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Our business was built with a simple mission - to be the
champion for customers, helping them to enjoy a better
quality of life and an easier way of living. Cur mission hasn’t
changed in the one hundred years since. Customers want
great products at great value, and it’s our job to deliver this
in the right way for them,

That’s why ‘serving shoppers a little better every day’ is
Our core purpose - putting customers at the heart of
everything we do and guiding every decision we make.

As we celebrate our centenary year, we're reiterating
our commitment to great value, for every one of our
key stakeholders and in every part of our business.
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2019 highlights

Headline measures.

Group sales®

211.5%

Diluted EPS before exceptional and other items'

A29.4% 15.40p

2018 11 90p*

Retail operating cash flow*"
%
v(9.8)%

‘Statutory measures.
Statutory revenue

a11.2%

Statutory profit before tax

428.8%

¢ Alternative performance measures (APM)

£566.9bn

2018. £51.0bn"

Ak

£2,502m

2018 £2.773m

£63.9bn

2018: £57.5bn”

£1,674m

2018: £1,300m"

Group operating profit before exceptionat and other items**

234.0%

Dividend per share

492.3%

Net debt®*

4(9.1)%

Operating profit

a17.1%

Statutory diluted EPS

a11.9%

Measures with this symbct A are defined In the Glossary section on pages 178 to 181

W Diuted EPS before excepiional 2nd other inems refers to diluted earmings per share from
continuing operations before exceptional iterns ard amortisauon of acquired intangibles,
net pension finance costs and far value remeasurements on financial instruments

©  Net debt and Retal operating cash flow exclude the impact of Tesco Bank

* Restated for the adoption of IFRS 15 as explamed in Note 1and Note 35,

All measures reported ON a CONLAUING Operations basis
Change shown 31 actual exchange rates

u Excludes amorusation of acquired intangibles and excludes excephionakitems
by virtue of their size and nature in order to reflect management s view of the
underlying performance of the Group
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£2,206m

2018: £1.646m"

5.77p

2018: 3 00p

£(2.9)bn

2018: £(2 B)bn

£2,153m

2018, £1.830m"

13.55p

2018 12 Hp”
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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.tescoplc.com/ar2019
to hear more from John Allan

This has been another strong year for Tesco. We nave made further
prograss with our plans to create value for customers, at the same
time as delivenng signriicant returns for shareholders - with
operating 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 also allowed us to pay a dvidend for a second
successive year,

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

The Board places a significant focus not |ust on the strategic plans
developed by management, but also on the wider culture of aur
business Qur centenary year offers a timely reminder of what
made Tesco the business that it 1s today. as we celebrate 100 years
of great value [t is also an opportunity to further engage the whole
Tesco team on the purpose and values that define our
organisation.
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In support of that, members of the Board have spent time
engaging with customers. colleagues and a wide range of
stakeholders

There have been two changes to the composition of the Board
1n the year

- Due to iliness, Charles Wilson stepped down from the Board
in July but we are very pleased that his recovery has been
successful Charles continues to lead Booker and. as a member
of the Executive Commuttee, the wider Tesco business benefits
from s continued involvernent in matters of strategy.

- In September, we were delignted to welcome Melissa Bethell to
the Board. bringing a broad range of expenence and skifls from
a background in strategy, finance and technology Melissa 15
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 six strategic drivers - the medium-term
ambitions that we outlined in October 2016, and which are

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

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

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

Importantily, the Directors’ discussions on sustainable growth do
not focus solely on financial metncs. The Board considers it critical
that we monitor and respond to broader issues of sustainability,
mncluding climate change and responsible sourcing. sc that our
business fs weil placed to succeed in the years ahead

We also believe in developing a sustainable pool of talent within
Tesco. and we are committed to supporting people at every level
and from every background. to develop their careers with us

You ¢an read more about our approach to sustainability 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
historical importance, as we celebrate 100 years of great valug -
but alsa because of the strang posrtion we have built in aur angoing
turnaround. We enter the next chapter in our history with
confidence in cur plans. and with strong momentum

G A
John Allan

Non-executive Charman



Group Chief Executive’s review

Strategic report

“QOver 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 rmilestone in the
turnaround that we began in 2015, and which we are successfully
gelivening - and 'm canfident we will finish the job in 2019/20

After four years of turnaround, we have made significant progress
We have transformed the Tesco brand: sigmificantly reduced our
cost base: generated £2 5bn of retal operating cash this year,

and achieved a Group operating margin for the full year of 3 45%
- reaching 3 96% in the second half of the year We have also
released £17bn of value from our property porifolio since the
start of our turnaround, and Built a cuiture of innovation

Our balance sheet 1s stronger too, with total indebtedness of
£(221brin 2015 reduced to £012)bn at the end of this year

Imporiantly, the progress we are making 1s broad-based Inthe
UK, we have rebuilt the competitiveness of our offer; in Central
Europe. we have simplified our business and delivered a
significant cost reduction programme, and in Asia, we have
successfully renegotiated terms with our supphiers, supporting
cur profit recovery.

Trus strong financial performance 1s driven by a strategic
decision to manage our business with a long-term focus on
four key metrics customer satisfaction, cash profitability,
free cash flow and earnings growth

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

Customers.

We have continued our focus on providing customers with quality
products at great prices Qur customers’ perceptions of quality
and value have continued to improve throughout our turnaround,
and more custemers are recommending Tesco as a place to shop

Qur customer offer 15 stronger, with almost 10,000 Own Brand
products relaunched in the UK. Importantly. this rncludes
completing the roll-cut of our entry-level product tier

In the UK, intreducing eight new 'Exclusively at Tesco’ brands
These products offer exceptional 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 10 help our customers who want to make healthier
choices and in September, through our health event in UK stores
- our first In partnership with Jamie Oliver - we offered a basket
of 'nelpful little swaps’ which was 12% cheaper than a standard basket

As part of our 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

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

And at Tesco Bank, we have launched new technology o
simphfy banking for customers. including an iImproved mobile
app. which 1s now the preferred methad of account access
for 12 milhon 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 €asier for them to do what they
do best - serving our shoppers

In November, we implemented the final stage of a 10 5%
pay increase for our hourly-paid UX store colleagues We
have a consistent principle that we aim to pay all colleagues
competitively against the relevant pay benchmark

Last year. we launched our Natonal Charity Partnership,
bringing together three of the UK's ieading heaith charities.
Cancer Research UK. the British Heart Foundation and
Diabetes UK

Through that partnership, we are helping our colleagues to
lead healthier lives, and this year we conducted the UK's
largest ever workplace health survey, with more than 8,000
colleagues taking part More than 20,000 colleagues have
also benefited from e-learning to support mental wellbeing

We are commutted to offering good career opportunities,
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

4 Tesco PLC Annual Report and Financiat Statements 2019

In Ireland, we were particulariy pleased to be independently

. recogmised as a8 top Irish workplace for a second year, as well as

being named one of the best workplaces for women, reflecting
our aim to gve everyone an equal opportunity (o get on

Tesco continues to be a place where people can develop,
and access a huge breadth of oppertunity

However, this has also been a significant year of change for
our business, which has had an wmpact on our 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
1s always to support our colleagues, and to Stay true to our values.

Qur values.

No one tries We treat people Every ittle help
harder for how they want to rmakes a big
customers be treated difference




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

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

Qur close, trusted partnerships with supphers allow us to
deliver great quality products to our customers, st great value

we are committing to long-term strategic relationships with
our closest suppher partners, supporting them to nvest in
improving the value and guality 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 svallalylity for our customers

A5 we grow our business, 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 whalésale and food eaten ‘out of home'

Cur allance with Carrefour presents a further opportunity
for growth, covering the strategic relationship with glebal
supphers, the joint purchasing of Cwn Brand products and
goods not for resale

Wwe're also working with suppliers to make products healthier
and more sustainable In Thalland, we became the first
retailer to bring all our Own Brand soft drinks befow 6g of
sugar per 100ml and we have rernoved trans fats from all
Tesco bakery iterns In the UK, we have worked with our
supplers to remove more than 2,900 tonnes of hard to
recycle materials 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 (o in this
statement 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 creste long-term, sustainable value for
shareholders, investing in our competitiveness in all of our
markets and bemng more selective in the mix of products
we sell, moving away from loss-making categories

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 Central Europe,
and an accelerated transformation plan in Asta

We are delivening the synergies from our merger with Booker,
with £79m realised in this first year, and we are welt on track
to meet our target recurnng run-rate of around £200m

per year by the end of the third year Qur Joining Forces
programme continues at pace, with top Booker products
now avallable in 70 Tesco stores and, for Booker customers,
a significant impravement in the quality of the top 20
fastest-selhng retail fruit and vegetable ines.

At the same time, we conbnue to strengthen our balance sheet,
reducing total indebtedness and lowering our interest costs.

Reflecting our strong underlying financial performance, we are
also proposing a final dividend of 4 10 pence. taking the fuil-year
dividend to 6 77 pence, an increase of 92 3% year-on-year We
now expect to reach a dmdend 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 strang 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 aiready met the vast majority
of our turnaround objectives This puts us in a good position
to further invest in our competitiveness, ann to face into
challenging conditions in each of our markets, including

- the unievel playing field created by the business rates system
in the UK, which continues to place a significant burden on the
retaill industry, with our own bill at around £700m each year,

- ¢hanges to Sunday trading regulations in Poland which have
impacted sales for Central Europe, contributing to a (2.3)%
sales decline, and

- the market in Thailand - which 1s highly competitive and
challenging - and the issuance of government welfare cards,
which had an impact of {1 21% 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 belng a champion for customers
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That means offering great vatue, the best quality, and helpful
service Jack Cohen did exactly that when he first set out his
market stall, and the same spirit stilt 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 against them.

This year we have.

- achieved 81% of our target that no food that 1s safe for

human consumption should go to waste in our UK business.,

donated the equivalent of 62 7 million meals to local

charities and community groups in the UK, Ireland, Central

Europe and Asiz, and also faunched a training programme

with & goal to help more than 1.000 community cooks 1n

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 ittle swaps’ event, and

- begun trials of a ‘reverse vending’ scheme for plastic
bottles in the UK and Thailand

We are also partnering with external organisations,
working together with shared ambitions This year we
have launched a new partnership with WWF, with the
aim of reducing 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 to go even further to achieve
our goal of providing customers with affordable, healthy,
sustainable food

One hundred years of great value.

COwver the 1ast 100 years, Tesco has been an innovator,

a disruptor, and above all it has listened to customers

- meeting therr needs better than anybody eise Retail

has changed a 1ot (n that tme, and 50 has our business

From bringing self-service supermarkets 1o 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 cur four years of
turnaround, and it continues to guide every decision we
make today

As we celebrate our centenary, we are in a strong position
It's a moment to reflect on our past - but also to look ahead
to the future. And as we do so, our focus Is clear to create
long-term. sustanable value for every stakeholder in our
business. for many years to come

N\
F-_-___-————-%
Dave Lewis
Group Chief Executive

Mare detaill on our performance, including
statutory results. can be found in our

Financial review on pages 18 to 23

Tesco PLC Annua! Report and Financial Statements 2019 7



8

Celebrating 100 years of great value

A born entrepreneur:

Jack Cohen founded Tesco
in 1919. Jack took 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 2018

Jack’s first store:

In 1929, Jack set up shop
in North London under the
Tesco name. Tesco comes
from the initials ‘TES' of
T.E. Stockwell, a tea
supplier 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 Tesce

1930s |

Fighting for customers:
When Britain went to war in
1939. this time Jack fought on
the home front, for far foed
rationing He worked with
Government on a simple paints
system, where everyone was
treated equally. rich or pror

1970s

Value at the pumps and

alegacy to remember:

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

great reason to shop with us

But it was also the end of an
era, as Jack Cohen passed

away n 1979

1977

Checkout at Tesco:
‘We closed our stores and
tock the competition by
surprise with the launch of a
major price-cutting iInitiative
called 'Checkout at Tesco'
Qur simple, low prices were
an overnight success



I 1990s

The game changers:

Wwe launched our iconic ‘Every Little
Helps' strapline, in a decade fulfl of little
heips for our customers - from the
introduction of Clubcard, to the launch
of our first Express and Extra stores,
making it even more convenient for
customers to shop with us

we also Jaunched our Tesco Value
range, offering our customers a wider
choice of products at great prices

More ways to shop:
By 2000, technoiogy had moved on aiot
since our first home delivery in 1984
- and so had our business. We launched
Tesco com, which today serves millions
of customers every monih.

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

Jack is back;

We unvelled a new brand

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 in Britain has changed a lot since
Jack made his first sale Dut today, senving
shoppers better still starts with selling
great quality food at affordable prices.
In our centenary year, we're doing that in
more ways than ever with exceptional
deals that take customers back.
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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 2]
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About Tesco

We’re passionate
about serving
shoppers a

little better
every day, in
store and online.

UK & ROI.

Our UK & ROI business 1s the (arges
inthe Group With a leading marke
position, we cperate Tesco stores
from convenience format. ugl
to lerger stores - as weill a
wholesale business. Book

Group sales

£56,883m 3,787 stores

around
340 000

£1 537m

“ Excludes amortisal of acquired intangibtes and excepuonal items.

Tesco PLC Annual Report and Financial Statements 2019




Central Europe.

We are presentin four Central
European countries, with
hypermarkets ang convenience
stores in the Czech Republic,
Slovakia, Hungary and Potand

Our footprint

895 stores

Colleagues

around
50,000

QOperating profit®

£186m

Asia.

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

Our footprint

2,038 stores

:eta‘ggund
60,000

Operating profit

£286m

Strategic report

Tesco Bank.

Tesco Bank s based in the UK. and
ams to be the bank for people who
shop at Tesco. providing simple and
convenient retail banking and
insurance products

Cur footprint

6 million
customer
accounts

Colleagues

around
4,000

Operating profitw

£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 panets
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 Lo serve
customers - istening to them
and acting on what 1s most
important, however they
Our colleagues. choose to shop with us
We are a business that’s about

serving people We are at our
best for customers when every
one of our 450.000 colteagues
is focused on delivering great
service - and we share a single
purpose to serve shoppers a
little better every day.

Reinvest
Qur focus is always on making
Tesco the best it can be for
our customers The better a
job we do for customers. the
more we will improve sales,
the more our sales improve.
the more we can retnvest
in further improving

the shopping trip

Scale and reach.

we have an unparalleled reach,
through our store network and
our Grocery Horme Shopping
service - as well as Booker's
Business Centres and delivered
wnolesale 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 online
business Booker gives us
access to further channels,
including Business Centres
and delivered wholesale

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

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 farmily
of unique brands, from Finest”
to Free From,

Services.

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

Innovation.

From recipe development and
reformulation, to new technology
and systems, we encourage a
culture of inngvation so that our
business remains st 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.
Our business madel allows us
to bring our customers the
very best products at the best
possible prices, however they
choose to shop with us

As our business continues to
strengthen, we can reinvest in
our competitiveness and
further improve the
expenence for customers.

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

93%

Value for suppliers.
QOur conversations with
suppliers focus on delivering
great value, great qualty
products for our customers

When we get it right, our
busmess grows, and our
suppliers grow with us

Together with Bocker,

our combined growth s a
market-leading opportunity
for suppliers

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 httie better
every day

Colleagues motivated
by our purpose

80%

Value for sharehelders.
For shareholders, our
business model allows us

to deliver sustainable.
profitable growth

Qur underlying phitosophy to
createa value for shareholders
puts a focus on customer

satisfaction, cash profitability,

earnings growth and free
cash flow

Diluted EPS before
exceptional and
other items®

15.4p

@ Diuted EPS before exceptional and other items refers to diluted
earnings per share from continuing operations before exceptional
itemns and amortisation of acquired intangibles. net penslen flnance
¢osts and falr value remeasurements on financial nstruments as
deiined in the APM section of the Glossary on pages 178 to 181
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Our six strategic drivers

An update on our six
strategic drivers.

1. A differentiated brand

A strong and differentiated brand creates
long-term value for every stakehalder in
our husiness. Our purpose. to serve
shoppers a Iittle better every day, 1s at
the heart of what gur brand stangs for.

As we celebrate our centenary yvear,
we are looking back to the ethos of our
founder, Jack Cohen, and what made
Tesco unique: his unwavering, simple
commitment o great value

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

This year we have made further progress
in our relaunch of more than 10,000 Cwn
Brand products - the largest launch of its
kind 1n our 100~year tustory - bringing our
customers great quakty products at the
very pest prices

We have also continued our award-
winning Food Love Staries campaign,
hughlighting the quality of our foad and
showcasing the care that goes into every
one of our products

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

2, Reduce operating costs
by £1.5bn

To ensure that our business remains
sustainable far the fong term. we continue
to simphfy the way we operate and reduce
our costs.

We delivered in-year cost savings of
E£532m. wath £1 4bn of savings to date
towards our £1 Sbn ambition

Reducing our costs is panticularly
important a5 we face into challenging
condiigns in each of pur markets across
the Group. 50 that we can be even more
competitive, and offer customers the
value quality and service that they expect

We are simphfying our store operations,
improving stock flow, and further
improving our forecasting to reduce
waste In our Express stores. we have
optimised our distribution and
replenishment by adjusting case sizes,
reducing handling and transport costs

We have aiso taken the difficult decision
to close around 80 of our fresh food
counters In the UK, with the remaiming
700 trading with either 8 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 Eurgpe, we have reduced costs
by simplifying work for colleagues n stores
- for example by reducing the number of
price changes by almost a third
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3. Generate £9bn cash
from operations

Wwe maintain a strategic focus on
generating free cash flow, and this yesr
generated £2.5bn of retail operating cash,
driven by improved profitability Strong
working capital management is also a key
companent of our cash generation.

Retail operating cash flow for this year
is reported after a ¢.£(490)m working
capital tiring impact year-on-year

Trus inclugdes a year-on-year kming impact
of £(278)m relating to delayed payments
following the failure of a key suppler,
Palmer & Harvey at the end of the last
financial year

A further £(210)m impact relates to
decisions made in the second half of the
year Most significantly. the delayed
implementation of a new general ledger
system in the UK & ROI postponed the
collection of some recewables into the
beginming of the 2018/20 financial year. n
addition, a focus on safeguarding availability
and service levels for customers at a ime
of political uncertainty meant we
depriontised certain ongoing working
capital initatives.

Qver the last three years we have
generated £8 6bn of retall operating cash



4, Maximise the mix to
achieve 2 3.5% - 4.0%
margin

Across the Group, we are working on mix

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

we have taken some significant decisions
to strengthen our mix, including the
closure of our loss-making generat
merchandise website. Tesco Direct,
where we saw no route to profitability

In Central Europe. we remain focused
on bullding a more sustainable business
In Poland. 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
ntroduced more than 600 ‘Star Lines’
for customers across our four Central
European markets, giwving more space on
the shelf to the most popular products,
at sharper prices

In Asia, we have repositioned our
customer offer in Tharland, with sigraficant
changes to our sales mix and promotional
strategy. as well as accelerating changes
te cur operating medel, which are helping
10 underpin our profit recovery

We will continue to look at appartunities
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 our property portfolio across
the Group.

In the UK, we are continuing to explore
a small number of opportunities to work
with a third-party to redevelop our

. store sites in high-value locations.

For example, this year, working with a
selected development partner, we have
created a plan which will transform our
store in Kennington, London. As well as
making better use of the space to create
hundreds of new homes. the project will
also deliver a brand new Tesco store,
further commercial space and will open
up the site. bringing commurities in the
local area closer together

We continue to repurpose space in some
of our targer stores, introducing third-
party concessions from poputar brands,
as well as services like barbers

in Central Europe, we have simphfied
our property portfolic 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 maills.

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

Strategic report

6. Innovation

A continuous pipeling of innovation
ensures that we can keep serving
shoppers better - anticipating and
responding to therr needs better
than anybody else

Creating a culture of innovation across
our business remains a priority and, to
support this, we opened a new facility this
year at our Welwyn Garden City campus
The ‘Heart’ bullding brings together our
capabilifies in product developrment,
customer insight, colleague learning and
retail technology - including a state of the
art Express store, and kitchens where our
colleggues and supplier partners can
develop new products together

We're also innovating to make our
products healthier and more sustainable
when we reformulate products, wherever
possible we make them healthier without
compromising 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%.
We've launched new packagmg to

reduce our impact on the enwironment
and prevent waste, like our avocado
packs, which now stay fresher for

two days longer

As the way people shop continues to
change. we are also innovating in the way
we serve them We've launched a new
brand in the UK - Jack's - as part of our
rentenary celeprations In Thailand, we
have also launched a new convenience
proposition, tc better meet our
customers’ needs
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Qur 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 is important
to our bysiness model. A strong, growing
business also creates opportunities for
our supphers to grow with us too

What we measure.

Group sales 1s 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 removing the volatities associated
with the movement in fuel prices.

How we performed.

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

Booker was consolidated into the Group
for 51 weeks from 5 March, contributing
11 4% to Group sales growth

Group sales’
£56.9bn up 1.3%"

Deliver profit.

Why it’s important.

Recoverng our profitability bas been key
10 our turnaround, building a platform for
long-term growth and creating value for
all stakehoiders

What we measure.

Group operating profit, before
exceptional items and amortisation of
acquired intangibles Its the headline
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
profitabyle growth and improving the
quabty 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 operations of continuing
operations, excluding the effects of
Tesco Bank's cash flows. It is @ measure
of the cash generation and working
capital efficiency by the Retal business.
recognising that Tesco Bank is run and
regulated independently from the Retall
qperations

Hew we performed.

We generated retail operating cash of
£2,502m, down (9 8)% This is reported
after a ¢ £(490im working capitat timing
Impact year-on-year. ncluding a timing
impact of £(278)m following the falure of a
key suppher, Paimer & Harvey, at the end
af the last financial year A further £{210)m
Impact relates most significantly to the
delay of the implementation of a new
general ledger system in the UK & ROI. and
additionally the depriontisation of some
angoing working capital initiatives 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 satisfactron 1s an
mportant driver of ioyaity

What we measure.

Reflects % of Fans minus Critics answenng
the question “Based on your visit, how
hkely 1s it that you would recommend the
following to a friend or colleague?”

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

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

Strategic report

Group net promoter score
17pts, up 5pts

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 littte better every day

What we measure.

Qur ‘Great place to work’ measure s
the percentage of colleagues who agree
or strangly agree with the statement

‘| would recommend Tesco as a great
place to work’

‘Great place to shop’ 1s a net promoter
score, answering the question *l would
recommend Tesco as a place to shop’

How we performed.

Qur ‘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 & great
place to work

Year-on-year. more colieagues 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 aflow us to source the best
quality products for our customers,

at the best prices

What we measure.

Our supplier satisfaction measure reflects
the percentage of suppliers across the
Group who responded positively when
asked “Overall how satisfied are you with
your experience of working with Tesco?”
n owr Supplier Viewpoint survey

How we performed.

Cveralt suppher satisfaction was 77 5%,
up 2 Bpts, the highest ever score
recorded for the Group

Through the year, the majority of our
individual measures on ways of working
with suppliers also improved, with
particularly strong improvements in
supplier ratings of communication

and feeling istened to

Group supplier satisfaction
77.5%, up 2.6pts

o

Alternative performance measures (APM}

Measures with this symbol 4 are defined in the Glossary section on pages 178 (o 181

Chart shows the movement in ‘Greal place Lo work’

+ I BE

Reported on a contmuing operations bas's lexcludes Turkey) Growth 1s at constant exchange rates on a comparable days besis
Reported on a continuing oparalians basis [excluges Turkey) Growth i5 at actual exchange rates

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

Sustained strong
performance.

This year, we have made broad-based progress across the Group
nclucing a further strong increase w profitability We grew sales by
11 5%. excluding VAT, excluding fuel, at actual exchange rates and
have now defivered three fuli years of safes growth Resufts this
year include the consolidation of Booker for 51 weeks since aur
merger cernpleted on 5 March 2018

“We have met or are about
1o meet the vast majority
of our turnaround goals
The second half margn
level puts us well within
the aspirational range

" Group operating profit before exceptional items and amortisation
we set four years ago

Alan Stewart
Chief Financial Officer

Group results 2018/19.

of acquired intangibles was up 34.0% to £2,206m. as we continue
to simplify the business and reduce costs, and we achieved a
second half operating margin of 3.96% (3 79% excluding Booker).
Qur statutory profit before tax increased to £2.153m including
£(53im of exceptional items and amortisation of acquired
intangibles We delivered a strong performance on net debt
lexcluding Tesco Bank} which was £(2 9bn, after £(7661m of

57 weeks ended Year-on-year Year-on-year T
23 Fetroory 2019 change change Booker cash consideration.
(Constent (Actual i A
©n  continumng 201718 exchonge  exchange we are continuing to focus on customer satisfaction, cash
operations basis 201819 irestated)® rates rates) profitabiity, free cash flow and earmings growth and are using
Group sales these measures to Inform our deaisions as we look to create
(exc. VAT, exc. fuel)® £56.883m £50,993m "1.3% 1.5% sustainable value for shareholders
Fuel £7.028m _ £6.500m 81% 8% Reflecting our continued improved performance and confidence in
Revenue ongoing cash generation. the Board has proposed the payment of
lexc. VAT, inc. fueh £63.91im £57,493m n.o% n.2% a 4.10 pence per share final dividend following on from the interim !
Group operating profit® £2.206m  £1,646m 33.5% 34.0% dividend of 1,67 pence per share This takes the total dvidend for
UK & RO} £1.537m  £1.059m 45 0% 451% the year to 5 77 pence per share, up 92.3% year on year
Central Europe £186m £119m 56 3% 56 3% Segmental it
Asm Clgem  £299m | 671% @3 egmental results.
Tesco Bank fio7m  £169m 6 6% 6.5% UK & ROI.
Include exceptional items Vear-ocr::::er Yeaw':;::::;
and amortsation of (Constant (Actual
acguired intangibles £(53Im £193m On a continuing exchange elchansfi
7718
Group statutory operations baus 2018/19 207/ rates) rates.
operating profit £2153m  £1,839m 16 7% 171% Sales
{exc. VAT, exc. fuel) £44,883m £38,656m 16 1% 18 1%
Group profit before tax -
before exceptional items Like-for-like sales . .
amorusation of acquired lexc. VAT. exc. fuel) 29% 23%
Intangibles. net pension Statutory revenue
finance costs and fair (exc. VAT, inc. fuel) £51,643m £44,914m
value remeasurements Revenue includes fuel £6,760m  £6.258m
of financial instruments £1.958m  £1.284m 52.5% Qperating profit
Group statutory before exceptional
profit before tax £1,674m £1,300m 28.8% items'™ £1,537m £1,059m 45.0% 45.1%
Diluted EPS before Operating profit
exceptienal items, margin befare
amortisation of acquired excepuonal tems® 298% 236% 62bps B2pps
mntangibles. net pension Statutory aperating
finance costs and far profit £1,535m  £1,205m
value remeasurements
of financial Instruments 15 40p 1150p 294% In the UK and the Republic of Ireland [ROI). like-for-like sales grew
Statutory diluted EPS 13.55p 12 ip by 2.9%, representing the third full year of growth. Tesco UK
Statutory basic EPS 13 65p 12.15p like-for-hke sales grew by 17% as we improved both our quaity and
Dividend per share 5.77p 3.00p 92.3% value perception We have completed the rollout of Gur range of
Capex® £11bn £1.1bh ‘e|ght new 'Exclus[vely at Tesco’ brands, such as ‘Ms Molly's” and
Net debt™ f2.9bn _ E1Z.6)bn Hearty Food Co.’. as part of the overali relaunch of 10,000
Own Brand products In the third quarter, as expected, we saw an
Cash generated from increase in customers trading into the outstanding value offered
retail operations™ £2.50n  £2.8bn & 8

i |ast year figures restated for Impact of IFRS 15 ‘Revenue from contracts with
customers’ Impacts include a £2m increase in revenue and operating profit
® Group sales exciude VAT and fuel. Sates growth shown on 3 comparable days basis

*  Excludes amortisabion of

and extiudes

size and nature i order to reflect Management’s view of undertying parformance

{including property buybacks! was £1 2bn (2017/18 £15bn)

Capex 15 shown excluding properly buybacks Statutory capial expenditure
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by wirtue of their

by these products The continuing success of ‘Exclusively at

“ Net debt retsil operating cash flow and retail free cash fiow exclude the impact of
Tesco Bank in order 10 prowmde further analysis of the retal cash flow statement

Net debt includes both continuing and discontinied operations

The definition end purpose of khe Group's aRernatrve performance measures which
includes like-for-kike sales, are defined on pages 178 to 187, A detailed analysis of
discontinued operations ¢an be found n Note 7



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

In general merchandise. we continue to focus on sustainable
categories that compiement the grocery shop We are driving
growth in those categories by differentiating cur offer For
example, cur Fox & vy and Go Cook ranges contributed to
like-for-like sales growth of 4 2% in our Home category Qur
clothung like-for-like 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 9 July, with our hke-fer-hke sales
performance removing the impact of this ciosure

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

growth with particutarly strong performance n our convenience
business, including One Stop, where we launched a further i00
Own Brand products, offering excellent qual:ity and value to
customers Our online grocery sales grew by 2 8% year-on-year
including our tiggest ever sales week at Christmas with nearly

51 million items delivered and 776,000 orders We have seena
strong response to the launch of Jack's - our new brand and store
format - with a net promoter score of 53% and very high levels of
customer awareness

Booker's Iike-for-like sales grew by 11.1% (10 8% excluding tobacco)
during the year, including & strong performance from symbol group
stores Sales growth in 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 Forces for Booker's
customers, with greater choice. lower prices and better quality

In RO, like-for-like sales grew by 1.3% In a compettive market.
we have continued to make good progress dunng the year,
growing volumes across all food categories.

UK & ROl operating profit before exceptional items and
amortisation of acquired intangibles was £1 537m, up 45 1%, with
operating margin growth of 62 basis points year-on-year During
the year, our cost savings programme progressed well and we
further simplified what we do and how we serve customers in
our store operations and in head office Qur strategic ambition
to mawmise the mix led to our focus on more sustainable general
merchandise categones. including ¢losing Tesco Direct in July
The operating toss retating to Tesco Direct was £(94)mn the
201718 financial year

UK & ROl operating profit also includes a benefit of £52m
relating to a change in Clubcard accounting estimates The
change follows a detailled review of our accounting treatment
ahead of the implementation of IFRS 15 and resuits in 2 more
precise match between the redemption value per point and
the historic issuance value

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

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

originally planned

Excluding Booker operating profit and synergies, UK & ROl operating
profit before exceptional items and amortisation of acquired
intangibles was up 19 2%, with margin expansion cf 38bps

Strategic report

Central Europe.

In Central Eurcpe. overall ike-for-like sales declined by (2 31%

A planned reduction of unprofitable general merchandise sales,
including a decision not to participate in Black Friday promotions,
impacted ke-for-like sales performance by (1 2)% for the full

year. In addition, changes to Sunday trading regutations in Poland
resulted in 25 fewer trading days 1n the year which, in addition to a
public holiday announced at short notice, impacted ike-for-like
sales in the region by (1 31%. Sunday trading regulations effective
from January 2019 mean that our stores in Poland are now only
able to open on the last Sunday of each month, compared with two
Sundays per month previcusly. In the secend 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 200819 2012/18 rates) rates}
Sales texc,
VAT, exc. fuel) £6,030m  £6.343m (4.51% {4.9}%
Like- for-like sales
lexc VAT exc fuel) 12 31% 0 3%
Statutory revenue
{exc. VAT, inc, fuel) £6,298m  £6,585m
Revenue includes fuet £268m £242m
Operating
profit before
axceptional items £186m £119m 56.3% 56.3%
Operating profit
margin before
exceptional items 295% 181% 113bps 115bps
Statutory operating
profit £232m £212m

Central Europe operating profit before exceptional items was
£186m, up 56 3% year-on-yeer at actual exchange rates We are
impraoving the guality of cur business by focusing on more sustamnable
product categories and reducing less profitable ranges, such as
electricals In addition. operating costs are being reduced across
the region as we simplify 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-year Year-on-year
change change
{Constant {Actuat
On & continuing exchange exchange
operations basis 201819 2007718 rates) rates}
Sales lexc.
VAT, exc. fuel]
Like-for-like sales
{exc VAT, exc fuel) 6 2% {10 0)%
Statutory revenue
{exc. VAT, inc. fuel) £4,873m  £4,94Im
Revenue includes: fuel - -
Operating
profit before
axcaptional items £286m
Operating profit
margin before
excephional items 581% B 04% (17}bps 17lbps
Statutory operating
profit £219m £277m

£4,873m  £4,947m (4.9% 1.6)%

£299m 16 1% (4 3k
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Financial review continued

Qveralllike-for-like 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 rmpact of (1 2i% from 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 \nvestment and reposttioning of promotionat
investment in Thailand Performance improved significantly durning
the second hatf as we successfully concluded renegotiations with
our suppliers and accelerated plans to restructure our store and
office operations in Thalland As a result, we have been able to
recover our gperating margin more fully and quickly than we had
anticipated at the half-year stage

Tesco Bank,

Year-on-year

2018/%9 201118 change
Revenue £1,097m £1,047m 4.7%
Operating profit before
exceptional items £197m £169m 16.6%
Statutory operating profit E£167m £145m 15.2%
Lending to customers €12.426m £1,522m 7.8%
Customer deposits £10.465m £9 245m 13 2%
Netinterest margin 38% 39% 01%
Risk asset ratio 18 4% 19 4% {1 0%

Tesco Bank has continued to focus on delvering a positive
experience for gur banking and insurance customers. We have
made significant improvements to the online credit card journey
and relaunched a Banking app, making it easier for customers to
self-serve. In a difficult 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 £197m, including strong retail banking performance
with both cards and loans continuing to perform well The insurance
contributian has fallen year-on-year, impacted by competitive
market conditions, albeit partly offset by a £13m one-off benefit
relating to upfront recognition of Insurance renewals following a
Contact renewal with our third party insurance provider Exceptional
items of £(30)m relating to Tesco Bank include a payment of £(16im
inrelation to a settlement agreed with the Financial Conduct
Autharity {FCA) following an online fraudulent attack on Tesco Bank
in November 2016 and a Payment Protection Insurance (PFI) charge
of £116)m recognised in the year. On an underlying bass the
cost-to-income ratio has improved 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 1 8%). The balance sheet remains strong and well positioned
to support future lending growth from both a liquidity and capital
perspective with a risk asset ratio of 18 4%.

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

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

Restructuring and redundancy costs of £(220)m relate to the
simplification of our business and working practices across the
Group These include charges of E{38)mncurred as a result of
the closure of our loss-making onling general merchandise
business. Tesco Direct.

Proviston for customer redress of £(16)m relating to Tesco Bank,
reflects additional costs In respect of PPl as a result of higher claim
rates than previously estimated. PPl compensation claims must be
made before the deadiine of 29 August 2019

2008/19 2007/18
Net restructuring and redundancy costs £(220)m £(102)m
Provision for customer redress £U6)m £{24)m
FCA obligations £E3m £25m
Property transactions £105m £79m
Tesco Bank FCA charge E{16)m -
Booker integration costs £(15)m -
Release of provision relating to
HMRC VAT appeal £176m -
Guaranteed mimmum pensions (GMP)
equalisation £143Im -
Net impairment reversal of non-current
assets and onerous [ease provision £10m £53m
Sale of Lazada £7m £124m
Disposal of opticians business - £39m
Total exceptional items in statutory
operating profit £25m £193m
Armortisation of acquired intangible assets £(78Im -
Total exceptional items and amortisation
of acquired intangibles in statutory
operating profit £(53)m £193m

There is an exceptional credit of £37min relation to the Sharehoider
Compensation Scheme which cornprises a provision release of EI7m
as we have now processed all cutstanding ciaims and an insurance
recovery of £20m.

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

We have incurred a charge of £(16)m relating to a settlement
payment agreed with the FCA following an online fraudulent attack
on Tesco Bank in November 2016

Booker integration costs of £(15)m relate to costs incurred n
integrating Boaker within the Tesco Group. mainly focused on
ahgning distribution networks and operating ptatforms

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

Following a recent High Court ruling on equalisation of guaranteed
mirmum pensions {GMF), we have recognised a £{43)m non-cash
charge in respect of the Group's defined benefit pension hability



Net impairment reversal of non-current assets and onerous lease
provision totals £10m This includes 8 net reversal of E63m in property,
plant and equipment, a charge of £(14)m in software and intangible
assets and a net charge of £144)m in onerous property provisions

Amortisation of acquired intangible assets is excluded from our
headline performance measures Our combination with Booker
resulted in the recognition of goodwill of £3,093m and a £755m
intangibte asset, drving amortisation of acquired intangible assets
of £{78)m for the full year

The net effect of exceptional items and acquired mtangibies
amortisation on operating profit during the year was £(53)m.
This compares to a 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.

Cur share of post-tax profits from joint ventures and assaciaies
before exceptional items was £24m, an increase of £30m year-on-
year due to a further reduction in losses recognised N Gain Land,
our associate m China An exceptionat gain of £1vm was also
recogrised on our share of profits from a mall disposal in Gain Land

Finance income and costs.,
2018/19 201718

Interest payable on mediumn-term notes
loans and bonds £(296Im £(363Im

Interest recewable on assoctated derivatives £18m £3Im

Net interest on mediwm-term notes,

Strategic report

Group tax.
Tax on Group profit before exceptional items and amortisation
of acquired intangibles was £(413)m.

The effective tax rate on profit betore exceptionat stems and
amortisation of acquired intangitles for the year 15 24 1% This
tax rate 15 higher than the UK statutory rate, pnimarily due to the
impact of the 8% supplementary tax surcharge an bank profits
and depreciation of assets that do not qualify for tax rehef

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

expect the effective tax rate to reduce to around 20% in the
medium-term The effective tax rate on profit before exceptional
itemns for the 2019/20 financial year 1s expected to 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 paidin the
year was £370m (up £1894m year-on-year} including £232m of
corporate tax paid in the UK {up E157m year-on-year) Thisincrease
principally reflects cur improved profitability ang the benefit jast
vear from utilising remairing UK tax losses.

Earnings per share {on a continuing operations basis).

Qur diluted earnings per share before exceptional stems,
amortisation of acquired intangibles, net pension finance costs
and fair value remeasurements of financial Instruments was 15.40p,
29 4% higher year-an-year principally due to our stronger profit
performance Statutory basic earnings per share from continuing

loans and bonds Hz3gim  £332m operations were 13 B5p, 12 3% higher year-on-year.

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

Other hinance charges and interest payabie £(57Im E(70Im Summary of total indebtedness.

Capitalised interest £im £2m 2018719 201279 Movement
Net finance cost before exceptional charges, Net debt lexcludes Tesco Bank) E(Z B6J)m  £(2.625)m £{238Im
net pension finance costs and fair value Discounted operating lease

remeasurements of financia! instruments £(272}m £{356)m commitments £(6 099m  £(6.93)m £(68)m
Fair value remeasurements of financiat Pension deficit. IAS 19 basis

instruments £N53)m £23m {post-tax) £(2 338)m  £(2.728)m £380m
Net pension finance costs £189Im £0162im Total indebtedness £012,200)m E(12,284)im £84m
Exceptional charge - translation of

Korea proceeds - £138im Overali, total ndebtedness has decreased by £84m year-on-year,
Net finance costs £514lm _ £(533Im Retail net debt increased by £10 2ibn 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 £[272)m This improvement

was mainly griven by a lower level of gross debt We saw a £94m
reduction In net interest on medium-term notes leans and bonds
from £{332)m to £(23B)m as a resuit of debt matunties and bond
tenders We undertook two bond tenders during the year which
reduced interest payable by £34m and we expect an annualised
benefit of £52m.

Net finance costs of £(514lm were £19m lower year-on-year
within net finance costs, fair value remeasurements includes
£{121)m relating to the prermwum paid on the repurchase of
long-dated bonds Net pension finance costs decreased by £73m
year-on-year to £(85)m driven by a lower opening pension deficit,
partly offset by a higher discount rate For 2019/20. net pension
finance costs are expected to decrease to ¢.£(72Im

Last year, an exceptional loss of £(38)m arose on the translation of
the proceeds from the sale of our Homeplus business in Korea This
translation effect did not represent an economic ¢ost to the Group

outflow of £(0 8)bn relating to our combination with Booker
Discounted operating lease commitments ncreased by £(68)m,
inciuding the consclidatian of £(0 4lbn Booker [ease commitments

On 13 September 2018, we exercised our option to buy back the
50% equity holding in the Tesco Atrato Limited Partnership neld
by our property joint venture partner The acguisition is scheculed
to complete In September 2019, and will lead 1o a reduction in
discounted lease commitments of £400m (undiscounted £790my),
and consohdation of the debt held by the joint venture

On an 1A8 19 basis. our pensicn deficit (net of deferred tax) has
reduced from £2.7bn last year to £2 3bn at the end of the
current year. The movement during the year is primarity
attributable to continued deficit contributions in addition

to strong asset performance

Qui key Lredil roelrics, which are fixed charge cover and total
indebtedness/EBITDAR, have further improved since the end
of the last financial yeer, from 2 7to 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
impravement in cash profitabihty offset by a c £1490im working
capital timing impact year-on-year. driven by two factors

First. this year’'s working capita) net outflow of £(312)m includes
payments of £(139lm which were delayed from the last financial year
following the fallure of a key supplier (Palmer & Harvey) Together
with the corresponding benefit in [ast year's working capital net
inflow, this creates a £(278)m year-on-year timing impact

Second, a further £(210Im impact within working capital relates to
decisions made in the second half of 2018/19 The most significant
of these relates to a decision to defay the implementation of a new
general ledger system in the UK & ROI by a few months, which
resulted in some receipts being postponed nto the beginning of the
2019/20 financial year In addition, we chose to deprionitise some
angong working capital initiatives in order to safeguard avalabihity
and service levels for customers at a time of politicat uncertainty

2018/19 2017/18
Operating profit before exceptional items
and amortisation of acquired intangibles £.2,206m £1,646m
Less. Tesco Bank operating profit before
exceptional items £(197Im £0169)m
Retail operating profit from continuing
aperations before exceptional items and
amortisation of acquired intangibles £2.009m £1,477m
Add back' Depreciation and amortisation £1.214m £1212m

Other reconciing items £94m £28m

Pension deficit contribution £(266}m £(245im
Underiyng increase)/decrease n working capitat £LUN2Im £493m
Retail cash ganerated from operations
before exceptional items £2,738m £2,965m
Exceptional cash items £1237Im £092)m
Relating to prior yeors-
- Shareholder Compensation Scheme
Payments and SFO Fine £{43)m £{149)m
- Utihsation of onerous lease provisions £(81m E(S2m
- Restructuring payments £(60Im £(53)m
Reloting to current year:

- Restruciuring payments £(68Im E{67Im
Other £15m £189m
Retail operating cash flow £2,502m £2,773m
Cash capex £01.126)m  £01.190)m
Netinterest £0283Im £(297Im
Tax £(302)m £130m
Property proceads £285m £253m
Property purchases - store buybacks £0126Im £(333Im
Market purchases of shares (net of proceeds] £(146lm £1im

Acquisitions & disposals and dividends received E{635Im £362m
Add back: Booker acquisition costs fincluded in

Acquisition & gisposals abovel™ £747m -

Retall free cash flow™ £906m £1,386m

@ The cost of major acquisitions and disposals are removed from the Group s definiion
of free cash flow

™ Retall free cash flow includes £146m market purchases of shares (ret of proceeds) in
relation to share schemes Last year's retsll free cash flow has been restated by £1im
o reflect this
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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 £{146)m relating to the market
purchase of shares The market purchase follows our comritment
to offset any dilution from the issuance of new shares to satisfy
the requirements of share schemes We expect to utilse a similar
amount of cash in future years in 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 Shareholder Compensation Scheme
which have now been processed

Exceptional cash items alsoinclude the utilisation of £{81)m of our
exceptional onerous lease provision in the year, of which £(23)m
related to one-off costs to surrender leases and £158dm related
to ongomg lease agreements.

we reduced cash capital expenditure by 5 3% year-on-year to
£(1 1}bn reflecting our disciplined approach to capital investrment

in net cash mterest. the benefit of lower nterest 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 annua! coupon payment on this bond was
made In this financial year

Retail cash tax paid in the year was £(302)m, higher than last year
reflecting ocur improved profitability and the benefit last year from
utilising remaining UK tax losses.

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

Capital expenditure.

2018/19 2007718
UK & RQI £709m £676m
Ceniral Europe £130m £133m
Asia £235m £239m
Tesco Bank £31m £50m
Group £1,905m  £1,098m

Capital expenditure shown jn the table above reflects expenditure
on ongoing business activities across the Group. Our capital
expenditure for the year was £1.1bn, a similar level to last year and
lower than we originally anticipated for this year as we continue to
exercise disciphng in our investment decisions Inthe UK & ROL,
spend was focused on mantaining and refresting our stores,
alongside convenignce store aopenings 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 an repurposing
our exisung store estate and in Asia, spend primarily related to
our new store opening programme in Thailand Going forward. we
expect cur annual capital expenditure to remam within a range of
£1.1bn to £1 4bn

Statutary capital expenciture of £1.2bn includes £136m relating to
the three UK property buybacks

We reduced the total amount of retailing selling space across the
Group by Just under 17 million square feet in the year, Across
Central Europe and Asia, Our repurposing programme has



contributed a net reduction of 10 million square feet In Central
Europe, we have repurposed 669.000 square feet across 14 stores,
partnering with H&M, Reserved, Decathion and Rossman In Asia,
we have repurposed 26 stores, mainly in Thailand where we have
partnered with Mr.DIY home improvement and additional leisure
partners including cinemas and play centres

In the UK & ROI, we opened 24 new stores in the period, including
13 in our convenience formats in the UK and eight Jack’s stores
We closed a further 20 stores in the UK. including two Booker
stores Our net reduction of 66 stores in Ceniral Europe during
the year was driven primarily by the closure of 62 stores in Poland
In Asia, we opened 72 steres including 70 in Thailand, principally in
our convermence format We closed a further 56 stores in Thalland
as we optimise Gur convenience store network

Property.

The estimated market value of our fully owned property has
increased by £0 6bn to £21 3bn, with £0.2bn of this iIncrease
resulting from our merger with Booker The market value of £21 3bn
represents a surplus of £2 7bn over the net book value INBV)

Qur Group freehotd property ownership percentage. by value, has
remained stable at 58% year-on-year. In addition to an increase 1n
market value of existing properties. we regained ownership of three
stores in the UK This was offset by the impact of consohdating
Booker's 183 leasehold properties The repurchase of the three UK
stores will result in an annualised rental saving of £7m We continue
to seek opportunities to further reduce our exposure to index-linked
and fixed-uphift rent mnflation where the economics are attracuive

Dividend.

Reflecting the continued improvemernt in the business and cur

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

dividend of 4 10 pence per ordinary share. This takes the total
“dvidend for the year to 5 77 pence per ordinary 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 didend cover level of around two umes
earnings {on 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 aroung 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 Aprit 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 shareholders who are on

the register of members at close of business on 17 May 2019 ithe
Record Date) Shareho!ders may elect to reinvest their dwidend in
the Dividend Reinvestment Plan (DRIP) The last date for receipt of
DRIP elections and revocations will be 31 May 2019

Looking ahead.

We are confident that we will meet the remaining goals in our
turnaround plan in 2018/20 and deliver a level of profitability
(pre-IFRS 16 and excluding Booker} within the 3 5%-4 0%
margin range

Whilst the market remaing uncertam, our performance to

date 15 strong. leaving 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 1s introducing IFRS 16, the new financial reporting
standard an 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 [t does however have a significant impact on

the way the assets. liabilities and the iIncorne statement

for the Group are presented, as well as the classification
of cash flows relating to lease contracts.

The Group wilt adopt the standard fully retrospectively
Detall on the impact of IFRS 168 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 ambitions Tesco has shared with the market

We are continung to focus on customer satisfaction, cash
profitabiity. free cash flow and earnings growth and are using
these measures to inform our decisions as we look Lo create
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 dividend cover fevel of around two times earrungs 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 fon a post-IFRS 16 basis).

a—

Alan Stewart
Chief Financiat Officer
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Little Heips 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 a desire to do the right thing We believe we can make
a positive contribution to our colleagues, customers and communities through small act:ons that can add up to make a big ¢ifference
One of our values, 'Every hittle help makes a big difference’. inspired our Little Helps Plan, which we faunched two years ago ltamsto
pull together all of our etforts and refocus our actvities on the social and environmental challenges that matter most to our customers,
colleagues, suppliers and stakeholders,

Every week we serve nearly B0 million customers across eight countries and they tell us they want us to provide affordable, healthy,

sustainable products, They also want us to look after our colleagues and the communibes where we opergte We have histened to ther
views, and identified three pillars where we cou'd make the biggest difference our people, our products and our places

Underpinning these pillars are areas where we are committed to doing the right thing These inciude important 1ssues such as health
and safety, cyber security and anti-bribery. We call these our foundations, as they are the bedrock of a responsible business and sre
fundamental to the way we operate.

For more information on how we identified the piflars, visit www.tescoplc.com/materiality.

People.

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

82%
Colleagues agree that they are able
to work flexibly around their iife

17,156

Colleagues have received manager
development training

Products.

To help provide affordable,
healthy, sustalnable
products for all.

Qur Products pillar covers our work

Places.

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

on health, sourcing, packagmng and

food waste.

12%

Cost savings of
our ‘helpful ittie
swaps' basket
UK September
health event)

2,914

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

77.5% 29,819

Supplier Local projects or causes supported
satisfaction .

{Supplier 62.7 million

View point) Meals donated through food surplus

redistribution programmes
o,
81%
Towards reaching
our target that
no food safe
for human
consumption will
go to waste {UK)

Foundations.

Cyber security | Product safety | Health and safety | Governance and ethics | Climate change
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Embedding the Little Helps Plan.

The Little Helps Plan s integral 10 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 to hfe the meaning behind our vatue ‘Every little help makes
a big difference’ and build a differentiated brand Cur 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 {nal cutting edge technologies to
help our customers recycle more The Plan is also delivering real
reductions in operating costs, such as through our work to reduce
our carbon footprint Qur investment in energy efficiency between
2015/16 and 2017/18 has delivered £37m in savings to date

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

Strategic report

Governance.

We have a robust governance framework in place to support us

in delivenng the Little Helps Plan and integrating it into our business
strategy This establishes clear responsibility and accountabinty for
our performance, and ensures effective decision-making

Implementation beging in the UK, We then share learnings
with our internationat markets to enable them to develop
country-specific plans

Each piliar of the Plan s owned by a director within the relevant
business function These owners, In each country or region are
responsible for the day-to-day delivery of the Plan as well as
tracking progress against the relevant KPls Each country or region
has developed a three-year roadmap which is reviewed annuaily,
with key pricrives and deliverables s&t sut for the year ahead

Qur Corporate Responsibility Committee [CRC) s responsible
for ensuring the Board devotes sufficient attention to corporate
respansibibity in s widest sense. The Committee has beenon

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

including progress against our KPIs, visit

To download the Istest Little Helps Plan report,
www.tescoplc.com/littiehelpsplan

staktﬁ::lec?ef-g and Identify material Establish targets Embed in Mohitor

assess trends issues and measurement business plans progress
Annual research Little Helps Plan Priorlty actions Three-year roadmaps Progress reviewed by
with consumers, launched October identified for developed for Executive committee
Influencers, 2017 with three key each pillar each market bi-annually and
colleagues and pillars: People, 35 KPis establishad K g Corporate

ey initiatives

suppliers Products and Places and data published incorporated gz:;':::::?: ree
Review data from November 2018 into annual tim ar
our business business plans 65 8 ye

Our relationships.

We cannot achieve cur ambitions glone Cur relationships with our
suppilers and expert partners are fundamental to the success of
both our business and our iImplementation of the Little Helps Plan
For example, our Sustainable Farming Groups are essential in
helping to secure the future of farming and building long-term
relationships with cur farmers This year, we have established

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

some of the enwronmental challenges we cannot address alone
Qur cverall goal s to halve the envirenmental impact 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 hving to customers and colleagues

In line with UN Global Compact guidance, we have
@ i1dentified which of the UN Sustainable Development

Goals (SDGs} are particularly relevant to us
See www.tescoplc.com/sdgs for more information

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

on how our strategy supports the SDGs

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

People.

A place to get on.

Cur people make our business and we ensure Tesco 1s 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 skills are increasingly important across our business, so
we are working with the Makers Academy to offer colleagues
opportunities to retrain as software development engineers

We are also trarming over 50 digital champions in our UK
distribution centres to coach colleagues on practical digital skilis
and aim Lo start rolling this programme out to stores by the end
of the year. 17156 line managers have already attended our new
manager training programme which covers how to support their
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 to Work programme has provided traning and wark
placements for 629 unemployed young people and. through our
partnershup with the Prince's Trust and IGD, we have already
helped over 6,500 school chitldren develop employment skills.

QOur Business Service Centre in Bengaluru, India, has hefped to
open a new Career Development Centre for young people,
offering mine vocational courses on areas such as digital iteracy.

Gender diversity split 2018/19

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

Earher this year we conducted the UK's largest ever workplace
health survey, with our charity partners Cancer Research UK,
Diabetes UK and the 8British Heart Foundation. B.000 colleagues
responded to the survey and it helped us identify new ways to
support cclieagues to five healthier ives. such as introducing

a discounted gym pass

We want everyone to feel welcome and B4% of colleagues globally
tell us there is an inclusive cuiture at Tesco Qur five established
UK colleague networks play 3 big part in helping colleagues find
support and mentoring Our ambition for 2019/20 is to support our
other markets to roll out networks relevant for thewr colleagues

We are members of the 30% Club and 31% of our Board is female
Inthe UK, we introduced a targeted career development community,
which supported 80 talented fermnaie colleagues to drive therr own
career. build their 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 9 69% 4 3%
Serior managers - Directors 394 7% 18 23%
Senior managers - Directors and managers 2,941 83% 1,761 ar%
Al employees 199,133 44% 255,286 56%
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Products.

We believe that healthy. sustainable products shoutd be affordable
for everyone regardless of their budget This ambition guides our
actlons on heatth. sourcing, packaging and tocd waste.

A healthier place to work and shop.

Seven out of ten farilies say supermarkets should do more to
help people make healthier choices, such as by making healthier
alternatives more affordable and enjoyabile

By gradually adjusting our products over a number of years, taking
out a iittle fat, sugar and sait, or agding more vegetables or fibre,
our customers can still buy their favounte foeds every week while
being a hittle healthuer

In the UK over a third of cur frezen and chilled ready meals now
contain at least | of your 5 aday In Thailand we are the first retaller
to bring all our Own Brand soft drinks below 6g of sugar per 100m|
and we have removed trans fats from all Tesco bakery items.

To encourage customers 1o discover and try healthier alternatives
that contan 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 little
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 a
health ambassador To help colleagues and customers cook from
scrateh, he also created a senes of healthier recipes and tips

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

by reducing the costs of the man ingredients to encourage
people to try them

Sourcing with care.

Food production has a significant impact on our ptanet’s natural
rescurces It also affects milions of ivelihoods 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 supphers and producers
to make sure that, as well as great quality, we offer the same
ethical and environmental standards, across all our product ranges,
at affordatle prices

Strateglc report

Wwe have joined forces with WWF to make 1t easter for customers

10 buy affordable, healthy, sustanable food Together. we will focus
on helping customers eat more sustainably. restorng nature in
food production and leading the faod industry in eliminating food
and packaging waste

One of the environments where we can make the biggest
difference 1s forests. Global demand for food is putting significant
pressure on these wvital ecosystems. We have committed to
achieving zero-net deforestation in our sourcing of agricultural
raw matenals by 2020, For Tesco, the most important of these
materials 18 soy. 8 key ingredient in animal feed

We have taken a lead in the food industry in developing and
implementing a soy sourcing programme that wifl ensure inthe
future 100% of the soy our suppliers 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
Roundtatile on Sustainable Palm Qil We are also working towards
alt paper/wood used in our UK Own Brand products being certified
by the Forest Stewardship Council or Programme for the
Endorsement of Forest Certification, or commng from a

recycled source. We are 87% of the way there

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

Forced labour: Over 200 UK colleagues have received training
1o help thern tackie modern day slavery risks in supply chains
and our own opearations

Gender equality: We have signed up to the UN's wWomen'’s
Empowerment Principles and our partnership with the Ethical
Tea Partnership and UNICEF in Assam has helped equip 35.000
adolescent giris with the knowledge and life skills to reduce their
vuinerability to abuse and expicitation

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

worker representation: We are members of the *ACT'
agreement between global brands. retailers and trade unons
to achieve ving wages for garment workers through collective
bargaining at industry tevel
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Little Helps Plan continued

Creating a closed loop for packaging.

To make efficient use of valuable resources, and minimise
environmental impact, we are commiited to ensuring we never
use more packaging thanis needed and what we do use s from
sustainable sources and can go on to be reused or recycled

Qur ambition is to create a closed lkoop for packaging across ourdlJK
aperations, mearing no packaging will go to waste To achieve this,
government. industry and consumers all need to play a role and the
UK recychng infrastructure has to be reformed For our part, we
have set three strategic prionties simplhfying 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 packaging by the end of 2019 Thanks to the support of our
suppliers, we are now over 60% towards meeting our commitment

2,914 tonnes

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

we are extending our approach and learnings to other markets In
Central Europe we have developed a taiiored list of hard to recycle
materials, taking into consideration local recycing infrastructure,
and are warking with supphers there to elminate these In Thaiand
we have switched to recyclable thermoform plastic for our fresh
meat and fruit-to-go products, reducing plastic waste by 12%.

We are trialiing a reverse vending scheme for plastic bottles in the
UK and in Thailand. testing different rewards - such as vouchers
and charity donations - to enccurage people to get invalved. We
also have collection points in our large UK stores where customers
can recycle plastic bags and polyethylene films that are not always
accepted through kerbside collections, and are tnialling a collection
scheme in 10 stores for all bags. pouches, films and crisp packets
to test a new recychng 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
commutted to helping halve food waste, from farm to fork, by 2030

Thus1s in ine with the UN Sustainable Development Goal target
12.3. Qur Group Chief Executive Dave Lewis. chairs a coaltion of
teaders from government, business, international organisations,
research institutions, and civil society, called Champions 12 3.
whose purpose is to encourage countries and food businesses
giobally to set targets, measure and publish therr data, and act on
the insights to tackle food waste.

We were the first UK retailler to publish our food waste data and
update it every year This was followed by our businesses in 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 targest 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 customers

Qur target 1s that no food that is safe for human consumption Is
wasted in our UK business, Over the last two years, as a result of
our efforts, and in partnership with charities, we have reached
817%™ 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 charnties
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In the past year we have donated surplus food equivalent to

62 7 milkon meals, across the UK, Ireland, Central Europe and Asia
to local charities and community groups All Tesco stores in the UK,
Ireland and Malaysia offer surplus food as well as 747 stores m
Central Europe and 40 stores in Thalland We have also introduced
‘colleague shops’ in all our UK stores to help tackle food waste
Here we offer surplus food. not taken by local chanties. to
colleagues free of charge Any remaining suitable bakery and
produce is sent to arimail feed These combined initiatives have
resulted in a 51% reduction in food safe for human consumption
going to 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 suppliers
and helping customers reduce food waste in therr homes, One
example of this 15 that we have removed "best before' dates from
over 180 fruit and vegetable lines to help prevent perfectly edible
itermns being thrown away too early
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UK.

Food surplus (food not sold Total food surplus Food surplus safe for - In 2018/19, 8,937.974 tonnes
to customers) as a percentage  redistributed {tonnes) human consumption sent of food sold in the UK generated
of totaf sales for energy recovery {tonnes)  77.184 tonnes of surplus (0.78%)
- 32,887 tonnes of surplus was
A 63% v 51 % redistributed through donations
to chanty, colieagues or animal
feed, an increase of 63%
compared with last year
- 51% decrease in food safe for
human consumption sent for
energy recovery
- Total food waste in 2018/19 was
44,2G7° tonnes (0 45%° of sales)
This represents a 7% decrease
compared to lest yvear and an
B% decrease compared to our
Ireland.® baseling year 2013/14
Food surplus (food not sold Total food surplus Food surpius safe for - In 2018/18. 581.659 tonnes of
to customers) as a percentage  redistributed (tonnes} human consumption sent food sold in Ireland generated
of total sales for energy recovery (tonnes} 7.176 tonnes of surplus (1 23%)
- 865 tonnes of surplus was
*11% v7% redistributed through donations
to charity, a decrease of 11%
compared with last year
7% decrease in faod safe for
human consumption sent for
energy recovery
- Total food waste in 2018/19 was
£.312° tonnes (1 09%° of sales)
This represents an 8% decrease
compared to last year and a8 6%
increase compared to our
basehne year 2016/17

Central Europe.

Food surplus (food not seld Total food surplus Food surplus safe for - In 2018/19, 3.110,167 tornes of food
to customers} as a percentage  redistributed (tonnes) human consumption sent sold in Central Europe generated
of total sales for disposal (tonnes) 49,132 tonnes of surplus (158%)
- 20.469 tonnes of surplus was
a51% v38% redistributed through donations

1o charity or ammal feed, an
increase of 51% compared
with fast year

- 38% decrease In food safe for
human ¢onsumption dispesed of

- Total food waste in 2018/19 was
28 6637 tonnes (0 92%° of sales)
This represents 2 25% decrease
compared to last year and a 47%
decrease compared to our
baseline year 2016/17

Booker.

Booker reported on food waste for the first ime i 2018. For 2018/19, Booker's reperting period 1s 51 weeks as we ahign our financial
years and total fooq waste for this period was 2,867° tonnes This 1s equivalent to 0 16%° of sales and has decreased from 0 17% last
year Donations to chanty have increased by $2% from 383 tonnes last year to 584 tennes in 2018/19

@ For more information on food surplus and waste data from
our Booker busmess, visit www.tescoplc.com/bookerfoodwaste

Method statements for each business are available at www tescoplc com/foodwastefiguras

°  KPMG LLP was engaged to provide independent imited assurance over the selected food waste data highbghted i this report with a & using the assurance standard ISAE 3000 KPMG has
153ued an unquahfied opinion over the selected data KPMG's full assurance statement is available at www tescoplc com/foodwastefipures

* Based on a four-week period (February 2019

™ 2017/18 figures for Ireland have been restated Please see method statement for further detans at www tescopk com/foodwastefigures
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Little Helps Plan continued

Places.

Supporting our communities.

Every week we serve nearly B0 million customers. an over 6,000
communities around the world We are proud of the contrnibution
we make through the [0bs we provide, the businesses we work
with and the local causes we support.

In 2018 we published an independent report - Value in Your Town

- 1o learn more about the socio-economic contribution we make
to our communities In the UK and understand how we could better
support them In 2016/17 alone. we contributed an estimated

£37 3bn (gross vaiue addeq] to the UK economy

We support causes and help address 1ssues that colleagues and
customers care about locally, such as food poverty Wherever we
operate, we work closely with food banks and local charities to help
feed people in need inlocal communities

Toincrease 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 receive from Tesco Over 1.000 cooks
will be given traning and nutritious recipes. specially designed
by Jarmwe Ohver and Tesco's foad experts. We hope ta expand
the scheme to a train-the-trainer model. benefiting a further
5.000 community cooks
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Another way we SUppPOort commurities s through our
community grant programmes in the UK, Irefand
and Central Europe

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

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

Similarly, our Community Fund imtiative in Ireland has
donated €3.7m to support over 13.000 selected local projects
For example, the Ballincollig Gymnastics Club in Cork has
been able to buy a new fully sprung floor for the gym thanks
to a donation fram Tesco

Since the You Choose, We Help programme began in Central
Europe, aver 3,000 community groups have benefited To offer
further help 1o our causes in Central Europe. we trialled a
volunteering scheme with Colleagues at 40 stores, The programme
1s now being rolled out across the region with colieagues being
encouraged to volunteer, duning work hours, at the local
orgarisations supported through You Choose. We Help




Foundations.

Our Foundations are the things we take care of behind the scenes.
©on an ongoing basis, to make sure we remain a responsidle. ethical
business. They help us manage important evolving risks facing our
business, from product safety to data security to health and safety
For nfarmation 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
their role Thisinctudes iImportant legal obligations and the polic:es
that guide our conduct. It alsc lets colleagues know about
Protector Line, a completely independent support service where
they can raise concerns anonymeusly and confidentiatly in October
2018, we updated our Code of Business Conduct to refiect changes
to the law, owr business and wider society that have taken place
since the Code was written in 2015, We also set out clearer
expectations about 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

roles along with store and distribution managers, are required

to make an annual declaration of comphance In 2019 more

than 26.000 colleagues did so

Climate change.

We have a longstanding commitment to tackhng chmate 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 Cimate Agreement
We have also committed to source 100% of our electricity from
renewable sources by 2030 In 2018/19 58% of our electricity,
across the Group. was sourced this way.,

Qur carboen footprint is caiculated according to the Greenhouse
Gas Protocel and our net carbon foatprint in 2018/19 was

3 3 million tonnes of CO,e For our own operations’ absotute
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 a low-carbon economy

in November 2018 we announced the development of the largest
UK retail electric vehicle charging network In conjunction with
Valkswagen. we will roll out over 2.400 EV charging bays across
600 Tesco stores within the next three years.

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

(TCFD) we are working te consider the impacts that climate change
may have on our business For more information see page 177

Greenhouse gas emissions.
Global tonnes of CO,e

Base year

201B/19 200718 2015/16

Scope 1 1.328 543 141,758 1,388,168
Scope 2%

1045760° 20268 2.053703
1.831.835° 2137 206 2.609.883

Markei-based method
Location-based method
Scope 1and 2 carbon intensity
(kg CO,e/5q ft of stores and DCs) 20.83 2272 29 57
Scope 3 913 802" 1.008.992 1129342
Total gross emissions 3,288.104° 3.623.369 4 572 B32

CO,e from renewable energy

exported to the grid 593" 1,134 1513
Total net emessions 3.287.512° 3.622.235 4.571.319
Qverall net carben intensity

({totat net emissions kg COye/sq ft
of steres and DCs) 28 847 33 48 39.27

*  KPMG LLP was engaged to provide independent limited assurance over the selected
greenhouse gas emissions data highlighted in this report with a = using the assurance
standards ISAE 3000 and 3410 KPMG has issued an unqualified opliion over the selected
data KPMG's full assurance statement (s avallable at- www tescoplc com/carbonfigures

W This year we re-baselined our carbon 1o incluge Booker and Booker carbomn
emissions are inctuded in all figures reported.

= Our method statement 15 available at www tescoplc.com/carbonmethog Tesco uses
the market~based method (or calculating scope 2 emisstons for our total ermissions Lo
sccount for our efforts in generating and purchasing low-carbon energy The location-
based method 1s provided for disclosure only 2nd all Intensity. net and gross emissions
shown are calculated using scope 2 market-based methad

Far more infarmation about our Foundations
visit www.tescoplc.com/foundations.

Non-financial reporting statement.

This Littie Helps Plan section of the Annual Report contains a wide range of non-financial information about employees. environmental and social matters - from
human rights to food waste Our full Liitle Helps Plan repart 15 avatlabie on our website www tescoplc com/littlehelpsplan and expands on this mformation As
required under the new non-financial reporting requirements. the table betow sets out where more information on non-financial matters can be found within the
rest of the Annual Report and also on our website The due diligence carned out for each policy 1s contained within each respective policy’s documentation

Page
Business model Six strategic drivers 14-15
Business madel and KPIs 12-17
Principal risks and uncertantues 32-37
Environmental matters Principal risks and uncertainties. Responsible sourcing and supply chain as
Principal risks and uncertainuies Political, regulatory ang compliance 34
Detalls of our approach 10 protecting the environment in supply chains can be found on our website
Employees Principal risks and uncertainties health and safety. people 35
Chairman’s letter- culture, diversity and inclusion 38
Directors’' report employment policies 80
Stakeholder engagement our purpose, culture and values 52
Soclal matters Principal nsks and uncertamtes Brext 36
Information about how we do business including our approach 10 tax can be found on our webstie
Directors’ report Grocernes Supply Code of Practice 81
Respect for human rights Principal nisks and uncertamties Responsible sourcing and supply chain 35
Details of our policy as well as our approach to protecting human rights. can be found on our website
Anti-carruption and antl-bribery Directors’ report: Modern Slavery Act. anti-corruption and anti-bribery matters 82

matters, health and safety

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

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 estabiished risk management process to identify,
assess and monitor the principal risks that we face as a business
We have performed a robust review of the risks that we believe
could seriously affect the Group's performance, future prospects,
reputation or its ability to deliver against its priorties THiS review .
included an assessment of risks we believe would threaten the
Group’s business model, future performance. solvency or liguidity

We have reviewed our principal nsks i line with our strategic
drivers. The risks to the business, at a high fevel, remam
unchanged from the previous yesr. 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 welt as Booker
synergy realisation and integration remain relevant The risks
associated with Brexit are increasing due to the possibility of a

‘'no deal’ scenario and the potential for an abrupt departure from
the EU. The Baoker integration ana synergy realisation risk is
decreasing as good progress was made on the expected synergies

The risk management process relies on our assessment of the risk
likelihcod and impact and on the development and monitoring of
appropriate internal controls Our process for dentifying and
managing rnisk s set out in more detail on page 59

we maintain risk registers that discuss the principal risks faced by
the Group and this 1S an important component of our governance
framework and how we manage our business As part of our risk
management process, nsks are reviewed as a top down and
battom up activity at the Group and the business unit level

The content of the risk registers are considered and discussed
through regular meetings with senior management and reviewed
by the Executive Committee Each pnincipal risk is discussed at
least annuaily by the Board to provide oversight and ensure that
they remain relevant.

The table opposite sets out our principal risks, their link to our
strategic drivers, their movement during the year, and a summary,
of key controls and mitigating factors The Board considers these
to be the most significant Group nsks that may impact the
achievernent of our six strategic grivers as set out on pages 14
and 15 They do not comprise all of the risks associated with the
business and are not 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

Risks.

Strategic drivers.
@ A differentiated brand

Reduce operating

costs by £15bn Tesce Bank

Generate £9bn cash

fram operations

Bocker
synergy

Maximise the mix to
achieve a 35% - 4 0%
margin

Maximise value
from property

realisation and
.n’.agr

Responsible

$ourcing snd

supply chan

Health and
safety

Innovation

©@© ®eo

Potnical

complance
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Transtormation

[

Principal risks
repytation
' ang trust

| security and
regulatory end

Oversight.

Board.

Qverall responsibility for risk
management, engages directly
with risk assessment, mitigations
and risk appetite

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

Competition
and tnarkets

l Brand.

Group Chief Executive and
Executive Committee.

The Group Chief Executwe has
overall accountabibity for control
and the managerment of risk.

individual members, reporting to
the Group Chief Executive, are

accauntabie for specific risks.
Technology

Group Risk and Compliance
Committee.

Oversight of key regulatory and
compliance risks on behalf of the
Executwve Committee, reporting
iannually to the Audit Committee

Data

data privacy



Key risk movement.,

@ Risk mcredsing

Principal risk

@ No risk movement

Risk movement

@ Hisk decreasing

Strategic report

O Link to strategic
drivers on pages 14 and 15

Key controts and mitigating factors

Customer.'

Uncertanties (including Brexit and macro
economic conditions) squeeze

our customers’ budgets and force them
10 reappraise the concepts of value

and loyalty in a way in which we are
unable to respond

OOOO®E

Ongoing fragmentation of
our customer engagement

channels exposes us to a risk of

diluting customer experience
and abity to differentiate
our brand

©

We naw have a more consistent appreach to bulding impactful customer
propositions, offering high~-quality and competitive value white improving
{he customer experience Propositions are now developed across
channels and gepgragphies to ensure consistency in the engagement with
customers Group-wide customer insight management is undertaken to
understand and leverage customer behaviour, expectations and
experience acrass the different parts of the business We monitor the
effectiveness of our processes by regularly tracking our business and
competitors against measures that customers tefl us are important

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

needs of our customers central to our decision-making

Transformation.!

Faillure 10 achieve our transformation
objectives due to poor prioritisation,
ineffective change management and a
failure to understand and deliver the
technology required, resuiting in an
inability to progress sufficiently quickly
to maintain or increase operating margin
and generate sufficient cash to meet
business objectives.

BOO®®

Achreving our transformation
goals continues to demand
effort and investment
especially with regard to
technology changes

®

We have multiple transformation programmes underway to simpity our
business with clear market strategies and business plans in place which
evolve as priarities or situations change We have appropriate
execulive-level oversight for all the transformation activities (o ensure
programmes are adequately resourced and milestones achieved

Liguidity.'

