate forinnovative and
inclusive business models that contribute to
economic development. Forexample, we
siton a World Economic Forum taskforce
with many others to share best practice for
maximising the impact of the private sector
on local sustainable development.

Recently, our newly-acquired Meta
Abo Brewery signed a Memorandum of
Understanding thataimed to dojust thatin
Ethiopia. Along with the Ethiopian Agricultural
Transformation Agency, the Oromia Regional
Agriculture Bureau, and the local non-
governmental organisation, Farm Africa, we
intend to help develop a scalable contract
farming model that connects smallholder
farmers with large, dependable,
commercial markets.

Anti-corruption

Recognising the barrier that corruption has on
economic development, we are working on
thisissue in several countries. In Nigeria, we
joined the Convention on Business Integrity
(CBi), aNigerian organisation that asks
businesses to sign up publicly to its Code of
Business Integrity to move Nigeria towards a
'visible zero tolerance’ for corruption. Diageo
was one of the key drivers of the Business
Coalition Against Corruption in Cameroon, in
partnership with over 120 participants from
the private and public sector and civil society,
including Transparency International and the
government. East Africa Breweries Ltd played
aleading role in the development of the ‘Code
of Ethics for Business in Kenya’ which was
launched in March together with the United
Nations Global Compact network.

Water

In addition to the water projects we support,
we are a signatory of the CEO Water Mandate.
As part of this group, we are partnering with
NGOs, governments, investors and UN
agencies to help solve the global water crisis
and to urge governments to make water a
top policy priority. We have lobbied the US
government to direct more aid to water
problems in Africa.

Food security

We are one of the signatories of the New
Alliance for Food Security and Nutrition, which
was endorsed by the African Union, the World
Economic Forum and the G8 at the latest G8
Summitin May 2012. Through this, we are
pledging commitment to growth and
transformation in Africa through participation
inlocal agriculture and food production.

Socio-economic development
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Creating jobs while
minimising our
environmental
footprintin Colombia

Empowering women
in Guatemala

Diageo Sustainability & Responsibility Report 2012

Working with low-income families and local
governments, we've rolled out our bottle collection
initiative to seven cities in Colombia —and we're
investing in skills for the communities involved.

Case study:

We have rolled out a programme in seven
cities in Colombia. So far this year, we have
collected 208,073 empty spirits bottles
(including but not limited to Diageo brands),
saving approximately 23 tonnes of CO, and
6,039 cubic feet of landfill.

This is the result of two years of work in
Colombia. Our recycling initiative, currently
known as Alianza con la Tierra (Alliance with
the Earth) has focused on collecting empty
bottles at the main regional fairsand
festivals throughout the country. Working
with us to collect the recyclable materials
are ‘cooperativas, or associations of low-
income families.

‘We discovered that these associations
could become our long term partners if we
also worked with them onimproving skills,
said Ximena Renjifo, corporate relations

manager, Diageo Colombia. That's why we
are currently implementing two Learning for
Life Entrepreneur Projects with communities
inthe cities of Medellin and Barranquilla’

Through Learning for Life, we have
delivered valuable training to 300 students
from six associations, in topics such as
citizenship and civil rights, business
management, commercial skills, waste
management and organisational growth.

The programme has been well received
by local governments and our on trade
clients,and we see the opportunity to grow
our glass collections throughout next year
and to continue our support for recycling
communities.

For more case studies from
around the world, please visit
http://srreport2012.diageoreports.com

Hundreds of women in Guatemala are employed
to weave petate, which adorn bottles of Zacapa
rum. Meanwhile, we're working with the Seven Bar
Foundation to support female entrepreneurs.

[T casestudy:

Each bottle of Ron Zacapa Centenariois
wrapped with a ‘petate’,a band hand-woven
from dried palm leaves by women from
Guatemalan communities. Local women have
been weaving the petate since the creation of
Zacapain 1976.Today, the craft gives women
aconstantincome and the assurance of a
better future.

There are over 900 women involved in
petate weaving. By adding the petate band to
the bottle, Zacapa has created a market for the
work. Afull-time weaver can produce 40-50
bands per day, worth more than double the
regularincome for these communities, and
the economicimpactis significant. Children
can go to schooland even university. In
Jocotan in 2002-2003 there were only 200
children going to school; now there are 583.

The brand’s collaboration with the Seven
Bar Foundation —an external foundation
which aims to empower women via
microfinance —means that a fund of $100,000

(@bout £63,000) will be distributed between
up to 200 female entrepreneurs in Guatemala.
Co-operatives of the women of Santa Cruz

in El Quiche who make ‘guipiles’ will be the
initial recipients of the loans with other
communities and co-operatives to receive
funding in the future. Guipiles are traditional
tunics worn by the women of Central
America, woven with the same ancient skills
as the petate band.

Chris Copeland, global category director,
rum, and general manager for Zacapa, said,
‘The factthat Zacapa's master blender,

Lorena Vasquezis one of only afew women
with that title worldwide, and many of the
petate weavers are women, underscores
our commitment to empowering women
through this partnership.

For more case studies from
around the world, please visit
http:/srreport2012.diageoreports.com



Our people

In this section:
62 Performance and outlook
64 Whoweare
66 Safety
67 Healthand wellbeing
67 Ourtalent

25,000

More than 25,000 people
in over 180 markets work
for Diageo

218%

Diageo won 21 awards as
one of the best places to
work around the world

35% M

Inthis year's Values Survey,an
average of 85% of employees
said we made a contribution to
sustainability and responsibility
through answers to a variety
of questions

Pictured here, employees
celebrate in New York's Pride
Parade. For the fifthyearina
row, the Human Rights
Campaign Foundation gave
Diageo North America a 100%
scoreinits Corporate Equality
Index, which rates the equality
of lesbian, gay, bi-sexual and
transgender employeesin

the workplace.

Our people
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Our people

Our approach
Diageois a growing business and an employer
of choice in many countries around the world.
This year, we employed an average of 25,698
people, anincrease of 8% from last year.
Creating the conditions for our people to
succeed starts with safety. Our philosophy
of ‘Zero Harm"has helped us significantly
reduce the total number of accidents in our
business in recent years, but we always work
to eliminate accidents altogether. This year we
added a Severe and Fatal Incident Prevention
programme to our overall safety strategy to
help us meet our ambition that ‘everyone
goes home safe, every day, everywhere'
Empowering ouremployees, and
helping to ensure they are healthy, motivated
and engaged with Diageo's strategy and
values, will always be a top priority. Our
range of health and wellness programmes,
engagement policies, training and
development, reward programmes and
employee resource groups provide the
physical,emotional and motivational support
thatemployees need to realise their potential
and deliver great results.

Changing organisation, unchanging values
Last year we restructured the business to
capture growth opportunities, especially

in emerging markets. Change of this kind

is essential to the long term success of the
company, keeping us agile and competitive
and creating growth — butinevitably it has
impacts on our employees. Wherever
possible, we seek to minimise and mitigate
those impacts, demonstrating our corporate
commitment to the values we ask our
employeesto share.

Diageo Sustainability & Responsibility Report 2012

We know that our people are key to Diageo’s
success. Our people policies aim to support a
welcoming culture and a safe working environment,
giving our employees the freedom to be the very
best they can be. Five values — passionate about
customers and consumers, proud of what we do,
freedom to succeed, be the best and value each
other —are at the heart of everything we do.

Whatisimportant to us is that these values
remain unchanged. We want our employees
to ‘be the best’, and we help them through
training and career development. We want
them to 'value each other’, supported

by our anti-discrimination and human rights
policies and our commitment to diversity and
inclusion. We want them to have the 'freedom
to succeed), to be liberated to produce their
best work, confident that it will be recognised
and rewarded. Ourannual Values Survey gives
employees the opportunity to commenton
the extent to which we live ourvaluesas a
business, and we use it to plan and implement
our business objectives.

Performance and outlook
We have a guiding purpose:
to celebrate, life every day,
everywhere. We want our
people to thrive,and are
committed to running a
business that is safe, fair,
diverse and inclusive —and
a great place to work.

Key metrics

Our number one commitment to our people
is their safety, which we consistently measure,
monitor and report at the global level.

Progress against Our people targets

Itis with great regret that we report that one
employee died following a work-related
accidentin 2012.Ouremployee was the only
fatality in a road trafficaccident involving two
vehiclesin the Jos region, Nigeria, in June
2012. The circumstances of this tragedy are
still being investigated. One fatality in our
business is one too many, and we are deeply
saddened by this loss. We introduced a
Severe and Fatal Incident Prevention (SFIP)
programme this year as a priority programme
inalllocations with the express purpose of
helping prevent accidents like this from
happening.

Across Diageo as a whole, we reduced
ourlost-time accident (LTA) frequency rate
by 439% comparedto 2011. Last year, after
we exceeded our Zero Harm 2011 reduction
target againsta 2007 baseline, we reset our
baseline to 2010 to continue our trajectory
ofimprovement. For 2012, we set ourselves
atarget of 40% improvement onthe
2010 baseline. We have again exceeded
expectations with an overall reduction of 57%.
This has been realised with over 709% of our
manufacturing sites achieving zero LTAs this
year,an increase of 10% on last year.

Despite these improvements, however,
we regret each and every accident suffered by
ouremployees and contractors, and continue
to look for ways to ensure that everyone goes
home safe, every day, everywhere.

Cumulative
2012 performance
Targets by 2012 performance (2010-2012) Achievement
Reduce our lost-time accident frequency rate'
by 40% against a 2010 baseline 43% 57% Achieved

(1) Number of accidents per 1,000 employees and directly-supervised contractors resulting in time lost from

work of one day or more.



Other performance
Workplace awards

We are proud to say that this year our business
was rated highly by various institutions, such
as the Great Places to Work Institute, receiving
21 awards across the world, as shownin the

table below.

Workplace awards'

Global: Diageo ranked 11th in a list of the ‘Best Workplaces' in 2012

Argentina: Diageo ranked 8th in a list of ‘Best Small Companies’ in 2011

Australia: Diageo ranked 39th in a list of the best companies to work for in 2011

Brazil: Diageo ranked 27th in the list of '‘Best Companies in Brazil’ in 2011

Canada: Diageo ranked 21st in the list of ‘Best Large Workplaces' in 2012. Separately,
Diageo ranked 22nd in the ‘Best Workplaces in Canada for Women'’ list

Colombia: Diageo ranked 8th in the ‘Best Companies’ in the country in 2011

European Union:

Diageo ranked 8th in the top ‘100 Best Workplaces in the EU 2012’

Germany:

Diageo ranked 16th in the list of ‘Best Workplaces in Germany 2012

Ireland:

Diageo Ireland ranked as the 9th ‘Best Workplace' in the country among
large companies (250+) while Europe Beer Supply business ranked 15th
in the country on the same list in 2012

Latin America:

Diageo ranked 5th among the 25 Best Multinationals to Work for in
Latin America’in 2012

Mexico: Diageo ranked 4th in a list of ‘Best Companies to Work for in Mexico’
among large companies (500+) or multinationals in 2012. In a separate list,
it ranked 21st on gender equality in 2011

Netherlands: Diageo ranked 19th in a list of ‘Best Workplaces’

Nigeria: Guinness ranked 1st in the ‘Best Place to Work in Nigeria” and ‘Best
Multinational Company in Nigeria' categories in 2012

Portugal: Diageo ranked 19th on a list of ‘Best Workplaces in Portugal 2011’

Uganda: In March, our Eabl Uganda business was recognised as ‘Employer of

Choice’ by the Federation of Uganda Employers (FUE) for its excellent
talent management programme in 2012, receiving its Silver Award

United Kingdom:

Diageo ranked 13th in the ‘Best Workplaces in United Kingdom 2011

United States:

Diageo North America named among the 100 Best Companies by
Working Mother Magazine

Uruguay:

Diageo ranked 9th in the list of ‘Best Small Companies in Uruguay 2011

Venezuela:

Diageo ranked 7th in a list of ‘Best Companies in Venezuela 2012’

(1) Rankings are by the Great Place to Work Institute if not otherwise stated.

Employee engagement

We believe that having engaged and
motivated people is essential for long term
business success. We measure this through
ourValues Survey, run by external authority,
Kenexa.Ourgoalis to achieve top quartile
performance in employee engagement
against Kenexa's global database. In 2012,91%
of our people fully completed the Survey and
showed an engagement score of 86%. These
results are in the top quartile of Kenexa's
benchmark group.

Bob Bergman, Consulting Director,
Kenexa, commented: ‘At Kenexa, we partner
with many of the world's most prestigious
organisations to measure and improve the
levels of theiremployee engagement. In
doing so, we have collected nearly 15 million
survey responses over the last three years
from over 400 organisations. With this
database we are able to determine a best
practice/highest performing normative
score foremployee engagement.One of the
partnerships we are most proud of is the one
we have with Diageo. Itis clear that Diageo
places a high level ofimportance on creating
a culture and environment of engagement;
in fact, Diageo has had consistently high
employee engagement scores and now
outscores the best practice normative
comparison by two percentage points.

One thing for sure, this does not happen
by chance!

Because so many people in our business
are classified as ‘engaged,in 2006 we set
ourselves an aspirational goal against a higher
order of employee super-engagement,
motivation and morale. To achieve this
'super-engagement’ score, employees must
give top marks to six core engagement
questions. Our aim is for 50% of our people to
be ‘super-engaged’ In 2012 we achieved 40%.
There are no external benchmarks for this
engagement category since most companies
donotmeasureit.

Our people
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Diversity

Ourcompany is becoming increasingly
diverse as we expand our presence in Africa,
Asia, Latin America and Caribbean and
emerging European markets. Thisis true

of ourworkforce, as well as our leadership,
which currently stands at 775 roles. In the
past two years all the growth in our
leadership population has come from
markets in these regions.

One of our goals is to have 50% of our
total leadership population based in local
geographies by 2015. This will include roles
that have global responsibilities and roles
that have local responsibilities. To achieve this
goal we are developing strong local talent
pipelinesin all of our markets, while providing
international opportunities to help prepare
our top talent to become future global
leaders. For example, today, our top 21 general
manager positions are held by people from
13 nationalities, with just three from the
United Kingdom.

Anothergoalis toimprove the gender
balance of our business, particularly in our
leadership population. Our target is for 30%
of this group to be women by 2015.1n 2012
women made up 26% of the group.

Outlook

We are proud of Diageo as an employer of
choice fora growing number of people
around the world —and we want to keep
improving our business as a place for

talented people to fulfil their potential. We
have set new safety targets to achieve a 20%
improvementin lost-time accidents each year
until 2015. Diversity and inclusion will remain
high on our agenda and we will work not only
on creating a supportive workplace for
women but maintaining all types of diversity
inthe workplace and leadership. As part of
this, we will continue to support local
employees and leadership as our business
grows to meet opportunities in new markets.

Diageo Sustainability & Responsibility Report 2012

Who we are

Our people make a huge
difference to our company
every day, everywhere -
they are the reason we

are successful.

The growth in our workforce is greatest where
we see the greatestincrease in demand for
our brands. Following last year's restructuring
of the business, we are becoming an
increasingly significant employerin Africa,
Asia Pacificand Latin America and Caribbean.

A profile of our peoplein 2012

Diversity and inclusion

As a business which operates in countries with
varied cultures and consumers all around the
world, we see diversity among ouremployees
as a key competitive advantage.Having a
diverse workforce increases our scope, speed
and effectiveness in seizing growth and other
business opportunities, as well as providing a
rewarding environment within which to work.
Increasing the diversity of our people, at all
levels, remains a critical priority for us. This
commitment to diversity is encapsulated

in our Human Rights policy, which sets out
ourvalues in terms of fairness, openness,

and equality.

Average number ofemployees by region by gender’

Men Women Total
North America 2,075 1,437 3,512
Europe 6,937 4171 11,108
Africa 4,927 1,506 6,433
Latin America and Caribbean 1,342 903 2,245
Asia Pacific 1,511 889 2,400
Diageo (total) 16,792 8,906 25,698
Average number ofemployees by role by gender
Men Women Total
Managers 5,576 2222 7,798
Supervised workers 11,393 6,507 17,900
Diageo (total) 16,969 8,729 25,698
New hires? by region by gender
As a % of
regional
Men Women Total headcount
North America 262 178 440 13%
Europe 939 624 1,563 14%
Africa 676 232 908 14%
Latin America and Caribbean 246 214 460 20%
Asia Pacific 361 268 629 26%
Diageo (total) 2,484 1,516 4,000 16%
New hire rate by gender (category hires/total) 62% 38%
Employee turnover
% of the
regional
Total headcount
North America 834 24%
Europe 1,960 18%
Africa 728 11%
Latin America and Caribbean 189 8%
Asia Pacific 513 21%
Diageo (total) 4224 16%

(1) Employees have been allocated to the region in which they reside. Employees in Diageo's Annual Report
2012 are allocated to the region for which he/she provides the majority of service.
(2) Excludes employees joining the business as part of an acquisition.



Diversity can beillustrated in many ways.
Forexample, currently 269 of our senior
management group are women. Our Board
contains four women, 40% of the total. As a
result, Diageo received the Opportunity
Now Female FTSE 100 award, given to the
FTSE 100 company with the highest female
representation on its board. We also embrace
a business model which aims to promote
localleaders ata local level:our 21 general
managers are drawn from 13 different
nationalities.

In addition, for the fifth yearin arow,
the Human Rights Campaign Foundation
gave Diageo North America a 100% score
in its Corporate Equality Index, which rates
the equality of lesbian, gay, bisexual and
transgender (LGBT) employeesin the
workplace. Diageo North America was also
listed as one of Working Mother Magazine’s
top 100 companies this year, as a result of
ourflexible working, telecommuting,
paid maternity leave and employee
assistance programmes.

We consider local hiring and capability-
building to be part of our commitment to
diversity and inclusion. Most of our recruits are
local hires, consistent with our goal to build
strong local talent pipelines in all the markets
in which we operate. Forexample, in Africa,
96% of our newly-hired employees came
from the country in which they were recruited
towork. We also recruit local graduates — this
year alone we recruited 87 graduates in Africa
through our three-year Growing Together Pan
Africa Early Career Programme, 43% of whom
were women.

As an indicator of our progressin
supporting a diverse and inclusive culture,
we measure the extent to which people feel
comfortable and respected. We are pleased
thatin this year's Values Survey, 88% of
respondents agreed that 'In my team, people
can be themselves regardless of their ethnic
background, gender, or style’; up from 87%
lastyear.

Employee resource groups

Ouremployee resource groups are an
important part of our diversity and inclusion
agenda. They all share in aspiring to make
Diageo the very best place to work. They
alsohelp us attractand retain the diversity of
talent that we need to meet new commercial
opportunities. The groups include:

Spirited Women - North America, the

United Kingdom, and Ireland

More than 1,000 members in North America,
the United Kingdom, and Ireland take part

in networking events, charity events, and
mentoring with a mission to ensure ‘everyone
in Diageo s celebrated for their uniqueness
and the value that creates’.

The Network - Nigeria

Launched in 2010, the Network aims to
supportinclusivity, diversity and the
development of women across the
Guinness Nigeria organisation.

The Women's Wing—Ghana

Launched on International Women'’s Day
2011, the Women's Wing is open to all
female Guinness Ghana Breweries Limited
employees, and supports its members in
their development as well as raising funds
forlocal charities.

DICHWA - Diageo Cameroon Hub Women'’s
Association

DICHWA is an active networkin West Africa,
with around 150 members (19% of the
workforce), promoting ‘empowerment,
commitment and advancement’ forwomen
in Cameroon through educational, charity
and networking events.

Rainbow network - United Kingdom and the
United States

Rainbow is a UKand US network that raises
awareness of LGBT issues, and identifies ways
to reach LGBT consumers.

Originate - United Kingdom

Originateis a UK network focusing on cultural
diversity, education and challenging
stereotypes.

AHEAD (African Heritage Employees at
Diageo) - United States

AHEAD is a North American network
celebrating African heritage.

Pan Asian Network (PAN) - United States
PAN brings together employees of Asian
Pacific heritage in North Americainarange
of networking activities.

Liberate— United Kingdom

Liberate is a UK group with around 200
employees in administrative or service
centre-based roles, supporting capability,
careers and connectivity.

Organisational change

Successful businesses need to evolve
their business strategies. We change our
organisation when necessary, butalways
inaresponsible way that takes account
of our employees’ interests.

Sustainable growth, responsible change

In the last two years, we have led our business
through an operating model review which
has resulted ina new structure, designed to
align our resources to markets which show
the best prospects for growth.

Although the number of people we
employ overall across the globe has increased,
the changes to our business have inevitably
meantlosing people in some areas as their
jobs orlocations have changed.

We support employees affected by
these changesin a number of ways, but
whatever the outcome, weaimtoactinline
with our values —ensuring that people are
treated with sensitivity and dignity, and get
the help they need. We follow our global
‘people principles, which set out ourintention
to be transparent and fair, to minimise
uncertainty for individuals,and to comply
with all relevant legal obligations. Our goal is
to communicate job reductions with as much
notice as possible. Notice periods vary by
country and range from two to 12 weeks,
during which redeployment options are
explored foremployees while meeting
contractual or legal obligations. Senior
executives may have longer periods of notice.

We make great efforts to find new roles
forthose who wish to stay with us,and where
no alternative position exists within Diageo,
employees receive full redundancy or
severance supportinline with local policy.

In communities where Diageo is a significant
employer, we work with local agencieson
regeneration programmes. Training offered
during transitional times varies by market

but caninclude interview skills, CV writing,
communication skills, financial management,
personal income tax training, pre-retirement
training, English language training and

basic computer skills.

Our people
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Safety

We all have the right to work
in a safe environment. Our
philosophy of Zero Harm is
simple: everyone goes home
safe, every day, everywhere.

Ourapproach

The safety of our people is our highest priority.
Wherever a Diageo employee or contractor
works —whetherin a brewery, distillery,
winery, hotel or office — our Zero Harm
programme is designed to ensure they can go
home safe, every day. Safety is central to our
values and our culture,and our safety model
followed atall oursites is based on strict health
and safety controls, robust risk assessments,
and a desire to improve safety standards
continuously.

Thefour pillars of Zero Harm

ZeroHarmis based on four pillars: prevention,
culture, compliance, and capability. It
requires a partnership between individual
employees, managers, and the businessasa
whole to achieve the objectives of each pillar.

1. Prevention

We take a proactive approach to risk
reduction by identifying and controlling
hazards through global programmes such
asrisk assessment, incident reporting,
trending, and root cause analysis, as well
as our global hazard reporting tool (Safety
Improvement Reports).

2. Culture

ZeroHarm relies on the engagement and
behaviour of every employee. We use the
Diageo Safety Culture Framework and
consultation processes to assess and influence
safety attitudes and behaviour at every site,
placing particularemphasis on our leaders
being role models for best practice. As
required by our global risk management
standards, we have a safety committee for
every operation/production site and most
of our offices.

3.Compliance

Ourglobalrisk management standards
(GRMS) are designed to ensure that
employees at every site have access to best
practice guidance on health and safety.
Managers at each site are required to
ensure compliance with GRMS and legal
requirements. This is assured for every site
through regular formalindependent
assurance audits.

4.Capability

To help ensure our people have the skills they
need to deliver Zero Harm, we set global
competency standards supported by global
safety training programmes. Sites are also
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required to assess contractors' safety
management systems and competencies to
ensure they are sufficient to deliver Zero Harm.

Focus onthe highestrisks
This year we introduced a radical new
componentto Zero Harm, a Severe and
Fatal Incident Prevention (SFIP) programme,
specifically designed to identify and eliminate
the highest risks in our operations. Itis our
response to the fact that steady progress in
reducing lost-time accidents between 2007
and 2011 was overshadowed by a number of
work-related fatalities. SFIP includes a concise
list of global protocols specifically intended
to prevent severe and fatal incidents,and has
been designed as a result of an analysis of our
key risks and the root causes of previous
significantincidents. It ensures that proven
elimination and best practice approaches are
implemented globally, thereby removing
local inconsistencies in risk assessmentand
capability and dramatically increasing control
effectiveness around these key risks:
« Driving on public roads
« Workatheights
- On-sitetraffic

Hazardous energies
+  Electrical systems
- Confined spaceentry
- Explosive atmospheres
+ Asphyxiating and toxic gases
- Lifting operations.

This root cause analysis'and hazard
elimination process, alongside continuous
adaptation to emerging best practices, will
be an ongoing activity.

Performance

Itis with great sadness that we report the
death of one of our colleaguesin a work-
related incident in June 2012. The Guinness
Nigeria employee was involved in a head-on
collision with another vehicle while driving on
apublic road. At the time of writing, the local
authorities are still carrying out inquiries.
Although we await theirfindings, we have
completed aninitial internal investigation
and we believe that road condition and driver
behaviour were key factors.

We recognise that driving on public
roadsis a key risk to the safety of our people
and, in 2012, introduced much stricter
standards for safety through our SFIP
programme. We cannot control all risk factors
ona publicroad, but we are committed to
providing employees with the best practice
required to prevent tragedies like this
from recurring.

Overallin 2012, our lost-time accident
(LTA) frequency rate was 2.14 accidents per
1,000 employees, a reduction of over 40%
compared to 2011.LTAs have fallen by 57%
since our baseline of 2010, well ahead of
ourtargetsetin 2011 of reducing LTAs by
20% each year until 2015. We have also
seen anincrease to 74% in the number of
manufacturing sites with no LTAs. While these
improvements show good progress, our aim
is always to prevent all accidents at our
workplaces. Over the next 12 months we will
focus on embedding our SFIP programme,
the deployment of an updated behavioural-
based safety approach, and reviewing our
contractor management processes.

Lost-time accident frequency per 1,000 full-time employees (2007-2012)'

2007 2008 2009 2010 2011 2012
North America 38 293 232 9.98 5.06 4.15
Europe 1.1 84 5.1 5 529 241
Africa 226 1991 415 287 148 1.69*
Latin America and
Caribbean 853 487 347 2.78 342 1.44
Asia Pacific 5 2 14 1.97 141 0
Diageo (total) 16.5 124 74 4.96 373 214

Number of days lost to accidents per 1,000 full-time employees (2010-2012)

2010 201 2012
Diageo (total) 190.71 158.79 106.63
Fatalities (2007-2012)
2007 2008 2009 2010 2011 2012
Diageo (total) 1 4 0 2 4 1

(1) Number of accidents per 1,000 employees and directly-supervised contractors resulting in time lost from work

of one day or more.



Health and wellbeing

Working for Diageo should be
something to celebrate. We
want our people to be healthy,
engaged, and fulfilled.

