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Diageo

Company Overview
• Created in 1997

• ADR – London, U.K.

• Ticker (DEO)

• $95B Market cap

• 200+ Brands

• 180+ Countries

• 28K Employees

• 132 Sites globally 
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Diageo

Why Diageo?
• Easily understandable

• Eat them, Drink them, Smoke them…

• Iconic & recognizable brands

• Predictable & Consistent

• Wide moat

• Adapted portfolio

• Fairly valued
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Diageo

Global Giants 
37% of revenue

Scotch Whisky Beer Vodka

GinLiqueurRum 5



Diageo

Reserve
27% of revenue

Tequila Tequila

VodkaBourbon WhiskeyVodka 6



Diageo

Local Stars
19% of revenue

Scotch Whisky Chinese Liquor Whisky

Canadian WhiskyTurkish Raki

Scotch Whisky Scotch Whisky

Whisky Whiskey
Rum Brazilian Cachaca
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Diageo

Other Brands & Recent Acquisitions

34% stake in LVMH’S Moet Hennessy Pre-Mix Cocktail Gin

TequilaLiqueurMezcal Balcones Texas Whisky
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Diageo

Revenue Breakdown by Region
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Diageo

Operating Margin Breakdown
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* FY21 Operating Margin ($241M) exceptional operating item 
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North America

40% OPM

Europe

27% OPM

Asia Pacific

24% OPM
Africa

19% OPM

Latin America & Car.

35% OPM
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Why Are Margins Higher in Certain Regions



Diageo

Revenue Breakdown by Category
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Fastest Growing Categories

• Pre-Mix Cocktails

• Tequila/Mezcal

• Scotch

• Whiskey

• Gin
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Diageo

IOFS
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Revenue (in millions)

$16,546 
$17,524 $17,357 $16,843 

$14,893 $15,429 
$16,174 $16,308 

$14,708 

$17,858 
$19,030 

10-year CAGR 1.4%

5-year CAGR 4.28%

3-year CAGR 5.28%
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Due to divestitures



Net Earnings (in millions)

$2,974 

$3,802 
$3,944 

$3,709 

$3,188 

$3,408 

$4,019 $4,005 

$1,763 

$3,731 
$4,001 

10-year CAGR 3.01%

5-year CAGR 3.26%

3-year CAGR -.03%
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Free Cash Flow (in millions)

$2,518 

$2,166 
$1,942 

$2,980 

$2,901 

$3,347 $3,324 $3,266 

$2,028 

$4,247 

$3,495 

10-year CAGR 3.33%

5-year CAGR 0.87%

3-year CAGR 2.28%
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Gross Profit Margin
58.19% 58.09% 59.64% 60.45% 60.93% 60.72%

57.37%
59.46% 61.16% 61.90% 62.18%
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Is it above 40%? YES



Operating Margin
29.21% 29.90%

26.39% 25.87% 26.22%

29.54%
31.40% 31.41%

18.18%

29.30% 28.53%
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Is it above 20%? YES



17.97%

21.69%
22.72%

22.02% 21.40%
22.09%

24.85% 24.56%

11.99%

20.89% 21.03%

Net Profit Margin
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Is it above 10%? YES



Free Cash Flow Margin

15.22%

12.36%
11.19%

17.69%

19.48%

21.69%
20.55% 20.03%

13.79%

23.78%

18.37%
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Is it above 10%? YES



Selling General & Admin, to Gross Profit

21

26% 26% 26% 26% 25% 24% 25% 26% 26% 28% 29%

Is it below 80%? YES



Current Ratio
1.52 1.54 1.54

1.45 1.43

1.3
1.37

1.34

1.77

1.6
1.53
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Is it above 1? YES



Capital Expenditures to Free Cash Flow

29%

46%

56%

33% 25%

20%
23%

26%

43%

21%

39%
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Is it below 50%? YES



Obligation Ratio
(in millions)

(+) LT Debt $     17,855 

(+) ST Debt $        1,784 

(+) Pension Shortfall $              -

(+) Lease Obligation $           568 

(+) Preferred Stock $              -

(-) Cash Assets $        2,982 

(/) Net Income $        4,001 

Obligation Ratio 4.31 Years

*All TTM except for Net Income which is FY22
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Debt Maturities

(in millions) Less than 1 year 1-3 year 3-5 years 5+ years Total 

Long-term debt obligations $ 1,469 $2,842 $2,738 $9,276 $16,325 

Interest obligations $427 $626 $560 $1,622 $3,235 

• Debt spread out throughout the years

• No large amount of debt due in one year
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Return on Capital
67.79%