Fallure of cur business performance to
delver cash as expecled, access 1o
funding markets ar facdities being
restricted. failures in operational iguidity
and currency risk management, Tesco
Bank cash call, or adverse changes to the
pension deficit funding requirement.
create calls on cash higher than
antcipated, leading to impacts on financeal
performance cash kguidity or the ability
to centinue to fund operations

OO

We have a disciplined and
policy-based approach 1o
treasury management

We have reduced our debt
levels and have improving
debt metrics

©

We maintain aninfrastructure of systems, policies and reports to ensure
discipline and oversight on hquidity matters. including specific treasury
and debt-refated 1ssues Cur treasury policies are communicated across
the Group and are regularly reviewed by the Board, Executive Committee
and management The Group's funding strategy is approved annually by
the Board and inciudes maintairing appropriate levels of working capital.
undrawn commutted facilities and access to the capital markets The
Audit Committee reviews and annually approves the viability and going
concern stalements and reports Into the Board There s a long-term
fundmg framework 1n place far the pensien deficit and there s ongoing
communication and engagement with the Pension Trustees Liqudity
levels and sources of cash are regularly reviewed and the Group
mantains access to committed credit facdities and debt capital markets
While recognising that Tesco Bank 1s financsally separate from Tesco PLC
there 1s ongeing monitoring of the activities of Tesco Bank that could
gve rse to risks to Tesco PLC

Competition and markets.'
Falure to deliver an effectve, coherent
and consistent strategy 1o respond to our
competitors and changes in market
conditions in the operating environment,
resulting 10 a loss of market share and
fallure to iImprove profitabiity

01010100

We continue to face the

ongoing challenge of a changing

competitive landscape and
price pressure across most
of our markeis

©

QOur Board develops and regularly challenges the strategic directian of
our business to enhance our ability to remain competitive on price range
and service This activity Includes development of our online channets
and multiple formats to allow us to compete in different markets

Qur Executive Commettee and aperational management regularly

review markets trading oppartunities, competitor strategy and acuivity
We engage in market scanning and competitor analysis to refine our
customer proposition

t Inoicates that the principal risk has been included as part of the longer term vigbility scenarios 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.?!
Fanure to create brand reappraisal
opportunities 1o /mprove quaiity, value
and service perceptions thus failing io
rebuild trust in our brand

®

We are leveraging the Tesco
Centenary to celebrate

100 years of great value and
reaffirm our position as tihe
customer champion We
continue to mplement a
number of iIntiatives and
actwities, thereby helping
reappraise the brand, increase
trust and reputation while
improving our quairty and value
perception

©

Maintaming a differentiated hrand i one of our strategic priorites.
Qur Group processes, policies and our Code of Business Conduct sets
out how we can make the fight decisions for our customers, colleagues
suppliers, communiies and (rwestors

We continue 1o develop communication and engagement programmes
to Nisien to our customers and stakeholders and reflect their needs in
our plans This includes the Supplier Viewpoint and the integration of
local community and locsl marketing programmes We continue to
maximise the value and impact of our brand with the advice of specialist
external agencies and in-house marketing expertise Qur Corporate
Responsibiity Committee 1s1n place to oversee all corporate
respansibility activities and initiatives, ensunng alignment with customer
priorities and our brand

Technology.

Failure of our IT infrastructure or key IT
systems result in loss of nfarmation,
nability 1o operate effecuvely, financial
of regulatory penalties, and negatively
impacts our reputation Further, falure
to build resilience at the time of investing
n and implementing new technology
may resutt in potential loss of

cperating capabibty.

0101010]0]

Cur dependency on technology
continues to grow. Ongoing
improvemeants and investment
n disaster recovery and
busINess continuily measures
help to kit exposure o
external threats

®

A multi-year prograrmme is underway to enhance our technology
infrastructure and resilience capabilities This involves significant
Investment in our hasung strategy. partnenng with cloud providers
and re-engingering some of our legacy retail systems, while building
redundancy for key busness systems

Our technalogy security programrme continues to build security
capabilities to strengthen our Infrastructure and Information
Technology General Controls

Data security and

data privacy.t

Failure to comply with legal or regulatory
requirements relating to data security or
data privacy in the course of our business
activities results in reputational damage.
fines or other adverse consequences
This includes crimninat penalties and
consequential itigation which result
an adverse Impact on our financial
performance or unfavourable effects

on our abilny to do business.

06

As 3 retal crganisation we hold
alarge amount of customer
and colleague personal data,
and the threat landscape
has been ever growing

The introduction of GDPR

n May 2018 has meant an
Increase m indwiduals’
awareness levels, as well as
an increase in the financial
penalties which can be levied
by the data protection
authorities

©

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

we make in relation to the processing aof personal data. Qur mui-yesr
technology secunity programme has been driving the enhancement of
our secunty capabilities to improve data security

We have an established team to detect. report and respond to security
incidents in a timely fashion, We have a thrd-party supplier assurance
programme focusing on data security and privacy risks

We have made significant investment across the Group 1o ensure
we comply with the requirements of GDPR in Europe and any other
relevant legislation globally. Qur privacy compliance programme,
which includes assessment and monitoring of nsk, continues 1o
drive compliance throughout our globai business

There is regular reporting on progress of the secunty and privacy
programmes to governance and oversight committees

Political, regulatory

and compliance.®

Failure to comply with legal and other
requirements as the regulatory
environment becomes mare restrictive,
due to changes n the global political
landscape. results in fines. ¢rimnal
penalties for Tesco or colieagues,
consequential itigation and an adverse

irpact on our reputation, financial results,

and/or our ability to do busmess.

®

We contmue to momior and
improve our controls 1o
ensyre we comply with legal
and regulatory requirements
across the Group Long-term
changes in the giobal potitical
environment mean that in
some markets there is 2 push
towards greater regulation of
foreign investors and a
favouring of tocal companm‘s

®

wherever we operate. we aim to ensure 1hat the s/mpact of politica! and
regulstory changes 1s iIncorporated Jn our sirategic planning and policies
We manage regulatory nisks through the use of our risk management
framework and we have implemented comphance programmes and
committees to manage our most important risks (e g anti-bribery and
competition faw] Our compliance programmes ensure that sustainable
contrals are implemented 1o mibigate the risk and we conduct assurance
activities for each risk area Our Code of Business Conduct 1s supported
by new starter and annual compfiance traimng and other tools such as
our whistleblowing hotline. The engagement of leadership and senjor
management 1s cnitical In the successful management of this risk area
and leaders provide clear tone from the top for colleagues

t Indicetes that the principal risk has been included as part of the longer term viability scenaros as detatled on page 37
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Principal risk

Risk movement

Strategic report

Key controls and mitigating factors

Health and safety.

Fallure to meet safety standards in
relation to our workplace, resulting
In death or injury to our custemers,
colleagues or third parties

®

We contnue to focus our
efforts on controls which
ensure colleague and
customer safety.

©

We have a business-wide, risk-based safety framewark which

defines how we wnplerment and report on safety controls to ensure

that colleagues, contractors and customers have a sale place to

work and shop Each business is required to mainiam a Safety
Improvement Plan to document and track enhancements

Overalt gavernance 1s provided by the Group Risk and Compliance
Committee, with each business unit operating therr own Health and
Safety Committee Qur annual colleague survey results alongside other
inputs such as safety audits informs the gelivery of safety iniatives and
targeted communications

People.

Fallure to attract and retain the regquired
capability and continue 10 evolve our
culture could impact delivery of our
purpese and strategic drivers

ODEO®EE

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

©

Talent ptanmung and people development processes are well established
across the Group Talent and succession planmng 15 discussed annually
by the Board and three times a year at the Executive Commitiee and
Nominauons and Governance Committee A Group Inciusion sirategy

15 1n place An independent assessment of all promotions and external
hires 1s conducted at leadership level to ensure capabifity potential
leadership and values The Remuneration Committee agrees objectives
and remuneration arrangements for senior management People rnisk
mitigation plans are in place throughout the Group. supported by the
Executive Committee

Responsible sourcing

and supply chain.

Failure to meet product safety standards
resulting in death. injury or iitness 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
environments, and that all socsal and
environmental standards are met), leading
to breaches of regulations, lliness, injury
or death to workers and communities,
and affecting our reputation

0]0;

We continue to monior and
imprave our controls to
further reduce this nsk

®

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 sale. legal and of the required quality Measures
include policies and guidance to help to ensure that the human rights
of workers are respected and environmental impacts are managed
responsibly Refer to pages 24 to 31 tor specific actions highighted
under our Letle Helps Plan Supplier audit programmes are in place to
monitor product safety traceability and integrity. human rights and
environmental standards, ncluding unannounced specification
inspections of supphiers and facilities We run colleague traning
programmes on food and product safety. responsible sourcing,
hyglene controls. and also provide support for stores We also provide
targeted traning for colleagues and suppliers dealing with specific
challenges such as modern slavery

Booker synergy realisation

and integration.

Fallure to successfully integrate Booker s
dependent on a number of factors, leading
to a risk to our ptanned synergy
commitments and value creation

0l6/6]010]0,

There has been good progress
on the expected synergies

©

A detaited synergy realisalion and integration plan was successfully
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 scenanos as detailed on page 37
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Principal risks and uncertainties continued

Principal risk

Risk movement

Key controls and mitigating factors

Brexit.!

Falure to prepare for the UK's departure
from the EU will cause disruption to and
creale uncertaihty around our busmess. not
least our abifity 1o recruit and supply to our
customers Any disruption or uncertainty
could have an adverse effect on our
business. financial results and cperations

OOOG®

Uncertanty around our
departure from the EU has
continued {0 grow as a result
of the political deadiock.

0

With the UK's future trading relationship with the EU still to be
determimed. we continue to contribute to important public policy
discussion and engage with government, regulatory bodes and
industry During this process, we will continue to assess and momtor
the potential risks and simpacts on Tesco customers, colleagues and
shareholders. while taking appropriate ritigation measures to address
challenges including logistics. staff and supply

This year we put in place a detailed Brexit contingency plan agamst
political and macro-economic changes that could have a matenal
Iimpact on our market and customer proposition

Tesco Bank.

Tesco Bank 1s exposed to a number of
risks the most significant of which are
aperational risk, regulatory nsk credit
risk. funding and hqudity nsk market
nsk and business risk

00O

The Bank continues to
actively manage the risks
to which it is expased

®©

The Bank has a defined risk appetite, which is approved and reviewed
regularly by both the Bank's Board and the Tesco PLC Baard The risk
appetite defines the type and amount of risk that the Group is prepared
to accept to achweve its objectives, and forms a key ink between the
day-to-day risk management of the business and nts strategic priorities.
long-term plan, capral planning and liguidity management Adherence
10 risk appetite 15 monitored through a sertes of ratios and imits

The Bank operates a nsk management framework that i1s underpinned
by governance. policles processes and controls. reporting. assurance
and stress tesung

There 1s Bank Board risk reporting throughout the year, with updates

ta the Tesco PLC Audit Committee by the Bank's Chief Financial Officer.
Chief Risk Officer and Audit Committee Chairman. A member of the
Tesco PLC Board 1s alsc a member of the Bank's Board

t Inticates that the principal nsk has been included as part of the longer term viability scenarios as detaled on page 37

Climate change and sustainability.
The complex global challenges and uncertainties related to climate change and resource scarcity affect our business and our
ambition of providing affordable. healthy and sustainable food. Our approach to these uncertainties 1s to work collaboratively
to tackle both the risks and opportunities Our Little Helps Plan integrates a number of initiatives across our business 10 manage
some of these risks Further details are included in the Little Helps Plan section on pages 24 to 31

Task Force on Climate-related Financial Disclosures.

Tesco has publicly committed to implementing the recommendations (June 2017) of the Task Force on Chmate-related Financial
Disclosures [TCFDY. As part of our ongoing TCF[ assessment, we are using scenario analysis and looking at both short-term and
long-~term climate risks and opportunities for our UK business. Refer 1o page 177 for more detailed disclosures on TCFD.
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Strategic report

Longer term viability statement.

Assessing the Group’s longer term prospects and viability.
The Directors have based their assessment of viability on the
Group’'s current strategic plan, which 1s updated and approved
annually by the Board and delivers the Group's purpose of
'serving shoppers a little better every day’ underpinned by

the six strategic drivers (detailed 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
longer term opportunities and risks in each market 1n which the
Group operates The process for assessing the principal and
emerging risks in each market 1s an important input to this process

The Group's Strategic Planning and Viability Statement are

both considered over a three-year period, a5 this honizon most
appropriately reftects the dynamic and changing retail
environment in which the Group operates

Strategic planning process.

The strategic planning precess builds from the Group’s current
posiiion and consigers the evolution of the strategic objectives
over the next three years As part of this process, a longer-term
assessment of the prospects of the Group is also considered

Current position.
Significant progress has been made by the Group against the
strategic cbjectives announced in October 2016, inciuding:

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

Strong profit growth and free cash generation reflect the Group's
focus on delivering cost savings and profitable sales growth,
A clear strategy focusing on customer satisfaction. cash
profitabiity, free cash flow and earnings growth,

Synergies realised from the Booker merger completed in
March 2018 are tracking ahead of plan, and

The Group has operations across a dversified set of
geographies and business areas (Retail, Banking and
Customer Data Science}

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

t

Longer term prospects.

The following factors are considered beth in the formulation of

the Group's Strategic Pian. and 1n 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 identified, and how these can

be addressed

- The prevailing economic cimate and global economy competitor
activity, market dynarrucs and changing customer behaviours,

- The potential short and longer term economic impact of Brexit:

- The structural challenges facing retall and how the Group can
hest position itself to address these,

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

- The resiience afforded by the Group's cperaticnal scale

Assessing the Group’s viability.

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

Four scenarios have been modelled, considered severe but
plausible. that encompass these identified risks None of

these scenarios Individually threaten the wiability of the

Comparny. therefore the compound impact of these scenarios has
been evaluated as the most severe stress scenario.

Scenario Assacisted principal nisks  Descripton
Competitve - Brand reputation Faiure to respond Lo fierce
pressure and trust competition and changes in the
- Competition and retail market drives sustaned
markets significant lke-for-like volume
_ Customer decline in core food categories

with na offsetting price inflation,
i putling pressure on margns.

Data secunity - Brand, reputation
or regulatory and trust
breach - Data secunty and
data prvacy
- Poltical regutatory
and compliance

A serjious data security or
regulatory breachresults ina
significant monetary penatty

and a loss of reputation among
customers. The modelling of this
scenario is approached through a
‘reverse-stress test’ given the
mnherent uncertainty of value.

Brexit - Competition and Assumes a no-deal 8rexit scenario
impact markets which results in an increase to cost
- Political, regulatory  Of goods and overhead costs A
and compliance broad assessment of the potential
_ Brexit mpact has been modelied
including. higher import tanffs,
tigher sourcing costs froma
weaker sterling, higher labour costs
and the potential cost of customs
fnction from border controls
Appropriate mitigation options
open to the Group have a!so been
considered within this scenario.

Reductionin - Transformation Fallure to achieve the Group's

COSLsavings - Liquehty transformation objectives,
and cash resulting in an inability to progress
generation suffictently quickly 1o maintain or

increase operating margin and
generate sufficient cash to
rmeel business abjectives

These scenanos assumed that external debt is repaid as it
becomes due and committed facilities renewed as they become
due The scenanos above are hypothetical and purposefully
severe with the aim of creating outcomes that have the ability to
threaten the viability of the Group. In the case of these scenanos
arising. vanous options are avalable to the Group in order to
mantain liquidity so as to continue in operation such as

(i} accessing new external funding early, {n) more radical short-term
cost reduction actions, and () reducing capital expenditure None
of these actions are assumed 10 our current scenano modelling

Viability statement.

Based on these severe but plausible scenarios, the Directors
have a reasonable expectation that the Company wili continue
n operat:on and meet its labiities as they fall due over the
three-year period considered

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

Robert Welch

Group Company Secretary
9 April 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 appropriate for the businesses and the markets
in which we operate around the world, white supporting our
overall strategy and culture. It is important that our approach
to governance matches our values. The Board monitors, through
its oversight, that the Group's values are adhered to We care
about our customers and endeavour to ensure we are the
champion for customers by putting customers first and taking
actions that make a difference Whenever a customer chooses
to shop at Tesco. we want their expenence to be better than
expected and better than the last - from the quality of the offer
to the thoughtfuiness of the service

The Board has spent time in the business both coliectively and
as individuals. exploring specific business areas through
presentations. meetings and dialogue with colieagues 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 to our
stakehoiders My role as Chairman is to ensure that sufficient
ume s spent on these areas, to maintain high standards of
corporate 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 to
ensure that it i1s possible to make high-qualty decisions and
ensure it operates effectively During 2018/19. the Board and each
Committee cangucted an evaluation of its performance. This was
externally facihitated by Dr Tracy Long of Boardroom Review and
the findings provide a clear agenda for us to continue t¢ improve
as a Board. The review confirmed that there 1s an effective
leadership in place with all Directors adding value through the
diversity of perspective The Board sre collectively engaged with
the strategic process. the transformation agends 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 Cormmittees and Directors continue to
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. This is an area where we have
alreagy made good progress and have strong foundations on
which to build

Our husiness was bullt with a simple mission - ta be the champion
for customers, helping them to enjoy a better qualty of hfe and an
easier way of living This hasn't changed Customers want great
products at great value which they can buy easily and 1t’s our job
to deliver this in the right way for them That is why ‘Serving
shoppers a little better every day’ 15 our core purpose.

Since | joined the Board as Chairman in 2015, we have spent a
lot of time listening to and understanding our key stakeholders.
customers, colleagues. supplier partners and shareholders
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 1s 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 2019/20 we will be
establishing Colfeague Contribution Paneis across the Group,

with the aim of further enhancing the voice of colleagues within
the Boardroom 50 that better more informed decisions are made
N the long-term interests of the Company and its stakeholders
The panels will normally meet twice a year, with a Non-executive
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 Colleague 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 also engage

with other areas of the workforce through the completion of
quesiionnaires 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

inthis Corporate gowernance report



Diversity and inclusion.

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

We recognise that the Board sets the tone for inciusion and
diversity across the Group and befieve we should have a diverse
leadership team to support good decision-making This is wital
for bringing both the expertise required and to enable different
perspectives to be brought to Board and Committee meetings
Tne combination of these factors means that the Board benefits
from a diverse range of competencies and thoughts. which
proemotes a dynamic environment for decision-making.

The Board 15 a supporter of the Hampton-Alexander Review, and
has set a target of having at least one-third female Directors by
the end of 2020, and the Parker Review on ethnic diversity
Following the appointment of Melissa Bethell duning the year,
the Board met the Parker recommendation and the level of
female representation increased to 31%, with the Board
remaining mindful of its target of 33%.

The Board recognises the need to create the conditions that faster
talent and encourage &ll colleagues to achieve ther full career
potential in the Group To this end, we are committed to providing
an inclusive working environment where difference s embraced
and valued, as ewdenced by our commitment to the Race at Work
Charter We want all colleagues to be at ther best and we are
committed to ensuring that all colleagues have the opporturity

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 celebrate diversity, but embrace the value it brings
to enable us ta serve our shoppers a little better every day

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

In order to support our ¢colleagues and to encourage them to
share theirr knowledge and explore career sponsership, mentornng
and networking oppertunities we run a number of Colleague
Networks each supported by a member of the Executive
Committee We have five Colleague Networks Cut at Tesco
{fesbian. gay. bisexual. transgender and intersex). Black Asian
Minonty Ethnic Network, Women at Tesco Network, the Armed
Forces Network and the Disability Network We also work with
the young. retired and those who have been in long-term
unemployment through various external orgamsations to provide
them with the tools and confidence needed (o get back int{o the
waorkplace 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 1s set out on page 54

v A

John Allan
Chairman

Corporate governance

Compliance with the UK Corporate
Governance Code.

The Company applied the main principles and compiied

with the relevant provisions set out in the UK Corporate
Governance Code 2016 (2016 Code) throughout the period
under review Detals demonstrating how the rmain principles
and relevant provisions of the 2016 Code have been applied
can be found throughout the Corporate governance repart,
the Directars' report, each of the Board Committee reports
and the Strategic report

The primary responsibiity of the Board in complying with the
2016 Code 15 to provide effective, entrepreneunal leadership
to ensure that it promotes the long-term success of the
Company for the benefit of its members as a whole
Monitonng compliance with the 2016 Code 1s the respansibility
of the Nominations and Governance Committee who receive
regular updates and report their findings to the Board

The Financial Reporting Council (FRC) 15 responsible for
the publication and penodic review of the UK Corporate
Governance Code and this can be found on the FRC
website www fre.org uk

The Board 1s familiar with the changes fallowing the pubhcation
of the UX Corporate Goveraance Code 2018 {2018 Code) and
intends to be complhiant with all new relevant provisions in the
timeframes dictated in the 2018 Code The Board has carried
out an assessment of the changes in reporting requirements
and has decided to adopt as much as practically possible

early as set out In this Annual Report

Tesco PLC Annual Report and Financial Statements 2019

39



40

Corporate governance report continued

Board of Directors.

ee

John Allan CBE
Non-executive Chairman

Appointed March 2015
Tenure 4 years

Skills and experience.

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

CEOQ of Exel PLC and, when it was acquired

by Deutsche Post in 2005, he joined the
board of Deutsche Post, becoming CFO
N 2007 untll his retirernent 1IN 2008 John
was chairman of Dixons Retail pic during
1ts turnaround period. and following its
metger with Carphone Warehouse was
deputy charman and senior independent
director of Dixons Carphone until 2015
He was also previously a non-executive
director of Worldpay Group PLC,
National Grid pic, the UK Home Cffice
Supervisory Board, 31 plc, PHS Group plc,
Conneil pic, Royal Mail pic. Woliseley plc
and Hamleys pic and chawrman of

London First

External appointments.

- Chairman of Barratt Developments PLC,

and

- President of the Confederation of
British Industry

n the UK and overseas, and has been
responsible for a number of business
turnarounds He was previousty a
non-executive director of Sky PLC.,

External appointments.

- Member of the Governance Committee

of the Consumer Goods Forum, and

- Chair of Champions 12 3, a UN
programme seeking to add mormentum
to the achievement of the UN
Sustainable Development Target
12 3 by 2030

Alan Stewart
Chief Financial Officer

Dave Lewis
Group Chief Executive

Appointed September 2014

Tenure 4.5 years

Skills and experience.

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

Appointed September 2014
Tenure 4.5 years

Skills and experience.

Alan brings to the Board significant
corporate finance and accounting
expenence from a variety of highly
competitive industries, including retail,
banking and travel, as well as executive
leadership experience withwn a listed
company environment Alanis a
non-executive director of Tesco Bank
Priar to joinng Tesco. he was UK CEQ
and CFO of Thomas Coak Holdings.
group finance director of WHSmth pic
and CFO for AWAS and Marks & Spencer
plc He was previously a non-executive
director of Games Workshop Group plc.

External appeointments.

- Non-executive director of Diageo pic;
Member of the Advisory Board.
Chartered Institute of Management
Accountants, and

Member of the main committee and
chairman of the pension committee of
the 100 Group of Finance Directors.
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Mark Armour
Independent Non-executive Director

Appointed September 2013
Tenure 5.5 years

Skills and experience.

Mark has significant strategrc planning and
financial expertise, as well as experience
of executive leadershup He was CFO of
Reed Elsevier Group plc and its two parent
companies, Reed Elsevier PLC and Reed
Elsevier NV inow RELX PLC), from 1896 1o
2012 This role has provided him with
considerable experience of digital
business transition and operatingin a
multi-channel environment Prior to
|joining Reed Elsevier, he was a partner

at Price Waterhouse in London He was
previously 8 nan-executive director

and chair of the audit committee of
SABMiller PLC

External appointments.
- Non-executive director of the Financial
Reporting Councit, and

- Member of the Takeover Panel

®
®

Melissa Bethell
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 Ataires.
an equity investment fund backed by
Corncast NBCUriversal She s managing
partner of the London office and
responsible far Atairos’ mvestment
activities in Europe Melissa was previously
a managing directar of Bain Capital, where
she worked for aver 18 years and was a




member of the senior leadership

team responsible for strategy setting.
fundraising and portfolio management
Prior to joining Bamn Capital, Melissa
worked in the capital markets group at
Goldman. Sachs & Co., with a particular
focus on media and technology She was
alse previously a director of Ship Migco
Limited and served &5 a non-executive
director of Samsonite Corporation
Samsonite International § A ), Worldpay
Group PLC and Atento S A

External appointments.

- Partner at Atairos. an independent,
private investment firm znd managing
director of Atawros Eurcpe; and

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

®
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Stewart Gillitand
Independent Non-executive Director

Appointed March 2018

Tenure 1year

Skills and experience.

Stewart has significant business and
management experience in international
markets. specifically those in Europe.,
having previousty held roles with leading
consumer -facing companies, including
Whitbread. Mitchells & Butler and
Interbrew He held the posttion of chief
executive of Muller Daines UK and Ireland
until 2010 Prior to joining Tesco, he was
chairman of Booker Group plc

External appointments.

~ Chairman of C&C Group plc: and

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

Qe

Steve Golsby
Independent Non-executive Director

Appointed October 2016
Tenure 2.5 years

Skilis and experience,

Steve has a wealth of knowledge of
operating internattonally. specifically
significant leadership experience in Asia,
& 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 Nutnition, a leading global
infant nutrition company. i 2004 He was
president and CEQ from 2008 to 2013
and a non-executive director from 2013
to 2017 He was also previously a non-
executive directar of Beam Inc His
extensive international ang board
experience give him invaluable insights
and understanding as Chair of the
Remuneratron Committee

External appointments.

- Non-executive director of RMA Group,

- Advisor to Thai Union Group PLC. a
glokal leader in the seafood industry,
and

- Honorary investment advisar to the
Thalland Board of investment

CE®E

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.
hawing workect across BP PLC in a vanety
of commercial, operationrial and executive
roles covenng numerous geographies

Corporate governance

Byron's strategic focus and financial
experience complements the balance of
skilis on the Board and makes nim 1deal for
the role of Chair of the Audit Committee
He served on the BP £LC board from 2000
until 2013 and was BP's CFO duning 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 N V|

- Seruor independent director of Anglo
American PLC, and

- Non-executive director of Standard
Chartered PLC

®
©
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Mikael Olsson

Independent Non-executive Director

Appointed November 2014
Tenure 4.5 years

Skills and experience.

Mikael joined the Board after an extensive
career at IKEA Group, holding a variety of
senior roles including being a member of
the executive committee from 1395 until
2013 and holding the position of CEC and
presigent from 2009 untrl 2013 He brings
a wealth of retaill and value chain
experience as well as knowledge of
sustanability. people and strategy n

an internatonal environment He was
prewiously a non-executive director

and vice chairman of Volvo Cars AB

External appointments.,

- Non-executive director of lkano S A .

-~ Non-executive director of
Lindengruppen AB,

- Non-executive director and chair of
the people committee (combined
nomination and remuneration
committeel of The Royal Schuphol
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 Director

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
serior roles at Barclays plc, including
chief execyutive of UK Retall and Business
Banking ant vice chair of Global Retail
Banking. Deanna was appointed as chair
of Hargreaves Lansdown plc m February
2018 She is also currently a non-executive
director of the US fresh-prepared food
company, Joshua Green Corporation

and is the founder of advisory firm,
CameoWorks LLC. which prowides
bespoke support to early stage
companies Deanna was previously

a non-executive director of NCR
Corporation and worldpay. Inc. Her
extensive board, investor and commaercial
expenence makes her g strong Senior
Indegendent Director.

External appointments.
- 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, Cameoworks
LLC: and

- Senior agwsor 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 operstions gained n vanous
managerment and teadership roles, He was
a mernber 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 previcusly served on
the boards of Skype, Multiflan. Cepd
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
Inc., ZPG Limited and FlixBus;

- Trustee of the Natural History Museum,
and

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

®
©

gained whilst leading a number of Bupa's
businesses across Asia, Southern and
Eastern Eurcpe and the Middle East
Alison’s experience as a CEQ enables her
to provide challenge and advice to the
Board across a range of issues. Alison was
previously chair of Cpportunity 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

©
O

Lindsey Pownall CBE
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
leadership in customer-driven
organisations across the healthcare,
insurance and property sectors. As CEO
of Countrywide, a position she held until
January 2018, she gained significant
business-to-business expenence adding
this to the international experience she
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Appointed April 2016
Tenure 3 years

Skills and experience.

Lindsey has substantial expenence

in food, grecery and retail brand
development. having enjoyed a career
of more than 20 years at Samwarth
Brothers, the leading UK supplier of
prermiwm quality chilled and ambient
foods She joined the Samworth boarg
in 2001 and served as chief executive
between 2011 and 2015. Lindsey is a
passicnate advocate of supplier
relationships, customers, colleagues and
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:

- Qperating 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 time he has held the positions of
group company secretary at firstGroup
plc and company secretary at Kazakhmys
PLC Robert has also held sentor positions
at BPB plc and Kwik Save Group PLC

He is 3 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

@ Audnit Committee

® Remuneration Committee

© Corporate Responsibiity Committee
O Charr of Committee

@ Ingependent Board member

Directors who have served during
the year to February 2019,

Charles Wilson resigned as a Directer of
the Board on 16 July 2018 due to Hl health,
but remains a member of the Executive
Commuttee Biographical details 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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Corpaorate governance report continued

Executive committee.

Dave Lewis

Group Chief Executive

Dave joined the Board and the Executive
Committee on  September 2014

His full biography appears an page 40.

Alan Stewart

Chief Financial Officer

Alan joinet] the Board and the Executive
Committee on 23 September 2014

His full bicgraphy appears on page 40

Natasha Adams

Chief People Officer

Natasha :s responsible for setting the
people strategy and plans at Tesco,
ncluding reward, colleague experience
and capability.

Natasha joined Tesco in 1998 as a
Personnel Manager and has served In a
range of store-focused roles over the last
20 years. including as Customer Services
Director UK. Business Support Director
UK and Group Perscnnel Manager for
Scotland In 2016 Natasha was
promoted to Pecple Director for Tesco's
UK and Ireland stores and joined the

UK Leadership Team before beng
appointed to her current role of

Chief People Officer.

Natasha is a Tesco Pension Trustee

Natasha joined the Executive Committee
on 1June 2018

Alessandra Bellini

Chief Customer Officer
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 focd category n
North America and food general manager
for the USA Previcusly, she had a 12-year
career In advertising. working both in Italy
and the UK. As an international executive.
Alessandra has held roles n North
Amenica, the UK, Italy and Certral

and Eastern Europe.

Alessandra joined the Executive
Comrmittee on 1 March 2017

Christine Heffernan

Group Communications Director
Chnistine is responsible for rebuilding trust
in the Tesco brand and its businesses

Christine joined Tescon 2014 Since
October 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

Christine joined the Executive Committee
on ) March 2019.
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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 business Tony also
has responsibility for Tesco's jomt
ventures in both China and India.

Tony joined Tesco 1N 1990 and has served
in a range of leadership roles in the UK
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 2011, Tony returned to the UK and hetd
Managing Director roles across all of our
large store formats He also joined the
board of Tesco Mobile in 2012, In 2014, he
joined the UK Leadership Team as Retail
Director and then was appointed Chief
Operating Officer UK in 2016 and CEQ. Asia
in 2017 Tony was appointed to his current
role on 1 June 2018

Tony jained the Executive Commitiee
on 1 Apni 2017

Alison Horner

CEO, Asia

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

Ahson joined Tesco in 1999 and worked
in a variety of operational leadership
roles running stores and leading change
programmes, prior to being apported
Chief People Officer in 2011 She was
appeinted to her current rofe on

1June 2018 Alison is a member of

the Manchester Business School
Advisory Board

Alison joined the Executive Committee
on 1 March 201



Gerry Mallon

Chief Executive, Tesco Bank
Gerry 15 responsible for leading
Tesco Bank

Gerry has held & number of ieadership
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 broad investment 1n technclogy
tc moderruse the bank In this role, Gerry
was a member of the RBS personal and
business banking executive committee
Before jomning Uister Bank. Gerry served as
chef executive officer of Danske Bank UK
{formerly Northern Bank) for eight years,
successfully leading the organisation in
the aftermath of the financial crisis
Earlier in fus career, Gerry held roles at
Bark of Ireland, McKinsey & Company. and
the UK Civil Service Qutside of financial
services, Gerry served as pro-chancellor
and chair of council at the University of
Ulster, president of the Institute of
Banking in Irgland, and he is currently
chairman of the Irish Football Assoctation

Gerry j0ined the Executive Committee
on 13 August 2018.

Adrian Morris

Group General Counsel

Adnan 1s responsibie for the legal,
company secretarial, government
relations, regulatory and compliance
functions across Tesco

Adrian joined Tesco in September 2012

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

Adrian joined the Executive Committee
on 6 September 2012.

Matt Simister

CEQ, Central Europe

Matt 1s responsibte for all of Tesco's
husingsses in the Czech Republic,
Hungary, 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 Following
this. he returned to the UK to set up our
Group Foog capability, managing our
regional fresh food and Tesco Brand
sourcing, buying and inbound supply
chains for the UK, ROI, Central Europe and
Asia In April 2017, Matt was appointed to
his current role of CEQ, Central Europe

Matt joined the Executive Committeg
on 1 Aprit 2017

Jason Tarry

CEQ, UK & ROI

Jason 1s responsible for all of Tesco’s
businesses in the UK and ROI

Jason joined Tesco in October 1990 on the
graduate recruitment programme He has
held & number of positions in the UK and
internationally across both food and
non-food divisions. Jason became CEO
for clothing across the Group in 2012,
before being appeinted as Chief Product
Officer in January 2015 in July 2018,
Jason was appointed to nis current

role of CEO, UK & ROI

Jason joned the Executive Committee
on 1 January 2015

Corporate governance

Charles Wilson

CEQ, Booker

As a member of the Executive Committee
Charles contributes to the broad Tesco
strategy sgenda. He 1s specifically
responsible for gelivering UK & ROI cost
synergies end driving the growth agenda
set out in the Booker merger agreement
As a member of Jason's UK & ROI
leadership team he is responsible for
leading the Booker business.

Charles joined Tesco in March 2018 following
the merger of Tesco PLC and Booker Group
plc Charles became en executive director of
Booker Group plc in 1998. which merged
with lceland 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 pic. In 2005 he
was appointed as chief executive of Booker
Group plc. Charles started his career in 1986
with Practer & Gambile following which he
was a consultant with CC&C Strategy
Censultants and a director of

Abberton Associates.

Charles joined the Executive Committee on
5 March Z018.

Andrew Yaxley

Chief Product Officer

Andrew 1s responsible for setting the
strategy and pohicy for the planning ranging.
sourcing and supply of the products we sell
acrass the Group In addition. he has direct
responsibility for managing this for the UK

Andrew jomned Tesco in 2001 from Mars Inc
He has worked across # number of product
divisions including four years as Commercial
Director for our Czech and Stovak
businesses On returning ta the UK in 2007
he first led the Packaged Dwision and then
in 2010 the Fresh Division He became
Managing Director of the London business
in 2013 before moving te ireland as CEOQ N
April 2015 In July 2018, he was promoted
to Chief Product Officer

Andrew joned the Executive Commitiee on
16 July 2018
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Corporate governance report continued

Corporate governance framework.

Board and committees structure.

The core objective of the Board Is to create and deliver the
long-term sustainable success of the Comparny, generating value
for sharehclders and contributing to wider society It sets the
Group's purpose. strategy and vaiues and 1s accountable to
shareholders for ensurng that the Group is appropriately managed
and achieves 1ts objectives in a way that 1s 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 I1s adequately
resourced, The Board 1s aware of its obligations to shareholders
and other stakehelders and responds 1o their needs through
transparent reporting and active engagement

in this way. the leadership of the Company is supported by Tesco's
Articles of Association, the schedule of matters reserved for the
Board. our corporate governance framework and the statutory
duties of a Director

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

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

The Board has delegated specific responsibiities to the Board
Committees Audit, Corporate Responsibility, Nominations and
Governance and Remuneration Commuttees. The Committees
provide detaled focus to different areas of the Board's work
Committee papers and munutes are shared with ali Directors and
each Committee Chair provides a wntten and verbal report on
Committee activities to the Board after each Committee meeting

Matters considered by each of the Committees 1s set out
in the Committee’s Terms of Reference which can be
found &t www.tesco.com Infarmation regarding each

of the Committee's activities during 2018/18 are detailed
in the Committee reports on pages 54 to 79.

Board

Audit Corporate

Responsibility

Committee Committee

Nominations Remuneration

Committee

and Governance
Committee

Roie: Provides
independent assessment
and oversight of financial
reporting processes
including related internal
controls, nsk management
and compiiance, as well as
overseeing the work of the
external auditor

Role: Ensures that the
Board mamntains an
adequate focus on
corporate responsibility
and sustainability matters,
especially those that
support Tesco’s strategy.

Role: Reviews size and

successian planning,
diversity, inclusion and
governance maiters

composition of the Board.

Role: Determines
remuneration policy and
packages for Executive
Directors and semor
managers, having regard
to pay across the Group.

Members:

Byron Grote IChair}
Mark Armour
Melissa Bethell
Stewart Gililand
Simon Patterson

Members:

Lindsey Pownall (Chair)
John Allan

Steve Golsby

Mikael Olsson

Deanna Oppenheimer

Profiles of each of the Directors fulfiliing the
Commuttee roles are detalled on pages 40 to 42
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Members:

Jahn Allan [Chair}
Byron Grote
Deanna Oppenheimer

Members:

Steve Golsby {Chair)
John Allan

Byron Grote

Mikael Olsson

Deanna Cppenheimer
Alison Platt



Corporate governance

The Board heid six scheduled meetings during the year and 2n addittonal strategy day. which included consideration of the Long Term FPlan.
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 betow shows the attendance at the scheduled Board and Committee meetings

Nomingtions and Corporate
Audit Governance Responsibllity Remuneration
Boarg Committee Committee Committee Committee"

John Allan ®6/6 - @ 4a/4 3/3 4/4
Mark Armour 6/6 5/5 - - -
Melssa Bethell® 3/3 3/3 ~ - -
Stewart Gillland®* 5/6 2/2 - - -
Steve Golsby™ 6/6 - - 3/3 ®4/4
Byron Grote 6/6 ®5/5 a/4 - 4/4
Dave Lewis 6/6 - - - -
Mikagl Qlsson 6/6 - - 3/3 4/4
Deanna Oppenheimer 6/6 - a/4 3/3 4/4
Simon Patterson 6/6 5/5 - - -
Alison Piatt® 5/56 - - - 3/4
Lindsey Powanalt 676 - - ®3/3 -
Alan Stewart 6/6 - - - -

@ Char of Board ar Commuttee

Notes

@ Charles Wilson joined the Board a3 a Director on 5 March 2078 and stood down on 16 July 2018 due to Ul health, but remains on the Executive Committee as CEQ Booker Whie on the

Board he attended two of twe meetings

= Melisse Bethell was apponted 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 and the Audit Committee on 27 November 2008

@ Sreve Golsby replaced Deanna Oppenneimer a3 Chair of the Remuneralion Commitiee on | February 2019 Deanna remains a member of the Commultee

“w ahsences at scheduled Board or Commitiee meelings during the year were due 1o commitments pre-dating appointrment to the Board (Stewart Giiland) and il health (Alson Platd

The Board delegates responsibility for the day-to-Gay operational management of the Company to the Group Chief Executive. who
1$ supported by the Executive Committee, Group Risk and Compiisnce Committee and other committees When the need arises.
a standing Disclosure Commitiee 1s convened to consider timely and accurate disclosure of sensitive information and the Board has

agreed a Delegation of Authority

Executive
Committee.
The Group Chief Executive is
. supported by the Executive
Committee which s
responsible for developing
and impiementing strategy,
operational plans, policies.
procedures and budgets.
monitoring operatianal and
- financiat performance,
855e5sing ang controthing nsk,
and priontising and gllocating
resgurces. The Committee
meets 11 times a year.

Group Risk and
Compliance
Committee.

The Committee meets six
times a year to evaluate and
propose policies. ronitor
processes to control
business. operational and
comphiance risks faced by the
Group. and to assess
emerging risks Regular
reporting of these risks 15
presented to the Audit
Commmittee and Board

Disclosure
Committee.

The Committee supports the
Board in overseeing the
implementation of the
governance and procegures
associated with the
assessment, control and
adisclosure of inside
informaticn in accordance
with the Market Abuse
Regulation

Group Delegation

of Authority.

The Delegation of Authority
provides a clear direction on
decision-making. ensuring
that decisions are taken at
the right tevel of the business
by the colleagues best placed
to take them.

Qur systemns of internal control and risk managernent are integral to our corporate governance framework.

More information on internal control and risk
management can be found on page 59
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Corporate governance report continued

Board activities.

The Board is the decision-making body for those matters that are The Board has an agenda programme that ensures operational
considered of significance to the Group owing to their strategic, and financial performance, nsk, governance, strategy, culture
financial or reputational implications or conseguences To retain and stakeholders are discussed at the appropriate e

control of these key decisions, certain matters have been
identified that only the Board may approve and there is 2 formal

schedule of matters reserved for the Board, as shown below. of time spent by the Board on these matters

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

Link to
Focus what the Board has considered sirategic anvers
Operational performance - CEO reports - Reviews of UK & ROI, Central @ @ @
200/ - Market updates Europe and Asia
° - Business reviews Tesco Bank Tesco - Technology and data updates @ @
Mobite. Clubcard FAF. dunabumby - Health & safety updates
For a detailed update on our operational and Booker - Property updates
performance see our Strategic report - Integration of Booker

on pages1to17.

Financial performance and risk - Perodic results, mcluding financial - Risk re.port-s including areas of @ @ @
2 Oc/ performance and budget emerging risk
° - Dividend approvals - Internal control

- Annual budget and Long Term Flan - Funding and hguidity plans

More information on financial performance - Going concern and wviability statements - Brexit impact

and risk can be found on pages 18 to 23, - Review of cost reduction programme - Finance transformation

3210 37 and 56 to 61 - Integration of Booker

Governance - Annual Report and other - Board and Committee @ @ @

17 % flinanciat statements appointments
- AGM docurmentation - Property valuations. acquisitions @ @ @
- Talent management and disposals

For further details of the evaluation of and succession planning - External effectiveness review of

the Board's performance see the Board - Approval of major contracts the Board and its Committees

effectiveness section on page 51 - Reports from Committee Chairs and Girectors

Strategy - §trategy day - Launch of Jack's @ @ @

2 30/ - Online and technology strategies - Strategic partnership with

° - Monitoring of delivery of strategy Carrefour @ @ @

- Property opportunities - Financial strategy. leverage and

For an update on Strategy see our Strategic use of cast

report on pages 1to 37.

Culture and stakeholders - Results of Group-wide colleague ~ Approach to sourcing @ @ @

2 0% engagement surveys - Diversity and inclusion
- Investor relations updaies - Results of Socio-Economic @ ® @
- Corporate Renewal Plan Contribution study

More information on Stakeholder engagement - Integration of Booker - Corporate Responsibihty

can be found on pages 52 and 53. - Code of business conduct Committee reports
~ Competitor and customer insights - Supplier surveys and reports

- Consumer trends and implications

Key to six strategic drivers:
(D Differenviated brand () Reduce operating costs by £1.5bn () Generate £9bn cash from operations
(&) Maximise the mix to achieve a 3 5%-4.0% margin (8) Maxmise value from property (8) Innovation

Summary of matters reserved for the Board.

- Group strategy, operating plans, iong term - Material contracts

plans and budget - Risk management and internal control

- Changes to corperate and capital structure

Changes to pension scheme
- Major acquisitions. mergers, joint ventures

- Financial reporting and disclosures
and disposals P &

- Significant capital expenditure and borrowing
- Dividend policy and payment

- Review of remuneration policies and share schemes
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Leadership.

Board balance and independence.

Effective management and good stewardship are led by the Board.

The Board is currently composed of the Chairman, who was
independent upon appomtment, two Executive Directors and 10
Non-executive Directors The Board has agreed a clear division of
responsibifities 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 dominate the Board's decision-making

As set out in their biographies on pages 40 to 42, eech member
of the Board offers & range of core skills and experience that is
relevant t¢ the successful operation of the Group

The Non-executive Directors provide a strong independent
elerment to the Board and 3 solid foundation for good corporate
governance, fulfilting the vital role of corporate accountabibty,
The Board believes that the oversight they provide is batanced
with individuals contributing a broad range of skils. diverse
expenence and knowledge. demonstrating ndependence and
constructive challenge During the year, the Chairrman met
frequently with Non-executive Directors without Executive
Directors being present

The Norminations and Gavernance Cormmittee, which has
carefully considered the matter, is of the opinion that each of the
current Non-executive Directors continues te be independent in
character and judgernent in ing with the definition set out 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 belefs ang
viewpoints in erder to support the ultimate good of the
Company and that there are no relationships or circumstances
which are likely to affect the judgement of each of the
Nen-executive Directors

Corparate governance

|

Board informaticon.

At Board meetings, Directors receive and consider papers and
presentations from the Executive Directors and senior managers.
This enables the Non-executwe Directors to engage with colleagues
from across the Group Effective review and decision-making is
supported 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. it is
recorded in the Board minutes Also on resignation, Non-executive
Directors are encouraged to provide a written statement of any
concerns to the Chairman, for circulation 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 role in order to discharge hus or her
responsibiities effectively,

The Nommnations and Governance Committee assesses the time
commitments of Directors on a regular basis to ensure that they
each have sufficient time to devole to their role This assessment
takes into account the number of external commitments each
Director has and that each Director has demonstrated they

have sufficient time to devote to their present role within Tesco,
including under potential pericds of corporate stress The Board 1s
currently satsfied that the number of appointments held by each
Director in addit:on to their position with Tesco is appropriate to
allow them to fulfil their obhigations to Tesco

Detads of the Directors’ service contracts and terms
of appomtment, 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 15
responsible for promoting a culture of
openness and effective communications
between Executive and Non-executive
Directors and for creating an environment
at Board meetings in which ali Directors
contribute {o discussions and feel
comfortable in engaging in healthy debate
and constructive challenge The Chairman
ensures that all new Directors have an
appropriately tailored induction process

Group Chief Executive.

The Group Chief Executive has day-to-day
responsibiiity for the effective management
of the Group’s business and for ensuring that
Boarg decisions are implemented He playsa
key role in dewsing and reviewing Group
strateges for discussion and approval by the
Beard The Group Chief Executive 15 tasked
with providing regular reports to the Board
on all matters of significance relating to the
Group's business. or reputation. to ensure
that the Board has accurate, timely and
ctear information on all matters

Senior Independent Director.
The Senior independent Director prowides a
sounding board for the Chairman and acis as
an intermediary for the Non-executive
Directors. where necessary She s avallable
to shareholders should they have any
cencerns where communication through
normal channels has not been successful or
where such channels are inappropriate The
Senior Independent Director Is responsible
for leading the Non-executive Directors en
appraising the performance of the Chairman

Non-executive Directors.

The Non-executive Directors bring insight and
experience to the Board They have
respansibility for constructively challenging the

strategies proposed by the Executive Directors.

scrutinising the performance of management
In achieving agreed goals and objectives, 8s
well as playing a leading role in the functioning
of the Board Commuittees, bringing an
independent view 1o the discussion They meet
with the Chairman without the Executive
Directors being present and meet with the
Senior independent Director to review the
Charrman's performance and cther matters

Group Company Secretary.
The Group Company Secretary is
secretary o the Board He ensures
Board procedures are complied with
and the Board has the information tume
ang resources it needs in order to
function effectively and efficiently

He adwises the Board on all governance
mattars and faciltates induction
programmes for new Directors and
provides briefings on governance, legal
and regulatory matters
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Corporate governance report continued

Independent advice.

All Directors have access to the advice of the Group Company
Secretary and, in appropriate circumstances, may obtan
independent proféssional advice at the Company's expense,

No such requests were made in 2018/19. In addition, a Directors’
and Officers’ Liability Insurance policy 1s maintained for all
Directors and each Director has the benefit of a Deed of iIndemmty

The appointment and removal of the Grovp Company Secretary
15 a 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 appaintment,

after three years’ service the performance of a Nan-executive
Director is rigorously assessed by the Nominations and
Governance Committee, with any development needs discussed
by the Chairman with the Non-executive Director in accordance
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
annually by shareholders at the Company’s AGM All Directers will
submit themselves for election or re-election at the forthcoming
AGM in June 2619,

Induction.

All new Directors receve a comprehensive Induction programme
over a number of months which 1s designed to faciitate thesr
understanding of the business and is tallored to their indiwdual
needs The Chawrman and the Group Company Secretary

are responsiole for delivering the programme covering the
Company’s core purpose and values, stratepy, key areas of the
business and corporate governance. The induction 15 delivered
ttirough mtroductory meetings with senior management across
the business, attendance at Committee meetings, site visits.
working in @ store and access to a library of reference materials

Development.

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

ar ¢changes Directors also receive the benefit of teach-ins

and technical updates proviced at Board and Committee
meetings, which aim {o ensure that Directors remain up to
date with key developments on the business environment in
which Tesco operates.

Conflicts of interest.

tn accordance with the Companres Act 2006 and the Company's
Articles of Assocation, Directors are required to report actual or
potential conflicts of interest to the Board for consideration and.,
if appropriate, 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 is reviewed annually by the Nommnations and
Governance Committee.
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Induction case study.

Melissa Bethell joined the Board in September 2018
and has undertaken a tailored and comprehensive
induction programme over a six-month period

Upon appointment, Melissa received an induction
pack, which incfuded 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, providing her with an in-depth
overview of the key themes and areas of focus of
the Group n 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 of a store,




Board effectiveness.

Performance evaluation.

In accordance with the reguirements of the 2016 Code, the Board
carries out a review of the effectiveness of its performance and
that of its Committees and Directors every year and the evaluation
15 facilitated externally every third year

The 2018/19 Board effectiveness review was facihtated by Dr Tracy

Long of Boardroom Review, an external board evaluation specahst.

between January and Aprii 2019 Neither Tracy Long nor
Boardroom Review has any other connection with the business.

SBoardroom Review was appointed following an extensive tender

process overseen by the Nominations and Governance Cormnmittee.

The tender process involved drawing up a long hist of eight
providers, each having extensive experience for faciitating

efiectiveness reviews Each firm completed a request for proposal,

after which a formal assessment process was undertaken by the
Chairman and 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 collective unitary Board and at individual Board member
level, in order to implement any actions required to become a
maore effective Board. The review was designed to encourage
Directers to optimise their contrbution to the success of Tesco
and add value beyond their statutory requirements, by building on

External evaluation process.

Corporate governance

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

end of the review

The review concluded that the perfarmance of the Board. its
Commuittees, the Chairman and each of the Directors continues to
be effective Al Directors demonstrated commitment to ther roles
ana the boardroom culture was deemed effective and conducive
tc creating a positive environment for participation and challenge
by the Non-executive Directors. The review dentified 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,

- Continwing to develop and articulate the appetite for nsk and
ensuring it 1s aligned 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,

Jr‘\

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

During January,
February and March
2019, Tracy Long
conducted detailed

one-to-one abserve the further performance
interviews with each Directors and the improvements was
member of the Board dynamics of the discussed with the

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 Chairman and a

advance. report on the
Chairman was
shared with the

(>

Tracy Long attended
the Board and
Committee meetings
held in February to

meeting.

Areport prepared by
Tracy Long setting
out her findings and
recommendations on

Chairman, prior to
being presented by
Tracy Long to the
Board in April.
Feedback on
individual Directors
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 Sentor Independent Director,
respectively The reviews included an evaluation of the effectiveniess of the Board. its Committees and individual Directors The performance
evaluatuon of the Chairman is carried out by the Non-executive Directors, led by the Senior Independent Director, taking mto account the
views of the Executive Directors Progress aganst the conclusions of the 2017/18 Board evaluation s set out below

2017418 areas of focus

Achievemnents and progress

Further improve the
aversight of risk

Regular reporis were made to the Audit Committee on the identification, assessment and monitoring of
risks The Board recewed traming on the dynamic threat posed by cyber risks and discussed emerging Group
risks ang Red Team Testing

Ensure the effective monitoring of the

mtegration of Boaker Group

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

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

Identify ways to further engage

on technology 1ssues

Reporting to the Board has been enhanced n this area. including presentations on digital trends,
innovations technology and data secunty

Tesco PLC Annual Report and Financiat Statements 2019
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Corporate governance report continued

Stakeholder engagement.

Qur purpose, culture and values.

Serving shoppers a little better every day is at the heart

of everything we do at Tesco, 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 recagnised across the Group and have
become a vital part of our culture They ensure that every
colleague at Tesco understands what Js important - about

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

Our Little Helps Plan denufies the most pressing social and
environmental challenges facing the business, our customers,
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 contribution to our
colleagues, customers and communities Through the
three pillars of the Little Helps Plan - People, Product and
Places - we are committed to doing the right thing
Foundation activities of ¢climate change. cyber secunty,
governance and ethics. health and safety and product
safety underpin the three piliars 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 calleagues can get on, whatever therr background, 1o
help our customers make healthier choices and enjoy good
quality, sustamnable products at affordable prices. and to help
tackie food waste It spans three areas core to our operating
maodel and the long-term success of our business

Our 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
polictes and mandatory training which includes anti-bribery
and corruption, competition law, data protection and supplier
legislation. Calleagues are required to complete mandatory
training to reinforce the importance of these standards

For new colleagues, there 1s a requirement to complete this
training within five days of joining Tesco Refresher training

is required on an annual basis in agdition, ‘Protector Line',
an independent and confidential whistleblowing 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 their activities reflect the culture we wish to
insty in our colleagues and other stakeholders and drive the
right behaviours. We have a responsibility to ensure that our
colleagues do the night things in the night way by setting the
tone from the top and leading by exampie This means that in
every decisian we take. and every plan we develop, we ask
ourselves one simple guestion. how will it help serve our
shoppers a ittle better every gay?

Visit www.tescoplc.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 cne tries We treat Every Iittle help
harder for aur people how makes a big
customers they want to difference
be treated
Little Heips Plan pillars.
People, Products. Places.

Visit www.tescoplc.com/littlehelpsplan
toview Tesco's Little Helps Plan

Customers.

- Customers are at the heart of everything Tesco does.
Through surveys and engagement with customers. Tesco
hsteng and acts on what customers want The results of
custemer 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
mprovements and stakeholder initiatives

Through the Little Helps Plan we provide customers with
the assurances they need and provide affordable, heaithy,
sustainable products which are accessible to all One of
our targets is to help our customers make healthier food
choices every time they shop with us

Through community programmes such as Bags of Help.
our customers choose the local good causes we support
Clubcard 1s a way of understanding our customers and
thanking them for their loyally We treat our customers
with integrity when dealing with the privacy of customer
data This is supparted by mandatory training for colleagues
oninformation security and data protection swareness.

1

'

We serve nearly

80 million

shoppers every week




Colleagues.

4

'

Inclusivity and creating a culture where everyone feels welcome,
that fosters talent and allows colieagues to achieve their full
career potential are integral to our business

Our commitment to heliping our colleagues get on s one of the
key pillars of the Little Helps Plan

A wide range of learming 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
develep a wellbeing programme based on improved nutrition,
healthy body and healthy mind Mental wellbeing is also
important Mindapples e-learming was accessed by colleagues
18,000 times since it launched and more than BOO UK colleagues
nave taken part In mental health awareness workshops

The 'What Matters To You' employee engagement survey allows
colieagues to provide feedback on a variety of Issues The results
are reviewed by the Board. Executive Committee and functional
management 83% of colleagues wha parucipsted 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 priorities Our existing colleague forums
will be expanded to establish Colleague Contribution Panels
across the Group with representation by a Non-executive
Director 5o that informed decisions are made in the interest’

of the Company and stakeholders

We have more than

450,000

colleagues globally

Corporate governance

Suppliers.

We are committed to bullding trusted partnershups with

our supplers which are ¢rucial to delivering many of our
commitrents, such as working with supplers to remove

hard to recycle matenals from our Own 8rand packaging ine

The Code of Business Conduct sets out key behaviours to
ensure we treat our supphers farrly and with respect.

Tnese trusted relationships with aur supplers help us serve

our customers a httle better every day and also help us

deliver the Little Helps Plan

The Board recognises that prowding a better service to

our customers, requires our supphers to meet the highest
safety and legal standards

Supplier traiming provides suppliers with the skills, knowledge and
guidance to ensure compliance and foster cngoing relationships
Supplier conferences are held on an annual basis

Global supplier surveys (Supplier Viewpoint) are undertaken twice
a year to seek suppliers’ views in relation to their interaction and
experiences with Tesca The results are reviewed by the Board.
Executive Committee and functionat management and actions
undertaken n areas where lower scores are attained

For a third successive year. we ranked first in the independently run
Advantage survey which compares Tesco against our peer group
Members of the Corporate Responsibiity Comnittee

visited Incia on a deep dive inte garment sourcing

We achieved a score of

77.5%

in the Supplier 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, inciuding meetings and
correspondence between the Chairman, Senior independent
Director and Chairman of the Remuneration Committee and
mnstitutional shareholders to discuss key 1ssues

Senior management and the Investor Relations tearm held regular
meetings with existing 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
operaticns and aflow them to share their views on the business
The Group Company Secretary's team engages with private
shareholders, who, with our registrars, Equiniti provide a number
of services to privete shareholders

The 2018 AGM was attended by nearly 400 shareholders and guests.
Ali resolutions were passed, with votes in favour ranging from 100%
to N 3% Approximately 74% of total voting rights were voted Inthe
event of significant opposition, actions would be taken to address the
1s5ue A live webcast of the 2018 AGM was broadcast for the first ime
allowing shareholders globally to view the event All Directors attend
the AGM and are avallable to answer questions from shareholders
Senior management maintain regular dialogue and communication
with our relationship banks

The corporate website (www tescoplc com) prowides a wealth

of information on the Group and its activities

We have more than

246,000

registered shareholders

Community.

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

The Corporate Responsibiity Commitiee has responsiodity and
oversight of the Little Helps Plan which supports causes and helps
address 1ssues that colleagues and customers care about focally
The Board approved a Health Charity Partnership with Diabetes
UK, Cancer Research UK and The British Heart Foundation.
Corporate Responsipility Committee members visited the
Partnership to understand more about the work they do and how
Tesco through its Partnership can hefp

we have launched a four-year strategic partnership with WwF to
help us accelerate dehvery of our environmental commitments

This year we launched our Community Cookery Schools
Programme te help community groups make the most of the food
they receive through our food surplus donation programme

Cur community grant programmes in the UK, irefand and Central
Eurape allow our customers to choose the local causes we
suppart Through these programmes we have supported aver
39,000 community projects to date

Qur 320 Community Champions in stores across the UK help us
build relationskufys with commurnities and support locat events,
Colleagues and customers join our regular food collections which last
year collected 3 5 millon meals in the UK ta help feed people in need

We have supported more than

29,000

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

Nominations

and

Governance Committee.

“We 8im 10 attract and retain
Board members with a
diverse range of backgrounos
who will contribute a wealth
of knowledge, understanding
and experience of the
communities where
Tesco operates ”

John allan
Chairman

Dear Shareholder.

The Committee held four scheduled meetings during the year.
which were attended by all members. primarily focusing on
succession planning, talent managemnent, corporate
governance, inclusion and dwersity

Board composition and succession planning.

The Committee keeps under réview the size and composition of
the Board and the need to refresh membership so that there s an
appropriate balance of skills. knowledge, experience and dwersity
in its widest sense The Committee recognises the need to attract
Baard members with 8 diverse range of backgraunds wha can
contribute a weaith of knowledge, understanding and experience
of the communities where Tesco gperates

There have been a number of changes to the Board during the year
As reported in last year's Annual Report, following completion of the
Booker merger Stewart Gilliland and Charies Wilson joined the Board
as a Nan-executwve Director and CEQ of UK & RGI, respectively
Regrettably, in July 2018, Charies Wiison took the difficult decision

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

Succession planning continues to be a priority for the Committee
and throughout the year the Committee monitored the future
leader pipeline and the available pool of talent s the Group Thisis
essential to ensuring a continuous level of quality in management,
in avoiding instability by helping mitigate the risks which may be
assaciated with unforeseen events. such as the departure of a key
individual, and in promoting diversity and inclusion During the year,
the Cornmittee developed a more systematic approach to
succession planning for Non-executive Directors

Diversity and inclusion.

The Commuttee 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 1s supportive of the recommendations set outin
the Hampton-Alexander Review and 1s committed to raising the
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representation of wormen on the Board to 33% As at the date

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

of our Executive committee are female we actively support

women advancing into senior rofes, as evidenced by our participation
in initiatives such as Women in Finanice Charter (Tesco Banki and the
30% Club However, the Committee remains of the opimon that
appointments to the Board and at senior management level should be
objective and made on mertt relative to a number of critera, 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 2015, the Committee cormmissioned
an external evaluation of Board effectiveness for 2018/19. The
Committee agreed that the Group Company Secretary and | would
conduct a tender exercise and recornmend an exiernal facilitator
to the Committee Following an extensive tender process. the
Commuttee chose Boardroom Review to conduct the evaluation
More detalls on the effectveness review are set out on page 51

of the Corporate governance report

Governance.

During the year. the Committee received regular updates on
developments m corporate governance. The Committee was
provided with detailed reports on the 2018 UK Cerporate
Governance Code and supports the drive for greater stakeholder
engagement generally, as well as the reporting regquirements for
large subsidiary companies. and agreed a number of amendments
to the Group's corporate governance framework

— et
FA A

John Allan

Normunations and Governance Committee Chair

Committee responsibilities.

- review the size and composition of the Board and 1ts Committees:

- nomination of candidates for appomntment to the Board,

- review of succession pianning, talent management and
diversity and inclusion,

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

- ensure a Board effectiveness review s conducted annually

Key activities.

Succession planning: Reviewed succession plans for the

Board, Executive committee and senior management
Non-executive Directors Reviewed time commitments. conflicts
of mterest and independernce

Diversity and inclusion Assessed the Group's approach to
diversity and inclusion

Corporate governance, Considered developments in

corporate governance and appointed the external facilitator for
the external effectiveness review

Board appointments Recommended Melissa Bethell as a
Non-executive Direclor and a member of the Audit Committee.
Steve Golsby as Charr of the Remuneration Commitiee, and
Slewart Gllilland as a member ot the Audit Committee

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.



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 Pownall
Non-executive Director

Dear Shareholder.

The Corporate Responsibility Committee 1s responsible for
oversight of the Group's corporate and social obhgations as a
responsible citizen and overseeing its conduct in respanse to those
cbiigations The Committee held three scheduled meetings during
the year, which were attended by ali members. primarily focusing
on monitoring the corporate and social responsibiity strategy
globally and oversight of progress against the Little Helps Plan

At each Committee meetng, progress against the Little Helps Flan
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 commitments, and an overview of
the Group's Impact on the environment and local communities

A key tenet of Tesco’s approach to corporate responsibility i1s to
work with suppliers to make sustainable products accessible and
affordabte. prowding customers with peace of mind that the
products they buy from Tesco. no matter the range, are sourced
with respect far the environment and people In support of this,
the Committee received a report from F&F, Tesco’s clothing brand.
providing an update on three key areas' developing ethical suppler
relationships to build trusted partnershups 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 N which we source
products In September. | visited India with other members of the
Committee to undertake a deep dive to understand how Tesco
plans and rmanages 1ts garment sourcing to ensure safe and
decent working conditions and avoid excessive work hours.

support vulnerable communities, and to understand our

suppliers’ experiences of working with Tesco The vist also
provided an opportunity to lock at a number of sustainable
SOUFCING Programmes

Product safety s one of the foundations of the Little Helps Plan.
The Committee receved 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

Stnce the taunch of the Little Helps Pian m October 2017 a clear
marketing ang communications plan has been devetoped to
accelerate awareness and demonstrate Tesco's priorities wn food
waste, heaith, sourcing and packaging. as well as further raising
trust amongst consumers and influencers. During the year. the
Committee discussed future planning, focusing on each of the
three pillars of the Little Helps Plan to achieve a broad and
targeted range of activties throughout the year on the 15sues

of importance to Tesco's stakeholders

The Little Helps Plan 1s a Group-wide framework and throughout
the year the Committee receved detalled updates on the

UK & ROI. Central Eurcpe 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

ta do and the Committee sees this as an opportunity to take
further small actions to make a big difference.

Tesco has established strategic health charity partnerships with
the British Heart Foundation, Cancer Research UK and Diabetes
UK to help customers and colleagues make healthier choices
Duning the year, | visited each of the charities snd also attended
the launch of the partnership with WWF to make it easier for
customers to buy affordable, healthy and sustainable food, as
well as reducing the environmental impact of the average
shopping basket by 50%.

During the year, the Committee approved funds for a new
traintng programme. the Tesco Community Cookery School with
Jarmie Oliver, which will teach more than 1,000 community cooks
on how best to use surplus food donations they receive through
the Community Food Connection

’ OC,J/LG\Q_Q,,

Lindsey Pownalt
Corporate Responsibility Committee Chair

Committee responsibilities.

- apprave and monitor the corporate and scocial responsibility
strategy to build trust and command respect and confidence.

- oversight of the Group's conduct in respect of its corporate
and sccietal obligations as a responsible corperate citizen,

- oversight of the creation of appropriate corporate
responsibility policies and supporting measures;

- identify and monitor external developments likely to have a
significant influence on the Group's reputation and 1ts ability to
conduct its business appropriately as a good corporate citizen,

- rewview how best to protect Tesco's reputation: and

- oversight of the Group's engagement with external stakeholders
and other interested parties

Key activities.

Little Helps Pian deep dives

- Little Helps Plan progress ncluding regional progress updates

- product safety

- people

- respensible sourcing

- marketing and communications strategy

Activises on charitable partnerships and Group-wide projects
Review of the Commitiee's performance and terms of reference

Committee membership together with attendance
at meetings 1s detaled in the table on page 47

The Commttee’s terms of reference are avalable at
www.tescoplc.com More information on the Little
Helps Pian ss set out on pages 24 to 31and online at
www.tescople.com/littlehelpsplan
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Corporate governance report continued

‘The Commuttee has
supported the Board on
a number of sigarficant
governance matters
relating to financial
reporting. internal control
and risk management ’

Byron Grote
Non-executive Director

Dear Shareholder.

Fallowing the Group's successful merger with the Booker Group.
the Audit Committee has continued to support the business in
achieving the key business and strategic drivers set out on pages
14 and 15 of this Annual Report

The Audit Committee has supported the Board on a 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 1ssuance strategy
and the continuing transformation programmes The Committee
regularly monitored the Group's risk exposures in relation to
changes in the external regulatory and political environment.
including the possible impact of Brexit on the Group's risk
management actwities. Further infarmation 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 periodic and structured
rolling forward -looking planner, this report shares insights
into our discussicns. Looking ahead, these areas will remain

a key focus it 2019/20.

Committee responsibilities.
The Committee’s terms of reference were updated in February
2018, and 1ts responsibilities include

monitoring the Group’s financial reporting processes,
review, and challenge where necessary, the actions and
Jjudgements of management in relation to the interim and
annual financial statements before subrrission to the Board:
review the integrity of the interim and annual financial
staternents and announcements relating to the financial
performance of the Group.

- consideration of the appointment and reappointment of
the external auditor. their reports to the Committee and
performance, the external auchtor's effectiveness and
independence, including an assessment of their
appropriateness to conduct any permitted non-audit work
in accordance with the Group’s nen-audit services policy,
review of this policy and appropriateness,

- review and agreement with the external auditor a5 to the nature
and scope of the external audit and approving the audit fee,
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Audit Committee.

review of the Group’s distributable reserve position in advance
of any declaration of interim or final dmidends;

review and monitoring of the internal controls and fisk
rnanagement processes of the Group, Including key financial,
operational and compliance controls, identification and
assessment of emerging and principal risks, including the
effectiveness of nsk mitigation. and making necessary
recommendations to the Board.,

review of the internal audit programme and ensuring that the
Internal Audit function (GAA} s adeguately resourced, has
sppropriate standing within the Group and access to information
to enable it to perform its function effectively and in accordance
with relevant professional standards and I1s able to exercise
independent judgemnent,

consideration of management’s response to any major

external or interna! audit 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 in financial reporting or other matters, and

review of business continuity plans and processes for the
prevention of fraud. bnbery and corruption More details

can be found on pages 31 and 82 of this Annual Repart.

Key activities.

Statutory Reporting financial results key accounting judgements.
rnplementation of new accounting standards, going concern,
longer-term prospects and viability; dividends: subsidiary audit
exemptions, management’s representations to the external
auditor. Booker integration; property valuation pensions,
solvency and iquidity update, hability 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 & ROI, Central Europe Asia and Tesco
Business Services Finance directars. key financial controls
updates, Insurable risk review sk appetite: rewew of Internaf
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 nsks)
Compliance anu-bribery. whistleblowing, GSCOP, annual and
Group compliance statements. GDPR. anti-fraud. gifts and
entertanment: and privacy comphance

External Audit- audrit scope and fees; non-audrt fees; update
reparts; management letter abservations, and effectiveness review
Internal Aucht update reports; 2018/19 audit plan, internal audit
charter. review of executive expenses and effectiveness review
Other governance matters Committee effectiveness: 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 is satisfiad that Byron Grote. Mark Armour
and Melissa Bethell have significant. recent and relevant financial
experience Adaitionally, Byron Grote and Mark Armour are also
competent in accounting and/or auditing The Board considers
that the Committee members as a whole have competence
relevant to the Company's sector. in addition to general
management and commercial experience The expertise and
experignce of the members of the Committee 1s set out in

each of their biographies on pages 40 to 42

Robert Welch 1s appointed as Secretary to the Committee

Cther regular attendees at Committee meetings mclude the Group
Chairman, Group Chief Executwe, Chief Financial Officer. Group
General Counsel, Chief Audit and Risk Officer Deputy Chief
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 transition
to IFRS 16 "Leases’ financial reporting Each meeting has a distinct
agenda to reftect the annual financial reporting cycle of the Group
and particular matters for the Commttee’s consideration

The Committee has a structured rolling forward-looking planner,
which 1s designed to ensure that its responsibilities are discharged
in full during the year This planner is developed with the Group
Company Secretary and its content regularly reviewed with
management and Deloitte It 1s developed to meet the changing
needs of the Group as the year progresses.

The Chair of the Committee provides a written and verbal update
to the Board following each meeting and Committee meetings are
generaliy scheduled close to Board meetings in order tc faciitate
an effective and timely reporting process.

Committee members met in private follow:ing each Committee
meeting and also held separate private sessions with the Chief
Audit and Risk Officer and the external auditor, in order Lo provide
additional opportunity for open dialogue and feedback without
management present The Committee Chair also meets with the
Chuef Financiat Officer, Chief Audit and Risk Officer and external
auditor on an ad hot basis and prior to each Committee meeting

The Audit Commitige 1s monitoring the outcorne of audit
market reform imitiatives and accordingly will modify its
approach as required

Key discussions in the year.

The Committee carried out a number of In-cepth reviews of
specific principal risk areas this year, considered emerging risks
and reported its findings and recommendations tc the Board

The Committee received updates from management in relation to
the Group's transfarmation programmes, tecnnelogy, information
security, data privacy. treasury. tax. pensions, insurance and key
comphance risks and the corirots and mitigating actions employed
In each of these areas, which support the Group's overall strategy
and culture The Committee has assessed the effectiveness of the
Group’'s whistleblowing arrangements and reviewed compliance
with the Groceries Supply Code of Practice IGSCCP)

Corporate governance

The Commuttee received update reports durtng the year from the
Tesco Bank Audit Committee, the Disclosure Committee and the
Group Risk and Comphance Committee

The Committee monitors the activity, role and effectiveness of
internal audit (GAA), detailed on page 53 and at each meeting
we receive an update covering a range of management (ssues.
including penodic reviews of the employment of former auditor
employees and non-audit services policies, the internal audit
charter, 2018/20 audit plan and executive expenses

GAA provided regular updates on its work. including findings

from its internal audit programme and the status of management
actions to address such findings The Committee continues to
focuws on Group transformation and internal controls and recewves
regular upgdates from GAA on the work that 1s betng undertaken
to review and strengthen the Group’s processes in these areas

Additionally, at each meeting we consider reports from our
external auditor, Celoitte in relaticn to their interim and
year-end reports. audit plan, audit fees and non-audit services,
early warning report, management letter observations and
updates on therr ongoing audit work.

Statutory reporting:

The Committee has considered the Group's 2017/18 preliminary
results and 2018 Annual Report, the 2018/19 interim financial
statements. a comprehensive report from the Group's Disclosure
Committee on fair. balanced and understandable reviews, the
Group's compliance with relevant regulatory frameworks and
validation of management’s representations to Deloitte.

The Committee is responsible for assisting the Board's oversight
of the qualty and integrity of the Cempany’s financial reporting and
the Company's accounting pohcies and practices. During the year,
the Committee has continued to receive updates regarding the
Group's ongoing Finance Transformation pragramme and any
actions taken to address abservations raised by Deloitte in its
letter to management following completion of the 2017/18 audit

A number of recommendations have been implemented to further
enhance the Group's financial reporting systerns and controls
environment. The Committee has also received regular updates,
including from GAA and Group Finance directors, on the
development and effectiveness of the Group’s key internal
financial controls

In relation to the finangal statements, the Committee reviewed
and recommended approval of the half-year results, the Group’s
approach to IFRS 16 disclosure and these annual financial
staterments. considered impairment reviews, the viability 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.
reviewed corporate governance disclosures and mopitored the
statutory audit As part of its review of the financial statements,
the Committee considered, and challenged as appropriate, the
accounting policies and significant judgements and estimates
underpinning the financiat statements. Details regarding the
significant financial reporting matters and how they were
addressed by the Committee are set out later in this report

Liability Management:

During the year. the Group has undertaken two successful
tender exercises in relation to its outstanding bonds resulting
in £52m of annualised interest savings In October 2018, the
Cormmittee oversaw the Group's well-positioned 1ssue of new
five-year bonds. the first issuance since June 2014,
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Corporate governance report continued

{FRS 16 ‘Leases”:

At each meeting, the Committee received an update in relation to
the Group's proposed approach to the IFRS 16 reporting standard
The Committee regularty reviewed the controls in place to ensure
the robustness of lease data required to support IFRS 16
calcutations across the Group's UK and international estate and
estabhshment of systems and processes required for accounting
and reporting under IFRS 16. The Committee reviewed the Group's
impairment model and giscussed the broader reporting impacts of
IFRS 16 on reported assets, habilities and the Group iIncome
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 2018 Further information can be
found in Note 36 to this Annual Report

1T General Controls:

The Committee has continued to monitor the Group’s progress
against its IT remediation, data collection processes and
transformation plans The Committee receives regular risk updates
from Technology, the internal and external auditars which were
discussed n the context of the Group's risk appetite See our
Technology risk on page 34 of this Annual Report

Significant financial staterent reporting issues.

