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. Tesco at a glance

Strategic report

As a leading retailer, our 440,000" colleagues
serve around 80 million customers every

week, in more than 6,800

2
£51.0bn"“

Group sales
12Z0N6/17 £49 Ibn}

(b)

£57.5bn"

Statutory revenue
(2016/17 £55 9bn}

..
1.88p"

Diluted EPS pre-exceptional items,
I1AS 19 finance costs and IAS 39 fair
value remeasurements

(201617 7 30p}

B
£1,298m"

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

£(2.6)bn™

Net debt
(2016/17 £(3 7)bn)

3.0p

Dividend per share
(2836/17 O OpR)
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stores and online.

£1,837m"

Operating profit
2016/17 £1.017m)

..
£2,773m’

Retail oparating cash flow
(2016/17 £2.278m)

A
£1,644m"*

Group operating profit before
exceptional items
(2016/17 £1,280m)

]
12.08p

Statutory diluted EPS
(2016/17 0 81p)

A Alternative performance measures (APM)

Measures with this symbol A are defined in the Glossary
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Introduction

Serving
shoppers

a little better
every day.

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

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

Tharks to these efforts. our offer 1s more competitive, and maore customers
are shopping at Tesco as a result

At the same time. we are also focused on new opporiunities for growth
Most significantly, our merger with Baoker 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
an our medium-term ambitions - our six strategic drivers.

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

Tesco 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.tescople.com/ar2018
to hear more from John Allan

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

The management team has bullt solid foundations
- and cperating profit before exceptional items
for the Group 1s up 28 4% to £1644m

(2016417 £1 280m). with statutory profit before
tax of £1,298m (2016/17 £145m}

This greatly i/mproved performance has also
allowed us to make a return to payng dvidends
for the first time since 2014

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

So itis from this strong position that we also lock
ahead to the new opportunities presented by ocur
merger with Booker Group

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

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

to the combined Greup Bringing together
knowledge and skills from across retall and
wholesaie 15 both allowrng us to trial innovative
new concepts and to move faster with existing
strategies for example in rapidly growing the
fresh food offer avallable to Booker's customers

Strategic report

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

Charles has been appointed to the role of CEO
for our retail and wholesale operations in the
UK & ROI, 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 our
business will benefit greatly from their talents

1 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 dediceted
significant time to overseeing the merger process
as well as continuing its close involvement in
matters of strategy

The Board has also supported the development
of our corporate responsibility strategy for the
Group, which cutminated in the launch of the
Little Helps Plan in October 2017

The plan sets cut how we will make a positive
contribution to our ¢colleagues, customers and
communities - as a sustanable business that
also takes a lead on issues of societal importance
such as health and tackiing food waste

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

Finally, | would 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 Almost a quarter of our most
senior leaders began ther careers In stores and,
as | travel arocund our business, | am constantly
impressed by the calibre and experience of the
colleagues | meet from avery civerse range

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

It1s 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

1am confident that the Board and management
team have the right plans in place to build from
that platform and continue to grow

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

John Ailan
Non-executive Chalrman
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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.tescople.com/ar2018
to hear more from Dave Lewis

This has been another sigmificant year for
our business

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

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

We have seen nine consecutive quarters of sales
growth in our cere UK business. with Group sales
up 2 3% for the year Group operating profit
before exceptional tems s up 28 4% to £1.644m
(2016/17 £1,280m), and we are generating more
cash - with Retal operating cash flow up 217%
to £2 8on (2016/17 £2 3bn)

We are also making good progress towards the
margin ambition we set out n October 2016 with
Group aperating margir reaching 3 0% o the
second half of the year At the same time, we have
strengthened our bafance sheet, with Net debt
down 29 6% to £2 6bn (2076/17 £3 7bn}

The external environment remains chafienging
cansumers are feeling the impact of economic
uncertainty, and the pressures | descnbed in last
year's Annual Report, such as business rates in
the UK and competitive market conditions in
Central Furope. have not eased

] Tesco PLC Annuat Report and Friancial Statements 2018

Hawever, the journey we are on to simphfy and
Bgrow our business puts us in a streng position
to deal with these chalienges By keeping our
focus. we are creating value for our customers.
colleagues. suppliers and shareholders

Customers

We are helping customers in the areas that
matter most to them, and bringing them more
sustainable affordable, heaithy food

As aresult. our net promoter score has increased
by & points as more customers recommend Tesco
as a place to shop loyaity 1s growing, and in the UX
260,000 more shoppers are shopping at Tesco.

Inthe hrst half of the year we 100k & strategic
decision to protect our customers and hold back
thenflationary pressure we were seemng in the
rest of the UK market

We've also tooked at other ways to add value
for cur customers, with a series of little helps
through the year, including

- covering the cost of the 'tampon tax’ orn
waormen’s sanitary products in the UK,
- remaoving barriers to eating heaithiy vath our
‘ittle helps to heaithier iving' campaign in the
UK and taking 4.100 tonnes of sugar cut of our
Own Brand soft drinks in Centraf Europe
taunching our Clubcard app h Thailand, making
it easier for customers o manage their points,
passing on an Interest rate increase to savers at
Tesco Bank. foliowing the Bank of England's
base rate rise in November, and
running regular ‘weekly Little Helps' in the UK,
helping customers save money on everything
from fresh food to fuel

v

)

i

As a business with food at our heart 1mproving our
Own Brand food ranges s & particularly important
part of our plans This year we have relaunched
many of these ranges - bringing our custormers

the best quality products at the very best prices

We have Jooked at each of the three tiers of our
Own Brang offer - ‘good’. ‘bettet” and ‘best’ - and
are strengthemng some brands, ke our Tesco
core range. and redesigning others, like Tesco
finest* Where our customers want the best value,
without any compromise on quality, we are adding
to aur range of entry-level brands that are
axclusively avarlabile at Tesco

New brands we have launched for Tesce
customers Inciude prepared meais. pasta and
sauces from the Hearty Food Co and bakery
products from H W Nevili's As part of this work
we have already relaunched 1.300 products in the
year, with thousands more te folfow - and our
brand perception measures of guality and value
have both increased

Collsagues

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

This year we ahnounced a 10 5% increase in
nourly pay for our UK store colleagues over the
next two years, and our Colleague Bonus Plan
connbnues to reward colleagues in the UK for
their contribution to our turnaround
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Some of the changes we have made to simplfy
our business have had a significant impact on
colleagues. including the closure of our Customer
Engagement Centre in Cardiff, and changes to our
operational structures in stores. and | am grateful
for the prefessionahsm and integrity of our
colleagues at these difficult times

Cwer the summer, we also began to move Lo a new
service model in our offices in the UK, followed by
similar changes in Central Europe. in order to
simplify the way we organise ourselves, reduce
duplication and cost. and invest in serving
shoppers better

In a simpler business, It’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
nthe UK aswell as runming a Career Academy in
our That business for around 150 students

We're also committed to buillding a team which 1s
diverse. and reflects the communities we serve
We continue to develop an inclusive culture

at every level of our organisation, helping our
colleagues with the flexibility. skitls and reward
they need to get on

Suppliers

With our suppliers we are building 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

More detail on our performance. including
statutory resufts. can be found in our
Financiai review on page 12

Better.

In our mast recent anonymous Supplier Viewpaint
survey, B3% of our UK & RO suppliers say they
are treated fairly, and 94% say we pay promptly
- and for the second year runming. we topped the
independently-run supplier Advantage Survey

By growing our business with our clesest product
partners we have been able ta launch new and
exclusive products for our customers. and
supperi our suppliers to invest ininnovation
This year we have worked with our partners

1o launch new products including our Wicked
Kitchen vegan range in the UK, Eat Fresh produce
trand in Malaysia. and an extended Free From
range in Central Europe

One example of particularly close partnership s
our Tesco Sustainable Dairy Group, which has now
pard an extra £300m to farmers above the markey
pnice of milk since 1t launched - helping them to
manage the volatility in milk price experienced

by the dairy industry The group also incentivises
our farmers to focus on quality, sustainabiity and
proeductivity - and following this success, we have
set up similar groups for other agncultural products
wncluding potatoes. lamb, poultry and epgs

i'm also pleased that 25 of our largest food
suppliers have agreed 1o join us In tacking food
waste, by committing 1o Largets on waste,
publishing their data, and acting ta stop good
food going to waste

Shareholders

With our business growing again we resumed the
payment of dividends 1o our sharehoiders this year
- after a three-year absence while we stabiised
our business

We remain firmly on track to delver the medium-
term ambitions we set out in October 2816 to

6 Tesco PLC Annual Report and Finanoial Statements 2098

reduce our costs by £1 5bn. generate £9bn
of retal cash from operations and improve
operating margins to between 3 5% and 4 0%
by 2019/20

By maintaining a disciphned approachto capitai
and further reducing our debt - already down
from £48 Sibn 1n 2014/15 1o £{2 B)bn today - we
can continue to strengthen our balance sheet
and return to investment grade credit metrics

Our underlying philosophy for creating sustainable
value for shareholders places increasing focus

on cash profitabiiity, free cash flow and

earnings growth

An important driver of this growth will come
from the benefits of our merger with Booker.
which we completed on 5 March 2018 The
combined business allows us Lo access new
growth areas, and provide food wherever itis
prepared or eaten - in home' or "out of home’

As a result of the mergear, 1 am also delighted to
welcome Charles Wilson to the Executive team
and Board as our UK & ROI CEQ, responsible for
both retail and wholesale

A sustainabfe business
Itrs critically important that as qur business delvers
prowth. we do so in a way which is sustainable

in October 2017 we published our Litife Helps
Plan. which sets out how we wili

- create a business where colleggues can get
on, whatever their background

- help our customers make healthier chorces
and enfoy good quality. sustamabie products
at affordable prices. and

- heip make sure 1o food that could be eaten
s wastea ariywhere i our supply chain



Best.

We have made good progress in al! of these areas
this year, and you can read more on pages 15
to 21 of this report

I'm particularly proud of our efforts to stop good
food going to waste - in the UK we have donated
13 milhion meals trom surplus this year to help
feed people in need. with a further 2 milhon
and 25 million meals from our businesses in

the Republic of Ireland and Central Eurcpe
respectively

Looking ahead

With our business focused on growth we wiil
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 te deliver the
substantial synergies that our merger with Booker
unlocks bringing benefits to consumers and
colleagues creating a wider market opportunity
for our suppliers 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 Fam
grateful to every colleague in our busingss for
everything they have done to keep serving
shoppers better

1t 1s their dedication and talent which drives all
of our 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 two
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 7,000 suppliers

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

We will delight consumers with better avallability of quality food at attractive
prices across retall and eating out locations, and serve better the faster
growing ‘out of home” focd market

we will help Independent retallers, caterers and small businesses by further
improving choice, price and service. with enhanced digital and delivery
service cptions

And for our supphers we will create a broader maerket opportunity, with
strong growth prospects and a clear opportunity to develop better own
brand and fresh ranges

As our two businesses join farces we are already beginning to deliver
benefits Importantly there s ne lengthy integration process 85 we want
to keep the complementary skills of retail and wholesale In our business.
and start accessing growth opportunities as guickly as pessible

For example our trial of a new Chef Central format 1s well underway with
a first store in Bar HiIl' Cambridge seliing products in bulk to professional
caterers and the public alongside our existing Tesco Extra store And, where
It's right for our customers we are offering catering-format products in a
nurmber of Tesco §10res too

These are just the early stages of the many exciting opportumties in front

of us As we look ahead our combination of businesses uniguely positrons
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
hrand

A strong and differentiated brand creates
long-term value for every stakeholder in our
husiness Qur purpose to serve shoppers a little
better every day 15 at the heart of what our brand
stands for

Qver the last year we have continued to builld
trust, and have seen a 5 point improvement
in customer recommendations of gur brand

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
ara exclusive to Tesca. such as our Hearty Food
Co ready meals. and our Fox & lvy homeware

Food gualty s a particularly powerful driver of
supermarket choice, so strengthening customer
perceptions of our food is a prionty Our Food
Love Stories campagn has continued this year,
celebrating the food our customers love to make,
for the people they love - and helping Increase
customer perceptions of gquality at Tesco. up 27
pamnts year-or-yedar

But the way customers feel about our brand is
defined by more than just our products 1t's alse
about how we respond to the 1ssues that matter
to them. fram 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 fat. salt and sugar and recorded our
highest ever score for customers saying that
Tesco helps them lead healthier lives

2.

Reduce operating costs
by £1.5bn

Wwe continue to simplify our business and reduce
costs. with in-year savings of £594m - and £820m
of savings to date towards our £1 Bbn ambition

We have reviewed every aspect of our operation
o identfy opportunities for savings - witha
particular focus on our store operating model
where we have delivered £541m of savings
fogistics and distribution, with £104m of savings
and goods not for resale. where we have made
savings of £174m

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

We have also simplified the shopping experience
for customers at the same time as reducing
costs, for example by increasing availability of our
Scan As You Shop self-scan handsets - nown
over 500 UK stores and beginning to roll out in
Central Europe ~ and making till receipts optional
in our smalier stores, which has generated savings
of around £3m

We have alsa made strong progress \n reducing
the costs of procuring goods and services not
for resale finding synergies across the Group

In particular, we have improved our services in
faciities management. freight and media services,
while also delvering savings of £50m
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3.

Generate £9bn cash
from operations

Qur focus on free cash generation continues,
and Retail cash generated frorm operations
increased by £485m to £2.773m thes year. driven
by improved profitability and strong working
capital management

One example of our work 1sin reducing
stockholding by improving the way we receve
deliveries from our suppliers

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

of products from supplhers whenever we can

- witich sometimes means ‘rounding up’ an order

However, by analysing our orders forensically.
we have been able to sort stock between trucks
and identify where we can eliminate a truck
This removes unnecessary [ourineys for our
supphers and allows us to take out unnecessary
‘rounded’ stack

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 achieve our 3 5% - 4 Q% margin 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, mix and
cost-effectiveness in our business. Group
operating margin far this year was 2 9%

- up 57 basis points

InAsia our margin has grown to 6 0%, as we
have stepped back from unprofitable bulk selling
in Thalland 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 profitability

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

5.

Maximise value
from property

Qur property portfolic across the Group 1s
sgnificant and we are looking at opportunities
to better use our space for the benefit of
customers while also releasing value where
1t's the right 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 propertion of freehold property in the
UK & ROI from 41% to 52%

Inthe UK we are exploring a small number

of opporturities to work with a third-party to
re-develop our store sites in high-value locations
Qur Hackney store in London 1s one such example
where we have sold the site for a mixed-use
development - allowing us to release value. while
still retatning a store on the new site and with
continuity of trade throughout

We can also create value for our customers by
USING SPACce 1N New ways, s we repurpose space
in our larger stores - and this year, we have

repurposed 11m sg ft of space In Central Europe.

we have worked with partners to bring 2 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 Decathlon

Strategic report

6.

Innovation

Ta serve our shoppers a Iittle better every day
it's iImportant we listen and respond to ther needs
with innovation across every aspect of our offer
and a strong pipeline of 1deas 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 eryngi mushroom
‘bolognese’ The range responds to increasing
demand far vegetanian and vegan food. and since
its 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 retailer in the UK to offer same-day
grocery deliveries nationwide and in London

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

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

Tesco PLC Annual Report and Financial Statements 2018 9



Our business model! and Big 6 KPIs

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.

10

Customers

Tesco exssts to serve customers -
listening to them and acting on what
15 most iImportant. however they
choose to shop with us

Reinvest

QOur focus 1s aiways 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
maere our sales improve, the more we
can reinvest in further improving
the shopping trip

Channels

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

Tesco PLC Annual Report and Financial Statements 2018

Product

we bulld close and mutualty-benefical
relationships with our supphier
partners, to source the best possible
products that meet and anticipate
customers’ needs



Grow sales

£51.0bn

Group sales
(201617 £43 8bn)

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

Deliver profit

£1,644m

Group operating profit
before exceptlonal items
2016717 £1 280m)

Group operating profit before exceptional items increased
by 25.9% at constant exchange rates, with Group operating
margmn reaching 3 0% in the second half of the year

Improve operating cash flow

£2,773m

Retall operating
cash flow
(2016/17 £2 278mI

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

B Alternative performance measures (APM)

Strategic report

Customers recommend us
and come back time and again

12pts

Group net premoter score
(2016417 7pts)

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
(2018617 48pts)

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
{2016/17 77%)

We are committed to strong partnerships with our suppliers, built
on open. fair and transparent relationships Cur supplier feedback
score remains at a high level, despite inflationary challenges

Measures with this symbol A are detined i the Glassary section of the Annual Report on pages 150 1o 153

4

" Reported on a continuing operations basis (excludes Turkey) Growth 14 at constant exchange rates ona comparable days basis
Reported on a cantinuing operations basis texcludes Turkey] Growth s at actual exchange rates

' Net Promoter Score {(NPS} equals “fans (those s¢.onng 9-10 out of 10} minus critics (those scoring 0-6) on an 1 point scale question of 0-10

Based on our Internal "what Matters To You? survey Chart shows the moverment in 'Great place to work

Based on the guestion ' Overall how satished are you with your experience of working with Tesco? 10 our 5 applier Viewpoint survey

Tesco PLC Annual Report and Francial Statements 2018 n



Financial review

Another year of strong progress.

‘This was another strong
performance for Tesco, with profits
ahead of expectations and a solid
improvement in cash generation’
Alan Stewart
Chief Financial Officer

Visit www, tescople.com/ar2018 to fing PDF
and Excel downloads of our financial statements
Group results 2017/18

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

24 February 2018 change change
(Constant {Actual

On a continuing exchange exchange

operalons basss 201718 20617 rates) rates)

Group sales £50,991m £49,867m D.6% 2.3%

{axc. VAT, exc. fue)™

Fue) £8,500m £6,050m 7Y% 4%

Revenue £57,49'm  £55,917m 1.3% 2.8%

{exc. VAT, inc. fuel)

Group operating £1,644m £1,280m 25.9% 28.4%

profit before

exceptional items® o

UK & ROI £1.053m £803m  303% IN%

Central Europe £19m £58m B97% _ 1052%

Azia £299m £262m 768% 141%

Tesco Bank £173m £15fm  102%

Inciude exceptional £193m £(263Im

items o

Group operating profit €1,837m £1,017m 76 6% 80 6%

Group profit before tax £1,282m £78Im 841%

before exceptional

items. 14513 finance

costs and IAS 39 fair

value remeasurements _ o o

Group statutory £1,298m £145m 755.2%

profit before tax - -

Druted EPS before 1 88p 730p

exceptional itemns,

IAS 19 finance costs

and 1AS 39 far value

remeasurements

Diluted EPS 12 08p 08lp .

Basic EPS 1212p  O8ip o

Dividend per share 3.0p ~ o

Capex® £1.1on £1.2bn B

Net debt@*! £(2.6)bn £(3.7bn o

Cash ganerated fram £2.8bn £2.3bn

retail operations'®

“ Group sales exclude VAT and fuel Sales growth shown on a comparable days basis

' Excludes exceptional items by virtue of thew size end nature norder toreflect
management’s view of the performance of the Group

= Capex 15 shown excluding praperty buybacks

@ Net debt and retau operating cash flaw exciude the impact of Tesco Bank in arder
to provide further analysis of the retail cash flow statement

“' Net debt ihcludes both continuing and discontinued operations

The definition and purpose of the Group's aiternative performance measures
which includes like-far-ike sales are defined on pages 150 16 153 A detaded
analysis of discontinued operabions can be foundin Note 7

This was another strong performance for Tesco with results ahead of
expectations. We grew sales by 0 6%, excluding VAT, excluding fuel. at constant
exchange rates and expernenced hike-for-iike sales growth of O 7% Group
operating profit before exceptional items was £1 644m, up 28.4% on fast
year as we significantly strengthenad our profitatyifity, remaiming firmly on
track to deirver our medium-term ambitrons Qur statutory profit before tax
increased to £1.298m nciuding £155m of exceptional items We gerierated
retail operating cash flow of £2 8bn, up 21 7% on last year. driven by the
strong impravement in our operating proht We reduced net debt
lexcluding Tesco Bank} by 29 6% to £{2 6)bn
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we are well placed to deliver our ambition of a Graup operating margm
af 3 5%-4 0% by the 2019/20 financial year This ambition is underpinned
by six strategic drivers, including the £1 bbn operating cost reductions
which we are on track to securg, having delivered cumulative savings

of £820m to date

Reflecting our improved performance and confidence in future prospects
the Board has proposed the payment of a 2 0 pence per share final dividend
following an from the interim dwidend of 1 O pence per share We expect
dividends to grow towards a target cover of around two times éarnings

per share over the medrum term

Segmental results

UK & ROA
Year—on—year Vear—on-year
change change
{Constant (Actual
On a continuing exchange exchange
operations basis 201718 2016717 rates) ratest
Sales £38,650m £37,692m 2.2% 2.5%
lexc. VAT, exc. fuel) B
Like-for-like sales 23% 09%
(exc VAT, exc fuell o _
Revenue £44,908m £43,524m
(exc. VAT, inc. fuef)
Revenue includes fuel £6,258m  £5832m B
Operating £1,063m £803m 30.3% 3%
profit before
exceptional items o o
Operating profit 2 33% 184% 48bp 50bp
margin before
exceptional tems _ o
Operating profit £1,199m £519m

n the UK and the Republic of Ireland {ROV) like-for-like sales grew by 2 3%
Inthe UK hke-for-like sales growth of 2 2% includes our ninth consecutive
guarter of positwe performance despite anongaing drag of 10 4)% from
general merchandise as we take action to de-emphasise Certan categories
We delivered a consistently strong performance in fresh food outperforming
the market in volume terms During the fourth quarter we experienced some
distribution-related disruption. folfowing the administration of Paimer

& Harvey, resulting In lost tobacco sales across December Oespite these
chalienges, which are now behind us we continued to defiver positive sales
momentum through the fourth quarter

Market conditions have remamned challenging with continued cost price
inflabion We have worked hard with our supphier partners throughout the
year to mitigate price increases wherever possible. and made a significant
investment in the first half to further nold back inflatien and protect
customers We have continued to reduce promotional participation ovear
the year, focusing instead on consistently offering the best value for
customers on all of our products

Qur 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

10 000 own brand products across our entry, core and finest* ranges.
with the inmial focus on ready meals and ltalian products Our 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 refing our
general merchandise range, reducing SKUs by 16%, as we focus on categories
with more sustainable profitability We have delivered 2 7% sales growth in
our horne category. following the launch of our new own brand Go Cook and
Fox & vy ranges. These new brands have driven a 14% and 20% increase in
customers to our cock and homeware ranges, respectively Clothing
performed well during the year with like-for-fike sales growth of Z 6%,
reflecting the strength of the F&F brand and quaiity of our range

All store formats and channels have achieved like-for-like growth, with our
large store business growing at 1 9% and our oniine grocery sales growing
51% with both higher order numbers and increased average basket size

In ROL hke-for-like sales grew by 2 7%, mmproving steadily throughout the year
as customers responded well to an even more competitive price position
The mam driver of growth was a 4 2% increase in volume, ahead of market
volume growth Fresh food volumes were particularly strong, growing by

5 2% year-on-ygar



Qur full-year UK & ROl operating profit before exceptional items was
£1053m. up 311% on last year Qur efforts to reduce operating costs and
improve efficiencies across gur store estate and head office have delivered
a significant increase In profitabiity particularly during the second 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 7 6%

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

selectively, particularly In general merchandise, has aided margin expansion Tesco Bank
Year-on-year
Central Europe 2017718 216/17 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
Qn acontnuing exchange exchange - - o
operations basis 2017/18 2016/17 rates) rates) Operating profit £149m £77m 93.5%
Sales £6,343m  £5,977m 1.6)% 61%  Lendingto customers £11,522m £9.961m 15.7%
{exc. VAT, exc. fuel) Customer deposits £9,245m £8.463m 92%
Like-for-like sales 0.3% 0 9% Net interest margin 3.9% 4 0% 0 1%
lexc VAT, exc fuel) _  Risk asset ratio B 19 3% 200% 0%
Revenue £6,585m £6.195m
lexc. VAT, inc. fuel) 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 i1ts product
Operating £119m £58m "89.7% 105.2% and service offering to customers delivering growth of 4 1% 1in active
profit before customer account numbers across its primary preducts During the year,
exceptlonal items we completed the roll-out of Tesco Pay+ the Group's digital wallet offering
Operating profit 181% 0 94% 86bp 87bp to every one of our stores in the UK In July 2017, we celebrated the fifth
margin before anniversary of the launch of our mortgage product. which has now reached
exceptional items - B £3 0bnin balances
Operating profit £212m £190m

In Central Europe hke-for-lke sales increased by O 3% despite competitive
market conditions OQur focus on improving the quality 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 declines in general
merchandise and clothing Our convenience formats delivered positive
Itke-far-like growth across ail countries We have continmued to exit from
unproftable stores in the region with 28 store closures contriputing to
an overell sales reduction of (1 6)% at constant exchenge rates Legislative
changes in the region are affecting our business, with Poland phasing in
& gradual ban on Sunday trading from March 2018 which takes complete
effect by 2020

Central Europe operating profit before exceptional items was £119m. up
£61m 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 improve our customer offer In the first half of the year
we opened a new distribution centre in Galanta, Slovakia serving all four
countnes and benefting from the best local practices in the regien. The
resulting benefits of more effective stock management combined with our
other efferts 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 acontnuing exchange exchange
operations basis 201718 _ 2018417 rates) __ ratesi
Sales £4,947m £5,186m 19.4)% (4.4)%
lexc. VAT, exc. fuell .
Like-for-like sales (10.0)% 18%
{exc VAT exc fuel)
Revenue £4,947m £5,186m
{exc. VAT, inc. fuel)
Revenue includes fuel - - 7
Operating £299m £262m 7.6% 14.1%
profit before
exceptional items o -
Qperating proft 6 04% 504% 96bp 9%bp
margn befare
exceptional items - B o o
Operating profit £277m £231m

In Asiz. our previously announced decision to withdraw from unprofitable
bulk selling actwities in Thalland and scale back mass couponing contributed
to & {10 Q1% dechne in like-for-like sales Adjusting for this impact underlying
like-for-like sales in the region were down (1 01% largely reflecting the
defiationary effect of lowering our fresh food prices fer 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 portfolio versus
22% last year Inaddition Money Services products such as cur Travel Money
offer have performed well overall as the Group continues to enhance the
product range and expand the customer base Exceptional items of £(24)m
relating to Tesco Bank include an increase 1n the prowision for customer
redress and a credit received Tollowing 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 hquicity and capital perspective with a risk
asset ratio of 19 3%

Exceptional items in operating profit

2017/18 2016417
Net restracturmg and redundancy Ccosts £(102)m £0199)m
Net impairment reversal/lcharge) of non-current £53m £Bim
assets and onerous lease provisions o
Provision for customer redress B £(28m £{45im
Intercnange settlement ) - ESTm
Investment disposal £124m -
Property transacticns ) £79m £165m
Disposal of opticians business £38m -
Amounts provided and released in relation - £25m £{235)m
to SFO and FCA obligations B
fc;ta—egc—e?:tional items in operatiag_pmréfit £193m £(263Im

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

of the performance of the Group In the current year the net effect of
excepticnal tems on operating profit 1s £193m

Net restructuning and redundancy charges of £(102)m relate principally to
structural changes to cur business to simplify our operating model within
stores and head office

The net imparment reversal of non-current assets and onerous iease
provisions of £53m nciudes a net reversal of £185m in property glant and
eqguipment and imvestment property, a net £{24ym ¢harge in software and
other Intangble assets and a net charge of £108)m of onerous lease provisions

Provision faor customer redress of £(24)m relating to Tesco Bank includes

an increase of £{35Im in the provision for Payment, Protection Insurance {PPI),
partially offset by a £1m Consumer Credit Act (CCA) prowvision release and a
credit of £10m received following the conclusion of negotiations with a thirg
party inrespect of previously recognised customer redress

The investment disposal proht of £124m reflects the sale of our remaining
minonty stake in the Lazada e-commerce platform completed during the
first half The sale of our opticians business in the UK & ROl toVision Express
resulted in a £38m gain on disposal

Tesco PLC Annual Report and Financial Statements 2018 13



Financial review continued

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

Inthe prior year, we took an exceptional charge of £{235)m in respect

of the Deferred Prosecution Agreement {DPA) between Tesco Stores
Uimited and the UK Serious Fraud Office (SFO) regarding historic accounting
practices and an agraement with the UK Financial Conduct Authonty (FCA)
of a finding of market abuse In relation to the Tesco PLC trading statement
announced on 29 August 2014 Included in this charge was £(86im for the
Sharehoider Compensation Scheme With the Compensaticn Scheme

now being closed to new clamants we have released £25m of the amounts
provided Outstanding ¢claims submitted before the 22 February 2018
deadline are still being procassed

Jaint ventures and assoclates, interest and tax

Joint ventures and assoclates

Our share of post-tax losses from joint ventures and assocrates before
exceplional items was E{6m. an improvement of £24m vear-on-year due
to reduced losses recogrised in Gain Land our joint venture in China
There were no exceptional iterms this year relating 1o our share of
post-tax losses from joint ventures and associates

Finance income and costs

o o 201718 2016/17
Interest payable on medium term notes £{363Im £434m
loans and bonds

Interest receivable on associated dervatives £31m £6rm
Net interest on medwm term notes, loans and bonds £(332m £laz8m
Other interest racewvable and similar income £44m  £42m
Other finance charges and interest payable £(700m £(88)m
Capitalised interest £2m £6m
Net finance cost before exceptianamrges. E£(356)m £l4E9m
1AS 19 net pension finance costs and JAS 39

fair value remeasurements

IAS 39 farr value remeasurements £23m £61m
I1AS 19 net pension finance costs £NB2im £M3m
Exceptional charge - translation of Korea proceeds FI38m £(240m
Net finance costs £{533)m £(765Im

Net finance cests before exceptional charges, 1AS 18 net pension finance
costs and 1AS 38 fair value remeasuremeants reduced by £113m year-on-year
1o £(366im This 24 1% decline year-cn-year was mainly driven by a net £96m
reduction in interest on interest-bearing habilities Debt matunties totalled
£1 4bn during the year and we alsc undertook £1 3bn of bond tenders in
two separate hability management exercises These bond tenders during
the year contributed to £23m lower Interest costs and we expect an
associated reduction in interest payable of ¢.£50m on an annualised basis
In cash interest terms, we were heiped by a favourable timing benefit of
£55m an our largest sterling-denominated bond, for which no annual coupon
payment was made during the year owing to the timing of our year-end date

Net hirance costs. which include non-cash items. ware around 30% lower
year-on-year Far value remeasurements are largely driven by changes in
the market assessment of credrt risk and varwous market indrces wich can
fluctuate signihcantly

Net pension finance costs increased by £{4%)m year-on-year driven by a
mgher opening pension deficit part offset by a lower opening discount rate
Net pension finance costs are calculated by multiplying the opening deficit
by the opening discount rate each year For 2018/19, they are expected to
decrease to ¢ £195im as the impact of 2 higher opeming discount rate 1s
more than offset by the year-on-year reduction in geficit

The exceptional charge of £{38)m relating to the translation of the remaining
proceeds from the sale of our business i Korea will not anse again since
the funds have now been maved to & Stering denominated entity withm
the Group The proceeds had been held in GBP money market funds in a
non-Sterling denominated subsidiary and the translation effect represents
no economic cost to the Group

Group tax

Tax on profit before exceptional items was £(286m, with an effective tax rate
an proft before exceptional items for the Group of 26 0% As previously
inclicated, this tax rate s higher than the UK statutory rate pnmarily due to
the depreciation 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 to reduce to around 20% in the medium term

The effective tax rate on profit before exceptional items for the 2018/19
financial year 1s expected to be around 24%

Earnings per share (Gn a continuing operations Pasis

Diluted earnings per share before exceptiaonal items were 11 88p. nearly
63% higher year-on-year principaify due to our stranger profit performance
Statutory basic earnings per share from continuing operations were 12 i2p,
up from G 81p last year

Summary of total indebtedness

2017/18 2016417 Movement
Net debt lexcludes Tesco Bank) F2.625)m  £3729m _ £1,104m
Discounted operatingleasecommitments  £(6,930%m  £17,440im £509m
Pension deficit 1AS 19 basis {post-tax! £t2,728km  £l5,504m £2.776m
Total indebtedness £(12,284)m £{16,673)m £4,389m

Retall net debt reduced by £1 1bn to £(2 8)bn as retal operating cash low ang
disposal proceeds were greater than capital expenditure and cther charges
within net debt. we used surplus cash to prepay £1 3bn of the Group's
long-dated bonds as part of an ongoing focus to strengthen the balance sheet.

We have a strong funding and lquidity profile underpinned by £4 2bn
comrmitted faciiities and our key credit metrics fixed charge cover and total
Indebtedness/EBITOAR have improved to 2 7 times and 3 3 timas respectively

Discounted operating lease commitments have reduced by £509m.
including the benefit from the buyback of 17 stores in the UK during the year
We anticipate rental savings of £26m on an annuahsed basis as a result of
these property purchases

On an IAS 19 basis the pension deficit measure {net of deferred tax) has
reduced from £5 Sbr 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
purposes and cur decision at the half-vear stage to update the discaunt
rate modet in e with developing market practice and following actuarial
advice In the Group's view. it now more appropnately reflects expected
yields on corporate bonds over the ife of the scheme's habiities At the same
bime. the application of latest industry hfe expectancy tables and favourable
actual scheme experience have alsc contributed to the reduction

During the vear, the triennial pension review was concluded, with the
business and the Trustees agreeing that annual contributions will increase
by £15m to £285m per annum from April 2018, with our framework for the
long-term funding of the scheme unchanged As at 31 March 2017, the
actuanal deficit was £3.0bn anincrease of ¢ £0 26bn since the last
triennal valuation

Overall totalindebtedness has reduced by £4 4bnin the year Net deit
has reduced by almost £6bn over the last three years

Summary retafi cash flow

Retall operating cash flow increased by £435m to £2.773m in the year

This increase of 21 7% yeat-on-year, was mainly driven by improved Group
profitability Further improvernents in working capitat of £439m also
caontributed to the improvement in cash flow, afthough this includes £102m
of timing benefits principally as a consequence of the farlure of a suppher
tawards the end of the year

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

¢ £60m relating to such clams Other cash exceptional items totaling £16%m
inciude a £160m VAT refund fram HMRC regarding the treastment of VAT on
Clubcard rewards. which HMRC have appealed This has no net effect

in the Group Income statement

Cash capnal expenditure of £l 2)on was up year-on-year due to the tming
of payments relating to commutments made towards the end of the last
financial year

Combined net cash interest and tax of £(428lm was £113m lower than last
year largely as a result of debt maturities and bond tenders We generated
£253m of proceeds from property sales and compléted the buyback of
17 stores during the year, for a cash consideration of £393m



201718 2016/17

Operating profit before exceptional items £1,644m £1,280m_
Less Tesco Bank operating profit before £073Im E0157Im
exceptional items
Retail operating profit from continuing £1,471m £1,123m
operations before exceptional items
Less Retall operating loss {discontinued cperations} - £015Im
Add back. Depreciation and amortisation £1.212m £1,172m
Other reconciling itermns £28m £12m
Pension deficit contribution £(245Im £(248)m
Underlying (increasel/decrease in working capital £499m £379m
Retail cash generated from operations £2,965m £2,423m
before exceptional items
Exceptional cash items E(192)m £0145)m

Relating ta prior years

- 5FQ Fing and Sharehelder Compensation £(149)m -

Scheme Payments

- Utihsation of onerous lease provisions EG92)m E(11Mm

- Restructuring payments £(53Im £(54)m

Relating to current year

- Restructuring payments® £67Im £(78)m
Other® . £169m £95m
Retail operating cash flow £2,773m £2,278m
Memo Retoil operating cash flow on continumng £2,773m £2.279m
cperations basis
Cash capex ) £{1,190)m £{963)m
Net interest & tax £l428)m El54ANm
Property proceeds £253m £509m
Property purchases - store buybacks £(393)m £(365!m
Disposals and dwidends received £362m £369m
Retail free cash flow £1,377m £1,287m

' n addition to cash outflows of £(67)m relating to current year restructuring exceptional
items charged to profit mciude a net restructuring provision of £(35Im resultingn

a total exceptional restrugturing charge to operating profit of £102)m

Other exceptional cash items include VAT recovered m relation to the appeal against
HMRC regarding the treatment of VAT on Clubcard rewards of £160m and working capital
acquired of £9m from the unwind aof the Group s joint venture with British Land Co PLC
(Brinsh Land) (2016/17 legal settlement of £57m In respect of interchange fees
development stock disposal of £36m and discontinued operations of £2m)

2

Finally. cash inflows of £362m relating to disposals and dividends received
includes consideration of £196m from the sale of aur remaining minority
stake in the Lazada online business, a dividend of £50m from Tesco Bank.
and proceeds of £45m relating to the dispasal of our opticians busingss in
the UK to Vision Express, in addition to a number of smalier transactions

Retail free cash flow of £1377mis up 7 0% year-on-year This is lower than the
rate of grawth in retall operating cash flow principally due to timing of cash
capital expenditure and lower property proceeds

Capital expenditure

L 2017/18 2016717
UK & ROl £676m £731m
Central Europe £133m £141m
Asia __ £239m £261m
Tesco Bank £50m £46m
Group o £1,098m £1,179m

On an accrued basis capital expenditure {excluding buybacks) of £116n was
€01bn lower than last year reflecting our disciplined approach to capital
spending and focus on delvering attractive returns Our capital expenditure
In the UK focused on maintaining and replacing essential assets alongside
programmes to refresh and repurpose the estate enhancing our store
operations New store capex has mainly been allocated to our new store
opening programme in Thailand with a hmited humber of Express store
openings and a riet gain of one new superstore N the UK Qur capital expenditure
in Central Europe relates mainly to repurposing of existing stores We expect
capital expenditure to reman within arange of £11bn-£14bn There was anet
reducticn of (1 2im square feet including (1 Im 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 our large store shopping top for customers
Inthe UK & ROL we have repurposed 75,000 square feet across 20 stores
Within the year we opened over 50 concessions within our stores including

Strategic report

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

Property

The estimated market value of aur 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 & ROI We regained
ownership of 17 stores in the UK durning the year, increasing our proportion
of freehold ownership by value in the UK & ROl to 52% This repurchase of
stores will result in an annualised rental saving of £26m We continue to
seek opportunities to further reduce our exposure to index-linked and
fixed-uphft rent inflation where the economics are attractive

Dividend

We propose to pay a final dvidend of 2 0 pence per ordimary share

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

13 Aprit 2018 and 1s subject to the approval of shareholders at the Annual
General Meeting to be held on 15 June 2018 This takes the total dwidend for
the year to 3 0 pence per ordinary share following the payrment of aninterim
dividend of 10 pence per ordinary share in November 2017 We anticipate
a split of broadly cne-third to two-thirds between next year's interim and
final dividends and intend to reach our targeted cover of around two times
earnings in the medium term

Merger with Booker Group

we completed our merger with Baoker Group on 5 March 2018, after the
end of the Tesco financial year Qur Joiming Forces’ integration programme
15 well underway and we are focused on delivering the E200m recurring
run-rate synergies entified 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 201815 ¢ £195m and net
cash s c £120m

Transaction costs of £(26}m relating to cur merger with Booker were included
in Tesco's UK & RO operating profit before exceptional items in the 2016/17
financial year Further costs and fees of £(21im arising in the 2017/18 financial
year have been treated in a consistent fashion A similar amount, consisting
of stamp duty costs directly arising from the completion of the merger, will
be charged to underlying profit in the 2018/19 financial year As outlinedn
our merger prospectus. we anticipate up to £0145)m of integration costs
over three years which will be treated as exceptional

Looking ahead

We remain firmly on track to deliver the medium-term ambitions we set out
in Qctober 2016, to reduce our costs by £1 5bn to generate £9bn of retan
cash from operations and to rmprove operating margins 1o between 3 5%
and 4 0% by 2019/20 Inaddition by further reducing debt and maintaining
adisciphned approach to capital we can continue to strengthen the balance
sheet and generate an increasing level of free cash flow Ourintention
rermains tc return ta an investment grade credit rating. with our key metrics
being fixed charge cover and total ndebtedness/EBITDAR

The integration of Booker is well underway and we are focused on delivering
the identified synergies to create value for all stakeholders We anticipate a
synergy benefit of ¢ E60m in the first year. growing to a cumulative ¢ £140m
In the second year and reaching a recurning run-rate of ¢ £200m per year by
the end cf the third year

As we |00k to capitalise on the enhanced oppertunities for growth available

to the combined Group we will place increasing focus on growth in earnings

and free cash flow generation in order to deliver strong. sustainable returns
for shareholders

Alan Stewart
Chief Financial Ofhcer
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Little Helps Plan

Working together to make a big difference.

Our 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.

The Little Helps Plan outiines how Tesco warks i partnership with others
including suppliers, NGOs, governments and other retalers, to make a
posttive contribution and work towards shared global ambitions.

The plan bullds on the progress we have made so far and covers three areas
core to the long-term success of our business people, preducts and places

Our Three Pillars

People Products Places

In October 2017 we shared targets and actions under each of
these three pillars More information on these can be found at
wiww tescoplc com/ittlehelpsplan

The Little Helps Plan covers our retail businesses in the UK, Republic
of Ireland, Centrat Europe and Asia However. with the majority of our
cystomers being in the UK. implementation of the plan and reporting
will begin with the UK business We have committed to sharing our
progress along the way and will next update n Getober 2018

Accountability for the Littie Helps Plan is led at an Executive level by Jane
Lawrie, Group Communications Director, and at the Board level by Dave Lewis,
Group Chief Executive Our Corporate Responsibiity Committee, chared by
Lindsey Pownall, Non-executive Director, governs the plan More information on
the activities of the Corporate Responsibility Committee can be found in the
Corporate governance report on page 39

For the full ist of our targets and actions see our
Little Helps Plan at www.tescoplc.com/littlehelpsplan
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People

The 440,000 colleagues who work for us around
the world are at the forefront of serving our
shoppers better every day We want to give them
a great expenence of working at Tescc and be
a place where everyone can get on whatever
therr ambitions

Todao this, we are investing in training so colleagues
are supported 1o develop ther careers and to
buid skills for their future We are committed to
building an inclusive culture and ensuring these
oppeortunibies are avallable 10 all colleagues We
are also trnalling a number of Innovative solutions
that will offer colleagues greater flexibiity over
ther awn work schedules,

/
|
J
J

Qur target

To help our colieagues succeed by providing i

them with the fiexibility, skills and reward they !
need to get on



Products

Sourcing

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

Health

Our customers and colleagues tell us that they
want to make healthier choices but sometimes it
can be difficult We want to make 1t easier to lead a
heaitrier hfe and we are focused on offering simple,
practical actions that lead to sustainable changes

Packaging

We know packaging plays an important role n
preserving and protecting products but we are
takmg action to reduce its overall impact on the
environment We are working with the industry
to develop & closed loop system which can be
applied to ail key packaging matenals

Food waste

We have a responsibility and commitment

to iead reducticn of food waste from farm to
fork Through our Group Chief Executive’s
Chairmanship of the international Champions

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

Our targets
To 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 choices every time they shop with us

Ta ensure we ngver use more packaging than
1s needed and that what we do use s from |
sustanable sources and goes on to be reused

or recycled

To belp halve global food waste farm to fork
by 2030 I

Places

We are proud to be a valued part of over 6 Q00
communities around the wor!d and want to help
them thrive We bring social and economic
benefits through the local people 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 partnerships
with charities and support for food banks

Qur target
To help our local commumities thrive by positively
contributing both sccially and econcmically

Strategic report

Foundations

Underpinning all the pillars of the Little Helps
Plan are a number of areas where it1s vital to do
the night thing It remains & priority for us toensure
our products are safe, that we have a strong
nealth 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 saciety They are core expectations and are
embedded In the way we do business
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Littie Helps Plan continued

Products

Sourcing with care

i our UK supply chains, we are priontising the
environmental and social risks assocated with 20
of cur most important products and imgredients
~ from beef and coffee, to wid fish and cotton
To view the full top 20 hst and some of the actions
we are taking, visit www tescoplc com/top20

Collaboration with supphers, industry organisations,
government bodies and civil society s wital far us
10 make progress

For example. we know that so)

degradation is a key issue facing

agncultural products and the
environment We analysed the most vulnerable
regions we sourced from and in 2017 we
started a new praject in partnership with the
Broads Authority and with the support of the
Rivers Trust. Nationa! Farmers Urion {NFU) and
the Ervironment Agency To rarse awaraness of
the impact of water run-off with potato growers
In £ast Angla. we tested new technologies that
hielp retain valuabie top soil and reduce the
amount of fertihser entering local waterways
Working with partners, we will share the
learnings in other key sourcing regions

This year. as part of cur human rights due diligence
approach we have engaged stekeholders and
ather businesses to further understand the risks
of forced iabour in palm aif supply chains 100%
of the palm ol used In our Own Brand products in
the UK s certified by the Roundtable on Sustainable
Pafm il but we want to take further action to
mitigate the social challenges associated with
palm ail proguction Our 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.tescoplc.com/sourcing
for mare information and
www.tescoplc.com/modernsfaverv
for our latest Modern Slavery Statement

A healthier place to wark and shop

For many years we've worked hard to help
colleagues and customers make healthier

food choices We are alsc continuing to work
with our supphers to reduce the amount of sugar.
fat and salt \n thousands of products In Central
Europe in 2017 we reviewed 120 Own Brand soft
drinks and introduced a new standard to imit
the sugar to less than 1 teaspoon per 100m|

Thus follows the UK business which by Novermber
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 Our Free Fruit for Kids iniuiative
remans popular in the UK and since 2016 we
have given out 50 million pieces of free fruit in
800 stores

In May 2017 we held our first ever in-store heaith
event in the UK As part of this we reduced the
nrice of 200 healthier products and highlighted
in-store and ornhine products which are lower in
sugar, fat or saft As a result, we saw the bipgest
maonthly improvement n the health of our customers'

shopping baskets outside of seasonal changes
For colleagues we have given out free fruit and
offered mini health checks throughout cur health
events in 2017/18 we also made mental wellbeing
training available for all colleagues and brought
together a group of colleague Health Heroes to
share their stories and inspire others to make
healthier choices,

In January 2018 we announced a

groundbreaking new five-year strategic

partnership with the Briish Heart
Foundation, Cancer Research UK and Diabetes
UK The aim of the partnership s to help reduce
the nsk of heart and circulatory disease, cancer
and disbetes The partnership will support
colleagues, customers and therr famihes to
make sustainable hfestyle changes and adopt
healther habits

For more information visit
www.tescoplc.com/health

Packaging

W continue to make changes to aur packagng
to help reduce our impact on the environment
87% of our Qwn Brand packaging by weight s
currentiy wiclely recyciable

We have made significant changes

to the packaging of our wet wipés,

resulting in a 20% reduction in the
material used and thereby remaving 57 tennes
of plastic This material saving 13 enough to
make over 10 million more packs

We recognise that we can do more in partnership
with government and industry to help estabiish
a robust, closed lcop approach to recover and
reuse all key packaging materiais We have three
strategic priorities to help reduce packagng
waste and boost recychng across the UK

1 Materials and design In callaboration with
our suppliers we are reducing packaging and
restncting the number of materials we accept
s0 that iess packaging 1s used and packaging 1s
easier to recycle

2 Recovery and recycling We belleve a halistic
approach s required to create an integrated
national recovery and recycling system
We support developing a cost-effective
Deposit Return System (DRE} as ane aspect
of this approach

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

For more information visit

www.t ple.com/p ging

Tackiing food waste

Five years ago we made a commitment to lead on
reducing global food waste \n our own operation,
supply chains, and in our customers’” homes
Food waste 15 a global challenge and through
our nternational markets and Dave Lewis's
Chairmanshup of the international Champions 12 3
coaliion we are committed to driving progress
towards the UN Systainable Development Gaal
target to halve per capite global food waste

by 2030

18 Tesco PLC Annua) Report and Financial Statements 2018

\n 2017/18, the 10 million tonnes of

food sold in the UK retall operations

generated 73,340 tonnes (0 7%) of
surplus 53,126 tonnes {0 5% ) was wasted
which we sent for energy recovery Of this,
just 19,898 tonnes (0 2%) was safe for human
consumption In September 2017 we also
shared our 2016/77 food waste data for the
Republic of ireland and Central Europe for the
first ime The page opposite gives a breakdowrn
on our food surplus and waste In all these
markets for 2017/18

In 2016, we made the commitment that no food
that 1s safe for human consumption will go to
waste from our UK retall aperations by the

end of 2017/18 We have waorked hard to deliver
our target through the launch of new industry
leading initiatives Surplus food safe for humans
1s offered to Joca) charitses through Community
Food Connection Food not taken by chanties

15 offersa to colleagues through our ‘colleague
shops' which have been rolled out to all stores
We send any sutable remaining surplus to animal
feed We have achieved huge progress in ensuring
mare goad food goes to chanty and we are now
introducinig a further programme of work to ensure
no food safe for human censumption goes to waste

Qur other markets share the same ambition
and food redistribution programmes are now
n all stores 1n the Republic of irefand and aif
tiypermarkets in Bangkok and Malaysia in Central
Europe over 600 stores {out of a total 961 are
already donating surplus focd and all remaming
stores will be donating by 2020

We are also 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 ripe 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’ frut and
vegetables from going to waste

With 25 of our largest supplers, we have
announced a joint commitment 1o adopt

UN Sustanable Development Goal target 12 3
rmeasure and publish food waste data fer their
own operations and act to reduce food waste farm
to fork. We are planning ta build on this work aver
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 analysis
of all our food waste hgures visit
www.tescople.com/focdwaste



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 7,76%32 o’otcs)u%es 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
‘was?:: tonnes®

tonnes®
(waste)

{waste)

¢ KPMG LLF were engaged 1o provide ndependent imited assurance over the selected food waste data teghlighted in this report with a ¢ using the assurance standard ISAE 300C
KPMG has rssued an unqualified opinion over the selected data KPMG's full assurance statement 1s avallable at www tescaple com/foodwastehgures

Total food waste 15 made up &f both food safe for human consumption and food that s not safe for human consumptiar which has been disposed of

Tesco PLC Annual Report and Financial Statements 2018



Little Helps Plan continued

People

Cofleagues have told us how important flexibrlity
and certainty are in order for them to reach their
ambitions both inside and outaide of work in
2017/18 we started to trial a new app in the UK
that allows colleagues to see their shifts, manage
overtire and request hahiday In time the app will
also give the option to swap shifts. reguest shift
changes and even take shifts in different stores
- providing them with genuine flexibility and
control aver their hours We have committed

to relling out this app in all our markets and have
already started to introduce a simplified version
n our Asian stores

Qur UR apprenticeshnp programme aims

to give over 1.000 colleagues, of alt ages

and all levels of experience the
opportumty to contmnue therr education and
build skills for thewr future With technolegy
transforming society. we are also developing
a training programme to ensure that all our
coileagues have the digital competence and
confidence to succeed

Inclusivity and creating a culture where everycne
has egual opportunity remains integrai to our
business In January 2018 we pledged support te
the UN standards promoting the rghts of Lesbian,
Gay, Bisexual. Transgender and Intersex (LGBTI)
people More recently we signed up to the 30%
Club. demaonstrating our commitment to having
strong female representation within our senior
leadership team by 2020 The ratio of male to
female colleagues at 2017/18 year-end is cuthned
in the table below. Further analysis of our gender
pay gap can also be found in the Corporate
governance report on page 47 or onling

For more information visit
www.tescoplc.com/people

Gender diversity [based on actual year-end heagdcount)

Places

tn 2017/18 we have continued to support
communities through cur community donation
initiatives. We have established programmes
in the UK (Bags of Helpl, Republic of ireiand
{Community Fund) and Central Eurcpe (You
Choose. We Help) All of these programmes
put the power in the hands of our customers
1o choosg the local proects that Tesco supports
financially In Central Europe one n every four
customers voted 1n “You Choose, We Heip’
Through these programmes we have distributed
over £51m and supported more than 24,000
‘ocal projects to date

Wherever we operate we also work closely with
food banks and local chanties 1o help feed people
in need in local communities in 2017/18 we donated
the equivalent of 46 milllon meals to help feed
people N need across the UK, Repubhc of frefanad
and Central Europe through our food surplus
redistnbution programmes In January 2018,

ali our stores N Malaysia aiso participated in a
campaign which enabled customers Lo donate
food to 100 iocal charities supporung vulnerable
families and homeless people In Thaland
customer fundraising meant that underprivileged
chidren were able 1o have nutnitious lunches
throughout February 2018

For more informaton visit
www.tescopic.com/places

Board of Directors

Sentor managers - Directers

Senlor managers - Directors and managers
All employees

Male Femnale
10 77% 3 23%
353 75% "y 26%
2646 63% 1624 3%
189,097 43% 251,661 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.’

Marie Toora
Store Manager. Oldham Chadderton Superstore

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

Urszula Wisniewska
Manager of Mozesz wiece) Poland (beneficiary)



Foundations

Climate change

In May 2017 we announced the new science-based
targets on the right, which are aligned with the
Pans Ciimate 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 foctprint 15 calculated according to
the Greenhouse Gas Protocol and our net carbon
footprint 1n 2017418 was 3 4 milhon tonnes of
CO.e For our own operations absolute carbon
emissions we achieved a 13% reduction compared
to last year and 26% compared to 2015/16 To help
us achieve our new targets, we have committed
to source 100% of our etectricity from rerewable
sources by 2630 In 2017418 55% of our electricity
across the Group was from renewable sources
and In the UK we have already switched to 100%
renewable purchased electricity, supporied by
renewable energy certificates This. in addition

to Investments in energy efficiency, has enabled
us to reduce our net carbon intensity per sq ft of
retail and distribution floor space by 6% compared
with last year and 15% since 2015/18

Our targets

Reduce absolute carbon emissions fram our
operations from 2015/16 ievels 35% by 2020
60% by 2025 and 100% by 2050

Source 65% of our electricity from renewable
sources by 2020 and 100% by 2030

Anti-bribery and fraud

We are committed to maintaiming the highest
standards of ethics and integrity in the way we
do business around the werld We adopt a zero
tolerance approach to bribery and fraud at Tesco
and expect our business partners to do the same

Qur Code of Business Conduct out!ines our most

important legal obligations and the policies that
guide the conduct of all our colleagues in areas

Giobal tonnes of COe

Scope 1

Scope 2%
Market-based method
Location-based method

Scape 1 and Z carbon intensity
(kg COLe/sq ft of stores and DCs)

Scope 3

Total gross emissicns

CO,e from renewable energy exported 1o the grid
Total net emissions

Overall net carbon intensity

(total net emissions kg CO.e/sq ft of stores and DCs)

207418 2016717 Base year 2016716
1,306,985 1,235,980 1301746
1,136,325 1.582.275 2.004 992
2.077.528" 2357245 2.528.323
21.23" 2295 26 33
975.312* 1.073.721 109749
3,418,677 3892977 4.404.230
1134° 1164 1513
3,417,543 3891822 24,402,117
2970" kil 3506

2

KPMG LLP were engaged to provide independent hmited assurance over the selected greenhause gas emissions data

highlighted in this report wath a * using the assurance standards ISAE 3000 and 3410 KPMG has issued an unqualihed
optnior over the selected data KPMG s full assurance statement 15 avallable at www tescoplc com/carbonfigures

“ Tesco uses the market-based method for calculating Scope 7 emissions for our total emissions to account for our
efforts in penerating and purchasing low carbon energy The lacation-method impact s provided for disclosure only
and alt intersity net and gross emissions shown are calculatea 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 held an
internal campaign to encourage colleagues to
speak up If they have any concerns the Code

1s not being followed

To suppoert this culture, we also provide an
independent and confidential whistleblowing
service - Protector Line - that enables our
colleagues supplers and their staff around

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

in our annual refresher training far all relevant
colleagues Everyonein the business must comply
with the Code and we have implemented annual
Code compliance declarations which are reviewed
oy our Group Risk and Comphance Committee

For more nfarmation visit
www.tescaple.com/foundations
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Principal risks and uncertainties

A robust review.

‘The Board considers these
to be the most significant
risks faced by the Group that

We have an established risk management process
to dentify, assess and moritor the principal rsks
thai we face as a business We nhave performed

a robust review of those nsks that we believe

could senously affect the Group's periormance,
future prospects reputanion or its abihty to
delwver aganst its prionties This review included
an assessment of those nisks that we believe
would threaten the Group's business mode!
future performance solvency or hrquicity

may impact the achievement
of our six strategic drivers.