We know that employees who feel healthy
and valued in the workplace are more likely
to deliver great performance, and ultimately
contribute to the company’slong term success.

Ourapproachtothe healthand
wellbeing of employees takes many different
forms, driven by a balance of global priorities
and assessments of local need. For example,
asadrinks company we believe itis crucial
that our people understand the importance
of responsible drinking. We promote this to
ouremployees globally through arange
of programmes including our interactive
DRINKiQ sessions.

We also aim to provide health services
and medication to help protect allemployees
and their families from health-related
emergencies, such as the bird flu pandemic
in 2008.Other health needs are more
localised, and are addressed at the level of
individual sites or regions, as with our HIV/AIDs
prevention programmes across Africa, which
provide employees and their families with
HIV and AIDS education and treatment.

Our professional occupational health
resources are also tailored to the needs of
employees at each site, based on a global
recognition of the importance of exercise
and relaxation to wellbeing. Many larger sites
have on-site fitness centres, while employees
elsewhere have subsidised access to external
fitness facilities or, in some cases, on-site
health clinics.

Responsible drinking

Ourinternal DRINKiQ nitiative is designed
both to help employees make responsible
decisions for themselves, and to give them
the confidence to be ambassadors for
responsible drinking. Inaninternal evaluation
of more than 1,000 participants in 2009, 85%
claimed they felt better equipped to have
conversations about responsible drinking as
aresult of attending the DRINKIQ workshop,
and nearly three-quarters claimed the
workshop made them more likely to consider
drinking differently. DRINKIQis now part of
ouremployee induction programmein

21 countries.

Combating HIV/AIDS
Since 2003, our operating companies across
Africa have adopted HIV and AIDS workplace
education and prevention initiatives, and
provided treatment for employees and their
families, through the Live Life employee
wellness programme. Live Life includes:
HIV/AIDS education and awareness
programmes
Training of peer educators, known as Life
Coaches, in additional wellness topics
Accessto free voluntary counsellingand
testing (VCT)
Healthy living, fitness and nutrition advice
Promotion and distribution of condoms
Treatment and care programmes for
opportunistic diseases
Free anti-retroviral drugs for the
management of HIV infection
Occupational health practice atall
operations and on-site medical clinics.

Occupational health

We recognise the importance of exercise

and relaxation, and the benefits they

bring to productivity and wellbeing in the
workplace. Some of ourlarger facilities have
on-site fitness centres which all employees
and guests can enjoy. At some other

sites, employees can enjoy subsidised
memberships to external fitness facilities.
Elsewhere, we offer health and wellbeing
programmes such as dedicated ambassadors
who promote wellbeing in the office, or team
competitions encouraging exercise and
healthy eating.

In each region and site, we assess the
need of employees. At our Tusker plant
in Kenya, forexample, our staff clinic
became fully operationalin July 2011, giving
employees access to medical treatment
24 hours aday, at weekends, and over bank
holidays. In the United Kingdom and Ireland,
among arange of other benefits, health
surveillance programmes protect employees
against noise-induced loss of hearing, hand
armvibration syndrome, work-related skin
conditions, and work-related respiratory
conditions. New and expectant mothers,
night workers, lone workers, vocational
drivers,and employees who workin confined
spaces or at heights receive pro-active health
testing, while our health promotion and
health education activities have been
recognised by the Scottish Government’s
Healthy Working Lives awards.

Andin North America, the Striding
Towards Wellness programme inspires
employees to take charge of their total
wellbeing by providing information about
managing health, access to useful tools and
resources, and activities that promote a
balanced lifestyle. The programme has
prompted wellness fairs, cancer, diabetes,
and heart health awareness events,and
fitness programmes.

Our talent

Our success as a business
depends on the success of our
people. We strive to create an
environment in which all our
employees feel included and
able to perform at their best.

Ourapproach

The people we employ are talented, but we
still want to see them learn and grow. Growing
the capability of our people, and giving them
the confidence and freedom to succeed,
powers the future growth of the business.

Forus, that means creating a distinctive
Diageo culture, one in which every employee
feels valued, engaged and empowered, and
is passionate about our business, our brands,
and our values. That culture should be diverse,
inclusive and performance-orientated, but
above all, it should be liberating.

To help create that culture, we have
developed arewards structure that recognises
performance; we have a career development
process that harnesses talent and rewards
dedication;and we have built the human
rights of ouremployees into our values.

Although we know that the best
measure of an engaged workforce is
commercial results, our Values Survey is
intended to help us understand the extent to
which our values are embedded in Diageo.
The feedback we receive fromthe survey
helps shape and drive Diageo as a business.

Overmany years, our Values Survey has
shown a high level of engagement among
ouremployees. As aresult,in 2006 we
developed a more challenging ambition,
‘super-engagement’, which we also measure
through the Survey.'Super-engaged’is our
term for someone who gives top scores to
six core values and engagement questions.
Ouraimis for 50% of our people to be
'super-engaged.

Performance
This year, our annual Values Survey showed
that 86% of employees were ‘engaged’, while
40% of employees were ‘super-engaged’,an
increase of 1% on 2011. Our efforts are also
being recognised externally — we won 21
awards this year naming Diageo as one of the
best places to work around the world. Read
more about how we are supporting and
inspiring our people in the following sections:
- Developing talent—our growth will be
driven by talented people who have been
giventhe right professional and personal
development
Reward and recognition —employees’
contributions to our success should be
celebrated —and rewarded

Our people
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Engaging employees —employees who
are passionate and committed are more
fulfilled and more successful

+ Humanrights —we respect our
employees'rights, and adhere to the strict
ethical standards of our Human Rights and
Anti-Discrimination Policy.

Developing talent

Employees who are encouraged to
realise their full potential help make
Diageo agreatplacetoworkanda
more successful business.

Our approachto career and performance
management is simple: we want Diageo
people tofulfil their potential, and so make
their greatest possible contribution to
ourbusiness. We take training, career
development and performance management
extremely seriously. Employees are given
acorporate induction, as well as functional
and career development training as a matter
of course, while our Partners for Growth
programme helps manage performance.

Hiring the right people

ltall begins, of course, with recruitment.

One of the many benefits of our focus on
emerging markets is our increasing ability

to tap into new pools of talent in the regions
where we are expanding. Forexample,

we have recruited more than 450 graduates
worldwide. We have been able to translate
our approach to early career recruitment from
developed markets to developing ones. This
yearalone we recruited 87 graduates in Africa
through our three-year Growing Together
Pan Africa Early Career Programme.

Performance management

Having recruited talented people, it makes
sense toinvestin them. All full-time,
permanent employees are required to

go through our holistic performance
management programme, Partners for
Growth (P4G), designed to allow employees
todiscuss their aspirations with their
managers in an atmosphere of partnership.
P4Galso involves an annual performance

and career development review which links
personal objectives to our overall business
strategy. Since 2011, personal evaluations have
included a commitment by employees to our
Code of Conduct and associated policies.

Diageo Sustainability & Responsibility Report 2012

Training

Our training programmes are designed to
help employees develop professionally and
personally at various stages in their careers.

Corporateinduction programme

From day one, we want to help new
employees build broad networks. Our
corporate induction programme, which

we transformed and updated this year,
helps them do so, while providing them
with information about and experience of
key aspects of Diageo, and motivating them
tofind out more about the business. All new
employees (more than 4,000 this year) are
invited to take part. They are also required

to take a one-hour module on our Code

of Business Conduct.

Graduatetraining

We ensure that graduates receive the best
support possible through our early career
programmes. These include training for
finance, marketing, sales, HR and supply
graduatesin the United Kingdom, the
United States and Africa.

Mid-careertraining

Identifying and training leaders with the
potential for senior management s critical for
the growth of our business and takes place
worldwide. The Growing Leaders programme,
forexample, is a pan-African initiative that
aimsto nurture the best talent in our African
operations. The Leaders for Growth initiative,
which has taken 90 of the top managersin
North America through a programme of
events designed to accelerate career
development, helps bridge the gap between
management and business leadership.

Functionaltraining

Building the capability of all ouremployees
is essential, both to keep talented people
with us and for business performance. We
are piloting new ways of delivering training,
blending classroom learning with social
media and simulations, and trialling

mobile learning.

Diageo Academy

Diageo Academy is our global online
learning and development resource, which
allows employees to access either online or
classroom training in their native language,
with an emphasis on functional learning.
We constantly review Diageo Academy to
ensure that it delivers fresh and exciting
programmes. In addition, our markets
generate theirown new learning initiatives,
like the Open Learning Exchange in North
America, where senior managers delivered
modules to employees on subjects like
‘Building your strategic muscle’and
‘Operating margin’.

iDevelop
This year we launched iDevelop, a global
capability assessment and development tool.

Supply and procurement

We have developed programmes for
employees in our supply and procurement
function which are designed to ensure we
have consistent standards of procurement,
manufacturing, planning, logistics, supply
chain and technical skills across the world.
Forexample, we trained more than 350
employees across Europe in the use of our
new supply planning tool, ‘Project Globe'.
We intend to take this programme into Asia,
Latin America and Caribbean and North
America inthe coming year.

Leadership training

Ourleadership development programme, the
Diageo Leadership Performance Programme
(DLPP), has been running since 2007. This
year-long programme is designed to create
astep changein ourindividual and collective
leadership thinking, behaviourand
performance. This year, we continued to
expand DLPP toinclude mid-level managers
with the potential to become future leaders.

We also offer a variety of functional-
based leadership programmes. Last year
in Europe, we launched our Building
Manufacturing and Leadership Excellence
programme, which helps individuals identify,
prioritise,and build the functionaland
leadership capability specific to their role. This
is currently being implemented with middle
managersin the United Kingdom and Ireland,
offering over 250 different development
interventions from classroom-based courses
and e-learning to self-managed programmes
and reading materials.

In Africa, we continued our Pan-African
Engineering Leadership Development
Programme, aimed at developing the
strengths of our middle managers, focusing
ontheir personal development as leaders
inour business, asset care capability and
environmental and energy awareness.

We are also investing in functional
training to develop leadersin new areas
of ourbusiness. In Ethiopia, where we recently
acquired the Meta Abo Brewery, we invested
in a sales capability-building programme
foranew commercial leadership team
comprising existing Meta Abo Brewery
employees and new employees from
local businesses.



Reward and recognition

Part of valuing each other is recognising
and celebrating the success of our people,
and ensuring they remain motivated

and satisfied.

We aim to recognise the contribution of every
employee to the success of Diageo, and to
reward that contribution in a fair, competitive,
and sustainable way. Rewards play an
important partin attracting, retaining and
motivating employees, and we linkthem

to performance that helps us achieve our
business goals. Rewards are also linked to

an employee’s professional development,
through the Partners for Growth process.

We have a strong commitment to
industrial dialogue, and in 2012, more than
45% of our employees were covered by
collective bargaining agreements worldwide.
We aim to maintain regular, open dialogue
with unions over issues of common interest.
Forexample, this year we welcomed a
ground-breaking new pay and conditions
deal with GMB, our biggest unionin our
Scottish manufacturing operations. The
agreement replaces traditional wage
negotiations with a rolling deal which offers
job security,annual inflation-linked pay
increases and quarterly bonuses. It also
commits both Diageo and GMB to continue
toincrease focus on capability development
and sets a clearly defined disputes resolution
process to enable disagreements and issues
toberaised, discussed and resolved quickly.

Employee share schemes by year (2010-2012)

Pay and benefits

Our pay and benefit packages are

designed to attractand retain the best
talentin the market. Salaries are competitive,
and pay rises orannual bonuses are based
onthe achievement of individual and
business objectives.

Benefit packages are designed according
tothe needsand customsin each region,
and may include:

+  Retirement benefits

- Longtermincentive plans
+ Healthcare benefits

- Parentalleave.

Executive pay - linked to sustainability
Like those of all our employees, executive
directors’ rewards are linked to performance.
Their performance is measured against
individual business objectives (IBOs) which are
specifically set for each executive director’s
area of accountability. These IBOs are setin the
context of Diageo’s overall business priorities,
which include non-financial measures like
conformity with our Code of Business
Conduct, and sustainability and responsibility
policies relevant to an executive director’s
particularrole.

Read executive pay in the directors’
remuneration report in our 2012
Annual Report.

2010 2011 2012
Countries operating schemes 25 31 31
Employees! holding shares 15,785 16,057 16,531
Employees! holding more than 1,000 shares 48.0% 48.9% 45.1%
Shares held by employees 33m 32m 32m

(1) Pastand present.

Share ownership

We believe that employees and the business
asawhole all benefit when the people who
work for Diageo are also shareholders, and
we encourage employee share plansin
ouroperations across the world. In 2012,

31 countries operated an all-employee share
plan. Two additional countries will be invited
to participate in Diageo’s International
Sharematch Plan laterin 2012. As of 30 June
2012,16,531 pastand presentemployees
held 1.169% (2011 — 1.17%) of Diageo’s ordinary
share capital.

Recognition

In every market, we recognise the
achievements of ouremployees through
avariety of schemes which both celebrate
good workinits own right, and help to inspire
and motivate us to ‘be the best.

Each market developsits own
recognition schemes, highlighting examples
of living ourvalues, innovation, excellence in
customer service, and ideas or activities
which encourage profitable growth. For
example, in North America employees can
nominate colleagues who have performed
outstandingly for the ‘Celebrating You’
awards. The awards are linked to our business
objectives and this year were delivered in
a series of ‘ambush’ awards ceremonies,
where recipients were surprised by colleagues
and managers.

Our people
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Engaging employees

Inspiring brands are made and sold by
inspired people. Creating a compelling
environment for our employeesis
fundamental to making Diageo agreat
place to work and to our business success.

The greatest success, and the most fulfilling
working environment, comes about when
every member of ateamisinspired and
motivated by the business goals they are
helping to achieve. Employee engagement
depends on many things:it requires people
to believe in our values; to feel their views are
listened to and respected, and that their
contributions are recognised; to have a
passion for our brands and business; and to
have confidence in the business strategy
and objectives.

We aim for something beyond this
level of engagement, for what we call
'super-engagement’, where people strongly
endorse the company’s values and goals, are
proud of Diageo, and will not only build their
careers with us but would recommend the
company to others.

Values Survey
OurannualValues Survey is an essential tool
in understanding and building employee
engagement. As we look at the responses to
our Survey questions, we gather feedback
from employees on the extent to which they
feelthe values are embedded in the business,
and build them into our business strategy.
This year our response rate was 91%,
compared to 89%in 2011 —a total of 20,851
responses, which marked our highest ever
response rate. Such a high response rate is
extremely helpful in accurately assessing
how ouremployees are feeling.
As part of this Survey, we assessed the
level of employee engagement. Our overall
employee engagement index score was
86%, whichis 2% higher than best practice
according to our service provider Kenexa.
Our high score was partly driven by
employees’ positive responses when
asked whether they found their leadership
inspirational, and whether ours was a culture
of ‘valuing each other".
The Survey also showed that 40% of
employees were ‘super-engaged’ —the
highest level of engagement we measure.
Super-engagement is a challenging measure
we set forourselvesin 2006. It is calculated
based on employees who respond ‘strongly
agree'inthe Values Survey scale for the
following six items in the engagement index.
I believe strongly in the goalsand
objectives of Diageo

+  Iwould recommend Diageo as a good
place to work

Diageo Sustainability & Responsibility Report 2012

+lam proud to work for Diageo

- Ifully support the values for which Diageo
stands

+ Iworkbeyond whatis required in my job
to help Diageo succeed

- Atthe presenttime, |am seriously
considering leaving Diageo
(@nswering ‘'NO).

Super-engagement has increased by 1% each
year. This year, some business units achieved
outstanding scores in this area —with North
America, and Latin America and Caribbean,
achieving 48% and 49% respectively.

The results of the Survey are shared with
each business unit, which uses the data to
plan ways toimprove the level of engagement
among employees.

Sustainability and responsibility

To measure our performance in creating a

culture that embraces each of our values, we

ask a series of questions —some of which
relate to our sustainability and responsibility
agenda. This year, the results were as follows:

- Leadershipintheresponsible drinking
agenda: 91% thought Diageo was
effective in promoting responsible
drinking.

- Contribution to local communities: 81%
thought Diageo made a real contribution
to the communities in which we operate.

- Contribution to environmental
sustainability: 85% agreed that Diageo
was environmentally responsible.

- Diversity and inclusion: 88% said people
can be themselves regardless of their
ethnic background, gender, or stylein
theirteam.

+ Aculturethatinspires ethical behaviour:
81% thought their manager helped them
understand how our Code of Business
Conduct applies to their role and 84% said
they would feel comfortable raising any
concerns about compliance or ethics with
theirline manager, or through SpeakUp.

Value Surveyresults

Employee activism

Not only are ouremployees proud of our work
in sustainability and responsibility, but many
actively promote that work beyond their
regularroles.

Our DRINKIQ (www.drinkig.com)
programme encourages employees to
become ambassadors for responsible
drinking. One particularly successful event
was held this yearin Colombia, where Diageo
employees ran aresponsible drinking day as
part of the Guardian Angels campaign. The
initiative reached 3,000 consumers at 80
venues in one night, asemployees dressed
as‘winged' brand ambassadors and entered
bars to remind consumers to look out for
friends and family.

Employeesare also veryinvolved in
our socio-economic programmes through
volunteering. This year 4,956 employees
formally volunteered with Diageo through
initiatives such as building homes for those
in need in Canada through Habitat for
Humanity; running business skills workshops
for Arthur Guinness Fund awardees in Ireland
and Indonesia; planting trees in national parks
in Poland; and delivering food to familiesin
needin Korea.

Employees also raise money fora
range of causes, and our Giving for Good
programme encourages allemployees
around the world to make donations toward
asingle projectin one country. This year we
completed our roll-out of the water filter
programme in Africa, donating water filter
kits to schools and health clinics in Ghana.

GREENIQ

GREENIQ s our company-wide programme
toraise awareness of environmental issues
and drive improved environmental
performance across the business. The
GREENIQ programme enables people to
share best practice, offers information onits
website and a popular medal competition
and awards. This year, 12 sites earned 24
medals for environmental performance.

Movement from last

Favourable responses (%)’ year (%)

Values

Passionate about customers and consumers 85 1
Freedom to succeed 80 1
Proud of what we do 83 0
Be the best 73 0
Valuing each other 73 1
Engagement indicators

Engagement 86 1
Leadership index? 74 1
Super-engagement 40 1

(1) The percentage of respondents who selected the two most favourable responses (typically ‘strongly agree’

and‘agree’).

(2) As asignificant driver of engagement we measure leadership as part of the Values Survey. The Leadership
Index pulls together all of the key survey items that relate to ‘My manager’.



Humanrights

A great place toworkis afair place to
work. All our employees have theright
to expect that their basichuman identity
and dignity are fully respectedin the
workplace.

Respecting the human rights of employees
In our Human Rights and Anti-Discrimination
Policy, we make clear that ouremployees
should be treated justly, fairly and without
discrimination. Among other statements, this
policy asserts the right of employees to be
dealt with solely according to their ability to
meet the requirements and standards of
theirrole, and to be fairly remunerated for
their contributions to the company.

Animportant element of this policy is
our commitment to pay wages and benefits
fora standard working week that meet,
ataminimum, national legal standards,
and which should always be enough to
meet basic needs and to provide some
discretionary income. We do not use any
form of forced or compulsory labour, and
nor will we work with partners who do. The
right of employees to leave the company
after giving reasonable notice is of
course respected.

Afundamental tenet of our approach
tohuman rightsis that we respect all relevant
local employment laws with regard to
working conditions, training and a duty of
general care.In addition, our policy makes
clear that we do not employ children under
the age of 16. Where young people under
the age of 18 work for Diageo companies or
their partners, we take special care to protect
and promote their interests.

SpeakUp

All ouremployees are provided with contact
details for the independent counselling and
whistle-blowing service SpeakUp. We actively
promote this service and encourage its use

in orderto ensure we have an ethical culture.
Employees are assured that SpeakUp is
confidential, and that we will not condone
any reprisals against any employee who

raises issues relating to his or her human rights.
Read more about SpeakUp in our governance
and ethics section on pages 73-82.

Lastyear we also extended SpeakUp to
suppliers. You can read more about how we
manage risks in our supply chain, including
human rights-related issues, in our supplier
section on pages 83-90.

m Diageo Human Rights Policy

“We have a broad
responsibility, embodied
in the expectations of
civilised society and in
the Universal
Declaration of Human
Rights, to use our
influence to promote
and protect human
rights and freedoms by
establishing clear ethical
standards for ourselves
and by fostering similar
standards in all who act
with us or on our behalf’

Our people
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The Rainbow Network
on parade

Diageo Sustainability & Responsibility Report 2012

A diverse place to work is a great place to work.
Our network of employee resource groups plays

a vital role in creating an inclusive culture at Diageo.
One of the best-established groups, the Rainbow
Network, took celebration to the streets for Pride

Parade in June.

Case study:

Proud of what we do

The Rainbow Networkis Diageo North
America’s employee resource group for
lesbian, gay, bi-sexual and transgender (LGBT)
employees and their supporters, foundedin
2006 to ensure that we notonly respect and
value the contribution of LGBT employees,
but that we also understand and value the
wider LGBT community.

On June 24, Diageo brought together
about 150 people to march with the Rainbow
Networkin New York’s Pride Parade. This was
afittingly celebratory end to a reporting year
in which Diageo’s longstanding commitment
to equality was marked by our fifth successive
100% score from the Human Rights Campaign
Foundation's Corporate Equality Index—
having been the first total beverage alcohol
company to achieve this.

Asan advocacy and support group forall
employees who are LGBT or who have LGBT
family members, the Rainbow Network has
played animportantrole in ensuring that
Diageois a workplace which s fair to and
supportive of allemployees. Itis also active
outside Diageo, strengthening our reputation
as a supportive company and employer,and
providing valuable insights for marketing
and community relations activities within
the LGBT community. Like all ouremployee
resource groups, the Rainbow Network
contributes to a working culture in which
Diageo people value each other — helping
make our business a success.

Formore case studies from
around the world, please visit
http://srreport2012.diageoreports.com
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A

Diageo Africawon the
award for Good Corporate
Governance at the Africa
Business Awards 2012

[

We openly share real stories
of breaches of our Code

with employees to help them
understand how we can

do better

84% B

84% of employees said:
‘Iwould feel comfortable
raising any concerns about
compliance or ethics with my
line manager, or through
SpeakUp’

4

We now have full-time controls,
compliance and ethics
managers in all our markets

Sl #

81% of employees said:

‘My manager helps me
understand how the Diageo
Code of Business Conduct
applies to my role’

Our behaviours define who
we are. Respecting our diversity,
promoting human rights and
acting with integrity area
foundation of our values, our
reputation and our purpose.
That reputation is critical to
supporting our business and
canonly be sustained if we
try to act with integrity in
everything we do.

Governance and ethics
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Governance
and ethics

Our approach

To help ouremployees make the right
decisions in their everyday work, we have
acomprehensive corporate governance
structure and robust compliance and ethics
programme, with our Code of Business
Conductat its centre. However, doing
business with integrity goes beyond having
agood corporate governance framework
and compliance with policies, procedures
and regulations. Itis about creating a culture
in which each of us behaves with integrity on
behalf of Diageo, every day, in whatever
situation we find ourselves. By establishing

a culture that demands the very best from

all of us, we hope to make Diageo one of the
world’s most trusted and respected companies.

Diageo Sustainability & Responsibility Report 2012

People want to trust the company behind the
brands that they love. Diageo's reputation is critical
to supporting the success of our brands and can
only be sustained if we try to act with integrity in
everything we do, every day, everywhere. Doing
business the right way isn't only the right thing to
do, it's essential for commercial success.

Performance and outlook

We have made further strides
this year in helping employees
understand what it means to do
business with integrity, through
new programmes, simplified
policies and procedures and
inspiring communications.

Compliance and ethics are difficult areas

to measure, given that good performance
isabout what doesn't happen — namely

no breaches of our Code of Business
Conduct. Nonetheless there are some things
we can measure that indicate whether our
programme is understood and embraced
by employees, such as training, reporting,
and people’s attitudes as measured by
ourValues Survey.

Performance

Overall during the last year we continued to
raise the bar for our performance in this area,
including developing a set of indicators
around our key themes, which we reporton
forthe firsttime below. The work we've carried
out has resulted in an increase from 79%to
89% of our internal audit reports being rated

Progress against Governance and ethics targets

‘satisfactory’,and we have remedial plansin
place to mitigate any deficiencies. This trend
is reflected in the increases seen in both of
the ‘compliance’ measuresin our annual
Values Survey.

We have also had great feedback from
employees across the business on the work
done to reduce, revise and simplify our
policies and Code of Business Conduct. These
have been brought to life through regional
workshops to engage employees and train
them on exactly what acting with integrity
and being proud of what we do means
in Diageo.

Given the changesto Diageo's
operational structure, during the year we
brought together the governance and
controls,and compliance and ethics agendas
sothatthereis nowa single, dedicated
controls, compliance and ethics (CC&E)
manager foreach of our 21 markets who
reports to the general manager.

[t's also been a year of expansion, with
ouracquisitions of Mey icki in Turkey, Meta
Abo Brewery in Ethiopia, and Halico in
Vietnam. In all these we worked closely with
theintegration teams on due diligence to
ensure the compliance and ethics
programmes of these businesses align
with our high standards.

Targets by 2015 2012 performance Achievement
New operating model embedded with CC&E managers in all CC&E managers Achieved
markets and business units in all markets

and business

units

Improvement versus last year in positive responses to Values 84% versus 83% Achieved
Survey question: ‘I would feel comfortable raising any in 2011
concerns about compliance or ethics with my line manager,
or through SpeakUp’
Improvement versus last year in positive responses to Values 81% versus 79% Achieved
Survey question: ‘My manager helps me understand how the in 2011
Diageo Code of Business Conduct applies to my role’
100% of new joiners completing Code of Business Conduct 83% within first Not
training on induction 30 days achieved
100% of middle managers and above complete the Annual 100% Achieved
Certification of Compliance
1% of employees report breaches through SpeakUp 242 (1% of Achieved
(global benchmark) employees)




Outlook

Doing business the right way comes down

to each of us making the right decisions at the
right moments. We help ouremployees make
good choices for themselves, their colleagues,
our customers and our business by giving
them clear and simple guidance on our Code
and policies which have a close connection
with our values. Looking ahead, we want to
reinforce this connection to make iteven
easier foremployees to decide what is the
rightthing todo.