Bow the Issue was.
issue addressed by the Committee

Goingconcern  Tne Committee reviewed and challenged

basis for the management’s assessment of going concern.

financial longer-term prospects and viability siatement

statements with consideration of forecast cash flows,

and viability including sensitivity to trading and expenditure

statement plans and potential mitigating actions and
considering any impacts of the uncertainties
arising from Brexit. The Committee also
considered the Group's financing faciities and
future funding 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
appropriate. and recormmended the approvai
of the viabiity statement For further
nformation see page 37 of this Annual Report

Fixed asset The Committee reviewed and challenged
impairment and  management’s impairment testing of property
onerous lease  and technology assets and estimate of onerous
provisions lease provisions. The Commuttee considered the
appropriateness of key assumptions and
methodologies for both value in use models
and fair value measurements This included
challenging projected cash flows, growth rates,
discount rates and the use of independent third
party vatuations and considering any impacts of
the uncertainties ansing 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 impairment loss for
saftware and other intangible assets See Note
10 to the financial statements 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 Lhe 155ue was
addressed by the Committee

Valuation of
Ching associate
and India jaint
venture

The Committee reviewed management's
assessment of the valuation of the Group's
Chine associate. Gain Land Limited. and India
joint venture, Trent Hypermarket Private
umited, covering the methodology and
assumptions used by management. ncluding
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 valuation The carrying value
was supported by the valuation. See Note 13
to the financial statements

Pensions

The Committee reviewed and challenged the
estimates used by management in valuing
pension liabilities. principally the discount rate,
including the impact of guaranteed mimimum
pension equalisation in the year See Note 27
to the financial statements

Business
acquisition

The Committee considered the key judgements
made by management in accounting for the
Booker acquisition, including the valuation of
assets acquired ang liabilities assumed
resulting 1 the recagntion of goodwill and
acquired intangible assets The Committee also
considered the allocation of goodwill to, and
impairment testing 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
liabihties

The Committee further considered
managerment’s assessment of the status of
ongoing regutatory investigations and htigatson
relating to prior periods The Commuittee
concurred with management’s assessment
that due to the stage of the remaining matters
and the uncertainties regarding the outcomes,
no provision was required, and disclosure as
cantingent habilities at the year end was
appropriate. See Note 32 to the financial
staterments

Recognition
and disclosure
of commercial
ncome

The Committee reviewed management’s
assessment of the controls that exist over

the recognition of commercial ncome and
considered the appropriateness of accounting
judgements therein adopted See Notes 1and 20
to the financiat statements




How the issue was
15508 addressed by the Commitiee

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 exceptional items and

intangibles amortisation of acquired intangibles The
Committee reviewed the nature of items
identified and concurred with management
that the treatment was even-handed and
consistently appled across years and
appropriately presented Consideration was
also given to the quality of earnings within
underlying results See Note 4 to the financial
statements

New accounting The Committee consicered the transition

standards approach and impact of implemeniing IFRS 9
‘Financial Instruments’ and IFRS 15 ‘Revenue
from Contracts with Cystomers’ in the pericd,
covering jJudgements made including the
determination of expected credit losses for
Tesco Bank financial assets The Committee
also considered the impact of IFRS 16 ‘Leases”,
on the Group's financial reporting The
Committee considered the key judgements
made In determiring the impact of IFRS 16
and 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 s an independent assurance function within Tesco providing
services to the Board and all levels of management Its remit)s

to provide independent and objective assurance and adwice to
provide insight. delwer value, protect and help the organisation
achieve its priorities GAA helps the organisation accomplishits
objectives by bringing a systematic, disciplined approach to
evaluating and improving the effectiveness of risk management.
control and governance processes

GAA's responsitlities 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
systemn of risk identification and internal control, and for the
prevention and detection of irregulanties and fraud GAA
facilitates the Group's risk management processes with the
Audit Committee and the Board

In February 2019, the Committee 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 questionnare-based assessment to
key stakehoiders, collated the anonymous responses and provided
the assessment reports This assessment included consideration
of the structure and scope of GAA's work, 115 capabilities,
independence the adequacy of the audit plan, qualty of audit
reports and its engagement with stakeholders

Corporate Bovernance

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
included clanty of audit findings, enhancements in sharing
learmings and improved stakeholder relationships The
Committee also concluded that GAA 1S adequately resourced
Aspects highlighted to focus on ncluded continuing to enhance
capability in the area of technology to keep pace with advances
and ensuring that dedicated resource is available to work on
mMajor change programmes

The Committee rewewed 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 2l50 presented and agreed by the Committee

The Internal Audit Plan will be kept under review to ensure,
where necessary, 1t adapts appropriately to the changing
needs of the business

Key elements of the risk management process.

The sk management process enables the identification,
assessment and pricritisation of risks through workshops and
discussions with business leaders. Risks are reviewed at business
unit sk and compliance committees and other delegated senior
leadership committees to ensure that they continue to reman
relevant During the year. the significant risks have been reviewed
as a top-down and bottom-up process at both the business unit
and the Group level to ensure awareness, agreement and
appropriate prontsation A risk that can seriously affect the
performance, future prospects or reputation of the Group 1s
termed a principal risk ang these risks are aligned te the Group's
strategic drivers set out on pages 14 and 15.

Risks are assessed to determne the potential impact and hkelihood
of occurrence, after taking into account controls and mutigating
factors Where appropriate, additional rrutigating actwons are
identified and agreed with relevant business owners

The Group Chief Executive has overall accountability for the cantrol
and management of the risks Tesco faces. with the Board having
overall responsibility for risk management. Risks are managed at
the husiness unit level on an ongoing basis with follow up
throughout the year by GAA and assighed risk champions end
functional risk managers All risks are assigned to an appropriate
risk owner and the Group level principal risks are assigned to an
executive cwner The Board receives a nsk report, including
principal nsks and areas of emerging risks which are reviewed at
least annually The Group's principal risks are detaied on pages 32
to 36, showing a summary of key controts 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
control framework throughout the year and has conducted a
review of the effectiveness of the Group's risk management
and internal control systems To support the Board's annual
assessment, GAA prepared a report on the Group's principal
risks and internal controfs, which described the risk
management systems and key mternal controls. as welt as
work conducted in the year to improve the rnsk and control
environment incluging the level of assurance undertaken

The internal control framework 1s intended to manage rather
than eliminate the risk of failure to achieve business objectives
It can only provide reasenable. but not absolute, assurance
against matenal misstatement or loss
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Corporate governance report continued

External audit.

Deloitte continued as our external suditor with Panos Kakoulhs
as the lead partner after their initial appointment in the 2015/16
financial year Itis our ntention 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 retiring 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 financial year.

The Committee regularly reviews the role of the external auditor
and the scope of ther audit The Committee considers the
effectiveness of the external auditor on an ongoing basis during
the year, considering, 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 therr direct
communcation with. and support to, the Committee;

- content, quality of insights and value of their reports:

- fulfilment of the agreed external audit plan,

- robustness and perceptiveness of the external auditor in ther
handling of key accounting and audit judgements:

- theinteraction between management and the external auditor,
including ensuring that managernent dedicates sufficient time
to the audit process:

~ provision of non-audit services, as set out below,

- review and consideration of the results of the evaluation of
the effectiveness of the external auditor, and

- other relevant UK professional and regulatory requirements

The Committee conducted an audit effectiveness review of
Deloitte in February 2019, which was facilitated by an independent
company, Lintsteck Ltd, who distributed a questionnaire-based
assessment to key stakeholders, collated the anonymous
responses ang provided assessment reports containing territory
or business specific feedback 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 2019 AGM.

Deloitte contributed a further independent 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 15 overseen by the Committee in order to
sateguard the objectivity and independence of the auditor,
and compliance with regulatory and ethical guidance

Where Deloitte has been chosen, thisis as a result of their
demonstrating the relevant skills and expgnence to make it
an appropriate supplier to undertake the work ina
cost-effective manner

Our policy for non-audit services reflects the EU regulations that
prehibit the provision of certain non-audit services, such as payrolt
services, by the external auditor and introduces a cap on non-audit
fees. In line with the regulations, the Group is required to cap the
{level of non-audit fees paid to its external aucditor 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 policy is compliant

with new Ethical Standards for Auditors

In 2018,/19, Deloitte received totat fees of £12.0m (201718 £13 5m)
consisting of £8.0m of audit fees (2017/18: £6 Bm). and £4 Om for
non-audit and audit-related services (2017/18 £6.7m), which is
adecrease of £2 7mn total fees versus the previous penod

The 1otal of Deloitte's non-audit and audit-related fees in the
year eguated to 50% of the audit fees Fees paid to Deloitte

are set out in Note 3 to the financial statements and details of
the significant non-audit work undertaken this year are set out

in the table 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 to mitigate any threats to
Deloitte’s independence by ensuring that work was conducted
by individuals not directly involved in the external audit

We continue to take steps to reduce the fevel of non-audit
fees going forward to ensure comphance with the 70%
non-audit fee cap rules.




Nature of service

Safeguards to preserve independence

Corporate governance

Level of fees
N 2018/19
(Em}

Level of fees
n 2017718
{€m)

Provision of transactional services: including
quantified financial benefits 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

19

Retail consultancy. provision of admimistrative
support relating to the Group's markdown price
optimisaton process’

Engagement team separate to the audit team The service (s
limited to the prowision of administrative support
Decision-making accountability remained with management !

Forensic services, provision of data repository
services far information needed by the Group
and the $FO*

Careful consideration of the scope of services to ensure the
advocacy and management threats are mitigated. together with
working with informed management Clear separation of the
engagement teams has also been established

SFQO Monitor role: Delaitte has been appointed
as Monitor by the SFO under the Deferred
Proseculion Agreement agreed with Tesco
Stores Limited

Under the Deferred Prasecution Agreement Deloitte were
appointed to conduct independent reviews by individuals
not directly involved in the commercial income audits

o1

08

Other non-audit services tax comphance and
adviscry projects relating to businesses outsice
of the £U and other miscelianeous risk and
compliance services

Careful consideration of the scope of services to ensure the
advocacy and management threats are mitigated. together with
working with informed management Clear separation of the
engagement teams has also been established where required.
From March 20V, no tax services have been provided to entities
within the EU as required by the applicable Ethical Standards.

c4a

02

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 audit.

05

05

TJotal

4.0

67

*  engagement pre-dates Deloitie’s appointment &5 external auditor

1 Deloitte s work concluded in Jasuary 2019

Appointment of auditor statement.

Following a formal tender process, Deloitte were appointed as
external auditor with effect from the 2015 AGM The Company is in
compliance with the requirements of The Statutory Audit Services
for Large Companies Market Investigation {(Mandatory Use of
Competitive Tender Processes and Audit Responsibilities} Order
2014, which relates to the frequency and governance of external
audit tenders and the setting of a policy on the prowvision of
non-audit services. The Committee reviews and makes a
recommendation to the Board with regard to the reappointment
of the external suditor each year In making this recommendation,
the Committee considers auditor effectiveness and independence,
partner rotation and any other factors that may impact the
Committee’s judgement regarding the external auditor. The
Compeany intends to conduct a tender process in line with the
regulations and by no later than 2025.

Fair, balanced and understandable statement.

The Committee considered this Annual Report and Financial
Statemenis 2019. taken as a whole, and concluded that the
disclosures, as well as the processes ang controls underlying its

production, were appropriate and recommended to the Board that
the Annual Report and Financial Statements 2019 are fair, balanced

and understandable while prowiding the necessary information to
assess the Company’s position and performance business
model and strategy

Committee effectiveness review.

The effectiveness of the Committee was evaluated this year as
part of the Board evaluation process Further details can be
found on page 51 The review 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
ientify oppartunities for further improverment, members
discussed how the Committee s functioning in the private

sessions that follow each meeting
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Directors’ remuneration report

Annual statement.

“Qur remuneration policy
ensures colleapues are farly

_/,u Annual
Year-on- bonus PSP
year performance performance
2017/18 change

KPls 2018/19 measure  measure
rewarded and we remain Group sales™ £569bn  £S10bn 5% v
sensitive to the broad range Group operating
of remuneration themes
profit before
lmponant to (3uf’ exceptlonal items
stakeholders. and amortisation
of acquired
Steve Golsby intangibles & £2206m  £1646m 34 0% v
Remuneration Retalt operating cash
Committee Char flow £2.5on  E28bn (9 8)% v
Customers
Dear Shareholder. recommend us
I am pleased to present my first Directors’ remuneraton report and come back
as Chair of the Committee, having taken over the role from time and again lipts 2pts  5pis v
Deanna Oppenheimer on 1 February 2019 Deanna had chaired the Colleagues
Committee since 2015 and | would like to take this opportunity to recommend us as 3
thank her on behalf of the Board for her excellent work as Chair Great place to work 83% 83% NIy v
and her sUpport to me personally | am delighted Deanna will be Great place to shop 50pts 49pts Ipt <
remairing on the Committee, 5o that we can continue to benefit Supplier satisfaction 77 5% 749% 2.6pts v

from her experience and advice

This Report provides an update on our progress inimplementing
the remuneration policy approved at the June 2018 AGM The
Committee appreciated the high level of shareholder support the
remuneration policy recened of over 93% in favour and the continuing
constructive dialogue it has had with a number of shareholders. ther
representative bodies and the wider stakeholder group. No changes
are proposed 10 the remuneration policy for 2019/20

The Committee has followed closely the continuing debate on
executive remuneration. fairness and corporate culture Since the
AGM, the Commitiee has reviewed the remuneration policy and

its implementation, taking account of the UK Corporate Governance
Code 2018 (2018 Codel and associated Guidance on Board
Effectiveness, and the Companies [Miscellaneous Reporting)
Regulations 2018. It takes senously its role in ensunng the interests of
colleagues, sharehglders and other key stakeholders are considered
fairly, and i 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
Comrmuttee we!comes these developments and has decided to
adopt as much as practically possible early, including providing
details of the CEO pay ratio Overall. the Committee beleves the
remuneration policy is operating welt and as expected

Remuneration alignment to strategy.

The Committee considers in detail the performance metrics and
targets for the annual bonus and Performance Share Plan (PSP) 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 decided to make some changes to improve
strategic alignment and aid simplicity For the annual bonus, the
financial metncs of sales growth and Group operating profit before
exceptional tems 3nd amortisation of acquired intangibles were
retamed. but balanced eguatly, while strategic objectives were set
as a further annua| performance metric, including key stakehclder
measures relating to customers, supptiers and colleagues. For the
PSP, performance metrics were simplified from three to two From
2018, PSP performance metrics are free cash flow and diluted EPS
pre-exceptiona! items and amortisation of acquired intangibles,
IAS 19 finance costs and 1AS 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 KPIs1s set out
opposite and further information 1s available on pages 16 and 17
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4 These measures and other measures in this section are deflned in the alternative
performance measures section ¢f the Annual Report on pages 178 16 181

w Reported an a continuing cperations basis at actual exchange rates excluding fuel
® Reported on acontinuing operations basis at actual exchange rates
= Last year figures restated for impact of IFRS 15 ‘Revenue fram Contracts with Customers’

2018/19 incentive outcomes.

During the year. Tesco delivered a strong performance against 8
backdrop of a chailenging market and increased customer uncertainty.
The Group remains firmly on track to deliver on its six strategic drivers

- brand health continues to strengthen, with the YouGov Brand
perception measures of qualty and value increasing by 1.9 points
and 1 3 points, respectively,
cost savings of £532m were achieved in the year generating a
total of £1 4bn towards the E1 5bon target,
- £2 5bn of retal operating cash flowh' was generated, with £8 6bn
of retail operating cash™ generated over three years,
operating margin improved to 3 45% for the full yeer and 3 96%
in HZ 2018/19 (3 79% excluding Booker);
a further £285m was released from property, and
- innovation continued. including 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
achievement of Group. stakeholder and personal targets. provided
performance is delivered within the Company's nsk appetite The
Committee scrutinises performance targets, which are based on the
Board-approved annual budget and Long Term Flan, to ensure they
are sufficiently challenging Stretching performance ranges are then
agreed by the Commttee at the start of the performance penod
During the performance perod, the Committee reviewed a number
of unplanned and unexpected items and agreed changes to the cash
generation and EPS” targets as set out on page 72

Annual bonus autcomes for 2018/19 have been determined based
on Tesco’s performance over the year in sales growth (40%
weighting), Group operating profit before exceptional items ang
amortisation of acquired intangibles (40% wesghting) 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 tems and amortisation of



acquired intangibles and between thresholc and target for sales
growth, which reflect the very demanding nature of the targets

set This was a good performance given the challenging external
environment and a background of intense competition The
Committee also rewewed the performance of the Executive
Directors against their individual objectives. As a result. the
Committee determined that 52 5% and 49.4% of the maxmum bonus
opportunity should be awarded for Dave Lewis and Alan Stewart.
respectively A sumrmary breakdown of the targets and performance
assessments is provided in At a glance on pages 66 and 67

The 2016 PSP performance perod ran to the end of the 2018/19
financial year Performance was measured against three metrics,
with 50% subject to Tesco's relative Total Shareholder Return
[TSR) performance, 30% subject to cumulative cash generated
from retail cperations and the remaining 20% subject to key
stakeholder measures relating to customers. suppliers and
cotleagues Performance was as follows

- Tesco’s TSR ranked below the weighted average of the

blended benchmark index This element vested at nit,

cumulative cash generated from retall cperations over three

years of £8,379m was In line with target performance of £8.398m.

This element vested at 14 6% of maximurn opportunity; and

- performance against the three stakeholder measures of
customer, suppler and colleague metrics vested at 14 2% of
maximum opportunity.

As reported previcusly, buyout 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 toiliness | am pleased that Charles’ recovery is 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 details on his pay arrangernents Given he was on the Boarg for
a short portion of the year, we have disclosed this separately from
Dave Lewis and Alan Stewart and full details can be found on page 72.

Rationale for Committee decisions in the year.

The Committee 1s responsible for all executive employment
matters- recruiting. promoting and retaining high-calibre teaders.
setting the incentives under which these lesders operate, and
monitoring the results they produce and the manner in which they
produce them. The overall remuneration framework has a number
of specific goals [t 15 designed to motvate the leadership team to
achieve the Company's strategic objectives, to lead and incentivise
colleagues, and to arive value for shareholders and other
stakeholders It s also designed to be competitive in the markets
in which we operate and compete for talent

The Committee’s discussions took place agasinst a backdrop of the
wider 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
sales and profit numbers of Tesco Direct out from both targets
and actuals following its closure. and to adjust for Board approved
strategic decisions and iegal changes in Central Europe gunng the
year. These agjustments resulted in 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 80% for both Executive Directors
Ithe remaining 20% s assessed against strategic objectives which
are set out on page 67) The Committee considered ths ta be
appropriate and made no changes to this cutcome The Commitiee
also considered 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 executive
remuneration and the views expressed by investors, the UK
government and the wider public, particutarly regarding restraint
when setting guantum The Committee believes such restraint is the
right approach, while ensuring remuneration remains reflective of
the wider business environment and contains appropriate incentives
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 is
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 in line with Dave Lewis and 1s
designed to ensure that Alan Stewart's remuneration package
remaing market competitive, while recognising the value of the role
and his skills and experience, This also ensures that the link between
long-term business performance and reward outcomes 1s maintaned

The performance measures for the 2018 PSP are unchanged from
2018, with a 50% weighting each for EPS” and free cash flow. The
Committes 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 right 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 imtial

revenue growth focus of the turnaround plan

The Committee will keep emerging market practice and investor
expectations under review as the next remuneration policy
approval in 2021 approaches However, the Committee is taking
some immediate steps to enhance the application of the existing
remuneration policy from 2019 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 2018 onwards now cannot
be scld untit five years from grant. even for a good ieaver

The Commuttee 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 level of contribution to
pension or cash in heu of pension for new Executive Directors and
Executive Committee members was reduced to 15% of base safary
and a number of new appointments have been made on this basis
Thss level of contribution is aligned with the contributions to
pension for all UK colieagues at middle management and above
{some 1,800 colleagues). The Committee beleves this provides the
right measure of alignment with the wider workforce,

2019 Annual General Meeting.
| ook forward to welcoming you to the 2019 AGM and hope you will
support the resolution relating to remuneration

S @.e\*s\o-Q

Steve Golsby
Remuneration Committee Chaw

W Net debt, retall operating cash ltow and retel Iree cash flow excluae the
Impact of Tesco Bank

B Cumulative retsil cash generated from operations excluding pensicn deficit
repayments. cash outfiows relating te SFQ Mine and shareholder compensation
scheme payments and cash payments in lieu of colleague bonus shares
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Directors’ remuneration report continued

Reward principles.

The principles of a fair workplace.

Tesco's purpose Is to serve shoppers a little better every day
To hve up 10 that purpose our colleagues need to reflect and
represent the communities we serve Tesco aims to be a place
where colleagues can get on, as they wish no matter what their
background We are proud of our long history of helping
colleagues develop their careers in Tesco

To continue bulldirg an inclusive cuiture where everyone feets
welcome, it is impgrtant that colleagues feel farrly rewarded

We have clear principles for & fair workplace against which we
measure ourselves when we are successful colleagues can expect.

- 3 total reward package that provides flexibility and choice, and
1s competitive in the markets in which Tesco operates and from
which it recruits for talent,
- to share in Tesca's success and be recognised for their
contributions through pay that is transparent,
- rewards that can help support a decent standard of iving
and provide the gpportunity to plan and save for the future
- to make wellbeng and Wfestyle choices, having access to a range
of benefits and flexibility over working hours and place of work,
- to have access to career opportunities and accredited training
to develop their potential whatever their age or background. and
through Tesco's consultative forums, trade urion partnerships
and colleague surveys to have their voice heard and represented
at allievels, and access to information about what 15 happening
In the business

Rewarding our colleagues fairly.

Tesco provides colleagues across the Group with a competitive
reward package In Tesco's UX business in 2018/19 colleagues
received a reward and benefits package 1n line with the elements
set out In the table beiow The purpose of each element is the
same for all colleagues, which creates a consistent cascade
throughout the organisation

Executive
Element Committee WL
of pay Purpose and WiLA-5 -3
Base salary  Base salary supports the recruitment and v v

retention of colleagues of the calibre,
capabity and experience needed to
perform their role Base salary provides
fixed remuneration and reflects the size,
scope and comptlexity of individual rote
responsiilities

Benefits A market-competitive leve! of benefits v v
for cofleagues, which enhance the

reward package and provide other

reasons to work at Tesco. such as

discoynt in store

Pension The opportunity to save for retirement v v
with the employing company providing a
match to employee contributions
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Executwve
Element Committee WL |
of pay Purpose and Wi4-5 1-3 1
Annual The opportunity for colleagues to receive s '
bonus an annual bonus for the delivery of

business and personal goals. Annuat
bonus opportunity provides colleagues
with a balance between fixed and variable
pay related to market practice based on
role At senior levels a proportion of any
bonus s deferred into Tesco PLC shares
to provide additional ahgnment with
shareholders’ experience

Performance Colleagues with responsibility for v

Share Plan long-term Group perfarmance are
incentvised to achieve Tesco's strategy
and create sustainable shareholder value

The balance between the different elements of remuneration
depends largely on the role and seniority of colleagues Junior
colleagues’ remuneration s principally fixed pay. refiecting our
principle of helping to support a decent standard of iving. where
regular pay levels help with personal budgeting and planrming.

For more senior colleagues. remuneration s weighted more
towards variable pay, which canincrease or decrease based on
the performance achieved against our goals This approach to

pay design also reflects each indwvidual’s abdity to influence
Tesco's performance We also take account of the requirements of
the UK Corporate Governance Code and the views of our investors
and other external bogies. as evidenced by the letter from the
Committee Chair 10 major investors informing them of the mtention
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 pawd 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 is fair and
three-quarters were happy with the benefits they recewve Both
outcomes were well ahead of relevant external benchmarks, but
we continue to invest i ensuring we remain an employer of choice

How our principles are brought to life.

We are committed to providing colleagues with equal access to
opportunities. skills, flexibihty and farr reward We are putting
more of our learning online, creating more choices on flexible
working and prowviting support and guigance for cofieagues to
own their own careers

Over the last year, Tesca has continued to focus on buitding a

fair workplace, providing colleagues with the flexibility. skiils 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 little better every day.

Helping Colleagues be at their Best - We have worked with
partners, such as Nuffield Health, to develop a wellbeing
programme based un improved nutrition, a healthy body and
healthy mind Colleagues have accessed Mindapples e-learning



more than 20,000 times since it launched and over 800 UK
colieagues have taken part in menta! health awareness
workshops aimed at tackling the stigma aronnd mental health,
- Building skills for the future - We are investing in our colleagues’
futures In September 2018, we doubled our UK schocl leaver
apprenticeship programme, and introduced a Finance
apprenticeship and our first Apprentice Degree in Food Scrence
and Technology In Central Europe. we have 1,150 people on our
apprenticeship scheme, spending half their week at college and
half iearning on the job at Tesco
In Thailand, our Student Part-Time Programme scholgrships
allowed 800 calleagues to pursue higher education and our
Tesco Junior Programme s helping a further 200 colleagues
to earn a vocational degree while working

Developing Employability - In July 2018, we committed to help
10,000 young people to improve their employability 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 lessan plans in customer
service and leaderstup and bringing the content to hfe through
volunteering opportunities for our colleagues

CEO pay compared to pay of UK employees.

Tesco is 2 retal business with one of the largest workforces in the
UK, employing over 330,000 colleagues. mostly In customer-facing
roles in stare or working in our distribution network We apply the
same reward princtples for all - that overall remuneration should
be competitive when compared to similar roles in other
organisations from which we draw our talent For customer-facing
colleagues. we benchmark with other large retallers For our CEQ,
we benchmark against a small and highly sought-after pool of CEOs
of major companies with international reach and accountabilities

Gwen this workforce profile, &l three of the CEQ pay ratic
reference points compare our CEO's remuneration with that of
colleagues in mamnly customer-facing roles and there is relatively
imited difference in the outcomes as shown below Alsc. we know
that year-to-year movements in the pay ratio will be driven fargely
by our CEQ's variable pay outcomes These movements will
significantly outweigh any other changes in pay within the
organisation Whatever the CEQ pay ratio, Tesco will continue

to invest in competitive pay for all colleagues

The total pay and benefits of UK colleagues at the 25", 50 and 75"
percentile and the ratios between the CEO and these colleagues.
using the CEC's single total remuneration figure for 2018/19 of
£4,600.000. are as follows:

r&a 507 He
percentile percentlle percentile
pay ratic pay raug pay ratio

Total pay and
benefits {FTE} £18.646 £20 364 £21942
CEO pay ratip 2471 2261 2023

= Tesco has chesen to use Option C to calculate s CEO pay ratio This oplion was
chasen given the size and complenty of the exercise required (o produce these
ratios In an environment of significant part-time employment and variable working
hours Tesco has akeady completed comprahensive gata collation and analysis for
the purposes of gender pay gap reporting We were able to use additional pay data
to rminimise differences in pay defmitions between the CEO single total 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 1n Tebruary last year and we have recently
published our second reper, for the year to April 2018

The 2018 report shows that the median gender pay gap of 8 9% 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 choosing to work premium hours {Sundays, bank
holidays and might work), which attract higher rates of pay, more
often than ferngle colleagues If these premium 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 ang will
conbinue to support them in choosing work patterns that best suit
their personal situation and preferences At the same ume, we will
work to identify and remove any gender-related barriers 16 making
those choices

As a sign of our commitment to increasing fermale representation
at senor levels Tesco signed up 8s a member of the 30% Clubin
2018 By February 2019 the initial 30% ambition had been met. with
31% of both the Board and Executive Committee being women
women also make up 37% of our director and manager population
However, to maintain and increase this representation we know we
need to do more for women earlier in their careers That is 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 avallable to all our Tesco
colleagues onlkne, so everyone has the opportunity to benefit

in addition, our Women's Network has developed a gender diversity
partnership with @ number of other companies 10 éncourage
women to own their career choices through mentoring, learming
and hefping to build a smarter working culture more attuned to

the needs of a diverse workforce We will continue to chatlenge
ourselves to help more wornen to progress thewr cargers at Tesco

Further information is 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 received over 93% of

votes in favour at our 2018 AGM, we aim to reward responsibly and
fairly so that all colleagues are rewarded competitively against the

relevant pay benchmark for their role This is a consistent principle,

- Bonus awards to our Executive Directors are inked to
performance, and the Committee remains sensitive to the
views of investors and stakeholders. particularly regarding
restraint when determinmg the potentiar size of awards

After four years. we have met or are about to meet the vast
majority of our turnaround goals, and our business s ona
mare sustainable footing Even with this strong performance,

across every level of our business the annual bonus for Dave Lews in 2018/19 vested at 52 5%

Tesco focuses on executive pay In the context of the overall spend of maximum oppartunity, and at 49 4% for Alan Stewart

On remuneraton across the Group: Executive reamuneration and all colleague costs

- Between 2015716 and 2018/19, we have invested significantly
in pay for our customer-facing colleagues. and the hourly
rate for UK store colleagues has increased by 14% Over the
same pericd, the base salanes of Dave Lewis and Alan Stewart
have remained unchanged as set out in the chart on page 75

- Since July 2014, Executive Commyttee base salary costs as a
proportion of the total Group spend on remuneration have
fallen by a thurd and now represent 0 1% of total Group wage
costs At the same time, the average total reward package for
colleagues across the Group, inclusive of variabie pay outcomes,
has risen by about 6 9%. as set out in the chart opposite.

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-ierm Long-1erm

annual Performance
Base salary Benelits Pension bonus. Share Plan Total
Year (€000 {£'000) {£°000) {£'000) (£'000) (£'000}
Dave Lewis 2C18/19 1.250 61 3 160 1.335% 4600
2007/18 1,250 £5 k] 2.275 1210 5.13
Alan Stewart 20M8/19 750 5% 188 834 728 2,559
2017/18 790 53 188 1.248 660 2,899

W Qetalls of the remunaration of Charles Wilson who stood down from the Board on 16 July 2018, are set out on page 72

“ The three-month average share prce 1o 23 February 2019 of 210p has been used to Indicate the value of the 2018 PSP which will vast in May 2019 The value includes the renvestment of
dvidencs paid on vested shares between grant and vest in Tesco PLC shares

* The value of the 2015 PSP has been updated (G refiect the share price on the date of vesting of 256p The value includes the rervestment of diwdends pard on vested shanes between
grant and vest in Tesco PLC shares

2016 PSP vesting (audited).

The PSP award granted in 2018 wilt vest in May 2019 based on performance up to and incluging the 2018/19 financial year

The performance outcome was as follows:

—I ] \' Actual Payout Payout J
Metngs (% maximum) Performance targets Vesting levet performance tvesting level)  [t% of maximum}
Threshold Targetl Stretch Threshold Target Stretch
Performance pa
egual to the outperformance
Relative TSR 150%) Index - of the index 25% - 100%  Below index 0% 0%
Cash generation™ (30%) £7998m  £8.398m £8 798m 25% 50% 100% £8,378m 48.7% 14.6%
Stakeholder:
Custormer 6 66%) 2pts - 24pts 0% - 100% 17pts 68% 4.5%
Suppler (6,66%) 70% - 82% 0% - 100% 77.5% 63% 4.2%
Colleague-
Great place 1o work {3 33%) 81% - 84% 0% - 100% 83% 66% 2.2%
Great place to shop (3.33%) 4ipts - 47pts 0% - 100% S0pts 100% 313%

w TSR was assessed aganst a benchmark index made up of FTSE 350 Food end Drug Retarlers {excluding Tesco) and FTSE 350 General Retallers weighted 85% and 15%. respectively
= perails of adjustments 1o the cash generauon targets are set out on page 72

Based on the above performance, 28.8% of the 2016 PSP awards will vest in May 2019 This will result in 635.814 shares and 346,807 shares
vesting to Dave Lews 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 Lewis and Alan Stewart respectively
Actual profit perfarmance exceeded the uncerpin 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% weighting). Group operating profit (40% weightingl.

“ Forconsistency reported outcomes at constant exchange rates are used far incentive purposes

Performance for the financial elements of the annual bonus has been posHve, with sales growth being between threshold and target and
Group operating profit before exceptwonal items and amortisation of acquired mtangibles performance being between target and stretch

Strategic objective performance in 2018/19 (20% of bonus maximum) taudited).
The Commitiee carefully reviewed the performance of the Executive Directors against ther ndividual objectives set at the beginning of the financial
vear Details of how their performance towards these objectives was assessed is set out below Further details are provided on page 7t

Individual objectives: Dave Lewis. Individual objectives: Alan Stewart.,
Chlna JV opportunities (6% welghting) China JV opportunitias {5% weighting)
Loyalty {5% welghting) Finance Trensformation (5% welghting)
Delivery of Booker synergles (5% welghting) Delivery of Booker synergles {5% weighting)

Stakehalder objectives (5% weighting): Dave Lewis and Alan Stewart.

Customer (1.66% weighting) Supplier {1.66% welghting} Colleague (Great place Colleague (Great place
to work) {0.83% welghting) to shop) (0.83% waighting)
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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 in iight of the amended 2018 Code We will continue to implernent the
remuneration policy that was approved at the 2018 AGM. A summary of the proposed 2018/20 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_tescaoplc.com/investors/corporate-governance.

Fixed pay.

Etement of remuneration Dave Lews Alan Stewart

Base salary £1.250.000 £750.000

Penswon Cash allowance n lieu of pension Cash allowance in eu of penston
of 26% of base salary of 25% of base salary

Annhual bonus.
Dave Lews Alan Stewart

Cuantum Maxymum of 250% of base salary Maxmum of 225% of base salary

Annual bonus deferral 50% of honus awarded deferred into Tesco PLC shares for three years

Annua! bonus performance metrics™ Group operating prafit before exceptional items and amortisation of acquired intangibles (50%). sales
growth {30%), strategic oblectves (20%) and Group operating profit before exceptional items and
amortisation of acquired intangibles underpin

@ Annual bonus Largets are considered by the Board 1o be commercially sensitive as they could snform Tesco $ Competitors of s 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 largets on a relrospective basis in next year s
Annual Report at the same Lme that 1he bonus dutcome 15 reported

Performance share plan.

Dave Lewnrs Alan Stewart

Quantum Maximum of 275% of base salary Maxmum of 275% of base salary

PSP term Three-year performance penod and two-year post-vest holding periaod

Vesung level

Performance measure weighting Threshold (25%) Stretch 100%)
EPg-istona 50% 72p 23.2p

PSP perforrmance metrics Free cash flow

and targets {three years)* ™ 50% £4,334m £6.50Im

“ EPS’ and free cash flow targels have been adjusted for the impact of IFRS 16

& Both PSP performance measures have straight-line vesting between threshold and stretch

' The free cash flow target has been in¢réased to Include the impact of the additronal year-end working capitat baiance as disclosad in relation to the 2016 PSP awerd on page 12
“ Threshold and stretch EPS® targets equate to compound growth of 7 6% and 18 8% per annum respectively

Minimum shareholding requirement.
Dave Lewis Alan Stewart

Shareholding requirement 400% of base salary 300% of base salary

Summary of remuneration policy and proposed amendments.
A summary of the remuneration policy 1s shown below, along with a summary of the key changes to how the peiicy will be implemented in 2019/20

Remuneration poitcy Keychanges to the imp son of fon poficy in 019,20
Base - Executive Directors receve a base salary based on the size and scope of their - The Committee helieves that the current base salary
salary responsibilities and their expehence levels continue to be appropriate The base salaries of
- Salanies are normally reviewed annually, with changes being effective from ¥ July Dave Lewis and Alan Stewart will remain unchanged in
- Pay decisions are nformed. but net driven, by external benchmarking and 2019/20, This decision has been Made alongside 2
market data. review of colleague salanes
Benefits - Executive Directors recewve a number of core benefits such as company

car (or cash allowance), hfe assurance and health care insurance

Pension - At the last policy review we reduced our pension policy for new Executive
provision Directors and Executive Committee members to 15% of base salary
{from 25%), which 15 aligned with UK colleagues at middle management
and above (about 1,800 colleagugs).
- Current Executive Directors receive a cash allowance in lieu of pension
of 25% of base salary

Annuai - Executive Dhirectors can be awarded an annual honus of up 1o 250% of base salary. - The annual bonus metrcs of Group operating profit
bonus - 50% of any bonus earned 1s deferred iInto Tesco PLC shares for three years before exceptional items and amortisation of acquired
- Performance s measured against financial and non-financial metncs intangibles and sales growth have been retained. but

the weghtng has been changed to 50% and 30%,

- Clawback and malus provisions apply respectively (previcusly both 40%)
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Remuneration policy

Corporate governance

Key changes to the implementation of remuneration policy In 2019/20

- The Chief Financial Officer’'s PSP grant has been increased to 275%
of nase salary, This s n ine with the Group Chief Exeruiive's award
of 275% of base salary and is within the approved policy limts.

- The approved remuneraticn policy is that any vested PSP shares must
be held unts the earlier of five years from grant or two years from
teaving From 2019 grants. this requirement has been strengthened
such that all vested shares cannot be sold unul five years from grant.

Performance - Executive Directors can partucipate in a PSP with a maumum
$hare Plan grant vatue of 350% of base salary.

- Performance 1s measured against financial metrics over a
three-year performance period A subsequent two-year holding
period apphes post vesting

- Clawback and malus provisions apply

Shareholding - The Group Chief Executive and the Chief Financial Officer are

subject to a mnimurn sharehoidng requirement of 400% and
300% of base salary, respectively

requirements

- The Commuttee noted the provision of the 2018 Code to have a
paolicy on post-cessation shareholdings A post-cessation holding
requirement for Executive Directors was set a1 100% of therr
shareholding reguirement for ane year and 50% for the second
year post departure

- Te ensure this requirement can be implemented over time the
Commitiee has decided that Executive Directors will be required
o 51gn an undertaking in this respect

Scenario charts.

The total remuneration opporturty of the Executive Directors is strongly performance based and weighted to the long term The graphs
below illustrate scenarios for the projected total remuneration of Executive Directors at three different levels of performance mimimum,
on-target and maximum Note that the projected values exclude the impact of any share price movements or potential benefits under
all-employee share schemnes These charts reflect projected remuneration for the financial year 2019/20

Group Chief Executive = Dave Lewis

{£°000) 1£'000)

Performance scenarios.

Chiaf Flnanclal Ofticer - Alan Stewart

On-target assumed to be 50% of maximum for annual benus and Performance Share Plan (PSP)

Group Chief Executive

Chief Financia! Officer

Annual bonus {maximum as a % of base salary) 250% 225%
PSP imaxuimum as a % of base salary} 275% 275%
Minimum performance No annual bonus payout

No vesung under the PS#

50% annual bonus payout
50% PSP vesting

On-target performance

100% annua! 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 Lew:s 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 salary Benefits™ Pension Total hxed pay
Group Chief Executive - Dave Lewis (£'000) 1,250 61 313 1624
Chief Financial Officer - Alan Stewart (£'000) 750 50 188 997

' Benedits for Dave Lews and Afan Stewart are as set out in Single tota! figure of remuneration on page 66
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Directors’ remuneration report continued

Annual report on
remuneration.

This section details 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 excluding the Summary of remuneration policy} will
be proposed for an advisory shareholder vote at the 2019 AGM

Fixed remuneration.

Salary.

The Committee considered the Graup Chiet Executive's and Chief Financial Officer’s base saiarigs during 2018718 taking into account pay
review budgets across the Group As 2 result, the Committee determined that the base salaries for Dave Lewis ang Afan Stewart would remain
unchanged for 2019/20. The base salanes of Dave Lewis and Alan Stewart have remained unchanged since their dates of appointment in 2014

Dave Lew's Alan Stewart
Base salary 2018/19 2017/18 2018/19 201718
Increase in year (%) Nl Nil N Nil
Annual base salary (£'00G1 1,750 1,250 750 750
Base salary recewed inyear (£'000] 1,250 1,250 750 i 750

Benefits (audited). :
Each Executive Director recesved a car or cash allowance and the benefit of a driver The Company also prowded health insurance and life
assurance Details of benefits paid in 201B/19 are set out In At a glance on page 66

Pension,
Dave Lewis and Alan Stewart receved a cash allowance in liev of pension of 25% of base salary

Oave Lews Alan Stewart
Pension 201819 2017/18 2016/19 201118
Annual cash aftowance in heu of pension (% of base saiary) 5% 25% 5% 25%
Annual cash allowance in heu of pension (£000) a13 313 188 188

2018/19 variable remuneration (audited).

2018/19 annuat bonus payouts for the Executive Directors.

In getermining the final level of bonus payable. the Committee considered the wider performance of the Group and noted that management
were Conhinuing Lo make improvements in the way we serve customers, had met the vast majority of the turnaround targets and hag
strategically repositioned the Group The Committee considered potential adjustments t¢ the annual bonus measures to take account

of events winch have impacted outcomes, but which were not foreseen or allowed for at the start of the year when targets were set.

The Commuttee 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 Europe Cutcomes have been adjusted to remove Tesco Direct sales and losses incurred in the first five months
of the year before it was ctosed This resulted in the sales performance figure for Incentive purposes being £95m lower than the reported
outcomes and the profit figure being £24m tigher than the reported outcomes

Executive Directors

Total annual bonus payoul in 201819 laudited) Dave Lews Alan Stewart
Stretch bonus opportunity (% of base salary) 250% 225%
Actual bonus (% of marmum) 52 6% 49 4%
- sales growth 14 1% 14 1%
- Group operating profit 218% 218%
- mdidual ebjectives 12.4% 9.3%
- stokeholder objectives 4.2% 42%
Actual bonus (% of base salary) 1313% 2%
Actual bonus (€000 1641 834
Deferred into shares (50% of actual bonus) {£'000) 8205 a7

" Details of the putcomes of each annya) BONUS Metnc are et out on page §7
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2018/19 achievement of individual objectives.

Executve Director China JV opporturnties (5%) Loyalty (5%) Booker synergies {5%)

Dave Lewis During the year, there were a number A nurnber of improvements were made to Against a backdrop of
of mitiatives focused on mproving the Clubcard during the year, including a refresh considerable change, Booker
performance of the Groug's jont of the Clubcard app with Faster Vouchers synergies of £79m were
venture in China - Gain Land Limited functionatity, with users up 34% year-on-year generated. This was above
This resuited in a payout between and the launch of Colleague Clhubcard Plus As a the target 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 (3%} Bocker synergies (5%)
Alan Stewart As above. payout between target and The new general ledger went hive 1n the UK in As above, payout between
stretchof 3 3% November 2018 Work remains on reling it out to target and stretch of 4 1%

international businesses Payout between threshold
and target of 1 9%

“ Details of the outturn of the financial and stakeho!ider perfarmance metrnics for the 2018/19 annual bonus are set outn 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 2018415 financiat year The performance

outcome was as follows

Number of
Performance targets Vesting levei shares o vest*
Actual Payout Dave Alan
Measures (% maumum) Threshold Target Streich Threshold Target Stretch performance  {% maximum! lewss  Stewart
Relatwe TSR®{50%) Performance - 8%pa 25% Straight-ng 100% Below 0%
equal ta the outperformance vesting ingex

index of the index between
threshold and
stretch

Cash generation (30%) £7.998m £8 388m £8.798m 25% 50% 100% £8,379m 14 6% 535,814 346 807

“ The stakehclder measures pard cut at 14 2% of maximum opportunity Further details are set out on page 66

TSR was assessed against a benchmark index made up of FTSE 350 Food and Drug Retatlers fexcluding Tesco) and FTSE 350 General Retailers weighted B5% ang 5%, respecuvely
@ For the equivalent value In cash see the Single tota! figure of remuneration Lable on page 66

W Detads of adjustments to the cash generauon targets are set owt on page 77

Based on the above performance. 28 B% of the 2016 PSP awards will vest in May 2019 The share price at grant of the 2016 PSP award was 158p
Based on the three-month average share price to 23 February 2019 of 210p, £324.01 of the value of the PSP award for Dave Lewss and
£176.733 of the value of the PSP award for Alan Stewart 15 attributable to share price appreciation over the three-year performance period.

The Committee considered the formulaic outcomes of the PSP award 1n the context of specific Cormnpany performance. the wider
shareholder and stakehotder experiences and the change in the actual value of shares which will be delivered to Dave Lewis and

Alan $tewart as a result of share price appreciation, Following such considerations and despite agreeing that the formulaic outcomes
did not reflect the Group's strong performance over the three-year performance period, the Committee deterrmined that it would
not apply any discretion in respect of therr awards

2018 PSP award grant {audited!.
The following summarises the PSP awards made ta Dave Lewis and Alan Stewart in 2018/18

Gross Face value Threshold Stretch
Date number  {% of base Face vestmgl%of vestng(% of Vesung
Type of award of award of shares salary! vatug (£ face value) face valuel date
Dave Lews Perfarmance share award subject to performance
conditions and continued emplayment 16/Q07/18 1340103 275% 3437 500 25% 100% 18/07/21
Alan Stewart  Performance share award subject to performance
conditions and continued employment 16/07/18 730.965 250% 1,875 00O 25% 100% 16/07/21

“ The face value has been calculated using the markel prce on grant of 256 Sip 6 July 20181 The renge of the Company's share pnce for the year was 190p to 266p

® The awards have a three-year performance period which will end on 27 February 2021 and are subject 10 malus end clawback Detals of the performance measures and targets applying
to the awards were set out In last year 5 Annyal Report

The vested shares net of any tax habiiies will be subect £0 a post-vesting holding period of two years

“ The table shows the maxmum number of shares that coukt be released  awards were 16 vest in full

[
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Directors’ remuneration report continued

Adjustments to PSP targets.
The Commitiee consicdered 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 fine of sight was maintained

2076 PSP award - Adjustments to cash generotion targets.

Threshold (Em) Targes (Em) Stretch (£m)
Original targets 8 60D 8,000 9,400
Adjustments 602} 602) 602)
Rewised targets 7,998 8398 8,798

“ Targets were adjusted to

- add targeted cash generation from the Booker business over the pencs following the merger 1A March 2018 1o ensure the stretch v targets was maintained and management were
ncentivised Lo deiiver the full financial benefits

- remove the cash costs relating to the SFO fine and sharehoider scheme pay 5 This settiement reiated 10 historic accounung pracuces prior Lo the current
management team [oinng the busness

- remove the ene-off cash cost of the decision to pay the Colleague bonus plen from 2016 in cash rather than shares This decision was taken to approprately manage equity 1ssuance
and dig not reflect an additional economic cost. and

- reflect decisions impacting working capital made n the second half of the year inciuding the impact of addiuonal stock build as 2 result of political uncertainty The most sigmficant of
these related to a decsion to delay the implementation of a new general ledger system by a few months which resuited in the of some r being delayed into
the beginning of 2019/20 As this was a LImung issue targets were adjusted accordingly This adjustment was réviewed by the Audit Committee A commensurate increase has been made
to the budgets and targets for the 2079 PSP award Thi$ 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 oward — Adjustments to cash generation targets.

Threshold (Em) Target (Em} Stretch {£m)
Original targets 9200 8.700 1¢,200
Rewvsed targets Gincluding mpact of Booker transaction and SFO fine and shareholder compensatiorn
scheme payments} 9 603 10.103 10 603
Rewised targets including iFRS 16) 10,676 11176 676
W The adusiments outhned or 2016 PSP awards above In retation to Booker and the SFO fine and sharehalder P scheme pay also apply to the 2077 PSP awarg

™ |naddilion targels have been adjusted 1o take INto Account IFRS 16 ithe new lease accounting standard) as the original targets were set on the basis of the previous accountsng standard
This adjustment to targets Is purely formulaic to Lake Into account the new standard

2018 PSP award — Adjustment to EPS” targets.

Threshotd (p} Target ip) $tretch (p)
Original targets (excluding IFRS 16) 18.0 N2 24.4
Rewised targets (including tFRS 16) 16 1 193 225

@ The EPS' targets for the 2018 PSP award have been adjusted Lo take into account IFRS 16 This adjustment to Largets s purely formulaic to 1ake mta account the new accounting standard

Remuneration of Charles Wilson in 2018/19 (audited}.

Charles Wilson joined the Board as CEQ, UK & RO! on 5 March 2018 and stepped down from the Board on 16 July 2018 due to ilness 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
Shart-term performance
Base salery Benefits Pansion annual bonus share plan Total
Year {£ 0001 1£°000) {£.000) [£'000i1 (£:000] (£'000]
Charles Wilson 2018/18 212 8 42 206 ~ 468

Fixed remuneraticn.
Charfes Wilson's base salary on appointment was £575,000 and his cash allowance n lieu of pension was 20% of base satary He also received
benefits consisting of hfe assurance and a cash car glliowance

Variable remunergtion,

The maxmum annual bonus opportunity far Charles Wison on appaintment was 200% of base salary. This was measured against finantial and
strategic objective metrics iniine 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 seniar managers. and therefore his performance outcome in the
year against these metrics 15 the same as described in At a giance on page 67. Charles Wiison achieved a performance outcome of 10% aganst
his strategic objectives, making his 2018719 bonus outturn 45 9% of maximum opportunity. In accordance with the remuneration poiicy, 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 2019/20.

2019/20 salary.
The base salaries of Dave Lewis and Alan Stewart will remain unchanged in 2018/20 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 2019/201s as follows-

Executive Director Maximum opporturuty

Dave Lews 250%
Alan Stewart 225%
Measures wWeighting
Group operating profit before exceptional items and amortisaton of acquired intangibles 50%
Sales growth 30%
Strategic objectives 20%
Group operating prefit 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 angl the performance against these targets on a retrospective basis in next year’s Annual Report at the same time that the annual
bonus outcome 15 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 treatrment of foreign exchange in both targets and actual performance 7o ensure
that Executive Directors are not incentivised to grow sales at the expense of satisfactory profitabitity, a Group operating profit before
exceptional items and amortisation of acquired intangibles underpin will continue to be applied to the annual benus below which no
portion of the bonus will be paid

2019 PSP award grant.
As set out in the Annual statement. the Committee has agreed to increase from 250% 10 275% of base salary the grant value of Alan Stewart’s

PSP The value of the PSP awards 10 be granted to each Executive Director in 2019 and corresponding performance measures are as follows

Executive Directar Maxmum spportunity

Dave Lewis 275%

Alan Stewart 275%

Performance measure Definition of measure

LPs” Diluted earnings per share from continuing operations before exceptional tems and amortisation of acquired
intangibles. net pension finance costs and fair vafue remeasurements on financial Instruments

Free cash flow Free cash flow includes atl cash flows from operating and investng actiities, plus the market purchase of shares net

of preceeds from shares issued inrelabion Lo share schemes and lease payments The following items are exciuded.
nvesting cash flows that increase/(decrease) tems withun Group net debt, and cash flows from major corporate
acquisitions and disposals Thes measure reflects the cash avallable to shareholders

Both financial measures are defined in the same manner as the reported alternative performance measures as set out on pages 178 to 181

The corresponding incentive targets over the three-year performance period are

Threshald Stretch
Vesting Performance Vesting Periormence
Performance measure Weighting level requiréd level required
EPg st 50% 25% 172p 100% 232p
Free cash flow (three years)awi 50% 25% £4,334m 100% £6.501m

“ EPS” and free cash flow targets have been adjusted for the impact of (FRS 16

* Beth PSP performance measures have straght-iine vesting between threshold and stretch

= The tree cash flow targel has been increased to include the Impact of the additional year-end working capital balance as disclosed In relation to the 2016 PSP award on page 72

“ Threshoid and stretch EPS’ targets equate to compound growth of 7 6% and 18 9% per annum respectively

Performance targets are set takinginto account nternal budget forecasts, the Long Term Plan, external expectations and the need to ensure
that targets remain Incentivising

Details of the awards made 1o Dave Lewis and Alan Stewart in 2019 wili be reported in next year's Annual Report
Dividend equivalents.

Awards will Incorporate the right (in cash or shares) to receive the value of cividends between grant and vest in respect of the number of shares
that vest The calculation of dividend equivalents will assume renvestment of those dividends in Tesco PLC shares on a 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 dwvidends paid}
against the FTSE 100, which 1s a broad market index of which Tesco 1s a constituent, over a period of 10 years An additional line to ilustrate
the Company’s performance compared with the FTSE 350 Food and Drug Retallers index over the previous 10 years 1s also included

TSR performance graph
[Value of hypothetical £100 investment)

While total shareholder returns have been increasing for Tesco in recent years, the penod covered by the chart reflects & period of corporate
change, Including the decision to make a significant reinvestment in our customer offer and withdraw the dwvidend in 2015, in 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 Tesce 15 in a strong
postion 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 therr connected persons {including beneficial interests) and a summary
of outstanding share awards. Both Dave Lewss and Alan Stewart exceed thewr relevant shareholding guideline

Unvested deferred

annual bonus Unvested vested but

Ordinary shares Orctinary shares opuons/awards PSP awards  unexercised nil cost
benefictally beneficially subject subject to options, not subject Current Shareholding
owned at owned at 10 continued performance to performance shareholding requirement
Executive Directar 24/02/18 23/02/19 employment {% of base salary) (5 of base salary)
Dave Lewis 103,346 187.691 2 114 803 5,508,876 2,666,136 454% 400%
Alan Stewart 53 033 116.576 1.136.654 3 004 838 1171 604 376% 300%

' Valve of Executive Directors shareholdings based on the three-month average share price to 23 February 2019 of 210p

Yested and unvested options and awards include diwidend equivalents added since the date of grant

9 Shares used to determine the sharehalding guidelne are shares beneficially owned and shares held [n plans which are net subject 1o performance contdhtions on a nel of tax bass

" Between 23 February 2019 anc 8 Aprit 2019 Dave Lewss and Alan Stewart acquired 59 and 58 partnership shares respectvely under the all-employee Share incentive Plan No other
changes in Executive Director share interests occurred in the period

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 Adarns, Alessandra Beltini. Christine

Hetfernan, Tony Hoggett. Gerry Malion and Andrew Yaxley who jomed the Committee between March 2017 and March 2019 In hne with the

Executwe Directors. Executive Committee members gre required to retamn all shares that vest, net of any tax hability, 2ng any other Tesco PLC

shares held by them until the requirement is met.
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Executive Directors’ interests in share awards.

Financral year awards vesting in 200815 2015/16 2008/17 200018 2018419 2019720 2020721 2021/22 2022/23
Dave Lewis

Vested awards 461 948 620 957 623152 479,919 480 160 - - - -
Options subject to service - - - - - 939 720 655.815 477 485 -
Options subject to performance and service {PSP) - - - - - 2161406 1909.722 1340.103 -
SAYE options (exercise price £1.88) - - - - - - - - 9,574
Alan Stewart

Vesied awards - 758 787 334,088 259.156 320.073 - - - -
QOptions subject to service - - - - - 507.449 347908 261,808 -
Options subject to performance and service (PSP} - - - - - 117,948 1041666 730.965 -
SAYE options lexercise price £188) - - - - - - - - 9.574

W 1,096,881 and 598 304 nil-cost options granted under the PSP in 2015 to Dave Lew:s and Alan Stewart, respectivety lapsed n 2018/19

@ Options over 11 920 shares under the Company’s SAYE plan were exercised and the shares retaned by both Dave Lews and Alan Stewant in 2018/19

*®  Charles Wilson stood down from the Board on 16 July 2018 While a Director, an option over 1500 647 shares was granted to hum on 6 March 2018 following the rollover of an option aver
14 millon Booker Group ple ordinary shares granted under the Booker Group pic Performance Share Fian 2008 on 3 July 2008 The opuion was exercised on 2 July 2018 and the shares
retained by him In adaion Charles wilson was granted an award over 504 366 shares vnders the PSP on 16 July 2018 which will vest on 16 July 2021 Detaits of the performance measures
and targets applyng o the award were set out in last year's Annwal Report

@ Afl options lapse 10 years after grant, except SAYE options which expire six months after matanty

" Vested aptions include divdend equivalents added as shares since the date of grant

Change in Group Chief Executive remuneration compared with changes in cofleague remuneration,

Inthe UK, the total reward package for a typical Customer Assistant 15 ahead of the voluntary Living Wage on a national basis and the same
hourly rate is paid 1o all colleagues regardless of age The Company 1s committed Lo rewarding colleagues with a total reward package that
provides them with choice and that they really value

The table 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 Tesco's UK colleagues and the Group
Chief Executive is predominantly based in the UK, aibeit with a global role and responsibiliies

Salary Benefits Bonus

(% change from (%6 change from 1% change from

2017/18 to 2018/19) 2017/18 1o 2018/19) 2017/18 to 2018/19)

Group Chief Executive 0% 6 2% (27 9)%
Average UK Customer Assistant 5.0% 0% {4)%

Bonuses for 2018/19 for UK Customer Assistants paid out on average at 73% of the maxmum bonus opporiunity (2017/18 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 salaries of Dave Lewns and Alan Stewart were
unchanged over the same pericd

Greup Chief Executive remuneration history.

2009710 201040 201/12 202113 2013714 201415 201576 2006707 2018 2018718
SirTerry  Sir Terry Phitip Philip Phiip Philz Dave Dave Dave Cave Dave
Leahy Leahy Clarke Clarke Clarke Clarke Lewis™ Lewis Lewis Lews Lews.

Group Chief Executive single figure of
remuneration {£'000) 7.100 7050 4,595 1280 1634 784 4133 4632 4.147 513 4600
Annual bonus cutturn 1% of maximum award) 89% 5% o 0% 0% 0% n/a 86% 6% 73% 52 5%
PSP vest (% of maxirnurn award) B3% 75% 46 5% 0% 0% 0% n/a n/a n/a 30% 2B8%
Share option vesting (% of maumum award)  100% 100% 100% 0% n/a n/a n/a n/a n/a n/a n/a

@ Phitip Clarke elected not ko take a benus for 201/12 and ieft the Board on 1 September 2014
™ The single Ngure total for 2014/15 iIncludes one-off buyout awards made to Cave Lewis o compensate him for awards forteited from tis previous empioyer The awards were made based
on the expected value of the awards forfeited, taking into acecunt performance at his previous employer and delivered i nil cost options which vest subject to continued employment by

Teseo Since these were awards related to previsus employment and not subject to Tesco performance conditions there s no direct alignment with Tesco s performance in 2014/15 The

awards had no 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 tatal colleague pay compared with distributions
to sharehclders and for further context, Group operating profit
before exceptional tems and amortisation of acguired intangibles
Tesco's colleagues are essential to how the Company does
business and meets the needs of its customers. In 2018/19,

Tesco employed, on average, 464,505 colleagues across the
Group (2017/18: 448,988).

Total employee pay includes wages and salanes, social security
pension and share-based costs at actual eaxchange rates (£7.646m
in 2018/19 ang £7,233m in 2017/18 - see Note 3 of the financial
statements) Distributions to sharehoiders include intenm and
final dividends paid in respect of each financial year (E357m in
2018/19 and £82m in 2017/18 - see Note 8 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 (audited).
There were no payments made to former Directors that exceeded the de minimis threshold of £10.000 set by the Company
There were no payments for loss 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 risk-taking or
behaviours that are incompatible with Tesco's values and the long-term interests of shareholders If necessary. the Committee would
take appropriate steps to address this The Committee also has the discretion to apply malus and clawback in certain circumstances

QOutside appointments.
In 2018/19. Alan Stewart received £122,000 (2017/18 £118,000} in fees and a product allowance as a non-executive director of Diageo plc
He does not receive 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 motivate Executive Directors of the calibre required to manage the Company The Committee’s policy 1
for Executive Dhrectors' service contracts to be terminable on no more than one year's notice The details of eusting Executive Directors’
service contracts are summarised in the table below

Executive Director Date of service agreement Notce penod
Dave Lewis 19 July 2034 12 months.
Alan Stewart 9 July 2014 12 months.

Funding of equity awards.

Where shares are newly issued. the Company camplies 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 shere capital. with a further
limitation of 5% in any 10-year perod for executive plans. The current dilution usage of discretionary plans is 2.0% of shares in issue 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 tne Trustees in accordance with their fiduciary duties

At 23 Februery 2019, the Trusts held 63.580,647 shares.

Implementation of remuneration policy for Non-executive Directors in 2018/19.

Non-executive Directors’ dates of appointment.
Appointment end date w accordance

Director Oate of appointment Notice period with letter of appointment
John Allan 1 March 2015 None AGM 2019
Mark Armour 2 September 2013 None AGM 2019
Melissa Bethel| 24 September 2018 None AGM 2019
Stewart Gillland ° 5 March 2018 None AGM 2019
Steve Golsby 10ctober 2016 None AGM 2019
Byron Grote 1May 2015 None AGM 2013
Mikael Olsson 1 November 2014 None AGM 2019
Deanna Oppenheimer 1 March 2012 None AGM 2013
Simon Patterson 1 April 2016 None AGM 2039
Alison Platt 1 Aprit 2016 None AGM 2019
Lindsey Pownall 1 Aprit 2016 None AGM 2013
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Non-executive Director feas.,

The Chairman's fee was reviewed by the Commuttee (without the Chairman present) and the Non-executive Director fees by a commitiee
comprising the Chairman, Group Chief Executive and Chief Finanicial Officer in 2018, Foltowing a review of independently sourced data, it was
deemed apprapriate to increase the Chairman’s fee by 3.1% to £670.00C 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 concide

with salary reviews for colleagues

24 Februaryto From

31Qctober 2018 1 November 2018

Chairman £650 000 £670 00D

Non-executive Director fee £72,000 £75 000
Additional fees

Serior Independent Director £27 000 £27.000

Chairs of the Audit, Corporate Responsibility and Remuneration Commitiees £31000 £31.00C

Membership of Audnt, Corporate Responsibiity, Nominations and Governance and Remuneration Commitiees £12 500 £13 500

The Company reimburses the Non-executive Directors for reasonable expenses in performing thewr duties and may settle any tax incurred
Inrelation 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 their duties and may settle any tax incurred
in relation to these. John Allan may have the benefit of home secunty. colleague discount and healthcare for himself and hrs 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 paid 8 pension and do not participate in any of the Company's variable ncentive schemes

Taxable

Fees expenses™ Total

Non-executive Director Date (E 000} (€000} (£'000)
John Allan 201819 655 8 663
201718 €50 0 660

Mark Armour 2018/1% 86 - 86
0178 84 - 84

Melissa Bethell™ 2018/1% 33 0.5 335
2017/18 - - -

Stewart Gilldand® 20'8/1% 7 a5 ns
2N7/18 - - -

Steve Golsby 2N8/19 99 13 nz
201718 89 g 98

Byron Grote 2018/1% 129 - 129
201718 128 - 128

Mikael Olsson 2018/1% 98 5 103
20118 97 4 01

Ceanna Oppenheimer 20819 156 18 174
201718 155 14 169

Simon Patterson 2018/19 86 - 86
2017218 84 - 24

Ahson Platt 2018/19 86 05 865
2017/18 84 z 86

Lindsey Pownall 2018/19 104 10 N4
201718 95 1 01

W Taxable expenses include expense reimbursements relating to travel accommodation and subsistence in connection with the altendance at Beard and Committee meetings duning the
year which are deemed by HMRC to be tazable in the United Kinpdom The amounts in the table above includfe the prossed-up cost of UK tax pard by the Company on behalf of the:

Non-executive Directors Nen-taxable expense reimbursements have not been included in the table above
™ Stewarl Gilliland and Melissa Bethell joined the Board on 5 March 2018 and 24 September 2018, respectively
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Directors’ remuneration report continued

Beneficial share ownership laudited).
The table below oytlines 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 dealing policy as Executive Directors and there were no changes to their share
interests between 24 February 2019 and 9 April 2019

Qrdinary shares held Ordinary shares hetd

Non-executive Director at 23 February 2019 at 24 February 2018
John Allan'® 306.082 284,082
Mark Armour $0.000 50.000
Melissa Bethell 25.335 -
Stewart Gillland 43,398 43 050
Steve Golsby 42.296 42,296
Byron Grote®™ 280.500 243.000
Mikae! Olsson 30.418 20,108
Deanna Oppenheimert 10.820 109.04}
Simon Patterson 100.000 100 000
Afison Platt 34 255 242
Lindsey Pownall 70.000 20.000

& John Allan also held 358 000 bonds in the Company at 23 February 2019 (298 GO0 bonds at 24 February 2018}
™ Byron Grote and Deanna Oppenheimer held their shares in the form of Amencan Depositary Each ADR |5 equavaient 1o khree Qrdinary shares of Sp each sn 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 QOlsson. Deanna Oppenheimer and
Alison Platt. Steve Golsby took over 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 in the matters being
decided, other than as a shareholder, nor any day-ta-day involvemnent in running the business of Tesco.

The Committee schedules meetmgs two years in advance During the year, it held four scheduled meetings Robert Welch, Group Company
Secretary, is Secretary to the Committee and Dave Lewis, Group Chief Executive. and Natasha Adams. Chief People Officer. attend meetings
at the nwitation of the Committee The Group Chief Executive, Chief People Officer and Group Company Secretary are not present when his
ar her own remuneration 15 being discussed. The Committee is supported by the Reward. Corporate Secretarat and Finance functions

Reiations with Tesco Bank.

As required by the Financial Conduct Authority, Tesco Bank has a separate. independent remuneration 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 decisionsin relation to, or direct, how remuneration is
managed within Tesco Bank

Tesco PLC Annual Report and Financial Staternents 2019




Corporate governance

Remuneration Committee activities 2018/19.
The following provides a summary of the key areas of focus of the Commuttee during the year

Strategy and policy Reviewed external market developments and best practice tn remuneration
Cunsrlered Teedback from inveslurs on Lhe 2018 rermuneraLioh plicy

Appoiniments and Approved remuneration packages for new Executive Comrmittee members and other senior managers

cessations Approved the cessation terms of Jane Lawrie on leaving the Executive Committee and the remuneration package of Charles
Wilson on siepping down from the Board

Pay Reviewed Executive Directors” remuneration packages and agreed to increase the Chief Financial Officer’s PSP grant 10 275% of
base salary
Determined anincrease to the Chairman’s fee

Short-term ncentives Reviewed performance against targets and approved adjustments to the annual bonus outcome

Approved amendments 1o the weightings of the annual bonus metrics and determined 2018/19 targets
Reviewed the rules of the Tesco PLC Deferred Bonus Plan pror to being put to shareholders at the 2019 AGM.
Approved amendments to share pian rules 10 implement the requirements of the 2018 Code

Leng-term incentives Reviewed perfermance against targets and determined 2015 PSP outturn
Determined metncs and targets for the 2018 PSP awarg
Determined agjustments to the targets of unvested PSP awsrds.
Approved amendments to share plan rules to implement the requirements of the 2018 Code

Governance and other Reviewed shareholder feedback on the 2018 Annual Report
matters Made a number of amendments to remuneration and disclosures 1o implement the requirements of the 2018 Code and the
Companies (Miscellaneous Reporting) Regulations 2018
Reviewed shareholding guidelines and progress of Executive Directors and Executive Committee members
Approved the 2017/16 Directors’ remuneration report
Recewed a report from Tesco Bank remuneration commiitee
Reviewed the Commiitee s performance and terms of reference.

Committee advisors.

The Committee has authonty to obtain the advice of external iIndependent remuneration consultants It s solely responsible for their
appointment. retenticn and terminatton and for approval of the basis of their fees and other terms PwC was appointed advisor to the
Committee in 2015 foliowing a comprehensive selection process The Char of the Cornmittee agrees the protocols under which PwC provides
adwice Pw(Cis a mernber of the Remuneration Consultants Code of Conduct and adheres to this Code inits dealings with the Committee

During the year, PwC provided mdependent adwice and commentary on a range of topics including remuneration trends, consulting with
shareholders and corporate governance PwC fees for advice prowded to the Committee were £120 700 (2017/18 £166.000). Fees are
charged on a time and materials basis PwC also provided general consultancy services to management during the year Separate teams
within PwC provided unrelated advisory senvices in respect of corporate tax compliance, technology consulting and internal audit services
during the year However, the Commuttee i1s satisfied that these activities do not compromise the independence or objectivity of the advice
it has receved from PwC

Compliance.

In carrying out 1ts duties. the Committee gives full consideration to best practice. including nvestor gudelines The Committee was
constituted and pperated throughout the period in accordance with the principles outhined in the Listing Rules of the Financial Conduct
Authorty The auditor’s report, set out on pages 84 to 91. covers the disclosures referred to in this Report that are specified for audit by
the Financial Conduct Authority

Shareholder voting.

Tesco remans commitied to ongoing shareholder diatogue and carefully reviews voting cutcomes on remuneration matters In the event of
8 substantial 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.

Vates for %  Votes against %
Rernuneration pahicy (binding votel® 6732 074 335 9315 495 171.972 685
Remuneration report (adwviscry votel™ 7.036 698 808 96 94 222 134.025 306

W 35 311422 votes wera withheld on the remuneration policy and 3 745 517 on the remuneration report Voles withhek! are not counted (n the votes for or against a resolution, but would be
censidered by the Committee In the event of a sipnificant number of votes being withheld

Approved by the Board on 9 April 2019

S G,Ta‘ts“

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, amounts to £1,320m
(2017/18 £1.210m) from continuing operations The Directors have
declared dividends as follows

Ordinary Shares £m
Paid interim dimdend of 1 67 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 dvidend of 5 77 pence per share for 2018/19"

(2017/18. 3 pence per share) 564

* Subject to shareholder approval at this year's AGM the final ardinary dmidend will be
pad on 21.June 2019 to all sharehclders on the Register of Members at the close of
business an 17 May 2019

t Excludes £2m dmdends waived 12018 £ni)

Certain nominee companies representing our employee benefit
trusts hold shares in the Company In connection with the
operation of the Company’s share plans and evergreen dividend
wawers 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 capital, including changes during
the year in the 1ssued share capital and details of the rights
attaching to the Company's ordinary shares are set aut in Note 28
on page 147.

No shareholder holds securities carrying special rights with regards
to contro! of the Company and there are no restrctions on voting
rights or the transfer of securities in the Cornpany and the
Company 1s not aware of any agreements between hoiders of
securities that result in such restrictions

The Company was authorised by sharehoiders at the 2018 AGM
to purchase its own shares in the market up to a maxmum of
approxmately 10% of its 1ssued share capital No shares were
purchased under that authority during the financial year. The
Company is seeking to renew the authority at the forthcoming
AGM, within the limits set out in the notice of that meeting and in
ine with the recommendations of the Pre-emption Group

Shares held by the Company’s Share Incentive Plan Trust,
International Employee Benefit Trust, Emplayees’ Share Scheme
Trust, Tesco Ireland Share Bonus Scheme Trust and Booker Group
2010 Employee Benefit Trust rank pan passu with the shares in
issue and have no special rnghts Votng rights 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
recommendation from the Company. Voting rights are not
exercisable by the employees on whose behalf the shares

are held in trust

The Company 1s not party to any significant agreements that
would take effect, alter or terminate following a change of control
of the Company The Company does 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 sharehoiders.

Information provided to the Company by major sharehcldars
pursuant to the FCA's Disclosure Guidance and Transparency
Rules (DTR) are published 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 in (ts shares as at 23 February 2019 and as at the
date of this report

% of total voting

% of wotal voting nights as at the

Fights as at date of this

23 February 2018 report

BlackRock. Inc -X-1] 664
Norges Bank 399 399
Schroders plc 4.99 499

Articles of Association.
The Company’s Articles of Association may only be amended by
special resolution at a general meeting of the shareholgders

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. Melissa Bethell (apponted
24 September 2018). Steve Golsby. Byron Grote: Dave Lews.
Mikael Qlsson, Deanna Oppenheimer; Simon Patterson,

Alson Piatt, Lindsey Pownali, Alan Stewart and Charles Wilson
[stocod down from the Board on 16 July 201B) The interests of
Directors and their immediate families 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

On 5 March 2018 Stewart Gililand and Charles Wilson were
appointed to the Board Charles Wilson resigned as a Director
on 18 July 2018 due to il haalth, but remains a member of the
Executive Committee On 24 Septermnber 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 significant contract with the Company or any of its
subsidianes A qualifying third party indemnity prowision, as defined
in Section 234 of the Companies Act 2006, 15 in force for the
benefit of each of the Directors and the Group Company Secretary
{who is also a Director of certain subsidiaries of the Company) in
respect of liabilities incurred as a result of ther office. to the
extent permitted by law In respect of those habities for which
Directors may not be indermnified. the Company mantained a
Directors’ and Officers’ liability insurance policy throughout the
financiat year

Employment policies.

Our focus is 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 transiticning to colleague self-service The development of
our Colleague Help service puts information into the hands of
colleagues themselves, ensuring policies are better utihsed, ang
avaitable to al. These new platforms provide helpful feedback and
analytics which facilitate our understanding of how and where we
¢an continue to iImprove our offer

Over the last year we have continued to work with our recognised
trade union in the UX, Usdaw. to Improve our policies so that they
address the needs of all our colleagues Qur local and national
forums are invaluable for giving colleagues a voice and ensuring
they are engaged with business decisions that are made. Such
feedback helps us drive our business forward as our colieagues
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 is welcame 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 adjustments in job design and prowge appropriate
training Our policies dernonstrate our commitment to providing
equal opportuniiies to all colleagues, irrespective of age disability,
gender, marriage and civil partnership, pregnancy or maternity.
race, religion or belief, sex, or sexual orientation We offer a

range of colleague networks to maintain a culture of inclusivity,
including Qut at Tesco. Women 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 snd a gold membper of the UK
Government's Armed Forces Covenant This demonstrates
Tesco's commitment to ensuring we create an environment
where all colleagues have the opportumty to get on,

We publish a rabust Guide 10 hetp managers ensure they are
supporting both colleagues and new apphcants with disabiities
Qur recruitment principles ensure that any applicant who can
meet the minimum assessment criteria will be invited to interview
regardless of whether they have a protected characteristic. 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
mechanisms used for interview assessments far someong who has
learning difficulties or dystexia

We actwely encourage colleagues to become involved in the
financial performance of cur business through a vanety of
share and bonus schemes

We review and update zll our policies annually
More infarmation on engagement with our
colleagues can be found on page 53

Political donations.
The Group dig not make any political donations (2017/18 Enil) or
incur any political expenditure during the year (2037/18: £nil).

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 commercizl relationship
between the 12 largest grocery retallers in the UK and their
supplers of grocery products, establistung an overarching
principle that retaiders must deal with their supphers fairly and
lawfuliy. 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 supplers, including obligations for retailers
to pay suppliers without delay and a prohibition on certan types of
payments, such as those for shrinkage.