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

into the wider Group, set out on pages 24 and 25
Additionally we have reframed our product safety
and supply chawn nisks, currently reflected at the
business unit fevel ta farm a new principal risk
responsible sourcing and supply chain. set out

oh page 24 This risk relates to the social and
environmental challenges facing our business. our
customers and our communities Qur approach is
outhined in our Little Helps Plan on pages 16 to 21

The risk management procéss relies on our
assessment of the nisk ikelhood and impact
and on the development and monitoring of
appropnate internal controls Our process for
dentifyng and managing Nsk s set out in more
detar on page 43

Strategic drivers Risks

o Adifferentiated brand

Reduce operating costs Customer

by £1 5bn Tesco Bank Transformation

Generate £9bn cash from
operations Brexit
Maximise the mix to achieve
a3 5% -4 0% margn Beoker
synergy
realisation and
integration

Maximise value from property

Innovation Principal risks

Responsible
sourcmng and
supply chain

People

Data
security and
data prvacy

Health and

Safety Paltical

regulatory and
comphance

Indicates a new risk
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Liquidity

Technology

We maintain nsk registers for the principal nsks
faced by the Group and this 1s an important
component of our governance framework and
how we manage our business As part of our
risk managerment pracess. risks are reviewed as
a top down and bottom up activity at the Group
and the business unit level The content of the risk
registers are considered and discussed through
regular mestings with senjor management and
reviewed by the Executive Committee Each
principal nisk 1s reviewed at least annually by
the Board

The table opposite sets cut our principal risks.
their ink to our strategic drivers ther movement
during the vear and a summary of key controis
as well as any mitigating factors The Board
considers these 1o be the most significant

risks faced by the Group that may impact the
achievement of our six strategic drivers as set
out on pages 8 and 9 They do not compnse all
of the risks associated with our business and are
not set out In priority order Additional risks not
presently known to management, or currently
deemed to be less material. may also have an
adverse effect on the business

Oversight

Board

Qverall responsibiiity for risk
management. engages directly
with risk assessment mitigations
and risk appeute

Audit Committee
Oversight of the rnsk framework
and controls on behalf of the Beard

Group Chief Executive

and Executive Committee

The Group Chief Executive has
overall accountability for control
and the management of risk
Indnadual membpers. reporting
to the Group Chief Executive, are
accountable for specrhc risks

Competition
and markets

Brand
reputation
and trust

Group Risk and

Compliance Commiittee
Qversight of key reguiatory
and comphance risks on behalf
of the Executive Committee,
reporting biannually to the
Audit Committee



Strategic report

Key to risk movement

@Rnsk INCreasIng @No risk movement @Rlsk decreasing .Lmk 1o strategic drivers on page 22

Principal rnisk Risk movement Key controls and mitigating factors

Customert Ongomg fragmentation of ~ We now have a more consistent approach to bullding impactful customer
Fallure to have a coherent, connected and our customer engagement  propositions, offering high quality competitive value. while improving the
engaging customer journey and in-store channels exposes ustoan  customer expenence Propositions are now developed across channels
experience will lead us to be less competitive increased nisk of diluting and geographies tc ensure consistency In the engagement with customers

and lose market share

our customer experience
and ability to differentiate
our brand

@

Group-wide customer insight management Is undertaken to understand
customer behaviour expectations and experience. and leverage more
consistently across the different parts of the business

We monitor the effectiveness of our processes by regular tracking of our
business. and those of our competitors, against measures that customers
tell us are Important to their shopping experience We have well established
product development and quality management processes, which keep the
needs of our customers central to our decision making

Transformation®

Farlure to achreve our transformation
objectives due to poor prioritisation

Achigving our
transformation goals
continues to demand

We have multiple transformation programmes underway to simplfy cur business
with clear market strategies and business plans in place Our service mode!
processes provide a framework for implementing change We have appropriate
executive level aoversight for all the transformation activities

ineffective change management and a fallure further effort and
to understand and detiver the lechnology investment. especially Transformation programmes are supported by experienced resources from
reguired resultingin an inability to progress with regard to technology within the business and externally as required

sufficiently quickly to maintain or increase changes, as both internal

operating margn and generate suficient and external expectations

cash to meet business objectives have increased

0000 @

Liquidity* We have a disciplined and We maintain an mfrastructure of systems. policies and reperts to ensure discipine
Fallure of our business performance to delver  policy-based approach to and aversight on hquidity matters including specific treasury and debt-related
cash as expected access to funding markets treasury management 1ssues Qur treasury policies are commurcated across the Group and are
or facities 1s restricted failures in operational We have reduced our debt  regularly reviewed by the Board, Executive Committee and management
liquidity and currency risk management. Tesco  levelsand have iIMproving  The Group's funding strategy 1s approved annually by the Board and includes
Bank cash call, or adverse changes to the debt metrics Liquidity mantaiming appropriate levels of working capital, undrawn commutted facilities
pension dehait funding requirement, create  levelsand sourcesofcash  and access to the capital markets The Audit Commitiee reviews and approves
calls on cash higher than anticipated, leadingto  are regularly reviewed annually the viability and going concern statements and reports into the Board
impacts on financial performance, cash lguidity  and the Group maintains There s a lona-t funding fi K | for th def dtn
or the ability to continue to fund operations access to committed g term funding framework in place for the pensicn deficit and there
15 oNgoIng communication and engagement with the Pension Trustees

credit facilities
o e e o While recognising that Tesca Bank 1s financially separate from Tesco PLC there
@ 15 ongoing monitoring of the activities of Tesco Bank that could give rise to risks
to Tesco PLC

We continue to face Our Board actively develops and regularly challenges the strategic direction of
the ongoing challenge our business and we actively seek to be competitive on price, range and service,
of a changing competitive as well as developing 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 competiter analysis to refine our customer propesition

Competition and markets!

Faillure to deliver an effective, coherent
and consistent strategy to respond toc our
competiters and changes in macroeconormic landscape and price
conditions In the operating environment, pressure across most
resulting in a loss of market share and faillure of our markets

to improve profitability @

Brand reputation and trust?

Failure to create brand reappraisal
opportunities to improve qualty, value
and service perceptions thus fading to

rebuild trust in our brand

Abroad range of factors
impact our brand
reputation and trust
inthe year and on
balance, the level of risk
remains unchanged

@

Wwe continue to develop communication and engagement programmes to isten
to our customers and stakeholders and reflect their needs in our plans This
includes the supplier viewpoint programme and the integration of local community
and local marketing programmes We continue to maximise the value and impact
of our brand with the advice of specialist external agencies and in-house marketing
expertise Mantaining a differentiated brand s one of our strategic priorities and
our Group processes policies and our Code of Business Conduct sets out how
we can make the right decisions for our customers, colleagues, suppliers,

communities and investors Our Corporate Responsibility Committee 1s in place
to oversee all corporate responsibiity activties and imtiatives ensuring alignment
with customer priorties and our brand Further details can be found on page 39

We continue to assess our technology resilience capabilities and have identified
opportunities to make significant enhancements We are progressing greater
adoption of cloud computing technologies to provide further resihence

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

Our technology security programme 15 designed to continuously strengthen
our infrastructure and information Technology General Contrals

Technology Cur technology
Falure of our IT infrastructure or key IT systems  landscape continues
result in loss of nformation inability to cperate  to require further
effectively financial or regulatory penalties and  investment as external
negatively impacts our reputation threats mcrease and
Faillure to bulld resilence capabilities at the challenges around

the time of investing In and mplementing securing the right
new technology capahility to deliver
change continues

006 @

' Indicates that the principal risk has been included as part of the longer term wiability scenanos
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Principal risks and uncertainties continued

Principal risk

Risk movement Key controls and mitigating factors

Data secunity and data privacy!
Failure to comply with legal or regulatory
requirements refating to data secunity or data

privacy in the course of our business activities,

resutts i reputational damage, finas or other
adverse consequences, mcluding crimmal
penalties and consequential hugation, adverse
impact on our inancial resuits or unfavourable
effects on our ability to do business

Political regulatory and compliance’

Failure to comply with legal and other
requirements as the regufatory environment
becomes more restrictive, due to changes in
the global political landscape. results in fines,
criminal penaltes for Tesco or calleagues,
consequental ktigation and an adverse impact
on our reputation, financial results. and/or
our sbibty to do business

Long-term changes in the global pokticat
environment mean that in some markets
there)s a push towards greater regulation
of foreign investors and a favouring of
local companies.

We continue to monitar

Our multi-year data security programme has been drving the enhancement
of our security capabilities We continue to work towards meeting regulatory
reguirements and reguiariy report the status of the security programme to
sovernance and oversight committees.

We have established a team to detect, report and respond to security incidents
in a tmely fashion We have a third-party supplier assurance programme focusing
on data security ang privacy risks

We are making sighificant investment across the Group to ensure we comply with
the requirements of the General Data Protection Regufation (GDPR) In Eurape, and
any other refevant egisfation gicbaily We put our customers and our colleagues
at the heart of all decisions we make in refatian to the processing of personal data

Our privacy compliance programme. driven by the Group Privacy Officer continues
to drive comphance throughout our giobal business

Wherever we cperate we aim to ensure that the mpact of political and regulatory B
changes 1s Incorporated in our strategic planning We manage regulatory risks
through the use of aur nsk management framework and we have implemented
compiiance programimes 1o manage our Most Important risks (e g bribery and
competiton iaw!

Our compliance programmes ensure that sustainable controls are implemented
to mitigate the risk and we conduct assurance activities for each risk area

Our Code of Business Conduct is supported by new starter and annual compliance
training and cther toals such as our whistleblowing hotling

The engagement of leadership and senior managernent s critical in the successful
management of this sk area and leaders provide clear tone from the top

for colleagues

We continue to enhance
our data secunty to keep
pace with increasing
threats on a global scale
As a retarl organisation we
hold a large amount of data
and are working to ensure
we comply with the
General Data Protection
Regulations

®

and iImprove our conirols
to ensure we comply
with iegal and regulatory
requirements across
the Group Given the
ongomng uncertamty
arcund Brexit, we have
separated this out as an
independent risk for the
current year

®

Health and safety

Falure to meet safety standards in relation
to workplace. resulting in death or injury
to our colleagues or third parties

People
Fallure to attract and retain the required
capability and continue to evolve our culture
could impact delivery of our purpose and
strategic drivers

Responsible sourcing and supply chain
Failure to meet product safety standards
resulting in death, injury or iliness to customers

Failure to ensure that products are sourced
responsibly and sustainably across the supply
chain (ncluding fair pay for workers adhering
to human rights clean and safe warking
environments and that all social and
environmental standards are met) leading
to breaches of reguiations, ifness. injury

or death to workers and communities

Bocker synergy realisation and integration
Failure to successfully integrate Booker
1s dependent upon a number of factors.

leading to a nsk to our planned synergy
commitments and vafue creation

P incicates that the principal nsk has been included as part of the Ionger term viabiity SCenarios

we have a business-wide, risk-based safety framework which defines howwe
implement safety controls to ensure that colieagues. contractors and customers
nave a safe place to work and shop

Each business 1s required to mamntan a Safety Improvernent Plan to document
and track enhancements Overall governance is provided by the Group Risk and
Comphance Committee, with each business unit operating their own Health
and Safety Committee

Qur annual colleague survey programme allows us to measure safety behaviour
improvements Group-wide The survey resuits alongside other inputs through the
year, informs the delivery of safety initiatives and targeted communications

We continue to focus our
effarts on controls which
ensure colieague and
customer safety

©

We continue 1o operate We seek to understand and respend to colleagues’ needs by listening to their

i a fast changing and feedback from open conversations, social media colleague surveys and
complex iegislative performance reviews

environment Market Talent planning and people develcpment processes are well established across
compettiveness and the Group Talent and succession planning 1s discussed annually by the Board and
volatiity affects our three times a year at the Executive Committee and Nominations and Governance
abliity to attract and Committee The Remuneraticn Committee agrees objectives and remuneration
retain key specialist talent  arrangements for senior management. and the current remuneration policy fs
thereby ncreasingthis Sk due for review at this year's Annual General Meeting

@ There 15 a change programme in place, supported by Executve Committee and
Audit Committee governance, 1o deliver technology and processes that are
simple, helpful and trusted to all our markets

New principal risk

We have product standards, policies and guidance covenng both food and
nan-food, as well as goods and services not for resale, ensuring that products
are safe, legal and of the required quality, and that the human rights of workers
are respected and environmental impacts are managed respensibly Refer to
pages 16 to 21 for specific actions highighted under our Little Helps Pian

Supplier audit programmes are in place to monttor product safety, traceability
and integrity. hurnan nights and environmental standards. including unannounced
speaification inspections of suppliers and facilites

We run colleague trainimg programmes on food and product safety. responsible
sourcing. hygiene controls and provide support for stores We also provide
targeted training for colleagues and suppliers dealing with specific challenges
such as modern sfavery Our store audit programme seeks to ensure we comply
with safety and fegai requirements

 Adstaiied synergy realisation and integration plan s being implemented o
with period-end reporting and tracking of targeted benefits and key
performance indicators

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

New prmcwpamgk_ T
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Strategic report

Principal risk Risk movement Key controfs and mitigating factors B
Brexitt New principal risk The nature of the UK's future trading relationship with the EU s still to be
Failure to prepare for the UK's departure from determined We continue to contribute to important pubhc policy discussians
the EU causes disruption 1o and creates and engage with government, regulatory bocies and industry

uncertainty around our busmess including As further detalls of the terms of our departure from the EU emerge we will
our ability to recrut. as well as Impacting continue to assess and monitor the potential risks and impacts of these on

our relationships with existing and future Tesce customers, colleagues and shareholders and take appropriate measures

customers, suppliers and colleagues
These disruptions and uncertanties could
have an adverse effect on our business,
financial results and operations

Tesco Bank The Bank continues to The Bank has a defined risk appetite, which 1s approved and reviewed regularly by
Tesco Bank 1s exposed to a number of risks actively manage the risks both the Bank's Board and the Tesco PLC Board The risk appetite defines the type
the most significant of which are operational ta which it 15 exposed and amount of risk that the Group 15 prepared to accept to achieve 1ts objectives
risk regulatory nisk, credit risk. caprtal risk, and forms a key hnk between the day-to-day nisk management of the business and
funding and liquidity rnisk, market risk and @ its strategic priorities. long-term pian. capital planning and hiquidity management
business risk Adherence to risk appetite s monitored through a series of ratios and imits

a The Bank operates a nsk management framework that is underpinned by governance.

policies, processes and controls, reporting, assurance and stress testing

There 1s Bank Board nisk reporting throughout the year with updates to the Tesco

PLC Audit Committee by the Bank's Chief Financial Officer, Chief Risk Officer and
Audit Committee Chairman A member of the Tesco PLC Board 15 alse a member
of the Bank's Board

b Indicates that the principal risk has been Included as part of the longer term viability scenarios

. o
Longer term viability statement Associated
Scenarnic principal risks Description

1. The context for assessment Competitive - Brand, reputation  Fallure to respoor?dhto fierce .

ressure and trust competition and changes in the
The aim of the viability statement is for the Directors to report on the P - Competition retail market drives sustained
assessment of the prospects of the Company meeting its labilities over and markets significant like-for-iike volume
the assessment period. taking INto account the current financial position, - Customer decline in core food categories
outlock and principal risks with no offsetting price inflation,

putting pressure on margins

The Directors have based their assessment of viabulity on the Group's Data security - Brand. reputation A serious data security or
current strategic plan which 1s updated and approved annually by the or regulatory and trust regulatory breach results
Board delivering the Group's purpose of ‘serving shoppers a little better breach - Data secunty n a significant monetary penalty

and data privacy and a loss of reputation among
- Political, regulatory customers
and compliance

every day” and underpinned by the six strategic drivers idetailed on pages
8 and 9} The strategic pian necessarily makes assumptions relating to
the prevailing economic climate and global economy, the structural

challenges facing our sector, competitor actions market dynamics Brext impact gg;ra::tgg BrKngn:c;r;i:gﬁéatgodnr::dhlgher
changing customer behaviours and the costs associated with delivering - Political, regulatory ncreased import costs from a
the strategy Strategic pians also address and respond 1o the Group's andcompliance  weaker Sterling, compounded by
principal risks - Brexit new import duties and tenffs, with
o a conseguential economic Impact
2. The assessment period Reductionin - Transformation Failure to achieve the Group’s
The Directors have assessed the viabilily of the Company over a cost savingsand - Liguidhty transformation objectives,
three-year period to February 2021 The Directors have determined cash generation resulting in aninability to progress

that a three-year period 15 an appropriate timeframe for assessment, sufficiently quickly te maintain or
imcrease cperating margin and

f th e
given the[ dynarg:ct;atgre of t Pf re:alltsuctor and product offering generate sufficient cash to meet
and s in ine wi e Company’s strategic planning period business objectives

3. Assessment of viability

The viability of the Company has been assessed taking into account the
Company's current financial position including external funding in place
over the assessment period, and after modeling the iImpact of certain
scenanos arsing from the principal nsks which have the greatest potential
impact on viabiity in that period

The scenarios above are hypothetical and purposefully severe for the
purpose of creating outcomes that have the ability to threaten the viability
of the Group In the case of these scenarios arising, various options are
avallable to the Group In erder to maintan iquidity so as to continue in
cperation such as accessing new external funding early, more radrcal
short-term cost reduction actions and reducing capital expenditure

Four scenanos have been modelled considered severe but plausible, Nene of these actions are assumed in our current scenario modeling

that encompass these dentified nsks Nong of thase scenanos ndwidually
threaten the viability of the Company, therefore the compound impact
of these scenarios has been evaluated as the most severe stress scenario

4, Conclusion

Based on these severe but plausible scenarios the Directors
have a reasonable expectation that the Company will continue to
operate and meet its habilities as they fall due over the three-year

These scenarigs assumed that external debt 15 repaid as 1t becomes due
period considered

and includes consolidation of the Booker business and associated synergies

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

— —

Robért Welch
Group Company Secretary
10 April 2018
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Corporate governance report

Chairman’s introduction.

“Your Board firmly believes that

a sound governance framework is
essential in supporting management.
In delivery of the Group's strategy
to drive business success.’

John Allan

Non-executive Chairman

Oear Sharehoider

At Tesco, we recognise the importance of good corporate governance
in supporting the long-term success and sustainatulity of our business
We strive to maintain a robust and effective govarnance framework which
supports the application and execution of our strategy and remains
consistent with aur values

Board role and effectiveness

The core objective of the Board 15 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 ams, ensure that the
necessary financial and human resource structures are 1n place to achieve
the Company's objectives, provide oversight of management’s performance
in delivering agannst strategy on a day-to-day basis and set the Company's
risk appetite The Board s aware of 1ts obligations to the Company’s
shareholders and other stakeholders and responds to ther needs by
transparent reporting and active engagement

My role as Charman is 1o lead the Board and to ensure that Tesco has a
Board which works effectively in all aspects of its role A key part of that
roie)s to ensure the Board works collaboratively with the executive team,
providing support and guidance to complement and enhance the work
undertaken. constructively challenge management when necessary and
exercise an appropriate ievel of rigorous enquiry and intellectual debate
This involves having Directors with the right range and balance of skills,
experence and attributes, mcluding a broad diversity of perspectives.,
for the Board and for Tesco | believe we have this on our Bosrd, enhanced
by the appointments of Stewart Gililand and Charles Wilsonin March 2018
following the successful completion of the Booker Group Merger

Governance

We are committed to mamtaining high standards of corporate governance
within Tesco Over the (ast few years. we have worked hard to ensure that
good governance 1s part of our way of thinking and working and underpins
how we conduct ourselves every day Qur 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 evolve To eénsure sufficient time Is devoted
to understanding and tiscussing governance matters, durng the year we
enhanced the remit of the Nominations Committee to include the oversight
of the Group's governance framework and renamed it the Nominations and
Gavernance Committee 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 Repart.
n anticipation of the revised Code becoming effective in the 2019/20
financial year
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Board effactiveness review

The Board carnes out an annual evaiuation of its effectiveness Having
undertaken an external review in 2015/16 and an internai 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 improvementsin 2016/17 The results of the review are set out on page
35. together withanformation about our 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 Comrmittee has been delegated to the
Nominations and Governance Committee, the Board remains focused

on ensunng that our 1alent pipekne 15 managed Lo sSUppErt 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 comprenensive review of the Executive Committee talent
pipelne focusing on therr specific development needs against the future
plans and requirements for our business The Board reviewed assessments
of a number of senior leaders and discussed therr leadarship qualities,
strengths and areas for development, From this review, we have developed
our medium and long-term succession plans

Remuneration

Jur approach to reward aims 1o estabiish a framework that s fair and
batanced. and provide a clear and demanstrable ink between remungration
and delivery of the Group's key strategic objectives. while defivering
long-term and sustarnabte returns to shareholders This year. we wili be
seeking shareholder support for a new remuneration policy. which will
formally apply. subject to sharehiolder approval, from the date of the
2018 AGM

Culture

At Tesco we recagnise that culture plays a fundamental role in the delivery
of strategy and the Board 1s uitimately responsible for ensuring that our
activities reflect the culture we wish to instil in cur colleagues and other
stakeholders to drive the right behavicurs The Board 1s committed to
promating a strong and positive culture and upholding our well-established
core values that underline how we run our business

- Nebedy tries harder for our customers
- We treat people how they want to be treated
- Every hittle help makes a big aifference

One of my goals as Chairman 1s to build a culture in which we fully understand
our stakenolders - customers colleagues suppliers shareholders and our
commumties - and what matters to them and then act by changing and
Innovating to meet their needs At the Board. there 15 a clear emphasis on
setting the tone from the top and leading by exarmple

The Board recewves reports throughout the year on stakeholder issues

and concerns, ncluding detais of our Group-wide employee engagement
surveys, which include data on whether colleagues recommend us as a great
place to work and shop, results of cur supplier sansfaction surveys and
statistics on our customers recommending Tesco as a great place to shop
and coming back time and agam 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 General Meeting on
the Booker Group merger, and the Board receives detarls of our impact on our
communities through the Corporate Responsibility Commitiee. The Board
places great importance oh these reports. which help infarm our detisions,
track progress and monitor culture



Corporate governance

Diversity and inclusion

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

In 1ts broadest sense in the boardroom and a supperter of the Hamptor-
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
diversity on the Board We have alsc become a member of the 30% Club.
which Is an organisation that encourages businesses to achieve 30% female
representation on their Boards and also in their senior leadership teams

Beard membership reflects a wide range of skills and business experience
drawn from a number of industries, which 1s critical for bringing both the
expertise required. and to enable different perspectives to be brought to
Board discussions The combination of these factors mean that the Board
benefts 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 critera includng dversity
of gender. cultural background independence and perscnal attributes,
alongside the appropriate skill set. experence and expertise Although we
have not established & formal pelicy, the Board intends te continue with this
approach to diversity in all aspects. while maintaining the principie that all
future appointments to the Board must also complement the balance of
skills that the Board already possesses The role of succession planning in
promoting diversity s acknowledged and the Group has a range of policies
to help provide mentoring and development cpportunities

The Board recognises the need to create the conditions that foster talent
and encourage all employees to achieve therr full career potential In the
Group As part of our overall approach to inclusion we have established an
External Acvisory Panel to help guide our inclusion agenda and implemented
an Inclusion $trategy which aims to ensure that everyone 1s welcome at
Tesco We aiso have a number of well-established colleague networks
ncluding Women at Tesco BAME at Tesce Armed Forces at Tesco Disability
at Tesco and Qut 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

Locking forward to 2018/19 the Board and | wili 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 Chairman
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Corporate governance report continued

Board of Directors.

Jahn Altan CBE

Non-executive Charman @) &S
Appointed 1 March 2015

Tenure 3 years

Board meeting attendance 6/6

Skills and expeariance

Jobn has sigrificant board retait and financial
expertence gained from both the commercial and
financiai sectors He was CEC of Exel PLC and when
1t was acquired by Deutsche Post in 2005 he joined
the board of Deutsche Post. hecoming CFC in 2007
until hus retirernent in 2009 John was Chairman of
Dixons Reta plc duning its turnarcund period, and
following its merger with Carphone Warehouse was
Deputy Chairman and Senior Independent Director
of Dixons Carphone until 2015 He was also previcusly
anon-executive director of Worldpay Group PLC
Nabicnal Gnid ple. the UK Home Office Supervisory
Board 3ipic. PHS Group pic Connell plc, Royal May
plc Wolseley ple and Hamleys plc

External appointments
- Chairman of Barratt Developments PLC,
- Chairman cf London First and
- Vice President of the Confederation
of Bntish Industry

Mark Armour

Independent Non-executive Director @ @
Appomted 2 September 2013

Tenure 4 & years

Board meeting attendarnce /6

Skills and experience

Mark has significant strategic planning and financial
expertise as well a5 experience of executive
leadership He was CFO of Reed klsevier Group plc

{now RELX Group plc) and its two parent companies.

Reed Elsevier PLC and Reed Elsevier NV. from 1996
o 2012 This role has provided him with considerable
experience of digitai business transition and operating
in a multi-channel ervironment Prior 1o joining
Reed Elsevier. he was a partner at Price Waterhouse
n London He was previously a non-executive
director and chair of the audit committes of
SABMiler PLC

Extarnal appointments

- Non-executive director of the Financial
Reporting Council, and

- Member of the Takeover Panei {from 1 May 2018)

Stewart Gillitand
Independent Nor-executive Director (1)
Appointed & March 208

Skills and experience

Stewart has signihcant business and management
experience in international markets specihcally
those in Europe. having previcusly held roles with
leading consumer-facing compames, including
whitbread and Interbrew He held the position
of Chief Executive of Muller Dairies UK and irefana
until 2010 Prior to joining Tesco. he was Chairman
of Booker Groun plc

External appointments
- Senior Independent Director of Mitchells
& Butiers pic:
- Non-executive director of C&C Group pic,
- Non-executive director of Curous Orinks Ltd: and
- Director of Nature’s Way Foods itd

Steve Goisby

independent Non-sxecutive Director &) (S
Appointed 1 Qctober 2016

Tenure 1 5 years

Board meeting attendance 6/6

Skills and expetience

Steve has a wealth of knowledge of operating
Internationally, specifically sigrificant leadership
experfence in Asia He has a strong background in
consumer marketing and held semor exécutive
positions with Bristol Myers Squibb and Unilever,
before being appointed President of Mead Johnsan
Nutrition, aleading global nfant nutrition company,
N 2004 He was President and CEQ from 2008 to
2013 and a non-executve dwector from 2013 to 2017
He was also previcusly a non-executive director of
Beam Inc

External appointments

- Non-executive director of RMA Group.

- Adwvisar to Thai Union Group PLC, a global
leader in the seafood industry. and

- Honorary Imvestment Adwsor to the Thaland
Board of Investment

Byron Grote

Independent Non-executive Director (D) @ B D
Appornted 1 May 2015

Tenure 3years

Board meeting attendance 6/6
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Skiils and experience

Byron brings broad financial and international
experience to the Board having worked across
B8P PLC in a vanety of cormmercial operational
and executive roles covering numerous geographies
Byron's strategic focus and financial experience
complements the balance of skills on the Board and
makes him deal for the role of Charr of the Audit
Committee He served onthe BP PLC board from
2000 until 2013 ard was BP's CFO during much

of that period He was previously a norn-executive
director of Unriever PLC

External appointments

- Vice Chairman of the Supervisary Board
of Akzo Nobel NV,

- Non-execulive director of Angle American
PLC, and

- Non-executive director of Standard
Chartered PLC

Dava Lawls

Group Chief Executive
Apponted 1 September 2014
Tenure 3 5years

Board meeting attendance 6/6

Skills and exparionce

Dave has stgnificant experience inbrand rmarketing
customer management snd general management
Priorto joining Tesco he worked for Unilever far
nearly 30 years v a varigty of different rofes across
Furope, Asia and the Americas He has expenence
across many sectors Inthe UK and overseas and
has been responsible for a number of business
turnarounds He was préviously a non-executive
director of Sky PLC

External appointments

- Member of the Governance Commitiee

of the Consumer Goods Ferum. and

Chair of Champions 12 3, a UN programme
seekmng to add momentum to the achievernent
of the UN Sustalnable Development Target12 2
by 2030

Mikael Olsson

independent Non-sxecutive Director (R) O )
Appointed 1 November 2014

Tenure 3 byears

Board meeting attendance 6/6

Skills and experience

Mikael jomed the Tesco Board after an extensive
career at IKEA Group, holding a vanety of senior
roles including being a member of the executive
committee from 1995 until 2013 and holding the
positian of CEC and President from 2008 until
2013 He brings a wealth of retall and value chain
axperience as well as knowledge of sustamability.
peopie and strategy in an international envirconmient



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

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

Deanna Oppenheimer

Senior Independent Director ® . © @
Appointed 1March 2012

Tenure 6 years

Board meeting attendance 6/6

Skills and experience

Deanna has significant marketing, brand
management and consumer knowledge and
experience bringing a broad perspective to the
Board She held several senior roles at Barclays plc
Including Chief Executive of UK Retail and Business
Banking and Vice Charr of Global Retall Banking
Deanna was apponted as Chair of Hargreaves
Lansdown plc in February 2018 She s also currently
a non-executive director of the US fresh-prepared
food company, Joshua Green Corporation and is
the founder of advisory firm Cameoworks LLC,
which provides bespoke support to early stage
companies Deanna was previously a non-executive
director of NCR Corporation and Worldpay Inc

Her extensive board, investor and commergial
experience makes her a strong Senior Independent
Director and Chair of the Remuneration Committee

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 consumer-focused boutique advisory
firm, CameoWorks LLC, and

- Semor advisor to Bain & Company

$imon Patterson

Independent Non-executive Director (A} (V)
Appointed 1 April 2016

Tenure 2 years

Board meeting attendance 6/6

Skills and experience

Simon has extensive knowledge of and years

of experience in inance, technology and global
operations gained i1 various managemeant and
leadership roles He was a member of the founding
management team of the logistics software
company Global Freight Exchange and has worked
at the Financial Times and McKinsey & Company
He has previously served on the boards of Skype
MultiPlan Cegid Group Intelsat, Gerson Lehrman
Group and N Brown Group

External appointments
- Managing Director of Silver Lake Partners,
a leading global technology investment firm,
— Board member of Dell and FlixBus:
- Trustee of the Natural History Museum, and
— Trustee of the Roval Foundation of the Duke
and Duchess of Cambridge and Prince Harry

Allsen Platt

independent Non-executive Director ® @
Appointed 1Apn! 2016

Tenure 2 years

Board meeting attendance 6/6

Skills and experience

Alison has extensive experience of the property
sector and customer 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 senior
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
previously Chair of Opportunity Now, which seeks
to accelerate change far women in the workplace
as well as a non-executive director of the Foreign

& Commonweaith Office and Cable & Wireless
Comrnurications PLC

Lindsey Pownall OBE

Independent Non-executive Director @ (V)
Appointed 1April 2016

Tenure 2 years

Board meeting attendance 6/8

Skills and experience

Lindsey has substantial experience in food
arocery and retall brand development, having
enjoyed a career of aver 20 years at Samworth
Brothers the leading UK supplier of premium
quality chilled and ambient focds She joined
the Samworth Board in 2001and served as Chief
Erxecutive betweaen 201 and 2015 Lindsey s &
passionate advocate of suppher relationships,
customers, colleagues and sustainability which
directly support Tesco's strategy and her role as
Charr of the Corporate Responsibility Committee

External appointments

- Nen-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 2004
Tenure 3 years

Board meeting attendance 6/6

Skills and experience

Alan brings to the Board significant corporate
finance and accolnting experience from a varnety
of highly competitive industries including retail
banking and travel. as well as executive leadership
expenence within a listed company ervironment
Prior to joining Tesco. he was UK CEO and CFO of
Themas Cook Holdings. Group Finance Director
of WHSmith plc and CFQ for AWAS and Marks &
Spencer plc He was previously a non-executive
cirector of Games Workshep Group plc

External appointments

- Non-executive director of Diageo nlc,

- Non-executive directer of Tesco Bank.

- Member of the Advisary 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
CEC UK & RQI
Apponted 5 March 2018

Skills and experience

Charles started his career in 1988 with Procter
& Gamble following which he was a consultant
with OC&C Strategy Consultants and a director
of Abberton Associates In 1998 he became an
executive director of Booker Group plc which
merged with Iceland plc in 2000 In 2001 he became
an executive director of Arcadia Group plc and In
2004 ne became an executive director of Marks
& Spencer ple In 2005 he was appointed as
Chief Executive of Booker Group plc

Committee membership (at 10 April 2018}
® Neminations and Governance Committee
@ Audit Committee

® Remuneration Committee

@ Corporate Responsibility Committee

. Charr of Committee

(¥) Independent Board member
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Corporate governance report continued

Executive Committee.

Alessandra Bellini
Chuef Customer Officer
Alessandra joined the Executive Committee on 1 March 2017

Responsibilities
Alessandra s responsible for buiiding the Tesco brand globally and putting
the customer at the heart of everytfung that we do.

Skills and experience

Prior ta Tesco Alessandra worked at Unilever for over 21 years, latterly as
Vice President for the Food Category in North America and Food General
Manager for the USA Prewously, she had & 12-year career In advertising.
working both in Italy and the UK An international exgcutive Alessandra has
held roles in North Amenca. the UK. italy and Central and tastern Europe

Tony Hoggett
CEO Asia
Tony joined the Executive Committee on 1 Aprit 2017

Responsibilities

Tony 1 responsible for Tesco's businesses in Thaland and Malaysia, as well
asts joint ventures in India and Ching He also Jeads our business partnerships
across the region

Skllls and experience

Tony joined Tesco in 1990 and has served in a range of leadership roles in
the UK and Asia over the last three decades Between 2007 and 201 he held
the roles of VP South China. as well as President North China, before moving
1o Turkey as Chief Operating Ofhicer for Tesco Kipa In 2011 Tony returned to
the UK as Managing Director for Superstores, before becoming Managing
Director, Tesco Extra and 2 board member of Tesce Mobile in 2012 In 2014
he joined the UK Leadership Team as Retall Director and then was appointed
Chief Operating Officer UK in 2016 In April 2017, Tory was appointed to his
current role of CEG, Asia
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Alison Horner
Chief People Officer
Alison joined the Executive Committee on 1 March 201

Respansibilities
Alsor is respansidie for setting the people strategy and plans at Tesco
nclyding reward colleague experience and capability

Skills and expearience

Alison joined Tesco 1n 1999 as a Personnel Manager. and was promoted
to Personnel Director for Tesco's UK stores in 2000 After that she worked
running stares and leading change programmes before her promotion
to Chief People Officer in 2011 Alison 15 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 2016

Responsibilities
Jane 1s responsible for rebuiiding trust in the Tesco brand and its businesses

Skills and experience

Jane has over 25 years' experience of corporate. financial, colleague and
digital communicaticns She joined Tesco from Coca-Cola where she led
European public affairs and communications  She has significant experience
in adwising businesses on trust and corporate reputation through previous
roles at Diageo and Boots

Dave Lewis

Group Chief Executive

Dave joined the Board and the Executive Committee on 1September 2004
Hrs full brography appears on page 28



Adrian Morris
Group General Counsel
Aarian joined the Executive Committee on 6 September 2012

Responsibllities
Adrian ts respensible for the legal. company secretanial government
relations, regulatory and compliance functions across Tesco

$kills and experience

Adnian joined Tesco in September 2012 as Group General Counsei Prior to
Tesco Adrian worked at BP PLC as Associate General Counsel for Refining
and Marketing and prior to that at Centrica PLC. initially as European Group
General Counsel and then as General Counsel for British Gas

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

Responsibilities
Matt s responstble for all of Tesco's businesses in the Czech Repubiic.
Hungary, Poland and Slovakia

Skills and experience

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

with three years as Commercial Director for 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, ROl Central Eurcpe and Asia In April 2017
Matt was appointed to his current role of CEQ, Central Europe

Alan Stewart

Chief Financial Officer

Alan jomed 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 | January 2015

Responsibilities

Jason 1s responsible for setting the strategy and peolicy for the planming
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

Jason joined Tesco in Getober 1990 on the graduate recruitment programme
He has held a number of positionsim the UK and internaticnally across both
food and non-food divisions Jason became CEC for clething across the Group
In 2012 before being appointed as Chief Product Officerin January 2015

Charles Wilson

CEO, UK &ROI

Charles joined the Board and the Executive Committee on 5 March 2018
His full biography appears on page 29
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Corporate governance repott 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 Qur framework
provides clear direction on decision-making without creating burdensome
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processes that could impede progress We retain the aglity to get o with
running our business while maintainmg high standards of governance The
Governance Framework s designed to safeguard and enhance long-term
shareholder value and provide & platform to realise the Group's strategy
QOur system of internal control and nsk management arrangements are
integral to our Governance Framework



UK Corporate Governance Code compliance

The Board confirms that throughout the year ended 24 February 2018
the Company applied the main principles and complied with the relevant
provisions set out in the UK Corporate Governance Code {Code) 1ssued
by the Finangial 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 responsibility to promote the long-term success
of the Company and 1s accountable to shareholders for ensuring that the
Group 1s appropriately managed and achieves the strategic abjectives it
sets, In a way that 1s supported by the right culture, values and behaviours
throughout the Group In this performance of its duties, it has due regard
to the interests of other key stakeholders and 1s aware of the potential
impact of the decisions it makes To support the Board's role in establishing
the strategic objectives and policies of the Group 1t has a wel-defined
Governance Framework as shown on page 32

Board activity

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

Specific responsipilities have been delegated to the Beard Committees,
each of which 1s responsible for reviewing and dealing with matters within
its 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

- Review of internal controls

- Financial results

- Annual and half-yearly reports
- Dividend

- CFQOreports

- Strategy day

- Portfolio update

- Competitors

- Maximising property value
- Technclogy update

- Brexit

- Customer insight

Corporate governance

At Board meetings. we receve and consider papers and presentations
from the Executive Directors on relevant topics and senior management
are regularly invited to attend meetings for specific items This enables the
Non-executive Directors 1o engage with colleagues from across the Group
Effective review and decision-making 1s supported by providing the Board
with high quality, accurate ctear and timely information including input
from adwisers where necessary if a Director were fo have any material
concerns. these would be recorded in minutes of meetings and on resignation
any Non-executive Director having such congerns would provide a written
statement to the Chairman and the Board

Board meetings are structured around the following areas

- financial performance and risk.

- strategy deveicpment and planning,

- reviews of our businesses. and

- other corporate activities, ncluding stakeholders

Detarls of the proportion of time spent by the Board in 2017418 1n these
areas are set out below

Division of responsibilities

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

The Group Chief Executive is supparted by the Executive Comrmittee

and the Group's semor management structure has been designed to
suppert management's deciston-making responsibiities aligned to personal
accountability and delegated authority while embedding risk and control
In business decision-making

- UK & ROI - Customers, Colleagues.
- Central Europe Suppliers & Shareholders
- Asta - Succession planning and
- Jaintventures talent management
- Tesco Mobile - CECreports
- Tesca Bank - Litigation reports
- F&F - Committee reparts
- dunnhumby - Beard effectiveness

- Health and Safety
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Corporate governance report continued

Non-executive Directors

The Non-execuiive Directors provide a strong independent element to

the Board and a solid foundation for good corporate governance Although
all Directors are equally accountable under law for the stewardship of the
Company's affairs, the Non-executive Directors fulfil a vital role in corporate
accountabiity. They have responsibility for constructively challenging the
strategies proposed by the Executive Directors. scrutinising the performance
of management In achieving agreed goals and objectives, as well a3 playing
aleading role in the funcrioming of the Board Committees Between them
the current Non-executive Directors have the approprate balance of skills,
experience, knowledge and independent Judgement gained through
expenence in a vanety of busingss sectors

Diversity and inclusion

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

for hetter anticipating the risks and opportunities in bullding a long-term
susiamnable business As set out in their biographies on pages 28 and 29 and
In the ¢harts below, each member of the Board offers a range of core skills
and experience that s relevant to the successful operation of the Group In
addition, we believe it 15 helpful to mantain 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, Nominations and Governance, and Remuneration Board
Committee members are appainted by the Beard upon the recommendation
of the Nominations and Governance Committee, which reviews the
composition of each Committee regularly The Committee memberships
are spread between the Non-executive Directors, drawing on each of their
relevant skilis and expenence

Membership getals for the Commutiees can be found in the respective
Committee reports

* Based on residency
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Effectiveness

Board balance

Effective management and good stewardship are led by the Board The
Board Is currently composed of the Chairman, whe was independent on
appointrment. three Executive Directars and nine Non-executive Directors
The balance of Directors on the Board ensures that no indwidual or small
group of Directors can dominate the decision-making process and that the
interests of shareholders are protected Charles Wilson and Stewart Gillland
Joined the Board on 5 March 2018, following completion of the Booker Group
Merger Charles Wilson also joined the Executive Commitiee

Board independence

independent Non-executive Directors form a majonty of the Beard

The Board considers each of its current Non-executive Directors to be
independent in character and judgement In reaching its determination

of independence. the Board has concluded that there are no relationships
or circumstances ikely to affect, or could appear to affect, the judgement
of our nine Non-executive Directors Each continues to prowde objective
challenge to management and 15 willing ta stand up and defend his or her
own belhefs and viewpoints in order to support the ultimate good of

the Company

Attendance at Board meetings

Directors are expected to attend alt Board and relevant Commuittes
meetings The Nommations and Governance Commuttee assessas the
external commitments of Board members ta ensure that they each have
sutficient time and energy to devote to their role with Tesco The Board 1s
currently satisfied that the number of appointments held by each Director i
addition 1o therr position with Tesco s appropriate to aflow them to fulfil therr
obfigations to the Group Foilowing Ceanna Oppenheimer's appantment as
Chair of Hargreaves Lansdown pic in February 2018, she stepped down as
non-executive director of Worldpay, fnc and she has confirmed that she will
relingquish a further directorship by migd-2018, which will be announced at the
appropriate me Detanls of the Directors’ attendance at Board meetings can
be found in ther biographies on pages 28 and 29

In addition 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 meetings on the merger were held after the year end

As Charles Wilson and Stewart Gilliland were not appointed until
5 March 2018. they did not attend any meetings in the year however
they have attended all Board meetings since their appointment

During the year, the Charrman met frequently with Non-executive
Directors without Executive Directors bemng present

Development

The Charman regularly discusses traning requirements with the Board and
arranges meetings or asks for information to be provided, as approprate
As part of the ongaing deveioprment of Directors, key site visits are arranged
and Directiors are provided with the opportunity for, and encouraged to
attend. franing to ensure they are kept up to date on relevant legal,
regulatory and hnancia) developments or changes in best practice.

information and support

The Group Company Secretary, through the Chairman s responsible for
advising the Board on all governance matters and for ensuring that Board
procedures are foliowed, applicable rules and regulations are complied with,
and that due account 1s taken of relevant codes of best practice The Group
Company Secretary Is also responsible for ensuring communication flows
between the Board and its Committees, and between senior management
and Nen-executive Directors All Directors have access to the advice of the
Group Company Secretary and. In appropriate circumstances. may obtain
ndependent professional advice at the Cornpany's expense In addition,

a Directors’ and Officers’ Liability insurance policy s mantained for all
Directors and each Director has the benefit of a Deed of Indemnity

The appointment and removal of the Group Company Secretary 1s a matter
reserved for the Board as a whole



Corporate governance

Conflicts of interest

In accordance with the Comparies Act 2006 and the Company's Articles of Association, Directors are required to report actual or petential conflicts
of Interest to the Board for consideration and, If appropriate, authorisation If such conflicts exist, Directors excuse themselves from consideration
of the relevant matter The Company mantains a register of authorised conflicts of interest which 1s reviewed annually by the Noeminations and
Governance Committee

Induction

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

key areas of the business. including Internal control and risk 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 providing them with appropriate training and guidance as to their duties, responstbiliies and habilities as a director of a public
limited company

The Group has put in place tallored induction programmes for Charles Wilson and Stewart Gililand

Parformance evaluation

The Board undertakes an annual evaluation of its own performance as well as that of its Committees and individual Directors This prowvides an opportunity to
cansider ways of identifying greater efficiencies maximising strengths and highlighting areas for further development. as well as checking that each Director
continues to demonstrate commitment to his or her role and each has sufficient time to meet his or her cammitments to the Company Following an external
review in 2015/16 by Independent Board Evaluation whao 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 Senior Independent Director with the support of the Group Company Secretary and Lintstock Ltd The 201718 evaluation was
carefully structured but pragmatic. designed to bring about a genuine debate on 1ssues that were relevant check on progress against matters ident ifred In
the previous evaluation and assist in identifying any potential for improvement in the Company’s processes

The 2017/18 performance evaluation process I1s set out below

2017/18 performance evaluation

Stage 1 Stage 2 Stage 3 Stage 4 Stage 5

Compietion of a detailed Semor Independent Preparationof a Results presented and Action plan and key areas
questionnare to assess Director conducts cemposite report discussed at Board and of focus approved by
the effectiveness of the one-to-one Interviews with Commitiee meetings the Board

Board, its Committees and each Director based on the

indwidual 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 Committees were performing well with high scores recorded across a range of performance measures

Details 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 cutcomes are shown below
Details of the actions taken to address the 2017/18 cutcomes will be disclosed in next year's Annual Report

2016/17 evaluation autcomes 2017/18 actions s 2017418 evalustion cutcomes
Create more opportuniies for the testing and Through the year a number of updates were Further improve the oversight of risk
development of strategy provided an strategic developments agresd at the

. Board strategy sessicns o .
Further increase the oversight of During the year the Board and Nominations and Ensure the effective monitoring of the
succession planning Governance Committee reviewed succession 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

Consider ways to improve the focus of the In October 2017, the Corporate Responsibility identify ways to further engage on
Corporate Responsizility Committee Committee approved the Little Helps Plan, setting technology 1ssues
out a number of targets and actions

The Senor Independent Director also led the Non-executive Directors in evalusting 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-election 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 Charles Wiison and Stewart Gilliland More information is provided in the Notice of Meeting

Code of Business Conduct

All colleagues are required to comply with the Code of Business Conduct. which is 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 compiete mandatory 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 corruption laws, data protection laws and suppler legislation
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Corporate governance report continued

Relations with our stakeholiders

The Board recogmises 1t résponsibiity to take into consideration the needs and concerns of our staketiolders as part of its discussion and decision-making

processes The Baard understands that mamtaining strong stakeholder relationships is the key to buiding a sustainabie business

The following pravides an msight 1nto the ways in which the Board 15 engaged with our stakeholders

36

Shareholders

The Board 1s committed to mamtaning
apeh and constructwe dizlogue with our
shareholders whether mstitutioneal private
or employee shareholders The Board takes
wumate responsibiity for ensuring that
such engagement Lakes place

tMore information can e found apposite

Customers

The Board 1s dedicated Lo ensuring that we
maintain our coTe purpose to serve shoppers a
ittle better every day Ensuring that 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 recognises that bullding trusted
partnerships with our suppliers is critical ana
this I5 one of the six key performance measures
for the whole business The Board mantains
enpagement thraugh regular reporting of the
resulis of aur suppher viewpoint surveys 1o
ensure that the progress we have made over
the past three years continues

engagement,

Community
The Board is mindful of the whpact that our
business has on the communities it operatesin
During the year, the Corporate Responsibility
Commuttee launched sur new strategy the Little Helps
Plan which sats aut how Tesco plans to foltow our

core value every little heip makes a big difference’
three main areas our people Qur products and our

places Inaddiion members of the Board have
undertaken visits 16 benehciaries of both the Tesco

Bags of Help scheme and the Tesco Community

Food Connection 10 see the work baing
undertaken as a result of Tesco
supparting these initiatwes
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Colleagues
Our collsagues are the heart of our business
and help to communicate the values of our
business to our customers every tay We haye
varous tools to ensure that cur Board s fully
engaged with aur colleagues (nctuding dur
Group-wide employee engagement surveys
the rasuits of which are monitored by the
Board and members of the Board
regularly visit our stores to engage
directly with colieagues



Shareholder engagement

Corporate governance

During the year numeraus activities were undertaken to engage with our sharehelders

Meetings, roadshows and conferences.

The Executive Directors, Chairman and Senmior Independent Director held
regular meetings with institutional Investeors 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 meetgs with
ma|cr shareholders and do so f requested

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

The Board receves regular updates from the Investor Relations team on
investor sentiment and analyst commentary to ensure that all Non-executive
Directors develop an understanding of the views of major sharehclders

In Octeber 2017 we held a stakeholder avent to launch our Little Helps Plan

We also engaged secially responsible investors by holding calls to discuss
various I1ssues and responding to queres

Consultation and engagement.

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

Shareholder meetings.

The AGM was held on Friday 16 June 2017 at the ExCel Centre in London
At the meeting, all shareholders were given an opportunity 1o guestion
the Board on the business being proposed 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 detalls 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 Booker Group
pic Shareholders were given the opportunity to guestion the Board on the
merger The results of voting at the Genaral Meeting were published on our

website www tescoplc com

Website and shareholder communications.

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

Video recordings of the Group Chief Executive and Chief Financial
Officer commenting on results statements were uploaded to our website
during the year, along with the results presentations and transcripts of
analysts’ calls

Foliowing the announcement of the Booker Group Merger. a dedicated
section of our website was made avalable 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 a webcast of the presentations were made
avallable at www tescoplc com along with transcripts of all the results
presentations and trading statement cenference calls

Debt investors.

The Treasury team holds biannual formal 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 Cfficer
and Group Treasury Director held conference calls with fixed income investors
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Corporate governance report continued .

Nominations and Governance Committee.

“We recognise the importance of a Proper planning for Board and senior management succession, and refreshing
diverse and inclusive culture to the and selecting the right mdiwduals for the Board and senior management
delivery of the Group's strategy posiwrons from a diverse talent poo! are key 1ssues for the Committee
John Allan it 15 essential in ensuring @ cantinuous level of quality in management, in
Non-executive Chairman avoiding instability by helping mitigate the nisks which may be asscoates with

unforeseen events, such as the departure of a key indmvidual. and in promoting
diversity During the year the Commutteg reviewed the status of succession
planning for the Non-executive Directors and the Executive Commitiee,

as well as the pipeline of talent below the Executive Commutiee

In March 2018, we welcomed Charles Wilson and Stewart Gillland onto the
Board. following the successiul completion of the Booker Group Merger
Number of scheduled Meetings They both bring a wealth of commeraial and retall experience to the Board,

Nominations and Governance Commiftee attendance

Member ~ ~~~_ meetmgsélpbletoattend  attended specifically In the wholesale sector, and wil) bolster the capabilities and

Johin Allan 3 3 effectiveness of the Board

Deanna Cppenheimer 3 3

Byron Grote 3 3 The Committee afso reviewed the independence of each Non-exacutive

Director, aft Directors’ conflicts of interest the time commitments of each

Nominations and Governance Committee responsibilltias Non-executive Director and the batance of skills knowledge, experience

The responsibilities of the Nomnations and Governance Committee include and dersity on the Board prior te recommending to the Board that each

Nominating and succession Director stand for etection or re-election at the forthcoming AGM

- review of the structure. size and composition (including skills, knowledge. During the year, the Committee received regular updates on developments
expenence and diversity) of the Board and its Committees and make 1 corporate governance reform The Committee was provided with detaled
recommendations to the Board regarding any changes reports on the revised UK Corporate Governance Code issued by the

- rdentification and nomination of candidates for appointment to the Board, and Financial Reporting Council for consultation in December 2017 and proposals

- review of succession planning and talent management over the longer term for the Group's approach to the changes We will report further on the
for Directors and senior management changes to Tesco's governance framework in next year's report. following

Governance the anticipated publication of a revised UK Corporate Governance Code

- review and approve changes to the Group's Governance Framework n June 2018, which will became effective for the 2019/20 financial year
Lr;t;l:gitr;gr;naonndltfsrt\:;ggtlz(j;ztrfei::mphance with apphcabie legal, Havmg(undertaken an external evaluation of the Boerd in 2015/16 the

- make recommendations tothe Board an the independence of Committee agreed that the 2017/18 Board evaluation shouid be conducted
Non-executive Directors, internally A questionnaire was sent out \n December 2017 by the Group

- keep under review the time commitment expected from the Chairman Company Secretary The Senior Independent Director also conducted
and Non-executive Directors, and One-to-one INterviews with Directors as well as canducting the annual

- ansure an effactiveness review 1s canducted annually of the Board, evaluation of the Chairman Having assessed the findings at the February
\ts Committess and DIrectors 2018 Beoard meeting, the Directors were satished that the Beard and each

of its Committees continue 1o operate effectively More details on the
The Committee’s terms of reference are availabie at www.tescopic.com evaluation are set out on page 35 of the Corporate governance report
Dear Sharehcider

During the yaar the Committee went through a significant transformation

in terms of its focus and responsibitities In (ight of the increased focus on

corporate gavernance matters, t was agreed ta extend the Committee's remit

to include oversight of the Group's corporate governance framework and

rename it the Nominations and Governance Commuttee Thetermsof reference  John Allan

of the Committee were updated to reflect these additicnal responsibiiities Nominations and Governance Committee Chair

The Cammittee held three scheduled meetings during the year which
were attended by all members, prnimanly focusing on diversity, succession
planmng. talent management. Inclusion and corporate governance

Key activitles

During 2017/18. the Committee considered, amongst other matters,
the following

Our policy for the composition of the Board Is to support diversity inits
widest sense We wish to attract Board members with a divarse range of
backgrounds who will contribute a wealth of knowledge. understanding

and expenence of the communities where Tesco operates The Commitiee
strongly believes that diversity throughout the Group and at Board and
senior management level is a driver of business success Cur gender diversity
policy for the Board 1s 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 appontment of Stewart Gillland and Charies Wlson in March
2018, when 1t declined to 23% We will lock to address thus in ine with our
policy We ensure that diversity 1s considered as part of any shortlist process
drawn up by external search consuitants

'

succession planning for the Non-executive Directors and
Executive Commuttee.

reviewing the time commitments ahd Independence of the
Non-executive Directors.,

assessing the Group's diversity and inclusion strateglies

monitaring developments n corporate governance reform,

the extension of Mikae! Olssan's appomntment following three years
af serwice on the Board, in accordance with Non-executive Directors’
letters of appamtment,

making a recommendation to the Board regarding the election and
re-election of Directors at the 2018 AGM,

- reviewing the results of the annual performance evaluation of the
Commttee, and

reviewing and updating the Committee’s terms of reference

1

!

!

f
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Corporate governance

Corporate Responsibility Committee.

‘The Little Helps Plan aligns with our
Core value 'every [ittle help makes a big
difference’ and recognises the unique
oppertunity that Tesco has through
its giobal reach to make a difference
to our customers, colleagues and
communities around the world.’
Lindsey Pownall
Non-executive Directer

Corporate Responsibility Committee attendance

Number of scheduled Meetings
Member meetings eligible to attend attended
Lindsey Pownall 3 3
John Allan 3 3
Steve Golsby 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 Committee meetings

Corporate Responsibility Committee responsibilities
The respeonsibilities of the Corporate Responsibiity Committee include

approving and monitonng a strategy far discharging the Group’s corporate
and social responsibilities in such a way as to build trust and command
respect and confidence,

- overseeing the Group's conduct with regard to Its corporate and societal
obligations as a responsible corporate Citizen

cverseeing the creation of appropriate policies and supporting measures.
identifying and monitoring those externat developments that are hkely

to have a significant Influence on the Grougp's reputation and/or its ability
to conduct its business appropriately s a good corporate citizen and
review how best to protect that reputation or that ability; and

overseeing the Group's engagement with external stakeholders and
otherinterested parties

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

Dear Shareholder

| became Committee Chair in July 2017 and | am pleased tu report on the
significant progress that has been maoe this year in developing our new
corporate responsipility strategy. the Uttle Helps Plan

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

The Committee reviewed an intial draft of the pian in July 2017 and received
regular updates on the plan's progress priorto approving it in October 2017

I 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 1deas and ambitions behind the
Little Helps Plan

Throughout the year the Committee has received presentations from
subject matter speciahsts withm the business to understand the work that
15 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 experiences of different social political and economic
landscapes relevant tc our international markets It 15 acknowledged that,
with the majority of the Group's customers being in the UK, progress against
the plan will begin in the UK and this 1s reflected in how some of the KPIs
have been set with appropriate country-specihc plans to be developed as
necessary Nevertheless we are committed to making progress on all areas
of the Little Helps Plan in all of our markets and | lock forward to the Committee
helping to shape and momtor the business’ progress over the next year

It 15 recognised that we need to work together across society to build a
truly sustamable future and the business fully supports global efforts to build
this future, ncluding the UN Sustainable Development Goals and the Paris
Climate Agreement The leadership that Dave Lewis has shown as Chair of
Champions 12 3 demonstrates the commitment by the business to work with
stakeholders to reach the UN Sustainable Development Goal target of halving
global food waste by 2030 | am proud that in September we announced that
24 of our largest food supphers had agreed to adopt this goal and to start to
publish food waste data for thew own operations within the next 12 months
In 2017, the busmess announced tougher new science-based chimate change
targets The new targets ensure that our supply chain 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 ta
become a zero-carbon business

The Committee has agreed an cngoing programme to regularly review
areas of the Little Helps Plan through deep-dive sessions and measuring
performance against the plan's targets It 1s also intended that the
Committee will experience the work being done by 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 onhne at www tescople com/hittlehelpsplan

Lindsey Pownall
Carporate Responsibility Committee Chair

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

July 2017

- Little Helps Plan roadrnap and KP1s - The Committee gave feedback on the
draft Little Helps Plan and the ndwvidual targets

- Health menth - The Committee reviewed the iInibiative launched in May 2017
to encourage helpful Iittle swaps for customers and employees

- Food waste - The Commuttee reviewed the business’ progress on delivenng
the UK food waste target and progress beng made in Central Europe,
Thailand and Malaysia on food waste

October 2017 _

Packaging - The Committee received information on this foundation area

of the Little Helps Plan and the strategy to 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 received information on the impact of
the Group's engagement with local communities, in particular on the
success of the Bags of Help scheme in the UK and the similar schemes being
operated in the ROl and Central Europe

February 2018 o s

- Climate change - The Committee recewed information on this foundation
of the Little Helps Plan

- Funding for key projects - The Committee reviewed the use of the funds
released by the forfeiture of Tesco PLC shares undertaken m 2017 and
designated for corporate responsibility 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 responsibility strategy against agreed
performance measures and

- expenditure and other commitments by the Group on corporate donations
community programmes and chartable support

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

Tesco PLC Annual Report and Financial Statements 2018 39



Corporate governance report continued

Audit Committee.