We will continue to find engaging ways
to bring the words of our Code and policies
tolife through reward and recognition
incentives, communications around breaches,
and effective and tailored training.

Regulatory environment
and pubilic policy

Alcohol is one of the most
regulated industries in the
world. Our ability to create
amore valuable role for
alcoholin society depends to
agreat extenton a balanced
regulatory framework that
provides a strong foundation
for our programmes.

Virtually every aspect of our operations is
regulated: production, product liability,
distribution, importation, marketing,
promotion, sales, pricing, labelling, packaging,
advertising, labour, pensions, compliance and
control systems, and environmental issues.

In some markets, such as the United States,
much of this regulation is layered at multiple
levels of government.

An opportunity for ethical companies
Ahighly regulated environment can be

an advantage for companies with good
corporate governance and the right approach
to business ethics. This regulation must be
balanced to promote economic growth,
and, in the case of alcohol, allow the industry
toplay a positive role in society. It is towards
these goals that we pursue our work with
governments around the world to develop
proportionate, effective regulation.

We believe that the most effective
policies to reduce alcohol misuse are those
based on the best evidence that account for
drinking patterns, that target specific at-risk
populations, that treat all forms of alcohol
equitably,and thatinvolve all stakeholders
working towards acommon goal. Therefore,
Diageo actively supports effective and
targeted alcohol policies at both global
andlocallevels.

Public policy

Government policymaking is a dynamic
process which engages a wide range of
stakeholders and interests in the formulation
of positions, regulations and legislation.
Effective policies are made when they are
based on good evidence and when the
measures they set out are proportionate

to the desired outcomes. This is particularly
relevant to ourindustry since alcoholisa
highly regulated sector,and atany one time
thereis always a wide range of issues to do
with alcohol consumption and misuse being
debated around the world.

Diageo engages fully with policy makers
and other stakeholders, either directly or
through industry trade associations, on all
alcohol-related issues. We firmly believe that
policy and intervention should focus on
dealing with the minority of people who
misuse alcohol, rather than penalising the
law-abiding, responsible-drinking majority.

We are therefore committed to
evidence-based, balanced policymaking
and we aim to ensure our engagement with
governments and regulatory bodies is
always professional, expert and ethical —and
governed by our Code of Business Conduct.
As well as our own experts, we retain external
specialists as consultants or advisors to advise
us on appropriate responses to and positions
on policy issues. We try to be consistentin our
views and positions wherever we operate
around the world.

Tax affairs

Every year, our tax contribution accounts

for a significant proportion of the value we

contribute to economies around the world.

Ouraimis to manage our tax affairsina

manner which ensures compliance with all

fiscal obligations and which maximises
shareholder value. Our approach to taxis
based on three key principles:

+ Weare committed to paying taxin
accordance with all relevant laws and
regulations in the territories in which
we operate.

- Weare committed to the effective,
sustainable and active management of
our tax affairs in support of outstanding
business performance in the territories
in which we operate.

- Wework hard to develop and sustain
good and honest working relationships
with tax authorities and to encourage
the representation of our views on the
formulation of tax laws either directly
orthrough trade associations or
similar bodies.

Ourtax footprint is made up of direct and
indirect tax payments. Direct taxes include
corporation tax, local business taxes and
excise duties on our sales, as well as other
sales taxes such as VAT. Indirect taxes include,
forexample, the payment of income and
corporate taxes by ouremployees and
suppliers.

We make decisions on where to locate
our operations based on a combination of
market factors, commercial strategy, business
implications, environmental impacts and
taxation. Transactions between Diageo
subsidiaries are priced on an arm's-length
basis in accordance with the OECD Model
Tax Convention.

Developments during the year

The impact of weak economic conditions in
some countries has increased the pressure by
some governments for higher tax revenues
from the alcohol sector. During the year, we
worked to promote reasonable and non-
distortionary excise duties —considering

how duties could affect demand between
different types of alcohol beverages, and how
they could affect where consumers buy them.
We believeitisimportant to help ensure
consumers are not encouraged to turn to
unregulated and illicit alcohol alternatives.

As well as seeking to raise revenue, some
European countries are proposing minimum
unit pricing as a means to reduce alcohol-
related harm.In Scotland, the government
passed legislation to introduce minimum
pricing. We argue against this approach
because we do not believe the evidence
shows that it will in fact affect heavy drinkers,
who are more immune to price increases,
and instead will penalise the majority of
responsible drinkers. Read more about our
views on minimum pricing on page 35in
the ‘alcoholin society’ chapter.

During the year, Diageo was contacted
by a small number of NGOs who are
researching the impact of tax incentives on
development, and examining tax planning
by multinational corporations in emerging
markets. We engaged with these NGOs to
listen to their issues and answer their queries.

Governance and ethics
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Looking ahead to emerging markets
Diageo's focus is increasingly shifting towards
emerging markets, which represent our
biggest growth opportunities in the future.
Our challenge in new markets will be to
develop the kind of relationships we have
spentyears building with governments and
otherindustry stakeholdersin our traditional
markets. By doing so we hope to develop a
fairand competitive business environment
in which value can be created for many
stakeholders. To support this work we have
trained over 100 of our corporate relations
employees, mainly in emerging markets, on
the principles of good tax policy, particularly
excise,and on how to promote best practice
structures and rates which are effective, fair
and non-discriminatory.

While we believe good tax policies can
create value for a wide range of stakeholders,
and play a part in contributing to sustainable
development, in certain countries we see
barriers to this, such as corruption and bribery.
Asaresult, we have started partnering with
others to find solutions to this challenging
issue.In Cameroon last year, we launched the
Business Coalition against Corruption where
we, together with more than 60 other
companies, NGOs and government bodies,
discussed ways of tackling corruption and
signed up to an anti-corruption pact. And this
yearin Nigeria, Guinness signed up to the
Convention on Business Integrity to object
publicly to corruption and to pledge to
uphold governance standards in the country.

Letter from the Executive Committee,
Diageo Code of Business Conduct

"We want Diageo to be
recognised as a great
place to work. Most of
all, however, we want
Diageo to become a
by-word for acting

with integrity and
responsibility; a business
with values that are
demonstrated every
day and are deeply
embedded in the fabric
of our organisation.”

Diageo Sustainability & Responsibility Report 2012

Corporate governance

At Diageo, we believe good
governanceis not merely a
compliance exercise but
something that supports the
long term success of the
company. We also recognise
that the quality of corporate
governance ultimately depends
on how people behave: there
is a limit to the extent to which
policies and frameworks can
deliver good governance.

Ourapproach

Asa UK company listed on the London Stock
Exchange and on the New York Stock
Exchange, Diageo s subject to corporate
governance rulesin both the United Kingdom
and the United States. In general we follow UK
corporate governance practice. More details
of these can be found in the corporate
governance section of our 2012 Annual Report.

Themesin corporate governance this year
Diversity on boards of directors and elsewhere
in corporate life continues to be a significant
theme in corporate governance. At Diageo,
we have long believed that supporting and
respecting all aspects of the diversity of our
peopleis an important contributor to
business performance as well as being the
right thing to do. There are currently five
nationalities represented on our board and
four of the 10 directors are women. In
addition to the individual skills thateach
director brings, we continue to believe that
their diversity as a group helps to provide

an appropriate range of perspectives on
business issues and an excellent balance

of skills, experience, independence and
knowledge of the company.

Governance structure

Followingis a summary of Diageo's
governance structure at the highest level.
For full details, and further information
on our board members and governance,
please see the corporate governance
section of our 2012 Annual Report.

Theboard

The Diageo board consists of a chairman,
chiefexecutive, chief operating officer,
chief financial officer and sixindependent
non-executive directors.

The board, infull session and through
its committees (audit, nomination and
remuneration), makes decisions, reviews and
approves key policies and decisions of the
company, in particularin relation to:

- Group strategy and operating plans
Corporate governance
Compliance with laws, regulations and
the company’s Code of Business Conduct
Business development, including major
investments and disposals
Financing and treasury
Appointment or removal of directors
and the company secretary
Risk management
Financial reporting and audit
Corporate citizenship, ethics
and the environment
Pensions.

Inline with the Companies Act 2006, which
sets out directors’ general duties concerning
conflicts of interestand related matters, the
board has agreed an approach and adopted
guidelines for dealing with conflicts of interest
and has added responsibility for authorising
conflicts of interest to the schedule of matters
reservedtoitself.

Each year, the board reviews its
performance and that of its commmittees and
the individual directors. Following an external
review last year, this year the board carried
outan internal performance review, which
involved a written questionnaire followed
by the chairman holding individual meetings
with both executive and non-executive
directors. For more information on the
outcomes of the evaluation, please see
the corporate governance section of our
2012 Annual Report.



Non-executive directors

The non-executive directors, all of whom the
board has determined are independent, are
experienced and influential individuals from
arange of industries, backgrounds and
countries. Their diverse mix of skillsand
business experience isa major contribution
to the proper functioning of the board and its
committees, ensuring that matters are fully
debated and that noindividual or group
dominates the board’s decision-making
processes. Through the nomination
committee, the board ensures that plans are
in place for the succession of both executive
and non-executive directors. These plans
consider gender and diversity as well as
business skills and experience.

Thereis aformalinduction programme
for new directors; they meet with the
executive committee members individually
and receive orientation training from the
relevant senior executive in relation to the
group and our business. This includes training
ON our assurance processes, environmental
and social policies, corporate responsibility
policies and practices, and governance
matters. Following this initial induction,
appropriate business engagements
are arranged for the directorson an
ongoing basis.

Chief executive

As chief executive, Paul Walsh is responsible
forimplementing the strategy agreed by the
board and for managing the group. He is
supported in hisrole by the executive
committee.

Committees and working groups

The chief executive appoints and chairs

the executive committee, which consists

of theindividuals responsible for the key

components of the business: the regions

where Diageo operates, Global Supply and
global functions.

The chief executive has also created
other committees with ongoing remits to
oversee certain areas and functions. They are:

Audit and risk committee: accountable
forinternal control and risk management
as well as reviewing the effectiveness of
the compliance and ethics programme.
Corporate citizenship committee:
accountable for managing our
Sustainability & Responsibility Strategy.

+ Finance committee: responsible for
advising on funding strategy, capital
structure, management of financial risks as
well as related policies and control
procedures.

+ Filings assurance committee: responsible
forimplementing and monitoring the
company’s compliance with relevant UK,
USand otherregulatory reporting and
filing provisions.

Diageo also has executive working groups
that are chaired by an executive memberand
include senior managers. These create policy
torecommend to the executive committee
and board when appropriate. The groups
relating to sustainability and responsibility
matters report to the corporate citizenship
committee and include an alcoholin society
working group, chaired by the director of
corporate relations, and an environmental
working group, chaired by the president of
Global Supply and global procurement.

For more information on the governance
arrangements for sustainability and
responsibility issues, please see the approach
and performance section of this report
on pages 15-26.

Codes and policies

Our Code and policies are written not
simply asa set of rules, but to give
accessible and helpful guidance to
employees on how to bring our values
to life and to articulate how we expect
themto behave.

Our Code of Business Conduct (our Code’)
sets the standard for what is expected of
everyone working at Diageo — ‘the way we
work, every day, everywhere'. All other policies
and standards flow from its principles. We
bring the words off the page through training,
engaging communications, workshops

and competitions.

Our Code of Business Conduct

Acode of business conductis only as good as
itsimplementation, which is why all Diageo
employees are required to attend training on
our Code. We also give refresher training and
updates as our Code evolves with changing
regulation and best practice. The board once
again mandated this year that all middle
managers and above must complete an
annual certification to confirm their
compliance with our Code, and to identify
any areas of possible non-compliance.

Applicabletoall

Our Code applies to everyone working for
Diageo worldwide regardless of location,
role orlevel of seniority. We expect those
representing and acting on behalf of Diageo,
including temporary and contractemployees,
consultants, agents and any other third party
acting inour name, to do soin accordance
with the principles of our Code. We expect all
our suppliers to adhere to our Partnering with
Suppliers standard, which includes the key
principles from our Code that are applicable
tothem.

Comprehensive and clear

Our Code provides clear guidance on

anumber of areas, including:

+ Ourproducts: marketing and innovation;
quality; international trade and free
zone sales.

- Personalintegrity: gifts; conflicts of
interest; insider trading.

- Commercial integrity: bribery, corruption
and improper payments; competition and
anti-trust; money laundering; accurate
reports and accounts.

- Employment: health, safety and security;
discrimination and harassment;
responsible drinking.

- Company assets: brand protection;
information management and security;
data privacy.

- Externalactivity:external
communications; political activity;
community and charitable giving;
human rights; environment.

Other policies
Our Codeis underpinned by a number of
global policies covering specific areas of our
activities in more detail. They are:
+ Anti-corruption —introduced in May 2012
+ Anti-discrimination and human rights
+Anti-money laundering
- Brandassurance
Competition and anti-trust
- Corporate security
- Dataprivacy
- Employee alcohol
Environment
External communications
- Information management and security
« Marketing
- Occupational health and safety
Quality
- Tax

Updates this year

Making policies easier, simpler, more relevant
For standards and procedures to be effective,
they must be easy to understand and relevant
to the people who have to follow them. In our
review of policies last year, we reduced the
number of global policies and ensured they
allhad the same look and feel as our Code,
with acommon structure, and were
significantly shorter than the old policies.

Governance and ethics
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We launched the new policies in September
2011 along with a ‘policy finder’ tool on our
intranet to help employees find those most
relevant to them. We also assigned each
policy a subject matter expert ‘owner’.
Ifemployees are unsure about an aspect of
apolicy, they can contact the relevant subject
matter expert for further guidance. Subject
matter experts work closely with the global
compliance and ethics team on the annual
communications plan around policies,and
on deciding on the right type of training for
employees to ensure we get the correct
balance of education and engagement
without overloading them with too

much information.

Strengthening the fight against corruption
Corruption is a very serious threat to many
companies, and with the evolution of our
business, and continuous desire to raise the
bar of our performance, we felt it necessary
to create a dedicated, stand-alone policy to
explain ourapproach, encourage best
practice in this area and keep it top of mind
with employees.In May 2012, we launched
anew anti-corruption policy. In line with
our theme of simplicity and clarity, the new
policy pulls together into one place clear
guidance on those areas of business activity
that may expose Diageo torisks of bribery
and corruption:

Private commercial bribery (as well as

that of government officials)
+ Relationships with our business partners.
+ Charitable and political donations
+  Extortionand personal security
+Meals,entertainment, travel and gifts.

Ensuring our Code s clear and consistent

Following our review of policies last year,

we updated our Code in July 2012 to be

consistent with the new simplified global

policies, as well as taking this opportunity to
make some minor updates throughout to
improve consistency and clarity. The changes
toour Codeinclude:

+  Anew section bringing together guidance
onthe areas of activity that could expose
us torisk of bribery, corruption or
improper payments

« 'Doingtheright thing'—a new section on
ethical decision making

+ Asimplified and consolidated section on
information managementand security

« New SpeakUp contact numbers, to
encourage employees to report concerns
or potential breaches

+ Aclearer link with our values.

Diageo Sustainability & Responsibility Report 2012

Compliance and ethics
programme

Our global programme aims
to create an exemplary
compliance environment
and a culture of integrity that
will ensure Diageo always
does business the right way.

Ourapproach

We are committed to conducting our
business responsibly and in accordance with
alllaws and regulations wherever we operate.
Our audit committee and audit and risk
committee together oversee the operation
of our compliance and ethics programme
to help us live up to this commitment. The
programme is managed by our global
compliance and ethics director who reports
directly to the chieffinancial officerand the
audit committee on all compliance and
ethics matters.

We have a confidential independent
whistleblowing service, ‘SpeakUp’, and we
expectanyone who comes across a breach
of our Code to report itimmediately either
through SpeakUp, or to their line manager,
ortoamember of the compliance and ethics,
human resources or legal teams. We have
extended our SpeakUp helpline to suppliers
sothat they can raise any concerns with us,
thereby helping ensure we are acting by our
Code. More information about how we
manage social and ethical risk in our supply
chain can be found in the our suppliers
section of this report on pages 83-90.

Performance

Our programme focuses on seven areas, each
of which has a plan of work for the year. How
the programme isimplemented, however, is
determined by each of our markets, based on
their greatest areas of risk, what matters most
inany particular area, and what will work best
forthose employees.

Organisational leadership and culture
Embedding the right culture across the
business requires inspirational leadership.
[t requires managers throughout the
company to own the agenda, taking
responsibility forimplementing itin their
area,and to lead by example.

Standards and procedures

We need to have the right standards and
proceduresin place, and they must be clear,
simple and relevant. This year we completed
the simplification of our global policies, and
redrafted our Code of Business Conduct to
reflect this. We also introduced a new
anti-corruption policy and refreshed our
breach management guidelines.

Training and communications

Employees must be given clear guidance on
what is expected of them, and the messages
must be reinforced and refreshed frequently.
In terms of training this year, we provided
face-to-face training for all compliance and
ethics managers across the world, trained all
new employees on our Code of Business
Conductand gave refresher training in several
markets. We also ran tailored training for
employees on specific policies depending
on therisks associated with their location
androle, delivered through regional events
around the compliance and ethics agenda.

Enforcement and incentives
We take a positive approach to encouraging
people to do business with integrity, balanced
by making it clear that unethical behaviouris
unacceptable and will be treated with the
same severity wherever it occurs. During the
course of the last year we continued to embed
our breach disciplinary framework across the
company to ensure that consequences are
consistent everywhere. Ourannual
performance appraisals have a 70/30
weighting, with 70% based on performance
and the other 30% based on how people
behave throughout the year, including their
commitment to the compliance agenda.
Ouraimis to help employeesimprove,
through individual coaching and training, but
we will take formal disciplinary action when
necessary. This year, 105 people exited the
business as a result of breaches of our Code
orpolicies.

Due carein delegating authority

Doing business with integrity also requires
us to consider the behaviour of those we do
business with outside Diageo, such as our
suppliers and other third parties,and we
encourage them to adopt our standards as
faras we can. The importance of this was
heightened recently with the changeinthe
UK Bribery Act making companies directly
accountable for the actions of those doing
business on their behalf. Read more about
how we work with our suppliersinthe

our suppliers section of this report

on pages 83-90.



When looking at growth opportunities, we
always consider how to help ensure our values
and commitment can be aligned with these
potential partners. Following our work last
yearto integrate compliance into our mergers
and acquisitions process, we now have a new
andfar more rigorous approach that puts
compliancerightat the heart of ourgrowth
plans. This has been particularly important
given the number of mergers and acquisitions
we completed this year.

All new transactions —including
businessesin China, Vietnam, Turkey, Tanzania
and Ethiopia — were thoroughly assessed from
acompliance and ethics point of view before
deals were agreed. A great example is our
purchase of Meta Abo Brewery in Ethiopia
which you can read more about in our
case study.

Monitoring, auditing and reporting
To ensure our programme delivers its
objectives, the programme and its
performance are frequently reviewed during
the year by the audit and risk committee. As
part of this, each of our markets must conduct
ariskassessment and also report compliance
againsta consistent set of key performance
indicators.

This year we agreed settlement of
the previously disclosed US Securities and
Exchange Commission (SEC) investigation
into potential violations of the US Foreign
Corrupt Practices Act.

Response and continuous improvement
Ensuring we do business with integrity as

our environment changes and we move into
new markets requires constant vigilance and
re-assessment of risk. Business leaders receive
regularinformation from the controls,
compliance and ethics team on breachesin
theirareato help them respond and improve
performance. We also include compliance
and ethicsissuesin allinternal audits.

Empowering our leaders

People at the top of an organisation
setthe tone for everyone else. Our most
senior managers are accountable for
compliance and ethics, and, through
training and guidance, we help them
promote a culture of integrity.

Localising responsibilities

This year marked a big change for usinterms
of leadership. While the global compliance
and ethics team set the programme and
support the local teams on the ground,
accountability for compliance and ethics
now rests firmly with the general manager
foreach market.

Tohelp general managers with their
responsibilities, we set up a network of
controls, compliance and ethics managers,
one in each market to reflect the new Diageo
operating model. These are full-time roles
reporting directly to the general manager
and are supported from the centre by regional
training and capabilities workshops, regular
callsand a dedicated website for sharing
best practice.

Our general managers are also expected
toinclude compliance and ethics discussions
as part of their performance reviews with their
directreports. Thisis a very important change,
marking a real connection between culture,
behaviour and consequences.

Forinformation on how we are localising
our Sustainability & Responsibility Strategy
more broadly, please see the Sustainability &
Responsibility Strategy section on page 16.

Measuring and enhancing the
performance of line managers

All middle managers and above complete an
‘Annual Certificate of Compliance’,answering
aset of questions on accountability and
confirming that they have read all Diageo's
policies. This is to ensure managers across
Diageo understand and take seriously their
responsibilities for compliance and ethics
and ensure their teams do the same. We

also monitor their performance in this area
through our annual Values Survey — this year
81% of employees said:‘My manager helps
me understand how the Diageo Code of
Business Conductapplies to myrole’

To take compliance and ethics beyond
our middle managers, we developed a
compliance and ethics toolkit for all line
managers. Launched in February 2012,

it focuses specifically on how we expect
them to behave, and sets out clearly their
responsibilities, how to deal with breaches
reported to them, how to prevent retaliation,
how to make ethical decisions,and how
to create an open culture in which their
direct reports can feel comfortable about
raising issues.

Embedding our Code, policies

and standards

To create a culture of complianceand
ethics, itis essential that we make sure
people understand what is expected of
them and how they should behave.

Training ouremployees

Allemployees are required to be trained on
our Code of Business Conduct, using a
curriculum that we reviewed in light of the UK
Bribery Act 2010. As well as covering the key
areas of our Code, including human rights and
anti-corruption, the training tries to bring our
Code to life with engaging scenarios, and also
explains how to report breaches and where
togethelpandadvice.

The approximately 4,000 employees
who joined us this year were taken through
aone-hourinduction on compliance and
ethics which is the same for all, regardless of
geography, role or grade. Allnew employees
must do this induction within 30 days of
joining. Moreover, all new recruits are
expected to have a conversation with their
line manager about our Code and what s
expected of them within the first two
weeks of joining the company.

Governance and ethics
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Some regions go beyond the basic Code
training, with special workshops and events
tailored to theiraudience that reflect the
needs of the region. Events such as the
Pathway of Pride programme in Africa,

"Asi sy, asi Somos, sin excepcion’in Latin
America, and Ethics Day in Asia Pacific
provide a forum for sharing experiences
and to promote ethical behaviour.

We have been working closely with our
controls, compliance and ethics managers
and policy subject matter experts to
determine the right training materials and
training programmes foremployees in
different functions and markets. For example,
marketing teams have received specific
training on our Digital Marketing Code to help
them understand how to use social media
channelsin our marketing campaigns, while
in supply we have had a huge focus on health
and safety and our Zero Harm programme.

Engaging and relevant communications
We have brought our communications
around compliance and ethics up to date,
making them far more engaging and relevant.
Forexample, the posters to launch the
updated global policies had a humorous side
to capture people’s attention — picking up on
the ‘don’t be out of date’ theme. We also tailor
communications to what'sgoing onin the
business or for the time of year — for example
focusing on gifts and entertainment
guidelines during the holiday season.

To help employees understand the link
between our Code and values, in February we
launched a ‘Valuing our Code’ competition.
Employees watched avideo on our Code and
values, then aligned areas of our Code to each
of ourvalues to be in with the chance towin
aniPad. We had a great response with 1,688
correctentries.

Diageo Sustainability & Responsibility Report 2012

Monitoring and improving performance
Dealing with breaches when they occuris
essential for ensuring we do business with
integrity - but we believe that preventing
wrongdoing by encouraging a culturein
which everyone feels confident inraising
concernsis equally important.

Assessing ourrisk profile
This year we deepened and strengthened
our reporting ina number of ways. Each of our
markets must now report compliance to the
board’s audit and risk committee againsta
consistent set of key performance indicators.
Moreover,each must now carry outa
compliance riskassessment, including
consideration of human rights and corruption,
and develop mitigation plans for the greatest
risks. They did so for the first time this year.

With these market assessments, we were
able to build up arisk profile of the company
asawhole. Although risks differ by market,
certain general themes were commontoall.
These were to do with anti-corruption and
money laundering, working with third parties,
conflicts of interest, regulatory issues,
anti-trustand competition, health and safety,
quality, and alcohol consumption by
employees.

Following the analysis of these risks,
we will be working with local compliance and
ethics managersin our markets to develop
training and communications relevant to
their particularissues.

Reporting breaches of our Code

and policies

Making sure that everyone feels confident
about reporting breaches is essential if we are
to ensure that unethical behaviour does not
go unchallenged and unpunished at Diageo.
One part of that lies in people’s confidencein
speaking to their managers. As reported in the
Values Survey, 84% of employees said:‘lwould
feel comfortable raising any concerns about
compliance or ethics with my line manager,
orthrough SpeakUp'.

The otheris the use that is made of our
whistleblowing service, SpeakUp. During the
last year we saw a large increase in the number
of cases now being reported through
SpeakUp, with 242 calls this year,compared
with 119in 2011. We believe thisis due to our
work to promote SpeakUp, which has helped
increase people'strustin the service. This
numberis now in line with EthicsPoint Inc’s
global benchmark of 1% of the total employee
population reporting concerns through a
helpline. The other breaches were reported
via line managers, legal, HR or our network of
controls, compliance and ethics managers.

Responding toincidents

SECruling

On 27 July 2011, Diageo agreed settlement

of the previously disclosed US Securities and
Exchange Commission (SEC) investigation
into potential violations of the US Foreign
Corrupt Practices Act (FCPA). The investigation
related to payments involving Diageo’s
subsidiaries in India, South Korea and Thailand.
Under the settlement, Diageo agreed to pay
$13.374 million (£8.464 million) to the SECin
disgorgement of profits and pre-judgment
interest, to pay a $3 million (£1.899 million)
penalty to the SEC, and to cease and desist
from committing any further violations of

the books and records and internal controls
provisions of the FCPA.

We regret this matter and take the SEC's
findings seriously. We have enhanced our
systems and controls in an effort to prevent
suchissues recurring, and to reinforce,
everywhere the company operates, a culture
of compliance and commitment to the
principles embodied in our Code of
Business Conduct.

Following the ruling, our chief
executive officer senta communication to
allemployees drawing their attention to the
incident and reinforcing our Code and the
importance of behaving in accordance with
ourvalues. Allemployees were then taken
through training by the senior leaders in their
part of the business to understand what they
neededto dotoensure they protect the
company’s reputation.



