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20 February 2003 (7.00 am)

DIAGEO ANNOUNCES ITS INTERIM RESULTS FOR THE SIX MONTHS ENDED 31 DECEMBER 2002

KEY FIGURES (Reported)

� Turnover £5,428 million (2001 � £6,478 million, including £1,455 million from Pillsbury)

� Operating profit* £1,243 million (2001 � £1,236 million)

� Premium drinks turnover up 11% to £4,949 million (2001 � £4,458 million)

� Premium drinks operating profit* up 23% to £1,188 million (2001 � £967 million)

� Profit before tax* £1,295 million (2001 � £1,228 million)

� EPS* up 13% to 29.5 pence (2001 � 26.2 pence)

� Interim dividend up 6.5% to 9.9 pence per share
PREMIUM DRINKS HIGHLIGHTS

� Premium drinks organic growth:

� Volume up 1%

� Net sales up 4%

� Marketing up 13%

� Operating profit* up 6%

� Driven by organic growth in the global priority brands:

� Volume up 4%

� Net sales up 7%

� The ex-Seagram brands contributed:

� Volume of 9.4 million equivalent cases

� Net sales of £518 million

� Attributable operating profit* of £211 million

� Reported operating margin improved by 2.3 percentage points to 24.0%
OTHER KEY FINANCIALS

� £34 million improvement in economic profit to £440 million

� Free cash flow of £301 million

� £552 million returned to shareholders via share buy-back programme

� Burger King disposal completed 13 December 2002 for a loss before taxation of £1,395 million including goodwill previously written off
of £673 million
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� Exceptional integration costs before taxation £104 million

� Result after exceptional items, before tax and minority interests, loss of £208 million

* Figures stated before goodwill amortisation and exceptional items (see page 18)
Unless stated, percentage movements represent organic movements (at level exchange rates after adjusting for acquisitions and disposals) and
are before goodwill amortisation and exceptional items.

1

Edgar Filing: DIAGEO PLC - Form 6-K

Table of Contents 6



Table of Contents

Paul Walsh, Chief Executive of Diageo, commenting on the six months ended 31 December 2002 said:

�When we announced our preliminary results in September and again in our AGM trading update, we anticipated that we would face more
challenging market conditions in many markets. That caution proved correct and this has been a tough six months. Top and bottom line growth
has been constrained by economic weakness particularly in Latin America and parts of Europe. However, we have delivered strong
performances in North America, in Great Britain, in many of our key markets especially in Africa and across our venture markets.

�Our scale, our diverse geographic reach and our unrivalled range of brands has enabled us to increase market share and deliver organic operating
profit growth even in difficult times. This has been achieved as we continue to invest for the future growth of the business, for example by
changing our distribution arrangements in South Korea and increasing marketing investment.

�In premium drinks, 6% organic operating profit growth coupled with the strength of the acquired Seagram brands, which are performing ahead
of our expectations, resulted in reported operating profit growth of 23%. Together with our share buy-back programme, this has driven EPS
growth of 13%.

�Diageo is benefiting from its position as the world�s leading premium drinks business and is well placed to deliver superior levels of growth.�

Commenting on current trading, Paul Walsh said:

�Diageo has the scale, geographic reach and brands to face the current challenging environment with confidence. We acknowledge that these are
without doubt uncertain times. However, in the absence of any significant change to market trends we expect Diageo�s organic growth
performance in the second half to improve against the first half. In that period we will compare against a lower second half growth rate in 2002
and benefit from the inclusion of the Seagram brands, which continue to perform ahead of our expectations.�
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Explanatory notes

Unless otherwise stated, percentage movements given throughout this statement for volume, turnover, net sales, marketing investment,
contribution after marketing and operating profit are organic movements (at level exchange rates and after adjusting for acquisitions and
disposals) for continuing operations. They are before goodwill amortisation and exceptional items. Comparisons are with the equivalent period
last year.

Volume has been measured on an equivalent servings basis to nine litre cases of spirits. Equivalent cases are calculated as follows: beer in
hectolitres is divided by 0.9, wine in nine litre cases is divided by 5, ready to drink (RTD) in nine litre cases is divided by 10. An equivalent case
represents approximately 272 servings. A serving comprises 35ml of spirits; 165ml of wine; or 330ml of RTD or beer.

Net sales are turnover less excise duty.

The market data contained in this results announcement is taken from independent industry sources in the markets in which Diageo operates.

This document contains forward-looking statements that involve risk and uncertainty. There are a number of factors that could cause actual
results and developments to differ materially from those expressed or implied by these forward-looking statements, including factors beyond
Diageo�s control. Please refer to the �Cautionary statement concerning forward-looking statements� for more details.

This announcement includes names of Diageo�s products which constitute trademarks or trade names which Diageo owns or which others own
and licence to Diageo for its use.
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For further information

Diageo�s interim results presentation to analysts and investors will be broadcast at 9.30 am (GMT) on Thursday 20 February 2003 on Diageo�s
internet home page at the address: www.diageo.com. Prior to the live link, the presentation slides will also be available to download from
Diageo�s home page.

