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2019 highlights

Headline measures.

Group sales®

a11.5% %0

Diluted EPS before exceptional and other items*™
229.4% 4%

° 0o 2018: 11 90p’
Retail operating cash flow®"

v(9.8)% £2.502m

Statutory measures.
Statutory revenue

a11.2% 53320n

Statutory profit before tax
428.8% ELELIM

& Alternative performance measures (APM}

Strategic report

Group operating profit before exceptional and other items**®

A 34 00% g%:’izﬁggm

Dividend per share

A92 ® 3% 2501.8.7;)&

Net debt*

a(9.1)%  Ea2en

Operating profit

a171% 2213

Statutory diluted EPS

a11.9% 5P

Measures with this symbol & are defined in the Giossary section on pages 178 to 181

All measures reported on a continuing operations basls
Change shown at actual exchange rates

“ Excludes amorusation of acquired intangibles and excludes excephionalitems
by virtue of their size and nature in order to reflect management's view of the
undertying periormance of the Group

& [iluted EPS before exceptional and other items refers to diluted earmings per share from
conuinuing operations belore exceptional ikems and amortisation of acquired intangibles.,
et pension finance costs and fair vatue remeasurement s on financial Instruments

= Net debt and Retall operating cash flow exclude the impact of Tesco Bank

* Restated for the adoption of IFRS 15 as explamed in Note 1and Note 36
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Chairman’s statement

Continued progress.

“Qur strong performance is a
reflection of the hard work
of our 450,000 colleagues”

John Allan
Non-executive Chairman

Visit www.tescoplk.com/ar2019
to hear more from John Allan

Ths has been another strong year for Tesco ‘We have made further
progress with our plans to create value for customers. at the same
time as delivering significant returns for shareholders - with
oparating profit for the Group exceeding £2bn for the first time in
our four years of turnaround

The Board's increasing focus on growth in earnings and free cash
flow generation has aiso allowed us to pay a dividend for a second
successive year

More broadly, our strong performance is a reflection of the hard
work of our 450,000 collesgues, and their commitment to serving
shoppers & ittle better every day - led by a management team that
has a clear focus on customers

The Board places a significant focus not just on the strategic plans
developed by management, but also on the wider culture of our
business Qur centenary year offers a timely rerninder of what
made Tesco the business that it 1s today. as we celebrate 100 years
of great value. it 15 also an apportunity to further engage the whole
Tesco team on the purpase and values that detine our
organisation

Tesco PLC Annual Report and Financial Statements 2018

In support of that, members of the Board have spent time
engaging with custorners, colleagues and a wide range of
stakeholders

There have been two changes to the compesition of the Board
in the year

Due to Hiness, Charles Wilson stepped down from the Board

0 July. but we are very pleased that his recovery has been
successful. Charles continues 1o lead Booker and. as a member
of the Executive Committee, the wider Tesco business benefits
from his continued involvement in matters of strategy.

- In September, we were delighted to welcome Melissa Bethell to
the Board, bringing a broad range of expenence and skils from
a background in strategy, finance and technology Melissa is
also a member of the Audit Committee

Throughout the year, the Board's discussions have focused on
longer-term strategic planning With the progress that the business
has made against our 5% strategic drivers - the medum-term
ambitions that we outlined in Qctober 2018, and which are

detailed on pages 14 ang 15 of this report - we have dedicated
significant time and energy to developing our plans for sustainable
growth into the future

For every one of our stakeholders - our customers, colleagues,
suppliers and shareholders - the direction of our future plans
wiil build on the momentum of our last four years of turnarcund,
putting customers at the heart of everything we do

From a shareholder perspective, the lens through which the
Executive tearn manage the business will be four-fold, with a
focus on customer satisfaction, cash profitability. free cash flow
and earnings growth

Importantly, the Directors’ discussions on sustainable growth do
not focus solely on financial metnics The Boerd conssders it critical
that we monitor and respond to broader 1ssues of sustainability,
including climate change and responsible sourcing. so that our
business is well placed to succeed in the years ahead

We also believe in developing a sustainable pool of taient within
Tesco, and we are comimtted to supporting peopie at every leve!
and from every background. to develop their careers with us

You can read more about our approach to sustainabiity on
pages 24 to 31 of this Report. and in our separate Little
Helps Plan report

This has been a significant year for Tesco - not just because of its
histoncal importance, as we celebrate 100 years of great value -
but also because of the strong position we have built In our ongoing
turnaround We enter the next chapter in our history with
confidence in our plans. and with strong momentum

G A

John Allan
Non-executive Chairman



Group Chief Executive’s review

Strategic report

“Qver the last 100 years, Tesco has
been an innovator, a disruptor,
and above all it has listened to
customers — meeting their needs
better than anybody else. Retail
has changed a lot in that time,
and so has our business.”

Dave Lewis
Group Chief Executive

Visit www.tescoplc.com/ar2019
to hear more from Dave Lewis.

Creating long-term,
sustainable value.

This year has been an important milestone for Tesco.
in 2019, we are celebrating 100 years since Jack Cohen first set up
his East London market stall - and reiterating our commitments to
great value for customers It's also an important milestone in the
turnaround that we began in 2015, and which we are successfully
delivering - and I'm confident we will finish the job in 20t9/20.

After four years of turnaround we have made significant progress
We have transformed the Tesco brand; significantly reduced our
cost base; generated £2.5bn of retail operating cash this year,
and achieved a Group operating margin for the full year of 3 45%
- reaching 3 96% 1n the second half of the year We have also
released E1 7bn of value from our property portfolio since the
start of aur turnaround and built a culture of Innovation.

Our batance sheet 1s stronger too, with total Indebtedness of
£(221bn in 2015 reduced to £(12)on at the end of this year

Importantly. the progress we are making 1s broad-based |nthe
UK. we have rebuilt the competitiveness of our offer. in Central
Europe, we have simpiified cur business and delivered a
significant cost reduction programme. and in Asia. we have
successfully renegotiated terms with our suppliers, supporting
our profit recovery

This strong fingncial performance 15 driven by a strategic
decision to manage our busingss with a fong-term focus on
four key metncs customer satisfaction cash profitabslity,
free cash flow and earnings growth

It also reflects the plans we have delivered this year to create
value for each of our key stakeholders - our customers,
colleagues. supphers and shareholders

Customers.

We have continued our focus on providing customers with qualty
products at great prices Our customers' perceptions of quality
and value have continued to improve throughcut our turnaround,
and more customers are recommending Tesco as a place to shop

Qur customer offer 1s stronger, with aimost 10,000 Own Brand
products relaunched in the UK Importantly. this inciudes
completing the roll-out of our entry-level praduct tier

in the UK, introducing eight new ‘Exclusively at Tesco’ brands
These products offer excepticnal value and customers are
responding very positively

In Asia, we have launched almost 600 new Own Brand products,
with positive customer feedback and an increase in Own Brand
sales participation in both Thailand and Malaysia

we continue to help our customers who want to make healthier
choices and in September, through our health event in UK stores
- our first in partnership with Jarmue Qliver - we offered a basket
of ‘heipful httle swaps’ which was 12% cheaper than a standard basket.

As part of cur centenary celebrations, we have also launched
a new store format in the UK. Jack’s ~ which proudly supports
Britain's food producing communities, with eight out of ten
Jack’s branded food and drink products grown reared or
made in Britain - and offers customers a no-fuss approach.
with a low-cost business model

tn Central Europe, we have launched 'Star Lines’, with more than
600 products benchmarked on quality and price against the
market 50 that customers can shop with confidence We have
also continued our Food Love Stortes campaign, sharing our
passion for food and showcasing the quality of our products

And at Tesco Bank, we have launched new technology to
ssimplify banking for customers, including an improved mobiie
app, which 1s now the preferred method of account access
for ¥ 2 millon customers

Tesco PLC Annual Report and Financial Statements 2019




Colleagues.

We want Tesco to be a great place to work for all of our
colleagues, and to make it easier for them to do what they
do best - serving our shoppers

In November, we implemented the final stage of 210 5%
pay increase for our hourly-paid UX store colleagues We
have a consistent principle that we ain to pay all colleagues
competitively agamst the relevant pay benchmark

Last year, we launched our National Charity Partnership,
bringing together three of the UK's leading health chanties
Cancer Resgarch UK. the British Heart Foundation and
Diabetes UK.

Through that partnershup. we are helping our colleagues to
lead healthier lives, and this year we conducted the UK's
largest ever workplace heaith survey, with more than 8,000
colleagues taking part Mare than 20.000 colleagues have
also benefited from e-learning to support mental wellbeing

We are committed to offering good career oppartunities,
and this year over 1,000 colleagues took part in one of our
apprenticeship programmes, supporting existing Tesco
colleagues to develop new skills and helping young people
start their career.

Tesco PLC Annual Report and Financial Statements 2012

In Ireland, we were particularly pleased to be independently
recognised as a top Irnsh workplace for a second year, as well as
being named one of the best workptaces for women, reflecting
our aim to give everyene an equal opportunity to get on

Tesco continues to be a place where people can develop.
and access a huge breadth of opportunity

However. this has also been a significant year of change for
our busingss, which has had an impact on cur colleagues
These changes are necessary as we respond to changes in the
way that customers shop with us, and will ensure that we are
operating our business sustainably

Whenever we make any change in our business, our priority

15 always to support our colleagues, and to stay true te our values

Our values.

No one tnes we treat people Every little help
harder for how they want to makes a big
customers be treated difference




Suppliers.
We continue to strengthen the partnerships we have with
our suppliers

For a third successive year. we ranked first in the
independent suppher Advantage survey, and our Supplier
Viewpoint measure for the Group reached a high of 77 5%
in the second half of the year

Our close, trusted partnerships with suppliers allow us to
deliver great quality products to our customers. at great velue

We are committing to long-term strategic relationships with
our closest supplier partners, supporting them te invest in
improving the value and quality of our products. and
increasing the efficiency of our supply chain This year we
have also worked together with our suppliers to make
sensible preparations for Brexit seeking to protect service
and availabilty for our customers

As we grow our busness, that presents an opportunity for
our partners to grow with us too

Through our merger with Booker suppliers can access the
combined growth of a Group which serves not just the retail
market. but also wholésale and food eaten ‘out of home'

Our aliance with Carrefour presents a further opportunity
for growth, covenng the strategic relationship with global
supphers, the joint purchasing of Own Brand products and
goods not for resale

we're also working with supplers to make products healthier
and more sustainable in Thalland, we became the first
retailer to bring all our Own Brand soft drinks below 6g of
sugar per 100ml and we have removed trans fats from all
Tesco bakery items In the UK, we have worked with our
suppliers to remove more than 2,900 tonnes of hard to
recycle rmaterials from our Own Brand products

358 suppliers

worked with us to develop

1,800 products

for our new Jack’s brand

Alternative performance measures referred to in this
staternent are defined in the Glossary on pages 178 to 181

Strategic report
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Group Chief Executive’s review continued

Shareholders.

We continue to create long-term, sustainable value for
shareholders, investing in our competitiveness in all of our
markets and being more selective in the mix of products
we sell, maoving away from loss-making categones

We have made a number of key decisions to support this,
including the closure of Tesco Direct, stepping back from
unprofitable general merchandise sales in Centrat Europe.
and an accelerated transformation plan in Asia

We are delivering the synergies from our merger with Booker,
with £78m realised in this first year, and we are well on track
to meet our target recurring run-rate of around £200m

per year by the end of the third year Our Joining Forces
programme continues at pace, with top Booker products
now available in 70 Tesco stores and, for Booker customers,
a sigmficant improvement in the quality of the top 20
fastest-selling retail fruit and vegetable ines

At the same tme, we continue to strengthen our balance sheet,
reducing total indebtedness and lowenng our interest costs.

Reflecting our strong underlying financial performance. we are
also proposing a final dividend of 4 10 pence. taking the full-year
dividend to 5.77 pence, anincrease of 92 3% year-on-year We
now expect to reach a dividend cover level of around two times
earnings (on a post-IFRS 16 basis) in the 2019/20 financial year

Sustainable value.
It has been a strong year for Tesco. and the strategic decisions
we have made are allowing us to grow our business sustainably

Thanks to the hard work and dedication of our colleagues in
delivering our plans we have already met the vast majonty
of our turnaround objectives This puts us in a good position
to further invest In our competitiveness, and to face into
challenging conditions in each of our markets, including

- the unlevel playing field created by the business rates system
n the UK, which continues to ptace a significant burden on the
retail industry, with our own bill at around £700m each year,

- changes to Sunday trading regulations in Polaad which have
impacted sales for Central Europe, contributing to a {2.3)%
sales decline: and

- the market in Thailand -~ which s highly competitive and
chalienging - and the issuance of government welfare cards,
which had animpact of (1 2)% on Asia sales this year, although
this had eased by the end of the fourth quarter

While these and other headwinds will continue. we will succeed
by staying true to what we have always done best throughout
our 100-year history: being a champion for customers



That means offering great value, the best quahty. and helpful
service Jack Cohen did exactly that when he first set out his
market stall, and the same spirit still drives Tesco today

It also means creating value In a wider sense, for
communities and for society.

We are committed to tackling the 1ssues that matter - setting
targets and measuring our progress aganst them

This year we have
- achieved 81% of our target that no food that 1s safe for

human consumption shoutd go to waste in our UK business,

donated the equivalent of 62.7 million meals to ioca

chanties and community groups :n the UK, reland. Central

Europe and Asia, and also launched a training programme

with a goal to help more than 1,000 cormmunity Cooks in

the UK make the most of the donations they receive,

- increased sales of healthy products by 17% year-on-year
in our September 2018 ‘helpful little swaps’ event. and

- begun trials of a 'reverse vending’ scheme for plastic

bottles in the UK and Thailand

We are atso partnering with external organisations,
working together with shared ambitions. This year we
have launched a new partnership with WwW§F, with the
aim of reductng the environmental impact of the average
UK shopping basket by 50%.

We are making good progress in each of the areas of our
Little Helps Plan, and we want 1¢ go even further to achieve
our goal of providing customers with affordable, healthy.
sustamable food

One hundred years of great value.

Over the last 100 years. Tesco has been an innovator,
adisruptor. and above all it has listened to customers
- meeting their needs better than anybody else Retail
has changed a lot 1a that time, and so has our business

From bringing self-service supermarkets to the UK, fighting
against Resale Price Maintenance, delivering the first-ever
online food shop or rewarding loyaity through Clubcard.
Tesco has always been at its best when we are doing the
right thing for customers

That has been the guiding principle of our four years of
turnaround, and it contnues to guide every decision we
make today

As we celebrate cur centenary, we are In a strong position
It's a moment to reflect on our past - but also te look ahead
to the future And as we do s0, our focus 15 Clear te create
long-term, sustainable value for every stakeholder m our
business. for many years to come.

Dave Lewis
Group Chief Executive

More detail on our performance, including
statutory results cen be found in our
Financial review on pages 18 to 23

Strategic report
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Celebrating 100 years of great value

A born entrepreneur:

Jack Cohen founded Tesco
in 1919. Jack tock his £30
demob money at the end
of the First World War,
bought some surplus army
food and got himself a
pitch. By the end of that
first morning he’d taken

£4, of which £1 was his own.

Jack was a grafter.

A family man. And
he worked hard
to give customers

what they needed,

Tesco PLC Annual Report and Financial Statements 2019

Jack’s first store:

In 1929, Jack set up shop
in North Londen under the
Tesco name Tesco comes
from the initials 'TES' of
T.E. Stockwell, a tea
suppher and partner of
Jack’s, as well as the "CO”
from Jack’s surname.



Celebrating 100 years
of great value.

Something for nothing:
We introduced Green Shield stamps in
1963, and they soon became a national
phenomenon These stamps could be
exchanged for a range of goods in cur
Green Shield catalogue, giving
customers even better value at Tesco

1930s

Fighting for customers:
When Britain went to war in
1939, this time Jack fought on
the heme front, for far food
rationing He worked with
Government, on a simple points
system, where everyone was
treated equally, nich or pgor

1970s

Value at the pumps and
a legacy to remember:

We changed the rules of fuel
retailing, as we opened our
first Tesco petrol stations
- giving customers another

great reason to shop with us

But 1t was also the end of an
era. as Jack Cohen passed

away in 1979

1977

Checkout at Tesco:
We closed our stores and
took the competition by
surprise with the launch of a
major prce-cutting inttiative
celled ‘Checkout at Tesco’
Our simple, low prices were
an overnight success



Jack is back:

We unvelled a new birand

and stores, inspired by and
named after Jack Cohen.

Jack’'s brings customers
great-tasting food
at the lowest
possible prices.

Our centenary:
We celebrate one hundred
years of great value,

Life n Britan has changed a lot since
Jack made his first sale but today, serving

1990s shoppers better still starts with selling
great quality food at affordable prices.
. In our centenary year, we're daing that in
The gamée changers: vy e

more ways than ever with exceptional

We launched our iconic ‘Every Little deals that take customers back.

Helps’ straphine, in a decade full of little
helps for our customers - from the
introduction of Ciuvbcard, to the launch

of our first Express and Extra stores, m
making it even more convenient for
customers to shop with us More ways to shop:
We also launched our Tesco Value By 2000, technology had moved on a lot
range, offering our customers a wider since our first home delivery in 1984
choice of products at great prices - and s0 had our business. We launched

Tesce com, which today serves millions
of customers every month,

In the same decade, we also launched
our F&F clothing brand and Tesco Bank.




Strategic report

A lot has changed since Jack Cohen set up his market stall
in 1919, but not our commitment to great value.

We're proud to be celebrating our centenary, promising great value
for customers, colleagues and communities.

Tesco PLC Annual Report and Financial Statements 2019



About Tesco

We’re passionate
about serving
shoppers a

little better
every day, in
store and online.

UK & RO,

Cur UK & ROl business I1s the largest
in the Group. wWith a leading market
position. we operate TesSco stores
from convenience formats through
to larger stores - as well as our
wholesale business, Booker

Group sales

£56,883m 3,787 stores

:;:‘uc;und
340,000

£1,537m

* Exctudes smortisabion of acquired intangibles and axceptional riems

10 Tesco PLC Annual Report and Financial Statements 2019




Central Europe.

We are present in four Central
European countries, with
hypermarkets and convernience
stores in the Czech Republic,
Slovakia, Hungary and Poland

Qur footprint

895 stores

arou nd
50,000

Operating profit”

£186m

Asia.

Qur Asia business has operations in
Thailand, where we operate
hypermarkets and convenience
stores under the Tesco Lotus brand,
and in Malaysia

Qur footprint

2,038 stores

:;ggund
60,000

Oparating profit®

£286m

Strategic report

Tesco Bank.

Tesco Bank s based in the UK and
aims to be the bank for peopie who
shop at Tesco providing simple and
convenient retall banking and
Insurance products

Qur footprint

6 million
customer
accounts

Colleagues

around
4,000

Operating profit”

£197m



Our business model

A best in class retailer.

Our differentiating Touch every part
capabilities. @ of our business. @

Understanding customers.
Customers are at the heart of
everything we do. and every
decision we make

From customer tasting panels
as we develop new products.
through to the insight we get
from Clubcard. we use our
expertise to understand and
meet our customers’ needs
better than anybody else.

Customers
Tesco exists to serve
customers - listening to them
and acting on what 15 most
important, however they
choose to shop with us

Our colleagues.

Wwe are a business that’s about
serving people We are at our
best for customers when every
one of our 450.000 colleagues
ts focused on delivering great
service - and we share a single
purpose to serve shoppers a
iittte better every day.

Reinvest
Qur focus is always on making
Tesco the best it can be for
our customers The better a
job we oo for customers. the
mare we will iImprove sales.
the more our sales improve.
the more we can reinvest
in further improving
the shopping trip.

Scale and reach.

We have an unparalieled reach,
through our store network and
our Grocery Home Shopping
service ~ as well as Booker's
Business Centres and delivered
wholesale network - allowing us
to bring great quality products
to even more customers

Channels
To bring the best products
to customers, we work
through a range of channels
- from small shops to large
shops, and our onlne
business Booker gives us
access to further channels,
including Business Centres
and delvered wholesale

Products
We build close and
mutually-beneficial
relationships with
our supplier partners, to
source the best possible
products that meet
and anticipate
customers' neeas

Own Brand and Product.
We put great care into sourcing
the best quality products, with
expert technical teams and close
partnerships with growers and
suppliers - supported by a family
of urugue brands, from Finest”
to Free From.

Services.

Through Tesco Bank and Tesco
Mobile, we can bring new
services to customers and
earn their loyalty

Innovation.

from recipe development and
reformulation, to new technology
and systems, we encourage a
culture of innovation so that our
business remains at the cutting
edge of new trends and demands

12 Tesco PLC Annual Report and Financial Statements 2019



To create value for
our stakeholders.

Value for customers.
Qur bustness mode! allows us
to bring our customers the
very best products at the best
possible prices. however they
choase to shop with us

As our husiness continues to
strengthen, we can renvestin
our carmpetitiveness and
further improve the
expenence for customers

Customers liking
‘Exclusively at Tesco’
products they've tried

93%

Value for suppliers.
Our canversations with
supphers focus on delvering
great value. great quality
products for our customers.

When we get 1t right. our
business grows, and our
suppliers grow with us

Together with Booker,

our combined growth 15 a
market-leading opportumty
for supphers

Annual quantum sales
growth: Tesco UK and
Booker

over £1bn

Value for colleagues.
The expertise of our
colleagues drives every part
of our business model - from
our store teams serving
shoppers, to our Product
teams developing new ranges

We want every colleague In
our business to understand
the part they play In serving
shoppers a little better
every day

Colleagues motivated
by our purpose

80%

Value for shareholders.
For shareholders, our
business modet allows us

to deliver sustainable,
profitable growth

Qur underlying phulosaphy to
create value for shareholders
puts a focus on customer

satisfacticn, cash profitability.

earmings growth and free
cash flow

Diluted EPS before
exceptional and
other items'

15.4p

U Cituted EPS before exceptional and ather iters refers to diluted
earnings per share from continuing operatons before exceptianal
items and amortisation of acquired intangibles net pension finance
costs and fair value remeasurernents on financial instruments, as
delined in the APM secuon of the Glossary on pages 178 to 183,

Strategic report




Our six strategic drivers

An update on our
strategic drivers.

1. A differentiated brand

A strong and differentiated brand creates
long-term value for every stakeholder in
our business Our purpose. Lo serve
shoppers g ittle better every day, ts at
the heart of what cur brand stands for

As we celebrate our centenary year.
we are looking back to the ethos of our
founder, Jack Cohen, and what made
Tesco unique his unwavenng, smple
commitment to great value

That same commitment remains true
today, and throughout 2019 we are doing
that in more ways than ever before, with
exceptional deals that take customers
back, through our 'One Hundred Years of
Great Value' campaign

This year we have made further progress
in our relaunch of rmore than 10.000 Own
Brand products - the largest launch of its
kind in our 100-year history - bringing our
customers great quality products at the
very best prices

We have also continued our award-
winning Food Love Stories campaign,
highhighting the quahity of our food and
showcasing the care that goes into every
cne of our products

Encouragingly, customers and
stakeholders continue to recognise our
efforts, and this year our YouGov
Brandindex score reached its highest
rating since October 2011,

2. Reduce operating costs
by £1.5bn

To ensure that cur business remains
sustainable for the long term, we continue
to simplify the way we operate and reduce
our costs.

we delivered in-year cost savings of
£532m, with £) 4bn of savings to date
towards our £1.5bn ambxtion

Reducing our costs s paruicularly
important as we face into chalienging
conditions in each of our markets across
the Group. so that we can be even more
competitive, and offer customers the
value. guality and service that they expect

We are simplifying our store operations.
improving stock flow, and further
improving our forecasting to reduce
waste Inour Express stores, we have
optimised our distrbution and
replerushment by adjusting case sizes.
reducing handiing and transport costs

We have also taken the difficult decision
to close around 80 of our fresh food
counters in the UK with the remaining
700 trading with either a full or flexible
offer. This reflects changes to the way
customers shop in these stores, and

will allow us to operate more sustainably
for the long term

In Central Europe. we have reduced costs
by simplifying work for colleagues in stores
- for example by reducing the number of
price changes by almost a third

Tesco PLC Annual Report and Financial Statements 2019
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3. Generate £9bn cash
from operations

We maintan a strategic focus on
generating free cash flow. and this year
penerated £2 5bn of retall cperating cash,
driven by improved profitability. Strong
working capital management is also a key
component of our cash generation

Retail operating cash flow for this year
1s reported after a ¢ £(490)m working
capital timing impact year-on-year

This iIncludes a year-on-year tirming impact
of £{278)m relating to delayed payments
following the failure of a key suppher,
Palmer & Harvey, at the end of the last
financial year

A further £{210im impact relates to
decisions made in the second half of the
year Most significantly. the delayed
implementation of 2 new general ledger
system in the UK & RO! postponed the:
collection of some recevables inte the
beginning of the 2018/20 financial year In
addition, a focus on safeguarding availabikity
and service tevels for customers at a ime
of political uncertainty meant we
depriontised certain ongoing working
capital initiatives

Over the last three years we have
generated £8 6bn of retail operating cash



4. Maximise the mix to
achieve a 3.5% - 4.0%
margin

Across the Group. we are working on mix

- making ouvr business more sustanable,
and stepping back from unprofitable sales
Group operating margin for the year was
3 45% up 59 basis points In the second
half of the year on the same Hasis as our
ambition {excluding Baoker). Group
operating margin was 3 79%

We have taken some significant decisions
to strengthen our mix, In¢luding the
ciosure of our loss-making general
merchandise website, Tesco Birect,
where we saw no route 1o profitability

in Central Europe, we remain focused
on bullding 3 more sustanable business.
In Paland. we closed 62 unprofitable
stores in the year, and we are reducing
the costs of operating our business as we
focus on profitable sales We have also
intreduced more than 600 'Star Lines’
for customers across our four Central
European markets, giving more space on
the shelf to the most popular products.
at sharper prices

In Asia, we have repositioned our
customer offer in Thailand. with significant
changes to our sales mix and promaotionat
strategy. as well as accelerating changes
to our gperating model, which are helping
to underpin our profit recovery

We will continue to look at opportunities
to improve our mix. allowing us to become
more competitive for customers, and to
deliver strong. sustalnable returns for
shareholders

5. Maximise value
from property

This year we released a further £285m of
value from cwr property portfoiio across
the Group

In the UK, we are continuing to explore
a small number of opportunities to work
with a thwrd-party to redevelop our
store sites In high-value locations

For example. this yaar, working with a
selected development partner, we have
created a ptan which will transform our
store in Kennmgton, London As well as
making better use of the space to create
hundreds of new hormnes. the project will
also deliver a brand new Tesco store,
further commerciat space and will open
up the site, bringing communities n the
local srea closer together

We continue to repurpose space 1N some
of our larger stores, introducing thirg-
party concessions from popular brands,
as well as services ke barbers

in Central Eurcpe. we have simplified
our property portfolio as we exit our
department store format We have
also repurposed space in 14 of our
hypermarkets, and introduced 22 new
anchor tenants Into our malls

We completed three property buybacks in
the year in the UK, and our proportion of
freehold property across the Group has
remained stable year-on-year at 58%

Strategic report

6. [nnovation

A continuous pipelne of Innovation
ensures that we can keep serving
shoppers better - anticipating and
responding to their needs better
than anybody else

Creating a culture of nnovation across
our business remains a prianty and, to
support this, we opened a new facility this
year at our Welwyn Garden City campus
The 'Heart’ buiiding brings together our
capabilities in product development,
customer insight, colieague learning and
retalt technology - including a state of the
art Express store. and kitchens where our
colleggues and suppler partners can
develop new products together

We're also innovating to rmake our
products healthier, and more sustainable
when we reformulate products. wherever
possible we make them healthier, without
comprormusing on taste This year we have
added extra fibre to chilled breads and
savouries, and reduced the sugar in our
core Own Brand baked beans by 20%
Wwe've launched new packaging to

reduce cur impact on the efvironment
and prevent waste, ke our avocado
packs, which now stay fresher for

two days longer

As the way people shop continues to
change. we are alsc iInnovating in the way
we serve them Wea've launched a new
brand in the UK - Jack's - as part of our
centenary celebrations In Thailand, we
have 2lso launched a new convenience
proposition to better meet our
customers’ needs
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Our key performance indicators

Our Big 6 KPIs.

We have six simple key performance measures for the whole business,

Grow sales.

Why it’s important.

Sustainable growth in sales s important
to our business model A strong, growing
business also Creates opportunities for
our supphers to grow with us too.

What we measure.

Group sales s a measure of revenue
excluding sales made at petrol filing
stations It demonstrates the Group's
underlying performance in the core
retail and financial services businesses
by remowing the volatiities associated
with the movement in fugl prices

How we performed.

Group sales grew by 11 3% at constant
exchange rates to £56 9bn. and this
year was our third consecutive year
of sales growth

Booker was consohgiated into the Group
for 51 weeks from 5 March. contrnbuting
11 4% to Group sales growth

Group sales”
£56.9bn up 11.3%"

Deliver profit.

Why it’s important.

Recovering our profitability has been key
to our turnaround. building a platform for
long-term growth and creating value for
all stakeholders

What we measure.

Group operating profit, before
exceptional items and amortisation of
acquired intangibles It is the headlne
measure of the Group's performance

How we performed.

Group operating profit before exceptional
items and amortisation of acquired
Intangibles was £2,206m, up 33 5% at
constant exchange rates

We have reduced our operating costs,
and continued our focus on delivering
profitable growth and tmproving the
quality of our sales

Group operating profit before
exceptional items and amortisation
of acquired intangibles

£2,206m, up 33.5%"

Improve operating cash flow.

Why it’s important.

Strong cash generation is an important
part of our underlying philosophy as we
manage our business

What we measure.

Retail operating cash flow is the cash
generated from gperations of continuing
operalions, excluding the effects of
Tesco Bank's cash flows. It is @ measure
of the cash generation and working
capital efficiency by the Retad business.
recognising that Tesco Bank is run and
regulated independently from the Retail
operations

How we performed.

We generated retaill operating cash of
£2,502m, down (9 B)% This is reported
after a c.E(490)m working capital timing
impact year-on-year, including a tirming
impact of E£(278)m following the failure of a
key suppiier. Paimer & Harvey, at the end
of the last financial year A further £(210Jm
impact relates most significantly to the
delay of the implementation of a new
general ledger system in the UK & ROI, and
additionally the deprionitisation of some
ongoing working capital initiat ves at a time
of political uncertainty

Retail operating cash flow"
£2,502m, down (9.8)%"
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Customers recommend us and come back time and again.

Why it’s important.

Customers are at the heart of everything
we do. and customer satisfaction is an
important driver of loyalty

What we measure.

Reflects % of Fans munus Cnitics answering
the question “Based on your wisit, how
likely 1s 1t that you would recommend the
foliowing to a friend or colleague?”

How we performed.
Qur net promoter score for the Group
continues to INcrease.

This year our score increased by 5 points
to 17 points, with more customers
recommending Tesco as a place to shop

Strategic report

Group net promoter score
17pts, up S5pts

Colleagues recommend us as a great place to work and shop.'?

Why it’s important.

when we get things right for our 450,000
colleagues we make it even easier for
them to do what they do best - serving
shoppers a littie better every day

What we measure,

Our 'Great place to work’ measure i$
the percentage of colleagues who agree
or strongly agree with the statement

‘I would recommend Tesco as a great
place to work'.

‘Great place to shop' 1s a net promoter
score, answernng the gquestion 't would
recommend Tesco as a place to shop'

How we performed.

COur "Great place to work™ measure
has remained stable year-on-year at
83%, with most colleagues in every
one of our markets agreeing that they
would recommend Tesco as a great
place to work

Year-on-year more colleagues are
recommending Tesco as a place to shop

Great place to
shop 50pts, up 1pt
Great place to
work 83%

Build trusted partnerships.

Why it’s important.

Close and trusted partnerships with our
suppliers allow us to source the best
quahty praducts for our customers.

at the best prices

What we measure.

Cur supplier satisfaction measure reflects
the percentage of suppliers across the
Group whao responded positively when
asked “Overall how satisfied are you with
your experience of working with Tesco?”,
N our Supplier Viewpoint survey

How we performed,

Overalt suppher satisfaction was 77 5%,
up 2 6pts, the highest ever score
recorded for the Group

Through the year, the maonty of our
individual rmeasures on ways of working
with suppliers also improved, with
particularly strong improvernents in
supplher ratings of communication

and feebng istened to

Group supplier satisfaction
77.5%, up 2.6pts

& Alternstive performance measures (APM]

Measures with this symbol A are defined in the Glossary section on pages 178 to 181

L2 E

Chart shows the movernent in Great place 12 work’

Reported on a continuing operations basis (excludes Turkeyl Growth rs at constant exchange rates on a comparable days basis
Reported an & continuing operations basis texcludes Turkey) Growth is at actual exchange rates

Restated for the adoption of IFRS 15 For more mformation see Note 1and Note 36 on pages 98 and 155
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Financial review

~ Sustained strong

performance.

“We have met or are about
to meet the vast majority
of our turnaround goals
The second half margn
level puts us well within
the aspirational range
we set four years ago ”

Alan Stewart
Chief Financial Officer

Group results 2018/19.

52 weeks ended Year-on-year Year-Onr-year

23 February 2019 change change
IConstant (Actual

©n & continuing 2041/18 exchange exchange

operations bass 200819 (restated)s rates) ratest

Group sales

lexc. VAT, exc. fuel)® £56,883m £50,993m 1 3% 1N 5%

Fuel £7.028m £6 500m 8 1% B 1%

Revenue

{exc. VAT, inc. fuel) £63,91m £57,493m 1.0% 1.2%

Group operating profit'® £2,206m £1,646m 335% 34 0%

UK & RO} £1537m  £1.059m 45 0% 45.1%

Central Europe £186m £19m 56 3% 56 3%

Asia £286m £298m (6 7)% (4 3%

Tesco Bank £197m £169m 16.6% 18.6%

Include exceptional items

and amorusation of

acquired \ntangibles £153)Im £193m

Group statutory

operating profit £2.153m  £1.839m 16.7% 17.1%

Group profit before tax

before exceptional itemns.

amortisation of acquired

ntangibles, net pension

finance costs and fair

value remeasurements

of financial ingtruments £1.958m  £1.284m 52.5%

Group statutory

profit before tax £1,674m £1,300m 28.8%

Diluted EPS before

exceptional items,

amortisation of acquired

ntangibles, net pension

finence costs and fair

value remeasurements

of hnanciat Instruments 15 40p 11 90p 29 4%

Statutory diluted EPS 13 55p 12 11p

Statutory basic EPS 13 B5p 12 15p

Dividend per share 577p 3.00p 92 3%

Capex' £1.1bn £1.1bn

Net debtis £{2.9bn  £(2 6)bn

Cash generated fram

retail operations'* £2.5bn £2.8bn

w1 ast year figures restated for impact of IFRS 15 Revenue from centracts with
customers'. mpacts include a £2m increase in revenue and operating profit

™ Group sales exclude VAT and fuel Sales growth shown on a comparable ¢ays basis

= Excludes amortisation of acquired intangibles and excludes exceptional tems by virtue of ther
size 8nd nature in order to refiect management's view of underiying performance

' Capex 15 shown excludimg property buybacks Statutory capital expenditure
(including property buybacks) was £1 2bn (20178 £1 5bnl.
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This year, we have made broad-based progress across the Group
incluchng a further strongincrease in profitabiity We grew sales by
W 5%, excluging VAT, exclucing fuel, at actual exchange rates and
have now delivered three full years of sales growth Resuits this
year include the consolidation of Baoker for 51 weeks since our
merger completed on 5 March 2018

Group operating profit before exceptional items and amortisation
of acquired intangibles was up 34.0% to £2,206m, as we continue
to simphfy the business and reduce costs. and we achieved a
second half operating margin of 3,96% (3 79% excluding Booker).
Our statutory profit before tax increased to £2.153m inctuding
£(53)m of exceptional items and amortisation of scquired
intangibles We delivered a strong performance on net debt
texclucing Tesco Bank} which was £(2 9lbn, after £(766)m of
Booker cash consideration

We are continuing to focus on customer satisfaction, cash
profitabity. free cash flow and earnings growth and are using
these measures to inform our decisions as we |00k to create
sustainable value for shareholders

Reflecting our continued improved performance and confrdence in
ongoing cash generation, the Board has propesed the payment of
a 4 10 pence per share final dividend following on from the interim
dividend of 167 pence per share This takes the total dividend for
the year to 5.77 pence per share, up 92 3% year on year

Segmental results.
UK & ROI.

Year-on-year Year-on-year

change change

(Constant (actual

exchange exchange

2002/:8 rates) rates)

QOn a continuing

operalions basis 2018/9

Sales

(exc VAT, exc. fuel) £44.683m E38,656m 6 1% 16 1%

Like-for-like sales
{exc VAT, exc fuell 29% 2.3%
Statutory revenue
lexc VAT, inc. fuel)

£51,643m  £44,94m

Revenue includes fuel £6.760m £6 258m

Qperating profit
befera exceptional
temst

Operatng profit
margin before
exceptionat itemste

£1,537m £1,059m 45.0% 45.9%

288% 236% 62bps 62bps

Statutory operating

prolit £1,535m £1,205m

In the UK and the Republic of ireland {ROW), like-for -Iike sales grew
by 2.9%, representing the third full year of growth Tesco UK
like-for-like sales grew by 1 7% as we improved both our quality and
value perception We have completed the rollout of our range of
eight new "Exclusively at Tesco’ brands, such as ‘Ms Molly's’ and
‘Hearty Food Co.’, as part of the overall relaunch of 10,000

Own Brand products In the third quarter, as expected, we saw an
increase in customners trading into the outstanding vatue offered
by these products. The continuing success of ‘Exclusively at

W Nepgebt retall operating cash flow and reted free cash flow exclude the impact of
Tesco Bank in order to provide further analysis of the retail cash flow statement

" Net debt includes both continuing and discontinued operations
The definiien and purpose of the Group's siternative performance measures, which
ncludes ike-for-ike sales are defined on pages 178 to 181 A detalled analyss of
giscontinued operations can be found ih Note 7



Tesco' contributed to our overall UK market sales and volume
outperformance during the fourth quarter.

In general merchandise, we continue to focus on sustanable
categores that complement the grocery shop We are driving
growth in those categornes by differentiating our offer For
example. cur Fox & vy and Go Cook ranges contributed to
like-for-lke sales growth of 4 2% in our Home category Our
clothing hike-for-lke sales grew by 3.0% and in February 2019
we launched selected F&F Womenswear items on Next co.uk
we closed Tesco Direct from 8 July, with our like-for-like sales
performance removing the impact of this closure

All store formats and channels delivered like-for-like sales

growth, with particularly strong perfoermance in our convenience
busmess, Including One Stop. where we launched a further 100
Own Brand products, offering excellent quality and value to
customers Our online grocery sales grew by 2 8% year-on-year
including our biggest ever sales week at Christmas with nearly

51 million items delivered ang 776.000 orders We have seen a
strong response to the faunch of Jack’s - our new brand and store
format - with & net promoter score of 53% and very high levels of
Customer awareness

Booker’s like-for-like sales grew by 11 1% (10 8% excluging tobacco)
during the year, including a strong performance from symbol group
stores Sales growthn the fourth quarter eased as we started

to annualise contract wins secured in the prior year We are
continuing to unlock the benefits of Joining Ferces for Booker's
customers. with greater choice. lower prices and better quality

In RO, ike-for-like sales grew by 1 3% In a competitive market,
we have continued to make good progress during the year,
growing volumes across all food categories.

UK & ROl operating profit before exceptional items and
amortisation of acqured intangibles was £1,537m, up 45 1%. with
cperating margin growth of 62 basis points year-on-year During
the year our ccst savings programme progressed well and we
further simplified what we do and how we serve customers in
our store operations and in head office Our strategic ambition
to maximise the mix led to our focus on more sustainable general
merchandise categories. including closing Tesco Direct in July
The operating loss retating to Tesco Direct was £{94)m inthe
2017/18 financiat year

UK & ROl operating profit also includes a benefit of £52m
relating to a change in Clubcard accounting estimates The
change follows a detalled review of our accounting treatment
ahead of the implernentation of IFRS 15 and results in a more
precise match between the redemption value per point end
the historic issuance value

Booker contributed £196m to operating profit before exceptional
items and amortisation of acquired intangibles for the 51 weeks
consohdated since completion of our merger on 5 March 2018

we delivered £79m of the synerges identified in the Booker merger
process - ahead of our initial expectation of £60m n the first year
- ang are well on track to deliver our target of c £200m synergies
per annum by the end of the third year We now anticipate that
exceptional integration costs over the three years will total
£(50)m-E(75)m, lower than the £(145)m which had been

originally planned

Excluding Booker operating profit and synergies, UK & RCI cperating

profit before exceptional tems and amortisation of acquired
intangioles was up 19 2%, with margin expansion of 39bps

Strategic report

Centrai Europe.

In Central Europe, overall ike-for-like sales gechned by (2 31%

A planned reduction of unprofitable general merchandise sales,
including a decision not t¢ participate in Black Friday promotions,
impacted ike-for-like sales performance by (1 21% for the full

year, In additicn, changes to Sunday trading regulations in Poland
resulted in 25 fewer trading days in the year which. in additien to a
public holiday announced at short notice, impacted like-for-like
sales in the region by (1 31% Sunday trading regulations effective
from January 2019 mean that our stores in Potand are now only
able to cpen on the last Sunday of each month, compared with two
Sundays per month previously. In the second half, we saw a strong
customer response as we launched our ‘Star Lines’ initiative across
the region, reducing the price of more than 600 key products.

Year-on-year Year-on-year

change change

(Constant (Actual
On a continuing exchange exchange
operations basis 2018/19 2012/18 raies) rates)
Sales lexc.
VAT, exc fuel) £6,030m  £6,343m 4 5)% (4.9)%
Like-for-like sales
[exc. VAT, exc fuel} 2 A% 0 3%
Statutory revenue
lexc VAT, inc. fuel) £6,298m £6,585m
Revenue includes fuel £268m £242m
Operating
profit before
axceptional itemns £186m £115m 56 3% 56 3%
Operating profit
margin before
exceptional items 295% 181% N3bps 115bps
Statutory operating
profit £232Zm £212m

Central Europe operating profit before exceptional items was
£186m, up 56.3% year-on-year at actual exchange rates We are
improving the quality of our business by focusing on more sustainable
product categortes and reducing less profitable ranges, such as
electricals |n addition, operating costs are being reduced across
the region as we smphfy the store service model, for example,

we reduced the number of price changes by 28% in the year.

In Poland, we closed 62 loss-making stores which contributed

to Poland making a small profit in the second half

Asia.
Year-on-ygar Year-on-year
change change
(Constant {Actuat
On & continuing exchange exchange
operations basis 2018/19 2012/8 rates! ratest
Sales (exc.
VAT, exc. fuell
Like-for-like sales
lexc VAT. exc fuel) {6 2%
Statutory revenue
lexc VAT, inc. fuell £4,87Im  £4,947m
Revenue includes: fuel - -
Oparating
profit before
axcepticnal items
Operating profit
margn before
exceptional items 587% 6 04% (17ibps (i7}ops
Statutory operating
profit E21%m £277m

£4.873m £4,947m (4 V% {161%

{10 01%

£2REm £2899m (8.7)% 4.3)%
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Financial review continued

Overall like-for-lke sales performance in Asia was {6 2)% for the
year, including the impact of significant changes to our sales mix
and promotional strategy. particularly in the first half. Like-for-like
sales performance improved to {3.0)% in the fourth quarter

For the year, we saw an impact of {1 2)% frorn the issuance of
government welfare cards in Thailand but this had eased by the
end of the fourth quarter,

Asia operating profit before exceptional itéms was £286m In the
first half, profit was impacted by the combined effect of sales
deleverage. price investment and repositioring of promotional
investment in Thailand Performance improved significantly during
the second half as we successfully concluded renggotiations with
our supphers and accelerated plans to restructure our store and
office operations in Thalland As a result, we have been able to
recover our operating margin more fully and quickly than we had
anticpated at the half-year stage

Tesco Bank.
Year-on-year

2018719 2017/18 charge
Revenue £1,097m £1,047m 4.7%
Operating profit before
exceptional items £197m £169m 16.6%
Statutory operating profit £167m £145m 15 2%
Lending to customers £12 426m £11522m 7B%
Customer deposits £10 465m £9,245m 132%
Net interest margin 38% 19% 0%
Risk asset ratio 18 4% 19 4% (1.0)%

Tesco Bank has continued to focus on delivering a positive
expernence for our banking and insurance customers We have
made significant improvements 1o the online credit card journey
and relaunched a Banking app. making it easier for customers to
self-serve In adifficult and competitive insurance market.
investment has been focused on retention of existing customers,
Overall, active customer numbers have reduced by {1 0)% year-on-
year with growth in banking offset by a reduction in insurance

Operating profit before exceptional items increased by 16 6%
year-on-year to £187m. including strong retail banking performance
with both cards and loans continuing to perform well The insurance
contribution has fallen year-on-year. impacted by competitive
market condittons. albeit partly offset by a £13m one-off benefit
relating to upfront recognition of iInsurance renewals following a
Contact renewal with our third party insurance provider. Exceptional
items of £(30)m relating to Tesco Bank include a payment of £(16)m
inrelation to a settiement agreed with the Financial Conduct
Authority (FCA) following an online fraudulent attack on Tesco Bank
in November 2016 and a Payment Protection insurance (PP} charge
of £{16)m recogrised in the year On an underlying bass. the
cost-to-income ratio has mproved to 56 2% from 60 0%

Lending balances rose 7 8% year-on-year to £12 4bn, comprising
£3 8bn secured lending (up 25%) and £8.7bn unsecured lending
(up 18%]. The balance sheet remains strong and well positioned
to support future lending growth from both a liquidity and capita!
perspective with a nsk asset ratio of 18 4%.

The Group has adopted IFRS 9 ‘Financial Instruments’ for the period
ending 24 February 2019, IFRS 9 has been apphed retrospectively at
25 February 2018 by adjusting the opening balance sheet at that
date. For Tesco Bank. the adoption of IFRS 9 hasresultedin a
decrease in opening total assets of £223m, with a related deferred
tax ssset of £57m The overall impact on opening equity was
therefore a reduction of £166m
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Exceptional items in operating profit.

Exceptional tems are excluded from our headline performance
measures by virtue of their size and nature in order ta reflect
management’s view of the underlying performance of the Group

Restructuring and redundancy costs of E[1220)m relate to the
simplification of our business and working practices across the
Group. These include charges of £(38Im incurred as a result of
the closure of aur loss-making online general merchandise
business, Tesco Direct

Provision for customer redress of £(16)m relating to Tesco Bank,
reflects addiional costs in respect of PPl as a result of higher claim
rates than previously estimated PPl compensation Claims must be
made before the deadlne of 28 August 2019

2018715 2017/18
Net restructuning and redundancy costs £(220)m £0102)m
Prowsion for custorner redress . £l16hm £(24)m
FCA obligations £37m £25m
Property transactions £106m £79m
Tesco Bank FCA charge £{16hm -
Booker integration costs £15hm -
Release of provision relating to
HMRC VAT appeal £176m -
Guaranteed minimum pensions (GMP)
equalisation £i43m -
Net impairment reversal of non-¢current
assets and onerous lease provision £10m £53m
Sale of Lazada £7m £124m
Disposal of opticians business - £38m
Total exceptional items in statutory
operating profit £25m £193m
Amortisation of acquired intangible assets E78tm -
Total exceptional items and @ameortisation
of acquired intangibles in statutory
operating profit £{53)m £193m

There is an exceptional credit of £37m i relation to the Shareholder
Compensation Scheme which comprises a provision release of £17m
as we have now processed all outstanding claims and an insurance
recovery of £20m.

Exceptional profits on property transactions of £105m have arisen
from disposals wittun the UK and Central Europe.

We have incurred a charge of £016)m relating to a settlement
payment agreed with the FCA following an online fraudutent attack
on Tesco Bank in Novernber 2016

Booker integration costs of £(15)m relate to costs incurred in
integrating Booker within the Tesco Group, mainly focused on
algning distribution networks and operating platforms

In 2017,/18, we recovered £160m of VAT from HMRC fallowing a
favourable court ruling regarding the trestment of VAT on Clubcard
rewards We subsequently recognised a provision of £176m for VAT
and interest as HMRC appealed the court decision Following
HMRC's decision not 1o appeal a further court judgement in our
favour in January this year, this provision has now been released

Following a recent High Court ruhng on equalisation of guaranteed
minimum pensions (GMP), we have recognised a £{43)m non-cash
charge in respect of the Group's defined benefit pension liability.



Net impairment reversal of non-current assets and onerous lease

prowsion totals £10m This includes a net reversal of £69m n property.

plant and equipment, a charge of £(l4km in software and intangible
assets and a net charge of £(44)m in onerous property provisions

Amortisation of acquired intangible assets 1s excluded from our
headline perfarmance measures. Qur combination with Booker
resulted in the recognition of goodwill of £3,093m and 8 £755m
intangible asset, driving amortisation of acquired intangible assets
of £(78)m far the full year

The net effect of exceptional items and acquired intangibles
amortisation on operating profit during the year was £(53)m
This compares to 2 net £193m last year which includes £124m
profit on the sale of Lazada in June 2017

Joint ventures and associates, interest and tax.

Joint ventures and associates.

Qur share of post-tax profits from joint ventures and associates
before exceptional items was £24m, an increase of E30m year-on-
vear due to a further reduction in losses recognised in Gan Land,
our associate in China An exceptional gain of £1Im was also
recognised on our share of profits from a mall disposal in Gain Land

Finance income and costs.
2018/19 20017718

interest payable on medium-term notes,
teans and bonds £{256!m £(363im

Interest receivable on associated derwatives £18m £3Im

Net interest on mediwm-term notes,

Strategic report

Group tax.
Tax an Group profit before exceptional items and amortisation
of acquired sntangibles was £(413)m,

The effective tax rate gn profit before exceptional items and
amortisation of acquired intangities for the year 1s 24 1% This
tax rate 1s igher than the UK statutory rate, primarily due to the
impact of the 8% supplementary tax surcharge on bank profits
and depregiation of assets that do not qualify for tax retief

We expect the impact of these items on the effective tax rate to
reduce as our overall level of profitability continues to increase
Therefore, along with the additional impact from the UK
corporation tax rate reducing by 2% from Apnit 2020, we

expect the effective tax rate to reduce to around 20% in the
medium-term The effective tax rate on profit before exceptional
items for the 2019/20 financial year 1s expected tc be around 22%

On a statutory basis. the total tax charge is £(354)m which includes
a £59m credit relating to exceptional items Cash tax paid in the
year was £370m (up £194m year-on-year) including £232m of
corporate tax paid in the UK {up £157m year-on-year) This increase
principally reflects our mproved profitatiity and the benefit last
year from wtilissing remaining UK tax losses

Earnings per share (on a continuing operations basis).

Qur dited earnings per share before exceptional items,
amortisation of acquired intangibies, net pension finance costs
and fair valve remeasurements Of financial instruments was 15 40p.
29 4% higher year-on-year principally due to our stronger profit
performance Statutory basic earnings per share from continuing

16ans and bands L23fm  £1332m operations were 13 £5p. 12 3% higher year-an-year

Other interest recevable and similar Income £22m £44m

Other finance charges and interest payable £I57Im £(704m Summary of total indebtedness.

Capritahised interest £1m £2m 201819 2017718 Mavement
Net finance cost before exceptional charges, Net debt (excludes Tesca Bank) £(2 863)m  £12.625!m £(238)m
net pension finance costs and fair value Discounted operating lease

remeasurements of financial Instruments £0272)m £1356lm commiments £16999)m  £(6,931m £68)m
Far value remeasurements of hnancial Pension deficit 1AS 19 basis

nstruments £(153)m £23m {post-tax) £(2,338)m  £(2 728lm £380m
Net pension finance costs £(89lm £062im Total indebtedness £012,200)m £012,284)m £84m
Exceptional charge - translation of

Korea proceeds - £(38Im Overall, total Indebtedness has decreased by £84m year-on-year
Net finance costs £(514)m  £(533m Retail net debt increased by £(0 2)bn to £(2 9¥bn, after the cash

Net finance costs before exceptional charges. net pension finance
costs and fair value remeasurements of financial Instruments
reduced by £84m year-on-year to £(272Jm This improvement

was mainly driven by a lower level of gross debt We saw a £94m
reduction in net Interest on medium-term notes. loans and bonds
from £(332)m to £(238)m as a result of debt maturities and bond
tenders We undertook two bond tenders guring the year which
reduced terest payable by £3dm and we expect an annualised
benefit of £52m

Net finance costs of £(514)m were £19m lower year-on-year
within net finance costs, fair value remeasurements includes
£0121)m relating to the premium pad on the repurchase of
long-dated bonds Net pension finance costs decreased by £73m
year-on-year to £(89)m driven by a lower opering pension deficit,
partly offset by a higher discount rate For 2019/20. net pension
finance costs are expected to decrease to ¢ £[72)m

Last year an exceptional loss of £(38)m arose on the translation of
the proceeds from the sale of cur Homeplus business in Korea This

translation effect did not represent an economic cost to the Group.

outflow of £(0 8)bn relating to our combination with Booker
Discounted operating lease commitments increased by £(68Im.
including the consohdation of £(0 4)bn Booker lease commitments.

On 13 Septermnber 2018, we exercised our option 1o buy back the
50% equity holding in the Tesca Atrato Limited Partnership held
by our property joint venture partner The acquisition 1s scheduled
to complete in September 2018 and witl lead to a reduction in
discounted lease commitments of £400m (undiscounted £780m)
and conschdation of the debt held by the joint venture

COn an 1AS 18 basis, our pension defioit (net of deferred tax) has
reduced from £2 7on last year to £2 3bn at the end of the
current year The movement duning the year is primarily
attributable to continued deficit contrnibutions in adgition

to strong asset performance

Cui key credil mielncs, which are fixed charge cover and total
indebtedness/EBITDAR, have further improved since the end
of the last financral year, from 27 to 3 2 times and from 3 3 to
2 B times, respectively
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Financial review continued

Summary retail cash flow.

Retail operating cash flow of £2,502m reflects a strong underlying
improvement in cash profitability offset by a ¢.£(430)m working
capital timing impact year-on-year. driven by two factors.

First. this year’'s working capital net outflow of £(312)m includes
payments of £138)m which were delayed from the last financial year
following the failure of a key suppler [Palmer & Harvey) Together
with the corresponding benefit In last year's working capial net
inflow, this creates a £{278)m year-on-year timung impact

Second. a further £{21Glm impact within working capital relates to
decisions made in the secand half of 2018/19 The most significant
of these relates to a decision to delay the implementation of a new
general ledger system in the UX & ROI by a few months, which
resulted in some receipts being postponed nta the begnning of the
2019/20 financial year In addition, we chose to depriontise some
ongemg working capital initiatives in order to safeguard avanabiiity
and service levels for customers at a time of politicat uncertainty

2018/19 2017/18
Operating profit before exceptiona! items
and amortisation of acquired intangibles £2,206m  £1.646m
Less. Tesco Bank operating profit before
exceptional items £0197Im £0169)m
Retail operating profit from continuing
operations before exceptional items and
amortisation of acquired intangibles £2,009m £1,477Tm
Add back Depreciation and amortisation £1 214m £ 22m

Other recanciling items £94m £28m

Pension deficit contribution £{266Im £[245)m
Underhying lincrease)/decrease in working capital £{312Im £493m
Retail cash generated from operations
before exceptiona) items £2,739m  £28965m
Exceptional cash items. £{237m £0192Im
Relating to prior yeors-
- Shareholder Compensation Scheme
Payments and 5FO Fine £la3im £(149km
- Utilisation of onerous lease provisions £(8hm £(92im
- Restructuring payments £(60Im £(53}mn
Relating to current yeor:

- Restructuring payments E(68)m £67Im
Other £15m £168m
Retail operating cash flow £2.502m £2,773m
Cash capex £1026lm  £01190Im
Net interest £(283Im £{297Im
Tax £(302)m £031m
Property proceeds £285m £253m
Property purchases - store buybacks £(136im £(393Im
Market purchases of shares (net of proceeds) Eh46Im £im

Acquisitions & dispasals and dividends received £{635im £362m
Add back: Booker acquisition costs (incluged in
Acquisition & disposals above)® E747m -

Retail free cash flow™ £906m £1,388m

“ The cost of majer acquisiiions and disposals are removed from the Growp's definition
of free cash flow

& Retall free cash fiow Inctudes £146m market porchases of shares (net of proceeds) in
relation 1o share schemes Last year's retall free cash fiow has boen restated by £im
to refleci this

Tesco PLC Annual Report and Financial Statements 2019

In addition to the working capital timing impacts, the lower level of
retail free cash flow year-on-year principally reflects two factors
First, a higher tax charge as our profitability continues to improve
and second, a net cash outflow of E{146)m relating to the market
purchase of shares. The market purchase follows our commitrnent
to offset any dilution from the issuance of new shares to satisfy
the requirements of share schemes We expect to utiise a similar
amount of cash in future years i line with this commitment, with
the exact amount dependent on performance

Other items include an exceptional cash outflow of £43)m relating
to final payments under the Shereholder Compensation Scheme
which have now been processed

Exceptional cash items also mclude the utilisation of £{81m of our
exceptional onerowus lease provision in the year, of which £{23)m
related 10 one-off costs to surrender [eases and £(58im related
to ongomng lease agreements.

We reduced cash capital expenditure by 5.3% year -on-year to
£(1.)}bn reflecting our disciplined approach to capital nvestment

In net cash interest, the benefit of lower interest paid was partially

offset by the timing of £55m of interest payable on our largest

sterling-denominated bond The timing of our year-end date has

meant that last year's ahnual coupon payment on this bond was ,
made n this financial year

Retail cash tax paid i the year was £(302lm. higher than last year
reflecting our improved profitability and the benefit last year from
utilsing remaining UK tax losses

we generated £285m of proceeds from property sales inciuding
£129m relating to Kennmington and a number of small disposals in
the UK, £92m relating to three retail sites in Central Europe and
£58m relating to two Booker properties We completed the
buyback of Stroud superstore in the first half ang Cirencester
Extra and Shepton Mallet superstore in the second half

Capital expenditure.,

201819 2057/18
UK & RO! £709m £676m
Central Europe £130m £133m
Asia £235m £239m
Tesco Bank £31m £50m
Group £1,105m £1,098m

Capital expenditure shown n the table above refiects expenditure
on ongaing business actvities across the Group. Qur capital
expenditure for the year was £11bn, a similar level to last year and
lower than we onginally anticipated for this year as we continue to
exercise discipiine in our investment decisions in the UK & RO,
spend was focused on mantaining and refreshing our stores,
alongside convenience store openings in the UK, Capital spend in
Central Europe and Asia has remained at a broadly similar level as
last year The focus of spend in Central Europe was on repurposing
our existing store estate and in Asia. spend primarily related to
our new store opening programme in Thalland Going forward, we
expect our annual capital expenditure to remain within a range of
£1.1bn to £1 4bn

Statutory capital expengiture of £1.2bn includes £136m refating to
the three UK property buybacks

We reduced the total amount of retailing selling space across the
Group by just under 1.7 million square feet in the year. Across
Central Europe and Asia our repurpasing programme has



contriputed a net reduction ¢f 1 0 mition square feet In Central
Europe, we have repurposed 669,000 square feet across 14 stores.
partnering with H&M, Reserved, Decathlon and Rossman In Asia,
we have repurposed 26 stores. mainly in Thailand where we have
parinered with Mr.DIY home improvement and additional iessure
partners including cinemas and ptay centres

In the UK & ROI, we opened 24 new stores in the period, including
13 1n our convenuence formats in the UK and eight Jack's stores
We closed a furtner 20 stores in the UK, including two Bocker
stores Our net reduction of 66 stores in Central Europe during
the year was driven primarily by the closure of 62 stores in Poland
In Asia, we opened 72 stores including 70 in Thailend. principally in
aur convenience format We ctosed a further 56 stores in Thailand
as we optimise our convenience store netwark

Property.

The estimated market value of our fully cwned property has
increased by £0 Bbn to £21 3bn with £0 2bn of this increase
resulting from our merger with Booker The market value of £21 3bn
represents a surplus of £2 7on cver the net book value (NBV)

Our Group freehold property ownership percentage. by value, has
remained stable at 58% year-on-year In addition to an increase in
market value of existing properties, we regained ownership of three
stores in the UK This was offset Hy the impact of consolidating
Booker's 183 leasehold properties The repurchase of the three UK
stores will result in an annualsed rental saving of £7m We continue
to seek opportunities to further reduce our exposure to index-linked
and fixed-uphft rent inflation where the economics are attractive

Dividend.

Reflecting the continued improvement in the business and our

confidence in ongoing cash generation, we propose to pay a final

dividend of 4,10 pence per ordinary share This takes the total
“dwidend for the year to 5.77 pence per ardinary share, up 92.3%

year-on-year, following the payment of an interim dividend of 1.67

pence per ordinary share in November 2018.

We now expect to reach a dvidend cover level of around two times
earrungs lon a post-IFRS 16 basis) in the 2019/20 financial year. We
would then expect to maintain this level going forward, expressed
as an earnings pay-out ratio of around 50%, with an anticipated
spht of broadly one-third to two-thirds between interim and final
dividends in any given year

The proposed final dividend was approved by the Board of Directors
on 9 April 2019 and is subject to the approval of shareholders at the
Annual General Meeting to be held on 13 June 2019. The final
dividend will be paid on 21 June 2019 to sharehclders who are on

the register of members at close of business on 17 May 2018 (the
Record Date) Shareholders may elect to reinvest their dividend in
the Dividend Reinvestment Plan (DRIP). The last date for receipt of
DRIP electrons and revocations will be 31 May 2019,

Looking ahead.

We are confident that we will meet the remaining goals in our
turnaround plan in 2019/20 and deliver a level of profitability
(pre-1FRS 16 and excluding Booker} within the 3 5%-4.0%
margin range

Whiist the market remains uncertain, cur periormance to

date 15 strong, [eaving us well positioned to Invest in our
competitiveness as we continue to celebrate 100 years of great
value for customers We remain comfortable with consensus
profit expectations for 2019/20

Strategic report

IFRS 16.

Tesco s introducing IFRS 16. the new financial reporting
standard on accounting for leases, for its 2019/20
financial year

IFRS 16 has no economic impact on the Group It has no
effect on how the business is run, nor on cash flows for
the Group It does however have a significant impact on
the way the assets, habilities and the income statement
for the Group are presented. as well as the classification
of cash flows relating to lease contracts.

The Group wili adopt the standard fully retrospectively.
Detail on the impact of IFRS 16 on our 2018/19 financial
statements can be found in Note 36.

The introduction of IFRS 16 has no bearing on the plans
or financial ambitrons Tesco has shared with the market

we are continuing to focus on customer satisfaction cash
profitability. free cash flow and earnings growth and are using
these measures to inform our decisions as we look to creste
sustainable value for shareholders

As a result of the progress we are making strengthening the
balance sheet and delivering free cash flow, we now expect to
reach a divdend cover level of around two times earnings in the
2019/20 financial year We will maintain our focus on balance
sheet strength, targeting a leverage range of 3 times to 2 5 times
total Indebtedness to EBITDAR (on a post-IFRS 16 basis).

ap—

Alan Stewart
Chuef financial Officer
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Little Helps Plan

Every little help makes
a big difference.

Our approach.

For the past 100 years we have been a business with a strong community spirit and @ desire to do the right thing We believe we can make
a positive contribution 10 our colleagues, customers and communities through small actions that can add up to make a big difference.
One of our values, ‘Every little help makes a big difference’. inspired our Little Helps Plan. which we launched two years ago It aims to
pull together all of our efforts and refocus our actnties on the social and environmental challenges that matter most to our customers,

colleagues, suppliers and stakeholders

Every week we serve nearly 80 million customers across eight countries and they teidl us they want us to provide affordable, healthy.
sustainable products, They also want us to look after our cclleagues and the communities where we operate. We have listened to ther
views, and identified three piliars where we could make the biggest Qifference our people. our products and our places

Underpinning these pillars are areas where we are cormitted to doing the right thing These include important 1ssues such as healtth
and safety, cyber security and anti-bribery We call these our foundations, as they are the bedrock of a responsible business and are

fundamental to the way we operate

For mere information on how we identsfied the pillars, visit, www.tescoplc.com/materiality

People.

To help our colleagues succeed by
providing them with the flexibility,
skills and reward to geton.

82%
Colteagues agree that they are able
{0 work ftexibly around their fe

17,156

Colleagues have received manager
development Lraiming

Products.

To help provide atfordable,

healthy, sustainable

products for all,

Our Products pillar covers our work
on health, sourcing. packaging and

food waste.

12%

Cost savings of
our "helpful hitle
swaps' basket
UK September
health event)

2,914

Tonnes of hard to
recycle materials
removed from
Own Brand
packaging (UK}

77.5%

Supplier
satisfaction
(Supplier
View point)

81%

Towards reaching
our target that
no food safe

for human
consumption wili
go to waste (UK)

Places.

To help our communities thrive
by positively contributing both
socially and economically.

29,819

Local projects or causes supported

62.7 million

Meals donated through food surplus
redistribution programmes

Foundations.

Cyber security | Product safety | Health and safety | Governance and ethics | Climate change

24
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Embedding the Little Helps Plan.

The Little Helps Plan 1s integral to our business strategy. helping us
to serve our customers a little better every day and contributing
directly to our strategic drivers

By addressing the key 1ssues that we know matter to our
customers, colleagues, suppliers and stakeholders, we are able

to bring Lo life the meaning betnnd our value ‘Every littie help makes
a bug difference’ and build & differentiated brand Qur ambitious
targets are helping to stimulate innovation within the business - for
example driving us to expand our range of innovative plant-based
products or encouraging us to tnal cutting edge technologies to
help our customers recycle more The Pian s aiso delivering real
reductions in operating costs, such as through our work to reduce
our carbon footprint Our investment in energy efficiency between
2015/16 and 2017/18 has delivered £37m in savings Lo date

To further embed the Little Helps Plan into our business and to
measure our progress, we have introduced KPis for each action
set out in the Plan, We monitor these regularly to help guide ocur
wark We first published progress against these in November 2018
and a further update can be found in our full Little Helps Flan
report This year we have realigned when we repart progress
aganst the Little Helps Plan - reporting at the same time as the
Annual Report Going forward we will continue to publish annual
upcates alongside the Annual Report

Strategic report

Governance.

we have a robust governance framework in place to support us

in delivering the Little Helps Plan and integrating it nto our business
strategy This estabtishes clear responsibility and accountabitity for
our performance. and ensures effective decision-making

Implementation begins in the UK. We then share learnings
with our international markets to enable them to develop
country-specific plans

Each pillar of the Plan is owned by a director within the relevant
business function These owners, In each country or regon, are
responsible for the day-to-day delivery of the Plarn as well as
tracking progress aganst the relevant KPIs Each country or region
has developed a three-year roadmap which 1s reviewed annually,
with key priorities and deliverables set out for the year ahead

Our Corporate Responsibility Committee I[CRC) s responsible
for ensuring the Board devates sufficient attention to corporate
responsibility 1N its widest sense. The Committee has been on

a number of visits in 2018/19 to see how our policies and
programmes are working on the greund For more infarmation
on the Committee and its activities, see page 55

To download the latest Little Helps Plan report
@ including progress against our KPIs wisit
www . tescoplc.com/littlehelpsplan

Listento . R .
stakeholders and identify material Establish targets Embed in Monitor
issues and measurement business plans progress

assess trends

Annual research
with consumers,
Influencers,
colleagues and
suppliers

Review data from

Little Helps Plan
launched October
2017 with three key
pillars: People,
Products and Places

Priority actions
Identified for
each pillar

35 KPis established
and data published
November 2018

Three-year roadmaps
developed for
each market

Key initlatives
incorporated
into annual

Frogress reviewed by
Executive committee
bi-annually and
Corporate
Responsibility
Committee three

our business

times a year

business plans

Our relationships.

we cannot achieve our ambitions alone. Qur relationstups with our
suppliers and expert partners are fundamental to the success of
both our business and our implementation of the Little Helps Pian.
For example, our Sustainable Farming Groups are essential in
helping to secure the future of farming and buillding long-term
relatonships with our farmers. This year, we have established

a four-year strategic partnership with WWF to help us tackle

some of the environmental challenges we cannot address alone
Our overall goal is to halve the environmental iImpact of the
average UK shopping basket. We also continue to work with
Cancer Research UK. Diabetes UK and the British Heart Foundation
to promote healthier Inng to customers and colleagues

In line with UN Global Compact guidance, we have
@ identified which of the UN Sustainable Development
Goals {SDGs) are particularly relevant to us

See www.tescople.com/sdgs for more information
on how our strategy supports the SDGs

@ To download the latest Little Helps Plan report
visit www.tescoplc.com/littlehelpsplan

Tesco PLC Annual Report and Financial Statements 2019
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Little Helps Plan continued

People.

A place to get on.

Qur people make our business and we ensure Tesco 15 a place
where everyone can get on, whatever their ambitions

To help our colleagues develop the skills they need to succeed.
we offered 1,265 new UK apprenticeships last year, in areas
such as Large Goods Vehicle (LGV] driving and food technology
Digital skilis are increasingly important across our business, so
we are working with the Makers Academy to offer colleagues
opportunities to retramn as software development engineers

We are also training over 50 digital charmpions in our UK
distnibution centres to coach colleagues on practical thigital skills
and aim to start rolling this programme out to stores by the end
of the year 17,156 line managers have afready attended cur new
manager training programme which covers how to support ther
colleagues in getting on

We are committed to helping the next generation Last year. over
2.300 young people started their career or gained work experience
with us through one of our early careers programmes. In the UK
our Movement {0 Work programme has provided training and work
placements for 629 unemployed young people and. through our
partnership with the Prince’s Trust and IGD, we have already
helped aver 6,500 school children develop employment skills

Qur Business Service Centre In Bengaluru. india, has hefped to
open a new Career Development Centre for young peopte.
offering nine vocational courses on areas such as digital iteracy

Gender diversity split 2018/19

We want our colleagues to be at their best both at work ang
at home. s0 we continue to enhance our holistic health and
welloeing offer We have launched more ways to get active,
free health checks, mental health support and a new financial
wellbeing programime.

Earlier this year we conducted the UK's largest ever workplace
health survey, with our charity partners Cancer Research UK,
Diabetes UK and the British Heart Foundation. 8.000 colleagues
responded to the survey and it helped us iWdentify new ways to
support colieagues to hive healttwer lives. such as introducing
adiscounted gym pass

We want everyonre to feel welcome and 84% of colleagues globally
tell us there s an inclusive culture at Tesco, Cur five established
UX colleague networks play a big part in helping colleagues find
support and mentoning Our ambition for 2019420 1s to support our
other markets to roll out networks relevant for their colleagues

We are members of the 30% Club and 31% of our Board 15 female
In the UK. we introduced a targeted career development community,
which supported 80 talented femaie colleagues to drive their own
career, build thewr network and grow as authentic leaders

We are committed to offering a fair and competitive total reward
package and, in the last two years, have increased hourly rates for
UK store colleagues by 10.5%. See page 65 for our gender pay analysis

(based on actual year-end headcount) Male Female

Board of Directors k) 69% 4 3%
Senior managers - Directors 394 7% 18 23%
Senior managers - Directors and managers 2,94t 63% 1,751 37%
All employees 199,133 44% 255,286 56%
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Products.

We believe that healtny, sustamatle products should be affordable
for everyone, regardiess of ther budget Tris ambrtion guides our
actlons on heaith, sourcing, packaging and tood waste

A healthier place to work and shop.

Seven out of ten famihes say supermarkets should do more to
help people make healthier choices, such as by making healthier
alternatives more affordabie and enjoyable

By gradually adjusting our products over @ number of years, taking
out a ittle fat, sugar and salt, or adding more vegetables or fibre,
our custormers can still buy therr favounte foods every week white
being a hittle healthier

In the UK over a third of our frozen and chilled ready meals now
contain at least 1of your 5 a day In Thailand we are the first retaller
to bring all our Own Brand soft gninks below 6g of sugar per 100mi
and we have removed trans fats from all Tesco bakery items

To encourage custormners to discover and try healthier alternatives
that contair less fat, sugar or salt than standard products, we have
now run three ‘helpful little swaps’ events in the UK.

During our September 2018 health event, a basket of ‘helpful ittle
swaps’ cost 12% less than a standard basket Sales of these
comparable products increased by 17% year on year This was
our first event fronted by Jamie Oliver since he joined Tesco as 8
health ambassador To help colleagues and customers coak from
scratch, he also created a series of healthier recipes and tips

As well as being delicious, we made sure they were affordable

by reducmng the costs of the main ingredients to encourage
people to try them

Sourcing with care.

Food production has a significant impact on cur planet's natural
rescurces It also affects milhons of livelihoods around the world
We want customers to feel reassured that our products have been
sourced with respect for the environment and the people involved
we work in partnership with thousands of suppliers and producers
to make sure that, as well as great quality. we offer the same
ethical and envirenmental standards. across all our product ranges.
at affordable prices

Strategic report

We have joined forces with WWF to make it easier for customers

to buy affordable. healthy, sustainable food Together, we will facus
on helping customers eat more sustainably, restoring nature in
food production gnd leading the food industry in eliminating food
and packaging waste

One of the environments where we can make the biggest
difference i1s forests Global demand for food 15 putting significant
pressure on these vital ecosystems. We have commitied to
achieving zero-net deforestation in our sourcing of agncultural
raw rmatenials by 2020 For Tesco, the most important of these
materials is soy, a key ingredient in animal feed.

We have taken a lead in the food industry in developing and
implementing a soy sourcing programme that will ensure in the
future 100% of the soy our supphers use comes from zero-net
deforestation sources This follows our work on palm oil where all
of the palm oil in our UK Own Brand products 1s certified by the
Roundtable on Sustanable Palm Ol We are also working towards
all paper/wood used in our UK Own Brand preducts being certified
by the Forest Stewardship Councii or Programme for the
Endorsement of Forest Certification, or coming from a

recycled source We are 87% of the way there

In December 2018 we revised our human rights strategy to aliow
us to facus on the four 1ssues that most affect the people in our
supply chain Work has already begun in each of these areas

Forced fabour; Over 200 UK colleagues have receved training
to help them tackle modern day slavery risks in supply chains
and our own operations

Gender equality: We nave signed up to the UN's Women’s
Empowerment Principles and our partnership with the Ethical
Tea Partnership and UNICEF in Assam has helped equip 35,000
adolescent girls with the knowiedge and life skills to reduce their
vulnerability to abuse and exploitation

Sustainable livelihoods: 5 pence from every pack of Tesco Extra
Strong tea sold 15 donated to run community projects in two tea
estates in Malawi, The first beneficiaries will be 10 Village Savings
and Loan Associatians which help increase incomes through simple
savings and loan facilities

Worker representation: We are members of the 'ACT
agreement between global brands. retallers and trade unions
to achieve ving wages for garment workers through collective
bargaining at industry level
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Little Helps Plan continued

Creating a closed loop for packaging.

To make efficient use of valuable resources. and mnimise
environmental impact, we are committed to ensuring we never
use more packaging than 15 needed, and what we do use is from
sustainable sources and can go on to be reused or recycled.

Our ambition is to create a closed lcop for packaging across ourUK
operations, meaning no packaging will go to waste To achieve this,
government. industry and consumers all need to play a rele and the
UK recycling infrastructure has to be reformed, For our part, we
have set three strategic priorities. simphfying materials and design
to be fully recyclable, increasing recovery and recycling, and
changing customer behaviour.

Alongside our aim to halve packaging weight by 2025, we have
committed to end the use of the hardest to recycle matenals from our
Own Brand packagng by the end of 2019 Thanks to the support of our
supphers. we are now aver 60% towards meeting our comnitment

2,914 tonnes

Hardest to recycle materials removed
from our Own Brand packaging (UK}

We are extending our approach and learnings to other markets (n
Central Europe we have developed a tailored list of hard to recycle
materials, taking inte consideration local recyciing infrastructure,
and are working with suppliers there to eltminate these In Thaland
we have switched 10 recyclable thermoform plastic for our fresh
meat and fruit-to-go products, reducing plastic waste by 12%.

We are tnaling a reverse vending scheme for plastic bottles in the
UK and in Thailand. testung different rewards - such as vouchers
and charity donations - to encourage peopie to get involved Wwe
also have collection points in our large UK stores where customers
can recycle plastic bags and polyethylene films that are not always
accepted thraugh kerbside collections, and are trialling a collection
scheme n 10 stores for all bags. pouches, films and crisp packets
to test a new recyching method

Reducing food waste.

Every year. a third of the world's food goes to waste As a food
retailer, we have a responsibility to take action, which 1s why we have
committed to helping halve food waste. from farm to fork, by 2030

This 15 in ine with the UN Sustainable Development Goal target
12.3 Our Group Chief Executive Dave Lewis. charrs a coalition of
teaders from government, business, international organsations,
research institutions. and civil society, called Champions 12 3.
whose purpose Is t¢o encourage countries and food businesses
globally to set targets. measure and publish thesr data, and act on
the insights to tackle food waste,

We were the first UK retailer to publish our food waste data and
update it every year This was followed by cur businesses n Ireland
and Central Europe, and now Booker 27 of our largest Own Brand
suppliers have published data on food waste In their own operations
and 10 of our largest branded suppliers have committed to do the
same, as well as take concrete steps to reduce food waste in the
supply chain and in the homes of our gustomers,

Qur target 15 that no food that is safe for human consumption is
wasted in our UK business Over the last two years, a5 a result of
our effarts, and in partnership with charities, we have reached
B1%*™ of this target. Food that is damaged. or fresh food that
cannot be frozen, is excluded from the scope of our target as
we are unable to donate it to charnies
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In the past year we have donated surplus food equivalent to

62.7 million meals, across the UK, Ireland, Central Europe and Asia
10 local charities and community groups AH Tesco stores in the LUK,
Ireland and Malaysia offer surplus food as well as 747 storesin
Central Europe and 40 stores in Thailand We have also introduced
‘colleague shops' in all our UK stores to help tackle food waste
Here we offer surplus food. not taken by tocal chanties, to
colleagues free of charge Any remaining suitable bakery and
produce is sent to amimal feed These combined imtiatives have
resulted in a 51% reduction in food safe for human consumption
going Lo waste In the UK compared with last year

We have a shared responsibility to tackle food waste from farm to
fork The solution lies in working in partnership with our supplers
and helping customers reduce food waste m theirr homes, One
example of this is that we have removed best before” dates from
over 180 fruit and vegetable lines to heip prevent perfectly edible
items being thrown away too early




UK.

Food surplus {food not sold
to customners) as a percentage
of total sales

[reland.®

Food surplus (foed not sold
to customers) as a percentage
of total sales

Central Europe.

Food surplus {food not sold
to customers) as a percentage
of total sales

Total food surplus
redistributed (tonnes)

463%

Total food surplus
redistributed (tonnes)

*11%

Total food surplus
redistributed (tonnes)

4 51%

Food surplus safe for
human consumption sent
for energy recovery (tonnes)

v51%

Food surplus safe for
human consumption sent
for energy recovery (tonnes}

v7%

Food surpius safe for
human consumption sent
for disposal (tonnes)

v38%

Strategic report

In 2018/19, 9,937.974 tonnes

of food sold in the UK generated
77.184 tonnes of surplus (0 78%)
32,887 tonnes of surplus was
redistributed through donations
to chanty, colleagues or animafl
feed, an increase of 63%
compared with last year

51% decrease in food safe far
human consumption sent for
energy recovery

Total food waste in 2018/19 was
44 297° tonnes (0 45%° of sales)
This represents 3 17% decrease
compared to kast year and an
B% decrease compared to our
baseline year 2013/14

In 2018719, 581,659 tonnes of
food sold in Ireland generated
7.176 tonnes of surplus (1 23%)
865 tonnes of surplus was
redistributed through donations
to charity, a decrease of 1%
compared with last vear

7% decrease in food safe for
human consumption sent for
ENErgy recovery

Total food waste in 2018/19 was
6.312° tonnes (1 09%° of sales)
This represents an 8% decrease
compared to last year and a 6%
increase compared to our
baseline year Z016/17

in 2018418, 3.110.167 tonnes of food
sold in Central Europe generated
45,132 tonnes of surplus {1.58%)
20,469 tonnes of surptus was
redistributed through donations
to chanty or animal feed, an
increase of 51% compared

with last year

38% decrease in food safe for
human consumption disposed of
Total food waste in 2018/19 was
28 663° tonnes (0 92%° of sales)
This represents a 25% decrease
compared to fast year and a 47%
decrease compared to our
baselne year 2016/17

Booker.

For more information on feod surplus and waste data from
our Booker business wisit www.tescoplc.com/bookerfoodwaste.

Booker reported on food waste for the first tume in 2018. For 2018/19. Booker's reporting period 1s 51 weeks as we align our financial
years and total food waste for this period was 2.867¢ tonnes. This Is equivalent to 0 16%® of sales and has decreased from 0 17% last
year Donations to charity have increased by 52% from 383 tonnes last year to 584 tonnes in 2018/19

Method statements for each business are avallable at www tescoplc com/foodwastefigures

¢ KPMG LLP was engaged to provide independent imited assurance over the selected food waste dala highlighted i this report with a & using the assurance standard ISAE 3000 KPMG has
1ssued an ungualified opinion over the selected data XPMG's full assurance statement is avallable at www tescoplc com/foodwastefigures

“ Based on a four-week periot (February 2019)
& 2017/18 figures for reland have been restated Please see method statement for further details at www tescepic com/foodwastefigures
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Little Helps Plan continued

Places.

Supporting our communities.

Every week we serve nearly 80 million customers, in over 6, 000
communities around the world We are proud of the contribution
we make through the j0bs we provide. the businesses we work
with and the local causes we support

In 2018 we published an independent report ~ Value in Your Town
- to learn more about the socio-economic contnbution we make
to our communities in the UX and understand how we could better
support them in 2016/17 alone. we contributed an estimated
£37.3bn (gross value added) to the UK economy.

we support causes and help address issues that colleagues and
customers care about locally, such as food poverty Wherever we
operate, we work closely with food banks and local charnties to heip
feed people in need in local communities

To increase the impact of our food redistribution scheme in

the UK we have launched the Tesco Community Cookery School
programme to help community groups make the most of the
surplus food that they recewve from Tesco Over 1,000 cooks

will be given training and nutritious recipes, specially designed
by Jarmie Oliver and Tesco's food experts We hope to expand
the scheme to a train-the-trainer model, benefiting a further
5.000 community cocks.
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Another way we sugpport communities 1s through our
community grant programmes in the UK, Ireland
and Central Europe

In the UK our Bags of Help schermne redistributes money raised
from the sale of carrier bags to fund thousands of projects in
local communities. To date £70m has been invested in

local communities, supporting over 23.000 projects chosen
by customers - from improved outdoor spaces to training
coaches or volunteers

Simitarly, our Community Fund initiative in Ireland has
donated €3.7m to support over 13,000 selected local projects
For example, the Balincolhg Gymnastics Club in Cork has
been able to buy a new fully sprung floor for the gym thanks
to a denation from Tesco

Since the You Choose, We Help programme began in Central
Europe. over 3,000 commurity groups have benefited To offer
further help to our causes in Central Europe, we tnalled a

volunteering scheme with colleagues at 40 stores, The programme

1S now being rolled out across the region with colleagues being
encouraged to volunteer. during work hours. at the local
organisations supported through You Choose, we Help




Foundations.

Qur Foundations are the things we take care of behind the scenes.
©n an ongaing basis, to make sure we remain a responsible, ethicat
business They help us manage iImportant evelving risks facing our
business. from product safety to data security to bealth and safety.
For information on how we are managing cyber secunty, product
safety, and health and safety risks, see page 32

Business ethics.

Our Code of Business Conduct sets down our minimum
expectations for all colleagues, wherever they work and whatever
ther role. Thisanciudes important legal obligations and the policies
that guide our conduct It alsa lets colleagues know about
Protector Line. a completely independent support service where
they can raise concerns anonymously and confitdentially In Qctober
2018, we updated our Code of Business Conduct to reflect changes
to the law, cur business and wider society that have taken place
since the Code was written in 2015 We also set out clearer
expectations apout the conduct expected from all colleagues

and from managers and senior leaders Everyone in the

business must comply with the Code and colleagues in office

rales, along with store and distnibution managers, are required

to make an annual declaration of compliance In 2019, more

than 26.000 colleagues did 50

Climate change.

We have a longstanding commitment to tackling climate change
We were the first FTSE 100 company to set ambitious science-
based targets to become a zero-carbon business by 2050. in ine
with the 1 5-degree trajectory of the Paris Climate Agreement,
We have also committed to source 100% of our electncity from
renewable sources by 2030 In 2018/19 58% of our electrncity.
across the Group, was sourced this way

Our carbon footprint s calculated according to the Greenhouse
Gas Protocol and our net carbon footprint in 2018/19 was

3 3 milion tonnes of CO,e For our own operations’ absolute
carbon emissions, we achieved a 9% reduction compared to
last year and 31% compared to 2015/16

Strategic report

We are also supporting the move to & low-carbon economy

In November 2018 we announced the development of the largest
UK retail electric vehicle charging network In conjunction with
Votkswagen, we will roll out over 2,400 EV charging bays across
600 Tesco stores withun the next three years,

As supporters of the Task Force on Cimate-Related Financial Disclosures

{TCFD) we are working to consider the impacts that chmate change
may have on our business For more information, see page 177

Greenhouse gas emissions.
Global tonnes of COe

Base year
2008/19 2000/ 2015716

1328543° 141758 1,388,168

Scopel

Scope 2®
Market-based method
Location-based method

Scope 1ang 2 carbon intensity
(kg CO,e/5q ft of stores and DCs) 20.83 2872 29.57

Scope 3 913.802° 1.008.992 1,129.342
Total gross emissions 3.288.104" 3.623.369 4 572.832
CO,e from renewable energy

exported to the grid 593 1134 1.512
Total net emissions 3.287.512° 3622235 457319

Overall net carbon intensity
(total net emissians kg CO,e/sq ft
of stores and DCs) 28 84' 31.48 3927

1045 760" 1.202.618 2 053.703
1,831,835 2137206 2609983

*  KPMG LLP was engaped to provide independent imited assurance over the selected
greenhouse gas ermssions data highbighted in this report with a * using the assurance
standards ISAE 3000 and 3410. KPMG has issued an unqualfied opinion aver the selected
data. KPMG's full assurance s at wwwr.t lc com/carbonfigures

W This year we re: Gur carbon em: to inglude Booker and Booker carbon
ermIsSons are InCluded in all figures reported

= Our methed statement 1s avalable a1 www tescoplc com/carbonmethod Tesco uses
the market-based method for calculating scope 2 emissions for ur total emissions to
accaunt for our efforts in generating and purchasing low-carbon energy, The location-
based methed is prewded for disclosure only and all Intensity. net and gross emissions
shown are calculated using scope 2 market-based methed

For more information about our Foundations
visit www.tescoplc.com/foundations

Non-financial reporting statement.