‘The Committee has continued to
play a key role within the Tesco PLC
governance framewark to support
the Board in matters relating ta
financial reporting, mternal control
and risk management

Byron Grote

Non-executive Director

Audit Committee attendance

Number of scheduled Meetings
Member meetings eligible to attend attended
Byron Grote [ &
Mark Armour [ &
Simon Patterson [ [

Audit Committee responsibllities
The Carnrmittee’s terms of reference were updated in April 2018, and 1ts
respansibilities includge

- monitoring the Group's financial reporting processes,

- review, and challenge where necessary, of the actions and judgements
of management in relation to the intenm and annual financial statements
before submissicn te the Board.

- review of the interim and annual financial statements and announcemeants
relating to the financial performance of the Group.

- consideratian of the appointment of the external auditor their reports

to the Committee and thelr iIndependence, inciuding an assessment

of their appropriateness to conduct any permitted non-audit work n

accordance with the Grougp's non-audit services pelicy, review of policy

and appropriateness

review and agreement with the external 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 dividends

review and monitoring of the internal controls and risk management

processas of the Group Including key financial, operational and comphance

controls, and their 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, in conhdence raise concerns abaut possible \mproprieties in inancial

reporting or cther matters,

cansideration of management's response to any major external or internal

audht recommendations and

review of busingss continuity plans and pracesses for the prevention

of fraud. bribery and corruption

i

!

'

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

Dear Sharehoider

The Committee has continued to play a key role within the Tesco PLC
governance framework to support the Board 1n matters relating to financial
reporting. internal control and nsk management As well as the key actwities
underiaken or overseen by the Audit Committee during the year through
a pertodic and structured roling forward-looking planner this report
shares insights mto our discussions Full details of the matters discussed
at Committee meetings i1s set out later in this report Locking ahead,
these areas will remain a key focus in 2018/19

Byron Grote
Audit Committee Chair
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Audit Committee membership

The Commuttee comprises Byron Grote, as Chairman, Mark Armaour

and Sumion Patterson ANl of the Committee members are independent
Nan-executive Directars and the Board 1s satisfied that Byron Grote and
Mark Armour have significant, recent and relevant hnanciat expenence for
the purposes of the Cade and are competent in accounting and auditing

In addition, and as required by the revised Code which was 1ssued in

Apnil 2016 and applied to the Company from its 2017/18 financial year, the
Board considers that the Committee members as a whole have competence
relevant to the Company’s sector, in addition to general management and
commercial experience The experlise and expenence of the members of
the Committeg is set out in each of their biographies on pages 28 and 29

Robert Welch s appointed as Secretary to the Committee Other
regular attendees at Comimittee meetings include the Chairman, Group
Chuef Executive, Chuef Financral Officer, Chief Audit and Risk Officer
Group Planning and Reporting Director and representatives of

the externat auditor

Audit Committee meetings

The Committee met six times in the 2017/18 financial year. with each meeting
having a distinct apenda to reflect the annual financial reporting cycle of
the Group and particular matters for the Committee's conaideration

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

The Chairman of the Committee reports to the Board following each meeting
and Committee meetings are generaily scheduied close to Board meetings in
order to facilitate an effective and timely reporting process

Committee members met in private following each Committee meetng

and also held separate private sessions with the Chief Audit and Risk Officer
and the external auditor in order to provide additional opportunity for
open dialogue and feedback without management present. The Commitiee
Chairman also meets with the Chief Financial Officer on an ad hoc basis and
prior to each Committee meeting

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

Apry 2017

- pralminary results and Annual Report 2016/17, inciuding confirmation

of Code compliance and a comprehensive report from the Group’s

Drsclasure Committee on far, balanced and understandable reviews

viabilty statement ant going concern review, ncluding the underlying

models assumptions and scenarno testing

- key accounting judgernents relating to the 2096/17 financial results

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

external and Internal audit effectiveness reviews

- Group compliance and whistlebiowing update. including GSCOP update

- Tesco Bank update

- internal audit update

July 2017 . -

- key accounting matters including IFRS 9 and exceptional items
approach update

- treasury, funding and corporate simphfication update

- tecinalogy 1T and nformatron security contrals update

- transformation and service model update

privacy comphance update including privacy transformation plans

insurable risk review

- Group Treasury Policy update

external audit audit plan. approval of audit fee. non-audit services,

management letter observations from 2016/17 audit

- Internal audit update, Including Tesco Bank

v
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September 2017

interim results statement and gomng concern review, including a
comprehensive report from the Group's Disclosure Committee

and validation of management’s representations to Deloitte

- dividend proposal

key accounting matters. including key financial controls update and the
Group's preparations for new reporting requirements, 1€ [FRS 9 ‘Financial
instruments’. IFRS 15 ‘Revenue from contracts with customers’, and IFRS 16
‘Leases’ implementation and basis of adoption as further described
Note 1to the financial statements

- Group compliance update. including whistleblowing anti-bribery and
fraud. gifts and entertainment, privacy transfarmation plans, GSCOP
compliance and progress towards General Data Protection Regulation
compliance by May 2018

UK and ROl and International Finance Director reports and key financial
controls update

- treasury. funding and corporate simplification update including the
review and consideration of the bong buy-back programme

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

internal audit update

November 2017

- risk control and assurance update, including principal risk review process and
the development of our three new principal risks set out on pages 22 to 25
{IFRS 16 update

~ pensicns review

- tax update, 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

viability statement modelling and assumptions

- treasury funding and corparate simphficaticn update

internal and external audit updates ncluding Deloitte non-audit services
non-audit fees policy update

pohcy on employment of former auditor employees

internal audit charter and 2018/19 plan

- external audt Deloitte update on auvdit plan and non-audit services

1

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 combined group, nisk factors pro-forma
fAnancial information & reconciiation, operations and financial review
and quantified inanciai benefits statements reports and confirmations

February 2018

- risk control and assurance framework update, comprising principal risks
review. risk roadmap risk management and controls update nsk appetite
statement. Code compliance and internal controf effectivengess review,
further detaill can be found on page 43 of this report

Group tax update

technology update

finance transformation update

- key accounting judgements relating to the 201718 financial results
treasury solvency and hquidity funding plan

- corporate simphfication update

internal avdit update. Including Tesco Bank

external audit Deloitte early warning report and non-audit services

- Committee effectiveness review

Apri 2018

- prelimnary results and Annual Report 2017418, including confirmation
of Code complrance and a comprehensive report from the Group's
Disclosure Committee on fair, balanced and understandable reviews
viability statement and going concern review including the underlying
rmodels, assumptions and scenario testing
dividend proposal
- key accounting judgements relating to the 2017/18 financial results,
including IFRS 16 and controls update
external audit Deloitte year-end fingl report and non-audit services
- external and internal audit effectiveness reviews
- review of the Committee’s terms of reference
- Group compliance and whistleblowing update, including GSCOP update
- Booker integration update
- Tesco Bank update
- service model update
- property valuation update

internal audit update

b

Corporate governance

The Committee s responsible for assisting the Board's oversight of the
quality and integrity of the Company’s financial reporting and the Company's
accounting policies and practices During the year, the Committee has
continued to receve updates regarding the Group’s ongeing finance
transformaticn programme and the actions taken to address observations
raised by Deloitte in 1ts letter to management following completion of the
2016/17 aucht Recommendations have been implemented to further
enhance the Group’s financial reporting systems and controls environment
The Committee has also received regular updates. including from Group
Audit and Advisory and the UK and ROl and International Finance Directors
on the development and effectiveness of the Group's key internal
financial controls

The Committee continues to focus on commercial income and inventory
contrels and receives regular updates from Group Audit and Advisory on the
work that 1s being undertaken to review and strengthen the Group's
processes in these areas

in relation to the financial statements the Commitiee reviewed and
recommended approval of the half-year results and these annual inancial
staterments considered impairment reviews, the viabiiity and going concern
statements and their underlying assumptions, reviewed proposed dividend
levels, reviewed corporate governance disclosures and monitored the
statutory audit As part of its review of the financial statements, the
Committee considered. and challenged as appropriate the accounting
policies and significant judgements and estimates underpinning the financial
statements Detalls regarding the significant financial reporting matters and
how they were addressed by the Committee are set out later inthis report

The Committee also reviewed the disclosures regarding the Company's
alternative performance measures [APMs) having regard. in particular to
the Guidelines on Alternative Performance Measures issued by the furopean
Securities and Markets Authority (ESMA) in 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 no ssues in relation to the Group’s APM disclosures and extracts
of the Company's 2017 Annual Report were selected for inclusion in therr
November 2017 repart as examples of best practice The Committee
reviewed the FRC's findings and continues to moritor FRC and ESMA
guidance on APM disclosure

The Committee carried out a number of in-depth reviews of specific
principal risk areas this year and reported 1ts indings and recommendations
tothe Board The Committee received updates from management in relation
to the Group's transformation. technology information security. data
privacy, treasury, tax, pensions, nsurance and key complance risks and
the controls and mitigating actions employed in each of these areas The
Committee has assessed the effectiveness of the Group’'s whistleblowing
arrangements and reviewed compliance with the Grocenes Supply Code

of Practice (GSCQOP)

The Committee received update reports during the year from the

Tesca Bank Audit Committea, the Disclosure Committee and the Group
Risk and Compliance Committee Group Audit and Advisory provided regular
updates on its work Including indings from its internal audit programme
and the status of management actions to address such findings Reports
from Deloitte as external auditor were also presented and considered at
each Committee meeting

Reports were also requested on ad hoc matters as they arose Cne key
matter considered by the Committee this year was the merger with the
Booker Group and the inclusion of Booker synergy realisation and integratien
as one of our principal risks Further details regarding 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 Cammittee considered a number of signihcant issves in the year. taking
nto account tn all instances the wiews of the Campany’s externat auditor
The issues and how they were addressed by the Committee are detaded below

lssue

Garng concern basis
for the financia!
staterments and
viabiity statement

o How the 1ssue was addressed by the Comniittee _
The Committee reviewed management's assessment
af going concern and long-term wabtlity with
consigeration of forecast cash flows. including
sensiivity to trading and expenditure plans and
potential mitigating actions. The Committee also
considered the Group's financing faciities and
future funding plans Based on this, the Committee
confirmed that the applhication of the going concern
basis for the preparaton of the financial statements
continued t& be appropriate, ahd recommended the
_ _ approval of the viability statement

Fixed asset imparrment  The Commitiee reviewed and challenged

and onerous lease

provisions

Goodwill wmpaurmeE

management's imparment testing of property

and technolcgy assets and estimate of onerous

fease provisions The Committee considered the
appropriateness of key assumptions and methodologes
for both value i use modets and fair value
measurements This included challenging projected
cash Mows, growth rates, discount rates and the use
of Independent third party valuations and considering
any impacts of the uncertainties arising from Brext
The Group has recognised a £182m net reversal of
imparred PPE assets. together with an onerous lease
prowvision net charge of £108m and a £24m net loss

for software and other intangible assets See Note 10
to the financial statements for software and other
ntangible assets imparrment, Note 11 for fixed assets
mparment and Note 25 for property provisions
The Committee reviewed management’s process for
tesung goodwill for potential impairment and ensuring
appropriate sensivity disclosure, This included
chalieniging the key assumptions principaliy cash

flow projections, growth rates and discount rates

The Group has not recogrised any geadwill imparment
inthe year See Nate 10 to the financial statements

Valuation of
China associate and
indha joint venture

Pensions

Business and
property disposals

Business combmations

G)tmgenl habiities

The Committee reviewed management's
assessment of the valuation of the Group's Ching
associate, Gain Land and inda joint venture,
Trent Hypermarket Limited covering the methodology
and assumptions used by management, ncluding
latest market information. in determining the fair value
of the investment This included review of Gan Land's
and Trent’s projected cash flows, growth rates
and discount rates used and the external market
ndicators to include in the valuation The carrying
value was supported by the valuation See Note 13
to the financial statements
The Committee reviewed and challenged the
estimates used by management in valuing pension
liabilities, principally the chscount rate including
the change in methodology for caiculation of the
discount rate adopted in the year See Note 27to
the financiai statements.

The Committes considered the key Judgements made
by management in accounting for a number of property
transactions including the unwind of the joint venture
with British {.and. the disposal of the Kipa business in
Turkey and Qpticians business i the UK See Notes 1,
7 and 31 o the financial statements
The Comimittee considered the presentation ard
work performed on documents published as part
of the Baoker merger. mncluding the profit forecast.
working capital report financal position and
prospects report, guantified forecast benefits
statement and sections of the prospectus including

the pro-forma financial information

The Commuttee furiher considered management’s
assessment of the status of the ongoing regulatory
Inveshigations and itigation relating to prior perods The
Committee concurred with management's assessment
that due to the stage of the remaining matters and the
uncertainties regarding the outcomes NG provision was
required, and disclosure as contingent habiities at
the year-end was appropriate See Note 32 to the
financial statements
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Issue . How the 1ssue was addressﬂﬂL&Comm\ttee e
Recegnition and The Committee reviewed management's assessment
disclosure of of the controls that exist over the recognition of
comrmercial ncome commercial iInceme See Notes 1and 20 to the
__ frencalstaterments.
Exceptional tems The Committee considered the presentation of the
Group financal statements and in particular, the
appropriateness of the presentation of exceptional
items The Committee reviewed the nature of items
denthed and concurred with managament that
the treatment was even-handed and consistently
applied across years and appropriately presented

Consideration was also given to the guality of
earnings within underlying results See Note 4 to
the financial statements

The Committee considered the implementation of
IFRS ¢ ‘Financial nstruments’, IFRS 16 ‘Revenue from
cantracts with custemers’ and IFRS 16 'Leases’
considering project approach and progress. transition
approach and Impact assessments as known 1o date

New accounting
standards




Internal audit - Group Audit and Advisory (GAA)

GAA s an independent assurance function within Tesco as a service to the
Board and all levels of management Its remitis to provide independent and
objective advice to facilitate, influence and help the organisation to achieve
its prionties It helps the orgamisation 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 mitigation of risks to protect the business. as well as reperting on
the effectiveness of the systems of internal control Management are
responsible for establishing and mantaining an appropnate system of risk
identification and internal control, and for the prevention and detection
of irregulanities 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 capabifities,
independence the adequacy of the audit plan and their engagement

with stakeholders This assessment was faciliteted by Lintstock Ltd. an
independent company who distnbuted a questicnnaire based assessment
to key stakeholders collated the responses and provided the assessment
reports The guahity of the audits in providing assurance was also assessed
alongside the qualty of the audit reports to the Committee and other
stakeholders GAA's relationships. collaboration with the business and

its iImpact on the crgamisation was also reviewed

The Committee discussed the approach and findings of the assessment
inwhich no significant fallings or weaknesses were identified The Committee
was satishied that GAA remains effective and 1s adequately resourced

There were some suggested areas of improvement highlighted including

a recommendation that GAA enhances 1ts capability in the area of technology
going forward to keep pace with technology advances and reduce reliance on
third-party assurance The Committae 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 2018/1% was
presented and agreed by the Committee The internal Audit Plan will be

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

Key elements of the risk management process

The risk management process facilitates the ident fication and priorntisation
of risks through workshiops and discussions with business leaders, facilitated
by GAA and assigned business risk roles During the year the significant
nisks 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 seriously affect the performance,
future prospects or reputation of the Group 1s termed a principal risk

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

and reaintained In nisk registers by the business

Risks are assessed to determine the patential impact and Ikelihood of
occurrence, after taking into account key controls and mitigating factors
Additional mitigating actions are identihed and agreed with relevant
business owners

The Group Chief Executive has overall accountabiiity for the control

and management of the risks Tesco face with the Board having overall
responsibility for risk management Individual risks are managed at the
business unit level on an ongoing basis with follow up through the vear by
GAA and assigned business risk roles All risks are assigned to an appropriate
risk owner and the Group level principal risks are assigned to an executive
owner Fach principal nisk s reviewed at least annually by the Board Our
principal rnisks are detalled on pages 22 to 25, showing the nsk movement,
a summary of key contrals high level mitigating factors and inks to the
Group's strategic drivers

Internal control

The Board monitors the key elements of the Group's internal control
framework throughout the year and has conducted a review of the
effectiveness of the Group's risk management and internal control systems
To support the Board's annual assessment. GAA prepared a report on the
Group's nisk and internal control effectiveness which described the risk
management systems and arrangements in place for internal control as well
as work conducted in the year toimprove the risk and control environment

Corporate governance

The internal control framework 1s intended to manage rather than eliminate
the risk of failure to achieve business objectives and can only provide
reasonable but not abisolute assurance against material misstatement or loss

The Group's transformation programmes are intended to ncrease the
overall level of control environment maturity and improve consistency
across the Group As part of this there has been progress on the nisk

roadmap to mature our risk management The technology, people and
finance transformation programmes remam a challenge but continue to

progress towards delivery of a strengthened control enmvirenment

External audit

Deloitte continued as our external auditors with Pancs Kakoullis as the lead
partner after their intbial appointment in the 2015716 financial year This is
in hne with our intention of putting the external audit out to tender every
10 years and 1o rotate the lead partner every five years Panos Kakaullis will
rotate as the lead partner following the audit of the 2019/20 financial year

The Committee considers the effectiveness of the external auditor on

an ongoing basis during the year. considering its independence, cbhjectivity
appropriate mindset and professicnal scepticism. through its own observations
and interactions with the externalauditor. and having regard to the

experience and expertise of the external auditor in their direct
communication with and support to, the Committee,

content. quality of insights and added value of their reports,

- fulfilment of the agreed external audit plan

robustness and perceptiveness of the external auditor in their handhing
of key accounting and audit judgements.

the interaction between management and the external auditor including
ensuring that management dedicates sufficient time to the audit process
provision of norn-audit services as set out below and

review and consideration of the results of the evaluation

of the effectiveness of the external auditor

The Commuttee considered an audit effectiveness review of Deloitte m
Apnl 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 audtor was effective and the Committee
recommended to the Board the reappointment of Defortte at the 2018 AGM

The FRC s Audit Quality Review [AQR} team selected for review the audit
of the Group's financial statements for the year ended 25 February 2017
and Tesco Bank's standalone financial statements for the period ended
28 February 2017 as part of their 2017/18 annual inspection of audit firms
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
improvement In relation to the review of Tesco Bank's standalone financial
statements, this review s 1n its final stages. and some matters have been
identified as requiring improvement Inresponse. Deloitte developed an
action plan to ensure that the matters identified by the AGR had been
addressed n the audit of Tesco Bank's financial statements for the perod
ended Z8 February 2018 The Committee s satished that there s nothing
within the report which might have a bearing on the audit appointment

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

Deloitte contribute a further independent perspective on certain aspects
of the Group's financial control systems ansing from thewr work and report
both to the Board and the Committee

The process for approving all non-audit work provided by our external
auditer 15 overseen by the Committee in order to safeguard the objectiity
and independence of the auditor Where Deloitte have been chosen,

this I1s as a result of thewr demonstrating that they have the relevant skilts
and experience to make them an approprate supplier to undertake the
work in a cost-effective manner

Our policy for non-audit services reflects the EU regulations (as of

17 June 2016) that prohibits the provisicn of certam non-audit services

e g payroll services by the external auditor and introduces a cap on

non audit fees In ine with the regulations the Group 1s reguired to cap the
level of non-audit fees paid to its external auditor at 70% of the average audit
fees paid in the previous three consecutive financial years The 70% cap will
first apply t1a the Group for the period ending February 2021 The non-audit
fees policy 1s compliant with new Ethical Standards for Auditors
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Corporate governance report continued

Audit Committee continued

In 2017/18. Deloitte receved total fees of £13 bm (2016/17 £11 8m)
consisting of £8 8m of audit fees (2016/17 £5 5mi. and £6 7rm for nen-audit
and audit-related services (2016/17 £6 3m), which s an increase of £17min
total fees versus the previous period The total of Deloitte’s non-audit and
audit-related fees in the year equated to 39% of the auadtt fees Fees paid
to Deloitte are set out in Note 3 to the financial statements and detans
of the significant non-atdit work undertaken this year are set out in the
table below

in the penod. Delotte was appointed 1o report under the court approved
Deferred Prosecution Agreement with Tesco Stores Limited Safeguards
were put in place to mitigate any threats to Deloitte’s independence by
ensuring that work was conducted by indwviduals not directly invoived in
the external audit

The Commuttee determined that it was appropriate far the external auditar
to continue to provide transactional services 1 respect of our merger with
the Booker Group The appointment was aiso subject te an ethics revew by
Deloitte in 2016 and 1n the current financiai year. which concluded that the
proposed services were consistent with the FRC's Revised Ethical Standards
2016 and that there were appropnate safeguards in place to preserve
Deloitte’s independence as external auditor

We continte to take steps to reduce the level of non-audit fees going
forward to ensure compliance with the 70% non-audit fee cap rules

Leveiof tevelof

feesin  feeswn

Nature Sateguards to 01718 2016/17
of service _____ preserve independence _Em Em
Prowsion of transactional  Engagement team separate to 19 19
services. including the audit team with iIndependent
guantified financial reviews and working with informed
benefts synergy working  management
capital and profit forecast
reporting, refating to the
Group's merger with
the Boaker Group
Retall consultancy Engagement team separate to the 15 15
provision of administrative  audit team The service is limited
suppcrt relating to the to the provision af agmynistrative
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
nfermation needed by
the Group and the SFQ

of services to ensure the advocacy
and management threats are
mitigated. together with working
with informed management Clear
separation of the engagement
teamns has also been established
SFO Monitor role Delotte
has been appointed as
Menitor by the SFO under
the Deferred Prosecution
Agreement agreed with

Under the Deferred Prosecution 08 -
Agreement Deloitte were
appointed to conduct independant
reviews by individuals not directly
involved in the commercial
Tesco Stores Limited

__ income audits o
Other non-audit services  Careful consideration of the 0z 12
tax complance and

scope of services to ensure
advisory projects relating  the advocacy and management
to businesses outside threats are mitigated, together
of the EU and other with working with informed
rmiscellaneous risk and management Clear separation
compliance services of the engagernent teams has also
been established where required

From March 2617, no tax services
have been provided to entities
within the EU as required by the
___apphcable Ethical Standerds
Interim review performed  The interim review 1s considered 05 05
under International a non-audit service under the
Standards of Review apphcable Ethical Standarads,
Engagements although the ohjectives of the
{UK and Ireland) 2410 review are aligned with those
of thegudit_ o e
Total 67 63
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Appointment of auditor statement

Followng & formal tender process, Deioitte were appointed as our external
auditor with effect from the 2015 AGM The Company s in compliance with
the requirements of The Statutory Audit Services for Large Companies
Market Investigation iMandatory Use of Compeiitive Tender Processes
and Audit Respensibilities) 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 rakes
arecommendation to the Board with regard to the reappaintment of the
external auditor each year In making this recommendation. the Committee
considers auditor effectiveness and ndependence, partner rotation and
any other factors that may impact the Comrmttee’s judgement regarding
the external auditor

Fair, balanced and understandable statement

The Committee advised the Board on whether the Annual Report

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

The Committee cancluded that the disclosures, and the processes and
controls underlying their production, were appropnate and recommended
to the Board that the Annual Report and Financial Statements 2018 are fair
balanced and understandable

Committee effectiveness review

The effectivenass of the Committee was evaluated this year as part of the
Boara 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 remained appropnate for the current needs of the
business In order taidentify opportunities for further improvement,
members discuss how the Cornmittee is functiorung in the private sessions
that fallow gach meeting



. Directors’ remuneration report

Corporate governance

Annual statement from the
Remuneration Committee Chair.

‘Tesco aims to be more competitive
for customers. simpler for
colieagues and a better partner for its
suppliers. 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 eligble to attend _attended
Deanna Oppenheimer (Charr) 4 4
John Allan 4 4
Steve Golsby {(from 2 October 2017} z 2
Byron Grote 4 4
Mikael Clsson 4 4
Alison Piatt 4 A

Remuneration Committee responsibilities
The responsibilities of the Remuneration Committee include

- determining and recommending to the Board a framework for executive

remuneration that is fair and balanced and ensures the most talented

ieaders are recruited, retained and motivated

determining the terms of employment and remuneration for Executive

Directors and semor managers, including recruitment and termination

arrangements,

approving the design targets and outturns of the annual bonus plan

for Executive Directors and senior managers and

- agreeing the design, targets and annual awards for share incentive plans
and the subsequent achievement of targets

'

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

Dear Shareholder

| am pleased to 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 Palicy for the next three years at the 2018
Annual General Meeting The revised policy has been subject to consultation
with major investors and proxy voting advisers

Strategic remuneration review

The underlying principle applied ta 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
£15bn generate £9bn of retall cash from operations and improve operating
margins to between 3 5% and 4 0% by 2019/20 As aresult Tesco will deliver
significant free cash flow which will improve shareholder returns strengthen
the balance sheet and allow reinvestment in the business This will create
long-term, sustainable performance and increase shareholder value

The Committee was satisfied 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 continuing to support
Tesco's volume-led recavery and stakeholder focus

The Committee has also taken account of changes in regulation and shareholder
expectations since tha last Remuneraticn Policy was approved This has led
to the ntroduction of a post-vesting holding period and reduction in pension
contribution for new hires The Committee 1s alse mindful of their
responsibiity to ensure prudent management of executive remuneration

and the need for farr employment practices for the whole workforce

The key features of the new policy are

Annual bonus - No change to the quantum and the financial metrics remain
sales growth and Group operating profit before exceptional items, with a
Group cperating 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 shouid remain at 80%
of bonus maximum they should be split evenly, with each representing 40%
of bonus maximum (previously sales growth 50% and Group operating profit
before exceptional items 30%) The final 20% will be driven by cutcomes
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 propesed to the quantum of
awards The Committee has reviewed the PSP performance metrics and
simplified them from three to two. providing clear Iine of sight to the delivery
of the strategic plan The propased performance metrics are

- an earnings per share (EPS) metnc representing 50% of an award which
replaces the current total shareholder 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

a free cash flow metric representing the remaming 50% of an award,
which replaces the current cumulative cperating cash flow metric, to
help ensure balance sheet discipling 1s maintained as earnings grow and
management are aligned with the targets to generate £3bn of retail cash
from operations and reduce operating costs by £15bn

As set oul above stakehotder metrics will in future feature in the annual
bonus so they can be talored to the responsibility of each executive

During its consultation on the new Remuneration Policy the Committee heard
differing wews on TSR as a performance metric What became clear was that
no decision on inclusion or exclusion would satisfy everyone The decision
taken by the Committee is therefore the one that it beheves s 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
retall 1s a smali proportion of their business or not isted companies
In addition, with the completion of the Booker 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 flow measures are relevant readily understood
metrics aligned directly to Tesca's strategy TSR does not provide this
clear line of sight. and

- alignment with shareholders, often menticned as the reason for including
TSR, 15 maintained in the proposed Remuneration Palicy through significant
shareholding reguirements. the newly introduced holding period 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
outcomes and shareholder experience

Helding perlod - From the 2018 grant anwards. PSP awards will be subject
to a two-vear holding period post vesting The earliest an executive could sell
PSP shares other than to satisfy tax obiigations. would be five years after grant

Pension - Pension provision will reduce to 15% of base salary (from 25%)
for new Executive Directors and Executive Committee members

Shareholding requirement - Current levels of shareholding reguirement
will remain in place see page 52 for further details However, the way of
meeting this requirement will change. so that senior management wifl need
to retain all shares that vest to them, net of any tax habiities. untit the
requirement s satished The Committee beleves this 15 a more demanding
but farrer approach as it reflects shares earned by senior management

‘Good leaver’ treatment under the PSP - Tesce's practice on PSP good
leavers will be aligned to wider market practice From the 2018 grant
onwards any subsisting PSPs will vest based on performance over the
relevant perfarmance periad and will then be pro-rated for the portion
of the performance period worked Under the current policy the 2017
PSF award would lapse and the other two in fight awards would vest at
their usual vesting date. taking Into account current perfarmance levels

Phasing and mitigation - Explicit requirements on phasing and mitigation
of notice periods and any non-statutory payments on departure will be
introduced for new joiners at the most 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 Booker, joined the Tesco Board as an
Executive Director and Stewart Gililand, former Cnairman of Booker. joined
as a Non-executive Director

These outcomes are between the target and stretch performance levels
This was a strong performance in a challenging external environment and
was delivered against a background of intense competition The Committee
also reviewed the performance of the Executve Directors against ther
individual Chjectives As a result, the Committee determined that 72.8% and
73 9% of the maximum bonus opportunity should be awarded for Dave Lewis
and Alan Stewart. respectively A summary break-down of the targets and
performance assessments 1s provided in At a glance on page 48

The remuneration arrangements for both of them were approved by the
Commuttee and are i line with the approved Remuneration Policy The key
alements of Charles Witson's remuneration package are detailed on page 49
Stewart Griliiand will receve a feg in accordance with tis role as a member
of the Board which Is set out on page 62

The 2015 PSP was the first award in which Dave Lewis and Alan Stewart
participated The performance period ran to the end of the 201718 financrat
year Performance was measured aganst two metnics, with 70% subyject
to Tesco's relative TSR performance and the remaimng J0% subject to
cumulative cash generated from operations Performance was as follows

Overview of performance in 2017/18

During the year, Tesco continued to make strong progress against the six
stratepic drivers

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

This element vested at nil The Committee noted that the below-median
outcome was driven by the inclusion of global FMCG companies, Unilever,
Diageo and Reckitt Benckiser, in the peer group and that performance was
above median against the retall comparators However, the Committee did
not consider it approprate 1o exercise any discretion inthis regard, and
cumulative cash generated from operations over three years of £7 9on was
ahead of stretch performance of £7.3bn. This element vested in full

- brand health strengthened further and Tesco was voled 'Britain’s favourite
supermarket’ for the third consecutive year,

- cost savings of £534m were achieved in the year generating a total of £820m

towards the £1 bbn medium-term target:

£2 8bin of retaif operating cash was generated.

operating margins improved to 2 9%. remaining on track to achieve between

3 5% and 4 0% by 2019/20,

afurther £290m of value was released from properties, with 108 properties

v

1

sold and 11m sq ft of space repurposed, and
innovation continued, with contactiess Cilubcard. Tesco Pay+, nationwide
roli-out of the same-day delivery service and the start of the roll-out of

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

As reported previoushy. buyout awards were made to Alan Stewart 1o

our new Qwn Brand range of products compensate him for awards forfeited on leaving his previous employer

The buyout award due to vest in July 2017 lapsed n its entirety as the award
1t replaced did ot vest The final tranche of Alan Stewart's buyout awards
are due to vest n July 2018

The way n winich the current Remuneration Policy aligns with and supports
Tesco's strategy and delrvery of the Big 6 KPIs s set out below and further
informaticn 1s available on page 11

Big 6 KPIs Implementation of remuneration in 2018/19
annual For 2018/19, other than the changes to policy described overleaf, the
Year-on- bonus PSP Committee intends to implement remuneration arrangements for the
year performance performance Executive Directors, in line with previous years In particular

e ‘2017/'\8 J}L&iﬂnge measure  measure
Group sales™ T £510bn £4%96n 23% v - no salary increases will be made to Executive Directorsn 2018/19
Group operating £1644m  £1.280m 28 4% v - the maximum annual bonus opportunity will continue to be 250% of base
proht before salary for the Group Chief Executive, 225% of base safary for the Chief
excepticnal items® Financial Officer and 200% of base salary for the CEQ, UK & RQI, with 50%
Retal cash genarated  £28bn £2 3bn 217% v of any bonus awarded deferred into shares for three years From 2018, the
from operations®it sales growth and Group operating profit metrics will each be weighted 40%
Customers 12pts Tpts  +Bpts v of bonus maxmum Full details of the targets set by the Committee and
recornmend us performance against these will be disclosed in next year's Directors’
and come back remuneration report
tme and again - the maxirnum annual PSP opportunity will continue to be 275% of base salary
Colleagues for the Group Chief Executive, 250% of base salary for the Chief Financial
recommend us as a Officer and 225% of base salary for the CEQ UK & ROI From 2018.

Great place to work B83% 83% Nil v subject to shareholder approval, the new PSP performance measures.

Great place to shop 49pts 48pts +Ipt v EPS {60%} and free cash flow (50%). will apply, and
Suppler satisfaction 75% 77% (23%. v - malus and clawback will continue to apply to both the annual bonus

4 These measures and other measures m this section are defined in the aiternative and PSP awards

perfarmarnce measures section of the Annual Repart on pages 150 to 152
" Reported on a conbinuing operabions basis al actual exchange rates excluoing fuel
v Reported on s continuing nperations basis at actual exchange rates

Gender diversity

Throughout the year the Committee considered the Group's approach to
gender pay and the reporting of such information Detalls of Tesco's gender
pay report for the year to Apni 2017 and actions to reduce the gender pay

2017/12 incentive outcomes gap are set out opposite

Tesco's annual bonus and PSP plans reward achievement of Group,
stakeholder and personal targets. provided performance is delivered within
the Company’s risk framewaork and appetite The Cammittee scrutinises
performance targets. which are based on the Board approved Long Term Plan,
to ensure they are sufficiently challengimg Stretching performance ranges are
then agreed by the Commuttee at the start of the performance period

Shareholder engagement

The Committee 15 committed to an open and transparent dislogue with
sharehoiders on executive remungration and considers these engagements
wital 1o ensuring s remuneration strategy remains aligned with the
lang-term interests of Tesco's shareholders

Annual bonus cutcomes for 2017/18 have been determined based on Tesco's
performance over the year in sales growth (50% weightung). Group operating
prohit before exceptional items (30% weighting) and Indvidual Objectives
{20% weighting) For consistency. sales and operating profit are transiated
at constant exchange rates, resulting in sales of £50.1bn and operating profit
of £1.6¥Mm

| have appreciated the time major shareholders and proxy voting adwisers
have given to help the Committee develop the proposed Remuneration
Pohcy Together with the rest of the Board, | look forward ta hearing your
views on the proposed policy and would ask for your support at the
forthcoming Annual General Meeting

Deanna Oppenheimer
Remuneration Commitiee Chair
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Reward principles.

The principles of a fair warkplace

At Tesco our purpose 15 to serve shoppers a little better every day To

Iive 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 no matter what their background We are proud of our long
history of helping pecple develop their careers from the shop floor to the
leadership team

To continue butlding an INclusive culture where everyone feels welcome it
1s impertant that colleagues feel fairly rewarded We have clear principles
against which we measure ourselves. When we are successful Tesco
colleagues can expect

a total reward package that provides flexibiity and cheice. and 1s

competitive in the markets in which Tesco operates and from which it

recruits for talent,

- toshare in Tesco’s success through vanable pay that 1s transparent and

rewards performance,

the cpportumity to plan and save for the future,

to make wellbeing and Ifestyle choices having access to a range of benefits

and flexibility over working hours and place of wark,

- tohave access to career opportunities and accredited training to develop
to therr potential whatever their age or background. and

- through Tesco's consultative forums and trade union partnerships to have

their voice heard and represented at all levels. and access to iInformation

about what 1s happening in the business

Rewarding our colleagues

we provide colleagues across the Group with a competitive reward package
in Tesco's UK business at Work Levels 1-5 coileagues receive the foillowing
reward and benefits package and we want all colleagues to have the
potential to earn upper quartile reward against the relevant pay benchmark

Grade Salary Annual PSP Benefits Pension
o bonus B

Executive Committee N 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 building a far workplace,
providing colleagues with the flexibility skills and reward to ‘get on” This
has Iincluded

- Investing In pay - In June 2017 Tesco announced its biggest investment in
UK store pay for colleagues for a decade Pay is being increased by 10 5%
over two years for hourly paid store colleagues
Investing in training - Last year a new apprenticeship scheme was
introduced offering UK colleagues across stores, distribution and the
office. 2,500 new apprenticeship places in skill areas such as HGV driving
project management and technology
Investing in flexibility - As part of our commitment to flexible working.
anew app has been tnalled in the UK allowing colleagues to see ther shifts,
manage overtime request holiday and see how much they will be paid
This app will be rolled out in the UK first before being intreduced to all
international markets A start has been made in Asia where a simplified
version of the app with simitar functionality has been introduced
- Investingin healthier living - In May last year our first ever health event
for coileagues and customers was held For colleagues, this included making
fruit available for free mental health awareness training and working to help
our national charity parthers, with over £1m raised Our investmentin
healthier lives for colleagues and customers will continue

Corporate governance

Gender pay

Tesco has a long-standing commitment to transparency on gender pay
and has monitored 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 retall 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
choices colleagues are making Male colleagues are choosing to work
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 1o just 2 7%

Tesco believes in offering colleagues cpportunity. choice and flexibility
and will continue to support them in choosing work patterns that best suit
their personal situation and preferences At the same time, we will wark to
identify and remove any gendear-related barners to making those choices

So more remains to be done, including building more gender-balanced
senior teams, where female participation s lower than we would wish

Further information on what Tesco Is doing to address the gender pay
gap 15 set out In the Little Helps Plan on page 20 and online at
www tescople com/people
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Directors’ remuneration report continued

Annual report on remuneration
— at a glance.

This part of the report and the Annuai report on remuneration, which together form the Annual Report on Remuneration, have been prepared 1n accordance
with Part 3 of The Large and Medium-sized Companies and Groups (Accounts and Reports] {Amendment] Reguiations 2013 and Rufe 9 8 6 of the Listing Ruies
The Annual Report on Remuneration and the Annual statement from the Remuneration Committee Chair will be put to an advisory sharehoider vote at the
Annual General Meeting on 15 June 2018

What our Executive Directars 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 detanis are set outin
the Annual report on remuneration on pages 56 and 57

Lang-term

Perfarmance Share
Base salary Benehts Penston Short-term annual Plan Total
o . Year 1£'000} 1£7000) 1£'000) bonus (£'000) (£:000) 1£°000)
Dave Lews 2017/18 1.250 65 33 2275 ezl 4,874
2016717 1.250 223 313 2,361 - 4.147
Alan Stewart 2017/18 750 53 188 1,248 530 2,769
2016717 750 46 188 1,252 - 2,236

Annual bonus outcomes (audited)

The Committee assessed each discrete element of the annual bonus separately 1o form a rounded assessment of performance of the Executive Directors
atthe end of the financial year. Thus resulted in 72 8% and 73 9% of the maximum bonhus opportunity being awarded to Dave Lewts and Alan Stewart
respectively Performance aganst each of the objectives for 2017/18 was assesset as follows

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

Performance targets o Vesting level Actual Payout

Measures (% maximum) underpin Threshold  Target  Stretch Threshold Target Stretch ~  performance (% maximumi
Sales growth™ (50%) nfa  £49556m  £60,057m £50.558m 30% 50% 100% £50149m 2986
Group operating orofit before £1280m £1280m £1,472m £1663m 0% 50% 100% £1.61m 260

excepuonal tems® (30%)

' Reported on a continuing operations bas!s al constant exchange rates

Performance for the financial elements of the annuat bonus has been strong with sales growth and Group operating proft before exceptional items
performance being between target and stretch

Individual performance in 2017/18 {20% of bonus maximum) (audited)
The Committee carefully reviewed the performance of the Executive Directors against their Indindual Objectives set at the beginning of the inancial year
Detalls of how thew performance towards these objectives was assessed 15 sel out i the table below Further detalls are prowide on page 57.

Individual Objective Wwelghtng  Actual achieverment Payout

Dave Lewis Obtain CMA clearance of the Bocker Merger on the bes! terms & 67% B67% 172%
Compiete service model process and organisation charges 5 67% 5 00%
Accelerate cost reguction programme B8 67% 555%

Alan Stewart Obtain CMA clearance of the Booker Merger on the best terms 667% 667% 18 3%
Reduce net interest payable & 67% 6 67%
Delvery of the Finance Transformation Programme and reduce costs of 8 67% 500%

(Goods Not For Resale

PSP vesting (audited}
The PSP award gramted in 2015 will vest in July 2078 based on performance up to and including the 2017/18 fnancial year The perfarmance outcome was
as foilows

Performance targets o Vesting level ~ Actual Payout Number of shares ta vest““_
Measures (% maximum) Threshold Target Stretch Threshold Target Stretch Performance (% maximum) Dave Lewis  Alan Stewart
Relative TSR®™ (70%) Madian Upper 5% Straight-line 100% Below 0%
performance quartie vesting between median
performance threshold and
stretch
Cash generation (30%) £6.6bn £7.0bn £7 3bn 25% 50% 100% £79bn 30% 472,621 250793

= TSR was assessed aganst a bespoke proup of FTSE 100 consumer business and services companies comprising Associated British Foods Compass, Diagee Dixons Carphane, Kighsher,
M&S, Morrisons, Next Reckitt Benckiser J Sainsbury Unitever and Whrtbread
' Far the equivalent value in cash see the Single total figure of remuneratiorn table abave
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Directors’ remuneration policy

- at a glance.

This part of the report and the Directors’ remuneration policy section commencing on page 50 set out the Remuneration Policy and have been prepared
in accordance with The Large and Mediurmn-sized Companies and Groups {Accounts and Reports) (Amendment) Regulations 2013

What are the key elements of remuneration packages for 2018/19

Summary of key slements of 2018/19 remuneration packages
A summary of the proposed 2018/19 remuneration packages for the Executive Directors is set out below

Element of remuneration . Dave Lewis 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 lleu of pension

Annual bonus

of 25% of base salary

of 26% of base salary
Maximum of 225%

of 20% of base salary
Maxirmurn of 200%

Maximum of 2560%
of base salary

of base salary

of base salary

Annual bonus deferral

50% of bonus awarded deferred into Tesco shares for three years

Perfarmance Share Plan (PSP)

Maximum of 2756%
of base salary

Maximum of 250%
of base salary

Maximum of 225%
of base salary

PSP term

Three year performance pericd and two year post-vest holding penod

Shareholding requ;remér?t

400%

300%

200%

How our proposed Remuneration Policy differs from our current policy

Summary of Remuneration Policy and proposed amendments
A summary of the proposed Remuneration Policy and 1ts changes s shown below The full policy 1s set on pages 50 to 55

Base salary Benefits Pension Annyal bonus Performance Share Plan (PSP Shareholding requirements
Main features of proposed palicy
- Executive - Executive - Executive - Executive Directors - Executive Directorscan - The Group Chief

Directors recewve a
base salary based
onthe size and
scope of their
responsibilities and
their experence

- Salaries are
normally reviewed
annually, with
changes being
effective fram
1July

Directors receve
anumber of core
benefits such as
company car. life
assurance and
heaith care
nsurance

Directors receive
acash allowance
in lieu of pension
the maximum
opportunity 15 26%
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 s deferred
into Tesco shares

for three years
Performance is
measured against
financial metrics and
non-financial metrics
Clawback and malus

participate in a PSP with a
maximum grant value of 380%
of base salary (2018/19 grants
are 275% for the Group Chief
Executive, 250% for the Chief
Financial Officer and 225% for
the CEC UK & RO
Performance 1s measured
against financial metnes and
non-financial metrics over a

Executive. Chief
Financial Officer and
CEC UK & ROl are
subject to a minimum
shareholding
requirement of 400%,
300% and 200%

of base salary
respectively

three-year performance period

A subseguent two-year holding

- Pay decisions are provisions apply period applhes post vesting
informed. but not - Clawback and malus
driven. by external provisions apply
benchmarking and
market data _
Key changes from previous policy o o
- Nochange - No change - The cash - No change - Performance measures have - The Executive

allowance In lieu
of pension has
been reduced to
15% of base salary
for new joiners

been simpliied and may

comprise a balance of financial

and non-financial measures
Stakeholder measures have

been removed from the PSP, but

included in the annual bonus

Directors will now
be required to retain
all shares that vest
to them untl the
shareholdng
requirement ts met

A two-year post-vesting holding

pericd has been mtroduced

Key

Fixed annual remuneration (salary + benefits + pension]

Short-term annual bonus
Long-term incentive 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 reruneration The Commiitee also
takes significant account of guidehnes 1ssued by the Investment Association 155, Glass Lewis and other shareholder bodies when setting the remuneration
framework It also seeks to maintain 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 sharenhcider vote at the Annual General Meating on 15 June 2078 and, subject to receving majority
sharehalder support, the policy wiil operate from the date of approval and 1s intended to remain apphicable for the following three years information on how
the Company intends to implement the proposed Remuneration Poiicy for the current financial year is set out 1n the Annuai report on remuneration

Remuneration policy and strategy
The Commuttee's underlying principle 1s that remuneration should align with, and incentivise delivery of, the strategic plan, which aims 10 create long-term,
sustainable performance and increased shareholder value

The proposed Remuneration Poiicy ailgns to the strategic plan, particularly in terms of the targets chosen to incentivise management i the annual bonus
and PSP and the weghting of those targets [t builds on arrangements put in place m 2015 that clearly ik to, and have heiped to ncentivise delvery of,
Tesco's turnaround ptan The imited changes to the current Remuneration Policy now proposad are intended ta enhance further the link between strategic
detlivery and remuneration outcomes

Tesco needs to pay competitively, allowing it to attract and retan the talent capable of delivering its strategy and providing clear leadership There s

also a strong link between pay and performance, and consideration i 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 potential to earn total compensation

at & market upper quartile level where sustained business ang personal outperformance 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 4/

Policy table

The follawing sets out the propased Remuneration Policy

Base salary
FTerose TT)é_rBB_sJTDEQe—s\aWs to support the rﬁ%ﬁﬁ%m Esgxme_l_mrectors of the cahﬂ reguired 1o develop and deliver th?st\ra?gyi
Base salary prowvides fixed remuneration for the role, which reflects the size : and scope oftﬂ Executive Directors’ resp“ormMEﬂS their experience.
B;eratlcn The Commuttee sets base salary taking into account

- the individual’s skils and expenence and therr performance

- salary levels at leading FTSE companies and other large consumer business companies in the UK and internationally. and
- pay and conditions elsewhere in the Group

Base salary 1s normally reviewed annually with changes effective from 1.July, but may be reviewad more frequently f the Committee determmes
this I1s approprate

Maximum  Executive Directors’ salary increases wil) normally be in ine with the typical level of increase awarded 1o other employees in the Group
Increases may be above this level in certain circumstances such as
- where a new Executve Director has been appointad to the Baard at a lower than typical market salary to aliow for growth in the role, then larger
increases may be awarded to move salary positioning closer to tymcal market level as the Executive Director gans experience, or
_ - where an Executive Director has beén promoted or has had a change in responstbilities, salary Increases in excess of the above hmit may be awarded
Measure n/a
Change No change from previous pohcy
Benefits

Purpase To provide @ market-campetitive tavel of benefits for Executve Directors and to assist them in the performance of thetr roles.

Operation  The Committee sets benefit provision at an appropriate market-competitive level taking iInto account the individual’s home ;uﬁsd\ctlon. the
junisdiction m wiich the indradual s based. typical practice and the level of benefits provided for other emplayees in the Group

Core benefits - Benefits currently Include car beneftls, security costs. heaith insurance and life assurance Other appropriate benefits may be
prowded from time to time but will not be sigmificant

Executive Directors shall be reimbursed for all reasonabie expenses and the Company may settle any tax incurred in relation to these

All-employee share pians - Executive Directors are eligible to participate in the Company's ali-employee share schemes on the same terms
as other colleagues

Mobility palicy - Where an Executive Director 15 required to relacate to perform thew role, they may be offared appropnate relocation allowances
and international transfer-related benefits where required

Maximum  The overall level of benefts will depend on the cost of proyiding mdwidual items and the indnidual’s circumstances and therefore there 1s no
maxdmum level of benefit
“Measure n/a

Change No change from previous pancv“
Pension T

Purpose To provide an appropriate level of retirement benefits as a part of & holistic beneht package

Cperation  Executive Directors receive a cash afiowance in lleu of pension or a centriiution into a8 Defined Contribution scheme

Maximum  Maximum cashin lieu of pension or contribution of 15% of base salary far any newly hired Executive Directar

Maximum cash in heu of pension or contribution of 25% of base salary for Dave Lewss and Alan Stewart and 20% of base salary for Charles Wiison
_____ under previous arrangements

Measure n@ — - -
Change The palicy has been amended to reflect the fact that new Executive Directors receive a maximum of 15% of base salary as contribution and/or
rashinfeuof pension
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Annual bonus

To reward Executive Directors for the delivery of Tesco’s annual financial. operational —a:jné_strategzc goals Deferral into Tesco PLC shares provides B

Purpose
alignment with shareholders _
Operation  The annual bonus 1s norrﬁal\y delvered
- 50%ncash, and
- 50% in shares which are deferred for three years
Performance Is assessed over a financial year
The Committee determines the level of bonus taking Into account performance against targets and the underlying performance of the business
Maximum  Maximum annual bonus opportunity of 260% of base salary
For details of award levels for 2017/18 see the Annual report on remuneration on pages 56 and 57 _
Measures  The annual bonus may be based on a mix of financial, operational, strategic and individual performance measures At least 70% of the bonus will
be based on financial performance
Payment of the annual bonus will be subject to meeting a financial underpin
The Committee determines the exact metrics each year depending on the key goals for the forthcoming year
Normally arcund 30% of the bonus 1s 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 delivering 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 to ensure that they are appropriately stretching in the context of the business plan
Change NG change from previous policy - ~ .
Performance Share Plan -
Purpose To reward Executive Directors for achieving Tescos \E:Eg—term strategy and creatm_g sustanable shareholder value aligning the ecenomic interests
of Executive Directors and shareholders B
Operation  Awards normally vest based on perfarmance over a period of not less than three years (unless the Committee determines otherwise)
The Committee has the discretion to amend the final vesting level If it does not consider that it reflects the underlying performance of the Company
All vested shares. net of any tax iabilities, will be subject to a further two-year holding period after the vesting date .
Maximum  The maximum annual award that can be grante& under the PSP s 350% of base galary
For details 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 1s determined by the Committee}
At least B0% of the PSP will be based on financial metnics
The current measures are diluted EPS fram continuing operations (50%) and free cash flow (50%) as set out on page b8
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 sward for stretching performance
The Committee sets targets each year so that targets are stretching and represent value creation for shareholders while remaining motivational
for management
Change The policy has been amended to introduce diluted EPS as a performance measure for the PSP instead of relative TSR free cash flow has been

introduced as a performance measure instead of retail cash generated from aperations and stakeholder metrics have been removed and
incorporated into the annual bonus

The policy has been amended to add a two-year halding period 1o the PSP post vesting Executive Directors may sell sufficient shares to satisfy the
tax hability on exercise, but must retain the net number of shares until 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 4A00% of base salary for the Group Chief Executive, 300% for the Chief Financial Officer, and 200% for the

CEO, UK & RO! and members of the Executive Committee Executive Directors are required to retain all shares that vest tothem, net of any tax ability, whether
from the annual bonus or the PSP, until the relevant shareholding guideling is sausfied. The Committee may waive this requirement for certan exceptional
personal circumnstances

Dividend equivalents
Dividend equivalents are payable on deferred annual bonus and PSP awards that vest

Ciawback and malus provisions

The Committee has the discretion to scafe back deferred share awards and PSP awards prior to the satisfaction of such awards in the event that resuits
are materially misstated or the participant has contributed 1o serious reputational damage of the Company or one of its business umits or their conduct
has amounted to serrous misconduct or fraud

Where PSP awards are settled prior to the fifth anniversary of the grant of the award. the Committee shall have the discretion to clawback awards up to the
hfth anruversary of the grant of awards in the circumstance descrnibed above

Cash bonus payments can aisc be “clawed back” in the circumstances described above up to the third anmiversary of payment

Timing of target disclosure
Targets for the PSP are disclosed on or before the grant date of the award Targets and performance against these for the annual bonus are disclosed
n the year following the start of the performance pernad

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 vaniation of the Company’s share capital ar 2 demerger delisting special dividend. rights issue or other event. which
may in the Commttee's opinion affect the current or future value of awards, the number of shares subyect to an award may be adjusted

The Committee may amend performance targets i accordance with the terms of an award or If 2 transaction or event occurs which causes the Committee
to consider {taking nto account the interest of shareholders) that an armended performance condition would be more appropriate and would continue
to achieve the orginal purpose and be no less challenging to achieve

Payments outside policy

The Committee reserves the right to make any remuneratian payments and payments for fass of office (including exercising any discretions available to
it in connection with such payments) notwithstanding that they are not in fine with the praposed Remuneration Policy set out in this report where the terms
of the payment were agreed (j before the policy came into effect or (1) at a ume when the relevant Indwidual was not a Director of the Company and inthe
opinion of the Committee, the payment was not in consideration for the indwidual beceming a Director of the Company For these purposes ‘payments’
inciudes the Commitiee satisfying awards of variable remuneration, and an award over shares is 'agreed’ at the time the award s granted

External appaintments
Executwe Directors are permitted to hold one approved non-executive directorship of another company and to retain the fees earned from such appointment

Minor chianges
The Committee may make mmnar changes to this policy for regulatory exchange controi, tax or admimistrative purposes or to take account of & change
i legistation without seeking sharehoider approval far that amendment

Remuneration ocutcomes in different performance scenarios

The total remuneration apportunity for Executive Directors is strongly performance based and weighted to the long term The charts below illustrate the
total remuneration of Execuive Directors under three assumed performance scenanos
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Performance scenarios

[ Group Chief Executive Chief Financiaf Officer CEO UK & ROI
Annual bonus (% of base salary) 250 225 200
P8P {% of base salary) N 275 250 225
Minimum Ne¢ annual bonus payout
o Ne vesting under the Performance Share Flan -
On-target performance 50% annual bonus payout
_ 50% Performance Share Plan vesting o
Maximum performance 100% annual bonus payout

100% Perfarmance Share Flan vesting

No share price growth or the payment of dividend equivalents has been assumed Potential benefits under all employee share schemes have not
beenincluded

Fixed pay1s based on current values as set out In the table below

Base salary Benefits® Pension Total fixed pay
Group Chief Executive - Dave Lews (£'000) 1250 65 313@ 1628
Chief Financial Officer - Alan Stewart (£'000) 750 53 1880 991
CEQ. UK & ROI - Charles Wilson (£7000} 575 59 115¢ 749

= Benehts for Dave Lews and Alan Stewart are as set out in Single total figure of remuneration on page 48 and for Charles wilson are an average of Dave Lewis’ and Alan Stewart's figures
® 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 outlined 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 jurisdiction the candidate was recruited from Incentive opportunity witl be in ine with the policy maximums (e total
maximum incentive opportunity of 800% of base salary!

