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THE YEAR 2010 MARKS THE B EGINNING OF OUR
15TH DECADE IN B USINESS, AT THE END OF
WHICH WE WILL HAVE C OMPLETED 150 YEARS
AS A PRODUCER AND MARKETER OF SOME
OF THE WORLD’S FINEST SPIRITS AND WINE
B RANDS. LO OKING BACK, WE CAN TAKE PRIDE
IN HOW WE HAVE ACHIEVED SUC CESS AND
WITHSTO OD ADVERSITY. LO OKING FORWARD,
WE ARE C ONFIDENT THAT THE STRATEGIES
WE EMPLOY, INFORMED BY OUR EXPERIEN CES,
WILL HELP US CAPITALIZE ON THE WORLD
OF OPP ORTUNITY STILL AHEAD OF B ROWN FORMAN. WE TAKE SERIOUSLY OUR ROLE AS
C O R P O R ATE STEWAR D S AN D AR E M I N D FU L
OF THE LEGACY WE ARE B UILDING. OUR
P OSITIVE LONG-TERM VIEW OF THE WORLD
WILL HELP US MEET CHALLENGES BOTH IN THE
NEXT YEAR AND IN THE DECADES TO C OME.

FINANCIAL HIGHLIGHTS

Long-Term Compound Annual Growth Rates

(Dollars in millions, except per share data and ratios)

2009

2010 % Change

Net Sales

$3,192

$3,226

1%

Gross Profit

$1,577

$1,611

2%

Operating Income

$ 661

$ 710

7%

Net Income

$ 435

$ 449

3%

15%

12%

9%

6%

Earnings Per Share
– Basic

$ 2.88

$ 3.03

5%

– Diluted

$ 2.87

$ 3.02

5%

Return on Average Invested Capital

15.9%

16.6%

Gross Margin

49.4%

50.0%

Operating Margin

20.7%

22.0%

3%

0%
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Brown-Forman 15-Year Relative Stock Price Performance versus the S&P 500 Index
(Class B, indexed to 100 on April 30, 1995)
600
500
400
300
200
100
0
1995

1998

2001
BROWN-FORMAN

2004
S&P 500 INDEX

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 2

2007

2010

A LETTER FROM PAUL C. VARGA,
Chair man and Chief Executive Of f icer

To our valued shareholders,
As we close the book on our fiscal 2010 and complete our
company’s first ten years of work since the millennium,
I am pleased to report to you that Brown-Forman
continues to perform well over both short and long
time horizons. Having weathered these last two difficult years quite nicely, Brown-Forman remains a
healthy enterprise today with a very bright future.
This year’s annual report celebrates our fiscal 2010 performance and outlines what we believe are ten keys to
enduring success for Brown-Forman. At the same time,
the 2010 calendar year marks the 140 anniversary of
the company’s founding. In this letter, I will share a few
perspectives about fiscal 2010 and our progress over the
last decade. I will also look ahead to Brown-Forman’s
150 anniversary and discuss some of our opportunities
and ambitions.
FISCAL YEAR 2010 As you will see in the Summary

Financial Highlights on the inside cover and in the
more detailed discussion of our results beginning
on page 34, Brown-Forman continued to perform
very well in fiscal 2010. We believe that our growth
in underlying net sales and underlying operating

income were near the top of our industry competitive set. Importantly, the company’s growth rates in
both underlying gross profit and underlying operating income improved modestly relative to fiscal 2009’s
growth rates. We believe this is a positive sign as we
enter fiscal 2011 and is a testament to the resourcefulness, responsiveness, and resiliency of our employees
worldwide.

“The last year tested us, and in doing so,
improved us.”
Many of us at Brown-Forman feel that fiscal 2010
was one of the most rewarding years in some time,
and while none of us would wish a global economic
crisis on the world, the unexpected silver lining was
that it changed our mindset in some very helpful ways.
The last year tested us, and in doing so, improved us.
Throughout the year and across the globe, I observed a
more agile, accountable, and efficient Brown-Forman.
We were also more focused, imaginative, and competitive, and this showed up in our results for the year. For
example, the Jack Daniel’s family of brands reported a
net sales increase of 8% in an environment where most
large, premium-priced brands struggled to post growth
of any kind.
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We believe that Brown-Forman’s nearly 17% return
on average invested capital (ROIC) continued to be
the highest among our industry competitive set. During
the year, Brown-Forman became a member of the
“S&P Dividend Aristocrats,” an index of the elite 43
companies within the S&P 500 which have raised dividends for at least 25 consecutive years. We continue to
believe that excellent ROIC performance, underlying
operating income growth, and the consistent return of
cash to our investors are the key ingredients in producing superior long-term total shareholder returns.

TEN-YEAR PERFORMANCE The first decade of the new
millennium began and ended with economic downturns. As a result, the S&P 500’s ten-year compound
annual change in total shareholder return (TSR),
assuming dividends reinvested, was flat. Despite the
difficult environment for investors generally, shareholders of Brown-Forman were rewarded with an excellent
13% ten-year compound annual growth in TSR. As
strong as this long-term performance was, the strategic
progress of the company through the course of the
decade was just as important.

Against a backdrop of significant ownership changes in
our industry, our family-controlled company worked
steadily to make important portfolio shifts to improve
the company’s long-term growth and return-oninvestment profile. We selectively divested brands like
Lenox, Hartmann, Bolla, and Fontana Candida and sold
our minority equity stake in Glenmorangie. As we bid
farewell to those brands and businesses, we welcomed a
number of acquired brands into our portfolio, including Finlandia, Tuaca, Sonoma-Cutrer, Chambord,
el Jimador, Herradura, Antiguo and New Mix. These

acquisitions positioned Brown-Forman to benefit
from growing consumer demand for premium vodka,
liqueur, chardonnay, and tequila.
In addition to the changing composition of our portfolio, Brown-Forman’s route-to-market developed
significantly since the turn of the century. Over the last
decade, we made important investments to improve
our in-market knowledge and our influence over the
most critical brand-building activities. As we enter fiscal
2011, we have strengthened our distribution capabilities
in a number of our most important markets and have a
growing influence in several others. Just ten years ago,
this degree of influence was confined to only one of
our top ten global markets. The acquisitions of Finlandia
and Casa Herradura played a major role in advancing
our route-to-market in Poland and Mexico, respectively.
While these acquisitions did not transform BrownForman overall, at least not in the very short term, they
did transform Brown-Forman’s business in Poland and
Mexico. Importantly, these acquisitions and distribution
platforms provided us the opportunity to build BrownForman’s business in these countries beyond the vodka
and tequila categories. As a result, Poland and Mexico
are two of the fastest growing markets in the world
today for the Jack Daniel’s trademark.

“Despite the difficult environment for
investors generally, shareholders of
Brown-Forman were rewarded with
an excellent 13% ten-year compound
annual growth in TSR.”
The strategic progress of our portfolio and global
route-to-market, along with the impressive global
expansion of the Jack Daniel’s family of brands, have
made Brown-Forman a different company than it was
just ten years ago. This progress required a thoughtful investment behind people and the tools to support
them. Changes in our employee statistics tell this
story well. Ten years ago, our beverage employee population was 2,750, with only 9% being based outside
the United States. Today, we have about 3,900
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employees, with 41% based outside the United States.
The development of our brands, our portfolio, our
route-to-market, and our people has led to excellent
results over the last ten years, and as importantly, has
prepared our company for even greater heights in the
next ten years.
LOOKING AHEAD The world began this decade the
same way we started the last one, surrounded by
economic and political uncertainty. We cannot predict
with accuracy when consumers will increase their
discretionary spending. However, as we look ahead ten
years, we see enormous opportunity for our company. Despite all of our progress over the last decade,
Brown-Forman controls a mere 1% of the global
spirits market, reminding us of the tremendous growth
potential for our company, still relatively new to the
global marketplace.

Already one of the world’s premier trademarks, Jack
Daniel’s continues to have abundant opportunities
for growth across countries, price segments, channels,
and consumer groups. We see consumers increasingly

We will continue our pursuit of sales and market share
growth in the United States, Brown-Forman’s most
important market in terms of total sales. In order to grow
our share in the United States, we believe we will need to
be more successful in the non-whiskey categories and the
development of our tequila, vodka, and liqueur portfolios
has improved our prospects for growth in the world’s
most valuable beverage alcohol market.
Just as was true in the last decade, the markets outside
the United States will be the most important to the
company’s growth over the next ten years. We expect
Brazil, Russia, India, and China (BRIC) and other
emerging markets to gain significantly in importance
over the next decade,
but we also envision
strong growth from
more developed economies such as France,
Australia, Germany,
and Poland. There is a
world of opportunity
available to us.

“There is a world of opportunity available to us.”
seeking brands with genuine quality, heritage, authenticity, and down-to-earth values. Few brands in the
world offer these attributes as strongly and consistently
as the Jack Daniel’s brand.
As excited as we remain about the Jack Daniel’s
family of brands, we are also quite enthused about
the potential for growing the rest of our portfolio.
While brands like Finlandia, Southern Comfort,
Herradura, el Jimador, Sonoma-Cutrer, and Woodford
Reserve are smaller than Jack Daniel’s, their growth
potential, in many cases, is just as great. Realizing
this potential will require us to continue to innovate
around packaging, line extensions, and marketing
communications, making Brown-Forman’s brands the
most desirable, appealing, and responsible offerings in
the marketplace.

In closing, and on behalf of Brown-Forman’s
management, let me say thank you to all of our stakeholders for your interest and continuing support. Our
shareholders, Board, employees, and many partners
around the world are a major part of our past and
current success.
Sincerely,

Paul C. Varga

Chairman and Chief Executive Officer
June 25, 2010
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Paul Varga

A MESSAGE FROM
GEO. GARVIN BROWN IV,
P residing Chair man of the Board

To our valued shareholders,
Despite the challenging economic environment
this past year, Brown-Forman has, yet again,
delivered strong results for its shareholders. This
annual report showcases ten success factors that
underpin our ability to deliver strong performance
year after year.Viewed together, it strikes me that
these strategies work so well for us because they
all tie back directly to a strong and enduring set of
core values, values that are common to our company
and our brands, and that can be traced back to the
company’s origins 140 years ago.
We all read and hear about “values” in many parts of
our lives – other industries, the field of sports, and, of
course, in the public realm. The nature of our industry, however, lends itself very easily to the discussion,
with brands that, if properly developed and nurtured,
can thrive for generations. At the very least, each of us
needs simply to hold a bottle of Jack Daniel’s or fondly
recall an advertising line, and inevitably a warm knowing smile will open up as the values of that great brand
become so readily apparent – values like integrity,
authenticity, and independence.
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From a business standpoint, it is probably no surprise
that a brand with innate values like Jack Daniel’s has
performed so well at Brown-Forman.Those brand values,
frankly, are also emblematic of the values of our company, our Board, and our long-term shareholders, with
particular regard to the Brown family shareholder base.
The Board certainly has continued to live by those
values over the past year, evolving governance around
risk management and compensation (as detailed in the
proxy statement). The Board also worked closely with
Paul’s team to help lay the foundation of the company’s
strategy that will take it to the year 2020, our 150 anniversary as a thriving enterprise.
Brown family shareholders have also helped foster those
values. The Brown-Forman/Brown Family Shareholders
Committee has had another productive year, further
developing a curriculum for the education of sixth
generation family shareholders and offering increased
opportunities for family shareholders to engage with
the company. Recently, I was encouraged to read in the
Wall Street Journal that governance experts considered
Brown-Forman a “model” for family-controlled companies involving family shareholders in the business.

Under portrait of founder George Garvin Brown, second
generation family members Owsley Brown and Robinson
S. Brown, Sr. (seated middle, left to r ight) join Robinson
S. Brown, Jr. (far left), W. Lyons Brown (standing, far left)
and Geo. Garvin Brown II (far r ight) of the third generation.

“The entire work force joined together, grounded by our long-term brand-building view
and being flexible enough to navigate an ever-changing landscape, to deliver another year
of record-breaking success.”
Finally, of course, the company itself has more than
helped to cultivate these values. The nourishment of
the company’s culture starts at the top where Paul and
his leadership team saw this difficult environment as
one ripe with opportunity. Critically, the entire work
force joined together, grounded by our long-term
brand-building view and being flexible enough to
navigate an ever-changing landscape, to deliver another
year of record-breaking success.
In view of this continued excellent progress and in
celebration of our 140 anniversary, please join me in
offering, on behalf of the Board and our long-term

family shareholders, my most sincere thanks to our
company’s leadership team and to all those in the
Brown-Forman community who have done so much
to ensure our company’s success this past year.
With warm wishes for the coming year,

Geo. Garvin Brown IV

Presiding Chairman of the Board
June 25, 2010
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No. 1 A CONTINUUM OF SUCCESS

History doesn’t weigh us down,
it gives us a larger base to build on.
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QUALITY CONTROL, 1957

OLD FORESTER PRODUCTION LINE, 1965

At the time that George Garvin

Brown had the entrepreneurial insight to put
whiskey in sealed glass bottles instead of in
barrels in 1870, every adult American alive
had just lived through the Civil War. The
United States was mending from a prolonged
period of traumatic civil and social upheaval.
Inventors and businessmen were just starting
to harness the seismic changes in production,
transportation, and communication that
would transform the United States into one
of the most powerful countries in the world.
Brown first partnered with his half-brother
and Old Forester Kentucky Straight Bourbon Whisky became their company’s flagship
brand. (Its label proudly claims to this day
that “there is nothing better in the market.”)
Later, Brown formed a partnership with his
friend and accountant, George Forman. The
Brown-Forman name stuck, and business
boomed for decades – though the founders
could never have imagined how their company would grow over time.

EARLY TIMES BOTTLING, 1942

EARLY TIMES LABEL, 1950

JACK DANIEL’S BOTTLE, 1895

Brown-Forman was formally incorporated in Louisville in 1901, and George Brown’s son Owsley joined the
business soon after that – starting a tradition of direct family involvement and stewardship that remains strong in the
21st century. One great-granddaughter and three fifth-generation descendants of George Garvin Brown now serve
as Board members. Additionally, members of the fourth and fifth generations help build our business through employment in the company and strengthen the family’s involvement with the company by serving on the Brown-Forman/
Brown Family Shareholders Committee, while many others choose to maintain a close relationship with the company
as informed and engaged shareholders.
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Investing in our future
Today, Brown-Forman Corporation employs about 3,900 people in nearly 40 countries.
Our product portfolio includes over 35 brands, and we sell our beverage alcohol products in
over 135 countries. As we head into fiscal 2011, we are planning innovations, including
line extensions, new packages, and new products.
Our varied investments in the future are crucial to our continued success as
a premier beverage alcohol producer and marketer:
•	We continue to upgrade our production facilities, but we also invest in the
functional support to make our business nimble and competitive
•	Our improved distribution partnerships and forward integration efforts allow
us more focused attention from local sales teams and a more direct link to our
consumers
•	We continue to develop line extensions that complement our current portfolio, such as Jack Daniel’s and Southern Comfort ready-to-drink (RTD) offerings
and a Chambord flavored vodka extension being introduced in calendar 2010
•	We have upgraded the package of many of our brands, including Tuaca and
Southern Comfort
•	Consumers have responded enthusiastically to our decision to improve
el Jimador tequila by making it 100% agave.

So while we support the brands that have carried us through the past
14 decades, we continue to add new brands with high profit potential and
to support and extend them with the best production, marketing, technology,
distribution, and sales teams we can build.
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EL JIMADOR ADVERTISING

The el Jimador “REAL” campaign
celebrates the brand’s authenticity and
her itage. Created by Mexican artist
Claudio Limon, the black & white
wood carving is a tapestry of the brand
story. A close look reveals the icons and
symbols that represent the her itage, the
production process, and the celebration
of the el Jimador brand.

CHAMBORD FLAVORED VODKA

Captured in Chambord Liqueur’s distinctive and
updated orb-shaped bottle, Chambord Flavored
Vodka is a naturally flavored and unique blend
of premium French vodka, a Chambord black
raspberry flavor infusion, hints of hibiscus, and
notes of vanilla that only Chambord can deliver.

NEW TUACA PACKAGING

The Tuaca bottle has been redesigned and
features a sleek look that appeals to our Legal
Dr inking Age-34 Year Old consumer while
staying true to the brand’s iconic past. The
new design retains the classic signature of
Tuoni & Canepa, a mark of uncompromising
quality set forth by Tuaca’s creators, while the
Medici crest pays homage to Lorenzo “The
Magnificent” de’ Medici, ruler of Renaissanceera Florence for whom, according to legend,
the or iginal Tuaca recipe was created.

TEQUILA INVESTMENT

Tequila represents one-third of
the total spirits market in Mexico,
and Brown-Forman has 16% of
that market after acquiring Casa
Herradura. Half of global tequila
sales are in the United States,
where we only have 4% share; the
opportunity is great.
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No. 2 A PASSION FOR BRAND BUILDING

JACK DANIELS

Jack Daniel’s has always strived to create and build friendships
around the world. This effort has been supported by a
consumer relationship program, and now we are using
technology to help build those relationships.
If you have not yet “fr iended” Jack Daniel’s on Facebook
(www.facebook.com/jackdaniels), you should. More than
500,000 people already have. This social network gives us
new opportunities to “touch” our fan base continually.
Through Facebook, we share recipes, iPhone apps, and news
about Lynchburg.

SONOMA-CUTRER

Sonoma-Cutrer has been
named “Amer ica’s Most
Preferred Chardonnay”
in the prestigious Wine &
Spirits Restaurant Poll in
19 of the last 21 years.

HERRADURA & EL JIMADOR

Our tequilas have also
been a hit in Russia and
Greece – markets not
traditionally known for a
taste of the Mexican spir it.
Tequila has piqued the
interest of consumers
looking for a br ighter,
more unusual taste profile.
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WE HAVE A CULTURE RO OTED IN STRONG, HIGH -QUALITY B RANDS.
IN TURN, OUR B RANDS HAVE B EEN B UILT BY STRONG LEADERS
WHO SHARE A C OMMON C ORP ORATE ETHOS OF INTEGRITY AND
A PROFOUND SENSE OF C ORP ORATE HISTORY. THAT HISTORY
HAS B EEN WRITTEN B OTH BY B ROWN FAMILY MEMB ERS AND
BY OUR CAPAB LE EMPLOYEES. THIS INTERC ONNECTION AMONG
B RANDS, INDIVIDUALS, FAMILY, AND C ORP ORATE PERFORMAN CE
HAS

R E S U LT E D

IN

A

SYN E R GY

TH AT

HAS

M A I NTA I N E D

B R OWN - F O R MAN F O R 140 YEAR S AS A TR U STE D PR O D U C E R

135

AND DISTRIB UTOR OF FINE B EVERAGE ALC OHOL PRODUCTS.

BRANDS IN PORTFOLIO

COUNTRIES WHERE
PRODUCTS ARE SOLD

BRANDS IN
IMPACT’S TOP 100
PREMIUM SPIRITS

FACING THE ADVERSITY OF THE RECENT EC ONOMIC D OWNTURN
CAUSED US TO C OHERE INTO STRONGER TEAMS. WE GIVE CAREFUL
ATTE NTI O N TO EAC H B R AN D’S PAC KAG I N G, LAB E LI N G, AN D
MARKETING. QUITE SIMPLY, WE NURTURE OUR UNIQUE, HIGH Q UALITY B R AN D S, WH ETH E R N EW O R O LD, BY APPLYI N G O U R
EXPE R I E N C E TO B U I LD STR O N G C O N S U M E R R E LATI O N S H I PS.
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No. 3 AN ENDURING COMMITMENT

B R OWN - F O R MAN I S A C O R P O R ATE S P O N S O R
O F TH E C O M M U N ITY AN D HAS B E E N G IVI N G
CONSISTENTLY AND GENEROUSLY FOR DECADES.
IT I S , S I M P LY, TH E R I G HT TH I N G TO D O.
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Doing the right thing
Brown-Forman’s role and reputation as a leading corporate citizen in Louisville is demonstrated through both our
financial and employee involvement. While playing a major role in ensuring our corporate home town is robust and
vibrant, we also understand the importance of giving back in other communities where Brown-Forman employees live
and work. In addition to corporate contributions, we are formalizing our employee volunteer program, encouraging
our employees to give back in their communities, whether on boards of nonprofits or volunteering their time and
talent, while gaining invaluable leadership experience.
In 2009, we partnered with Habitat
for Humanity to refurbish a home
and found that in addition to improving our neighborhood, we created
a company-wide team-building opportunity in
Louisville. (We also supported three additional
Habitat for Humanity projects in Arizona, and in
southern and northern California.)
More recently, Brown-Forman,
together with its global workforce,
gave nearly $150,000 to the Red
Cross for relief in Haiti after the
January earthquake. Also last year, due to a series
of natural disasters in the Asia-Pacific region,
Brown-Forman came together again to provide a
sizeable donation to the International Red Cross.
In Mexico, we made a gift of $150,000 for noncrisis, social service organizations to support the
communities of Amatitán and Guadalajara, cities
where Herradura operates.
We are also active in Lynchburg, Tennessee
where the management at Jack Daniel’s has a
charitable budget that reaches many vital local
agencies. In addition, funds have been provided
for scholarships to students at Motlow College,
improvements to the Lynchburg Town Square, as
well as to develop and maintain important community recreational facilities in Moore County.
Every year, we seek more meaningful ways to do
well while doing good.
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GREEN LABEL,
GREEN COMPANY

We are not just #63 on Newsweek’s
2009 list of America’s 500 “Greenest
Big Companies,” we’re #3 among
all food and beverage companies on
that list. But our commitment to
sustainability began long before
this recognition – from finding
ways to reuse our manufacturing
waste to crafting Bonterra, the largest
wine brand made from organically
grown grapes.
Addressing our climate change
impact is the right thing to do, so we
implemented an overarching strategy
to reduce greenhouse gas emissions.
We have measured and voluntarily
reported our carbon footprint since
2006 and are targeting reductions
through energy efficiency, energy reduction, and renewable energy projects.
We were able
to reduce glass
used in Fetzer’s bottles by 17% without impairing their strength.This
led to a 14% reduction in CO2
emissions throughout the supply chain
– equivalent to planting 70,000 trees
and growing them for ten years.

No. 4 AN ADAPTIVE CAPACITY

OVER THE C OURSE OF 14 DECADES, WE HAVE
FACED PLENTY OF ADVERSITY: PROHIB ITION,
C ONFISCATORY EXCISE TAXES, THE DEPRESSION,
MAJ OR RECESSIONS, FIERCE C OMPETITION, AND
CHANGES IN C ONSUMER PREFEREN CES. B UT OUR
AB IDING LONG-TERM C OMMITMENT TO QUALITY,
INTEGRITY, AND CREATIVITY HAS ENAB LED US
TO MEET THESE CHALLENGES HEAD ON AND
TO THRIVE INSTEAD OF JUST SURVIVE THEM.

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 1 6

We have shown our adaptive capacity by reconfiguring products,
extending brands, and adjusting strategies in turbulent markets.
AUSTRALIAN TAX In April 2008 the Australian parliament passed,

without prior notice, a 70% increase in the excise taxes on spiritsbased ready-to-drink (RTD) products. Sales of RTDs in Australia
promptly dropped by 40% in the first month after the tax increase
and remained around 30% below levels achieved prior to the tax
increase. The Australian Brown-Forman team, supported by our
own R&D, production and packaging experts, quickly reformulated Jack Daniel’s RTDs to reduce the alcohol content from 6%
to 5%, completed shelf-stability testing, and launched them. Our
retail partners, who were impacted by the drop in RTD sales,
welcomed the activity and strongly supported Jack Daniel’s RTDs.
Changing the proof and maintaining a lower price enabled us not
only to keep a profitable product in a major market but increase
our market share significantly while competitors were deciding
how to respond to Australia’s massive increase in excise taxes.

JACK DANIEL’S RTDS

In many developing markets, Jack Daniel’s
Tennessee Whiskey is sold at a super-premium
pr ice point. Our RTD products make for
a delicious introduction to the brand at an
affordable pr ice.