You will be able to listen to a live broadcast of the presentation and to the questions and answers session. The number to call is:

From: UK/Europe: +44 (0) 20 8515 2306
Back up no: +44 (0) 20 8515 2313

An instant replay facility will be available from 1.00 pm (GMT) to call in and listen to the morning session. The facility will be available until 6
March 2003 and the number to call is:

From: UK/Europe: +44 (0) 20 8797 2499 Access code: 860198#
US/Canada: +1 303 590 3060 Access code: 233771#

A press conference will take place beginning at 12.30 pm (GMT) on Thursday 20 February and will be broadcast live from a link on
www.diageo.com.

The results presentation, webcast to analysts and investors and the press conference webcast will be available on the Diageo website until
mid-March 2003.

Diageo management will host a teleconference to US and European analysts and investors at 3.00 pm (GMT) on Thursday 20 February. Call this
number to listen or ask a question:

From: UK/Europe: +44 (0) 20 8400 6354
US/Canada: +1 613 287 8027

The teleconference will be available on instant replay from 5.00 pm (GMT) and will be available until 6 March 2003. The number to call is:

From: UK/Europe : +44 (0) 20 8797 2499 Access code: 860201#
US/Canada : +1 303 590 3060 Access code: 233770#

An interview with Paul Walsh is available in video, audio and text from 7.00 am (GMT) on Thursday 20 February on www.diageo.com and
www.cantos.com.

Photographs are available to download from www.newscast.co.uk

Investor enquiries to: Catherine James +44 (0) 20 7927 5272
Investor.rel@diageo.com

Media enquiries to: Kathryn Partridge +44 (0) 20 7927 5225
Media@diageo.com
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DIAGEO PLC

OVERVIEW

As indicated at the time of the AGM trading update, trading conditions worsened in the six months ended 31 December 2002. However, despite
facing more challenging conditions Diageo has delivered organic operating profit growth in premium drinks of 6%. With the inclusion of the
Seagram acquisition, which continues to exceed original expectations, reported operating profit growth in premium drinks was 23%. In North
America and Great Britain, volume and net sales growth were driven by the growth of global priority brands. In Ireland and Spain, trading
conditions in beverage alcohol reflected weakening consumer confidence in these economies, and Diageo�s trading performance in those
countries has been adversely affected. Key markets operating profit is up 5% despite a decline in reported operating profit in Venezuela of
£20 million. In addition, the decision to transfer distribution of Dimple in South Korea reduced key market operating profit by £13 million.
Venture markets continued to deliver strong growth in global priority brands and operating profit was up 15%.

Marketing investment grew ahead of net sales growth as Diageo continued to build the brand franchise of the priority brands and invest behind
new product launches.

The brands acquired from Seagram are now integrated. With attributable operating profit of £211 million in the period, the original targets set
for the acquisition have now been exceeded. The management structure with Pernod Ricard, established at the time of the acquisition to manage
certain businesses, has ended. Those brands designated for disposal have been sold and proceeds in excess of £250 million were in line with
expectations.

Diageo continued to deliver on its strategic focus on premium drinks in the period. The sale of Burger King was completed on 13 December
2002. The consideration of $1.5 billion comprised a cash element of $1.2 billion, $86 million in assumed debt and the balance by means of
subordinated debt to be held by Diageo with a principal amount of $212 million. Diageo has guaranteed up to $850 million (£528 million) of
external borrowings of Burger King. These loans have a term of 5 years although Diageo and Burger King agreed to structure their arrangements
to encourage refinancing by Burger King on a non-guaranteed basis prior to the end of 5 years.
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OPERATING AND FINANCIAL REVIEW
for the six months ended 31 December 2002

OPERATING REVIEW

DIAGEO

On a reported basis, turnover decreased by £1,050 million (16%) from £6,478 million in the six months ended 31 December 2001 to
£5,428 million in the six months ended 31 December 2002, following the disposals of Pillsbury in October 2001 and Burger King in December
2002. For continuing operations, turnover increased by £491 million (11%) from £4,458 million in the six months ended 31 December 2001 to
£4,949 million in the six months ended 31 December 2002. On an organic basis, turnover grew 4%. The Seagram spirits and wine businesses,
which were acquired on 21 December 2001, contributed £650 million to turnover during the period.

Reported operating profit before goodwill amortisation and exceptional items increased £7 million from £1,236 million to £1,243 million.
Reported operating profit before goodwill amortisation and exceptional items, for continuing operations, increased by £221 million (23%) from
£967 million to £1,188 million. On an organic basis, operating profit before goodwill amortisation and exceptional items for continuing
operations increased 6%. The Seagram spirits and wine businesses contributed £211 million to operating profit before goodwill amortisation and
exceptional items.

On a reported basis, marketing investment for continuing operations increased 21% from £554 million to £668 million. Organically, marketing
investment increased 13%.

Reported profit before goodwill amortisation, exceptional items, taxation and minority interests increased by £67 million (5%) from
£1,228 million in the six months ended 31 December 2001 to £1,295 million in the six months ended 31 December 2002. In local currency terms
this was an increase of 5%. The net interest charge increased by £44 million (26%) from £170 million in the prior period to £214 million in the
six months ended 31 December 2002.

