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Company Description: Diageo plc is a London-based British multinational alcohol company. It was the 
world’s largest liquor producer until recently being overtaken by China’s Kweichow Moutai in 2017. It is the 
world’s biggest whisky producer. 
Diageo’s brands include Smirnoff, Johnnie Walker, Baileys, and Guinness. It also owns 37% of the Moët 
Hennessy division of French luxury goods company LVMH. Diageo sells its products in over 180 countries 
and has offices in around 80 countries. 

 
BUY 
Current Price:  $136.52 
Target Price:  $162.29 
Market Cap:  $83.2B 
Average volume: 335,338 
ROIC:              14.3% 
Adj. EBITDA:             35.5% 
Mkt share (spirits):       25% 
 

 
 

Thesis:  
 
Diageo remains the powerhouse of international 
spirits industry, with a strong grip on a number of 
the most significant categories. The company has 
emerged strongly from the challenges posed by 
macroeconomics difficulties in emerging markets; in 
addition to the increasingly fragmented nature of 
mature markets filled with newly created liquor 
brands and craft start-ups. Diageo has been out-
performing the market for 15 years that resulted in a 
significant growth on their net sales and net profit. 
The company is expected to keep growing steadily 
based on their recent quarter results. 

Catalysts:  
x Mid Term(1-2 years): Steady organic 

growth 
x Long Term(3+):  Expend geographically, 

focus on Asia Pacific, and China 
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Business description: 

Diageo is a British alcoholic beverages company, headquartered in London, England. It was created in 1997 
after the merger of Guinness and Grand Metropolitan, and went public on the London stock exchange the 
same year. Diageo is one of the largest alcoholic beverage makers in the world, with over 200 brands across 
spirits and beer, distributed in 180 countries. It owns and operate 150 production sites located all over the 
world. 

Diageo owns two of the world’s five largest premium spirits brands: Johnnie Walker and Smirnoff, and 22 of 
the world’s top 100 premium spirits brands. 

Diageo also owns 34% of the Moet Hennessy drinks 
division of LVMH, the French luxury goods company, and 
there have been rumors of willingness to reach 100% 
ownership on Diageo’s part for years. However, LVMH 
never expressed any interest in selling its stake in Moet 
Hennessy. The brand would be a strategic addition to their 
portfolio, gathering the world’s best-selling champagne and 
cognac.  

Here are some of the most recognized brands fully owned 
by Diageo: 
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Present in over 180 countries, Diageo operates as a market-based 
business, and uses local market insights to elect the most relevant 
brands to meet the consumers’ demand. As of June 30, 2018, 34% of 
sales came from North America, 24% from Europe and 21% from Asia 
Pacific. 

 

 