Retaler compliance with the Code is overseen by the Groceries
Code Adjudicator {GCA), Christine Tacon We continue to engage
censtructively 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
Gur et ger with Booker in March 2018, we have been developing 8
bespoke GSCOP compliance programme at Booker which includes
training and guidance cn the Code Similarly, as part of our
strategic alhance. we have worked with Carrefour to deliver GSCOP
training and guidance to colleagues working with suppliers to our
UK business At Tesco and One Stop we train colleagues across our
Product and other functions in the UK and in Bengaluru on their
obiigations under the Code tn 2018419, we trained 325 new starters
and 1,393 colleagues received updated e-learning which 1s
supplemented. where required, with face-to-face training sessions
In addition, 5,647 office colieagues 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
virtual traiming sessions on the Code. Training on the Code has
been supplemented at Booker through the rofiout 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 refationships
These developments are having a positive impact on our supplier
relationships. Inthe GCA's annual supplier survey for 2018, Tesco
placed second in the overall assessment of Code compliance.

an improvement from fourth in 2017 Tesco continues to be the
most improved supplier for a third year with 97% of our supphers
recognising that we comply "consistently well’ or ‘'mostly welv’
with the Coge, In our own supplier survey for the second half of
201819, we are pleased that the results continue to reflect the
progress we have made with suppliers Our total UK score for
suppliers rating their satisfaction with Tesco as @ither ‘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 (within policy terms)’

at 88.6%. In addition, ‘Tesco ensures issues are hstened to,
discussed and addressed’ saw 76.3% of our suppliers as

either ‘extremely satisfied” or "very satisfied'.

This year. 40 Code-related issues were raised by suppliers {this
includes four Booker suppliers and one One Stop suppler) inline
with feedback sent by the GCA to all designated retailers. we have
updated cur internal reporting framework to capture all Code
related issues raised by suppliers with any colleagues Therefore,
the scope of 1ssues captured has widened for reporting purposes
As at 23 February 2019. we had resolved 34 of the concerns
following further discussion between the buying team and the
relevant supplier. or between our Code Comphiance Officer andg
the supplier Of the six remaining complaints to be resolved, we
continue our discussions with these suppliers, with a wew to
resolving 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 foreseeable
future and have therefore continued to adopt the going concern
basis in prepanng the financial statements The UK Corporate
Governance Code 2016 requires the Directors to assess and report
on the prospects of the Group over a langer penod This longer
term wiabiity 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 enquiries, the Directers in office at the
date of this Annual Report and Financial Statements have each
confirmed that, so far as they are aware, there 1s no relevant audit
information (as defined by Section 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 cught to have taken as a Director to
make himself/herself aware of any relevant audit information and
to establish that the Group's auditor 1s aware of that information
This confirmation s 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
nformation available £o them st the time of their approval of

this report. These statements should be treated with caution

due to the inherent nisks and uncertainties underlying any such
forward-looking information The Group cautions nvestors 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
limited to. those discussed under Principal risks and uncertainties
on pages 32 to 36.

Neither the Group, nor any of the Directors, provides any
representation, assurance or guarantee that the occcurrence
of the events expressed or implied in any forward-looking
staterments in this document will actually occur. Undue reliance
should not be placed on these forward-looking statements

The Group undertakes no obligation to pubhicly 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 Statement s rewewed and approved by the Board on an
annual basis and published on our Group website. The statement
covers the activities of Tesco PLC and its subsidiaries and details
policies, processes and actions we have taken to ensure that
slavery and human trafficking are not taking place in our supply
chains or any part of our business Mare 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 our business and comprises key controls such as policies
{anti-tribery, gifts & entertanment, conflicts of interest, charitable
donations), procedures such as conducting due diligence on
suppliers (in particular those who will engage pubhc officials on our
behalf). training colleagues on bribery risks every year and ongoing
assurance programmes to test that the controls are functioning
effectively Bribery risk management is iscussed 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 is relevant to the Directors’ report, and
which 15 incorporated by reference into this report, can be
located as follows

Pages
Future developments 116 37
Research and develocpment 15
Greenhouse gas emissions 3t
Financial instruments and financial nsk management 12910 139
Corporate governance report 381061
Employee engagernent 53

Disciosures required pursuant to Listing Rule 9 8 4R can be found
on the following pages-

Pages
Statement of capitalised interest N4 10 122
Allotment for cash of equity securities 147
Wawer of dividends 80

The Company has chosen, in accordance with Section 414 C) of
the Companies Act 2006, and as noted in this Directors’ report, to
include certain matters in its Strategic report that would otherwise
te required to be disclosed in this Directors’ report The Strategic
report can be found on pages 1to 37.



Statement of Directors’ responsibilities.

The Directors are required by the Comparies Act 2006 1o prepare
financtal statements for each financial year that give a true and fair
view of the state of affars 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 Unfan (EU) and have elected to prepare the Perent
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 prepanng these financial statements, the Directors are
required to

select suitable accounting policies and then apply them
consistently;

make judgements and accounting estimates that are
reasonable and prudent

state whether IFRS as adopted by the £U and apphicable

UK Accounting Standards have been followed. subject to

any material departures disclosed and explained in the Group
and Parent Company financial statements respectively,
present information. including accounting policies, in a
manner that provides relevant, reliabte. comparable and
understandable information,

provide additional disclosures when compliance with the
specific requirements in IFRS are insufficient to enable users
to understand the impact of particular transactions, other
events and conditions ©n the entity’s financial posit:on and
financial performance. and

prepare the financial statements on the going concern basis,
unless it 1s inappropriate to presume that the Group and the
Company will continue in business

1

Corporate goverhance

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explam the Group's
transactions and disclose with reasonable accuracy at any time the
financial position of the Group and the Company. and which enable
them to ensure that the financial statements and the Directors’
remuneration report comply with the Companies Act 2006 and,

as regards the Group financial statements, Article 4 of the IAS
Regulation They also have general responsibibity 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 irregularities The Directors are responsible for the
maintenance and integrity of the Company’s website Legislationn
the United Kingdom governing the prepasration and dissermmation
of financial staterments may differ from legislation in other
jurisdictions, The Directors consider that the Annual Report

and Financial Statements, taken as a whole, 1s fair, balanced

and understandable and provides the information necessary

for shareholders to assess the Group's and the Company's
performance, business moded and prionties. Each of the Directors.
whose names and functions are set out on pages 40 to 42 confirm
that, to the best of their knowledge

- the financial statements. which have been prepared i
accordance with the relevant financial reporting framework,
gwve a true and fair view of the assets, habilities, financial
position and profit or loss of the Group and the undertakings
included in the consolidation taken as a whale: and

- the Strategic report contained within this document inciudes a
fair review of the development and performance of the business
and the poswion of the Group and the undertakings included in
the consolidation taken as a whole, together with a description
of the principal risks and uncertainties that the Group faces

By order of the Board

Robert Welch
Group Company Secretary

9 April 201
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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 opinfon:

- the financial statements of Tesco PLC {the ‘Parent Company’]
and its subsidlaries (the ‘Group’} give a true and falr 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 (IFR3s) as adopted by the European Union;

- the Parent Company financlal statements have been
properly prepared in accordance with United Kingdom
Generally Accepted Accounting Practice including FRS 101
'Reduced Disclosure Framework’; and

the flnancial statements have been prepared in
accordance with the requirements of the Companies

Act 2006 and, as regards the Group financial statements,
Article 4 of the IAS Regulation.

We have audited the financial statements which comprise:

- the Group Income Statement,

- 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 related Nates 1to 36 of the Group financial staternents and
Notes 1 to 17 of the Parent Company financial statements

The financial reporting framework that has been apphed In the

preparation of the Group financial statements is applicable law

and IFR5s as adopted by the European Union The financial

reperting framework that has been apphed in the preparation

of the Parent Company financial statementsis applicable law

and United Kingdom Accounting Standards, including FRS 101

‘Reduced Disclosure Framewcrk’ (United Kingdom

Generally Accepted Accounting Practice).

Basis for opinion

We conducted our audit in accordance with international
Standards on Auditing (UK} {1SAs (UX)) and applicable law
Qur responsibilities under those standards are further
described in the auditor's responsibiities for the audit

of the fingncia! statements secton of our report

We are independent of the Group and the Parent Company in
accordance with the ethical requirements that are relevant to
our audit of the financial statements in the UK, including the
Frnancial Reporting Council's (the 'FRC's’) Ethical Standard as
apphed to listed public interest entities. and we have fulfilied
our other ethical responsibilties in accordance with these
requirements We confirm that the non-audit services
prohipited 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 15 sufficient
and appropnate to prowide a basis for our opinion

Summary of our audit appreach

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;

© recogrition of commercial income,
& pension obligation valuation,
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® contingent habiities,
@ presentation of the Group's income statement; and
® retail technology environment. including IT security

Within this report, any new key audit matters are identified
with @ and any key audit matters which are the same as the
prior year wentified with @

Key audit matters have been updated for the current
year where required.

Materiality

we have considered a number of benchmarks and determined
that It is appropriate to base materiality on profit before tax
pefore exceptional items and amortisation of acquired intangibles.
The materiality that we used for the Group financial staterments
was £80m (2017718 £50m} which equates to 4.7% (2017 /18 4 4%)
of profit before tax before exceptional tems ang amortisation

of acquired intangibles. Refer to page 89 for further details of
exceptional items and amortisation of sacguired intangibles

Scoping

Our sudit scoping provides full scope audit coverage of 95%
(2017/18° 96%) of revenue and 95% (2017/18 92%) of net assets
Following the completion of the Group's merger with Booker the
acquired business became part of our full audit scope. The Group's
convemence retail business. One Stop. 15 no longer subject to
specific audit procedures due to the business not being

significant in the context of the Group

Sigmficant changes in our approoch
Our 2018/19 report includes three new key audit matters

- Booker IFRS 3 acquisition accounting jJudgements and
presentation of results,

- IFRS 16 presentation and disclosure: and
- Tesco Bank. loan impairment

We no longer report inventory valuation as a key audit matter due
to a reduction in the required level of management judgement.

Conciusions relating to going concern, principal risks and
viability staterment

Going concern

We have reviewead the Directors’ statement on page 83 to
the financial statements about whether they considered it
appropnate to adopt the going concern basis of accounting
in preparing them and their identification of any material
uncertainties to the Group's and Parent Company's ability
to continue to do so over a penod of at least twelve months
from the date of approval of the financial statements

We considered as part of our risk assessment the nature of

the Group. its business mode! and related risks including, where
relevant the impact of Brexit, the requirements of the applicable
financial reporting framework and the system of internal cantrol
We evaluated the directors’ assessment of the Group's ability to
continue as a going concern mcluding challenging the underiying
data and key assumptions 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 material to
add or draw attention to i relation to that statement required
by Listing Rule 9.8.6R(3) and report if the statement is materially
inconsistent with our knowledge obtained in the sudit,

We confirm that we have nothing material to report, add or
draw attentlon to in respect of these matters,



Principal risks and viability statement

Based solzly on reading the Directors’ statements and considering
whether they were consistent with the knowledge we obtaned in
the course of the audit. including the knowledge obtaned in the
evaluation of the Directors’ assessment of the Group's and the
Parent Company's ability to continue as a going concern, we are

Financial statements

Wwe are also required to report whether the Directors’ statement
relating to the prospects of the Group required by Listing Rule

9 8 BRI3)is materially inconsistent with our knowledge obtained
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

craw attention to in refation 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 model, future

performance, solvency or hquidity. or

the Directors’ explanation on page 37 as to how they have
assessed the prospects of the Group, over what penod

they have done so and why they consider that pertod to be
appropriate, and thew statement as to whether they have a
reasonable expectatton that the Group will be able to continue In
operation and meet its labilities as they fall due over the period

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 period and include the most significant
assessed risks of material misstatement {whether or not due to
fraud) that we (dentified 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

on these matters

of their assessment. including any related disclosures drawing
attention to any necessary qualfications or assumptions

Key audit matter description

How the scope of our audit résponded to the key audit matter

These matters were addressed in the context of our audit
of the financig statements as a whole, and in forming cur
opinion thereon, and we do not provide a separate opinion

Key observations

@ Booker IFRS 3 acquisition accounting judgments and presentation of Booker results

Booker IFRS 3 acquisition occounting judgements
As described in Note 31{Busingss combinations), on 5
March 2018, the Group comgleted the acquisition of
Booker Group ple for consideration of £3.993m The
transaction has been accounted for in accordance with
IFRS 3 "Business Combinations’ £3.093m of goodwill and
£900m of other assets or lrabilihes have been recognised,
including £755m of acquired intangible assets

We have dentified a key audit matter in relation to the
completeness and valuation of separately dentifiable
assets recognised upon acquisition and the key
assumptions underpinning the fair valuation of

£220m of acquired land and buildings

The Audit Committee's discussion of this key audit
matter 15 set out on page 58

Presentation of Booker results

As described In Note 1{Accounting policies, judgements
and estimates) and Note 2 (Segmental reporting).
following the acquisition of Booker on S March 2018,
management has applied judgment in their decision to
present Booker within the UK & ROI segment under IFRS
8 'Cperoting Segments’

Management's key considerations mclude the fact that
Booker 15 managed on an ntegrated basis with the rest
of the UK retall business and the Chief Operating
Decision Maker (CODM) monitors performance and
allocates resources at a combined UK & ROl level which
includes Booker

The Audit Committee’s discussion of this key audit
matter s set out on page 59

Booker IFRS 3 acquisition accounting judgements
Qur audit procedures included assessing the design
and implementaticn of key contrals which relate

to the completeness and valuation of identifiable
intangible assets and the fair valuation of acquired

land and buidings

In order to address this key audit matter we have

completed audit procedures including

- engaging our valuatian specialists Lo assist I assessing
the completeness and key valuation assumptions such
as the discount rate and long-term growth rates,

- challenging management'’s key cash flow assumptions
with reference to industry benchmarks angd historical
performance and

- engaging our real estate experts to assist with the
assessment of management’s property fair valuations

Presentation of Bocker results

QOur audit procedures included assessing the design

and imptementation of the key controls relating to the

segmental presentation of the Booker results

Qur procedures to assess management’s judgment

include assessing the following key matters in the

context of the puidance provided by IFRS B

- reviewing management’s internal reporting to verify
that the CODM monitors performance and allocales
resources at a combined UK & ROl level which
ncludes Booker,

- challenging management over the extent and
timeliness of the integration of Booker’s
performance information into the UK & ROI
management information. and

- assessing whether the Group's external reporting
narrative and 1ts internal reporting ines were
consistent with the inclusion of Booker within
the UK & ROI segment

Booker IFRS 3 acquisition
accounting judgements
Management’s key estimates
underpinning the IFRS 3
acquisiion accounting
exercise Inrelationto the
completeness and valuation
of separately idenufiable
assets and the fair value
valuation of land and buildings
are reasonable

Presentotion of

Booker resuits

The inclusicn of Booker's
results within the UK & ROI
segment i1s in comphance with
{FRS 8 with the presentation
being reflective of how the
CODM monitors performance
and alocates resources to
the business
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independent auditor’s report to the members of Tesco PLC continued

Key audit matker description

How the scope of our audit responded {o the key audit matler Key observations

@ IFRS 16 presentation and disclosure

As describad in Note | {(Accounung policies, judgements
and estimates). IFRS 16 'Leases’ will be effective for

the accounuing period commencing 24 February 2019,
Within Note 36 management notes IFRS 16 will have a
significant impact on the reported assets habiues 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 Oecrease in 201819 statutory profit hefore tax
of £57m). The expected impact of the IFRS 16 transition
1s rehant upon a number of key estimates. primarly
determining the appropriate discount rates far

each lease

Additicnally, there 15 a risk that the iease data which
underpin the IFRS 6 transition calculation are
Incomplete or naccurate

The Audit Committee’'s discussion of this key audit
matter 15 set out an page 58

Qur audn procedures included assessing the design and
implementation of the key controls relating to the
determination of the IFRS 16 transition impact disclosure

Qur pracedures to assess management’s key modelling
estimates and the completeness/accuracy of the
undeflying lease data inciuded

- assessing the discount rates used to calculate the
tease obligation and measur e any sttipan thetit gf the
nght of use asset with support from our valuation
speclahsts:

- assessing Lhe accuracy of the lease data by testing the
lease data captured by management for a sample of
leases through the inspection of lease documentation.

- testing the completeness of the lease data by
reconeiing 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 cantext of IFRS 16,

The key estumates and
Judgements underpinming the
Group's IFRS 16 impact
assessment are appropriate

@ Tesco Bank: Loan impairment

As described in Note 17 (Loans and advances to
custormers and banks) the Group holds a loan
impairment provision of £485m (2017/18 £238m) aganst
loans and advances to customers within Tesco Bank.

Lean impairment provisioning 15 considered a key audit
matter as it Invoives significant judgement to be apphied
by management in order 1o estimate expected future
losses As descnbed in Note 1 (Accounting pokicies.
estimates and judgements) for 2018/18 management’s
provisioning methadology changed from an “incurred
loss" model Lo an “expected loss” model {ollowing the
adeption of IFRS @ ‘Financiol Instruments’ resulting in
a £219m transitional increase in the Group's loan
impairment proviston requirement

The Audit Comrrittee’s discussion of this key audit
matter is set out on page S8

Qur audrt procedures included assessing the design and
implementation of key controls which reiate to the
determination of loan ympairments

In order to address this key audit matter we have

completed audit procedures including

- chalienging the quantiLative and qualitative triggers
used 1o identify significant increases in credit risk to
assess whether they are appropriate. consistently
appied and based on reasonable infermation and
meet the requirements of IFRS 9.

- assessing and challenging the key assumpticns used by
management with reference to ndustry 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
1he data supporting management's key assumptions,

- testing that these key assumptions have been
accurately reflected in the calculation of expected
credit losses; and

- with support from our economic modelling experts.
challenging the macro-economic scenarios including
Brexit scenancs, incorparated by management

Management's provision (s
reasonably stated. and is
supported by a methodology
that 1s consistently applied
and comphant with IFRS 9
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Key audit matier descnplion

How the scope of our autit responded to the key audit matier

Financial statements

Key observalions

® Store impairment review

As described in Note 1 (Accounting policies judgements
and estimates] and Note 11{Property. plant and
equipment). the Group held £13,023m (2017/18 £18,521m}
of property. plant and equipment at 23 February 2019
Under IFRS. the Group is required 1o complete an
mmpairment review of 1ts store portiolic where there

are indicators of impairment or impairment reversal
Judgement is required in identifying indicators of
tmpairment and estimation 1s required 1n determining
the recoverable amount of the Group's store portfoho
Additionally, there 15 judgement in relation to triggering the
reversals of iImparments recognised in previous periods

There 1s a risk that the carrying value of stores and related

fixed assets may be higher than the recoverable amount

Where a review for impairment. or reversal of impairment

15 conducted, the recoverable amount 1s determined

based on the higher of 'value-in-use’ or 'fair value fess

costs of disposal’

The three areas which are key to management’s

impairment review are as follows

- value-in-use s denved from cash flow projections
which rely upon Directors’ assumplions 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 nisk the models are
not calculating the value-in-use accurately: and

- the fair value of properties in each of the Group’s
territories.

As noted within Note 11, the Group has incorporated

a Brexit risk adjustment in the UK & ROl segment (o

reflect the associated risks in the Group's rnodelling.

As a result of the Group's store imparment review

completed during the year. a net imparrment reversal

of £73m {2017/18 net impairment reversal of £187m}

was recognised.

The Audit Committee’s discussion of this key audit

matter is set out on page 58

Cur audit procedures included assessing the design and
implementation of key controls around the impairment
review processes

In relation to the Group's value-in-use assessment

our procedures have ncluded

- chalienging the key assumptions uulised in the cash
flow forecasts with reference to historicat trading
performance. market expectations and the
reasonableness of management s forecasts:

- reviewing and challenging the adequacy of
management’s sensitivity analysis In relation to key
assumptions to consider the extent of change in those
assumptions that either indwidually or collectively would
be required (or the assets to be impaired In particuiar
forecast cash flows and property fair values, and

- assessing the accuracy of the value-in-use modelling
with reference to the requirements of |AS 36
‘impairment of Assets’ and checking the integrity of
the Group's value-in-use models

In relation to the Group's '(ar value less cosis of disposal |

we have challenged the Group's fafr value assumptions

using internal property vakuation specialists and assessing
whether appropriate valuation methodologies have been
used and sufficient consideration given to comparable
retal sector valuation evidence

We note actions are required
by the Group to achieve
these forecasts over the
medwm-term We concluded
that the assumptions in the
imparment models,
specifically in the value-in-
use calculations, were within
an acceplable range, and
that the overall level of net
reversal of impairment was
reasonable

Additionalty, the Group's
incarporation of the risks
associated with Brexrt s
considered to 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-related
allowances. promotional and marketing allowances and
various other fees and discounts are recelved In connection
with the purchase of goods for resale from those suppliers.
As such. the Group recognises a reduction in cost of sales as
a result of amounts receivabie from those suppliers

In accordance with IFRS, commercial income should only

be recognised as income within the iIncome statement
when the performance conditions associated with it have
been met. for exampie where the marketing campaign

has been hetd,

The variety and number of the buying arrangements
with supphers can make it complex 1o determing the
performance conditions associated with the income,
gwing rise to a requirement for management judgement.
As such we have identified this as a key audit matter and
considered that there was a potential for fraud through
possible manipulation of this iIncome.

The Audit Commitiee's discussion of this key audit matter
1s set out on page 58

QOur audit precedures included assessing the design and
implementation of key controls the Group has established
in relation to commercial income recognitton

In addrion, we performed the following.

- testing whether amounts recognised were accurate and
recorded in the correct penod. by agreeing to the
contractual performance obligations in a sample of
individuai supplier agreements:

- testing commercial income balances included within
inventortes and trade and other recevables or netted
aganst rade and other payables {as set out in Note 20}
via balance sheet reconcibation procedures,

- circularising a sample of suppliers to test whether the
arrangements recorded were complete Where responses
from supphers were not recewved we completed
alternative praocedures such as agreement to underiying
contractual arrangements

- holding discussions with a sample of the Group’s buying
personnel to further understand the buying processes.,
where required,

- using data analytics to profile commercial incorne, identify
deals which exiubited characteristics of audit interest
upon which we completed detailed audit testing.

- reviewing the Group's ongoing comphance with the
Groceries Suppher Code of Practice I(GSCOP) Additionally,
reviewing the reporting and corsespondence to the
Group's supplter hotline in order 1o identify any areas of
non-cempliance which may require further investigatian:

- considenng the Booker commercial Income arrangements
and comphance with the Group’s relevant accounting
pracuces, and

- conskiering the adequacy of related disclosure within the
Group's financial statements

The results of our testing are
satisfactory We consider the
disclosure given around
suppler rebates to provide
an appropriate understanding
of the types of rebate income
receved and the mpact on
the Group's balance sheet
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Independent auditor’s report to the members of Tesco PLC continued

Key audit matter description How the scope of our udht responded (o the key audit matter Key opservations
® Pension obligation valuation
As described in Note | (Accounting policies, jJudgements Our audit procedures included assessing the design and We are satisfied that

and estimates) and Note 27 (Post-employment benefits),
the Group has a defined benafit pension plan in the UK
retaill business. At Z3 February 2019 1he 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 (2017118 £16.517m)

The pension obligation valuation 1s material, dependent
on market condiiiens, and sensitive 10 changes in key
assumptions, The key audit matter specifically relates to
the following key assumptions: discount rate mnflation
expectations and [Ife expectancy assumptions

The setting of these assumptions 15 complex and
requires the exercise of significant managernent
judgernent with the support of third party actuanes
The Audit Committee’s discussion of this key audit
malter is set out on page 58.

implementation of key controls In relabion to the pension
obhgation valuation process.

In testing the pension valuation, we have utilised internal
pension actuarial specialists to review the key actuarial
assumptions used. both financial and demographic, and
considered the methedology vtiised 1o dernive these
assumptions Furthermore, we have benchmarked and
performed o sensitivity analysis on the key assumptions
determined by the Directors

the methodotogy and
assumptions apphed in
relation to determining the
pension valuation are within
an acceptable range

® Contingent liabifities

As described in Note 1{Acceunting policies. judgements
and estimates) and Note 32 [Contingent labilities) the
Group has 2 number of contingent hatiliies. Judgement
15 required in assessing the likelihood of cutflow, the
potential quantum of any outflow and the associated
disclosure requirements

Thus key audit matter specifically retates to the fallowing
EeXposures,

- in 2016/17 UK shareholder actions were mitiated
against the Group hnked 1o the overstatement of
expected profits in 2014 which may resuit in legal
exposures

following the sale of Homeplus in 2015 the Group has
recewed claims from the purchaser relating 1o the sale
of the business, and

Tesco Stores Limied has recewved claims from current
and former store colleagues alleging that their work is
of equal value to that of colleagues working in the
Group's distnibution centres and that differences in
terms and conditions relating to pay are not objectively
astifiabte

The Audit Committee’s discussion of this key aucht
matter s set aut on page 58.

Qur audit procedures included assessing the design
and mmplernentation of key contrels in relation to the
moninoring of known exposures

In assessing the potential exposures 1o the Group,

we have completed a range of procedures including

~ assessing the risks the business faces

~ reatling Board and other meeung minutes 1o dentify
areas subject 10 Group consideration

~ meeting with the Group’s internal legal adwsors to
understand ongoing and potential legal matters and
reviewang third party correspondence and reports,

- assessing the reasonableness of management's
ikelinood and quantication of outflow assessment,
ang

- reviewing the proposed accounting and disclosure of
actual and potenual legal habilities drawing on third
party assessment of open matters

We conclude that the Group's
conungent habiities
disclosure 1s complete
Specifically. the accounting
and disclosures in relation
o 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 is ‘Group
operating proiit before exceptional itemns and
amortisation of acquired intangibles’ (2018/18 £2.206m,
2017/48 £1.646m)

Refer to Note 2 {Segmentai reporuingl for management”s
reconciiation of this key performance indicator to 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
income statement We have determined that there was
a potentiat for fraud through possibie manipuiation of
the Group’s income statement presentation due to the
level of judgement invalved and rernuneration targets
being linked to the key performance indicator

The Audit Commuttee’s discussion of this key audit
rnatier is set out on page 59

Qur audit procedures included assessing the design and
impilementation of key controls which address the risk of
inappropriate presentation of the Group's income
staternent.

[n order to address this key audit matter we have

completed audit procedures including

- consdering exceptional items disclosed by the Group
and the existence of any further potential exceptional
items included within the Group’s underlying profit
measures,

- assessing whether any bias exsts 1n management's
presentation of results and assessing consistency of
apphication across multiple financial years,

- assessing transactions completed outside of the
normal course of business, and

- assessing the appropriateness of excluding
amprtisation of intangible assets acquired in business
combinations from Group’s aperating profit alternative
performance measure

We note that consistent with
other businesses of a similar
scale to the Group. there are
non-recurring income and
expense tems mncluded within
profit before exceptional
tems and amortisation of
acquired intangibles which

do not meet the Group's
definition of exceptional
items and which largely offset.
We concur that these have
been appropriately included
within profit before
exceptional tems and
amortsation of acquired
intangibles
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Key audit matter description

+How Lhe scope of Qur audit responded to the key audit matter

Financial statements

Key observations

® Retail technology environment, including IT security

The Group's retai cperations utilise a range of
information systems In 2015/16 2016/17 and 2017/18
we reported deficiencies in certain IT controls These
deficiencies could have an adverse impact on the
Group's contrels and financial reporting systems,

As descrioed on page 57 within the Audit Committee’s
report. in 2018/18 the Group has implemented a new
general {edger system for the LIX business and 1s
continuing the replacement of a number of its key
systems as well as making changes ta key elements of
the Group's IT Infrastructure to address the identfied
deficiencies There is arisk the related data transfer

We have continued io challenge and assess changes 10
the IT environment through the testing of remediated
controls and concluding on the sufficiency and
appropriateness of management’s changes

During the year we have assessed the design and
implementation of the Group's key controls over the
information systems that are important to financial
reporting Including the changes made ds par L 0T the
Group’s replacement programme,

Consistent with 2017/18. 1n 2018/19 we were not able to

take a contro! reliant audit approach due to the ongoing

weaknesses in the IT envirenment

Although management’s
remediation plan 15 designed
to address our concerns.
given the complexity of the
underlying systems the plan
15 @ multi-year programme
and not yet complete and
therefore weaknesses remam
in the controt environment

We note that management's
actions have reduced the
number of deficiencies in the

process is incomplele or maccurate,

Where we noted deficiencies which affected
applications and databases within the scope of our
audit, we extended the scope of our substantive
audit procedures

year relating to user access
and change management
contrals linked to the
Group’s tinancial reporting

Our application of materiality

We define materniality as the magnitude of misstatement in the
financial staterments that makes it probable that the economic
decisions of a reasonably knowledgeable person would be changed
arinfluenced We use matenaity bath in planning the scope of
our audit work and in evaluating the results of our work.

Based on our professional judgement, we determined materiality
for the financial statements as a whole as follows

Parent Company financial
slatements

Group financial
stetements

Materiahty  £80m {2017/18° £50m) £52m (2017/18 £35m)

Basis for 4 7% (2017 /18: 4 4%) of profit

determining befare tax before exceptional

materality  items and amortisation of
acquired intangibles of £1.716m
(2017/18- £1,§45m).
Refer to Note 9 for additional
details of profit before tax
before exceptional iterns and
amoriisation of acquired
intangibles and management’s
reconciiation to the Group's
statutory measure
Cornponent materiality has been
determined with reference to
the compaonent's contribution to
the Group's overall result The
materahty applied by the
component auditors ranges
between £24m and £52m.

Materiality represents
{ess than 1% (201218
{ess than 1%) of

net assets

As this 15 the Parent
Company of the
Group it does not
generate sigrufricant
revenues but instead
incurs costs

Net assets are of
mast relevance to
users of the financial
statements

Rationale Profit before tax before

for the exceptional tems and

benchmark  amortisation of acquired

applied intangibles 1s an appropriate
metnc since it is a key
performance indicator and 1s
not impacted by any potential
volatility which may be caused
by exceptional items and
amortisation as a result of
acquired intangibles recognised
under IFRS 3
The materality selected
represents 0.5% (2017/18 0.5%)
of the Group's net assets

we agreed with the Audit Committee that we would report o
the Audit Committee all audit differences in excess of £4m
(2017718 £2 5m) for the Group and the Parent Company, as well
as differences below that threshold that, in our view, warranted
reporting on qualtative grounds. We also report to the Audit
Committee 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 understanding af the
Group and its environment, ncluding Group-wide controls, and
assassing the risks of matenal misstatement at the Group level
The Group has subsichary grocery retail operations in eght
countries, together with interests in a number of other
businesses both in the UK and internationaily.

The Group’s accounting process is structured around local finance
functions and 1s further supported by a shared service centre in
Bengaturu. India which provides accounting and admunisirative
support for the Group's core retail operations £ach local finance
function reports mto 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

an B significant retail locations (UK, Booker. Republic of trefand,
Czech Republic, Hungary, Polang, Stovakia and Thailand) and
Tesco Bank The operations in Czech Republic, Hungary, Poland
and Slovakia are managed as one combined business Al of these
were subject to a full audit and represent 95% (2017/18 96%) of
the Group's revenue and 95% (2017/18: 92%) of net assets

In addition, 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% (201718 4%) of the Group's revenue and 6%
(201718, 9%) of net assets The Group's convenience retall
business, OneStop, 15 ne longer subject to specific audit
procedures due to the business not being significant in the
context of the Group

At the parent entity level we als0 tested the consolidation process
and carned out analytical procedures 1o confirm our conclusion
that there were no significant risks of material misstatement of the
aggregated financiat information of the remaining components not
subject to audit or audit of specified account balances

The most significant component of the Group is its retail business
nthe UK As such, there is extensive interaction between the
Group and UK audit team to an appropriate tevel of direction and
supervision in this audit work During the course of cur audit,

the UK audit team wsited 50 (2017/18 50) retal stores in the UK

to attend either inventory counts or in order to complete store
contro! visits and 4 (2017/18 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 [2017/18: 6) of the 8 {(2017/18 7)
significant locations set cut above. In addition to Tesco Bank and
the Group’s shared serwice centre in Bengaluru, with the Group
Audit Partner visiting 3 (2017/18 4) of these locations We also

had a dedicated semor member of the audit team focused on
overseeing the role of the component audit teams located outside
of the UK and the Republic of freland. ensuring that we applied a
consistent audit approach 1o 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
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 adaition, all key component audit teams were represented
during a centralised two-day planning meeting led by the

Group audit team and held in the UK prior to the commencement
of our detaited audit work. The purpose of this planning meeting
was to ensure @ good level of understanding of the Group’s
businesses, Its core strategy and a discussion of the significant
risks and workshops onour planned audit approach Group
management also attended part of the meeting to support

these planming activities.

Other information

The Directors are responsible for the other infarmation The other
information comprises the information included in the annual report.
other than the financial statements and cur auditor's report thereon

Qur opinion on the financial statements does not cover the other
information ang, except 10 the extent otherwise exphctly statedinour
report, we do not express any form of assurance conclusion thereon

In connection with our aucit of the financial statements, our
responsibility 1S to read the other information and, in daing so.
consider whether the other information is materially in¢consistent
with the financial statements or our knowledge obtained in the
audit or otherwise appears {0 be matenally misstated

i we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether thereisa
matenal misstatement in the financial statements or a material
misstatement of the other information If, based on the work we have
performed, we concludie that there s a material misstatement of this
other information, we are required to repert that fact

In this context, matters that we are specifically required to report
to you as uncorrected material 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
finangial statements taken as & whole is fair, balanced and
understandable and provides the information necessary for
shareholders to assess the Group's position and perfarmance,
business model and strategy. 1s matenially inconsistent with our
knowledge obtained i the audit, or

- Audit Committee reporung - the section describing the work of
the Audit Committee does not appropriately address matters
communicated by us to the Audit Committee, or

- Directors’ statement of compliance with the UK Carporate
Governance Code - the parts of the Directors’ statement
required under the Listing Rules relating to the Company’s
compliance with the UK Corporate Governance Code contaiming
provisions specified for review by the auditor in accordance with
Listing Rule 9 8.10RI(2} do not properly disclose a depariure from
a relevant prowision of the UK Corporate Governance Code

We have nothing to report in respect of these matters.

Responsibilities of Directors

As explained more fully in the Birectors’ responsibiities 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 determine is necessary
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to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error In preparing
the financial 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
8ng using the going concern basis of accounting unless the Directors
either intend to iquidate the Group or the Parent Company or to
cease operations, or have no realistic alternative but to do so

Augitor’s respensibilities for the audit of the

financial statements

Our objectives are to obtain reasonable assurance about whether
the financial statements as a whole are free from material
misstatement. whether due to fraud or error, and to issue an
auditor's report that includes our cpinion. Reasonable assurance is
2 high level of assurance, but is not a guarantee that an audit
congducted in accordance with 1ISAs (UK) will always detect a matenal
misstatement when it exists Misstatements can arise from fraud or
error and are considered material if, indmdually or in the aggregate.
they could reasonably be expected to infiuence the economic
decisyans of users taken on the basis of these financial statements

A further description of our responsibilities for the audit of the
financial statements is located on the Financial Reporting Council's
website at www frc.org uk/auditarsresponsibilities This descnption
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 error, and then
design and perform audit procedures responsive to those risks,
including obtaining audit evidence that 1s sufficient and appropriate
10 provide a basis for our opinIon

ldentifying and gssessing potential risks related to irregularities
In identifying and assessing risks of material misstatement in
respect of irregutanties, ncluding fraud and non-campliance with
taws and regulations. our procedures included the following

- enquining of management, the Group's Internal Audit function,
the Group's Security function, the Group's Compliance Officer,
the Group's Genera! Counsel and the Audit Commuttee, includhng
obtaining and reviewing supportng documentation, concerning
the Group's policies and procedures relating to-

-~ identifying, evaluating and complying with laws and regulations
and whether they were aware of any instances of non-
comphance,

~ detecting and responding to the risks of fraud and whether they
have knowledge of any actual, suspected or alleged fraud: and

~ theinternal controls established to mitigate risks related to
fraud or non-compliance with laws and regulations inCluding the
Group's controls refating to GSCOP requirements,

- discussing among the engagement team mciuding significant
companent audit teams and involving relevant internal
specialists, including tax, valuations and pensions regarding how
and where fraud might occur in the financiel statements and any
potential indicators of fraud. As part of this discussion, we
dentified potential for fraud n 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 \nchcators to meet remuneration targets and
externally communicated targets: and

- obtaining an understanding of the legal and regulatory
frameworks that the Group operates in, focusing on those laws
and regulations that had a direct effect on the financial
staterments or that had a fundamental effect on the operations
of the Group The key laws and regulations we considered in this
contextincluded GSCOP. UK Companies Act, Listing Rules,
employment law, health and safety. pensions legislation and
tax legislation



Audit response to risks ldentified

As aresult of performing the above, we identified the presentation
of Group’s income statement and recognition of commercial
income as key audit matters. The key audit matters section of our
report explains the matters in more detaill and also describes the
specific procedures we performed in response to those key

audit matters

In addition to the above, our procedures to respond to risks
identified Included the foliowing.

reviewing the financial statement disclosures and testing to

supporting documentation to assess complhance with relevant

laws and regulations discussed above.

enguiring of management, the Audit Committee and in-house

legat counsel concerning actual and potential litigation and

claims,

- performing analytical procedures 1o identify any unusual or
unexpected relstionships that may indicate nsks of material
misstatement due to fraud,

- reading minutes of meetings of those charged with governance,

reviewing internal audit reports and reviewing correspondence

with HMRC. and

in addressing the risk of fraud through management override

of contrals, testing the appropnateness 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 alse communicated relevant identified laws and regulations and

potential fraud risks to all engagement team members including

internal specialists and significant component audit teams, and
remained alert to any indications of fraud or non-comphance with
laws and regulations throughout the audit

Report on other legal and regulatory requirements

Opinions on other matters prescribed by the Companies Act 2006
In our opinion the part of the Directors’ remuneration report to

be audited has been properly prepared in accordance with the
Companies Act 2006

Inour opinian, based on the work undertaken in the course of the audit

- theinformaticn given in the Strategic report and the Directors’
report for the financial year for which the financial statements
are prepared is consistent with the financial statements. and

= the Strategic report and the Directors’ report have been
prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the Group
and of the Parent Company and ther environment obtained 1n
the course of the audit, we have not identified any materiat
misstatements in the Strategic report or the Directors’ report

I Financial statements I

Matters on which we are required to report by exception

Adequacy of explanations received and accounting records
Under the Companies Act 2006 we are required to report to
you If, In our opinion:

- we have not received all the information and explanations we
require for our audit,

- adequate accounting records bave not been kept by the Parent
Company, or returns adeguate 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 also required to report if in
our opinicon certan disclosures of directors’ remuneration have not
been made or the part of the Directors’ remuneration report to be
audited Is not in agreement with the accourting 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 penods The period of total uninterrupted
engagement including previous renewals and reappointments of
the firm is four years, covenng financial years ending 27 February
2016 to 23 February 2019

Consistency of the cudit report with the additional report to
the audit committee

Our audit opirion is consistent with the additional report 1o
the Audit Committee we are required to prowvide in
accordance with ISAs {UK)

Use of our report

This report 1s made solely to the Company’s members, as a body,
In accordance with Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken s that we might state to the
Company’s members those matters we are required 1o 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 our audit work, for this report. or for the opinions
we have formed

f/on 0 {/C‘w((c\
Panos Kakoulils (Senior statutory auditor}

for and on behalf of Deloitte LLP
Statutory Auditor
London, United Kingdom

9 April 2019
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Group income statement

52 weeks ended 52 weeks ended
23 February 2019 24 February 2018 (restated’)
Before Eaceplional Before Exceptional
axceplioral tems and exceptiong! items and
tems and  amortisation ttemsand  amortisation
amorusation of acquired amorusation of acquired
of acquired ntangbles of scquired ntangibles
Intantgibles {Nota 4) Yotal intangibies (Note 4} Totat
Notes im £m m £m £m £m
Continuing operations
Reverue Z 63,90 - 63.911 67,493 - 67,493
Cost of sales 159,645} 1) (59.767] (54.092) (49} {54.141
Graoss profit/lloss) 4,216 (vl 4,144 3,401 149} 3,352
Administrative expenses (1.989) 86) (2.075) 0,786) 153 1.633}
Profits/llosses) arsing on property-related items 21 105 84 31 89 120
Cperating profit/llass} - 2,206 (53} 2,153 1,646 193 1,829
Share of post-tax profits/liosses) of joint ventures and associates 12 24 n 35 {6) - {6}
Finance mcome 5 22 - 22 &7 - 67
Finance costs 5 (536} - {536) {5621 (38} 6001
Profit/(loss) before tax 1,716 (a2} 1674 1,145 165 1,300
Taxation 6 (413 59 [354) {286) (20) (306}
Profit/(loss) for the year from continuing operations 1.303 17 1,320 859 135 994
Discontinued operations
Prolit/{loss} for the year from discontinued operations 7 - - - - 216 26
Profit/lloss) for the year 1,303 7 1,320 859 351 1,210
Attributable to-
Owners of the parent 1.305 17 1.322 852 349 1208
Non-controlting interests {2) - (2} - 2 P
1,363 17 1,320 8§59 351 1,210
Earnings/(losses) per share from continuing
and discontinued operations
Basic ] 13 65p 14 80p
Diluted 9 13 55p 14 75p
Earnings/(losses) per share from continulng operations
Basic g 13.65p 12 15p
Diuted g 13.55p 12 1p

The notes on pages 98 to 181 form part of these financial statements
* Restated for the adoption of IFRS 15 and reclassificauon of dervative nterest income as explained in Nate 1 and Note 36
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Group statement of comprehensive income/(loss)

Financial statements

52 weeks
52 weeks 2018
200% lrestated”)
MNotes fm £
items that will not be reclassified to income statement
Remeasurement gains/liosses) of defined benefit pension schemes 27 364 3265
Tax on items that wifl not be reclassified 6 (61} (554)
303 2.7
Itemns that may subsequently be reclassified to income statement
Change In fair value of debt instruments at fair valug through other comprehensive iIncome o) -
Change in fair value of available-far-sale financial assets and investments - 62)
Currency translation differences
Retransiation of net assets of overseas subsidiaries, joint ventures and associates 100 179
Movernents in foreign exchange reserve and net investment hedging on subsidiary disposed, reclassified - 140
and reported in the Group income statement
Gans/llosses) on cash flow hedges.
Net fair value gains/llosses) 130 {146)
Rectassified and reported in the Group income statement {57) (52)
Tax on itemns that may be reclassified 6 5 22
168 81
Total other comprehensive income/(loss) for the year qan 2,792
Profit/{tass) for the year 1320 1210
Total comprehensive income/{loss) for the year 1,791 4,002
Attributable to:
Owners of the parent 1793 3.995
Non-controling interests (2} 7
Total comprehensive income/(loss) for the year 1,791 4002
Total comprehensive income/{loss) attributable to owners of the parent arising from
Continuing operations 1.793 3.639
Disconunued operations - 356
1,793 3,995

The notes on pages 9B to 161 form part of these financiat statements
* Restated for the agdoption f IFRS 15 as explained i Note 1 and Note 36
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Group balance sheet

24 February
23 February 2008
2019 (resteted?)
Notes £m £m
Non-current assets
Goodwill and other intangitle assets 10 6,264 2.861
Property plant and equipment 1 19.023 18.521
tnvestment property iz 36 jlss]
nvestments in joint ventures andg associates 13 704 689
Financiat assets at fair value through other comprehensive income 14 g79 860
Trade and other recewables 13 195 186
Loans and advances to customners and banks 17 7.868 6 885
Derwatwe financial iInstruments 23 1178 1z
Deferred tax assets 3] 132 116
36,279 31,136
Current assets
Financial assets at far value through other comprehensive income 12 67 68
Inventories 15 2.617 2.264
Trade and Sther recewvables 16 1.640 1.504
Loans and advances to customers and banks 7 4,882 4,637
Derrvative financial mstruments 23 52 27
Current tax assets 6 12
Short-term investments 8 390 1.029
Cash and cash equivalents 18 2,96 4.059
12,570 13,600
Non-current assets classified as held for sale 7 98 149
12,668 13,749
Current lfabilities
Trade and other payables 19 (9 354} (8.994}
Borrowings 2 (1,599} (1,479
Derwative financial instruments 23 12500 169
Customer deposits and deposits from banks 24 (8.832} {7.812)
Current tax liabilites 6 1325} (3351
Provisions 25 1320) {544)
(20,6801 (19,233)
Net current liabiltties 8,012) 15.484)
Non-current liabilities
Trade and other payables 13 (384} (364)
Borrowmgs 21 {5.673 (7142)
Derivative financial mstruments 23 {389) (594)
Customer teposits and deposits from banks 24 {3.295) (2.972)
Post-employment beneht obligations 27 (2,808 (3.282)
Deferred tax labiities 6 1236) 196}
Prowisions 25 747} (729
{13,533} {15,171}
Net assets 14,834 10,480
Equity
Share capital 28 490 410
Share premium 5165 5107
All other reserves 3.798 735
Retained earnings 5,405 4,250
Equity attributable to owners of the parent 14,858 10,502
Nan-conirolling interests (24) 22)
Total equity 14.834 10,480

The notes on pages 98 to 161 form part of these financial staterments.

* Restated for the adoption of IFRS 15 as explalned in Note 1 and Note 36,

\S ooy

Dave Lewis
Alan Stewart —_
Directors

The financial statements on pages 92 to 161 were approved and authonsed for 1ssue by the Directors on 9 April 2019

Tesca PLC Company Number 00445790
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Financial statements

Group statement of changes in equity

All other reserves

Currency Capital Own Non-
Share Share basis redemption Hedpging Translation shares Merger  Retalned <omrothng Total
capital  premium reserve reserve reserve reserve held reserve™  earnings Total interests equity
Em £m £m £m E£m £m Em £m £y Em £m £m

At 24 February 2018 410 5.107 - 18 40 656 16) 40 4,228 10,480 (22} 10,458
{as previously reported)
Cumulative adjustment to - - - - - - - - 22 22 - 22
opening balances from
application of IFRS 15
{net of tax) (Nate 36)
At 24 February 2018 410 5107 - 16 40 655 (16) 40 4,280 10,502 22) 10,480
[restated™)
Adjustrment on nitial applhication - - 1 - (n - - - r7 arn - (377}
of IFRS 9 (net of tax) (Ncte 36)
At 25 February 2018 410 5,107 1 16 39 655 (16) 40 4,073 10,325 122} 10,303
Profit/{loss) for the year - - - - - - - - 1322 1,322 (2) 1,320

Other comprehensive

income/lloss)

Change in fair value of financial - - - - - - - - o)) (10) - 1o}
assets at fair value through

aother comprehensive Income

Currency translation - - - - - 100 - - - 100 - 100
differences

Remeasurements of defined - - - - - - - - 364 364 - 364
benefit pension schemes

Gains/{losses) on cash flow - - 6) - 79 - - - - 73 - 73
hedges

Tax relating to components of - - - - - 3 - - (594 {56} - 156)
other comprehensive InCome

Total other comprehensive - - 6) - 79 103 - - 295 471 - an
income/lloss)

Total comprehensive - - {6) - 79 103 - = 1,617 1,793 2] 1,791

income/(loss)
Transactions with owners

Purchase of own shares - - - - - - 277 - - 277 - 277
Share-based payments - - - - - - 114 - 67 187 - 181
Issuve of shares (Note 28) 80 58 - - - - - 3.050 - 3188 - 3188
Divdends (Note 8) - - - - - - - - (357 (357 - {357)
Tax on iterns charged to equity - - - - - - - - 5 5 - 5
Total transactions with owners 80 58 - - - - {163) 3,050 (285) 2,740 - 2,740
At 23 February 2019 490 5,165 (5] 16 118 758 (173} 3,080 5,406 14,858 {24} 14,834

The nctes on pages 98 to 161 form part of these financial statements

@ Restated for the adoption of IFRS 15 as explained in Note 1and Note 36
= Merger reserve’ was previously bitled Other reserves’ in prnor financial years
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Group statement of changes in equity continued

All other reserves

Currency Capual Own Nan-
Share Share basis redemption Hedging Transtatan shares Merger  Retaned controing Total
caprtal  premum resene Teserve reserve reserve held reserve™  earnings Total  interests equity
£m £m Em Em Em im £m £m £m £m
At 25 February 2017 409 5,096 - 16 27 350 {221 40 332 6,438 (24} 6,414
{as previously reported)
Adjustment on imitial apphcation - - - - - - - - 20 20 - 20
of IFRS 15 {net of tax} {Note 36}
At 25 February 2017 (restated”) 409 5,096 = 16 297 350 (22) 40 352 6.458 24) 6,434
Profit/(loss) tor the year {as - - - - - - - - 1.206 1.206 2 1.208
previously reported)
IFRS 35 adjustment to profit/ - - - - - - - - 2 2 - 2
(loss) for the period {Note 36}
ProfitAloss) for the year - - - - - - - - 1,208 1,208 2 1210
(restated’)
Other comprehensive
income/(loss)
Change m fair value of financial - - - - - - - - 162 82) - 62}
assets at fair value through
aother comprehensve ncome
Currency translation - - - - - 314 - - - 34 5 319
differences
Remeasurements of defined - - - - - - - - 3265 3.265 - 3.265
benefit pension schemes
Geains/(lcsses) on cash flow - - - - (198) - - - - 198) - (98}
hedges
Tax relating to companents of - - - - 2 (9) - - (544} (532) - (532}
other comprehensive income
Total other comprehensive - - - - nm 305 - - 2,659 2,797 5 2,792
income/(loss)
Total comprehensive income/ - - - - am 306 - - 3,867 3,895 7 4,002
{loss) (restated’)
Transactions with cwners
Purchase of own shares - -~ - - - - (14} - - ha) - na)
Share-based payments - - - - - - 20 - 105 125 - 125
Issue of shares ) 3] - - - - - - - 12 - 12
Dividends - ~ - - - - - - {80) {80} - 180)
Changes in non-controlling - - - - - - - - - - 15} (5}
nterests
Tax on (tems charged to equity - ~ - - - - - - [ 6 - [+
Total transactions with cwners 1 n - - - - 6 - 3 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 sdoputian of IFRS 15 as explained in Note 1and Note 36
W Merger reserve’ was prewcusly titled Other reserves in prior financial years
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Group cash flow statement

Financial statements

52 weeks
52 weeks 2018
2019 (restated”)
Notes £m £m
Cash flows generated from/{used in) operating activities
Operating profit/{ioss) of continuing cperations 2153 1.839
Depreciation and amartisation 1,375 1.295
{Profit}/loss anising on sale of property plant and equipment and mntangble assets (107) {66}
(Profit}/loss arising ¢n sale of subsidiaries and financial assets at fair value through other comprehensive income {8 165}
[Profit)/loss arising on sake of joint ventures and associates - (23
Net impawrment loss/{reversall on financiat assets at fair value through other comprehensive income - 22}
Net impairrment loss/lreversall on property. plant and equipment, intangible assets and investment property (58) ne7
Adstment for non-cash element of pensians charge 27 45 4
Additional contnibution inte defined benefit pension schemes 27 (266) {243)
Share-based payments 77 13
Tesco Bank fair value movements included in operating profit/lloss) 127 156
Retail {increasel/decrease in inventories 1 55
Retall {increasel/decrease in development stock {2) 21
Retal (increase)/decrease in trade and other recewables g8 18}
Retal increase/(decrease) m trade and other payabtes (307 280
Retal increase/(decreasel m provisions {238) 132
Retad (increasel/decrease i working capizal (438} 480
Tesco Bank increase)/decrease in loans and advances to customers and banks (1,588} (1738)
Tesco Bank increasel/decraase in trade and other recevables 4 34
Tesco Bank in¢crease/{decreasel in customer and bank deposits, trade and other payables 1348 1,820
Tesco Bank increase/ldecrease} in provisions {25) 1]
Tesco Bank (increasel/decrease in working capital (258) Ji{e]
Cash generated from/[used in) operations 2.642 3,309
Interest paid (306) (328)
Corporation tax (pad)/receved (370) {176}
Net cash generated from/lused 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 classified as held for sale
Purchase of property, plant and equipment, investment property and non—current assets classified as held for sale {1,101 (t,440)
Purchase of intangible assets nen han
Disposal of subsidiaries, net of cash disposed 8 66
Acquisition of subsidiaries, net of cash acquired 3 {19 27}
Proceeds from sale of joint ventures and associates - 23
Net (increase)/decrease in lcans to joint ventures and associates 5 -
Investments in joint ventures and associates {n {21
Net investments in)/proceeds from sale of shori-term (vestments 639 1,697
Net (investments in)/proceeds frem sale of inancial assets at fair value through other comprehensive iIncome 0122) 236
Dividends recewved from joint ventures and associates 4 26
Inierest received 18 27
Net cash generated from/{used in} investing actvities {1,143) 643
Cash flows generated from/{used in} financing activities
Proceeds from issue of ordinary share capital 28 60 11
Own shares purchased (206) -
Increase in borrowings 975 313
Repayment of borrowings (2,471} (3721
Net cash flows from derivative financial instruments 35 253
Repayrments of obligations under finance leases 07 (10}
Dividends paid to equity owners 8 (357) (82)
Net cash generated from/{used inl 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 3832
Eifect of ioreign exchange rate changes 15 15
18 2,916 4,659

Cash and cash equivalents at the end of the year

The notes on pages 98 to 161 form part of these financial statements

*  Restated for the adoption of IFRS 15 and reclassiication of denvative interest ncome as explained in Note 1 and Note 36

Tesco PLC Annual Report and Financial Statements 2019

97



98

Notes to the Group financial statements

Note 1 Accounting policies, judgements and estimates

General information

Tesco PLC (the Company) is a public imited company incorporated
anad domiciled in the United Kingdom {UK) under the Companies Act
2006 (Registration number 44573C) The address of the registered

office 1s Tesco House, Shire Park, Kestrel Way, Welwyn Garden City
AL7 1GA. UK

The man acuvities of the Company and its subsidiares (together,
the Group) are those of retalling and retail banking.

Basis of preparation

The consolidated Group financial statements have been prepared
In accordance with International Financial Reporting Stendards
IFRS) as endorsed by the European Union {EU), and those parts of
the Companies Act 2006 applicable to companies reporting under
IFRS The consolidated Group financial statements are presented in
Paunds Sterling, generally rounded to the nearest milion They are
prepared on the hustorical cost basis, except for certain financial
instruments, share-based payments and 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 adeguate resources to continue in operational
extstence for the foreseeable future. Thus they continue to adopt
the going concern basis of accounting in preparing the financial
statements Further detail 15 contained within the going concern
statement incluged in the Directors’ report on page 81

Unless otherwise stated, the accounting policies set out below
have been applied consistently to all periods presented in these
consolidated financial statements

The Group has adopted IFRS 3 'Financial Instruments’ and IFRS 15
‘Revenue from Contracts with Customers' effective for the current
financial year. IFRS 15 has been applied fully retrospectively and
comparatives 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 15 descrnbed in Note 36

Basis of consolidation

The consohdated Group financral statements consist of the
fingncial staterments of the uftrmate Parent Company (Tesco PLC),
all entities controlled by the Company (its subsicharies) and the
Group’s share of its interasts 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 Repubiic of lreland {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

Subsicharies are consolidated in the Group's financial statements
from the date that control commences until the date that
controf ceases.

Intragroup balances and any unrealised gains and losses or income
and expenses arising from intraproup transactions are eliminated
in preparing the consohdated financial statements

Joint ventures and associates

The Group's share of the results of joint ventures and asscciates
is included in the Group income statement and 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 plus post-acquisition
changes in the Group's share of the net assets of the entity. iess
any impsirment invalye The carrying values of investments in
joint ventures and associates include acquired goodwill

Tesco PLC Annual Report and Financial Statements 2013

If the Group’s share of iosses 1 @ joInt venture or associate

equals or exceeds ILs investment in the joint venture or associate,
the Group dogs not recognise further losses, unless it has incurred
obligations to do so or made payments on behalf of the joint
venture or associate Dividends received from jomt 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/
losses) of jont ventures and associates

Unrealised gains ansing from transactions with joint ventures
and associates are eliminated to the extent of the Group's
Interest in the entity.

Prior financlal year reclassification of derivative interest
income

During the current financial year, the Group reclassified interest
Income ansing from derwative financial Instruments hedging the
Group's borrowings from finance income to finance costs This
reclassification more appropriately reflects the net finance costs
te the Group. Prior financial year comparatives have been restated
to algn 1o the current financial year approach. The impact of this
reclassification on prior financial year amounts has been a
reduction of finance costs and finance income in the Group
incore statement by £31m. and a reduction of interest received
and interest paidin the Group cash flow statement by £23m,

Line item name changes

“Loans and advances to customers’ has been renamed ‘Loans
and advances to custemers and banks’. There were no balances
relating to Banks in this ine in priar financial years.

‘Other investments' has been renamed 'Financial assets at fair
value through other comprehensive income’

Revenue

Revenue 15 Income arising from the sale of goods and services in
the ordinary course of the Group’s activities, net of value added
taxes Revenue s recognised when performance obligations are
satisfied and control has transferred to the customer For the
maijority of revenue streams. there is a low level of judgement
applied in determining the transaction price or the timing of
transfer of control

Sole of goods

The sale of goods represents the vast majority of the Group's
revenue For goods sold in store, revenue is recognised at the
paint of sale For anline or wholesale sales of goods, revenue s
recognised on collection by, or delivery to. the customer Revenue
15 reduced by a provision for expected returns (refund liabilityl, An
asset and corresponding adjustment to cost of sales is recogmsed
for the Group's nght to recover goods from customers

Clubcard fcustomer loyalty programme)

Clubcard pomnts 1ssued by Tesco when a customer purchases
goods are a separate performance oblgation providing 8 material
right to a future discount The total transaction price (sales price of
goods) is allocated to the Clubcard points and the goods sold based
on ther refative standalone seliing prices. with the Ciubcard points
standalone price based on 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
trade and other payables Revenue is recogrised as the points are
redeemed by the customer

Financiol services
Revenue consists of interest, fees and income 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
receivable that are an integral part of the instrument’s yield.
premiums or giscounts on acquisition or 1ssue. early redemption
fees and transaction costs Interest income 1s calculated on the
gross carrying ameunt of a financial asset unless the financial asset
1s impaired, in which case interest Income is calculated on the
amortised cost

The majority of the fees in respect of services {credit card
interchange fees. late payment and ATM revenuel are recognised at
the point in time at which the transaction with the customer takes
place and the service s performed For services performed over
time, payrnent s generally due monthly in ine with the satisfaction
of performance oblgations.

The Group generates commission from the sale and service of
mator and home insurance policies underwritten by Tesco
Underwriting Limited. or in a minerity of cases by a third-party
underwriter This rs based on commission rates, which are
independent of the profitabiity of underlying insurance policies
Similar commission Income I1s alse generated from the sale of
white label insurance products underwritten by other third-
party providers This commission income is recognised on a nat
basis as such policies are sold

In the case of some commission tncome on insurance polcies
managed and underwritten by a third party, the Group recognises
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 policy sold and 1t s considered highly
probable that a significant reversal in the amount of revenue
recognised 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 is unwound over the remainder of
the contract with the customer. in this case being the third-party
insurance provider

The end peolicy holders have the right to cancel an insurance policy
at any time Therefore, a contract liabiity 1s recognised for the
amount of any expected refunds due and the revenue recognised
in relation to these sates is reduced accordingly. This contract
refund liability 1s estimated using prior experience of customer
refunds The appropriateness of the assumptions used in this
calculation is reassessed at each reporting date

Commercial income

Consistent with standard industry practice, the Group has
agreements with suppliers whereby volume-related allowances,
promotional and marketing allowances and various other fees and
discounts are received in connection with the purchase of goods
for resale from those suppliers. Most of the income recetved from
suppliers relates to adjustments to a core cost price of a product,
and as such i1s considered part of the purchase price for that
product Sometimes receipt of the income is conchtianal on the
Group performing specified actions or satisfying certain
performance conditions associated with the purchase of the
product These incluge achieving agreed purchases or sales
volume targets and providing promotionat or marketing materiats
and activities or promotional product positioning. 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 ncome is recognised when earned by the Group.
which occurs when all obligations conditional for earning income
have been discharged. and the income 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
inventorias which are held by the Group at the reporting date, the
income is incluged within the cost of those inventores, and
recognised in cost of sales upon sale of those inventories

Amounts due relating to commergial income are recogrised within
trade and other receivables, except in cases where the Group
currently has & legaily enforceable right of set-off and intends to
offset amounts due from suppliers against amounts owed to those

Financial statements

suppliers, in which ¢ase only the net amount recewable or payable
15 recognised Accrued commercial income Is recognised within
accrued inceme when commercial income earned has not been
invaiced at the reporting date

Finance income

Finance income. excluding income arising from fingncigl services,
is recognised in the period to which it relates using the effective
interest rate method

Finance costs

Finance costs directly attnbutable to the acquisition or
construction of qualfying assets are capitalised Qualfying assets
are those that necessarily take a substantial pertod of time to
prepare for ther intended use All other borrowing costs are
recognised in the Group income statement in finance costs,
excluding those arising from financial services. in the period in
which they occur For Tesco Bank, finance cost on financial
liabilities 1s determined using the effective interest rate method
and Is recognised in cost of sales

Business combinations and goodwill
The Group accounts for all busingss combinations by applying the
acquisition method All acquisition-related costs are expensed

On acquisition the assets iincluding intangitle assets), habities
and contingent liabilities of an acquired entity are measured at
their fair values Non-controliing interests are stated at the
non-controlling interests’ proportion of the fair vatues of the
assets and habilities recogrised

Goodwill arising on consolidation represents the excess of the
consideration transferred over the net fair vatue of the Group's
share of the net gssets, habilities and contingent liabilities of the
acquired subsidiary joint venture or associate and the fair value

of the non-controling interest in the acguiree If the consideration
1s iess than the fair value of the Group's share of the net assets,
Iabiities and contingent liabilities of the acquired entity lie a
bargain purchase), the difference 1s credited to the Group

income statement in the period of acquisition

At the acquisition date of a subsidiary. goodwill acquired 1s
recognised as an asset and s allocated to each of the cash-
generating units or groups of cash-generating units expected to
benefit from the business combmnation’s synergies and to the
lowest level at which management monitors the goodwill
Goodwill arising on the acquisition of joint ventures and
associates is included within the carrying value of the investment
On disposal of a subsichary, joint venture or associate. the
attributatile amount of goodwill 15 included in the determination
of the profit or loss on disposal

where the Group obtains control of a joint venture or associate.
the Group's previcusly held interests In the acquired entity 1§
remeasured to its acquisition date faw value and the resulting
gain or loss. if any, is recognised 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, untess
the Group has both a contractual right to take possession of the
software at any time without significant penalty, and the ability
10 run the software independentiy of the host vendor in such
cases the licence agreement s capitalised as software within
intangble assets

Intangible assets

Intangible assets such as software and pharmacy hcences, are
measured initially at acquisition cost or costs incurred to develop
the asset Intangible assets acquired in a business combination
are recognised at farr value at the acquisition date

Foltowang initial recognition. intangible assets with finite useful
hwves are carried at cost less accumulated amortisation and
accumulated impairment 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 is capitalised

only if specific critera are met

Property, plant and equipment

Property, plant and equipment 1s carried at cost less accumulated
depreciation and any recognised rmpairment in value Property,
plant and equipment is deprecrated on a straght-kne basis ta

1its residual value over its anticipated useful economic life

The following depreciation rates are applied for the Group
- freehold and leasehold bultdings with greater than 40 years
unexpired - at 2.5% of cost:

- leasehold properties with less than 40 years unexpired are
depreciated by equal annual instalments over the unexpired
pencd of the lease; and

fixtures and fittings, office equipment and motor

vehicles - at rates varying from 10% to 33%.

Assets held under finance leases are depreciated over their
expected useful lives on the same basis as owned assets or,
when shorter, over the term of the relevant lease.

Impairment of non-financial assets

Goodwill is reviewed for impairment at least annuaily 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 lincluding other intangible 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 iIndependent from other assets.
the Group estimates the recoverabie amount of the cash-
generating unit to which the asset belongs

The recoverable amount 1s the higher of fair value less costs of
disposal. and value in use When the recoverable amount 15 less
than the carrying amount, animpairment loss 1s recognised
immediately in the Group income statement

Goodwill impairments are not subsequently reversed. Where
an impairment loss on other non-financial assets subsequently
reverses, the carrying amount of the asset (or cash-generating
unit}is increased 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 impairment loss had been recognised for the asset

{or cash-generating unit) In prior years. A reversal of an
impaiwrment 1083 15 recognised immediately as a credit to

the Group income statement

Investment property

Investment property assets are carriad at cost less accumulated
depreciation and any recognised impairment in value The
depreciation polices for investment property are consistent
with those described for property. plant and equipment

Inventories

Inventories comprise goods and development properties held for
resale Inventones are valued at the [ower of cost and fair value
less costs to sell using the weighted average cost basis Directly
attributable costs and incomes (including applicable commaercial
income) are included in the cost of iInventories.

Cash and cash equivalents

Cash and cash equivalents in the Group balance sheet consist

of cash at bark, \n hand, demand deposits with banks, loans and
advances to banks, certificates of deposits and other recewables
together with short-term deposits with an original maturity of
three months or (ess.
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Non-current assets held for sale and discontinued operations
Non-current assets lor disposal groups) are classified as assets
hetd for sale when their carrying amount 15 o be recovered
principally through a sale transaction and a sale 1s 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 iIncome
statement (and the comparatives restated) and the assets and
liabilities 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
to the lessee. All other leases are classified as operating leases

The Group 0s & lessee

Assets held under finance teases are recognised as assets of the
Group at their fair value or. if lower, at the present value of the
minimum lease payments, each determined at the inception of
the lease The corresponding liability 1s 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 habiity. Finance charges are charged
to the Group Income statement Rentals payable under operating
leases are charged to the Group income staterment on a straight-
ine basis over the term of the lease

The Group os o lessor

Amounts due from lessees under finance leases are recorded as
receivahles at the amount of the Group’s net investment in the
leases. Finance lease income s allocated to accounting pernods so
as to reflect a constant periodic rate of return on the Group's net
investrnent in the lease Rental income from operating leases 15
recognised on & straight-line basis over the term of the lease

Sale 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
Into a lease with the buyer

For sale and finance leasebacks. any proft 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 s recognised
immediately in the Group income statement.

Post-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 in the Group income statement, service costs are
spread systematically over the expected service lives of employees
and financing costs are recognised in the periods in which they
arise, Actuarial gains and losses are recognised iImmediately in

the Group statement of comprehensive Income/loss)

Payments to defined contribution schemes are recognised as an
expense as they fall due

Share-based payments

The fair value of employee share option plans. which are all
equity-settled, is calculated at the grant date using the Black-
Scholes or Monte Carlo model. The resulting cost is charged to the
Group income 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 ncome
for the financial year, using tax rates enacted or substantively
enacted by the balance sheet date Tax expense is recognised in
the Group Income statement except te the extent that it relates
to items recognised in the Group statement of comprehensive
income/(loss) or directly in the Group statement of changes in
equity. In which case it 1s recognised in the Group ststement of
camprehensive income/lloss) or directly in the Group statement
of changes in equity, respectively

Deferred tax i1s provided using the balance sheet liability method.,
providing for temporary differences between the carrying amounts
of assets and liabiities 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 penod when the liability s settled or the asset realised
based on the tax rates that have been enacted or substantively
enacted by the balance sheet date Deferred taxis charged or
credited in the Graup incame 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 it1s probable
that taxable profits will be avalable against which deductible
temporary differences ¢an be utihsed

The ¢arrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it 1s 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 liabilities are offset aganst each other
when there is a legally enforceable right to set off current taxation
assets against current taxation habilities and 1t 1s the intention to
settle these on a net basis

Tax provisions are recognised for uncertain tax positions where
arnisk of an additional tax liability has been identified and it is
probable that the Group will be required to settle that tax
Measurement is dependent on management's expectation of
the outcome of decisions by tax authenties in the various tax
junschictions i which the Group operates This 15 assessed on

a case-by-case basis using in-house tax experts, professional
firms and previous experience Refer to Note 6

Foreign currencies

The consotidated financial statements are presented mn
Pounds Sterling. which is the ultimate Parent Company’s
functional currency

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 liabilities that
are denominated in foreign currencies are retranslated to the
functional currency at the rates prevaiting on the balance sheet
date. Exchange differences are recognised in the Group income
staterment in the period in which they arise. 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 in a foreign operation.

The assets and hiabilities of the Group's foreign operations are
translated into Pounds Sterling at exchange rates prevailing at
the balance sheet date Profits and losses are translated at
average exchange rates for the relevant accounting periods
Exchange differences arising are recognised in the Group
statement of comprehensive income/{loss) and are included

in the Group's translation reserve Such translation differences
are recognised as income or expenses in the period in which
the operaticn is disposed of.

Financial statements

Goodwill and far value adjustments arising on the acquission of
a foreign entity are treated as assets and hahilities of the fareign
entity and translated at the closing rate.

Financial instruments

Financial assets and financial liabilities are recogmsed in the Group
balance sheet when the Group becomes a party to the contractual
provisions of the instrument Financial assets are classified as
either farr value through profit and loss, fair 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 amartised cost

Trode receivables

Trade recevables are non interest-beanng and are recognised
initially at fair value, and subsequently at amortised cost using
the effective interest rate method, less provision for iImpairment

Investments

Debt instruments are classified at fair value through other
comprehensive income Gans and losses arising from changes in
fair value are recognised directly In other comprehensive income,
except for impairment gains or losses. interest income and foreign
exchange gains and losses, which are recognised in the income
statement When the debt instrurment ts derecognised. cumutative
amounts in other comprehensive iIncome are reclassified 1o the
income statement

Equity investments have been irrevocably designated at fair value
through other comprehensive income Gains and losses arising
from changes in fair value are recognised directly in other
comprehensive income, and are not subsequently reclassified

to the Group Income statement. including on derecognuion
Impairment losses are not recognised separately from other
changes in fair value Dimdends are recognised in the Group
income statement when the Group's nght to receive payment

15 established.

Under IAS 39, applicable for the comparative period, the Group's
nvestments were classified as available-for-sate and recognised
at fair value Gans and losses ansing from changes in fair value
were recognised directly in other comprehensive incomne, until
the security was disposed of or was determined to be impared,
at which time the cumulative gain or loss previously recognised in
other comprenensive Income was included in the Group iIncome
statement for the period

Loans and advances to customers ond bonks

Loans and agdvances are initially recognised at fair value plus
directly related transaction costs Subsequent 1o initiai recognition,
these assets are carried at amortised cost using the effective
interest methed tess 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 carnied at
amortised cost and debt instruments at fair value through other
comprehensive ncome The ECLs are updated at each reporting
date to reflect changes in credit nisk

The three-stage model for impairment has been applied to loans
and advances to customers and banks, debt instruments at fair
value through other comprehensive income, and loan receivables
from joint ventures and associates The credit risk is determined
through modeliing a range of possible cutcomes for different toss
scenarios, using reasonable and supportable information about
past events current condiions and forecasts of future events and
economic conditions and taking into account the time value of
meney Al12-month ECL1s recognised, unless the credit risk on the
financial asset increases significantly after inttial recognition, when
the ifetime ECL 1s recogrised
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continved

For trade and other recevables, contract assets and lease
recewables, the Group apphes the simplfied approach permitted
by IFRS 9, with Iifetime ECLs recogrised from nitial 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 hustorical credit loss expenence,

adjusted for factors specific to each recevable, general econamic
conditions and expected changes in forecast conditions

Under IAS 39, applicable for the comparative period, the Group's
loan impairment provisions were established to recognise incurred
impairment losses in its portfolio of loans classified as loans and
recevables 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 mgication that
those assets had suffered an impairment loss

If there was objective evidence that anwmpairment loss on a
financial asset or group of financial assets classified as loans and
advances hagd been incurred, management measured the amount
of the foss as the difference between the estimated future cash
flows from the asset or group of assets discounted at the gffective
nterest rate of the instrument at initial recognition Impairment
losses were assessed individually for financial assets that were
mdividually significant and coitectively for assets that were not
indwvidually significant In making collective 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, credit quahty and defaults
based on portfolic trends

The portfalios include mortgages. credit card recewables, personal
current sccounts and personal loans, The future credit quaiity of
these portfolios s subject to uncertainties that could cause actual
credit lpsses to differ matenally from reported impairment loan
provisions. These uncertainties include the economic emaronment.
notable interest rates and their effect on customer spending. the
unemployment fevel, payment behaviour and bankruptcy trends

Impairment losses under IAS 39 were recognised in the Group
incorme statement and the carrying amount of the financial asset
or group of financial assets reduced by establishing an allowance
for impairment lpsses If in a subseguent penod the amount of
impairment loss reduced and the reduction could be ascribed

to an event after the impairment was recognised, the previously
recagnised loss was reversed by adjusting the allowance Once an
imparrment loss was recogmsed on a financial asset or group of
financial assets. interast ncome was recognised on the carrying
amount using the rate of interest at which estimated future cash
flows were discounted in measuring imparment

Interest-bearing borrowings

Interest-bearing bank loans and overdrafts are wnitially recorded

at fair value, net of attributable transaction costs, Subsequent

to nitial recognition, interest-bearing borrowings are stated at
amortised cost with any difference between proceeds and
redemption value being recognised in the Group income statement
over the period of the borrowings on an effective interest basis

Trode poyables

Trade payables are non interest-bearing and are recognised initially
at fair value and subsequently measured at amortised cost using
the effective interest method

Equity instruments

Equity nstruments 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 hetlge its
exposure to fareign exchange. interest rate and commadity
risks arising from operating. financing and investing actiwities
The Group does not hold or tssue dervative financial
instruments for trading purposes.

Derwvative financial instruments are recognised and stated at far
value Where derivatives do not qualify for hedge accounting, any
gains or losses on remeasurement are immediately recogmsed in
the Group Income statement Where derwvatives qualfy for hedge
accounting, recogrition of any resultant gain or loss depends on
the nature of the hedge relationship and the item being hedged

Al inception of designated hedging relationships, the Groug
documents the nisk management objective and strategy for
undlertaking the hedge, the nature of the risks being hedged and
the economic relationship between the item being hedged and
the hedging instrument. including whether the change in cash
flows of the hedged iterm and hedging instrument are expected
to offset each other

As permitted under iFRS 9, the Group has elected to continue
to apply the existing hedge accounting requirements of IAS 39
for its portfoho hedge accounting untit a new macro hedge
accounting standard 15 implemented.