Other breaches

All breaches of our Code and policies are
investigated and taken very seriously.

Any actions by employees that would violate
our anti-discrimination and human rights
would resultin the termination of the
perpetrator’s contract.

We also work with third parties to try to
ensure that they uphold the same high levels
as we do. For more information on our
approach to monitoring social and ethical
risk in our supply chain, see the our suppliers
section on pages 83-90.

Dealing with breaches fairly

When a breach does occur,employees need
tofeel confident that Diageo has a consistent
approach,and thatinternally it's a level playing
field for everyone.

In previous years there have been
discrepanciesin the way that breaches of
our Code have been dealt with, depending
on thelocation and the individuals involved.
In February 2011, we revised our breach
disciplinary framework to make sure that
everyone, everywhere had the same model to
follow; this year we've been working to ensure
thatitis followed consistently. Of course, the
framework allows for individual circumstances
to be taken into consideration —in the same
way that the principles of justice are applied
ina court of law —but now everyone can
be confident of fair treatmentas wellasa
fair hearing.

We have qualified and experienced
investigators who handle every breach
reported to us that requires investigation.

This year we improved how we handle
them, ensuring all were dealt with within our
30-day target period. We deal with themin
different ways, depending on the severity of
thebreach.

Ouraim is to help employeesimprove,
through individual coaching and training,
but we will take formal disciplinary action
when necessary. This year, 105 people exited
the business as a result of breaches of our
Code or policies.

Learning from experience

A big change this year, which we believe
is helping people’s understanding and
confidencein reporting breaches, is that
we now share information about those
thatdo occur.

Historically, Diageo kept confidential all
breaches of our Code. However, we decided
thattoimprove transparency and enhance
ourethical culture we needed to be more
open with employees about breaches and
their consequences, so that they could be
better prepared to avoid them. By publishing
relevant (@anonymous) examples of breaches
locally when they happen, and globally every
quarterthrough ourintranet, we alert our
employees to potential issues that might
arise given external trends or events and
hopefully prevent further breaches. These
articles are regularly in the top ‘most read’
onourintranet,and have had very positive
feedback fromemployees.

It's not just a negative programme,
however. We also share examples of where
employees have been in circumstancesin
which they have been asked —or tempted —
todothe wrong thing, and yet have made
the right decision.

We have also developed a new,
more rigorous breach reporting database,
which will give us far better insights into
what is happening and why, allowing us to
analyseissues and come up with plans for
dealing with problem areas. Subject matter
experts for each policy receive reports on
breachesin their areas so they can tailor
training accordingly.

We decided that to
improve transparency
and enhance our ethical
culture we needed

to be more open with
employees about
breaches and their
consequences, so that
they could be better
prepared to avoid them.

Governance and ethics
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Award celebrates
Diageo’s good
business practices
in Africa

Diageo Sustainability & Responsibility Report 2012

Thanks to our employees’ efforts across Africa,

in June Diageo won the Good Corporate
Governance Award at the Africa Business Awards,
becoming the first consumer goods company

to win this accolade.

m Case study:

The Award recognised Diageo'’s work over
the last few years to foster good business
practices in Africa, such as initiating the
Coalition against Corruption in Cameroon, our
workwith suppliersin Kenya on responsible
business practices, our work against
corruption in Nigeria, and Pathway of Pride,
our popularcompliance and ethics training
programme for employees in the region.

‘lam very proud of all our employees for
contributing to Diageo being recognised for
our responsible business ethics and practices,
our transparency and our increasingly public
stance on tackling corruption and promoting
good business practices, said Nick Blazquez,
President, Diageo Africa.For us to win this
award is hugely valuable in supporting our
agenda to embed our Code of Business
Conduct, in building Diageo's reputation
with key stakeholders and in us contributing
to the leadership of thisimportant agenda
across Africa’

Overthe last five years, the Africa
Business Awards have become a prominent

platformto celebrate excellence and best
practicein the business arena, recognising the
leaders and companies that are driving Africa’s
rapidly transforming economies. Winners
have made an outstanding contribution

to the development of the continent,

the economic aspirations of its citizens

and the transformation of Africa’simage
ininternational markets.

Anne McCormick, Corporate relations
director, Diageo Africa (pictured accepting
the award) said: This award shows the shift
in what good corporate governance means
to the business world and to Africa. The
long term success and sustainability of
our business in Africa is no longer solely
dependent on strong assets and financial
success, butalso on our ability to demonstrate
the highest standards of integrity in the way
we behave towards each otherand to those
outside our company.

For more case studies from
around the world, please visit
http://srreport2012.diageoreports.com
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30,000 %

We have a network of
approximately 30,000 direct
suppliers in over 100 countries

oy

Baileys’ work with our
Irish cream supplier has
encouraged othersin
the industry to promote
sustainable dairy farming
practices

52%

We source approximately 529%
of our electricity for supply
sites from low-carbon sources

£255 million

In Africa this year, we spent
£255 million on raw and
packaging materials of which
nearly 68% was spent with
African businesses

SpeakUp

We extended our
whistleblowing service,
SpeakUp, to all our suppliers
to help manage social and
ethical risks in our supply chain

Pictured here, our agriculture
team inspects barley grown in
Mau Narok, Kenya, where we
source 60% of the barley we use
in East Africa. Sourcing the many
raw materials and packaging
supplies from which we create
our brands should contribute
positively to the communities
and economies from which
they come. We are working
with thousands of small-scale
farmers in Africa toimprove

the quality and yield of crops.

Our suppliers

83



84

Our suppliers
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Our mission of celebrating life every day,
everywhere starts the moment a seed or a vine
is planted in the ground. We believe that the
materials from which we create our brands and
build our business should be sourced in a way
that contributes positively to the communities

and economies from which we source.

Our approach

Given our large network of suppliersin over
100 countries, we are working to develop our
understanding of the full range of social and
environmental impacts we have throughout
oursupply chain. We see ourrole as a catalyst,
working in partnership with others to help
suppliers embed ethical, social and
environmental principles. Collaboration with
our suppliers, other fast-moving consumer
goods (FMCG) companies and industry
associations like AIM-PROGRESS, the Carbon
Disclosure Project (CDP) and the Supplier
Ethical Data Exchange (SEDEX) is the most
effective approach toimproving not only
the practices in our own supply chain, but
inthat of the industry asa whole.

Our supply chainincludes our direct
suppliers, as well as our indirect suppliers —
those businesses from which our direct
suppliers source. Our supplier management
approach focuses mostly on direct suppliers,
although we partner with suppliers at all
levels, particularly as part of our sustainable
agriculture programme.

The way we work with suppliersis

based onthree principles. We aim to do

the following:
Optimise duediligence: ourdue
diligence processes are designed to help
our suppliersimprove their sustainability
performance. While we have ourown
standards and guidelines, we work with
industry associations like AIM-PROGRESS
and SEDEX, which provide collaborative
platforms for sharing supply chain ethical
datain order to reduce duplication
and the burden on shared suppliers.
Build capability: when we can, we try
tohelp suppliers meet our standards
by offering training to build their skills
and capabilities.
Supportlocal business: working with
local suppliers is an important way in
which we contribute to local economies,
especially in new growth markets.



Performance and outlook
There are many ways in which
we can measure progressin
our sustainable procurement
programme and our approach
continues to evolve. This year
we reporton developmentin
the areas where we historically
had specific targets. In all
categories, we have moved
the agenda forward.

Progress with our suppliers
Topic Progressin 2012

High-risk suppliers

This year, 875 of our ‘potential high risk’ supplier sites registered with the

Supplier Ethical Data Exchange (SEDEX), up from 734 last year. Of these,
588 filled in SEDEX's self-assessment questionnaire and 105 of the highest
risk companies were independently audited during the past three years.

Sustainable
agriculture
partnerships

Last year, the starting point for Diageo to test our new sustainable
agriculture guidelines was a partnership with Baileys' primary cream
supplier, Glanbia, in Ireland. Progress is well under way; an audit

programme focused on improving the sustainability of 4,300 farms has
been developed and began in July 2012.

This year, we continued to run a number of sustainable agriculture
programmes across Africa. These aim to develop partnerships with
farming communities, government and NGOs to fuel growth through
sustainable cultivation of crops such as barley and sorghum. We are
currently investigating an opportunity around cassava.

Carbon reduction

This year we sourced approximately 52% of our electricity from low-carbon

sources, such as nuclear, wind and hydro. We also joined the Carbon
Disclosure Project (CDP) Supply Chain programme, further developing our
six-year relationship with this independent not-for-profit organisation and
allowing us to engage our key suppliers on measuring and reducing their

carbon emissions.

Sustainable
packaging

We continued to work with our suppliers on sustainable packaging
improvements. For example, this year, two of our European suppliers

changed their packaging to enable us to send it back to be reused,

thereby reducing waste.

We removed 340 tonnes of packaging by ‘down-gauging’ (thinning
metal in our cans and can-ends). In North America, our key polyethylene
(PET) bottle supplier installed a PET production facility at our Plainfield
plant to supply PET bottles on site. The relocation improved both quality
and inventory levels, while reducing emissions by eliminating those that
would have been produced in delivering the bottles to the site.

Local sourcing

As part of our commitment to local sourcing in Africa, we raised our target

to source 70% of raw materials from the region by 2015 to help stimulate
economic growth while simplifying our supply chain. This year we are
proud to have sourced an estimated 56% from African suppliers.

Outlook

Ourvision is to generate long-term business
value for Diageo with locally and sustainably
sourced raw materials. These should meet
high quality standards and have a positive
impact on the coommunities and environment
in which we operate. We recognise that we are
onajourney and aim to do this properly and
thoroughly, in the categories and regions
where we can have the mostimpact.

Building on our progress of improving
the sustainability of our Irish cream supply
chain, we will next turn our attention to Africa.
There we will focus on barley and sorghum,
two of our key local raw materials. On ethical
sourcing, we will continue to focus on working
with our highestrisk suppliers toimprove
standards, increasing audits and building
supplier capability through the collaborative
platforms of SEDEX and AIM-PROGRESS. On
carbon, we will continue to engage with our
suppliers through the CDP Supply Chain
programme in order to identify opportunities
and improve performance.

Ata policy level, we will continue to work
with governments as they seek to stimulate
economic growth further through the
development of their agricultural economies.
We are talking with agricultural development
ministries and a series of NGOs — including
the Southern Agricultural Growth Corridor

of Tanzania (SAGCQOT), the Agricultural
Transformation Agency (ATA) and the
European Cooperative for Rural Development
(EUCORD) - about the introduction and
registration of high-yielding grain varieties.
Ourgoalis to unlock the potential of suitable
land that is currently idle to provide local
communities with genuine opportunities
toimprove their livelihoods.

Our suppliers
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Our supply chain

Our business is part of a
complex supply chain that
begins with farming and
continues all the way to the
manufacturers of marketing
materials as our brands make
their journey ‘from barley
tobar’.

Ourapproach

We source materials, ingredients, energy

and services from businesses across the world
through a mix of global, regional and local
supplier relationships. To choose our direct
suppliers, we assess a variety of factors
including cost, quality, service and alignment
with our sustainability and responsibility
standards, such as Partnering with Suppliers.

What we buy

The goods and services we buy can be

divided into the following categories, listed

by spend, with the highest first:

- Marketing — media, sponsorshipand
other promotional materials that promote
our brands at retail customers’ business
sites and elsewhere.

+ Packaging materials - these include
packaging that holds the final product,
such as glass, paper, board, plastic
and aluminium.

+ Logisticsand manufacturing —the
services for distributing our materials
and products around the world, and
outsourcing manufacturing.

+ Information services and business
support —the businesses that support the
activities of our offices, such as consultants,
business services, and travel.

+ Rawmaterials and utilities —including
agricultural products such as wheat, barley,
corn, hops, sorghum, cream, sugar,and
grapes,and utilities such as electricity and
water used for our manufacturing sites
and offices.

Diageo Sustainability & Responsibility Report 2012

How much we buy

Unlike some of our food and beverage peers,
we are generally not the largest purchaser
ofany single item in our supply chain. In total,
we spend approximately £6.1 billion on
supplied goods and services, with the largest

components being marketing and packaging.

In terms of the volume of materials used in our
final products, we buy more than 1.7 million
tonnes of cereals, dairy and sweeteners and
more than 900,000 tonnes of packaging

such as glass, corrugate, cans, cartons, labels
and sleeves.

Where we buy

Our network of approximately 30,000
suppliersincludes farmers, packaging
manufacturers, energy suppliers and
transport companies in over 100 countries.
Working with local suppliers provides a
significant opportunity for us to contribute to
local economies while simplifying our supply
chain. Where possible, therefore, we try to
work with local organisations and farmers.
To us, this means sourcing products foreach
of ourfive regions from the region itself.

Sourcing locally can help improve
conditions for sustainable development.
Africais our second largest region for
production volume after Europe and as such
isanimportantarea for us. Last year we seta
target to source 65% of the raw materials used
in our African production facilities from the
region. We have since raised this target to 70%
by 2015, reflecting our increased commitment
to Africa. Today, we source approximately 569%
of our agricultural raw materials from Africa,
compared to 57% last year.

While local sourcing brings economic
and social benefits to the communitiesin
which we work, there are sometimes
trade-offs in terms of other sustainability
impacts. Forexample, while we may reduce
our carbonimpact with less transport, relying
onlocal agriculture in water-stressed areas
can have serious consequences if not
managed well. Our challenge is to move
towards local sourcing while building
capabilities to maintain our high standards
of quality and sustainability.

2012 raw material volume (%)

1 - Wheat 17%
2 - Barley 37%

3 - Hops <1%

4 - Corn 25%

5 - Sorghum 5%
6 - Dairy 1%

7 - Sugar 7%

8 — Molasses 5%
9 - Grapes 3%

Ve

\

9
é

2012 packaging volume (%)

1 - Glass 89%

2-PET 1%

3- Cans 2%

4 - Closures <1%
5—Cartons 1%

6 - Crowns 1%

7 — Corrugate 5%

8 — Labels and sleeves 1%




Our standards and guidelines

As the world’s leading premium
drinks company and the
guardian of well-loved brands
like Johnnie Walker, Guinness
and Tanqueray, we set out
minimum requirements that
we expect our suppliers to
follow, along with aspirational
standards to work towards.

We have three main frameworks we use

to help us manage the sustainability impacts
of our supply chain, our Partnering with
Suppliers standard, our Sustainable
Agriculture Sourcing Guidelines and our
Sustainable Packaging Guidelines.

Partnering with Suppliers

The principal standard for our suppliers,

Partnering with Suppliers, sets out the

minimum social, ethical and environmental

standards we expect them to follow as part

of their contract with us. It also outlines

aspirational standards towards which we
encourage those companies who would like
tobe ourlong-term partners to work. It covers
the following key sustainability themes:

+ Ethical business practices —we
emphasise our Code of Business Conduct
(see our Code of Business Conduct section
on page 77),and require suppliers both
to comply with legislation and to commit
toworking against corruption, extortion
and bribery.

Human rights — we recognise
International Labour Organisation (ILO)
standards for safe working conditions, fair
pay and reasonable hours. We expect our
suppliers to meet all applicable legislation
and the ILO core conventions, while
encouraging themto endorse the
Universal Declaration of Human Rights.
Health and safety standards — we expect
suppliers to maintain a safe working
environmentincluding providing access
to safety equipment and training. We also
encourage them to conduct routine risk
assessments, to improve health and safety
standards continually,and to adopt health
and safety management systems that can
be externally verified and certified.
Environmentalimpacts —we expect
suppliers to have an environmental policy;
we setoutourcommitment to reduce
energy, waste and water; and we ask them
to demonstrate a similar commitment

by monitoring and improving their
performance.

Responsible drinking programmes —we
explain our commitment to responsible
drinking, and encourage our partners to
make use of ourinformation and
experiencein creating a more positive role
foralcoholin society.

Sustainable Agriculture

Sourcing Guidelines

The disproportionate impact of our
agricultural suppliers on social and
environmental issues makes our Sustainable
Agriculture Sourcing Guidelines important.
They are designed for our raw material
suppliers,and the farmers managing the
land. They encourage commitment to good
environmental practices, fairness to workers
and wider economic benefits for grower
communities.

Sustainable Packaging Guidelines

For us, sustainable packaging must strike
the balance between packaging designed
with the lowest possible environmental
footprint and retaining its core functions of
protecting, delivering and presenting our
brands. We encourage our suppliers to
achieve high standards and investigate
alternatives to increase the sustainable and
ethical production of all our packaging.
Publishedin 2012, our Sustainable Packaging
Guidelines are helping us achieve these
objectives.

Managing social
and ethical risks

As the proud brand guardian
of premium brands, we must
protect their reputation by
carefully managing social and
ethical risks.

Ourapproach

We have a four-stage process for managing
social and ethical risks and embedding
guidelines into our supply chain.

1. Initial screening: a series of key risk-based
questions which our procurement team
appliestoall currentand potential
suppliers. Criteria for identifying high risks
include analysis of country of origin, type
of goods or service, potentialimpact on
aglobal brand and use of temporary or
casuallabour.

2. Pre-qualification: a questionnaire that
focuses on any areas of concern raised
instageone.

3. Qualification: any potentially high-risk
suppliers are required to register with the
Suppliers Ethical Data Exchange (SEDEX),
and to take the SEDEX self-assessment
questionnaire.

4. Audit: suppliers who represent the
highest risk are independently audited

against the SEDEX Members Ethical Trade
Audit (SMETA) audit protocol. We agree
corrective actions to address any gaps,
and work with suppliers to help raise
their sustainability standards. In addition
to covering human rights, core labour
standards, and health and safety, we
have now adopted the ‘SMETA 4 Pillar’
audit protocol, which also includes
business ethics and integrity, and
environmentalissues.

Working with industry partners

andtrade associations

Inan effort to reduce assessment fatigue for
our business partners, we work collaboratively
with SEDEX, a not-for-profit organisation that
enables global suppliers to share assessments
and audits on ethical and responsible
practices with their customers. Suppliers pay
for their participation as this allows them to
own theirdataand share their reports with
many customers.

We are also an active member of
AIM-PROGRESS, a forum for leading consumer
goods companies to promote responsible
sourcing practices and sustainable supply
chains. With 31 companies including Unilever,
The Coca-Cola Company, Nestlé and Colgate
Palmolive involved, AIM-PROGRESS aims to
develop and promote the use of common
evaluation methods, and drive efficiencies
forall companies by collecting, assessing
and sharing non-competitive information
on supply chain sustainability performance.

David Lawrence, Diageo’s compliance
and ethics programme director, is the
current chairman of AIM-PROGRESS.

Focusing on humanrights

We aim to promote and protect human
rights and freedoms in everything we do.
Our supplier standards set out the minimum
we expect from our suppliers, namely that
they meetall applicable legislation and the
International Labour Organisation core
conventions along with standards for safe
working conditions, fair pay and reasonable
hours. We also encourage them to endorse
and promote the Universal Declaration of
Human Rights.

Our suppliers have access to SpeakUp,
ourwhistleblowing line, as setoutin our
Partnering with Suppliers standard. Thisis a
particularly important element of our work to
protect human rights, and it helps us uphold
our other policies and standards. This year we
received 10 anonymous calls from suppliers
through SpeakUp, and we are working to
address concerns raised about human rights,
discrimination and harassment, and fraud.

Building capability

To help ensure compliance with our standards
and expectations, we aim to build not only

Our suppliers
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the capabilities of our own procurement
team, butalso those of suppliers, through
sessions on social and ethical risk
management and environmental
sustainability. This year, as part of AIM-
PROGRESS, we supported a series of webinars
for suppliersin North America and Europe as
well as workshops in Kenya and South Africa
to share best practice in responsible sourcing.

Performance

Initial screening and pre-qualification

All procurement-controlled spend was
screened to assess the risk of not meeting
our Partnering with Suppliers standard. For all
new contracts drafted, we aimed toinclude

a clause that referenced compliance with

our Partnering with Suppliers standard or our
even more comprehensive Code of Business
Conduct for those suppliers who act on

our behalf.

Qualification

We asked those suppliers deemed potentially
high risk to register with SEDEX. To date,

875 supplier sites have done so and linked to
Diageo, the first step in engaging suppliers to
complete their self-assessment, up from 734
last year.

This year SEDEX upgraded their system,
which meant all suppliers had to re-submit
their questionnaires. As such the number of
suppliers with completed self-assessment
questionnairesincreased only slightly this year,
from 51910 588. However, we are confident
that this upgrade willincrease the efficiency
and effectiveness of the process.

Audit

Foradditional due diligence, over the past
threeyears, 105 of our highest risk supplier
sites have been independently audited,
commissioned either by Diageo (13 audits) or
accessed through SEDEX and AIM-PROGRESS
(92 audits). Thisis up from 64 last year.
Suppliersin Asia and Africa accounted for
almost two-thirds of these audits, with the
most common issues of concern relating to
health, safety and hygiene, followed by
working hours and wages.

In general, we consider merchandising
materials to be one of our highest risk
categories due to the fact that manufacturing
is often in high-risk countries. We purchase
the majority of materials through agents,
and therefore lack visibility on the original
manufacturing source. We have begunto
work with some of our key merchandising
suppliers to support the development of
their ethical sourcing practices, build
capability and drive assurance further
down the supply chain.

Diageo Sustainability & Responsibility Report 2012

Environmental supply
chain management

The complex global challenges
we face - from climate change
to resource scarcity — mean that
improving the environmental
sustainability of our suppliers is
crucial for the long-term health
and growth of our brands.

Ourapproach

Beyond our agricultural footprint, which
has alarge impact on water, one of the
largest environmental impacts of our
supply chain is carbon emissions.

We believe the best approach to
understanding this riskis through
collaboration with others, in particular
the Carbon Disclosure Project (CDP),an
independent not-for-profit organisation
holding the largest database of primary
corporate information on climate change
inthe world. Working with the Supply
Chain project helps ensure we are not
overburdening our suppliers with
environmental measures and requests.

Performance

We extended our relationship with the CDP
this year, joining their 2012 Supply Chain
programme, which is helping us engage our
key suppliers on carbon emissions. This year
we approached 125 of our key suppliers to
work with us on thisinitiative, a significant step
inour effort to reduce the environmental
impacts in our supply chain.

Joining this programme will help us
understand better the carbon emissions
associated with our supply chain. It will also
help us capture and report our Scope 3
emissions (which includes those from our
supply chain),and identify best practice and
opportunities to reduce them. From our initial
analysis we decided to focus on six categories
where we see the biggestimpact: packaging;
raw materials; logistics; energy; third-party
manufacturing; and information services.

Meanwhile, we continued to make
progress against our operational goal to
reduce our own carbon emissions by 50%.

In 2012, approximately 529% of our electricity
for supply sites came from low-carbon
sources such as wind, hydroand nuclear,
which is on par with our performance last
year. In the United Kingdom, 1009 of our
electricity comes from low-carbon sources.

Sustainable agricultural
partnerships

Diageo’s brands have always
been closely connected with
agriculture. In the 1800s,
Arthur Guinness, the son of the
brewery’s founder, served in
the Farming Society of Ireland.
As our operating environment
continues to change and

grow, these partnerships

are becoming even more
important, helping us secure
the resources we need while
supporting farmers throughout
our supply chain.

Food and water security is under threat from
rising populations, changing weather patterns
and unsustainable farming practices.
Approximately 13% of our procurement
spend, excluding utilities, is on materials from
farms and forests. Our focus on sustainable
agriculture is an imperative both to secure
access to the materials and to help contribute
to the communities we rely on.

Ourvisionis to generate long term
business value for Diageo, using locally and
sustainably sourced raw materials which
meet our quality standards, and which have
a positive impact onthe communities and
environmentin which we operate. Key to
our success is our ability to partner with local
farmers to help them improve their yields
and promote sustainable farming practices.

Our agricultural footprint

We source agricultural products such as
cereals, sugar, cream and grapes from about
150 first-tier suppliers, with whom we have
direct relationships, and many thousands of
second-and third-tier suppliers, with whom
we have indirect relationships. These suppliers
range from large agri-businesses to
smallholder farmers.

Diageo’s oldest brands originate in
Europe, and this region has historically been
the place where we have sourced most of
our materials. Our first sustainable agriculture
project was with dairy farmersinIreland,
home of Baileys.

As our second largest source of
production, Africa is becoming increasingly
importantin terms of supporting sustainable
agriculture andis one of the poorestand
most water-stressed regions in the world.
Our work with African farmers on sustainable
agricultureis critical to ensure a continuing
supply of raw materials, while contributing
tolocal economies, communities and
environments. We therefore continued to
place particular attention in this region.



Reflecting our commitment to Africa, we are
one of the signatories of the New Alliance

for Food Security and Nutrition, which was
endorsed by the African Union, the World
Economic Forum and the G8 at the latest G8
Summitin May 2012. Through this, we are
pledging commitment to growth and
transformation in Africa through participation
in local agriculture and food production.

In Africa, we currently source over 50% of
our raw materials locally, which approximates
toabout 180,000 tonnes a year. This provides a
sustainable source of income for thousands of
small-scale farmers in seven countries, much
needed investment in agricultural economies,
andfurtherfuelslocal supply chains. It also
provides Diageo with a secure and sustainable
source of raw materials, thereby reducing our
exposure toincreasingly unpredictable
changes in availability,and to potentially
volatile global commodity markets - true
shared value.

Our global priorities

While local priorities may differ slightly, we

have identified four global agricultural

ingredients through which we can make a

significant contribution towards supporting

local production. Inidentifying these
materials, we assessed the size and nature of
our spend and the risks and opportunities
involved. As our business grows, these priority
raw materials could change.

+ Barley (37% of total raw material volume):
one of our largest ingredients by spend
and volume, we use barley in a number of
brands including Guinness and Johnnie
Walker. We mainly source our barley from
Scotland, Ireland and Kenya, where it is
processed locally.

Sorghum (5% of total raw material volume,
but 25% of volume in Africa): an ingredient
in many of our African beerbrands, we
source sorghum mainly from Nigeria,
Ghana and Tanzania. As a drought-tolerant
crop, sorghum offers opportunities for
supporting the local market while securing
asustainable supply for our productsin
water-stressed regions.

Sugar (7% of total raw material volume):
we use sugarin a wide range of brands,
including Baileys and Smirnofflice, and
source it from the main sugar-growing
areas of the world including Europe, Brazil
and Australia.

+ Cream (1% of total raw material volume):
the single largest ingredient for Baileys,
we have a very strong cream supply base
inlreland. We acted as a catalyst working in
partnership with our supplier to establish
abest practice approach to sustainable
cream production.