Exceptional items before taxation were a charge of £1,500 million in the six months ended 31 December 2002. After goodwill amortisation and
exceptional items, the result before taxation and minority interests decreased by £1,483 million from a profit of £1,275 million to a loss of
£208 million in the six months ended 31 December 2002. The result for the period decreased by £1,269 million from a £810 million profit to a
loss of £459 million.

PREMIUM DRINKS

Reported turnover increased by £491 million (11%) from £4,458 million in the six months ended 31 December 2001 to £4,949 million in the six
months ended 31 December 2002. Reported operating profit before goodwill amortisation and exceptional items increased by £221 million
(23%) from £967 million to £1,188 million. On an organic basis, turnover increased 4% and operating profit increased 6%.

Reported volume increased 13% as a result of the addition of 9.4 million equivalent cases from the Seagram acquisition and organic volume
growth of 1%. Organic volume growth in global priority brands was 4%, local priority brands declined 3% and category management brands (all
brands other than global priority brands and local priority brands) declined 4%. Volume growth of the global priority brands excluding RTD was
3%, compared to 4% in the six months ended 31 December 2001. Overall, global priority brand volume performance reflects a more consistent
performance across the brands than in prior periods. Johnnie Walker Black Label and Red Label both grew volume, up 6% and 5% respectively,
and J&B was the only brand on which volume declined. Local priority brand volume was down 3%, reflecting a 341,000 equivalent case
reduction of Dimple in South Korea and the reduction in volume of Buchanan�s in Venezuela as a result of economic conditions. Excluding the
impact of these, overall performance was in line with the same period last year. Category management brands remained in decline due to weaker
volume of low value vodkas in North America, Spey Royal in Thailand and Gilbey�s Gin in the Philippines.

Reported net sales increased 11% from £3,341 million to £3,723 million, driven by £518 million of net sales from the Seagram acquisition, a 1%
organic increase in volume and a 3% improvement in price and mix. On a reported basis, RTD net sales increased 9% from £382 million to
£416 million. Net sales of the global priority brands excluding RTD increased 5%, in line with last year.
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Reported marketing investment increased 21% to £668 million and organic growth was 13%. Marketing investment in the global priority brands
grew 15% to £421 million, particularly behind Smirnoff Ice, Tanqueray and Guinness. In many markets, particularly in North America, Great
Britain and Ireland, share of voice in marketing spend increased as Diageo continued to invest, even in difficult times, behind the drivers of
future growth, including new product launches.

The acquisition of certain Seagram businesses, which include the brands Captain Morgan, Crown Royal, Seagram�s 7, Seagram�s VO, Cacique,
Windsor Premier, Myers�s Rum and Sterling Vineyards, completed on 21 December 2001. During the six months ended 31 December 2002,
volume of these brands was 9.4 million equivalent cases, net sales were £518 million and attributable operating profit was £211 million after a
charge of approximately £18 million in respect of the cost of discontinuing Captain Morgan Gold which was launched in May 2002.
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VOLUME AND NET SALES GROWTH BY BRAND CLASSIFICATION

Equivalent
cases

Volume
growth

Net sales
growth

(millions) % %
Johnnie Walker 6.3 5 5
Guinness 5.7 � 6
Smirnoff 12.6 6 13
J&B 3.5 (8) (7)
Baileys 4.0 12 14
Cuervo 2.0 � (1)
Tanqueray 1.0 2 5

Total global priority brands 35.1 4 7
Local priority brands 7.2 (3) (5)
Category management brands 14.2 (4) �

56.5 1 4

Acquisitions
Seagram brands 9.4

Total 65.9

MARKET REVIEW

Global
Local

priority Category
priority
brands brands

management
brands Total

% % % %
Volume growth
Major markets

North America 4 (4) (5) 1
Great Britain 10 1 4 7
Ireland (1) (5) 9 (2)
Spain (13) (2) (1) (11)

2 (2) (3) 1
Key markets 1 (6) (4) (2)
Venture markets 12 5 (4) 6

Total 4 (3) (4) 1

Net sales growth
Major markets

North America 5 (6) (8) 1
Great Britain 9 (4) 11 6
Ireland 3 � 4 2
Spain (11) (3) 17 (7)
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4 (3) 1 2
Key markets 5 (10) (2) �
Venture markets 23 6 1 15

Total 7 (5) � 4
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REVIEW BY MARKET

North America

Volume up 1%
Turnover up 1%
Net sales up 1%
Marketing up 8%
Operating profit up 5%

Key drivers:

� Volume of global priority brands up 4%

� Disappointing category management and local priority brand performance

� RTD category under pressure

� Market share of spirits brands increased by 0.5 percentage points
Reported turnover was up 29% from £1,147 million to £1,476 million in the six months ended 31 December 2002. On an organic basis, this
represented growth of 1%. Volume was up 1% and net sales also grew 1%. During the period, organic operating profit growth was 5% and the
Seagram spirits and wine businesses contributed £154 million to the total reported operating profit of £413 million.