Derivative financighinstruments with maturity dates of
more than one year from the reporting date are disclosed
as non-current

Fair volue hedging

Derwative financial nstruments are classified as fair value hedges
when they hedge the Group’s exposure to changes in the far
value of a recognised asset or iability Changes in the fair value of
derwvatives that are designated as fair value hedges are recognised
n the Group iIncome statement within finance income or costs,
together with any changes in the fair value of the hedged item that
15 attributable to the hedged nisk

Cash flow hedging

Derivative financial mstruments are classified as cash flow nedges
when they hedge the Group's exposure to vanability in cash flows
that are either attributable to a particular risk associated with a
recognised asset or liability, or a ighly probable forecasted
transaction The effective element of any gain or loss from
remeasuring the derivative instrument is recognised directly

n the Group statement of comprehensive income/lloss) and

the ineffective element is recogrused immediately in the Group
income statement within finance income or costs

Armounts recognised in other comprehensive income are recycled
to the Group income statement when the hedged item or
transaction affects the Group income staterment

Hedge accounting is thscontinued when the hedging instrument
expires or is sold. terminated or exercised The cumulative

gain or 10ss in other comprehensive income remains unti the
forecast transaction occurs or the onginal bedged itemn affects
the Group income statement If a forecast hedged transaction
is no longer expected to occur, the cumulative gain or Ioss In
other comprehensive income is reclassified to the Group
incorne statement

Net investment hedging

Dervative 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 remeasuring the dervative instrument 1s recognised
directly \n other comprehensive income. Any ineffectwe element is
recagnised immediately in the Groyp income statement Gans and
losses accumulated in other comprehensive income are included
in the Group income statement when the foreign operation is
disposed of



CHfsetting financial instruments

Financial assets and liabiities are offset and the net amount
reported in the Group balance sheet when there is a current legally
enforceable right to offset the recognised amounts and there is an
intention to settle on a net basis or realise the asset ang settle the
liability simultaneously

Provisions

Provisions are measured at the present value of the expenditures
expected to be required to settle the obligaticn using a pre-tax
discount rate that reflects current market assessments of

the time value of meney and the risks specific to the obligation
The increase in the provision due to passage of time 1s recogmised
as interest expense

Provisions for onerous leases are recognised when the Group
believes that the unavoidable costs of meeting or exiting the lease
obligations exceed the econarmic benefits expected to be receved
under the lease

Supplier financing agreements

Management reviews suppler 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 appropriate
presentation include the comrnercial raticnale for the
arrangement, impact on the Group’s working capital positions.
credit enhancements or other henefits provided to the bank

and recourse exposures.

Balances outstanding under current supplher financing
arrangements are classified as accounts payables. since the
financing arrangements are agreed between the suppher and
the banks. and the Group does not prowide additional credit
enhancement nor obtain any benefit from the arrangements
These outstanding balances are not material to the Group

Judgements and sources of estimation uncertainty

The preparation of the consolidated Group financial statements
requires management to make judgements, estimates and
assumnptions in applying the Group’s accounting policies to
determine the reported amounts of assets, liabilites, income and
expenses The estimates and associated assumptions are based on
historical experience and varigus other factors that are believed to
be reasonabie under the circumstances Actual results may differ
from these estimates The estimates and underlying assumpuons
are reviewed on an ongoing basis, with revisions 1o accounting
estimates applied prospectively

Critical occounting judgements

Critical judgements, apart from those mvolving estimations, that
are applied in the preparation of the consohdated financial
statements are discussed below,

Business combinations

The acquisition of Booker Group plc (Bocker) on 5 March 2018 has
teen accounted for as an acquisition of & business in accorcance
with IFRS 3 ‘Business Combinations’ resulting in the recognition of
goodwilf of £3,093m This goodwill 1s allocated and tested for
Impairment at the UK group of cash-generating units, which 1s the
level at which management monitors the goodwill, Refer to Note 10
and Note 31 for further additional disclosures

Jolnt ventures and associates

The Group has assessed the nature of its joint arrangements

under IFRS 11 ' Joint Arrangements’ and deterrmined them to be joint
ventures The Group has alse assessed that Gain Land Limited is an
associate These assessments required the exercise of judgernent
as set out in Note 13

Leases

Management exercises judgement in determining the classification
of leases as finance or operating leases at inception of the lease
Management constders the hkelhood of exercising break clauses or
extension options in determining the lease term Where the lease

Financial statements

term constitutes substantially all of the economic life of the asset,
or where the present value of minimum lease payments amount
1o substantially all of the far value of the property, the lease1s
classified as a finance lease. All other leases are classified as
operating leases

Management further applies judgement in determining the
accounting treatrment of sale and leaseback transactions Factors
considered Include the substance of the transaction (by applyng
the lease classification principles described above] whether or not
the sale was made at the asset's fair value and the relationship with
the buyer, which 1s based on levels of control and influence {the
buyer may be an associate, joint venture or an unrelated party)

Refer to Note 34 for adgitional disciosures on judgerments
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
charactenistics, products, customers and supply Chain operations
Tne retall operations have therefore been aggregated in the UK &
RO, Central Europe and Asia segments, in hne with the way they
are managed below the Chief Operating Decision Maker (CODM)

Tesco Bank operates in a different industry and reports separateiy
hence is a separate segment

Following the acquisition of Booker on 5 March 2018, management
has apphed the guidance of IFRS 8 ‘Operating Segments’ in
determining the presentation of Booker's performance and
balances within 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 retail business, the
strategic rationale of the merger n forming the UK's leading Food
business, the sigrificant synergies flowing across the UK businesses.
and the level at which the CODM monitors performance and
atlocates resources to the business

Based on these consideraticns. management concluded that the
most appropriate presentation for Booker 15 within the UK & ROI
segment

Alternative performance measures (APMs) - Exceptional items
Management exercises judgement In determimng the adjustments
to apply to IFRS measurements in order to derive APMs which
provide additional useful information on the underlying trends,
performance and position of the Group This assessment

covers the nature of the item, cause of occurrence and the

scale of iImpact 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 in the Group income
statenent, together with the impact of these items on the Group
cash flow statement, 1s disclosed in Note 4 to the Group fingncial
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 apout the future, and other key sources of
estmation uncertanty at the reporting period end that may have
a sigmficant risk of causing a material adjustment to the carrying
amount of assets and liabilities within the next financial year are
discussed below

Fost-employment benefit obligations

The present value of the post-employment benefit obligations
depends on a number of factors that are determined on an
actuariai basis using a number of assumptions The assumptions
used in determming the net cost/(income’ for pensions inciude
the discount rate. Any changes in these assumpuons will iImpact
the carrying amount of post-empioyment benefit obligations
Key assumptions and sensitvities for post-employment benefit
abligstions are disclosed in Note 27

lmpairment

The Group treats each store s a separate cash-generating unit
for impairment testing of property. plant and equipment Where
there are indicators of impairment. management performs an
impairment test Recaverable amounts for cash-generating units
are the higher of fair value less cost of disposal, and value in use
Value in use is calculated from cash flow projections based on
the Group's three-year internal forecasts. The forecasts are
extrapolated to five years based an management's expectations,
and beyond five years based on estimated long-term growth
rates Fairvalue 1s determned with the assistance of independent,
professional valuers where appropriate. Key estimates and
sensitivities are disclosed in Note 1

Commerclal income

Management is required to make estimates in determining the
amount and timing of recognition of commercial income las
defined on page 99) for some transactions with suppliers In
determining the amount of volume-related allowances recognised
in any period. management estimates the probability that the
Group will meet contractual target volumes. based on historical
and forecast performance There s fimited estimation involved in
recognising income for promotional and other allowsnces

Management assesses s performance against the obligations
conditional on earning the income, with the income recognised
either over time as the obligations are met, or recognised at the
point when all obligations are met. dependent on the contractual
requirements Commercial income is 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 income is included
within the cost of those inventones, and recognised in cost of sales
upon sale of those inventories. Management views that the cost of
inventories sold (which is inclusive of commercial Income) proviges
a consistent and complete measure of the income statement
impact of the overall supplier relationships

Management considers the best indicstor of the estimation
undertaken is by reference to comrmmercial ncome balances not
settled at the balance sheet date and has therefore provided
additional disclosures of commercial mcome amounts
reflected in the balance sheet Refer to Note 20 for
commercial iIncorns disclosures
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Tesco Bank expected credit loss measurement

The measurement of ECLs for Tesco Bank financial assets
requires the use of complex models and significant assumptions
about fiture macro~-econarmc conditions and credit behaviour,
such as the fikelihood of customers defaulting and the resulting
losses Key assumptions and sensitwities for Tesco 8ank ECLs
are disclosed in Note 23

Inventories

An Inventory provision 15 booked for cases where the realisable
value from sale of the inventory is estimated to be lower than the
inventory carrying value. Management has estimated the imventory
provisioning percentage for different praduct categories based on
varipus factors, including the expected sales profiles of the items,
the prevailing sales prices, the item’s seasonality pattern and
expected Josses asscciated with slow-mowving inventory items

Contingent liabllitles

Contingent lisbilities are possible obligations whose existence

will be confirmed only on the occurrence or non-occurrence of
uncertam future events outside the Group's control, or present
obligations that are not recognised because it 1s not probable that
a settlement will be required or the value of such a payment cannot
be reliably estimated The Group does not recogrise contingent
liabulities 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 vear. and
further details of their mpact on the Group hinancial 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

At the date of authorisation of these financial statements, the
Group has not applied the following standards that have been
1ssued 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
period begmning 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 1s still under assessment
- IFRS 17 'Insurance Contracts’

Other changes to standards. interprefations and amendments
1ssued but not yet effective are not expected to have a matenal
impact on the Group financial statements

Alternative performance measures (APMs)

In the reporung of financiat Infermation, the Directors have
adopted various APMs. These measures are not defined by IFRS
and therefore may not be directly comparable with cther
comparies’ APMs. including those i the Group’s ndustry.

APMs should be considered in additicn to, and are not intended
10 be a substitute for. or superior to. IFRS measurements



Purpose

The Directors believe that these APMs assist in providing additional
useful information on the underlying trends, performance and
position of the Group

APMs are also used to enhance the comparability of information
between reporting periods and geographical units (such as
ike-for-like sales). by adjusting for non-recurring or uncentrollable
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 key APMs that the Group has focused on in the period are
as follows:

- Group sales This s the headhne measure of revenue for the
Group H excludes the impact of sales made at petrol filling
stations due to the significant votatility of fuel prices. This
volatility 1s outsicle the control of management and can mask
underlying changes in performance

Like-for-like sales Thisis a widely used indicator of a retailer’s

current trading performance It 15 8 measure of growth in Group

onhine sales and sales from stores that have been open for at
least a year (but excludes prior year sa'es of stores closed during
the year) at constant foreign exchange rates

Operating profit before exceptional items and amortisation of

acquired intangibies This s the headiing measure of the Group’'s

performance, and 15 based on operating profit before the impact
of exceptional items and amortisation of intangible assets
acquired in business combinations Exceptional items reiate to
certain ¢osts or Incomes that derive from events or transactions
that fali within the normal activities of the Group but which,
inchvidually or, if of similar type. in aggregate, are exchuded by
wirtue of their size and nature in orcer to reflect management’s
wiew of the underlying performance of the Group

- Retail pperating cash flow This 1s the operating cash flow from
continuing operations. exciuding 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 relation to share
schemes, exclugding the effects of Tesce Bank's cash flows. The
following items are excluded, investing cash flows that increase/
decrease items within Net debt, and cash flows from major
corporate 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.

- Diluted 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 iterns and amortisation of acquired intangibles from
continuing operations, net pension finance casts and fair value
remeasurements on financial instruments attributable to owners
of the parent dwided by the weighted average number of
orginary shares in issue during the financial period adjusted for
the effects of potentially dilutive share options.

Some of the Group’s IFRS measures are transiated at constant
exchange rates Constant exchange rates are the average actual
periodic 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 penodic exchange rates for that financial pencd

Financlal statements

Changes to APMs
During the pericd. the following change has been applied to
the Group's APMs

- The Directors and management have decided te excluce
the amorusation of intangible assets acquired in business
combinations from profit measures The amortisation charge
is excluded because management does not consider the
incremental amortisation charge arising from acquired intangible
assets when assessing the underiying trading perfermance of
the Group Business combinations which occurred before the
acquisition of Booker did not result in & rmatenal amortisation
expense arising from the acquired intangible assets.

As a result of the change above, the following APMs have been
changed to exclude the amartisation of intangible assets acquired
In business combinations

- Operating profit before exceptional tems and amortisation
of acquired intangibles,

- Profit before tax before exceptional items and amortisation
of acquired intangibles, net pension finance costs and farr
value remeasurements on financial instruments,

- Earnings per share from continuing operations before
exceptional items and amortisation of acquired intangibles,
net pension finance costs and faw value remeasurements on
financial instruments,

- Effective tax rate before exceptional items and amortisation
of acquired intangibles, and

- Effective tax rate before exceptionai itemns and amortisation
of acquired ntangibles, net pension finance costs and farr
value remeasurements on financial instruments

Operating margin s now calculated as Operating profit before
exceptional items and amortisation of acquired intangibles
divided by revenue.

Refer to the Glossary (pages 178 to 181} for a full hst, comprenensive
descriptions and purpose of the Group's APMs.

Tesco PLC Annual Report and Financial Statements 2019

105



106

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 ICODM)
The CODM has been determined to be the Group Chief Executive, with support from the Executive Committee, as the function primarily
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 applied judgement in determining the presentation of Beoker
within the UK & ROI Retail segment Note 1 provides further details on the rationate far this presentation

The principal actvities of the Group are therefore presented in the following segments

- Retaiing and associated actvities (Retail) in'
UK & ROl - the United Kingdom and Republic of reland,

Central Europe - Czech Republic, Hungary. Poland. Slovakia, and

Asia - Malaysia and Thalland.

- Retall banking and insurance services through Tesco Bank in the UK (Tesco Bank).

This presentation reflects how the Group's operating performance [s reviewed internally by management.

The CODM uses gperating profit before exceptional items and amartisation 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 financial year
under evaluation Operating profit before exceptionai items and amortisation of acquired ntangibles is a consistent measure withm the Group
as defined within Note 1 Refer ta Note 4 for exceptional items and amortisation of acquired intangibles, Inter-segment revenue between the

operating segments 13 not material,

Income statement

The segrnent results and the reconciliation of the segment measures to the respective statutory items included in the Group income

statement are as follows

Totalat Jota!
Central Tesco constant Foreign at actual
52 weeks ended 23 February 2019 UK & ROY Europe Asia Bank exchange eachange exchange
At constant exchange rates Em fm im £m £m £ £m
Contnuing operations
Group sales 44,876 6,058 47486 1.097 56,777 106 56 883
Revenue 51.636 52325 4,746 1,097 63.804 107 63,91
Operating profit/(loss) before exceptional items 1536 186 279 197 2,198 8 2,206
and amortisation of acquired intangibles
£xceplional tems and amortisation of acquired intangibles {2) 46 (66) (30} {52 {n {53}
Operating profit/{loss) 1,534 232 213 167 2,146 7 2,153
Operating margin 3.0% 29% 5 9% 18.0% 3.4% 3.5%
Total
Central Tesco ar actusl
52 weeks ended 23 february 2019 UK & ROI Eurcpe Asia Bank exchange
At actupl exchange rates tm £m £m £m £m
Continuing operations
Group sales 44,883 6.030 4,873 1.097 56,883
Revenue 51.643 6.298 4.873 1.067 63.911
Operating profit/{foss) before exceptional items 1.537 186 286 197 2,266
and amortisation of acquired intangibles
Exceptional items and amortsation of acquiréd intangibles @ 45 67) (30} {83}
Qperating protit/lloss) 1,535 232 219 167 2,153
Operating margin 3.0% 3.0% 5.8% 18.0% 31.5%
Share of post-tax profits/lipsses) of joint ventures and associates 35
Finance Income 22
Finance costs {536}
Protit/lloss) before tax 1,674
Tatal
Central Tesco at actual
52 weeks ended 24 February 2018 irestated) UK & RQI Europe Asia Bank exchange
AL actual exchange rates I Em £m Em £m
Continuing operations
Group sales 38,656 6,343 4,947 1,047 50.993
Revenue 44 914 6.585 4,947 1,047 57,483
Operating profit/{lossi before exceptional items 1,088 18 259 169 1.646
and amortisation of acquired intanglbles
Exceplional temns and amortisation of acquired ntangibles 146 93 (22 (24 193
Cperating profit/Uloss) 1,205 212 2n 145 1,839
Cperating margin 2.4% 1.8% 6.0% 16.1% 2.9%
Share of post-tax profits/llosses) of jont ventures and associates 16
Finance incorne &7
Finance costs 16001
Profit/lloss) before tax 1,300

Tesco Bank revenue of £1.097m (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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Financlal statements

Balance sheet

The following tables shawing segment assets and labiities exclude those balances that make up net debt (cash and cash equivalents,
shart-term investments, joint venture loans and other recevables, bank and otner borrowings, finance lease payables, derivative
financial instruments anc net debt of the disposal group) Net debt balances have been included within the unallocated segment to
refiect how the Group manages these balances Intercompany transactions have been eliminated ather than intercompany transactions
with Tesco Bank in net debt

Central Tesco

UK & ROY Evrope Asia Bank  Unallocated Total
At 23 February 2015 £m £m £m Em £m £m
Goodwill and cther intangble assets 4,927 27 204 1.026 - 6,264
Property. plant and equipment and investment property 13.638 2 669 2 690 62 - 19 059
Investmenis in jamt ventures and associates 12 i 805 86 - 704
Non-current financial assets at fair value through
other comprehensive Income 3 - - g76 - 979
Non-current trade and other receivables® 52 5 14 19 - 90
Nen-current loans and advances to customers and banks - - - 7,868 - 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 recevables 2.066 487 390 285 - 4228
Current loans and advances to custormers and banks - - - 4,882 - 4,882
Current financial assets at far value through
other comprehensive ncome - - - 67 - 67
Total trade and other payables 72.627) (801 1.069) (241) - 9.738)
Totat customer deposits and deposits from banks - - - 12,128) - 12.128)
Total provisions (889) {65) (61} (52) - {1 067)
Deferred tax labilities {196} (28} 1z} - - {236)
Net current tax (265) {12 1] (31 - (319)
Post-employment benefits {2.788) - (20) - - 12,808}
Assets classified as held for sale 68 30 - ~ - 98
‘Net debt (including Tesco Bank}® - - - (378) {2,863} {3 241)
Net assets 10,001 2,337 2,860 2,499 (2.863) 14,834
" Excludes loans Lo joint veatures of £105m (2008 £138ml which form part of net debt.
™ Cxcludes dervative financial nstrument non-current assets of £1178m 12018 £117m)
W Exeludes net nterest and ather recervables of £IM (2018 E1m) which form part of net debt
@ Excludes loans to pint ventures of E28m {2038 Enil) which form part of net debt
‘¢ Refer to Note 30

Central Tesco

UK 8 ROI Europe Asia Bank Unallocated Total
At 24 February 2018 (restated) im Em £m £rn Em £
Goodwill and other iIntangible assets 1.281 36 2n 1.073 - 2 66!
Property, plant and equipment and investment property 13 190 2799 2,564 68 - 8627
Investments in joint ventures and associates 12 1 586 9¢ - 689
Non-current financial assets at fair value through other comprehensive
ncome 3 - - 857 - 860
Non-current trade and other recenables!™ 30 6 12 - - 48
Non-current lpans and advances 10 Customers and banks - - - 6,885 - 6,885
Deferred tax assets 18 33 65 - - 116
Non-current assets'® 14,534 2,875 3,498 8,573 - 29,880
Inventories and current Lrade and other recewablesi< 2,435 510 393 323 - 3.767
Current Ipans and advances to customers and banks - - - 4,637 - 4637
Current financial assets at fairr value through other comprehensve income - - - 68 - 68
Total trade and other payables (7,236) 853} {1,028) {za1} - (9.358)
Total customer deposits and deposits from banks - - - (10.784) - (10.784)
Total provisions (1.034) o) 47) 74) - (1265)
Deferred tax habilities n 1351 (32) (8) - (96)
Net current tax {263) (9 1e) (35) - {323)
Past-employment benefits (3,26 - 21 - - {3.282)
Assets classified as held for sale 95 54 - - - 149
Net debt {including Tesco Bank)® - = - (288) (2 625) (2 913)
Net assets 5,249 2,532 2,753 2,571 (2,625) 10,480

w4 Rafer to previous 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 conbinuing Discontmnued
UK & ROI Eurape Asia Bank operations operations Total
52 weeks endeg 23 February 2019 £m £m £m £m £m m fm
Capital expenditure lincluding acquisttions
through business combinations)
Property, plant and equipment® 1,028 n3 232 4 1.377 - 1377
investment property - - - - - - -
Goodwiil and cther intangible assets® 4,005 17 3 27 4,052 - 4,052
Deprectation and amortisation
Propenty. plant and equipment 699} 36} {234} (10} (1073} - {1.079)
Investment property m - - - m - {
Other Intangble assets (201 {14} {n 73) {295) - {295)
Impairment
Property. ptant and equipment loss [46) {64) (36) - (148) - {146)
Property. plant and equipment reversal 129 86 4 - 29 - 218
Investment property loss - i - - m - i
Investment property reversal 2 - - - 2 - 2
Goodwill and other intangibie assets (oss {5} {16) - - 29 - (21
Other intangible assets reversal - ] - - 5 - 5
financial assets net {Icssi/reversal (20} - {1l (164} (1851 - {185}
W Includes £326m acquired through business combinations
® nciudes £3 BEIM {2018 £8m) of goodwill and other intangible assets acquired through business combinations
Central Tesco  Totai continumg Discontinued
UK & ROI Europe Asia Bank operations. operations Total
52 weeks ended 24 February 2018 (restated) Em Em £ £m £m [4.3 fm
Capital expenditure (including acquisitions
through business cambinations)
Property plant and equipment 940 nw 236 7 1,300 - 1.300
Investrent property 1 - - - ¥ - 1
Goodwill and other intangible assets 4 B 3 43 203 - 203
Depreciation and amortisation
Property. plant and equipment {686} {147 (230) 12} {1.073) - 1075}
Investment property (1 - - - {1 - (1
Other intangible assets tizn ns} 9 v t2m) - tng)
impairment
Property, plant and equipment loss 500 {6) {321 - (88) - 88)
Property. plant and equipment reversal 154 12 9 - 275 - 275
Investment property loss - [1}] - - ) - (n
Investment property reversal 3 2 - - 5 - 5
Goodwill and cther intangible assets loss (20) t8) - - [28) - 28}
Qther intangible assets reversal 4 - - - 4 - 4
Financial assets net {logsl/reversal (61 3 [t} {137} {14y - {14

Tesco PLC Annual Report and Financial Statcments 2019



Cash flow statement

Financial statements

The followmng tables pravide further analysis of the Group cash flow statement, including 2 spht of cash flows between Retail and Tesco Bank

Retail Tesco Bank Tesco Group
Before Before
exceptional  Excepuional excepiional  Exceptional
ems and items and wems and items anc
amortisation amertisation amaortisation  amortisation Tesco
of acquired  of acguired Retal  of acqured of acquired Bank
ntangbles  intangibles Total intangibles  intangibles Total Total
52 weeks ended 23 February 2019 Em £m £m £m Em £m £m
Operating profit/{loss) of continuing operations 2,009 (23) 1,986 197 (30) 167 2,153
Depreciation and amertisation 1.214 78 1.292 83 - 83 1.375
ATM net income (34 - (34) 34 - 34 -
{Profit}/loss arising on sale of property, plant and equipment and 5 (104) 99) (8 - [t:1] (107)
intangible assets
{Profit)/loss ansmg on sale of subsidiaries and financial assets at fair 3] 7 8) - - - (8
value through cther camprehenswe income
{Profit)/loss arising on sale of joint ventures and associates - - - - - - -
Netympairment loss/{reversall on financial assets at far valug through - - - - - - -
other comprehensive iIncome
Net inpairment loss/(reversal) on property plant and equipment. 3 (55} {58} - - - (58)
intangible assets and investment property
Adjsstment for non-cash efement of pensions charge 45 - 45 - - - 45
Additional contnbution into defined benefit pension schemes (266) - (266) - - - {266)
Share-based payments 82 - 82 15} - 5 77
Tesco Bank far value movements included in operating profit/{loss) - - - 127 - 127 127
Cash flows generated from operations excluding working capital 3,081 an 2,940 428 {30) 398 3,338
{Increasel/decrease in working caprtal (312} Nn26) 1438] (223) {35} 1258} 1696}
Cash generated from/(used in) operations” 2,739 (237} 2,502 205 {65) 140 2,642
Imerest paid {301 - (301 {5) - {51 (306]
Corporaticn tax (paidl/receved 1302 - 302) 168) - (68) [370)
Net cash generated from/{used in} operating activities 2,136 (237) 1,399 132 165) 67 1,966
Proceeds from ssle of property, plant and equipment mvestment property, 22 263 285 1 - 1 286
ntangible assets and non-current assets classified as held for sale
Purchase of property plant and equipment. investmert property and (136} - 1136} - - - (136!
non-current assets classihied as held for sale - store buybacks
Purchase of property, plant and equipment investment property and {862) - (962} 3 - 3 (G65)
non-current assets classified as held for sale - other capital expenditure
Purchase of intangible asscts (164) - (164) 2n - 27 (191
Disposal of subsidiaries, net of cash disposed 8 - 8 - - - B
Acquisition of subsidiaries net of cash acquired (Note 31) (1) - {715) - - - (7115}
Proceeds from sale of joint ventures and associates - - - - - - -
Net increase/(decrease) in loans 1o o1t ventures and assocrates - - - 5 - 5 5
Investrnents in joit ventures and associates (il - [§1)] - - - m
Net (investments in)/proceeds from saie of shori-term investments 639 - £39 - - - €39
Net linvestments in)/proceeds from sale of financial assets at far value " {5) 7 2 {124} - (124) 122
through other comprehensive income
Divdends receved from jomnt ventures and associates 31 - 3 0 - ] 41
Dvidends receved from Tesco Bank 50 - 50 {0} - {50) -
Interest received 18 - 18 - = - 18
Net cash generated from/(used tn) nvesting activities {1.225) 270 (955) (188} - (188) 1,143}
Proceeds from 1ssue of ordinary share capital 60 - 60 - - - 60
Own shares purchased (206) - 1206] - - - 1206)
Add Cash outllow from major acquisition [Note 31) 747 - 747 - - - 747
Less Netincrease/(decrease)in [oans to joint ventures and associates - - - (5) - {5) (5)
Less. Netinvestments in/{proceeds from sate of} short-term investments {639) - (639) - - - 639}
APM- Free cash flow 873 33 906 61) (65} (126) 780
Increase in borrowings 704 - 704 n - 27 a75
Repayment of borrowings (2 046) - 2 046) (425} - 1425) (2,471
Net cash flows from dervative financiai instruments 35 - 35 - - - 35
Repayment of obligatians under finance leases i - {n - - - ir
Dmdends paid to equity holders {357) - (351 - - ~ {357}
Net cash generateq from/lused in) financing activities 1,827} - (1.827) (154) - (164) [1,981)
Intra-Group funding and intercompany transactions {14} - (14} 14 - 14 -
Net increase/{decreasel in cash and cash equivalents {930) 33 (897} {1961 {65] (261} {1,158}
Cash and cash equivalents at the beginming cf the year 2.758 1304 4,059
Eftect of foreign exchange rate changes 15 - 15
1,873 1,043 2,916

Cash and cash equivalents at the end of the year

*+ APM 'Retal operating cash flow of £2 502m 15 the cash generated from operations of the cantinueng Retall business
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Notes to the Group financial statements continued

Note 2 Segmental reporting continued
Cash flow statement continued

Retail Tesco Bank Tesco Group
Before Befora
exteptionsl  Exceptional exceptional  Exceptional
#tems and (tems ang Items and nrems and
AMOriisabion  BrHOMSBLOR amortisation amortisatbon
of acquired  of acquired Retat  of acquired of acquwed TescoBank
ntangbles  Intangibles Total Intangibies  intangibles Totat Total
52 weeks ended 24 February 2018 (restated) £m £m fm £m £m £m £m
Operating profit/lloss) of continuing cperations 1,477 27 1.694 189 (24) 145 1,839
Depreciatton and amortisation 1.212 - 1212 83 - 83 1295
ATM net incorne 37 - 37 a7 - 37 -
(Profit}/loss ansing on sale of property, plant and equipment and (8) (58] 166) - - - (66)
intangible assets
{Profit)/loss ansing on sake of subsidharies and financial assets at fair (3} (162) 65) - - - (165}
value through other comprehensive income
{Profin)/loss ansmng on sale of jont ventures and assoctates @} {18) 23} - - - {23
Net imparment loss/(reversal) on financal assets at fair value through (22) - 22) - - - (22)
ather comprehensive income
Netwnpasrment less/lreversal) on property. plant ang equipment, (8 (159} 167 - - - 167
intangible assets and investment property
Adjustment for non-cash element of pensions charge 4 - 4 - - - 4
Addittonal contribution into defined benefit pension schemes (245] - 1245) - - - (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 nre) 2,294 449 (24) 425 2.3
Uincreasel/decrease in working capital 493 4 479 114 {3} il 590
Cash generated from/{used inl operations’ 2,965 {192} 2,773 563 27 536 3,30¢
Interest paid (324) ~ (328) 4) - [E}] (328
Corporation tax (paid)l/recewed (131 ~ (131 (45} ~ {4s) {176)
Net cash generated from/lused in) operating activities 2,510 192} 2,318 514 127 487 2,805
Proceeds from sale of property, plant and equipment investment property. 75 8 253 - - - 253
intangible assets and non-~-current assets classified as held for sale
Purchase of property plant and equipment, investment property and {204) 189) (333) - - - (393
non-current assets classified as held for sale - store buybacks
Purchase of property. plant and equipment. mvestment property and {1 038} - (1038) {9 - )] (1L.047)
non~current assets classified as held for sale -~ other capital expenditure
Purchase of intangible assets 1152) - 152 {45) - 145) 197
Disposal of subsidianes. net of cash disposed - 6 66 - - - 66
Acquisition of subsidiaries, net of cash acquired 27 - (271 - - - {27}
Proceeds from sale of joint ventures and associates 4 bt 23 - - - 23
Investments in joint ventures and associates (6} - {3 15} - {15) (21
Net (investments in)/proceeds from sale of short-term invesiments 3,697 - 1,697 - - - 1,697
Net (nwvestments in)/proceeds from sale of financial assets at fair value 34 186 230 6 - 6 236
through ather comprehensve mcome
Daidends recewed from joint ventures and associates 26 - 26 - - - 26
Dividends received from Tesco Bank 50 - 50 (500 - 150) ~
Interest received 27 - 27 ~ - - 27
Net cash generated from/lused in) investing activities 586 170 756 13} - na3 €43
Proceeds from issue of ordinary share capital n - 11 ~ - - 1
Less. Net (investments in)/proceeds from sale of short-term 1,697} - {1697 - - - 1.697)
investments
APM: Free cash flow 1,410 {22) 1,388 401 (27 374 1,762
Increase (n borrowings 13 - K} 300 - 300 N3
Repayment of borrowings {3.571) - (3.571 (1501 - 1501 {3.724)
Net cash flows fram dervative financiai Instruments 253 - 253 - - - 253
Repayment of cbligations under finance leases (e - {10 - - - 110)
Dividends paid to equity owners {82) - 82) - - - 82)
Net cash generated from/(used in) financing activities 13,386) - (3.386) 150 - 150 (3,236)
intra-Group funding and intercompany transactions g - g )] - {5t -
Net increase/{decrease} in cash and cash equivalents {281) [22) 303 542 @n 516 12
Cash and ¢ash equivalents at the beginning of the year ~ - 3,043 - - 789 3,822
Effect of foreign exchange rate changes ~ - 15 - - - 15
Cash and cash equivalents at the end of the year ~ - 2,785 - - 1,304 4,059

* APM ‘Retall operauingcash flow of £2 773m s the cash generated from operations of the continuing Retail Dusness
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Financial statements

Note 3 Income and expenses

52 weeks 52 weeks
209 2018
Conunuing eperations £m Em
Profit/(loss) before tax is stated after charging/lcrediting) the following
Property rental ncome, of which El35)m {2018. £{34)m} relates to vestment properties {398) 372
Other rental income (56) (55)
Direct operating expenses arising 0n rental-garning nvestment properties 19 7
Costs of inventories recognised as an expense 48.124 42.2G97
Inventory 105585 and proviskons 1,389 1,373
Depreciation and amertisation charged 1375 1,295
Operauing lease expenses. of which £76m {2018 £70m} relates to hire of plant and machinery 1,078 1.8
Net impairment loss/(reversal) on properiy plant and equipment and investment property 731 [L=1]]
Net impairment loss/(reversal) of goodwill and other intangible assets 6 24
Net imgairment loss/reversal) on financial assets 185 141
Auditor's remuneration
52 weeks 52 weeks
2019 2018
£m £m
Fees payable to the Company’'s auditor and ts associates for the audit of the Company and Group financial statements 16 15
The audit of the accounts of the Company's subsidiaries €4 53
Total audit services 80 6.8
Audit-related assurance services 05 0.5
Total audit and audit-related services 8.5 7.3
Fees payable to the Company's auditor and its associates for other services
Transaction services - 19
Afl other non-audit services 35 43
Total non-audit services 3.5 62
20 13.5

Total auditer's remuneration

Cther 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) £1 7m {2018 £18m), SFO Monitor role £6.1m (2018 £0.8m). and
other £0 4m (2018, £0 2m) In addition to the amounts shown above the auditor recewed fees of £0 2m (2018 £0 2m) for the audit of the man
Group pension scheme Additional information on the non-audit services prowded by the auditor 1s provided in the Corporate governance
report on page 60, including how objectivity and independence 13 safeguarded

Employment costs, including Directors' remuneration

52 weeks 52 weeks

2019 2018

Continuing operatkons Notes £m £m
Wwages and salaries® 6.447 6.026
Social security costs 520 486
Past-ermployment defined benefits® 27 78 38
Post-employment defined contributions 27 332 316
Share-based payments expense 26 18 252
Termination benefits'® 151 15
Total 7,646 7,233

® Wages and salanes include £100m (2018 Enif) cost relauing 10 cash bonuses offered in the current financial year (n the prior financal year colieagues were offered the choice of cash or
eqguity, with the corresponding cost of £124rm included i the share-based payments expense hne

® includes £43m (2018 £nul past service cost relsted to guaranieed mmimum pensions (GMPs} Tris 15 treated as an exceptional tem Refer to Note 4 and Note 27

= includes £145m (2018 £99m) of redundancy costs included within exceptional tems Refer ta Note 4

Post-employment defined contribution charges include £110m {2018 £108m) of salaries paid as pension contnbutions

The table below shows the average number of employees by operating segment guring the financial year
Average number of

Average number of employees full-time equivatenis
Conunuing operations 2079 208 2019 2018
UK & RO! 34407 32407 223.542 210,312
Asa 62 403 61,623 44,473 59110
Central Europe 54,30 59 300 50.068 54,857
Tesco Bank 3.684 3.548 3.407 3,637
Total 464,505 448,988 321,490 327,316
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Notes to the Group financial statements continued

Note 4 Exceptional items and amortisation of acquired intangibles

Income statement
52 weeks ended 23 February 2019

Profit/{loss) for the year included the following exceptional iterns and amortisabion of acquired intangibles.
Total exceptional

items and
amortisaton of
acquired Share of jont
intangibies venture ang

Adrnistratve Proporty- ncluded within aysuLialey wiscontinued
Exceptional nems ang amortisation Cost of sales expenses relateditems  operating profit  profits/|lpsses) Taxation oberations
of acquired intangibles included in. £m Em £m £ £m £m £m
Exceptiona) items:
Tesco Direct closure costs® {38) - - {38) - 7 -
Net restructuring and redundancy costs® {1585 (23] - nezt - 30 -
Proviston for custorner redress {16} - - 1] - - -
Release of amounts provided mn relation 1o FCA obligationsg®™ - 17 - 7 - - -
Insurance recovery of amounts in relation to FCA - 20 - 20 - - -
obligations'
Property transactions®™ - - 104 104 n 7 -
Tesco Bank FCA charge® - (1) - {16 - - -
Booker integration®™ 8l /] - (15) - 3 -
Freetime VAT prowvision release™ 176 ~ - 176 - {33) -
Lazada contingent proceeds? - 7 - 7 - - -
GMP equaksation™ an {6) - t43) - 7 -
Net impairment reversal of non-current assets and onerous 1 - 1 i - 23 -
property prowsions®
Total exceptional items 72 )] 105 25 1 44 -
Amortisation of acquired intangibles:
Amortisation of acquired Intangible assets (Note 10} - (78) - (78} - 15 -
Total exceptional items and amortisation 72 86) 105 (531 1 58 -

of acquired intangibles

W Thi relates Lo mpairment, redundanty and inventory iosses arsing from the closure of the Group's non-food business, Tesco Direct In July 2018
* Thwg net charge refates 1o simplification of our business and working practices in Ceniral Europe £(271m, UK & ROTL(T3YIm and Asia £(261m netted olf against a £2m reduction in

busmess simplification costs previously provided for n Tesco Bank

= The charge of L{I5Im relates (o saanicnal costs m respect of Payment Protecton ihsurance (PPl as 8 result of higher claim rales than previcusly estimated

# Tne Group had taken an exceptional charge in respect of the Deferced Prosecution Agreement {DPA), including the Sharehotder Compensation Scheme in the 52 weeks to 25 February
20%7 E17m charges relaung to the Shareholder Compensation Schema have been released it the 52 weeks ended 23 February 2008

# This relates to sn insurance recovery recognised relating to the Shareholder Compensation Scheme

" As part of the Group's strategy to manmise value from property the Group gisposed of surplus properties which ganersted a profit of £104m The £1im gain relates to the Group s
share of the property dispasal gain in Gain Land Limited an associated undertaking of the Group

This relates to the settlement payment to the Financial Conduct Authornity (FCA) in respect of an online fraudulent attack on Tesco Bank in 2016 as detaited in Note 25
This covers costs incurred in integrating Booker within the Tesco Group mainly focused on aligmng distribwtion networks and operating platforms

Thus relates ta receipt of contingent proceeds previcusly held tack and not recegrused in our Sale proceeds
Thys relates to a nan-cash charge in respect of the Group s defined benefit pension ability arsing from equalisation of guaranteed minimum pensions IGMPs] follewing recent high court

®
o
€ AHer the resolubion of 8 dispute with BMRC regarding the kreatment of VAT on Clubcard rewards, the related prowsion of £176m was released Refer to Note 25
°
o

rulipg as getalled i Note 27

@ This comprises 8 net impairment reversal of E65mM n property plant and equipment, 8 net Imparment charge of EN4Jm in cther Intangible assets and a net charge of E(44)m in onerous

property provisions
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52 weeks ended 24 February 2018

Profit/lioss) for the year included the following exceptional tems and amortisation of acquired intangibles

Total excepuonal

Financial statements

tems and
amortisation of
acquired Exceptional items
intangibles within
Administrative Property- included within discontinued
Exceptional Rems and amortisation Cost of sales expenses related items  operating prefit Finance costs Taxation operations
of acquired mtangibles included in tm £m £m £m £m Em £m
Exceptional tems:
Net restructuring and redundancy costs /5) 134} 7 noz2) - 19 -
Net impairment reversal of non-current 50 - 3 53 - 28 -
assels and onerous lease provisions
Prowision for customer redress {24) - - (24 - (3 -
Investment disposal - 124 - 124 - 2% -
Disposal of opticians business - 38 - a8 - {7 -
Release of amounis provided 1n relation - 25 - 25 - - -
to DPA and FCA oblgations
Property transactions - - 79 Fa:] - (32} -
Foreign exchange losses on GBP short- - - - - (38 - -
term investments held m overseas enties
Exceptional items relating to discontinued - - - - - - 218
operations
Total exceptional items (49) 153 89 193 (38) 20) 216
Amartisation of acquired intangibles:
Amortisation of acquired mangible assets - - - - - - -
Total exceptional items and amortisation (49} 153 [:1:] 193 {38) {20) 216
of acquired intangibles
Cash flow statement
52 weeks ended 23 February 2019
The table below shows the impact of exceptional items on the Group cash flow statement
Amortisation of acquired intangibles does not affect the Group’s cash flow
Cash flows from Cash fiows from
operating activiies investing activities
52 weeks 52 weeks 52 weeks 52 weeks
2019 2018 2008 200
£m £m £m £m
Payments relating to Tesco Direct closure {38 - - -
Prior year restructuring and redundancy costs™ (60) (56) - ~
Current year restructuring and redundancy costs® 30 67) - -
Utilisatcon of onerous lease provisions 82 (93) - -
Property transactions™ - g 263 (m
Property transactions - sale of investment in joint venture - - - 19
Settlement of claims for customer redress in Tesco Bank (49) {23} - -
DPA/shareholder compensation scheme payments {43) {149) - -
Freetrme VAT refund 12 160 - -
Tesco Bank FCA settlement payment {16) - - -
Insurance recovery of amounts in relation te FCA obligations 18 - - -
Booker integration cash paymenis (12) - - -
Proceeds from sale of investments - Lazada - - 7 196
Proceeds from sale of opticians business - - - 45
Proceeds from sale of subsithanes treated as discontinued - - - 26
Exceptional cash flows from discontinued operations - - - (5]
Total {302) (218} 270 170

W These are cash outflows on settiement of restructuring and redundancy costs
® These relate to proceeds from disposal of properties primarity in UK & ROl and Centrat Europe
© VAT recovered in relation 1o the appeal against HMRC regarding the treatment &f VAT on Ciubcard rewards

Tesco PLC Annual Report and Financial Staternents 2019

13



n4

Notes to the Group financial statements continued

Note 5 Finance income and costs

52 weeks
52 weeks 2ma
018 irestated™)
Continuing cperations Notes £m £m
Finance income
Interest recewable and similar income 22 44
Financal instruments - fair value remeasurements - 23
Total finance income 22 &7
Finance costs
GBP MTNs and Loans (144) (207
EUR MTNs on {94
USO Bonds (i7} {31
Finance charges payable under finance leases and hire purchase contracts 8) 8
Other interest payable (49) 62)
Capnalised intérest n i 2
Financial instruments - fair value remeasurements® (153} -
Tetal finance costs before exceptional items and net pension finance costs 447 (400!
Net pension finance costs 27 (89) (162)
Foreign exchange losses ¢n GBP short-term investments held in overseas enhitigs 4 - 138]
Total finance costs (536} (600)
Net finance cost (514) (533)
“ Restated for reclassification of denvative interest ncome as detailes in Note ¥
™ Far value remeasurementsincluded £0211m (2018 £(30Im] relaung to the premium paid on the repurchase of Ieng-dated bands
Note & Taxation
Recognised in the Group income statement )
52 weeks
52 weeks 2018
2019 irestated)
Continuing gperaticns im £m
Current tax lcredit)/charge
UK corporation tax 2 143
Overseas tax 131 18
Adjustments 1n respect of prior years (8} 29)
44 232
Deferred tax lcredit)/charge
Qrigination and reversal of temporary differences 25
Adjustments in respect of prior years 7 49
10 74
Total income tax (credit) /charge 354 306

The Finance Act 2016 included legislation to reduce the main rate of UK corporation tax frem 20% o 19% from 1 April 2017 and to 17% from
1 April 2020. These rate reductions were substantively enacted by the balance sheet date and therefore included in these consohidated
financial statements. Temporary differences have been remeasured using the enacted tax rates that are expected 10 apply when the liability

15 settled or the asset realised

Reconciliation of effective tax charge

52 weeks
52 weeks 2008
2019 irestated)
£Em £m
Profit/(loss) before tax 1,674 1,300
Tax credit/(charge) at 19 0% (2018° 19 1%) (318} {248)
Effect of:
Non-qualifying depreciation (30 31
Expenses hot deductible™ {26) (28)
Unrecognised tax losses Q) 27
Property items taxed on a different basis 1o accounting entries®™ 2 25
Impairment of non-current assets 17 35
Banking surcharge tax {18} (19)
Differences in overseas taxation rates 14 5
Adjustments in respect of priar years 1 {20)
Share of losses of joint ventures and associates 7 n
Irrecoverable withholding taxes 03) =~
Total income tax credit/Icharge) {354} {306)
Effactive tax rate 21.1% 23.5%

 This includes current year movements on uncertain tax pesitions and the release of amounts prewided for in relstion 1o DPA and FCA obligations
= This inciudes properly llems where the carrying values differ from their valuation for tax purposes 2nd recogrition of Gapital losses an property Asset dispnsals,
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Reconciliation of effective tax charge on APMs

Financlal statements

52 weeks

52 weeks 2018

22019 {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%) {3261 {219
Effect of

Non-qualifying depreciation (30) (31

Expenses not deducticle'™ [24) 26}

Unrecognised tax losses (5) g

Property items taxed on a different basis to accounting entries® - 18

Banking surcharge tax (191 LN

Cifferences in overseas taxation rates 7 5

Adjustments in respect of prior years (B} 5

Share of losses of joint ventures and assoclates 5 [l

Irrecoverable withholding taxes (13} -
Total income tax credit/(charge) before exceptional items and amortisation of acquired intangibles 1413) (286)
Effective tax rate before exceptional items and amortisation of acquired intangibles 24 1% 25.0%
Tax charge on net pension finance costs and fair value remeasurements at 19 0% on £242m (2018 19 1% on £135m) 48} {(26)
Change in tax rate 2 3
Total income tax credit/[charge) before exceptional items, net pension finance costs and fair value remeasurements {457} {309)
£ffective tax rate before exceptional items, net pension finance costs and fair value remeasurements 23.3% 24 1%
 This ncludes Current yesr movements on uncertain 1ax positions and expenses not quatifying for tax rehed
™ This includes property items where the carrying values ditfer from therr valuation for tax purposes and recognition of capilal losses on praperty asset disposals
Tax on items credited directly to the Group statement of changes in equity

52 weeks 52 weeks
2019 2008
£m £m
Current tax credit/Icharge) on

Share-based payments 2 -
Deferred tax credit/icharge) on,

Share-based payments 3 6
Total tax on items credited/Icharged) to the Group statement of changes in equity 5 6
Tax relating to compeonents of the Group statement of comprehensive income/(loss)

52 weeks 52 weeks
2019 2018
Em £m
Current tax credit/(charge) on

Foreign exchange movements 3 \H
Deferred tax crediv/icharge) on.

Pensions {61} {554)

Fair value of movernent on financial assets at fair value through other comprehensive mcome 2 10

Fair value movements on cash flow hedges - 21
Total tax on items credited/icharged) to Group statement of comprahensive income/{loss) (56) {532)

Tesco PLC Annual Report and Financial Statements 2019

15



16

Notes to the Group financial statements continued

Note 6 Taxation continued

Deferred tax

The following are the major deferred tax (kabihties)/assets recognised by the Group and maovements thereon during the current and prior
financial years

Property- Retrement Short-term
relsted Acquired benefit Share-based uming Financial
Items's imangbles obligation®™ payments differences Tax losses nstruments Total
£m £m fm £m Em £m £m £m

At 25 February 2017 644) - 1.122 23 148 ] (38} 619
Adijustment on inftial application of IFRS 15 - - - - (5} - - {6
{Chargel/credd to the Group income 65} - 04) 14 {1} {7) {1} (74}
statement
(Charge)/credit to the Group statement - - - 6 - - - 6
af changes in equity
{Charge}/credit to the Group statement - - (554) - - - 31 (523)
of comprehensive iIncome/{loss)
Foreign exchange and other movements® {4 - - - 2 - - (2)
At 24 February 2018 (713} - 554 43 143 1 8) 20
Adjustment oninitial application of IFRS 9 - - - - - - 59 59
{Charge)/credit to the Group income 46 15 23} - 28) 2 22 1o
statement
(Charge)/credit to the Group statement - - - 3 - - - 3
of changes in equity
({Chargel/credit to the Group statement - - G311 - - - 2 {59)
of comprehensive income/lioss)
Orsposats 4 - - - - - - 4
Business combinatians 7 (1z9) - 4 3 3 - 126)
Foreign exchange and other movements< - - - 1 3 - 1 5
At 23 February 2019 (870} n4) 470 51 121 6 32 {104)

@ Property-related steéms mclude a deferred tax kability on rolled-over gains of £287m {2018 £281m) and deferved tax assets on capital losses of £140m (2008 £119m} The remaning balance
relales 1o accelerated tax depreciation The Group does nat expect & matenal reversal [n the next funancial year

" The deferred tax assel on relrement benefits is expected to reverse as additional funding contnbubons are mede to the closed defined benefit scheme Refer to Note 27

@ The deferred tax chasge for foreign exchange and other movements s 8 E5m cregit (2018 £(2)m charge) relating Lo the re-transiation of deferred tax balances at the balance sheet date
and s included within the Group statement of comprehensive income/[icss) under the heading ‘Currency translabon differences’

Deferred tax assets and liabilities are offset when the Group has a legally enforceable right to do so. The following is the analysis of the

deferred tax balences after offset

2018 20

£m £m

Deferred tax assets 132 16
Deferred tax labilities 1236) 86)
104) 20

No deferred tax kability 15 recognised on temporary differences of £3 7bn (2018 £3 7bn) relating to the unremitted earnings of overseas
subsidianes and joint ventures as the Group 1s able to control the timing of the reversal of these ternporary differences and it 1s probable
that they wilt not reverse in the foreseeable future, The deferred tax on unremitted earrings at 23 February 2019.1s estimated to be £237m
(208 £216m] which relates 1o taxes payable on repatriation and dividend withholding taxes levied by overseas tax jurisdictions. UK tax
tegislation relating to company distributicns provides for exemption from tax for most repatriated profits, subject to certain exceptions.

Unrecognised deferred tax assets
Deferred tax assets in 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 avalable aganst which the Group can utiise the benefits in the relevant locations.

2019 2008

Em £m

Deductible temporary differences 50 93
Tax iosses 159 217
289 310

As at 23 February 2019, the Group has unused trading tax losses from continuing operations of £894m {2018 £913m) available for offset against
future profits. A deferred tax asset has been recognised in respect of E35m (2018 £2m) of such losses No deferred tax asset has been
recognised in respect of the remaining £859m (2018 £91mi due to the unpredictability of future profit streams. Included in unrecognised

tax losses are l0sses of £69m that will expire by 2023 (2018 £13m in 2022) and £139m that will expire between 2024 and 2039 (2018 £175m
between 2023 and 2038} Other losses will be carried forward indefinitely.

Tesco PLC Annual Report and Financial Statements 2019



Financial statements

Current tax
Within the Group current tax liabiity of £325m is £46m of capital gains tax habilities that may arise in respect of the cantribution of the
Group's China operations into a venture with China Resource Enterprises Limited in 2014

Changes in tax law or its interpretation

The Group operates in & number of terntories which leads to the Group's profits being subject to tax in many junsdictions The Group
maonitors income tax developments in these territories fwhich include the OECD Base Erosion and Profit Shifting (BEPS) initiative and
European Union's state aid investigations) which could affect the Group's tax habiliies

Note 7 Discontinued operations and non-current assets classified as held for sale
Non-current assets classified as held for sale

2019 2018
Em Em
Non-current assets classified as held for sale 98 149

The non-current assets classified as held for sate consist mainly of properties in the UK and Central Europe due to be sold within one year.

Discontinued cperations
There were no discontinued operations in the year The discontinued operations in the prior financial year related to the Group’s Turkish

arid Korean operations

The tables below show the results of the discontinued operations which were included in the Group income statement and Group cash flow
statement in the prior year

Income statement

52 weeks 52 weeks
2019 2018
£m £m
Loss after tax on disposal of Turkish operatons - {128)
Net adjustments to profit/{loss) of past disposals - 344
Total profit/{toss) after tax of discontinued operation - 216
Cash flow statement
52 wewks 52 weexs
019 2018
£m Em
Net cash flows from discontinued operations, nat of intercompany and disposal of subsidiary - {11)
Note 8 Dividends
2019 2018
Pence/share £m Pence/share £m
Armounts recognised as distributions to owners in the financial year:
Prior financial year final dividend 200 195 - -
Paid interim dividend” 167 162 100 82
Dividends pald 16 equity owners in the financial year 367 357 1.00 82
Proposed final dividend at financial year end 4.10 402 2.00 195

*  Excludes £2m dwdends wawved (2018 Eml)

The proposed final dvidend was approved by the Board of Directors on 9 Aprit 2019 and 15 subject to the approval of shareholders at

the Annual General Meeting The proposed dividend has not been included as a hability as at 23 February 2019, i accordance with 145 10
"Events after the reporting period’ It will be paid on 21 June 2019 to shareholders who are on the Register of members at close of business on
17 May 2019

A divideng remnvestment plan [DRIP) 15 available to shareholders who would preter to invest their dmdends in the shares of the Company.
For those shareholders electing to receive the DRIP, the last date for recept of a new election is 31 May 2019

The Group has a share forfeiture programme followng the completion of a tracing and notification exercise to any shareholders who have not
hag contact with Tesco PLC (the Company) over the past 12 years, In accordance with the provisions set out in the Company's Articles £nit
(2018 £2m) of unclamed diwdends in relation to these shares have been adjusted for in retained 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/llosses) per share
Basic earnings/llosses) per share amounts are calculated by dividing the profit/(loss) attributable to owners of the parent by the weighted
average number of ordinary shares inissue during the financial year

Diluted earnings/(losses) per share amounts are calculated by dwiding the profit/lioss) attributable to owners of the parent by the weighted
average number of ordinary shares in 1ssue during the fiinancial year adjusted for the effects of potentially dilutive options The dilutive effect
is calculated on the full exercise of ali 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 million) potentiaily dilutive share options. As the Group has
recognised a profit for the year from its continuing aperations, dilutive effects have been considered in calculating diluted earnings per share

2009 2018 Irestated)
Potentrally Potentially
chlwtive share dilutive share
Baswc options Diluted Basic options Diluted
Profit/lloss) (Em}
Continuing operations* 1,322 - 1,322 992 - 992
Discontinyed operations - - - 26 - 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/(iosses) per share (pence)
Continuing operations 1365 ©.10) 1385 1215 {0.04) 120
Discontinued operations - - - 265 (0 0N 264
Total 13.85 10.10) 13 55 14.80 10.05) 14 75

Excludes profis/ilossest from non-controlling 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
EZweeks 2018
Notes 2008 {restated)
Profit before tax from continuing operations before exceptional items and amortisation of acquired Intangibles (Em} 1.716 1145
Add Net pension finance costs (£m) 5 a9 162
Add/liess} Far value remeasurements on financial instruments {£m) 5 153 23)
Profit before tax from continuing operations before excepticnal items and amortisation of acquired intangibles, 1,958 1,284
net pension finance costs and fair value remeasurements (£m)
Profit before tax from continwing operauons before exceptional items and amortisation of acquired intangibles, net 1,958 1284
pension finance costs and farr value remeasurements attributable to the owners of the parent (Em}
Taxation on profit from continuing operations before exceptional items and amortisation of acquired mtangibles. net {455) (309)
pension finance costs and fair value remeasurements attributable to the owners of the parent {Em}
Profit after tax from continuing operations 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 welghted average number of shares (millions) 9.686 8.165
Basic earnings per share from continuing operations before exceptional items and amortisation of acquired 15.52 1n.94
intangibles, net pension finance costs and fair value r ements (pence)
Diluted weighted average number of shares (millions) 9,758 8,192
Diluted earnings per share from continuing operations befare exceptional itemns and amortisation of acquired 15 40 1n.9c

intangibles, net pension finance costs and fair value remeasurements (pence)
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Note 10 Goodwill and other intangible assets

Financial statements

Customer Intangibie
Googwill Software™ refationships assels Tatal
£m £rm £m Em
Cost
At 24 February 2018 2,458 3,166 - 392 6,016
Foreign currency translation (6 1 - (M (6}
Additions - 167 - 24 191
Acquired through business combinations'® 3,098 - 75 48 3.861
Reclassification® - (140} - 2 (138)
Disposals - {308) - 18) 1323)
Fully amortised assets™ - (1046} - (3) {1.049)
At 23 February 2019 %,650 1,840 715 447 8,552
Accumulated amortisation and impairment [osses
At 24 February 2018 662 2,378 - 315 3,358
Foreign currency transtation 2n - - (2 23
Charge for the year'® - 210 72 13 295
Imparrment losses - 17 - 4 2
Reversal of impawment losses - {4] - 1 {5)
Disposals - {301 - [&)] 13086)
Fully amorused assets® - {1046) - (3) {1.049)
At 23 February 2019 641 1,254 72 32 2,288
Net carrying value
At 23 February 2019 4,909 586 €43 126 6,264
1,796 788 - 77 2 661

Al 24 February 2018

" Software ncludes £267m (2018 E395m) of internally generated development costs
® The acquisition of Booker on 5 March 2078 resulted  recogrution of additicnal goodwiil of £3 093m customer relationships of £715m and other nlangible assets of E40m Refer to
Note 31 This goodwill1s supporied by the expected inceease (n cash flows for the combimed UK retall business and has been reflected at the UK feve! consistent with the lowest level

at which management monitors that goodwilk
; £005Im rec s

L] lon

oroperty, plant and equipment ang other intangible assets prior (o removal from the fired assets registers

* During the current financial year the Group performed a comprehensive review of all fully amortised assets held in the Group s hixed assel regisiers and removed €1 0a9m of cost
and accumulated amortisation and impairment tosses relating to those fully amortised assets which are no longer in use by the Group Thes change will provide users with a greater

understanding of the imputed amortisalion rates on the Group's assets

2 Of the £85m amartisation of customer relationships and other intangble assets. £78m has been included within “excepuicnal tems and amortisation of intangible assets”™ £74m of this
balance arses from amortsation of inlangible assets recognised upen the Booker acquisition Refer to Note 4 and Note 31 for further details

Intangible
Goodwill Software's assets Total
£m £m Em £m
Cost
At 25 February 2017 2,426 2,91 363 5,760
Foreign currency translation 28 21 2 51
Additions - 180 15 195
Acquired through business combination 4 2 2 a
Reclassification - 10 13 23
Disposals - {18} (3) (21
At 24 February 2018 2,458 3,166 392 6,018
Accumulated amortisation and impairment losses
At 25 February 2017 634 2,092 317 3,043
Foreign currency transtation 28 7 1 46
Charge for the year - 208 n 219
Irnpairment losses - 28 - 28
Reversal of impairment losses - - ) (4}
Reclassification - 47 (8 s
Disposals - (14) (2} (16
At 24 February 2018 662 2,378 35 3.355
™ Refer to previous table for footnote
Impairment of goodwill
The goodwiil balances, discount rates and long-term growth rates for each group of cash-generating units are shown below
Balances £m Pre-tax discount retes Post-tax discount rates [ ong-term growth rates
. 2018 2018 209 2018 209 2018 W09 2018
Tesco Bank 802 802 10 4% 10 6% 78% 80% 20% 25%
UK 3834 735 8 8% 89% 1% 17% 2.0% 21%
Thadand 183 180 9 6% 93% 7% 7 5% 19% 27%
Malaysia 77 75 18% 116% 90% 8 8% 24% 32%
ROI 3 4 8 5% 8 3% 74% 73% 19% 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 meoney and the
risks specific to the cash-generating urits, including a Brexit risk adjustrnent in the UK & ROl segment The pre-tax discount rates used to

calcuiate value in use are derived from the Group’s post-tax weighted average Cost of capital. as adjusted for the specific risks relating to
each group of cash-generating units.

Cash flow projections are based on the Group's three-year internat forecasts, the results of which are reviewed by the Board Estimates of
seling 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 estmated long-term average growth rates as shown
above These long-term growth rates for the Retail business are based on inflation forecasts by recognised bodies. The long-term growth rate
for Tesco Bank i1s based on inflation and GDP growth forecasts by recognised bodies

The Group has carred out a sensitivity analysis on the impairment tests of each group of cash-generating urits to which goodwill has been
aliocated. using various reasonably possible scenarios based on recent market movements. Neither a one percentage point Increase in

discount rates ror 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 |oss of £16m (£21m losses offset by £5m reversall has been recognised against other intangible assets as part of the
impairment review discussed in Note 1. Of this loss, £14m has been included within exceptional items, classified as “Net impairment reversal
of non-current assets and onerous property provisions’ within cost of sales in Note 4

Note 11 Property, plant and equipment

Land and
buildings Other Total
fen £m £m

Cost
At 24 February 2018 23,453 10,809 34,362
Foreign currency translation 50 40 9C
Additions™ 518 533 1.051
Acquwed through business combinations' 258 €8 326
Reclassification® 926 (787) 139
Classified as held for sale (48} 5 43)
Disposals (73) {450) (523)
Fully depreciated assets'® {135} {3 255) 13,3%0)
At 23 February 2019 24,949 7,063 32,012
Accumulated depreciation and impairment losses
At 24 February 2018 e 8,725 15.841
Forelgn currency translation g 2 30
Charge for the year 500 579 1079
Impairment losses 80 66 146
Reversal of imparrment Josses {181 (38) (219)
Reclassification® 790 (787) 3
Classified as held for sale 200 5 115
Disposals {60) (426) (486]
Fully depreciated assets® (135 {3 255) (3.390)
At 23 February 2019 8,099 4,890 12,989
Net carrying value?
At 23 February 2018 16,850 2,173 19,023
At 24 February 2018 16 337 2184 18.521
Construction in progress included abovel®
At 23 February 2019 37 109 146
At 24 February 2018 [L:] 37 125

W Other assets consist of fixtures and fitungs with a net carrying value of £1657m (2018 £1752m} office equipment with a net carrpng value of £292m (2018 £116m) and motor vehicles with
& net carrying value of £224m {2018 £316m)

™ Includes £1m (20018 £2m) in respect of Interest capitalised principally relating to land and bullding assets The capitalisation rate used to determine the amount of finance £osts capitalised
during the financial year was 4 5% {2018 2 5%} Interest capitaised s deducted in determining taxable profit in the financlal year in which it s incurred,

@ £326m relates to the ecquisition of Booker Refer to Nate 33 far further detals

' Rectassilication includes £892m related to fully depreciated assets no longer i use that were reclassified within property plant and equipment 2nd £105m reclassified between property

plant and and other 8 assets prior to removal from the fixed assets regsters

Ouring the current financial year the Group performed a comprehensive review of 8l fulty depreciated assets nexd In the Group s fixed assets regisiers, and removed £3 390m of cost and

accumulated depreciation and imparment losses relatng to those fully deprecisted assets which are no longer in use by the Group This change will provide users with a greater

ungerstanding of the imputed depreciation rates on the Group's assels.

Includes £803m (2018- £766m) of assets pledged as secunity for secured bonds and £489m (2018 ES09m) of property held as security in favour of the Tesco PLC Pension Scheme Relfer to

Notes 21 and 27

Construction in progress does not Include land

&

&
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Assets held under finance leases
Net carrying value includes assets held under finance leases, which are analysed below These assets are pledged as secunty far the finance
lease habilities

2019 2018
Land and Land and
buldings Other buidings Cther
£m Em £m £m
Net carrying value 70 34 75 32
Land and buildings
The net carrying value of land and bulldings comprises
2019 2018
£m £m
Freehold assets™? 14 563 14,117
Long leasehold improvements - 50 years or more 323 412
Short leasehold improvements — less than 50 years'™ 1.894 1,733
Assets held under finance leases™ 70 75
Net carrying value 16,850 16.337
W £413m of freehold assets previously classified as short leasehold in the prior financial year have now been reclassied
™ Asgets held under finance leases préwviousty inctluded within freehold land have now been chisclosed separately
Land and
buildings Other Total
£m Em £mn
Cost
At 25 February 2017 22,690 10.681 33,371
Foreign currency translation 312 116 428
Addrtions® 815 481 1300
Reclassification {83 (49} 32
Classified as he!d for sale n46) (21 {167)
Disposals (139) {299) {438}
At 24 February 2018 23,453 10,909 34,362
Accumulated depreciation and impairment [osses
At 25 February 2017 7,085 8,168 15,263
Foreign currency translation 11 97 218
Charge for the year 470 £05 1075
tmparment losses 44 44 88
Reversal of impairment losses (268) 7) (275)
Reclassification (147) 100 {47
Classified as held for sale 92) m {03)
Disposals (107) 27 (378)
At 24 February 2018 7.6 8,725 15,841
Net carrying value 16,337 2.184 18,521

w-tl Refer to previous page for footnotes

Impairment of property, plant and equipment
The key estrnates for value in use calculations are discount rates and expected changes to future cash fiows

Management estimates discount rates using pre-tax rates that reflect the current market assessment of the time value of money and the
nisks specific to the cash-generating umits, including a Brexit risk adjustment in the UK & ROI segment The discount rates are derwed from the
Group's post-tax weighted average cost of capital, as adjusted for the specific risks relating to each geographicat region and range from 7% to
12% (2018 7% t©12%) On a post-tax basis, the discount rates range from 6% 10 9% (2008 5% to 9%)

Cash flow projections are based on the Group’s three year internat forecasts. the results 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 recogmised bodies These long-term average growth rates range from 1% to 3% (2018. 1% to 4%

Fair values are determined with regard tc the market rent for the stores or for alternative uses with investment yields appropriate Lo reflect
the physical characteristics of the property. location. infrastructure, redevelopment potential and other factors In some cases. fair values
include residual valuations where stores may be viable for redevelopment The key inputs to the valuation ere the potential market rents and
yelds. 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 iIndependent. professional valuers where appropnate

The net carrying value of £19 023m (2018- £18.52im) on the previous page comprises £15,067m (2018 £14.056m} of ururnpaired assets and
£3.956m (2018 £4,465m) of impaired assets. Of the impaired assets. £1.871m {2018 £1.795m) carrying value was supported by value in use and
£2,085m (2018 £2 670m) was supported by fair value Due to the individual nature of each property, these fair values are classified as Level 3
within the fair value hierarchy

The total net impairment reversal of £73m (£219m reversal offset by £146m losses) largely reflects normal fluctuations expected from store
level 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) relates to properties in the UK & RQI
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 & RGI of £46m (2018 £50m), Centra!l 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 reversall, a £68m reversal (2018 £183m reversal] within exceptional items refated to trading stores
has been classified as ‘Net imparment reversal of non-current assets and onerous property provisions’ within cast of sales In addition,

a £1m reversal (2018° £1m ioss) within exceptional items related to closed stores has been classified as "Net impairment réversal of non-current
assets and onerous property provisions' within profits/llosses) arising on property-related items In the prior financial year, a further £3m 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-related tems The remaining £4m reversal (2018 E8m reversall has not been included within
exceptional terms as it relates o the Group's day-to-day management of the property portfolio

The Group has carned out a sensitivity analysis on the impairment tests for s trading stores portfolio using vanouws reasonably possible
scenarios based on recent market movermnents including discount rates. sales growth and property fair values.

~ An increase of one percentage point In the discount rates for each geographic region would incréase impairment by £265m (2018 £231m}
A decrease of one percentage point would decrease irnpairment by £227m [2018: £238m)

- Anincrease of one percentage point In'year one sales growth for each geographic region would decrease impairment by £65m (2018, £40m}
A decrease of one percentage point in year one sales growth would increase impairment by £64m (2018 £4im)

- Anncrease of five percentage points in property fair values for each geographic region would decrease imparment by £35m A decrease of
five percentage points in property fair values would increase impairment by £99m

Note 12 Investment property

019 2018
£m £m
Cost
At the beginning ef the year 208 m
Foreign currency translation i3) 5
Addrtions - 1
Reclassification m 123
Classified 35 held for sale - (58)
Disposals (85} (34}
At the end of the year 118 208
Accumulared depreclation and impairment losses
At the beginning of the year 108 107
Foresgn currency transtation (2) 4
Charge for the year 1 1
impairmenst losses for the year 1 1
Reversa of impairment losses for the year {2) {s)
Reclassification [¥3] 22
Classified as held for sale - {3}
Disposals {22 (20)
At the end of the year a2 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 yeld 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 ulbmate Parent Company, Tesco PLC, and a number of subsidiaries. joint ventures and asscciates held directly
or indirectly by Tesco PLC. See pages 169 to 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

Caonsolidated structured entities

The Group bas a number of secuntisation structured entities established in connection with Tesco Bank's credit card securitisation
transactions Althaugh none of the equity of these entities is owned by the Group, the Group has rights to vanable returns from its
involvemnent with these entities and has the ability to affect those returns through its power over them under contractual agreements
As such these entities are effectively controfied by the Group, and 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

Unconsoiidated structured entities

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 jaint ventures in which the Group typically holds a 50% equity interest The structured entities obtain debt financing from
third party investors and lend the funds to these joint ventures, who use the funds to purchase the properties

The liabilities of the UK property jomt ventures include the Ipans due to these structured entities. The Group's exposure to the
structured entities 1s limited to the extent of the Group’s interests in the joint ventures The tiabilities of the structured entities are
non-recourse to the Group.

The Group concluded 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
Principal joint ventures ond associates
The Group’s principal joint ventures and assoctates are

Share of i1ssued
share capitai loan

Nature of captal and debt Country of Principal area
relationstup Business activity Secunies ncorporation of operation
Gain Land Limited Associate Retail 20% British Virgin  People’s Republic of
Islands China/Hong Kong
Included in ‘UK property joint ventures’,

The Tesco Coral Limited Partnership Jont venture Property investment 50% England United Kingdom
The Tesco Blue Limited Partnership Jont venture Property nvestment 50% England United Kingdom
The Tesco Atrato Limited Partnership Joint venture Property mvestment 50% England United Kingdom
The Tesco Passaic Limited Partnership Joint venture Property investment 50% England United Kingdom
The Tesco Navona Limited Partnership Joint venture Property investment 50% England United Kingdom
The Tesca Sarum Limited Partnership Joint venture Property investment 50% England Urwted Kingdom
The Tesco Dorney Limited Partnership Joint venture Property investment 50% England Ureted Kingdom
The Tesco Property (No 2) Limited Partnership Joint venture Property investment 50% Jersey Uruted Kingdom
The Tesco Arena Unit Trust Joint venture Property investment 50% Jersey Unuted Kingdom

Included in ‘Other joint ventures and associates’:
Tesco Mobile Limned Jomnt venture Telecommurnications 50% England United Kingdom
Tesco Underwriting Limited Joint venture Insurance 49 9% England United Kingdom
Trent Hypermarket Limited Jomt venture Retanl 50% india India
Tesco Lotus Retal Growth Freehold Associate Property investrnent 25% Thailand Thavtand

and Leasehold Property Fund

The accounting period end dates of the joint ventures and associates consolidated in these financial statements range from 3t December 2018
to 28 February 2019. The accounting period end dates of joint ventures differ from those of the Group for commercial reasons and depend
upon the requirements of the joint venture partner as well as those of the Group The accounting penod end dates of the associates are
different from those of the Group as they depend upon the requirements of the parent companies of those entities

There are na significant restrictions on the ability of joint ventures and associates 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 apphed judgement in determining that Gain Land Limited {Gain Land) 1s an asscciate of the Group The Group has significant
influence by virtue of holding 20% equity interest which presumes significant influence per IAS 28. together with having a contractual right to
appoint two out of 10 Directors, while taking int¢ account that the remaining 80% interest 1s held by one other party.

0On 13 September 2018. the Group exercised its option to buy back the 50% equity holding 1n the Tesco Atrate Limited Partnership held by the
other joint venture partner Refer to Note 34

The UK property joint ventures involve the Group partnering with third parties in carrying out some property investments in order to enhance
returns from property and access funding, while reducing risks associated with sole ownership These property investments generally cover
shopptng centres and standalone 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 acjacent land developments $ome [eases also provide the Group with
options 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 ehgibiity criteria In other cases. the Group
carries out property management activities for third party rentals of shopping centre umts
The property Investment activities are carried out in separate entities, usually partnerships or imited iability cornpanies. The Group has
assessed its 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 them require the unanimous consent of both equity holders This assessment included not only
rights within the joint venture agreements, but also any nghts within other contractual arrangements between the Group and the enuities
The Group made a number of jJudgements in arriving at this determination, the key ones being
- singe the provisions of the jont venture agreements require the relevant decisions impacting mvestor returns to be either unanimously
agreed by bath joint venturers at the same time, or In some cases to be agreed sequentially by each venturer at different stages there s
10t decision making within the joint venture,
since the Group's leases are priced at far value. and any rights embedded m the leases are consistent with market practice. they do not
provide the Group with additional contro! over the joint ventures or mfer an obligation 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 night to substitute properties in the joint ventures the rights are strictly limited 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 through joint venture agreements or lease agreements, and do not provide the Group with additional powers over the

joint venture

F
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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 summansed financial iInformation below reflects the amounts presented in the financial statements of the relevant joint ventures and
associates, 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 summarised inanciat information for UK property joint ventures has been aggregated in order to provide useful
information to users without excessive detail since these entities have similar characteristics and risk profiles largely based on their nature
of actwities and geographic market

UK property joint ventures Gain Lgnd Limited
12 months 12 months to
2018 2018 tn Dec 2018 Bec 2017
Em Em £ £m
Summarised balance sheet
Non-current assetsh 3,786 3.85 3.864 3924
Current assets (excluding cash and cash equivalents) 98 92 2.201 1.801
Cash and cash equvalents 40 37 649 414
Current habhtigs™ 1359) {304 15.9431 {5 318}
Nop-current iabilties™ {4,529) (4,561) (519) 1409)
Net assets/(liabflities] (964} {8851 342 412
Summarised income statement
Revenue 289 280 9.038 9097
Profit/(loss) aftar tax - - {48} {230)
Reconciliation to carrying amounts.
Opening balance - - 366 433
Additons/{chsposals} - - - -
Foreign currency translation - - el {29
Share of profts/{lossesy? 5 2 010 (46)
Dwidends recewved from joint ventures and associates t15) {12) - -
Deferred prafits affset against carrying amounts™ = - - -
Closing balance = - 365 366
Group's share in ownership 50% 50% 20% 20%
Group's share of net assets/{liabmties) {482} (443) 68 82
Goodwill - - 297 284
Deferred property profits offset against carrying amounts® H 61 - -
Cumulative unrecognised losses'® 183 B8 - -
Cumulative unrecognised hedge reserves' 360 336 - -
Carrying amount - - 365 366

 The non-current asset balances of UK property joint ventures are refiected at hustorical depreciated cost (o conform to the Group's accounting poiicies The aggregate far values in
the financial statements of tha UK property ioint ventures are £5 503m (2018 £4 983m)

® The current and nan-currant habiites of UK property joint ventures targely comprise loan balances of £3 B09m 1208 £3,892mi ang denvatne swap balances of £720m (2018- £672m)
entered nto to hedge the cash flow variabllity exposures of the joint ventures

“ Tha share of prodit $or the year for UK property joint ventures related to £15m dnidends recewed (rom joint ventures with End carrng amounts £2m of (osses and £24m of increases
iy the falr values of derivatives arising from these entities have been ncluded in lative unn wosses and cumulative unrecagnised hedge resérves respeclively

Deferred profits that arose from the transter of properties into the UK property joing ventures have been offset against the carmng amounts of the related joint ventures E2mrelaung
to BLT Properties Limited has been released dunng the prior financial year s a resuit of the joint venture being waund up on 6 Apnl 2017,

At 23 February 2019, the Group has £105m 2008 £104m) loans to UK property joint ventures

Other jpint ventures and associates
The Group also has interests in a number of indivdually immatenal joint ventures and associates excluding UK property joint ventures
and Gain Land

Joint ventures Associates
2018 2018 2018 2018
£m £in £m £m
Aggregate carrying amount of individually inmaterial joini ventures and associates 275 262 64 61
Group's share of profis/llosses) for the year 15 7 15 1

Impairment

Management has performed impairment tests and sensitivity snalysis on its invéstments in Gain Land. Trent Hypermarket Limited and Tesco
Underwriting Limited The carrying vaiues of Trent Hypermarket Limited of £102m (2018: £98m) and Tesco Underwriting Limited of £86m
(2018 £90m) are included within ‘Other joint ventures and associates’ as discussed above.