SHIFT IN MARKETING We seek to optimize our mix of total

HUMAN CAPITAL Brown-Forman employ-

investment behind our brands by capitalizing on our organizational
flexibility and reallocating resources among brands, geographies,
and channels in ways that enable us to effectively and efficiently
reach consumers around the world.

ees speak emotionally of the temporary but
real hit to morale they felt after the 2009
reduction in workforce, the first in memory
for most employees. Additionally, bonuses
were cut back and no merit pay increases
were awarded to any employees in fiscal
2010 – so the year began as a period of
relative austerity.

The on-premise channel continued to suffer last year, so we
reallocated spending to more off-premise focused activities. Also,
as consumers moved toward digital and more local sources of
information, we have changed our spending by reallocating from
national media to digital and local media campaigns.

5%

Some of the brand-building activities we
employ to stay relevant affect line items
of the income statement other than what
is traditionally captured as advertising.
For example, targeted price promotions
reduce net sales, and value-added packag- GROWTH IN TOTAL
BRAND INVESTMENT
ing increase cost of goods sold. Taking
into consideration this total investment approach to brand building, we increased our brand-building spend on a constant currency
basis by 5% for fiscal 2010.

Our employees handled that difficult
time gracefully and professionally, focusing their energy on keeping us moving in
the right direction. Productivity increased,
and flexibility, agility, and creativity were
rewarded. And while Brown-Forman
remains generally risk-averse, we became
more willing to move a bit faster and take
more measured risks.
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No. 5 AN INTUITIVE APPROACH

Successfully extending our brands into ready-to-pour
(RTP) and ready-to-drink (RTD) versions takes a
special mix of experience, solid R&D work, and sharp
market research. We are excited about our ability to
leverage our quality brands insightfully.
In fiscal 2010, Southern Comfort introduced Hurricane and Sweet Tea, two RTP cocktails, in the United States. This spring, Cheers magazine named these prepared cocktails
“rising stars.” Building on success, the RTP family is adding Lemonade in fiscal 2011.
Popular on-premise drinks provided inspiration for
two additional Southern Comfort line extensions:
Southern Comfort Lemonade & Lime (RTD) in
the United Kingdom, which has far exceeded initial
sales projections, and Southern Comfort Lime in the
United States, shipping now.

Southern Comfort’s rapid growth earlier this past
decade was ignited by the viral, on-premise popularity
of the SoCo & Lime shot. With lime added before
bottling, Southern Comfort Lime ensures that consumers get a perfect serve every time (and makes life
easier for the busy bartender). And, this modern classic
will now be available in the off-premise.
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RTDs as contributors to both brand marketing and bottom line

Our business does not fit the standard model of most consumer
packaged goods products. The social nature in which our products
are consumed elevates the importance of brands.
In public venues such as restaurants or bars, consumers
call our brand names to order them. At dinner parties
or BBQs, when the host asks “What would you like
to drink?” the typical response is “What do you have?”
Brands are important. RTDs put a brand in the consumer’s hand. Each RTD in a consumer’s hand is an
additional brand impression;
this helps build equity better
than an unbranded cocktail
glass, and it promotes a brand’s
mixability. Importantly, RTDs
contribute to a brand’s overall
marketing while improving
Brown-Forman’s bottom line.

EL JIMADOR NEW MIX

Ready-to-dr ink el Jimador New Mix Tequila Cocktails
provide consumers with a convenient way to enjoy greattasting tequila cocktails anytime, anywhere. New Mix, the
#1 selling RTD cocktail in Mexico, was launched in the
United States in December 2009.

Remarkable improvements in the
production process
In Lynchburg, Tennessee, we improved the Jack
Daniel’s whiskey-making process so that mashes
ferment longer. This allows for more conversion,
additional yields, and lower waste.
The amount of whiskey we put into a barrel is not what we get
out after aging – the difference is the “angel’s share.” Not all of the
whiskey is lost to evaporation; some decides to linger in the barrel’s
wood.We recently developed a proprietary way to get additional
whiskey out of our emptied barrels. In fiscal 2010, we gained
approximately one additional case of whiskey from each barrel
emptied, effectively reducing our cost per case. Essentially, we
found a way to get a “dividend” on the share paid to the angels.
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No. 6 A RESPONSIBLE VIEW
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Consumption is only the tip of the ice cube.

GREATER DIVERSITY:
A WIN-WIN SITUATION

We produce products that, when consumed responsibly, add measurably
to the quality of life – but when used irresponsibly, can lead to significant
social harm.

Both employees and shareholders
have helped to make BrownForman a welcoming place for
people from all backgrounds to
succeed in an environment with an
equality of opportunity.

In 2005, we added the position of Director of Corporate Responsibility
to ensure that the responsibility already part of our corporate DNA gets
replicated in everything we do. In 2007, we produced our first Corporate
Responsibility report, detailing our approach to corporate responsibility.
In 2009, we issued our second report online, and we will continue to give
responsibility a high priority.
We focus on two main pillars of ethical corporate performance: rights and
responsibilities regarding beverage alcohol on the one hand, and environmental sustainability issues on the other. Demonstrating that we are
responsible enables us to maintain our right to market and sell our products.
We are also serious about being an environmentally conscious corporate
citizen, and have taken environmental sustainability actions throughout all
aspects of our business.
Some responsibility highlights:
•	We ranked #42 in Corporate Responsibility magazine’s 2010 list of the “100
Best Corporate Citizens.” Scoring was
based on environment, climate change
response, human rights, employee relations, governance, philanthropy, and
financial responsibility.
•	Our new site, www.ourthinkingaboutdrinking.com, is a comprehensive
forum where visitors can learn more about our point of view on critical
alcohol-related issues such as underage drinking or drunk driving, share their
own perspective, and debate how best to address these complex problems.
•	In the United Kingdom, we are joining others in the industry in sponsoring The Campaign for Smarter Drinking with the message “Why let good
times go bad?” to help address the country’s current problem with binge
drinking by some consumers.
We have a strong, proud story to tell about corporate responsibility – more
than we can describe here. See www.brown-forman.com/responsibility
for details.
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Employee “resource groups”
for women, African Americans,
Latinos, and gay, lesbian, bisexual,
and transgender employees are all
providing positive reinforcement
for the diversity of Brown-Forman’s
workforce. We have a ways to go
before our workforce, our suppliers, and the beneficiaries of our
corporate gifts mirror the diverse
makeup of our society and customer base, but that is a genuine
goal being pursued at every level of
the company. Achieving that goal
will result in a “virtuous cycle”
of economic reciprocity that will
reinforce sales, profits, innovation,
and brand loyalty.

“Management has a
healthy impatience
to achieve diversity
goals.”
– Ralph de Chabert,
Chief Diversity Officer

No. 7 A PREFERRED PARTNER

UNFORTUNATELY, “STAKEHOLDERS” HAS B EC OME AN OVERUSED
B UZZWORD LATELY. MANY PEOPLE AND GROUPS D O IN FACT
HAVE A STA K E I N H OW B R OWN - F O R MAN PE R F O R M S, AN D
WE A R E P R O U D TO C A LL TH E M O U R PARTN E R S. WE E N J OY
LO N G ,

P R O D U C TIVE

R E L ATI O N S H I PS

WITH

D I STR I B UTO R S,

S U PPLI E R S, N E I G H B O R S – AN D, O F C O U R S E, S HAR E H O LD E R S.

16

YEARS WITH MGM
RESORTS AND ITS
165 RESTAURANTS

YEARS IN PARTNERSHIP
WITH KORBEL

4
6

CONSECUTIVE YEARS
OF REGULAR QUARTERLY
CASH DIVIDENDS

EVEN OUR EMPLOYEES STAY WITH US FOR THE LONG TERM.
AVERAGE EMPLOYEE TENURE IS 10 YEARS OVERALL AND 14 YEARS
FOR EXECUTIVES – WHICH MEANS THAT OUR MANAGERS ARE
AC CUSTOMED TO LIVING WITH THE C ONSEQUEN CES OF THEIR
DECISIONS. SO THEY TEND TO MAKE CAREFUL, WELL- REASONED
CHOICES WHEN ALLO CATING FINITE C ORP ORATE RESOURCES.
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No. 8 A DEEP UNDERSTANDING OF CONSUMERS

In tough times, Brown-Forman brands are in a sweet
spot: an authentic, affordable indulgence.

Woodford Reserve

Consumers will pay for quality even in recessions, and Woodford
Reserve, our small-batch bourbon from Kentucky’s Bluegrass
region, has proven to be an “affordable indulgence” in both the
United States and the rest of the world. Its depletions increased
another 11% in fiscal 2010, and Woodford Reserve was named the
global Whisky Brand Innovator of the Year (2010) by the United
Kingdom’s Whisky Magazine.

14 years

Fiscal 2010 represents the brand’s 14th
consecutive year of double-digit growth.

Woodford Reserve Distillery (Versailles, Kentucky)
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Bonterra

The founders of Bonterra (which literally
means “good earth”) Vineyards believed
that organically grown grapes provide a
richer, purer wine experience. Consumers
have embraced the benefits of organic,
pesticide-free farming. A recent study
revealed that consumers who buy natural
and organic food and beverages are staying loyal to this health-conscious category
even during the recent recession.

15 %

Bonterra’s 12-month grocery sales growth
Source: Nielsen U.S. Food 52 weeks ending 5/1/2010

el Jimador

Consumers are seeking brands that offer
not only value but also quality – they
want brands they can be proud to order
or serve their friends. Authenticity is
important, too.
el Jimador delivers: It is an authentic,
100% agave tequila with an attractive
price of about $20 per bottle in the
United States. And it is the #1 selling
tequila in Mexico. This great tasting
tequila is changing consumer perceptions and the landscape of the category
in Mexico, in the United States, and in
many of our other key markets.
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No. 9 A GLOBAL MINDSET

WE HAVE ENJOYED TREMEND OUS SUCCESS IN THE UNITED STATES
FOR DECADES. B UT MORE THAN 95% OF THE WORLD’S C ONSUMERS
LIVE IN OTHER C OUNTRIES – AND WE ARE REALLY ONLY IN OUR
THIRD DECADE OF ACTIVELY TARGETING C ONSUMERS OUTSIDE OUR
“HOME” C OUNTRY. OBVIOUSLY, C ONSUMER TASTES IN B EVERAGE
ALC OHOL VARY ACROSS THE WORLD. SOME C ONSUMERS PREFER
B E E R O R LO C ALLY PR O D U C E D S PI R ITS, WH I LE OTH E R S AR E
O PE N TO TRYI N G N EW B R AN D S AN D TYPE S O F WI N E AN D SPIRITS.

Chambord was acquired only in
May, 2006, but it has already
enjoyed significant success in
Australia. We plan to extend this
product further in fiscal 2011.

Jack Daniel’s enjoys a strong presence and solid
momentum around the world. Building from
this foundation, Jack Daniel’s Single Barrel and
Gentleman Jack are now experiencing double-digit
growth as we expand their global development.

EVEN WITHIN A REGION, PREFEREN CES CAN VARY
BY AG E, STATU S, E D U C ATI O N, O R AS PI R ATI O N.
F O RTU NATE LY,

OUR

TALE NTE D

PE O PLE

AR E

SUPERB AT IDENTIFYING SPECIFIC C ONSUMER
PREFEREN CES – WHICH WE CAN SATISFY WITH OUR
B ROAD P ORTFOLIO OF HIGH -QUALITY PRODUCTS.
B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 2 6

Jack Daniel’s

“Every day we make it, we’ll make it the best we can.” This was
Jack Daniel’s guiding principle when he established his distillery in
the Cave Spring Hollow in Lynchburg, Tennessee, back in 1866. It’s
why he insisted on mellowing his whiskey drop by drop through ten
feet of sugar maple charcoal. He knew it imparted to the whiskey a
smooth, distinctive flavor. Today, people in more than 135 countries
share Mr. Jack’s discerning taste, making Jack Daniel’s Old No. 7 the
#1 selling whiskey in the world.

50%

Opportunity: Nearly 75%
of the global whiskey
market is sold in markets
outside the United States,
while only half of the Jack
Daniel’s whiskey volume is.
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BROWN-FORMAN PORTFOLIO OF BRANDS

It’s difficult to exaggerate our passion for building brands.
We employ lots of dedicated people who spend their time finding
ways to deepen, widen, and intensify the interest that consumers have
in our beverage alcohol products. Here, we highlight some of our
“star” brands (other than those in the Jack Daniel’s family), each of
which holds a special place in consumers’ hearts:

Finlandia

Finlandia is the World’s Finest
Vodka with a global reputation
for the unparalleled quality of
its naturally pure ingredients:
glacial spring water and six-row
barley. In addition to its Classic
premium vodka, the brand
family includes award winning
flavored Fusions with Tangerine,
Grapefruit, Blackcurrant, Lime,
Mango, Cranberry, Wild Berries,
and Redberry.

Woodford Reserve

Woodford Reserve has grown
to become the benchmark of
super-premium bourbons. Its
artisan craftsmanship results in
a bourbon of such uncommon
complexity and balance that it
has been awarded gold medals in
the industry’s most prestigious
tasting competitions.

Southern Comfort

Chambord

In 1874, in New Orleans’
French Quarter, a young
bartender named M.W. Heron
began offering his customers
a better-tasting cocktail by
adding a secret mix of fruits
and spices to barrel whiskey to
create Southern Comfort. Today,
Southern Comfort continues that
tradition, now offering a range
of great tasting, ready-made
cocktails for every occasion.

Chambord is inspired by a
liqueur produced for King
Louis XIV during his visit
to Château de Chambord.
Chambord is an infusion of
the world’s finest raspberries,
blackberries, and the exotic
flavors of black currant,
Madagascar vanilla, and cognac.
Chambord continues to inspire
cocktail and culinary creations
around the world.

Sonoma-Cutrer

Sonoma-Curter is “America’s
Grand Cru” and crafts many
different world-class expressions
of Chardonnay and Pinot Noir
using traditional Burgundian
methods and our own meticulous
philosophy. Few wine producers
in the world have such a singular
focus and uncompromising
excellence and commitment to
growing, crafting, and marketing
their wines as Sonoma-Cutrer.

Korbel*

Korbel California Champagne
marks the occasion. It has been
America’s symbol of celebration
for over 128 years. Korbel
marks, acknowledges, and
honors people and occasions.
Made in the traditional Méthode
Champenoise style, it is the #1
selling premium sparkling wine
in the United States.
*Represented in the United States
and other select markets.

el Jimador

el Jimador is the #1 selling
tequila in Mexico. It is a
high-quality, authentic, 100%
agave tequila that makes greattasting cocktails, especially the
Paloma. el Jimador, meaning
“the harvester,” was named to
honor the men who harvest the
locally grown agave with great
pride and care.

Bonterra

Bonterra Vineyards is
America’s leading brand
of premium wines crafted
from organically grown grapes.
For 20 years, Bonterra has
been committed to making
world-class wines – through
respect for the Good Earth.

Herradura

Old Forester

Casa Herradura has produced
the world’s finest tequilas since
1870. Herradura is handharvested, hand-crafted, and
estate-bottled at one of Mexico’s
most historic distilleries.
Casa Herradura, meaning
“horseshoe,” was named 2007
Distiller of the Year by Wine
Enthusiast magazine.

“The bourbon lovers’ bourbon,”
Old Forester is the original,
premium bourbon that satisfies
the bourbon drinker’s passion
for a rich, full-bodied taste.
Founder George Garvin Brown’s
claim that “there is nothing
better in the market” has
assured its quality since 1870.

Fetzer

Canadian Mist

For decades, Fetzer has been
committed to sustainability and
environmental stewardship in
every aspect of the winemaking
process and has become
known as “The Earth Friendly
Winery.” This not only makes
us better winemakers and
stewards of the land, but also
better neighbors and members
of the community.

Canadian Mist is the versatile,
light-tasting whisky that is just
right for a variety of drinks and
today’s casual lifestyle. Canadian
Mist is triple-distilled in
Collingwood, Ontario, and won
a Double Gold Medal for taste
at the 2009 San Francisco World
Spirits Competition, its fourth
gold medal since 2005.

Tuaca

According to legend, the origins
of Tuaca’s secret recipe date
back to the Renaissance and a
drink crafted for Lorenzo de’
Medici. In 1938, Tuoni and
Canepa created Tuaca, their
version of this smooth, yet bold,
liqueur with an inviting taste
of vanilla-citrus. A bartender
favorite, it is best enjoyed cold
and straight, but is also great in
a variety of drinks.

Early Times

Since 1860, Early Times has
remained the reliable American
whisky that provides a relaxing
reward at the end of a hard
day’s work. The Early Times
Mint Julep has been the “official
drink of the Kentucky Derby”
for 23 consecutive years.

Antiguo

Handcrafted since 1924,
Antiguo was originally the
coveted estate tequila served
only to the family and guests
of Casa Herradura. Today,
Antiguo continues to captivate
those with distinguished taste
who appreciate the smooth
and mellow character of an
exceptional tequila.

Remaining Portfolio

Bel Arbor Wines,
Don Eduardo Tequilas,
Five Rivers Wines,
Jekel Vineyards Wines,
Little Black Dress Wines,
Pepe Lopez Tequilas, and
Sanctuary Wines.

No. 10 A DEDICATION TO REALIZE POTENTIAL

Over the last decade, Brown-Forman has more than doubled in
size: We doubled our net sales, we doubled our operating income,
and we doubled our cash flow from operations. We also doubled our
diluted earnings per share, our dividends per share, and our market
capitalization. We see the potential to double our size again over
the next decade.
Our international sales went from 22% of our total
in fiscal 2000 to 53% in 2010. Over that time, our
international route-to-market model went from
relying nearly 100% on third parties to a creative
mix of arrangements today, from various partnerships and alliances to full ownership. In fiscal 2010,
we announced some exciting changes, such as moving to a full-ownership model in Germany and Brazil
and setting up our own sales and marketing force in
Canada. We now have significant distribution influence
in the markets that make up nearly 80% of our sales.

22%

SALES OUTSIDE
THE U.S. IN 2000

Looking ahead to Brown-Forman’s 150 anniversary
in the year 2020, we have organized our highest level
ambitions among five aspirations:
•	Continue the significant expansion of the Jack
Daniel’s family and in doing so make Jack Daniel’s
the fastest-growing brand trademark in retail sales
among the world’s largest premium spirits brands

53 %

SALES OUTSIDE
THE U.S. IN 2010

•	Grow the sales of the rest of Brown-Forman’s portfolio at a rate faster than Jack Daniel’s
•	Continue to grow in the important U.S. market and
in doing so, grow our share of dollar sales
•	Continue to grow in Brown-Forman’s international
markets at a faster rate than in the United States
•	Continue to be responsible in everything we do.
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99%

TH E WO R LD I S

O PP O RTU N ITY

WE HAVE ONLY 1% OF THE
TOTAL GLOBAL MARKET FOR
D I STI LLE D S PI R ITS, WH I C H
I S N OW 2.5 B I LLI O N C AS E S.
SO THE WORLD PRESENTS A
99% OPP ORTUNITY FOR US.

Growing brands faster
than Jack Daniel’s
Just after the middle of this decade, we took two
important steps to align our investments in brands for
the future. First, we exited the consumer durables business
(Lenox and Hartmann). These businesses had been profitable, but they were distracting us from what we actually
do best – which is beverage alcohol brand building. Second, we made our largest acquisition ever (in real dollar
terms) when we acquired Casa Herradura, a major
tequila producer.
While we had a tequila brand or two in our portfolio
since the 1960s, the Casa Herradura acquisition was an
order-of-magnitude jump in our involvement in this
exciting and growing spirits category. We have invested
in this line of products so that we have a complete array
of high-quality tequilas at various price points. We fully
expect depletions of el Jimador, at a minimum, to grow
faster than depletions of Jack Daniel’s over the long run.
But we are not making it easy on ourselves to grow
faster. Since we put Jack Daniel’s into the Casa Herradura
distribution network in Mexico, the brand has grown at
greater than a 30% rate there. So the bar will be high.
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S E L E C T E D F I N A N C I A L D ATA
(Dollars in millions, except per share data)

Year Ended April 30,			 2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

1,618

1,795

1,992

2,195

2,412

2,806

3,282

3,192

3,226

CONTINUING OPERATIONS
Net sales		

$ 1,572

Gross profit		

$

848

849

900

1,024

1,156

1,308

1,481

1,695

1,577

1,611

Operating income		

$

320

326

341

383

445

563

602

685

661

710

Income from continuing operations		

$

200

212

222

243

339

395

400

440

435

449

Weighted average shares used to
calculate earnings per share										
– Basic			 171.2

170.8

168.4

151.7

152.2

152.6

153.6

153.1

150.5

147.8

– Diluted			 171.4

171.2

168.9

152.5

153.1

154.3

155.2

154.4

151.4

148.6

Earnings per share from
continuing operations										
– Basic		

$ 1.17

1.24

1.32

1.60

2.23

2.59

2.60

2.87

2.88

3.03

– Diluted		

$ 1.17

1.24

1.32

1.59

2.22

2.56

2.58

2.84

2.87

3.02

Gross margin			

53.9%

52.5%

50.1%

51.4%

52.7%

54.2%

52.8%

51.6%

49.4%

50.0%

Operating margin			

20.3%

20.2%

19.0%

19.2%

20.3%

23.3%

21.5%

20.9%

20.7%

22.0%

Effective tax rate			

35.8%

34.1%

33.6%

33.1%

32.6%

29.3%

31.7%

31.7%

31.1%

34.1%

Average invested capital		

$ 1,016

Return on average invested capital			

20.7%

1,128

1,266

1,392

1,535

1,863

2,431

2,747

2,893

2,825

19.3%

18.0%

18.5%

23.0%

21.9%

17.4%

17.2%

15.9%

16.6%

TOTAL COMPANY
Cash dividends declared
per common share		

$ 0.51

0.54

0.58

0.64

0.73

0.84

0.93

1.03

1.12

1.18

Average stockholders’ equity		

$ 1,111

1,241

1,290

936

1,198

1,397

1,700

1,668

1,793

1,870

Total assets at April 30		

$ 1,939

2,016

2,264

2,376

2,649

2,728

3,551

3,405

3,475

3,383

Long-term debt at April 30		

$

33

33

629

630

351

351

422

417

509

508

Total debt at April 30		

$

237

200

829

679

630

576

1,177

1,006

999

699

Cash flow from operations		

$

232

249

243

304

396

343

355

534

491

545

Return on average stockholders’ equity			

20.7%

18.1%

18.7%

27.1%

25.7%

22.9%

22.9%

26.4%

24.2%

24.0%

Total debt to total capital			

16.6%

13.2%

49.4%

38.3%

32.5%

26.9%

42.8%

36.8%

35.5%

26.9%

Dividend payout ratio			

38.1%

41.4%

41.1%

38.2%

36.1%

40.0%

36.8%

35.8%

38.9%

38.7%

Notes:
1. Includes the consolidated results of Finlandia Vodka Worldwide,Tuoni e Canepa, Swift & Moore, Chambord, and Casa Herradura since their acquisitions in
December 2002, February 2003, February 2006, May 2006, and January 2007, respectively.
2.Weighted average shares, earnings per share, and cash dividends declared per common share have been adjusted for a 2-for-1 common stock split in January 2004
and a 5-for-4 common stock split in October 2008.
3.We define return on average invested capital as the sum of net income (excluding extraordinary items) and after-tax interest expense, divided by average invested capital.
Invested capital equals assets less liabilities, excluding interest-bearing debt.
4.We define return on average stockholders’ equity as net income applicable to common stock divided by average stockholders’ equity.
5.We define total debt to total capital as total debt divided by the sum of total debt and stockholders’ equity.
6.We define dividend payout ratio as cash dividends divided by net income.