Performance

When it works, a sustainable approach to
agricultural sourcing changes lives,
communities, business models and impacts.
While we have been working closely with
farmers across the world for many years, our
approach has historically varied depending
onthe needs of our particular partners.

Last year we aimed to formalise our
approach by launching a set of Sustainable
Agriculture Guidelines, piloting themin
Ireland with a focus on cream —the key raw
material in Baileys. Together with our principal
cream supplier, we formed an advisory
committee, meeting regularly to address
issues around quality assurance, animal
health and welfare, carbon, biodiversity,
water,and health and safety, with a view to
carrying outaudits on 4,300 farms. From
this pilot programme, we have succeeded
inintegrating a number of lessons into our
general approach. The largest was the
need to take time to build relationships
with suppliers and workin partnership on
developing the programme, which allows
the supplier eventually to take ownership.

This year, we increased our commitment
to sustainable agriculture with the
appointment of a sustainable agriculture
directorfor our global beer and Africa supply
chain. We are working towards further
developing our partnerships with farming
communities, government and NGOs to fuel
growth through sustainable cultivation of
crops such as barley, sorghum and cassava.

This new phase of work has been
conducted primarily in Africa, building on past
initiatives, and is focused on strengthening
existing or building new scalable partnerships
that promote commercially and
environmentally sustainable practices while
supporting local livelihoods. The approach
includes a hybrid strategy to work with
medium to large agribusinesses which then
connect with local smallholder farmers to
grow and supply similar crops, sharing best
practice, knowledge and resources.

Developing local agricultural economies

In Kenya we have worked for many
generations with commercial barley farmers
who supply grain to our malting facility.
Diageo works with these farmers to improve
yields and develop scalable agribusiness
models, linking larger farmers with
smallholder communities. More recently we
have worked with local financial services
companies to provide our farmer community
with basicinsurance against loss of income
due to drought. Provision of credit facilities
through banks has also enabled farmers to
set up bank accounts and save money, to pay
forschoolfees.

In Europe we have worked for many years
with our cereal suppliers, who manage and
source wheat, barley and malt for us. These
partnerships see us working with both farmer
groups and government bodies to improve
crop quality. Farmers have benefited from
betteryields and crop management, which
has supported the sustainability of cerealsin
the United Kingdom and Ireland. This year we
met with Irish government officials to discuss
our supportfor the Irish farming industry.
Aside from revenue from cereal sales, our
industry supports jobs, education and
research for many smallfarmers across
Scotland and Ireland.

Promoting crops that are less water-intensive
We are working with farmers in Nigeria,
Cameroon, Ghana, Kenya and Tanzania to
develop a local sorghum supply chain.
Sorghum requires less water to grow and
needs less water in the brewing process.

But there are also otherimportant benefits.
Sorghum is known toimprove soil quality,
which combined with training and technical
assistance improves the capacity of small-
scalefarmers.

In Nigeria, Cameroon and Ghana we
invested in the local sorghum supply chain
providing smallholders with access to better
seeds, hands-on training and advice and
supportin storage and transport
infrastructure. This has also helped to insulate
us from unexpected increases in commodity
prices and has reduced the overall price of
raw materials.

In partnership with the government
of Tanzania, we initiated a pilot project
aimed at developing and implementing
ascalable sorghum value chain projectin
Morogoro. If this pilot is successful, the
project will aim to help provide and
sustain economic opportunities for local
farmers as well as promote the sharing of
environmentally sustainable sorghum
cultivation and post-harvest practices.

We hope to achieve this through training,
financial support and providing physical
infrastructure. Success of the project would
lead to a $2 million (£1.266 million) plan to
increase cultivation to 20,000 tonnes of
sorghum by 2016. The project is closely linked
with the Southern Agricultural Corridor of
Tanzania, a priority area for development for
the Tanzanian government.

Our suppliers
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Sowing the seeds
of sustainability
in Kenya

@ Casesstudy:

We are working hard with our barley farmers
in Kenya to protect a crucial part of our supply
chain and to help them to share best practice
and resources. EAML has been working with
partners including Moi University, the Ministry
of Agriculture and the Cereal Growers
Association toimprove our operations and
conduct research into barley production.
Ourwork hasincluded research into
breeding better varieties, which would be
resistant to common barley disease and result
in superior brewing. We carried out a pesticide
evaluation in the major barley growing areas
of Timau, Moiben, Njoro and Mau Escarpment;
soil analysis to determine any deficiencyin
nutrients; improvements to tillage techniques,
which reduce costs for farmers;and a
herbicide evaluation. We also run an extension
support service for farmers, ensuring that any

Diageo Sustainability & Responsibility Report 2012

Barley is an important ingredient for Diageo
brands like Guinness and Tusker. Recent work at

East Africa Maltings Ltd (EAML) has created jobs,
improved barley farming, and made a difference

to local commmunities.

problems are attended to promptly and any
new research is passed on to them, from
crop monitoring to land preparation and
soil sampling.

Commercial and community benefits
The multiplier effect of this programme is
already having an impact on the local
economy. Through contract farming, there
are now over 100,000 people working in
the barley industry including farmers, farm

inputs suppliers, contractors and transporters.

The barley financing scheme lends
more than 500 million Kenyan shillings
(about £3.583 million) to farmers annually at
anegotiated low-interest rate. We now have
acropinsurance scheme that protects both
the financing institution and the farmersin
case of crop failure due to adverse weather.

The farmers are paid directly into their
bankaccounts through Electronic Funds
Transfer (EFT) —in total more than over

1.3 billion Kenyan shillings annually (about
£9.317 million) has been provided. EAML
continuesto fund barley research in Kenya
and this has seen the yields increase from

1 metric tonne/hectarein the 1970s to over
5 metric tonne/hectare today.

The benefits of the barley programme
have also rippled into the local community,
with the provision of hospital beds for Molo,
upgrades to the Olchoro health centre,
trees planted in Mau Narok, and several
roads repaired.

Formore case studies from
around the world, please visit
http://srreport2012.diageoreports.com
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850,000 ®

Since 2009, about 850,000
people have given their
commitment never to drink
and drive via Johnnie Walker's
Jointhe Pact

6,500 #

We recruited 6,500 volunteers
to donate 26,000 hours to
support local causes in Mexico,
Colombia and Venezuela

20,000 i

We trained almost 20,000
barmen across Asia Pacific to
become responsible servers
of alcohol

£4/5,000

Captain Morgan’s First Mate
Fund donated over £475,000
to good causes across the
United States

£6.3 mien

The Arthur Guinness Fund
has invested over £6.3 million
across 13 countries, funding
more than 50 social
entrepreneurs

At Diageo, we pride ourselves
on building and growing
brilliant premium brands by
understanding what our
consumers want, and
collaborating with the
businesses that engage

them directly. At the heart

of this work is our commitment
to quality.

Our customers and consumers
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Our customers
and consumers

Our approach

At Diageo, we pride ourselves on building
and growing brilliant premium brands by
understanding what our consumers want,
and collaborating with the businesses that
engage them directly.

At the heart of this work is our
commitment to quality — creating delicious,
safe drinks in beautiful packaging that
consumers love. Beyond this we aimto
meet broader expectations, which are
increasingly to do with social and
environmental performance.
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People celebrate life, every day, everywhere with
Guinness, Johnnie Walker, Tanqueray, Smirnoff,
and more than 100 other brands — connecting
Diageo to businesses, shoppers and consumers
around the world. Encouraging positive behaviour
through our brands is therefore a powerful tool

in our work to manage our social and

environmental impact.

Engaging consumers

External research has shown that consumers’
interest in sustainability and responsibility is
growing fastin some industries althoughitis
still just beginning with alcoholic beverages.
Nevertheless, we believe our current brand
programmes around social and
environmental issues are engaging our
consumers and we think they will become
amore important element of a consumer’s
evaluation of our brands. This is one reason
why we are working to maximise ourimpact
throughout our value chain - from grain or
vinetoglass.

Historically we have focused on
engaging our consumers around responsible
drinking. Forexample, in the US, 20% of
our broadcast advertising budget has
been dedicated to responsible drinking
commercials since 2001. And promoting a
message never todrinkand drive has been
embedded in our sponsorship of Formula 1
since day onein 2005.

Working with customers
Driven by the same trends, our customers
are beginning to look to suppliers like Diageo
to help them improve their own sustainability
performance, whether through promoting
responsible drinking, contributing to their
environmental programme or ensuring
human rights in our supply chain practices.
We too see these businesses —our main
vehicle to our consumers —as a critical tool to
maximise ourimpact and positively change
consumer attitudes, such as reducing
secondary packaging, encouraging recycling
or,as has been the case historically, promoting
responsible drinking. As such, collaborating
with these businesses is critical for our
Sustainability & Responsibility Strategy.

Performance and outlook
Engaging our customers
and consumers on social
and environmental issues
helps build our brands while
promoting positive changes
in attitudes and behaviour.
We're committed to
improving the social and
environmental impact of our
products and marketing
without compromising the
brand experience.

Performance

Ourworkto connect or collaborate with
customers and consumers by its nature
meets diverse interests and needs around
the world. As such, social and environmental
programmes tend to be measured at the
brand or customer level rather than rolled
into global metrics. The one exception is our
commitment to quality, which we manage
consistently across the business.

Engaging consumers
Ten of our 14 global strategic brands launched
consumer-facing campaigns related to
sustainability and responsibility this year.
Diageodirectly orindirectly funded over
300 responsible drinking programmes this
yearand many of them used our brands as
the main vehicle to deliver the message.
These have varying forms of metrics and
outcomes. Many of these programmes
engage consumers around responsible
drinking —forexample Johnnie Walker,



along with Formula 1 driver Mika Hakkinen,
collected about 850,000 pledges from
consumers never todrinkand drive (see a
film on the programme: http:/bit.ly/GYRJIV).
Others aim to engage consumers on social
and environmental causes — for example
Buchanan’s recruited over 6,500 consumers
to donate four hours of their time each tolocal
causes in Latin America. Read more about
how we are engaging consumers through
our brands.

Beyond consumer-facing campaigns,
our brand teams contributed to our
Sustainability & Responsibility Strategy in

otherways, referenced throughout this report.

These include Captain Morgan’s sustainable
packaging renovations or Baileys' work to
develop a sustainable cream initiative in
Ireland. Productinnovations have also made

a contribution, for example Sterling Organic
wines made with organic grapes, or Senator
Keg beer which offers low-income consumers
in Kenya an affordable, safer alternative to
illicit,and sometimes harmful, alcohol.

Working with customers

We produce and market our brands, and
consumers buy them, through retailers

who are our customers. Understanding our
customers means taking account of their
diversity — from global supermarket chains

to small liguor stores to restaurant owners.
Understandably, much of our work with
customers s local in nature. Globally, however,
we have launched nine sustainability and
responsibility programmes with our largest
global customers around the world, including
Walmart, Carrefour and Metro.

The metrics vary by customer
programme and primarily focus on
responsible drinking. For example, we trained
nearly 20,000 bartenders across Asia Pacific to
become responsible servers of alcohol. We
also partnered with Sainsbury’s, Heineken and
Drinkaware in the United Kingdom to create a
responsible drinking campaign focused on
portions and standard units control in 230
Sainsbury’s stores. Diageo Beneluxis working
with Carrefour Belgium on improving the way
employees communicate responsible
drinking to consumers, and the ‘What's your
DRINKiQ? game toured Carrefour Planet
stores for two weeks in January 2012.

We are starting to work with customers
on the broader sustainability and
responsibility agenda, for example our
recycling programme in Brazil, Glass
is Good.

Ensuring the highest quality

Our high quality and food safety standards are
designed to address the entire spectrum of
quality from the smallest ‘defect’ such asatiny
label tearto an ‘incident’ when alarger batch
of product s found to be below the required
standard. We want toimprove our quality
performance continuously and we set
ourselves stretching targets every year.

This year, we were proud to reduce defect
levels by 329% and quality incidents by 75%.

Outlook

We're determined to ensure that our drive to
become more sustainable truly supports the
experience and quality of our brands. We
have always worked hard to be world-class
marketers — building brilliant brands and
nurturing our consumer relationships. Based
onthese relationships and consumer insights,
we hope to do even more to encourage our
consumers and customers to make more
sustainable choices.

We will continue to search for insights
into the aspects of quality that matter to our
customersand consumers,and we are
determined to fulfil the promise we make
tothem every time they buy our brands.
With this in mind, we have set ourselves the
following challenging targets:

- Toreduce ourdefect rates to world-class
levels by 2015

- Toeliminate all customer quality incidents
by 2015

. Toinstall externally accredited world-class
quality systems atall our sites by 2014

- Tobuildaquality culture based on pride
inour brands (based on our quality
engagement tool)

- Toberated as best for quality by our
customers and consumers (measured
through customer satisfaction surveys).

Who we serve

Thereis a huge diversity in the
people who enjoy our brands
and the businesses with which
we work to sell our products.

We define the people we servein
three groups.

Customers

Our customers are the businesses through
which we sell our brands. They fall into two
broad categories: off-premise’, where
shoppers buy to consume at home, at parties
oras gifts;and ‘on-premise’, where consumers
are served drinks at the establishment.
Approximately 609% of our customers are
off-premise, and our biggest accountsinclude
Walmart, Tesco, Metro, Carrefour, Casino

and Auchan.In some cases, such as parts

of the United States, Canada or India, the
government sells our products through state
stores. The remaining 40% of our customers
are on-premise establishments, such as bars,
entertainment venues, restaurants and hotels.

Shoppers

Shoppers are those who buy our products,
especially in off-premise stores — they may
or may not be the ultimate consumer.

Consumers

Consumers are those who drink our brands.
With more than 100 brands from Tanqueray
ginto Stirling Vineyards wine helping our
consumersin 180 markets celebrate life, every
day, everywhere, it's not surprising that our
consumer base, their tastes and the occasions
when they drink are highly diverse.

Our customers and consumers
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Engaging consumers

Diageo has always excelled at
world-class marketing, building
brands and nurturing loyal
consumer relationships. Itis
through our brands that we can
encourage our consumers to
become more sustainablein
their behaviour.

Ourapproach

Our brands have been supporting their
consumers and communities for decades,
for centuries in some cases, to build a better
world. This ranges from Arthur Guinness's
philanthropyin 1900s Dublin, to the Joseph E.
Seagram company's responsible drinking ads
starting inthe 1930s, and Grand Metropolitan’s
foundation of the charity Tomorrow’s People
in the 1980s. We continue this legacy in many
ways, including by engaging consumersin
responsible drinking programmes and in
cause-related campaigns.

Sustainability also increasingly feeds
into ourinnovation and brand procurement
pipelines.Forexample, Sterling Organic wine
and Moon Mountain vodka offer organic
options to consumers. Senator Keg beer offers
consumers in Kenya a low-priced and often
safer alternative to non-commercial alcohol.
There are also many changes that we are
making to our packaging, as you can read
about in our sustainable packaging section
on page 48.Some brands such as Baileys have
looked into their supply chain and helped to
minimise their environmental impact —read
more in our sustainable agricultural
partnerships section on page 88.

To continue to develop capabilities
inthis area, our internal marketing training
programme, Diageo Way of Building Brands
(DWBB), is currently being refreshed. Rather
thanincluding a separate module on
sustainability and responsibility, the updated
programme will have information on
sustainability throughout the toolkits, case
studies and materials. This reflects our
marketers' view that sustainability is not an
add-on, but runs through everything we do.

In general, there are two ways that we
engage our consumers through our brands
around sustainability and responsibility:

Promoting responsible drinking:
thisincludes brand-led responsible
drinking programmes

Working with consumers as partners for
social causes: this includes cause-related
marketing and jointinitiatives.

Diageo Sustainability & Responsibility Report 2012

Promotingresponsible drinking

with our brands

Asthe guardian of premium brands
including Johnnie Walker and Guinness,
we are determined to ensure that
world-class marketing means not
justresponsible marketing, but
marketing responsibility.

Ourresponsible marketing is underpinned
by a code of marketing practice to mandate
minimum global standards for all of our
marketing activity, which you can read more
aboutin the alcoholin society section

(see pages 27-38). But beyond ensuring our
marketing is conducted appropriately and
responsibly, we believe our iconic brands can
play a role by promoting responsible decisions
about drinking, particularly around drink
driving. Here are some of our brands’
responsible drinking campaigns this year.

Johnnie Walker's Join the Pact: Led by
formerand current Formula 1 drivers Mika
Hakkinen, Jenson Button and Lewis Hamilton,
this campaign has collected about 850,000
signatures from consumers pledging never
todrinkand drive. Mika has made six
appearances atlaunches in four countries
forthe campaign, India, the Philippines,
Monaco and the United Kingdom. The
campaign’s recent film (http://bit.ly/GYRIIv)
was watched by 250,000 consumers

over Christmas.

Guinness, Baileys, Bushmills and Ciroc -
Safe Rides Home: Four of our brands
donated taxirides and free metro cards
toencourage people to use public transport
during the holidays.

Captain Morgan'’s First Mate Fund: launched
last year, Captain Morgan continued its highly
successful fund established to support
responsible drinking initiatives and other
programmes that benefit the community.

To date, Captain Morgan has donated more
than $750,000 (£475,000) to local causes across
the United States, including safe rides on key
holidays and ahome-based call centre to offer
assistance to veterans actively recovering from
alcohol abuse and other health conditions.
Other beneficiaries include the Responsible
Hospitality Institute, which provides resources,
training and events for communities to plan
for safe entertainment and hospitality, and
Sacred Heart University's binge drinking
prevention programme.

‘Time to Share’ in Colombia and Venezuela.



Working with consumers as partners

for social causes

Ourbrands are increasingly connecting
with consumers, using campaigns that
address social and environmentalissues
-notjustbecauseit’sagoodthingtodo
butbecause these issues resonate with
consumers and help build our brands.

At the heart of our marketing is a focus on
each brand’s benefit to consumers. Johnnie
Walker, for example, stands for personal
progress, just as it did to John Walker when he
founded the businessin 1820 and builta small
grocery store into an international whisky
business. Our cause-related marketing is
consistent with this approach —engaging
consumers on those social and environmental
issues that are consistent with a brand’s values.
In'some cases, this work supports charitable
causes and in others it seeks to change
consumer attitudes and behaviour. Below are
some examples.

Johnnie Walker - Keep Walking project:
This global platform aims to inspire consumers
to change their cities. Participants vote forone
of three local pioneering projects by donating
'steps’ that they earn from participationina
social media application. In total, more than
one billion steps were collected in Brazil,
Spain, Bulgaria, Lebanon, Greece and
Thailand. One of the pioneering projects was
Pavegen, where paving slabs convert kinetic
energy from footsteps into renewable energy,
enabling walking to power street lighting.

Crown Royal: Supporting the US military
overseas.

The Queen'’s Diamond Jubilee Edition of
Johnnie Walker: This year we produced just
60 of these special edition bottles, which used
the Queen’s artisans and craftsmen including
anengraver and calligrapher. All profits will
gotothe Queen’s charities.

Buchanan’s Time to Share (Tiempo para
Compartir):In Latin America we are
continuing James Buchanan’s legacy of
making a significant difference to people’s
lives. Tiempo para Compartir recruited 6,500
people to donate four hours of their time each

to projects in Colombia, Venezuela and Mexico.

Their achievements have been celebrated in
three concerts —in Mexico a concert with
Maroon 5,andin Venezuela and Colombia,
concerts with the Smashing Pumpkins.

Arthur Guinness Fund:In 2009 to
commemorate the 250th anniversary of the
original lease of the St James's Gate Brewery,
we established the Arthur Guinness Fund to
supportentrepreneurs who are changing
communities for the better. Since its launch,
the Fund hasinvested over £6.3 million across
13 countries, funding more than 50 social
entrepreneurs.

The Talisker Whisky Atlantic Challenge:
This campaign featured the world's toughest
rowing race with 17 multinational, amateur
crews rowing 2,500 nautical miles across the
Atlantic for largely charitable causes. This year
the race raised over £2 million for charities
supporting causes from severely injured
ex-army service personnel to tackling

human trafficking.

Crown Royal Heroes Project: In the United
States, Crown Royal launched a multi-faceted
projectto honour heroes in need. As part of
this the brand provided 5,000 care packages
for US military personnel. It also engaged
consumers to vote for ‘heroes’ as they defined
them. The brand also donated over $165,000
(£104,000) to a variety of charities honouring
heroesincluding national charity partners
Operation Patriot, Honoring Heroes and
Packages From Home.

Talisker: Racing for a cause across the Atlantic.

Working with customers

Together with our customers
we are working hard on
sustainability initiatives to
help consumers celebrate life,
every day, everywhere with
our brands.

Ourapproach

Our customers can vary from large global
retailersand convenience stores, to bars,
restaurants, hotels and governments such as
‘control states’in the United States and state
monopolies in certain countries like Sweden
and Norway.

As a conduit to our consumers, these
businesses and organisations are very
important in our efforts to change consumer
attitudes especially around responsible
drinking.

Ina similar way, our customers
increasingly see Diageo, alongside their
other suppliers, as a conduit to their own
sustainability performance. We have found
that our customers have different priorities
around sustainability. For example, while Brazil
places recycling high on the agenda, some
US and European customers are interested in
our carbon footprint, while others are more
focused on local communities or supply chain
practices. Nonetheless, our work this year
has been primarily with large global retailers
on programmes addressing responsible
drinking —where we believe we can make
significantimpact.

Below are some of the key programmes
we've launched this year.

Responsible drinking

Many of our customers rely on us to provide
leadership on responsible drinking and come
to usforknowledge and insight. We workin
many ways to promote responsible drinking
inthe onand off trade. For example, we
established the Diageo Bar Academy,
where this year, we trained close to 20,000
bartenders across Asia Pacific to develop
world-class bar training standards, including
responsible service of alcohol.

We also convene forums with retailers.
Forexample in Kenya, we signed a partnership
pact with the Pubs, Entertainment and
Restaurant Association of Kenya (PERAK),
which represents over 200 members, to
promote all aspects of responsible drinking
consistently. PERAK members now help their
customers get taxis home as well as advocate
fora designated driver when groups come
into their bars.

Our customers and consumers
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Our most frequent programmes are managed
bilaterally with our largest retailers. Below are
justafew examples.

Sainsbury’s, United Kingdom: Partnering
with Sainsbury’s (one of the United Kingdom's
largest supermarkets), Heineken and
Drinkaware, we created a responsible drinking
campaign in 230 Sainsbury’s stores, educating
shoppers about recommended daily limits
and the number of unitsin drinks.

Carrefour, Italy: An estimated six million
consumers across Italy made alcohol
purchases in 58 Carrefour hyperstores while
our responsible drinking leaflets and
advertising banners were being showcased.
81% of people interviewed afterwards said the
information was very useful while 65% said
they were now aware of the standard units

in different alcoholic drinks.

Walmart, Brazil: We ran a programme aimed
at curbing underage drinking with Walmart,
including strong messaging in point of sale
materials, coupons and communications to
all Diageo and Walmartemployees.

Walmart, Puerto Rico: Diageo’s Guardian
angels, which aim to promote responsible
drinking by distributing informational
materials to consumers, visited 10 Walmart
stores throughout Puerto Rico to spread
theirmessage.

Metro, the Netherlands and Germany:
Smart Serve helps small shop and bar owners
selland serve alcohol responsibly. Through
materials and a training DVD, the initiative
shares ways that these small businesses can
play arole in enforcing the legal drinking age,
preventing drink driving and creating a more
enjoyable experience for their consumers.
[twas piloted in Germany and is now being
rolled out to other Metro stores in Western
Europe.In June, Diageo and Metro
announced the winners of the Smart Serve
Competition, which rewarded the best ideas
for how to promote responsible selling and
serving. The winning bar, Cocktail Bar ONE in
Magdeburg, Germany, convinced the jury
with a photo story showing how bar staff
make sure that alcoholis not served to minors.

Real, Poland: Building on last year’s
responsible drinking partnership with Real,
part of the Metro Group, this year we focused
ondrinkdriving. We collected 75,000
signatures of responsible drinkers pledging,
‘| drive.ldon'tdrink’in stores, through a
website and Facebook application.

Environmental sustainability
Environmental sustainability is increasingly
important to our customers, as it is for us.
Our best example of addressing this need is
in Brazil, where we launched Glass is Good
in S&o Paulo, Brazil last year. As part of this
programme, we offer vouchers to encourage
participating stores, bars and restaurants to
recycle our bottles. We are also supporting
recycling co-operatives to recycle bottlesin
bars, supermarkets and apartment blocks
by providing transport, training and

safety equipment.

Inits first year, the programme worked
with 37 partner nightclubs, recycling
approximately 1,100 tonnes of glass. We
increased the number of collection points
by 150% in just six months. The programme
also developed a partnership with CEMPRE
(Corporate Commitment to Recycling), an
important institution in the sector, and
received a new warehouse from the City
of Sao Paulo. Given its success, we plan to
expand the programme across Brazil.

(9 Walmart

Sainsbury’s
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Carrefour

Save money. Live better.

Food safety and quality

Our commitment to quality
means we always strive to fulfil
the promise we make to our
consumers and customers
every time they buy our
premium brands.

Ourapproach

We design and produce brands in a way that

ensures they are always safe to drinkand that

they meet the expectations of our consumers.

By doing so we protect both our brands’and

the company’s reputation.

We do this through our rigorous Global
Quality Policy, which applies to all Diageo
businesses and majority joint ventures. All our
products go through a full regulatory review
prior to launch. Food safety legislation varies
from country to country. Our global quality
standards are designed to match or exceed
local market regulations. We look at quality
intwo ways:

- Theintrinsic quality of the product,
characterised by the quality of the design,
the packaging materials used and our
choice of raw materials
The extent to which each product
conforms or deviates from our very
high standards.

Ourrigorous quality systems and high
standards are designed to address the entire
spectrum of quality from reduction of the
smallest ‘defects’such as atiny label tear to
the prevention of any quality ‘incidents’ We
aim toimprove our quality performance
continuously by setting stretching annual
targets, a clear strategy, and by building the
capabilities needed to achieve our vision of
Zero Defects.

The legal requirements for labelling vary
from country to country and range from
minimal guidance to strict product naming
conventions (often driven by country of origin
legislation) and health warnings. However,
in every market, we always include a ‘drink
responsibly’ reminder on every single one
of ourbottles, with a reference to
www.drinkig.com.

