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Welcome to
our Annual
Report.

The screen icon indicates where further
information 1s avartable online We have

aiso produced a number of short videos.
avallable at www.tescoplc.com/ar2018



Strategic report

. Tesco at a glance
As a leading retailer, our 440,000" colleagues

serve around 80 million customers every
week, in more than 6,800" stores and online.

Y. . 4
£51.0bn™

Group sales
{2016/17 £49 9bn)

28
£1,298m"

Statutory profit before tax
(2016/17 £145m)

£(2.6)bn™

Net debt
[2016/17 £43 7lbn)
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2
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A Alternative performance measures [APM}

Measures with this symbol A are defined i the Glossary
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Introduction

Serving
shoppers

a little better
every day.

With our turnaround firmiy on track. we continue to deliver value for every
stakeholder in cur business.

We have taken important decisiens to help our customers through the year
-~ from reformulating thousands of products to reduce salt. fat and sugar.
to launching great value exclusive food brands.

Thanks to these efforts, our offer is more competitive, and more customers
are shopping at Tesco as a resull.

At the same time. we are also focused on new opportunities for growth.
Most significantly. our merger with Booker allows us to become the UK's
leading food business.

This report sets out what we have achieved in the year, and gives an update
on our medium-term ambitions - our six strategic drivers

We are making strong progress. and firmly believe that by serving shoppers
a Iittle better every day. the momentum in our business will continue.

2 Tesca PLC Annual Report and Financial Statements 2018



Chairman’s statement

A platform for growth.

‘I would like to pay tribute to
every colleague at Tesco.

John Allan
Non-executive Chairman

Watch our videos.
Visit www.tescoplc.com/ar2018
to hear more from Jehn Allan

We have made substantial progress this year,
as we position cur business for new growth.

The management team has built solid foundations
- and aperating proht before exceptional items
for the Group s up 28 4% to £1.644m

{2016/17 £1 280m). with statutory profit before
tax of £1 298m (2016/17 £145m)

This greatly improved performance has also
allowed us to make a return te paying dividends
for the first time since 2014

The decrsion to reinstate the dividend was a
particularly impertant one and reflects the
conviction that the Board and | have in Dave
and his team, and the progress we are seeing

So it1s frem this strong position that we also look
ahead to the new opportunities presented by our
merger with Booker Group

Shortly after the end of our financial year. and
following regulatory and shareholder approval,
we completed that merger

Work 1s already well underway to unlock the
substantial synergies that are now avallable

to the combined Group Bringing together
knowledge and skills from across retail and
wholesale 1s both allowing us to trial Innovative
new concepts and ta move faster with existing
strategies. for example in rapicdly growing the
fresh food offer avallable to Booker’s customers

Strategic report

Following cormpletion of the merger, | am delighted
to welcome two new Directors to the Board
Charles Wilson and Stewart Gilliland

Charles has been appainted to the role of CEC
for aur retall and wholesale operations in the
UK & RCI, while Stewart has joined the Board
as a Non-executive Director

Both Charles and Stewart bring substantial levels
of experience and expertise and | know that cur
business will benefit greatly from their talents

I would also like to take the opportunity here

to welcome the very many new shareholders

in Tesco, who took up our shares as part of the
merger | look forward to meeting many of you over
the coming months. and to hearing your views

Throughout the year the Board has dedicated
significant time to overseeng the merger process
as well as continuing 1ts close involvement in
matters of strategy

The Board has also supported the development
of cur corporate responsibiitty strategy for the
Group which culminated in the launch of the
Little Helps Plan in October 2017

The plan sets out how we will make a pesitive
contribution to our colleagues customers and
communities - as a sustainable business that
also takes a lead onissues of societal importance,
such as health and tackling food waste

Mare details on the Little Helps Plan, and the
commitments we have made can be found
starting on page 16 of the Strategic report

Finally 1would like to pay tribute to every
colleague at Tesco | firmly believe that the retall
industry and Tesco in particular have animportant
role in helping people to develop fulfiling and
successful careers Aimost a quarter of cur most
senior leaders began their careers in stores and,
as ! travel sround our business | am constantly
impressed by the calibre and experience of the
colleagues | meet from avery diverse range

of backgrounds Tesco s a powerful engine of
social mobility, and creating opportunities for
colleagues to get onin their careers 1s a focus
for us at every level of our business

It 15 our colleagues’ dedication and relentless
focus on doing the right thing for our customers,
that has enabled us to build the strong platform
we have today

lam confident that the Board and management
team have the right plans in place to build from
that platferm and continue to grow

That will be our collective focus for the coming
year, and beyond as we create long-term value
far every stakeholder in our business

John Allan
Non-executive Chairman
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Group Chief Executive’s statement

Delivering on our commitments.

‘'m pleased with the progress
we have made, and excited
by the opportunities ahead.’

Dave Lewis
Group Chief Executive

Watch our videos.
Visit www,tescoplec,.com/ar2018
to hear more from Dave Lewss.

This has been another significant year for
our business

After three years of turnaround the resuits
we've shared for this year show that we are firmly
on track, and delivering on our commitments

| am pleased with the progress we have made
and excited by the apportunities ahead

We have seen nine consecutive quarters of sales
growth in our core UK business, with Group sales
up 2 3% for the year Group operating profit
hefore exceptional items is up 28 4% to £1.644m
{2016/17 £1,280m} and we are generating more
cash - with Retail operating cash flow up 217%
to £2 8bn (2016717 £2 3bn)

We are also making good progress towards the
margin ambition we set out In October 2016, with
Group operating margin reaching 3 0% in the
second half of the year At the same time we have
strengthened our balance sheet with Net debt
down 29 6% to £2.6bn (2016717 £3 7bn)

The external environment remains challenging
consumers are feeling the impact of economic
uncertainty. and the pressures | descnbed in last
year's Annual Report, such as business ratesn
the UK and competitive market conditions in
Central Europe. have not eased
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However, the journey we are on to simphify and
grow our business puts us In a strong position
to deal with these challenges By keeming our
facus. we are creating value for our customers,
colleagues, supphers and shareholders

Customers

We are helping customers in the areas that
matter most to them, and bringing them more
sustamnable. affordable. healthy food,

As a result, our net promoter score has increased
by & points as more customers recommend Tesco
a5 a place to shop, loyalty s growing, and in the UK
280.000 more shoppers are shopping at Tesco.

frithe first half of the year, we took a strategic
decsion to protect our customers and hoia back
the inflationary pressure we were seeing in the
rest of the UK market

we've also looked at other ways to add value
for our customers, with a series of ittle helps
through the year, including

- covering the cost of the "tampon tax’ on
women's sanitary productsn the UK,
- removing barriers to eating healthily with our
‘Iittle helps to healthier bving’ cempaign in the:
UK and taking 4,100 tonnes of sugar out of our
Own Brand soft drinks i Centra! Europe.
launching our Clubcard app in Thailang making
it easer for customers Lo manage thew points
passing on aninterest rate increase ta savers at
Tesco Bank, following the Bank of England’s
base rate rise in November and
runming reguiar "Weekly Little Helps' i the UK,
helping customers save money on everything
from fresh food to fue!

1

As a business with food at our heart. improving our
Own Brand food ranges 15 a particularly important
part of our pians This year we have relaunched
many of these ranges - bringing our customers

the best quality products at the very best prices

We have looked at each of the three tiers of our
Own Brand offer - ‘good’. ‘better and 'best’ - and
are strengthening some brands like our Tesco
core range, and redesigning others, hke Tesco
finest* Where aur custamers want the best value
without, any compromuise on qualty, we are adding
to our range of entry-level brands that are
exclusively avalable at Tesco

New brands we have faunched for Tesco
customers include prepared meals pastaand
sauces from the Hearty Food Co and bakery
products from H W, Nevili's As part of this wark,
we have already relaunched 1,300 products in the
year with thousands mare to fellow - and our
brand perception measures of quality and value
have both Increased

Colleagues

The improvements we are making to our business
are driven by our colleagues, as thay serve our
shoppers a ittle better every day

This year, we announced a 10 5% ncrease in
hourly pay for our UK store cofieagues over the
next two years, and our Colleague Bonus Plan
continues to reward colleagues in the UK for
their contribution to our turnaround
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Some of the changes we have made to simplify
our business have had a significant impact on
colleagues including the closure of cur Customer
Engagement Centre in Cardiff and changes to our
operational structures in stares and | am grateful
for the professionalism and integrity of our
colleagues at these difficult times

COver the summer. we also began to move to a new
service madel in our offices in the UK followed by
similar changes in Central Europe 1n order to
simplify the way we organise ourselves reduce
duplication and cost. and Invest in serving
shoppers better

In & simpler business 11's particularly important
that we still do everything we can to help colleagues
develop therr careers as they wish, and this year
we have continued our apprenticeship programme
In the UK as well as running a Career Academy in
our Thal business, for around 150 students

we're also committed to building a teamwhich s
diverse, and reflects the communities we serve
We continue to develop an inclusive culture

at every level of cur organisation helping our
colleagues with the flexibility skills and reward
they need to get on

Suppliers

With our suppliers we are bullding even closer
partnerships working together to deliver great
quality products for our customers and grow our
mutual businesses

Tesco PLC Annual Report and Financial Statements 2018 5



Group Chief Executive’s statement continued

Good.

UK food market:
food consumed ‘in home'

£110bn

UK food market:
food consumed ‘out of home’

£85bn

Mare detall on our performance including
statutory results can be found a1 our
Flnancial review onh page 12

Better.

In our most recent ananymous Supplier Viewpaint
survey 83% of our UK & ROI suppliers say they
are treated fairly, and 94% say we pay promptly
- and for the second year running we topped the
independently-run supplier Advantage Survey

By growing our business with our ¢losest product
partners we have been able 1o launch new and
exclusive products for our customers, and
support our suppliers to iInvest In innovation
This year we have worked with our partners

to faunch new products inclugding our Wicked
Kitchen vegan range in the UK, Eat Fresh produce
prand in Malaysia and an extended Free From
range in Central Europe

One example of particularly close partnership s
our Tesca Sustannable Dairy Group, which has now
pard an extra £300m to farmers above the market
price of milk since 1t launched - helping them 1o
manage the volatiity in milk price expenenced

by the gairy ;ndustry The group also incentivises
our farmers to focus on qualty. sustainabity and
productivity - and following this success we have
set up similar groups for other agricuftural products
including potatoes, lamb poultry and eggs

I'm also pleased that 25 of our largest food
suppliers have agreed to jon us n tacking food
waste by committing to targets an waste,
publishing thewr data, and acting to stop good
food going to waste

Shareholders

With our business growing again we resumed the
payment of dvidends to our shareholders this year
- after a three-year absence while we stabilised
our business

We remain firmiy on track to deliver the megium-
term ambtions we set out In October 2016 to
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reduce our costs by £1 5bn generate £9bn
of retail cash from operations and improve
operating margins to between 3 5% and 4 0%
by 2019/20

By maintaining a disciplined approach 1o capial
ang further reducing cur debt - aiready down
from £18 5lbn 10 2014/15 to £(2 6)bn 1oday - we
can continue to strengthen our balance sheet
and return to investment grade credit metncs

Qur underlying phitosophy for creating sustainable
value for shareholders places increasing focus

on cash profitabiity, free cash flow and

earnings growth

Animportant driver of this growth will come
from the benefits of our merger with Bocker,
which we completed on & March 2018 The
combined business aliows us t¢ access new
growth areas. and provide food wherever 1tis
prepared or eaten - 1In home' or ‘out of home’

As a result of the merger, | am also delighted to
welcome Charles Wilson to the Executive team
and Board as our UK & ROI CEO, responsible for
both retail and wholesale

A sustainable business
it s criticatly important that as our busingss delvers
growth. we do so1n a way which 1s sustainable

In October 2017, we published our Little Helps
Plan, which sets out how we will

- ¢reate a business where colleagues can get
on, whatever their background.

- heip our customers make healthier choices
and enjoy good quality, sustainable products,
at affordable prices. and

- help make sure no food that ceuld be eaten
Is wasted, anywhere in our supply chain



Best.

We have made good progress in all of these areas
this year and you can read more on pages 16
te 21 of this report

I'm particularly proud of our efforts to stop goed
food going to waste — in the UK we have donated
12 mithen meals from surplus this year to help
feed peopte in need with afurther 2 million
and 25 million meals from our businesses in

the Republic of Ireland and Central Europe
respectively

Looking ahead

With our business focused on growth, we will
continue to deliver on the same plans for Tesco
- our six strategic drivers - that have served us
well in our turnaround so far

At the same time, we will begin to deliver the
substantial synergies that our merger with Bocker
unlocks bringing benefits to consumers and
colleagues, creating a wider market opportunity
for our supplers and new career opportunities
for our colleagues - as well as accelerating the
growth of our combined business for shareholders

In what has been a very sigmificant year, lam
grateful ta every colleague in our business for
everything they have done to keep serving
shoppers better

It 1s their dedication and talent which drives all
of cur plans and | look forward to continuing

our work together as we grow the UK s leading
food business

Dave Lewis
Group Chief Executive

Strategic report

Tesco and
Booker merger.

The combined Tesco and Booker business allows us to bring
together the retail and wholesale expertise of our twe
businesses, and access new opportunities for growth.

Together we employ over 310,000 colleagues in the UK, serve 117.000
independent retailers, 441.000 catering businesses, 641 000 small
businesses. and work with over 7000 suppliers

Through our merger, we will bring benefits to customers suppliers
colleagues and shareholders

we will dehght consumers with better availability of quality food at attractive
prices across retalt and eating out locaticns. and serve better the faster
growing ‘out of home' food market

we will help iIndependent retallers caterers and smaft businesses by further
improving cholce, price and service, with enhanced digital and delivery
service options

And for our suppliers, we will create a broader market opportunity with
strong growth praspects and a clear opportunity to develap better own
brand and fresh ranges

As our two businesses join forces we are already beginning to deliver
benefits Importantly, there s no lengthy integration process as we want
to keep the complementary skills of retail and wholesale in our business
and start accessing growth opportunities as guickly as possible

For example, our trial of a new Chef Central format 1s well underway with
a first store in Bar Hill Cambridge selling products in bulk to professional
caterers and the public alongside cur exsting Tesco Extra store And, where
it's right for our customers we are offering catering-format products in a
number of Tesco storas too

These are ust the early stages of the many excting opportunities in front.

of us As we look ahead our combination of businesses uniguely positlons
us to better serve the large and growing food market in the UK

Tesco PLC Annual Report and Financial Statements 2018



The six strategic drivers

An update on our six strategic drivers.

Our six strategic drivers will create

long-term value for all of our stakeholders.

1.

A differentiated
brand

A strong and differentiated brand creates
fong-term value for every stakeholder in qur
busmess Our purpose to serve shoppers a hittie
better every day. 15 at the heart of what our brand
stands far

Over the last year, we have continued to build
trust, and have seen a 5 point improvement
In customer recommendations of our brang.

We continue to focus on products and services
which make the Tesco offer unique. and this year
we have relaunched our core and finest* food
ranges as well as introducing new brands which
are exclusive to Tesco, such as our Hearty Food
Co ready meals, and our Fox & Ivy homeware

Food quality 15 2 particularly powertful driver of
supermarket choice. so strengthening customer
perceplions of our food 1s a prionty Our Food
Love Stones campaign has continued this year,
celedrating the food our customers love te make,
far the people they love - and helping increase
customer perceptions of quality at Tesco, up 27
points year-on-year

But the way customers feel about our brand is
defined by more than just our products i's also
about how we respond to the issues that matter
to them. from healthy eating to reducing plastic
packaging - and the value that Tesco creates
for society

In May 2017, we held our first ever health month
for colleagues and customers, including helpful
‘little swaps’ with products that are lower in
saturated tat salt and sugar. and recorded our
highest ever scare for customers saying that
Tesco nelps them lead healthier iives

2.

Reduce operating costs
by £1.5bn

We continue to simplify our business and reduce
costs with in-year savings of £594m - and £8720m
of savings to date towards our £1 5br ambition

We have reviewed every aspect of aur operatian
to identify opportunities for savings - with a
particular focus on pur store operating modse),
where we have delivered £54)m of savings
logistics and distribution, with £104m of savings.
and goods nat for resale where we have made
savings of £174m

We continue to encourage a cost-conscious
culture. finding savings so that we can rennvest
for the benefit of customers

We have also simpiified the shopping experience
for customers, at the same time as reducing
costs, for example by increasing avalia&ility of our
Scan As You Shop self-scan handsets - nown
over 500 UK stores and beginming to roli out in
Central Europe - and making till receipts optional
inour smaller stores, wiich has generated savings
of around £3m

Ws have also made strong progress in reducing
the cosis of procuring goods and services not
for resale, inding synergles across the Group
Im particular, we have iImproved our services in
facilities management, freight and media services
while also delivering savings of E50m

8 Tesco PLC Annuat Report and Financial Statements 2018

3.

Generate £9bn cash
from operations

Qur focus on free cash generation continues
and Retall cash generated from operations
increased by £485m to £2.773m this year driven
by improved profitabihity and strong working
caprtat management

One example of our work s in reducing
stockholding. by improving the way we receive
deliveries from our supghers

To minimise our environmental impact, and
reduce transport costs. we order full trucks

of products from suppliers whenever we can

- which sometimes means ‘rounding up’ an order

However by analysing our orders forensically.
we have been able to sort stock between trucks
and dentify where we can eliminate & truck
This removes unnecessary 1ourneys for our
suppliers and afiows us to take out unnecessary
‘rounded’ stock

Because we are ordering only what's needed
to ensure great availability. our customers can
buy what they want, and we can order less.



4,

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

To ackieve our 3 5% - 4 0% margn ambition by
our 2019/20 financial year we continue to build
sustainable profitability across our businesses
channels and product ranges By carefully
managing the combination of volume mixand
cost-effectiveness in our business Group
cperating margin for this year was 2 9%

- up 57 basis points

In Asia, our margmn has grown te 6 0% as we
have stepped back from unproftable bulk selling
inThaland This was a deliberate decision that we
took at the start of the year. allowing us to focus
on serving our core retall customers better and
Increase profhtability

In our online business we are improving the
economics of our offer while giving customers
greater choice and flaxbility Far example, we
have extended our delivery saver subscription
service, to Introduce new monthly plans - offering
a great value option to our most loyal customers
We have also extended our Click & Celiect options
- including same-day collection - with slots at a
range of prices so that customers can choose the
service most convenient to them

5.

Maximise value
from property

Qur property portfolio across the Group 1s
significant. and we are locking at ocpportumties
to better use our space for the benefit of
customers. while also releasing value where
it's the nght thing to do for our business

Qver the last three years we have released
a cumulative £1 4bn of value from property
proceeds at the same time as Increasing
our proportion of freehold preperty in the
UK & ROl from 41% to 52%

In the UK we are exploring a small number

of opportunities to work with a third-party to
re-develop our store sites in high-value locations
Qur Hackney store in Londen 15 one such example
where we have sold the site for a mixed-use
development - allowing us to release value while
still retaining a store on the new site and with
continuity of trade throughout

We can also create value for our customers by
USINgG SPACce IN New ways as we repurpose space
In our larger stores - and this year, we have

repurposed 1 Im sq ft of space In Central Europe,

we have worked with partners to bring a new offer
to customers in a number of our stores - and this
year across the region. we opened ten shop units
with H&M and three with Becathlon

Tesco PLC Annual Repert and Financial Statements 2018
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6.

Innovation

To serve our shoppers a little better every day
it's impartant we listen and respond to their needs
with innovation across every aspect of our offer
and a strong pripeline of ideas to come to market

We have innovated in our product ranges - for
example with the launch of our exclusive Wicked
Kitchen range of plant-based dishes. including
new Ingredients and exotic preparations such
as carrot ‘pastrami’ and eryngl mushroom
‘bolognese’ The range responds to increasing
demand for vegetarian and vegan food. and since
1ts January launch has proved extremely popular
with customers

As customers look for increasingly convenient
options to do their shopping this year we became
the first retailler in the UK to offer same-day
grocery deliveries nationwide. and in London

- through our Tesco Now app - we can deliver
within an hour

And at Tesco Bank our award-winning Tesco
Pay+ digital walfet continues to prove popular
with customers with over 450,000 downloads
of the app



Our business model and Big 6 KPls

Customers, Product, Channels.

Our business is organised around the three pillars of
Customers, Product and Channels, and we measure our
progress with six simple key performance indicators.

Customers

Tesco exists to serve customers -

listening to them and acting on what

15 mostimpoertant however they
choose to shop with us

Reinvest

Qur focus 1s 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
mgore our sales improve the more we
can reinvest 1in further improving
the shopping trip

Channels

To bring the pbest products to
customers we work through a range
of channels - from small shops to large
skops, and aur online business Booker
gives us access to new channels.
including Business Centres and
delivered wholesale

Tesco PLC Annuat Report and Financial Statements 2018

Product

We build close and mutually-benehcial
refationships with our supplier
partners, to source the best passible
products that meet and anticipate
customers’ needs



Grow sales

£51.0bn

Group sales
(2016/17 £49 9bn}

Group sales continue to grow, with Q4 2017/18 marking our ninth
consecutive quarter of iike-for-like sales growth for the Group.

Deliver profit

£1,644m

Group operating profit
before exceptionalitems
(2016417 £1 280m}

Group operating profit before exceptional items increased
by 25 9% at constant exchange rates. with Group operating
margin reaching 3 0% in the second half of the year

Improve operating cash flow

£2,773m

Retail operating
cash flow
(2016717 £2 278m}

Retall operating cash flow Increased by £495m in the year.
mainly driven by improved Group profitabulity.

A Alternative performance measures {APM)

Strategic report

Customers recommend us
and come back time and again

12pts

Group net promoter score

{2016/17 pts)

Customer feedback continues to improve, reflecting our work
to serve shoppers a little better every day

Colleagues recommend us as
a great place to work and shop

83%

Great place to work
{2016/17 83%)

49pts

Great place to shop
(2016417 4Bpts)

Every day our colleagues go the extra mile to serve our shoppers
better. and more colleagues are recommending Tesco as a great
place to shop

We build trusted partnerships

74.9%

Group supplier
satisfaction
(2016717 77%)

We are committed to strong partnerships with our suppliers, built

on open fair and transparent relationships Our suppiier feedback

score remarns at a high level, despite inflationary challenges

Measures with thus symbol 4 are defined inthe Glossary section of the Annual Report on pages 150 10 153

" Reported on a continuing operations basis {excludes Turkey) Growthis at constant exchange rates on a comparable days basis

= Reported on a continuirg operations basis excludes Turkeyl Growth s at actual exchange rates

“ Net Promoter Score (INPSIequals fans [those scoring 9-10 out of 10) mirus ‘chitics (those scering O-6) onan 11 point scale guestion of 0 10
4 Based on ourinternal "what Matters To You? survey Chart shows the movement ir Great place to wark

! Based on the guestion “Qverall how satished are you with your experience of working with Tesco”' inour Supplier Yiewpoint survey

Tesco PLC Annual Report and Financiat Statements 2018



Financial review

Another year of strong progress.

‘This was another strong
performance for Tesco. with profits
ahead of expectations and a solid
improvement 1n cash generation.’
Alan Stewart

Chief Financial Officer

Visit www.tescoplc.com/ar2018 to find POF
and Excel downloads of our financial statements

Group results 2017/18

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

24 Fetruary 2018 change change
(Constant (Actual

On & cantinuing exchange exchange

operations basis 2017118 2006/17  rates) rates!

Greup sales £50,991m  £49,867m 0.6% 2.3%

fexc. VAT, exc. fuelj* o .

Fuel £6,500m £6 050m 7% _ 74

Revenue £57,491m  £55,917m 1.3% 2.8%

(exc. VAT, Inc. fuei} e o

Group operating £1,644m £1,280m 25,9% 28.4%

profit before

exceptional items™ L

UK & ROI o £1.053m ~ £803m  303% 3w

Centrai Europe EM9m ~ E£68m  B97%  1052%

Asia £299m £262m 76% 4%

Tesco Bank £173m  £187m 10 2%_ _ 102%

include exceptional £193m £(283Im

items o -

Group operating pr@t £1.837m ‘mﬁowﬁmﬁ iiﬁﬁﬁ?"_‘_‘agi%,

Group profit before tax £1,282m £781m 641%

before excepticnal

items, JAS 19 finance

costs and 1AS 38 farr

yalue remeasurements _ o

Group statutory £1,298m £145m 795.2%

profit before tax - o

Diluted EPS before 1 88p 730p

exceptional items,

IAS 19 finance costs

and |1aS 39 far velue

[emeasurernents o

Diluted EPS 12.08p 0 81p _

Basic EPS 1212p 08P

Dividend per share 3.0p - o B

Capex" £Llon  F£12om o

Net debt' ™ £(2.6)bn €320

Cash generated from £2.8bn £2.3bn

retail operations'®

@ Group sales exclude VAT and fuel Sales growlh shown on a comparable days basis
* Excludes exceptional items by virtue of their size and nature \n order toreflect
management’s wiew of the performance of the Group

Capex s shown excluding property buybacks

Net debt and retanl operating cash flow exclude the impact of Tesco Bank, 1n ardier
to provide further analysis of the reta cash flow statement

' Net debt includes both continuing and discontinued operations

i

T

The definuon and purpose of the Group's alternative performance measures
which inCludes hke-for-like sales, are defined on pages 160G 10 153 Adetaled
analysis of discontinued operations can be found in Note 7

This was ancther strong performance for Tesco with results ahead of
expectations we grew sales by 0 6% excludmg VAT, excluding fuel. at constant
exchange rates and expenenced hke-for-like sales growth of 0 7% Group
operating profit before exceptional items was £1.644m. up 28 4% on last
year as we significantly strengthened our profitability, remaining firmty on
track to deliver our medium-term ambitions Qur statutory profit before tax
increased to £1.298m including £155m of exceptional items We generatad
retall operating cash flow of £2 Bon. up 21 7% on |ast year. driven by the
strong improvement in our operating profit We reduced net debt
lexcluding Tesco Bank) by 29 6% 1o £12 6lon
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We are well placed to deliver our ambibign of @ Group eperating margn
of 3 5%-4 0% by the 2019/20 hnsncial year This ambition is underpinned
by six strategic drivers, ncluding the £1 5bn operating cost reductions
which we are on track te secure, having delivered cumulative savings

of £820m to date

Reflecting our improved performance and confidence in future prospects.
the Board has proposed the payment of 2 2 0 pence per share final dvidend
fotiowing on from the interim dividend of 1 0 pence per share We expect
dividends to grow towards a target cover of around two times earnings

per share aver the medum term

Seamental results

UK & ROI
Year-on-year Year-on-year
change change
{Constant (Actual
On a contimuing exchange exchange
operations basis 2017/18 2016717 rates) rates!
Sales £38,650m  £37,692m 2.2% 2.5%
(exc. VAT, exc. fuell o -
Like-for-like sales 2.3% 09%
(exc VAT exc fuell e
Revenue £44,908m £43,524m
lexc. VAT, inc. fuel) o o
Revenue includes fuel £6,268m £5832m _
Operating £1,053m £803Im 30.3% 3Na1%
profit before
exceptional items o _ _
Operating profit 2 34% 184% 48bp 50bp
margin before
exceptional items o -
Operating profit £1,199m £519m

In the UK and the Republic of Ireland (ROI, Iike-far-like sales grew by 2 3%

In the UK {ike-for-like sales growth of 2 2% ncludes our mnth cansecutive
quarter of positive performance despite an engomng drag of 10 4)% from
general merchandise as we take action to de-emphasise certain categones
We delwered a consistently strong performance in fresh food outperforming
the market in volume terms Curing the fourth quarter we expeérienced some
distribution-related disruption following the admnistration af Patmer

& Harvey. resulting in lost tobacco sales across December Despite these
challenges, which are now benhind us, we continued to deliver positive sales
momentum through the fourth quarter

Market conditions have remained challenging with continued cost price
inflation We have worked hard with our suppher partners throughout the
year to mitigate price increases wherever possibie. and made a significant
mvestment in the first half to further hold back inflatcn and protect
customers We have continued to reduce promotional participation over
the year. focusing instead on consistently offering the best value for
customers on all of our products

QOur own brand ranges have performed very well with like-for-like sales
growing 4 2% year-on-year We have embarked on a re-launch of over

10 Q00 own brand products, across our entry. core and finest* ranges.
with the inhal focus on ready meals and [talian praducts Cur new, exclusive
Hearty Food Co range of ready meals and improved core Tesco products
have proved particularly popular contributing to an increase in overall own
brand participation of nearly one percent We have continued to refine our
genera! merchandise range reducing SKUs by 16% as we focys on categories
with more sustamabie profitability We have delivered 2 7% sales growth in
our home category, following the Yaunch of our new own brand Go Cook and
Fox & lvy ranges These new brands have driven a14% and 20% increase in
customers 1o our cook and homeware ranges, respectively Clothing
performed well during the vear with hke-for-lke sales growth of 2 6%,
reflecting the strength of the F&F brand and qualty of our range

Al store formats and channels have achieved hke-for-lke growth, with our
large store business growing at 1.9% and our online grocery sales growing
5 1% with both higher order numbers and increased average basket size

In ROI like-for-like sales grew by 2 7%. improving steadily throughout the year
as customers responded well to an even more competitiva price position
The mam driver of growth was a 4 2% increase involume ahead of market
volume growth Fresh food valumes were particulartly strong. growing by

5 2% year-on-year.



Our full-year UK & RO operating profit before exceptional tems was

£1053m up 311% on last year Qur efforts to reduce aperating costs and
improve efficiencies across our store estate and head office have delivered
a significant increase in profitability, particularly during the secend half when
our operating margin reached 2 5% up 67 basis points year-on-year Further
progress on maximising the mix within our business and driving volume more

Strategic report

Asia operating profit before exceptional items was £299m, up 76%

at constant exchange rates and up 14 1% at actual exchange rates This
improvernent has been driven by refocusing on our core retall offer and
continuing to reduce our cost base as part of the Group’s overall cost
savings programme

selectively, particularly in general merchandise. has aided margin expansion Tesco Bank
Year-on-year
Central Eurcpe 2017/18 2018/17 _ change
Year-on-year Year-on-year Revenue £1,051m £1,012m 3.9%
change change Operating profit before £173m £157m 10.2%
{Constant {Actual exceptional items
On a continuing exchange exchange
operations basis 20718 2016/17 rates) rates) Operating profit £149m £7Im 93.5%
Sales £6,343m £5,977m 1.6Y% 6.1%  Lendingto customers £11,522m £3,961m 15.7%
{exc. VAT, exc. fuel) Customer deposits £9,245m £8 463m 97%
Like-for-like sales 03% 09% Net interest margin 3.9% 4 0% {00%
fexc VAT exc fuel) Risk asset ratio 19 3% 200% 0%
Revenue £6,585m £6,195m
lexc. VAT, inc. fuell Tesco Bank celebrated twenty years of serving Tesco shoppers this year
Revenue includes fuel £242m £218m Throughout the year, the Bank has continued to strengthen its product
Operating £119m £58m B9.7%  105.2% and service offering to customers delivering growth of 4 1% in active
profit before customer account numbers across its primary products. During the year
exceptional items . we completed the roll-out of Tesco Pay+ the Group's digital wallet offering
Operating profit 18% 094% 86bp 87bp to every one of our stores in the UK In July 2017, we celebrated the fifth
margin befare anniversary of the launch of our mortgage product. which has now reached
exceptional items L £3 Obn In balances
Operating profit £212m £190m

In Central Europe, like-for-like sales increased by O 3% despite competitive
market candrtions Our focus on improving the quahty and breadth of the
range in our stores has delivered positive results with fresh food sales
growth of 1 2% However this growth was held back by declires in general
merchandise and clothing Our convenience formats delivered positive
Iike-for-ltke growth across all countries We have continued to exit from
unprofitable stores in the region, with 28 store closures contributimg to
an overall sales reduction of (1 61% at constant exchange rates Legisiative
changes in the region are affecting our business with Poland phasing in
a gradusl ban on Sunday trading from March 2018 which takes complete
effect by 2020

Central Europe operating profit before exceptional items was E119m up
EBIm year-on-year at actual exchange rates We have made continued
progress towards operating the four markets we serve as one combined
region helping to imprave our customer offer in the first half of the year
we opened a new distnbution centre in Galanta, Slovakia serving all four
countries and benefiting from the best local practices in the region The
resulting benefits of more effective stock management combined with our
other efforts on cost savings have more than offset the impact of inflation
on the ¢cost base and enabled us to improve profitability

Asia
Year-on-year Year-on-year
change change
(Constant {Actual
On & continuing exchange exchange
operations basis 2017218 2016/17 _ Ar?tes) rates)
Sales £4,947m £5,186m 9.4)% (4.4)%
{exc. VAT, exc. fuel) o
Like-for-like sales (10 01% 18%
texc VAT, exc fuel .
Revenue £4,947m £5,186m
(exc. VAT, inc. fuel) -
Revenue includes fuel - -
Operating £299m £262m 1.6% 14.1%
profit before
exceptional items -
Operating profit G 04% 5 04% 96bp 99bp
margin before
exceptional items _ - o
Operating profit £277m £231m

In Asia our previously announced decision to withdraw fromunproftable
bulk selling activities in Thalland and scale back mass couporing contributed
to a (10 0¥% dechne in ike-for-like sates Adjusting for thisimpact, underlying
like-for-lke sales in the region were down {1 01% largely reflecting the
deflationary effect of lowering our fresh food prices for customers

Operating profit before exceptional items increased by 10 2% year-on-year
to £173m Lending growth in the year has been strong driven by secured
mortgage lending which now comprises 26% of the lending portfelio, versus
22% last year In addition Money Services products such as our Travel Money
offer have performed well overall as the Group continues 1o enhance the
product range and expand the customer base Excepticnal items of £(24)m
relating to Tesco Bank include an increase in the provision for customer
redress and a credit recewved following the conclusion of negotiations

with a third party in respect of previously recognised customer redress

The balance sheet remains strong and well-positioned to support future
lending growth from both a iquidity and capital perspective with a risk
asset ratio of 19 3%

Exceptional items in operating profit

. 201718 2016417
Net restructuring and redundancy costs £(102)m £099)m
Net impairment reversal/{chargel of non-current £53m £BIm
assets and onerous fease provisions .
Provision for customer redress B £(24)m £(45Im
Interchange settlement ) - £57m
Investment disposal £124m -
Property transactions B ) £79m £165m
Disposal of opticians business £38m -
Amounts provided and released in relation } £256m £[235Im
to SFC and FCA obligations .
Total exceptional items in operating profit £193m £(263Im

Exceptional tems are excluded from our headhine performance measures
by virtue of therr size and nature Iin erder to reflect management’s view

of the performance of the Group In the current year, the net effect of
exceptional terms on operating profit 1s £193m

Net restructuring and redundancy charges of £0102)m relate principally to
structural changes to our business to simplify our operating model within
stares and head office

The net imparment reversal of non-current assets and onerous lease
provisions of £53m includes a net reversal of £185m in property. plant and
equipment and investment property. a net £{24)m charge in software and
other intangible assets and a net charge of £{108)m of onercus lease provisions

Provision for customer redress of £{24Im relating to Tesco Bank includes

an increase of £(35/mn the provision for Payment Protection Insurance (PPI)
partially offset by a £1m Consumer Credit Act {CCA) provision release and a
credit of £10m receved foilowing the conclusion of negatiations with a third
party in respect of previously recognised customer redress

The investment disposal profit of £124m reflects the sale of our remaining
minority stake in the Lazada e-commerce platform completed during the
first half The sale of our opticians busimess in the UK & ROl to Vision Express
resulted in a £38m gain on disposal
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Financial review continued

Two property-related transactions compieted in the UK in the first half
of the year account for the majority of the £79m property transactions
within exceptional items

In the prior year. we took an exceptional charge of £(235lm in respect

of the Deferred Prosecution Agreement (DPA] between Tesco Stores
Limited and the UK Senous Fraud Office (SFQ) regarding histonc accounting
practices and an agreement with the UK Financial Conduct Authonty (FCAJ
of a inding of market abuse in refation to the Tesce PLE trading statement
announced on 29 August 2014 Included in this charge was £{85Im for the
Sharehoider Compensation Scheme With the Compensation Scheme

now bemng closed to new clamants we have reteased £25m of the amounts
provided Qutstanding claims submitted before the 22 February 2018
deadhne are stili being processed

Joint ventures and assocliates, interest and tax

Joint ventures and associates

Our share of post-tax losses from joint ventures and associates before
exceptional items was £{6)m, animprovement of £24m year-on-year due
to reduced losses recognised in Gain Land, our joint venture in China
There were no exceptional items this year relating to our share of
post-taxlosses from joint ventures and associates

Flnance income and costs

o - 2017/18 2016/
Interest payable on medium term notes. £(363Im £{434Im
foans and bonds

Interest receivable on assotiated denvatives £3Im  £6m
Net interest on medm term notes. loans and bonds £{332Im E@)Ln:
Other interest recevable and similar income £44m £42m
Other finance charges and interest payable £70)m £(89Im
Capitalised interest £2m  £em
Net finance cost before exceptional charge?._ﬁ £(356)m £(469)m
1AS 19 net pension finance costs and IAS 39

fair value remeasurements

IAS 33 farr value remeasurements £23m £61m
1AS 19 net pension finance Costs £(162m £{113m
Exceptional charge - translation of Korea proceeds £38m £0244im
Net finance costs £(533m EL765)m

Net finance costs before exceptianal charges 1AS 19 net pension finance
costs and |AS 39 fair value remeasurements reduced by E113m year-on-year
to £{356km Thus 24 1% decline year-on-year was mainly drniven by a net £96m
reduction in interest on interest-bearing habilibies Debt maturities totalled
£1 4bn during the year and we also undertook £1 3bn of bond tenders in
two separate liabibity management exercises These bond tenders dunng
the year contributed to £23m lower interest costs and we expect an
associated reducticn in interest payable of ¢ £50m on an annualised basis
In cash interest terms, we were helped by a favourable timing benefit of
£55m on our largest sterling-denominated bond, for which no annual coupon
payment was made during the year owing te the timing of our year-end date

Net finance costs, which include non-cash items. were around 30% lower
year-on-year Far value remeasurements ace largely driven by changes mn
the market assessmert of credrt risk and varous market indices whrch can
fluctuate sigmificantly.

Net pension hnance costs increased by Ed%m year-on-year driven by a
nigher cpening pension deficit part offset by & lowsr opening discount rate
Net pension finance costs are calculated by muluplying the opening gehcit
by the opening discount rate each year. For 2018/19, they are expected to
decrease to ¢ £{95)m as the impact of a higher opening discount rate 1s
maore than offset by the year-on-year reduction in deficit

The exceptronat charge of £{38)m relating to the translation of the remaining
proceeds from the sale of our business i Korea will not arise again since
the funds hiave now been moved to a Sterling denominated entity withur
the Group The proceeds had been held it GBP money market funds i a
non-Sterting denormmated subsidiary and the translation effect represents
na economic cost to the Group

Group tax

Tax on profit before exceptional tems was £(286)m, with an effective tax rate
on profit befare exceptional items for the Group of 26 0% As previously
indicated, this tax rate is higher than the UK statutory rate primarily due to
the depremation of assets that do not qualify for tax relief and the impact
of the 8% supplementary tax surcharge on bank profits We expect the
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impact of these items on the effective tax rate to reduce as our overall level
of profitability continues to increase, and therefore we expect the effective
tax rate tc reduce to around 20% in the medium term

The effective tax rate on profit before exceptional items for the 2618/19
financial year s expected to be around 24%

Earnings per share [on a continuing operations basis)

Diluted earnings per share before exceptional items were 11 88p, nearly
63% higher year-on-year principally due to our stronger profit performance
Statutory basic earnings per share from continuing operations were 12 12p,
up from G 81p last year

Summary of total indebtedness

2718 2016/17 Movement
Net debt (exciudes Tesco Bank) £(2625Im  £(3.729Im £1104m
Discounted operatinglease commitments  £06.931m  £{7.44Q0)m £509m
Pension deficit 1A519 basis (post-tax) £(2.728)m  £(6.504Im £2 776m
Total indebtedness £(12,284)m £{16,673)m  £4,389m

Retall net debt reduced by £11bn to £{2 6)bn as retall operating cash flow and
disposal proceeds were greater than capital expenditure and other charges
Within net debt we used surplus cash to prepay £1 3bn of the Group's
iong-dated bonds as part of an ongoing focus to strengthen the balance sheet

We have a strong funding and hquidity profile underpinned by £4 2bn
committed faciities and our key credit metrics, fixed charge cover and total
indebtedness/EBITDAR, have improved to 2 7 times and 3 3 times respectively

Discounted operating lease commitments have reduced by £509m,
including the benefit from the buyback of 17 stares in the UK during the year
We anlicipate rental savings of £26m on an annuaiised basts as a result of
these property purchases

On an IAS 19 basis the pension deficit measure (net of deferred tax) has
reduced from £5 5bn last year to £2 7bn at the end of the current year

The movement during the year was partly driven by an increase in yrelds

on corporate bonds, which drive the discount rate used for accounting
purpases and our decision at the half-year stage to update the discount
rate model in ine with developing market practice and following actuanal
advice Inthe Group’s view. it now more appropnately reflects expected
yields on corporate bonds over the iife of the scheme's babilities At the same
time, the application of latest industry iIfe expectancy tables and favourable
actual scheme experience have also contnbuted to the reduction

During the year, the trienmial pension review was concluded with the
business and the Trustees agreeing that annual contributions will ncrease
by £16m to £285m per annum from April 2018, with our framework for the
lang-term funding of the scheme unchanged As at 31 March 2017 the
actuarat deficit was £3 (Obn, anm increase of ¢ £0 25bn since the last
tnennial valuation

Overall, total indebtedness has reduced by £4,4bn 1n the year Nel debt
has reduced by aimost £6bn over the last three years

Summary retail cash flow

Retail operating cash fiow increased by £495m to £2.773m in the year

Thws ncrease of 21 7% year-an-year was mamly driven by improved Group
profitabilty Further improvements i working capital of £469m also
contributed to the improvernent in cash flow, although this includes £102m
of tumiing benehits principally as a consequence of the failure of a suppler
towards the end of the year

Exceptional cash items increased year-on-year, largely driven by a cash
outflow of £149m relating to payment of the SFO fine and initial Shareholder
Compensation Scheme payments We expect a further cash outflow of

< £80m relating to such claims Other cash exceptional items totalling £169m
include a £160m VAT refund from HMRC regarding the treatment of VAT on
Clubcard rewards which HMRC have appealed Tris has no net effect

in the Group Income statement.

Cash caprtal expenditure of £ 2)bn was up year-on-year due to the timing
of paymerits relating to cammitments made towards the end of the last
financial year

Combined net cash interest and tax of £1428)m was £113m lower than last
year largely as a result of debt matunities and bond tenders We generated
£253m of proceeds from property sales and completed the buyback of
17 stores during the year, for a cash consideration of £383m



2018/17
Operating profit before exceptional items HETc22mg  £1,280m

Less' Tesco Bank operating profit before
exceptional items

Retall operating profit from continuing £1,123m
operations before exceptional items

Less' Retall operating loss (discontinued operations) | = £05Im

Add back- Depreciation and amortisation £1.172m
Other reconciling items £12m
Pension deficit contribution £(248)m
Underhing {increasel/decrease in working capital £379m
Retail cash generated from operations £2,423m
before exceptional items
Exceptional cash itemns: £043)m

Relating to prior years.

- SFO Fine and Sharehclder Compensation -

Scheme Payments

- Utilisation of oherous lease provisions £01mm

— Restructuring payments £ib4im

Relating to current year

- Restructuring payments® £(75)m
Other™ £95m
Retail operating cash flow £2,278m
Memo Retod operating cash flow on continuing £2,279m
operatians basis
Cash capex £(963)m
Net Interest & tax £(541m
Property proceeds £509m
Property purchases - store buybacks £{365)m
Disposals and dividends received s W: £369m
Retall free cash flow BETS/mE £1,28Tm

|0 addition to cash outflows of £(67)m relating to current year restructuning exceptional
1tems charged to proit include a net restructuring prowvision of £{35)m. resulting in
a total exceptional restructuring charge to operating profit of £402im

B Other exceptional cash items include VAT recovered inrelation to the appeal against
HMRC regarding the treatment of VAT on Clubcard rewards of £1680m and warking capiial
acquired of £9m from the unwind of the Group's joint venture with British Land Co PLC
(British Land) {2016/17 legal settlement of £67m in respect of interchange fees
development stock disposal of £36m and discontinued operations of £2m)

Finally cash inflows of £362m relating to disposals and dividends received
includes consideration of £196m from the sale of our remaining minority
stake In the Lazada online business. a dividend of £60m from Tesco Bank,
and proceeds of £45m relating to the disposal of our opticrans business in
the UK to Vision Express. in addition to a number of smaller transactions

Retail free cash flow of £1 37/m s up 7 0% year-on-year Thisis lower than the
rate of growth in retail operating cash flow principally due to timing of cash
capital expenditure and lower property proceeds

Capital expenditure

B 201718 200617
UK & ROI £676m  £73Im
Central Europe B £133m £141m
Asta " £239m £261m
Tesco Bank £50m £486m
Group . _£1,098m___ £1179m

On an accrued basis capital expenditure lexcluding buybacks) of £11bn was
£0 1bn lower than last year reflecting our disciphned approach to capital
spending and focus on delivering attractive returns Qur capital expenditure
in the UK focused on maintaining and replacing essential assets alongside
programmes to refresh and repurpose the estate enhancing our steore
operations New store capex has mainly been allocated to our new store
opening programme in Thalland with a limited number of Express store
openings and a net gain of one new superstore in the UK Our caprtal expenditure
in Central Europe relates mamly to repurpasing of exsting stores We expect
capital expenditure to remain within a range of £11on-£1 4bn There was a net
reduction of {1 2Jm square feet, Including {1 1im square feet of space repurposed
to a range of complementary partners such as Arcadia Group and H&M

Across the Group our repurposing programme has focused on improving
the ease and relevance of cur large-store shopping trip for customers
Inthe UK & ROI we have repurposed 75 000 square feet across 20 stores
Within the year. we opened over 50 concessions within our stores including

Strategic report

Arcatia Group Holland & Barrett, Dixons Carphone and Next A brand new
Booker 'Chef Central’ concept store was also ocpened within the Tesco Extra
store at Bar Hitl, Cambridge in February 2018 The store primarily serves
professional caterers but 1s open to all customers In Central Europe. we
have primarily been partnering with other clothing brands in repurposed
store space including H&M and Decathlon In Asia, we have worked with
arange of different partners across a vartety of brands including MR DIY
and Major Cineplex

Property

The estimated market value of our fully owned property has increased by
£0 8bn to £20 7bn, with a surplus of £2 5bn over the net book value (NBV)
Our Group freehold property ownership percentage by value, has
increased to 58% from 57% last year, driven by the UK & ROl We regained
ownership of 17 stores in the UK during the year increasing our proportion
of freehold ownership by value in the UK & ROIto 52% This repurchase of
stores will result in an annuahsed rental saving of £26m. We continue to
seek opportunities to further reduce our exposure to ndex-hnked and
fixed-uphft rent inflation where the economics are attractive

Dividend

We propose te pay a final dividend of 2 O pence per ordinary share

The proposed final dividend was approved by the Board of Directors on

10 April 2018 and 1s subject to the approval of sharehoiders at the Annual
General Meeting to be held an 15 June 2018 This takes the total diwidend for
the year to 3 0 pence per ordinary share following the payment of an intenim
dividend of 10 pence per ordinary share in Novermber 2017 We anticipate
a split of broadly one-third to two-thirds between next year’s interim and
final dividends and intend to reach cur targeted cover of around two times
earnings In the medium term

Merger with Booker Group

We completed our merger with Booker Group on 5 March 2018, after the
end of the Tesco financial year Qur Joining Forces’ integration programme
1s well underway and we are focused on delivering the £200m recurring
run-rate synergies identified during the merger process by the end of the
third year post-completion

Booker Q4 results show a continued strong performance with customer
satisfaction up 0 3% to 85 7% and like-for-like sales up 9 9% While Booker's
full year results are still subject to audit approval operating profit before
exceptional items for the financial year to 30 March 2018 1s ¢ £135m and net
cashis c £120m

Transaction costs of £{26)m relating to our merger with Booker were included
n Tesco's UK & ROI operating profit before exceptional items in the 2016/17
financial year Further costs and fees of £{21hm arising In the 2077/18 financial
year have been treated in a consistent fashion A similar amount, consisting
of stamp duty costs directly anising from the completion of the merger will
be charged to underlying profit in the 2018/19 financial year As outlined in
cur merger prospectus we anticipate up to £{145)m of integration costs
over three years which will be treated as exceptional

Locking ahead

We remain firmly on track to deliver the medium-term ambitions we set cut
in October 2016 to reduce our costs by £1 5bn to generate £9bn of retail
cash from operations and to improve operating margins to between 3 5%
and 4 0% by 2019/20 In addition by further reducing debt and maintaining
a disciplined approach to capital we can continue to strengthen the balance
sheet and generate an increasing level of free cash flow Our intention
remains to return te an investment grade credit rating with our key metrics
being fixed charge cover and total ndebtedness/EBITDAR

The integratton of Booker 1s well underway and we are focused on delivering
thedentified synergies to create value for all stakeholders We anticipate a
synergy benefit of ¢ £60mn the first year, growing to a cumulative c £140m
in the second year and reaching a recurring run-rate of ¢ £200m per year by
the end of the third year

As we look to capitalise on the enhanced opportunities for growth available

to the combined Group, we will place increasing focus on growth in earnings
and free cash flow generation n order to deliver strong, sustainable returns
for shareholders

Alan Stewart
Chief Financial Officer
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Little Helps Plan

Working together to make a big difference.

Qur approach

‘Every little help makes a big difference’ is our third
value and emphasises our belief that small actions can
add up to make a big difference. Our Little Helps Plan
identifies the most pressing social and environmental
challenges facing the business, our customers and our
communities, and outlines our commitments to help
tackle these.

People
The Little Helps Plan cutlines how Tesco warks in partnership with others The 440,000 colleagues who work for us around
including suppliers NGOs governments and other retallers to make a the world are at the forefront of serving our
positive contribution and work towards shared giobal ambitions shoppers better every day We want to give them
a preat experience of working at Tasce and be
The plan builds on the progress we have made so far and covers three areas a place where everyone can get on, whatever
core to the long-term success of our business people. products and places their ambitions

. To do this. we are mvesting in traiping so colieagues
Our Three Pillars are supported to develop therr careers and to
puild skills for their future We are committed to
butlding an inclusive culture and ensuring these
opportunities are available to all colleagues We
are aiso tnaling a number of innovative solutions
that wiil offer colieagues greater flexbitity over
their awn work schedules
T e |
| Qur target
| To help our colleagues succeed by providing
| them with the lexibility skills and reward they
(L need to get on
People Products Places —

In October 2017, we shared targets and achions under each of
these three pillars More information on these can be found at
www tescople com/littlehelasplan

The Little Helps Plan covers our retad businesses n the UK, Republic
of ireland. Central Europe and Asia However, with the majority of our
customers being in the UK, iImpfementation of the pfan and reporting
will begin with the UK business We have committed to sharing our
progress along the way and will next update in Qctober 2018

Accountatiity for the Little Helps Plan 1s led at an Executive level by Jane
Lawrie Group Communications Directer and at the Board level by Dave Lews.
Group Chef Executive Our Corporate Responsibility Committee chawred by
Lindsey Pownall. Non-executive Director, governs the plan More information on
the activities of the Corporate Responsibiity Committee can be found in the
Corporate governance report on page 38

For the full ist of our targets and actions see our
Little Helps Plan at www.tescople.com/littiehelpsplan
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Products

Sourcing

Our customers should have peace of mind that
the products that they buy st Tesco are sourced
with respect for both the environment and the
pecple who make or grow them Building strong
trusted relationships with our supplers plays a
key role in achieving this

Health

Qur customers and celleagues tell us that they
want to make healthter choices but sometimes it
can be dificult We want to make it easier tolead a

healthier Iife and we are focused on offering simple,

practical actions that lead to sustainable changes

Packaging

We know packaging plays an important role in
preserving and protecting products but we are
taking action to reduce 1its overall mpact on the
environment We are working with the industry
to develop & closed loop system which can be
applied to all key packaging materials

Food waste

We have a responsibility and commitment

to lead reduction of food waste from farm to
tork Through our Group Chief Executive’s
Chairmanship of the international Champions

12 3 coalition we are committed to accelerating
progress towards the UN Sustainable Development
Goal target to halve per capita global food waste
by 2030

Our targets
Te help make sustainable products accessible
and affordable for all

To support all of our colleagues to live healthier
lives and help our customers make healthier
food chaices every time they shop with us

To ensure we never Use more packaging than
1s needed and that what we do use s from
sustainable sources and goes on to be reused
or recycled

To help halve global food waste farm to fork
by 2030

[EE - -

Places

We are proud to be a valued part of over 6 000
communities around the world and want to help
them thrive We bring social and economic
benefits through the local peopte we employ
the local businesses we work with and the local
projects we support

We support causes important to colleagues and
customers We deliver this through our community
donation programmes strategic partrerships
with charities and support for food banks

. Our target
! To help our local communities thrive by positively

; contributing both sccially and economicaily

Strategic report

Foundations

Underpinrung all the pillars of the Little Helps
Plan are a numizer of areas where it 15 vital to do
the night thing 1t remains a prionty for us to ensure
our products are safe. that we have a strong
health and safety culture for customers and
colleagues and that we stay on track with our
ambitious plan to become a zero-carbon business

We recognise that these areas and strong
corporate governance are equally important to
ensuring our business 1s having a positive impact
on society They are core expectations and are
embedded in the way we do business
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Little Helps Plan continued

Products

Sourcing with care

In our UK supply chains we are prionitising the
environmental and sociat risks associated with 20
of our most important products and ingredrents
- from beef and coffee, ta wild fish and cottan
To view the full top 20 hst and some of the actions
we are taking, visit www tescoplc.com/top20

Collaboration with suppliers, ndustry organisations,
government. bodles and civil society is vitaf for us
tQ make progress

For example we know that scll

degradation is a key issue facing

agricultural products and the
environment We analysed the most vulnerable
regions we sourced from and in 2017 we
started a new project in partnershup with the
Broads Authority and with the support of the
Rivers Trust, National Farmers Umion (NFU} and
the Environment Agency Ta raise awareness of
the impact of water run-off with potato growers
n East Anglia. we tested new technologies that
help retain valuable top soil and reduce the
amount of fertiliser entering local waterways
Working with partners. we will share the
learmings in other key sourcing regions

This year, as part of Gur human rights due difigence
approach we have engaged stakenolders and
other businesses to further understand the risks
of forced iabour in palm ol supply ¢chains 100%
of the palm ol used in our Own Brand productsin
the UK s certified by the Roundtable on Sustainabie
Palm Ol but we want to take further action to
rmitigate the social challenges assoclated with
palm ol production Qur engagement has helped
us identify and understand the areas of greatest
risk, and we are working collaboratively through
the Consumer Goods Forum to tackle this
challenge as an industry

Visit www.tescople.com/sourcing
for more information and
www.tescoplc.com/maodernslavery
for our tatest Modern Slavery Statement

A healthier place to work and shop

Far many years we've worked hard to help
cotleagues and customers make heafthier

food choices We are also continuing to work
with our suppliers to reduce the amount of sugar
fat and saft in thousands of products [h Central
Eurcpe in 2017 we reviewed 120 Qwn Brand soft
drirks end introduced a new standard to hnmit
the sugar to (ess than 1teaspoon per 100ml

This follows the UK business which. by November
2016, had reduced the sugar in all Own Brand soft
drinks to below the threshold for the government
levy We've also helped increase consumption

of fruit and vegetables by introducing new, great
value ranges such as Farm Brands and Perfectly
Imperfect QOur Free Fruit for Kids initiative
remamns pepular inthe UK and since 2016, we
have given out 50 mihon meces of free fruit in
300 stores

In May 2817 we held aur first ever in-store health
event inthe UK As part of this we reduced the
price of 200 healther products and highlighted
in-store and online products which are lower in
sugar fat or salt. As aresult we saw the biggest
monthly improvement in the health of our customers’

shopping baskets gutside of seasonal changes
For colleagues we have given out free fruit and
offered mini health checks throughout our heaith
events tn 2017/18 we also made mental wellbermig
training available for all colleagues and brougtt
togather a group of colleague Health Heroes to
share their stones and nspire others to make
healthier choices

In January 2018, we announced a

groundbreaking new five-yaar strategic

partnership with the British Heart
Foundation, Cancer Research UK and Drabetes
UK The aim of the partnership 15 to help reduce
the risk of heart and circufatory disease. cancer
and diabetes The partnership wili support
coileagues. customers and their famifies to
make sustainable [ifestyle changes and adopt
hiealthier habits

For more information visit
www.tescoplc.com/health

Packaging

We continue to make changes to our packaging
to help reduce our impact an the environment
87% of our Own Brand packaging by welght s
currently widely recyclable

We have made significant changes

to the packaging of our wet wipes

resulting in a 20% reduction in the
material used and thereby removing 57 tonnes
of plastic This material saving 18 enough to
make aver 10 million more packs

We recognise that we can do more in partnership
with government and industry to help estabhsh
a robust, closed loop approach to recover and
reuse all key packaging materials We have three
strategic prionities to help reduce packaging
waste and boost recycling across the UK

1 Matenals and design In cellaboration with
our suppliers we are reducing packaging and
restricting the number of materials we accept
50 that less packaging 1s used and packaging 1s
easier to recycle

2 Recoveryand recycling We beheve a holistic
approach 1s required 1o create an integrated
national recovery and recychng system
We support developing a cost-effective
Deposit Return System (DRS) as one aspect
of this approach

3 Changing customer behaviour Once consistent
recychng infrastructure i1s in place, we can
help customers recycle more with simpie.
clear information

For more information visit
www.tescoplc.com/packaging

Tackling food waste

Frve years ago we made a commitment tolead on
reducing global fogd waste inaur own operation
suppty chains, and in our customers’ homes
Food waste 15 3 global challenge and through
aur mternational markets and Dave Lewis’s
Charmanship of the international Champions 12 3
coaiition, we are committed to driving progress
towards the UN Sustainable Devefopment Goal
target to halve per capita global food waste

by 2030
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In 2017718, the 10 million tonnes of

food sold in the UK retarl operations

generated 73,340 tonnes (0 7%} of
surpius 53,126 tonnes (0 5% } was wasted,
which we sent for energy recovery Of this,
ust 19 898 tonnes (0 2% was safe for human
consumption (n September 2017 we also
shared our 2016/17 food waste data far the
Republiic of Ireland and Central Europe for the
first ime The page opposite gives a breakdown
on our food surplus and waste in all these
rmarkets for 201718

In 2016 we made the commitment that no food
that 15 safe for human consumption witl go to
waste from our UK retail aperatians by the

end aof 2017718 We have worked hard to deliver
aur target through the launch of new ndustry
leading inrtiatives Surplus food safe for humans
15 offered to local charities through Cammunrty
Food Connection Food nottaken by chanities

15 offered to cofleagues through our ‘colieague
shops’ which have been rolled out to ali stores
We send any suitabie remaining surpius to animal
feed We have achieved huge progress in ensuring
mere good food goes to charity and we are now
introducing a further programme of work to ensure
no food safe for human consumption goes to waste

Our other markets share the same ambition
and food redistripution programmes are now
n ali stores in the Republic of irefand and al!
hypermarkets in Bangkok and Malaysia In Central
Europe over 600 stores (out of a total 861 are
already donating surplus food and all remaimning
stores will be donating by 2020

We are alsg working in partnership with our
suppliers to offer customers the food they love
with less waste

In 2017/18. we introduced resealable

salad bags across our most popular

salad lines and became the first UK
supermarket to start selling perfectly npe green
satsumas and clementines that stay fresher for
longer In Central Europe, we introduced our
Perfectly Imperfect range which has helped
save over 6 000 tonnes of "wonky” frult and
vegetables from going to waste

With 25 of our largest suppliers. we have
announced a joint commitment to adopt

UN Sustainable Development Goal target 12 3.
measure and pubhish food waste data for thair
own operations and act to reduce food waste farm
to fork We are planning to build on this work over
the coming year across more of our supply chains
and communicate with customers on how they can
reduce food waste in the home

To view further anafysis
of ail our food waste figures visit
www.tescoplc.com/foodwaste



Strategic report

Food surplus (total of food not sold)

2017/18 sales tonnage vs surplus tonnage
[Not to scale)

UK ireland Central Europe
10,023,559

557 317 3,227,655
tonnes tonnes

tonnes

Total food surplus

73,340 tonnes 7,762 tonnes 51,579 tonnes

2017/18 food surplus safe for human consumption {tonnes)

* Disposal = energy recovery and waste management

Food waste (food surplus wasted)

2017/18 food waste as % of sales

0.5% 1.2%

2017/18 food waste by category™
(% do not total 100% due to rounding)

1.2%

53,126 6,786 38,054
waste)

tonnes®
(waste)

(waste}

¢ KPMG LLP were engaged Lo proade independent imited assurarce over the selected food waste data highlighted in this report with @ ¢ using the assurance standard ISAE 3000
KPMG has rssued an unguahified opimon over the selected oata KPMG's full assurance statement 15 avallable at www tescoplc com/foodwastefigures
" Total food waste s made up of both foed safe for humar consumption and food that 1s not safe for human cansumption which has been disposed of
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Little Helps Plan continued

People

Colteagues have told us how important Rexbiity
and certamty are in order for them to reach their
ambrtions both inside and outside of work In
201718 we started to tnal a new app in the UK
that allows colteagues to see thew shifts, manage
overtime and request hohday in tirme the app will
also give the option to swap shifts, request shift
changes and even take shifts in different stores
- providing them with genutne flexibiity and
control over thew hours We have comnmtted

to roiting out this app u1 all our markets and have
already started to introduce a simplrfied version
in aur Asian stores

Qur UK apprenticeship programme ams

ta give aver 1,000 colleagues. of ail ages

and all ievels of experience, the
apportututy to continue thewr education and
buitd skills for ther future With technology
transforming society, we are also developing
a traimng programme to ensure that all our
colleagues have the digital competence and
cenfidence to succeed

Inclusivity ang creating a culture where gveryone
has equal opportunity remains integral to our
business In January 2018 we pledged support to
the UN standards promoting the rnights of Lesbian,
Gay. Bisexual, Transgender and intersex LGBTH
pecple More recently we signed Lup to the 30%
Club, dernonstrating our commtment to having
strong female representation within our senior
leadership team by 2020 The ratio of maie to
female colleagues at 2017/18 year-end s cuthined
in the table below Further analysts of our gender
pay gap can alsc be found in the Corporate
governance report on page 47 or onlhne

For more information visit
www.tescoplc.com/people

Gender diversity Ibased on actual year-end headcount)

Board of Directors

Senior managers ~ Directors

Semor managers ~ Directors and managers
All empioyees

Places

In 2017/18 we have continued 10 support
communibies through our community donation
wibiatives We have established programmes
wr the UK {Bags of Help) Republic of Ireland
{Comrmurity Fund) and Central Europe {You
Chopse, We Help) All of these programmes
put the power in the hands of our customers
to choose the local projects that Tesco supports
financially In Central Europe one in every four
customers voted i "You Choose, We Help'
Thraugh these pragrammes we have distributed
over £51m and supported more than 24,000
tocal projects to date

Wherever we operate we also work clesely with
foad banks and local charities to help feed people
i need nlocal communities. in 201718 we donated
the equivalent of 46 million meals Lo help feed
people in need across the UK, Repubhc of lretand,
and Central Eurape through our food surplus
redistribution programmes In January 2018,

alt our stores in Malaysia alsc participated in a
campargn which enabled custemers to donate
food to 100 local charities supporting vulnerable
famihes and homatess people In Thailand
customer fundraising meant that underprvieged
children were able to rave nuterious lunches
throughout February 2018

For more information visit
www.tescoplc.com/places

Male Female
10 7% 3 23%
3563 75% w7 25%
2,646 63% 1,524 37%
189.087 43% 251,581 57%
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‘Tesco is an important part of
the town, with four large and
seven convenience stores in
and around the area. We're
one of the biggest employers
in Oldham and have become
an integral part of the
community by taking part

in many charitable projects.

Marle Toora
Store Manager Oldhayn Chadderion Superstore

‘The biggest advantage of
“You Choose, We Help' is the
close relationship we develop
with focal communities. Local
people decide which of the
nominated projects should
receive grants.’

Urszula Wisniewska
Manager of Mazesz wigce) Poland {benefictary)



Foundations

Climate change

In May 2017 we announced the new science-based
targets on the night which sre aligned with the
Paris Climate Agreement recommendation of a
15 degree global warming trajectory They will
also enable us to meet our ambition to become
a zero-carbon business by 2050

Our carbon footprint is calculated according to
the Greenhouse Gas Protoco! and cur net carbon
footprint in 2017/18 was 3 4 million tonnes of
CO,e For our own operations absalute carbon
emissions we achieved a 13% reduction compared
ta last year and 26% compared to 2015416 To help
us achieve our new targets we have committed
to source 100% of our electricity from renewable
saurces by 2030 In 2017/18 55% of our electricity
across the Group was from renewable sources
and in the UK we have already switched 1o 100%
renewable purchased electricity supported by
renewable energy certificates This in addition

scopel
Scope 2@
Market-based method
Location-based method

Scope 1and 2 carbon intensity
kg CO,ersg ft of stores and DCs)

Scope 3

Total gross emissions

CO,e from renewable energy exported to the grd
Total net emissions

Overall net carbon intensity

{tatal net emissions kg CO,e/5q ft of stores and DCs)

to Investments In energy efficiency, has enabled
us to reduce our net carbon intensity per sq ft of
retall and distribution floor space by 6% compared
with last year and 15% since 2015/16

Our targets :
Reduce absolute carbon emissions fromour
operations from 201516 levels 35% by 2020,
60% by 2025 and 100% by 2050

sources by 2020 and 100% by 2030

|
|
|
|
Source 65% of our electricity from renewable i
|

Anti-bribery and fraud

We are committed to mantaining the hiphest
standards of ethics and integnty in the way we
do business around the world We adopt a zero
tolerance approach to bribery and fraud at Tesco
and expect our business partners to do the same

Our Code of Business Conduct outlines cur most

important iegal abligations and the policies that
guide the conduct of all our colleagues in areas

Global tonnes of CO.e

201718 2016717 Baseyear 2015416
1,306.985 1236 980 1.301.746
1136,325" 1.582 275 2 004,992
2,077,528 2 357.245 2528 323
.23 2295 26 33
975,312* 1073721 1097.491
3,418.677 3,892,977 4,404,230
1,134 1154 1513
3.417.543" 3891822 4,402 17
2970" 3169 3506

* KPMG LLP were engaged to provide independent hmited assurance over the selected greenhouse gas ermissions data
highlighted in this report with & * using the assurance standards ISAF 3000 and 3410 KPMG hasissued an unqualified
opinich over the selected data KPMG's full assurance statement s avallable at www tescoplc com/carbonfigures

v Tesco uses the market-based method for calculating Scope 2 ermissions for our total emissions to account for our
efforts in generating and purchasing low carbon energy The location-method impact is provided for disclosure only
and all Intensity net and gross emissians shown are calculated using the market-based method

Strategic report

including health and safety information security,
bribery and fraud In February 2018, we refreshed
all our communications on the Code and heid an
internal campaign to encourage colleagues to
speak up If they have any concerns the Code

1s not being followed

To support thrs culture we also provide an
independent and confidential whistleblowing
service - Protector Line - that enables our
colleagues, suppliers and ther staff around

the world to raise concerns We use e-learning
to support compliance with the Code and
anti-bribery and anti-fraud traning s included

in our annual refresher training for all relevant
colleagues Everyone in the business must comply
with the Code and we have implemented annual
Code complance declarations which are reviewed
by our Group Risk and Compliance Committee

For more information visit
www.tescoplc.com/foundations

Tesco FLC Annual Report and Financial Statements 2018 21



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’

Strategic drivers
o A differentiated brand

9 Reduce operating costs
by £1 5bn

Generate £9bn cash from
operations

Maxumse the mix to achieve
a3 5% - 4 0% margmn Booker
synergy
realisation and
integration

Maximise value from property

irinovation

Brexit

We have an established risk management process
to dentify assess and monitor the principal risks
that we face as a business We have performed

a robust review of those risks that we believe
could serously affect the Group’s performance.
future prospects, reputation or its ability to
delver against Its priorities This review included
an assessment of those risks that we believe
would threaten the Group's business model
future performance solvency or higuidity.

Following the review of the principal risks and our
strategic drivers we have included two additional
shorter-term risks These relate to the ongoing
uncertainty and approach to Brexit, and the timely
synergy reaksation and mtegration of Booker

into the wider Group, set out on pages 24 and 25
Additionally, we have reframed our product safety
and supply chain nsks, currently reflected at the
business umt level to form a new principal risk
responsible sourcing and supply chamn set out

on page 24 This risk relates to the social and
environmental challenges facinig Gur busness, our
custamers and our communities Our approach is
outhined in aur Litte Helps Plan on pages 16 to 21

The risk management process relies on our
assessment of the risk hkeliticod and fmpact
and on the deveiopment and monitoring of
appropriate internal controts Our process for
dentifying and managing risk s set out in more
detail on page 43

Risks

Customer

Tesco Bank Transformation

Principal risks

Ligquidity

Competiticn
and markets

We maintain risk registers for the principal risks
faced by the Group and this & an mportant
component of our governance framework and
how we manage our businass As part of our
risk management process rsks arg reviewed as
a top down and pottom up actvity at the Group
and the business unit level The content of the nsk
registers are considered and discussed through
regular meetings with senior management and
reviewed by the Executive Commuttee. Each
principal risk 1s reviewed at least annually by
the Board

The table opposite sets out our principal rsks
their ink to our strategic drivers their movement
duning the vear and a summary of kay controls
as well as any mitigating factors The Board
considers these to be the most significant

risks faced by the Group that may impact the
achievernent of our six strategic dnvers as set
out on pages 8 and 9. They do not comprnise all
of the nsks assocated with our business and are
not set cut n prienty order Additional rnisks not
presently known o management, or currently
deemed to be less maternal, may also have an
adverse effect on the business

Oversight

Board

Qverall responsibiity for risk
management. engages directly
with risk assessment rmitigations
and risk appetite

Audit Committee
Oversight of the risk framework
and controls on benaif of the Board

Group Chief Executive

and Executive Committee

The Group Chief Executive has
overall accoyuntabiity for control
and the management of nsk

Responsible
Sourcing and
supply chain

People

Indicates a new nisk

Brand
reputation
and trust

Technology

Data
security and
data privacy

Health and

Safety Polibical

regulatory and
comphance
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Indrvidual members, reporting
ta the Group Chief Executive, are
accountable for specific risks

Group Risk and

Compifance Committee
Oversight of key regulatory
and camphance risks on behalf
of the Executive Committee.
reporting blannually to the
Audit Committee



Key te risk movement

@ Risk increasing

Principal risk

@ No risk movement @ Risk decreasing

Rrsk movement

Customer!

Fallure to have a coherent. connected and
engaging customer journey and n-store
experience will lead us te be less compeatitive

and lose market share

Cngoing fragmentation of
our customer engagement
channels exposes us to an
increased risk of diluting
our customer experence
and ability to differentiate
our brand

@

Strategic report

. Link 1o strategic drivers on page 22

Key controls and mitigating factors

Wwe now have a more consistent approach to building impactful customer
propositions, affering high quality, competitive value, while improving the
customer experience Propositions are now developed across channels
and geographies to ensure consistency In the engagement with customers
Group-wide customer insight management 1s undertaken to understand
custemer behaviour, expectations and experience and leverage more
consistently across the different parts of the business

We moniter the effectiveness of our processes by regular tracking of our
business, and those of our competitors, against measures that customers
tell us are iImportant 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?

Failure to achieve our transformation
objectives due to poor prioritisation
neffective change management and a faillure
to understand and deliver the technelogy
required resulting in an mnability to progress
sufficiently quickly to maintain or increase
operating margin and generate sufficient
cash 1o meet business objectives

Achigving our
transformation goals
continues toc demand
further effort and
Investment, especially
with regard to technology
changes as both internal
and external expectations
have Increased

@®

We have multiple transformation programmes underway to simphfy our business
with clear market strategies and business plans in place Our service model
processes provide a framewor k for implementing change We have appropriate
executive level oversight for all the transformation activities

Transformation programmes are supported by expenenced resources from
within the business and externally as required

Liguidity?

Failure of our business performance to deliver
cash as expected access to funding markets
or facilities 1s restrnicted faiures inoperational
liquidity and currency risk management Tesco
Bank cash call, or adverse changes to the
pension deficrt funding requirement, create
calls on cash higher than anticipated, leading to
impacts on financial performance cash hquidity
or the ability to continue to fund operations

We have a disciplined and
policy-based approach to
treasury management
We have reduced our debt
levels and have improving
debt metrics Liquidity
levels and sources of cash
are regularly reviewed
and the Group maintains
access to committed
credit facilties

©)

We maintain an infrastructure of systems policies and reports to ensure discipline
and oversight on iquidity matters mcluding specific treasury and debt-related
issues Qur treasury policies are communicated across the Group and are
regularly reviewed by the Board. Executive Committee and management

The Groun's funding strategy 15 approved annually by the Board end includes
maintaining appropriate levels of working capital undrawn committed facilities
and access to the capital markets The Audit Commuttee reviews and approves
annually the viability and going concern statements and reports into the Board
There s & long-term funding framework In place for the pension deficit and there
15 pngeing communication and engagement with the Pension Trustees

While recognising that Tesco Bank 15 financially separate from Tesca PLC. there
15 angeing monitoning of the activities of Tesce Bank that could give rise to risks
to Tesco PLC

Competition and marketst

Failure to deliver an effective, coherent

and consistent strategy to respond to aur
competitors and changes in macroecononmic
conditions in the operating environment
resulting In aloss of market share and fallure

to improve profitabihity

We continue to face

the cngoing chaltenge

of achangng competitive
landscape and price
pressure across most
of our markets

©

Our Board actively develops and regularly challenges the strategic direction of
our business and we actively seek to be competitive on price, range and service
as well as deveioping our online and multiple formats to allow us to compete in
different markets

Our Executive Committee and operational management regularly review markets,
trading opportunities competitor strategy and activity and additionally, we engage
in market scanning and competitor analyss to refine our customer proposition

Brand reputation and trust!