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 3 3

M A N A G E M E N T ’ S D I S C U S S I O N A N D A N A LY S I S

Below, we review Brown-Forman’s consolidated financial condition
and results of operations and present the data to help you understand
our business and the context for our results for the fiscal years ended
April 30, 2008, 2009, and 2010. We also comment on our anticipated
financial performance, discuss factors that may affect our future financial condition and performance, and make other forward-looking
statements. Please read this section of our report together with the
consolidated financial statements for the year ended April 30, 2010,
their related notes, and the important information on forward-looking
statements on page 67. This lists some risk factors that could cause
actual results to differ materially from what we currently expect.
EXECUTIVE OVERVIEW

Brown-Forman Corporation is a diversified producer and marketer
of high-quality consumer beverage alcohol brands. We are one of the
largest American-owned wine and spirits companies, and our products include Tennessee, Canadian, and Kentucky whiskeys; Kentucky
bourbon; tequila; vodka; liqueur; California sparkling wine; table wine;
and ready-to-drink (RTD) products. We have more than 35 brands,
including Jack Daniel’s and its related brands; Finlandia; Southern
Comfort; Tequila Herradura; el Jimador; Canadian Mist; Chambord;
Woodford Reserve; Fetzer, Bonterra, and Sonoma-Cutrer wines; and
Korbel Champagne. Our brands are sold in more than 135 countries,
and our largest operations are in the United States, Mexico, Australia,
the United Kingdom, and Poland.
OUR STRATEGIES AND OBJECTIVES

At Brown-Forman, our mission is to enrich the experience of life, in
our own way, by responsibly building beverage alcohol brands that
thrive and endure for generations. As we finished the first decade
of the 21st century, we cast our eye back on our performance over
the last 10 years. The decade started with economic and geopolitical
turmoil. Through the course of the decade, we not only continued
to grow – we believe we performed consistently at or near the top of
the industry over the period in underlying operating income growth
and return on average invested capital and delivered total shareholder
return of 13% compounded annually, which compares favorably to the
S&P 500’s compound ten-year return of 0%. Over the past decade,
we adjusted our portfolio of brands through a variety of means including acquisitions, divestitures, and the introduction of line extensions
and new products. Since the turn of this century, we made important
investments to improve our in-market knowledge and influence over
our most critical brand-building activities by significantly developing
our global route-to-market processes and strategies in a number of
countries. We expanded our portfolio around the world and impressively grew the Jack Daniel’s family of brands from just under 8 million
nine-liter cases to nearly 15 million nine-liter cases in ten short years.
Now, as we look toward a new decade, once again we find ourselves
in a world punctuated with economic and geopolitical turmoil. But we
are confident that we can continue to drive sustainable growth; and we see
the potential to double the size of our business over the next decade by:
•
expanding the reach of our portfolio of brands;
•
appealing to consumers around the world by innovating through
new packaging design, line extensions, and new product
offerings; and
•
delivering industry-leading return on invested capital and total
shareholder return over the long term that continues to outperform
the S&P 500.

And in doing so, achieve our highest
ambition - to perpetuate Brown-Forman
as an independent and thriving enterprise for generations to come.
To accomplish our vision, we
have five strategic aspirations we will
focus on as we move through the next
decade towards our 150th anniversary
in 2020:
1.

 ontinue to expand the Jack Daniel’s family, including
C
Black Label, and make Jack Daniel’s the fastest-growing
brand trademark in retail sales among the world’s largest
premium spirits brands. We plan to do this by keeping Jack
Daniel’s Black Label strong, healthy, and relevant to consumers
worldwide, and by taking advantage of the abundant opportunities for growth of the current Jack Daniel’s family and future
line extensions across countries, price segments, channels, and
consumer groups.

2.	Grow the rest of our portfolio at a rate faster than the
growth of the Jack Daniel’s franchise. To achieve this,
we will strive to grow brands such as Southern Comfort
and Finlandia, and expand the reach of our tequila brands,
Herradura and el Jimador, and super-premium brands, including
Sonoma-Cutrer and Woodford Reserve, globally. Realizing this
potential will require us to use innovative products and packaging
to seize new business opportunities and leverage our trademarks
into new consumption occasions.
3.	Continue to grow our business in the United States, our
largest market, and grow our market share of dollar sales
in the U.S. spirits industry as a whole. We expect to do this
through stronger participation in fast-growing spirits categories
such as vodka and tequila, continued product and packaging innovation, continued route-to-market proficiency, and brand building
among growing consumer segments.
4.	Grow our business in the rest of world outside United
States. Our business outside the U.S. has grown at a faster rate
than our business in the United States over the past 15 years.
We expect this trend to continue and it is important to our overall
growth in this next decade.To aid in the realization of this strategy,
we expect to focus our resources on markets to develop and grow
our portfolio including markets in developed economies such as
France, Australia, Germany, and Poland. We will also evolve routeto-market strategies in markets to continue to expand our access
to and understanding of consumers. And we expect Brazil, Russia,
India, and China (BRIC) and other markets to gain significantly
in importance.
5.	Be responsible in everything we do. We endeavor to be
responsible in everything we do – from reducing our environmental footprint to managing how we market our brands. We
believe this responsibility is a rich source of opportunity. It allows
us to build stronger consumer relationships and enduring brands,
make our products more efficiently, enhance our business efforts,
and maintain the trust required for our commercial freedoms. Our
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approach to corporate responsibility includes our civic obligations
and our products’ entire environmental life cycle: how we produce
or source our raw materials, how we set and maintain production
standards, and how we package and distribute our products.
Environmental stewardship is central to our broader social responsibilities, as is our commitment to contribute to the quality of life
in the communities where our employees live, work, and raise
their families.
OUR OPERATIONS AND OUR MARKETS

We employ around 3,900 people on six continents. Our headquarters are in Louisville, Kentucky, USA, where we employ about 1,100
people. We have major sales and marketing operations in Louisville,
London, Sydney, Hamburg, and Guadalajara, as well as sales offices
located in over 25 other cities around the globe.
Our production facilities include distillery production in Louisville
and Versailles, Kentucky; Lynchburg, Tennessee; and Collingwood,
Ontario. Our main tequila production facility is at Casa Herradura
in Amatitán, Mexico. We also have production facilities in France
and Ireland and contract production in Australia, Finland, and the
Netherlands. Our Brown-Forman Cooperage operation in Louisville
is the world’s largest producer of whiskey barrels.
We operate distribution companies in a number of markets where
we sell directly to retailers and wholesalers. These include Australia,
China, the Czech Republic, Korea, Mexico, Poland, and Taiwan.
Over the last 10 years, we have made tremendous strides in
expanding our international footprint. Today, we sell our brands in
more than 135 countries and generate 53% of our net sales outside the
United States. The United States remains our largest, most important
market, contributing 47% of our net sales in fiscal 2010, down from
the 48% contribution in fiscal 2009. Our net sales in the United States
declined slightly for fiscal 2010, while growing at about 3% elsewhere
on both a reported and constant-currency basis. (“Constant-currency”
represents reported net sales with the effect of currency fluctuations
removed. We present our sales data on a constant-dollar basis because
exchange rate fluctuations can distort the underlying(1) change in sales,
either positively or negatively.)

Net Sales Contribution
22%

53%

47%

78%
2000

2010
U.S.

INTERNATIONAL

Europe, our second-largest region, accounts for 27% of our
net sales. For fiscal 2010, net sales in Europe were down about 1%
on an as-reported basis. After adjusting for the effects of a weaker
dollar, net sales in Europe were up 2%. Overall trading conditions for
the industry were weak, as consumers were cautious in the wake of
the economic crisis. The crisis hit some Western European countries
particularly hard, such as Spain, Italy, Greece, and Ireland, where overall

consumption dropped. Many countries in Eastern Europe were also
not immune to the economic crisis, and we saw some consumers trading down from premium imported spirits in certain countries there.
Despite the tough economic conditions overall, our business continued to expand in Germany and France, and our flagship brand, Jack
Daniel’s, continued to grow market share in several markets, including
the U.K., Germany, Spain, Italy, and Greece. Additionally, we grew our
market share in a number of markets in Eastern Europe, including
Russia, Poland, and Romania.
Net sales for the rest of the world (other than the United States
and Europe) constituted 26% of our total sales, where sales grew year
over year 8% in fiscal 2010 on an as-reported basis and 6% on a constantcurrency basis. This growth was driven by significant expansion of our
portfolio, primarily in Australia, fueled by over one million nine-liter
incremental cases of the Jack Daniel’s family of brands in fiscal 2010.

Net Sales by Geography
26%
U.S.
47%

EUROPE
REST OF THE WORLD

27%

Our main international markets include the U.K., Australia,
Mexico, Poland, Germany, France, Spain, Italy, South Africa, China,
Japan, Canada, and Russia. We continue to see significant long-term
growth opportunities for our portfolio of brands in both developed and
emerging markets, particularly in Eastern Europe, Asia, and Latin America.
Naturally, the more we expand our business outside the United
States, the more our financial results will be exposed to exchange rate
fluctuations. (In this report, “dollar” always means the U.S. dollar.) This
exposure includes sales of our brands in currencies other than the
dollar and the cost of goods, services, and manpower we purchase in
currencies other than the dollar. Because we sell more in local currencies than we purchase, we have a net exposure to changes in the dollar’s
strength.To buffer these exchange rate fluctuations, we regularly hedge
a portion of our foreign currency exposure. But over the long term,
our reported financial results will generally be hurt by a stronger dollar
and helped by a weaker dollar.
During fiscal 2010, the impact of the global economic crisis on
consumption of premium spirits continued to affect us in a number
of ways. We saw less activity in on-premise accounts such as bars, pubs,
and restaurants in many of our markets around the world as consumers
continued to shift to more at-home consumption and dining. Evidence of consumers trading down from super-premium and premium
brands to popular and value-priced brands continued in the United
States and in several other markets. Distributors and retailers continued to reduce inventory levels in some markets outside the United
States, such as Eastern Europe, where credit remained constrained. But
our financial results benefitted in fiscal 2010 from retailers and
distributors cautiously rebuilding some inventory in the United States
(1)

 nderlying change represents the percentage increase or decrease in reported financial results
U
in accordance with generally accepted accounting principles in the United States, adjusted
for certain items.We believe providing underlying change helps provide transparency to our
comparable business performance.
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and some markets in Western Europe.While a number of markets have
returned to economic growth, we believe the macro environment will
remain volatile and could constrain our performance in the near term.
Nevertheless, we believe the long-term growth potential for highquality spirits remains positive due to favorable demographic trends and
continued consumer desire for premium brands.This is particularly true in
many emerging markets where Western premium brands are aspirational.
OUR BRANDS

Our objectives for growing sales and earnings are based on expanding
the reach of our brands geographically, introducing new brand offerings, acquiring brands, increasing prices, and divesting non-core and
under-performing assets. Over the past several years, we have made
significant advances in each area, including:
• expanding international sales;
•	developing new flavors in the vodka and RTD categories;
•	acquiring the Casa Herradura(2) tequila brands and Chambord
liqueur in fiscal 2007;
• increasing prices strategically;
•	completing the divesture of our consumer durables business in
fiscal 2007; and
•	divesting our Italian wine brands, Bolla and Fontana Candida, in
fiscal 2009.
We built on these objectives in fiscal 2010 as we achieved record
earnings by:
• continuing our international growth;
• developing new packaging and flavors for a number of brands; and
•	leveraging our existing assets by introducing several of the brands
in our portfolio, including RTD offerings, in a number of markets
around the world.
Total depletions (shipments direct to retailers or from distributors
to wholesalers and retailers) for the active brands in our portfolio were
35 million nine-liter cases, up 3% over the volumes in fiscal 2009 for
comparable brands. Nine of our brands saw depletions of more than
one million nine-liter cases in fiscal 2010.
Jack Daniel’s Tennessee Whiskey is the most important brand
in our portfolio and one of the largest, most profitable spirits brands in
the world. Global depletions for Jack Daniel’s increased by 2% in fiscal
2010, an improvement from its 1% growth in fiscal 2009. Although the
global recession continued to dampen sales in a number of markets,
the brand benefitted from some modest restocking by distributors and
retailers in the United States and some markets in Western Europe.
The brand registered flat volumes in its largest market, the United
States, and slight growth in the U.K., where the brand exceeded
the one-million-case milestone. Jack Daniel’s experienced doubledigit depletion gains in several markets, including Australia, Mexico,
France, Germany, Russia, Poland and Turkey, while declining in several
southern European markets and South Africa.
Despite the global economic crisis, Jack Daniel’s was the only
brand of the top five premium global spirits brands that grew depletions in calendar year 2009 (according to a February 2010 report
by Impact Databank, a New York industry research group). This
achievement underscores the iconic image of the brand, which
not only improved its trends in one of the most difficult economic
(2) Includes el Jimadar, Herradura, New Mix (a tequila-based RTD product), Antiguo, and Suave 35.

environments we have faced, but reinforces our belief in its long-term
attractiveness and sustained growth potential.
Because Jack Daniel’s generates a significant percentage of our
total net sales and earnings, it remains a top priority, vital to our overall
performance. Any significant decline in Jack Daniel’s volume or selling price, particularly over an extended time, could materially depress
our earnings. We remain encouraged by the brand’s resilience in the
face of a challenging environment and its continued development in
emerging markets. As economies continue to recover, we anticipate the
trends in the brand’s more established markets will improve (as we saw in
its largest market, the United States, during the second half of fiscal 2010).
The Jack Daniel’s family of brands, which includes Jack Daniel’s
Tennessee Whiskey, Gentleman Jack, Jack Daniel’s Single Barrel,
and Jack Daniel’s RTD products such as Jack Daniel’s & Cola, Jack
Daniel’s & Ginger, and Jack Daniel’s Country Cocktails, grew
volumes 12% globally on a nine-liter case basis in fiscal 2010 and 3%
on an equivalent basis. (Equivalent depletions represent the conversion
of RTD brands to a similar drink equivalent as the parent brand. RTD
nine-liter case volume is divided by 10.) Net sales of the brand family
grew 8% on an as-reported basis and 7% on a constant-currency basis.
Line extensions of Jack Daniel’s grew at a faster rate than Jack Daniel’s
Tennessee Whiskey and contributed to more than half of the growth
for the year.
The benefit of our repackaging of Gentleman Jack, launched
in fiscal 2007, continued in fiscal 2010, as volumes grew nearly 16%,
surpassing 300,000 nine-liter cases, and net sales grew over 20%
on both an as reported and constant currency basis. We introduced
new packaging on Jack Daniel’s Single Barrel in fiscal 2010, which
re-ignited the brand’s performance, growing depletions 14% in fiscal
2010 compared to a 2% decline in fiscal 2009. Similar trends were seen
on the net sales for the brand – they increased double digits compared
to a decline in fiscal 2009 on both an as reported and a constant currency basis.
Perhaps even more impressive was the growth we experienced in
fiscal 2010 for the Jack Daniel’s RTD brands, where depletions grew
39% in fiscal 2010, on top of a 4% increase in fiscal 2009, and net
sales increased 48% on an as-reported basis and 37% on a constantcurrency basis. This growth was fueled by strong gains in Australia and
Germany and the expansion of the products into new markets including
the U.K., southern Europe, and Mexico. We believe that Jack Daniel’s
RTDs will continue to provide a growth opportunity for us. They offer
not only a great tasting, convenient expression of the brand that appeals
to consumers but also an effective marketing tool for the parent brand.
Finlandia and Southern Comfort are the two next most
important brands for us. Fiscal 2010 was a tough year for Finlandia
as its volume declined 1%. The brand was adversely affected by the
severe economic slowdown in its most important markets in Eastern
Europe, where the credit crisis lagged the developed markets of the
world.The effect was most acute in Poland, where retailers and wholesalers reduced inventories. Consumers appeared more cautious in
their spending patterns, reducing the number of visits to bars and
restaurants and trading down to lower-priced and locally produced
brands. Pricing pressure also hurt the brand’s performance, particularly
in the United States, and sales mix effects in Poland due to size and
flavor shifts. As a result, global net sales for Finlandia declined 12%
on an as-reported basis and 9% on a constant-currency basis. To help
improve the brand’s trends, we plan to introduce new packaging and
expand Finlandia’s flavors to a number of markets during fiscal 2011.
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Southern Comfort too had a difficult year, as depletions
declined 6% in fiscal 2010. Net sales declined 3% in fiscal 2010 on
an as-reported basis and 5% on a constant-currency basis. The brand
continued to be hurt in part by the consumers’ shift toward more
off-premise drinking occasions, where consumers are less likely to
mix complicated cocktails, particularly in its two largest markets,
the United States and the U.K. Increased competition from the
introduction of flavored whiskeys, flavored vodkas, and spiced rums in
the U.S. also contributed to the decline in depletions for the fiscal year.
To reinvigorate the brand’s growth and to realize our objective
of expanding our existing trademarks into new business opportunities,
we introduced Southern Comfort Hurricane and Southern Comfort
Sweet Tea ready-to-pour (RTP) products in the United States and
Southern Comfort Lemonade and Lime RTD products in the U.K.
during fiscal 2010. We are encouraged by the early performance of
these line extensions; when combined with the parent brand, the overall brand family depletions on a nine-liter case basis declined only 1%.
We are introducing new packaging for the Southern Comfort brand
and additional new products into the brand family to build on this
momentum in fiscal 2011 and help return the brand family to growth.
In fiscal 2010, we continued to expand the geographic footprint
of the tequila and tequila-based brands acquired as part our fiscal 2007
Casa Herradura acquisition. el Jimador, the #1 selling tequila brand
in Mexico, grew volumes nearly 40% outside of its largest market,
Mexico, as depletions grew 33% in the United States. We introduced
a new label and a new bottle carton for the super-premium Tequila
Herradura brand, during fiscal 2010. Since then, the brand’s depletion
trends reversed from declines to double-digit growth globally over the
second half of fiscal 2010.
One way we are leveraging the assets we acquired is by geographically expanding and introducing the Antiguo and New Mix brands
into selected markets in the United States. We believe our tequila
brands have considerable potential for future growth in a growing
category both in the United States and elsewhere. We plan to further
expand our tequila brands geographically in fiscal 2011 and to leverage
innovation with a new package for Herradura and the introduction of
line extensions.
Reflecting consumers’ tendency to trade down during recessions, depletion trends for our mid-priced brands generally improved
in fiscal 2010, including those for Canadian Mist, Early Times
and Korbel Champagne, while depletions for Little Black Dress
wines continued to grow. Depletion trends for our largest wine brand,
Fetzer, declined. Overall, these are largely off-premise-driven brands
in fiercely price-competitive segments. Although they have seen some
short-term benefit from consumers trading down in the current difficult economic environment, we expect longer-term growth for most
of these brands to be modest.
Most of our brands in the super-premium price category
continued to grow despite economic headwinds and some consumers
trading down. Woodford Reserve, Sonoma-Cutrer, Chambord,
and Bonterra all posted depletion gains in fiscal 2010. We remain
encouraged by the resilience of these small-but-growing superpremium brands and expect to see more growth opportunities as the
global economy continues to improve.

OUR DISTRIBUTION NETWORK

A critical component to expanding the reach of our brands around the
world is ensuring that consumers can find our products whenever and
wherever they seek a premium beverage alcohol brand. To accomplish
this broad access, we use a variety of distribution models around the
world. Among the factors we consider in choosing the distribution
model for a given market are (1) that market’s long-term attractiveness
and competitive dynamics and (2) our portfolio’s stage of development
in that market. Based on this assessment, we choose the most appropriate model to optimize our access to consumers in that market at that
time. That choice can evolve as market dynamics change and as our
portfolio matures.
We own and operate distribution networks in a handful of markets, including Australia, China, the Czech Republic, Korea, Mexico,
Poland, and Taiwan. In these markets, we sell our products directly to
retail stores or to wholesalers. In the U.K., we partner with another
supplier, Bacardi, to sell a combined portfolio of our companies’ brands.
In the United States, we sell our products either to wholesalers or (in
states that directly control alcohol sales) to state governments that then
resell to retail customers and consumers. In many other markets, we
rely significantly on other spirits producers to distribute our products. While to date it has happened only rarely, consolidation among
wholesalers in the United States or among spirits producers around
the world could hinder the distribution of our products in the future
as a result of reduced attention to our brands, the possibility that our
brands may comprise a smaller portion of their business, or a changing
competitive environment.
During fiscal 2010, we evaluated our route-to-consumer strategy
in more than a dozen countries in Europe, North America, and South
America. As a result, we will be making changes in a number of markets in fiscal 2011. These changes include expanding the number of
markets where we own our distribution to include Germany, Canada,
and Brazil, and expanding our cooperation with Coca-Cola Hellenic
Bottling (CCHB) to include Russia. CCHB is also our distributor in
Hungary, Ukraine, Croatia, and Slovenia. We anticipate that we will
be able to leverage their distribution prowess to further develop our
brands in the retail trade in the important Russian market.
In the remaining markets that we reviewed in fiscal 2010, we
renewed some distribution arrangements and replaced others. These
changes should improve our ability to influence and access local
consumers. In fiscal 2011, we expect to review our route-toconsumer strategies in additional markets in Asia. We expect to pursue
strategies and partnerships that will improve our in-market brandbuilding efforts. But in the short term, if changes are made to our
route-to-consumer in a market, we could experience temporary sales
disruptions, transition expenses, and costs of establishing infrastructure
which may initially more than offset margin gains.
OUR COMPETITION

We operate in a highly competitive industry.We compete against many
global, regional, and local brands in a variety of categories of beverage
alcohol; but most of our brands compete primarily in the industry’s
premium end. Trade information indicates that we are one of the largest suppliers of wine and spirits in the United States.While the industry
has consolidated considerably over the last decade, the 10 largest global
spirits companies control less than 20% of the total global market for
spirits, and in Asia their share is less than 15%. We believe that the
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overall market environment offers considerable growth opportunities
for exceptional builders of high-quality wine and spirits brands.
OUR BUSINESS ENVIRONMENT

Our long-term prospects are excellent. We anticipate the demand for
wine and spirits to continue to grow in most of our largest markets
over the medium and long term, as well as in many of the markets
where our products are starting from a lower base. Favorable demographic trends in the United States (through 2014), Asia and other
markets encourage us.
We see enormous potential for our brands to continue to grow in
the global marketplace. Markets outside the United States accounted
for only about 22% of our net sales in fiscal 2000; today our international business contributes 53% to our net sales. And yet our current
business accounts for only 1% of the total global market for wine
and spirits. We see great opportunities for global growth not only
in emerging markets (such as Brazil, Russia, India, and China) but
also in economically developed ones (such as the U.K., France and
Australia), where we are still establishing a strong presence.
Several of our major brands have enjoyed long lives already, and
can continue to grow for decades to come. (For example, Jack Daniel
licensed his distillery in 1866, and the Herradura and Old Forester
brands originated in 1870). The beverage alcohol business (especially
the premium brands in our portfolio) provides exceptional gross profit
margins and returns. The recent global recession decreased disposable
income and encouraged a newfound frugality for many consumers.
At first, this trend hurt some of our higher-priced brands that do well
on-premise. But we were able to optimize our mix of total investments
behind many brands, capitalize on our operational flexibility and reallocate resources to effectively reach consumers around the world. As a
result, we believe that our financial performance for fiscal 2010 was in the
top tier of our industry. Because we have been able to perform well despite
economic headwinds, we believe our future is filled with opportunity.
Public attitudes; government policies. Despite these favorable trends and growth opportunities, our ability to market and sell our
products depends heavily on society’s attitudes toward drinking and
government policies that flow from them. A number of organizations
blame alcohol manufacturers for the problems associated with alcohol
misuse. Some critics claim that beverage alcohol companies intentionally market their products to encourage underage drinking. Legal
or regulatory measures directed in response against beverage alcohol
(including its advertising and promotion) could adversely affect our
sales and business prospects.
Illegal alcohol consumption by underage drinkers and abusive
drinking by a minority of adult drinkers give rise to public issues of
great significance. Alcohol industry critics seek governmental measures
to make beverage alcohol more expensive, less available, and more difficult to advertise and promote.We believe these strategies are ineffective
and ill-advised. In our view, society is more likely to curb alcohol abuse
by better educating consumers about beverage alcohol and moderate drinking than by restricting alcohol advertising and sales or by
imposing punitive taxes.
We strongly oppose underage and abusive drinking. We carefully
target our products only to adults of legal drinking age. We have
developed a comprehensive internal marketing code and also adhere to
marketing and advertising guidelines of the U.S. Distilled Spirits
Council, the Wine Institute, and the European Forum for Responsible
Drinking, among others. We contribute significant resources to The

Century Council, an organization that we and other spirits producers
created in the early 1990s to combat alcohol misuse including drunk
driving and underage drinking. We actively participate in similar
organizations in our other markets.
Regulatory measures against our industry are of particular
concern in Europe, where many countries are considering more
restrictive alcohol policies.
The World Health Assembly (the governing body of the World
Health Organization) recently approved a global strategy on the harmful use of alcohol. The strategy contains a menu of policy options that
member states can tailor to their cultures and context. Importantly,
the strategy recognizes the beverage alcohol industry as a legitimate
stakeholder and puts the focus on reducing “harmful” or “excessive”
use and abuse and not on drinking per se. We view this development
as largely positive.
An important commitment of the beverage alcohol industry
is the implementation of the Global Actions on Harmful Drinking
in the areas of preventing drunk driving, increasing uptake of selfregulation, and better understanding of non-commercial alcohol. The
International Center for Alcohol Policies (ICAP), a not-for-profit
organization, is managing this significant effort, just getting underway in 18 countries. Major producers of beverage alcohol, including
Brown-Forman, are supporting this initiative.
Policy objectives. Broadly speaking, we seek two things:
1. 	recognition that beverage alcohol should be regarded like other
products that have inherent benefits and risks, and
2. 	equal treatment for distilled spirits, wine, and beer - all forms of
beverage alcohol - by governments and their agencies.
We acknowledge that beverage alcohol, when misused or abused,
can contribute to social and health issues. But we also believe strongly
that beverage alcohol should be viewed like other consumer products
- such as food and motor vehicles - that can also be hazardous if misused. Beverage alcohol plays an important part in enriching the lives of
the vast majority of those who choose to drink. That is why we stress
responsible consumption as we promote our brands. It is also why we
discourage underage drinking and irresponsible drinking, including
drunk driving. We believe that the optimal way to discourage alcohol
misuse and abuse is by partnering with parents, schools, law enforcement, and other concerned stakeholders.
Distilled spirits, wine, and beer are all forms of beverage alcohol,
and we believe governments should treat them equally. But generally,
and especially in the United States, distilled spirits are taxed far more
punitively than beer per ounce of alcohol, and are subject to tighter
restrictions on where and when consumers can buy them. Compared
with beer and wine, distilled spirits are also denied the right to advertise in some venues. Achieving greater cultural acceptance of our
products and parity with beer and wine in having access to consumers
is a major goal that we share with other distillers. We seek both fairer
distribution rules (such as Sunday sales in those U.S. states that still
ban them) and laws that permit product tasting, so that consumers can
sample our products and buy them more easily. We encourage rules
that liberalize international trade, so that we can expand our business
more globally. As we explain below, we oppose tax increases that make
our products more expensive for consumers, and seek to reduce the tax
advantage that beer currently enjoys.