Diageo North America continued to make good progress on a number of strategic initiatives. The ex-Seagram brands were successfully
integrated into the business, providing Diageo with the critical mass necessary to execute the Next Generation Growth initiative. Diageo has now
appointed new distribution partners committed to providing a sales force dedicated to Diageo brands in 24 states. This represents over 70% of
Diageo�s volume in the United States.

The global priority brands continued to perform well, and volume grew 4% over the comparable period with strong performances from
Smirnoff, up 4%, Johnnie Walker Black Label, up 9%, and Baileys, up 12%. Cuervo and Tanqueray also showed volume improvements versus
the comparable period with volume up 4% and 1%, respectively. The local priority brands declined 4%, with Beaulieu Vineyard down 18%, and
Gordon�s Gin down 6%, offset by good volume growth in other local priority brands. Volume of category management brands declined due to
intense price competition at the lower price points of some categories. Diageo chose not to pursue volume at the expense of value.

Marketing investment increased 8% over the same period last year, driven by investment behind Smirnoff Ice, Cuervo and Tanqueray. In
addition to the increased investment in marketing, Diageo North America was able to generate efficiencies from the move to a single media
buyer and the increased market presence provided by the addition of the Seagram brands.

Smirnoff volume was up 4%. Excluding RTD, volume was up 8%, driven by continued strong growth of the Smirnoff flavoured vodka range.
Smirnoff Red grew its share of the domestic vodka segment. Smirnoff Ice volume and net sales declined 8% and 5%, respectively. This was due
to increasing competition in the RTD category following the entry of a number of new branded RTDs, partially offset by increases in on-premise
distribution through the introduction of new packaging formats. While the RTD category has continued to grow and now represents nearly 5% of
the sales value of the beer category, Smirnoff Ice�s share has declined in the period. Approximately 60,000 equivalent cases of Smirnoff Ice
Triple Black were shipped in the period prior to its launch in January 2003.

Johnnie Walker volume increased 1% and net sales grew 7% during the period. This favourable mix was caused by volume growth of 9% in
Johnnie Walker Black Label and volume decline of 5% in Johnnie Walker Red Label. However, Johnnie Walker Red Label increased its share
of the premium scotch category and Johnnie Walker Black Label grew its share of the deluxe scotch category.

Baileys volume grew 12% during the period with net sales up 16%. Marketing investment was down 12%, although media impact doubled as
more effective media planning led to a shift from local to national programming.

While J&B volume declined 1% in the period, net sales were level and contribution from the brand increased 20% as marketing investment was
reduced 42%.
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Tanqueray volume increased 1% and net sales grew 5%. Price increases were achieved in key states and marketing investment grew 29%
following the launch of the �Distinctive Since� campaign.

Cuervo volume grew 4%, whilst net sales grew 2% reflecting the price decrease as the agave shortage started to alleviate. Marketing investment
grew 14% focused behind brand building initiatives.

Volume of Captain Morgan was up 21% and Crown Royal was up 19% against the six months ended 31 December 2001 when, under the
previous owners, trade stocks were reduced. For both brands, depletions in the United States were still strong, up 10% and 11% respectively.
Captain Morgan and Crown Royal have grown share of the rum and Canadian whiskey categories, respectively.

The performance of the wine brands was mixed in a difficult market. Beaulieu Vineyard volume declined 18% due to temporary disruption
caused mainly by changes in the distributor networks and an increasingly price competitive market. In contrast, however, volume of Sterling
Vineyards was up 28% as it faced the competitive market with a stronger brand profile. The brand benefited from the increased distribution
which has resulted from its integration into the Diageo portfolio and increased marketing investment.

Great Britain

Volume up 7%
Turnover up 10%
Net sales up 6%
Marketing up 19%
Operating profit up 12%

Key drivers:

� Volume growth achieved across the business

� Global priority brand volume up 10%

� RTD profitability adversely affected by duty increase in April 2002
Volume growth was achieved across Diageo�s business in Great Britain. Global priority brands were up 10%, local priority brands were up 1%
and category management brands were up 4%. Similarly, spirits volume was up 8%, Guinness was up 1% and wine was up 16%. This strong
performance was the result of the comprehensive restructuring of the field sales force carried out in the last year and through continued
investment behind proven marketing campaigns. Diageo�s sales team now visit 34,000 outlets, up from 23,000, and, as a result, on-trade
distribution gains were evident for many priority brands. Marketing investment grew 19%, including £9 million spent behind new brand
launches, and operating profit was up 12% to £144 million.

Volume growth in the RTD category has been adversely impacted by the increase in excise duty in April 2002. Diageo�s RTD volume in Great
Britain grew 4%. Volume of Smirnoff Ice grew 7% and it has continued to outperform the category with market share now 26%. This
performance has been driven by successful renovation through Smirnoff Black Ice. However, volume of Archers Aqua fell 19% in the period.
Operating margins on RTD were adversely impacted by the absorption of the excise duty increase through price discounting and by increased
competition.