Fallure to create brand reappraisal
opportunities to improve qualty, value
and service perceptions thus falling to

rebuild trust in our brand

A broad range of factors
impact our brand.
reputation and trust

tn the year and, on
balance. the level of risk
remains unchanged

@

We continue 1o develop communication and engagement programmes to isten
to our customers and stakeholders and reflect their needs in our plans This
Includes the supplier viewpaint programme and the integration of local commumty
and local marketing programmes We continue to maximise the value and impact
of our brand with the adwice of specialist external agencies and in-house marketing
expertise Maintaimng a differentiated brand 1s one of our strategic pricrities and
our Group processes, policies and our Code of Busmess Conduct s&ts out how
we can make the right decisions for our customers celleagues. supphers
commumities and investors Our Corporate Responsibility Committee 1s in place
to oversee all corporate responsibility activities and inbiatives ensuring alignment
with customer priorities and our brand Further details can be found on page 39

Technology

Fallure of our ITinfrastructure or key IT systems
result Inloss of information. Inability to operate
effectively, financial or regulatory penalties and
negatively impacts our reputation

Fallure to build resiience capabilities at
the time of nvesting in and implementing

new technology

Qur technotogy
landscape continues
to require further
investment as external
threats increase and
the challenges around
securnng the right
capability to detiver
change continues

©)

we continue to assess cur technology resiience capabilitres and have identihed
opportunities to make significant enhancements We are progressing greater
adoption of cloud computing technologies to provide further resilience

We have combined governance processes covering both technology disaster
recovery and busmness continuity to ensure alignment

Our technology security programme I1s designed to continuously strengthen
our infrastructure and Information Technology General Controls
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Principal risks and uncertainties continued

\Pirmcmal risk
Data security and data privacy*

Failure to comply with \egal 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. including criminal
penaitties and consequential htigation, adverse
mpact on our financial results or unfavourable
effects on our abihty to do business

Political. regulatory and compiiance?

Failure to comply with (egat and other
requirements as the regulatory environment
becomes more restrictive due to changesn
the global pohihcal landscape results in fnes
crirminal penalties for Tesco or colleagues,
consequential iigation and an adverse impact
an our reputation, inancial results and/or
our ability to do business

Long-term changes in the global pohtical
enviranment mean that in some markets
there is a push towards greater regulation
of foreign investors and a favouring of
tocal companies

Health and safety
Falure 10 meet safety standards In relabion
to workplace, resulting in death or injury
to our colleagues or third parties

People

Failure to attract and retain the required
capabiity and continue to evolve cur culture
could impact delivery of our purpose and
strategic drivers

Responsible sourcing and suppiy chain

Farlure to meet product safety standards
resulting in death, mury or liness to customers

Faiiure to ensure that products are sourced
responsibly and sustainably across the supply
cham (inctuding far pay for workers, adhering
to human nghts, clean and safe working
environments and that all social and
environmental standards are met), leading
to breaches of regulations. liness inury

or death to workers and communities

Booker synergy reabsation and integration
Fallure to successfully integrate Booker

1s dependent upon a number of factors,
leading to a nisk to our planned synergy
commitments and value creation

We continue to ennance  Our multi-year data security programme has been driving the enhancement

Risk movement

our data securnty to keep
pace with increasing
threats on a global scale
As aretal crganisation we
hold a large amount of data
and are working ta ensure
we comply with the
General Data Protection
Regulations

©

We continue to monitor
and improve our controls
to ensure we comply
with legal and regulatory
requIrements across
the Group Given the
ongoing uncertainty
around Brext, we have
separated this out as an
independent nisk for the
current year

©

We continue to focls our

efforts on controls which
ensure colleague and
customer safety

@

We continue to operate
0 a fast changing and
complex legislative
environment Market
competitiveness and
volatiiity affects our
ability to attract and
retain key specialist talent
thereby increasing this nisk.

@

New prmcuﬁ?\sk‘;

New principal nisk

Key controls and mitigating factors

of our security capablities We continue to work towards reeting regulatory
requirements and regularly report the status of the security programme te
governance and oversight committees

We have established ateam to detect, report and respond Lo securnty incidents
In a imely fashion. We have a third-party supgplier assurance programme focusing
on data sscunity and privacy rsks

We are making signihcant investment across the Group to ensure we comply with
the requirements of the General Data Protection Regulation (GDPR) in Europe. and
any other refevant fegisiation glabally We put our customers and our coileagues

at the heart of ail decisions we make m relation to the pracessing of personal data
Qur privacy comphance programme, driven by the Group Privacy Officer continues
to drive compliance throughout our global busmass

Wherever we operate we aim to ensure that the impact of poltical and regulatory
changes (s ncorporated i our strategic planning we manage regutatory risks
through the use of our nsk management framework and we have implemented
complance programmes to manage our most important risks le g bribery and
competition Jaw}

Qur complance programmes ensure that sustainable controls are implemented
to mibigate the nisk and we conduct assurance actiwes for each risk area

Qur Code of Business Conduct s supported by new starter and annual comphance
traaning and other tools such as our whistleblowing hothne.

The engagement of leadersiip and senwor management is crinical n the successful
management of this nsk area and leaders provide clear tone from the top

for colleagues

We have a business-wide, risk-based safety framework which defines how we

impiement safety controls to ensure that colleagues contractors and customers

have & safe place to work and shop

Each business 1s required to mamtan a Safety improverment Plan to decument

and track enhancements Overall governance is provided by the Group Risk and

Compliance Committee with each business unit operating thewr own Health

and Safety Commitiee.

Qur annual colleague survey programme allows us to measure safety behaviour

improvernents Group-wide The survey results alongside other inputs through the
year. informs the delivery of safety imtiatives and targeted communications

\We seek to understand and respond to co\Ieague?r@é&;ﬂﬁtenmg?.ﬁhenr
feedback from open conversations, social meda colleague surveys and
performance reviews

Talent plannuing and people development processes are well estabiished acress
the Group Talent and succession planning 1s discussed annually by the Board and
three imes a year at the Executive Commuttee and Nominatons and Governance
Committee The Remuneration Committee agrees objectives and remuneration
arrangements for serwor management and the current remunieration paicy is
due far review at this year’s Annual General Meeting

There s a change programme in place. supported by Executive Commitiee and
Audit Committee governance to delver technology and processes that are
simple helpfu! and trusted to alt our markets

Wwe have product standards, poficies and guidance covering both food and
non~food, as well as goods and services nat for resale ensuring that products
are safe, legal and of the required qualty, and that the human rights of workers
are respected and environmental impacts are managed responsibly. Refer to
pages 16 to 21 for specific actions highiighted under our Little Helps Pian
Suppler audit programrmes are in place to momtor product safety, traceability
and integrity human rights and environmental standards, including unanncunced
specfication inspections of suppliers and facities

We run colleague traiming programmes on food and product safety. responsible
sourcing. hygiene controls and provide support for stores We also provide
targeted traning for colleagues and suppliers dealing with specific challenges
such as modern slavery Our store audit programme seeks Lo ensure we comply
with safety and legal requirements

Adetalled synergy realisation and integrauion plan 1s being implemented
with penod-end reporting and tracking of targeted benefits and key
performance ndicators

For further information on the Tesco and Booker merger see page 7

1 Indicates that the principal risk has been included as part of the longer term viabiity scenarios
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Principal risk Risk movement

Strategic report

Key contrals and mitigating factors

Brext! New principzl risk
Fallure to prepare for the UK's departure from

the EU causes disruption to and creates

uncertainty around our business including

our ability to recruit. as well as iImpacting

our relationshtups with existing and future

customers, suppliers and colleagues

These disruptions and uncertainties could

have an adverse effect on our business.

financial results and operations

The nature of the UK’s future trading relationship with the EU 1s still to be
determined We continue to contribute to impertant public policy discussions
and engage with government, regulatory bodies and industry

As further detalls of the terms of our departure from the EU emerge, we will
continue to assess and monitor the potential risks and impacts of these on
Tesco customers, colleagues and shareholders and take appropriate measures

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

@

Tesco Bank

Tesco Bank 1s exposed to a number of risks
the most significant of which are operational
risk, regulatory risk credit risk capital risk,
funding and hguidity rnisk, market risk and
business risk

The Bank has a debned risk appetite. which 1s approved and reviewed regularly by
both the Bank's Board and the Tesco PLC Board The risk appetite defines the type
and amount of risk that the Group 1s prepared to accept to achieve its objectives
and forms a key Iink between the day-to-day risk management of the business and
1ts strategic priorities, long-term plan, capital planning and hquidity management.
Adherence to risk appetite 1s monitored through a series of ratios and hrmits

The Bank operates a nisk management framework that 1s underpinned by governance.
policies, processes and controls, reporting assurance and stress testing

There 1s Bank Board risk reporting throughout the year, with updates to the Tesco
PLC Audit Commuttee by the Bank's Ctuef Financial Officer Chief Risk Officer and
Audit Committee Charrman A member of the Tesco PLC Board 1s also a member
of the Bank’s Board

T Indicates that the principal risk has been included as part of the longer term wiabiity scenarnos

Longer term viability statement

1. The context for assessment

The aim of the viability statement s for the Directors to report on the
assessment of the prospects of the Company meetingits liabilities over
the assessment period taking into account the current inancial position
outlock and principal risks

The Directors have based their assessment of viability on the Group's
current strategic plan. which is updated and approved annuzlly by the
Board, delivering the Group's purpose of “serving shoppers a ittle better
every day’ and underpinned by the six strategic drivers (detalled on pages
8 and 9) The strategic plan necessarily makes assumptions relating to
the prevaling economic climate and global economy, the structural
challenges facing our sector, competitor actions, market dynamics,
changing customer behaviours and the costs associated with delivering
the strategy Strategic plans also address and respond to the Group's
principal risks

2. The assessment period

The Directors have assessed the viability of the Company over a
three-year period to February 2021 The Directors have determined
that a three-year period 1s an appropriate imeframe for assessment.
given the dynamic nature of the retail sector and product offering,
and 15 n ine with the Company s strategic planning period

3. Assessment of viability

The viability of the Campany has been assessed taking into account the
Company s current financial position, including external funding m place
over the assessment periad, and after modelling the impact of certan
scenarios arsing from the principal risks which have the greatest potential
impact on viabtlity in that pertod

Four scenarios have been modelled considered severe but plausible.

that encompass these identified risks None of these scenarnos individually

threaten the viability of the Company, therefore the compound impact

of these scenarios has been evaluated as the most severe stress scenario

These scenarios assumed that external debt s repaid as it becomes dug
and includes consolidation of the Booker business and associated synergies

Assotisted
Scenaric principal risks Description
Competitive - Brand. reputation  Failure to respond to fierce
pressure and trust competition and changes in the
- Competiticn retall market drives sustained
and markets signtficant like-for-lke volume
- Customer decime in core food categories

with no offsetting price inflation
putting pressure on margins

A senous data secunty or
regulatory breach results

in a significant monetary penalty
and a loss of reputation among
customers

- Brand, reputation
and trust

- Data security
and data privacy

- Political, regulatory
and comphance

- Competition
and markets

- Political., regulatory
and comphance

- Brexit

Data security
or regulatery
breach

Brewt continues to drive higher
UK domestic inflation and
increased import costs froma
weaker Sterling, compounded by
new Import duties and tanffs, with
a consequential economic Impact
Fallure to achieve the Group's
transformation objectives,
resulting in an inabihity to progress
sufficiently quickly to maintain or
increase operating margin and
generate sufficient cash to meet
business objectives

Brexit impact

- Transformation
- Liguidity

Reduction in
cost savings and
cash generation

The scenarios abave are hypothetical and purposefully severe for the
purpose of creating cutcomes that have the ability to threaten the viability
of the Group In the case of these scenarios arising vanous options are
avallable to the Group in order to maintain Iquidity 5¢ s to continue in
operation such as accessing new external funding early more radical
short-term cost reduction actions and reducing capital expenditure
None of these actions are assumed in our current scenario modelling

4. Conclusion

Based on these severe but plausible scenanos the Directors

have a reasonable expectation that the Company will continue to
operate and meet 1ts labilities as they fall due over the three-year
periad considered

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

of the Board

A

Robiert Welch
Group Company Secretary
10 April 2018
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Corporate governance report

Chairman’s introduction.

‘Your Beard firmly befieves that

a sound governance framework is
essential in supporting managament
in defivery of the Group’s strategy
to drive business success.’

John Allan

Non-executive Chairman

Dear Shareholder

At Tesco we recognise the importance of good carporate governance
in supporting the long-term success and sustainaility of our business
Wa strive to maintain a robust ang effective governance framework which
supports the application and execution of our strategy and remains
consistent with our values

Board role and effectiveness

The core objective of the Board is to create and deliver the long-term
success of the Company and long-term returns for shareholders This
requires the Board to set the Company's strategic aims. ensure that the
necessary iinancia) and hyrnan resource structures are in place to achieve
the Company’s objectives, provide aversight of management's perfarmance
n dehvering aganst strategy on a day-to-oday basis and set the Company’s
risk appente The Board s aware of its obligations to the Company's
shareholders and other stakeholders and responds to their needs by
transparent reporting and active engagement

My role as Chairman is to lead the Board and to ensure that Tesco has a
Board which works effectivefy in alf aspects of its role A key part of that
role 15 to ensure the Board works collaboratively with the executive team,
proviaing support and guidance to complement and enhance the work
undertaken, constructively chalfenge management when necessary and
exercise an appropnate levei of ngorous enquiry and intellectual debate
This invoives having Directors with the right range and tbalance of skils,
experence and attrioutes including a broad diversity of perspectives,
for the Board and for Tesco 1 believe we have this on our Board enhanced
by the appointments of Stewart Githland and Charles Witson in March 2018
following the successiul completion of the Booker Group Merger

Governance

We are committed 1o maintaiming high standards of corporate governance
within Tesco. Over the last few years, we have worked hard to ensure that
good governance is part of our way of thinking and working, and underpins
how we conduct ourselves every day Our governance framework ensures
robust informed and transparent decision-making processes and the
Board encourages open discussion and constructive challenge

There has been much focus on corporate governance recently and the
standards continue to change and evoive, To ensure sufficient time s devoted
1o understanding and discussing governance matters, duringthe year we
enhanced the remit of the Norminations Committee to include the oversight
of the Group’s governance framework and renamed it the Nominations and
Governance Commitiee The Committee has reviewed the FRC's proposals
1o revise the UK Corporate Governance Code and we will report further on
the changes to Tesco's governance framework in next year's Annual Report,
nanticipation of the revised Code becoming effective in the 2019/20
financial year
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Board effectiveness review

The Board carres out an annual evaluation of its effectiveness Having
undertaken an externafl review in 2615716 and an internal review overseen by
me in 2016/17. the 2017/18 review was overseen by Deanna Oppenheimer our
Senior Independent Director. which encompassed the areas recommended
for imprevements n 2016/17 The results of the review are set out on page
35, together with information about cur progress agamst the 2016/17
review actions

Succession planning

while much of the scrutiny of succession plans for the levels of management
immediately below Executive Committee has been delegated 1o the
Nominations and Governance Committee the Board remains focused
on ensuring that our talent pipeline 1$ managed to support our long-term
strategy The Board allocates significant time to discuss succession planning
and talent development of the Executive Committee During the year the
Board further increased its engagement with talent development and
conducted a comprehensive review of the Executive Committee talent
pipeiine focusing on their specific development needs against the future
plans and requirements for our business The Beard reviewed assessments
of a number of semor feaders and discussed their [eadership qualities,
strefgths and areas for development From this review, we have developed
our medium and iong-term succeassicn plans

Remuneration

Qur approach to reward aims to estabhish a framework that 1s far and
balanced and provide a clear and demonstrable link between remuneration
and delvery of the Group’s key strategic objectives, while delivening
long-term and sustainable returns to shareholders This year, we will be
seeking shareholder support for a new remunération pohcy. which will
formally apply. subject to sharenolder approval, from the date of the
2018 AGM

Culture

At Tesco we recogmse that culture plays a fundamental role in the dehvery
of strategy and the Board is uitimately responsible for ensuring that our
activities reflect the culture we wish to instil in our colleagues and other
stakeholders to drive the nght behaviours The Board 1s commutted to
pramoting a strong and positive culture and upholding our well-established
core values that underling how we run our business

- Nobody tres harder for our customers
- We treat peopie how they want to be treated
- Every ittie help makes a big difference

One of my goals as Chairman s to build a culture 1n which we fully understand
our stakeholders - customers colleagues supplers. shareholders and our
communities - and what matters to them and then act by changing and
nhovating to meet thewr needs At the Board there s a clear emphasis on
setting the tone from the top and leading by example.

The Board receives reports throughout the year on stakeholder issues

and cancerns including detans of aur Group-wide employee engagemernt
surveys, which include data on whether colleagues recommend us as a great
place to work and shop, results of aur suppher satisfaction surveys and
statistics on our customers recommending Tesco as a great place to shop
and corming back time and again, which are three of the Big 6 KPIs set out

In the Strategic report We engage also with our shareholders through a full
calendar of events and meetings including the AGM and Genera! Meeting on
the Booker Group merger and the Board recewes details of purimpact on our
communities through the Corporate Responsibiity Committee The Board
places great /mporiance on these reports, which help inform our decisions,
track progress and monitor culture



Corporate governance

Diversity and inclusion

The Board has previously highlighted that it 1s an advocate of diversity

in 115 broadest sense in the boardroom and a supporter of the Hampton-
Alexander report, which aims to raise the proportion of women on UK Boards
to at least one-third by the end of 2020. and the Parker report on ethnic
drversity on the Board We have also become a member of the 30% Club
which s an organisation that encourages businesses to achieve 30% female
representation on their Boards and also in their senier leadership teams

Board membership reflects a wide range of skills and business experience
drawn from a number of industries which is critical for bringing both the
expertise required, and to enable d fferent perspectives to be brought to
Board discussions The combination of these factors mean that the Board
benehts from a diverse range of competencies. perspectives and thoughts
providing an ability to challenge on strategic 1ssues and a dynamic
environment for decision-making

The Board remains of the opinion that appointments to the Board should
be made on merit relative to a number of different criteria including diversity
of gender cultural background. independence and personal attributes,
alongside the appropriate skill set. experience and expertise Although we
have not established a formal policy, the Board intends to continue with this
approach to diversity In all aspects while maintaining the principie that all
future appomtments to the Board must also complement the balance of
skills that the Board already possesses The role of succession planming in
promoting diversity 1s acknowledged and the Group has a range of pelicies
1o help provide mentoring and development opportunities

The Board recognises the need to create the conditions that foster talent
and encourage all employees to achieve ther full career potential in the
Group As part of our overall approach to inclusion we have established an
External Advisory Panel to help guide our inclusien agenda and implemented
an inclusion Strategy which airms to ensure that everyone 1s welcome at
Tesco We also have a number of well-established colleague networks
including Women at Tesco BAME at Tesco. Armed Forces at Tesco Disability
at Tesco and Out at Tesco which provide support to allow colleagues to be
themselves at work and develop within Tesco

Further details of the Group's approach to diversity can be found online at
www tescoplc com

Conclusion

Looking forward to 2018/1¢ the Board and | will continue to focus on

the effective oversight of the Company and progress against our purpose
of serving shoppers a little better every day

John Allan
Non-executive Charrman
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Corporate governance report continued

Board of Directors.

John Allan CBE

Nor-executive Charrman @ (R (©)
Appomnted 1 March 2015

Tenure 3years

Bogrd meeting attendance /6

Skills and experience

John has significant board, retail and financial
experience gained from both the commercial and
financial sectors He was CEO of Exel PLC and when
it was acquired by Deutsche Post in 2006 he 1oined
the board of Deutsche Post, becoming CFO 1in 2007
until bus retirement in 2008 John was Chairman of
Dixons Retail plc duning its turnaround period. and
foilowing its merger with Carphone Warehouse was
Deputy Chairman and Senior independent Director
of Dixons Carphone unti 2015 He was also previcusly
a non-executive director of Worldpay Group PLC,
National Grid ple, the UK Home Office Supervisary
Board. 3i ple, PHS Group ple Connelt pic, Rayal Mari
ple, Wolseley plc and Hamleys plc

External appointments
- Chairman of Barratt Developments PLC
- Chairman of London First. and
- Vice President of the Confederation
of British Industry

Mark Armour

independent Non-executive Director (A) ()
Appointed 2 September 2013

Tenure 4 5years

Board meeting attendance 6/6

Skills and experience

Mark has significant strategic planming and financial
expertise, as well as experience of executive
leadership He was CFO of Reed Elsevier Group plc

{now RELX Group plc} and its two parent companies,

Reed Elsevier PLC and Reed Elsevier NV, from 1996
to 2012 This role has prowvided him with considerable
expenence of digital business transition and operating
n & muiti-channel environment Prior to joiring
Reed Elsevier. he was a partner at Price Waterhouse
n London He was previously a non-executive
director ang chair of the audit committee of
SABMiller PLC

External appointments

- Non-executive director of the Financial
Reporiing Councl. and

- Member of the Takeover Pane| from 1 May 2018)

Stewart Gillitand
independent Nan-executive Director ()
Appointed 5 March 2018

Skills and experience

Stewart has significant business and management
experence In international markets. specihcally
those in Europe, having previously held roles with
leading consumer-facing companies, including
Whitbread and Interbrew He held the position
of Chief Executive of Muller Daires UK and ireland
until 2010 Prior to joining Tesco. he was Chairman
of Booker Group glc

External appointments
- Semicr Independent Director of Mitchells
& Butlers pic.
- Non-executive director of C&C Group plc
- Non-executive director of Cunious Oninks Ltd and
- Director of Nature's Way Foods Ltd

Steve Golsby

Independent Non-executive Cirector (R @ &)
Appomnted 1 Qctaber 2016

Tenure 15 years

Board meeting attendance 6/6

Skills and experlence

Steve has a wealth of knowledge of cperating
internationally. specifically signihicant leadership
experience in Asia He has a strong background in
consumer rparketing and held senior executive
positions with Bristo! Myers Squibb and Unilever.
before being appointed President of Mead Johnson
Nutrition, a leading global infant nutrition cormpany,
In 2004 He was President and CEO from 2008 to
2013 and a non-executive director from 2013 to 2017
He was also previously a non-executive directer of
BeamInc

External appointments

- Non-executve director of RMA Group,

- Advisor to That Union Group PLC & global
leader i1 the seafood ihdustry, and

- Honarary investment Adwisor to the Thaand
Board of Investment

Byron Grote

Independent Non-executrve Director (1) @ B (D)
Appomnted 1 May 2015

Tenure 3 years

Board meeting attendance 6/6
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Skills and experience

Byron brings broad iinancial and internationafl
experience to the Board. having worked across
BP PLC in a vaniety of commercial, operational
and executive rofes covering numerous geographias
Byron's strategic focus and financial experrence
camplemenits the batance of skifls on the Board and
makes hum deal for the role of Chair of the Audit
Committee He served on the BP PLC board from
2000 until 2013 and was BP's CFO during much

of that period He was previously a non-executive
director of Unilever PLC

External appointments

- Vice Chairman of the Supervisory Board
of Akzo Nobel NV

Non-executive director of Anglo Amernican
PLC. and

Non-executive director of Standard
Chartered PLC

1

Dave Lewis

Group Chief Executive
Appointed 1 September 2014
Tenure 3 5 years

Board meeting attendance 6/6

Skills and experience

Dave has significant experience in brand marketing
customer mapagement and general management
Prior to joinng Tesco he worked for Unilever for
nearly 30 years in a variety of different roles across
Europe. Asia and the Americas He has expenence
across many sectors in the UK and overseas, and
has been responsible for a number of business
turnarounds He was previously a non-executive
director of Sky PLC

External appointments

- Member of the Governance Committee
of the Consumer Goods Forum and

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

Mikael Qlsson

Independant Non-executive Director (R) (€ ()
Appointed 1 November 2014

Tenure 3 Syears

Board meeting attendance 6/6

Skills and experience

Mikae! joined the Tesco Board after an extensive
career at IKEA Group. holding a vanety of sentor
roles including being & member of the executive
commuttee from 1995 untit 2013 and holding the
positicn of CEQ and President from 2009 unti
2013 He brings a wealth of retal and value chan
experntence as well as knowledge of sustamnability.
people and strategy in aninternational environment



He was previcusly a non-executive director
and vice chairman of Volvo Cars AB

External appointments
- Non-executive director of lkano § A,
- Non-executive director of Lindengruppen AB.
- Non-executive director of The Royal
Schiphol Group and
- Member of the Nominations Committee
of Volvo Cars AB

Deanna Oppenheimer

Senior Independent Director ® . © @
Appointed 1 March 2012

Tenure 6years

Board meeting attendance 6/6

Skills and experience

Deanna has sigrificant marketing, brand
management and consumer knowledge and
experence bringing a broad perspective to the
Board She held several senior roles at Barclays pic
including Chief Executive of UK Retarl and Business
Banking and Vice Chair of Global Retall Banking
Deanna was appomted as Chair of Hargreaves
Lansdown plcin February 2018 She s also currently
anon-executive director of the US fresh-prepared
food company Joshua Green Corporation and 1s
the founder of adwisory firm CameoWorks LLC,
which provides bespoke support to early stage
companies Deanna was previcusly a non-executive
director of NCR Corporation and Worldpay. Inc

Her extensive board investor and commercial
experience makes her a strong Senior Independent
Director and Chair of the Remuneration Commitiee

External appointments

— Chair of Hargreaves Lansdown plc.

- Non-executive director of AXA Group,

- Non-executive director of Whitbread PLC.

- Non-executive director of Joshua Green Corp

- Founder of cansumer-focused boutigue advisory
firm. CameoWorks LLC and

- Senor advisor to Bain & Company

Simen Patterson

Independent Non-executive Director @ @
Appointed 1 April 2016

Tenure 2 years

Board meeting attendance 6/6

Skills and experience

Simon has extensive knowledge of and years

of expenence in finance, technology and global
operaticns gained In various management and
leadership roles He was a member of the founding
management team of the logistics software
company Global Freight Exchange and has worked
at the Financial Times and McKinsey & Company
He has previcusly served on the boards of Skype
MultiPlan, Cegid Group. Inteisat Gerson Lehrman
Group and N Brown Group

External appointments

- Managing Director of Silver Lake Partners
aleading global technology iInvestment firm,

- Board member of Dell and FlixBus,

- Trustee of the Natural History Museum. and

- Trustee of the Royal Foundation of the Duke
and Duchess of Cambridge and Prince Harry

Alison Platt

Independent Non-executive Director ® @
Appcointed 1April 2016

Tenure 2 years

Board meeting attendance 6/6

Skills and experience

Alison has extensive expernience of the property
sector and custorner service delivery through her
role as Chief Executive of Countrywide plc which
she held until January 2018 She also has significant
business-to-business and international commercial
experience having held a number of senicr
positions at Bupa Alison's experience as a CEQ
enables her to provide challenge and advice to
the Board across a range of 1ssues Alison was
previcusly Chaw of Opporturnity Now. which seeks
to accelerate change for women in the workplace
as well as a non-executive director of the Foreign

& Commonwealth Office and Cable & Wireless
Comrmurications PLC

Lindsey Pownall CBE

Independent Non-executive Director . @
Appointed 1 Aprit 216

Tenure 2 years

Board meeting attendance 6/6

Skills and experience

Lindsey has substantial experience in food,
grocery and retall brand develepment., having
enjoyed a career of over 20 years at Samworth
Brothers the leading UK suppler of premium
qualty chilled and ambient foods She joned
the Samworth Board in 2001 and served as Chief
Executive between 201 and 2015 Lindsey s a
passionate advocate of supplier relationships
customers colleagues and sustainablity which
directly support Tesco's strategy and her role as
Chair of the Corporate Responsibility Committee

External appointments

- Non-executive director of Meadow
Foods Limited

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

Corporate governance

Alan Stewart

Chief Financial Officer
Appointed 23 September 2014
Tenure 3 Syears

Board meeting attendance 6/6

Skills and experience

Alan brings to the Board significant corporate
finance and accourting experience from a variety
of highly competitive industrnies, ncluding retail,
banking and travel, as well as executive leadership
experience within a histed company environment
Prior to joining Tesca, he was UK CEO and CFO of
Thomas Cook Heldings Group Finance Director
of WHSmith plc and CFO for AWAS and Marks &
Spencer plc He was previcusly a nen-executive
director of Games Workshop Group plc

External appointments

- Non-executive director of Diageo plc

- Non-executive director of Tesco Bank

- 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

Charles Wilson
CEO, UK & ROI
Appointed 5 March 2018

Skills and experience

Charles started his career in 1986 with Procter
& Gamble following which he was a consultant
with OCAC Strategy Consultants and a director
of Abberton Associates In 1998 he became an
executive director of Booker Group plc which
merged with lceland ple in 2000 In 2001 he became
an executive director of Arcadia Group plc and in
2004 he became an executive director of Marks
& Spencer plc In 2005 he was appointed as
Chief Executive of Booker Group plc

Committee membership (at 10 April 2018)
@ Nominations and Governance Committee
@ Audit Committee

® Remuneration Committee

@ Corporate Responsibility Committee

. Chair of Committee

() Indepandent Board member
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Corporate governance report continued

Executive Committee.

Alessandra Bellinl
Crief Customer Officer
Alessandra joined the Executive Carmimittee on 1 Marcn 2017

Responsibilities
Alessanara is responsible for building the Tesco brand globally and putting
the customer at the heart of everything that we do

Skills and experience

Prior to Tesco Alessandra worked at Unilever for over 21 years. Jatterly as
Vice President for the Food Category in North America and Food General
Manager for the USA Previously she had a 12-year career in advertising.
working both in Italy and the UK. An international executive. Alessandra has
held roles in North Amernca. the UK, ltaly and Central and Eastern Europe

Tony Hoggett
CEQ. Asia
Tony joined the Executive Commitiee on 1 Apnl 2017

Responsibilities

Tony Is responsible for Tesco's businesses in Thaland and Malaysia, as wel)

as Its joint ventures in India and China He also leads our business partnerships
across the region

Skills and experience

Tony joined Tesco n 1390 and has served in a range of leadership roles in
the UK and Asia aver the [ast three decades Between 2007 and 2011 he held
the roles of VP South China, as well as President North Ching, before moving
o Turkey as Chief Operating Officer for Tesco Kipa. In Z0Ti Tony returned to
the UK as Managing Director for Superstores, before becoming Managing
Director, Tesco Extra and a board member of Tesco Mobile in 2012 in 2014
he joined the UK Leadersihip Team as Retail Director and then was appointed
Chief Operating Officer UK 1n 2016 in April Z017. Tony was appainted to his
current role of CEQ, Asia
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Allsan Herner
Chief People Officer
Alson joined the Executive Committee on 1 March 201

Responsibilities
Ahson s responsible for setting the people strategy and plans at Tesco,
including reward colicague experience and capability

Skllis and experience

Anson joined Tesco in 1999 as a Personnel Manager, and was promoted
to Personnel Director for Tesco's UK stores in 2000 After that she worked
running stores and leading change programmes before her promotion
to Chief People Officer in 2011 Alison is a Tesco Pension Trustee and
a member of the Manchester Business School Advisory Board

Jane Lawrie
Group Communications Director
Jane joined the Executive Committee on 10 October 2076,

Responsibilities
Jane s responsible for rebullding trust in the Tesco brand and its businesses

Skiiis and experience

Jane has over 26 years' experience of corporate, financiai. colleague and
digital communications $he joined Tesco from Coca-Cola, where she ied
European public affairs and commurucations She has significant experience
in advising businesses on trust and corporate reputation through previous
roles at Dageo and Boats

Dave Lewis

Group Chief Executive

Dave joined the Board and the Executive Comrmitee on 1 September 2014
His full biography appears on page 28



Adrian Morris
Group Gereral Counsel
Adrian joined the Executive Committee on 6 September 2072

Responsibilities
Adnan i1s responsible for the legal company secretanal, government
relations regulatory and compliance functions across Tesco

Skills and experience

Adrian joined Tesco in September 2012 as Group General Counsel Prior to
Tesco Adrian worked at BP PLC as Associate General Counsel for Refining
and Marketing and prior to that at Centnica PLC imtially as European Group
General Counsel and then as Generai Counsel for British Gas

Matt Simister
CEQ Central Europe
Matt joined the Executive Committee on 1 April 2017

Responsibliities
Matt s responsible for all of Tesco's businesses in the Czech Republic,
Hungary Poland and Slovakis

Skills and experience

Matt joined Tesco in 1996 as a marketer He built on his UK experience

with three years as Commercial Director far our Czech and Slovak businesses
Following which he returned to the UK to set up our Group Food capability
managing our regional fresh food and Tesco Brand sourcing. buying and

inbound supply chains for the UK ROI Central Europe and Asia In Apnil 2017,

Matt was appomnted to tus current role of CEQ Central Europe

Alan Stewart

Chief Financial Officer

Alan joined the Board and the Executive Committee on 23 September 2014
His full biography appears on page 29

Corporate governance

Jason Tarry
Chief Product Officer
Jason joined the Executive Committee on 1January 2015

Responsibilities

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

Skills and experience

Jasen joined Tesco in October 1990 on the graduate recruitment programme
He has held a number of pasitions in the UK and internationally across both
food and non-food divisions Jason became CEO far clothing across the Group
in 2012 before being appointed as Chief Product Officer in January 2015

Charles Wilson

CEO UK & ROI

Charles joined the Board and the Executive Committee en 5 March 2018
His full biography appears on page 2%
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Corporate governance report continued

Governance framework

The Board and Executive Committee operate within a wider governance
framework at Tesco This ensures that decisions are taken at the right level
of the business by the colleagues best placed to take them Our framework
provides clear direction on decision-making without creating burdensome
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processes that could impede progress We retain the agility to get on with
runng our business while maintaining high standards of governance The
Governance Framework 15 designed to safeguard and enhance long-term
shareholder value and provide a platform to realise the Group's strategy
Our system of Internal control and nsk management arrangements are
integral to our Governance Framework



UK Corperate Governance Code compliance

The Board conhirms that throughout the year ended 24 February 2018
the Company applied the main principles and comphed with the relevant
provisions set out in the UK Corporate Governance Code {Code) 1ssued
by the Financial Reporting Council (FRC)in April 2016 The Code can be
found on the FRC website www frc org uk

Leadership

Our Board and Committees

The Board has a collective responsiility to promaote the long-term success
of the Company and 1s accountable to shareholders for ensuring that the
Group 15 appropriately managed and achieves the strategic objectives it
sets 1n away that 1s supported by the nght culture, values and behaviours
throughout the Group In this performance of its duties 1t has due regard
1o the interests of other key stakeholders and 1s aware of the potential
impact of the decisicns it makes To support the Board's role in establishing
the strategic objectives and policies of the Group 1t has a well-defined
Governance Framework as shown on page 32

Beard activity

The Board 1s the decision-making bady for those matters that are
considered of significance to the Group owing to their strategic financial
of reputational implcations or consequences To retan control of these
key decisions, certan matters have been identified that only the Board
may approve and there s a formal schedule of powers reserved to the
Board as shown in the Governance Framework on page 32

Specific responsibilities have been delegated to the Board Committees.
each of which 15 responsible for reviewing and dealing with matters within
1its own terms of reference Each Committee reports to and has its terms
of reference approved by the Board The Committee papers and minutes
are shared with all Directors

Board activity in 2017/18

- Risk management - Strategy day
- Review of internal controls - Portfoho update
- Financiai results - Cempetitors

- Annual and half-yearly reports
- Dividend
- CFQ reports

- Maximising property value
- Technology update

- Brexit

- Customer insight

Corporate governance

At Board meetings. we recewve and consider papers and presentations

from the Executive Directors on relevant topics and senmor management

are regularly invited to attend meetings for specific items This enables the
Non-executive Directors to engage with colleagues from across the Group
Effective review and decision-making 1s supported by providing the Board
with high quality, accurate clear and timely infarmation, including input

fram advisers where necessary If a Director were to have any matenial
concerns, these would be recorded in minutes of meetings and on resignation
any Non-executive Director having such concerns would provide a written
statement to the Chairman and the Board

Board meetings are structured around the following areas

- financial performance and risk.

- strategy development and planning

- reviews of our businesses. and

- other corporate activitres, including stakeholders

Detalls of the proportion of time spent by the Board in 2017/18 in these
areas are set out below

Division of responsibilities

The Board has agreed a clear division of responsibilities between the running
of the Board and running the business of the Group The responsibiliiies
of the Chairman, Group Chief Executive, Semor Independent Director and
other Directors are clearly defined. as shown in cur Governance Framework
on page 32 so that no individual has unrestricted powers of decision

The Group Chief Executive 1s supported by the Executive Committee

and the Group's senior management structure has been designed to
support management s decision-malking responsibilities aligned to personal
accountabiity and delegated authority while embedding nisk and control
In business decision-making

- UK & RQOI - Customers, Colleagues
- Central Eurcpe Suppliers & Shareholders
- Asia - Succession planning and
- Joint ventures talent management
- Tesco Moblle - CEO reports
- Tesco Bank - Litigation reports
- F&F - Committee reports
- dunnhumby - Beard effectuveness
- Health and Safety
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Corporate governance report continued

Non-executive Directors

The Nen-executive Directors provide a strong independent element to

the Board and a schd foundation for good corporate governance Although
all Directors are equally accountable under law for the stewardship of the
Company's affairs, the Non-executive Birectors fulfil a vital role in corporate
accountability They have respensibility for constructively challenging the
strategles proposed by the Executive Directors, scrutinising the performance
of management in actieving agreed goals and akjectives, as welt as playing
a leading role in the functioning of the Board Committees Between them
the current Non-executive Directors have the appropriate balance of skills.
experience. knowledge and independent judgement gained through
experience in a variety of business sectors

Diversity and inclusion

The Board continues to recognise that an appropriate mix of diversity and
skills 1s key for introducing different perspectives into Board debate and

for better anticipating the risks and opportunities in bullding a long-term
sustainable business As set cut in thear biographies on pages 28 and 29 and
in the charts below. each member of the Board offers a range of core skills
and expenence that 1s relevant to the successful operation of the Group In
addition, we pelieve it 1s helpful to maintain a blend within the Non-executive
group where some are in full-time employment and others are pursuing a
Non-executive portfoho career path

Board Committees

The four principal Committees of the Board are Audit, Corporate
Responsibility. Nommations and Governance and Remuneration Board
Committee members are appointed by the Board upon the recommendation
of the Nominations and Governance Commuttee. which reviews the
composition of each Committee regularly The Committee memberships
are spread between the Non-executive Directors drawing on each of their
relevant skills and experience

Membership details for the Committees can be found in the respective
Committee reports

* Based onresidency
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Effectiveness

Board balance

Effective management and good stewardship are led by the Board The
Board s currently composed of the Chairman. who was independent on
appointment, three Executive Directors and nine Non-executive Directors
The balance of Directors on the Board ensures that no individual or smalf
group of Directors can dominate the decision-raking process and that the
interests of sharenolders are protected Charles Wilson and Stewart Gilliiand
joined the Board on & March 2018 foliowing completion of the Booker Group
Merger Charles Wilson also joined the Executive Committee

Board independence

Independent Non-executive Directors form s majority of the Board

The Board considers each of its current Non-executwve Directors to be
independent in character and judgement. in reaching its determimation

of independence. the Board has concluded that there are ne relationships
or circumstances likefy to affect or could appear to affect, the judgement
of our nine Non-executive Directors Each continues to provide objective
challenge to management and is wiling to stand up and defend hus or her
own behefs and viewpoints in order to support the ultimate good of

the Company

Attendance at Board meetings

Directars are expected to attend all Board and relevant Committee
meetings The Nominations and Governance Committee assesses the
external comritments of Board members to ensure that they each have
sufficient time and energy to devote to their role with Tesco The Board s
currently satisfied that the number of appaitments held by each Director in
addition to ther position with Tesco 1s appropriate to allow them to fulfil their
obligations to the Group Following Deanna Oppenheimer’s appointment as
Chair of Hargreaves Lansdown plc in February 2008 she stepped down as
non-executive director of Worldpay inc and she has confirmed that she will
relinguish a further directorship by mid-2018, which will be announced at the
appropriate time Details of the Directors’ attendance at Board meetings can
be found in their biographies on pages 28 and 2%

in addiuion to the six scheduled meetings of the Board during the year,
there was one further meeting held in respect of the Booker Group Merger
A number of additional meetmgs on the merger were held after the year end

As Charies Wiison and Stewart Gillitand were not appairttéd urtt!
5 March 2018. they did not attend any meetings in the year however
they have attended all Board meetings since ther appomntment

During the year, the Chairman met frequertly with Non-éxecutive
Directors without Executive Directors being present

Cevelopment

The Chairman regularly discusses training requirements with the Board and
arranges meetings or asks for information to be provided as appropriate
As part of the ongoing development of Directors key site wisits are arranged
and Directors are provided with the opportunity for, and encouraged to
attend, traimng to ensure they are kept up to date on relevant legal,
regulatory and financial deveicpments or changes in best practice

Information and support

The Group Company Secretary. through the Chairman 15 responsible for
advising the Board on all governance matters and for ensuring that Board
procedures are followed. applicable rules and regulations are complied with,
and that due account s taken of relevant codes of best practice The Group
Company Secretary s also respansible for ensuring communication flows
between the Board and its Committees, and between senicr management
and Non-executive Directors All Directors have access to the advice of the
Group Company Secretary and, in apprepriate circumstances. may obtamn
independent professional advice at the Company’s expense in addition,

a Directors’ and Officers’ Liability Insurance policy 1s maintaimed for all
Directors and each Director has the benefit of a Deed of Indemnity

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



Corporate governance

Conflicts of Interest

In accordance with the Companies Act 2006 and the Company's Articles of Association, Directors are required to report actual or potential conflicts
of Interest to the Board for consideration and, If appropriate, authonsation If such conflicts exist. Directors excuse themselves from consideration
of the relevant matter The Company maintains a register of authenised conflicts of interest which is reviewed annually by the Nommations and
Governance Committee

Induction

Al new Directors receve a comprehensive Induction programme tallored to therr needs The Chairman and Group Company Secretary are responsible for
delivering an effective induction programme for newly appointed Directors The programme is designed to include briefings from senior managers on

key areas of the business Including internal control and nsk management processes, the key risks facing the business financial data site visits and corporate
governance The programme is designed to facilitate their understanding of Tesco the six strategic drivers, the Company’s corporate governance practices
and procedures. as well as prowding them with appropriate traming and guidance as to their duties. responsibilities and iabilities as a director of a public
imited company

The Group has put In place tallered induction programmes for Charles Wilscn and Stewart Gilliland

Performance avaluation

The Board undertakes an annual evaluation of 1ts own performance as well as that of its Committees and individual Directors This provides an opportunity to
consider ways of identifying greater efficiencies, maxmising strengths and highlighting areas for further development as well as checking that each Director
continues o demonstrate commitment to ks or her role and each has sufhicient time to meet his or her commitments to the Company Following en external
review In 2015/16 by Independent Board Evaluation. who has no connection to the Group. and an internal review led by the Chairman in 2016/17, the 2017/18
Internal review was led by the Senicr Independent Director with the support of the Group Company Secretary and Lintstock Ltd The 2017/18 evaluation was
carefully structured but pragmatic designed to bring about a genuine debate on issues that were relevant. check on progress against matters identified in
the previous evaluation and assist in ident fying any potential for improvement in the Company’s processes

The 2017/18 performance evaluation process 1s set out below

2017/18 performance evaluation

Stage 1 Stage 2 Stage 3 Stage 4 Stage 5

Completion of a detailled Senor Independent Preparation of a Results presented and Action pian and key areas
questionnaire to assess Director conducts composite report discussed at Board and of focus approved by
the effectiveness of the one-to-cne interviews with Committee meetings the Board

Board, its Commitiees and each Director based on the

ndmdual Directors results of the questionnare

The results of the 2017/18 evaluation were presented to the Board in February 2018 Having assessed the findings of the evaluation the Directors were
satisfied that the Board and each of its Commuttees were performing well, with high scores recorded across a range of performance measures

Detalls of the outcomes of the 2016/17 and 2017/18 evaluations as well as the actions taken in 2017/18 to address the 2016/17 outcomes are shown below
Detalls of the actions taken to address the 2017/18 outcomes witl be disclosed m next year's Annual Report

2016/17 evaluaticn cutcomes 2017418 actions L 2017418 evaluation outcomes

Create more opportunrties for the testing and Through the year a number of updates were Further improve the oversight of risk
deveiopment of strategy provided on strategic developments agreed at the

- Board strategy sessions

Further increase the oversight of During the year the Board and Nominatiens and Ensure the effective monitoring of the
succession planning Governance Committee reviewed successicon plans integration of Booker Group

and the talent pipeline for the Board. Executive

Committee and the level below the Executive

Committee Regular reviews are incorporated nto
_ _ forward planning agendas B _
Consider ways to improve the focus of the In Dctober 2017, the Corporate Responsibility Identify ways to further engage on

Corporate Responsiility Committee Committee approved the Little Helps Flan, setting technology 1ssues
cut a number of targets and actions

The Senior Independent Director aiso led the Non-executive Directors in evaluating the performance of the Chairman, with the Chairman continuing
to show effectiveness in leadership

In accordance with the UK Corporate Governance Code, the 2018/19 review will be conducted by an external consultant

Election and re-electicon of Directors
In accordance with best practice and the UK Corporate Governance Code, all Directors will submit themselves for election or re-election at the
forthcoming AGM including Chartes Wilson and Stewart Gillland More information 1s provided in the Notice of Meeting

Code of Business Conduct

All colleagues are required to comply with the Code of Bustness Conduct which 1s intended to help them put Tesco's principles into practice This clarifies
the basic rules and standards colleagues are expected to follow and the behaviour expected of them Colleagues must complete mandatery Code of Business
Conduct training and annually attest to compliance with the Code Designated colleagues are required to complete additional mandatory training, including on
anti-bribery and corrugtion laws data protection laws and supplier [ggislation
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Corporate governance report continued

Relations with our stakeholders

The Board recoghisesits responsibility to take inte consideration the needs and cencerns of our stakeholders as part of its discussion and decision-making
processes The Board understands that maintaining strong stakeholder relaucnships 1s the key to bullding a sustainable business

The following provides an insight Into the ways in which the Board 15 engaged with our stakeholders

Sharehalders

The Board 1s committed 1o maihtaming
open and constructive dialogue with our
shareholders whether mstitutionar, private
or employee shareholders The Board takes
ultimate responsibility for ensurng that
such engagement takes place

More information can be found opposite

Customers

The Board Is dedicated to ensuning that we
MBANIAN OUS COre PUrHOSE 10 SEMve SNOPPETSs 2
Iittle better every day Ensuringthat customers

recommend us and come back time and again

15 one of our six key performance measures

which the Board monitors closely through
regular reporting

The Board’s
stakeholder

Suppliers

The Board recognses that buildmg trusted

partnerships with our supphers 1s cribca! and
this 1s one of the six key performance measures
for the whole business The Board maintains
engagement through reguler reporting of the
results of our supplier viewpoint surveys to
ensure that the progress we have made aver
the past three years continues

engagement.

Community

The Board s mindful of the wnpact that our
business has on the communities it operates n
During the year, the Corporate Responsibiity
Committee launched our new strategy the Little Helps
Plan which sets out how Tesco plans to follow our
core value ‘every hittle help makes a big difference’ in
three main areas our people our praducts and our
places |naddiion members of the Board have
undertaken visits to benehciaries of both the Tesco
Bags of Help scheme and the Tesco Community
Food Connection 10 see the work being
undertaken as a result of Tesco
supporting these initiatives
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Colleaguas
Our colleagues are the heart of pur business
and help to communicate the values of our
business 1o our customers every day We have
various tools 1o ensure that our Board 15 fully
engaged with our colleagues includimg our
Group-wide employee engagement surveys
the results of which are monitored by the
Board and members of the Board
regularly visit our stores to engage
directly with colleagues



Shareholder engagement

Corpeorate governance

During the year numerous activities were undertaken to engage with our shareholders

Meetings, roadshows and conferences.

The Executive Directors, Chairman and Serior Independent Directer held
regular meetings with institutional investers throughout the year, to discuss
the governance and strategy of the Group These meetings are in addition
to the roadshows organised following our full-year and half-year results

All Non-executive Directors are able to attend scheduled meetings with
major shareholders and do soif requested

The Investor Relations team held further investor meetings throughout the
year and attended a number of store tours and conferences

The Board receives regular updates from the Investor Relations team on
nvestor sentirnent and analyst commentary to ensure that all Non-executive
Directors develop an understanding of the views of major shareholders

In October 2017 we held a stakeholder event to launch our Little Helps Plan

We alsc engaged socially responsible investors by holding calls to discuss
various issues and responding to queries

Consultation and engagement.

The Chairman and the Chair of the Remuneration Committee held
meetings and calls to consult with major investors on our proposed
Remuneration Policy

Shareholder meetings.

The AGM was held on Friday 16 June 2017 at the ExCel Centren London
At the meeting, all shareholders were given an opportunity to question
the Board on the business being propesed The results of voting at the AGM
were published on our website www tescoplc com

The AGM for this year will be held at 2 00pm on Friday 15 June 2018 at the
ExCel. Centre in London Full details are included in the Notice of Meeting

On Wednesday 28 February 2018 we held a General Meeting at etc venues
St Paul's in London to approve the share and cash merger with Bocker Group
plc Shareholders were given the opportunity to question the Board on the
merger The results of voting at the General Meeting were published on our
wabsite www tescoplc com

Website and shareholder communications.

Our website www tescople com provides information to sharehelders
on understanding the business. results and financial performance, and
sharehclder meetings

video recordings of the Group Chief Executive and Chief Financial
Cfficer commenting on results statements were uploaded to our website
during the year. along with the results presentations and transcripts of
analysts' calls

Following the announcement of the Booker Group Merger, a dedicated
section of our website was made avallable containing details of the terms
of the merger and presentations

Results and routine announcements.

We Invited our Institutional shareholders and analysts to attend
presentations following our full-year and half-year results announcements
The presentation slides and & webcast of the presentations were made
avallable at www tescoplc com along with transcripts of all the results
presentations and trading statement conference calls

Debt investors.

The Treasury team holds biannual formai review meetings with all of our
relationship banks and maintains regular contact with them In addition.
it held calls with the three credit rating agencies following the results
announcements and the Chief Financial Officer and Group Treasury
Director met with each of the credit rating agencies during the year

Following the full-year and half-year results. the Chief Financial Officer
and Group Treasury Director held conference calls with fixed ncome investors
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Corporate governance report continued

Nominations and Governance Committee.

‘We recognise the importance of a
drverse and inclusive culture to the
delivery of the Group’s strategy
John Allan
Non-executive Chairman

Nominations and Governance Committee attendance

Number of scheduled Meetings
Member meetings engible to attend attended
John Allan 3 3
Deanna Cppenheaimer 3 3
Byron Grote 3 3

Nominations and Governance Committee responsibilities
The responsibiities of the Neminations and Governance Committee include

Nominating and succession

review of the structure. size and composition (including skills, knowledge.

expenence and diversity) of the Board and s Committees and make

recormmendations to the Board regarding any changes,

dentification and nomination of candidates for appomtment to the Board and

- revigw of succession planming and tafent management over the fonger term
for Directors and semior management

Governance

- review and approve changes to the Group's Governance Framework,
including monmitortng the Group's compliance with applicable legat
regulatory and listing requirements

- make recommendations to the Board on the independence of
Non-executive Directors

- keep under review the ime commitment expected from the Chairman

and Non-executive Directors and

ensure an effectiveness review 1s conducted annually of the Board

its Committees and Directors

The Committee's terms of reference are available at www.tescoplc.com

Dear Shareholder

During the year the Committee went through a significant transformation

1N terms of its focus and respensibilities [n light of the increased focus on
corporate governance matters, it was agreed to extend the Committee’s rermit
te include oversight of the Group's corporate gavernance framework and
rename it the Neminations and Governance Committee The terms of reference
of the Commuitiee were updated to reflect these additional responsibifities

The Committee held three scheduled meetings during the year, which
were attended by all members primaridy focusing on diversity, succession
planning, talent management, inclusion and corporate governance

Qur policy for the compositien of the Board 1s to support diversity In its
widest sense We wish to attract Board members with a diverse range of
backgrounds who will contribute a wealth of knowledge, understanding
and experience of the communities where Tesco operates The Cammittee
strongly believes that diversity throughout the Group ang at Board and
senior management levelis a driver of business success Our gender diversity
policy for the Board is to am to have at least 33% female representation on
the Board by 2020 During the year we had 27% female representation on the
Board. until the appointment of Stewart Gilliland and Charles Wilson in March
2018, when 1t declined to 23% We will logk to address this in line with our
policy We ensure that diversity is considered as part of any shorthst process
drawn up by external search consultants
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Proper planning for Board and senior management succession, and refreshing
and selecting the nght indivduals for the Board and serior management
positions from a diverse talent pool are key issues for the Commuttee

It 1s essential in ensuring a continuous level of qualty in management, in
avolding instability by helping mitigate the nisks which may be associated with
unforeseen events, such as the departure of a key indwidual. and in promoting
dversity Duning the year the Committee reviewed the status of succession
planning for the Non-executive Directors and the Executive Committee.

as well as the pipeline of talent below the Executive Committee

n March 2018, we welcomed Charles Wilson and Stewart Gilllland onto the
Board. fallowing the successful completion of the Booker Group Merger
They both bring a wealth of commercial and retail experience to the Board,
specifically in the wholesale sector, and will bolster the capabilities and
effectiveness of the Board

The Committee also reviewed the independence of each Non-erecutive

Director, all Directors’ conflicts of interest the time commitments of each
Non-executive Director and the balance of skills knowledge experience
and diversity on the Board prior to recommending to the Board that each

Director stand for election or re-election at the forthcoming AGM

During the year, the Committee receved regular updates on developments
i corporate governance refarm The Committee was provided with detailed
reports on the revised UK Corporate Governance Code 1ssued by the
Financial Reporung Counclil for consultation in December 2017 and proposals
for the Group's approach to the changes We will report further on the
changes to Tesco's governance frameworkn next year's report, following
the anticipated pubhcation of a revised UK Corporate Governance Code
InJune 2018, which will become effective for the 2019/20 hnancial year

Hawing undertaken an external evaluation of the Board in 2016/16 the
Commttee agreed that the 2017/18 Board evaluation should be conducted
internaily A questionnaie was sent out in December 2017 by the Group
Company Secretary The Senior Independent Director also conducted
one-to-one interviews with Directors as well as conducting the annual
evaluation of the Chairman Having assessed the findings at the February
2018 Board meeting, the Directors were satisfied that the Board and each
of its Committees continue to operate effectively More details on the
evaluation are set out on page 36 of the Corporate governance report

John Allan
Nominations and Governance Committee Chair

Key actlvities
Durning 2017/18. the Committee considered amongst other matters
the following.

succession planning far the Non-executive Directors and
Executive Committee.

reviewing the time commitments and independence of the
Non-executive Directors

assessing the Group's diversity and inclusion strategies.
monitaring developments in corporate governance reform,

the extension of Mikael Olsson’'s appointment following three years
of service on the Board. in accordance with Non-executive Directors’
fetters of appomntment,

making a recommendgation to the Board regarding the election and
re-electicn of Directors at the 2018 AGM

reviewing the results of the annual perfermance evaluation of the
Committee and

reviewing and updating the Commutiee’s terms of reference

i

‘

i



Corporate governance

Corporate Responsibility Committee.

'The Little Helps Plan aligns with our
core value ‘every little help makes a big
difference’ and recognises the unique
opportunity that Tesco has through
its global reach to make a difference
to our customers, colleagues and
communities around the world.
Lindsey Pownall
Non-executive Director

Corporate Responsibility Committee attendance

Nurnber of scheduled Meetings
Member meetings eligible to attend attended
Lindsey Pownall 3 3
John Allan 3 3
Steve Golishby 3 3
Mikael Olsson 3 3
Deanna Oppenheimer 3 3

At the invitation of the Committee Chair the Group CEO and the Group
Communications Director attended all of the Commitiee meetings

Corporate Respensibility Committee responsibilities
The responsibilities of the Corporate Responsibiity Committee include

appraving and monitering a strategy for discharging the Group's corporate
and social responstbilities in such a way as to build trust and command
respect and confidence

- overseemng the Group's conduct with regard to 1ts corporate and societal
cbligations as a responsible corperate citizen

overseeing the creation of appropriate policies and supporting measures
identifying and monitoring those external developments that are hkely

to have a significant influence on the Group's reputation and/or its ability
to conduct 1ts business appropriately as a good corpoerate citizen and
review how best to protect that reputation or that abiity, and

- averseeing the Group's engagement with external stakeholders and
other interested partigs

The Committee’s terms of reference are available at www.tescoplc.com

Dear Shareholder

I became Committee Chair in July 2017 and | arn pleased to report on the
significant progress that has been made this year in developing our new
corporate responsibility strategy, the Little Helps Plan

The Little Helps Plan sets out how Tesco plans 1o follow the philosophy that
small actions add up to make a g difference. which s expressed through
the Group's core value "every little help makes a big difference’ The Little
Heips Plan 1s made up of three pillars our people. our preducts and our
places and s underpinned by our foundation commitments on packaging,
climate change, health and safety business ethics data security and data
privacy These areas are core to our business model and the dehvery of the
plan 1s embedded in the day-to-day business operations We recognise that
the Little Helps Plan is interlinked with the principal risks faced by the
business and 1s integral to the long-term success of the Group

The Committee reviewed an initial draft of the plan in July 2017 and received
regular updates on the plan’'s progress, prior to approving it in October 2017
| attended an event to launch the Little Helps Plan in October 2017 with some
of Tesco's key stakeholders It was positive to see so many stakeholders
attend and engage with the business on the ideas and ambitions behind the
Little Helps Plan

Throughout the year the Commuttee has recewed presentations from
subject matter specialists within the business to understand the work that
Is already being done and will be done on each of the Little Helps Plan pillars
and foundations Due to the diverse background and experience of the
Committee members we have been able to provide a global perspective
and insights to discussions on the development and roll-out of the strategy
In particular sharing expeniences of different socal. political and economic
landscapes relevant to our international markets t1s acknowledged that
with the majority of the Group's custamers bemgin the UK, progress against
the plan will begin In the UK and this is reflected in how some of the KPIs
have been set with appropnate country-specific plans to be developed as
necessary Nevertheless we are committed to making progress on all areas
of the Little Helps Planin all of our markets and | look forward to the Committes
helping to shape and monitor the business’ progress over the next year

It 1s recognised that we need to work together across society to build a
truly sustanable future and the business fully supports global efforts to build
this future including the UN Sustainable Development Goals and the Paris
Climate Agreement The leadership that Dave Lewis has shown as Chair of
Champrons 12 3 demonstrates the commitment by the business to work with
stakeholders to reach the UN Sustanable Development Goal target of halving
global food waste by 2030. | am proud that in September we annaunced that
24 of our largest food supphers had agreed to adopt this goal and to start to
publish food waste data for their own operations within the next 12 months
In 2017 the business announced tougher new sclence-based climate change
targets The new targets ensure that cur supply cham and operations
support the Paris Climate Agreement to imit global temperature rises

to 15 degrees Celsius this century, as well as our long-term ambition to
become a zero-carbon business

The Committee has agreed an ongoing programme to reguiarly review
araas of the Little Helps Plan through deep-dive sessions and measuring
performance against the plan’s targets It1s also intended that the
Comrmittee will experience the work being done oy the business through
off-site visits and by meeting stakeholders in the future

More informatian on the Little Helps Plan 1s provided on pages 16 to 21
of this report and online at www tescoplc com/ittlehelpsplan

Lindsey Pownall
Corporate Responsibility Committee Chair

Key activities
A summary of some of the key areas considered at each meeting 1s set out below

July 2017

- Little Helps Plan roadmap and KPIs - The Commitiee gave feadback on the
draft Little Helps Plan and the indmdual targets

- Health month - The Committee reviewed the intiative launched in May 2017
to encourage helpful ittle swaps for customers and employees

- Food waste - The Commuittee reviewed the business’ progress on delivering
the UK food waste target and progress being made in Central Eurcpe.
Thailand and Malaysia on food waste

CQctober 2017 -

- Packaging - The Committee receved information on this foundation area
of the Little Helps Plan and the strategy t¢ achieve the packaging targets

- Responsible sourcing - The Committee reviewed the business’ ambition to

lead the industry in addressing the sustainability challenges in our supply chain

Local campaigns - The Committee receved infarmation on the impact of

the Group’s engagement with local communities in particular on the

success of the Bags of Help scheme inthe UK and the similar schemes being

operated in the ROl and Central Europe

February 2018 B

- Climate change - The Commuttee received information on this foundation
of the Little Helps Plan

- Funding for key projects - The Committee reviewed the use of the funds
released by the forferture of Tesco PLC shares undertaken in 2017 and
designated for corparate responsibiity activities

Terms of reference

In July 2017, Tesco PLC adopted new terms of reference for the Committee
The number of meetings increased to three per year and the scope of the
Committee was expanded to include reviewing

- progress of the corporate responsibiity strategy agamnst agreed
performance measures and

- expenditure and other commitments by the Group on corporate donatrons,
commurity programmes and charitable support

Committee effectiveness review
It was concluded that the Committee continued to operate effectively
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Corporate governance report continued

Audit Committee.

‘The Committee has continued to
piay a key rofe within the Tesco PLC
governance framework to support
the Board in matters relating to
tinancial reporting, internal control
and sk management.”

Byron Grote

Nen-executive Director

Audit Committee attendance

Number of scheduled Meetings
Member meelings elhgible to attend attended
Byron Grote 6 [¢]
Mark Armour 6 6
Simon Patierson 53 3]

Audit Committee responsibilities
The Committee’s terms of reference were updated in April 2018, and its
responsibibties include

- monitoring the Group's financial reperting processes,
- review and chailenge where necessary of the actions and judgements
of management in relation to the interim and annual financial statements
before submission to the Board,
- review of the interim and annual financial statements and announcements
relating to the hnancral performance of the Group
consideration of the appointment of the external autitor their reports
to the Committee and their independence, including an assessment
of their appropriateness to conduct any permitted neon-audit work in
accordance with the Group's non-audit services palicy. review of palicy
and appropriateness,
review and agreement with the externai auditor as to the nature
and scope of the external audit and approving the audit fee
- review of the Group’s declaration of any proposed interim and
final didends.
- revigw and manitonng of the internal controls and nsk management
processes of the Group, including key financial, operational and comphance
controls and ther effectiveness,
review of the internal audit programme and ensuring that the Internal
Audit function 1s adequately resourced and has appropriate standing
within the Group.
review of the Group's arrangements by which employees and contractors
may 11 confidence, raise congerns about pessible improprigties In inancial
reporting or other matters,
- consideration of management’s response to any major external ar internat
audit recommendations, and
review of business continuity plans and processes for the prevention
of fraud bribery and corruption

1

'

'

The Committee’s terms of reference are available at www.tescoplc.com

Dear Shareholder

The Committee has continued to play a key role within the Tesco PLC
governance framewcrk to support the Board in matters relating to financial
reporting, imternal control and risk management As well as the key activties
undertaken or overseen by the Audit Committee during the year through
2 periodic and structured roling forward-locking planner. this report
shares insights into our discussions Full details of the matters discussed
at Commuittee meetings 15 set out later in this repart Looking ahead
these areas will remain a key focus 1In 2018/19

Byron Grote
Audit Committee Chair
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Audit Committee membership

The Committee compnises Byron Grote, as Chairman, Mark Armour

and Simon Pattersen Al of the Committee members are independent
Non-executive Directors and the Board is satisfied that Byron Grote and
Mark Armour have significant recent and relevant financial expenence for
the purposes of the Code and are cempetent in accounting and auditing

In addition. and as required by the revised Code which was issued in

April 2016 and apphed to the Company from its 2017718 financia! year the
Board considers that the Committee members as a whaole have competence
relevant to the Company's sector 1n addition to general management and
commercial experience The expertise and experience of the members of
the Commitiee s set out in each of their biographies on pages 28 and 29

Robert Welch s appamted as Secretary to the Commuttee Other
regular attendees at Committee meetings include the Charman. Group
Chief Executive, Chief Financial Gfficer, Chief Audit and Risk Officer
Group Planning and Reporting Director and represeniatives of

the external auditor

Audit Committee meetings

The Committee met six times in the 2017/18 financial year with each meeting
having a distinct agenda ta reflect the annual financial reporting cycle of
the Group and particular matters for the Committee’s consideration

The Committee has a forward-lacking planner which s designed ta ensure
that its responsibilities are discharged in full during the year This planneras
developed with the Group Company Secretary and its content regularly
reviewed with management and Deloitte 1t s developed to meet the
changing needs of the Group as the year progresses

The Chairman of the Commuttee reports to the Beard following each meeting
and Committee meetings are generally schaduled close to Board meetings in
order to facilitate an effective and timely reporting process

Committee members met in private following each Committee meeting
and also held separate private sessions with the Chief Audit and Risk Officer
and the external auditor. in order ta provide addticnal opportunty for
open dialogue and feedback without management present The Comrmittee
Chairman also meets with the Chief Financial Officer on an ad hoc basis and
pnor to each Committee meeting

Key activities
A summary of the key matters considered at each meeting 15 set out below

April 2017

preliminary results and Annual Report 2016/17, including confirmation
of Code comphiance and a comprehensive report from the Group's
Disclosure Committee on fair balanced and understandable reviews
viability statement and going cencern review, including the underlying
models assumptions and scenario testing

- key accounting judgements relating to the 2016/17 financial results
external audit Deloitte year-end final report and non-audit services
external and internal audi effectveness reviews

~ Group complance and whistleblowing update, including GSCOP update
Tesco Bank update

internal audit update

i

'

i

i

0

July 2017 o

- key accounting matters including IFRS @ and exceptional items
approach update

- treasyry, funding and corporate simplification update

- technology IT and information secuhity controls update

- transforrmation and service mode!l update

- privacy compliance update. ncluding privacy transformation plans

- insurable risk review

- Group Treasury Policy undate

- external audit audit plan appraval of audit fee. non-audit services.
managerent letter cbservations from 2016/17 audit

- iternal audit update, including Tesco Bank




September 2017

interim results statement and going concern review Including a
comprehensive report from the Group's Disclosure Committee

and valigation of management's representations to Deloitte

- dividend propasal

key accounting matters including key financial contreols update and the
Group's preparations for new reporting requirements. 1e [FRS 9 ‘Financial
Instruments’. IFRS 15 ‘Revenue from centracts with customers’, and tFRS 16
‘Leases’ iImplementation and basis of adoption as further described in
Note 1 to the financial statements

Group comphance update, including whistleblowing. anti-bribery and
fraud, gifts and entertainment privacy transformation ptans GSCOF
compliance and progress towards General Data Protection Regulation
compliance by May 2018

UK and ROl and international Finance Director reports and key fiinancial
controls update

- treasury, funding and corporate simplification update, including the
review and consideration of the bond buy-back programme

risk controt and assurance framework, risk appetite and internal control
effectiveness including in-depth review of specific principal sk areas
external audit Deloitte interim report and non-audit services

internal audit update

November 2017

- risk control and assurance update. including principal nisk review process and
the development of our three new principal risks set out on pages 22 to 25
IFRS 16 update
- pensions review
- taxupdate disclosures and transparency publication including country
by country reporting and UK tax strategy
technology IT and information security controls update
transformation and service model update
- wability statement modelling and assumptions
- treasury funding and corporate simplification update
internal and externat audit updates including Deloitte non-audit services
- non-audit fees policy update
polcy on employment of former auditor employees
- internal audit charter and 2018/18 plan
external audit Deloitte update on audit plan and non-audit services

January 2018

- consideration of the Group’s cash and share merger with the Booker Group
specifically, to review and approve the profit forecast for the Group and
financial expectations for the comtined group risk factors. pro-forma
financial information & reconciliation, operations and financal review,
and quantified financial benefits statements reports and confirmations

February 2018

risk, control and assurance framework update comprising principal risks
review risk roadmap. risk management and controls update, risk appetite
staterment Code compliance and internal control effectiveness review
further detall can be fournd on page 43 of this report

Group tax update

technology update

- finance transformation update

key accounting jJudgements relating to the 2017/18 financial results

- treasury solvency and hguidity funding plan

corporate simplification update

internal audit update including Tesco Bank

external audit Deloitte early warning report and non-audit services

- Committee effectiveness review

April 2018

preliminary results and Annual Report 2017/18, including confirmation

of Code compliance and & comprehensive report from the Group's

Disclosure Committee on fair balanced and understandable reviews

- viability statement and going concern review including the underlying
models, assumptions and scenano testing

- dividend proposal

key accounting judgements relating to the 2017/18 financial results,

including IFRS 16 and controls update

external audit Delaitte year-end final report and non-audit services

external and internal audit effectiveness reviews

review of the Committee’s terms of reference

- Group complance and whistleblowing update, including GSCOP update

- Bocker integration update

- Tesco Bank update

- service model update

- property valuation update

internat audit update

Corporate governance

The Committee is responsible for assisting the Board's oversight of the
quality and integrity of the Company’s financial reporting and the Company’s
accounting policies and practices During the year, the Committee has
continued to receive updates regarding the Group’s ongoing finance
transformation programme and the actions taken to address observations
raised by Deloitte inits letter to management follewing completion of the
2016/17 audit Recommendations have been implemented to further
enhance the Group's financial reporting systems and controls environment
The Committee has aiso received regular updates. including from Group
Audit and Advisory and the UK and ROl and International Finance Directors
cn the development and effectiveness of the Group's key internal
financial controis

The Committee continues to focus on commercial income and Mventory
controls and recewves regular updates from Group Audit and Advisory on the
work that 15 being undertaken to review and strengthen the Group’'s
processes in these areas

In relation to the inancial statements, the Committee reviewed and
recommended approval of the half-year results and these annual inancial
statements. considered impairment reviews the viabihity and gong concern
statements and their underlying assumptions reviewed proposed dividend
levels, reviewed corpaorate governance disclosures and monitored the
statutory audit As part of its review of the financial statements the
Cammittee considered and chalienged as appropriate the accounting
policies and significant judgements and estimates underpinning the financial
statements Details regarding the significant financial reporting matters and
how they were addressed by the Committee are set out later in this report

The Committee also reviewed the disclosures regarding the Company's
alternative performance measures [APMs) having regard 1n particular to
the Guidelines on Alternative Performance Measures 1ssued by the European
Secunties and Markets Authonity {ESMALin October 2015 The Company’s
2017 Annual Report was selected by the Financial Reporting Council (FRC)
for a thematic review into the use of APMs in corporate reporting The
FRC raised nc 1ssues in relation to the Group’s APM disclosures and extracts
of the Comparny's 2017 Annual Report were selected for inclusion in ther
November 2017 report as examples of best practuice. The Committee
reviewed the FRC's findings and continues to monitor FRC and ESMA
pguidance on APM disclosure

The Committee carried out a number of in-depth reviews of specific
principai risk areas this year and reported its indings and recommendations
to the Board The Committee received updates from management in relation
to the Group's transformation technology. iInformation security, data
privacy. treasury, tax. pensions Insurance and key compitance risks and
the controls and mtigating actions employed in each of these areas The
Committee has assessed the effectiveness of the Group's whistieblowing
arrangements and reviewed comphance with the Groceries Supply Code

of Practice (GSCOP)

The Committee receved update reports during the year from the

Tesco Bank Audit Committee the Disclosure Committee and the Group
Risk and Compliance Committee Group Audit and Adviscry provided regufar
updates on its work, Including findings from its ternal audit programme
and the status of management actions to address such fiindings Reports
from Deloitte as external auditor were alsc presented and considered at,
each Committee meeting

Reports were alse requested on ad hoc matters as they arose One key
matter considered by the Committee this year was the merger with the
Bocker Group and the inclusion of Booker synergy realisation and integration
as one of our principal risks Further details regaraging this risk can be found
in the principal risks and uncertainties section on page 24
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Corporate governance report continued

Audit Committee continued

Significant financial statement reporting issues

The Committee considered a number of significant issues in the year, taking
into account in all Instances the views of the Company's external auditor
Thessues and how they were addressed by the Commitiee are detalled below

Issue How the Issue was addressed Dy the Committee .
Going concernbasis  The Committee reviewed management’s assessment
for the finarcial of going concern and long-term viability with
statements and consideration of forecast cash flows including
viability statement sensitivity to trading and expenditure plans and

potential mitigating actions The Committee also
considered the Group's financing facilities and
future funding plans Based on this, the Committee
confirmed that the apphication of the gong concern
basis for the preparation of the financial statements
continued to be appropriate. and recormmended the
approval of the viability statement
Fixed asset impairment  The Committee reviewed and challenged
and onerous iease management’s impairment testing of property
provisions and technology assets and estimate of onerous
lease provisions The Committee considered the
appropriateness of key assumptions and methodalogies
for both value In use models and fair value
measurements This included challenging projected
cash flows, growth rateés, discount rates and the use
cf independent third party valuations and considering
any impacts of the uncertaintes arsng from Brext
The Group has recognised a £182m net reversal of
impaired PPE assets. together with an oneraus lease
provision net charge of £108m and 2 £24m net loss
for software and other intangible assets See Note 10
to the hnancial staternents for software and other
intangible assets imparment, Note 11 for fixgd assets
o impairment and Note 25 for property provisions
Goodwill impairment  The Committee reviewed management's process for
testing gocdwill for potential impairment and ensurng
appropniate sensitvity disclosure This included
challenging the key assumptions principally cash
flow projections growth rates and discount rates
The Group has not recognised any goadwill impairment
Inthe year See Note 10 to the inancial statements

Valuation of The Committee reviewed management’s
China associate and  assessment of the valuation of the Group's China
india joint venture associate, Gain Land, and India joint venture

Trent Hypermarket Limited. covering the methodology
and assumptions used by management, including
latest market information, in determining the fair value
of the investment This included review of Gain Land's
and Trent's projected cash flows, growth rates
and discount rates used and the external market
indicators to inciude in the valuation The carrying
value was supported by the valuaticn See Nete13
o tothe financial statements
Pensions The Committee reviewed and challenged the
estimatas used by managernent in valuing pension
llabiities principally the discount rate, including
the change in methodolegy for calculation of the
discount rate adopted in the year See Note 2710
the financial statements

Business and The Committee considered the key judgements made

property disposals by management in accounting for a number of property
transactions Including the unwind of the joint venture
with British Land, the disposal of the Kipa business in
Turkey and Opticians business in the UK See Notes 1.
7 and 31to the financial statements

Business combinations The Commnuttee considered the presentation and
work performed on documents pubhished as part
of the Booker merger, including the profit forecast
working capital report. inancial position and
prospects report. quantihed forecast benefits
staternent and sections of the prospectus including

. __the pro-forma financial information o

Contingent haoiities  The Committee further considered management’s
assessment of the status of the ongoing regulatory
Investigations and liigation relating te prior periods The
Committee concurred with management’s assessment
that due to the stage of the remaiming matters and the
uncertainties regarding the outcomes. no provision was
required. and disclosure as contingent Labilities at
the year-end was appropnate See Note 32 to the
financial statements
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Issue I
Recognition and
disclosure of
commercial income

Exceptional tems

How the 1Ssue was addressed by the Committee
The Committee reviewed management’s assessment

of the controis that exist over the recognition of
commercial income See Notes 1and 20 to the

financiat statements

The Commuittee considered the presentation of the
Group financial statements and. in particular the
appropriateness of the presentation of exceptional
items The Committee reviewed the nature of items
identified and concurred with management that
the treatment was even-handed and consistently
applied across years and appropriately presented
Consideration was also given to the quality of
sarnings within underlying results See Note 4to

the finarcial statements

New accounting
standards

The Committee considered the implementation of
TFRS 9 ‘Financial nstruments’ IFRS 15 'Revenue from
contracts with customers’. and IFRS 16 ‘Leases’.
considering project approach and progress, transitian

approach and impact

ments as known to date




Internal audit - Group Audit and Advisory (GAA}

GAA 15 an independent assurance function within Tesco as a service to the
Board and all levels of management Its remit s to provide independent and
objective advice to faciitate influence and help the organisation te achieve
its prionties It helps the organisaticn accomplish its objectives by bringing
a systematic, disciplined approach to evaluating and improving the
effectiveness of nsk management control and governance processes

GAA’s responsibilities include supporting management in the assessment
and rmitigation of risks to protect the business. as well as reporting on
the effectiveness of the systems of internal control Management are
responsible for estabhishing and maintaiming an appropriate system of rnisk
identification and internal control, and for the prevention and detection
of irregularities and fraud GAA facilitate the Group's nisk management,
processes with the Audit Committee and the Board

In April 2018 the Committee considered an assessment of the effectiveness
of the GAA function in protecting the business This assessment included
consideration of the structure and scope of GAA's work, their capabilities,
ndependence the adequacy of the audit plan and their engagement

with stakeholders This assessment was faciitated by Lintstock Lid an
independent company who distributed a questicnnaire based assessment
10 key stakeholders collated the respanses and provided the assessment
reports The qualty of the audits In providing assurance was alsc assessed
alongside the gquality of the audit reports to the Committee and other
stakeholders GAA's relationships collaboration with the business and

its impact on the organisation was also reviewed

The Committee discussed the approach and indings of the assessment
nwhich ne significant failings or weaknesses were identiied The Cormmittee
was satisfied that GAA remains effective and 1s adeguately resourced

There were scme suggested areas of improvement highlighted including

a recommendation that GAA enhances its capability in the arez of technology
going forward to keep pace with technology advances and reduce reliance on
third-party assurance The Committee reviewed and agreed to the planned
next steps The Committee reviewed the GAA Charter in November 2017

and approved its continued use The internal Audit Plan for 2018/19 was
presented and agreed by the Committee The Internal Aucit Plan wiill be

kept under review to adapt to the changing needs of the business

Key elements of the risk management process

The risk management process facihtates the identification and pricritisation
of risks through workshops and discussions waith business leaders facilitated
by GAA and assigned business risk roles 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 prioritisation A risk that can serigusly affect the performance,
future prospects or reputation of the Group 1s termed a principal risk

and these risks are aligned to the Group's strategic drivers set out on
pages 8 and 9 Details of the Group's significant risks are documented

and maintained in risk registers by the business

Risks are assessed to determine the potentiahimpact and kelihood of
occurrence, after taking mto account key controls and mitigating factors
Additional mitigating actions areidentified and agreed with relevant
business owners

The Group Chief Executive has overall accountablity for the control

and management of the nsks Tesco face. with the Board having overall
responsibility for risk management Indiwvidual risks are managed at the
business umit level on an ongoing basis with follow up through the year by
GAAand assigned business risk roles All nisks are assigned to an appropriate
risk owner and the Group tevel principal risks are assigned to an executive
owner Each principal risk is reviewed at least annually by the Board Cur
principal risks are detalled on pages 22 t0 25 showing the risk movement,
a summary of key controls, high level mitigating factors and links to the
Group's strategic drivers

Internal control

The Board monitors the key elements of the Group's internal cantrol
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 areport on the
Group's risk and internal controi effectiveness. which described the risk
management systems and arrangements in place for internal control, as well
as work conducted in the year to improve the risk and contral environment

The internal centrol framework 1s intended to manage rather than eliminate
the risk of falure to achieve business objectives and can only provide
reascnable but not absolute assurance against material misstatement or loss

The Group’s transformation programmes are intended to increase the
overall level of control environment maturity and improve consistency
across the Group As part of this, there has been progress on the risk
roadmap to mature our risk management The technology. pecple and
finance transformation programmes remain a challenge, but continue to
progress towards delivery of a strengthened control environment

External audit

Deloitte continued as our external auditors with Panos Kakoulls as the lead
partner after therr initial appointment in the 2015/16 financial year Thisis
in line with our intention of putting the external audit out to tender avery
10 years and to rotate the lead partner every five years Panos Kakoullis will
rotate as the lead partner following the audit of the 2019/20 financial year.