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 3 8

M A N A G E M E N T ’ S D I S C U S S I O N A N D A N A LY S I S

Taxes. Recent proposals in the United States to increase taxes
on beverage alcohol to generate revenue are of considerable concern.
Beverage alcohol is already taxed separately and substantially through
state and federal excise taxes (FET), above and beyond corporate
income taxes on their producers. Some U.S. states also charge sales
tax on distilled spirits, even though they already collect state excise
taxes. The U.S. FET for spirits per ounce of pure alcohol is twice that
for beer. Besides placing a disproportionate tax burden on spirits, any
FET increase would have a negative economic effect on the hospitality
industry and its millions of workers.
In 2009, only two of the top ten global spirits companies were
based in the United States. Several former U.S.-based beverage companies have been acquired by foreign companies over the years and
shifted employment and trademark ownership to countries with more
favorable tax regimes.We estimate that our fiscal 2011 effective corporate income tax rate will be about 33%, compared to recent effective
rates ranging from 7.3% to 25% for our largest foreign competitors.
Obviously this is a significant economic disadvantage for us. Current
discussions in the U.S. Congress about decreasing or eliminating U.S.
companies’ ability to:
1) receive a tax credit for foreign taxes paid; and
2)	obtain a current U.S. tax deduction for certain expenses in the
U.S. related to foreign earnings
could magnify this disadvantage and further erode global competitiveness for U. S. companies like ours.
The U.S. Congress is also considering the repeal of the LIFO
(last-in first-out) treatment of inventory, an accepted tax and accounting practice in the United States for over 70 years. We strongly oppose
this repeal because LIFO is designed to minimize artificial inflation
gains and to reflect replacement costs accurately. LIFO is particularly
important to companies like ours, whose aging process requires some
distilled spirits to be held in inventory for several years before being
sold. As contemplated, LIFO repeal would also result in an unprecedented “recapture” of tax benefits received in prior years - in effect, a
retroactive tax increase.
We face the risk of increased tax rates and tax law changes in
many of our international markets as well. This risk increases as we
expand the scale of our business outside the United States.
OUR MARKET RISKS

We are exposed to market risks arising from adverse changes in commodity prices affecting the cost of our raw materials and energy, foreign
exchange rates, and interest rates. We try to manage risk responsibly
through a variety of strategies, including production initiatives and
hedging strategies. Our foreign currency hedging contracts are subject to changes in exchange rates, our commodity futures and option
contracts are subject to changes in commodity prices, and some of
our debt obligations are subject to changes in interest rates. We discuss
these exposures below and also provide a sensitivity analysis as to the
effect the changes could have on our results of operations.
See Note 4 to our consolidated financial statements for details on
our grape and agave purchase obligations, which are exposed to commodity price risk, and “Critical Accounting Estimates” for a discussion of
our pension and other postretirement plans’ exposure to interest rate risks.

See “Important Information on Forward-Looking Statements”
(page 67) for details on how economic conditions affecting market
risks also affect the demand for and pricing of our products.
Foreign Exchange. Foreign currencies’ strength relative to the
dollar affects sales and the cost of purchasing goods and services in
our other markets. We estimate that our foreign currency revenues for
our largest exposures will exceed our foreign currency expenses by
approximately $500 million in fiscal 2011. Foreign exchange rates also
affect the carrying value of our foreign currency denominated assets
and liabilities.
To the extent that these foreign currency exposures are not
hedged, our results of operations and statement of financial operations improve when the dollar weakens against foreign currencies and
decline when the dollar strengthens against them. But we routinely use
foreign currency forward and option contracts to hedge our transactional foreign exchange risk and in some circumstances, our net asset
exposure. Provided these contracts remain effective, we will not recognize any unrealized gains or losses until we either recognize the
underlying hedged transactions in earnings or convert the underlying
hedged net asset exposures. At April 30, 2010, our total foreign currency hedges had a notional value of $400 million, with maximum
term outstanding of 27 months, and a net unrealized loss of less than
$1 million.
As of April 30, 2010, we hedged approximately 50% of our total
transactional exposure to foreign exchange fluctuations in 2011 for
our major currencies by entering into foreign currency forwards and
option contracts. We currently expect our fiscal 2011 earnings to be
hurt when compared to fiscal 2010 due to the effect of the recent
significant strengthening of the dollar on our unhedged exposures. But
if the dollar weakens, the effect on the unhedged portion would help
our fiscal 2011 reported results.
More specifically, incorporating the effect of our hedging program at April 30, 2010, we estimate that, for our significant currency
exposures, if the average value of the U.S. dollar were to increase 10%
in fiscal 2011 relative to our fiscal 2010 effective rates, our fiscal 2011
operating income would decrease by $35 million. Conversely, if the
value of the U.S. dollar were to decline 10% relative to fiscal 2010
effective rates, our operating income would increase by $38 million.
Commodity Prices. Commodity prices are affected by weather,
supply and demand conditions, and other geopolitical and economic
variables. We use futures contracts and options to reduce the price
volatility of corn. At April 30, 2010, we had outstanding hedge positions on approximately 3 million bushels of corn with unrealized losses
of less than $1 million. We estimate that a 10% decrease in corn prices
would increase the unrealized loss at April 30, 2010, by $1 million.
We expect to mitigate the effect of increases in our raw material costs
through our hedging strategies, ongoing production and cost saving
initiatives, and targeted increases in prices for our brands. In addition,
we are developing a climate-change strategy to assess the significance
of risks related to the availability and prices of our key agricultural
inputs, including grains, grapes, agave, and water and to adopt mitigation measures where appropriate.
Interest Rates. Our cash and cash equivalents, variable-rate
debt, and fixed-to-floating interest rate swaps are exposed to the risk
of changes in interest rates. Based on the April 30, 2010, balances of
variable-rate debt, interest rate swaps, and investments, a 1% point
increase in interest rates would increase our annual interest expense
(net of interest income on cash and equivalents) by $2 million.
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OUR FISCAL 2011 EARNINGS OUTLOOK

The major factors driving our fiscal 2010 change in net sales were:

We expect a moderately better global economic environment and
slightly improved consumer trends in fiscal 2011. However, there are
a number of uncertainties we see as we start fiscal 2011 including the
ongoing volatile macroeconomic conditions, expected uneven pace
of recovery around the world, unanticipated success or disruption
from distribution moves we are planning in fiscal 2011, changes in
distributor and retail inventory levels, consumer response to innovation activities that we plan to introduce this year, and significant recent
volatility in foreign exchange rates. Given these uncertainties, we
currently expect our fiscal 2011 earnings per share to be within a range
of $2.98 to $3.38, compared to fiscal 2010 earnings per share of $3.02.
Excluding these uncertainties, we anticipate a continuation of underlying operating income growth in the mid-single digits.
RESULTS OF OPERATIONS

Our total diluted earnings per share were a record $3.02 for fiscal
2010. Our business includes strong brands representing spirits such as
whiskey, bourbon, vodka, tequila, and liqueur, a wide range of varietal wines, and champagnes. The largest market for our brands is the
United States, which generally prohibits wine and spirits manufacturers from selling their products directly to consumers. Instead, we sell
our products to wholesale distributors or state-owned operators, who
then sell the products to retailers, who in turn sell to consumers. We
use a similar tiered distribution system in many markets outside the
United States, but we distribute our own products in several markets, including Australia, China, the Czech Republic, Korea, Mexico,
Poland, and Taiwan. During fiscal 2010, we made decisions to implement a number of route-to-consumer changes including new direct
investments in distribution in three countries, Germany, Brazil, and
Canada, beginning at various times during fiscal 2011.
Distributors and retailers normally keep some of our products in
inventory, so retailers can sell more (or less) of our products to consumers than distributors buy from us during any given period. Because
we generally record revenues when we ship our products to distributors, our sales for a period do not necessarily reflect actual consumer
purchases during that period. Ultimately, of course, consumer demand
is critical in understanding the underlying health and financial results
of our brands and business. The beverage alcohol industry generally
uses “depletions” (defined on page 36) to approximate consumer demand.
We also purchase syndicated data and monitor inventory levels in the
trade to confirm that depletions accurately represent consumer demand.
FISCAL 2010 COMPARED TO FISCAL 2009

Net sales of $3.2 billion increased 1%, or $34 million, compared to
fiscal 2009. We continued to expand our international footprint by
expanding our existing portfolio despite economic headwinds in a
number of markets around the globe. Net sales grew at a faster rate
outside the United States than within it, where sales declined slightly.
Our net sales outside the United States now constitute 53% of total
sales, up from 52% a year ago. Just 10 years ago, sales outside the United
States constituted less than 25% of our total net sales.

		
		

Change
vs. 2009

Underlying change in net sales		
Volume...................................................... 1%
Net price/mix............................................. 0%
Estimated net change in trade inventories		
Discontinued brands		

1%

1%
(1%)

Reported change in net sales		

1%

“Estimated net change in trade inventories” refers to the estimated financial impact of changes in distributor inventories for our
brands. We compute this effect using our estimated depletion trends
and separately identify distributor inventory changes in our explanation of changes for our key measures. Based on the estimated depletions
and the fluctuations in distributor inventory levels, we then adjust the
percentage variances from the prior year to the current year for our
key measures. We believe separately identifying the impact of this item
helps to explain how varying levels of distributor inventories can affect
our business.
“Discontinued brands” refers to both the December 2008 sale of
our Bolla and Fontana Candida Italian wine brands and to the impact
of certain agency brands distributed in various geographies that left our
portfolio during the comparable period.
The primary drivers contributing to our 1% underlying growth
in net sales during fiscal 2010 were the performance of several brands
in our portfolio, including Jack Daniel’s & Cola, Jack Daniel’s Tennessee
Whiskey, Gentleman Jack, Southern Comfort RTPs, el Jimador, Jack
Daniel’s Single Barrel, and Woodford Reserve while net sales declined
for Southern Comfort, Finlandia, Fetzer, and in several agency brands.
Higher used-barrel sales also contributed to underlying net sales growth.
Australia, Germany, France, and Turkey were the most significant
countries that experienced underlying growth in net sales, while net
sales declined in several countries, including Poland, Spain, the U.K.,
and Russia. Here are some details on our volume and sales changes
for the year:
•	Global depletions for Jack Daniel’s Tennessee Whiskey grew
for the 18th consecutive year, reaching 9.6 million nine-liter
cases, up 2% for fiscal 2010. The brand’s expansion was fueled
by 3% growth internationally, while volumes were flat in the
United States. Despite overall gains internationally, several key
Jack Daniel’s markets saw volumetric declines for the year, due
primarily to the effects of the challenging economic conditions
in certain countries and channels. Most affected were our travel
retail channel, South Africa, and some Western European markets,
including Italy and Spain.
		
In the United States, while depletions were flat, consumer
takeaway trends (according to National Alcohol Beverage Control
Association (NABCA) data for the 12 months ended April 2010)
reflect volume declines for the brand, at nearly 3%. The difference
between our depletion results and these takeaway trends implies
an increase in retail inventory levels for the fiscal year, following
the significant reduction in fiscal 2009. While we believe retail
inventory levels are essentially back in balance to pre-recession
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levels, and recent takeaway trends for the three months ended
April 2010 are showing improvement, an overall decline in takeaway trends for the brand in fiscal 2011 would represent a risk to
our current earnings outlook for the year.
		
Further, the overall distilled spirits category in the United
States continued to grow during fiscal 2010, though at a slower
rate compared to recent years. As measured by NABCA data, U.S.
industry trends indicate that for the 12 months ended April 30,
2010, total distilled spirits volume grew 1.4% while Jack Daniel’s
declined approximately 3% as lower-priced brands gained share.
But, Jack Daniel’s outperformed most of its major competitors on
both a volume and dollar basis in this key market.
		
Consumer demand increased and expanded for this iconic,
authentic American whiskey in several international markets,
including Germany, Australia, France, Turkey, Poland (where the
brand surpassed 100,000 nine-liter cases), Mexico, Russia, and
many markets in Central Europe and Latin America. The brand’s
largest market outside the United States, the U.K., registered
modest depletion growth that resulted in the brand surpassing the
one million nine-liter case mark for that market. Net sales for
the brand globally increased in the low single digits on both a
reported and constant-currency basis.
•	Sales of Gentleman Jack (with depletions exceeding 300,000
nine-liter cases) and Jack Daniel’s Single Barrel (with depletions nearing 100,000 nine-liter cases) grew at double-digit rates
on both an as-reported and a constant-currency basis.
•

Jack Daniel’s RTDs registered significant double-digit growth
in net sales on both a reported and constant-currency basis, as the
brands benefitted from strong volumetric gains in Germany as
well as the expansion into the U.K., Mexico, Italy, and a number
of other markets. In Australia, Jack Daniel’s RTDs registered
double-digit growth in both reported and constant-currency net
sales and added more than 950,000 nine-liter cases during the
fiscal year after growing the prior year in the high single digits.

•	After growing volumes every year since our acquisition, Finlandia
depletions and net sales declined in fiscal 2010. The brand’s
performance was affected by the economic downturn in its
largest and most important market, Poland, due in part to retailer
de-stocking and trading down by consumers. Despite these
factors, Finlandia gained market share in Poland, and takeaway
trends remained positive. The brand experienced depletion gains
in several markets, including the United States, the U.K., Australia,
and Spain. Finlandia grew in several markets in Central Europe
while expanding at a double-digit rate in Russia (where we sell
over 250,000 nine-liter cases) despite a declining vodka category.
•	Southern Comfort’s global depletions declined 6% in fiscal
2010, while its net sales declined on both a reported and constantcurrency basis in the low and mid-single digits, respectively. Of
the brand’s top five markets, only Australia grew depletions for
the year. Southern Comfort’s volumetric declines for the third
consecutive year continued to be caused in part by weakness in
the on-premise channel around the world and by the increase in
the number of flavored whiskey and vodka introductions in the
United States as well as increased competition from spiced rums.

•	Three new Southern Comfort product offerings/line extensions
were introduced during fiscal 2010, including Southern
Comfort Hurricane and Southern Comfort Sweet Tea (both
for the U.S. market) and Southern Comfort Lemonade and
Lime (for the U.K. market). These RTP and RTD expressions
generated incremental sales for the year as consumers purchased
these new pre-mixed versions of on-premise-type cocktails for
off-premise consumption. Revitalizing this brand is one of our
top priorities for fiscal 2011. We believe the significant organizational focus on the brand coupled with new packaging, new line
extensions, including the introduction of Southern Comfort
Lime, a 50-proof product offering, and new advertising will help
reinvigorate the brand’s trends in fiscal 2011.
•	In fiscal 2007, we significantly expanded and diversified our portfolio with the acquisition of the Casa Herradura tequila brands.
We believe these premium and super premium brands have considerable potential for future growth because they are strong
competitors in a growing category and are only now expanding
their geographic footprint. During fiscal 2010, the el Jimador
brand, a 100% agave tequila, expanded into markets outside the
United States and registered strong double-digit depletions gains
in the important United States market. The brand significantly
outperformed the tequila category and grew market share in the
United States.
•	Overall depletion and net sales performance were mixed for our
other brands. Despite economic headwinds and some consumers
trading down, several of our super-premium priced brands
registered depletion gains in fiscal 2010, including Herradura,
Chambord, Woodford Reserve, Sonoma-Cutrer, and
Bonterra. Meanwhile, Fetzer, Canadian Mist, Tuaca, and
New Mix all recorded depletion declines in fiscal 2010.
This table highlights our major brands’ worldwide depletion results
for fiscal 2010:
			
			

Jack Daniel’s
Jack Daniel’s RTDs(1)
New Mix RTDs(2)
Finlandia
Southern Comfort
Fetzer		
Canadian Mist
Korbel Champagnes
Super-Premium Other(3)
el Jimador

Nine-Liter
Cases (000s)

9,620
4,745
4,485
2,995
2,205
2,185
1,820
1,295
1,220
1,095

% Change
vs. 2009

2%
39%
(3%)
(1%)
(6%)
(5%)
(1%)
0%
2%
4%

(1) Jack Daniel’s RTD products include all RTD line extensions of Jack Daniel’s, such as
Jack Daniel’s & Cola, Jack & Ginger, and Jack Daniel’s Country Cocktails.
(2) New Mix is a tequila-based RTD brand we acquired in January 2007 as part of the
Casa Herradura acquisition, initially sold only in Mexico but was introduced in a few
markets in the United States during fiscal 2010.
(3) Includes Bonterra, Chambord, Herradura, Sonoma-Cutrer,Tuaca, and Woodford Reserve.
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Gross profit increased 2%, or $34 million, during fiscal 2010.
The stronger dollar, which hurt gross profit by $7 million, was more
than offset by the absence of the $22 million non-cash agave inventory write-down included in cost of sales in fiscal 2009, an increase in
estimated trade inventory levels, and underlying growth in gross profit.
Our underlying change in gross profit for the year of 1% equaled the
increase in underlying net sales growth, as lower costs and modest price
increases offset the unfavorable effect of changes in sales mix by brand,
by geography, by size, and by channel.The table below summarizes the
major factors that fueled gross profit growth for the year.
		
		

Absence of non-cash agave inventory write-down
Estimated net change in trade inventories
Underlying change in gross profit
Foreign exchange
Reported change in gross profit

Change
vs. 2009

1%
1%
1%
(1%)
2%

In this table, “Non-cash agave inventory write-down” refers to
an abnormal number of agave plants identified early in fiscal 2009
as dead or dying. Although agricultural uncertainties are inherent in
any business that includes growing and harvesting raw materials, the
magnitude of this item in the fiscal year distorts the underlying trends
of our business.
“Foreign exchange” refers to net gains or losses resulting from
our sales and purchases in currencies other than the dollar. We disclose
this separately to explain our business changes on a constant-currency
basis, because exchange rate fluctuations can distort the underlying
growth of our business (both positively and negatively). To filter out
the effect of foreign exchange fluctuations, we translate current year
results at prior-year rates. In fiscal 2010, the stronger dollar reduced
our net sales, gross profit, operating income, and earnings per share
and also reduced our advertising and selling, general, and administrative expenses. Although foreign exchange volatility is a reality for a
global company, we routinely review our company performance on
a constant-currency basis. We believe separately identifying foreign
exchange’s effect on major line items of the consolidated statement of
operations makes our underlying business performance more transparent.
Gross margin (gross profit as a percent of net sales) increased
from 49.4% to 50.0% for the year. The absence of the non-cash agave
inventory write-down and the loss of profits from low margin sold or
discontinued brands from our portfolio boosted our gross margins for
the year.
Advertising expenses were down $33 million, or 9%, due in
part to the absence of spending behind brands that are no longer in our
portfolio. Overall advertising spending on a constant-currency basis
(excluding the effect of discontinued brands and foreign exchange)
was significantly below fiscal 2009, as we reallocated our spending and
adjusted our promotional mix to those brands, markets, and channels
where consumers and the trade were most responsive to investments
in this challenging, volatile economic environment.

		
		

Change
vs. 2009

Foreign exchange
Discontinued brands
Underlying change in advertising

1%
(1%)
(9%)

Reported change in advertising

(9%)

In fiscal 2010 we continued to reallocate our brand investments
from advertising to other activities, such as spending for value-added
packaging (reflected in cost of sales in our financial statements) and
targeted, selective consumer price promotions (reflected in net sales).
Both of these costs are a form of brand investment. Considering these
reallocation decisions, overall investments behind our brands were
again up in fiscal 2010. Additionally the rapid expansion of our RTD
brands served as a form of advertising, generating millions of incremental drink impressions.
Selling, general, and administrative (SG&A) expenses
decreased $9 million, or 1% as shown in the following table:
			
		
Change
		

vs. 2009

Underlying change in SG&A
Absence of early retirement/workforce reduction charge

1%
(2%)

Reported change in SG&A

(1%)

Several factors influenced the reduction in spending in fiscal
2010, including the absence of the $12 million costs associated with
our early retirement program and workforce reduction actions taken
during fiscal 2009, the benefit these actions had on the lower overall
cost base in fiscal 2010, the continued tight management of discretionary expenses, and the effect of a stronger dollar. Higher compensation
related expense in fiscal 2010 partially offset these reductions.
Other income decreased $27 million in fiscal 2010, due
primarily to the absence of the $20 million net gain we realized on
the sale of Bolla and Fontana Candida Italian wine trademarks in fiscal
2009 and a $12 million non-cash impairment write-down of the Don
Eduardo brand name during fiscal 2010. The decline in value of the
Don Eduardo brand name reflects a significant reduction in estimated
future net sales for this low volume, high-priced tequila brand that
has in part been affected by the downturn in the global economic
environment that began during the second half of calendar 2008.
Operating income reached a record $710 million in fiscal
2010, an improvement of $49 million, or 7% over fiscal 2009.
Operating income benefitted from:
• planned cost savings and efficiencies,
• underlying operating income growth,
•	the absence of the $22 million pre-tax non-cash agave writedown in fiscal 2009,
•	the absence of $12 million of cost associated with our early retirement program and workforce reduction actions taken during
fiscal 2009, and
• a net increase in estimated trade inventory levels.
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Operating income was hurt by the absence of $25 million of income
from discontinued brands (including the $20 million net gain in fiscal
2009 on the sale of our Italian wine brands), the $12 million non-cash
write-down of the Don Eduardo brand name during fiscal 2010, and
the stronger dollar, which reduced operating income by $4 million.
The chart below summarizes the major factors driving the
change in operating income for the year and identifies our underlying
operating income growth for fiscal 2010 of 6%.
		