This Little Helps Plan section of the Annwal Report contains a wide range of non-financial information about employees, environmental and social matters - from
human rights to food waste Our full Little Helps Plan report is available on our webstte www tescoplc com/littiehelpsplan and expands on this information As
required under the new non-financial reporiing reguirements the table below sets out where more information on non-financial matters can be foung within the
rest of the Annual Report and also on our website The due dilgence carned out for each policy 1s contained within each respective policy's decurmentation

Page
Business model Six strategic drivers 14-15
Busmess model and KPis 12-17
Principal risks and unceriainties 32-37
Environmental matters Principal risks and unceriainties Responsibtle sourcing and supply chain 35
Principal nsks and unceriamties Political regulatory and comphance 34
Detalls of our approach to protecting the environment in supply chams can be found on our website
Employees Prnincipal risks and uncertainties health and salety, people 35
Chairman’s letter culture, diversity and inclusion 38
Directors' report employment policies BO
Stakeholder engagement our purpgse, culture and values 52
Soclal matters Principal risks ang uncertainties Brext 36
Information about how we do business including our approach 10 tax can be found on our webstte
Directars’ report Groceries Supply Code of Practice 81
Respect for human rights Principal risks and uncertainties Responsible sourcing and supply cham 3%
Detatls of our policy, a5 well a5 our approach to protecting human rights. can be found on our website
Anti-corruption and anti-bribery Directors report Modern Slavery Act anti-corruption and ant-bribery matters 82

matters, health and safety

Our Code of Business Conduct and other related policies can be found on our website
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Principal risks and uncertainties

e

A robust review.

The Board considers these to be the most
significant risks faced by the Group that
may impact the achievement of our six
strategic drivers.

We have an established risk management process to identify,
assess and momtor the principal risks that we face as a business
we have pertormed a robust review of the risks that we hekeve

could seriously affect the Group’s performance, future prospects,

reputation or its ability to deliver against its prionities This review.
included an assessment of risks we believe would threaten the
Group's business model, future performance. solvency or iquithty

We have reviewed our principal nsks in ine with our strategic
drivers The risks to the business. at a high level, reman
unchanged from the previcus year We have reframed our
customer risk defimtion to better reflect current circumstances,
set out on page 33

The two shorter-term risks relating to Brexit as well as Booker
synergy realisation and integration rematn relevant The risks
assoctated with Brexit are increasing due to the possibility of a

‘ne deal’ scenario and the potential for an abrupt departure from
the EUJ The Booker integration and synergy realisation risk is
decreasing as gooU progress was made on the expected synergies

The rtsk management process relies on our assessment of the risk
likelihood and impact and on the development and monitoring of
appropnate internal controls Qur process for identifying and
managing risk 1s set cut In more detaill on page 59

We maintain risk registers that discuss the principal risks faced by
the Group and this 1s an important companent of our governance
framework and how we manage our business. As part of our risk
management process, rsks are reviewed as a top down and
bottom up acuvity at the Group and the business unit level

The content of the risk registers are considered and discussed
through regular meetings with semior management and reviewed
by the Executive Committee Each principal risk is discussed at
least annually by the Board to provige oversight and ensure that
they remain relevant,

The table opposite sets out our principal risks, their ink to our
strategic dnivers, thelr movement during the year, and a summary,
of key controts and mitigating factors The Board considers these
to be the most significant Group risks that may impact the
achievement of our six strategic drivers as set out on pages 14

and 15 They do not comprise all of the risks associated with the
business and are nat set out in priority order Additional risks not
presently known to management. or currently deemed to be less
material, may also have an adverse effect on the business.

Strategic drivers. Risks.

(1) Adifferentiated branc

Reduce operating
costs by £1 5bn

@ Generate £9bn cash
from operations

@ Maximise the mix to
achieve 3 3.5% - 4 0%
margin

Synergy
reahsation an
ntegration

Responsible
sourcing and
supply chain

Health and

Maximise value
from property

@ Innovation

Principal risks ‘
Brand

reputation

' and yust

Oversight.

Board,

Overail responsibility for risk
management, engages directly
with risk assessrment, mitigations
and risk appetite

Audit Committee.
Oversight of the risk
framework and controls on
behalf of the Board

Competiion
and markets Group Chief Executive and
Executive Committee.

The Group Chief Executive has
overall accountability for control

and the management of risk.

Individual members. reporting to
the Group Chief Executive, are

accountable for specific risks
Techhology

Group Risk and Compliance
Committee.

Data

security and

Peitical
data privacy

regulatory and
comphance

safety

32 Tesco PLC Annual Report and Financial Statements 2019

Oversight of key regulatory and
compliance risks on behalf of the
Executive Committee, reporting
biannually to the Audit Committee




Key risk movement.

@ Risk nct easing

Principal risk

@ N rlsk movernent

Risk movement

@ Kisk decreasing

Strategic report

O Link to strategic
drivers on pages 14 and 15

Key controls and mitigating factors

Customer.’

Uncertainties imcluding Brexit and macro
economic conditions) squeee

our customers’ budgets and force them
to reappraise the concepls of value

and foyalty in a way In which we are
ungble to respond

OOO®E

Cngoing fragmentation of

our customer engagement
channels exposes us to a risk of
diluting customer expenence
and ability to differentiate

our brand

®

We now have a more consisient approach to bullding impactful customer
propositions. offerng high-quality and compettive value while improving
the customer experence Propesitions are now developed across
channels and geographies 1¢ ensure consistency in the engagement with
customers Group-wide customer insight management 15 undertaken (o
understand and leverage customer behaviour, expectations and
experiehce across the different parts of the business We monitor the
effectiveness of our processes by regularly tracking our business and
competitors against measures that customers tell us are important

to ther shopping experience We have well-estabhshed product
development and quality management processes which keep the

needs of our customers central to our decision-making

Transformation.t

Failure to actueve our transfarmation
objectives due to poor prioritisatron.
ineffective change management and a
failure to understand and deliver the
technology required. resulting in an
ingbility to progress sufficientily guickly
to mamtain or increase operating margn
and generate sufficient cash to meet
business objectives

@ROE

Achteving cur transformation
goals continues to demand
effort and investment
especially with regard to
technology changes

®©

We have multiple transforrnation programmes underway to simphty cur
business with clear market strategies and business plans in place which
evolve as prionties or sitwations change We have appropriate
executive-level oversight for all the transformation activities to ensure
programmes are adequately resourced and milesiones achieved

Liquidity.'

Fallure of our business performance to
delver cash as expected, access to
funding markets or facilities being
restricted. failures in operational rquidity
and currency risk management Tesco
Bank cash cal}; or adverse changes to the
pension deficit funding requirement
create calls on cash higher than
antictpated, leading to impacts on financial
performance cash iquidity or the ability
1o continue to fund operations

@ROE

We have a disciplined and
policy-based approach to
treasury management,
We have reduced our debt
levels and have improving
debt metrics

©

We maintain aninfrastructure of systems. policies and reports to ensure
discipfine and oversight on hquidity matters including specific treasury
and debt-related issues Our treasury policies are commurscated across
the Group and are regularly reviewed by the Board Executive Committee
and management The Group's funding strategy ss approved annually by
the Board and includes maintaining appropriate kevels of working capital
undrawn commetted facilities and access to the capitat markets The
Audst Committee reviews and annually approves the viability and going
concern stalements and reports into the Board There 15 a long-term
funding framework in place for the pension deficit and there is ongoing
communication and engagement with the Fension Trustees Liquicity
levels and sources of cash are regularly reviewed and the Group
maintains access Lo cormmitted credit facdities and debt capitat markets
While recognising that Tesco Bank 1s financially separate from Tesco PLC
there (s ongoing monitering of the actmties of Tesco Bank that could
give rse to risks to Tesco PLC

Competition and markets.'
Faiure 1o deliver an effective coherent
and consistent strategy o respond to our
competitors and ¢changes in market
conditions in the operating environment
resulting In a loss of market share and
falure to Improve profitabiity

COROE

We continue to face the
ongoing challenge of a changing
competitive landscape and
price pressure across most

of our markets

@

Qur Board deveicops and regularly chalienges the strategic direction of
our business to enhance our abilty to remain competiiive on price, range
and service This activity includes development of cur online channels
and multiple formats to allow us to compete in different markets

Qur Executive Commitiee and operational management reguiarly

review markets trading opportunities, compettor strategy and activity
We engage In market scanning and competitor analysis to refine our
customer proposition

t Incicates that the principal risk has been included as part of the longer term viability scenarnios as detalled on page 37
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Principal risks and uncertainties continued

Principal risk

Risk movement

Key controls and mitigating factors

Brand, reputation and trust.?
Falure 10 create brand reappraisal
opportunities 1o improve quality, value
and service perceptions thus fatling to
rebuild trust in our brand.

®

We are leveraging the Tesco
Centenary to cetebrate

100 years of great value and
reaffirm our posiuon as the
customer champion We
continue to implement a
number of inluatives and
activities, thereby helping
reapprarse the brand. increase
trust and reputation while
improving our quahty and value
perception

®

Maintaining a differentiated hrand is nne af our strategic priornties

Our Group processes, policies and our Code of Business Conduct sets
out how we can make the right decisions for our customers, colleagues,
suppliers, communities and invesiors

We continue to develop communication and engagement programmes
to listen to our customers and stakeholders and reflect their needs in
our plans This includes the Suppher Viewpoint and the integration of
local community and iccal marketing programmes We conunue to
maximise the value and impact of our brand with the advice of specialist
external agencies and In-house marketing expertise. Our Corporate
Responstbility Comrmittee s n place to oversee all corporate
responsibility actvities and initiatives. ensuring ahgnment with customer
prionties and our brand

Technology.

Falure of our IT infrastructure or key IT
systems result in loss of mformation.
inabiiity to operate effectively, financial
or regulatory penalties, and negatively
impacts our reputation Further, failure
to build resilience at the time of investing
in and implementing new technology
may resuit in potential loss of

operating capability

00101010,

Qur dependency on technology
continues to grow Ongong
improvements and investment
in disaster recovery and
business Continully Measures
help to imit exposure to
external threats

©

A multi-year programme 1s underway to enhance our technology
infrastructure and resilience capabilities This involves signficant
Investment in ouwr hosting strategy. partnering with cloud providers
and re-engineering some of our legacy retail systems while bulding
redundancy for key business systemns

Our technology security programme continues to buitd security
capabulities to strengthen our infrastructure and Information
Technology General Contrals

Data security and

data privacy.t

Fallure to comply with legal or regulatory
requirements relating to data security or
data privacy in the course of our business
actmities. results in reputational damage.
fines or other adverse conseguences
This includes criminal penalties and
consequential hitigation which result in
an adverse impact onour financial
performance or unfavourable effects

on our abihty 1o do business,

/O]

As a retall organisation we hold
aiarge amount of customer
and colleague personal data
and the threat landscape
has been ever growing

The introduction of GDFR

n May 2018 has meant an
increase in individuals’
awareness levels, as well as
an increase in the financial
penaltigs which can be levied
by the data protection
authontes

©

We put owr customers and colleagues at the heart of all decisions

we make In relation 1o the processing of personal data Our multi-year
technology security programme has been driving the enhancement of
our security capabifities to improve data security,

We have an established team to detect. report and respond to security
incidents in a timely fashion We have a third-party supplier assurance
programrne focusing on data security and privacy rsks

We have made significant investment across the Group to ensure
we comply with the requirements of GDPR in Evrope and any other
relevant legisiation globally. Qur privacy comphance programme,
which includes assessment and monitaring of risk. continues to
drive compliance throughout our global business

There is regutar reporting on progress of the sécurity and privacy
programmaes to governance and oversight committees

Political, regulatory

and compliance.!

Failure to comply with legal and other
requirements as the regulatory
environment becomes more restrictive,
due to changes in the global political
landscape, results in fines, criminat
penaities for Tesco or colleagues,
consequential itigation and an adverse

Impact on our reputation. financial results,

and/or our ability to do business

®

We continue 1o monitor and
improve our centrols to
ensure we comply with legal
end regulalory requirements
across the Group Long-term
changes In the global political
environment mean that n
some markets there is & push
towards greater regulation of
foreign investors and a
favouring of local companle‘s

®

Wherever we operate. we aim to ensure that the impact of politcal and
regulatory changes 1s incorporated i our strategic planming and policies
We manage regulatory nisks through the use of our nsk management
framework and we have implemented comphance programmes and
committees 1o manage our most important risks (e g ant-bribery and
competitien law) Qur comphance programmes ensure that sustainable
controls are Implemented to mitigate the risk and we conduct assurance
activities for each risk area Our Code of Business Conduct 1s supported
by new starter and annual compliance training and other tools such as
our whistieblowing hothne The engagement of leadership and sentor
management &s critical In the successful management of this risk area
and leaders provide clear tone from the top for colleagues

1 Indicates that the principal risk has been included as part of the longer term viability scenanios as detared on pege 37
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Principal risk

Risk movement

Strategic report

Key controls and mitigating factors

Health and safety.

Fallure to meet safety standards i

relation to our workplace resulting
m death or injury 10 our customers,
colleagues or third parties

®

We continue te focus our
efforts on controls which
ensure colleague and
customer safety

®

We have a business-wide risk-based safety framework which

defines how we implement and report on safety controls tc ensure

ihat colleagues, contractors and customers have a safe place to

work and shop Each business is required to maintain a Safety
Improvement FPlan 1o document and track enhancements

Overall governance Is provided by the Group Risk and Compliance
Committee. with each business unit operating their own Health and
Safety Committee Our annual colleague survey results, alongside other
nputs such as safety audits informs the delivery of safety nitiatives and
targeted communications

People.

Falure to attract and retam the required
capability and continue to evolve our
culture couid impact delivery of our
purpose and strategic drivers

010]0l0I60;

Market competitiveness
continues to affect our
ability to attract and retain
key specialist 1alent There
15 continued impact
arising from fast-changing
and complex legislation

®

Talent planning and people development processes are well established
across the Group Talent and succession planning 1s discussed annually
by the Board and three times & year at the Executive Committee and
Nominations and Governance Committee A Group Inclusion strategy

15 9n place An independent assessment of all promotions and external
hires s conducted at leadership level to ensure capability, potential
leadership and values The Remuneration Committee agrees cbjectives
and remuneraticn arrangements for semor management People risk
mitigation plans are in place throughout the Group supported by the
Executive Committee

Responsible sourcing

and supply chain.

Failure to meei product safety siandards
resulting in death, injury or illness to
customers Failure to ensure that
producis are sourced responsibly and
sustainably across supply chains including
fair pay for workers, adhering to human
rights, clean and safe working
envirorments, and that all social and
environmental standards are met), leading
to breaches of regulations. iliness. injury
or death to workers and communities.
and affecting our reputation

00,

We continue to menitor and
improve our controls to
further reduce this risk

@

We have product standards, policies and guidance covering both food
and non-food. as well as goods and services not for resale, ensuring
that products are safe legal and of the required quality Measures
include policies and gusdance 1o help to ensure that the human rights
of workers are respected and enwironmental impacts are managed
responsibly Refer 1o pages 24 to 31 for specific acuons highiighted
under our Lrttle Helps Plan Supplier audit programmes are in place to
monitor product safety, traceability and integrity human rights and
environmental standards, including unannounced specification
inspections of suppliers and facilities We run colleague training
programmes on food and product safety responsible sourcing,
hygiene controls, and also provide suppen for stores We also provide
targeted trarng for colleagues and suppliers dealing with specific
challenges such as modern slavery

Booker synergy realisation

and integration.

Farlure to successlully mtegrate Booker is
dependent on a number of factors, leading
to anisk to our planned synergy
commitments and value creation

0l0]0]0J00

There has been good progress

on the expected synergies

©

A detaled synergy realisation and integration plan was successiuily
executed during the financial year Period-end reporting and tracking
of targeted benefits and key performance indicators 1s embedded

1 Indicates that the principal risk has been included as part of the longer term viability scenancs as delaled on page 37
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Principal risk

Principal risks and uncertainties continued

Risk movement

Key contrels and mitigating factors

Brexit.}

Falure to prepare for the UK's departure
from the EU will cause disruption to and
creste uncertainty around our business, not  Of the political deadlock
least our ability to recrunt and supply to our

customers Any disruption or uncertainty

could have an adverse effect on our @

business, financial results and operations

COO®

Uncertainty around our
depariure from the EU has
continued to grow as a resuit

With the UK's future trading relationship with the EU stll to be
determined we continue to contribute to mportant public policy
discussion and engage with government regulatory bogies and
Industry During this process, we will Continue 10 assess and monitor
the potental risks and impacts on Tesco customers. colleagues and
shareholders. while taking appropnate mibgation measures to address
challenges including logistics. staff and supply

This year we put In place a detaled Brexit contingency plan against
pohitical and macra-econormic changes that could have 8 material
impact on our market and customer proposition

Tesco Bank.

Tesco Bank 1s exposed to a number of
risks the most sigmificant of which are
operational nsk, regulatory risk, credi
nisk funding and kquidity risk market

nsk and business risk @

OO

The Bank continues te
actively manage the nisks
to which it 1s exposed

The Bank has a defined risk appetite, which is approved and reviewed
regularly by both the Bank's Board and the Tesco PLC Board The rnisk
appetite defines the type and amount of nsk that the Group is prepared
1o accept to achieve its objectives. and farms a key link between the
day-to-day risk management of the business and s strategic priorites.
long-term plan, capitat planming and liquidity management Adherence
to risk appetite s manitored through a sertes of ratwos and hmits

The Bank operates & sk management framework that 15 underpinned
by governance policies, processes and COMrols, reporting assurance
and stress testing

There is Bank Board risk reporting throughout the year, with updates

to the Tesco PLC Audit Committee by the Bank's Chief Financial Officer,
Chief Risk Officer and Audit Committee Chairman A memnber of the
Tesco PLC Board 15 also a member of the Bank’s Board.,

Indicates that the principal risk has been inchuded as part of the longer term wabibty scenarios as detaled on page 37

Task Force on Climate-related Financial Disclosures.

Climate change and sustainability.

The complex globat challenges and uncertainties related to chmate change and resource scarcity affect our business and our
ambition of prowiding affordable. healthy and sustainable food Our approach to these uncertainties is to work collaboratively
to tackle both the risks and opportunities Our Little Helps Plan integrates a number of initiatives across our business to manage
some of these risks Further details are ncluded in the Little Helps Plan section on pages 24 to 31

Tesco has publicly commrtted to implementing the recommendatiens (June 2017) of the Task Force on Chimate-related Financial
Disclosures (TCFD} As part of our ongoing TCFD assessment. we are using scenano analysis and looking st both short-term and
long-term climate risks and opportunities for our UK business. Refer to page 177 for mare detailed disclosures on TCFD.

Tesco FLC Annual Report and Financial Statements 2019




Strategic report

Longer term viability statement.

Assessing the Group's longer term prospects and viability.
The Directors have based their assessment of wiability on the
Group’s current strategic plan, which is updated and approved
annhually by the Board and delivers the Group's purpose of
‘serving shoppers a Ittle better every day’ underpinned by

the six strategic drivers (detaited on pages 14 and 15}

The Group conducts an annual strategic planning process,
comprising a comprehensive reassessment of progress against the
Group’s strategic objectives alongside a careful evaluation of the
Ionger term opportunities and risks in each market in which the
Group operates. The process for assessing the principal and
emerging nsks in eéach market is animportant input to this process

The Group's Strategic Planning and Viability Statement are

both considered over a three-year period, as this horizon most
appropriately reflects the dynamic and changing retail
environment in which the Group operates

Strategic planning process.

The strategic planning process bulds from the Group’s current
position and considers the evolution of the strategic objectives
over the next three years As part of this process, @ longer-term
assessment of the prospects of the Group is also considered

Current position.
Sigmficant progress has been made by the Group against the
strategic objectives announced in October 2016 including

- Broad-based progress made in key customer, supplier and
colteague metrics.

- Strong profit growth and free cash generation refiect the Group’s
focus on delvering cost savings and profitable sales growth,

- Aclear strategy focusing on customer satisfaction, cash
profitability, free cash flow and earnings growth

- Synerges realised from the Bocker merger completed in
March 2018 are tracking ahead of plan, and

- The Group has operations across a diversified set of
geographies and business areas (Retall Banking ang
Customer Data Science)

Refer to the Group Chief Executive's review on page 3 and the
financial review on page 18 for further detail regarding the
Group's strategic and financial progress

Longer term prospects.

The following factors are considered both in the formulation of
the Group's Strategic Plan, and in the longer term assessment of
the Group's prospects:

The principal nsks and uncertainties faced by the Group, as
well as emerging risks as they are dentified, and how these can
be addressed:

The prevailing economic climate and global economy, competitor
activity, market dynarmics and changing customer behaviours,
The potential short and longer term economic impact of Brext.
The structural challenges facing retail and how the Group can
best position itself to address these.

The value opportunities presented by further cost reduction
through operational simphfication and untapped growth
potential across the Group- and

The resihence afforded by the Group's operational scale

+

Assessing the Group's viability.

The viatility of the Company has been assessed. taking into account
the Company's current financial position, including external funding
in place over the assessment pericd, and after modelling the impact
of certain scenarios arising from the principal risks, which have the
greatest potential impact on viability in that period

Four scenarics have been modelled, considered severe but
plausible, that encompass these identified nisks None of

these scenanos individually threaten the viability of the

Company, therefore the compound impact of these scenarios has
been evaluated as the most severe stress scenario

Scenano Associated principal nsks  Description
Competitive - Brand reputation Failure to respond to fierce
pressure and trust competition and changes in the
- Compeution and retal market drives sustained
markets significant like-for-like volume
- Customer declme in core food categories

with no offsetting price infiation,
M pUtting pressure on margins

Datasecurity - Brand reputation A serious data security or
or regulatory and trust regutatory breachresultsina

breach - Data security and significant monetary penalty
data privacy and a loss of reputation among
- Political regulatory ~ CUSIOMers. The modelling of this
and compliance scenang is approached through a
‘reverse-stress test’ given the
inherent uncertainty of value
Brexit - Caompetition and Assumes a no-deal Brexit scenario
impact markets which resufts in an increase to cost

- Poliucal, regulatory
and compliance
- Brext

of goods and overhead costs A
broad assessment of the potential
imgact has been modelled

including: higher import tanffs,
higher sourcing costs from a
weaker sterling, higher labour costs
and the potential cost of customs
friction from border controls.
Appropriate mitigation cptions
open to the Group have also been
considered within this scenario.

Reductionin - Transiormation Failure to achieve the Group's

cost 5avings - Liguidity transformation objectives.
and cash resulting in an inability to progress
generation sufficiently quickly to maintain or

increase operating margin and
generate sufficient cash to
meet business objectives

These scenarios assumed that externa! debt 1s repaid as it
becomes due and committed facilities renewed as they become
due The scenarios above are hypothetical and purposefully
severe with the aim of creating cutcomes that have the ability to
threaten the viability of the Group In the case of these scenarnos
arising. various optiens are avallable to the Group in order to
maintan hquidity so as to continue In operation such as:

() accessing new external funding early, () more radical short-term
cost reduction actions, and ) reducing capital expenditure None
of these actions are assumed in our current scenaro modelling

Viability statement.

Based on these severe but plausible scenarios, the Directors
have a reasonable expectation that the Company will continue
In gperation and meet its liabiities as they fall due over the
three-year pcriod considered

This Strategic report which has been prepared in accordance with
the requirements of the Companies Act 2006, has been approved
and signed on behalf of the Board

Robert Welch

Group Company Secretary
9 Apnil 2019
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Corporate governance report

Chairman’s letter.

“The role of the Board is to set the
tone from the top on the Group’s
governance, culture and values.”

John Allan
Non-executive Chairman

Board role and effectiveness.

During the year. we have sought to ensure that our governance
structures at Board, Committee and subsidiary company levels
continue to be appropnate for the businesses and the markets
in which we operate around the world, while supporting our
overall strategy and culture. It is important that our approach
to governance matches our values The Board momitors, through
its oversight, that the Group’s values are adhered 10 We care
about our customers and endeavour to ensure we ére the
champicn for customers by putting customers first and taking
actions that make a difference Whenever a customer chooses
to shop at Tesco, we want therr expenence to be better than
expected and better than the last - from the quality of the offer
to the thoughtfulness of the service.

The Board has spent time in the business both collectively and
as individuals, exploring specific business areas through
presentations, meetings and dialogue with coileagues and our
stakeholders Throughout the year, the Board. supported by its
Committees. has covered a broad range of topics to ensure that
we continually review and challenge matters of importance {o our
stakeholders My role as Chairman is to ensure that sufficient
time is spent on these areas, to maintain high standards of
carporate governance and ensure that the Board has sufficient
information to carry out its duties. Details of the Board's activity
and focus during 2018/19 are set out on page 48
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As Chairman it 1s my role to provide leadership of the Board ta
ensure that it 15 possible to make high-quality decisions and
ensure it operates effectively During 2018/19, the Board and each
Committee conducted an evaluation of its performance This was
externally facilitated by Dr Tracy Long of Boardroom Review and
the findings provide a clear agenda for us to continue toimprave
as a Board The review confirmed that there s an effective
leadership in place with all Directors adding value through the
diversity of perspective The Board are collectively engaged with
the strategic process, the transformation agenda and have good :
visibility and understanding of the challenges facing the Company.
Having assessed the findings. the Directors were satisfied that the
Board and each of its Committees and Directors continue 1o
operate effectively

Full details of the review together with progress against the 2017/18
review actions are set out on page 51

Stakeholder engagement. :
A key focus of the 2018 UK Corporate Governance Code

15 on stakeholder engagement Thisis an area where we have

already made good progress and have strong foundations on

which to build

Qur business was bullt with a simple mission - to be the champion
for customers, helping them to enjoy a better quality of hfe and an
easier way of living. Thus hasn’t changed Customers want great
products at great value which they can buy easily and it’s our |ob
to deliver this In the nght way for them. That 1s why ‘Serving
shoppers a little better every day’ is our core purpose.

Since tjoined the Board as Chairman in 2015, we have spent a
lot of time histening to and understanding our key stakeholders.
customers, colleagues, supplier partners and sharehotders
Much of what we have done over the past four years has been
driven by these insights When discussing matters at Board
meetings. stakeholder 1ssues are an integral part of our
decision-making However, it is not practicable to please all
stakeholders all of the time and a key part of the Board
process is to balance the sometimes conflicting needs of our
stakeholders to ensure all are treated consistently and fairly

| am pleased to announce that during 2013/20 we will be
establishing Colleague Contribution Panels across the Group.

with the aim of further enhancing the voice of colleagues within
the Boardroom so that better. more informed decisions are made
in the long-term interests of the Company and its stakeholders
The panels will normally meet twice a year. with a Non-executwe
Director attending one of the meetings to engage with and listen to
colleagues as well as share the views of the Board across a variety
of matters These Colieague Contribution Panels will expand on
our existing colleague forums in the UK and Central Europe as

well as establishing a new forum in Asia to ensure colieagues
throughout the Group are represented We will 3lso engage

with other areas of the workforce through the completion of
questionnares and Interviews to ensure we capture the views

of all those who work for Tesco.

More information on how we engage with our
@ stakeholders can be found on pages 52 and 53

in this Corpaorate governance report



Diversity and inclusion.

The Board beheves that it 1s important to have an apprepnate
balance of skills. knowledge, experience and dwersity on the Board
and at senior management level The Board's skills matnx supports
this approach by enabling us to map the broad diversity of the
Board in regard to gender, ethnicity. geographical expertise. and
current skills and experiences. and to link these to our strategy

We recognise that the Board sets the tone for inclission and
diversity across the Group and believe we should have a diverse
leadership team to support good decision-making This 1s vital
for bringing both the expertise required and to enable different
perspectives to be brought ta Beard and Committee meetings
The combinaticn of these factors means that the Board benefits
trom & diverse range of competencies and thoughts. which
pramaotes a dynami¢ environment for decision-making.

The Board 1s a supporter of the Hampton-Alexander Review, and
has set a target of having at least one-third fermale Directors by
the end of 2020 and the Parker Review on ethnic diversity
Following the appointment of Melissa Bethell during the year,
the Board met the Parker recommendation and the level of
{fermnale representation increased to 31%. with the Board
remaining rindful of its target of 33%

The Board recognises the need to create the conditions that foster
talent ang encourage all colleagues to achieve their full career
potential in the Group To this end, we are committed to providing
an inclusive working enwronment where difference i1s embraced
and valued, as evidenced by cur commitment 1o the Race at Work
Charter We want all colleagues to be at their best and we are
committed to ensuring that all colleagues have the opporturuty

to get on - developing the skills they need for now and the future,
whoever they are, wherever they work and whatever they do

we not only cetebrate diversity, but embrace the value it brings
to enable us to serve our shoppers a littie better every day

Our goal 1s that everyone 1s treated farly and given every
opportunity to progress

In order to support our colleagues and 10 encourage them to
share ther knowledge and explore career sponscrship, mentoring
and networking opportunities, we run a number of Colleague
Networks each supported by a member of the Executive
Committee We have five Colleague Netwerks Out at Tesco
{lesbian, gay, isexual. transgender and intersex}. Black Asian
Minority Ethnic Network. wWomen at Tesco Network, the Armed
Forces Network and the Disability Network We alsc work with
the young, retired and those who have been in long-term
unemployment through various external organisations to provide
them with the toois and confidence needed to get back into the
workplace and reach their full potential

The Nominations and Governance Committee has responsibility in
ensuring diversity and Inclusion 1s considered at all levels and more
details of the Committee's work 15 set out on page 54

S VU W

John Allan
Chairman

Corporate governance

Compliance with the UK Corporate
Governance Code.

The Company appled the main principles and complied

with the relevant provisions set cutin the UK Corporate
Governance Code 2016 (2016 Code) throughout the pericd
under review Detals demonstrating how the main principles
and reievant provistons of the 2016 Code have been apphed
can be found throughout the Corporate governance report,
the Directors’ report each of the Board Committee reports
and the Strategic report

The primary responsibility of the Board in complying with the
2016 Code 15 to provide effective, entrepreneurial leadership
ta ensure that it promaotes the long-term success of the
Company for the benefit of its members as a whoie
Monitoring compliance with the 2016 Code ts the responsibility
of the Norminations and Governance Committee who receive
regular updates and report their findings to the Board

The Financial Reporting Council (FRC) 1s responsibie for
the publcation and penodic review of the UK Corporate
Governance Code and this can be found on the FRC
website www fre arg uk

The Board s familiar with the changes following the publication
of the UK Corporate Governance Code 2018 (2018 Cooe) and
intends 10 be complant with all new relevant provisions in the
umeframes dictated in the 2018 Code The Board has carried
out an assessment of the changes v reporting requirements
and has decided 1o adopt as much as practically possible

early as set out in this Annual Report
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Corporate governance report continued

Board of Directors.

QIO

John Allan CBE
Non-executive Chairman

Appointed March 2015
Tenure 4 years

Skills and experience.,

Jahn has significant board, retail and
financial experience gained from both the
commercial and finahcial sectors He was

CEQ of Exel PLC and, when it was acquired

by Deutsche Post in 2005, he joined the
board of Deutsche Post, becoming CFO
in 2007 unt! his retirement 1in 2009. John
was chairman of Dixons Retail plc during
its turnaround period, and followsng its
merger with Carphone Warehouse was
deputy chairman and senior ndependent
director of Dixons Carphone until 2015
He was also previously a non-executive
director of Worldpay Group PLC,
National Grid plc. the UK Home Office
Supervisory Board. 31 pic, PHS Group plc.
Connell pic. Royal Mail pic, wolseley pic
and Hamleys pic and chairman of
London First

External appointments.

- Chairman of Barrait Developments PLC,

and

- President of the Confederation of
British Industry

Dave Lewis

Group Chief Executive

Appointed September 2014
Tenure 4.5 years

Skills and experience.

Dave has significant experience in brand
marketing, customer management and
general management. Prior to joining
Tesco, he worked for Unilever for nearly
30 vears in a variety of different roles
across Europe, Asia and the Americas.
He has experience across many sectors

inthe UK and overseas, and has been
responsibie for a number of business
turnarounds He was previously a
non-executive director of Sky PLC

External appointments.

- Member of the Governance Committee

of the Consumer Goods Forum. ang

- Chair of Champions 12 3, a UN
programme $eeking to add momentum
to the achievement of the UN
Sustainable Development Target
12 3 by 2030

Alan Stewart
Chief Financial Officer

Appointed September 2014

Tenure 4.5 years

Skills and experience.

Alan brings to the Board significant
corporate finance and accounting
expenience from a vanety of tughly
competitive industries, including retail,
banking and travel, as well as executive
leadership experience within a istes
company environment Alan s a
non-executive director of Tesco Bank
Prior to joining Tesco, he was UK CEC
and CFO of Thomas Cook Holdings,
group finance director of WHSmith pic
and CFO for AWAS and Marks & Spencer
plc. He was previously a non-executive
director of Games Workshop Greup plc

External appointments.

- Non-executive director of Diageo plc;

- Member of the Advisory Board,
Chartered Institute of Management
Accountants; and

- Member of the main committee and
chairman of the pension committee of
the 300 Group of Finance Directors
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Mark Armour
independent Non-executive Director

Appainted September 2013
Tenure 5.5 years

Skills and experience.

Mark has significant strategic planning and
financial expertise, as well as experience
of executive leadership He was CFO of
Reed Elsevier Group plc and its two parent
companies. Reed Elsevier PLC and Reed
Elsevier NV (now RELX PLC), from 1996 to
2012 This role has provided him with
considerable experience of digitat
business transition and operating in a
multi-charngl environment Prior to
joiming Reed Eisevier, he was a partner

at Price Waterhouse In London He was
previously a non-executive director

and chair of the audit committee of
SABMiler PLC

External appointments.
- Non-executve director of the Financial
Reporting Council, and

- Member of the Takeover Panel

@
©

Melissa Bethel
Independent Non-executive Director

Appointed September 2018
Tenure < 1year

Skills and experience.

Melissa brings to the Board a wealth of
international business strategy and
investment management experience
Melissa is currently a partner of Atairos,
an equity investment fund backed by
Comeast NBCUniversal She 15 managing
partner of the London ¢ffice and
responsible far Ataros' investment
actmities in Europe Melissa was previously
a managing director of Bain Capital, whare
she worked for over 18 years and was a



member of the senior leadership

team responsible for strategy setting.
fundraising and portfolio management
Prior to joining Bain Capital, Melissa
worked 1n the capital markets group at
Goldman. Sachs & Cc , with a particular
focus on media and technology She was
also previously a director of Ship Midco
Lsmited and served as a non-executive
director of Samsonite Corporation
[Samsonite International S A) Worldpay
Group PLC and Atento S A

External appointments.

- Partner at Atairps, an independent,
private investment firm and managing
director of Atairos Europe and

- Non-executive director and chairman
of the audit commuttee of Exor NV

®
0]

Stewart Gilliland
Independent Non-executive Director

Appointed March 2018

Tenure 1year

Skills and experience.

Stewart has significant business and
management experience :ninternational
markets, specihically those in Europe
hawving previously held roles with leading
consumer -facing companies. including
wWhitbread, Mitchells & Butler and
Interbrew He held tne position of chief
executive of Muller Daines UK and Ireland
unbl 2010 Prior to joining Tesco, he was
chairman of Beoker Group plc.

External appointments.
~ Charman of C&C Group pl¢, and

- Non-executive director of Nature's
way Foods Ltd

Oe®

Steve Golsby
Independent Non-executive Director

Appointed October 2018
Tenure 2.5 years

Skills and experience.

Steve has a wealth of knowledge of
operating internationally, specifically
significant leadership expenence in Asia,
a key market for Tesco He has a strong
background in consumer marketing and
held senior executive positions with
Bristol-Myers Squibb and Unilever
before being appointed president of
Mead Johnson Nutrition. a leading global
infant nutrition company in 2004 He was
president and CEQ from 2008 to 213
an¢! a non-executwe director from 2013
to 2017 He was also previously a non-
executive director of Beam Inc. His
extensive international and board
experience give him invaluable insights
and understanding as Chair of the
Remuneration Committee

External appointments.

- Non-executive director of RMA Group,

- Adwisor te Thai Union Group PLC. a
global leader in the seafood industry,
and

- Honorary investment adwvisor to the
Thailand Board of Investment

OE®E

Corporate governance

Byron's strategic focus and financial
experience complements the balance of
skills on the Board and makes himdeal for
the role of Chair of the Audit Committee
He served on the BP PLC board from 2000
until 2013 and was BP's CFO during much
of that period He was previously a
non-executive director of Unilever PLC

External appointments.
- Vice chairman of the Supervisory Board
of Akzo Nobel NV .

- Senior ndependent director of Anglo
American PLC. and

- Non-executive director of Standard
Chartered PLC

®
©
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Mikael Qlsson
Independent Non-executive Director

Byron Grote

Independent Non-executive Director

Appointed May 2015
Tenure 4 years

Skills and experience.

Byron brings broad financial and
international expenence to the Board,
having worked across BP PLC in a veriety
of commercial. operational and executive
roles covering numercous geographies

Appointed November 2014
Tenure 4.5 years

Skil's and experience.

Mikael joined the Board afier an extensive
career at IKEA Group, holding a vaniety of
senior rgles including being & member of
the executive commuttee from 1995 untii
2013 and holding the pasition of CEQ and
president from 2009 untd 2013 He brings
a wealth of retal and value chain
experience as well as knowledge of
sustainability, peopie and strategy in

an international environment He was
previously a non-executive director

and vice chairman of Volvo Cars AB

External appointments.
- Non-executive director of [kano S.A |

~ Non-executive director of
Lindengruppen AB,

- Non-executive director and chair of
the pecple committee {combined
nomination and remuneration
committee} of The Royal Schiphol
Group, and

- Member of the nomination committee
of Volvo Cars AB
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Corporate governance report continued
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Deanna Oppenheimer
Senior Independent Director

Simon Patterson
Independent Non-executive Directar

Appointed March 2012
Tenure 7 years

Skills and experience.

Deanna has significant marketing, brand
management and consumer knowledge
and experience, bringing a broad
perspective to the Board She held several
senior roles al Barclays plc, including
chief executive of UX Retall and Business
Banking and vice chair of Global Retall
Banking. Deanna was appointed as chair
of Hargreaves { ansdown plc in February
2018 She s also currently a non-executive
director of the US fresh-prepared food
company, Joshua Green Corporaticn

and 15 the founder of adwsory firm.
CameoWorks LLC, which provides
bespoke support to early stage
companies Deanna was previously

a non-executive director of NCR
Corporation and Worldpay, Inc Her
extensive boarg. investor and commercial
expenence makes her a strong Semor
Independent Director

External appaintments.

- Chair of Hargreaves Lansdown plc,

~ Non-executive director of Whitbread
PLC,

- Non-executive director of Joshua
Green Corporation,

- Founder of consumer-focused
boutique advisory firm, CamecWorks
LLC. and

- Senior advisor to Bain & Company

Appointed April 2016
Tenure 3 years

Skills and experience.

Simon has extensive knowledge of and
years of experience in finance, technology
and global operations gained in vanous
management and leadership roles He was
a member of the founding management
team of the logistics software company
Global Freight Exchange and has worked
at the Financial Times and McKinsey &
Company He has previously served on
the boards of Skype, MultiPlan, Cegid
Group, Intelsat, Gerson Lehrman Group
and N Brown Group

External appointments.

- Managing director of Silver Lake
Partners, a leading global technology
investment firm,

- Board member of Dell Technologies
In¢ . ZPG Limited and FlixBus.

- Trustee of the Natural History Museum,
and

- Trustee of The Royal Foundation of The
Duke and Duchess of Cambridge and
The Duke and Duchess of Sussex

®
®©

gained whilst leading a number of Bupa's
businesses across Asia, Southern and
Eastern Europe and the Middle East.
Ahson's experience as a CEQ enables ner
to provide chaltenge and advice to the
Board across a range of 1ssues Alison was
previously chair of Opportumity Now and a
non-executive director of the Foreign and
Commonwealth Office and Cable and
wireless Communications PLC

External appointments.
- Member of the steering group of the
Hampton-Alexander Review

©
©

Lindsey Pownall OBE
Independent Non-executive Director

Alison Platt CMG

Independent Non-executive Director

Appointed April 2016
Tenure 3 years

Skills and experience.

Alison has extensive experience of
ieadership in customer-driven
organisations across the healthcare,
insurance and property secters As CEO
of Countrywide, a position she held unti
January 2018, she gained significant
business-to-business experience adding
this to the international experience she

Tesco PLC Annual Report and Financial Statements 2019

Appointed April 2016
Tenure 3 years

Skills and experience,

Lindsey has substantial experience

in food. grocery and retail brand
development, having enjoyed a career
of more than 20 years at Samworth
Brothers, the leading UK supplier of
premium quality chilled and ambient
foods She joined the Samworth board
in 2001 and served as chief executive
between 2011 and 2015. Lindsey is @
passionate advocate of supplier
relationships, customers, colleagues snd
sustainability which directly support
Tesco's strategy and her role as Chair of
the Corporate Responsibility Committee.

External appointments.

- Non-executive director of Story
Contracting Limited and Story Homes
Limited;

- Operating director of Paine Schwartz
Partners, LLC, and

Non-executive director of P and P Food
Safety Holdings (Delaware) Inc




Corporate governance

Robert Welch
Group Company Secretary

Appointed August 2016

Skills and experience,

Robert has worked as a company
secretary for more than 25 years during
which tirme he has held the positions of
group company secretary at FirstGroup
ple and company secretary at Kazakhmys
PLC Robert has also held senior positions
at BPB plc and Kwik Save Group PLC

He is a member of the ICSA’s Company
Secretaries’ Forum and the Association
of General Counsel and Company
Secretaries of FTSE 100 companies

Committee membership
(at 9 April 2019).

® Nominations and Governance
Committee

@ Audit Committee

® Remuneration Committee

@ Corporate Responsibility Committee
O Charr of Committee

@ Independent Board member

Directors who have served during
the year to February 2019.

Charles wilson resigned as a Director of
the Board on 16 July 2018 due to ill health,
but remgins 8 member of the Executive
Commiitee Biographical detalls for the
Executive Committee members can be
found on pages 44 and 45,

Board profile at a glance.

Board expertise. Board gender split.

Board tenure. Board nationality.
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Corporate governance report continued

Executive committee.

Dave Lewis

Group Chief Executive

Dave joined the Board and the Executive
Committee on 1 September 2014

His fult biography appears on page 40

Alan Stewart

Chief Financial Officer

Alanjoined the Board and the Executive
Committee on 23 September 2014

His full biography appears on page 40

Natasha Adams

Chief Pecple Officer

Natasha 15 responstble for setting the
people strategy and plans at Tesco,
including reward. colleague experience
and capability

Natasha joined Tesco in 1998 as a
Personnel Manager and has served Ina
range of store-focused roles over the last
20 years, including as Customer Services
Director UK. Business Support Director
UK and Group Personnel Manager for
Scotland In 2016 Natasha was

promoted to Peopie Director for Tesco's
UK and Ireland stores and joined the

UK Leadership Team before being
appointed to her current role of

Chief People Officer

Natasha is a Tesco Pensian Trustee

Natasha joined the Executive Committee
on 1 June 2018

Alessandra Bellini

Chief Customer Cfficer
Alessandra is responsible for building
the Tesco brang globally and putting
the customer at the heart of
everything that we do

Prior to Tesco, Alessandra worked at
Unilever for more than 21 years, latterly as
vice president for the food category
North America and food general manager
for the USA Previcusly, she had a 12-year
careger \n advertsing. working both in Italy
and the UK As an international execulive,
Alessandra has held roles in North
America, the UK, Italy and Central

and Eastern Europe

Alessandra |oined the Executive
Committee on 1 March 2017

Christine Heffernan

Group Communications Director
Christine is responsible for reburlding trust
in the Tesco brand and its businesses

Christine joined Tesco in 2014, Since
QOctober 2018 she has supported the
Group Chief Executive in delivery of the
corporate reputation plan for the
centenary year and prior to that was the
Corporate Affairs Director for Tesco
iretand. Prior to Tesco. Christine worked in
communications in both the energy and
telecoms sectors

Christing joined the Executive Committee
on i March 2012
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Tony Hoggett

Chief Operations Officer

Tony 1s responsible for developing the
operational capability and strategy
across the Group as well as leading the
operations of the UK busingss Tony also
has responsibility for Tesco's jont
ventures in both China and India.

Tony joined Tesco in 1990 and has served
in a range of leadership rolgs in the UX
and Asia over the last three decades,
Between 2007 and 2011 he held the roles
of VP South China, as well as President
North China, before moving to Turkey as
Chief Operating Officer for Tesco Kipa,

In 201, Tony returned to the UK and held
Managing Director roles across all of our
large store formats He also joned the
board of Tesco Mobile in 2012, In 2014, he
Joined the UK Leadership Teamn as Retail
Director and then was appointed Chief
Operating Officer UK in 2016 and CEQ. Asia
in 2017 Tony was appointed to hus current
role on 1 June 2018

Tony joined the Executive Committee
on 1 Aprit 2017

Alison Horner

CEO, Asia

Alison is responsible for Tesco's
businesses in Thailand and Malaysia
Alison also [eads our developing
business partnerships across the region.

Alison joined Tesco in 1999 and worked
In a vaniety of operational leadership
roles running stores and igading change
programmes, prior to being appointed
Chief People Officer in 2011 She was
appointed to her current role on

1.June 2018 Alison is @ member of

the Manchester Business School
Agvisory Board

Alison joined the Executive Committee
on 1 March 201



Gerry Malion

Chief Executive, Tesco Bank
Gerry 1s responsible for (eading
Tesco Bank

Gerry has held a number of leadership
roles in financial services Most recently
Gerry served as chief executive officer of
Ulster Bank lreland where he led
significant change in the business
including braad investment in technology
to modermise the bank In this role, Gerry
was a member of the RBS personal and
business banking executive committee
Before joining Uister Bank, Gerry served as
chief executive officer of Danske Bank UK
{formerly Narthern Bank) for eight years,
successfully leading the organisation in
the aftermath of the financial crisis
Earler in his career. Gerry held roles at
Bank of Ireland. McXinsey & Company, and
the UK Civil Service Outside of financial
services, Gerry served as pro-chanceilor
and chair of council at the University of
Uister. president of the Institute of
Banking in Ireland. and he s currently
chairman of the Irish Football Association

Gerry joined the Executive Commiitee
on 13 August 2018,

Adrian Morris

Group General Counset

Adran 13 responsible for the legal.
company secretarial, government
relations, reguiatary and comphance
functions across Tesco

Adrian joined Tesco in September 2012

as Group General Counsel Prior to Tesco,
Adrian worked at BP PLC as associate
general counsel for refining and marketing
and prior to that at Centnica PLC, initialiy
as european group general counsel and
then as general counsel for British Gas
Adrian 1s a Tesco Pension Trustee

Adrian joined the Executive Cornmittee
on 6 September 2012

Matt Simister

CEQ, Centralt Europe

Matt is responsible for all of Tesco’s
businesses :n the Czech Repubilic,
Kungary. Poland and Slovakia

Matt joined Tesco in 1996 as a marketer
He built on his UK experience with three
years as Commercial Director for our
Czech and Slovak businesses Foliowing
this, he returned to the UK to set up our
Group Food capability, managing our
regional fresh food and Tesco Brand
sourcing buying and inbound supply
chains for the UK, ROI. Central Eurcope and
Asia InApril 2017, Matt was appointed to
rus current role of CEQ, Central Europe

Matt joined the Executive Committee
on 1Aprit 2017

Jason Tarry

CEO, UK & ROI

Jason s responsitle for all of Tesco's
businesses in the UK and RO

Jason joined Tesco in October 1990 on the
graduate recruitment programme He has
held a number of positions in the UK and
internationally across both foed and
non-foed diwsions Jason became CEO
for clothing across the Group in 212
before being apposnted as Chief Product
Officer in January 2015 In July 2018,

Jason was appointed to his current

role of CEQ, UK & ROI

Jason joined the Executive Committee
on | January 2015

Corporate governance

Charles Wilson

CEO, Booker

As a member of the Executive Committee
Charles contributes to the broad Tesco
strategy agenda He is specifically
responsible for delivenng UK & RO cost
synergies and driving the growth agenda
set out In the Booker merger agreement
As a memper of Jason’s UK & ROI
leadership team he Is responsible for
leading the Booker business.

Charles joined Tesco in March Z018 following
the merger of Tesco PLC and Booker Group
plc. Charles became an executive director of
Booker Group pic in 1998, which merged
with Iceland plc in 2000. in 2001 he became
an executive director of Arcadia Group plc
and in 2004 he became an executive
director of Marks & Spencer pl¢ In 2005 he
was appointed as chief executive of Booker
Group plc Charies started his career in 1986
with Procter & Gamble following which he
was a consuitant with OC&C Strategy
Consultants and a director of

Abberton Associates.

Charles joined the Executive Committee on
5 March 2018,

Andrew Yaxiey

Chief Product Officer

Andrew Is responsible for setting the
strategy and policy for the planning, ranging,
sourcing and supply of the products we sell
across the Group In addition, he has direct
responsibility for managing this for the UK

Andrew joined Tesco in 2001 from Mars Inc.
He has worked across & number of product
divisions including four years as Commercial
Director for our Czech and Slovak
businesses On returning ta the UK in 2007
he first led the Packaged Division and then
1n 2070 the Fresh Division He became
Managing Director of the Londen business
in 2013, before moving to lreland as CEQ in
April 2015, In July 2018, he was promoted
to Chief Product Officer.

Andrew joined the Executive Committee on
16 Juty 2018.
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Corporate governance report continued

Corporate governance framework.

possess These ensure that leadership and decision-making is
focused and balanced. and 15 approached with independent
thought and jJudgement. With the relationship between the
Directors being one of trust and mutual respect, open and frank
conversations ensure that even the most chalfenging decisions
are taken for the benefit of the Company with due consideration
for the stakeholders that it may also affect.

Board and committees structure,

The core abjective of the Board 15 to create and deliver the
long-term sustamngble success of the Company. generating value
for shareholders and contributing to wider society It sets the
Group’s purpase, strategy and values and is accountabie to
shareholders for ensuning that the Group 1s appropnately managed
and achieves its objectives in a way that i1s supported by the right
culture and behaviours The Board sets the Group's risk appetite
and satisfies itself that financial controls and risk management
systems are robust, while ensuring the Group is adequately
resourced. The Board 1s aware of its obligations to shareholders
and gther stakeholders and responds to their needs through
transparent reporting and actwe engagement

Tne Board has delegated specific responsibilities to the Board
Committees' Autit, Corporate Responsibility, Nominations and
Governance and Remuneration Committees The Committees
provide detaled focus to different areas of the Board's work
Committee papers and minutes are shared with all Directors and
each Cormmittee Chair provides a written and verbal report on
In ths way, the leadership of the Company is supported by Tesco's Committee activities to the Board after each Committee meeting
Articles of Association. the schedule of matters reserved for the
Board, our cerporate governance framework and the statutory Matters considered by each of the Committees (s set out
duties of a Director inthe Committee’s Terms of Reference which can be
found at www.tesco.com Information regarding each
of the Commuttee’s actwities during 2018/18 are detarted
inthe Committee reports on pages 54 to 79.

The operations of the Board are underpinned by the collective
experience of the Directors and the diverse skills which they

Board

Corporate Nominations

Audit Remuneration

Committee

Responsibility
Committee

and Governance
Committee

Committee

Rele: Provides
independent assessment
and oversight of financiat
reporting processes
including related internal
controls, nsk management
and compliance, as well as
overseeing the work of the
external auditor

Rate: Ensures that the
Board mamtains an
adequate focus on
corporate respensioility
and sustainability matters.,
especially those that
support Tesca's strategy

Rale: Reviews size and

succession planning,
diversity, inclusion and
governance matters

composition of the Board.

Role; Determines
remuneration policy and
packages for Executive
Diractors and semor
rmanagers, having regard
to pay across the Group

Members: Members: Members: Members;

Byron Grote (Chair) Lindsey Pownall {Chair} John Allan (Chair} Steve Galsty {Chair)

Mark Armour John Allan Byron Grote John Allan

Melissa Bathell Steve Golsby Deanna Cppenheimer Byron Grote

Stewart Gilliland Mikael Olsson Mikael Olsson

Simon Patterson Deanna Oppenheimer Deanna Oppenheimer
Alison Platt

Profiles of each of the Directors fulfiling the
Committee rotes are detalled on pages 40 to 42
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Corporate governance

The Board held six scheduled meetings during the year and an additional strategy day. which included consideration of the Long Term Plan
In addition to scheduled meetings, the Board met four times to consider matters of a time-sensitive nature. Directors are expected to attend
all Board and relevant Committee meetings The table below shows the attendance at the scheduled Board and Committee meetings

Nominstions and Corporate
Audit Governance Responsibllity Remuneration
Board™ Commitiee Cormmittee Committee Committee'

John Allan @ 5/6 - ® 474 /3 474
Mark Armour 6/6 5/5 - - -
Melissa Betheif® 3/3 3/3 - - -
Stewart Gililand'<*! 5/6 2/2 - - -
Steve Golsby? 6/6 - - 3/3 ® 4/4
Byron Grote 6/6 ®5/5 a/4 - 474
Dave Lewss 6/6 - - - -
Mikael Qlsson 6/6 - - 3/3 4/4
Deanna Oppenheimer 6/6 - a/4 3/3 4/4
Simon Patierson 6/6 5/5 - - -
Alison Platt™ 5/6 - - - /4
Lindsey Pownall 6/6 - - ® 3/3 -
Alan Stewart 6/6 - - - -

@ Chair of Board er Committee

Notes

“  Charles Wilson joined the Board as a Director on 5 March 2018 and stood down on 16 July 2018 due ta il health but remzins on the Executve Committee as CEO Bocker While on the

Board he attended two of two meetngs

= Melissa Bethell was appointed as a Non-executive Director and member of the Audit Committee on 24 September 2018

& Stewart Gililand joined the Board as a Non-executive Director on 5 March 2018 ankd the Audit Committee on 27 November 2018
W Sieve Golsby repleced Deanna Oppenheimer as Charr of the Remuneration Commitiee on | February 2019 Deanna remains a member of the Commities

® Absences at scheduled Board or Committee meetngs during Lhe year were due to commitments pre-dating appointment to the Board (Stewart Gililand) and il heatth (ahson Platy

The Board delegates responsibility for the day-to-day operational management of the Company to the Group Chief Executive, who
I1s supported by the Executive Committee, Group Risk and Compliance Cammittee and other comrmittees When the need arises,
a standing Disclosure Caommitiee is convened to conswder timely and accurate disclosure of sensitive information and the Board has

apreed a Delegation of Autherity

Executive
Committee.
The Group Chief Executive is
. supported by the Executive
Committee, whichis
responsible for developing
and implementing strategy,
operational plans, policies,
procedures and budgets,
manitoring eperational and
- financial performance.
assessing and controlling risk:
and prioritistng and allocating
resources, The Committee
meets 11 times a year.

Group Risk and
Compliance
Committee.

The Commities meets six
times a year to evaluate and
propose policies, monitor
processes to control
business, operational and
comphiance nsks faced by the
Group, and to assess
emerging risks Reguiar
reporting of these risks is
presented to the Audit
Committee and Board

Disclosure
Committee.

The Committee supports the
Board in cverseeing the
impiementation of the
governance and procedures
associated with the
assessment, control and
disclosure of nside
information in accordance
with the Market Abuse
Regulation

Group Delegation

of Authority.

The Delegation of Authority
provides a clear directicn on
decision-making, ensuring
that decisions are taken at
the right level of the busness
by the colleagues best placed
to take them

Our systems of internal control and risk management are integral to our corporate governance framework

More information on internal control and risk
management can be found on page £9
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Corporate governance report continued

Board activities.

The Board 15 the decision-making body for those matters that are
considered of significance to the Group owing to ther strategic,
financial or reputational imphcations or consequences To retain
cantrol of these key decisions, certain matters have been
wdentified that only the Board may approve and there is a formal
schedule of matters reserved for the Board, as shown below

Focus

of ime spent by the Board on these matters.

what the Board has conskdered

The Board has an agenda programme that ensures operational
and financial performance. risk, governance, strategy, culture
and stakeholders are discussed at the appropriate time

A summary of the Board's key activities during the year are
detaited below, together with a breakdown of the proportion

Link 10
strategic drivers

Operational performance

20%

For a detailed update on our operational
performance see our Strategic report
on pages 1to 17,

- CEQ reports
- Market updates

- Business reviews Tesco Bank. Tesco
Mobte. Ciubcard. F&F. dunnhumby

and Booker
- Integration of Booker

- Reviews of UK & ROl Central
Europe and Asia

- Technology and data updates

- Health & safety updates

- Property updates

OOG®
®®

Financial performance and risk

20%

More information on financial performance
and risk can be found on pages 18 to 23,
32 to 37 and 56 to B1.

- Periodic results, including financal

performance and budget
- Dwidend approvals

- Annual budget and Long Term Plan

- Risk reports, including areas of
emerging risk

- Internal control

- Funcing and hquidity plans

- Going concern and viability statements - Brext impact

- Review of cost reduct:on programme

- Integration of Booker

- Finance transformation

Governance

17%

For further details of the evaluation of
the Board's performance see the Board
effectiveness section on page 51

~ Annual Report and other
financial staternents

- AGM documentation

- Talent management
and succession planning

- Approval of major contracts
- Reports tfrom Committee Chairs

- Boarg and Committee
appomtments

~ Property valuations, acquisitions.
and disposals

- Externat effectiveness review of
the Board and its Commitiees
and Directors

®
©®
@©

Strategy

23%

For an update on Strategy see our Strategic
report on pages 1to 37,

- Strategy day

- Online and technology strategies
- Monitoring of delivery of strategy

- Property opportunities

- Launch of Jack’s

- Strategic partnership with
Carrefour

- Financial strategy leverage and
use of cash

®O

Culture and stakeholders

20%

More infarmation on Stakeholder engagement

can be found on pages 52 and 53

- Results of Group-wide colleague

engagement surveys

- Investor relations updates

- Corporate Renewal Plan
- Integration of Booker

- Code of business conduct
- Campetitor and custemer insights

- Approach to sourcing

- Dwersity and inclusion

- Results of Socio-Economic
Contribution study

- Corporate Responsibiity
Committee reports

- Supplier surveys and reports

- Consumer trends and implications

OlC,
@O O
@O @O

Key to six strategic drivers:

(D) Differentiated brand (3} Reduce cperating costs by £1.5bn (&) Generate £8bn cash from operations

(@ Maximise the mix to achieve a 3.5%-4 0% margin (& Maxmise value from property (&) Innovation

plans and budget

and disposals

- Group strategy, operating plans, long term

- Changes to corporate and capital structure
- Major acquisitions, mergers, joint ventures

Summary of matters reserved for the Board.

- Significant capital expenditure and borrowing

Material contracts

Risk management and internal control
Changes to pension scheme

Financial reporting and disclosures

Review of remuneration policies and share schemes

Dividend policy and payment

Tesco PLC Annual Report and Financial Statements 2019




Leadership.

Board balance and independence.

tffective management and good stewardship are led by the Board.
The Board is currently composed of the Chairman, who was
independent upon appointment, two Executive Oirectors anc 10
Non-executive Directors. The Board has agreed a clear division of
responsibilities between the running of the Board and running the
business of the Group. The responsibilities of the Chairman.
Group Chief Executive, Senior Independent Director and other
Directors are clearly defined in role statements to ensure that no
one individual has unrestricted powers of decision and no small
group of Directors can dorminate the Board's decision-making.

As set out in their biographies on pages 40 to 42, each member
of the Board offers a range of core skills and experience that 15
relevant to the successful operation of the Group

The Non-executive Directors provide a strong independent
element to the Board and a solid foundation for good corporste
governance, fulfilling the vital role of corporate accountability
The Board beleves that the oversight they prowde is balanced
with individuals contributing a broad range of skills, diverse
experience and knowledge. demonstrating independence and
constructive challenge During the year, the Chairman met
frequently with Non-executive Directors without Executive
Directors being present

The Neminations and Governance Committee. which has
carefully considered the matier, 1s of the opinion that each of the
current Non-executive Directors continues to be ndependent in
character and judgement in ine with the definition set cut in the
2016 Code In reaching its determination of independence, it
concluded that each provides objective challenge to management,
15 willing to stand up and defend his or her own beliefs and
viewpoints in order to support the ultmate good of the

Company and that there are no relationships or circumstances
which are likely to affect the judgement of each of the
Non-executive Directors.

Corpaorate governance

Board information.

At Board meetings, Directors receve and consider papers and
presentations from the Executive Directors and senior managers
This enables the Non-executive Directors to engage with colleagues
from across the Group Effective review and decision-making is
suppoerted by providing the Board with high-quality, clear and timely
information, including input from advisors where necessary. In the
rare event of a Director being unable to attend a meeting, the Chair
of the respective meeting discusses the matters proposed with the
Director concerned wherever possible, seeking their support and
feedback accordingly The Chair subsequently represents those
views at the meeting. If Directors have concerns about the
Company or a proposed action which cannot be resolved, i is
recorded in the Board minutes. Alsc on resignation, Non-executive
Directors are encouraged to provide a written statement of any
concerns to the Chairman, for circulstion to the Board. No such
concerns were raised in 2018/19 and up to the date of this report.

Time commitment.

Each Non-executive Director must be able to devote
sufficient time to the rote in order to discharge hus or her
responsibiities effectively

The Nominations and Governance Committee assesses the time
commitments of Directors on a regular basis to ensure that they
each have suffictent time to devote to their role This assessment
takes into account the number of external commitments each
Director has and that gach Director has demonstrated they
have sufficient time to devote to ther present rofe within Tesco,
including under potential periods of corporate stress The Board is
currently satisfied that the number of appaintrnents held by each
Director in addition to their position with Tesco is appropriate to
aliow them to fulfil their obhgations to Tesco

Details of the Directors’ service contracts and terms
of appointment. together with their interests in the

Company's shares, are shown in the Directors’
remuneration report on pages 62 to 79.

Role statements. Chairman.

The Chairman leads the Board and 1s
responsible for pramoting a culture of
openness and effective communications
between Executive and Non-executive
Directers and for creating 2n environment,
at Board meetings in which all Directors
contribute to discussions and feel
comforiable in engaging in healthy debate
and constructive challenge The Chairman
ensures that all new Directors have an
appropriately tallored induction process.

Group Chief Executive.

The Group Chief Executive has day-to-day
responsibility for the effective management
of the Group's business and for ensuring that
Board decisions are implemented He plays a
key role in devising and reviewing Group
strategies for discussion and approval by the
Board. The Group Chief Executive is tasked
with prowding regular reperts to the Board
on all matters of significance relating to the
Group's busingss, or reputalion. to ensure
that the Board has accurate, timely and
clear information on all matters

Senior Independent Director.
The Senior independent Director provides a
sounding board for the Chairman and acts as

Non-executive Directors.
The Non-executive Directors bring insight and
experience to the Board. They have

Group Company Secretary.
The Group Company Secretary s
secretary to the Board. He ensures

an intermediary for the Non-executive
Cirectors. where necessary. She is aveilable
te shareholders should they have any
concerns where communication through
rormal channels has not been successful or
where such channels are inappropriate The
senior Independent Director 15 responsible
for leading the Non-executive Directors in

appraising the performance of the Chairman.

responsibility for constructively challenging the

strategies proposed by the Executive Directors,

scrutinising the performance of management
In achieving agreed goals and objectives. as
well as playing a leading role in the functioning
of the Board Committees, hringing an
ingependent view 10 the discussion. They meet
with the Chairman without the Executive
Cirectors being present and meet with the
Senior independent Director to review the
Chatrman’s performance and cther matters

Board procedures are complied with
and the Board has the information, tme
and resources it needs in order to
function effectivety and efficiently.

He advises the Board on ali governance
matters and faciitetes induction
programmes for new Directors and
provides briefings on gavernance. legal
and regulatory matters.
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Corporate governance report continued

Independent advice.

All Directors have access to the agvice of the Group Company
Secretary and, in appropriate circumstances, may obtain
independent professional advice at the Company’s expense

No such requests were made in 2018/19 In addition, a Divectors’
and Officers’ Liapility Insurance pohcy is maintained for all
Directors and each Director has the benefit of a Deed of Indemnity

The appointment and removal of the Group Company Secretary
15 & matter reserved for the Board as a whole.

Election and re-election of Directors.
Non-executive Directors are initially appointed for a three-year
term with an expectation that they will continue for at least a

further three years. In accordance with their letter of appointment,

after three years' service the performance of a Non-executive
Director is ngorously assessed by the Nominations and
Governance Committee, with any development needs discussed
by the Chairman with the Non-executive Director. Inaccordgance
with best practice and the 2016 Code, Directors are nominated
by the Nominations and Governance Committee and are
subsequently approved by the Board for election or re-election
annualiy by shareholders at the Company's AGM  All Directors will
submit themselves for election or re-election at the forthcoming
AGM 1n June 2018,

Induction.

All new Directors recewve a comprehensive induction programme
over a nurmber of months which is designed to facilitate their
understanding of the business and 1s talored te their individual
needs The Chairman and the Group Company Secretary

are responsible for delivering the programme covenng the
Company's core purpose and values, strategy, key areas of the
business and corporate governance, The induction i1s delvered
through iIntroductory meetngs with senior management across
the business. attendance at Committee meetings. site visits,
working in a store and access to a library of reference matenials

Development.

The Board believes strongly in the development of the Directors
and the Group's employees The Chairman regulariy discusses
training requirements with the Board and arranges meetings or
asks for information to be provided. as appropnate As part of
the ongoing development of Directors. key site visits are arranged
and Directors are provided with the opportunity to, and are
encouraged to, attend training to ensure they are kept up to
date on relevant legal, regulatory and financial developments

or changes. Directors also receve the benefit of teach-ins

and technical updates provided at Board and Committee
meetings, which aim to ensure that Directors remain up to

date with key developments on the business environment in
which Tesco operates.

Conflicts of interest.

In accordance with the Companies Act 2006 and the Company’s
Articles of Association, Directors are réquired to report actual or
potential conflicts of interest to the Board for consideration and,
if appropniate, authorisation If such conflicts exist, Directors
excuse themselves from consideration of the relevant matter
The Company maintains a register of authorised conflicts of
interest which s reviewed annually by the Nominations and
Governance Committee
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Induction case study.

Melissa Bethell joined the Board in September 2018
and has undertaken a tailcred and comprehensive
induction programme over a six-month perod.

Upcn appointment, Melssa received an induction
pack, which included a broad range of information
including Board and Committee papers, as well as
Board minutes and details of operational and
financial performance, risk management and internal
control, to provide an overview of the business.

Over the six-month induction period. she met with a
number of senior managers from around the Group
as well as the Chairs of each of the Committees and
a number of advisors, prowiding her with an in-depth
overview of the key themes and areas of focus of
the Group. In addition to site visits to Extra, Super,
Express and Metro stores and distnbution and dot
com centres, Melissa worked in our Marlborough
store providing an opportunity to meet colleagues
and see at first hand the operations ©f a store




Board effectiveness.

Performance evaluation.

In accordance with the requirements of the 2016 Code the Board
carries out 2 review of the effectiverness of its performance and
that of its Committees and Directors every year and the evaluation
is faciitated externally every thurd year

The 2018/19 Board effectiveness review was facihitated by Dr Tracy
Long of Boardroom Review. an external board evaluation specialist
between January and April 2019 Neither Tracy Long nor
Boardroom Review has any other connection with the business

Boardroom Review was appointed following an extensive tender
process overseen by the Nominations and Governance Committee
The tender process involved drawing up a long list of eight
prowviders, each having extensive experience for faciitating

effectiveness reviews Each firm completed a request for proposal,

after which a formal assessment process was undertaken by the
Charman anc the Group Company Secretary resulting in
Boardroom Review being selected

The aim of the review was to assess the effectiveness of the Board,

both as a coliective unitary Board and at indwidual Board member
level, i order to implement any actions required to become 2
more effective Board The review was designed to encourage
Directors to optimise their contribution to the success of Tesco
and add value beyond their statutory requirements, by bullding on

External evaluation process.

Corporate governance

existing strengths, agreeing on the challenges ahead and preparing
for the future To this eng. each Director was given individual
feedback and development advice from Tracy Long at the

end of the review

The review concluded that the performance of the Board. its
Commuttees, the Chairman and each of the Directors continues to
be effective Al Directors demonsirated commitment to their roles
and the boardroom culture was deemed effective and conducive
to creating a positive environment for participation and challenge
by the Non-executive Directors. The review identified some
opportunities for the Board and the resulting areas of focus

are summarised as follows

- Further shaping the narrative and agreeing the prionties of the
Group for the longer term,

~ Continuing to develop and articulate the appetite for nsk and
ensunng it is ahgned with the emerging longer-term strategy: and

- Developing a refreshment and succession plan for Non-executive
Directors. designed to optimise strategic relevance. diversity of
perspective and governance expertise to meet the future needs
of the Group

The Board 1s considering all of the recommendations of the Board
evaluation report

Conducted tender
process resulting in
Boardroom Review
being appointed to
facilitate the
evalutaion.

{~

Boardroom Review
was briefed by the
Chalrman and the
Group Company
Secretary and
provided with access
to Board and
Committee papers as
a part of their
preparatory work for
the evaluation.

b~

(>

During January,
February and March
2019, Tracy Long
conducted detailed
one-to-one
interviews with each
member of the Board
as well as the Group
Company Secretary
and the Group
General Counsel.
These were based on
a clear agenda which
was sent to each
participant in
advance.

(>

Tracy Long attended
the Board and
Committee meetings
hetd in February to
observe the
Directors and the
dynamics of the
meeting.

o

Areport prepared by
Tracy Long setting
out her findings and
recommendations on
further performance
impravements was
discussed with the
Chairman, prior to
being presented by
Tracy Long to the
Board in April.
Feedback on
individual Directors
was shared with the
Chairman and a
report on the
Chairman was
shared with the
Senior Independent
Director.

The Board conducted internal effectiveness reviews in 2016/17 and 2017 /18, which were led by the Chairman and Senior Independent Director,
respectively The reviews mncluded an evaluztion of the effectiveness of the Board., its Committees and ndiwdual Directors. The performance
evaluation of the Chairman 1s carried out by the Non-executive Directors, led by the Senior Independent Director, taking inta account the
views of the Executive Directors Progress against the conclusions of the 2017/18 Board evaluation 1s set out below

2017/18 areas of focus

Achievernents and progress

further improve the
oversight of risk

Regular reparts were made to the Audit Committee on the identfication. assessment and monitoning of
risks The Board receved training on the dynamic threat posed by cyber risks and discussed emerging Group
risks and Red Tearn Testing

Ensure the effectwe monitoring of the

ntegration of Booker Group

During the year, regutar reports were provided to the Board on progress with the integration of Booker,

including negotiations with suppliers, consolidation of business services across the UK core business and
Booker and utihsaticn of spare capacity at Tesco distnibution centres to support growth

Identify ways 1o further engage

on technology issues

Reporting to the Board has been enhanced in this area. including presentations on digital trends,
nnovauions technoiogy and data secunty
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Corporate governance report continued

Stakeholder engagement.

Qur purpose, culture and values.

Serving shoppers a httie better every day 1s at the heart

of everything we do at Tesra, We recognise that culture,
underpinned by our values, plays a fundamental role in the

way we do business and the delivery of our strategic objectives
and KPIs Qur values are recognised across the Group and have
become a vital part of our culture They ensure that every
colleague at Tesco understands what is important - about

how we work together as a team and how customers are at
the centre of what we do

Our Little Helps Plan identifies the most pressing social and
environmental challenges facing the business, our custamers,
our colleagues and our communities to help tackle these
This provides a philosophy for how our business should be
run in a way that makes a positive contnbution 1o our
colleagues, customers and communities Through the
three pillars of the Little Helps Plan - Peopte, Product and
Places - we are committed to daing the right thing.
Foundauon actiities of chimate change, cyber security,
governance and ethics. health and safety and product
safety underpin the three pillars The Foundations are key
requirements of a responsible business and are
fundamental to the way we operate

The Little Helps Plan builds on the progress we have made so
far It is helping to drive our progress in making Tesco a place
where colleagues can get on, whatever their background, to
help our customers make healthier choices and enoy good
quality, sustainable products at affordable prices, and to help
tackle food waste. It spans three areas core to our operating
model and the [ong-term success of our business

Qur Code of Business Conduct. which defines the standards
and behaviours expected of colleagues. supports our core
values The Code of Business Conduct 1s supported by Group
policies and mandatory traming which inciudes ant-bribery
and corruption, competition law, data protection and supplier
legislation. Colleagues are required to complete mandatory
training to reinforce the importance of these standards

For new colleagues, there Is a requirement to complete this
training within five days of joining Tesco Refresher training

15 required on an annual basis, In addwion, ‘Protector Line’,
an independent and confidential whistieblowing service,
allows colleagues and suppliers to raise concerns

regarding misconduct and any breaches of the Code

of Business Conduct

The Board and semor management are responsible for
ensuring that thew acuvities reflect the culture we wish to
instil in our colleagues and other stakeholders and drive the
right behaviours We have a responsibility to ensure that our
colleagues do the right things in the right way by setting the
tone from the top and leading by example This means that in
every decision we take, and every plan we develop, we ask
ourselves one simple question. how will it help serve our
shoppers a little better every cay?

Visit www . tescople.com/about-us/how-we-do-business
to view Tesco's Code of Business Conduct
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Core purpose.
Serving shoppers a little better every day.

Our values.
No one tries We treat Every little hetp
harder for our people how makes a big
customers they want to difference
be treated
Little Helps Plan pillars.
People. Products. Places.

Visit www.tescoplc.com/littiehelpsplan
to view Tesco's Little Helps Plan

Customers.,

Customers are at the heart of everything Tesco does.
Through surveys and engagement with customers, Tesco
hstens and acts on what customers want, The results of
customer feedback are reported to the Board. Executive
Committee and functional management This forms the
measurement for one of our six KPIs.

- Operating in a competitive market, we recognise that the
more improvements are made for customers, the better
sales will be enabling Tesco to reinvest for further
improvements and stakeholder initiatives

~ Through the Little Helps Plan we provide customers with
the assurances they need and provide affordable, healthy,
sustainable products which are accessible to alt. One of
our targets Is to help our customers make healtheer food
choices every ime they shop with us

~ Through community programmes such as Bags of Help,
our custorners choose the local good causes we support

- Clubcard 1s a way of understancing our customers and
thanking them for their loyalty We treat our customers
with integrity when dealing with the privacy of customer
data This is supported by mandatory traiming for colleagues
on information security and data protection awareness

We serve nearly

80 million

shoppers every week




Colleagues.

Inclusivity and creating a culture where everyone feels welcome.
that fosters talent and aliows colleagues to achieve their full
career potential are integral to our business

QOur commitment to helping our calleagues get on 1s cne of the
key pillars of the Little Helps Flan

A wide range of learning and development opportunities are
available to colleagues, including subject-specific courses,
motivational talks and mentoring programmes

We have worked with partners. such as Nuffield Health to
develop a wellbeing pregramme kased on improved nutntion,
healthy body and healthy mind, Mental wellbeing is also
important Mmdapples e-learning was accessed by colleagues
18,000 times since it launched and more than 800 UK colleagues
have taken part in mentat health awareness workshaops

- The "What Matters To You' employee engagement survey allows
colleagues to provide feedback on avariety of issues The results
are reviewed by the Board, Executive Committee and functional
management B83% of colleagues who participated in the most
recent survey, regard Tesco as a ‘Great Place to Work'

We host colleague conferences globally, where leadership teams
talk about our business prionities Qur existing colleague forums
will be expanded to establish Colleague Contribution Panels
across the Group. with representation by a Non-executive
Director 50 that informed decisions are made in the nterest’

of the Company and stakeholders

We have more than

450,000

colleagues globally

Corporate governance

Suppliers.

- We are committed to bulding trusted partnerships with
our suppliers which are crucial to delivering many of our
commitments. such as working with suppiiers to remove
hard to recycie materials from our Own Brand packaging line.
- The Code of Business Conduct sets out key behaviours to
ensure we treat our suppliers fairly and with respect
- These trusted relatlonshups with our suppliers help us serve
our customers a little better every day and also help us
deliver the Little Helps Pian
The Board recognises that providing a better service to
our customers, requires our suppliers to meet the highest
safety and legal standards
Supplier training provides supphers with the skifls, knowledge and
guidance to ensure comphance and foster ongoing relationships
Supplier conferences are held on an annual basis
Global supplier surveys (Suppher Viewpoint) are undertaken twice
a year 1o seek supplers’ views in relation to their interaction and
experiences with Tesco. The results are reviewed by the Board,
Executive Committee and functional management and actions
undertaken in areas where lower scores are attaned
For a third successive year, we ranked first in the iIndependently run
Advantage survey which compares Tesco against our peer group
- Members of the Corporate Responsibility Committee
visited India on a deep dive into garment sourcing

t

1

We achieved a score of

77.5%

in the Suppher Viewpoint Survey

Shareholders.

- The Investor Relations team provides the Board with

reguiar feedback on investors' views and key market issues

The Board engages with shareholders, including meetings and
correspondence between the Chairman, Senior independent
Director and Chairman of the Remuneration Committee and
institubional shareholders to discuss key issues

Senior management and the Investor Refations team held regular
meetings with eusting and potential institutional investors and
analysts during 2018/19 Additionally, the Chairman hosts store
tours for private shareholders to provide an insight into Tesco's
operations and allow them to share their views on the business

- The Group Company Secretary’s team engages with private
shareholders, wha, with our registrars, Eguiniti provide a number
of services to private shareholders

The 2018 AGM was attended by nearly 400 shareholders and guests
All resolutions were passed, with votes in favour ranging from 100%
to St 3%. Approximately 74% of total voting nghis were voted Inthe
event of significant opposition, actions would be taken to address the
1ssue A live webcast of the 2018 AGM was broadcast for the first ime
allowing shareholders globally to wew the event All Directors attend
the AGM and are available to answer questions from sharehclders

Senior management maintain regular dialogue and communication
with our relationship pbanks.

The corporate website (www tescoplc com) provides a wealth

of information on the Group and 1ts actvities

We have more than

246,000

registered snareholders

Community.

- The Board's approach to ernvironmental, social and governance
matters 1s of high importance, Through the Little Helps Plan Tesco
1s dedicated to improving sustainability

- The Corporate Responsibity Committee has responsibility and

oversight of the Little Helps Plan which supports causes and helps

address 1ssues that colleagues and customers care about locally

The Board approved 2 Health Charity Partnership with Diabetes

UK, Cancer Research UK and The British Heart Foundation.

Corporate Responsibiity Committee members visited the

Partnership to understand more about the work they do and how

Tesco through its Partnership ¢an help

We have launched a four-year strategic partnershup with WwF to

help us accelerate delivery of our environmental commitments

This year we launched our Community Cockery Schools

Programme to help community groups make the most of the food

they receive through our food surplus donation programme

- Our community grant programmes in the UK. frelanc and Central
Eurcpe allow our customers to choose the local causes we
support Through these programmes we have supported over
39,000 commurity projects to date

- Qur 320 Community Champions in stores across the UK help us
buiid relationships with communities and support local events

- Colleagues and custamers join our regular food coflections which last
year collected 3 5 million meals in the UK to help feed pecple in need

L)

'

We have supported more than

29,000

local projects and causes in 2018/19
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Corporate governance report continued

Nominations and
overnance Committee.

“we aim to attract and retain
Board members with a
diverse range of backgrounds
who will contribute a wealth
of knowledge, understanding
and expenence of the
cammunities where
Tesco operates *

John Allan
Chairman

Dear Shareholder.

The Committee neld four scheduled meetings durnng the year,
which were attended by all members, primanly focusing on
succession planning, talent management, corporate
governance, inclusion and dwersity

Board composition and succession planning.

The Committee keeps under review the size and composition of
the Board and the need to refresh mernbership so that there 1s an
appropriate balance of skills, knowledge. experience and diversity
in its widest sense The Commrttee recognises the need to attract
Board members with a diverse range of backgrounds who can
contribute a wealth of knowledge, understanding and experience
of the communities where Tesco operates .

There have been a number of changes to the Board during the year
As reported in 133t year's Annual Report, follawing completion of the
Booker merger Stewart Gillland and Charles Wilson joned the Board
as a Non-executive Director and CEQ of UK & RO, respectively
Regrettably, in July 2018, Charles Wilson took the difficult decision

to step down as a Director and CEO of UK & ROI due to il health
However, he remains on the Executive Committee as CEQ of Booker
In September 2018, we welcomed Melissa Bethell onto the Board.
Mehlssa brings to the Board a wealth of international business
strategy and investment managéement experience An external
search agency was not used for her appointment as she was
introduced by a member of the Board. The Committee unarmously
agreed it was not necessary 10 lock further for a suitable Non-
executive Director as she fully met the role and capabilities profile
deveiloped by the Committee. Our succession planning has been
reflected at Board Committee level with Steve Golsby succeeding
Deanna Oppenheimer as Chair of the Remuneration Committee

Succession pfanning continues to be a priority for the Commuttee
and throughout the year the Committee monitored the future
leader pipetine and the available pool of talent in the Group Thiss
essential to ensunng a continuous level of quality in management,
n avaiding instabibity by helping mitigate the risks which may be
associated with unfareseen events. such as the departure of a key
individual, and in promoting diversity and incluston During the year,
the Committee developed a more systematic approach to
succession planning for Non-executive Directors

Diversity and inclusion.

The Committee strongly believes that diversity and providing an
inclusive culture is a key driver of business success and the
Committee is committed to having a diverse and inclusive leadership
team which provides a range of perspectives, insights and the
challenge needed to support good decision-making

The Committee is supportive of the recommendations set out in
the Hampton-alexander Review and 1s committed to raising the
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representation of women on the Board to 33%. As at the date

of this report. 31% of the Board are female, which 1s an increase
from 27% in 2017/18 In terms of our senior management, 31%

of our Executive committee are female We actively support

wormen gdvancing Into senior roles. as evidenced by our participation
inntiatives such as Women in Finance Charter (Tesco Bank) and the
30% Club. However. the Committee remains of the opinion that
appointments to the Board and at senior managernent level should be
objective and made on merit relative to a number of criteria. while
taking account of social and ethnic backgrounds, as well as gender

Board effectiveness review.

Following two internal effectiveness reviews and in line with the UK
Corporate Governance Code 2016, the Committee commissioned
an external evaluation of Board effectiveness for 2018/19. The
Committee agreed that the Group Company Secretary and | would
conduct a tender exercise and recommend an external facditator
to the Commttee Following an extensive tender process, the
Commitiee chose Boardroom Review to conduct the evaluation
More details on the effectiveness review are set out on page 51

of the Corporate governance report

Governance.

During the year. the Committee received repular updates on

developrnents in corporaie governance. The Committee was

provided with detailed reports on the 2018 UK Corporate

Governance Code and supports the drive for greater stakeholder

engagement generally, as well as the reporting requirements for |
large subsidiary companies, and agreed a number of amendments '
to the Group's corporate governance framework

P
A

John Allan

Norminations and Governance Committee Chair

Committee responsibilities.

- review the stze and compaosition of the Board and its Committees,

- nomination of candidates for appaintment to the Board.

- review of succession planning, talent management and
diversity and inclusion;

- review and approve changes to the Group's corporate
governance framework. and

- ensure a Board effectiveness review is conducted annually

Key activities.

Succession planning Reviewed succession plans for the

Board, Executive commitiee and senior management
Non-executive Directors Reviewed time commitments. conflicts
of interest and independence

Diversity and inclusion Assessed the Group's approach to
diversity and snclusion

Corporate governance: Considered developments in

corporate governance and appointed the external faciitator for
the externa) effectiveness review

Board appointments Recommended Melissa Bethell as a
Non-executive Director and a member of the Audit Committee,
Steve Golsby as Charr of the Remuneration Committee, and
Siewarl Gitland a$ a member of the Audit Committee

Committee membership together with attendance
at meetings is detailed in the table on page 47

The Commuittee's terms of reference are

avallable at www.tescoplc.com



Corporate governance

Corporate Responsibility

Committee.

“The Little Helps Plan sets
out our core value that small
actions add up - ‘Every Little
Help makes a big difference.”

Lindsey Pownalt
Non-executive Director

Dear Shareholder.