The Committee considers the effectiveness of the external auditer on

an ongoing basis during the year. considering its independence, objectivity,
appropriate mindset and professional scepticism through its own observations
and interactions with the external auditor. and having regard to the

- experience and expertise of the external auditor in ther direct
communication with and suppertto the Committee,
content quality of insights and added value of therr reports
- fulhlment of the agreed external audit plan,
- robustness and perceptiveness of the external auditor in their handhing
of key accounting and audit judgements,
the interacticn between management and the external auditor, including
ensuring that management dedicates suficient time to the audit process
- provision of non-audit services as set out below, and
- review and consideration of the results of the evaluation

of the effectiveness of the external auditor

The Committee considered an audit effectiveness review of Deloitte in
April 2018 which was facilitated by an independent company Lintstock Ltd.
who distributed a questionnaire based assessment to key stakeholders,
collated the responses and provided the assessment reports The review
concluded that the external auditor was effective and the Committee
recommended to the Board the reappointment of Deloitte at the 2018 AGM

The FRC's Audit Guality Review (AGRIteam selected for review the audit
of the Group's inancial statements for the year ended 25 February 2017
and Tesco Bank's standalone financial statements for the penod ended
78 February 2017 as part of their 2017/18 annual inspecton of audit irms
In relation to the review of the Group's financial statements, the FRC's review
covers the audit work at the Group level and the audit work of the UK
component The Group report did not identify any significant areas for
improverment |In reiation to the review of Tesco Bank’s standalone financial
statements this review 1s In Its final stages. and some matters have been
dentified as requining improvement In response. Deloitte developed an
action plan to ensure that the matters identified by the AQR had been
addressed in the audit of Tesco Bank's inancial statements for the penod
ended 28 February 2018 The Committee s satisfied that there s nothing
within the report which might have a bearing on the audit appointment

The Committee atso considered the findings of the FRC's 2017 Audit Guality
Review of Deloitte as a whole and the actions being taken by Deloitte to
address the matters raised

Deleitte contribute a further independent perspective on certain aspects
of the Group's financial control systems arnising from their work, and report
both to the Board and the Committee

The process for approving all non-audit work provided by cur external
auditor is overseen by the Committee in order to safeguard the objectivity
and independence of the auditor Where Deloitte have been ¢chosen

this 15 as a result of their demonstrating that they have the relevant skills
and experience to make them an appropriate suppler to undertake the
work in a cost-effective manner

Gur policy for non-audit services reflects the EU regulations {as of

17 June 2016) that prohibits the provision of certain non-audit services

e g payroll services by the external auditor and ntroduces a cap on
non-audit fees in line with the regulations the Groupis reguired to cap the
level of non-audit fees paid to its external auditor at 70% of the average audit
fees pard In the previous three consecutive financial years The 70% cap wall
first apply to the Group for the period ending February 2021 The non-audit
fees policy 1s compliant with new Ethical Standards for Auditars
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Corporate governance report continued

Audit Committee continued

in 2017/18, Deloitte recewved total fees of £13.5m (2016/17 £11 8m),
consisting of £6 8m of audit fees (Z016/17 £6 5ml and £6 7m for non-audit
and audit-related services (2016717 £6 3mi, which 15 an increase of £17min
total fees versus the previous pericd The total of Deloitte’s non-audit and
audit-related fees in the year equated to 99% of the audit fees Fees paid
to Celoitte are set out in Nete 3 to the financial statements and detalls
of the significant non-audit work undertaken this year are set out in the
table below

In the penad, Deloitte was appointed te 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 wark wes conducted by indraduals not directly involved i
the external audit

The Committee determined that it was appropriate for the external auditor
to continug to prowde transachonal serwvices in respect of our merger with
the Booker Group The appointment was also subject to an ethics review by
Delortte in 2016 and in the current financial year, which conciuded that the
proposed services were consistent with the FRC's Revised Ethical Standards
2016 and that there were appropriate safeguards in place to preserve
Deloitte’s Independence as external auditor.

we continue to take steps to reduce the level of non-audit fees going
forward to ensure comphance with the 70% non-audit fee cap ruies

Levelof Levelof

feesin  feesm

Nature Safeguards to 2017178 2006/17
of service ___ _ preservemndependgnce o (emi inl
Provision of transactional  Engagement team separate to 19 19
services including the audit team with independent
quantified financial reviews and working with informed
benefits synergy working management
capital and profit forecast
repaorting. refating to the
Group’s merger with
the Booker Group
Retail consultancy Engagement team separate to the 15 15
provision of administrative  audit team The service s limited
support relating to the to the provision of administrative
Group's markdown price  support Decision-making
optimisation process accountability remained with

management, _
Forensic services Careful consideration of the scope 18 12

provision of data

repository services for
information needed by
the Group and the SFO

af serwices to ensure the advocacy
and management threats are
mibigated. together with working
with informed management Clear
separation of the engagement
teams has also been established

SFQ Monitor role Deloitte Under the Deferred Prosecution c8 -
has been appamnted as Agreement Deloitte were

Moniter by the SFO under  appointed to conduct independent

the Deferred Prosecution rewiews by indraduals not directly

Agreement agreed with involved in the commercial

Tesco Stores Limited Income audits

Other non-audit services  Careful consideration of the 02 12
tax compiharice and scope of services (o ensure

advisory projects relating  the agvocacy and management

to businesses outside threats are mitigated, together

of the EU and other with working with infor med

miscellanecus risk and management Clear separation

cempliance services of the engagement teams has also

been estabiished where required

From March 2017, no tax services
have peen provided te entities
within the EU as required by the
applicable Ethical Standards,
The interim review 1s considered 05 5
anon-audit service under the

applicable Ethical Standards,

although the cbjectives of the

review are aligned with those

o o of the audit -
Total 6.7 63

Interim review performed
under International
Standards of Review
Engagements

(UK and Ireland) 2410
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Appointment of auditor statement

Followmg a formal tendar process, Delortte were appointed as our 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 provision of non-audit services The Committee reviews and makes

a recommendation to the Board with regard 1o the reappomtment of the
external auditor 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 regaraing
the external audior

Fair, batanced and uniderstandable statement

The Committee advised the Board on whether the Annual Report

and Financial Statements 2018, taken as a whole. are farr bafanced and
understandable and provide the necessary information to assess the
Company’s position and performance business model and strategy

The Committee concluded that the cisclosures and the processes and
controls underlying ther production, were appropriate and recommended
to the Board that the Annual Report and Financial Statements 2018 are far.
balanced and understandable

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 pages 34 and 35
The review found that the Committee was operating effectively and that its
broad role and remit remamed appropriate for the current needs of the
business n order to identify opportunities for further improvement,
members discuss how the Committee 1s functiening in the private sessions
that follow €ach meeting



. Directors’ remuneration report

Corporate governance

Annual statement from the
Remuneration Committee Chair.

‘Tesco aims to be more competitive
for custemers, simpler for
colieagues and a better partner for its
supphers, while continuing to create
long-term value for shareholders.
Tesco’s reward principles directly
align to these objectives.’

Deanna Oppenheimer
Remuneration Committee Chair

Remuneration Committee attendance

Number of scheduled Meetings
Member meetings ehgible to attend attended
Deanna Oppenheimer {Chair) 4 4
John Allan 4 4
Steve Golsby (from 2 October 2017) 2 2
Byron Grote 4 4
Mikael Qlsson 4 4
Alison Platt 4 4

Remuneration Committee responsibilities
The responsibilities of the Remuneration Committee include

determining and recommending to the Board a framework for executive
remuneration that s fair and balanced and ensures the most talented
leaders are recruited retained and motvated

- determining the terms of employment and remureration for Executive
Directors and senior managers including recruitment and termination
arrangements

approving the design. targets and outturns of the annual bonus plan

for Executive Directors and senior managers and

- agreengthe design targets and annual awards for share ncentive plans
and the subsequent achievement of targets

The Committee’s terms of reference are available at www.tescoplc.com

Dear Shareholder

f am pleased 1o present the Directors’ remuneration report for 2017/18
Three years after the current Remuneration Policy was approved by 96 5%
of shareholders and following a thorough review the Committee will be
proposing a new Remuneration Policy for the next three years at the 2018
Annual General Meeting The revised policy has been subject to consultation
with major investors and proxy vetng advisers

Strategic remuneration review

The underlying principle apphed to the review was that remuneration should
align with and incentivise delivery of Tesco's strategic plan in a relevant

and simple way Tesco has previously shared its intent to reduce costs by
£154bn generate £3bn of retall cash from operations and improve operating
margins to between 3 5% and 4 0% by 2019/2C As aresult, Tesco will deliver
significant free cash flow which will improve shareholder returns, strengthen
the balance sheet and allow reinvestment inthe business This will create
long-term, sustainable performance and increase shareholder value

The Committee was satishied that the current remuneration structure
remained appropriate and the review focused on ensuring performance
metrics were aligned with the next phase of the strategy Thisincludes a
strengthened focus on profit and cash flow while continumg ta support
Tesco's volume-led recovery and stakeholder focus

The Committee has also taken account of changes in regulation and shareholder
expectanons since the last Remuneration Policy was approved This has led
to the introduction of a post-vesting halding period and reduction in pension
contribution for new mres The Committea s also mindful of their
responsibility to ensure prudent management of executve remuneraton

and the need for fair employment practices for the whole workforce

The key features cf the new policy are

Annual bonus - No change to the quantum and the financial metrics reman
sales growth and Group operating profit before exceptional items. with a
Group operating profit before exceptional items underpin Having reviewed
the weighting applied to each metric. the Committee concluded that while
the combined weightings of the two financial metrics should remain at 80%
of bonus maximum they shoutd be split evenly. with each representing 40%
of bonus maximum {previcusly sales growth 50% and Group operating profit
before exceptional items 30%) The final 20% will be driven by outcomes
against strategic objectives, including key stakeholder measures relating
to customers, suppliers and colleagues Half of the bonus awarded will
continue to be deferred into Tesco shares for three years.

Performance Share Plan - No change 1s proposed to the quantum of
awards The Committee has reviewed the PSP performance metrics and
simplified them from three to two, providing clear ine of sight to the delivery
of the strategic plan The proposed performance metrics are

- anearnings per share (EPS) metric representing 50% of an award which
replaces the current total sharehclder return (TSR} metric The EPS
measure will ensure management are better aligned with the delivery
of the Group's operating margin target of 3 5% to 4% and

- afree cash flow metric, representing the remaining 50% of an award
which replaces the current cumulative operating cash flow metric te
help ensure balance sheet discipline 1s maintamned as earnings grow and
management are aligned with the targets to generate £9bn of retairl cash
from cperations and reduce operating costs by £1 5bn

As set out above stakeholder metncs will in future feature in the annual
bonus so they can be taillored to the responsibility of each executive

During its consultation on the new Remuneratian Policy the Committee heard
differing views on TSR as a performance metric What became clear was that
no decisian on inclusion or exclusion would satisfy everyone The decision
taken by the Committee 15 therefore the one that It believes 1s right for Tesco
and will be understood and supported by the vast majority of its shareholders

The reasons for moving away from TSR as a metric are

- key competitors for Tesco are now either market disruptors for whom
retatl 1s a small proportion of their busingss or not isted companies
In addition with the completion of the Backer merger. the constituents
of the primary part of the TSR peer index group has reduced to four
companies which 1s too concentrated
- EPS and free cash fiow measures are relevant, readily understood
metrics aligned directly to Tesco's strategy TSR does not provide this
clear ine of sight and
alignment with shareholders. often mentioned as the reason for including
TSR Is maintained in the preposed Remuneration Policy through significant
shareholding requirements. the newly introduced holding perod on PSP
vested shares and stretching goals for annual bonus and PSP targets In
addition, the Committee will retain its discretion to make adjustments to
vesting levels should there be significant divergence between variable pay
cutcomes and shareholder experience

Holding period - From the 2018 grant onwards PSP awards will be subject
to atwo-year holding period post vesting The earliest an executive could sell
PSP shares. other than to satisfy tax obligations would be five years after grant

Pension - Pension prowvision wiii reduce to 15% of base salary (from 25%}
for new Executive Directors and Executive Committee members

Shareholding requirement - Current levels of shareholding requirement
will remain in place, see page 52 for further details However, the way of
meeting this requirement witl change. so that senior management will need
to retain all shares that vest to them net of any tax iiabilibes until the
requirement 1s satisfied The Committee believes this 1s a mare demanding
but farrer approach as it reflects shares earned by senor managemeant

‘Good leaver’ treatment under the PSP - Tesce’s practice on PSP good
leavers will e aligned to wider market practice From the 2078 grant
onwards any subsgisting PSPs will vest based an performance over the
relevant performance period and will then be pro-rated for the portion
of the performance period worked Under the current policy the 2017
PSP award would lapse and the other two 'in fight’ awards would vest at
their usual vesting date taking into account current performance levels

Phasing and mitigation - Exphcit requirements on phasing and mitigation
of notice perieds and any nen-statutory payments on departure will be
introduced for new joiners at the mast senior grades lapproximately the
top 300 executives)
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Directors’ remuneration report continued

Annual statement from the Remuneration Committee Chair continued

New appointments to the Board

Following the completion of the merger with Booker Group plc on 5 March
2018 Charles Wilson, former CEQ of Baoker, joined the Tesco Beard as an
Executive Director and Stewart Gilitland. former Chairmarn of Booker, joined
3s a Non-executive Director,

The remuneration arrangements for both of them were approved by the
Committee and are in hine with the approved Remuneration Pohicy The key
elements of Charles Wilson's remuneration package are detaied on page 49
Stawart Gililand will receive a fee In accordance with his role as @ member
of the Board which s set out on page 62

Overview of performance in 2017/18
During the year. Tesco continued 1o make strong progress against the six
strategic drivers

brand health strengthened further and Tesco was voted ‘Britain’s favourite

supermarket’ for the third consecutive year,

- cost savings of £694m were achieved 1n the year generating a total of £820m
towards the £1 5bn medium-term target.

- £2 8bn of retall operating cash was generated.

- operating margins improved to 2 9%. remaining on track to achieve between
3 5% and 4 0% by 2019/20

- a further £290m of value was released from properties, with 102 properties

sold and L.iIm sqg ft of space repurposed. and

nnavation continued. with contactless Clubcard Tesco Pay+, nationwide

roli-out of the same-day delvery service and the start of the roll-out of

our new Qwrn Brand range of products

The way in which the current Remuneration Policy aligns with and suppaorts
Tesco's strategy and delivery of the Big & KPIs s set out below and further
infarmation 1s available on page 1

Big& KPis
Annual
Year-on- bonys PSR
year performance perfarmance
o . 20ufe 2016/7 change  measyre  measure
Group sales™® £510bn £49 Jbn 23% v
Group operating £1.644m  £1,280m 28 4% v
proht before
exceptional items'™?
Retail cash generated £28bn  £2 3bn 217% v
from operations®?
Customers 12pts Jpts +bpts v
recommend us
and come back
time and again
Colieagues
recommend us 85 a
Great place 1o work B3% 83% Nil v
Great place to shop 49pts 48pts +pt v
Supplher satisfaction 75% 7% (2% v

A& These measures and other measures i this section are defined in the alternative
performance measures section of the Annual Repart on pages 150to 152

= Reported on a continuing operations basis at actual exchange rates, excluding fuel

® Reported on 8 continumng operations basis at actual exchange rates

2017/18 incentive outcomes

Tesca’s annual benus and PSP plans reward achievement of Group,
stakeholder and personal targets. provided performance s deirvered within
the Company's risk framework and appetite The Committee scrutinises
performance targets, which are based on the Board approved Long Term Plan
to ensure they are sufhiciently challenging Stretching performance ranges are
then agreed by the Committee at the start of the perfarmance period

Annual bonus outcomes for 2017/18 have been determined based on Tesco's
performance aver the year in sales growth (50% weighting), Group operating
profit before exceptional items (30% weighting) and Individual Objectives
(20% weighting) For consistency. sales and operating profit are transiated
at canstant exchange rates resulting in sales of £50 1bn and operating profit
of £1.61m
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These outcomes are between the target and stretch performance levels
This was a strong performance 1n a challenging external environment and
was delivered against a background of intense competition The Committee
also reviewed the performance of the Executive Directors aganst their
Indwidual Objectives As a result, the Committee determined that 72 8% and
73 9% of the maximum bonus opportunity should be awarded for Dave Lews
and Alan Stewart, respectively A summary break-down of the targets and
performance assessments 15 provided in At a glance on page 48

The 2015 PSP was the first award in which Dave Lewis and Alan Stewart
participated The performance period ran to the end of the 2017/18 financial
year Performance was measured against two metrics, with 70% subject
to Tesco's relative TSR performance and the remaining 30% subject to
cumufative cash generated from operations Performance was as follows

- Tesco's TSR ranked below median in the bespoke comparator group

Trus element vested at nil The Commuttee noted that the below-median
outcome was driven by the inclusion of glebal FMCG companies, Unilever,
Diageo and Reckitt Benckiser, in the peer group and that performance was
above median against the retail comparators However the Commitiee did
not consider it appropriate to exercise any discretion in this regard. and
cumulative cash generated from operations over three years of £7 9bn was
ahead of stretch performance of £7 3bn This element vested in full

The approved vesung level was therefore 30% of the maximum potential
for Executive Directors and senor managers

As reporied previously, buyout awards were made te Alan Stewart to
compensate him for awards forfeited on leaving his previous employer
The buyout award due to vest in July 2017 iapsed in1its entirety as the award
1t replaced did not vest The final tranche of Alan Stewart’s buyout awards
are due to vestin July 2018

Implementation of remuneration in 2016/19

For 2018718 other than the changes to palicy described overleaf, the
Committee intends to iImplement remuneration arrangements for the
Executive Directors, i ine with previous years (n parbicular

1

no salary increases will be made to Executive Directors in 2018/19

the maximum annual bonus opportunity will continue 16 be 250% of base
salary for the Group Cheef Executive 225% of base salary for the Chief
Financial Officer and 200% of base salary for the CEQ UK & ROI, with 50%
of any bonus awarded deferred into shares for three years From 2018, the
sates growth and Group operating profit metrics will each be weghted 40%
of bonus maxmum Full details of the targets set by the Committee, and
performance against these will be disclosed in next year's Directors’
remuneration report,

~ the maximum annual PSP apportunity will continue to be 275% of base salary
for the Group Chief Executive. 250% of base salary for the Chief Financial
Officer and 225% of base salary for the CEQ UK & RO From 2018,

subject ta shareholder approval the new PSP performance measures

EPS (50%) and free cash flow (50%1. will apply. and

malus and clawback will continue to apply to both the annual bonus

and PSP awards

i

Gender diversity

Throughout the year the Committee considered the Group's approach to
gender pay and the reporting of such information Details of Tesco’s gender
pay repart for the year to Aprd 2017 and actions to reduce the gender pay
gap are set out opposite

Shareholder engagement

The Committee 1s committed to an open and transparent dialogue with
shareholders on executive remuneration and considers these engagements
vital to ensuring its remuneration strategy remains aligned with the
long-term interests of Tesco's shareholders

| have appreciated the time major shareholders and proxy voting adwvisers
have gven to help the Committee develop the proposed Remuneration
Policy Together with the rest of the Board | look forward to hearing your
views on the proposed policy and would ask for your support at the
forthcoming Annual General Maeting

Deanna Oppenheimer
Remuneration Committee Chair



Reward principles.

The principles of a fair workplace

At Tesco our purpose 1s to serve shoppers a little better every day To

live up to that purpose our colleagues need to reflect and represent the
communities we serve Tesco wants to be a place where colleagues can get
on, as they wish, nc matter what their background We are proud of our long
history of helping pecople develop their careers from the shop floor to the
leadership team

To continue bullding an inclusive culture where everyone feels welcome 1t
Is iImportant that colleagues feel farrly rewarded We have clear principles
against which we measure ourselves When we are successful Tesco
colleagues can expect

a total reward package that provides flexibility and choice, and 1s
competitive in the markets in which Tesco operates and fram which it
recruits for talent.

to share in Tesco's success through variable pay that 1s transparent and
rewards performance.

the cpportunity to plan and save for the future

- tomake wellbeing and lifestyle choices having access to a range of benefits
and flexibihity over working hours and place of work

to have access to career opportunities and accradited traming te develop
to therr potential whatever their age or background and

through Tesco's consultative forums and trade union partnerships to have
therr voice heard and represented at alt levels and access to nformation
about what 1s happening in the business

Rewarding our colleagues

We provide colleagues across the Group with a competitive reward package
In Tesca's UK business at Work Levels 1-5 colleagues receive the following
reward and benefits package and we want ali colleagues to have the
potential to earn upper quartiie reward against the relevant pay benchmark

Grade Salary Annual PSP Benefits Pension

o bonus _
Executive Committee v v v v v
Work Levels 4-5 v v % v v
Work Levels 1-3 v v v v

Over the last year Tesco has continued to focus on bullding a fair workplace
providing colleagues with the flexbility, skills and reward to ‘get on’ This
has included

Investing in pay - In June 2017 Tesco announced its biggest investment in
UK store pay for colleagues for adecade Pay is being increased by 10 5%
aver two years for hourly paid store colleagues

Investing in training - Last year a new apprenticeship scheme was
introduced offering UK colleagues across stares distribution and the
office 2 500 new apprenticeship places in skill areas such as HGV driving,
project management and technology

Invasting in flexibllity - As part of cur commitment to flexible working

a new app has been trialled in the UK allowing colleagues to see ther shifts
manage overtime request holday and see how much they will be paid

This app will be rolled cut in the UK first before being introduced to all
international markets A start has been made in Asia where a simplified
version of the app with similar functionaity has been introduced

Investing in healthier living - In May last year our first ever health event

for colleagues and customers was held For calleagues. this included making
fruit available for free, mental hnealth awareness training and working to help
our national charity partners, with over £1m raised Cur investment in
healthier lives for colleagues and custemers will continue

Corporate governance

Gender pay

Tesco has a long-standing commitment to transparency on gender pay
and has monmtored the interaction between gender and pay since 2002
Tesco's gender pay report for the year to April 2017 published in February
2018, showed a median gender pay gap across Tesco’s UK retail business of
8 7% (substantially below the UK median gender pay gap of 18 4%). and a
mean gap of 12 0% A key reason for the gap 1s the different work pattern
chaices colleggues are making Male colleagues are choosing to wark
premium hours (Sundays bank holidays and night work), which attract higher
rates of pay. more often than female colleagues If these premium hour
payments were to be removed from the calculation, Tesco's median gender
pay gap would reduce tojust 2 7%

Tesco beleves in offering colleagues cpportunity chaice and flexibility
and will continue to support them n choosing work patterns that best suit
their personal situation and preferences At the same time we will work to
identify and remove any gender-related barriers to making those choices

So more remains to be dene including buillding maore gender-balanced
senior teams. where female participation is lower than we would wish

Further information on what Tesco is doing to address the gender pay
gap 15 set out in the Little Heips Plan on page 20 and online at
www tescoplc com/people
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Directors’ remuneration report continued

Annual report on remuneration
— at a glance.

Thus part of the report and the Arinual report on remuneration, which together form the Annual Report on Remuneration. have been prepared in accordance
with Part 3 of The Large and Medium-sized Companies and Groups {Accounts and Reports) {Amendment) Regulations 2013 and Rule ¢ 8 6 of the Listing Rules
The Annual Report on Remuneration and the Annual statement from the Remuneration Committee Chair will be put to an advisory shareholder vote at the
Annual General Meeting on 15 June 2018

What our Executive Directors earned in 2017/18

Single total figure of remuneration - Executive Directors (audited)}
The following table provides a summary single total figure of remuneration for 2017/18 and 2016/17 for the Executive Directors Further detalls are setoutin
the Annual report on remuneration on pages 56 and 57

Long-term

Performance Share
Base salary Benefts Pension Short-term annual Plan Total
o Year {£'000) €000} (£'000) bonus (£'00Q0) (£ 000 (£'000)
Dave Lews 201718 1,250 €5 313 2,275 gn 4.874
2016417 1.250 223 313 2.361 - 4147
Alan Stewart 01718 750 53 188 1,248 530 2769
2016/17 750 48 188 1.252 - 2,236

Annuatl bonus cutcomes (audited)

The Committee assessed each discrete element of the annual bonus separatety to form a rounded assessment of performance of the Executive Directors
at the end of the inancial year This resulted in 72 8% and 73 9% of the maximum bonus cpportunity being awarded to Dave Lewis and Alan Stewart
respectively Performance against each of the objectives for 2017/18 was assessed as follows

Financial performance in 2017/18 (80% of bonus maximum}

___ Performancetlargets o Vesting level _ Actual Payout

Measures (% maximuml _~ Underpin_ Threshold ~ Target _Stretch _ Threshold ~ Target Stretch ~  performance (% maximum)
Sales growth'® (50%) n/a  £49556m  £50057m  £50.558m 30% 50% 100% £501349m 296
Group operating prafit before £1.280m £1280m £1.472m £1663m 0% 50% 100% £1.61Im 260

exceptional items™ [30%)

“' Reparted on 8 continuing operations basis at constant exchange rates

Performance for the financiai elements of the annuat bonus has been strong with sales growth and Group operating profit before exceptional itermns
performance being between target and stretch

Individual performance in 2017/18 [20% of bonus maximum) (audited}
The Committee carefully reviewed the perfarmance of the Executive Directors against their Individual Objectives set at the beginring of the financial year
Details of how their performance towards these abjectives was assassed is set gut 1 the table below Further detads are prowide on page 57

Indmidual Objectve weighting  Aclual achievement Payout

Dave Lewis Obtain CMA clearance of the Backer Merger on the best terms 667% 667% 17 2%
Complete service model process and organisation changes 667% 500%
Accelerate cost reduction programme 6 67% 5 55%

Alan Stewart Obtain CMA clearance of the Booker Merger on the best terms 6 67% 667% 18 3%
Reduce net interest payable 667% & 67%
Delivery of the Finance Transformation Programme and reduce costs of 667% 500%

Goods Not For Resale

PSP vesting laudited)
The PSP award granted in 2015 will vest in July 2018 based on performance up to and including the 2017718 financial year The performance cutcome was
as follows

. Performance targets o vesting level _ Actual Payout _ Number of shares to vest™
Measures (% maxmum) Threshold Target Stretch Trreshold Target Stretch Performance {% maximum} Dave Lewis Alan Stewart
Relative TSR* (70%) Median Upper 25% Straight-line 100% Below 0%
performance quartile vesting between mechan
performance threshold and
stretch
Cash generation (30%) £6 6bn £70bn £7 3bn 25% 50% 100% £79bn 30% 472.621 267,793

W TSR was assessed against a bespoke group of FTSE 100 consumer business and services companies comprising Associated British Foods Compass Diageo Diwons Carphone Kinghsher
MES Mornsons Next, Reckitt Benckiser J Sainsbury, Unilever and whitbread
= Far the equivalent value in cash see the Single total figure of remuneration table above
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Corporate governance

Directors’ remuneration policy
- at a glance.

This part of the report and the Directors’ remuneration policy section commencing an page 50 set out the Remuneration Policy and have been preparad
in accordance with The Large and Medium-sized Companies and Groups (Accounts and Reports) (Amendment) Regulations 2013

What are the key elements of remuneration packages for 2018/19

Summary of key elements of 2018/19 remuneration packages
A summary of the proposed 2018/19 remuneration packages for the Executive Directors 1s set out below

Element of remuneration Dave Lewis o Alan Stewart Charles Wilson
Base salary £1,250.000 £750,000 £575,000
Pension Cash allowance in heu of pension Cash allowance in lieu of pension Cash allowance in lieu of pension

Annual bonus

of 26% of base salary
Maximum of 250%
of base salary

of 26% of base salary
Maximum of 225%

of base salary

of 20% of base salary
Maximurn of 200%

of base salary

Annua! bonus deferral

50% of bonus awarded deferred Into Tesco shares for three years

Performance Share Plan (PSP}

PSP term

Maximum of 275%
of base salary

Maximum of 260%

of base salary

Maximum of 225%

of base salary

Three year performance period and two vear post-vest halding period

Shareholding requ—\Fement

400%

300%

200%

How our proposed Remuneration Policy differs from our current policy

Summary of Remuneration Pclicy and proposed amendments
A summary of the proposed Remuneration Palicy and its changes s shown below The full policy 15 set on pages 50 to 55

Base salary Benehts Pension Annual bonus Performance Share Plan (PSP) Shareholding requirements
Main features of proposed policy
- Executive - Executive - Executive - Executive Directors - Executwve Directors can - The Group Chief

Directors receive a
base salary based
on the size and
scope of their
respensibilities and
their experience

- Salaries are
normally reviewed
annually, with
changes being
effective from
1July

- Paydecisions are
informed, but not
driven by external
benchmarking and
market data

Directors recesve
a number of core
benehts such as
company car, Iife
assurance and
health care
nsurance

an changes from previcus policy

Directors receive
acashallowance
in lieu of pension
the maximum
opportunity 1s 25%
of base salary for
current Executive
Directors and 15%
for new joiners

can be awarded an
annual bonus of up
to 250% of base salary
50% of any bonus
earned 1s deferred
Into Tesce shares

for three years
Performance is
measured against
financial metncs and
non-fnancial metrics
Clawback and malus
provisions apply

participate in a PSPwith a
maximum grant value of 350%
of base salary (2018419 grants
are 275% for the Group Chief
Executive, 250% for the Chief
Financial Officer and 225% for
the CEQ UK & ROI}
Performance is measured
against financial metrics and
non-financial metrics over a
three-year performance period
A subsequent two-year holding
period applies post vesting
Clawback and malus
provisions apply

Executive, Chief
Financial Officer and
CEO UK & ROl are
subject to a minimum
shareholding
requirement of 400%
300% and 200%

of base salary
respectively

- Nochange

- Ng change

- The cash
allowance In heu
of pension has
been reduced to
15% of base salary
for new joiners

No change

Performance measures have
been simplified and may
comprise & balance of financial
and non-financial measures
Stakeholder measures have
been removed from the PSP, but
included in the annual bonus

A two-year post-vesting holding
period has been ntroduced

- The Executive
Directors will now
be required to retain
all shares that vest
10 them until the
shareholding
requirement 1s met

Key

Fixed annual remuneration (salary + berefits + pension)

Short-term annual bonus

Long-termincentive plan

Shareholding requirements
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Directors’ remuneration report continued

Directors’ remuneration policy.

Policy report

The policy has been developed taking account of the principles of the UK Corporate Governance Code in relation to rernuneration The Committee also
takes significant account of guidelings 1ssued by the (nvestrent Association i85 Gfass Lews and other sharehoider bodies when setting the remuneration
framewark It alse seeks to maintan an active and constructive dialogue with investors on developments in the remuneration aspects of corporate
governance generally and any changes to the Company’s executive pay arrangements in particular

The proposed Remuneration Policy will be put to a binding sharehoider vote at the Annual General Meeting on 15 June 2018 and, subject to recewing majority
sharehelder support, the policy will operate from the date of approval and 1s intended to remain apphcable for the following three years infermation on how
the Campany intends tcimplement the proposed Remuneratian Pohcy for the current financial year is set gut in the Annual report on remuneration

Remuneration policy and strategy
The Committee’s underlying principle 1s that remuneration should align with, and incentivise delivery of the strategic plan, which aims to create long-term
sustainable performance and increased shareholder value

The proposed Remuneration Policy aligns to the strategic plan, particularly in terms of the targets chosen te incentivise management in the annual bonus
and PSP and the weighting of those targets it buifds on arrangements put in piace in 2015 that clearly iink to, and have heiped to Incentivise delivery of
Tesceo's turnaround plan. The imited changes to the current Remuneration Policy now proposed are intended to enhance further the link between strategic
delivery and remunerat,on outcomes

Tesco needs to pay competitively, aliowing it to attract and retain the talent capable of delivering its strategy and providing clear leadership There s

also a strong link between pay and performance, and consideration 1s given to environmental. social and governance risks when determining Director
remuneration Base salaries are normally set taking into account market median practice, while colleagues have the patental to earn total compensation

at 8 market upper quartile level where sustained business and personal cutperformance can be demonstrated Equally, where performance does not meet
business and personal targets then variable pay outcomes will be reduced, ultimately to zero Further details of our Reward principles are set out on page 47

Policy table

The following sets out the proposed Remuneration Policy

Base salary B
Purpose The role of base salary 1s to support the recruitment and retention of Executive Directors of the calibre required to develop and deliver the strategy
Base salary provides fixed remuneration for the rale which reflects the size ariscope of the E\xicutwe Directors’ responsubmt\esﬁ\d their expernence

_Ope@on The Committee sets base salary taking inta account

~ the ndwndual’s skills and experience and their performance
~ salary levels at leading FTSE companies and other large consurmer business companies in the UK and internatienally, and
- pay and conditions elsewhere in the Group

Base salary is normally reviewed annually with changes effective from 1.July. but may be reviewed more frequently if the Committee determines
. _thswsapproprate
Maximum  Executive Directors’ salary ncreases will normally be in ine with the typical level of increase awarded to other employees in the Group
Increases may be above ths level in certan circumstances such as
- where a new Executive Director has been appointed to the Board at a fower than typical market salary to allow for growth m the role, then larger
increases may be awarded to move salary positioning closer to typical market level as the Executive Director gains experience, or
o - where an Executive Director has been promoted or has had g change in responsibiities salary mcreases in excess of the above it may be awarded
“Measure n/a o T
aange " No charnge from previous policy -
_IBeneﬁtL___ o e
Purpose To provide a market-competitive levet of benefits for Executive Directors and to assist them in the performance of their roles

Cperation  The Committee sets benefil provision at an appropriate market-competitive level taking into acCount the individual’s home junsdiction. the B
junsdiction in which the individual 1s based. typical practice and the levei of benefits provided for other employe&sin the Group

Core benaefits - Benefits currently include car henefits security costs, health insurance and tife assurance Other agproprate banefits may be
provided from time to time put will not be significant

Executive Directors shall be reimbursed for all reasonable expenses and the Company may settle any tax incurred in reiation to these
Alfi-employee share plans - Executive Directors are eiigible to participate in the Company’s ali-employee share schemes cn the same terms

as other colleagues

Mobliity policy - Where an Executive Director 1s required to relocate 10 perform therr role, they may be offered appropriate relocation allowances
and internaticnal transfer-related benefts where required

“Maximum  The overall level of benefits will depend on the cost of providing indmidual items and the indwidual’s mrcumsﬁ:e?and therefore thereisna
maximurmn level of benefit
@sure n/a
Change No change from previaus palicy
“Pension_
Purpcse To provide an appropriate level of retirement bengfits as a part, of a holistic benefit package
Operation  Executive Directors recewve a cash allowance in eu of pension or a contribution into a Defined Contribution scheme
Maximum  Maximum cash in lieu of pension or contribution of 15% of base salary for any newly ired Executive Director

Maximum cash in lieu of pension er contribution of 25% of base salary for Dave Lewis and Alan Stewart and 20% of base salary for Charles Wilson
under previous arrangements

Measure  n/a

Change The policy has been amended to reflect the fact that new Executive Directors receve a maximum of 15% of menbumon and/or
cash in ieu of pension
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Annual bonus

To reward Executive Directors for the delivery of Tesco's annual financial. opEwatwona\ and strategic goals Deferral into Tesco PLC shares ;;r;ovwdes

Purpose
algnment with shareholders -~~~ N n
Bperat!on The annual bonus is normally delivered
- 50% in cash; and
- 50% in shares which are deferred for three years
Performance is assessed over a inancial year
The Committee determines the level of bonus taking inte account perfermance against targets and the underlying performance of the business
Maximum  Maximum annual bonus opportunity of 250% of base salary
For details of award levels for 2017/18 see the Annual report on remuneration on pages 56 and 57
Measures  The annuai bonus may be based on a mix of financial cperational, sﬁateg\c and individual performaﬁcgmeasures At least 70% of the bonus will
be based on financial performance
Payment of the annual bonus will be subject to meeting a inanaial underpin
The Committee determines the exact metrics each year depending on the key goals for the forthcorming year
Normally arcund 30% of the bonus is paid for threshold performance. around 50% of the bonus 1s paid if target levels of performance are delivered
with the full bonus being paid for deiivering stretching levels of performance These vesting levels may vary each year depending
on the stretch of targets set
The Committee sets bonus targets each year ta ensure that they are appropnately stretching in the context of the business plan
Charge No change from previous policy _ - _ .

Perfarmance Share Plan

Purpose

To reward Executive Directors for achieving Tesco's long-term strategy and creating sustanable sharehoclder valu_e”ahgnmg the econamic interests
of Executive Directors and shareholders

Operation

Awards normally vest based on pgrforrnance over a period of not less than three ye;rs {uniess the Committee determines ctherwise)
The Committee has the discretion to amend the final vesting level If 1t does not consider that it reflects the underlying performarnce of the Company
All vested shares. net of any tax labilities will be subject to a further two-year holding period after the vesting date

Maximum

The maximum annual award that can be granted under the PSP 15 350% of base salary
For detais of award levels for 2018/19 see the Annual report on remuneration on page 58

Measures

Awards vest based on financial or strategic performance conditions (the satisfaction of which s determined by the Committee)
At least 50% of the PSP will be based on financial metrics

The current measures are diluted EPS from continuing operations (50%) and free cash flow (50%) as set out on page 58

Any substantial or significant change to measures will be subject to shareholder consultation

For threshold levels of performance up to 25% of the award vests. Increasing to 100% of the award for stretching performance

The Committee sets targets each year so that targets are stretching and represent value crestion for shareholders while remaining motivational
for management

Change

The policy has been amended to introduce diluted EPS as a performance mesasure for the PSP instead of relative TSR free cash flow has been
introduced as a performance measure instead of retal cash generated from operations and stakehotder metrics have been removed and
incorporated into the annual bonus

The policy has been amended to add a two-year holding period to the PSP post vesting Executive Directors may sell sufficient shares to satisfy the
tax liability on exercise but must retain the net number of shares untl the end of the two-year period
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Directors’ remuneration policy continued

Information supporting the policy table

Shareholding guidelines

Tesco operates shareholding guidelines of 400% of base salary for the Group Chief Executive 300% for the Chief Financial Officer and 200% for the

CEQ. UK & ROl and members of the Executive Commuttee Executive Directors are reguired 1o retan all shares that vest to them net of any tax habiity, whether
from the annual bonus or the PSP, until the relevant shareholding guideline s satisfied The Committee may waive this requirement for certain exceptional
personal circumstances

Dividend equivalents
Dividend equivalents are payable on deferred annual bonus and PSP awards that vest

Clawback and malus provisions

The Committee has the discretion to scale back deferred share awards and PSP awards prior to the satisfaction of such awards in the event that results
are materially misstated or the participant has contributed to sericus reputational damage of the Company or one of its business units or thew conduct
has amounted to seripus misconduct or fraud

where PSP awards are settled prior to the ffth anniversary of the grant of the award. the Committee shall have the discretion to clawback awards up to the
hfth anniversary ¢f the grant of awards in the circumstance described above

Cash bonus payments can aiso be ‘clawed back ' in the circumstances described above up to the third anniversary of payment

Timing of target disclosure
Targets for the PSP are disclosed on ar before the grant date of the award Targets and performance against thesa for the annual bonus are disclosed
in the year following the start of the performance period

Terms of share awards
The Committee may amend the terms of awards or the rules of share plans within the scope defined in the rules of the plans

For share awards. in the event of a vanation of the Company's share capital or a demerger. delisting, special dividend, nghts 13sue or other gvent, which
may. in the Committee's opinion affect the current or future vaiue of awards, the number of shares subject to an award may be adjusted

The Committee may amend perfarmance targets in accordance with the terms of an award or if @ transaction or event occurs which causes the Committee
to consider (taking inte account the interest of shareholders) that an amended performance condition would be more appropriate and would cantinue
to achieve the original purpose and be no less challenging to achieve

Payments outside policy

The Committee reserves the right 1o make any remuneration payments and payments for loss of office (ncluding exercising any discretions available to
it in connection with such payments! notwithstanding that they are not in hine with the proposed Remuneration Policy set out in this report where the terms
of the payment were agreed {)) before the palicy came into effect or (1) at a time when the relevant indivigual was not a Director of the Company and i the
opmion of the Committee, the payment was not in consideration for the individual becoming a Director of the Company For these purposes ‘payments’
includes the Committee satisfying awards of vanabie remuneration and an award over shares 1s "agreed’ at the time the award 18 granted

External appointments
Executive Directors are permitted to hold one approved non-executive directorship of another company and to retain the fees earned from such appointment

Minor changes
The Committee may make minor changes 1o this policy for regulatary, exchange centrol tax or administrative purposes or 1o take account of a change
in legislation without seeking shareholder approval for that amendment

Remuneration outcomes in different performance scenarios

The total remuneration opportunity for Executive Directors s strongly performance based and wenghted to the long term The charts below illlustrate the
total remuneration of Executive Directors under three assumed performance scenarics
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Performance scenarios

o Group Chief Executive Chief Financial Officer CEC UK & RO
Annual bonus (% of base salary) 250 225 200
PSP (% of base salary) _ o 275 . 250 i 225
Minimum No annual bonus payout
No vesting under the Performance Share Flan i
Cn-target performance 50% annual bonus payout
- 50% Performance Share Plan vesting o
Maximum performance 100% annual bonus payout

100% Performance Share Plan vesting

No share price growth or the payment of dwvidend equivalents has been assumed Potential benefits under all employee share schemes have not
been included

Fixed pay 1s based on current values as set cut iIn the table below

Base salary Benefits'* Pension Total fixed pay
Group Chief Executive - Dave Lews [£'000} 1.250 65 313e 1628
Chief Financial Officer - Alan Stewart (£°000) 750 53 188! el
CEQ UK & ROl - Charies Wilson (£'000) 575 b 15" 743

@ Benehts for Dave Lewis and Alan Stewart are a5 set out in Single total igure of remuneration on page 48 and for Charles Wilson are an average of Dave Lewis and Atan Stewart's figures
o 25% of base salary
= 20% of base salary

Remuneration policy for new hires

When hiring a new Executive Director the Committee would generally seek to align the remuneration package with the Remuneration Policy outhined in

this section The Committee will set base salary taking into account all relevant factors including the experience and calibre of the candidate the candidate’s
current reward opportunity and the junsdiction the candidate was recruited from Incentive opportunity will be in ine with the policy maximums {1 e total
maximum mcentive opportunity of 600% of base satary}

The Committee may make additional awards when appointing an Executive Director to 'buy out’ remuneration terms forfeited on leaving a previous employer
The Committee will look to do so on a “like-for-like” basis with the awards forfeited. taking account of relevant factors including any performance conditicns
attached tc these awards the formin which they were granted (e g cash or shares) and the time over which they would have vested

To facilitate buyout awards in the event of recruitment the Committee may grant awards to a new Executive Director under Listing Rule 9 4 2 which aliows
for the granting of awards to facilitate in unusual circumstances the recruitment of an Executive Director. or under other relevant company incentive plans

The Company will pay legal fees incurred by any new Executive Directors in respect of therr appomntment

In the event that an internal candidate were to be promoted to the Board legacy terms and conditions wauld normally be honoured including pension
entitlements and any outstanding incentive awards

In the event of the appointment of a new Chair or Non-executive Director remuneration arrangements will reflect the policy outlined on page 55
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Directors’ remuneration policy continued

Executive Director service agreements and policy on Executive Directors leaving Tesco

When determining leaving arrangements for an Executive Director the Committee takes into account any contractual agreements including the provisions
of any incentive arrangements. typical market practice and the performance and conduct of the indvidual

The following table summarises Tesco's policy in relation to Executive Director service agreements and payments in the event of loss of office

Provisicn Current service agreements
Notice period Up t0 12 months’ notice by the Company and by the Executive Director
For new appointments, the Committee reservas the nght to vary this period to 24 months for the initial pened of
appointment and for the notice peniod to then revert to up to 12 months after the initial 12 months of employment
Expiry date Dave Lewss, Alan Stewart and Charles Wilson entered into service agreements with Tesco PLC on 19 July 2014,
9 July 2014 and 5 March 2018. respectively
These are roiling service agreements with no fixed expiry date
Dave Lewis and Alan Stewart are entitled to 12 months’ notice and Charles Wilson six manths’ notice by the Company
and are themseives required to give six months’ notice o
Termination payments {does not apply  If the Company terminates an Executive Director’s agreement without full notice or it 1 terminated by an Executive
if notice 1s provided, as per the service  Director iIn response to a serious contractual breach by the Company. then the Executve Director has the right to
agreerment. or for termination by reason  a termination payment to reflect the unexpired term of the notice
of resignation or unacceptable Any termination payment in liel of notice will be based on base salary and benefits only. plus any statutory rights
performance or conduct) .
Termination payments will normally be subject to mitigation and pad in instalments The Company’s obligation
to continue making phased termination payments will cease when the Executive Director commences
__ ahernatve employmert
The Comrmttee may require an Executive Director to work during their notice period or may choase to place him
or her on garden leave.
The Committee may determine that an Executive Director may remain eligible to receive a pro-rata bonus for the
fimarncial year in respect of the periad he or she worked The Comnttes will determine the level of bonus taking into
account time 1n active ermployment and perfarmance
The Cempany may reimburse for reasonabie legal expenses in the event the Executive Director leaves by mutual consent
Directors and Officers insurance for a speciied period following the Executive Director termination date may be provided
Where an Executive Director has been recruited from overseas the Company may pay for repatriation

Other information

Service agreements of the Executive Directors are available to shareholders to view at the Company's registered office

Share plan rules - leaver provisions

The treatment of outstanding share awards in the event that an Executive Director leaves is governed by the relevant share plan rules The foliowing

table summarises leaver provisions under the exacutive share plans for good leavers all awards will normally lapse except for good leavers In specific
circumstances the Committee may exercise its discretion to modify the policy outlined to the extent that the rules of the share plan allow such discretion
The Committee will not exercise discretion to allow awards to vest where the participant 1s dismissed for gross misconduct Where an Executive Director
Jeaves as a result of summary dismissal they will forfeit outstanding share incentive awards

‘Good leavers’ are those who have ieft the Company due to injury, li-health or disability. death redundancy, retirement, the entity which employs
the Executive ceasing to be part of the Group or any other reason determined by the Committee taking into account the circumstances of departure
and performance

Shareplan VGood leavers as getermined by the Committee in accordance wﬂil’ﬂL_an rules o o
Executive Incentive Plan 2014 ~ Unvested awards vest at cessation Committee has discretion to defer vesting to the normal vesting date

{deferred bonus shares)

Performance Share Plan 2011 — Unvested awards normally vest on the normal date, pro-rated for time. and will take inte account performance achieved.

- Shares in the holding period will continue to be held untl the end of the two-year holding period or the second
anniversary of the departure date whichever 15 sooner, with the exception of death in which case shares will be
- released to the estate . o
All-employee share plans - Leaver provisions under al-employee share plans are determined in accordance with HMRC approved provisions

Other vesting circumstances
Awards may also vest early To the extent determined by the Committee if

1 Aparticipant s transferred to a country, as a result of which the participant will suffer a tax disadvantage or become subject to restrictions on his or her
award (under the PSP and Executive Incentive Plan 2014), or

2 Inthe event of a takeover, winding-up or other corporate event affecting the Company, which may affect the vaiue of share awards {such as a demerger
or dividend 1n specie)

The number of shares under an award which vest in these circumstances will be determined by the Commuttee In the case of the PSP, when determining
the level of vesting the Committee will consider performance and the ume elapsed since grant In the case of the deferred bonus shares {under the
Executive Incentive Plen 2014) awards will vest in full
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Remuneration policy for Non-executive Directors

Approach to setting fees Basis of fees Other items
- Fees for the Non-executive Chairman and - Non-executive Director fees policy 1s to pay - The Nor-executive Directers are not entitled to
Non-executive Directors are set at an appropnate a basic fee for membership of the Board. participate in the annual bonus or Performance
level to recruit and retain Directors of a sufficient - an additional fee for the Chair of a Committee Share Plan
calibre to guide and influence Board level decision and the Senior Independent Director to take into - The Non-executive Directors have the benefit
making without paying more than s necessary account the additional responsibilities and time of Directors’ and Officers’ habiity insurance and
- Fees are set taking into account the following factors commitment cf the role. and prowision of an indemnity and staff discount on the
the time commitment required to fulfil the - an additional fee for membership of a Committee  same basis as other employees The Board may
role. and to take Into account the additional responsibiities  Introduce additionat benefits for Non-executive
+ typical practice at other companies of a similar and time commitment of the role Directors if it 1s considered appropriate to do so
size and complexity to Tesco - Additional fees may be paid to reflect additional - The Non-executive Chairman may have the benefit
- Non-executive Directors’ fees are set by the Board  Board or Committee responsibilities as appropriate  of a company car and driver, home securnity, staff
and the Chairman’s fee s set by the Committee - Non-executive Directors may also serve cn the discount and healthcare for himself and his
{the Chatrman does not take part In any discussion  board of Tesco Personal Finance Group Limited partner The Committee may intreduce additicnal
about his fees) Such Non-executive Directors also receive a basic benefits for the Chairman if it 1s considered
- Fees are reviewed by the Board and the Committee  fee for serving on this board and additional fees appropriate o do so
at appropriate intervals for Committee membership in ine with other - The Company may reimburse the Non-executive
- Fees paid to the Non-executive Chairman and members of this board Fees for membership Charrman and Non-executive Directors for
Non-executive Directors may not exceed the of the board of Tesce Personal Finance Group reasonable expenses in performing their duties
aggregate imit of £2m set cut in the Company’s Limited are determined by the board of Tesco and may settle any tax incurred in refation to these
Articles of Association Personal Finance Group Limited and are reviewed - The Company will pay reasonable legal fees
at appropriate intervals for advice inrelation to terms of engagerment
- The Non-executive Chairman recelves an - If a Non-executive Director 1s based overseas
all-inclusive fee for the role then the Company would meet travel and
- Where significant travel s required to attend Board  accommodation expenditure as required to
meetings, additicnal fees may be paid to reflect fulfil nen-executive duties and may settle any
this additional time commitment tax incurredn relation to these

Non-executive Director letters of appointment

Mon-executive Directors have letters of appointment setting out their duties and the time commitment expected Appeintments are for an imual period
of three years after which they are reviewed The unexpired term of Non-executive Directors” appontments can be found on page 62 In line with the UK
Corporate Governance Code all Non-executive Directors submit themselves for re-election by shareholders every year at the Annual General Meeting
All Non-executive Directors’ appantments can be terrminated by either party without notice Non-executive Directors have no entitlement to compensation
on termmation Non-executive Directors letters of appointment are avallable for shareholders to view at the Company s registered office

Considering colleagues’ views
while the Committee has not consulted colleagues directly when developing the proposed Remuneration Policy, a significant portion of colleagues
are shareholders 5o are able to express their views in the same way as cther shareholders

The Company undertakes an employee engagement survey which occurs annually across Tesco's global operations and semi-annually for colleagues
Inthe UK This survey asks for feedback and comments on many aspects of employment with Tesce including employee reward and benefits This insight
combined with feedback gleaned fram social media channels forms a key part of shaping future plans and taking action to improve

The Committee reviews information regarding the typical remuneration structure and reward levels for other UK-based employees to provide context
when determining the proposed Remuneration Policy

Consldering shareholders’ views

The Committee believes that it 1s very important to maintain an open dialogue with shareholders on remuneration matters The Committee regularty
consults major shareholders regarding potential changes to remuneration arrangemeants and the views of shareholders are important in determining any
fingl changes Going forward, the Committee will continue to haise with shareholders regarding remuneration matters rmore generally and Tesco arrangements
asappropriate It isthe Committeg’s intention to consult major shareholders in advance of making any material changes te remuneration arrangements for
Executive Directors
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Directors’ remuneration report continued

Annual report on remuneration.

The following pages and the At a glance section which together form the Annual Report on Remuneration, have been prepared in accordance with Part 3
of The Large and Medium-sized Companies and Groups lhccounts and Reports} (Armendment) Regulations 2013 and Rute 9 8 6 of the Listing Rules The Annual
Report on Remuneration and the Annual Statement from the Remuneration Committee Chair will be put to an advisory shareholder vote at the Annual General
Meeting on 15 June 2018

Fixed remuneration

Salary

The Committee considered the Group Chief Executive’s and Chief Financial Officer’s base salaries during 2017/18 taking into account pay review budgets across
the Group As a result, the Committee deterrned that the base salaries for Dave Lewis and Alan Stewart would remain unchanged 1n 2018/19 The base salanes
of Dave Lewis and Alan Stewart have remained unchanged since their dates of appomtment in 2014

Dave Lew:s Alan Stewart
Base salary 2018719 201718 201819 201718

Benefits

Fach Executive Director received a car or cash allowance and the benefit of a driver The Company also provided health insurance and fg assurance, and
security costs (to Dave Lews) In 2016/17 Dave Lews recewved relocation support of £142,000 (2017/18 nil) Details of benefits pard in 2017/18 are set out In
At a glance on page 48

Pension
Dave Lewis and Alan Stewart received a cash aliowance In leu of pension of 25% of base sailary

Dave Lewis Alan Stewart

2017418 ] 2016/17 201718 2018/\7

Pension

2017/18 variable remuneration

2017/18 annual bonus payouts for the Executive Directors

In determining the final level of bonus payable the Committee considered the wider performance of the Group and noted that managerment were continuing to
make fundamental improvements in the way we serve customers rmade strong progress against the six strategic drivers completed the merger with Booker
and reinstated the dwvidend On this basis, the annual bonus will pay out at 72 8% of the raxmum for Dave Lews and 73 9% of the maximum for Alan Stewart

In accordance with the approved Remuneration Policy. 50% of the payouts will be deferred into Tesco shares for three years. subject to continued employment

Executive Directors

Total annual bonus payaut in 2017/18 (audited) - o . o Davelews Alan Stewart
Stretch bonus:opportunlty (% of base salarylii T 250% 225%
Actual bonus (% of maximum) 72 8% 73 9%
Actual bonus (% of base salary) 182% 166%
Actual bonus [£'000) 2.275 1247
Deferred into shares (50% of actual bonus) (E£'000) 11375 6225
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2017/18 achievement of individual objectives

Executive Director

Booker

Qrganisation changes

Costs

Dave Lewis

In December 2017 the Booker merger
received clearance from the Competition
and Markets Authonity {CMA} Clearance
from the CMA, which was the measure
for this element of bonus was achieved
unconditicnally As a result of this
perfarmance the maximum payout

was achieved of 6 67%

Action taken this year to simplhfy the
business included moving 1C a new service
model in our offices in the UK followed by
similar changes in Central Eurcpe and the
successful organisation restructure in stores,
engagement centres and Head Office The
completion of these changes was ahead of
target of completion by December 2077 but
below stretch of campletion by September
7017, and fed (o a payout of 5 00%

During the year cost savings of £594m were
generated towards the £1 5bn medium-term
target This was above target of £557m but

below stretch of £613m. and resulted

In a payout of 5 55%

Executive Director

Booker

Balance sheet

Financials

Alan Stewart

As above, maximum payout of 6 67%

During the year an annual intarest saving
of £50 5m was generated primarily through
the early repayment of bonds This was
ahead of target of £30m and stretch of
£50m and resulted n a maximum payout

The Finance Transfermation programme
remains on track, with costs below budget
This element resuited in performance
between target and stretch

Cost savings generated from Goods Not

of 6 67% For Resale of £136m were shghtly below

stretch of £141m. but above target of £120m
Payout between target and stretch was
achieved of 5 00%

' Details of the outturn of the Anancial performance metrics for the 2017/18 annual bonus are set out In At a glance on page 48

2017 PSP award grant (audited)
The following summarises the PSP awards made to Dave Lewis and Alan Stewart in 201718

Thresheld  Stretch vesting
Gross number Face value Face value?® vesting % of face End of
Type cf award Date of award of shares (5 of base salary] £} % of face value) valugl vesting period
Dave Lewis Nil cost options subject to n/05/17 1909 722 275% 3,437,500 20% 100% 1/05,20
performance conditions
and continued employment B
Alan Stewart Nil cost options subject to n/05/17 1041666 250% 1,874,999 20% 100% n/05/20

performance conditions
and continued employment

= The face value has been calculated using the closing price on grant of 180p (11 May 2017) The range of the Company s share price for the year was 166p to 214p
* The table shows the maximum number of shares that could be released It awaros were to vest in full
= Detarls of the performance measures and targets applying to the awards were sat outin last year s annual report

Implementation of policy in 2018/19

2018/19 salary
The base salaries of Dave Lews. Alan Stewart and Charles Wilson will remain unchanged in 2018/19 at £1.250.000 £750 000 and £575.000. respectively

2018/19 annual bonus awards
The maxmurn annual bonus opportunity and performance measures for each of the Executive Directors for 2018/19 are as follows

Executive Director Maxwmumgpportumty

Dave Lews 250%
Alan Stewart 225%
Charles Wilson 200%
Measures . L _ weighting
Sales growth A40%
Group operating profit before exceptional items 40%
Strategic Objectives, Including stakeheolder measures 20%
Group operating profit before exceptional items Underpin

The strategic objectives for Dave Lewis Alan Stewart and Charles Wilson include stakeholger measures relating to colleagues. customers and supplers
Banus 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 disclesure of the targets and the performance against
these targets on a retrospective basis in next year's Annual Report at the same time that the bonus outcome 15 reported

In relation to exchange rates, the 2018/19 targets were set based on 2017/18 average actual foreign exchange rates Performance against these targets
will be measured based on the same rates in order to ensure consistent treatment of foreign exchange in both targets and actual performance Toensure
that Executive Directors are not incentivised to grow sales at the expense of satisfactory profitability a Group operating profit underpin will continue to
be applied to the annual bonus below which no portion of the bonus will be paid The impact of the merger with Booker Group an the Group's performance
has been incorporated into the 2018/19 annual honus targets
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Directors’ remuneration report continued .

Annual report on remuneration continued

2018 PSP award grant
As set out In the proposed Remuneration Policy commencing on page 50 the value of the PSP awards to be granted to each Executive Director in 2018 and

corresponding performance measures are as follows

Execulive Director Maximum opportunity

Dave Lewis 275%
Alan Stewart 250%
Charles Wilson 225%
Performance measure Befinuon of measure
EPS Diluted earnings per share from continuing operations before exceptional items, net pension finance costs and far
value remeasurements on ﬁn?ncxa\ instruments L
Free cash flow Free cash flow includes all cash flows from operating and investing activities, and the market purchase of shares

in relation to share schemes The following items are excluded investing cash flows that increase/decrease items
within Group net debt, and cash flows from major corporate acquisitions and disposals This measure reflects the
cash avallable to shareholders

Both financial measures are defined in the same manner as the reported alternative performance measures as set cut on pages 150 to 152.

The corresponding incentive targets aver the three-year performance period are

Thraeshold Target Stretch
- Perfarmance — Perfo-rmam:er - Vesting Perforﬁc:
Performance rneasure Weighting vesting level required vesting level required level required
Ers 50% ) 269% 18 0p 50% 217p 100% 24 dp
“Free cash flow _ 50% 5% £37bn 50% £4 6bn 100% £5 5bn

Performance targets are set taking Into account internail budget forecasts. the Long Term Pian. external expectations and the nged to ensure that targets
remaimn motivational The impact of the merger with Booker Group on the Group’s performance has been incorporated into the 2018 PSP targets

2018 PSP award grant
Awards made to Dave Lew!s, Alan Stewart and Charles Wilson in 2018 will be reported in next year's Annual Report

Dividend equivalents
Awards will incorporate the right (in cash or shares) to receive the value of dividends between grant and exercise 1n respect of the number of shares
that vest The calculation of divigend equivalents will assume reinvestment of those dividends in Company shares on a cumulative basis

Qutstanding PSP awards
Following completion of the merger with Booker Group on 5 March 2018, the Committee will consider amendments to the targets of outstanding PSP awards
to reflect the impact of the merger on the Tesco business going forward and to ensure targets remain suitably stretching
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Performance graph

The following chart illustrates the performance of Tesco measured by Total Shareholder Return (share price growth plus dividends paid) against the FTSE 100,
which 1s 8 broad market index of which Tesco 15 a constituent, over a period of nine years An additional ine to illustrate the Company's performance
compared with the FTSE 350 Food and Drug Retailers index aver the previcus nine years 1s also included

while Total Sharenolder Returns have been increasing for Tesco in recent years. the peried covered by the chart reflects a period of significant corporate
change, Including the decision to make a significant reinvestment in our customer offer and withdraw the dividend in 2015 10 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 significant price competition and cost inflation Tesco 1s 1n & strong position to deal with these challenges and
reflecting improving performance and confidence In the future prospects for the Company the Board reinstated the dividend during the current financial year

Managing executive pay

Tesco focuses on executive pay in the context of the overall spend on remuneration across the Group The table below sets out a key trend since the current
Executive Directors [oined the business in 2014 reflecting both a reduction in the numbers of those serving on the Executive Committee and a focus on
costs

The table shows that over the period from July 2014 to the end of February 2018

- Executive Committee base salary costs as a proportion of the total Group spend on remuneration fell by a third from 018% to 0 12% and
- the average total reward package for each colleague across the Group, mclusive of vanable pay outcomes, rose by around 15%

Tesco will continue to focus on the relationship between executive pay and the wider workforce in the period ahead and we intend to develop further
our disclosure on this topic
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Annual report on remuneration continued

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 benefcial interests) and a summary of outstanding

share awards

Unvested Viested but
deferred unexercised
Crdinary Ordinary annual bonus Unvested PSP mil cost Unvested ml
shares shares opltions awards options not COSt Opions Current,
beneficially beneficially subject to subject to subjecttc  notsubjectto shareholding
owned owned continued performance performance perfarmance (% of base
Executive Director 8t 25/02/17 at 24/02/18 employment conditions canditions conditions salary}
Dave Lewis 101 870 103,346 1,604,104 5,668,384 2,151,647 - 344%
Alan Stewart 51,813 53 033 B59.948 3 091,849 838,158 57,255 269%

Shargholding
reguirement
(% of base
salary)

300%

400%

&t yvalue of Executive Directors’ shareholdings based on the three-maonth average share price to 24 February 2018 of 205p
= vested and unvested options include dividend equivalents added since the date of grant
“ ghares used to determine the sharehokding guideline are shares beneficially owned and shares held in plans which are not subject to performance conditions on 2 net of tax basis

Director share interests occurred in the period

' Between 25 February and 10 April 2018 Dave Lews and Ajan Stewart both acquined 68 partrerstup shares under the all-empioyee Share Incentive Plan No other changes in Executive

In accordance with the approved shareholding guidelines, Dave Lews and Alan Stewart have five years to meet the guidelines (i e until 1 September and
23 September 2019, respectively] Since appointment. Dave Lewis and Alan Stewart have made material progress towards meeting the guideiines and are
expected to meet them within the allotted time period Under the proposed Remuneration Policy Executive Directors will be required to retam all shares

that vest, net of any tax labihties until the requirement 1s met

Executive Committes members are required to build up a shareholding of 200% of base salary in Tagco shares within five years of appointment to the
Executive Committee As at the date of thus report, this had been met by all Executive Committee members, except Jane Lawrie, Alessandra Belini and
Matt Simister who were appointed on 10 Octeber 2016, 1 March 2017 and 1 Apnl 2017, respectively In line with the Executive Directors, under the proposed

Remuneration Policy. Executive Committee members will be required ta retain all shares that vest until the requirement 1s met

As at 10 April 2018, Charles Wilson hield 113,675,542 Tesco shares significantly exceeding nis sharehoiding guideline of 200% of base salary In accordance
with the terms of his Lock-up Agreement these shares will be held by im for five years from & March 2018

Executive Directors’ interests in share awards

EEnmal year awards vesting in 2014/15 2015/16 2018/17 2017718 2018/19 2019/20 2020/
Dave Lewis - )

Vested awards 454 694 811205 613,365 472 383 - - -
Options subject to service - - - - - 939.720 655.815
Options subject to performance and service (PSP} - - - - 1.566 987 2,161,405 1909722
SAYE options lexercise price £1 51) - - - - 1,920 - -
Alan Stewart

Vested awards - 254,231 328.841 255086 - - -
Options subject to service - - - - 56 950 507 449 347,906
Options subject to performance and service (PSP) - - - - 854.720 1178.948 1041 666
SAYE opticns (exercise price £1 51) - - - - 1920 - -

' No options lapsed or were exercised by Dave Lewis in 2017/18

® 308 543 nil cost options granted to Alan Stewart on 24 October 2014 as part of a buy out agreement for share options forfeited on leaving his previous employer lapsed n 2017/18

No options were exercised by him in 2017/18
= All options lapse 10 years after grant
" Vested awards include dividend equivelents added since the date of grant

Change in Group Chief Executive remuneration compared with changes In colleague remuneration
In the UK. the total reward package for a typical customer assistant 1s ahead of the voluntary Living Wage on a national basis and the same hourly rate 1s paid
to all colleagues regardiess of age The Company is committed to 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 caolleague from 2016/17 to 2017/18
The Committee decided to use UK colleagues as the appropriate comparator group as pay changes across the Group depending on local market condihions
UK colleagues constitute the majority of Tesco's colleagues and the Group Chief Executive is predominantly based in the UK. albeit with a global role

and responsibilities

Salary
(% change from

2016/17 to 2017/18)

Benehts
{% change from

2016/17 to 2017/18)

Bonus
1% change from

201617 to 2017/18)

Group Chief Executive
Average UK colleague

0%
5 26%

0%
0%

B6%

13)%

Bonuses for 2017/18 for UK eligible colleagues paid out on average at 68% of the maxmum bonus opportunity {2016/17 82%)
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Group Chief Executive remuneration history

2008410 201041 20112 2012413 2013714 2014/15 2016716 2016/17 2017/18
Sir Terry Sir Terry Philip Phihp Phnl<; —FT'IIE Dave Dave i Dave Dave
7Leahv Leahy Clarke Clarke Clarke Clarke Lewis'™ Lew!s Lewis Lewis
Group Chief Executive single 7100 7150 4,595 1,280 1634 764 4133 4.632 4,147 4,874
figure of remuneration (£'000)
Annual bonus outturn B9% 75% alrAly 0% 0% 0% n/a 96% 76% 73%
(% of maximum award}
PSP vest % of maxumum award} 83% 75% 46 5% 0% 0% 0% n/a n/a n/a 30%
Share option vesting 100% 100% 100% 0% n/a n/a n/a n/a n/a n/a

{% of maximum award)

W Philip Clarke elected not to take a bonus for 2011412 and left the Board on 1September 2014

" The single fiigure total for 2014/15 includes one-off buyout awards made to Dave Lews to compensate him for awards forfeited from his previous employer The awards were made
based on the expected value of the awards forfeited takinginto account performance at his previous employer and delivered in restricied shares which vest subject 1o continued
emplayment by Tesco Since these were awards related to previous employment. and not subject to Tesco performance conditions thereis no direct alignment with Tesco's
performance in 2014/15 The awards had no rmpact on the single hgure for 2015/16 or any future years

Relative importance of spend on pay
The chart shows total colleague pay compared with distributions to shareholders and for further context, Group operating profit before exceptional items
Tesco's colleagues are essential to how the Company does business and meets the needs of its customers In 2017/18 Tesco employed, on average, 448,988

colleagues across the Group (2016/17 464 520}

Total employee pay Includes wages and salanes, social security pension and share-based costs at actual exchange rates {(£7 233m in 2017/18 and £7 362m
In 2016/17 - see Note 3 of the financial statements) Distributions to shareholders include interim and final dividends paid in respect of each financiat year
{Enilin 2016/17 and £82m in 2017/18) [see Note 8 of the financial statements) There were no share buy-backs in 2016/17 or 2017/18

Further information on remuneration in 2017/18

Payments to former Directors and for loss of office {audited)
There were no payments made to former Directors that exceeded the de mimimis threshotd of £10 000 set by the Company There were no payments for loss

of office made to Directers inthe year

Risk management

When developing the remuneration structures the Committee considered whether any aspect of these might encourage risk taking or inappropriate
behawviours that are Incompat ible with Tesco's values and the long-term interests of shareholders If necessary the Committee would take approprate
steps to address this The Committee also has the discretion to apply malus and clawback in certain circumstances

Qutside appointments
In 2017418, Alan Stewart recewved £92.000 (2016/17 £92 0001 in fees and a product allowance of £1,250 as a non-executive director of Diageo plc He does not

receive any fees as a Director of Tesco Personal Finance Group Limited (Tesco Bank}

Funding of equity awards

Executive Director incentive arrangements are funded by a mix of newly 1ssued shares and shares purchased in the market Where shares are newly 1ssued
the Company complies with Investment Association dilution guidelines on their 1ssue The current dilution usage of discreticnary plans 1s 2 6% of shares in
Issue Where shares are purchased in the market, these may be held by Tesco Employees’ Share Scheme Trustees Lirmited or Tesco International Employee
Benefit Trust in which case the voting nghts reiating to the shares are exercisable by the Trustees in accordance with their fiduciary duties At 24 February 2018

the Trusts held 13,311,503 shares
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Annual report on remuneration continued

Implementation of remuneration policy for Non-executive Directors in 2017/18

Non-executive Directors’ dates of appointment

Appaintment end date ir accordance

Director o Date of appointment Notice penod with letter of appointment o
John Allan 1 March 2015 “Nene AGM 208
Mark Armour 2 September 2013 Nore AGM 2018
Stewart Gilldang 5 March 2018 None AGM 208
Steve Golsby 10ctober 2016 Nene AGM 2018
Byron Grote 1May 2015 None AGM 2018
Mikael Olsson 1 November 2014 Nene AGM 2018
Deanna Oppenheimer 1March 2012 Nane AGM 2018
Stimon Patterson 1April 2006 None AGM 2018
Alison Platt 1 April 2016 None AGM 2018
Lindsey Pownall 1Apnl 2016 None AGM 2018

Non-executive Director fees

Non-executive Director fees are reviewed periodically by the Board, with the last increase taking effect from 1 March 2017 Non-executive Director fees will be
reviewed n 2018/19, with any changes taking effect from 1 March 2019 The structure of fees paid to Non-executive Directors in 2018/19 will remain unchanged
from the prior year as set ocut below

Basic fee £72000p a
Additional fees

Senior Independent Director £27000p a
Chairs of the Audit Cecrporate Responsibility or Remuneration Committees £3.000pa
Membershup of Audit, Corperate Respansibiiity, Nominations and Governance or Remuneration Commuttees £12 500 p a for each Committee

The Company reimburses the Directors for reasonable expenses in performing their duties and may settle any taxincurred in relation to these The Cornpany
will pay reascnable legal fees for adwice in relation to terms of engagement For Non-executive Directors based overseas the Company meets travel and
accommodation expenditure as required to fulfit therr duties

Chalirman’s fee

John Allan was appointed as Non-executive Chairman with effect from 1 March 2015 He receives a fee of £650 000 p a inclusive of all Board fees. which
was fixed for a period of three years and will be reviewed in 2018419 He may have the benefit of home secunity colleague discount and healthcare for imself
and his partner