58.74%

48.88%

45.89%
43.45%

53.23%

57.82%
61.12%

31.73%

52.59% 51.52%
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Is it above 15%? YES



Return on Equity
34.59%

38.79%

35.13%

31.36%

26.32%

26.92%

30.41%

33.62%

18.49%

41.11% 41.51%
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Is it above 15%? YES



Diageo

Economic Moat
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Diageo

Economic Moat 
Intangible 

Assets 

Iconic 

Brands
Aging 

Authenticity/ 

Location

Enduring 

Brands
Timeline  

Longevity/ 

History  

Competitive 

Advantage
Competitors 

29



DiageoIntangible Assets 

Alcohol Longer Aged 
Higher Selling 

Price 
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Diageo

Enduring Brands 

1627 – Haig 

family: 

Scotch 

whisky 

distillers 

1759 – Arthur 

Guinness 

1820 – John 

Walker’s 

genius for 

Whisky

1830 –

Charles 

Tanqueray

1864 - Pyotr 

Smirnoff

1939 – Crown 

Royal 

1974 -

Bailey's 

1997 - Diageo 

is formed 

though the 

merger of 

Grand 

Metropolitan 

and Guinness

2001 – The 

Captain 

Morgan
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Diageo

Cost Advantages
• Economies of scale 

• Increasing production while lowering costs

• More cost savings & higher production levels

• Production Scale 

• Cost per unit depends on how much the company produces 

• Produce more by spreading costs across goods

• Competitive Advantage 

• Cost structure, product offerings, distribution networks

• 132 strategically located sites in over 180 countries
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Diageo

Competitor Analysis
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Diageo

Diageo’s Largest Publicly Traded Competitors
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DiageoGross Profit Margin > 40%

35

61% 61%
60%

54%

52%



DiageoOperating Margin > 20%

33%
31%

29% 28%

18%
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DiageoReturn On Capital > 15%

56%

42%

37%

26%

13%
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DiageoReturn On Equity > 15%

44%

33%

13%

9%

1%
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DiageoFree Cash Flow > 10%

20%
19%

18%
17%

-2%
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Diageo

0.6
0.9 0.9

1.4

2.9

Inventory Turnover
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Diageo

$19,030

$11,312

$8,821

$3,933

$1,884

Revenue(in millions)
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Diageo

$95,000 

$46,410 $44,990 

$31,950 

$7,580 

Market Cap (In Millions)
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DiageoCapex To Revenue

43

13%

12%

7%

5%

4%



Diageo

Risk Factors
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Diageo

Risk Factors
• Health consciousness

• Negative association 

• Shift towards lower levels of alcohol

• Healthier alternatives

• Despite worries alcohol consumption increased
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Diageo

Foreign Exchange 
• British-based company

• Benefited from FX translations 

• North America 40% of sales 40% OPM

• USD is stronger than the Pound

• Benefits DEO but this is temporary 
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DiageoResilient Against Recessions
More resilient today than 08/09

1. Brand portfolio became more premium

2. Skewed toward higher income consumer

3. In downturn on-trade to off-trade

4. Down trading could occur but later in the cycle 

5. Spirits to gain market share from beer

6. Entering this downturn with a lower level of inventories 

7. DEO strong marketing spent 17.6% up 2.3 pp from 08/09

FY09 FY10 FY11

Net Sales

North America 1% -3% 3%

Europe -5% -2% -3%

APAC Middle East -4% 1% 9%

International 7% 13% 13%

Group Net Sales - 2% 5%

FY09 FY10 FY11

EBIT

North America - - 8

Europe -1 -1 -7

APAC Middle East - 6 13

International 10 25 19

Group EBIT 4 2 5
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Diageo

Inflationary Risks
• Inflation rate 8%

• Shelter, Energy & Food 

• Europe’s energy crisis 

• Supply chain shortages

• Geopolitical conflicts Russia/Ukraine

• Tight labor market wage increases 
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Diageo

Management
49



Diageo

Key Executives

Debra Crew

Chief Operating Officer

Since 2020

Ivan Mendez

Chief Executive Officer

Since 2013

Lavanya Chandrashekar

Chief Financial Officer

Since 2021
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Diageo

Management Compensation
• ROIC threshold greater than 15%

• Net sales growth 26% weight 

• Operating cash conversation 26% weight

• ESG accounts 20% weight
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Diageo