The recoverable values of these investrnents were estimated taking into account forecast cash flows, equity valuations of comparable entities
and/or recent transactions for comparable businesses. No impairment was recogmsed in the year for these investments, Future changes in
estimated cash flows. discount rates, competitive landscape, retail market condiuons and other factors may result inimpairment losses or
reversals of iImpairment in future penods.,
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Note 14 Financial assets at fair value through other comprehensive income

Financial assets at fair value through cther comprehensive income comprise investrments in debt and equity mstruments of other entities

2019 2048
Em Em
investments in debt instruments 1.040 924
investments In equity (nstruments & 4
Total financial assets at fair value through other comprehensive income 1,046 928
Cf which
Current &7 68
Non-current 979 860
1,046 928
Note 15 Inventories
2018
2019 £m
£m {restated}
Goaods held for resale 2.611 2.260
Development properties 6 4
2,617 2,264
Goods held for resale are net of commercial income Refer to Note 20.
Note 16 Trade and other receivables
2018
p{)] Em
Em Irestated)
Trade recewvables 598 488
Prepayments 297 37
Accrued income® 297 268
Other recewables 473 459
Amounts owed by joint ventures and associates (Note 29)™ 170 165
Total trade and other receivables 1,835 1,690
Of which
Current 1.6840 1504
Non-current 195 186
1,835 1,690

W Accrued income includes contract assets of £28m (2018 £15m) primanily related to insurance renewal income
™ Imparment on amounts owed by joint ventures and associates 1s not matenal

Trade and otner receivables include commercial income Refer to Note 20 Trade and other receivables are generally non-interest-bearing

Credit terms vary by country and the nature of the debt. ranging from 7 to 60 days
The table below presents the balance and movements in the prowsion for impairment of trade and other receivables

2018
2019 £m
Lm restated)
At the beginning of the year (46} (55)
{FRS 9 adjustment - -
Increase in allowance nelof recovenes. charged to the Group income statement 21 (4)
Arnounts wnitten oif 8 13
At the end of the year (59) (46)
For the comparative penod. analysis of the ageing of past due trade and other recewvables under IAS 39 s set out below
Past due bul Aot impamred Past due and impawed
2018 2018
£rm £m
Up to three months past due 83 -
Three 10 six menths past due 9 2
Qver six menths 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

2019 2018
£m fm
Current 4,882 4.637
Non-current 7.868 6.885
12,750 11,522

The maturity of these icans and advances is as follows:
2019 2018
£m £m
Repayable on demand or at shart notice 4 4
within three months 4,858 4604
Greater than three months but less than one year 323 147
Greater than one year but less than five years 3.057 2633
After five years 4993 4,372
13,235 1,760
Provision for iImparment of loans and advances to customers and banks (485} 238)
12,750 11,522

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 Recewables Trustee Limited. for use as collateral in securitisation transactions. The total encumbered portion of this

portfoho is £2 3bn (2018, £1 €bn)

At 28 February 2013, Defamare Cards MTN (ssuer pic had £2 4bn (2018° £2 4bn} notes in (ssue n relation to securtisation transactions, of which
£0 9bn (2018: £1.0bn) was externally 15sued The Group awned £1.1bn (2018. £1 1bn) class A Credit Card backed notes and £0 3bn (2018: £0.3bn)

class D Credit Card backed notes

Of the total £11on (2018 £1.1bn) class A notes £0 5bn (2018- £0.3bn) 1s held In a distinct pool for the purposes of collateralising the Bank of
England’s Term Funding Scherme drawings. All other prepositioned assets with the Bank of England are held within their single coliateral pool

Provision for impairment of loans and advances

2019 018
£m £m

At the beginning of the year (238) (194)
IFRS 9 adustment (228) -
Increase in allowance, net of recoveries, charged to the Group income statement (163} (134
Amounts writien off 139 87
Unwinding of thscount 5 3
At the end of the year (485) (238)
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Note 18 Cash and cash equivalents and short-term investments

Cash and cash equivalents

Financial statements

2019 2008
£m £m
Cash at bank and 1n hand 2683 3580
Short-term deposits 233 479
2,916 4,059

Short-term investments
2019 2018
£1n Emn
390 1,029

Money rmarket funds

Cash and cash equivalents includes £62m of restricted amounts mainly retating 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 pl¢. with £766m being paid on
completrton Refer to Note 31 for further details on the Booker merger

Note 19 Trade and other payables

2018
201 £m
£m Irestated}
Trade payables 5750 S 416
Qther taxation and social security 521 334
Other payables 1,784 1,947
Amounts payable 19 [Nt vertures and associates (Note 29) 20 20
Actruals 1,230 1,147
Contract labilities 423 494
Total trade and other payables 9,738 9.358
Of which
Current g 354 8.994
Non-current 384 364
9,738 9,358

Trade and other payables are net of commercial income. Refer to Note 20

Contract habiities represent consideration recewved for performance obligations not yet satisfied, predormnantly in relation to Clubcard

points Substantially alt of the revenue deferred at the current financiai year end will be recognised in the following financial year

Note 20 Commercial income

Below are the commercial ncome balances included within inventones and trade and other receivables, or netted aganst trade and other payables

Amounts received in advance of iIncome being earned are included in accruals

2009 2018
£m £m
Current assets
Inventanes 69) (69}
Trade and other recevables
Trade/other recevables 183 169
Accrued income 155 186
Current liabilities
Trade and other payables
Trade payables” 327 199
Accruals 4 7)

* The commercial income balance netted against trade payables increased from £195m to £327m This increase primanly relates to the delayed settlement of commercial income

recewables, due to the decision to delay the implementation of a new genera! ledger system in the UK & ROl 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 redemphion date. and not thewr malturity date Repayments of
principal amounts are classified as current if the repayment 1s scheduled to be made within one year of the reporting date

Current

2015 2018
Par value Maturity £m £m
Bank loans and overdrafts - - 387 as
Loans from joint ventures (Note 29) ~ ~ -~ B
5 2% Tesco Bank Retail Bond £125m Aug 2018 ~ 126
3.375% MTN E€750m Nov 2018 ~ 867
1375% MTNW €726m Jui 2019 636 -
5.5% MTN® £97rm Dec 2013 98 -
1% RPt Tesco Bank Retad Bong®™ £72m Dec 2019 72 -
LIBOR + 0 65% Tesco Bank Bond® £300m Apr 2020 - 300
LIBOR + 0 65% Tesco Bank Bond™® £350m May 2021 350 -
5 5457% Secured Bond=! £332m Feb 2029 20 17
Finance leases (Note 34) 36 12
1,599 1,479

Non-current
2018 2018
Par value Maturity im fm
1.375% MTNW €726m Jul 2018 - 826
5 5% MTN® £97m Dec 2019 - 183
1% RPI Tesco Bank Retall Bond™ £72m Dec 2019 - 70
2125% MTN €500m Nov 2020 436 441
1m USD LIBOR + ©,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
B 125% MTN® £53Im Feb 2022 561 952
LIBOR + 0 53% Tesco Bank Bond® £300m Oct 2022 299 298
5% MTNS £17tm Mar 2023 83 254
1375% MTN €750m Oct 2023 658 -
25% MTN * £750m Jul 2024 658 666
3 322% LPIMTN® £346m Nov 2025 349 338
5 5457% Secured Bong@® £332m Feb 2029 303 322
6 067% Secured Bondi® £200m Feb 2029 19% 190
LIBOR +1.2% Secured Bong™ £50m Feb 2029 34 33
6% MTN® £98m Cec 2025 1o 198
5 5% MTNW £150m Jan 2032 86 221
1982% RPI MTN® £286m Mar 2036 288 279
615% USD Bondi® $5256m Nov 2037 428 616
4 B75% MTN®™ £32m Mar 2042 32 103
5125% MIN €356m Apr 2047 319 323
5.2% MTN® £73m Mar 2057 n 165
Finance leases (Note 34) 83 ne
5,673 7,142

™ Dunngthe year the Group undertook a tender for outstanding bonds and as a result the following notional amounts were repaid early 1 375% MTN Jul 2019 €205m 5 5% MTN Dec 2019
£84m 6 126% MTN Fab 2022 £369m, 5% MTN Mar 2023 £67m. 6% MTN Dec 2029 E6Im 5 5% MTN Jan 2033 £28m. § 15% USD Bond Nov 2037 5325m 4 875% MTN Mar 2042 £70m and
5 2% MTN Mar 2057 £85m

% The 1% RFI Tesco Bank Retail Bond 1s redeemable at par indexed for iIncreases in the RP over the e of the bond

@ Trus bond was issued an 13 May 2015 and was redeemed on its scheauled redemnption date in Apnl 2018

“ Thus bond was Issued on 6 June 2014 The scheduled redemption date of this bond 15 May 2019

W The bonds are secured by 8 charge over the property piant and equipment held within the Tesca Property Umited Partnershup, 8 100% owned subsidiary of Tesca PLC The carmying
amounts of assets pledged as secunty for secured bonds 1s £803m {2018 £786m)

* This is an amoruising bond which matures in February 2029 £20m (2018 £17m) s the principal repayment due within the next 12 months The remalnder is payable in quarterly instaiments
unill magurity w Februsry 2029

% This bond was issued on 7 Novernber 2017 The scheduled redemption date of this band 1s Oeteber 2020

™ The 3 322% Umiked Price inflauon (LPI} MTN is redeemable at par, ngexed for Increases in the RPI over the hife of the MTN The maxnmum indexation 6f the principal in any one year 1s 5%,
wih & minimum of 0%

@ The 1982% RPI MTN is redeemable at par indexed for intreases in the RPIovér Lthe life of the MTN

Borrowing facilities
The Group has the following undrawn committed facilities avalable at 23 February 2019, )n respect of which all conditions precedent had been
met as at that date:

2019 2018

£m £m

Expiring in less than one year 38 38
Expiring between cne and two years - -
Expiring i more than two years 3,000 4,232
3,038 4,270

The undrawn committed facilities mclude £0.4bn (2018 £16bn} of bilateral fachties and a £2 Gbn (2018 £2 6bnl syndicated revolving credit
facility All facilities mcur commitment fees at market rates and would provide funding at floating rates
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Note 22 Financial instruments
The ¢arrying value and fair value of the following financial assets and liabilities are set out below.

2018 2018 (restated)
Fair Far
Carrying value value Carryng value value
Erm £m £m Em
Assets
Cash and cash eguivalents 2.9% 2.916 4,059 4059
Loans and advances to customers and banks - Tesco Bank 12 750 129N 1n.522 11659
Short-term investments 380 390 1.029 1.029
Joint ventures and associates loan recevables’ 133 133 138 139
Liabilities
Shert-term barrowings
Amortised cost {1491 {1,499) 1.467) {3,240}
Bonds in fair value hedge relationships (72} (70) - -
Long-term borrowings
Amortised cost (3.954) (4.369) 6,137) 6,210
8cnds in fair value hedge relationships 1,626) (1,622) (895) (818}
Finance leases (129) (139) nz2) 032
Customer deposis ~ Tesco Bank (10.465) {10 427 (9.245) {9.224)
Deposns from banks - Tesco Bank {1663} (1 663) (1539 (1,533)

*  Joint ventures and associates lean receivables carrying amounts of £133m (2018 £138m) are presented in the Group balance sheet net of deferred profits of £54m (2018 £54m! historically
ansing from the sale of property assets to Joint venturées

The above table excludes trade and other recevables/payables dervative financial Instruments and financial assets at farr value through

ather comprehensive iIncome where the carrying values are either far value or approximate fair value

The fair values of financial instruments and derivatives have been determined by reference to prices available from the markets on which the
instruments are traded, where they are available Where market prices are not available, the fair value has been calculated by discounting
expected future cash flows at prevaiing interest rates

The expected matunty of financial assets and habilities 1s not considered to be matenally different to therr 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 2015 and 24 February 2018 are as follows
Financial assets

at far value Farr valug

through other  Finangial assets/ through

comprehensive habilties st profit or
income amorused cost loss Total
At 23 February 2019 Em £€m frm £m
Cash and cash equivalents - 2885 3 2.916
Loans and advances to customers and banks - Tesco Bank - 12,750 - 12.750
Short-term investments - 390 - 390
Financial assets at far value through other comprehensive incame t 046 - - 1,046
Joint ventures and associates loan recewvables - 133 - 133
Customer deposits - Tesco Bank - {10,465} - (10.465)
Deposits from banks - Tesco Bank - (1,663} - (1 663)
Short-term borrowings - (1.563) - (1,563)
Long-term borrowings - {5 580) - {5.580)
Finance leases - 1291 - 1n29)

Derwvative financiat instruments

Interest rate swaps ang similar instruments - - (29} 29
Cross-currency Swaps - - 325 325
Index-linked swaps - - 292 282
Forward contracts - - 3 3
1,046 {3,242) 622 {1,574)
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Notes to the Group financial statements continued

Note 22 Financial instruments continued

Fair value

Financial assets/ through

Available- habities at profit or
for-sale  amorbsed cost loss Tora!
At 24 Fetruary 2018 £m £m £m £m
Cash and cash equwvalents - 4,059 - 4,059
Loans and advances to customers and banks - Tesco Bank - 1522 - 1522
Short-term investments - 1.029 - 1,029
Financial assets at fair value through other comprehensive income 928 - - 928
Jomnt ventures and associates loan receivables - 138 - 138
Customer depasits - Tesco Bank - 9,245) - {9.245)
Deposits from banks - Tesco Bank - (1.539) - {1.539)
Shart-term borrowings - {1 467) - 1.467)
Long-term borrowings - {7032 - 7.032)
Finance leases - (122} - (122

Derwvative financial instruments-

interest rate swaps and similar instruments - - {58) (58)
Cross-currency swaps - - 297 297
Index-nked swaps - - 8¢ 281
Forward contracts - - {39) 133)
928 (2,657} 481 {1,248)

The above tabtes exclude trade and other receivables/payables that are classified under l0ans and receivables/other financisl habilities

Fair value measurement

The following table presents the Group's financial assets and liabilities theat 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 fiabilities (Level 1]

- Inputs other than quoted prices included within Level 1 that are observable for the asset or liabihty, etther directly (that 15, as prices) or
indirectly (that is, denved from prices) (Level 2), and

- Inputs for the asset or hability that are not based on observable market data [that 15, unobservable inputs) (Level 3}

Level Level 2 Level 3 Total
At 23 February 20019 £m £m £m Em
Assets
Financial assets at fair value through other comprehensive income 1.040 - 6 1.046
Dervative financial Instruments
Interest rate swaps and similar instruments - 38 - 38
Cross-curreéncy swaps - 342 - 342
Index-lnked swaps - an - B)
Forward contracts - 39 - 39
Total assets 1,040 1,230 6 2,276
Liabilities
Derwvative financial instruments
Interest rate swaps and similar Instruments - (B7) - {67!
Cross-currency Swaps - {171 - {i7}
Index-linkey swaps - (519) - (519}
Forward contracts - (29 7) (36)
Total liabilities - {632 7} (839)
Nat assets/lliabilities) 1,040 598 ) 1,637
Level 1 Level 2 Level 3 Toral
Al 24 February 2018 £m Em fm £m
Assets
Financial assets at fair valire through other cornprehensive Income 923 - 5 928
Dervative financial instruments:
interest rate swaps and similar 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
Liabilities
Derwvauve financial instruments-
interest rate swaps and siliitar instruments - 105) - {105}
Cross-currency swaps - (48) - (48)
Index-linked swaps - (443) - {443)
Forward contracts - {67} - (67}
Total liabilitles - 663) - (663
Net assets/(liabilities) 923 481 5 1,409
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The fallowing table presents the changes in Level 3 instruments for the 52 weeks ended 23 February 2019 and 52 weeks ended 24 February Z018.

009 2018

£m £m

At the beginning of the year 5 130
Gains/llosses) recognised m the Group statement of comprehensive income/{loss} 1 68
Addition of financial nstrument, at faw value through profit and loss 7 -
Disposal of financial asset at fair value through other comprehensive Income - (196)
Addition of financial asset at far value through other comprehensive Income - 3
At the end of the year {1} 5

During the financial year, there were £nil transfers {2018 £nil) between Level 1and Level 2 far value measurements, ang £nil transfers into anc

out of Level 3 fair value measurements (2018 Enil)

Offsetting of financial assets and liabilities

The following tables show those financial assets and habilities subject to offsetting. enforceable master netting arrangements and

similar agreements

Gross amounts of

Related amounts not offset

Gross amounts of  financowal assets/ HNet amounts
recognised  (iabilitses) offset presented in the Group balance sheet
financial 35sets/ n the Group inthe Group Financial Net
(iabifities} balance sheet balance sheet nstruments Collateral amount
At 23 February 2019 £m £m £m £m £m £m
Financial assets
Cash and cash equivalents 4,227 (1.311) 2.91%6 - - 2,916
Derwvative financial instruments + 230 - 1230 223 h2) 995
Total rade and other recevatles™ 2105 (270} 1.835 - - 1.835
Total assets 7,662 {1,581} 5,981 1223) n2) 5,746
Financial liabilities
Bank ioans and overdrafts {1 698) 131 (387 - - 1387)
Repurchases securities lending and similar agreements™ (324) - {324) - 3006 2,682
Derwative hingncial instruments (639) - 639 223 33 (383)
Total trade and other payables® {10,008) 270 (9,738) - - {9.738)
Total liabilities (12,669} 1,581 (11,088} 223 3,039 {7,826)
Gross amounts of
Gross emounts o financial assets/ Net amounts Related amounts not offsel
recogmised  (habilues) offset presented In the Group batarnce sheet
financial assets/ 1n the Group 1n the Group Financial Net
{habilities) belance sheet balance sheet nstruments Collateral amount
Al 24 February 2018 £m £m £m £m £m £m
Firancial assets
Cash and cash equivalents 4.187 (128) 4059 - - 4,059
Derwvative financial instruments 1144 - 1.144 217} (8} 909
Total trade and other receivables' 1,887 (219) 1,668 - - 1.668
Total assets 7,218 (347) 6,871 {217) (18) 6,636
Financial liabilities
Bank loans and overdrafis (479} 128 {351 - - {351
Repurchases securities iending and similar agreements®™ (200} - (200} 380 - 180
Derwative financal instruments (663} - 663) 07 55 (391
Total trade and cther payables {9 579} 219 14.360) - - (9 360}
Total lisbitities {10,921 A7 110,574) 597 55 19,922}

@ Total trade and other recewables includes £297m (2008 £3177m) of prepayments
™ Repurchases securities lending and similar agreements ere ncluded within the deposits from banks balance of £1.663m {2018 £1539m in the Group balance sheet Refer to Note 24
'Y Total trade and other payables includes £423m (2018 £494m) of contract abiities

For the financial assets and habilities subject to enforceable raster netting arrangements above, each agreement between the Group and the
counterparty allows for net settlement of the refevant financial assets and fizbiities when both elect to settle on a net basis. In the absence of
such an election, financial assets and habities will be settled on & gross basis However. each party to the master netting agreement or simitar
agreement will have the option to settle 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 main financial nisks faced by the Group relate to fluctuations in interest and foreign exchange rates, the risk of default by counterparties
to financial transactions and the avadability of funds to meet business needs The management of these risks 15 set out below.

Financial nsk management is carried out by a central treasury department under pohicies approved and delegated by the Board of Directors
The Board provides written principles for risk management

Derivatives 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 follows

2019 2018
Asset Liabihty Asset Liapility
£m Emt £m £m
Current 52 (250) 27 69}
Non-current 1.178 1389) 107 (594)
1,230 {639) 1,144 (663)

The Group's hedging policies are further described below The main sources of hedge ineffectiveness are the effect of the counterparties’
and the Group's own credit nisk on the fair value of derivatives

Fair value hedges
The Group maintains interest rate and cross-currency swap contracts as far value hedges of the interest rate and currency risk on fixed rate
debtissued 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 purchases in Euros and US Dollars The cash flows hedged are expected to occur within one year of the balance sheet date

The Group als0 uses Index-linked swaps 1o hedge cash fiows on index-linked debt. interest rate swaps to hedge interest cash flows on debt
and cross-currency swaps to hedge cash flows on fixed rate debt denominated in foreign currencies.

The Group aiso uses forward contracts to hedge the future purchase of diesel for own use.

Net investment hedges
The Group uses currency denorminated borrowings to hedge the exposure of a portion of its net investment in overseas operations
(with non-Sterling functional currencyl against changes in value due to changes in foreign exchange rates

The detaiis of the hedging instruments and movements in cumulative losses on net Investment hedges in other comprehensive income
are set qut below:

Conunued Discontnued

hedges hedges

Notional Movement Movement

£m Em Em

Losses on net investment hedges brought forward (58} (978)
Borrowings 1281 16 2
Losses carried forward {42) (976)

During the year. €205m of the opening €93im 1 375% 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 investment hedge There were no
reciassifications from foreign currency transiation reserve and net investment hedge wneffectiveness was £nil during the year

Financial instruments not gualifying for hedge accounting

The Group's policy does not permit use of derivatives for trading purposes. However, some derwatives do not qualify for hedge accounting, or
are specifically not designated as a hedge where gains and losses on the hedging instrument and the hedged item naturalty offset in the Group
incormne statement These instruments include index-linked swaps and forward foreign currency contracts
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The fawr value and national amounts of derivatives analysed by hedge type are as follows

219 2018
Asset Ligbility Asset Liability
Fair value Notional Far vatue Notionat Fair value Nevonat Far value Notronat

£m £m £m £Em £m m £m £m
Fair value hedges
Interest rate swaps and similar instruments 37 3,844 (49) 2,90 43 2424 {87) 1.728
Cross-currency swaps 126 180 {8 222 129 401 {48) 207
Cash flow hedges
Interest rate swaps and simlar Instruments - - a7 no - - an no
Cross-currency swaps 216 1.394 ie]] 272 216 1.413 - -
Index-hnked swaps 187 692 - - 160 672 - -
Forward contracts 32 1.558 (18} 1.010 23 736 {53 149
Derivatives not in a formal hedge relationship
interest rate swaps and similar instruments 1 432 ] 244 4 436 a 528
Cross-currency swaps - - - - - - - -
(ndex-linked swaps 624 3,589 1519) 3.589 564 3.590 {443) 3 590
Forward contracis 7 901 18) 151 5 795 (14) 1,896
Total 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 instruments
used in the Group's non-dynamic hedging strategies
Maturiy

At 23 February 2019 Up to one year One to five years More than five years

Fair value hedges

interest rate risk

Interest rate swaps - EUR

- Notionat amount (Em) 1383 4.937 160
- Average net interest rate (pay)/receive {0 83%) (0 86%) 412%

Interest rate swaps - GBP
~ Motonal amaount (£m) - 65 -
- Average net interest rate (payl/receve - 3 4%%

interest rate/Foreign currency risk

Cross currency swaps (GBP UsD)

- Notional ameount {Em} - - 402
- Average exchange rale - - tS0
- Average net interest rate [payl/receive - - 304%

Cash flow hedges

interest rate risk

Index {inked swaps

- Notional amount (Em) 60 - 63?2
- Average net Interest rate (payl/receive {199%) - {4 22%)

Interest rate swaps
= Notiona!l amaount (Em) 60 - 50
- Average net interest rate {payl/receve 1.57% - 412%)

interest rate/Foreign currency risk

Cross currency swaps {GBP USD) floating

- Notional amount {£m) - 272 -
- Average exchange rate - 128
- Average netinterest rate (payl/receve - {162%) -

Cross currency swaps (GBP USD] fixed

- Notonal amount (£m) - 434 960
- Average exchange rate - 119 131
- Average net nterest rate Ipay)/receive - {0 87%!} 0109%)

At 23 February 2019, forward foreign currency transactions, designated as cash flow hedges. equivalent to £2 6bn were cutstanding (2018
£2 2on) These forward contracts are largely in relation to purchases of Euro (notional €2 Obnl and US Dollar {notional $1 1bn) with varying
maturities up to January 2020 The notional and fair values of these coniracts 1s shown in the table above
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Notes to the Group financial statements continued

Note 23 Financial risk management continued
The foliowing table sets out the details of the hedged exposures covered by the Group's fair value hedges

Accumulated amounts of falr value

Changes in fair value for

Carring amount adjustiments on hadged item caleulating hedge Residual hedge
AsSeLs Liabilities Assets Lizbiibes ineffectiveness adjustments®™
AL 23 February 2019 £m £m £Em £ £m £m
Fair value hedges
Interest rote risk
Fixed rate loans and mortgages® 7.974 - (3} - 14 -
Fixed rate savings - (3.601 - - {n -
Fixed rate investment securites™ 473 - (5) - 3) -
Fixed rate bonds® - 1.7781 - 95 157) 59)

W Accumuylated ameunt of far value hedge adjustments remaiing in the Group balance sheet for any hedged tems that have ceased to be adusted for hedging gains and losses

™ Classified as loans and advances to customers
% Classified as borrowings

The following tables set out imformation regarding the change in value of the hedged item used in calculating hedpe ineffectiveness as well as

the impacts on the cash flow hedge reserve and currency basis reserve.

Change in value of
hedged nem for

Cash fiow hedge reserve and
Curféncy basis reserve”

calculating hedge Continued Discontinued
Ineffectiveness hedges hedges
At 23 February 2009 Hedging instrument £m Em £m
Interest rate risk
Index-linked bonds. Index-linked swaps 41} 72 -
Foreign currency risk
Trade pavables Forward contracts - 22 -
Interest rate/Foreign currency risk
MTNs Cross-currency swaps 19) 83 (46)

*  Excludes deferred tax

The following table sets out information regarding the effectiveness of hedging relationships designated by the Group, as well as the impacts

on profit or loss and other comprehensive income:
Hedge ineffectiveness
recegnised in profit or loss
At 23 February 2008 £m

une rtem in Group
Income statement that
includes hedge ineffectiveness

Cash flow hedges -
Net investment hedges -
Fair value hedges
Borrowings 22)
Derwatves -

Net finance costs
Net finance costs

Net finance costs
Net finance costs

The foltowing table presents a reconcihation by rnisk category of the cash flow hedge reserve and analysis of other comprehensive income in

relation to hedge accounting

Cash flow Currency
hedge reserve basls reserve
£m £m Line item
At 24 February 2018 (as previously reported) 40 -

Adjustment on imitial apphcation of IFRS 9 (net of tax) {Note 36) Q] i
At 25 February 2018 (restated) 39 )]

Interest rate risk
Index-linked swops

- Net fair value gains/(losses) 30 -

- Amount reclassified to Group income statement (20) - Net finance costs
Interest rote swaps

- Net fawr value gains/{iosses) 1] -

- 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 ta Group income 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 i) {5l
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Interest rate risk
Debt issued at variable rates, as well as cash depaosits and short-term investments, expose the Group to cash flow interest rate risk
Debt 1ssued at fixed rates exposes the Group to fair value risk

The Group’s policy 1s to target fixing a minimum of 50% of interest costs for seruor unsecured debt of the Group excluding Tesco Bank
At 23 February 2019, the percentage of interest-beanng 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 de used to achieve the desired mix of fixed and floating rate debt.

The Group has RPI-linked debt where the principal is indexed to increases in the RP| RP| debt s treated as floating rate debt The Group also
has LPI-linked debt. where the principal 1s indexed to RPI, with an annual maximum increase of 5% and a mimimum of 0% LPI debt is treated
as fixed rate debt RPI-Iinked debt and LPI-inked debt are hedged for the effects of inflabon until maturity

For interest rate risk relating to Tesco Bank, refer to the separate section an Tesco Bank financial risk factors on page 137
During 2015 and 2018. net gebt was managed using denvative instruments to hedge interest rate risk

2019 2018
Fraed Fioating Total Fixed Floaung Total
£m Em £m Em tm £m
Cash and cash equivalents - 296 2516 - 4.05¢ 4,059
Loans and advances to customers - Tesco Bank 8.328 4,422 12750 6,929 4,593 n5zz2
Short-termanvesiments - 390 380 - 1.02% 1.029
Financial assets at far value through other
comprehensive income 475 571 1046 803 125 928
Joint venfures and associates loan receivables 76 S7 133 76 62 138
Finance leases (129) - (129) (122) - {122)
Bank and other borrowings 15,810} {1,333} 7.143) 6 836) (1.663) (8.499)
Customer deposits - Tesco Bank 3.74) 6.751 {10.465) 13 447) {5 798} {9 245)
Deposits from banks - Tesco Bank 1.663) - (1,663} 11.539) - 01538}
Dervauve effect
interest rate swaps {5.898} 5 899 - 15.096) 5.086 -
Cross-Currency swaps 402 (402 - 608 608) -
Index-linked swaps (346} 346 - {337) 337 -
Total {8,280) 6,115 {2,165) 18,961} 7,232 0,729}
Credit risk

Credit risk arises from cash and cash equivalents, trade and other receivabtes, customer deposits, financial instruments and deposits from
banks and financial nstitutions

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 dervative contracts is £1 0bn
(2018 £0.8bn) The Group considers its maxmum credit risk to be £13 7bn (2018 £19 6bn) largely based on the Group's total financial assets

For credit risk relating to Tesco Bank, refer to the separate section on Tesco Bank financizl nisk 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,
bank borrowings and leases The palicy 15 to maintain a prudent level of cash together with sufficient comraitted bank facilities to meet
lquicity needs as they anse The Group retains access to capital markets so that maturing debt may be refinanced as 1t falls due

Liquidity risk is managed by short-term and long-term cash flow forecasts In addition the Group has undrawn committed facilities totaling
£3 Obn (2018. £4.3bn) consisting of a syndicated revotving credit facsity and bilateral facihties, which mature between 2020 and 2021

The Group has a £15 Obn Euro Medium Term Note programme. of which £4.2bn was in1ssue at 23 February 2019 (2018: £5 3bn), plus £0 4bn
equivalent of USD denominated notes 1ssued under 144A documentation (2018 £0.6bn)

For hquidhity risk relating to Tesco Bank, refer to the separate secuon on Tesco Bank financial risk facters on pages 137 and 138

The following is an analysis of the undiscounted contractual cash flows payable under financial hatikties and denvative habiities taking into
account contractual terms that provide the counterparty a choice of when (the eariiest date) an amount 1s repaid by the Group. The potential
cash cutflow of £20 3bn (s considered acceptable as it 15 offset by financial assets of £19 2bn (2018 £18 6bn offset by financial assets of

£19 6bn)
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Notes to the Group financial statements continued

Note 23 Financial risk management continued i

The undiscounted cash flows will differ from both the carrying values and fair values Floating rate interest 1s estimated 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-finked
habilities, inflation is estimated at 3% for the hfe of the liability (2018 3%).

Due Due Due Oue
Oue between betwaen belween between Due

within land 2 2and 3 3and 4 4andsS beyond

1year years years years years S years
At 23 February 2019 Em m £m £m £m £m
Non-derivative financial liabilities
Bank and other borrowings {1.510) (1,221) (550} 28} {854) (3.18)
Interest payments on borrowings {258) {205) 76} 14z} (141) (1,267
Customer deposits - Tes¢o Bank {8.568} (1.348) (336} (108) (186) {
Deposits from banks ~ Tesco Bank 1337} (410 (945} - - -
Finance leases {44} an (m () {7 127
Trade and other payables™ (9.354) 28 (41 {1 1} 293)
Derivative financial liabilities
Net settled derwative contracts - receipts ] 3 2 - - -
Net settled derwvatve contracts - payments 291 {340) (50} {79) {8) 20
Gross settled derwvative contracts - receipts 2,438 262) 14 - - -
Gross settled dervative contracts - payments {2.460) 260 {43} - - -
Tetal {20,348} 13,562) (2,15%) (379) {1,205) {4.826)

Due Ove Due Due
Due between between between between Due

within lamd 2 Zand 3 Jand 4 4and 5 beyond

1vear yaars years years years S yesrs
At 24 February 2018 £m Em £m £m £ £m
Non-derivative financial fiabilities
Bank and other borrowings {1,401} (1,445) {963} {926) (28) {3.860)
Interest payments on borrowings (298} (323} 243} 9 (153) (1.852)
Customer deposits - Tesco Bank {7.655) {874) {500} r9) (105) -
Deposits from banks - Tesco Bank (208} a2 (412} t947) - -
Finance leases (20) {34} {1 o m) (120)
Trade and other payables*® {8.996) {34) (34) 25) (24) (247
Derivative financial liabilities
Net settied derivative contracts - receipts ] 9 5 5 2 1
Net settled derivative contracts - payments 27 197) (340} (37 (58) 109)
Gross settled dervative contracts - receipts 3.366 15 103 13 - -
Gross settled derivative contracts - payments 13.426) (13) (97 71} - -
Total {18,651 (2,908} (2,492} {2,397 {3870 16,187)

@ Trade and other payables ncludes £423m (2098 £494m) of contract habilities

® Prior year derivative financial hatilities amounts have been adjusted 1o reflect the §rass up af dermatives i a lability position at year-end
Foreign exchange risk

The Group 1s exposed to foreign exchange nisk principally via

transactional expasure that arises from the cost of future purchases of goods, where those purchases are denorminated 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 fareign currency contracts or purchased currency options, which
are designated as cash flow hedges,

net investment exposure arises from changes m the value of net Investments denominated in currencies other than Pounds Sterling.
The Group hedges a part of its nvestments in 1ts internationai subsidiaries via foreign currency derivatives and borrowings in matching
currencies, which are formalty 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 appropriately hedged in respect of its non-functional currency assets, and

loans to non-UK subsidiaries These are hedged via foreign 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 1s shown in the sensitiity analysis below

Sensitivity analysis
The impact on the Group financial statements from foreign currency and interest rate volatility is discussed below,

The analysis exctudes the impact of movements m market vanables on the carrying value of pension and other post-employment obligations
and on the retransiation of overseas net assets as required by 1AS 21 ' The Effects of Changes in Foreign Exchange Rates’. However, it does
nciude 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 derivatives portfolio, and the proportion of financial instruments in foreign currencies are all constant and on the basis of the hedge
designations in place at 23 February 2018. It should be noted that the sensibwity 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 result from changing interest
or exchange rates.
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The following assumptions were made in calculating the sensitivity analysis

- the sensitivity of interest payable to movements in interest rates 1s calculated on net floating rate exposures on debt, deposits and
dervative Instruments with no sensitivity assumed for RPI-linked debt, which has been swapped to fixed rates.

changes in the carrying value of derwative financial instruments designated as fair value hedges from movements in interest rates or foreign
exchange rates have an immateriat effect on the Group income statement and equity due to compensating adjustments in the carrying
value of debt,

changes in the carrying value of derwative financial instruments designated as net investment hedges from movements in foreign exchange
rates are recorded directly in the Group statement of comprehensive income/{loss).

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 iInstruments designated as hedging instruments are fully effective with no
impact on the Group iIncome statement. and

the floating leg of any swap or any floating rate debt is treated as not having any interest rate already set, therefore a change in interest
rates affects a full 12-month period for the interest payable portion of the sensitvity calculations

T

Using the above assumptions, the following table shows the tustrative effect on the Group income statement and equity that would result. at
the balance sheet date, from changes in interest rates and currency exchange rates that are reasonably possible for major currencies where
there have recently been significant movements

2018 2018
Income Equity Income Equity
gan/iloss) gam/lloss) gain/Aloss! gain/{toss)
£m im £Em £m
1% nerease (in (nterest rates (2018 1%) 58 32) 69 (30)
10% appreciaton of the Eurc (2018 10%) 1 96) 4 {143}
10% appreciation of the US Dollar (2018. 10%) - 100 5 129

A decrease in interest rates and a depreciation of foreign currencies would have the opposite effect to the mpact in the table above

The impact on the Group statement of comprehensive iIncome/{loss} from changing exchange rates results fram the revaluation of financial
fiabilities used as net investment hedges The impact on the Group statement of comprehensive mcome/{loss) will largely be offset by the
reveluation in eguity of the hedged assets

Capitaf risk

The Group's objectives when managing capital {defined as net debt plus equity) are to safeguard the Group's ability to 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 adjustments
to it, 1n light of changes to economic conditions and the strategic objectes of the Group

To maintain or adjust the capital structure the Group may adjust the dividend payment to sharehclders, buy back shares and cancel them.
or ISsue new shares

The Group raises finance in the public debt markets and borrows from financial institutions The policy for debt 1s to smooth the debt maturity
profile with the opjective of ensunng continuity of funding This policy contnued duning the financial year. with debt redeemed of £2 3bn (2018
£2 7pn). One €750m bond with a matunty of October 2023 was issued in the current financial year (2018: ni) The Group borrows centrally and
locally, using a varety of capital market instruments and borrowing facilities to meet the Group's business requirements of each local

business

Refer to Note 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 is exposed to the risk of being inedequately protected from habilities arising from unforeseen events The Group purchased assets,
earmings and combined habllity protection from the open insurance market for higher value losses only

The risk not transferred Lo the nsurance market 1s retained within the Group with some cover being prowided by the Group's captive
insurance company, ELH Insurance Limited in Guernsey. which covers Assets, Earnings and Combined Liabilty.

Tesco Bank

Interest rate risk

Interest rate nisk anses manly where assets and labilities in Tesco Bank's banking activities have different repricing dates and from
unexpected changes to the yield curve Tesca Bank 1s exposed to interest rate nsk through dealings with retail customers as well as
through lending to and borrowing from the wholesale market Tesco Bank has established hmits for risk appetite and stress tests are
performed using sensitivity to fluctuations in underiying interest rates in order to monitor 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 include both parailel and non-paraliel movements of the vield curve and have been designed to assess Impacts
across a suitable range of severe but plausible movements in interest rates. Interest rate nisk s primarily managed using interest rate swaps
as the main hedging instrument

Liquidity ond funding risk
Liquidity sk is the risk that Tesco Bank has insufficient liquidity 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 Liguidity Risk Management Policy Framework (LRMP) to ensure that sufficient funds are available at all times to
meet demangs from depositors, to fund agreed edvances, to meet other commitments as and when they fall due, and to ensure the Board's
risk appetite 15 met
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Note 23 Financial risk management continueg

Liquidity and funding risks are assessed through the Ingividual Liquichty Adequacy Assessment Process (ILAAF) on at least an annual basis
Formal hmits are set within the LRMP to maintain liquidity risk exposures within the Liguidity Risk Appetite set by the Board and key liguidity
measures are monitored on a regular basis Tesco Bank maintains a conservative liquidity and funding profile to confirm that it 15 able to meet
its financial opligations under normal, and stressed, market conditions

Credit risk

Credit risk is the risk that a bank borrower or counterparty will fail to meet 1ts obligations in accordance with contractually agreed terms and
Tesco Bank wyll incur Iosses as a result Credit risk principally arises from the Bank's retal lending activities but also from the placement of
surplus funds with other banks and money market funds, investments in transferable secunities and interest rate and foreign exchange
derwatives In addition, credit risk arises 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 scenarios, one of which reflects a no-deal Brexit.

The ECL 1S determined by multiplying together the probability of default (PD), exposure at defautt (EAD) and loss given default (LGD) for the
relevant ime 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 risk both incorporate forward-looking information using a range of macro-econormc
scenaros, with key variables 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 assumpticn possible change {E millon)
Probability of gefault Increase of 2 5% 9
Decrease of 2 5% @

Loss given default Increase of 2.5% 2
Decrease of 2 5% 2

Macro-economic factors Upside scenano (33)
Base scenaric (2n

Downside scenaric 67

Probability of default threshold {staging! Increase of 20% (14)
Decrease of 20% 10

Tesco Bank could be exposed to unacceptable levels of bad debt and also suffer reputational damage if 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 difficutty,
through arrangements which temporarily 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 man aimn of forbesrance 1s to support Customers in returning to 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
(ITS) of July 2014, The Group reports all accounts meeting this definition, providing for them appropriately

Controis and risk mitigants

Tesco Bank has well defined forbearance policies and processes. A number of forbearance options are made aveilable to customers by the

Group These routinely, but not exclusively, include the following

- arrangements to repay arrears over a period of ime, by making payments above the contractual amount, that ensure the loan s repaid
within the original repayment term.

- short-term concessions, where the borrower 1s allowed to make reduced repayments (or In exceptional circumstances. no repayments) on
a temporary basis to assist with short-term financial hardship, and

- for secured products, it may elso be acceptable to allow the customer to clear the arrears over an extended pericd of time, provided the
payments remain affordable

Gross Loans and Advances Forbearance programmes as a Progortion of Forbearance

subject to Forbearance proportion of 1otal Leans and Programmes covered

Programmes Advances by category Dy impairment provision

w0e 2018 2019 2018 08 2008

£m £m % % % %

Credit cards - K 928 696 20 15 533 723
Credit cards ~ Europe - 0o - 27 - 409
Credst cards - Commercial 01 0.1 48 47 oo} ] 950
Loans 48.4 424 11 1.0 480 68.2
Mortgages 60 3] 0.2 Q2 12 02

Amended disclosures in ine with IFRS 9 requirements 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 to the prior year which have been
replaced In the current year by amended IFRS 9 disclosures as above.
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Asset quaility
Ineffective management and cantrols over the emerging asset qualty of the Group's lending porifolios could expose the Group to

unacceptable levels of bad debt

Controls and risk mitigants
Tesco Bank's asset quality 1s reflected through the level of its impairment by lending type Asset quality 1s maintained through credit and
affordability assessments at asset originaticn  combined with regular monitoring and reporting of asset quality to the apprepnate Senicr

Management team and risk committees,

The table below presents an analysis of credit exposure by impairment status across the different exposure classes The table predominantly
relates to banking assets. the retail instalment lending appiies to credit agreements in the insurance business. The prior financial year amounts
below are presented gross of imparrment and exclude fair value hedge adjustments of £08)m

Retail Retail
unsecured  Retald mortgage Instalment
lending lgnding lending Tota!
At 24 February 2018 £m £rm im £m
Past due and Impaired
Less than 90 days past due 44 - - 44
90-179 days past due 59 - - 59
180 days plus past due 108 - - 109
Past due but not impaired
Less than 29 days past due 55 i - 56
30-59 days past due 20 - - 20
60-119 days past due 13 - - 13
Neither past due nor impaired
Low risk® 8,010 2,983 129 n122
High risk® 3z7 26 - 353
Total 8,637 3,010 129 1,776

W Low risk 15 defined as an asset with a probabdity of default of less than 10%
= High risk |s defined as an asset with a probability of default of 10% or more

The credit risk exposure from off-balance sheet items in 2019, mainly undrawn contractual lending commitments, was £12 2bn (2018 £12 4bn}

Gross loans and advances to customers of £17m were subject to active forbearance arrangements and were considered to be notimpaired on
the basis that the Group did not anticipate that the future expected cash flows of the gross ioans and advances would be impacted. Of this
total, £5m was included in ‘neither past due nor impaired’ and £12rm in ‘past due but not impaired”

Insurance risk

Tesco Bank 15 indirectly exposeq to msurance risks through its ownership of 49 9% of Tesco Underwriting Limited (TU), an authorised insurance
company Insurance risk 15 defined as the risk accepted through the prowsion of iInsurance products in return for a premium The timing and
quantum of the risks are uncertain and determined by events outside the control of Tesco Bank The key msurance risks within TU relate to
underwrit:ng rsk and reserving risk TU operates a separate framework to ensure that the TU insurance portfolio operates within agreed risk
appetite Tesco Bank closely monitors performance of the portfolio against specific thresholds and imits

Note 24 Customer deposits and deposits from banks

2015 2008
im Em
Customer deposits 10.465 9.245
Deposits from banks 1,663 1,539
12,128 10,784

Of which
Current 8.832 7.812
Non-current 3,296 2,972
12,128 10,784

Deposits from banks include labihties 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 Totat

£m im £m £m

At 2§ February 2017 (as previously reportedt 851 98 174 1,123
IFRS 15 restatement (Note 36) - - 13} (3
At 26 February 2017 (restated) 851 98 m 1120
Foreign currency translation 5 1 - 6
Amount released in the year 33 32} (14} {79)
Amount prowided in the year 153 157 all 521
Amount utibsed in the year 020} 046} {50} (316)
Unwinding of discount i3 ~ - 13
At 24 February 2018 869 78 318 1,265
Foreign currency translation 2 4] - 1
Acquired through business combination {Note 31) 40 - 4 44
Amount released in the year {68) (26) (196) (290)
Amount provided in the year 15 221 53 389
Amount utiiised In the year [4]t:1] (129) Mo {357)
Unwinding of discount 5 - - i5
At 23 February 2019 855 143 §9 1,067

The balances are analysed as fallows

2019 2018

£m £m

Current 320 544
Non-current 747 721
1,067 1,265

Property provisions
Property proevisions comprse onerous lease provisions, including leases on unprofitable stores and vacant properties. dilapidations provisions
and asset retirement obligation provisions

The caiculation of the value in use of the leased properties to the Group 1s based on the same assumptions for growth rates and expected
changes to future cash flows as those for Group owned properties, as discussed in detail in Note 11, discounted at the appropriate risk-free
rate The cost of exiting lease contracts 1s estimateq as the present value of expected surrenger premiums ar 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 requires the Group to either purchase the property or buy out the equity
ownership of the property at fair value No value is attributed to the purchase conditions since they are at far value. It s also assumed

that the Group is indifferent to purchasing the properties.

Based on the factors set out above, the Group has recognised a net onerous property provision charge i the year of £47m (2018 £120m},
compnsing & £115m charge and £68m release. largely relating to onerous lease contracts for fully impared properties and other onerous
contracts relating to properties

Of the net £47m (2018 £120m) onerous 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 iImpairment reversal of non-current assets and onercus property provisions’
The remaning £3m charge was not included in exceptional items

The Group has performed sensitivity analysis on the onerous lease provisions using reasonably possibte scenarios based on recent market
movements. Neither a half a parcentage pont increase nor decrease In the risk-free rate would result in a material change to the onerous
lease provisions

Onerous lease provisions will be utilised over the relevant lease terms. predominantly within the next 25 years

Restructuring provisions

Of the £195m net charge (£221m charge, £26m release) recognised i the year, £182m (2018- £102m) has been classified within exceptional
items as ‘Net restructuring and redundancy costs’ and related to store and head office restructuring in the UK & ROI£131m (2018 £102m),
Central Eurape £27m (2018 £nil). Asia £26m (2018 E£nil) and Tesco Bank £2m release {2018 £mil)

Other provisions

In prior financial years Tesco PLC and Tesco Freetime Limited. a wholly-owned subsichary undertaking of the Group. nitiated an appeal against
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 2019, HMRC's Solicitors Office confirmed that they would not appeal the ruling The Group has therefore
released the £176m provision within exceptional items, classified as ‘Freetime VAT provision release” within cost of sales.

On 1 QOctober 2018, the FCA 1ssued a warning notice to the Group in relation to an online fraudulent attack against Tesco Bank's detnt cards in
Novermnber 2016 The Group agreed to a settlernent payment of £16rm which was paid in the year

Other provisions also include provisions for Tesco Bank customer redress in respect of potential complaints arising from the histoncal sales
of PPI, and in respect of customer 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 ymplementing the redress campaigns and the final scope of any amounts payable During the current financial year, an additional charge of
£18m was recognised w the Group income statement within exceptonal items, classified as ‘Prowsion for customer redress’ within cost of
sales Refer to Note 4 for further details

Other provisions are expected to be utiised in the next financial year,
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Note 26 Share-based payments

The Group Income statement charge for the financial year recognised in respect of share-based payments 15 £118m (2018: £252m). which
15 made up of share option schemes and share bonus payments. Of this amount, £103m (2018 £128m) wil! be settied in equity and £15m
{2018 £124m)incash The movement of cash-settled charge with reference to the prior year i1s due to employees na longer being offered
cash-settled awards

Share option schemes
The Company had 10 share option schemes in operation during the financial year, all of which are eguity-settled schemes:

i The Savings-related Share Option Scheme (1381) permits the grant to colleagues of options in respect of ordinary shares kinked to a
buiiding society/bank save-as-you-earn contract for a term of three or five years with contributions from colleagues 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
subscription price of not less than 80% of the average of the midgle-market quotations of an ordinary share over the three dealing
days immediately preceding the offer date

il. The Irsh Savings-related Share Option Scheme {2000} permits the grant to ROI 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 colleagues of an amount
between €12 and €500 per four-weekly peried 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 ordinary share over the three dealing days
immediately preceding the offer date

i The Executive Incentive Plan (2004) permitted the grant of options in respect of ordinary shares to selected senior executives Options are
normally exercisable between three and 10 years from the date of grant for nil consideration No furtner cptions will be granted under this
scheme

v The Executive Incentive Plan (2014) permits the grant of options in respect of ordinary shares 1o selected senior executives as 2 proportion
of annual bonus following the completion of a required service period and 1s dependent on the achievement of corporate performance
and incividual targets. Options are normally exercisable between three and 10 years from the date of grant for ni consideration Full
details of this plan can be found in the Directors’ remuneration report

v The Perfarmance Share Plan {201} permets 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 rul consideration The vesting of options will
normally be conditional upon 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 exercisable between three and 10 years from the date of grant at a price not less than

the middle-market quotatton or average middle-market quotations of an ordinary share for the dealing day or three dealing days
preceding the date of grant The vesting of epticns will normally be conditiona! upon the achievement of a specified performance target
related to the annual percentage growth in earnings per share over a three-year perniod There were no discounted optiens granted

under this scheme

The Group Bonus Plan permits the grant of options in respect of ordinary shares to selected senior executives as a proportion of annual

bonus following the completion of a reguired service period and 15 dependent on the achievement of corporate performance and

individuai targets Options are normally exercisable between three and 10 years from the date of grant for ol consideration

vin The Long Term Incentive 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 will normatly be conditional upon the achievement of specified performance targets over a three-year period and/or
continuous employment

X The Booker Group PLC Savings 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 coileagues of an amount between £5 and £500 per four-weekly period Following completion
of the acquisiton of Booker Group PLC by Tesco PLC, Booker colleagues elected to roll over their existing options over Booker shares
under the Booker SAYE into equivalent aptions over ordinary shares in Tesco PLC {Tesco Shares) The options over Tesco Shares are
capable of being exercised at the end of the three vear penod st a subscription price equivalent to not less than 80% cf the average of
the middle-market quotations of a Booker 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 n respect of Booker Shares to selected
Booker senior colleagues {Booker PSP Options) Under the Booker PSP tax approved Company Share Option Plan options (Booker CSOP
Options} were also granted to selected Booker senior colleagues Following completion of the acquisiion of Booker Group PLC by Tesco
PLC, Booker semor coligagues elected to roll over their existing Booker PSP and Booker CSOP Options over Booker Shares into equivalent
options over Tesco Shares Booker PSP Options are normally exercisable between the third anmiversary of the oniginal date of grant and
10 years from the date of grant for nil consideration The vesting of options is normally congitional upen the achievement of specified
performance targets over a three year period and continuous employment Conditionzl on the vesting of the relevant Booker PSP Options,
Booker CSOP Options are normally exercisable between the third anniversary of the onginal date of grant and 10 years from the date of
grant at e subscription price equivalent to the market value of the Booker Shares at the time of grant

Vi
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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 (WAEP)

For the 52 weeks ended 23 February 2019

Booker Group PLC
Savings-related Irish Savings-related Nil cost Beoker Group FLC Performance Share
Share Opton Scheme Share Opbon Scheme  Share Option Scheme Savings Related Fian Scheme QOther Schemes™

{puions WAEP Opuions WAEP Optons  WAEP Options WAEP Qpuons  WAEP Opuons WAEP
Outstanding at 244,886,709 162.21 6,926,980 167.88 36,015,912 - - - - - 32,377,140 -
24 February 2018
Granted 60,220 486 18800 1925295 16800 411,459 - 15684386 14147 17446 916 - - -
Farfeited {25.820,506) 8817 11.215.830 17835 (6321392} - (1566612} 14559 (662,887 - (9.997503) -
Exercised 153.695.441) 15043 {1165,466) 15034 (4.726.490) - 14.290.079) 13106  {5.561682) - - -
Qutstanding at 215,591,248 168,04 6,470,978 175.06 25,377,129 - 9,827,705 14536 11,22Z,347 - 12,379,637 238.40
23 February 2019
Exercise price 150 00 to 150 00 to - 88 26 to - 3384010
range (pence) 32200 32200 163 76 4727 00
Weghted average
remainin
centractﬁal fe 246 2n i 189 C 9% 020
lyears)
Exercisable at 10,629,678 210.24 406,100 192.01 6,491,384 - £73,798 137.13 1,740,392 - 12,379,637 -
23 February 2019
Exercise price 150,00 to 150 00 to - 137 40 - 338 40
range {pence) 32200 32200
Weighted average
o e 043 0.43 616 035 - 020
years)

*  Other Schemes includes Approved Share Option Scheme {Approved), Unspproved Share Option Scheme (Unapproved) and tnternat:onal £xecute Share Option Scheme (Internationat
Respectvely WAEP for Outstanding at 24 February 2018 were 391 25p (2017 220 87p) 375 1Bp (2017 395 84p) and 375 69p (2017 387 17p) WAEP for Forfeited dunng the current financial
year were 416 94p (2018- 458 13p] 400 96p (20'8 446 Dip) and 396 04p 12018 439 33p) WAEP for Outstanding et 23 February 2019 were 338 40p (2018 391 25p} 338 40p (2018 375 18p)
and 338 40p (2018 375 69p) Share options ware axgrCiser ©n a regular basis throughout the financial year The average share price during the 52 weeks ended 23 February 2018 was

228 55p (2018 187 68p}

For the 52 weeks ended 24 February 2018

Booaker Group FLC
Savings-related Insh Sawings-related Nl cost Bogker Group PLC Periormance
Share Option Scheme Share Option Scheme Share Opuon Scheme Savings Related Share Plan Scheme Other 5chemes*

Options WAEP Options WAEP Options WAEP Options WAEP Opuons  WAEP Optiens WAEP
Outstanding at 256,862,881 168.91 6,339,307 179.46 27,640,320 - - - - - 47,965,090 -
25 February 2017
Granted 40314086 168 00 2,078,500 16800 10.838.726 - - - - - - -
Forfeited (471254000 20495 (1,47.619) 21817 {(1740.742) - - - - - 015,587,950} -
Exercised {5.164,858) 150 29 (19,208) 150 02 (722,792 - - - - - - -
Qutstanding at 244 886,709 162.21 6,926,980 167 88 26,015,512 - - - - - 32,377,140 -
24 February 2018
Exercise price 150.00 1o 150 00 to - - - - 338.40to
range (pence) 372 00 322.00 4zt 00
Weighted
average
remaining 248 262 816 - - - Db&toce79
contractual hfe
{years)
Exercisable at 4,482116 182.00 118,702 282.060 4,597,668 - - - - - 32,377.140 375.18to
24 February 2012 391.25
Exercise price 282 00 282 00 - - - - 3384010
range {pence} 427.00
weighted
average
remalilng c43 043 693 - - 0 Eg;g
contractual e
{years}

* Refer o previous table for fooinotes
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The fair value of share options 15 estimated at the date of grant using the Black-Scholes or Monte Carlo eption pricing medel The following
table gives the assumptions apphed to the options granted in the respective periods shown No assumption has been made to incorporate
the effects of expected early exercise

2019 201

SAYE Nil cost SAYE Nitcost
Expected dwidend yeld (%) 15-4.2% 15% 22-36% -
Expected volatihty (%) 29% 25-30% 29-32% 33%
Risk-free interest rate (%) 08-11% 0 B8-09% 08-10% 01-02%
Expected (ife of option {years) 3orb 3-8 Jors 3-6
weighted average far value of options granted {pence} 4101 68 04-180 35 4186 68 04-180 35
Probability of forferture (%) 7-11% - 7-1% -
Share price {pence) 21240 204 00 187 0C 180 35
Weighted average exercise price (pence) 0 68-188 DO - 168 0O -

Valatilty 15 a measure of the amount by which a price 1s expected to fluctuate duning a pericd The measure of volatility used in the Group's
option pricing models 15 the annuahsed standard deviation of the continuously compounded rates of return on the share over a period of
time In estimating the future volatiity of the Company’s share price, the Board considers the histonical volatility of the share price over the
most recent penod that i1s generally commensurate with the expected term of the option, taking into account the remaining contractual hfe
of the option

Share bonus and incentive schemes

Selected executives participate in the Group Bonus Plan a performance-related bonus scheme The amount paid to colleagues 15 based on
a percentage of salary end s paid partly in cash and partly in shares Bonuses are awarded to selected executves who have completed a
required service penod and depend on the achievernent of corporate and individual performance targets.

Selected executives partic:pate in the Performance Share Plan {2011) and the Long Term Incentive Plan (2015) Awards made under these plans
will normally vest on the vesting datel(s) set on the date of the award for nil consideration Vesting will normally be conditional on the
achievemnent 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
sharenolders Full details of these schemes can be found in the Directors’ remuneration report

The fair value of shares awarded under these schemes 1s their market value on the date of award Expected dividends are nat incorporated
into the far value

The number and weighted average fair value {WAFV) of share bonuses awarded during the financial year were

2Qi9 2615
Number of shares WAFV pence  Number of shares WAFY pence
Group Bonus Plan 16,489,286 24207 21.898.988 180.35
Performance Share Plan 25.570.973 254 79 24.638.928 180 G4

Note 27 Past-employment benefits

Pensions

The Group operates a variety of post-employment benefit arrangements. covering both funded and unfunded defined benefit schemes and
defined contribution schemes

Defined contribution
Defined contribution schemes are open to all Tesco empioyees in the UK

Under the Group’s defined contribution pension schemes. employees of the Group pay contrnibutions 1o an independently admimstered fund,
inta which the Group also pays contributions based upon a fixed percentage of the employee's contrnibutions The Group has no further
payment cbligations once its contributions have been paid Contributions paid for defined contribution schemes of £332m (2018. £316m)
have been recognised in the Group income statement This includes £310m (2018 £108m) of salanes paid as pension contributions

Defined benefit schemes

The Group has a defined benefit pension deficit of £2.808m (2018: £3,282m), comprising & number of schermes The most significant of these
are for the Group's empioyees in the UK. which are closed to future accrual, and ROl The defined benehit pension deficit in the UK represents
96% of the Group deficit (2018 96%).

Business combinations

On 5 March 2008 the Group acquired Booker, which has three UK defined benefit pension schemes The Booker Pension Scheme, closed to
future accrual, is the primary scheme. with two smaller closed schemes relating to retail partners Budgens and Londis The combined defined
benefit pension deficit acquired on business combination was £22m

Guaranteed minimum pension

On 26 October 2018 a high court judgement was handed down regarding the Lioyds 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 mimmum pensions (GMPs) receive the same benefits regardless of their gender This change
impacts GMP tenefits accrued between 1990 and 1997 The trustees of the Group’s UK schemes are censidering the impact of the jJudgement
on scheme habilities and indivicual members, and at 23 February 2019 this work 1s ongoing

In consultation with ngependent actuarnes, the Group has estimated the financial effect of equalising benefits to increase the Group
accounting pension deficit by £43m This has been recogmsed as a past service cost, and 1$ presented as an exceptional itewr i Lhe inone
statement (Note 4)

Tesco PLC Annugl Report and Financial Statements 2019

143



144

Notes to the Group financial statements continued

Note 27 Post-employment benefits continued

United Kingdom
The principa) plan withun the Group is the Tesco PLC Pension Scheme [the Scheme), the assets of which are held as a segregated fund and
admirustered by the Trustee.

The: Scheme is established under trust law and has a corporate trystee that 1s required to run the Scheme in accordance with the Scheme’s
Trust Deed and Rules and to comply with all relevant legistation, Responsitility for governance of the Scherme hes with the Trustee The Trustee
1s & company whase directors comprise

. representatives of the Group. andg
n representatives of the Scheme participants, in accordance with its articles of association and UK pension law

Scheme furding

The Group considers two measures of the pension deficit The accounting position is shown on the Group balance sheet The funding position,
calculated at the trignnial actuanal essessment. is used 1o agree contnbubions made to the schemes The two measures wil 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 hability, whereas the accounting position calculated under

1AS 19 discounts liabilities based on corporate bond yieids

The most recent triennial actuarial assessment of the Scheme was performed on 31 March 2017 using the projected urit credit methoad
The funding position was a deficit of £3.016m The market value of the Scheme’s assets was £13141m and these assets represented 81% of
the benefits that had accrued to members. after allowing for expected increéases in pensions in payment.

The Group has a plan to fund the Scheme pension deficit and 10 meet the expenses of the Scheme. Annual contributions of £285m for 10
years from Apri 2018 were agreéed. with contributions being assessed at the next trienmial review The expenses for the year, which include the
Pension Protection Fund levy, were E23m (2018 £25m) In the event that the Pension Pratection 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 least £575m

The last Booker Pension Scheme triennial valuation showed a funding deficit of £4im at 31 March 2016, with agreed contributions of £5m
per annum for six years from 1 April 2017. No contributions were required for the Budgens or Londis schemes

IFRIC 14
The Group 1s not required to recognise any additional liabities in relation to funding plans, or limit the recognition of any surpluses, as any
future economic benefits will be available to the Group by way of future refunds or reductions ta future contributions

Maturity Profite of Obligations
The estimated duration of the Scheme obligations (s an indicator of the weighted average term of benefit payments after discounting.
For the Scherne this is 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 life of the Scheme 15 shown below

The habilites heid by the Scheme as at 3i March 2017, the date of the fast triennial valuation. are broken down as follows

%
Deferred 81
Pensicner 19
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Risks

FInancial statements

The Group bears a number of risks in relation to the Scheme, which are described below

Risk Dascription of risk

Mitgation

Investment The Scheme’s accounting liabilities are
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 funding valuatinn,
this may require additional contributicns to
be made by the Group.

The Trustee and the Group regularly monitor the funding position and
operate a diversified investment strategy

The Trustee and Group take a balanced approach to investment risk.
and use a long-term plan to manage investment risk

The Scheme’s benefit obligations are linked 10
inflaton A higher rate of expected long-term

Inflation

inflation will therefore fead to higher hatilities,

both for the 1AS 19 and funding li3bility,

If the Scheme's funding liability Increases.
this may require additiona! contributions to
be made by the Group

As part of the investment strategy the Trustee aims to mitigate this

risk through investment in a liability-driven (nvestment {LDI) portfolio
The portfolo invests in assets which ingrease in value as flation
expectations increase This mitigates the impact of any adverse
movement in long-term infiation expectations

The Scheme's haldings are designed to hedge against inflatwon risk up

to the value of the funded hiabilities.

Additionalty, changes to future benefits were introduced in June 2012 to
reduce the Scheme’s exposure to inflation risk by changing the basis for
calculating the rate of increase (n pensions to CPJ [prewviously RPI)

A decrease in carporate bond yelds wall
increase the accounung deficit under 1AS5 19
Similarly, a decrease in gilt yields will have an
adverse impact on the funding position of the
Scheme This may lead to addstional
contributions to be made by the Group

Interest rate

As part of the iInvestment strategy the Trustee aims to mitigate this risk
through investment 1n a habibity-driven investment (LDI} portfolio

The portfolio mvests in assets which increase 10 value as interest rates
decrease The Scheme’s holdings are designad to hedge against interest
rate risk up to the value of the funded labiities

Because the am of the portfolio 15 to mitigate risk for the funding
position, ineffectiveness in hedging for the accounting deficit under

1A% 19 can anise where corporate bond and gilt yields diverge This s
partially offset by Scheme holdings in corporate bonds

Life expectancy The Scheme's obligations are to provide
benelits for the hfe of the member and so
increases in life expectancy will tead to

higher habities.

To reduce this risk, changes to future benefits were introduced n
June 2012 to increase the age at which members can take their full
pension by two years

The Trustee and Group regularly monitor the smpact of changes

in longevity on Scheme obligations

The Operations and Audit Pensions Committee was established to further strengthen the Group's Trustee Governance and provide greater
oversight and stronger internal control over the Group's risks. The Group Pensions Committee was also set up to provide an adcitional layer
of governance and risk management Further mitigation of the risks 1s provided by external adwsors and the Trustee who consider the
funding positian, fund performance and impacts of any regulatory changes

Scheme principal ossumptions
FInanclal assumptlons

The major assumptions, on a weighted average basis. used by the actuanies to value the defined benefit obligation of the Scheme were as follows

2019 w018

% %

Discount rate 28 29

Price inflation 3t 31

Rate of increase in deferred pensions’ 2t 21
Rate of increase i pensons in payment”

Benefits accrued before 1 June 2012 29 29

Benefits accrued after | June 2012 22 22

* Inexcess of any guaranteed mirimum pension {GMP) element

Mortality assumpticns

The Groug, in consultation with an independent actuary, conducted a mortality anaiysis under the Scheme as part of the trienmizl actuanal
valuation process Subsequent to this analysis, the Group adopted the best estimate assumptions for the calculation of the 1AS 19 pension

liability for the main UK scheme

The mortality assumptions used are based on tables that have been projected to 2017 with CMI 2016 :improvements In addition, the
allowance for future mortality improvements from 2017 have been updated to be in hne with CMI 2017, with a fong-term improvement rate

of 1.25% per annum

The base tables used in calculating the mortality assumptions are different for various categories of members, as shown below

Pensioner Non-Pensioner

Male Staff
Senior Manager
Female Staft

Senior Manager

305% of SAPS 52 Nermal
B7% of SAPS §2 Normal Light
98% of SAPS $2 All

B86% of SAPS 52 All

100% of SAPS $2 Normal
85% of SAPS $Z Norrmal Light
100% of SAPS S2 All

85% of SAPS 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 hfe of an average member retiring at age 65 at the reporting date and a mermnber reaching
age 65 at the reporting date +25 years A comparison between the two retiree dates illustrates the expected improvements in mortality over

the next 25 years

2019 2018
Years Years
Retiring at reporting date at age 65. Mate 23 22.3
Female 40 240
Retinng at reporting date +25 years at age 65 Male 237 238
Female 260 260
Sensitlvity analysis of significant actuarial assumptions
The sensitivity of significant assumptions upon the Scheme defined benefit obhgations are detailled below
2019 2018
Discount rate Inflation rate Discount rate inflation rate
Financial assurnptions - Increase/{decrease) n UK defined benefit obligation £m £m £m Em
impact of 0 1% increase of the assumption {401 334 (388) 339
Impact of 0 1% decrease of the assumption 401 (309 404 {323}
Impact of 1 0% increase of the assumption (3.4061) 3.607 (3377 3.651
Impact of 1 0% decrease of the assumption 4,709 {2.839) 4.718 (2,876)
1018 2018
Mortality assumptions - [ncrease/{decreasel in UK defined benetit obligation £m £m
Impact of 1year increase in longevity 685 630
{685) {630}

Impact of 1 year decrease (in longevity

Sensitivities are calculated by changing the:elevant assumption whilst holding all other assumptions constant. The sensitivities reflect

the range of recent assumption movements, and illustrate that the financial assumption sensitivities do not move in a linear fashion

Movements in the defined benefit obligation frorm discount rate and infiation rate changes may be partially offset by movements in assats

Overseas

The most significant overseas scheme s the funded defined benefit scheme which operates in ROI, Anwndependent actuary, using the
projected unit credit method, carried out the fatest actuarial assessment of the ROl scherne as at 23 February 2019, At the financial year end,

the 1AS 19 deficit relating to ROl was £106m (2018 £104m}

Post-employment benefits other thon 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 tiability as at 23 February 201¢ of £9m (2018. £1'm) was determined in accordance with the advice of iIndependent actuaries
During the financial year. Eml {2018: £nil) has been charged to the Group income statement and £mil (2018 £Im) of benefits were paid

Plan assets

The Group's pension schemes hold assets that both prowvide returns and mitigate risk, including the volatility of future pension payments

The table below shows a breakdown of the combined investments held by the Group’s schemes

2018 2018
Quoted Ungquoted Total Quoted Unquoted Tatat
m £m £m % £m £m £m %
Equities
UK 203 - 203 ¥ 284 - 284 2
Europe 684 - £84 5 823 - 823 6
Rest of the world 4,224 - 4.224 28 3,828 - 3,828 29
5111 - 5,111 34 4,935 - 4,935 37
Bonds
Government 1174 - 1174 8 1.029 - 1029 8
Corporates - investment grade 648 - 648 4 487 - 487 3
Corporates -~ non-investment grade 2 - 2 Q 7 - 7 0
1,824 - 1.824 12 1,523 - 1,523 11
Property
UK 83 1.032 115 ? - 917 917 7
Rest of the wordd & 423 429 3 - 381 381 3
89 1,455 1,544 10 - 1,298 1,298 10
Alternative assets
Hedge funds 2 i:x] 385 3 - 405 405 3
Prvate equity - 851 B85t & - 694 694 5
Other 230 827 1,057 7 14 740 754 6
232 2,081 2,293 16 14 1,839 1,853 14
Llability Driven Investment (LDI) portfolios 3,695 287 3,982 26 3,301 (24} 3,217 25
Cash 00 - 300 2 349 - 349 3
Total fair value of assets 11,251 3,803 15,054 100 10,122 3,113 13,235 100

Quoted assets are those with a quoted price In an active market
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Financlal statements

The LDI category consists of assets. including gilts and index-linked gilts, of the value of £6,683m {2018: £5,912m) and associated repurchase
agreements and swaps of £(2,700m (2018, £(2 635)m) Other denvatives are included 1n the asset category to which they relate, reflecting the
underlying nature and exposure of the derwative

The plan assets include £198m (2018 £185m) relating to property used by the Group Group property with net cariying value of £489m
(2018 £509m} (Note 11) and a value to the Scheme of at least £575m (2018 £575m) is held as security i favour of the Scheme

Movement in the Group pension deficit during the current financial year

Fair value of plan assets Defined benefit obligation Net defined benefit surplus/{deficin}
2019 2018 2019 2018 2019 2018
£m fm £m im £m Em
Opening batance 13,235 13,196 {16,517} (19617} {3,282} {6,621
Current service cost - - {35) (38B) {35) {38)
Past service cost - - {43) - (43} -
Finance income/(cost) 395 326 1485) (488) {88} (162)
Included in the Group income statement 396 326 {563} 526} {167) 200}
Remeasurement gain,/lloss)
Financial assumptions gain/{loss} - - (478) 2.190 (478) 2,190
Demographic assumptions gain/(loss) - - {51 680 {51) 680
Experience gain/(loss) - - {39 452 {39 452
Return on plan assets excluding finance income 532 (57 - - 932 BT
Forewgn currency translaticn (3) 8 3 113) - (5)
Included in the Group statement of comprehensive 929 (493 (565) 3,309 364 3,260
income/(loss)
Member contributions 2 2 (2) {2) - -
Emptoyer contributions 33 34 - - 33 34
Additional employer contnbutions 266 245 - - 266 285
Benefits paid (547) (519 547 519 - -
Acquired through business combtination (Note 31 740 - 762} - {22) -
Other movements 494 {238) (217) 597 277 279
Closing balance 15,054 13,235 17,862) 18,517) (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
2009 2018
Qrdinary shares of 5p each Ordinary shares of 5p each
Number m Number £m
Allotted, called up and fully paid:
At the beginning of the year 8,192,116,619 410 8,174,932,553 409
Share options exercised 41,525,096 2 5,84 066 -
Share bonus awards issued 12 0G0 000 1 12,600,000 1
Shares 1ssued for the acquisition of Booker 1.547.854 B46 77 - -
(Note 31)
At the end of the year 9.793,496,561 490 8,192,116,619 410

During the fingncial year. 415 million (2018: 5.2 millon) ordinary shares of 5 pence each were 1ssued in relation to share options for an
agaregate consideration of £60m (2018 £8m), 12 O million (2018: 12.0 million) ordinary shares of 5 pence each were 1ssued in retation to
share bonus awards and 1.548 mililon orcinary shares of 5 pence each were 1ssued as a result of the acquesition of Booker

The shares issued as consideration for the acquisition of Bocker were valued at £3,127m based on the published share price an 2 March 2018
of 202 0 pence with £77m recognised as share capital and the remaining £3,050m recognised as merger reserve. included within other
reserves on the Group statement of changes in equity Refer to Note 31 far further details.