Fees paid during 2017/18 (audited)
The following table sets out the fees paid to the Non-executive Directors for the year ended 24 February 2018 Non-executive Directors are not paid
a pension and do not participate in any of the Company's variable incentive schemes

Fees Taxable expenses Total

Director Date {£°000] (£°000] £ 000)
John Allan 2017/18 650 10 660
2006/17 650 13 663

Mark Armour 2017118 84 - 84
2006/17 82 - 82

Steve Golshy 2017/18 89 9 a8
2016/17 28 6 34

Byron Grote 201718 128 - 128
2016/17 124 - 124

Mikaet Qlsson 201718 57 4 01
2016/17 94 5 99

Oeanna Oppenheimer 201718 185 i4 69
2016/17 127 13 140

Simon Patterson 201718 84 - 84
2016/17 kAl - 71

Alison Platt 2017/18 84 T 2 86
2016/17 71 3 74

Lindsey Pownall 201718 g5 & 101
2016417 71 15 86

W John Allan also received benefits of £3 000 (2016717 £3 000) made up of secunty casts and healthcare insurance The Nen-executive Directors’ taxable expenses comprised travel
hotel and subsistence expenses relateo to thewr role and have been grossed up for tax, where apphcable
# Steve Golsby 1oined the Board on 1 October 2016
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Beneficial share ownership (audited)

The table below outlines the current share interests of the Non-executive Directors Shareholdings include shares held by connected persons Non-executive
Directors are subject to the same share dealing policy as Executive Directors and there were no changes to their share interests between 25 February and
10 April 2018

Non-executive Director Ordinary shares held at 24 February 2018 Ordinary shares held at 25 February 2017
John Allan® - 284.082 224,349
Mark Armour 50 000 25,000
Steve Golsby 42,296 -
Byron Grote® 243,000 173,700
Mikael Olsson 20101 5,000
Deanna Cppenhemer® 109,041 103 500
Simen Patterson 100 000 -
Alisan Platt 11.242 -
Lindsey Pownal! 20 000 -

' John Allan alse held 398 000 bonds inthe Company at 24 February 2018 (298 000 bonds at 25 February 2017
w Byron Grote and Deanna Oppenheimer held their shares in the form of American Depositary Receipts Fach ADR1s equivalent to three Ordinary shares of 5p eachin the Company
= (O hig appeintment to the Board on 5 March 2018, Stewart Gillland held 43 050 Grdinary shares

The Remuneration Committee in 2017/18

Operation of the Remuneration Committee

The Committee schedules meetings two years in advance During the year. 1t held four scheduled meetings and three ad hoc meetings Ad hoc meetings were
convened to consider matters in relation to the Booker merger and the Remuneration Policy The Directors’ biographies can be found on pages 28 and 29

No member of the Committee has any personal financial interest in the matters being decided cther than as a sharehoider nor any day-to-day involvement
m running the business of Tesco Steve Golsby joined the Committee on 2 October 2017 Steve has attended all scheduled meetings subsequent to his appointment

Robert Weich Group Company Secretary 1s Secretary to the Committee and the Group Chief Executive attends meetings at the invitation of the Committee
The Group Chief Executive 15 not present when his own remuneration s being discussed The Committee 1s supported by Alison Horner {Chief People Officer)
as well as the Reward Corporate Secretariat and Finance functions

Relations with Tesco Bank

As required by the Financial Conduct Authonty Tesco Bank has a separate, independent remuneration committee The Commuttee s consulted on and
makes recommendations in relation to the remuneration arrangements for Tesco Bank colleagues with the aim of encouraging consistency with Group
remuneration policy but it does not make decisions in relation to, or direct. how remuneration 1s managed within Tesco Bank

Remuneration Committee activities 2017/18
The following provides a summary of the key areas of focus of the Committee during the year

Strategy and policy i Assessed the external environment in respect of the Cempany’s current remuneration arrangements
Reviewed remuneration arrangements below Board level
Reviewed external market developments and best practice In remuneration

Appointments and cessations Approved the remuneration of Charles Witson CEQO UK & ROI
. o Approved cessation terms for Matt Davies
P_ay B Reviewed Executive Directors” and senior managers’ base salaries
Short-term incentives Reviewed performance against targets and determined annual bonus outturn
Considered the design metrics and approach to targets for the 2017/18 annual bonus
Long-term incentives Reviewed performance aganst targets and determined 2814 PSP outturn

Considered the approach to be taken for the 2018 PSP award
Monitored performance of outstanding PSP awards against targets
Governance and other matters Consulted with leading shareholders and representative bodies on the proposed Remuneration Policy
Reviewed shareholder feedback on 2017 Annual Report
Considered institutional investars’ guidelines on executive remuneration
Reviewed shareholding gudelines and progress of Executive Directors and Executive Committee members
Approved the 2016/17 Directors’ remuneration report
Receved report from Tesco Bank remuneration committee
Rewviewed the Committee’s performance and terms of reference
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Directors’ remuneration report continued

Annual report on remuneration continued

Committee advisers

The Committee has authority to obtain the advice of external independent remuneration consultants It 1s solely responsible for their appointment. retention
and termination and for approval of the basis of their fees and other terms PwC was appointed adviser to the Commuttee in 2015 following a comprehensive
selection process The Chair of the Committee agrees the protocols under which PwC provides advice PwC 1s a member of the Remuneration Consultants
Code of Conduct and adheres to this Code in its dealings with the Committee Willis Towers Watson also provided the Committee with benchmarking data and
assessments during the year and fees for this were £41,000 (2016/17 £49,000}

During the year, PwC provided independent advice and commentary on a range of topics including remuneration trends. corperate governance, review of
the Remuneration Palicy and consulting with major shareholders PwC fees for adwice provided to the Committee were £166 GO0 {2016/17 £155.000) Fees are
charged on a time and matenals basis PwC also provided general consultancy services to management during the year Separate teams within PwC provided
unrelated advisory services in respect of carporate tax compliance, technology consultmg and internal audht services during the year However, the
Committee 1s satisfied that these activities do not compromise the independence or abjectivity of the advice it has receved from PwC

Compliance

incarrying out its duties, the Committee gives full consideration to best practice, including investor guidelines The Committee was constituted and operated
throughout the period i accordance with the principles outlined in the Listing Rules of the Financial Conduct Authority The auditor’s report. set out on
pages 68 to 73, covers the disclosures referred toin this report that are specified for audit by the Financial Conduct Authority

Shareholder voting

Tescoremans committed to ongomng shareholder dialogue and carefully reviews voting cutcornes on remungration matters In the gvent of a substantial
vote against a resolution i relation to Directors’ remuneration Tesco would seek to understand the reasons for any such vote and would detad any actions
taken in response inthe next Directors’ remuneration report

Veoting cutcome for 2016/17 Remuneratisn Report

AGM resolution % of votes For Against

Remuneration Report'® S0 6% 9 4%

" 6 358,332 voles were withheld Votes withheld are not counted in the vates for or agamst a resolution but would be considered by the Committes in the event of a sigmficant number
of votes being withheld

Voting outcome for Remuneration Policy (at 2015 AGM when the current policy was approved}
AGM resolution % of voles For Against

Remuneration Policy'? 96 5% 35%
“! 473 362 689 votes were withheld

Approved by the Board
10 April 2018

Deanna Oppenheimer
Remuneration Committee Charr
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Directors’ report

The Directors present their report, together with the audited accounts
for the 52 weeks ended 24 February 2018

Dividends

Reflecting Tesco's improved performance and the Board's confidence

in its future prospects on 4 October 2017 the Company announced

the restoration of its dimdend and on 24 November 2017 paid an internm
dividend of 1 Op per ordinary share {this follows payment of no dividend
In the 52 weeks ended 25 February 2017 and 27 February 2016 and
payment of a dividend of 116p per ardinary share in the 53 weeks ended
28 February 2015) The Board expects a broadly one-third, two-thirds spit
between the interim and finai dvidend and 15 intending to pay a final dvidend
for the 52 weeks ending 24 February 2018 of 2 Op per ordinary share
(subject to shareholder approval), with dividends expected to grow from
2017, with the aim of achieving a target cover of approximately two times
earnings per share over the medum term

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 walvers 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
Detalls of the Company’s share capital including changes duningthe

year in thessued share capital and detalls of the rights attaching to the
Company's ordinary shares are set cut in Note 28 on page 126 in accordance
with the terms of the cash and share merger with Booker Group plc
approved by shareholders on 28 February 2018 (the Merger), Tesco PLC
1ssued 1,547,854, 846 ordinary shares on 5 March 2018 to holders of

Booker Group plc ordinary shares

No shareholder holds securities carrying special rights with regards to
control of the Company Except for the Lock Up Agreement (described
further below} which the Company has entered into with Charles Wilson,
CEQ UK & ROl there are no other restrictions on voting rights or the transfer
of securities in the Company and the Company Is not aware of any agreements
between holders of securities that result in such restrictions

On 27 January 2017, Charles Wilson entered into a Lock up Agreement as part
of the Merger under which he agreed not to {subject to certan customary
carve-outs) dispose of his holding of 24 533 ordinary shares in the Company
In an extension to the Lock up Agreement Charles Wilson recorded his
intention not to dispose of the entire 113 675.542 ordinary shares in the
Campany he received as a Booker shareholder pursuant to the Merger without
Tesco's consent during the lock-up perod of five years from 5 March 2018

The Company was authonised by shareholders at the 2017 AGM to purchase
1ts own shares in the market up to a maximum of approximately 10% of its
1ssued share capital No shares were purchased under that authority durning
the financial year The Company 1s seeking to renew the authority at the
forthcoming AGM. within the limits set out in the notice of that meeting
and n line with the recommendations of the Pre-emption Group

Shares held by the Company’s Share Incentive Plan Trust. International
Employee Benefit Trust Employees’ Share Scheme Trust and Tesco Ireland
Share Bonus Scheme Trust rank pari passu with the shares inissue and have
no special nghts Voting 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 Yoting nghts are not
exercisable by the employees on whose behalf the shares are held 1n 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
wolld provide compensation for lass 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

$hare forfeiture

The Company iImplemented a share forfeiture programme following

the completion of a tracing and notification exercise to any shareholders
who had not had contact with the Company over the past 12 years in
accordance with the provisions set aut in the Company's Articles Under
the share forfeiture programme the shares and dividends associated with
shares of untraced members were forfeited with the resulting proceeds
transferred to the Company to use for good causes in ine with the Group's
corporate respansibility strategy During the period the Company recewed
£3m proceeds from sale of untraced shares and £2m write-back of unclamed
didends which were reflected in share premium and retained earnings

Corporate governance

Major shareholders

Information provided to the Company by major shareholders pursuant to the
FCA's Disclosure Guidance and Transparency Rules (DTR) are publshed via a
Repulatory Information Service and are avallable on the Company’s website
The Company had been notified under Rule 5 of the DTR of the following
interests in voting rights in its shares as at 24 February 2018 and as at the
date of this report

% of total voting % of total voting

rights as st rights as at the

24 February 2018 date of thisreport

BlackRock Inc 663 564
GIC Private Limited aps <3
MNorges Bank 596 499
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 shareholders

Directors and their interests

The biographica! details of the current serving Directors are set out

on pages 28 and 29 The Directors who served during the year were

John Allan Mark Armour Steve Golsby, Byron Grote Dave Lewis Mikael
Olsson Deanna Oppenheimer. Simen Patterson Alison Platt Lindsey Pownall
and Alan Stewart The interests of Directors and their immediate famiies
in the shares of Tesco PLC along with details of Directors’ share options,
are contained in the Directors’ remuneration report set out on pages
451064

On 5 March 2018 Stewart Gilliland and Charles Wiison were appointed to
the Tesco PLC Board

At no time during the year did any of the Directors have a matenial interest
in any significant contract with the Company or any of its subsidianes

A gualifying third party indemnity provisicn as defined in Section 234 of the
Compeanies Act 200615 1n force for the benefit of each of the Directors and
the Company Secretary (wha 15 also a Director of certain subsicharies of the
Company) in respect of habihties incurred as a result of their office. to the
extent permitted by law In respect of those liabilities for which Directors
may not be indemnified the Company maintained a Directors’ and Officers’
hability insurance policy throughout the financial year

Employment policies

Our employment policies are regularly reviewed to ensure they are simple
helpful and trusted to enable an honest and transparent empioyment
culture We are continuously focused upon strengthening aur policy position
In order to maintain this vision and culture Much of our focus over the past
year has been placed upon removing complexity and higrarchy from our
policies to create more clarity and fairness for our colleagues As we
continue to transition towards maore enabling technology our focus remains
on how we can make our policies and the processes that sit within these
more accessible to cur colleagues This enables self-service and provides
our colleagues with direct access 10 the information they need te help and
support them at work

We recognise that in order to drive our business forward we must respond
to colleague feedback Therefore, we continue to work towards Impraving our
commiunication to colleagues tc ensure they are engaged with the decisions
we make and 50 we can respond to ther feedback We also continue to work
together with cur recognised trade union in the UK, Usdaw to ensure our
policies are right for our business and that they support the employment
needs of all our colleagues

Our Equal Opportunities, Diversity and Inctusion palicies support managers
and colleagues in creating a diverse and inclusive culture where everyone
1is welcome Our policies demonstrate our commitment to providing equal
opportunities to all colleagues, iIrrespective of age disablity gender. marriage
and cvil partnership pregnancy or maternity race, religion or belief sex

or sexual crientation We offer a range of colleague netwarks to maintan

a culture of Inclusivity including ‘Out at Tesco', 'Women at Tesco™ 'Biack Asian
Minority Ethnic Network™ "Armed Forces Network', and “Disability Network
We are proud to be a Disability Canfident Employer as part of the UK
Gaovernment's Disabiity Confident scheme a Global Diversity champion
with Stonewall and a gold member of the UK Government's Armed Forces
Covenant This demonstrates Tesco's commitment to ensuring we create
an environment where ali coileagues have the opportunity to get on
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We actively encouragé celleagues to become invelved in the financial
performance of our business through a variety of share and bonus schemes

All of these components are intrinsically inked to our Little Helps Plan,
mare information on this can be found on pages 16 to 21or on
www tescoplc com/people

Paolitical donations
The Group did nat make any political donations (2016/17 £nil) or incur any
political expenditure during the year 2016/17 £nil)

Compliance with the Groceries (Supply Chain Practices) Market Investigation
Order 2009 and the Groceries Supply Code of Practice (the Code)

The Code repulates aspects of the commercial relationship between the
fargest 10 grocery retailers in the UK and their suppliers of grocery products
establishing an overarching principle that retalers must deal with their
suppliers fairly and lawfully Specific suppher 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 chamn or reduction 1in
ihe volume of purchases, and a number of provisions relating to payments
by supphers, including obhgatons for retaders to pay supphers withaut delay
and a prohibition on certain types of payments such as those for shrinkage

Retaller compliance with the Code 1s overseen by the Groceries Code
Adjudicator (GCA), Christine Tacon We continue to engage constructively and
positively with the GCA and her office and are working together. (n particular
on her Top 5 Prniorities

Qur Product Change Programme beganin 2015 and we continue to transform
our commercial model Code compliance s at the heart of this to ensure
compliance 1s buillt into our teams” mindset and ways of working We are
implementing simpler, fairer and more transparent operations systems
and processes, making compliance with the Code easier and enabling all
parties to focus on the customer

Cur management are chosen for ‘now’ they perform ther roles and are
committed to ensuring Code compliance We tramn colleagues across our
Product and other functions in the UK and in Tesco Bengaluru on their
obligations under the Code In this financial year. we trained 212 new starters
and 1.62Z colleagues received updated e-learning which 1s supplemented
where required with face-to-face training sessions In addition, 5 264 office
colleagues have completed their annual Code of Compliance Declaration,
and those colleagues who work with grocery suppliers have also completed
a declaration to confirm they have comphed with GSCOP during 2017/18

These changes are having a positive effect on our relationships with
suppliers Inthe GCA's annual supplier survey in 2017, Tesco remained

the most improved retatter, with 53% of suppliers reporting an improvement
in how we operate and 92% of our supphers recognising that we comply
‘consistently well’ or ‘mostly well’ with the Code The results of our own
suppher survey, conducted twice each year, also reflect this marked
impravement in how our suppliers view their relationship with Tesco
Despite inflationary challenges suppliers to our UK grocery business
onge again rated their ‘overall satisfaction’ with Tesco very highly

(78 2% in February 2018)

This year, 14 Code-related complaints were raised by suppliers Asat

24 February 2078, we had resolved 11 of the concerns following further
discussion between the buying team and the reflevant suppher and in
five of the cases, between the Code Compliance Officer and the supplier
Of the three remantng complants to be resalved, two were resolved
shortly after the year end. and a formal dispute has been raised In

one matter

Going concern and longer term 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 preparing the
financial statements The UK Corporate Governance Code requires the
Directors to assess and report on the prospects of the Group over alonger
period This longer term viabiity statement 1s set out on page 25
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Events after the balance sheet date

On 5 March 2018 the recommended share and cash merger with Booker
Group plc completed. foilowing shareholder approval on 28 February 2018
(the Merger} The proposed Merger was announced by the Company on

27 January 2077 and recewved regulatory approval from the Competition
and Markets Authority on 20 December 2017 More information on the
Merger can be found on pages 7. 15 and in Note 35 on page 131

Directors’ statement of disclosure of information to the auditor
Having made the requisite enquiries. the Directors 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 ought
to have taken as a Director to make hirnself/herself aware of any relevant
audit information and to establish that the Group's auditor 1s aware of
that information This confirmation 1s given and should be interpreted n
accordance with the provisions of Section 418 of the Companies Act 2006

Cautlionary statement regarding forward-looking Information

where this document contains forward-looking statements. these are made
by the Directors in good faith based on the information available to them at the
time of therr approval of this report These statements should be treated with
caution due to the inherent risks and uncertainties underlying any such
forward-looking Information The Group cautions investors that a number
of factors. including matters referred to in this document, could cause actual
results to differ materially from those contained in any forward-looking
statement Such factorsinclude but are not Imited to, those discussed
under Principal nsks and uncertainties on pages 22 to 25

Neither the Group, nor any of the Directars, provides any representation
assurance or guarantee that the occyrrance of the events expressed or
implied in any forward-looking statements in this document wili actually
occur Undue relance should not be placed on these forward-looking
statements The Group undertakes no obligation to publicly update or
revise any forward-looking statement whether as a resuit of new
infarmation. future events or otherwise

Additional disclosures
Other mformation that is relevant to the Directors’ report. and which
1s Incorporated by reference into this report, can be located as follows

N _Pages_
Future developments TV
Research and development g
Greenhouse gas emssions 21
Financial instruments and finangial risk management noton7
Corporate governance report 26to 44

Disclosures required pursuant to Listing Rule 9 8 4R can be found on the
following pages

e __ Pages
Statement of capitalised interest 94 and 101
Allotment for cash of equity securities 126
Walver of dividends 65

The Company has chosen. in accordance with Section 414 C11) of the
Companies Act 2006, and as noted in this Directors' report, to include
certain matters n its Strategic report that would otherwise be required
to be disclesed n this Directors’ report The Strategie report can be found
on pages 110 25

By crder of the Board

\
Robert Welch

Group Company Secretary
10 April 2018



Corporate governance

Statement of Directors’ responsibilities

The Directors are required by the Companies Act 2006 to prepare financiat The Directors are responsible for keeping adeguate accounting records
statements for each financial year that give a true and fair view of the state that are sufhcient to show and explain the Group’s transactions and disciose
of affairs of the Group and the Company as at the end of the financial year, with reasonable accuracy at any time the financial position of the Group and
and of the profit or loss of the Group for the financial year Under that law, the Company. and which enable them to ensure that the financial statements
the Directors are required 1o prepare the Group financial statements in and the Directors’ remuneration report comply with the Companies Act 2006
accordance with International Financial Reporting Standards {IFRS] as and. as regards the Group financial statements Article 4 of the IAS Regulation
adopted by the European Union (EU) and have elected to prepare the Parent They also have general responsibility for taking such steps as are reasonably
Company financial statements in accordance with United Kingdom Generally open to them to safeguard the assets of the Group and the Company. and to
Accepted Accounting Practice. including FRS 101 ‘Reduced Disclosure prevent and detect fraud and other irregularities The Directors are respensible
Framework’ (UK Accounting Standards and applicable iaw) for the maintenance and integrity of the Company’s website Legislation inthe

United Kingdom goverming the preparation and disserination of financial

n ,the D d
preparing these financial statements, the Directars are required to statements may differ from legisiation in other jurisdictions The Directors

- select suitable accounting policies and then apply them consistently consider that the Annual Report and Financial Statements taken as a whole,
- make judgements and accounting estimates that are reasonable 15 far, balanced and understandable and provides the information necessary
and prudent for shareholders to assess the Group’s and the Coempany’s performance
- state whether IFRSs as adopted by the EU and applicable UK Accounting business model and priorities Each of the Directors, whose names and

Standards have been followed. subject to any material departures functions are set out on pages 28 and 29 confirm that. to the best
disciosed and explained in the Group and Parent Company inancial of their knowledge

statements respectively.
- present information including accounting policies, in a manner that
provides relevant rehable. comparable and understandable information
provide additional disclosures when compliance with the specific
requirernents in IFRS are insufficient to enable users to understand the
impact of particular transactions, other events and conditions on the
entity's financial position and financial performance. and
- prepare the financial statements on the going concern basts unless
IL15 INappropriate to presume that the Group and the Company wilt
continue In business

- the financal statements. which have been prepared in accordance with
the relevant financial reporting framework, give a true and fair view of the
assets, Iabilities financial position and profit or loss of the Group and the
undertakings included in the consolidation taken as a whole and

- the Strategic report contained within this document includes a fair review
of the development and performance of the business and the position of
the Group and the undertakings ncluded in the consohdation taken as a
whole, together with a description of the principal nsks and uncertanties
that the Group faces
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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 epinjon:

i

the financial statements give a true and fair view of the state of the
Group's and of the Parent Company's affairs as at 24 February 2018
and of the Group’s profit for the year then ended:;

- the Group financial statements have been properly prepared In
accordance with International Financial Reporting Standards [IFRSs)
as adopted by the Eurcpean Union;

- the Parent Company financial statements have been properly prepared
in accordance with United Kingdom Generally Accepted Accounting
Practice including FRS 101 'Reduced Disclosure Framework'; and

- the financiai 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 of Tesco PLC (the Parent Company)
and its subsidianes (the Group) which comprise

'

the Group Income staterment,

the Group statement of comprehensive iIncome/{oss)

- the Group and Parent Company balance sheets,

- the Group and Parent Company statermnents of changes in equity

the Group cash flow statement and

the related Notes 1to 35 of the Group iinancial statements and Notes 1
to 17 of the Parent Company financial statements

1

The financial reporting framework that has been applied in the preparation
of the Group financial statements is applicable law ang IFRSs as adopted
by the European Union The financial reporting framework that has been
apphied in the preparation of the Parent Company financial statements s
applicable law and United Kingdom Accounting Standards ncluding FRS 101
‘Reduced Disclosure Framework’ {United Kingdom Generslly Accepted
Accounting Practice)

Basis for opinion

We conducted our audit in accordance with International Standards on
Audrting (UK] (I5As (UKl and apphcable faw Our responsibiiities under those
standards are further described in the auditor’s responsibilities for the audit
of the financial statements section 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
statementsin the UK including the FRC's Ethical Standard as applied to
listed public interest entities, and we have fulhlled our other ethical
responsibilities in accordance with these requirements We confirm that
the non-audit services prohibited by the FRC's Ethical Standard were not
prowded to the Group or the Parent Cornpany

We believe that the audit evidence we have obtaned 1s suffcient and
appropriate to provide a basis for our opinion

Summary of our audit approach
Key audit matters
The key audit matters that we identified In the current year were

- store impairment review,

- recognition of commercial income,

Inventory valuation

pension obligation valuation

- contingent habilities,

presentation of the Group's Income statement and
retall technology environment, including IT security

No new key audit matters have been included 1n this report compared to
ihe prior year report Key audit matters have been updated for the current
year where required

Materiality

We have considered a number of benchmarks and determined that it s
appropriste to base matenality on profit before tax The materiality that

we used for the Group finantial statements was £50m (2016/17 £50m) which
equates to 4 4% of profit before tax before exceptional items Refer to page 72
for further details
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Scoping
Cur audit scoping provides full scope audit coverage of 96% (2016/17 97%i
of revenue and 92% (2016/17 91%) of net assets

Significant changes In out approach
In our 2017/18 report the following change to the key audit matters identihied
has been made, compared with our 2016/17 report

- the Tesco Bank payment fraud 1s na lenger considered to be a key audht
matter following our conclusion in 2016/17 that the Group had approprately
accountad for habilities associated with the incident

Conclusions relating to going concern, principal risks and viability statement
Golng concern

We have reviewed the Directors’ statement on page 66 to the financial
statements about whether they considered it appropriate tc adopt the going
concern basis of accounting in preparing them and their identification of
any matenal uncertainties to the Group's and Parent Company's abihity to
continue to do 50 over a pericd of at least twelve months from the date

of approval of the inancial statements

We are required to state whether we have anything matenal to add or draw
attention to in relation to that statement required by Listing Rule 9 8 6R{3)
and report if the statement is materally inconsistent with our knowledge
obtained n the audit

We confirm that we have nothing material to report, add or draw
attention to in raspect of these matters.

Princlpal risis and viability statement

Based solely on reading the Directors’ statements and considering whether
they were consistent with the knowiedge we cbtaned in the course of the
audit, inCluding the knowledge cbtamned 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 required to state whether we have anything matenal
to add or draw attention ton relation to

- the disclosures on pages 22 to 25 that describe the principal risks and
explain how they are being managed or mitigated

the Directors’ confirmation on page 22 that they have carried out a rebust
assessment of the principal nisks facing the Group including those that
would threaten its business model future performance. solvency or
hguidrty. ar

the Directors’ explanation on page 25 as to how they have assessed the
prospects of the Group over what period they have done so and why they
consider that period to be appropriate. and ther statement as to whether
they have a reasonable expectation that the Group will be able to continue
in operation and meet its habilities as they fall due over the period of their
assessment including any related disclosures drawing attention te any
necessary qualfications or assumptions

l

1

We are alsa required 1o report whether the Directors’ statement relating
to the prospects of the Group reguired by Listing Rule 8 8 6R{3} s materially
nconsistent with our knowledge obtained in the audit

We confirm that we have nothing material to report, add or draw
attention to in respect of these matters.

Key audit matters

Key audit matters are those matters that. in our professicnal judgement
were of most significance in our audit of the financial statements of the
current peniod and include the most sigmificant assessed risks of material
misstatement {whether or not due to fraud) that we identified These
matters included those which had the greatest effect on the overall audit
strategy. the allocation of resources in the audit, and directing the efforts
of the engagement team We have determined that there was a potential for
fraud through possible manipulation of commercial Income due to the level
of judgement involved

These matters were addressed in the context of our audit of the financial
staterments as a whole, and in forming our opinion thereen, and we do not
provide a separate opinion on these matters



Key audit matter description
Store impairment review

__ How the scope of our audit responded to the key audit matter

Financial statements

Key observations

As described in Note 1{Accounting policies judgements and
estimates) and Note 11 {Property. plant and equipment) the
Group held £18,521m (2016/17 £18,108m) of property, plant
and equipment at 24 February 2018

Under IFRS, the Group 1s required te complete an impairment
review of its store portfolio where there are indicators of
impairment ar impairment reversal

Judgement s required inidentifying Indicators of impairment and
estimation 1s required in deter mining the recoverable amount

of the Group's store portfolo Additicnally, there s jJudgement

n relation to triggering the reversals of impairments recegnised
N previous perods

There 15 a risk that the carrying value of stores and related fixed
assets may be higher than the recoverable amount Wherea
review for impairment, or reversal of imparment, 15 conducted
the recoverable amount is determined based on the higher
of ‘value-in-use' and ‘fair value less costs of disposal’

The three areas which are key to management’s impairment
review are as follows

- value-in-use 1s derived from cash flow projections which rely
upon Directers’ assumptions and estimates of future trading
performance, ncluding the Group's ability to realise forecast
cost savings,

- value-in-use s calculated by a number of complex models
There 15 a risk the modeis are not calculating the value-in-use
accurately and

- incertam circumstances the farr value of properties supports
the carrying value of store assets There s an estimation
required in determining the fair value of properties in each
of the Group's territories

As aresult of the Group's store impairment review completed
during the year, a net impairment reversal of £187m
(2016/17 net impairment reversal of £6m) was recognised

The Audit Committee’s discussion of this key audit matter
15 set out on page 42

Our audit procedures included assessing the design and
implementation of key controls around the impairment
review processes

In relaticn to the Directors’ value-in-use assessment our
procedures have included.

- challenging the key assumptions utilised in the cash flow
forecasts with reference to historical trading performance
market expectations and our understanding of the Group's
strategic initiatives,

- reviewing and challenging the adequacy of managament’s
sensitivity analysis in relation to key assumptions to consider
the extent of change in those assumpticns that either indridually

or callectively would be required for the assets to be impared.

in particular forecast cash flows and property far values. and

- assessing the accuracy of the ‘value-in-use” modelling by the
Group by assessing the methodology applied 1in determining
the value-in-use compared with the requirements of 1AS 36
‘Impairment of Assets’ and checking the integrity of the
value-in-use models utilised by the Group

In relation to the Group’s ‘fair value less costs of disposal’,

we have challenged the assumptions used by the Group in
determining the fair market value of the assets including those
completed by external valuers, using internal property valuation
specialists and assessing whether appropnate valuation
methodologies have been applied

While we note actions are
required by the Group to
achieve these forecasts
over the medium term,

we concluded that

the assumptions in the
impairment models,
specificaily in the
value-n-use calculations.
were within an acceptable
range. and that the overall
level of net reversal of
mpairment was reasonable

Recognition of commerctal income _

As described in Note 1 {Accounting policies judgements and
estimates) and Note 20 (Cemmercial iIncomel. the Group has
agreements with suppliers whereby volume-related allowances,
promotianal and marketing allowances and vartous other fees
and discounts are received in connection with the purchase

of gocds for resale from those suppliers As such the Group
recognises a reduction in cost of sales as a result of amounts
recevable from suppliers

In accordance with IFRS commercial ncome should only be
recognised as income within the income statement when the
performance conditions associated with It have been met
for example where the marketing campaign has been held

The variety and nurnter of the buying arrangements with
suppliers can make it complex to determine the performance
conditions associated with the ncome giving rise 1o a
requirement for management judgement and scope for error
n accounting for suchincome As such we have identified this
as a key audit matter

The Audit Committee's discussion of this key aucit matter
1s set out on page 42

We obtaned a detalled understand—\ag and evaluated the design
and implementation of controls that the Group has established
n relation to commercial income

In addition our substantive audrt procedures across the Group's
retal cperations included a combination of the following

- testing whether amounts recognised were accurate and
recarded In the correct period based on the contractual
performance obligations by agreeing a sample of indmdual
supphier agreements,

- testing commercial income balances mcluded within inventorigs

and trade and other recewvables or netted against trade and
other payables via balance sheet reconciliation procedures

- circularising a sample of supplers to test whether the
arrangements recorded were complete and held discussions
with a sample of buyers to further understand the buying
processes, where required Where responses from suppliers
were not recetved, we completed alternative procedures such
as agreement ta underlying contractual arrangements,

- using data analytics to profile cammercial income, identifying
deasls which exhibited characteristics of audit interest upon
which we completed detalled testing

- reviewing the Group's angoing compliance with the Groceries
Suppler Code of Practice (GSCCOP) Additionally, reviewing the
reporting and correspondence to the Group’s supplier hotline
in order to ident fy any areas where further investigation was
required and

- also considenng the adequacy of the commercial iIncome
related disclosure within the Group's financial statements

The resufts of our testing
were satisfactory

We consider the disclosure
given around suppler
rebates to provide an
appropriate understanding
of the types of rebate
income received and the
impact on the Group’s
balance sheet as at

24 February 2018
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Independent auditor’s report to the members of Tesco PLC continued

Key audit matter description

Inventory valuation

As described in Note T(Accounting policies, judgemants and
estimates) and Note 15 Inventories) the Group carnes
nventory at the lower of cost and farr value less costs to sell
using the weighted average cost basis As at 24 February 2018
the Group held inventories of £2,263m (2016/17 £2.301m)

The Group provides for obsolescence based on forecast
inventory usage This methodology relies upon assumptions
made in determining appropriate provisioning percentages
to apply to inventory balances

Pansion obligation valuation

As described in Note 1{Accounting pohcies, judgements and
estimates) and Note 27 (Post-employment benefits! the Group
has a defined benefit pension plan in the UK At 24 February
2018. the Group recorded a net retirement obligation before
deferred tax of £3 262m (2016717 £6.621m). comprising scheme
assets of £13.235m {2016/17 £13,196m) and scheme habilities of
£16 517m (2016/17 £12.817m}

The Group has after taking actuanal advice. decided to change
the methodology used for derving the discount rate faor valuing
the Group's pension habilites under 1A$ 19 Employee Benefits'
Details of the change and its impact in the period are disclosed
in Note 27

The pension valuation 1s dependent on market conditions and
assumptions made The key audit matter specifically relates
to the following key assumptions discount rate. inflation
expectations and life expectancy assumptions The setting

of these assumptions 1s complex and requires the exercise

of signvficant management judgement with the support of
third party actuaries

The Auait Committee’s discussion of this key audit matter
1S set out on page 42

Contingent liabilities
in 2016/17 UK shareholder actions were imitiated agafnst
the Group linked to the overstatement of expecied prohts
n 2014 which may result in legal exposures

Adaitionally, the Group has other ongoing legal matters
refating to previous corporate transactions which require
management judgemeni to be appled in order to
determine the likely outcome

Judgement s required in assessing the nature of these
exposures and their accounting and discfosure requirements

The Audit Committee’s discussion of this key audit matter
is set out on page 42

to stock loss or other inventory adiustments

In assessing the potential exposures to the Groug. we have

of open matters

We obtained a detailed understanding and evaluated the design

and implementation of controls that the Group has established
0 relation to inventory valuation

We obtained assurance over the appropriateness of
management’s assumptions applied in calculating the value
of inventory provisions by

- critically assessing the Group's inventory prowisioning pohcy,
with specific consideration given to aged inventory (in parucular
for non-food and general merchandising products) as well as
stock turn calculations ncluding the iImpact of seasonality.
verifying the value of a sample of inventory items to confirm
whether they are held at the lower of cost and net realisable
value, through comparison to vendor invoices and $ales prices.
using data analytics to \dentify unusual inventory usage
characteristics, completing assumption tolerance testing

and recalculating the prowsion in totabty based on the Group's
policy, and

reviewing historical accuracy of inventory provisioning with
reference to inventory write-offs during the year in relation

!

'

'

e concur that the total
level of provision is withn
an acceptable range

We obtained a detalled understanding and evaluated the desngng

and implementation of controls that the Group has established
in relation to the pension abligation valuation process

In testing the pension valuation, we have utiised internal pension
actuanal speciahsts to review the key actuarial assumptions used,
both fnancial and demographic, and considered the methodolagy
utiiised to derive these assumptions Furthermore, we have
benchmarked and performed a sensitivity analysis on the key
assumptrons determined by the Directors

We have challenged the Group's decision to change the
discount rate methodology with reference to developing market
practice the age of the pension scheme and adwvice from our
actuarial specialists

completed a range of procedures ncluding

assessing the design and implementation of controls in

relation to the monitoring of known exposures

- reading Board and other meeting minuteés to entfy aréas
subject to Group consideration,

meeting with the Group's internal legal advisors in understanding
ongong and potential iegal matters impacting the Group,

~ reviewing third party correspondence and reports, and

- raviewing the proposed accounting and disclosure of actual
and potentiai legal lrabiihes, drawing on third party assessment

!

" We are satished that

"~ weconcurtratthe

the methadology and
assumptions applied in
relation to determuning
the pension valuaton are
within an acceptable range

We consider the change
n methodology for
estabhishing the discount
rate to be acceptable and
comphant with accounting
standards The actual
discount rate applied

of 2 9% 1s withun our
benchmark range We
note that the methodology
used by the Group applies
a different approach to
the observable yelds on
high quality corporate
bonds compared with
our benchmark approach,
which resufts mn a discount
rate which 1s towards the
optimistic end of our

—____ ecceplablerange

accounting and disclosures
in relation to the ongoing
UK sharehoider actions
are appropnate

Inrelation to other
ongoing legal matters
inraspect of previous
corporate transactions.,
we are satisfied no specific
disclosure 1s required
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Key audit matter description

How the scope of our audit responded to the key audit matter

Financial statements

Key observations

Presentation of the Group's income statement

One of the Group’s key performance indicators 1s *Group
operating profit before exceptional tems’ The key audit
matter s that Group management may averride the Greup's
accounting polcy application guidance to marnpulate this key
perfarmance indicator

Management judgement Is required when appiying this
accounting policy and when determining classification within
the Group's income statement and assessing the Group's
overall gqualty of earnings

The Audit Cemmittee’s discussion of this key audit matter
15 set out on page 42

In order to address this key audit matter we havve completed
audit procedures mcluding

- assessing the design and implementation of controls which
address the risk of nappropriate presentation of the Group's
income statement. such as the ‘entity level’ controls which
underpin the overall control envirenment for the Group and
specific controls over determining the presentation of
exceptional items,

auditing key areas of management estimate and judgement,
including consideration of exceptional items disclosed

by the Group and the existence of any further potential
exceptional items included within the Group's underlying
profit measures. and

assessing transactions completed cutside of the normal
course of business

We note that consistent
with other businesses of
asimilar scale to the Group
there are non-recurring
incorne and expense items
included withuin profit
before exceptional tems
which do not meet the
Group's defintion of
exceptional items and
which largely offset wWe
concur that these have
been appropriately
included within profit
before exceptional items

Retail technology environment, including IT security

The Group's retall operations utihse a range of information
systems in 2015/16 and 2016/17 we reported deficiencies i
certain IT controls These deficiencies could have an adverse
impact on the Group's controls and financial reporting systems

As described on page 41 within the Audit Committee report,
the Group s continuing the replacement of a number of the
Group’s key systems and making changes to key elemeants of the
Group's T infrastructure to address the identifed deficiencies

We cantinued to challenge and assess changes to the IT
environments thraugh the testing of remediated controts
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 controls over the information systems that are
impertant to financial reporting includmg the changes made
as part of the Group's replacement programme

Caonsistent with 2016/17, 1n 2017/18 we were not able to take a
cantrol reliant audit approach due to the ongoing weaknesses
N the T environment

Where we noted deficiencies which affected applications
and databases within the scope of our audit we extended
the scope of our substantive audit procedures

Although management’s
remediation plan s designed
to address cur concerns
gven the complexity of the
underiying systems the
planisamulti-year
programme and not yet
complete. and therefore
weaknesses remain in the
control environment

We note that
management's actions
have reduced the number
of deficencies in the year
relating to user access and
change management
controls hnked te the
Group's financial reporting
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iIndependent auditor’s report to the members of Tesco PLC continued

Our appiication of materiaiity

We define materialty as the magnitude of misstatement in the financial
statements that makes it probable that the economic decisions of a
reasonably knowledgeable person would be changed or influenced we

use mater@ality both in pianning the scope of our audit work and in evaiuating
the resufts of cur work

Based on our professional judgement we determined matenaity for the

financial statements as a whole as follows
Group financial

o statements

Materiality £50m (2016/17 £50m)

Basis for In determining cur materniality

determining we have considered the 2016/17

materiality maternality. profit based measures
and other measures

Parent company

financial statements o
£35m (2016/17 £25m)
Materality represents
less than 1%

{2016/17 tess than 1%}
of net assets

Matenalty has been determined

to be the same value as the 2016/17
mateniahty The maternality of £50m
equates 1o 4 4% of profit before tax
before exceptional tems (£1.143m)

Companent matenality has been
determined with reference 1o the
component’s contribution to the
Group’s overali result The matenality
apphed by the component auditors
was £20m, except for UK Retail
(2017718 £38m 2016/17 £25m) and
Thalland (2017/18 £25m. 2016/17. £25m)

Rationale  The decision to maintain the same level  As thisis the Parent
for the of materiahty as that used in 201671715 Company of the Group
benchmark reflective of the fact the Group It does not generate
applied continues to execute s turnaround significant revenues

but instead incurs
costs and as such
net assets are an
appropriate base
to use to determine
materiahty

plan and normalise profitability

The selected materiality 1s 4 4% of profit
before tax before exceptional items
which falis within a reasonable range, and
supports the guantum of materiality

Profit before tax before exceptional
1items is an appropriate metnc since it
15 @ key performance indicator and 1s not
impacted by any potential voiatiity which
may be caused by exceptional items

The matenality selected represents
0 5% (2016/17 0 8%) of the Group's
net assets

We agreed with the Audit Commiitee that we would repart to the Audit
Commuttee all audit differences n excess of £2 5m (2016/17 £2 5mj for
the Group and the Parent Company as well as differences below that
threshold that. in our view, warranted reporting on qualitative grounds
We also report to the Audit Committee on disclosure matters that we
identihed when assessing the averall presentation of the financal statements

An overview of the scope of our audit

Our Group audit was scoped by obtaiming an understanding of the Group
and its environment, including Group-wide controls, and assessing the
risks of material misstatement at the Group level The Group has subsidiary
grocery retail operations in efght countries, together with interests in
anumber of other businesses both In the UK and internationally

The Greup's accounting processis structured around local finance functions
and s further supported by a shared service centre in Bengaluru Incha which
provides accounting and administrative support for the Group's core retail
cperations Each local inance function reports Into the central Group
finance function based at the Group's head office Based on our assessment
of the Group. we focused our Group audit scope primarily on the audit work
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on 7 significant retarl locations (UK Repubhc of Ireland, Czech Republic,
Hungary, Poland, Slovakia and Thailand) and Tesco Bank The operations

in Czech Repubhc, Hungary Poland and Slovakia are ranaged as one combined
business All of these were subject to a full audit and represent 96% (2016/17
97%] of the Group's revenue and 92% (201617 9%/ af nat assets

In addition, 4 other businesses (Malaysia OneStep, dunnhumby and

Tesco Mobile) were subject 1o 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 matenaity of the Group's
coperations at those iocations The four iocations accounted for 4% (2016/17 2%
of the Group’s revenue and 7% (2016/17 6%) of net assets.

In 2018./12, Malaysia was a full scope audit, however in the current year

1s subject to speaific audit procedures as a result of only certam

financial statement ines being considered to be significant in the context
of the Group Additionaiiy, in Z016/17 Turkey was subject to specific audit
procedures, however 1s no lenger in scope following the Group disposing

of the business on 1 March 2017 At the Parent entity level we also tested the
consolidation process and carried out analytical procedures to confirm our
conclusion that there were no significant risks of material misstatement of
the aggregated financial iInformation of the remaiming components not
subject to audit or audit of specified account balances

The most sigrificant component of the Group 15 1its retall business in the UK
As such there Is extensive interaction between the Group and UK audit team
to ensure an appropriate level of involverment in this audit woark Ourmg the
course of cur audit the UK audit team visited 50 {(2016/17 50) retall stores
in the UK to attend either inventory counts or in order to complete store
controlvisits, and 4 (2016/17 6] distribution centre inventory counts

We visited 7 (201617 7) of the 8 (2016/17 9) significant locations set

out abgve, in addition to the Group’s shared service centre i Bengalturu
with the Group Audit Partner visiting 4 (2016/17 4} of these locations

We also had a dedicated audit partner focused on overseeing the role

of the component audit teams located outside of the UK and the Repubilic
of Ireland ensuring that we applied a consistent audit approach to the
operations in the Group's international business

The audit visits by the Group audit team were timed to enable us to be
involved during the planning and risk assessment process in addition to
during the compietion of detailed audit procedures During our visits,
we attended key meetings with component management and auditors,
and reviewed detalled compenent auditor work papers

In adaition, all key component audit teams were represented during

a centrahsed two-day planning meeting held 1n the UK prior to the
commencement of our detalled audit work The purpose of this planning
meeting was to ensure a good level of understanding of the Group's
businesses, Its core strategy and a discussion of the significant risks and
warkshops on our planned audit approach Group management alsa
attended part of the meeting {0 support these planning activities

Other information

The Directors are responsible for the other information The other
information comprises the information included in the annual report
other than the financial statements and our auditor’s report thereon

Our apimen en the financial statements does not cover the other
information and except to the extent otherwise exphcitly stated n aur
report. we do nat express any form of assurance conctusian thereon

In connection with our audit of the financial statements our respensibifity
18 10 read the other information and 1n doing 50 consider whether the
other information 1s materially inconsistent with the financial statements
or our knowledge obtained in the audit or otherwise appears to be
materaily misstated

If we identify such material inconsistencies or apparent material
misstatements we are required to determine whether there 1s a maternal
misstatement In the financial statements or a material misstatement of the
other information |f, based on the work we have performed, we conciude
that there 1s a material misstatement of this other information. we are
reguired ta report that fact



In this context matters that we are specifically required tc report to you as
uncorrected materal misstatements of the other mformation include where
we conclude that

- Fair, balanced and understandable - the statement given by the Directors
that they consider the annual report and financial statements takenas a
whole 15 fair, balanced and understandabie and prowvides the information
necessary for shareholders to assess the Group's position and
performance. business model and strategy 1s materially inconsistent
with our knowledge obtained in the audit, or

- Audit Committee reporting - the section describing the work of the

Audit Committee does not appropriately address matters communicated

by us to the Audit Committee. or

Directors’ statement of comphance with the UK Corporate Governance

Caode - the parts of the Directers’ statement required under the Listing

Rules relating 1o the Company's compliarice with the UK Corporate

Governance Code containing provisions specified for review by the auditor

n accordance with Listing Rule 9 8 10R(2) do not properly disclose a

departure from a relevant provision of the UK Cerporate Governance Code

We have nothing to report in respect of these matters.

Responsibilities of Directors

As explained more fully in the Directors’ responsibibities 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 1s necessary to enable the
preparation of inancial statements that are free from matenal
misstatement. whether due to fraud or error In preparing the financial
statemeants, the Directors are responsible for assessing the Group's and
the Parent Company s ability to continue as a going concern, disclosing as
applcable, matters related to going cencern and using the going concern
basis of accounting unless the Directors either intend to iquidate the Group
or the Parent Company or to cease cperations or have no realistic
alternative but to do so

Auditor’s responsibllities for the audit of the financial statements

Qur objectives are to obtan reasonable assurance about whether the
financial statements as a whole are free from matenal misstatement
whether due to fraud or error, and to 1ssue an auditor's report that incluges
our opinion Reasonable assurance s a high level of assurance butisnot a
guarantee that an audit conducted in accordance with ISAs (UK) will always
detect a material misstatement when 1t exists Misstatements can anse from
fraud or error and are considered matenal if indmidually or inthe aggregate
they could reasonably be expected to influence the economic decisions of
users taken on the basis of these financial statements

A further description of our responsibilities for the audtt of the financial
statements Is located on the Financial Reporting Council’s website at
www frc org uk/auditorsresponsibilities This description forms part of
our auditor's report

Use of our report

This report 18 made sclely to the Company’s members as abody. in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audit
work has been undertaken so that we might state to the Company’s members
those matters we are required to state to them in an auditor's report and for
no other purpose To the fullest extent permitted by law. we do not accept
or assume responstbility 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

Financial statements

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 Compames Act 2006

In our opinion, based on the work undertaken in the course of the audit

- the information given In the Strategic report and the Directors’ report
for the Ainancial 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 their environment obtained in the course of the audit
we have not identified any material misstatements in the Strategic report
or the Directors’ report

Matters on which we are required to report by exception
Adequacy of explanations received and accounting records
Under the Compan:es Act 2006 we are required to report ta you if
N our opinicn

- we have not received all the iInformation and explanations we require

for our audit. or

adequate accounting records have not been kept by the Parent Company

or returns adequate for our audit have nct 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 ocur
opinion certain disclosures of directors’ remuneration have not been made
or the part of the Directors’ remuneration report to be audited 1s not in
agreement with the accounting records and returns

We have nothing to report in respect of these matters.

Other matters

Auditor tenure

Following the recommendation of the Audit Committee we were appointed
by the Group's sharehalders on 26 June 2015 to audit the financial statements
for the year ended 27 February 2016 and subsequent financial periods The
period of total uninterrupted engagement including prevtaus renewals and
reappointments of the firm s 3 years covering financial years ending

27 February 2016 to 24 February 2018

Consistency of the audit report with the additional report

to the audit committee

Qur audit opimion 1s consistent with the additional report to the Audit
Committee we are required to provide In accordance with 1SAs (UK)

/@,LJ {/u[‘ wo L

Panos Kakoullis (Senior statutory auditor)
for and on behalf of Deloitte LLP

Statutory Auditor

London United Kingdom

10 Apnil, 2018
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Group income statement

57 weeks ended 52 weeks ended
24 February 2018 o 5 February2017
Before Exceptional Before Exceptional
exceptional riems exceptional iems
items {Note 4) Total tems Note 4) Tatal
__Notes £m £m £m £m £m £m
Continuing operations
Revenue Z 57,491 -~ 57,49 55,917 - 55,817
Cost of sales o (54,092} 49 {54,141} 152.899) sl {53.015)
Gross profit/(loss) 3,399 49 3,35¢ 3,018 (116} 2,902
Administrative expenses {1,786) 153 (1.633) (1.734) 261 (1.995)
Profits/llosses) arising on property-related ems 31 89 120 (4) n4 el
Qperating profit/(ioss} 7,644 193 1,837 1,280 {263} 1,017
Share of post-tax profits/losses) of joint ventures and associates 3 ()] - 8} (30) n 007
Finance income 5 98 - 98 109 - 109
Finance costs . 5 (533 (38} (631) (630} {244) 1874)
Profit/(loss] before tax 1,143 155 1,298 729 584 145
Taxation 6 {286) (20} (306) (185} 98  &n
Profit/(loss) for the year from continuing operations 857 135 992 544 {486} 58
Discontinued operations
Profit/toss) for the year from discontinued operations 7 - 28 216 (37 (75} ma2)
Profit/{loss) for the year - 857 351 1,208 507 S6N_ (54)
Attributable ta:
Qwners of the parent 857 349 1,206 515 (555) 40
Non-controlling interests o o o - 2 A - ® a4l
a57 351 1,208 507 {561 (54)
Earnings/(losses) per share from contihuing
and discontinued operations
Basic 9 14.77p 0 49)p
Diluted 9 14.72p 0 49)p
Earnings/({losses! per share from continuing operations
Basic g 12.12p 08lp
Diluted e 12.08p 081p

The notes on pages 79 to 131 form part of these financial statements
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Group statement of comprehensive income/(loss)

52 weeks 52 weeks
2018 2017
) Notes £m £m
Items that will not be reclassified to income statement
Remeasurements on defined benefit pension schemes 27 3.265 13 567)
Tax on items that will not be reclassified 6 (554) 579
B 2, (2,988)
Items that may subsequently be reclassified to Income statement
Change in fair value of avalable-for-sale financial assets and investments 62) 80
Currency translation differences
Retranslation of net assets of overseas subsidiaries, joint ventures and associates 179 764
Movements in foreign exchange reserve and net investment hedging on subsidiary 7 140 -
disposed. reclassified and reported in the Group iIncome statement
Gains/llosses) on cash flow hedges
Net fair value gains/{losses) (146) 385
Reclassified and reported in the Group income statement {62) (384}
Tax on items that may be reclassified 6 22 23}
81 822
Total other comprehensive income/(loss} for the year - 2,792 2,166}
Profit/(loss) for the year i 1,208 (54)
Total comprehensive income/{loss) for the year T 4,000 T(2,2200
Attributable to:
Owners of the parent 3,993 {2 208)
Neon-controling interests 7 {14}
Total comprehensive income/(loss) for the year 4,000 (2,220)
Total comprehensive income/{loss) attributable to owners of the parent arising from:
Continuing operations 3.637 (2 096}
Discontinued operations 356 (10}
- 3,993 (2.206)
The notes on pages 79 te 131 form part of these financial statements
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Group balance sheet

24 February

26 February

2018 07
. Notes £m - Em
Non-current assets
Goodwill. software and other intangible assets 10 2,661 2,717
Property plant and equipment N 18,521 18108
Investment property 12 100 64
Investmentsin joint ventures and associates 13 682 739
Other investments 14 BBO 823
Trade and other recewvables [ 186 180
Loans and advances to customers 17 6.885 5,795
Derivative financial instruments 22 117 1,303
Deferred tax assets 6 n7 707
31,136 30,436
Current assets
Other investments 14 68 284
inventories 15 2,263 2.301
Trade and other receivables 16 1,482 1.475
Loans and advances to customers 17 4637 4,166
Derwative financial instruments 22 27 286
Current tax assets 12 13
Short-term investments 18 1,029 2,727
Cash and cash equivalents 18 40589 3.8
13,577 15,073
Assets of the disposal group and non-current assets classifed as held for sale 7 149 344
13,726 15,417
Current liabilities
Trade and ather payables ] (8.996) 18.875)
Borrowings 21 1.479) (2 560)
Derwative financial instruments 22 (69 B0
Customer deposits and deposits from banks 24 (7.812) 6.687)
Current tax habiiities 6 {335) 13}
Provisians 25 {547) (438)
{19,238) {19,234}
Liabilities of the disposa! group classified as held for sale 7 - (171
Net current liabilities {5,512) {3,988}
Non-current liabilities
Trade and other payables 19 {364) 324)
Borrowings 21 (7142 9433
Derwvative inancial instruments 22 (594) {607)
Customer deposits and deposits from banks 24 (2.972) (2 276)
Post-employment beneft obligations 27 (3.282) (6,621
Deferred tax liabriities 6 {91 88}
Provisions 25 720 (685)
{15,166) (20,034}
Net assets 10,458 6,414
Equity
Share capital 28 410 409
Share prermium 5,107 5096
All other reserves 735 601
Retaned earmngs 4,228 332
Equity attributable to owners of the parent 10,480 6,438
Non-controling interests (22 (24
Total equity 10,458 6,414

The notes on pages 79 to 131 form part of these financial statements

Dave Lewls Alan Stewart

Directors

The financial statements on pages 74 to 13t were autharised far 1ssue by the Directors on 10 April 2018 and are subtect to the approval of the shareholders at

the AGM on 15 June 2018
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Financial statements

. Group statement of changes in equity

All other reserves

Capital Non-
Share Share Other redemption Hedging Translation Treasury  Retained controlling Total
capital  premium reserves reserve reserve reserve shares earnings Total interests equity
_ £m £m £m £m £m £m £m £m £m £m £m
At 25 February 2017 409 5,096 40 16 217 350 22) 332 6,438 {24) 6,414
Proft/(loss) for the year - - - - - - - 1,206 1.2086 2 1,208
Other comprehensive
Income/(loss)
Change In fair value of - - - - - - - 62) (62 - (62)
avaliable-for-sale financial
assets and nvestments
Currency translation differences - - - - - 4 - - 314 5 319
Remeasurements of defined - - - - - - - 3.265 3,265 - 3.265
benefit pension schemes
Gans/{losses) on cash flow - - - - {198) - - - (198) - (198}
hedges
Tax relating to components of - - - - 21 (S - {544) (532) - 532}
other comprehensive iIncome
Total other comprehensive - - - - arn 305 - 2,659 2,787 5 2,792
Income/{loss)
Total comprehensive - - - - a7n 308 - 3,865 3,993 7 4,000
income/lloss)
Transactions with ownears
Purchase of treasury shares - - - - - - 14 - (14} - 14)
Share-based payments - - - - - - 20 105 125 - 125
issue of shares 1 il - - - - - - 12 - 12
Drvdends - - - - - - - (80) (B0) - {80)
Changes In non-controliing - - - - - - - - - 5 {5)
interests
Tex onitems charged to equity - - - - - - - 5 6 - ]
Total transactions with owners 1 # - - - - 6 3 49 i5) 44
At 24 February 2018 410 5,107 40 16 40 655 {16) 4,228 10,480 (22} 10,458
All other reservesf
Capital Non-
Share Share Other regemption Hedging Transiation Treasury Retained contraoliing Total
capital premwum reserves reserve reserve reserve shares earnings Total nterests equity
_ £m £m £m £rn ~ £ £m £m Em _ fm £m £m
At 27 February 2016 407 5,095 40 16 Fall {401} 7] 3.265 8,626 (10} 8,616
Profit/{loss) for the year - - - - - - - {40} 140} (14} 154)

Other comprehensive

income/lloss}

Change ir: fair value of - - - - - - - 80 80 - 80
avallable-for-sale financial

assets and investments

Currency translation differences B - - - - 764 - - 764 - 764
Remeasurements of defined - - - - - - - 13,567 (3.567) - {3.567)
benefit pension schemes

Gains/{losses) on cash flow - - - - 1 _ _ - 5 _ 1
hedges

Tax relating to components of - - - - 5 (13} - 564 556 - 566
other comprehensive income o

Total other comprehensive - - - To- 6 751 - {2,923)  (2,166) - {2,166)
income/(loss}

Total comprehensive - - - - 6 751 - {2,963)  (2,206) (14)  {2,220)

income/(loss)
Transactions with owners

Purchase of treasury shares - - - - - - (24} - (24) - (24
Share-based payments - - - - - - 9 28 37 - 37
lssue of shares 2 1 - - - - - - 3 . 3
Dwidends - - - - - _ - _ _ _ _
Tax on items charged to equity - - - - - - - > 2 _ 2
Total transactions with owners 2 1 - - - - 7 Tum 30 18 Z 18
At 25 February 2017 ) 409 5,096 10 6 27 350 (220 332 6438 (24 6,414

The notes on pages 79 to 131 form part of these financial statements
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Group cash flow statement

52 weeks 52 weeks
2018 017
o Notes £m £m
Cash flows generated from/lused in) operating activities
Operating profit/lloss} of continuing operations 1,837 1.017
Operating proft/lloss) of discontinued operations - man
Depreciation and amortisation 1.295 1.304
(Proht)/loss ansing on sale of property, plant and equipment and intangible assets {66) (78)
(Profit)/loss ansing on sale of subsidiaries and other investments 165} 3
(Profit)/less arsing on sale of joint ventures and associates {23) (&)
Impairment |oss on goodwilt - 46
Net impairment loss/{reversal) on cther investments 122) (12)
Net impairment loss/reversall on property plant and equipment. intangible assets and investment property {167) (5)
Adustment for non-cash element of pensions charge 27 4 7
Additional contribution into pension schemes 27 {2486) {248)
Share-based payments n3 15
Tesco Bank fair value movements included in operating profit %6 98
Retall Iincreasel/decrease in inventories 55 124 f
Retall increasel/decrease in development stack ‘ 2 6
Retarl lincreasel/decrease in trade and other recetvables ) {740
Retall increase/ldecreasel in trade and other payables 278 510
Retatl increasesldecraase) in provisians ‘ 132 1 ,
Retail tncreasel/decrease in working capital 485 7 37 59;7
Tesco Bank {increasel/decrease i loans and advances to customers T e (1.5290
Tesco Bank (increasel/decrease in trade and other receivables ‘ 30 (24) .
Tesco Bank increase/{decrease! in customer and bank deposits, trade and ather payables ‘ 1821 1474 |
Tesco Bank increase/(decreasel in provisions L 6) 25
Tesco Bank iincreasel/decrease in working capttal 107 54
Cash generated from/{used in) operations 3,309 2,558
interest paid (350 {522}
Corporation tax {padl/received (176) 47)
Net cash generated from/lused In) operating activities 2,782 1,989
Cash flows generated from/(used In} investing activities
Proceeds from sale of property plant and equipment, investment property Intangible assets and non-current assets 253 512
classified as held for sale
Purchase of property, plant and equipment, nvestment property and non-current assets classified as held for sale 1.440) {1 205)
Purchase of intangible assets (197 (169)
Disposal of subsidianies net of cash disposed 66 205
Acquisition of subsidiaries net of cash acquired 3 20 (25)
Proceeds from sale of joint ventures and assotiates 23 -
Net (increase)/decrease in lcans to joint ventures and associates - 15
Investments injoint ventures and associates (21 -
Net {investments in)/proceeds from sale of short-term investments 1,697 736
Net investments in)/proceeds from sale of other investments 236 141
Dividends received from joint ventures and associates 26 28
Interest received 50 41
Net cash generated from/lused in) investing activities o L ) 666 29
Cash flows generated from/lused in} financing activities -
Proceeds from issue of crdinary share capital 28 1 1
Increase i barrowings 313 185
Repayment of borrowings (3.721 (2.036)
Net cash flows from derwative financial instruments 253 75
Repayments of obligations under fiinance |leases {[o]] (12
Dnidends paid to equity owners e 8 82} -
Net cash generated from/lused in) financing activities - -_—_ o - (3,236) 1,387
Net increase/(decreasel in cash and cash equivalents 292 881
Cash and cash equivalents at the beginning of the year 3.832 3.082
Effect of fareign exchange rate changes e o 15 Ricil
Cash and cash equivalents including cash held in disposal group at the end of the year 4,059 3,832
Cash held in disposal group 7 - (1m
Cash and cash equivalents at the end of the year 18 4,059 3,821

The notes on pages 79 to 131 form part of these financial statements
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Notes to the Group financial statements

Note 1 Accounting policies, judgements and estimates

General information

Tesco PLC (the Company} 1s a public imited company incorperated

and domiciled in the United Kingdom (UK) under the Comparies Act 2006
{Registration number 445790) The address of the registered office 1s
Tesco House, Shire Park, Kestrel Way, Welwyn Garden City AL7 1GA UK

The main activities of the Company and its subsicianes ltogether, 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 Standards {IFRS) as
endorsed by the European Union (EU), and those parts of the Companies Act
2006 applicable to companies reporting under [FRS The consclidated Group
financial statements are presented in Pounds Sterling, generally rounded
to the nearest milhon They are prepared on the historical cost basis, except
for certain financial instruments, share-based payments, customer loyalty
programmes and pension assets that have been measured at fair value

The Directars have at the time of approving the financial statements,
areasonable expectation that the Company and the Group have adequate
resources ta continue in operational existence for the foreseeable future
Thus they continue to adopt the going concern basis of accounting in
preparing the financial statements Further detailis contained within the
gaing concern statement included in the Directors’ report on page 66

The accounting policies set out below have been applied consistently to
all periods presented in these conscldated financial statements

Basis of consolidation

The conschdated Group financial staternents consist of the financial
statements of the ultimate Parent Company {Tesco PLC) all entities
controlled by the Company (ts subsidiaries) and the Group's share of
its Interests mn joint ventures and associates

The financial year represents the 52 weeks ended 24 February 2018 {prior
financial year 52 weeks ended 25 February 2017) For the UK and the Republic
of Ireland (UK & RO}, the results are for the 52 weeks ended 24 February
2018 {pricr financial year 52 weeks ended 25 February 2017) For all other
operations, the results are for the calendar year ended 28 February 2018
lprior calendar year ended 28 February 2017}

Subsidiaries
Subsidiaries are consolidated in the Group's financial statements from
the date that control commences untii the date that control ceases

Intragroup balances and any unrealised gains and losses or income and
expenses arising from ntragroup transactions are eliminated in preparnng
the consolidated financial statements

Joint ventures and associates

The Group's share of the results of joint ventures and asscciates 1s included
inthe Group income statement and Group statement of comprehensive
income/lloss) 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 enltity,
less any mparrment in value The carrying values of imvestments in joint
ventures and associates include acquired geodwill

If the Group’s share of losses In a joint venture or associate equals or
exceeds Its iInvestment in the jornt venture or asscciate the Group does not
recognise further Iosses, unless it has incurred obligations to do so or made
payments on behalf of the jaint venture or asscciate Dividends recewved
from joint ventures or associates with nil carrying vatue are recognised in the
Income statement as part of the Group's share of post-tax prefits/{losses)
of foint ventures and associates

Unrealised gans anising from transactions with joint ventures and assoclates
are elimmated to the extent of the Group's Interest in the entity

Revenue

Revenue comprises the fair value of consideration received or

recevable for the sale of goods and services in the ordinary course of the
Group's activities

Sale of goods

Revenue 1s recognised when the significant risks and rewards of ownership
of the goods have transferred to the buyer and the amount of revenue can
be measured reliably Revenue s recarded rnet of returns discounts/offers
and value added taxes

Financial statements

Provision of services

Revenue from the provision of serwces 1s recognised when the service 15
provided and the revenue can be measured rehably, based on the terms
of the contract

Where the Group acts as an agent selling goods or services, only the
commission income 15 included within revenue

Financial services
Revenue consists of interest, fees and iIncome from the provision of retail
banking and insurance

Interest Income on financial assets that are classifed as locans and
recevables 1s determined using the effective interest rate method

Calculation of the effective interest rate takes into account fees recevable
that are an integral part of the instrument’s yield, prermums or discounts
on acquisition or 1ssue, early redemption fees and transaction costs

Fees in respect of services (credit card interchange fees. late payment and
ATM revenuel are recognised as the right to consideration accrues through
the provision of the service to the customer The arrangements are generally
contractual and the cost of providing the service 1s incurred as the service

15 rendered

The Group generates commission from the sale and service of motor and
home insurance policies underwritten by Tesce Underwriting Limited. orin
a minority of cases by a third-party underwnter This s based on commission
rates which are independent of the profitability of underlying insurance
policies Similar commission income Is also generated from the sale of
white label insurance products underwritten by other third-party providers

Clubeard, loyalty and other initlatives

The cost of Clubcard and loyalty initiatives 15 part of the fair value of the
consideration receved and 15 deferred and subsequently recognised over
the period that the awards are redeemed The deferralistreatedas a
deduction from revenue

The fair value of the points awarded 1s determined with reference to the
fair value to the customer and considers factors such as redemption via
Clubcard deals versus money-off-in-store and redemption rates

Rental Income
Rental income 1s recognised in the period in which 1t 1s earned, In accordance
with the terms of the lease

Commercial income

Consistent with standard industry practice. the Group has agreements with
suppliers whereby volume-related allowances, promotional and marketing
allowances and vartous other fees and discounts are received i connection
with the purchase of goods for resale from those supphiers Most of the
income receved from suppliers relates to adjustments to a core cost price
of aproduct and as such s considered part of the purchase price for that
product Sometimes receipt of the income 1s conditional on the Group
performing specified actions or satisfying certan performance conditions
associated with the purchase of the praduct These include achieving agreed
purchases or sales volume targets and providing pramotional or marketing
materials and activities or promotional product positioning While there 1s no
standard industry definition, these amounts receivable frem suppliers

n connection with the purchase of goods for resale are generally termed
commercial income

Commercial income 1s recognised when earned by the Group. which occurs
when all cbligations cenditional for earming iIncome 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 inventories which are held by the Group at
period ends the income s included within the cost of those inventories,
and recognised In cost of sales upon sale of those inventories

Amounts due relating to commercial iIncome are recognised within trade and
other receivables except in cases where the Group currently has a legally
enforceable right of set-off and intends to offset amounts due from suppliers
against amounts owed to those supplers 1in which case only the net amount
recewable or payable s recognised Accrued commercial Income is recognised
within acerued income when commercial income earnad has not been
invaiced at the balance sheet date
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Finance income

Finance income, excluding income ansing from financial sérvices

15 recognised in the period to which it relates using the effective interest
rate method

Finance costs

Finance costs directly attributable to the acquisition or censtructiaon of
qualifying assets are capitalised Qualfying assets are those that necessarily
take a substantial perod of tme to prepare for their intended use All other
borrowing costs are recognised In the Group income staterment in finance
costs excluding those ansing from financial services, inthe period in which
they occur For Tesco Bank finance cost on financial habilities s determined
using the effective interest rate method and 1s recognised in cost of sales

Business combinaticns and goodwill
The Group accounts for all business combinations by applying the acquisition
method All acguisition-related costs are expensed

On acquisition the assets (including intangible assets) habilities and
contingent fiabifities of an acquired entity are measured at their fair vaiues
Non-controlling interests are stated at the non-controlling interests’
proportion of the fair values of the assets and liabilities recognised

Goodwill arising on consolidation represents the excess of the consideration
transferred over the net fair value of the Group's share of the net assets
habiities and contingent liatilities of the acguired subsidiary, joint venture
or associate and the fair value of the non-controlling interest in the acquiree
If the consideration is legs than the far value of the Group’s share of the net
assets, habihties and contingent iabilities of the acquired entity {1 e abargain
purchasel. the difference 15 credited to the Group income statement in the
penod of acquisition

At the acguisition date of a subsidiary, goodwill acguired 1s recognised as
an asset and 1s allocated to each of the cash-generating units expected to
benefit from the business combination's synergies and to the lowest level at
which management moritors the goodwilt Goodwill arising on the acquisition
of joInt ventures and associates s included within the carrying value of the
investment On disposal of a subsidiary joint venture or associate. the
attributable amount of goodwillis included in the determination of the
profit or loss on disposal

where the Group obtains contrel of a joint venture or associate, the
Group's previously held interests in the acquired entity 1s remeasured to its
acquisition date farr value and the resulting gan or loss. if any. 1s recogmised
in the Group income statement

Cioud scftware ficence agreements

Licence agreements to use cloud software are treated as service contracts
and expensed in the Group income statement, unless the Group has both
a contractual right to take possession of the software at any irme without
significant penalty, and the ability to run the software independently of the
host vendor In such cases the licence agreement is capitalised as software
within intangible assets

Intangible assets

Intangible assets. such as software and pharmacy licences. are measured
initially at acquisition cost or costs INcurred to develop the asset Intangibfe
assets acquired in a business combination are recognised at far value at
the acquisition date

Following initial recognition intangible assets with finite useful ives are
carried at cost less accumulated amortisation and accumulated impairment
losses They are amortised on a straight-hne basis over ther estimated
useful lives. at 10%-25% of cost per annum

Research costs are expensed as incurred Development expenditure
incurred on anndividual project is capitalised anly if specific criteria
are met
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Property, plant and equipment

Property plant and equipment i1s carried at cost less accumulated
depreciation and any recognised impairment in value Property plant and
eguipment 15 depreciated on a straight-line basis to 1ts residual value over
1ts anticipated useful economic Iife

The following depraciation rates are apphed for the Group

- freehold and leasehold buiidings with greater than 40 vears unexpired - at
2 5% of cost

- leasehold properties with less than 40 years unexpired are depreciated
by equal annual nstaiments over the unexpired period of the lease and

- fixtures and fittings, office equipment and metor 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 imparrment at least annually by assessing the
recoverable amount of each cash-generating unit to which the goodwill
relates The recoverable amount 1s the higher of fair value fess costs of
disposal. and value in use When the recoverable amount of the cash-
generating Lnitis l8ss than the carrying amount, an impairment loss 15
recognised Any impairment 15 recogiised immediately in the Group
inceme statement and 15 not subsequently reversed

For all ather non-financial assets (iIncluding ntangble assets and property,
plant and equipment) the Group performs imparment testing where there
are indicators of impairment |f such an indicator exists the recoverable
amount of the asset 1s estimated \n order to determine the extent of the
impairment loss (f anyl Where the asset does not generate cash flows that
are independent from other assets the Group estimates the recoverable
amount of the cash-generating unit to which the asset belongs

The recoverable amount 1s the higher of value In use and farr value less costs
of disposal If the recoverable amount of an asset [or casn-generating unit}
15 estimated 1o be less than 1ts carrying amount. the carrying amount of the
asset (or cash-penerating unit) 1s reduced to Its recoverable amount An
impairment loss 1s recognised immediately in the Group income statement

Where an mparment loss subsequently reverses the carrying amount of
the asset {or cash-generating urit) 1s increased to the revised estimate af
the recoverable amount. but 50 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) sn prior years A reversal of an impairment [0ss 18 recognised
immediately as a credit to the Group iIncome statement

Investment property

Investment property assets are carned at cost less accumulated
depreciation and any recogmsed impairment in value The depreciation
policies for investment property are consistent with those described for
property, plant and equipment

Short-term and other investments
Short-term and other investments in the Group balance sheet comprise
recelvables, loan recelvables and available-for-sale financial assets

Recewvables and loan receivables are recogmsed at amortised cost
Avallable-for-sale financial assets are recognised at fair value

Refer to the finaticial instruments accounting pohey far further detad

Inventories

Inventories compnse geods and development properties heid for resale
Inventones are valued at the lower of cost and fair value less costs to sall
using the weighted average cost basis Directly attributable costs and
incomes lincluding applicable commercial incomet are included in the cost
of iInventories

Cash and cash equivalents

Cash and cash eguwvalents in the Group balance sheet consist of cash at
bank, in hand. demand deposits with banks Ioans and advances {o banks,
certificates of deposits and other receivables together with short-term
deposits with an original maturity of three manths or less



Note 1 Accounting policies, judgements and estimates
continued

Non-current assets held for sale and discontinued operations
Non-current assets (or disposal groups) are classified as assets held for sale
wher ther carrying amount 1s to be recovered principally through a sale
transaction and a sale 15 considered highly probable They are stated at
the lower of carryimg amount and fair value less costs to sell

Discentinued operations

In accordance with IFRS 5 *Non-current Assets Held for Sale and
hscontinued Operations’ the net results of discontinued operations are
presented separately in the Group income statement (and the comparatives
restated) and the assets and liabilities of these operations are presented
separately in the Group bealance 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 ather leases are classified as operating leases

The Group as a lessor

Amounts due from lessees under finance ieases are recorded as receivables
at the amount of the Group’s net investment in the leases Finance lease
mcome 1s allocated to accounting periods so as to reflect a constant
pertodic rate of return on the Group's net investment in the lease Rental
income from operating leases 1s recognised on a straght-tne basis over

the term of the lease

The Group as a lessee

Assets held under finance leases are recognised as assets of the Group

at their fair value or. if lower, at the present value of the minimum lease
payments each determined at the inception of the tease The corresponding
Iiability 1s included in the Group balance sheet as a inance lease obhigation
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
remaming balance of the liability Finance charges are charged to the Group
income statement Rentals payable under cperating leases are charged to
the Group income statement on a straight-line basis over the term of

the lease

Sale and leaseback

A sale and leaseback transaction 1s one where the Group selis an asset and
immediately reacquires the use af the asset by entering into a lease with
the buyer

For sale and finance leasebacks, any profit from the sale 15 deferred and
amortised over the iease term For sale and operating leasebacks generally
the assets are sold at fair value and accordingly the profit or loss from the
sale 1s recognised immediately in the Group income statement

Post-employment obligations

For defined benefit plans, obligations are measured at discounted present
value lusing the projected unit credit methed) while plan assets are recorded
at fair value

The operating and financing costs of such plans are recognised separately
Inthe Group income statement, service costs are spread systematically over
the expected service lives of employees and financing costs are recognised
inthe periods in which they arise Actuarial gains and losses are recognised
immediately 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 is calculated at the grant date
using the Black-Scholes or Monte Carlo model The resulting cost 1s charged
to the Group ihcome statement over the vesting period The value of the
charge 15 adjusted to reflect expected and actual ievels of vesting

Financial statements

Taxation
The tax expense included in the Group income statement consists of
current and deferred tax