Capital Allocation Mentality
• Mergers & Acquisitions

• Dividends 

• Repurchases 

• Marketing 
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Dividends Per Share

$2.54

$2.82

$3.38 $3.36
$3.27

$3.04

$3.45
$3.35

$3.48

$3.85

$3.58

10-year CAGR  3.17%

5-year CAGR  0.74%

3-year CAGR  0.75%
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Dividend Payout Ratio

54%
47%

54%

57%

65%

55%
54% 51%

116%

60%

52%

Is it above 60%? YES

54



Shares Outstanding 
627.3 629.3 629.3 629.3 629.5 630.8

623.8

607

588.5 586.3
581.3

10-year CAGR -0.76%

5-year CAGR -1.4%

3-year CAGR  -0.41%
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Cash Used to Repurchase Stock as % of Revenue 

5%

0%

1%

4%

0%0%

1%

2%

3%

4%

5%

6%
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Cash Used to Purchase Business as % of Revenue 
13%

6%
5%

12%

0%

5%

0%
1%

4%

2%
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Diageo

Growth Opportunities
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Diageo

Spirits Fueling TBA Growth
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Diageo

Well-Positioned in Fast-Growing Areas

Forecast 5-YR CAGR
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DiageoM&A High Growth Categories
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Diageo

Acquisition Successes
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Diageo

Pricing Growth 
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Diageo

64

Leading in Premium + Spirits



Diageo

Global Spirits Market Growth
• Market projected to grow 6%-7% 2022-2026

• Population growth 

• 600M consumers to enter by 2032

• Continued growth in the middle class

• Spirits penetration remains low at 50% in the US 

65



Diageo

• Management guidance FY23-FY25 

• Sales 5%-7%

• EBIT 6%-9%

• Growing spirit market 

• Improvement in the quality of the brands

• Price/mix and cost efficiencies 

• Geographical growth 

• China sales from 5% to 10% 

• Increased market share FY22-FY30 4.6% to 6%

• Shares outstanding & M&A

Diageo Company Growth
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Diageo

Valuation
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Diageo

Price to Sales

68

4.4x

5.0x

5.8x

1.5x

3.0x

4.5x

6.0x

7.5x

9.0x



DiageoPrice to Earnings

69

20.7x

22.3x

25.0x

14x

17x

20x

23x

26x

29x

32x



Price to Free Cash Flow 
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24.6x

26.7x

28.5x

18x

20x

22x

24x

26x

28x

30x

32x

34x



Diageo

Enterprise Value to EBITDA

71

14.4x

16.0x

17.1x

10x

12x

14x

16x

18x

20x

22x

24x



DiageoEnterprise Value to EBIT

72

16.1x

17.7x

18.9x

13x

15x

17x

19x

21x

23x



DiageoEnterprise Value to Sales

73

5.3x

5.7x

6.5x

4.0x

5.0x

6.0x

7.0x

8.0x



DiageoDividend Yield

74

2.0%

2.2%

2.5%

1.5%

1.9%

2.2%

2.6%

2.9%



DiageoEnterprise Value to Free Cash Flow
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29.1x

31.0x

33.9x

23x

25x

27x

29x

31x

33x

35x

37x

39x

41x

43x



DiageoForward Price to Sales

76

5.6x

2.0x

4.0x

6.0x

8.0x



DiageoForward Price to Earnings

77

22.7x

16x

18x

20x

22x

24x

26x

28x



DiageoForward EV to EBITDA
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21.6x

15x

17x

19x

21x

23x

25x



DiageoPrice to Sales

79

2x 2x 2x 2x 2x 2x
2x

3x 3x
4x 3x

5x
5x

6x

8x 8x

9x 9x

10x

15x
15x



Diageo

10x

19x 19x 20x 20x 20x
22x 23x 23x 23x 25x

26x 27x
30x 30x

33x 32x
34x

37x

43x

49x

Price to Earnings
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Diageo

15x
19x 20x 20x 23x 23x 23x 24x

27x 29x 30x 32x

43x 44x 44x 44x 47x

80x

120x

Price to Free Cash Flow
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Diageo

1%

1%

2% 2%
2% 2% 2%

3%
3% 3%

4%

4% 4% 4% 4%

5%
5% 5%

7%

Free Cash Flow Yield
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Brown Forman Trading At a Premium
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Diageo Projected to Grow Faster
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Diageo5-year Valuation Model Inputs