The Corporate Responsibiity Committee 1s responsible for
oversight of the Group's corporate and social obligations as a
responsible citizen ang overseeing ts conduct in response to those
ocbligations The Committee held three scheduled meetings during
the year. which were attended by all members. primarily focusing
on monitonng the carporate and social responsibility strategy
globally and oversight of progress against the Little Helps Plan,

At each Commuittee meeting, progress against the Little Helps Plan
15 discussed with a detaled review of Tesco’s key focus areas of
focd waste, health, sourcing and packaging, a review of the KPI
scorecard setting out Tesco's cormitments, and an overview of
the Group’s impact on the environment and local communities

Akey tenet of Tesco's approach to corporate responsibility 1s to
work with supphiers to make sustainable progucts accessible and
affordable, providing customers with peace of mind that the
products they buy from Tesco, no matter the range, are sourced
with respect for the envirenment and people In support of this.
the Committee received a report from F&F. Tesco's clothing brand,
prowiding an update on three key areas: developing ethical supplier
relationships to buitd trusted partnerships and ensure international
human rights standards are respected: respect for the
environment. and support for community projects and good
causes in the countries and communities in which we source
products. In September, | visited (ndia with other members of the
Committee to undertake a deep dive to understand how Tesco
plans and manages its garment sourcing to ensure safe and

decent working conditicns and avoid excessive work hours;

support vulnerable communities, and to understand our

suppliers’ experiences of working with Tesco The visit also
provided an opportunity to look at a number of sustainable
SOUrcing programmes

Product safety 1s one of the foundations of the Little Helps Plan
The Committee received an update from the Group Quality
Director on how Tesco works with its suppliers to ensure its
products meet the highest safety and quality standards

Since the launch of the Little Helps Plan in October 2017 a Clear
marketing and communications plan has been developed to
accelerate awareness and demonstrate Tesce's priorities in food
waste, health, sourcing and packaging, as well as further ramsing
trust amongst consumers and iInfluencers. Buning the year, the
Commuttee discussed future planning. focusing on each of the
three pillars of the Little Helps Plan to achieve a broad and
targeted range of activities throughout the year on the 1ssues

of importance to Tesco's stakeholders.

The Little Helps Planis a Group-wide framewaork and throughout
the year the Commitee received detailed updates on the

UK & ROI Central Europe and Asia on how they are implementing
and delivering on the targets and actions of the Little Helps Plan.
While all regions are making good progress, we still have more

to do and the Committee sees this as an opportunity to take
further small actions to make a big difference

Tesco has estabhished strategic health charity partnerships with
the British Heart Foundation, Cancer Research UX and Diabetes
UK to help custormers and colleagues make healthier choices
During the year. | visited each of the charities and also attended
the launch of the partnership with WWF to make 1t easier for
customers to buy affordable, healthy and sustainable food, as
well as reducing the environmental impact of the average
shopping basket by S0%

During the year, the Committee approved funds for a new
training programme. the Tesco Community Cookery Schoot with
Jarmie Oliver. which will teach more than 1.000 community COCKs
on how best to use surplus food donations they receive through
the Community Food Connection

i &Am&/

Lindsey Pownall
Corporate Responsibility Committee Char

Committee responsibilities.

- approve and monitor the corporate and social respensibility
strategy to build trust and command respect and confidence:

- oversight of the Group's conduct in respect of its corporate
and soccietal cbligations as a responsibie corporate citizen,

- oversight of the creation of appropriate corporate
responsibility policigs and supporting measures,

- 1identify and monitor external developments likely to have a
sigmificant influence on the Group's reputation and its ability to
conduct its business appropnately as a goad corporate citizen,

- review how best to protect Tesco's reputation; and

- oversight of the Group’s engagement with external stakehclders
and cther interested parties.

Key activities.

Little Helps Pian deep dives

- Little Hetps Plan progress including regional progress updates

- product safety

- people

- responsible sourcing

- marketing and communicauons strategy

Acuvities on charitable partnerships and Group-wide projects
Review of the Committee’s performance and terms of reference

Committee membership together with attendance
at meetings 15 detailed in the table on page 47.

The Committee’s terms of reference are available at
www.tescoplc.com More information on the Little
Helps Plan is set out on pages 24 te 31and online at
www.tescaplc.com/littlehelpsplan
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Corporate governance report continued

udit Committee.

‘The Committee has
supported the Board on

a number of significant
governance matters
relating to financial
reporting. internal control
and risk management '

Byron Grote
Non-executive Director

Dear Shareholder.

Following the Group's successful merger with the Booker Group.
the Audit Committee has continued to support the business in
achieving the key business and strategrc drivers set out on pages
14 and 15 of this Annual Report

The Audit Committee has supported the Board on a8 number of
significant governance matters relating to financial reporting,
internal control and risk management, including the Group's
transition to IFRS 16 'Leases’ financial reporting. the management
of Group debt through bond buy-back and new issuance strategy
and the continuing transformation programmes The Committee
regularly monitored the Group's risk exposures in relation to
changes in the external regulatory and pohitical envirenrment,
n¢cluding the possible impact of Brexit on the Group's risk
management actmties Further information can be found on
pages 32 to 36 of this Annual Report

As well as the key activities undertaken or overseen by the
Committee during the year through a penodic and structured
rolling forward-locking planner, this report shares insights
Nt our discussions. Locking ahead, these areas will remain

a key focus mn 2018720

Committee responsibilities.
The Committee’s terms of reference were updated m February
2019, and 1ts responsibilities include

- monitoring the Group's financial reporting processes,

- review, and challenge where necessary, the actions and
judgements of management in relation to the interim and
annual financial statements before submission to the Board.

- review the integrity of the interim and annual financial
staternents and anncuncements refating to the financiai
performance of the Group:

- consideration of the appointment and reappointment of
the external auditor, their reports to the Committee and
performance, the external auditor's effectiveness and
independence, ncluding an assessment of their
appropriateness to conduct any permitted non-audit work
in accordance with the Group’s non-audit services policy,
review of this policy and apgropnateness,

~ review and agreement with the external auditor as to the nature
and scope of the external audit and approwng the audit fee,
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review of the Group’s distributable reserve position in advance
of any declaration of nterim or final dividends;

review and rmonitonng of the internal controls and risk
management processes of the Group, including key financial.
operational and compliance controls, identification and
assessment of emerging and principal risks, including the
effectiveness of risk mitigation, and making necessary
recommendations to the Board,

- review of the internal audit programme and ensuring that the
Internal Aucht function (GAA) 1s adequately resourced, has
appropriate standing within the Group and access to information
to enable it to perform its function effectively and in accordance
with relevant professional standards and is able to exercise
independent judgement,

considerstion of management's response to any major
external or internal audhit recommendations.

review the Group's activities with respect to treasury and tax
planming policies and such other policies as may be requested
by the Board,

review and report to the Board on the effectiveness of the
Group's whistleblowing arrangements by which employees and
contractors may. in confidence, raise concerns about possible
improprieties m financial reporting or other matters, and
review of business continuity plans ang processes for the
prevention of fraud, bribery and corcuption. More details

can be found on pages 31 and 82 of this Annual Report

r

Key activities.

Statutory Reporting financial results key accounting judgements
implementation of new accounting standards going concern,
longer-term prospects and viabibty: dwdends: subsidiary audit
exemptions; managermnent’s representations 1o the external
auditor. Booker integration. property vatuation, pensions.
solvency and iquidity update, habibty management, and
corporate simplification update

Risk & Control risk management and controls assurance
framework, internal control effectiveness: UK Corporate
Governance Code assurance; principal and emerging risks:
updates from the UK & RO). Central Europe Asia and Tesco
Business Services Finance dwectors key financial controls
updates, Insurable risk review: rnsk appetite, review of internal
control effectiveness Finance. People and Technology
Transformation programmes, IT general controls and security
programme update. pensions review, treasury & tax updates
and Tesco Bank (including an update on the Bank's risks)
Comphance anti-bribery, whistleblowing, GSCOP, annual and
Group compliance statements. GDPR. anti-fraud. pfts and
entertainment: and privacy compliance

External Audit audit scope and fees. non-aucit fees: update
reports: management letler observations, and effectveness review
Internal Audit. update reports; 2018719 audit plan, intecnat audtt
charter, review of executive expenses and effectiveness review
Other governance maiters Committee effectivenass, and terms
of reference review

Committee membership together with attendance
at meetings is detailed in the table on page 47.

The Committee’s terms of reference are

available at www.tescoplc.com




Audit Committee membership.

All of the Committee members are independent Non-executive
Directors and the Board 13 satisfied that Byron Grote, Mark Armour
and Melissa Bethell have significant. recent and relevant financal
experience Additionzlly Byron Grote and Mark Armour are also
competent in accounting and/or auditing The Board considers
that the Committee members as 3 whole have competence
relevant to the Company’s sector, in addition to general
management and commercial experience The expertise and
experience of the members of the Committee is set out in

each of their biographies on pages 40 to 42

Robert Welch 1s appointed as Secretary to the Committee

Other regular attendees at Committee meetings include the Group
Chairman Group Chief Executive, Chief Financial Officer, Group
General Counsel, Cruef Audit and Risk Officer, Deputy Chiet
Financial Officer and representatives of the external auditor

Audit Committee meetings.

The Committee held five scheduled meetings in the year and

two additional meetings were convened to consider In the
context of Finance Transformation. the launch of a new general
ledger system in the UK. ROl and India and the Group's transttion
to IFRS 16 ‘Leases’ financial reporting Each meeting has a distinct
agenda to reflect the annual financial reporting cycle of the Group
and particular matters for the Commuittee’s consideration

The Committee has a structured rolhing forward-taoking planner.
which 15 gesigned to ensure that its responsibilities are discharged
in full during the year This planner 1s developed with the Group
Company Secretary and 1ts content regularly reviewed with
management and Deloitte 1tis devefoped to meet the Changing
needs of the Group as the year progresses

The Chair of the Committee provides a written ang verbal update
to the Board following each meeting and Committee meetings are
generally scheduled close to Board meetings in order to facilitate
an effective and umely reporting process

Comrrittee members met in private following each Committee
meeting and also held separate private sessions with the Chief
Audit and Risk Officer and the external auditor, in order to provide
additional opportunity for open dialogue and feedback without
management present The Commuttee Chair also meets with the
Chief Financial Officer Chief Audit and Risk Officer and external
auditor on an ad hot basis and prnior to each Committee meeting

The Audit Committee 18 monitoring the outcome of audit
market reform intiatives and accordingly will modify its
approach as required

Key discussions in the year.

The Committee carried out a number of in-depth reviews of
specific princtpal risk areas this year, considered emergng risks
and reported its findings and recommendations to the Board.

The Committee recewed updates from management in relation to
the Group's transformation programmes, technalogy, information
security, data privacy. treasury, tax, pensions, insurance and key
compliance rsks and the controls and mitigating actions employed
1n each of these areas, which support the Group’s overall strategy
and culture The Committiee has assessed the effectiveness of the
Group's whistleblowing arrangements and reviewed compliance
with the Grocenes Supply Code of Practice [GSCOP)

Corporate governance

The Committee recewved update reports during the year from the
Tesco Bank Audit Commitiee, the Disclosure Committee and the
Group Risk and Compliance Committee

The Committee monitors the activity, role and effectiveness of
internal audit (GAA), detaited on page 59, and at each meeting
we receive an update covering a range of management 1ssues,
including pertodic reviews af the employment of former auditor
employees and non-audit services policies, the internal audit
charter, 2019/20 audit plan and executive expenses.

GAA provided regular updates on its work including fiindings

from its internal audit programme and the status of management
actions tc address such findings The Committee continues to
focus on Group transformation and internal controls and receves
regular updates from GAA on the work that is being undertaken
to review and strengthen the Group's processes (n these areas

Additionally, at each meeting we consider reperts from our
external auditor, Detoatte, 1n relation to their interim and
year-end reports, audit plan, audit fees and non-audit services,
early warning report, management letter observations and
updates on their ongong audit work.

Statutory reporting:

The Committee has considered the Group's 2017/18 prelminary
results and 2018 Annual Report, the 2018/1% interim financial
statements. a comprehensive report from the Group's Disclosure
Committee on fair. batanced and understandable reviews, the
Group’s comphance with relevant regulatory frameworks and
valigation of management’s representations to Deloitte.

The Committee is responsible for assisting the Board's oversight
of the quality and integrity of the Company’s financial reporting and
the Company’s accounting policies and practices. During the year,
the Committee has continued to receve updates regarding the
Group's ongoing Finance Transformation programme and any
actions taken to address observations raised by Deloitte in its
fetter to management following completion of the 2017/18 audit

A number of recommendations have been implemented to further
enhance the Group's financial reporting systems and controls
environment. The Committee has also received regular updates,
including from GAA and Group Finance chrectors, on the
developrnent and effectiveness of the Group's key internal
financial controls.

In relation 1o the financial statements, the Committee reviewed
and recommended approval of the half-year results. the Group’s
approach to IFRS 16 disclosure and these annual financial
statements. considered impairment reviews, the wiability and
going concern statements and their underlying assumptions and
the longer-term prospects, reviewed the Group's distributable
reserves position in advance of the declaration of dividends.
rewiewed corporate governance disclosures and monitored the
statutory audit As part of its review of the financial statements
the Committee considered, and chaltenged as appropriate, the
accounting policies and significant judgements and estimates
underpinning the financial statements Details regarding the
significant financial reporting matters and how they were
addressed by the Committee are set aut |ater in this report

Lrabiiity Management-

During the year the Group has undertaken two successful
tender exercises in relation toits outstanding bonds resuiting
in £562m of annualised interest savings in October 2018, the
Committee oversaw the Group's well-positioned 1ssue of new
five-year bonds, the first 1ssuance since June 2014
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Corporate governance report continued

IFRS 16 ‘Leases’:

At each meeting, the Committee received an update in refation to
the (Group’s proposed approach to the IFRS 16 reporting standard
The Committee reguiarly reviewed the controls in place to ensure
the robustness of lease data required to support IFRS 16
calculations across the Group's UK and international estate and
estabtishment of systems and processes required for accounting
and reporting under IFRS 16 The Committee reviewed the Group's
impairment model ang discussed the broader reporting impacts of
IFRS 16 on reported assets, habilities and the Group income
statement as well as the classification of cash flows relating to
lease contracts As announced on 15 February 2019, the Group has
adopted IFRS 16 retrospectively, with comparatives restated from
a transition date of 25 February 20i8 Further information can be
found in Note 36 to this Annuat Report.

IT General Controls:

The Committee has continued ta mortor the Group's progress
against rts IT remediation, data collection processes and
transformation plans. The Committee receives regular risk updates
from Technology. the internal and external auditors which were
discussed in the context of the Group's risk appetite See our
Technology risk on page 34 of this Annual Report

Significant financial statement reporting issues.

How the 1ssue was
lssue fddeessed by the Commitiee

Going concern The Committee reviewed and challenged
basis for the management's assessment of going concern,
financial longer-term prospects and viability statement
statements with consigeration of forecast cash flows,
and viability including sensitivity to trading and expenditure
statement plans and potentral mitigating actions ang
considering any impacts of the uncertamnties
ansing from Brexit The Commttee also
considered the Group's financing faciities and
future funaging plans Based on this, the
Committee confirmed that the application of
the going concern basis for the preparation
of the financial statements continued to be
appropriste. and recommended the approval
of the viability statement For further
information see page 37 of this Annual Report,

Fixed asset
impairment and
onerous lease
provisions

The Committee reviewed and challenged
management’s impairment testing of property
and technology assets and estimate of cnerous
lease provisions. The Committee considered the
appropriateness of key assumptions and
methodologies for both value in use models
and fair value measurements. This included
challenging projected cash fiows, growth rates.
discount rates and the use of independent thirg
party valuations and considering any impacts of
the uncertainties arising from Brexit. For further
information see page 37 of this Annual Report
The Group has recognised a £73m net reversal
of impaired PPE assets. together with an
onerous property lease provision net charge of
£47m and a £16m net imparment loss for
software and other intangible assets See Note
10 ta the financeal staterments for software and
other intangible assets impairment, Note 11 for
PPE assets impairment and Note 25 for
property provisions
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Issue

How the issue was
addressed by the Commitiee

Valuation of
China assgoiate
and India joint
venture

The Commuittee reviewed management’s
assessment of the valuation of the Group's
China associate, Gain Land Limited. and India
joint venture, Trent Hypermarket Private
Limited, covering the methodotogy and
assumptions used by management. including
latest market information. in determining the
fair value of the investment This included
review of Gain Land's and Trent's projected
cash flows, growth rates and discount rates
used and the external market indicators to
include in the vatuation. The carrying value
was supported by the valuation Seedote 13
to the financial statements

Pensions

The Committee reviewed and challenged the
estimates used by management in valuing
pension liabilities, prncipally the discount rate
including the impact of guaranteed mimmum
pension equalsation in the year See Note 27
to the finanoial statements.

Business
acquisition

The Committee considered the key judgements
rmade by management in accounting for the
Booker acquisition, including the valuation of
assets acquired and liabiives assurned
resulting in the recognition of goodwilt and
acquired intangible assets The Committee also
considered the allocation of goodwill to, and
impairment testng of goodwill at. the UK group
of cash-generating units and the presentation
of Booker within the UK & ROl segment See
Notes 1, 7 and 31 to the financial statements

Contingent
llabilities

The Committee further considered
management’s assessment of the status of
ongoing regulatory investigations and litigation
relating to prior periods The Committee
concurred with management’s assessment
that due to the stage of the remaning matters
and the uncertainties regarding the outcomes,
no provision was required, and disclosure as
contingent habihties at the year end was
appropriate See Note 32 1o the financial
statements

Recogmition
and disclosure
of commercial
incame

The Committee reviewed management's
assessment of the controls that exist over

the recegnmition of commercial incorne and
considered the apprapnateness of accounting
judgements therein adopted. See Notes 1 and 20
to the financial statements.




How the 1ssue was
{ssue addressed by the Committee

Exceptional The Committee considered the presentation

items and of the Group's financial statements and, in

amortisation of  particular, the appropriateness of the

acquired presentation of exceptionat items and

intangbles amortisation of acquired intangibles The
Committee reviewed the nature of items
identified and concurred with management
that the treatment was even-handed and
consistently apphed across years and
appropnately presented Consideration was
also given to the quaity of earnings within
underlying results See Note 4 to the financial
statements

New accounting The Committee ¢considered the transition

standards approach and impact of impiementing IFRS 9
‘Financial Instruments’ and IFRS 15 "Revenuve
from Contracts with Customers' in the period
covering judgements made including the
determination of expected credit losses for
Tesco Bank financial 2ssets The Committee
also considered the impact of IFRS 16 ‘Leases’
on the Group's financial reporting The
Committee considered the key judgements
made in getermining the impact of IFRS 16
ang reviewed and challenged management’s
communication and presentation of the
impacts See Note 35 to the financial
statements

Internal audit — Group Audit and Advisory (GAA).

GAA 15 anindependent assurance function within Tesco providing
services to the Board and all levels of management Its remit s

to provide independent and obyective assurance and advice to
provicle insight. deliver value, protect and help the crganisation
achieve its priorities GAA helps the organisation accomplish its
objectives by bringing a systernatic. disciphined approach to
evaluating and improving the effectiveness of risk management.
control and governance processes

GAA's responsibilities include supporting management in the
assessment and mitigation of risks to protect the business.
delivering the Annual Audit Plan as well as reporting on the
effectiveness of the systems of internal control Management
are responsible for establishing and maintaining an appropriate
system of nsk identification and internal control, and for the
preventicn and detection of irregulasities and fraud GAA
faciitates the Group's nsk management processes with the
Audit Committee and the Board

In February 2019, the Commuittee conducted an assessment of

the effectiveness of the GAA function in protecting the business
This assessment was facilitated by Lintstock Ltd, an independent
company. who distributed a questionnaire-based assessment to
key stakeholders., collated the anonymous responses and provided
the gssessment reports This assessment included consideration
of the structure and scope of GAA’s work, its capabilities,
independence, the adequacy of the audit plan, quality of audit
reports and its engagement with stakeholders

Corporate governance

The Committee discussed the approach and findings in which
the overall assessment concluded that GAA was highly effective,
with improved ratings across all measures Improvements noted
inctuded clanty of audit findings, enhancements in sharing
learnings and improved stakeholder relationships The
Committee also concluded that GAA is adequately resourced.
Aspects hughlighted to focus on included continuing to enhance
capability in the area of technology to keep pace with advances
and ensuring that dedicated rescurce is avallable to work on
major change programmes

The Committee reviewed and agreed to the planned next steps
which would be reflected in the GAA Charter, last reviewed and
approved in November 2018 when the Internal Audit Plan for
2019/20 was also presented and agreed by the Committee

The Internal Audit Plan will be kept under review to ensure
where necessary, it adapts appropnately to the changing
needs of the business

Key elements of the risk management process.

The nisk management process enables the identification,
assessment and priontisation of risks through workshops and
discussions with business leaders. Risks are reviewed at business
unit nsk and compiiance committees and other delegated senior
leadership committees to ensure that they continue to remain
relevant During the year. the significant risks have been reviewed
as a top-down and bottom-up process at both the business umt
and the Group level to ensure awareness, agreement and
appropriate prioritisation A nsk that can seriously affect the
performance. future prospects or reputation of the Group 1s
termed a principal risk and these risks are aligned to the Group's
strategic drivers set out on pages M and 15

Risks are assessed to determine the potential impact and lkelihood
of occurrence. after taking into account controls and mitigating
factors Where appropriate, additional mitigating actions are
identified and agreed with relevant business owners

The Group Chief Executive has overall accountability for the control
and management of the risks Tesco faces, with the Board having
overall responsibility for risk management Risks are managed at
the business umt level on an ongoing basts with follow up
throughout the year by GAA and assigned risk champions and
functional risk managers All nsks are assigned to an appropriate
risk owner and the Group level principal risks are assigned to an
executive owner The Board receives a risk report, including
principal nsks ang areas of emerging risks which are reviewed at
least annually The Group's principal nsks are detated on pages 32
to 36, showing a summary of key controls and mitigating factors,
the risk movement and links to the Group's strategic drivers

Internal control.

The Board monitors the key elements of the Group’s internal
controt framework throughout the year and has conducted a
review of the effectiveness of the Group's nsk management
and internal control systems To support the Board's annual
assessment, GAA prepared a report on the Group’s principal
risks and internal controls, which described the risk
management systems and key internal controls, as well as
work conducted in the year to improve the nsk and conirol
environment including the level of assurance undertaken

The internal control framework s Intended te manage rather
than eliminate the risk of fallure to achieve business objectives
It can only provide reascnable. but not absolute assurance
against maternal misstatement or 10ss
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Corporate governance report continued

External audit.

Deloitte continued as our externat auditar with Panos Kakoulhs
as the lead partner after their initial appointment in the 2015/16
financial year. Itis our intention to put the external audit out to
tender every 10 years and to rotate the lead partner at least
every five years Panos has informed the Committee that he will
be retining as a partner from Deloitte during 2019 and a new lead
partner will therefore transition into this role in the first quarter
of the 2019/20 financia! year.

The Committee regularly reviews the role of the external auditor
and the scope of their audit The Committee considers the
effectiveness of the external auditor on an ongaing basis during
the year. considenng, amongst other things, its independence,
objectivity, appropriate mindset and professional scepticism,
through its own observations and interactions with the external
auditor, and having regard to the:

- expenence and expertise of the external auditor in their cirect
communication with, and support to, the Committee;

- content, quality of insights and value of their reports,

- fulfilment of the agreed external audit plan;

- rcbustress and perceptiveness of the external auditor in their
handling of key accounting and audit judgements.

- theinteraction between management and the external auditor,
including ensuring that management dedicates sufficient time
to the audit process:

~ pravision of non-avdit services. as set out below,;

- review and consideration of the results of the evaluation of
the effectiveness of the external auditor: and

- other retevant UK professional and regulatory requirements

The Commuttee conducted an audit effectiveness review of
Delovtte n February 2019, which was faciitated by an independent
company, Lintstock Ltd, who distributed a questionnaire-based
assessment to key stakeholders, collated the anonymous
responses and provided assessment reports containing territory
or business specific feeghack to facilitate the evolution of services
provided to the Group The review concluded that the external
auditor was highly effective and the Committee recommended to
the Board the reappointment of Deloitte at the 2018 AGM,

Deloitte contributed a further iIndependent perspective on certain
aspects of the Group's financial control systems arising from their
work, and reported both to the Board and the Committee
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The process for approving all non-audit work provided by the
external auditor 1s overseen by the Committee in order to
sateguard the objectivity and independence of the auditor,
and comphance with regulatory and ethical gurdance

Where Deloitte has been chosen, this is as a result of their
demonstrating the relevant skills and experience to make it
an appropriate supplier to undertske the workin a
cost-effective manner,

Qur policy for non-audit services reflects the EU regulations that
prohibit the provision of certain non-audit services, such as payroll
services, by the external auditor and introduces a cap on non-audit
fees Inline with the regulations. the Group is required to cap the
level of non-audit fees paid to its external auditor at 70% of the
average audit fees paid in the previous three consecutive financial
years The 70% cap will first apply to the Group for the period
ending February 2021. The non-audit fees pahcy 1s compliant

with new Ethical Standards for Auditors.

In 2018/19, Deloitte received total fees of £12.0m (2017/18. £13 5m}
consisting of £8.0m of audit fees (2017/18 £6 8m), and £4.0m for
non-audit and audit-related services (2017/18 £6 7m}. whichis

a decrease of £2 7min total fees versus the previous perod

The total of Deloitte’s non-audit and audit-related fees in the
vear equated to 50% of the audit fees Fees paid to Deloitte

are set out n Note 3 to the financial statements and details of
the significant non-audit work undertaken this year are set out

in the tatle on page 61

In the period, Deloitte continued to report under the court
approved Deferred Prosecution Agreement with Tesco Stores
Limited Safeguards were put in place o mitigate any threats to
Deloitte’s mndependence by ensuring that work was conducted
by individuals not directly invelved in the external audit

We continue to take steps to reduce the level of non-audit
fees going forward to ensure compliance with the 70%
non-audit fee cap rules



Nature of service

Safegurards to preserve independence

Corporate governance

Prowision of transactional services including
guantified financial benetits synergy. working
capital and profit forecast reporting, relating to
the Group's merger with the Booker Group

Engagement team separate to the audit team with independent
reviews and working with informed management

Retail consultancy prowvision of administrative
support relating to the Group's markdown price
optimisation process”

Engagement Leam separate to the audit teamn The service
limited to the provision of administrative support
Deoision-making accountability remained with management '

Farensic services, provision of data repository
services for information needed by the Group
and the SFO*

Careful consideration of the scope of services to ensure the
advocacy and management threats are mitigated together with
waorking with informed management Clear separation of the
engagement teams has also been established

SFO Momitor role: Deloitte has been appointed
as Monitor by the SFO under the Deferred
Prosecution Agreement agreed with Tesco
Stores Limited

Under the Deferred Prosecution Agreement Deloitte were
appeinted to conduct idependert reviews by individuals
nct directly involved in the commercial income audits. *

Other non-audit services' tax comphance and
adviscry projects relating to businesses outsice
of the EU and other miscellaneous risk and
compliance services

Careful consideration of the scope of services to ensure the
advocacy and management threats are mitigated, together with
working with nformed management Clear separation of the
engagement tearns has also been established where required
From March 2017, no tax services have been provided to entities
within the EU a5 required by the applicable Ethical Standards

Interim review performed under International
Standards of Review Engagements (UK and
Ireland) 2410

The interim review is considered a non-audit service under the
applicable Ethical Standards, although the objectives of the
review are aligned with those of the audrt

Total

Level of lees Leve! of fees
in 2018/19 10 2017/18
{Em} {Em}

- 19

13 15

17 18

a1 08

c4 02

05 05

40 87

* engagement pre-dates Defaitte’s appointment a5 external audior

t Deloitte’s work concluded in January 2019,

Appointment of auditor statement.
Following a formal tender process, Deloitte were appointed as

Committee effectiveness review.

The effectiveness of the Committee was evaluated this year as

external auditor with effect from the 2015 AGM The Company 15 In
compliance with the requirements of The Statutory Audit Services
for Large Compantes Market lnvestigation (Mandatory Use of
Competitive Tender Processes and Audit Responsibilities) Order
2014, which refates to the frequency and governance of external
audit tenders and the setting of 8 policy on the provision of
non-audit services The Committee reviews and makes a
recommendation to the Board with regard to the reappointment
of the external auditor each year In making this recommendation,

the Committee considers auditor effectveness and independence.

partner rotation and any other factors that may impact the
Committee's judgerment regarding the external auditor The
Company /ntends to conduct a tender process in ine with the
regulations and by no later than 2025.

Fair, balanced and understandable statement.

The Committee considered this Annual Repert and Financial
Statements 2019, taken as a whole, and concluded that the
disclosures, as well s the processes and controls undertying its

production. were appropriate and recommended to the Board that
the Annual Report and Financial Statements 2019 are fair, balanced

and understandable while prowding the necessary information to
assess the Company’s position and performance business
model and strategy

part of the Board evaluation process Further details can be
found on page 51 The rewiew found that the Committee was
operating effectively and that its broad role and remit remained
appropriate for the current needs of the business In order to
identify opportunities for further improvement, members
discussed how the Committeg s functioning in the private
sessions that follow each meeting
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Directors’ remuneration report

Annual statement.

“Qur remuneration policy
ensures colleagues are fairly
rewarded and we remain
sensitive to the broad range
of remuneration themes
important to our
stakeholders.”

Steve Golsby
Remuneration
Commitiee Chawr

_/_; Annaal
Year-on- bonus PSP
year performance perfomance
2017718 change measure measure

£510bn 115% v

¥PIs 2018/19
Group sales™® £56 Sbn
Group operating
profit before
excepticnal items
and amortisation

of acquired
intangibles #*

Retall operating cash
flowa

£2206m  £1.646m 34 0% v

E2 Sbn E28bn  9.8)% v

Dear Shareholder.

1 am pleased to present my first Directors’ remuneration report
as Chair of the Committee, having taken over the role from
Deanna Cppenheimer on 1 February 2019 Deanna had chaired the
Committee since 2015 and | would like to take this opportunity to
thank her on behalf of the Board for her excellent work as Chair
and her support t¢ me personally | am delighted Deanna wilt be
remang on the Committee, so that we can continue to benefit
from her experience and advice.

This Report provides an update on our progress in implementing

the remuneratian policy approved at the June 2018 AGM The
Committee appreciated the high level of shareholder support the
remuneration policy received of over 93% in favour and the continuing
constructive dialogue it has had with a number of shareholders. therr
representative bodies and the wider stakeholder group. No changes
are propased to the remuneration policy for 2019/20

The Committee has followed closely the continuing debate on
executive remuneration, farness and corporate culture. Since the
AGM. the Committee has reviewed the remuneration policy and

its implementation, taking account of the UK Corporate Governance
Code 2018 (2018 Code) and assocated Guidance on Board
Effectiveness. and the Companies (Miscellaneous Reporting
Regulations 2018 It takes seriously s rote in ensuring the interests of
colleagues, shareholders and other key stakeholders are considered
fairly, and in the context of wider societal expectations Although the
Committee will not be required to report on the provisions of the
2018 Code and Miscellaneous Reporting Regulations until 2020, the
Committee welcomes these developments and has decided to
adopt as much as practically possible early, including providing
detarls of the CEQ pay ratic Qverall, the Committee believes the
remuneration policy is operating well and as expected

Remuneration alignment to strategy.

The Committee considers in detail the performance metrics ang
targets for the annual bonus and Performance Share Plan {PSF) to
ensure they are appropriate and support the Group’s strategy. and
create value for stakeholders. In last year's remuneration policy
review. the Committee dectded to make some changes to iImprove
strategic alignment and aid simplicity For the annual bonus, the
financial metrics of sales growth and Group operating profit before
exceptional tems and amortisation of acquired intangibles were
retained. but balanced equally. while strategic objectives were set
as a further annual performance metric, incluchng key stakehclder
measures refaling to customers, suppliers and coileagues For the
PSP, performance metrics were simpified from three to two From
2018, PSP performance metrics are free cash flow and diluted EPS
pre-exceptional items and amortisation of acquired intangibles,
1AS 19 finance costs and IAS 39 fair value remeasurements
(subsequently referred to as EPS™ in this Report).

The way in which the remuneration policy aligns with and supports
Tesco’s strategy and the delivery of the Big 6 KPIs 1s set out
opposite and further information 1s available on pages 16 and 17
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Customers
recomrnend us
and come back
ume ang agan 17pts 12pts 5pts v
Colleagues
recommend us as a.
Great place 1o work 83% B83% Ni v
Great place to shop 50pts 49pls pt v
Suppher satisfaction 77 5% 74.8% 2.6pts v

¢ These measures and other measures in this secton are delined in the akternauve
performance measures section of the Annual Repart on pages 178 t¢ 181

“ Reported on a contminng operations basis at actlual exchange rates excluding fuel
= Reported on a conlinuing operations basis at actual exchange rates
“  Last year figures restated for impact of IFRS 15 ‘Revenue from Contracts with Customers

2018/19 incentive outcomes.

During the year, Tesco delvered a strong performance against a
backdrop of a challenging market and increased customer uncertainty.
The Group remains firmly an track to deliver on its six strategic drivers

- brand health continues to strengthen, with the YouGov Brand
perception measures of quality and value increasing by 19 points
and 1 3 paints, respectively,
cost savings of £532m were actveved In the year generating a
total of £1 4bn towards the £1.5bn target,
£2 5bn of retail operating cash flow™ was generated, with £8.6bn
of retall operating cash™ generated over three years,
- operating margin improved to 3 45% for the full year and 3 96%
1 H2 2018/19 (3 78% excluding Baoker),
a further £285m was released from property, and
- nnovation continued, ncluding introducing eight new
‘Exclusively at Tesco’ brands, the relaunch of 10.000 Own Brand
products and Jack's launched as part of our 100 years of
great value celebrations

Tesco's annual bonus and PSP plans together reward the
achieverment of Group, stakeholder and personal targets. provided
performance is delivered within the Company's risk appetite The
Committee scrutinises performance targets. which are based on the
Board~approved annual budget and Long Term Plan, t0 ensure they
are suthciently challenging. Stretching performance ranges are then
agreed by the Committee at the start of the performance pericd
During the performance period, the Committee reviewed a number
of unplanned and unexpected items and agreed changes to the cash
generation and EPS' targets as set cut on page 72

Annual bonus outcomes for 2018/19 have been determined based
on Tesco's performance cover the year in sales growth (40%
weighting). Group operating profit before exceptional items and
amertisation of acquired intangibles (40% weighting) and strategic
objectives (20% weighting). For consistency, sales and operating
profit are translated at constant exchange rates and have been
adjusted as set out later in this Annual Statement and on page 72.
resulting in sales of £56 7bn and operating profit of £2,222m

The financial outcomes are slightly above target performance for
operating profit before exceptional items and amortisation of



acquired intangibles and between threshotd and target for sales
growth, which refiect the very demanding nature of the targets

set This was a good performance given the challenging externat
environment and a background of mtense competition The
Cormmittee also reviewed the performance of the Executive
Directors against their individual ohjectives As a result, the
Committee determined that 52 5% and 49 4% of the maximum bonus
opportumty should be awarded for Dave Lewis and Alan Stewart,
respectively A summary breakdown of the targets and performance
assessments is proviged in At a glance on pages 66 and 67

The 2016 PSP performance period ran to the end of the 2018/19
financial year Performance was measured agamst three metrics.
with 50% subject to Tesco's relative Total Shareholder Return
(TSR] performance, 30% subject to cumulatwve cash generated
from retail operations and the remaining 20% subject to key
stakeholder measures relating to customers, supphers and
colleagues Performance was as follows

Tesco’s TSR ranked below the weighted average of the

blended benchmark index This element vested at nil

- curnulative cash generated from retal ocperations over three
years of £8,379m was in lne with target performance of £8,398m.
This element vested at 14 6% of maximum opportunity, and
perfarmance against the three stakeholder measures of
customer, suppher and colleague metrics vested at 14 2% of
maximum opportunity

As reported previously, buycut awards were made to Alan Stewart to
compensate him for awards forfeited on leaving his previous employer.
The final tranche of those buyout awards vested to him in July 2018

As previously announced, Charles Wilson, who joined the Board as
CEQ. UK & ROl on 5 March 2018, stepped down from the Board on

16 July 2018 due toliness. | am pleased that Charles' recovery s going
well and he remains on the Executive Committee As Charles was an
Executive Director for part of the year we are required to disclose
some detalls on his pay arrangernents Given he was on the Board for
ashort portion of the year, we have disclosed this separately from
Dave Lews and Alan Stewart and full details can be found on page 72

Rationale for Committee decisions in the year.

The Commuttee 1s responsible for all executive employment
matters- recruiting. promoting and retaining high-calibre leaders.
setting the incentives under which these leaders operate. and
monitoring the resuits they produce and the manner in which they
produce them. The overall remuneration framework has a number
of specific goals It1s designed 1o Motwvate the leadership team to
achieve the Company's strategic objectives to lead and \ncentivise
colleagues, and to drive value for shareholders and other
stakeholders Itis glso designed Lo be competitive in the markets
in which we operate and compete tor talent

The Committee’s discussions took place against a backdrop of the
wiger economy and retail market in which the Company operates
and specific Company performance The Committee considered
adjustments to the annual bonus outcome to take account of
events which were not foreseen or allowed for at the start of the
year when targets were set The Committee decided to take the
sakes and profit numbers of Tesco Direct out from both targets
and actuals following 1ts closure. and to adjust for Board approved
strategic decisions and legal changes in Central Europe during the
year These adjustments resuited i a revision of the sales target
by less than 1% and an increase in the profit target The resuitant
formulaic assessment of the financial metrics of the annual bonus
was 35 9% out of a maximum of 80Y, for both Executive Directors
{the remairung 20% Is assessed against strategic objectives which
are set out an page 67). The Committee considered this to be
appropnate and made no changes to this outcome The Committee
also conmidered the PSP formulaic outturn of 28 8% Whilst
acknowledging that this level of vesting under the PSP did not

fully reflect the Group's strong performance over the three-year
performance period. the Committee determined that no
adjustments would be made to the formulaic outcomes for

the Executive Directors

Corporate governance

Implementation of the remuneration policy in
2019/20 and fairness.

The Committee remains sensitive to the issues affecting executve
remuneration and the views expressed by investors, the UK
gavernment and the wider public, particularly regarding restraint
when setting quantum The Committee believes such restraint is the
night approach. while ensurning remuneration remains reflective of
the wider business environment and contamns appropriate ncentives
for senior executives to achieve the Group's business objectves In
keeping with this theme. for 2019/20. no base salary increases will be
awarded to either Executive Director The maximum annual bonus
opportunities for Dave Lewis and Alan Stewart will remain unchanged
at 250% and 225% of base salary, respectively The approved
remuneration policy states that the maxmum PSP opportunity 1s
350% of base salary The Committee has decided to increase the
standard grant value of Alan Stewart's PSP from 250% to 275% of base
salary This brings his PSP opportunity 1a ine with Dave Lews and is
designed to ensure that Alan Stewart’s remuneration package
remains market competitive. while recogrising the value of the role
and his skills and expernence. This also ensures that the ink between
long-term business performance and reward outcomes is maintained.

The performance measures for the 2019 PSP are unchanged from
2018, with a 50% wesghting each for EPS and free cash flow The
Committee reviewed the selection and weighting of the financial
metrics for the annual bonus The Committee concluded that while
the two financial metrics, Group operating profit before exceptional
items and amortisation of acquired intangibles and sales growth,
remain the rght ones they should now be weighted 50% and 30%
respectively (previously both 40%} This change was made to
recognise the emphasis on profitability, following the initial
revenue growth focus of the turnaround plan

The Committee will keep emerging market practice and investor
expectations under review as the next remuneration pohcy
approval in 2021 approaches However, the Committee is taking
some immediate steps to enhance the application of the existing
remuneration policy from 2012 as described below

- introducing post-employment shareholding requirements for
all current and future Executive Directors, and

- amending how the holding period on the PSP operates for leavers.
Shares awarded under a PSP grant from 2019 onwards now cannot
be sold untul five years from grant, even for a good leaver

The Committee has considered the new requirement that pension
contributions for Executive Directors should be aligned with those
offered to the wider workforce As part of the Committee’s 2018
review of the remuneration policy the levet of contribution to
pension or cash in lieu of pension for new Executive Directors and
Executive Committee members was reduced 10 15% of base salary
and a2 number of new appointments have been made on this basis
Tnis level of contribution 15 aligned with the contributions to
pension for all UK colleagues at rmiddle management and above
(some 1800 colleagues) The Committee believes this provides the
right measure of alignment with the wider workforce.

2019 Annual General Meeting.
1 look forward to welcoming you to the 2013 AGM and hope you will
support the resolution relating to remuneration

S Gf»\s\oQ

Steve Golshy
Remuneration Committee Chair

W Net debt retail eperating cash flow and retail free cash flow exclune the
impact of Tesco Bank

™ Cumulalive retall cash generated from operations excluding penzion deficit
repaymens cash outflows relating to 5F0 fine and shareholder compensation
scheme paymems and cash payments in keu of colieague benus shares
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Directors’ remuneration report continued

Reward principles.

The principles of a fair workplace.

Tesco's purpose 1s to serve shoppers a ittle better every day
To live up to that purpose our colleagues need to reflect and
represent the communities we serve Tesco awns to be a place
where colieagues can get on, as they wish no matter what their
background We are proud of our long history of helping
colleaguas develop thewr careers in Tesco

To continug builting an inclusive culture where everyone fesls
welcome, it 1s iImportant that colleagues feel fairly rewarded

We have clear principles for a fair workplace against which we
measure ourselves when we are successful colleagues can expect.

- atotal reward package that provides flexibility and choice, and
15 comgpetitive in the markets in which Tesco operates and from
which it recruits for talent,

- toshare in Tesco's success and be recegnised for their
contributions through pay that is transparent:

- rewards that can help support a decent standard of hving
and provige the opportunity to plan and save for the future

- to make wellbeing and lifestyle choices. having access to a range
of benefits and flexibility over working hours ang place of work,

- to have access to career gpportunities and accredited training
to develop their potential whatever their age or background. and

- through Tesco's consultative forums, trade urion partrerships
and colieague surveys to have their vouce heard and represented
at all levels, and access to information about what is happening
in the business.

Rewarding our colleagues fairly.

Tesco provides colleagues across the Group with a competitive
reward package In Tesco's UK business in 2018/19 colleagues
received a reward and benefits package in hne with the elements
set out in the table below The purpose of each element Is the
same for all colleagues. which creates a consistent cascade
throughout the orgarmisation

Execulive
Element Committee wiL
of pay Purpose ang wWid-5 13
Base salary  Base salary supports the recruitment and v

retention of colleagues of the calibre,
capabliiity and experience needed to
perform their role. Base salary provides
fiwed remuneration and reflects the size,
scope and complexty of indwidual role
responsibiities

Benefits A market-competitive level of benefits v v
for colleagues. which enhance the

reward package and provide other

reasons o work at Tesco. such as

discount in store.

Pension The opportunity to save for retirement., v v
with the employing company provicing a
match to employee contributions
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Executive
flement Committee WL
of pay Purpose and WL4-5 1-3
Annual The opportunity for colieagues to recewve v L4
banus an annual bonus for the delvery of

business and personal goals. Annual
bonus opportunity provides colleagues
with a balance between fixed and varisble
pay retated 1o market practice based on
role At semior evels a proporiion of any
ponus 1s deferred into Tesco PLC shares
1o provide additional alignment with
shareholders’ experience

Performance Colleagues with responsibiity for v

Share Plan long-term Group performance are
incentivised to achieve Tesco's strategy
and create sustanable shareholder value

The balance between the different elements of remuneration
depends largely on the role and senionty of colleagues. Junior
colleapues’ remuneration is principally fixed pay. reflecting our
principle of helping to support a decent standard of ving. where
regular pay levels help with personal budgeting ang planning.

For more senior colleagues, remuneration is weighted more
towards vanable pay, which can increase or decrease based on
the performance achieved against our goals. This approach to

pay design also reflects each individual’s ability tQ influence
Tesco's performance We also take account of the requirements of
the UK Corporate Governance Code and the views of our nvestors
and other external bodies, as evidenced by the letter from the
Committee Chair to major investors informing them of the intenticn
to increase the standard grant value of Alan Stewart's PSP award

So while the balance of the elements of remuneration may
differ. we have a consistent overall principle that all colleagues
should be paid competitively against the relevant pay benchmark

Colleagues across the Group are regularly asked about how they
feel about pay and benefits at Tesco Our 2018 survey showed
almost two-thirds agreed that the pay for the job they do 1s fair and
three-quarters were happy with the benefits they receive Both
outcomes were well ahead of relevant external benchmarks, but
we cantinue to invest in ensuring we remam an employer of choice

How our principles are brought to life.

We are committed to providing colleagues with equal access to
opportunities, skills, flexibiity and fair reward We are putting
more of our learming onine, cregting mare choices on flexible
working and providing support and guidance for colieagues to
Own their own careers.

Over the last year Tesco has continued to focus on building a

fair workplace, providing ¢ollesgues with the flexibinty, skils and
reward to get on as part of our overall employee value proposition
This has included.

- Effective Leadership - We have introduced our Managing a
Team at Tesco programme to help build leadership skills,

It has supported over 1.300 managers in stores, distribution
and convenience businesses to be at the heart of the colleague
experience, helping their teams to be more effective and

serve our shoppers a hittle better every day.

- Helping Colleagues be at their Best - We have worked with
partners, such as Nuffield Health, to develop a wellbeing
programme based on improved hutrihon, a healthy body and
healthy mind Colleagues have accessed Mindapples e-learning



more than 20.000 tmes since 1t launched and over 800 UK
colleagues have taken part in mental health awareness
workshops aimed at tacking the stigma around mental health

Building skills for the future - We are investing in our colleagues’
futures. In September 2018, we doubtled our UK school leaver
apprenticeship programme, and introduced a Finance
apprenticeship and our first Apprentice Degreesin Food Science
and Technology In Central Europe we have 1150 people on our
apprenticeship scheme spending half their week at college and
half learning on the job at Tesco

In Thailand, our Student Part-Time Programme scholarships
allowed 800 colieagues to pursue higher education and our
Tesco Jumor Programme 1s helping a further 200 colleagues

to earn 3 vocational degree while working

r

Developing Empioyability - In July 2018, we committed to help
10,000 young people to improve their employabiiity and life skills
through Prince’s Trust Achieve Clubs We will focus over three
years on funding the running of 40 Achieve Clubs in areas of
greatest need, developing content and lesson plans In customer
service and leadership and bringing the content to life through
volunteering opportunities for our colieagues

CEQ pay compared to pay of UK employees.

Tesco s a retall business with one of the largest workforces in the
UK. employing over 300.000 colleagues. mostly in customer-facing
roles In store or working In our distnbution network We apply the
same reward principles for all - that overall remuneration should
be competitive when compared to similar roles in other
orgamsations from which we draw our talent For customer-facing
colleagues, we benchrmark with other large retalers Far our CEO.
we benchmark against a small and highly sought-after pool of CEOs
of major companies with international reach and accountabilities

Given this workforce profile, all three of the CEQ pay ratio
reference points compare our CEQO's remuneration with that of
colieagues in mainly customer-facing roles and there s relatively
imited difference in the outcomes as shown below Also, we know
that year-to-year movements in the pay ratio will be driven largely
by our CEQ’s vaniable pay outcomes These movements wilt
signficantly outweigh any other changes Iin pay withuin the
organisation Whatever the CEQ pay ratio, Tesco wiil continue

to invest in competitive pay for all colleagues

The total pay and benefits of UK colleagues at the 25", 50 and 7%
percentile and the ratios between the CEQ and these colleagues,
using the CEQ's single total remuneration figure for 2018/19 of
£4,600.000, are as foliows

25 0% 75"
percentle percentle percenbie
pay ratic pay raug pay ratio

Total pay and
benefits {(FTE) £18.646 £20.364 E21982
CEO pay ratio 247 1 2267 2081

= Tesca has chosen 10 use Opiion C to calculate s CEO pay ratio, Ths eplion was
<hosen given the size and complexity of the exercise required Lo produce these
ratios \n an environment of significant part-time employment and variable working
hours Tesco has already completed comprehensive data collauen and analysis for
the purposes of gender pay gap reporting We were able {0 use additional pay data
to munimise differances in pay defimtions between the CEQ single tolal remuneration
figure and gender pay reporting

Corporate governance

Gender pay.

Tesco's first full gender pay gap report for the year to April 2017
was published in February last year and we have recently
published cur second report for the year to April 2018

The 2018 report shows that the median gender pay gap of 8 5% has
changed little since last year's figure of 8 7% It remains well below
the UK national average of 17 9% Akey reason for the gap remains
the different work pattern choices colleagues are making Male
colleagues are chaosing to work premtum hours (Sundays, bank
hohdays and night work), which attract higher rates of pay, more
often than female colleagues If these premiurn hour payments
were to be removed from the calculation, then Tesco's median
gender pay gap would reduce to 3 1%

Tesco offers colleagues opportunity choice and flexibility and will
continue to support them in choosing work patterns that best suit
their personal situation and preferences At the same time, we will
work to identify and remove any gender-related barrers to making
those chaices

As a sign of our commitment to increasing female representation
at senior levels, Tesco signed up as a member of the 30% Club in
2018 By February 2019 the initial 30% ambition had peen met, with
31% of both the Board and Executive Committee being women
women alsc make up 37% of our director and manager populaton
However, to maintain and increase this representation we know we
need to do more for women earler in their careers That 15 why we
launched last year a targeted development programme with a
group of talented female colleagues who will be helped positively
to drive their careers In parallel, we are making as much of this
development material as possible available to all our Tesco
colleagues onhine, so everyone has the opportunity to benefit

tn addition. our Women's Network has developed a gender diversity
partnership with a number of other companies to encourage
women to own thewr career choices through mentoring, learning
and helping to build a smarter werking culture more attuned to

the needs of a diverse workforce We will continue to challenge
ourselves to help more women 1o progress their careers at Tesce

Further information 1s set out In the Tesco Gender
Pay Gap Report at www.tescoplc.com/genderpay
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Directors’ remuneration report continued

Remuneration at a glance.

What our Executive Directors earned in
2018/19.

Guided by our remuneration policy, which receved over 93% of

voies in favour at our 2018 AGM. we aim to reward responsibly and
fairly s0 that all colleagues are rewarded competitively aganst the
relevant pay benchmark for thewr role This is a consistent principle,

across every level of our business.

Tesco foruses on executive pay in the context of the overall spend

on remuneration across the Group:

- Between 2015/16 and 2018/19, we have invested significantly
in pay for our customer-facing colieagues, and the hourly
rate for UX store colleagues has increased by 14% Over the

same periad, the base salaries of Dave Lewis and Alan Stewart

have remained unchanged as set out in the chart on page 75.
- Since July 2014, Executive Commuttee base salary costs as a
proportion of the total Group spend on remuneration have
fallen by a third and now represent 0.1% of total Group wage
costs At the same time, the average total reward package for

colleagues a¢ross the Group, inclusive of variable pay autcomes,

has risen by about 6 9%, as set out In the chart opposite

Bonus awards to our Executive Directors are inked to

performance, and the Committee remains sensitive to the
wviews Of investors and stakenoiders, particularly regarding

restraint when determirung the potential size of awards

After four years, we have met or are about to meet the vast

majerity of our turnaraund goais, and our business 1s on a

more sustainable footing. Even with this strong performance,
the annual bonus for Dave Lews in 2018419 vested at 52 5%

of maximum cpportunity. ang at 49 4% for Alan Stewart.

Executive remuneration and all colleague costs

Single total figure of remuneration - Executive Directors (audited).
The following table provides a summary single total figure of remuneration for 2018/19 and 2017/18 for the Executive Directors
Further details are set out in the Annual report on remuneration commencing on page 70,

Short-term Long-term

annyal Performance
Base salary Benefits Pension bonus Share Plan Total
Year {£ 000) {£'000} {£'000) {E£°000) 1£°000) (£'000)
Dave Lewis 2018712 1.250 61 33 1643 1335 4 600
2017/18 1.250 65 N3 2.275 12189 513
Alan Stewart 2008/19 750 59 86 834 726" 2559
2017/18 750 53 188 1248 660 2 899

W Detalls of the remunerauon of Charle: witson who steod down from the Boand on 16 July 2018 are set out on page 72

“ The three-rmonth avergge share prce to 23 February 2019 of 210p has been used 10 ndicate the valye of the 2006 PSP which will wast in May 2018 The velue includes the rewvastment of

dividends pard on vested shares between grant and vest in Tesco PLC shares

“ The value of the 2015 PAP has been updated 16 reflect the share pnce on the date of vesting of 256p The value includes the remvestment of dividends paid an vested shares beiween

grant and vest in Tesco PLC shares

2016 PSP vesting (audited).

The PSP award granted in 2016 will vest in May 2019 based on performance up to and including the 2018719 financial year

The performance cutcome was as follows:

’7 ] l —| | Actual ] Payout J Payout
Metncs (% maxmum) Performance targets Vesting level performance (vesting levell  [(% of maxenum}
Thrashold Target Stretch Threshoid Target Stretch
Performance 8% p.a
equalto the outperformance
Relative TSR™ (50%) index - of the index 25% - 100% Below index 0% 0%
Cash generation® (30%) £7.998m £8.398m £8.7%8m 25% 50% 100% £8,379m 43 7% 14 6%
Stakeholder:
Customer (6 §6%} 2pts - 24pts 0% - 100% 17pts 68% 4.5%
Suppher {6.66%) 0% - 82% 0% - 100% 77 5% 63% 4.2%
Colleague:
Great place to work {3 33%) B1% - B84% 0% - 100% 83% 66% 2 2%
Great place 1o shop (3 33%) A1pts - 47pts 0% - 100% S0pts 100% 3.3%

w TSR was sssessed against a benchmark index made up of FTSE 350 Food end Drug Retailers (excludmg Tescol an FTSE 350 General Retailers weighted B5% and 13% respectively

™ Detalls of adjustments 1o the cash generation targels are set out on page 72

Based on the above performance. 28.8% of the 2016 PSP awards wiil vest it May 2019 This will result in 635,814 shares and 346.807 shares

vesting to Dave Lewis and Alan Stewart, respectively.
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Annual bonus outcomes (audited).
The Committee determined that 52 5% and 49 4% of the maximum bonus opportunity be awarded to Dave Lews and Alan Stewart. respectively.
Actuatl profit performance exceeded the underpin Performance against each of the objectives for 2018/19 was assessed as follows

Financial performance in 2018/19 {80% of bonus maximum) (audited).
Sales growth (40% weightingl, Group operating profit (40% weighting).

« For cons'stency reported outcomes at constant exchange rates are used for incentive purposes

Performance for the financial elements of the annual bonus has been positive with sales growth being between threshold and target and
Group operating profit before exceptional items and amortisation of acquired intangibles performance being between target and stretch

Strategic objective performance in 2018/19 (20% of bonus maximum) (audited).
The Commuittee carefully reviewed the perfarmance of the Executive Directors against therr indvidual chjectives set at the beginning of the financial
year Details of how therr performance towards these objectives was assessed 15 set out below Further details are provided on page 71

individual cbjectives: Dave Lewis. Individual objectives: Alan Stewart.
China JV opportunitias (5% weighting) China JV opportunitles (5% welghting)
Loyalty (5% welghting) Finance Transformation (5% welghting)
Dellvery of Booker synargies (5% welghting) Delivery of Booker synergies (5% weighting)

Stakehclder objectives (5% weighting): Dave Lewis and Alan Stewart.

Customer (1.66% walghting} Supplier (1.66% welghting) Colleague (Great place Colleague [Great place
to work) [0.83% welghting) to shop) (0.83% welghting)
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Directors’ remuneration report continued

Directors’ remuneration
policy.

Implementation in 2019/20.

We have reviewed our remuneration policy in the year. particularly m light of the amended 2018 Code We will continue to implement the
remuneration policy that was approved at the 2018 AGM. A summary of the proposed 2019/20 remuneration packages for the Executive
Directors is set out below The full remuneration policy. as approved at the 2018 AGM. can be found on the Tesco website at

www tescoplc com/| mvestors/corporate-governance

Fixed pay.

Element of remunaration Dave Lewrs Alan Stewart

Base salary £1.250.000 £750.000

Pension Cash allowance in lieu of pension Cash allowance in lieu of pension
of 25% of base salary ol 25% of base salary

Annual bonus.
Cave Lewis Alan Stewsrt

Quantum Maximum of 250% of base salary Maximum of 225% of base salary

Annual bonus deferral 50% of bonus awarded deferred into Tasco PLC shares for three years

Annuat bonus performance metncss Group operating profit before exceptional items and amortisation of acquired ntangibles (50%), sales
growth {30%). strategic objectives (20%) and Group operating profit before excepticnat tems and
amortisation of acquired Intangibles underpin

' Annual bonus targets are conmdered by the Board ¢ be commercially sensitrvé as they could inform Tesco $ compeutors of (s budgetng Therefore we do not pubhsh detais of the
targets on a prospective basis However, we will prov.de full and transparent disclosure of the targets and the performance aganst these targets on a retrospectve basis In next year s
Annual Report at the same ume that the banus outcome is reponeg

Performance share plan.

Dave Lewss Alan Stewart

Quantum Maximum of 276% of base salary Maximum of 275% of base salary

PSP term Three-year performance period and two-year post-vest holding penod

Vesting level

Performence measure welghting Threshaid (25%) Stretch (100%)
EPS ey 50% 172p 232

PSP performance metrics Free cash fow

and targets (three year sy 50% £4,334m £6.501m

EPS' and free cash flow targsts have been agjusted for the Impact of IFRS 16

Both PSP periormance measures have stragnt-line vesung between threshold and stretch

The free cash flow target has been increased (o include the impact of the additsonal year-end working Capital balance as disciosed in relation to the 2016 PSP award on page 72
Threshald and stretch EPS targets equate to compaund growth of 7 £% and 18 9% per annum respectively

£ € &

Minimum shareholding requirement.
Dave Lewis Alan Stewart

Shareholding requirement 400% of base salary 300% of base satary

Summary of remuneration policy and proposed amendments.
A summary of the remuneration policy ts shown below, along with a summary of the key changes to how the policy will be implemented in 2019/20

Remureration policy Kay changes to the imp v Of rem policy n 2019720
Base - Executive Directors receive a base salary based on the size and scope of therr - The Committee believes that the current base salary
salary responsibiities and ther experience ievels continue to be appropriate The base salaries of

- Salaries are normally reviewed annually. with changes being effective from 1 July Dave Lews and Afan Stewart will remain unchanged in

7019/20 This decision has been made alongside a

- Pay decisians are informed. but not driven. by external benchmarking and
review of colleague salaries

market data.

Bernefits - Executive Directors recenve a number of core benefits such as company
car (or cash allowance), life assurance and health care insurance

Pension = A{ the last policy review, we reduced our pension policy for new Executive
provision Directors and Executive Committee members ta 15% of base salary
(from 25%), which 15 aligned with UK colleagues at middle management
and above {about 1.800 colleagues).

- Current Executive Directors recewe a cash allowance in liev of pension

of 25% of base salary
Annuval - Executive Directors can be awarded an annual bonus of up to 250% of base salary - The annual bonus metrics of Group operating profit
bonus - 50% of any bonus earned is deferred into Tesco PLC shares for three years before exceptional items and amortisation of acquired

intangibles and sales growth have been retaned, but
the weighting has been changed to 50% and 20%.
respectively (previously both 40%).

- Performance 1s measured against financial and non-financial metncs
- Clawback and maius prowvisions apply
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Carporate governance

Key changes 10 the mplementation of remuneration policy in 2018/20

Performance
Share Plan

- Executive Directars can partucipate in a PSP with a maximum
grant value of 350% of base salary

- Performance I1s measured against financial metrics over a
three-year performance pertod A subsequent two-vear holding
pertod applies post vestng

~ Clawback and malus provisions apply

- The Chigi Financial Officer’s PSP grant has been increased 1o 276%
of hase salary, This 15 hne with the Gronp Chief Executive's award
of 275% of base salary and 1s within the approved policy mits

- The approved remuneration policy i1 that any vested PSP shares must
be nheld until the earlier of five years fraom grant or two years from
leaving From 2019 grants this requiremnent has been strengthened
such that all vgsted shares cannot be sold until five years from grant

- The Group Chief Executive and the Chief Financial Officer are
subject to a mirimum shareholding requirement of 400% and
300% of base salary, respectively

Shareholding
reguiIrements

- The Committee noted the provision of the 2018 Code to have a
palicy on post-cessation shareholdings A post-cessation holding
requirement for Executive Directors was set at 100% of their
shareholding requirement for one year and 50% for the second
year post departure

- To ensure this requirement can be implemented over time the
Commitiee has decided that Executive Directers will be required
to sign an undertaking in this respect

Scenario charts.

The total remuneration opportunity of the Executive Directors is strongly performance based and weighted to the long term, The graphs
below rlustrate scenanos for the projected total remuneragon of Executive Directors at three different levels of performance: mmimum,
on-target and maximum. Note that the projected values exclude the impact of any share price movemnents or potential benefits under
all-employee share schemes These charts reflect projected remuneration for the financial year 2019/20

Group Chief Executive - Dave Lewis

{£°000) (£'000)

Performance scenarios.

Chief FInanclal Officer - Alan Stewart

On-target assumed to be 50% of maxmum for annual bonus and Performance Share Plan (PSP}

Group Chef Executwe Chief Financial Officer
Annual bonus {maximum as a % of base salary) 250% 225%
PSP {maximum as a % of base salary} 275% 275%

No annual bonus payout
Mo vesting under the PSP

Mirrmum performance

50% annual banus payout
50% PSP vesiing

On-target performance

100% annual bonus payout
100% PSP vesting

Maximum performance

Assuming a share price appreciation of 50% during the performance penod of the PSP, the maximum for Dave Lewis and Alan Stewart would

increase to £9.905.000 and £5,778,000. respectively
Fixed pay 1s based on current values as set out In the table below

Base szlary Benefits Pension Total ixed pay
Group Chuef Executive - Dave Lews (£'000} 1250 51 33 1624
Chief Financial Officer - Alan Stewart (£'000) 750 59 188 997

W Benefits for Dave Lews and Alan Stewart are as set out in Single total figure of remuneration on page 56
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Directors’ remuneration report continued

Annual report on
remuneration.

This section detads the remuneration of the Executive and Non-executive Directors during the financial year ended 23 February 2019 and
has been prepared in accordance with Part 3 of The Large and Medium-sized Companies and Groups {Accounts and Reports! (Amendment)
Regulations 2013 and Rule 9 8.6 of the Listing Rules The Directors’ remuneration report lexcluding the Summary of remuneration policy) will
be proposed for an advisory shareholder vote at the 2019 AGM

Fixed remuneration.

Salary.

The Committee considered the Group Chief Executive’s and Chief Financial Officer's base salaries during 2018/18 taking into account pay
review budgets across the Group As a result, the Committee determmed that the base salaries for Dave Lewis ang Alan Stewart would remain
unchanged for 2019,/20. The base salaries of Dave Lewis and Alan Stewart have remamned unchanged since their dates of sppointment in 2014

Dave Lewis Alan Stewart
Base salary 2018/15 20018 2018/19 Z07/18
Increase in year (%) Nil N# Nil Nl
Annual base salary (£'000} 1,250 1250 150 750
Base salary received in year (£'000} 1,250 1250 750 ' 750

Benefits (audited). ’
Each Executive Director received a car or cash allowance and the benefit of a driver. The Company also provided health insurance and ufe
assurance Details of benefits paid In 2018/19 are set out In At a glance on page 66

Pension,
Dave Lewis and Afan Stewart recewved a cash altowance in iiewu of pension of 25% of base salary.

Dave Lews Alan Stewart
Pension 2018/19 2017/18 201819 2017/18
Annual cash allowance in heu of pension (% of base salary) 25% 25% 25% 25%
Annual cash allowance m beu of pension {£'000} 313 33 188 188

2018/19 variable remuneration (audited),

2018/19 annual bonus payouts for the £xecutive Directors.

In determining the final level of bonus payable. the Committee considered the wider performance of the Group and noted that management
were continuing to make improvements in the way we serve customers, had met the vast majority of the turnaround targets and had
strategically repgsitioned the Group The Committee considered potential adjustments to the annual bonus measures to take account

of events which have impacted outcomes, but which were not foreseen or allowed for at the start of the year when targets were set

The Committee decided to take the sales and profit numbers of Tesco Direct out from both targets and actuals following its closure

The Committee also decided to adjust targets to reflect Board approved strategic decisions and legal changes (e.g restrictions being placed
on trading days) in Central Eurgpe Outcomes have been adjusted to remove Tesco Direct sales and losses incurred in the first five months
of the year before it was closed. This resulted in the sales performance figure for incentive purposes being £95m lower than the reported
outcomes and the profit figure being £.24m higher than the reported outcomes

Executive Directors

Total annusl bonus payout in 2018/19 (audited} Dave Lewis Alan Stewart
Stretch bonus opportunity (% of base salary) 250% 225%
Actual bonus {% of maxmum) 525% 49 4%
- sgles growth 14 1% 4 1%
- Group operating profit 218% 218%
- indwidual obrectives 12.4% 93%
~ stokeholder abjectives 42% 42%
Actual bonus (% of base salary) 1313% mz%
Actual bonus (£'000} 1641 834
Deferred into shares 150% of actual bonus) (£'000) 8205 417

® Details of the outcemes of eech annuel bonus metric are set out on page 87
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2018/19 achievement of individual objectives.

Executive Director China JV opportunities (5%) Loyalty {5%) Booker synergies (536)

Dave Lewis During the year there were a nurmber A number of Improvements were made to Against a backdrop of
of imtiauves focused on improving the Clubcard during the year, including a refresh considerable change. Booker
performance of the Group's joint of the Clubcard app with Faster Vouchers synergies of £79:m were
venlure in China — Gain Land Limited functionality with users up 34% year-on-year generated This was above
This resulted in s payout between and the launch of Cotleague Clubcard Plus. As a the 1arget of £60m and
target and stretch of 3 3% result of this performance a maximum payout resulted in a payout of 4.1%.

was achieved of 5%

Executive Director China Jv opportunities (5%) Finance Transformation (5%} Booker synergies (5%)
Alan Stewart As abave, payout between target and The new general ledger went live in the UK 1n As above, payout between
stretch of 3 3% November 2018 Work remains on roliing it out to target and stretch of 41%

internaticnal businesses Payout between threshold
and target of 1 5%

 Details of the outturn of the finantial and stakeholder performance metrics for the 2018/19 annual bonus are set out in At a glance on page 67

2016 PSP vesting (audited).
The PSP award granted in 2016 will vest in May 2019 based on performance up to and including the 2018/19 financial year The performance
outcome was as follows

Number of
Performance targets Vesting level shares Lo vest®'
Actual Payout Dave Alan
Measures (% maxmum! Threshold Target Stretch Threshod Target  Sweich perfermance  {% maxirmurn) Lewis  Stewart
Relative TSR®{50%) Performance - 8%pa ?5%  Straght-line  100% Below 0%
equalto the outperformance vesting index

ndex of the iIndex between
threshold and
stretch

Cash generation (30%) £7.998m £8 398m £8 798m 25% 50%  100% £8.379m 14 6% 635.814 346 807

The stakeholder measures paid out 8t 14 2% of maxmurm cpportunity Further details are set out on page 66

TSR was assessed aganst a benchmark index made up of FTSE 350 Food and Drug Retatlers lexciuding Tescol and FTSE 360 General Retallers weighted 85% and 15% respectivety

For Lhe equwalent value Incash see the Single totel figure of remuneration table on page 66

Details of adjustments o the cash generation Largets are set ow on page 72

Based on the above performance, 28 8% of the 2016 PSP awards will vest in May 2018 The share price at grant of the 2016 PSP award was 159p
Based on the three-month average share price to 23 February 2018 of 210p. £324.01 of the value of the PSP award for Dave Lewis and
£176.733 of the value of the PSP award for Alan Stewart 1s attributable to share price appreciation over the three-year performance periog.

8§ E E

The Committee considered the formulaic outcomes of the PSP award in the context of specific Company performance, the wider
sharenolder and stakeholder experiences and the change in the actual value of shares which will be delivered to Dave Lews and

Alan Stewart as a result of share price appreciation Following such considerations and despite agreeing that the formulaic outcomes
did not reflect the Group’s $trong performance over the three-year performance period. the Committee determined that it would
not apply any discretion in réspect of therr awards

2018 PSP award grant (audited).
The following summarises the PSP awards made to Dave Lewis and Alan Stewart in 2018/19

Gross Face value Threshold Stretch
Date number (% of base Face wvesung!%of wvestng{% of vestuing
Type of award of award of shares salary) value (£} face valuel face value) data
Dave Lewis Performance share award subject to performance
conditions and conuinued employment 1670718 1340102 275% 3 437.500 25% 100% 6/07/21
Alan Stewart  Performance share award subject to performance
condtions and continued employment 16/07/18 730 965 250% 1875000 25% 100% 16/07/21

" The face value has been calculated using the market price on grant of 256 S1p (16 July 2018) The range of the Company's share price for the year was 190p to 266p

@ The awards have a three-year perfermance pericd which will end on 27 February 2021 #nd sre subject 1o maius and clawback Details of the performance measures and targets applying
to the awards were set Out In 1ast YE& s Annual Report

The vested shares net of any tax habilues will be subject to a past-vesting holging perod of two years

The table shows the manmum number of shares that coukd be released if awards were 10 vestin full

&

g
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Directors’ remuneration report continued

Adjustments to PSP targets.
The Committee considered adjustments to targets as a result of a number of unplanned items and agreed the following changes to ensure the
PSP awards remained equally stretching and a clear ine of sight was mamtained

2016 PSP oward - Adjustments to cash generotion torgets.

Tnreshodd (Em} Target (Em) Streteh {£m)
Orniginal targets 8 600 9.000 9400
Adjustments (602) (602) {602)
Rewised targets 7,998 8 398 8,798

W Targets were adjusted Lo

- addtargeted cash generation from the Booker business over the penod [011owing the merger in March 2018 &0 ensure the stretch in targets was raintained and management were
incentivised to deliver the full financial benelits

- remaove the cash costs relating to the SFO fine and shareholter compensation scheme payments This settlement relates ko historic accounting practices prior ko the current
management team [ourung the business

- remove the cne+off cash cost of the decision to pay the Colleague bonus plan from 2016 in cash rather than shares This decision was taken t0 appropnately manage equty issuance
and did not reflect an additional economic cost and

- reflect decisions impacting working capital made in the second haif of the year, including the impact of additional stock build as  result of politice! uncertainty The most significant of
these refated to a o to delay the imph of a new general ledger system by  few months which resulted in the Collection of some receivabie balances being detayed nto
the beginming of 2019/20 As this was a timing issue, targels were adjusted accordingly This adjustment was reviewed by the Audit Commitiee A commensurale increase has been made
to the budgets and targets for the 20%8 PSP award This adjustment will not be made to the cash flow measures onthe 2017 and 2018 PSP awards. which are based on cumulative cash flow

2017 PSP award - Adjustments to cash generation torgets.

Threshold (Em) Target (Em) Stretch {Em)
Criginal targets 9.200 9700 10.200
Revised targets including impact of Booker transaction and $FO fing and shareholder compensation
scheme payments) 9603 10,103 10603
Rewised targets Gncluding IFRS 16) 10.676 n176 1,676

W The adjustments outhned for 2016 PSP awards above 1n rélalion to Booker and the SFQ fine and shareholder compensation schame payments also apply to the 2017 PSP award

= | pOALON targals Nave been adjusted 10 Lake into account IFRS 16 (the new lease accounting standard) as the original Largets were set on the basis of the previous accounting standard
Thus adpustment to targets 1s purely formulaic to take into account the new standard

2018 PSP oward - Adjustment to EF'S” targets.

Threshold {p} Target {p) Stretch (pl
Original targets (excluding IFRS 16} 1BO nz2 244
Revised targets {including IFRS 16) 16.1 193 225

% The EPS" targets for the 2018 PSP award have been adjusted to take into sccount IFRS 16 This adjustment o targets s purely formulaic 16 take into account the new accounting standard

Remuneration of Charles Wilson in 2018/19 (audited).

Chnarles Wilson joined the Board as CEQ, UK & ROl on 5 March 2018 and stepped down from the Board on 16 July 2018 due to illness As he
was on the Board for a short portion of the year, his remuneration has been disclosed separately from that of the other Executive Directors
The figures shown below relate to the portion of the year in which Charles Wilson was on the Board.

Long-term
Short-term performance
Base salary Benefits Pension annual bonus share plan Total
Yesr {E 0000 {£000) £ 000) {£'000) {£°000} &000!
Charles Wilson 2018/19 212 8 42 208 - 468

Fixed remunergation.
Charles Wilson's base salary on appontment was £575.000 and hus cash allowance 11 lieu of pension was 20% of base salary He also received
benefits consisting of hfe assurance and a cash car allowance

Variable remunergtion,

The maximum annual bonus opponunity for Charles Wilson on sppontment was 200% of base salary This was measured against financial and
strategic objective metrics, in :ne with other Executive Directors’ and senior managers’ awards The financial metrics were measured, and the
outcome was adjusted. in the same way as for other Executive Directors and semor managers, and therefore his performance autcome i the
year against these metrics 1s the same as described in At a glance on page 67 Charles wilson achieved a performance ocutcome of 10% against
his strategic objectives, making his 2018/19 bonus outturn 45 9% of maximum opportunity. [n accordance with the remuneration policy, 50%
of the award will be deferred into Tesco PLC shares for three years, subject to continued employment. Details of his interests in share awards
are set out on page 75.
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implementation of remuneration policy in 2013/20.
2019/20 salary.
The base salaries of Dave Lewts and Alan Stewart will remawn unchanged in 2019/20 at £1,250,000 and £750,000. respectively

2019/20 annual bonus awards.
The maximum annual bonus opportunity and performance measures for each of the Executive Directors for 2019/20 15 as follows

Executive Director Maxmum gpportunity
Dave Lewis 250%
Alan Stewart 225%
Measures ‘Weighting
Group operating profit before exceptional items and amortisation of acquired mtangibles 50%
Sales grawth 30%
Strategic objectives 20%
Group operating profit before exceptional items and amortisation of acquired intangibles Underpin

Annual bonus targets are considered by the Board to be commercially sensitive as they could inform Tesco’s competitors of its budgeting
Therefore, we do not publish details of the targets on a prospective basis However, we will provide full and transparent disclosure of the
targets and the performance against these targets on a retrospective basis in next year's Annual Report at the same time that the annug|
borus outcome Is reported

The 2019/20 targets were set based on 2018/19 average actual foreign exchange rates Performance against these targets will be measured
based on the same rates in order to ensure consistent treatment of foresgn exchange 1n both targets and actuat performance To ensure
that Executive Directors are not incentivised to grow sales at the expense of satisfactory profitability, a Group operating profit before
exceptional items and amortuisation of acquired intangibles underpin will continue to be apphed to the annual bonus delow which no
portion of the bonus will be paid

2019 PSP award grant.
As set out n the Annuat statement. the Committee has agreed to increase from 250% to 275% of base salary the grant value of Alan Stewart’s
PSP The value of the PSP awards to be granted to each Executive Director in 2019 and corresponding performance measures are as follows

Executive Durector Maximyum opporiunity

Dave Lewis 275%

Alan Stewart 275%

Performance measure Definition of measure

EPS® Diluted garnngs per share from continuing operations before exceptional items and amortisation of acquired
ntangibles, net pension finance costs and fair value remeasurements on financial instruments

Free cash flow Free cash llow inciudes all cash flows from operating and investing activiies plus the market purchase of shares net

of proceeds from shares issued in relation 1o share schemes and lease payments The following items are excluded
investing cash flows that increase/(decrease) items within Group net detit, and cash flows from major corporate
acquisitions and disposats This measure reflects the cash avallable to shareholders

Both financial measures are defined in the same manrner as the reported aiternative performance measures as set cut on pages 178 to 181

The corresponding incentive targets over the three-year performance per:od are

Threshold Stretch
Vesting Performance Vesung Performance
Performance measure weighting level required tevel required
[l 50% 25% 7 2p 100% 232p
free cash flow (three yearspier 50% 25% £4 334m 100% £6 50Im

' EPS and (ree cash flow targets have been adjysted for the impact of IFRS 16
Both PSP performance measures have straight-line vesung between threshold and stretch
@ The free cash flow target has been increased to Include the impact of the addional year-end working capital balance &5 disciosed in relation to the 2016 PSP award on page 72

& Threshold and stretch EPS” targets equate to compound growth of 7 6% and 18 9% per annum respectively

Performance targets are set taking into account internal budget forecasts the Long Term Plan. external expectations and the need to ensure
that targets rematn incentivsing

Details of the awards made to Dave Lewis and Alan Stewart in 2019 will be reported in next year's Apnual Report

]

Dividend equivalents.
Awards wilt Incorporate the right (in cash or shares) to receive the value of dividends between grant and vest in respect of the number of shares
that vest The calculation of dividend equivalents will assume reinvestment of those dividends i Tesco PLC shares on & cumulative basis
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Directors’ remuneration report continued

Performance graph.

The following chart illustrates the performance of Tesco measured by Total Shareholder Return (share price growth plus didends paic}
against the FTSE 100, which 1s @ broad market index of which Tesco 15 a constituent. over a period of 10 years Anadditional line tollustrate
the Company’s performance compared with the FTSE 350 Food and Drug Retailers index over the previous 10 years s also included

TSR performance graph
{Value of hypothetical £300 investment)

while total shareholder returns have been increasing for Tesco In recent years, the penod covered by the chart reflects a penod of corporate
change. including the decision to make a significant reinvestment in our customer offer and withdraw the dvidend in 2015, 1in order to focus
on improving the competitiveness of the core UK business and protecting and strengthening the balance sheet The sector more broadly has
faced a number of challenges in recent years, including consumer uncertainty. price competition and cost inflation Tesco1s.1n a strong
position to deal with these challenges and, reflecting improving performance and confidence in the future prospects for the Company, the
Board reinstated the dividend in 2017,

Executive Directors’ interests in shares and shareholding guidelines (audited).
The table below sets out shares held by the Executive Directors and their connected persons {including beneficial interests) and a summary
of outstanding share awards. Both Dave Lewis and Alan Stewart exceed their relevant shareholding guidehne

Unvestad deferred

annual bonus Unvested Vested but

Ordinary shares Ordinary shares options/awards PSP pwards unexercised nil cost
beneficially beneficially subject subgct1o  options, not subject Current Shareholding
owned at owned at o continued performance to performance shareholding. requirement
Executive Director 24/02/18 23/02/19 employment conditions conditions % of base salary) (% of pase salary)
Dave Lewrs 103.346 167.691 2.114.803 5,508,876 2.666.136 454% 400%
Alan Stewart 53 033 116.576 1139.654 3004 83% 1171 604 376% 300%

@ value of Executive Directors shareholdings based on the three-month average share price to 23 February 2019 of 210p

 Vested and unvested options end awards include dividend equwvalents added since the date of grant

© Shares used to determine the sharehalding guideline are shares benefwiaity owned and shares heid in plans which are not subject to performance conditiens on a net of tax basis

ia Berween 23 February 2019 and 9 April 2019 Dave Lewis and Alan Stewart acquired 59 and 58 parthership shares respectively under the all-employee Share Incentive Flan No other
changes in Executive Oirector share interests occurred i thé pendd

Executive Committee members are required to bulld up and maintain a shareholding of at least 200% of base salary in Tesco PLC shares

As at the date of this report. this had been met by all Executive Committee members, except Natasha Adams, Alessandra Beliini, Christine

Heffernan, Tony Hoggett. Gerry Mallon and Andrew Yaxley who joined the Comrmittee between March 2037 and March 2019 In line with the

Executive Directors, Executive Committee members are required to retain all shares that vest, net of any tax hability, and any other Tesco PLC

shares held by them until the requirement 1s met
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Executive Directors’ interests in share awards.

Finangial year awards vesting in 2014415 2015/16 201517 78 2018419 2019/20 2020/21 2021/22 2022/23
Dave Lewis
Vested awards 461948 620,957 623152 479,919 4B8C,60 - - - -
Options subject to service - - - - - 939 720 655.815 477,485 -
Options subject to performance and service {PSPj - - - - - 2161405 1909722 1340103 -
SAYE options {exercise price £1 88) - - - - - - - ~ 9.574
Alan Stewart
Vested awards - 258287 334,088 259156  320.073 - - - -
Options subject to service - - - - - 507 449 347806 261,808 -
Options subject to performance and service {PSP) - - - - - 1178.948 1.041.666 730.965 -
- - - - 9.574

SAYE options lexercise price £1 8B} - - - -

W) 086 861 ang 508 304 nil-cost options granted under the PSP in 2015 Lo Dave Lewis and Alan Stewart respectively, lapsed in 2018/19

™ Opuons over 11 926 shares under the Company s SAYE plan were exercised and the shares retaned by both Dave Lewts and Alan Stewart in 2018418

® Charles Wilsen stpod down frem the Board on 16 July 2018 While a Ghrector anoption over | 500 647 shares was granted to him on 6 March 2018 following the rallover of an eption over
1 4 mithon Booker Groug ple ordinary shares granted under the Booker Group plc Performance Share Plan 2008 on 3 July 2008 Yhe option was exercised on 2 July 201B and the shares
retained by him In addition Charles Wilson was granted an award over 504 386 shares undey (he PSP on 16 Juty 2048 which will vest on 16 July 2021 Deteils of the perfermance measures
and targets applving to the award were set out inlast year s Annual Report

“ Al options lapse 10 years after grant except SAYE options which expire six months after matunty

* Vested options include diwidend equivalents added as shares since ihe date of grant

Change in Group Chief Executive remuneration compared with changes in colleague remuneration.

In the UK, the total reward package for a typical Customer Assistant 15 anead of the voluntary Living Wage on a national basts and the same
hourly rate 1s paid to 2l colleagues regardless of age The Company I1s committed to rewarding colleagues with a total reward package that
prowides them with choice and that they really value

The tabie below shows the percentage change in remuneration for the Group Chief Executive and the average UK Customer Assistant
from 2017/18 to 2018/19

The Committee decided to use UK Customer Assistants as the appropriate comparator group The reasoning was that. as pay changes across
the Group depending on local market conditions, UK Customer Assistants constitute the majority of Tesce's UK colleagues and the Group
Chief Executive is predominantly based in the UK albeit with a global rele and responsibilities

Salary Benefts Bonus

{% change from (% change from 1% change from

2007/18 (o 2018191 2012/18 to 2018/19} 2017/18 1o 2018/19)

Group Chief Executive 0% 6 21% (27 91%
Average UK Customer Assistant 5 0% 0% (41%

Bonuses for 2018/12 for UK Customer Assistants paid out on average at 73% of the maumum bonus opportumity (201718 77%)

The chart opposite shows that between 2015/16 and 2018/19
the hourly rate paid to UK Customer Assistants increased by
14%. The base salarnies of Dave Lews and Alan Stewart were
unchanged over the same period

Group Chief Executive remuneration history.

20090 200G/ 2002 20023 2013714 2014/15 20i5/16 20817 201718 200819
SrTerry  Sir Terry Philtp Philip Philp Philip Dave Dave Lave Dave Dave
Leahy Leahy Clarke Clarke Clarke Clarke Lewss™ Lews Lews Lewis Lews

Group Chief Executive single figure of
remuneration (£°000) 7100 7050 4595 1280 1634 764 4333 4632 4,147 5H3 4600
Annual honus outturn (% of maxmem award)  B9% 5% 0%™ 0% 0% 0% n/a 96% 6% 73%  525%
PSP vest (% of maximum award) 83% 75%  A65% 0% 0% 0% n/a n/a n/a 30% 28B%
Share option vesting {% of maximum award) 100% 100% 100% 0% n/a n/a n/a n/a n/a n/a n/a

W Phiip Clarke elected not to take a bonus for 2G11/12 and left the Board on 1 September 2014

® The single figure otal for 2014415 includes one-off buyout awards made to Dave Lewis to compensate tim for awards forfeited from his previous employer The awards were made based
on the expected value of the swerds forfeited taking Into account pericrmance at his previcus employer and delivered in nil cost aptions which vest subject to conunued employment by
Tesco Since these were awards refated 1o previous employment and not sublect to Tesco performance conditions, there 15 no direct aignment with Tesco's performance in 2014/15 The
awards had ne impact on the single figure for 2015/16 or any future years
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Directors’ remuneration report continued

Relative importance of spend on pay.

The chart shows total colleague pay compared with distnbutions
to shareholders and for further context, Group operating profit
before excepuonal items and amortisation of acquired ntangbles
Tesco's colieagues are essential to how the Company does
business and meets the needs of its custorners In 2018/19,

Tesco employed, on average, 464,505 colleagues across the
Group (2017718 448,988)

Total employee pay inclvdes wages and salaries, social security,
pension and share-based costs at actual exchange rates (£7.646m
in 2018/19 and £7.233m in 2017/18 - see Note 3 of the financal
statements) Distributions to shareholders include interam and
final cividends paid in respect of each financial year {(£357min
2018/19 and £82m (n 2017718 - see Note B of the financial
statements) There were no share buybacks in 2017/18 or 2018/19

Further information on remuneration in 2018/19,

Payments to former Directors and for loss of office {augited}.
There were no payments made to former Directors that exceeded the de mimimus threshold of £10.000 set by the Company.
There were no payments for koss of office made to Directors in the year,

Risk management.

When developing the remuneration structures. the Committee considered whether any aspect of these might encourage nsk-taking or
behaviours that are incompatible with Tesco's values and the long-term interests of shareholders If necessary. the Committee would
take appropniate steps to address thas The Committee alse has the discretion to apply malus and clawback in certain circumstances

Outside appointments.
In 2018/19, Alan Stewart received £122.000 (2017/18 £118,000) in fees and a product allowance as a non-execulive director of Diagec plc
He does not recewe any fees as a Director of Tesco Personal Finance Group PLC (Tesco Bank)

Executive Directors’ service agreements.

The Executive Directors’ service agreements. including arrangements for early termination, are carefully considered by the Committee and
are designed to recruit, retain and mativate Executive Directors of the calibre required to manage the Company The Committee’s policy 1s
for Executwe Directors' service contracts to be terminable on no more than one year's not:ce The details of existing Executive Directors’
service contracts are summarised in the table below

Executive Director Date of service agreement Notce period
Dave Lewis 19 July 2014 12 months
Alan Stewart 2 July 2014 iZ months

Funding of equity awards.

