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Abstract
Celebrating life, every day, everywhere! [1, Diageo’s slogan]

Diageo owns more than 200 brands, operates in over 180 countries, and
employs just under 28,000 people globally. They own some of the world’s most
recognizable international brands such as Johnnie Walker, Smirnoff, Baileys,
Tanqueray, Captain Morgan and Guinness as well as several brands that are
important within smaller markets.

Scotch whisky represents 24% of Diageo’s net sales as of 2022, and is
therefore one of the most important aspects of their portfolio. Diageo owns
30 whisky distilleries in Scotland, including Lagavulin, Clynelish and Talisker,
and control the production of 27.71% of Scotland’s Scotch production capacity.
For reference, Pernod Ricard is their closest competitor and owns 13 distilleries
producing 19.14% of Scotland’s total capacity.

Diageo isn’'t new to Scotch Whisky, they have been one of the biggest
producers of Scotch since they formed as DCL in 1877, although their origins
can be traced back to a few Lowlands distilleries in 1865. Diageo as we recognize
it today was formed in 1998 after the merging of Grand Met and Guinness was
announced in 1997 [2, The History Of Diageo, 2020)].

Diageo must also comply with corporate governance rules contained in
the UK Financial Conduct Authority Listing Rules and Disclosure Guidance and
Transparency Rules and certain related provisions in the Companies Act 2006.

Diageo is also listed on the New York Stock Exchange (NYSE), and as such
is subject to applicable rules of this exchange and jurisdiction, including the
listing requirements of the NYSE and the rules of the US Securities and Exchange
Commission (SEC), as they apply to foreign private issuers.

In 2007 the company made a revenue of$31.34 Ban increase over the years
2006 revenue that were of $26.87 B. Unlike with theearningsno expenses are
subtracted. The company made an earning of-$0.94 Ba decrease over its 2006
earnings that were of-$0.9 B.

According to Diageo’s latest financial reports the company’s total assets
are$46.76 B. The company’s total liabilities are$35.04 B, total debt is$21.48 B.
Latest borrow fee for Diageo shares on Interactive Brokers:0.2500%.

As of July 2024Diageohas a market cap of$73.07 Billion. This makes Diageo

122 |


http://doi.org/10.54503/2579-2903-2024.2-122

Lusun hSU4UL MUNRENUYUL | KAYAP HAYYHOE NMEPUOJNYECKOE U3JAHUE | KATCHAR SCIENTIFIC PERIODICAL | 2024 (2)

the world’s 253th most valuable company by market cap according to Diageo
Annual Report.

In the course of the research, we carried out evaluations of the company’s
debt, its components and the ratio of sales revenue, indicators characterizing
the relationship between the components of the capital structure, indicators
characterizing the level of coverage of liabilities with assets using the methodology
proposed in the research.

Keywords and phrases. market capitalization, capital structure, total assets,
total liabilities, revenue, EBIT.

COOTHOILIEHHUE O0JITA, EI'0 COCTAB/IAIOIINUX U
BbIPYUYKH OT MPOJAX IMPOU3BOIAUTE/IA DIAGEO

AHHU T'PUT'OPSH

ApPMSITHCKHUH TOCYIapCTBEHHBIN SKOHOMUYECKUN YHUBEPCHUTET,
Kadeapa puHaHCOB
[TpenogaBaTesb, KaHAMAAT SKOHOMUYECKHUX HayK

ani.grigoryan@asue.am

AHHOTANUA
Ilpasdnoeanue sxcu3nu, kaxicowiii denv, gesoe! [1, croean Jquaeeol

[uareo Brameer 6Goree yem 200 6penHmamu, pabortaeT B 6ornee dyem 180
cTpaHax M HacuuTbiBaeT 4yTb MeHee 28 000 cOTpymHHKOB IO BCEMY MHpY.
VM mpuHamiekaT HEKOTOpble M3 CaMbIX Y3HaBaeMbIX B MHUpPE MeXKIyHapOmHbIX
OpeHaoB, Takue Kak [[xoHHU Yokep, CmupHodd, Beitnuc, Tankepei, Kanurtan
MopraH u 'MHHecC, a Tak»Ke HECKOIIbKO OPEHJIOB, KOTOpbIE BaXKHbI Ha HEGOIIBIIINX
PBIHKaX.