Smirnoff Red volume was up 11% with net sales up 19% as a result of a 6% price increase implemented in September 2002. Smirnoff Red held
market share at 33% despite increased price competition in the vodka category.

Baileys continued to deliver impressive volume growth, up 35%. Brand building activity was focused on driving more regular usage. The launch
of Baileys Minis continued this focus. Baileys, which is the clear leader in the cream liqueur category, increased its share of the total spirits
market.

Guinness volume was up 1% despite a 1% decline in the overall beer category. The brand has reversed the 1% volume decline seen in the six
months ended 31 December 2001.

Volume of Gordon�s Gin was up 6%, benefiting from the new advertising campaign and packaging. However, the performance of Gordon�s Edge,
which has sold about 20,000 equivalent cases since its launch in May 2002, has been disappointing.
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Bell�s volume grew 2%, supported by the Jools Holland advertising campaign and strong promotional activity.

Diageo�s wine brands grew strongly in the period driven mainly by the performance of Blossom Hill, where volume grew 10%. Blossom Hill
Red is now the best selling wine in the off trade in Great Britain.

Ireland

Volume down 2%
Turnover level
Net sales up 2%
Marketing up 12%
Operating profit level

Key drivers:

� Beverage alcohol market impacted by slowing economy

� Guinness volume down 3%

� Baileys volume up 11%

� RTD volume up 23%
In Ireland, turnover was slightly increased on a reported basis, from £518 million in the six months ended 31 December 2001 to £522 million in
the six months ended 31 December 2002. Operating profit was up from £86 million to £89 million. On an organic basis, both turnover and
operating profit were level.

Continued economic weakness in Ireland has led to a significant slowdown in consumer spending. As a result, the long alcoholic drinks sector
declined 3% after a number of years of modest growth. Over 75% of Diageo�s business in Ireland is in this sector and hence the overall volume
decline of 2% reflects these trends. Strong volume performance in Baileys, up 11%, Smirnoff, up 3%, including Smirnoff Ice, up 12%, was
offset by a 5% decline in the volume of beer brands. Guinness volume declined 3% but it held market share, stabilising its position after a
number of years of market share declines. Despite the volume decline, operating profit was level as a result of price increases broadly in line
with inflation. Marketing investment grew 12%, driven by increased spend on Guinness and the renovation of the RTD portfolio with the launch
of Smirnoff Black Ice. Smirnoff Black Ice and Smirnoff Ice on Draught together now represent 25% of Smirnoff Ice volume in Ireland.

Spain

Volume down 11%
Turnover down 6%
Net sales down 7%
Marketing up 10%
Operating profit down 15%

Key drivers:

� Spirits market impacted by slowing economy

� Market share gains in scotch, premium scotch, cream liqueur and dark rum
Spain reported turnover of £244 million in the six months ended 31 December 2002, up 9% versus the £224 million reported in the prior period.
On an organic basis, volume, turnover and net sales declined 11%, 6% and 7%, respectively. The comparison against the same period last year
was impacted by the buy-in which occurred last year ahead of the duty increase in January 2002; this was estimated to be worth 5 percentage
points of volume growth in that period.

Reported operating profit was up £1 million as a result of the inclusion of Cacique, an ex-Seagram brand, but operating profit was down 15% on
an organic basis. Organic operating profit growth was constrained by increased investment in marketing, up 10%, including the launch costs of
J&B Twist.
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The pace of growth in the premium drinks business in Spain has been adversely impacted by the slowing economy and increasing inflation,
particularly in the on-trade. The introduction of an 8% increase in excise duty on spirits in January 2002 also negatively impacted the growth of
the spirits industry. Within this overall environment, Diageo has made clear market share gains in the scotch, premium scotch, cream liqueur,
and dark rum categories.

The economic environment has particularly affected the standard scotch whisky category, which accounts for 30% of the total spirits market in
Spain and which declined in the period. However, although volume of J&B has been affected by this trend and declined 11%, its market share
grew. In addition, the premium and malt whisky category continues to grow and Diageo�s market share is now over 50%.

Dark rum is the fastest growing category in Spain, and Diageo, with approximately a 45% share of this increasingly important category, is well
placed to maximise this opportunity. Cacique and Pampero have both achieved volume growth, up 47% and 5%, respectively, and Diageo
gained share in the dark rum category.

Key markets

Volume down 2%
Turnover level
Net sales level
Marketing up 5%
Operating profit up 5%

Key drivers:

� Global priority brand volume up 1%

� Impact of difficult economic situation in Latin America

� Strong volume and profit growth in Africa and Global Duty Free
Reported turnover in the six months ended 31 December 2002 was £1,163 million, up 6% on the prior period figure of £1,097 million. On an
organic basis, turnover was level. Overall growth in key markets, with operating profit up 5% to £317 million, was constrained by the economic
situation in Latin America and the decision to change distributors in South Korea. However, several markets performed strongly including
Africa and Global Duty Free. During the period, the Seagram brands acquired by Diageo, including Windsor Premier in South Korea and
Cacique in Venezuela, contributed £141 million to turnover and £39 million to operating profit.