Where shares are newly 1ssued, the Company complies with investment Association dilution guidelines on their issue which provide that
overall dilution under all plans should not exceed 10% over a 10-year period in relation to the Company's issued share camital, with a further
imitation of 5% in any 10-year period for executive plans. The current dilution usage of discretionary plans 1s 2.0% of shares in1ssue. Where
shares are purchased in the market, these may be held by Tesco Employees’ Share Scheme Trustees Limited or Tesco International Employee
Benefit Trust in which case the voting rights relating to the shares are exercisable by the Trustees in accordance with their fiduciary duties

At 23 February 2019, the Trusts held 69.590.647 shares

Implementation of remuneration policy for Non-executive Directors in 2018/19.

Non-executive Directors’ dates of appointment.,
Appointment end date in accordance

Qirector Date of appointment Notice period with letter of appointment
John Allan 1March 2015 None AGM 2013
Mark Armour 2 September 2013 None AGM 2019
Melissa Bethell 24 September 2018 None AGM 2019
Stewart Gillland h 5 March 2018 None AGM 2019
Steve Golsby 10ctober 2016 None AGM 2019
Byran Grote 1 May 2015 None AGM 2019
Mikael Olsson 1 November 2014 None AGM 2019
Deanna Oppenheimer 1March 2012 None AGM 2019
Simon Patterson 1Apnl 20i6 None AGM 2019
Alison Platt 1 Aprii 2016 None AGM 2019
Lindsey Pownall 1April 2016 None AGM 2019
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Non-executive Director fees,

The Chairman’s fee was reviewed by the Committee (without the Chairman present) and the Non-executive Drector fees by 8 committee
compnising the Chairman, Group Chief Executive and Chief Financial Officer in 2018 Following a review of independently sourced data, it was
deemed appropriate toincrease the Chairman’s fee by 3 1% to £670 000 and Non-executive Director annual fees in sccordance with the

levels set out In the table below with effect from 1 November 2018 The Chairman's fee has remained unchanged since his appointment in 2015

and the Non-executive Director fees were last increased with effect from 1 March 2017 In future, fees will be reviewed each year to comncide

with salary reviews for colleagues

24 Febrvary to Frem

310ctober 20018 1 November 2018

Chairman £650 000 £670 000

Non-executive Director fee £72.000 £75.000
Additonal fees

Senior Independent Director £27 000 £27.000

Chairs of the Audit, Corporate Responsibility snd Remuneration Committees £31000 £31.000

Membership of Audit, Corporate Responsibility. Normirations and Governance and Remuneration Commitiees £12,500 £13 500

The Company reimburses the Non-executive Directors for reasonable expenses in performing their duties and may settle any tax Incurred
in relation to these The Company will pay reasonable legal fees for advice in relation to terms of engagement For Non-executive Directors
based overseas the Company meets travel and accommodation expenditure as required to fulfil therr duties and may settie any tax incurred
inrelation 1o these John Allan may have the benefit of home security, colleague discount and healthcare for himself and his partner

Fees paid to Non-executive Directors during 2018/19 (audited).

The following table sets out the fees paid to the Non-executive Directors for the year ended 23 February 2019 Non-executive Directors are

not patd a pension and do not participate in any of the Company's variable incentive schemes

Taxable

Fees expenses Total

Non-executve Director Date (E'000) {£ 000} [E'000)
John Allan 2018/19 655 8 663
2017/18 650 10 660

Mark Armour 2018/19 86 - 86
201718 84 - B84

Mehssa Bethell™ 201819 33 c5 a3s
2012/18 - - -

Stewart Gultand®™ 201819 7 cbh 5
201218 - - -

Steve Golsby 2018/19 95 13 12
201718 83 9 98

Byron Grote 201819 128 - 129
2017/18 128 - 128

Mikae! Clsson 2018/19 98 5 103
2017/18 97 4 101

Deanna Oppenheimer 2018/19 156 18 174
201218 155 14 163

Simon Patterson 2018/19 86 - 86
2017/18 84 ~ 84

Alson Platt 2018/1% 86 05 B6 5
2017718 84 Z 86

Lindsey Pownall 201879 104 10 N4
201718 95 3 101

“ Taxable expenses include expense reimbursements relaling to travel accommModation and sUBSISIeNce in connection with the attendance at Board and Committee meetings during the
year which are deemed by HMRC 1o be taxable in the United Kingdom The amaunts In the table above mclude the grossed-up cost of UK tex pard by the Company on behall of the

Non-execulive Directors Nor-taxable expense reimbursements have not been included in the table above
® Stewart Gilhland and Mebssa Bethell |0ined the Board on 5 March 2018 and 24 September 2078 respectively
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Directors’ remuneration report continued

Beneficial share ownership (audited).
The table below outlines the current share interests of the Non-executive Directors Shareholdings include shares held by connected persons
Non-executive Directors are subject to the same share dealng policy as Executive Directors and there were no changes to their share
interests between 24 February 2019 and 9 April 2013

Ordinary shares held  Ordinary shares held

Non-executive Director at 23 Februery 2019 at 24 February 2018
John Allan® 306,087 284,082
Mark Armour 50.000 £0.000
Melissa Bethelt 25,335 -
Stewart Gilliland 43.398 43.050
Steve Golsby 42 296 42.296
Byron Grote® 280.500 243,000
Mikae! Qlsson 30.418 20.10%
Deanna Oppenheimer™ 110.820 109,04t
Simon Patterson 100.000 100.000
Alison Platt 34 285 11,247
Lindsey Pownali 70 000 20 000

W John Allan also held 398 000 bonds in the Company at 23 February 2019 {392 000 bonds at 24 February 2018)
@ Byren Grote and Deanna Oppenheimer held their shares in the form of Amencan Depositary Recelpts Each ADR Ix equivalent Lo three Ordinary shares of Sp each i the Company

The Remuneration Committee in 2018/19.

Operation of the Remuneration Committee,

The members of the Committee during the year were. John Allan. Steve Golsby. Byron Grote. Mikael Ofsson, Deanna Oppenheimer and
Alison Platt. Steve Golsby took aover the role of Chair of the Committee from Deanna Oppenheimer on 1 February 2019 Deanna Oppenheimer
continues to serve as a member of the Committee The Directors’ biographies can be found on pages 40 to 42 and details of members’
attendance at meetings during the year on page 47 No member of the Committee has any personal financial interest 1n the matters being
decided. other than as a shareholder, nor any day-to-day involvement n running the business of Tesco

The Committee schedules meetings two years in advance During the year. it held four scheduled meetings. Robert Welch. Group Company
Secretary, is Secretary to the Committee and Dave Lews, Group Chief Executive, and Natasha Adams, Chief People Officer, attend meetings
at the inwitation of the Committee The Group Chief Executive, Chief People Officer and Group Company Secretary are not present when his
or her own remuneration 15 being discussed The Committee is supported by the Reward, Corporate Secretariat and Finance functions

Relations with Tesco Bank.

As required by the Finantial Conduct Authority, Tesco Bank has a separate. independent remunerstion committee The Committee s
consulted on, and makes recommendations in relation to. the remuneration arrangements for Tesco Bank colleagues. with the aim of
encouraging consistency with Group remuneration policy, but it does not make decisions in relation to, or direct, how remuneration is
managed within Tesco Bank
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Remuneration Committee activities 2018/19,
The following provides a summary of the key areas of focus of the Committee during the year:

Strategy and policy Reviewed external market developments and best practice n remuneration
Congidet ed feedback Mo nvesiors on the 2018 rermone: ation policy

Appointments and Approved remuneration packages for new Executive Committee members and other senior managers

cessations Approved the cessalion terms of Jane Lawre on leaving the Executive Committee and the remuneration package of Charles
Wilson on stepping down from the Board

Pay Reviewed Executive Directors’ remuneration packages and agreed to increase the Chief Financiat Officer’'s PSP grant to 275% of
base salary
Determined an increase to the Chairman’s fee

Short-term incentives Reviewed performance against targets and approved adjustments to the annual bonus outcome

Approved amendments to the weightings of the annual bonus metrics and determined 2018/15 targets.

Reviewed the rules of the Tesce PLC Deferred Bonus Plan prnior to being put to shareholders at the 2019 AGM

Approved amendments 1o share pian rules 10 implement the regurements of the 2018 Code
Long-termincentives Reviewed performance against targets and determined 2015 PSF outturn

Determined metrics and targets for the 2018 PSP award

Determined adjustrments to the targets of unvesteg PSP awards

Apgproved amandments to share plan rules 10 implement the requirements of the 2018 Code

Governance and cther Reviewed sharehaider feedback on the 2018 Annual Report
matters Made a number of amengments 1o remuneration and disciosures to implement the requirements of the 2018 Code and the
Companies {Miscellaneous Reporting) Regulations 2018
Reviewed sharenholding guidelines and progress of £xecutive Directors and Executive Committee members
Approved the 2017/18 Director s’ remuneration report
Recewed a report from Tesco Bank remuneration committee.
Reviewed the Commiittee's performance and terms of reference

Committee advisers.

The Committee has authority to obtamn the advice of external ndependent remuneration consultants It s solely responsible for ther
appointment. retention and termination and for approval of the basis of their fees and other terms. PwC was appointed advisor to the
Committee in 2015 following a comprehensive selection process The Chair of the Committee agrees the protocols under which PwC provides
advice PwCis a member of the Remuneration Consultants Code of Conduct and adheres to this Code in its dealings with the Committee

During the year, Pw(C provided independent adwice and commentary on a range of topics including remuneration trends, consulting with
shareholders and corporate governance PwC fees for advice provided to the Committee were £120.700 (2017/18 £166.000) Fees are
charged on a time and materials bas:s PwC also provided general consultancy services to management during the year Separate teams
within PwC provided unrelated adwisory services in respect of corporate tax compliance, technology consulting ang internal audit services
during the year However, the Committee is satisfied that these activities do not compromise the independence or objectivity of the advice
it has recewved from PwC

Compliance.
In carrying out its duties, the Committee gives full consideration to best practice. including investor guidetines The Committee was

constituted and operated throughout the pertod In accordance with the principles outhined in the Listing Rules of the Financial Conduct
Authority. The auditor’s report. set out on pages 84 to 94, covers the disclosures referred to in this Report that are specified far audit by
the Financial Conduct Authority

Shareholder voting.
Tesco rerains comemitted to ongoing shareholder dialogue and carefully reviews voting outcomes on remuneration matters in the event of
a substantizl vote against a resolution in relation to Directors' remuneration, Tesco would seek to understand the reasons for any such vote

and would detail any actions taken in response in the next Directors’ remuneration report

Voting outcomes at 2018 AGM.

Vvotes for %  Votes against %
Remuneration policy (binding vote)® 6732 074,335 9315 495,171,972 685
Remuneration report lagvisory votel! 7036 698 808 96 94 222,134,025 306

W 35 31 423 voles were withheld on the remuaeration policy and 3 745 517 on the remuneration report Votes withheld are not counted 17 the votes for or against a resolution but would be
considered by the Committee In the event of a significant number of votas being withheld

Approved by the Board on 9 April 2019
S Gplsn

Steve Golsby
Remuneration Committee Chair
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Directors’ report

Tesco PLC Company Number 00445790

The Directors present their report, together with the audited
accounts for the 52 weeks ended 23 February 2019

Dividends.

The profit for the financial year, after taxation, amournts to £1.320m
{2017/18 £1,210m) from continuing operations The Directors have
declared dividends as follows

Ordinary Shares Ern
Paid ntenm drdend of 167 pence per share! (2017/18 1pence

per share} 162
Proposed final dividend of 4 10 pence per share (2017/18- 2 pence

per share) 402
Total dmidend of § 77 pence per share for 2018/19°

(2017/18. 3 pence per share) 554

*  Subject to shareholder approval 8t this year's AGM the final ordinary drvidend will be
paid on 21 June 2019 to all sharehclders on the Register of Members at the close of
business on 17 May 2019

1 Excludes EZm dividends waived {2018 £nil)

Certain nominge comMpanies representing our employee benefit
trusts hold shares in the Company in connection with the
operation of the Company's share plans and evergreen dividend
waivers remain in place on shares held by them that have not
been allocated to employees

Share capital and control of the Company and
significant agreements.

Details of the Company’s share camital, mcluding changes duning
the yesr in the 1ssued share capital and detalls of the rights
attaching to the Company's ordinary shares are set out in Note 28
on page 147

No sharehoider holds secunties carrying special rights with regards
1o control of the Company and there are no restrictions on voting
rights or the transfer of securities in the Company and the
Company 1s not aware of any agreements between holders of
securities that result in such restrictions

The Company was authorised by shareholders at the 2018 AGM
to purchase its own shares in the market up to a maximum of
approximately 10% of its 1ssued share capital No shares were
purchased under that authority during the financisl year The
Company s seeking to renew the authority at the forthcoming
AGM, within the Imits set out in the notice of that meeting and In
line with the recommendations of the Pre-emption Group

Shares held by the Company’s Share Incentive Plan Trust,
International Employee Benefit Trust, Employees’ Share Scheme
Trust, Tesco Ireland Share Bonus Scheme Trust and Booker Group
2010 Employee Benefit Trust rank par passu with the sharesin
issue and have no special nghts Voting nghts and rights of
acceptance of any offer relating to the shares held in these

trusts rests with the trustees, who may take account of any
recommendaticn from the Company Voting rights are not
exercisable by the employees an whose behalf the shares

are held in trust

The Company i1s not party to any significant agreements that
waould take effect, alter or terminate following a change of control
of the Carmnpany The Company goes not have agreements with
any Director or officer that would provide compensation for loss
of office or employment resulting from a takeover, except that
provisions of the Company's share plans may cause options

and awards granted under such plans to vest on a takeover
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Major shareholders.

Information provided to the Company by major shareholders
pursuant to the FCA's Disclosure Guidance and Transparency
Rules (DTR) are publshed via a Regulatory Information Service
and are available on the Company’s website The Company had
been notified under Rule 5 of the DTR of the following interests
in voting rights ints shares as at 23 February 2019 and as at the
date of this report

% of total voung

% of total voting rights as et the

rights as at date of this

23 Fedruary 200G repon

BlackRock, Inc 6.64 664
Norges Bank 389 399
Schroders plc 499 4 89

Articles of Association.,
The Company's Articles of Association may only be amended by
special resolution at a general meeting of the shareholders

Directors and their interests.

The biographical details of the current serving Directors are set
out on pages 40 to 42 The Directors who served during the
year were John Allan. Mark Armour: Melssa Bethell (appointed
24 September 2018), Steve Golsby, Byron Grote, Dave Lew:s,
Mikael Olsson; Deanna Oppenhemer; Simon Patterson:

Alison Platt. Lindsey Pownall; Alan Stewart and Charles Wilson
{stood down from the Board on 16 July 2018). The interests of
Directors and their immediate farmlies in the shares of Tesco PLC.
along with details of Directors’ share options, are contained in
the Directors’ remuneration report set out on pages 62 to 79

Cn 5 March 2018 Stewart Gilliland and Charles Wilson were
appointed to the Board Charles Wison resigned as a Director
on 16 July 2018 due to il health, but remains a member of the
Executive Committee. On 24 Septemnber 2018 Melissa Bethell
was appointed to the Board

At no time during the year did any of the Directors have a material
interest in any sigrificant contract with the Company or any of its
subsidianies A qualifying third party indemmity provision, as defined
in Section 234 of the Companies Act 2006, 15 i force for the
benefit of each of the Directors and the Group Company Secretary
{who 15 also a Director of certan subsidiaries of the Company) in
respect of habihties iIncurred as a result of their office, to the
extent permitted by law In respect of those liabilities for which
Directors may not be indemnified the Company maintained a
Directors’ and Officers' hability nsurance policy throughout the
financia! year

Employment policies.

Our focus 15 on ensuring that our policies are simple, helpful and
trusted. so that our colleagues are able to source the information
they need quickly and easily As our internal technology develops,
we are transiioning 1o colleague self-service The development of
our Colleague Help service puts information into the hands of
colleagues themselves, ensuring policies are better utilised. and
available to all. These new platforms prowde heipful feedback and
analytics which faciitate our understanding of how and where we
can continue to improve our offer.

Over the iast year we have continued to work with our recognised
trade umion in the UK, Usdaw, to improve our policies so that they
address the needs of all our colleagues. Our local and national
forums are invaluable for giving colleagues a voice and ensurng
they are engaged with business decisions that are made Such
feedback helps us drive our business forward as our colleagues
are closest to our customers



Cur Equal Opportunities Diversity and Inclusion policies support
managers and colleagues in creating a diverse and inclusive culture
where everyone 1s welcome We are committed to employing and
supporting people who are disabled, or become disabled during
their career within the Group and where possible we make
reasonable adjustrments in job design and provide appropriate
traiming Our policies demanstrate our commitment to providing
equal opportunities to all colleagues. irrespective of age. disabihity,
gender. marnage and civil partrership, pregnancy or maternity,
race, rehgwon or belief, sex, or sexual onentation We offer a

range of colleague networks to maintain a culture of inclusivity,
including Out at Tesco. Wamen at Tesco, Black Asian Minority
Ethnic Network, Armed Forces Network and Disability Network
We are proud to be a Disability Confident Employer as part of the
UK Government's Disability Confident scheme, a Global Diversity
champion with Stonewall and a gold member of the UK
Government's Armed Forces Covenant This demonstrates
Tesco's commitment to ensunng we create an environment
where all colleagues have the opportunity to get on

we publish a robust Guide to help managers ensure they are
supporting both colleagues and new apphcants with disabilities
Qur recruitment principles ensure that any applicant who can
meet the mimimum assessment criteria will be invited to interview
regardless of whether they have a protected charactenstic When
arranging further assessment Interviews we ask candidates if they
require any reasonable adjustments to help support them during
the interview process, such as making adjustments to the scoring
mechanmisms used for interview assessments for someone who has
learning difficulties or dyslexia

We actively encourage colleagues to become invoived in the
financial performance of our business through a variety of
share and bonus schemes

we review and update all our palicies annually
More information on engagement with our
colleagues can be found on page 53

Political donations.
The Growup did not make any poiitical donations (2017/18, £nil) or
incur any political expenditure dunng the year (2017/18: Enil)

Compliance with the Groceries (Supply Chain
Practices) Market Investigation Order 2009 and the
Groceries Supply Code of Practice (the Code).

The Code regulates aspects of the commercial relationshup
between the 12 largest grocery retailers in the UK and their
suppliers of grocery products, establishing an overarching
principle that retailers must deal with thewr suppliers fairly and
lawfully Specific supplier protections under the Code include the
obligation for agreements to be in writing and copies retained:
reasonable notice to be given of changes to the supply chain or
reduction in the volume of purchases; and a number of provisions
relating to payments by supphers, including obligations for retaiters
to pay suppliers without geiay and a prohibition on certain types of
payments, such as those for shrinkage

Retaller comphiance with the Code 1s overseen by the Grocenes
Code Adjudicator (GCA). Christine Tacon We continue to engage
constructively and positively with the GCA and her office and in
2018/19 we worked together in particular on her Top Issues

Corporate governance

We have an established Code compliance programme at Tesco and
One Stop which 1s embedded throughout our business. Following
our mierger with Booker in March 2018, we have been developing a
bespoke GSCOP compliance programme at Booker which includes
traiming and guidance on the Code Similarly. as part of our
strategic alliance, we have worked with Carrefour to deliver GSCOP
training and guidance to colleagues working with suppliers 1o our
UK pusiness At Tesco and One Stop we train colieagues across our
Product ang other functions in the UK and in Bengaluru on thesr
obhgations under the Code. In 2018/19, we trained 325 new starters
and 1,393 colleagues receved updated e-learning which is
supplemented, where required, with face-to-face training sessions.
In addion 5.647 office colleagues have completed their annual
Code of Compliance Declaration, and those colleagues who work
with grocery suppliers have also completed a declaration to
confirm they have complied with GSCOP during 2018/19

During the year, 530 Booker colleagues attended face-to-face or
virtua! training sessions on the Code Training on the Code has
been supplemented at Booker through the rollout of detailed
guidance documents

we continue to strengthen and transform the way we work

with suppliers through our Product Change Programme, simplifying
how we do business and improving our supplier relationships
These developments are having a positive impact on our suppher
relationships In the GCA's annual supplier survey for 2018, Tesco
placed secand in the overall assessment of Code compliance.

an improvement from fourth in 2017 Tesco continues to be the
most improved suppher for a third year with 97% of cur suppliers
recognising that we comply 'consistently well’ or “mostly well’
with the Code In our own suppher survey for the second half of
2018/19. we are pleased that the results continue to reflect the
progress we have made with suppliers Qur total UK score for
suppliers rating their satisfaction with Tesco as either ‘extremely
satisfied' or ‘very satisfied’ was 79 7% In relation to the areas
discussed in this response, our strongest score in viewpoint
continues to be 'Tesco pays promptly twithin policy terms)’

at 88 6% In addition, ‘Tesco ensures 155ues are hstened to.
discussed and addressed’ sew 76 3% of our supphers as

either 'extremely satisfied’ or ‘very satisfieg’

This year, 40 Code-related 1ssues were rassed by suppliers {this
includes four Booker supplers and one One $top suppher) Inhne
with feedback sent by the GCA to all designated retalers we have
updated our internal reporting framework to capture all Code
related 1ssues raised by suppliers with any colieagues Therefore,
the scope of 1ssues captured has widened for reportng purposes
As at 23 February 2019, we had resolved 34 of the concerns
fotlowing further discussion between the buying team and the
relevant supplier. or between our Code Compliance Officer and
the suppher Of the six remaining complaints ta be resolved. we
continue our ¢iscussions with these suppliers. with a view to
resclving these matters.

Going concern, longer term prospects and viability
statement.

The Directors consider that the Group and the Company have
adequate resources to remain in operation for the {oreseeable
future and have therefore continued 10 adopt the going concern
basis in preparing the financial statements The UK Corporate
Governance Code 2016 requires the Directors to assess and report
on the prospects of the Group over a longer penod This longer
term viability statement is set out on page 37
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Directors’ report continued

Events after the balance sheet date.
There are no post balance sheet events.

Directors’ statement of disclosure of information to
the auditor.

Having made the requisite enguires. the Directors in office at the
date af this Annual Report and Financial Statements have each
confirmed that, so far as they are aware, there 15 no relevant audit
information (as defined by $ection 418 of the Companies Act 2006]
of which the Group’s auditor 1s unaware, and each of the Directors
has taken all the steps he/she ought to have taken as a Director to
make himself/herself aware of any relevant audit information and
{0 estabitsh that the Group's auditor 1s aware of that informatton
This confirmation 1s given and should be interpreted in accordance
with the provisions of Section 418 of the Companies Act 2006

Cautionary statement regarding forward-looking
information.

where this document contains forward-looking statements,

these are made by the Directors in good faith based on the
information available to them at the time of their approval of

this report These statements should be treated with caution

due to the inherent nsks and uncertainties undertying any such
forward-locking information The Group cautions investors that a
number of factors, including matters referred to in this document,
could cause actual results to differ matenally from those contained
in any forward-looking statement Such factors include. but are not
imited to. those discussed under Principal risks and uncertainties
on pages 32 to 36

Nesther the Group. nor any of the Directors. provides any
representation, assurance or guarantee that the occurrence
of the events expressed or implied in any forwarg-looking
statements in this document will actually occur Undue reliance
should not be placed on these forward-looking statements,
The Group undertakes no obligation to publicly update or revise
any forward-looking statement, whether as a result of new
information, future events or otherwise.

Modern Slavery Act.

As per section 54(1) of the Modern Slavery Act 2015, our Modern
Slavery Staternent s reviewed and approved by the Board on an
annuai basis and published on our Group website The statement
covers the activities of Tesco PLC and its subsidiaries and details
polictes, processes and actions we have taken to ensure that
slavery and human trafficking are not taking place n our supply
chains or any part of our business More information on our
Statement can be found on our website.
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Anti-corruption and anti-bribery matters.

We have a zero-tolerance approach to bribery and our anti-bribery
programme operates around the Group The programme is built
around a clear understanding of how and where bribery risks
affect cur busingss and comprises key contro!s such as policies
{anti-bribery, gifts & entertainment, conflicts of interest, charitable
donations), procedures such as conducting due diligence on
supphers (in particular those who will engage public officials on our
behalf), traming colleagues on bribery risks every year and ongoing
assurance programmes to test that the controls are functioning
effectively Bribery risk management is discussed at senior
leadership groups in each business unit. including at the

Group level, and also twice a year with the Audit Committee

Additional disclosures.,

Other information that 1s relevant to the Directors’ report. and
which is incorporated by reference into this report, can be
located as follows.

Pages
Future developments 1o 37
Research and develocpment 15
Greenhouse gas emissions 3
Financial instruments and financial risk management 129t0 139
Corporate governance report 38to 6l
Employee engagement 53

Disclesures required pursuant to Listing Rule 9.8 4R can be found
on the following pages

Pages
Statement of capitahised interest 14 to 122
Alletment for cash of equity securities 147
Wawer of dvidends 80

The Company has chosen. in accordance with Section 414 CO1) of
the Comparues Act 2006, and as noted in thws Directors’ report, to
nclude certain matters inits Strategic report that would otherwise
be required to be disclosed in this Directors’ report The Stratepic
report can be found on pages 1to 37



Statement of Directors’ responsibilities.

The Directors are reguired by the Companies Act 2006 to prepare
financial statements for each financial year that gwe a true and fair
view of the state of affairs of the Group and the Company as at the
end of the financial year, and of the profit or loss of the Group for
the financial year Under that law, the Directors are required to
prepare the Group financial statements in accordance with
International Financial Reporting Standards (IFRS) as adopted by
the European Union {EU) and have elected to prepare the Parent
Company financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice, including FRS 101
‘Reduced Disclosure Framework’ (UK Accounting Standards

and applicable law)

In prepaning these financial statements, the Directors are
required to

- select suitabie accounting policies and then apply them
consistently.

- make judgements and accounting estimates that are

reasonable and prudent

state whether IFRS as adopted by the EU and spplicable

UK Accounting Standards have been followed. subject to

any matenal departures disclosed and explained in the Group

and Parent Cormpany financial staterments respectively,

~ present information, Inchuding accounting policies, ina
manner that prowides relevant, reliable. comparable and
understandable information,

- provide additional disciosures when compliance with the
specific requirerments in IFRS are msufficient to enable users
to understand the impact of particutar transactions, other
events and conditions on the entity’s financial posit:on and
financial performance, and

- prepare the financial statements on the going concern basis
unless it 15 nappropriate to presume that the Group and the
Company will continue in usiness

Corporate governance

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Group’s
transactions ane disclose with reasonable accuracy at any ime the
fingncizl position of the Group and the Company. and which enable
them 1o ensure that the financial statements and the Directors’
remuneration report compdy with the Companies Act 2006 and,

as regards the Group financial statements, Article 4 of the IAS
Regulation They also have general responsibility for taking such
steps as are reasonably open to them to safeguard the assets of
the Group and the Company. and to prevent and detect fraud

and other irregulanties The Directors are responsible for the
maintenance and integnity of the Company's website Legistation in
the United Kingdom govermng the preparation and dissemination
of financial statements may differ from legisiation in other
jurisdictions. The Directors consider that the Annual Report

and Financial Statements, taken as a whole, is fair, balanced

and understandable and provides the information necessary

for shareholders to assess the Group's and the Company’s
performance busingss model and prionties Each of the Directors,
whose names and functions are set out on pages 40 to 42 confirm
that, to the best of thewr knowledge

the financial statements, which have been prepared m
accordance with the relevant financial reporting framework,
give a true and far view of the assets habiities, financial
position and profit or loss af the Group and the undertekings
included in the consolidaticn taken as a whole: and

the Strategic report contained within this document includes a
fair review of the development and performance of the business
and the position of the Group and the undertakings included in
the conschdation taken as a whole, together with a descrniption
of the principal risks and uncertainties that the Group faces

By order of the Board

Robert Welch
Group Company Secretary

9 April 2019
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Independent auditor’s report to the members of Tesco PLC

Report on the audit of the financial statements

Opinion

In our opinion:

- the financlal statements of Tesco PLC {the 'Parent Company’)
and its subsidiaries (the ‘Group'} give a true and fair view of
the state of the Group's and of the Parent Company's affairs
as at 23 February 2019 and of the Group’s profit for the year
then ended;

- the Group financial statements have been properly prepared

in accordance with International Financial Reporting

Standards (IFRSs) as adopted by the European Union;

the Parent Company financial statements have been

properly prepared in accordance with United Kingdom

Generally Accepted Accounting Practice including FRS 101

‘Reduced Disclosure Framework’; and

the financial statements have been prepared in

accordance with the requirements of the Companles

Act 2006 and, as regards the Group financial statements,

Article 4 of the |AS Regulation.

We have audited the financial statements which comprise
- the Group income staterment,

- the Group statement of comprehensive Income,

- the Group and Parent Company balance sheets,

- the Group and Parent Company statements of changes in equity.

- the Group cash flow statement; and

- the reiated Notes | to 36 of the Group financial statements and
Notes 1te 17 of the Parent Company financial statements

The financial reparting framework that has been applied in the

preparation of the Group financial statements 1s applicable law

and IFRSs as adopted by the European Union The financial

reporung framework that has been apphed in the preparation

of the Parent Company financial staterments s applicable law

and United Xingdom Accounting Standards, including FRS 101

‘Reduced Disclosure Framework’ (United Kingdom

Generally Accepted Accounting Practice)

Basis for opinion

We conducted our audit in accordance with International
Standards on auditing (UK) (I8As (UK)) and applicable law
Qur responsibilities under those standards are further
described in the auditor's responsibilities for the audit
of the financial statements section of gur report

we are independent of the Group and the Parent Company in
accordance with the ethica! requirements that are rélevant to
our audit of the financial statements in the UK, including the
Financial Reporting Council's {the 'FRC’s’) Ethical Standard as
applied to listed public interest entities, and we have fulfilleg
our other ethical responsibiiities in accordance with these
requirements, We confirm that the non-audit services
prohitited by the FRC's Ethical Standard were not provided
to the Group or the Parent Company.

We believe that the audit evidence we have obtained 1s sufficient
and appropriate to provide a basis for our opinion

Summary of our audit approach

Key audit matters
The key audit matters that we identified in the current year were.

@ Booker IFRS 3 acquisition accounting judgements and
presentation of results,

@ IFRS 16 presentation and disclosure;
@ Tesco Bank. loan impairment.:

® store imparment review:

@ recognition of commercial income:
® pension cbligation valuation
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@ contingent Habiities:
® presentation of the Group's iIncome statement: and
® retail technology enviranment, including IT security

Wwithin thus report, any new key audit matters are identified
with @ and any key audit matters which are the same as the
prior year identified with ®

Key audit matters have been updated for the current
year where required

Materiolity

We have considered a number of benchmarks and determined
that it is appropnate to base materiality on profit before tax
before exceptiona! items and amortisation of acquired intangibies
Tne materiality that we used for the Group financial statements
was £80m {2017/18 £50m) which equates to 4.7% (2017/18. 4 4%)
of profit before tax before exceptional items and amortisstion

of acquired intangibles. Refer to page 89 for further details of
excepuonal items and amortisation of acquired intang bles

Scoping

Our audit scoping provides full scope audit coverage of 95%
(2017/18: 96%) of revenue and 95% (2017/18 92%) of net assets
Following the completian of the Group™s merger with Booker the
acquired business became part of our full audit scope. The Group's
convenence retail business. One Stop. 15 no longer subject ta
specific audit procedures due o the business not being

significant in the context of the Group.

Significant changes in our approach
Our 2018/19 report includes three new key audit matters

- Booker IFRS 3 acquisition accounting judgements and
presentation of results,

- IFR$16 presentation and disclosure, and

~ Tesco Bank: loan impairment

We no onger report inventory valuation as a key audit matter due
to a reduction in the required level of management judgement.

Conclusions relating to going concern, principal risks ang
viahility statement

Going concern

We have reviewed the Directors’ staterment on page 83 to

the financial statements about whether they considered it
appropriate to adopt the going concern basis of accounting

n preparing them and their identification of any matersal
uncertainties to the Group's and Parent Company's ability

to continue to do so over 2 period of at least twelve months
from the date of approval of the financisl statements

We considered as part of our risk assessment the nature of

the Group, its business model and related risks including, where
relevant the impact of Brexit, the requirements of the applicable
financial reporting framework and the system of internal control
We evaluated the directors’ assessment of the Group's ability to
continue as a going concern. including challenging the underlying
data and key assumplons used to make the assessment, and
evaluated the directors' plans for future actions in relation to
their going concern assessment.

We are required to state whether we have anything matenal to
add or draw attention 1o in relation to that statement required
by Listing Rule 9 8 6R(J) and report «f the statement 1s materially
nconsistent with our knowledge obtaned in the audit

We confirm that we have nothing material to report, add or
draw attention to in respect of these matters.



Principal risks and viability statement

Based solely on reading the Directors’ statements and considering
whether they were consistent with the knowledge we obtained in
the course of the audit, including the knowledge obtained in the
evaluation of the Directors’ assessment of the Group’s and the
Parent Company’s ability to continue as a gomng concern. we are

Financial statements

We are also required to report whether the Directors’ statement
relating to the prospects of the Group required by Listing Rule

9 8 B6R{3) s matenally inconsistent with our knowledge obtaned
n the audit

We confirm that we have nothing material to report, add or
draw attention to In respect of these matters.

required to state whether we have anything material to add or

draw attention to in relation to

- the disclosures on pages 32 to 37 that describe the principal
risks and explain how they are being managed or mitigated.

the Directors’ confirmation on page 32 that they have carned
out a robust assessment of the principal risks facing the Group.
Including those that would threaten its business mode, future

performance, solvency or liquidity, or

- the Directors’ explanation on page 37 as to how they have

Key audit matters

Key audit matters are those matters that in our professional
judgement, were of most significance in our audit of the financial
statements of the current peniod and include the most significant
assessed risks of matertal misstatement (whether or not due to
fraud} that we Identified These matters included those which
had the greatest effect on. the overall audit strategy the

allocation of resources in the audit, and directing the efforts

of the engagement team

assessed the prospects of the Group, over what pericd

they have dene so and why they consider that perod to be
appropriate, and their statement as to whether they have a
reasonable expectation that the Group wilf be sble to continue In
operatton and meet its liabilities as they fall due over the period

on these matters

of their assessment, including any related disclosures drawing
attention to any necessary qualifications or assumptions

Key audht matter description

How the scape of our audit responded Lo the key audit maiter

These matters were addressed in the context of aur audit
of the financial statements as a whole, and in forming our
opinion thereon. and we do not provide a separate opinon

Key observations

@ Booker IFRS 3 acquisition accounting judgments and presentation of Booker results

Booker IFRS 3 gcquisition accounting judgements
As described in Mote 31 {Business combinauens), on &
March 2018, the Group completed the acquisition of
Booker Group ple for consideration of £3.993m The
transaction has been accounted for in accordance with
IFRS 3 ‘Business Combinotions’, £3.093m of gocdwill and

£900m of other assets or hiabilities have been recognised.

including £765m of acquired intangible assets

We have identified a key audit matter in relation to the
completeness and valuation of separately identifiable
assets recognised upon acquision and the key
assumptions underpinning the fair valuation of

£220m of acquired land and buiidings

The Audit Committee’s discussion of this key audit
matter 1s set out on page 58

Presentation of Booker resuits

As described in Note 1{Accounting policies, Judgements
and estimates) and Note 2 (Segmental reporting,
following the acquisition of Booker on 5 March 2018,
management has applied judgment in their decision to
present Booker within the UK & ROI segment under IFRS
8 '‘Operating Segments’.

Management’s key considerations include the fact that
Booker 15 managed on an mntegrated basis with the rest
of the UK retail business and the Chief Operating
Decision Maker (CODM) monitars performance and
allocates resources at a combined UK & ROl level which
includes Booker

The Audit Committee’s discussion of this key augit
matter is set out on page 59

Booker IFRS 3 acquisition occounting judgements
Our audit procedures included assessing the design
and imptementation of key controls which relate

to the completeness and valuation of iIdentifiable
intangble assets and the far valuation of acquired

land and Duildings

In order to address this key avdit matter we have

completed audit procedures including

- engaging cur valuation specighsts 10 assist In assessing
the completeness and key valuation assumptions such
as the discount rate and long-term growth rates,

- challznging management's key cash flow assumptions
with reference to industry benchmarks and histarical
performance and

- engaging our real estate experts 1o assist with the
assessment of management's property fair valuations

Presentation of Booker results

Our audit procedures included assessing the design

and )implernentation of the key controls relating 1o the

segmental presentation of the Booker results

Our procedures to assess management's judgment

include assessing the following key matters in the

context of the guidance provided by IFRS §

- reviewing management's internal reporting to verify
that the CODM monitars performance and allocates
resources at a combined UK & ROt level which
includes Booker,

- challenging management over the extent and
timeliness of the integration of Booker's
performance information into the UK & RC!
management information and

- assessing whether the Group's external reporting
narrative and its internal reporting nes were
consistent with the inciusion of Booker within
the UK & ROl segment

Booker IFRS 3 acquisition
occounting judgements
Management’s key estimates
underpinmng the IFRS 3
acquIsition accounting
exercise, in relation 1o the
completeness and valuation
of separatety iIdentifiabie
assets and the fair value
valuation of land and buildings
are reasonable

Presentation of

Booker resuits

The inclusion of Booker’s
resuits within the UK & ROI
segment 1s in comphiance with
{FRS 8 with the presentation
being refleciive of how the
CODM monitors performance
and allocates resources to
the business
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Independent auditor’s report to the members of Tesco PLC continued

Key audit matter description

How the scope of our audit responded to the key audit matter Key observations

@IFRS 16 presentaticn and disclosure

As described i Note 1{Accounting policies. judgements
and estimates). IFRS 16 ‘Leoses” will be effective for
the accounting period commencing 24 February 2019,

within Note 36 management notes [FRS 16 will have a
significant impact on the reported assets. hiabiiities and
the income statement of the Group (a reduction in the
Group's net assets of £1 3bn as at 23 February 2019
and a decrease in 2018/19 statutary profit hefore tax
of £57m). The expected impact of the IFRS 16 transition
is reliant upon a number of key estimates primarily
determining the appropriaté discount rates for

each lease.

Additionally, there Is a risk that the lease data which
underpin the IFRS 16 transition calculabon are
incomplete or inaccurate

The Audit Committee’s discussion of this key audit
matter is set out on page 58

The key estirnates and
wdgements underpinning the
Group's IFRS 16 impact
assessment are appropriate

Qur audit procedures included assessing the design and
implementation of the key controls relating to the
determination of ithe IFRS 16 transiion impact disclosure

Gur procedures to assess management's key modelting
estimates and the completeness/accuracy of the
underlying lease data inciuded

- assessing the discount rates used to calculate the
lease obligation and measul e any rnpsii menl of the
right of use asset with support from our valuation
specialists;

- assessing the accuracy of the lease data by testing the
lease dala captured by management for a sample of
ieases through the inspection of lease documentation,

- testing the completeness of the lease data by
reconciting the Group's existing lease commitments to
the lease data underpinning the IFRS 16 model. and

- assessing the treatment of historical sale and
leaseback transactions and property joint venture
arrangements in the context of IFRS 16

@ Tesco Bank: Loan impairment

As described i Note 17 {Loans and advances to
custorners and bankst the Group holds a loan
impairment proviston of £485m (2017/18 £238m) aganst
lpans and advances to customers within Tesco Bank,
Loan impairment prowvisioning 15 considered a key audit
matter as it involves significant judgement to be applied
by management in order 10 estimate expected future
losses As descnbed in Note 1 {(Accounting policies,
estimates and judgements) for 2018/19 management's
provisioning methodology changed from an “incurred
loss” model to an “expecied loss” mode! following the
adoption of IFRS § ‘' Financraf Instruments’ resulting n

& E219m transitianal ncrease in the Group's loan
wnparment grovision requirement

The Audit Committee’s chscussion of this key audat
matter is set out on page 58

Our audit procedures included assessing the design and
implementation of key controls which relate to the
determination of loan mpairments

In arder to aadress this key audit matter we have

compileted audit procedures including

~ challenging the quantitative and qualitative triggers
used to identify significant Increases In credit risk to
assess whether they are apprepnate, consistently
apphed and based on reasonable information and
meet the requirements of IFRS 9,

- assessing and challenging the key assumptions used by
management with reference to mdustry benchmarks
and our credit risk specialists

- testing that these key assumptions have been
accurately reflected in the calculation of expected
credit losses,

- performing completeness and accuracy testing over
the data supporting management's key assurmptions,

- testing that these key assumptions have been
accurately reflected in the calculation of expected
credit losses, and

- with support from cur economic medeting experts.,
challenging the macro-economic scenanos including
Brexit scenarios. ncorporated by management

Management's pravision 18
reasonably stated. and is
supported by a methodology
that 1s consistently applied
and comphant with IFRS 9
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Key audit matter descripuion

How the scope of our audit responded to the key avdit matter

Financial statements

Key cbservations

© Store impairment review

As described in Note ¥ [Accounting policies, judgements
and estirmates) and Note 11 (Property, plant and
equipment). the Group held £19.023m {2017/18: £18.521m)
of property, plant and equipment at 23 February 2019
Under iFRS, the Group s required to complete an
impawrment review of its store portfolio where there

are indicators of iImpairment or impairment reversal

Judpement 1s required inwentifying indicators of
imparment and estirnation 15 required in determining
ihe recoverable amount of the Group’s store portfolio
Additionally. there s judgement in refation to trniggening the
reversals of iImpawments recognised in previous periods
There 1s a risk that the carrying value of stores and related
fixed assels may be higher than the recoverable amount
Where a review {or i/mpairment, or reversal of impairment
1s conducted. the recaverable amount 1s determined
based on the higher of 'value-in-use’ or "{fair vaiue less
costs of disposal’

The three areas which are key to management §

Impairment review are as follows.

- value-in-use 1s denved from cash flow projections
which rely upon Directors’ assumptions and estimates
of future trading performance, including the Group's
ability to realise forecast cost savings,

- value-in-use 15 calculated by a number of complex
models and as such there 1s a risk the models are
not calculating the value-in-use accurately: and

- the fair value of properties in each of the Group’s
terntories.

As noted within Note 11. the Group has Incorporated

a Brexit nsk adjustment in the UK & ROl segment to

reflect the associated risks in the Group's modelling

As a resuit of the Group's store impairment review

completed during the year, a net impairment reversal

of £73m (2017/18' net impairment reversal of E187m)

was recognised

The Audit Committee's discussion of this key audit

matter 15 set out on page 58

Cur audit procedures included assessing the design and

implementauon of key controls around the impairment

FEVIEW DrOCESSEs

In relation 1o the Group's value-In-use assessment

our precedures have ncluded

- ¢hallenging the key assumptions utilsed in the cash
flow forecasts with reference to hustorical trading
performance, market expectations and the
reasonableness of management’s forecasts-

~ reviewing and challenging the adequacy of
management’s sensitivity analysis in relation 1o key
assumptions {e consider the extent of change In those
assumptions that either indwvidually or collectively would
be required fer the assets to be impaired in particular
forecast cash flows and property lar values, and

- assessing the accuracy of the value-in-use modelling
with reference to the requirements of IAS 36
‘impoirment of Assets’ and checking the integrity of
the Group's value-in-use models

In refation 1o the Group's “fair value less costs of disposal’,

we have challenged the Group's fair value assumplions

using internal property vaiuation specialists and assessing

whether appropriate vatuation methodologies have been

used and sufficient consideration given tc comparable

retaill sector valuation evidence

We note actions are required
by the Graup to achieve
these forecasts over the
medium-term We concluded
that the assumptions in the
impairment models,
specifically in the value-in-
use calculatons, were within
an acceptable range, and
that the overall level of net
reversal of Impairment was
reasonable

Additionally the Group's
incorporation of the risks
associated with Brexit 1s
considered 1o be appropriate.

® Recognition of commercial income

As described in Note 1 (Accounting policies judgements and
estimates) and Note 20 (Commercial Income), the Group
has agreements with suppliers whereby volume-reiated
allowances. promotional and marketing allowances and
various other fees and discounts are received in connection
with the purchase of goods for resale from thase suppliers
As such. the Group recognises a reduction in cost of sales as
a result of amounts recevable from those suppliers
inaccordance with IFRS, commercial income should only

be recognised as inceme within the 1ncome statement
when the performance conditions associaied with it have
been met. for example where the marketing campaign

has been hefd,

The variety and number of the buying arrangements

with supphers can make it complex to determine the
performance canditions associated with the income,

giving rise to arequirement for management judgement

As such we have identified thss as a key audit matier and
considered that there was a potental for fraud through
possible manipulation of this income,

The Audit Committee's discussion of this key audit matter
ts set oul on page SB

Our audit procedures included assessing the design and
implementation of key controls the Group has established
n relation to commercial income recognition.

In addition, we performed the following.

- 1esting whether amounts recognised were accuraie and
recorded in the correct penod. by agreeing to the
contractual performance obligations in a sample of
mdwvidual supplier agreements:

- testing commerciat income balances included within
inventories and trade and other receivables, or netted
against trade and other payables {as set out In Note 20)
via balance sheet reconciliation precedures,

- circularising a sample of suppliers to test whether the
arrangerents recorded were complete. wWhere responses
irom suppliers were not received, we completed
aiternative procedures such as agreement to underiying
contractuat arrangements;

~ holding discussions with a sample of the Group's buying
persannel to further understand the buying processes,
where required,

- using data analytics 10 profile commercial income, identify
deals which exhibited characteristics of audit interest
upon which we completed detailed audit testing,

- reviewing the Group's ongoing compliance with the
Grocerigs Supplier Code of Practice IGSCOP). Additionally.
reviewing the reporting and correspondence to the
Group's supplier hatline in order 1o identify any areas of
nen-compliance which may require further investigation:

- considering the Booker commercial income arrangements
and compliance with the Group's relevant accounting
practices: and

-~ considering the adequacy of related disclasure within the
Group's financial statements

The results of our testing are
satisfactory We consider the
disclosure given around
supphier rebates to provide
an appropriate understanding
of the types of rebate income
received and the impact on
the Group's balance sheet
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Independent auditor’s report to the members of Tesco PLC continued

Key audit matter descripuen

How the scope Gf our audit responded to the key audit matter

Key observations

® Pension obligation valuation

As described in Note 1{Accounting policies. judgements
and estimatest and Note 27 (Post-employment benefits)
the Group has a defined benefit pension plan iIn the UK
retail business. At 23 February 2019, the Group recorded
a net retirement obligation before deferred tax of
£2.808m (2017/18 £3.282m). comprising scheme assets
of £15 054m (2017/18 £13.235m} and scheme habilities of
£17.862m (2017/18 £16.517m)

The pension obligation valuation s materal, dependeant
on market conditions, and sensitive 1O thanges In key
assumptions The key audit matter specifically relates to
the foliowing key assumptions discount rate, nflation
expectations and lif¢ expeclancy assumptions

The setting of these assurmptions 15 complex and
requires the exercise of significant management
Judgement with the support of third party actuaries

The Audit Commiitee’s discussion of thus key audit
malter is 5et out on page 58.

Our audit procegures included assessing the design and
implementation of key controls in relation to the pension
obligation vatustion process

In testing the pension valuation, we have utihsed internal
pension actuarial specialists to review the key actuarial
assumptions used. both financial and demographic, and
considered the methodology utiised Lo derive these
assumptions Furthermore, we have benchmarked and
performed a sensitivity analysis on the key assumgtions
determined by the Directors

We are satisfied that

the methodology and
assumptions applied i
relation 1o deternmining the
pension valuation are within
an acceptable range.

® Contingent liabilities

As described in Note 1{Accounting policies, judgements
and estimates) and Note 32 (Contingent habities) the
Graup has a number of contingent habilities Judgement
1s required in assessing the likelihood of outfiow the
potential quantum of any outflow and the associated
disclosure requirements.

This key avdit matter specifically relates to the following

exposures

-n 20¥16/17 UK shareholder actions were initiated
against the Group linked to the overstatement of
expected profits in 2014 which may result in legah
exposures.

- foilowing the sale of Homeplus in 2015 the Group has
received claims from the purchaser refating 1o the sale
of the business. and

- Tesco Stores Lwmited has receved claims from current
and former store colleagues alleging that their work s
of equal value to that of colleagues working in the
Group’s distribution centres and that differences in
terms and conditions relating to pay are not objectively
Justifiable.

The Audit Committee’s discussion of this key audit

matter Is set out on page 58.

Cur audit procegures included assessing the design
and implementation of key contrels in relation to the
monitoring of known exposures

In assessing the potential exposures to the Group
we have completed a range of procedures including

- assessing the risks the business faces.

- reading Board and other meeting minutes to identify
areas subject to Group consideration

- meeting with the Group's internal legal adwisors to
understand ongoing and petential iegal matters and
reviewing third party correspondence and reparts,

- assessing the reasonableness of management’s
likebheod and quantification of outflow assessment
and

- reviewing the proposed accounting and disclosure of
actual and potential legal habilites drawing on third
party assessment af open matters

We conciude that the Group’s
contingent liabidities
disclosure 1s complete
Specifically, the accounting
and disclosures in relation
1o the ongoing UK
shareholder actions, claims
from the purchasers of the
Homeplus business and the
Group's equal pay matter
are appropriate

® Presentation of the Group’s income statement

One of the Group's key performance indicators 1s ‘Group
operating proiit before exceptional items and
amortisation of acquired intangibles’ {2018/19 £2,206m,
2017/18: £1.646m}

Reter 10 Note 2 (Segmental reparting) for management's
reconciliation of this key performance indicator 1o the
Group's statutory profit measure

Management judgement s required when applying this
accounting policy and when determining the
classification of items as exceptional within the Group's
mcome statement We have determined that there was
a potential for fraud through possible manipulation of
the Group's income statement presentation due to the
levei of jJudgement involved and remuneration targets
being linked to the key performance indicater

The Audit Committee’s chscussion of this key audit
rmatter is set out on page 59.

Qur audit procedures included assessing the design and
implementation of xey controls which address the risk of
inappropriate presentation of the Group’s income
statement

In order to address this key audit matter we have

completed audit procedures including

- considering exceptionat tems disclosad by the Group
and the existence of any further potentiat exceptional
items included within the Group's underiying profit
measures.

- assessing whether any bias exists in management’s
presentation of results and assessing consistency of
application across multiple financial years:

- assessing transactions completed outside of the
normal course of business: and

- assessing the appropriateness of excluding
amortisation of intangible assets acquired in business
combinations from Group’s operating profit alternative
performance measure

We note that consistent with
other businesses of a similar
scale to the Group, there are
non-recurnng income and
expense items included within
profit before exceptional
tems and amorusation of
acquired intangibles which

do not meet the Group’s
definition of exceptional
tems and which largely offset.
We concur that these have
been appropriately Included
within profit before
exceptional items and
amortisation of acquired
ntangibles
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Key audit matter descripticn

How the scope of our 3udit responded to the key audit matter

Financial statements

Key observations

® Retail technology environment, including IT security

The Group's retail operations utilise a range of
mformation systems In 2015/18, 2016/17 and 2017/18
we reported geficiencies in certain IT controls. These
deficiencies could have an adverse impact on the
Group's contrels and financial reporting systems

As described on page 57 within the Audit Cornmittee’s
report, in 2018419 the Group has implemented a new
general ledger system for the LXK business and is
continuing the replacement of a number of Its key
systems as well as making changes to key elements of

We have continued to challenge and assess changes to
the IT environment through the testing of remediated
controls and congtuding on the sufficiency and
appropriateness of management's changes

During the year we have assessed the designand
implementatton of the Group's key controls over the
nformation systems that are important to financial
reporting, including the changes made as parl ol the
Group's replacement programme

Consistent with 2017/18. in 2018/19 we were not able to

Although management’s
remediation plan is designed
to address our concerns,
given the complexsty of the
underlying systems the plan
is & multi-year programme
and not yet complete, and
therefore weaknesses rennain
in the control ervironment

We note that management s

the Group's IT infrastructure to address the identified
deficiencies. There is a risk the related data transfer
process 1s Incomplete or Inaccurate

take a control rellant audit approach due to the ongoing
weaknesses (in the (T enviranment

where we noted deficiencies which atfected
applications and databases within the scope of our
audit, we extended the scope of our substantive

audit procedures

actions have reduced the
number of deficiencies in the
year relating to user access
and change management
controls inked to the
Group's financial reporting

Qur application of materiality

We define mateniality as the magnitude of misstatement in the
financial statements that makes it probable that the economic
decisions of a reascnably knowledgeable person would be changed
arinfluenced We use materiality both in planning the scope of

our audit work and in evaluating the results of ocur work

Based on our professional judgement. we determined matenality
for the financial staternents as a whole as follows

Parent Corpany financiat
statements

Group financial
statements

Materahty  £80m {2017/18 £50m) £52m (2017/18 £35m}

Basis for 4 7% (2017 /18: 4 4%) of profit
determining before tax before exceptional
matenality  items and amortisation of
acquired intangibles of £1.716m
(2012/18- £1.145m).

Refer 1o Note 9 for additional
detal's of profit before tax
before exceptional items and
amortisation of acquired
intangtles and management's
reconciliation to the Group’s
statutory measure

Component materiality has been
determined with reference to
the compenent’s contribution to
the Group's gverall result The
matenality applied by the
component auditers ranges
between £24m and £52m.

Materiality represents
iess than 1% (2017/18
less than 1%) of

net assets

As this (s the Parent
Company of the
Group, it does not
generate significant
revenues but instead
Incurs costs

Net assets are of
most relevance to
users of the financial
statements

Rationale Profit before tax before

for the exceptional items and

benchmark  amartisation of acquired

applied intangibles is an appropriate
metric since 1t 1s a key
performance indicator and 15
not impacted by any potential
volatility which may be caused
by exceptional 1tems and
amaortisation as & result of
acquired intangibles recognised
under IFRS 3.
The materiality selected
represents 0.5% (2017718, 0 5%}
of the Group's net assets

We agreed with the Audit Committee that we would report to
the Audit Committee all audit differences in excess of £4m
12017/18 £2 5m) for the Group and the Parent Company. as well
as differences below that threshold that, in our view, warranted
reporting on qualitative grounds. We alsc report to the Audit
Cammittee on disclosure matters that we identified when
assessing the overall presentation of the financial statements

An overview of the scope of our audit

Qur Group audit was scoped by obtaining an understandmng of the
Group and its environment, including Group-wide controls, and
assessing the nisks of material misstatement at the Group level
The Group has subsidiary grocery retail operations in eight
countries, together with interests in a number of other
businesses bothin the UK and internationally

The Group's accounting process 1s structured around local finance
functions and is further supported by a shared service centre In
Bengaluru, India which provides accounting and administrative
support for the Group's core retail operations Each local finance
function reports into the central Group finance function based at
the Group's head office Based on our assessment of the Group,
we focused our Group audit scope primarily on the audit work

on 8 significant retail locations (UK, Booker, Republic of Ireland,
Czech Republc, Hungary, Poland, Slovakia and Thailand) and
Tesco Bank. The operations in Czech Republic, Hungary, Poland
and Slovakia are managed as one combined business All of these
were subject 1o a full audit and represent 95% (2017/18: 96%) of
the Group's revenue and 95% (2017/18: 92%) of net assets

In additicn, 3 other businesses (Malaysia, Dunnhumby and Tesco
Mobile) were subject to specific audit procedures on material
account balances. where the extent of our testing was based on
our assessment of the risks of material misstatement and of the
size of the Group's operations at those locations The 3 businesses
accounted for 3% {2017/18 4%} of the Group's revenue and 6%
(2017/18: 9%) of net assets The Group's convenience retail
business, OneStop. 15 no longer subject to specific audit
procedures due to the business not being significant in the
context of the Group.

At the parent entity Jevel we also tested the consohdation process
and carred out analytical procedures to confirm cur conclusion
that there were no significant risks of material misstatement of the
aggregated financial information of the remaining components not
subject to audit or audit of specified account batances

The most significant component of the Group 1s its retail business
inthe UK As such, there 1s extensive interaction between the
Group and UK audit team to an appropriate level of direction and
supervision in this auchit work During the course of our audit,

the UK audit team wisited 50 (2017/18 50) retail stores in the UK
to attend either inventory counts or in order to complete store
control visits and 4 (201718 4} distribution centre inventory counts
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Independent auditor’s report to the members of Tesco PLC continued

The Group audit team visited 7 (201718, 6) of the 8 {(2017/18 7)
significant locations set out above, in addition to Tesco Bank and
the Group's shared service centre in Bengaluru, with the Group
Audit Partner visiting 3 (2017/18 4) of these locations We alsp

had a dedicated senior member of the audit team focused on
overseeing the role of the companent audt teams located outside
of the UK and the Republic of Ireland, ensuring that we applied a
consistent audit approach to the operations in the Group's
international business

The audit visits by the Group audit team were timed to enable us
to be involved during the planning and risk assessment process in
addition to the execution of detailed audit procedures During our
visits, we attended key meetings with component management and
auditors, and reviewed detalled component auditor work papers

In addition, all key component audit teams were represented
during a centralised two-day planning meeting led by the

Group audit team and heid in the UK prior to the commencement
of our detalled audit work The purpose of this planning meeting
was Lo ensure a good level of understanding of the Group's
businesses, 1ts core strategy and a discussion of the significant
risks and workshops on our planned audit approach Group
management also attended part of the meeting to support

these planning actvities

Other information

The Directors are responsible for the other information The other
iformation comprises the information included in the annua! report.
other than the financial statements and our auditor's report thereon

Our opirion on the financial statements does not cover the other
information and. except ta the extent atherwise explicitly stated in our
report, we do not express any form of assurance conclusion thereon

In connection with our audit of the financial statements. our
responsibility 1s to read the other information and. in doing s0.
consider whether the other :information 1s matenally inconsistent
with the financial statements or our knowledge obtained in the
audit or otherwise appears to be materially misstated

If we identify such material nconsistencies or apparent matenal
rmisstatements, we are required to determine whether theress a
material misstaiement in the financial statements or 3 material
misstatement of the other infarmation. If, based an the work we have
performed, we conclude that there is a material misstatement of this
other infarmation, we are required to report that fact

In this contexi. matters that we are specifically required to report
to you as uncorrected materal misstatements of the other
information Include where we conclude that

- Fair, balanced and understandable - the statement given by

the Directors that they consider the annual report and

financial statements taken as a whole is fair, balanced and

understandabie and provides the information necessary for

shareholders to assess the Group's position and performance,

business model and strategy. 1s materially InConsistent with our

knowledge obtained in the audit, or

Audit Committee reporting - the section describing the work of

the Audit Committee does not appropnately address matters

communicated oy us to the Audit Committee or

- Directors’ statement of compliance with the UK Corporate
Governance Code - the parts of the Directors’ statement
required under the Listing Rules relating to the Company’s
compltance with the UK Corporate Governance Code cantaining
provisions specified for review by the auditor in accordance with
tisting Rufe 9.8 IOR(Z} do not properly disclose a departure from
a relevant provision of the UK Corporate Governance Code

1

We have nothing to report in respect of these matters,

Responsibilities of Directors

As explained mare fully In the Directors’ responsibilities statement.
the Directors are responsible for the preparation of the financial
statements and for being satisfied that they give a true and fair view,
and for such internal control as the Directors determinge 1s necessary
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to enable the preparation of financial staterments that are free from
material misstatement. whether due to fraud or error In preparing
the financia) statements. the Directors are responsible for assessing
the Group’'s and the Parent Company's ability to continue as a going
concern, disclosing as applicable, matters related to going concern
and using the going concern basis of accounting unless the Directors
either intend to liquidate the Group or the Parent Company or 1o
cease operations. or have no realstic alternative but to do so

Auditor’s responsibilities for the audit of the

financiat statements

Our objectives are to obtain reasonable assurance about whether
the financial staterments as a whole are free from matenal
misstatement. whether due to fraud or error, and to issue an
auditor’s report that includes our opinion Reasonable assurance Is
a high level of assurance. but 1s not a guarantee that an audit
conducted in sccordance with 1SAs (UK) will always detect a material
misstatement when It exists. Misstatements can anse from fraud or
error and are considered matenal if, individually or in the aggregate.
they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements

A further description of our responsibiities for the audit of the
financial statements 1s located on the Financial Reporting Council’s
website at www fr¢ org uk/auditcrsresponsibilities, This description
forms part of our auditor’s report.

Extent to which the audit was considered capable of
detecting irregularities, including fraud

We identify and assess the risks of material misstatement of the
financial statements, whether due to fraud or errar, and then
design and perform audit pracedures responsive to those risks,
including obtaming audit ewdence that s sufficient and appropriate
to prowide a basis for our opinion

Identifying and assessing potenticl risks reioted ta irregulorities
In identifying Bnd assessing risks of material misstatement in
respect of irregularties, ncluding fraud and non-compliance with
laws and regulations. our procedures included the following

- enguiring of management, the Group's Internal Audit function,
the Group’s Security fungtion, the Group’s Cornpliance Officer,
the Group's General Counsel and the Audit Committee. including
obtaining and reviewing supporting documentation, concerning
the Group’s policies and procedures relating to

- dentifying. evaluating and complying with laws and regulations
and whether they were aware of any instances of non-
compliance.

- detecung and responding to the risks of fraud ang whether they
have knowledge of any actual, suspected or alleged fraud, and

- the internal controls established to mitigate risks related to
fraud or non-compliance with laws and regulations incluging the
Group’s cantrols relating to GSCOP reguirements.

- discussing among the engagement team including significant
component audit teams and invoiving retevant internal
specialists. including tax, valuations and pensions regarding how
and where fraud might occur in the financial statements and any
potential indicators of fraud As part of this discussion, we
ident fied potential for fraud in the following areas- timing of
recognition of commercial Income. posting of unusual journals
and complex transactions and manipulating the Group's
alternative performance profit measures and other key
performance indicators to meet remuneration targets and
externally communicated targets. and

- obtaining an understanding of the iegal and regulatory
frameworks that the Group operates in, focusing on those laws
and regulations that had a direct effect on the financial
statements or that had a fundamenta! effect an the operations
of the Group The key laws and regulations we considered in this
context included GSCOP, UK Companies Act. Listing Rules,
employment law, health and safety. pensions legislation and
tax legislation



Audit response to risks identified

As a result of performing the above, we identified the presentation
of Group’s Income statement and recognition of commercial
mcome as key audit matters The key audit matters section of our
report explams the matters in more detail and also descnibes the
specific pracedures we perfarmed In response 10 those key

audit matters

In addition to the above, our procedures 1o respond to risks
identified included the following

- reviewing the financial statement disclosures and testing ic
suppoerting documentation to assess compliance with relevant
laws and regulations discussed above,

enquiring of management, the Audit Committee and in-house
lega! counsel concerning actual and potential htigation and
claims,

performing anaiytical procedures to dentify any unusual or
unexpected relationships that may indicate risks of materiat
misstatement due ta fraud,

reading minutes of meetings of those charged with governance,
reviewing internal audit reports and reviewing correspondence
with HMRC, and

in agddressing the risk of fraud through management cverrde

of controls, testing the appropriateness of journal entries and
other adjustments, assessing whether the judgements made in
making accounting estimates are indicative of a potential bias.
and evaluating the business rationale of any significant
transactions that are unusual or outside the normal course of
business

We also communicated retevant identified laws and regulaticns and
potential fraud risks to all engagement team members including
internal specralists and significant component audit teams. and
rermained glert to any indications of fraud or non-comphance with
laws and regutations throughout the audit.

Report on other legal and regulatory requirements

Opinions on other matters prescribed by the Compunies Act 2006
In our opinion the part of the Directors’ remuneration report to

be audited has been praperty prepared in accordance with the
Companies Act 2006

In cur opinion, based on the work undertaken in the course of the audrt

- the information given in the Strategic report and the Directors’
report for the financial year for which the financial statements
are prepared 1s consistent with the financial statements, and

- the Strategic report and the Directors’ report have been
prepared In accordance with applicable tegal requirements

In the ight of the knowledge and understanding of the Group
and of the Parent Company and their environment obtained in
the course of the audit, we have not identified any material
misstatements in the Strategic report or the Directors’ report

Financlal statements I

Matters on which we are required to report by exception

Adequocy of explanations received and gecounting records
Under the Companies Act 2006 we are required to report to
you If, In our opinien

- we have not received all the information and explanations we
require for our audit,

- adequate accounting records have not been kept by the Parent
Caompany, or returns adequate for our audit have not been
received from branches not visited by us: or

- the Parent Company financial statements are not in agreement
with the accounting records and returns.

We have nothing to report in respect of these matters.

Directors’ remuneration

Under the Companies Act 2006 we are alsc required {o report if in
our opinion certain disclosures of directors’ remuneration have not
been made or the part of the Directors’ remuneration report to be
audited s not in agreement with the accounting records and returns

We have nothing to report In respect of these matters.

Other matters

Auditor tenure

Following the recommendation of the Audit Committee, we were
appointed by the Group’s shareholders on 26 June 2015 to audit
the financial statements for the year ended 27 February 2016 and
subsequent financial pencds The period of total uninterrupted
engagerment including previous renewals and reappointments of
the firm is four years, covering financiat years ending 27 February
2016 to 23 February 2019

Consistency of the audit report with the additionol report to
the gudit committee

Our audit opimon 15 consistent with the additional report to
the Audit Committee we are required to provide in
accordance with ISAs {UK)

Use of our report

This report is made solely to the Company’s members, as a body,

In accerdance with Chapter 3 of Part 16 of the Companies Act 2006
Qur audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to
them in an auditor's report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility
to anyone other than the Company and the Company’s members
as a body. for cur audit work, for this report. or for the opimons
we have formed

faros l/(C‘w ey
Panos Kakoullls {Senlor statutory auditor)

for and on behalf of Deloitte LLP
Statutory Auditor
London, United Kingdom

9 Aprl 2009
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Group income statement

52 weeks ended 52 weeks ended
23 February 2019 24 February 2018 {restated”)
Before Exceptional Before Exceptional
exceptional items and exceptional items and
nems and  emortisation temsand  amartisation
amortisalon of ecquired amortisation of acquireg
of acquired Intangibles of acquired intangibles
Intangibles {Note ) Total intangibles iNcte 4) Total
Notes Em £m £m im £m £m
Continuing operations
Revenue 2 63,91 - 63,911 57,493 - 57,493
Cost of sales 159.645) (72) (549 767) (54.092) 49) (54,141
Gross profit/(loss) 4,216 (72} 4144 3,401 {49) 3,352
Adrinistrative expenses {1,989) {86} (2.075) (1,786) 153 {1633)
Profits/llosses) artsing on property-related items (21) 105 84 3 89 120
Operating profit/(loss) N 2,206 (53) 2,153 1,646 193 1,839
Share of post-tax profits/{lpsses) of jont ventures and associates 13 24 i 35 6) - (6)
Finance income 5 22 - 22 &7 - 67
Finance costs 5 (5361 - {536) 562] (38) 600
Profit/(loss) before tax 1,716 (42} 1,674 1,145 155 1.300
Taxation & {413) 59 (354) (286) 28] (306}
Profit/lloss) far the year from continuing operations 1,303 17 1,320 859 138 994
Discontinued operations
Profit/{loss) for the year from discontinued operations 7 - - - - 216 216
Profit/lloss) for the year 1,303 17 1,320 859 a5 1,210
Attributable to:
Owners of the parent 1305 17 1322 859 349 1.208
Non-controlling interests (2) - (2) - 2z 2
1,303 17 1,320 859 351 1,210
Earnings/(losses) per share from continuing
and discontinued operations
Basic 9 13 65p 14 80p
Diluted 9 13 55p 14 75p
Earnings/(losses! per share from continuing operations
Basic 9 13 65p 12 15p
Diluted 9 13 55p 12 g

The notes on pages 98 to 161 form part of these financial statements

Reststed lor the adoption ol IFRS 15 and reclassification of dervauve interest income as explained in Nate 1 end Note 36
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Group statement of comprehensive income/(loss)

Financial statements

52 weeks
52 weeks 2018
2019 irestated’)
Notes £m £m
Items that will not be reclassified to income statement
Remeasurement gains/(losses) of defined benefit pension schemes 27 64 3 265
Tax on 1tems that will not be reclassihied 5 (6)) {554)
303 2,71
Iterns that may subsequently be reclassified to iIncome statement
Change in fair value of debt instruments at far value through other comprehensive Income ({10) -
Change In fair value of avaiable-for-sale financial assets and investments - 62)
Currency translation differences:
Retransiation of net assets of overseas subsidiaries, yoint ventures and associates 100 79
Movements in foreign exchange reserve and net investrment hedging on subsidiary disposed, reclassified - 140
and reported in the Group income statement
Gams/losses) on cash flow hedges
Net fair value gains/llosses) 130 (146)
Reclassified and reponted in the Group tncome statement (57} {52}
Tax on items that may be reclassified 6 5 22
1€8 81
Total other comprehensive income/{lcss) for the year 471 2,792
Profit/lloss) for the year 1320 1.210
Tatal comprehensive ncome/{loss) for the year 1,791 4,002
Attributable to:
Owners of the parent 1,793 3.995
Non-controling interests 2) 7
Total comprehensve income/{loss) for the year 1,791 4,002
Total comprehensive Income/llass) attributable to owners of the parent arising from:
Continuing operatons 1793 3,639
Discontinued operations - 356
1,793 3,985

The notes on pages 98 to 161 form part of these financiat statements.
* Restated for the adoption of IFRS 15 as explained in Note 1and Note 36
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Group balance sheet

24 February
23 February 20i8
2009 irestated")
Notes £m £m
Non-current assets
Goodwill and cther intangible assets 0 6,264 266
Praperty, plant and equipment 1 19.023 i R-vil
investment property 12 36 100
Investments in joint ventures and associates 13 704 689
Financial assets at fair value through other comprehenswe income 14 979 860
Trade and other recewables 16 195 186
Leans and advances to customers and banks 17 7.868 8.885
Dervative financial instruments 23 1,178 L7
Deferred tax assets B 132 118
36,379 31,135
Current assets
Financial assets at fair value through other comprehensive income 14 67 68
Inventories 15 2,617 2264
Trade and other recewables 16 1640 1,504
Loans and advances to customers and banks 7 4.882 4637
Derwatrve financral mstruments 23 52 27
Current tax assets 6 12
Short-term investments 18 390 1.029
Cash and cash equivalents 18 2,916 4.059
12,670 13,600
Non-gurrent assets classified as neid for sale 7 58 149
12,668 13,749
Current liabilites
Trade and other payables 13 {9,354} (8.994)
Borrowings 2 (1.599) 1,479
Derwvative financial instruments 23 (250) 69)
Customer deposits and deposits from banks 24 (8 832 7 812)
Current tax lisbilities ] {325} (335)
Prowisions 25 1320} {544)
(20,6801 (19,233)
Net current liabilities {8,012) (5.484)
Non-current liabilities
Trade and other payables 19 (384} {364
Borrowings 21 {5.673} (71421
Derivative financial instruments 23 {389) 594)
Customer deposits and deposits from banks 24 3 296) (2,97
Post-employment benefit cbhigations 27 (2,808) 3.282)
Deferred tax labxlities 6 (236) 196)
Prowisions 25 {747} 121)
(13,533} (15,171}
Net assets 14,834 10,4680
Equity
Share capital 28 480 410
Share premium 5165 5.107
All other reserves 3798 735
Retained earnings 5,405 4.250
Equity attributable to owners of the parent 14,858 10,502
Non-caontralling interests 124) (22
14,834 10,480

Total equity

The notes an pages 98 to 161 form part of these financial statements.

* Restated for the adoption of IFRS 153 as explained in Note 1and Note 36,

\E ;\ —X

Dave Lewis

Alan Stewart ~—
Directors

The financial statements on pages 92 to 161 were approved and authonsed for issue by the Directors on 9 April 2019

Tesco PLC Company Nurmber 00445790
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Financial statements

Group statement of changes in equity

Allother reserves

Currency Capital Cwn Non-
Share Share bass redemption Hegging Translation shares Merger  Retamned controling Totat
capital  premiumn reserve reserve feserve reserve held reserve™  earnings Total interests equity
Em £m £m £m Em £m £m £m £m £m £m im

At 24 February 2018 410 5,107 - 16 40 655 (16} a0 4,228 30,480 (22) 10,458
{as previousty reported)
Cumulative adjustment to - - - - - - - - 22 22 - 22
openng balances from
application of IFRS 15
{net of tax) (Note 36)
At 24 February 2018 410 5,107 - 16 40 655 {16} 40 4,250 10,502 {22) 10,480
(restated™)
Adustment on initial application - - i - n - - - 177 nzn - (77
of IFRS 9 [net of tax) (Note 36)
At 25 February 2018 410 5,107 1 16 39 655 {16) 40 4,073 10,328 (22} 10,303
Profit/lloss for the year - - - - - - - - 1322 1,322 2) 1,320

Other comprehensive

income/{loss)

Change in fair value of financ:al - - - - - - - - [{[s]] (1) - {10}
assets at fair value through

other comprehensive iIncome

Currency translation - - - - - 100 - - - 100 - 100
differences

Remeasurements of defined - - - - - - B - 364 364 - 364
benefit pension schemes

Gains/(losses) on cash flow - - (6) - 79 - - - - 73 - 73
hedges

Tax relating ts components of - - - - - 3 - - (59} 56) - {58)
other comprehensive income

Total other comprehensive - - &} - 79 103 - - 295 4n - o
income/{loss)

Total comprehensive - - 8} - 79 103 - - 1,617 1,793 (2) 1,791

income/{loss)
Transactions with owners

Purchase of own shares - - - - - - 2770 - - 277 - 277)
Share-based payments - - - - - - 114 - 87 181 - 181
Issue of shares (Note 28) 80 58 - - - ~ - 3050 - 3,188 - 3188
Dividends (Note 8] - - - - - - - - (357 (357) - {357
Tax on items charged 10 eguity - - - - - ~ - - 5 5 - 5
Total transactions with owners 80 58 - - - - (163) 3.050 (285) 2,740 - 2,740
At 23 February 2019 490 5,165 {8} 16 18 758 (179} 3,090 5,405 14,858 (24) 14,834

The notes on pages 98 to 161 form part of these financial statements

* Restated for the adoption of IFRS 15 a5 explained it Note { and Note 36
®  Merger resarve was previously titled Other reservas in prior financial years
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Group statement of changes in equity continued

All other reserves

Currency Capital O Nan-
Share Share basss redemption Hedging Translation shares Merger  Retamed controling Totat
capital  premium reserve reserve reserve resenve heid reserve™  earnings Total interests equity
£m £m £m £m £m £m £m £m Em £m £m £m
At 25 February 2017 409 5,096 - 16 217 350 22) 40 a3z 6,438 (24) 6,414
{as previously reported)
Adjustment on imitial appiication - - - - - - - - 20 20 - 20
of IFRS 15 {net of tax) (Note 36)
At 25 February 2017 (restated'} 409 5,096 - 16 27 350 (22) 40 352 6,458 (24) 6,434
ProfitAloss) for the year las - - - - - - - - 1.206 1206 2 1.208
previously reparted)
IFRS 15 ad|ustment 1o profit/ - - - - - - - - 2 2 - 2
{loss) for the period (Note 36)
Profit/{loss) for the year - - - - - - - - 1,208 1,208 2 1,210
{restated"’)
Other comprehensive
income/{loss)
Change in farr value of financial - - - - - - - - 152 62) - 62)
assets at fair value through
ather comprehensive income
Currency translation - - - - - 34 - - - 314 5 g
differences
Remeasurerments of defined - - - - - - - - 3.265 3.265 - 3.265
penefit pension schemes
Gains/{losses) on cash flow - - - - (198} - - - - (183) - (¥a8)
hedges
Tax relating to components of - - - - 21 )] - - (544) 532) - 532
other comprehensive income
Total other comprehensive - - - - {1177 305 - - 2.65% 2,787 5 2,792
income/lloss)
Tetal comprehensive income/ - - - - 17 305 - - 3,867 3,995 7 4,002
{loss) (restated’)
Transactions with owners
Purchase of own shares - - - - - - N4} - - f4) - na
Share-based payments - - - - - - 20 - 105 125 - 125
1s3ué of shares 1 " - - - - - - - 12 - 12
Pmidends - - - - - - - - (80) 80} - {80)
Changes in non-contralling - - - - - - - - - - ] 5
interests
Tax on items charged to equity - - t - - - - - -] 6 = 6
Total transactions with owners 1 1 - - - - & - 31 49 (5 44
At 24 February 2018 [restated") 410 5,107 - 16 40 655 16) 40 4,250 10,502 {22} 10,480

The notes on pages 98 to 161 form part of these financial statements

" Restated for the adaptian of IFRS 15 a3 explacied 1n Note 1and Note 36
W  Merger reserve’ was previously iitled Other reserves in prior inancial years
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Group cash flow statement

Flnancial statements

52 weeks
52 weeks 2018
2019 {restated”)
Notes £m Em

Cash flows generated from/(used in) operating activities
Operating profit/{loss! of continuing operations 21353 1,839
Depreciation and amortisation 1.375 1.295
{Profit)/loss arising on saie of property, plant and equipment and intangible assets 107 {66)
{Profit) /loss arising on sale of subsidiaries and financal assets at fair value through other comprehensive income {8) (165)
{Profit) /loss arising on sale of joint ventures and associates - (23}
Net impairment loss/(reversall on financial assets at fair value through cther comprehensive income - 22)
Net impairment loss/{reversall on property. plant and equipment intangible assets and investment property 158) &7
Adpstment for non-cash element of pensions charge 27 45 4
Additional contributron into defined benefit pension schemes 27 (266) {245)
Share-based payments 77 13
Tesco Bank fair value movements included in operating profit/llass) 827 156
Retail (ncrease)/decrease in inventories 1 55
Retail (increase)/decrease n development stock {2) 21
Retail (increase)/decrease in trade and other recevables 98 (8}
Retall increase/(decrease) in trade and olher payables {307) 280
Retall increase/ldecrease) in provisions (238) 132
Retall increasel/decrease 1 working capital (438) 480
Tesco Bank {increasel/decrease in loans and advances to custorners and banks {1,585} (1,738}
Tesco Bank {increase)/decrease in trade and other receivables 4 34
Tesco Bank increase/{decrease) in customer and bank deposits, trade and other payables 1,348 1,820
Tesco Bank increase/(decrease) in provisions (25) 6}
Tesco Bank (increase)/decrease in working capital (2581 10
Cash generated from/lused inl operations 2,642 3,309
Interest paid {3086) (328!
Corporation tax (paid)/recewved {370) {176)
Net cash generated from/{used in) operating activities 1,966 2,805

Cash flows generated from/{used in} investing activities
Proceeds from sale of property, plant and equipment investment property, intangible assets and non-current 286 253

assets classifted as held for sale

Purchase of property plant and equipment, investment property and non-current assets classified as held for sale o1 (1,440)
Purchase of intangible assets [133)] 87}
Dispesal of subsidianies. net of cash disposed ] 66
Acquisition of subsidiaries net of cash acquired k)| (715) {27}
Proceeds from sale of joint ventures and asscciates - 23
Net lincreasel/decrease n loans to joint ventures and associates g5 -
Investments in joint ventures and associates (1) {21
Net investments in)/proceeds Irom sale of short-term investments 639 1,697
Net investrents in)/proceeds from sale of financial assets at fair value through other comprehensive income (122 236
Dvidends recewed from joint ventures and associates 41 26
Interest recened 18 27
Net cash generated from/{used in} investing activities {1,143) 643

Cash flows generated from/{used n) financing activities
Proceeds from issue of ordinary share capital 28 60 it
Own shares purchased {206) -
Increase in borrowngs 975 313
Repayment of borrowings {2 470 (3721
Net cash flows from derivative financial nstruments 35 253
Repayments of obligations under finance leases (7 Q)
Dividends paid Lo equity owners 8 [357) (82)
Net cash generated from/{used in) financing activities {1,981 {3,236)
Net increase/(decrease) in cash and cash equivalents (1,158) 212
Cash and cash equivalents at the beginning of the year 4059 3,832
Effect of foreign exchangg rate changes 15 15
Cash and cash equivalents at the end of the year 18 2,918 4,059

The notes on pages 98 to 161 form part of these financial statements

* Restated for the agoplion of IFRS 15 and reclassification of dervative interest income as explained in Note i and Note 36
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Notes to the Group financial statements

Note 1 Accounting policies, judgements and estimates

General information

Tesco PLC (the Company) is a public hmited company incorporated
anad demicied in the United Kingdom (UK) under the Companies Act
2006 (Registration number 445730) The address of the registered

office 1s Tesco House, Shire Park, Kestrel Way, Welwyn Garden City
AL7 1GA, UK

The main activities of the Company and its subsidiaries (together,
the Group) are those of retalling and retal banking

Basis of preparation

The consolidated Group financial statements have been prepared
in accordance with International Financial Reperting Standards
(IFRS) as endorsed by the European Unian (EU). and those parts of
the Companies Act 2006 applicable 1o companies reporting under
IFRS. The consolidated Group financial statements are presented in
Pounds Sterling generally rounded to the nearest million They are
prepared on the historical cost basis, except for certain financial
nstruments, share-based payments gnd pension assets that have
been measured at fair value

The Directors have, at the time of approving the financial
statements, a reasonable expectation that the Company and the
Group have adequate resources to continue in operational
existence for the foreseeable future Thus they continue to adopt
the going concern basis of accounting in preparing the financial
statermnents Further detail s contained within the going concern
statement included in the Directors” report on page 8

Unless otherwsse stated, the accounting policies set out below
have been apphed consistently to all periods presented in these
consolidated financial statements

The Group has adopted IFRS 9 ‘Financial Instruments’ and IFRS 15
‘Revenue from Contracts with Customers’ effectve for the current
financial year IFRS 15 has been applied fully retrospectively and
camparatives for the prior financial year have been restated. whilst
IFRS 9 has been applied retrospectively at 25 February 2018 by
adjusting the opening balance sheet at that date Further details on
the impacts of adoption of these standards s described in Note 36

Basis of consolidation

The consoligated Group financial statements consist of the
financial statements of the uttimate Parent Company (Tesca PLC).
all entities controlled by the Company (its subsidiaries) and the
Group’s share of its interests in joint ventures and associates,

The financial year represents the 52 weeks ended 23 February 2019
{prior financial year 52 weeks ended 24 February 2018) For the UK
and the Republic of Ireland {UK & ROI), the results are for the 52
weeks ended 23 February 2019 (prior financial year 52 weeks ended
24 February 2018) For all other operations, the results are for the
calendar year ended 28 February 2019 (prior calendar year ended
28 February 2018)

Subsidiaries

Subsidraries are cansolidated In the Group's financial statements
fram the date that contrel commences until the date that
control ceases

Intragroup balances and any unrealsed gains and losses or income
and expenses arising from intragroup transactions are eiminated
in preparing the consolidated financial statements

Joint ventures ond ossociates

The Group’s share of the results of joint ventures and associates
is included in the Group income statement ang Group statement
of comprehensive income/(loss) using the equity method of
accounting Investments In joint ventures and associates are
carried in the Group balance sheet at cost pius post-acquisition
changes In the Group's share of the net assets of the entity. less
any impairment invalue The carrying vélues of investments In
joint ventures and associates include acquired goodwill

Tesco PLC Annual Report and Financial Statements 2019

If the Group's share of losses in a joint ventura or associate

equals or exceeds Its investment in the joint venture or associate,
the Group does not recognise further losses, unless it nas incurred
obligations to do 5o or made payments an behalf of the joint
venture or associate Dividends received from joint ventures or
associates with nil carrying value are recognised in the Group
income statement as part of the Group's share of post-tax profits/
llosses) of joint ventures and assaciates

Unrealised gains ansing from transactions with joint ventures
and associates are eliminated to the extent of the Group's
interest in the entity

Prior financial year reclassification of derivative interest
income

During the current financial year, the Group reclassified mterest
income arising from derivative financial instruments hedging the
Group's borrowings from finance Income to finance costs. This
reclassification more appropriately reflects the net finance costs
to the Group Prior financial year comparatives have been restated
to align to the current financial year approach. The impact of this
rectassification on prior financial year amounts has been a
reduction of finance costs and finance income in the Group
income statement by £3Im. and a reduction of interest recewed
and interest pat in the Group cash flow statement by £23m.

Line item name changes

‘Loans and advances to customers' has been renamaed ‘Loans
and advances to customers and banks'. There were no balances
relating to banks in this line in prior financial years

‘Other investments’ has been renamed 'Financial asseis at far
value through other comprehensive incorme’.

Revenue

Revenue 1s income arising from the saie of goods and services in
the ordinary course of the Group's activities, net of value added
taxes Revenue s recognised when perfarmance obligations are
satisfied and controf has transferred 1o the customer, For the
majority of revenue streams, there is a low level of judgement
applied in determining the transaction price or the timing of
transfer of control

Sale of goods

The sale of goods represents the vast majonity of the Group's
revenue. For goods sold in store, revenue Is recogrised at the
point of sale For online or wholesale sales of goads, revenue is
recognised on collection by, or delivery to, the customer Revenue
is reduced by a provision for expected returns (refund liabihty) An
asset and corresponding adjustment to cost of sales is recognised
for the Group's nght to recover goods from customers

Clubcard icustomer loyaity programme}

Clubcard pointsissued by Tesco when a customer purchases
goods are & separate performance oblgation providing a material
right t0 a future discount The total transaction price (sales price of
goods) 1s allocated to the Ciubcard points and the goods sold based
on their refative standalone selling prices. with the Clubcard points
standslone price based an the value of the points to the customer,
adjusted for expected redemption rates (breakage) The amount
allocated to Clubcard points 1s deferred as a contract hability within
trage and other payables Revenue is recognised as the points are
redeemed by the customer

Finonciol services
Revenue consists of interest. fees and imcome from the provision
of retail banking and insurance.