GROUP



Performance

We are proud of the improvements in quality
we have made this year. We are determined
to drive improvements through all stages of
our value chain, from product design to our
manufacturing processes and finally through
to our customers and consumers.

This year, we focused heavily on
improving quality during the manufacturing
process — reducing defects —an areawhere
we can have the biggestimpacton
packaging quality.

We also gatherand act on customerand
consumer complaints through our consumer
care lines and customer networks across
North America and Europe, where we aim
torespondto all concerns within three days.
This year we launched a consumer care centre
in Mexico with a freephone number for our
Latin American consumers, and we want to
enhance our customer care services into other
markets across Latin America, Africa and Asia
Pacific. Where we don't currently have a local
customer care infrastructure, people can
reach Diageo through their retailers or
through our website. In total this year we
received and responded to 37 customer
complaints per million units sold.

Complaints datais analysed and
reported monthly in each of our regional
supply centres. We focus onthe top three to
five complaints. For example, one of the major
categories of complaintin Scotch whisky is
harmless particulate matter such as bits of
corkortiny specs of char from oak barrels.
Natural cork debris is one of the major causes
of particles. To eliminate this issue we have
developed an agglomerate cork closure that
has the natural characteristics of cork, but
does not shed particles. This has eliminated
awhole category of complaint.

2012 quality performance

Quality issue Description

Key metrics

We are seeking to raise our product safety
and quality standards even further by
extending our existing accreditations to
include the international quality and food
safety standards, ISO 9001 and FSSC22000.
Last year we introduced a new quality
standard, the Global Finished Product
Standard, which sets higher goals for the
quality of our products. It tightens our
specifications on arange of quality features
that matter to our consumers, such as the
straightness of a label or the maximum size
of aglassimperfection. This helps our plants
checkforand reduce packaging defects. We
have also stretched our quality targets again
forthe coming year and 2015, which we will
reporton next year.

This year our total number of defects
was 200,000 parts per million (ppm),a 52%
decrease from last year;and we had 41 quality
incidents, a decrease of 75%. We are pleased
with ourimprovement and will continue
tofocus on meeting our high quality
expectations. There have been nofines,
warnings or penalties related to food safety
thisyear.

One of the biggest remaining areas of
challengeis in Africa, where our stringent
global standards can be difficult to achieve
in a region dominated by reusable bottles.
Africa accounts for over 509% of our total
quality defects, so this has a large impacton
performance. If we exclude performancein
Africa, the median of total defects reduces to
25,000 ppm. This year we put a programme
in place in Africa to reduce defects by 50%in
the coming year. We are determined that our
African customers and consumers should
experience the same high standards of quality
as every other market across the world.

Result since 2011

Total defects'
isolated products

Individual defects identified on

52% reduction

Critical defects' Unsafe orillegal defects

83% reduction

Total quality
incidents?
isolated bottle

Quality failures affecting batches
of products rather than an

75% reduction

Internal incidents?

When the incident is identified

81% reduction

before the brands leave our plants

External incidents?

When the incident is identified

45% reduction

by customers or consumers

Customer and

consumer complaints care processes

Gathered through customer

5% reduction

(1) Adefect refers to anindividual fault on a single product unit. We define a critical defect as something that
is unsafe orillegal. For example, a product code may not be legible.

(2) Anincident tends to relate to an entire batch. The possible causes of a quality incident vary, but might be:
the liquid does not taste right; particles may be visible in the products; or the wrong label may have

beenapplied.

Tapping into employee pride

We support our quality ambitions by putting
in place rigorous quality systems and
processes, but getting it right every time
comes down to our people. We are working
hard to inspire employees and ensure that
each and every one of our people, whether
they are labelling bottles of Johnnie Walker
in Scotland, blending ingredients at Baileys in
Ireland, or ensuring the safe delivery of canned
Guinness from Dublin to Tokyo, work their
hardest to preserve the quality of our brands.
Thisis where our greatest improvement
opportunity lies.

Our customers and consumers
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Johnnie Walker:
changing the world
step by step

Educating bartenders
in Asia with the
Diageo Bar Academy

Diageo Sustainability & Responsibility Report 2012

It's Diageo’s aim to help people contribute
to a brighter future. From Johnnie Walker's
Keep Walking Project came the powerfully
simple Pavegen installation, which converts
our footsteps into renewable energy.

m Case study:

The idea behind the Keep Walking Project
wasto inspire people to take collective action
towards a better world, starting close to
home. Johnnie Walker invited people to vote
forthe pioneering project they wanted to see
installed in their city. Voting took the form of
donating ‘steps’ online to their favourite
project. These steps include sharing videos,
talking about the project or supporting it.

Steps for sustainability
More than 1 billion steps were collected
overall,and the clear favourite of the
shortlisted projects was Pavegen, which
received more than 115 million votes.
Pavegen transforms everyday walking in the
city into a way to generate electricity and
power. Stepping on the special paving stones
lights them up, and generates kinetic energy.
Theinteractive, people-powered light

installation appeared in three markets where
Pavegen received the most steps, including
Athens, Greece, which gave it 35 million. The
installation was open to the publicin Athens
inearly June.

What could be simpler than walking
along anordinary city pavement as a way to
generate power? Laurence Kemball-Cook,
mastermind of Pavegen, said: “Technology
should inspire and make people think about
how they live”.

Pavegen,and the Keep Walking Project
asawhole, have inspired communities to
think about the renewable energy solutions
that mightinvolve little more than just taking
afew small but significant steps.

For more case studies from
around the world, please visit
http://srreport2012.diageoreports.com

For Diageo, good business means empowering our
customers to ensure consumers are in safe hands.
The Diageo Bar Academy trains bartenders in Asia in
excellent service that emphasises moderate drinking.

@ Casesstudy:

In partnership with the Wine and Spirits
Education Trust, the Diageo Bar Academy
provides accredited training and professional
certification for bartenders. With practical
sessions and theory, the course focuses on
serving alcohol responsibly.

Through the foundation course,
launched in Indiain May 2011, we have trained
10,000 bartenders across China, South Korea,
Taiwan, the Philippines, Singapore, Hong
Kong, Thailand and Vietnam, and more than
9,600 bartenders in Australia alone, under its
Alchemy programme.

In Indonesia, through the Sahabat
Guinness programme (Guinness is my good
friend’), we have invested £150,000 to provide
bar staff training and insurance cover for over
4,500 bartenders, while Diageo Australia's
Better Nights training package has been
distributed to over 4,000 venues. Of the
venue managers surveyed, 92% agreed that

Better Nights was effective in raising bar
staff's awareness of how to deal with
potentially difficult situations, while 98% rated
the tool as being effective in increasing staff’s
confidence to use hints and tips to deal with
challenging situations.

LLam Chi Mun, director, Diageo Bar
Academy, Asia Pacific said, ‘Diageo Bar
Academy was set up with the simple aimto
educate andinspire. It aims to develop the
skillsand further enhance the knowledge of
bartenders and elevate the craft of mixology.
We are dedicated to providing leadership
on responsible drinking for our customers
and will expand and develop advanced
modules for the Academy in selected
markets next year!

Formore case studies from
around the world, please visit
http://srreport2012.diageoreports.com
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About this report
and GRI

We report against the Global Reporting
Initiative (GRI) guidelines and received limited
assurance from KPMG. Diageo also supports
the UN Global Compact (UNGC) and reports
on progress against its advanced framework.

Following feedback on last year's report,
we have worked to make this report more user
friendly while stillimproving our alignment
with the GRI.

We welcome stakeholders’ views on our
reportand on our approach to sustainability
and responsibility in general. We hope that
you enjoy this reportand we encourage you
to give us your feedback by contacting us
atcsr@diageo.com.

Diageo Sustainability & Responsibility Report 2012

Diageo has published an annual global
Sustainability & Responsibility Report since 2003.
Itis an integral part of our corporate disclosure
and reporting practice, and is published each
year alongside our annual report.

Scope and boundaries

This report s for all our
stakeholders (see page 22).

It explains our key impacts
across our value chain and sets
outour goals, strategy and
performance over the past year.

Programmes and goals

Thereport outlines our programmes,

describing ourgoals to:

- Createa positive role for alcohol in society
Address global water and environmental
challenges at our operations and the
global water challenge more broadlyin
ourlocal communities
Contribute to socio-economic
development
Create a great place to work for our people
Hold ourselves to the highest standards
of governance and ethics
Partner with our suppliers to increase
the positive impacts of our supply chain
Work with our customers and consumers
toensure we have a positive impact
outside our operations.

The report refers back to certain targets set
outinour 2011 Sustainability & Responsibility
Report and assesses our progress in meeting
them. We continue to refine our strategy,
programmes and reporting areas using
feedback we receive from stakeholders
through our engagement programme.

Reporting boundaries

Thi

sreport covers the global operations

of Diageo plcin the financial year ended
30June 2012. Dates refer to financial years
unless otherwise stated. The following are
boundaries for the various figures found

thr

oughout thereport:

Financial data includes the results of the
company and its subsidiaries together
with Diageo’s attributable share of the
results of associates and joint ventures.
The results of subsidiaries sold or acquired
areincluded up to, or from, the date that
control passes. A subsidiary is an entity
controlled, directly orindirectly, by Diageo
plc. Control is the power to govern the
operating and financial policies of the
subsidiary so as to obtain benefits fromiits
activities. Onthe acquisition of a business,
orofaninterestin an associate orjoint
venture, fair values, reflecting conditions
at the date of acquisition, are attributed
tothe netassetsincluding identifiable
intangible assets and contingent liabilities
acquired. Adjustments to fair values
include those made to bring accounting
policies into line with those of the group.
Environmental data is collected and
reported for all sites where Diageo has full
operational control,and as defined by the
World Resources Institute/World Business
Councilfor Sustainable Development
(WRI/WBCSD) Greenhouse Gas Protocol:
A Corporate Accounting and Reporting
Standard, Revised Edition. We believe that
by including 100% of environmental data
from all offices and production sites under
our operational control, our environmental
reporting will be consistent with reporting
on other operational activities.



Environmental data from joint ventures
and associates (where Diageo does not
have full operational control) have not
been included within the reported figures.

+  Socio-economicdevelopment data
includes charitable giving on behalf of
the company, its subsidiaries, and the
independent Diageo Foundation as
defined by the London Benchmarking
Group.

« Supplierdataincludes all business
contracts, short-orlong term, which
Diageo upholds for the purchase of raw
materials, packaging, logistics and
transportation, marketing materials, and
information services and business support.

- Allotherdata (including alcoholin
society, governance and ethics,and
people) is reported for all sites (office
and production) where Diageo has
operational control.

Uncertainty and estimates

While we make every effort to capture
allinformation as accurately as possible,

itis neither feasible nor practical to measure
all data with absolute certainty. Where we
have made estimates or exercised judgement,
thisis highlighted within these reporting
guidelines.

Significant changesin our operations
Diageo has made a number of acquisitions
of brands, distribution rights and equity
interests in premium drinks businesses
over the past three years. These are shown
inthe table below.

Acquisitions
Date Consideration’ Principal
acquired £ million Location brands acquired Status
Ypidca 9 August 2012 284 Brazil Ypidca cachaga Acquisition of 100% of the equity share
capital of Ypidca Agroindustrial Limitada
Meta 9 January 2012 153 Ethiopia Meta beer Acquisition of 100% of the equity share
capital of Meta Abo Brewery Share
Company SC
Philippines 14 December 2011 15 Philippines Distribution company Acquisition of 49% of Diageo Philippines Inc

not already owned by the group

Kenya Breweries 25 November 2011

134 Kenya

Distribution company

Acquisition of 20% of Kenya Breweries Ltd
not already owned by the group

Halico 13 May 2011 - 60  Vietnam Vodka Hanoi Acquisition of 45.5% of the equity
24 June 2012 share capital of Hanoi Joint Stock
Company (Halico)

Mey Icki 23 August 2011 1260  Turkey Yeni raki, Terkirdag Acquisition of 100% of the equity share
raki and Istanblue capital of Mey Icki Sanayi ve Ticaret A.S.
vodka

Quanxing and 27 January 2007 - 69°  China Shui Jing Fang Acquisition of 53% equity stake in Sichuan

Shuijingfang 14 July 201 Chinese white spirit Chengdu Quanxing Group Company

(control of Ltd (Quanxing). Quanxing owns a 39.7%
Shuijingfang from controlling equity interest in Sichuan
29 June 2012) Shuijingfang Co,, Ltd.

Zacapa 5 July 201 148  Guatemala Zacaparum Acquisition of a 50% controlling equity

stake in Rum Creations Products Inc.

Serengeti 22 October 2010 60  Tanzania Serengeti lager Acquisition of a 51% equity stake in

Serengeti Breweries Limited via a 50.03%
equity owned subsidiary

22 Marquis 30 September 2010 6 United States 22 Marquis Acquisition of a 20% equity stake in
sparkling liqueur LNJ Group

Nuvo 29 June 2010 29 United States Nuvo - vodka based Acquisition of an additional 28.75% equity

sparkling liqueur

interest in the London Group taking the
group’s interest to 71.25%

(1) Includes net borrowings acquired but excludes the value of put options and transaction costs.
(2) Excludes cash acquired in Shuijingfang when first consolidated.

For more information see our annual report www.diageoreports.com

About this reportand GRI
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Principles of management
and reporting

In managing our sustainability
programme, and describing it
in this report, we aim to adopt
the principles of the Global
Reporting Initiative (GRI).

This table sets out how our report responds to
each element of the framework.

Diageo’s response to GRI reporting principles

Principle What it means

Our response

Stakeholder
inclusiveness

The report should identify stakeholders and
explain how the reporting organisation has
responded to their reasonable expectations
and interests.

We set out who our key stakeholders are, explain how we have engaged
them this year and identify key areas of the report that address their areas
of interest (see Engaging stakeholders on page 22).

We aim to formalise our reporting process in future years to capture and
respond better to the views of our stakeholders around the world.

Materiality The report should cover topics and

indicators that:

« Reflect the organisation’s significant
economic, environmental, and social
impacts or
Would substantively influence the
assessments and decisions of stakeholders.

This year we began a process of analysing materiality across the business
by engaging our internal stakeholders (see Determining material
impacts on page 17). We have begun to map out those issues that

are emerging as most material and aim to prioritise them based on
stakeholder and business priorities. Our aim is to report fully on issues
deemed highly material and to explain our approach to those deemed
of medium materiality.

Sustainability context The report should present the
organisation’s performance in the

wider context of sustainability.

Where appropriate, we give the context for each impact area at the start
of each section, and, where possible, explain the local impact of our
operations, for example highlighting our impact on water in water-
stressed areas.

Completeness Coverage of the material topics and indicators
and definition of the report boundary should
be sufficient to reflect significant economic,
environmental, and social impacts and
enable stakeholders to assess the reporting
organisation’s performance in the

reporting period.

Our coverage of material topics is explained in the scope and
boundaries section.

In general:

« Financial data represent the results of wholly-owned operations,
subsidiaries and the attributable share of associates and joint ventures
Social data for the most part represent wholly-owned businesses
and joint ventures in which Diageo has a controlling share
Environmental data represent all sites over which Diageo has full
operational control, including offices.

Balance The report should reflect positive and negative
aspects of the organisation’s performance
to enable a reasoned assessment of overall

performance.

We report against stretching targets and against GRI indicators, whether
or not our performance is good. This gives a balanced view of our impacts,
which have been defined taking into account the views of a range of
stakeholders.

Issues and information should be selected,
compiled, and reported consistently.

Comparability

We continue to report against GRI as well as targets disclosed in prior years
to ensure that readers can compare this year's performance with that of
previous years.

Accuracy The reported information should be sufficiently We explain our methodology for calculating performance against targets
accurate and detailed for stakeholders to assess in the ‘Reporting methodologies’ section. KPMG has provided limited
the reporting organisation’s performance. assurance for the water and carbon data disclosed in this report where

marked with a symbol A.

Timeliness Reporting should occur on a regular schedule This report is published with our annual report every year. The data in both
and information made available in time for reports reflect performance in the year ended 30 June 2012.
stakeholders to make informed decisions.

Clarity Information should be made available in a We aim to make our report easy to understand for a wide audience.
manner that is understandable and accessible Wherever possible, we define terminology and use visuals to make our
to stakeholders using the report. messages clear.

Reliability Information and processes used in the KPMG has assured (see page 107) three aspects of our report, determined

preparation of the report should be gathered,
recorded, compiled, analysed, and disclosed

in a way that could be subject to examination
and that establishes the quality and materiality
of the information.

as being highly material for the success of our business and Sustainability

& Responsibility Strategy:

1. Diageo’s application of the GRI principles of materiality and stakeholder
inclusiveness during the development of the Sustainability &
Responsibility Strategy at central level, and the introduction of the
Sustainability & Responsibility Strategy to key markets.

2. Reliability of environmental performance data for 2012 (carbon
emissions and water usage) where marked with the symbol A.

3. Diageo self-declared GRI application level.

ACovered by KPMG's limited assurance scope.

Diageo Sustainability & Responsibility Report 2012



Reporting methodologies

For each of ourimpact areas
we have analysed the best way
of measuring performance,
and putin place a system of
measurement appropriate

to the subject.

Here you will find an explanation of our
methodology for calculating our targets and
other key information for each impact area.

+ Alcoholinsociety

- Waterand the environment

+ Socio-economic development

« Ourpeople

+ Governance and ethics

« Oursuppliers

«+ Ourcustomers and consumers

Alcoholin society

Here we detail the basis of calculation

for the following metrics:

- Baselineand target setting
Compliance with the Diageo
Marketing Code

+ Responsible drinking reminders on
above-the-line marketing material

+ Responsible drinking initiatives

- Effectiveindustry codesin place.

Baseline and target setting

Diageo's alcohol in society targets were
setin the financial yearended 30 June 2010.
Progress against baseline data is not relevant
aseach target measures a pointin time,
ending 30 June 2012.

Compliance with the Diageo

Marketing Code

Breaches are reported as an estimated
percentage of total marketing executions.
The calculation considers the number of
internally-reported breaches of the Diageo
Marketing Code as a percentage of the total
number of marketing projects submitted
through SmartApprove in the yearended
30June 2012.

Responsible drinking reminders on
above-the-line marketing material
Technical regulatory managersin each region
performed a manual review and assessment
of ouractive product listings to determine our
compliance with our current Diageo Alcohol
Beverage Information Policy, including
whether www.drinkig.com appeared on our
labels. While the results are not absolute, given
our total number of global SKUs, they are
sound and accurately reflect the current status
of our brands.

Responsible drinking initiatives
Performance is based on internally-reported
initiatives through a network of corporate
relations leaders in each of our markets.

Effective industry codes in place
Performance is based on internally-reported
initiatives through a network of corporate
relations leaders in each of our markets and
areview of industry databases.

Water and the environment

This section details Diageo's Environmental

Reporting Guidelines,and outlines the

basis of calculation for the following metrics:

+ Baseline dataand target setting

- Greenhouse gas (GHG) emissions

+ Water consumption

+ Wastewater polluting power as measured
by biochemical oxygen demand (BOD)

+ Wastetolandfill

+ Production of packaged product

- Sustainable packaging.

Baseline data and target setting
Environmental data is reported on the basis
of ourfinancial reporting year, running from

1 July to 30 June. Diageo’s Environmental
Reporting Guidelines are reviewed and
updated on an annual basis by Diageo’s
Environmental Leadership Team and ratified
by Diageo’s Environmental Executive Working
Group chaired by the President of Diageo
Global Supply and Procurement.

Reporting boundaries

Environmental data is collected and reported
for all sites where Diageo has full operational
control, and as defined by the World
Resources Institute/World Business Council
for Sustainable Development (WRI/WBCSD)
Greenhouse Gas Protocol: A Corporate
Accounting and Reporting Standard, Revised
Edition. Diageo believes that by including
environmental data from all offices and
production sites under its operational control,
its environmental reporting will be consistent
with reporting on other operational activities.
Environmental data from joint ventures and
associates (where Diageo does not have full
operational control) has not been included
withinthe reported figures.

Baseline
Diageo’s baseline year was set as financial
yearended 30 June 2007, applies to all
environmental data and has been preparedin
accordance with internal reporting guidelines
and calculation methodologies set out here.
The baseline data is used as the basis for
calculating progress against Diageo's targets
for greenhouse gas emissions, water
consumption, BOD and waste to landfill,
firstannounced in September 2008.

The continued relevance of 2007 as the
baseline year is reviewed on an annual basis.

Restatement of baseline

environmental data

Diageo will restate environmental data for
the baseline year and intervening years to
reflect changes in the company that would
otherwise compromise the consistency
and relevance of the reported information.
Restatements are made in line with the
recommendations made by the World
Resources Institute/World Business Council
for Sustainable Development (WRI/WBCSD)
Greenhouse Gas Protocol: A Corporate
Accounting and Reporting Standard, Revised
Edition and the Beverage Industry Sector
Guidance for Greenhouse Gas Emissions
Reporting version 2.0.

The base year environmental impact
data, and datafor intervening years, are
adjusted to reflect acquisitions, divestments,
updates to data bases for CO, emission factors,
any errors in methodology and calculations,
and forany significant changes in reporting
policy that resultin a material change to the
baseline of more than 1% as advised by
independent sources. Environmental data
with respect to acquisitions is included in our
calculations from the date of purchase, and
with respect to disposals included until the
date of sale, unless otherwise specified.

We will report acquisitions data as soon as
practical,and no later than after we collate
onefullyear's financial data. We will also
restate where we can show that structural
changes regarding outsourcing and
insourcing have animpact of more than 1%.

Diageo's fiscal year 2007 baseline was
adjusted in accordance with guidance from
the WRI/WBCSD Greenhouse Gas Protocol:
A Corporate Accounting and Reporting
Standard, and the methodology
independently approved.

As companies undergo significant
structural changes, the protocol describes the
need to restate environmental impacts for
consistent tracking over time. This is necessary
to make meaningful historical comparisons;
orin otherwords, previous emission data is
recalculated to compare ‘like with like'.

Infiscal year 2012, the environmental
impacts for the base year 2007 and
intervening years were restated due to
in-sourcing Captain Morgan Rum
manufacture to the new Diageo distillery in
US Virginislands and the acquisition of two
Serengeti breweries in Tanzania. Additionally,
where more up-to-date information on
electricity emission factors is available,
including revisions to IEA databases, the latest
available datais applied.

About this reportand GRI
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The base year environmental impacts
associated with acquisitions and in-sourcing
are principally determined, directly from

the historical data records, for production
volumes, energy, water consumption and
waste generated for the base yearand
intervening years. In certain cases where
historical data is unavailable, the base year
environmentalimpacts are determined
from current environmental impact data,
extrapolated, based on production patterns,
for base year and intervening years.In the
current financial year, the environmental
impacts associated with acquisitions and
in-sourcing increased Diageo's base year
environmental impacts by between 2% and
9% for water and GHG emissions respectively.
Theimpacts of these increases on 2015 targets
willbe absorbed and Diageo reaffirmed its
commitment to 2015 targets in 2012 - see
reviewing our targets section below.

Uncertainty and estimates

While we make every effort to capture all
information as accurately as possible, itis
neither feasible nor practical to measure all
data with absolute certainty. Where we have
made estimates or exercised judgment this is
highlighted within these reporting guidelines.

Targetsetting

Diageo has set environmental targets based
on a baseline year of financial year end 30 June
2007.The year by which time Diageo aims to
achieve these targets is defined as 2015.

Reviewing ourtargets

In 2008 Diageo set environmental targets
based on baseline data from financial year
ending 30 June 2007 with the aim of
achieving these targets by 2015. Since setting
these targets and reporting our performance
against them we have included acquisitions
and reset our 2007 baseline data using the
principles of the WRI/WBCSD protocol.

Until 2011 these acquisitions were relatively
minor in terms of our overallimpact on the
environment, typically less than 5%. However,
in 2011 the company announced its intention
to buy several larger businesses. Therefore in
the Sustainability & Responsibility Report 2011
we confirmed a review of the implications

of these proposed acquisitions for our
Environmental Reporting Guidelines in terms
of the total volume of production and overall
impact on the environment. This review was
completed in January 2012 and concluded
that there would be no change to the
Environmental Reporting Guidelines and
that we would continue to incorporate new
acquisitions in our 2007 baseline with no
change to our 2015 environmental targets.

Diageo Sustainability & Responsibility Report 2012

Greenhouse gas (GHG) emissions

GHG emissions data has been prepared

in accordance with the WRI/WBCSD
Greenhouse Gas Protocol: A Corporate
Accounting and Reporting Standard,
Revised Edition (WRI/WBCSD GHG Protocol).
Asummary of the key elements of this
standard and their application to Diageo’s
businessis outlined below.

Scope

Scope 1 emissions (i.e, direct GHG emissions)
from on-site energy consumption of fuel
sources, such as gas, fuel oiland diesel,

are reported for all sites where we have
operational control. Scope 2 emissions

(i.e., indirect GHG emissions) from purchased
electricity and heat s also reported for these
sites. Diageo at present does not fully report
onits Scope 3 emissions. Carbon dioxide
emissions from the fermentation process
are notincluded within our reported
environmental data as these emissions are
from a biological short cycle carbon source.

Calculation methodology for

GHGemissions

The GHG emissions data is externally

reported in tonnes of carbon dioxide (CO,)

rather than CO, equivalent (CO,e). CO,eis

the measure used to compare the emissions

from various greenhouse gases based on

their global warming potential (GWP). This

is mainly because we have estimated that

approximately 99% of our GHG emissions

are CO,.Each year we also look at the GWP

in CO,e of our ozone-depleting substances,

eg.HFCs.However, the quantities are minimal,

approximately 500 tonnes CO,e, and therefore
fallbehind the materiality threshold.

The GHG emissions data has been
calculated on the basis of measured, orin a
small minority of instances, estimated energy
and fuel use, multiplied by the relevant CO,e
conversion factors. Where possible, fuel or
energy use is based on direct measurement
verified through purchase invoices. Forthe
small minority of cases where invoices or
meter readings have not been available, it has
been necessary to make estimates. All CO, is
reported in metric tonnes.

The most reliable and up-to-date
emissions factors have been used to convert
energy use to CO,e using:

+ The kWh/CO.e factor provided by energy
suppliers where a contract s in place with
respect to the energy supplied tothe
relevant site

- Therelevant conversion factors to the
country of operation (for example, national
conversion factors supplied by the relevant
government) or

- Thelnternational Energy Agency (2010)
conversion factors.