The Committee may make additional awards when appointing an Executive Director to 'buy out’ remuneration terms forferited on leaving a previous employer
The Committee will look to do 5o on a ‘iike-for-like’ basis with the awards forfeited. taking account of relevant factors including any performance conditions
attached to these awards. the form in which they were granted {e g cash or sharesl and the time over which they would have vested

To facilitate buyout awards in the event of recruitment the Committee may grant awards to @ new Executive Director under Listing Rule 9 4 2, which allows
for the granting of awards, to faciitate in unusual circumstances. the recruitment of an Executive Directer. or under other relevant company incentive plans

The Company will pay legal fees incurred by any new Executive Directors in respect of therr appointment

In the event that an internal candidate were to be promoted to the Board. legacy terms and conditions would normally be honoured, inicluding pension
entitlernents and any autstanding incentive awards

In the event of the appointment of a new Chair or Non-executive Director, remunearation 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, incluging the provisions
of any Incentive arrangements, typical market practice and the performance and conduct of the indwidual

The following table summarises Tesco's palicy in relation to Executive Director service agreements and payments in the event of foss of office

Prowsion Current service agreements

Notice period Up to 12 months’ notice by the Company and by the Executive Director
For new appointments the Commttee reserves the right to vary this period to 24 months for the initial pericd of
appointment and for the notice period to then revert to up to 12 months after the initial 12 months of empioyment

Expiry date Dave Lewis 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 rolling service agreements with no fixed expiry date
Dave Lewis and Alan Stewart are entitled to 12 months’ notice and Charles Wilson six months' notice by the Cormpany,

e and are themselves required to gve sixmonths’ notice N

Termination payments (does not apply I the Company terminates an Executive Director’s agreement without full notice or itis terminated by an Executive

if notice 1s provided as per the service  Director in response Lo a serious contractual breach by the Company. then the Executive Director has the right to

agreement. or for terrmination by reason  a termination payment to reflect the unexpired term of the notice

of resignation or unacceptable Any termination payment 1n heu of netice will be based on base salary and benefits only. plus any statutory rights

performance or conduct) .

Termination payments will normally be subject to mitigetion and paxd in Instalments, The Company's obhgation

to continue making phased termnation payments will cease when the Executive Director commences

alternative employment o

The Committee may require an Executive Directar to work during their notice penod, or may choose to place him

or her on garden leave

The Committes may determing that an Executive Director may reman eligible to recewe a pro-rata bonus for the

financial year In respect of the period he or she worked Tne Committee will determine the level of bonus taking into

account time in active employment and performance

The Company may remburse for reasonable legal expenses in the event the Executive Director leaves by mutusl consent

Directors and Officers insurance for a speciied periad following the Executive Directar termmination 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 avalable to sharehoiders to view at the Company's regrstered office

Share plan ruies - leaver provisions

The treatment of outstanding share awards in the event that an Executive Director lgaves is governed by the relevant share plan rules The following

table summanses leaver provisions under the executive 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 te the extent that the rules of the share plan allow such discretion
The Committes will not exercise discretion to allow awards to vest where the participant 1s dismissed for gross misconduct Where an Executive Director
leaves as a result of surmmary dismizsal, they will forfeit cutstanding share incentive awards

“Good leavers’ are those who have left the Company due to injury. il-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 Commitiee taking iInto account the circumstances of departure
and performance

Share plan Good leavers as determined by the Committee in accordance with the plan rules

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 ume, and will take mto account performance achieved
- Shares in the holding period will continue to be held unt! the end of the two-year holding penod or the second
anniversary of the departure date. whichever is sooner, with the excepuon of death inwhich case shares will be
— o releasedfotheestate . .
All-empioyee share plans - Leaver provisions under all-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 it

1. Aparticipant s transferred to a country. as a resuwt of which the participant will suffer a tax disadvantage or become subyect 1o restnctions on his or her
award {under the PSP and Executve incentive Plan 2014) or

2 Inthe event of a takeover winding-up or other corporate event affecting the Company which may affect the value of share awards (such as a demerger
or dwvidend in specie)

The number of shares under an award which vest in these circumstances will be determined by the Committee In the case of the PSP. when determining
the level of vesting the Committee will consider performance and the tire elapsed since grant In the case of the deferred bonus shares (under the
Executive Incentive Plan 2014) awards will vast in full
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Remuneration policy for Non-executive Directors

Approach to setting fees Basis of fees _ Qther items _
- Fees for the Non-executive Chairman and - Non-executive Director fees policy is 1o pay - The Non-executive Directors are not entitied to
Non-executive Directors are set at an appropriate - a basic fee for membership of the Board participate i the annual bonus or Perfermance
level to recruit and retain Directors of a sufficient - an additional fee for the Char of a Comrmritee 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 tme of Directors” and Officers’ liability insurance and
- Fees are set taking into account the following factors commitment of the role, and provision of an indemnity and staff discount on the
- the time commitment required te fuifil 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 responsibilities  introduce additional benefits for Non-executive
- typical practice at other companies of a similar and time commitment of the role Directors f it is 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 appropniate  of acompany car and driver. home security. staff
and the Chairman’s fee 1s set by the Committee - Non-executive Directors may alsc serve on the discount and healthcare for timself and tis
{the Chairman does not take part in any discussion  board of Tesco Personal Finance Group Limited partner The Committee may introduce additicnal
about his fees) Such Non-executive Directors also receive a basic benefits for the Chairman If it1s considered
- Fees are reviewed by the Board and the Committee  fee for serving on this board and additional fees appropniate to do so
at appropriate intervals for Committee membership in ine with other - The Company may remburse the Non-executive
- Fees paid to the Non-executive Chairman and members of this board Fees for membership Chairman and Non-executive Directors for
Non-executive Directors may not exceed the of the board of Tesco Personal Finance Group reasonable expenses in performing their duties
aggregate imit, of E2m set out in the Company's Limited are determined by the board of Tesco and rmay settle any tax iIncurred in relation to these
Articles of Association Personal Finance Group Limited and are reviewed - The Company will pay reasonable legal fees
at appropriate intervals for advice In relation to terms of engagement
- The Non-executive Chairman receives an - If a Non-executive Director 1s based averseas
all-inclusive fee far the role then the Cornpany would meet travel and
- Where significant travel s required to attend Board  accommodation expenditure as required to
meetings, additional fees may be paid Lo reflect fulhl non-executive duties and may settle any
this additional time commitment tax incurred in relation to these

Non-executive Director letters of appointment

Non-executive Directors have letters of appontment setting out their duties and the time commitment expected Appointments are for an initial peried
of three years after which they are reviewed The unexpired term of Non-executive Directors’ appaintments 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 Megting
All Non-executive Directors’ appointments can be terminated by either party without notice Non-executive Directors have no entitlement to compensation
on termination Non-executive Directors’ letters of appomntment are available for shareholders to view at the Company’s registered office

Considering colleagues’ views
while the Committee has not consulted colieagues directly when developing the proposed Remuneration Policy. a significant portion of colleagues
are shareholders so are able to express their views in the same way as other shareholders

The Company undertakes an employee engagemeant 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 Tesca, including employee reward and benefits This msight,
combined with feedback gleaned from social media channels, forms a key part of shaping future plans and taking action to improve

The Comrillee reviews information regarding the typical remuneration structure and reward levels for other UK-based employees to provide context
when determining the prepesed Remuneration Policy

Consldering shareholders’ views

The Committee believes that it 1s very important to maintam an open dialogue with shareholders on remuneration matters The Committee regularly
consults major shareholders regarding potential changes to remuneration arrangements and the views of sharehclders are important in determining any
final changes Going forward. the Committee wilf continue to liaise with shareholders regarding remuneration matters more generally and Tesco arrangements
as appropnate Itisthe Committee’s intention to consult majer shareholders in advance of making any material changes to remuneration arrangements for
Executive Directors
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Annual report on remuneration.

The following pages and the At a glance section which together form the Annual Report on Remuneration, nave been prepared in accardance with Part 3
of The Large and Medium-sized Comparies and Groups (Accounts and Reports (Amendment) Regulations 2013 and Rule 9 8 6 of the Listing Rules The Annual
Report on Remuneration and the Annual Statement from the Remunearation Committee Chair will be put to an adviscry 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 Asa result. the Committee determined that the base salanes for Dave Lewis and Alan Stewart would remain unchanged in 2018/19 The base salaries
of Dave Lewis and Alan Stewart have remained unchanged since their dates of appointment in 2014

Dave Lewis ___ AlanStewart
Base salary 2018/18 _eouneg 2018/19 201718

Benefits

Each Executive Director received a car or cash allowance and the benefit of a driver The Company alsa provided health insurance and ife assurance. and
security costs {to Dave Lewrs] In 2016/17 Dave Lews received relocaton support of £142 000 (2017718 nil) Detalls of henefits pad in 2017/18 are set out in
At a glance on page 48

Penslon

Dave Lews and Alan Stewart recewved a cash allowance in heu of pension of 25% of base salary.

Dave Lews Alan Stewart
Pension 2017/18 2016/17 201718 20617

2017/18 variable remuneration

2017/18 annuat bonus payouts for the Executive Directors

In determining the final leve! of bonus payable. the Committee considered the wider performance of the Group and noted that management were continuing ta
make fundamental improvements in the way we serve customers, made strong progress agamst the six strategic drivers, completed the merger with Booker
and remnstated the dividend Cn this basis, the annual bonus will pay out at 72 8% of the maximum for Dave Lews and 73 9% of the maximum for Alan Stewart

in accardance with the approved Remuneration Policy, 50% of the payouts will be deferred inte Tesco shares for three years, subject {o continued employment

Exacutive Directors

Total annual bonus payout in 2017/18 (audited) o o ‘_‘__j—tfave Lews Afan Stewart
Stretch bonus opportunity (% of base salary) T 250% 225%
Actual bonus {36 of maximurm) 72 8% 739%
Actual bonus (% of base salary) 182% 166%
Actual bonus (£'000) 2,275 1247
Deferred inta shares 150% of actual bonus) {£'000) 11375 6235
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2017/18 achievement of individual objectives

Booker

In December 2017, the Booker merger
receved clearance from the Competition
and Markets Authority (CMA] Clearance
from the CMA which was the measure
for this element of bonus, was achieved
unconditionally. As a result of this
performance the maximum payout

was achieved of 6 67%

Executive Director
Dave Lewis

QOrganisation changes

Corporate governance

Costs

Action taken this year to simplhfy the
business included moving to a new service
model in our offices 1In the UK followed by
sirilar changes in Central Europe and the
successful orgamsation restructure in stores
engagement centres and Head Office. The
completion of these changes was ahead of
target of completion by December 2017 but
below stretch of completion by September
2017, and led 1o a payout of 5 00%

During the year, cast savings of £594m were
generated towards the £1 5bn medium-term
target This was above target of E657m but
below stretch of £613m, and resulted

na payout of & 55%

Executive Director Booker

Balance sheet

Financials

Alan Stewart As above, maximum payout of 6 67%

During the year, an annual mterest saving
of £50 Bm was generated primarily through
the early repayment of bonds This was
ahead of target of £30m and stretch of
£650m, and resuited In & maximum payout
of 6 87%

The Finance Transformation programme
remains on track. with costs below budget
This element resulted in performance
between target and stretch

Cost savings generated from Goods Not
For Resaie of £136m were shightly below
stretch of £141m. but above target of £120m
Payout between target and stretch was
achieved of 5 00%

“ Detaits of the outturn of the financial performance metrics for the 2017/18 annual bonus are set outin 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 2017/18

Threshold  Stretch vesting
Gross number Face value Face value® vesting (% of face End of
Type of award Date of award of shares {% of base salary} £} 1% of face valuel value) vesting penod
Dave Lewis Nil cost options subject to 1405717 1,909,722 275% 3437500 20% 100% H/05/20
performance condmions
and continuad employment o s }
Alan Stewart Nil cost options subject to 1/05/17 1.041.666 250% 1874 989 20% 100% 1/05/20

performance conditions
and continuad 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 10 214p
®' The table shows the maximum number of shares that could be released If awards were to vest i full
= Detaiis of the performance measures and targets applying to the awards were $t out I 1ast year § annual report

Impiementation of policy in 2018/19

2018/19 salary

The base salanes of Dave Lewis alan Stewart and Charles wWilson will remain unchanged n 2018/19 at £1,250,000, £750.000 and £575 000 respectively

2018/19 annual bonus awards

The maximum annual bonus opportunity and performance measures for each of the Executive Directors for 2018/19 are as follows

Executive Director

Maximum oppertunity

Dave Lews 250%
Alan Stewart 226%
Charles Wilson 200%
Measures . o o _ Weighting
Sales growtn - . 40%
Group operating prefit before exceptional tems 40%
Strategic Objectives, including stakeholder measures 20%
Group operating prefit before exceptional items Underpin

The strategic objectives for Dave Lews, Alan Stewart and Charles Wilson include stakeholder measures relating to colleagues. customers and suppliers
Bonus targets are considered by the Board to be commercially sensitive as they could inform Tesco's competitors of its budgeting Therefore, we do not
publish details of the targets on a prospective basis However, we will provide full and transparent disclosure of the targets and the performance against
these targets on a retrospective basis in next year's Annual Repart at the same time that the bonus cutceme ts reported

Inrelation 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 i order to ensore consistent treatment of foreign exchange in both targets and actual performance To ensure
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 Bocker Group on the Group's performance
has been incorporated into the 2018/19 annual bonus targets
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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 P3P awards to be granted to each Executive Director in 2018 and
corresponding perfermance measures are as follows

Executive Drrectar Maximum appartunity
‘oeve Lewis 275%
Alan Stewart 250%
Charles Wilson 225%
E'Erlorrnamce measure*“ o ___EEMH of measure e o o o

EPS Diluted garnings per share from continuing operations before exceptional items net pension finance costs and fair
. value remeasurements on financial instruments. e
Free cash flow Free cash flow includes all cash flows from operating and investing actvities and the market purchase of shares

n relation to share schemes The following items are excluded nvesting cash flows that increase/decrease items
within Group net debt, and cash fiows from malor corporate acquisitions and disposals, This measure reflects the
cash available to sharehaiders

Both financial measures are defined in the same manner as the reported alternative performance measures as set out on pages 150 to 152

The corresponding incentive targets over the three-year performance period are

Threshold Target Stretch
- - Performanc: - Perfor;;n—ce_ Vestmg Performance
Performance measure Weighting Vestingfevel ~ required  Vestinglevel  required fevel _ requred
EPS - 50% - BO0p 0% 22p 100% 244p
Free cash flow 50% e £3 7pn 50% _ £46bn __ 100% £55bn_

Perfarmance targets are set taking into account nternal budget forecasts. the Long Term Plan, externat expectatrons and the need to ensure that targets
remain motivational The impact of the merger with Booker Group on the Group's performance has been incarporated into the 2018 PSP targets

2018 PSP award grant
Awards made to Dave Lewis Alan Stewart and Charles Wilson 1n 2018 will be reported in next year's Annual Report

Dividend equivalents
Awards will incorporate the nght in cash or shares) to receive the value of dividends between grant and exercise in respect of the number of shares
that vest The calculation of dividend equivalents will assume reinvestment of those dividends in Company shares on a cumulative basis

Outstanding PSP awards
Following completion of the merger with Baoker Group on 5 March 2018 the Commitiee 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 lllustrates the performance of Tesco measured by Total Sharehclder Return (share price growth plus dnvidends paid} aganst the FTSE 100.

which is a broad market index of which Tesco 1s a constituent, over a period of nine years An additional line to illustrate the Company's performance
compared with the FTSE 350 Food and Drug Retailers index over the previcus mine years 1s also Included

while Total Shareholder Returns have been increasing for Tesco in recent years. the period covered by the chart reflects a period of significant corporate
change Including the decision to make a significant reinvestment i our customer offer and withdraw the dividend in 2015 1n order to focus onimproving 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 uncertanty, significant price competition and cost inflation Tesco 1s 1n a strong position to deal with these chailenges and
reflecting improvimg 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 Joined 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 012%. and
- the average total reward package for each colleague across the Group. inclusive of variable pay cutcomes rose by around 1 5%

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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Directors’ remuneration report continued

Annual report on remuneration continued

Executive Directors’ interests in shares and shareholding guidelines (audited}
The tabie below sets out shares held by the Executive Directors and their connected persons (inciuding beneficial intergstst and 2 summary of outstanding
share awards

Unvested Vested but
deferred unexercised
Ordinary Qrdinary annuai bonus Unvested PSP i Cost Unvested nil

shares shares options awards options not cost options Current Sharehgicing
benefcialiy beneficially subject to subject to subjectto  not sublect to sharehoiding reguirement
owned ownhed continued performance performance performance (% of base 1% of base
Executive Director o at 25/02/17 at 24/02/18 employment conditions conditions conditions salary) salary)
Dave Lewis 101,870 103.346 1,604 104 5,668,394 2151647 - 344% 400%
Alan Stewart 51.813 53 033 855,948 3.091.849 838158 57.256 269% 300%

@ Value of Executive Dyrectors’ sharehoidings based on the three-month average share price 1o 24 February 2018 of 205p

® Vested and unvested options include aividend eguivalents added since the date of grant

© Shares used to determine the shareholding puideline are shares benehcially owned and shares held n pleans which are not subject to performance conditions on a net of tax basis

“ Between 25 February and 10 Apri 2078 Dave Lewis and Alan Stewart both acquired 68 partnership shares under the all-employee Share Incentve Pian No other changes in Executive
Cirector share interests occurred in the period

In accordance with the approved shareholding gmdelnes. Dave Lewis and Alan Stewart have five years to meet the guidelines ( e untl 1 September and
23 Septernber 2019 respectively} Since appointment, Dave Lewis and Alan Stewart have made matenal progress towards meeting the guidelines and are
expected to meet them within the allotted time pericd Under the proposed Remuneration Policy Executive Directors will be required to retan all shares
that vest. net of any tax habilthies until the reguirement 1s met

Executve Comrmmttee rembers are required to bulld up & shareholding of 200% of base salary in Tesco shares within five years of agpontment to the
Executive Committee As at the date of this report. this had been met by all Executive Committee members, except Jane Lawrie, Alessandra Belim and
Matt Simuster who were appowited on 10 October 2016 1 March 2017 and 1 April 2017, respectively nling with the Executive Directors, under the proposed
Remuneraton Policy, Executive Committee members will be required to retain all shares that vest until the reguirement is met

As at 10 April 2018, Charles Wilson held 113.675,542 Tesco shares significantly exceeding his shareholding guideline of 200% of base salary In accordance
with the terms of nis Lock-up Agreement these shares will be held by am for five years from 5 March 2018

Executive Diraclors’ interests in share awards

Financialyeor owardsvestmgin | J0MMS 208N Q07 J0w/B  20BMG 20W/20 | 200072
Dave Lewis

Vested awards 454 684 611,205 613.365 472.383 - - -
Options subject to service - - - - - 839,720 655.815
Options subject to performance and service (PSP) - - - - 1566.987 2161405 1,909,722
SAYE options lexercise price £1 51) - - - - 11,920 - -
Alan Stewart

Vested awards - 254,23 328.841 255,086 - - -
Options subject to service - - - - 56 950 507,449 347,806
Options subject to performance and service {PSP) - - - - 854,720 1.178.948 1.041,666
SAYE options (exercse price £1 57 - - - - 1,920 - -

“' No options lapsed o1 were exercised by Dave Lewis in 2017718

' 308 543 nil cost options granted o Alan Stewart on 24 Getober 2014 as part of a buy out agreement for share options torferted on leaving s previous employer lapsedn 201718
No options were exarcised by fum in 2017718

= Al options fapse 10 years after grant

@ Vested awards inClude dividend equivalents added since the date of grant

Change in Group Chief Executive remuneration compared with changes ir colleague remuneration

In thre UK, the total reward package for a typical customer assistant (s ahead of the voluntary Living Wage on a national basis and the same haurly rate s paid
to alt colleagues regardiess of age The Company is commuitted to rewarding colleagues with a total reward package that provides them with choice and that
they really vaiue,

The table below shows the percentage change in remuneration for the Group Chief Executive and the average UK colleague 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 conditions.
UK colleagues constitute the majority of Tesco's colleagues and the Group Chief Executive is predominantly based in the UK albeit with a glabal role

and responsibilties

Satary Benetits Banus

{% change from 1% change from 1% change from

o o w\ 2016717 £o 2017/18) 2006717 to 2017/18)
Group Chief Executive 0% % (361%
Average UK colleague 5 25% 0% 13)%

Bonuses for 2017/18 for UK elipible colleagues paid out on average at 69% of the maximum bonus opportunity (2016717 82%)
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Group Chief Executive remuneration history

_ 200910 2010/1 20Mm/12 201213 2013414 20145 201516 _ 2016417 o 201718

Sir Terry Sir Terry Phihp Philip Philip Philp Dave Dave Dave Dave

Leahy Leahy Clarke Clarke C!ark_e Clarke Lewis* . Lewis Lewis Lewis

Group Chief Executive single 7100 7150 4.595 1.280 1634 764 4133 4632 4,147 4,874
figure of remuneration {£'000)

Annual bonus outturn 89% 75% 0% 0% 0% 0% n/a 96% 6% 73%

1% of maximum award)
PSP vest (% of maximum award) 83% 75% 46 5% 0% 0% 0% n/a n/a n/a 30%
Share aption vesting 100% 100% 100% 0% n/a n/a n/a n/a n/a n/a

(% of maximum award)

= Philip Clarke elected not to take 3 bonus for 2011/12 and left the Board on 1 September 2014

® The single figure total for 2014415 includes ane-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, taking into account performance at fus previous ermployer and delivered in restricted shares which vest subject to continued
employment by Tesco Since thase were awards related to previous employment, and not subject to Tesco performance conditions, there is no direct aiignment with Tesco’s
performance in 2014/15 The awards had no impact on the single figure for 2015/16 or any future years

Relative Importance of spend on pay

The chart shows total colleague pay compared with distributions to sharehelders and for further context, Group operating profit before exceptional tems
Tesca's colleagues are essential to how the Company does busness and meets the needs of its customers In 2017418, Tesco employed on average. 448 988
colleagues across the Group (2016/17 464,520}

Total emplovee pay includes wages and salaries social security, pension and share-based costs at actual exchange rates (£7,233m in 2017718 and £7.367m
n 206/17 - see Note 3 of the financial statements] Distributions to shareholders include interim and final dividends paid in respect of each financial year
(Enil 10 2016/17 and £82m 1n 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 minimis threshoid of £10,000 set by the Company There were no payments for [0ss
of affice made to Directors in the year

Risk management

When developing the remuneration structures, the Committee considered whether any aspect of these might encourage nsk taking or inappropriate
behaviours that are Incompatible with Tesco's values and the long-term interests of shareholders If necessary, the Committee would take appropriate
steps to address this The Committee alsa has the discretion to apply malus and clawback in certain circumstances

QOutside appointments
in 2017/18 Aian Stewart received £92 000 (2016/17 £92 000) 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 Perscnal 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 therr issue The current dilution usage of discretionary plans 1s 2 6% of shares in
1ssue Where shares are purchased in the market, these may be held by Tesco Employees’ Share Scheme Trustees Limited or Tesce International Employee
Benefit Trust 1in which case the voting rights relating to the shares are exercisable by the Trustees m accordance with their iduciary duties At 24 February 2018
the Trusts held 13 311,503 shares
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Directors’ remuneration report continued

Annual report on remuneration continued

Implementation of remuneration policy for Non-executive Directors in 2017/18

Non-executive Directors’ dates of appointment

Appoihtment end date m accordance

Dwecter ~~~~ ~ ~~ bateofappontment Notice period o with letter of appointment -~
John Allan 1March 2015 T T T T T None AGM 2018
Mark Armour 2 September 2013 None AGM 20n8
Stewart Gilliland 5 March 2018 None AGM 2018
Steve Golsby 10ctober 2016 None AGM 2018
Byron Grote 1 May 2015 None AGM 2018
Mikael Olsson 1 Novernber 2014 None AGM 2018
Deanna Oppenheimer 1March 2012 None AGM 2018
Simon Patterson 1April 2006 None AGM 2018
Alison Platt 1 April 2006 None AGM 2018
Lindsey Pownall TApri 2016 None AGM 2018

Non-executive Director fees

Non-executive Director fees are reviewed penodically by the Board, with the last increase taking effect from 1March 2007 Non-executive Director fees will be
reviewed in 2018/19, with any changes taking effect from 1 March 2019 The structure of fees paid to Non-executve Directors in 2018/19 will remain unchanged
from the prior year as set out below

Basic fee -\\ﬁ)ﬁ;
Additional fees

Senior Independent Director £2700Cpa
Chairs of the Audrt, Corporate Responsibility or Remuneration Committees £31.000pa
Membership of Audit, Carporate Responsibility. Norminations and Governance or Remuneration Committees £12.500 p a for sach Commitiee

The Company reimburses the Directors for reasonable expenses in performing their duties and may settle any tax incurred in relation to these The Company
will pay reasonable legal fees for advice in relation to terms of engagement For Non-executive Directars based overseas the Company meets travel and
accommaodation expenditure as required to fulfil their duties

Chairman’s fee

Jahn Alian was appointed as Non-executive Chairman with effect from 1 March 20156 He receives g fee of £650.000 p a inclusive of alt Board fees which
was fixed for a period of three years and will be reviewed in 2018/19 He may have the benefit of home security, colleague discount and healthcare for nmself
and his partner

Fees pald during 2017/12 {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 vanable incentive schemes

Fees Taxable expenses Total

Director Date {£'000) (£'000} (£ 000}
John Allan 2017/18 650 10 660
26/17 650 13 663

Mark Arrnour 200718 84 - 84
2016/17 82 - 82

Steve Golshy 20017418 BSOS 2] 98
2006/17 28 8 34

Byron Grote 201718 128 - 128
2016/17 124 - 124

Mikael Ofsson 201718 97 4 a1
2016/17 94 5 99

Deanna Oppenheimer 2017/18 155 14 169
2006/17 127 13 140

Simon Patterson 201718 84 ~ 84
2006/17 N ~ N

Alison Platt 2017/18 84 2 86
2016/17 7 3 74

Lindsey Pownall 201718 95 8 j[4)]
2006/17 Pl 15 86

! John Ailan also received benefits of £3 000 (2016/17 £3 000} made up of security costs and heafthcare insurance The Non-axecutive Directors taxable expenses comprised travel
hotet and subsistence expenses rélated to their role and have been grassed up far tax where applicable
- Steve Golshy joned the Board on 1 October 2018
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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 deaiing 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®! o B 284.082 224,349
Mark Armour 50 000 25000
Steve Golsby 42,296 -
Byron Grote™® 243000 173.700
Mikael Clsson 2010 5.000
Deanna Oppenheimer® 108,04 103.500
Simon Patterson 100,000 -
Alison Platt 1,242 -
Lindsey Pownall 20,000 -

4 John Allan also held 398,000 bonds in the Cornpany at 24 February 2018 (298 000 bonds at 25 February 2017}
& Byron Grote and Deanna Oppenheimer held their shares in the form of American Depositary Receipts Each ADR 15 equivalent to three Qrdinary shares of 5p each in the Company
= On his appoeintment 1o the Board on 5 March 2018 Stewart Gilllland held 43 050 Ordmary 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 cf the Committee has any personal financial interest in the matters being decided other than as a shareholder nor any day-to-day involvement
in 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 Welch, Group Cempany Secretary, s Secretary to the Committee and the Group Chief Executive attends meetings at the invitation of the Committee
The Group Chief Executive 1s nat present when his own remuneration 1s being discussed The Committee is 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 Financta) Conduct Authonity, Tesco Bank has a separate independent remuneration commitiee The Committee (s consulted on, and
makes recomrmendations In relation to, the remuneration arrangements for Tesco Bank colleagues with the aim of encouraging consistency with Group
remuneraticn policy but 1 does not make decisions in relation to, or direct how remuneration is managed within Tesco Bank

Remuneration Committee activities 2017/18
The following provides & summary of the key areas of focus of the Committee during the year

Strategy and policy Assessed the external environment in respect of the Company’s current remuneration arrangements
Reviewed remuneration arrangements below Board level
Reviewed external market deveiopments and best practice In remuneration

Appointments and cessations Approved the remuneration of Charles Wilson, CEQ. UK & ROI
~ Approved cessation terms for Matt Davies B B
Pay Reviewed Executive Directors’ and senior managers’ base salaries
Short-term incentives Reviewed perfarmance 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 against targets and determined 2014 PSP outturn

Considerad the approach to be taken for the 2018 PSP award
Maonitored performance of outstanding PSP awards agamnst targets
Governance and other matters Consulted with leading sharehalders and representative bodies on the proposed Remuneration Pohicy
Reviewed shareholder feedback on 2017 Annual Report
Considered institutional investors’ guidelines on executive remuneration
Reviewed sharenolding guidelines and progress of Executive Directors and Executive Committee members
Approved the 2016417 Directors’ remuneration raport
Receved report from Tesco Bank remuneration committee
Reviewed the Committee's performance and terms of reference
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Directors’ remuneration report continued

Annual report on remuneration continued

Committee advisers

The Commitiee has authority to obtain the advice of external Indepandent remuneration consultants it 1s solely responsibie for their appointment, retention
and termuinatian and for approval of the basis of thewr fees and ather terms PwC was appointed adviser 1o the Committee in 2015 following 2 comprehensive
selection process The Chair of the Cammittee agrees the protocols under which PwC provides advice PwC s a member of the Remuneration Consuitants
Code of Conduct and adheres to this Code in its dealings with the Committee Willis Towers Watson aiso 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, corporate governance, review of
the Remuneration Policy and consulting with major sharehciders PwC fees for advice provided to the Committee were £166 000 (2016/17 £155.000) Fees are
charged on a time and materiais basis PwC aiso provided general cansultancy services 10 management during the year Separate teams within PwC provided
unrelated advisory services in respect of corporate tax comphance, technology consulting and internal audht services during the year However the
Committee is satished that these activities do not compromise the Independence or objectivity of the advice it has recewed from PwC

Compliance

In carrying out its duties, the Committee gives full consideration to best practice including investor guidelines The Committee was constituted and operated
throughout the perlod 1n accordance with the principles outlined in the Listing Rules of the Financial Conduct Authority The auditer’s report. set out on
pages 68 to 73 covers the disclosures referred to in this report that are specified for audit by the Financral Conduct Authority

Shareholder voting
Tesco remans committed Lo ongoing shareholder dialogue and carefully reviews voting outcomes on remuneraticn matters Inthe event of a substantial
vote against a resolution in relation to Directors’ remuneration, Tesco would seek to understand the reasons for any such vote, and would detail any actions
taken in response in the next Directors' remuneration report

Voting outcome far 2016/17 Remuneration Report

AGM resoiution % of votes o o For Agamst

Remuneration Report'™ 90 6% 8.4%

© & 368 332 votes were withheld Votes withheld are not counted in the votes for or agamst a resolution but would be considered by the Committee in the event of a significant number
of votes being witbheld

Voting outcome for Remuneration Policy (at 2015 AGM when the current policy was approved}
AGM resolution % of votes o For Aganst

Remurneration Policy™ 96 5% 3.5%
fr 473,362 683 votes were withheld

Approved by the Board
10 Apri 2018

Deanna Oppenhelmer
Remuneration Committee Chair
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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 dividend and on 24 November 2017 paid an intenm
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 dwidend of 116p per ardinary share in the 53 weeks ended
28 Fepbruary 2015} The Board expects a broadly one-third, two-thirds spiit
between the interim and final dividend and 1s intending to pay a final dvidend
for the 52 weeks ending 24 February 2018 of 2 Op per ordinary share
(subject to shareholder approvall with dividends expected to grow from
2017, with the aim of achieving a target cover of approximately two times
earnings per share over the medwm 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 wavers 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
Detatls of the Company's share capital. including changes during the

year in the issued share capital and details of the rights attaching to the
Company's ardinary shares are set out 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
issued 1,647 854 846 ordinary shares on 5 March 2018 to holders of

Bocker Group plc ardinary shares

Na shareholder holds securities carrying special rights with regards to
control of the Company Except for the Lock Up Agreement (described
further beiow}. which the Company has entered into with Charles Wilson
CEQ UK & ROI, there are no other restrictions on voting rights or the transier
of secunties In the Company and the Company I1s 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 certain 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 sharesin the
Company he received as a Booker shareholder pursuant to the Merger without
Tesca's consent during the lock-up peniod of five years from 5 March 2018

The Company was authorised 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 Mo shares were purchased under that authority during
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 in line with the recommendations of the Pre-emption Group

Shares held by the Company’s Share Incentive Plan Trust International
Employee Benefit Trust Employees’ Share Scheme Trust and Tesco Ireland
Share Bonus Scheme Trust rank par passu with the shares in 1ssue 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 Voting rights are not
exercisable by the employees on whose benalf the shares are held in trust

The Company 1s not party to any significant agreements that would take
effect, alter or terminate following a change of control of the Company
The Company does not have agreements with any Director or officer that
would provide compensation for loss of office or employment resuiting 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

Share forfeiture

The Company implemented a share forfeiture programme following

the compietion 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 out In the Company’s Articies Under
the share forferture 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 hne with the Group's
corporate responsibility strategy During the period the Company received
£3m proceeds from sale of untraced shares and £2m write-back of unclaimed
dwviddends 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 published via a
Regulatory Information Service and are available on the Company's website
The Company had been notrfied under Ruie 5 of the DTR of the following
nterests 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 at rights as at the
24 Fetruary 2018 date of this report

BlackRack, Inc 6 63 664
GIC Private Limited 308 <3
Morges Bank 596 499
Schroders plc 499 499

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 biographical 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 Galsby. Byron Grote, Dave Lewis, Mikael
Olsson. Deanna Oppenheimer, Simon Patterson, Alison Platt Lindsey Pownalf
and Alan Stewart The interests of Directors and their immediate families
In the shares of Tesco PLC along with details of Directors’ share options,
are contained in the Directors’ remuneration report set out on pages

45 to 64

On 5 March 2018 Stewart Gilliland and Charles Wilson were appointed to
the Tesco PLC Board

At no time during the year did any of the Directors have a material interest
in any significant contract with the Company or any of 1ts subsidiaries

A qualifying third party indemmty prowision as defined in Section 234 of the
Companies Act 2006 1s in force for the beneht of each of the Directors and
the Company Secretary (who 1s also a Director of certain subsidianes of the
Company} In respect of habities incurred as a result of their office, to the
extent permitted by law In respect of those liabifities for which Directors
may not be iIndemnified the Company maintained a Directors’ and Officers’
ability insurance policy throughout the financial year

Employment policies

Our employment pahcies are regularly reviewed to ensure they are simple
helpful and trusted to enable an honest and transparent employment
culture. We are continuously focused upcn strengthening our policy position
In order to maintain this vision and culture Much of cur focus over the past
year has been placed upon removing complexity and tierarchy from our
policies to create maore clarity and fairness for our colleagues As we
continue to transition towards more enabling technology. our focus remains
on how we can make our policies and the processes that sit within these
more accessible to our colleagues This enables self-service, and prowdes
our coileagues with direct access to the information they need to help and
support them at work

Wwe recognise that in order to drive our business forward we must respond
10 colleague feedback Therefore we continue to work towards improving our
communication to colleagues to ensure they are engaged with the decisions
we make and s0we can respond to their feedback Wwe also continue to work
together with our recognised trade umon m the UK Usdaw to ensure our
policies are right for our business and that they suppart the employment
needs of all our colleagues

Qur Egual Oppeortunities, Diversity and Inclusion policies support managers
and colleagues in creating a diverse and inclusive culture where everyone
15 welcome Qur policies demonstrate our commitment to providing equal
opportunities to all colleagues. irrespective of age, disability gender, marriage
and civil partnership, pregnancy or maternity, race, religion or belief sex

or sexual onentation we cffer a range of colleague networks to mantam

a culture of Inclusivity, Including "Out at Tesco' "Women at Tesco™ "Black Astan
Minority Ethrnic Network”, "Armed Forces Network™ and ‘Disability Network’
We are proud to be a Disability Confident Emptoyer as part of the UK
Government's Disatnlity 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 all colleagues have the opportunity to get on
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We actively encourage colleagues 1o become nvolved in the financial
perfarmance of our business through a vanety of share and bonus schemes

All of these components are intrinsically inked to our Little Helps Plan,
more information on this can be found on pages 16 te 21 or on
www.tescoplc com/people

Politicat donaticns
The Group did not make any political genations (2016717 £nill or incur any
poliitical expenditure guring the year (2016/17 £nu}

Compliance with the Groceries (Supply Chain Practices} Market Investigation

Order 2009 and the Groceries Supply Code of Practice (the Codel

The Code regulates aspects of the commercial relationship between the
largest 10 grocery retallers in the UK and their suppliers of grocery products,
establishing an gverarching principle that retailers must deal with their
suppliers farly and lawfully. Specrfic supplier protections under the Code
Include the obligation for agreements to be iIn writing and copes retained,
reasonable notice to be given of changes to the supply chamn or reduction in
the volume of purchases, and a number of provisions relating to payments
by suppliers including obligations for retallers to pay suppliers without delay
and a prohibition on certain types of payments, such as those for shrinkage

Retailer 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, in particular
onher Top 5 Prionties

Our Product Change Programme began in 2015 and we continue to transform
our commercial mode! Code compliance is at the heart of this to ensure
comphiartce is buitt mto gur teams’ mindset and ways of working We are
implementing simpler, fairer and more transparent operatians, systems
and processes, making comptiance with the Code easier and enabling all
parties to focus en the customer

Cur managerment are chosen for *how' they perform their roles and are
committed to ensunng Code compliance We train colleagues across aur
Product and other functions in the UK and 1n Tesco Bengaluru on their
obligations under the Code In this financial year, we trained 212 new starters
and 1,822 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 Cade of Compliance Declaration,
and those colleagues who work with grocery suppliers have also completed
a declaration to confirm they have compiied with GSCOP during 2017/18

These changes are having a positive effect on our relationships with
supphers Inthe GCA's annual supplier survey in 2017, Tesco remained

the most improved retailer, with 53% of suppliers reporting an improvement
in how we operate and 92% of cur suppliers recognising that we comply
‘consistently well' or ‘maestly well’ with the Code The resuits of our own
supplier survey, conducted twice each year, also reflect this marked
improvement in how aur suppliers view therr relationship with Tesco
Despite inflationary challenges. suppliers to our UK grocery business
once again rated their ‘overall satisfaction’ with Tesco very highly

(78 2% \n February 2018)

This year. 14 Code-related complaints were raised by supphiers As at

24 February 2018, we had resalved 11 of the cancerns following turther
discussion between the buying team and the relevant supplier, and n
five of the cases between the Code Compliance Officer and the suppler
Of the three remaimng complaints 1o be resolved, two were resolved
shortly after the year end and a formal dispute has been raised in

one matter

Golng concern and longer term viability statement

The Directors consider that the Group and the Company have adequate
resources to remainin 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
Dwrectors to assess and report on the prospects of the Group over a longer
period This fonger term viabifity statement is 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, following shareholder approval on 28 February 2018
(the Merger) The proposed Merger was announced by the Company on

27 January 2017 and received reguiatory approval from the Competition
and Markets Authority on 20 December 2077 More information on the
Merger can be found on pages 7 15 and in Note 35 on page 131

Directors’ statement of disciesure of information to the auditor
Having made the requisite enquiries, the Directors in office at the date
of this Annual Repert and Finencial Statements have each confirmed that.
so far as they are aware, there s 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
10 have taken as a Director to make himself/herself aware of any relevant
audrt Information and to estabhsh that the Group’s auditor 1s aware of
that information This confirmation is given and should be interpreted in
accordance with the previsions of Section 418 of the Companies Act 2006

Cautionary statement regarding forward-locking information

Where this document contamns forward-fooking statements these are made
by the Directors in good fatth based on the information available to them at the
time of ther approval of this report These statements should be treated with
caution due to the inherent risks and uncertainties undertying any such
forward-looking information The Group cautions investors that a number
of factors including matters referred to in this document. ¢ould cause actual
results to differ materially from those contained in any forward-1coking
statement Such factorsinclude but are not imited to, those discussed
under Principal risks and uncertainties on pages 22 to 25

Neither the Group, nor any af the Directors provides any representaton.
assurance or guarantee that the accurrence of the events expressad or
impled in any farward-looking statements in this document will actually
occur Undue rellance should not be placed on these forward-looking
statements The Group undertakes no obhgation to pubhcly update or
rewse any {orward-locking statement whether as aresult of new
information future events or otherwise

Additional disclosures
Other information that 1s relevant to the Directors’ report and which
1s incorporated by reference into this report, can be located as fallows

- Y __ Pages
Future developments T 1ta 26
Research and development 9
Greenhouse gas emissions 2
Financial instruments and financial risk management N0 to 17
Corporate governance report 26to 44

Disclosures required pursuant to Listing Rule ¢ 8 4R can be found on the
following pages

Pages _
Statement of capitalised interest 94 and 101
Allotment for cash of equity securities 126
Waiver of dividends 63

The Company has chosen, in accordance with Section 414 CiN of the
Companies Act 20086. and as noted in this Directors’ report. to nclude
certain matters in its Strategic report that would otherwise be required
to be disclosed in this Directors’ report The Strategic report can be found
on pages 110 25

By order of the Board

( S

N

Robert Weich
Group Company Secretary
0 Aprit 2018



Statement of Directors’ responsibilities

The Directors are required by the Companies Act 2006 to prepare financial
statements for each financial year that give a true and fair view of the state
of affairs of the Group and the Company as at the end of the financial year
and of the profit or less of the Group for the financial year Under that faw,
the Directors are required to prepare the Group financial statements in
accordance with International Financial Reporting Standards (IFRS) as
adopted by the European Umion (EU) and have elected to prepare the Parent
Company inancial statements in accordance with United Kingdom Generally
Accepted Accounting Practice including FRS 101 ‘Reduced Disclosure
Framework’ (UK Accounting Standards and applicable law}

In preparing these financial statements, the Directors are required to

- select sutable accounting policies and then apply them consistently

- make Judgements and accounting estimates that are reasonable

and prudent

state whether IFRSs as adopted by the EU and applicable UK Accounting
Standards have been followed. subject to any materal departures
disclosed and explained in the Group and Parent Company financial
statements respectively,

present information including accounting policies. 1IN @ manner that
provides relevant rehable comparable and understandable information,
provide additional disclosures when compliance with the specific
requirements in IFRS are insuthcient to enable users to understand the
impact of particular transactions. other events and conditions on the
entity’s financial position and hnancial performance, and

prepare the financiai statements on the going concern basis unless
Its iInappropriate to presume that the Group and the Company will
continue in business

Corporate governance

The Directors are responsible for keeping adequate accounting records
that are sufficient to show and explain the Group’s transactions and disclose
with reasonable accuracy at any time the financial position of the Group and
the Company, and which enable them to ensure that the financial statements
and the Directors’ remuneration report comply with the Companies Act 2006
and, as regards the Group financial statements, Arucie 4 of the IAS Regulation
They also have general responsibility for taking such steps as are reasonably
open to them to safeguard the assets of the Group a2nd the Company and to
prevent and detect fraud and other irregularities The Directors are responsible
for the maintenance and integrity of the Company’s website Legislation inthe
United Kingdom governing the preparation and dissermination of financial
statements may differ from legislation in other juriscictions The Directors
cansider that the Annual Report and Financial Statements. taken as a whole.
15 farr balanced and understandable and provides the information necessary
far shareholders to assess the Group's and the Company’s performance,
business model and priortbies Each of the Directors whose names and
functions are set out on pages 28 and 29 conhrm that, to the best

of their knowledge-

- the financial statements, which have been prepared in accordance with
the relevant financial reporting framewerk give a true and fair view of the
assets habilities, inancial 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 included in the consolidation taken as a
whole together with a description of the principal risks 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 apinion:

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 Financlal Reporting Standards (IFRSs)
as adopted by the Eurcpean Unlon;

the Parent Company financial statements have been properly prepared
in accordance with United Kingdem Generally Acceptad Accounting
Practice including FRS 101 ‘Reduced Disclosure Framework’; and

the financial statements have been prepared in accordance with the
requirements of the Companles Act 2006 and, as regards the Group
financlal statements, Article 4 of the I1AS Regulation.

We have audited the financial statements of Tesco PLC (the Parent Companyl
and its subsidiartes {the Group) wiich comprise:

|

the Group Income statement.

the Group statement of comprehensive mceomea/lass).

the Group and Parent Company balance sheets,

the Group and Parent Company statements of changes in equity.

the Group cash flow statement, and

the related Notes 1to 35 of the Group financial statements and Notes 1
to 17 of the Farent Company financial statements

The financial reporting framework that has been applied in the preparation
of the Group financral statements is applicable taw and IFRSs as adopted
by the European Unmon The financial reporiing framework that has been
apphed in the preparation of the Parent Company financial statements s
applicable law and United Kingdom Accounting Standards, including FRS 101
‘Reduced Disclosure Framework’ (United Kingdom Generally Accepted
Accounting Practicel

Basis for opinion

We conducted oyr audit in accordance with international Standards on
Auditing (UK} 1545 {UK)) and applicable law Our responsibiities ynder those
standards are further described in the auditor's responsibilities for the audit
of the financial statements secticn of our repert

we are independent of the Group and the Parent Company in accordance
with the ethical requirements that are relevant to cur audit of the financal
statements in the UK, including the FRC's Ethical Standard as applied to
listed public interest entities. and we have fulfilled cur other ethicai
responsibilittes in accordance with these requirernents We confirm that
the non-audit services prohibited by the FRC’s Ethical Standard were not
provided to the Group or the Parent Company

We beheve that the audit evidence we have obtained 15 sufficient and
appropriate 1o provide a basis for our opimon

Summary of oyr audit approach
Key audit matters
The key audit matters that we identified in the current year were

store impairment review,

recognition of commercial mcome,

inventory valuation,

pension obhgation valuation.

cantmgent habilities,

presentation of the Group's income statement, and
retal technology environment. including 1T security

No new key audit matters have been included in this report compared to
the prior year report Key audit matters have been updated for the current
year where reguired

Materiality

We have considered a number of benchmarks and determined that it1s
appropriate to base matenality on profit before tax The materiality that

we used for the Group financial statements was £50m (2016/17 £50m) which
equates 10 4 4% of proft before tax before exceptional items Refer to page 72
for further detalls
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Scoping
Qur audit scoping provides full scope audit coverage of 96% (201617 97%)
of revenue and 92% (2016/17 91%) of net assets

significant changes in our approach
In our 2017/18 report the following ¢change to the key audit matters identified
has been made compared with our 2016/17 report

- the Tesco Bank payment fraud is no longer considered to be a key audit
matter following our conclusion in 20M6/17 that the Group had appropriately
accounted for habiities associated with the Incident.

Conciusions relating to going concern, principal risks and viability statement
Going concern

We have reviewed the Directors’ statement on page 66 to the financial
statements about whether they considered nt appropriate to adopt the going
concern hasis of accounting in preparing them and thewr iWentification of

any material uncertainties to the Group's and Parent Company’s ability to
continue te do so over a pertod of at least twelve months from the date

of approval of the financial staterments

We are required to state whether we have anything matenal to add or draw
attention to in refation to that statement required by Listing Rule 9 B.6R(3)
and reportif the statement 1s matenally Inconsistent 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.

Principal risks and viability statement

Based salely on reading the Directors’ statements and considering whether
they were consistent with the knowledge we obtaned in the course of the
audtt mcluding the knowledge obtaned in the evaluation of the Directors’
assessment of the Group's and the Parent Company's ability to continue as
a going concern we are required 1o state whether we have anything material
to add or draw attention to in relation to

the disclosures on pages 22 1o 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 robust
assessment of the principal risks facing the Group. including thase that
would threaten its business medel, future perfarmance. solvency or
liquidity or

the Directors’ explanation on page 25 as to how they have assessed the
prospects of the Group over what pened they have done so and why they
consider that period to be approprigte and therr statement as to whether
they have a reasonable expectation that the Group will be able to continue
it operation and meet its labilities as they fall due over the period of their
assessment, Including any related disclosures drawing attention to any
neceassary qualfications or assumptions

1

'

We are also required to report whether the Directors’ statement relating
to the prospects of the Group required by Listing Rule 9 8 6R{3) 1s matenally
inconsistent with our knowledge obtained in the audit

We confirm that we have nothing materlal to report, add or draw
attention toin raspect of these matters.

Key audit matters

Key audit matters are those matters that, in our professional judgement,
were of most significance in our audit of the financial statements of the
current period and include the most significant assessed nsks of matenal
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 manpulation of commercial ncome due to the level
of jJudgement involved,

These matters were addressed in the context of our audit of the inancial
statements as a whole and 1n farming our opinion thereon. and we do not
provide a separate opinion on these matters



Key audit matter descripticn

Financial statements

How the scope of our audit responded to the key audit matter

Key observations

Store impairment review

As described in Note 1{Accounting policies, |udgements and
estimates) and Note 11{Property, plant and equipment), the
Group held £18.521m (2016/17 £18.10Bm} of property. plant
and equiprnent at 24 February 2018

Under IFRS, the Group s required to comptete an impairment
review of t5 store portfolio where there are indicators of
impairment or iImpairment reversal

Judgement is required in identifiing indicators of iImpairment and
estirmation 15 required in determining the recoverable armount

of the Group’s store portfollo Additionally there s judgement

In refation to triggering the reversals of iImpairments recognised
In previcus periods

There i1s arisk that the carrying value of stores and related fixed
assets may be higher than the recoverable amount Where a
review for impairment, or reversal of mparment. 1s conducted
the recoverable amount 1s determined based on the higher
of 'value-in-use’ and ‘fair value less costs of disposaf’

The three areas which are key to management’s imparment
review are as follows

- value-in-use s derived from cash flow projections which rely

upon Directors’ assumptions and estimates of future trading

performance including the Group's ability to realise forecast

cost savings.

value-in-use 1s calculated by 2 number of complex models

There s a risk the models are not calculating the value-in-use

accurately and

- incertan circumstances the fair value of properties supperts
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 a resuit of the Group’s store Impairment review completed
during the year, a net imparrment reversal of £187m
(2016/17 netimpairment 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 arcund the impairment
review processes

In relation to the Directors’ value-in-use assessment our
procedures have included

- challenging the key assumptions utiised in the cash flow
forecasts with reference to historical trading performance
market expectations and our understanding of the Group’s
strategic iInitiatives.

reviewing and challenging the adequacy of management's
sensInvity analysis in relation to key assumptions ta consider
the extent of change In those assumptions that ether ndividually
or collectively 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’ modeling by the
Group by assessing the methodology applied In determming
the value-in-use compared with the requirements of 1AS 36
‘Imparrment of Assets’ and checking the integrity of the
value-in-use modeis 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 mternal property valuation
specialists and assessing whether appropriate valuation
methodologles have been appled

Whie 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,
specifically in the
value-in-use calculations
were within an acceptable
range and that the overall
level of net reversal of
impairment was reasonable

Recognition of commercial income

As described in Note 1{Accounting policies, jJudgements and
estimates) and Note 20 {(Commercial income), the Group has
agreements with supphers whereby volume-related allowances.
promoticnal and marketing aflowances and various other fees
and discounts are received in connection with the purchase

of goods for resale from those suppliers As such, the Group
recognises a reduction in cost of sales as a result of amounts
receivable from supplers

In accordance with IFRS, commercial iIncome should only be
recognised as income within the mcome statement when the
performance conditions associated with it have been met
for example where the marketing campaign has been held

The variety and number of the buying arrangements with
suppliers can make it complex to determing the performance
conditions asscciated with the income. giving rise to a
requirement for management judgement and scope for error
in accounting for such income As such we have denufied this
as a key audit matter

The Audit Committee’s discussion of this key audit matter
1s set out on page 42

We cbtained a detalled underszandmg and evaluated the dP_wér;
and implemcntation ul controls that the Group has established
in relation to commercial income

In addition, our substantive audit procedures across the Group's
retall operations included a combination of the faliowing

- testing whether arnounts recognised were accurate and
recorded in the correct period based cn the contractual
performance cbligations by agreeing a sample of iIndividual
supplier agreements,

- testing commercial ncome balances Included within inventories

and trade and other recewvables, or netted against trade and

other payables via balance sheet reconcihation procedures
circularising a sample of suppliers 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 received, we completed alternative nrocedures such
as agreement to underlying contractual arrangements

- using data analytics to profile commercial incame, identifying
deals which exhibited characteristics of audit interest upon
which we completed detalled testing

- reviewing the Group's ongoing compliance with the Groceries

Supplier Code of Practice (GSCOP) Additionally, reviewing the

reporting and correspondence to the Group's supplier hothne

m order todentify any areas where further investigation was

required and

also considering the adequacy of the commercial income
related disclosure within the Group's inancial statements
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The results of our test\r;g?
were satisfactory

We consider the disclosure
given around supplier
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
{nventory valuation

__Howthe scope of our audlt responded to the key audit matter  Key cbservations

As described in Note T(Accounting policies, judgements and VWe obtained a detalled understanding and evaluated the design We concur that the toﬁtaT?

estimates! and Note 15 {tnventories} the Group carras
iventory at the lower of cost and fair value less casts ta sell
using the weighted average cost basis As at 24 February 2018
the Group held inventones of £2.283m (2016/17. £2.30wm)

The Group provides for obsoiescence based on forecast
inventory usage This methadology refies upan assumptions
made in deternutung appropriate provisioning percentages
1o apply to inventory balances

Pension obligation valuation

As described in Note 1 (Accounting policies, judgements and
estimates) and Note 27 (Post-employment benefits), the Group
has a defined benefit pension plan 1n the UK At 24 February
2018, the Group recorded a net retirement obligation before
deferred tax of £3,282m (2018/17 £6 62iml. compnising scheme
assets of £13 235m {2016/17 £13.196m} and scheme habilities of
E16.517m {2016/17 E19.817m}

The Group has, after taking actuarial advice, decided to change
the methodology used for deriving the discount rate for valuing
the Group's pension abilities under 1AS 19 ‘Employee Benents”
Detarls of the change and its impact in the period are disclosed
in Note 27

The pension valuation 1s dependent on market condiwons and
assumptions made The key audit matter specifically relates
to the following key assumptions discount rate, inflation
expectations and iife expectancy assumptions The setting

of these assumptions 1s complex and requires the exercise

of signihcant management judgement with the support of
third party actuaries.

The Audit Committee’s discussion of this key audit matter
1s set out on page 42

Contingent liabilities
In 2016417 UK shareholder actions were initiated aganst
the Group Inked to the overstatement of expected profits
In 2014 which may result in legal exposures.

Additionally. the Group has other ongoing iegal matters
rélating 10 previous corporate transactions which require
management judgement to be apphed in arder {0
determine the hkely outcome

Judgement is required in assessing the nature of these
exposures and thewr accounting and disclosure requirements

The Audit Committee’s discussion of this key audit matter
is set out on page 42
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and imptementation of controis that the Group has estabiished
in relation to mventory valuation

We obtamned assurance over the appropnateness of
management's assumptions applied in calculating the value
of inventory provisions by

- critically assessing the Group's Inventory provisioning policy.
with specific consideration given to aged Inventory n particular
for non-food and genera! merchandising products) as well as
stock turn calculations. \ncluding the impact of seasonality,
verifying the value of a sampie of inventory items to confirm
whether they are held at the lower of cost and net realisable
vatue, through comparison to vendor invarces and sales prices.
using data analytics to identify unusual inventory usage
charactenstics, completing assumption tolerance testing
and recalculating the provision in totality based on the Group's
polcy. and
reviewing historical accuracy of inveritory provisioning with
reference to inventory write~offs during the year in relation

1o stock loss or other inventory adjustments

'

t

We obtaned a detallea understanding and evaluated the design

and implementation of controls that the Group has established
1 relation to the pension obligation valuation process

In testing the pension valuation. we have utiised internal pension
actuanal specialists to review the key actuanal assumptions used
both financial and demographic. and considered the methodology
utihsed to derve these assumptions Furthermore, we have
benchmarked and performed a sensitivity analysis on the key
assumptions 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 adwice from gur
actuarial specialists

levei of provision is withm
an acceptabls range

We are satisfied that

the methodeology and
assumptions apphed in
relation to determining
the pension valuation are
within an acceptable range

We consider the change
in methodology for
estabhshing the discount
rate to be acceptable and
comphant with accounting
standards The actual
discount rate apphed

of 2 8% 1s within our
benchmark range We
note that the methodology
used by the Group applies
adifferent approach to
the observable yields on
high quality corporate
bonds compared with
our benchmark approach.
which results in a discount
rate which 1s towards the
aptimistic end of our
acceptable range

in assessing the potential exposures to the Group. we have
completed a range of procedures including

- assessing the design and implementation of controls in
refation to the monitoning of known exposures.