85

Bear Case Base Case Bull Case

TTM EPS $7.33 $7.33 $7.33 

Growth Rate 6% 9% 12%

Exit Multiples 15x 22x 25x



Diageo5-year Expected Rate of Return

86

Price: $167 Est. EPS Growth Rates

6% 9% 12%
P

 /
 E

15.0x (2.9)% 0.6% 2.7%

22.0x 4.9% 8.6% 10.8%

25.0x 7.6% 11.5% 13.7%



Diageo

Conclusion
87



Diageo

Conclusion 
• Easily understandable

• Eat the, Drink them, Smoke them…

• Iconic & recognizable brands

• Predictable & Consistent

• Wide moat

• Adapted portfolio

• Fairly valued
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Diageo

Recommendation 
• 3% of the portfolio 

• Write 2 put option contracts 

• BF.B + DEO = 5% of the portfolio 

• Strike price $160

• Premium $3.20

• Termination Date: December 16, 2022

• Cost Average: $156.85

89
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Diageo

Appendix
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Diageo

92

Ticker: DEO

Price: $166.93

P/E

Total 

Return 

Price PV

5 YR 

Return

Annual 

Return

2022 2023 2024 2025 2026 2027 15.0x $144.32 $89.61 (13.5)% (2.9)%

EPS $7.33 $7.92 $8.39 $8.81 $9.25 $9.62 22.0x $211.67 $131.43 26.8% 4.9%

8% 6% 5% 5% 4% 25.0x $240.54 $149.36 44.1% 7.6%

2022 2023 2024 2025 2026 2027 15.0x $172.22 $106.93 3.2% 0.6%

EPS $7.33 $8.21 $9.03 $9.84 $10.63 $11.48 22.0x $252.59 $156.84 51.3% 8.6%

12% 10% 9% 8% 8% 25.0x $287.03 $178.22 72.0% 11.5%

2022 2023 2024 2025 2026 2027 15.0x $190.26 $118.14 14.0% 2.7%

EPS $7.33 $8.36 $9.36 $10.39 $11.53 $12.68 22.0x $279.05 $173.27 67.2% 10.8%

14% 12% 11% 11% 10% 25.0x $317.11 $196.90 90.0% 13.7%

5 Year EPS Forecast

Bear

Base

Bull



Diageo

Management Compensation
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Diageo
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Diageo

Growth Rates
• Management guidance FY23-FY25

• Sales 5%-7%

• EBIT 6%-9%

• Goldman Sachs FY22-FY25 average

• Revenue

• EBIT

• EPS

• Shares outstanding

• Value Line FY22-27

• Revenue 5%

• Earnings 10%

*Value Line using FY22 results and VL’s projections for FY2795



Diageo

Goldman Sachs
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Diageo

Goldman Sachs
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Diageo

Goldman Sachs
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DiageoTop Diageo Brands
Global Giants Reserve Local Stars 

37% of Sales 27% of Sales 19% of Sales

Johnnie Walker Don Julio Crown Royal

Guinness Casamigos Shui Jing Fong

Smirnoff Scotch Malts McDowell's

Baileys Ciroc Vodka Buchanan's

Captain Morgan Ketel One JeB

Tanqueray Bulleit Old Parr

Local Stars Black & Whie

Yeni Raki

Windsor

Bundaberg

Ypioca
99



Diageo
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Diageo

Company History
• https://www.diageo.com/en/our-

business/our-history
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Diageo
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Diageo

Foreign Exchange 
• The company is benefiting from 

foreign exchange translations 

while others suffer
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North America

40% OPM

Europe

27% OPM
Asia Pacific

24% OPM

Africa

19% OPM

Latin America & Car.

35% OPM
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DiageoRevenue Breakdown by Category

105

Category Diageo

Ready to 

Drink 4%

Rum 5%

Liqueurs 5%

Other 8%

Tequila 10%

Vodka 10%

Whiskey 13%

Beer 16%

Scotch 24%

Category Brown-Forman

Tequila 9%

Vodka 3%

Whiskey 78%

Wine 6%

Non-Branded and 

Bulk 2%

Rest of Portfolio 2%

Category Pernod Ricard

Specialty Brands 6%

Strategic 

International 

Brands 63%

Strategic Local 

Brands 18%

Strategic Wines 5%

Other 8%

Category Becle

Non-Alcoholic & 
Other 3%

Ready to Drink 11%

Non-Tequila 22%

Tequila 64%
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