[loTnaHACKUA BUCKK cocTaBisierT 24% OT YUCTBIX Tpojax J[luareo 1o
cocroguuio Ha 2022 rom u, CliegoBaTelIbHO, AB/IIETCH OOHUM W3 BaxkKHEHIIHX
acrnekToB ux noptdens. Diageo Bnageer 30 BUHOKYypHaMHU B LlloTrnaHauu, BKIOYast
JaraBynuHz, KnaftHenum u Tanuckep, ¥ KOHTPOIUPYeT MpPou3BoacTBo 27,71%
MOIIIHOCTe!N MIOT/IaHACKOro BHCKH. [l cmpaBku, Pernod Ricard sBnsercs ux
OMKAAIINM KOHKYPEHTOM U BrafeeT 13 BUHOKYPHSIMH, mpou3BogsmmmMu 19,14%
oT o6b1eit MomHocTH loTnanauu.

Komnanus [lnareo He HOBHYOK B IIOTJIAHACKOM BHCKH, OHa ObUTa OTHHUM
M3 KPYMHEHIINX TPOM3BOAWTENeH CKOTYa C MOMEHTa CBOEro OCHOBaHMS TIOf,
Ha3BaHueM DCL B 1877 romy, XoTs €e UICTOKH MOKHO MPOCIIEAUTD 10 HECKOIIbKHX
BUHOKYpeH JloyneHnaca B 1865 romy. Kommanus [luareo, KakoW Mbl ee 3HaeM
cerojiHsl, 6pi1a o6pasoBaHa B 1998 ropy rnocrie o6bsIB/IeHUsT O CITUSIHUM ['paHy Met
u I'mnnecc B 1997 ropy [2, Uctopusa Diageo, 2020].

[uareo Take JIOJTKHA COOJTIONATh MpaBWIa KOPIOPAaTHUBHOIO YIIpaBIIeHHs,
copepxatuecs B [lpaBuiax JIMCTUHra YIIpaBiieHUs M0 (PUHAHCOBOMY MOBENEHUIO
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Bernmnko6puTtanuu u [lpaBuiax packpbITHs MH(OPMaLMU U MTPO3PAYHOCTH, a TaKKe
HEKOTOpble CBsI3aHHBbIE TMONIoXKeHusd 3akoHa o Kommanusax 2006 roma. duareo
TakxKe KOoTupyeTcsi Ha Hbio-Mopkckoit donposoit 6upsxke (NYSE) u, kKak TakoBas,
MOAYMHSAETCS NPUMEHUMbIM IIpaBWIaM 3TOW OUPKKA U IOPUCOUKIHH, BKITIOYast
Tpe6oBanus nuctuHra NYSE 1 npaBwiia KoMuccuu 1o 1ieHHbIM GyMaram U 6upzKam
CIIA (SEC), MOCKONbKY OHH MPUMEHSIIOTCS K MTHOCTPAHHBIM YaCTHBIM OMHTEHTaM.

B 2007 romy KoMmaHMs Iomy4wla moxom B pasmepe $31,34 mipa,
YBEJIMUMBIINCH 10 cpaBHeHHUIO ¢ foxogoM 2006 ropma, KoTopblit cocrasuin $26,87
miIpa. Toxom — 9To ofmiasi CyMMa [I0XOfia, KOTOPbIH KOMIIaHHs I10JTy4aeT OT
MpPOJaKK TOBAPOB WIM YCITyr. B oTnuune oT npuObUTM, HUKaKHWEe PacXofbl He
BbIuMTaOTCs. KoMmaHus monmy4wia foxon B pasmepe -$0,94 Mipi, yMEHBIIMBIINCH
no cpaBHeHHIo ¢ poxopoM 2006 ropa, Kotopblit coctaBun -$0,9 mnpa. Hoxon,
oTo6paXKaeMbli Ha 3TOH CTpaHUlle, IpeAcTaBisgeT co60W MOXOoH OO BbIYETa
MPOLIEHTOB U HaroroB wik npocto EBUT. Ha konerr 2008 roga KoMmaHusl UMeria
ko3 punment P/S 2,89.