- reading Board and ather meeting minutes to identtfy areas
subject to Group cansideration,

- meeting with the Group's mternal egal adwisors in understanding
ongomg and poténtial Jegal matters impacting the Group.

- reviewing third party correspondence and reports, and

- reviewing the proposed accounting and disclosure of actual
and potential legal iabihties drawing on third party assessment

of open matters
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We concur that the

gccounting and disclosures
11 relation to the engoing
UK sharehclder actions
are approprate

In relation to other
ongoing legal matters
inrespect of previous
corporate transactions
we are satished no specriiic
disclosure is required



Key audit matter description

Financial statements

How the scope of our audit responded to the key audit matter

Key observations

Presentation of the Group’s income statement

One of the Group's key performance indicators 1s 'Group
operating profit before exceptional items™ The key audit
matter 1s that Group managament may override the Group's
accounting policy application guidance to manipulate this key
performance indicator.

Management Judgement is required when applying this
accounting policy and when determining classification within
the Group's income statement and assessing the Group's
overall quality of earmings

The Audit Committee's discussion of this key audit matter
15 set cut on page 42

In arder to address this key audit matter we have completed
audit procedures including

- assessing the design and implementation of contrals which
address the risk of ineppropriate presentation of the Group’s
income statement, such as the ‘entity level’ controls which
underpin the overall control environment for the Group and
specific controls over determining the presentation of
exceptional items,

auditing key areas of management estimate and jJudgement,
mcluding consideration of exceptional tems disclosed

by the Group and the existence of any further potential
exceptional tems included within the Group's underlying
profit measures and

assessing transactions completed outside of the normal
course of business

We note that consistent
with cther businesses of

a simiiar scale to the Group.
there are nen-recurring
income and expense items
inctuded within profit
before exceptional items
which do not meet the
Group's definition of
exceptional iterns and
which fargely offset We
concur that these have
been appropnately
included within profit
before exceptional items

The Group’s retail operations utiise a range of information
systems In 2015/16 and 2016/17 we reported deficiencies in
certain IT controls These deficiencies could have an adverse
impact on the Group's controls and financial reporting systems

As descnibed on page 41 within the Audit Committee report
the Group i1s continuing the replacement of a number of the
Group's key systems and making changes to key elements of the
Group s IT infrastructure to address the dentified deficiencies

We continued to challenge and assess changes to the T
environments through the testing of remediated controls
and concluding on the sufficiency and appropriateness of
management’s changes

During the year we have assessed the design and iIrmplementation
of the Group's controls cver the information systems that are
important to financial reporting. including the changes made
as part of the Group’s replacement programme

Consistent with 2016717, 1n 2017/18 we were not able to take a
control rellant audit appreach due to the ongoing weaknesses
In the IT 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

remedigtion plan 15 designed
to address our concerns
given the complexity of the
underlying systems the
planis a multi-year
programme and not yet
complete, and therefore
weaknesses remain inthe
controlenvironment

We note that
management’s actions
have reduced the number
of deficiencies in the year
relating to user access and
change management
controls inked to the
Group's inancial reporting
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Independent auditor’s report to the members of Tesco PLC continued

Cur application of materiality

we dehine materiality as the magnitude of misstatement in the Ainancal
statements that makes 1t probable that the economic decisions of a
reasonably knowledgeable person would be changed or influenced. wWe

use materiality both in planning the scope of our audit work and In evaluating
the resuits of our work

Based on our professional judgement, we determined matenality for the

financial statements as a whele as follows
Group financial

o statements

Materiality £50m {2016/17. £50m}

Basis for In determining our materiakty.

determining we have considered the 2016/17

materiality materialily, profit based measures
and cther measures

Parent company
financial statements
£35m (2016/17 £25m)
Materiality represents
less than 1%

(201617 less than 1%)
of net assets

Materiality has been deterrmned

to be the same value as the 2016/17
matenality The matenality of £50m
equates to 4.4% of prefit before tax
before exceptional items (£1.143m)

Component materiality has been
determined with reference to the
component’s contribution to the
Group's overall result The matenaiity
apphed by the component auditors
was £20m, except for UK Retait
(20718 £35m., 2016717 £25m) and
Thatand (2017118 £25m 216/17 £25m)

Rationale  The decision to maintan the same level  As thisis the Parent
for the of matenality as that used in 2016/171s  Company of the Group
benchmark reflective of the fact the Group 1t does not generate
applied cantinues to execute its turnarcund significant revenues

pfan and normaiise profitabiity but instead incurs
costs and as such
net assets are an
appropriate base
to use te determine
matenality

The selected materiality 1s 4 4% of profit
before tax before exceptional tems,
which falls within a reasonable range. and
supports the quantum of materiaiity

Prefit before tax before exceptional
tems Is an appropriate metric since 1t
is a key performance indicator and 1s not
impacted by any potential volatility which
may be caused by exceptional items

The matenahity selected represents
0 5% (2016717 Q 8%l of the Group™s
net assels

We agreed with the Audit Committee that we would report to the Audit
Committee aii aucht differences \n excess of £2 5m (2016717 £2 5mj for
the Group and the Parent Company, as well as differences below that
threshiold that, in our view, warranted reporting on quatitative grounds
We aiso report to the Audit Committee on disclosure matters that we
identified when assessing the overall presentation of the financial statemeants

An overview of the scope of our audit

Qur Group audit was scoped by obtaining an understanding of the Group
and its environment, inciuding Group-wide controls, and assessing the
risks of material misstatement at the Group level The Group has subsidiary
grocery retal operations in eight countries. tegether with interests in

a number of other businesses both in the UK and internationaily

The Group's accounting process is structured around local inance funchions
and 15 further supported by a shared service centre in Bengalury indiz which
prowides accounting and adminstrative support for the Group's core retail
operafions, Each local inance function reports into the central Group
finance function based at the Group's head office Based on pur assessment
of the Group. we focused our Group audit scope primanly on the audit work
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on 7 significant retal locations (UK, Republic of Ireland Czech Republic,
Hungary, Poland Slovakia and Thaillandl and Tesco Bank The operations

in Czech Republic, Hungary Poland and Slovakia are managed as one combined
business All of these were subiect to a full audit and represent 96% (2016/17
7%} of the Group's revenue and 92% (2016/17 $1%) of net assets

In addition, 4 other businesses (Malaysia, OneStop. dunnhumby and

Tesco Mobile) were sutwect to specific audit procedures on matenal account
balances. where the extent of our testing was based on our assessment

of the risks of material misstatement and of the matenality of the Group’s
operations at those locations The four locations accounted for 4% (2006/17 2%)
of the Group's revenue and 7% (2016/17 6%) of net assets

in 2016/17. Mataysta was a full scope audit, however in the current year

is subiect to spectfic audit procedures, as a result of only certam

fimancial statement ines being considered to be significant in the context
of the Group Additionally, in 2016/17 Turkey was subject to specific audit
procedures, however is na longer in scope following the Group disposing

of the business on | March 2017 At the Parent entity leve! we also tested the
consohdation process and carried out analytical procedures to confirm our
conclusion that there were no signficant risks of matenal misstatement of
the aggregated hnancial nformation of the remaimng components not
subject to audit or audit of speched account balances

The most significant component of the Group 1s 1ts retan business in the UK
As such there s extensive interaction between the Group and UK audit teamn
to ensure an appropriate level of involvernent in thns audit work Durning the
course of our audit. the UK audit tearm visited 50 (2016/17 50i retail stores
n the UK to atftend either inventary counts or in order to complete store
controi wisits, and 4 {2016/17 6} distnbuticn centre inventory counts

we wisited 7 (2018/17 7) of the 8 (2016/17 9) significant locations set

out above. In addition to the Group's shared service centre in Bengaluru.
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 camponent audit teams located cutside of the UK and the Republic
of Ireland ensunng that we apphed a consistent audit approach to the
operations in the Group's international business

The audit visits by the Group audit team were himed to enable us to be
involved during the planning and risk assessment process in addinien to
during the completion of detalled audit procedures Duning our visits.
we attended key meetings with component management and auditors,
and reviewed detalled component auditor work papers

In addition. all key component audit teams were represented during

a centralised two-day planning meeting held in the UK prior to the
commencement of our detaled audit work The purpose of this pfanning
meeting was to ensure a good level of understanding of the Group’s
businesses, its core strategy and a discussion of the signihicant risks and
workshops on our planned audit approach Group management afso
attended part of the meeting to support these planning activities

Other information

The Directors are responsible for the other information The other
information compnses the information included 1n the annual report
other than the financial statements and our auditor’s report thereon

Qur opimien on the financial statements dees nat cover the other
wnfarmatian and except to the extent otherwise explcrtly stated in our
report, we do nat express any torm of assurance conclusion therear

In connection with cur audit of the financial statements, cur responsibiiity
is to read the other information and. in doing 50, consider whether the
ather information 1s matenally mconsistent with the financial statements
ar our knowledge obtaned in the audit or otherwise appears to be
materially misstated

If we dentify such material Inconsistencies or apparent matenal
misstatements. we are required to determine whether there 1s s material
rmisstatement in the finanoial siaterments or a material misstatement of the
other information If, based an the work we have performed. we conclude
that there 1s 2 maternial misstatement of this other information. we are
required to report that fact



In this context matters that we are specifically required to report to you as
uncorrected material misstatements of the other information include where
we conclude that

Fair balanced and understandable - the statement given by the Directors
that they consider the annual report and financial statements taken as a
whole s fair, balanced and understandable and provides the information
necessary for shareholders to assess the Group's position and
performance, business model and strategy. 1s matenally imconsistent

with our knowledge cbtamned in the audrt, or

Audit Commuttes reporting - the section describing the work of the

Audit Committee does not appropniately address matters communicated
by us to the Audit Committee or

- Directors’ statement of compliance with the UK Corporate Governance
Code - the parts of the Directors’ statement required under the Listing
Rules relating to the Company’s comphance with the UK Corporate
Governance Cote contairing provisions specified for review by the auditor
in accordance with Listing Rule 9 8 10R(2) do not properly disclose a
departure from a relevant provision of the UK Corporate Governance Code

We have nothing to report in respect of these matters.

Responsibilities of Directors

As explained more fully In the Directors’ responsibilities statement the
Directors are responsible for the preparation of the financial statements
and for being satisfied that they give a true and fair view, and for such
internal contral as the Directors determine s necessary to enable the
preparation of inancial statements that are free from matenal
misstatement. whether due to fraud or error In preparing the financal
statements the Directors are responsible for assessing the Group's and
the Parent Company's ability to continue as a going concern disclosing as
applicable, matters related to going concern and using the gomg concern
basis of accounting unless the Directors either mtend to hquidate the Group
or the Parent Company or 1o cease operations or have na realistic
alternative but to do so

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the
financial statements as a whole are free from material misstatement
whether due to fraud or error and toissue an auditor’s report that includes
our opinion Reasonable assurance 1s a high level of assurance. but s not a
guarantee that an audit conducted Iin accordance with ISAs (UK) will always
detect A maternial misstatemenl when it exists Misstatements can arise from
fraud or error and are considered material if. Indmvidually or in the aggregate
they could reasonably be expected 1o influence the economic decisions of
users taken onthe basis of these inancial statements

A further descrnption of our respoansibiities for the audit of the financial
statements 15 located on the Financial Reporting Council's website at
www frc org uk/auditorsresponsibibties This description forms part of
our auditor’s report

Use of our report

This report 1s made solely to the Company's members as a body, in
accordance with Chapter 3 of Part 16 of the Comparies Act 2006 Our audit
work has been undertaken so that we mrght state to the Company's members
those matters we are required to state to them in an auditor's report and for
no other purpose. To the fullest extent permitted by law, we do not accept
or assume responsibility to anyone other than the Company and the
Company's members as a bedy. 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 Companies Act 2006

In our apinion based on the work undertaken in the course of the audit

- the information given In the Strategic report and the Directors’ report
for the financial year for which the financial statements are prepared
15 consistent with the financial statements, and

- the Strategic report and the Directors’ report have been prepared in
accordance with applicable legal requirements

In the ight of the knowledge and understanding of the Group and of the
Parent Company and their environment obtained in the course of the audit
we have not identified any material misstatements in the Strategic report
or the Directors’ report

Matters on which we are required to report by exception
Adequacy of explanations received and accounting records
Under the Companies Act 2006 we are required to repert to you If,
1N our opinion

- we have not received all the information and explanations we require

for our audit or
- adeqguate accounting records have not been kept by the Parent Company
or returns adequate for our audit have not been received from branches
not visited by us, or
the Parent Company financial staterents are not in agreement with the
accounting recerds and returns

We have nothing to report In respect of these matters.

Directors’ remuneration

Under the Compames Act 2006 we are also required to report f inour
opinon certain disclosures of directors’ remuneration have not been made
or the part of the Directors’ remuneration report to be audited s not in
agreement with tha accounting records and returns

We have nothing to report in respect of these matters.

Other matters

Auditor tenure

Following the recommendation of the Audit Cormmittee we were appointed
by the Group's shareholders on 26 June 2015 to audit the financial statements
for the year ended 27 February 2016 and subsequent financial periods The
period of total uninterrupted engagement Inctuding previous renewals and
reappointments of the firm 15 3 years, covering financial years ending

27 February 2076 to 24 February 2018

Consistency of the audit report with the additional report

to the audit committee

Cur audit gpimon 15 consistent with the additional report to the Audit
Committee we are required to provide in accordance with 1SAs {UK)

L//ol'bu L(rj

f:Cc L3

Panos Kakoullis (Senior statutory auditor)
for and on behalf of Deloitte LLP

Statutory Auditor

London United Kingdom

10 April 2018
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Group income statement

82 weeks ended
24 February 2018

52 weeks ended
25 February 2017

Before  Exceptional Before  Exceptional
exceptional tems exceptienal itemns
tems (Note 4} Total tems (Note 4) Total
o Notes £m £m £m £m £m £
Continuing operations
Revenue 2 57,491 ~ 57,491 55,917 - §5,917
Cost of sales o . o (54.092) (49) (54,141) (52 899} M6) (53 018)
Gross profit/{loss) 3,399 49) 3,350 3,018 (116) 2,902
Adrmunistrative expenses (1,786) 153 {1.633) 1.734) (26m {1995}
Profits/flossest arising on property-refated iwtems - 31 89 120 {41 mo_ [
Operating profit/(loss) 1,644 193 1,837 1,280 (263} 1,017
Share of post-tax profits/losses) of joint ventures and associates 13 6) - (6) (30 77 a7
Finance income 5 98 - o8 109 - 109
Finance costs o 5 (593) (38 631 (630) (244) (874}
Profit/lioss) before tax 1,43 155 1,298 729 |584) 145
Taxation o 8 (286} (201 36sy  (85) 28 87
Profit/{loss] for the year from continuing operations 857 135 992 544 (486} 58
Discontinued operations
Profit/lloss) for the year from discontinued operations 7 - 216 216 37 75 2y
Profit/{ioss) for the year T 857 351 1,208 507 {567 {54)
Attributable to:
Owners of the parent 857 349 1,206 515 (555} C14)]
Non-controliing interests - - 2 2 o (8} B (14)
857 351 1,208 507 (561) (54)
Earnings/{losseas} per share from continuing
and discontirued operations
Basic g .77 {0 48ip
Diluted 9 14.72p (C 49lp
Earnings/llosses) per share from continuing operaticns
Basic 9 1212p 0 8p
Diluted 9 12.08p 0 8p

The notes on pages 79 to 131 form part of these financial statements
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Financial statements

Group statement of comprehensive income/(loss)

B2 weeks 52 weeks
2008 2017
o - o Notes £m Em
Items that will not be reclassified to Income statement
Remeasurements on defined benefit pension schemes 27 3,265 (3 567}
Tax on items that will not be reclassified L 6 (554) 579
e L 2,71 (2,988)
Items that may subsequently be reclassified to Income statement
Change in fair vaiue of available-for-sale financial assets and investments 62} 80
Currency translation differences
Retranslation of net assets of overseas subsidianes 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 Income statement
Gains/llosses) on cash flow hedges
Net far value gains/(losses) {146) 385
Reclassified and reported in the Group income statement 152} (384}
Tax on items that may be reclassified 6 22 (23}
o N R 81 822
Total other comprehensive income/{loss) for the year 2,792 (2,166}
Profit/loss) for the year _ } 1,208 (54)
Total comprehensive income/{loss) for the ;ear 4,000 (2,220)
Attributable to:
Owners of the parent 3,993 12,206}
Non-controlling nterests o 7 (14)
Total comprehensive income/(loss) for the year T - 4,000 2,220)
Total comprehensive income/(loss) attributable to owners of the parent arising from:
Continuing operations 3.637 (2,096}
Discontinued operatians B o 356 {110)
- ] 3,893 (2,206}

The notes on pages 72 to 131 form part of these financial statements
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Group balance sheet

24 February

25 Februsry

2018 2017
U - £m —Em_
Non-current assets T
Goodwill, software and other intangible assets 10 2.661 277
Property. plant and equipment n 18,621 18108
Investment property 12 100 64
Investments in joint ventures and associates 13 689 739
Cther investments 14 860 823
Trade and other recevables 16 186 180
Loans and advances to customers 17 6,885 5795
Derivative hinancial instruments 22 17 1.303
Deferred tax assets 6 "7 707

3,136 30,436
Current assets
Other investments 14 68 284
Inventories 15 2263 23
Trade and other recetvabies 16 1482 1475
Loans and advances to customers 17 4637 4,166
Derivative inancial instruments 22 27 288
Current tax assets 12 13
Short-term investments 18 1029 2727
Cash and cash eguivalents 18 4,059 3.821

13,577 15,073
Assets of the disposal group and non-current assets classified as neld for sale 7 149 344

13,726 15,417
Current liabilities
Trade and other payables 9 (8,.996) 8 875)
Borrowirgs 21 {1.479) {2,560
Derwvatve financial instruments 22 69) GY)]
Customer deposits and deposits from banks 24 (7.812) 16.687)
Current tax habiities ] (33%) {613
Provisions 25 (547) {438)
T 119,238)  419,234)
Liabilities of the dispasal group classified as held for sate 7 - {7n
Net current jiabiiities (5,512) (3,988}
Non-current fiabliities
Trade and other payabies 12 (364} (324)
Borrowings Al (7142} € 433)
Derivative financial instruments 22 594} 607
Customer deposits and deposits from banks 24 (2,972 (2 276}
Post-employment benefit obligations 27 (3.282) 16,621
Deferred tax liabilities 6 N 88}
Provisions 25 720 (685)

{15,166) (20,034)
Net assets 10,458 6,414
Equity
Share capital 28 40 408
Share premum 5107 5096
Al other reserves 735 801
Retained earmngs 4,228 332
Equity attributable ta owners of the parent 10,486 6,438
Nen-controling interests (22} (24
Total aquity 10,458 6,414

The notes on pages 75 1o 131 form part of these financial statements

Dave Lewis Afan Stewart

Directors

The financial statements on pages 74 to 131 were authorsed for issue by the Directors on 10 Aprd 2018 and are subject to the approval of the shareholders at

the AGM on 15 June 2018
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. Group statement of changes in equity

All other reserves

Financial statements

Capital Non-
Share Share Other redemption Hedging Transiation Treasury  Retamed controling Total
caprtal 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 3s¢ (22) 332 6,438 [24) 6,414
Profit/lloss) for the year - - - - - - - 1,206 1,206 2 1,208
Other comprehensive
income/lloss)
Change in fair value of - - - - - - - 62} {62) - 62)
avallable-for-sale financial
assets and investments
Currency translation differences - - - - - 314 - - 4 5 319
Remeasurements of defined B - - - - - - 3.265 3,265 - 3,265
beneft pension schemes
Gains/llosses} on cash flow - - - - {198) - - - {198} - (198)
hedges
Tax relating to components of - - - - 21 9 - (544) {632} - 532)
other comprehensive income
Total other comprehensive - - - - arn 305 - 2,659 2,787 5 2,792
income/lloss)
Total comprehensive - - - - arn 305 - 3,865 3,993 7 4,000
income/lloss) L
Transactions with cwners
Purchase of treasury shares - - - - - - 14) - (14) - (14)
Share-based payrmernts - - - - - - 20 105 125 - 125
Issue of shares 1 n - - - - - - 12 - 12
Dividends - - - - - - - (80) (80 - (80}
Changes in non-controling - - - - - - - - - 5) =1
interests
Tax on items charged to equity - - - - - - - B 6 - 6
Total transactions with owners 1 n - - - - 6 31 49 (5) a4
At 24 February 2018 410 5,107 40 16 40 655 (16} 4,228 10,480 (22) 10,458
All other reserves
Capital Non-
Share Share Gther redemption Hedging Transtation Treasury  Retamed controlhng Total
capital  premmum reserves reserve reserve reserve shares earnings Total interests equity
o £m £m £m £m £m ~ £m £m £ £m Erg £m
At 27 February 2016 407 5,095 40 16 n (401 (7' 3,265 8,626 (100 8,616
Profit/lloss) for the year - - - - - - - (40) (40} {14) (54)
Other comprehensive
Income/lloss)
Change in fair value of - - - - - - - 80 80 - 80
avallable-for-sale financial
assets and investments
Currency translation d fferences - - - - - 764 - - 764 - 764
Remeasurements of defined - - - - - - (3.567) {3.567) - {3.967)
benefit pension schemes
Gains/llosses) on cash flow - - - - 1 - - - 1 - 1
hedges
Tax relating to components of - - - 5 N3 - 564 556 - 556
other comprehensive Income i e
Total other comprehensive - - - - s 751 - (2,923 (2,166} - 12,166)
income/(loss)
Total comprehensive - - - - & 751 - 2,963) {2,206} {14} 2,220)
income/lloss) o -
Transactions with owners S -
Purchase of treasury shares - - - - - - (24} - (24) - (24)
Share-based payments - - - - - - g 28 37 - 37
Issue of shares 2 1 - - - - - - 3 - 3
Dividends - - - - - - - - - - -
Tax on items charged to equity - - - - - 2 2 - 2
Total transactions with owners 2 1 - - - - (15) 30 o ' - 18
At 25 February 2017 409 5096 @ 40 16 217 350 (220 332 6,438 (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 2017
— e Netes gm_ gm
Cash flows generated from/lused in) operating actlvities
Cperating profit/lloss) of continuing operations 1837 1.0%
Oparating profit/loss) of discontinued operations - a1z
Depreciation and amortisation 1,295 1,304
{Profit)/loss arising on sale of property plant and equipment and intangible assets {&6) {78}
{Profit)/lass arismg on sale of subsicharies and other investments (165} 3
{Profit}/loss arising on sale of jomnt ventures and associates {23 {6}
Impairment loss on goodwill - 46
Net imparrment loss/Areversall on other nvastments (z2} {12}
Net impairment loss/{reversall on property, plant and equipment. ntangibie assets and mvestmert property (67} &t
Adjustmant for non-cash efemant of pensions charge 27 4 7
Additional contribution into pension schemes 27 (2451 (248}
Share-based payments 13 15
Tesco Bank fair value movements included in operating profit 156 a8
Retall (ncrease)/decrease in inventories | &5 z4
Retai (increasel/decrease in development stock | 2 16 |
Retail (increasel/decrease in trade and other receivabies | {1l (74|
Retaii ncrease/s(decrease] in trade and other payables | 278 510 |
Retall increase/(decrease) in provisions 132 i
Retail {increasel/decrease in working capital 485 :587_
Tesco Bank increasel/decrease in loans and advances to customers |— (7380 G529
Tesco Bank (increasel/decrease 1n trade and other recevables | 30 24!
Tesco Bank increase/ldecreasel in customer and bank deposits, trade and other payables | 1,821 1,474 ’
Tesco Bank increase/(decrease) in provisions | (6} 2ELJr
Tesco Bank (increasel/decrease in werking capital 107 (54)
Cash generated from/lused in) cperations 3,309 2,558
Interest paid {351 (622)
Corporation tax (paidl/recewved (176) 47)
Net cash generated from/{used 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 253 812
classified as held for sale
Purchase of property. plant and equipment, investment property and non-current assets classified as held for sale (1.440) {1.208)
Purchase of intangible assets {197) (169)
Disposal of subsidiaries. net of cash disposed 66 205
Acquisition of subsidiaries, net of cash acquired AN (27 (25)
Proceeds from sale of joint ventures and associates 23 -
Net {increasel/decrease In loans to joint ventures and asscciates - 13
Investments in joint ventures and associates (21} -
Net {investments in)/proceeds from sale of short-term investments 1.697 736
Net {investments in)/proceeds from sale of cther investments 236 141
Dividends received from joint ventures and associates 26 28
Interest receved - 50 41
Net cash generated from/lused in) Investing activities - m: u___g: 666 279
Cash flows generated from/{used In) financing activities o
Proceeds fromissue of ordinary share capital 28 n i
Increase in borrowings 313 185
Repayment of borrowings {3,721} {2,036}
Net tash flows from dervative financial instruments 253 475
Repsyments of obligations under finance leases no (12)
Dindends paid to equity owners e B8 (B2) -
Netcash generated from/lused in) financingactivities (3,235) f1,387)
Nst increase/[decrease) in cash and cash equivalents o ) 212 881
Cash and cash equivalents at the beginning of the year 3832 3.082
Effect of foreign exchange rate changes - e 15 {131
Cash and cash equivatents including cash held in disposaf group at the end of the year 4,059 3,832
Cash held in disposal group 7 - (i
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 mited company incorporated

and domicTied in the United Kingdom (UK} under the Companies Act 2006
(Registration number 4457390) 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 1ts subsidiaries (together, the Group)
are those of retailling and retail banking

Basis of preparation

Tne 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 IFRS The consolidated Group
financial statements are presented in Pounds Sterling, generally rounded
1o the nearest million 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 Directors have, at the time of approving the financial statements,

a reasonable expectation that the Company and the Group have adequate
resources to continue 1n operational existence for the foreseeable future
Thus they continue to adopt the going concern basis of accounting in
preparing the financial statements Further detail 1s contained within the
going concern statement included In the Directors’ report on page 66

The accounting policies set out beiow have been applied consistently to
all periods presented in these consolidated financial statements

Basis of consolidation

The consolidated Group Ainancial statements consist of the financial
statements of the ultimate Parent Company (Tesco PLC) all entities
controiled by the Company (its subsidiaries) and the Greup's share of
its interests injoint ventures and asscciates

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 & ROI) the results are for the 52 weeks ended 24 February
2018 {prior financial year 52 weeks ended 25 February 2017} For all other
operations, the results are far the calendar year ended 28 February 2018
(prior calendar year ended 28 February 2017)

Subsidiaries
Subsidianes are corsoldatad in the Group's financial statements from
the date that control commences until the date that control ceases

Intragroup balances and any unrealised gains and losses or Income and
expenses arising from intragroup transactions are eliminated in preparing
the consohdated financial statements

Joint ventures and associates

The Group's share of the resuits of joint ventures and asscciates 15 included
in the Group income statement and Group statement of comprehensive
incorne/loss) using the equity method of accounting Investments injoint
ventures and assoclates are carried in the Group balance sheet at cost plus
post-acquisition changes In the Group's share of the net assets of the entity,
less any impairment in value The carrying velues of investments in joint
ventures and associates include acquired goodwill

If the Group's share of losses in a joint venture or associate equals or
exceeds s nvestment 10 the joint verture or associate the Group does not
recognise further iosses, unless it has incurred obligations to do sc or made
payments on behalf of the jont venture or associate Dividends receved
from joint ventures or assoclates with nil carrying value are recognised in the
income statement as part of the Group's share of post-tax profits/{losses)
of joint ventures and associates

Unrealised gains ansing from transactions with joint ventures and associates
are eliminated to the extent of the Group™ iNterest in the entity

Revenue

Revenue comprises the fairr value of consideration receved 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 recorded net of returns discounts/offers
and value added taxes

Financial statements

Provision of services

Revenue from the provision of services 1s recognised when the service s
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
commissicn income 15 included within revenue

Financial services
Revenue consists of interest fees and ncome from the provision of retal
banking and insurance

Imterest income on financial assets that are classified as loans and
receivables is 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 yieid, premiums or discounts
on acguisition 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

1s rendered

The Group generates commission from the sale and service of motor and
hame insurance palicies underwritten by Tesco Underwniting Limited orin
a rminorty of cases by a third-party underwriter This s based on commission
rates, which are independent of the profitability of underlying msurance
policies Similar commission income s also generated from the sale of
white label insurance products underwritten by other third-party providers

Clubcard, loyalty and other initiatives

The cost of Clubcard and loyalty initiatives 1s part of the fair value of the
consideration received and (s deferred and subsequently recognised over
the period that the awards are redeemed The deferral is treated as 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 15 recognised inthe penod 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 various other fees and discounts are received In connection
with the purchase of goods for resale from those suppliers Most of the
ncome recelved from suppliers relates to adjustments to a core cost price
of a product and as such is considered part of the purchase price for that
product Sometimes recelpt of the income 1s conditional on the Group
performing specified actions or satisfying certain performance conditions
associated with the purchase of the product These include achieving agreed
purchases or sales volume targets and providing promotional or marketing
matenals and activities or promotional preduct positioning While there s no
standard industry definition these amounts receivable from supphers

N connection with the purchase of goods for resale are generally termed
commercial income

Commercial ncome 1s recognised when earned by the Group which occurs
when all ohligations condtional for earning inceme have been discharged,
and the income ¢an be measured reliably based on the terms of the
contract The income 1s recognised as a credit withun cost of sales Where
the income earned relates to inventories which are held by the Group at
period ends. the income 1s included within the cost of those imventories
and recogrised in cost of sales upon sale of those inventories

Amounts due relating to commercial Income are recogrised within trade and
other recewvables, 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 suppliers in which case only the net amount
recewable or payable 1s recognised Accrued commercial income 1s recognised
within accrued income when commercial income earned has not been
invoiced 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 arising from financial services

1s recogmsed in the period to which it relates using the effective interest
rate method

Finance costs

Finance costs directly attributable to the acguisition or construction of
quahfying assets are capitalised Qualifying assets are those that necessarily
take a substantial period of time te prepare for their intended use All other
borrowing costs are recognised in the Group income statement i1 finance
costs, excluding these ansing from Ainancial services. in the pernod in which
they occur For Tesce Bank. finance cost on financial habilities s determined
using the effective Interest rate method and1s recognised in cost of sales

Business combinations and goodwill
The Group accounts for all business combinations by applying the acquisition
method Aflf acquisition-related costs are expensed

On acquisition, the assets (including intangible assets) labilities and
contngent habrities of an acquired entrty are measured at their fair values
Non-controling interests are stated at the non-centroling interests’
proportion of the fair vaiues of the assets and habilities recognised

Goodwill anising on consolidatian represents the excess of the consideration
transferred over the net fair value of the Group's share of the net assets
habihties and contingent liabilities of the acquired subsidiary. joint venture
or associate and the fair value of the non-controiing interest in the acquiree
If the consideration s less than the far value of the Group's share of the net
assels habilities and contingent izbilities of the acquired entity 1l e a bargain
purchase). the difference 1s credited to the Group income statement in the
period of acquisition

At the acquisition date of a subsidiary, goodwill acquired s recognised as

an asset and s 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 monitors the goodwill Goodwill anising on the acquisition
of joint ventures and associates 1s included within the carrying value of the
investment. On disposal of a subsidiary joint venture or associate, the
attributabie amount of goodwill 1s included in the determination of the
profit or loss on disposal

Where the Greup obtains controi of a joint venture or associate the
Group's previously held interests in the acquired entity 1s remeasured to its
acquisition date fair value and the resulting gain or loss, If any, 1s recognised
in the Group Income statement

Cloud software licence agreements

Licence agreements to use cloud software are treated as service contracts
and expensed n the Group income statement unless the Group has both
a contractual right to take possession of the software at any time without
signibcant penalty, and the ability to run the software independently of the
host vendor In such cases the licence agreement 1s capitalised as software
within intangible assets

Intangible assets

Intangible assets. such as sofiware and pharmacy hicences are measured
initially at acquisition cost or costs incurred to develop the asset Intangible
assets acquired in a business combination are recogmsed at fair value at
the acquisition date

Followng imitial recognition, intangible assels with imite useful hves are
carried at cost less accumulated amortisation and accumulated impairment
losses. They are amartised on a straighi-hne basis over their estimated
useful ives at 10%-256% of cost per annum

Research costs are expensed as incurred Development expenditure
incurred on an Individual project 1s capitalised oniy f specific criteria
are met
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Property, plant and equipment

Property plant and equipment 15 carried at cost less accumulated
depreciation and any recogrised impairrment in value Properiy, plant and
equipment 1s depreciated on a straight-hne basis to its residual value over
1its anticipated useful economic ife

The following depreciation rates are applied for the Group

- freehold and leasehold bulldings with greater than 40 years unexpired - at
2 5% of cost,

- |leasehold properties with less than 40 years unexpired are depreciated
by equal annual instaiments over the unexpired period of the [gase and

- fitures and fittings, office equipment and mator vehicles - at rates varying
from 10% to 33%

Assets held under hnance leases are depreciated over their expected usefu)
lives on the same basis as owned assets or, when shorter, over the term of
the relevant lease

Impairment of non-financial assets

Goodwill1s reviewed for impatrment at least annually by assessing the
recoverable amount of each cash-generating unit 1o which the goodwill
relates The recoverable amount 15 the higher of fair value less costs of
disposal and value 1n use When the recaverable amount of the cash-
generating umt is less than the carrying amount, an impairment 10ss 1S
recognised Any impairment Is recognised immediately in the Group
income staternent and 15 not subsequently reversed

For all other non-financial assets (ncluding iIntangible assets and property
plant and equipment} the Group performs impairment testing where there
are indicators of impairment If such an indicator exists, the recoverable
amount of the asset is estimated in order to determine the extent of the
impairment loss (If any) 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 Is the higher of value In use and fair vafue fess costs
of dispasal If the recoverable amount of an asset (or cash-generating unit)
1s estimated to be less than its carrying amount, the carrying amount of the
asset {or cash-generating unit) is reduced to its recoverable amount An
impairment 10ss 15 recognised immediately 1in the Group income statement

Where an impairment loss subsequently reverses, the carrying amount of
the asset lor cash-generating unit) 1s increased to the revised estimate of
the recoverable amount, but so that the mcreased carrying amaurnt dogs
not exceed the carrying amount that would have been determined)f no
impairment loss had been recognised for the asset lor cash-generating
unit) in pnior years A reversal of an impairment loss 1s recognised
mmediately as a credit to the Group income statement.

Investment property

Investmenit property assets are carried at cost less accumulated
deprectation and any recagnised impairment in value The depreciation
policies far mvestment property are consistent with those described for
property, plant and equipment.

Short-term and other investments
Short-term and ather nvestments in the Group balance sheet comprise
receivables loan receivables and available-for-sale financial assets

Recelvables and loan receivables are recogmsed at amortised cost
Available-for-sale financial assets are recognised at fair value

Refer to the financial instruments accounting policy for further detail

Inventories

Inventories comprise goods and development properties held for resale
Inventories are valued at the lower of cost and fair value less costs to sell
ustitg the werghted average cost basis Directly attributable costs and
incomes including apphicable commercial ncomel are included in the cost
of inventories

Cash and cash equivalents

Cash and cash equivalents in the Group balance sheet consist of cash at
bank. in hand demand deposits with hanks loans and advances to banks
certificates of deposits and other receivabies together with short-term
depaosits with an origingl maturity of three months or less



Note 1 Accounting policies, jJudgements and estimates
centinued

Non-current assets held for sale and discontinued operations
Non-current assets {or disposal groups) are classified as assets held for sale
when ther carrying amaunt is to be recovered prnincipally through a sale
transaction and a sale 1s considered highly probable They are stated at
the lower of carrying amount and fair value less costs 1o sell

Discontinued operations

In accordance with IFRS 5 ‘Non-current Assets Held for Sale and
Discontinued Operations’. the net results of discentinued 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 balance sheet Refer 1o Note 7 for further detarls

Leases

Leases are classified as finance leases whenever the terms of the lease
transfer substantially all the risks and rewards of ownership to the lessee
All other leases are classifed as operating leases

The Group as a lessor

Amounts due from lessees under finance leases are recorded as recewvables
at the amount of the Group's net Investment in the leases Finance lease
income 1s allocated to accounting periods so as to reflect a constant
periodic rate of return on the Group’s net investment in the lease Rental
income from operating leases is recognised on a straight-line 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 ther farr value or. If lower. at the present value of the minimum lease
payments each determined at the inception of the lease The corresponding
hability 15 included inthe Group balance sheet as a finance lease cbligation
Lease payments are apporticned between finance charges and & reduction
of the lease obligations so as to achieve a constant rate of interest on the
remaining balance of the liebiity Finance charges are charged to the Group
income statement Rentals payable under operating leases are charged to
the Group income statement on a straight-line basis over the term of

the lease.

Sale and leaseback

A sale and leaseback transaction s ane where the Group sells o asset and
immediately reacgquires the use of the asset by entering nto alease with
the buyer

For sale and finance leasebacks, any profit from the sale 1s deferred and
amortised over the lease term For sale and operating leasebacks. generally
the assets are sold at fair value, and accordingly the proht or loss from the
sale 1s recogrised immediately in the Group Income statement

Post-employment obligations

For defined benefit plans. cbligations are measured at discounted present
value (using the projected unit credit method) while plan assets are recorded
at fair value

The operating and financing costs of such plans are recognised separately

In the Group Income statement service costs are spread systematically over
the expected service ives of employees and iinancing costs are recognised
in the periods in which they arise Actuarial gains and losses are recegnised
immediately in the Group statement of comprehensive Income/{loss)

Fayments to defined contribution schemes are recognised as an expense
as they fail due

Share-based payments

The fair value of employee share option plans s calculated at the grant date
using the Black-Scholes ar Monte Carlo model The resulting cost 1s charged
to the Group income statement over the vesting pernod The value of the
charge 1s adjusted to reflect expected and actual levels of vesting

Financial statements

Taxation
The tax expense included in the Group income statement consists of
current and deferred tax

Current tax 1s the expected tax payable on the taxable income for the
financial year using tax rates enacted or substantively enacted by the balance
sheet date Tax expense is recognised in the Group iIncome statement except
to the extent that It relates to items recaognised in the Group statement

of comprehensive iIncome/(loss} or directly in the Group statement of
changes in equity, In which case it 1s recognised in the Group statement

of comprehensive iIncome/(loss} or directly in the Group statement of
changes in equity, respectively

Deferred tax s provided using the balance sheet iabity method, providing
for temporary differences between the carrying amounts of assets and labilities
for financial reporting purposes and the amounts used for taxation purposes

Deferred tax s calculated at the tax rates that are expected to apply In

the period when the liability 1s settled or the asset realised based on the tax
rates that have been enacted or substantively enacted by the balance sheet
date Deferred tax s charged or credited In the Group income 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
mncome/lloss), Inwhich case the deferred tax s also recognised in equity

or other comprehensive income, respectively

Deferred tax assets are recognised te the extent that it1s probable that
taxable profits will be avallable against which deductible temperary
differences can be utiiised

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
suficient taxable profits will be avallable to allow all or part of the assets
to be recovered

Deferred tax assets and liabilities are offset against each other when there
15 & legally enforceable right to set off current taxation assets against current
taxation habilitres and it 1s the intention to settle these on a net basis

Tax provisions are recogrised for uncertain tax postions where a risk

of an additional tax lriability has been identified and 1t 1s probable that the
Group will be required to settle that tax Measurement is dependent on
management’s cxpectation ol Lhe outcome of decisions by tax authorities
In the various tax jurischictions in which the Group operates This 15 assessed
on a case by case Dasis using In-house tax experts, professional firms and
previcus experience Refer to Note €

Foreign currencies
The consoldated financial statements are presented 1n Pounds Sterling,
which 15 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, monretary assets and liabilities that are dencrminated in foreign
currencies are retranslated to the functional currency at the rates prevailing
on the batance sheet date Exchange differences are recognised in the Group
income staterment in the period in which they anise apart from exchange
differences on transactions entered into to hedge certain foreign currency
nisks and exchange differences on monetary items forming part of the net
nvestment in a foreign aperation

The assets and labilities of the Group’s foresgn operations are translated
into Pounds Sterling at exchange rates prevalling at the balance sheet date
Profits and losses are translated at average exchange rates for the relevant
accounting periods Exchange differences anising aré recognised In the
Group statement of comprehensive income/{loss) and are included in the
Group's translation reserve Such translstion differences are recogrised as
income or expenses in the period In which the operation s disposed of

Goodwill and fair value adjustments arising on the acquisition of a foreign
entity are treated as assets and labilities of the forelgn 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 habilities are recognised in the Group balance
sheet when the Group becomes a party to the contractual provisions of
the mnstrument

Trade receivables

Trade receivables are non interest-bearing and are recognised initiaily at far
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
erther held for trading or available—for-sale, and are recognised at fair value
For avallable-for-sale investments, gains and losses arising from changes in
fair value are recognised directly in other comprehensive income, until
the security i1s disposed of or 1s determined to be impaired, at which time
the cumutative gain ar loss previousiy recognised 1n other comprenensive
income 1s Included in the Group income statement for the perod Interest
calculated using the effective interest rate method 1s recognised in the
Group income statement Dividends on an avallable-for-sale equity
instrument are recognised in the Group income statement when the
entity's right to receive payment 1s established

Loans and advances to customers

Loans and advances are initially recognised at fair value pius directly related
transaction costs Subsequent tomtial recognition these assets are carned
at amortised cost using the effective Interest method less any impairment
tosses income from these financial assets 1s calculated on an effective yield
basis and 1s recognised in the Group iIncome statement.

Impairment of loans and advances to customers

The Group's loan impairment provisions are established to recognise
incurred iImparrment (osses in its portfolic of loans classified as loans and
recevables and carried at amortised cost At each balance sheet date.
management reviews the carrying amounts of its loans and advances to
determine whether there 1s any indication that those assets have suffered
an impawrment lcss

If there 1s objective evidence that an imparrment loss on a financial asset or
group of financial assets classified as loans and advances has been incurred,
management measures the ameunt of the loss as the difference between
the carrying amaunt of the asset or group af assets and the present value of
estimated future cash flows from the asset or group of assets discounted at
the effective interest rate of the instrument at initial recognition Impairment
losses are assessed individually for financial assets that are individually
signifrcant and coltectively for assets that are not mdividualiy significant

In making collective assessments of impairment. financial assets are grouped
into portfolios on the basis of similar risk characteristics

Lcan impairment provisions are established on a portfolic basis using
statistical methodology taking into account the level of arrears, security
past loss experience, credit quality and defaults based on portfolio trends

The portfelios include mortgages, credit card receivables, personal current
accounts and personal ivans The future credit quality of these portfolios 1s
subject to uncertalinties that could cause actual crect losses to differ
materally from reported loan impairment provisions These uncertainties
include the eccnomic environment. notably interest rates and their effect
on customer spending. the unemployment level. payment behaviour and
bankruptcy trends

{mpairment losses are recognised In the Group income statement and the
carrying amount of the iinancial assat or group of financial assets s reduced
by establishing an allowance for impairment losses If in a subsequent period
the amount of the iImpairment loss reduces and the reguction can be
ascribed to an event after the impairment was recognised, the previously
recagmsed loss 15 reversed by adjusting the allowance Once an impairment
loss has been recognised on a financial asset or group of financial assets,
Interest inceme 1S recognised on the carrying amount using the rate of
interest at which estimated future cash flows were discounted in

measurnng impairment
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Interest-bearing horrowings

interest-bearing bank loans and overdrafts are initially recorded at
tar value, net of attributable transaction costs Subsequent to initial
recagrition. interest-bearng borrowings are stated at amartised cost
with any difference between proceeds and redemption value being
recognised in the Group income statement over the period of the
borrowings on an effective interest basis

Trade payables

Trade payables are non interest-bearing and are recogrised inttially at
fair value and subsequently measured at amortised cost using the affective
interest method

Equity Instruments
Equity instruments 1ssued by the Group are recorded at the proceeds
receved, net of direct 1ssue costs

Derlvatlve financial instruments and hedge accounting

The Group uses derivative financial instruments to hedge its exposure to
foreign exchange interest rate and commaodity risks arising from operating,
financing and investing activibies The Group does not hold or issue dernvative
financial instruments for trading purposes, however, If dervatives do not
qualify for hedge accounting they are accounted for as such

Derwvative inancial instruments are recoghised and stated at fair value
Where derwatives do not qualify for hedge accounting. any gains or losses on
remeasurement are immediately recognised in the Group mcome statement
Where derivabives gualfy for hedge accounting, recogmtion af any resultant
gain or loss depends on the nature of the hedge relationship and the tem
being hedged Inorder to qualify for hedge accounting, the Group is required
to document from inception the relationship between the item being hedged
and the hedging imstrument

The Group 15 also required to document and demonstrate an assessment
of the relationship between the hedged item and the hedging instrument.
which shows that the hedge will be highly effective on an ongoing basis
This effectiveness testing s performed at each reporting periad to assess
whether the hedge remains highly effective

Derwvative financial instruments with maturity dates of more than one year
from the balance sheet date are disclosed as non-current

Fair value hedging

Denwvative inancial instruments are classihed as farr value hedges when

they hedge the Group's exposure to changes in the fair value of a recognised
asset or labuty Changes in the farr value of derivatives that are desgnated
and quahfy as far value hedges are recerded in the Group income statement
together with any changes in the fair value of the hedged em that 1s
attnbutable to the hedged risk

Cash flow hedging

Derwvative financial instruments are classified as cash flow hedges when
they hedge the Group's exposure to variability in cash flows that are either
attributabie to a particular sk associated with a recognised asset or fiability.
or a highly probable forecasted transaction The effective element of any
gain or |oss from remeasuning the dervative instrument 1s recegnised
directly in the Group statement of comprehensive income/{loss),

The associated cumulative gamn or loss 15 reclassified from other
comprehensive income and recognised In the Group income statement in
the same perod or periods 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
derivative instrument that does not meet the cniteria for an effective hedge
1s recognised imimediatély in the Group income statement within finance
income or costs

Hedge accounting 15 discontinued when the hedging instrument expires or
18 50ld terminated or exercised or If a voluntary de-designation takes place
or it no longer quaiifies for hedge accounting At that point in ume any
cumulative gain or [0ss on the hedging instrument recoghised in equity 1s
retaned in the Group statement of changes in equity unti the forecast
transaction occurs or the original hedged item affects the Group income
statement If a forecast hedged transaction 1s no longer expected 1o ocour,
the net cumulative gain or loss recognised in the Group statement of
changes i1t equity 1s reciassified ta the Group income statament



Note 1 Accounting policies, judgements and estimates
continued

Financial instruments continued

Net investment hedging

Derwative financiahinstruments are classified as net investment hedges
when they hedge the Group's net investment in an overseas eperation

The effective element of any foreign exchange gain or loss from remeasuring
the derivative Instrument is recognised directly in other comprehensive
Inceme Any neffective element is recognised immediately in the Group
income statement Gains and losses accumulated in other comprehensive
income are inciuded in the Group come statement when the foreign
operaticn Is disposed of

Offsetting financial instruments

Financial assets and habilities are offset and the net amount reported in the
Group balance sheet when there s a current legally enforceable night to
offset the recognised amounts and there is ar intention to settle on a net
basis or realise the asset and settie the hability simultaneously

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
risks specific to the obligation The increase in the provisicn due tc 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 recewved 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 inapplying
the Group's accountmg policies to determine the reperted amounts of
assets labilihies 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 ongoing basis with revisions to accounting estimates
applied prospectively

Critical accounting judgements
Critical judgements, apart from those mvolving estimations, that are applied
In the pregaration of the consolidated financial statements are discussed below

Joint ventures and associates

The Group has assessed the nature of Its joint arrangements under

IFRS Y1 Joint arrangements’ and determined them to be joint ventures
This assessment required the exercise of judgement as set cut in Note 13

Management has applied jJudgement in determiming that Gain Land Limited
{Gain Land) 1s an associate of the Group The Group has significant influence by
viriue of holding a 20% equity interest which presumes significant influence per
IAS 28, together with having a contractual night to appoint two out of 10
Directers. while taking into account thet the remaining 80% interest 1s held by
one cther party

Equity transactions with joInt venture partners

During the year the Group unwound its joint venture with British Land Co PLC
1British Land) As part of the unwind the Group obtained sole control of BLT
Properties Ltd and seven stores while British Land obtained sole control of
BLT Holdings (2010} Ltd and two stores

The Group Is an eguity partner in several joint ventures Where the Group
acquires the other partner's interests in the jont venture management
applies Judgement in determining whether the transaction s accounted
for as a business combination or as an asset acquisition Factors considered
In making this determinaticn 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 cantract or reflect
residual goodwill

Financial statements

Management exercised judgement in accounting for the Group's acquisition
of BLT Properties Ltd as an asset acquistion since substantially 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 an investment Refer to Note 4

Structured entities

Management has applied judgement in determining whether the Group
has control aver any structured enhities involved in the Group's credit
card securitisations and retail property transactions Refer to Note 13
for additional disclosures

Leases

Management exercises judgement in determining the classihcation of
leases as finance or operating leases at inception of the lease Management
considers the ikelihood of exercising break clauses or extensien options in
determining the lease term Where the lease term constitutes substantially
all of the econcmic Iife of the asset, or where the present value of minimum
lease payments amount 1o substantially all of the fair value of the property,
the lease Is classified as a finance lease All other leases are classified as
operating leases

Management further applies judgement in determining the accounting
treatment of the sale and leaseback transactions Factors considered
include 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 s based on levels of control and
nfluence {the buyer may be an associate joint venture or an unrelated party)

Refer to Note 34 for additional disclosures on judgements made relating
to operating leases including those ansing from sale and ieasebacks

Classification of mali properties

Management exercises judgement in detarmining the appropriate
classification of shopping malls as investment properties or property plant
and equipment Factors considerad in making this determination include the
level of services provided te tenants who manages the mall and any shared
facilities. the propertion of sublet space to own-use space and the variabiiity
of earnings from the property

Determination of cash-generating units
The Group has determined each store as a separate cash-generating unit
for mparrment testing Refer to Note 11

Operating segments

Management has assessed the retal operations in different countries and
determined that they share similar economic charactenstics. products.
customers and supply chain operations The retall operations have therefore
been aggregated Iinthe UK & ROI, Central Europe and Asia segments, in

hine with the way they are managed below the Chief Operating Decision
Maker (CODM)}

Tesco Bank operates 1n & different industry and reports separately hence
15 @ separate segment

Discontinued operations

Management has appled judgement in presenting the Group's retail
operations in Turkey as & discontinued operation Management consider
the retail operations in Turkey as an operating segment, one level below the
reportable Retail Central Europe segment Management further considered
previous treatment of similar disposals in China and Korea as discontinued
operaticns Refer to Note 7

Alternative performance measures (APMs) - Exceptional items
Management exercises jJudgement in determining the adjustments to apply
to IFRS measurements in order to denve APMs which provide additional
useful information on the underlying trends, performance and pesition of
the Group This assessment covers the nature of the item cause of occurrence
and the scale of impact of that item on reported perfarmance Reversals

of previous exceptional items are assessed based on the same criteria

A breakdown of the exceptional items incluged in the Group Income statement
together with the impact of these items on the Group cash flow statement,
15 disclosed in Note 4 1o the consciidated financial statements

Refer to pages 150 to 153 for further detalls on the Group's APMs
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Key sources of estimation uncertainty
The key assumptions about the future, and other key sources of estimation
uncertainty at the reporting period end that may have a significant nisk of

causing & materal adjustment to the carrying amount of assets and liabilities

within the next financial vear are discussed below

Change In estimate - Post-employment benefit obligations

The present vaiue of the post-employment benefit cbligations depends on

a number of factors that are determined on an actuarial basis using a number
of assumptions, The assumptions used In determining the net cost/income)
for pensions include the discount rate Any changes in these assumptions

will impact the carrying amount of post-employment benefit obligations

During the financial year. the Group has taken actuarial advice and decided to
change the model used for deriving the discount rate assumption for valuing
the Tesco PLC Pension Scherme’s habilities under 1AS 19 ‘Employee Benefits'

Key assumptions and sensitivities for post-employment benefit obligations
are disclosed 1n Note 27

Impairment

a} impairment of investments

Where there are indicators of iImpairment or reversals of previous
impairment for investments in joint ventures and associates or other
investments, management performs an impairment test for the investment
based on the igher of value 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
wWhere there are indicators of impairment, management performs an
impairment test Recoverable amounts for cash-generating units are the
higher of fair value less costs of disposal and value inuse Value inuse Is
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 sensitmities forimpairment
of assets are disclosed in Note 11 Fair value I1s determied with the
assistance of independent. professional valuers where appropriate

Commercial income
Management s required to make estimates in determining the amount and

tiring of recogrition of commercial ncome (as defined on page 79) for some

transactions with suppliers 'n determining the amount of volume-related
allcwances recognised in any period, management £stimate the probabiity

that the Group will meet contractual target volumes, based on hustonical and

forecast performance Thereis irnited estymation mvolved in recognising
income for promotional and other allowances

Management assesses Its performance against the obligations conditional
on earning the iIncome, with the iIncome recognised either over time as the
obligations are met. or recognised at the pomnt when all obligations are met,
dependent on the contractual requirements Comrmercial Ncame 1s
recognised as a credit within cost of sales Where the income earned relates
to inventories which are held by the Group at penod ends the income

15 nciuded within the cost of those inventories, and recognised In cost

of sales upon safe of those inventores Management views that the cost

of inventories scld (which s inclusive of commercial income) provides
aconsistent and complete measure of the income statement impact

of the overall supplier relationships

Management considers the best indicator of the esumation unaertaken

15 by reference to commercial income balances not setiled at the balance
sheet date and has therefore provided additional disctosures of commerciat
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

on unprofitable stores and vacant properties and other onerous conhtracts
related to property These provisions are based on the least net cost of
fulfilling or exiting the contract

Key estimates and sensitiities for property provisions are disclosed in Note 25
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Uncertain tax provisions

The Group was previously exposed to vaniability in the resclution of tax
exposures refating to Korea, Since these exposures have been resaived in
the current year, the risk of matenal adjustment refating to uncertam tax
provisions 1s viewed as not signhcant

Inventaries

Annventory provision s booked for cases where the realisable value from
sale of the inventory 1s estimated to be lower than the inventory carrying
value Management has estimated the inventory provisioning percentage
for drfferent product categories based on various factors, including the
expected sales profiles of the items, the prevaling sales prices, the tem’s
seasgnality pattern and expected losses associated with slow-moving
nventory items

Contingent liabllities

Contingent iabifities are possibie obiigations whose existence will be
confirmed only an the pccurrence or non-occurrence of uncertan future
events outside the Group's control, or present obligations that are not
recognised because 1t 1s not probable that a settlement will be required or
tha value of such a payment cannot be reliably estimated The Group does
not recogrise contingent Lhabilibies but discloses them Refer to Note 32 for
the disclosures

Amendments to accounting standards effective for the current year
The following amendments were adopted in the current year

- Amendments 1o 1AS 7 'Statement of Cash Flows’ - Disclosure Initiative
- Amendments to 1A% 12 "Income Taxes - Recognition of Deferred Tax Assets
for Unrealised Losses

The adoption of these amendments does not have a material impact on
the Group financial statements Additional disclosures have been given
where relevant

Standards Issued but not yet effective

At the date of authonisation of these financial statements, the Group has
not apphed the following standards that have been 1ssued but are not yet
effective The Group has not adopted any new or amended standards early

IFRS 9 ‘Financial Instruments’

IFRS 9 'Fmancial Instruments’ replaces |1AS 39 ‘Financial Instruments
Recognition and Measurement” with the excepiion of macro hedge
accounting The standard will be effective in the Group financial statements
for the B2 weeks ending 23 February 2019 The Group intends to apply the
classificatian and measurement and imparment requirements of the
standarg retrospectively at the transition date of 25 February 2018 by
adjusting the opening balance sheet with no restatement of comparative
perods Hedge accounting rélationships within the scope of 1IFRS 9 will
transition prospectively

The standard covers three elements

i

Classification and measurement Changes to a more principle based
approach to ciassify financial assets as erither held at amortised cost. fair
viahue through other comprehensive income (FVOC) or fair value through
profit or loss. dependent on the business madel and cash fiow
characteristics of the financial asset,

- Impairment Moves to an mpairment model based on expected credit
losses based on a three stage approach, and

Hedge accounting The IFRS 9 hedge accounting requirements are designed
to allow hedge accounting to be more closely aligned with the Group's
underlying nsk management A new International Accounting Standards
Board ||ASB) project 1s in progress to develop an approach to better reflect
dynamic nisk management in entities’ financial statements

Classification and measurement:
From a review of the Group balance sheet as at 24 February 2018,
the Group expects the following classification changes to take place

- Al inancialinstruments classified as loans and receivables under 1AS 39
will be classified and measured at amortised cost under IFRS 9 and

- All financial instruments classrfied as available-for-sale under IAS 39
will be classified and measured at FYOCi under 'FRS 9



Note 1 Accounting policies, judgements and estimates
continued

Standards issued but not yet effective continued

IFRS 9 ‘Financial Instruments’ continued

Impairment:

IFRS 9 requires the Group to recognise expected credit losses {(ECL) at all
times. and to update the amount of ECL recognised at each reporting date
to reflect changes in the credit nsk of financial assets The ECL will be
measured under the s mplified approach, with the exception of loans and
advances to customers cther investments and joint venture loans, where
the three-stape approach will be appled

The assessment of credit risk and the estimation of ECL are required

to be unbiased, forward-looking and probability-werghted, determined by
evaluating at the reporting date for each financial asset a range of possible
outcomes using reasonable and supportable information about past events,
current conditions and forecasts of future events and economic conditions
The estimation of ECL also takes into account the time value of money

As aresult of applying IFRS 8. the impact on opening retamed earnings
for the year ended 28 February 2019 for Tesco Bank 1s expected tobe a
reduction of £166m This reflects the increase In imparment allowance
under the new ECL model, net of deferred tax The impact of the new
impairment reguirements on the Retail business 1s not material

Hedge accounting

The IFRS 9 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 to apply the existing
hedge accounting requirements of 1AS 39 for its portfolio hedge accounting
until this new standard 1s implemented All other existing hedge relationshups
will transition to IFRS 9 on 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 appreach to the timing of revenue recognition
based on performance cbligations in customer contracts The core principle
of IFRS 15 1s 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 recogmises revenue from the principal activities of retailing and
asscciated activities and retail banking and insurance services through Tesco
Bank For the majority of revenue streams. there is a low level of jJudgement
appled in determining the consideration or the tming of transfer of control
As a result revenue recognition under IFRS 15 will be largely consistent with
current practice

Revenue streams that will be impacted include Clubcard loyalty points, for
which the fair vaiue of cansideration will change and certain
telecommunication contracts and bespoke contracts fulfilled by dunnhumby.
for which the timing of revenue recognition witl change

IFRS 1515 not expected to result in & matenal impact to the Retall business
The impact for Tesco Bank s still under assessment

IFRS 16 ‘Leases’

IFRS 16 ‘Leases’ will be effective In the Group hinancial statements for the
53 weeks ending 29 February 2020 The Group intends to adopt the standard
retrospectively with comparatives restated froma transion date of

25 February 2013

IFRS 16 prowides a single lessee accounting model requiring lessees to
recoghnise nght-of-use assets and lease habilities for ail applicable leases

Under IFRS 168 lessees wilt e required to remeasure the lease liabity 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 wiil generally recognise the amount of the remeasurement of the
lease llability as an adjustment to the right- of use asset

Financial statements

IFRS 1615 expected to have a significant impact on reported assets, habilities
and income statement of the Group, as well as the classification of cash flows
relating to |ease contracts The standard will impact & number of key measures
such as operating proft and cash generated from operations, as well asa
number of alternative performance measures used by the Group.