Interest income on financial assets that are measured at amortised
cost is determined using the effective interest rate method




Calculation of the effective interest rate takes into account fees
recewvable that are an integral part of the instrument’s yigid,
premiums or discounts on acquisition or 1ssue, early redemption
fees and transaction costs Interest income s calculated on the
gross carrying amount of a financial asset unless the financial asset
15 impaired. m which ¢ase interest Income is calculated on the
amortised cost

The majority of the fees in respect of services lcredit card
interchange fees, late payment and ATM revenue) are recognised at
the point in time at which the transaction with the customer takes
place and the service is performed For services performed over
time, payment 1s generally due monthly in line with the satisfaction
of performance obligations

The Group generates commssion from the sale and service of
motor and home insurance pelicies underwritten by Tesco
Underwriting Limited or in @ minority of cases by a third-party
underwnter This is based on commission rates, which are
independent of the profitabitity of underlying insurance policies
Similar commission income 15 also generated from the sale of
white fabel insurance products underwritten by other third-
party providers This commission income is recognised on a net
basis as such policies are sold

In the case of some commssion iNcome on INsurance pokces
managed and underwntten by a third party, the Group recocgnises
commission income from policy renewals as such policies are sold
This 15 when the Group has satisfied all of its performance
obligations in relation to the pohcy sold and 1t 1s considered highty
probable that a significant reversal in the amount of revenue
recogrised will not occur in future penods This calculation takes
into account both estimates of future renewal volumes and
renewal commission rates A contract asset 1s recognised in
relation to this revenue This 1s unwound over the remainder of
the contract with the customer, in this case being the third-party
nsurance provider

The end pohcy holders have the right to cancel an insurance policy
at any time Therefore, a contract liability 1$ recogrsed for the
amount of any expected refunds due and the revenue recogmsed
in refation to these sales s reduced accordingly. This contract
refund liability 1s estimated using prior experience of customer
refunds The appropriateness of the assumptions used in this
calculation 15 reassessed at each reporting date

Commercial income

Consistent with standard industry practice. the Group has
agreements with suppliers whereby volume-related altowances,
promotional and marketing allowances and vanous other fees and
discounts are recewved in connection with the purchase of goods
for resale from those suppliers Most of the income received from
suppliers refates to adjustments to a core cost price of a product.
ang as such is considered part of the purchase price for that
product Sometimes receipt of the income is conditional on the
Group performing specified actions or satisfying certain
performance conditions associated with the purchase of the
product These inciude achieving agreed purchases or sales
volume targets ang providing promotional or marketing materials
and activities or promotional product positioring While there is
no standard industry definition, these amounts receivable from
suppliers in connection with the purchase of goods for resale are
generally termed commercial income.

Commercial income 1s recognised when earned by the Group
which occurs when all obligations conditional for earning income
have been discharged, and the inceme can be measured reliably
based on the terms of the contract. The income is recognised as
a credit within cost of sales. Where the income earned relates to
inventories which are held by the Group at the reporting date, the
income 1s included within the cost of those inventones, and
recognised in cost of sales upon sale of those inventories.

Amounts due relating to commercial income are recognised within
trade and other receivables, except in cases where the Group
currently has a legaily enforceabte right of set-off and intends to
offset amounts due from suppliers against amaounts owed to those

Financial statements

suppliers. in which case only the net amount receivable or payable
is recognised Accrued commercial Inceme 15 recognised within
accrued income when commercial ncome earned has not been
invaiced at the reporting date

Finance income

Finance iIncome. excluding income arising from financial services.
1s recognised in the penod to which it relates using the effective
nterest rate method

Finance costs

Finance costs directly attributable to the acquisition or
construction of qualifying assets are capitalised Qualfying assets
are those that necessarily take a substantial period of time to
prepare for their intended use All other borrowing costs are
recognised in the Group income statement in finance costs,
excluding those ansing from financial servces, In the periodin
which they occur For Tesco Bank, finance cost on financial
fiablities 15 determined using the effective interest rate method
and 15 recognised in cost of sales

Business combinations and goodwill
The Group accounts for all business combinations by applying the
acquisition method. All acquisition-related costs are expensed

On acguisiion, the assets (including intangible assets), habihties
and contingent liabilities of an acquired entity are measured at
ther fair values Non-controlling interests are stated at the
non-controlling interests’ proportion of the fair values of the
assets and habilities recognised

Goodwill arising on consolidation represents the excess of the
consideration transferred cver the net far value of the Group's
share of the net assets. habilties and contingent habilities of the
acauired subsidiary [oint venture or associate and the fair value
of the non-cantrolling interest in the acquiree if the consideration
15 ie55 than the far value of the Group's share of the net assets
liabilities and contingent habilities of the acquired entity lie. a
bargain purchasel, the difference s credited to the Group

income statement in the period of acquisition

At the acquisition date of a subsidiary, goodwill acquired is
recogmised as an asset and 15 allocated to each of the cash-
generating units or groups of cash-generating units expected to
benefit frem the business combinatien’s synergies and to the
lowest level at which management monitors the goodwill
Goodwill arising on the acquisition of joint ventures and
associates 1s included within the carrying value of the investment
On disposal of a subsidiary. joint venture or associate, the
attributable amount of goodwill 15 included in the determimation
of the profit or 1oss on disposal

where the Group obtains control of a joint venture or associate,
the Group's previously held interests in the acguired entity 1s
remeasured 10115 acquisition date fair value and the resulting
gan or loss, if any, 15 recogmised In the Group income statement.

Cloud software licence agreements

Licence agreements to use cloud software are treated as service
contracts and expensed in the Group income statement, unless
the Group has both a contractual right to take possession of the
software at any time without significant penalty. and the ability
to run the software independently of the host vendor In such
cases the licence agreement 1s capitalised as software within
intangible assets

Intangible assets

Intangible assets. such as software and pharmacy icences, are
measured initially at acquisition cost or costs incurred to develop
the asset Intangible assets acquired in a business combination
are recognised at far value at the acquisition date

Following inittal recogniticn, Intangible assets with finte useful
lives are carried at cost less accumulated amortisation and
accumulated iImpairment losses They are amortised on a
straight-line basis over their estimated useful lives, at 5%-25%
of cost per annum
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Research costs are expensed as incurred. Development
expenditure incurred on an individual project 1s capitahsed

only If specific criteria are met

Property, plant and equipment

Property, plant and egumpment is carried at cost less accumuiated
depreciation and any recognised impairment in value Property,
plant and equipment is depreciated on a straight-line basis to

its residual value over its anticipated useful econemic life.

The following depreciation rates are apphed for the Group

- freehold and leasehold butldings with greater than 40 years
unexpired - at 2.5% of cost,

- leasehold properties with less than 40 years unexpired are
depreciated by equal annuat instalments over the unexpired
period of the lease; and

- fixtures and fitungs, office equipment and motor
vehicles - at rates varying from 10% to 33%.

Assets held under finance leases are depreciated over their
expected useful fives on the same basis as owned assets or,
when shorter. over the term of the relevant lease,

Impairment of non-financial assets

Goodwill 1s reviewed for impairment at least annually by assessing
the recoverable amount of each cash-generating unit, or group of
cash-generating units, to which the goodwill relates For all other

non-financial assets (ncluding other ntangible assets and property.

plant and equipment) the Group performs impairment testing
where there are indicators of impairment Where the asset does
not generate cash flows that are independent from other assets.
the Group estimates the recoverable amount of the cash-
generating urit to which the asset beiongs

The recoverable amount is the ragher of fair value iess costs of
disposal. and value in use. When the recoverable amount is less
than the carrying amount, an imparment loss 1s recegnised
immediately in the Group income statement

Gooawll impairments are not subsequently reversed Where
an impairment loss on other nen-financial assets subsequentiy
reverses, the carrying amount of the asset (or cash-generating
unit} is ncreased to the revised estimate of the recoverable
amount. but so that the increased carrying amount does not
exceed the carrying amount that would have been determined
if no impawrment loss had been recognised for the asset

(or cash-generating umt) in prior years. A reversal of an
impairment loss (s recognised immediately as a credit to

the Group iIncome statement

Investment property

Investment property assets are carried at cost less accumulated
depreciation and any recognised imparment in value The
depreciation policies for investment property are consistent
with those descrived for property, plant and equipment

inventories

Inventories comprise goods and development properties held for
resale. Inventories are valued 2t the lower of cost and farr value
less costs to sell using the weighted average cost basis Directly
attributable costs and incomes (including applicable commercial
income) are ncluded in the cost of inventores

Cash and cash equivalents

Cash and cash equivatents in the Group balance sheet consist

of cash at bank, in hand, demand deposits with banks, loans and
advances to banks, certificates of deposits and other receivables
together with short-term deposits with an oniginal maturity of
three manths or less
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Non-current assets held for sale and discontinued operations
Non-current assets lor disposal groups) are classified as assets
held for sale when their carrying amount (s to be recovered
principally through a sale transaction and a sale s considered
highly probable They are stated at the lower of carrying amount,
and fair value less costs to sell

Discontinued operations

In accordance with IFRS 5 "Non-current Assets Held for Sale
and Discontinued Operations’, the net results of discontinued
operations are presented separately in the Group income
statement (and the comparatives restated) and the assets and
liabitites of these operations are presented separately in the
Group balance sheet Refer to Note 7 for further details

Leases

Leases are classified as finance leases whenever the terms of the
lease transfer substantially all the risks and rewards of ownership
1o the lessee All other lkeases are classified as operating leases

The Group as a lessee

Assets held under finance leases are recognised as assets of the
Group at their fair value or, if lower, at the present value of the
mimmum lease payments, each determined at the inception of
the lease The corresponding hability is included in the Group
balance sheet as a finance lease obligation. Lease payments are
apportioned between finance charges and a reduction of the
lease obligations so as to achieve a constant rate of interest on
the remaining balance of the iability Finance charges are charged
to the Group income statement Rentals payable under operating
leases are charged to the Group income statement on a straight-
line basis over the term of the lease

The Group os a lessor

Amounts due from lessees under finance leases are recorded as
receivables at the amount of the Group's net investment in the
leases Finance lease income is allocated to accounting peniods so
as to reflect a constant pericdic rate of return on the Group's net
investrment in the lease Rental income from operating leases 1s
recognised on a straight-line basis over the term of the lease

Sole and leaseback

A sale and leaseback transaction s one where the Group sells an
asset and immediately reacquires the use of the asset by entering
nto a lease with the buyer

For sale and finance leasebacks any profit from the sale is
deferred and amortised over the lease term For sale and
operating leasebacks, generally the assets are sold at fair value.
and accordingly the profit or loss from the sale is recognised
immediately in the Group income statement

FPost-employment obligations

For defined benefit plans, obligations are measured at discounted
present value (using the projected unit credit method) while plan
assets are recorded at far value

The operating and financing costs of such plans are recognised
separately n the Group income statement, service Costs are
spread systematically over the expected service lives of employees
and financing costs are recognised in the penods in which they
anse. Actuarial gains and losses are recognised immediately in

the Group statement of comprehensive income/toss).

Payments to defined contribution schemes are recognised as an
expense as they fall due

Share-based payments

The farr value of employee share option plans, which are all
equity-settied, is calculated at the grant date using the Black-
Scholes or Monte Carlo model The resulting cost is charged to the
Group iIncome statement over the vesting period The value of the
charge is adjusted to reflect expected and actual levels of vesting




Taxation
The tax expense included in the Group income statement consists
of current and deferred tax.

Current tax is the expecied tax payable on the taxable incorne
for the financial year. using tax rates enacted or substantively
enacted by the batance sheet date. Tax expense is reccgnised in
the Group income statement except to the extent that it relates
to items recognised in the Group statement of comprehensive
income/(loss) or directly (n the Group statement of changes in
equity. In which case i1t 1s recognised in the Group statement of
comprehensive income/lloss) or directly in the Group statement
of changes wn equity, respectively

Deferred tax 1s provided using the balance sheet lability method.
providing for temporary differences between the carrying amounts
of assets and labities for financial reporting purposes and the
amounts used for taxation purposes

Deferred tax s calculated at the tax rates that are expected to
apply in the period when the hability is settled or the asset realised
based on the tax rates that have been enacted or substantively
enacted by the balance sheet date Deferred tax s charged or
credited in the Group ncome statement, except when it relates
to items charged or credited directly to the Group statement of
changes in equity or the Group statement of comprehensive
income/(loss), In which case the deferred tax s also recognised in
equity. or other comprehensive INCOME, respectively

Deferred tax assets are recognised to the extent that it is probable
that taxable profits will be available against which deductible
temporary differences can be utilised

The carrying amount of deferred tax assets s reviewed at each
balance sheet date and reduced to the extent that it 15 no longer
probable that sufficient taxable profits will be available to allow all
or part of the assets to be recovered.

Deferred tax assets and liabihities are offset against each other
when there 1s a legally enforceable right to set off current taxation
assets against current taxation habihties and it 15 the intention to
settle these on a net basis

Tax provisions are recognised for uncertain tax positions where
a risk of an addwional tax hatility has been identufied and it is
probable that the Group will be required to settle that tax
Measurement is dependent on management's expectation of
the cutcome of decisions by tax authariies in the varous tax
jurisdictions in which the Group operates This s assessed on

a case-by-case basis using in-house tax experts, professional
firms and previous experience Refer to Note 6

Foreign currencies

The conschdated financial statements are presented in
Pounds Sterling. which 1s the ultimate Parent Company’s
functional currency

Transactions in foreign currencies are translated Lo the funcuonal
currency at the exchange rate on the date of the transaction.

At each balance sheet date, monetary assets and kabulities that
are denommnated in foreign currencies are retransiated to the
functional currency at the rates prevailing on the balance sheet
date Exchange differences are recognised in the Group income
statement in the period in which they anise, apart from exchange
differences on transactions entered into to hedge certain foreign
currency risks, and exchange differences on monetary items
forming part of the net Investment 1n a foreign operation

The assets and labilities of the Group's foreign operaticns are
translated into Pounds Sterhing at exchange rates prevailing at
the balance sheet date Profits and losses are translated at
average exchange rates for the relevant accounting pericds
Exchange differences ansing are recognised in the Group
statement of comprenensive income/{loss) and are included

N the Group's translation reserve Such translation differences
are recogrised as income or expenses in the period in which
the operation is disposed of

Financial statements

Goodwill and fair value adjustments arising on the acquisition of
a foreign entity are treated as assets and habilities of the foregn
entity and translated at the closing rate

Financial instruments

Financial assets and financial habilities are recogmised in the Group
balance sheet when the Group becomes a party to the contractual
provisions of the instrument Financial assets are classified as
either fair value through prefit and loss, faw value through other
comprenensive Income, or amortised cost Classification and
subsequent remeasurement depends on the Group's business
model for managing the financial asset and its cash flow
characteristics Assets that are held for collection of contractual
cash flows, where those cash flows represent solely payments of
principal and interest, are measured at amorbised cost

Trode receivables

Trade receivables are non interest-beanng and are recogrised
initiakly at fair value, and subsequently at amortised cost using
the effective interest rate method, less provision for impatrment

Investments

Debt instruments are classified at fair value through other
comprehensive ncome Gains and losses arising from changes in
fair value are recognised directly n other comprehensive income,
except for impairment gams or losses. interest sncome and foreign
exchange gains and losses, which are recognised in the income
statement When the debt instrument 1s derecogrised, cumulative
amounts in other comprehensive iIncome are reclassified to the
inceme statement,

Equrty investments have been irrevocably designated at fair value
thraugh other comprehensive income Gains and losses anising
from changes in fair value are recognised directly in other
comprehensive income, and are not subsequently reclassified

to the Group income statement, including on derecognition
Impairment losses are not recognised separately from other
changes in fair value Dividends are recogrised in the Group
inceme statement when the Group's right to receive payment

15 established

Under IAS 39, applicable for the comparative per:od, the Group’s
Investments were classified as avallable-for-sale and recognisec
at fair value Gains and losses arising from changes in fair value
were recognised directly in other comprehensive income, until
the security was disposed of or was determined to be impaired.
at which tirme the cumulative gain or loss previausly recognised in
other comprenensive Income was included in the Group Income
statement for the period

Loons and odvances to customers and banks

Loans and advances are inttially recognised at fair value plus
directly related transaction costs Subsequent to initsal recognition.
these assets are carried at amortised cost using the effective
interest method less any impairment losses

Impairment of financial assets

The Group assesses on a forward-looking basis the expected
credit losses (ECLs) associated with its financial assets carried at
amortised cost and debt instruments at fair value through other
comprehensive income The ECLS are updated at each reporting
date to reflect changes in credit risk

The three-stage model for imparment has been applied to loans
and advances to customers and banks, debt instruments at fair
value through other comprehensive income, and loan recetvables
from joint ventures and associates The credit nisk is determined
through modelling a range of possible cutcomes for different loss
scenarios, using reasonable and supportable information about
past events current conditions and forecasts of future events and
economic conditions and taking into account the tme value of
money A 12-month ECL 1§ recognised, unless the credit risk on the
financial asset increases significantly after initial recognition, when
the iifetime ECL 15 recogrised
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

For trade and other recewvables, contract assets and lease
receivables, the Group applies the ssmphfied appreach permitied
by [FRS 9, with lifetyme ECLs recognised from initial recognition of
the receivable These assets are grouped, based on shared credit
risk characteristics and days past due. with ECLs for each grouping

determined. based on the Group's historical credit loss experience,

adjusted for factors specific to each recewable, general economic
conditions and expected changes in forecast conditions

Under IAS 39. applcable for the comparatwe period, the Group's
loan impairment provisions were established to recognise incurred
impairment losses In its portfolio of loans classified as loans and
receivables and carried at amortised cost At each reporting date,
management reviewed the carrying amounts of its loans and
advances to determine whether there was any indication that
those assets had suffered an impairment loss

If there was objective evidence that animpairment loss on a
financial asset or group of financial assets ¢classified as loans and
advances had been incurred. management measured the amount
of the loss as the difference between the estimated future cash
flows from the asset or group of assets discounted at the effective
interest rate of the instrurment at initial recognition Impairment
losses were assessed individually for financial assets that were
indmdually significant and coliectively for assets that were not
indssgdually significant In making coffective assessments of
impairment. financial assets were grouped into portfolios

on the basis of similar characteristics

Loan impairment provisions were established on a portfolio basis
using statistical methodology taking into account the level of
arrears, security, past loss experience, crecit quahty and defaults
based on portfolio trends

The portfoilos include mortgages. credit card receivables, personal
current accounts and personal loans The future credit quality of
these portfolios is subject to uncertainties that could cause actual
credit losses to differ matenally from reported impairment loan
provisions These uncertanties include the economic environment
notabie interest rates and their effect on customer spending, the
unemployment level, payment behaviour and bankruptcy trends

Impairment losses under IAS 39 were recognised in the Group
income statement and the carrying amount of the financial asset
or group of financial assets reduced by establishing an allowance
for impairment losses If in a subsequent penod the amaunt of
impairment loss reduced and the reduction could be ascribed
1o an event after the impairment was recognised, the previously
recognised loss was reversed by adjusting the allowance Once an
imparment loss was recognised on a financisl asset or group of
financial assets, interest Income was recognised on the carrying
amount using the rate of interest at which estimated future cash
flows were discounted In measuring impairment.

interest-bearing borrowings

Interest-bearing bank loans and overdrafts are initially recorded

at far value, net of attributable transaction costs. Subsequent

to inhial recognition, interest-Learing borrowings are stated at
amortised cost with any difference between proceeds and
redemption value being recognised in the Group income statement
over the peried of the borrowings on an eftective interest basis

Trade payables

Trade payables are non interest-bearing and are recognised initially
at farr value and subsequently measured at amortised cost using
the effective interest method

Equity instruments
Equity instruments issued by the Group are recorded at the
proceeds received, net of direct issue costs
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Derivative financial instruments and hedge accounting

The Group uses derivative financial instruments to hedge 1ts
exposure to foreign exchange. interest rate and commodity
risks arising from operating, financing and investing activities
The Group does not hoid or issue denivative financial
instruments for trading purposes

Derivative financia! instruments are recognised and stated at fair
value Where derwvatives do not qualify for hedge accounting, any
gains or l0sses on remeasuremant are immediately recogrused in
the Group income statement. Where derivatives qualify for hedge
accounting, recognition of any resultant gain or 105s depends on
the nature of the hedpge relationship and the item being hedged.

At inception of designated hedging refationships. the Group
documents the risk management ohjective and strategy for
undertaking the hedge. the nature of the rnisks being hedged and
the economic relationship between the item being hedged and
the hedping nstrument, including whether the change in cash
flows of the hedged item and hedging instrument are expected
to offset each other

As permrtted under IFRS 9, the Group has elected to continue
to apply the existing hedge accounting requirements of IAS 39
for 1ts portioho hedge accounting until a new macro hedge
accounting standard 15 implemented

Dervative finanoial nstruments with maturity dates of
more than one year from the reporting date are disclosed
as non-current

Fuair value hedging

Derivative financial nstruments are classified as fair value hedges
when they hedge the Group's exposure to changes in the fair
value of a recognised asset or hability Changes in the fair value of
derivatives that are designated as fair value hedges are recognised
in the Group Income statement withun finance income or costs.
together with any changes in the fair value of the hedged tem that
1s attributable to the hedged risk

Cash fiow hedging

Derwvative financial instruments are classified as cash flow hedges
when they hedge the Group's exposure to vanabiiity in cash flows
that are ether attributable to a particular nsk associated with a
recognised asset or hability. or a highly probable forecasted
transaction. The effective element of any gain or loss from
remeasuring the derivative instrument is recogmised directly

in the Group statement of comprehensive income/(loss) and

the neffective element 1s recognised immediately in the Group
Income statement within finance income or costs

Amounts recognised in other comprehensive iIncome are recycled
to the Group income statement when the hedged item or
transaction affects the Group incgme statement

Hedge accounting is discontinued when the hedging instrument
expires or is sold, terminated or exercised. The cumulative

gain or loss in cther comprehensive income remains until the
forecast transaction occurs or the original hedged iter affects
the Groupincome statement If a forecast hedged transaction
1s no longer expected to occur, the cumulative gain or 105 (n
other comprehensive income 1s reclassified to the Group
income statement.

Net investment hedging

Denvative financial instruments are classified as net investment
hedges when they hedge the Group's net investment in an overseas
operation The effective element of any foreign exchange gain or
loss from remeasuning the derwative instrument 1s recognised
directly in other comprehensive income Any ineffective element is
recognised immediately in the Group Income statement Gamns and
losses accumulated in cther comprehensive income are included
in the Group income statement when the foreign operation is
disposed of




Offsetting finoncial instruments

Financial assets and liabilities are offset and the net amount
reported in the Group balance sheet when there 13 a current legally
enforceable right to offset the recogmised amounts and there 1s an
intention {o settle on a net basis or realise the asset and settle the
liability simultaneously

Provisions

Provisions are measured at the present value of the expenditures
expected 1o be required to settle the obligation using a pre-tax
dgiscount rate that reflects current market assessments of

the time value of money and the risks specific to the obligation
The increase in the provision due to passage of time 1s recognised
as interest expense,

Prawisions for onerous leases are recognised when the Group
believes that the unavoidable costs of meeting or exiting the lease
obhgations exceed the econamic benefits expected to be received
under the lease

Supplier financing agreements

Management reviews supplier financing agreements to

determine the appropriate presentation of balances outstanding
as trade payables or borrowings, dependent on the nature of each
arrangement Factors considered in determining the appropnate
presentation include the commercial rationale for the
arrangement impact on the Group's working capital positions,
credit enhancements or other benefits provided to the bank

and recourse exposures

Balances outstanding under current supplier financing
arrangements are classified as accounts payables, since the
financing arrangaments are agreed between the suppler and
the banks, and the Group does not provide additional credit
enhancement nor obtain any benefit from the arrangements
These outstanding balances are not maternial to the Group

Judgements and sources of estimation uncertainty

The preparation of the consofrdated Group fingncial statements
requires management to make judgements, esttmates and
assumptions in applying the Group’s accounting policies te
determine the reported amounts of assets, liabilities, ncome and
expenses The estimates and associated assumptions are based on
historical experience and various ather factors that are betieved to
be reasonable under the circumstances Actual results may differ
from these estimates The estimates and underlying assumptions
are reviewed on an ongoing basis, with revisions to accounting
esumates appled praspectively

Critical accounting judgements

Critical judgements, apart from those involving estimations, that
are applied in the preparation of the consolidated financial
statements are discussed below

Buslness combinations

Tne acquisition of Booker Group plc (Boaker) on 5 March 2018 has
been accounted for as an acauisition of a business in accordance
with IFRS 3 ‘Business Combinations’. resulting in the recogniton of
poodwill of £3.093m This goodwill is allocated and tested for
impairment at the UK group of cash-generating units. which s the
level at which management monitors the goodwill Refer to Note 10
and Note 31 for further additional disclosures

Joint venturas and assoclates

The Group has assessed the nature of its joint arrangements

under IFRS I *Joint Arrangements’ and determined them to bejont
ventures The Group has also assessed that Gain Land Lirmited s an
associate These assessments required the exercise of judgement
as set out n Note 13

Leases

Management exercises judgemnent in determining the classification
of leases as finance or operating leases at inception of the lease
Management considers the likelihood of exercising break Clauses or
extension options in determining the lease term Wherg the lease

Financial statements

term constitutes substantially all of the econamic life of the asset
or where the present value of mimimum lease payments amount
to substantially all of the far value of the property, the lease s
classified as a finance lease All other leases are classified as
operating leases

Management further applies judgement in determining the
accounting treatment of sale and leaseback transactions Factors
considgered include the substance of the transaction (by applying
the lease classification pringiples described above) whether or not
the sale was made at the asset's fair value and the relationship with
the buyer, which s based on levels of control and mfluence {the
buyer may be an assocrate, |oint venture or an unrelated party!

Refer to Note 34 for additional disclosures on judgements
made relating to operating leases including those arising from
sale and leasebacks

Operating segments

Management has assessed the retall operations in different
countries and determined that they share similar economic
charactenstics, products, customers and supply chain operations.
The retall operations have therefore been aggregated in the UK &
RQI. Central Europe and Asia segments, in line with the way they
are managed below the Chief Operating Decision Maker (CODM)

Tesco Bank operates in a different industry and reports separately
hence is a separate segment

Follpwing the acquisition of Booker on § March 2018. management
has applied the guidance of IFRS 8 ‘Operating Segments’ in
determining the presentation of Booker's perfarmance and
balances withun the Group Management has carefully considered

a number of areas Including how the business 1s managed on an
integrated basis with the rest of the UK retal business the
strategic rationale of the merger in forming the UK's leading Food
business. the significant synergies flowing across the UK businesses,
and the level at which the CODM monitors performance and
allocates resources to the business

Based on these considerations, managermnent concluded that the
most appropriate presentation for Booker 1s within the UK & ROl
segment

Alternative performance measures [(APMs) - Exceptional items
Management exercises judgement in determining the acjustments
10 apply to IFRS measurements in order to derive APMs which
provide additional useful information on the underlying trends
performance ang position of the Group, This assessment

covers the nature of the item, cause of occurrence and the

scale of mpact of that item on reported performance

Reversals of previous exceptional items are assessed based

on the same criteria

An analysis of the exceptional items included i the Group incorne
statement. together with the impact of these items on the Group
cash flow statement, 1s disclosed in Note 4 to the Group financial

statements

Refer to pages 178 to 181 for further details on the Group's APMs
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Key sources of estimation uncertainty

The key assumptions about the future, and other key sources of
estimation uncertamty at the reporting period end that may have
a significant nsk of causing a materiat adjustment to the carrying
amount of assets and labilities within the next financial year are
discussed below

Post-employment benefit cbligations

The present value of the post-employment benefit obligations
depends on a number of factors that are determined on an
actuarial basis using a number of assumptions. The assumptions
used mn determining the net cost/iincomel for pensions include
the discount rate. Any changes in these assumptions will impact
the carrying amount of post-employment benefit obligations
Key assumptions and sensitivities for post-employment benefit
cbligations are disclased in Note 27

Impairment

The Group treats each store 9s a separate cash-generating unit
for imparment testing of property, plant and equipment Where
there are inchcators of imparrment, management performs an
impairment test Recoverable amounts for cash-generating units
are the higher of fair value less cost of disposal, and value in use.
Value in use 15 calculated from cash flow projections based on
the Group's three-year internal forecasts. The forecasts are
extrapolated to five years based on management's expectations,
and beyond five years based on estimated lang-term growth
rates. Fair value 1s determined with the assistance of ingependent,
professional valuers where appropriate Key estimates and
sensitivities are cisciosed in Note 11

Commerciat income

Management 15 required to make estimates in determining the
amount and timing of recognition of commercial income (as
defined on page 99) for some transactions with suppliers, In
determining the amaunt of volume-related allowances recogmised
in any pericd, management estimates the probability that the
Group will meet contractual target volumes, based on historical
and forecast performance There is hmited estimaton involved in
recognising income for promotianal and other allowances,

Management assesses its performance against the obligations
conditional on earning the iIncome, with the income recognised
either over urne as the obligations are met, or recognised at the
point when all obligations are met. dependent on the contractual
requirements Commercial income 15 recognised as a credit within
cost of sales Where the income earned relates to inventories
which are held by the Group at period ends, the mcome is included
within the cost of those inveniones, and recogmised in cost of sales
upon sale of those inventories Management views that the cost of
inventories sold (which 1s inclusive of commercial income} provides
a consistent and complete measure of the income statement
impact of the gverail suppirer refationships.

Management cansiders the best indicator of the estimation
undertaken 15 by reference to commercial Income balances not
settled at the balance sheet date and has therefore provided
additional disciosures of commercial income amounts
reflected in the balance sheet Refer to Note 20 for
commercial incorme disclosures
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Tesco Bank expected credit lass measuremant

The rmeasurement of ECLs for Tesco Bank financial assets
requires the use of complex models and significant assumptions
about future macro-economic conditions and credit behaviour.
such as the likelihood of customers defaulting and the resulting
losses Key assumptions and sensitivities for Tesco Bank ECLs
are disclosed in Note 23.

Inventorlaes

An inventory provision 15 booked for cases where the realisable
value from sale of the inventory 1s estimated to be lower than the
nventory carrying value Management has estimated the inventory
provisioning percentage for gifferent product categories based on
various factors, incluging the expected sales profiles of the items,
the prevailing sales prices, the item's seasonality pattern and
expected losses associated with siow-moving inventory items

Contingent llablilties

Contingent llabilities are possible obligations whose existence

will be confirmed only on the occurrence or non-occurrence of
uncertain future events outside the Group's control, or present
obligations that are not recognised because it 1s not prabable that
a settlernent will be required or the value of such a payment cannot
be reliably estimated. The Group does not recogmise contingent
hakulities but discloses them Refer to Note 32 for the disclosures

Interpretations and amendments to accounting standards
effective for the current year

The following standards were adopted in the current year. and
further details of therr impact on the Group financial statements
are given in Note 36.

- IFRS 8 'Financial Instruments’
- IFRS 15 ‘Revenue from Contracts with Customers®

Other changes to standards. interpretations and amendments
effective in the current year have not had a material impact on
the Group financial statements

Standards issued but not yet effective

AL the date of authonisation of these financial statements, the
Group has not applied the following standards that have been
issued but are not yet effective The Group has not adopted any
new or amended standards early

IFRS 16 'Leases’ will be adopted by the Group for the accounting
perod beginring 24 February 2019 Further details of the impact
of IFRS 16 on the Group financial statements are given in Note 36

The impact of the following standard 15 still under assessment
- IFRS 17 ‘insurance Contracts’

Qther changes to standards, nterpretations and amendments
issued but not yet effective are not expected to have a matenal
impact on the Group financial statements,

Alternative performance measures (APMs}

In the reporting of financial infarmation, the Directors have
adopted vanous APMs These measures are not defined by IFRS
and therefore may not be directly comparable with other
companies’ APMs including those In the Grougp's industry

APMs should be considered in addition to, and are not intended
Lo be a substitute for, or superior to, IFRS measurements



Purpose

The Directors beheve that these APMs assist in providing additional
useful information on the underiying trends, performance and
postion of the Group

APMs are aiso used to enhance the comparability of infarmation
between reporting periods and geographical units (such as
like-for-like sales). by adjusting for non-recurring or uncontrollable
factors which affect IFRS measures. to aid users in understanding
the Group's performance

Consequently, APMs are used by the Directors and management
for performance analysis. planning, reporting and incentive-
setting purposes

The kxey APMs that the Group has focused on in the pericd are
as follows:

- Group sales. This is the headline measure of revenue for the
Group. It exciudes the impact of sales made at petrol filling
stations due to the significant voiatiity of fuel prices This
volatility is outside the control of management and can mask
underlying changes in performance

Like-for-like sales: This is a widely used indicator of a retailer’s
current trading performance It is a measure of growth in Group
online sales and sales from stores that have been open for at
least a year (but excludes prior year sales of stores closed during
the year) at constant foreign exchange rates.

Operating profit before exceptionai items and amortisation of
acquired intangibles This is the headline measure of the Group’s
performance, and is based on operating profit before the impact
of exceptional iters and amortisation of intangible assets
acquired in business combinations Exceptional items relate to
certain costs or incomes that derive from events or transactions
that fall within the normal activities of the Group but which,
individually or, if of similar type, in aggregate, are excluded by
wrtue of their size and nature in order to reflect management’s
view of the underlying performance of the Group.

Retail operating cash flow, This 1s the operating cash flow from
continuing operations, excluding the effects of Tesco Bank’s
cash flows

Retall free cash flow: Retail free cash flow includes all cash flows
from operating and investing activities and the market purchase
of shares net of proceeds from shares issued in refation to share
schemes, excluding the effects of Tesco Bank’s cash flows. The
following items are excluded: investing cash flows that increase/
decrease itemns within Net debt, and cash flows from major
corperate acquisitions and disposals.

Net debt: This excludes the net debt of Tesco Bank but includes
that of the discontinued operations to reflect the net debt
obligations of the Retail business

Dituted earnings per share from continuing operations before
exceptional items and amortisation of acquired intangibles,

net pension finance costs and fair value remeasurements on
financial instruments; This relates to profit after tax before
exceptional items and amartisation of acquired intangibles from
continuing operations, net pension finance costs and fair value
remeasurements on financial nstruments attributable to owners
of the parent divided by the weighted average number of
orchnary shares in 1ssue during the financial penod adjusted for
the effects of potentially dilutive share options,

Some of the Group's IFRS measures are translated at constant
exchange rates Constant exchange rates are the average actual
penodic exchange rates for the previous financial period and are
used to eliminate the effects of exchange rate fluctuations in
assessing performance. Actual exchange rates are the average
actual periodic exchange rates for that financial penod

Financial statements

Chonges to APMs
During the period. the following change has been applied to
the Group's APMs.

- The Directors and management have decided to exclude
the amortisation of intangible assets acguired in business
combinations from profit measures The amortisation charge
15 excluded because management does not consider the
incremental amortisation charge arising from acquired intangible
assets when assessing the underlying trading performance of
the Group Business combinations which occurred before the
acquisition of Bogker did not result in @ material amortisation
expense ansing from the acquired intangible assets.

As a result of the change above. the folowing APMs have been
changed to exclude the amortisation of Intangible assets acquired
In business combinations

- Operating profit before exceptional items and amartisation
of acquired intangibles

- Profit before tax before exceptional items ang amortisation
of acquired intangitles. net pension finance costs and fair
value remeasurements on financial iInstruments,

- Earnings per share from continuing operations before

exceptional items and amortisation of acquired intangibles,

net pension finance costs and fair value remeasurements on

financial Instruments,

Effective tax rate before exceptional items and amortisation

of acquired intangibles, and

- Effective tax rate before exceptional items and amortisation
of acquired intangibles. net pension finance costs and fair
value remeasurements on financial Instruments

Operating margin is now calculated as Operating profit before
exceptional items and amortisation of acquired intangibles
dwided by revenue

Refer to the Glossary {pages 178 to 181) for a full ist. comprehensive
descriptions and purpose of the Group’s APMs
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Notes to the Group financial statements continued

Note 2 Segmental reporting

The Group's operating segments are determined based on the Group's internal reporting to the Chief Operating Decision Maker (CODM)
The CODM has been determined to be the Group Chief Executive, with support from the Executive Committee, as the function primaniy
responsible for the allocation of resources to segments and assessment of performance of the segments

Following the acquisition of Booker on 5 March 2018, management has apphied judgement i determining the presentation of Booker
within the UK & ROl Retall segment Note 1 provides further details on the rationate for this presentation

The principal actwities of the Group are therefore presented in the following segments

- Retating and associated actities (Retail} n-
UK & ROI - the United Kingdom and Republic of Irelang,

Central Europe - Czech Republic, Mungary, Poland, Slovakia, and

Asia - Malaysia and Thailand.

- Retail banking and insurance services through Tesco Bank in the UK (Tesco Bank).

This presentation reflects how the Group's operating performance is reviewed internally by management

The CODM uses operatung profit before exceptional items and amortisation of acquired intangibles, as reviewed at monthly Executive

Committee meetings., as the key measure of the segments’ results as it reflects the segments' underlying performance for the fingncial year
under evaluation Operating profit before exceptional items and amortisation of acquired intangibles 1s a consistent measure within the Group
as defined within Note 1 Refer to Note 4 for exceptional tems and amortisation of acquired intangibles. Inter-segment revenue between the

operating segments is nat material

ncome statement

The segment results and the reconciliation of the segment measures to the respective statutory items included in the Group income

statement are as follows:

Total at Total
Central Tesco canstant Foreign at actual
52 weeks ended 23 Fabruary 2019 UK & RO! Eurepe Asia Bank exchange exchange exchange
At constant gxchange rates £m Em £m £m Em £m £m
Continuing cperations
Group sales 44,876 6.058 4746 1.097 66 777 06 56 883
Revenue 51.636 6.325 4.746 1.097 63.804 107 6391
Operating profit/{loss) befaore exceptional items 1536 186 79 197 2,198 8 2,206
and amortisation of acquired intangibles
Exceptional items and amortisation of acquired intangibles 12) 46 {66) 30) (52} ) 153)
Operating profit/{loss) 1,534 232 213 167 2,146 7 2,153
Operating margin 3.0% 2.9% 5.9% 18.0% 3.4% 3.5%
Total
Central Tesco at actusl
52 weeks ended 23 February 2019 UK & ROI Europe Ania Bank exchange
Al sctual exchange rates £m £m £ £m Em
Continuing operations
Group sales 44,883 6 030 4873 1,097 56,883
Revenue 51,643 6.298 4,873 1,097 63,91
QOperating profit/lloss) before exceptional items 1,537 186 286 197 2,206
and amortisation of acquired intangibles
Exceplional items and amortisation of acquired intangibles 2) 46 (67} (30) {53)
Operating profit/lloss) 1,538 232 219 187 2,353
Operating margin 3.0% 3.0% 5.9% 18 0% 3.5%
Share of post-tax profits/llosses) of joint ventures and associates 35
Finance ncome 22
Finance costs {5361
Profit/(loss) before tax 1,674
Total
Central Tesco at actual
52 weeks enged 24 February 2018 {restated} UK & RQI Europe Asia Bank exchange
Al actual exchange rates £m £m £m £m £m
Continuing operations
Group sales 38.656 6.343 4,947 1.047 60,993
Revenue 44 914 6.585 4.947 1.047 57.483
Operating profit/{lossl before exceptional items 1,059 19 299 169 1,646
and amortisation of acquired intangibles
Exceptional iterns and amortisation of acquired intangibles 145 93 22 (24) 183
Operating profit/{ioss) 1,205 nz 77 145 1,839
Operating margin 2 4% 1.8% 6.0% 16.1% 2.9%
Share of post-tax profits/{losses) of joint ventures and associates 16
Finance income 67
Finance costs {600}
Profit/{loss) before tax 1,300

Tesco Bank revenue of £ 097m (2018, £1.047m) comprises interest and similar revenues of £729m (2018. £673m) and fees and commissions

revenue of £368m (2018 £374m)
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Financial statements

Balance sheet

The fallowing tables showing segment assets and liabilities exclude those balances that make up net debt (cash and cash equivalents,
short-term investments, joint venture ioans and other recevables, bank and other borrowings, finance lease payables, derivative
financial Instruments and net debt of the disposal group) Net debt balances have been included within the unallocated segment to
reflect how the Group manages these balances Intercompany transactions have been eliminated other than intercompany transactions
with Tesco Bank in net debt.

Central Tesco

UK & ROI Eurcpe Asia Bank Unallocated Total
At 23 February 2015 £m £m £m Em £m Em
Goodwill and other intangibie assats 4927 27 204 1026 - 6,264
Property, plant and equipment and investment property 13.638 2 669 2 690 62 - 19.059
Investments in jont ventures and associates 12 1 605 86 - 704
Non-current financial assets at fawr value through
other comprehensive Income 3 - - 976 - 979
Non-current trade and other recevables® 52 5 ] 19 - 90
Non-¢urrent loans and advances Lo customers and banks - - - 7 668 - 7.868
Deferred tax assets - 24 50 58 - 132
Non-current assets® 18,632 2,726 3,643 10,095 - 35,096
Inventories and current trade and other recervables™ 3 066 487 380 285 - 47228
Current loans and advances 1o customers and banks - - - 4,882 - 4 882
Current financial assets at fair value through
other comprehensive income - - - &7 - 67
Total trage and other payables (7.627) {801 (1.069) (241 - (9,738)
Total customer deposits and depos(ts from banks - - - {12 128) - (12.128)
Total provisians {889) 65) 6H (52) - (1067)
Deferred tax liabiites {196) 28} 12 - - (236)
Net current tax (265) 0z} 1Y) (31) - {319
Post-employment benefits {2 788) - (201 - - {2 808)
Assets classified as held for sa'e 68 30 - - - 98
‘Net debt hncluding Tesco Bank)y® - - - (378) (2,863) (3.241)
Net assets 10.001 2,337 2,860 2,499 (2,863) 14,834
" Excludes loans ko oint ventures of £305m 42018 £138m) which form part of net debt
® Excludes denvative financial instrument non-current assets of £1178m (2008 £1 17m}
@ Excludes net interest and other recevables of £1m (2018 £1m) which ferm part of net cebt
@ Excludes loans to pint ventures of £28m (2018 Enil) which form part of net debt
w Reler toNote 30

Central Tesco

UK & ROI Europe Asla Bank Unallocated Totat
A1 24 February 2018 Irestated) Em £m £€m Em £m £m
Goodwill and other intangible assets 1.281 36 2h 1073 - 2.661
Property, plant and equipment and investment property 13180 2,798 2564 68 - 18621
Investments in joint ventures and associates 12 1 586 90 - 689
Non-current financial assets at fair valug through other comprehensive
ncome 3 - - 857 - 850
Non-current trade and other recevables® 30 6 12 ~ - 48
Mon-current loans and advances 1o customers and banks - - - 6.885 - 6 885
Deferred 1ax assets 18 33 65 ~ - 116
Non-current assets™ 74,534 2,875 3,498 8,973 - 29,880
Inventories and current trade and other receivables™? 2,435 610 3589 323 - 3.767
Current loans and advances to custamers and banks - - - 4,637 - 4,637
Current financial 2ssets at fair value through other comprehensive income - - - E8 - 68
Total trade and other payables {7,236} (853} (1,028) (241) - (9 358)
Total customer deposits and deposits from banks - ~ - (10,784} - {10 784)
Total provisions 1.034) mo) {47} (74) - {1.265)
Deferred tax habilities {2n (35) 32) {8 - (96)
Net current tax (263) 9) (8] (35} - (323)
Post-employment benefits 13,261 - 21 ~ - {3.282)
Assets classified as held for sale 95 54 - ~ - 149
Net debt including Tesco Bank)!® - - - {288) [2.625) 12,913}
Net assets 5,249 2,832 2,753 2.871 (2,625) 10,480

‘= Refer 1o prewvious table for footnotes
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Notes to the Group financial statements continued

Note 2 Segmental reporting continued
Other segment information

Central Tesco  Total continung Discontinued
UK & ROI Europe Asia Bank operations operations Total
52 weeks ended 23 February 2019 £m £m Em £m Em £m £m
Capital expenditure lincluding acquisitions
through business combinations)
Property. piant and equipment!® 1.028 n3 232 4 1.377 - 1,377
Investment property - - - - - - -
Goodwill and other intangible assets™ 4,005 7 ) 27 4.052 - 4,052
Depreciation and amortisation
Property, plant and equipment 699 (138} (234) 10) 1,079} - {1.079)
Investment property m - - - a - {1}
Other intangble assets (200 (14) o] (73) {295) - 1295)
Impairment.
Property. plant and equipment Joss [46) {64) {36} - {146) - {146)
Property, plant and equipment reversat 129 86 4 - 219 - 219
Investment property [0ss - i - - a - [1)]
Investment property reversal 2 - - - 2 - 2
Goodwilt and other intangible assets loss )] 16} - - V4] - (21
Other intangible assets reversal - 5 - - S - 5
Financial assets net {Joss)/reversai (20) - 1} (164) {185) - (185)
W Inciydes £326m acquired through business combinations
™ Includes £3 861m (2018 £8m) of goodwill and other intangible assets acquired through business combinations
Central Tesco  Total contintang Discontinued
UK & ROH Europe Asia Bank operauons operatons Total
52 weeks ended 24 February 2018 (restated) fm £m £m £m £m fm fm
Capital expenditure (including acgquisitions
through business combmnations)
Property plant and equipment 940 nw 236 7 1300 - 1.300
Investment property 1 - - - } - 1
Goodwill and other intangible assets 141 16 3 43 203 - 203
Depreciation and amortisation
Property plant and equipment {686) nazn (230) na {1.075) - 1.075)
Investment property m - - - 1 - )]
Other intangible assets (21 (18) 9 gl (219 - (219)
Impairment
Property, plant and equipment loss {500 {6) (32 - (88) - {88)
Property. plant and equipment reversal 154 12 9 - 275 - 275
Investment property loss - m - - Al] - (1
Investment property reversal 3 2 - - 5 - 5
Goodwill and other intangible assets [6ss 20 {8) - - (28) - {28
QOther intangible assets reversal 4 - - - 4 - 4
Financial assets net (loss)/reversal {6) 3 {1} {137) (141) - {14y
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Cash flow statement

Financlal statements

The following tables prowide further analysis of the Group cash flow statement, inciuding a sphit of cash flows beiween Retail and Tesco Bank.

Retait Tesco Bank Tesco Group
Before Before
exceptional Excepuenal exceptional  Exceplicnal
nems and ems and ems and 1tems and
amortisation amortisation gmortisation amortisation Tesco
of acquired  of acquired Retal of acqured of acgured Bank
intangibles intangibles Total mtangibles  mtangibies Total Totat
52 weeks ended 23 February 2019 tm £m £m £m Em £m fm
Operating prefit/lloss) of continuing operations 2,009 (23) 1,986 187 30 167 2,153
Depreciation and amortisation 1.214 78 1292 83 - 83 1,375
ATM net income (34) - (34] 34 - 34 -
(Profitk/loss arising on sale of property. plant and equipment and 5 {104} 2]} 8} - {B) {107
intangible assets
Profit) /loss anising on sale of subsidiaries and financial assets st far ] 7 8 - - - {8)
value through other comprehensive income
{Profit)/loss ansing on sale of joint ventures and asscciates - - - - - - -
Net impairment toss/{reversall on financial assets at fair value through - - - - - - -
other comprehensive iIncome
Net impairment loss/{reversal) on property plant and equipment, (3 155} 158} - - - 158}
Intangible assets and investment property
Adjustment for non-cash element of pensions charge 45 - 45 _ - - 45
Additional contnbution mto defined benefit pension schemes (266) - (266) - - - {266}
Share-based payments 82 - 82 (5} - {5) 77
Tesco Bank fair value movements included in operating profit/{loss) - - - 127 - 127 127
Cash flows generated from operations excluging working capital 3,051 nn 2,940 428 130) 398 3.338
{increase)/decrease in working capital (12) (126) (438) {223) (35} [258) {696}
Cash generated from/{used in) operations’ 2,739 {230 2,502 205 {65) 140 2,642
Interest paid {301 - (301 5) - 15 1306)
Corporation tax {paidl/received {302) - (302) (68) - 68) 1370)
Net cash generated from/{used in) operating activities 2,136 (237) 1,899 132 165) 67 1,966
Proceeds from sale of property. plant and equipment investment property 22 283 285 1 - 1 286
intangible assets and non-current assets ciassmified as held for sale
Purchase of property. plant and equipment investment property ang (1363 - (136) - - - (£36)
non-current assets classified as held for sale - store buybacks
Purchase of property plant and equipment inyestment property and (9621 - {962) 13) - (3) 965)
non-guryent assets classified as held for sale - other capital expenditure
Purchase of intangtble assets {164) - 164) 27 - 27 (9n
Disposal of subsiciaries. net of cash disposed 8 - 8 - - - 8
Acquisition of subsidiaries net of cash acquired (Note 31 (715) - {15) - - - {715}
Proceeds from sale of joint ventures and associates - - - = - - -
Net increase/ldecrease) in loans o ot ventures and associates - - - 5 - 5 5
Investments in joint ventures and associates (i - (m - - - (1)
Net (investments in}/proceeds from sale of short-term wnvestments 639 - 639 - ~ - 639
Net linvestments in}/proceeds from sale of financial assets at fair value ) 7 2 (124) - 1124) 0zl
through other comprehensive ncome
Dwvidends recered from jont ventures and associates 31 - kH 10 - 10 L]
Dvidends recewed from Tesco Bank 50 - 50 (5 - 50} -
Intergst recenved 18 - 18 - - - 13
Net cash generated from/{used inl investing activities {1,225} 270 {955) (188) ~ (188) 1,143}
Proceeds from issue of ordinary share capital 60 - 60 - - - 60
Own shares purchased {2086) - (206) - - - (206}
Add Cash outfiow from major acquisition (Note 31 747 - 747 - - - 747
Less Net increase/(decreasel in loans to j0Int ventures and associates - - - )] - {5) {5
Less. Net snvestments inf{proceeds from sale of) short-term investments {639) - {639) - - - B39}
APM, Free cash flow 873 33 906 61} {65) (126) 780
Increase in borrowings 704 - 704 n - 2n 975
Repayment of borrowings (2.046) - (2,046} (4258) - 1425} (2,471}
Net cash flows from derivative financial instruments 35 - 35 - - - 35
Repayment of obligations under finance leases (7 - 17 - - - in
Dwvidends paid to equity holders (357) - {357) - - - (357)
Net cash generated from/{used in} financing activities (1.827) - n,8z7 (154} - [154) (1,981)
Intra-Group funding and intercompany transactions (14) - (14) 14 - 14 -
Net increase/(decrease} in cash and cash equivalents {930) 33 (897) (196 (65) (267 (1,158)
Cash and cash equivalents at the beginning of the year 2,785 1304 4 059
Effect of foregn exchange rate changes 15 - 15
Cash and cash equivalents at the end of the year 1,873 1,043 2,916

APM  Retall operatingcash flow of £2 502m 15 the cash generatexd from eperations of the continuing Retail business
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Notes to the Group financial statements continued

Note 2 Segmental reporting continued
Cash flow statement continued

Retall Tesco Bank Tesco Grovp
Before Before
exceptional  Exceptional exceptional  Exceptional
sems and ttems and iems and tems and
amortisaticn amortsetion amorusation  amanisaton
of acquired  of acquired Retal ofacqured of ecqured Tesco Bank
ntangbles  intangibles Total intangbles  intangibles Total Total
52 weeks ended 24 February 2016 (restated) £m £m £m £m Ern £m
Operating prolit/(loss] of continuing operations 1.477 n? 1,694 169 (24) 145 1,839
Cepreciation and armortisation 1212 - 1.212 83 - a3 1.295
ATM net income {37 - (37) 37 - 37 -
(Profit)/loss ansing on sale of property. plant and equipment and (8 (58) (66} - - - {66}
ntangible assets
(Profit)/loss ansing on sale of subsidiaries and financial assets at far 3) 162) (165} - - - {165}
value through other comprehensive Income
(Prefit)/loss arising on sale of joint ventures and associates 7 (16) {23) - - - 23)
Net impairment loss/(reversal) on financial assets at far value through 22) - (22} - - - (22)
other comprehensive income
Net impairment loss/lreversall on property, plant and equipment, 8) {159} nsn - - - (187)
intangible assets and investment property
Adjustrnent for non-cash element of pensions charge 4 - 4 - - - 4
Additional contribution into defined benefit pension schemes (245) - {245) - - - {245)
Share-based payments 109 - 109 4 - 4 n3
Tesco Bank fair value movements included in operating profit - - - 156 - 156 156
Cash flows generated from operations excluding working capital 2,472 (178} 2,294 449 (24) 425 2,19
{Increasel/decrease in working capital 493 (14} 479 114 {3) il 590
Cash generated from/lused in) operations’ 2,965 (192) 2,773 563 (27) 536 3.309
Interest paid (324) - {324) (4) - (4) (328}
Corporation tax {paid)/receved ) - {131) {45) - (45) {176)
Net cash generated from/lused in) operating activities 2,510 (182) 2,318 534 27 487 2.805
Proceeds from sale of property. plant and equipment. mvestment property. 75 78 253 - - - 253
intangible assets and non-current assets classified as held for sale
Purchase of property plant and equipment, investment property and (204) {189) {393) - - - {393)
nan-current assets classified as held for sale - store buybacks
Purchase of property. plant and equipment investment property and {1.o38) - (1.038} {9 - 9 {1,047}
non-current assets classiiied as held for sale - other capital expenditure
Purchase of intangible assets (152) - 152) (45) - (45} (197}
Disposal of subsidiares, net of cash disposed - 66 66 - - - 66
Acquisition of subsidiares, net of cash acquired 27 - 27 - - - (27
Proceeds from sale of joint ventures and associates 4 19 2 - - - 23
Investments in joint ventures and associates 6} - (8) s - {15 21
Net (investments in)/proceeds from sale of short-term investments 1.697 - 1.697 - - - 1697
Net (investments inl/proceeds from sale of financial assets at far value 34 196 230 - 236
through other comprehensive income
Dvidends recewved from joint ventures and assoclates 26 - 26 - - - 26
Dividends recewed from Tesco Bank 50 - 50 (5C) - {50 -
Interest receved 27 - 27 - - - 27
Net cash generated from/(used in} investing activities £86 170 756 113) - {113) 643
Proceeds from issue of ordinary share capital n - 1] - - - 1
Less Net {investments in)/proceeds from sale of short-term 1.697) - (1697) - - - {t.697)
Investments
AFPM: Free cash flow 1,410 223 1,388 401 (27) 374 1,762
Increase in borrowings 13 - 13 300 - 300 33
Repayment of borrowings {3,571 - {3,571 n50) - (150) 3,721
Net cash flows from dervative financial Instruments 253 - 253 - - - 253
Repayment of obligations under finance leases lle] - Q) - - - om
Dividends paid to equity owners (82) - 82) - - - {82
Net cash generated from/(used in) financing activities (3,386) - 13,386) 150 - 150 13,236)
Intra-Group funding and intercompany transactions 9 - g (S} - 19) -
Net increase/{decreasel in cash and cash equivalents (281) (22) 303 542 27 518 212
Cash and cash equivalents at the beginning of the year - - 3.043 - - 189 3,832
Effect of foreign exchange rate changes - - 15 - - - 15
Cash and cash equivalents at the end of the year - - 2,758 - - 1,304 4,059

* APM ‘Retall opersting cash flow’ of £2 773m s the cash generated from operations of the continuing Retail business
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Financial statements

Note 3 Income and expenses

52 weeks 52 weeks
2019 208
Continuing pperatigns Em £m
Profi/ltoss) before tax s stated after charging/(crediting) the followng
Property rental income of which £(35im (2018 £(34)m) relates to nvestment properties {338) (312}
Other rental iIncome (56) (55}
Direct operating expenses arising on rental-earning investment properties 19 17
Costs of inventories recognised as an expense 48124 42297
Inventory losses and provisions 1,389 1.373
Depreciation and amortisation charged t375 1,295
Operaung lease expenses, of which £76m (2018. £70m) relates to hire of plant and machinery 1.078 .08
Net impairment loss/{reversal} on property plant and equipment and investment property 73) 2]
Net impairment loss/{reversal} of gpodwill and other intangible assets B 24
Net impairment loss/{reversal) on financial assets 185 141
Auditor's remuneration
52 weeks 52 weeks
2019 208
£m £m
Fees payable to the Company's audior and its associates for the audit of the Company and Group financial statements 16 15
The audit of the accounts of the Company's subsidianes 64 53
Total audit services 8.0 6.8
Audit-related assurance services 05 05
Total audit and audit-related services 8.5 1.3
Fees payable to the Company's auditor and its associates for other services
Transaction services - 19
All other non-audit services 35 43
Total non-audit services 35 62
Totat auditor's remuneration 12.0 135

Other non-audit services of £3 5m (2018 £4 3m) represents retail consultancy services £1 3m (2018 £1 5m), provision of data repository
services for information needed by the Group and Serious Fraud Office (SFO) £17m (2018 £1 8m}. SFO Monitor role £O 1m (2018: £0 8m). and
other £0 4m (2018: £0 2m) In addrtion to the amounts shown above. the auditor recewved fees of £0 2m (2018, £0 2l for the audit of the man
Group pension scherme Additional information on the non-audit services provided by the auditor 15 provided in the Corporate governance
report on page 60, including how objectivity and independence 1s safeguarded

Employment costs, including Directors’ remuneration

52 weeks 52 weeks

2019 2018

Ccnunumg aperations Notes Em fm
Wages and salares® 6,447 6,026
Social security costs 520 486
Past-employment defined benefits® 27 78 3s
Post-employment defined contributions 27 332 316
Share-based payments expense 26 nsg 252
Terminaticn benefits'® 151 15
Total 7.646 7,233

@ Wages and salares include £100m (2018 Enlll cast relating to cash bonuses offered in the current financiel year In the prior financial year colleagues were offered the choice of cashor
equity. with the corresponding cost of £124m included n the share-based payments expense ine

B (nclugdes £43m 12018 €nd) past service cost related to guaranteed minimum pensions (GMPs) This s treated as an excepucnal itém Refer 10 Note 4 and Note 27

® Includes £145m (2018 £99m) of redundancy costs included within exceptionat ntems Refer to Note 4

Post-employment defined contribution charges include £110m (2018. £108m!} of salaries paid as penston contributions

The table below shows the average number of employees by cperating segment during the financial year
Average number of

Average number of employees full-time equivalents
Continuing operations 2019 2018 2019 2018
UK & ROM 34417 3247 223.542 210,312
Asia 62,403 61,623 44 473 59110
Central Europe 54 301 58 300 50 068 54,857
Tesco Bank 3.684 3.948 3407 3.637
Totai 464,505 448,888 321,480 327,916

Tesco PLC Annual Report and Financial Statements 2019 m



12

Notes to the Group financial statements continued

Note 4 Exceptional items and amortisation of acquired intangibles
Income statament

52 weeks ended 23 February 2019
Profit/{loss) for the year included the following exceptional items and amortisation of acquired intangibles.

Totsl exceptional

ems and

amertisation of
acquired Share of joint
intangibles ventyure and

Ardministrative Proporty- included within asvitdales Liscontinued
Exceptional items ang amortisation Cost of sales expenses relateditems  perating profit  profts/losses) Taxatian operations
of acquired intangibles included in £m Em £m £m £m £m £m
Exceptional items-
Tesco Direct closure costs® {38) - - (38 - 7
Net restructuring and redundancy costs™ (159) 23) - (182 - 30
Provision for customer redress< {16 - - (16 - -
Release of amounts provided m relation to FCA obligations'® - 17 - 17 - -
Insurance recovery of amounts in relation te FCA - 20 - 20 - -
obitgations®
Property transactions® - - 104 104 N 7
Tesco Bank FCA charge® - (16) - 16} - -
Booker integration®™ (8) [t - {15 - 3
freetime VAT prowision release® 178 - - 176 - (23)
Lazada contingent proceeds? - 7 - 7 - -
GMP equahsation™ (37 6 - (43} - 7
Net impairment reversal of non-current assets and onerous 10 - 1 )] - 23
property provisions®
Total excepticnal items 72) 8 105 25 n 44
Amortisation of acquired intangibles:
Amortisation of acquired Intangible assets (Note 10} - 1781 - 781 - 15
Total exceptional items and amortisation (72) (86} 105 53] n 59

of acquired intangibles

“ This relates to imparment, redundancy and inventory Iosses arismg from the closure of the Group’s non-food business, Tesco Drrect In July 2018

B Thes net charge felates o simplificatson of our busingss end working practices in Central Eurape £(27m, UK & RGIHE3Tm and Asia £(26/m netteq off against a £2m reduct:on in
business simplification costs previously provided for in Tesco Bank

“ The charge of E(5)m relates (0 addmonal costs In respect of Payment Protecl:on Insurance (PPL a5 a result of higher ¢laim rates than previdusly estimated

' The Group had taken an exceptional charge in respéct of the Gelerred Prosecution Agreement {DPA), incluging the Shareholder Compensation Scheme in Lhe 52 weeks 1o 25 February
2077 £V m charges relating to the Shareholder Compensation Scheme neve been released in the 52 weeks ended 23 February 2019

'Y This relates to an nsurance recovary recognised relating to the Shareholder Compensation Scheme

* As part of the Group s strategy tO maximise value from property the Group disposed of surplus properties which generated a profit of £104m The £1im gaun redates 1o the Group's

share of the property dispasal gainin Gain Land Limnited, an as50<1ated undertaking of the Group

This relates 10 the settlerment payment Lo the Finantial Conduct Authonty (FCA) in respect of an online frauduwent attack on Tesco Bank (in 2016, as detaled in Note 25

This covers costs incurred in integrating Booker within the Tesco Group, mainty focused on aligning distnbution networks and operating platforms

After the resofution of a dispute with HMRC regarding the treatment of VAT on Clubcard réwards the related provision of £176m was released Refer (o Note 25

This relates 1o fecept of contingent proceeds prevously held back and not recogrised in Our sale proceeds

This relates 10 2 non-cash charge in respect of the Group's defined benefit pension hablity arising from equalisaticn of guarantsed mnmum pensions IGMPs) follwing recent bigh sourt

ruling as detailed in Note 27

©  This comprises & net imparment reversal of £69m in property plant and equipment & net impairment charge of £{1dhm i other intangible assets and a net charge of El4d)m n onerous
property provisians

gt ® 2 &

Tesco PLC Annual Report and Financial Statements 2019



52 weeks ended 24 Februory 2018

Profit/(loss) for the year included the following exceptional items and amortisation of acquired intangibles

Total excepuonal

Financlal statements

tems and
armortisation of
acquired Exceptional tems
ntangibles wathin
Administrative Property- included within driscontinued
Exceptional items and amortisation Cost of sales expensas related tems  operating proflit Flnance costs Taraton operations
of acquired iNtangibles included in £m Em £m £m £m £m £m
Exceptianal items:
Net restructuring and redundancy costs 7S {34) 7 {102} - 19 -
Net imparment reversal of non-current 50 - 3 53 - 28 -
assels and onerous lease provisions
Prowsion for customer redress 24 - - {24} - 3 -
Investment disposal - 124 - 124 - [25) -
Disposal of opticians business - 38 - 38 - [y -
Release of amounts provided i relation - 25 - 25 - - -
1o DPA and FCA obligations
Property transactions - - 79 79 - (32) -
Foreign exchange losses on GBP short- - - - - (38 - -
term investments held in overseas entities
Exceptional items relating to discontinued - - - - - - 216
operations
Total exceptional items {49) 153 89 193 (38) {20} 216
Amartisation of acquired intangibles:
Amartisation of acquired intangible assets - - - - - - -
Tetal exceptional items and amortisation (49) 153 a9 193 (38) (20} 216
of acquired intangibles
Cash flow statement
52 weeks ended 23 February 2019
The table below shows the iImpact of exceptional items on the Group ¢ash flow statement
Amortisation of acquired intangibles does not affect the Group's cash flow
Cash flows from Cash fiows from
operating actiaties nvesting activities
52 weeks 52 weeks 52 weeks 52 weeks
2019 2018 2018 2018
Em £m £m Em
Payments relating to Tesco Direct ¢losure {38 - - -
Prior year restructuring and redundancy costs'™ 80} (58) - -
Current year restructuring and redundancy costs!® (30) 67) - -
Utilisatton of onerous lease provisions 82) (93) - -
Property transactions® - ] 263 {11)
Property transactions - sale of Investment in joint venture - - - 19
Settlement of claimns for customer redress in Tesco Bank (49) {23) - -
DPA/sharehalder comgensation scheme payments {43) {149) - -
Freetime VAT refund® 12 160 - -
Tesco Bank FCA settlement payment (18] - - -
Insurance recovery of amounts in relation to FCA obligat:ons 16 - - -
Booker integration cash paymenis {12) - - -
Proceeds from sale of investments - Lazada - - 7 186
Proceeds from sale of opticians business - - - 45
Proceeds from sale of subsidianes treated as discontinued - - - 26
Exceptional cash flows from discontinued operations - - - {5)
Total (302} (219) 270 170

‘¢ These are cash outflows on settlement of restructuring end regundancy costs
™= These relate 1o proceeds from disposal of properties primarfly in UK & RG| and Central Eutope
W VAT recovered in relation to the appeal against HMRC regarding the treatment of VAT an Clubcard rewards

Tesco PLC Annual Report and Financial Statements 2019

n3



14

Notes to the Group financial statements continued

Note 5 Finance income and costs

52 wasks
52 weeks 2018
2019 {restated™)
Lontnuing cperations Notes £m £m
Finance income
Interest receivable and similar income 22 44
Financial nstruments - fair value remeasurements - 23
Total finance income 22 67
Finance costs
GBP MTNs and Loans Na4) (207}
EUR MTNs 77} (94}
USD Bonds an (3n
Finance charges payable under finance leases and hare purchase contracts B} 8}
Other interest payable (49} 62}
Capitahsed nterest n 1 2
Financial nstruments - (ar value remeasurements™ (153) -
Total inance costs before exceptional items and net pension finance costs (447) (400)
Net pension finance costs 27 89) (162}
Foreign exchange lasses on GBP short-term investments held in overseas entities 4 - {38)
Total finance costs (536) {600)
Net finance cost (514) {533)
“ Restated for reclassification of dervauve interest income as detaited m Note ¥
& Far value remeasyrements included £(121)m (2018 £{30)mi relating to the premium paid on the repurchase of iong-cated bonds
Note 6 Taxation
Recognised in the Group income statement B
52 weeks
52 weeks o8
2019 {restated)
Continuing operations fm £m
Current tax [credit)/charge
UK corporation tax 221 143
Overseas tax 3 ng
Adjustments in respect of priar years (8) {29)
344 232
Deferred tax [credit)/charge
QOrigination and reversal of temporary ditferences 3 25
Adjustments in respect of prior vears 7 49
10 74
Total income tax (credit)/charge 354 306

The Finance Act 2016 ncluded legisiation to reduce the main rate of UK corporation tax from 20% to 18% from 1 April 2017 and to V7% from
1 April 2020. These rate reductions were substantively enacted by the balance sheet date and therefore inciuded in these consoldated
financial statements. Temporary differences have been remeasured using the enacted tax rates that are expected to apply when the iability

1s settled or the asset realised

Reconciliation of effective tax charge

52 weeks
52 weeks 2018
2019 (restated)
£m £m
Profit/(loss) before tax 1,674 1,300
Tax credit/icharge) at 19 0% {2018 19 1%) (318) (248)
Effect of:
Non-guahfying depreciation (30) (31
Expenses not deducuple™ (26) (25)
Unrecognised tax losses 9) (27
Property items taxed on a different basis 10 accounting entries®™ 21 25
Impairment of non-current assets 17 35
Banking surcharge tax {18) ng)
Differences \n overseas taxation rates 14 5
Adjustments in respect of prior years 1 20
Share of Iosses of joint ventures and associates 7 )
Irrecoverable withholding taxes (13) -
Total incame tax credit/lcharge) (354} {306}
Effective tax rate 211% 23.5%

“ Thiz includes current year mavements on uncertain tax pesitions and the release of amounts provided for in relation to DPA and FCA obligations
@ This Includes property items where the carrying vatues differ from thew valuation for tax purposes and recogmition of capital I0sses on praperty assat disosals
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Reconciliation of effective tax charge on APMs

Financial statements

52 weeks
52 weeks 2008
2019 {restated)
Em £m
Profit/loss) before tax before exceptional items and amortisation of acquired intangibles 1,716 1.145
Tax credit/(charge) at 19 0% {2018. 19.1%) (326) (219)
Effect of
Neon-qualifying depreciation (30} (3)
Expenses not deductible® (24) 126}
Unrecognised tax losses 15) (18}
Property 1iems taxed on a different basis to accounting entries® - 18
Banking surcharge tax (19} {19)
Differences in overseas taxation rates 7 5
Adjustments in respect of prior years 8} 5
Share of losses of joint ventures and associates 5 )
Irrecoverable withholding taxes (13} -
Total income tax credit/(charge) befare exceptional items and amortisation of acquired intangibles (413) (286)
Effective tax rate before exceptional items and amaortisation of acquired intangibles 24 1% 25.0%
Tax charge on net pension finance costs and fair value remeasurements at 19.0% on £242m (2018 12 1% on £138m) {46} [26)
Change in tax rate 2 3
Total income tax credit/{charge) before exceptional items, net pension finance costs and fair value remeasurements (4571 {309)
Effective tax rate befare exceptional items, net pension finince costs and fair velue remeasurements 23.3% 24.1%
= Tris Includes current year movements On uncertan 1ax posiions and expenses not qualifytng for tax rehef
™ This includes property items where the carmyng values giffer from thewr valuation for {ax purposes and recognition of capital losses on property asset disposals
Tax on items credited directly to the Group statement of changes in equity
52 weeks 52 weeks
2019 2018
£m £m
Current tax credit/lchargel on
Share-based payments 2 -
Ceferred tax credit/{charge} on
Share-based payments 3 6
Total tax on items ¢redited/(charged) to the Group statement of changes in equity 5 &
Tax relating to components of the Group statement of comprehensive income/(loss)
52 weeks 52 weeks
2019 2008
£ Erm
Current 13x credit/icharge) on
Foreign exchange movements 3 (9}
Delferred tax credit/{charge) on.
Pensions (61 (554}
Fair value of movement on financial assets at fair value through other comprehensive mcome 2 10
Fair value movements on cash flow hedges - 2
Total tax on items credited/lcharged) to Group statement of comprehensive income/{loss) (56) {532)
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Notes to the Group financial statements continued

Note & Taxation continued

Deferred tax
The following are the major deferred tax (habilities)/assets recognised by the Group and movements thereon during the current and pricr
financial years.

Property- Retirement Short -term
refated Acquired benefit Share-based tming Financial
nems™ intangbles obligation™ payments chiferences Tox iosses nstriments Total
Em £m £m £m £€m £m £m £m

At 25 February 2017 (644) - 1,122 23 148 8 38) 619
Adjustment on initial application of IFRS 15 - - - - A} - - 6}
[Charge)/credit to the Croup ncome 65 - {14) 14 {1 7 3] {74
statement
[Charge)/credit to the Group statement - - - [ - - - 6
of changes in equity
[Charge)/credit to the Group statement - - (554) - - - 3 (523)
of comprehensive income/(5ss)
Foreign exchange and other movernentst (4) - - - 2 - - {2)
At 24 February 2018 {713} - 554 43 143 1 (8) 20
Adjustment on iniual application of IFRS § - - - - - - 59 59
{Chargel/credit to the Group Income 46 15 (23} - (28) 2 {22} (10}
statement
{Chargel/credit to the Group statement - - - 3 - - - 3
of changes in equity
IChargel/eredit to the Group statement - - =) - - - 2 159)
of comprehensive income/(loss)
Disposals 4 - - - - - - 4
Business combinations 7 (128) - 4 3 3 - 26)
Foreign exchange and other movements® - - - 1 3 - 1 5
At 23 February 2019 (670) 14l 470 51 121 & 32 (104}

« Property-related items include o deferred tax iabiity on rofleg-over gans of E287m (2018 £281m) and deferredtax assets on copital losses of £140m 2058 E119m) The remaining balance
relates 1 accelerated tax depreciation The Group does not expect a matenal reversal 1n the next financial year
B The deferred tax assel on retrement benefits s expected to reverse as addibional funding contributions are made to the closed defined benefit scheme Refer to Note 27

@ The deferrad tax charge for foreign exchange and other movements 15 a £5m credit (2018- E{2)m charge) relating to the re-translation of deferred tax balances at Lthe balance sheet date
and 15 included within the Group statement of comprehensive income/lIossh under the headirg "Currenty Lransiaton differences

Deferred tax assets and liabilities are offset when the Group has a legally enforceable night to do so. The following is the analysis of the

deferred tax balances after offset

2019 2018

£m £m

Deferred tax assets 132 16
Deferred tax habilities 12386) {96)
{104) 20

No deferred tax liability is recogrused on temporary differences of £3 7bn (2018 £3.7bn) relating to the unremitted earmings of cverseas
subsidiaries and joint ventures as the Group 1s able to control the tirming of the reversal of these temporary differences and it is probable
that they will not reverse in the foreseeable future The deferred tax on unremitted earnings at 23 February 2019 1s estimated to be £237m
(2018 £218m) which relates to taxes payable on repatriation and divdend withholding taxes lewied by overseas tax jurisdictions. UK tax
legislation relating to company distributions provides for exemption from tax for most repatnated profits. subject to certain exceptions

Unrecognised deferred tax assets
Deferred tax assets (n relation to continuing operations have not been recognised in respect of the following items because it is not probable
that future taxable profits will be availabte against which the Group can utilise the benefits in the relevant locations

2018 2008

£m £m

Deductible temporary differences S0 93
Tax losses 183 217
289 310

As at 23 February 2019, the Group has unused trading tax losses from continuing operations of £894m {2018 £513m) available for offset aganst
future profits A deferred tax asset has been recognised in respect of £35m (2018 £2m) of such losses No deferred tax asset has been
recognised in respect of the remaining £859m {2018° £91'1m} due to the unpredictability of future profit streams Included in unrecognised

tax losses are losses of £69m that will expire by 2023 (2018° £13m in 2022) and £139m that will expire between 2024 and 2039 (2008 £175m
between 2023 and 2038) Other losses will be carried forward indefinitely,
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Financial statements

Current tax
Within the Group current tax iabikty of £325m s £46m of capital gains tax liabilitles that may anse in respect of the contribution of the
Group’s Ching operations into a venture with China Resource Enterprises Limited in 2014

Changes in tax law or its interpretaticn

The Group operates in a number of termitories which ieads to the Group's profits being subject to tax in many jurnisdictions The Group
monitors income tax developments in these territories {which include the OECD Base Erosion and Profit Shifting (BEPS) initiative and
European Union's state aid investigations) which could affect tne Group's tax hatulities

Note 7 Discontinued operations and non-current assets classified as held for sale
Non=current assets classified as held for sale

2018 2018
Em &m
Non-current assets classiiied as held for sale g8 149

The non-current assets classified as held for sale consist mainly of properties in the UK and Central Europe due to be sold within one year.

Discontinued operations
There were no discontinued operations in the year The discontinued operations in the prior financial year related to the Group’s Turkish
and Korean cperations

The tabies below show the results of the discontinued operations which were included in the Group income statement andg Group cash flow
staterment in the pniar year

Income statement

52 weeks 52 weeks
2018 2018
£m €m
Loss after tax on disposal of Turkish operations - (128)
Net adjustments te profit/{loss) of past disposals - 344
Total prefit/(lossh after tax of discontinued operation - 216
Cash flow statement
52 weeks 52 weeks
201 2018
£m £m
Net cash flows from discontinued operations. net of intercompany and disposal of subsidiary - 1)
Note B Dividends
2009 2008
Pence/share £m Pence/share £m
Amounts recognised as distributions to owners in the financial year:
Prior financial year final dvidend 200 195 - -
Paid interim dradend” 167 162 100 82
Dividends paid t¢ equity ewners In the financial year 1.67 357 1.00 a2
Proposed final dividend at financial year end 4.10 402 2.00 195

*  Excludes £2m dividends wawed (2008 £mi}

The proposed final dividend was approved by the Board of Directors on 9 April 2015 and 1s subject to the approval of shareholders at

the Annual Generat Meeting The proposed dividend has not been included as a liability as at 23 February 2019, in accordance with I1AS 10
‘Events after the reporting period’ It will be paid on 21 June 2019 to sharehoiders who are on the Register of members at close of business on
17 May 2019

A dividend reinvestment plan [DRIP) is availzble 1o shareholders who would prefer to invest their dividends in the shares of the Company.
For those sharehelders electing to recewve the DRIP, the last date for receipt of a new election s 31 May 2019

The Group has a share forfeiture programme foflowing the completion of a tracing and netification exercise to any shareholders who have not
had contact with Tesco PLC (the Company) over the past 12 years, in accordance with the provisions set out in the Company's Articles £t
12018 £2m) of unclaimed dividends in relation to these shares have been adjusted for inretained earnings Refer to Note 28 for further details
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Notes to the Group financial statements continued

Note 9 Earnings/(losses} per share and diluted earnings/{losses) per share
Basic earmngs/losses) per share amounts are calculated by diwmding the profit/iloss) atinbutable to owners of the parent by the weighted
average number of ordinary shares in issue during the financial year.

Diluted earnings/(losses) per share amounts are calculated by dividing the profit/licss) attributable to owners of the parent by the weighted
average number of ordinary shares inissue during the financial year adjusted for the effects of potentially diutive options The dilutive effect
15 calculated on the full exercise of all potentially dilutive ordinary share options granted by the Group. including performance-based options
which the Group considers to have been earned

For the 52 weeks ended 23 February 2019 there were 72 million (2018 27 milhon] potentally dilutive share options. As the Group has
recogrised a profit for the year from its continuing operations, dilutive effects have been considered in calculating diluted earnmgs per share

2019 2018 (restated)
Potenuaiy Potentralty
dilutive share dilutive share
Basic options Duluted Basic options Diluted
Profit/(loss] (Em)
Continuing operations’ 1322 - 1322 892 - 992
Discontinued operations - - - 216 - 216
Total 1,322 - 1,322 1,208 - 1,208
Weighted average number of shares [millions) 9,686 72 9,758 8.165 27 8,192
Earnings/(losses) per share (pence)
Continuing operations 1365 (0.10) 1355 1215 {G 04) 124
Discontinued operations - - - 265 {0.01) 2 64
Total 13 65 (0.10} 13.55 14.80 (0.05) 14.75

*  Excludes profits/ltosses) from non-controling interests of £(2)m (2018 £2m)

Alternative performance measure: Diluted earnings/({losses) per share from continuing operations before exceptional items and
amortisation of acquired intangibles, net pension finance costs and fair value remeasurements on financial instruments

52 weeks
52 weeks 018
Notes 2019 Irestatad)
Proht before tax from continuing operations before exceptional items and emortisation of acquired intangibles {£m) 1716 1,145
Add' Net pension finance costs (Em) 5 89 162
Add/lless) Fair value remeasurements on financial instruments (Em} 5 153 23)
Profit before tax from continuing operations before exceptional items and amortisation of acquired intangibles, 1,958 1,284
net pension finance costs and fair value remeasurements (Em)
Profit before tax from continuing operations before exceptional items and amortisation of acquired intangibles. net 1.958 1.284
pension finance costs and farr value remeasurements attributable 1o the owners of the parent (Em)
Taxation on profit from cantinuing operations before excepuional items and amortsation of acquired intangibles, net {455) (309)
pension finance ¢osts and far value remeasurements attributable to the owners of the parent (£Em)
Profit after tax from continuing cperations before exceptional items and amortisation of acquired intangibles, net 1,503 975
pension finance costs and fair value remeasurements attributable to the owners of the parent (Em)
Basic weighted average number of shares {millions} 9.666 8.165
Basic earnings per share from continuing operations before exceptional items and amortisation of acquired 15.52 11,94
intangibles, net pension finante costs and fair value remeasurements {pence)
Diluted weighted average number of shares (millions} 9.758 8,192
Diluted earnings per share from continuing operations before exceptional items and amortisation of acquired 15.40 1.0

intangibles, nat pension finance costs and fair value remeasurements {penca)
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Note 10 Goodwill and other intangible assets

Financial statements

Custorher Intangible
Goodwl Softwarg relauionsh:ps assets Tota!
£m £m im £m

Cost
At 24 February 2018 2,458 3,166 - 392 6,016
Foretgn currency translation 3] 1 - m &}
Additions - 167 - 24 191
Acquired through business combinations' 3.088 - 715 48 3 863
Reclassification’ - (o) - 2 nae)
Oisposals - {308) - 05} (323)
Fully amortised assets® - {1.046} - (3} {1.048}
At 23 February 2019 5,650 1,840 715 447 8,552
Accumulated amortisation and impairment losses
At 24 February 2018 662 2,318 - KL 3,355
Foreign currency translation 2 - - 2} (23]
Charge for the year'® - 210 72 13 295
Imparrment losses - 7 - 4 A
Reversal of imparment losses - 4 - {1 {5)
Disposals - (3o - {5 {306)
Fully amortised assets™® - {1,046} - {3) 1.049)
At 23 February 2018 641 1,254 72 3N 2.288
Net carrying value
At 23 February 2019 4,909 586 643 126 6,264
At 24 February 2018 1.796 788 - 77 2 661

w Software includes E297m (2018 £395m) of nternally generated deveiopment costs
*® The acquisiion of Booker an 5 March 2018 resutted in recognition of additional goodwill of £3 093m customer relationships of £715m and other imangible assets of £40m Refer to
Note 31 This goodwill is supported by the expected increase i cash flows for the combmed UK retail business and has been refiected at the UK leve! consistent with Lthe lowest level

at which management monitors that googwill

= Reclassdication includes £(105)m reciassified between property plant and equipment and other intangible assets prgr to removal from the Nxed assets registers

g

Duning the current financiat year. the Group performed a camprehensive review of all fully amortised assets heid in the Group s fised asset registers and removed £1 049m of cost

and accumulated amortisatien and imparment fesses relating to those fully amortised assets which are no longer 1n use by the Group This change will provede users with a greater

understanding of the imputed amortisation rates on the Group's assets
04 the £B5m amartisation of customer relationships and other intangible assets £78m has been included within “exceptional items and amortisation of intangible assets™ E74m of this

&

balance arises from amortisation of ntangible assets recognised vpon the Booker acquisiuon Refer 1o Note 4 and Note 31 for further details

Intangible
Goodwill Software™ assets Total
£m £m £m £m
Cost
At 25 February 2017 2,426 2,971 363 5760
Foregn currency translation 28 21 2 51
Additions - 180 15 195
Acquired through business combination 4 2 2z 8
Reclassification - 10 13 23
Disposals - (18} {3) (2
At 24 February 2018 2,458 3,166 392 6,016
Accumulated amortisation and impairment losses
At 25 February 2017 634 2.092 317 3.043
Foreign currency translation 28 7 1 46
Charge for the year - 208 n 218
Impairment losses - 28 - 28
Reversal of impairment losses - - i1 (4)
Reclassification - 47 (8 3%
Disposals - (14} (2) (16}
At 24 February 2018 €62 2,378 315 3,355
= Reder to previous table for footnote
impairment of goodwill
The goodwill balances discount rates and long-term growth rates for each group of cash-generating units are shown below
Balances Em Pre-tax discount rates Post-tax discount rates Long-term growth rates
. 2019 2018 2018 20i8 2018 208 2019 2018
Tesco Bank 802 802 10 4% 10 6% 78% 8 0% 20% 25%
UK 3.834 735 8 8% B 9% 1% V2% 2 0% 21%
Thalland 193 180 96% 83% 77% 75% 19% 22%
Malaysia 77 75 1N 8% n6% 90% 88% 24% 32%
ROI 3 4 8 5% 8 3% 74% 7 3% 9% 18%
4,909 1,796

The key estimates for the value in use calculations are those regarding discount rates and expected changes to future cash flows
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Notes to the Group financial statements continued

Note 10 Goodwill and other intangible assets continued

Management estimates discount rates using pre-tax rates that reflect the current market assessment of the time value of money and the
risks specific to the cash-generating units, including a Brexit nsk adjustment in the UK & ROI segment The pre-tax discount rates used 10
calculate value In use are derwved from the Group’s post-tax weighted average cost of capital. as adjusted for the specific nsks relating to
each group of cash-generating urits

Cash flow projections arg based on the Group's three-year internal forecasts. the resuits of which are reviewed by the Board Estimates of
selling prices and direct costs are based on past experience and expectations of future changes in the rmarket The forecasts are extrapolated
to five years based on management’s expectations, and beyond five years based on estimated long-term average growth rates as shown
above These long-term growth rates for the Retail business are based oninflation forecasts by recognised bodies The long-term growth rate
for Tesco Bank is based on inflauon and GDP growth forecasts by recognised podies

The Group has carned out a sensitivity analysis on the iImpairment tests of each group of cash-generating units to which goodwill has been
allocated, using various reasonably possible scenarios based on recent market movements Neither a one percentage point increase in
discount rates nor a one percentage point decrease In year one sales growth would indicate impairment in any group of cash-generating units

Impairment of other intangible assets

A net impairment loss of £16m (£21m losses offset by £5m reversal) has been recognised against other intangible assets as part of the
impairment review discussed in Note 11, Of this loss, £14m has been included within exceptional items. classified as "Net imparrment reversal
of non-current assets and onercus property provisions’ withm cost of sales in Note 4.