CornmacHO mocnegHuM (PUHAHCOBBIM OT4YeTaM [uareo, oOIMe aKTHUBbI
KOMITaHWW COCTaBmsoT $46,76 mnpa. O6mye akTHBBI KOMIIAaHMA — 3TO CyMMa
BCEX TEKYIINX U BHEOOOPOTHBIX aKTHBOB, TAaKMX KaK 3arlachl, eHeKHbIe CPefiCTBa
Y X 9KBUBa/IEHTHI, HEABUKUMOCTb U 060py/IOBaHHUE.

O6mme obsi3aTenbCcTBa KoMIaHUK cocTasisoT $35,04 mnpa, obuuit gonr
— $21,48 mpp. [MocrenHsist KOMUCCHS 3a 3aeM akLui [{uareo Ha IHTepaKTHBHbIE
6pokepsr: 0,2500%.

[lo cocrosinuio Ha wuionb 2024 ropma pbIHOYHasl KanuTanusauus [lhareo
coctasnsier $73,07 mnpa. 9to pgenaetr [uareo 253-i camol OpoOro KommnaHuein
B MHUpPE IO PHIHOYHOHM KalUTalIU3allH, COTVIaCHO HAlllUM JIaHHBIM.

B xome wuccremoBaHHsI HaM{d ObUTM TPOBENEHBI OIEHKH 3adO0IKEeHHOCTH
KOMITaHHH, ee KOMIIOHEHTOB 1 COOTHOILIEHUs BBIPYYKU OT MPOJaK, MOKa3aTeslel,
XapaKTePU3YIOIIUX B3aUMOCBSI3b KOMIIOHEHTOB CTPYKTYPhI KallUTasla, MToKa3aTesel,
XapaKTePHU3YIOIMX YPOBEHb MOKPBITHS 00513aTeNTbCTB aKTHBAaMHU C UCIOIIb30BaHUEM
MPeIJI0KEeHHON B UCCITETOBAaHUN METOIUKH.

KitoueBble c/IOBa HW C/IOBOCOYETAHHA: PbIHOYHAS KaIlTUTAIU3allds,
CTPYKTYpa KalrTasa, COBOKYITHbIE aKTHBbBI, COBOKYIIHbIE 0053aTeIbCTBa, BHIPYYKa,
EBUT.
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MUrSLh, MU FULEHP2LEMP B PPUSORUDS
CUUNR8e-h CUMURGMIUSNRCG-3NRNLLE +FhUREN
LY rNRESNNLNRT

tvh HhRAM3NL

Cwywunmwuh ywhnwlwu nuntuughnwluu hwdwjuwpwuh
$huwiuuutiph wdphnuh npwuwjunu,
nunmtivwghwnnipjuu phljuwsnt

ani.grigoryan@asue.am
Lwidwnnunwghp
Snubup lywapp, wdkia op, wdkump: [1, Fhwgbnih Jupqupunup]

“thwgbinu niuh wytih pwtu 200 wypwupwuhy, gnpomd K wybgh pwt 180
tpyputipnid b nuh onipe 28000 wpjuwmnwhg wdpnn e wpfuwphnid: Lpwup
whpwwbitnnid G wpfuwphh wdtitwdwuwsyuwséd dhowqquihu pptunubiph,
huswyhuhp tu' Johnnie Walker-p, Smirnoff-n, Baileys—, Tanqueray—p, Captain
Morgan—p U Guinness—, husytiu twlt Uh pwuh wwypwupwiuhotipn, npnup Juplnp
Lu thnpp pnijuiutipnid:

Cnunjwunuwu Yhuyhu 2022 pyuuwuh npupjudp jugqumd |
“thwgbtinth gnun Juwdwnph 24%-np U, htwnmbwpwp, upwug wnpundbh
Jupunpugnyu wwppbphg dblu E: Diageo-u miuh yJhulhh pnpdwu 30
gnpéSwpwu Cnnjwunhwynid, npnug pyYnid Gu Lagavulin, Clynelish b Talisker
gnpéwpwuutipp, b ypuwhulnd § onnjuunwyuu y huyhh hgqnpnipjwuu 27,71%-
h wpunwnpnipiniunp: Pernod Ricard-p upwug wdbuwdnun dpgulhgu £ U niuh
pnpuwtu 13 gnpéwpwuubp, npnup wpmwnpnud G onmpuunwlwu Jhuyhh
punhwunip hgnpnipjwu 19,14%—n:

“hwgbinu unp sk onnpuunuluwu yhuyhutiph pnijuynud: Wu tnty L
sonnjuunwluwu funpnpugniu wpunwnpnnutiphg dkyp, pwuh np dbwynpybly
L 1877 ., suwyws dSwgnidp Jupbijh § hwdwnpty 1865 pE: “thwgblinu, husybtu
dbiup wyuop qwuwsnid bup, duwynpyty L 1998 RN, tipp 1997 pYwluuhu
hwjnmwpwpytig Grand Met-h b Guinness-h dhwdnijdwu dwuht [2, The History
Of Diageo, 2020]:

“thwgbtinh  Ynpunpuwnphy  juowjwpnidp  hwdwyuwnmwufuwuond |
Unpuynpuwmhy Juonwjwpdwu YJwunuubtpht, npnup wupmuwlyymd o
Uhwgjwy (fwgquynpnipjuu $huwvuwljun Juppwgsdh dwpduh gniguljuwu
U ninbignygh Juunuubtipnud, husytu twlt 2006 pE «Lultpnipiniuutph dwuhu»
optiuph npny hwpwyhg npnyputipnid:

“hwgbnu gpuwugws L awl ‘Uint 8npph $nunuyhu pnpuwynid b npwtiu
wjnwhuhu Gupwluw L wju pnpuugh b hpwjwunipjwu gnponn Juunuubphi,
utipunyw) gniguljdwu wwhwueutipp b WU wipdtipnetph W pnpuwutiph
hwuduwdnnnyh (SEC) Juwunuubipp, npwup Ybpwpbpmd tu owmwpbpypu
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dwuuwynnp pnnunpynnubphu:

2007 . puytipnipyuu hwunypnp Juqul § 31,34 djpn npnpup, husp 2006
P. hwdbtiduwn wybjugty £ 26,87 djpn WUV nnpuph swithny: Culbpnipniup
Juuwnwyty £ -0,94 dhjhwpn nopup, hugp wjuqly B 2006 pduluuh hp
swhnyph hwdbtidwm, npp Juquly E -0,9 dhjhwnpn nnun:

Cudwdwyt Fhwgblingh Jtippht $htwtuwjuic hwpybtwmynipyniuutiph’
pultipnipyuu punhwunip wiwhyubpp juqunmd  Gu 46,76  dhjhwnpn
nnjup:  Culbipmipyuu  punhwunip wywhyubpp pnnp pupwghly b ng
pupwghly wywhdubtph hwupwgnudwpu Gy, huswhupp G wwpwpubpp,
npuwdwluu dhongutinp b npudwuu dhongutinph hwdwpdtiputipp, gniypp b
uwppwynpnidubipp:

Culybpnipyuu punthwunip upunwynpnipyniuutpp Juqunud Gu 35,04
dhjhwpn nnjup, punhwunp wwpopp' 21,48 dhthwpn nnpup: thwgtingh
pwdutimniubph ytpohtu thnfjuwnmpjuu ydwpp «Interactive Brokers»—niu
Juqgnud £ 0,2500%:

2024 pR hnihuh npoipyudp’ Ghwgbnt muh 73,07 dhjhwpn nnpup
onijuyuluu Juwhwnwy: Uw ‘thwgbtinhu nupdumd L wpfumuphh 253-pn
wdbtwpwul pultpmpmup’ pun smjuyuuwt juwyhunwh: Smjuyulju
Juuyhwnw hqughwy, npp unynpwpwp Ynsynud E onjuyujut juuyhuuwy,
hwunhuwunid £ hpuwwpwluwht jwdwnynn  puybpnipiua  sdupjws
pwdutimndubiph  punhwunip  pnljuywjuu wpdtipp U unynpwpwp
ogunwgnpdynid £ puytipnipjwu wpdbpp swthtjnt hwdwnp:

Chnwgnunnipjuu pupwgpnid Juunwnpty Gup pultipnipjuu wwpunph,
npw pununphsutiph b Jwdwnphg unwgyws hwunyph hwpwptpuygnipjw,
YJuwhwwh uenigywuoph, npu pununphsubph dhol juuwp punipuigpnn
gnigwuhpubipnh, wnhyutinny yuwpumwynpnipjniuutinh 6wolnyph dwjwupnwuyn
punipwgpnn  gnighsubiph  quwhwwnidubp® dbp Ynndhg  wnwowpyynn
Ubipnnupuunipjuu hwdwdwju:

Fwuwih pwnkip b pwpwuuyulgnipyniuubtp. onijuywluu
Juwyhwwihqughw, Juwhwwih  Juonigwop, punhwunp wlnhyutp,
nunhwunip ywpunwynpnipyniuutin, Gudnun, EBIT:

Introduction

Comprehensive income due to changes in fair value. A gain of $13 million
was transferred out of other comprehensive income to other operating expenses
and a loss of $54 million to other finance charges, respectively, (2022 — a loss of
$42 million and a gain of $239 million; 2021 - a loss of 10 million and a loss of $175
million) to offset the foreign exchange impact on the underlying transactions. A
gain of $33 million (2022 - $46 million gain, 2021 - $2 million gain) was transferred
out of other comprehensive income to operating profit in relation to commodity
hedges. The carrying amount of hedged items recognized in the consolidated
balance sheet in relation to hedges of cash flow risk arising from foreign currency
debts equals the notional value of the hedging instruments at 30 June 2023 and
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are included within borrowings.

Picture 1. Diageo’s Portfolio [ 3, Corporate governance]
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The notional amount for cash flow hedges of foreign currency debt at 30
June 2023 was $873 million (2022 - $1,694 million). For cash flow hedges of
forecast transactions at 30 June 2023, based on year end interest and exchange
rates, a gain to the income statement of $143 million in the year ending 30 June
2024 and a gain of $20 million in the year ending 30 June 2025 is expected to be
recognised. In respect of hedges of foreign currency borrowings that are no longer
applicable at 30 June 2023, a loss of $18 million (2022 - a loss of $19 million) was
reported in reserves. There was no significant ineffectiveness on net investment
and cash flow hedges during the year ended 30 June 2023. The $3,999 million
(2022 -$4,444 million) notional value of hedged items in fair value hedges equals
to the notional value of hedging instruments designated in these relationships
at 30 June 2023 and the carrying amount of hedged items are included within
borrowings in the consolidated balance sheet. For fair value hedges that are no
longer applicable, the accumulated fair value changes shown on the consolidated
balance sheet at 30 June 2023 was $nil (2022 - $1 million).

According to Diageo Annual Report [4, p. 207] Diageo manages its capital
structure to achieve capital efficiency, provide flexibility to invest through
the economic cycle and give efficient access to debt markets at attractive cost
levels.This is achieved by targeting an adjusted net borrowings (net borrowings
aggregated with post employment benefit liabilities) to adjusted EBITDA leverage
of 2.5 - 3.0 times, this range for Diageo being currently broadly consistent
with an A band credit rating. Diageo would consider operating outside of this
range in order to effect strategic initiatives within its stated goals, which could
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have an impact on its rating. The group regularly assesses its debt and equity
capital levels against its stated policy for capital structure. As at 30 June 2023,
the adjusted net borrowings ($15,914 million) to adjusted EBITDA ratio was 2.6
times. For this calculation, net borrowings are adjusted by post employment
benefit liabilities before tax ($373 million) whilst adjusted EBITDA ($6,120 million)
comprises operating profit excluding exceptional operating items and depreciation,
amortisation and impairment and includes share of after tax results of associates
and joint ventures.

Methodological foundations.

In the first step, we evaluate the behavior of the debt-to-income ratio in
the studied organization, the R2 estimates of the mathematical trend of the total
debt to the income and its components.

In the second step, we determine the indicators characterizing the
relationships between the components of the capital structure.

In the third step, we determine the indicators characterizing the level of
coverage of liabilities with the organization’s assets.

In the fourth step, we determine the debt service indicators.

Results

The price-earnings ratio is calculated by taking the most recent closing price
and dividing it by the most recent earnings per share (EPS) number. The PE ratio
is a simple way to assess whether a stock is overvalued or undervalued and is the
most widely used valuation tool.