The Group's IFRS 16 Project 1s governed by a Steening Commuttee. 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. establishing 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 wiil finahse this work and set out
accounting policies and procedures for leases The Group will also establish
a process of parallel reporting for the comparative period Until the impact
assessment s completed 1t s 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
- IFRS 17 - Insurance Centracts

Other changes to standards and amendments 1ssued but not yet effective are
not expected to have a material impact on the Group financial statements

Alternative performance measures (APMs)
In the reporting of inanoial information the Directers have adopted
various APMs

These measures are not defined by International Financiat Reporting
Standards (IFRS) and therefore may not be directly comparablé with other
companies’ APMs including those 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

Purpase
The Directors believe that these APMs assist in providing additionai useful
mformation on the underlying trends, performarnce and position of the Group

APMs are also used to enhance the comparability of information between
reporting periods and gecgraphical units {such as like-for-like sales). by
adjusting for non-recurring or uncontrollable facters which affect IFRS
measures to aid users in understanding the Group's performance

Consequently, APMs are used by the Directors and management for
performance analysis. planning, reporting and incentive-setting purposes

The key APMs that the Group has focused on inthe 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 filing stations due to the
significant volatiity of fuel prices This volatility 1s outside the control
of management and can mask undertying changes in performance

- Like-for-like sales This s a widely used indicater of a retailer’s current
trading performance It 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 during the year} at constant foreign
exchange rates

- Operating profit before exceptional items This1s the headline measure
of the Group's performance and s based on operating profit befere the
impact of exceptional items Exceptional items relate to certain costs or
incomes that derive from events or transactions that fall within the normal
activities of the Group but which, individually or, if of a simifar type. in
aggregate, are excluded by virtue of therr size and nature in order to
reflect management’s view of the performance of the Group

- Retall operating cash flow This Is the operating cash flow of continuing

operations excluding the effects of Tesco Bank’s cash flows

Retaii free cash flow Retail free cash flow includes all cash flows from

operating and investing activities for the Retall business, and the market

purchase of shares in relation to share schemes The following items are

extluded 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 t Accounting poiicies, judgements and estimates
continued

Alternative performance measures (APMs} continued

Purpose ceontinued

- 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 Retall business

Diluted earnings per share from continuing operatiens before exceptional
items, net pension finance costs and fair value remeasurements on
financial instruments This relates to profit after tax before exceptional
iterns frorm continuing operations, net pension finance costs and faw value
remeasurements on financial instruments attributable 1o owners of the
parent divided by the weighted average number of ordinary shares in issue
during the financal year adjusted for the effects of potentially dilutive
share options

Some of the Group’'s IFRS measures are translated at constant exchange
rates Constant exchange rates are the average actual periodic exchange
rates for the previous financial year and are used to eiiminate the effects
of exchange rate fluctuations in assessing performance Actual exchange
rates are the average actual periodic exchange rates for the financial year

Changes to APMs
During the hnancial year. the following changes have been applied to the
Group's APMs:

!

Free cash flow has been redefined to nclude all cash flows from operating
and investing activities, and the market purchase of shares in relation to
share schemes The following items are exciuded investing cash flows that
nerease/decrease items within Group net debt, and cash flows from major
corporate acguisitions and disposals Thus measure reflects the cash avarlable
to shareholders Previously, free cash flow only included capital expendrture
cash Hows within investing activities Retait free cash flow is now considered
akey APM

Diiuted earnings per share from continuing operations before exceptianal
temns and net pension finance costs has been raplaced with ailuted earnings
per share from continuing operations before exceptional items net pension
finance costs and fair value rermeasurements on financialinstruments Fair
value remeasurements are now excluded as they are impacted by chariges
1o credit risk and various market indices, which can fluctuate significantly
Alsoncluded in these items are fair value remeasurements on hnancial
instruments resuiting from liabiity management exercises Other earnings
per share measures before exceptional items are no longer considered
APMs and have been removed

Total ndebtedness ratic and Fixed charge cover have been included

as new APMs during the year Earmings before exceptional items, interest.
tax, depreciation, amortisation and rent expense (EBITDAR] has also been
included as it s used to calculate these debt metncs Total indebtedness
ratio and Fixed charge cover are measures of the Group’s ability to meet

its payment obligations and are widely used by analysts and credit

rating agencies

Refer to the Glossary (pages 150 to 163) for a full ist and comprehensive
descriptions 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 determined to be the Group Chief Executive, with support from the Executive Committee, as the function primarily respensible for the allocation
of resources to segments and assessment of performance of the segments

In ine with changes in management structure reporting to the CODM. the Group has reassessed Its reportable segments and determined that the retailing
and associated activities previously disclosed within the International segment should be segregated between the Central Europe and Asia segments

The principal activities of the Group are therefore presented in the following segments.

- Retalling and associated activities (Retaill in
- UK & ROI ~ the United Kingdorn and Repubiic of Iretand.
- Central Europe - Czech Republic, Hungary, Poland, Slovakia, and
- Asia - Malaysia and Thailand

+ Retail banking and insurance services through Tesco Bank in the UK {Tesco Bank)

This presentation reflects how the Group’s operating performance 1s 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 International segment

Excluded from the segmental nformation below are the Retall activities of Turkey which have been classified as discontinued operations Refer to Note 7

for further details

The CODM uses operaung 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 |1s a consistent
measure within the Group as defined within Note 1 Refer to Note 4 for exceptional items Inter-segment revenue between the operating segments s not material

Income statement

The segment results and the reconcilation 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 74 February 2018 UK & ROI Europe Asla Benk exchange exchange exchange
At constant exchange rates £m £m £m £m £m £m £m
Continuing cperations o -
Group sales 38,522 5,884 4,692 1051 50,149 842 50,991
Revenue o 44775 6,109 4,652 1,051 56,627 864 57 49
Operating profit/{loss) before exceptlonal Items* 1,046 110 282 173 1,611 33 1,644
Exceptional items 141 88 (20} (24) 185 8 193
Cperating profit/lloss) 1,187 198 262 149 1,796 41 1,837
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 Asiz Bank exchange
At actual exchange rates £m £m £m £m £m
Continuing operations
Group sales 38,650 6,343 4,947 1,051 50,99
Revenue B 44,908 6,585 4,947 1,051 57,491
Operating profit/(loss) before exceptional items” o 1,053 119 299 173 1,644
Exceptional iterns 146 93 {22} (24) 193
Operating profit/{loss} 1,199 212 277 149 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 mcome 98
Finance costs (631
Profit/lloss) before tax 1,298
Total
Central Tesco at actual
52 weeks ended 25 February 2017 UK & ROI Europe Asia Bank eichange
At actusl exchange rates £rm CEmo £m £m £m
Continulng operations o )
Group sales 37692 5977 5.186 1.012 49 867
Revenue 43 524 6195 5186 1012 55,917
Operating profit /lloss) before exceptional items B 803 s8 282 157 1,280
Exceptional tems (284) 132 (3n (80) (263)
Operating profit/{loss) T T T e 190 231 T 1,017
Operating margin o 1.8% 0.9% 51% 15.5% . 2.3%
Share of post-tax profits/llosses) of jaint ventures and associates ) o 107)
Finance income 109
Finance costs o o o 1874}
Profit/(loss} before tax - T o T 145

* Intercompany recharpes totalling £l (2017 £2m) between cortinuing aperatians and the Turkey discontinued eperations have been elrminated
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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 hiabiities exclude those balances that make up net debt [cash and cash eguivalents shart-term investrments,
jomnt venture foans and other receivables, bank and other borrowings, finance lease payables, derwative financial nstruments and net debt of the disposal
group) Net debt balances have been moluded within the unallocated segment to reflect how the Group manages these balances Intercompany transactions
have been eliminated cther than intercempany transactions with Tesco Bank in net debt

Central Tesco

UK & ROIL Europe Asia Bank Unallocated Total
At 24 February 2018 £m £m £m £m £m £m
Goodwill. software and other intangible assets 1,281 36 271 1073 - 2,661
Praperty plant and equipment and investment property 13,180 2,799 2.564 68 - 18.621
investrments in joint ventures and associates 12 1 586 90 - 689
Non-current other investments 3 - - 857 - 86G
Non-current trade and other recevables'™ 30 6 12 - - 48
Nor-current laans and advances to customers - - - 6,885 - 6,885
Deferred tax assets 19 33 65 - - "7
Non-current assets™ 14,536 2,875 3,498 8,973 - 29,881
inventories and current trade and other receivables'® 2.428 610 398 308 - 3,744
Current loans and advances to customers - - - 4,637 - 4637
Current other investments - - - 68 - &8
Total trade and other payables (7.241) {853) 1,028) {238) - 9.3600
Total customer deposits and deposits from banks ~ ~ - (10,784) - (10.784)
Total provisions {1.034) n10) (47 an - (1,268}
Deferred tax liabiities (20) (35) 32 (4) - (gn
Net current tax {263} {9 {i6} {35} - {323}
Post-employment benefits {3,261 - n - - {3.282)
Assets of the disposal group and classified as held for sale™® 95 54 - - - 149
Liabiibes of the disposal group® - - - - - -
Net debt (including Tesco Bank)'® - - - (288} (2,625} (2.913)
Net assets 5,239 2,532 2,762 2,560 (2,625) 10,458
' Excludes lgans tojomt ventures of £138m (2017 £337m) which form part of net debt
' Excludes derivative inancial instrument nen-current assets of £1117m (2077 £1 303m}
© Excludes net interest and other receivables of £1m (2017 £1my which form part of net debt
'@ Excludes net debt of the disposal group of Eni {2017 EI65Mm Reter to Note 7
* Refer to Note 30

Central Tescao

UK & ROY Europe Asia Bank  Unallocated Total
At 25 February 2017 — o fm  _ fm M £m _fm_
Goadwill software and other intangible assets 1.293 44 278 1102 - 277
Property, plant and eguipment and investment property 12.893 2613 2593 73 - 18172
Investments in jont ventures and associates n 1 656 Al - 739
Non-current cther investments - - - 810 13 823
Non-current trade and other recevables™ 23 7 13 - - 43
Non-current loans and advances to customers - - - 5,795 ~ 5795
Deferred tax assets 601 23 83 ~ ~ 707
Non-current assets® T T 14,821 2,688 3,623 7,861 13 28,996
Inventones and current trade and other receivables® 2.389 654 394 338 - 3775
Current loans and advances to custormers - - - 4166 - 4 166
Current other investments - - - i56 128 284
Total trade and other payaties {.068) {799 {1152} (242) - {8,199
Tatal customer depasits and depasits from banks - - - 8 963) - (8.963)
Total provisions [914) (80) (45) B4) - 1,123
Deferred tax liabiities 7 {26) (41 1) - 88)
Net current tax (579) U] 02 (8) - 1800)
Post-employment benefits 6.600) - 21 - - 6,621
Assets of the disposal group and classified as held for sale® 100 46 - - 187 333
Liabilities of the disposal group™ - - - - (95} (85)
Net debt (including Tesco Bankl'® . - - - (722) (3.729 (4 451)
Net assets - - - 2,204 2,482 2,746 2,478 (3,496) 6,414

@-'¢ Refer to previous table for footnotes
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Financial statements

Note 2 Segmental reporting continued

Other segment information

Total
Central Tesco continuing  Discontinued
UK & RQI Eurcpe Asia Bank operations operations Total

EQJQEk_S_EﬂdEd 24 February 2018 o £m £m £m £m £m £m Em
Caprtal expenditure including acquisitions through business
combinations}

Property. plant and equipment 840 7 236 7 1,300 - 1,300

Investment property 1 - - - 1 - 1

Goodwill. software and other intangible assets” 141 16 3 43 203 - 203
Depreciation and amortisation

Praperty. plant and equipment 1686} 47} (230} (12 (1,0758) - 1.075)

Investment property ] - - - 8)} - L)l

Software and other intangble assets az1n (18} S} n (219) - (219)
Impairment

Property. plant and equipment loss {50} {6) (32} - 88) - (88}

Property. plant and equipment reversal 154 n2 ] - 275 - 275

Investment property loss - \l} - - m - [\l

Investment property reversal 3 2 - - 5 - 5

Goodwill, software and other intangible assets l0ss (20} {8) - - (28} - (28]

Software and other intangble assets reversal 4 - - - 4 - 4
* Includes £8m (2017 £ml) of goodwill software and other intangible assets acquired through business combmations

Total
Central Tesco continuing Ciscontinued
UK & ROI Europe Asia Bank operations operations” Total

52 weeks ended 25 Februaryﬂ?@*?__ £m B grrl _ £m £m f_nj £m £m
Capitai expenditure 7

Property plant and equipment 995 127 259 12 1393 2 1385

Investment property - - - - - - -

Goodwil! software and other intangible assets m 13 3 34 161 - 161
Deprectation and amortisation

Property plant and equipment 687) {141} 208} 7 1053) [£3)] (1058)

Investment property m - - - m - m

Software and other intangible assets m7) 16) 10) 10m {244) m (245)
Impairment

Property, plant and equipment loss {12) {121 34) - (i67) (106} (273}

Property plant and equipment reversal ng 158 3 - 279 - 279

Investment property loss 2} n - - (3 - 3

Investment property reversal 3 1 - - 4 - 4

Goodwill software and other intangible assets loss 54 - - - (54) - {54)

Software and other intangible assets reversal - 1 - - 1 - 1

* Discontinued operations in Lhis table represents amounts up until the point a disposal group 1s ¢lassifed as such This comprises those of Turkey in 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 @ sphit of cash flows between Retall and Tesco Bank The current
year's presentation includes additional details on the line items impacted by exceptiohal items, while removing the analysis between Retall continuing and
discontinued operatvions Comparatives for the prior year have been amended accordingly

Retait Tesco Bank Tesca Group
" Before " 7“Before
exceptional Exceplional Retail exceptiona)  Exceptional  Tesco Bank

items items Tetal tems rerms Total Total
52 weeks ended 24 February 2018 o - Em £m £m £m fm £m £m
Operating profit/{loss} of continuing operations 1,4M 217 1,688 173 (24) 149 1,837
Operating profit/lloss) of discontinued operations - - - - - - -
Depreciation and amortisation 1.212 - 1212 83 - 83 1.295
ATM net income 137 - (37} 37 - 37 ~
{Proftl/loss arising on sale of property. plant and equipment 18 (58) 66} - - - 66)
and intangible assets
(Profiti/loss arising on sale of subsidiaries and other investments {3} 162} (165} - - - (165)
(Profitl/loss arising on sale of joint ventures and associates 7 16 (23) - - - 23)
Net impairment loss/lreversal) on other investments (22) - 22 - - - 22
Net impairment loss/ireversal) on property, plant and equiprnent, 8 (159 Hs7) - - - (167)
software and other ntangible assets and investment property
Adjustment for non-cash element of pensions charge 4 - 4 - - - 4
Additional centnbution into pension schemes (245) - (245} - - - {245)
Share-based payments 109 - 109 4 - 4 13
Tesco Bank fair value movements inciuded in operating profit - - - we - 156 156
Cash flows generated from operations excluding workingcapital 2,466 (178) 2,288 453 (24} 429 2,717
(Increasel/decrease in working capital 499 (14} 485 10 {3} 107 592
Cash generated from/{used In) operations” 2,965 192} 2,773 563 n 536 3,309
Interest pad {347) ~ (347) (4) - {4) {351)
Corporation tax (paid)/recewved (137) - 131 (45) - (45) (176)
Net cash generated from/{used in} operating activities 2,487 (192) 2,295 514 (27 487 2,782
Proceeds from sale of property. plant and equipment. 75 78 253 - - - 253

investment property, intangble assets and non-current assets

classified as held for sale

Purchase of property, plant and equipment, investment (204} 189} 393 - - - (393)
property and non-current assets classfied as held for sale

- store buy backs

Purchase of property, plant and equipment, iInvestment 1038} - (,038) 9 - 9 (1.047)
property and non-current assets classified as heid for sale

- other capital expenditure

Purchase of intangible assets (152) - (152 (456) - (45) (197
Disposal of subsidiaries, net of cash disposed - 66 56 - - - 66
Acquisitton of subsidiaries, net of cash acgured (27) - (27 - - - (27)
Proceeds from sale of joint ventures and associates 4 18 23 - - - 23
Investments injoint ventures and associates 6! - © 15 - (15) {21
Net investments in)/proceeds from sale of other mvastments 34 196 230 & - 3] 236
Didends recewved from [oint ventures and assocates 26 - 26 - - - 26
Dividends received fram Tesco Bank 50 - 5G (501 - (501 -
interest received 50 - 50 - - - 50
APM: Free cash flow 1,399 (22} 1,377 401 2n 374 1,751
Net increasel/decrease in loans to joint ventures and associates - - - - - - -
Net invesiments inl/proceeds from sale of short-term investments 1697 = 1,697 - - - 1,697
Net cash generated from/{used in) investing activities —_g: _609 i__-rlTO 179 hl@l“:; m3 666
Proceeds from rssue of ordmary share captai it - it - - - 1
ncrease in borrowings 13 - 13 300 - 300 313
Repayment of borrowings 3,571 - {3.571) (150} - 050) (3,721
Net cash flows from derwvative financial instruments 253 - 253 ~ - - 253
Repayment of obligations under finance leases [{[s) - no ~ - ~ {10
Dividends pard {0 equity halders (82 - 82) - - - 82)
Net cash generated from/{used in) financing activities © T (3,386) - {3,386) 150 - 150 (3,236)
Intra-Group funding and intercompany transactions T L :B)A:_- 9 9) - (9} -
Net increase/Idecreasel in cash and cash equivalents (280 (22) @03y  s4z @D 515 212
Cash and cash equivalents at the beginning of the year 3,043 789 3832
Effect of foreign exchange rate changes e B . - B
Cash and cash equivalents including cash held in disposal 2,755 1,304 4,053

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 ’Retail operating cash flow' of £2 773m (2017 £2,279mi 5 the cash generated from operations of the cortinuing Retad business nciuded in Retail cash generated from/lused m}
operations af £2 773m (2077 £2 278m s £nil (2077 £0Im) relating 1o discontinued operations
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Note 2 Segmental reporting continued

Cash flow statement continued

Financial statements

Retail Tesco Bank Tesco Group
Before Before -
exceptional  Exceptional Retail exceptional Exceptional  Tesco Bank

items ltems Total items Items Total Total
52 weeks ended 25 February 2017 e £m Er_rl__ £m £m £m £m fm
Operating profit/(loss) of continuing operations 1,123 (183) 940 157 80} 77 1,017
Operating profit/{loss) of discontinued cperations ns) 102) m7 - - - 17
Depreciation and amgortisation 1172 14 1,186 85 23 18 1304
ATM net incorme 43} - (43 43 - 43 -
(Profit)/loss arising on safe of property, plant and equipmert 54 (134) £210)] 2 - 2 (78)
and intangible assets
[Profit)/loss arising on sale of subsidiaries and other investments 7 - 7 (4) - (4) 3
{Profit)/loss arising on sale of joint ventures and associates {5) - {5 - - - (5)
Impairment loss on goodwill - 48 46 - - - 46
Net impairment loss/(reversal) on cther investments (12} - 12) - - - {12}
Net impairment loss/{reversall on progerty, plant and equipment 0} 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 penston schemes (248} - {248) - - - (248)
Share-based payments 4 - 14 1 - 1 15
Tesco Bank farr value movernents included in operating profit - - - 36 . 2 98 g8
Cash flows ge?n;rated from operations excluding working capital 2,044 (354) 1.690 390 (55} 335 2,025
{Increasel/decrease in working capital 372 209 588 77 22 (55) 533
Cash generated from/[used in} operations’ 2,423 145} 2,278 313 33) 280 2,558
Interest paid (518) - (518} 14) - (4) (522}
Corperation tax {paidi/received (64} - (64} 7 - 17 B 541)_
Net cash generated from/{used in operatingaztlvities 1,841 (145} 1,696 326 33 293 1,989
Proceeds from sale of property. plant and equipment 19 480 509 3 - 3 512
investment property intangible assets and non-current assets
classified as held for sale
Purchase of property plant and equipment investment (365) - [368) - - - {365)
property and non-current assets classified as held for sale
- store buy backs
Purchase of property plant and equipment, investment (834} - 834) {33] - 16) {840)
property and non-current assets classified as held for sale
- other capital expenditure
Purchase of Intangible assets 129 - (129) a0 - (40) (169)
Disposal of subsidianes net of cash disposed 205 - 205 - - - 205
Acquisition of subsicianes, net of cash acquired {25) - 128} - - - (25)
Proceeds from sale of joint ventures and associates - - - - - - -
Investments Iin joint ventures and associates - - - - - - -
Net (investments in}/proceeds from sale of other investments m - 11 30 - 30 141
Divdends receved from joint ventures and assoclates 28 - 28 - - - 28
Dividends recerved from Tesco Bank 50 - 50 {501 - {50} -
Interest received o a1 - 41 - I - 41
APM: Free cash flow - ) 94z 345 1,287 263 (33) 230 1,517
Net (increasel/decrease In loans to |—ow-nt ventures and associates 15 - 15 - - - Ti5
Net {investments inl/proceeds from sale of shart-term investments 136 - 36 - - - 736
Net cash generated from/{used in) investing activitles 148} 490 342 163) - 63) 279
Proceeds from issue of ordinary share capital 1 - 1 - - - 1
Increase In borrowings 185 - 185 - - - 185
Repayment of borrowings (2,036} - {2 036) - - (2 036)
Net cash flows from derwvative financial instruments 175 - 75 - - - 475
Repayment of abligations under finance leases (12) - 112} - - - 12}
Divdends paid to equity owners . - - - - B - - - -
Net cash genér_ated from/lused in! financing activities {1387) - 01,387) - - - 1,387}
Intra-Group funding and intercompany transactions (5) - s 5 - s B =
Net increase/idecrease! in cash and cash equivalents o 7 301 345 646 268 (33) T 235 881
Cash and cash equivalents at the beginning of the year 2528 554 3.082
Effect of foreign exchange rate changes 7 - (131} o - (131}
Cash and cash equ-lvalents Includi_né cash held In disposal 3,043 789 3,832
group at the end of the year
Cash held in disposal group o - o - (m
Cash and cash equivalent_s at the end of the year 3,032 S " 789 3,871

* APM ‘Retal opersting cash flow of £2 773m {2017 £2 279m} 15 the cash generated from operations of the continung Retall business Included i Retar cash generated from/Aused in
operations of £2 773m (2017 £2 278mbis £nil (2017 £(1)m] relating to discontinued operations
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Notes to the Group financial statements continued

Note 3 Income and expenses

57 weeks 57 weeks
2018 2017
Continuing operations o e e £m iul
Profit/lloss) before tax s stated after charging/lcrediting) the following
Property rental mcome, of which £(34)m (2077, £(38m)] relates to nvestment properties 372 (358)
Other rental income (55) (500
Direct operating expenses ansing on rental earming investment properties 7 20
Costs of inventories recognised as an expense 42,297 41,140
Inventory fosses and provisions 1,373 1.337
Depreciation and amortisation 1,285 1268
Operating lease expenses of which £70m {2017 £84m) relates to hire of plant and machinery 1.018 1043
Net impairment loss/(reversal) on property, plant and equipment and investrnent property (a9t 113
Netimpairment loss/{reversal) of goodwill, software and other intangible assets 24 53
Auditor’s remuneration
52 weeks 52 weeks
2018 2017
e e £m _ Em
Fees payable to the Company's auditar and its assaciates for the audit of the Company and Group financial statements 15 15
The audit of the accounts of the Company's subsidrares e 53 40
Total audit services T 6.8 5.5
Audit-related assurance services o o o 05 05
Total audit and audit-related services :_E\‘:‘g o o 73 60
Fees payable to the Company’s auditor and its associates for other services
Transaction services 1.9 19
Taxation advisary services - 03
All other non-audit services 43 36
Total non-audit services T - T T T 6.2 )
Tetal auditor’s remunaration 13.5 n.8

Other non-audit services of £4 3m (2017 £3 6m) represents retall consultancy services £15m (2007 £1 8m), prowision of data repository services for
information neaded by the Group and Senous Fraud Office (SFO) £1 Bm (2017 £1.2mi). $FC Monrtor role £0 Bm {2017 £nil) and other £0 2m (2017 £0 9m)
In addition to the amounts shown above, the auditor receved fees of £0 2m (2017 £0 2m) for the audit of the main Group pension scheme Additional
information on the non-audit services provided by the auditor 1s provided in the Corporate governance report on page 44, including how objectivity

and independence is safeguarded

Employment costs, including Directors’ remuneration

47 weeks 52 weeks
2018 2mz7
Continuing operations e e . Notes £m . Em
Wages and salaries 6,026 6.051
Social security costs 486 473
Post-employment defined benefits 27 38 35
Post-employment defined contnibutions 27 316 341
Share-based payments expense 26 252 284
Termination benefits® 15 168
Total 7 T - 7,233 7,362

* Includes £99m {2017 £146m) of exceptional redundancy costs Refer to Note 4

Post-employment defined contribution charges include £108m (2017 £135m) of salaries paid as pensicn contributions

The table helow shows the average number of employees by operating segment dunng the financial year Segmental information has been amended for the

52 weeks ended 25 February 2017 Refer to Note 2 for further details

Average number

of employees

Average number of

full-ume equivalents

Continuing operations —T 2017 2018 2017
UK & ROI 32417 327601 210,312 218,522
Central Europe 61,623 70004 59,110 62,657
Asia 59,300 63.037 54 857 58 035
TescoBank o - ) o 3948 3878 3,637 3.556
Total e 448,988 464,520 327,916 342,770
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ancial statements

Note 4 Exceptional items

Income statement
52 weeks ended 24 February 2018
Profit/lloss) for the year included the following exceptional items

Total
excephonal
1tems included Exceptional
Admin- Property- within Shareoct JV items within
Cost of istrative reiated operating  and associates Finance discontinued
sales expenses items profit profits/losses) costs Taxation aperations
Exceptional items included in £m £m £m £m £m £m £m £m
Net restructuring and redundancy costs'™ 78] 134) 7 (102) - - 19 -
Net impairment reversal of non-current assets 50 - 3 53 - - 28 -
and onerous lease provisions'™
Provision for customer redress'™ (24 - - (24) - - {3 -
Investment disposal*® - 124 - 124 - - (25} -
Disposal of opticians business'™® - 38 - a8 - - 7} -
Release of amounts provided in relation to DPA - 25 - 25 - - - -
and FCA obligations"
Property transactions'® - - 79 79 - - (32} -
Foreign exchange losses on GBP short-term - - - - - (38) - -
investments hetd in overseas entities™
Exceptional items relating to - - - - - - - 216
discontinued operations® .
Total (49} 153 89 193 - (38) (20) 216

' This Includes £68)m relating to UK & ROl changes to store and call centre colleague structures and working practices and £:34)m relating to head office restrocturing costs

= Met impairment reversal of non-current assets includes a net reversal of £185m in property plant and equipment and mvestment property a net charge of £{24Im n goodwill software
and other intangible assets and a net charge of £0108)m of onerous lease provisions Refer to Notes 10,11 12 end 25 for further details on impairment and onerous lease provisions

The net charge of £{24lm reflects an additional charge of £(35m relating to an update to the Payment Protection Insurance (PP provision ruling during the year which resulted in the
inclusion of items that had previously been out of scope for redress This was partially offset by a £1m release of the Consumer Credit Act [CCA} provision and a £10m credit receved
follpwing the conclusion of negotiations with a third party In respect of previously recognised customer redress

The Group disposed of its remaining 8 8% investment stake in Lazada Group S A {Lazadal for net cash consideration of $254m (£196m] generating a profit of £124m The tex charge

of £25m anises due 1o a capital gam on the disposal

£38m relates to the gan from disposal of the Group's opticians business to Vision Express (UK) Ltd in UK & ROL

The Group had taken atotal exceptional charge of £{238im in respect of the Deferred Prosecution Agreement (DPA and Financral Conduct Authority IFCAY obiigations including £{88Im
tor the cormpernsation scheme in the 52 weeks to 25 February 2017 With the compensation scheme now being closed to new Claimants £25m relating to the compensation scheme was
released in the 52 weeks ta 24 February 2018

As part of the Group s strategy to maximise value from property the Group disposed of surplus properties which generated a profit of £88m The Group also recognised a net gain of £21m
from the unwind of 1ts joint verture with British Land, whereby the Group purchased seven stores from the joint venture and disposed of ds remaining equity interestin the jont venture
The Group was holding proceeds from the sale of the Korea operations in GBP money market funds in an intermediate enbity with a Euro tinctional currency £{381in loss represents
the foreign excharige losses ansing on the revaluation of these Sterling-denominated funds INto turos until the repatristion of funds during the 52 weeks to 24 February 2018 The loss
does not represent an economic 10ss 1o the Group since there 1s an offset within other comprehensive income

Income from discontinued operations primarily relates to the release of 8 £340m provision relating to capital gains tax in respect of the disposal of the Group's Korean ocperations
following completion of the tax assessment by Xorean Tax Authorities 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 partaily offset by a £0128)m net ass relating to the dispoesal 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
Proft/lloss) for the year included the following exceptienal items

Total
exceptienal
items included Exceptional
Adgmin- Property- within Share of v items within
Cost of Istrative related operating  andassociates Finance discontinued
sales EXpENsSes items profit  profits/llosses) cosls Taxation operations
Exceptional stems incluged in £m £m £m £m £m £m £m £m
Net restructuring and redundancy costs {163) (26) (201 (199} - - 39 -
Net impairment {loss)/reversal of non-current 25 - (3N L3)] (54) - 20 -
assets and onerous lease provisions
Provision for customer redress (45} - - (45) - - - -
Interchange settlement 57 - - 57 - - 1
Amounts prowided in relation to DPA - (235} - (235) - - - -
and FCA obligations
Property transactions - - 165 165 - - 50 -
Insurance reserve adjustment - - - - (23) - - -
Foretgn exchange losses on GBP short-term - - - - - (244) -
Investments held in overseas entities
Exceptional items related to - - - - - - - {75}
discontinued operations - o ~ B B o
Total (116} (261) 114 (263) (77) (244) 98 {75}
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Notes to the Group financial statements continued

Note 4 Exceptional items continued

Cash flow statement
The table below shows the impact of exceptional tems on the Group cash flow statement

Cash flows from
operatng actvities

Cash flows from
investing actwities

52 weeks 52 weeks 52 weeks 52 wegks
2018 2017 2018 2017
o £m Em £m ﬂ

Prior year restructuring costs and other exceptional costs including trading store redundaricies® {56) &4} - -
Current year restructuring costs and other exceptional costs inchuding traging store redundancras® 571 (78] - -
Utiisation of onerous lease provisions (931 {131 - -
Property transactions® g 36 iy 490
Property transactions ~ sale of investment in joint venture - - 19 -
Provision for customer redress'™ (23) 128) - ~
Legal settlement - 57 - ~
DPA/compensation scheme payments (149) - - -
VAT refund ~ HMRC court case' 160 - - -
Proceeds from sale of investments - Lazada - - 196 -
Proceeds from sale of opticians business - - 45 -
Proceeds from sale of subsidrartes treated as discontimued'® - - 26 -
Exceptionat cash flows from discontinued operations - 2 (5} -
Total {219} (178} 170 490

o Cash outflows onh settlement of restructuring and redundancy costs

® Property transactions s rmade up of £78m proceeds from tisposel of properties and £UBOMm from property buy backs from the BLT Properties Limited joint venture compnising £188m
paid for the propertes acquired and £9m reiating to working capritai and cash acquired Refer to footnote (gion the previous page

“ Settlement of clatms for customer redress i Tesca Bank

' VAT recovered in relation to the appeal aganst MMRC regarding the treatment of VAT on Clubcard rewards Reler 1o Note 25 for further details

= This relates to the thsposal of the Group s Turkish operations compnising £37m proceeds received and £1im cash disposed Refer to Note 7 for further detans

Note 5 Finance income and costs

82 weeks 52 weeks
2018 2017
Cortmnuing operatigns e Notes £m £m
Finance income T o T T
(nterest recewvable and similar income 75 48
Financial instruments — faw value remeasurements 23 61
Total finance income T - 93 109
Finance costs
GBP MTNs and Loans {207) 227)
EUR MTNg 84) (114
USD Bonds (72) {93)
Finance charges payable unger hnance leases ang hire purchase contracts 8 8)
Other interest payable 62) 8y
Capitalised interest o o it 2 [
Total finance costs before exceptional items and nﬁmﬁ-ﬁnﬁaﬁe costs ) 431 (517}
Net pension finance costs 27 (162) m3
Forelgn exchange losses on GBP short-term investments held in overseas entities 4 (38) (244}
Total finance costs - T T T T {631) (874)
Net finance cost o - 1533) {765
Note 6 Taxation
Recognised in the Group income statement
52 weeks 52 weeks
2018 2017
Contnungoperations R - o fm __ fm
Cutrent tax {crediti/charge
UK corporation tax 143 70
Overseas tax 18 m
Adjustments in respect of prior years o {29) B9
- - 232 200
Deferred tax (credit)/charge T T
Ongination and reversal of temporary differences 25 (43}
Adustments in respect of prior years® 48 {36}
Change m tax rate o o - (34)
ST o T T e 74 3
Totalincome tax creditl/charge - 306 a7

* Adjustments in respect of prior years include a tax charge of £25m m relation to an adjustment to capital losses on property disposals classified as exceptional
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Financial statements

Note 6 Taxation continued

Recognised in the Group income statement continued

The Finance Act 2016 included legislation to reduce the main rate of UK corporation tax from 20% Lo 19% from 1 Aprd 2017 and to 17% froem 1 Apnl 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 15 settled or the asset realised

Reconciliation of effective tax charge

52 weeks 52 weeks
2018 2017
£m £m
Profit/{loss) before tax T 1,298 145
Tax credit/(charge) at 191% (2017 20 0%) (248) (29)
Effect of
Nen-qualifying depreciation 31 33
Other non-taxable/{non-deductible] tems® 10 182)
Unrecognised tax Icsses (27) (48)
Property items taxed on a different basis to accounting entries® 25 77
Banking surcharge tax (19l 17
Differences in overseas taxation rates 5 15
Adjustments in respect of prior years (20) 17
Share of losses of joint ventures and associates ) 21
Change in taxrate B - 34
Total income tax credit/(charge) o7 ) o (306) {87}
Effective tax rate ) T 23.6% 60.0%

1 Thus includes impairment reversals on assets not qualifying for tax relief as well as current year movements on uncertam tax posittons and expenses not qualifying for tax rehef The prior year
ncluded impairment and Deferred Prosecution Agreement (DPA) provisions not qualifying for tax relief
e Ths includes praperty items where the carrying valugs differ from their vaiuation for tax purpeses and recogmition of capital fosses on property @sset dispasals

Reconciliation of effective tax charge on APMs

52 weeks Bz weeks
2018 2017
- — - _ o £m £m
Profit/iloss) before tax before exceptional items 1,143 729
Tax credit/(chargel at 19 1% (2017 20 0%} {218) (146)
Effect of
Non-gualifying depreciation (3n 33
Other non-taxable/inon-deductible) tems® {27) (501
Unrecognised tax losses (18 (14)
Property items taxed on a different basis ta accounting entries®™ 18 Y]
Banking surcharge tax (19} (17}
Differences in overseas taxation rates 5 7}
Adjustments in respect of prior years 5 39
Share of losses of jaint ventures and associates m (5}
Change In tax rate . - 49
Totalincome tax credit/(charge) before exceptional items ) B ] o (286} (185}
Effective tax rate before exceptional items - - 25.0%  25.4%
N;t‘p'enswn finance costs and far value remeasurements T - 139 52
Tax charge at 19 1% (2017 20 0%) {26) {10
Change in tax rate - B o 3 3
Total income tax Cr9&ft/(=harge] before exceptional items, net pension finance costs and falr value remeasurements 309) (192)
Effective tax rate before exceptional items, net pension finance costs and fair value remeasurements" 24.1% 24.6%

* Thisincludes current year movements on uncertan tax positions and expenses not qualifying for tax relief The prior year also included impairment provisions not qualifying for tax relief
® This includes property items where the carrying values differ from their valuation for tax purposes ang recognition of capital l0sses on property asset disposals
< The APM has been amended duning the year to exclude the impact of fair value remeasurements on hnancial instruments The information for the 52 weeks ended 25 February 2017 has
been amended accordingly Refer 1o pages 150 to 183 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
o S o tm__ __Em
Deferred tax credit/{charge) on
Share-based payments B 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 relating to components of the Group statement of comprehensive income/lloss)

52 weeks 52 weeks
208 2007
. e o £m £m .
Current tax credit/(chargel on
Foreign exchange movements 9 a3
Deferred tax crecit/lchargel an
Pensions [554) 579
Fair value of movernent on avallable-for-sale investments 10 {15)
Fair value movements on cash fiow hedges 2 5
Total tax on items credited/{charged) to Group statemant of comprehensive income/(loss) (532) 556
Deferred tax

The following are the major deferred tax (hablhmes)/assets recognised by the Group and movemeants thereon guring the current and prior financal years
measured using Lthe tax rates that are expected to apply wher the hability 1s settled or the asset realised based on the tax rates that have been enacted
or substantively enacied by the balance sheet date

Property- Retirement Short-term
reiated beneht Share-based timing financial

items'! obligation'™ payments  differences TaxIpsses  instruments Total
- e B £m fm _ &m Em  Em
At 27 February 2016 (816} 563 6 143 50 32) (86}
{Chargel/credit to the Group income statemant 162 (200 4 {6) 41 4 "3
{Chargel/credit to the Group statement of changes 1n equity - - 2 - - - 2
{Chargei/credit to the Group statement - 579 - - - [tief] 569
of comprehensive incorme/floss)
Discontinued operations 18 - - - - - 8
Business cominations - - - 1 - - 1
Foreign exchange and other mavements™ o o (8 R I LI U - 2
At 25 February 2017 (644) 1,122 23 148 8 38) €19
(Chargel/credit to the Group income statement (B5) 04} 4 m 7 ) (74}
(Chargel/credit 1o the Grougp staternent of changes in equity - - [ - - - 6
(Chargel/credit to the Group statement - {5541 B - - 3t 623
of comprehensive iIncome/iloss)
Foreign exchange and other movements™ @ - - 2 - - @&
At 24 February 2018 (713) 554 43 149 1 (8) 26

W Property-related tems include a deferred tax hability on rolled over gans of £28¥m (2017 £277m) and deferred tax assets on capital losses of £119m (2017 £185m} The remaming balance
relates to accelerated tax depreciziion The Group does not expect a matenial reversal in the rext iinancial year

% The deferred tax charge for foreign exchange and other movements s a £(2im charge (2017 £2m credit reiating to the retranstation of deferred tax balances at the balance sheet date
and 15 Included within currency translation mifferences in the Group statement of comprehensive ncome/{loss)

' The deferred tax asset on retirement benefits 18 expected to reverse as additional funding contributions are made to the closed defined benefit scheme Refer to Note 27

Deferred tax assets and labilities are oifset when the Group has a legally enforceable right to do so The fallowing 1s the analysis of the deferred tax
balances after offset

2018 207

£m £m

Deferred tax assets W7 707
Daferred tax habiities {91} Jﬂ

T 26 519

No deferred tax habiity 1s recognised on temporary differences of £3 7hn (2017 £3 2bn) relating to the unremitted earnings of overseas subsidiaries and
Jjoint vertures 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 2078 15 estimated to be £216m (2017 £192mj which reiates to taxes payable on
repatriation and dividend withholdmng taxes levied by overseas tax jurisdictions UK tax legislation relating to company distnbutions provides for exemption
from tax for mast repatriated profits, subject to certain exceptions,

Unrecognised deferred tax assets
Deferred tax assetsn relabion to continuing operations have not been recogmised in respect of the following items because 1t )5 not probable that future
taxable profits will be avallable aganst which the Group can utilise the benefits

2018 2017

. B

Deductible temporary differences T T 93 108
Tax losses . 217 202
310 310_

As at 24 February 2018, the Group has unused trading tax losses from cantinuing operations of £913m (2017 £859m) available for offset aganst future profits
A deferred tax asset has been recognised In respect of £E2m (2017 £45m) of such losses No deferred tax asset has been recagnised in respect of the
remaining £911m (2017 £814m) due to the unpredictability of future profit streams included in unrecogrised tax [osses are losses of £13m that will expire

by 2022 (2077 £18m in 2071 and £175m that will expire between 2023 and 2038 (2017 £52m between 2022 and 2037) Other losses will be carmed forward indefiritely
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Financial statements

Note 6 Taxation continued

Current tax
Within the Group current tax liabiity of £335m 1s £48m of capital gains tax llabilities that may arise in respect of the contribution of the Group’s China
operations into a venture with China Resource Enterprises Limited in 2014 There are no other individually matenial provisions for uncertain tax posiions

Changes in tax law or its interpretation

The Group operates in a number of territonies which leads to the Group's profits being subject to tax in many junsdictions We monitor iIncome tax
developments in these ternitones (which include the OECD Base Eresion and Proft Shifung (BEPS) initiative and European Union's state aid investigations}
which could affect the Group's tax liabilities

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

2018 2017

£m £m

Assets of the disposal group T T - 198
Non-current assets classified as held for sale i 149 146
Total assets of the disposal group and non-current assets classified as held for sale o 149 344
Total labilities of the disposal group . o - 71
Total net assets of the disposal group and non-current assets classlified as held for sale 149 173

The non-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

On 10 June 2016 the Group announced the proposed sale of its 85 5% controlling interest in Tesco Kipa Kitle Pazarlama Ticaret Lojistik ve Gida Sanay A S
(referred to as Turkish operations or Turkey) to Migros Ticaret A § {Migros) Local regulatory approval was granted on 9 February 2017 and the sale completed
on 1March 2017 In accordance with IFRS 5 ‘Non-current Assets Held for Sale and Discontinued Operations , the Turkish operations for the period up to
1March 2017 have been classified as a disposal group

The tables below show the results of the discontinued operations which are included in the Group income statement and Group cash flow statement respectively

Income statement

52 weeks 52 weeks

2018= 2017
o L £m Em_

Revenue T B - 543
Expenses" - (580)
Profit/{loss) before tax before excepticnal items T o B - __ &

Taxaticn T B ) B - -
Profit/{loss) after tax before exceptional items B - 37)
Netimpairment {loss)/reversal of non-current assets T - (99)
Costs to sell and other provisians - Turkey - (3)

Loss after tax on disposal of Turkish aperations {128) -
Net adjustments to profit/lloss) of past disposals' o a4 27
Total profit/(loss) after tax of discontinued operations® T 216 n2)

u These figures represent the income statement of Turkey for the current year and the net adjustments to profit/(loss) of past disposals of £344m Refer to Note 4 for further detalls

' Intercompany recharges totalling £nil (2017 £2m) between continuing operations and the Turkey discontinued operation have been ehminated

1l At 25 Febryary 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 finsncial year, the
final tax assessment was recewed from the Korean Tax Authonities confirming that no further capital gains tax i1s payable Asaresult the provision of £340m after the impact of foresgn
exchange movements, has been released The Group also recognised a £6rm gain from the revaluation of the potential capital gains tax lability in the discentinued operations in China
and a £12)m loss relating to costs associated with the disposal of the Korean business These amounts have been classified as exceptional tems within “Exceptional items relating to
alscontinued operations’

Total proft/lloss) after tax of discontinued operations mcludes a loss of £nil attributable to non-controlling interests (2017 £{6)m)

a
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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 continued
The loss after tax on disposal of the Group's Turkish cperations 1s made up as follows

e £m
Gross proceeds - 37
Deferred and contingent consideration B 2
Net proceeds 39
Net book value of assets disposed
Goodwill, software and other intangible assets 9)
Property, plant and equipment U2
Inventories 1“3
Trade and cther recevables (14)
Cash and cash eguwvalents m
Trade and other payables 88
Borrowrngs 76
Provisions 2
Pest-employment benefit obligation 5
Currency transfation reserve recycled to the Group income statement (140)
Taxation o o o -
Loss after tax of disposal of Turkish operations {128)
Earnings/(losses} per share impact from discontinued operations
&2 weeks 52 weeks
2018 2017
Pencesshare  Pence/share
Basic S 0 D )
Diluted 264 {130}
Cash flow stytement
52 weeks 52 weeks
2018 2007
- £m _fm
Net cash flows from operating actvities T o - (20}
Net cash flows from invesung activities - 13
Net cash flows from financing activities - il
Neat cash flows from discontinued operations - 4
Intra-Group funding and intercompany transactions - 2y
Net cash flows from discontinued operations, net of intercompany - 12
Net cash flows from disposal of subsidiary (1 o
Neat cash flows from discontinued operations, net of intetcompany ahd disposal of subsidiary {m 12
Note 8 Dividends
2018 2017
o Pence/share £m Pence/share £m
Amounts recognised as distributions to owners in the financlal year:
Current financial year interim dividend 100 82 - T
Dividends paid to equity owners In the fnanclal year .08 82 - -
Current financlal year proposed final dividend 2.00 195 - -

The proposed final dwvidend was approved by the Board of Directors on 10 Apnil 2018 and 1s subject to the approval of shareholders at the Annual General
Meeting. The proposed dividend has not been included as a habiity as at 24 February 2018, in accordance with 1AS 10 'Events after the reporting period’

It will be pand 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 forferture programme following the completion of a tracing and notification exercise to any sharehclders who have
not had contact with Tesco PLC {the Company) over the past 12 vears, in accordance with the provisions set out in the Company’s Articles £2m of unclarmed

dividends i relation to these shares have been adjusted for in retained earnings Refer 1o Note 28 for further detalls.
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Note 9 Earnings/(losses) per share and diluted earnings/(losses) per share

Basic 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 issue during the financiat year

Diluted earnings/(losses) per share amounts are calculated by divding the profit/(loss) attributable to owners of the parent by the weighted average number
of ordinary shares in 1ssue during the financiaf 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 options granted by the Group ncluding 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 - Potentrally
dilutive share dilutive share
Basic options Diluted Basic opuons Diluted
Profit/loss) (Em}
Continuing operations® 990 - 390 66 - 66
Discontinued operations® o 216 - 216 noe) - 1106)
Total T 7 1,206 - 1,206 140) - 40
Weighted average number of shares imiflions) -7 8,165 27 8,192 8,148 20 8,168
Earnings/ilosses) per share (pence}
Continuing operations 1212 0 04) 1208 o8l - C 81
Discontinued operations o 265 (con 264 {130} - (130}
Total 14.77 {0.05) 14,72 (0.49) - (0.49)

" Excludes prohts/(losses) from non-controlling interests of £2m (2017 £18)m)
v Excludes profts/(losses) from non-controlling interests of £nil (2017 £(6)m}

APM: Earnings/(losses) per share from continuing operations before exceptional [tems, net pension finance costs and fair value remeasurements
on financial instruments

52 weeks 52 weeks

Notes 208 2017
Profit before tax from continuing operations before exceptional items (Em) 1143 729
Add Net pension finance costs {£Em}) 5] 162 13
Less Fair value remeasurements on financial Instruments £m) i 5 (23) 61
Profit before tax from continuing cperations before exceptional items, net pension finance costs 1,282 781
and fair value remeasurements (Em) o o .
Profit before tax from continuing operations before excepticnal tems, net pension finance costs 1,282 784
and fair value remeasJrements attributable to the owners of the parent (£Em;}
Taxation on profit frem continuing operations hefore exceptional items, net pension Ninance costs (309 188}
and fair 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 (£m} o
Basic weighted average number of shares (milions) B o o 8,165 8148
Baslc earnings per share from continuing operations before exceptional ltems, net pension finance costs 11,92 73
and fair value remeasurements (pence} o L
Diluted weighted average—n_umber of shares (millions) o - o 8192  B1E8
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 operations before exceptional items net pension finance costs and fair value remeasurements on financial
instruments is 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
Goodwiit Software™ assets Tota!
_ _ o £m £m Em_ _Em
Cost S
At 25 February 2017 2,426 2,97 363 5.760
Foreign currency translation 28 21 2 51
Additions - 180 15 195
Acquired through business combinations 4 2 2 8
Rectlassification - 10 13 23
Disposals - (18} 13) 21
At 24 February 2018 o 2,458 3,166 392 6,016
Accumulated amortisation and impairment losses
At 25 February 2017 634 2,092 37 3,043
Foreign currency translation 28 7 1 46
Charge for the year - 208 1 212
Impairment losses - 28 - 28
Reversal of imparrment losses - - (4) {4}
Reclassihication® - 47 @8 39
Disposals - [ {16)
At 24 February 2018 _ - 62 2318 35 3,355
Net carrying value T - - T
At 24 February 2018 1,796 788 77 2,661
At 25 February 2017 1,792 879 46 277
Other
ntangible
Goodwil| Software'™ assels Total
- - £m _fm_ fm_
Cost
At 27 February 2016 2,517 2,861 a7z 5,750
Foreign currency translation 7 28 5 04
Addiions - 156 5 151
Reclassification - 05 2 (13)
Disposals (123) 43 4le]) {1781
Transfer to disposal group classified as held for sale (39) e il 66)
At 25 February 2017 — - T T T A aan 363 5760
Accumulated amortisation ammpalrment losses
At 27 February 2016 690 1,886 300 2,876
Foreign currency transfation 36 21 2 59
Charge for the year - 216 29 245
Impairment losses 46 5 3 54
Reversal of mparment losses - m - 1]
Reclassification - 12 1z} -
Disposals (59} (34} (1 (i34
Transfer to disposal group classified as held for sale o o . (39) _ e (4) (56)
At 25 February 2017 634 2,092 317 3,043

& Saoftware includes £395m of internally generated development costs (2017 £422m)
' Reclassification mcludes amounts reiated to impairment losses and reversals booked in the year compnising a £34m reduction to the impairment 1oss in 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 1)

Impairment of goodwlll

The goodwlll balances. discaunt rates and long-term growth rates for each group of cash-generating units are shown below

Pre-tax Post-tax Long-term
Balances Im disCount rates discount rates growth rates

e 2018 0w 208 o0 208 200 2008 2017
Tesco Bank 802 802 10.6% 120% 8.0% 91% 25% 30%
UK 735 735 89% 93% 7% 75% 1% 20%
Thailand 180 181 93% 10 0% 75% 80% 22% 27%
Malaysia 75 74 1.6% 12 4% 8 8% g 4% 3.2% 2 3%
RO} 4 - 83% - 7.3% - 18% -

- 1,796 1,792 R

Goodwill arising on business combinations 1 Not amortised but 1s reviewed for Impairment on an annual basis or more frequently If there are indications
that goodwill may be impaired Goodwill acquired in a business combination is aifocated to groups of cash-generating units according to the ievel at which

management monitor that goodwill
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Note 10 Goodwill, software and other intangible assets continued

Impairment of goodwill continued

Impairment rewews were performed by comparing the carrying value of goodwill with the recoverable amount of the cash-generating units to which goodwill
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 in use are derved from the Group’s post-tax weighted average cost of capital
as adjusted for the specific risks relating to each cash-generatingunit

Cash flow projections are based on the Group's three year internal forecasts the results of which are reviewed by the Board Estimates of selling prices
and direct costs are based on past experience and expectations of future changes in the 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 Retall business are based on nflation forecasts by recognised bodies The long-term growth rate for Tesco Bank1s based on inflation and GDP
growth forecasts by recognised bodies

The Group has carried out @ sensitivity analysis on the impairment tests of each group of cash-generating units to which goodwill has been allocated, using
various reasonably possible scenarios based on recent market movements Neither a one percentage point increase in discount rates nor 2 one percentage
point decrease in year one sales growth would indicate imparment 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

A net impairment loss of £24m (£28m losses offset by £4m reversal) has been recognised against software and other intangible assets as part of the
impairment review discussed in Note 11 The net loss of £24m has been included within exceptional items, classified as ‘Net impairment reversal of
non-current assets and onerous lease provisions’ within cost of safes

Note 11 Property, plant and equipment

Land and
buildings Other' Total

7 _ £m £m Em
Cost o o
At 25 February 2017 22,690 10,681 33,31
Foreign currency translation 312 16 428
Additions® 819 481 1,300
Reclassthcation 83) (49 132)
Classified as heid for sale (146) {21 &7
Disposals B . (139) (299) {438)
At 24 February 2018 - . B 23,453 10,909 34,362
Accumulated depreciation and impairment losses -
At 25 February 2017 7,095 8,168 15,263
Foreign currency translation 121 97 218
Charge for the year 470 505 1.075
Impairment losses 44 44 88
Reversal of impairment losses (268) {7} (275}
Reclassification™ 147) 100 (a7}
Classified as held for sale {92) o 103)
Disposals - - 007) 27 {378}
&t 24 February 2018 o 7.16 8,725 15,841
Net carrying valug"
At 24 February 2018 16,337 2,184 18,51
At 25 February 2017 o 15.595 2.513 18108
Construction in progress Included above™
At 24 February 2018 68 57 125
At 25 February 2017 57 66 123

5 Other assets consist of fixtures and fittings with a net carrying value of £1752m (2017 £2.023m) office equipment with a net carrying value of £116m {2017 £161m) and motor vehicles
with a net carrying value of £316m (2017 £229m)

Includes £2m (2017 £6m) i respect of interest capitahsed principally relating to land and bulding assets The capitalisation rate used to determine the amount of inance costs
capitalised during the financial year was 4 5% (2017 4 9%)] Interest capitahised)s deducted in determining taxable profit in the financial year in whichiit 1s incurred