Note 11 Property, plant and equipment

Land and
buildings Cther® Total
Em im Erm

Cost
At 24 February 2018 23,453 10,909 34,362
Foreign currency translation 50 40 90
Additions™ 518 533 1,051
Acquired through business combinations< 258 &8 325
Reclassification® 926 (787) 139
Classified as held for sale {48} 5 {43)
Disposals {73 {4501 1523)
Fully depreciated assets™ (139 {3.255) {3.390)
At 23 February 2019 24,949 7,063 32,012
Accumulated depreciation and impairment losses
At 24 February 2018 EALL 8,725 15,841
Foreign currency translation g 21 30
Charge for the year 500 519 LO7%
Impairment losses 80 66 146
Reversal of )impairment losses 181 (38) {19)
Reclassification'® 720 (787) 3
Classified as held for sale Q0 5 (15)
Disposals 60 (426) (486}
Fully depreciated assets* 135 {3.255) 13 390)
At 23 February 2019 8,099 4,890 12,985
Net carrying value®
At 23 February 2019 16,850 2,173 19,023
At 24 February 2018 16,337 2,184 18,5621
Construction in progress included above®
At 23 February 2018 37 109 148
Al 24 February 2018 68 57 125

W Dther assets consist of fitures and Nittngs with a net carrying vaiue of £1657m {2018 £1752m), office equipment with 3 net carrying valve of £292m (2018 £116m) and motor vehicles with
8 net carrpng value of £224m (2018 £316m)

@ Includes £tm {2018 £2m) in respect of mterest capitalsed principztiy relating to land and bulkding assets The capaahisation rate used to determing the amount of finance costs capitahsed
duning the financial year was ¢ 5% {2078 4 5%) Interest capitaised /s deducted in determining taxable profit in the financial year inwhich it1s incurred

9 E326m refates 10 the acquistion of Booker Refer te Note 31 for further detals

@ Reclassification nciudes £892m refated (o fully depreciated assets no longer in use that were reclassified within property lant and equipment and £105m reclassified between property
plant and equ:pment and ¢ther intangible assets, prior to removal from the fixed assets registers

= During the current financial year, the Group performed a comprehensive review of all fully depreciated assets held In the Group s fixed 3s5sets registers, and removed §3 330m of cost and
accumulated gepreciation ang wnpawment losses relating to those fully depreciated assets which are no longer in use by the Group This change will provide users with a greater
understanding of the Imputed depreciation rates on the Group's assets

" Inctudes £803m (2018 £786m) of assets pledged as secunty for secured bonds and E489m (2018 £509m) of property held as secunty in favour of the Tesco PLC Pension Scheme Refer to
Notes 21 and 27

® Construction In progress does notinclude land
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Assets held under finance leases
Net carrying value includes assets held under finance leases, which are analysed befow These assets are pledged as security for the finance
lease lablities

g 2018
Land and Land ang
builgings Other buldings Other
£m Em Em £m
Net carrying value el 34 75 32
Land and buildings
The net carrying value of land and bulldings comprises
2019 2018
fm £m
Freenoid assets™™ 14 563 14,117
Long leasehold Improvements - 50 years or maore 323 412
Short leasehold improvements - less than 50 years™ 1,894 1733
Assets held under finance leases'™ 70 75
Net carrying value 16,850 16,337
W £413mof ireehoid assets previously classilied as short igasehold in the prior financial year have now been reclassified
™ assets held under finance leases previcusly included within freehold land have now been disclosed separately
Land and
bulldings Other'® Total
im £m £m
Cost
At 25 February 2017 22,690 10,681 333N
Foreign currency translation 32 116 428
Additions® 819 481 1.300
Reclassification 83 (49) 32
Ciassified as held for sale (146} 21 {167)
Cisposals {139 {299) (438)
At 24 February 2018 23,453 10,909 34,362
Accumulated depreciation and impairment [osses
At 25 February 2077 7,095 8,168 15,263
Foreign currency translaticn 121 87 218
Charge for the year 470 605 1,075
Impairment losses 44 44 88
Reversal of impairment losses {268| ¥ (275}
Reclassification 047} 100 {47)
Classified as heid for sate 92 m 003)
Dispesals (07) £271) (378)
At 24 February 2018 7,16 8,726 15,841
Net carrying value 16,337 2.184 18,521

% Refer to previows page for footnotes

Impairment of property, plant and equipment
The key estimates for value in use calculations are discount rates and expected changes to future cash flows

Management estimates discount rates using pre-tax rates that reflect the current market assessment of the time value of money and the
nsks specific to the cash-generating units, ncluding a Brexit nisk adjustment in the UK & ROl segment The discount rates are derived from the
Group's post-tax weighted average cost of capital. as agdjusted for the specific nsks relating to each geographical region and range from 7% to
12% (2018 7% 10 12%) On a post-tax basis the discount rates range from 6% to 9% (2018 5% to 9%)

Cash flow projections are based on the Group's three year internal forecasts, the resuits of which are reviewed by the Board Estimates of
selling prices and direct costs are based on past expenence and expectations of future changes in the market The forecasts are extrapolated
to five years based on management’s expectations. and beyond five years based on long-term average growth rates, which are derived from
inflation forecasts by recognised bodies These long-term average growth rates range from 1% to 3% (2018 1% to 4%)

Fair values are determined with regard to the market rent for ihe stores or for alternative uses with investment yields appropriate to reflect
the physicat characteristics of the property. location, infrastructure. redevelopment potential and other factors In some cases, fair values
include residuzl valuations where stores may be viable for redevelopment The key inputs to the valuation are the potential market rents and
yields, both of which are largely based on rentals and yields for similar properties in that location Fair values for the Group's properties were
determined with the assistance of independent. prefessional valuers where appropriate

The net carrying value of £18.023m (2018 £18.52im) on the previous page comprises £15,067m (2018 £14,056m) of unmpaired assets and
£3.956m (2018- £4.465m) of impaired assets Of the impaired assets. £1.87im (2018 £1785m) carrying value was supported by value in use and
£2 085m (2008 £2,670m) was supported by fair value Due to the individual nature of each properiy, these fair values are classified as Level 3
within the far value hierarchy

The total net impairment reversal of £73m (£219m reversal offset by £146m losses) largely reflects normal fluctuations expected from store
levei performance property fair values and changes in discount rates These losses and reversals have been largely presented net at a country
level to reflect the underlying trends in the businesses The impairment reversal of £219m (2018 £275m) refates to properties in the UK & ROI
of £129m (2018 £154m). Central Europe of £86m (2018 £112m) and Asia of £4m (2018 £9m}, while the impairment losses of £146m (2018 £88m)
relate to properties in the UK & ROI of £46m (2018- £50m). Centra! Europe of £64m (2018 £6m) and Asia of £36m {2018 £32m;}
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Notes to the Group financial statements continued

Note 11 Property, plant and equipment continued

Of the £73m net reversal (2018° £187m net reversal), a £68m reversal (2018- £183m reversal) within exceptional items related to trading stares
has been classified as ‘Net impairment reversal of non-current assets and onerous property provisions’ within cost of sates In addition,

a £1m reversal (2018 £1m loss) within exceptional items related Lo Closed stores has been classified as ‘Net impairment reversal of non-current
assets and onerous property provisions’ within profits/llosses) anising on property-related items. In the prior financigl year, a further £3rm loss
within exceptional items related to the unwind of the Group's joint venture with British Land has been classified as 'Property transactions’
within profits/{losses) arising on property-retated tems The remaining £4m reversal (Z018: £8m reversall has not been incluged within
exceptional items as it relates to the Group's day-to-day management of the property portfolic

The Group has carnied out a sensitivity analysis on the impairment tests for its trading stores portfolio using vanous reascnably possible

scenarios based on recent market movements including discount rates. sales growth and property fawr values.

- Anincrease of one percentage pomt N the discount rates for each geographic region would increase mpawrment by £265m (2018 £23im).
A decrease of one percentage point would decrease impairment by £227m (2018 £239m)

- Anincrease of one percentage point INyear one sales growth for each geographic region would decrease impairment by £55m (2018, £40m)
A decrease of one percentage point \n year one sales growth would increase impairment by £64m (2018 £4'm)

- An increase of five percentage points in property fair values for each geographic region weuld decrease imparment by £95m A decrease of
five percentage points in property fair values would increase impairment by £99m.

Note 12 investment property

09 2018
£m £m
Cost
At the beginning of the year 208 V3l
Foreign currency translation (3) 5
Additions - 1
Reclassification () 123
Classified as held for sale - (58)
Disposals 186) {34)
At the end of the year 18 208
Accumulated depreciation and impairment losses
At the beginning of the year 108 107
Foreign currency transiation 2) 4
Charge for the year 1 1
Impairment iosses for the year 1 1
Reversal of impairment losses for the year (2) 5
Reclassification 2 23
Classihied as held for sale - {31
Disposals (22) (20)
At the end of the year 82 108
Net carrying value at the end of the year 36 100

The estimated fair value of the Group's investment property 1s £0 2bn {2018: £0 2bn). This fair value has been determined by applying an
appropriate rental yield to the rentals earned by the investment property. A valuation has not been performed by an independent valuer

Note 13 Group entities
The Group consists of the ulbrmate Parent Company. Tesco PLC. and & number of subsidianies, jont ventures and associates heid directly
or indirectly by Tesco PLC. See pages 169 ta 172 for a complete list of Group entities

Subsidiaries
The accounting year ends of the subsidiaries consolidated in these financial statements are on or around 23 February 2019

Consolidated structured entities

The Group has 8 number of securitisation structured entities established in connection with Tesco Bank's credit card securitisation
transactions Although none of the equity of these entities 1s owned by the Group, the Group has rights to variable returns from its
Involvement with these entities and has the ability to affect those returns through its power over them ungder contractual agreements
As such these entities are effectively controlied by the Group, snd are therefore accounted for as subsidiaries of the Group

These entities have financial year ends of 31 December The management accounts of these entities are used to consolidate the results
to 23 February 2019 within these financial statements

Unconsolidated structured entitigs

In prior years. the Group sponsored a number of structured entities. The Group led the formation of the entities and its name appears in the
name of the entities and/or on the debt 1ssued by the entities The structured entities were set Up to finance property purchases by some of
the UK property joint ventures in which the Group typically holds a 50% equity interest The structured entities obtan gebt financing from
third party investors and lend the funds to these joint ventures. who use the funds to purchase the properties.

The ilabilities of the UK property joint ventures include the ioans due to these structured entities The Group's exposure to the
structured entities is imited to the extent of the Group's interests 1n the joint ventures The liabilities of the structured entities are
non-recourse to the Group.

The Group conciuded that it does not control, and therefore should not consolidate, these structured entities since it does not have power
over the relevant activities of the structured entities, or exposure to variable returns from these entities
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Interests in joint ventures and associates
Principol joint ventures and associates
The Group's principat joint ventures and associates are

Share of 1ssued
share capital, foan

Nature of cepital and debt Country of Principal area
relationsmip Business activity secunues INCOr poration of aperation
Gain Land Limited Associate Retanl 20% Briush Virgin People’s Republic of

Islands Crina/Hong Kong
Included in ‘UK property joint ventures’

The Tesco Coral Limited Partaership Joint venture Property investment 50% England United Kingdom
The Tesco Biue Limited Partnership Joint venture Property investment 50% England United Kingdom
The Tesco Atrato Limited Parthership Joint venture Property mvestment 50% England United Kingdom
The Tesco Passaic Limited Partnership Joint venture Property nvestment 50% England United Kingdom
The Tesco Navena Limited Partnership Joint venture Property investment 50% England Urited Kingdom
The Tesco Sarum Limited Partnership Joint venture Property investment 50% England United Kingdom
The Tesco Dorney Limited Partrership Joint venture Property investment 50% England United Kingdom
The Tesca Progerty (No 2) Limited Partnership Jomt venture Property nvestment 50% Jersey United Kingdom
The Tesco Arena Uit Trust Jomt venture Property investment 50% Jersey United Kingdom

Included in *Other joint ventures and associates”:

Tesco Mebile Limited Jaint venture Telecommumications 50% England Urited Kingdom
Tesco Underwriting Limited Jont venture Insurance 49 8% England United Kingdom
Trent Hypermarket Limited Joint venture Retail 50% India India
Tesco Lotus Retai! Growth Freehold Assoclate Property investment 25% Thailand Thatland

and Leasehold Property Fund

The accounting period end dates of the joint ventures and associates consolidated in these financial statements range from 31 December 2018
tc 28 February 2019 The accounting period end dates of joint ventures differ from those of the Group for commercial reasons and depend
upon the requrements of the joint venture partner as well as those of the Group The accounting period end dates of the associates are
gifferent from those of the Group as they depend upon the requirements of the parent companies of those entities

There are ng significant restrictions on the ability of joint ventures and assaciates to transfer funds to the parents, other than those imposed
by the Companies Act 2006 or equivalent local regulations, and for Tesco Underwriting Limited, regulatory capital requirements

Management has appled judgement in determining that Gain Land Limited {Gain Land} 15 an associate of the Group The Group has significant
influence by wirtue of holding 20% equity interest which prasumes significant influence per IAS 28, together with having & contractual night 1o
appoint two out of 10 Directors, while takmg into account that the remamning B0% interest is held by one other party

On 13 September 2018, the Group exercised its option to buy back the 50% equity holding in the Tesco Atrato Limited Partnership held by the
other joint venture partner Refer to Note 34.

The UK property joint ventures involve the Group partnenng with thard parties in carrying out some property investments in order to enhance
returns from property and access funding. while reducing rnisks associated with sole ownership These property investments generally cover
shopping centres and standatone stores The Group enters into operating leases for some or all of the properties held in the joint ventures
These leases provide the Group with some rights over alterations and adjacent land developments Some leases also provide the Group with
oplicns to purchase the other joint venturers’ equity stakes at a future point in time  In some cases the Group has the ability to substitute
properties in the joint ventures with alternative properties of similar value, subject to strict ebgibiity critenia In other cases. the Group
carries out property management activities for third party rentals of shopping centre units

The property investment activities are carried out In separate entities, usually partnerships or imited liability companies The Group has
assessed s ability to direct the relevant activities of these entities and any impact on Group returns and concluded that the entities qualify
as jont ventures since decisions regarding therm require the unammous consent of both eguity hotders Thus assessment included not anly
rights within the joint venture agreements, but also any rights within other contractual arrangements between the Group and the entities

The Group made a number of judgements in arriving at this determination, the key ones being

- since the provisions of the joint venture agreements require the relevant decisions impacting investor returns to be either unanimously
agreed by both joint venturers at the same time or In some cases to be agreed sequentially by each venturer at different stages, there s
joint decision making withmn the joint venture,
since the Group's leases are priced at fair value, and any rights embedded in the leases are consistent with market practice they do not
provide the Group with additional control over the joint ventures or infer an obhgation by the Group to fund the settlement of habiities of
the joint ventures.
any options to purchase the other joint venturers' equity stakes are priced at market value, and only exercisable at future dates, hence
they do not provide control to the Group at the current time,
- where the Group has a right to substitute properties 1n the joint ventures, the rights are strictly imited and are at fair value, hence do not
provide control to the Group, and
- where the Group carries out property management activities for third party rentals in shopping centres. these additional activities
are controlled tnrough joint venture agreements or lease agreements, and do not provide the Group with additional powers over the
joint venture
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Notes to the Group financial statements continued

Note 13 Group entities continued

Summarised financial information for joint ventures and associates

The surnmarised financial information below reflects the amounts presented in the iingncial statements of the relevant joint ventures and
associales, and not the Group's share of those amounts These amounts have been adjusted to conform to the Group’s accounting policies
where required The summarnised financial nformation for UK property joint ventures has been aggregated in order to prowide useful
information to users without excessive detail since these entities have similar charactenstics and nsk profiles largely based on their nature
of actwities ang geographic market

UK property oint veéntures Gain Lang Limited
12 monihs 12 montns to
2009 2018 to Dec I0IR Qe 2017
£m £m £m £m
Summarised balance sheet
Non-current assets® 3,786 3851 3864 3.524
Current assets lexcluding cash and cash equivaients) 98 92 2,29t 1.801
Cash and cash equivalents 40 37 649 414
Current habilities® (359) (304} {5943) (5 318)
Non-current babilities™ (4,529) 14.561) (5191 {409)
Net assets/{liabilities) (964) 885) 342 412
Summarised income statement
Revenue 289 280 9,038 9 087
Profit/lioss] after tax - - [48) 230
Reconciliation to carrying amounts.
Opening balance - - 366 433
Additions/ichsposats) - - - -
Foreign currency translation - - 9 [F3)]
Share of profits/llossesi< 15 1z 10) (46)
Dvidends recewed from jomnt ventures and asscciates 15 02) - -
Deferred profits oftset aganst carrying amauntsi - - - -
Closing balance - - 365 366
Group's share in ownership 50% 50% 20% 20%
Group's share of net assets/(liabulities) {482) {443) 68 82
Goodwill - - 297 284
Deferred property profits offset against carrying amounts' 1)) 1) - -
Cumulative unrecogrised losses'® 183 168 - -
Cumulative unrecognised hedge reserves 360 336 - -
Carrying amount - - 365 366

& The non-current asset balances of UK property joint ventures are reflected at histoncal depreciatedt cost to conform Lo the Group’s accounting policies The aggregate fair values in
the financral statements of the UK property joint ventures are £5 503m {2018 £4 983mi

™ The current and non-current habilities of UK property jont ventures largely compnse loan balances of £3 809m (2018 £3 892m) and derivalive swap batances of £720m (2018 £672m)
entered into ta hedge the cash fllow varlabitity exposures of the jont venures

@ The share of profit for the year for UK property joint ventures refated to £15m divigends recened from joint ventures with Eml carryng amounts £2m of (08ses and £24m of increases
in the faw values of dernvatives ansing from these entities have been included in cumulative unrecogrised lpsses and cumulative unrecognised hedge reserves respectively.

‘4 Deferred profits that arose Irom the transfer of properties into the UK property joint ventures have been offset aganst the carrying amaunts of the refated joint ventures £2m relating
to BLT Properiies Limited has been retgased during the pricr finenclal year as a result of the joint venture being wound up on 6 Apnl 2012,

AL 23 February 2018, the Group has T105m (2018: £104m) loans 10 UK property jo0int ventures.
Other joint ventures and assocCiates

The Group also has interests 1n a number of Ndividually immaterial joint ventures and associates excluding UK property joint ventures
and Gain Land.

Jot ventures As50Ciates
201 206 2018 2018
£m £m fm Em
Aggregate carrying amount of indvidually immaterial joint ventures and associates 215 262 B4 &l
Group's share of profits/(losses) for the year B 7 15 1

Impairment

Management has performed imparment tests and sensitivity analysis on its investments in Gain Land, Trent Hypermarket Limited and Tesco
Underwriting Limited. The carrying values of Trent Hypermarket Limited of £102m [2018: £98m) and Tesco Underwriting Limited of £86m
{2018. £50m) are included within ‘Other joint ventures and associates’ as discussed above.

The recoverable values of these investments were estimated taking into account forecast cash flows, equity valuations of comparable entities
and/or recent transactions for comparable busingsses. No impairment was recognised in the year for these investments. Future changesin
estimated cash flows, discount rates, compelitive landscape, retail market conditions and other factors may result in impairment losses or
reversals of impawrment in future periods
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Note 14 Financial assets at fair value through other comprehensive income
Financial assets at fair value through other comprehensive iIncome comprise investments in debt and equity Instruments of other entities

2009 2018
£m £m
Investments in debt instruments 1040 924
Investments in equity Instryments & A
Total financial assets at fair value through other comprehensive iIncome 1,046 928
Of which
Current g7 68
Non-current 979 860
1,046 928
Note 15 Inventories
2018
2018 £m
Em {restated
Goods held for resale 2.61 2.260
Development properties B 4
2,617 2,264
Goods held for resate are net of commercial income Refer to Note 20.
Note 16 Trade and other receivables
20w
2019 £m
£m {restated)
Trade recewables 588 488
Prepayments 297 3y
Accrued income'™ 297 261
Other recewvables 473 459
Amounts owed by joint ventures and associates {Note 29/ 170 165
Total trade and other receivables 1,835 1,680
Of which
Current 1640 1.504
Non-current 185 186
1,835 1.690

w Accrued income includes contract pssets of E2Bm (2018 £15m) primanty rélated 1o msurance renewal income
® Imparment on amounts cwed by joint ventures and associates s not maieral

Trade and other receivables include commercial ncome. Refer to Note 20 Trade and other receivables are generalty non-interest-bearing
Credit terms vary by country and the nature of the debt, ranging from 7 to 60 days

The table betow presents the balance and movements in the provision for mpairment of trade and other receivatles

2018
2019 tm
£m [restated)
At the beginning of the year (46) (55}
tFRS 9 adjustment - -
Increase in allowance net of recovenes charged to the Group income statement 20 “4)
Amaounts waitien off 8 13
At the end of the year (59} (46)
For the comparative period. analysis of the ageing of past due trade and cther recewvables under IAS 39 15 set out below
Past due but not imparred Past due and impared
2018 2018
£m Em
Up to three months past due 83 -
Three to s months past due g 2
Over six months past due 3 n
95 13
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Notes to the Group financial statements continued

Note 17 Loans and advances to customers and banks
Tesco Bank has loans and advances to customers and banks. as foliows

2018 2018
£m Em
Current 4,882 4,637
Non-current 7.868 £.885
12,760 1,622

The maturity of these loans and advances 15 as follows
2009 2018
£m Em
Repayable on demand or at short notice 4 4
Within three months 4.858 4.604
Greater than three months but tess than one year 323 147
Greater than one year but less than five years 3.057 2633
After five years 4,993 4,372
13,235 1,760
Prowsion for imparment of loans and advanges to customers and banks (485) 1238)
- 12,750 19,522

At 28 February 2019, £3.2bn (2018' £3 5bn) of the credit card portfolio had its beneficial interest assigned to a securitisation structured entity.

Delamare Cards Receivables Trustee Limited, for use as collateral in securitisation transactions. The total encumbered portion of this

portfolos £2 3bn (2018: £1 6bn)

At 28 February 2019, Delamare Cards MTN Issuer pic had £2 4bn (2018 £2 4bn} notes in1ssue in relation to secuntisation transactions, of which
£0 9bn {2018: £1.0bn] was externally 1ssued The Group owned £1.1bn (2018 £11bn) ¢lass A Credit Card backed notes and £0 3bn (2018, £0.3bn)

class D Credit Card backed notes.

Of the tatal £11bn (2018 £11bn) class A notes, £0.5bn (2018 £0 3on) 1s held in a distinct pool for the purposes of collaterahsing the Bank of
England's Term Funding Scheme drawings Al other prepositioned assets with the Bank of England are held within their single collateral pool.

Provision for impairment of loans and advances

018 2018

£m £m

At the beginning of the year 1238) (194}
IFRS 9 adjustment (228) -
Increase in allowance net of recoveries, charged to the Group income statemeént (163} (134)
Amounts written off 139 87
Unwinging of discount 5 3
At the end of the year (4851 1238)
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Note 18 Cash and cash equivalents and short-term investments

Cash and cash equivalents

Financlal stateme

nts

2019 2018
£m £m
Cash at bank and in hand 2683 3.580
Short-term deposits 233 479
2,916 4,059

Short-term investments
2018 2018
£m £
380 1.029

Money market funds

Cash and cash equivalents includes £62m of restricted amounts mainly relating to the Group's pension schemes and employee benefit trusts
At the prior financial year end. £777m was set aside for completion of the merger with Booker Group plc, with £766m being paid on

completion Refer to Note 31 for further details on the Booker merger

Note 19 Trade and other payables

e
2019 £m
£m {restated)
Trade payables 5760 5.416
Otner taxation and social secunty 52 334
COther payables 1.794 1947
Amounts payable io Joint ventures and associates (Note 29) 20 20
Accruals 1230 1147
Caontract habilities 423 494
Total trade and other payables 9,738 9,358
Of which
Current 9.354 8.954
Non-current 384 364
9,738 9,358

Trade and other payables are net of commercial income Refer to Note 20

Contract liabiities represent consideration received for performance cbligations not yet satisfied. predominantly in relation to Clubcard
points Substantially all of the revenue deferred at the current financial year end will be recognised in the following financial year

Note 20 Commercial income

Below are the commercial income bialances ncluded within iInventonies and trade and other recevables, or netted agamst trade and other payables

Amounts received in advance of mcome being earned are \ncluded in accruals

09 208
£m Em
Current assets
Inventories 69} 169}
Trade and other recewables
Trade/other recewables 183 169
Accrued income 155 186
Current liabilities
Trade and oiher payables
Trade payables’ 327 199
Accruals 1) [t

The commerciai Income balance netted against trade payables increased from £199m to £327m This increase primanly relates to the delayed settlement of commerclal Income

recevables due to the decision to delay the implementation of a new general ledger systerm in the UK & RCH and inclusion of commercial income balances related to Booker
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Notes to the Group financial statements continued

Note 21 Borrowings
Borrowings are classified as current and non-current based on their scheduled redemption date. and not their maturity date. Repayments of
principal amounts are classified as current «f the repayment 1s scheduled to be made within one year of the reporting date

Current

2019 2018
Par value Maturity £m £m
Bank loans and overdrafts - - 387 351
Loans from joint ventures (Note 29} - - - 6
5 2% Tesco Bank Retall 8end £125m Aug 2018 - 126
3 375% MTN €750m Nov 2018 - 667
1 375% MTN® €726m Jui 2019 636 -
5 5% MTN® £97m Dec 2019 S8 -
1% RPi Tesco Bank Retail Bong®™ £72m Dec 2019 72 -
LIBOR + 0 6§5% Tesce Bank Bond® £300m Apr 2020 - 300
LIBOR + 0 65% Tesco Bank Bondg'® £350m May 2021 350 -
5 5457% Secured Bondi=t? £332m Feb 2029 20 17
Finance leases (Note 34) 36 12
1,599 1,479

Non-current
2019 2018
Par value Maturity m im
1375% MTN® €726m Jul 2018 - B26
5 5% MTNW £97m Dec 2019 - 183
1% RPI Tesco Bank Reta) Bond™ £72m Dec 2019 - 70
2125% MTN €500m Nov 2020 436 441
1m USD LIBOR + 0.70% Tesco Bank Bond $350m Nov 2020 262 -
5% Tesco Bank Retail Bond £200m Nov 2020 203 204
LIBOR + 0 65% Tesco Bank Bond™? £350m May 2021 - 350
6 125% MTN™ £53Im Feb 2022 561 952
LIBOR + 0 53% Tesco Bank Bond® £300m Qct 2022 299 298
5% MTN® EM7m Mar 2023 183 254
1375% MTN €750m Qct 2023 558 -
2 5% MTN * €750m Jul 2024 658 666
3 322% LPI MTN™ £346m Nov 2025 349 338
5 5457% Secured Bondiein £332m Feb 2029 303 322
6 067% Secured Band® £200m Feb 2028 9 190
LIBOR +1 2% Secured Bong'® E50m Feb 2029 34 33
6% MTN= £98m Cec 2029 19 198
5 5% MTN®=® £150m Jan 2033 186 221
1 982% RPI MTN® £286m Mar 2036 288 279
6 15% USD Bond® $525m Nov 2037 428 616
4 875% MTN® £32m Mar 2042 32 133
5 125% MTN £356m Apr 2047 319 223
5 2% MTN® £73m Mar 2057 N 165
Finance leases (Note 34) 93 110
5,673 7,142

W During the year. the Group undertock a tender for cutstanding bonds and as a result ihe following notional amourils were repaid earty 1375% MTN Jul 2019 €205m 5.5% MTN Dec 2019
£B4m, 6 125% MTN Feb 2022 £368m. 5% MTN Mar 2023 £67m. 6% MTN Dee 2029 £6Im 5.5% MTN Jan 2033 £26m & 15% USD Bond Nov 2037 $325m 4 B75% MTN Mar 2042 £70m and
§ 2% MTN Mar 2057 £95m

™ The 1% RPI Tesco Bank Retall Bond 1s redeemable at par, indexed for Increases in the RPI over the |ife of the bond

This bond was issued on 13 May 2015 and was redeemed on its scheduled redemption date in April 2018

This Dond was 155ued on § june 2014 The scheduled redemption date of this band is May 219

' The bonds are secured by a charge over the property plent and equipment held within the Tesco Property Limited Partnership a 100% owned subsidhary of Tesco PLC The carrying

amounts of assets pledged as secunty for secured bonds 15 £803m {2018 £785m)

Thes (s an amortising bond which matures in Febryary 2029 £20m {2018 £17m) 15 the principal repayment due within the next 12 months The remalnder 1s payable in quarterly Instaiments

unlil matunty in February 2028

® This bond was 1ssued on 7 November 2017 The scheduled redemption date of this bond 1s October 2020

® The 3 322% Limited Price Inflavon (LPI} MTN 1s redeemable at par, mdexed for increases in the RPI over the ife of the MTN The maximum indexation of the principal In any ore year 1s 5%
with a minimum of 0%

" The 1582% RPIMTN Is redeemable at par. indexed for mcreases in thie RPI over the life of the MTN

iF

Borrowing facilities
The Group has the foliowing undrawn committed facilities available at 23 February 2019, in respect of which ali conditions precedent had been
met as at that date:

2019 2018

£m £m

Expiring in less than one year 38 38
Expiring between one and two years - -
Expiring in more than two years 3.000 4.232
3,038 4,270

The undrawn committed facilities include £0.4bn (2018- £1 6bn} of bilateral faciities and a £2.6bn (2018- £2.6bn} syndicated revolving credit
faciiity Al faciities incur commitment fees at market rates and wauld provide funding at flogting rates.
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Note 22 Financial instruments
The carrying value and fair value of the following financial assets and liabilities are set out below.

2019 2018 [restated)
Fayr Farr
Carryng value value Carrying value value
£m £m £m Em
Assets
Cash ang cash equivalents 296 2916 4,059 4,059
Loans and advances to customers and banks - Tesco Bank 12 750 12931 11522 1.659
Short-term investments 390 390 1.028 1029
Joint ventures and associates loan recevables” 133 133 138 139
Liabilities
Short-term borrawings
amortised cost (1,491 {1.499) (1.467) (1240}
Bonds n fair value hedge relaticnships (72) (70 - -
Long-term borrowings
Amortised cost (3.954) (4,369) (6137) 6.210)
Bonds in far value hedge relationships (1.626) 01.822) (895) 818)
Finance leases nz29) (139) 22) 132)
Customer deposits ~ Tesco Bank {10 465) (10,427} {9,245} {9,224)
Deposits from banks — Tesco Bank (1.663) {1.663) {1 539) {1,539}

* Joim ventures and associales doan recevables carnying amounts of £133m {2018 £13Bm} are presented in the Group balance sheet net of deferred prefits of £64m (2018 £54m) histonically
ansung from ihe sale of property assets to jont ventures

The above table excludes trade and other recewvabtles/payables, derivative financial instruments and financiat assets at farr value through

other comprehensive Income where the carrying vatues are either fair value or approximate fair value

The fair values of financial instruments and derivatives have been determined by reference to prices avallable from the markets on which the
instruments are traded. where they are avallable Where market prices are not available, the fair value has been calculated by discounting
expected future cash flows at prevailing interest rates

The expected matunty of financial assets and liabilities 1s not considered to be matenally different to thewr current and non-current
classification

Financial assets and liabilities by category
The accounting classifications of each class of financial assets and liabilities at 23 February 2019 and 24 February 2018 are as follows-

Financial assets

at lar value Fair value

through other  Financial assets/ through

comprehensive hataltes at profitor
income amortised cost 1035 Total
At 23 February 2019 fm £m £m £m
Cash and cash equwatents - 2.885 3 2 916
Loans and advances to customers and banks - Tesco Bank - 12,750 - 12 750
Short-term investments - 390 - 390
Financial assets at fair value through other comprehensive income 1,046 - - 1,046
Joint ventures and associgtes loan receivables - 133 - 133
Customer deposits — Tesco Bank - (10,465) - 10,465)
Deposits from banks - Tesco Bank - {1663) - {1.663)
Short-term borrowings - {1.563) - (1,563
Long-term borrowings - {5,580) - (5,580}
Finance leases - (129} - 029

Derwvative financial Instruments

Interest rate swaps and simdar instruments - - (29) (29
Cross-currency swaps - - 325 325
Index-linked swaps - - 292 292
Forward contracts - - 3 3
1,046 13,242) 622 (1,574)
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Notes to the Group financial statements continued

Note 22 Financial instruments continued

Fair value
Flnancial assets/ through
Availlable- habihties at profit ar
for-sate amoruised cost loss Tetal
AT 24 February 2018 Em £m £m £m
Cash and cash equivalents - 4,059 - 4 059
Loans and advances to customers and banks - Tesco Bank - 1.522 - n.522
Short-term investments - 1.029 - 1.029
Financial assets at farr valye through other comprehensive income 928 - - 928
Joint ventures and assGoiates loan recewables - 138 - 138
Customer deposits - Tesco Bank - {9,245) - G 245)
Deposits from banks - Tesco Bank - {1.539) - 11.539)
Short-term borrowings - (v a67) - {1,467}
Long-term borrowings - {1.032) - (7.032)
Finance leases - 2 - 0622)
Derivative financial instruments
Interest rate swaps and similar Instruments - - (58} {58)
Cross-currency swaps - - 297 297
Index-linked swaps - - 281 281
Forward contracts - - {39} 138}
928 2,657) 481 {1,248}

The above tabtes exclude trade and other recevables/payables that are classified under loans and receivables/other financial habilities

Fair value measurement

The following table presents the Group's financial assets and hiabilities that are measured at fair value at 23 February 2019 and 24 February

2018 by level of fair value hierarchy.

- quoted prices (unadjusted) in active markets for identical assets or habilities (Level 1)

= Inputs other than guoted prices included within Level 1that are observable for the asset or liabihty, either directly (that is. as prices) or

indirectly (that is, derived from prices) (Level 2), and

- inputs for the asset or lisbiity that are not based on observable market data [that (s, uncbservable inputs) (Level 3).

Level1 Level 2 Level 3 Total
At 23 February 2019 £m £m £m £m
Assets
Financial assets at fair value through other comprehensive income 1,040 - 6 1.046
Derwative financial Instruments
Interest rate swaps and similar instruments - a8 - 38
Cross-currency swaps - 342 - 342
Index-linked swaps - 8n - 81
Forward contracts - 38 - 38
Total assets 1,040 1,230 6 2,276
Liabilities
Dervative financial instruments
Interest rate swaps and simidar instruments - i6h - {67)
Cross-currency swaps - an - {an
Index-linked swaps - 519) - (518}
Forward contracts - (29 4] {36}
Tetal liabitities - (632} ) 639)
Net assets/(liabilities) 1,040 6588 ) 1,637
Level | Level 2 Levei 3 Total
At 24 February 2018 £m £m Lm im
Assets
Financial assets at fair value through other comprehensive income 923 - 5 928
Derwative financial instruments
Interest rate swaps angd ssmiar Instruments - 47 - 47
Cross-currency swaps - 345 - 345
Index-linked swaps - 724 - 724
Forward contracts - 28 - 28
Total assets 923 1,144 5 2,072
Liabihties
Dervative fmancial instruments-
Interest rate swaps and similar instruments - (105} - 105)
Cross-currency swaps - (48) - (48)
index-linked swaps - (443) - {443}
Forward contracts - (67) - 67
Totat liabilities - (663) - {663)
Net assets/(liabilities) 923 481 5 1,409
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The following table presents the changes in Level 3 instruments for the 52 weeks ended 23 February 2019 and 52 weeks ended 24 February 2018:

2019 2018

£m £m

At the beginning of the year 5 130
Gains/(losses! recognised in the Group statement of comprehensive income/{ioss} 1 68
Addition of financiat mstrument at fair value through profit and loss 7 -
Disposal of financial asset at fair value through other comprehensive income - (196)
Addition cf financial asset at fair value through other comprehensive Income - 3
At the end of the year [§}] 5

During the financial year, there were Erul transfers {2018 £nil) between Levei 1 and Level 2 far value measurements, and Enil transfers into and
out of Level 3 fair value measurements (2018 £nil).

Offsetting of financialt assets and liabilities
The following tables show those financial assets and habiities subject to offsetting, enforceable master netting arrangements and
similar agreements

Gross amounts of
Related amounts not offset

Gross smounts of  frinancial assetss Net amounts
recognised  [rabilities) oilset presented in the Group balance sheet
financiat assets/ n the Group inthe Group Financial Net
{habriities) balance sheet balance sheet nstruments Collateral amount
Al 23 February 2019 Em £m £m £m £m tm
Financial assets
Cash and cash equivalents 4227 (.31 2.916 - - 2916
Derwvative financial nstruments 1.230 - 1230 223 02 995
Totat rade and other receivables® 2105 (270) 1,835 - - 1.835
Total assets 7,562 {1,688 5.981 (223) (12) 5,746
Financial liabilities
Bank loans and overdrafis (1598) 131 (387) - - (387
Repurchases securities lending and similar agreements™ {324] - {324} - 3006 2682
Dersvauve financial nstruments 639) - 639) 223 33 {383
Total trade and cther payables® (10 008) 270 (9,738) - - (9.738)
Total liabilities {12,669) 1,581 (11,088} 223 3,039 7,826)
Grass ameunts of
Gross amouns of  financial assets/ Net amounts Refated amounts not offset
recogised  [habiliwes} offset B inthe Group balance sheet
hnancial assets/ in the Group in the Group Financial Net
{labities} balance shast balance sheet instruments Collatera! amount
AL 24 February 2018 £m Em £m £m £m £m
Financial assets
Cash and cash equivalents 4,187 (128) 4 059 - - 4,059
Oerwvative financial instruments 1144 - 1144 2 (18 909
Total trade and other recevables® 1.887 (219) 1,668 - - 1,668
Totatl assets 7,218 1347) 6,871 {217) {18) 8,636
financial liabilities
Bank loans and overdrafis 479 128 (351) - - {351
Repurchases securities iending and simiar agreements™ (200) - (2000 380 - 80
Dernvative financial instruments 663) - 663} 217 55 (39Y)
Total trade and other payables'® {9 579) 219 {9 3601 - - 19 360)
Total liabilities 110,921) 347 (10,574} 597 55 (9,922)

W Jatal trade and other recevables includes £257m 1208 £317m) of prepayments
® Repurchases securities lending and smilar agreements are included withun the deposits from banks balance of £1,663m {2018 £1539mlin the Group balance sheet Refer io Note 24
© Total trade and other payables includes £423m (2018 E494m) of contract habiities

Forthe Pnancial assets and labilities subject to enforceable master netting arrangements above. each agreement between the Group and the
counterparty allows for net settlement of the relevant financial assets and habilities when both elect to settle on 3 net basis In the absence of
such an election, financial assets and labilities will be settled on a gross basis However, each party to the master netting agreement or similar
agreement wili have the option to setile all such amounts on a net basis In the event of default of the other party
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Notes to the Group financial statements continued

Note 23 Financial risk management
The mann financial risks faced by the Group relate to fluctuations in interest and foreign exchange rates, the risk of default by counterparties
to financial transactions and the availabiiity of funds to meet business needs The management of these risks is set out below

Financial risk management is carried out by a central treasury department under policies approved and delegated by the Board of Directors
The Board prowides written principles for risk management

Derwvatives are used to hedge exposure to market risks and those that are held as hedging instruments are formally designated as hedges as
defined in IFRS 9 'Financial Instruments’

The fair values of derivative financial instruments have been disclosed In the Group balance sheet as foliows

2018 2018
Asset Uability Asset Liabulty
£m £m £m £m
Current 52 (2501 27 69}
Non-current 1178 (389) 117 (594)
1,230 {639) 1,144 1663}

The Group's hedging policies are further described below. The main sources of hedge ineifectiveness are the effect of the counterparties’
and the Group’s own ¢redit risk on the farr value of derwvatives

Fair value hedges
The Group maintatns interest rate and cross-currency swap contracts as fair value hedges of the interest rate and currency nsk on fixed rate
debt issued by the Group

Cash flow hedges

The Group uses forward contracts to mainly hedge the foreign currency cost of future purchases of goods for resale, where those purchases
are denominated in a currency other than the functional currency of the purchasing company. These hedging instruments are primarily used
to hedge purchasesin Euros and US Deliars The cash flows hedged are expected to occur within one year of the balance sheet date

The Group also uses index-linked swaps to hedge cash flows on index-linked debt, interest rate swaps 10 hedge interest cash flows on debt
and cross-curréncy swaps to hedge cash flows on fixed rate debt denomnated in foreign currencies.

The Group also uses forward contracts to hedge the future purchase of diesel for own vse.
Net investment hedges

The Group uses currency denominated borrowings to hedge the exposure of a partion of its net investment in overseas operations
(with non-Sterling functional currencyl against changes in value due to changes in foreign exchange rates

The details of the hedging instruments and movements in cumuiative 1055€5 on net investment hedges in other comprehensive income
are set out below:

Continued Discontinued

hedges hedges

Notional Movement Movement

£m £m Em

Losses on het investment hedges brought forward 58) (978)
Borrowings 1.281 16 2
Losses carried forward {421 {976)

Duning the year. €205m of the opening €93Im 1 376% MTN July 2019 was repaid, leaving £726m designated as a net investment hedge at the
year end. €623m of the €750m 3 375% MTN Nov 2018, which matured in the period, was designated as a net mvestment hedge There were no
rectassifications from foreign currency translation reserve and net investment hedge ineffectiveness was £nil during the year

Financial instruments not qualifying for hedge accounting

The Group's policy does not permit use of derivatives for trading purposes However. some derivatives do not qualify for hedge accounting, or
are specifically not designated as a hedge where gains and fosses on the hedging instrument and the hedged item naturally offset in the Group
income statement These instruments include index-inked swaps and forward foreign currency contracts
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The fair value and notional amounts of derivatives analysed by hedge type are as fallows

Financlal statements

2019 2018
Asset Liability Asset Liablity
Fair value Notonal Fair value Noticnal Fair value Notional Farr valve Notronal
Em £m £ Lm £m fm £m £m
Fair value hedges
Interest rate swaps and similar instruments a7 3.844 (49 2.7 43 2424 (87 1,728
Cross-currency Swaps 126 180 {8) 222 129 401 (48} 207
Cash flow hedges
Interest rate swaps and similar iInstruments - - {17 ne - - R no
Cross-currency swaps 216 1,394 1] 272 218 1.413 - -
Index-linked swaps 87 692 - - 160 672 - -
Forward contracts 32 1568 {18) 5.01¢ 23 736 (53} 1,490
Cerivatives not in a formal hedge relatronship
Interest rate swaps and similar instruments 1 432 m 244 4 436 [} 528
Cross-currency swaps - - - - - - - -
Indea-linked swaps 624 3.589 (519) 3,589 564 3.590 (443) 3.590
Forward contracts 7 90 (18] 151 5 795 {14) 1.896
Tota) 1,230 12,590 639) 9,659 1,144 10,467 (663) 9,550

The following tables set out the maturity profile and average interest rates and foreign currency exchange rates of the hedging nstruments

used in the Groug's non-dynamic hedging strategies

At 23 February 2019

Maturny

Up ta one year

Qne to five years

Mare than five years

Fair value hedges
Interest rate risk
Interest rate swaps - EUR

- Notiona! amount (Em) 1383 4,937 160

- Average net interest rate (payl/recewe {0 83%} (0.86%) 412%

Interest rate swaps - GBP

- Netional amount [Erm) - 65 -

- Average net interest rate (pay)/receive - 349% -

Interest rate/Foreign currency risk

Cross currency swaps (GBP USD)

- Notienal amount {Em) - - 402

- Average exchange rate - - 150

~ Average net interest rale (pay)l/receive - - 304%

Cash flow hedges

Interest rote risk

index linked swaps

- Notional amount (Em} 60 - 632

- Average net interest rate lpayb/recewe (1 99%) - (4 22%)

Interest rate swaps

- Notional amount {£m) 60 - 50

- Average net interest rate {payl/receive 157% - (412%)

Interest rate/Foreign currency risk

Cross currency swaps {GBP USD} floating

- Notional amount (£m) - 272 -

- Average exchange rate - 129 -

- Average net interest rate (pay)/receve - {162%) -

Cross currency swaps {GBP USD) fixed

- Notional amount (£m) - 434 960

- Average exchange rate - 119 13
- (0 87%} {1 09%)

- Average netinterest rate (pay)/receive

At 23 February 2019, forward foreign currency transactions, designated as cash flow hedges, eguivalent to £2 6bn were cutstanding (2018
£2 2on) These forward contracts are largely in relation to purchases of Eurc {notional £2 Gbn) and US Dollar {notional $11bn) with varying
matunties up to January 2020 The noticnal and fair values of these contracts 1s shown in the table above.
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Notes to the Group financial statements continued

Note 23 Financial risk management continued
The following table sets out the details of the hedged exposures covered by the Group's fair value hedges,

Accumulated amounts of fair value Changes In far value for
Carrying amount adjustments on hedged tem ealcuiating hedge Residual hedge
Assels Liaihivies Assels Liabrines ineflectiveness adjusiments®
AL 23 February 2019 £m £m £m £m £m £m
Fair value hedges
interest rate risk
Fixed rate loans and mortgages™ 7.974 - {3} - 14 -
Fixed rate savings - {3.600 - - n -
Fixed rate investrnent securrties™ 473 - (5} - (3) -
Fixed rate bonds'® - 11.778) - 935 (57) 59}

= Accumuiated amount of fair value hedge adjustments remaining in the Group balance sheet for any hedged rtems that have ceased 10 be adjusted for hetging gains and losses

™ Clasufied as loans and advances to customers

« Classified as borrowings

The following tables set out information regarding the change in value of the hedged item used in calculating hedge ineffectiveness as well as
the impacts on the cash flow hedge reserve and currency basis reserve.

Cash fiow hedge reserve ang
currency basis resarve*

Change in value of

hedged tem for
calcutaling hedge Continued Drsconunued
inetiectveness hedges hedges.
Al 23 February 2019 Hedging wistrument £m im Em
Interest rate risk
Index-linked bonds Index-linked swaps 1] 72 -
Foreign currency risk
Trade payables Forward contracts - 22 -
Interest rate/Foreign currency risk
MTNs Cross- CUrrency Swaps {9) 83 (46)

* Excludes deferred tax

The following table sets cut information regarding the effectiveress of hedging relationships designated by the Group, as well 35 the impacts
on profit or loss and other comprehensive Income

Hedge neffectveness Une em in Group

recogrsed in profit or [oss ncome statement that

At 23 February 2019 £m includes hedge inaffectiveness

Cash flow hedges - Net finance costs

Net investment hedges - Net finance cosls
Fair value hedges

Borrowings 22 Net finance costs

Derivatives - Net finance costs

The following table presents a reconciliation by rnisk category of the cash flow hedge reserve and analysis of other comprehensive income in
relation to hedge accounting

Cash fligw Currency
hedge resarve basis reserve
Em £m Line item
At 24 February 2018 (as previously reported) 40 -
Adjustment on imitial application of IFRS 9 (net of tax) {Note 36} m 1
At 25 February 2018 (restated) 39 1
Interest rate risk
index-linked swaps
- Net farr value gains/llosses} 30 -
- Amount reclassified to Group income statement {20) - Net finance cosls
Interest rate swops
- Net fair value gains/(losses) i -
- Amount reclassified to Group income statement - - Net finance costs
Interest rate/Foreign currency risk
Cross currency swaps
~ Net fair value gains/llosses] 15 (6
- Amount reclassified to Group mcome statement 8 = Net finance costs
Foreign currency risk
Forward contracts
- Net fair value gains/{losses} 92 -
- Amount reclassified to Inventory {45) - Inventory
Tax - -
At 23 February 2019 118 (5)
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Interest rate risk
Debt issued at variable rates, as well as cash deposits and short-term investments. expose the Group to cash flow interest rate risk
Debt issued at fixed rates exposes the Group to fair value risk.

The Group's policy 15 to target fixing a minimum of 50% of interest costs for semor unsecured debt of the Group excluding Tesco Bank.
At 23 February 2019, the percentage of interest-bearing debt at fixed rates was 78% (2018 90%) The weighted average rate of interest
paid on senior unsecured debt this financial year, excluding joint ventures and associates, was 3 76% (2018 4 26%)

Forward rate agreements, interest rate swaps, caps and floors may be used to achieve the desired mix of fixed and floating rate debt

The Group has RPi-linked debt where the principal 1s Indexed to increases in the RPI RPI debt 15 treated as floating rate debt. The Group also
has LPI-linked debt. where the principal 1s indexed to RPI, with an annual maxmum increase of 5% and a minimum of 0% LPI debt 1s treatec
as fixed rate debt RPI-tinked debt and LPI-linked debt are hedged for the effects of inflation until maturity

For interest rate risk relating to Tesco Bank, refer to the separate section on Tesco Bank financial nsk factors on page 137
During 2019 and 2018. net debt was managed using derative instruments to hedge interest rate risk

2019 2018
Fred Floating Total Fixed Floating Total
£m £m fm £m im Em
Cash and cash equivaients - 296 2916 - 4 059 4,059
Loans and advances to customers - Tesco Bank 8,328 4,422 12,750 6929 4593 1,522
Short-term investments - 390 380 - 1.028 1028
Financial assets at fair value through other
comprehensive income 475 57 1,046 803 125 928
Joint ventures and associates loan recevables 76 57 133 76 62 138
Finance leases (129} - 123 122) - (22
Bank and other borrowings (5.810) 01,333 {7.143) {6 B36) {1.663) (8,498)
Customer deposits - Tesco Bank (3 714} {6.751) (10 465) (3.447) (5.798) {9.245)
Deposits from banks - Tesco Bark {1.663) - 1,663) (1 539) - 1.539)
Dernvative effect
Interest rate swaps (5,895} 5,899 - (5 096) 5096 -
Cross-currency swaps 402 {402) - 608 (608) -
Index-linked swaps {346} 346 - {337 337 -
Total (8,280) &.115 (2,165) (8,961 7,232 (1,729)
Credit risk

Credit nisk arises from cash and cash equivalents. trade and other receivables, customer deposits. financiat instrurments and deposits from
banks and fimancral institutions

The Group holds positions with an approved list of iInvestment-grade rated counterparties and monitors the exposure. credit rating. outlook
and credit default swap levels of these counterparties on a regular basis The net counterparty exposure under derivative contracts is £10bn
12018 £0 Sbn). The Group cons:ders its maximurn credit nsk to be £19.7bn (2018 £19 6bn) largely based on the Group's total financial assets

For credit nsk relating to Tesco Bank, refer 1o the separate section on Tesco Bank financial risk factors on page 138

Liquidity risk

The Group finances its operations by a combination of retained profits. disposals of assets. debt capital market 1ssues, commercial paper,
hank borrowings and leases The policy Is to maintain a prudent level of cash together with sufficient committed bank faciliies to meet
hquidity needs as they anse The Group retains access to capital markets so that maturing debt may be refinanced as it falls due

Liquidity risk 1s managed by short-term and !ong-term cash flow forecasts In addition. the Group has undrawn comritted facilities totaling
£3 0bn (2018 £4 3bn), consisting of a syndicated revolving credit facility and bilateral faciities, which mature between 2020 and 2021

The Graup has a £15 Obn Euro Medium Term Note programme, of which £4 2bn was in sssue at 23 February 2019 (2018 £5.3bn). plus £0 4bn
equivalent of USD denominated notes 1ssued under 144A documentation (2018 £0.6bn)

For iquichty risk relating to Tesco Bank, refer to the separate section on Tesco Bank financial nisk factors on pages 137 and 138.

The following 15 an analysis of the undiscounted cantractua! cash flows payable under financial habiities and derivative llabifities taking (nto
account contractual terms that provide the counterparty a choice of when (the earliest datel an amount 15 repaid by the Group The potental
cash outflow of £20 3bn 1s considered acceptable as it is offset by financial assets of £19 2bn (2018 £18 6bn offset by financial assets of

£19 8bn)
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Notes to the Group financial statements continued

Note 23 Financial risk management continued B

The yundiscounted cash flows will ditfer from hoth the carrying values and fair values Floating rate mterest s estmated using the prevailing
rate at the balance sheet date. Cash flows in foreign currencies are translated using spot rates at the balance sheet date For index-lnked
habilities, inflation is estimated at 3% for the Iife of the rability (2018. 3%6)

Due Due Due Oue
Due between between between between Due

within land 2 2and 3 Jend4 48nd 5 beyond

1year years years years years 5 years
At 23 February 2019 £m £m £m £m £m Em
Non-derivative financial liabilities
Bank and other borrowings {1,515} (1221 (556} {28! {854) {3.18}
Interest payments on borrowings 258) (208! (176} 142) 41 (1.267)
Customer deposits - Tesco Bank (8.569) {1,348} {336} {108) (186} {0
Deposits from banks - Tesco Bank (337 {410) (9451 - - -
Finance leases (44) {n an {11} {7 nzn
Trade and other payables®' 19.354) (28) {41} n} i 1293)
Derivative financial liabilities
Net settled denvative conlracts - receipts ] 3 2 - - -
Net settled derivative contracts - payments (291} {340) (59) 79) (6) 20)
Gross settled dervative contracts - receipts 2.438 (262) 14 - - -
Gross settied derivative contracts - payments (2.460) 260 {43) - - -
Total {20,348) (3,662} {2,151) {379) {1,205} (4,826)

Due Due Duve Due
Due between betwaen between between Due

within land 2 2and3 3and 4 4and 5 beyond

1year years years years vears Syears
At 24 February 2018 im £m £m £m £m tm
Non-derivative financial liabilities
Bank and other borrawings {1.40% 1445} (963} (926) {281 (3,860)
Interest payments on borrowings (298} {323} {243} @219 (63) (1.852)
Customer deposits - Tesco Bank (7,655} (874} (5000 (178) (105) -
Depostts from banks - Tesco Bank (209) (12) (412} (947 - -
Finance leases (20) (34) m A1) ) 120}
Trade and other payables (8 996} {34) (34) {25} (24) (247}
Derivative financial liabilities
Net settled derivative contracts - receipts 15 9 S 5 2 !
Net settled derivative contracts - payments (27) 197} (340} (37) {58) {109)
Gross settled dervative contracts - receipts 3 368 13 103 13 - -
Gross settled derivative contracts - payments (3.428) (13} {97 m - -
Total {18,651 (2,908} 12,492) {2,397) (287) (6,187

@ Trade and other payabfes includes £423m (2018 £494m) of contract habities
= Prior year derivalive financial labilities armounts have been adjusted to reflect the gross up of dervalives in a Iratulity posiion at year-end

Foreign exchange risk
The Group 1s exposed to foreign exchange risk principally via

- transactional exposure that arises from the cost of future purchases of goods, where those purchases are denominated in a currency
other than the functional currency of the purchasing company Transactional currency exposures that could significantly impact the Group
income statement are hedged. These exposures are hedged via forward foreign currency contracts or purchased currency options. which
are designated as cash flow hedges,

- netinvestrment exposure arises from changes in the value of net INvestments denominated in currencies other than Pounds Sterling.

The Groug hedges a part of its Investments in its international subsicdiaries via foresgn currency derivatives and borrowings in matching
currencies, which are formally designated as net investment hedges. During the current financial year. currency movements increased
the net value, after the effects of hedging, of the Group's overseas assets by £100m (2018' increase by £318m) The Group also ensures
that each subsidiary 1s appropniately hedged in respect of its non-functional currency assets: and

- loans to nen-UK subsidiaries These are hedged wa foresgn currency dervatives and borrowings in matching currencies. These are not
formally designated as hedges as gains and losses on hedges and hedged loans will naturally offset

The impact on the Group financial statements from foreign currency volatility is shown in the sensitivity analysis below

Sensitivity analysis
The impact on the Group financial statements from foreign currency and interest rate volatiity is discussed below

The analysis excludes the impact of mavements in market vanables on the carryng value of pension and other post-employment obligations
and on the retranslation of overseas net assets as required by IAS 21 ‘The Effects of Changes in Foreign Exchange Rates’. However, 1t does
nclude the foreign exchange sensitivity resulting from local entity non-functional currency financial instruments

The sensitivity analysis has been prepared on the basis that the amount of net debt. the ratio of fixed to floating interest rates of the debt
and dervatives portfolio. and the proportion of financial instruments n foreign currencies are all constant and on the basis of the hedge
designations in place at 23 February 2019 It should be noted that the sensitivity analysis reflects the impact on income and equity due to
financial instruments held at the balance sheet date It does not reflect any change in sales or costs that may resuit from changing interest
or exchange rates
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The following assumptions were made in calcutating the sensitivity analysis

- the sensitvity of Interest payable to movements ininterest rates is calculated on net floating rate exposures on debt. deposits and
derivative instruments with no sensitivity assumed for RPI-linked debt, which has been swapped to fixed rates,

- changes in the carrying value of dervative financial instruments designated as fair value hedges from movements in interest rates or foresgn
exchange rates have an immaterial effect on the Group Income statement and equity due 1o compensating adjustments in the carrying
vaiue of dabt,

- changes in the carrying value of derwative financial instrurnents designated as net investrnent hedges from movements in foreign exchange
rates are recorded directly in the Group statement of comprehensive income/llossi.

- changes in the carrying value of derwative financial instruments not designated as hedging instruments only affect the Group income

statement,

all other changes in the carrying value of derivative financial instruments designated as hedging instruments are fully effectve with no

mpact on the Group Income statement., and

the fioating leg of any swap or any flcating rate debt is treated as not having any interest rate already set, therefore a change in interest

rates affects a full 12-maonth period for the interest payabie portion of the sensitmvity calculations

Using the above assumptions, the following table shows the ilustratve effect on the Group income statement and equity that would result, at
ihe balance sheet date. from changes in interest rates and currency exchange rates that are reasonably possible for major currencies where
there have recently been sigmificant movements

2019 2018
Income: Equity lncome Equity
garn/lioss] gain/floss) gain/lloss) gain/lioss}
Em Em £m fm
1% increase ininteresi rates (2018 1%) 58 {32 €9 (30}
10% appreciation of the Eurc (2018 10%) 1 @5) 4 {143}
10% appreciation of the US Dollar [2018. 10%) - 100 ] 129

A decrease in interest rates and a depreciation of foreign currencies would have the opposite effect 1o the impact in the table above

The impact on the Group statement of comprehensive income/iloss} from changing exchange rates results from the revaluation of financial
habilities used as net investment hedges The mpact on the Group statement of comprehensive income/lloss) will targely be oifset by the
revaluation in equity of the hedged assets

Capital risk

The Group's objectives when managing capital (defined as net debt plus equity) are to safeguard the Group's abilky Lo continue as a going
concern in order to provide returns to shareholders and benefits for other stakeholders, while protecting and strengthening the Group
balance sheet through the appropriate balance of debt and equity funding The Group manages its capital structure and makes agjustments
1o 11, In light of changes to economic conditions and the strategic objectives of the Group

To mantain or adjust the capital structure, the Group may adjust the dividend payment to sharehoiders. buy back shares and cancel them,
or issue new shares

The Group raises finance in the public debt markets and borrows from financiat institutions The palicy for debt 1$ 10 smooth the debt maturity
profile with the objective of ensuning continuity of funding This policy continued dunng the financial year, with debt redeemed of £2 3bn (2018
£2 7bn} One €750m bond with a maturity of October 2023 was 1ssued in the current financial year (2018: mill The Group borrows centrally and
locally. using a vanety of capital market instruments and borrowing facilities to meet the Group's business requirements of each local

business

Refer to Mote 30 for the value of the Group's net debt (£3 2bn, 2018 £2 6bn), and the Group statement of changes in equity for the value of
the Group's equity (£14 8bn, 2018- £10 5bn).

Insurance risk
The Group s exposed to the nisk of being inadequately protected from ligbilities arising from unfareseen events The Group purchased assets,
earnings and combined habihty protection from the open insurance market for higher value losses only

The risk not transferred to the insurance market is retained within the Group with some cover being provided by the Group’s captive
insurance company, ELH Insurance Limited in Guernsey, which covers Assets, Earnings and Combined Liability

Tesco Bank

Interest rate risk

Interest rate risk arises mainly where assets and habilities in Tesco Bank's banking activities have different repricing dates and from
unexpected changes to the yield curve Tesco Bank is exposed to nterest rate risk through dealings with retarl customers as well as

through lending to and borrowing from the wholesale market. Tesco Bank has established imits for risk appetite and stress tests are
performed using sensitivity to fluctuations in underlying interest rates in order to morutor this risk. Tesco Bank also use the Capital at

Risk (CaR) approach which assesses the sensitivity (value change) of a reduction in the Bank's capital to movements in interest rates

The scenarios considered inciude both paraliel and non-paraliel movements of the yield curve and have been designed to assess Impacts
across a suitable range of severe but plausible movements in interest rates Interest rate risk 1s primarily managed using interest rate swaps
as the main hedging iInstrument

Liguidity and funding risk
Liquidity risk 1s the risk that Tesco Bank has insufficient lquidity resources to meet its obligations as they fall due Funding risk 1s the risk that
Tesco Bank does not have sufficiently stable and diverse sources of funding

Tesco Bank operates within a Liquidity Risk Management Policy Framework [LRMP) to ensure that sufficient funds are available at all imes to
meet demands from depositors to fund agreed atdvances, 1o meet other commitments as and when they fall due, and to ensure the Board's
risk appetite 15 met

Tesco PLC Annual Report and Financial Statements 2019 137



138

Notes to the Group financial statements continued

Note 23 Financial risk management continued

Liquechty and funding risks are assessed through the Indwidual Liguichty Adequacy Assessment Process (ILAAP) on at least an annual basis
Formal imits are set within the LRMP to maintain liquidity nsk exposures within the Liquidhty Risk Appetite set by the Board and key liquidity
measures are monitored on a regular basis Tesco Bank maintains a conservative hquidity and funding profile to confirm that it 15 zble to meet
its financial obligations under normal, and stressed. market conditions

Credit risk

Credit risk is the risk that a bank barrower or counterparty will fall to meet its obhgations in accordance with contractually agreed terms and
Tesco Bank wiliincur losses as a result Credit risk principally arises from the Bank's retail lending activities but also from the placement of
surplus funds with other banks and money market funds, investments in transferable securities and interest rate and foreign exchange
derivatives. in addition, credit risk arses from contractual arrangements with third parties where payments and commissions are due to the
Bank for short periods of time. Assessment of the expected credit loss {ECL) on loans and advances to customers and banks has taken into
account a range of macro-economic scenarias. one of which reflects a no-deal Brexit

The ECL is determined by multiplying together the probability of default (PD), exposure at default (EAC) and 10ss piven default (LGD) for the
relevant bme period and for each asset category and by discounting back to the balance sheet date. The ECL calculation and the
measurement of significant detenoration in credit nsk both incorporate forward-looking information using a range of macro-economic
scenarios, with key vanables being the Bank of England base rate, unemployment rate. house price index and Gross Domestic Product (GDP).

The sensitivities in the ECL allowance to reasonably possible changes in the following key assumptions as at 28 February 2019 are set out below

Reasonably Impact on ECL allowance

Key assumption possibie change {£ million}
Probability of default Increase of 2 5% k|
Decreaseof 2 5% {9)

Loss gven delautt Increase of 2 5% 12
Decrease of 2 5% (12)

Macro-economic factors Upside scenario (33)
Base scenaro {21

Downside scenario 67

Probability of defauft threshold (staging) Increase of 20% (14)
Oecrease of 20% 10

Tesco Bank could be exposed to unacceptable levels of bad debt and also suffer reputational damage ¥f it did not provide adequate support to
customers who are experiencing financial difficulties Forbearance is relief granted by a lender to assist customers in financial dfficulty.
through arrangements which tempaorarily allow the customer to pay an amount other than the contractual amounts due. These temporary
arrangements may be initiated by the customer or the Group where financial distress would prevent repayment within the original terms and
conditions of the contract The main aim of forbearance is to support customers in returning 1o a position where they are able to meet their
contractual obligations

Tesco Bank has adopted the definition of forbearance in the European Banking Authority's (EBA) final draft Implementing Technical Standards
(IT8) of July 2014 The Group reports ali accounts meeting this definition, providing for them appropriately

Controls ond risk mitigonts

Tesco Bank has well defined forbearance policies and processes A number of forbearance options are made available 1o customers by the

Group. These routinely, but not exclusively. include the following

- arrangements to répay arrears over a perod of time, by making payments above the contractual amount, that ensure the [oan s repatd
within the original repayment term,

- short-term concessions, where the borrower is allowed to make reduced repayments {or in exceptional crcumstances, no repayments) on
8 temporary basis to assist with short-term financial hardship; and

- for secured products, it may 8150 be acceptable ta allow the customer to clear the arrears over an extended period of time, provided the
payments remain affardable.

Gross Loans and Advances Forbearance programmes as a Proporuon of Forbearance

subject Lo Forbearance preportion of total Loans and Programmes covered

Programmes Advances by category by iImpairment provision

208 208 208 2018 2019 2018

Em £m % % % %

Credit cards - UK 928 &96 20 15 533 23
Credit cards - Europe - 08 - 27 - 409
Credit cards - Commercial 01 o 4.8 47 908 950
Loans 484 42 4 I 1o 480 68.2
Mortgages 60 59 02 02 12 Q2

Amended disclosures In ine with IFRS 3 requiremnents have been applied to the current financial year only. The comparative period note
disclosures repeat those disclosures made In the prior year Below are the areas of disclosure in relation 1o the prior year which have been
replaced in the current year by amended IFRS 9 disclosures as above.
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Asset quality
Ineffectsve management and controls over the emerging asset quality of the Group™s lending portfohos could expase the Group to
unacceptable levels of bad debt

Controls and risk mitigents

Tesco Bank's asset quality is reflected through the level of its impairment by lending type Asset quality 1s maintained through credit and
affordability assessments at asset origination, combined with regular momtoring and reporting of asset quality to the appropriate Semior

Management team and risk committees

The table below presents an analysis of credit exposure by imparrment status across the different exposure classes The table predominantly

relates to banking assets: the retall instaiment lending applies to credit agreements in the insurance business The prnior financial year amounts

below are presented gross of impairment and exclude fair value hedge sdjustments of £06im

Retad Retal
unsecured  Retal mortgage nstalment
lenchng lending lending Total
Al 24 February 2018 £m £m £m £m
Past due and impaired
Less than 90 days past due 44 - - 44
90-179 days past due 58 - - 59
180 days plus past due 109 - - 109
Past due but not impaired
Less than 29 days past due 55 1 - 56
30-58 days past due 20 - - 20
60-119 days past due 13 - - 13
Neither past due nor impaired
Low risk® 8.010 2,983 125 122
High risk™ 327 26 - 353
Total 8,637 3,010 129 11,776

W Low risk 15 defined as an asset with 3 probability of gefault of tess than 10%
® High rnisk s defined as an asset with a probability of default of 10% or more

The credit risk exposure fram off-baiance sheet items in 2019, mainly undrawn contractual lending commitments, was £i2.2bn (2018 €12 4abn)

Gross loans and advances to custamers of £17m were subject to active forbearance arrangernents and were considered to be not impaired on

the basis that the Group did not anticipate that the future expected cash flows of the gross loans and advances would be impacted Of this

total, £5m was included in ‘nerther past due nor impaired” and £12m i 'past due but not impaired”

Insurance risk

Tesco Bank is indirectly exposed to insurance risks through its ownership of 49.9% of Tesco Underwriting Lirnited (TUL, an authorised insurance

company Insurance risk 1s defined as the nsk accepted through the provision of insurance products in return for a premium The timing and
quantum of the risks are uncertain and determined by events cutside the contrcl of Tesco Bank The key insurance risks within TU relate to
underwriting rsk and reserving nsk TU operates a separate framework to ensure that the TU insurance portfolio operates within agreed risk

appetite Tesco Bank closely momtors performance of the portfolio against specific threshotds and Limruts

Note 24 Customer deposits and deposits from banks

201 2018
£m £m
Customer deposits 10.465 9.245
Deposits from banks 1.663 1539
12,128 10,784

Of which
Current 8.832 1.812
Non-current 3.286 2.972
12,128 10,784

Deposits from banks inctude habiltties of £324m (2018 £200m) that have been sold under sale and repurchase agreements
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Note 25 Provisions

Property Restructuring Other
provisions provisions Provisions Total
£m £m £m im
At 25 February 2017 {as previously reported) 851 98 174 1,123
IFRS 15 restatement {Note 36} - - {3) 3)
At 26 February 2017 (restated) 851 98 m 1,120
Foreign currency translation 5 1 - [
Amount released in the year (33 {32 {14) {79)
Amount prowided i the year 153 157 m 521
Amount utiised 1n the year (120} {146) (501 (3181
Urwinding of discount 13 - = 13
At 24 February 2018 869 78 318 1,265
Foreagn currency translation 2 n - 1
Acquired through business combinatian {Note 31 a0 - 4 44
Amount released m the year 68) (26) (196) (250)
Amount provided in the year ns 221 53 389
Amount utihsed 10 the year ma} (129) (o) (357)
Unwinding of discount 15 - - 15
At 23 February 2018 855 143 59 1,067
The balances are analysed as follows
2019 2018
im £m
Current 320 544
Non-current 747 721
1,067 1,265

Property provisions
Property provisions comprise onerous lease provisions, Including leases on unprofitable stores and vacant properties. dilapidations provisions
and asset retwrement obligation prowvisions

The calculation of the value In use of the leased properties to the Group s based on the same assumptions for growth rates and expected
changes to future cash fiows as those for Group owned properties, as d:scussed in detail in Note 11, discounted at the appropriate risk-free
rate The cost of exiting lease contracts is estimated as the present value of expected surrender premiums or deficits from subletting at
market rents. assuming that the Group can sublet properties at market rents, based on discounting at the appropriate risk-adjusted rate
For some leases, termination of the lease at the break clause reguires the Group to either purchase the property or buy out the equity
ownership of the praperty at fair value. Mo value is attributed o the purchase conditions since they are at fair value. It 15 2lso assumed

that the Group s indifferent 1o purchasing the properties

Based on the factors set out above, the Group has recognised a net onerous property provision charge in the year of £47m (2018 £120m),
comprising a £115m charge and £68m release. largely relating to onerous lease contracts for fully impaired properties and other onerous
contracts relating to properties

Of the net £47m (2018 £120m) orierous property provision charge recognised in the year, a £44m (2018: £105m) charge has been recognised
as an exceptional item within cost of sales classified as "Net impairment reversal of non-current assets and Onerous property provisions’
The remaiming £3m charge was not included in exceptional items

The Group has performed sensitivity analysis on the onerous lease provisions using reasonably possible scenarios based on recent market
movements Neither a half a percentage point increase nor decrease in the risk-free rate would result in a material change to the onerous
lease provisions

Onerous lease provisions wili be utilised over the relevant lease terms. predominantly within the next 25 years

Restructuring provisions

Of the £195m net charge (£221m charge, £26m release) recogrised In the year, £182m (2018 £102m) has been classified within exceptional
items as ‘Net restructuring and redundancy costs’ and related to store snd head office restructuring in the UK & ROI £131m (2018. £102m),
Centrat Europe £27m (2018: £nil), Asia £26m (2018 £nil) and Tesco Bank £2m release (2018: £nil),

Qther provisions

In prior financial years Tesco PLC and Tesco Freetime Lirmited, a wholly-owned subsidiary undertaking of the Group initiated an appeal aganst
Her Majesty's Revenue and Customs (HMRC) regarding the treatment of VAT on Clubcard rewards Following the Upper Tier Tribunal ruling in
the Group's favour on 24 January 2018, EMRC’s Soliciters Office confirmed that they would not appeal the ruting The Group has therefore
released the £176m provision within exceptional items, classified as ‘Freetime VAT provision release’ within cost of sales

On 10ctober 2018, the FCA 1ssued a warmng notice 1o the Group in relation to an online fraudulent attack against Tesco Bank’s debit cards in
November 2016 The Group agreed to a settlement payment of £16m which was paid in the year.

Other provisions also include provisions for Tesco Bank customer redress in respect of potential complants ansing from the histonical sales
of PPI, and in respect of custamer redress relating to instances where certain requirements of the Consumer Credit Act (CCA) for post-
contract documentation have not been fully complied with In each instance. management have exercised judgement as to both the timescale
for implernenting the redress campaigns and the final scope of any amounts payable During the current financial year, an additional charge of
£16m was recognised in the Group income statement within exceptional items, classified as ‘Provision for customer redress’ within cost of
sales Refer to Note 4 for further details.

Other provisions are expected to be utihsed in the next financial year
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Note 26 Share-based paymaents

The Group mcome statement charge for the financial year recognised in respect of share-based payments s £18m (2018 £252m), which
1s made up of share aption schemes and share bonus payments OF this amount, £103m (2018 £128m) will be settled in equity and £15m
(2018 £124m)in cash The movement of cash-settled charge with reference to the prior year 1s due to employees no tonger being offered
cash-settied awards

Share option schemes
The Company had 10 share option schemes in operation during the financial year, all of which are equity-settled schemes

I The Savings-related Share Option Scheme (1981) permits the grant to colleagues of options in respect of ordinary shares inked to a
building society/bank save-as-you-earn contract for a term of three or five years with contributions from colieagues of an amount
between £5 and £500 per four-weekly period Options are capable of being exercised at the end of the three or five-year period at a
subschption price of not less than 80% of the average of the middle-market quotations of an ordinary share over the three dealing
days immediately preceding the offer date

i, The Irish Savings-related Share Option Scherne (2000} permits the grant to ROI colleagues of options in respect of ordinary shares linked
to a building society/bank save-as-you-earn contract for a term of three or five years with contributions from colleagues of an amount
between €12 and €500 per four-weekly period Options are capable of being exercised at the end of the three or five-year period at a
subscription price of not less than 80% of the average of the middle-market quotations of an ardinary share over the three dealing days
immediately preceding the offer date

m  The Executive Incentive Plan (2004) perrmitted the grant of options in respect of ordinary shares to selected senior executives Optians are
narmally exercisable between three and 10 years from the date of grant for nil consideration No further cptions will be granted under this
scheme

v The Executive Incentive Plan (2014) permits the grant of options in respect of ardinary shares to selected senior executives as a proportion
of annual bonus fallowing the completion of a required service perod and s dependent on the achievement of corporate performance
and individual targets Options are normally exercisable between three and 10 years from the date of grant for nil consideration, Full
details of this plan ¢an be found in the Directors’ remuneration report

v The Performance Share Plan (2011) permits the grant of options in respect of ordinary shares to selected executives Options are normally
exercisable between the vesting datels) set at grant and 10 years from the date of grant for nil consideration The vesting of options will
normally be canditional upen the achievement of specified performance targets over a three-year period and/or continuous employment

Vi The Discretionary Share Option Plan [2004) permitted the grant of approved, unapproved and international options in respect of ordinary
shares to selected executives Options are normally exerciseble between three and 10 years from the date of grant at a price not less than
the middie-market quotation or average middie-market quotations of an ordinary share for the dealing day or three dealing days
preceding the date of grant The vesting of options will normailty be conditional upon the achievement of a specified performance target
related to the annual percentage growth in earnings per share over a three-year period There were no discounted options granted
under this scheme

vii  The Group Bonus Pian permits the grant of options in respect of ordinary shares to selected semor executives as a proportion of annual
zonus following the completion of a required service pericd and is dependent on the achievement of corporate perfermance and
indiidual targets Options are normally exercisable between three and 10 years from the date of grant for rif consideration.

wiii The Long Term Ingentive Plan (2015] permits the grant of options in respect of ordinary shares to selected executives Options are
normally exercisable between the vesting datels) set at grant and 10 years from the date of grant for nil consideration The vesting of
options wil normally be conditional upon the achievermnent of specified performance targets over a three-year period and/or
continuous employment

1x  The Booker Group PLC Sawvings Related Share Option Plan 2008 (Booker SAYE) permitted the grant to Booker colleagues of options in
respect of ordinary shares in Booker Group PLC (Booker Shares! linked to a building society/bank save-as-you-earn contract for a term of
three years with contributions from Booker colleagues of an amount between £5 and £500 per four-weekly period Following cempletion
of the acquisition of Booker Group PLC by Tesco PLC, Booker colleagues efected to roll over their existing options over Booker shares
under the Booker SAYE into equivelent options over ordinary shares in Tesco PLC (Tesco Shares} The options over Tesco Shares are
capable of being exercised at the end of the three year period at a subscription price equivalent to not less than 80% of the average of
the middle-market quotations of a Bocker Share over the three dealing days immediately preceding the offer date

x The Booker Group PLC Performance Share Plan 2008 (Booker PSP) permitted the grant of options in respect of Booker Shares to selected
Booker senior colleagues (Booker PSP Options) Under the Booker PSP tax approved Company Share Option Plan options (Booker CSQP
Options} were also granted to selected Booker senior calleagues Following completion of the acquisition of Booker Group PLC by Tesco
PLC. Booker senior colieagues elected to roll over their existing Booker PSP and Booker CSOP Options over Booker Shares into equivalent
options over Tesco Shares Booker PSP Cptions are normally exercisable between the third anniversary of the onginal date of grant and
10 years from the date of grant for nif consideration The vesting of options is normally conditional upon the achievernent of specified
performance targets over a three year period and continuous employment Conditional on the vesting of the relevant Booker PSP Options.
Booker CSOP Options are normaily exercisable between the third anniversary of the original date of grant and 10 years from the date of
grant at a subscription price equivalent te the market value of the Booker Shares at the time of grant
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Note 26 Share-based payments continued
The following tables reconcile the number of share options outstanding and the weighted average exercise price IWAEP)

For the 52 weeks ended 23 February 2019

Booker Group PLC
Savings-related Irish Savings-related Nil cast Booker Group PLC Performance Share
Share Option Scheme Share Option Scheme Share Option Scheme Savings Related Pian Scheme Other Schemes”

Optiens WAEP Options WAEP Options  WAEP Options WAEP Opticns  WAEP Optons WAEP
Outstanding at 244,886,709 162.21 6,926,980 167.88 36,015,512 - - - - - 32377140 -
24 February 2018
Granted 50.220.486 18800 1925295 166 00 411,499 - 15684396 14147 17 446915 - - -
Farfeied {25.820,506) 18817 01.215831) 17835 {6371,392) - (1.566,612) 14559 {662.887) -~ (19,997 503) -
Exercised i53,695.44)  150.43  0165.466) 150 34 {3,728,490) - {4260.079) 13106 15561682 = - -
Qutstanding at 215,591,248 168.04 6,470,978 175.06 25,377,128 - 9,827,705 145.36 11,222,347 - 12,379,637 338.40
23 February 2019
Exercise price 150 00 to 150 00 to - 88 26 to - 33840 to
range [pence) 322006 322 00 i63 76 427 00
Weighted average
remaning 246 7 73 189 096 020
contractual ife
(years)
Exercisable at 10,629,678 210 24 406,100 192.01 6,491,384 - 573,798 13713 1,740,392 - 12,379,637 -
23 February 2019
Exer¢ise price 150 00 to 150 00 to - 137 40 - 338 40
range (pence) 32200 32200
Weighted averzge
remamin,
contractgal Ife Ca3 043 616 035 h 020
(years}

. O&her Schemes includes Appraved Share Option Scheme (Approved) Unapproved Share Option Scheme (Unappraved) and Intérnational Executive Share Option Scheme (Internationall

ty WAEP lor Ou

at 24 February 2018 were 391 25p (2017 420 B7p), 375 18p (2017 395 B4p) and 375 69p (2017 397 17p) WAEP for Forferted during the current financial

yeur were IIB 940 {2018 458 33p). 200 96p (2018 446 01p) and 296 04p {2018 439 33p} WAEP for Outstanding st 23 February 2019 were 338 40p (2018 391 25p) 338 40p (2018 375 1Bp)
and 338 40p (2018 375.68p) Share cptions were exercised on a regutar basis throughout the financial year The average share price during the 52 weeks ended 23 February 2019 was

228 55p (2018 187 68p}

For the 52 weeks ended 24 February 2018

Booker Group PLC
Savings-related Insh Savings-related Wi cost Booker Group PLC Periormance
Share Option Scheme Share Oplion Scheme Share Option Scheme Savings Reiated Share Plan Scheme Other Schemes®

Options WAEP Options WAEP Options WAEP Opuons WAEP Options ~ WAEP Options. WAEP
Outstanding at 256,862,881 168 91,339,307 179.46 27,640,310 - - - - - 47,965,090 -
25 February 2017
Granted 40,314,086 w800 2078500 16800 10838726 - - - - - - -
Forferited (47,125.400) 20495 (1.471.619) 21817 D740.,742) - - - - - (15.,587.950) -
Exercised {5.164.858) 150 29 {19.208} 150 02 (722.792) - - - - - - -
Cutstanding at 244,886,709 162.21 5,926,980 167.88 36,015,512 - - - - - 32,377,740 -
24 February 2018
Exercise price 150 00 to 150 00 te - - - - 33840to
range Ipence) 32200 32200 427 00
Weighted
average
remaining 248 262 818 - - - 0B 0.79
contractual life
(years)
Exercisable at 4,482,716 282.00 18,702 282.00 4,597,668 - - - - - 32377140 37518 to
24 February 2018 391.25
EXErCISe price 287 0O 282 00 - - - - 338 A0 o
range (pence) 427.00
Wweighted
average
remaimng 043 043 693 - - - 0 %‘ ;g
contractual hfe
{years)

* Refer to previous table for footnotes
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The fair value of share options 15 estimated at the date of grant using the Black-Scholes or Mante Carlo optien pricing model. The following
table gives the assumptions applied to the options granted n the respective pericds shown No assumption has been made to incorporate
the effects of expected early exercise

2018 2018

SAYE il cost SAYE Nif cost
Expected dividend yeld (%) 15-4.2% 15% 22-36% -
Expected volatility {36) 29% 25-30% 29-32% 33%
Risk-free interest rate (%) 08-11% 0.8-09% 09-1.0% 01-02%
Expected life of option lyears) 3ors 3-6 3or5 3-6
weighied average fawr vatue of options granted [pencel 101 6804-180.35 41.86 BB 04-180 35
Probabiity of forferture (%) 7-1% - 7-11% -
Share price {pence) 212 40 204 00 187 CQ 180 35
Waeighted average exercise price [pence) 0.88-1688 00 - 168 00 -

volatility 15 a measure of the amount by which a price 1s expected to fluctuate duning a pencd. The measure of volatility used in the Group's
opticn pricing models is the annualised standard deviation of the continuousty compounded rates of return on the share over a period of
tme In estimating the future volatility of the Company’s share price, the Board considers the historical volatility of the share price over the
most recent penod that is generally commensurate with the expected term of the option, taking into account the remaining contractual life
of the option

Share bonus and incentive schemes

Selected executives participate in the Group Bonus Plan, a performance-related bonus scheme The amount pad to colleagues 1s based cn
a percentage of salary and s paid partly in cash and partly in shares Bonuses are awarded to selected executives who have completed a
required service period and depend on the achievement of corporate and indvidual performance targets.

Selected executives participate in the Periormance Share Plan (2011 and the Long Term Incentive Plan {2015] Awards made under these plans
will normally vest on the vesting datels) set on the date of the award for nd consideration, Vesting will normally be conditional on the
achievement of specified performance targets over a three-year performance period and/or continuous employment,

The Executive Directors participate in short-term bonus and long-term incentive schemes designed to align their interests with those of
snareholders Full details of these schemes can be found in the Directors’ remuneration report

The fair value of shares awarded under these schemes s their market value on the date of award Expected dividends are not incorporated
Into the far value

The number and welghted average fair value {WAFV) of share bonuses awarded during the financial year were

20t9 2018
Number of shares WAFY pence  Number of shares WAFY pence
Group Bonus Plan 16,489 286 24207 21858 988 180 35
Performance Share Plan 25,570,973 254 79 24,638,938 180 94

Note 27 Post-employment benefits

Pensions
The Group operates a variety of post-employment benefit arrangements, covening both funded and unfunded defined benefit schemes and
defined contribution schemes

Defined contribution
Defired contribution schemes are open to all Tesco employees in the UK

Under the Group's defined contribution pension schemes, employees of the Group pay contributions to an independently administered fung.
inta which the Group #lso pays contributions based upon a fixed percentage of the employee’s contributions The Group has no further
payment obligations once Its contribytions have been paid Contributions paid for defined contribution schemes of £332m (2018 £316m}
have been recogntsed In the Group iIncome statement This includes ENCm {2018 £108m) of salaries paid as pension contributions

Defined benefit schemes

The Group has a defined benefit pension deheit of £2,808m (2018 £3,282m), compnising a number of schernes The most significant of these
are for the Group's employees in the UK, which are closed to future accrual, and ROl The defined benefit pension deficit in the UK represents
95% of the Group deficit (2018 96%)

Business combinations

On 5 March 2018, the Group acquired Booker, which has three UK defined beneiit pension schemes The Booker Pension Scheme, closed to
future accrual 1s the pnimary scheme, with two smaller closed schemes relating to retail partners Budgens and Londis The combined defined
nenefit pension deficit acquired on business combination was £22m

Guaranteed minimum pension

On 26 October 2018 a high court judgement was handed down regarding the Lloyds Banking Group's defined benefit pension scheme which
affects many pension schemes in the UK, including the Group's UK schemes The judgement concluded that schemes should be amended to
ensure that members who have guaranteed minimum pernsions {GMPs) receive the same benefits regardless of their gender This change
impacts GMP benefits accrued between 1990 and 1997 The trustees of the Group’s UK schemes are considernng the impact of the judgement
on scheme liabihities and individual members, and at 23 February 2019 this work is ongoing

In consultation with independent actuaries. the Group has estimated the financial effect of equalising benefits to increase the Group
accounting pension deficit by £43m This has been recognised as a past service cost, and 15 presented as an exceptional item in Lhe meoine
statement {Note 4)
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Notes to the Group financial statements continued

Note 27 Post-employment benefits continueg

United Kingdom
The principal plan withun the Group is the Tesco PLC Pension Scheme (the Scheme), the assets of which are held 23 a segregated fund and
admunistered by the Trustee.

The Scheme is established under trust law and has a corporate trustee that 15 required to run the Scheme in accordance with the Scheme's
Trust Deed and Rules and to comply with all relevant fegislation Responsibility for governance 6f the Scheme lies with the Trustee The Trustee
is a company whose directors comprise

1. representatives of the Group; and
n  representatives of the Scheme participants. in accordance with its articles of association and UK pension law

Scheme funding

The Group considers two measures of the pension deficit The accounting position i1s shown on the Group balance sheet The funding position,
calculated at the triennial actuarial assessment. is used to agree contributions made to the schemes The two measures will vary because they
are for different purposes, and are calculated at different dates and in different ways. The key calculation difference is that the funding
position considers the expected returns of scheme assets when calculating the liability, whereas the accounting position calculated under

JAS 19 discounts liabilities based on corporate bond yields

The most recent triennial actuarial assessment of the Scheme was performed on 31 March 2017 using the projected unit credit method
The funding position was a deficit of £3.016m The market value of the Scheme's assets was £13,34Im and these assets represented 81% of
the benefits that had accrued to members, after altowing for expected increases in pensions in payment

The Group has a plan to fund the Scheme pension deficit and to meet the expenses of the Scheme Annual contributions of £285m for 10
years from April 2018 were agreed. with contributions being assessed at the next trienmal review The expenses for the year, which include the
Pension Protection Fund levy. were £23m (2018- £25m). In the event that the Pension Protection Fund levy for the Scheme exceeds £75m over
three years, the Group agreed to pay this excess amount to the Scheme over the following three years. The market value of assets held as
security in favour of the Scheme is at teast £575m

The last Booker Pension Scheme triennial valuation showed a funding deficit of £41m at 31 March 2016, with agreed contributions of £5m
per annum for six years frorm 1Apnl 2017. No contributions were required for the Budgens or Londis schemes

IFRIC 14
The Group is not required to recogrise any additional kisbilities in relation to funding plans, or imit the recogrution of any surpluses, as any
future economic benefits will be available to the Group by way of future refunds or reductions to future contributions

Moturity Profile of Obiigations
The estimated duration of the Scheme obligations 1s an indicator of the weighted average term of benefit payments after discounting
For the Scheme this (s 24 years

Around half of the undiscounted benefits are due to be paid beyond 30 years’ time, with the last payments expected to be over
80 years from now

The estimated undiscounted benefit payments expected to be paid out over the hfe of the Scheme is shown below.