Current tax s the expected tax payable on the taxable income for the
financial year using tax rates enacted or substantively enacted by the balance
sheet date. Tax expense 1s recognised In the Group income statement except
to the extent that it relates to items recogmised in the Group statement

of comprehensive income/lloss) or directly in the Group statement of
changes in equity 1in which case 1t 1s recognised in the Group statement

of comprehensive income/lloss) or directly in the Group statement of
changes in equity respectively

Deferred taxs provided using the balance sheet rability method, 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 s calculated at the taxrates that are expected to apply in

the period when the hability 1s settled or the asset realised based on the tax
rates that have been enacted or substantively enacted by the balance sheet
date Deferredtax s charged or credited in the Group iIncome 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) 1n which case the deferred tax 1s also recogrused in equity

or other comprehensive income. respectively

Deferred tax assets are recognised to the extent that 1t 1s probable that
taxable profits will be avallable against which deductible tempaorary
differences can be utilised

The carrying amount of deferred tax assets 1s reviewed at each balance
sheet date and reduced to the extent that it 1s no longer probable that
sufficient taxable profits will be availlable to allow all or part of the assets
to be recovered

Deferred tax assets and liabilities are offset aganst each other when there
15 a legally enforceable right to set off current taxation assets against current
taxation abilities and it 1s the intention to settle these on a net basis

Tax provisions are recognised for uncertain tax positions where @ risk

of an additional tax hat»ity has beendentified and it 1s probakle that the
Group will be required to settle that tax Measurement is dependent on
management’s expectation of the cutcome of decisions by tax authorities
in the vanous tax junsdictions in which the Group operates This s assessed
on a case by case basis using in-house tax experts, professional firms and
previous experience Refer to Note &

Foreign currencles
The consolidated inancial statements are presented in Pounds Sterling,
which 1s 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 labilities that are dencrminated in foreign
currencies are retransiated to the functional currency at the rates prevailing
on the balance sheet date Exchange differences are recogmsed in the Group
incorne staterent in the penod In which they arise apart from exchange
differences on transactions entered into to hedge certain foreign currency
risks and exchange differences on menetary items forming part of the net
investment in a foreign operation

The assets and llabiiities of the Group's foreign operations are translated
inte Pounds Sterling at exchange rates prevaling at the balance sheet date
Profits and losses are translated at average exchange rates for the relevant
accounting perinds Exchange differences anising 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 cperation s disposed of

Goodwill and farr value adjustments ansing on the acquisition of a foreign
entity are treated as assets and liabilities of the foreign entity and translated
at the closing rate
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Financial Instruments

Financial assets and financial labilities are recogrised in the Group balance
sheet when the Group becomes a party to the contractual provisions of
the instrument

Trade recejvables

Trade receivables are non interest-bearing and are recognised inttially at fair
value, and subsequently at amortised cost using the effective interest rate
method, less provision for impairment.,

Investments

Investments are recognised at trade date Investments are classified as
either held for trading or available-for-sale. and are recogrused at fair value
For avallable-for-sale investments, gains and losses anising from changes in
fair value are recogrused directly in other comprehensive income, until
the security is disposed of or 15 determined to be impaired, at which time
the cumulative gain or loss previously recognised in other comprehensive
income s included in the Group iIncome statement for the period Interest
calculated using the effective interest rate method 15 recogmsed in the
Group income statement Dividends on an avallable-for-sale eguity
instrument are recogrised in the Group Income statement when the
entity’s nght to recewe payment |s established

Loans and advances to customers

Loans and advances are initially recogrised at fair value plus directly related
transaction costs Subsequent to imtial recognition, these assets are carried
at amortised cost using the effective interest method less any impatrment
losses Income from these financial assets is calculated on an effective yield
basis and 1s recognised in the Group income statement

Impalrment of loans and advances to customars

The Group's loan impairment provisions are established to recognise
incurred impairment losses in its portfolio of leans classified as loans and
recelvables and carried at amortised cost At each balance sheet date
managerment reviews the carrying amounts of its loans and advances to
determine whether there 1s any indication that those assets have suffered
an impairment loss

If there s objective evidence that an impairment loss on a inancial asset or
group of finangial assets classified as loans and advances has beencurred.
management measures the amount of the loss as the difference between
the carrying ameunt of the asset or group of assets and the present vaiue of
estimated future cash flows from the asset or group of assets discounted at
the effective interest rate of the instrument at intial recognibon  Impairment
losses are assessed individually for financial assets that are indwidually
significant and collectively for assets that are not individually significant

In making collective assessments of Impairment, financial assets are grouped
into portfolios on the basis of similar risk characteristics

Loan impairment provisions are estabhshed on a portfolio basis using
statistical methodology taking into account the level of arrears security,
past loss experience, credit quality and defaults based on portfohe trends

The portfolios include mortgages. credit card receivables, personal current
accounts and personal loans The future credit quality of these portfolios 1s
subject to uncertainties that could cause actual credit losses te differ
materially from reported loan impairment provisions These uncertainties
include the economic environment. notably interest rates and their effect
on customer spending the unemployment level, payment behaviaur and
bankruptcy trends

Impairment losses are recognised in the Group income statement and the
carrying amount of the financial asset or group of financial assets 1s reduced
by establishing an allowance for impairment losses If i a subsequent period
the amount of the impairment loss reduces and the reduction can be
ascnbed to an event after the impairment was recognised, the previously
recognised |0ss Is reversed by adjusting the allowance Once an impairment
loss has been recogrised on a financial asset or group of financial assets
interest iIncome s recognised on the carrying amount using the rate of
interest at which estimated future cash flows were discounted In

measuring impairment
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Interest-bearing borrowings

Interest-bearing bank loans and overdrafts are \imtially recorded at
fair value net of attributable transaction costs Subseguent tonitial
recognition interest-bearnng borrowings are stated at amortised cost
with any difference between proceeds and redemption value being
recogrised in the Group income statement over the period of the
borrowings on an effective interest basis

Trade payables

Trade payables are non interest-bearing and are recognised initially at
fair value and subseguently measured at amortised cost using the effective
interest method

Equity Instruments
Equity instruments issued by the Group are recorded at the proceeds
recetved, net of direct 1ssue costs

Derivative financlal instruments and hedge accounting

The Group uses derivative financial instruments to hedge 1ts exposure 10
forelgn exchange. Interest rate and commaodity risks anising from operating
financing and investing activities The Group does not held or 1ssue derivative
financial instruments for trading purposes, however If dervatives ¢o not
qualify for hedge accounting they are accounted for as such

Derivative inancial instruments are recognised and stated at fair value
Where derivatives do not gqualify for hedge accounting, any gains or losses on
remegasurement are immediately recognised in the Group Income statement
Where dervatives qualify for nedge accounting, recogmition of any resultant
gain or loss depends on the nature of the hedge relationship and the item
beng hedged Inorder to qualfy for hedge accounting. the Group is required
to document from inception the relaticnship between the item being hedged
and the hedging instrument

The Group is also required to document and demonstrate an assessment
of the relaticnship between the hedged item and the hedging instrument
which shows that the hedge will be highly effective on an ongoing basis
Thus effectiveness testing 1s performed at gach reporting pencd to assess
whether the hedge remains highly effective

Derwative financial nstruments with maturity dates of more than one year
from the balance sheet date are disclosed as non-current

Falr value hedging

Derwvative financial instruments are classified as fair value hedges when

they hedge the Group's exposure to changes In the fair value of a recognised
asset or hability Changes in the fair value of derivatives that are designated
and qualify as fair value hedges are recorded in the Group iIncome statement
together with any changes in the fair value of the hedged item that 1s
attributable to the hedged risk

Cash flow hedging

Derivative financial instruments are classified as cash flow hedges when
they hedge the Group's exposure to varability in cash flows that are either
attributable to a particular risk assoctated with a recognised asset or habiirty,
or a hughly probable forecasted transaction The effective element of any
gain or loss from remeasuring the dervative instrument 1s recognised
directly in the Group statement of comprehensive Income/(lass)

The associated cumulative gain or loss 1s reclassified from other
comprehensive income and recognised in the Group inceme statement in
the same period or penods during which the hedged transaction affects the
Group income statement The classification of the effective portion when
recognised in the Group income statement 1s the same as the classification
of the hedged transaction Any element of the remeasurement of the
derwative instrument that does not meet the criteria for an effective hedge
1s recognised immediately in the Group Income statement within finance
INcome or Costs

Hedge accounting 1s discontinued when the hedging instrument expires or
1s sold, terminated or exercised. or If a voluntary de-designation takes place
or it no longer quahfies for hedge accounting At that point in ime, any
cumulative gain or loss on the hedging nstrument recognised in equity 1s
retained in the Group statement of changas in equity until the forecast
transaction gecurs or the original hedged item affects the Greup income
statement If aforecast hedged transacuion is no longer expected to occur,
the net cumulative gain or loss recognised in the Group statement of
changes in equity 1s reclassified to the Group income statement



Note 1 Accounting policies, judgements and estimates
continued

Financial instruments continued

Net investment hedging

Derivative financial Instruments are classified as net Investment hedges
when they hadge the Group's net investment in an overseas operation

The effective element of any foreign exchange gain or loss from remeasuring
the dervative instrument 15 recagnised directly in other comprehensive
income Any ineffective element is recognised immediately in the Group
income statement Gains and losses accumulated in other comprehensive
income are included in the Group income statement when the foreign
aperation is disposed of

Offsetting financial instruments

Financial assets and habilities are offset and the net amount reported inthe
Group balance sheet when there is a current legally enforceable right to
offset the recognised amounts and there 1s an intention to settle on a net
basis or realise the asset and settle the hability simultanecusly

Provisions

Provisions are measured at the present value of the expenditures expected
to be required to settle the obligation using a pre-tax discount rate that
reflects current market assessments of the time value of money and the
nsks specific to the obligation The increase in the provision due to passage
of time 1s recognised 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
economic benefits expected to be receved under the lease

Judgements and sources of estimation uncertainty

The preparation of the consolidated Group financial statements reguires
management to make Judgements. estimates and assumptions in appiying
the Group's accounting policies to determine the reported amounts of
assets llabihties, income and expenses The estimates and asscciated
assumptions are based on historical experience and various other factors
that are believed to be reascnable 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
applied prospectively

Critical accounting judgements
Critical judgements apart from those involving estimations  that are apphed
In the preparation of the consolidated inancial statements are discussed below

Joint ventures and associates

The Group has assessed the nature of its joint arrangements under

IFRS N*Joint arrangements’ and determined them to be joint ventures
This assessment reguired the exercise of jJudgement as set out In Note 13

Management has applied jJudgement in determining that Gain Land Limited
{Gamn Land) 1s an associate of the Group The Group has significant influence by
virtue of holding a 20% equity interest which presumes significant influence per
1A% 28, together with having a contractual right to appoint two cut of 10
Directors, while taking into account that the remaining 80% interest 1s held by
one other party

Equity transactions with joint venture partners

During the year the Group unwound its joint venture with Brntish Land Co PLC
{British Land) As part of the unwind, the Group obtained sale control of BLT
Properties Lid and seven stores, while British Land obtained scle contral of
BLT Holdings (2010 Ltd and two stores

The Group s an equity partner in several joint ventures Where the Group
acquires the other partner’s interests in the joint venture management
apphies judgement in determining whether the transaction 1s accounted
for as a business combination or as an asset acquisition Factors considered
in making this determination include whether the property management
services In the joint venture are significant processes and whether
substantially all of the consideration paid relates to the fair value of purchased
properties For transactions accounted for as business combinations where
the Group leases properties in the joint venture management further
considers whether increases in valuation of the properties above vacant
possession value are attributable to the value of the lease contract or reflect
residual goodwill

Financial statements

Management exercised Judgement in accounting for the Group's acguisition
of BLT Properties Ltd as an asset acguisition since substantsally all of the
purchase price related to the fair value of the seven stores purchased

The sale of shares in BLT Holdings {2010} Ltd was accounted for as a sale

of aninvestrent Refer to Note 4

Structured entities

Management has appled judgement in determining whether the Group
has control over any structured entities involved in the Group's credit
card secuntisations and retail property transactions Refer ta Note 13
far additional disclasures

Leases

Management exercises judgement in determining the classification of
leases as finance or operating leases at inception of the lease Management
censiders the kelihcod of exercising break clauses or extension options in
determining the lease term Where the fease term constitutes substantially
all of the economic life of the asset or where the present value of minimum
lease payments amount to substantially all of the fair value of the property,
the lease is classified as a finance lease All other leases are classified as
cperating leases

Management further applies judgement in determining the accounting
treatment of the sale and leaseback transacticns Factors considered
nclude the substance of the transaction (by applying 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 levets of control and
influence (the buyer may be an associate, joint venture or an unrelated party)

Refer to Note 34 for additional disclosures on judgements made relating
tc operating leases including those ansing from sale and leasebacks

Classification of mall properties

Management exercises judgement in determining the appraopriate
classification of shopping malls as investment properties or property plant
and equipment Factors considered in making this determinaticn include the
level of services provided to tenants, who manages the mall and any shared
faciities. the proportion of sublet space 1o own-use space and the variability
of earnings from the property

Determination of cash-generating units
The Group has determined each store as a separate cash-generating unit
for impairment testing Refer to Note 11

Operating segments

Management has assessed the retall operations in different countries and
determined that they share similar economic characteristics. products
customers and supply chain operations The retail cperations have therefore
been aggregated in the UK & ROI. Central Europe and Asia segments. In

line with the way they are managed below the Cruef Operating Decisien
Maker (CODM)

Tesco Bank operates in a different industry and reports separately hence
IS & separate segment

Discontinued operations

Management has applied jJudgement In presenting the Group’s retail
operations in Turkey as a discontinued operation Management consider
the retall operations in Turkey as an operating segment. one level below the
reportable Retall Central Europe segment Management further considered
previous treatment of similar dispasals in China and Kerea as discontinued
operations Refer to Note 7

Alternative performance measures (APMs) - Exceptional items
Management exercises judgement in determining the adjustments to apply
to IFRS measurements in order te derive APMs which provide additional
useful information on the underlying trends, performance and posiion of
the Group This assessment covers the nature of the item. cause of occurrence
and the scale of impact of that item on reported performance Reversals

of previous exceptional items are assessed based on the same criteria

A breakdown of the exceptional items included in the Group iIncome statement
together with the iImpact of these items on the Group cash flow statement
1s disclosed in Note 4 to the consolidated financial statements

Refer to pages 150 to 1563 for further details on the Group’s APMs
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Key sources of estimation uncertainty

The key assumptions about the future and other key scurces of estimaticn
uncertainty at the reporting penod end that may have a significant risk of
causing a material adjustment to the carrying amount of assets and habilities
within the next financial year are discussed below

Change in estimate - Post-employment benefit obligations

The present value of the post-employment beneft obligations depends on
anumber of factors that are determined on an actuanal basis using a number
of assumptions The assumptions used in determining the net cost/incomel
for pensions include the discount rate Any changes In these assumptions

will impact the carrying amount of post-employment benefit cbligations

During the financial year, the Groug has taken actuarial advice and decided to
change the mode! used for deriving the discount rate assumption for valuing
the Tesco PLC Pension Scheme's habilities under 1AS 13 ‘Employee Benehts'

Key assumptions and sensitivitres far post-employment benefit obligations
are disclosed in Note 27

Impairment

al Impairment of investments

Where there are indicators of impairment or reversals of previous
impairment for investmentsn joint ventures and associates or other
investments management parforms animpairment test for the investment
based on the higher of valué in use and fair value less costs of disposal
Key estimates and sensitivities for impairment of Investments are disclosed
in Note 13

b) Impairment of property, plant and equipment. software,

other intangible assets and investment property
Where there are indicators of impairment management performs an
impairment test Recoverable amounts for cash-generating units are the
higher of farr value less ¢osts of disposal, and value in use Value in use s
calculated from cash flow projections based on the Group's three year
internal forecasts The forecasts are extrapolated to five years based on
management’s expectations, and beyond five years based on estimated
long-term growth rates Key estimates and sensitivities far imparment
of assets are disclosed in Note 11 Fair value 1s determined with the
assistance of iIndependent professional valuers where appropriate

Commercial income

Management i1s required to make estimates in determiming the amount and
timing of recognition of commercial income {as defined on page 79) for some
transactions with suppliers In determiining the amount of volume-related
allowances recognised In any period, management estimate the probability
that the Group will meet contractual target volumes, based on histonical and
forecast performance There is Imited estimation involved in recognising
income for promotianal and other allowances

Management assesses 1ts performance aganst the obhgations conditional
on earning the iIncome with the income recogmsed either over tirme as the
obligations are met. or reccgnised at the point when alt obligations are met.
dependent on the contractual requirements Commercial ncome s
recognised as a credit within cost of sales Where the income earned relates
to inventones which are held by the Group at period ends, the income

15 included within the cost of those inventories and recognised in cost

of sales upon sale of those Inventories Management views that the cost

of inventories sold {which s inclusive of commercial iIncome) provides

a congistent and complete measure of the income statement impact

of the overall supplier relationships

Management considers the best indicator of the estimation undertaken

1s by reference to commercial iIncome balances not settled at the balance
sheet date and has therefore provided agditional disclosures of commercial
income amounts reflected in the balance sheet Refer to Note 20 for
commercial income disclosures

Property provisions

Property provisions comprise onerous lease provisions including leases

oh unprofitable stores and vacant properties, and other cnerous contracts
related to property These provisions are based on the least net cost of
fulfiling or exiting the contract

Key estimates and sensitivities for property provisions are disclosed in Note 25
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Uncertain tax provisions

The Group was previously exposed to variapility in the resolution of tax
exposures relating to Korea Since these exposures have been resclved n
the current year the risk of material adjustment relating to uncertan tax
provisions 1s viewed as not significant

Inventories

An inventory provision 1s booked for cases where the realisable value from
sale of the inventory s estimated te be lower than the inventory Carrying
value Management has estimated the inventory provisioning percentage
for different product categenes based on various facters, including the
expected sales profiles of the items. the prevailing sales prices, the item’s
seasenality pattern and expected losses associated with slow-moving
inventory items

Contingent liabilities

Contingent iabilities are possible obligations whose existence will be
confirmed only an the occurrence or non-occurrence of uncertain future
events outside the Group's control, or present obligations that are not
recognised because it is not probable that a settlement will be required or
the value of such a payrment cannot be reliably estimated The Group does
not recognise contingent llabllities but discloses them Refer to Note 32 for
the disclesures

Amendments to accounting standards effective for the current year
The following amendments were adopted in the current year

- Amendments ta IAS 7 ‘Statement of Cash Flows™ - Disclosure Inttiative
- Amendments to 1AS 12 "Income Taxes' - Recognition of Deferred Tax Assets
for Unreahsed Losses

The adoption of these amendments does not have @ material impact on
the Group financial statements Additional disclosures have been given
where relevant

Standards Issued but not yet effective

At the date of authorisation of these financial statements the Group has
not applied the fallowing standards that have been issued but are not yet
effective The Group has not adopted any new or amended standards early

IFRS 9 ‘FInancial Instruments’

IFRS 9 ‘Financial Instruments’ replaces IAS 39 ‘Financial Instruments
Recogmiticn and Measurement” with the exception of macro hedge
accounting The standard will be effective in the Group financial statements
for the 52 weeks ending 23 February 2019. The Group intends to apply the
classification and measurement and impairment requirements of the
standard retrospectively at the transition date of 25 February 2018 by
adjusting the opening balance sheet with no restatement of comparative
penads Hedge accounting relationships within the scope of IFRS 9 will
transiticn prospectively

The standard covers three elements

- Classification and measurement Changes to a more principle based
approach to classify financial assets as either held at amortised cost. farr
value through other comprehensive Income (FVYOCH or fair value through
profit or loss dependent on the business medel and cash flow
characteristics of the financiai asset.

Impairment Moves to an impairment mode! tased on expected credit
losses based on a three stage approach, and

Headge accounting The IFRS § hedge accounting requirements are designed
to allow hedge accounting to be more closely alighed with the Group's
underlying nsk management A new International Accounting Standards
Board HASB) project 15 in progress to develop an approach to better reflect
dynamic risk management in entities’ financial statements

Ciassification and measurement:
From a review of the Group balance sheet as at 24 February 2018
the Group expects the following classiication changes 1o take place

- All inancial instruments classified as loans and receivables under 1AS 39
will be classified and measured at amortised cost under IFRS 9 and

- All financial instruments classified as available-for-sale under |AS 39
will ke classified and measured at FVOCI under IFRS 8



Note 1 Accounting policies, judgements and estimates
continued

Standards issued but not yet effective continued

IFRS 9 Financial Instruments’ continued

Impairment:

IFRS 8 requires the Group to recognise expected credit losses (ECL) at all
times. and to update the amount of ECL recognised at each reperting date
to reflect changes in the credit risk of inancial assets The ECL will be
measured under the simpliied approach, with the exception of loans and
advances to customers, cther investments and joint venture loans where
the three-stage approach will be applied

The assessment of credit risk and the estimation of ECL are required

to be untiased, forward-locking and probabihity-weighted. determined by
evaluating at the reporting date for each financial asset a range of possibie
outcomes using reasonable and supportable information about past events.,
current conditions and forecasts of future events and economic conditions
The estirnation of ECL also takes into account the time value of money

As arasult of applying IFRS 9, the impact on opening retained earnings
for the year ended 28 February 2019 for Tesco Bank 1s expected to be a
reduction of £166m This reflects the increase in impairment allowance
under the new ECL model. net of deferred tax The impact of the new
impairment requirements on the Retail business s not material

Hedge accounting:

The IFRS 2 hedge accounting requirements are designed to allow hedge
accounting to be more closely aligned with financial risk management A new
IFRS 15 under development to account for dynamic risk management As
permitted under IFRS 9 the Group will elect to continue 10 apply the existing
hedge accounting requirements of 1AS 39 for its portfolio hedge accounting
until this new standard s implemented All other existing hedge relationships
wiil transition to IFRS 9 an adoption

IFRS 15 ‘Revenues from Contracts with Customers’

IFRS 15 "Revenues from Contracts with Customers’ will be effective in the
Group financial statements for the 52 weeks ending 23 February 2019 The
Group intends to adopt the standard retrospectively with comparatives
restated from a transition date of 26 February 2017

IFRS 15 introduces a five-step approach to the timing of revenue recognition
based on performance obligations in customer cantracts The core principle
of IFRS 1515 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 actvities of retailling and
associated activities and retail banking and insurance services through Tesco
Bank For the majority of revenue streams. there is alow level of judgement
applied in determining the consideration or the timing of transfer of control
As a result. revenue recogniticn under IFRS 15 will be largely consistent with
current practice

Revenue streams that will be impacted include Clubcard loyalty points for
which the farr value of consideration will change and certain
telecommunication contracts and bespoke contracts fulflled by dunnhumby
for which the timing of revenue recognition wili change

IFRS 15 15 not expected to result ina material impact to the Retall business
The impact for Tesco Bank 1s still under assessment

IFRS 16 ‘Leases’

IFRS 16 'Leases’ will be effective in the Group financial statements for the
53 weeks ending 29 February 2020 The Group intends to adopt the standard
retrospectively, with comparatives restated from a transition date of

25 February 2018

IFRS 16 provides a single lessee accounting model requiring lessees to
recognise nght-of-use assets and lease habities for all applicable leases

Under IFRS 16 lessees will be required to remeasure the lease liability upon
the occurrence of certain events such as a change in future lease payments
resulting from a change in an Index or rate used to determine those payments
The lessee will generally recognise the amount of the remeasurement of the
lzase lizbiity as an adjustment to the right-of-use asset

Financiai statements

{FRS 1615 expected to have a significant iImpact on reported assets halties
and income statement of the Group, as well as the classification of cash flows
relating to lease contracts The standard will impact a number of key measures
such as operating profit and cash generated from operations. as well as a
number of alternative performance measures used by the Group

The Group's IFRS 16 Project 1s governed by a Steering Committee. which
regularly reports progress to the Group Audit Committee During the current
reporting period, progress has been made in the collation of the additional
lease data required to support IFRS 16 calculations, establishung systems
and processes required for accounting and reporting under IFRS 16 and In
determining the appropriate discount rates to apply to lease payments

During the next financial year. the Group will finalise this work and set out
accounting policies and procedures for leases The Group will also establish
a process of parallei reporting for the comparative period Until the impact
assessment 1s completed 1t1s not practical to provide a reasonable estimate
of the financial effect of IFRS 16

QOther standards and amendments
The impacts of the following standards and amendments are still
under assessment

- Amendments to IFRS 4 - Applying IFRS 9 Financial Instruments with IFRS 4
Insurance Contracts
- IFR§ 17 - Insurance Contracts

Other changes to standards and amendments 1ssued but not vet effective are
not expected to have a material impact on the Group financial statements

Alternative performance measures {APMs)
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
companies’ APMs, including these inthe Group’s industry

APMs should be considered in addition to, and are not intended to be
a substitute for or supericr to. IFRS measurements

Purpose
The Directors believe that these APMs assist in providing additional useful
information on the underlying trends perfermance and position of the Group

APMs are also used to enhance the comparabihty of information between
reporting periods and geographical units {such as like-for-like sales) by
adjusting for non-recurring or uncontrollable factors which affect IFRS
measures to aid users inunderstanding the Greup's performance

Consequently. APMs are used by the Directors and management for
performance analysis. planning. reperting and incentive-setling purposes

The key APMs that the Group has focused onin the financial year are
as follows

Group sales This1s the headline measure of revenue for the Group

It excludes the impact of sales made at petrol filling stations due to the
sigrificant volatility of fuel prices This volatility 1s cutside the control

of management and can mask underlying changes in performance

- Like—for-like sales This is a widely used indicator of aretaller’s current
trading performance It 1s a measure of growth in Group online sales and
sales from stares that have been open for at least a year (but excludes
prior year sales of stores closed during the year) at constant foreign
exchange rates

Operating profit before exceptional items This 1 the headline measure
of the Group's performance. and 1s based on operating proft before the
impact of excepticnal items Exceptional items relate to certain costs or
incomes that derive from events or transactions that fall within the normail
activities of the Group but which individually or if of a similar type in
aggregate are excluded by virtue of their size and nature in order to
reflect management’'s view of the performance of the Group

- Retall operating cash flow Thisis the operating cash flow of centinuing
opergtions, excluding the effects of Tesco Bank’s cash flows

Retail free cash flow Retail free cash flow includes all cash flows from
operating and mvesting activities for the Retail business and the market
purchase of shares in relation to share schemes The following items are
excluded investing cash flows that increase/decrease items within Net
debt. and cash flows from major corporate acquisitions and disposals
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Alternative performance measures (APMs) continued

Purpose continued

- 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. net pension finance costs and fair value remeasurements on
financial instruments- This relates to profit after tax before exceptional
items fram contimuing operations. net pension finance costs and fair value
remeasurements on financial mstruments attributable to cwners of the
parent divided by the weighted average number of ordinary shares inssue
during the iinancial year 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 year and sre used to ehminate the effects
of exchange rate fluctuations in assessing performance Actual exchange
rates are the average actual periodic @xchange rates for the financial year

Changes to APMs
During the financial year, the following changes have been apphad to the
Group's APMs

- Free cash flow has been redefined to include all cash fiows from operating
and nvesting actiities. and the market purchase of shares in relation to
share schemes The fofiowing items are exciuded investing cash flows that
increase/decrease items within Group net debt, and cash flows from major
corporate acquisitions and disposals, This measure reflects the cash avallable
to shareholders Previously, free cash fiow only Included capital expenditure
cash flows within investing activities Retail free cash flow 1s now considered
a key APM

Diluted earnmings per share from continuing cperations before exceptional
items and net pension finance costs has been replaced with diluted earnings
per share from continuing operations before éxceptional items net pension
finance costs and fair value remeasurements on financial instruments Far
value remeasurements are now excluded as they are impacted by changes
to credit risk and vanigus market indices, which can fluctuate significantly
Alsa Included In these iterns are fair value remeasurements on financial
instruments resulting from hability management exercises Other earnings
per share measures before exceptional items are no longer considered
APMs and have been remaved

Total iIndebtedness ratio and Fixed charge cover have been included

as new APMs during the year. Earnings before exceptional items, interest
tax. depreciation, amortisation and rent expense (EBITDAR) has also been
included as 1t 15 used to calculate these debt metncs Total indebtedness
ratio and Fixed charge cover are measures of the Group's ability to meet

1ts payment abligations and are widely used by analysts and credit

rating agencies

!

Refer to the Glossary (pages 150 to 163} for a full list and comprehensive
descripticns and purpose of the Group’s APMs
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Note 2 Segmental reporting

Financial statements

The Group’s operating segments are determined based on the Group's internal reporting to the Chief Operating Decision Maker (CODM) The CODM has
been getermined to be the Group Chief Executive, with support from the Executive Committee, as the function primarily responsibie for the allocation
of resources to segments and assessment of performance of the segments

In line with changes in management structure reporting to the CODM the Group has reassessed its reportable segments and determined that the retailing
and assoclated activities previously disclosed within the Internationai segment should be segregated between the Central Europe and Asia segments

The principal activties of the Group are therefore presented in the following segments

- Retailing and associated activities {Retail) in
- UK & ROl - the United Kingdom and Republic of Ireland,

- Central Europe - Czech Repubhc, Hungary, Poland, Slovakia, and

- Asia - Malaysia and Thailand

- Retall banking and insurance services through Tesco Bank in the UK (Tesco Bank}

This presentation reflects how the Group's operating performance 15 reviewed internally by management Segmental information for the 52 weeks ended
25 February 2017 has been amended accordingly The amounts disclosed within the Central Europe and Asia segments total the amounts previously disclosed

within the Internaticnal segment

Excluded from the segmental information below are the Retail activities of Turkey which have been classified as discontinued operations Refer tc Note 7

for further details

The CODM uses operating profit before exceptional items 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 exceptional items I1s a consistent
measure within the Group as defined within Note 1 Refer to Note 4 for exceptional items Inter-segment revenue between the cperating segments 1s not material

Income statement

The segment results and the reconciialion of the segment measures to the respective statutory items included in the Group income statement are as follows

Total at Total
Central Tesco constant Foreign at actual
52 weeks ended 24 February 2008 UK & ROI Europe Asta Barnk exchange exchange exchange
At constant exchange rates _ £m £m £m £m £m £m £m
Continuing operations B
Group sales 38,522 5,884 4.692 1,051 50.149 842 50,99
Revenue . 44,775 6,109 4.692 1.051 56,627 864 57,49
Operating profit/(loss} before exceptional items* 1,046 1o 282 173 1,61 33 1,644
Exceptional items 143 88 (20) (24) 185 8 193
Operating profit/{loss) 1,187 198 262 149 1,796 4 1,637
Operating margin 2.3% 1.8% 6.0% 16.5% 2.8% 2.9%
Total
Central Tesco at actual
52 weeks ended 24 February 2018 UK & ROI Eurcpe Asia gank exchange
At actual exchange rates £m £m £m £m £m
Continuing operations
Group sales 38,650 6,343 4.947 1,051 50,991
Revenue - 44,908 6.585 4,947 1.051 57490
Operating profit/(loss) before exceptional items* 1,053 ng 299 173 1,644
Exceptional items 146 93 22) {24) 193
Operating profit/{loss) 1199 212 2717 149 1,837
Operating margin 2.3% 1.8% 6.0% 16.5% 2.9%
Share of post-tax profits/llosses) of joint ventures and associates 6)
Finance income 98
Finance costs {631)
Profit/lloss) before tax 1,298
Total
Central Tesco at actual
52 weeks ended 25 February 2017 UK & ROI Europe AS1a Bank exchange
At actual exchange rates £ E_m_ _ £m £m £m
Continulng operations - -
Group sales 37692 5977 5,186 102 43,857
Revenue B 43524 6195 5,186 12 585917
Operating profit/lloss) before exceptional items* 803 58 262 157 1,280
Exceptional items B B (284) 132 (31 180} 1263)
Operating profit/fioss} - 519 190 231 77 1,017
Operating margin _ o 1.8% ~0.9% 5.1% 15.5% 2.3%
Share of post-tax profits/llossesl of joint ventures and associates ) - 107)
Finance income 109
Finance costs o (874)
Profit /{loss) before tax - B 145
* Intercompany recharges totaling £nil (2017 £2re} between continuirg operations and the Turkey discartinued aperations have been eliminatec
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Notes to the Group financial statements continued

Note 2 Segmental reporting continued

Balance sheet

The following tables showing segment assets and liabilities exclude those balances that make up net debt (cash and cash equivalents short-term investments,
joint venture loans and other receivables bank and other borrowings finance lease payables derwvative financial instruments and net debt of the disposal
group) Net debt balances have been included within the unallocated segment to reflect how the Group manages these balances Intercempany transactons

have been eliminated other than intercompany transactions with Tesco Bank in net debt

Central Tesco

UK & ROI Europe Asia Bank Unallocated Total
At 24 February 2018 Em Em Em £m £m Em
Goodwlll, software and other intangible assets 1.281 36 2n 1.073 - 2.661
Property. plant and equipment and investrment property 13,190 2,799 2,564 68 - 18,621
Investments in joint ventures and associates 12 1 586 90 - 689
Non-current other investments 3 - - 857 - 260
Non-current trade and other receivables™® 30 6 12 - - 48
Non-current loans and advances to customers - - - 6.885 - €,885
Deferred tax assets 19 33 65 - - 7
Non-current assets™ 14,535 2,875 3,498 8,973 - 29,881
Inventories and current trade and other recewables® 2,428 €10 398 308 - 3,744
Currert loans and advarices to customers - - - 4637 - 4637
Current other investments - - - &8 - 68
Total trade and cther payables 17,247 (853] (1.028) {238) - (9,360}
Total customer deposits and deposits from banks - - - (10,784} - 10.784)
Total provisions (1,034) mo) (47) 7N - (1,268}
Deferred tax hlabiities {20} (35) (32) {4 - ]
Net current tax (263) (9} {16} (35) - {323)
Past-employment benehts {3,261 - (21 - - (3,282)
Assets of the disposal group and classifhied as held for sale* 95 54 - - - 149
Liabiltties of the disposal group'™ - - - - - -
Net debt (inclugding Tesco Bank)® - - - (288) 12,625) (2,913)
Net assets 5,239 2,532 2,752 2,560 (2,625] 10,458
* Excludes loans to joint ventures of £138m (2017 £137m) which form part of net debt
"® Excludes derivative inancial instrument non-current assets of £1,117m (2017 £1 303m)
“ Excludes net interest and other recewables of £1m (2017 £1m) which form part of net debt
' Excludes net debt of the disposal group of £mil (ZG17 £(65im} Refer to Note 7
= Refer to Note 30

Central Tesco

UK & ROI Europe Asig Bank  Unallocated Total
il 25 February 2017 . e £L £m £m £m in Em_
Goodwill, software and other intangible assets 1293 44 278 1102 - 2717
Property. plant and equipment and investment property 12,893 2.613 2.593 73 - 18172
Investments in joint ventures and associates n i 656 hl - 739
Non-current ather investments - - - 810 13 823
Non-current trade and other recevables® 23 7 13 - - 43
Non-current loans and advances to customers - - - 5795 - 5795
Deferred tax assets 601 23 a3 - - 707
Non-current assets® - 14,821 _ 2,688 3,623 7,851 13 28,996
Inventones and current trade and other receivables 2.389 654 394 338 - 3775
Current loans and advances to customers - - - 4166 - 4166
Current other investmants - - - 156 128 284
Total trade and other payabies (7.006) {795} (1152} {242} - (3,199
Total customer deposits and deposits from banks - - - (8.963) - 8.963)
Total provisions 914) 80} (45) (84} - {1123}
Deferred tax liabilities 7 (26) (47 04 - {88
Net current tax 579} 0 12) (8) - 600}
Post-employment benefits {6.600) - 21 - - 6.621)
Assets of the disposal group and classifiied as held for sale'™ 100 46 - - 187 333
Liabihties of the disposal group'® - - - - 9% {95)
Net debt (including Tesco Bank)® - - - {722) (3.729) (4,451
Net assets I - 2,204 2,482 2,746 2,478 13,496} 6.414

a1 et Refer to previous table for footnotes
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Note 2 Segmental reporting continued

Other segment information

Financial statements

Total
Central Tesco contimuing Discontinued
UK & ROI Eurcpe Asia Bank operations operations Total
57 weeks ended 24 February 2018 £m £m £m £m £m £m £m
Capital expenditure (including acguisitions through business
combinations)
Property plant and equipment 940 \\v 236 7 1300 - 1,300
Investment property 1 - - - 1 - 1
Goodwlt software and other intangible assets” 141 16 3 43 203 - 203
Depreciation and amortisation
Property. plant and equipment (686} {147) (230) (12} 1,075} - (1,078}
Investment property m - - - n - {1
Software and other intangible assets {121} 18) (9} 71 (219} - {219)
Impairment
Property, plant and equipment ioss (50) 6) (32 - (88) - 88)
Property. plant and equipment reversal 154 n2 9 - 275 - 275
Investment property less - [} - - N - 1]
Investment property reversal 3 2 - - 5 - 5
Goodwill, software and other intangble assets loss (20) (8) - - (28) - (28)
Software and other intangble assets reversal 4 - - - 4 - 4
* Inciudes £8m {2017 £nill of goodwill software and other intangible assets acquired through business comtinations
Total
Central Tesco continuing  Discontinued
UK & ROI Eurcpe Asia Bank operations operations® Total
52 weeks encec 25 February 2017 Emr £m £m £m Erjl _ m £m
Caprtal expenditure - T - B
Property plant and equipment 995 127 259 12 1393 2 1385
Investment property - - - - - - -
Goodwill software and other intangible assets m 13 3 34 181 - 161
Depreciation and amortisation
Property plant and equipment 687 (141} {208} (L] (1053) 5) 1058)
Investment property m - - - {1 - m
Software and other intangile assets 17 1e) 00} {101 (244) i (245)
Impairment
Property, plant and equiprnent 1oss (12 (21 134 - 167) nos) 273)
Property plant and equipment reversal 18 158 3 - 279 - 279
Investment property loss 2} i - - (3} - 13)
Investment property reversal 3 1 - - 4 - 4
- - - 154) - {54)

Goodwill software and other Intang ble assets loss 154}
Software and other intangible assets reversal -

1 -

1

* Discontinued operations in this table represents amounts up until the point a disposal group 1s classified as such This comprises those of Turkey m the first four months of the 52 weeks

ended 25 February 2017
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Notes to the Group financial statements continued

Note 2 Segmental reporting continued

Cash flow statement

The following tables provide further analysis of the Group cash flow statement. including a split of cash flows between Retall and Tesco Bank The current
year's preseriation includes additional details on the line items impacted by excephional tems, while removing the analysis between Retall continuing and
discontinued operations Comparatives for the prior year have been amended accardingly

Retall Tesco Bank Tesco Group
- Before - Before -
exceptional Exceptional Retail exceptional Exceptional Tesco Bank

items items Total items items Total Total
52 weeks ended 24 February 2018 ¢  Em €M fm  fm &M  E&m
Operating profit/lloss) of continuing operations 1.471 217 1,688 173 (24) 149 1,837
Operating profit/lioss) of discontinued operations - - - - - - -
Depreciation and amortisation 1.212 - 1212 83 - 83 1295
ATM net Incotme 3n - (37 37 - 37 -
{Profit)/loss arising on sale of property, plant and equipment {8) (58) 66) - - - (66}
and intangible assets
(Profit)/loss ansing on sale of subsidiaries and other investments 3 ne2) [\[S1)] - - - {165)
{Profit}/loss arising on sale of Joint ventures and associates ] (8) 23) - - - 23
Net impairment loss/lreversal) on other investments {22) - (22} - - - {22)
Net imparment l0ss/(reversal) on property, plant and equipment, {8) (159) (167 - - - 67)
software and other intangibfe assets and investment property
Adjustment for non-cash element of pensions charge 4 - 4 - - - 4
Additional contribution Intc pension schemes (245) - {245) - - - (245)
Share-based payments 109 - 109 4 - 4 n3
Tesco Bank fair value rmovements included in operatung profit - . - - we - 156 156
Cash flows generated from operations excluding working capital 2,466 G 2,288 453 {24 429 2,717
lincreass)/decrease in working capial 499 [14) 48 v {3) 107 5a2
Cash generated trom/{used in) operations* 2,95 BT 2,773 563 " Ten 536 3,309
Interest paid (347) - (347) (4) - {4) (351
Corporstion tax (paid)/receved 13 - {131 45l - (45} {176}
Nat cash generated from/lused in) operating actlvities 2487 _ (e2) 2,295 2 54 (27 487 2,782
Proceeds from sale of property plant and equipment, 75 78 283 - - - 253

nvestment property intangible assets and non-current assets

classified as held for sale

Purchase of property, piant and equipment, iInvestment (204} (189} (3931 - - - (3931
property and non-current assets classified as held for sale

- store buy backs

Purchase of property plant and equipment, Investment 1038 - (1.038) 9} ~ (9} (1.047)
property and non-current assets classified as held for saie

- other capital expenditure

Purchase of intangble assets 152 - (152 (45) - (45) {197
Disposal of subsidiaries, net of cash disposed - 56 66 - - - 66
Acquisition of subsidiaries net of cash acquired 27 - 2N - - - 27
Proceeds from sale of joint ventures and associates 4 19 23 - - - 23
investments in joint ventures and associates (53] - (61 15} - {15} {21
Net (investments in)/proceeds from sale of cther investments 34 196 230 6 - 6 236
Dwidends received from joint ventures and associates 26 - 26 - - - 26
Dividends received fram Tesco Bank 50 - 50 {50} - (50} -
Interest receved 50 - 50 - - - 50
APM: Free cash flow 1,399 (22) 1,377 401 (27) 374 1,751
Net lincreasel/decrease in loans to jont ventures and assoclates - - - - - - -
Net (investments in}/proceeds from sale of short-term investments 1697 - 1,697 o - 1,697
Net cash generated from/(used in) investing activities ::Gﬁ 1o 73 l11:L‘_;_— 113} 666
Proceeds from issue of ordinary share capital n - n - - - 1
Increase I borrowings 13 - 13 300 - 300 N3
Repayment of borrawings (3571 - (3,571 1150} - {150) 3,721
Net cash flows from derivative financial instruments 253 - 253 - - - 253
Repayment of abligations under finance leases {10} - (10 - - - (1%)
Dvidends paid to equity holders 82} - e - - - {82)
Net cash generated from/{used in} financing activities (3,3861 - (3,386) 150 - 150 {3,236}
Intra~-Group funding and intercempany transactions __ 9 - ) W - 9 ~
Net increase/{decrease) in cash and cash equivalents 281 22 (303) 542 (2D 515 212
Cash and cash equivalents at the beginning of the year 3.043 788 3.832
Effect of foreign exchange rate changes o 15 L - 15
Cash and cash equivalents including cash held in dispesal 2,755 1,304 4,059

group at the end of the year
Cash held in disposal group -
Cash and cash equivalents at the end of the year 2,755 1,304 4,059

* APM ‘Retall operating cash flow of £2 723m (2017 £2 279m} s the cash generated from operations of the continuing Retal business Included in Reta) cash generated from/iused in)
operations of £2 773m {2017 £2 278m)is Enil 12017 £{1m) relating to discontinued operations
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Nate 2 Segmental reporting continued

Cash flow statement continued

Financial statements

Retail Tesco Bank Tesco Group
Before T Before B T
exceplional  Exceptional Retalt exceptional Exceptional Tesco Bank
Items rtems Total items items Total Total
52 weeks ended 25 February 2017 £ im_ £m £m £m £m £m
Operating profit/(loss) of continuing operations 1,123 {183} 940 157 (80} 7 1,017
Operatmg profit/{loss of discontinued operations {15) (o2 mz - - - mn
Depreciation and amortisation 1172 14 1186 95 23 18 1304
ATM net iIncome (43) - 43} 43 - 43 -
(Proft)/loss ansing on sale of property plant and equipment 54 (134) 180} 2 - 2 (78)
and intangible assets
{Profit)/loss arising on sate of subsidiaries and other investments 7 - 7 (4) - 14 3
{Frofitl/ioss arising on sale of joint ventures and associates {5) - (5) - - - (5)
Impairment (055 on goodwill - a6 46 - - - 45
Net impairment loss/(reversall on other investments 12} - (12) - - - {12}
Met mpairment loss/(reversal) on property, plant and equipment 1o 5 {5 - - - 5)
software and other intangible assets and investment property
Adjustment for non-cash element of pensions charge 7 - 7 - - - 7
Additional contribution Into pensicn schemes (248) - (248) - - - (248)
Share-based payments 14 - 14 1 - 1 15
Tesco Bank fair value movements included in operating profit - - - 96 2 98 98
Cash flows generated from operations excluding working capital 2,044 (354 1,690 330 (55} 335 2,025
{Increasel/decrease in working capital 379 208 588 177) 22 {65} 533
Cash generated from/lused in) operations” 2,423 (145} 2,278 313 (33 2380 2,558
Interest paid (518} - {518} (4] - (4) 1522)
Corporation tax (paidi/received o (64} - GLI 7 - 17 (47
Net cash generated from/iusedin} 6peratlng activities 1,841 145) 1,696 326 B3 293 1,989
Proceeds from sale of property. plant and equipment 19 490 509 3 - 3 912
Investrment preperty intangible assets and non-current assets
classified as held for sale
Purchase of property plant and equipment investment (365) - (365) - - - (365}
property and non-current assets classified as hetd for sale
- store buy backs
Purchase of property. plant and equipment, iInvestment (834} - (834) (3] - 6) (840)
property and non-current assets classified as held for safe
- other capital expenditure
Purchase of intangible assets 129) - (129} (401 - ao 169}
Disposal of subsidiaries net of cash disposed 205 - 205 - - - 205
Acquisttion of subsidiaries, net of cash acquired (25} - (25} - - - (25)
Proceeds from sale of joint ventures and associates - - - - - - -
Investments in joint ventures and associates - - - - - - -
Net [nwestments ml/proceeds from sale of other iInvestments m - 1t 30 - 30 141
Dividends received from Joint ventures and assocrates 28 - 28 - - - 28
Dwidends recewved from Tesco Bank 50 - 50 150 - 50) -
Interest receved _ 41 - 41 - - - 41
APM: Free cash flow _ B 942 345 1,287 263 B3 230 1,517
Net (Increasel/decrease in loans 10 |oint ventures and assoclates 15 - 5 - - - 5
Net (investrments in)/proceeds from sale of short-term investments 736 - 736 = - - 736
Net cash generated from/{used inl investing activities {148} 490 342 [63) - (83) 279
Proceeds from issue of ordinary share capital 1 - 1 - - - 1
Increase In borrowings 185 - 185 - - - 185
Repayment of borrowings (2 036) - 12 036) - - - (2.036)
Net cash flows from derivative financial instruments 475 - 475 - - - 475
Repayment of obligations under finance leases (12) - {12) - - - 12}
Dividends paid to equity owners o _ - - - - - - -
Net cash generated fro_m_/tysed in} ﬁnan?:ing activities (1,387) - (1,387 P - h (1_.387)
Intra-Group funding and intercompany transactions T T - (5 5 - B 5 -
Net increase/(decrease) in cash and cash eq;.ll\n-'a_le“l:lts - BT 345 646 268 R 235 881
Cash and cash equivalents at the beginming of the year 2528 554 3,082
Effect of foreign exchange rate changes o 31 - nan
Cash and cash equivalents including cash held In disposal 3.043 T 789 3,832
group at the end of the year
Cash held in disposal group ) B uy - )
Cash and cash equivalents at the end of the year 3,032 789 3.821

* APM "Retail operating cash flow' of £2 773m (2017 L2 279m} 15 the cash generated from operations of the cortinuing Retail business Included in Retail cash generated from/lusea in)
operatians of £2 773m (2017 £27 278mlis Enil (2077 £(1im] relating to discontirued operations
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Notes to the Group financial statements continued

Note 3 Income and expenses

52 weeks 52 weeks
2018 2017
Continuing operations o . £m £m
Profit/{loss) before tax is stated after charging/(crediting) the following
Property rental income, of which £(34)m (2017 £{38)m) relates to investment properties (372) (358}
Other rental ncome (56} (50
Direct operating expenses arising on rental earming nvestment properties 7 20
Costs of inventories recognised as an expense 42,297 41140
inventory iosses and provisions 1373 1337
Depreciation and amortisation 1,295 1.298
Operating lease expenses. of which £70m (2017 £84ml relates to hire of plant and machinery 1.018 1043
Net impairment loss/{reversall on property, ptant and equipment and investment property (191 m3y
Net impairment Joss/{reversal) of goodwill software and other intangible assets 24 53
Auditor’s remuneration
52 weeks 52 weeks
2018 2017
S - M
Fees payable to the Campany’s auditar and its associates far the audit of the Company and Group financral statements 15 15
The audut of the accounts of the Company's subsidianies - L o 53 40
Total audit services _- 6.8 5.5
Audit-related assurance services o o 05 05
Total audit and audit-related services _ - 7.3 6.0
Fees payabia to the Company’s amoTand its associates for other ser@7 o
Transaction services 19 19
Taxation advisory services - 03
Allother non-audit services o o S o 4.3 36
Total non-audit services - 6.2 5.8
Total auditor’s remuneration 13.5 1.8

Other non-audit services of £4 3m (2017 £3 6m) represents retail consultancy services £1 5m {2017 £1 5m), prowision of data repository services for
information needed by the Group and Serious Fraud Office (SFOI £18m (2017 £1 Zm), SFO Monitor role £ 8m (2017 £mil) and other £0 2m (2017 £0 9m)
In addition to the amounts shown above. the auditor recewved fees of £0 Zm (2017 £0 2m) for the audit of the main Group pehsion scheme Additional
information on the non-audit services provided by the auditor1s provided in the Corporate governance report on page 44 including how objectivity

and independence s safeguarded

Employment costs, Including Directors’ remuneration

52 weeks 52 weeks

208 2017

Continuing operations o o e __ Notes £m o _Em

Wages and salaries 6.026 £.051

Social security costs 486 473

Post-employment defined benehts 27 38 35

Post-employment defined contributions 27 316 341

Share-based payments expense 26 252 294
Termination benefits” . i 166

Total 7,233 7362

* Includes £99m (2017 £i46m] of exceptional redundancy costs Refer to Note 4

Post-emplayment defined contribution charges include £108m (2017 £135mi of salaries paid as pension contributions

The table below shows the average number of employges by operating segment during the financial year Segrmental information has been amended for the

52 weeks ended 25 February 2017 Refer to Note 2 for further details

Averzge number
of employees

Continuing operations 2018 20‘!7_
UK & ROt 3247 327801
Central Europe 61,623 70.004
Asla 58,300 63.037
Tesco Bank o 3,948 3,878
Total T T T B 448,958 464,520

Average number of

full-time equvalents

208
210,312
59,110
54,857
3,637

327,916

2017
218,522
62.657
58035
3,556
342,770
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Note 4 Exceptional items

Income statement
52 weeks ended 24 February 2018

Profit/lloss) for the year included the following exceptional items

Financial statements

Total
exceptional
items included Exceptional
Admin- Property- within Share of 4v tems within
Costof Istrative related operating and asscciates Finance discontinued
sales expenses tems profit profits/losses) COsts Taxation operations
Exceptionalitems included in i £m £m £m £m £m £m £m £m
Net restructuring and redundancy costs™? (79) (34) 7 (102) - - 19 -
Net impairment reversal of non-current assets 50 - 3 53 - - 28 -
and onerous lease provisicns®
Provision for customer redress (24) - - (24) - - (3l -
Investment disposal™ - 124 - 124 - - (25) -
Disposal of opticans business® - a8 - 38 - - 7 -
Release of amounts provided in relation to DPA - 25 - 25 - - - -
and FCA obligations™
Property transactions® - - 79 79 - - 32) -
Foraign exchange losses on GBP short-term - - - - - {38) - -
investments held in overseas entities™
Exceptional items relating to - - - - - - - 216
discantinued operations”
Total 149} 153 89 193 - (38) 20) 216

]

This includes £168)m retating to UK & ROl changes to store and call centre colleague structures and working practices and £134im relating to head office restructuring costs
Net imparment reversal of non-current assets includes a net reversal of £185m in property plant and equipment and Investment property a net charge of £(24}m in goodwill software

and other intangible assets and a net charge of £(108)m of onerous lease prowisions Refer to Notes 10 11 12 and 25 for further details on impairment and onerous lease provisions

' The net charge of £124)m reflects an aaditional charge of £{35lm relating to an update to the Fayment Pratection insurance (PPl provision ruling during the year which resulted inthe

inclusion of items that had previously been out of scape for redress This was partially offset by a £1m release of the Consumer Credit Act {CCA] provision and a £10m credit received
following the conclusion of negotiations with a third party in respect of previously recognised customer redress

A

of £25m arises due to a capital gainon the disposal

£38m relates to the gan from disposal of the Group s opticians business to Vision Express (UK) Ltd in UK & RO
The Group hag taken & total exceptional charge of £(235)m in respect of the Deferred Prosecution Agreement (DPA)} and Frnancial Conduct Authority (FCAY obhgations. including £(85im

The Group disposed of Its remaining 8 8% investment stake in Lazada Group S A {Lazada) for net cash consideration of $254m (£196m) generating a profit of £124m The tax charge

for the compensatron scheme in the 52 weeks to 25 February 2017 With the compensation scheme now being closed to new claimants £25m relating 1o the compensation scheme was

released in the 52 weeks to 24 February 2018

As part of the Group s strategy to maxmise value from property, the Group disposed of surpius properties which generated a profit of £58m The Group also recognised a net gain of £2im

from the unwind of its joint veriure with British Land whereby the Group purchased seven stores from the joint venture and disposed of its remaining equity interest in the joint venture

The Group was halding proceeds from the sale of the Korea operations in GBP maoney market funds in an intermediate entity with a Euro functional currency E(38)m loss represents

the foreign exchange iosses ansing on the revaluation of these Sterling-denominated funds Into Euros until the repatnation of funds duningthe 52 weeks 10 24 February 2018 The loss
does not represent an econormic lass to the Group smce theres an offset within other comprehensive income

income from discontinued operations primarily relates to the refease of a £340m prowsion relating to caprtal gans tax in respect of the disposal of the Group's Korean aperations

following completion of the tax assessment by Korean Tax Authorites The Group also recognised a £6m gain from the revaluation of the potential capital gans tax liability in the
discontinued operations n China These gains were partiaily offset by a £(128)m net loss relating to the disposal of the Group's Turkish operations and a £(2)m loss relating to costs

associated with the disposal of the Korean business

52 weeks ended 25 February 2017

ProfitAloss) for the year included the following exceptional items

Total
exceptional
1tems included £xceptional
Admn- Property- within Share of JV [tems within
Cost of 1strative related operating and associates Fimance dis¢ontinued
sales expenses tems profit  profits/Alosses) costs Taxation operations
Exceptional items included in £m £m £m £m £tm £m £m £m
Net restructuring and redundancy costs {153) (26) {20 (199} - - 39 -
Net impairment llossl/reversal of non-current 25 - (31 &) {54} - 20 -
assets and onerous lease provisions
Provision for customer redress 145) - - 45) - - - -
Interchange settlement 57 - - 57 - - () -
Amounts provided in relation to DPA - {235) - (235) - - - -
and FCA obhgations
Property transactions - - 165 165 - - 50 -
Insurance reserve ad|ustment - - - - 123) - - -
Foreign exchange losses on GBP shart-term - - - - - (244} - -
mvestments held Iin overseas entities
Exceptional items related to - - - - - - - {75
discontinued operations _ _ o o o o
Total (116) {261} 14 {263) {77 (244) 98 (75]
Tesco PLC Annual Report and Financial Statements 2018 93



Notes to the Group financial statements continued

Note 4 Exceptional items continued

Cash flow statement
The table below shows the impact of exceptional items on the Group cash flow statement

Cash ftows from Cash flows from

operaling actimties investing activities
52 weeks 52weeks 52 weBkS 52 weeks
2018 2017 2018 2007
e £m _im £€m . £m
Prior year restructuring costs and other exceptional costs including trading store redundancies'™ (56) (54) - -
Current year restructuring costs and other exceptional costs including trading store redundancies® 67) 78) - -
Utiisation of onerous lease provisions (93 "3 - -
Property transactions'® g 38 mn 490
Property transactions - sale of investment In joint venture - - 19 -
Prowision for customer redress® (23) (28} - -
Legal settiement - 57 - -
DPA/compensation scheme payments 1439} - - -
VAT refund - HMRC court case™ 160 - - -
Proceeds from sale of mvestments - Lazada - - 196 -
Proceeds from sale of opticians business - - 45 -
Proceeds from sale of subsiciaries treated as discontinued™ - - 26 -
Exceptional cash flows from discontinued operations - 2 (5) -
Total [219] (178} 170 490

= Cash cutflows on settlement of restructuning and redundancy costs

paid for the properties acquired and £9m relating to working capital and cash acquired Refer to footnote (g} on the previous page
= Setttement of claims for customer redress in Tesco Bank
9 VAT recovered |n relation 1o the appeal aganst HMRC regarding the treatment of VAT on Clubcard rewards Refer to Note 25 for further details
= This relates to the disposal of the Group's Turkish operations comprising £37m proceeds received and £11m cash dispesed Refer to Note 7 for further details

Note 5 Finance income and costs

 Property transactions 1s made up of £78m proceeds from disposal of properties and £(180)m from property buy backs from the BLT Properties Limited joint venture comprising £188m

52 weeks 52 weeks
2018 2017
Continuing operatlens ‘_ﬁles £m __.El
Finance income
Interest receivable and similar income 75 48
Financial mstrumerts - fair value remeasurements - - e 23 61
Total finance income T T T o 98 109
Finance costs
GBP MTNs and Loans (207) (227
EUR MTNs 84) (114)
USD Bends 72} 193)
Finance charpes payable under finance leases and hire purchase contracts (8) 8)
Other interest payable 62) 8N
Capitahsed interest o - I i 2 6
Total finance costs before exceptional items and net pMnce costs - 431 517)
Net pensien finance costs 27 {(162) m3)
Fareign exchange losses on GBP short-term investments held in overseas entities o 4 (38) {244)
Total finance costs o - o o (631 (874}
Net finance cost - {533) 1765)
Note 6 Taxation
Recognised in the Group income statement
52 weeks 52 weeks
2018 2017
Eo_ntﬂ.u_ng operations - - o £m £m
Current tax (credit}/charge
UK corporation tax 143 70
Overseas tax 18 m
Adjustments In respect of prior years e 29} 13
- - 21 200
Deferred tax {credit)/charge - )
Origmation and reversal of temporary anfferences 25 {43)
Adjustments in respect of prior years® 43 136}
Change intax rate - (34)
o . 7 SO )
Total income tax fcredltl/charge - = 306 87

* Adjustments in respect of prior years in¢lude a tax charge of £25m in relation to an adjustment to caprtal losses on property disposals classified as exceptional
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Note 6 Taxation continued

Recognised in the Group income statement continued

The Finance Act 2016 included legisiation 1o reduce the main rate of UK corporation tax from 20% to 19% from 1 Aprdd 2017 and to 17% from 1 Apnil 2020
These rate reductions were substantively enacted by the balance sheet date and therefore included in these consolidated financial statements
Temporary differences have been remeasured using the enacted tax rates that are expected to apply when the liability 1s settled or the asset realised

Reconciliation of effective tax charge

52 weeks 52 weeks

208 2017

£m £m

Profit/lloss} before tax T o 1,298 145

Tax credit/(charge) at 191% (2017 20 0%) {248) 29)
Effect of

Nan-qualifying depreciation 31 133)

Other non-taxable/(non-deductible) tems' 10 (82)

Unrecognised tax losses (7 148)

Property items taxed on a different basis to accounting entries™ 25 77

Banking surcharge tax (19 (17}

Differences in overseas taxation rates 5 15

Adjustments in respect of prior years (20) 7

Share of losses of joint ventures and assoclates N {21

_ Change in tax rate o - - 34

Total Income tax credit/(charge) {306) 87)

Effective tax rate ) ) 23.6% 60.0%

“ Thisincludes impairment reversals on assets not qualfying for tax relief as well as current year movements on uncertam tax positons and expenses not qualifying for tax rehef The prior year
included imparment and Deferrea Prosecution Agreement (DPA] provisions not guahfying for tax relief
" This includes property items where the carrying values differ from their valuation for tax purposes and recognition of capital losses on property asset disposals

Reconciliation of effective tax charge on APMs

52 weeks 52 weeks

2018 2017

. £m £m

Profit/llossl before tax before exceptional items 1,143 729
Tax credit/ichargei at 191% (2017 20 0%) (218} (i46)

Effect of

Non-qualifying depreciation (31 (33
Other non-taxable/(non-deductible) items®' (27} {50)
Unrecognised tax losses na} naj
Property itermns taxed on a different basis to accounting entries® 18 n
Banking surcharge tax g 17}
Differences in overseas taxation rates 5 7]
Adjustments in respect of prior years 5 39
Share of Iosses of joint ventures and associates il (5]
Change in tax rate o a - 419
Total income tax credit/(charge) before exceptional items B (286) (185)
Effective tax rate before exceptional items o o B 25.0% 25.4%
Net pension finance costs and fair value remeasurements 132 52
Tax charge at 191% (2017 20 0%) (26) 1o
Change in tax rate 3 3
Total income tax cre?it/(chargel before exceptional items, net pension finance costs and fair value remeasurements o (309) (182)
Effective tax rate before exceptional items, net F;nsi::; finance costs and fair value remeasurements® 24.1% 24.6%

' Thisincludes current year movements on uncertain tax positions and expenses not gualfying for tax relief The prior year also included wmparrment provisions not qualifying for tax reliet

® This includes property items where the carrying values differ from their valuation for tax purposes and recaogmtion of capital losses on property asset disposals

= The APM has been amended during the year to exclude the impact of fair value remeasurements on financial instruments The information for the 52 weeks ended 25 February 2017 has
been amended accordingly Refer to pages 150 to 153 for further details on the Group's APMs

Tax on items credited directly to the Group statement of changes in equity

52 weeks 52 weeks
2018 2017
. Em £m

Deferred tax credit/ichargel on
Share-based payments 6 2
Total tax on items credited/(charged) to the Group statement of changes in equity 6 2
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Notes to the Group financial statements continued

Note 6 Taxation continued

Tax refating to components of the Group statement of comprehensive income/lloss}

52 weeks 52 weeks
2018 2017
£m £m

Current tax credit/lcharge) on B

Foreign exchange movements 9} 13)
Deferred tax crecit/{charge) on

Pensions (554) 579
Fair value of movement on avallable-for-sale investments 10 {15)
Fair value movements on cash flow hedges 21 5
Total tax on items credited/(charged) to Group statement of comprehensive income/{loss) {532) 556

Deferred tax

The following are the major deferred tax {labilitiesl/assets recognised by the Group and movements thergon during the current and prior financial years
measured using the tax rates that are expected to apply when the liability 1s settled or the asset realised based on the tax rates that have been enacted
or substantively enacted by the balance sheet date

Property- Retirement Short-term
related beneft  Share-based uming Financial

tems'> obhgation's' payments differences Tax Ipsses  instruments Total
- £m £m £m £m . £m £m £
At 27 February 2016 {816} 563 6 143 50 (32) {8e)
[Chargel/credit to the Group iIncoms statement 162 (20) 14 (e )] 4 n3
(Chargel/credit to the Group statement of changes in equity - - 2 - - - 2
{Chargel/credit to the Group statement - 579 - - - no 569
of comprehensive income/{ioss)
Ciscontinued operations 18 - - - - - 8
Business combinations - - - 1 - - 1
Foreign exchange and other movements™ (8} - 1 10 m - 2
At 25 February 2017 (644} 1122 23 148 8 (38} 619
(Charge)/credit to the Group Income statement (65) (14} 14 n 7 m {74)
{Chargel/credit to the Group statement of changes in equity - - g - - - 6
[Chargel/credit to the Group staterment - 554) - - - 3 (523
of comprehensive iIncome/lloss)
Foreign exchange and other movements™ R 4) - ~ 2 - - (2)
At 24 February 2018 (713} 554 43 149 1 8) 26

@ Property-related items inciude a deferred tax kability on rolled over gains of £281m (2017 £277m) and deferred tax assets on capital losses of £119m (2017 £185m) The remaning balance
relates to accelerated tax depreciation The Group does not expect a material reversal in the next financral year

*' The deferred tax charge for foreign exchange and other moverments is a £(2lm charge (2017 £2m credit) relating to the retranslation of deferred tax balances at the balance sheet date
and 15 Included within currency translation differences in the Group statement of comprehensive income/{iass!

' The deferred tax asset on retirement benefits 1s expected to reverse as additional funding contributions are made to the ¢losed defined benefit scherme Refer to Note 27

Deferred tax assets and liabilities are offset when the Group has a legally enforceable right to do so The following 1s the analysis of the deferred tax
balances after offset

2018 2017

Em Em

Deferred tax assets "7 07
Deferred tax habilities : {91 (88)
) 26 619

No deferred tax hability 1s recogrised on temporary differences of £3 7bn (2017 £3 Zon) relating to the unremitted earnings of overseas subsidiares and
Joint ventures as the Group 1s able to control the timing of the reversal of these temporary differences and it 1s probable that they will not reverse in the
foreseeable future The deferred tax on unremitted earnings at 24 February 2018 1s estimated to be £216m {2017 £192m) which relates to taxes payable on
repatriation and dividend withholding taxes levied by overseas tax jurisdictions UK tax legisiatron relating to cormpany distributians provides for exemption
from tax for most repatriated profits subject to certain exceptions

Unracognised deferred tax assets
Deferred tax assets n relation to continuing operations have not been recognised in respect of the following items because 1t 1s not probable that future
taxable profits will be avalable against which the Group can utilise the benefits

2018 2017

S £m £m

Deguctible temporary differences a3 108
Tax losses 217 202
B 310 310

As at 24 February 2018, the Group has unused trading tax losses from continuing operations of £913m {2017 £859m) available for offset against future profits
A deferred tax asset has been recognised in respect of £2m (2017 £45m) of such losses No deferred tax asset has been recognised in respect of the
remaining £911m (2017 £814m) due to the unpredictability of future profit streams Included in unrecognised tax losses are losses of £13m that will expire

by 2022 {2077 £18m in 2021) and £175m that will expire between 2023 and 2038 (2017 £92m between 2022 and 2037) Other losses will be carried forward indefintely
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Financial statements

Note 6 Taxation continued

Current tax
wWithin the Group current tax hability of £335m is £48m of capital gains tax habilities that may anise in respect of the contribution of the Group's China
operations (nto a venture with China Resource Enterprises Limited in 2014 There are no other individually material provisions for uncertain tax positions

Changes in tax law or Its Interpretation

The Group cperates in a number of territories which leads to the Group's profits being subject to tax in many Jurisdictions wWe monitor Income tax
developments in these territories (which include the OECD Base Erosion and Profit Shifting (BEPS) initiat ive and European Union's state aid investigations}
which could affect the Group's tax habilities

Note 7 Discontinued operations and non-current assets classified as held for sale

Assets and liabilities of the disposal group and non-current assets classified as held for sale
24 February 25 February

208 m7

£m £m

Assets of the disposal group - 198
Nan-current assets classified as held for sale 149 146
Total assets of the disposal group and non-current assets classified as held for sale 149 344
Total habiities of the disposal group - (171
Total net assets of the disposal group and non-current assets classified as held for sale 149 173

The nen-current assets classified as held for sale consist manly of properties in the UK and Central Europe due to be sold within one year

Discontinued operations

Cn 10 June 2016, the Group announced the proposed sale of its 95 5% controlling interest in Tesco Kipa Kitle Pazarlama Ticaret Lopstik ve Gida Sanayt A §
referred to as Turkish operations or Turkey} to Migros Ticaret A § (Migrost Local regulatory approval was granted on 8 February 2017 and the sale completed
on 1 March 2017 In accordance with IFRS 5 'Non-current Assets Held for Sate and Discontinued Operations’, the Turkish operations for the period up to
1March 2017 have been classified as a disposat group

The tables below show the results of the discontinued operations which are included in the Group incomie statement and Group cash flow statement respectively

Income statement

52 weeks 52 weeks
2018 2017
- B i i £m £rm
Revenue - - 543
Expenses™ 7 - (580)
Profit/iloss) before tax before exceptional items - - 37}
Texation ] - -
Profit/lloss) after tax before exceptional items ] - 3
Net impairment {loss)/reversal of non-current assets T - (99)
Costs to sell and other provisions - Turkey - {3)
Loss after tax on disposal of Turkish operations (128) -
Net adjustments to profit/lloss) of past disposats®™ 344 27
Total profit/{loss) after tax of discontinued operations'? 216 n2)

" These hgures represent the income statement of Turkey for the current year and the net adjustments to proht/loss) of past disposals of £344m Refer to Note 4 for further detalls

® Intercompany recharges totalling £nil {2017 £2m) between continung cperations and the Turkey discontinued operation have been ehminated

= At 25 February 2017 the Group held a provision of £329m for potential additional capital gains tax relating to the disposal of the Group's Korean operations During the financial year the
final tax assessment was receved fram the Korean Tax Authorities confirming that no further capital gains tax 1s payable Asaresult the provision of £340m after the impact of foreign
exchange movements has been released The Group also recognised a £6m gain from the revaluation of the potential capital gains tax lability in the discontinued operations in China
and a £{2)m loss relating to costs associated with the dispasal of the Korean business These amounts have been classified as exceptionalitems within 'Exceptional items relating to
discontinued operations

" Total profit/lloss! after tax of discontinued operauons includes aloss of £nil attnibutable to non-controling iInterests {2017 £18)m}

@

4
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Notes to the Group financial statements continued

Note 7 Discontinued operations and non-current assets classified as held for sale continued

Income statement continuved
The loss after tax on disposal of the Group's Turkish operations 1s made up as follows

£m
Gross proceeds 37
Deferred and contingent consideration N 2
Net proceeds 39
Net book value of assets disposed
Goodwill, software and other intangible assets )]
Property, plant and equipment 1z2n
Inventeries {43!
Trade and other recevables {14)
Cash and cash equivalents (1
Trade and other payables 88
Borrowings 76
Provisions 2
Post-employment benefit obligation 5
Currency translation reserve recycled to the Group income statement {1400
Taxation -
Loss after tax of disposal of Turkish 6i:erations 128)
Earnings/(losses) per share Impact from discontinued operations
652 weeks 52 weeks
2018 2017
e Pence/share Pence/share
Basic T 2.65 130)
Diluted 264 130
Cash flow statement
62 weeks 02 weeks
208 2077
o o £m £m
Net cash flows from operating activities - {20!
Net cash flows from investing activities - 13
Net cash flows from financing activities - 21
Net cash flows from discontinued operations o - 14
Intra-Group funding and intercompany transactors - - 2
Net cash flows from discontinued operations, net of intercompany ) - 12
Net cash flows from disposal of subsidiary . a -
Net cash flows from discontinued operations, net of intercompany and dispesal of subsidiary (11 12
Note 8 Dividends
2008 2017
Pence/share £im Pence/share £m
Amounts recognised as distributions to owners in the financial year:
Current financial year interim dividend 100 82 - -
Dividends paid to equity owners in the financial year 1.00 82 - -
Current financial year proposed final dividend T 2.00 195 - -

The proposed final dividend was approved by the Board of Directors on 10 Apnl 2018 and 1s subject to the approvat of shareholders at the Annual General
Meeting The proposed dividend has not been included as a liability as at 24 February 2018. 1n accordance with 1AS 10 ‘Events after the reporting period’

It will be paid on 22 June 2018 to shareholders who are on the Register of members at close of business on 18 May 2018

The Group has implemented a share forfeiture programme following the completion of a tracing and nctification exercise 1o any shareholders who have
not had contact with Tesco PLC (the Company) over the past 12 years. in accordance with the provisions set out in the Company's Articles £2m of unclaimed

dividends in relation to these shares have been adjusted for in retained earmings Refer to Note 28 for further details
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Financial statements

Note 9 Earnings/(losses) per share and diluted earnings/(losses) per share

Basic earnings/flosses} per share amounts are calculated by dividing the profit/lloss} attributable to owners of the parent by the weighted average number
of ordinary shares inissue duning the financial year

Diluted earnings/{losses] per share amounts are calculated by dividing the profit/{loss} attributable to owners of the parent by the weighted average number
of ordinary shares in 1ssue during the financial year adjusted for the effects of potentially dilutive share options The dilutive effect 1s calculated on the full
exercise of all potentially dilutive ordinary share optians granted by the Group, inctuding performance-based options which the Group considers to have
been earned

For the 52 weeks ended 24 February 2018 there were 27 million (2017 20 million) potentially dilutive share options As the Group has recognised a profit for
the year from its continuing operations dilutive effects have been considered in calculating diluted earnings per share

2018 2017
Potentially Potentially o
dilutive share dilutive share
Basic options Diluted Basic options Diluted
Profit/lloss) (Em)
Continuing operations® 990 - 990 66 - 656
Discontinued operations® 216 - 216 106) - (106)
Total L L 1,206 - 1,206 40) - (40)
Weighted average number of shares (millions) 8,165 27 8,192 B,148 20 8,168
Earnings/(losses) per share (pence)
Centinuing operations 1212 004 1208 o8t - a8l
Discentinued cperations o 265 0.01 264 {1 30) - 130)
Total T 14.77 {0.05) 1.72 (0.49) - {0.49)

¥ Excludes profits/llosses) from non-controling interests of £2m (2017 £(8)m}
" Exgludes profits/llosses) from non-controlling interests of £ml {2017 £{6)m}

AFPM: Earnings/llosses) per share from continuing operations before exceptional items, net pension finance costs and fair value remeasurements
on financial instruments

52 weeks 52 weeks

Notes 208 207
Profit before tax from continuing operations before exceptional items (£Em] 1143 729
Add Net pension finance costs (£m) 5 162 n3
Less Farr value remeasurements on financial nstruments {£m) 5 (23) 61
Profit before tax from continuing operations before exceptional items, net pension finance costs 1,282 781
and fair value remeasurements (Em) o o
Profit before tax from continuing operations before exceptional items, net pension inance costs 1,282 784
and farr value remeasurements attributable to the owners of the parent {Em)
Taxation on profit from continuing operations before exceptional iterns. net pension finance costs (305 (88l
and farr value remeasurements attributable to the owners of the parent (Em)
Profit after tax from continuing operations before exceptional items, net pension finance costs 973 596
and fair value remeasurements attributable to the owners of the parent (Em) o
Basic weighted average number of shares (millions) CooT o o B B.165 8,148
Basic earnings per share from continuing operations before exceptional items, net pension finance costs 11.92 3
and fair value remeasurements {pencg}_
Diluted weighted average number of shares (milions) 8,192 _8.168
Diluted earnings per share from continuing operations before exceptional items, net pension finance costs 11.88 7.30

and fair value remeasurements (pence)

Diluted earnings per share from continuing cperations before exceptional items, net pension finance costs and fair value remeasurements on financial
instruments 1s a new APM Refer to pages 150 to 153 for further details on the Group's APMs
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Note 10 Goodwill, software and other intangible assets

Other
Intangible
Goodwill Software™ assets Total
. £m £m £Em £m
Caost
At 25 February 2017 2,426 2,971 363 5,760
Foreign currency translation 28 21 2 51
Additions - 180 15 195
Acguired through business combinations 4 2 2 8
Reclassification - 10 13 23
Disposals - 18) {3} (21
At 24 February 2018 2,458 3,166 392 6,016
Accumulated amortisation and Impairment losses o
At 25 February 2017 634 2,092 317 3,043
Foreign currency translation 28 17 1 46
Charge for the year - 208 n 219
impairment losses - 28 - 28
Reversal of impairment losses - - {4) (4)
Reclassification®™ - 47 {8) 39
Disposals . - 4 {2) (16)
At 24 Fabruary 2018 o 662 2,378 315 3,355
Net carrying value ) CT )
At 24 February 2018 1,796 788 77 2,661
At 25 February 2017 1792 879 48 2,717
Qther
ntang:ble
Goodwill Software®! assets Total
e o £m £m £m Em
Cost
At 27 February 2016 2,517 2,861 372 5,750
Foreign currency translation n 28 5 104
Additions - 156 5 161
Reclassification - (15) 2 (13)
Disposals (123) 43) 010) 176}
Transfer to disposal group classified as held for sale (39) L) an 66)
At 25 February 2017 . 2,426 2,971 363 5.760
Accumulated amortisation and impairment losses
At 27 February 2016 690 1,886 300 2,876
Foregn currency translation 36 21 2 59
Charge for the year - 216 29 245
Impairment losses 46 5 3 54
Reversal of impairment losses - m - {1
Reclassification - 12 12 -
Disposals 99} {34) {1 134)
Transfer to disposal group classified as held for sale ) (39 03 “ (56)
At 25 February 2017 B 634 2,092 317 3,043

“ Software includes £395m of internally generated development costs (2017 £422m)
¥ Reclassification includes amounts related to impairment losses and reversals booked in the year comprising a £34m reduction to the impairment loss 1n Software and a £1m increase
to the impairment reversal in Other intangible assets The offsetting £(35)m has been reclassified to property plant and equipment as per Note 11

Impairment of goodwill

The goodwll balances discount rates and long-term growth rates for each group of cash-generating units are shown below

Pre-tax Post-tax Long-term

Balances £m discount rates discount rates growth rates

2018 2017 2018 2017 2018 2017 2018 20077
Tesco Bank 802 802 10 6% 120% 8.0% 91% 2.5% 30%
UK 735 735 89% 9 3% 1.2% 75% 2.1% 20%
Thailand 180 181 93% 10 0% 7.5% 80% 22% 27%
Malaysia 75 74 11.6% 12 4% 8 8% 9 4% 32% 23%
ROI 4 - 8.3% - 73% - 18% -

1,796 1,792

Goodwill ansing on business combinations 1s not amortised but 1s reviewed for impairment on an annual basis, or more frequently if there are Indications
that goodwll may be imparred Goodwill acquired in a business combination is allocated to groups of cash-generating units according to the level at which

management monitor that goodwll
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Note 10 Goodwill, software and other intangible assets continued

Impairment of goodwill continued

Impairment reviews were performed by comparing the carrying value of goodwill with the recoverable amount of the cash-generating units to which goadwill
has been allocated Recoverable amounts for cash-generating units are the higher of fair value less costs of disposal, and value in use The key estimates for
the value In use calculations are those regarding discount rates and expected changes to future cash flows

Management estimates discount rates using pre-tax rates that reflect the current market assessment of the time value of money and the risks specific to
the cash-generating units The pre-tax discount rates used to calculate value (n use are derived from the Group's post-tax weighted average cost of capital.
as ad|usted for the specific risks relating to each cash-generating unit.