2023-2009 /Enterprise Value (EV) = Market Value of Equity + Market Value
of Debt — Cash

Figure 1: Diageo’s Enterprise Value (EV)
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Table 2.
The ratio of debt, its components and sales revenue in a listed entity

producing alcoholic beverages’

2023202212021(2020(2019|2018]2017|2016|2015|2014|2013|2012|20112010|2009
Total Debt/
Realization 154 | 175 | 1.85 | 2.12 | 1.64 | 1.48 | 1.40 | 1.75 | 1.53 | 1.50 | 1.48 | 1.44 | 1.39 | 1.50 | 1.60
Income
Short Term
Debt/Accounts| 0.44 | 0.55 | 0.56 | 0.55 | 0.54 | 0.52 | 0.55 | 0.59 | 0.49 | 0.47 | 0.48 | 0.44 | 0.49 | 0.40 | 0.43
Payable
Table 3.

The estimation of R2 based on the mathematical tendency of the sales
revenue and the total debt of its components in the studied organization

Total Debt / Realized
Income Short-term Debt /
Realized Income Long-term

Debt / Realized Income

Total Debt / Realized
Income Short-term Debt /
Realized Income Long-term

Debt / Realized Income

Total Debt / Realized
Income Short-term Debt /
Realized Income Long-term

Debt / Realized Income

Diageo 0.2677 0.3542 0.244

In the second step, we determine the indicators characterizing the
relationships between the components of the capital structure:

« (non-current liabilities + current liabilities)/ equity capital: C1.1,

. current liabilities/ assets: C1.2,

« non-current liabilities/ assets: C1.3

- non-current liabilities/ (equity + non-current liabilities): C1.4.

In the third step, we determine the indicators characterizing the
level of coverage of liabilities with the organization’s assets:

« (inventories - current liabilities)/ non-current liabilities: C2.1,

. current assets/current liabilities: C2.2,

« (current assets — current liabilities)/ current assets: C2.3,

» Long-term debt/assets: C2.4.

In the fourth step, we determine debt service using the following
indicators:

- gross profit/ net cash flows: C3.1.

« EBIT / long-term debt: I'3.2.

« funds / current liabilities: C3.3.

« (cash + receivables)/ (long-term debt + current liabilities): C3.4.

The calculated values of the indicators characterizing the relationships
between the components of the capital structure are presented in the table below.

3 The data of the studied alcoholic beverage organizations taken from the website https:/www.
macrotrends.net/stocks/industry/19/alcoholic-beverages was used to build the table, the last seen:
04/05/2024.
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Diageo manages its capital structure with the aim of achieving capital
efficiency, providing flexibility to invest through the economic cycle and giving
efficient access to debt markets at attractive cost levels. The group regularly
assesses its debt and equity capital levels to enhance its capital structure by
reviewing the ratio of adjusted net borrowings to adjusted EBITDA (earnings before
exceptional operating items, non-operating items, interest, tax, depreciation,
amortisation and impairment) |7, p. 239].

Long-term debt obligations comprise the principal amount of borrowings
(excluding foreign currency swaps) with an original maturity of greater than one
year. Interest obligations comprise interest payable on these borrowings and are
calculated based on the fixed amounts payable and where the interest rate is
variable on an estimate of what the variable rates will be in the future. Credit
support obligations represent liabilities to counterparty banks in respect of cash
received as collateral under credit support agreements. Purchase obligations include
various long-term purchase contracts entered into for the supply of raw materials,
principally bulk whisk(e)y, cereals, cans and glass bottles. Contracts are used to
guarantee the supply of raw materials over the long term and to enable a more
accurate prediction of costs of raw materials in the future. For certain provisions,
discounted numbers are disclosed. Corporate tax payable of $135 million and
deferred tax liabilities of $2,183 million are not included in the table above, as the
ultimate timing of settlement cannot be reasonably estimated. Management believe
that it has sufficient funding for its working capital requirements [8, p. 241].

Conclusion

Diageo is a global leader in the “international-western” spirits market with a
strong presence across all continents. Over 40% of sales are generated by emerging
markets. Diageo benefits from a very broad product portfolio and strong brands.

Summarizing the research findings, we note that Diageo is currently in a
strong position to withstand margin pressures due to its high pricing power and
portfolio of high-growth premium brands that allows it to cover cost increases
through changes in its product mix.

So, Diageo’s business profile is also stronger than any other spirits producer,
including Pernod Ricard, Bacardi and Becle. This stems from Diageo’s larger scale
and its strong and highly diversified brand portfolio, both by product category
and pricing segment.
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