The habilities held by the Scheme as at 31 March 2017, the date of the last triennial valuation, are broken down as follows.

%
Deferred 81
Pensioner 19
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Risks

The Group bears a number of risks in relation to the Scheme, which are described below

Risk Description of risk Mitigation

Investment The Scheme’s accounting liabilities are The Trustee and the Group regularly monitor the funding posttion and

calculated using a discount rate set with
reference to corporate bond yields If the
return on the Scheme's assets underperform
this rate, the accounting deficit will increase
If the Scheme's assets underperform the
expected return for the functing valuation,
this may require additional centributions to
be made by the Group

operate a diversified investment strategy

The Trustee and Group take a balanced approach 1o investment risk,
and use a long-term plan 1o manage INvestment risk

The Scheme’s benelit oblgations are inked to
inflation. A higher rate of expected long-term
inflation will therefore lead to higher liabilities,
both for the 1AS ¥9 and funding liability.

If the Scherne’s funding hability increases.

this may require additional contributions to
be made by the Group.

Inflation

As part of the investment, strategy. the Trustee aims to miigate this
nisk through investment in a liability-driven investment (LD portiolio

The portfoho invests in assets which increase in value as nflation
expectations increase This mitigates the impact of any adverse
maovement in Igng-term (nflation expectations

The Scheme’s holdings are designed to hedge against inflation risk up

to the value of the funded habilities

Additionally. changes to future benefits were introduced in June 2012 to
reduce the Scheme's exposure to inflation risk by changing the basis tor
calculating the rate of increase in pensions to CPl (previously RPI)

A decrease in corporate bond yields will
increase the accounting deficit under I1AS 19
Similarly, a decrease in gilt yields will have an
adverse impact on the funding position of the
Scheme This may lead to additional
contributions 1 be made by the Group

Interest rate

As part of the investment strategy. the Trustee aims to mitigate this risk
through Investment 10 a liability-driven investment (LDI} portfcho

The portfolio Invests in assets which increase in value as interest rates
decrease The Scheme's holdings are designed to hedge against interest
rate risk up to the value of the funded liabilities

Because the aim of the portfolio s to mitigate nsk for the funding
position neffectiveness in hedging for the accounting deficit under
1A% 19 can arise where corporate bond and gilt yields diverge This s
partially offset by Scheme holdings in corporate bonds

The Scheme s obligations are to provide
benefits for the Iife of the member and so
increases in #ife expectancy will lead to
fugher labilities

Life expectancy

To reduce this risk. changes 1o future benefits were introduced In
June 2012 to increase the age at which members can take their full
pension by two years

The Trustee and Group regularly menitor the impact of changes

In longevity on Scheme obligations

The Operations and Audit Pensions Committee was estabiished to further strengthen the Group's Trustee Governance and provide greater
oversight and stronger internal control over the Group's nisks The Group Pensions Committee was also set up to provide an additional layer
of governance and risk management Further mitigation of the nisks 1s provided by external adwisors and the Trustee who consider the
funding position, fund performance and impacts of any regulatory changes

Scheme principol assumptions
FInanclal assumptions

The major assumptions, on a weighted average basis, used by the actuaries to value the defined benefit obligation of the Scheme were as follows.

2019 2018

% %

Discount rate 28 29

Price mnflaton 31 3

Rate of increase n deferred pensions” z21 23
Rate of increase n pensions in payment”

Benefits accrued before 1June 2012 29 29

Benefits accrued after | June 2012 22 22

* Inexcess of any guaranteed m:mimum pensicn (GMP] element

Mortality assumptions

The Group. In consultation with an independent actuary, conducted a mortality analysis under the Scheme as part of the triennial actuanial
valuation process Subsequent to this analysis. the Group adopted the best estimate assumptions for the calculation of the 1AS 19 pension

habiity for the main UK scheme

The mortality assumptions used are based on tables that have been projected to 2017 with CMI 2016 rmprovements in addition the
allowance for future mortality improvements from 2017 have been updated 1o be inline with CMI 20%7, with a long-term improvement rate

of 1 25% per annum

The base tables used in calculating the mortality assumptions are different for varous categories of members, as shown below

Pensioner Non-Pensianer

Male Staff
Senior Manager
Female Staff

Senior Manager

105% of SAPS §2 Normal
87% of SAPS 52 Normal Light
98% of SAPS 52 All

86% of SAPS 52 All

100% of SAPS $2 Normal
B5% of SAPS 52 Normal Light
100% of SAPS 52 Al

85% of 54P5 52 Al
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Notes to the Group financial statements continued

Note 27 Post-employment benefits continued

The following table ilustrates the expectation of lfe of an average member retiring at age 65 at the reporting date and a member reaching
age 65 at the reporting date +25 years A comparison between the two retiree dates illustrates the expected improvements in mortahty over

the next 25 years

209 2018
Years Years
Retiring at reporting date at age 65. Male 223 223
Female 240 240
Retinng at reporting date +25 years at age 65 Maie 237 238
Female 260 260
Sensitivity analysis of significant actuarial assumptions
The sensitwity of significant assumptions upon the Scheme defined benefit obiigations are detalled below:
2019 2008

Duscaunt rate inflaton cate hecount rate Inflation cate
Financial assumptions - Increase/[decrease) n UK defined benefit abligation £m £m £m £m
Impact of 0 1% increase of the assumption {401 334 1388) 338
Impact of O 1% decrease of the assumption a0 1301 404 (323}
impact of 1 0% increase of the assumption 13.406) 3607 (3,377 3 651
Irnpact of 1 0% decrease of the assumption 4,709 {2.839) 4718 (2.876)
2015 2018
Mortality assumptions - Increase/ldecrease) in UK defined benefit obligation Em Em
Impact of 1year increase in longevity 685 830
Impact of 1year decrease in longevity {685) {630}

Sensitivitigs are calculated by changing the relevant assumption whilst holding all other assumptions constant The sensitivities reflect

the range of recent assumption movements, and iliustrate that the financal assumption sensitivities do not move in a linear fashion

Movements in the defined benefit obligation from discount rate and infiation rate changes may be partially offset by movements in assets

Overseas

The most significant overseas scheme 1s the funded defined benefit scheme which operates in RO An independent actuary. using the
projected unit credit method, carried out the latest actuanal assessment of the ROl scheme as at 23 February 2019. At the financial year end,

the |1AS 19 deficit relating to ROl was £106m (2018° £104m)

Post-empiloyment benefits other than pensions

The Group operates a scheme offering post-retirement healthcare benefits. The cost of providing these benefits has been accounted

for on a similar basis to that used for defined benefit pension schemes

The nability as at 23 February 2019 of £9m (2018 £1Im) was determined in accordance with the advice of Independent actuaries.

During the financral year, £nil {2018. £nil) has been charged to the Group income statement and £l (2018. £1m) of benefits were paid

Plan assets

The Group's pension schemes hold assets that both provide returns and mitigate nsk, incluging the volatikty of future pension payments

The table below shows a breakdown of the combined investments held by the Group's schemes

2019 2018
Quoted Unquoted Total Quoted tUnquoted Total
Em £m £m % £m £m £m %
Equities
UK 203 - 203 1 284 - 284 2
Europe 684 - 684 5 823 - 823 6
Rest of the world 4.224 - 4.224 28 3,828 - 3,828 29
5,1 - 5,111 34 4,235 - 4,935 37
Bonds
Government 1174 - 1174 & 1029 - 1.029 8
Corporates ~ mvestment grade 648 - 548 4 AB7 - 487 3
Corporates - non-investment grade 2 - 2 0 7 - 7 Q
1,824 - 1,824 12 1,623 - 1,523 "
Property
UK a3 1.032 118 7 - 917 917 7
Rest of the world 5 423 429 3 - 381 381 3
89 1,455 1,244 10 - 1,298 1,298 10
Alternative assets
Hedge funds z 383 385 3 - 405 405 3
Private equity - 851 851 6 - 694 £94 5
Other 230 827 1,057 7 H4 140 754 6
232 2,061 2,293 16 14 1,839 1,853 14
Liabllity Driven Investment (LDI} portfolios 3,695 287 3,982 26 3,30% (24) 3,277 25
Cash 300 - 300 2 349 - 349 3
Total fair value of assets 1,251 3,803 15,054 100 10,122 3,113 13,235 100

Quoted assets are those with 3 quoted price in an active market
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The LDI category consists of assets, including gilts and index-hnked gilts, of the value of £6.683m (2018 £5.912m) and asscciated repurchase
agreements and swaps of £(2.701m (2018, £(2,635)m} Other derwatives are included in the asset category to which they relate. reflecting the

ungerlying nature and exposure of the derwative
The plan assets include £198m {2018 £185m) relating to property used by the Group Group property with net carrying value of £489m

{2018 £509m) (Note 1) and a value to the Scheme of at least £575m {2018 £575m) 1s held as secunty in favour of the Scheme

Movement in the Group pension deficit during the current financial year
Farr value of plan asse1s

Defined benefit obligation

Net defined benefit surplus/ideficn)

2019 2018 2018 2018 2019 2018
£m £m £m £m £m £m
Opening balance 13,235 13,196 116,517 (19,817 (3,282) {6,621
Current service cost - - {36) (38 (35) (38)
Past service cost - - 43 - 43} -
Finance income/{cost] 395 326 (4B5) (488) (89) 62}
Included in the Group income statement 356 326 (563) (526) (167) (200}
Remeasurement gain/{loss)
Financial assumptions gain/tless) - - {478) 2,190 478) 2,190
Demographic assumptions gain/lloss} - - (sn 680 (51 680
Experence gain/ioss) - - {39 452 39) 452
Return on plan assets excluding hinance income 632 (57 - - 932 157}
Foreign currency translaucn {3) 8 3 {13} - (5}
included in the Group statement of comprehensive 928 (489} (565) 3,309 364 3,260
income/(loss)
Member contributions 2 2 {2] (2} - -
Employer contributions 33 34 - - 33 34
Additilonal employer contnbutions 266 245 - - 266 245
Benefits paid (547) (519) 547 51% - -
Acquired through business combination (Note 3)) 740 - (762) - (22) -
Other movements 494 (238) 217 517 277 279
Closing balance 15,054 13,235 (17,862) (16,517} {2,808) (3.282)
Deferred tax asset 470 554
Deficit in schemes at the end of the year, net of 2,338) (2,728)
deferred tax
Note 28 Called up share capital
209 2008
Ordinary shares of 5p each Ordinary shares of 5p each
Number Em Numbar £m
Allotted, called up and fully paid:
At the beginning of the year 8,192,116,619 410 B8.174,932,553 409
Share options exercised 41,525,096 2 5184.066 -
Share bonus awards issued 12,000,000 1 12,000,000 ]
Shares 1ssued for the acquisition of Booker 1.547.854.846 77 - -
{Note 31}
At the end of the year 9,793,496,561 430 8,192.116,619 410

During the financial year. 41 5 mithion (2018. 5.2 mullion) ordinary shares of 5 pence each were issued in relation to share options for an
aggregate consideration of £60m (2018- £8m), 12 O mulhon (2018 12.0 million} ordinary shares of 5 pence each were issued in relation to

share bonus awards and 1.548 million ordinary shares of 5 pence each were 1ssued as & result of the acquisition of Booker

The shares issued as consideration for the acquisition of Booker were valued at £3,127m based on the published share price on 2 March 2018

of 202 0 pence with £77m recognised as share capital and the remaiming £3,050m recogrised as merger reserve. included within other

reserves on the Group statement of changes in equity Refer to Note 31 for further details

The Group has a share forferture programme following the completion of a tracing and notification exercise to any sharehalders who have not
had contact with the Company over the past 12 years 1n accordance with the provisions set out in the Company's Articles of Association
Under the share forfeiture programme the shares and dividends associzted with shares of untraced members are forfeited. with the resulting
proceeds transferred to the Group to use for good causes in kne with the Group's corporate respansibility strategy During the financial year,
the Group received Enil (2018 £3m) proceeds from sate of untraced shares and Enil (2018 £2m) write-back of unclaimed dividends, which are
reflected in share premium and retained earnings respectively

As at 23 February 2019, the Directors were authorised to purchase up to @ maximum Iin aggregate of 977 2 million (2018 817 5 million)
orginary shares before the Annual General Meeting 2019 on 13 June 2019

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one vote per share at

general meetings of the Company
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Note 28 Called up share capital continued

Own shares purchased

Own shares represent the shares of Tesco PLC that are held i Treasury or by the Employee Benefit Trust Own shares are recorded at cost
and are deducted from equity.

The own shares held represents the cost of shares in Tesco PLC purchased from the market and held by the Tesco International Empioyee
Benefit Trust to satisfy share awards under the Group's share scheme plans {refer to Note 26) The number of ordinary shares held by the
Tesco International Employee Benefit Trust at 23 February 2019 was 68 1 mithon (2018 11 5 million) This represents 0 70% of called-up share
capital at the end of the year (2018 0 14%}

No own shares held of Tesco PLC were cancelled during the periods presented

Note 29 Related party transactions
Transactions between the Company and its subsidiaries, which are refated parties. have been elirminated on consolidation and are not
disctosed in this note Transactions between the Group and its joint ventures and associates are disclosed below

Transactions

Joint ventures Associates
2019 2018 2019 2018
£m £m &m £m
Sales to related parties 486 474 - -
Purchases from related parties 376 396 20 18
Dwvidends receved 29 15 12 n
Injection of equity funding 1 21 - -

Sales to related partes Consist of services/management fees and 1oan interest

i
Purchases from related parties include £280m (2018- £275m) of rentals payable to the Group's foint ventures (including those joint ventures
formed as part of the sale and leaseback programme)

Transactions between the Group and the Group’s pension plans are disclosed in Note 27

Balances
Joint ventures Asscciates

2019 2018 20 2008
Em £ £m £m
Amegunts awed Lo refated parties 20 20 - -
Amounts owed by related parties 37 27 - -~
Loans to related parties (net of deferred profiis)” 133 138 - -
Loans from related parties (Note 21) - 6 — -

*  Loans to related parties of £133m (2018 £138m) are presented net of deferred profits of £54m {2018 £54m} mstoncally arising from the saie of property assets o oint ventures For Joans
to related parves a12-month expected credit boss 15 recorded on initial recognition The expected credit loss was immatenial as at the current reporung date

A number of the Group’s subsidharies are members of one or more partnerships to whom the provisions of the Partnershups (Accounts)
Regulations 2008 (Regulations) apply The financial statements for those partnerships have been consolidated into these financial statements
pursuant to Regulation 7 of the Regulations

Transactions with key management personnel
Mambers of the Board of Directors and Executive Committee of Tesco PLC are deemed to be key management personnel

Key management personnel compensatton for the financial year was as follows

2019 2018
Em £m
Salanes and short-term benefits 7 7
Pensions and cash in lieu of pensions F] 2
Share-based payments 13 13
Joining costs and loss of office costs 1 4
33 42

Attnbutable to
The Board of Cirectors including Non-executwve Directors) 10 v
Executive Cammuttee (members not on the Board of Directars) 23 30
33 42

Cf the key management personnel who had transactions with Tesco Bank during the financial year, the following are the balances at the
financial year end-

Credit card mortgage and Current and saving deposit
personat loan balances accounts
Number of key Number of key
management management
personnefl m persennet Em
At 23 February 2019 3 - 10 F3
At 24 February 2018 7 1 5 -
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Note 30 Analysis of changes in net debt

At Foreign Interest Other Al
24 February IFRS & Farr-value exchange ncome/ non-cash 23 February
201 adustment” Cash flow movements movernents {charge) mavements 2019
Em £m £m £m £m £m £m £m

Total Group
Bank and other borrowings (8.318) - 1,496 136} (6) {43) - {7007
Finance lease payables {122 - 17 - (2r - (22 (129}
Net derwvative financial instruments 465 - (35) 128 - 20 - 578
Arising from financing activities (7,975} - 1,478 18 e} (23} (22) {6,558)
Cash and ¢cash equivalents 4059 - {1,158} - 15 - - 2.516
Short-term investments 1.0729 - (639) - - - - 390
Joint venture loans 138 {13} {5) - - - 13 133
Interest and other recevables 3 - (18} - - 18 - 1
Interest payables [§1:9]] - 306 - (2) [259) - {136)
Net denvative nterest 16 - - - - {3) - 13
Total Group (2,913} 13} (36) (8] 5 {267) 9) (3,247

Tesco Bank
Bank and other borrowings {1.584) - 154 9 - - = (1421
Net derivative financial instruments (42) - - 13 - - - {29}
Arising from financing activibies 1,626) - 154 22 - - - (1,450}
Cash and cash equivarents 1.304 - (261} - - - - 1,043
Joint venture loans 34 - (5) - - - - 29
interest payables - - 5 - - (5) - -
Tasco Bank (288} - {107} 22 - {5) - (378}

Retail

Bank and other barrowings (6 734) - 1,342 {145) 6} (43) i - {5,586)
Finance lease payables 022) - 17 - 2) - 22) (129
Net dervative financial instruments 507 - {35} ns - 20 - 607
Anising from financing activities 16,349] - 1,324 {30} 18} (23} 22} 15,108}
Cash and cash equvatents 2755 - (BG7) - 15 - - 1.873
Short-term investments 1,029 - (639) - - - - 390
Joint venture loans 104 13 - - - - 13 104
Interest and other recevables 1 - (18} - - 18 - 1
Interest payables agn - 301 - 2} (254) - (136)
Net denvative interest 16 - - - - (3) - 13
Net debt (2.625) (13) T (3C) 5 (262} (9 12.663)

* Impact of adopting IFRS 8 a5 explained in Note 1and Note 36

Net debt excludes the net debt of Tesco Bank but includes that of discontinued operations Balances and movements in respect of the total
Group and Tesco Bank are presented to aflow reconciliation between the Group balance sheet and the Group cash flow statement
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Note 30 Analysis of changes in net debt continued

Non-cash classwﬁcauovf\(;
At Foragn Interest Other movemenls movements At
25 February Fair vatue exchange income/ non-cash - Turkey net debt of the 24 February
2017 Cash flow movernents  movements {charge]l  movements disposal  disposal grovp 2018
£m £m £m° im £m £m £m £m £m
Total Group
Bank and other barrowings m.72) 3.408 N (49) (56} - 73 (73) {8,318)
Finance fease payables n4} 10 - (2) - (16) - - 22)
Net derivative financial instruments 893 (253} {195) - 20 - - - 465
Arising from financing activities (10,933) 3,165 (104) (5% {38) (16) 73 (73) (7,975)
Cash and cash equivalents KE:Yil 212 - 15 - - - n 4.059
Short-term mvestments 2,727 1.687) - m - - - - 1028
Jownt venture loans 137 - - - - 1 - - 138
Interest and other recewnables 1 {27) - - 27 - - - 1
Interest payables nen 351 - 3 (362) - 3 (3) nsn
Net derivative interest 28 (23) - - n - - - 16
Net detn of the disposal group {65} - - = - - - 65 -
Tatal Group (4,451 1,981 (104) (40} (360) {15) 76 - {2,913)
Tesco Bank
Bank and other borrowings (1,440} 150] 6 - - - - - (1.584)
Net derwative financisl instruments {105) - 63 - - - - - (42)
Arising from financing activities {1.545) {150) £9 - - - - - 11,628)
Cash and cash eguivalents 78% 515 - - - - - - 1.304
Joint venture loans 34 - - - - - - - 34
Interest payables - 4 - -~ 14) - - - -
Tesco Bank {722) 359 £9 - {4) - - = {288)
Retail
Bank and other borrowings (10.272) 3558 85 (49} (56) - 73 {73y {8734)
Finance |ease payables ma) 0 - ¥ - {16} - - 1221
Net derwvatwe hnancial instruments 988 {253} {258) ~ 20 - - - 507
Arising from financing activities (9,388) 3315 (173 (51 36) (8) 73 (73)  (6,349)
Cash and cash equivalents 3,037 {303} - 15 - - - [i] 2755
Short-term investments 277 1.697) - U} - - - - 1029
Jomnt venture lgans 103 - - - - 1 - - 104
Interest and other recewvables 1 27 - - 27 - - - 1
Interest payables (167} 347 - 3) {358) - 3 {3) [{1:30
Net denivative Interest 28 (23) - - 1 - - - 16
Net debt of the disposal group (65! - - -~ - - - 65 -
Net debt (3,729} 1,612 (173} (40} (356) (15) 7€ - 12,625)
Reconciliation of net cash flow to movement in Net debt
2019 2018
£m £m
Net increase/(decreasej in cash and cash equivalents {1158} 212
Ewmination of Tesco Bank movernent n cash and cash equivalents 261 (515)
Retall cash movement in ather Net debt nems
Net increase/ldecrease} (n short-term investments 639) (1.697)
Net increase/ldecrease} in joint venture (oans - -
Net (increase)/decrease n borrowings and lease financing 1.359 3.568
Net cash flows from derwatuve financial nstruments {35) (253}
Net interest paid on components of Net debt 2683 297
Change in Net debt resyiting from cash flow n 1,612
Retall IFRS G adjustment (13) -
Retall net interest charge on components of Net debt 262 (356)
Retail fair value and foreign exchange movements 25t 1213)
Debt disposed on disposal of Turkish operations - 76
Retail other nen-cash movements (9) 15
{Increase)/decrease in Net debt (238) 1,104
Opening Net debt {2.625) [3.729)
Closing Net debt (2,863 12,625)
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Note 31 Business combinations

On 5 March 2018, the Group acquired @ 100% stake in Booker Group plc {Booker) Booker is the largest food wholesaler in the UK

The acquisition builds on the Group’s core expertise of sourcing. distributing and seling food in the UK market and will enable the Group

to enter the out-of-home food consumption market The Directors expect the merger to deliver financral synergies through both revenue
and cost synergies

The transaction has been accounted for as an acquisition of a business in accordance witn IFRS 3 'Business Combinations’ The total
consideration of £3.993m was satishied by cash, shares and other items as detalled in the table below Booker shareholders receved

0 851 Tesco PLC ordinary shares and 42 6 pence in cash per Booker share held A total of 1.548 million new ordinary shares of the Company
have been issued as a result of the transaction, with new shares carrying fual voting and distribution rights as the cxisting ordinary shares
The fair value of the shares 1s based on the published share price on 2 March 2018 of 202.0 pence

The consideration and cash flow impacts of acquisitions in the current financial year are reflected below

Cash flow statement

Cash outflow from
Conswerauon  Operating cash flows  Investing cash flows major acquisition
Em £Em £m £m

Acquisition of Booker
Cash consideration 766 - (766} (766)

Equity shares issued 3127 - - -
3,893 - (766} (766)
Far value of Booker’s share plans acquired i3 - - -
Dwidend paid to Booker shareholders 67 - &7} 67
Acguisition costs paid ' - (43) - (43)
Less cash acquired - - 129 128
Total Becker 3,993 (43) (704} (747)
Acquisition of ancther subsidiary 11 - i) -
Total acquisitions 4,004 (43) £715) (747)
The fair value of assets and habiities recognised as a resuit of the acquisition of Booker are as follows
Fair value
£m
Property. plant and equipment 326
Acquired intangitle assets 755
Asset held for sale 4
Cash and cash equivalents 128
Trade and other receivables 173
Inventories 357
Deferred tax 1126}
Trade and other payables {663)
Non-current liabilities 0l
Provisions (a4)
Post-employment benefit obligations 122)
Total 800
Goodwill 3093
Purchase consideration 3,993

The goodwill 1s primanly attributable Lo synergies, new customers. the acquired workforce and business expertise None of the goodwillis
expected to be decuctible for tax purposes Acguired intangible assets comprise catering customer relationships of £657m. retail customer
relationships of £58m, brands of £30m and a property-related purchase option valued at £10m. The customer relationships and brand assets
are amortised over 8 10 15 years Refer to Note 10. The amortisation charge on the acquired intangibles i1s excluded from the Group's
operating profit before exceptional items and amartisation of acquired intangibles

The far value of acquired trade and other recewables 1s £173m and includes trade receivables with a fair value of £123m The gross contractuat
amount for trage receivables due was £132m, of which £8m 15 expected to be uncollectable

Booker contnbuted revenves of £5,826m and net profit after tax of £122m to the Group from 5 March 2018 to 23 February 2009 The £122m
profit includes the impact of conschidation adjustments. primarily £74m of amortisation expense on acquired intangible assets If the
acquisition had occurred on 25 February 2018. Group revenue and net profit after tax for the 52 weeks ended 23 February 2019 would not be
matenally different Transaction costs of £22m have been included in administrative expenses for the 52 weeks ended 23 February 2019 (52
weeks ended 24 February 2018 £21m)

Tesco PLC Annual Report and Financial Statements 2019

15



152

Notes to the Group financial statements continued

Note 32 Commitments and contingencies

Capital commitments

At 23 February 2019, there were commitments for capital expenditure contracted for. but not incurred, of £70m 2018 £16m). principally
relating to store development

Contingent liabilities

There are a number of contingent hiabilities that arise mn the narmal course of business, which if realised, are not expected o resuitin a
material liability to the Group The Group recognises provisions for hiabilities when it 1s more likely than not that 2 settlement will be required
and the value of such a payment can be reliably estimated

As previousiy reported, law firms in the UK have announced the intention of forming claimant groups to commence litigation against the Group
for matters ansing out of or in connection with its overstatement of expected profits n 2014, and purport to have secured third party funding
for such litigation In this regard. the Group has receved two high court claims against Tesco PLC. The first was received on 31 October 2018
from a group of 112 investors (now reduced to 78 investors) end the second was received on 5 Decernber 2018 from an investment company
and a trust company The ment, likely outcome and potential impact on the Group of any such litigation that either has been or might
patentially be brought against the Group 1s subject to a number of significant uncertainties and. therefore, the Group cannot make any
assessment of the likely outcome or quantum of any such litigation as at the date of this disclosure

Prior to the disposal of its Kerean operations (Homeplus), Tesco PLC provided guarantees in respect of 13 Homeplus lease agreements in
Korea in the event of termination of the relevant lease agreement by the landlord due to Homeplus® default Entities controlled by MBK
Partners and Canada Pensign Plan Investment Board (CPPIB}, as the purchasers of Homeplus, undertook to procure Tesco PLC's release from
these guarantees following the disposal of Homepius. Five guarantees currently remam outstanding This liability decreases over time with all
relevant leases expiring in the period between 2027 and 2031 The maximum potential kabilty under these outstanding guarantees 1s between
KRW 229bn (£156m) and KRW 377bn (£256m) In the event that the guarantees are called. the potential economic outflow is éstimated at

KRW 167bn {£114my}. with funds of KRW 73bn (£50m) placed in escrow to provide the primary payment mechanism for these guarantees The
net potential outflow to Tesco is therefore estimated at KRW 94bn (E64m). Additionally. Tesco PLC has the benefit of an indemnity from the
purchasers of Homeplus for any claims made over and above the amounts in escrow

Following the sale of Homeplus in 2015, as disclosed in the Prospectus issued by the Company on & February 2018, the Group has received
claims from the purchasers relating to the sale of the business. The claims are being wigorously defended Whilst the claims have evolved since
onginally 1ssued, the Group does not believe the ¢laims are likely to lead to a matenial outflow of funds.

As previously reported, Tesco Stores Limited has recewed claims from current and former Tesco store colleagues alleging that their work s of
equal value to that of colleagues working in Tesco's distribution centres and that differences in terms and conditions refating to pay are not
objectively justifiaple The claimants are seeking the differential between the pay terms looking back. and equivalence of pay terms moving
forward At present. the likely number of claims that may be received and the ment. likely outcome and potential impact on the Group of any
such fiigation is subject 1o a number of significant uncertainties and therefore. the Group cannot make any assessment of the likely outcome
or quantur of any such litigation as at the date of this disclosure There are substantiai factuafl and fegal defences to these claims and the
Group intends to defend them

Subsidiary audit exemptions
The followsng UK subsidiary undertakings are exempt from the requirements of the Companies Act 2006 (the Act} relating to the audit of
individual accounts by virtue of section 478A of the Act

Name Company number  Name Company Number Name Company Number
Tesco International internet Retaling Lmited 00041420 One Stop Convenience Stores umited 02467178 Armitage Finance Unlimited 05966324
Dilons Newsagents Limited 0D1KDE24 NutniCentre Limited 02602894 Spen Hill Regeneration Limited 08418300
One Stop Community $tores Limitea 00158980 Tapesiiver Limited Q5205362 Tesco Red {3LP) Limited 10127765
Paper Chaln [East Anghal Limited Q0256555 Tesco FFC Limited 08859202 Tesco PENL Limited 06479938
Cullen’s Stores Limited 00279206 Tesco Mobile Communicatrons Limited Q4780729 Tesco Aque [GP) Limited 05721654
Stewars supermarkets Limited 00299400 Tesco Mobille Services Limited 04780734 Tesce Red (GP} Limited 0571630
Europa Foods Limiteg 00858774 Spen Hill Developments Limited 04827219 Tesco Aqua (3LP) Limited 09947521
Gibbs News Limited 00788680 Launchgrain Limited 05260856 The Tesco Aqua Limeted Partnershep  LPONIS20
T&S Stores Limited 01228935 Buttoncabie Limited 05294246 The Tesco Red Lmned Partnerstup  LPCUS22
Day ana Nite Stores Limited 726058 Buttoncase Limited 05298861 Faraday Properties Umited SC194%6
Adminstore Limited 01882853 Tesco Agua {FinCol) Limited 05588955 Wwm Low Supermarkets Lirmited SCI9497
Spen Hill Management Limited Q7460426 Tesco Gateshead Properties Limited 0EN253H Spen Hill Properties (Holdings) PLC 02412672
Tesco TLB Finance Limited 04957622 Tesco PEG Limited 06480309 Cheshunt Flaance Unlimited 06807552

Tesco PLC will guarantee all putstanding liabibties that these subsidiaries are subject to as at the financial year ended 23 February 2019 in
accordance with section 479C of the Act. as amended by the Companies and Limited Liabilty Partnerships (Accounts and Audit Exemptions
and Change of Accounting Framework) Regutations 2012

Tesco PLC has irrevocably guaranteed the habilities and commitments of the foliowing Insh subsichary undertakings, which have been
exempted pursuant to Section 357 of the Companies Act 2014 of Ireisnd from the prowisions of Section 347 and 348 of that Act: Monread
Developments Limited, Edson Properties Limited; Edson lnvestments bmited: Cirrus Finance (2009) Limited, Commercial Investments Limited:
Chirac Limited, Clondalkin Properties Limited, Tesco lreland Pension Trustees Limited, Orpingford Unlimited Company: Tesco Trustee
Company of Ireland Limited, WSC Properties Limited, Thundrndge Unlimited Company. Pharaway Properties Limited, R J D Holdings Unlimited
Company: Nabota Development Limited, PEJ Property Investments Limited, Cirrus Finance Limited: Tesco irefand Limited: Wenze Properties
{bundalk} Limited; Tesce Ireland Holdings Limited, and Tesco Mobile ireland Limited The irrevocable guarantee may be relied upon for the
purposes of the aforementioned exemption, while the United Kingdom remains part of the European Economic Area
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Tesco Bank
At 2B February 2019, Tesco Bank had contractual lending commitments totalling £12 2bn (2018 £12 4bn) The contractual amounts represent
the amounts that would be at risk should the available facilities be fully drawn upan and not the amounts at risk at the reporting date

Note 33 Tesco Bank capital resources
The foliowing tables analyse the regulataory capital resources of Tesco Personai Finance PLC (TPF). being the regulated entity at the reporting
date

2018
200% {restated)
£m £m

Common equity tier 1 capital:
Shareholders’ funds and non-controlling interests, net of tier 1 regulatory adjustments 1439 1.502

Tier 2 capital:

Qualfying subordinated debt 233 235
Other interests - 99
Total tier 2 regulatory adjusiments 29) {34)
Total regulatory capital 1,645 1,802

On 27 June 2013, the final Capital Requirements Directive IV (CRD V) rules were published in the Official Journal of the European Union
Following the publication of the CRD IV rules, the Prudential Regulation Authority (PRA) issued a policy statement on 19 December 2013 detailing
how the rules will be enacted within the UK with corresponding timeframes for impiementation The CRD IV rules are currently being phased in
The following tables analyse the regulatory capital resources of TPF (being the regulated entity) applicable as at the financial year end

The movement in common equity tier 1 capital during the financial year 1s analysed as follows- 2008
2019 Irestated)

E£m Em

At the beginning of the year 1,502 1,381
Initial apphcation of IFRS 15 - 14
At the beginning of the year {restated) 1.502 1,395
Initial application of {FRS 9 {166) -
Share capital and share premiumn - -
Profit attributable to shareholders’ 136 127
Other reserves (15 6
QOrdinary dwidends 8O} {50}
Movement in matenial holdings - 3
Increase in intangible assets a7 29
Qther - Tier 1 - -
At the end of the year, excluding CRD IV adjustments 1,444 1,510
CRD IV adjustments - deferred 1ax [assets)/labities related to intangible assets {5 8
At the end of the year, including CRD IV adjustments 1,429 1,502

* Profit attributabile 1o shareholders restated for (FRS 15 {previousty £130m}

It 1s the Group's policy 1o mamtan g strong capital base to expand it as appropriate and to utilise it efficiently throughout its activities to
optimise the return to shareholders whiie maintaiving 2 prudent refationship between the capital base and the underlying risks of the
business In carrying out this policy the Group has regard to the supervisory requirements of the PRA

Note 34 Lease commitments

Finance lease commitments - Group as lessee

The Group has finance leases for vanous items of ptant, equipment. fixtures and fittings There are also a small number of buildings that are
held under finance ieases. The fair value of the Group's lease obligations approximate their carrying value.

Future mimimum lease commitments under finance leases angd hire purchase contracts, together with the present value of the net mimimum
lease commitments, are as follows'
Mirimum Isase commtments

2019 2018

£m £m

Within one year 44 20
Greater than one year but less than five years 40 67
After five years 127 120
Total minimum lease commitrments m 207
Less future finance charges {82 {85)
Present value of minimum lease commitments 129 122

Present value of net mimmum
lease commrments

2019 2018

£m £m

Within one year 3B 12

Greater than one year but less than five years 15 40

After five years 78 70

Total minimum lease commitments 129 122
Analysed as-

Current 36 12

Non-current 93 10

129 122
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Notes to the Group financial statements continued

Note 34 Lease commitments continued

QOperating lease commitments - Group as lessee
Future undiscounted minimum lease commitments under non-cancellable operating leases are as follows

209 2018

£m £m

within one year 1,48 1.077
Greater than one year but less than five years 3.536 3.552
After five years G 688 6.788
Total undiscounted minimum lease commitments 11,372 1,417

Future undiscounted minimum lease commitments under non-cancellable operating leases after five years are analysed further as follows.

201 2008

£m £m

Greater than five years but less than 10 years 33 3.035
Greater than 10 years but less than 15 years 1.976 2.008
After 15 years 1.581 1,745
Total undiscounted minimum lease commitments - after five years £,688 6,788

The Group has used operating lease commitments discounted at 7% (2018, 736) of £6.999m {2018 £6,931m) in its calculation of total
indebtedness The discounted operating lease commitment included in total indebtedness is different from the £10.505m (2018 £10 272m)
lease liability under IFRS 16 ‘Leases’ disclosed In Note 36, primarnily due to differences in the discount rates used and the treatment of
additional lease rentals ansing from contracts that contain extend or buy conditions

Operating lease commitments represent rentals payable by the Group for certain of its retail, distribution and office properties and other
assets such as motor vehicles The leases have varying terms, purchase options, escalation clauses and renewal rights. Purgchase options
and renewal rights, where they occur, are at market value €scalation clauses are inline with market practices and include inflation-linked,
fixed rates, resets to market rents and hybrids of these

On 13 September 2018, the Group exercised its option to buy back the 50% equity holding in the Tesco Atrato Lunited Partnership held by
the other joint venture partner The acquisition s scheduled to complete in September 2018, and under current accounting would lead to a
regduction in mMimmum lease commitments of £790m (discounted £400m) The most recent financial information for the partnership as at
31 December 2018 showed net hatilities of £{6lm, principally composed of investment properties of £666m, borrowings of £{479)m and
denvative inancial habihities of £(195)m

The Group has lease-break options on certain sale and leaseback transactions These options are exercisable if the Group exercises an
existing option to buy back. at market value and at a specified date, either the leased asset or the equity of the other yant venture partner
No commitment has been included 1in respect of the buy-back option as the option Is at the Group's discretion The Group 1s not abliged to
pay lease rentals after that date. therefore minimum lease commitments exclude those faling after the buy-back date The current market
value of these properties 1s £2 8bn (2018 £2 8bn) and the total undiscounted lease rentals. if they were to be incurred following the option
exercise date. would be £3 Obn (2018 £2 Bbn} using current rent values, as $hown below,

The additional lease rentals, if incurred, following the option exercise date would be as follaws

208 2008

£m £m

Within one year - 2
Greater than one year but less than five years 420 265
Greater than five years but less than 10 years 761 738
Greater than 10 years but less than 15 years 761 659
After 15 years 1,063 935
Total undiscounted contingent additianal lease rentals 3,005 2,599
Total discounted contingent additional iease rentals at 7% 1,378 1,159

The lease-break options are exercisable between 2019 and 2023

Operating lease commitments with joint ventures and associates

In prior years. the Group entered into several jpint ventures and associates. and sold and leased back properties ta and from these joint
ventures and associates The terms of these sale and leasebacks varied. However, common factors included: the sale of the properties to the
joInt venture or associate at market value, options within the lease for the Group to repurchase the properties at market value. market rent
reviews, and 20 to 30 full-year lease terms. The Group reviews the substance as well as the form of the arrangements when determining the
classification of leases as gperating or finance Al of the leases under these arrangements are operating leases.

Qperating lease receivables - Group as lessor
The Group both rents out its properties and also sublets various leased buildings under operating leases At the balance sheet date, the
foliowing future minimum lease amounts are contractually receivable from tenants

2019 2018

£m £m

Within one year 213 202
Greater than one year but less than five years 287 291
After five years 230 222
Total minimum lease receivables 730 5

Tesco PLC Annuat Report and Financial Statements 2019



Financial statements

Note 35 Events after the reporting period
There were no matenal events after the balance sheet date

Note 36 Changes in accounting policies

Standards effective in the current year

This section explans the impact of the adoption of IFRS 9 ‘Financial Instruments’ and IFRS 15 ‘Revenue from Contracts with Customers’ on the
Group's financial position and financial performance

IFRS 9 ‘Financiol Instruments’

IFRS 8 ‘Financial Instruments’ replaced IAS 39 “Financial Instruments Recognition and Measurement’ with the exception of macro hedge
accounting The standard became applicable for the current financial year. The Group has applied the classification. measurement and
impairment requirements of the standard retrospectwely, adjusting the operning balance sheet at the transition date of 25 February 2018
with no restatement of comparative periods Hedge accounting relationships within the scope of IFRS 9 have transitioned prospectively

Classification and measurement
The Group has made the following classification changes-

~ alt fimancial Instruments classified as loans and receivables under I1AS 39 have been classified and measured at amortised cost under IFRS 8,

~ all financiat nstruments classified as available-for-sale under 1AS 39 have been classified and measured at fair value through other
comprehensive income under IFRS S; and

- &l financial nstruments classified as fair value through profit or loss under 1AS 39 will continue to be classified and measured at fair value
through profit or toss under IFRS 9

tmpalrment

IFRS 9 requires the Group to recognise expected credit losses (ECL), and to update the amount of ECL recognised at each reporting date to
reflect changes in the credit nisk of financial assets The ECL have been measured under the smplified approach, with the exception of loans
and advances to customers and banks. debt instruments at fair velue through other comprehensive mcome and joint venture and asscciate
lpans, where the general approach is applied

The assessment of credit sk and the estimation of ECL are required to be untiased, forwarc-looking and probability-weighted. determined
by evaluating at the reporting date for each financial asset a range of possible outcomes using reasonable and supportable information about
past events, current conditons and forecasts of future events and economic conditions The estimatian of ECL also takes nto account the
tme value of money

Transition ad]ustment
The change in impairment methodotogy reduced the Group's opening retained earnings on 25 February 2018 by £177m with corresponding
changes in the following balance sheet items

24 Februsry
2018 IFRS 9 25February
irestated) adjustment 2018
£m £m Em
Nen-current assets
Trade and other recervables 186 N3} 173
Loans and advances to customers and banks & 885 73} 6,812
Deferred tax asseis 116 59 175
Current assets
Loans and advances to custamers and banks 4,637 150} 4,487
Total adjustment 177

IFRS 15 'Revenue from Controcts with Customers”

IFRS 15 introduces a five-step approach to the timing of revenue recognition based on performance obligations in customer contracts

The core principle of IFRS 1515 that an entity should recogrise revenue to depict the transfer of promised goods and services to customers
in an amount that reflects the consideration 1o which the entity expects ta be entitied in exchange for those goods or services

The Group recognises revenue from the pnincipal activities of retailing and associated actvities and retail banking and insurance services
through Tesco Bank For the majonity of revenue streams, there is a low level of judgement appled in determining the consideration or
the timing of transfer of control The following revenue streams have been impacted by the adoption of IFRS 15
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Notes to the Group financial statements continued

Note 36 Changes in accounting policies continued

insurance renewal commission

Prior to the adoption of IFRS 15, the Group recognised Tesco Bank insurance commission income on policy renewals at the time of the
renewal Under IFRS 15, the Group recognises commussion income as policies are sold for a minority of insurance policies managed and
underwritten by a third party This is the point in time at which the Group has satisfied all of its performance obligations in relation to the
policies sold and st (s considered highly probable that a sigmificant reversal in the amaount of revenue recognised will not occur in future
periods A contract asset has been recognised in relation to this revenue, which 1s included within trade and other recevables.

Clubcard

Consistent with previous accounting policy. Clubcard and loyalty initiatives are considered a separate performance obligation IFRS 15
Intreduces a change in the valuation of these initiatives. from the standalone fair value to the relative standalone selling prices A contract
hability continues to be recogmised for Clubcard peints issued, not yet redeemed and 1s included within trade and other payables

Tesco Mobile

Prior to adoption of IFRS 15, the Group recognised handset and airtime income on pay monthly telecoms contracts as airtime services were
provided to the customer. Under IFRS 15, the total contract transaction price is allocated across the twa performance obligations, with
handset income being recognised on delivery of the handset to the customer and airtime income recogmised over time as the service 1s
provided A contract asset has been recognised in relation to handset revenue, which is included within trade and other recevables

Transition adjustment

The Group has adopted IFRS 15 retrospectively, with comparatives restated from a transition date of 26 February 2017 Opening retained
earnings ncreased by £E20m with a corresponding Increase n trade and other receivables of £19m. an increase in inventory of £1m, a decrease
n trade and other payabies of £3m. a decrease in provisions of £3m. and an increase in the deferred tax iabiity of £(6im

In the financial year ended 24 February 2018, as a result of applying IFRS 15. revenue and operating profit increased by £2m and taxation
expense moved by Enil leading to an increase in profit after tax of £2m

Standards issued but not yet effective

This section explains the impact that the adoption of IFRS 16 ‘Leases’ wili have on the Group's financial position and financial performance for
the financial year ended 23 February 2013, which will form the restated comparative period when the Group reports under IFRS 16 for the
accounting period commencing 24 February 2019

IFR3 16 ‘Leases’
IFRS 16 'Leases’ will be effective in the Group financial staternents for the accounting period commencing 24 February 2018 The Group will
adopt the standard retrospectively. with comparatives restated from a transition date of 25 February 2018

IFRS 16 requires lessees to recognise right of use assets and lease liabilities on balance sheet for all leases, except short-term and low value
asset leases. At commencement of the lease. the lease llabilty equals the present value of future lease payments, and the nght of use asset
equals the lease hability, adjusted for payments already made. lease incentives, initial direct costs and any provision for dilapidation costs

For pre-IFRS 16 operating leases, the rental charge 1 replaced by depreciation of the right of use asset and interest on the lease hability

IFRS 16 therefore resuits in an increase to operating profit, which is reported prior to Interest being deducted Depreciation 1s charged on

a straight-line basis, however, interest i1s charged on outstanding lease habilities and therefore reduces over the hfe of the lease As a result, |
the impact on the income statement below operating profit is highly dependent on average lease maturity For an immature portfolio.
depreciation and interest are higher than the rental charge they replace and therefore IFRS 16 1s diiutive to EPS For a mature portfolio.
they are lower and therefore IFRS 16 15 accretive. The Group's lease portfolio on transition 1s relatvely immature, being approxmately
one-third through an average total lease term of 26 years

Under IFRS 16, the lease liability 1Is remeasured upon the occurrence of certain events, such as a change in lease term or a change in future Jease
payments resulting from a change in an index or rate {for example, inflation-linked payments or market rate rent reviews) A corresponding
adjustment 1s made to the nght of use asset Over three-quarters of the Group's lease liabiity on transition is subject to inflation-inked rental uplifts
The Group will no longer recognise property provisions for onerous lease contracts as the lease payments are included within the lease liability

The Group has applied the practical expedient not to reassess whether a contract is, or contains, a lease on transition The Group has elected
to recognise payments for short-term leases and leases of low value assets an a straight-line basis a5 an expense in the income statement

IFRS 16 has not had a sigmficant impact on the Group's existing finance leases or on leases in which the Group 15 a lessor.,

The most significant IFRS 16 judgements include the determination of lease term when there are extension or termination options, the
selection of an appropriate discount rate to calculate the lease hability and the impairment of rnight of use assets

The Group's lease portfclio consists of retail. distribution and office properties and other assets such as motor vehicles

The Group’s IFRS 16 Project is governed by a8 Steering Committee, which regularly reports progress to the Group Audit Committee The Group
has finalised its IFRS 16 accounting pohicies. determined the appropriate discount rates to apply to lease payments, selected and implemented
an IT system to collate and report lease data. established procedures and controls for accounting and reporting under IFRS 16 and established
a process of parallel reporting for the comparatve period

IFRS 16 has & significant Impact on reported assets, liabilities and the iIncome statement of the Group, as well as the classification of cash flows relating
to lease contracts The standard impacts @ number of key measures such as operating profit and cash generated from operations, as well as a number
of alternative performance measures used by the Group Further details on the impact of IFRS 16 can be found in the Group's ‘Introducing IFRS 16
analyst and nvestor briefing held on 15 February 2019 and avalable on www tescoplc.com/investors/reports-results -and-presentations.

The tables below set out the expected impact of IFRS 16 on the transition balance sheet at 24 February 2018 and on the comparative year
balance sheet as at 23 February 2009 and related debt measures. Right of Use assets {net of any impairments) and lease hiabilities are
presented separately on the face of the balance sheet. Net debt which includes lease liabilities, increases Total indebtedness also increases
as the IFRS 16 lease liability exceeds the discounted operaung lease commitments previously included Provisions decrease as onerous lease
prowsions are replaced by impairments of the right of use assets Trade and other payables reduce as accruals for straight ine rental expense
on leases with fixed rent increases are eliminated. Trade and other receivables also reduce as lease prepayments are €liminated A deferred
tax asset s recognised on the transition adjustment.
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Balance sheet restatement

As at 23 February 2008

Financial statements

As at 24 February 2018

IFRS 16 {FRS 16
Reported impact Restated Reported? smpact Restated
£m £m £m £m £m £m
Non-current assets
Gaodwill and other intangible assets £.264 - 6,264 2 661 - 2,661
Property. plant and equipment 18023 163 19,186 18.521 191 18,712
Reght of use assets - N3 7.713 - 7,527 7.527
investment property 36 - 36 100 - W00
Investments in joint ventures and associates 704 {38) 566 689 {35) &54
Financial assets at fair value through other comprehensve incorne , 979 - 979 860 - 860
Trade and other recewables 195 48 243 188 31 217
Loans and advances to customers and banks 7.868 - 7.868 5.865 - 6 885
Dervative financial Instruments 1178 - 1178 1z - 117
Deferred tax assets 132 19 251 16 285 401
38,379 8,005 44,384 31,135 7,999 39,134
Current assets
Financial assets at fair value through other comprehensive income 67 - 67 63 - 68
inventories 2.817 - 2.6V7 2264 - 2,264
Trade and other receivables 1.640 {90) 1,560 1,504 189) 1415
Loans and advances 10 custamers and banks 4882 - 4,882 4637 - 4637
Dervative financial Instruments 52 - 52 27 - 27
Current tax assets 6 - 6 12 - 12
Short-term investments 380 - 3580 1029 - 1,028
Cash and cash equivalents 2916 - 2 916 4 059 - 4,059
12,570 (90} 12,480 13,600 (89) 13,51
Non-current assets classified as held for sale o8 - 98 149 - 148
12,668 (20) 12.578 13,749 (89) 13,660
Current liabilities
Trade and other payables 9.354) 223 9131 (8 994} 21 (8.772)
Borrowings (1599 36 (1,563 1475 12 [1.467)
Lease habiity - (646) (646} - Mmz) 2y
Derivative financial INstruments {250) - 250 69) - 69)
Customer deposits and depasits from banks (8 832) - 18,832) (7 812} ~ (7.812)
Current tax llatiities (325) ~ {325) (335) - {33%)
Provisions (320} 94 226) 544} 128 416)
(20,680} (293) (20,973} 19,233) (351) (19,584}
Net current liabilities 8,012} {383) (8,395) [5.484) (440) (5,924}
Non-current llabilities
Trade and other payables (3841 18 {365} {364} - {364}
Borrowings 15.673) 93 (5.580) 7.142) 10 (7.032)
Lease habiity - [9.859] {9.859) - {9.560) 9,560)
Derwvatwe financial instruments {389] - {389} 594) - {594)
Customer deposits and depasits from banks (3.2886) - (3.296} {2972 - (2.972)
Post employment benefit obligations {2,.808) - (2 808} (3.282) - (3.282)
Deferred tax labiiuies (236) 187 (4%} 196) 14 82)
Prowisions (747} 600 (147} {721) 592 N29)
(13,533) 18,9601 (22,493} {15,171 (8,844) {24,015}
Net assets 14,834 {1,338) 13,496 10,480 {1.285) 9,195
Equity
Share capital 490 - 490 410 - 410
Share premiurn 5.165 - 5.16% 5107 - 5.907
Ali other reserves 3,798 (2%} am 735 {18) L
Retained earnings 5.408 (1317} 4,088 4,250 {1.267) 2983
Equity attributable to the owners of the parent 14,858 (1.338) 13,520 10,502 1.285) 9.217
Non-controlhing interests (24} - (24 (22) - (22)
Total equity 14,834 1,338) 13,496 10,480 {1.285) 9,195
APMs
Net debt® (2 863} {10,347 13 204) {2 629} o 14) 12.739)
Total indebtedness' (12,200} (3 342 115.542) {12,284} {3,183} (15,d467)

“ After restating lor the adoption of IFR$ 15 Revenue from Contracts with Customers’
" Nei debt comprises bank and 6ther borrowings lease hakitigs, net dervative financlal nstruments joint venture kans and cther recevatles/payabies offset by cash and cash

equivalents and short-lerm investments || excludes the net debt of Tesco Bank which has lease habilities of £35m (2018 £36m)
@ Tolal ndebiedness pre-IFRS 16 comprises Net debt plus the 1AS 19 deficit in the pension schemes (net of associated deferred tax) plus the present value of future minimum lease

payments under non-cancellzble operating leases Post-IFRS 16 lease hatuities are included in Net debt, replacing the present value of future minimum lease payments under

nan-cancellable operating leases
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Notes to the Group financial statements continued

Note 36 Changes in accounting policies continued

The tatle below sets out the expected impact of IFRS 16 on the comparative period income statement for the 52 weeks ended 23 February
2019 and relateq APMs. Cost of sales and administrative expenses reduce and finance costs increase as straight kne operating lease rental
expense Is replaced by depreciation of the right of use asset and interest on the lease hability This results in higher gross profit, operating
profit and operating margin. As the interest expense s front-end loaded and decresses as the lease fiability decreases, profit before taxis
lower 1n the early stages of a lease and higher in the later stages when compared to a straight-ine rental expense Profit before tax before
exceptional items and amortisation of acquired intangibles decreases by £152m. whereas profit befere tax (which includes the impact of
exceptional mpawrment reversals of £56m and the reversal of exceptional onerous lease provision charges of £39m) decreases by £67m

income statement restatement for the 52 weeks ended 23 February 2019

52 weeks endad IFRS 16 5% weeks ended
23 February 2019 {reported) impact 23 February 2019 (restated)
Before Before Before
axceptonal  Exceptional exceplonal  Exceplional exceptional  Exceptional
items and nems ang items ang items and items and itemns and
amortsation  amortisaLion amortisatian  amorusation amertisabion  amorusation
of acquired  of scquired of soquired  of acquired of acquired  of acquired
intangibles ntangibles Total intangibles ntangibles Total intengibles intangibles Total
£m £m £m £m £m fen Em £m £m
Continuing operations
Revenue 63,91 - 63,91 - - - 63.91 - 63,911
Cost of sales {59 695) (72) 59 767) 394 95 489 (59.301 23 {59.278)
Gross profit/lloss) 4,216 {r2) 4,144 394 95 489 4,610 23 4,633
Administrative expenses (1,989} (86} (2.075) 7 - 7 (1.982) (86) (2.068)
Profits/flosses) ansing on 21 WS 84 - - - 21 105 84
property-reiated items
Operating profit/(loss) 2,206 {53) 2,153 401 95 496 2,607 42 2,649
Share of post-tax profits/(losses) of jont 24 " 35 {3) - 3 2 n 32
ventures and associates
Finance income 22 - 22 3 - 3 25 - 25
Finance costs {536} - {536) (553} - (553) {1.089) - (1.089)
Profit/(loss) before tax 1,716 (42} 1,674 (152} 95 {571 1,564 53 1,617
Taxation (413) 59 1354) 16 (9} 7 {397 50 (347}
Profit/{loss) for the year 1.303 7 1,320 (136) 86 50} 1,167 103 1,270
Earnings/{lesses) per share from
continuing and discontinued
operations
Basic 13 65p (0.52)p 1313p
Diluted 13.55p (0 51)p 13 0dp
€arnings/losses) per share from
continuing cperations
Basic 13 85p {0 52)p 13.13p
Diluted 13.55p 10 S1p 13.04p
KPIs and APMs
Operating margin 35% 06% 4.1%
Diluted adjusted EPS 15.40p (1 3%p 14 Olp
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Financial statements

The table below sets out the expected impact of IFRS 16 on the comparative period ¢ash flow statement for the 52 weeks ended 23 February 2019
and related APMs IFRS 16 has no impact on total cash flow for the year or cash and ¢ash equivaients at the end of the year Cash generated
from operations and free cash flow measures iIncrease as cperating lease rentat expenses are no longer recognised as operating cash
outflows Cash outflows are instead split between interest paid and repayments of obligations under leases. which both increase.

Cash fiow statement restatement for the 52 weeks ended 23 February 2019

Retall Tesco Bank Tesco Group

Retall IFRS 76 Retail Tesco Bank IFR$ 16  TescoBank  Tesco Group IFR§ 16 Tesco Group

ireperted) Impact lrestated} {reported) impact {restated) ireported) tmpact {restated)

5z weeks ended 23 February 2019 £m £m Em fm £m £m £Em fm £m

Operating profit/{loss) of continuing 1.986 494 2,480 157 2 168 2,152 436 2,649
operations

Depreciation and amortisabion 1292 623 1.965 83 2 85 3375 675 2,050

ATM net income (34) - (34) 34 - 34 - - -

[Profit)/loss arising on sale of property. 99) (24) 123 @ - 8) (107 (24) (a3n

piant and eguipment and intangible:

assets and early term:nation of leases

{Profitl/loss anising on sale of subsidiaries 8 - 8) - - - (8) - 8)
and hnancial assets at fair vatue through

other comprehensive income

Net impairment loss/lreversal) on (58) (56) n4) - - - {58) (5G) Mna)
property. plant and equipment intangible

assets and investment property

Adjustment for non-cash element of 45 - 45 - - - 45 - 45
pensions charge

Additional contribution into defined 266) - (266) - - - [266) - 1266}
benefit pension schemes

Share-based payments 82 - 82 (5} - {51 77 - 77
Tesco Bank fair value movements - - - 127 - 27 127 - 127
rcluded in operating profit/iosst

Cash flows generated from operations 1,940 1,087 4,027 398 4 402 3,338 1,091 4,429
excluding working capitat

(Increase}/decrease in working capital (438) 48 330} {258} - [258) 1696} 48 (648)
Cash generated from/lused in) 2,502 1,135 3,637 140 4 144 2,642 1.139 3.781
operations

Interest paid (304 {550} (851} (5) (3} 8) (308} {553) (859)
Corporation iax {paid)/receved (302) - {302} (68) - 68) (3700 - {370)
Net cash generated from/(used in} 1,899 586 2,484 67 1 1] 1,966 586 2,552

operating activities

Proceeds from the sale of property plant 285 - 285 1 - 1 286 - 286
and equipment. investment property.

intangible assets and non-current assets

classified as held for sale

Purchase of property plant and 1136) - 38) - - - 1136) - 136)
equipment, invastment property and

non-current assets classified as held

for sale - store buybacks

Purchase of property plant and 1862) - (952} (3} - {3} (865) - {965)
equipment. investment property and

nan-current assets classified as held

for sale - other capital expendiure

Purchase of intangible assets N64) - (164) 22) - (27 nom - (190
Disposal of subsidanies, net of 8 - 8 - - - 8 - 8
cash disposed

Acquisition of subsidiaries, net of (15) - {(ns) - - - (715) - (715)
cash acquired

Netincrease/{decrease} n loans to - - - 5 - 5 5 - 5
joint ventures and asscciates

Investments in joint ventures and m - an - - - an - (m
associales

Net (investments inl/proceeds from 639 - 639 - - - 639 - 639
sale of short-term investments

Net tinvestments in)/proceeds from sale 2 - z {124) - (124) (122} - 4z22)

of financial assets at fair value through
other comprehensive income

Dwidends recewed from joint ventures 31 - 31 10 - 10 41 - a4
and associates

Dividends recewved from Tesco Bank 50 - 50 50 - (50} - - -
Interest recaved 18 3 21 - - - 18 3 21
Net cash generated from/(used in) (955) 3 (952) (188) - {188) (1,1431 3 (1,140)

tnvesting activities
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Notes to the Group financial statements continued

Note 36 Changes in accounting policies continued
Cash flow statement restatement for the 52 weeks ended 23 February 2019 continued

Retail Tesco Bank Tesco Group
Retall IFRS 16 Retal Tesco Bark IFR516  TescoBank  TescoGroup IFR5 16 Tesco Group
reported) wnpact lrestated) (reported) impact {restated) reporied) impact (restated}
52 weeks ended 23 February 2019 £m im Em m Em £m £m £m Em
Proceeds from issue of ordinary 60 - 60 - - - 60 - 60
share capital
Own shares purchased (208) - (206) - - - {206) - {206}
Repayment of obhigations under leases {17 1588} 1605} - m N {17 {589) {606}
Add. Cash outflow from major 747 - 747 - - - 747 - 747
acquisition
Less Net increase/(decrease) in loans - - - (5) - {5) (5} - (5}
10 Joint ventures and associates
Less Netinvesiments w/(proceeds {639) - (639) - - - 639} - 1639)
from sale of) short-term tnvestments
APM: Free Cash Flow” 889 - 889 {126) - (126) 763 - 763
Increase in borrowings 704 - 704 2n - N 975 - a75
Repayment of barrowings (2.C46) - (2.046) {425} - 425 (2.471) - {2 an)
Net cash flows from derivative 35 - 35 - - - 35 - 35
hinancial Instruments
Dmndends paid 10 equity owners {357) - (357} - - - (357) - (357)
Net cash generated from/{used in) 1,827} {588) 12,415) (154) (1 1155) (1,981) 589) (2,570}
financing activities
Intra-Group funding and intercompany 14) - {14) 14 - 14 - - -
transactions
Net increase/(decrease) in cash and 1897) - (897) 261) - 261 (1,158} - (1,158)
cash equivalents
Cash and cash equivalents at the 2.755 - 2,755 1304 - 1304 4,059 - 4 059
beginning of the year
Etffect of foreign exchange rate changes 15 - 15 - - - 15 - 15
Cash and cash equivalents at the end 1,873 - 1,873 1,043 - 1,043 2,91% - 2,916
of the year

* Free cash flow has been redefined to include repayments of obligations under leases due to IFRS 16 This results n 3 minor atjustment of £17m restaung reported retail free cash fiow of
£906m 10 £869m Thera s no overall impact to cash and cash equivalents et the end of the penod
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Segmental reporting restatement

Financial statements

The tables below set out the expected comparative penod segmental sncome statement for the 52 weeks ended 23 February 2013 and
segmental balance sheet as at 23 February 2019, restated for the impact of IFRS 16 Refer to Note 2 for the reported segmental income

statement and balance sheet

Segmental income statement restatement

Central Tesco Total at actual
5 weeks ended 23 February 201§ {restated! UK & RO Europe Asia Bank exchange
At actual exchange rates Em Em £m £m £m
Continuing operations
Group sales 44,882 6,030 4,873 1097 56,883
Revenue 51,643 6 298 4,873 1,097 53,91
Operating profit/lloss) before exceptional items and amortisation of 1,668 221 e 198 2,607
acquired intangibles
Exceptronal items and amortisation of acquired intangibles 81 58 67} {30} 42
Operating profit/lloss) 1,949 279 252 169 2,649
Operating margin 6% 3.5% 6 5% 18 1% 4.1%
Share of post-tax profits/(losses) of joint ventures and associates az
Finance income 25
Finance costs 11.089)
Profit/lloss) before tax 1,617
Segmental balance sheet restatement
Central

UK & ROI Eurape Asia Tesco Bank Unaliocated Total
At 23 February 2018 (restated| £m Em £m m £m £m
Goodwill and other intangible assets 4927 27 284 1.026 - 6264
Property. plant and equipment and investment property a0 2694 2 449 62 - 19 222
Right of use assets 6,537 479 682 15 - 23
Investments in joint ventures and associates 12 1 567 86 - 666
Nan-current financial assets at fair value through other 3 - - 976 - 879
comprehensive Income
Non-current trade and other recewables™ 100 5 14 ] - 138
Non-current loans and advances te customers and banks - - - 7 868 - 7 868
Deferred tax assets B6 34 71 60 - 251
Non-current assets™ 25,682 3.240 4,067 10,112 - 43101
Inventories and current trade and other recevaplesisd 2992 482 372 285 - 4138
Current loans and advances to customers and banks - - - 4,882 - 4,882
Current financial assets at far value through other - - - 67 - 67
comprehensive income
Tetat trade and cther payables (7,452) (80Q) {1016} (228) - (9.496)
Total customer deposits and deposits from banks - - - {12 128) - {12,128}
Total provisions {245) 27 (49} (52) - (373)
Deferred tax habiities 0s) (24) {10} - - (49)
Net current tax {265} (i2) [§1] (31 - ieile)]
Post-employment benefits (2 788) - (20} - - (2.808)
Assets classified as held for sale B8 30 - - - 9B
Net debt lincluding Tesco Bank)® {9 06D} [728) 682} {413) (2,734) (13,617
Net assets 8,924 2,181 2,651 2,494 (2,734} 13,496

*  Excludes loans to point ventures of £105m which form part of net debt

® Excludes derivative inancial instrument non-current assets of £1,178m

2 Excludes net interest and other recevables of £3m which form part of net debt

i Excludes loans to feint ventures of £28m which form part of net debt

®  |nciudes lease habiities in UK & RO £9 060m Central Europe £728m Asia £682m Tesco Bank £35m Unaliocated £nll and Totat £10 505m
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Tesco PLC — Parent Company balance sheet

23 February 24 February
2018 2018
Notes £m £m
Non-current assets
Investments 6 17 887 13,093
Recewables 7 2139 20
Derivative financial instruments 12 1.043 952
21,069 14,065
Current assets
Receivables 7 1154 6625
$hort-term investments 8 1l 365
Cash and cash eguvalents 9 6 793
1,17 7,787
Current liabilities
Borrowings n (766) (693}
Payables 10 (242) (4 767)
Derwative financial instruments 12 (213) -
(1.221) (5,460)
Net current assets/(liabilities) (50) 2,327
Non-current liabilities
Borrowings n [2,536) (3.632)
Payables 10 (88) -
Derivative financial Instruments 12 1303} (488)
12,927 {4,120}
Net assets 18.092 12,272
Equity
Share capital 15 490 410
Share premium 5165 5.107
All other reserves 2,969 62
Retained earnings (including profit/{loss) for the financial year of £3.074m (2018: £(136)m)) 9.468 6.693
18,092 12,272

Total equity

The notes on pages 164 to 168 form part of these financial statements

Dave Lewls

——
Alan Stewart

Directors

The Parent Company financial statements on pages 162 to 168 were approved and authorised for issue by the Directors on 9 April 2018,

Tesco PLC
Registered number 00445790
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Financial statements

Tesco PLC - Parent Company statement of changes in equity

All other reserves

Currency Capital
Share Share besis  redemplion Hedging  Cwnshares Merger Retaned Total
capital premm reserve’ raserve reserve held reserve earnings equity
Em Em £m £m £m £m £m (1 £m
At 24 February 2018 410 5,107 - 16 62 (16) - 6,693 12,272
Adjustrnent on ntial apphcation - - 13} - 13 - - (5} 5]
of IFRS 9 (net of tax)
At 25 February 2018 410 5,107 (13} 16 75 {16] - 6.688 12,267
Profit/(loss) for the year - - - - - - - 3,074 3,074
Cther comprehensive
income/(loss)
Gains/llosses) on cash flow hedges - - - - 38 - - - 38
Reclassified and reported in the - - - - {13 - - - (13
Company income statement
Tax relating to components of - - - - (5 - - - 5
other comprehensive Income
Total other comprehensive - - - - 20 - - - 20
income/(loss)
Total comprehentive income/(toss) - - - - 20 - - 3,074 3,094
Transactions with owners
Purchase of own shares - - - - - 277 - - (277
Share-based payments - - - - - na - 63 77
Issue of shares 80 58 - - - - 3,050 - 3,188
Dwidends - - - - - - - (357) 1357)
Total transactions with owners 80 58 - - - (163) 3,05¢ (294) 271
At 23 February 2019 490 5,165 (13} 16 95 179) 3,050 9,468 18,092
All pther reserves
Currency Capital
Share Share basis regempuon Hedgung Own shares Merger Retained Total
capital premium reserve’ reserve reserve held reserve earnings equity
£m im £m £m Ermn £m £m Em im
At 25 February 2017 409 £.096 - 16 168 (22 - 6.795 12,462
Profit/{Loss) for the year - - - - - - - (136) (136)
Other comprehensive
income/(loss)
Gans/(losses) on cash flow hedges - - - - 5 - -~ - (5)
Reclassified and reported in the - - - - uzn - - - 127
Company income statement
Tax relating to components of - - - - 25 - - - 26
other comprehensive income
Total other comprehensive - - - - {106) - - - os)
income/ (loss)
Total comprahansive incomne/(loss) - - - - {106) - - (136) {242)
Transactions with owners
Purchase cf own shares - - - - - (14} - - (14}
Share-based payments - - - - - 20 - 14 i34
lssue of shares 1 n - - - - - - 12
Dividends - - - - - - - (80) (80)
Total transactions with owners 1 1 - - - 6 - 34 52
At 24 February 2018 410 5,107 - 15 62 16) - 6,693 12,272

*  {urrency basts reserve’ was previously titied Other reserves'

The notes on pages 164 to 168 form part of these financial statements
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Notes to the Parent Company financial statements

Note 1 Authorisation of financial statements and
statement of compliance with FRS 101

The Parent Company financial statements for the 52 weeks ended
23 February 2018 were approved by the Board of Directors on

9 April 2019 and the Company balance sheet was signed on the
Board's behalf by Dave Lewis and Alan Stewart

These financial statements were prepared in accordance with
Financial Reporting Standard 101, *Reduced Disclosure Framework’
(FRS 101) The Company meets the definition of 2 qualifying entity
under FRS 100, ‘Application of Financial Reporting Requirements’
85 issued by the Financial Reporting Council.

The Company’s financial statements are presented in Pounds
Sterling. its functional currency, generally rounded to the
nearest milhon.

The principal accounting policies adopted by the Company are set
out in Note 2. The financial statements have been prepared under
the historical cost convention, except for certain financial
instruments and share-based payments that have been
measured at fair value.

Note 2 Accounting policies

Basis of preparation of financial statements
The Parent Company financial statements have been prepared in
accordance with FRS 101 and the Companies Act 2006 {the Act)

FRS 101 sets out a reduced disclosure framework for a ‘qualifying
entity’ as defined in the standard which addresses the financial
reporting requirements and disclosure exemptions in the individual
financial statements of qualfying entities that otherwise apply the
recognition. measurement and disclosure requirements of
EU-adopted IFRS.

The financial year represents the 52 weeks to 23 February 2019
{prior financiai year 52 weeks to 24 February 2018}

As permitted by FRS 101. the Company has taken advantage of the
disclosure exemptions avallable under that standard in relation to

business combinations, financial instruments, capital management,

presentation of comparative information in respect of certain
assets. presentation of a cash flow statement, imparment of
assets. share-based payments and related party transactions,
where required. equivalent disclosures are given in the
consohdated financial statements of Tesco PLC.

The Parent Company financial statements are prepared on a going
concern basis as set out in Note 1 of the consohdated financial
statements of Tesco PLC.

Tne Directors have taken advantage of the exemption available
under Section 408 of the Companies Act 2006 and not presented
an income statement or a statement of comprehensive income
for the Company alone

A summary of the Company's significant accounting policies s set
out below

Short-term investments
Short-terminvestments are recognised initizlly at fair value, and

subsequently at amortised cost Allincome from these investments

15 included in the income statement as interest receivable and
simifar income

Investments in subsidiaries and jeint ventures
Investments in subsidiaries and joint ventures are stated at
cost less, where appropriate, provisions for imparrment

Foreign currencies

Transactions in foreign currencies are translated to the
functional currency at the exchange rate on the date of the
transaction At each balance sheet date, monetary assets and
habilities that are denominated in foreign currencies are
retranslated to the functional currency at the rates prevailing
on the balance sheet date
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Share-based payments

The fair value of employee share option plans is calcusated at
the grant date using the Black-5choles or Monte Carlo mode!
The resulting cost s charged to the income statement over the
vesting penod. The value of the charge 1s adjusted to reflect
expected and actual levels of vesting Where the Company
awards shares or options to employees of subsidiary entities,
this 1s treated as a capital contribution

Financial instruments

Financial assets and financial hatvlities are recogrised in the
Company balance sheet when the Company becomes party to
the contractual provisions of the instrurmnent.

Receivables

Recewvables are recogrised irutially at fair value, and subsequentiy
at amortised cost using the effective interest rate method. less
provision for impairment

Financiat liabilities and equity instruments

Financial habiities and equity instruments are classified according
to the substance of the contractual arrangements entered into.
An equity instrument 1s any contract that gives a resicual interest
in the assets of the Company after deducting alt of its habilities
Equity instruments issued by the Company are recorded as the
proceeds recewved, net of direct issue costs

Interest-bearing borrowings

Interest-bearing bank loans and overdrafts are initially
recogrised at fair value, net of attnbutable transaction costs.
Subsequent to imitial recogrition, interest-bearing borrowings
are stated at amortised cost with any differences between
proceeds and redemption value being recognised in the
Company income statement over the period of the
barrowings on an effective interest basis

Payables
Payables are recognised initially at fair value, ang subsequently
at amortised cost using the effective interest rate method

Derivative financial instruments and hedge accounting

The Company uses dernvative financial instruments to hedge its
exposure to foreign exchange and interest rate risks arising from
operating, financing and investing activites The Company does not
hold or 1ssue derivative financial instruments for trading purposes,
however if dervatives do not qualify for hedge accounting they are
accounted for as such

Dervative financial instruments are recognised and stated at fair
value. Where derivatives do not qualify for hedge accounting, any
gains or losses on remeasurement are immediately recognised in
the Company income statement Where derivatives qualify for
hedge accounting, recognition of any resultant gain or loss depends
an the nature of the hedge reiationship and the item being hedged
In order to qualfy for hedge accounting. the Company is required
to document from inception, the relationship between the item
being hedged and the hedging nstrument.

The Company 1s also required to document and demaonstrate an
assessment of the relationship between the hedged tem and the
hedging mstrument, which shows that the hedge will be highly
effective on an ongoing basis This effectiveness testing1s
performed at each reporting date to ensure that the hedge
remans highly effective

Derwative financial instruments with maturity dates of more than
one year from the balance sheet date are disclosed #s non-current

Fair value hedging

Derwative financial nstruments are classified as fair value hegdges
when they hedge the Company’s exposure to changes in the fair
value of a recogrused asset or liability Changes in the fair value of
derivatives that are designated and qualify as fair value hedges are
recorded in the Company income statement, together with any
changes in the fair value of the hedged item that is attributable

to the hedged risk




Cash flow hedging

Derivative financial instruments are classified as cash flow hedges
when they hedge the Company’s exposure 16 vartability in cash
flows that are either attnbutable {0 a particular risk associated
with a recognised asset or hability. or a highly probable forecasted
transaction The effective element of any gain or ioss from
remeasuring the derivative instrument 1s recognised directly in
the Company staterment of comprehensive income.

The associated cumulative gain or 10ss 1s reclassified from other
comprehensive Income and recognised in the Company income
statement in the same period or periods during which the
hedged transaction affects the Company income statement

The classification of the effective portion when recognised n
the Company income statement is the same as the classfication
of the hedged transaction Any element of the remeasurement
criteria of the derivative instrument which does not meet the
criteria for an effective hedge 1s recognised immediately in the
Company income statement within finance income or costs

Hedge accounting 1s discontinued when the hedging instrurment
expires or 1§ sold, terminated or exercised or if a voluntary
de-designation takes place or no longer gqualifies for hedge
accounting. At that paint in ime. any cumulative gain or loss on
the hedging instrument recogrrsed In equity 1s retained in the
Company statement of changes in equity untif the forecasted
transaction occurs or the original hedged item affects the
Company incare statement If a forecast hedged transaction
15 no longer expected to occur. the net cumulative gain or loss
recognised in the Company statement of changes In equity 15
reclassified to the Company Income statement

Pensions

The Company participates in defined benefit penston schemes
There are no formal policies or contractual agreements for
recharging within the Group and the Cempany cannot identify

its share of the underlying assets and liabiities of the schemes
Accordingly. as permitted by 1AS 19 ‘Employee Benefits', the
Campany has accounted for the schemes as defined contrnbution
schemes, and the charge for the financial year 1s based upon the
cash contributions payable.

The Company alsc participates in a defined contribution scheme
open to alt UK employees Payments to this scheme are recognised
as an expense as they fall due

Taxation
The tax expense included in the Company Income statement
consists of current and deferred tax

Current tax 1s the expected tax payable on the taxable income for
the financial year, using tax rates enacted or substantively enacted
by the balance sheet date Tax expense s recognised inthe
Company income statement except to the extent that it relates

to items recognised in the Company statement of comprehensive
income or dhirectly In the Company statement of changes in equity.
in which case it is recognised in the Company statement of
comprehensive Income or directly in the Company statement of
changes m equity, respectively

Deferred tax 15 provided using the balance sheet hability method,
providing for temporary differences between the carrying amounts
of assets and habilities for financial reporting purposes and the
amounts used for taxaton purposes.

Deferred tax s calculated at the tax rates that are expected to
apply In the period when the liability 1s settled or the asset reslised
based on the tax rates that have been enacted or substantively
enacted by the balance sheet date Deferred tax 1s charged or
credited in the Company income statement, except when it
relates to itemns charged or credited directly to equity or other
comprehensive INCOMe, in which case the deferred tax is also
recognisec \n equity or other comprehensive income, respectively

Financial statements

Deferred tax assets are recognised to the extent that it 1s probable
that taxable profits will be avalable against which deductible
temporary differences can be utiised

The carrying amount of deferred tax assets Is reviewed at each
balance sheet date and reduced to the extent that it 15 no longer
probabile that sufficient taxable profits will be available to allow all
or part of the assets to be recovered

Deferred tax assets and habilities are offset against each other
when there is a legally enforceable nght to set off current taxation
assets against current taxation iabilibes and it 1s the intention to
settle these on a net basis

Judgements and sources of estimation uncertainty

The preparation of the Company financial statements requires
management to make judgements, estimates and assumptions

in applying the Company’s accounting poiicies to determine the
reported amounts of assets, habihties, income and expenses

The estimates and associated assurnptions are based on hustorical
experience ang various other factors that are believed to be
reasonabie under the arcumstances Actual results may differ
from these estimates. The estimates and underlying assumptions
are reviewed on an ongoing basis, with revisions to accounting
estimates applied prospectively

The preparation of the Company financial statements for the
financial year did not require the exercise of any crniticat
accaunting judgements or significant estimates

New standards effective for the curremt financial year
IFRS 9 ‘Financial Instruments’

IFRS 9 'Financial Instruments’ replaced 145 39 ‘Financial
Instruments Recognition and Measurement’ with the exception
of macro hedge accounting

The following changes arose from the transition to IFRS 9

- Classification and measurement. All financial instruments
classified as loans and receivables under 1AS 39 are classified
and measured at amortised cost under IFR5 9

- Impawrment The impairment requirements of IFRS 9 require
expected credit losses to be applied to amounts owed by
related undertakings and by joint ventures and associates.

- Hedge accounting All existing hedge relationships for the
company have transitioned to IFRS 9 on adoption.

IFRS 15 ‘Revenues from Contracts with Customers'
This standard has not had a matenal impact on the Company

Standards issued but not yet effective

IFRS 16 'Leoses’

This standard 15 not expected to have 2 material impact on
the Company.

Other stondords and amendments
Refer to Note ! to the Group financial statements

Note 3 Auditor remuneration

Fees payable to the Company's auditor for the audit of the
Company and Group financial statements are disclosed in
Note 3 to the Group financial statements

Note 4 Dividends
Far details of dividends see Note 8 tc the Group financial
statements
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Notes to the Parent Company financial statements continued

Note 5 Employment costs, including Directors’ remuneration

2019 2008
Notes £m £m
Wages and salaries 7 14
Social security costs 3 Z
Pension costs 14 4 4
Share-based payment expense 13 7 ?
3 27
The amounts above include recharges from other Group compantes for Tesco PLC related actmties
The average humber of employees {all Directors of the Company) during the financial year was 13 (2018° 1)
The Scheduie 5 requirements of SI 20087410 for Directors’ remuneration are included within the Directors’ Remuneration Report
on pages 62 1o 79.
Note € Investments
Total
£m
Cost
At 24 February 2018 16,632
Additions 5102
Disposals (451}
At 23 February 2019 21,283
Impairment
At 24 February 2018 {3,539)
Impairment (290}
Disposals 433
At 23 February 2019 (3,396}
HNet carrying value
At 23 February 2019 17.887
At 24 February 2018 13.093
The Iist of the Company's subsidiary undertakings and joint ventures 15 shown on pages 169 to 173
Note 7 Receivables
2018 208
£m £m
Amounts owed by Group undertakings’ 3,232 £.598
Amounts owed by jont ventures and assoctates 2 20
Other receivables 40 27
3,293 6,645
Of which
Current 1164 6,625
Non-current 2.139 20
3,292 6,645

*  Amounts owed by Group undertakings are either interest-bearing or non interest-beanng depending on the type and duration of the recemable relationship, with interest rates ranging

from 0% to 3% with matunues up to and includmg March 2025

Note 8 Shart-term investments

2019 2018

£m im

Money market funds 11 369
Note 9 Cash and cash equivalents

2018 2018

Em £m

Cash and cash equnalents & 793

Included in cash and cash equivalents is an amount of Enil (2018 £777m) that was set aside at the balance sheet date for completion of the
merger with Booker Group PLC. This cash was invested at a floating rate of interest, held in ring-fenced accounts and was not avallable to the
Group The merger was completed on 5 March 2018, with £766m being paid on completion, Refer to Note 31to the Group financial statements

for further details on the Booker merger
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Note 10 Payables

Financial statements

2019 2018
£m £m
Amounts owed to Group undertakings® 209 4707
QOther payables 1 43
Taxauon and social secunty 3 3
Accruals and deferred income - 4]
Deferred tax iabhity® 17 8
Total payables 330 4,767
Of which
Current 242 4.767
Non-current 88 -
330 4,767

W Aamounts owed to Group undertaiings are ether snterest-bDearing or non interest-bearing depending on the type ane duration of the creditor relauonship with interest rates ranging frem

0% to 3% with maturities up L& and including February 2051
® The deferred tax asset/{iabiiny) recognised by the Company and the movements thereon, during the current financial year are as follows

Financial Other uming
Instruments differances Total
£m Em Em
At 24 February 2018 12 4 )
Charge to the income statement for prior years - (4) 4)
Movement in other comprehensive iIncome for the year (5} - (5)
At 23 February 2019 (7N - (17)
Note 11 Borrowings
Current
9 208
Par value Matunity £m £m
Bank loans and overdrafts - - 668 26
3 375% MTN €750m Nov 2018 - 667
5 5% MTN= £97m Dec 2019 98 ~
766 693
Non-current
xng 2018
Par valve Maturity £m Em
5 5% MTN® £97m Dec 2019 - 83
6 125% MTN®! £53im Feb 2022 561 952
5% MTN® £17m Mar 2623 183 254
3 322% LPI MTN™ £346m Nov 2025 348 338
6% MTN= £98m Dec 2023 19 198
5 5% MTN® £150m Jan 2033 186 221
1.982% RPI MTN™ £286m Mar 2026 288 279
6.15% USD Bong® $525m Nov 2037 428 616
4 B75% MTN® £32m Mar 2042 32 103
5125% MTN €356m Apr 2047 319 323
5 2% MTN® £73m Mar 2057 71 165
2,536 3,632

"

During the current financial year, the Group undertook a tender for outstanding bonds and as a result the following notional amounts were repaid earty 5 5% MTN Dec 2019 F84m 6125% MTN

Feh 2022 £369m 5% MTN Mar 2023 £67m 6% MTN Dec 2029 £61m 5 5% MTN Jan 2033 £26m 6 15% USD Bond Nov 2037 $325m 4 B75% MTN Mar 2042 E70m and 5 2% MTN Mar 2057 £85m
= The 3 322% Limited Price Inflation (LP MTN 1s redeemable at par indexed for increases in the RPtgver the life of the MTN The maxmummacexation of the principal in any one yaar 5 5%

with & rmrimurn of 0%
* The Y 982% RPI MTN is redeemabile al par indexed for increases in the RP) over the Ife of the MTN

Note 12 Derivative financial instruments
The fair values of dervative financial instruments have been presented in the Company balance sheet as

2019 2018
Asset Liabality Asset Lisbility
£m £m £m Em
Current - (131 - -
Non-current 1,043 {303) 952 1488)
Total derivative financial iInstruments 1,043 516) 952 {488)
2018 2018
Asset Liabiity Assel Liability
Far value National Fair value Notlonal Fair value Notonal Fair value Notional
Em Em £m Em im £m £m £m
Fair value hedges
Interest rate swaps and similar instruments n 65 - - 12 65 - -
Cross-Currency Swaps 126 180 {10) 222 128 401 {52 207
Cash flow hedges
Cross-currency swaps 138 309 - - 129 313 - -
Index-hinked swaps 170 632 - - 140 612 - -
Derivatives not in a formal hedge relationship
Index-linked swaps 588 3339 (5Q6) 3339 543 3339 (436) 3.339
Total 1,043 4525 (516} 3,561 952 4,730 (488) 3,546
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Notes to the Parent Company financial statements continued

Note 13 Share-based payments
The Company’s equity-settied share-based payment schemes comprise various share schemes designed to reward Executive Directors
For further information on these schemes, including the valuation modeis and assumptions used. refer to Note 26 to the Group financial statements

Share option schemes
The number of options and weighted average exercise price (WAEP} of share option schemes relating to the Company employees are

For the 52 weeks ended 23 February 2019

Savings-related Nil cost
Share Cpuon Scheme share options

Oplons WAEP Options WAEP
Qutstanding at 24 February 2018 23,840 151.00 14,271,355 -
Granted 15,148 188 00 200 5i8 -
Forfeited - - {1.704.300) -
Exercised (23.840) 151.00 (23.840) -
Qutstanding at 23 February 2019 19,148 188.00 12,743,733 -
Exercisa price range (peacet 188 00 -
Weighted average remaiung contractual fe (years} 3.03 718
Exercisable at 23 February 2019 - - 3,837,740 -
Exercise price range {pence) - -
weghied average remaining contractual Me lyears) - 500
For the 52 weeks ended 24 February 2018

Savings-related Nicost
Share Optuion Scheme share options

Options WAEP Qptions WAEP
Outstanding at 25 February 2017 23,840 151.00 10,548,558 -
Granted - - 4 031,340 -
Forfeited - - (308.543) -
Exercised - - - -
Outstanding at 24 February 2018 23,840 151.00 14,271,355 -
Exercise price range (pence) 151,00 -
Weghted average remaining contractual life (years) 144 800
Exercisable at 24 February 2018 - - 2.889,805 -
Exercise price range (pencel - -
Weighted average remamng contractual hfe (years) - 705

Share bonus and incentive schemes

Executive Directors participate in the Group Bonus Plan, a performance-related bonus scheme. The amount paid is based on a percentage
of salary and 1s paid partly in cash and partly mn shares Bonuses are awarded to Executive Directors who have completed a required service
period and depend on the achievement of the corporate and indmdual performance targets. For further information on these schemes,
ncluding the valuation models and assumptions used. refer to Note 26 to the Group financial statements

The number of share bonuses awarded during the financial year were 739,293 (2018 nil) for Group Bonus Plan and 2,071,068 (2018: nil) for
Performance Share Plan Respectively wesghted average fair value (WAFV) was 241 8p (2008 £nil) and 254 8p (2018 Enil}.