Cash flow projections are based on the Group’s three year nternal forecasts the results of which are reviewed by the Board Estimates of selling prices
and direct costs are basad on past experience 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 estimated 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 15 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 units to which goodwill has been allocated, using
various reascnably possible scenarios based on recent market movements Neither a one percentage point increase in discount rates nor a one percentage
point decrease in year one sales growth would indicate impairment in any group of cash-generating units This outcome includes Malaysia, which was
disclosed as sensitive in the prior year

Impairment of software and other intangible assets

Anet impairment loss of £24m (£28m losses offset by £4m reversal) has been recognised against software and other intangible assets as part of the
imparmertt review discussed in Note 11 The net ioss of £24m has been included within exceptional items classified as ‘Net impairment reversal of
non-current assets and onerous lease provisions’ within cost of sales

Note 11 Property, plant and equipment

Land and
bulldings Other'® Total
£m im £m

Cost
At 25 February 2017 22,690 10,681 33,31
Foreign currency translation 312 16 428
Additionsee! 819 481 1,300
Reclassification (83} (49} (132)
Classified as held for sale 1146} (21 N&7)
Disposals 7 139 {299} 438)
At 24 February2018 - ] - 23,453 10,909 34,362
Accumulated depreciation and impairment losses
At 25 February 2017 7,095 8,168 15,263
Fareign currency translation 21 g7 218
Charge for the year 470 608 1075
Impairment losses 44 44 88
Reversal of impairment losses {268) )] (275)
Reclassification'? 1147) 100 (47}
Classified as held for sale {92} mn a3
Disposals o7 271 (378}
At 24 February 2018 T 716 8,725 15,841
Net carrying value®
At 24 February 2018 16,337 2,184 18,521
At 25 February 2017 ) 15585 2513 18.108
Construction in progress included above™
At 24 February 2018 68 57 125
At 25 February 2017 57 66 123

* Other assets consist of fixtures and Attings with a net carrying value of £1752m (2017 £2 023m) office equipment with a net carrying value of £116m (2017 £161m) and motar vehicles
with a net carrying vaiue of £316m (2017 £329m)

includes £2m (2017 £6m) inrespect of mterest capitalised principally relating to land and building assets The capitalisation rate used to determine the amount of finance costs
capitalised during the financial year was 4 6% (2017 4 9%) Interest capitalised 1s deducted indetermining taxable proht in the financigl year in which it is incurred

ncludes £183m net payment relating to the purchase of seven stores from a joint venture with British Land. which 1s a related party transaction Refer to Note 4 for further details
of the unwing of the joint venture with Bnitish Land

Reclassification includes amounts related to wmpairment losses and reversals booked in the year comprising a £{199)m reduction to the ret impairment reversal in Land and Bulldings
and a £'64m reduction to the net impairment losses in Other assets The offsetting £35m has been reclassified to Software and Other intangible assets as per Note 10

Includes £786m (2017 £7B8m) of assets pledged as security for secured bonds and £509m (2017 F411m) of property held as security in favour of the Tesco PLC Pension Scheme
Refer o Notes Z1and 27

Construction in progress does not include land

a

I

Assets held under finance leases
Net carrying value includes assets held under finance teases which are analysed below These assets are pledged as security for the finance lease labilities

208 2017
Land and Land and
buildings Other busldings Other
£m £m £m Em
Net carrying value 75 37 66 77
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Note 11 Property, plant and equipment continued

Land and bulldings
The net carrying value of land and bulldings comprises

2018 2m7
£m £m
Freehold B 13,779 13175
Long leasehold - b0 years or more 412 404
Short leasehold - less than 50 years 2,346 2,016
Net carrying value 16,337 15,595
Land and
buldings Other® Total
£m £m £m
Cost -

At 27 February 2016 22,557 10,468 33,025
Foreign currency translation 727 327 1.054
Additrans® g16 579 1395
Reclassification 103} 58 (45)
Classified as held for sale (316) {6 1322)
Disposals {674} (594) (1268)
Transfer to disposal group Classified as held for sale (317 151 (468
At 25 February 2077 - - 72,690 10,681 33,31

Accumulated deprclatlorﬁrﬁlmﬁairment losses ’
At 27 February 2016 7.198 7,927 15,125
Foreign currency translation 258 239 497
Charge for the year 419 639 1058
Impairment losses 246 27 273
Reversal of impairment losses (246) {33) 279
Reclassification 58) N (47)
Classified as held for sale 137 n (138}
Disposals {353) {639) (892}
Transfer to disposal group Classified as hefd for sale (232 {iozt (334}
At 25 February 2017 - ' 7,095 8,168 15,263

‘-0 Refer Lo previous page for fpotnotes

Impairment of property, plant and equipment

The Group has determined that for the purposes of impairment testing each store 1s a cash-generatingunit Cash-generating units are tested for impairment
If there are indicators of Impairment at the balance sheet date Recoverable amounts for cash-generating units are the higher of fair value less costs of

disposal, and value In use

The key estimates for the value in use calculations are those regarding discount rates and expected changes to future cash flows

Management estimates discount rates using pre-tax rates that reflect the current market assessment of the time value of money and the risks specific

to the cash-generating units The discount rates are derived from the Group's post-tax weighted average cost of capital, as adjusted for the specific nsks
relating to each geographical region and range from 7% 1o 12% (2017 9% to 13%) On a post-tax basis. the discount rates range from 5% to 8% (2017. 7% ta 10%)

Cash flow projections are based on the Group’s three year internal forecasts. the results of which are reviewed by the Board Estimates of seling prices
and direct costs are based on past experience and expectations of future changes in the market The forecasts are extrapolated to five years based on

management's expectations, and beyond five years based on long-term average growth rates. which are derived from inflation forecasts by recognised

bodies These long-term average growth rates range from 1% to 4% (2017 1% to 3%

Fair values are determined with regard to the market rent for the stores or for alternative uses with investment yields appropriate to reflect the physica
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 are the potential market rents and yields. both of which are largely based
on rentals and yields for sirmilar properties in that location Fair values for the Group's properties were determined with the assistance of independent,
professional valuers where appropriate

The net carrying value of £18.521m {2017 £18.108m) on the previcus page comprises E14,056rm (2017 £13.338m) of unimpaired assets and £4.465m
2017 £4,770m) of impaired assets Of the impaired assets £1795m (2017 £2,196m) carrying value was supported by value in use and £2.670m (2017 £2.574m)
was supported by fair value Due to the indwiduai nature of each property, these fair values are classified as Level 3 within the fair value hierarchy

The total net impairment reversal of £187m [£275m reversal offset by £88m losses) largely reflects normal fluctuations expected from store level performance
property far 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 £275m (2017 £279m) relates o properties in the UK & ROl of £154m (2017 £118m). Central Europe of £112m
{2017 £158m) and Asia of £9m (2017 £3m), while the impairment losses of £88m (2017 £167m) relate to properties in the UK & ROl of £50m (2017 £12m), Cantral
Europe of £6m {2017 £121m) and Asia of £32m (2017 £34m)

Of the £187m net reversal, g £183m reversal within exceptional items related to trading stores has been classified as ‘Net impairment reversal of non-current
assets and onercus lease provisions’ within cost of sales Inaddition a £1m loss within exceptional items related to closed stores has been classified as "Net
impairment reversal of non-current assets and onerous lease provisions” within profts/{losses) arising on property-related items A further £3m loss within
exceptional tems related to the unwind of the Group's joint venture with British Land has been classified as 'Property transactions’ within profits/llcsses)
arising on property-related items The remaining £8m reversal was not included within exceptional items as 1t relates to the Group's day to day management
of the property portfolio
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Note 11 Property, plant and equipment continued

Impairment of property, plant and equipment continued

The prior year net impairment reversal of £6m included an impairment loss of £106m relating to the Group’s decision to sell its Turkish operations, which
was classified as an exceptional item relating to discontinued operations Cf the £112m net reversal relating to continuing eperations a £134m reversal was
included within exceptional items, which related to trading stores and was classified as ‘Net impairment of nen-current assets and onerous lease provisions’
within cost of sates In addition, a £30m charge within exceptional items related to construction in progress and closed stores, which was classified as ‘Net
impairment of non-current assets and onerous lease provisions’ within profits/(losses) arising on property-related items The remaining £8m reversal was
not imcluded within exceptional items as it related to the Group’s day to day management of the property portfolio

The Group has carried out a sensitivity analysis on the impairment tests for its trading stores portfolio using various reascnably possible scenarios based
on recent market movements An increase of one percentage point In the discount rates for each geographic region would increase imparment by £232m
A decrease of one percentage point would decrease impairment by £23%m Neither a one percentage point increase nor decrease in year one sales growth
would result in a matenal change to impairment

Note 12 Investment property

2018 2017
o £m £m
Cost o
At the beginning of the year m 170
Foreign currency translation 5 7
Additions 3 -
Reclassihcation 123 56
Classified as held for sale 58) (25)
Disposals 34 (37
At the end of the year ) 208 7
Accumulated depreciation and impairment losses T o
At the beginning of the year 107 92
Foreign currency translation 4 6
Charge fer the year 1 1
Impairment losses for the year 1 3
Reversal of imparrment losses for the year 5) 14}
Reclassification 23 45
Classified as held for sale 3) {12}
Disposals i ~ (200 124}
Attheendof theyear 108 107
Net carrying value at the end of the year 7 ’ 100 64

The estimated fair value of the Group's investment property 1s £0 2bn (2017 £0 Zbn) This fair value has been determined by applying an appropnate rental
yield to the rentals earned by the investment property A valuation has not been performed by an independent valuer

Of the £4m net reversal. a £3m reversal within exceptional items has been classihed as ‘Net impairment of non-current assets and onerous lease provisions’
included within profits/llosses) ansing on property-related items

Note 13 Group entities

The Group consists of the ultimate Parent Company Tesco PLC and a number of subsidiaries, joint ventures and assoclates held directly or indirectly
by Tesco PLC See pages 140 to 145 for a complete list of Group entities

Subsidiaries
The accounting year ends of the subsidiaries consohdated 10 these financial statements are on or around 24 February 2018

Consolidated structured entities

The Group has a number of secuntisation structured entities established i connection with Tesco Bank's credit card securitisation transactions Although
none of the equity of these entties ts owned by the Group. the Group has rights to variable returns from its involvement with these entities and has the ability
to affect those returns through its power over them under contractual agreements As such these entities are effectvely controlled 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 24 February 2018
within these financial statements

Unconsclidated structured entities

In prior years the Group sponsored a numger of structured entities The Group led the formation of the entities and 1ts name appears in the name of

the entities and/or on the debt 1ssued by the entities The structured entities were set up to finance property purchases by some of the UK property joint
ventures in which the Group typreally 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 habihties of the UK property joint ventures include the loans from these structured entities The Group's exposure to the structured entities 1s imited
to the extent of the Group's interests in the joint ventures The habilities of the structured entities are non-recourse to the Group

The Group concluded that it does not contral and therefore should not consohdate, 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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Note 13 Group entities continued

Interests in joint ventures and associates
Principal joint ventures and associates
The Group's principal joint ventures and associates are ‘

Share of 1ssued
share capital

Nature of loan capital ana Country of

refationship Business activity debt secunties incorperation Principal area of operation

Gain Land Limited Associate Retaif 20% British virgin Islands Peaple's Republic of
China/Hong Kong

Included in ‘UK property joint ventures’:
The Tesco Coral Limited Partnership Joint venture  Property investment 50% England United Kingdom
The Tesco Blue Lirnited Partnership Jont venture  Property investment 50% England United Kingdom
The Tesco Atrato Limited Partnership Joint venture  Property investment 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 Tesco Sarum Limited Partnershup Joint venture  Property investment 50% England United Kingdom
The Tesco Dorney Limited Partnership Joint venture  Property investment 50% England Urited Kingdom
The Tesco Property (No 2} Linited Partnership Joint venture  Property investment 50% Jersey United Kingdom
Included in ‘Other Joint ventures
and associates’
Tesco Mobile Limited Jaint venture  Telecommunications 50% England United Kingdom
Tesco Underwriting Limited Joint venture Insurance 49 9% England United Kingdom
Trent Hypermarket Limited Joint venture Retail 50% India Incha
Tesce Lotus Retaill Growth Freehold Associate  Property investment 29% Thailand Thailand

and Leasehcld Property Fund

The accounting period end dates of the joint ventures and associates consolidated in these financial statements range from 31 December 2017 to 28 February 2018
The accounting period end dates for 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 period 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 no significant restrictions on the ability of joint ventures and associates to transfer funds to the parent, other than those impased by the
Companies Act 2006, and for Tesco Underwriting Limited, regulatory capital requirements

The UK property joint ventures invoive 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 shopping 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 adjacent land developments Some leases also provide the Group with options to purchase the other jomt 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 eligibility criteria In other cases, the Group carries cut property management activities for third party rentals of shopping
centre units

The property investment activities are carned out In separate entities usually partnerships or hmited liability companies The Group has assessed its abulity
1o direct the relevant activities of these entities and impact Grouwp returns and concluded that the entities qualfy as joint ventures since decisions regarding
them require the unanimous consent of both equity holders This assessment included not anly rights within the joint venture agreements. but also any rights
within other contractual arrangements between the Group and the entities

The Group made a number of judgements in arriving at this determination, the key ones being

- since the provisions of the joint venture agreements require the relevant decisions iImpacting investor returns to be either unanimously agreed by both joint
venturers at the same time, or In some cases to be agreed sequentially by each venturer at different stages. there 15 joint decision making within the joint venture.

~ since the Group's leases are priced at fair value and any rights embedded in the leases are consistent with market practice, they do not provide the Group
with additionat control over the joint ventures or infer an obligation by the Group to fund the sattlement of habdities of the joint ventures,

- any options to purchase the other joint venturers' equity stakes are priced at market value and only exercisable at future dates hence they do not provide
control to the Group at the current time.

- where the Group has a right to substitute properties in the joint ventures. the nghts are strictly imited and are at fair value hence do not provide contrel
to the Group and

- where the Group carnes out property management activities for third party rentals in shopping centres these additional activities are contralied through
joint venture agreements or lease agreements. and do not provide the Group with additional powers over the joint venture
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Note 13 Group entities continued

Summarised financial information for joint ventures and assoclates

The summarised financial iInformation below reflects the amacunts 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
financial Infermation 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 therr nature of activities and geographic market

UK property joint ventures

Gain Land Limited

12 months 12 months to

2018 2017 to Dec 2017 Dec 2016
£m Em £m £m

Summarlsed balance sheet
Non-current assets® 3.851 4,060 3.924 4172
Current assets {excluding cash and cash equivalents) 92 99 1,801 2.231
Cash and cash equivalents 37 48 44 631
Current habilities™ (304) (301 (5,318) 6 232)
Non-current ligbilities® (4,561 {4.831) {409) {169)
Net assets/(liabilities) (885) (925) 412 633
Summarised income statement
Revenue 280 292 8,097 3,081
Profit/lloss) after tax - - (230) 626)
Reconciliation to carrying amounts:
Opening balance - - 433 51
Additions/Adisposals) - - - -
Foreign currency translation - - {21 47
Share of profits/llosses)™ 12 14 (46) 125}
Dividends received from joint ventures and associates nz} (14} - -
Deferred profits offset against carrying amounts®™ - - - -
ar::slng balance T - - 366 433
Group's share in ownerskip 50% 50% 20% 20%
Group's share of net assets/{iabilities) (443} {463) 82 127
Goodwil'e ~ - 284 306
Deferred property profits offset against carrying amounts®™ 81 63} - -
Cumulative unrecognised losses'™ 168 175 - -
Cumulative unrecognised hedpge reserves™ 336 351 - -

7 366 433

Carrying amount - -

In the Ainancial statements of the UK property joint ventures are £4 983m (2017 £5 242m)

entered nto 1o hedge the cash flow vanability exposures of the joint ventures

20% share of this Impairment was previously recorded as an impairment of the goodwill inherent within Tesco's investment in Gain Land

the far velues of denvatives arising from these entities have been included In cumulative unrecognised losses and cumulative unrecognised hedge reserves respectively

to BLT Properties Limited has been released duning the year as a result of the jont venture being wound up on 6 April 2017
Cumuiative unrecognised losses of £24m and cumulative unrecognised hedge reserves of £8m were disposed of relating to BLT Properties Limitea

At 24 February 2018 the Group has £104m (2017 £103m) loans to UK property joint ventures and £nil (2017 £nil} to Gain Land

Other joint ventures and associates

The Group also has interests in a number of other joint ventures and associates, excluding UK property jeint ventures and Gain Land These are not

considered to be indmidually matenal to the Group

' The non-current asset balances of UK property [t ventures are reflected at historic depreciated cost to conform to the Group s accounting pelicies The aggregate fair values

" The current and non-current habilities of UK property joint ventures largety comprise loan balances of £3 B92m (2617 £4 12'm} and derivative swap balances of £672m (2017 £703m)
The December 2016 comparative summarised balance sheet for Gam Land Lirmited (Gam Land) has been updated to reflect £353mimpairment of net assets within Gain Land Tesco s
The share of profit for the year for UK property joint ventures related to £12m divigends receved from jeint ventures with £nil carrying amounts £5m of losses and £7m of increasesin

Deferred profits that arose from the transfer of propertes into the UK property jont ventures have been offset against the carrying amounts of the related joint ventures £2m relating

Joint ventures Associates
2018 2017 2018 2017
o o £m £m £m £m
Aggregate carrying amount of other j[oint ventures and associates 262 245 61 61
Group’s share of profits/llosses) for the year 17 {7 it il
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Note 13 Group entities continued

Impairment

Management has performed impairment tests and sensitivity analysis on itsinvestments in Gan Land, Trent Hypermarket Limited and Tesco Underwniting
Limited The carrying values of Trent Hypermarket Limited of £98m (2017 £112m} and Tesco Underwriting Limited of £90m {2017 £71m) are included within
‘Cther joint ventures and associates’ as discussed on the previous page

The recoverable values of these investments were estimated taking into account forecast cash flows. equity valuations of comparable entities and/or

recent transactions for comparable businesses No impairment was recognised in the year for these investments The Group has performed sensitivity
analysis on the impairment tests for these iInvestments A reasonably possible increase of one percentage paint in the discount rate based on recent market
movements, would not indicate imparment in Gan Land or Tesco Underwriting Limited An increase in the discount rate by one percentage point would not

result In a materialimpairment to the carrying value of Trent Hypermarket Limited

Future changes in estimated cash flows, discount rates, competitive landscape retatl market conditions and other factars may result In impairment losses

of reversals of impairment 1n future pericds

Note 14 Other investments

2018 2017
Em £rn
Loans recewvable - 13
Avallable-for-sale financial assets 928 1094
Total other investments 928 1107
Of which
Current 68 284
Non-current L 860 823
928 1,107
Cn 30 June 2017. the Group disposed of 1ts 8 8% shareholding in Lazada for net cash consideration of $254m (£196m) Refer to Note 31 for further detalls
Note 15 Inventories
2018 2017
£m Em
Goods held for resale 2.259 2.276
Development properties ) 4 28
2,263 2,301
Goods held for resale are net of commercial income Refer to Note 20
Note 16 Trade and other receivables
2018 2017
- o £m £m
Trade recevables 466 490
Prepayments 317 322
Accrued income 261 207
Cther receivables 459 483
Amounts owed by [oint ventures and associates (Note 29) 165 153
Total trade and other receivables 1,668 1,655
Of which
Current 1482 1.475
Non-current 186 180
1,668 1,655
Trade and other recewvables include commercial income Refer to Note 20
Trade and other recervables are generally non interest-beaning Credit terms vary by country and the nature of the debt ranging from 7 to 60 days
At 24 February 2018, trade and other recewables of £13m (2017 £16m) were past due and impaired The gross amount of trade and other recewvables
was £56m (2017 £68m) with a provision of £43m (2017 £52m)
The ageing analysis of these recevables is as follows
208 2017
£m £m
Up to three menths past due - -
Three to six months past due 2 3
Over six months past due B N 13
13 16
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At 24 February 2018, trade and other recevables of £95m (2017 £130m) were past due but not impaired The ageing analysis of these recevables 1s as follows

2018 2017
. o £m £m
Up to three months past due - 83 R
Three to six months past due 9 10
Qver six months past due 3 1
. 95 130
No receivables have been renegotiated in the current or pricr hnancial years
Note 17 Loans and advances to customers
Tesco Bank has loans and advances to customers, as follows
2018 2017
£m £m
Current i 4,637 4166
Non-current 6,885 5795
T 1,522 9,961
The maturity of these loans and advances 1s as follows
2018 2017
£m £m
Repayable on demand or at short notice 4 T3
Withinthree months 4.604 4307
Greater than three months but less than one year 147 155
Greater than one year but less than five years 2.633 2419
After five years 4,372 347
T 11,760 10,155
Provision for imparrment of loans and advances (238) {194)
i 11,522 9,961
At 28 February 2018, £3 5bn (2017 £2 5bn) of the credit card portfclio had its beneficial interest assigned to a securiisation structured entity, Delamare
Cards Recewvables Trustee Limited for use as collateral in securitisation transacticns The total encumbered pertion of this portfolio is £1 6bn (2017 £139bn)
At 28 February 2018 Delamare Cards MTN Issuer pic had £2 4bn (2017 £1 8bn} notes in issue in relation to securtisation transactions. of which £10bn
(2017 £0 8bn) was externally ssued The Group owned £11bn {2017 £0 8bn) class A Credit Card backed notes and £0 3bn (2017 £0 2bn) class D Credit Card
backed notes
Of the total £11bn {2017 £0 8bnl class A notes £0 3bn (2017 £0 6bn)is held in a distinct poot for the purposes of collateralising the Bank of England’s
Term Funding Scheme drawings All other prepositioned assets with the Bank of England are heild within their single collateral poacl
Provision for impairment of loans and advances
£m
At 27 February 2016 T - (152)
Increase in aliowance, net of recoveries charged to the Group income statement (103)
Amounts written off 60
Unwinding of discount 3
At 25 February 2017 T T (194)
Increase in allowance. net of recoveries, charged to the Group income statement {134)
Amounts written off 87
Unwinding of discount . 3
At 24 February 2018 e ’ (238)
Note 18 Cash and cash equivalents and short-term investments
Cash and cash equivalents
2018 207
_ . - _ £m £m
Cash at bank and i1 hand 3,580 3,498
Short-term deposits - N 479 323
B T 4,059 3,821
Short-term investments
2018 2017
o N B o £m £m
1029 2727

Money market funds

Included In cash and cash equivalents 15 an amount of £777m (2017 £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 nng-fenced accounts and was not avallable to the Group The merger was
completed on 5 March 2018, with £/66m being paid on completion Refer to Note 35 for further details on the Booker Group merger
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Notes to the Group financial statements continued

Note 19 Trade and other payables

2018 2007
£m £m
Trade payables 5,416 4,914
Other taxation and social security 334 310
Other payables 1.947 2422
Amounts payable to joint ventures and associates (Note 29) 20 17
Accruals and deferred income o ) B 1,643 1536
Total trade and other payables 8,360 9,139
Of which i ’
Current 8.996 B.875
Non-current ) 364 324
j B 9,360 9,199
Trade and other payables are net of commercial income Refer to Note 20
Note 20 Commercial income
Below are the commercial Income balances included withininventor ies and trade and other recewables, or netted against trade and other payables
Amounts received in advance of ncome being earned are included in accruals and deferred income
2018 2017
o £m £m
Current assets
Inventories 69} (75)
Trade and other receivables
Trade/other recevables 169 215
Accrued income 186 180
Current Habilitles
Trade and other payables
Trade payables 199 213
Accruals and deferred income 7} (22)
Note 21 Borrowings
Current
2018 2017
_ __Parvalue Maturity £m £m
Bank loans and overdrafts i - I 351 912
Loans from joint ventures {Note 29) - - 6 6
LIBOR + 0 5% Term Loan £488m QOct 2017 - 484
1.250% MTN £500m Nov 2017 - 423
5 5% USD Bond $850m Nov 2017 - 709
5 2% Tesco Bank Retail Bond £125m Aug 2018 126 -
3 375% MTN €750m Nov 2018 667 -
LIBCR + 0 65% Tesco Bank Bond® £300m Apr 2020 300 -
5.5457% Secured Bond®ie £350m Feb 2029 17 15
Finance leases (Note 34) - - 12 n
1,479 2,560
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Note 21 Borrowings continued

Non-current

2018 2007

Par value Maturity £m £m

5 2% Tesco Bank Retail Bond £125m Aug 2018 - 129
3 375% MTN €750m Nov 2018 - 641
LIBOR + C.45% Tesco Bank Bond™ £150m May 2019 - 150
1375% MTN® €931Im Jul 2018 826 1.063
5 5% MTN® £181m Dec 2019 183 383
1% RPI Tesco Bank Retall Bond" £70m Dec 2019 70 67
LIBOR + O 65% Tesco Bank Bond™® £300m Apr 2020 - 295
27125% MTN £500m Nov 2020 441 423
5% Tesco Bank Retail Bond £200m Nov 2020 204 210
LIBOR + 0 65% Tesco Bank Bond's £350m May 2021 350 343
6125% MTN £900m Feb 2022 952 896
LIBOR + 0 53% Tesco Bank Bond™ £300m Oct 2022 238 -
5% MTN' £238m Mar 2023 254 an
2 5% MTN £750m Jul 2024 666 640
3 322% LPIMTNY £335m Nov 2025 338 326
5 5457% Secured Band™"™ £350m Feb 2029 322 339
6 067% Secured Bond'® £200m Feb 2029 120 120
LIBOR + 1 2% Secured Bond'™ £50m Feb 2029 33 kil
6% MTHN' £159m Dec 2029 198 253
5 5% MTN® £176m Jan 2033 il 255
1982% RPIMTN® £277m Mar 2036 279 270
6 15% USD Bong®™ $850m Nov 2037 616 1,063
4 875% MTN'e £102m Mar 2042 103 175
5125% MTN®! £356m Apr 2047 323 522
5 2% MTN'= £168m Mar 2057 165 275
Finance leases (Note 34) L - - N 103
7,142 9,433

" This bend was 1ssued on 13 May 2015 The scheduled redemption date of this bond 15 April 2018
The bonds are secured by a charge over the property plant and equipment held within the Tesco Property Limited Partrership a 100% owned substchary of Tesco PLC The carrying
amounts of assets pledged as security for secured bonds s £786m (2017 £788m}
This 1s an amortising bond which matures n February 2029 £17m (2017 €15m)1s the principal repayment due within the next 12 months The remainder 1s payable ingquarterly instalments
until maturity in February 2029
This band was 1ssued on 6 June 2014 and was redeemed on Its scheduled redemptlion date of 19 May 2017
" During the financial year the Group undertook a tender for outstanding bonds and as a result the following notional amounts were repaid early 1 375% Medjum Term Note (MTN)
July 2019 €319m 5 5% MTN December 2013 £169m 5% MTN March 2023 £151m 6% MTN December 2029 £41m 5 5% MTN January 2033 £24m 6 156% USD bond November 2037
$300m, 4 8756% MTN March 2042 £71m 5125% MTN April 2047 €244m and 5 2% MTN March 2057 £11m
The 1% Retall Price Index [RPI} Tesco Bank Retall Bond is redeemable at par indexed for increases n the RP| over the |ife of the bond
This bond was 1ssued on 6 June 2014 The scheduled redemption date of this bond 1s May 2019
' This bond was 1ssued on 7 Novernber 2017 The scheduled redemption date of this bond 1s October 2020
The 3 322% Limited Price inflation [LFI) MTN1s redeemable at par indexed farincreases in the RPI over the fe of the MTN The maximum indgexation of the principalin any one year
15 5% with a mmimum of 0%
The 1 982% RPI MTN 1s redeemable at par indexed for increases in the RPover the [ife of the MTN

&

Borrowing facilities
The Group has the following undrawn committed facilities available at 24 February 2018, in respect of which all conditions precedent had been met
as at that date

2018 217

_ _ — £m __fm
Expiring in less than one year 38 -
Expiring between one and two years - -
Expiring in more than two years - 4,232 4,427
- 4,270 4,427

The current year undrawn committed faciities inciude £16bn {2017 £1 8bn) of bilateral facilities and a £2 6bn {2017 £2 6bn) syndicated revolving credit facility
All faciities incur commitment fees at market rates and would provide funding at floating rates
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Notes to the Group financial statements continued

Note 22 Financial instruments

Dervatives are used to hedge exposure to market risks and these that are held as hedging nstruments are formally designated as hedges 2s defined in
I1AS 39 'Financial Instruments Recognition and Measurement” Derivatives may quahfy as hedges for accounting purposes and the Group's hedging policies
are further described below

Net finance income of £27m {2017 £43m) resulted from hedge ineffectiveness

Fair value hadges

The Group maintams interest rate and cross-currenty swap contracts as faw value hedges of the mterest rate and currency risk on hixed rate debt issued by
the Group Changes in the fair value of derivatives that are designated and gualify as fair value hedges are recorded in the Group income statement. together
with any changes in the fair value of the hedged asset or ability that are attributable to the hedged nisk The gain or loss on the hedging instrument and
hedged item 1s recognised in the Group Income statement within finance income or costs If the hedge no ionger meets the critena for hedge accounung,
the agjustment to the carrying value of the hedged ftem s amortised to the Group income statement on an effective interest rate basis

Aloss of £245m on hedging Instruments was recognised during the year offset by a gain of £261m on hedged items (2017 a gan of £126m on hedging
instruments offset by aloss of £26m on hedged items)

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 Where these contracts qualhfy for hedge accounting. farr value
gans and losses are deferred in equity These hedgimg instruments are primanly used to hedge purchases 1n Euros and US Dollars. The cash flows hedged
will occur and will affect the Group income statement within one year of the balance sheet date

The Group also uses Index-linked swaps to hedge cash flows on index-linked debt. Interest rate swaps to hedge nterest cash flows on debt and cross-currency
swaps to hedge cash flows on fhized rate debt denominated in foreign currencies

The Group also uses forward contracts tc hedge the future purchase of diesel for own use
Cash flow hedging ineffectiveness resulted in a gan of £1im during the year (2017 a foss of £57m)

Net investment hedges

The Group uses currency denominated borrowings to hedge the exposure of a portion of its net investment in overseas operations (with non-Sterling
functional currency) against changes 1 value due to changes in foreign exchange rates There was Enil (2017 £nil) that was recorded as resulting from
net investment hedge ineffectiveness

Gains and losses accumulated in equity are recycled to the Group Income statement on disposal of overseas operations

Financial instruments not qualifying for hedge accounting
The Group's poticy does not permit use of derivatives for trading purposes However some derwatives do not qualify for hedge accounting. ar are specifically
not designated as a hedge where gains and losses on the hedging Instrument and the nedged item naturally offsét in the Group income statement

These instruments include index-inked swaps and forward foreign currency contracts Changes in the fair value of any denvative instruments that do not
quahfy for hedge accounting are recognised immediately in the Group Ncome statement within finance income or costs

The fair values of derivative financial mstruments have been disclosed in the Group balance sheet as foliows

2018 2007
Asset Lizbility - Asset Llabﬂn;v_
~ _ ~ £m £m £m ir:n_
Current 27 {69) 286 61
Non-current 117 (594) 1.303 16071
1,144 (663) 1,589 (668}
The fair value and notional amounts of dervatives analysed by hedge type are as follows.
2018 2017
Asset Liability - Asset Liability
Fair value Notional Fair value Notional Fair value Notional  Farr value Notional
_ £m £m £m £m £m £m £m £m
Fair value hedges B
Interest rate swaps and similar instruments 43 2,424 87) 1,728 29 543 ey 3.050
Cross-Currency swaps 129 40 {48) 207 386 79 (26) 408
Cash flow hedges ) - i
Interest rate swaps and similar instruments - - (7 no - - (38} 598
Cross-currency swaps 216 1413 - - 334 2,384 - -
Index-linked swaps 160 672 - - 152 641 - -
Forward contracts 23 736 53] 1491 75 1174 1) 947
Derivatives not in a formal hedge relationship o
Interest rate swaps and similar instruments 4 436 4] 528 3 N 6) 1156
Cross-currency swaps - - - ~ 1 27 9) 44
Index-linked swaps 564 3,590 {443} 3,590 597 3589 (448} 3,589
Forward contracts 5 795 (14) 1,896 17 1126 (26) 741
Total 1,144 10,467 (663) 9,550 1,589 10,356 {668) 10,533
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Note 22 Financial instruments continued

Financial instruments not qualifying for hedge accounting continued
The carrying value and fair value of inancial assets and labilities are as follows

Financial statements

2018 2017
Carrying Famr Carrying Fair
value value value value
£m £m £m £m
Assets
Cash and cash equivalents 4,05% 4,059 3.821 3szn
Leans and advances to custemers - Tesco Bank N,522 11,659 2961 10178
Short-term investments 1028 1.029 2727 2,727
Other investments 928 928 1167 1107
Joint ventures and associates lcan recevables® 138 139 137 158
Derivative financial instruments
Interest rate swaps and similar instruments 47 47 32 32
Cross-currency swaps 345 345 721 721
Index-hnked swaps 724 724 744 744
Forward contracts 28 28 22 a2
Total assets B 18,820 18,958 19,342 19,580
Liabillties
Shert-term borrowings
Amortised cost 1.467) {1,240} (2 246) (2 269}
Bonds in fair value hedge relationships - - (303} 291
Long-term borrowings
Amortised cost (6.,137) {6,210} 7977 18.414}
Bonds in fair value hedge relationships (895 818) (1353) {1 248}
Finance leases (122) (132} ma) 125}
Customer deposits - Tesco Bank [9,2458) 9.224) (8 463) (8 485}
Deposits from banks - Tesco Bank (1.539) {1.539] (500} (500)
Dervative financial Instruments
Interest rate swaps and similar instruments (308) {105) {(i60) (160}
Cross-currency swaps 48) 48) (35) (35)
Index-linked swaps (443) {443) (446) (446)
Forward contracts B 67 167) N 27 (27)
Total liabilities - (20,068) {19,826) (21,624) (22,000)
Net assets/[llabilities) {1,248) (868) (2,282) (2,420)

= Joint ventures and associates loan recevables carrying amounts of £138m (2017 £137m) are presented in the Group balance sheet net of deferred profits of £64m {2017 £54m)
nistorically arising from the sale of property assets to jont ventures

The fair values of financial Instruments and dervatives have been determined by reference to prices available from the markets on which the instruments

are traded, where they are avallable Where market prices are not avallable, the far value has been calculated by discounting expected future cash flows at
prevailing interest rates The above table excludes trade and cther recewvables/payables which have fair values equal to therr carrying values The expected
maturity of the financial assets and liabilities is not considered to be materially different to their current and non-current classification

Financial assets and liabilities by category
The accounting classifications of each class of iinancial assets and liabilities at 24 February 2018 and 25 February 2017 are as follows

Loans and Fair value

receivables/ through

Available- other financial profitor
for-sale habihties loss Total
At 24 February 2018 o £m £m £m £m
Cash and cash equivalents - 4,059 - 4,059
Loans and advances to customers - Tesco Bank - 1.522 - 1,522
Short-term investments - 1,029 - 1,029
Other investments 928 - - 928
Joint ventures and associates loan receivables - 138 - 138
Customer deposits - Tesco Bank - (9.245) - (9.245)
Deposits from banks - Tesco Bank - {1,539) - 1,539
Short-term borrowings - (1,467} - (1,467)
Long-term borrowings - (7.032} - (7.032)
Finance leases - (122} - 1122}

Dervative financial instruments

interest rate swaps and sirmilar iInstruments - - {58} (58}
Cross-currency swaps - - 297 297
Index linked swaps - - 281 281
Forward contracts N - - (39} (33}
928 12,657) 481 (1,248)
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Notes to the Group financial statements continued

Note 22 Financial instruments continued

Financial assets and liabilities by category continued

Loans and Faur value
recevables/ through
Avallable- other financia preft or
for-sale habilitres loss Total
At 25 February 2017 o £m - £m £m _fm
Cash and cash eguivalents T - 3.821 - 3.821
Loans and advances to customers - Tesco Bank - 9.961 - 9961
Short-term investments - 2,727 - 2,727
Other investments 1.094 13 - 1107
Joint ventures and associates loan recevables - 137 - 137
Customer deposits - Tesco Bank - (8.463) - (8.463)
Deposits from banks - Tesco Bank - (500} - 15001
Short-term borrowings - {2 549) - {2.549)
Long-term borrowings - 19.330) - {93300
Finance leases - m4) - (14}
Derwative financial instruments
Interest rate swaps and similar instruments - - {128 (128}
Cross-currency swaps - - 686 686
Index-linked swaps - - 298 208
Forward contracts - .- - _ 65
- - e 1,094 (4,297) 971 (2,282
The ahave tables exclude trade and other receivables/payables that are classified under ioans and receivables/other financial habilities
Fair value measurement
The following table presents the Group’s financial assets and liabilities that are measured at fair value at 24 February 2018 and 25 February 2017, by level
of fair value hierarchy
- quoted prices lunadjusted) In active markets for identical assets or llabilities {Leve! 1)
- Inputs other than quoted prices inciuded within Level 1 that are observable for the asset or hability, either directly {that1s as prices) or indirectly
(thats. derived from prices) iLevel 2. and
- Inputs for the assat or llability that are not based on observable market data (that 1. unobservable inputs) {Level 3)
Level1 Level 2 Level 3 Total
Al 24 February 2018 . o - e £m £m £m £m
Assets o T
Avallable-for-sale finangal assets 923 - 5 928
Cervative inancial instruments
Interest rate swaps and similar instruments - 47 - 47
Cross-currency swaps - 345 - 345
Index-Iinked swaps - 724 - 724
Forward contracts o - 28 - 28
Total assets - I 923 1,144 5 2,072
Liabllities - - -
Bervative financial mstruments
interest rate swaps and similar instruments - (105) - 105}
Cross-currency swaps - (48} - (48)
Index-linked swaps - {443) - {443)
__Forward contracts - - 67} - 67)
Total Rabilites - - {663) {663}
Net assets/liabilities) T i 923 481 1,409
Levell Level 2 Level 3 Total
At 25 February 2017 o _ £m £m £m Em_
Assets
Avallable-for-sale financial assets 964 - 130 1094
Derwvative financial instruments
Interest rate swaps and similar instruments - 32 - 32
Cross-currency swaps - il - 721
Index-hnked swaps - 744 - 744
Forward contracts o - 92 - 92
Total assets - - 964 1,589 130 2,683
Liabilities
Derivative financial instruments
Interest rate swaps and similar Instruments - (160} - (160}
Cross-currency swaps - (36) - {35)
Index-linked swaps - {446) - (446)
Forward contracts ) e - (27 - _en
Total liabilities - - 68 - (g8
Netassets/llablitesy = ) 964 921 130 2,015
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Note 22 Financial instruments continued

Fair value measurement continued
The following table presents the changes in Level 3 instruments for the 52 weeks ended 24 February 2018 and 52 weeks ended 25 February 2017

2018 2017
£m £m

At the beginning of the year 130 128
Gains/(losses) recogmsed in finance costs in the Group income statement - 4
Gains/llosses) recognised in the Group statement of comprehensive income/{loss) €8 90
Disposal of avallable-for-sale financial asset (196) 81
Addition of avallable-for-sale financiat asset 3 -
At the end of the year ) 5 136

Curing the financial year. there were no transfars (2017 £nil) between Leve! 1 and Level 2 fair value measurements and no transfers into and out of Level 3 fair
value measurements (2017 £mil) During the financial year. the Group fully disposed of its remaining investment in Lazada, an investment in an unlsted entity
resulting in a £70m revaluation gain offset by £2m foreign exchange loss Refer to Note 31 for further details

Offsetting of financial assets and liabilities
The following tables show those inancial assets and liabilities subject to offsetting enforceable master netting arrangements and similar agreements

Gross amounts

Gress of financial
amounts assets/ Related amounts not offset
of recognised {igbihties) Net amounts in the Group balance sheet
financial offset in presented in
assets/ the Group the Group Financial Net
{(habilities} balance sheet balance sheet instruments Collateral amount,
Al 24 February 2018 £m £m £m £m £m im
Financial assets
Cash and cash equivalents 4187 (128} 4,059 - - 4.059
Derwative financial instruments 1.144 - 1144 217) (18} 909
Total trade and other recevables™ 1.887 (219) 1,668 - - 1668
Total assets 7,218 (347} 6,871 (211 18} 6,636
Financial iiabilities
Bank loans and overdrafts {479) 128 (367) - - (367
Repurchases, securities lending and similar agreements® (200) - (200) 380 - 180
Derwvative financial instruments {663) - {663) 217 56 {391}
Total trade and other payables'™ 9.579) 19 (9,360) - - (9,360}
Total liabilities (10,921) 347 (10,574) 597 55 19,922)
Gross amounts
Graoss of firancial
amounts assets/
of recognised (labiities) Net amounts Related amounts not offset
financial offset in presented in In the Group balance sheet
assets/ the Group the Group Financial Net
(habihities) balance sheet balance sheet Instryments Collateral amount
At 25 February 2017 o £m £m £m Em Em _Em
Financlal assets
Cash and cash equivalents 4,085 1264} 3,821 - - 3821
Dervative financial nstruments 1589 - 1589 {308) (11 1.270
Total trade and other receivables® 1.894 1239 1855 - - 16565
Total assets _ L . 7,568 (503} 7,065 (308) (4] 6,746
Financial liabilities
Bank loans and overdrafts {1176 264 912) - - (912)
Repurchases securities lending and similar agreements®™ 100 - {100) 100 - -
Dervative financial instruments {668 - (658) 308 ns {245}
Total trade and other payables® (9 438) 239 (9199) - - _19.199)
Total liabilities 11,382} 503 (10,879) 408 15 {10,356}

= Total trade and other receivables includes £317m (2017 £322m) of prepayments
¥ Repurchases, securities lending and similar agreements are included within the deposits from banks balance of £1539m {2017 £500m}in the Group balance sheet Refer to Note 24
" Totat trade and other payables includes £264m (2017 £268m} of deferred income

For the financial assets and habilities subject to enforceable master netting arrangements above each agreement between the Group and the counterparty
allows for net settlement of the relevant financial assets and liabilities when both elect to settle an a net basis In the absence of such an election, financial
assets and liabilities will be settied on a gross basis However, each party to the master netting agreement or similar agreement will have the opticn to settle
afl such amounts on a net basis in the event of defautt of the other party
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Notes to the Group financial statements continued

Note 23 Financial risk factors

The main financial risks faced by the Group relate to fluctuatians in intarest and foreign exchange rates. the risk of default by caunterparties to financial
transactions and the avallability of funds to meet business needs The management of these nisks 1s set out below

Financial risk management is carried out by a central treasury department under policies approved and delegated by the Board of Directors The Board
provides written principles for risk management

Interest rate risk
Debtissued at vanable rates as well a5 cash deposits and short-term investments. exposes the Group to cash flow interest rate risk Debt issued at fixed
rates exposes the Group to fair value nisk

The Group’s policy Is to target fixing 8 mimmum of 50%-70% of interest costs for senior unsecured debt of the Group excluding Tesco Bark At 24 February 2018,
the percentage of interest-bearing debt at fixed rates was 90% (2017 88%) The weighted average rate of interest paid on senior unsecured debt this financial
year, excluding joint ventures and assaciates, was 4 26% {2017 4 08%)

Forward rate agreements interest rate swaps, caps and floors may be used to achieve the desired mix of iixed and floating rate debt

The Group has RPlinked debt where the principal is indexed to increases in the RPI RPI debt s treated as floating rate debt The Group also has LPI linked debt,
where the principal1s indexed to RP!, with an annual maximum increase of 5% and a minimum of 0% LPI debt Is treated as fixed rate debt RPI inked debt and
LPI inked debt are hedged for the effects of inflation until maturity

For interest rate risk refating to Tesco Bank refer to the separate section on Tesco Bank financial nisk factors on pages 116 and 117

During 2018 and 2017 net debt was managed using dervative instruments to hedge interest rate nsk

2018 2077
Fixed Floating Total Fixed Floating TEa\_
£m £m £m £m £m EL
Cash and cash aquivalents ) - 4,059 4,059 - g 3821
Loans and advances to customers - Tesco Bank 6,929 4593 .522 5,738 4,223 8,361
Short-term investments - 1.028 1.029 - 2727 2727
Cther investments 803 125 928 1,022 85 1107
Joint ventures and associates loan receivables 76 62 138 74 63 137
Finance leases 022} - 22} ma) - ma)
Bank and cther borrowings (6.836) 1.663) 18,499} 19.324) (2.555) 11.879)
Customer deposits - Tesco Bank {3.447) 15,798) (9.245) (3 984) (4 479) (8 463)
Deposits from banks - Tesco Barnk {1,539} - 1,5639) {500) - (5001
Derivative effect
Interest rate swaps 15,096) 5.096 - (5,288) 5,288 -
Cross-currency swaps 608 (608) - 1199 {1.199) -
Index-hnked swaps {337) 337 - 328 328 -
Total (8,961) 7,232 (1,729} 1,505) 8,302 13,203}
Credit risk

Credit sk arises from ¢ash and cash equivalents trade and other receivables customer deposits, inancial instruments and deposits from banks and
financial institutions

The Group holds positions with an approved st of investment-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 £0 9bn (2017 £1 3bn) The Group
considers Its maximum credit nsk to be £19 6bn (2017 £20 1bn) being the Group's total inancial assets

For credit nisk relating to Tesco Bank, refer to the separate section on Tesco Bank financial nisk factors on page 117

Liquidity risk

The Group finances its operations by a combination of retained profits, disposals of assets debt capital market issues. commercial paper, bank borrowings
and leases The policy 15 1o maintain a prudent level of cash together with sufhcient committed bank facilities to meet iquidity needs as they anse The Group
retains access to capital markets so that maturing debt may be refinanced as 1t falls due

Liquichty sk 1s managed by short-term and long-term cash flow forecasts Inaddition the Group has undrawn committed faciities totaling £4 3bn
{2017 £4 4bnl), consisting of a syndicated revolving credit facihity and bilateral facilities which mature between 2019 and 2021

The Group has a £15 Obn Euro Medium Term Note programme, of which £5 3bn was in 1ssue at 24 February 2018 (2017 £6 8bn). plus £0 Ban equivalent of USD
denominated notes 1ssued under 144A documentation {2017 £1 7on)

For hquidity risk relating to Tesco Bank. refer to the separate section on Tesco Bank financial risk factors on page 116

The following i1s an analysis of the undiscounted contractual cash flows payable under financial labilities and derivatives taking into account contractual terms
that provide the counterparty a choice of when (the earhiest date) an amount 1s repaid by the Group The potential cash outflow of £18 8bn 1s considered
acceptable as it 15 offset by financial assets of £19 6bn (2017 £18 4bn offset by financial assets of £20 1bn}

The undiscounted cash flows will differ from both the carrying values and fair values Floating rate interest is estimated using the prevalling rate at the balance
sheet date Cash flows in foreigh currencies are translated using spot rates at the balance sheet date For index-linked labilities inflation 1s estimated at 3%
for the Iife of the habiity {2017 3%)
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Note 23 Financial risk factors continued
Liquidity risk continued

Due Due Due Due
Due between between between between Due
within Tand 2 2and 3 3and 4 dand5 beyond
1year years years years years 5 years
At 24 February 2018 i £m £m Em £m £m £m
Non-derivative financial liabllities
Bank and other borrowings 01,407 1,445} {363 {926) 28) (3,860)
Interest payments on borrowings (298) {323) (243) {219) 163} 1,852)
Customer deposits - Tesco Bank (7.655) (874) {500) {179) (105) -
Deposits from banks - Tesco Bank (209) 2} {412) Q47 - -
Finance leases (20 (34 o {1 an (120}
Trade and other payables* (8,996) (34) (31 (25) (24) (247}
Daerivative and other financial liabilities
Net settled dervative contracts - receipts 27 16 n 9 7 1.379
Net settled dervative contracts - payments (57} (221} {367) (69) (87) (151}
Gross settled derivative contracts - receipts 97 79 519 70 57 2378
Gross settled dervative contracts - payments (134} (72} (493} 21 51 1,751)
Total {18,646 (2,920) (2,493) (2,418) (405) (4,424}
Due Due Due Due
Due between between between between Due
within land Z 2and3 Jand 4 4andb beyona
1year years years years years Hyears
At 25 February 2017 £m £rn £m £m £m £m
Non-derivative financial liabilities
Bank and other borrowings {2634 1.0781 11.850} {645) (926) 477
Interest payments on borrowings (348) {352} {379} (288) (268) 12 5086)
Custormer deposits - Tesco Bank (6,658) (1,147) (423) (167} (174) -
Deposits from banks - Tesco Bank {100 (301 )] 100 - -
Finance leases 119} (16) 23 9 9 (126)
Trade and other payables* 18 875 {27) (17) mi m 1258)
Derivative and other financial liabilitles
Net settled derivative contracts - receipts 34 23 19 14 10 1430
Net settled dervative contracts - payments (96) {59) {251 (414) 86] (1971
Gross settled derivative contracts - receipts 1402 105 105 528 96 2878
Gross settled dervative contracts - payments {1,118} 83} (85) (506) (130) {2,248}
Total (18,413} (2,933)  (2,905) 1,598) (1,498) (6,198)

* Traoe and other payables includes £264m (2017 £268m) of deferred ncome

Foreign exchange risk
The Group I1s exposed to foreign exchange risk principally via

- transactional exposure that anses from the cost of future purchases of goods. where those purchases are denominated in a currency other than the
functional currency of the purchasing company Transactional currency exposures that could significantly impact the Group income statement are
hedged These exposures are hedged via forward foreign currency contracts or purchased currency options, which are designated as cash flow hedges
At 24 February 2018, forward foreign currency transactions, designated as cash flow hedges. equivalent to £2 2bn were outstanding (2017 £2 1bn}

The notonal and fair values of these contracts is shown in Note 22,

- netinvestment exposure arises from changes in the value of net investments denominated in currencies other than Pounds Sterling The Group hedges a part
of its Investments in its international subsidiaries via foreign currency derivatives and borrowings In matching currencies which are formally designated as net
Investment hedges During the financial year currency movements increased the net value, after the effects of hedging of the Group's overseas assets by
£318m (2017 increase by £751m] The Group also ensures that each subsidiary 1s appropriately hedged in respect of its non-functicnal currency assets and

- loans to non-UK subsidiaries These are hedged via foreign currency derwatives and barrawings in matching currencies These are not formally designated
as hedges as gains and losses on hedges and hedged loans wilf naturally offset

The impact on the Group financial statements from foreign currency volatility 1s shown in the sensitivity analysis below

Sensltivity analysis

The analysis excludes the impact of movements in market variables on the carrying value of pension and other post-emptoyment obligations and on the
retranslation of overseas net assets as reguired by |AS 21'The Effects of Changes in Foreign Exchange Rates’ However, it does include the foreign exchange
sensitivity resulting from local entity non-functional currency financial instruments

The sensitivity analysis has been prepared on the basis that the amount of net debt the ratio of fixed to floating interest rates of the debt and dervatives
partfolio and the propertion of financial instruments in foreign currencies are all constant and on the basis of the hedge designations in place at 24 February 2018
It should be noted that the sensitivity analysis reflects the impact on income and equity due to financial instruments held at the balance sheet date

It does not reflect any change In sales or costs that may result from changing interest or exchange rates
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Notes to the Group financial statements continued .

Note 23 Financial risk factors continued

Sensitivity analysis continued
The following assumptions were made in calculating the sensitivity analysis

- thesensitivity of iInterest payable to movements ininterest rates is calculated on net floating rate exposures on debt, deposits and derivative Instruments
with no sensitivity assumed for RPI-linked debt. which has been swapped to fixed rates,

changes In the carrying value of derivative financial instruments designated as fair value hedges from movements in interest rates or foreign exchange rates
have an immaterial effect on the Group Income statement and equity due to compensating adjustments in the carrying value of debt

changes in the carrying value of derivative financial mstruments 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 derivative financial instruments not designated as hedging instruments only affect the Group Income statement

- allother changes in the carrying value of derivative financial instruments designated as hedging instruments are fully effective with no impact on the Group
Income statement, and

the floating leg of any swap or any floating rate debt 1s treated as not having any interest rate already set, therefore a Change In interest rates affects a full
12-month period for the interest payabie portion of the sensitaity calculations

Using the above assumptions the following table shows the lilustrative effect on the Group iIncome statement and equity that would result. at the balance
sheet dete, from changes ininterest rates and currency exchange rates that are reasonably possible for major currencies where there have recently been
significant movements

2008 2017
Incame Equity Income Equity
gain/lloss) gain/tloss) gan/lloss) gain/{loss!
; £m £m - Em fm_
1% Increase in Interest rates (2017 1%} 69 (30) 80 39
10% appreciation of the Euro (2017 10%) 4 0143} 183} (08
10% appreciation of the US Dollar (2017 10%) 6 129 6 170

A decrease ininterest rates and a depreciation of foreign currencies would have the opposite effect to the impact in the table above

The impact on the Group statement of comprehensiwe income/tloss) from changing exchange rates results from the revaluation of financial hiabilties used as
net investment hedges The impact on the Group statement of comprehensive income/{loss) will fargely be offset by the revalustion in equity of the hedged assets

Capital risk

The Group's objectives when managing capital (defined as net debt plus equityl are to safeguard the Group s abiiity to continue as & gong concern n order to
provide returns to shareholders and benefits for other stakehoiders, 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. in ight of changes to ecenomic conditions and the
strategic objectives of the Group

To maintain or adjust the capital structure. the Group may adjust the dividend payment to shareholders buy back shares and cancel them or i1s5ue new shares

The Group raises finance In the public debt markets and borrows from financial institutions The poticy for debt 15 to smooth the debt maturity profile with
the objective of ensurmg continuity of funding This policy continued during the inancial year with debt redeemed of £2 7on (2017 £18bn) No rew bonds
were issued in either the current or previous financial year The Group borrows centrally and iocally. using a variety 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 (£2 €bn, 2017 £3 7bn), and the Group statement of changes in equity for the value of the Group's eqguity
(£10 5bn 2017 £6 4bn)

Insurance risk
The Group 1s exposed to the risk of being inadequately protected from liabilities arising from unforeseen events The Group purchased assets earnings
and combined bability protection from the open insurance market for higher value losses only

The nisk not transferred to the insurance market 1s retained within the Group with some cover being provided by the Group's captive insurance companies ELH
Insurance Limited in Guernsey and Valiant Insurance Company DAC (formerly Valiant Insurance Company Limited) in the Republic of Ireland ELH Insurance
Limited covers Assets. Earnings and Combined Liability while Valiant Insurance Company DAC covers Combined Liability only

Tesco Bank

interest rate risk

Interest rate risk arises manly where assets and habilties In Tesco Bank's banking activities have different repricing dates and from unexpected changes to the
yield curve Tesco Bank is exposed to interest rate risk through dealings with retall customers as well as through lending to and borrowing from the wholesale
market Tesco Bank has estabhished Imits for nisk appetite and stress tests are performed using sensitiity to fluctuations n underlying interest rates in order
te monitor thus risk Tesco Bank also use the Capital at Risk (CaR} approach which assesses the sensitivity (value changel of a reduction in the Bank's capital to
movements in interest rates The scenaros considered include both parallel and non-parallel movements of the yield curve and have been designed to assess
Impacts across a suitable range of severe but plausible movements in interest rates Interest rate risk 1s primarily managed using interest rate swaps as the main
hedging instrument

Liquidity and funding risk
Liquichty risk 1s the risk that Tesco Bank has insufficient iquidity resources to meet its obligations as they fall due Funding risk s the risk that Tesco Bank does
not have sufficiently stable and diverse sources of funding

Tesco Bank operates within a Liquidity Risk Management Pohcy Framework {LRMP} to ensure that sufiicient funds are avallable at all imes to meat demants
from depositors, to fund agreed advances, to meet other commitments as and when they fall due and to ensure the Board's risk eppetite 1s met

Liquidity and funding risks are assessed through the Individual Liquidity Adeguacy Assessment Process (ILAAP) on at least an annual basis Formal imits
are set within the LRMP to maintain lquidity risk exposures within the Liquidity Risk Appetite set by the Board and key iquidity measures are monitored
on & reguiar basis Tesco Bank maintains a conservative iguidity and funding profile to confirm that it 1s able to meet its financial obligations under normat
and stressed. market conditions
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Note 23 Financial risk factors continued

Tesco Bank continuad
Creadit risk

Credit risk 1s the risk that a bank borrawer or counterparty will fail to meet its obligations in accordance with contractually agreed terms and Tesco Bank will
incur losses as a result Credit risk principally anses from the Bank’s retall lending activities but also from the placement of surplus funds with other banks

and money market funds investments in transferable securities and interest rate and foreign exchange derivatives Inaddition. credit risk arises from

contractual arrangements with third parties where payments and commissions are due to the Bank for short pericds of time

Retail credit policy 1s managed through the credit risk policy framework with minimum requirements for management of credit activities defined across the
customer Iife cycle Customer lending decisions are managed principally through the deployment of appropriate credit scoring and associated rules which
exclude specific areas of lending, and an affordability assessment which determines a customer's ability to repay the advances they are seeking Wholesale
credit risk 1s managed using a Imit-based framework with imits determined by counterparty credit worthiness, instrument type and rernaining tenor Alimits

framewcrk 1s also in place for the management of third-party credit risk exposures

Ineffective management and controls over the emerging asset quality of the Group's lending portfohos could expose the Group to unacceptable levels of bad
debt The Group's asset quality is reflected through the level of its impairment by lending type Asset quality profiles are regularty monttored and reported to

the appropriate senior 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 retall instalment lending applies to credit agreements in the insurance business The amounts below are presented gross of impairment

and exclude fair value hedge adjustments of £(18)m {2017 £23m) Pricr year balances have been re-presented to reflect this change

Credit quality of loans and advances

Retail Retait Retail
unsecured mortgage Instalment
lending lending lending Total
Nﬁebruary 2018 £m £m £m £m
Past due and impalred
Less than 90 days past due 44 - - 44
90-179 days past due 59 - - 539
180 days plus past due 109 - - 109
Past due but not impaired
Less than 29 days past due 55 1 - 56
30-59 days past due 20 - - 20
60-19 days past due 13 - - 13
Neither past due nor impaired
Low risk™ 8.010 2,983 129 1122
High risk® o o 327 26 - 353
Total - 8,637 3,010 129 11,776
Retal Retall Retal
unsecured mortgage instalment
lenging lending lending Total
At 25__F§bruary 2007 £Em £m £m £m
Past due and Impaired T
Less than 90 days past due 32 - - 32
90-172 days past due 48 - - 48
180 days plus past due 99 - - g8
Past due but not impalred
Less than 29 days past due 48 1 - 49
30-59 days past due 16 - - 16
60-119 days past due 10 - - 10
Neither past due nor impaired
Low rnisk® 7426 2144 140 9,710
High risk® /2 1B - 168
Total 7.831 2,161 140 10,132

“ Low nisk 1s defined as an asset with a probability of default of less than 10%.
“ High risk s defined as an asset with a probabiity of default of 10% or more

The credit risk exposure from off balance sheet items in 2018 mainly undrawn contractual lending commitments was £12 4bn (2017 £12 1bn)

Insurance risk

Tesco Bank 15 indirectly exposed to insurance risks through its ownership of 49 9% of Tesco Underwriting Limrted {TU) an authonsed insurance company
Insurance risk is defined as the risk accepted through the provision of insurance products in return for a premium The timing and quantum of the risks are

uncertaim and determined by events outside the contrel of Tesco Bank The key insurance risks within TU relate to underwriting nisk and reserving rnisk

TU operates a separate framework to ensure that the TU insurance portfoho operates within agreed risk appetite The Bank closely monitors performance

of the portfolic agamnst specific threshelds and imits
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Notes to the Group financial statements continued

Note 24 Customer deposits and deposits from banks

2018 2017
i £m £m
Customer deposits 9,245 8.463
Deposits from banks 1,539 500
] ) 10,764 8,963
Cf which
Current 7.812 8.687
Non-current i : 2,972 2,278
T 10,784 8,963
Deposits from banks include liabiities of £200m {2017 £100m) that have been sold under sale and repurchase agreements
Note 25 Provisions
Property Restructuring Other
provisions provisions provisions Total
£m £m £m £m
At 27 February 2016 875 © 83 66 1,024
Foreign currency translation 12 4 - 16
Amount released in the year (38i (18] - (56}
Amount provided in the year 938 196 136 431
Amount utiised in the year (141} 162} (28) {331
Transter to disposal group classihed as held for sale - 15) - )]
Unwinding of discount _ o A - 44 - - 44
At 25 February 2017 851 98 174 1123
Foreign currency translation 5 1 - <]
Amount released In the year (33} {32} (14 79
Amount provided in the year 153 157 n 521
Amount utiised in the year (1201 (146) (501 (3161
Unwinding of discount 13 - - 13
At 24 February 2018 ) B ’ 869 78 321 1,268
The balances are analysed as follows
2018 2017
- £m £m
Current ' a ' 547 438
Non-current 2 685
_ B - ] 1,268 1123

Property provisions
Preperty provisions comprise cnerous lease provisions including leases on unprofitable stores and vacant properties. dilapidations provisions and asset
retirement obligation provisions These provisions are based on the least net cost of fulfilling or exiting the contract

The calculation of the value in use of the leased properties to the Group is based on the same assumptions for growth rates and expected changes to future
cash flows as those for Group owned properties as discussed in detall in Note 11, discounted at the appropriate risk free rate The cost of exiting lease
contracts s estimated as the present value of expected surrender premiums or deficits from subletting at market rents, assuming that the Group can sublet
preperties at market rents, based on discounting at the appropriate nsk adjusted rate For some leases, termination of the lease at the break clause requires
the Group to etther purchase the property or buy out the equity ownership of the property at far value No value is attributed to the purchase conditions
since they are at fair value it is also assumed that the Group 1s indifferent to purchasing the properties

Based on the factors set out above. the Group has recognised a net onerous preoperty provision charge in the year of £120m (2017 £61m). largely relating
to onerous lease contracts for fully impaired properties and cther onerous contracts relating to properties The Group has performed sensitivity analysis
on the oherous lease provisions using reasonably possible scenanos based on recent markset movements Neither a half a percentage point Increase nor
decrease In the risk-free rate would result (n a material change to the onerous lease provisions

Of the £120m net onerous property provision charge {£153m charge £33m release) recognised inthe year, a £105m charge has been recognised as an
exceptional item. a £118m charge In cost of sales and £11m release in property-related items Thisis made up of a E108m charge classihied as ‘Net impairment
reversal of non-current assets and onerous lease provisions’, a £2m charge classified as "Net restructuring and redundancy costs’ and a £5m release
classified as 'Property transactions’

Onerous lease provisions wiil be utilised over the relevant lease terms, predominantly within the next 25 years

Restructuring provisions

Of the £125m net charge (£157m charge £32m release} recognised inthe year. a E68m charge relating to UK & ROl changes to store and call centre colleague
structures and werking practices and a £34m charge relating to head office restructuring have been classified as exceptional items The exceptional
provisions are expecteéd to be utiised in the next financial year
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Note 25 Provisions continued

Other provisions

Other provisions relate primarily to an ongoing court case with Her Majesty’s Revenue & Customs (HMRC} Tesce PLC and Tesco Freetime Limited. a
whally-owned subsidiary undertaking of the Group. initiated an appeal against HMRC regarding the treatment of VAT an Clubcard rewards In August 2017,
the Group’s appeal was upheld in the First Tier Tribunal As a result of the Tribunal’s decision, the Group recovered VAT and interest of £160m for periods up
to 25 February 2017 which have been included within exceptional cash flows in Note 4 A further £12m s recoverable in relation to the 52 weeks ended

24 February 2018 HMRC have appealed the Tribunal's decision and as a result the Group has recognised a provision of £176m for these amounts plus
penzlty interest, which would be due if HMRC were to be successful inther appeal

Included in other provisions is a provision of £61m {2017 £81m} to cover the cost of the compensation scheme and related costs, as agreed with the UK
Financial Conduct Authority (FCA) In the previous financial year, the Group agreed with the FCA (under its statutory powers) to establish a compensation
scheme to compensate certain net purchasers of Tesco ordinary shares and listed bonds between 29 August 2014 and 19 September 2014 inclusive This
charge was classified as an exceptional item in administrative expenses. With the compensation scheme now closed to new claimants. £13m of the provision
and £12m of related accruals were released to the Group income statement within exceptional items classified as "Release of amounts provided in relation
to DPA and FCA cbligations” within administrative expenses Refer to Note 4 for further details

Other provisions also Include provisions for Tesco Bank customer redress in respect of potential complaints arising from the historic sales of PPI,

and in respect of custemer redress relating to instances where certain of the requirements of the CCA for post-contract documentation have not been
fully comphied with In each instance. management have exercised judgement as to both the timescale for implementing the redress campaigns and the final
scope of any amounts payable During the year, an additionat charge of £35m and a release of £1m was recognised in the Group iIncome statement within
exceptional items. classified as "Provision for customer redress’ within cost of sales Refer to Note 4 for further details

Other pravisians are expected to be utilised In the next financial year when the cutcome of the aforementioned matters have been reliably determined

Note 26 Share-based payments

For continuing operations the Group income statement charge for the financial year recognised in respect of share-based payments s £252m (2017 £294m)
which 15 made up of share option schemes and share bonus payments Of this amount £128m (2017 £36m) will be settled in equity and £124m (2017 £258m}in
cash The movement between cash and equity settled charge with reference to the prior year 1s predominantly due to a reclassification from equity to cash
which took place in the prior financial year as a result of employees being offered the choice of cash settlement on a one-off award

Share option schemes
The Company had eight share option schemes in operation during the financial year all of which are equity settled schemes

I} The Savings-related Share Option Scheme (1981) permuts the grant to colleagues of options in respect of ordinary shares linked to a bullding 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 E5600 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
middie-market gquatations of an ordinary share over the three dealing days mmediately preceding the offer date

it TheInsh Savings-related Share Option Scheme (2000} permits the grant to ROl colleagues of options in respect of ordinary shares kinked to a building
society/bank save-as-you-earn contract for a term of three or five years with contributions from colleagues of an amount between €12 and €500 per
four-weekly period Qptions are capable of being exercised at the end of the three or five year pericd 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 mmediately preceding the offer date

I The Executive Incentive Pian {2004) permitted the grant of aptions 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 further options will be granted under this scheme

The Executive Incentive Plan (2014) permits the grant of options in respect of ordinary shares 1o selected senior executives as a proportion of annual bonus
following the completion of a required service period and 1s dependent on the achievement of corporate performance and individual targets Options are
normally exercisable between three and 10 years from the date of grant for nil consideration Full details of this plan can be found in the Directors’
remuneration report

1

v) The Performance Share Plan {(2011) permits the grant of options in respect of ordinary shares to selected executives Options are normally exercisable
between the vesting datels) set at grant and 10 years from the date of grant for nil consideration The vesting of optiens wilt normally be conditional upon
the achievement of specified performance targets over a three year period and/or continuous employment

The Discretionary Share Option Plan {2004) permitted the grant of approved. unapproved and international aptions in respect of ordinary shares to selected
executives Ophions are normally exercisable between three and 10 years from the date of grant at a price not less than the middle- market quotation or
average middle-market quotations of an erdinary share for the dealing day or three dealing days preceding the date of grant The vesting of options will
normally be conditional upen the achievement of a specified performance target related to the annual percentage growth in earnings per share over a
sthree year period There were no discounted options granted under this scheme

Vi

vi) 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 required service period and s dependent on the achievement of corporate performance and individual targets Options are normatly
exercisable between three and 10 years from the date of grant for nil consideration

vii) 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 date(s} set at grant and 10 years from the date of grant for mil consideration The vesting of options will normally be conditional upcn
the achievement of specified performance targets over a three year period and/or continuous employment
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Note 26 Share-based payments continued

Share option schemes continued

The following tables reconcile the number of share options outstanding and the weighted average exercise price (WAEP)

For the 52 weeks ended 24 February 2018

Savings-related Insh Savings-related Approved Unapproved international Executive Nil cost
Share Option Scheme Share Opticn Scheme Share Option Scheme Share Option Scheme Share Option Scheme Share Option Schemes
Qptions WAEP Options WAEP Options WAEP Cptions WAEP Options WAEP Options WAEP
Qutstandingat 256,862,881 168,21 6,339,307 179.46 5,019,454 420.87 24,450,586 J395.84 18,495,050 39717 27,640,320 -
25 February 2017
Granted 40,314,086 16800 2078,500 16800 - - ~ - - - 10.838.726 -
Forfeited (47,125,400} 204.95 {1.471.619) 21877 (2,216,356) 45833 {731,313} 446.01 6,240,280 439,33 (1,740,742) -
Exercised 15,164,858) 150.29 (19,208 15002 - - ~ =~ - - (722,792 -
Outstanding at 244,886,709 162.21 6,926,980 167.68 2,803,096 39125 17,319,273 375.18 12,254,769 375.69 36,015,512 -
24 February 2018
Exercise price 1530.00to 15000t 338 4010 338 4010 33840to -
range {pence) 322 00 32200 42700 42700 42700
Weghted average
remaining 248 262 061 079 0.78 8.16
contractual I'fe
{years)
Exercisable at 4,482,116 282.00 8,702 282.00 2,803,098 391.25 17,319,273 375.18 12,254,769 37569 4,597,668 -
24 February 2018
Exercise price 282.00 282.00 338 40to 33840t 33840to -
range {(pencel 42700 42700 42700
Weghted average
remaining 0.43 043 061 0.7% 078 693
contractual life
lyears)
For the 52 weeks ended 25 February 2017
Savings-related Irish Savings-related Approved Unapproved International Executive Nil cast
Share Option Scheme Share Option Scheme Share Option Scheme Share Option $cheme Share Option Scheme Share Option Schemes
Optloﬁs WAEP ODlIDI‘IS’ WAEP Options WAEP Qptions WAEP Optqons‘ WAEP Options  WAEP

Qutstanding at 278,367,865 173.32 8,263,111 189.46 6,514,959 40719 32,459.966 387.09 24,534,811 386.76 20,802,806 -
27 February 2016
Granted 32,923,969 190 00 1681721 19000 - - - - - - 14449326 -
Forfaited (53597182) 20510 (3 5B87.857) 20757 (14955050 36129 {8003380) 36037 [B03976N 35489 (6880744} -
Exercised (831771 1501 17.668) 15003 - - - - - - (731078) -
Outstanding at 256,862,881 168.91 6,339,307 179.46 5,019,454 420.87 24,450,586 395.84 18,495,050 397.17 27,640,320 -
25 February 2017
Exercise price 150 00to 1850 00to 338 40to 3384010 3384010 -
range (pence) 364 00 364 00 47375 47375 471375
Weighted 306 288 110 145 143 870
average remaining
contractual life
(years)
Exercisabile at 10,596,827 339.47 443,702 33G.95 5,013,454 420.87 24,450,586 395.84 18,495,050 39217 3,517,971 -
25 February 2077
Exercise price 28200to 322 00to 33840tc 3384Qte 33840to -
range (pence) 364 00 36400 47375 47375 47375
Weghted 043 043 110 145 143 770

average remaining
contractual ife
{years)

Share options were exercised on a regular basis throughout the financial year The average share price during the 52 weeks ended 24 February 2018 was

187 68p (2017 184 26p)

The fair valug of share options 1s estimated at the date of grant using the 8lack-5choles or Monte Carlo option pricing mode! 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

2018 2017
SAVE nicost SAYE Nicost
Expected dividend yield {%) 22-36% - 14% -
Expected volatity (%) 29-32% 33% 29-32% 29-36%
Risk-free interest rate (%) 0.9-10% 01-0 2% 04-07% 02-05%
Expected ife of option lyears) 3ord 3-6 3orb 3-6
Weighted average fair value of options granted (pence) 4186 68 04-180 35 5314 6100-158 64
Probability of forfeiture (%} 7-1% - 10-1% -
Share price {pencel 18700 180 35 21100 159 04-136 84
Weighted average exercise price (pence) 168 00 - 190 00 -

120
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Note 26 Share-based payments continued

Share option schemes continued

Volatihty 1s @ measure of the amount by which a price 1s expected to fluctuate during a period The measure of volatiity used in the Group's option pricing
models 15 the annuaiised standard deviation of the continuously compounded rates of return on the share over a penod of time In estimating the future
volatility of the Company's share price. the Board considers the historical volatility of the share price over the most recent period that 1s generally
commensurate with the expected term of the eption taking into account the remaining contractual life of the option

Share bonus and incentive schemes

Selected executives participate in the Group Bonus Plan a performance-related bonus scheme The amount paid to colleagues 1s based on a percentage of
salary and 1s paid partly In cash and partly in shares Bonuses are awarded to selected executives who have completed a required service period and depend
on the achievernent of corporate and individual performance targets

Selected executives participate in the Performance Share Pan (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 achievement of specified
performance targets over a three year performance period and/or continuous employment

Eligible ROl colleagues are able to participate in a Share Bonus Scheme. an all-employee profit-sharing scheme Each year colleagues may recerve an award
of either cash or shares based on a percentage of ther earnings Shares awarded to colieagues through the Share Bonus Scheme are held in trust on behalf
of employees for a period of at least two years and for a maximum period of three years

The Executive Directors participate in short-term bonus and long-term incentive schemes designed to align their interests with those of shareholders
Full detalls of these schemes can be found in the Directers’ remuneration report

The fair value of shares awarded under these schemes 1s their market value on the date of award Expected dividends are not incarporated into the fair value

The number and weighted average fair value (WAFV) of share bonuses awarded during the financial year were

2018 2017
Number of WAFV Number of WaFY
o shares pence shares pence
Irish Share Bonus Scheme - - - -
Group Bonus Plan 21.898.988 180356 3329357 15904
Perfarmance Share Plan 24,638.938 18094 61,533,740 16182

Note 27 Post-employment benefits

Pensions
The Group operates a varety of post-employment benefit arrangements covering both funded and unfunded defined benefit schemes and funded defined
contribution schemes

Defined contribution plans
Adefined contribution scheme Tesco Retirement Savings Plan 1s open to all Tesco employees in the UK

A defined contribution pension scheme 1s one under which members pay contributions to an independently admimstered fund, into which the Group

also pays contributions based upon a fixed percentage of the members’ contributions The Group has no legal or constructive obligation to pay further
contributions to this fund once its initial contributions have been paid Members’ benefits upon retirement are then determined by the amount of contributions
paid Into the fund together with the performance of the investments into which those contributions have been invested Members are able to choose the
investments into which their contributions are Invested. as well as how they wish to recewve benefits upon retirement As a result. any risks associated with
either the future value of benefits or the performance of the assets invested he with the member

The contributions payable for defined contribution schemes of £316m (2017 £341m] have been recognised in the Group income statement This includes
£108m (2017 £135m} of salaries paid as pension contributions

Defined benefit plans
The most significant defined beneft plans are those for the Group's employees in the UK (closed to future accrual) and ROI The UK defined benefit deficit

represents 86% of the Group deficit (2017 98%)

United Kingdom
The principal pian within the Group s the Tesco PLC Pension Scheme (the Scheme) which is a funded defined beneft pension schemen the UK the assets

of which are held as a segregated fund and administered by the Trustee

The Scheme 1s established under trust law and has a corporate trustee that 1s required to run the Scheme in accordance with the Scheme's Trust Deed and Rules
and to comply with alt relevant legisiation Responsibility for governance of the Scheme lies with the Trustee The Trustee is a company whose directors comprse

1) representatives of the Group and
it representatives of the Scheme participants in accordance wath its articles of association and UK pension law

The Group considers two measures of the Scheme deficit. The accounting position 1s shown on the Group balance sheet The funding posilion celculated at the
triennial actuanat assessment, 15 used to agree contrbutions made to the Scherne The two measures will vary because they are for different purposes. and are
calculated at different dates and in different ways The key calculation difference is that the funding position considers the expected returns of Scheme assets
when calculating the Scheme liabiity whereas the accounting position calculated under I1AS 19 discounts habilities based on corporate bond yields

Dunng the financial year an independent actuary carried out the latest trienmial actuarral assessment of the Scheme as at 31 March 2017 using the projected
urit credit method At 31 March 2017, the funding position was a deficit of £3 018m The market value of the Scheme’s assets was £13.141m and these assets
represented B1% of the benefits that had accrued to members, after allowing for expected increases in pensions in payment

Following this assessment an update to the plan to fund the UK pension deficit and to meet the expenses of the Scheme was agreed with the Trustee Annual
contributions will increase from £270m to £285m commencing April 2018 The annual contribution will be paid for 10 years, with contributions being assessed
at the next Triennial review The expenses for the year which include the Pension Protection Fund levy were E25m {2017 £22m) In the event that the Pension
Protection Fund levy for the Scheme exceeds £75m over three years, the Group has agreed to pay this excess amount to the Scheme over the following three
years Inaddition the market value of assets held as security in favour of the Scheme has increased from £500m to £576m
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Note 27 Post-employment benefits continued

Defined benefit plans continued

Maturity profile of abligations

The estimated duration of the Scheme obligations 1s an indicator of the weighted average term of benefit payments after discounting For the Scheme
thisas 25 years

Cver 50% of the undiscounted benefits are due to be paid beyond 30 years' ume with the last payments expected to be over 80 years from now

The estimated undiscounted benefit payments expected to be paid cut over the Iife of the Scheme 1s shown below

The hiabilities held by the Scheme as at 31 March 2017, the date of the |ast triennial valuation are broken down as follows.