Low-carbon electricity

A number of sites have entered into contracts
for ‘green tariffs’ or low carbon tariffs for their
electricity supply. The CO,e emissions from
these tariffs have been zero-rated where the
contract specifies that the supply onto site is
from a 100% renewable source. Otherwise
we use the supplier's CO, emission factor.

Water consumption

Diageo collects water consumption data
from across the production sites over which
it has operational control, using internally
developed reporting guidelines with expert
external advice. In addition to tracking total
water usage, Diageo also collects information
to calculate ‘water efficiency’, meaning the
ratio of the amount of water required to
produce one litre of product packaged.

As part of its continuing journey, using the
WBCSD Global Water Tool and data from the
United Nations' definition of ‘water-stressed’,
Diageo has designated 12 of its production
sites as being located in areas which are
‘water- stressed’, identifying them as higher
riskinterms of sustainable water supply.

Calculation methodology for
water consumption
Diageo uses internally developed reporting
guidelines, which defines the total quantity
of water used in production obtained from
groundwater, surface water and mains
supply less any clean water provided back
tolocal communities directly from a site.
Uncontaminated water abstracted and
returned to the same source under local
consent is excluded from water consumption
data reported solong as there is no chemical
changeto the water. All water consumption
datais reported in cubic metres.

The data has been reported onthe
basis of measured water use.

Wastewater pollution power as measured
by biochemical oxygen demand (BOD)
Diageo collects BOD data from across all
production sites over which we have
operational control, using internally
developed reporting guidelines with expert
external advice. Diageo measures the total
BOD load discharged from its production sites
into open water or which is subsequently
treated by third party treatment works.

The BOD load of wastewater discharged to
land, for the purposes of irrigation or benefit
toagriculture made under licence or permit,
is notincluded.

Calculation methodology for BOD load
Diageo uses internally developed reporting
guidelines, based on published data and
methods for BOD calculation, using estimates
of discharged effluent flows and the
laboratory determination of effluent BOD
concentrations. All BOD loads are reported

in metric tonnes.



Waste to landfill

Diageo records the type and quantity of
allwaste to landfill data from across the
production sites over which it has operational
control using internally developed reporting
guidelines with expert external advice. Waste
tolandfillincludes hazardous and non-
hazardous materials.

Calculation methodology for waste

to landfill

The definition of waste to landfill includes all
hazardous waste, all unwanted or discarded
material in solid, sludges or liquid form
produced. Thisincludes all refuse, garbage,
construction debris, treatment and process
sludges and materials that a site has been
unable to reclaim reuse or recover. All waste
tolandfillis reported in metric tonnes.

Production of packaged product

To calculate efficiency ratios, Diageo uses
litres of product packaged as the standard
measure for comparison as this highlights
the environmental impact associated with
production of our products. This information
is collected, as other environmental data,
through acommon database from all sites
overwhich Diageo has operational control.

Calculation methodology for

production figures

Litres of product packaged includes the
number of total litres of product packaged
asthe product enters afinished goods
warehouse at operationally controlled sites
togetherwith any product sent to a third
party for packaging (i.e, a non-controlled site).
Damaged productis notincludedin these
production figures.

Sustainable packaging

We do not define and calculate our
sustainable packaging targets with the same
methodology as our other environmental
performance metrics. Therefore the
introductory notes above do not apply to this
statement about sustainable packaging.

The methodology applying to sustainable
packaging encompasses:

+ Packweight

+ Recycle content

+ Recyclability.

All sustainable packaging impacts are
quantified and expressed in terms of weight
grams; kgs; tonnes or percentages.

Pack weight changes are determined by
quantifying the weight reduction/increase in
grams and multiplying by the number of SKUs
impacted on an annualised basis. Recycle
contentis determined by establishing the
volume in grams/kgs of non-virgin materials

used to generate the pack components,
and adjusting forin-year changes to
recycle content.

Recyclability is expressed as a percentage
determined by quantifying the weight of final
pack deemed to be non-recyclableand
multiplying by the total annualised volume
of the SKU. Having set targets againsta 2009
baseline, we input regional packaging data
on each of our three metrics (weight, recycled
contentand recyclability) on a monthly
basis. They are then consolidated and
internally verified.

We have established a sustainable
packaging framework, implementation plan
and targets to ensure, where practical, that
our packaging has the smallest possible
environmental footprint. Our sustainable
packaging team is working to implement this
across Diageo.

Ourapproach is based on systematically
assessing the impact our products have on
the environment and applying our design
principles consistently. Using sophisticated
computer design software, we have
commissioned and created a sustainable
packaging life cycle assessment tool — SPOT
(Sustainable Packaging Optimisation Tool)
—toenable ustoassess rapidly the
environmental impact of new and existing
pack designs. This tool will provide us with
data early in the product development cycle
and enable us to make effective interventions
in designing packaging with the least
environmentalimpact.

Socio-economic development
Here we explain the basis of calculation for:

- Baseline dataand target setting

+ Water of Life beneficiaries

+ Learning for Life beneficiaries

« Community investment figures.

Baseline data and target setting

Baselines differ for each metric. Our Water of
Life targets were setin the yearended 30 June
2007.Cumulative performance counts activity
between 1 July 2006 and 30 June 2012.

Our Learning for Life target was setin the

year ended 30 June 2009, and beneficiaries
counted from 1 July 2008 to 30 June 2012.
Our community investment target is set each
financial year as a percentage of operating
profit before exceptionals.

Water of Life beneficiaries
Ourimplementation partners provide

us with beneficiary data for each project.
We are aware that each partner has its own
methodology and we are conducting a
review in an effort to improve the quality
of ourdata.

Learning for Life beneficiaries

Beneficiaries are defined as direct participants
in Diageo-funded Learning for Life
programmes from 1 July 2008 to 30 June 2012.

Community investment figures
Community investmentincludes
contributions (in the form of cash, in-kind
donations oremployee time) from Diageo plc
and the Diageo Foundation. Itincludes
contributions to charitable entities, non-
branded responsible drinking programmes
and management costs associated with the
Diageo Foundation. We use the principles

of the London Benchmarking Group model,
which we helped pioneerin 1994, to measure
our community investment.

Cash, in-kind donations and employee
time contributions are recorded through
anannual survey to local markets around
the world.

Our people

Here we explain the basis of calculation for:

- Baselineandtarget setting

- Employee profile data

- Losttime accident frequency rate

- Fatalities

« Women in senior management positions
- Super-engagement results.

Baseline and target setting

Baseline information differs between each
metric. Employee profile information and
super-engagement results are calculated
annually, and for this year at the yearend
30June 2012. Lost-time accident frequency
has a baseline of 30 June 2007, and targets
were set for the end of this financial year.

Employee profile data

Total employee data consider average
number of employees, and are captured
globally through financial information
systems. Regional data consider where
employees reside, which differs from the
annual report which considers the
department for which the employee works.
Gender datais collected selectively by region,
provided at market level by local human
resource systems and teams. Breakdowns
beyond the total are estimations reconciling
the two systems.

Lost-time accident (LTA) frequency rate

The LTAfrequency rate is defined as the
number of LTAs per 1,000 employees. An LTAis
defined as any work-related incident, resulting
ininjury oriliness, where the individual is
unable to work or where a job restriction is
required. Our LTA numbers will also include
any work-related fatalities.

About this reportand GRI
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The assessment of lost time excludes

the day the incident occurred, is based on
calendar days andis made without regard to
whether the person was scheduled to work
ornot.

In line with industry best practice, we
include in our definition of an ‘employee’all
temporary staff and contractors who work
under our direct supervision.

Note that regional safety data for Africa
includes our new Tanzania business.

Fatalities

Fatalities include any employee work-related
fatality or any work-related fatalities occurring
to third parties and contractors while on
Diageo’s premises.

Women in senior management positions
Gender data has been provided at market
level by human resources systems and teams.

Super-engagement results

Data is collected from an annual survey sent
toallemployees and administered by Kenexa,
one of the world's largest employee survey
providers. This year the data represents 91% of
Diageo's employee base, compared with 89%
in2011.

Governance and ethics
Here we explain the basis of calculation for:
Baseline and target setting
Controls, compliance and
ethics managers
Values Survey questions
New joiners
Annual Certificate of Compliance
SpeakUp.

Baseline and target setting

Having completed the initial role out of our
Code of Business Conduct globally we have
focused on ensuring the key elements of
our programme are working effectively

by measuring five new key performance
indicators setoutin 1 September 2011 with
acompletionyear of 30 June 2012.

Controls, compliance and ethics managers
We assess each of our markets to ensure
there are no vacancies and that we have the
relevant people assigned to controls,
compliance and ethicsin each.

Values Survey questions

Data s collected from an annual survey sent
toallemployees and administered by Kenexa,
one of the world's largest employee survey
providers. This year the data represents 91% of
Diageo'’s employee base, compared with 89%
in2011.

Diageo Sustainability & Responsibility Report 2012

New joiners

All new starters are automatically enrolled
in our Code of Business Conduct e-learning
programme through Diageo Academy that
tracks global participation and responses.
In markets where access to the Academy is
difficult, we carry out face-to-face training
and aregjisteris taken.

Annual Certification of Compliance

We rolled out the Annual Compliance
Certification to all middle managers this

year. This was through the global online
training tool, Diageo Academy, which holds
arecord of participation and responses for all
employees. These are then reported to market
and function leadership teams, and reviewed
by CC&E managers.

SpeakUp

Our SpeakUp whistleblowing line is
advertised across our markets. Calls that come
inare tracked by an external party and picked
up by the global compliance and ethics team.
Allinvestigations are monitored by our
corporate security team who track length of
time, and resolution on a case tracking system.

Our suppliers

Here we explain the basis of calculation for:
Baseline and target setting
SEDEX self-assurance
Audits of highest risk suppliers.

Baseline and target setting

All performance figures against targets are
forthe period between 1 July 2011 and
30June 2012.

SEDEX self-assurance

Self-assessment data is provided to us as

part of a report from the Supplier Ethical

Data Exchange (SEDEX), a not-for-profit
organisation that enables global suppliers to
share assessments and audits on ethical and
responsible practices with their customers.
Their system includes the number of suppliers
who have registered with Diageo, linked

their operating sites with ours and then
completed the self-assessment or any other
performance-related data. We compare these
results with the total number of suppliers

we have identified as potentially high risk
(considering industry type, location, or
association with our brand).

Audits of highest risk suppliers

Audits are conducted by independent
third-party auditing companies, trained to
SEDEX Members Ethical Trade Audit protocols.
Oftotal audits, approximately 13 were initially
requested by Diageo and 92 were initially
requested by others. Those requested

by others remain valid through the AIM-
PROGRESS mutual recognition process
orthrough adherence to our own audit
requirements. All were accessed via

the SEDEX platform on which the supplier
owns the auditdata.

Customers/consumers

Here we detail the basis of calculation for:
Baseline data and target setting
Packaging defects (ppm)
Total concerns/complaints

Baseline data and target setting

Baselines for each metric are always based on
the final actual performance in the previous
year.Incremental improvement targets are
set based on the trajectory required to hit our
medium term strategic goals (2015). Some
adjustment may be made to the targets for
each business depending on their actual level
of performance and strategic priorities.

Packaging defects (ppm)

Packaging defectsdatais basedona
minimum of 0.1% (0.05% for beer) sampling of
every production run (order). Individual packs
areinspected against our Global Finished
Product Standard. The number of defects is
recorded and reported monthly against the
number of units (containers) produced.
Figures are aggregated globally and are
weighted based on volume of production.

Total concerns/complaints

Packaging defect complaints are based on

all complaints/concerns recorded (validated
ornot) in part through consumer care lines.
The complaintrate is calculated based on

the volume produced at the site in the same
period as the complaint was received. Figures
are aggregated globally and are weighted
based on volume of production.



Assurance

We aim to align our reporting
with what we believe to be
the best standards for non-
financial reporting. We believe
in reporting against reliable
data and strive to improve the
quality of our non-financial
disclosures.

Towards these aims, we engaged KPMG again
this yearto provide limited assurance of three
aspects of our report, determined as being
highly material to the success of our
Sustamablllty &Responsibility Strategy:
Our application of the Global Reporting
Initiative (GRI) principles of ‘materiality’
and ‘stakeholderinclusiveness’during
the evolution of our Sustainability &
Responsibility Strategy
Reliability of environmental performance
datafor 2012 (carbon emissions and
water usage)
+ Ourself-declared (GRI) application level.

Asin previous years, we also engaged
the London Benchmarking Group to assure
ourcommunity investment data and
methodology.

Assurance scope
Selected sustainability information

Level of assurance

Independent Assurance Report

Independent Assurance Report

of KPMG Audit Plc to Diageo plc

KPMG Audit Plc was engaged by Diageo plc

(Diageo’) to provide limited assurance over

selected disclosures within the Diageo

Sustainability & Responsibility Report for the

yearended 30 June 2012 (‘the Report’).
Thisindependent assurance reportis

made solely to Diageo in accordance with the

terms of our engagement. Our work has been

undertaken so that we might state to Diageo

those matters that we have been engaged to

state in this Report and for no other purpose.

To thefullest extent permitted by law, we

do notaccept orassume any responsibility

toanyone other than Diageo for our work,

for thisindependent assurance report, or

for the conclusions we have reached.

Responsibilities
The directors of Diageo are responsible for
preparing the Report and the information and
statements within it. They are responsible for
the identification of stakeholders and material
issues, for defining objectives with respect
to sustainability performance, and for
establishing and maintaining appropriate
performance managementand internal
control systems from which reported
information is derived.

Our responsibility is to express our
conclusionsin relation to the assurance
scope whichis set out below.

Reporting and assurance criteria

The scope of assurance was determined by
Diageo in accordance with the materiality
principles as defined by the GRI. As Diageo's
reporting processes mature, the scope of
assurance will expand over time. Inthe
United Kingdom, assurance of sustainability-
related information is not mandated. The
organisation is able to select the scope

and level of assurance to be provided by

a practitioner.

The extent of evidence-gathering
procedures for a limited assurance
engagement is less than for areasonable
assurance engagement, and therefore
alowerlevel of assurance is provided.

Our conclusions are based onthe
appropriate application of the criteria
outlinedin the table below.

Inherent limitations

Non-financial performance information is
subjectto more inherent limitations than
financial information, given the characteristics
of the subject matter and the methods

used for determining such information. The
absence of a significant body of established
practice on which to draw allows for the
selection of different but acceptable
measurement techniques which can result

in materially different measurements and
canimpact comparability. The precision of
different measurement techniques may also
vary. Furthermore, the nature and methods
used to determine such information, as well
as the measurement criteria and the precision
thereof, may change overtime. Itisimportant
to read the selected sustainability information
contained within the Reportin the context

of Diageo's Environmental Reporting
Guidelines available on Diageo's website
http:/srreport2012.diageoreports.com/docs/
environmental_guidelines.pdf.

1. Reliability of performance data for the
year ended 30 June 2012 marked with
the symbol A in the section of the report
entitled ‘Water and the environment'.

Limited assurance

Diageo’s Environmental Reporting Guidelines for the selected sustainability

information available on Diageo's website. Diageo’s Environmental Reporting

Guidelines for:

- greenhouse gases are based on the World Resources Institute/World
Business Council for Sustainable Development Greenhouse Gas Protocol:
A Corporate Accounting and Reporting Standard, Revised Edition
(otherwise referred as the WRI GHG protocol); and

- water consumption are based on the Global Reporting Initiative (GRI)

G3 Reporting Guidelines.

2. Diageo’s alignment with the GRI
principles of materiality and stakeholder
inclusiveness marked with the symbol A
as described in the section of the Report
entitled ‘Determining our material
impacts'.

Limited assurance

The criteria set out in the GRI G3 Reporting Guidelines for each of the principles

of materiality and stakeholder inclusiveness.

3. Diageo’s self-declared GRI application
level, marked with the symbol A in the
section of the Report entitled ‘GRI Index’.

Limited assurance

GRI G3 Reporting Guidelines and application level requirements.

About this reportand GRI

SsauIsNg N0 1noqy

ouewllopad pue yoeoiddy

s1oeduw

P
o
o
c
=
[
=
w
=
(1]
o
o
=
=

107



108

In particular, inherent limitations affect the
conversion of electricity and fuel used to
calculate carbon emissions. Conversion of
electricity and fuel used to calculate carbon
emissions is based upon, inter alia, information
andfactors derived by independent third
parties as explained in Diageo’s Environmental
Reporting Guidelines. Ourassurance work has
notincluded examination of the derivation of
those factors or other third-party information.
Our assurance work has notincluded
challenging the scientific work undertaken

by independent third parties when
calculating these emissions factors.

Basis of our work

We conducted our workin accordance with
ISAE 3000." We conducted our engagement
with a multi-disciplinary qualified and
experienced team in non-financial assurance.
The team included specialists in auditing
environmental and financial information and
with experience of similar engagements.

Ourindependence

ISAE 3000 requires the practitioner to comply
with the requirements of Parts Aand B of the
Code of Ethics for Professional Accountants,
issued by the International Ethics Standards
Board for Accountants (the IESBA Code)
which requires,among other requirements,
thatthe members of the assurance team
(practitioners) as well as the assurance firm
(assurance provider) be independent of the
assurance client, including not being involved
in writing the Report and plan and perform
the engagements to obtain limited assurance
about whether data are free from material
misstatement. The Code also includes
detailed requirements for practitioners
regarding integrity, objectivity, professional
competence and due care, confidentiality
and professional behaviour. KPMG Audit Plc
has systems and processes in place to monitor
compliance with the Code and to prevent
conflicts regarding independence. Our
independence with the clientis reviewed
onanannual basis.

Work performed

We planned and performed our work to
obtain all the evidence, information and
explanations that we considered necessary

in relation to the above scope. Our work
included, but was not limited to, the following
evidence-based procedures which are further
explained below:

(1) International Standard on Assurance
Engagements 3000: Assurance engagements
other than Audits or reviews of Historical
information, issued by the International Auditing
and Accounting Standards Board.

Diageo Sustainability & Responsibility Report 2012

Assurance Scope 1 -reliability of
performance data for the yearended
30June 2012 marked with the symbol A
in the section entitled ‘Water and the
environment’ within the Report:

«  AtGrouplevel we:

- Evaluated the suitability of reporting
systems against the WRI GHG Protocol,
the GRIG3 Reporting Guidelines
and Diageo Internal Reporting
requirements;

- Conducted interviews with
management and other personnel at
Diageo to obtain an understanding of
the data collection process, information
flows and the systems and controls
used to generate, aggregate and
report the environmental data;

- Reviewed measurements, calculations,
supporting information, quality
controls systems, and procedures
which support the environmental data
forthe yearended 30 June 2012.Our
workincluded verifying the application
of the appropriate CO, emission factors
forallsites;

«  Atsitelevel:

- Wetested data from 11 different sites
covering between 37% and 48%
ofthe dataforeach data setinthe
yearended 30 June 2012.

- Thisyearwe visited eight sites in: Moshi,
Tanzania; Dar es Salaam, Tanzania;
Douala, Cameroon; Benin, Nigeria;
Ogba, Nigeria; Nevsehir, Turkey;
Valleyfield, Canada and St Croix, Virgin
Islands and performed desk-top audits
over three sites in: Cameronbridge,
Scotland; Gimli, Canada and EABL
Nairobi, Kenya.

— Thesites were selected based on their
risk factors and levels of materiality, e.q.
contribution to Group CO, emissions,
size,and location.

Assurance Scope 2 - Diageo’s alignment
with the GRI principles of materiality and
stakeholderinclusiveness marked with the
symbol A as described in the section of
the Reportentitled ‘Determining our
material impacts”:

« Evaluated the completeness of Diageo’s
‘materiality assessment’ by performing
limited media analysis and internet
searches for references to Diageo during
thereporting period and reviews of
investor analysis reports.

« Evaluated Diageo's action plan for 2012
atgroup level and assessed whether it
incorporated the recommendations in our
Internal Management Report from 2011.

+ Interviewed senior management
including a selection of the members
from the CSR Leadership Team.

- Visited two of Diageo's key markets,
the United Kingdom and Kenya, and
evaluated the process of introducing the
Sustainability & Responsibility (S&R’)
Strategy. This included: witnessing
materiality workshops, reviewing output
documentation, and interviewing key staff.

+ Re-performed the materiality scoring
outcomes for both the United Kingdom
andKenya.

+  Reviewed key documentation to come
out from the process of introducing the
S&R Strategy to other markets in the year
ended June 2012 including Chinaand the
United States. Documentation included
workshop minutes, materiality maps and
feedback forms.

- Reviewed drafts of the Report and relevant
web text to ensure there are no disclosures
thatare misrepresented orinconsistent
with our findings.

Assurance Scope 3 - Diageo self-declared
Global Reporting Initiative (GRI) application
level marked with the symbol Ainthe
section of the Report entitled ‘GRI Index":

+ Checkedthe GRlIndexincludedinthe
section of the Report entitled ‘GRI Index’
toensure consistency with the GRI
application level requirements of B+
Reviewed Diageo's self-assessment against
GRI Application Level B+including their
description of the ‘extent’ of reporting
perdisclosure.

Conclusions

The following conclusions are based on the
work performed and scope of our assurance
engagement described above:

Assurance Scope 1 - Reliability of
performance data for the yearended
30June 2012 marked with the symbol A

in the section entitled ‘Waterand the
environment’ of the Report:

Nothing has come to our attention to suggest
that the performance data, marked with the
symbol A inthe section entitled "Water and
the environment’ within the Report, are
notfairly stated, in all material respectsin
accordance with Diageo’s Environmental
Reporting Guidelines.

Assurance Scope 2 - Diageo’s alignment
with the GRI principles of materiality and
stakeholder inclusiveness marked with the
symbol A as described in the section of

the Report entitled ‘Determining our
materialimpacts’

Nothing has come to our attention to suggest
that Diageo's description of their alignment
with the GRI principles of materiality and
stakeholderinclusiveness marked with the
symbol A as described in the section of the
Reportentitled ‘Determining our material
impacts'is not fairly stated.



Assurance Scope 3 -Diageo’s self-declared
Global Reporting Initiative (GRI) application
level marked with the symbol A in the
section of the Report entitled ‘GRI Index":
Nothing has cometo our attention to
suggest that Diageo's self-declaration of GRI
application level B+ marked with the symbol
Ninthe section of the Report entitled ‘GRI
Index'is not fairly stated.

lan Starkey forand on behalf of
KPMG Audit Plc

Chartered Accountants

London

22 August 2012

Appendix - Observations arising from
ourwork

Inthis Appendix we have set out certain
matters that came to our attention during
the course of this engagement. Our objective
is to use our knowledge of the group gained
during our limited assurance engagement
to make useful comments and suggestions
foryou to consider. Without prejudice to our
conclusions presented above, we present
some of the key observations and areas
forimprovement below:

On Assurance Scope 2:

Our Observations:

We present some of the observationsin
relation to Diageo's alignment with the GRI
principles of materiality and stakeholder
inclusiveness which are part of our Report
to Management. Our observations include
but are not limited to the following:

a) Todate, Diageo's local business units
strategy reviews have involved Diageo
employees to assess the company’s
materialimpacts and programmes.
Diageo should extend these local business
unit reviews and formalise the external
stakeholder engagement process to
ensure consistency across business units
in light of the new operating model.
Furthermore, Diageo should continue
to drive,embed and formalise the
Sustainability and Responsibility Strategy
processasawholeinits 21 business units.

o

Diageo should set out how it will
incorporate new acquisitions into its
Sustainability & Responsibility Strategy.

Independent Assurance Statement

of London Benchmarking Group

LBG Assurance Statement - Diageo
Diageois an active member of the LBG
(London Benchmarking Group). The LBG
model helps businesses to improve the
management, measurementand reporting
of their corporate community involvement
programmes. It moves beyond charitable
donations toinclude the full range of
contributions (in time, in kind and in cash)
made to community causes, and assesses
the actual results for the community and
forthe business. (See www.Ibg-online.net
for more information).

As managers of the group, we have
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 yearto 30 June 2012. Having conducted an
assessment, we are satisfied that this has been
achieved. Our work has not extended to an
independent audit of the data.

In making our assessment we identified
that Diageo supports a range of programmes
which address the social aspects of alcohol
consumption. We are encouraged that
Diageo has been careful to only include as
community contributions those activities
that go beyond consumers of its own product
and where thereis an explicit contribution
toacharitable organisation.

Diageo’s data collection processes
have improved considerably in recent years
and the picture it presents of the contribution
it makes to the community is robustand
comprehensive. Afuture challenge will
be to more systematically quantify the
achievements of its activities (outputs and
impacts) within the LBG model so thata
clearassessment of the overall impact
of itsinvestment into the community
can beachieved.

Corporate Citizenship
www.corporate-citizenship.co.uk
June 2012
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GRI Index This index provides an overview of our reporting
against the GRI G3 Sustainability Reporting
Guidelines. Our self-assessment of our Sustainability
& Responsibility Report indicates that we are a
B+ reporter.”

STANDARD DISCLOSURES PART I: Profile Disclosures

Profile disclosure Reported Cross-reference/Direct answer

1. Strategy and Analysis

11 Statement from the most senior decision-maker of Fully CEQintroduction (page 2)
the organisation.

1.2 Description of key impacts, risks, and opportunities. Fully Key risks (page 21)

2. Organisational Profile

2.1 Name of the organisation. Fully Diageoplc
Strategic focus by region (page 8)

2.2 Primary brands, products, and/or services. Fully Ourbrands (page 10)

2.3 Operational structure of the organisation, including Fully Diageoataglance (page 6)
main divisions, operating companies, subsidiaries,
andjoint ventures.

24 Location of organisation’s headquarters. Fully Lakeside Drive
Park Royal
London
NW107HQ
25 Numberof countries where the organisation operates, Fully Diageoataglance (page 6)

and names of countries with either major operations or
that are specifically relevant to the sustainability issues
coveredinthereport.

26 Nature of ownership and legal form. Fully Full name: Diageo plc
Registered Number: 23307
Registered office: Lakeside Drive, London, NW10 7HQ
Place of Registration: England and Wales

2.7 Markets served (including geographic breakdown, Fully Diageo ataglance (page 6)
sectors served, and types of customers/beneficiaries). Whowe serve (page 93)

2.8 Scaleofthereporting organisation. Fully Diageoataglance (page 6)

29  Significant changes during the reporting period Fully Scope and boundaries (page 100)
regarding size, structure, or ownership.