The Group has a share forfeiture programme following the completion of a tracing and notificatian exercise to any shareholders who have not
had contact with the Company over the past 12 years in accordance with the provisions set out i the Company's Articles of Association
Under the share forfeiture programme the shares and dividends associated with shares of untraced members are forfeited. with the resulting
proceeds transferred to the Group to use for good causes in ine with the Group's corporate responsibility strategy Ouring the financial year,
the Group received £nil (2018 £3m) proceeds from sale of untraced shares and £mil (2018- £2m) wnite-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 a mawmum in aggregate of 977 2 millon {2018 817 5 mullion}
ordinary shares before the Annual Generat Meeting 2019 on 13 June 218

The holders of ordinary shares are entitled to receive dwdends as declared from time to time and are entitled to one vote per share at
general meetings of the Company
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Notes to the Group financial statements continued

Note 28 Called up share capital continued

Own shares purchosed

Own shares represent the shares of Tesco PLC that ere held in Treasury or by the Employee Benefit Trust Own shares are recorded at cost
and are geducted from equity

The own shares hekd represents the cost of shares in Tesco PLC purchased from the market and held by the Tesco Internat:onal Employee
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 Internatignal Employee Benefit Trust at 23 February 2019 was 68 1 mithon (2018 15 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 related parties, have been eliminated on consolidation and are not
disclosed in this note. Transactions between the Group and 1its joint ventures and associates are disclosed below

Transactions

Joint ventures Associates
2019 2008 209 2018
Em £m Em Em
Sales to related parties 486 474 - _
Purchases from related parties 376 396 20 18
Dividends receved 29 15 12 n
Ijjection of equity funding il 21 - -

Sales to related parties consist of senices/management fees and loan mterest

i
Purchases from related parties include £280m (2018 £275m) of rentals payable to the Group’s joint 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 disciosed in Note 27

Balances
Joint ventures Associates

019 2018 2018 208
Em Em £m £m
Amounts owed to reiated parties 20 0 - —
Amounts owed by related parties a7 27 - -
Loans 1o related parties (net of deferred profits)” 133 138 - -
Loans from related parties (Note 21) - 3 - _

* Loansto related parues of £133m (2018 £138m) are presented net of deferred profits of £54m (2018 £54m) histoncally ansing from the sale of property assets 1o joint ventures For loans
to refated parties, a 12-month expected credr 05515 recorded oninitiat recognition The eapected credit loss was iImmatensl a5 at the current reporting date

A number of the Group’s subsidiaries are members of one or more partnerships to whom the provisions of the Partnerships {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
Members of the Board of Directors and Executive Committee of Tesco PLC are deemed to be key management personnel

Key management personnel compensation for the financial year was as follows

2019 2018
£m Em
Salaries and short-ierm benefits 17 17
Pensions and cash in leu of pensions 2 2
Share-based payments 13 9
Joining costs and 1058 of office costs 1 4
33 42

Attributable to
The Board of Directors (iIncluding Non-executive Cirectors) 10 12
Executive Committee {members not on the Board of Directors) 23 30
33 42

Of 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
personal loan balances accounts
Number of key Number of key
anggement management
personnel £m personnel £rm
At 23 February 2019 3 - 10 2
At 24 February 2018 7 1 5] -
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Note 30 Analysis of changes in net debt

At Farelgn Interest Other At
24 February IFRS 9 Fawr-value exchange Incame/ nen-cash 23 February
2012 adjustment” Cash flow movements movements [charge) mavements Fin)ic)
£m £m £m £m £m Em £m £m

Total Group
Bank and other borrowings (8,318} - 1,496 {136) {6} {43} - {7.007)
Finance lease payables {122 - 17 - 2) - 22 1129)
Net derwative financial instruments 465 - (35) 128 - 20 - 578
Arising from flnancing activities (7,975} - 1.478 {8) [} (23} (22) {6.558)
Cash and cash equivalents 4,059 - (1.158) - 15 - - 296
Short-term investments 1029 - (639) - - - - 390
Joint venture loans 138 13 (5] - - - 13 133
Interest and other recewables 1 - (18) - - 18 - 1
Interest payables (187} - 306 - (2} (259) - {136)
Net derivative interest 16 - - - - 13} - 13
Total Group (2,913} (13} (36) (B) 5 (267} {9) 13,241)

Tesco Bank
Bank and other borrowings {1.584) - 154 g - - - (1429
Net dervative financial instruments {42 - - 13 - - - {29)
Arising from financing activities {1,6286) - 154 22 - - - 11,4509
Cash and cash equivalents 1,304 - 261} - - - - 1043
Joint venture loans 34 - (S} - - - - 28
Interest payables - - 5 - - 5) - -
Tesco Bank (288) - {107} 22 - (5} - {378}

Retail

Bank and other borrowings {6.734) - 1342 {145) (3] (43} ) - (5,586)
Finance lease payables 022 - 17 - (2} - (22) (129)
Net derwative financial instruments 507 - {35} n5 - 20 - 607
Arising from financing activities {6,349) - 1,324 130) e} (23} (22} (5,108}
Cash and cash equivaients 2,755 - (897} - 15 - - 1873
Short-term investments 1,079 - {639} - - - - 390
Joint venture loans 104 (13 - - - - 13 04
Interest and other receivables 1 - (18} - - 8 - 1
interest payables (s - am - {2) (254) - {136)
Net dervative interest 16 - - - - {3} - 13
Net debt (2,625} {13) 71 (30) 5 {262) (9} 2,863)

* Impact of adopting IFRS ¢ &35 explained n Note 1 and Note 36

Net debt excludes the net debt of Tesco Bank but includes that of discontinued operations Balances and maovements in respect of the total
Group and Tesco Bank are presented to allow reconcifiaton between the Group halance sheet and the Group cash fiow statement.
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Notes to the Group financial statements continued

Note 30 Analysis of changes in net debt continued

Re-

Non-cash classification of

At Foreign Interest Other  movemens  movements in AL
26 February Far valuge exchange meoma’ non-cash - Turkey retgentafthe 24 February
2017 Cashilow movements movements chargal  movements disposal  disposal group 2018
£m £m £m* im £m £m £m £m £m
Total Group
Bark and other borrowings N.712) 3,408 91 (49) (56) - 73 73) (8.3i8)
Finance lease payables {na) 10 - {2) - (16) - - nz2)
Net dervative financial instruments 893 (253} {195) - 20 -~ - - 465
Arising from financing activities (10,933} 3,165 {104) (51 (36} 8] 73 (731 {7,979)
Cash and cash equivalents 3.821 n2 - 15 - - - 1 4,059
Short-term investments 2727 {16871 - M - - - - 1.029
Jomt venture loans 137 - - - - 1 - - 138
Interest and other recewvables 1 (27 - - 27 - - - 1
Interest payables (167 351 - 3 {362 - 3 3l (181
Net derivative interest 28 (23) - - n - - - 16
Net debt of the disposal group (65} - - - - - - 65 -
Total Group {4.451) 1,981 (104} (40} (360) (15) 76 - 12,9133
Tesco Bank
Bank and other borrowings {1,440} 1s0) 6 - - - - - {1,584)
Net denvative financial mstruments (105) - 63 - ~ - - - 42)
Arising from financing activities 11,545} 150} 69 - ~ - - - 11,626}
Cash and cash equivalents 789 515 - - - - - - 1304
Joint venture toans 34 - - - - - - - 34
Interest payables - 4 - - {4} - - - -
Tesco Bank 1722) 369 69 - (4) - - - {288)
Retail
Bank and other barrowings {10,272) 3.558 85 (49) (56) - 73 (73)  (8.734)
Finance lease payables a4 [+) - (2} - (16) - - f1z22)
Net derivative financial instruments 998 (253} {258) - 20 ~ - - S07
Arising from financing activities 19,388) 3,315 73y (51 36) (16) 73 (73)  (6.349)
Cash and cash equivalents 3.032 (303} - 5 - - - 1] 2.785
Short-term investments 2.727 1.697 - V)] - - - - 1.029
<Joint venture loans 103 - - - - ] - - 104
Interest and other recevables 1 27 - - 27 ~ - - 1
Interest payables (167 347 - (3} {358) - 3 t3) asn
Net dervative interest 28 23) - - n - - - 16
Net debt of the disposal group {65) = - - - - - 55 -
Net debt {3,729} 1,612 {173} (40} (356} {15} 76 - (26251
Reconciliation of net cash flow to movement in Net debt
2009 08
Em £m
Netincrease/ldecrease) in cash and cash equivalents 1158} 212
Elimination of Tesco Bank movernent in ¢ash and cash equivalents 261 515}
Retail cash movement in other Net debtiterms
Net increase/(decrease) in short-term investments (639} (1.697)
Net increase/{dacrease) in yoint venture toans - -
Net increasel/decrease in borrowings and lease financing 1,359 3568
Net cash flows from darvative financial instruments (35) 253)
Net interest paid on components of Net debt 283 297
Change in Net debt resulting from cash flow n 1,612
Retall IFRS 9 adjustment (3) -
Retail net interest charge on components of Net debt (262) (356)
Retan fair value and foreign exchange movements (25) (213
Debt disposed on disposal of Turkish operations - 76
Retail other ngn-cash movements 9 115)
{increasel/decrease in Net debt (238} 1,104
Opening Net debt {2 625) {3.729)
Closing Net debt {2,863) (2,625)
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Note 31 Business combinations

Financial statements

On 5 March 2018, the Group acquired a 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 selling 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 financial synergies through both revenue

a8na cost synergies

The transaction has been accounted for as an acquisition of a business 1n accordance with IFRS 3 'Business Combingtions' The total
consideration of £3,993m was satisfied by cash, shares and other items as detalled in the table below Booker shareholders received
0 861 Tesco PLC ordinary shares and 42 6 pence in cash per Booker share held A total of 1,548 millon new ordinary shares of the Company
have been 1ssued as a result of the transaction, with new shares carrying equal voling and distribution rights as the cxisting ordinary shares

The fair value of the shares is based on the published share price on 2 March 2018 of 202.0 pence

The cons:deration and cash fliow impacts of acquisitions in the current financ:at year are reflected below

Cash flow statement

Cash outflow frem

Conswderation  QOperauing cash flows  Investing cash flows major acquisilion
Em £m Em £m
Acquisition of Booker
Cash consideration 766 - (756) (766)
Equity shares issued 3127 - - -
3,893 - (766) (766)
Fair value of Booker's share plans acquired a3 - - -
Dimidend paid to Booker shareholders &7 - 67) (67)
Acquisition costs paid ' - 143) - (43)
Less cash acquired - - 129 129
Total Booker 3,993 (43) (704) (747}
Acquisition of another subsidiary 1 - 1) -
Total acquisitions 4,004 {43) (715} {747)
The fair vaiue of assets and fiabilities recognised as a result of the acquisition of Booker are as follows
Fair value
£m
Property, plant and equipment 3726
Acquired intangible assets 795
Asset held for sale 34
Cash and cash equivalents 129
Trade and other receivables 173
Inventories 357
Deferred tax (128)
Trade and cther payables 663)
Non-current kabilities ng)
Provisions (44)
Post-employment benefit obligations (22
Total 900
Googwill 3 G93
Purchase consideration 3,893

The goodwill is primanly attriputable to synergies, new customers, the acquired workforce and business expertise None of the goodwillis
expected to be deguctible for tax purposes Acquired intangible assets compnise caterng customer relationships of £657m. retail customer
refationstups of £58m brands of £30m and a property-refated purchase option vatued at £10m The customer relationships and brang assets
are amorttsed over 9 to 15 years Refer to Note 10. The amortisation charge on the acquired intangibles 1s 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 contractual

amount for trade recevables due was £132m. of which £9m 15 expected to be uncollectable

Booker contributed revenues of £5,826m and net prafit after tax of £122m to the Group from 5 March 2018 to 23 February 2019 The £122m
profit includes the impact of consoldation adjustments, primaridy £74m of amertisation expense on acgurred intangible assets If the
acquisition had accurred 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 2819 (52

weeks ended 24 February 2018 £21m)
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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 £116m). principally
relating to store development

Contingent liabilities

There are a number of contingent liabiities that anse i the normal course of business, which if realised, are not expected to resultin a
material habnlity to the Group The Group recognises prowisions for habitities when 1t is more likely than not that 2 settiement will be required
and the value of such a payment can be rehably estimated

As previously 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 in 2014, and purport to have secured third party funding
for such htigation In this regard, the Group has receved two high court claims against Tesco PLC The first was received on 31 October 2016
from a group of 112 investors (now reduced to 78 investors) and the second was receved on 5 December 2016 from an nvestment company
and a trust campany The merit, hkely outcome and potential impact on the Group of any such libgation that either has been or might
potentially 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 htigation as at the date of this disclosure

Prior to the disposal of its Korean operations {Homeplus), Tesco PLC provided guarantees in respect of 13 Homeplus lease agreements in
Korea In the event of termsnation of the relevant lease agreement by the landiord due te Homeplus' default Entities controlled by MBK
Partners and Canada Pension Plan Investment Boarc (CPPIB), as the purchasers of Homeplus, undertook to procure Tesco PLC's release from
these guarantees following the disposal of Homeplus Five guarantees currently remain outstanding. This hiabiiity decreases over time with all
relevant leases expiring in the period between 2027 and 2031 The maxmum potential liability under these outstanding guaranitees is between
KRW 229bn (£156m) and KRW 377bn (£256m) In the event that the guarantees are called. the potential economic outflow is estimated at

KRW 167bn (E114m). with funds of KRW 73bn {£50m) placed in escrow to provide the primary payment mechanmism for these guarantees The
net potential outflow to Tesco is therefore estimated at KRW 94t (£64m). Additionatly. 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, a5 disclosed in the Praspectus 1ssued 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 evalved since
originally 1ssued, the Group does not believe the claims are likely to lead to 8 material outflow of funds

As previously reported. Tesco Stores Limited has receved claims from current and former Tesco store colleagues alleging that their work is of
equal value to that of colleagues working m Tesco's distribution centres and that differences in terms and conditions relating to pay are not
objectively justifiable The claimants are seeking the differential between the pay terms looking back. and equivalence of pay terms moving
forward At present, the likely nurnber of claims that may be receved and the merit, likely outcome and potential impact on the Group of any
such litigation Is subject to a number of significant uncertainties and therefore, the Group cannot make any assessment of the likely outcorne
or quartum of any such hitigation as at the Qate of this disclosure. There are substantial factual and iegal defences to these claims and the
Group intends to defend them

Subsidiary audit exemptions
The following 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 4794 of the Act

Name Company number Name Company Number HName Company Number
Tesco International Internet Retahng Urited 00041420 One Stop Convenience Stores Limited 02867178 Armitage Finance Uniimited 05966324
(iions Newsagents Limited 0Gi40624 NutnCentre Limitéd 026028894 Spen Hiil Regeneration Limsted G5418300
One Stop Community Stores Limitad 00198980 Tapesitver Limited 05205362 Tesco Red {3LP) Limited 10127765
Paper Chain [East Anglia) Limited Q0256555 Tesco FFC Limited 08859202 Tesco PENL Lirmited 08479938
Cullen’s Stores Limited Q0279206 Tesco Mobile Communicatians Limitad Q4780729 Tesco Agqua (GP) Limited 05721854
Stewarts Supermarkets Qrmited GO293400 Tesco Mobite Serwces Limited 04730734 Tesco Red (GF) Limited O57630
Europa Foods Limteg 00658774 Spen Hill Developments Limited 04827219 Tesco Aqua {3LP) Limited 08847521
Gibbs News Limited 007445680 Launchgrain Limted 05260856 The Teseo Aqua Limited Partnership  LPONS20
T45 Stores Limited 01228935 Buttoncable Limited 05294246 The Tesco Red LUmited Partnership  LPONIS22
Day and Nite Stores Lamited Q46058 Buttoncase Limited 05298851 Faraday Properties Limited SCHD40H
Adminstore Lemited 01882853 Tesco Aqua (FinCol) Limited 05888959 Wrn Low Supermarkets Limited 5CN9497
Spen Hill Management Limited 02460426 Tesco Gateshead Properties Limited 08312535 Spen Rl Properties (Holdings) PLC 02412674
Tesco TLB Finance Limited 045967622 Teseo PEG Lirruted 06480308 Cheshunt Finance Unlimited 08807552

Tesco PLC will guarantee all outstanding habilities that these subsidiaries are sUDIECt 1O as at the financial year ended 23 February 2018 in
accordance with section 473C of the Act, as amended by the Companies and Limited Lisbiity Partnerships (Accounts and Audit Exemptions
and Change of Accounting Framework) Regulations 2012

Tesco PLC has irrevocably guaranteed the habilites and commitments of the following insh subsichary undertakings, which have been
exempted pursuant to Section 357 of the Companies Act 2014 of Ireland from the provisions of Section 347 and 348 of that Act. Monread
Developments Lirited, Edson Properties Limited: Edsen Investments Limited: Cirrus Finance {2009) Limited: Commercial Investments Limited:
Chirac Limited; Ciondalkin Properties Limited; Tesco lreland Pension Trustees Limited; Orpingford Unlimited Company: Tesco Trustee
Company of ireland Limited: WSC Properties Limited, Thundndge Unlimited Company. Pharaway Properties Limited: R J.D Holdings Uniimited
Company. Nabola Development Umited, PEJ Property Investments Limited. Cirrus Finance Limited: Tesco Ireland Limited: Wanze Properties
(Dundalk) Limited; Tesco Ireland Holdings Limited, and Tesco Mobile Ireiand 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 28 February 2019, Tesco Bank had contractual lending commitments totaling £12 2bn (2018 £12 4bn). The contractual amounts represent
the amounts that would be at risk should the avaable facilities be fully drawn upan and not the amounts at risk at the reporting date

Note 33 Tesco Bank capital resources
The following tables analyse the regulatory capital resources of Tesco Personal Finance PLC (TPF). being the reguiated entity at the reporting

date.

2008
2019 {restated)
£m £m

Common equity tier 1 capital*
Shareholders' funds and non-controlling interests, net of tier 1 regulatary adjustments 1.439 1502

Tier 2 capital:

Qualifying suberdinated debt 235 235
Other interests - 99
Total tier 2 regutatory adjustments (29) {34)
Total regulatory capital 1645 1.802

On 27 Jure 2013, the final Capital Requirements Directive IV (CRD IV} 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 implementation 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 commaon equity tier 1 capital during the financial year 1s analysed as follows, 2018
2019 {restated}t

£rn Em

At the beginning of the year 1,502 1,381
Inityal apphcation of IFRS 15 - 14
At the beginning of the year frestated) 1,502 1,395
Initial apphication of \FRS 9 {166) -
Share capital and share premium - -
Profit attributabie to shareho!ders” 136 127
Other reserves (15) 6
Crdinary dvidends 60 (50)
Movement in matenial holdings - 3
Increase in intangible assets 47 9
Cther - Tier | - -
At the end of the year, excluding CRD IV adjustments 1,444 1,510
CRD IV adjustments - deferred tax {assets)/liabihties related to intangble assets (S) {8
At the end of the year, including CRD IV adjustments 1,439 1,502

* Profit gttributable 1o shareholders restated for IFRS 15 [previousty £130m}

It 15 the Group's policy te maintain a strong capital base, to expand 1t as appropriate and to utiise it efficiently throughout its actvities to
optimise the return to shareholders while maintasming a prudent refationship between the capital base and the underlying risks of the
business in carrying out this policy, the Group has regard to the supervsory requirements of the PRA

Note 34 Lease commitments

Finance lease commitments — Group as lessee

The Group has finance leases for various items of plant, equipment. fixtures and fittings There are also a small number of buildings that are
held under finance leases. The fair value of the Group's lease obligations approxmate their carrying value

Future mirvmum lease commitments under finance feases and hire purchase contracts. together with the present value of the net mmimum

lease commiments, are as follows
Mirimum lease commitments

2019 2018

£m £m

Within cne year 44 20

Greater than one year but less than five years 40 67

After five years 127 12G

Total minimum |ease commitments m 207

Less future finance charges {82) {85)

Present value of minimum lease commitments 129 122

Present value of net minimum
lease commiments

2019 2018

£m Em

Withi one year 36 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 38 12

Non-current g3 no

129 122

Tesco PLC Annual Report and Financial Statements 2019 153



154
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Note 34 Lease commitments continued

Qperating lease commitments — Group as iessee
Future undiscounted minimum lease commitments under non-cancellable operating leases are 8s follows

2019 2018

£m £m

within one year 1148 (077
Greater than one year but less than five years 3.536 3.552
After five years 6.688 6.768
Tetal undiscounted minimum lease commitmants 1,372 11,417

Future undiscounted minimum lease commitments under non-cancellable operating leases after five years are analysed further as follows

2019 208

£m £m

Greater than five years but {ess than 10 years 3.3t 3.035
Greater than 10 years hut less than 15 years 19786 2.008
After 5 years 1,581 1,745
Total undlscounted minimum lease commitments — after five years 6,688 6,788

The Group has used operating lease commitments discounted at 7% (2018 7%) of £6.999m (2018. £6,931m) in its calculation of 1¢tal
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. primarily due to differences in the discount rates used and the treatment of
additional lease rentals arising from contracts that contain extend or buy conditions

Operating lease commitments represent rentals payable by the Group for certain of its retail, distnbution and office praperties and other
assets such as motor vehicles The leases have varying terms, purchase options, escalation ¢lauses and renewal rights. Purchase options
and renewal rights, where they occur, are at market value Escalation clauses are in line with market practices and include inflation-linked,
fixed rates, resets to market rent$ and hybrids of these

On 13 September 2018, the Group exercised its option to buy back the 50% equity holding in the Tesco Atrata Limited Partnership held by
the other joint venture partner The acquisition 15 scheduled to complete n September 2019, and under current accounting would lead to a
reduction in minimum lease commitments of E790m {discounted £400m}. The most recent inancial mformation for the partnershup as et
31 December 2018 showed net liabilities of £(68)m, principally composed of investment properties of £666m, borrowings of £{479)m and
derwative financial habilit:es of £0195Im

The Group has lease-break options on certain sale and leaseback transactions. These opuions 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 joint venture partner
Mo comritment has been included in respect of the buy-back option as the option s at the Group's discretion The Group 1s not obhged to
pay lease rentals after that date. therefore minimum lease commitments exclude those falling after the buy-back date The current market
value of these properties is £2 8bn (2018, £2.8bn) and the total undiscounted tease rentals, If they were to be incurred following the option
exercise date, would be £3 Obn (2018 £2 6bn) using current rent values, as shown below

The additional lease rentals. if incurred, following the option exercise date would be as follows

2000 2018

Em Ln

WHhin one year - )
Greater than one year but less than five years 420 265
Greater than five years but less than 10 years 781 738
Greater than 0 years but less than 15 years 761 659
After 15 years 1063 936
Total undiscounted contingent additicnal lease rentals 3,005 2,599
Total discounted contingent additional lease rentals at 7% ) 1,378 1189

The lease-break options are exercisable between 2019 ang 2023

Operating lease commitments with joint ventures and associates

In prior years. the Group entered into several joint ventures angd associates. and sold and leased back properties to 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 associste at market value: options within the lease for the Group to repurchase the properties at market value, market rent
reviews, and 20 1o 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 operating or finance All of the leases under these arrangements are operating leases.

Operating lease receivables - Group as lessor
The Group both rents out its properties and also sublets various leased buildings under operating feases. At the balance sheet date, the
following future minimum lease amounts are contractually recevable from tenants-

2013 s

£m £m

Within one year 23 202
Grester than one year but less than five years 287 29)
After five years 230 222
Total minimum lease receivables 730 N5
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Note 35 Events after the reporting pericd
There were no matenial events after the balance sheet date

Note 36 Changes in accounting policies

Standards effective in the current year

This section explains 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 ‘Financial instruments’

IFRS 9 ‘Financial Instruments’ replaced IAS 39 *Financial Instrurnents. Recogrition and Measurement’ with the exception of macro hedge
accounting The standard became applicable for the current financsal year. The Group has applied the ciassificat:on, measurement and
rmpairment requirements of the standard retrospectively, adjusting the opening balance sheet at the transition date of 25 February 2018
with no restatement of comparative penods Hedge accounting relationships within the scope of IFRS 9 have transitianed prospectively

Classification and measurement
The Group has made the following classification changes

all financial instruments classified as loans and recewvables under |AS 38 have been classifieg and measured at amortised cost under FRS 9,
all financial iInstruments classified as availlable-for-sale under 1AS 39 have been classified and measured at fair vglue through other
comprehensive iIncome under IFRS 9, and

all financial instruments classified as fair value through profit or loss under 1AS 39 will continue to be classified and measured at fair value
through profit or loss under IFRS 9

:

Impairment

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 risk of financial assets The ECL have been measured under the simplified approach, with the exception of loans
and advances to customers and banks, debt instruments at fair value through other comprehensive income and joint venture and associate
loans where the general approach s applied

The assessment of credit nisk and the estimation of ECL are required to be unbiased. forward-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 conditions and forecasts of future events ang economic conditions The estimation of ECL also takes into account the
time value of money

Transition adjustment
The change in impairment methodology reduced the Group's opening retained earnings on 25 February 2018 by £177m, with corresponding
changes in the following balance sheet tems

24 February
2018 IFRS 9 25 February
trestated) adustment 018
Em £m £m
Non-current assets
Trade and other receivables 186 03 173
Loans and advances Lo customers and banks 6 B85 173} 6,812
Deferred tax assets 116 53 175
Current assets
Loans and advances to customers and banks 4,637 {150) 4 487
Total adjustment n77)

IFRS 15 ‘Revenue from Contracts with Customers’

{FRS 15 introduces a five-step approach te the timing of revenue recognition based on performance obligations in customer contracts

The core principle of IFRS 15 15 that an entity should recognise revenue to depict the transfer of promised goods and services to customers
in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services

The Group recognises revenue from the principal activities of retailing and associated activities and retail banking and insurance services
through Tesco Bank For the majority of revenue streams, there 1s a low level of jJudgement apphed in determinng the consideration or
the uming of transfer of controt The following revenue streams have been impacted by the adoption of IFRS 15
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Note 36 Changes in accounting policies continued

Insurance renewal commission

Prior to the adoption of IFR$ 15, the Group recogrised Tesco Bank insurance commission income an policy renewals at the time of the
renewal Under 1FRS 15, the Groug recagnises commussion income as policies are sold far a minority of insurance pohicies managed and
unglerwritten by a third party This s the point in time at which the Group has satisfied all of its performance obligations In rejation to the
patictes sold end it is considered highly probable that a sigmificant reversal in the amount of revenue recognised will not accur i future
pericds. A contract asset has been recognised in relation to this revenue, which is included within trade and other receivables

Clubcard

Consistent with previous accounting pohcy. Clubcard and loyalty initiatives are considered a separate performance cbligation 1FRS 15
intreduces a change in the valuation of these initiatives. from the standalone fair value to the relative standalone seling prices A contract
hability continues to be recognised far Clubcard points issued. not yet redeemed and is included within trade and other payables

Tesco Mablle

Prior to adoption of IFRS 15, the Group recognised handset and airime income on pay monthly telecoms contracts as airtime services were
provided 10 the customer Under IFRS 15, the total contract transaction price 1S allocated across the two performance obhgations, with
handset Income being recognised on delivery of the handset to the customer and airtime income recognised over time as the service is
provided. A cantract asset has been recogrused in relation Lo handset revenue, which s included within trade and other recewables

Transition adjustment

The Group has adapted IFRS 15 retrospectively. with comparatives restated from a transitian date of 26 February 2017 Opening retained
earnings increased by £20m with a corresponding increase in trade and other recewvables of £19m, anincrease in inventory of £1m, a decrease
in trade and other payables of £3m. a decrease in provistons of £3m, and an increase in the deferred tax hability of £(6)m

in the financial year ended 24 February 2018, as a result of applying IFRS 15, revenue and operating proft increased by £2m and taxation
expense moved by £nil leading to an increase in profit after tax of £2m

Standards issued but not yet effective

This section explains the wnpact that the adoption of IFRS 16 ‘Leases’ will have on the Group's financial position and financial performance for
the financial year ended 23 Febryary 2018, which will form the restated camparative period when the Group reports under IFRS 16 for the
accounting period commencing 24 Fepruary 2019

IFRS 16 ‘Leases’
IFRS 16 'Leases’ will be effective in the Group financial statements 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 liabihties on bafance sheet for all feases, excent shart-term and low value
asset leases At commencement of the lease, the lease liability equals the present vaiue of future iease payments, and the right of use asset
equals the lease liability, adjusted for payments already made, lease incentives, initial direct costs and any provision for dilapidation costs

For pre-IFRS 6 operating leases, the rental charge 1s replaced by depreciation of the right of use asset and interest on the Jease liability
IFRS 16 therefore results in an increase to operating profit, which is reported prior 1o interest being deducted Depreciation s charged on

a straight-line basis, however, interest i1s charged on outstanding lease habilities and therefore reduces over the life of the tease As a result,
the impact on the income statement below operating profit is hignly dependent on average lease matunty For an immature portfolio,
depreciation and interest are higher than the rental charge they replace and therefore IFR516 15 dilutive to EPS For a mature portfolio,
they are lower and therefore IFRS 16 15 accretive, The Group's lease portfolio on transition is relatively immature, being approumately
one-third through an average total lease term of 26 years

Under IFRS 16, the lease liability is remeasured upon the occurrence of certain events, such as a change inlease term or a change in future lease
payments resulting from achange in an ndex or rate for exarnple, nflation-linked payments or market rate rent reviews). & corresponding
adjustment is made to the right of use asset Over three-quarters of the Group's lease liability on transition 1s subject to inflation-linked rental upiifts.
Tre Group will n longer recognise property prowisions for onerous lease contracts as the lease payrments are included within the lease habiity

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 Iow value assets on a straight-ine basis 4s an expense in the ncome statement.

IFRS 16 has not had a significant impact on the Group's existing finance leases or on leases in which the Group 1s 2 lessor.

The most significant IFRS 16 judgements include the determmation of lease term when there are extension or termination options, the
selection of an appropriate discount rate 1o calculate the lease liability and the impairment of right of use assets

The Group's lease portfeho consists of retail, distnbution and office properties and other assets such as motor vehicles

The Group's IFRS 16 Project is governed by a Steering Committee which regularly reports progress to the Group Audit Committee The Group

has finalised 1ts IFRS 16 accounting pohcies, determined the appropriate discount rates to apply to lease payments. sefected 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 comparative period

IFRS 16 has a significant impact on reported assets, tiabilities and the income statement of the Group, as well as the classification of cash flows relating
to lease contracts The standard impacts a number of key measures such as operating profit and cash generated from operations. as well 8s a number
of aiternative performance measures used by the Group Further details on the impact of IFRS 16 can be found in the Group's ‘Introducing iIFRS 16
analyst and investor briefing held on 15 February 2019 and available on www tescoplc com/investors/reports-resutts-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 2019 and related debt measures. Right of use assets (net of any impairments) and lease habilities are
presented separately on the face of the balance sheet Net debt, which nciudes fease hiabifities. increases Total indebtedness aiso Iincreases
as the IFRS 16 lease llability exceeds the discounted operating lease commitments previously included Prowisions decrease as anerous lease
provisions are replaced by impairments of the right of use assets Trade and other payabies 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 eliminated, A deferred
tax asset is recognised on the transition gdjustment
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Balance sheet restatement

As at 23 February 2019

Financiaf statements

As at 24 February 2008

IFRS 16 1FRS 16
Reported impact Restated Reported” impact Restated
Em £m £m £m £m £€m
Non-current assets
Goodwill and cther intangible assets 6,264 - B 264 2.661 - 2.661
Praperty, plant and equipment 19023 163 19,186 18,621 191 18.712
Right of use assets - 13 N3 - 7.527 7,627
Investment property 36 - 36 100 - 100
Investments in joint ventures and associates 704 {38) 666 689 {35} 654
Financial assets at fair value through other comprehensive income , 979 - 979 860 - 860
Trade and other recevables 195 48 243 186 31 217
Loans and advances to customers and banks 7.868 - 7.868 6.985 - 5.885
Denvative financial nstruments 178 - 1478 117 - 117
Deferred tax assets 132 N9 251 "o 285 A1
36,379 8.005 44,384 31,135 7,959 39,134
Current assets
Financial assets at fair value through other comprehensive income 67 - &7 €8 - 68
inventaries 267 - 2,617 2.264 - 2,264
Trade and other recewvables 1.640 (S0} 1550 1504 (89) 1415
Loans and advances to custemers and banks 4 882 - 4,882 4,637 - 4637
Derwatwe financial Instrurnents 52 - 52 27 - 27
Cwrrent tax assets 6 - 6 12 - 12
Short-term nvestments 390 - 390 1.029 - 1.029
Cash and cash equivalents 2916 - 2,916 4.059 - 4,059
12,670 (20) 12,480 13,600 89 13,611
Non-current assets classified as neld for sale 98 ~ 98 149 - 149
12,668 {190] 12,578 13,749 (B9) 13,660
Current liahilities
Trade and other payables 19.354) 223 (9131 (8.994) 221 {8.773
Borrowings {1 699) 36 1,563] {1479) ¥4 It 467
Lease hability - 645) (6486) - 2y 72
Dervative financial instruments 1250} - (250} {69) - 89
Customer deposits and deposits from banks (8,832} - {8.832) 7 812} - {7.812)
Current tax habilities (325} - {325) {335} - {335)
Provisions {320) 94 {226) {544} 128 (416)
(20,680} (293) (20,973) 19,233) {351 [19,584)
Net current liabilities (8,012} (383} (8,385) (5,484) (440) {5,924)
Non-current liabilities
Trade and other payables (384) 19 {365) (364) - (364)
Borrowings {5673} 93 5 5800 A LY] no 7.032)
Lease habiity - (9,859) {9.859) - {9.560) {9.560)
Derivative financial Instruments {389) - {389) (594} - (594)
Customer deposits anc deposits from banks 13.296) - {3.296) (2972 - (2.972)
Post employment benefit obligations (2 808} - (2.808) 3.282) - (3,282)
Deferred 1ax labilities (236} 187 [49) (98] 14 182)
Provisions {747) 600 {147) {721 592 (129)
13,533} {8,960} (22,493) (15,171 (8,844} (24,015)
Net assets 14,834 1,338] 13,496 10,4600 11,285) 9,195
Equity
Share caprtal 490 - 490 410 - 410
Share premium 5165 - 5.165 5.107 - 5.107
Ali other reserves 3798 (21 3.7 735 (sl ny
Retamned earnings 5,405 1 3% 4 DB8 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-controlling nterests (24} - (24) 22) - (22)
Total equity 14,834 {1,338) 13,496 10,480 (1,285) 9,195
APMs
Net debt™ 2.863) (10,341) {13.204) (2.625) (10,114} {12 739)
Total indebtedness® (12,2001 (3.342) (15.542) (12.284) 3183 (15 467)

' after restating lor the adoption of IFR$ 15 Revenue from Contracts with Customers
™ Net debt comprises bank and other barrowings lease habihties net dervative financial instruments joint venture koans and other recervables/payables offset by cash and cash

gquivalents and short-termnvestments It excludes the net debt of Tesca Bank which has lease tabilities of £35m (2018 E36m}
“ Total ndebtedness pre-IFRS 16 comprises Net debt plus the 14519 deficit in the pension schemes (net of associated deferred tax) plus the present value of future mimmum lease

payments under non-cancetiable operating leases Post-IFRS 6 tease labilities are ncluded m Net debt replacing the present value of future mimnimum lease payments under

non-cancelable operating leases
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Notes to the Group financial statements continued

Note 36 Changes in accounting policies continued

The table below sets out the expected impact of IFRS 16 on the comparative period mcome statement for the 52 weeks ended 23 February
2019 and related APMs, Cost of sales and administrative expenses reduce and finance costs increase as straight line operating iease rental
expense is replaced by depreciation of the right of use asset and interest on the lease liability This résuits in higher gross profit. operating
profit and operating margin As the interest expense 15 front-end Ioaded and decreases 8s the lease liability decreases. profit before taxis
lower in the early stages of a lease and higher in the later stages when compared to a straight-line rental expense Profit before tax before
exceptional iterms and amortisation of acquired intangibles decreases by £152m, whereas profit before tax {which includes the impact of
exceptional imparrment reversals of £56m and the reversal of exceptional onerous lease provision charges of £39ml decreases by £57m

income statement restatement for the 52 weeks ended 23 February 2019

52 waeks ended IFRS 16 52 weeks ended
23 Fepruary 2018 {reported! Impact 23 February 2019 [restated)
Befara Before Before
exceptional  Exceplional exceptional  Exceptional excepwonal  Excepticnal
rems and rems and tems and terns and ftems and tems and
AmortisgLen  pMeTtisation amuprtisation  amortisation amortisation  amortisation
of acguired  of acquired of ecquired  of acquired of acquired  of acquired
nkangibles ntangibles Totel tangibles ntangibles Total ntangibles intangibles Total
£m £m £m £m fm £m £m £m £m
Continuling operations
Reverue 63,91 - &3,91 - - - 63,91 - 63,811
Cost of sales (59.695) (72) (59,767 354 95 489 {59.30% 23 {59.278)
Gross profit/iloss} 4,216 172} 4,144 394 95 488 4.610 3 4,632
Administrative expenses {1,989} {86) (20795) 7 - 7 {1,982) (86 (2.0€8)
Profits/{losses) arising on 2n 105 84 - - - {21) 105 84
property-related tems
Operating profit/(loss) 2,206 {53) 2,153 401 95 496 2,607 42 2,649
Share of post-tax profits/{losses) of joint 24 n 35 13) - {3 21 n 32
ventures and associates
Finance income 22 - 22 3 - 3 25 - 25
Finance costs (536} - {536} {553) - 553) {1,089) - (1.089)
Profit/lloss] before tax 1,716 42) 1,674 (152} 95 (871 1.564 53 1.617
Taxation 14131 59 {354) L) il 7 {397 50 (347)
Profit/(loss) far the year 1,303 i7 1,320 {136) 88 {50} 1167 Q3 1,270
Earnings/llosses) per share from
comtinuing and discontinued
operations
Basic 13 65p (C 52lp 13 13p
Diuted 13 55p 10 51p 13 04p
Earnings/(losses) per share from
continuing cperations
Basic 13 65p 0 562p 13.13p
Diluted 13.55p (0 Shp 13.04p
KPis and APMs
Operating margin 35% Q6% 41%
Diluted adiusted EPS 15.40p {139p 4 Olp
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Financial statements

The table below sets out the expected impact of IFRS 16 on the comparative period cash 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 cash equivalents at the end of the year. Cash generated
from operations and free cash flow measures increase as operating lease rental expenses are no longer recognised as operating cash
outflows Cash cutflows are instead split between interest pad and repayments of obligations under leases, which both ncrease.

Cash flow statement restatement for the 52 weeks ended 23 February 2019

Retail Tesco Bank Tesco Group
Retad IFRS 8 Retal Tesco Bank IFRS16  TescoBank  Tesco Group IFRS 16 Tesco Group

{reported) impact (restated) {reparted) impact {restated) (reported) impact {restated)
52 weeks ended 23 February 2019 £m £m £m Em Em £m £m £m £m
Operating profit/ltoss) of continuing 1,986 494 2,480 167 2 169 2,153 496 2,649
operations
Depreciation and amortisation 1.292 673 1.965 83 2 85 1375 675 2,050
ATM net Income {34) - (34 34 - 34 - - -
(Profit)/loss arismp on sale of property (99) {24) (123) 8 - 8} (107 (24) 031
ptant and equipment and intangibie
assets and early termination of leases
{Profit)/loss arising on sate of subsidiaries 8) - 8) - - - 8) - 8)
and financial assets at fair value through
other comprehensive income
Net impairment loss/{reversal) on (58] (56) ma) - - - (58) {56} {na)
property, plant and equipment intangible
assels and investment. property
Adjustment for non-cash element of 45 - 45 - - - 45 - 45
pensions charge
Additiona! contribution into defined {266) - (266) - - - (266] - {266}
benefit pension schemes
Share-based payments 82 - 82 (51 - (51 77 - 77
Tesco Bank fair value movements - - - 127 - 127 127 - 127
included in operating profit/(loss)
Cash flows generated from operations 2,940 1,087 4,027 398 4 402 3,338 1,091 4,429
excluding working capitai
(Increase)/decrease in working capital {438) 48 {390} (258} - (258) {696) 48 (648)
Cash generated from/lused in) 2,502 1,135 3,637 140 4 144 2,642 1,139 3781
operations
Interest paid (301 {550] (851) (5 (3} @) {306) {553) (859)
Corporation tax {paid)/receved (302) - (302) {68) - {68} {370) - {370)
Net cash generated from/(used in) 1,898 F1:13 2,484 &7 1 &8 1,966 586 2,552
cperating activities
Proceeds from the sale of property. plant 285 - 285 1 - 1 286 - 286
and equipment, investment property
mtangible assets and non-current assets
classified as held for sale
Purchase of property. plant and (138) - 136} - - - 136} - N3}
equipment investment property and
non-current assets classified as held
for sale - store buybacks
Purchase of property, plant and 962} - (862) {3} - (3) (965) - {965)
equipment investrment property and
non-current assets classified as held
for sale - other capital expenditure
Purchase of intangible assets nga - 164) {2n - {27} (s - nan
Disposal of subsidianies net of 8 - 8 - - - 8 - 8
cash disposed
Acquisition of subsidiaries net of {N5) - {715) - - - 715) - (715)
cash acquired
Net increase/(decrease) in loans to - - - 5 - 5 5 - 5
joint ventures and associates
Investrnents in joint ventures and an - a1 - - - n - (i
associates
Net investments inl/proceeds from 639 - 639 - - - 639 - 639
sale of short-term investments
Net invesiments in)/proceeds from sale 2 - 2 (124) - (1za) 122) - 0122
of financial assets at farr value through
other comprehensive income
Dvidends recewed from joint ventures N - 31 10 - 10 41 - 41
and associates
Dividends receved frormn Tesco Bank 50 - 50 (50) - (50) - - -
Interest receved 18 3 il - - - 18 3 21
Net cash generated from/(used in) (955) 3 (952) (188} - (188) (1,143 3 1,140}

investing actjvities

Tesco PLC Annual Report and Financial Statements 2019

159



160

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 Tesca Bank Tesco Group
Retal IFRS 18 Reta) Tescp Bank JFRS 16 TescoBank  Yesco Group IFRS 18 Tesco Group
reported) wmpact irestated) {reperted) impact restated) Ireporied) lmpact restated)
52 weeks ended 23 February 2019 £m frn £m £m £m £m m £m Em
Proceeds from 1ssue of ordinary &0 - 60 - - - 60 - 60
share capital
Own shares purchased {206) - (208} - - - {206} - (206!
Repayment of cbiigations under leases 5] 1586) 605) - n \l} a7 (588} 606!
Add Cash cutfiow from major 747 - 747 - - - 747 - 747
acquisition
Less’ Net increase/{decreasel in loans - - - (5} - () (5) - (5
to joint ventures and associates
Less: Net investments in/(proceeds (639) - (639) - - - (639) - 632}
fram sale of) short-term investments
APM: Free Cash Flow' 889 - 889 (126) = z6) 763 - 763
Increase in borrowings 704 - 704 2n - n 875 - a75
Repayment of barrowings {2,046) - (2.046) {425) - {425 {2 47} - {2.471)
Net cash flows from derivative 35 - 35 - - - a5 - 35
financal instruments
Dividends paid to equily owners {357 - (357} - - - {357) - 1357)
Net cash generated from/lused in) n.827} (588) (2,415) {154) Q) 1585) (1,981 (589) (2,570}
financing activities
Intra-Graup funding and intercompany 14} - 14) 14 -~ 14 - - -
transactions
Net increase/ldecrease) in cash and (897 - (897) (284 - (261) (1,158} - (4,158)
cash equivalents
Cash and cash equivalents at the 2755 - 2.755 1.304 ~ 1.304 4.059 - 4,059
beginning of the year
Effect of foreign exchange rate changes 15 - 15 - ~ - 15 - 15
Cash and cash equivaleénts at the end 1.8723 - 1,873 1.043 ~ 1.043 2,918 - 2,516

of the year

* Freecash flow has been redefined to inclikie repayments of abligations under leases due Lo IFRS 16 Thus results in a minor adjustment of £17m, restating reponted retal free cash figw of
£906m 10 £689m There is no overail impact to cash and cash equivalents at the end of the penod
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Segmental reporting restatement

Financial statements

The tables below set cut the expected comparative period segmental income statement for the 52 weeks ended 23 February 2019 and
segmental balance sheet as at 23 Fepruary 2019, restated for the umpact of IFRS 16 Refer to Note 2 for the reported segmentalincome

statement and balance sheet

Segmental income statement restatement

Central Tesco Total at actual
52 waeks ended 23 February 2010 irestated) UK & ROI Europe Asia Bank exchange
At eCtual exchange rates £m £m £m £m fm
Continuing operations
Group sales 44 883 6.030 4.873 1.097 56.883
Revenue 51643 6,298 4.873 1097 £3.911
Operating profit/lioss) before exceptional items and amortisation of 1,868 221 319 199 2,607
acqulired intangibles
Exceptional items and amortisatton of acquired intangibles 8t 58 67) {30) 42
QOperating profit /{loss) 1,949 279 252 169 2,649
Operating margin 3 6% 3.5% 6 5% 18 1% 4.1%
Share of post-tax prefits/{losses) of joint ventures and associates 32
Finance \ncome 25
Finance costs {1.089)
Profit/lloss) before tax 1,67
Segrental balance sheet restatement
Central

UK & ROI Eurape Asia Tesco Bank Unaliocated Total
Al 23 February 2013 (restated) £m £m £m im im £m
Goodwill and other intangible assets 4,927 27 284 1.026 - £.264
Property plant and equipment and investment property 14 077 2,694 2449 62 - 19 222
Right of use assets 6,537 479 682 15 - ng
Investments In joint ventures and associates 2 1 567 86 - 666
Non-current financial assets at fair value through other 3 - - 976 - 979
comprehensive Income
Non-current trade and other recevables™ 00 5 ] 2] - 138
Non-current loans and advances to customers and banks - - - 7,868 - 7 868
Deferred tax assets 86 34 71 60 - 251
Non-current assets'™ 25,682 3,240 4,067 10,112 - 43,101
Inventories and current trade and other recewables'®® 2,999 482 372 285 - 4,138
Current Ioans and advances to cusiomers and banks - - - 4.882 - 4 882
Current financial assets at fair value through other - - - 67 - &7
comprehensive income
Total trade and other payables (7.452) (800) (1 016} (228) - {9 496)
Total customer deposits and deposits from banks - - - {12,128} - (12,128)
Total provisions (245) zh (49) (52) - {373)
Deferred tax habilitres (15) {24) ile)} - - (49)
Net current tax {265} (2 an (3 - (319}
Post-employment benefits {2,788) - 20 - - (2.80B)
Assels classified as held for sale 68 30 - - - 98
Net debt lincluding Tesca Bank)® {9 060} (728) 582) (413) (2,734) (13.617)
Net assets 8,924 2,161 2.651 2,454 (2,734) 13,496

* Excludes loans to jont ventures of £I05m which form part of net debt
o Excludes derivative hinanoial Instrument non-current assets of £1178m
@ Excludes net Interest and other recewables of £im which form part of net debt

@ Excludes loans Lo jont ventures of £28m which form part of net debt

' Includes tease iatilties in LUK 8 RG1ES 060m Centrel Europe £728m Asia £682m Tesco Bank £38m Unallocated £nil ang Toral £10 505m
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Tesco PLC ~ Parent Company balance sheet

23 February 24 February
2019 2018
Notes £m £m
Non-current assets
Investments 6 17,887 13,003
Recewables 7 2139 20
Derivative financia! instruments 12 1,043 952
21,069 14,065
Current assets
Recewables 7 1154 6.625
Shart-term itvestments 8 i 369
Cash and cash equivalents 9 & 793
1,17 7.787
Current liabilities
Borrowings W (766] 6393}
Payables o] {242) {4.767)
Denvative financial nstruments. 12 (213) -
1,221 (5,460)
Net current assets/(llabilities} (60} 2,327
Non-current liabilities
Borrowings n (2.536) {3 632
Payables o (88) -
Decwative financial mstruments 12 (303) (488)
2,927 (4,120}
Net assets 18,092 12,272
Equity
Share capital 15 490 410
Share premum 5,065 5107
All other reserves 2,969 62
Retained earnings (including profit/{loss} for the financial year of £3 074m (2018 £036}m) 9,468 6,693
Total equity 18,092 12,272

The notes on pages 164 to 168 form part of these financial statements

Dave Lewis

———
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 2019

Tesco PLC
Registered number 00445790
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Financlal statements

Tesco PLC - Parent Company statement of changes in equity

All other reserves

Currency Capital
Share Share basis  redemption Hedging  QOwnshares Merger Retained TJotal
capnal premuum reserve’ reserve reserve held reserve earnings eguity
£m £m £m £m £m £m Em £m im
At 24 February 2018 210 5,107 - 16 62 e - 6,693 12,272
Adjustment omimitial application - - (13) - 13 - - 6] (51
of IFRS 9 (net of tax)
At 25 February 2018 410 5,107 13) 16 75 (16) = 6,688 12,267
Profit/(toss) for the year - - - - - - - 3.074 3.074
Other comprehensive
income/{loss)
Gains/{losses) on cash flow hedges - - - - 38 - - - 38
Reclassified and reporied in the - - - - {13) - - - 13)
Cornpany income siatement
Tax relaung to components of - - - - (S) - - - (5)
other comprehensve Ncome
Total other comprehensive - - - - 20 - _ ~ 20
income/(loss)
Total comprehensive income/(loss) - - - - 20 - - 3,074 3,084
Transactions with owners
Purchase of own shares - - - - - 277) - - (277
Share-based payments - - - - - N4 - 63 177
Issue of shares 80 58 - - - - 3050 - 3188
Dandends - - - - - - - (357) (357)
Total transactions with owners 80 58 - - - (1863) 3,050 {294) 2,731
At 23 February 2018 490 5,165 13 186 5 (179) 3.050 9,468 18,092
All other reserves
Currency Capital
Share Share basis  redemption Hedping Own shares Merger Retaned Total
capital premum reserve” reserve reserve held reserve earnings equity
£m £m £m Em Em £m £m £m £m
At 25 February 2017 409 5,098 - 16 168 (22) - 6,795 12,462
Profit/(Loss) for the year - - - - - - - (136) (136)
Other comprehensive
income/ (foss)
Gatns/(losses) on cash flow hedges - - - - {8} - - - (5)
Reclassified and reported in the - - - ~ 127 - - - (127
Company income statement
Tax relating to companents of - - - - 26 - - - 26
other comprehensive mcome
Total other comprehensive - - - - {106} - - - (os)
income/{loss}
Total comprehensive income/(ioss) - - - - (106) - ~ (136) {242}
Transactions with owners
Purchase of own shares - - - - - N4} - - (14}
Share-based payments - - - - - 20 - 14 134
tssue of shares 1 n - - - - - - 12
Dividends - - - - - - - 180} 180}
Total transactions with owners 1 11l - - - 6 - 34 52
At 24 February 2018 10 5,107 - 16 62 116) - 6,693 12,272

* Currency basis reserve wss previgusly titled 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

G April 2009 and the Company balance sheet was signed on the
Board's behalf by Dave Lews 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 a qualifying entity
under FRS 100, ‘Application of Financial Reporting Reguirements'
as 1ssued by the Financial Reporting Council.

The Company's financiai statements are presented in Pounds
Sterling, its functiona! currency, generally rounded to the
nearest muhon,

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 financia!
mstruments and share-based payments that have been
measured at fair value

Note 2 Accounting policies

Basis of preparation of financial statements

The Parent Company financral statements have been prepared in
accordance with FRS 101 and the Companies Act 2006 (the Act)

FRS 101 sets out a reduced thsclosure framework for a “qualifying
entity’ as defined in the standard which addresses the financial
reporting requirements and disclosure exemptions in the mndividual
financial statements of qualifying entities that otherwise apply the
recognition. measurernent and disclosure requirements of
EU-~adopted IFRS.

The financial year represents the 52 weeks to 23 February 2019
(prior financizl year 52 weeks to 24 February 2018)

As permutted by FRS 101, the Company has taken advantage of the
disclosure exemptions available under that standard in relation to
business combinations, financial nstruments, capital management,
presentation of comparative information in respect of certain
assets. presentation of a cash flow statement. impairment of
assets, share-based payments and related party transactions.
where required, equivalent disclosures are given in the
consolidated financial statements of Tesco PLC.

The Parent Company financial statements are prepared on a gong
concern basis as set out in Note 1 of the consohidated finanhcial
statements of Tesco PLC

The Directors have taken advantage of the exemption available
under Section 408 of the Companies Act 2006 and not presented
an iIncome statement or a statement of comprehensive income
for the Company alone

A summary of the Company’s significant accounting pohcies 15 set
aut below

Short-term investments

Short-term investments are recognised initially at fair value. and
subsequently at amortised cost Allincome from these investments
1s included in the income statement as interest recevable ang
simitar income,

Investments in subsidiaries and joint ventures
Investrments in subsidiaries and joint ventures are stated at
cost less, where appropriate, provisions for imparment

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
Kabilities that are denominated in foreign currencies are
retranslated to the functional currency at the rates prevailing
an the balance sheet date,

Tesco PLC Annual Report and Financial Statements 2019

Share-based payments

The fair value of employee share option plans 15 calculated at
the grant date using the Black-Scheles or Monte Cario mode!
The resulting cost 15 charged to the income statement over the
vesting period 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 subsigiary entities.
this 13 treated as a capital contribution

Financial instruments

Financial assets and financial liabilities are recogmsed in the
Company balance sheet when the Company becomes party to
the contractual provisions of the instrument.

Receivables

Receivables are recogrused intlally at fair value, and subsequently
at amortised cost using the effective interest rate method, less
provision for impawrment

Financial liabilities and equity instruments

Financial habiltues and equity instruments are classified according
to the substance of the contractual arrangements entered into
An equity instrument 1s any contract that gives a residual interest
in the assets of the Company after deducting all of its habilities.
Equity Instruments 1ssued by the Company are recorded as the
proceeds received, net of direct 1ssue costs

Interest-bearing borrowings

Interest-bearing bank l10ans and overdrafts are nially
recogrused at far value. net of attributable transaction costs.
Subsequent to intial recognition, interest-bearing borrowings
are stated at amortised cost with any ditferences between
proceeds and redemption value being recognised in the
Company income statement over the period of the
borrowings on an effective interest basis

Payables
Payables are recognised initially at fair value, and subsequently
at amortised cost using the effective interest rate method

Derivative financial instruments and hedge accounting

The Company uses derivative financial Instruments to hedge its
exposure to foreign exchange and interest rate risks arising from
operating, financing and investing activities The Company does not
hold or 1ssue dervative financial mstruments for trading purposes,
howaever if derivatives do not qualify for hedge accounting they are
accounted for as such

Derwvative financial instruments are recognised and stated at far
value Where derivatives do not qualfy 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 gan or loss depends
on the nature of the hedge relationship and the item being hedged
In order to qualify for hedge accounting. the Company is required
to docurnent from inception, the relationship between the item
being hedged and the hedging instrument.

The Company is also required to document and demanstrate an
assessment of the refationship between the hedged item and the
hedging instrument, which shows that the hedge will be highly
effective an an ongoing basis This effectiveness testing is
performed at each reporting date to ensure that the hedge
remains highly effective

Derwative financial instruments with maturity dates of more than
one year from the balance sheet date are disclosed as non-current

Fair value hedging

Derivative financial instruments are classified as far value hedges
when they hedge the Company’s exposure to changes in the far
vatue of a recognised asset or iabitity 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 attnbutable

to the hedged nsk



Cash flow hedging

Derivatwe financial instruments are classified as cash flow hedges
when they hedge the Company's exposure to variability in cash
fiows that are either attributable to a particular risk associated
with a recognised asset or hability, or a highly probable forecasted
transaction The effective element of any gain or [03s from
remeasuning the derivative instrument is recognised directly in
the Company statement of comprehensive income:

The associated cumulative gain or (0ss is reclassified from other
comprehensive Income and recogrised in the Company iIncome
statement in the same penod or pertods during which the
hedged transaction affects the Company iIncome statement

The classification of the effective portion when recognised in
the Company income statement is the same as the classification
of the hedged transaction Any element of the remeasurement
criteria of the dervative instrument which does not meet the
criteria for an effective hedge 1s recogrised immediately in the
Company income statement within finance income or costs

Hedge accounting is discantinued when the hedging instrument
expires or is sold, terminated or exercised or If a voluntary
de-designation takes place or no longer quelifies for hedge
accounting At that pont in time, any cumulative gain or loss on
the hedging instrument recognised in equity 1s retained in the
Company statement of changes in equity until the forecasted
transaction occurs or the original hedged item affects the
Company income statement. If a forecast hedged transaction
1S no longer expected to oceur, the net cumulatve gain or loss
recognised in the Company statement of changes in equity 1s
reclassified to the Company income statement.

Pensions

The Company participates in defined benefit pension schemes
There are no formal palicies or contractual agreements for
recharging within the Group and the Company cannot identify

its share of the underlying assets and labilites of the schemes
Accordingly. as permitted by IAS 19 'Employee Benefits'. the
Company has accounted for the schemes as defined contribution
schemes, and the charge for the financial year 15 based upon the
cash contributions payable

The Company also participates in a defined contribution scheme
cpen to all UK employees Payments to this scheme are recogmsed
as an expense as they fall due

Taxaticn
The tax expense included in the Compary income statement
consists of current and deferred tax

Current tax is the expected tax payable on the taxable income for
the financial year, using tax rates enacted or substant:vely enacted
by the balance sheet date Tax expense 15 recogrised inthe
Company income statement except to the extent that it relates

to items recognised in the Company statement of comprehensive
income or directly in the Company statement of changes in egquity.
in which case it 1$ recognised in the Company statement of
comprehensive ncome or directly in the Company statement of
changes in equity, respectively

Deferred tax s provided using the balance sheet iabiity methed.
providing for temporary differences between the carrying amounts
of assets and habilities for financial reporting purposes and the
amounts used for taxation purposes

Deferred tax 13 calculated at the tax rates that are expected to
apply In the penod wnen the fability 15 settled or the asset reaiised
based an the tax rates that have been enacted or substantively
enacted by the balance sheet date Deferred tax s charged or
credited in the Company income statement, except when it
relates to items charged or creditec directly to equity or other
comprehensive Income, in whirh case the deferred tax s also
recognised N equity, or other comprehensive Income. respectively

Financial statements

Deferred tax assets are recognised to the extent that it s probable
that taxable profits will be availabie against which deductible
temporary differences can be utlised

The carrying amount of deferred tax assets is 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 habilities are offset agamst each other
when there 15 a legally enforceable nght to set off current taxation
assets aganst current taxation liabilities and 1t 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 jJudgements, estimates and assumgptions

in applying the Company’s accounting policies to determine the
reported amounts of assets. labiities, income and expenses

The estimates and assoclated assumptions are based on tustorical
expenence and various other factors that are believed 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
estimates appled prospectively

The preparatton of the Company financial statements for the
financial year did not require the exercise of any critical
acceounting jJudgements or significant estimates

New standards effective for the current financial year

IFRS 9 *Finonciol instruments’

IFRS 9 ‘Financial Instruments’ replaced 1AS 39 ‘Financial

Instruments Recognition and Measurement’ with the exception

of macro hedge accounting

The foltowing changes arose from the transition to IFRS 9

- Classification and measurement. All financial instruments
classified as loans and receivables under [AS 39 are classified
and measured at amortised cost undger IFRS 9

- Impairment 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 3 on adoption

IFRS 15 ‘Revenues from Contracts with Customers’
This standard has not had a matenial impact on the Company

Standards issued but not yet effective

IFRS 16 'Leases’

This standard is not expected to have a material impact on
the Company

Other standords and amendments
Refer to Note 1to 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
For details of dividends see Note 8 to the Group financial
statements.
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Notes to the Parent Company financial statements continued

Note 5 Employment costs, including Directors' remuneration

2019 018
HNotes £m Em
Wages and salaries 17 14
Soctal security costs 3 2
Pensicn costs 14 4 4
Share-based payrnent expense 13 7 7
3 27
The amounts atiove mclude recharges from other Group companies for Tesco PLC related activities
The average number of employees (all Directors of the Company) guning the financial year was 13 [2018- 1}
The Schedule 5 requrements of 51 2008/410 for Directors’ remuneration are included within the Directors' Remuneration Report
onpages 62 to 79
Note 6 Investments
Total
£m
Cost
At 24 February 2018 16,632
Additions 5.102
Dispasails (d51)
At 23 February 2019 21,283
Impairment
At 24 February 2018 {3,539}
Impairment (280)
Disposals 433
At 23 February 2019 {3,396}
Net carrying value
At 23 February 2019 17.887
A1 24 February 2018 13 093
The hst of the Company's subsidiary undertakings and joint ventures 1s shown on pages 169 to 173
Note 7 Receivables
2019 2018
im f£m
Amounts owed by Group undertakings” 3,232 6.598
Amounts owed by joint ventures and associates 2 20
Cther recewables 40 a7
3,293 6,645
Of which
Current 1154 6625
Non-current 2.139 20
3,293 5,645

*  Amounts owed by Group undertakings are either interest-beanag or non interest-beanng depending on the type and duration of the receivable relationstup with interest rates ranging

from 0% to 3%, with matunues up 1o and Incveing Mareh 2025

Note 8 Short-term investments

2019 2018

£m im

Money market funds 1 369
Note 9 Cash and cash equivalents

2018 2018

£m £m

Cash and cash equivalents 3] 793

Included in ¢Cash and cash eguivalents s an amount of £rul (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 E766m 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
im £m
Amounts owed to Group undertakings's 299 4.707
Otner payables Y 43
Taxation and social securnty 3 3
Accruals and deferred income - 6
Deferred tax habihty™ 17 8
Total payables 330 4,767
Of which,
Current 242 4767
Non-current 88 -
330 4,767

= amounts owed to Group undertakings are eher interest-bearing or non interest-beanng depending on the type and duration of the creditor relatonship with interest rates ranging from

0% 10 3% with maturities vp to and lncludlng February 2051
= The deferred tax asset/{hability) recogniseq by the Company and the movements thereon. during the current financial year are as lollows

Financial Other timing
instruments differences Total
£m £m £m
At 24 February 2018 {12) 4 {8)
Charge to the income statement for prior years - {4) {4)
Movernent in other comprehensive Ncome for the year {5) - {5}
At 23 February 2009 [4F4] - 17
Note 11 Borrowings
Current
2019 2018
Par value Maturity Em £m
Bank loans and overdrafts - - E68 26
3.375% MTN €750m Nov 2018 - 667
5 5% MTNW £97m Dec 20139 98 -
766 6933
Non-current
2019 2018
Par value Maturity £m Em
5 5% MTN® £97m Dec 2019 - 183
6 125% MTN® £53tm Feb 2022 561 952
5% MTN® f£11m Mar 2023 183 254
3 322% LPI MTN®™ £346m Nov 2025 349 338
6% MTN £98m Dec 2029 n9 198
5 5% MTN™ E150m Jan 2033 186 22
1982% RPI MTN®= £286m Mar 2036 288 279
6.15% USD Bond® §525m Nov 2037 428 616
4 BYS% MTN™ £3Zm Mar 2042 32 103
5125% MTN €356m Apr 2047 319 323
5 2% MTN® £73m Mar 2057 Al 165
2,536 3.632

u

Curing the current financral year. the Group undertook a tender for outstanding bonds and as a resuli the foliowing notional amounts were repaid early 5 5% MTN Dec 2019 £84rm 6125% MTN

Fet 2022 £369m 5% MTN Mar 2023 £67m 6% MTN Dec 2029 E6Im 5 5% MTN Jan 2033 £26m & 15% LSD Bond Nov 2037 $325m 4 B75% MTN Mar 2042 £70mand 5 2% MTN Mar 2057 £95m
® The 3 322% Limited Price Inflauon iLFI} MTN 15 redeemabie at par indexed for increases in the RPt over the Iife of the MTN The maamum indexation of the principal in any one year is 5%

with & minimum of 0%

“ The 1982% RPIMTN s redeemable at par indexed for increases in the RPI over the life of the MTN

Note 12 Derivative financial instruments
The fair values of derivative financigl instruments have been presented in the Company balance sheet as

2019 208
Asset Liability Asset Liabihty
£m £m Em Em
Current - (213} - -
Non-current 1.043 {303} 952 {488}
Total derivative financial instruments 1,043 (516) 952 1488)
2019 2015
Asset Liability Asset Liability
Farr velue Notionat Fai value Notional Fair value Notional Farr value Notwonal
Em Em £m £m £m im £m £m
Fair value hedges
Interest rate swaps and similar nstruments " 65 - - 12 65 - -
Cross-Currency swaps 126 180 {10) 222 128 401 (52) 207
Cash flow hedges
Cross-currency swaps 138 300 - - 129 33 - -
Index-linked swaps 170 532 - - 140 612 - -
Derivatives not in a formal hedge relationship
ndex-hinked swaps 598 3.33¢% {506} 3339 543 33398 {436) 3,339
Total 1,043 4,525 (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 varnous share schemes designed to reward Executive Cirectors
For further information on these schemes, Including the valuation models 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 Nicost
Share Qptron S5cheme share opuions

Oplions. WAEP Opilans WAEP
Outstanding at 24 February 2018 23,840 151.00 14,271,355 -
Granted 19,148 188 Q0 200,518 -
Forferted - - {1.704 300) -
Exercised (23.840) i5100 (23.8400 -
Qutstanding at 23 February 2019 19,148 188.00 12,743,733 -
Exercise price range (pence) 188 00 -
Weighted average remaining contractual life {years) 303 718
Exercisable at 23 February 2019 - - 3.837,740 -
Exercise price range {pence) - ~
Weighted average remaining contractual life (years} - § 00
For the 52 weeks ended 24 February 2018

Savings-related il cost

Share Oplion Scheme share oplions

Options ‘WAEP Opuons WALP
Outstanding at 25 February 2017 23.840 151 00 10,548,658 -
Granted - - 4.031.340 -
Forfeited - - 1308.543) -
Exercised = - - -
Outstanding at 24 February 2018 23,840 151.00 14,271,365 -
Exercise price range {pence) 151 00 -
Weighted average remaining contractual Ife {years) 144 800
Exercisable at 24 February 2018 - - 2,989,805 -
Exercise price range (pence) - -
Weighted average remaining contractual hfe fyears) - 706

Share bonus and incentive schemes

Executive Directors participate in the Group Bonus Plan, a performance-related bonus scheme The amount paid s based on a percentage
of salary and )5 paid partly in cash and partly in shares Bonuses are awarded to Executive Directors who have completed a required sennce
period and depend on the achievement of the corporate and individual 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 honuses awarded during the financial year were 739,293 (2018 nil} for Group Bonus Plan and 2,071,068 (2018 nil) for
Performance Share Pian. Respectively weighted average fair value (WAFV) was 241 8p (2018: £nil} and 254 8p (2018: £nil)

Note 14 Pensions

The total cost of participation in the Tesco Retirement Savings Plan (a defined contribution scheme) to the Company was £4.4m (2018 £4.4m)
Further disclasure relating to all schemes can be found in Nate 27 to the Group financial statements.

Note 15 Called up share capital

Reter to Note 28 of the Group financial statements

Note 16 Contingent liabilities

In addition ta the contingent lisbilties 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 liabilities untit it becomes probable they will be called upon

in adaition, the Company has guaranteed the rental paymerits of certan Group undertakings relating to a portfolio of retail stores, distribution

centres and mixed use retail developments.