Change
		

vs. 2009

Underlying change in operating income
Absence of non-cash agave inventory write-down
Absence of early retirement/workforce reduction charge
Estimated net change in trade inventories
Foreign exchange
Don Eduardo brand name write-down
Discontinued brands (including gain on sale)
Reported change in operating income

6%
4%
2%
2%
(1%)
(2%)
(4%)
7%

Positive factors influencing our underlying growth in operating
income for the year include:
•	higher consumer demand for Jack Daniel’s RTD products in
Australia and Germany and the geographic expansion of the
products into the U.K., Spain, Italy, and Mexico;
•	gains for several other brands, including Jack Daniel’s, Gentleman
Jack, el Jimador, Jack Daniel’s Single Barrel, Woodford Reserve,
and Little Black Dress wines;
• higher used barrel sales; and
• planned cost savings and efficiencies.
These positive factors were partially offset by an increase in
compensation expense and by volume declines for Southern
Comfort globally, Finlandia in Poland (its largest market), and several
agency brands.
Operating margin (operating income divided by net sales)
improved to 22.0% in fiscal 2010 from 20.7% a year ago, reaching its
highest level since fiscal 2006. This improvement reflects an increase
in gross margin from 49.4% to 50.0% as well as operating expense
leverage we recognized resulting from efficiency gains and our effective reallocation of investments to reach consumers around the world
during the current uncertain and volatile global economy.
Interest expense (net) decreased by $3 million compared to
fiscal 2009, reflecting lower net debt and a reduction in short-term
interest borrowing rates compared to a year ago.
The effective tax rate reported in fiscal 2010 was 34.1% compared to 31.1% in fiscal 2009.The increase in our effective tax rate was
driven by items which had decreased our effective tax rate in fiscal
2009, including the net reversal of unrecognized tax benefits due to
the expiration of statutes of limitations and the use of a portion of a
capital loss carryforward from the sale of Lenox, Inc. to offset the gain
realized from the Italian wine brands sale.The non-cash write-down of
the Don Eduardo brand name during fiscal 2010 and the recognition
of additional tax expense related to discrete items arising during the
year, negatively affected the effective rate in fiscal 2010.

Diluted earnings per share reached a record $3.02 in fiscal
2010, up 5% over fiscal 2009. This growth resulted from the same
factors that generated operating income growth and was also helped
by a reduction of net interest expense and fewer shares outstanding
after share repurchases. Tempering these factors was an increase in the
effective tax rate for the year.
Basic and diluted earnings per share. In Note 12 to our
consolidated financial statements, we describe our 2004 Omnibus
Compensation Plan and how we issue stock-based awards under it. In
Note 1, under “Stock-Based Compensation” we describe how the plan
is designed to avoid diluting earnings per share.
FISCAL 2009 COMPARED TO FISCAL 2008

Net sales decreased 3%, or $90 million, with the stronger dollar
accounting for $150 million of the decline. Further declines were
attributable to the impact of lower distributor inventories and the
absence of sales from discontinued brands. Our underlying net sales
grew for the year, led by Jack Daniel’s Tennessee Whiskey, Finlandia,
Gentleman Jack, and New Mix, despite a difficult environment in
many countries. Jack Daniel’s registered depletion growth for the 17th
consecutive year, though up modestly as the brand grew less than 1%
globally. Jack Daniel’s & Cola grew depletions 6% globally, fueled by
strong gains in Germany, while Gentlemen Jack grew depletions by
more than 20% as volumes approached 300,000 nine-liter cases in
fiscal 2009. Worldwide depletions for Finlandia grew 7%, surpassing
the 3 million nine-liter case mark for the first time, fueled by volume
growth in Poland (the brand’s largest market) and Russia. Southern
Comfort worldwide depletions declined 5%, with most of the brand’s
key markets adversely affected by the global recession and declining
on-premise trends. Casa Herradura brands increased depletions by 6%.
Overall depletion performance during fiscal 2009 was mixed for the
other brands in our portfolio. Several of our super- premium priced
brands registered depletion gains in fiscal 2009, including Woodford
Reserve, Sonoma-Cutrer, Tuaca, and Bonterra. Meanwhile, Fetzer,
Korbel California Champagnes, Canadian Mist, and Early Times all
recorded low single-digit percentage depletion declines.
Gross profit declined $118 million, or 7%. In addition to the
same factors that affected the decline in net sales, gross profit was negatively affected by a $22 million non-cash agave inventory write-down
included in costs of sales. Gross margin declined from 51.6% in fiscal
2008 to 49.4% in fiscal 2009. The major factors for this decline were
the non-cash agave write-down which depressed our gross margin by
0.7% points, the 70% increase in Australian excise tax on RTDs (which
increased both our net sales and our cost of sales by the same amount),
increased value-added packaging costs, higher costs of grain and fuel,
and shifts in brand and geographic mix.
Advertising expenses decreased $32 million, or 8%, due to the
benefit of a strong dollar, the absence of spending behind discontinued
brands, and the reallocation of our brand investments and promotional
mix to those brands, markets, and channels where the consumers and
trade were most responsive.
Selling, general, and administrative expenses decreased
$44 million, or 7%, driven primarily by tight management of discretionary expenses, lower performance-related costs (including incentive
compensation), and the benefit of a stronger dollar. These factors were

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 4 3

M A N A G E M E N T ’ S D I S C U S S I O N A N D A N A LY S I S

partially offset by a $12 million charge we took to reduce our cost base
in fiscal 2009, including an early retirement program and an overall
reduction in workforce.
Other income increased $18 million in fiscal 2009, due primarily to the $20 million gain we realized on the sale of the Bolla and
Fontana Candida Italian wine brands in December 2008.
Operating income of $661 million in fiscal 2009 decreased $24
million, or 4%, compared to fiscal 2008. Operating income was hurt by
$30 million from a stronger dollar, the $22 million non-cash agave
write-down, $12 million one-time costs associated with our early
retirement program and workforce reduction actions, a net reduction
in distributor inventory levels, and the loss of income from discontinued
brands. Operating income benefitted from the $20 million net gain
recognized on the sale of our Italian wine brands, lower transition
expenses associated with our fiscal 2007 acquisition of Casa Herradura,
and underlying operating income growth from the business. The
underlying growth in operating income was driven by higher consumer demand for Jack Daniel’s Tennessee Whiskey in several markets,
continued expansion of Finlandia in Eastern Europe, gains for several
other brands in our portfolio, including New Mix, Gentleman Jack,
Sonoma-Cutrer,Tuaca, and Little Black Dress wines, higher used barrel
sales, lower operating expenses due to tight management of discretionary expenses, and lower performance-related costs such as incentive
compensation. These positive factors were partially offset by volume
declines for Southern Comfort globally and Jack Daniel’s in some
Western European markets as well as lower profits for Jack Daniel’s &
Cola in Australia.
Interest expense (net) decreased by $10 million compared to
fiscal 2008, reflecting both a shift from debt with higher fixed rates to
debt with lower variable rates and an overall reduction in debt levels.
Effective tax rate in fiscal 2009 was 31.1% compared to 31.7%
in fiscal 2008. During fiscal 2009, we lowered our effective tax rate by
using a portion of the capital loss carryforward from the sale of Lenox
Inc. to eliminate the gain realized from the sale of our Italian wine
brands. This positive factor was partially offset by a decrease in the
beneficial impact of taxes provided in our foreign subsidiaries.
Diluted earnings per share increased 1% to $2.87 in fiscal
2009. This growth was driven by a reduction in net interest expense, a
lower effective tax rate, and fewer shares outstanding after share repurchases, which offset the overall decrease in operating income.
OTHER KEY PERFORMAN CE MEASURES

Our goal is to increase the value of our shareholders’ investment
consistently and sustainably over the long term. We believe that the
long-term relative performance of our stock is a good indication of
our success in delivering attractive returns to shareholders.

Total shareholder return. An investment made in BrownForman Class B common stock over terms of two, five, and ten years
would have outperformed the returns of the total S&P 500 over the
same periods. Specifically, a $100 investment in our Class B stock on
April 30, 2000, would have grown to approximately $333 by the end
of fiscal 2010, assuming reinvestment of all dividends and ignoring
personal taxes and transaction costs. This represents an annualized
return of 13% over the 10-year period, compared to a ten-year return
in an investment in the S&P 500 of 0%. While a more recent investment in Brown-Forman Class B common stock (one year ago) would
have provided a healthy return of 28% over the past year, our total
shareholder return was below that of the S&P 500 over that one-year
period.We believe this is because our stock price did not fall as sharply
during the global economic crisis as the overall S&P 500 did. To illustrate this point, looking at the total shareholder return for the two-year
period ending April 30, 2010, Brown-Forman outperformed the S&P
500, delivering an annualized 6% total shareholder return, while the
S&P 500 declined 5% annualized over this two year period.

Compound Annual Growth in Total Shareholder Return
(as of April 30, 2010, dividends reinvested)
40%

30%

20%

10%

0%
-5%
1
year

2
year

BF CLASS B SHARES

5
year

10
year

S&P 500 INDEX

Return on average invested capital. Our return on average
invested capital increased to 16.6% in fiscal 2010, driven by record
earnings and our careful management of our investment base, which
declined 2%. We believe this return surpassed those of our wine and
spirits competitors, and we expect our return on average invested
capital to continue to increase over the longer term.This expectation is
based on our positive outlook for earnings growth that we have, given
the growth opportunities for our brands and our continued thoughtful management of our investments in them. It is our ambition to
maintain our industry-leading return on average invested capital over
the long term.
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LIQUIDITY AND CAPITAL RESOURCES

Our ability to consistently generate cash from operations is one of our
most significant financial strengths. Our strong cash flows enable us
to pay dividends, pursue brand-building programs, and make strategic
acquisitions that we believe will enhance shareholder value. Investment
grade ratings of A2 from Moody’s and A from Standard & Poor’s provide us with financial flexibility when accessing global credit markets.
We believe cash flows from operations are more than adequate to meet
our expected operating and capital requirements.

Cash used by investing activities in fiscal 2010 was essentially
unchanged compared to that in fiscal 2009 because lower investment
in property, plant, and equipment was offset by the absence of
20
one-time
proceeds received in fiscal 2009 from the sale of our Italian
wine brands.
15 Cash used for financing activities increased by $421 million,
primarily reflecting a $298 million net increase in debt repayments
and a $119 million increase in share repurchases of our common stock
10
compared
to fiscal 2009.
In comparing fiscal 2009 with fiscal 2008, cash provided by
operations
decreased $43 million, reflecting a reduction in earnings
5
due in part to the appreciation of the dollar during fiscal 2009 and the
absence of a refund of value-added taxes related to the acquisition of
0 Herradura received during fiscal 2008. Cash provided by investCasa
ing activities decreased $65 million compared to fiscal 2008, primarily
reflecting our liquidation of $86 million of short-term investments
during fiscal 2008. Cash used for financing activities decreased by
$520 million, reflecting a $204 million special distribution to shareholders in May 2007, a $168 million net decrease in debt repayments,
and a $184 million decrease in share repurchases of our common stock
during fiscal 2009 compared to fiscal 2008.

Fiscal 2010 Cash Utilization
$1 Other, net
$37 Capital spending
(incl. software)
$158 Share repurchases

CASH FLOW SUMMARY
(Dollars in millions)

Operating activities
Investing activities:
Sale of brand names and trademarks
Sale of short-term investments
Additions to property, plant,
and equipment
Other		

2008

2009

2010

$ 534

$ 491

$ 545

—
86

17
—

—
—

(41)
(17)

(49)
(5)

(34)
(1)

			
Financing activities:
Net repayment of debt
Acquisition of treasury stock
Special distribution to stockholders
Dividends paid
Other		

28

(37)

(35)

(172)
(223)
(204)
(158)
21

(4)
(39)
—
(169)
(4)

(302)
(158)
—
(174)
(3)

			

(736)

(216)

(637)

10

(17)

19

Foreign exchange effect
Change in cash and cash equivalents

$(164)

$ 221

$(108)

Cash provided by operations was $545 million in fiscal 2010
compared to $491 million in fiscal 2009. This 11% increase primarily
reflects a reduction in working capital requirements and an increase
in earnings.

$174 Dividends
Operating activities $545

$302 Debt payments

Sources of cash

Uses of cash

Capital expenditures. Investments in property, plant, and
equipment were $41 million in fiscal 2008, $49 million in fiscal 2009,
and $34 million in fiscal 2010. Expenditures over the three-year period
included investments to maintain, expand and improve production
efficiency, to reduce costs, and to build our brands.
We expect capital expenditures for fiscal 2011 to be $45 million to
$55 million, in line with historical spending levels. Our capital spending plans in fiscal 2011 include investments in cost-saving initiatives
and compliance projects at our production facilities.We expect to fund
fiscal 2011 capital expenditures with cash provided by operations.
Share repurchases. During fiscal 2008, under a stock repurchase plan authorized by our Board of Directors in November 2007,
we repurchased 3,721,563 shares of common stock (42,600 of Class A
and 3,678,963 of Class B) for $200 million.
Separately, under an agreement approved in May 2007 by a committee of our Board of Directors composed exclusively of non-family
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directors, we repurchased about $22 million in Class A common shares
during fiscal 2008 from a Brown family member. We also paid about
$1 million during fiscal 2008 for shares surrendered by two employees
to satisfy income tax withholding obligations, in accordance with our policy.
In December 2008, we announced that our Board of Directors
authorized us to repurchase up to $250 million of our outstanding
Class A and Class B common shares over the succeeding 12 months,
subject to market conditions. Under this plan, which expired on
December 3, 2009, we repurchased 4,249,039 shares (23,788 of Class
A and 4,225,251 of Class B) for approximately $196 million.The average repurchase price per share, including broker commissions, was
$47.13 for Class A and $46.06 for Class B.
As we announced on June 8, 2010, our Board of Directors has
authorized us to repurchase up to $250 million of our outstanding
Class A and Class B common shares before December 1, 2010, subject
to market and other conditions. Under this program, we may repurchase shares from time to time for cash in open market purchases,
block transactions, and privately negotiated transactions in accordance
with applicable federal securities laws.
Liquidity. We continue to manage liquidity conservatively to
meet current obligations, fund capital expenditures, and maintain
dividends, while reserving adequate debt capacity for acquisition
opportunities.With cash flow generated during fiscal 2010, we repaid a
$150 million floating-rate note at maturity and reduced our outstanding short-term commercial paper.
We have access to several liquidity sources to supplement our
cash flow. Our commercial paper program, supported by our bank
credit facility, continues to fund our short-term credit needs at attractive interest rates. Our commercial paper continued to enjoy steady
demand from investors.
Should liquidity be unavailable in the commercial paper market,
we expect that we could satisfy our liquidity needs by drawing on our
$800 million bank credit facility (currently unused). This facility
expires April 30, 2012, and carries favorable terms compared with current market conditions.
The current pending financial reform legislation could potentially
result in severe bank credit ratings downgrades, and some of these
banks could fail or become nationalized; we do not know the effect
such an extreme event might have on those banks’ ability to fund our
credit facility.While we are concerned about this uncertainty, the markets for investment-grade bonds and private placements are currently
robust. These markets, in addition to our cash flow, should provide a
source of long-term financing that we could use to pay off our shortterm debt if necessary.
We have high credit standards when initiating transactions with
counterparties and closely monitor our counterparty risks with respect
to our cash balances and derivative contracts (that is, foreign currency
and interest rate hedges). If a counterparty’s credit quality were to
deteriorate below our acceptable credit standards, we would either
liquidate exposures or require the counterparty to post appropriate
collateral.
We believe our current liquidity position is strong and sufficient to
meet all of our financial commitments for the foreseeable future. Our
$800 million bank credit facility’s most restrictive covenant requires
our consolidated EBITDA (as defined in the agreement) to consolidated interest expense not be less than a ratio of 3 to 1. At April 30,
2010, with a ratio of 24 to 1, we were within the covenant’s parameters.

LONG-TERM OB LIGATIONS

We have long-term obligations related to contracts, leases, employee
benefit plans, and borrowing arrangements that we enter into in the
normal course of business (see Notes 4, 7, and 11 to the accompanying
consolidated financial statements). The following table summarizes the
amounts of those obligations as of April 30, 2010, and the years when
those obligations must be paid:
LONG-TERM OBLIGATIONS(1)

					 2012- After
(Dollars in millions)
Total 2011 2015 2015
Long-term debt
Interest on long-term debt
Grape purchase obligations
Operating leases
Postretirement benefit obligations(2)
Agave purchase obligations(3)

$511
74
79
38
38
n/a

$ 3
24
26
14
38
n/a

$508
50
44
22
n/a
n/a

$—
—
9
2
n/a
n/a

Total			

$740

$105

$624

$ 11

(1) Excludes liabilities for tax uncertainties as we are unable to reasonably predict the ultimate
amount or timing of settlement.
(2) As of April 30, 2010, we have unfunded pension and other postretirement benefit obligations of $284 million. Because the specific periods in which those obligations will be funded
are not determinable, no amounts related to those obligations are reflected in the above
table other than the $38 million of expected contributions in fiscal 2011. Historically, we
have generally funded these obligations with the minimum annual contribution required
by ERISA, but we may elect to contribute more than the minimum amount in future years.
(3) As discussed in Note 4 to the accompanying consolidated financial statements, we have
obligations to purchase agave, a plant whose sap forms the raw material for tequila. Because
the specific periods in which those obligations will be paid are not determinable, no amounts
related to those obligations are reflected in the table above. As of April 30, 2010, based on
current market prices, obligations under these contracts totaled $8 million.

We expect to meet these obligations with internally generated funds.
CRITICAL AC C OUNTING ESTIMATES

Our financial statements reflect certain estimates involved in applying
the following critical accounting policies that entail uncertainties and
subjectivity. Using different estimates could have a material effect on
our operating results and financial condition.
Goodwill and other intangible assets. We have obtained
most of our brands through acquisitions of other companies. Upon
acquisition, the purchase price is first allocated to identifiable assets and
liabilities, including intangible brand names and trademarks (“brand
names”), other intangible assets, based on estimated fair value, with any
remaining purchase price recorded as goodwill. Goodwill and intangible assets with indefinite lives are not amortized. We consider all of
our brand names to have indefinite lives.
We assess our goodwill and other indefinite-lived assets for
impairment at least annually. If the fair value of an asset is less than
its book value, we write it down to its estimated fair value. Goodwill
is evaluated for impairment if the book value of its reporting unit
exceeds its estimated fair value. We estimate the fair value of a reporting unit using discounted estimated future cash flows. We typically
estimate the fair value of a brand name using the “relief from royalty”
method.We also consider market values for similar assets when available.
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Considerable management judgment is necessary to estimate fair
value, including the selection of assumptions about future cash flows,
discount rates, and royalty rates.
Based on our long-term assumptions, we believe none of our
goodwill or other intangibles are impaired. But two of our brand
names, Chambord and Herradura, have been adversely affected by the
weakened global economy. As of April 30, 2010, the book values of
the Chambord and Herradura brand names were $116 million and
$124 million, respectively. At the test date for impairment,
January 31, 2010, the fair value of the Chambord and Herradura brand
names exceeded the carrying value by approximately $2 million and
$1 million, respectively. Future events or changes in the assumptions
used to estimate those fair values could significantly change those fair
values, which could result in future impairment charges. For example,
a 50-basis-point increase in our cost of capital, a key assumption in
which a small change can have a significant effect, would decrease the
fair value of the Chambord and Herradura brand names by $11 million
and $12 million, respectively. This would result in a non-cash brand
name impairment charge.
We have a number of plans and initiatives that we believe will
drive the anticipated growth of these brands, and this growth is
essential to our fair value estimates.These initiatives include new packaging, line extensions, and more aggressive international expansion.
If our initiatives are not sufficiently successful or if global economic
conditions were to worsen, one or both of these brand names could
become impaired, which would adversely affect our earnings and
stockholders’ equity.
Property, plant, and equipment. We depreciate our property,
plant, and equipment on a straight-line basis using our estimates of
useful life, which are 20–40 years for buildings and improvements;
3–10 years for machinery, equipment, vehicles, furniture, and fixtures;
and 3–7 years for capitalized software.
We assess our property, plant, and equipment for impairment
whenever events or changes in circumstances indicate that the carrying
value those assets may not be recoverable. When we do not expect to
recover the carrying value of an asset (or asset group) through undiscounted future cash flows, we write it down to its estimated fair value.
We determine fair value using discounted estimated future cash flows,
considering market values for similar assets when available. Considerable management judgment is necessary to assess impairment and
estimate fair value.
Pension and other postretirement benefits. We sponsor
various defined benefit pension plans as well as postretirement plans
providing retiree health care and retiree life insurance benefits. Benefits are based on factors such as years of service and compensation
level during employment.We expense the benefits expected to be paid
over the employees’ expected service. This requires us to make certain assumptions to determine the net benefit expense and obligations,
such as interest rates, return on plan assets, the rate of salary increases,
expected service, and health care cost trend rates.
The assets, obligations, and assumptions used to measure pension
and retiree medical expenses are determined as of April 30 of the preceding year (“measurement date”). Because obligations are measured
on a discounted basis, the discount rate is a significant assumption. It
is based on interest rates for high-quality, long-term corporate debt at
each measurement date. The expected return on pension plan assets
reflects expected capital market returns for each asset class, which are

based on historical returns, adjusted for the expected effects of diversification and active management (net of fees) of the assets. The other
assumptions also reflect our historical experience and management’s
best judgment regarding future expectations. We review our assumptions on each annual measurement date. As of April 30, 2010, we have
decreased the discount rate for pension obligations from 7.94% to
5.91%, and for other postretirement benefit obligations from 7.80% to
5.78%. Pension and postretirement benefit expense for fiscal 2011 is
estimated to be approximately $37 million, compared to $17 million
for fiscal 2010. A decrease/increase in the discount rate of 25 basis
points would increase/decrease the fiscal 2011 expense by approximately $2 million.
Income taxes. Our annual effective tax rate is based on our
income and the statutory tax rates in the various jurisdictions where
we do business. In fiscal 2010, our annual effective income tax rate was
34.1%, compared to 31.1% in fiscal 2009. The increase in our effective tax rate was driven by items that lowered our effective tax rate in
fiscal 2009, including the net reversal of unrecognized tax benefits due
to the expiration of statutes of limitations and the use of a portion of
capital loss carryforward from the sale of Lenox, Inc. to offset the gain
realized from the Italian wine brands sale. The non-cash write-down
of the Don Eduardo brand name during fiscal 2010, the recognition
of additional tax expense related to discrete items arising during the
year, and interest on previously recorded tax contingencies increased
the effective rate in fiscal 2010.
Significant judgment is required in evaluating our tax positions.
We establish liabilities when certain positions are likely to be challenged and may not succeed, despite our belief that our tax return
positions are fully supportable. We adjust these liabilities in light of
changing circumstances, such as the progress of a tax audit. We believe
current liabilities are appropriate for all known contingencies, but this
situation could change.
Years can elapse before we can resolve a particular matter for
which we have established a liability. Although predicting the final
outcome or the timing of resolution of any particular tax matter can be
difficult, we believe our liabilities reflect the likely outcome of known
tax contingencies. Unfavorable settlement of any particular issue could
require use of our cash; conversely, a favorable resolution could result
in either reduced cash tax payments, or the reversal of previously established liabilities, or some combination of these, which could reduce
our effective tax rate.
Contingencies. We operate in a litigious environment, and we
are sued in the normal course of business. Sometimes plaintiffs seek
substantial damages. Significant judgment is required in predicting
the outcome of these suits and claims, many of which take years to
adjudicate. We accrue estimated costs for a contingency when a loss is
probable and we can make a reasonable estimate of the loss, and adjust
the accrual as appropriate to reflect changes in facts and circumstances.
Recent accounting pronouncements. See Note 1 to the
accompanying consolidated financial statements.
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(Dollars in millions, except per share data)

Year Ended April 30,
Net sales
Excise taxes
Cost of sales
GROSS PROFIT
Advertising expenses
Selling, general, and administrative expenses
Amortization expense
Other (income) expense, net

2008

2009

2010

$3,282
700
887

$3,192
711
904

$3,226
757
858

1,695

1,577

1,611

415
592
5
(2)

383
548
5
(20)

350
539
5
7

685

661

710

8
49

6
37

3
31

644

630

682

204

195

233

$ 440

$ 435

$ 449

Earnings per share:			
Basic		
$ 2.87
$ 2.88
Diluted
$ 2.85
$ 2.87

$ 3.03
$ 3.02

OPERATING INCOME
Interest income
Interest expense
INCOME BEFORE INCOME TAXES
Income taxes
NET INCOME

The accompanying notes are an integral part of the consolidated financial statements.
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C O N S O L I D AT E D B A L A N C E S H E E T S
(Dollars in millions)

April 30, 		

2009

2010

$ 340
367

$ 232
418

313
143
144
52

299
142
157
53

			Total inventories		
		
Other current assets

652

651

215

226

			Total current assets		
		
Property, plant and equipment, net		
Goodwill		
Other intangible assets		
Deferred tax assets		
Other assets

1,574

1,527

483
675
686
11
46

468
666
669
11
42

			Total assets		

$3,475

$3,383

		
LIABILITIES		
Accounts payable and accrued expenses		
Accrued income taxes		
Current deferred tax liabilities		
Short-term borrowings		
Current portion of long-term debt

$ 326
6
14
337
153

$ 342
4
9
188
3

			Total current liabilities		
		
Long-term debt, less unamortized discount of $1 in 2009 and 2010		
Deferred tax liabilities		
Accrued pension and other postretirement benefits		
Other liabilities

836

546

509
80
175
59

508
82
283
69

			Total liabilities		
		
Commitments and contingencies		
		
STOCKHOLDERS’ EQUITY		
Common stock:		
Class A, voting, $0.15 par value (57,000,000 shares authorized; 56,964,000 shares issued)		
Class B, nonvoting, $0.15 par value (100,000,000 shares authorized; 99,363,000 shares issued)		
Additional paid-in capital		
Retained earnings		
Accumulated other comprehensive income (loss):		
Pension and other postretirement benefits adjustment		
Cumulative translation adjustment		
Unrealized gain on cash flow hedge contracts		
Treasury stock, at cost (6,200,000 and 9,364,000 shares in 2009 and 2010, respectively)

1,659

1,488

9
15
67
2,189

9
15
59
2,464

ASSETS
Cash and cash equivalents		
Accounts receivable, less allowance for doubtful accounts of $15 in 2009 and $16 in 2010		
Inventories:		
Barreled whiskey		
Finished goods		
Work in process		
Raw materials and supplies

			Total stockholders’ equity
			Total liabilities and stockholders’ equity		
The accompanying notes are an integral part of the consolidated financial statements.