Deferred ’ 81
Pensiorer s
Risks
The Group bears a number of risks in relation to the Scheme which are described below
Resk . Desgrptonefnsk Miugaton e
Investment The Scheme’s accounting labilities are calculated The Trustee and the Group regularly monitor the funding position
using a discount rate set with reference to corporate  and operate a diversified investment strategy
bond yields If the return on the Scheme’s assets The Trustee and the Group take a balanced approach to investment
underperform this rate the accounting deficit risk, and Use a long-term plan to manage investment risk
willincrease
If the Scheme's assets underperform the expected
return for the funding valuation, this may requirg
i additional contributions o be made by the Group
Inflation The Scheme's benefit obligations are inked to As part of the investment strategy the Trustee aims to mitigate

this risk through investment in a liability-driven investment,

(LD} portfolo

The portfolio invests in assets which increase in value as inflation
expeactation increases This mitigates the impact of any adverse
movement in long-term inflation expectations

The Scheme's holdings are designed te hedge against inflation
risk up to the value of the funded habilities

Additionaliy, 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 in pensions
to CPl {previously RPI).

inflation A hugher rate of expected jong-term
inflation will therefore lead to fugher habrlities.
both for the IAS 19 and funding ability

if the Scheme's funding habiity increases, this
may require additional contributions to be made
by the Group

Interest rate
accounting deficit under IAS19 Similarly. a decrease
11 gilt yields will have an adverse 1mpact on the funding
pasition of the Scheme This may lead to additional
contributions keing made by the Groug

A decrease i corparate bond yields »;rlﬁ increase the

As part of the iInvestment strategy, the Trustee aims to mitigate
this risk through investment in a LD! portfoic

The portfolio invests in assets which increase m value as interest
rates decrease The Scheme’s holdings are desighed to hedge
against interest rate nisk up to the value of the funded habiities

Because the am of the portfolo s to mitigate risk for the
funding position, ineffectiveness in hedging for the accounting
deficit under 1AS 19 can anse where corporate bond and gilt
yields diverge This Is partially offset by Scheme holdings in
corporate bonds

The Scheme’s obligations are to provide benefits
for the life of the member and so increases in life
expectancy will lead to higher abiities

—Lﬂa expectancy

To reduce this risk. changes to future benefits were introduced in
June 2012 to increase the age at which members can take their full
pension by two years

The Trustee and the Group regularly monitor the impact 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 controf over the Group’s rnsks Further mitigation of the risks 1s provided by externai advisors and the Trustee who consider the funding

position. fund performance and impacts of any regulatory changes
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Note 27 Post-employment benefits continued

Defined benefit plans continued

UK principal assumptions

Financial assumptions

During the financial year the Group has taken actuarial advice and decided to change the model used for deriing the discount rate assumption for valuing
the Scheme's liebilities under |1AS 19

The standard requires the discount rate to be determined by reference to market yields of high quality corporate bonds of suitable currency and term to
the Scheme cash flows The standard does not specify the approach that should be taken to extrapolate current market rates along the yield curve when
there are no suitable corporate bonds of sufficient duration As the term of the Scheme's habilities 1s particularly long the Group balance sheet 1s sensitive
to the extrapolation approach adopted Under the previous model, the extrapolation was in fing with the movement in the gilt yield curve The model now
adopted by the Group extrapolates based on the trend observable in corporate bond yields Inthe Group's view, this more appropriately reflects long-dated
corporate bond yields for the cash fiow profile of the Scheme s habilities

The impact of the change in discount rate model was to give a £2 Obn gain on change of Ainancial assumptions at the pomnt of the transition If the transition
had occurred at the balance sheet date, the gain would have been £1 3bn

The major assumptions on a weighted average basis. used by the actuanies to value the defined benefit obligation were as follows

2018 207

o % k3

Discount rate B 29 25

Price inflation 3.1 32

Rate of increase in deferred pensions” 21 22
Rate of ncrease in pensions in payment®

Benefits accrued before 1 June 2012 29 30

Benefits accrued after 1 June 2012 2.2 22

* inexcess of any Guaranteed Mimmum Pension (GMP] element

Mortality assumptions
The Group In consultation with an iIndependent actuary conducted a mortality analysis under the Scheme as part of the tmenmal actuarial valuation process
Subsequent to this analysis the Group adopted the best estimate assumptions for the calculation of the 1AS 19 pension hiability for the main UK scheme

The mortality assumpticns 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 1s in hine with CMI 2016 improvements with a long-term improvement rate of 1 25% per annum

The following table dlustrates the expectation of Iife of an average member retiring at age 65 at the reporting date and a member reaching age 65 at reporting
date +25 years A comparison between the two retiree dates llustrates the expected improvements in mortalty over the time pencd

2018 2017
Years . Years
Retiring at reporting date at age 65 Male 223 232
Femaie 240 245
Retinng at reporting date +25 years at age 65 Male 238 255
Female 260 269
The base tables used in calculating the mortality assumptions are different for various categories of members. as shown below
o Pensioner Non-Pensioner B
Male Staff 100% of SAPS 52 Narmal 105% of SAPS S2 Normal
Senior Manager B5% of SAPS §2 Normal Light 87% of SAPS 52 Normal Light
Femaie Staff 100% of SAPS 52 All 98% of SAPS 52 All
Senior Manager B5% of SAPS 52 All B6% of SAPS 52 All
Sensitivity analysis of significant actuarial assumptions
The sensitivity of significant assumptions upon the UK defined beneht obligations are detaled below
2018 2017
Discount rate Inflation rate __ Discountrate  tnflation rate
Financial assumptions - Increase/idecrease! in UK defined benefit cbligation £m £m £m £m
Impact of O 1% ncrease of the assumpticon (388) 339 {526) 448
Impact of 0 1% decrease of the assumption 404 {323) 545 {409)
Impact of 10% increase of the assumption 3.377) 3,651 (4,536} 4984
Impact of 1 0% decrease of the assumption 4,718 (2.876) 654 {3 835!
2018 2017
Mortality assumptions - Increase/(decrease) in UK defined benefit obligation B £m £rm
Impact of 1year increase in longewity 630 818
Impact of 1 year decrease in longevity {530) {818}

Sensitivities are calculated by changing the relevant assumption while 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 fashuon Movements in the defined benefit obligatien
from discount rate and inflation rate changes may be partially offset by movements in assets
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Note 27 Post-employment benefits continued

Defined benefit plans continued
Overseas

The most sigmificant overseas scheme 1s the funded defined beneht scheme which operates in ROl Anindependent actuary using the prejected unit credit
method, carried out the latest actuarial assessment of the ROI scheme as at 24 February 2018 At the financial year end. the accounting deficit relating to ROI

was £104m (2017 £107m)

The accounting valuation has been based on the most recent actuanal valuation and updated by independent actuaries to take account of the requirements
of the applicable accounting standard in order to assess the liabilities of the scheme as at 24 February 2018 The scheme’s assets are stated at their market
values as at 24 February 2018 The liabilities relating to retirement healthcare benefits have also been determined in accordance with the applicable

accounting standarg

Post-employment benefits other than pensions

The Group operates a scheme offerng post-retirement healthcare benefits The cost of providing these benefts has been accounted for on s similar basis

tc that used for dehned beneft pension schemes

The liability as at 24 February 2018 of £11m {2017 £13m) was determined in accordance with the advice of ndependent actuaries During the financial year

£nil (2017 £mil) has been charged to the Group income statement and £1m (2017 £1m) of benefits were paid

Plan assets

The Group's pensicn schemes hold assets that both provide returns and mitigate nisk. including the volatility of future pension payments

The table below shows a breakdown of the combined investments held by the Group's schemes

2018 07
Quoted  Unguoted Total Quoted  Unguoted. Total
£m £m £m % £m £m £m Y%

Equities o
UK 284 - 284 2% 365 - 365 3%
Eurcpe 823 - 823 6% 628 - 628 5%
Rest of the world 3.828 - 3.828 29% 3.894 - 3.894 29%
B - 4,935 - 4,935 37% 4,887 - 4887 37%
Bonds i
Government 1,029 - 1,029 8% 1008 - 1008 7%
Corporates - investment grade 487 - 487 3% 501 - 501 4%
Corporates - non-investment grade 7 - 7 0% - - - -
- 1,523 - 1,523 % 1,509 - 1,509 %
Property
UK - 97 917 7% - 787 787 6%
Rest of the world - 381 381 3% - 373 373 ; 3%

B - 1,298 1,298 10% Co- 1,160 1,160 9%
Alternative assets
Hedge funds - 405 405 3% - 489 489 4%
Private equity - 694 694 5% - 707 707 5%
Other 14 740 754 6% 13 540 553 4%

14 1,839 1,853 14% 13 1,736 1,749 13%

Liability Driven Investment {LDI) portfolios 3,301 (24) 3,277 25% 3,321 428 3,749 29%
Cash 343 - 348 3% 142 - 142 1%
Total market value of assets 10,122 3,13 13,235 100% 9,872 3,324 13,196 100%

Quoted assets are those with a quoted price in an active market

The LD! category previously disclosed within Government bonds consists of assets including gits and index-linked giits, of the value of £5 912m

(2017 £5.586m) and associated repurchase agreements and swaps of £{2.635)m (2017 £(1,837m)
The plan assets inciude £185m (2017 £176m) relating $0 property used by the Group Group property with net carrying value of £509m (2017 £411m)

{Note 11} and a value to the Scheme of £575m (2017 £500m) 1s held as security in favour of the Scheme
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Note 27 Post-employment benefits continued

Defined benefit plans continued
Mcvement in the Group pension deficit during the financial year

Changes in the fair value of defined benefit pension assets. inciuding all movements of discontinued operations up to classification as held for sale.,

are as follows

Financial statements

2018 2017
£m Jfm
Cpening falr value of defined benefit pension assets 13,196 10,302
Interest income 326 385
Return on plan assets {lessl/greater than discount rate {57] 2689
Contributions by employer 34 28
Additional contributions by employer 245 248
Actual member contributions ? 2
Foreign currency translation 8 13
Benefits paid L {519) (471
Closing fair value of defined benefit pension assets i 13,235 13,186

Changes in the present value of defined benefit pension obligations including all mevements of discontinued operations up to classificatien as held for sale

are as follows

2018 2017
£m £m
Opening defined benefit pension obligations 119,817) 13,41
Current service cost {38) (35}
Interest cast (488) 498}
Gains/{losses) on change of financial assumptions 2150 (6 455}
Experience gains 457 199
Gains on changes of demographic assumptions 680 -
Foreign currency translation (13} (25)
Benefits paid 519 AN
Actual member contributions {2} (2)
Transfer to disposal group classified as held for sale - 5
Closing defined benefit pension obligations T (16,517} (19,817)
A summary of changes in the Group deficit, including movements of discontinued operations up to classification as held for sale. 1s set out below
2018 2017
£m £m
Deficlt in schemaes at the beginning of the year B (6,621) {3,175)
Current service cost (38) {35)
Net pension finance cast ne2) maj
Contributions by employer 34 28
Additional contributions by employer 245 248
Foreign currency translation (8 12}
Rermeasurements 3,265 (3.567)
Transfer to disposal group classihed as held for sale - - 5
Deficit in schemes at the end of the year -_“ 13,282) 6,621)
Deferred tax asset (Note 6) 554 1122
Deficit in schemes at the end of the year, net of deferred tax (2,728) 15,499}
The amounts that have been charged to the Group income statement and Group statement of comprehenswve income/(loss), excluding discontmued
operations, are as follows
28 2017
. £m £m
Analysis of the amount charged to operating profit:
Current service cost o (38) (38)
Total charge to operating profit e (38) _(385)
Analysis of the amount credited/(charged) to finance income/{cost):
Interest on defined benefit pension assets 326 385
Interest on defined benefit pension obligations - {488) {498}
Net pension finance cost (Note 5) - T (162) {113}
Total charge to the Group income statement ) (200} (148}
Analysis of the amount recognised in other comprehensive income:
Return on plan assets (lessl/greater than discount rate (57) 2,689
Experience gains on defined benefit pension obligations 452 199
Demographic assumption gains on defined beneft pension obligations 680 -
Financial assumption gains/(losses) on defined benefit pension obligations 2,190 6 455}
Foreign currency translation [5]] 12
Total gains/(losses) recognised in other comprehensive income 3,260 (3.579)
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Note 27 Post~employment benefits continued

fFRIC 14
IFRIC 14 *The Limit on a Defned Beneft Asset Minimum Funding Requirements and their Interaction’ s @ supplement to IAS 19 which can, in some instances
require companies to hmit pension surpluses where they exist or recognise additional habilities relating to mimmum funding reguirements

The Group 15 not required to recognise any additional iabilities, as any future economic benefits will be avallable to the Group by way of future refunds
or reductions to future contnibutions

Note 28 Called up share capital

2018 2017
Crdinary shares of 5 pence each Ordinary shares of § pence each

Number £m ) Number ) £m
Allotted, called up and fully paid:
At the beginning of the year 8,174,932,553 409 8,141,083,114 407
Share options exercised 5,184,066 - 849 439 -
Share bonus awards issued 12,000.000 1 33.000.000 ) 2
At the end of the year 8,192,116,619 410 B,174,932,553 409

During the financial year. 5 2 million (2017 © 8 million) ordinary shares of 5 pence each were 1ssued in relation to share options for an aggregate consideration
of £8m (2017 £1m) and 12 0 million {2017 33 O millon) ordinary shares of 5 pence each were issued in réfation to share bonus awards

The Group has implemented a share forfeiture programme following the completion of a tracing and notification exercise to any shareholders whao have

not had contact with the Company over the past 12 years in accordance with the provisions set out in the Company’s Articles of Association Under the share
forfelture programme the shares and dividends associated with shares of untraced members have been forfeited with the resulting proceeds transferred

to the Group to use for good causes in ine with the Group's corperate responsibility strategy During the financial year the Group receved £3m proceeds
from sale of untraced shares and £2m write-back of unclaimed dividends which are reflected in share premium and retained earnings respectively

As at 24 February 2018. the Directors were authorised to purchase up to @ maximum in aggregate of 817 5 miliion (2017 814 1mullion) ordinary shares

The holders of ordinary shares are entitled to receive dividends as declared from time te time and are entitled to one vote per share at general meetings
of the Cempany

On 5 March 2018. the Group completed a merger with the Booker Group A totai of 1.548 million new ordinary shares of the Company have been issued
as aresult of the transaction See Note 35 for further detalls
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 Groug and its joint ventures and asscoiates are disclosed below

Transactions

Joint ventures Associates
2018 2017 2018 2017
o £m £m £m Em
Sales to related parties i 474 418 - -
Purchases from related parties 396 418 18 16
Dividends received 15 17 n 1
Injection of equity funding 2 _ _ B

Sales to related parties consist of services/management fees and loan interest

Purchases from related parties include £275m (2017 £286m) of rentals payable to the Group’s joint ventures (including those joint ventures formed as part
of the sale and leaseback programme)

Transactions bétween the Group and the Group's pension plans are disclosed in Note 27

Balances
Joint ventures Associates
2018 2017 2018 2017
i £m £m £m £m
Amounts owed to related parties 20 17 - -
Amounts owed by related parties 27 6 - -
Loans to related parties (net of deferred profits) 138 137 - -
Loans from related parties (Note 21) 6 6 - =

* Loans to related barties of £138m {2017 £137rm) are presented net of deferred profits of £54m (2017 £54m) historically ansing from the sale of property assets to |ont ventures

Anumber 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 inte these financial statements pursuant to Regulation 7 of
the Regulations

126 Tesco PLC Annual Report and Financial Statements 2018



Financial statements

Note 29 Related party transactions continued

Transactions with key management personnel
Members of the Board of Directors and Executive Commuttee of Tesco PLC are deemed to be key management personnet

Key management personnel compensation for the financial year was as follows

2018 2007
. L ) £m £m

Salaries and short-term benefits 7 13
Pensions and cash in lieu of pensions 2 2
Share-based payments 19 7
Joining costs and loss of office costs 4 1
42 33

Attributable to i
The Board of Directors (including Non-executive Directors) 12 12
Executive Committee (members not on the Board of Directors) 30 21
42 33

0Of 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
personal loan balances _deposit accounts
Number of key Number of key
management management
persanngl £mr personnel £m
At 24 February 2018 7 1 5 -
At 75 February 2017 54 1 4 -
Note 30 Analysis of changes in net debt
Re-

classifications
Non-cash of movements

At Foreign Interest Other  movements in net debt of At
25 February Fair value exchange incame/ non-cash - Turkey  thedisposal 24 february
2017 Cash flow  mowvements  movements icharge)  movements disposal group 7018
£m £m £m £m £m £m £m £m £m

Total Group - ’
Bank and other borrowings mnz 3408 9t (49} (56} - 73 73 8.318)
Finance lease payables m4) 10 - (2} - 16} - - 122}
Net dervative financial iInstruments 893 (253] (195) - 20 - - - 465
Arlsing from financing activities {10,933) 3,165 (104) 5 (36 (16) 73 (73) (7,975}
Cash and cash equivalents 3821 212 - 15 - - - i 4,059
Short-term investments 2,727 (1697) - m - - - - 1029
Joint venture loans 137 - - - - 1 - - 138
Interest and other recewables 1 {27) - - 27 - - - 1
Interest payables (167) 351 - (3) {362) - 3 (3} (181)
Net derivative interest 28 23) - - 1 - - - 16
Net debt of the dispesal group (65) - - - - - - 65 -
Total Group [4,451) 1,981 104) (a0) {360) (15) 76 - (2,913)
Tesco Bank
Bank and other barrowings .440) 150) 6 - - - - - {1.584)
Net dervative financial (nstruments 105} - 63 - - - - - (42}
Arising from financing activities 1,545) 150} 69 - - - - - (1,626}
Cash and cash equivalents 789 515 - - - - - - 1304
Jont venture loans 34 - - - - - - - 34
Interest payables - 4 B - 14) - - - -
Tesco Bank (722) 369 69 - {4) - - - (288}
Retall
Bank and other borrowirigs (10 272) 3558 85 {49) (56) - 73 (73) 6.734)
Finance lease payables m4) 10 - {2 - (16) - - (122}
Net dervative financial instruments 998 (253} {258} - 20 - - - 507
Arising from financing activities 19,388) 3,315 173} (51} (36) el 73 (73) {6,349)
Cash and cash equivaients 3032 {303) - 15 - - - 1l 2 755
Short-term investments 2727 {1697 - 1 . - - - 1.029
Jomnt venture loans 103 - - - 1 - - 104
Interest and other recevables 1 (27 - - 27 - - 1
Interest payables {167} 347 - 3) (358) - 3 (31 1
Net derivative interest 28 23) - - il - - - 6
Net debt of the disposal group (65) - - - - 65 -
Net debt ] 3729 1612 {173) {40) {356) {15) 76 - "{2,625)

Net debt excludes the net debt of Tesco Bank but inciudes that of discontinued operations Balances and movements inrespect of the total Group and Tesco
Bank are presented to allow reconciliation between the Group balance sheet and the Group cash flow statement
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Note 30 Analysis of changes in net debt continued

Reconciliation of net cash flow to movement in Net debt

2018 2017
£m £m
@nb;ease/(decrease) in cash and cash equivalents ) ’ 212 881
Elrmination of Tesco Bank movernent in cash and cash equivalents (515} (235)
Retall cash movement in other Net debt items

Net increase/(decrease) in short-term investments 1,697) (736}
Net increase/(decrease} in joint venture loans - 4]
Net increasel/decrease in borrowings and lease financing 3.568 1.863
Net cash flows from dervative financial nstruments {253) (475)
Net interest paid on components of Net debt 297 477
Change in Net debt resulting from cash flow o 1,612 1,760
Retall net interest charge on components of Net debt (356} {472)
Retail far value and foreign exchange movements (213} m
Debt disposed on disposal of Turkish operations 76 -
Retail other non-cash movements (15) (18}
{Increase)/decrease in Net debt - ’ ' 1,104 1,381
Cpening Net debt o (3,729) (510}
Closing Net debt ] i (2,625) (3,729)

Note 31 Business combinations and disposals

Business combinations
The Group has paid a further £25m of deferred consideration in the financial year related to its obligations under the purchase agreement for the acquisition
of Seciomantic Labs from pricr years

On 26 October 2017, the Group obtained sole control of Tesco Mobile Ireland Limited (TMI) previously accounted for as a joint venture, through acquisiticn
of Three Ireland Limited's (Three) 50% interest in TMI The Group paid £2m to Three for ther 50% interest and recognised a gain of £3m The TMIacquisition
generated goodwill of £4m

Disposals
Cn 1 March 2017, the Group announced the completion of the disposal of its 95 5% controlling stake in the Kipa business in Turkey following the recept of all
local regulatory approvals See Note 7 for further details

Cn 30 June 2017, the Group disposed of its 8 B% shareholding in Lazada to Alibaba Group Holding Lirmited (Albaba) for net cash consideration of §264m
{£196m} The Group's nvestment in Lazada was recognised as an available-for-sale financial asset and classihed as Level 3 in the farr value hierarchy At the
time of the disposal the investment was revalued resulting in a gain of £70m recogmsed in the Group statement of comprehensive income/(loss) The
available-for-sale reserve, including £54m recorded prior to the current year, was reclassified to the Group income statement resulting in a pre-tax profit
on disposal of £124m The disposal was subject to capital gains tax of £25m which has been recognised as a reduction in the Group’s deferred tax asset
The transaction has been included within exceptional items, classified as ‘Investment disposal’ within administrative expenses See Note 4

On 4 December 2017, the Group disposed of the trade and assets of Its opticiens business to Vision Express (UK) Ltd for net cash consideration of £45m
resulting N a pre-tax profit of £38m ncluded within exceptional items, which was classfied as ‘Disposal of opticians business’ within administrative expenses
Included in the pre-tax profit 15 £3m contingent consideration See Note 4

Note 32 Commitments and contingencies

Capital commitments
At 24 February 2018 there were commitments for capital expenditure contracted for. but not incurred, of £118m {2017 ENGm) principally relating
to store development

Contingent llabilities

There are a number of contingent habilities that arse in the narmal course of business which if realised are not expected to result n a material hability to
the Group The Group recognises provisions for hlatilities when it 1s more likely than not that a settlement will be required and the value of such a payment
can be rehably estimated.

For details of assets held under inance leases. which are pledged as security for the finance lease liabilities, see Note 11

As previcusly reported law firms in the UK have announced the intention of forming clamant groups to commernce litigation against the Group for matters arising
out of or In connection with its overstatement of expected prohts in 2014, and purport to have secured third party funding for such litigation In this regard,
the Group has received two High Court claims against Tesco PLC The first was receved on 31 October 2016 from a group of 112 investors (now reduced to 78
investors) and the second was receved on 5 Daecember 2016 from an investment company and a trust company The ment likely cutcome and potential impact
on the Group of any such litigation 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 outcame or quantum of any such Itigation as at the date of this disclosure

Prior to the disposal of its Kerean operations (Homeplus). Tesco PLC provided guarantees in respect of 13 Homeplus lease agreements in Koreain the
event of termination of the relevant lease agreement by the landlord due to Homeplus® default Entities controlled by MBK and CPPIB, as the purchasers
of Homeplus. undertook to procure Tesco PLC's release from these guarantees following the disposal of Homeplus Eight currently remain outstanding
This liability decreases over time with all relevant leases expiring 1n the period between 2026 and 2033 Tesce PLC has the benefit of an indemrity from the
purchasers of Homeplus for any claims made under such guarantees The maximum potential liabiity under the lease guarantees is between KRW3B6bn
(£243m) and KRW5E17bn (£344m}

Tesco Stores Limited has received claims from current and former Tesco store colieagues alleging that therr work s of equal value to that of colleagues
working In 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 number of claims that may be received
and the mernit likely outcome and potential impact on the Group of any such [iigation 15 subject to a number of significant uncertainties and therefore the
Group cannot make any assessment of the likely outcome or quantum of any such litigation as at the date of this disclosure There are substantial factual and
legal defences to these claims and the Group intends to defend them
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Note 32 Commitments and contingencies continued

Subsidiary audit exemptions
The following UK subsidiary undertakings are exempt from the requirements of the Companies Act 2006 (Act) relating to the audit of individual accounts by
virtue of section 4794 of that Act

Company Company Company
Name number Name number Name number
Tesco international Internet 00041420 Spen Hill Management Limited 02460426 Tesco Agua (FinCol) Limited 05888959
Retalling Limited One Stop Convenience 02467178 Arrmitage Finance ULC 05966324
Dillons Newsagents Limited 00140824 Stores Limited Spen Hill Regeneration Limited 06418300
e Stop Communty 00198980 :::Z;Cfﬁérgrt;g:d g;g‘jiﬁgg Halesworth SPV Limited 06473506
Paper Chain (East Angha) Limited 00256555 {Russel Square) Limited Tesco PENL Limited 06479538
Culler's Stores Limited 00279206 Tesco (Overseas) Limited oiengeg  Cneshunt Fnance Unmited 06807552
Stewarts Supermarkets Limited 00299400  Tesco Mobile Communications Linited 04780729 12500 FRCLimited 08859202
Europa Foods Limited 00658774 Tesco Mobile Services Limited 04780734 Tesco Aqua (3LF) bimited 09947521
Verulam Properties Limited 00726573 Spen Hill Developments Limited 0482721 TescoRed (3LP) Limited 10127765
Gibbs News Limited 00744680  Tapesilver Limited 05205362  TheTescoAgua Limited Partnership  LPONSZ0
T&S Steres Limited 01228935 Launchgramn Limited 05260856 The Tesco Red Limited Partnershup LPONS22
Day and Nite Stores Limited 01746058 Buttoncable Limited 05294246 Faraday Properties Limited SCM9496
Adminstore Limited 0882853 Buttoncase Limited 05298861 WM Low Supermarkets Limited SCNg497

Tesco PLC will guarantee all outstanding habihies that these subsidiaries are subject to a5 at the financial year ended 24 February 2018 in accordance with
section 479C of the Act. as amended by the Companies and Limited Liability Partnerships (Accounts and Audit Exemptions and Change of Accounting
Framework) Regulations 2012

Tesco PLC has irrevocably guaranteed the habilities and commitments of the following Insh subsiiary undertakings which undertakings have been exempted
pursuant to Section 357 of the Comparmes Act 2014 of Ireland from the provisions of Section 347 & 348 of that Act Monread Developments Limited

Cdson Properties Lmited Edson Investments Limited, Cirrus Finance (2009 Limited Commercial Investments Limited Chirac Limited. Clondatkin Properties
Limited Tesco Ireland Pension Trustees Limited Orpingford. Tesco Trustee Company of Ireland Limited WSC Properties Limited Thundridge Pharaway
Properties Limited, R J D Holdings Nabola Development Limited, PEJ Property Investments Lirited Cirrus Finance Limited, Tesco Ireland Limited Wanze
Properuies (Dundalkl Limited Tesco Ireland Holdings Limited. Marine Coffee Company Nominees Limited Marine Caffee Company Holdings Limited. and
Tesco Mobile reland Lirmited

Tesco Bank

At 28 February 2018, Tesco Bank had contractual lending commitments totalling £12 4bn (2017 £12 1bn} The contractual amounts represent the amounts that
would be at risk should the avallable facilities be fully drawn upon and not the amourts at risk at the reporting date

Note 33 Tesco Bank capital resources

The following tables analyse the regulatory capital rescurces of Tesco Personat Finance PLC (TPF) being the regulated entity at the balance sheet date

2018 2017
. . £m £m
Common equity tier 1 capital:
Shareholders’ funds and non-controlling interests. net of tier 1Tregulatory adjustments 1,491 1381
Tier 2 capital:
Qualfying subordmated debt 235 235
Other interests 99 63
Total tier 2 regulatory adjustments s (34} (31
Total regulatory capital - T o 1,791 1,648

0On 27 June 2013, the final CRD 1V rules were published in the Official Journal of the European Union Following the publication of the CRD IV rules the
Prudential Regulation Authority {PRA} 1ssued a policy statement on 19 December 2013 detailing how the rules will be enacted within the UK with correspanding
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 of commaon equity tier 1capitai during the financial year is analysed &s follows

2018 2017

£m £m

At the beginning of the year o | _ 1,381 1,218
Share capital and share premium - -
Profit attributable to shareholders 130 183
Other reserves & 5
Ordinary dividends (50) (50)
Movement in material holdings 3 3
Increase in Intangible assets 29 64
Other -Ter 1 - o o 1
At the end of the year, excluding CRD IV adjustments o - 1,499 1,394
CRD IV adjustments - deferred tax (assets)/labiities related to intangible assets {8 13
At the end of the year, including CRD IV adjustments ’ 1,491 1,381

Itis the Group's policy to maintein a strong capital base, to expand it as appropriate and to utihse it efficiently throughout its activities to optimise the return
to shareholders while maintaining a prudent relationship between the capital base and the underlying risks of the business In carrying out this policy the
Group has regard to the supervisory requirements of the PRA
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Notes to the Group financial statements continued

Note 34 Lease commitments

Finance lease commitments - Group as lessee

The Group has finance |eases for various items of plant, equipment, fixtures and fittings There are aiso a small number of bulldings that are held under

finance leases The fair value of the Group's lease obligations approximate their carrying value.

Future minimum lease commitments under finance leases and hire purchase contracts, together with the present value of the net minimum lease
commitments, are as follows

Minimum |ease
commitments

2018 2017
_ £m £m
Within one year 20 19
Greater than one year but less than five years &7 57
After five years ! - 120 126
Total minimum lease commitments - 207 202
Less future finance charges (85) _88)
Present value of minimum lease commitments 122 14

Present value of net mimmum
fease commitments

2018 2017
. R £m £m
within one year ’ i ) 12 T
Greater than one year but iess than five years 40 30
After five years - } 70 73
Total minimum lease cqmmit[nems_ 122 14
Analysed-as
Current 12 1
Non-current - B . no 103
) 122 14
Operating loase commitments - Group as lessee
Future minimum lease commitments under non-cancellable operating leases are as follows
2018 2017
B _ ~ _ £m £m
Within one year 1.077 1199
Greater than one year but less than five years 3,552 3767
After five years . 6,788 7395
Total minimum lease commitments - 0,417 12,361
Future minimurn lease comrmitments under non-cancellable operating leases after five years are analysed further as follows
2018 2017
£m im
Greater than five years but less than ten years 3,038 381
Greater than ten years but less than fifteen years 2.008 2,225
After fifteen years 1,745 2008
Total minimum lease commitments ~ after five years 6,788 7,395

The Group has used operating lease commitments discounted at 7% (2017 7%) of £6 831m (2017 £7 440m}in its calculation of total Indebtedness The

discounted operating lease commitment included in total ndebtedness 1s not an appropriate proxy for the expected impact of recognising alease lability

under IFRS 16 'Leases’ 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, amongst other differences

Operating lease commitments represent rentals payable by the Group for certain of its retan. distribution and office properties and other assets such as
motor vehicles The leases have varying terms. purchase options escalation clauses and renewal rights Purchase options and renewal rights where they
occur, are at market value. Escalation clauses are in line with market practices and incluge inflation inked, fixed rates, resets to market rents and hybrids

of these
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Financiat statements

Note 34 Lease commitments continued

Operating lease commitments - Group as iessee continued

The Group has lease-break options on certain sale and leaseback transactions These options are exercisable if the Group exercises an existing option to buy
back, at rarket value and at a specified date. either the leased asset or the equity of the other joint venture partner No commitment has been included in
respect of the buy-back option as the option s at the Group's discretion The Group Is not abliged to pay lease rentals after that date therefore mimmum
lease commitments exclude those falling after the buy-back date The current market value of these properties 1s £2 8bin (2017 £2 9bn} and the total
undiscounted lease rentals if they were to be incurred following the option exercise date. would be £2 6bn (2017 £2 6bn) using current rent values,

as shown befow

The additional lease rentals, if incurred following the option exercise date would be as follows

2018 2017

£m £m

Within one year - a 2 23
Greater than one year but less than five years 265 170
Greater than five years but less than ten years 738 709
Greater than ten years but less than Hfteen years 659 670
After hfteen years _ - _ 935 101
Total undiscounted contingent additional lease rentals - _ 2,599 2,59
Total discounted contingent additional lease rentals at 7% - 1,159 1107

The lease break options are exercisable between 2018 and 2023

Operating lease commitments with joint ventures and associates

In prior years the Group entered into several joint ventures and associates, and sold and leased back properties to and from these joint ventures and
associates The terms of these sale and ieasebacks varied However, common factors included the sale of the properties to the joint venture or associate
at market value options within the lease for the Group to repurchase the properties at market value market rent reviews and 20 to 30 full-year lease terms
The Group reviews the substance as well as the form of the arrangements when determining the classification of leases as operating or iinance All of the
leases under these arrangements are operating leases

Cperating lease receivables - Group as lessor
The Group both rents out its properties and also sublets various leased buldings under cperating leases At the balance sheet date the following future
minimum lease amounts are contractually receivable from tenants

208 2017

£m £m

V\ﬁthm one year . - 202 194

Greater than one year but less than five years 291 298
After five years _ 7 222 229

Total minimum lease receivables ) ’ 75 T2

Note 35 Events after the reporting period

Booker Group PLC

On 27 January 2017 the Group announced that it had reached an agreement on the terms of a recommended share and cash merger with Booker Group PLC
the UK's leading food wholesaler. subject to shareholder and regulatory approvals Following an in-depth ‘Phase 2" investigation by the Competition and
Markets Authority (CMA} regutatory approval was granted on 20 December 2017 Shareholder approval was obtained on 28 February 2018 and the transactien
completed on 5 March 2018 The transaction will be treated as an acquisition with the merger meeting the definition of a business combination per IFRS 3

The merger 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 faster
growing out of home food consumption market The Directors expect the merger to deliver financial synergies of at least £200m per annum by the end of
the third year following completion

The consideration of £3.893m was satished by cash of £766m and shares of £3127m with Booker Group PLC shareholders recerving O 861 Tesco PLC

ordinary shares and 42 6 pence in cash per Booker Group PLC share held A total of 1.548 million new ordinary shares of the Company have been issued as a
result of the transaction with the new shares carrying equal voting and distnbution rights as the existing ordinary shares The fair value of the shares Is based
on the published share price on 2 March 2018 of 202 0 pence

Given the proximity of the transaction to the announcement of the Group’s financial staterments. a full purchase price allocation exercise has not yet been
completed and the valuation of the assets acquired is subject to amendment on finalisation of the fair value exercise Acquired net assets have a provisional
value of £5643m pnior to fair value adjustments This reflects the net assets of Booker Group PLC as at 8 September 2017, as disclosed in their most recent
published financial Information The remaining £3 350m will be allocated between intangible assets including goodwill, software and other intangible assets
with the majority expected to be allocated to goodwill representing the synergies expected from the merger None of the goodwill s expected to be
deductible for tax purposes
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Tesco PLC - Parent Company balance sheet

24 February

25 February

2008 2017
o Notes £m _ Em
ﬁon—current assets T
Investments [4] 13.093 13.082
Recewvables 7 20 8
Derwative financial instruments 12 952 1274
14,065 14,374
Current assats
Derwative financial instruments 2 - 158
Recevables 7 6,625 7.489
Short-term investments 8 369 1398
Cash and cash equivalents 9 793 790
7,787 9,812
Current liabilities
Barrowings il (693} 840!
Payables 1Q (4,767) (4,978)
(5,460) (5,818)
Net current assets 2,327 3,994
Non-current liabllities
Borrowings 1 (3.632) 15.440)
Derivative inancial instruments 12 {488} 4661
(4,120} (5,906}
Net assets 12,272 12,462
Equity
Share capital 15 410 408
Share premium 5107 5.098
All other reserves 62 162
Retained earnings (including profit/iossi for the financial year of £{136im (2017 £(247)mi) 6.693 6 795
Total equity 12,272 12,462

The notes on pages 134 to 139 form part of these financial statements

\\\ ) .
i o \q._dh f \f'\\ ‘I=_

Dave Lewls Alan Stewart

Directors

The Parent Company financial statements on pages 132 to 139 were authonised for 1ssue by the Directors on 10 April 2018 and are subject to the approval

of the sharehoiders at the AGM on 15 June 2018

Tesco PLC
Registered number 00445730
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Financial statements

. Tesco PLC - Parent Company statement of changes in equity

All other reserves

Capital
Share Share  redempucn Hedging Treasury Retained Total
capital premium reserves reserves shares earnings equity
£m £m £m £m £ £m Erm
At 25 February 2017 409 5,096 1% 168 (22) 6,795 12,462
Loss for the year - - - - - (136) (136)
Other comprehensive income/{loss)
Net far value gains/(losses) on cash flow hedges - - - (5} - - {5)
Reclassified and reported i the Company iIncome statement - - - (127) - - (127)
Tax retating to components of other comprehensive Income - - - 26 - - 26
Total other comprehensive income/(loss) T - - - {106) - - {106)
Total comprehensive income/(loss) - - - {106) - {136) (242}
Transactions with owners T
Purchase of treasury shares - - - - n4) - {14)
Share-based payments - - - - 20 14 134
Issue of shares 1 il - - - - 12
Dwidends B - - - - - (80) (80)
Total transactions with owners 1 n - - 6 34 52
At 24 February 2018 - 410 5,107 16 62 (16} 6,693 12,272
All other reserves
Capital o
Share Share redemption Hedging Treasury Retained Total
capital premium reserves reserves shares 2arnings equity
o £m £m ‘_‘md_ £m £m ErL . £m
At 27 February 2016 o a07 5,095 16 178 (7 6,993 12,682
Loss for the year - - - - - {(247) (247}
Other comprehensive incorne/(loss)
Net fair value gains/(losses) on cash flow hedges - - - 166 - - 166
Reclassified and reported in the Company income statement - - - (162) - - (162}
Tax relating to components of ather comprehensive income - - - 04) - -
Total other comprehensive income/(loss) - - - ) - - (o}
Total comprehensive income/(loss} - - - - . _(10] - (247 (257}
Transactions with owners .
Purchase of treasury shares - - - - 124} - {24)
Share-based payments - - - - el 43 58
Issue of shares 2 1 - - - - 3
Dwidends - - - - - - -
Total transactions with owners ’ 2 1 | - - N 49 37
At 25 February 2017 B 409 5,096 16 188 (22} 6.795 12,462

The notes on pages 134 10 139 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

24 February 2018 were approved by the Board of Directors on 10 Apnl 2018
and the Company balance sheet was signed on the Board's behalf by
Dave Lewis and Afan Stewart

These financial staternents were prepared in accerdance with Financial
Reporting Standard 101, ‘Reduced Disclosure Framework’ (FRS 101}

The Company meets the defimtion ¢f a guahfying entity under FRS 100
‘Application of Financial Reporting Requirements’ as issued by the Financial
Reporting Council

The Company's financial statements are presented in Pounds Sterling
its functional currency. generalfly rounded to the nearest million

The principal accounting pohicies adopted by the Company are set out in

Note 2 The financial statements have been prepared under the histonical
cost convention except for certain financial instruments and share-based
payments that have heen measured at fair value

Note 2 Accounting policies

Basis of preparation of financial statements
The Parent Company financial statements have been prepared in
accardance with FRS 101 and the Compames Act 2006 (the Act)

FRS 101 sets out a reduced disclosure framework for a "qualifying entity’
as defined In the standard which addresses the financial reporting
requirements and disclosure exemptions in the individual financial
statements of qualifying entities that otharwise apply the recognition
measurement and disclosure requirements of EU-adopted IFRS

The financial year represents the 52 weeks to 24 February 2018
{pricr hnancial year 52 weeks to 25 February 2017)

As permitted by FRS 101, the Company has taken advantage of the
disclosure exemptions avallable under that standard in relation to business
combinations financial iInstruments capital management presentation

of comparative mformation 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 going concern
basts as set out In Note 1 of the consolidated financial 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 inccme
statement or a staterment of comprehensive income for the Company alone

A summary of the Company’s signihcant accounting policies is set out below

Short-term investments

Short-term investments are recognised initialiy at fair value, and
subsequently at amortised cost Aif income from these investments is
included in the Income statement as interest receivable and similar income

Investments in subsidiaries and joint ventures
Investments in subsidiaries and joint ventures are stated at cost less,
where appropnate, provisions for impairment

foreign currencies

Transactions in foreign currencies are translated to the functional currency
at the exchange rate on the date of the transaction At each balance sheet
date, monetary assets and habilities that are dencminated in foreign currencies

are retransiated to the functional currency at the rates prevaiing on the balance

sheet date

Share-based payments

The fair value of employee share option plans is calculated at the grant date
using the Black-Scholes or Monte Carlo model The resulting cost is charged
to the income statement over the vesting period The value of the charge

15 adiusted to reflect expected and actual levels of vesting Where the
Campany awards shares or eptions to employees of subsidiary entiues

this s treated as a capital contribution

134 Tesce PLC Annual Report and Financial Statements 2018

Financial instruments

Financial assets and financial habihties are recogmsed in the Company
balance sheet when the Company becomes party to the contractual
provisions of the instrument

Receivables

Recevables are recognised Intially at fair value and subsequently at
amortised cost using the effective interest rate method. less provision
for impairment

Financial liabilities and equity instruments

Financial iabilities ang equity instruments are classified according to the
substance of the contractual arrangements enterad into An equity instrument
15 any contract that gives a residual interest in the assets of the Company
after deducting all of its habiities Equity instruments 1ssued by the Company
are recorded as the proceeds received. net of direct 1ssue costs

Interest-bearing borrewings

Interest-bearing bank loans and overdrafts are initially recognised at fair
value net of attrivutabie transaction costs Subsequent ta mitial recognition,
Interest-bearing borrowings are stated at amortised cost with any differences
between proceeds and redemptian value being recogrised n the Company
Income statement over the period of the borrowings on an eftective
nterest basis

Payables
Payables are recogmsed initially at far value and subseguently at amortised
cost using the effective interest rate method

Derivative financial instruments and hedge accounting

The Company uses denvative financial instruments to hedge its exposure to
foreign exchange and interest rate risks arising from operating financing and
mvestng activities The Company does not hold or issue derivative financia)
instruments for trading purposes however If derivatives do not qualify for
hedge accounting they are accounted for as such

Derwative financial nstruments are recognised and stated at tair value
Where dervatives do not qualfy for hedge sccounting. any gains or losses
on remeasurement are immediately recoghised in the Company income
statement Where derivatives qualfy for hedpe accounting, recogrition of
any resultant gain or loss depends on the nature of the hedge relationship
and the item being hedged In order to qualify for hedge accounting, the
Company 1s required to document from inception, the relationship betwaen
the item being hedged and the hedging instrument

The Company 1s also reguired Lo document and demonstrate an assessment
of the relationship between the hedged item and the hedging instrument
which shows that the hedge will ke highly effective on an ongoing basis This
effectiveness testing 1s performed at each reporting date 16 ensure that the
hedge remains hughly effective

Dervative financial instruments with maturity dates of more than one year
from the balance sheet date are disclosed as nan-current

Fair value hedging

Derwative financial Instruments are classified as fair value hedges when they
hedge the Company's exposure to changes in the fair value of a recognised
asset or labiity Changes in the fair value of derivatives that are designated
and qualify as far value hedges are recorded in the Company income
statement, together with any changes in the fair value of the hedged item
that 1s attnibutable to the hedged risk

Cash flow hedging

Derwvative financial instruments are classified as cash flow hedges when they
hedge the Company's exposure to varability in cash flows that are either
attributable to g particular risk assocrated with a recogrnised asset or hiability.
or a highly probable forecasted transaction The effective element of any
gatn or loss from remmieasuring the dervative instrument s recogrised
directly In the Company statement of comprehensive income

The associated cumulative gain or loss 15 reclassified from other
comprehensive Income and recognised in the Company income statement

In the same period or penods during which the hedged transaction affects
the Company Income statement The classification of the effective portion
when recognised in the Company Income statement 1s the same as the
classification of the hedged transaction Any element of the remeasurement
critena of the derivative instrument which does not meet the criteria for an
effective hedge 1s recogmised immediately in the Company income statement
within finance income or costs



Note 2 Accounting policies continued

Cash flow hedging continued

Hedge accounting is discontinued when the hedging instrument expires

or 1s sold, terminated or exercised, or if a voluntary de-designation takes
place or no longer qualifies for hedge accounting At that point in time, any
cumulative gain or lass an the hedging nstrument recognmsed in equity Is
retained in the Company staterment of changes in equity until the forecasted
transaction occurs or the original hedged item affects the Company income
statement If a forecast hedged transaction is no langer expected to occur,
the net cumulative gain or loss recognised in the Company statement of
changes in equity s reclassified to the Company income statement

Pensions

The Company participates in defned benefit pension schemes There are
no formal pohicies or contractual agreements for recharging within the
Group and the Company cannot identify its share of the underlying assets
and habilities of the schemes Accordingly. as permitted by IAS19 "Employee
Benefits” the Company has accounted for the schemes as defined contnibution
schemes and the charge for the financial year 1s based upon the cash
contributions payable

The Company also participates in a defined contribution scheme open ta
all UK employees Payments to this scheme are recognised as an expense
as they fall due

Taxation
The tax expense included in the Company income statement consists
of current and deferred tax

Current tax i1s the expected tax payable on the taxable income for the
financial year using tax rates enacted or substantively enacted by the
balance sheet date Tax expense 1s recognised in the Company income
statement except to the extent that it relates to items recogrnised In the
Company statement of comprehensive ncome or directly in the Company
statement of changes in equity 1In which case it 1s recogrised in the Company
statement of comprehensive income or directly in the Company statement
of changes in equity, respectively

Deferred tax s provided using the balance sheet akility method providing for
temporary differences between the carrying amounts of assets and latihities
for financial reporting purposes and the amounts used for taxation purposes

Deferred tax s calculated at the tax rates that are expected to apply nthe
cenod when the lability 1S settled or the asset realised based on the tax
rates that have been enacted or substantively enacted by the balance sheet
date Deferredtax s charged or credited in the Company income statement,
except when it relates to items charged or credited directly to equity or other
comprehensive Income, In which case the deferred tax is also recognised in
equity or other comprehensive income, respectively

Deferred tax assets are recognised to the extent that it s probable that
taxable profits will be avallable against which deductible temporary
differences can be utilised

The carrying 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 habilities are offset against each other when there
15 a legally enforceable night to set off current taxation assets against current
taxation labilities and it 1s the intention to settle these on a net basis

Judgements and sources of estimation uncertainty

The preparation of the Company financial statements requires management
to make judgements estimates and assumptions in applying the Company’s
accounting policies to determine the reported amounts of assets liabilities
Income and expenses The estimates and associated assumptions are based
on historical experience 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
orgoing basis with revisions to accounting estimates applied prospectively

The preparation of the Company financial statements for the financial
year did not require the exercise of any crntical accounting judgements or
significant estimates The rnisk of matenal adjustment in the next inancial
year relating to imparment of investments previcusly disclosed as a key
source of estimation uncertainty 1s no longer viewed as significant

Standards issued but not yet effective

At the date of authorsation of these financial statements the Company has
not applied the following standards that have been issued but are not yet
effective. The Company has not adopted any new or amended standards early

IFRS 9 'Financial Instruments’

IFRS 9 ‘Financial Instruments’ replaces IAS 39 ‘Financial Instruments-
Recogmtion and Measurement’ with the exception of macro hedge
accounting The standard 1s effective for accounting periods beginning
on or after 1 January 2018

The Company expects the following changes arising from IFRS 9-

- Classifcation and measurement Ali financial instruments classihied as loans
and receivables under IAS 39 will be classified and measured at amortised
cost under IFRS 9

- Impairment The new impairment requirements of IFRS 9 require expected

credit losses to be applied to amounts owed by related undertakings and

by joint ventures and associates The Company's assessment of the impact

of impairment 1s still ongoing

Hedge accounting All existing hedge relationships for the company will

transitron to IFRS 9 on adoption

IFRS 15 ‘Revenues from Contracts with Customers’
This standard 1s not expected to have a material impact on the Company

IFRS 16 ‘Leases’
This standard 1s not expected to have a material impact on the Company

Other standards and amendments
Refer to Note 1to the Group nancial statements

Note 3 Auditor remuneration

Fees payable to the Company's auditor for the audit af the Company and
Group financial statements are disclosed in Note 3 te the Group iinancial
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

2018 2017
- i _ Notes £m £m

Wages and salarnes 14 15
Social security costs 2 2
Pension costs 14 3
Share-based payment expense 7 3]

- 27 26
The amounts above include recharges from other Group companies for Tesco PLC related activities
The average number of employees (all Directers of the Company) during the financial year was 1112017 1)
The Schedule 5 requirements of §1 2008/410 for Directors’ remuneration are included within the Directors' remuneration réport on pages 45to 64
Note 6 Investments

Shares Shares
n Group In jant
undertakings ventures Total
o £m im _{1

Cost T o
At 25 Fabruary 2017 16,426 9 16,435
Additions 222 - 222
Disposals o o [ . {25)
At 24 February 2018 T - T 16,632 - 16632
Impairment T - - _
At 25 February 2017 13,353) - (3,353)
Charge for the year . e e - 186}
At24Febrvary20® - (.539) - (3539
Net carrying value
At 24 February 2018 13,093 - 13,693
At 25 February 2017 13073 9 13 082

During the financial year the Company restructured its investments in vanous dormant subsidiaries As part of this exercise, £167m of amounts owed to
various Group undertakings were waived, £14m of dividends were received and the related investments balances were impaired by £152m resulting in a net
£29m income

The list of the Company’s subsidiary undertakings and joint ventures is shown on pages 140 to 145

Note 7 Receivables

2018 2017

£m £m

Amounts owed by Group undertakings” 6,598 7.428

Amounts owed by joint ventures and associates 20 18
Other recevables 27 4

T - 6,645 7,487

Of which- i

Current £6.625 7469
Non-current ) o o N 20 8

i T 6,645 7,487

* Amounts owed by Group undertakings are either interest-bearing or non inter sst-bearing depending on the type and duration of the recevable refationstig, with nterest rates ranging
from 0% to 3%, with maturiues up to and Including March 2025

Note 8 Short-term investments

208 2007
- o _ £m £m
Money market funds 362 1,398

Note 9 Cash and cash equivalents

Included in cash and cash equivalents of £793m (2017 £790m) is an amount of £777m {2017 £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 available to the Group
The merger was completed on 5 March 2018 with £766m being paid on completion Refer to Note 35 to the Group financial statements for further details on
the Booker merger
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Note 10 Payables

z018 2017
Em___fm

Amounts owed to Group undertakings® 4,707 4.889
Other payables 43 50
Taxation and social security 3 1
Accruals and deferred income 6 6
Ceferrad tax liabiity™ 8 32
4,767 4,978

 Amounts owed to Group undertakings are either interest-bearing or non interest-beanng depending on the type and duration of the creditor relationship with interest rates ranging

from 0% to 3% with maturities up to and including February 2051
& The geferred tax asset/(hability) recognised by the Company and the movements thereon during the hinancial year are as foltows

Other
Financial timing
instruments differences Total
o - £m £m Em_
At 28 February 2017 (38) 6 (32)
Charge to the income statement for pricr years - (2 2
Movement in other comprehensive income for the year 26 - 26
At 24 February 2018 (12) 4 8)

During the financial year, the Company restructured its investments in various dormant subsidiaries. As part of this exercise, £16/m of amounts owed to
various Group undertakings were waved £14m of dividends were recewved and the related investments balances were impaired by £152m resulting in a net

£29mincome

Note 11 Borrowings

Current

2018 2017
o F‘ar__va{ue Maturity £m £m
Bank loans and overdrafts _ ' - - 26 131
5 5% USD Bond $850m Nov 2017 - 709
3 375% MTN €750m Nov 2018 667 -
693 B840

Non-current
2018 2017
Far value Maturity £m £m
3 375% MTN - €750m  Nov 2018 - 541
5 5% MTN £181m Dec 2019 183 353
6125% MTN £900m Feb 2022 952 896
5% MTN'! £238m Mar 2023 254 41
3 322% LPIMTN® £335m Nov 2025 338 326
6% MTN'3 £169m Dec 2029 198 253
5 5% MTN® £176m Jan 2033 221 2585
1982% RPI MTN«! £277m Mar 2036 279 270
6 15% USD Bond'™ $850m Nov 2037 616 1063
4 875% MTN® E102m Mar 2042 03 175
5125% MTN®! £356m Apr 2047 323 522
5 2% MTN® £168m  Mar 2057 165 275
T T - 3,632 5,440

4 During the financial year the Group undertoak a tender for outstanding bonds and as a result the following notional amounts were repaid early 5 5% MTN Dec 2019 £169m
5% MTN Mar 2023 £151m 6% MTN Dec 2029 £41m 5 5% MTN Jan 2033 £24m 6 15% USD Bond Nov 2037 $300m 4 875% MTN Mar 2042 £7Im 5 125% MTN Apr 2047 €244m and § 2%

MTN Mar 2067 £111m

' The 3 322% Limited Price Inflation (LP)) MTN is redeemable at par indexed for increases in the RPIover the Iife of the MTN The maxmum indexation of the principal in any one year 1s

5% with a nurimurm of 0%
Y The 1982% RPIMTN 15 redeemable at par indexed for increases in the RP| over the hife of the MTN

Note 12 Derivative financial instruments

The fair value of derivative financial instruments has been disclosed in the Company balance sheet as

2018 2m7
Asset Liability Asset Liability
S o _E'rrnﬂﬁ_ﬁ £m £m £m
Current - - - 155 -
Non-current B o 952 {488) 1.274 (466)
) 952 {488) 1,429 (466)
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Notes to the Parent Company financial statements continued

Note 12 Derivative financial instruments continued

2018 2017
Asset Liabihity Asset Liability
Fair value Notional Farr value Notional Farr value Notional Fair value Notlonal_

£m Em £m £m £m £m £m £m
Fair value hedges
Interest rate swaps and similar instruments 12 65 - - 16 65 - -
Cross-currency swaps 128 401 (52) 207 386 791 (26) 408
Cash flow hedges
Crass-currency swaps 129 33 - - 296 Q07 - -
Index-linked swaps 140 612 - - 162 591 - -
Derivatives not in a formal hedge relationship
Index-linked swaps 543 3.339 {436) 3,339 569 3.339 {440) 3339
Total 952 4,730 (488) 3,546 1,429 5,693 (466) 3,747

Note 13 Share-based payments

The Company's equity-settled share-based payment schemes comprise various share schemes designed 10 reward Executive Directors
For further information on these schemes including the valuation models and assumptions used. see Note 26 to the Group financial statements

Share option schemes
The number of opticns and weighted average exercise price (WAEP) of share eption schemes relating to the Company employees are

For the 52 weeks ended 24 February 2018

Savings-related Nil cost
Share Optioh Scheme share optians

Options WAEP Options WAEP
Outstanding at 25 February 2017 23,840 151.00 10,648,558 -
Granted - - 4,031,340 -
Forfeited - - {308,543} -
Exercised o . - - - -
Outstanding at 24 February 2018 23,840 151.00 14,271,355 -
Exercise price range (pence) 151.00 -
Weighted average remaining contractual life (years) 144 800
Exercisable at 24 February 2018 - - 2,989,805 -
Exercise price range (pence) - -
Weighted average remalming contractual Iife years) - 706
For the 52 weeks ended 25 February 2017

Savings-related Nil cost
Share Option Scheme . share options o

Options WAEP Options WAEP
QCutstanding at 27 February 2016 23,840 151.00 5,079,088 -
Granted - - 5511106 -
Forfeited - - - -
Exercised - - (41,636) -
Qutstanding at 25 February 2017 23,840 151.00 16,548,558 -
Exercise price range (pencel 1510C -
Weighted average remaining contractual Iife {years) 243 8 50
Exercisable at 25 February 2017 - - 2,250,252 -
Exercise price range {pence) - -
Weighted average remairing contractual hfe (years) - 768
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Note 14 Pensions

The tatal cost of participation in the Tesco Retirement Savings Plan (a defined contribution scheme) to the Company was £4 4m (2017 £2 9m}
Further disclosure refating to all schemes can be found in Nate 27 to the Group financial statements

Note 15 Called up share capital

2018 2017
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 8,174,932,553 409 8,141,083,114 407
Share options exercised 5,184,066 - 849 439 -
Share bonus awards 1ssued 12.000.000 1 33.000.000 2
At the end of the year 8,192,116,619 410 B8,174,932,553 409
During the financial year 5 Z million {2017 0 8 million) ordinary shares of 5p each were 1ssued In relation to share cptions for an aggregate consideration
of £8m (2017 £1m) and 12 0 millien (2017 33 O milion} ordinary shares of 5p each were 1ssued in relation to share bonus awards
The Groun has implemented a share forfeiture programme following the completion of a tracing and notification exercise to any shareholders who have
not had contact with the Company over the past 12 years 1n accordance with the provisions set olit in the Company's Articles Under the share forfeiture
programme the shares and dividends assoclated with shares of untraced members have been forfeited, with the resulting proceeds transferred to the Group
to use for good causes in line with the Group's corporate responsibility strategy Duning the financial year, the Group received £3m proceeds from sale of
untraced shares and £2m write-back of unclamed dividends which are reflected in share premium and retained earnings respectively
As at 24 February 2018 the Directors were authorised to purchase up to a maximum in aggregate of 817 5 milhon (2017 814 1 milion) ordinary shares
The holders of ordinary shares are entitled to recewve dividends as declared from time to ime and are entitled to one vote per share at general meetings
of the Cormpany
On 6 March 2018 the Group campleted a merger with Booker Group PLC A total of 1 548 million new ordinary shares of the Company have been 1ssued
as a result of the transaction Refer to Note 35 to the Group financial statements for further details
Note 16 Contingent liabilities
In addition to the contingent labiities shown in Note 32 to the Group financial statements, the Company has entered into iinancial guarantee contracts
to guarantee the indebtedness of Group undertakings amounting to £2 201m {2017 £2.534m) It has also guaranteed derivative agreements of Group
undertakings with a gross hability of £217m (2017 £180m) at the balance sheet date These guarantees are treated as contingent liabilities until 1t becomes
probable they will be called upon
In addition the Company has guaranteed the rental payments of certain Group undertakings relating to a portfolio of retail stores. distribution centres
and mixed use retail developments
The liketthocd of the above items being called upon 1s considered remote
Note 17 Events after the reporting period
On 5 March 2018, the Group completed a merger with Booker Group PLC Refer to Note 35 to the Group financial statements for further details
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Related undertakings of the Tesco Group

in accordance with Section 409 of the Companies Act 2006 and Schedule 4 of The Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 a full ist of related undertakings registered office address and the percentage of share class owned as at 24 February 2018 are disclosed
below Changes to the list of related undertakings since the year-end date are detaled in the footnotes below All undertakings are indirectly owned by

Tesco PLC unless otherwise stated

Subsidiary undertakings incorporated in the United Kingdom

Registered % held
Name of undertaking address Class of share held by Group
Acklam Maragement 1 Limited by Guarantee -
Company Limited
Adminstore Limited 1 £0.01 4 Ordinary 100
£0 01B Ordinary 100
£0 01 C Ordinary 100
Adsega Limited? 1 £1 00 Ordinary 100
Alfred Preedy & Sons Limited 2 £1 00 Deferred 100
£100 Crdinary 100
Armitage Finance Unlimited 1 £0 90 Ordinary 100
Bath Upper Bnistol Road 1 Limited by Guarantee -
Management Company Limited
Berry Lane Management 1 Limitad by Guarantee -
Company Limited
BF Limiteg® 38 £100 Crdinary 100
Bishop's Group Limited® 38 £0 01 Ordinary 100
Bocker Cash & Carry Limited™ 38 £1 00 Ordinary 100
Booker Direct Limited" 38 £0 C1Ordinary 100
Bookear EBT Limited" 38 £100 Qrdinary 100
Booker Group plc® 38 £0 01 Ordinary 100
Booker Limited” 38 £100 Ordinary 100
Booker Retail Partners 38 £1 00 Ordinary 100
(GBI Limited®
Booker Retail Limited? 38 £0 10 Ordinary 100
Booker Wholesale 38 £0 01 Ordinary 100
Holdings Limited®”
Broughtan Retall 1 £1 00 Qrdinary 100
Nominee T Limited
Broughton Retail 1 £100 Crdinary 100
Nominee 2 Limited
Broughton Retanl 1 £100 Ordinary 100
Nominee 3 Limited
Broughton Retall 1 £1 00 Ordinary 100
Nominee 4 Limited
BudgenHoldings Limiteg" 38 £1 00 Ordinary 100
Budgens Pension Trustees 38 £100 Ordinary 100
No 2 Limited"
Budgens Property 38 £1 00 Ordinary 100
Investments Limited"
Budgens Stores Limited® 38 £100 Ordinary 100
Buttoncable Limited 1 £1 00 Ordnary 100
Buttoncase Limitedt 1 £1 00 Cumulative 100
Redeemable
Preference
£1 00 Ordinary 100
Canterbury Road 1 Limited by Guarantee -
Management Limited
Cardiff Cathays Terrace 1 Limited by Guarantee -
Management Company Limited
Cheshunt Finance Unimited 1 £0 01053258724 100
Ordinary
Comar Limited? 1 £1 00 Ordinary 100
Cullen’s Heldings Limited 1 £010 Qrdinary 100
Cullen’s Stores Limited 1 £100 Crdinary 100
Day and Nite Stores Limited 2 £1 00 Cumulative 100
Convertible
Participating Preferred
Ordinary
£1 00 Cumulative 100
Redeemable
Preference
£100 Ordinary 100
Dillons Newsagents Limited 2 £0 25 Non-voting 100
Ordinary
dunnhumby Helding Limited 5 £100 Ordinary 100
dunnhumby Internaticnal 5 £100 Ordinary 100

Lirmited
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Registered % held
Name of undertaking address  Class of share held by Group
dunnhumby Limited 5 £3 59 Ordinary 100
dunnhumby Overseas Limited 5 £100 Crdinary 100
dunnhumby Trustees Limited 5 £100 Orginary 100
Europa Foods Limited 1 £100 Ordmary 100
Faraday Properties Limited 6 £100 Crdinary 100
Giant Bidco Limited® 38 £100 Crdinary 100
Giant Booker Limited® 38 £0 25 Ordinary 100
Giant Midco Limited® 38 £100 Ordinary 100
Gibbs News Limited 2 £100 Ordinary 100
Halesworth SPV Limited 1 £100 Crdinary 100
Harts the Grocers 1 £1Q0 Crdinary 100
{Russell Square) Limited
Highams Green Management 1 Lumited by Guarantee -
Company Limited
IRTH (15) Limited" 38 £100 Crdinary 100
IRTH (19} Limited" 38 $100 Ordinary 100
J E Coten & Company Limited 1 £1 00 Orainary QG
KSS Retall Limited 5 £0 001 Qrdinary 10G
Launchgran Limited! 1 £100 Ordinary 100
Linebush Il| Limited 2 £100 Crdinary A 100
£100 Crdinary B 100
Linebush IV Limited 2 £0 01 Ordinary A 100
£120 Ordinary B 100
£0 1 Ordinary C 100
Linebush Limited 2 £0 Q1A Ordinary 100
E100 B Ordinary 00
£001C Ordinary 100
Linebush V Limited 2z £120 Ordinary A 100
£1 20 Ordinary B 100
Linnco Limited® 38 £100 Crdinary 100
Londis (Holdings) Limited" 38 £50 00 Ordinary 100
Londis Pensicn 38 £100 Ordinary 100
Trustees Lirmited"
London and Home Colinties i £100 Ordinary A 100
Superstores Limited £1.00 Ordinary B 100
£100 Redeemable 100
Cumulatve Preference
M & W Limited 2 £010 Ordinary 100
Makro Holding Limiteg® 38 £1 00 Ordinary 100
Makro Properties Limiteg™ 38 £100 Crdinary 100
Makro Self Service 38 £100 Crdinary A 100
wholesalers Limited"” £100 Ordinary B 100
Milts (East Midlands) Limited 2 £100 Crdinary 100
Mills Group Limited 2 £100 Ordinary 100
Morgam News Limited 2 £100 Crdirary 100
Matorcause Limited 3 £100 Ordinary 100
Murdoch Norton Limited” 38 £0 05 Ordinary 100
NutriCentre Limited 1 £010 Ordinary 100
Oakwaad Distribution Lirmited ! £100 Crdwnary 100
Cne Stop Community 2 £100 Qrdinary 100
Stores Limited
COne Step Convenience 2 £100 Ordinary 100
Stores Limited
Qne Stop Stores Limitedte 2 £100 Ordinary 100
One Stop Stores Trustee 2 £100 Crdinary 100
Services Limited
Orpington {Station Road) Limited 1 £100 Qrdinary 100
Oxford Fox and Hounds 1 Limited by Guarantee -
Management Company Limited
Paper Chain 2 £100 Deferred 100
(East Angha] Limited US$0 GO1 Ordinary 100
PTLL Limited 1 £100 Ordinary 100
Ritter-Courvaud Limited! 38 £010 Ordinary 100
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Registered % held Registered % held
Name of undertaking address Class of share held by Group ‘I\i_a“m‘e of undertaking address  Class of share held by Group
Seacroft Green 1 £10C Crdinary 100 Tesco Lagoon GP Limited [} £100 Ordinary 100
Nominee 1 Limited Tesco Maintenance Limited 1 £100 Crdinary 100
Seacroft Green 1 £100 Ordinary 100 Tesco Mabile 1 £100 Ordinary 100
Nominee 7 Limited Communications Limited?
Snowman Retail 1 Limited 2 £100 Ordinary 100 TescoMobile Services Limited 1 £100 Ordinary 100
Snowman Retail 2 Limited 2 £100C Ordinary 100 Tesco Navona (ILP) Limited 1 £100 Ordinary 100
Sociomantic Labs Limited & £100 Ordinary 100 Tesco Navona (GP) Limited 1 £100 Ordinary A 100
Spen Hill Developments Limited 1 £100 Ordinary 100 £100 Ordinary B* 100
Spen Hill Management Limitedt® } £100 Ordinary W0 Tesco Navona i £100 Ordinary 00
Spen Hill Properties (Holdings) plc? 1 £100 Ordinary 100 (Nominee 1) Limited
Spen Hill Regeneration Limited 1 £100 Ordinary 100 Tesco Navona 1 £100 Ordinary 00
Spen Hill Residential No 1Limited 1 £100 Ordinary 100  (Nominee 2) Limited
Spen Hill Residential No 2 Limited 1 £100 Ordinary 100 Tesco Navona 1 £100 Ordinary 100
Station House Welling 1 Lirnited by Guarantee - (Nominee Hotdco) Limited
Management Limited Tesco Navena PL 1 £1 00 Ordinary 100
Statusfloat Limited 1 £100 Ordinary 100 Propco Limited
Stewarts Supermarkets Limited® 1 £100 Ordinary 100 E\/s;;n?;i;zejimed* ! £100 Oremary 100
T & S Properties Limited 2 £100 Ordinary 100 Tesco Overseas ULE 1 £0 0000G026 A 100
T & S Stores Limited” 2 £0 05 Ordinary 100 Ordirary
Tapesilver Limited? 1 £1 00 Ordinary 100 £0 00000025 B 100
Teesport (GPY Limited 1 £100 Ordinary 100 Ordinary
Tesco (Overseas) Limited? 1 £100 Ordinary 100 £000000025C 100
Tesco Aqua [3LP) Limited 1 £100 Qrdmary 100 Ordinary
Tesco Aqua (FinColl Limited 1 £100 Ordinary 100 £0 00000025 D 100
Tesco Aqua (FinCo2} Limited 1 £100 Ordinary 00 Ordmnary
Tesco Aqua IGP) Limited 1 £100 A Ordinary 100 é?cﬁggﬁoozs E 100
£100 B Ordinary 100 £6 00000025 F 100
Tesco Aqua (Nominee 1) Limited 1 £100 Ordinary 100 Ordinary
Tesco Aqua (Norminee 2) Lirmited 1 £100 Ordinary 100 £0 00000075 G 100
Tesco Aqua 1 £100 Ordinary 100 Ordinary
(Nominee Holdco) Limited £0 00000075 H 100
Tesco Atrato (ILP} Limited 1 £100 Ordinary 100 Crdinary
Tesco Blue (3LP] Limited 1 £100 Ordinary 100 £0 00000025 J 100
Tesco Blue (FinCo2) Limited i £100 Ordinary 100 Crdinary
Tesco Blue (GP) Limited 1 £100 A Ordinary 100 £0 00000025 100
£100 B Ordinary™ 100 Ordinary
Tesco Blue (Nominee 1) Limited i £100 Ordinary 100 é?gr?Sr?fOOZS L 100
Tesco Blue (Nominee 2) Limited 1 £100 COrdinary 100 £0 00000025 M 100
Tesco Blue 1 £100 Ordinary 100 Ordinary
{Nominee Holdco) Limited £0 00000025 N 100G
Tesco Corporate Treasury ] £100 Crdinary 100 Crdinary
Services PLCT £0 00000025 0 100
Tesco Depot Propco Limited 1 £100 Crdinary 100 ordinary
THeslco Distribution 1 £100 Ordinary 100 £0 00000025 P 100
oldings Limited Ordinary
Tesco Distribution Limited ! £100 Ordinary 100 Tesco Passaic (ILP} Limited 1 £100 Ordinary 100
Tesco Dorney (ILP) Limited ! £100 Ordinary 100 Tesco Passaic (GP} Limited 1 £100 Ordinary A 100
Tesco Employees' Share 1 £100 Ordinary 100 £100 Ordinary B® 160
Scheme Trustees Limited™” Tesco Passalc 1 £100 Ordinary 160
Tesco Farmuly Dining Limited 1 £100 Orchinary 100 (Norminee 1) Limited
Tesco FFC Limited 1 £0 01 Ordinary 100 Tesco Passaic ] £100 Ordinary 100
Tesco Food Sourcing Limited 1 £100 Ordinary 100 {Nominee 2) Limited
Tesco Freetime Limited 1 £100 Ordinary 100 Tesco Passaic 1 £100 Ordinary 100
Tesco Fuchsia (3LP) Limited 1 £100 Ordinary 100 {Nominee Holdeo) Limited
Tesco Gateshead 1 £100 Ordmary 100 Tesco Passaic PL Propco Limited 1 £100 Ordinary 100
Property Limited Tesco PEG Limited 1 £0 01 0rdinary 100
Tesco Holdings Limited! 1 £010 Ordinary 100 Tesco PENL Limited 1 £100 Ordinary 00
£100 Preference 100 Tesce Pension 1 £100 Ordinary 100
Tesco International Internet 1 £100 Ordinary 100 Investment Limited™
Retailing Limited* Tasco Pension Trustees 1 £} 00 Ordinary 00
Tesco International 1 £100 Ordinary 100 Limited™
Services Lirnited? Tesco Personal Finance 10 £010 A Ordinary 100
Tesco Kirkby 1 F100 Ordnary oo GroupLimited! £010 B Ordinary 100
{General Partner) Limited £010 C Ordinary 100
Tesco Kirkby (LP) Limited 1 £1 00 Ordinary 100 Tesco Personal Finance PLC 10 £0710 Ordinary 100
Tesco Kirkby 1 £100 Ordinary 100 Tesco Property 1 £100 Crdinary 100
{Unitholder?) Limited {(Nominees) (No 1) Limited
Tesco Kirkby 1 £100 Ordinary 100 Tesco Property 1 £100 Ordinary
{Unitholder?) Limrted {(Nominees} (No 2} Limited 100
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Related undertakings of the Tesco Group continued

Name of undertaking

Registered
address

Tesco Property
(Nominees) Limited

Tesco Property
Finance 1 Holdco Limited

Tesco Property Finance 1PLC

Tesco Property Holdings
(No 2} Limited

Tesco Property Holdings Limited

Tesco Property Nominees
{No 5) Limited

Tesco Property Nominees
(No &) Limited

Tesco Property Partner
{GP) Limiteg?!