Volume was down 2%, whilst net sales were level versus the same period last year with price increases achieved in Africa, principally Nigeria,
and in Thailand on Johnnie Walker. Marketing investment grew 5%, driven by increased spend behind Guinness in Africa and Johnnie Walker
in France, South Korea and Thailand.

Global priority brands achieved volume growth of 1% and net sales growth of 5% during the period. Volume of Guinness was up 7%, reflecting
the continued growth in Africa. Volume of Johnnie Walker Red Label increased 7% due to strong performance in Australia and a weak
comparative period in Brazil, when distributor de-stocking took place. Volume of Johnnie Walker Black Label was level, with growth in Taiwan
offset by the decline in Venezuela. J&B volume declined 9%, mainly due to the Portuguese market where, consistent with Diageo�s strategy of
maintaining value, it was decided not to follow the large price reductions taken by competitors.

RTD volume was up 22%. New RTDs launched in the period included Archers Aqua and Smirnoff Ice in Australia, Johnnie Walker ONE in
Brazil, and Smirnoff Ice in Taiwan.

Local priority brand volume fell 6%, impacted by the change of distribution for Dimple in South Korea described below and a 46% decline in
volume of Buchanan�s in Venezuela. Category management brands fell 4%, mainly driven by declines in VAT 69 in Venezuela and Spey Royal
in Thailand.

Africa, representing nearly 40% of the key markets� volume, grew 5% in volume terms and 15% in net sales terms over the prior period.
Guinness, which accounts for approximately 24% of African volume, continued to perform well with volume up 7% and net sales up 29%. The
continued success of the Michael Power campaign resulted in double-digit volume growth in Ghana, Kenya, Uganda and Cameroon. Volume in
Nigeria, however, was level following a price increase taken in July 2002 and a tightening of economic conditions.
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Diageo confirmed its position as the leading premium drinks business in Australia as market share grew to 35% in the spirits category and 33%
in the RTD category. Overall, volume growth was 20% and net sales increased 15%. There was 25% volume growth in priority brands,
excluding RTDs, with Baileys volume up 11%, Smirnoff up 29% and Johnnie Walker up 32%. All priority spirits brands gained market share,
and Diageo�s RTD products grew strongly with volume up 35%. Margins in RTD declined as a result of the costs associated with new product
launches and the decision to reposition prices to a maximum 30% premium to standard beer.

In South Korea, Windsor Premier continued to perform strongly in a growing category and volume grew 25%. Windsor 17 leads the super
premium category, and the Windsor Premier brand holds around 25% of the total scotch category. The transfer of the distribution of the Dimple
brand to Diageo Korea was successfully completed on 31 December 2002. As anticipated, this change to the new route to market necessitated
the run down of stock held by the previous distributor. As a consequence, Diageo recorded no sales of Dimple in the period, a decline of 341,000
equivalent cases against the prior period, and market share fell from 23% to 10%. It is expected that market share will be rebuilt now that the
brand has moved to Diageo Korea; in the same way as the performance of Johnnie Walker, Baileys and Smirnoff, which were transferred from
the previous distributor in April 2002, have improved in the period, albeit from a smaller base.

In Taiwan, the continued strong growth of Johnnie Walker Black Label in the premium sector, with volume up 17%, was the key driver of
overall volume growth of 9%. As part of Diageo�s strategy to build improved route to market the sales force in Taiwan was reorganised by region
and style of outlet. The reorganisation included the creation of a dedicated RTD sales team and Smirnoff Ice was launched in December 2002.
The outlook for Taiwan is uncertain following negative publicity there for an advertisement produced in Great Britain for the Smirnoff Ice
Christmas campaign. Diageo is working with the Taiwanese authorities to resolve this.

In Thailand, Johnnie Walker Black Label, which accounts for nearly 60% of net sales, grew both volume and market share as a result of
continued successful advertising and stock building in the trade ahead of a duty increase. Net sales grew 21% despite a 1% fall in volume as a
result of volume decline in Spey Royal.

The trading performance in Latin America reflects the current economic environment. Overall volume and operating profit declined 17%, driven
primarily by the £11 million decline in Venezuela. Diageo�s policy of actively destocking to reduce credit risk has also negatively impacted
volume growth in the period, while substantially mitigating exposure to risk. Diageo is the leading premium drinks business in the region and the
strategy in the current environment is to continue to make market share gains.

The worsening economic and political conditions in Venezuela, as evidenced by industrial action and the currency devaluation, which led to
price increases on some Diageo brands of over 40%, have resulted in volume down 46%, net sales down 42% and operating profit down
approximately 50%. However, Diageo continues to lead the premium drinks market there and market share has increased in both the off- and
on-trade in a number of important categories such as standard and secondary scotch.

Global Duty Free volume increased 11% against the comparable period last year which included the impact of September 11. World events
continue to negatively impact the overall level of travel and the duty free market remains very competitive, particularly in Europe. However, mix
improved and net sales grew faster than volume as a result of the strong performance of the global priority brands, which grew volume 14%.