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 4 9

(127)
(10)
4
(331)

(190)
11
3
(476)

1,816

1,895

$3,475

$3,383

C O N S O L I D AT E D S TAT E M E N T S O F C A S H F L O W S
(Dollars in millions)

Year Ended April 30,

2008

2009

2010

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
$ 440
$ 435
$ 449
Adjustments to reconcile net income to net cash provided by operations:			
			Non-cash asset write-downs		 —		 22		 12
			Depreciation and amortization		 52		 55		 59
			Gain on sale of brand names		 —		 (20)		 —
			Stock-based compensation expense		 10		 7		 8
			Deferred income taxes		 5		 12		 11
			Other		 (3)		 —		 (1)
Changes in assets and liabilities:			
			Accounts receivable		 (43)		 33		 (35)
			Inventories		 (3)		 (34)		 21
			Other current assets		 (4)		 (5)		 24
			Accounts payable and accrued expenses		 21		 4		 (14)
			Accrued income taxes		 (12)		 (8)		 (2)
			Noncurrent assets and liabilities
71		 (10)		 13
			 Cash provided by operating activities
534		
			
CASH FLOWS FROM INVESTING ACTIVITIES			
Additions to property, plant, and equipment		 (41)		
Proceeds from sale of property, plant, and equipment		 6		
Acquisition of brand names and trademarks		 (13)		
Proceeds from sale of brand names and trademarks		 —		
Computer software expenditures		 (12)		
Sale of short-term investments		 86		
Other		 2

491		 545

(49)		
—		
—		
17		
(5)		
—		
—		

(34)
2
—
—
(3)
—
—

			 Cash provided by (used for) investing activities		 28		 (37)		 (35)
			
CASH FLOWS FROM FINANCING ACTIVITIES			
Net change in short-term borrowings		 184		(249)		(149)
Repayment of long-term debt		(356)		 (4)		(153)
Proceeds from long-term debt		 —		 249		 —
Debt issuance costs		 —		 (2)		 —
Net proceeds (payments) from exercise of stock options		 11		 (6)		 (6)
Excess tax benefits from stock options		 10		 4		 3
Acquisition of treasury stock		(223)		 (39)		(158)
Special distribution to stockholders		(204)		 —		 —
Dividends paid		(158)		(169)		(174)
			 Cash used for financing activities		(736)		(216)		(637)
			
Effect of exchange rate changes on cash and cash equivalents		 10		 (17)		 19
			
Net (decrease) increase in cash and cash equivalents		(164)		 221		(108)
			
Cash and cash equivalents, beginning of period		 283		 119		 340
			
Cash and cash equivalents, end of period

$ 119

$ 340

$ 232

			
SUPPLEMENTAL DISCLOSURE OF CASH PAID FOR:			
Interest
$ 50
Income taxes
$ 236

$ 34
$ 222

$ 32
$ 219

The accompanying notes are an integral part of the consolidated financial statements.
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C O N S O L I D AT E D S TAT E M E N T S O F S T O C K H O L D E R S ’ E Q U I T Y
(Dollars in millions, except per share data)

Year Ended April 30,

2008

2009

$
9
$
CLASS A COMMON STOCK, balance at beginning and end of year
			
CLASS B COMMON STOCK			
Balance at beginning of year		
10		
Stock distribution (Note 1)		
—		

9

2010
$

9

10		
5		

15
—

10		

15		

15

ADDITIONAL PAID-IN CAPITAL			
Balance at beginning of year		
64		
Stock-based compensation expense		
6		
Loss on issuance of treasury stock issued under compensation plans		
(6)		
Excess tax benefits from stock options		
10		

74		
5		
(16)		
4		

67
8
(19)
3

67		

59

Balance at end of year		

Balance at end of year		

74		

RETAINED EARNINGS			
Balance at beginning of year		 1,649		 1,931		
Net income		 440		 435		
Cash dividends ($1.03, $1.12, and $1.18 per share in 2008, 2009, and 2010, respectively)		 (158)		 (169)		
Stock distribution (Note 1)		
—		
(5)		
Change in measurement date of postretirement benefit plans, net of tax of $2 (Note 11)
—
(3)		
Balance at end of year		 1,931		 2,189		
TREASURY STOCK, AT COST			
Balance at beginning of year		 (102)		
Acquisition of treasury stock		 (223)		
Stock issued under compensation plans		
17		
Stock-based compensation expense
4		

2,189
449
(174)
—
—
2,464

(304)		
(39)		
10		
2		

(331)
(158)
13
—

(304)		

(331)		

(476)

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)			
Balance at beginning of year		
(57)		
Net other comprehensive income (loss)		
62		
Change in measurement date of postretirement benefit plans, net of tax of $(6) (Note 11)
—

5		
(147)		
9

(133)
(43)
—

(133)		

(176)

Balance at end of year		

Balance at end of year		
TOTAL STOCKHOLDERS’ EQUITY

5		

$ 1,725

$ 1,816

$ 1,895

CLASS A COMMON SHARES OUTSTANDING (IN THOUSANDS)			
Balance at beginning of year		 56,870		 56,573		 56,590
Acquisition of treasury stock		 (340)		
(22)		
(12)
Stock issued under compensation plans		
43		
39		
23
Balance at end of year		 56,573		 56,590		 56,601
CLASS B COMMON SHARES OUTSTANDING (IN THOUSANDS)			
Balance at beginning of year		 66,367		 64,019		 93,537
Stock distribution (Note 1)		
—		 30,175		
—
Acquisition of treasury stock		 (2,937)		 (843)		 (3,398)
Stock issued under compensation plans		 589		 186		
223
Balance at end of year		 64,019		 93,537		 90,362
TOTAL COMMON SHARES OUTSTANDING (IN THOUSANDS)		120,592		150,127		146,963
The accompanying notes are an integral part of the consolidated financial statements.
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C O N S O L I D AT E D S TAT E M E N T S O F C O M P R E H E N S I V E I N C O M E
(Dollars in millions)

Year Ended April 30,

2008

2009

Net income		
$440
$435
Other comprehensive income (loss):			
Foreign currency translation adjustment
53
(109)
Pension and other postretirement benefits adjustment,
			net of tax of $(9), $30, and $43 in 2008, 2009, and 2010, respectively
11
(48)
Amounts related to cash flow hedges:			
			Reclassification to earnings, net of tax of $(4), $4,
				and $(6) in 2008, 2009, and 2010, respectively
7
(6)
			Net (loss) gain on hedging instruments, net of tax of $6, $(12),
				and $7 in 2008, 2009, and 2010, respectively
(9)
16
					Net other comprehensive income (loss)

62

Total comprehensive income

$502

The accompanying notes are an integral part of the consolidated financial statements.

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 5 2

(147)
$288

2010
$449
21
(63)

10
(11)
(43)
$406

N O T E S T O C O N S O L I D AT E D F I N A N C I A L S TAT E M E N T S (Dollars in millions, except per share data)

1. ACCOUNTING POLICIES
We prepare our consolidated financial statements in conformity with
accounting principles generally accepted in the United States. We also
apply the following accounting policies when preparing our consolidated financial statements:
Principles of consolidation. Our consolidated financial statements include the accounts of all wholly owned and majority-owned
subsidiaries. We use the equity method to account for investments
in affiliates over which we can exercise significant influence (but
not control). We carry all other investments in affiliates at cost. We
eliminate all intercompany transactions.
Cash equivalents. Cash equivalents include bank demand
deposits and all highly liquid investments with original maturities of
three months or less.
Allowance for doubtful accounts. We evaluate the collectability of accounts receivable based on a combination of factors. When
we are aware of circumstances that may impair a specific customer’s
ability to meet its financial obligations, we record a specific allowance
to reduce the net recognized receivable to the amount we believe will
be collected.
Inventories. We state inventories at the lower of cost or market, with approximately 66% of consolidated inventories being valued
using the last-in, first-out (LIFO) method. We value the remainder
using the first-in, first-out (FIFO) method. FIFO cost approximates
current replacement cost. If we had used the FIFO method for all
inventories, they would have been $189 and $219 higher than reported
at April 30, 2009 and 2010, respectively.
Whiskey must be barrel-aged for several years, so we bottle and
sell only a portion of our whiskey inventory each year. Following
industry practice, we classify all barreled whiskey as a current asset. We
include warehousing, insurance, ad valorem taxes, and other carrying
charges applicable to barreled whiskey in inventory costs.
We classify bulk wine and agave inventories as work in process.
During 2009, we recorded a $22 provision for inventory losses
(included in cost of sales) resulting from abnormally high levels of
mortality and disease in some of our agave fields.
Property, plant, and equipment. We state property, plant,
and equipment at cost less accumulated depreciation. We calculate
depreciation on a straight-line basis using our estimates of useful life,
which are 20–40 years for buildings and improvements; 3–10 years for
machinery, equipment, vehicles, furniture, and fixtures; and 3–7 years
for capitalized software.
We assess our property, plant, and equipment for impairment
whenever events or changes in circumstances indicate that the carrying
value of those assets may not be recoverable. When we do not expect
to recover the carrying value of an asset (or asset group) through
undiscounted future cash flows, we write it down to its estimated fair
value. We determine fair value using discounted estimated future cash
flows, considering market values for similar assets when available.
Goodwill and other intangible assets. We have obtained
most of our brands through acquisitions of other companies. Upon
acquisition, the purchase price is first allocated to identifiable assets and
liabilities, including intangible brand names and trademarks (“brand
names”), based on estimated fair value, with any remaining purchase
price recorded as goodwill.We do not amortize goodwill or intangible
assets with indefinite lives. We consider all of our brand names to have
indefinite lives.

We assess our goodwill and other indefinite-lived intangible
assets for impairment at least annually. If the fair value of an asset is
less than its book value, we write it down to its estimated fair value.
Goodwill is evaluated for impairment if the book value of its reporting unit exceeds its estimated fair value. We estimate the fair value
of a reporting unit using discounted estimated future cash flows. We
typically estimate the fair value of a brand name using the “relief from
royalty” method.We also consider market values for similar assets when
available. Considerable management judgment is necessary to estimate
fair value, including the selection of assumptions about future cash
flows, discount rates, and royalty rates.
Foreign currency translation. The U.S. dollar is the functional
currency for most of our consolidated operations. For those operations, we report all gains and losses from foreign currency transactions
in current income. The local currency is the functional currency for
some foreign operations. For those investments, we report cumulative
translation effects as a component of accumulated other comprehensive income (loss), a component of stockholders’ equity.
Revenue recognition. We recognize revenue when title and risk
of loss pass to the customer, typically at the time the product is shipped.
Some sales contain customer acceptance provisions that grant a right
of return on the basis of either subjective or objective criteria. We
record revenue net of the estimated cost of sales returns and allowances.
Sales discounts. Sales discounts, which are recorded as a reduction of net sales, totaled $303, $328, and $398 for 2008, 2009, and 2010,
respectively.
Excise taxes. Our sales are subject to excise taxes, which we
collect from our customers and remit to governmental authorities. We
present these taxes on a gross basis (included in net sales and costs
before gross profit) in the consolidated statement of operations.
Cost of sales. Cost of sales includes the costs of receiving,
producing, inspecting, warehousing, insuring, and shipping goods sold
during the period.
Shipping and handling fees and costs. We report the amounts
we bill to our customers for shipping and handling as net sales, and we
report the costs we incur for shipping and handling as cost of sales.
Advertising costs. We expense the costs of advertising during
the year when the advertisements first take place.
Selling, general, and administrative expenses. Selling, general,
and administrative expenses include the costs associated with our sales
force, administrative staff and facilities, and other expenses related to
our non-manufacturing functions.
Earnings per share. We calculate basic earnings per share by
dividing net income available to common stockholders by the
weighted average number of all unrestricted common shares outstanding during the period. Diluted earnings per share also includes the
dilutive effect of stock options, stock-settled appreciation rights
(SSARs), and restricted stock units (RSUs).
We have granted restricted shares of common stock to certain
employees as part of their compensation.These restricted shares, which
have varying vesting periods, contain non-forfeitable rights to dividends declared on common stock. As a result, the unvested restricted
shares are considered participating securities in the calculation of earnings per share in accordance with a new accounting standard that we
adopted retrospectively effective May 1, 2009. The adoption decreased
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previously reported basic earnings per share for 2009 from $2.89 to
$2.88. No other earnings per share amounts reported for the years
ended April 30, 2008 or 2009 changed as a result of adopting the new
accounting standard.
The following table presents information concerning basic and
diluted earnings per share:
2008
Basic and diluted net income
Income allocated to participating
securities (restricted shares)
Net income available to
common stockholders

$

440

2009
$

(1)
$

439

2010

435 $
(1)

$

449
(1)

434 $

448

Share data (in thousands):			
Basic average common
shares outstanding
153,081 150,452 147,834
Dilutive effect of stock options,
SSARs and RSUs
1,325
927
741
Diluted average common
shares outstanding

154,406

151,379

Basic earnings per share
Diluted earnings per share

$
$

$
$

2.87
2.85

148,575

2.88 $
2.87 $

3.03
3.02

SSARs for approximately 945,000 common shares, 1,899,000
common shares, and 824,000 common shares were excluded from the
calculation of diluted earnings per share for 2008, 2009, and 2010,
respectively, because the grant price of the awards was greater than the
average market price of the shares. But those SSARs could have a dilutive effect on future earnings per share, depending on whether and to
the extent future market prices exceed the SSARs’ grant prices.
During fiscal 2008, under a stock repurchase plan authorized by
our Board of Directors in November 2007, we repurchased 3,721,563
shares (42,600 of Class A and 3,678,963 of Class B) for $200.
In December 2008, our Board of Directors authorized the repurchase of up to a total of $250 of our outstanding Class A and Class
B common shares over the succeeding 12 months, subject to market conditions. Under this plan, which expired on December 3, 2009,
we repurchased 4,249,039 shares (23,788 of Class A and 4,225,251
of Class B) for approximately $196. The average repurchase price
per share, including broker commissions, was $47.13 for Class A and
$46.06 for Class B.

Stock distribution. In September 2008, our Board of Directors
authorized a stock split, effected as a stock dividend, of one share of
Class B common stock for every four shares of either Class A or Class
B common stock held by stockholders of record as of the close of
business on October 6, 2008, with fractional shares paid in cash. The
distribution took place on October 27, 2008. As a result of the stock
distribution, we reclassified approximately $5 from our retained earnings to our common stock account. The $5 represents the $0.15 par
value per share of the shares issued in the stock distribution.
All previously reported per share and Class B share amounts in
the accompanying financial statements and related notes have been
restated to reflect the stock distribution.
Stock-based compensation. Our stock-based compensation
plan requires that we purchase shares to satisfy stock-based compensation requirements, thereby avoiding future dilution of earnings that
would occur from issuing additional shares. We acquire treasury shares
from time to time in anticipation of these requirements. We intend to
hold enough treasury stock so that the number of diluted shares never
exceeds the original number of shares outstanding at the inception of
the stock-based compensation plan (as adjusted for any share issuances
unrelated to the plan). The extent to which the number of diluted
shares exceeds the number of basic shares is determined by how much
our stock price has appreciated since the stock-based compensation
was awarded, not by how many treasury shares we have acquired.
Estimates. To prepare financial statements that conform with
generally accepted accounting principles, our management must make
informed estimates that affect how we report revenues, expenses, assets,
and liabilities, including contingent assets and liabilities. Actual results
could (and probably will) differ from these estimates.
Recent accounting pronouncements. During fiscal 2010, we
adopted new accounting standards regarding:
• 	accounting for and disclosing information about transactions in
which control is obtained over another business (i.e., business
combinations);
•	the treatment of unvested share-based awards, such as restricted
stock, in the calculation of earnings per share;
•	measuring and disclosing the fair value of certain nonfinancial
assets and liabilities (Note 8); and
•	disclosing information about postretirement benefit plan assets
(Note 11).
Our adoption of these new accounting standards had no material
impact on our financial statements.
Reclassifications. We have reclassified some prior year amounts
to conform with this year’s presentation.
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2. BALANCE SHEET INFORMATION
Supplemental information on our year-end balance sheets is as follows:
April 30,

2009

2010

Other current assets:		
Prepaid taxes
$ 84
Other
131

$ 99
127

			

$215

$226

Property, plant, and equipment:		
Land		
$ 89
Buildings
347
Equipment
475
Construction in process
14

$ 89
349
491
15

			
Less accumulated depreciation
			

925
442

944
476

$483

$468

Accounts payable and accrued expenses:		
Accounts payable, trade
$ 96
Accrued expenses:		
Advertising
52
Compensation and commissions
76
Excise and other non-income taxes
51
Self-insurance claims
11
Postretirement benefits
6
Interest
5
Other
29

$ 97
55
90
43
12
6
4
35

			

230

245

			

$326

$342

3. GOODWILL AND OTHER INTANGIBLE ASSETS
The following table shows the changes in the amounts recorded as
goodwill over the past two years:
Balance as of April 30, 2008		
Foreign currency translation adjustment		

$688
(13)

Balance as of April 30, 2009		
Foreign currency translation adjustment and other

675
(9)

Balance as of April 30, 2010		

$666

As of April 30, 2009 and 2010, our other intangible assets consisted of:

			

Gross Carrying
Amount

Accumulated
Amortization

2009

2009

2010

2010

Finite-lived intangible assets:				
Distribution rights
$ 25 $ 25
$(12) $(17)
				
Indefinite-lived intangible assets:				
Trademarks and brand names
673
661
—
—

Amortization expense related to intangible assets was $5 during
each of the last three fiscal years. We expect to recognize amortization
expense of $5 in 2011 and $3 in 2012. But actual amounts of future
amortization expense may differ due to additional intangible asset
acquisitions, impairment of intangible assets, accelerated amortization
of intangible assets, or other events.
As discussed in Note 1, we assess each of our indefinite-lived
intangible assets for impairment at least annually. During fiscal 2010,
our assessment indicated that the book value of one of our brand
names, Don Eduardo, exceeded its fair value by $12. As a result, we
wrote down the book value of the Don Eduardo brand name by that
amount, which is reflected in other expense in the accompanying consolidated statement of operations. The remaining book value of the
Don Eduardo brand name is not material. The decline in its value
reflects a significant reduction in estimated future net sales for this low
volume, high-priced tequila brand that has in part been affected by the
downturn in the global economic environment that began during the
second half of calendar 2008.
No impairment was indicated for our other brand names during
fiscal 2010. But two of our brand names, Chambord and Herradura,
have also been adversely affected by the weakened global economy.
Our assessments during fiscal 2010 indicated that the estimated fair
values of the Chambord and Herradura brand names exceeded their
book values of $116 and $124 by approximately $2 and $1, respectively.
Future events or changes in the assumptions used to estimate those fair
values could significantly change those fair values, which could result
in future impairment charges.
4. COMMITMENTS
We have contracted with various growers and wineries to supply some
of our future grape and bulk wine requirements. Many of these contracts call for prices to be adjusted annually up or down, according
to market conditions. Some contracts set a fixed purchase price that
might be higher or lower than prevailing market price. We have total
purchase obligations related to both types of contracts of $26 in 2011,
$18 in 2012, $12 in 2013, $8 in 2014, $6 in 2015, and $9 after 2015.
We also have contracts for the purchase of agave, which is used to
produce tequila. These contracts provide for prices to be determined
based on market conditions at the time of harvest, which, although not
specified, is expected to occur over the next 10 years. As of April 30,
2010, based on current market prices, obligations under these contracts
totaled $8.
We made rental payments for real estate, vehicles, and office,
computer, and manufacturing equipment under operating leases of
$19 in 2008, $21 in 2009, and $22 in 2010. We have commitments
related to minimum lease payments of $14 in 2011, $10 in 2012, $6 in
2013, $4 in 2014, $2 in 2015, and $2 after 2015.
5. CONTINGENCIES
We operate in a litigious environment, and we are sued in the normal course of business. Sometimes plaintiffs seek substantial damages.
Significant judgment is required in predicting the outcome of these
suits and claims, many of which take years to adjudicate. We accrue
estimated costs for a contingency when we believe that a loss is probable and we can make a reasonable estimate of the loss, and adjust the
accrual as appropriate to reflect changes in facts and circumstances. No
material accrued loss contingencies are recorded as of April 30, 2010.
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6. CREDIT FACILITIES
We have a committed revolving credit agreement with various domestic and international banks for $800 that expires on April 30, 2012.
Its most restrictive covenant requires that our consolidated EBITDA
(as defined in the agreement) to consolidated interest expense not be
less than a ratio of 3 to 1. At April 30, 2010, we were well within this
covenant’s parameters.
7. DEBT
Our long-term debt consisted of:
April 30,

2009

2010

Variable-rate notes, due in fiscal 2010
5.2% notes, due in fiscal 2012
5.0% notes, due in fiscal 2014
Other

$150
250
250
12

$ —
250
250
11

662
153

511
3

$509

$508

			
Less current portion
			

Debt payments required over the next five fiscal years consist of
$3 in 2011, $253 in 2012, $3 in 2013, and $252 in 2014. The weighted
average interest rate on the variable-rate notes was 1.3% at April 30,
2009. In addition to long-term debt, we had short-term borrowings
outstanding with weighted average interest rates of 0.5% and 0.2% at
April 30, 2009 and 2010, respectively.
8. FAIR VALUE MEASUREMENTS
Fair value is defined as the exchange price that would be received for
an asset or paid to transfer a liability in the principal or most advantageous market for the asset or liability in an orderly transaction between
market participants at the measurement date. We categorize the fair
values of assets and liabilities into three levels based upon the assumptions (inputs) used to determine those values. Level 1 provides the
most reliable measure of fair value, while Level 3 generally requires
significant management judgment:
Level 1	Quoted (unadjusted) prices in active markets for identical
assets or liabilities.
Level 2 Observable inputs other than those in Level 1, such as:
		
•	quoted prices for similar assets and liabilities in active
markets;
		
•	quoted prices for identical or similar assets and liabilities
in inactive markets; or
		
•	other inputs that are observable or can be derived from
or corroborated by observable market data.
Level 3	Unobservable inputs supported by little or no market activity.