Earnings Performance: 
Looking at the company’s recent quarter results. DEO has shown strong results, where organic net sales grew 
by 4.2% driven by the volume growth of 1.8% and strong price mix with broad-based growth across categories 
and regions. The organic operating margin have expanded by 81bps.  The company has also delivered a strong 
free cash flow compared to the same time last year, the FCF was around £1B. EPS was up by 9.4% driven by 
the organic growth and lower financial charges. There was a return of £800M to shares holders in the first half 
through the share buy-back and increased in the interim dividend by 5%. Management announced another £2B 
to be used in 2019 for the same purpose. Looking regionally, there was a solid growth in the company’s three 
focus areas. In scotch, both Lagavulin and Johnnie walker has continued to outperform. In the US spirits 
however, only vodka was shown a good sales growth in comparison to their other drink categories that have 
shown a slower growth, net sales of US Sprites yet were up by 2.9%. In India, net sales grew by 2% versus the 
second half of last year. There was a volume growth across all regions except for Asia Pacific, which continues 
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to be impacted by the short term volatility as well as continuing weakness in popular category in India. Europe 
and turkey continue to show a good performance mainly due to volume increase; and price mix that was largely 
to the positive impact of price in turkey being offset by negative price mix from Gordon’s and Baileys in EU. 
Moving on to Africa, the performance was mixed with double digit growth in Nigeria, partially offsetting 
weaknesses in Africa regional markets. In Latin America and the Caribbean, net sales were up by 7%, driven 
mainly by the strong performance in Mexico. The largest category is scotch, which was up by 3% with broad-
based growth across all regions except in Africa. Johnnie Walked delivered a strong performance with net sales 
up to 7% as well as scotch brands where net sales have increased by 8%, mainly driven by Black & While in 
Latin America, Caribbean and Asia Pacific. “Diageo has delivered another year of strong, consistent 
performance. Organic volume and net sales growth is broad based across regions and categories. We have 
expanded organic operating margin while increasing investment behind our brands ahead of organic net sales 
growth”. Said Ivan Menezes CEO of Diageo. 
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Industry background: 
The alcoholic beverage market includes beer, wine and spirits. Where beer and cider consumption have made 
up to 89% of the global alcoholic consumption. Beer is the widest consumed alcoholic beverages throughout 
the world and the global production has been increasing during the last decades. USA is the second largest 
country in worldwide beer production, with an amount of 224M hectoliters per year, followed by China and 
then Germany. Similarly, the global wine market was led by France, Italy and Spain in the total amount produces. 
Over the past years, the spirit industry sales made up over a third of total alcohol sales worldwide. Diageo-
owned Smirnoff was the best-selling brand worldwide with a sales volume of 25.7M 9 liters sold between 2015-
2017. 
 
 

 

Competition: 

There are many players in the alcoholic industry, and very few of them can be hugely influential and powerful 
within the sectors they directly operate in. The scale of performance is reflective to the world economy as a 
whole, and that is why not many alcoholic beverage businesses like to go viral. Diageo showed a turbulent 
financial and business performance over their last years. They have taken and made huge changes in the 
global drink industry, in particular on their on-going shift in power and significance of China and the Asian 
Market as a whole. The company’s grip on the global drinks market is reflected in the top 100 International 
Alcohol Beverage Brands report where nearly 5th of the brands are Diageo drinks, making it by far the 
biggest owner selling 3M cases or more yearly. Looking at the competitors list, Diageo is significantly large in 
their market cap and net income compared to its main competitors. The company has also a high gross 
margin and it is projected to keep increasing it for the future years.  
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Debt: 

Diageo is highly leveraged, with a net 
debt 2.15 times the reported 
EBITDA, amounting $13B at the end 
of fiscal year 2018. Long-term debt 
alone represents 27% of total assets, 
and total debt are 33.32% of total 
assets. However, they have had a 
stable credit rating over the years, so 

they are not buried in interests. 

 

On October 16, 2018, the company issued additional €2 billion worth of fixed rate, euro denominated bonds 
under the European Debt Issuance Program, of which 45% mature in 3 years, with a coupon rate of 0.25%, 
30% matures in 7 years with a 1% coupon, and the remaining 25% mature in 9 years, with a 1.5% coupon. 

 

 

Ownership: 

80% of the stock are held by investment advisors, with no significant change year over year. 88% are held in 
the United States, and the remaining are mostly held in Europe. There is no significant influence by owners, 
as the number one owner is Bank of America, with 1.08% of the float. We can see that short interest are 
relatively stable, and do not have a large impact on price, as the short interest ratio is 0.46. 
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Conclusion:  

Diageo has shown an over-performance in its net sales, net profits and operating profits 10 years in a row. 
Diageo has outperformed the FTSE 100 over the last ten years in terms of overall growth rate pf -5.7% vs 
2.4%, growth quality 79% vs 50%, profitability 12.3% vs 10% and dividend growth 7.5% vs 5.4%. Its 
leadership position in the spirits market enable Diageo to over-perform the market, alcoholic beverages being 
the second most returning industry, after tobacco. This is why I recommend Diageo as a strong long-term 
buy. 
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