Venture markets

Volume up 6%
Turnover up 11%
Net sales up 15%
Marketing up 28%
Operating profit up 15%

Key drivers:

� Continued strong volume performance of global priority brands, up 12%

� Strong performance of spirits brands in the Caribbean, parts of Europe and Asia

� Smirnoff Ice launched in Germany, the Nordics and in several Caribbean markets
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Reported turnover was £683 million in the six months ended 31 December 2002, up 9% from £627 million in the prior period. Organic operating
profit increased 15%, led by top line growth in the Caribbean, parts of Europe and growth of the spirits brands in Asia.

Volume increased 6% during the period, reflecting strong volume growth in priority brands as a result of well executed Christmas campaigns
together with the impact of the recent launch of Smirnoff Ice in Germany and the Nordics. In addition, volume benefited modestly from some
forward buying in the Netherlands ahead of duty increases and in the Middle East in response to the threat of war in the region. These two
factors are estimated to have improved volume growth by 1 percentage point.

Net sales increased 15%, due predominantly to the favourable mix impact. Marketing investment grew 28%, mainly due to increased spend in
brand building activities on Johnnie Walker Black Label and Baileys and investment behind the Smirnoff Ice launches.

Global priority brands, which account for more than half of the total volume, performed well, with volume growth of 12% and net sales growth
of 23%. The mix improvement was driven by the growth of RTD formats, primarily Smirnoff Ice. Volume growth of Johnnie Walker Black &
Deluxe Labels, up 18%, with strong performances across a number of markets, also improved mix. Baileys continued its growth, with volume up
11% and net sales up 10%, again across the majority of markets. Guinness volume declined 6%. Consumers in Indonesia and Singapore
continued to move away from stout to lager. Volume of Red Stripe in Jamaica, the venture markets� only local priority brand, grew 5% and net
sales grew 6% as a result of increased brand building investment.

European markets had strong performances in Belgium, the Nordics and Germany. In Germany, volume of Johnnie Walker Black and Red
Labels continued to be impacted by consumer reaction to the inflationary impact of the Euro introduction. Smirnoff Ice has sold 226,000
equivalent cases in the period, following its launch in February 2002. It is now the leading RTD product in Germany.

Performance in Norway during the six months licence suspension was in line with expectations and has benefited from the overall market uplift
following the alcohol tax reduction of 15%, implemented on 1 January 2002. Overall, the Nordics delivered a good performance, with strong
growth in Baileys and the successful launch of Smirnoff Ice.

Markets in the Caribbean and the Middle East performed strongly as a result of improved sales execution and strong brand equity, particularly in
the Johnnie Walker portfolio, Smirnoff and Baileys.

In Asia, continued growth of the spirits brands, particularly Johnnie Walker Black and Deluxe Labels, generated mix improvement. However,
Guinness in Asia continued to prove challenging with volume down 13%.

FINANCIAL REVIEW

Exchange rates

Exchange rate movements during the six month period, including the effect of the currency option cylinders, beneficially impacted profit before
exceptional items and taxation by £1 million. The adverse impact on group trading profit was £7 million (operating profit £6 million and share of
profits of associates £1 million), offset by a beneficial impact on the interest charge of £8 million.

Based on current exchange rates, it is expected that the full year impact of exchange rate movements on profit before exceptional items and
taxation will not be material. Similarly, based on current exchange rates, the full year impact of adverse exchange rate movements on profit
before exceptional items and taxation for the financial year ending 30 June 2004 is estimated to be £40 million.

Post employment plans for year ending 30 June 2003

Diageo continues to comply with the current UK accounting standard on pensions, SSAP 24, in its primary financial statements. The charge at
operating profit level in respect of defined benefit schemes in the current year is expected to be approximately £4 million (2002 � a credit of
£27 million for continuing operations).
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FRS 17

Under FRS 17, Diageo�s net deficit before taxation, applying current equity market values (for example FTSE 100 at 3,700) and discounting
liabilities at bond rates as at 7 February 2003, for all significant defined benefit plans (United Kingdom, Ireland and United States), would be
approximately £1,400 million. The adoption of the accounting provisions of FRS 17 for the year ending 30 June 2004, would result in a net
charge to profit before exceptional items and taxation of approximately £120 million, compared with a restated £40 million net charge for the
year ending 30 June 2003.

Associates

The group�s share of profits of associates before exceptional items was £266 million for the period compared with £162 million for the same
period last year. The 21.4% equity interest in General Mills contributed £157 million (2001 � £46 million for the two months ended 31 December
2001).

Goodwill

Goodwill amortisation in the period was £3 million (2001 � £10 million) of which £2 million (2001 � £8 million) was in respect of discontinued
operations.

Exceptional items

Exceptional items in the six month period amounted to a net charge before taxation of £1,500 million comprising integration and restructuring
costs of £104 million, a share of associates exceptional charges of £15 million, losses on disposals of fixed assets of £3 million and a loss on the
sale of businesses of £1,378 million.