Tesco Property Partner
{No.) Limited”

Tesco Property Partner
(No 2) Limited?

Tesco Red (3LP) Limited
Tesco Red {GPY Limited

Tesco Red (Nominee 1} Limited
Tesco Red {Nominee 2) Limited

Tesco Red
{Nominee Holdeo) Limited

Tesco Sarum (1LP) Limited
Tesco Seacroft Limited
Tesco Secretaries Limiteg
Tesco Services Lirmnited
Tesco Stores Limited

Tesco TLB Barnstaple Limited
Tesco TLB Finance Limited
Tesco TLB Nattingham Limited
Tesco TLB Pontypridd Limited
Tesco TLB Properties Limited

Tesco Treasury Services PLC!
The Big Food Group Limited®
The Teesport

Limited Partnership

The Tesco Aqua

Limited Partnership

The Tesco Blue

Limited Partnership

The Tesco Kirkby

Limited Partnership

The Tesco Navona

Limited Partnership

The Tesco Passaic

Limited Partnership

The Tesco Property

Limited Partnership

The Tesco Red

Limited Partnership

TPT Holdco No 1 Limited
Ventnor High Street
Management Company Limited
Verulam Properties Limited
Weymouth Avenue
{Dorchester} Limited

wm Low Supermarkets Limited

n

38

Class of share held
£100 QOrdinary

£1 00 Ordinary

£1 00 Ordinary
£1 00 Ordinary
£100 Ordinary

£1 00 Ordinary
£100 Ordinary

£1.00 Ordinary

£100 A Ordinary
£1008 Crdinary
£1 00 Ordinary

£100 Ordinary

£100 Ordinary
£100 AOrdinary
£1 00 B Ordinary
£100 Ordinary
€100 Ordinary
£100 Ordinary

£100 Ordinary

£1 00 Ordinary
£100 Ordinary
£100 Ordinary
£100 A Preference
£100 B Preference
£100 Ordinary
£100 Ordinary
£100 Ordinary
£100 Ordinary
£100 Ordinary

£1 00 A Ordinary
£1 G0 B Ordinary
£100 Qrdinary
£0.10 Ordinary
Limited Partnership

Limited Partnership
Limited Partnership
Lirmited Partrerstip
Limited Partnershup
Limited Partnership
Limited Partnership
timited Partnership

£1 00 Ordinary
Limited by Guarantee

£100 Ordinary
£100 Ordinary

£1 00 Ordinary

% held
by Group

100

100

100
100
100

100
100

100

100
100
100

100
100
100
100
100
100

100
100
100
100
100
100
100
100
160
100
100
00
G0
100
100
100

100

100

100

100

100

100

100

W00

100
100

100
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International subsidiary undertakings

Class of share held

£100 Ord_mary

Registered
Name of undertaking B addréss
Arena {Jersey) 28
Management Limited!
Bocker Cyprus Limited" 92
Booker India Private Limited" 89
Booker Satnam wholesale 89
Private Limited®
Cheshunt Holaings 18
Guernsey Limiteq?
Cheshunt Hungary Servicing 22
Limited Liability Company
China Property Holdings 20
(HK) Lirmited
Chirac Limited 24
Cirrus Finance (2009] Limited 24
Cirrus Finance bimited 24
Clendalkin Properties Limited 24
Commercial Investments Limited 24
Crest Ostravaas 6
Delamare Holdings B'Y 30
Department store 16
Pardubice sro
dunnhumby (Korea) Limited 62
dunnhumby (Malaysia) Sdn Bhd 64
dunnhumby {Thaiand) Limited 69
dunnhumby Australia Pty Limited 96
dunnhumby Brazil 53
Consultora Ltda
dunnhumby Chile SpA* 97
dunnhumby Colombia § A § 52
dunnhumby Computer 54
Information Technology and
Consultancy Services LLC
dunnhumby Consulting 55
Canada Limited
dunnhumby Consulting Services 56
india Private Limited
dunnhumby Czech s ro 6
durinhumby France SAS 57
dunnhumby Hungary Kft 22
dunnhumby Infermation 58
Technology Consulting
{Shanghai} Company Limited
dunnhumby Ireland Limited 63
dunnhumby IT Services 59
India Private Limited
dunnhumby Itaha Sr| 60
dunnhumby Japan K K Bl
dunnhumby Mexico 65
S deRL deCV
dunnhumby Poland Spz oo 32
dunnhumby Slovakias ro 67
dunnhumby 68
South Africa [Pty Ltd
dunnhumby Inc 70
dunnhumby Ventures LLC 1
Edsen Investments Limited 24
Edson Properties Limited 24
Ek-Chart Distribution System 34
Co.Lta*
ELH Insurance Umited 19
Genesis 50,200 32
Golden Island Management 24
Services Limited
J Smylie & Sons (IOM} Limiteg” 93
Jasper Sp 200 32

€100 Ordinary
INR 10 00 Crdinary
INR 10 00 Ordinary

£100 Ordinary
HUF 100,000 Quota
HKC 100 Orchnary

€125 Ordinary

£1000 A Ordinary
€100 Ordinary
£1.000 Ordinary

€126 Ordinary

€125 0rdinary

CZK 100 Q00 Ordinary
€100 Ordinary

CZK 100 000 Ordinary

KRW 5000 Ordinary
RM 100 Crdinary
THH 100 Crcinary
AUD 100 Ordinary
BRLS1 00 Ordinary

CLP 500.000 Qrdinary
CCP 51000 Ordinary
TL 25 00 Ordinary

CADSO 01 Ordinary
INR 10 Q0 Ordinary

CZK 200,000 Basic
business

€2 Q0 Ordinary

Registered capital HUF
3.000.000

Registered capital
US5140.000

€100 Ordinary
INR 10 00 Ordinary

€100 Common
JPY 10,000 Ordinary
MXN 100 Commen

PLN 50 00 Orchnary
No shares in1ssue
No par value Ordinary

No par value
Common stock

£2.00 Ordinary
€100 Ordinary
THB 10 00 Crdinary

£1 00 Ordinary

PLN 500 Ordinary

€1 26G738 A Crdinary
€1 269738 Orcinary
£1 30 Ordinary

% held

by Group

W00

00
100
87

99994
co
00

100
0
100
100
100
100
100
100
100

100
100
100
100
100

100
100
100

100

100

100
100G

100

100
100

100
100
100

100

100
100

100
100
100
999

100
120
100
100
100
100



Financial statements

Registered % held Registered % held

Name of undertaking address  Class of share held by Group Name of undertaking address Class of share held by Group
@aty Investments Tesco 32 PLN Partnership 100 Tesco Capital No 2 Limited 28 £0 01 Floating Rate 100
(Polska} Sp zoo Spk Interests Redeemable
Lekaren Tesco 51 Limited Partnership 100 Preference!
Dunajska Streda ks £100 Ordinary 100
Lekaref Tesco Petrialka. k s 51 Lirmited Partnershup 100 Tesco Chile Sourcing Limitada 13 CLP 100 Ordinary 100
Lekarefi Tesco Piest'any. k s 51 Limited Partnership 100 USS 100 Crdinary 100
Lekarefi Tesco Prefov Vukov, k s 51 Limited Partnership 100 Tesco Digital Ventures Pte Lid 33 SGD 100 Ordinary 100
Lekarer Tesco Senec ks 51 Lirmited Partnership 100 Tesco Dystrybucja Sp zoo 32 PLN 50 00 Ordinary 100
Lekarefi Tesco Trencin, s ro 51 Limited Partnershup 100 Tesco EUIT Servicessro i6 CZK 100 Ordinary 100
Lekarefi Tesco 51 Limited Partnership 100 Tesco Europe BV. a1 €100 Ordinary 100
Banska Bystrica. k 5 Tesco Food Sourcing Brazil 12 BRL 100 QOrdinary 100
Lekareri Tesco Kedice k s &1 Limited Partnership 100 Consultona De Negocios Ltda
Lekarefi Tesco Lamac. k s 51 Limited Partnership 100 Tesco Foundation 5 Ne par value basic 100
Lekareri Tesco Nitra k s 51 Limited Partnership 100 (Nadaca Tesco) ) capital
Lekarer Tesco 51 Limited Partnership 100 Tesco Franchise StoresCRsro 16 CZK 2,000,000 100
Spiiskd Novd Ves ks Ordinary
Lekaref Tesco Trnava, k 5 51 Limited Partnership 100 Fesco-Global Stores Privately 22 HUF 10 00 Common 999
Lekaren Tesco Zlate Piesky k s 51 Lirmited Partnership 100 Heid Company Limited
Lekarer Tesco Zvolen. k s 51 Limited Partnership 100 ézsni%sr.lﬁtﬁlnir;gloyment 34 THB 100 Ordinary 100
LetAany Development 16 CZK 100 000 Ordinary 100 Tesco Guangdong 20 US$ 100 Ordinary 100
land1sro (MK} Co Limited
Lethany Development land 2sro 16 CZK 100,000 Ordinary 100 Tesco Holdings B Y 30 £100 Ordinary 100
Marine Coffee Company 25 €100 Crdinary 100 Teseo International 51 €100 Ordmary 100
Holdings Limited Clothing Brand s ro
Marine Coffee Company 25 €100 Crdinary 160 Tesco International 51 €100 Ordinary 100
Nominees Limited Franchisingsro
Monread Developments Limited 24 €0 001 Crdinary 100 Tesco international 50 HKD 10 8C Ordinary 100
Nabola Development Limited 24 €125 A0rdinary 160 Sourcing Limted

€125 B Ordinary 100 Tesco Ireiand 24 €125 Ordinary 160
Obchodny dom Bratislava sro 51 €100 Registered 100 Holdings Limited®™

capital Tesco Ireland Limited 24 €125 Ordinary 100
Old FEHC Inc 35 USSO 01 Commen Stock 100 TescoIreland Pension 24 €125 Ordinary 100
Oidd FENM Inc *®! 35 USS0 010rdinary 100 Trustees Limited
Orpingford 24 €100 Ordinary 100 Tesco Joint Buying Service 14 USS5100 Ordinary 100
PEJ Property 24 €100 Ordinary 100 Shanghait CoLimited
Developments Lirnited Tesco Mobile 34 THB 100 Qrdinary 100
Pharaway Properties Limited 24 €100 Ordinary 1gp  (ThailendiCo Limited
RJD Holdings 24 £1269738 Ordinary 100 Tesco Mobile Ireland Limited 4 €100 Ordinary 100
Saneya Limiteg" a7 £100 Ordinary 100 Tesco Mobile Polskasp zo o0 32 PLN 50 00 Ordinary 100
Seberov site s ro 16 CZK 100.000 Ordinary 100 Tesco Property {No 1} Limited 28 £100 QOrdinary 100
Shuke Advertising 84 €130.000 Registered 100 Tesco Property Limited 15 US5100 Registered 100
{Shanghar) Co  Ltd Capital Capital
Sociomantic Labs B V 77 €100 Crdinary 100 ;figzs’aﬁi';g India 85 INR 10 00 Ordinary 120
sociomantic [2os GmbH 2 €100 Ordinary 10 Tesco Stores (Malaysia) Sdn Bhd*'# 42 RM 100 A Ordinary 100
Sociomantic Labs Inc 83 US560 00 Common 100

Stock RM 10 00 100
Sociomantic Labs Internet 82 TRY 25 00 Ordinary 100 mg;:gsgj;‘:s
Hizrmetlen Limited Sireketl Irredeemable
Sociomantic Labs LLC 79 RUR 160 Ordinary 100 Prefarence Shares
Sociomantic Labs 76 INR 10 00 Ordinary 100 Tesco Stores (Thalland) Limited” 34 THB 10 00 A Ordinary 100
Private Limited THB 10 00 B Preference <0 001
Sociomantic Labs Pte Ltd 80 55100 Ordinary 100 THE 10 00 C Preference 100
Sociomantic Labssro @ 74 KC 100 Qrdinary 100 Tesco Stores GRas % CZK 1000 Ordinary 100
Sociomantic Labs SARL 75 €100 Ordinary 100 Tesco Stores SR. a 5 5 €33 193 92 Ordinary 100
Sociomantic Labs Servicos 73 RS100Qrdinary 100 Tesco Technology Services 21 HKD 1 000 Ordinary 100
web Ltda HK Limited
Sociomantic Labs Sp zo o 78 PLN 50 QO Ordinary 00 Tesco Trustee Company 24 €175 Ordinary 100
Sociomantic S LU 81 €100 Ordinary 100 of Ireland Limited”
Tesco (Polskal Sp z oo 32 PLN 500 Ordinary 100 Thundridge 24 €100 Ordinary 100
Tesco Akademia Kepzés 22 HUF 100.000 Guotas 00 Valiant insurance Company DAC 6 £100 Crdinary 100
es Fejlesztes: Kerdtolt Victoria BBSp z00 3z PLN 800 Ordinary 100
Felelossegu Tarsasag Wanze Properties 24 €100 Ordinary 100
Tesco Bengaluru Private Limited 23 INR10 Q0 Ordinary 100 (Dundalk) Limited
Tesco Capital No 1Limited! 28 £0 50 A Ordinary 100 WSC Properties Limited 24 £100 Ordinary 100

£0 50 B Ordinary 100

£0 Q1 Preference - 100

Guaranteed fixed rate

cumulative preference

£0 01 Preferred

Ordinary 100
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Related undertakings of the Tesco Group continued

Subsidiary undertakings in liguidation

The following subsidiary undertakings i hquidation were incorporated in

the United Kingdom

Name of undertaking

Alfred Preedy & Sons
{Trustees) Limited

Anthony Heagney Limited
Beehythe Estates Limited
Bedminster Estates Limited
Blinkbox Books Limited

Brian Ford’s Discount Store
Limitect?

Budgen Limiteg™
Careneed News Limited

Cheshunt Overseas LLP

Crazy Prices!

Dally Wrap Produce Limited*
Delamare One Limited?
Food & Wine Lovers Limited
Gibbbs Newsagents Limited

Honiton Whalesale
Supphes Limiteg™

Launchtable Lirnteg™
Laws Stores Limited™
Lee (Southern) Limited

Leovic Limited"

Lowfoods Limited

Mills iwest Midlands) Linited

Morgam Holdings Limited
NPL (Hardgate) Limited™

Premier Garage
(Worthing} Limited®
Pulford Foods Limited"!

Sarcon (No 239) Limited

Spen Hill Developments
{Holdings) Limited™
Spen Hill Developments
(Portishead) Limited

Spen Hill Developments
(Tonbridge) Limited™

Spen Hill Properties
(Southend) Limited®™

T & S Management Services
Limited™

Telegraph Properties
(Kirkby} Limited

Tesco Com Limiteg it
Tesco (Foxtrot 1 Limited
Tesco (Foxtrot 2) Limited

Tesco Estates Limited?
Tesco FTO Limited

Registered % held
address  Class of share held by Group
g0 £100Ordinary 100
90 £10C Ordinary 100
90 £100 Ordinary 100
3 £1.00 Ordinary 100
3 £0 001 Ordinary 100
3 £100 Ordinary 100
30 £100 Ordinary 100
o0 £0 001 Non-Cumulative 100
Preference
£0.001 Crdinary 100
£0 001 Ordinary A 100
3 Limited Liabiity 100
Partnership
Country Market Limited (The) 90 £100 Ordinary 100
87 £100 Ordinary 100
87 £100 Ordinary 100
Q0 £0 001 A Ordinary 100
90 £100 Ordinary 100
90 £100 A Ordinary 100
3 £100 A Ordnary 100
Harts the Grocers {TCR) Limited a0 £100 Ordinary 100
J E Properties Holdings Limited 80 £1 G0 Ordinary 00
Kingsway Fresh Foods Limited™ g7 £100 Ordinary 100
90 £1 00 Ordinary 100
90 £100 Ordinary 100
90 £100 Ordinary 99 975
39 £0 05 Ordinary an
Linebush Il Holdings Limited™! 90 £1 00 Ordinary 100
el £100 2% Non- 100
Cumulative Preferance
£100 Ordinary 100
90 £100 Ordinary 100
Mills Group Holdings Limited™ a0 £100 Ordinary 100
90 £100 Ordinary 100
9 £100 Ordinary 100
Power Supermarkets Limited® 90 £100 Ordinary 100
3 £100 Ordinary 100
3 £100 Ordinary 100
Sanders Supermarkets Limited™ el £1 00 Non-voting 100
Ordinary
£0 50 Crdinary 100
£100 Preference 100
88 £100 Ordinary 100
a0 £100 Ordinary 100
90 £100 Ordinary 100
90 £100 Ordinary 100
S0 £100 Ordinary
100
90 £100 Ordinary 100
Teesport (Nominee) Limited™ 90 £100 Ordinary 100
3 £100 Ordinary 100
a0 £100 Ordinary 100
90 £100 Ordinary 100
80 £100 Crdinary 100
Tesco Card Services Limited! S0 £100 Ordinary 100
le] £1 00 Ordinary 100
90 £1 00 Ordinary 100
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Registered % held
Narme of undertaking adaress  Class of share held by Group
Tesco Home Shopping Limited? 20 £100 AQOrdinary 100

£100 B Ordmary 100

Tesco Hungary 0 £100 QOrdinary 100
(Holdings) Limited!
Tesco Kirkby (Nominee 1) Limited™ a0 £100 Ordinary 100
Tesco Kirkby (Nominee 2) Limited™ 0 £100 Ordinary 100
Tesco Kirkby g0 £1 00 Ordinary fole}
(Nominee Holdco) Lirnited™
Tesco Overseas jelo] £100 Ordinary 100
(Holdings) Limitedt™
Tesco PEIP Limited 90 £100 Ordinary 100
Tesco PEL Limited 90 £100 Ordinary 100
Tesco Worldwide Limiteg® 30 £100 Ordmnary 100
Trigger Retail Limited 30 £100 Ordinary 100
Value House Properties Lirmited® 3 £100 Ordinary 100
Verulam Properties 90 £1 00 Ordinary 100
(2007 Lirmited
whitecastle Properties Limited™ 9 £100 Ordinary 100
worple Road PLC 30 £100 Ordinary 100

The follewing subsidiary undertakings in hquidation were incorporated

outside of the Urited Kingdom

Registered % held
Name of undertaking address  Class of share held by Group
auﬂnhumby Netherlands BV €6 €1.00 Ordinary 100
Tesco [Jersey) Limited? 28 £100 Ordinary 100
Tesco Mauritius Holdings Limited 29 £100 Ordinary 100
TescoVin Plus S A 17 €160 Ordinary 100
Assoclated undertakings
The following associated undertakings were incorporated in the
United Kingdom
Registered % held

Name of undertaking address  Class of share held by Group_
Broadfields Management Limited 47 £010 Crdinary 383
Clarepharrm Limited 48 £010 Ordinary 227
fresh Food Trader Limiteg" 7 £100 Ordinary 50

£1 00 Preference
Shire Park Limited 49 £100 Crdinary 545
Tesco Atrato {GP} Limited® 1 £100 A Ordinary 100
Tesco Coral (GP) Limited” 1 £100 A Ordinary 100
Tesco Dorney (GP) Limited” 1 £100 A Ordinary 100
Tesco Jade (GP) Limited 98 £100 A Ordinary 30

£1 00 B Ordinary 30
Tesco Mobile Limited® 1 £010 A Ordinary 100

£0 90 B8 Ordinary 100
Tesco Property Partner 1 £1 00 AOrdinary 100
{GP No 2) Limited”
Tesco Sarum (GP) Limited” 1 £100 A Ordinary 100
Tesco Underwnting Limited 50 £100 Ordinary 499
The Tesco Atrato 1 Lirmited Partnership
Lirmited Partnershup 50
The Tesco Corat 1 Limited Partnership 50
Limited Partnership
The Tesco Dorney 1 Limited Partnership 50
Liruted Partnership
The Tesco Property (No 2} 27 Limited Partnership 50
Limited Partnership
The Tesco Sarum i Lirmted Partnership 50

Limited Partnership




The following assaciated undertakings were incorporated outside of the

United Kingdom

Registered % held
Name of undertaking address  Ciass of share held by Group
China Wisdom 95 HKD 246 000 00 50
dunnhumby Limited Ordinary
dunnhumby Canada Limited 37 CAS 100 Ordinary 50
dunnhumby Norge A S 43 NCK 1,000 Ordinary 50
Gain Land Limited 36 5100 Crdinary 20
Koxka Hungary 40 HUF 100 Quota 40
Refridgeration LLC"
Merrion Shopping Centre Limited 24 €0 012697 Ordinary 5¢g
Retal Property Co, Limited” 44 THB 100 Ordinary A 100
Synergistic Property 94 THB 100 Ordinary 50
Develecpment Co Limited
Tesco Card Services Limited” 45 THB 100 Ordmary A 100
Tesco for Thais Foundation 34 Foundation -
Tesco Lotus Retall Growth 46 THB Listed 25
Freehold and Leasehold
Property Fund
Tesco Mobile CRs ro 16 CZK 100,000 Ordinary 50
Tesco Mobile Slovakias ro 51 €100 Crdinary 50
Trent Hypermarket 41 INR 10 00 Equity 50
Private Limited
Consolidated Structured Entities

Registered
Name of Undertaking address Natureﬂ)ysmisi S
Delamare Cards Holdco Limited 86 Securitisation entity
Delamare Cards MTN lssuer plec 86 Securitisation entity
Delamare Cards Recevables BE Secunitisation entity
Trustee Limited
Delamare Cards Funding 1 Limited 86 Securitisation entity
Delamare Cards Funding 2 Limited 86 Securitisation entity

Delamare Finance PLC
Delamare Group Holdings Lirmited

n
Ll

Securiusation entity
Securitisation entity

.

Interest held directly by Tesco PLC

95% held by Tesco PLC
66 6% held by Tesco PLC

c

undertaking where ather share classes are held by a third party

Shares held by Tesco Pension Trustees Limited (TPTL) the corporate trustee of the

Tesco PLC Pensien Scheme [the Scheme) On behalf of the Scheme TPTL holds a 50%
shareholding in three property joint ventures with Tesco and 15 the sole shareholder
of TPT Holdeo No 1Limited and Tesco Pension Investment Limited

g

50% held by Tesco PLC

‘' 12 705% held by Tesco PLC

This company Is the corporate trustee of the Tesco PLC Pension Scheme

shares inissue The Group holds 70% of the voting rights of the entity

' Athurd share class of £1 G0 Ordinary B shares Athird party holds 1005% of the Ordinary B

Company dissolved on 27 February 2018

Company dissolved on 28 February 2018

" Company dissolved on 4/5 April 2018
The Booker group of subsidiaries became indirectly wholly-owned by fesco PLC with
effect from 5 March 2018 unless otherwise stated

™ Company dissolved on 16 March 2018
Company dissolved on 22 March 2018
Company dissolved on ¥ March 2018

' Company entered hqwdation on 28 February 2018

' Company name changed Lo Scciomantic Labs s ro vikvidao and entered iguication
on1March 2008

' Company mcorporated on 29 March 2018

This entity 15 1 hlquidation

T § 5 3

&
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Registered office addresses
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Tesco House. Shire Park Kestret Way, Welwyn Garden City AL7 1GA,
United Kingdom

Apex Road. Brownhills, Walsall, West Midlands W58 77S, United Kingdom
KPMG LLP. 15 Canada Square. London £14 5GL. United Kingdom

Local Support Office Abbey Retail Park, 1st Floor Newtownabbey
Narthern Ireland BT36 7GU

184 Shepherd's Bush Rocad. London W6 7NL, United Kingdom

c/0 Morton Fraser LLP. 5th Floor. Quartermile Two. 2 Lister Square.
Edinburgh. Scotland EH3 9GL United Kingdom

7-10 Chandos Street. London WiG 8DG

5th Floor 10-12 Alle Street. London E18DE, United Kingdom

KPMG LLP. Saltire Court. 2Q Castle Terrace, Edinburgh, Midlothian

EH1 2EG. United Kingdom

2 South Gyle Crescent. Edinburgh. United Kingdom. EH12 9FQ

3% Great St Helen's, London EC3A BAP, Urited Kingdom

Av Paulista, 37-4° Andar. S0 Paulo 01311-802 Brazil

Officina No 102 Oficinas Las Andes, San Patricie 4099, vitacura
Santiago. Chile

Umits 01,02 06, 07, 08 C9, Floor 17, No 610 Xupahul Road, Huangpu
[nstrict, Shangha), PRC China

RN08 Level 11 Bld No 1. China Central Place. No 81.Juangut Road,
Chaoyang District Beijing. China

Praha 10 - Vr$ovice Vriowvicka 1527/68b. PSC 10000 Prague, Czech Republic
Centre de Commerces et de Loisirs, Cite Europe. 62231 Coguelles France
PO Box 25. Regency Court Glategny Esplanade. St Peter Port,

GY13AP Guernsey

Maison Trinity, Trinity Square, St Peter Port, GY14AT Guernsey

31st Floor. AlA Kowloon Tower Landmark East 100 How Ming Street
Kowloon, Hong Kong

L.evel 54, Hopaewell Centre. 183 Queens Road East. Hong Kong

H-2040 Budacrs, Kinizst UT 1-3. Hungary

81& 82, EPIP Area whitefield, Bangalore, 560066, Incha

Gresham House, Marine Road Dun Lacghaire, Co Dubhn, Ireland

25-28 North Wall Quay, International Financial Services Centre

Dublin 1. Ireland

38/39 Fitzwillam Square Dublin 2, Ireland

PO Box 87, 22 Grenwville Street. St Heler, JE4 BPX, Jersey

Lime Grove House, Green Street, St Heller JE128T. Jersey

c/o CIM Corporate Services Ltd. Les Cascades Bulding, Edith Cavell
Street. Port Louis, Mauritius

Willemsparkweg 150 house, 1071 H5. Amsterdam. Netherlands

De Lairessestraat 137 1075 HJ. Amsterdam. Netherlands

56 Kapelenka 5t, 30-347 Krakow, Poland

163 Tras Street, #03-01 Lian Huat Bullding, Singapare 079024, Singapore
629/1 Nawarmintr Road, Nuanchan Buengkoom. Bangkok. 10230, Thailand
The Corporation Trust Cempany. 1209 Orange Street, Delaware. USA, 19801
Vistra Corporate Services Centre Wickhams Cay I, Road Town Tortola
VGG, British Virgin Islands

Place Carilicn. 7151 Jean-Talon East. Montreal Québec HiM 3N, Canada
Equity House, Irthhingborough Road, Wellingborough

Morthamptonshire NN8 1LT. United Kingdom

BDO LLP. Two Snowhill Birringham B4 6GA, United Kingdom

148 Budapest, Kerepesi, Ut 76/D 3 em 3 Hungary

Taj Bulding, 2nd Floor. 210, Or DN Road Fort. Mumbai, 400001, India
Level 8 Symphony House, Pusat Dagangan Dana 1. Jalan PJU 14,/46, 47301
Petaling Jaya, Selanger Darul Ehsan, Malaysia

Rosenkrantzgate 16. Oslo, 0160 Norway

313 CP Tower Silom Road. Khwaeng Silom, Khet Bangrak, Bangkok Thailand
Caprtal Tower, All Seasons Place. FI 1-6, 87/1 Wireless Road. Lumpini
Pathumwan Bangkok 10330, Thailand

1 Empire Tower, 32nd Floor, South Sathorn Road. Yannawa, Sathorn
Bangkok. 10120 Thatland

2 Paris Parklands Railtorn Road Guildford. Surrey GUZ 9JX. United Kinggom

48 Thompson Jenner, 28 Alexandra Terrace Exmouth, Devon EXBIBD.

49
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United Kingdom
c/o Lamburn & Turner Riverside House, 1 Place Farm, Wheathamstead

St Albans Hertfordsture AL4 858 United Kingdom

Tesco PLC Annual Report and Fuinancial Statements 2018

50

5
52
5

[

5
5
56

LEA RN

B

5
58

59
60
6

6

R

€3
64

€5

66
)
68

=~

69

70
71

72
73

74
75
76

77
78
79
8
8
8
8

w N o

84

85

86

87
88

89

90
9

92
93
94
95
98
be)
98

p}

Ageas House Hampshire Corporate Park. Templars Way, Eastleigh
Hampshire $053 3YA, United Kingdom

Kamenné nam 1/A 815 61Bratislava Siovakia

Calle 32 b sur #48-100 Envigado Antioquia, Colombia

Avenida Brigadeiro Luiz Antonio No 3142 6th Fl Jardim Paulista

Sao Paulo. Brazil, 01402-901

Yeni Havaalanm Caddesi. No 40 Cigl, lzmir, 35610 Turkey

Dawvis LLP 2800 Park Place, 666 Burrand Street, Vancouver, BC, Canada
Ath Fl, Tower B, Paras Twin Towers DLF Golf Course Road, Sector 54,
Gurgaon Haryana-HR, 122002 India

48 rue Cambon, 75001 Paris, France

Room 1001, Enterprise Development Tower No 398, Jiangsu Road
Changning District. Shangha) 200080, China

5-22 Greater Kallash, Part 1, Lower Ground Flgor, New Delhi 110048, Incia
Via Savonarola 217, 35137 Padova, ltaly

Tokyo Club Buolding 1IF 2-6 Kasumigasek 3-chrime Chiyoda-ku

Tokyo Japan

37th Floor, ASEM Tower, 517 Yeongdong-daerc Gangnam-gu, Seoul
135-798. Korea

Floor 3, 2 Harbour Square Crofton Road Dun Lacghaire Dublin, Ireland
10th Floor Menara Hap Seng. No 18& 3 Jalan P Ramlee. Kuala Lumpur
50250 Malaysia

Av President Masarik No 111 Piso1 Colina Polance V Seccion

Delegacion Miguel Hidalgo. C ¢ 11560, Mexico

Herkerberweg 238. Luna Arena 1101CM. Amsterdam, Zuidoost. Netherlands
Cesta na Senec 2. Bratislava. 821 04, Slovakia

B4 Century Square Heron Crescent, Century City Cape Town 7441
South Africa

No 318 Chamchur Square Building. 16th FI Urit 01, Phayathi Road
Pathumwan sub District. Bangkok 10330 Thailand

424 Walnut Street, Suite 1800, Cincinnatl Chio 45202, United States
One East Fourth Street. Suite 1400 Cincinnatl. Ohio 45202, United States
Paui-Lincke-Ufer 39/40 10999 Berhn Germany

Rua Sansao Alves des Santos, 76, 12° andar, con) 121e 122, Ediflcio Uchda
Borges CEP 04571-080. Pinherros, S&0 Paula, Brazil

Stefanikova 18/25 Smichov 150 00. Prague 5, Czech Republic

18 rue de la Pépimiere, Paris (75008), France

801, 8th Floor El Tara Bullding off Orchard Avenue, Hiranandan Gardens
Powal, Mumbai-400076, India

Danzigerkade 13H 2hg, 1013AP Amsterdam Netherlands

ul Putawska 2, 02-566 Warszawa. Poland

Russian Federation, 121099 Moscow Spasopeskovsky lane 7/1. b1 Russia
30 A Tanjong Pagar Road, Singapare 088453 Singapore

Paseo de General Martinez Campos n® 91° izguierda, 28010 Madrid, Spain
Istiklal Caddesi Beyoglu Is Merkezi No 187/5 Galatasaray Istanbul. Turkey
c/c United Corporate Services, Inc . 874 Walker Road. Suite C. Dover,

DE 19904, United States

Room 8865, 8/F. 1. Changshou Road. Jing'an District Shanghal
People’s Republic of China

5th Floor Unit 401, Tower B The Millenia Mo 142 Murphy Road

Ulsoor, Bangalore, 560 008, India

Asticus Buiiding, 2nd Floor, 21 Palmer Street, London SWiH OAD

United Kingdom

Ernst & Young LIp 16 Bedford Street, Belfast, BT2 7DT. Northern |reland
KPMG LLP. Stokes House. 17-26 College Square East Belfast 8T16DH
Northern Ireland

Urit 607, 6th floor Trade Centre, Bandra Kurla Compiex, Bandra East
Mumbar 400 051, Maharashtra, India

Ernst & Young Llp 1Mare Londen Place London, SE 2AF United Kingdom
Ernst & Young LIp. 10 George Street, Edinburgh, EHZ 207 Scotland.,
United Kingdom

& Espenden Street, 4th floor, 2001 Strovolos, Nicosia Cyprus

PO Box 237 Peregrine House. Peel Road Douglas Isle of Man IM99 15U
999/9. 31st Floor. Rama 1 Road Pathumwan District. Bangkok 10330, Thaland
Surte 1106-8 11/F Tal Yau Bullding. No 181 Johnston Road, Hong Kong

Av EI Golf 40 7th floor, Las Condes Santiago de Chile, Chile

Level 21, 55 Callins Street, Melbourne VIC 3000 Australa

State Street Global advisors Limited 20 Churchill Place, Canary Wharf
London EM4 5HJ United Kingdom



Supplementary information (unaudited)

Total sales performance at actual rates (exc, VAT, exc. fuell

1G 2Q 30 4Q H 2H FY
20718 201718 200718 2017718 201718 2718 20718
UK & ROI 2.0% 2.5% 2.7% 2.9% 2.2% 2.8% 2.5%
UK 16% 21% 25% 23% 18% 24% 21%
RO 92% 10 0% 1% 13 3% 96% 10 2% 9.9%
Central Europe 8.4% 8.8% 3% 4.5% 8.6% 3.8% 6.1%
Asia 8.5% (4.0)% (8.91% [11.50% 2.0% (10.3)% (4.4)%
Tesce Bank _ 4.8% 4.8% 4.9% 1.1% 4.8% 3.0% 3.9%
Group 34% 2.7% 1.6% 1.5% 3.0% 1.6% 2.3%
Total sales performance at constant rates (exc. VAT, exc. fuel)
e} 20 e} 40 H 2H Fy
2017/18 201718 2017/18 2017/18 201718 2007/18 2017/18
UK & ROI 1.4% 2% 2.5% 2.7% 1.8% 2.6% 2.2%
UK 16% 21% 2 5% 24% 18% 24% 21%
ROI 00% 21% 38% 9 4% 1% 56% 39%
Central Europe (1.71% 1.2)% 1.31% 2.00% {1.4)% (1.7% 11.61%
Asla (4.8)% (10.8)% (9.8)% N2.4)% (7.7)% M11.1% (9.4)%
Tesco Bank 4.8% 4.8% 4,9% 1.1% 4.8% 3.0% 3.9%
Group 0.5% 0.4% 0.9% 0.5% 0.5% 0.7% 0.6%
Notes
As part of a routine review of revenue streams the Group has identified a number of small sales sub-categories. in Asia and Central Europe where Tesco 1s
viewed as acting more as a selling agent than as a retailer principal A change was therefore made in the current year to reflect the net cammission on these
sales, instead of the previous presentation of the gross revenue and cost of sales separately While this change was adopted in the fourth quarter the
total sates growth performance measures for each prior quarter it the tables above have been adjusted to reflect this change with an impact of ¢ (0 21%
at Group level
Like-for-like sales performance (exc. VAT, exc. fuel)
: 20 30 40 H 2H Fy
2017/18 201718 2017/18 201718 2017418 2017418 201718
UK & ROI 2.2% 2% 2.3% 2.4% 2.1% 2.4% 2.3%
UK 23% 21% 2 3% 23% 23% 23% 27%%
ROI 02% 20% 33% 53% 11% 4 3% 27%
Central Europe 0.4)% 0.6% 0.8% 0.4% 0.1% 0.6% 0.3%
Asia (6.0)% 1G.71% (9.61% 14.0)% 8.3)% {11.8)% {10.0)%
Tesco Bank n/a n/a n/a n/a n/a n/a n/a
Group 1.0% 0.6% 0.9% 0.4% 0.8% 0.6% 0.7%
Notes

These results have been reported on a continuing operations basis and exclude the results from the Group's operations in Turkey Like-for-like sales growth s
reported at constant exchange rates Growth rates are all based on comparable days

Country detail - Retall

Revenue lexc VAT inc fuel)”

Local Average Closing
currency exchange exchange
{m) £m rate rate
UK ST 42,644 42,644 10 10
ROl 2577 2264 " 1
Czech Republic 43 680 1,474 296 288
Hungary 577204 1641 3517 3565
Poland 10.580 2202 48 47
Slevalia 1404 1.236 1 1
Malaysia 4,370 79N 55 55
Thaiand 181.754 4,156 437 439
* Excludes franchising revenue within Central Eurepe of £32m which 1s not allocated to individual countries
UK sales area by size of store
February 2018 february 2017
% of total ’ % of total |
Store size (sq ft) No of stores  Million sq ft sq ft  No ofstores  Millionsg ft sq ft
0-3.000 T 2512 52 131 2507 52 131
3 001-20 Q00 284 34 85 285 34 86
20 001-40,000 284 82 20.6 283 82 205
40,001-60.000 182 94 36 182 g4 235
60.001-80 000 120 a5 214 120 86 215
80 001-100,000 45 42 06 45 42 06
Over 100 000 o 8 c9 22 8 09 22
Total* ) 3,435 3.8 100.0 3,433 39.9 1000
* Excludes franchise stores
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Supplementary information (unaudited) continued

Group space summary
Actual Group space - store numbers®

201617 Closures/ Net gan/ 2017718 Repurposing/
year-end Qpenings disposals [reguction)® year-end extensions
Extra 252 - - - 252 20
Superstore 479 2 )] i 480 -
Metro 178 - 14) 4 172 -
Express 1740 il 12) 9 1749 -
Dotcom only 6 - - - [ -
Total Tesco 2,653 13 ¥ 6 ‘ 2,659 20
One Stop® 780 7 15) | ) 776 -
UK« B 3,433 24 22 ﬂ‘ 3,435 20
ROI 148 2 - 2 150 -
UK & ROI' 3.581 26 {22) 4 3,585 20
Czech Republic® 198 2 an o) 189 5
Hungary 206 - - - 208 4
Poland 4729 - (14} (14) 415 4
Slovakia 154 {3 3 151 1
Central Europe®™ 987 2 (28} {26) 961 15
Malaysia 71 2 (1 1 72 4
Thaland 1914 67 {30}, 37 19561 30
Asia ) 1,985 69 @1 38 2,023 34
Group® 6,553 97 (81 16 6,569 69
UK {One Stop} 158 19 8)' n 169 -
Czech Republic 98 2 13, (1} 97 -
Franchise stores ) 256 21 n 10 266 -
“' Continuing operations
® The net gan/lreduction) reflects the number of store openings less the number of store closures/disposals
“ Excludes franchise stores
Actual Group space - "000 sq. ft.®
2016/57 Closures/ Repurposing/ Net gain/ 2017/18
year-and Openings disposals extensions<  (reduction} year-engd
TExtra ’ - 17.748 - - 76) 76y 17672
Superstore 14,075 37 {15} - 22 14 097
Metro 1993 - (32} - (32 1.961
Express 4,054 24 (4) - 20 4,074
Dotcom only 716 - - - - als
Total Tesco 38,586 61 (51 (76} {66} 38,520
One Stop® 1269 21 (24) - (3} 1.266
uke i 39,855 82 75) (76) 169) 39,786
ROI 3,543 22 - 1 23 3,566
UK & RoI® 43,398 104 (78) @s) | 46} 43352
Czech Republic™ 5.479 2 (166) 1256} (4201 5.059
Hungary 6.896 - - (58} (58} 6.838
Polang 9.578 - n46) (151 {287) 9,281
Slovakia 3859 il {123} 27) 139 | 3.720
Central Europe™ 25,812 13 {435) (492) 914) | 24,898
Malaysia 4005 64 60 179 1751 | 3.830
Thailand 16.522 N3 mal 1348) {50 : 15,472
Asia 19,527 477 (175) (527} {225) 19,302
Group® _ 88,737 594  (685) i1,094) (1,185) 81,552
UK (Cne Stop) 212 24 02) - 12 224
Czech Republic 92 2 12) 4 - 92
Franchise stores - 304 26 [ - 12 | 316

= Continuing operations
& Excludes franchise stores
¥ Repurposing of gross selling space 1s not included in the above net seling space measure
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Other information

Group space summary continued
Group space forecast to 23 February 2019 - *000 sq. ft."

2017418 Closures/ Repurposing/ Net gain/ 2018/19
year-end Openings disposals extensions reduction) year-end
Extra 17,672 - - - - 17.672
Superstore 14,097 28 - - i 28 14,125
Metro 1,961 - - - - 1.961
Express 4,074 95 23) - 72 I 4,146
Dotcom only 716 - - - - 6
Total Tesco 38,520 123 (23) - 00 38,620
One Stop®™ 1266 37 32} - 5 1.271
uK® 39,786 160 (55) - 105 39,801
RO} 3,566 81 - - 81 3,647
UK & RCI® 43,352 241 (55} - 86 43,538
Czech Republic® 5,059 13 (285} {108) (380} 4675
Hungary 65,838 - (28} (314} 342)1 5.496
Pcland 9,281 - (243) (235} {478) 8803
Slovakia 3.720 39 186) me) (166) 3554
Cantral Europe™ 24,898 52 642} (776} {1,366) | 23,532
Malaysia 3.830 43 {88) (40) (85) 3.745
Thailand 15 472 596 - (211 385 15,857
Asia 19,302 639 88) 251) 300 | 19,602
Group® | T 87,552 932 (785) 027 (880) 86,672
UK {One Stop) 224 52 - - 52 276
Czech Republic 92 4 - - 4 96
Franchise stores 316 56 - - 56 372
“ Continuing operaticns
® Excludes franchise stores
Tesco Bank Income statement
2018™ 20v7=
£m £m
Revenue ) ) n
Interest recevable and similar income 673 522
Fees and commissions recevable 378 390
- o 1,051 1,012
Direct costs T
Interest payable (176) (175}
Fees and commissions payabie (22) {23)
(198) (198)
Gross profit 853 814
Other expenses
Staff costs {174} (165)
Premises and equipment (77} (76)
Other administrative expenses {209} (215)
Depreciation and amortisation (83} (96)
Provisions for bad and doubtful debts o L (137 {103)
Operating brioﬁ't before exceptional items 7 B o - - 7 173 157
Exceptional tems®™ o - (24) (B0}
Operating profit 149 77
Net finarice costs movements on derivatives and hedge accounting n 6
Net finance costs interest (4) {4}
Share of proft/lloss) of jent venture 0 16}
Profit before tax 166 63

# These results are for the 12 months ended 28 February 2018 and the previous peried represents the 12 months ended 28 February 2077
= Exceptional tems in 2018 consist of anincrease in PPl provision of £35m partially offset by a decrease in CCA provision of £1m and a credit of £10m receved following the conclusion
of negotiations with a third party in respect of previously recognised customer redress
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Glossary

Alternative performance measures

Introduction
In the reporting of financial information. the Directors have adopted
various APMs

These measures are not defined by International Finanoal Reporting
Standards (IFRS) and therefore may not be directly comparable with
aother companies’ APMs, including these in the Group's industry

APMs should be considered in addition to, and are not intended to be
a substitute for, or superior to, IFRS measurements

Purpose
The Directors believe that these APMs assist in providing additional usefui
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 like-for-like sales}, by
ad|usting 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 Greup has focused on this financial year are as follows

- Group sales This s the headline measure of revenue for the Group
it excludes the impact of sales made at petrol filling stations due to the
significant volatility of fuel pnces This volatility 15 outside the control of
management and can mask underlying changes in performance
- Like-for-like sales This 1s a widely used indicator of a retailer's current
trading performance I¢ 1s a measure of growth in Group online sales and
sales from stores that have been open for at least a year (but excludes prior
year sales of stores closed dunng the year} at constant foreign exchange rates
Operating proht before exceptional items This s the headline measure
of the Group's perfermance and 1s based on cperating profit before the
impact of exceptional items Excepticnal items relate to certain costs or
incomes that derive from events or transactions that fall within the normal
activities of the Group but which individually or 1if of a similar type 1In
aggregate are excluded by virtue of therr size and nature in order to
reflect management's view of the performance of the Group
- Retaill operating cash flow This 15 the operating cash flow of continuing
operations. excluding the effects of Tesco Bank’s cash flows
Retail free cash flow Retail free cash flow includes all cash flows from
cperating and investing activities for the Retait business. and the market
purchase of shares in relation to share schemes The foliowing items are
excluded: investing cash flows that increase/decrease items within Net
debt and cash flows from major corporate acquisitions and disposals

Closest equivalent Adjustments to reconcile

- Netdebt Thisexcludes the net debt of Tesco Bank but inCludes that

of the discontinued operations to reflect the net debt obhgations of

the Retal business

Diiuted earnings per share from continuing operations before excepticnal
items. net pension finance costs and fair valua remeasurements on financial
instruments This relates to profit after tax before exceptional items from
continuing operations. net pension finance costs and fair value
remeasurements on financial iInstruments attributable to owners of the
parent divided by the weighted average number of ordinary shares in 1ssue
duning the financial year adjusted for the effects cf potentially dilutive
share cptions

Some of the Group's IFRS measures are transiated at constant exchange

rates Constant exchange rates are the average actual penodic exchange
rates for the previous financial year and are used 1o eliminate the effects
of exchange rate fluctuations in assessing performance Actual exchange
rates are the average actual periodic exchange rates for that financial year

Changes to APMs
Duning the financial year. the following changes have been apphed to the
Group's APMs

- Free cash flow has been redefined to include alt cash flows from operating
and investing activities, and the market purchase of shares in relation to
share schemes The following items are excluded investing cash flows that
increase/decrease items within Group net debt and cash flows from major
corporate acquisitrons and disposals This measure reflects the cash availlable
to shareholders Previously free cash flow only included capital expenditure
cash flows within investing activities Retall free cash flow 1s now considered
a key APM

- Diluted earmings per share from continuing operations before exceptional
items and net pension finance costs has been replaced with diluted earnings
per share from continuing operations before exceptional items net pension
finance costs and farr value remeasurements on financial iInstruments Fair
value remeasurements are now excluded as they are iImpacted by changes
to credit risk and various market indices which can fluctuate significantly
Also included in these items are fair value remeasurements on financial
instruments resulting from liability management exercises Other earmings
per share measures before exceptional items are no longer considered
APMs and have been removed

- Total indebtedness ratioc and Fixed charge cover have been included as
new APMs during the year EBITDAR has also been included as it 1s used to
calculate these debt metrics Total ndebtedness ratio and Fixed charge
cover are measures of the Group's ability to meet its payment abligations
and are widely used by analysts and credit rating agencies

Note/page reference Befintion

APM IFRS measure to IFRS measure for reconciliation and purpose

Income statement -

Revenue measures _
Group sales Revenue - Exclude sales made Note 2 - Excludes the impact of sales made at petral filling

at petrol filing stations

stations to demonstrate the Group's underiying
performance in the core retall and financial services
businesses by removing the volatiities associated
with the moverment in fuel prices Thisis a key
management incentive metric

No direct equivalent - Consistent with
accounting pohcy

Growth in sales

Not applicable - Growth in sales s a ratio that measures year-on-
year movement in Group sales for continuing
operations for 52 weeks It shows the annual rate
of increase in the Group's sales and 1s considered
a good inchcator of how rapidly the Group's core
business s growing

Like-for-like No drect equivalent — Consistent with

accounting pelicy

Like-for-like ts a measure of growth in Group online
sales and sales from stores that have been open
for at least a year (but excludes prior year sales

of stores closed during the year) at constant foreign
exchange rates Itis a widely used indicator of
aretaller’s current trading performance and is
important when comparing growth between
retallers that have different profiles of expansion,
disposals and closures

Not applicable

150 Tesco PLC Annual Report and Financial Statements 2018



APM

Closest equivalent
IFRS measure

Adjustments to reconcile
10 IFRS measure

for reconcihation

Note/page reference

Other information

Defimtion
and purpose

Income statement
Profit measures

Operating profit
before excepticnal
iterns

Operating prefit” -

Exceptional items Note 2

Cperating profit before exceptional items 1s the
headline measure of the Group's performance
It1s based on operating profit before the impact
of certain costs or Incomes that derve from events
or transactions that fall within the normal activities
of the Group, but which are excluded by virtue

of their size and nature in order to reflect
management's view of the perfoermance of the
Group Thisis & key management incentive metric

Dperating margin

No direct equivalent

Consistent with
accounting policy

Not applicable

Cperating margin is calculated as operating profit
before exceptional items divided by revenue
Progression in cperating margin Is an important
indicator of the Group’s cperating eficiency

Earnings before
excepuional items,
interest. tax.
depreciation,

amortisation and rent

expense (EBITDAR)

Operating profit”

Excepticnal items
Depreciation and amertisation
Rent expense

Tesco Bank EBITDAR
Discontinued operations

Page 153

This measure I1s based on Retall cperating profit
from continuing operations before excepticnal
items It excludes Retail depreciation, amortisation
and rent expense and 15 used to derve the Total
indebtedness ratio and Fixed charge cover APMs

Proft before tax
befcre exceptional
items. net pensicen
finance costs and fair

value remeasurements
on financial Instruments

Prcfit before tax

Excepticnal items Note @
Net pension finance costs (1AS 19
Farr value remeasurements on

financiat instruments (IAS 39}

This measure excludes exceptional tems, the

net finance costs of the defined beneht pension
defcit and far value remeasurements on financial
instruments Net pension finance costs are
impacted by corporate bond yelds, which can
fluctuate significantly and are reset each year based
on often volatile external market factors Fair value
remeasurements are impacted by changes to credit
nsk and various market mdices. which can fluctuate
signficantly Also included in these items are far
value remeasurements on financial Instruments
resulting from lability management exercises

Prohts/llossest arsing  Nodirect equivalent - Consistent with

on property-related
items

Not applicable
accounting policy

Profits/(losses) arising on property-related items
relates to the Group's preperty activities including
gains and losses on disposal of property assets
development property built for resale and property
joint ventures costs resulting from changes in the
Group's store portfolio and districution network,
mcluding pre-opening and post-closure costs and
ncome/(charges) associated with impairment of
non-trading property and related onerous contracts
These items are disclosed separately to clearly
identify the mpact of these items versus the other
operating expenses related to the core retail

and financial services operations of the business
They are often ocne-time in nature and can have
adispropertionate impact on profit betweean
reporting periods

Total finance costs
before exceptional
items net pension
finance costs and fair

value remeasurements
on financial instruments

Earnings per share
from continuing
operations before
exceptional items
net pension finance
costs and fair value
remeasurements on
financial instruments

Finance costs - Exceptional items i Note 5
- Net pension finance costs [IAS 19)
- Fair value remeasurements on
financiat instruments (1AS 39)
Diluted earnmgs Exceptional tems Note @ ]

per share

Discontinued operations

Net pension finance costs {IAS 19)
Farr value remeasurements on
financial instrurments (145 39]
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Total finance costs before exceptional items, net
pension finance costs and fair value remeasurements
on financial nstruments s the net finance costs
adjusted for non-recurring one-off items, net
pension finance costs and fair value remeasurements
on financial instruments Net pension finance costs
are impacted by corporate bond yields, which can
fluctuate significantiy and are reset each year based
on often volatile external market factors Fair value
remeasurements are impacted by changes to credit
risk and various market indices which can fluctuate
significantly Also included in these iterns are far
value remeasurements on financial mstruments
resulting from hability management exercises

This relates to profit after tax before exceptional
items from continuing operations, net pension
finance costs and fair value remeasurements
attributable to owners of the parent divided by

the weighted average number of ordinary shares
inissue during the financial period

It excludes net pension finance costs and fair
value remeasurements on financialnstruments
Net pension finance costs are impacted by
corperate bond yiglds which can fluctuate
significantly and are reset each year based on
often volatile external market factors Farr value
remeasurernents are impacted by changes to credit
risk and various market indices, which can fluctuate
sigrficantly Alsoincluded in these items are fair
value remeasurements on financial instruments

resulting from hability management exercises
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Glossary continued

Closest equrvalent

APM IFRS measure

Adjustments toreconciie

to IFRS measure for reconciliation

Note/page reference

Dehmition
and purpose

Income statement
Tax measures

Effective tax Effective tax rate - Exceptional items and their Note & - Effective tax rate before exceptional items I1s

rate before tax impact calculated as total Inceme tax credit AAcharge)

exceptional items excluding the tax impact of exceptional items
drvided by profit before tax before exceptional
items This prowvides an indication of the ongaing
tax rate across the Group

Effective tax rate Effective tax rate - Exceptional items and their Note 6 - Effective tax rate before exceptional items,

before exceptional tax mpact net pension finance costs and fair value

items net pension — Net pension finance costs remeasurements on financial instruments s

finance costs and far (145 19) and their tax impact calculated as total Income tax credit /{charge)

value remeasurements - Fair value remeasurements on excluding the tax impact of exceptional items,

on financial instruments firancial instruments (IAS 39} net pensicn finance ¢osts and far value

and therr tax impact remeasurements divided by the profit before
tax before exceptional tems, net pension finance
B costs and fair value remeasurements.
Balance sheet measures -
Net debt Borrowings less - Net debt from Tesco Bark Note 30 - Net debt excludes the net debt of Tesco Bank

cash and related
hedges

but includes that of the discontinued operations
to reflect the net debt cbligations of the Retail
business Net debt comprises bank and other
borrowings, finance lease payables, net derivative
financial iInstruments. joint venture loans and other
recewables and net interest recewables/payables,
offset by cash and cash equivalents and short-term
investments Itis a Lseful measure of the progress
In generating cash and strengthening of the Graup
balance sheet position and 15 a measure widely

_used by credit rating agencies

Barrowings less
cash and related
hedges

Total Indebtedness

“Page 14 of the
Strategic report

Net debt from Tesco Bank

- Present value of future minimum
lease payments under non-
cancellable operating leases

- 1AS 19 deficit in the pension

schemes

'

Total iIndebtedness i1s Net debt plus the IAS 19 dehait
In the pension schemes (net of associated deferred
tax) plus the present value of future mmimum lease
payments under non-cancellable cperating leases
to provide an overall view of the Group's obligations
It1s an important measure of the long-term
obligations of the Group and 1s a measure widely
used by credit rating agencies

Total indebtedness Mo direct equivalent

ratio

- Consistent with
accounting policy

Page 153

Total indebtedness ratio s calcuiated as Total
indebtedness divided by EBITDAR It is a measure
of the Group's ability 1o meet its payment
obligations and 15 widely used by analysts and
credit rating agencres

Fixed charge cover No direct equivalent

- Consistent with
accounting pohcy

Page 153

Fixed charge cover (s calculated as EBITDAR divided
by the sum of rent expense and net finance cost,
excluding net pension finance costs. exceptional
items. capitalised interest and fair value
remeasurements on financial instruments

It 1s a measure of the Group's ability to meet

its payment obhgations and 1s widely used by
analysts and credit rating agencies

Cash flow measures

Cash generated
from operating
activities

Retall operating
cash flow

Tesco Bank operating cash flow  Note 2

- Discontinued operations

Retall operating cash flow s the cash generated
from operations of cantinuing operations,
excluding the effects of Tesco Bank’s cash flows

It 15 a measure of the cash generation and working
capital efficiency by the Retall business, recegnising
that Tesco Bank 15 run and regulated independently
from the Retail operations and a key measure to
demonstrate the recovery of the Retall operations
This is a key management incentive metnic

Cash generated
from operating
activities

Freecashflow

Net cash generated from/ Note 2
{used In) Investing activities and

the market purchase of shares

In relation to share schemes

Investing cash flows that ncrease/
decrease items within Group

net debt

Cash flows from major corporate
acquisitions and disposals

Free cash flow includes !l cash flows from operating
and investing activities. and the market purchase of
shares in relation to share schemes The following
items are excluded investing cash flows that
increase/decrease items within Group net debt.
and cash flows from major corporate acquisitions
and disposals This measure reflects the cash
avallable to shareholders

Retall free cash flow  Cash generated
from operating

activities

- Tesco Bank operating cash flow  Note 2
Retai net cash generated from/

{used I} invasting activities, and

the market purchase of shares in
relation to share schemes

Investing cash flows that increase/
decrease items within Net debt

Cash flows from major corporate
acquisitions and disposals

Retail free cash flow includes all cash flows from
operating and investing activities for the Retail
business, and the market purchase of shares in
relation to share schemes The following items are
excluded investing cash flows that increase/decrease
items 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

Ctherinformation

2018 2017
EBITDAR Notes £m _Em
Operating profit/(loss) from contmumg operations before exceptional items 2 1,644 1.280
Less Tesco Bank operating profit/{loss) before exceptional items 2 1731 (157}
Add Depreciation and amortisation 2 1,295 1298
Less Tesco Bank depreciation and amortisation 2 83) {118}
Add Retail operating lease expense” 3 1,015 1039
B 3,698 3,342
Total indebtedness ratio Notes 2018 2017
Net debt {£m) 30 2,625 3729
Add Defined benefit pension deficit, net of deferred tax (£m) 27 2,728 5,504
Add Discounted operating lease commitments (£m) 34 6,931 7440
Total indebtedness (Em) - o 12,284 16,673
EBITDAR (Em) o 3,698 3,342
Total indebtedness ratio B - 3.3 5.0
Fixed charge cover Notes 2018 2017
Net finance cost (Em) 5 533 765
Less Net pension finance costs (Em) 5 (162} ma
Less Exceptional foreign exchange losses on GBP short-term investments held in overseas entities (£m} 5 {38} {244}
Add Caprtalised interest (Em} 5 2 <]
Add Farr value remeasurements on financial nstruments {IAS 39) {£m} B 5 23 61
Net finance cost, excluding net pension finance costs, exceptional items, capitaligéd Tnterest and fair value o 358 475
remeasurernents on financial Instruments (IAS 391 (Em)
Add Retail operating lease expense (Em)* 3 1015 1039
1,373 1,514
EBITDAR (Em) 3,698 3,342
2.7 2.2

Fixed charge cover

* Group operating lease expense of £1018m {2017 £1 043m) inctudes £3m (2017 £4r] relating to Tesco Bank

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 dividend creditor less net assets of the
disposal group and non-current assets classified as held for sale

Enterprise Value
This 15 calculated as market capitalisation plus net debt

FTE
FTE refers to full-time equivalents

LPt
LP! refers to Limited Price Inflation

Market capitalisation
The total value of all Tesco shares calculated as total number of shares
muitiplied by the closing share price at year-end

MTN
MTN refers to Medium Term Note

Net Promoter Score (NPS)

This Is a lovalty measure based an a single question reguiring a score
between 0-10 The NPS s 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 which 15 the NPS

Return on capital employed (ROCE)
Return divided by the average of opening and closing capital employed

Return
Profit before exceptional items and interest after tax {applied at effective
rate of tax)

RPI
RPI refers to Retall Price Index

Total shareholder return

The notional annualised return from a share measured as the percentage
change in the share price plus the dividends paid with the gross dividends
remvested in Tesco shares This 1s measured over both a one and five year penocd
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Five-year record

Figures below reflect the latest pubhshed information For financial years prior to 2018, these figures represent the comparatives from the following years” financial
statements During 2017, the Group decided to sell its operations in Turkey Accordingly, these operations were treated as discontinued in 2017 The 2016
statistics have been re-presented to be consistent with 2017 Prior years have not been re-presented Korea was first classthed as a discontinued operation

In 2016 China was first classthed as a discontinued operation in 2013/14

The Group has determined new segments during the iinancial year Refer to Note 2 The Group had also determined new segments and defined new APMs
during 2016 Historicel data up to 2015 data for these new measures and segments has been presentad, but prior historc data has not

2014 2015 2016 017 2008
Financial statistics I£Em) i ‘" )
Sales
UK & ROI 38 228 37189 37692 38,650
Central Europe ' 6186 5 268 5.977 6.343
Asia ) 4497 4,447 5186 4947
Tesce Bank 1003 947 955 1.002 1051
Group sales" 49,853 47,859 49,867 50,991
Revenue i
UK & RO 45,082 43080 43,524 44,908
Central Europe ] ) 6.424 5 45) 6195 6,585
Asia T ) i 4492 4 447 5,186 4.947
Tesca Bank 1003 947 955 1.012 1,051
Group revenue o ) 63,557 56,925 53,933 55,917 57,451
Operating profit/{loss) before exceptional ltems™ ) )
UK & ROI 498 503 803 1,063
Central Europe ’ T ' @ 102 58 na
Asia ’ T 258 718 82 299
Tesco Bank 188 162 157 173
Group operating profit/(loss] before exceptional Items™ 940 985 1,280 1,644
Operating profit margin before exceptional items 1.7% O 1.8% 2.3% 2.9%
Operating profit/lloss)
UK & RO B o T " (6334} 597 519 1199
Central Europe T o (B6E) 1 190 212
Asia g7 203 231 277
Tesco Bank ’ - ) 53 61 77 149
Group operating profit/(loss) 2,631 (5,750 1,072 1,017 1,837
Share of post-tax profits/{losses) of joint ventures and associates &80 (13) @21 (107) 6)
Net finance costs ’ - T 432) 570 849 (765} 533
Profit/iloss) before tax T 2,259 (6,334) 202 145 1,298
Taxation (347) 670 54 {87) (306)
Profit/loss) for the year from continuing operations 1,912 (5,664} 156 58 992
Discontinued operations (942) 102} (1271 ma2 216
Profit/lloss) for the year 970 15,766) 129 54} 1,208
Attributable to - 7
Owners of the parent ) S 5740 138 140) 1.206
Non-controliing interests (4] (25} 9l {14} 2
Profit before tax before excep{ibnal items, net penslon finance costs and fair value - 518 509 781 1,282
remeasurements on financial instruments* B _
Other financial statistics
Diluted earnings/llosses) per share - continuing operaticns ) i 169 56lp 322p 0 81p 12 08p
Diluted earnings per share - continuing operations before exceptional tems net pension 57Cp 5 79p 730p 11.88p
finance costs and fair vaiue remeasurements on financial instruments™ ) i .
Dwidend per share™ 4 76p 116p - - 3.00p
Cash generated from Retall operating activities (Em) T 4807 1.860 2581 2278 2,773
Return on capital employed (ROCE)® ' i 13 6% 4.0% 62% 81% 10 9%
Total shareholder return® B 37% (95)% M 8% 75)% B.7%
Net debt (Empe 6.597 8.481 510 3728 2,625
Discounted operating lease commitments - continuing operations {(Em) 9.419 2.353 7.814 7,440 6,931
Pension deficit. net of deferred tax - Group (Em) T ) 2.559 3.885 2612 5504 2728
Total indebtedness (Em)* 18,575 21,79 15,536 16,673 12,284
Enterprise Value (Em)© T I 33597 28 415 20101 19,262 19,452
Group Retail statistics )
Number of stores® 7,305 6,849 6.733 6.809 6.966
Total sales area (‘000 sq ft )} i ) 109.572 95,81 91195 89.04 §7.990
Average empioyees N T 510.444 280,607 476.359 464,520 448.988
Average full-time equwaler{t employees (FTE) ) 391.868 362,370 351,280 342770 327,916
UK & RO1 Retall statistics B
Number of stores® - ’ T T 3m4 3o 373 3 3754
Total sales area (000 sq ft.)e T 45.300 45,946 45 253 43610 43,577
Average full-time equwalent employees G I 225,192 225.378 218,522 210,312
Revenue lexc fuell (per FTE - £) - ) ] T 169,757 165 007 172,486 183.775
weekly revenue (exc fuell (persq ft - £) T ) - 1581 15 68 16 31 17.05

< 53 weeks ®Dividend per share relating to the interim and proposed final dvidend ' See glossary for definitions @ Including franchise stores
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Shareholder information

Annual General Meeting 2018 (AGM)

This year's AGM will be held on Friday 15 June 2018 at the ICC Capital Suite,
3rd Floor of ExCel London, One Western Gateway. Royal Victoria Dock,
London E16 1XL The meeting will start at 2 00pm and registration will be
open from100pm

A separate notice convening the meeting has been sent to our shareholders,
which Includes details of the ordinary and special business to be considered
at the meeting A copy of the Notice of Meeting can be found on our website
www tescoplc com/investors

Managing shares cntine

Many of our sharehelders find that the easiest way to manage their shareholding
15 online by setting up a Shareview portfolo at www shareview co uk Thisisa
free, easy and secure service provided by the Company’s registrars, Equinit)

Some of the benefits of having a Shareview portfoho are

- moritor your shareholding,

- access shareholder information,

- elect to recewve sharehalder communications electronically

- vote on the resclutions at the AGM and any other sharehelder
meetings and

- keep your contact details up to date

For more information and to register for this service. please visit
www shareview co uk Registration can be completed within minutes
In Just four easy steps Please note. you will need your Shareholder
Reference Number

Dividend

Following the announcement on 4 October 2017 of the reinstatement

of the Tesco dividend an interim dividend of 1 0p per share was paid on

24 Novernber 2017 Shareholders will be asked to approve 8 final dividend

of 2 Op per share for the year ended 24 February 2018 at this year's AGM
Dividends are expected to grow from 2017 with the aim of achieving a target
cover of approximately two times earnings per share over the medium term

Dividends can be paid quickly and securely directly into your bank account
You may also choose to have your dividends reinvested in further Tesco
shares through our dividend reinvestment plan (DRIP) (terms and conditions
apply) To arrange either of these options, simply cali Equiniti on the number
provided cverleaf Alternatively, you can manage your dividend payment
choices by registering with Shareview at www shareview co uk

E-comms

We encourage our shareholders to accept all shareholder cemmunications
and documents electronically in place of receiving traditional paper copies
by post This helps us to reduce the environmental impact of cur business
and to reduce costs If you would ke to sign up to receive all future
shareholder communications electronically, please register with Shareview
by visiting www shareview co bk Once you have signed up, you will receive
an emall to let you know when shareholder documents become avallable
on our website, Including our annuai and interim financial results notices
of shareholder meetings and other shareholder documents

Tesco Share Account

We offer our shareholders a service to help them hold and manage their
Tesco shares In a safe and simpte 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 certifiicates. which
can be last or stolen and expensive to replace

The TSA alsc offers shareholders access to preferential dealing rates and
up-to-date market information through the Equiniti Share Dealing service

The TSA is a sponsered nominee service operated for Tesco by Equimiti
Financial Serwices Limited (Equiniti Financial) which s 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 a private register You remain the beneficial
owner of your shares and continue to have the right to receive shareholder
communications, vote at general meetings and to recewve any dividends
paid on your shares

It1s completely free to participate in the TSAand there are no annual
fees to pay lterms and conditions apply] 1f you would like 1o join the
TSA please contact Equiniti Financial on 0371 3284 2977 {or +44 121 415 7053
if outside of the UK)

Other information

Duplicate documents

Some of our shareholders hold multiple accounts on the share register
and therefore receve duphcate copes of sharehcider documentation
as aresult If you have been recewing duplicate copies of shareholder
documentation please contact Equiniti to arrange for your accounts
to be combined

Share deaiing service
Equiniti offer Shareview Dealing, which s a real-time telephone and internet
share dealing service in Tesco PLC shares avallable to ali UK residents

Further information about the Shareview Dealing service can be found
at www shareview co uk/dealing or by calling 03456 037 037 between
8 D0am and 4 30pm Monday to Friday

Flease remember that dealing fees vary between brokers and you
are recommended to check that you are being charged the most
competitive rate

Changes to personzal details
In order to avoid missing impertant correspondence relating to
your shareholding please inform Equiniti as soon as possible if

- you have recently meoved house, or
- there are any changes to your bank details

These changes can be made quickly and easily onhine via your Shareview
portfolio or you can write to Equimiti to conhirm your new and old addresses
Please remember to include your Shareholder Reference Number on

all communicatien

Share price information
Details of our current and historical share price data and other share price
tools are avallable at www tescoplc com/investors

ShareGift

tf you have a small shareholding which would cost more to sell than the
shares are worth you may wish to censider donating the shares to the
charity ShareGift (Regstered Charnity 1052686) a charity that specialises
In the donation of such shares for good causes There are no imphications
for Capital Gains Tax purposes on gifts of shares to charity Further
information about ShareGift can be found by visiting www sharegift org

or by calling 0207 930 3737

American Depositary Receipts (ADRs)

The Company has a sponscred Level 1ADR programme for which Deutsche
Bank Trust Company Americas acts as depositary The ADRs are traded in the
US where ane ADR represents three ordinary shares The ADR programme
confers the right to receve dividends in US dollars

ADR details o

Symool  TSCDV

cusip 881575302 -
Exchange _ o1Cc

Ratio 13 -
Effective Date April 01 1992

All enquiries relating to the ADR programme should be directed to

Tesco PLC

c/o American Stock Transfer & Trust Company
Operations Centre

620115th Avenue

Brooklyn

NY 11219 USA

Email DB@asthnancial com

Telephone Toll free +1-866-249-2593 (toll free from within US and Canada)
International +1-718-921-8137 (from outside US and Canadal

Website www adr db com

Corporate website

You can access the corporate website at www tescople com The Tesco PLC
corporate website provides useful information including annual reports
results announcements and share price data, as well as background
information about the Company and current 1ssues

Shareholders are encouraged 1o s1gn up to receve email notification of
results and press announcements as they are released by registering at
www tescoplc comsinvestors/regulatory-news,/regulatory-news-email-alerts
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Shareholder information continued

Shareholder security

Inrecent years Tesco PLC has become aware that its sharehelders have receved unsolicited phone calls or correspondence concerning investment matters
These are typically from overseas based ‘brokers  who target UK shareholders, offering to sell them what often turn out to e worthless or hugh nsk shares in
US or UK investments These operations are commonly known as "boiler rooms’ These 'brokers’ can be very persistent and extremely persuasive Shareholders

are advised to be very wary of any unsolicited advice, offers to buy shares at a discount or offers of free company reports Detalls of any share dealing
facilities that we endorse are included i our mailings and on our website

If you recewve any unsolicited investment advice

- make sure you note the correct name of the person and the organisation and make a record of any other information they give you.
- check the Financial Services Register by visiting http //register fca org uk to see f the person and irm contacting you are authorised by the FCA
- search the st of unauthorised firms to avoid at www fca org uk/consumers/unauthonsed-firms-individuals and

the Consumer Helpline on 0800 1116768

Informaticn an the latest investment scams can be found at hitp //scamsmart fca org uk/warninglist

Share register analysis

report the matter to the FCA using the share fraud reporting form at www fca org uk/consumers/report-scam-unauthonsed-firm or by caifing

As at 24 February 2018 the Company had 8,192,116 619 shares in 1ssue (25 February 2017 8 174.932 553) and 254.249 registered holders of Qrdinary shares
(25 February 2017 270 372) Shareholdings are analysed below

Breakdown of shareholdings overall

Breakdown of shareholdings with over 5,001 shares

Number of % of 1ssued Number of % of issued
Range of sharenholding haldings share capital Range of shareholding holdings share capltif_
1-500 155,129 . 0 25% 5.001-10 000 11966 102%
501- 1000 B 25541 023%  10001- 5000 8,654 197%
1.001-5.000 51.21 147% 50.001-100.000 614 0 51%
5001+ 22,368 98 05% 100 Q01 - 500,000 554 156%
Total 254,249 100.00% 500.001 - 1,000,000 158 i 136%
1.000.001- 5000000 F 738%
5.000 001+ B 160 B 84 25%
Total 22,368 98.05%
Number of
Number of % of total Qrdinary % of Issued
Category of sharehalders - __ shareholders _shareholders shares _share capial
Private - 14784z 97 48% 437489608 534%
Institutional and corporate B 6 407 252% 7 754,627 01 94 66%

Useful contacts

Tesco PLC Registered Office
Tesco House

Shire Park

Kestrel Way

Welwyn Garden City

AL71GA

lnvestor Relations

Investor Relations Department
Tesco House

Shire Park

Kestrel way

Welwyn Garden City

AL71GA

Telephone +44 (0} 1707 912 922

Registrars

Equimti Lmited
Aspect House
Spencer Road
Lancing

West Sussex
BN3g 6DA

Telephone (UK) 0371384 2977
{Qutside UK) +44 (01121 15 7071
Calls are charged at national rates
Calls from a mobile device may
Incur network extras

Website www equiniti com

Group Company Secretary
Robert Welch

Corporate Brokers
Barciays Bank PLC
Citigroup Global Markets Limited

Independent Auditors
Deloitte LLP

General Queries
Switchboard +44 {0} 1992 632 222

Website
www Lescoplc com

Financial calendar 2018/19

24 February 2018 3 October 2018 23 February 2019
Financral year end Interim results Financial year end
201718 announcernent 201819
February June October January February
2018 2018 2018 2019 2019

15 Juneg 2018

Q1 Trading Statement

and Annual General Meeting

22 June 2018

Proposed payment date for final dvidend

Flease note that these dates are provisional and subject 1o change
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January 2019
Q3 and Chnstmas
Trading Statement
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