Includes £189m net payment reiating to the purchase of seven stores from a jomt venture with British Land which s a related party transaction Refer to Note 4 for turther detaits
of the unwind of the joint venture with British Land

Reclassification includes amourts related to impairment losses and rever sals booked In the year comprising a £019%km reduction to the net impairment reversal in Land and Budings
and a £164m reduction to the net Impairment losses 1IN Other assets The offsetting £35m has been reclassified to Software and Other intangible assets as per Note 10

Includes £7B6m (2017 £788m) of assets pledged as security for secured bonds and £509m (2017 £411m] of property held as security n favour of the Tesca PLC Pension Scheme
Refer to Notes 2 and 27

Construction in progress does not Include land

-4

Assets held under finance leases
Net carrying value includes assets held under finance leases which are analysed below These assets are pledged as security for the finance lease habilives

2018 200/
Land and Land anc
bulldings Other bluldings Other
B __ £m £m £m £m
Net carrying value 75 32 66 27
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Note 11 Praperty, plant and equipment continued

Land and bulldings
The net carrying value of land and bulldings comprises

2018 2017
I £m Em_
Freehoid 13,779 13175
Long leasehold - 50 years or more 412 404
Short leasehold - less than 50 years B o 2,146 2,016
Net carrying value 16,337 15,695
Land and

buildings Other'® Total
£m £m £m

Cost )
At 27 February 2016 22,557 10,468 33,025
Foreign currency translation 727 327 1054
Additions® 85 579 1.395
Reclassfication (103) 58 (45}
Classified as held for sale 1316) (6) (322
Disposals {674) (594} (1.268)
Transfer to disposal group classified as held for sale - o it (151) {468)
At 25 February 2017 _ ) - 22690 10,681 33,37

Accumulated depreciation and impairment losses -

At 27 February 2016 7,198 7,927 15,125
Foregn currency translation 258 239 497
Charge for the year 419 639 1.058
Imparment Iosses 246 27 273
Reversal of imparrment losses (246] (33 (279
Reclassification (58} n 147)
Classified as held for sale 137) )l (138}
Disposals (353) (539 892)
Transfer to disposal group classified as held for sale ol (102) {334)
At 25 Fabruary 2017 ) 7,095 8,168 15,263

-0 Refer to previous page for footnotes

Impairment of property, plant and equipment

The Group has determined that for the purposes of impairment testing each store s a cash-generating urt Cash-generating units are tested for impairment
if there are Indicaters 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 ime vaiue 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 risks
relating to each geographical region and range from 7% to 12% (2017 9% 1013%) On a post-tax basis the discount rates range from 5% to 8% (2017 7% to 10%)

Cash flow projections are based on the Group's three year internal forecasts. the results of which are reviewed by the Board. Estmates of selling 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% 1o 4% (2017 1% to 3%)

Fair values are deterrmined with regard to the market rent for the stores or for alternative uses with investment yields appropriate to reflect the physical
characteristics of the property, location, infrastructure, redevelopment potential and other factors in some cases, fair vatues include residual valuations
where stores may be viable far redevelopment The key inputs to the valuation are the potential market rents and yields, both of which are largely based
on rentals and yields for similar properties in that location Fair values for the Group's properties were determined with the assistance of independent.
professional valuers where appropriate

The net carrying value of £18,521m (2017 £18.108m) on the previcus page comprises £14,056m {2017 £13,338m] of unimpaired assets and £4,465m
{2017 £2.770m) of impaired assets Of the mpaired assets £1795m (2017 £2.196r) carrying value was supported by value in use and £2.670m (2017 £2,574m)
was supported by fair value Due to the individual nature of each property. these fair values are classified as Level 3 within the fawr 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 fair values and changes In discount rates These losses and reversals have been largely presented net at a country level to reflect the underlying
trends in the businesses. The impairment reversal of £275m (2017 £279m) relates 10 properties in the UK & ROl of £154m (2017 £118m) Central Eurcpe of £112m
(2017 £158m) and Asia of £9m (2017 £3m), while the impairment losses of £88m (2017 £167m) relate to properties in the UK & RO of £50m (2017 £12m), Central
Europe of £6m (2017 £121m} and Asia of £32m (2017 £34m)

Of the £187m net reversal, a £183m reversal within exceptional stems related to trading stores has been classified as "Net imparment reversal of non-current

assets and onerous lease provisions’ within cost of sales Inaddition & £1m loss within exceptional items related te closed stores has been classified as ‘Net
irnpairment reversal of non-current assets and onerous lease provisions’ within prohis/losses) anising on property-related tems A further £3mloss within
exceptional items related to the unwind of the Group's joint venture with British Land has been classified as ‘Property transactions’ within profits/llosses)
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
af the praperty portfolo
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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 classihied as an exceptional item relating to discontinued operations Of the £112m net reversal relating to continuing cperations, a £134m reversal was
included within exceptional items, which related to trading stores and was classified as ‘Net impairment of non-current assets and onerous lease provisions’
within cost of sales 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 remaning £8m reversal was
not iIncluded within exceptional items as it related to the Group's day to day management of the property portfoiio

The Group has carried out a sensitivity analysis on the impairment tests for its trading stores portfolic using various reasonably possible scenarios based
on recent market movements An increase of one percentage point in the discount rates for each geographic region would increase impairment by £232m
A decrease of one percentage point would decrease impairment by £239m Neither a cne percentage point Increase nor decrease in year one sales growth
would result in a material change to impairment

Note 12 Investment property

2018 2017

o _ £m £m
Cost
At the beginning of the year m 170
Foreign currency transiation 5 7
Additions 1 -
Reclassification 123 o6
Classified as held for sale {58) {25}
Disposals - {34) (37)
Attheend of theyear ~ - _ B 208 7
Accumulated depreciation and impairment losses a B
At the beginning of the year 107 92
Foreign currency translation 4 6
Charge for the year 1 1
Impairment losses for the year 1 3
Reversal of impairment losses for the year {5} (4)
Reclassification 23 45
Classified as held for sale (3) 12
Disposals B _ {20} (24)
At the end of the year - - 108 107
Net carrying value at the end of the year - ) 10¢ 64

The estanaled farr value of the Group's Investment property is £0 2bn (2017 £6 2bn) This fair value has been determined by applying an appropriate rental
yield to the rentals earned by the investment property A valuation has not been performed by an independent valuer

Of the £4m net reversal, a £3m reversal within exceptional items has been classified as *Net impairment of non-current assets and onerous lease provisions’
included within profits/llosses) arising on property-related items

Note 13 Group entities

The Group consists of the ultimate Parent Company, Tesco PLC and a number of subsidianes. joint ventures and associates held directly or indirectly
by Tesco PLC See pages 140 to 145 far a complete st of Group entities

Subsidiaries
The accounting year ends of the subsidiaries consolidated in these financial statements are on or around 24 February 2018

Consolidated structured entities

The Group has a number of securitisation structured entittes established in connection with Tesco Bank's credit card securitisation transactions Although
none of the equity of these entities 1s owned by the Group the Group has rights to variable returns from its involvernent with these entities and has the abifity
to affect those returns through its power aver them under contractual agreements As such these entities are effectively 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 consoldate the results to 24 February Z018
within these fingncial statements

Unconsolidated structured entities

In prior years, the Group sponsored a number of structured entities The Group led the formation of the entities and its name appears in the name of

the entities and/or on the debt 1ssued by the entiies The structured entities were set up to finance property purchases by some of the UK property jomt
ventures in which the Group typically holds a 50% equity mterest The structured entities obtain debt financing from third party investors and fend the funds
to these joint ventures, who use the funds to purchase the properties

The liabilities of the UK property joint ventures include the toans from these structured entities The Group's exposure to the structured entities 1s mited
to the extent of the Group's iInterests in the joint ventures The liabilities of the structured entities are non-recourse to the Group

The Group concluded that it does not control, and therefore should not consolidate, these structured entitigs 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 Issued
share capital,

Nature of foan capital and Country of
_ relationship Business activity debt securnties IncoFporation Principal ares of operation
Gain Land Limited Associate Retail 20% British Virgin Islands People's Republic of
China/Hong Kong
Included in ‘UK property joint ventures”
The Tesco Coral Lirmited Partnership Jointventure  Property investment 50% England United Kingdom
The Tesco Biue Limited Partnership Jowntventure  Property investment 50% England United Kingdom
The Tesco Atrato Limited Partnership Joint venture  Property investment 50% England United Kingdom
The Tesco Passaic Limited Partnership Jointventure  Property investment 50% England United Kingdom
The Tesco Navona Limited Partnershup Jontventure  Property investment 50% England United Kingdom
The Tesco Sarum Limited Partnership Joint venture  Property investment 50% England United Kingdom
The Tesco Dorney Limited Partnership Jointventure  Property mvestment 50% England United Kingdom
The Tesco Property {Na 2) Limited Partnarshup Jointventure  Property investment 50% Jersey United Kingdom
Inciuded in *Other joint ventures
and associates™
Tesco Mobuie Limited Jointventure  Tefecommunications 50% tngland Unirted Kingdort
Tesco Underwriting Limited Joint venture Insurance 49 9% England United Kingdom
Trent Hypermarket Lirmited Jomnt venture Retai 50% India india
Tesco Lotus Retall Growth Freehoid Associate  Property investment 25% Thailand Thaiiand

and Leasehold Property Fund

The accounting period end dates of the joint ventures and associates consoldated 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 upen 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 imposed by the
Companies Act 2006, and for Tesco Underwriting Limited. regulatory capital requirements

The UK property joint ventures involve the Group partnering with third parties in carrying out some property investments in order to enhance returns
from property and access funding, while reducing risks asscciated with sole ownership These property investments generally cover shopming centres

and standalone stores The Group enters inta 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 joint venturers’
equity stakes at a future point in time In scme cases the Group has the ability to substitute properties in the joint ventures with alternative properues of
similar value subject to strict eligibility criteria In other cases the Group carries Out property managemerit activities for third party rentals of shopping
centre units

The property imvestment activities are carried out In separate entities, usually partnerships of imuted hability companies The Group has assessed 1ts ability
to direct the relevant activities of these entities and impact Group returns and concluded that the entities qualify as joint ventures since decisions regarding
them require the unanimous consent of hoth equity holders This assessment included not only 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 jJudgements in arrving at this determination, the key ones being

- since the provisions of the joint venture sgreements require the relevant decisions impacting vestor returns 1o be either unanimously agreed by both joint
venturers at the same time, or 1IN some cases to be agreed sequentially by each venturer at different stages there is 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 additional control over the joint ventures or infer an obligation by the Group to fund the settlement of liabilities 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 rights are strictly imited and are at fair value, hence dao not provide control

to the Group, and

where the Group carries out property management actvities for third party rentals in shopping centres. these adaitional activities are controlled through

joint venture agreements or lease agreaements and do not provide the Group with addittonal powers over the joint venlure
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Note 13 Group entities continued

Summarised financial information for joint ventures and assoclates

The summarnised financial Information below reflects the amounts presented In the financial statements of the relevant joint ventures and associates, and
not the Group’s share of those amounts These amounts have been adjusted to conform to the Greup’s accounting policies where required The summarised
financial information for UK property joint ventures has been aggregated in order to provide useful information to users without excessive detail since these
entities have similar characteristics and nisk profiles largely based on their nature of activities and geographic market

UK property joint ventures Gain Land Limited
T T months 12 months to
2018 2017 to Dec 2017 Dec 2016
£m £m £m fm
Summarised balance sheet

Non-current assets® 3,851 4,060 3.924 4172
Current assets {excluding cash and cash equivalents) 92 99 1.801 223
Cash and cash equivalents 37 48 414 631
Current atuhties® (304} (301 (5,318} 6 232)
Non-current labilities™ B (4567 (4831 (409) {169)
Net assets/(liabilities)® {885) {925) a2 633

Summarised income statement
Revenue . 280 292 9097 9081
Profit/lloss) after tax - - (230) {626)

Reconciliation to carrying amounts:
Opening balance - - 432 &N

Additions/Adisposals) - -
- (21 47

Foreign currency translation -
Share of profits/{losses)® 12 14 (46) (125)
Dividends receved from joint ventures and associates (12) (14} - -
Deferred prefits offset against carrying amounts'* - - - -
Closing balance B - - - 366 433
Group's share in ownership 50% 50% 20% 20%
Group's share of net assets/(labites) {443) (483) 82 127
Goodwill! - - 284 306
Deferred property profits offset against carrying amounts' 61 63) - -
Curnulative unrecognised iosses™” 168 175 - -
Cumulative unrecognised hedge reserves™ _ 336 351 - -
Carrying amount T T - - 366 433

“ The non-current asset balances of UK property jont ventures are reflected at histonc depreciated cost to conform to the Group's accounting policies The aggregate far values

In the hnancial statements of the UK property joint ventures are £4 983m (2017 £5,242m)

The current and non-current labilities of UK property joint ventures largely comprise foan balsnces of £3 892m (2017 £4121m) and dervative swap balances of £672m (2017 £703m)
entered into tc hedge the cash flow varabibty exposures of the jont ventures

= The December 2016 comparative summarised balance sheet for Gain Land Limited (Gain Land) has been updated to reflect £353m impairment of net assets within Gain Land Tesco’s
20% share of this impairment was previously recorded as an impairment of the goodwll inherent within Tesco s investment in Gain Land

The share of profit for the year for UK property joint ventures related to £12m dwdends receved from jomt ventures with £nil carrying amounts £5m of losses and £7m of iIncreasesn
the fair values of derivatives arising from these entities have been included in cumulative unrecegnised losses and cumulative unrecogrised hedge reserves respectvely

Deferred profits that arose from the transfer of properues into the UK property joint ventures have been offset against the carrying amounts of the related joint ventures £2m relating
to BLT Properties Limited has been reieased during the year as a result of the joint venture being wound up on 6 April 2017

Cumnulative unrecogrised lasses of £24m and cumultative unrecognised hedge reserves of £8m were disposed of relating to BLT Properties Limited

g

z

5

At 24 February 2018 the Group has £104m (2017 £103m) loans to UK property joint ventures and £mi (2017 £nil} to Gain Land

Other joint ventures and associates
The Group alse has interests In a number of other joint ventures and associates, excluding UK property joint ventures and Gain Land These are not
considered to be individually material to the Group

Jomt ventures Associates
2018 2017 2018 2017
o m Em £m Em
Aggregéte_carrymg amount of other joint ventures and associates 267 245 61 61
Group's share of profits/llosses) for the year 17 ¥l 1 1
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Notes to the Group financial statements continued

Note 13 Group ertities continued

Impairment

Management has performed imparment tests and sensitivity analysis on its investrents in Gain Land Trent Hypermarket Limited and Tesco Underwriting
Limited The carrying values of Trent Hypermarket Limited of £98m (2017 £112mi and Tesco Underwriting Liniited of £90m (2017 £71m} are mcluded within
‘Cther jomnt 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 busiesses No impairment was recogrused i the year for these investments The Group has performed sensitivity
analysis on the Imparment tests for these investments A reasonably possible increase of one percentage point In the discount rate, based an recent market
movements, would not indicate impairment in Gain Land or Tesco Underwriting Limited An increase in the discount rate by one percentage point would not
result in a matenal imparrment to the carrying value of Trent Hypermarket Limited

Future changes in estimated cash flows, discount rates, competitive landscape. retal market conditions and other factors may result inimpawrment losses
or reversals of impairment in future periods.

Note 14 Other investments

2018 2017
e £m __Em
Loans recewable o - 13
Avallable-{or-sale hnancial assets o 928 1,094
Total other Investments T - T 928 1,107
QOf which
Current 68 284
Non-current 860 823
B - e - T - 928 1107

On 30 June 2017, the Group disposed of its B 8% shareholding 1n Lazada for net cash consideration of $254m (£196m) Refer to Note 31for further details

Note 15 Inventories

2018 2017
e — S - fm___fm
Goods held for resale 2.259 2.276
Development propertias e . S I
- T T T T B 2,263 2,301
Goods held for resale are net of commercial income Refer to Note 20
Nate 16 Trade and other receivables

2018 2017

I S - Em _Em
Trade recevables o 466 480
Prepayments 317 327
Accrued income 261 207
Other recenables 459 483
Amounts owed by joint ventures and asscciates INote 29) o e 165 153
Total trade and other receivables 1,668 1,655
Of which
Current 1.482 1475
Non-current 186 180
T s T T A T 1,668 1,655

Trade and ather recetvables include commercial ncome Refer to Note 20
Trade and othér recewvables are generally non interest-bearing Credit terms vary by country and the nature of the debt. ranging from 7 Lo 60 days

At 24 February 2018, trade and other receivables of £13m (2017 £16m) were past due and impaired The gross amount of trade and other receivables
was £56m {2017 £68m) with a provision of £43m (2017 £&2m)

The ageing analysis of these recevables is as {ollows

2018 2017

£m £m

Up to three months past due - -

Three to six months past due z 3
Qver six months past due o o o i i3

e 13 16
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Note 16 Trade and other receivables continued

Financial statements

At 24 February 2018, trade and other recewvables of £95m {2017 £130m) were past due but not impaired The ageing analysis of these recevables 15 as follows

2018 2017
o £m £m
Up to three months past due B B 83 ng
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 financial years
Note 17 Loans and advances to customers
Tesco Bank has loans and advances to customers as follows
2018 200
e _ £m £m
Current 4,637 4,166
Non-current ) 6,885 5,795
- 11,522 9,961
The maturity of these leans and advances s as follows
2018 2017
. o £m Em
Repayable on demand or at short notice 4 3
Within three months 4,604 4107
Greater than three months but less than one year 147 155
Greater than one year but less than five years 2633 2,418
After five years - 4,372 3.471
T i 1,760 10,155
Frovision for impairment of foans and advances. L 238) 194
- ) 1,522 9,961

At 28 February 2018 £3 Bbn (2017 £2 5bn) of the credit card portfolio had its beneficial interest assigned to a securisation structured entity, Delamare
Cards Recewvables Trustee Limited. for use as collateral in secuntisation transactions The total encumbered portion of this portfolic 1s £1 6bn {2017 £1 8bn)

At 28 February 2018, Delamare Cards MTN Issuer plc had £2 4bn (2017 £1 8bn} notes in issue In relation to securitisation transactions of which £1 0bn
(2017 £0 8bn) was externally Issued 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 Bbnl class A notes £0 3bn (2017 £0 Abn}is held in & distinct pool for the purposes of cotlateralising the Bank of England's
Term Funding Scheme drawings All other prepositioned assets with the Bank of England are held withun their single collateral pool

Provision for impairment of loans and advances

£m
At 27 February 2016 T 154)
Increase in allowance, net of recoveries, charged to the Group income statement (103}
Amounts written off 60
Unwinding of discount i 3
At 25 February 2007 - {194)
Increase in allowance, net of recoveries, charged to the Group income statement {134)
Amounts written off 87
Unwinding of discount B ) o 3
At 24 February 2018 T T (238
Note 18 Cash and cash equivalents and short-term investments
Cash and cash equivalents
2018 2017
el o Em  Em
Cash at bank and in hand 3,580 3.498
Short-term deposits 479 323
o T T 4,059 3,821
Short-term investments
2018 2017
- _. S o _ —— FMm  _Em
Money market funds 1,029 2727

Included In cash and cash equivalents 1s 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 avallable to the Group The merger was
completed on 5 March 2018 with £766m being paid on completicn 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

Trade payables
Otiher taxation and social secunty

Other payables

Amounts payable 1o joint ventures and associates (Note 29)
Accruals and deferred income
Total trade and other payables

Of which

Current

Non-current

208 2017
£m £m
5,416 2912
334 310
1,947 2.422
20 17
1643 1636
9,360 9,199
£.996 8.875
364 324
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 ncluded within imventonies and trade and ather recewvables, or netted aganst trade and other payables

Amounts received in advance of Income being earned are included in accruals and deferred income

2018 2007
e £m £m
Current assets S
inventories (69} (75)
Trade and other recewables
Trade/other receivablies 169 215
Accryed income 186 150
Current liabllities
Trade and other payabies
Trade payables 19% 213
Accruals and deferred income 17 {22)
Note 21 Borrowings
Current
2018 2017
o N Parvalue  Matumty  fm fm
Bankloans and overdeafts - - 351 912
Loans from jont ventures (Note 29} - - € 8
LIBOR + § 5% Term Loan £488m Gt 2017 - 484
1250% MTN €500m Now 2007 - 423
5 5% USD Bond $850m Nov 2017 - 709
5 2% Tesco Bank Retall Bond £125m Aug 2018 126 -
3 375% MTN €750m Nov 2018 €687 -
LIBOR + 0.65% Tesce Bank Bond® £300m Apr 2020 300 -
5 5457% Secured Bond®'© £350m Feb 2029 7 15
Finance leases (Note 34} o - - 12 . "
1,479 2,560
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Note 21 Borrowings continued

Non-current

Financial statements

2018 2017
Par value _ Maturity £m £m
5§ 2% Tesco Bank Retall Bond £125m Aug 2018 - 129
3 375% MTN €750m Nov 2018 - 641
LIBOR + Q 45% Tesco Bank Bong'e £150m May 2019 - 150
1 375% MTN® £93Im Jul 2018 826 1.063
5 5% MTNe! £181m Dec 2019 183 353
1% RPI Tesco Bank Retail Bond® £70m Dec 2019 70 67
LIBOR + 0 85% Tesco Bank Bong# £300m Apr 2020 - 299
2125% MTN €500m Nowv 2020 441 473
5% Tesco Bank Retall Bond £200m Nav 2020 204 210
LIBOR + 0 65% Tesco Bank Bong'et £350m May 2021 350 349
6125% MTN £900m Feb 2022 952 896
LIBOR + 0 53% Tesco Bank Bopg™ £300m Oct 2022 298 -
5% MTN®* £238m Mar 2023 254 41
2 5% MTN £750m Jul 2024 666 640
3 322% LPI MTN" £335m Nov 2025 338 326
5 B457% Secured Bong®™ £350m feb 2029 322 339
6 067% Secured Bong™ £200m Feb 2029 190 190
LIBOR + 1 2% Secured Bond™ £50m Feb 2029 33 3
6% MTN® £159m Dec 2029 198 253
5 5% MTN® £176m Jan 2033 221 255
1982% RP{ MTN# £277m Mar 2036 279 270
6 15% USD Bond® $850m Nov 2037 516 1.063
4 875% MTNe £102m Mar 2042 103 175
5125% MTN* £356m Apr 2047 323 522
5 2% MTN® £168m Mar 2057 165 275
Finance leases (Note 34) - - g 103
- T o 7,142 9,433

@ Thus bond was 1ssued on 13 May 2015 The scheduled redempuon date of this bond s April 2018

' The bonds are securea by acharge over the property plant and eguiprment held within the Tesco Property Limited Partnership, a100% owned subsidiary of Tesco PLC The carrying
amounts of assets pledged as security for secured bonds is £786m (2017 £788m}
Thus s an amertising bond which matures in February 2029 £17m (2017 £15m)1s the principal repayment due within the next 1Z months The remainder is payable m quarterly nstalments

&

until maturity in February 2029

a

T

This bond was issued on & June 2074 and was redeemed on 118 scheduled redemption 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 1375% Medium Tarm Note (MTN}

July 2019 €319m, § 5% MTN December 2019 £169m 5% MTN March 2023 £151m 6% MTN December 2029 £41m, 5 5% MTN January 2033 £24m € 15% USD bond November 2037
$300m 4 B75% MTN March 2042 £71m 5 125% MTN April 2047 €244m and 5 2% MTN March 2057 £111m
" The 1% Retall Price Index (RPI Tesco Bank Retail Bond 1s redeemable a1 par indexed for increases in the RPl over the hfe of the bond

15 5% with a mimimum of 0%

Borrowing facilities

The Group has the following undrawn committed facilities avallabte at 24 February 2018, in respect of which ail conditions precedent had been met

as at that date

This bong was 1ssued on & June 2014 The scheduled redemption date of this bond s May 2019
" This bond was issued on 7 November 2017 The scheduled redemption date of this bond 1s October 2020
The 3 322% Limited Price Inflatign (LPI} MTN 1s redeemable at par indexed for increases in the RPI over the life of the MTN The maximum indexation of the principal in any one year

The 1882% RPIMTN 15 redeemable at par indexed for increases in the RPI aver the ife of the MTN

2018 2017

£m £
Expiring in less tljwan one year - — 8 .
Expiring between one and twa years . )
Expiring in more than two years 7 293 e
4,270 4,427

The current year undrawn committed faciities include £1 6bn {2017 £1 8bn) of bilateral facilities and a £2 6bn (2017 £2 8bn) syndicated revolving credit facility
All facilities incur commitmerit 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 those that are held as hedging instruments are formally designated as hedges as defined in
IAS 39 ‘Financial Instruments Recognition and Measurement” Dervatives may qualfy as hedges for sccounting purposes and the Group's hedging policies
are further described below

Net finance income of £27m (2017 £43m) resuited from hedge ineffectiveness

Fajr value hedges

The Group maintains interest rate and cross-currency swap contracts as far value hedges of the interest rate and currency risk on fixed rate debt 1ssued by
the Group. Changes n the fair value of derivatives that are designated and qualify as fair value hedges are recorded 1n the Group iIncome statément together
with any changes in the fair value of the hedged asset or liability that are attributable to the hedged nisk The gain or ioss on the hedging instrument and
hedged tem Is recognised in the Group income statement within finance income or costs If the hedge na [onger meets the cnteria for hedge accounting,
the adjustment to the carrying value of the hedged item 1s amortised to the Group mcorme statement on an effective interest rate basts

A loss of £245m on hedging mstruments was recognised during the year, offset by a gain of £261m on hedged items (2017 a gain of £126m on hedging
instruments, offset by a loss of £26m on hedged itemns)

Cash flow hedges

The Group uses forward contracts to mamnly hedge the foreign currency cost of future purchases of goods for resale, where those purchases are
dencminated in a currency other than the functional currency of the purchasing company Where these contracts quaiify for hedge accounting, fair value
gains and losses are deferred in equity These hedging nstruments are primarily used to hedge purchases in 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-inked swaps to hedge cash flows on ndex-finked dabt, mterest rate swaps to hedge nterest cash flows on gabt and crass-currency
swaps to hedge cash flows on fixed rate debt denominated in forewgn currencies

The Group also uses forward contracts to hedge the future purchase of diesel for own use
Cash flow hedging ineffectiveness resulted in a gain of £11m during the year (2017 a loss of £57m)

Net investment hedges

The Group uses currency denominated barrowings to hedge the exposure of a portion of 1ts net investment in overseas operations [with non-5terling
funcuional currency) against changes in value due to changes in foreign exchange rates. There was £mil (2017 £nil) that was recorded as resulting fram
net investment hedge ineffectiveness

Gains and losses accumuiated in equity are recycled to the Group income statement on disposal of overseas operations

Financial instruments not qualifying for hedge accounting
The Group's policy does not permit use of derivatives for trading purposes However some derivatives do not qualify for hedge accounting or are specihcally
not designated as a hedge where gains and losses on the hedging instrument and the hedged item naturally offset in the Group income siatement

These mstruments inciude index-linked swaps and forward foreign currency contracts Changes in the fair value of any dervative instruments that do not
qualify far hedge accounting are recognised immedsately in the Group income statement within finance income or costs

The fair values of gerivative inancial instrurnents have been disclosed in the Group balance sheet as follows.

2018 2017
Asset Liability B Asset Liability
: o e £m £m £m £m
Current 27 (69} 286 61
Non-current o 17 (594) 1303 (607
- - 1,144 1663) 1,589 1668)
The fair value and notional amounts of derivatives analysed by hedge type are as follows.
2018 2017
Asset Liability o Asset Liability
Fair value Notonal Fair value Notional Fair value Notional Far value Notional
o £m £m £m £m £m £m £m £m
Fair value hedges
interest rate swaps and similar instruments 43 2424 87 1728 29 543 me) 3050
Cross-currency swaps 129 40 (48) 207 3B 7N e 408
Cash flow hedges o
imterest rate swaps and similar instruments - - (\Fi} 10 - - (38) 598
Cross-currency swaps 216 1,413 - - 334 2384 - -
Index-linked swaps 160 672 - - 152 651 - -
Forward contracts o 23 736 (53) 1.491 - 75 1174 ) 947
Derivatives not in a formal hedge relationship
Interest rate swaps and similar iInstruments 4 436 )] 528 3 7 6 1158
Cross-currency swaps - - - - 1 27 (@ 44
Index-linked swaps 564 3,590 443) 3,590 592 3.589 (446) 358%
Forward contracts 5 735 141 1896 7 1.126 (26) L
Total - 1,144 10,467 (€63 9,550 1,589 10,356 (668 10,533
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Note 22 Financial instruments continued

Financial instruments not qualifying for hedge acceunting continued
The carrying value and fair value of financial assets and liabihities are as follows

Financial statements

2018 2017
Carrying Farr Carrying Fair
value value value value
o £m £m £m _Emi
Assets
Cash and cash equivalents 4,088 4,059 3.8 381
Loans and advances 1o customers - Tesco Bank 1,522 11,659 9,961 10178
Shart-tarm investments 1,029 1.029 2727 2727
Other investments 928 9z8 1107 1107
Joint ventures and associates lpan receivables” 138 139 137 158
Derivative financial Instruments
Interest rate swaps and simitar instruments 47 47 32 3z
Cross-Ccurrency swaps 345 345 721 2
Index-finked swaps 724 724 744 744
Forward contracts 28 28 92 92
Total assets o - 18,820 18,958 19,342 19,580
Liabillties
Short-term borrowings
Amortised cost (1,467 {1,240} {2 245) 2.269)
Bonds in fair vaiue hedge relationships - - {303) (291
Leng-term borrowings
Amortised cost 6137 16.210) 17977 (&.414)
Bonds In fair value hedge relaticnships (895) 818) {1353 (1,248
Finance leases (122) (132) m4) {125)
Customer deposits - Tesco Bank (9,245) 9,224} (8 463) {B.485)
Deposits from banks - Tesco Bank {1,539} {1.539) (500) (500}
Derivative financial instruments
Interest rate swaps and Similar Instrurments (105} (1Q5) (160} {(160)
Cross-currency swaps (48) (48) (35) (35)
Index-linked swaps (443) (443) (446) 14486)
Forward contracts 67 167} {27} (2
Total liabilities - (20,088) __ (19,826) {21,624) (22,000}
Net assets/{iabilities) - o (1,248) (868) {2,282) (2,420

* Jomt ventures and associates loan recewvables carrying amounts of £138m (2017 £137m) are presented in the Group balance sheet net of deferred profits of £54m (2017 £54m}

histonically arising from the sale of property assets te joint ventures

The fair values of financial instruments and derivatives have been determined by reference to prices available from the markets on which the instruments

are traded where they are available Where market prices are not avallable the fair value has been calculated by discounting expected future cash flows at
prevailing interest rates The above table excludes trade and other recewables/payables which have fair values equal to their carrying values The expected
maturity of the financial assets and llabilities s not considered to be materially different to thew current and non-current classification

Financial assets and liabilities by category

The accounting classifications of each class of inancial assets and hiabilities at 24 February 2018 and 25 February 2017 are as follows

Loans end Fair value

receivables/ through

Avallable- other financial profit or
for-sale habihities 1055 Total
At 24 February 2018 £m £m £m £m
Cash and cash eguivalents - 4,059 - 4,059
Loans and advances to customers - Tesco Bank - 1,522 - 11,522
Short-term mvestments - 1,029 - 1.02¢
Other investments 928 - - 928
Jomnt ventures and associates loan receivables - 138 - 138
Customer deposits - Tesca Bank - 9,245} - (8,245)
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 - (122}

Derivative financial Instruments

Interest rate swaps and similar nstruments - - (58} (58}
Cross-currency swaps - - 297 297
Index-linked swaps - - 28! 281
Forward contracts - - (39) 39
7 928 12.657) 481 11,248)
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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 Fair value

recewables/ through

Available- other financal profit ar
for-sale fiabihties loss Total
At 25 February 2017 o o e £m £m £m £m
Cash and cash equivalents - 3.8 - 3,821
Loans and advances to customers ~ Tesco Bank - 9,961 - 9.961
Shart-term investments - 2727 - 27927
Other investments 1094 13 - 1107
Joint ventures and associates loan receivables - 137 - 137
Customer depesits — Tasco Bank - (8,463) - {8 463}
Depeosits from banks - Tesco Bank - {500} - {500}
Short-term borrowings - (2 549) -~ (2.549)
Long-term borrowings - 93300 - (9,330}
Finance leases - n14) - tnd)

Derwvative financial instruments

Interest rate swaps and similar instruments -~ - (128} 128
Cross-currency swaps - - 686 686
Index-hnked swaps - - 298 298
Forward contracts S j_S__ 65
j T T - 1,094 14,297) E (2,282)

The above tables exclude trade and other receivables/payables that are classified under loans and recevables/cther financial habilities

Fair value measurement
The fallowing table presents the Graup's financial assets and ltabilities that are measured at fair value at 24 February 2018 and 25 February 2017, by leve!
of faw value herarchy

- quoted prices lunadjusted) In active markets for identical assets or iabilities (Level 1),

- nputs other than gquated prices included within Level 1that are observable for the asset or habiity, either directly (that 1s as prices! or indirectly
(that is derived from prices) {Level 2} and

- Inputs for the asset or hatiiity that are not based on observable market data (that is. unobservabie inputs (Level 3]

Level! Level2 Level 2 Total
Al 24 February 2018 £m £m £m £m
Assets T T
Avallable-for-sale financial assets 923 - 5 928
Dervative financial iInstruments:
Interest rate swaps and similar instruments - 47 - a7
Cross-currency swaps E 345 - 345
Index-linked swaps ~ 724 - 724
Forward contracts - . o - 28 - 28
Tota) assets - T 923 1,144 5 2,072
Liabidtles 0
Derivative financial instruments
Interest rate swaps and simular instruments - (105} - (05!
Crosg-currency swaps - (48} - {48}
Index-inked swaps - (443} - (443}
Forward contracts o - 67) - 67}
Total Hiabllities T - - (663) - (6631
Net assets/(liabilities} - 913 481 5 1,409
Levell Level 2 Level 3 Total
At 25 February 201/ - £m £m £m £m
Assets = /7 0=
Avallable-for-sale financial assets 964 - 130 1,094
Berwvative financial nstruments
Interest rate swaps and simalar instruments - 32 - 32
Cross-currency swaps - 72 - 7
Index-linked swaps - 744 - 744
Forward contracts - 92 - 92
Totalassets T - 964 1,589 130 2683
Liabilities o T

Derwative financial instruments

Interest rate swaps and similar instruments - {160)
Cross-currency swaps - (35)
index-linked swaps - [(448)
Forward contracts e - _@n
Total iabilittes - - - wsa®
Netassets/lllabiiities) ~ 130 2,615
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Financial statements

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 b2 weeks ended 25 February 2017

2018 2017
£m £T_

At the beginning of the year 130 125
Gans/llosses) recognised in inance costs in the Group income staterment - &]
Gamns/llosses) recognised in the Group statement of comprehensive iIncome/(loss} 68 90
Dispasal of avallable-for-sale financial asset (196) 81
Addition of available-for-sale financiat asset 3 -
At the end of the year T T B 5 130

During the financial year. there were no transfers (2017 £nil) between Level 1 and Level 2 fair value measurerments and no transfers inte and out of Level 3 fair

value measurements (2017 £nil) During the inancial year, the Group fully disposed of its remaining investment in Lazada an nvestrment in an unlisted entity
resultingin a £70m revaluation gain offset by £2m foreign exchange loss Refer to Note 31for further details

Offsatting of financial assets and liabilities

The following tables show those financial assets and liabilities subject to offsetting enforceable master netting arrangements and similar agreements

Gross amounts

Gross of financial
amounts assets/ Related amounts not offset
of recognised {thabilities) Net amounts in the Group balance sheet
financial offsetin presented In
assets/ the Group the Group Finangial Net
{hablities) balance sheet balance sheet instruments Collateral amount
At 24 February 2018 £m £m £m £m £m £m
Financial assets
Cash and cash equivalents 4187 (178} 4.059 - - 4,059
Derwvative financial iInstruments 1144 - 1144 (217) (18 909
Total trade and other receivablest 1,887 (218} 1668 - - 1,668
]‘gtﬂgswsets 7,18 {347} 6,81 217} (18] 6,636
Financial liabillties
Bank loans and cverdrafts {479) 128 351 - - {351
Repurchases, securities lending and similar agreements® (200) - {200) 380 - 180
Derivatwe financral instruments 663) - 663) 217 55 31
Total trade and other payablﬁa!i‘i {9.579) 219 (9.360) - - (9.360)
Total liabilities {10,921) 347 {10,574) 597 65 (9,922}
Gross amounts
Gross of financial
amounts assets/
of recognised {lhabilities) Net amounts Related amounts not offset
fnanceal offset in presented in In the Group balance sheet
assets/ the Group the Group Financial Net
thabilities) balance sheet balance sheet instruments Collateral amount
Al 25 February 2017 o £m _ £m £m £m - £m £m
Financial assets
Cash and cash equivalents 4,085 (264) 3.821 - - 3.821
Derwative financial Instruments 1,589 - 1589 (308) (1 1.270
Total trade and other recevablest 1894 {239} 1685 - - 185
Total assets L 7,568 _ JS_OE) 7,065 {308) 7 (_11) 6,746
Financial liabilities
Bank ioans and gverdrafts (1.176) 264 912) - 9121
Repurchases, securities lending and similar agreements® (100} - {100) 100 - -
Dervative financial instruments {668} - (668) 308 15 (245)
Total trade and other payables™ . 9438 239 9199 B - - 13,199)
Total liabilities (11,382} 503 110,879) 408 15 (10,356)

" Total trade and other receivables includes £317m (2017 £322m) of prepayments
" Repurchases securities lending and similar agreements are ncluged within the deposits from banks balance of £1539m (2017 £500m)in the Group balance sheet Refer to Note 24
< Total trade and other payatles 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
atlows for net settiement of the relevant financial assets and liabilities when both elect to settle on & net basis In the absence of such an election financial

assets and habilities will be settled on a gross basis However each party to the master netting agreement or similar agreement will have the option to settle
all such amounts on a net basis In the event of default of the other party
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Notes to the Group financial statements continued

Note 23 Financial risk factors

The man financial rsks faced by the Group relate 1o fluctuations in interest and foreign exchange rates. the risk of default by counterparties to financial
transactions and the avadability of funds to meet business needs The management of these risks is set out below

Financial risk management 15 carried out by a central treasury department under pohcies approved and delegsted by the Board of Directors The Board
provides written principles for risk management

Interest rate risk

Debt issued at variable rates, as well as cash deposits and shart-term vestments, exposes the Group to cash flow interest rate risk Debt issued at fixed
rates exposes the Group to fair value risk

The Group's pohicy s to target hixing a minimum of 50%-70% of interest costs for senior unsecured debt of the Group excluding Tesco Bank 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 sentor unsecured debt this financal
year, excluding joint ventures and associates, was 4 26% (2017 4 08%)

Forward rate agreements interest rate swaps, caps and floors may be used to achieve the desired mix of fixed and floating rate debt

The Group has RPI inked debt where the principal 1s \ndexed to increases in the RPI RPI debt 1s treated as floating rate debit The Group also has LP! linked debt,
where the principai 1s indexed to RPI, with an annual maxmum increase of 5% and a mimmum of 0% LPI debt s treated as fixed rate debt RPIlinked debt and
LPl inked debt are hedged for the effects of inflation untit matunty

For interest rate risk relating to Tesco Bank, refer Lo the separate section on Tesco Bank financial nsk factors on pages W6 and 117

During 2018 and 2017 net debt was managed using derivative instruments to hedge interest rate nsk

2018 2007
Fixed Floating Total leec—i__;Floatlng Total
o e £m £m £m o Mo Em . Em
Cash and cash eqguivalents - 4,059 4,069 - 3821 382t
Loans and advances to customers - Tesco Bank 6,922 4,593 1,522 5738 4223 9.961
Short-term investments 1.029 1,029 - 2.727 2727
Otherinvestments 803 125 928 1022 85 1107
Joint ventures and associates loan receivables 76 62 138 74 63 137
Finance leases {122) - 122) 1114) - (1141
Bank and other bhorrowings (6.836) 01,663) (8,499) (9 324) (2,555} 11,879)
Customer deposits - Tesco Bank (3.447) (5,798} (9.245) 3.984) 14,479} (8.4631
Deposits from banks - Tesca Bank {1,539} - {1,539} {500} - {5000
Derivative effect
interest rate swaps {5.096) 5096 - {5,288) 5.288 -
Cross-currency swaps 608 (608} - 1199 (1199} -
Index-linked swaps {337) 337 - (328) 328 -
Total (8,961 7,232 1,729 11,505) 8,302 {3,203)
Credit risk

Credit nisk arises from cash and cash equivalents. trade and other recevables, customer deposits financial nstruments and deposits from banks and
financial iInstitutions

The Group holds positions with an approved hist 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 derivative contracts is £0 9bn (2017 £13bn} The Group
consders its maximum credrt risk to be £19 6bn (2017 £20 1bn) being the Group's total financral assets

For credit risk relating to Tesco Bank, refer to the separate section on Tesco Bank financial nsk factors on page 117

Liquidity risk

The Group finances its operations by a combination of retaned profits disposals of assets. debt caprtal market issues commercal paper Darik borrawings
and leases. The policy 1s to mamntain a prugent level of cash together with sufhcient commitied bank faciities 1o meet iquidity needs as they anse The Groub
retains access to capital markets so that maturing debt may be refinanced as 1t falls due

Ligudity nsk 15 managed by shori-term and long-term cash flow forecasts In addhtion, the Group has undrawn committed facilities totalling £4 3bn
(2017 £4 4bn) consisting of a syndicated revolving credit facility and bilateral facilties, which mature between 2019 and 2021

The Group has a £15 Obn Euro Medium Jerm Note programme. of wihich £5 3bn was In issue at 24 February 2018 {2017 £6 8bn), plus £0 ébn eguivalent of USD
denominated notes 1ssued under 144A documentation (2017 £17bn)

For iquidity risk relating to Tesco Bank, refer to the separate section on Tesco Bank financial nsk factors on page 116

The following is an analysis of the undiscounted contractual cash flows payable under hnancia iebilties and denvatives taking into account contractual terms
that provide the counterparty a choice of when (the earliest date) an amount 1s repaid by the Group The potential cash outflow of £18 6bn is considered
acceptable as it 1s offset by financial assets of £19 6bn (2017 £18 4bn offset by financial assets of £201bn)

The undiscounted cash flows will differ from both the carrying values and fair values Floating rate interest s estimated using the prevailing rate at the balance
sheet date Cash flows in foreign currencies are translated using spot rates at the balance sheet date For index-linked labilities, inflatjon 1s estimated at 3%
for the life of the iability (2007 3%)
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Note 23 Financial risk factors continued
Liquldity risk continued

Due Due Due Due
Due between between between between Due

within land 2 2and3 Fand 4 dandb beyond

Tyear years years years years 5 years
At 24 February 2018 ) £m £m £m £m £m £m
Non-derivative financial liabilities T,
Bank and other borrowings 1,400 {1,445} (963} (926) 28} (3.860Q)
Interest payments on borrowings (298) (323) 1243} (219) {163) (1,852)
Customer deposits - Tesco Bank (7.655) (874) (500} (179 (105) -
Deposits from banks - Tesco Bank (209) (12} (412) (947) - -
Finance leases (20} (34} (an W] [H 120)
Trade and other payables” (8.996) (34) (34) (25) (24) (z47)
Derivative and other financial liabilities
Net settled derwvative contracts - receipts 27 16 n 9 7 1,379
Net settled derivative contracts - payments (57} (221 {367} [(538)] {87) (151)
Gross settled derwvative contracts - receipts 97 73 £18 70 57 2,178
Gross settled derivative contracts - payments (134) (72) (493} (121 [i=1)] 1,751)
Total 7 (18,646) 12,920) {2,493) 12,418) (405) 14,424)

Due Due Due Due
Due between between between between bue

within tand 2 Z2and 3 Iand 4 4andb beyond

Tyear years years years years 5 years
_Al_25_February 2017 . Em £m £rm £m £m B £m
Non-derivative financial liabilities -
Bank and other borrowings (2 634) {1.076) (1850} 645) 826) 4,771}
Imterest payments an borrowings {349 (352) (379) (288) 1268} {2 906}
Customer deposits - Tesco Bank (6 658) (1147) (423] (167) (174) -
Deposits from banks - Tesco Bank (100} (301 1) (100} - -
Finance leases (19) {16) (23 9 9) 126)
Trade and other payables” (8.875) (27 07 11 {1 {258}
Derivative and other financial liabilities
Net settled dervative contracts - receipts 34 23 19 14 10 1.430
Net settled denivative contracts - payments 96) (59) (251 (414) {86} {137)
Gross settled derivative contracts - receipts 1,407 105 105 528 94 2.878
Gross settled derivative contracts - payments o {1.118) (83} (85} (506) (130) (2 248)
Total B (18,413) (2,933} 2,905) 1,598) (1,498) (6,198}

* Trade and other payables includes £264m (2017 £268m) of deferred income

Foreign exchange risk
The Group 1s exposed to foreign exchange risk principally via

- transactional exposure that arises from the cost of future purchases of goads where thase 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 arg
hedged These exposures are hedged via forward foreign currency centracts 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 cutstanding (2017 £2 1bn)
The national and fair values of these contracts 1s shown in Note 22,
net Investment exposure arises from changes in the value of net investments denorminated in currencies other than Pounds Stering The Group hedges & part
of its Investrments in its International subsidianes 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
L38m {2017 increase by £751m) The Group also ensures that each subsichary 1s appropriately hedged in respect of its non-functional currency assets, and
- loans to non-UK subsidiaries These are hedged via foreign currency derivatives and berrowings in matchimg currencies These are not formally designated
as hedges as gains and losses on hedges and hedged loans will naturally offset

The impact on the Group financial statements from foreign currency volatiity 18 shown in the sensitiity analysis befow

Sensitivity analysis

The analysis excludes the impact of movernents in market variables on the carrying value of pension and other post-employment obligations and en the
retranslation of overseas net assets as required by 1AS 21°'The Effects of Changes in Foreign Exchange Rates’ However 1t does include the foreign exchange
sensiuvity resulting from local entity non-functional currency hinancial instruments

The sensitivity analysis has been prepared on the basis that the amount of net debt the ratio of fixed to floating interest rates of the debt and derivatives
portfolio, and the proportion of inancial instrurments 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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Note 23 Financial risk factors continued

Sensitivity analysis continued
The following assumptions were made in calculating the sensiivity analysis

- the sensitivity of interest payable to movements in interest rates 1s calculated on net floating rate exposures on debt, deposits and dervative instruments
with no sensitivity assumed for RPI-linked debt, which has been swapped to fixed rates,

- changes in the carrying vaiue of dervative financial instruments designated as fair value hedges from movements in interest rates or foreign exchange rates
have an iImmaterial effect on the Group income statement and equity due to compensating adjustments in the carrying value of debt,

- changes in the carrying value of dervative financial instruments designated as net investment hedges from movements in foreign exchange rates are recorded

directly 1n the Group statement of comprehensive income/(loss),

changes in the carrying value of derivative finanaial instruments not designated as hedging mnstruments only affect the Group iIncome statement,

all gther changes in the carrying value of derwvative financial mstruments designated as hedging nstruments are Tully effective with no impact on the Group

income statement, and

- the floating leg of any swap or any floating rate debt 15 treated as not having any Interest rate already set, therefore a change in interest rates affects a full
1Z2-month pencd for the interest payable poriicn of the sensitiity calculations

|

Using the above assumptrons, the foliowing table shows the illustrative effect on the Group mcome statement and equity that would result. at the balance
sheet date. from changes in interest rates and currency exchange rates that are reasonably possible for major currencies where there have recently been
signihicant movements

2018 _ 2017
Income Equity Income Egquity
gain/{loss) gan/{ioss} gain/loss) pan/(loss)
Y £m £m £m . Em
1% Increase n interest rates (2017 1%) 69 (301 80 (391
0% appreciaticn of the Euro (2017 10%} 4 143 83 {1e8)
10% appreciation of the US Dollar (2017 10%) 6 129 6 70

A decrease in interest 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 comprehensive Income/{loss} from changing exchange rates results from the revaluation of financial habiities used as
net vestment hedges The mpact on the Group statement of comprehensve mcome/lloss) will largely be offset by the revaluation in equity of the hedged assets

Capital risk

The Group's objectives when managing capital (defined as net gebt plus equity} are to safeguard the Group's ability to continue as a going concern in order to
provide returns to shareholders and benehts for other stakeholders, while protecting and strengthening the Group balance sheet through the appropriate
balance of debt and equity funding The Group manages its capiial structure and makes adjustments toit, in light of changes to economic conditions and the
strategic objectives of the Group

To maintain or adjust the capital structure. the Group may adjust the dividend payment to shareheiders, buy back shares and cancel them, or issue new shares

The Group raises finance in the public debt markets and borrows from financial institutions The policy for debt 1s to smoath the debt maturity profile with
the objective of ensuring cantmuitty of funding This palicy continued during the financial year, vath debt redeemed of £2 7bn {2017 £1 9bn) No new bonds
were 1ssued In either the current or previcus financial year The Group borrows centrally and locally using s 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 6bn. 2017 £3 7bn) and the Group statement of changes 1n equity for the value of the Group's equity
(£10 5bn, 2017 £6 Abn)

Insurance risk
The Group s exposed to the risk of belng inadequately protected from liabilities arising from unforeseen events The Group purchased assets, earnings
and combined hability protection from the open insurance markat far higher value losses orly

The risk not transferred to the Insurance market 1s retained within the Group with some cover being provided by the Group's captive insurancea companies, ELH
Insurance Limited in Guernsey and Yaliant Insurance Company DAC formerly Vahant Insurance Company Limited) In the Republic of Ireland  ELH Insurance
Limited covers Assets Earnings and Combined Liability, while Vahant Insurance Company DAC covers Combined Liability only

Tesco Bank

Interest rate risk

Interest rate risk arises mainly where assets and liabilities in Tesco Bank's banking activities have different repricing dates and from unexpected changes to the
yvield curve Tesco Bank is expesed to interest rate risk through dealings with retall customers as well as through lending to and barrowing from the wholesale
market Tesco Bank has established hmits for risk appetite and stress tests are parformed using sensitvity to fluctuations in underlying mterest rates in order
to moniter this nsk Tesco Bank also use the Capital at Risk (CaR) approach which assesses the sensitivity lvalue change) of a reduction in the Bank's capital to
movements in interest rates. The scenanos 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 ininterest rates Interest rate nsk 1s primarily managed using interest rate Swaps a5 the main
hedging nstrument

Liquidity and funding risk
Ligudity risk s the risk that Tesco Bank has insufficient hiquidity resources to meet ts obligations as they fall due Funding nisk s the risk that Tesco Bank does
not have sufiiciently stable and diverse sources of funding

Tesco Bank operates within a Liguidity Risk Management Policy Framewark (LRMP) to ensure that sufficient funds are avalable at all imes to meet demands
from depositors, to fund agreed advances, to meet other commitments as and when they falldue and to ensure the Board's risk appetite i1s met

Liguidity and funding risks are assessed through the Indimdual Liquidity Adequacy Assessment Process (ILAAP) on at least an annual basis Formal limits
are set within the LRMP to maintan hquidity risk expasures within the Liquidity Risk Appetrte set by the Board and key liqurdity measures are monrtored
on a regular basis Tesco Bank mantains a conservative Iiquidity and funding profile to confirm that 1t s able to meet its financial obligations under normai,
and stressed, market conditions
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Note 23 Financial risk factors continued

Tesco Bank continued
Credit risk

Financial statements

Credit nisk 1s the risk that a bank borrower or counterparty will fail to meet 1its obligations in accordance with contractually agreed terms and Tesco Bank will
incur losses as a result Credit nsk principally arises from the Bank's retall lending activities but also from the placement of surplus funds with other banks
and money market funds, nvestments in {ransferable securities and interest rate and foreign exchange derivatives Inaddition, credit nsk arises from
contractual arrangements with third parties where payments and commissions are due to the Bank for short periods of ime

Retall credit policy is 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 depioyment 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 & imit-based framewerk, with Imits determined by counterparty credit worthiness nstrument type and remaining tener A lirmits

framewark s 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 fending pertfohios could expose the Group to unacceptable levels of bad
debt The Group's asset quality I1s reflected through the level of its Impairment by lending type Asset quality profiles are regularly monitored and reported to

the appropriate senior management team and risk committees

The table below presents an analysis of credit exposure by iImpairment 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 £{16}m {2017 £23m} Prior year balances have been re-presented to reflect this change

Credit quality of loans and advances

Retall Retail Retall
unsecured mortgage instalment
lending lending lending Total
At 24 February 2018 £m £m £m £m
Past due and impaired T N
Less than 90 days past due 44 - - 44
90-179 days past due 39 - - 59
180 days pius past due 109 - - 109
Past due but not impaired
Less than 29 days past duge 55 1 - 56
30-59 days past due 20 - - 20
60-119 days past due 13 - - 13
Neither past due nor impaired
Low risk™ 8.010 2,983 129 N2z
High risk® 327 26 - 353
Total - T 8,637 3,010 129 1,776
Retall Retall Retail
unsecured mortgage nstalment
lending lending lending Total
At 25 February 2017 o £m £m £m £m
Past due a_ngimpalred T .
Less than 90 days past due a2 - - 32
90-179 days past due 48 - - 48
180 days plus past due 99 - - 99
Past due but not impalred
Less than 29 days past due 48 1 - 49
30-59 days past due 16 - - 16
50-19 days past due e} - - 10
Neither past due nor impalred
Low rnisk® 7426 244 140 9.710
High risk® 152 16 - 68
Total ] T 7,831 2,161 140 10,132

+ Low risk s defined as an asset with a probability of default of less than 10%
o High risios defined as an asset with a grobability of default of 10% or more

The credit nsk exposure from off balance sheet items in 2018, mainly undrawn contractual lending commitments, was £12 4bn (2017 £12 1bn)

Insurance risk

Tesco Bank s indirectly exposed to insurance risks through its ownership of 49 9% of Tesco Underwriting Limited (TU). an authorised insurance compary
Insurance risk 15 defined as the nisk accepted through the prevision of iInsurance products in return for a premium The timing and quantum of the risks are
uncertain and determined by events cutside the control of Tesco Bank The keyinsurance risks within TU relate to underwriting risk and reserving risk

TU operates a separate framework 1o ensyre that the TU msurance portfolio operates within agreed risk appetite The Bank closely monstors performance

of the portfolio against specific thresholds and lirmits
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Notes to the Group financial statements continued

Note 24 Customer deposits and deposits from banks

2018 2317
_ _ e e £Em Em
Customer deposits 9,245 8.463
Deposits from banks o 1,539 500
I 10,784 8,963
Of which
Current 7.812 6.687
Non-current 2972 2.276
T ) 10,784 8,963
Deposits from banks include habilibes of £200m (2017 £100m) that have been sold under sale and repurchase agreements
Note 25 Provisions
Property Restructuring Other
provisions provisions Drovisions Total
- £m £m £m £m
At 27 February 2016 T - 878 83 66 1,024
Foreign currency translation 12 4 - 16
Amount released in the year (38 (18 - (66)
Amount provided in the year 98 196 136 431
Amount utised in the year 041 162} {281 {331
Transfer to disposal group classified as held for sale - {5 E L)
Unwinding of discount o .. - - A4
At 25 February 2017 - 851 98 74 1123
Foreign currency translation 5 i - &
Amount released in the year (33 (32) {14} (79
Amount provided in the year 153 157 n 521
Amount utilised in the year (120} 146} (500 (316)
Unwinding of discount i3 - - 13
At 24 February 2018 T T T T "ses 1@ 3an | 1,268
The balances are analysed as follows
2018 2017
- e
Current - 547 438
Non-current I B8
- - 1,268 1123

Property provisions
Property provisions comprise onerous lease provisions, including leases on unprofitable stores and vacant praperties, difapidations provisions and asset
retirement abligation provisions These provisions are based on the least net cost of fulfiling or exting the contract

The calculation of the valug In use of the leased properties to the Group 1s based on the same assumptions for growth rates and expected changes to future
cash flows as those for Group owned properties. as discussed in detail in Note 11, discounted at the appropriate nisk free rate The cost of exiting lease
contracts 1s estimated as the present value of expected surrender premiums or deficits from subletting at market rents. assuming that the Group can sublet
properties at market rants, based on discourting at the appropriate risk adjusted rate For some leases, termunation of the lease at the break clause requires
the Group to either purchase the property or buy out the equity awnersfup of the property at farr value No vaiue 1s attributed to the purchase conditions
since they are at fair value Ut 1s als0 assumed that the Group is intifferent to purchasing the properties