The likelihood of the above tems beng called upan is 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 sigrung 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 Comparies Act 2006 and Schedule 4 of The Large and Medium-sized Companies and Groups

{Accounts and Reports) Reguiations 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 hist of related undertakings since the year-end Gate are detailed in the
footnotes below All undertakings are indirectly owned by Tesco PLC unless otherwise stated

Subsidiary undertakings incorporated in the United Kingdom,

Name of Registered Crass of % held Name of Registered Class of % held
undertaking address share held by Group undertaking address share held by Group
Acklam Management Company 1 Limned by Guarantee - {RTH (15} Limned J8 E1.00 Qrdinary 100
Limited IRTH (19) Limned 38 E100 Ordinary 100
Adminstore Limited 1 £0 O1A Ordinary o XSS Retail Lmited 5 £0 001 Ordinary 100
£0 018 Ordinary o0 Launchgram Limited! ) 100 Ordinary 100
£0 01C Ordinary 100 Linnco Limited 36 £100 Ordinary 100
Adsega Lirmited! 1 £100 Ordinary 100 Londis {Holdings) Limited 38 £50 00 Ordinary 100
alfred Preedy & Sons Limited 2 £100 Deferred 100 Londis Pension Trustees Limited 38 £100 Crdinary 100
£100 Crdinary 190 M & W Limitea 2 £0 10 Orchnary 100
Armitage Finance Unlimited 3 £0 90 Ordinary 100 Makro Holding Limited 38 £1.00 Ordinary 100
;'::‘;:ﬁ;?g;‘p‘:ﬁim“w ) Limited by Guarantee - Makro Praperties Limited 38 E100 Ordinary 00
Makro Self Servwice Wnolesalers 33 £100 Ordinary A 00
Berry Lane Management Company H timited by Guarantee - Lirmited
timited £1.00 Crdinary B 100
BF Limited 28 £7 00 Ordinary 00 Motorcause Limited 1 £100 Orchnary 100
Bishop's Group Lmrted 38 £0 010rdinary 00 Murdoch Norten Limited 33 £0 05 Ordinary 100
Booker Cash & Carry Limited a8 €100 Ordinary 100 NutnCentre Limited i £0.10 Ordinary 100
Boaker Direct Limited 38 £0,01Ordinary 100 Oakwood Distnbution Limited i £100 Ordinary 100
Booker EBT Limited 38 £0.010rdinary 100 One Stop Community Stores Limited 2 E1.00 Ordinary 00
Booker Group Limited 38 £1 00 Ordinary 100 One Stop Convenience Stores 2 £100 Qrdinary 100
Booker Limited 38 E100 Orchinary 100 Limited
Booker Retall Partrers (GE) Limited 38 €100 Ordinary 100 One Stop Stores Limited!™ £100 Ordinary 100
Booker Retail Limied 38 £0.0% Ordinary 100 One 5top Stores Trustee Services £100 Ordinary 100
Booker Wholesale Hokdings Limited 38 EQ Q1 Ordinary w0 Limited
Sroughton Retai Park Nomnee . £1.00 Orinary 100 Orpington (Station Road) Limited 1 £1 00 Ordinary 0o
Lirted Oxford Fox and Hounds Management 1 timiied by Guarantee -
Broughton Retail Park Noeminee 2 1 £100 Ordinery 00 Company Limited
Limted Paper Chan [East Anglia} Limited 2 £1.00 Deferrec le]e]
Sroughton Retall Park Nomnee 3 1 £100 Ordinary 100 US50.001 Ordinary loo
Limited PTLL Limited 1 £100 Ordinary 100
Broughton Retall Park Noemmee 4 1 £100 Ordinary 100 Ritter-Cournvaud Limited 3B £0 10 Ordinary 100
Limued Seacroh Green Nommee ) Limited 1 €100 Crdinary 100
Budgen Holdings Limited 38 £100 Ocdinary 100 Seacroft Girean Nominee 7 Limited 1 £100 Ordmary 190
E‘ﬁfxs Pension Trustees No 2 38 £100 Ordinary 00 Spen Hil Developments Limited 1 £100 Ordinary 100
$pen Hil Management Limited ™ 1 £100 Crdinary 100
El;:f::s Property Investments 38 £100 Qrdinary 0o Spen Hill Properues (Hofdings) pict i £100 Crdinary 100
Budgens Stores Limited ag £100 Ordinary 100 Spen Hill Regeneration Limnited 1 £100 Ordinary 100
Bultoncable Limited 1 £300 Ordmary 100 Spen Hill Residental No 1Limied i £100 Ordinary 100
Buttorcase Limitad” 1 £100 Cumulative 100 Spen Hill Reslential No 2 Liruted i €1.0C Ordinary o
Redeamable Preference Station House Welling Management 1 Limited by Guarantee -
£1.00 Ordmary 100 Limited
Canterbury Road Management 1 Umited by Guarantee - Statusfioat Lmited 1 £4 00 Ordinary 0o
Limited Stewarts Supermarkels Limited! 1 £1 00 Ordinary jlole]
Carciff Cathays Terrace 1 Linmited by Guarantee - T & S Stores Limited' 2 £0 05 Ordinary 100
Management Company Linited Tapesilver Limted? 1 £1.00 Ordinary 100
Comar Limitegt ! £1 00 Oreinary 100 Teesport {GP) Limited \ £1,00 Ordinary 100
Cullen s Holdings Limited 1 EQI0 Ordinary 00 Tesco (Overseas) Limined! 3 £1.00 Ordinary 100
Cullen s Stores Limited 1 E100 Ordinary 100 Tesco Aqua I3LP) Lsmited \ £1.00 Ordinary 100
Day and Nite Stores Limited 2 £1 00 Cumuiative 100 Tesco Aqua IFnColl Linited i £1 00 Ordinary 100
Convertible Partcipating )
Prelerred Ordinary Tesco Aqua IFnCo?) Limited 1 £100 Ordinary s}
£100 Cumulative 100 Tesco Aqua {GP) Limited i £1.00 A Ordinary 00
Redeemable Preference £100 B Crdinary oo
£100 Ordinary 100 Fesco Aqua INomnee 1) Limned 1 £1.00 Ordinary 100
Ditons Newsagents Limited 2 £0 25 Non-Voting w00 Tesca Aqua (Nominee 2 Limited 1 £1.00 Ordinary 100
Ordinary Tesco Aqua (Nominee Holdco} 1 £1 06 Ordinary 100
dunnhumdgy Adverlising Limited 5 E100 Cranary w00 Limitec
dunrhumby Holding Lirited 5 E100 Grdnary 100 Tesco Atrato [ILP} Lirnited 1 £100 Ordinary 100
dunnhumby fnternational Limited 5 £100 Qrdinary 100 Tesco Btue (ALP) Lirmted ] £1.00 Ordinary 100
dunnhumby Limited 5 £3 59 Ordnary 100 Tesco Blue (FinCo2) imited 1 £1 00 Ordinary w0
durnhumby Overseas Limited 5 £1.00 Oredinary 100 Tesco Blue (GP) Limited 1 £1.00 A Qroingry 0o
dunnhumby Trustees Lirmited S £400 Ordinary 160 £1.00 B Ordinary® 100
Europa Foods Limited 1 £ 00 Ordinary 100 Tesco Blue iNominee 1 Limited 1 £1 00 Qrdinary 100
Faraday Properties Umited 6 £100 Ordinary 100 Tesco Blue (Nominee 2) Limiteg 1 £1 00 Ordinary 1006
Giant Bidco Limited 38 £1 00 Ordinary 00 Tesco Blue (Nominee Holgco) 1 £1900 Ordinary 100
Giant Booker Limied kl:) £0.35 Ordinary 100 Lmited
Giant Midco Limited 18 £1.00 Orcinary 00 ;ft;o Corporate Treasury Services 1 £100 Crdinary oo
Gibbs News Limited 2 E100 Ordina 100
Highams Green Management 1 Limited by Guaranter: - Tesco bepat Propeo bimited ! £.00 Grdinary 109
Company Limited Tesco Distnbution Holdings Limited i £100 Grdinary 100
Tesco Distnbutisn Limited | £100 Ordwnary 100
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Related undertakings of the Tesco Group continued

Name of Registered Class of % hetd Name of Registered Class of % hetd
undertaking address share heic by Groug undertaking address share held by Group
Tesco Dornegy {ILP) Limited 1 £100 Ordinary 100 Tesco Property Nominees (N 6) il £100 Ordinary 100
Tesco Emplayees’ Share Scheme 1 £1D0 Ordinary 100 Limited
Trustees Limited!® Testo Property Partner {GP) Limited 1 €100 AOrdinary 100
Tesco Famuly Dining Limited 1 £1.00 Ordinary 100 £100 8 Ordinary 100
Tesco Food Sourcing Limited 1) £100 Qrdinary 100 Tesco Property Partner INo 1 1 £100 Ordinary 00
Tesca Freetime Limited 1 £100 Ordhnary 0o Limited:!
Tesco {3LF) Limited 1 £160 Ordinary 100 L’;IC;: roperty Partner iNo 2 ! E100 Crdinary 100
Tesco Gateshead Proparty Limited ! £190 Ordinary 100 Tesco Red {3LP) Linmitedt 3 £100 Ordinary 100
Tesco Holdings Lrmited! ! £010 Osdinary 100 Tesco Red (GP) Limited 1 £100 A Ordinary 100
£100 Preference IDg £100 B Cranary 100
Iﬁ"ﬁg’utematnnal Internet Retailing 1 £100 Ordinary o Tesco Red iNominee 1) Limited 1 £100 Ordinary wo
Tesce International Services Limited! 1 £100 Ordinary 00 Tesco Rea (Nominee 2} Limited 1 £100 Ordinary 100
Texco Lagoon GP Limited % £100 Ordinary G0 Tesco Red INDmunee Hadco) Limiteg 1 £100 Ordinary 100
Tesco Mantenance Limited 1 £1 90 Ordinary 100 Tesco Sarum (L7} Limited ! £100 Ordinary 100
Tesco Mobile Communications 1 £100 Ordinary 100 Tesco Seacroft Linuted ! £100C Crdinary oo
Limited?! Tesco Secretaries Limited 1 £ 00 Ordinary 100
Tesco Motxle Services Lumited 1 £100 Ordinary 100 Tesco Services Lumited’ 3 £i 00 Crdinary o
Tesco Navona (1LP) Limited 1 £100 Ordinary 100 Tesco Stares Limited 1 £100 A Preference 1o
Tesca Navona (GP) Limited 1 E100 Ordinary A 100 £100 B Preference w06
£100 Ordhinary 8% 100 £100 Ordinary 100
Tesco Navona (Nominee 1) Limited 1 £100 Ordinary 100 Tesco TLB Finance Limited 1 £1 00 Ordinary 00
Tesca Navona (Nominee 2) Linnited 1 £ 00 Ordinary 100 Tesco TLB Properties Limiteg 1 £100 Ordinary & 100
Tesco Navona (MNominee Holdcol ¥ £1 00 Ordinary 100 E1 Q0 Ordinary B 100
Limited Tesco Treasury Services FLC! \ £100 Ordinary 100
Tesco Navona PL Propeo Limited 1 £1.00 Ordinary 100 The Big Food Group Limitea 38 EQ 10 Ordinary 100
Tesco Overseas investments ! £100 Ordinary 100 The Teesport Limited Partnership 1 tumited Partnership 100
Tesco Overseas ULC \ £0 00000025 A Ordinary 100 The Tesco Aqua Limited Partnership 1 Limied Partnership 100
S w  Teesbeenmess ) e
£0 00000025 C Orstinary 00 Parnershp
£0 00000025 D Orginary 100 The Tesco Passaic Limited 1 Limited Partnership 100
£0 00000025 E Ordmary 100 Partnership
£0 00000025 F Ordinary 100 The Tesco Property Limited 1 Limited Partnership 100
EO 00000025 G Orcinary 100 Partnership
£0 00000025 K Ordinery 100 The Testo Red Limited Partnership 1 Lumited Partnership 100
£D DODODD25 J Orcinary 100 TP Fung Managers Limited 1 £100 Ordinary 00
£0 0000025 K Ordinary 10Q TPT Holdeo No 1 Limited 1 £1 00 Ordinary 100
£0 00000025 L Ordinary 100 Ventnor High Street Management. 1 Limited by Guarantee -
£0 00000025 M 00 Company Limited
Orghnary Weymouth Avenue (Dorchester) 1 £100 Ordinary 100
£0 00000025 N Ordinary 100 Lirvted
£0 60000025 O 0o Wm Low Supermarkels Limied 6 £100 Ordlnary 100
Ordinary International subsidiary undertakings.
£0 DO0O002S P Orgimary e Name of Registered Qlass of % held
Tesce Passaic (ILP} Limited 1 £100 Ordinary L+le] underiaking address sharehetd by Group
Tesco Fassare (GPF Limited ' £30G Ordmary 4 3¢ Arena (Jerseyl Management Limited! 87 £100 Ordinary 100
£100 Ordinery B= 00 Booker Cyprus Limited 0 €100 Ordinary 106
Tesco Passaic (Momines 1) Limited 1 £100 Ordinary oo Booker India Private Limited 88 INR 10 00 Ordinary 00
Tesco Passaic (Ncminee 2) Limied 1 £100 Ordinary 00 Booker Satnam Wholesale Private 68 INR 100 Ordinary 87
Tesco Passalc (Nominee Holdco) 1 £100 Ordinary 100 Lmited
Limited Cheshunt Hokings Guemsey Limited! 1B £100 Orginary 0o
Tesca Passarc PL Propeo Limited i £100 Grdinary fco Cheshunt Hungary Senacing Limited 2 HUF 100 00Q Ouota 100
Tesco PEG Lirmited 1 £0 010rdinary 00 Liabifity Company
Tesco PENL Limited 1 €100 Ordinary w0 Chmna Property Holdings (HIG Limited 20 HKD 100 Crdinary 100
Tesco Pension Investment Limiteg 1 £100 Ordinary 00 Chirac Limited 24 €125 Ordinary 100
Tesco Pension Trustees Limited!™ 1 £100 Ordinary 100 Cirrus Finarce (2009) Limited 24 £1.000 A Ordwnary 100
Tesco Personal Finance Group PLC 10 £0 10 A Qrdinary 00 €10Q Ordinary 100
£0 10 B Qrdinary 10 Cirrus Finanece Limited 24 £1,000 Orchinary o
£0 10 C Qrdinary 00 Clondalkin Properties Limined 24 €725 Ordinary W00
Tesco Personal Finance PLC 10 £0 10 Ordinery 100 Commercsal Investments Limitéd 24 €125 Ordinary 00
Imz:ropw {Nominees) (No-1) " £100 Ordunary 00 Crest Ostrevaes 6 Czx 100,000 Qrdinary Loie)
Tesco Property iNominees} (No.71 n £1,00 Ordinary 100 Delamare Holdings 8 V 30 €100 Qrdinary 100
Limited Department store Pardubice s ro 1) CZX ¥00.000 Ordinary 100
Tesco Property (Nominees) Limited n £100 Ordinary 100 dunahumby {Korea) Limited 62 KRW 5 000 Ordinary 100
Tesco Froperty Finance 1 Holdco 1 £1 00 Ordinary 0o dunnhumby (Malaysial San Bhd 64 - R 100 Ordinary 100
Limited dunnhumby (Thaland) Uimited 6% THB 1000 000 Orainary 100
Tesco Property Finance 1PLC 1 £100 Ordinary 100 dunnhumby Advertising (Shanghal a3 €130 Q00 Registered 100
Tesco Property Holdings iNo 2) 1 £100 Ordinary 100 Co.lts Capital
Umited dunnhumby Austratia PTY Limited 94 AUD 100 Ordinary 100
Tesco Property Holdings Lrmited 1 £100 Ordinary 100 dunnhumby Brasi Consultora Lida 53 BRLS1 00 Ordinary 100
Tesco Property Neminees (No,5) 1 F100 Ordinary nh dunnhumby Canada Lutwled k¥l CAS 1 00 Srdinary W
birmited ounnhumby Chile 5pA 95 CLP 500,000 Ordmary 100
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Financial statements

Name of Registerad Class of % heid Name of Registered Class of % heid
undertaking address share held by Group undertaking address share held by Group
dunnhurmby Colombia S A S 52 COP 2 000 Type A 160 Tesco Capiat No 2 Limited 28 £0 01 Figating Rate 100
COP 4100 Type B Redeemable Preferencer
COP100 Type C £1 00 Ordinary 100
dunnfiumby Computer information 54 TL 25 Q0 Ordinary 100 Tesco Chile Sourcing Limitada 13 CLP 1 00 Crdinary 100
L;ecchnolcgy and Consuliancy Services US§ 100 Grdinary 100
dunnhumby Consulung Canada 56 CADSG 01 Oréhnary 100 Tesco Digal Ventures Pre Lid 33 GO 100 Ordinary 100
umited Tesco Dystrybucja Sp 200 32 PLN 50 00 Orcinary 100
dunrhumby Consulting Services India a6 INRLI0 00 Ordinary 100 Tesco Europe B v 30 €100 Ordinary 100
Private Limited Tesco Food Sourcing Brazi 12 BRL1 00 Ordinary 100
dunnhumby Czechsr o 16 CZK 200 0G0 Ordinary 100 Consuliona De Negogios Lida
dunnhumby Finland Oy 20 100 Keveltinum Oy 100 Tesco Foundation (Nadacia Tesco) 51 No par value basic capital 100
dunnnumby France $A5 57 €2 00 Orgwnary 100 Tesco Franchise Stores CR s ro 6 CZK 2 000 000 Crdinary 100
dunnhumby Germany GmbH 72 €100 Ordinary 100 Tesco-Giobat Stores Privatety Held 22 HUF 10 00 Common 959
dunrbumby Hungary Kft 22 Registered caprtal HUF 100 Company Limited
3000 gOD Teseo Globa! Employment Company 34 THB 100 00 Ordinary 100
dunnhumby Inc a5 No par value - Umited
dunnhumby Informaucn Technology 58 Registered capital 100 Tesco Guangdeng {HKI Co Limited 20 USS 1 0D Ordmnary 100
Consuiting {Shangnal Company Limted US$140,000 TescoHoldings 8V 30 €1 00 Crdinary lelo]
dunrhumby Ireland Limited &3 €100 Ordinery 160 Tescoe Internauonal Clothing Brand 51 €100 Crdinary 100
dunnhumby IT Services Indua Prvate 59 INR 10 00 Crdinary 100 sro
Limited Tesco Intemational Franchising s r o 51 €1 00 Crdinary 100
dunnhumby ftalra Sl &0 €100 Crainary 100 Tesco International Sourcing Limited 20 HXD 10 00 Qrdwnary 100
dunrhumby Japan K X 61 JPY 10 000 Ordinary 0o Tesco Ireland Holdngs Limited 24 €125 Qrdinary 100
dunnhumby Mexico § deR L 65 MXN 2 970 Ordinary A 100 Tesco Ireland Limited 24 €125 Ordinary 100
deCV MXN 30 00 Ordinary 8
Tesca Ireland Pension Trustees 24 €1 25 Ordinary 100
dunnhurmby Netherlands B Y 7 €100 Crdmary 100 Limited
cunnhumby New 7ealand 96 NZD 100 00 Ordinary w00 Tesco Jomt Buying Service (Shanghar 1 USS$ 100 Ordinary 100
dunnhumby Poland 5p 700 32 PLN 50 Q00 Qrdinary 100 Ca Lemited
dunnhumby Russia LLC 79 RUB 100 Ordinary 100 Tesco Mole (Thailand) Co Limited 34 THB 100 00 Ordinary oo
dunnhumby Singapore Pte Ltd 80 SGD 100 Ordinary 100 Tesco Mobile freland Limited 24 €100 Crdinary o
dunnhumby SARL 75 €100 00 Ordinary 100 Tesco Property INo 1} Limited 28 EY 0O Ordinary 100
dunnhumby Servicos de Promog3o 73 R$100 Ordinary 100 Tesco Praperty Limited » US51.00 Registered 100
Drgital Ltda Capital
dunnhumby Slovakia s 1o &7 No shares in issue - Tesce Sourcing India Private Linitad 84 INR 10 OO Ordinary 100
dunnhurmby 5p 100 78 PLN 50 00 Ordinary 150 Tesco Stores {Malaysia) S5¢n Bhd' A2 RM 100 A Ordinary 100
dunnhumby Spain § L a8 €100 Crcinary 100 RM 10 00 Non-~ 100
dunnhumby South Afnca {Pty) Lid 68 No par value Crdinary 160 Caonvertitle Non-
Cumulauive Irredeematyle
dunnhumby Ventures LLC n - - Preference Shares
Fdson investments Limited 24 €2 00 Ordinary 100 RM 1.00 B Ordinary 100
Edson Properties Limited 2¢ €100 Ordinary 10 Tesce Stores (Thailana) Limited 34 THB 10 00 A Ordinary 160
Ek-Chai Distribution System 3z THE 10.00 Ordhinary 9998 THE 10 00 B Preferance <0 001
Co ud ‘THB 10.00 C Preference 00
:;:::Is::e"'::':m"m ;92 on 5;; gg g:'::“’ :gg Tesca Stores CRa s ® €K 1000 Ordinary 00
[l
Lome &pSOns oM Limted o o100 Ordm: o0 Tesco Stores SR as 5 €33 183 92 Orciinary 100
Tesca Technology Services HK 21 HKD 109 Ordinary 100
JasperSp 100 3z PLN 100 0C Ordinary oc Urnited
Xabaty vestments Tesco [Polskal 3z PLN Partnershup tnterests 100 Tesco Trustes Company of Ireland 24 €1.25 Ordinary 00
Spzoo Spk Limited!
LetAany Bevetopment land 15 1 0 16 CEK 160,000 Ordinary 100 TESCO Uzlet és Technolégiar e HUF 100 00D 100
LetAany Development land Z2s r o 16 2K 100,000 Ordinary 100 Szolganatasck Zartkdruen Mukodd
Marine Coffee Company Haldings 25 €100 Ordinary 100 Résivénylirsssag
Limited Thundnidge Unlimited 24 €100 Ordinary 100
Monread Developments bimited 24 £0 0010rdnary 00 valiant Insurance Company DAC 26 EY QO Ordinary 100
Nabota Development Limized z4 €125 A0rdmnary 100 Victerig BESp. oo 32 PLN 800 00 Ordinary 100
€125 B0Ordinary 100 Wanze Properues (Dundalk) Limited 24 €1 00 Ordinary 100
Crpinglord Unhrmited Company 24 €100 Ordinary 100 WSC Properues Limited 24 €0 0000005 Ordinary 100
PEJ Property Developments Limited 24 €100 Ordinary 00
Pharaway Properties Limited 4 £100 Ordinary 0o
R J D Holdings Unimited Company 24 €1269738 Ordinary 120
Saneyis Lmited 9 €100 Ordinary 100
Seberovate s ro % CZK 100 000 Ordinary 190
Scciomantic Labs Inc 35 USS50 00 Common Stock 100
Soctomantic Labs Internet Hizmetlen a2 TRY 25 00 Orcinary 100
Limited Sirekets
Sociomantic Labs Private Limited %6 INR 10 00 Ordinary 100
Tesco{Polskal p 100 az PLN 500 00 Orcinary 100
Tesco Akadémia Képzés és 22 HUF 100 Business Share 00
Fejlesztés Korstolt Felel8sségl
Térsasdp
Tesca Angel Fundation 22 Foundation 100
Tesco Bengaluru Private Limited 23 IR 10 00 Ordinary 100
Tesco Capital No 1 Lirmited! 28 £0 50 A Ordinary 100
£0 50 B Ordinary 00
£0 D1 Preference - 100
Guaranieed lized rate
cumulative preference
£9 OvPreferred Ordinary 100
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Related undertakings of the Tesco Group continued

Subsidiary undertakings in liquidation. Name of Regsterad Classol % held
The following subsidiary undertakings were incorporated undertaking address shareheld by Grovp
n the United ngdom Tesco Dorney iNomirea Holdco) Limited 1 £100 Ordinary 100
Name of Registered Class of % heig Tesco Jade (GP} Lemired 80 £100 A Ordmary 3¢
undertaking adaress share held by Group E100 B Ordinary 30
Affred Preedy & Sons (Trustees! Umited 89 £100 Orchnary 00 Tesco Mobllg Limited ) £0.10 A Oréwnary 100
Anthony Heagnay Limited 89 £100 Ordinary 100 £0 90 B Ordinary 100
Beehythe Estates Limited” 89 £100 Ordinary W00 Tesco Property (Sparte Nominees) Limited 1 £100 Ordinary 100
Bedmunster Estates Lirmted a EY 00 Ordinary 100 Tesco Property iNcminees) (No 3} Limited 1 £100 Ordinaty 00
cheshunt Finance Unlimited B89 £06 000000001 1090 Tesco Property INomineest (No 4) Limited 1 £1 G0 Ordinary 100
Cheshunt Overseas LLP a Linited Liabisty 100 Tesco Property Partner (GP No 2] Limited” 1 £100 A Qrdinary 100
Partnership Tesco Sarum (GP) Limited" 1 £100Q AOrdinary 100
Crazy Prices! 86 E£3 00 Ordinary 00 Tesco Sarum INominee 1l Limited ! E100 Ordinary 00
Dady wWrap Produce Limitea! 4 €} 00 Orchinary 00 Tesco Sarum (Nominee 2) Limited 1 £100 Ordinary 100
Food & wine Lovers Limiteq? 89 £100 Orainary 00 Tesco Sarum [Nominee Holdeo) Limited 1 £100 Ordinary 100
Gibbs Newsagent Limited® 89 €100 A Ordmary 100 Tesco Underwriting Limited 50 £100 Ordinary 499
Halesworth SPY Limited 89 £100 Ordinary 100 The Tesco Atrato Limited Partnership 1 Limited Partnership 50
Harts the Grocers (Russell Square) Umited 89 E£100 Ordinary 00 The Tesco Corai Limited Partnership 1 Limited Partnership 50
Hants the Grecers (TCR Lirnited™” 89 £100 Ordinary 0e The Tesco Dorney Limited Partnership 1 Limited Partnership 50
4 E Coten & Company Limited 89 E3 00 Orainary 0o The Tesco Froperty (No 2 imied 27 Limited Partriership 50
Unebush Il Limites 89 E1QQ Ordinary A 90 Partnership
£100 Ordihery 8 w00 The Tesco Sarum Limited Partnership 1 Lirmiied Perinership 50
Lnebush IV Limitect B9 EQ D1 Ordinary A 100 i
£1.20 Orcinary B 00 The following associated undertakings were iIncorporated outside
£0 01 Ordinary € 100 of the United Kingdom
Linapush Limited 89 €0 014 Ordinary 00 Narme of Registered Class of % held
£100 8 Ordinaty 106 undertaking address share held by Group
Linebush ¥ Limited 89 £1 20 Ordinary A 00 Areng Unit Yrust 87 - o
£120 Grdinary B 00 Ching Wisgom dunnhumby Limited 40 RMB 264,000 Ordinary 50
London and Home Counties 89 E1Q0 Ordinary A 100 China Wisdom dunnhumby 39 RMB 26 400,000 50
Superstores Limited IShanghai) Limited Registered capital
Mills (25t Midiands) Limited 89 £100 Oreinary 190 aunnhumy Denmark WS & DKK) 00 Orcunary 100
Milis Group Limited 89 £100 Ordinary 00 gunnhumby Mitsu Bussan Customer A Common stock 1.000 5o
S id
Morgam News Limited 8 £) 00 Ordinary 100 du'::::"?:y h';m as - NOK 1000 Orima w
Snowman Retail | Limied 89 EY00 Ordinary 0o N € inary
Gain Land Limited 6 $100 Ordinary 20
Snowman Retal 2 Lbmited as E100 Ordinary 100 N
Merrion Shopping Cantre tmited 24 €0 012697 Ordinary sig
T & 5 Properues Limited 89 E100 Orginary 100
Retad Property Co  Limited” 44 THB 100 Q0 Oroinary A 0o
TescoFFC Limited ot EO 01 Drdnary o0 Synergsstic Property Development 83 THB 100 GO Ordina 50
I
Tesco FTC Limited® 89 £100 Ordinary 00 oy Py Levelop Y
Tesco Kirkby (General Partner) Limited a8 E1 00 Ordinary 100 Tesco Card Services Limited a5 THB 100 00 Orcnary A 100
Tesco Kirkby ILP) Liented 89 £100 Oratnary 0o Tesco for Thais Foundation 14 Foundation -
Tesco Kirkby (Unitholder) Limited 89 €100 Ordinary 100 Tesco Lotus Retai Growth Freehold 46 THB non par 25
Tesco Kirkby {UnitholderZ) Limited 89 £100 Ordinary 100 and Leasehold Propeny Fund value hsted
Tesco TLB Barnstaple Limited 89 E1 00 Ordinary 0o Tesco Mabile CR$r o ® CZK 100 000 Ordinery 50
Tesco TLE Nottingham Limited a9 £100 Ordinary 100 Tesco Mobile Stovakia s r o 51 €100 Orgwnary 50
Tesco TLB Pontynridd Limited 89 £100 Ordinary 100 Trent Hypermarket Private Lirmiteg a INR 10 Q0 Equity 50
Verulam Properties bmited a8 £100 Ordinary 100 i "
Consolidated Structured Entities.
The following subsichary undertakings were incorporated outside Narme of Registered Nature
of the United Kingdom undertaking address of business
N ‘ R \ . " Detamare Cards Holdco Limited B85 Securitisation entity
u:tr;;ert:km " :g';:i:d shacr: sl:ecl’d by Grhe ﬂg Delamare Cargs MTN Issuer plc 85 Securltisstion entity
dunnhumby Netherlands 8V 66 €100 Ordinary 100 frmTlcd Cards R bes Trustee 85 Secunusation entity
IExo :l;u:uu; Holdings Limied 2? €l gg Gretmary 1o Delamare Cards Funding 1 Limited BS Secuntisation entity
gsco s S A i €160 Qrohnary 166 Delamare Cards Funding 2 Limited es Secuntisation entity
Associated under‘taklngs . Delamnare Finance PLC n Sequntisation entity
The following associated undertakings were ncorporated Defamare Group Hofchngs Limited i Securitisation entily
i ned Kingdom
n the United K Bao *  Undertaking where other share classes are held by 8 third party
~ame of Registersd Crass of % heid +  interest held directly by Tesco PLC.
undertaking addresy share held by Group w 95,::5 " Td :sz e
Broadhelds Management Limited 47 £0 10 Ordinary 353 = gs Gkier:’byets:::o ac
Clarepharm Limited 8 £0 10 Ordlinary %5 9 Shares held by Tesco Penslon Trustees Umited (TPTL) the corporate trustee of the
Fresh Food Trader Limited ? £100 Orghnary 30 Tesco PLC Pension Scheme (the Scheme) On biehalf of the Scheme, TPTL holds & 50%
£100 Preference 00 shareholding in three property joint ventures with Tesco and is the sole shareholder
Shire Park Limited 49 £100 Ordinary 545 of Tesco Pension {Jade) Limited and Tesce Pension Investment Limited
Tesco Atesto (GP} Lamited” i £t 8O A Ordinary 60 : TE:‘% held by “x::w " e TescoPLC P «
Tesco Atrato (Nominee 1 mited 1 £100 Ordsnary 00 " Oc::uc:r:p::;z:\:ed ::2’:,:) ;/;g::“ ofthe Tesco ension Scheme
Teseo Atrato (Nominee 2+ Limited ' £100 Ordinary 100 pany
Tesco Atraio iINomnee Heldco) Limited 1 £100 Ordlnary 100
Tesco Atrato Depot Propeo Limited 1 E100 Ordinary 100
Tesco Coral (GP) Limitex!® 1 £100 A Ordinary 100
Tesen Darmey (GPY Limited” 1 £100 A Ondinary 0
Tesco Dorney {Nominee 1) Limited 1 £100 Ordinary 0o
Tesco Dorney (Nominee 2) Limited 1 £100 Ordinery 00
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Registered office addresses

n

22
23
24
25
26
27
8
29

30
3

krd
EX]
34
35

37
38

39
40
41

42

43
44
45

46

a7
an

a8

50

5
62
23

54

55

57

59
60

Tesco Mouse Shire Park KestrelWay Welwyn Garden City AL7 1GA
United Kingdom

Apex Road Brownhills walsall West Midlands WS8 715 Uaited Kingdom
KPMG LLP 15 Canada Square London E14 S5GL Umited Kingdom

Local Support Office Abbey Retanl Park, Ist Floor Newtownabbey
Northern Ireland BT36 7GU

184 Shepherd s Bush Road London W6 INL United Kingdom

c/o Morton Fraser LLP 5th Floor Quartermile Two, 2 Lister Square Edinburgh
Scotland £H3 9GL United Kingdom

7-10 Chandos Street London WG 9BQ United Kingdom

Paseo de Genreral Martinez Campos, Campos n® 8 1° izquierda 28010 Madrd
Span

1138 Budapest, Vac 0t 187 Hungary

2 South Gyle Crescent Edinburgh EH12 $FQ United Kingdom

35 Greal St Helen s London EC3A 6AP United Kingdom

Av Paulista 37-4° Andar 53o Pauvls 01311-802, Brazi

Aven:da Santa Marla 5888 Piso 2 Zona A Oficina 4 Vitacura. Santiago 76607685,
Chile

Units 01 02 06 07 CB 09 Floor i7 No 6§10 Xupahul Read Huangpu Distnct
Shanghal, People s Republic of China

RVIOE Level B Bld No 1 China Central Place No 81 Jianguc Road Chaoyang
Distnict, Beyng People's Republic of China

Praha 10 - Vriowice Vriovickd 1527/68b PSC 10000, Prague Czech Republic
Centre de Commerces et de Loisirs Cile Europe 6223t Coquelies France

PO Box 25, Regency Court Glategny Esplanade, 5t Peter Port GY1 3P Guernsey
Dorey Court Admiral Park 51 Peter Port GY14AT Guernsey, United Kingdom
3ist Floor AlA Kowloon Tower Landmark East 100 How Ming $treet Kowloon
Horng Kong

Level 54 Hopewell Centre 183 Queens Road East. Hong Kong

H-2040 Budadrs Kinizst UT1-3 Hungary

B1& B2 EPIP Area Whitefield Bangatore 560066, India

Gresham House Marnine Road Dun Laoghaire Co Oublin Ireland

25-28 North Wall Duay International Financial Serwces Centre Bublin 1, Ireland
38739 Fitzwilhiam Square Dublin 2. Ireland

PO Box 87, 22 Grenwille Street St Hefler JE4 BPX Jersey

Lime Grove House Green Street St Heher JE12ST Jersey

c/0 SGG Corporate Services (Mauntius) Limited 33 Ecith Cavell Street Port Lowrs
324 Maurtigs

willemsparkweg 150 hs, 1074 HS, Armsterdam Netherlands

1-2-3 Marunouctn Chiyoda-ku Tokyo Japan

56 Kapelenka St 30-147, Krakow Poland

163 Tras Street #03-01 Uan Huat Building, Singapore 079024 Singapore
629/1 Nawamintr Road, Nuanchan Buengkoom Bangkok 10230 Thaland
The Corparation Trust Company 120% Qrange Street Delaware USA 19801

Vistra Corporatle Services Centre, Wickharms Cay It Road Town Yortola vGIND
British Virgin Islands

Place Cartlhon, 7181 Jean-Talon East, Montreal Québec HIM 3N Canada

Equity House Irthiingborough Road wellingborough Northamptonshire NNE ILT
Uruted Kingdom

Room 501-4 No 398 Jiangsu Road, Shanghai, People s Republic of China
Suite 106-8. N/F . Tan Yau Building No 181 Johnston Road, Wanchail, Hong Kong
Taj Building, 2nd Fioer, 210, Dr DN Road Fort Mumbar 400001, India

Level B, Symphony House Pusat Dagangan Dana 1 Jalan PJUF1A/46 47301 Petaing
Jaya Selangor Darul Ehsan, Malaysia

Rosenkrantzgate 16, Oslo G160 Norway
313 CP Tower $ilem Road Khwaeng Sdom Khet Bangrak Bangkok Thailend

Capital Tower Al Seasons Place, F) 1-6, 87/1Wiretess Road Lumpini Pathumwan
Bangkok 10330, Thaiand

1Empire Tower 32nd Floor South Sathorn Road, Yannawa Sathorn Bangkok
10120 Thailand

2 Pans Parklands Railton Road, Guildiord Surrey GUZ SJX. United Kingdom
Thompson Jenner 2B Alexandra Terrace Exmouth Devon EX8 1BD, United
Kingdom

c/oLamburn & Turner Riverside House 1Plzce Farm Wheathamstead $t Albans,
Hertfordshire AL4 8SB United Kingdom

Ageas House Hampshire Carporate Park Templars Way, Eastieigh Hampshire
$053 3YA Unlted Kingdom

Kamenné ndm 1/A 815 61 Bratislava, Slovakia

Calle 32 b sur #48-100, Envigado, Antioguia, Colombia

Avenida Brigadeiro Luiz Antoma No 3142 Bth Fl Jardim Paulista 40 Pavlo Brazin
C1202-501

Yem Havaalar Caddest No 40 Cigh 1z 35610 Turkey
Daws LLP 2800 Park Place 666 Burrand Street Vancouver BC V6C 277 Canada

ath Fl, Tower 8 Paras Twin Towers DLF Golf Course Road Sector 54, Gurgaon
Haryana-HR 122002 Incia

48 rue Cembon 75001 Pans France

Room 1001 Enterpnse Devetoprment Tower No 398 Jiangsw Road Changning
Cistrict, Shangha 200050 People s Republic of China

5-22 Greater Kalash Partt Lower Ground Floor New Deihy 110048 india
Vig Savonarcla 717 35137 Padova ltaly
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Tokyo Club Bullding 11F, 3-6 Kesumigaseki, Chiyoda-ku, Tokyo Japan
37th Floor ASEM Tower, 517 Yecngdong-daero. Gangnam=gu Seoul 135-798 Korea
Floor 3 2 Harbour Square Crefion Read Dun Lacghaire Dublin Ireland

10th Floor. Menara Hap Seng. No 18 3 Jalan P Ramlee Kuala Lumpur 50250
Malaysia

Avenida insurgentes Centro 41 Floor 2, 5an Rafael Mexico City 08470, Mexco
Herkerberweg 238 Luna Arena 1101CM, Amsterdam Zuidoost, Nethenands
Cesta na Senec 2 Bratsfava, B21 04 Slovakia

B4 Century Square Heron Crescent Century City Cape Town 7441 South Africa

No 319 Chamchun Square Buding. 16th FI Unft 0% Phayatni Road Pathumwan sub
District Bangkok 10230 Thaland

</0 RSM Finland Oy Ratamestarnkatu 7B 00520 Helsinki Finland

One East Fourth Street, Suite 1900 Cincinnatl Ohio 45202, United States
Paut-Lincke-Ufer 39/40, 10999 Berfin Germany

Av Brigadeire Luis Antémio 3530, 5* Andar. 01402-001 Saa Paulo. Brazit
Stefanikova 18725 Smichov 150 00 Prague 5, Crech Repubiic

43 rue Cambon 75001 Pans France

C/0 Vaish Associates 106 Peninsula Centre, Dr § § Rao Road parel
Mumbar-200012 Meharashtra India

Danzigerkade 13H 2hg 1013AP Amsterdam, Netherlands

Socromantic labs Sp 2 ¢ 0. ul Pulawska 2,02- 566 Warszawa. Poland
Spasopeskovskiy lane 7/1, bid 1. Moscow 121099 Russia

30 A Tanjong Pager Rod. Singapore, 088453 Singapore

c/o TMF Denmark A/S Kebmagergade 60 1 tv 1150 Kebenhavn K, Denmark
Isbiklal Caddes Beyoglu Is Merke2i No 387/5 Galatasaray, !stanbul Turkey

Room 886% 8/F 1M1 Changshou Road, Jing'an District Shanghar People s
Republic of China

Sth Floor Urit 201 Tower B The Millema No 182 Murphy Road Ulscor. Bangalore
560 008 India

Asticus Building 2nd Floor 21 Palmer Sireet, London SWIH DAD

United Kingdom

Ernst & Young LLP 16 Bedford Street Befiast BT2 707 Northern Ireland

47 Esplanade. St Helier JE10BD Jersey, United Kingdom

Unit 807, 6th fioor Trade Centre, Bandra Kurla Complex Bandra East Mumba
40003 Maharashtra India

Ernst & Young LLP 1 More London Place London SE12AF, Uniled Kingdom

State Street (dabat Adwisors Limited 20 Churchill Place Canary Wharf London
£14 SHJ., United Kingdom

5 Espenden Street 4th floor, 2001 Strovolos, Micosia Cyprus

PO Box 237 Peregrine House Peel Road Douglas Isle of Man IMSS 15U
0999/9, 31st Floor Rama 1Road Pathumwan Distnct Bangkok 10330 Thailand
Leve! 21, 55 Colins Street Melbourne VIC 3000 Australia

Av EI'Golf 40 7th floor Las Condes, Santiago de Chile Chile

RSM New Zesland Level 2 B0 Highbrook Drve Auckland, 2013 New Zealend
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Supplementary information (unaudited)

Total sales performance at actual rates (exc. VAT, exc. fuell.®
e] Fiol 30 4Q iy ] H FY
2018719 2018/19 2018719 2018/1¢ 2018/19 2018/19 2008/18
UK & ROI 16.6% 18.9% 14.5% 14 6% 17.7% 14.5% 16.1%
UK & RO {comparable growth®™) 3.5% 3.6% 0.6% 0.7% 3.5% 0.7% 2.1%
UK 19% V7% 0 8% 0 4% 18% {0 2% 08%
RO 95% 12% 34% 07% 8 4% 20% 50%
Booker 12 8% 137% 9% 2.6% 13 3% 61% 96%
Central Eurcpe 07% (5.81% (7.2}% (6 9% 27% {7.1% 4 9)%
Asia 6.8)% [13)% (3 31% 5.0% 4 N% 10% 8%
Tesco Bank 7.0% 11% 22% 8.5% 4.2% 5.3% 4.7%
Group 12.1% 13.4% 9.9% 10.8% 12.8% 10.4% 11.5%
Group ([comparable growth'™) 2.3% 2.0% {0.51% 0.3% 2.2% 0 1% 1.0%
Total sales performance at constant rates {exc. VAT, exc. fuell.”
10 20 30 40 H 2H FY
2018/1% 201818 2018718 2018/19 2018/18 2018719 20%8/19
UK & RO1 16.5% 18.9% 14.5% 14.5% 17.7% 14.5% 16 1%
UK & ROI [comparable growth®) 34% 35% 0.7% 0.7% 3.6% 0.7% 21%
UK 19% 17% (0 9)% 0.4% 18% 10.24% 08%
RCI 6 8% 76% 41% 0.2% 72% 21% 45%
Booker 128% i3 7% 97% 26% 13.3% 6% 96%
Central Europe (2.91% (4.21% {5.21% 571% {3.5)% {5 4i% (4.51%
Asfa (7.21% (2.5/% (6.0)% 0.7}% (5.00% (3.31 aN%
Tesco Bank 7.0% 1.1% 2.2% 8.5% 4.2% 5.3% 4.7%
Group 5% 13 5% 9.9% 10 4% 12.5% 10.2% 1.3%
Group {comparablae growth'™) 1.8% 2.1% {0.5)% {0.01% 2.0% {0.3)% 0.8%
“  sales growth shown on @ comparable deys basis and includes an adjustment to tast year s ligures to reflect a change in the reporting of consignment, sales
= Comparable total growth presents growth with Booker sales included in the prior vear base from O1 2018/19
Like-for-like sales performance (exc. VAT, exc. fuell.
i 20 3G 40 H 2H FY
2018719 2018/19 2018719 2018/19 2018719 2018/13 2018719
UK & RCI 3.5% 42% 1.9% 1.9% .8% 1.9% 2.9%
UK 21% 25% 0% V7% 23% 12% 17%
ROl 30% 31% 0 21% (0 4)% 31% 0 3% 13%
Booker 14 3% 15 1% 1Q0% 4.3% 14 7% 76% 1%
Central Europe (1.0)% (2.00% 13.0)% (3.00% 1 5% (3.00% 12.3)%
Asla (9.0)% 4 8)% 8 01% 3.00% (7.00% {5.4)% 6.21%
Tesco Bank n/a n/a n/a n/fa n/a n/a n/a
Group 1.8% 2.7% 0.5% 0.9% 2.2% 0.7% 1.4%
Country detail - Retail,
Revenue lexc VAT inc fuel)'
Local currency Aversge exchange  Closing exchange
{m} £m rate rate
UK 43,445 43,445 10 10
ROI 2683 2.372 11 11
Booker 5.826 $826 10 1.0
Czech Republic 43.338 1.492 %0 88
Hungary 573,887 1,585 3621 3555
Poland 9.613 1.986 48 47
Slovakia 1375 1,216 i1 0
Thailanc 172,850 4.055 426 439
Mataysia 4,383 818 54 55
*  Excludes franchising revehue within Central Europe of £19m, which 15 not allocated to ndwidual countries
UK sales area by size of store.
Fabruary 2019 February 2008
% of total % of total
Store seelsq k) No of stores Million sq fi sq ft No of stores Milllon sq ft wq f
(0-3.000 2,515 54 o 2512 52 131
3.001-20,000 284 30 78 284 34 as
20.601-40.000 284 82 213 284 82 206
40.001-60.000 182 -X:] 229 182 94 236
60.001-80,000 120 8.4 218 2¢ 85 2.4
80,001-100.000 45 37 986 45 42 106
Over 100.000 8 1D 26. 8 09 22
Total® 3,438 38.5 100.0 3,435 39.8 100.0

* Excludes Booker and franchise stores
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Group space summary.
Actual Group space - store numbers.'?

Other information

2017/18 Closures/ Net gain/ 201818 Repurposing/
year-eng®™ Operings disposals {reduction)© year-gnd extensions
Large 801 - (4) (4) 797 -
Small 1.852 9 (B) 3 1.855% -
Dotcom only 6 - - - 6 -
Total Tesco 2,659 9 (10) 3] 2.658 -
One Stop'™® e 4 (8) 4) 772 -
Booker 198 1 2) m 197
Jack's - B - 8 8 -
UK« 3,633 22 (20) 2 3,635 1
ROI 150 2 - 2 152 -
UK & RO 3,783 24 {20} 4 3,787 1
Czech Republic'? 183 - {n m 88 5
Hungary 206 - (2) 2 204 4
Poland 415 - 62 62) 353 4
Siovakia 151 - ] N 150 1
Central Europe® 961 - (66) 66) a8s5 14
Malaysia 7?2 Z i 1 73 6
Thailand 1.951 70 (56) 4 1965 20
Asia 2,023 72 (57} 15 2,038 26
Group'® 6,767 96 (143) 147) £€,720 41
UK (Cne Stop) 169 19 (14 5 74 -
Czech Republic 97 5 (3] 2 99 -
Franchise stores 266 24 (17 7 273 -
W Continuing operations
= Adjusted toinclude Boaker and a change n classification of UK store formats
2 The net gainsireduction) refiects the number of store openings less the number of store closures/disposals
¥ Eacludes franchsse stores
Actual Group space - '000 sq. ft.™
2007/18 Closures/ Repurposing/ Net gain/ 208419
year-eng®< Opemings'® disposats< extensions®® reduction} year-end
Large 3426 - (58) - 58) 3,368
Small 5128 6 4n - (31 5097
Dotcom only 716 - - - - ne
Total Tesco 37,270 18 (108) - {89} 37,181
Qne Stop™® 1,266 7 nz2) - (5 1.261
Booker 8.580 9 {153} - na4) 8,436
Jack's - 81 - - 81 81
UKk 47,116 13 {2701 - 157 46,959
ROI 3,272 63 - - 63 3,335
UK & ROI™ 50,308 176 (270) - (94) 50,294
Czech Republic'® 4832 - {68} {162} (230) 4602
Hungary 6,51 - {3} 227 {23Q) &28
Polardg 8909 - {861 (244} 1,108) 7804
Slovakia 3,855 - 81 36) n7 3438
Central Eurcpe™ 23,807 - (1,013) (669) 01,682) 22125
Malaysia 3637 79 (84) 199) 004} 3533
Thailand 14,835 543 {Hz) (242) 189 15,024
Asia 18,472 622 {186) {341) 85 18,557
Group™! 92,667 798 11,479} {1,010) {1,691) 80,976
UK ({One Stop) 224 23 {20} - 3 227
Czech Republic 92 5 {21 - 3 95
Franchise stores 316 28 122 - 6 322

W Continuing operatians
™ Adjusted to include Booker and a change tn classification of UK store formats

“ Qur defintion of space has been updated to raflect retail selling space excluthng checkouts customer services desks and custamer Lolets

@ Repurposing of retail selling space
" Excludes franchise stores
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Supplementary information {unaudited) continued

Group space summary continued
Group space forecast to 29 February 2020 - '000 sq. ft,"

201819 Closures/ Repurposing/ Net gan/ 2015/20

year-eng® Opi 8 ext e (reduction} year-end

Large 31.368 - - - - 31,368
Sratl 5,097 43 - - 43 5140
Dotcom only e - - - - 718
Total Tesco 37.181 43 - - 43 37,224
One Stap*® 1,261 %6 - - % 1277
Booker B.435 - - - - 8,436
Jack's Bl 70 - - 70 i51
uKie 46,959 129 - - 129 47,088
ROI 3,338 3 - - 3 3,338
UK & RO 50,294 132 - - 132 50,426
Czech Reapubic®™ 4,602 33 - (265) (232) 4,370
Hungary 6.281 - - (493) (493} 5,788
Poland 7.804 -~ 150) - {50) 7.754
Stovakia 3438 54 - (246} (182} 3.246
Central Europe'® 22125 a 150} (1,004) (967 21,158
Malaysia 3533 &1 - (172) (im) 3,422
Thaland 15,024 146 - - 146 15170
Asia 18,557 207 - (172} 35 18,592
Group* 90.976 426 (50} 01,176} (800} $0,176
UK ({One Stop) 227 33 - - 33 260
Czech Republic 95 14 - - 14 109
Franchise stores 322 47 - = 47 369

@ Continuing operations

®  Qur definition of space has been updated to reflect retall selling erea space excluding checkouts customer services desks and customer todets.
@ Repurposmg of retal selng space

W Excludes franchise stores

Tesco Bank income statement.

2009w 2018%
£m £m
Revenue
Interest recevable and similar ncome 729 673
Fees and commissions recevable 368 374
1,097 1.047
Direct costs
Interest payable (175} (176}
Fees and commissions payable (27} 22)
{202) {198}
Gross profit 895 849
Other expenses
staff costs 170) (174}
Premises and equipment 0] (77)
Other administrative expenses {201 (208)
Depreciation and amortisation {83) (83)
Prowisions for bad and doubtful debts 164) (137)
Operating profit before excepticnal items 197 169
Exceptignal tems'? (30) (24)
Operating profit 167 145
Net finance costs. moverents on derwvatives and hedge accounting {4) n
Net finance costs: interest ) (4}
Share of profit/(loss) of joint venture 8 10
Profit befare tax 167 162

“ These resuits are for the 12 months ended 28 February 2019 and the previouws period represents the 12 manths ended 28 February 2018

u Rastated for the adoption of IFRS 15 &5 explained 1n Note ) and Note 36 of the Group finencial statements

®  Exceptiongl items m 2019 compnse of a PP prowsions charge of £16lm 8 regulatory charge of £{18Im partially offset by a restructunng credit of £2m refiecting a reduction in difapidations
and onerous lease provision Exceptional iterms in 2018 consist of an increase in PPl prowsion of £(35)m partially offset by a decrease in CCA provision of £lm and a credit of £10m receved
following the conclusion of negotiations with a third party in respect of prewously recognised customer redress
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Other information

Task Force on Climate-related Financial Disclosures

Tesco has publicly committed to implementing the recommendations
of the Task Force on Climate-related Financial Disclosures (TCFD}
We recogrise climate change as the biggest environmental threat
the world faces. and one which could pose particular challenges to
our business including our supply chain and operations Disciosing
these climate related risks 1s an important step w demonstrating
our understanding of these risks and efforts to mitigate them In
agddition to enhancing business resilience, it also enables us to take
advantzge of any opportunities it may offer

This year represents our first disclosure to address the TCFD
recommendations end we expect this to develop and evolve over
time to reflect our analysis.

Governance.

Climate change 15 one of the Foundations underpinnung our Little
Helps Plan and climate impacts from our supply chain are also
considered within the Products piilar of the Plan The Little Helps
Plan cuthines Tesco's commitment to tackle social and
environmental challenges facing the business, our customers and
our communities The Board's Corporate Responsibiity Cornmittee
1s 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 receiwves regular
updates on our Little Keips Plan commitments and performance

Strategy.

Cur Littie Helps Plan sets cur commitmenis to and our progress
towards mitigating the chimate change impacts of our own
operations and supply cham, as set out on page 31. In addition to
addressing our impacts on the chmate. we alsc aim to anticipate
and respond 1o any risks and opportunibies to our business posed
by the changing chmate

In order to better understand the resilence of our business to
short and long-term climate risks and opportunities, Alan Stewart,
the Chief financial Officer, commissioned scenario analysis in ine
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 categories. with supply chains around the world.

We are assessing the risks and opportunities we may face in 2030
under two chimate scenaros. We use the scenarios developed by
the intergovernmental Panei on Climate Change and other credible
organisations to assess Tesco's exposure to physical chmate risks
such as rising temperatures. shifts of precipitation patterns and
axtrerme 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 transition
to a low-carbon world aligned with the Paris Climate Agreement
Qur facus 15 on matenigl risks for Tesco anising from market and
pohcy shifts in energy and agriculture.

The results of our scenario analysis will inform our long-term
strategic business planning

Risk management.

The identsfication and mangement of climate-related risks follows
our established risk management process Key elements 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 aspwation to limit
global warming to 1 5 degrees We are on track to reduce absolute
carbon emissions from cur operations from 201516 levels by 35%
by 2020, 60% by 2025 and 100% by 2050 To help us meet our
targets. we have commutted to source 100% of our electricity from
renewable sources by 2030 We also announced science-based
chmate change targets for our manufacturing and agricultural
supplers Chimate change metnics and targets are disclosed in

the Little Helps Pian section on page 31.
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Glossary

Glossary - alternative performance measures.

Intreduction.

In the reporting of financial information, the Directors have
adopted various APMs

These measures are not defined by International Financial
Reporting Standards (IFRS) and therefore may not be directly
comparable with other comparies’ APMs, including those in

the Group's industry

APMs should be considered in addition to. and are not intended

to be a substitute for, ar superior to, IFRS measurements

Purpose.

The Directors believe that these APMs assist (in providing additional
useful information on the underlying trends, performance and

position of the Group

Closest equivalent

Adjustments o reconcile

APMs are also used to enhance the comparabiiity of information
between reporting penods and geographical urets (such as
Iike-for-like sates), 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 key APMs that the Group has focused on and changes to APMs
within the period can be found in Note 1

Some of the Group's IFRS measures are translated at constant
exchange rates Constant exchange rates are the average actual
periodic 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 pericd

Note/pege reference  Defirtaon

APM IFRS measure to IFRS measure for reconcikauon and purpose
Income statement
Revenue measures
Group sales Revenue - Exclude sales made Note 2 - Excludes the mpact of sales made at petrol filing stations to
at petrol filling stations demonstrate the Group's underlying performance in the core
retal and financial services businesses by removing the
volatiities associated with the movement in fuel prices
This 15 @ key management incentive metric
Growth In sales No direct - Consistent withy Not applicable - Growth in sales is a ratio that measures year-on-year
equivalent accounting pohicy rmovement in Group sales for continuing operations for 52
weeks. l shows the annual rate of increase in the Group's
sales and 15 considered a good indicator of how rapidly
the Group's core business 15 growing
Like-for-like Neo direct - Consistent with Nat applicable - Like-for-like 1s a 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 pnior year sates of stores closed during the year) at
constant foreign exchange rates It 1s a widely used indicator
of a retailer’s current trading performance and is important
when comparing growth between retallers that have
different profiles of expansion. disposals and closures
Income statement
Profit measures
Operaung profit Operating profit” - Exceptional items Note 2 - Operating profit before exceptional items and amortisation of
before exceptional - Amortisation of acquired intangibles 1s the headline measure of the Group's
items and acquired intangibles performance. This Is a key management incentve metric.
amortisation of
acquired intangibles
Operating margin No direct - Consistent with Not applicable - Operating margin is calcwated as operating profit befare
equivalent accounting exceptional items and amortisation of acquired intangibles
pahcy divided by revenue Progression in operating marginis an
important mdicator of the Group's operating efficiency
Earnings before Operating profit” - Exceptional tems Page 181 - Trus rneasure 1s based on Retal operating profit from

exceptional tems.
interest, tax.
depreciation,
amortisation and
rent expense
(EBITDAR)

- Depreciation and
amortisaticn

- Rent expense

~ Tesco Bank £BITDAR

- Discontinued
operations

continuing operations before exceptional items It excludes
Retall depreciation. amortisation and rent expense and 15
used to derve the Total ndebtedness ratio and Fixed
charge cover APMs

Profit before tax
before exceptional
tems and
amortusation of
acquired intangibles.
net pension finance
costs and fair value
remeasurgments on
financial instrurnents

Profit before tax

- Exceptionsl items

- Amortsation of
acquired mtangibles

- Net pension finance
costs

- Fair value
remeasurements on
financial instruments

Note 9 - This measure excludes exceptional tems and amortisation of
acquired intangibles. net finance costs of the defined benefit
pension deficit and fair value remeasurements on financial
instruments. Net pension finance costs are impacted by
corporate bond yields, which can fluctuate sigruficantly and
are reset each year based on often volatile external market
factors Fawr value remeasurements are impacted by changes
to credit risk and various market indices. which can fluctuate
sigificantly Also included in these items are fair value
remeasurements on financial nstruments resulting from
liabilty management exercises

* Operaung profit 1s presented onthe Groyp income statement It 1s not defined per IFRS, however Is a generally accepted profii measure
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Other information

Closest eguivalent Adjustments Lo reconcile Note/page reference  Definition

APM IFRS measure to IFRS measure for reconciliglion and purpose

Profits/ltosses) No direct - Conssstent with Not appliceble - Profits/tlosses) arising on property-related items relates o

arising on property-  eaquivalent accounting the Group's property actwities including, gains and losses on

related items policy disposal of property assets, development property built for
resale and property joint ventures costs resuiting from
changes in the Group’s store portfolio and distribution
network, Including pre-opening and past-closure costs, and
income//{charges) associated with impairment of non-trading
property and related onerous contracts

- These items are disclosed separately Lo clearly identify the

impact of these items versus the other operating expenses
related to the core retall and financial services operations of
the business They are often one-time 1n pature and ¢an have
a disproportionate impact on profit between reporting periods

Total finance costs Finance costs - Exceptional tems Note & - Total finance costs before exceptional items, net pension

before exceptiona! - Net pension finance finance costs and fair vatue remeasurements on financial

iterns, Nnet pension costs instruments 1s the net finance costs adjusted for non-

finance costs ang — Farr value recurring one-off gtems net pension finance costs and

fair value fair value remeasurements on financial mstruments

rermeasurements on

remeasurements on
financial Instruments

financial instruments

Net pension finance costs are impacted by corporate

bond yields which can fluctuate significantly and are reset

each year based on often volatle external market factors
Fair value remeasurements are impacted by changes to

credit risk and vanous market indices, which can fluctuate

significantly Atso included in these items are fair value
remeasurements on financial instruments resulting fram
liability managemeni exercises

Diluted earrangs per  Diluted earnings - Exceptional items Note 9 - This relates to profit after tax before excepuonat tems

share fram per share _ Amortisation of and amortisaucn of acquired intangibles from continumng

continuing acquired intangibles operations, net penson finance costs and far value

operations before remeasurements attributable to owners of the parent

exceptional items - Discontinued dividded by the weighted average number of ordinary

and amortisation of operations shares inssue during the financial perod

acquired intangibles, - Net pension finance - It excludes net pension finance costs and fair value

net pension finance costs remeasurements on financial instruments Net pension

costs and fair value -~ Fair value finance costs are iImpacted by corporate bond yields,

remeasurements on remeasurements on which can fiuctuate significantly and are reset each year

financial instruments financial instruments based on often volatile external market factors Fair value
remeasurements are mpacted by changes to credit nsk
and various market indices which can fluctuate significantly
Also included in these items are fair value remeasurements
on financial Instruments resulting from hability
management exercises

Income statement

Tax measures

Effective tax rate Eifective tax rate - Exceptional items and  Note 6 - Effective tax rate before exceptional tems and amortisation

pefore exceptional their tax impact of acqured intangibles 1s calculated as total mcome tax

items and - Amortisation of credit/icharge) excluding the tax impact of exceptional

amortisation of acquired intangibies ems and armortisation of acquired intangibies dvided by

acquired intangibles and their tax Impact profit before tax before exceptional items and amortisation
of acquired intangibles  This provides an indication of the
ongoing tax rate across the Group.

Effective 1ax rate Effective taxrate - Exceptiona' tems and  Note § - Effective tax rate before exceptional stems and amortisation

before exceptional
items and
amortisation of
acquired ntangibles,
net pension finance
costs and faw value
remeasurements an
financial instruments

their tax iImpact

- Amortisation of
acquired intangibles
and therr tax impact

- Net pension finance
costs and their tax
impact

- Fair value
remeasurements on
financial Instruments
and their tax impact

of acquired intangibles, net pension finance costs and fair
value remeasurements on financiai instruments is calculated
as total income tax credit/(charge) excluding the tax impact
of excepticnal items and amortisation of acquired intangibles.

net pension finance costs and fair value remeasurements

dwided by the profit betore tax before exceplional tems and

amortisation of acquired intangibles net pension finance
costs and {aw value remeasurements
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Glossary continued

Closest equivalent Adpustments to reconcile Nole/page reference  Defimtion
APM IFRS measure 10 IFRS measure for reconcillation and purpase
Balance 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 that of the discontinued operations to reflect the net debt
hedges obligations of the Retart business Net debt comprises bank
and other borrowings, finance lease payables, net derivatve
financial instruments, ot venture loans and other
recevables and net interest recenvables/payables, offset
by cash and cash equmvalents and short-term investrments
It 15 a useful measure of 1he progress in generating cash and
strengthening of the Group's balance sheet position and
15 a measure widely used by credit rating agencies
Total intebtedness  Borrowings less - Net debt from Tesco Page 181 - Total iIndebtedness ts the net debt plus the IAS 18 deficit in
cash and related Bank the pension schemes (net of associsted deferred tax) plus
hedges - Present value of future the present value of future mimmum lease payments under
minimum lease non-cancellable aperating leases 10 provide an overall view
payments under of the Group's obligations ILis an important measure of the
non-canceliable long-term obligations of the Greup and 1s 2 measure widely
operating leases used by credit rating agencies
- 1AS 19 deficit in the
pension schemes
Total ndebtedness  No direct - Consistent with Page 181 ~ Total Indebtedness ratios calculated as Total Indebtedness
rauo equivalent accounting palicy dwided by the rolling 1Z-month EBITDAR It is a measure of the
Group's ability to meet its payment obligations and is widely
used by analysts and credit rating agencies
Fixed charge cover No direct - Consistent with Page 18t - Fixed charge cover 15 calculated as the roling 12-month
equivalent accounting policy EBITDAR divided by the sum of rent expense and net finance
cost, excluding net pensicn finance costs, exceptional items
capitalised interest and fair value remeasurements itisa
measure of the Group's ability to meet its payment
obligations and 1s widely used by analysts and credit
rating agencies
Cash fiow 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 operations of continuing cperaticns excluding the effects
actvities - Discontinued of Tesco Bank's cash flows. It is a measure of the cash
operations generation and working capital efficiency by the Retail
business, recognising that Tesco Bank is run and regulated
ingependently from the Retall operations and a key measure
to demonstrate the recovery of the Retail operations
This 15 a key management incentive metric
Free cash flow Cash generated - Net cash generated Note 2 - Free cash flow includes all cash flows from operating and
from operating from/{used in) nvesting activities, and the market purchase of shares net
activities investing activities. of proceeds fram sharas issued in relation ta share schemes.
and the rnarket The following items are excluded vesting cash flows that
purchase of shares increase/(decrease) nems within Group net debt, and ¢ash
1ssued in relatton to flows from major corporate acquisitions and dispasals This
share schemes measure reflects the cash available 10 shareholders
- Investing cash flows
that increase/
decrease items
withih Group net debt
- Cash flows from major
corparate acquisiions
and disposals
Retal free Cash generated - Tesco Bank operating  Note 7 = Retall free cash flow inciudes all cash flows from operating
cash flow from operaung cash flow and investing activties for the Retail business, and the market
actwities - Retall net cash purchase of shares net of proceeds from shares issued in
generateg relation Lo share schemes The following items are excluded:

from/iused in)
investing activibes,
and the market
purchase of shares
1ssued in refation
to share schemes

- Investing cash flows
that increase/
decrease tems
within Net debt

- Cash flows from major
corporate acquisitions
and disposals

investing cash fiows that increase/decrease ems within Net
debt, and cash flows from major corporate acquisitions and
disposals This measure reflects the cash avallable to
shareholders.
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APMs: Reconciliation of debt metrics.

EBITDAR (restated)

Other information

2019 2008
Notes £m Em
Operating profit/floss) from continuing operations before excephional items and
amortisation of acquired intangisles 2 2.206 1646
Less Tesco Bank cperating profit/lloss) before exceptional itermns 2 187 (169}
Add Depreciation and smortisation {excluding amortisation of acquired intangibles) 2 1,297 1,205
Less Tesco Bank depreciaticn and amortsation P {83) (833
Add Retan operating loase expense” 3 1.075 L5
4,258 3,704
* Group operating lease expense af £1078m (2018 £1.018m) Inciudes £3m (2018 £3m] relating to Tesco Sank
Total Indebtedness ratio {rgstated)
Notes 2018 2018
Net debt (Em} 30 2,863 2625
Add Defined benefit pension deficit. net of deferred tax (Eml 27 2,338 2728
Add Discounted operating lease commitments (Em) 34 6,999 6,931
Tetal indebtedness (Em) 12,200 12,284
EBITDAR {Em) 4,298 3,704
Total indebtedness ratio 2.8 33
Fixed charge cover (restatad)
Notes 2018 2018
Net finance cost (Em) 5 514 533
Less Net pension finance costs (Em) 5 (89) 62)
Less Exceptional foreign exchange losses on GBP short-term investments held \n overseas entities (Em) 5 - (38)
Add Cap#alised nterest {£m) g i 2
Adg Farr value remeasurements on financial instruments (Em) 5 (153} 23
Net finance cost, excluding het pension finance costs, exceptional items, capitalised interest and fair 273 358
value remeasurements on financial instruments (Em}
Add Retaill pperating lease expense (Em) 3 1,075 1,015
1,348 1,373
EBITDAR (Em) 4,298 3,704
3.2 2.7

Fixed charge cover

Other.

Capital expenditure (Capex).

The additions 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 s calculated as market capitalisation plus net debt.

FTE,
FTE refers to full-time equivalents

LPI.
LPi refers to iimited price inflation

Market capitalisation.
The total value of all Tesco shares calculated as total nurnber
of shares multiplied by the closing share price at year-end

MTN.
MTN refers to Medium Term Note

Net Promoter Score {NPS),

Thus 1s a loyalty measure based on a single question requiring a
score between 0-10. The NPS 1s calculated by subtracting the
percentage of detractors (scoring 0-6} from the percentage of
promoters (scoring 9-10) This generates a figure between -100
and 100 whichs the NPS

Return on capital employed {(ROCE).
Return divided by the average of opering and closing
capital employed.

Return.
Profit befare exceptional items and interest, after tax
(epphed at effective rate of tax).

RPI.
RPI refers to the retaill price index

Total shareholder return.

The notiona! 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 15 measured over both a one and five year period
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Five~year record

Figures below reflect the latest published information For financial years prior to 2019, these figures represent the comparatives from the
following years' financia) statements During 2017, the Group decided to seli 1Its Cperabions in Turkey Accorgingly, these operations were treated

as discontinued 1n 2017. The 2016 statistics have been re-presented to be consistent with 2077 Prior years have not been re-presented

Korea was first classified as a discontinued operation in 2015/16 China was first classified as a discontinued operation in Z013/14.

The Group has deterrmined new segments and defined new non-GAAP measures far 2015/16 onwards Refer to Note 1and Note 2. 2014415
gata for these new measures and segments has been presented, but prior historic data has not

In 2018, the Group reassessed its reportable segments and getermined that the retalling and associated activities previously cisclosed within

the international 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 duning 2016 Historical data ug 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 new measures have not

been restated as the impact 1s not considered matenal Refer to Note 1 and the Glossary

201 2016 2017 2018 2019
Financial {Em)
Sales
UK & RCy 38 228 37189 37697 38,656 44 883
Central Europe 6.186 5 268 5977 6,343 6 030
Asia 4,482 4 447 5186 4947 4873
¥esco Bank §47 455 i i Qa7 1 087
Group sales™ 49,853 47,859 49,867 50,983 56,883
Revenue
UK & ROI 45 062 43 0BO 43 524 44 914 51643
Central Eurcpe 6424 5.451 6.155 £.585 6298
‘Asia 4492 4 047 5186 4947 4873
Tesco Bank 947 9585 1012 10427 1097
Group revenue 56,925 £3.933 55,917 57,493 §3.91)
Operating profit/lloss) before items and amortisation of acq -
UK & ROl 438 503 803 058 i537
Central Eyrope 4} 102 58 13 186
AsIa 258 ri) 262 299 286
Tesco Bank 188 B2 157 165 157
Group operating profit/{less) batore eageptional ltams and amortisation of acquired ntangibles 940 985 1,280 1,646 2,206
Qperatlng profit margin bafore exceptlonal items and amortisation of acquired r b 1.7% 18% 2.3% 2.9% 1.5%
Operating profit/lloss)
UK & ROI 5 334) 597 SH 1205 1535
Central Europe (666) Jul 80 Fird 232
Asid 37 203 231 Fedd 218
Tesco Bank 153 161 77 W5 167
Group operating profit/lloss} 15.750) 1,072 1,017 1,839 2153
Share of past-tax profitsAlosses] of joint ventures and associsies (13 124 (1071 {61 35
Net finance costs (571 (829) {765) {533} (514}
Profit/loss) before tax (6,334} 202 145 1,300 1.674
Taxatlon 670 54 {87 1306} {354)
Profit/lloss) for the yaar from continuing operations (5,664} 256 58 904 1,320
Discontinued operations {102} 2N nz 216 -
Profit/llosst for the yaar {5.766} 129 {54} 1,210 1,320
Attnbutable 1o,
Owners of the parent i5.74%) 128 140) 1,208 1,322
Non-controling interests (25) 9} 114} 2 (2
Profit before Lax, exceptional items and amortisation of acquired intangibles, net pension finance ¢osts and fair
valug remeasurements on financial instruments 516 509 781 1,284 1,958
Other financial statisties
Diluted earnings/(losses) per share - continulng operations {69 S6ip 322 0 8lp 12 p 13 55p
Diluted earnings per share - continuing operations before exceptional items andg amorusation of acquired intangibles
net pension fingnce costs and fair vaiue remeasurements on financiai nstruments* 5.70p 575 7 30p i 80p 5 40p
Dwidend per share® 160 - - 3 00p 367p
Cash generated from retall operating activities {Em) 1860 2.581 2,278 2713 2502
APM Free cash flow (Em) {716) 1482 1.288 1,388 o086
Return on capital employed (ROCE)? 40% 62% 8 1% n0% 1%
Total shareholder returmn'® (9 5%} 8% {7 5%) 87% 1C 2%
Net debt [Em)< 8 481 510 3729 2625 2,863
Discounted operalng lease commitments - continuing operaticns (Em) $ 363 Taa 7440 £.931 6.999
Pension deflcit net of deferred tax - Group [Em) 3885 2 612 5504 2728 2.338
Total indebtedness {Emi 21,719 15,536 16,673 17,284 12,200
Enterprise value (Em}e 28 415 20,11 19.262 19,452 24,683
Group retall statistics
Number of stores™ £.843 6.733 6 809 7033 £.993
Tota! seles area '000 sq ft 958n 91195 BS D4) 92983 9),258
Average employees 480 607 475399 464 520 458988 464,505
Average {ull-time equivaient employees FTE) 362,370 351,289 342770 321918 321,480
UK & RO retall statistics
Number of stores® 370 3743 3.739 3.952 3.961
Total sales area {1000 sq i} 45946 45 253 43610 42,032 50.521
Average full-time equlvatent ernployees IFTE) J— 225192 - 225,378 218,522 210,212 223.542
Revenue {exc fuel iper FTE - £) 169757 165.007 172,486 183,604 200,781
Weekly revenue (exc {uell {persq ft - ) - 15 B1 15 68 16 31 17 36 1865

W53 weeks ® Dwklend per share relating to the intenm and proposed final dividenc * See glossary for defimtions ¥Incluging franchise stores
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Shareholder information

Annual General Meeting 2019 (AGM).

This year's AGM will be heid on Thursday 13 June 2019 in the Heart
building on our Welwyn Garden City campus The meeting will start
at 11 30am and registration will be cpen from 9 30am.

A separate notice convening the meeting has been sent to our
sharehoiders, which includes details of the ordinary and speciat
business to be considered at the meeting. A copy of the

Notice of Meeting can be found on cur website

www tescoplc com/investors

Managing shares online.

Many of our shareholders find that the easiest way to manage
their shareholding 1s online by setting up a Shareview portfolio
at www shareview co uk This 1s a free, easy and secure service
provided by the Company's registrars. EQuiniti

Some of the benefits of having a Shareview portfolo are

- monitor your sharehoiding.

access shareholder information,

- elect to receive shareholder communitations 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 thus service, please visit
www shareview co uk Registration can be completed within
minutes in just four easy steps Please note, you will need your
Shareholder Reference Number

Dividend.

An interim dividend of 1 67 pence per share was paid on

23 November 2018 Sharehotders 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 If approved. this will be
pard on 21 June 2019 to all shareholders on the Register of
Members at the close of business on 17 May 2019

Dmidends can be paid quickly and securely directly nto your banik
account instead of being dispatched to you by cheque You may
also choose to have your dividends reinvested in further Tesco
shares through our divdend reinvestment plan (DRIP) (terms and
conditions spply) To errange etther of these options. simply call
Equiniti on the number prowided overleaf Alternatively, you can
manage your dividend payment choices by registering with
Shareview at www.shareview o uk

E-comms.

we encourage our shareholders to accept all shareholder
communications and documents electronically, in place of
recewing traditional paper copies by post. This helps us to
reduce the erwircnmental impact of our husiness and to reduce
costs If you would ke to sign up to receive all future shareholder
communications electronically. please register with Shareview by
wsiting www shareview co uk Once you have signed up, you will
receve an ematil to let you know when shareholder documents
become available on our website, including our annual and
interim financial results, notices of sharehclder meetings and
other shareholder documents, Assistance {o sign up to receive
electromc communications will be available at the AGM

Share dealing service.

Equiniti offer Shareview Dealing, which is g real-time telephone
and internet share dealing service in Tesco PLC shares availlable
to all UK residents

Further information about the Shareview Dealing service can be
found at www shareview ¢o uk/dealing of by caling 03456 037 037
between B 00am and 4.30pm, Monday to Friday

Please remember that dealing fees vary between brokers and you
are recommended to check that you are being charged the most
competitive rate

Other Information

Tesco Share Account.

We offer our shareholders a service to help them hold and manage
their 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. avoiding the need to hold paper share
certificates which can be lost or stolen and expensive to replace

The TSA also offers shareholders access to preferential geating
rates and up-to-date market information through the Equiniti
Share Dealing service

The T8A is  sponsared naminee service aperated for Tesco by
Equiniti Financial Services Lirited (Equimiti Financial), which 1s
authorised and regulated by the Financial Conduct Authority
When you join the TSA, your shares are registered in the name
of Equiniti Corporate Nominees Limited and held on your behalf
on g private register You remain the beneficial owner of your
shares and continue to have the right to recewve shareholder
communications, voie at general meetings and to recewe any
dividends paid on your shares

It 1s completety free to participate in the TSA and there are no
annual fees o pay (terms and conditions apply} If you would like
to 10in the T5A please contact Equiniti Financial on 0371 3284 2677
{or +44 121 4157053 if outside of the UK}

Duplicate documents.

Sorme of our shareholders hold multiple accounts on the share
register and therefore receive duplicate copies of shareholder
documentation as a result. If you have been receming duplicate
copies of shareholder documentation, please contact Equiniti
to arrange for your accounts to be combimed

Changes to personal details.

In order to avoid missing iImportant correspendence relating te your
shareholding please inform Equirnti as soon 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 available 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 in the US. where one ADR represents three crdinary
shares. The ADR programme confers the nght to receive
dividends in US doltars

ADR cetails

Symbot TSCDY
cusip 881575302
Exchange orC

Ratio 13

Effective Date April 01,1992

All enquiries relating to the ADR programme should be directed to

Tesco PLC

c/o JP Morgan Chase Bank N A
P O Box 64504

St Paul, MN 55164-0504

Emall jpmorgan adr@egq-us.com

Telephone + 1800 930 1135

International +1 651453 2128 (from outside US}
Website www.adr com

ShareGift.

If you have a small shareholding which would cost more 1o sell
than the shares are worth, you may wish to consider donating

the shares to the charity ShareGift (Registered Charity 1052686).

a chanty that specialises in the donation of such shares for good
causes There are nounplications for capital gains tax purposes on
aifts of shares to charity Further information about ShareGift can
be found by wisiing www sharegift org or by calling 0207 930 3737
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Shareholder information continued

Corporate website.

You can access the corparate website at www.tescopic.com
The Tesco PLC corporate website provides useful information
including annual reports. resuits announcements and share
price data, as well as background nformation about the
Company and current issues

Shareholders are encouraged to sign up to receive email
notification of results and press announcements as they are
released by registering at www tescoplc com/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 correspondence concernng
investment matters These are typically from overseas-based
‘brokers’ who target UK sharehotders, offering to sell them what
often turn out to be worthless or high risk shares in US or UK
investments. These operations are commaonly known as "boiler
rooms” These brokers can be very persistent and extremely
persuasive Shareholders are advised to be very wary of any
unschoited advice, offers 10 buy shares at a discount or offers of
free company reports Details of any share deahng facihlies that we

- report the matter to the FCA using the share fraud reporting
farm at www.fca.org uk/consumers/report-scam-unauthorised-
firm or by calling the Consumer Helpline on 080G 111 6768

Information on the latest investment scams ¢an be found at
scamsmart fca org uk/warmnglist

Share register analysis.

As at 23 February 2019, the Company had 9,793,496,561 shares
in 155ue (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 shareholding of holdings share capital
1- 500 151.581 0.19%
501 -1.000 24,086 0 18%
1007 - 5.000 48,808 118%
over 5,001 22,250 98 45%
Total 246,725 100.00%

Breakdown of shareholdings with over 5,001 shares.

endorse are Included in genuine mailings from us and on our website Range of sharehaiding of g et
If you receve any unsolicited investenent advice., 5.001 - 10.000 1.730 0.84%
10.001 - 50,000 8.574 164%
- make sure you note the correct name of the person and the 0001 - 100.000 534 0 A5%
organisation and make a record of any other information they 106 00T = 50'0 000 520 6%
gve you. 500.001 - 1,000,000 188 137%
- check the Financial Services Register by wisiting 1.000.001 - 5.000.000 278 6 50%
register fca org.uk to see if the person and firm contacting 5.000.007+ 226 86 19%
you are authornised by the FCA, Total 22,250 98 45%
- search the list of unauthorised firms to avoid at www fca org uk/
cansumers/unauthorised-firms-individuals; and
Category of shareholders.
Number of % of total Number of % of issued
shareholders shareholders  Ordinary shares share capital
Prvate 240.513 907 48%  546.362.046 5.58%
Institutional and corporate 6.212 252% 9.247134,515 94 42%

Usefui contacts.

Tesco PLC registered office Registrars
Tesco House Equniti Limited
Shire Park Aspect House

Kestrel Way Spencer Road
Welwyn Garden City Lancing
ALT1GA West Sussex
Invester Relations BN9S B0A

Group Company Secretary
Robert Welch

Corporate brokers

Barctays Bank PLC

Citigroup Global Markets Limited
Independent auditors

Deloitte LLP

Investor Relations Department
Tesco House

Shire Park

Kestrel Way

Welwyn Garden City

AL7 1GA

Telephone +44(0) 1707 912 922

Telephone {UK} 0371 384 2977
(Outside UK} +44 (0} 121415 7053
Calls are charged at national rates
Calls from a mobile dewice may
incur network extras

Website www.equiiti co.uk

General queries
Switchboard +44 {0) 1992 632 222

Website www.tescoplc com

Financial calendar 2019/20.

23 February 2019
Financial year end
01/19

1 October 2019
Interim results
announcement

19 February 2020
Financipl year eng
2019/20

13 June 2019

Qitrading statement and AGM

1 June 2019

Proposed payment date for final dividend
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