2.10 Awards received inthe reporting period. Fully Awards and rankings (page 24)

3. Report Parameters

3.1 Reporting period (e.g, fiscal/calendar year) for Fully Scope and boundaries (page 100)
information provided.

3.2 Date of most recent previous report (if any). Fully Scope and boundaries (page 100)

33 Reporting cycle @@nnual, biennial, etc.) Fully Scope and boundaries (page 100)

34  Contact point for questions regarding the report Fully About this report and GRI (page 99)
orits contents.

3.5 Process for defining report content. Fully Principles of management and reporting (page 102)

36 Boundaryof thereport (e.g. countries, divisions, Fully Scope and boundaries (page 100)

subsidiaries, leased facilities, joint ventures, suppliers).
See GRIBoundary Protocol for further guidance.

"Covered by KPMG's limited assurance scope.
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Profile disclosure Reported Cross-reference/Direct answer Z
o

37  Stateanyspecific limitations on the scope orboundary  Fully Principles of management and reporting (page 102) %
of the report (see completeness principle for CQT
explanation of scope). G.

o}

3.8 Basisforreporting onjoint ventures, subsidiaries, leased  Fully Scope and boundaries (page 100) 2

facilities, outsourced operations, and other entities that
can significantly affect comparability from period to
period and/or between organisations.

39 Datameasurement techniques and the bases of Fully Reporting methodologies (page 103)
calculations, including assumptions and techniques
underlying estimations applied to the compilation of
the Indicators and other information in the report.
Explain any decisions not to apply, or to substantially
diverge from, the GRI Indicator Protocols.

310 Explanation of the effect of any re-statements of Fully Reporting methodologies (page 103)
information provided in earlier reports,and the Scope and boundaries (page 100)
reasons for such re-statement (e.g. mergers/
acquisitions, change of base years/periods, nature
of business, measurement methods).

311 Significant changes from previous reporting periods Fully Reporting methodologies (page 103)
inthe scope, boundary, or measurement methods Scope and boundaries (page 100)
appliedin thereport.

ouewllopad pue yoeoiddy

312 Tableidentifying the location of the Standard Fully GRlindex (page 110)
Disclosuresinthereport.

313 Policy and current practice with regard to seeking Fully Assurance (page 107)
external assurance for the report.

4.Governance, Commitments, and Engagement

4.1 Governance structure of the organisation, including Fully Governance structure (page 76)
committees under the highest governance body
responsible for specific tasks, such as setting strategy

ororganisational oversight. g
Q
4.2 Indicate whether the Chair of the highest governance Fully The Chairman of the board is not counted as a non-executive a
body is also an executive officer. directorand is notindependent by virtue of being the
Chairman, in accordance with section A31 of the UK Corporate
Governance Code.
4.3 Fororganisations that have a unitary board structure, Fully Governance structure (page 76)

state the number and gender of members of the
highest governance body that are independent and/or
non-executive members.

44 Mechanisms for shareholders and employees to Fully Seethe 2012 Annual Report ('Relations with shareholders’ within
provide recommendations or direction to the highest the Corporate Governance Report)
governance body.
45 Linkage between compensation for members of the Fully Governance structure (page 76)
highesF governance body, senior managers, and Reward and recognition (page 69)
executives (including departure arrangements), and
the organisation’s performance (including social and z
environmental performance). 2
46  Processesin place forthe highest governance body Fully Governance structure (page 76) ;5
toensure conflicts of interest are avoided. See the 2012 Annual Report (Corporate Governance Report) -‘.3
4.7 Processfor determining the composition, qualifications,  Fully Governance structure (page 76) =
and expertise of the members of the highest See the 2012 Annual Report (Corporate Governance Report)

governance body and its committees, including
any consideration of gender and other indicators
of diversity.

4.8  Internally developed statements of mission or values, Fully Codes and policies (page 77)
codes of conduct, and principles relevant to economic,
environmental, and social performance and the status
of theirimplementation.

About this reportand GRI m



Profile disclosure Reported Cross-reference/Direct answer

49  Procedures of the highest governance body Fully Governance structure (page 76)
foroverseeing the organisation’s |deht|ﬁcat|on How we manage sustainability and responsibility (page 21)
and management of economic, environmental,
and social performance, including relevant risks
and opportunities,and adherence or compliance
with internationally agreed standards, codes of
conduct,and principles.

410 Processes forevaluating the highest governance Fully Governance structure (page 76)
body’'s own performance, particularly with respect to Also see our 2012 Annual Report (Performance evaluation
economic, environmental, and social performance. within Corporate Governance Report)

411 Explanation of whether and how the precautionary Fully See our 2012 Annual Report (Sustainability & Responsibility)
approach or principle is addressed by the organisation.

4.12  Externally developed economic, environmental,and Fully Membership of codes and charters (page 23)
social charters, principles, or otherinitiatives to which
the organisation subscribes orendorses.

413 Membershipsin associations (such asindustry Fully Membership of industry bodies (page 39)
assodgtiqns} qnd/or national/intgrngtional advocacy Managing social and ethical risks (page 87)
organisations in which the organisation:

- Has positions in governance bodies;

- Participatesin projects or committees;

- Provides substantive funding beyond routine
membership dues; or

+ Views membership as strategic.

4.14  List of stakeholder groups engaged by the organisation.  Fully Our stakeholders (page 23)

4.15 Basisforidentification and selection of stakeholders Fully Engaging stakeholders (page 22)
withwhomto engage.

4.16 Approaches to stakeholder engagement, including Fully Our stakeholders (page 23)
frequency of engagement by type and by
stakeholder group.

4.17 Keytopicsand concernsthat have beenraised through ~ Fully Determining our material impacts (page 17)

stakeholder engagement, and how the organisation
has responded to those key topics and concerns,

including throughits reporting.

STANDARD DISCLOSURES PART II: Disclosures on Management Approach (DMAs)

Description Reported Cross-reference/Direct answer
G3DMA
DMA EC Disclosure on Management Approach EC
AspectsEconomic performance Fully Local wealth creation (page 53)
Market presence Fully Strategic focus by region (page 8)
Indirect economicimpacts Fully Local wealth creation (page 53)
DMAEN Disclosure on Management Approach EN
AspectsMaterials Fully Environmental policy (www. diageo.com)
Energy Fully Carbon (page 45)
Water Fully Water (page 42)
Biodiversity Fully The wider environment (page 47)
Emissions, effluents and waste Fully Carbon (page 45)
Waste (page 47)
Products and services Fully Environmental policy (www.diageo.com)
Compliance Fully Governance and ethics (page 73)
Transport Fully Carbon (page 45)
Overall Fully Environmental policy (www.diageo.com)
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Description Reported Cross-reference/Direct answer
DMA LA Disclosure on Management Approach LA
AspectsEmployment Fully Human Rights policy (www.diageo.com)
Labour/management relations Fully Human Rights policy (www.diageo.com)
Occupational health and safety Fully Health and Safety policy (www.diageo.com)
Training and education Fully Human Rights policy (www.diageo.com)
Diversity and equal opportunity Fully Human Rights policy (www.diageo.com)
Equal remuneration for women and men Not
disclosed
DMA HR Disclosure on Management Approach HR
Aspectsinvestment and procurement practices Fully Partnering with Suppliers Standards (www.diageo.com)
Non-discrimination Fully Human Rights policy (www.diageo.com)
Freedom of association and collective bargaining Fully Human Rights policy (www.diageo.com)
Child labour Fully Human Rights policy (www.diageo.com)
Prevention of forced and compulsory labour Fully Human Rights policy (www.diageo.com)
Security practices Fully Code of Business Conduct (www.diageo.com)
Indigenousrights Not material
Assessment Fully Code of Business Conduct (www.diageo.com)
Remediation Fully Code of Business Conduct (www.diageo.com)
DMA SO Disclosure on Management Approach SO
AspectsLocal communities Fully Code of Business Conduct (www.diageo.com)
Corruption Fully Code of Business Conduct (www.diageo.com)
Public policy Fully Code of Business Conduct (www.diageo.com)
Anti-competitive behaviour Fully Code of Business Conduct (www.diageo.com)
Compliance Fully Code of Business Conduct (www.diageo.com)
DMA PR Disclosure on Management Approach PR
AspectsCustomer health and safety Fully Diageo Marketing Code (www.diageo.com)
Tackling alcohol misuse effectively (page 32)
Food safety and quality (page 96)
Productand service labelling Fully Diageo Marketing Code (www.diageo.com)
Making information available to consumers (page 31)
Food safety and quality (page 96)
Marketing communications Fully Diageo Marketing Code (www.diageo.com)
Communicating about alcohol responsibly (page 29)
Customer privacy Fully Code of Business Conduct (www.diageo.com)
Compliance Fully Code of Business Conduct (www.diageo.com)
STANDARD DISCLOSURES PART IIl: Performance Indicators
Description Reported Cross-reference/Direct answer
Economic
Economic performance
EC1 Directeconomic value generated and distributed, Fully Diageoataglance (page 6)
including revenues, operating costs,employee Local wealth creation (page 53)
compensation, donations and other community o
investments, retained earnings, and payments to Community investment (page 55)
capital providers and governments.
EC2 Financialimplications and other risks and opportunities  Fully The business case for sustainability

forthe organisation’s activities due to climate change.

and responsibility (page 19)
Keyrisks (page 21)
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Description Reported Cross-reference/Direct answer

EC3 Coverage of the organisation’s defined benefit Fully Reward and recognition (page 69)

plan obligations. Also see our 2012 Annual Report (Directors’' Remuneration

Reportas well as Financial Statements —employees)

EC4 Significantfinancial assistance received Fully See our 2012 Annual Report (Property, plant and equipment)
from government.
Market presence
EC5 Range of ratios of standard entry level wage by gender ~ Not
compared to local minimum wage at significant disclosed
locations of operation.
EC6 Policy, practices,and proportion of spending on Fully Our supply chain (page 86)
locally-based suppliers at significant locations
of operation.
EC7 Proceduresforlocal hiring and proportion of senior Fully Who we are (page 64)

management hired from the local community at
significant locations of operation.

Indirect economicimpacts

EC8 Developmentandimpactofinfrastructureinvestments  Partially Supporting local interests and infrastructure (page 58)
and services provided primarily for public benefit
through commercial, in-kind, or pro bono engagement.

EC9 Understanding and describing significant indirect Fully Local wealth creation (page 53)
economic impacts, including the extent of impacts.

Environmental

Materials
ENT Materials used by weight or volume. Fully Our supply chain (page 86)
We do not report on the breakdown of renewable and
non-renewable as the disclosure is not material to our business.
We believe that it is more useful to our stakeholders to disclose
which materials are used in our products, as well as the
sustainability of the packaging.
EN2 Percentage of materials used that are recycled Fully Sustainable packaging (page 48)
input materials.
Energy
EN3 Direct energy consumption by primary energy source. Fully Carbon (page 45)
EN4 Indirectenergy consumption by primary source. Fully Carbon (page 45)
EN5  Energy saved due to conservation and efficiency Fully Carbon (page 45)
improvements.
EN6 Initiatives to provide energy-efficient or renewable Fully Carbon (page 45)

energy based products and services, and reductions
in energy requirements as a result of these initiatives.

EN7 Initiatives to reduce indirect energy consumption Partially Carbon (page 45)
and reductions achieved.
Water
EN8 Total water withdrawal by source. Fully Improving water efficiency worldwide (page 42)

The wider environment (page 48)

EN9 Water sources significantly affected by withdrawal Partially Diageo sites located in water-stressed areas (page 41)
of water. Water (page 42)
Reducing water wasted in water-stressed areas (page 43)
Improving water efficiences worldwide (page 43)
The widerenvironment (page 48)

ENT0 Percentage and total volume of water recycled Not
andreused. disclosed
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Description Reported Cross-reference/Direct answer
Biodiversity
ENT1 Location and size of land owned, leased, managed Fully The wider environment (page 48)
in, or adjacent to, protected areas and areas of high
biodiversity value outside protected areas.
EN12 Description of significant impacts of activities, Not
products,and services on biodiversity in protected disclosed
areas and areas of high biodiversity value outside
protected areas.
EN13 Habitats protected or restored. Not
disclosed
EN14 Strategies, current actions, and future plans for Not
managing impacts on biodiversity. disclosed
EN15 Number of IUCN Red List species and national Partially The wider environment (page 48)
conservation list species with habitats in areas affected
by operations, by level of extinction risk.
Emissions, effluents and waste
EN16 Total directand indirect greenhouse gas emissions Fully Carbon (page 45)
by weight.
EN17 Other relevantindirect greenhouse gas emissions Partially The wider environment (reducing ozone depleting and other air
by weight. emissions) (page 49)
EN18 Initiatives to reduce greenhouse gas emissions Fully Carbon (page 45)
and reductions achieved.
EN19 Emissions of ozone-depleting substances by weight. Fully The wider environment (page 50)
EN20 NOx, SOx, and other significant air emissions by type Fully The wider environment (page 50)
and weight.
EN21 Total water discharge by quality and destination. Partially Reducing water pollution (page 44)
EN22 Total weight of waste by type and disposal method. Fully Waste (page 47)
EN23 Total number and volume of significant spills. Fully The wider environment (page 50)
EN24 Weight of transported, imported, exported, or treated Not
waste deemed hazardous underthe terms of the Basel  disclosed
Convention Annex, II, 1l and VIl and percentage of
transported waste shipped internationally.
EN25 Identity, size, protected status, and biodiversity value Not
of water bodies and related habitats significantly disclosed
affected by the reporting organisation’s discharges
of water and runoff.
Products and services
EN26 Initiatives to mitigate environmental impacts of Fully Water (page 42)
products and services, and extent ofimpact mitigation. Carbon (page 44)
Waste (page 46)
Sustainable packaging (page 47)
EN27 Percentage of products sold and their packaging Not
materials that are reclaimed by category. disclosed
Compliance
EN28 Monetary value of significant fines and total number Fully The wider environment (page 50)
of non-monetary sanctions for non-compliance with
environmental laws and regulations.
Transport
EN29 Significant environmental impacts of transporting Partially Carbon (page 45)
products and other goods and materials used for the
organisation’s operations, and transporting members
of the workforce.
Overall
EN30 Total environmental protection expenditures and Partially The business case for sustainability and responsibility

investments by type.

(page 19)
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Description Reported Cross-reference/Direct answer
Social: Labour Practices and Decent Work

Employment

LAT Total workforce by employment type, employment Partially Who we are (page 64)
contract,and region, broken down by gender.

LA2 Total numberand rate of new employee hires and Partially Who we are (page 64)
employee turnover by age group, gender, and region.

LA3 Benefits provided to full-time employees that are not Not
provided to temporary or part-time employees, by disclosed
major operations.

LA15 Returntoworkand retention rates after parental leave, Not
by gender. disclosed

Labour/managementrelations

LA4  Percentage of employees covered by collective Fully Reward and recognition (page 69)
bargaining agreements.

LA5  Minimum notice period(s) regarding significant Fully Organisational change (page 65)
operational changes, including whether it is specified
in collective agreements.

Occupational health and safety

LA6 Percentage of total workforce represented in formal Not
joint management-worker health and safety disclosed
committees that help monitor and advise on
occupational health and safety programs.

LA7 Rates of injury, occupational diseases, lost days, and Partially Safety (page 66)
absenteeism, and number of work-related fatalities
by region and by gender.

LA8 Education, training, counselling, prevention,and Fully Health and wellbeing (page 67)
risk-control programs in place to assist workforce
members, their families, or community members
regarding serious diseases.

LA9 Health and safety topics covered informalagreements ~ Not
with trade unions. disclosed

Training and education

LA10 Average hours of training per year peremployee by Partially Developing talent (page 68)
gender,and by employee category.

LA11 Programs for skills management and lifelong learning Partially Developing talent (page 68)
that supportthg continugd emp\oyabili?y ofemployees Organisational change (page 65)
and assist them in managing career endings.

LA12 Percentage of employees receiving regular Fully Developing talent (page 68)
performance and career development reviews,
by gender.

Diversity and equal opportunity

LA13 Composition of governance bodies and breakdown Partially Governance structure (page 76)
of employees per employee category according to
gender, age group, minority group membership, and
otherindicators of diversity.

Equal remuneration forwomen and men

LA14 Ratio of basic salary and remuneration of women Not
to men by employee category, by significant locations disclosed
of operation.

Social: Human Rights

Investment and procurement practices

HR1 Percentage and total number of significantinvestment ~ Not
agreements and contracts that include clauses disclosed

incorporating human rights concerns, or that have
undergone human rights screening.
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Description Reported Cross-reference/Direct answer

HR2 Percentage of significant suppliers, contractors and Partially Managing social and ethical risks (page 87)
other business partners that have undergone human
rights screening, and actions taken.

SsauIsNg N0 1noqy

HR3 Total hours of employee training on policies and Fully Embedding our Code, policies and standards (page 79)
procedures concerning aspects of human rights that
are relevant to operations, including the percentage of
employees trained.

Non-discrimination

HR4 Total number of incidents of discrimination and Not
corrective actions taken. disclosed

Freedom of association and collective bargaining

HRS5 Operations and significant suppliers identified inwhich ~ Not
theright to exercise freedom of association and disclosed
collective bargaining may be violated or at significant
risk,and actions taken to support these rights.

Child labour

HR6 Operations and significant suppliers identified as Not
having significant risk for incidents of child labour,and disclosed
measures taken to contribute to the effective abolition
of child labour.

Forced and compulsory labour

ouewllopad pue yoeoiddy

HR7 Operations and significant suppliers identified as Not
having significant risk forincidents of forced or disclosed
compulsory labour,and measures to contribute to the
elimination of all forms of forced or compulsory labour.

Security practices
HR8 Percentage of security personnel trained in the Not
organisation’s policies or procedures concerning disclosed

aspects of human rights that are relevant to operations.

s1oeduw

Indigenous rights

HR9 Total number of incidents of violations involving rights Not material
ofindigenous people and actions taken.

Assessment

HR10 Percentage and total number of operations that Fully Monitoring and improving performance (page 80)
have been subject to human rights reviews and/or
impact assessments.

Remediation

HR11 Number of grievances related to human rights filed, Not
addressed and resolved through formal grievance disclosed
mechanisms.

Social: Society

Local communities =
o
SO1  Percentage of operations with implemented local Partially Performance and outlook (page 52) =
community engagement, impact assessments, and disclosed =
development programs. _rg
SO9 Operations with significant potential oractual negative  Partially Access to clean water (page 56) e
impacts on local communities. disclosed
SO10 Prevention and mitigation measures implemented in Partially Performance and outlook (page 52)
operations with significant potential oractual negative  disclosed Tackling alcohol abuse effectively (page 32)

impacts on local communities.
Access to clean water (page 56)

Corruption

SO2 Percentage and total number of business units Fully Monitoring and improving performance (page 80)
analyzed forrisks related to corruption.
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and use of products and services.

Description Reported Cross-reference/Direct answer
SO3  Percentage of employees trained in organisation’s Fully Embedding our Code, policies and standards (page 79)
anti-corruption policies and procedures.
SO4 Actionstaken in response to incidents of corruption. Fully Monitoring, and improving performance (page 81)
Public policy
SO5  Public policy positions and participation in public Fully Regulatory environment and public policy (page 75)
policy developmentand lobbying. Getting policy right (page 35)
Advocacy (page 59)
SO6 Total value of financial and in-kind contributions to Fully See our 2012 Annual Report (Corporate Governance Report,
political parties, politicians, and related institutions Charitable and Political donations)
by country.
Anti-competitive behaviour
SO7 Total number of legal actions for anti-competitive Not
behaviour, anti-trust,and monopoly practicesand disclosed
their outcomes.
Compliance
SO8 Monetary value of significant fines and total numberof ~ Fully Monitoring and improving performance (page 80)
non-monetary sanctions for non-compliance with laws
and regulations.
Social: Product Responsibility
Customer health and safety
PR1 Life cycle stagesinwhich health and safety impacts Partially Communicating about alcohol responsibly (page 29)
of products and services are assessed forimprovement, Food safety and quality (page 96)
and percentage of significant products and services lowi
categories subject to such procedures. Following our codes (page 30)
PR2 Total number of incidents of non-compliance with Fully Complaints about advertising upheld (page 30)
regulations and voluntary codes concerning health Food safety and quality (page 97)
and safety impacts of products and services during he best of our knowled have had no sianif
theirlife cycle, by type of outcomes, Tot. e bestof our nowledge, we have had nosigni -car?t
incidents of non-compliance with regulations resulting in
afine or penalty or warning.
Product and service labelling
PR3 Type of product and service information required by Partially Making information available to consumers (page 31)
procedures, and percentage of significant products Food safety and quality (page 96)
and services subject to such information requirements.
PR4  Total number of incidents of non-compliance Fully Food safety and quality (page 97)
with regulations and voluntary codes concerning
product and service information and labelling,
by type of outcomes.
PR5  Practices related to customer satisfaction, including Fully Food safety and quality (page 97)
results of surveys measuring customer satisfaction.
Marketing communications
PR6  Programs for adherence to laws, standards,and Partially Communicating about alcohol responsibly (page 29)
voluntary codes related to marketing communications,
including advertising, promotion, and sponsorship.
PR7 Total number of incidents of non-compliance with Fully Communicating about alcohol responsibly (page 29)
regulations and voluntary codes concerning marketing
communications, including advertising, promotion,
and sponsorship by type of outcomes.
Customer privacy
PR8 Total number of substantiated complaints regarding Fully To the best of our knowledge, there have been no substantiated
breaches of customer privacy and losses of complaints regarding breaches of customer privacy and losses
customerdata. of customer data.
Compliance
PR9  Monetary value of significant fines fornon-compliance  Not
with laws and regulations concerning the provision disclosed
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UN Global Compact
Communication on Progress
Diageo supports the UN Global
Compact (UNGC), and its core
valuesin the areas of human
rights, labour standards,

the environmentand
anticorruption.

Thefollowing index, structured along
the UNGC advanced reporting criteria,
serves as our annual Communication
on Progress (COP).

United Nations Global Compact Communication on Progress

Criterion Description

Cross-reference/directanswer

Statement of continuing support for
the UNGC

CEO Statement (page 2)

Strategy, governance and engagement

Criterion 1: Key aspects of the company’s high-level Sustainability and responsibility strategy
sustainability strategy in line with Global (page 16)
Compact principles The business case for sustainability
and responsibility (page 19)
Key risks (page 21)
Performance and key metrics (page 29)
Criterion 2: Effective decision-making processesand systems ~ How we manage sustainability
of governance for corporate sustainability and responsibility (page 21)
Corporate governance (page 76)
Criterion 3: Engagement with allimportant stakeholders Engaging stakeholders (page 22)

UN goalsandissues

Criterion 4: Actions taken in support of broader UN goals

and issues

Water (page 42)

Carbon (page 45)

Waste (page 47)

Sustainable packaging (page 48)
Widerenvironment (page 48)
Local wealth creation (page 53)
Community investment (page 55)
Access to clean water (page 56)
Investing in skills and education (page 57)
Advocacy (page 59)

Health and wellbeing (page 67)

Human rightsimplementation

Criterion 5: Robust commitments, strategies or policiesinthe  Human rights (page 71)
area of humanrights Codes and policies (internal) (page 77)
Our standards and guidelines (suppliers)
(page 87)
Criterion € Effective management systems to integrate the Humanrights (page 71)
human rights principles Our compliance and ethics programme
(page 78)
Monitoring and improving performance
(page 80)
Managing social and ethical risks (page 87)
Criterion 7: Effective monitoring and evaluation mechanisms ~ Our compliance and ethics programme

of human rights integration

(page 78)

Monitoring and improving performance
(page 80)

Managing social and ethical risks (page 87)
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Criterion

Description

Cross-reference/directanswer

Criterion 8:

Key outcomes of human rights integration

Monitoring and improving performance
(page 80)
Managing social and ethical risks (page 87)

Labour principlesimplementation

Criterion 9: Robust commitments, strategies or policiesin Codes and policies (internal) (page 77)
the area of labour Our standards and guidelines (suppliers)
(page 87)
Criterion 10: Effective management systems to integrate the Safety (page 64)
labour principles Health and wellbeing (page 67)
Ourtalent (page 67)
Embedding our Codes, policies and standards
(page 79)
Managing social and ethical risks (page 87)
Criterion 11: Effective monitoring and evaluation mechanisms  Safety (page 66)
of labour principles integration Managing social and ethical risks (page 87)
Criterion 12 Key outcomes of integration of the labour Safety (page 66)

principles

Reward and recognition (page 69)
Monitoring and improving performance
(page 80)

Managing social and ethical risks (page 87)

Environmental stewardship
implementation

Criterion 13; Robust commitments, strategies or policies in Codes and policies (internal) (page 77)
the area of environmental stewardship Our standards and guidelines (suppliers)
(page 87)
Performance and outlook (page 40)
Criterion 14: Effective management systems to integrate the Water and environment (page 40)
environmental principles
Criterion 15: Effective monitoring and evaluation mechanisms ~ Water and environment (page 40)
forenvironmental stewardship
Criterion 16: Key outcomes of integration of the environmental  Performance and outlook (page 40)

principles

Water (page 42)

Improving water efficiency worldwide
(page43)

Reducing water wasted in water
stressed sites (page 43)

Reducing water pollution (page 44)
Carbon (page 44)

Waste (page 47)

Sustainable packaging (page 48)

The wider environment (page 48)

Anti-corruptionimplementation

Criterion 17: Robust commitments, strategies or policiesinthe  Codes and policies (internal) (page 77)
area of anti-corruption Our standards and guidelines (suppliers)
(page 87)
Criterion 18: Effective management systems to integrate the Empowering ourleaders (page 79)
anti-corruption principle Embedding our Codes, policies
and standards (page 79)
Monitoring and improving performance
(page 80)
Criterion 19: Effective monitoring and evaluation mechanisms ~ Monitoring and improving performance
for the integration of anti-corruption (page 80)
Criterion 20: Key outcomes of integration of the anti-corruption  Monitoring and improving performance

principle

(page 80)
Performance and outlook (page 74)
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Criterion

Description

Cross-reference/direct answer

Value-chainimplementation

Criterion 21:

Implementation of the Global Compact principles  Performance and outlook (page 85)

inthe value chain

Our standards and guidelines (page 87)

Managing social and ethical risk (page 87)
Environmental supply chain management

(page 88)

Sustainable agriculture partnerships (page 88)

Transparency and verification

Criterion 22: Information on the company’s profileand context ~ Diageo at a glance (page 6)
of operation Strategic focus by region (page 8)
Ourbrands (page 10)
Criterion 23: High standards of transparency and disclosure GRIIndex (page 110)
Criterion 24 Independently verified by a credible third-party Assurance (page 107)

FSC
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