This table summarizes the assets and liabilities measured at fair value
on a recurring basis in the accompanying consolidated balance sheets:
			

Level 1

Level 2

Level 3 Total

April 30, 2009:				
Liabilities:				
		 Commodity contracts(a)
$2
$—
$—
		 Foreign currency contracts(b)
—
1
—
				
April 30, 2010:				
Assets:				
		 Foreign currency contracts(b)
—
6
—
Liabilities:				
		 Foreign currency contracts(b)
—
6
—

$2
1

6
6

(a) Fair value of commodity contracts is based on quoted prices in active markets.
(b) Fair value of foreign exchange contracts is determined through pricing models or formulas
using observable market data.

We measure some assets and liabilities at fair value on a nonrecurring basis; that is, we do not measure them at fair value on an ongoing
basis, but we do adjust them to fair value in certain circumstances (for
example, when we determine that an asset is impaired). The fair values
of assets and liabilities measured at fair value on a nonrecurring basis
during fiscal 2010 were not material as of April 30, 2010.
9. FAIR VALUE OF FINANCIAL INSTRUMENTS
The fair value of cash, cash equivalents, and short-term borrowings
approximates the carrying amount due to the short maturities of
these instruments. We estimate the fair value of long-term debt using
discounted cash flows based on our incremental borrowing rates for
similar debt. We determine the fair value of commodity and foreign
currency contracts as discussed in Note 8. Here is a comparison of the
fair values and carrying amounts of these instruments:
April 30,

2009
Carrying
Amount

Fair
Value

2010
Carrying Fair
Amount Value

Assets:
Cash and cash equivalents
$340 $340
$232 $232
Foreign currency contracts
—
—
6
6
				
Liabilities:				
Commodity contracts
2
2
—
—
Foreign currency contracts
1
1
6
6
Short-term borrowings
337
337
188
188
Current portion of
long-term debt
153
149
3
3
Long-term debt
509
535
508
547
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10. DERIVATIVE FINANCIAL INSTRUMENTS
Our multinational business exposes us to global market risks, including
the effect of fluctuations in currency exchange rates, commodity prices,
and interest rates. We use derivatives to manage financial exposures
that occur in the normal course of business. We formally document
the purpose of each derivative contract, which includes linking the
contract to the financial exposure it is designed to mitigate. We do not
hold or issue derivatives for trading purposes.
We use currency derivative contracts to limit our exposure to
the currency exchange risk that we cannot mitigate internally by
using netting strategies. We designate most of these contracts as cash
flow hedges of forecasted transactions (expected to occur within three
years). We record all changes in the fair value of cash flow hedges
(except any ineffective portion) in accumulated other comprehensive
income (AOCI) until the underlying hedged transaction occurs, at
which time we reclassify that amount into earnings.We designate some
of our currency derivatives as hedges of net investments in foreign
subsidiaries. We record all changes in the fair value of net investment
hedges (except any ineffective portion) in the cumulative translation
adjustment component of AOCI.
We assess the effectiveness of our hedges based on changes in
forward exchange rates. The ineffective portion of the changes in fair
value of our hedges (recognized immediately in earnings) during the
periods presented in this report was not material.
We do not designate some of our currency derivatives as hedges
because we use them to at least partially offset the immediate earnings impact of changes in foreign exchange rates on existing assets or
liabilities. We immediately recognize the change in fair value of these
contracts in earnings.
We had outstanding foreign currency contracts, related primarily to our euro, British pound, and Australian dollar exposures, with
notional amounts totaling $375 and $400 at April 30, 2009 and 2010,
respectively.
We also had outstanding exchange-traded futures and options
contracts on one million bushels and three million bushels of corn as
of April 30, 2009 and 2010, respectively.We use these contracts to mitigate our exposure to corn price volatility. Because we do not designate
these contracts as hedges for accounting purposes, we immediately
recognize the changes in their fair value in earnings.
We manage our interest rate risk with swap contracts. As of
April 30, 2010, we had fixed-to-floating interest rate swaps outstanding with a notional value of $250 and a maturity matching our bonds
due April 1, 2012. These swaps are designated as fair value hedges. The
change in fair value of the swap not related to accrued interest is offset
by a corresponding adjustment to the carrying value of the bond.

The following table presents the fair values of our derivative
instruments as of April 30, 2009 and 2010.The fair values are presented
below on a gross basis, while the fair values of those instruments that
are subject to master settlement arrangements are presented on a net
basis in the accompanying consolidated balance sheets, as required by
generally accepted accounting principles.
		
		
Classification

Fair value of
derivatives in a
gain position

Fair value of
derivatives in a
loss position

April 30, 2009:		
Designated as cash
flow hedges:			
		 Foreign currency
			 contracts
Accrued expenses
$12
$(13)
			
Not designated as hedges:			
Foreign currency
		 contracts
Accrued expenses
—
(1)
Commodity
		 contracts
Accrued expenses
—
(2)
			
April 30, 2010:			
Designated as cash
flow hedges:			
		 Foreign currency
			 contracts
Other current assets
7
(2)
		 Foreign currency
			 contracts
Other assets
2
(1)
		 Foreign currency
			 contracts
Accrued expenses
1
(6)
		 Foreign currency
			 contracts
Other liabilities
—
(1)
			
Designated as net
investment hedges:				
		 Foreign currency
			 contracts
Other current assets
—
(3)
			
Not designated as hedges:			
Foreign currency
		 contracts
Other current assets
3
—
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This table presents the amounts affecting our consolidated statements of operations in 2009 and 2010:
				

Classification

Currency derivatives designated
as cash flow hedges:		
Net gain (loss) recognized
in AOCI
N/A
Net gain (loss) reclassified from
AOCI into income
Net sales
Currency derivatives designated
as net investment hedges:		
Net loss recognized in AOCI
N/A

2009

2010

$28

$(19)

10

(16)

—

(8)

Derivatives not designated
as hedging instruments:			
Currency derivatives –
net gain (loss) recognized
		 in income
Net sales
23
Currency derivatives –
net gain recognized
		 in income
Other income
—
Commodity derivatives –
net loss recognized
		 in income
Cost of sales
(7)

(8)

1

11. PENSION AND OTHER POSTRETIREMENT BENEFITS
We sponsor various defined benefit pension plans as well as postretirement plans providing retiree health care and retiree life insurance
benefits. Below, we discuss our obligations related to these plans, the
assets dedicated to meeting the obligations, and the amounts we recognized in our financial statements as a result of sponsoring these plans.
On April 30, 2007, we adopted new guidance regarding the
accounting for these plans. That guidance included a provision requiring that, beginning in fiscal 2009, the assumptions used to measure
annual pension and other postretirement benefit expenses be determined as of the balance sheet date, and that the amounts of benefit plan
obligations and assets reported in annual financial statements be measured as of the balance sheet date. Accordingly, as of the beginning of
our 2009 fiscal year, we changed the measurement date for our annual
pension and other postretirement benefit expenses and all plan assets
and liabilities from January 31 to April 30. As a result of this change in
measurement date, we recorded an increase of $6 (net of tax of $4) to
stockholders’ equity as of May 1, 2008, as follows:
			
			

Pension
Benefits

Medical and Life
Insurance Benefits

Total
Benefits

Retained earnings
Accumulated other
comprehensive income

$(2)

$ (1)

$(3)

8

1

9

Total		

$6

$—

$6

(1)

We expect to reclassify $6 of deferred net gains recorded in
AOCI as of April 30, 2010, to earnings during the next 12 months.
This reclassification would offset the anticipated earnings impact of the
underlying hedged exposures. The actual amounts that we ultimately
reclassify to earnings will depend on the exchange rates in effect when
the underlying hedged transactions occur. The maximum term of
outstanding derivative contracts was 18 months and 27 months at
April 30, 2009 and 2010, respectively.
Credit risk. We are exposed to credit-related losses if the other
parties to our derivative contracts breach them. This credit risk is limited to the fair value of the contracts. To manage this risk, we enter
into contracts only with major financial institutions that have earned
investment-grade credit ratings; we have established counterparty
credit guidelines that are regularly monitored and that provide for
reports to senior management according to prescribed guidelines; and
we monetize contracts when we believe it is warranted. Because of
the safeguards we have put in place, we believe the risk of loss from
counterparty default to be immaterial.
Some of our derivative instruments require us to maintain a
specific level of creditworthiness, which we have maintained. If our
creditworthiness were to fall below such level, then the counterparties to our derivative instruments could request immediate payment
or collateralization for derivative instruments in net liability positions. The aggregate fair value of all derivatives with creditworthiness
requirements that were in a net liability position was $2 and $4 at
April 30, 2009 and 2010, respectively.

Obligations. We provide eligible employees with pension and
other postretirement benefits based on such factors as years of service
and compensation level during employment. The pension obligation
shown below (“projected benefit obligation”) consists of: (a) benefits
earned by employees to date based on current salary levels (“accumulated benefit obligation”); and (b) benefits to be received by employees
as a result of expected future salary increases. (The obligation for medical and life insurance benefits is not affected by future salary increases.)
This table shows how the present value of our obligation changed
during each of the last two years.
Pension
Benefits

Medical and Life
Insurance Benefits

			

2009

Obligation at beginning of year
Service cost
Interest cost
Net actuarial (gain) loss
Plan amendments
Retiree contributions
Benefits paid
Measurement date change
Special termination benefits

$451 $415
13
10
30
32
(53) 143
1
—
—
—
(20) (23)
(8)
—
1
—

$52
1
3
(9)
—
1
(4)
—
—

$44
1
3
12
—
2
(4)
—
—

Obligation at end of year

$415

$44

$58
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Service cost represents the present value of the benefits attributed
to service rendered by employees during the year. Interest cost is the
increase in the present value of the obligation due to the passage of
time. Net actuarial (gain) loss is the change in value of the obligation resulting from experience different from that assumed or from a
change in an actuarial assumption. (We discuss actuarial assumptions
used at the end of this note.)
As shown in the previous table, our pension and other postretirement benefit obligations were reduced by benefit payments in 2010 of
$23 and $4, respectively. Expected benefit payments over the next 10
years are as follows:

Allocation by
Asset Class

						

Commingled
trust funds(a):						
Equity funds
$— $176
$— $176 50% 47%
Fixed income funds
—
117
—
117 33% 30%
Real estate funds
—
14
10
24
7%
8%

Pension
Benefits

Medical and Life
Insurance Benefits

2011		

$ 25

$3

2012		

26

3

2013		

27

3

		Total commingled
			trust funds
						
Hedge funds(b)
Private equity(c)
Cash and temporary
investments(d)
Other 		

2014		

28

3

Total					

2015		
2016-2020

29

4

173

19

Assets. We specifically invest in certain assets to fund our pension benefit obligations. Our investment goal is to earn a total return
that, over time, will grow assets sufficiently to fund our plans’ liabilities, after providing appropriate levels of contributions and accepting
prudent levels of investment risk. To achieve this goal, plan assets are
invested primarily in funds or portfolios of funds actively managed by
outside managers. Investment risk is managed by company policies that
require diversification of asset classes, manager styles, and individual
holdings. We measure and monitor investment risk through quarterly
and annual performance reviews, and periodic asset/liability studies.
Asset allocation is the most important method for achieving our
investment goals and is based on our assessment of the plans’ long-term
return objectives and the appropriate balances needed for liquidity,
stability, and diversification. This table shows the fair value of pension
plan assets by category, as well as the actual and target allocations, as of
April 30, 2010. (Fair value levels are defined in Note 8).
			

Level 1 Level 2 Level 3 Total Actual Target

—

307

10

317

90%

85%

—
—

—
—

19
13

19
13

5%
4%

5%
5%

2
—

—
—

—
—

2
—

1%
—

—
5%

$ 2

$307

$42

$351 100% 100%

(a) Commingled trust fund valuations are based on the net asset value (NAV) of the funds
as determined by the administrator of the fund and reviewed by us. NAV represents the
underlying assets owned by the fund, minus liabilities and divided by the number of shares
or units outstanding.
(b) Hedge fund valuations are primarily based on the NAV of the funds as determined by the
administrator of the fund and reviewed by us. During our review, we determine whether it
is necessary to adjust the valuation for inherent liquidity and redemption issues that may
exist within the fund’s underlying assets and/or fund unit values.
(c) As of April 30, 2010, consists only of limited partnership interests, which are valued at the
percentage ownership of total partnership equity as determined by the general partner.These
valuations require significant judgment due to the absence of quoted market prices, the
inherent lack of liquidity, and the long-term nature of these investments.
(d) Cash and temporary investments consist of money market funds and are valued at their
respective NAVs as determined by those funds each business day.

This table shows how the fair value of the Level 3 assets changed
during 2010.
					
					

Real Estate
Funds

Balance as of May 1, 2009
Return on assets held
at end of year
Return on assets sold during year
Purchases and settlements
Sales and settlements

$15

Balance as of April 30, 2010

$10
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(4)
—
—
(1)

Hedge
Funds

Private
Equity

Total

$4

$13

$32

1
(1)
17
(2)
$19

—
(1)
2
(1)
$13

(3)
(2)
19
(4)
$42

N O T E S T O C O N S O L I D AT E D F I N A N C I A L S TAT E M E N T S (Dollars in millions, except per share data)

This table shows how the fair value of the pension plan assets
changed during each of the last two years. (We do not have assets set
aside for postretirement medical or life insurance benefits.)
Pension
Benefits

Medical and Life
Insurance Benefits

			

2009

Fair value at beginning of year
Measurement date change
Actual return on plan assets
Retiree contributions
Company contributions
Benefits paid

$397 $284
2
—
(110)
77
—
—
15
13
(20) (23)

$—
—
—
1
3
(4)

$—
—
—
2
2
(4)

Fair value at end of year

$284

$—

$—

2010

$351

2009

2010

Consistent with our funding policy, we expect to contribute $3
to our postretirement medical and life insurance benefit plans in 2011.
While we may decide to contribute more, we currently expect to
contribute $38 to our pension plans in 2011.
Funded status. The funded status of a plan refers to the difference between its assets and its obligations. This table shows the funded
status of our plans.
Pension
Benefits

			

2009

Assets		
Obligations
Funded status

2009

2010

$ 284 $ 351
(415) (577)

$—
(44)

$—
(58)

$(131) $(226)

$(44) $(58)

The funded status is recorded on the accompanying consolidated
balance sheets as follows:
Pension
Benefits

Medical and Life
Insurance Benefits

			

2009

Other assets
Accounts payable and
accrued expenses
Accrued postretirement benefits

$

Net liability

$(131) $(226)

2010
5

(3)
(3)
(134) (228)

2009

2010

$—

$—

(3)
(41)

(3)
(55)

$(44) $(58)

				
Accumulated other
comprehensive loss:				
		 Net actuarial loss (gain)
$ 203 $ 299
$ (5) $ 7
		 Prior service cost
5
4
1
1
					

		
		
Plan Assets

					

$ 208 $ 303

Accumulated
Benefit
Obligation

Projected
Benefit
Obligation

2009 2010 2009 2010

2009 2010

Plans with assets in
excess of accumulated
		 benefit obligation $ 38 $ 45 $ 31 $ 38

$ 32 $ 40

Plans with accumulated
benefit obligation
		 in excess of assets
246
Total			

306

346

476

$284 $351 $377 $514

383

537

$415 $577

Pension expense. This table shows the components of the
pension expense recognized during each of the last three years. The
amount for each year includes amortization of the prior service cost
and net loss that was unrecognized as of the beginning of the year.
Pension Benefits

Medical and Life
Insurance Benefits

2010

6 $

This table compares our pension plans that have assets in excess of
their accumulated benefit obligations with those whose assets are less
than their obligations. (As discussed above, we have no assets set aside
for postretirement medical or life insurance benefits.)

2008

2009

2010

Service cost
$13
$13
Interest cost
27
30
Special termination benefits
—
1
Expected return on plan assets
(32)
(35)
Amortization of:			
Prior service cost
1
1
Net actuarial loss
12
6

$10
32
—
(34)

Net expense

$13

$21

$16

1
4

The prior service cost represents the cost of retroactive benefits
granted in plan amendments and is amortized on a straight-line basis
over the average remaining service period of the employees expected
to receive the benefits. The net actuarial loss results from experience
different from that assumed or from a change in actuarial assumptions,
and is amortized over at least that same period. The estimated amount
of prior service cost and net actuarial loss that will be amortized from
accumulated other comprehensive loss into pension expense in 2011 is
$1 and $19, respectively.
The pension expense recorded during the year is estimated at
the beginning of the year. As a result, the amount is calculated using
an expected return on plan assets rather than the actual return. The
difference between actual and expected returns is included in the
unrecognized net actuarial gain or loss at the end of the year.

$ (4) $ 8
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Other postretirement benefit expense. This table shows the
components of the postretirement medical and life insurance benefit
expense that we recognized during each of the last three years.

Here are the assumptions we used in computing benefit plan
expense during each of the last three years:
Pension
Benefits

Medical and Life Insurance Benefits

2008

2009

2010

Service cost
Interest cost

$1
3

$1
3

$1
3

Net expense

$4

$4

$4

Other comprehensive income. Changes in the funded status of
our benefit plans that are not recognized in net income (as pension and
other postretirement benefit expense) are instead recognized in other
comprehensive income. Other comprehensive income is also adjusted
to reflect the amortization of the prior service cost and net actuarial
gain or loss, which is a component of net pension and other postretirement benefit expense, from accumulated other comprehensive income
(loss) to net income. This table shows the amounts recognized in other
comprehensive income during each of the last three years:
Pension
Benefits

						

Medical and Life
Insurance Benefits

2008 2009 2010 2008

2009 2010

Prior service cost
$ 1 $ 1 $ — $—
$—
Actuarial (gain) loss
(5)
92 100
(3)
(9)
Amortization reclassified
to net income:						
		 Prior service cost
(1)
(1)
(1)
—
—
		 Net actuarial loss
(12)
(6)
(4)
—
—
Net amount recognized
in other comprehensive
		 income
$(17)

$—
12

						

2008

Discount rate
Rate of salary increase
Expected return on
plan assets

6.04% 6.87% 7.94% 5.98% 6.87% 7.80%
4.00% 4.00% 4.00% n/a n/a
n/a

$ 95

$ (3)

$(9)

—
—

$12

Assumptions and sensitivity. We use various assumptions to
determine the obligations and expense related to our pension and
other postretirement benefit plans. The assumptions used in computing
benefit plan obligations as of the end of the last two years were as follows:
Pension
Benefits

Medical and Life
Insurance Benefits

			

2009

Discount rate
Rate of salary increase
Expected return on plan assets

7.94% 5.91%
4.00% 4.00%
8.50% 8.50%

2010

2009

2010

7.80% 5.78%
n/a
n/a
n/a
n/a

2010

8.75% 8.75% 8.50%

2008 2009 2010

n/a

n/a

n/a

The discount rate represents the interest rate used to discount
the cash-flow stream of benefit payments to a net present value as of
the current date. A lower assumed discount rate increases the present
value of the benefit obligation. We determined the discount rate using
a yield curve based on the interest rates of high-quality debt securities
with maturities corresponding to the expected timing of our benefit
payments.
The assumed rate of salary increase reflects the expected average
annual increase in salaries as a result of inflation, merit increases, and
promotions over the service period of the plan participants. A lower
assumed rate decreases the present value of the benefit obligation.
The expected return on plan assets represents the long-term rate
of return that we assume will be earned over the life of the pension assets.
The assumption reflects expected capital market returns for each asset
class, which are based on historical returns, adjusted for the expected
effects of diversification and active management (net of fees).
The assumed health care cost trend rates as of the end of the last
two years were as follows:
Medical and Life
Insurance Benefits

			
$86

2009

Medical and Life
Insurance Benefits

2009

Health care cost trend rate assumed for next year:		
Present rate before age 65
8.0%
Present rate age 65 and after
8.0%

2010
8.0%
8.0%

We project health care cost trend rates to decline gradually to
5.0% by 2016 and to remain level after that. Assumed health care cost
trend rates have a significant effect on the amounts reported for postretirement medical plans. A 1% increase/decrease in assumed health
care cost trend rates would have increased/decreased the accumulated
postretirement benefit obligation as of April 30, 2010, by $5 and the
aggregate service and interest costs for 2010 by $1.
Savings plans. We also sponsor various defined contribution
benefit plans that in total cover substantially all domestic employees.
Employees can make voluntary contributions in accordance with the
provisions of their respective plans, which include a 401(k) tax deferral
option. We match a percentage of each employee’s contributions in
accordance with the plans’ terms. We expensed $9, $10, and $8 for
matching contributions during 2008, 2009, and 2010, respectively.
International plans. The information presented above for
defined benefit plans and defined contribution benefit plans reflects
amounts for U.S. plans only. Information about similar international
plans is not presented due to immateriality.
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12. STOCK-BASED COMPENSATION
Under our 2004 Omnibus Compensation Plan, we can grant stock-based incentive awards for a total of 7,433,000 shares of common stock to
eligible employees until July 22, 2014. As of April 30, 2010, awards for 4,615,000 shares remain available for issuance under the Plan. Shares
delivered to employees are limited by the Plan to shares that we purchase for this purpose. No new shares may be issued.
The following table presents information about stock options and SSARs granted under the Plan as of April 30, 2010, and for the year then ended:
		
Shares
(in thousands)

Weighted
Average Exercise
Price Per Award

Weighted
Average Remaining
Contractual Term

Aggregate
Intrinsic Value

Outstanding at May 1, 2009
Granted
Exercised
Forfeited or expired

4,315
480
(694)
(108)

$39.65		
43.78		
27.54		
52.65		

Outstanding at April 30, 2010

3,993

$41.91

5.0

$65

Exercisable at April 30, 2010

2,707

$37.14

3.6

$57

The total intrinsic value of options and SSARs exercised during 2008, 2009, and 2010 was $31, $17, and $18, respectively.
We grant stock options and SSARs at an exercise price of not
less than the fair value of the underlying stock on the grant date. Stock
options and SSARs granted under the Plan become exercisable after
three years from the first day of the fiscal year of grant and expire
seven years after that date. The grant-date fair values of these awards
granted during 2008, 2009, and 2010 were $12.20, $11.41, and $9.56
per award, respectively. Fair values were estimated using the BlackScholes pricing model with the following assumptions:
2008

2009

2010

4.7%
17.2%
1.7%
6

3.5%
18.1%
1.8%
6

3.0%
22.6%
1.9%
6

Risk-free interest rate
Expected volatility
Expected dividend yield
Expected life (years)

We also grant restricted stock units (RSUs) and shares of restricted
stock under the Plan. As of April 30, 2010, there are approximately
176,000 of these awards outstanding, with a weighted-average remaining restriction period of 1.5 years. The following table summarizes the
changes in outstanding RSUs and restricted stock during 2010:
			
			

Shares
(in thousands)

Weighted Average
Fair Value at Grant Date

Outstanding at May 1, 2009
Granted
Vested		
Forfeited

162
55
(40)
(1)

$50.75
49.51
49.34
43.72

Outstanding at April 30, 2010

176

$50.71

The total fair value of RSUs and restricted stock vested during
2008, 2009, and 2010 was $1, $3, and $2, respectively.
The accompanying consolidated statements of operations reflect
compensation expense related to stock-based incentive awards on a
pre-tax basis of $10 in 2008, $7 in 2009, and $8 in 2010, partially offset
by deferred income tax benefits of $4 in 2008, $3 in 2009, and $3 in
2010. As of April 30, 2010, there was $8 of total unrecognized compensation cost related to non-vested stock-based compensation. That
cost is expected to be recognized over a weighted-average period of
1.6 years.
13. RESTRUCTURING COSTS
In April 2009, we accrued $12 related to our decision to reduce our
workforce through involuntary employment termination and voluntary early retirement. That amount, which is reflected in selling,
general, and administrative expenses, consists of severance and other
special termination benefits. No material additional expenses were
incurred as a result of this reduction in workforce, which was completed in fiscal 2009, and substantially all of the accrued amount was
paid during fiscal 2010.
14. OTHER INCOME AND EXPENSE
In fiscal 2009, we recognized a gain of $20 on the sale of the Bolla and
Fontana Candida trademarks. In fiscal 2010, we recorded an impairment charge of $12 related to the Don Eduardo trademark (Note 3).
These amounts are reflected as other (income) expense in the accompanying consolidated statements of operations.