Note 14 Pensions
The total cost of participation in the Tesco Retirement Savings Plan (a defined contribution schame) to the Company was £4.4m (2018 £4 4m)
Further disclosure refating o all schemes can be found in Note 27 to the Group financial statements.

Note 15 Called up share capital
Refer to Note 28 of the Group financial statements

Note 16 Contingent liabjlities

In addition to the contingent habilities shown in Note 32 to the Group financial statements, the Company has entered into financial guarantee
contracts to guarantee the indebtedness of Group undertakings amounting to £1,715m (2018 £2 201m). It has also guaranteed dervative
agreements of Group undertakings with a gross liability of £162m (2018. £217m) at the reporting date These guarantees are treated as
contingent habilities until it becomes probable they will be called upon.

In addition, the Company has guaranteed the rental payments of certain Group undertakings relating to a portfolio of retall stores, distribution
centres and mixed use retail developments

The likelihood of the above items being called upon 1s considered remote

Note 17 Events after the reporting period
No material events occurred after the year-end date of 23 February 2019 and before the sigring of the Company's financial statements
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Related undertakings of the Tesco Group

Financial statements

In accordance with Section 409 of the Companies Act 2006 and Schedule 4 of The Large and Medium-sized Companies and Groups

{Accounts and Reports) Regutations 2008, a full list of related undertakings. registered office address and the percentage of share class

owned as at 23 February 2019 are disclosed below Changes to the list of related undertakings since the year-end date are detaited in the
footnotes below All undertakings are indirectly owned by Tesco PLC unless otherwise stated

Subsidiary undertakings iIncorporated in the United Kingdom.

Name of Registered Ctass of % helg Name of Repistered Ciass of % held
vndertaking address share held by Group undenrtaking address shareheld by Group
Acklam Management Company 1 Limited by Guarantee - {RTH (15) Limited 38 £100 Qrdwnary 0o
Limited {RTH (19) Limited 38 £100 Ordinary 100
Adminstore Limited 1 EO 01A Ordinary o XS5 Retanl Limited 5 £0.0010rdinary 00
£0 018 Ordinary oo Launchgrain Lirmited! ) £100 Ordinary 100
£001C Ordiary 100 Unnco Limited 18 £100 Ordinary 100
Adsega Limited! ! £100 Oreinary 100 Londs (Hokings) Limited 38 £50 00 Ordinary 0
Alfred Preedy & Sons Limited 2 E100 Deferred 1oe Londis Pension Trustees Limited ki £00 Ordinary 100
£100 Ordinary 100 M & W Limiied 2 £0 10 Ordwary 100
Armitage Finance Unlimited 1 £0 90 Crdinary 100 Makro Holding Limited ag £1 00 Ordinary 100
Bath Upper Bristol Road ) Limited by Guarantee - Makro Properties Limited 38 £1 00 Ordinary 100
Management Company Limited
Makro Self Service Wholesalers. 38 £1 00 Ordinary A 100
Berry Lane Management Company 3 Limited by Guarantee - Limned
Lmited £1.00 Ordinary B 100
BF Ursited 38 £100 Ordinary 100 Motorcause Limited 1 £100Q Ordinary 120
Bishop's Group Limited 8 £0 010rdinary 0o Murdoch Morton Limited 38 £0 05 Ordinary 100
Booker Cash 8 Carry Limiteg 38 £100 Qrdinary 100 NutriCentre Liruted 1 £0.10 Ordinary 100
Baooker Direct Limned 38 £0 01 Ordinary 100 ODakwood Distribution Limited i £100 Ordinary 100
Booker EBT Limited ] £0 010rdinary 00 One $top Community Stores Limied 2 E1.00 Ordinary 100
Booker Group Limited a8 E100 Ordinary 100 COne Stop Convenence Stores 2 £100 Ordinary 100
Booker Lirited 8 £100 Ordinary 100 Limiked
Booker Retail Partners (GB) Limfted 38 £100 Ordinary 100 Ong Stop Stores Limited!' 2 £100 Ordinary 100
Booker Retar Lirmted a8 £0.00 Orctinary 100 3’r:1ellse:)p Stores Trustee Serices 2 E£100 Ordinary 100
Booker Wholesale Hokdngs Limited 8 £0 0 Ordinary 1ea Orpington [Station Road) Limited 1 £100 Ordinary 06
Broughten Retail Park Nominee | 1 £1.00 Orchnary 100
Limsted Oxford Fox and Hounds Management 1 Limited by Guarantes -
Broughton Retail Park Neminee 2 1 £100 Ordinary 1co Compary Limied
Limeted Paper Chain [East Angha) Lirvted 2 £100 Deferred 100
Broughton Retail Park Nommnee 3 1 £100 Ordinary 100 US50.001 Ordinary 100
Limited PTLL mited 1 £100 Orainary 100
Broughton Retall Park Nominee 4 i £5.00 Ordinary 100 Futter-Courwvaud Limited 38 £0.10 Ordinary 100
Limited Seacroft Green Nomunee 1 Limied ' £100 Ordinary 180
Budgen Holdings Limited £ £100Qrdinary oo Seacroft Green Nominee 2 Limited 1 £1 00 Ordinary 160
Budgens Pension Trustees No 2 3s £100 QOrdinary 100 Spen Hill Developments Linmited 1 EL.OG Ordinary 100
:\::Z:s Property Investments 8 £1 00 Orchnary 00 Spen Hil Management Limited!™ ! £100 Ordinary 160
Limited Spen Hitl Properties (Holdings) plct 1 £100 Ordinary 100
Budgens Stores Limied 18 £100 Ordinary 100 $pen Hill Regeneration Limted 1 £100 Ordinary 100
Buttoncable Limited 1 £100 Orginary 100 Spen Hill Residentizl No 1Limited 1 £5 00 Ordinary 00
Buttoncase Lirmtad- 1 £1 DD Cumulatve 100 Spen Hill Residentiat No 2 Lemited 1 £1 00 Ordinary w0
Redeemable Preference Station House Welhng Management 1 Limited by Guarantee -
£100 Ordinary 100 Lirmited
Canterbury Road Management 1 Limited by Guarantee . Statusfloat Limited ' £100 Crdinary 0o
Limited Stewarts Supermarkeis Limited' } £1.00 Oroinary 00
Caraiff Cathays Terrace 1 Lemited by Guarantee - T & 5 Skores Limited! 2 £0 05 Crdinary 1006
Management Company Limited Tapesiver Lmited! t £100 Ordinary oc
Comar Limied! ! E100 Ordinary 100 Teesport [GP} Limited 1 £1.00 Ordinary 100
Cullen’s Holdings Limited ! EQ 10 Ordinary w00 Teseo (Overseas) Limited! 1 £1.00 Ordinary 00
Cullen s Stores Limited 1 £100 Ordinary 100 Tesco Aqua (3LP} Limited 1 £100 Ordinary 00
Day and Nite Stores Lsmited i £100 Cum‘ulatwe 100 Tesco Agqua (FinCell Limited 1 £100 Ordinary 100
Canvepr:;t;::;nolc;gia;:g Tesco Aqua (FinCo2) Limied 1 £100 Ordinary 00
£100 Cumulatve 100 Tesco Aqua (GP) Limited 1 £100 A Ordinary 00
Redeemable Preferance £1.00 B Ordinary 100
100 Orcinary 100 Tesco Agua (Nominee H Limited 1 E100 Ordinary 100
Dillons Newsagents Lirrited ? £0.25 Non-Voting 00 Tesco Agua iNominee 2) Limited 1 £100 Ordinary 100
Grdinary Tesco Aqua (Nominee Holdco) 1 £3 00 Qrdinary 100
dunnhumby Advertising Limited 5 £1.00 Orcnary 100 Limited
dunnhumby Holding Limied 5 £100 Ordinary 00 Teseo Atrato (ILP} Limited 1 £1.00 Ordinary 190
dunnhumby International Limited 5 £1 60 Ordinary 00 Tesco Blue (3LP] Lumted 1 £1.00 Ordinary 100
dunnhivmby Limited ] £3.59 Ordmnary 00 Tesce Blue (FInCo2) Limited 1 £1 00 Ordinary 100
dunnhumby Dverseas Limited 5 ELOO Crdinary 100 Tesco Blue (GP] Limited 1 £1.00 A Ordinary [lale)
dunnhumby Trustees Limited 5 £1.00 Ordinary 0o £1.00 B Crdinany! 100
Europa Foods Limited 1 £1 00 Ordinary 0o Tesco Bive (Nomnes 1} Limited 1 £100 Ordlnary 0o
Faragay Proparties Limited [ E100 Ordinery 100 Tesco Blue {Nomiree 2) Umited 1 £190 Ordinary Q0
Giant Bidco Limited 38 E1 00 Ordinary 106 Tesco Blue {(Nominee Holdco) ] £1.00 Ordinary 00
Giant Booker Limited 38 £0 25 Orchnary 100 Limited
Gramt Midco Limited 38 £100 Ordinary 100 ';La::t;o Corporate Treasury Services 1 £100 Ordinary 100
Giobs News Limited ? £460 Orcinary 100 Tesco Cepot Propeo Limited 1 £100 Ordinary 10
Highams Green Management ] Lirmited by Guarantee -
Company Limited Tesco Distribution Holkdings Brmited 1 £100 Orainary 100
Tesea Distabution Lirnited 1 £100 Ordinary 100
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Related undertakings of the Tesco Group continued

Name of Registered Class of % held Name of Registered Class of % heid
undertaking agddress share hejg by Group underiaking address share held by Group
Tesco Dorney (ILP) Limvited 1 £} 00 Ordinery 00 Tesco Property Nominees {No 6} 1 £1.00 Crdinary 100
Tesco Employees' Share Scheme ] £1 00 Ordinary 100 Limited
Trustees Limitedte Tesco Property Partner [GP) Lumited 1 £100 AOrdinary 100
Tesco Family Dining Limited 1 £100 Ordinary 100 £100 B Ordinary 100
Teseo Food Sourcing Limited 1 £1 00 Ordwnary 100 Tesco Property Pariner (No 1) 1 £1 00 Ordhnary 09
Tesco Freetme Limited 1 £1 00 Ordnary 100 Liritedt
Tesco (3L} Limited 1 £100 Ordinary 0D '{ﬁ:f[(;;‘rapenv Partner (No 2} 1 E100 Ordinary 00
::‘;: ﬁ::::as:‘::‘: rty Lmited : :LO“.; g:‘;:::: :gz Tesco Red [3LF) Lirmited 3 £100 Ordinary 100
£100 Praference o0 Tesco Red IGP) Limited 1 £100 A Ordinary 100
£100 Orainary 100 £100 B Ordinary 100
[eseo nternatonal Intermet Retalng ! Tesco Red {Nommes 1 Limited 1 £100 Ordinary 100
Tesca International Services Limited! 1 £1 00 Ordinary 100 Tesco Red (Nominee 2 Lrited 1 £100 Ordnary 100
Tesco Lagoon GP Lmited 5 £ 00 Ordinary 100 Tesco Red (Nomnee Holdeo] Limited i £ 0G Ordinary 00
Tesco Maintenance Limited 1 £100 Ordinary 100 Tesco Sarum (ILP} Limited ! £100 Ordinary 100
Tesco Mobile Communications 1 £100 Ordinary 100 Tesco Seacroft Limited ! £100 Ordinary 100
Lirnited! Tesco Secretaries Limited 1 £100 Orcinary 100
Tesco Mobile Services Limited 1 £100 Ordinary 100 Tesco Services Limited 1 £1 00 Ordinary 100
Tesco Navona fiLP) Limited 1 £1 00 Orcinary 100 Tesco Stores Limited 1 £100 APreference 100
Tesco Navona [GP) Limited 1 £100 Ordinary A 00 £100 B Preference 100
£) 00 Ordinary B« 00 £100 Orcinary 108
Tesce Navona (Nominee 1 Limited 1 £100 Ordinary 100 Tesco TLB Finance Limited 1 £100 Ordinary 00
Tesce Navona [Nomunee 2) Limited 1 £1 00 Ordinary 100 Tesco TLB Properties Limited 1 £100 Ordinary A 100
Tesco Navona (Nominee Holdco) 1 £100 Ordinary 100 E1 Q0 Ordinary B 00
Lmited Tesco Treasury Services PLC! 1 £100 Ordinary 100
Tesco Navona PL Propce Linmted 1 £100Q Ordinary 100 The Big Food Group Limited 38 £C 10 Orchinary 100
Iﬁnstl:‘:gver&eas Investments 1 E100 Oronary oo The Teesport Lmited Partnership 1 Limited Partnership 100
Tesco Overseas ULC ' £0 00006025 A Oratinary 00 The Tesco Agua Lumited Partnershipy 1 Limited Partnership 00
ooy TeTImeimmmmeme e
E£0 00000025 C Ordinary 100 Partnership
£0 00000025 D Ovdthnary 00 The Tesco Passarc Limited 1 Limited Partngrship 100
£0 00000025 E Ordinary 100 Partnership
£0 Q0Q00025 F Ordinary 100 The Tesco Property Lirited i Urmited Partnarship 100
£0 00000025 G Ordimary 100 Partnership
£0 00000025 H Ordinary 100 The Tesco Red Limited Partnership 1 Limited Partnership 00
£0 00000025 .+ Orclinary 100 TR Fund Managers Limited 1 £100 Ordinary 100
£0 000000325 K Ordhnary 100 TPT Holdco No 1Limiteg 1 £100 Ordinary W0
£O 00000025 L Orcinary 100 Ventnor High Street Manggement 3 Limited by Guarantee -
£0 00000025 M 100 Company Limited
Ordinary Weymouth Avenye (Dorchester) 1 £100 Ordinary 100
£0 0000CD25 N Ordinary 100 Limited
£0 00000025 & 100 Wwm Low Supermarkets Limited & £1 00 Crdinary 00
Ordinary International subsidiary undertakings.
£0 60000025 P Ordinary 169 Name of Registered Class of % heid
Tesco Passale (ILP) Umited 1 £10C Ordinary 100 undertaking address shareneld by Group
Tesco Passaic {GP) Limitea 1 £100 Ordinary A 100 Arena {Jersey) Management Limated! 87 £100 Oranary 100
£100 Ordinary B 100 Booker Cyprus Limited £l €100 Ordunary 00
Tesco Passaic (Nominee 1) Limited 1 £1 00 Ordinary 00 Booker Indla Frivate Limited 86 INR 10 00 Ordinary 100
Vesco Passaic (Nominee 2) Lirmited ! £)00 Ordinary 100 Booker Satnam Wholesate Private B8 INR 100 Ordinary 87
Tesco Passaic (Nominee Holdeo) 1 £100 Ordinary 100 Lmited
Limied Cheshunt Holdings Guernsey Limitect ”® £100 Orcinary 100
Tesco Passaic PL Propeo Limited ! £100 Ordimary 100 Cheshunt Hungary Serncing Limited 2 HUF 100,000 Quota 100
Tesco PEG Limited 1 £0 0 Ordinary 100 Lebitity Company
Tesca PENL Limited ! £100 Ordhhary 100 Chuna Property Hokiings (HX) Limned 20 HKL .00 Orginery 100
Tesco Pension Investment Limited< 1 £100 Ordinary 100 Chirac Limited 24 €1 25 Ordinary 00
Tesco Pension Trustees Limited'™ 1 £100 Ordinary 100 Cirrus Finance (2009 Limited 24 £1000 A Ordinary 0o
Tesco Personal Finance Group PLC! 10 £010 A Ordinary 100 €100 Ordinary 130
£0 10 B Ordinary 100 Cirrus Finance Limited 24 £1,000 Ordinary 100
£0 10 C Ordinary 100 Clondalkin Properties Limied 2 €1 25 Ordwinary 100
Tesco Personal Fmance PLC 10 £0 1C Ordinary 100 Commercial Investments Limited 24 €125 Orginary 100
Iﬁns::l::roperty (Nominges) (No 1 n £100 Ordinary 00 Crest Ostrava g § " £2K 100 000 Ordinary 100
Yesco Property iNominees) {No 2) n £100 Ordinary 100 Delamare: Holdings 8 V. 0 €100 Ordinary 100
Lirmited Department store Pardubice s r o 1] CZK 100 000 Ordnary 100
Tesco Property (Nominees) Limited n £100 Ordinary 00 dunnbumby (Korea) Limited 62 KRW 5 000 Orchnary 100
Tesco Property Finance 1 Holdco ] €100 Ordinary 100 dunnhumby {Malaysia} Sdn 8hd B4 - RM 1 00 Ordinary 100
Lirited dunnhumby (Thatland) Limited 69 THE ¥ 000.000 Ordinary 100
Tesco Proparty Finance 1PLC 1 £100 Ordinary 100 dunnhumby Advertising (Shangha) 83 €130,000 Registered 100
Tesco Property Hoidings (N 2) ] €100 Ordinary 100 Co . Ltd Capital
Limited dunnhumby Australia PTY Limited 94 AUD 100 Ordinary 100
Tesco Property Holdings Limited 1 £100C Orcinary 100 dunnhyumby Brasit Consutiora Ltda 53 BRLS!1 00 Ordinary 100
Tesco Property Nominees (No.5) 1 F100 Orelinary nn dunnhumby Canada Lituled 37 CAS 100 Ordinary Wy
Limuted, Gunriumby Chile SoA 95 CLP 500 D00 Ordnary 100

Tesca PLC Annual Report and Financial Statements 2019




Financial statements

Name of Registered Class of % held Name of Repistered Class of % held
undertaking address share held by Group undertaking address share heid by Group
dunnhumby ColombiaS A S 52 COF 2,000 Type A 100 Tesco Capital No 2 limited 28 EQ 01 Floating Rate e
COP 4100 Type B Redeemable Preference!
COP100Type C £100 Ordinary 100
dunnhumby Computer Information 54 T, 25 00 Ordinary 100 Tesco Chile Sourcing Limitada 13 CLP 100 Ordinary 100
[E(c:hnologv and Consultancy Services USS 100 Orcinary 100
dunnhumby Gonsultng Caneda 55 CADSO 01 Orcinary 100 Tesco Digital Ventures Pe Ltd 38 5GD 100 Orelinary 100
Lirmited Tesco Dystrybucia bp zo o 32 PLN %0 00 Qrdinary 100
dunnhumby Consulting Services Indha 56 INR 10 0 Ordinary ca TescoEurope BV 30 €100 Crdinary 100
Prwvate Limited Tesco Food Sourcing Branl 2 BRL 100 Crdinary 100
dunnhumby Czech s r o. ® €ZK 200,000 Ordinary 100 Consultena De Negogos Lida
dunnhumby Finland Oy 76 100 Kovethnum Oy 00 Tesco Foundation [Nadacia Tesco) 51 No par value basic capital wo
dunnhumby France SAS 57 €2 00 Ordinary 100 Tesco Franchise Stores CR s ro 6 CZK 2,000,000 Crchinary 00
dunnhumiby Germany GmbH 72 £10¢C Ordinary 100 Tesco-Global Stores Privately Held 22 HUF 10 Q0 Common 8339
dunnhumby Hungary Kft » Registered caprtal HUF 100 Company Limited
3 000 000 Tesco Global Employrment Company 34 THE 190 00 Crdinary 100
dunnhumby Inc 35 No par value - Limited
dunnhumby Information Technology 58 Registered capital 100 Tesco Guanpdong [HKY Co Limited 0 USS 100 Ordinary 00
Consulung (Shanghall C Lirvted Us5120 000 TescoHoldings B ¥ 30 €100 Ordinary 100
cunnhumby Ireland Limited &3 €100 Ordinary 100 Tesco Internatienal Clothing Brand 51 €100 Orginary 100
dunnhumby IT Services Incha Private 56 INR K) 00 Ordinary 00 sTo
Limited Tescolntemations! Franchising s.r o 51 €100 Ordnary 100
cunnhumby itaba 51 60 €100 Orginary 100 Tesco International Sourcing Limited 20 HKD 30 00 Oromnary 100
gunnhumby Japan K K Bl JPY 10,000 Qrdhnary a0 Tesco Irelang Holdings Lirvted 24 €125 Ordinary 100
dunnhumby Mexico § deR L 65 MXN 2 970 Ordinary A 100 Tesce Ireland Limited 74 €125 Orohnary 00
teCV MXN 30 00 Ordinary B
Tesco Ireland Pension Trustees 74 €1 25 0Ordinary 100
dunnhumby Nethertands B v 7 €100 Ordinary 100 Limited
dunnhumby New Zealand 96 NZD 100 00 Ordinary 00 Tesco Joint Buying Service IShanghai) 14 LS5 100 Ordinary 100
dunnhumby Poland Sp 100 az PLN 50,000 Orginary 100 Co Limited
dunnhumby Russia LLC 79 RUB 100 Ordinary 100 Tesco Mobile (Thatland) Ca Limited 34 THB 100 0O Ordinary 100
dunnhumby Singapore Pte Ltd 8C 5GD 100 Ordinary 100 Tesco Mobie Irgland Limrted 24 £100 Ordinary 0o
dunnhumiby SARL 75 €106 00 Crdinary 00 Tesco Property INc 1 Limited 28 £100 Orgwnary 100
dunnhumby Servcos de Promogiio 73 R$10C Ordinary 100 Tesco Property Limited 5 US$1 00 Registered 100
Drgital Ltca Capnal
dunnhumby Slovakia s r ¢ &7 No shares in 1ssue - Tesco Sourcing India Private Limited L INR 10 OO0 Ordinary 100
duanhumby Sp 20 © ] PLN 50 00 Qrdhinary 150 Tesco Stores (Malaysia} 5cn Bhd* 42 RM 100 A Ordinary 120
dunnhumby Spain 5 L 8 €100 Ordinary 100 RM 10 00 Non-~ 100
dunnhumby South Africa (Pty) Lid 68 No par value Ordinary 150 Converuble Non-
Cumulatve irredeemable
dunnhumby Ventures LLC n - - Preference Shares
Edson Investments Limdted 24 €200 Ordinary 100 RM 1 00 B Ordinary 100
tdsen Properties Limited 24 €100 Ordinary 100 Tesco Stores (Thailang) Limited” 3a THB 10 00 A Drdinary 160
Ek-Chai Distribution System 34 THB 10 00 Ordinary n9 THE 10 OC B Preference <0 001
(E:fﬂ :-n‘:.lrance Lmited 19 £100 Ordinary 100 THB 10 CO C Preference 190
Genesissp 20O 32 PLN 500 00 Ordmary 100 Tesco Stores CRa s 16 2K 1000 Ordinary 100
Tesco Stores SR, as 51 €33 193 92 Orciinary 100
J Smylie & Sons [HOM) Limited 92 £100 Orawnary 190
Tesce Technology Services HK pal HKD 100 Ordinary 100
JasperSp zco 32 PLN 100 00 Orcinary 100 Limited
Xabaty Investments Tesco [Polskal 32 PLN Partnership Interests 00 Tesce Trustee Company of Ireiand 24 €125 Ondinary we
Spzoc Spk Limitedt
Lethany Development land Fs r o © CZK 100.000 Ordmary 100 TESCO Orlet) és Technologiar ] HUF 100 000 100
Letfany Developmentiand 2sr o 16 C2K 100 000 Ordinary 100 Szolgaltatasck Zartkdruen Mikodd
Marine Cofige Company Haldings 25 €100 Ordmany 100 Reészvénytarsasag
Liruted Thundridge Unlimited 24 €100 Ordinary 100
Monread Developments Limited 24 €0 0010rdinary 100 Vahant Insurance Company DAC i3 E1C0 Ordinary 100
Nabola Deveiopment Limited 24 €125 A Qreinary 100 Victona BBSp zoo 32 PLN BOC 0O Ordinary 09
€1258 Ordinary 100 Wanze Properiies (Duadalk) Limited 24 €100 Ordinary 100
Crpingford Unlimited Company 24 €100 Orcinary 100 WSC Properties Limited 24 €0 ¢000005 Ordinary 100
PE.) Property Developments Limried 24 €100 Ordmnary 100
Pharaway Properties Limited 24 €100 Ordinary 100
R J D Holdings Unhimited Company W4 €1 269738 Ordinary 100
Saneya Limited Bl €100 Ordinary 100
Seberov site sT o 16 CZ¥ 100 000 Ordinary 00
Seciomantc Labs Inc 35 Us$50 00 Common Stock 100
Socromantc Labs Internet Hizmetler 82 TRY 25 00 Ordinary 100
Limited Jirekels
Socciamantic Labs Private Limited 6 INR 10 00 Orcdinary 100
Tesco (Polskal 5p 100 32 PLN 500 00 Orchinary 00
Tesco Akademia Kepzési s 22 HUF 100 Business Share 100
Feyi &5t Koratolt Feteldsségh
Térsasag
Tesco Angel Fundatian 2 Foundauon 100
Tesca Bengaluru Private Lirmited 23 INR 10 00 Ordinary 100
Tesco Capital No 1umited! 28 £0 50 A Orchinary 100
£0 50 B Ordinary 100
£0 D1 Preference - 100
Guaranteed fixed rate
cumulative preference
£0 0% Preferred Ordinary 100
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Related undertakings of the Tesco Group continued

Subsidiary undertakings in fiquidation.
The following subsidiary undertakings were incorporated

in the United Kingdom

Name of Registerad Class of % held
undectaking address share held by Group
Alfted Preedy & Sons Trusteas) imited 89 £100 Ordinary 100
Anthony Heagrey Limited 89 £1CO Ordinary 100
Beehythe Estates Limited” 83 E100 Orginary 0o
Bedmunster Estates Limited 3 £100 Ordinary 100
Cheshunt Finance Unlimited 89 £0 00000000 100
Cheshunt Cverseas LLP 3 Limited Liability 00
Partnership
Crazy Pricest 86 £100 Ordwnary 00
Daaly Wrap Produee Limited! 4 £ 00 Ordinary 100
Food & wine Lovers Limiteg” 8 E1Q0 Ordinary 100
Gisbs Newsagent Limdea™ 89 EY 00 A Ordhnary 0o
Hatesworth SPV Limited 83 £1 00 Ordinary 00
Harts the Grocers {Russed Square) Limites 89 E100Ordinary 100
Harts the Grocers (TCR) Limited™ B9 £1 00 Ordimary 100
J E. Cohen & Company Limned 89 £1G0 Ordinary 00
Linebush Il Limited 2 £1 00 Ordinary A 0o
£1 00 Ordinery B 100
unetush IV Limited B9 £0 01 0rdinary A 100
£120 Crdinary 8 W00
£0 010Qrdinary C 100
unebush Limited 89 £0 01AOrdinary 100
£1008O0rdinary 100
Unebush ¥ Limited 89 E120 Ordinary A 100
£120 Crchnary B 100
London and Home Counties 89 €100 Ordinary & 100
Superstores Limited
Mis [East Midlands) Limited 89 £100Ordinary 100
Milis Group Limited 849 E1 00 Qrdinary 100
Morgam News Limited B9 £1000rdinary 100
Snowman Retall | Limited &9 £100 Ordinary w0
Snowman Retail 2 Limited 8y E} 00 Orcfinary 100
T & § Properties bimited 89 £100Ordinary 100
Tesco FFC Limited 89 £0 010rdinary 100
Teseo FTO Uimited® 89 £100 Ordinary 100
Tesco Kirkby (General Partner) Umited &9 E) 00 Ordinary 100
Tesco Kirkby ILP) Limited 89 €100 Crdinary 100
Tesco Kirkby lUnahoider Limited B9 £1 00 Ordinary 00
Tesco Kirkby {Unitholder2) Limited [5:] £Y00 Ordinary 100
Tesco TLB Barnsteple Limited 89 £100 Ordinary 00
Tesco TLB Nottingham Limited 8s £100 Ordinary 100
Tesca TLB Pontypridd Limited a9 E100 Ordinary 100
Verulam Properties Limited 89 £100 Ordinary 100

The following subsidiary undertakings were incorporated outside

of the United Kingdom

Name of Registered Class of % hetd
undertaking address share held by Group
dunnhumby Netherlands Bv 66 €100 Ordinary 100
Tesco Maurttigs Holdings Limited 25 £100 Ocdinary 0
Tesco Vin Plus $.A 7 €160 Ordimary 100
Associated undertakings.
The following associated undertakings were incorporated
in the United Kingdom
Mame of Registered Class of % held
undertgking adoress share held by Group
Broadiields Management Limuted 47 £010 Ordinary 353
Clarepharm Limited a8 £0 10 Ordinary 265
Fresh Food Trader Limited T £100 Ordinary 50
£1 0Q Preference 0o
Shire Perk Limited 49 E100 Ordinary 645
Tesco Atrato (GP) Lmnited” 1 £100 A Ordinary 100
Tesco Atrato (Nominee 1) Limited 1 £1 00 Ordinary 00
Jesco Atrato iNorminee 2} Limited ] E1 00 Ordinary 00
Tesce Atrata (INominee Heldeol Limited 1 £100 Ordinary 100
Tesco Atralo Depot Propro Limited 1 €100 Ordinary 00
Tesco Coral (GP) Limited” ] £100 A Ordinary 0o
Tesrn Darney IGP) Limited” ] £100 A Cndinary wy
Tesco Dorney {Nominee 1] Limied 1 £100 Ordinary 100
Tesco Dorney {Nominee ) Limited ] £1 00 Ordinary 00

Tesco PLC Annual Report and Financial Statements 2019

Name of Registered Class of % held
undertalang address share held by Group
Tesce Dorney (Norminee Holdco) Limited 1 E100 Ordinary 100
Tesco Jade (GP) Limited a0 €100 AOrdimary 30
€100 B Orcinary 30
Tesco Mobile Limited” 1 £G 10 ACrdinary 100
£0 90 B Grewnary 100
Tesco Property ($parta Norminees) Limited 1 £1 00 Grdingry 100
Tesco Property INomimmees! (No 3) Limited 1 £100Ordinary 100
Tesce Property INerminees) iNo 4} Limited i1 £100Crdmary 100
Yesco Property Partner IGP No 2) Limitea* 1 £100 A Crdinary 100
Tesco Serum (GP) Lirmited” 1 £100 AQrdinary 100
Tesce Sarum (Nominee 1) Limited t €100 Crdmary 120
Tesco Sarum (Nominee 2 Limited 1 E100 Ordinary 0o
Tesco Sarum (Nominee Holdeo) Limited 1 £100 Orcinary 100
Tesco Underwriting Lmited 50 £100 Ordinary 459
The Tesco Atrato Limited Partnership 1 Limited Partnership 50
The Tesco Coral Limited Partnership 1 Lmited Partnership 50
The Tesco Dorney Limited Partnership 1 Limited Partnership 50
The Tesco Property (Mo 2) Limited 27 uimited Partnership 50
Partnership
The Tesco Sarurm Limited Partnershp 1 Limited Partnership b0

The foliowing associated undertakmgs were incarporated outside

of the United Kingdom

Name of Registered Class of % heid
undertaking address share beld by Group
Arena Urit Trust 87 - 50
China Wisdom dunnhumby Lemited a0 RMB 264 000 Ordinary so
China Wisdam dunnhumby 29 RMB 26 400,000 50
(Shanghail Limited Repistered capital
dunnhumby Denmark S B DEK1 QD Qrainary 100
dunnhumby Mitsul Bussan Customer N Common stock 1.000 50
Science Co 1td

dunnhumby Norge A S 43 NOX 1900 Qrdinary 50
Gawn Land Limited 36 $100 Crdinary 20
Merrion Shopping Centre Limited 24 €0 0126567 Crdinary 519
Retail Property Co  Limited” 44 THB 100 00 Ordinery A 00
Synergistic Praperty Development [=x] THB 100 00 Ordinary 50
Co Limited

Tesco Card Services Limited 45 THB 100 00 Ordinary A w00
Tesco for Thas Foundation 34 Foundation -
Tesco Lotus Retal Growth Freehold 45 THB non par 25
and Leasehola Prapeny Fung velue Nsted

Tesco Mobte CRsro 16 C2K 100.000 Ordinery 50
Tesco Mabile Slovakia s r o 51 €100 Ordwnary 50
Trent Hypermarket Private Lirmited 41 INR 10 OO Equity a0
Consolidated Structured Entities.

Name of Registered Nature
undertaking address of buslness.

Delamare Cargs Holdce Limited 85 Securnisatuion entity

Delamare Cards MTN Issugr plc B85 Securitisation entity

Detamare Cerds Recenvables Trustee a5 Securitisation entity

Lirnted

Delamare Cargs Funding YLimited 85 Secuntisation entity

Delamare Cards Funding 2 Lrmited B5 Securiusation entity

Delamare Finance PLC
Delamare Group Holdngs Lamnited

n
1

Securitisation entity
Securitisstion enbity

*  Undertaking where cther share classes are held by a third party

1 Interest held directly by Tesco PLC
W g5y held by Tesco PLC
™ 86 6% held by Tesco PLC

W ghares held by Tesco Pension Trustees Umited (TPTL} the corporate trustee of the
Tesco PLC Pension Scheme {the Scheme) On pehalf of the Scheme TPTL nolds a S0%
sharehaldng in three property joint ventures with Tesco, and 1s the sole Shareholder
of Tesco Pension {Jade) Limited and Tesco Pension Investment Limited

w 50% hekl by Tesco PLC

W Thrs company 15 the corporate trustee of the Tesco PLC Pension Scheme

*  Compeny dissoived on 07/03/2019
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Tesco House, Shire Park Kestral Way Welwyn Garden City AL? 1GA
United Kingdom

Apex Rosd Brownhills Walsall West Midlands W58 775 United Kingdom
KPMG LLP. 15 Canada $quare London EH SGL. United Kingdom

Local Support Office Abbey Retai Park Ist Floor, Newtowna bbey
Northern Irefand BY35 7GU

184 Shepherd s Bush Road Lendon WG 7NL United Kingdom

c/o Mortan Fraser LLP 5th Floor Cuartermile Two 2 Lister Square, Edinburgh,
Scotland EH3 9GL. United Kingdom

7-10 Chandos Street London WIG 900 United Kingdom

Paseo de Generat Martinez Campos Campos n® 919 zquerda 28010 Madrnd
Span

D38, Budapest Vdciut 187, Hungary

2 South Gyle Crescent Edinburgh EHE2 9FQ, United Kingdom

35 Great $t Helen s London EC3A BAP, United Kingdom

Av Paulista, 37-4° Andar, $30 Paulo 01311-502 Brazih

Avenida Santa Marie 5888, Piso Z Zona A Oficing 4 Vitacura, Santiage 7660268,
Chile

Urits 01 02 06 07 08 09 Floor 17 No 610 Xupahui Road Huangpu Distnct
Shanghar People s Republic of China

R108 Level 11 8id No 1 China Central Place, No 81.Jianguo Read Chaoyang
District, Bering People s Republic of China

Praha 10 - Vriovice Yriovickd 1527/68b PSE 10000 Prague. Crech Republic
Centre de Commerces et de Loisirs. Caté Europe 62231 Coquelles France

PO Box 25. Regency Court, Glategny Esplanade, St Peter Port, GYt 34F Guernsey
Dorey Court Admiral Park, St Peter Port GY14AT Guernsey tnited Kingdom

315t Flogr AlA Kowloon Tower, Landmark East 100 How Ming Street Kowloen
Hong Kong
Level 54 Hopewell Centre, 182 Oueens Road East Hong Kong

H-2040 Budadrs Kimzs: UT 1-3 Hungary

B81& B2. EPIP Area Whiteheld, Bangalore 560086 India

Gresham House Manine Road Dun Laoghaire Co Oubhn, Ireland

25-28 North Wall Quay International Financizl Serices Centre Dubhin i Iretand
38/39 Fizwiliam Square Dubiin 2 freland

PO Box 87 22 Grenville Street St Helier JE4 8PX, Jersey

Lime Greve House Green Street 5t Heher JE125T Jersey

c/o SGG Corperate Services (Mauntws) Limited 33 Edith Cavell Street Port Louis
11324, Maurtius

Wwillemsparkweg 150 hs 1071 HS Amsterdam Netherlands

1-2-3 Marunouchu Chiyoda-ku Tokyo Japan

56 Kapelenka §t 30-347 Krakow Poland

163 Tras Street #03-0) tian Huat Building Singapore 079024 Singapore
B29/1 Nawanuntr Road. Nuanchan, Buengkoom, Bangkok, 13230 Thaland
The Corporation Trust Company 1209 Orange Sireet. Delaware, USA. 19801

Vistra Corporate Services Centre Wackhams Cay Il Road Town, Tortola ¥GITO
Bntish Virgin Islands

Place Carilion, 7151 Jean-Talon East Monteeat Québec HIM IN Canada

Equity House Ithiingborough Road. Welingborough, Narthemplonstire NNS LT
United Kingdom

Room S01-4, No 398 Jiangsu Road Shanghai, People’s Repubhc of Chuna

Suite 1106-8 1/F TaiYau Building. No 181 Johnston Road. Wanchar, Hong Kong
Ta) Building 2nd Fioor, 210 Dr DN Road Fort Mumbar 40000, lndsa

Level 8 Symphony House Pusat Dagangan Dana 1 Jalan PJU 14746 47301 Petaling
Jaya Selangor Daru! Ensan, Malaysia

Rosenkrantigate 16 Cslo 0160 Norway
313 CP Tower Silom Road Khwaeng Silom, Khet Bangrak, Bangkok Thailand

Caprtal Tower, All Seasons Place, FI 1-6, 87/1Wireless Road Lumpini Pathumwan
Bangkok 10330, Thailand

1Empire Tower, 32nd Floar, Socuth Sathorn Road Yannawa Sathorn Bangkok
0120 Thaland

2 Pans Parklands Radton Road Guildford Surrey GUZ 9JX United Kingdem

Thompson Jenner 2B Alexandra Terrace. Exmouth Devon EX8 18D, Unied
Kingdom

c/o Lamburn & Turner Rwverside House, 1Place Farm Wheathamstead St Albans
Hertfordshire AL4 858 Umted Kingdom

Agess House Hampshire Corporste Park Templars Way Eastlelgh Hampshire
$053 3YA United Kingdom

Kamennénam 1/A 81561 Bratislava Slovakia

Calle 32 b sur #48-i00 Envigade Antioquia Colombia

Avenida Brigedero Luiz Antoria No 3142 6th Fi Jardim Pauhsta Sao Paulo Braz
¢1202-901

Yeni HavaalaniCaddesi No 40 Cigh 1zrnir 35610 Turkey
Dawvis LLP 2800 Park Place 666 Burrand Street Vancouver BC V6C 227 Canada

Ath FI Tower B Paras Twin Towers, DLF Golf Course Road Sector 54, Gurgaon
Haryana-HR 122002 India

48 rue Cambon 75001 Pans France

Room 1001 Enterpnse Development Tower No 398, Jiangsu Road Changning
District Shangha 200050 People’s Repubiic of China

$-22 Greater Xaash Part | Lower Ground Floor New Deity 110048, India
Via Savonarola 217 35137 Padova Italy
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Tokyo Club Buikhng 11F 3-8 Kasumigasekl, Chivoda-xu Tokyo Japan

3I7th Floor ASEM Tower, 517 Yeongdong-deero Gangnam-gu Secul 135-7598 Korea
Floor 3 2 Harbour Square, Crofton Road Dun Laoghaire Dublin, Irelznd

10th Ficor, Menara Hap Seng No 1& 3 Jalan P Ramlee Kuala Lumpur 50250,
Malaysia

Avemida lnsurgentes Centro 41, Floor 2, San Rafaet Mexico City, 06470 Mexico
Herikerberweg 238, Luna Arena 1I0ICM Amsterdam Zudoost Nethertands

Cesta na Senec 2 Bratislava 82104 Slovekia

B4 Century Square Heron Crescent Century City Cape Town 7441 South Afaica

No 318 Chamchur Square Bullding 15th FI Linit 03, Phayathi Road Pathumwan sub
Districk, Bangkok 10330 Thatand

¢/ RSM Finland Oy Ratamestannkatu 7 B 00520 Helsinki Finland

One East Fourth Street, Suite 1400 Cincinnatl Ohia 45202 Urited States
Paul-Lincke-Ufer 38/40 10999 Berlin Germany

Av Brigadero Luis Anténio 3530, 5* Andar, 01402-001 $#o Paulo Brazi
Stefanikova 18/25 Smichev 150 00 Prague 5 Ciech Repubhc

48 rue Cambon 75001 Paris France

C/0 Vaish Associates 106 Peninsula Centre Dr & § Rao Road parel
Mumbal-400012 Maharashtra India

Danzigerkade 13H 2hg 1013AP Amsterdam, Netherlands

Sociomantic labs Sp o o ul Pulawska 2 02-566 Warszawa Poland
Spasopeskovskiy lane 7/1 bld 1 Moscow, 121093 Russia

30 A Tanjong Pagar Rod, Singapote 088453 Singapore

c/o TMF Denmark &/5 Kebmagergade 60.1 tv 1150 Kebenhavn K Denmark
Istiklal Caddes Beyoglu Is Merken: No 187/5 Galatasaray Istanbud Turkey

Room 8865 8/F 111, Changshou Road Jing’an Bhstrict Shangha Pecple’s
Republic of China

5th Floor Unit 401 Tower B The Millenia No 182 Murphy Read Ulsoor Bangalore
560 008 India

Asticus Building 2nd Fiper 21Palmer Street London SWIH DAD
United Kingdom

Ernst & Young LLP 16 Bediord Street Beifast 872 7DT Northern Ireland

47 Esplanade $1 Heler, JE1CBED Jersey United Kingdom

Unit 07 6th fioor Trade Centre, Bandra Kurla Complex Bandra East Mumba)
400051 Maharashtra india

Ernst & Young LLP 1More London Place London SE1 ZAF Urited Kingdom

State Street Glabal Adwisors Limited 20 Churchirl Place. Canary Wharf London
El4 5HJ, United Kingdom

5 Espendon Street ath floor, 2001 Strovolos Micosta Cyprus

PO Box 237 Peregnine House PeslRoad Douglas Isle of Man IM$915Y
999/9 3ist Fioor Rama 1Road Pathumwan District Bangkok 10330 Thailand
Leve! 21, 55 Colins Streat Mebourne VIC 3000, Ausiraha

Av EI Goif 40. 7th floor Las Condes Santiago de Chile Chile

RSM New Zealand Level 2 6C Highbrook Drive Auckland 2013 New Zealand
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Supplementary information {(unaudited)

Total sales performance at actual rates (exc. VAT, exc. fuel).”
¢} 0

[ kla} L] H 2H FY
2018/ 2018/19 20189 201819 201819 201818 2018/19
UK & ROI 16.6% 18.9% 14.5% 14.6% 17.7% 14.5% 16 1%
UK & RO| {comparable growth™} 3.5% 3.5% 0.8% C.7% 1.8% 0.7% 21%
UK 19% V7% 0 9% 0.4% 18% 0 21% 08%
RO! 95% 1.2% 3.4% 07% 8 4% 20% 50%
Booker 128% 137% 97% 26% 13 3% 61% 96%
Central Europe 0.7% (5.8)% 7 2% 6 9% (2.71% (7.0% 4.91%
Asia 6.8)% 3% 13 3% §.0% {4.11% 1.0% (1.6)%
Tesco Bank 7.0% 1.1% 2 2% 8.5% 42% 5.3% 4.7%
Group 12 1% 13.4% 9.9% 10.8% 12.8% 10.4% 11.5%
Group (comparahkle growth™] Z3% 2.0% (0 51% Q.3% Z2% {0 1% 1.0%
Total sales performance at constant rates lexc. VAT, exc. fuell ™
] pie] 30 a0 TH 2+ (44
2018/19 2018/19 2018/19 2018/13 2018419 201819 2018/19
UK & ROY 16.5% 18 9% 14.5% 14.5% 7% 14.5% 16.1%
UK & ROI {comparable growth™) 3.4% 3.5% 0.7% 0.7% 356% Q7% 2.4%
UK 19% 17% (0 9)% Q4% 18% 0 2)% CB8%
ROI 6 8% 76% 41% Q2% 72% 21% 45%
Bocker 12.8% 137% 97% 26% 13.3% 61% 96%
Central Europe (2.9)% (4.2)% 15.2)% E.1N% 3.5)% 5.4)% (4.51%
Asia 7.2% (2 8)% 6.01% 0.71% 15.01% 13.3)% 4.0%
Tesco Bank 7.0% 1.1% 2.2% 8.5% 4.2% 5 3% 4.7%
Group 115% 13 5% 9.9% 10.4% 12.5% 10.2% 1.3%
Group (comparable growth®) 18% 21% (0.51% {0.0)% 2.0% 0. 3% 0.8%
W Sales growth shown on & comparable days basis 8nd includes an ad|ustment to last year's figures to reflect a change sn the reparing of Consignment sales
® Comparable total growth presents growth with Booker sales included in the prior year base from Q1 2018/19
Like-for-like sales performance (exc. VAT, exc. fuell.
10 20 30 40 H 2H FY
2098/ 2008/ 2018/19 2018/19 201819 2001819 2018719
UK &ROI 35% 4.2% 1.9% 1.9% 3.8% 1.8% 2.9%
UK 21% 25% 07% V7% 23% 12% V7%
ROI 30% 3% 0 2% (0 4% 3.1% {0 3% 13%
Booker W 3% 151% 1n.0% 4.3% 14 7% 76% n1%
Central Europe 101% (2.00% (3.00% (3.00% (1.5)% 3.01% 12.31%
Asla (9.01% (4.8)% 8 0)% (3.00% {1.0)% {5 )% 6.21%
Tesco Bank n/a n/a n/a n/a n/a n/a n/a
Graup 1.8% 2.7% 0.5% 0.9% 2.2% 0.7% 1.4%

Country detail - Retail.

Revenue [exc VAT.inc fuel)

Local currency

Average exchange

Closing exchange

tm) Em raie rale
UK 43 445 43,445 1.0 1.0
ROI 2683 2.372 11 1
Booker 5626 5826 10 10
Czech Repubhic 43338 1492 290 288
Hungary 573.887 1.585 362.1 3555
Potand 9613 1.986 48 47
Slovakia 1,375 1218 1 "
Thaiand 172,850 4,055 426 439
Malaysta 4283 818 54 55
*  Excludes franchising revanue within Central Europe of £19m which 1s not allocated to mdwidual Countries
UX sales area by size of store.
February 209 February 2018
% of total % of total
Store suze (sq ft) Mo of stores Milhen sq ft sq i Na of stores Million sg ft sq Rt
0-3.000 2.515 54 o 2.512 52 i3
3.001-20,000 284 30 78 284 34 85
20.00V-40,00C¢ 284 82 A3 284 82 206
40.601-50,000 182 as 229 182 94 238
60.001-80,000 120 a4 218 120 8.5 214
80.001-100.000 45 37 96 45 42 106
Cwer 100,000 3] 10 2.6. B 09 22
Total" = 3,438 38.5 100.0 3,435 39.8 100.0

* Exchydes Booker and franchise stores
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Group space summary.
Actual Group space - store nurmbers.®

Other information

2007/18 Closures/ Net gain/ 208/9 Repurposing/
year-end® Cpenings sposals Ireductiont® year-end extensions
Large 801 - (4} {4) 797 -
Smal: 1852 9 i6) 3 1,856 -
Dotcom only 4] - - - -] -
Total Tesco 2,659 g {10 3] 2,658 -
One Stop® 776 4 (8l 4] 772 -
Booker 198 1 2 W 197 1
Jack's - 8 - 8 ;] -
UK 3,633 22 (20) 2 3,635 1
RO 150 2 - 2 152 -
UK & ROIM™ 3,783 24 (290 4 3,787 )
Czech Republic® 189 - m Lt 188 5
Hungary 208 - (2] 2) 204 4
Poland 415 - 62 62) 353 4
Slovakia 151 - m { 150 1
Central Europe’™ 981 - 66) 66} 895 14
Malaysia 72 pd A1) 1 73 6
Thalland 195 70 {56) 14 1.965 20
Asia 2,023 72 (57) 15 2,038 26
Group!® 6,767 96 143) 47) 6,720 1
UK (One Stop) 169 19 {14) s 174 -
Czech Republic 97 5 {(3) 2 99 -
Franchise stores 266 24 17) 7 273 -
W Continuing aperations
®  Adjusted 1o include Bogker and a change i classrication of UX store formats
 The net gain/lreduction) reflects the number of siore apenings tess the nurnber of swore closures/disposals
@ Excludes franchise stores
Actual Group space - '000 sq, ft.™®
017718 Closures/ Repurpasing/ Net gain/ 2018/19
year-enge Openngs™ crsposals® extensions® (reduction) year-end
Large 31426 - (58] - {58) 31,368
Small 5128 15 147 - (31 5097
Dotcom only 716 - - - - e
Total Tesco 37,270 16 [105) - {89) 37,181
One Stop'? 1.266 7 (12) - (5 1.261
Booker 8.580 9 153 - (144) 8,436
Jack's - 81 - - 81 81
UK 47,116 13 (270} - (157) 46,959
ROI 3,272 63 - - 63 3,335
LK & ROI® 50,388 176 (270} - (24} 50,294
Czech Repubiic'® 4,832 - (68) {162 {230) 4602
Hungary 6.51 - (3) 1227 230) 6,281
Poland 8 909 - 861 (244) (1105} 7804
Slovakia 3.555 - 81 (38) mz 3.438
Central Europe'® 23,807 - (1,013) (669) 0,682} 22,125
Malaysia 3637 79 {84) 199) nca) 3,533
Thailand 14,825 543 ma2i {242) 189 15024
Asia 18,472 622 {196) (341 85 18,557
Group® 92,667 798 11,479) {1,0100 {1,691 90,976
UK (One Stop) 224 23 (201 - 3 227
Czech Republic 92 5 (2] - 3 95
Franchise stores 316 28 22) - 13 322

Continuing operatians
Adjusted to include Booker and a change In classification of UK store formats

a

ol

@ Qur defimtion of space has been updated ta reflect retal seling space excluting checkouts customer services desks and cusiomer toilets
ol

Repurposing of retail seling space
Excludes franchise stores

e
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Supplementary information {unaudited) continued

Group space summary continued
Group space forecast to 29 February 2020 - '000 sq. ft.'?

28/ Closures/ Repurposing/ Net gain/ 2019/20

year-eng® Openings® drsposals™ extensionse {reducton) year-end

Large 31.368 - - - - 31,368
Smatl 5,097 43 - - 43 5140
Dotcom oniy 716 - - - - 716
Total Tesco 37,181 43 - - 43 37,224
One Stop™® 1,261 16 - - 16 1,277
Booker 8,436 - - - - 8,436
Jack's 81 70 ~ - 70 151
UK« 46,959 129 - - 129 47,088
ROI 3,335 3 - - 3 3,338
UK & ROM 50,294 132 - - 132 50,426
Czech Republic®™ 4,602 33 - (265) (232) 4,370
Hungary 6,281 - - 1493) {493} 5,788
Poland 7.804 - {50 - (501 7.754
Slovakia 3.438 54 - (246} (192} 3,246
Central Eurape'® 22,126 a7 {60) (1,004) {967} 21,158
Malaysia 3.533 61 - {172} {1 3.422
Thailland 15,024 146 - - 146 15070
Asia 18,557 207 - 172) 35 18,592
Group® 90.976 426 (50} 1,176} (800) 90,176
UK (One Stop) 227 33 - - 33 260
Czech Repubiic 95 14 - - 14 109
Franchise stores 322 47 - - 47 369

* Conunuing operations

® Qur gefintion of space has been updated to reflect retail seling area space excluding checkouls customer services desks and customer tauets
@ Repurposing of retai seling space

@ Ex¢ludes franchise stores

Tesco Bank income statement.

2019« 2018™
Em £m
Revenue
Interest recewvable and similar income 728 673
Fees and commussions recenvable 368 374
1,097 1,047
Direct costs
Interest payable (1751 (176}
Fees and commissions payable 27 (22
{202} 198)
Gross profit 885 849
Cther expenses
Staff costs (170 174)
Prenmises and equipment 80) {77
Other admmistrative expenses {200 (206
Depreciation and amortisation {83) (83
Prowisions for bad and doubtful debts {164) (137)
Operating profit before exceptional items 187 169
Exceptional items® {30 24)
Operating profit 167 145
Net finance costs movements on dervatives and hedge accounting (4) n
Net finance costs interest [E1] 4]
Share of profit/loss) of joint venture 8 10
Profit before tax 167 162

® These resulis are for the 1Z months ended 28 February 2019 and the previous penod represents the 12 months ended 28 February 2018
= Restated far the adoption of IFRS 15 as explaned in Note 1 and Note 36 of the Group financial statements

@ Exceptional Rems n 2019 comprise of & PPl provisions charge of £{16)m a regulatory charge of £IGIm parnally offset by a restructuring credit of £2m refiecting a reduction in dilapidations
and ONErous kease provision Exceplional tems n 2018 ¢onsist of anincrease in PRI pravision of £(35)m partially offset by a decrease in CCA prowvision of £1m and a credit of £10m recewed
following the concivsion of negatations with a third party in respect of prewiously recognised customer redress
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Other information

Task Force on Climate-related Financial Disclosures

Tesco has publicly committed ta implementing the recommendations
of the Task Force on Climate-related Financial Disclosures (TCFD)
We recognise chmate change as the biggest environmental threat
the warld faces. and one which could pose particular challenges to
our business mcluding our supply cham and operations Disclosing
these climate related risks is an important step wn demonstrating
our understanding of these risks and efforts to mitigate them In
addition to enhancing business resiience, it also enables us to teke
advantage of any opportunities it may offer.

This year represents our first disclosure to address the TCFD
recommendations and we expect this to deve!op and evolve over
time to reflect our analysis

Governance.

Climate change is one of the Foundations underpinming our Littie
Helps Plan and chimate impacts from our supply chain are also
considered within the Products pillar of the Plan The Little Helps
Plan cuthnes Tesco's commitment to tackle social and
environmentat challenges facing the business. our customers and
our commurities The Boarg's Corporate Responsibility Committee
15 responsible for managing our impacts on climate change, as well
as the risks that climate change may pose to our business The
Committee meets three times during the year and receives regular
updates on cur Little Helps Plan commitments and performance

Strategy.

Our Littie Helps Plan sets our commitments to and our progress
towards mitigating the climate change impacts of our own
operations and supply chan, as set out on page 31 In addition to
addressing cur impacts on the cimate, we alsc am to anticipate
and respond to any risks and opportunities to our business posed
by the changing cimate

In order to better understand the resiience of our husingss to
short and long-term climate risks and opportunities, Alan Stewart.
the Chief Financial Officer, commissioned scenario analysis in line
with the TCFD recommendations This year we are assessing the UK
business - our biggest market - prioritising our estate as well as
produce and animal protein categories These are our key
commercial categones, with supply chans around the world

We are assessing the risks and opportunities we may face in 2030
under two climate scenarios. We use the scenarios developed by
the intergovernmental Panel on Climate Change and other credible
organisations to assess Tesco’s exposure to physical chimate risks
such as rising temperatures. shifts of precipitation patterns and
extreme weather events We have focused on agricultural
production by country and product Beyond physical risks, we are
also assessing any risks and opportunities ansing from a transiion
to a low-carbon world aligned with the Paris Cimate Agreement
Our focus 1s on material risks for Tesco arising from market and
policy shifts in energy and agrniculture

The results of our scenario analysis will inform our long-term
strategic business planning.

Risk management.

The identification and marngement of climate-related risks follows
our established risk management process Key eiements of the risk
management process are set out on page 59

Metrics and targets.

In May 2017, we announced new science-based targets for our own
operations, aligned with the Paris Agreement’s asparation to hmit
global warming to 1 5 degrees We are on track to reduce absolute
carbon emissions from our operations from 2015/16 levels by 35%
by 2020. 60% by 2025 and 100% by 2050 To help us meet aur
targets. we have committed to source 100% of our electricity from
renewable sources by 2030, We also announced science-based
climate change targets for our manufacturing and agncultura
supphers Chmate change metrics and targets are disclosed in

the Little Helps Plan section on page 31
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Glossary

Glossary - alternative performance measures. APMs are also used to enhance the comparability of information

Introduction. between reporting periods alamj geographical units (such as

In the reporting of financial information, the Directars have hke-for-like sales) by adjusting for non-recurring or uncontroll‘able

adopted various APMs factors wh‘lch affect IFRS measures. to aid users in understanding
the Group's performance

These measures are not defined by International Financial

Reporting Standards (IFRS) and thergfore may not be directly

comparable with other companies’ APMs, including those in

the Group's industry.

Conseguently, APMs are used by the Directors and management
for perfarmance analysis, planning, reporting and incentive-setting
purposes.

The key APMs that the Group has focused on and changes to APMs

APMs should be considered in addition to, an not intended
shou sidered | to d are " within the period can be found in Note 1

to be a substitute for, or superior te, IFRS measurements
Some of the Group's IFRS measures are transiated at constant

Purpose. » exchange rates Constant exchange rates are the average actual

The Directors believe that these APMs assist in providing adgitional periodic exchange rates for the previous financial period and are

useful information on the underlying trends. performance and used to eliminate the effects of exchange rate fluctuations In

position of the Group. assessing performance Actual exchange rates are the average
actual periodic exchange rates for that financial period

Closast equivatent Adustments to reconcile Note/page reference  Defimtion
APM IFRS measure to IFRS measure for reconciiation and purpose
Income statement
Revenue measures
Group sales Revenue - Exclude sales made Note 2 - Excludes the wnpact of sales made at petral filing stations 1o
at petrol filing stations demonstrate the Group's undertying performance 1n the core

retad and financial services businesses by removing the
volatilities associated with the movement in fuel prices
This is a key management incentwe metric

Growth in sales No direct - Consistent with Not applicable - Growth in sales is a rato that measures year-on-year
equtvalent accounung policy rmovement in Group sales for continung operatons for 52
weeks. It shows the annual rate of increase in the Group's
sales and is considered a good indicator of how rapidly
the Group’s core business 1s growing

Like~for-hke No direct - Consistent with Not applicable - Like-for-like 1s & measure of growth in Group online sales and
equivalent accounting policy sales from stores that have been open for at least a year {but
excludes prior year sales of stores closed during the year) at
constant foreign exchange rates itis 3 widely used indicator
of a retaller's current trading perfermance and 1s important
when companing growth between retaiters that have
different profiles of expansion, disposals and closures

Income statement

Profit measures

Operating profit Operating profr* - Exceptional items Note 2 - Operating profit befare exceptional tems and amortisation of
before exceptional — Amortisation of acquired mtangibles is the headline measure of the Group’s
tems and acquired intangbles performance This is @ key management incentive metnc.

amartisation of
acquired intangibles

Operating margn No direct - Consistent with Not applicable - Operating margin is calculated as operating profit before
equivalent accounting exceptional tems and amortsation of acquired intangbles
policy dided by revenue. Progression n operating margin is an
important indicator of the Group's operating efficiency
Earnings before Operating profit” - Exceptional nems Page 181 - This measure 1s based on Retail operating profit from
exceptional items, - Depreciation and continuing operations before exceptional stems It excludes
nterest tax, amortisatian Retail depreciation, amertisation and rent expense and is
depreciaticn, - Rent expens used to denve the Total indebtedness ratio angd fixed
amortisation and ent expense charge cover APMs
rent expense - Tesco Bank EBITDAR
[EBITDAR) - Discontinued
operations
Profit before tax Profit before tax - Exceptional items Note § - Trus measure excludes exceptional items and amorusation of
belore exceptional - Amortisation of acquired intangibles, net finance costs of the defined benefit
items ?nd acquired mtangibles pension deficit and farr value remeasurements on financral
amortisation of instruments Net pension finance costs are impactied by

- Net pension finance

acquired intangibles. corporate bond yields which can Ructuate significantly and

net pension finance costs are reset each year based on often volatile external market
costs and fair value - Fair value factors Fair value remeasurements are impacted by changes
remeasurements on femeasurements on to credit risk and various market indices, which can fluctuate
financial mstruments financial instruments significantly Also included in these kems are farr value

remeasurements on financial instruments resulting from
liability management exercises

*  Qperaung profit is presented on the Group income statament 1115 not defined per IFRS, however Is a generally accepted profit measure,
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APM

Closest equivalent
IFRS measure

Adjustments to reconcile

10 IFRS measure for recongihation

Other information

Note/page reference Cefintion

and purpose

Profits/llosses)
arsing on property-
related items

No direct - Consistent with Nat applicable
equvalemt accounting
policy

Profits/(losses) ansing on property-related tems relates to
the Group's property activities including gains and losses on
disposal of property assets development property built for
resale and property joint ventures cosls resulting from
changes in the Group's store poartfolio and distrebution
network. Including pre-opening and post-closure costs and
income/(charges} associated with impairment of non-trading
property and related onerous contracts,

These items are disclosed separately to clearly \dentify the
impact of these tems versus 1the other operating expenses
related to the core retail and financial services operations of
the business They are often one-time n nature and can have
a disproporticnate impact on profit between reporung periods

Total finance costs Finance costs - Exceptional items Note 5 - Total finance costs before exceptional tems, net pension
before exceptional - Net pension finance finance costs and fair value remeasurements on financial
iterns, net pension costs instruments s the net finance costs adjusied for non-
finance costs and recurring one-off ermns net pension finance costs and
fair value - Farr value fair value remeasurements on financial nstruments
remeasurements on remeasurements on Net pension finance costs are impacted by corporate
financial nstruments financial Instruments bond yieids which can fluctuate significantly and are reset
each year based on often volatite external market factors
Far value remeasurements are impacted by changes to
credit risk and varous market indices, which can fluctuate
significantly Also included in these items are fair value
remeasurements on financial nstruments resulting from
liability management exercises
Diuted earnings per  Diluted earnings - Exceptional tems Note 9 - Thus relates ta profit after tax before exceptional items

share from
continuing
operations before
exceptional tems
and amertisation of
acquired miangibles,
net pension finance
costs and far value
remeasurements on
hingncial instruments

per share - Amortisation of

acquired intanghbles

- Discontinued
operations

- Net pension finance
costs

- Fair value
remeasurements on
financis! instruments

and amortisation of acquired intangibles from centinuing
operations, net pension finance costs and fair value
remeasurements attributable to owners of the parent
divided by the weighted average number of ordinary
shares inssue during the financial perod

it excludes net pension finance costs and fair value
remeasurements con financial nstrurnents Net pension
finance costs are iImpacted by corporate bond yields
which can ffuctuate signiiicantly and are reset each year
based on often volatie external market factors Fair value
remeasurements are impacted by changes 1o credit risk
and various market indices. which can fluctuate significantly
Also included in these tems are fair value remeasurermnents
on financial mstruments resulting from Nabiity
management exercises

Income statement
Tax measures

Effective tax rate
before exceptional
items and
amortisation of
acquired intangibles

- Exceptional tems angd  Note b
their tax impact

- Amortisation of
acquired ntangibles
and their tax impact

Effective tax rate

Effective tax rate before exceptional tems and amartusation
of acquired intangibles 1s calculated as totat ncome tax
credit/ichargel excluding the tax impact of exceptional
items and amortisation of acquired ntangibles divided by
proht before tax before exceptiona! items and amortisation
of acquired imtangibles This provides an indication of the
ongong tax rate across the Group

Effective tax rate
before exceptional
items and
amartisation of
acquired Intangibles,
net pension finance
costs and fair value
remeasurements on
financial nstruments

Effective tax rate - Exceptional tems and  Note 6

their tax iImpact

- Amortisstion of
acquired intangibles
and their tax impact

- Net pension finance
costs and their tax
Impact

- Fair value
remeasurements on
financial nstruments
and their tax impact

Effective tax rate before exceptionat stems and amortisation
of acquired ntangibles. net pension finance costs and far
value remeasurements on financial nstruments is calculated
as total Income tax credit/icharge) excluding the tax iImpact
of exceptional items and amortisation of acquired intangibles
net pension finance costs and fair value remeasurementis
divided by the profit before tax before exceptional items and
amortisation of acquired intangibles, net pension finance
casts and fair value remeasurements
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Glossary continued

Closest equivatent Agjustments Lo reconcile Negte/page reference  Defimbion
APM {FRS measure {oIFRS measure for reconcilfation and purpose
Batance sheet measures
Net debt Borrowings less - Net debt from Tesco Note 30 - Net debt excludes the net debt of Tesco Bank but includes

cash and related Bank

hedges

that of the discontinued cperations to reflect the net debt
oblgations of the Retail business. Net debt comprises bank
and other borrowings. finance lease payables, net derwvative
fiancial instruments. jomnt venture loans and other
recewables and net interest recewvables/payables, offset

by cash and cash equivalents and short-term investments
1115 a8 useful measure of the progress in generating cash and
strengthening of the Group's balance sheet position and

15 3 measure widely used by credit rating agencies

- Net debt from Tesco
Bank

Total ndebtegnass  Borrowings less

cash and related

Page 181 - Total indebtedness Is the net debt plus the (AS 19 geficit in
the pension schemes [net of associated deferred tax) plus

hecdiges - Present value of future the present value of future minmum lgase payments under
minimum Jease non-cancellable operating leases to provide an overall view
payments under of the Group's abligations It 1s an important measure of the
non-cancellable tong-term obligations of the Group and 1s a measure widely
operating leases used by credit rating egencies
- IAS 19 deficit i the
pension schemes
Total Indebtedness  Nodirect - Consistent with Page 181 - Total indebtedness ratio s calculated as Total ndebtedness
ratic equivalent accaunting polcy ghaded by the roling 12-month EBITDAR 1t 15 a measure of the
Group's abtlity to meet 1its payment obligations and 1s widely
used by analysts and credit rating agencies,
Fixed charge cover No direct - Conssstent with Page 181 - Fixed charge cover s calculated as the rolng 12-month
equivatent accounting pohicy EBITDAR divided by the sum of rent expense and net finance
cost, excluding net pension finance costs, exceplional iems
capitalised interest and fair value remeasurements. [t1s a
measure of the Group's ability to meet its payment
obhigations and 1s widely used by analysts and credit
rating agencies
Cash flow measures
Retail operating Cash generated ~ Tesco Bank operating  Note 2 ~ Retail operating cash flow 1s the cash generated from
cash flow from operating cash flow operauons of continung operations, excluding the effects
activities - Discontinued of Tesco Bank's cash fiaws. It i1s a measure of the cash
operations generation end working caprtai efficiency by the Retat

business. recognising that Tesco Bank is run and regulated
independently from the Retaill operations, and a key measure
to demonsirate the recovery of the Retall aperations

This is a key management incentive metric

Free cash flow Cash generated - Net cash generated Note 2 - Free cash llow includes all cash flows from operating and
from operating from/{used in} invesung activities, and the market purchase of shares net
activities investing activities, of proceeds from shares issued in relaton to share schemes.

and the market The following items are excluded investing cash flows that
purchase of shares increase/(decreasel items within Group net debt. and cash
1ssued in relaton to flows from major corporate acquisiions and disposals This
share schemes measure reflects the cash available to sharehalders

- Investing cash flows
that increase/
decrease items
within Group net debt

- Cash Rows from major
corporate acquisitions
and disposals

Retail free Cash generated - Tesco Bank operating  Note 2 - Retail free cash flow includes all cash flows from operating

cash flow from operating cash flow and investing actimties for the Retall business, and the market
actwities - Retall net cash purchase of shares net af proceeds from shares issued in

generated relation to share schemes The following items are excluded

from/tused n}
mvesting activibes,
and the market
purchase of shares
1ssued in refation
1o share schemes

- Investing cash flows
that increase/
decrease tems
within Net debt

- Cash flows from mager
corporate acquisitions
and disposals

mvesting cash flows that increase/decrease items within Net
debt. and cash flows from major corporate acquisitions and
disposals This measure reflects the cash available to
shareholders
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APMs: Reconciliation of debt metrics.

EBITDAR Irestated)

Other information

2019 2008
Notes £m £m
Cperating profit/fioss) from continuing operations before exceptional items and
amortisation of acawred intangibles 2 2 206 16846
Less Tesco Bank operating profit/lloss) before exceptional itermns 2 {197) (169)
Add Depreciation and amartisation {excluding amortisation of acquired intangiates) 2 1297 1,295
Less Tesco Bank depreciation and amortisation 2 {83l (83]
Add Retall operating lease expense’ 3 1.075 1.015
4,298 3,704
* Group operating lease expense of £1.078m 12018 £1018m) incluges E3m (2018 £3m} relating to Tesco Bank
Total Indebtedness ratlo (rastated)
Notes 209 2018
Net debt ([Em) 30 2.863 2625
Add- Defined benefit pension deficit, net of deferred tax {(£m) 27 2,338 2728
Add Discounted operating lease commytments {£m) 34 6999 693
Total indebtedness (Em} 12,200 12,284
EBITDAR (Em) 4,298 3,704
Total indebtedness ratio 2.8 3.3
Fixed charge cover (restated)
Notes 2019 2008
Net finance cost (Em) 5 514 533
Less Net pension finance casts (Em) 5 (89) {162}
Less Exceptional foreign exchange 165ses on GBP short-term investments held in overseas entities ([Emi 5 - (38}
Add Capitalised nterest {Em) 5 1 2
Add Far value remeasurements on financial instruments (Em) 5 (153) 23
Net finance cost, excluding net pension finance costs, exceptional items, capitalised interest and fair 273 358
value remeasurements on financial instruments (Em)
Adc Retail operating lease expense (Emy 3 1075 1.015
1,348 1,373
EBITDAR {Em} 4,298 3,704
3.2 27

Fixed charge cover

Other.

Capital expenditure (Capex).

The addiftons to property. plant and equipment. investment
property and intangible assets (excluding assets acquired
under business combinations)

Capital employed.

Net assets plus net debt plus dvidend creditor less net

assets of the disposal group and non-current assets classified
as held for sale

Enterprise Value.
This 1s ¢alculated as market capitatisation plus net debt

FTE.
FTE refers to full-time equivalents

LPI.
LPlrefers to mited price inflation.

Market capitalisation.
The totat value of all Tesco shares Calculated as total number
of shares multipked by the closing share price at year-end

MTN.
MTN refers to Mediurn Term Note

Net Promoter Score (NPS).

This is a loyalty measure based on a single question requiring a
score between 0-10 The NPS s calculated by subtracting the
percentage of detractors (sconng G-6) from the percentage of
promoters [scoring 3-10) This generates & figure between -100
and 100 which 1s the NPS

Return an capital employed (ROCE).
Return divided by the average of operung ang closing
capital employed.

Return.,
Profit before exceptignal items and interest, after tax
[applied at effective rate of tax)

RPI.
RFI refers to the retail price index

Total shareholder return.,

The notiongt annualised return from a share, measured as
the percentage change in the share price, plus the dividends
paid with the gross dividends, reinvested in Tesco shares
This 1s measured over both 8 one and five year period
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Five-year record

Figures below reftect tie latest pubished information For financial years priar to 2019. these figures represent the camparatives from the
following years' financia! statements During 2017, the Group decided to sell its Operations in Turkey. Accerdingly, these operations were treated
as discontinued in 2007 The 2016 statistics have been re-presented Lo be consistent with 2017 Prigr years have not been re-presented

Korea was first classified as a discontinued operation in 2015416, Chuna was first ciassified as a discontinued operation in 2013/14

The Group has determined new segments and defined new non-GAAP measures for 2015/16 anwards Refer to Note 1and Note 2. 2014/15
data for these new measures and segments has been presented, but prior historic data has not

In 2018, the Group reassessed its reportable segments and determined that the retailing and associated activities previously disclosed within
the Internationai segment should be segregated between the Central Europe and Asia segments Refer to Note 2 The Group had also
determined new segments and defined new APMs during 2016 Historical data up to 2015 data for these new measures and segments has been
presented. but prior historic data has not The Group determined new APMs during 2019 and historical data for the néw measures have not
been restated as the impact is not consigdered matenal. Refer to Note 1and the Giossary

2015~ 6 2077 2018 2018
Financial statistics (Em}
Salas
UK 3 ROI 36 228 37 189 37,697 38,656 44 883
Central Eurgpe 6,186 5 268 5,977 6,343 6.030
Asig 4 492 4,447 5186 4 947 4873
Tesco Bank 947 955 102 1047 1097
Group sales™ 42,853 47,859 49,867 50,993 56,883
Revenue
UK & ROM 45,082 43 0BO 43524 44 914 51,643
Central Europe 6 424 5§ a51 6195 6.585 6 298
Asla 4 492 4447 5186 4947 4 873
Tesco Bank 547 955 102 1,047 1,697
Group revenue 56,925 53,933 55917 57.493 63.9M
Operating profit/iloas) before exceptional ifems and amortisation of acquired =
LK & RDY 498 503 803 1059 1537
Central Europe 4y W2 58 13 186
Asia 258 8 262 299 286
Tesco Bank 186 w2 157 168 197
Group operating profit/{loss) before exceptional items and amortisatlon of acquired intangibles' 240 985 1.280 3,646 2,206
Qperating profit margin belare exceptional items and amortisation of acquired intangibies 17% 18% 23% 29% 3.5%
Operating profit/iloss)
WK & ROH (5 334} 597 519 1,205 1535
Central Europe 666! m 190 mn 232
Asia 97 203 23 n 219
Tesco Bank 153 183 77 145 67
Group operating profit/loss) {5,750% 1,072 1.017 1,829 2,153
Share of post-tax profits/(losses) of joint ventures and associates 113} 21 0o7n &) 35
Net finance costs L)) (8491 {765) 1533) 514)
Profit/lloss) befare tax (6,334) 202 145 1,300 1.674
Taxation 570 54 {37 (306} {354}
Prothit/lloss! for the year from continuing operations (5,664) 256 58 994 1.320
Dy operatons 0oz 120 12} 216 -
Profit/{loss) for the year 15,766} 129 {54) 1,210 1,320
Attributable to
Owners of the parent (5, 741} 138 {a0) 1208 1322
Non-contraliing interests (25) 5 [LE)] 2 21
Profit bafore tax, excaptional items and amorusation of acquired intangibles, net pension finance costs and fair
value s on fi Instruments® 516 509 781 1.284 1,958
Other linanclai statistics
Diluted earnings/fiossas) per share - continuing operations 168 56)p 322p 0 3lp 12 ¥p 13 55p
Dilvted earnings per share ~ continuing operations before exceptional tems and amoruisation of acquired intengibles
nat pension finance costs and fair value remeasurements an finangcial Instrumentse 5.20p 5 79p 730p 190p 15 &0p
Driidend per share® 115p = - 3 00p 367p
Cash penerated from retall operating actmties (Em) 1860 25381 2.278 2773 2502
APM Free cash flow lEm) {N6) 1482 1288 1,388 906
Retyrn on capal employed (ROCE) 4 0% 2% B1% 110% 111%
Total shareholder return'd 18 5%} (n 8%} {7 5%) 87% 0 2%
Net debt (Emi= 8.481 5110 3729 2625 2,863
Oiscounted operating lease commitments - continuing aperations (Em) §.353 7.8 7440 6.931 899
Pension deficit net of deferred tax - Group Em!} 1.885 2,612 5 504 2728 2.338
Total indebtedness {EmK 2M.719 15,536 16,673 12,284 12,200
Enterprise valug (£mi 28 415 0 m 19,262 19,452 24,683
Group retall statistics
Number of stores™! &B49 6,733 & B09 7033 6,993
Total seles ares (000 5q fi @ 9581 91195 89.041 92983 91.298
Averape employees 480,607 475 399 464 520 448,988 464 505
Average full-time equivalant employees (FTE) 362,370 351289 342770 321918 321 450
UK & RO retall statistics
Number of stores® 30 3743 3739 3952 3961
Total sales area (000 sq ft )< 45,946 45,253 43610 42,032 50.52¢
Average ful-time equivatent employees IFTE) J— 225192 225,378 28.522 210,312 223.542
Revenue (exc fuell iper FTE - £) 169 757 165 007 172,486 183,804 200.781
Weekly revenve lexc fuell fpersq & - £} - 15 81 15 68 18 3 17 36 18 65

W53 weeks ™Dvidend per share relating to the iIntenm and proposed finat dividend “ See glossary for definitions ¥ including franchuse stores
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Shareholder information

Annual General Meeting 2019 (AGM).

This year's AGM will be held on Thursday 13 June 2019 1In the Heart
buiding on our Welwyn Garden City campus. The meeting will start
at 11 30am and registration will be open from 9 30am.

A separate notice convening the meeting has been sent to our
shareholders, which includes details of the ordinary and special
business to be considered at the meeting A copy of the

Notice of Meeting can be found on our website

www.tescopic com/investars

Managing shares online.

Many of our shareholders find that the eassiest way te manage
their shareholding 1s online by setting up a Shareview portfolio
at www shareview ¢o uk This 15 a free, easy and secure service
prowvided by the Company's registrars, Equinit.

Some of the benefits of having a Shareview portfolio are

- monitor your shareholding.

- access shareholder information,

- elect to recewe shareholder communications electronically,

- vote on the resolutions at the AGM, and any other shareholder
meetings, and

- keep your contact details up to date

For more information and to register for this service, please visit
www shareview co uk Registration can be completed within
minutes in Just four easy steps. Plegse note. you will need your
Snarehoider Reference Number

Dividend.

Anantenm dividend of 1 67 pence per share was paid on

23 November 2018 Shareholders will be asked to approve a
final dividend of 4 10 pence per share for the year ended

23 February 2019 at this year's AGM |f approved. this wilt be
paid on 21 June 2019 10 all shareholders on the Register of
Members at the close of business on 17 May 2019,

Dividends can be paid quickly and securely directly into your bank
account instead of bemng dispatched to you by cheque You may
also choose to have your dividends reinvested in further Tesco
shares through our diidend reinvestment plan (DRIP) {terms and
conditions apply) To arrange erther of these options, simply catl
Equiniti on the number prowided overleaf Alternatively. you can
manage your dividend payment chaices by registering with
Shareview at www.shareview co uk

E-comms.

Wwe encourage our shareholders 1o accept all shareholder
communications and documents electronically, in place of
receving traditional paper copies by post This helps us to
reduce the envirenmental impact of our business and to reduce
costs If you weuld like to sign up to recewve all future shareholder
communications electronically, please register with Shareview by
visiting www shareview co uk Once you have signed up, you will
receive an emar to let you know when shareholder documents
become availlable on our website. including our annual and
interim financial results. notices of shareholder meetings and
other shareholder documents Assistance 1o sign up to receive
electronic communications will be yvallable at the AGM

Share dealing service.

Equiniti offer Sharewiew Dealing, which is a real-time telephone
andinternet share dealing service 1n Tesce PLC shares available
to all UK resigents

Further informaticn about the Shareview Dealing service can be
found at www shareview co vk/dealing or by caling 03456 037 037
between 8 00am and 4.30pm, Mongay to Friday

Please remember that dealing fees vary between brokers and you
are recommended to check that you are beng charged the most
competitive rate

Other Information

Tesco Share Account.

We offer our shareholders a service to help them hoid and manage
therr Tesco shares in a safe and simple way With the Tesco Share
Account {TSA] you can enjoy the convenience and reassurance of
holding shares electronically, avoding the need to hold paper share
certificates, which can be fost or stolen and expensive to replace

The T$A also offers shareholders access to preferential dealing
rates ang up-to-date market information through the Equirti
Share Dealing service

The TSA 1s a sponsored nominee service operated for Tesco by
Equiniti Financial Services Limited {(Equiniti Financial), whichis
authorised and regulated by the Financial Conduct Authority
When you join the TSA, your shares are registered in the name
of Equimti Corporate Nominees Limited and held on your behaif
on a private register You remain the beneficial owner of your
shares ang continue to have the right to receive shareholder
communications, vote at general meetings ang to receive any
dividends paid on your shares

It 1s completely free to participate i the TSA and there are no
annual fees to pay (terms and conditions apply} If you would like
to soin the TSA please contact Equiniti Financial on G371 3284 2977
{or +44121 415 7053 if outside of the UK}

Duplicate documents.

Some of aur shareholders hold muluple accounts on the share
register and therefore recewve duphcate copies of shareholder
documentation as a result If you have been recewving duplicate
copies of shareholder documentation please contact Equiniti
to arrange for your accounts to be comtuned

Changes to personal details.

In order to avord missing smportant correspondence relating to your
shareholding, please inform Equiniti as scon as possible if you have
recently moved house or there are any changes to your bank details

Share price information,
Details of our current and historical share price data and other
share price tools are avalable at www tescoplc com/investors

American Depositary Receipts (ADRs).

The Company has a sponsored Level 1 ADR programme for
which J P Morgan Chase Bank N A acts as depositary The ADRS
are traded n the US, where one ADR represents three ordinary
shares The ADR programme confers the nght to receive
gividends in US dollars

ADR detalls

Symbo! TSCDY
CUsiP 881575302
Exchange oT1C

Ratio 13

Effective Date April Q1, 1892

All enquiries refating to the ADR programme should be directed to

Tesco PLC

c/0 JP Morgan Chase Bank N A
PO Box 64504

St Paul, MN 55164-0504

Emall jpmorgan.adr@eq-us com

Telephone + 1 800 990 1135

International +1 651 453 2128 (from gutside US}
Website www.adr com

ShareGift.

If you have a small shareholding which would cost more to sell
tharn the shares are worth, you may wish to consider donating

the shares to the chanity ShareGift {Registered Charity 1052686),

a charity that specialises in the donation of such shares for good
causes There are no wnphcations for capital gains tax purposes on
@ifts of shares to charity Further information about ShareGift can
be found by visiting www sharegft org or by calling 0207 930 3737
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Shareholder information continued

Corporate website.

You can access the corporate website st www.téscoplC.com,
The Tesco PLC corporate website provides useful information
including annual reports, results announcements and share
price data. as well as background mformation about the
Company and current issues

Shareholders are encouraged to sign up 1o receive email
notification of results and press announcements as they are
released by registering at www tescopic comy/investors/
regulatory-news/regulatory-news-email-alerts/

Shareholder security,

In recent years, Tesco PLC has become aware that its shareholders
have received unsolicited phone calls or Corrgspondence conCerning
Investment matters These are typically from overseas-based
‘brokers’ who target UX shareholders, offering 10 sell them what
often turn out to be worthless or g risk shares in US ar UK
investments. These operations are commonly known as “boller
rooms’ These brokers can be very persistent and extremely
persuasive Shareholders are adwised to be very wary of any
unsolioted advice, offers to buy shares at a discount or offers of
free company reports. Details of any share dealing facilities that we

- report the matter to the FCA using the share fraud reparting
form at www fca.org uk/consumers/report-scam-unauthorised-
firm or by caling the Consumer Helpline on 0800 111 6768,

Information on the latest investment scams can be found at
scamsmart fca org uk/warrunghst

Share register analysis.

As at 23 February 2019. the Company had 9,793,496.561 shares
in1ssue (24 February 2018 8,192.116,619) and 246 725 registered
holders of Ordinary shares {24 February 2018, 254.249)
Shareholdings are analysed below

Breakdown of shareholdings overall.

Number % of issued
Range of sharehoiding cf holdings Share capital
1 - 600 151,581 0.19%
501-1,000 24,085 018%
1007 -5,00Q 48.808 118%
over 5,001 22 250 98.45%
Tatal 246,725 100.00%

Breakdown of sharehcldings with over 5,001 shares.

endorse are Included in genuine mailings from us and on our website Rongs of sharsholding of ::,L“,::; o e
If you receve any unsolicited investment advice. 5.001 - 10.000 n.730 084%
10,001 - 50.000 8,574 164%
-~ make sure you note the correct name of the person and the 50.001 - 100.000 532 D 45%
olzgean;sitnon and make a record of any other information they 100.001 - 500,000 620 136%
gveyou: . 500,001 - 1.000 000 168 137%
- check the Financial Services Register by wisiting 1.000 001 - 5 000.000 778 6.50%
register.fca.org.uk to see If the person and firm contacting 5.000.001+ 276 B6.19%
you are authonsed by the FCA, A Total 22.250 95.45%
- search the list of unauthonsed firms 1o avoid at www fea org uk/
consumers/unauthonsed-firms-individuals, and
Category of shareholders.
Number of % of total Number of % of ssued
sharehatders shareholders  Ordinary shares share capital
Private 240.513 ©7 48% 546,362,046 5 58%
Institutional and corporate 6.212 252%  9.247.134 515 94 42%
Usefui contacts.,
Tesco PLC registered office Repgistrars Group Company Secretary
Tesco House Equrity Limited Robert Welch
Shwre Park Aspect House Corporate brokers
Kestrel Way Spencer Road Barclays Bank PLC
Weliwyn Garden City Lancing Citigroup Global Markets Lirmited
ALTIGA West Sussex Independent auditors
investor Relations BN9S 60A Deloitte LLP

investor Relations Gepartment
Tesco House

Shire Park

Kestrel Way

Welwyn Garden City

ALT1GA

Telephone +44 {0)1207 912 922

Telephone {UK}G37i 384 2977
{Outsicde UK) +44 {0) 121 415 7053
Calls are charged at national rates
Calls from a mobile device may
incur network extras

Website www.equinit.co.uk

General queries
Switchboard +44 (0) 1892 632 222

Website www tescoplc com

Financial calendar 2019/20.

23 February 2019
Financial year end
201819

February
2019

srosanas

2 Cctober 2019
Intenm results
annguncement

sssaness

13 June 2019

Ol trading statement and AGM

21June 2019

Proposed payment dete for final dvidend
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January
2020

January 2020
3 and Christmas
trading statement

29 Fepruery 2020
Financial vear end
2019/20

February
2020