In the six month period, £89 million was incurred in respect of the integration of the Seagram spirits and wine businesses, acquired in December
2001 (year ended 30 June 2002 � £164 million). Approximately £26 million of these costs were employee related, £11 million were in respect of
writedowns of fixed assets, £23 million was incurred on the Next Generation Growth programme which includes distributor terminations in the
United States, and the balance included consultancy and systems costs. The majority of these costs were incurred in North America and the
United Kingdom. It is expected that the total cost of restructuring and integrating the business will be approximately $700 million (£460 million)
of which $590 million (£390 million) is expected to be cash. The majority of the balance of the cost will be incurred in the eighteen months
ending 30 June 2004.

£15 million was incurred in respect of the restructuring of the UDV (spirits and wine) and the Guinness (beer) businesses. It is expected that the
total costs of this integration will be approximately £170 million and it is anticipated that the remaining £33 million will be charged in the six
months ending 30 June 2003.

Exceptional items for associates comprise £10 million for Diageo�s share of General Mills� exceptional costs incurred on its restructuring of the
acquired Pillsbury business, and £5 million in respect of the restructuring of Moët Hennessy.

Burger King was sold on 13 December 2002 for $1.5 billion (£0.9 billion). This sale generated a loss before taxes of £1,395 million, after
writing back goodwill previously written off to reserves of £673 million. Following the disposal, Diageo retains $212 million (£132 million) of
subordinated debt, with a ten year maturity, from the entity owning Burger King. In addition, Diageo has guaranteed up to $850 million
(£528 million) of borrowings of the Burger King company. These loans have a term of 5 years although Diageo and Burger King agreed to
structure their arrangements to encourage refinancing by Burger King on a non-guaranteed basis prior to the end of 5 years.

Interest

The interest charge in the period was £214 million, compared with £170 million for the comparable period last year. The benefits of £65 million
arising from the disposal of businesses and £8 million from the effect of exchange rate movements were offset by other factors. These factors
include the effect of the Seagram acquisition of £57 million, the share of General Mills� interest charge, which has increased £24 million
compared with the six months ended 31 December 2001, and the funding of the share repurchases of £31 million.
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Taxation

The effective rate of taxation on profit before goodwill amortisation and exceptional items for the period was 25%, the same as for the six
months ended 31 December 2001. The charge is based on an estimate of the effective tax rate for the financial year as a whole.

Dividend

Diageo will pay an interim dividend of 9.9 pence per share on 7 April 2003, an increase of 6.5% on last year�s interim dividend. Payment to US
ADR holders will be made on 11 April 2003. The record date for this dividend will be 7 March 2003. A dividend reinvestment plan is available
in respect of this dividend and the plan notice date will be 17 March 2003.

Cash flow

Free cash inflow was £301 million, compared with £288 million in the six months ended 31 December 2001. Cash inflow from operating
activities was £754 million compared with £821 million in the comparable period. Discontinued operations contributed £60 million to operating
cash flow (2001 � £226 million). Cash flow from operating activities was after £99 million of restructuring and integration costs and a
£540 million increase in working capital mainly due to seasonal factors.

Net interest payments were £200 million against £184 million in the comparable period. Purchases of tangible fixed assets in the period
amounted to £199 million, a decrease of £13 million. Tax payments were £15 million compared with £115 million in the six months ended 31
December 2001.

Sales of businesses generated £803 million, arising principally from the disposal of Burger King and from the receipt of $89 million
(£58 million) from the sale of options to General Mills over 29 million ordinary shares of Diageo�s holding in that company.

Diageo remains on track to deliver £1 billion of free cash flow in the full year.

Balance sheet

At 31 December 2002, total shareholders� funds were £5,222 million compared with £6,001 million at 30 June 2002. The decrease was mainly
due to the £763 million retained deficit for the period, and £552 million costs of the repurchase and cancellation of own shares, offset by the
release of £675 million of goodwill previously written off to reserves.

Net borrowings were £5,259 million, a decrease of £237 million from 30 June 2002. This decrease includes the net cash inflow of £694 million
on the purchases and sales of businesses and free cash flow of £301 million, less £552 million on the repurchase of shares and £459 million
equity dividend payment.

Diageo�s share repurchase programme has been driven by a view of an efficient capital structure for Diageo and a belief that the repurchase of
shares represents intrinsic value for shareholders. Diageo has a target range for interest cover of 5 to 8 times. Under the current economic
environment it is now appropriate for Diageo to move towards the higher end of that range and the pace of the share repurchase programme will
be varied having regard to this policy and other factors.

16

Edgar Filing: DIAGEO PLC - Form 6-K

Table of Contents 25



Table of Contents

DIAGEO CONSOLIDATED PROFIT AND LOSS ACCOUNT

Six months ended Six months ended
31 December 2002 31 December 2001

Before Before
Goodwill

and
goodwill and Goodwill and goodwill and exceptional
exceptional

items
exceptional

items Total
exceptional

items items Total

£ million £ million £ million £ million £ million £ million
Turnover
Continuing operations 4,949 � 4,949 4,458 � 4,458
Discontinued operations 479 � 479 2,020 � 2,020

5,428 � 5,428
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