B ROW N - F O R M A N A N N UA L R E P O RT 2 0 1 0 | PAG E 6 2

N O T E S T O C O N S O L I D AT E D F I N A N C I A L S TAT E M E N T S (Dollars in millions, except per share data)

15. INCOME TAXES
We incur income taxes on the earnings of our domestic and foreign
operations. The following table, based on the locations of the taxable
entities from which sales were derived (rather than the location of customers), presents the domestic and foreign components of our income
before income taxes:
2008

2009

2010

United States
Foreign

$533
111

$533
97

$576
106

			

$644

$630

$682

The income shown above was determined according to financial
accounting standards. Because those standards sometimes differ from
the tax rules used to calculate taxable income, there are differences
between: (a) the amount of taxable income and pretax financial
income for a year; and (b) the tax bases of assets or liabilities and
their amounts as recorded in our financial statements. As a result, we
recognize a current tax liability for the estimated income tax payable on the current tax return, and deferred tax liabilities (income
tax payable on income that will be recognized on future tax returns)
and deferred tax assets (income tax refunds from deductions that will
be recognized on future tax returns) for the estimated effects of the
differences mentioned above.
Deferred tax assets and liabilities as of the end of each of the last
two years were as follows:
April 30,

2009

Deferred tax assets:		
Postretirement and other benefits
$ 98
Accrued liabilities and other
17
Loss and credit carryforwards
43
Valuation allowance
(35)
Total deferred tax assets, net

123

		
Deferred tax liabilities:		
Trademarks and brand names
(146)
Property, plant, and equipment
(39)
Total deferred tax liabilities, net
		
Net deferred tax liability

(185)

forward indefinitely, we know of no significant transactions that will
let us use them. The remaining valuation allowance relates to other
capital loss carryforwards that expire in fiscal 2012 and other foreign
net operating losses that expire in fiscal 2018 and 2019.
As of April 30, 2010, the gross amounts of loss and credit
carryforwards include U.S. capital losses of $56 ($43 and $13 expiring in
fiscal 2011 and 2012, respectively); a U.K. non-trading loss of $45 (no
expiration); other foreign net operating losses of $13 (largely expiring
between fiscal 2014 and 2019); and foreign credit carryforwards of $8
(expiring between fiscal 2011 and 2017).
Deferred tax liabilities were not provided on undistributed earnings of certain foreign subsidiaries ($258 and $365 at April 30, 2009
and 2010, respectively) because we expect these undistributed earnings to be reinvested indefinitely overseas. If these amounts were not
considered permanently reinvested, additional deferred tax liabilities of
approximately $51 and $73 would have been provided as of April 30,
2009 and 2010, respectively.
Total income tax expense for a year includes the tax associated
with the current tax return (“current tax expense”) and the change
in the net deferred tax asset or liability (“deferred tax expense”). Our
total income tax expense for each of the last three years was as follows:
2008

2009

2010

Current:			
U.S. federal
$154
$142
Foreign
26
26
State and local
19
15

$175
28
19

			
2010
$ 125
26
51
(35)
167

(168)
(37)

199

183

Deferred:			
U.S. federal
6
$14
Foreign
6
(2)
State and local
(7)
—

222
$ 16
(5)
—

			

5

12

11

			

$204

$195

$233

Our consolidated effective tax rate usually differs from current
statutory rates due to the recognition of amounts for events or transactions that have no tax consequences.The following table reconciles our
effective tax rate to the federal statutory tax rate in the United States:

(205)
Percent of Income Before Taxes

$ (62)

$ (38)

The $35 valuation allowance at April 30, 2010, relates primarily
to a $15 capital loss carryforward associated with the sale of Lenox
during fiscal 2006 and a $13 non-trading loss carryforward generated by Brown-Forman Beverages Europe during fiscal 2009 in the
U.K. During fiscal 2009, we used $8 of the capital loss carryforward to
offset the gain recorded on the sale of the Bolla and Fontana Candida
trademarks. We used none of the capital loss during fiscal 2010 and
currently know of no significant transactions that will let us use the
remaining capital loss carryforward, which expires in fiscal 2011. In
addition, although the non-trading losses in the U.K. can be carried

2008

2009

2010

U.S. federal statutory rate
State taxes, net of U.S.
federal tax benefit
Income taxed at other than
U.S. federal statutory rate
Tax benefit from U.S. manufacturing
Capital loss benefit
Other, net

35.0%

35.0%

35.0%

1.3

1.8

1.8

(1.6)
(1.8)
—
(1.2)

(1.3)
(1.7)
(1.2)
(1.5)

(1.0)
(1.7)
—
—

Effective rate

31.7%

31.1%

34.1%
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At April 30, 2010, we had $35 of gross unrecognized tax benefits,
$28 of which would reduce our effective income tax rate if recognized. A reconciliation of the beginning and ending unrecognized tax
benefits follows:

Unrecognized tax benefits
at beginning of year
Additions for tax positions
provided in prior periods
Additions for tax positions
provided in current period
Settlements of tax positions
in the current period
Lapse of statutes of limitations
Unrecognized tax benefits
at end of year

2008

2009

2010

$43

$35

$26

1

1

—

4

4

13

(7)
(6)

(2)
(12)

(3)
(1)

$35

$26

$35

We record interest and penalties related to unrecognized tax benefits as a component of our income tax provision. Total gross interest
and penalties of $8, $6 and $8 were accrued as of April 30, 2008, 2009
and 2010, respectively. The impact of interest and penalties on our
effective tax rates for 2008, 2009 and 2010 was not material.
We file income tax returns in the United States, including several
state and local jurisdictions, as well as in several other countries in
which we conduct business. The major jurisdictions and their earliest
fiscal years that are currently open for tax examinations are 1998 in the
United States, 2006 in Australia, Ireland and Italy, 2005 in Poland, 2004
in Finland, 2003 in the U.K. and 2002 in Mexico. Audits of our fiscal
2006 and 2007 U.S. federal tax returns, were completed during fiscal
2010. Although one matter from those audits remains open, we believe
that we have adequately provided for it.
We believe it is reasonably possible that the gross unrecognized
tax benefits may increase by approximately $1 in the next 12 months
as a net result of tax positions taken in the current year and expired
statutes of limitations.

16. SEGMENT INFORMATION
The following table presents net sales by product category:
2008

2009

2010

Net sales:			
Spirits
$2,896
$2,832 $2,916
Wine
386
360
310
			

$3,282

$3,192

$3,226

The following table presents net sales by geographic region:
2008

2009

2010

Net sales:			
United States
$1,564
$1,542 $1,529
Europe
955
892
879
Other
763
758
818
			

$3,282

$3,192

$3,226

Net sales are attributed to countries based on where customers
are located.
The net book value of property, plant, and equipment located
in Mexico was $56 and $62 as of April 30, 2009 and 2010, respectively. Other long-lived assets located outside the United States are
not significant.
17. SUBSEQUENT EVENT
As we announced on June 8, 2010, our Board of Directors has authorized the repurchase of up to $250 of our outstanding Class A and
Class B common shares by December 1, 2010, subject to market and
other conditions. Under this plan, we can repurchase shares from time
to time for cash in open market purchases, block transactions, and
privately negotiated transactions in accordance with applicable federal
securities laws.
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REP ORTS OF MANAGEMENT

MANAGEMENT’S RESPONSIBILITY FOR
FINANCIAL STATEMENTS

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Our management is responsible for the preparation, presentation, and
integrity of the financial information presented in this Annual Report.
The consolidated financial statements were prepared in conformity
with accounting principles generally accepted in the U.S., including amounts based on management’s best estimates and judgments.
In management’s opinion, the consolidated financial statements fairly
present the Company’s financial position, results of operations, and
cash flows.
The Audit Committee of the Board of Directors, which is
composed of independent directors, meets regularly with the independent registered public accounting firm, PricewaterhouseCoopers
LLP (PwC), internal auditors, and representatives of management to
review accounting, internal control structure, and financial reporting
matters. The internal auditors and PwC have full, free access to the
Audit Committee. As set forth in our Code of Conduct and Compliance Guidelines, we are firmly committed to adhering to the highest
standards of moral and ethical behaviors in our business activities.

Management is also responsible for establishing and maintaining
adequate internal control over financial reporting, as defined in Rule
13a-15(f) under the Securities Exchange Act of 1934. Our internal
control over financial reporting is designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
accounting principles generally accepted in the U.S.
As of the end of our fiscal year, management conducted an
assessment of the effectiveness of the Company’s internal control over
financial reporting based on the framework and criteria in Internal
Control – Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on this assessment,
management concluded that the Company’s internal control over
financial reporting was effective as of April 30, 2010.
There has been no change in the Company’s internal control
over financial reporting during the fiscal quarter ended April 30, 2010
that has materially affected, or is reasonably likely to materially affect,
the Company’s internal control over financial reporting.The effectiveness of the Company’s internal control over financial reporting as of
April 30, 2010 has been audited by PwC, as stated in their report that
appears on page 66.

Paul C.Varga
Chairman and Chief Executive Officer

Donald C. Berg
Executive Vice President and Chief Financial Officer 
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REP ORT OF INDEPENDENT REGISTERED PUB LIC AC C OUNTING FIRM

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS
OF BROWN-FORMAN CORPORATION:

In our opinion, the accompanying consolidated balance sheets and
the related consolidated statements of operations, comprehensive
income, cash flows, and stockholders’ equity present fairly, in all material respects, the financial position of Brown-Forman Corporation
and its subsidiaries (the “Company”) at April 30, 2010 and April 30,
2009, and the results of their operations and their cash flows for each
of the three years in the period ended April 30, 2010 in conformity
with accounting principles generally accepted in the United States of
America. Also in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of April
30, 2010, based on criteria established in Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). The Company’s management is
responsible for these financial statements, for maintaining effective
internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in
Management’s Report on Internal Control over Financial Reporting
appearing on page 65 of this Annual Report to Stockholders. Our
responsibility is to express opinions on these financial statements and
on the Company’s internal control over financial reporting based on
our integrated audits. We conducted our audits in accordance with
the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective internal
control over financial reporting was maintained in all material respects.
Our audits of the financial statements included examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial
reporting included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists,
and testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk. Our audits also included
performing such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for
our opinions.

A company’s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company;
(ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (iii)
provide reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the company’s assets
that could have a material effect on the financial statements.
Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

Louisville, Kentucky
June 25, 2010
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I M P O R TA N T I N F O R M AT I O N O N F O R WA R D - L O O K I N G S TAT E M E N T S

This report contains statements, estimates, and projections that are
“forward-looking statements” as defined under U.S. federal securities
laws. Words such as “aim,” “anticipate,” “aspire,” “believe,” “envision,”
“estimate,” “expect,” “expectation,” “intend,” “may,” “potential,” “project,” “pursue,” “see,” “will,” “will continue,” and similar words identify
forward-looking statements, which speak only as of the date we make
them. Except as required by law, we do not intend to update or revise
any forward-looking statements, whether as a result of new information, future events, or otherwise. By their nature, forward-looking
statements involve risks, uncertainties and other factors (many beyond
our control) that could cause our actual results to differ materially from
our historical experience or from our current expectations or projections. These risks and other factors include, but are not limited to:
•	Continuing or renewed pressure on global economic conditions or
political, financial, or equity market turmoil (and related credit and
capital market instability and illiquidity); continuation of, or further
decreases in, consumer and trade spending; high unemployment;
supplier, customer or consumer credit or other financial problems;
inventory fluctuations at distributors, wholesalers, or retailers; bank
failures or governmental nationalizations; etc.
•	successful implementation and effectiveness of business and brand
strategies and innovations, including distribution, marketing, promotional activity, favorable trade and consumer reaction to our
product line extensions, formulation, and packaging changes
•	competitors’ pricing actions (including price reductions, promotions, discounting, couponing or free goods), marketing, product
introductions, or other competitive activities
•	prolonged or further declines in consumer confidence or spending, whether related to economic conditions, wars, natural or other
disasters, weather, pandemics, security threats, terrorist attacks or
other factors
•	changes in tax rates (including excise, sales,VAT, corporate, individual income, dividends, capital gains) or in related reserves, changes
in tax rules (e.g., LIFO, foreign income deferral, U.S. manufacturing and other deductions) or accounting standards, tariffs, or other
restrictions affecting beverage alcohol, and the unpredictability and
suddenness with which they can occur
•	trade or consumer resistance to price increases in our products
•	tighter governmental restrictions on our ability to produce, sell,
price, or market our products, including advertising and promotion;
regulatory compliance costs

•	business disruption, decline or costs related to reductions in workforce or other cost-cutting measures
•	lower returns and discount rates related to pension assets, higher
interest rates, or significant fluctuations in inflation rates
•	fluctuations in the U.S. dollar against foreign currencies, especially
the euro, British pound, Australian dollar, or Polish zloty
•	changes in consumer behavior and our ability to anticipate and
respond to them, including reduction of bar, restaurant, hotel or
other on-premise business; shifts to discount store purchases or shifts
away from premium-priced products; other price-sensitive consumer behavior; or reductions in travel
•	changes in consumer preferences, societal attitudes or cultural trends
that result in reduced consumption of our products
•	distribution arrangement and other route-to-consumer decisions
or changes that affect the timing of our sales, temporarily disrupt
the marketing or sale of our products, or result in implementationrelated costs
•	adverse impacts resulting from our acquisitions, dispositions, joint
ventures, business partnerships, or portfolio strategies
•	lower profits, due to factors such as fewer used barrel sales, lower
production volumes (either for our own brands or those of third
parties), sales mix shift toward lower priced or lower margin skus, or
cost increases in energy or raw materials, such as grapes, grain, agave,
wood, glass, plastic, or closures
•	climate changes, agricultural uncertainties, environmental calamities, our suppliers’ financial hardships or other factors that affect the
availability, price, or quality of grapes, agave, grain, glass, energy, closures, plastic, or wood
•	negative publicity related to our company, brands, personnel,
operations, business performance or prospects
•	product counterfeiting, tampering, contamination, or recalls and
resulting negative effects on our sales, brand equity, or corporate
reputation
•	adverse developments stemming from litigation or domestic or
foreign governmental investigations of beverage alcohol industry
business, trade, or marketing practices by us, our importers, distributors, or retailers
•	impairment in the recorded value of any assets, including receivables,
inventory, fixed assets, goodwill, or other intangibles
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Q U A R T E R LY F I N A N C I A L I N F O R M AT I O N

Fiscal 2009

(Dollars in millions, except per share data)

Fiscal 2010

			
			

First
Quarter

Second
Quarter

Third
Quarter

Fourth		
Quarter
Year

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

Net sales		

$ 790

$ 935

$ 784

$ 683

$3,192

$ 738

$ 893

$ 862

$ 733

$3,226

Gross profit		

381

467

371

359

1,577

380

443

411

377

1,611

Net income		

88

143

123

80

435

121

147

108

73

449

Basic EPS		

0.59

0.95

0.82

0.53

2.88

0.81

0.99

0.73

0.49

3.03

Diluted EPS		

0.58

0.94

0.81

0.53

2.87

0.81

0.99

0.73

0.49

3.02

Year

Cash dividends per share:											
Declared		

0.54

—

0.58

—

1.12

0.58

—

0.60

—

1.18

Paid		

0.27

0.27

0.29

0.29

1.12

0.29

0.29

0.30

0.30

1.18

Market price per share:											
Class A high		

63.17

62.91

54.92

50.97

63.17

51.08

53.30

57.75

63.65

63.65

Class A low		

53.61

40.91

38.30

35.06

35.06

44.00

45.45

50.50

51.55

44.00

Class B high		

63.02

62.98

53.49

48.41

63.02

50.00

53.78

55.56

60.44

60.44

Class B low		

53.58

41.94

40.46

34.97

34.97

41.45

42.22

47.77

48.93

41.45

Note: Quarterly amounts may not add to amounts for the year due to rounding.
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DIRECTORS AND MANAGEMENT EXECUTIVE C OMMITTEE

Board of Directors at Mr. Jack’s old office (Lynchburg, Tennessee)

From left: James S.Welch, Jr.,William M. Street, Patrick Bousquet-Chavanne, Richard P. Mayer, John D. Cook, Sandra A. Frazier,
William E. Mitchell, Paul C.Varga, Geo. Garvin Brown IV, Dace Brown Stubbs, and Martin S. Brown, Jr.
BROWN-FORMAN CORPORATION BOARD OF DIRECTORS

Geo. Garvin Brown IV

(1)(4)

Presiding Chairman of the Board,
Brown-Forman Corporation; and
Senior Vice President and
Managing Director,
Western Europe and Africa

Patrick Bousquet-Chavanne

Sandra A. Frazier

William M. Street

President and Chief Executive Officer,
Yoostar Entertainment Group,
New York, New York

Partner,
Tandem Public Relations LLC,
Louisville, Kentucky

Former President,
Brown-Forman Corporation,
Louisville, Kentucky

Martin S. Brown, Jr.

Richard P. Mayer

Dace Brown Stubbs

Partner,
Paul C. Varga (1)
Adams and Reese LLP,
Chairman and Chief Executive Officer, Nashville, Tennessee
Brown-Forman Corporation,
John D. Cook (2)(3)
Louisville, Kentucky
Director Emeritus,
McKinsey & Company,
Chicago, Illinois

(3)(4)

(3)(4)

Former Chairman and
Chief Executive Officer,
Kraft General Foods North America
(now Kraft Foods Inc.),
Northfield, Illinois

William E. Mitchell

(2)

(2)

Private Investor,
Vero Beach, Florida

James S. Welch, Jr. (1)
Vice Chairman,
Brown-Forman Corporation,
Louisville, Kentucky

Chairman,
Arrow Electronics, Inc.,
Melville, New York

BROWN-FORMAN CORPORATION MANAGEMENT EXECUTIVE COMMITTEE (AS OF APRIL 30, 2010)

Paul C. Varga

(1)

Donald C. Berg

Chairman and Chief Executive Officer Executive Vice President,
Chief Financial Officer

James S. Welch, Jr. (1)

Michael J. Keyes

Jane C. Morreau

President,
North American Region

Senior Vice President

Philip A. Lichtenfels

Kris Sirchio

Vice Chairman

Matthew E. Hamel

James L. Bareuther

Executive Vice President,
General Counsel, and Secretary

Senior Vice President

Executive Vice President,
Chief Marketing Officer

Mark I. McCallum

Lisa P. Steiner

Jill A. Jones

Executive Vice President,
Chief Operating Officer

Senior Vice President

Executive Vice President,
Global Business Development

Senior Vice President

(5)

(1) Member of Executive Committee of the Board of Directors (2) Member of Audit Committee (3) Member of Compensation Committee
(4) Member of the Corporate Governance and Nominating Committee (5) Secretary to Board of Directors, Executive Committee of the Board of Directors, and Audit Committee
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C O R P O R AT E I N F O R M AT I O N

Corporate Headquarters
850 Dixie Highway
Louisville, Kentucky 40210
(502) 585-1100
www.brown-forman.com
brown-forman@b-f.com

Listed
New York Stock Exchange, New York City
BFA/BFB

Employees
On April 30, 2010, Brown-Forman employed about 3,900 people, including approximately 200 on a part-time or temporary basis. Brown-Forman
Corporation is an Equal Employment Opportunity and Affirmative Action
employer. All human resource practices, actions, and programs are administered without regard to race, color, national or ethnic origin, gender, age,
religion, veteran status, sexual preference, or disability. It is also the policy of
Brown-Forman to prohibit sexual and other harassment.
Stockholders
The two classes of stock of Brown-Forman Corporation are listed on
the New York Stock Exchange. There were 3,149 holders of record of
Class A Common Stock and 6,445 holders of record of Class B Common Stock as of April 30, 2010. Stockholders reside in all 50 states and
in 28 foreign countries.
Form 10-K
Interested stockholders may obtain without charge a copy of the
Company’s Form 10-K, as filed with the Securities and Exchange
Commission, upon written request to: Stockholder Services, BrownForman Corporation, 850 Dixie Highway, Louisville, Kentucky 40210.
The Form 10-K can also be downloaded from the Company’s website
at www.brown-forman.com. Click on the Investor Relations section of
the website and then on Financial Reports and Filings, and then on SEC
Filings to view the Form 10-K, as well as other important documents.
Corporate Governance Guidelines,
Committee Charters, and Codes
The Company’s Corporate Governance Guidelines are published on
the Company’s website. These guidelines set forth Board responsibilities, director qualification standards, Board meeting and attendance
requirements, committee composition requirements, primary committee
responsibilities, policies related to director compensation, management
succession, director access to management and independent advisors, and
an annual self-evaluation requirement for the Board, among other things.
Our four standing Board committees – Audit Committee, Compensation Committee, Corporate Governance and Nominating Committee,
and Executive Committee – operate pursuant to written charters, each
of which is posted on the Company’s website. The Company has adopted the Brown-Forman Code of Conduct and Compliance Guidelines,
which set forth standards of ethical behavior applicable to all Company
employees and directors. The Code of Conduct contains a Code of Ethics for Senior Financial Officers, which details the Company’s further
expectation that all financial, accounting, reporting, and auditing activities of the Company be conducted in compliance with applicable rules
and regulations, and in accordance with the highest ethical standards.
The Code of Conduct, including the Code of Ethics for Senior Financial
Officers, can be found on the Company’s website. The web address for
the Corporate Governance Guidelines, the Committee Charters, and
the Codes is www.brown-forman.com/company/governance. You may
request a print copy of any of these documents at no charge by writing to our Secretary, Matthew E. Hamel, 850 Dixie Highway, Louisville,
Kentucky 40210, or e-mailing him at Secretary@b-f.com.

Registrar, Transfer Agent, and Dividend Disbursing Agent
For information on Shareholder Services, contact:
Computershare Investor Services
web.queries@computershare.com
250 Royall Street
Canton, MA 02021
1-800-622-6757
Counsel
Stoll Keenon Ogden PLLC, Louisville, Kentucky
Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP, Louisville, Kentucky
Stock Performance Graph
This graph compares the cumulative total shareholder return of
our Class B Common Stock against the Standard & Poor’s 500 Stock
Index, the Dow Jones U.S. Consumer Goods Index, and the Dow Jones
U.S. Food & Beverage Index. The graph assumes $100 was invested on
April 30, 2005, and that all dividends were reinvested. The cumulative
returns shown on the graph represent the value that these investments
would have had on April 30 in the years since 2005.

Compound Annual Growth in Total Shareholder Return
(as of April 30, 2010, dividends reinvested)
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DOW JONES U.S. FOOD & BEVERAGE

Environmental Stewardship
As a responsible corporate citizen, Brown-Forman is committed to
environmental stewardship and sustainability. Our environment efforts
focus primarily on the efficient use of natural resources, conserving
energy and water, and minimizing waste.
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This annual report is printed on FSC-certified paper.
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