Based on the factors set out above, the Group has recogrsed a net onerous property prowision charge in the year of E120m {2017 £61m), largely relating
10 orierous lease contracts for fully impaired properties and other onerous contracts relating to properties The Group has performed sensitivity analysis
on the onerous lease Provisions using reasonably possible scenanos based on recent market movements. Neither a half a percentage point increase nor
decrease in the risk-free rate would resylt in a material change to the onercus lease provisions

Of the £120m net onerous property provision charge (£153m charge £33m releasel recognised in the year, a £105m charge has been recoghised as an
exceptional item, a £116m charge in cost of sales and £11m release in property-related items This is made up of a £108m charge classified as "Net impairment
reversal of nort-current assets and onerous lease provisions’ a £2m charge classified as "Net restructuring and redundancy costs’ and a £5m release
classified as "Property transactians’

Dnerous lease provisions will be utilised over the relevant lease terms predommnantly within the next 25 years

Restructuring provisions

Of the £125m net charge {£157m charge. £32m release) recognised in the year a £68m charge relating to UK & ROl changes to store and call centre colleague
structures and working practices and a £34m charge relating to head office restructuning have been classified as exceplional tems The exceptional
provisions are expected to be utilised in the next Anancial year
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Note 25 Provisions continued

Other previsions

Cther provisions relate primarily to an ongoing court case with Her Majesty’s Revenue & Customs (HMRC) Tesce PLC and Tesco Freetime Limited a
wholty-owned subsidiary undertaking of the Group, Intiated an appeal against HMRC regarding the treatment of VAT on Clubcard rewards In August 2017,
the Group's appeal was upheld in the First Tier Tribunal As aresult of the Tribunals decision, the Group recovered VAT and interest of £160m for penads up
to 25 February 2017, which have been included within exceptional cash flows in Note 4 A further £12m 15 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 & provision of £176m for these amounts plus
penalty interest, which would be due if HMRC were to be successful in ther appeal

included in other pravisions 1s a provision of £61m (2017- £91m} to cover the cost of the compensation scheme and related costs. as agreed with the UK
financial Conduct Authority I(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 clesed to new claimants. £13m of the provision
and £12m of related aceruals were released to the Group income statement within exceptional items, classified as ‘Release of amounts provided in relation
to DPA and FCA obligations’ 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 n respect of customer redress relating to Instances where certain of the requirements of the CCA for post-contract documentation have not been
fully complied 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 additional charge of £35m and a release of £1m was recognised in the Group Income statement within
exceptional items classified as ‘Prowision for customer redress’ within cost of sales Refer to Note 4 for further details

Other provisions are expected to be utiised i1 the next inancial year when the outcome of the aforementioned matters have been rehabty determined

Note 26 Share-based payments

For continuing operations the Group income statement charge for the financial year recogmised in respect of share-based payments 1s £252m (2017 £294m),
which 1s 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 is 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 aption schemes
The Company had eight share option schemes in operation duning the financial year ail of which are equity settled schemes

I} The Savings-related Share Option Scheme (1981) permits the grant to colleagues of options in respect of ordinary shares linked to a building society/bank
save-as-you-earn contract for a term of three or five years with contributions from colleagues of an amount between £5 and £500 per four-weekly penod
Options are capable of being exercised at the end of the three or five year period at a subscription price of not less than 80% of the average of the
middle-market quotations of an ordinary share over the three dealing days immediately preceding the offer date

1} The Irnsh Savings-related Share Cption Scheme (20004 permits the grant to ROI colleagues of options in respect of ordinary shares inked to a buillding
society/bank save-as-you-earn contract for a term of three or five years with contributions from colieagues of an amount between €12 and €500 per
four-weekly period Options are capable of being exercised at the end of the three or five year period at a subscription price of nnt Irss than 80% of the
average of the middle-market quotations of an ardiiary share over the three dealing days immediately preceding the offer date

m} The Executive Incertive Plan {(2004) permitted the grant of options in respect of ordinary shares to selected seror executives Options are normally exercisable
between three and 10 years frem 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 to selected senior executives as a proportion of annual bonus
following the completion of a required service penod and 1s dependent on the achievement of corperate perfarmance and individual targets Options are
riormally exercisable between three and 10 years from the date of grant for nil consigeration Full details of this plan can be found in the Directors’
remuneration report

v,

v} The Performance Share Plan (2011) permits the grant of options in respect of ordinary shares to selected executives Options are normally exercisable
between the vesting datels) set at grant and 10 years from the date of grant for nil consideration The vesting of options will normally be conditional upon
the achievement of specified performance targets over a three year period and/or continuous employment

The Discretionary Share Cption Plan (2004) permitted the grant of approved, unapproved and international options In respect of ordinary shares to selected
executives Options are normally exercisable between three and 10 years from the date of grant at a price not less than the middle-market quotation or
average middle-market quotations of an ordinary share for the dealing day or three dealing days preceding the date of grant The vesting of options will
nermally be condrtional upon the achievement of a specified performance target related to the annual percentage growth in earnings per share over a
sthree year period Thare were no discounted options granted under this scheme

vl

vil) The Group Bonus Plan permits the grant of options in respect of ordinary shares to selected senior executives as a proportion of annugl bonus following
the completion of a required service period and 1s dependent on the achievement of corperate performance and individual targets Options are normally
exercisable between three and 10 years from the date of grant for nil consideration

vk 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 fram the date of grant for nil consideration The vesting of options will normally be conditional upon
the achievement of specified performance targets over a three year period and/or continuous employment
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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}

Far the 52 weeks ended 24 February 2018

Savings-related Inish Savings-related Approved Unapproved International Executve Nil cost
Share Option Scheme Share Qpuion Scheme Share Option Scheme Share Option Scheme Share Option Scheme Share Option Schemes
. Options WAEP QOptions WAEP Options WAEP Options WAEP Options WAEP Options  WAEP
Outstandingat 256,862,881 168.91 6,339,307 179.46 5,019,454 420.87 24,450,586 395.84 18,495,050 39717 27,640,320 -
25 February 2017
Granted 40,314,086 16800 2,078,500 16800 - - - - - - 10838726 -
Forfeited 47,125,400) 204.95 (1,471,619} 21817 (2,216,356) 458.33 71303 446.01 (6,240,281 43933 {1 740,742} -
Exercised 15,164,858) 150 29 (19,208)  150.02 - - - - - - (722,792} -
Qutstanding at 244,886,709 162.21 6,926,980 167.88 2,803,098 391.25 17,319,273 375.18 12,254,769 375.69 36,015,512 -
24 Fehruary 2018
Exercize price 150 00to 1BC00te 33840to 338 40to 33840t -
range (pence) 32200 322.00 42700 42700 427.00
Weighted average
remaining 2.48 262 .61 Q79 078 816
contractual life
{years)
Exercisable at 4,482,116 282.00 118,702 282.00 2,803,098 391.25 17,319,273 375.18 12,254,769 375.69 4,597,668 -
24 February 2018
Exercise price 282 00 282 00 338.40to0 338 40to 338 40to -
range (pence) 427.00 427.00 427.00
Weighted average
remaining 043 043 os1 079 078 6593
contractual life
lyears)
For the 52 weeks ended 25 February 2017
Savings-related rish Savings-related Approved Unapproved International Executve NIl cost
Share Option scheme Share Oplion Scheme Share Option Scheme Share Option Scheme Share Option Scheme  Share Option Schemes

Options WAEP Gptions WAEP QOptions WAEP Options WAEP Qptions WAEP Options  WAEP
Outstandingat 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 32923965 13000 1681721 12000 - - - - - - 14.449.336 -
Forfertted (53,597182) 20510 (3 587.857) 20757 (.495508) 36129 {8.009380) 35037 (6,039,761 35489 (6.880.744) -
Exercised 831771 150N (17,668) 15003 - - - - - - (731.078) -
Outstandingat 256,662,687 168.91 6,339,307 179.46 5,019,454 420.87 24,450,586 395.84 18,495,050 39717 27,640,320 -
25 February 2017
Exercise price 150.00 to 15000 to 3384010 3384Cto 3384010 -
range (pence) 364 00 36400 47375 47375 47375
Welghted 306 288 110 145 143 870
average remaining
contractual life
(years)
Exercisable at 10,596,827 339.47 443,702 330.95 5,019,454 420,87 24,450,586 395.84 18,495,050 387.17 3,517,971 -
25 February 2017
Exercise price 28200to 322.00t0 3384010 33840+t 338401t -
range (pence) 36400 364 00 47375 47375 47375
Weighted 043 043 110 1.45 143 770

average remaning
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 value of share options 1s estimated at the date of grant using the Black-Scholes or Monte Carlo option pricing model The following table gives the
assumptions applied to the options granted in the respective periods shown No assumption has been made to incorporate the effects of expected early exercise

Expected dividend yield 1%)
Expected volatity (%6)
Risk-free interest rate (%)
Expected Ife of option fyears)

Weighted average falr value of options granted (pencel

Probabiiity of forferture (%}
Share price {pencel
Weighted average exercise price (pence)

2017

2018
SAYE Nil cost SAYE
2.2-36% - 14%
29-32% 33% 29-32%
0.9-1.0% 01-02% 04-07%
3orb 3-6 Jors
41.86 68.04-180.35 5314
7-11% - 10-11%
18700 180 35 Mmoo
168.00 - 190 00

Nil cost
29-36%
02-05%
3-6
5100-159 64

159 04-196 84
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Note 26 Share-based payments continued

Share option schemaes continued

Volatility 1s a measure of the amount by which a price 13 expected to fluctuate during a perod The measure of volatility used in the Group's option pricing
models 15 the annualised standard deviation of the continucusly compounded rates of return on the share over a period of time In estimating the future
volatility of the Company's share price, the Board considers the tustonical volatility of the share price over the most recent period that 1s generally
commensurate with the expected term of the option taking inte account the remaiming contractual Ife of the eptian

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 achievement of corporate and indwvidual performance targets

Selected executives participate in the Performance Share Plan (2011) and the Lang Term Incentive Plan (2015) Awards made under these plans will normally
vest on the vesting date(s} set an 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 ROI colleagues are able to participate in a Share Bonus Scheme. an ali-employee profit-sharing scheme Each year, colleagues may recewve an award
of either cash or shares based on a percentage of therr 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 pericd of three years

The Executive Directors participate m short-term bonus and long-term incentive schemes designed to align their interests with those of shareholders
Full detads of these schemes can be found in the Directors’ remuneration report

The fair value of shares awarded under these schemes 1s their market value on the date of award Expected dividends are not incorporated into the far value

The number and weighted average fair value (WAFV) of share bonuses awarded during the financial year were

2018 2007
Number of WAFV Number of WAFY
o . shares pence shares pence
Irsh Share Bonus Scheme - - - -
Group Bonus Plan 21,898,988 18035  33.293.57 159 04
Performance Share Plan 24,638,938 18094 61533.740 16182

Note 27 Post-employment benefits

Pensions
The Group operates a variety of post-employment benefit arrangements. covering both funded and unfunded defined benefit schemes and funded defined
contribution schemes

Defined contribution plans
A defined contribution scheme, Tesco Retirement Savings Plan 1s open to all Tesco employees inthe UK

A defined contribution pension scheme 1s one under which members pay contributions to an independently administered fund 1nto 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
centributions to this fund once 1ts imitial comtributions have been pard Members' benefits upon retirement are then determined by the amount of contnbutions
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 receive benefits upon retirement As a result any risks associated with
either the future value of benefits or the performance of the assets invested lie with the member

The contributions payable for defined contribution schemes of £316m (2017 £341m} have been recognised In the Group income statement Thes includes
£108m (2017 £135m} of salaries paid as pension contributions

Defined benefit plans
The mast sigruficant defined benefit plans are those for the Group’s employeas in the UK closed to future accrualt and RO The UK defined benefit deficit
represents 86% of the Group deficit (2017 98%)

United Kingdom
The principal plan within the Group 1$ the Tesco PLC Pension Scheme (the Schemel. which 1s a funded defined benefit pension scheme in 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 i1s required to run the Scheme in accordance with the Scheme’s Trust Deed and Rules
and to comply with all relevant legislation Responsibility for governance of the Scheme hes with the Trustee The Trustee 15 a company whose directors comprise

I} representatives of the Group. and
1} representatives of the Scheme participants in accordance with 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 position, calculated at the
triernial actuarial assessment, 1 used to agree contributions made to the Scheme 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 1s that the funding position considers the expected returns of Scheme assets
when calculating the Scheme labiiity, whereas the accounting position calculated under IAS 18 discounts abilities based on corporate bond yelds

Durning the financial year an independent actuary carried out the tatest triennial actuarral assessment of the Scheme as at 31 March 2017 using the projected
unit credit method At 31 March 2017 the funding position was a deficit of £3.016m The market value of the Scheme’s assets was £13 141m and these assets
represented 81% 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 £25m (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 secunity i favour of the Scheme has increased from £500m to £575m
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Note 27 Post-employment benefits continued

Defined henefit plans continued

Maturity profile of ebligations

The estimated duration of the Scheme obligations 1s an Indicator of the weighted average term of benefit payments after discounting For the Scheme
thisis 25 years

Over 50% of the undiscounted benefits are due to be paid beyond 30 years’ time. with the fast payments expected to be over 80 years from now

The estimated undiscounted benefit payments axpected to be paid out over the Iife of the Scheme 15 shown below

The habilities held by the Scheme as at 31 March 2017, the date of the last triennial valuation are broken down as follows
%

Deferred — 81
Pensoner 00000 N
Risks
The Group bears a number of risks in relation to the Scheme. which are described below
Risk Description of risk Mitigation o
Investment The Scheme’s accounting Liabilities 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 1f the return on the Scheme's assets The Trustee and the Group take a balanced approach to investment
un”derperform this rate the accounting deficit risk, and use a long-term plan to manage investment nisk
wili increase

If the Scheme’s assets underperform the expected
return for the funding valuation, this may require
additicnal contributions to be made by the Group

Inflation The Scheme's beneft obligations are inked to As part of the investment strategy the Trustee aims to mitigate
inflation A higher rate of expected long-term this risk through investment in a iabihty-driven investment
inflation will therefore lead to higher labiiues, {LDI portfolio
both for the IAS 19 and funding liability The partfolio nvests in assets which increase in value as inflation
If the Scheme's funding hability increases, this expectation increases This mitigates the impact of any adverse
may require additional contributions to be made movement in long-term inflation expectations
by the Group The Scheme's holdings are designed to hedge against inflation

risk up to the value of the funded latilities

Additionally. changes to future benefits were introduced in

June 2012 1o reduce the Scheme’s expasure to inflation risk by
changing the basis for calculating the rate of increase in pensions
to CPI (previously RPY)

Interest rate Adecrease in corporate bond yields will increasethe  As part of the investment strategy. the Trustee aims to mitigate T
accounting deficit under IAS 19 Similarly, a decrease  this risk through investment in a LDI portfolio

In gilt yields will nave an adverse impact on the funding  The portfolio invests in assets which Increase in value as interest
position of the Scheme This may lead to additional  rares decrease The Scheme's holdings are designed to hedge
contributions being made by the Group against interest rate risk up to the value of the funded liabilities

Because the aim of the portfolio 1s to mitigate risk for the
funding position. ineffectiveness in heaging for the accounting
deficit under IAS 19 can arise where corporate bond and gilt
yields diverge This is partialiy offset by Scheme holdings in
corporate bonds

Life expectancy The Scheme's obligations are to provide benefits To reduce this risk changes to future benefits were introduced in
for the Ife of the member and 50 Increases in life June 2012 to increase the age at which members can take their fult
expectancy will lead to higher liabilities pensicn by two years

The Trustee and the Group regularly monitar the impact of
changes In longevity on Scheme obligations

The Qperations and Audit Pensions Committee was established to further strengthen the Group’s Trustee Governance and provide greater oversight and
stronger internal control aver the Group's risks Further miigation of the risks 1s provided by external advisors and the Trustee who consider the funding
position, fund performance and impacts of any regulatory changes

122 Tesco PLC Annual Report and Financial Statements 2018



Financial statements

Note 27 Post-employment benefits continued

Defined benefit plans continued

UK principal assumptions

Financial assumptions

During the inancial year the Group has taken actuarial advice and decided to change the model used for deriving the discount rate assumption for valuing
the Scheme's habilities under |AS 19

The standard requires the discount rate to be determined by reference to market yields of mgh 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 extrapclate current market rates along the yield curve when
there are no suitable corporate bonds of sufficient duration As the term of the Scheme's liabilities 1s particularly long, the Group balance sheet s sensitive
to the extrapoifation approach adopted Under the previous model, the extrapclation was in line with the movement in the gilt yield curve The medel now
adopted by the Group extrapolates based on the trend observable in corporate bond yields In the Group's view this more appropnately reflects long-dated
corporate bond yields for the cash flow profile of the Scheme's labilities

The impact of the change in discount raté model was to give a £2 Obn gain on change of financial assumptions at the point of the transition If the transiticn
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 actuaries to value the defined beneft obligation were as follows

2018 2017

e % %

Discount rate T - 29 25

Price inflation an 32

Rate of increase in deferred pensions® 21 22
Rate of increase in pensions in payment*

Benefits accrued before 1 June 2012 29 30

Benefits accrued after 1 June 2012 22 22

*  In excess of any Guaranteea Mimmum Pension (GMP} element

Mortality assumptions
The Group. in consultation with gn independent actuary. conducted a mortality analysis under the Scheme as part of the triennial actuanal valuation process
Subsequent to this analysis, the Group adopted the best estimate assumptions for the calculation of the 1AS 19 pension hability for the man UK scheme

The mortalty assumptions used are based on tables that have been projected to 2017 with CMI 2016 improvements n addition the allowance for future
mortalty improvements from 2017 1s in hing with CMI 2016 improvements with a long-term improvement rate of 1 26% per annum

The foliowing table illustrates the expectation of Iife of an average member retinng 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 illustrates the expected improvements in martality over the time period

2018 2007
Years Years
Retiring at reporting date at age 65 Male o 22.3 232
Female 240 245
Retiring at reportng date +25 years at age 65 Male 238 255
Female 260 69
The base tables used in calculating the mortality assumptions are different for various categories of members, as shown below
o Pensioner 5 Non-Pensioner
Male Staff 100% of SAPS 52 Normal 105% of SAPS 52 Normal
Senior Manager 85% of SAPS $2 Normal Light 87% of SAPS §2 Normal Light
Female Staff 100% of SAPS 52 Al 98% of SAPS 52 All
Senior Manager 85% of SAPS S2 All 86% of SAPS 82 All
Sensitivity anaiysis of significant actuarial agsumptions
The sensitivity of significant assumptions upon the UK defined benefit obligations are detailled betow
2018 2017
Discount rate Inflation rate Discount rate Inﬁatlon rate
Financial assumptions - Increase/(decreasel in UK gefined beneft obligation £m £m £m £m
Ir_np;ct_of- 0 1% increase of the assumptlonf T (388) 339 (526) 448
Impact of 0 1% decrease of the assumption 404 (323} 545 (409)
Impact of 1 0% increase of the assumption (3.377) 3,651 {4 536) 4984
Impact of 1 0% decrease of the assumption 4,718 (2,876} 6 541 (3.835)
2018 2017
Mortality assumptions - Increase/ldecrease) in UK defined beneht obhgation £m £m
Impact of 1 year increase in longevity T 630 818
Impact of | year decrease inlongevity 1630) 818

Sensitivities are calculated by changing the relevant assumption while holding all other assumptions constant The sensitivities reflect the rangs of recent
assumption mevements, and illustrate that the financial assumption sensitivities do not move in alinear fashion Movements in the defined beneht obligation
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 mast significant overseas scheme is the funded defined beneht scheme which operates in ROl An independent actuary, using the projected unit credit
method carried cut the latest actuanal assessment of the ROL 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 actuarial valuation and updated by independent actuaries to take gccount of the requirements
of the applicable accounting standard in order to assess the iabilities 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 standard

Post-employment benefits other than pensions
The Group operates a scheme offering post-retirement healthcare benefits The cost of providing these benehts has been accounted for on a similar basis
to that used for gefined benefit pension schemes

The hability as at 24 February 2018 of £11m {2017 £13m) was determined in accordance with the advice of independent actuaries During the financial year
£n11{2017 £mil) has been charged to the Group Income statement and £1m (2017 £1m) of benefits were pard

Plan assets
The Group's pension schemes hold assets that both provide returns and mitigate risk including the volatiity of future pension payments

The table below shows a breakdown of the combined investments held by the Group's schemes

2018 2017
Quoted  Unguoteo Tota) " Quotes  unguoted  Total -
o £m £m £m % £m _ Em Em %
Equities T
UK 284 - 284 2% 365 - 365 3%
Europe 823 - 823 6% 628 - 628 5%
Rest of the world . 3.828 - 3,828 29% 3gea 0 - 3894  29%
- - 4,935 - 4,935 ¥% 4887 - 4887 3%
Bonds T
Government 1,029 - 1.029 8% 1.008 - 1008 7%
Corporates - investment grade 487 - 487 3% 501 501 4%
Corporates - non-investment grade 7 - 7 0% = - =
o - - 1,523 - 1,523 % 1509 - 1,509 M%
Property T -
UK - 97 o 7% - 787 787 6%
Rest of the world - - 381 381 % - 373 373 3%
- - 1,298 1,298 0% - 1160 17160 9%
Alternatlve assets - B
Hedge funds - 405 405 3% - 489 489 4%
Private equity - 694 €94 5% - 07 07 5%
Gther 14 740 54 6% 13 540 553 4%
- 14 1,839 1,853 W% 1 1736 1749 13%
Liability Driven Investment {LDI} partfalios 3,301 (24) 3,277 25% 3,31 428 3,749 29%
Cash 349 - 349 3% 142 - 142 1%
Total market value of assets 10,122 3,113 13,235 100% 9,872 3,324 13,196 100%

Quoted assets are those with a quoted price 'n an active market

The LDI category, previcusly disclesed within Government bands consists of assets, including gilts and index-linked gits. of the value of £5.912m
(2017 £5,586m) and associated repurchase agreements and swaps of £(2.635)m (2017 £(1,837)m)

The plan assets mclude £185m (217 £176m} relating to property used by the Group Graup property with net carrying value of £509m (2017 £40m)
{Note 11) and a value 1o the Scheme of £575m (2017 £500m) 15 held as secunity 1n favour of the Scheme
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Note 27 Post-employment benefits continued

Defined benefit plans continueq

Movement in the Group pension deficit during the financial year

Changes in the fair value of defined beneft pension assets. including all movements of discontinued operations up ta classification as held for sale,
are as follows

208 2017

£m £m

Opening falr value of defined banefit 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
Additonal contributions by employer 245 248
Actual member contributions 2 2
Foreign currency translation 8 13
Benefits paid o {619) 471
Closing fair value of defined beﬂait—p;nsion assets 13,2356 - 13,196

Changes in the present value of defined benefit pension obligations including all movements of discontinued operations up to classification as held for sale,
are as follows

2018 2017

- £Em £m

Opening defined benefit pension obligations o {19,817} 13,477}
Current service cost (38) {35)
interest cost (488} {498)
Gains/(losses) on change of financial assumptions 2180 {6 455)
Experience gains 452 198
Gains on changes of demographic assumptions 880 -
Foreign currency translation (13 (25)
Benehts paid 519 471
Actual member contributions (2) {2)
Transfer to dispesal group classified as held for sale o - 3
Closing defined benefit pension obligations ) (16,517) i19,817)

A summary of changes in the Group deficit including movements of discontinued operations up to classification as held for sale. s set out betow

2018 2017

o o . £m £m

Deficit In schemes at the beginning of the year o 6,621 3,175)
Current service cost (38) (35)
Net pension finance cost {162} (113
Contributions by employer 34 28
Additional contributions by employer 245 248
Fareign currency translaticn (5) 12)
Remeasurements 3265 {3.567)
Transfer to disposal group classified as held for sale B - 5
Deficit in schemes at the end of the year T T (3,282) (6,621)
Deferred tax asset (Note &) . 564 1122
Deficit in schemes at the end of the year, net of deferred tax B {2,728) (5,499)

The amounts that have been charged to the Group income statement and Group statement of comprehensive iIncome/{loss! excluding discontinued
operations, are as fellows

2018 2007
o o B o - £m £m
Analysis of the amount charged to operating profit:
Current service cost B (38) (35)
Totai charge to operating profit o ’ S - _ 38 (35)
Analysis of the amount credited/(charged) to finance income/(cost):
Interest on defined benefit pension assets 326 385
Interest on defined benefit pension abligations } (488) (498}
Net pension finance cost [Note &} o o (162) 7(7133)7
Total charge to the Group income statement B } (200) (148}
Analysis of the amount recognised in other comprehensive income:
Returnon plan assets {lessl/greater than discount rate 57) 2689
Experence gans on defined bengft pension cbligations 452 199
Demographic assumption gains on defined benefit pension obligations 680 -
Financial assumption gains/llosses) on defined benefit pension obligations 2190 {6 455)
Foreign currency translation (5) 12)
Total galns/{losses) recognised in other comprehensive income 3,260 {3,579)
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Note 27 Post-employment benefits continued

IFRIC 14
FRIC 14 *The Limit on a Defined Banefit Asset Mmmum Funding Requirements and therr interaction’ is a supplement tq 1AS 19 which can, in somme instances
require companies to imit pension surpluses where they exist or recognise additional liabilities relating to minimum funding requirements

The Group 1s not required to recognise any additional labilities, as any future economic benefits will be available to the Group by way of future refunds
or reductions 1o future contributions

Note 28 Called up share capital

2018 2017
Ordinary shares of 5 pence each Ordinary shares of 5 pence each

Number £m Numb?—;‘;___ £m )
Allotted, called up and fully paid:
At the beginning of the year 8,174,932,553 409 §,141,083,114 407
Share options exercised 5,184,066 - 849.439 -
Share bonus awards 1ssued 12,000,000 1 33 000.000 2z
At the end of the year ) 8,192,116,619 410 8,174,932,553 409

During the financial year 5 2 milion (2007 0 8 million) ordinary shares of 5 pence each were issued in relation 10 share options for an aggregate consideration
of £8m (2077, E¥mi and 12 O rullion {20V 33 0 milliom ordinary shares of 5 pence sach were issued in relation 1o share bonus awards

The Group 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 i accordance with the provisions set out in the Company's Articles of Association Under the share
forfertture programme the shares and dvidends associated with shares of untraced members have been forfeited. with the resulting proceeds transferred

to the Group ta use for good causes in line with the Group's carporate responsibility strategy Buring the financial year, the Group recewved E3m 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 20'8 the Directors were authonsed to purchase up to a maximum in aggregate of 817 5 milion (2017 814 1 million) ordinary shares

The holders of orginary shares are entitled to recewe dividends as declared from time to time and are entitled to one vote per share at general meetings
of the Company

On 5 March 2018, the Group completed a merger with the Booker Group A tatal of 1.548 mullion new ordinary shares of the Company have been 1ssued
as a result of the transaction See Note 35 for further details
Note 29 Related party transactions

Transactions between the Company and its subsicharies which are related parties, have been eiminated on consolidation and are not disclosed in this note
Transactions between the Group and its joint ventures and associates are disclosed below

Transactions
Jont ventures Associates
2018 200 208 2017
- . - fm 0 km 0 fm  EM

Sales to related parties ’ ) 474 418 - -
Purchases from related parties 356 416 18 6
Dividends receved 18 i7 n 1
Injection of equity funding 2 - - -

Sales to related parties consist of services/management fees and Ioan interest

Purchases from related parties include £275m (2017 £286m) of rentals payable to the Group's joint ventures {including those jont ventures formed as part
of the sale and leaseback programme)

Transactions between the Group and the Group's pension plans are disclosed n Note 27

Balances
Joint ventures AssoClates

2018 2007 2018 2017
- - fm B Em | EM
Amounts owed to related parties 20 17 - -
Amounts owed by related parties 27 16 - -
Loans to related parties inet of deferred prohts) 138 137 - -
Loans from related parties iNote 21) 6 6 - -

* Loans to related parues of £138m (2017 £137m) are presented net of deferred prehts of £54m (2007 £54m) histoncally anising from the sale of property 2ssets 10 joint ventures

Anumber of the Group's subsidiaries are members of ane or more partnerships to whom the provisions of the Partnerships (Accounts) Regulations 2008
{Regufations} apply The financial statements for those partnerships have been consaldated into these financial statements pursuant to Regulation 7 of
the Reguiations
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Note 29 Related party transactions continued

Transactions with key management personnel
Members of the Board of Directors and Executive Committee of Tesco PLC are deemed to be key managament personnel

Key management persohnel compensation for the financial year was as foflows

2018 2007

£m £m

Saleries and short-term benefits 17 13

Pensions and cash in liey of pensions 2 2

Share-based payments 19 7

Joining costs and loss of office costs 4 !

- 42 33

Attributable to - B 7

The Board of Directers (including Non-executve Directors) 1z 12
Executive Committes members not on the Board of Directorst - 30 21

42 33

Of the key management personnel who had transactions with Tesco Bank during the financial year the followtng are the balances at the financial year end

Credit card mortgage and Current and saving
personafloan balances deposit accounts
Number of key Number of key
management management
personnel £m personne| £m
At 24 February 2018 7 1 5 -
At 25 February 2017 6 1 4 -
Note 30 Analysis of changes in net debt
Re-

classihcations
Non-cash of rmovernents,

At Foreign Interest Other  movements Innet gebt of At
25 February Fair value exchange incomes nan-cash - Turkey  thedisposal 24 February
2077 Cash flow  movements  movements Icharge)  movements disposal group 208
. £m £m £m £m _ £m £m Erp £m £m
Total Group
Bank and other borrowings 712 3408 9 49) (58) - 73 (73) (8 318)
Finance lease payables ma) 10 - (2 - 6} - - n22)
Net derivative financial instruments 893 1253} (195) - 20 - - - 465
Arising from financing activities ~ {10,933) 3,165 o4} (51 (36) T 73 (73} (7,975)
Cash and cash equivalents 3,821 212 - 15 - - - n 4,069
Short-term investments 2,727 (1.697} - 1 - - - - 1029
Joint venture foans 137 - - - - 1 - - 138
Interast and other receivables 1 (27} - - 27 - - - 1
Interest payables (167) 351 - (3) (362) - 3 3 (181
Net derivative nterest 28 {23) - - n - - - 16
Net debt of the disposal group (65) - - - - - - 65 -
Total Group 14,451) 1,981 1104) 140) (360} s % - 2,913
Tesco Bank
Bank and octher borrowings 1.440} (150} 6 - - - - - {1.584)
Net derivative financial instruments {105) - 63 - - - - - 142)
Arising from financing activities (1,545} (150} 69 - - - - - 1,626)
Cash and cash eguivalerits 789 515 - - - - - 1304
Joint venture loans 34 - - - - - - 34
Interest payables - 4 - - (4) - - - -
Tesco Bank (722 369 69 - {4} - - - (288)
Retail
Bank and other borrowings (10.272) 3.558 85 49} (56) - 73 (73) {6 734)
Finance lease payables ma) 10 - (2) - (6} - {122
Net dervative inancial instruments 998 {253) (2680 - 20 - - - 507
Arlsing from financing activities  (9,388) 3,315 (73} (51} (36) 18 73 (73) {6,349)
Cash and cash equivalents 3.032 (303 - 5 - - - n 2,755
Short-term investments 2727 (1.697) - m - - - 1029
Joint venture loans 103 - - - 1 - 104
Interest and other recevables 1 27 - - 27 - - - 1
Interest payables 1167) 347 - (3) (358) - 3 3 {181}
Net derivative interest 28 123) - 1 - - 6
Net debt of the disposal group {65} - - _ - . .- - 65 -
Net debt (3729 1,612 (173) i40) (356) i15) 76 - (2,628

Net debt excludes the net debt of Tesco Bank but includes that of discontinued operations Balances and movements in respect of the total Group and Tesco
Bank are presented to allow reconciiation between the Group halance 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
Net increase/(decrease} in cash and cash equivalents 212 881
Elimnation of Tesco Bank movement in cash and cash equivalents {515) (238)
Retail cash movement in other Net debt items
Net increase/{decrease) in short-term investments 1.697) {736)
Net increase/(decrease) in joint venture loans - (15)
Net (increasel/decrease In borrowings and lease financing 3,568 1,863
Net cash flows from dervative financial Instruments (253) (475)
Net interest paid on components of Net debt 297 477
Change in Net debt resulting from cash flow 1,612 1,760
Retail net interest charge on components of Net debt {356} 472)
Retail fair value and foreign exchange movements (213) m
Debt disposed on disposal of Turkish operations 76 -
Retall other non-cash movements . (i5) )]
{Increasel/decrease in Net debt B 1,104 1,381
Opening Net dept o o B (3.729) 510
Closing Net debt - (2,625 13,729)

Note 31 Business combinations and disposals

Business combinations
The Group has paid a furthier £25m of deferred consideration in the firancal year, related to its obligatons under the purchase agreement for the acquisition
of Sociomantic Labs from prior years

On 26 Cctober 2017, the Group obtained sole control of Tesco Mobile Ireland Lirmited (TMI). previously accounted for as a joint venture through acquisition
of Three Ireland Limited's {Three) 50% interest in TMI The Group paid £2m to Three for their 50% interest and recognised a gain of £3m The TMI acquisition
generated goodwill of £4m

Dispasals
On 1March 2077 the Group annaunced the completion of the disposal of its 95 5% controling stake in the Kipa business in Turkey following the receipt of ali
local regulatory apprevals See Note 7 for further detalls

On 30 June 2017, the Group disposed of 1ts 8 8% shareholding in Lazada to Alibaba Group Holding Limited (Albabal for net cash consideration of $254m
(£196m) The Group's investment in Lazada was recogrised as an available-for-sale financial asset and classified as Level 3 in the fair value hierarchy At the
time of the disposal, the nvestment was revalued resulting in a gain of £70m recogmsed in the Group statement of comprehensive income/licssl The
avallable-for-sale reserve, including £54m recorded prior to the current year, was reclassified to the Group income statement, resulting In & pre-tax profit
on disposal of £124m The disposal was subject to capital gains tax of £256m, which has been recognised as a reduction in the Greup's deferred tax asset
The transaction has been included within exceptional items, classified as ' Investment disposal” wathin administrative expenses See Note 4

On 4 December 2017 the Group disposed of the trade and assets of its opticians business to Vision Express {UK) Ltd for net cash consideration of £45m,
resulting in a pre-tax profit of £38m ncluded withir exceptional tems which was classified as 'Disposal of opticians business’ within adrmmistrative expenses
Included in the pre-tax proht 1s £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 notncurred. of £16m (2017 £115m), principally relsting
to store develocpment

Contingent liabilities

There are a number of contingent hatulities that arise In the normal course of business. which if realsed are not expected to result in a matenal hability to
the Group The Group recognises provisions for habilities when 1t 15 more likely than not that a settlement will be required and the value of such a payment
can be reiably estimated

For details of assets held under finance leases, which are pledged as secur ity for the finance lease habilities, see Note 11

As previously reported. law firms in the UK have announced the intention of forming claimant groups to commence htigation against the Group for matters arising
out of or in connection with its overstatement of expected profits in 2014, and purport to have secured third party funding for such Itigation In this regard
the Group has received two High Court claims against Tesco PLC The first was receved on 31 October 2016 frorm a group of 112 investors (now reduced to 78
investors) and the second was recerved on b December 206 from an investment company and a trust company The mert Lkely cutcome and potential impact
on the Group of any such litigation that either has been or might potentialiy be brought against the Group 1s subject to a number of significant uncertainties and
therefare, the Group cannot make any assessment of the likely outcome or guantum of any suchitigation as at the date of this disclosure

Prior to the disposal of 1ts Korean operations (Homeplus). Tesco PLC provided guarantees in respect of 13 Homeplus lease agreements 1n Korea in the
event of terminatian of the relevant lease agreement by the landiord dus to Homepius® default Entities controlled by MBK and CPPIB, as the purchasers
of Homeplus, undertook te procure Tesco PLC s release from these guarantees following the disposal of Homeplus Eight currently remain outstanding
This hability decreases over time with all relevant leases expiring 1 the period between 2026 and 2033 Tesco PLC has the beneht of an indemmity from the
purchasers of Homepius for any claims made under such guarantees The maximum potential lability under the lease guarantees is between KRW366bn
{£243m) and KRWSI7bn [£344m)

Tesco Stores Limited has received claims from current and former Tesco store colleagues alleging that their work 1s 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 Iikely number of claims that may be received
and the merit, likely outcome and potental impact on the Group of any such hitigation is subject to a number of significant uncertainties and therefore the
Group cannot make any assessment of the likely outcome or guantum of any such itigation 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 reguirements 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 numkber Name number
Tesco International Internet 00041420 Spen Hill Management Limited 02460426 Tesco Agua (FinCol} Limited 05888359
Retailing Limited One Stop Convenience 02467178 Armitage Finance ULC 05966324
Dillons Newsagents Limited 0140624 Stores Limited Spen Hill Regeneration Limited 06418300
One Stop Communty 00138980 u:g‘:ﬁ:‘;g:‘gid g;giigig Halesworth SPV Limited 05479506
Paper Chain (East Anglia) Limited 00256555 {Russel Square) Limited Tesco PENL Limited 06479938
Cullen's Stores Limited 00279206 Tesco [Overseas) Limited 0161684 Cheshunt finance Uniimited 06807552
Stewarts Supermarkets Limited 00299400 Tesco Mobile Communications Limited 04780729 Tesco FFC Limited 08859202
Europa Foods Limited 00658774 Tesco Mobile Services Limited 04780734 Teseo Aqua (3L} Limited 08947521
Verulam Properties Limited 00726573 $pen Hill Deveiopments Limited 04827219 Tesco Red (3LP) Limited 10127765
Gibbs News Limited CO744680  Tapesiver Limited 05205362  'heTesco Aqus Limited Partnership  LPONS20
T&S Stores Limited 01228935  Launchgrain Limited 05260856  The Tesco Red Limited Partnership LPON522Z
Day and Nite Stores Limited 01746058 Buttoncable Limited 05204248 Faraday Properties Limited SC119496
Adminstore Limited 01882853 Buttoncase Limited 05298861 WM Low Supermarkets Limited SC119497

Tesco PLC will guarantee all outstanding habilities that these subsidianies are subject to as 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 llabiities and commitments of the following Irish subsidiary undertakings which undertakings have been exempted
pursuant to Section 357 of the Companies Act, 2014 of Ireland from the provisions of Section 347 & 348 of that Act Monread Developments Limited,
Edson Properties Limited, Edson Investments Limited Cirrus Finance (2008} Limited, Commercial Investments Limited, Chirac Limited Clondalkin 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 Limited Cirrus Finance Limited Tesco Ireland Limited. Wanze
Properties (Dundalk} Limited Tesco Ireland Holdings Limited Marine Coffee Company Nominees Limited Marine Coffee Company Holdings Limited, and
Tesco Mobile Ireland Limited

Tesco Bank

At 28 February 2018 Tesco Bank had contractual lending commitments totalling £12 4bn (2017 £121bn) The contractual amounts represent the amounts that
would be at nsk should the avalable faciities be fully drawn upon and not the amounts at risk at the reporting date

Note 33 Tesco Bank capital resources

The following tables analyse the regulatory capital resources of Tesco Personal Finence PLC (TPF) being the regulated entity at the balance sheet date

2018 2017
- — - Em fm_

Common eq:ity tier 1 capital: N o
Shareholders’ funds and non-cantrolling interests, net of tier 1 regulatory adjustments 1,491 1381
Tier 2 capital:
Qualifying subcrdinated debt 235 235
Other interests 99 63
Total tier 2 regulatory adjustments o _ {34} (31
Total regulatory capital - B 1,791 1,648

On 27 June 2013, the final CRD |V rules were published in the Ofhciai Journal of the European Union Following the pubhcation of the CRD IV rules the
Prudential Regulation Authority (PRA) 1ssued s poficy statement on 19 December 2013 detailing how the rules will be enacted within the UK with corresponding
timeframes for implementation The CRD IV rules are currently being phased in The following tables analyse the regulatory capital resources of TPF (being the
regulated entity) applicable as at the financial year end

The movement of common equity tier 1 capital during the financial year 1s analysed as follows

2018 2017

_ , £m £m

Atthe begin;ing of the year B - 1,381 1,218
Share capital and share premium - -
Profit attributable to shareholders 130 153
Other reserves 6 5
Ordinary dividends {50) 150}
Movement in material holdings 3 3
Increase in mtangible assets 9 64
Other - Tier 1 - - !
At the end of the year, excluding CRD IV adjustments B o T T T T T 1,498 1,394
CRD IV adjustments - deferred tax {assets)/iabilities related to intangible assets _ o {8) (13
At the end of the year, including CRD IV adjustments s 1,491 1,381

It1s the Group's policy to maintain a strong capital base to expand it as appropriate and to utiise it efficiently throughout its activities to optimise the return
to shareholders while maintaining a prudent relatonship between the capital base and the underlying risks of the business In carrying aut this policy, the
Group has regard to the supervisory requirements of the PRA
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Note 34 Lease commitments

Finance lease commitments — Group as lessee

The Group has finance leases for various items of plant equipment, fixtures and fittings There are also a small number of 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

Within one year

Greater than one year but less than five years
After ﬁ\{e years

Total minimum lease commitments

Less future finance charges

Present value of minimum lease commitments

Minimum fease
commitments

T T 08

£m
20

Present value of net mimmum

lease commitments

2018 2017
- e £m frn
within one vear 12 n
Greater than one year but less than five years 40 30
After five years o 70 3
Total minimum lease commitments - - - 122 14
rnalysed as T
Current 12 n
Non-current o o no 103
B 122 114
Operating lease commitments — Group as lessee
Future minimum lease commitments under non-cancellable operating leases are as follows
208 207
- S ] - fm _ fm
Within one year 1.077 1199
Greater than one year but less than five years 3,662 3.767
After five years o 6,788 7395
Total minimum lease commitments I 1,417 12,361
Future minimum lease commitments under non-cancellable operating leases after five years are analysed further as follows
2018 2017
£m Em
Greater than five years but less than ten years 3038 3161
Greater than ten years but less than hfteen years 2,008 2.225
After fifteen years 1,745 2009
Total minimum lease commitments - after five years 6,788 7,395

The Group has used operating lease commitments discounted at 7% (2017 7%) of £6.931m {2017 £7.440m} 1n 1ts calculation of total ndebtedness The
discounted operating lease commitment included in total indebtedness 1s not an appropriate proxy for the expacted impact of recognising a lease liabiiity
under IFR$ 16 ‘Leases’ primarily due to differences in the discount retes used and the treatment of additional lease rentals ansing from contracts that

contain extend or buy conditions. amongst other differences

Operating lease commitments represent rentals payable by the Group for certain of its retail distribution and office properties and other assets such as
motar 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 ine with market practices and inciude inflation tinked, fixed rates. resets to market rents and hybrids

of these
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Note 34 Lease commitments continued

Operating lease commitments - Group as lessee 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 market 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 aption 1s at the Group's discretion The Group 1s not obliged to pay lease rentals after that date, therefore minimum
lease commitments exclude those falling after the buy-back date The current market value of these properties s £2 8bn (2017 £2 9bn) and the total
undiscounted |ease 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 below.

The additional lease rentals, if Incurred, following the option exercise date would be as follows

2ma 2017

£m £m

Within one year - 2 23
Greater than one year but less than five years 265 170
Greater than five years but iess than ten years 738 708
Greater than ten years but less than fifteen years 659 670
After hfteen years 935 1.019
Total undiscounted contingent additional lease rentals - o 2,599 2,591
Total discounted contingent additional lease rentals at 7% T 1159 1107

The lease break opticns 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
assoclates The terms of these sale and leasebacks vaned 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 classiication of leases as operating or finance All of the
leases under these arrangements are operating leases

QOperating lease receivables — Group as lessor
The Group both rents out 1ts properties and also sublets various leased bulldings under operating leases At the balance sheet date, the following future
minimum lease amounts are contractually receivable frem tenants

208 m7

o L £m £m

Within one year 202 194

Greater than one year but less than five years 29 298
After five years L ” 222 229_

Total minimum lease receivables - 715 721

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 regulatary approvals Following an in-depth ‘Phase 2" investigation by the Competition and
Markets Authority {CMA). regulatory approval was granted on 20 December 2017 Shareholder approval was obtained on 28 February 2018 and the transaction
compieted on 5 March 2018 The transaction will be treated as an acquisition with the merger meeting the defnition of & 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 satisfied by cash of £766m and shares of £3 127m with Booker Group PLC shareholders recening O 861 Tesco PLC

ordinary shares and 42 6 pence in cash per Booker Group PLC share held Atotal of 1,548 million new ordinary shares of the Company have beenissued as a
result of the transaction with the new shares carrying equal voting and distribution rights as the existing ordiary shares The fair value of the shares s based
on the published share price on 2 March 2018 of 202 0 pence

Given the prosimity of the transaction to the announcement of the Group’s financial statements, 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 £543m prior to fair value adjustments This reflects the net assets of Booker Group PLC as at 8 September 2017 as disclosed in thewr 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 syrergies expected from the merger None of the goodwill is expected to be
deductible for tax purposes
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24 February

26 February

2018 2017
o _ . } o Notes £m £m
Non-current assets
Investments 6 13.093 13.082
Recevables 7 20 8
Derwative Ainancial instruments 12 962 1.274
14,065 14,374
Current assets
Dervative financial instruments 12 - 165
Recevables 7 6,625 7469
Short-term investments 8 369 1.398
Cash and cash equivalents 9 793 790
7,787 9,812
Current liabilities
Borrowings 13 693) {840)
Payables 10 (4,767) (4,978)
(5,460) (5,818)
Net current assets 2,327 3,994
Non-current liablilities
Borrowings 1l {3.632) (5.440)
Derwatwve financial instruments 12 (488) (466)
(4,120) {5,906}
Net assets 12,272 12,462
Equity
Share capitat 15 410 408
Share premium 5107 5096
All other reserves 62 62
Retained earnings (ncluding proftAlass) for the financial year of £136)m (2017 £(247Im)) 6,693 6.795
Total equity 12,272 12,462

The notes on pages 134 1o 129 form part of these financial statements

Dave Lewls

Directors

Alan Stewart

The Parent Company financial statements on pages 132 t¢ 139 were authonsed for 1ssue by the Directors on 10 April 2078 and are subject to the approval

of the sharehoiders at the AGM on 15 June 2018

Tesco PLC
Registered number 00445790
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. Tesco PLC - Parent Company statement of changes in equity

All other reserves

Caprtal
Share Share  redemption Hedging Treasury Retained Total
capital premium reserves reserves shares earmngs equity
o £m £m £m £m £m £m £m
At 25 February 2017 409 5,096 16 168 (22) 6,795 12,462
Loss for the year - - - - - {136) (138)
Other comprehensive income/{loss)
Net fair value gains/(losses) on cash flow hedges - - - 8 - - (5}
Reclassified and reported in the Company income statement - - - (127) - - (127]
Tax relating to components of other comprehensive income - E - 26 - - 26
Total other comprehensive income/{loss) - - - 106} - - (106)
Total comprehensive income/lloss} - - - (106} - (136} (242}
Transactions with owners -
Purchase of treasury shares - - - - (14) - {14)
Share-based payments - - - - 20 14 134
Issue of shares 1 n - - - - 12
Dividends - - - - - {80) {80)
Total transactions with owners 1 " - - 6 34 52
At 24 February 2018 T 410 5,107 16 62 (16) 6,693 12,272
All other reserves
Capital -
Share Share  redemption Hedging Treasury Retained Total
capital premium reserves reserves shares earnings equity
- £m £m £m . £m £m fm £m

At 27 February 2016 - 407 5,095 16 178 N 6,993 12,682
Loss for the year - - - - - {247 {247}
Other comprehensive income/(loss)
Net fair value gains/liosses} on cash flow hedges - - - 1866 - - 66
Reclassified and reported in the Company income statement - - - 1162} - - 1152}
Tax relating to components of other comprehensive income ) - - - 114} - - (14}
Total other comprehensive income/{loss) T - - - {10} - - (10}
Total comprehensive income/lioss) - - - (10} - 247 (257}
Transactions with owners 7 -
Purchase of treasury shares - - - - (24) - (24)
Share-based payments - - - - 9 49 58
Issue of shares 2 1 - - - - 3
Dividends ) - - - - - - -
Total transactions with owners R 2 1 - - __ (15} 49 37
At 25 February 2017 . o 409 5,096 . 168 {22) 6,795 12,462

The notes on pages 134 1o 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 April 2018
and the Company balance sheet was signed on the Board's behaif by
Dave Lew:s and Alan Stewart

These financial statements were prepared (in accordance with Financial
Reporting Standard 101, 'Reduced Disclosure Framework’ {(FRS 101)

The Company meets the dehmtion of a qualifying 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 Sterhing.
its functional currency, generally rounded to the nearest milhion

The principal accounting policies adopted by the Company are set out in
Note 2 The financral statements have been prepared under the historical
cost convention, except for certain financial nstruments and share-hased
payments that have been measured at fair value

Note 2 Accounting policies

Basis of preparation of financial statements
The Parent Company financial statements have been prepared in
accordance with FRS 101 and the Companies Act 2006 (the Act)

FRS 101 sets out a reduced disclosure framework for a ‘qualifying entity’
as defined in the standard which addresses the financial reporting
requirerments and disclosure exemptions in the individual financial
statements of gualifying entities that otherwise apply the recogriticn
measurement and disclosure requirements of EU-adopted IFRS

The financial year represents the 52 weeks 10 24 February 2018
{prior financial year 52 weeks to 25 February 2017}

As permitted by FRS5 101, the Company has taken advantage of the
disclosure exemptions available under that standard in relation to business
combinaticns, financial instruments, capital management presentation

of comparative informatian 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
basis as set out In Note 1of the consolidated financial statements of Tescoe PLC

The Directors have taken advantage of the exemption avallable under
Section 408 of the Companies Act 2006 and not presented an income
statement or a statement of comprehensive iIncome for the Company alone

A sumrmary of the Company's signihcant accounting policies s set out below

Short-term investments

Short-term investments are recognised initially at fair value and
subsequently at amoertised cost. All income from these investments is
included in the income statement as interest recevable and similar income

Investments in subsidiaries and joint ventures
Investrments in subsidiarigs and jomnt ventures are stated at cost less,
where appropnate, provisions for impairment

Foreign currencies

Transactions it forewgn 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 denorminated in foreign currencies
are retranslated to the functional currency at the rates prevailing 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 1s charged
to the income statement over the vesting pericd The value of the charge

1s adjusted to reflect expected and actual levels of vesting Where the
Company awards shares or options to employees of subsidiary enuties,

this Is treated as a capital contribution
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Financial instruments

Financial assets and financial liabilities are recognised in the Company
kalance sheet when the Company becomes party te the contractual
provisions of the instrument

Receivables

Recewables are recognised inttially at fair value, and subseguently at
amortised cost using the effective interest rate method less provision
for impairment

Financial liabiiities and equity jnstruments

Financial iabilities and equity instruments are classified according to the
substance of the contractual arrangements entered inte An equity instrument
|s any contract that gives a residual interest in the assets of the Company
after deducting all of its liabiities Equity instruments 1ssued by the Company
are recorded as the proceeds received, net of direct 1ssue costs

Interest-bearing borrowings

interest-bearing bank loans and overdrafts are iniially recognised at fair
value, net of attributable transaction costs Subsequent to inibial recogrution.
interest-bearing borrowings are stated at amortised cost with any differences
between proceeds and redemption value being recognised in the Company
income statement over the period of the borrowings on an effective
interest basis

Payables
Payables are recognised inially at fair value, and subsequently at amortised
cost using the effective interest rate method

Derivative financial instruments and hedge accounting

The Company uses denvative hnancial instruments to hedge its exposure to
foreign exchange and interest rate risks arising from operating. financing and
investing activities The Company does not hold or 1ssue derwvative financial
instruments for trading purposes, however if derivatives do not gualfy for
hedge accounting they are accounted for as such

Denvative financial Instruments are recognised and stated at farr velue
Where derivatives do not qualify for hedge sccounting. any gains or losses
on remeasurement are immediately recognised in the Company income
statement Where derivatives qualify for hedge accounting, recognition of
any resultant gain or loss depends 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 between
the tem bewng hedged and the hedging instrument

The Company 1s also required to document and demonstrate an assessment
of the relationship between the hedged item and the hedging instrument.
which shows that the hedge will be highty effective an an ongong basts This
effectiveness testing1s performed at each reporting date to ensure that the
hedge remains highly effective

Derivative financial nstruments with maturity dates of mora thamn one year
from the balance sheet date are disclosed as non-current

Fair value hedging

Derivative financial Instruments are classified as far value hedges when they
hedge the Company’s exposure to changes in the fair value of a recognised
asset or hability Changes in the fair value of derivatives that are designated
and qualfy as farr value hedges are recorded in the Company iIncome
statement, together with any changes in the far 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 Company's exposure to variability in cash flows that are either
attnbutable to a particular nsk associated with a recognised asset or hability.
or a highly probable forecasted transaction The effective element of any
gain or loss from remeasuring the derivative instrument is recognised
directly «n the Company staterment of comprehensive Income

The associated curnulative gain or less s reciassified from other
comgprehensive ncome and recognised in the Company mcome statement

in the same period or periods during which the hedged transaction affects
the Company income statement The classification of the effective portion
when recognised In the Company Income statement 1s the same as the
classification of the hedged transaction Any element of the remeasurement
criteria of the dernvative instrument which does not meet the criteria for an
effective hedge 1s recognised immediately in the Company income statement
within finance Inceme or Costs



Note 2 Accounting policies continued

Cash flow hedging continbed

Hedge accounting is discontinued when the hedging instrument expires

or 15 sold, terminated or exercised. orif a voluntary de-designation takes
place or no longer qualifies for hedge accounting At that point in time, any
cumulative gain or loss on the hedging instrument recogrused in equity 1s
retained in the Company statement of changes in equity unti the forecasted
transaction occurs or the origimal hedged itern affects the Campany income
statement If a forecast hedged transaction is na longer expected ta occur,
the net cumulative gain or less recognised in the Company statement of
changes In equity 15 reclasstied to the Company income statement

Pensions

The Company participates in defined benefit pension schemes There are
no formal palicies or contractual agreements for recharging within the
Group and the Company cannot identify its share of the underlying assets
and habilities of the schemes Accordingly. as permitted by IAS 19 'Employee
Benefits” the Company has accounted for the schemes as defined contribution
schemes, and the charge for the financial year 1s based upon the cash
contributions payable

The Company also participates in a defined contribution scheme open to
all UK employees Payments to this scheme are recognised as an expense
as they fall due

Taxatien
The tax expense included in the Company iIncome 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 is recogrnised in the Company income
statement except to the extent that it relates to items recognised In the
Company statement of comprehensive income or directly in the Company
statement of changes in equity. in which case it 1s recognised 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 hability method. providing for
temporary differences between the carrying amounts of assets and habilities
far financial reporting purposes and the amounts used for taxation purposes

Deferred tax s calculated at the tax rates that are expected to apply In the
perncd when the iability is settled or the asset realised based on the tax
rates that have been enacted or substantively enacted by the balance sheet
date Deferred tax is charged or credited in the Company ncome statement.
except when it relates to items charged or credited directly to equity or other
comprehensive income In which case the deferred tax s also recognised in
equity, or other comprehensive iIncome respectively

Deferred tax assets are recognised to the extent that it 1s probable that
taxable profits will be avallable aganst which deductible temporary
differences can be utihsed

The carrying amount of deferred tax assets 1s reviewed at gach balance
sheet date and reduced to the extent that it 1s no longer probable that
sufficient taxable profits will be avallable to allow all or part of the assets
to be recovered

Deferred tax assets and liabilities are offset against each other when there
1s a legally enforceable right to set off current taxation assets against current
taxation labilities and 1t 1s theintention to settle these on a net basis

Judgements and sources of estimation uncertainty

The preparation of the Company financial statements requires management
to make jJudgements estimates and assumptions in applying the Company's
accounting policies to determine the reported amounts of assets, habilities
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 assumptians are reviewed on an
ongoing basis with revisions to accounting estimates applied prospectively

The preparation of the Company financial statements for the financial
year did not require the exercise of any critical accounting judgements or
signthcant estimates The risk of matenial adjustment in the next financial
year relating to impairment of investments, previously disclosed as a key
source of estimation uncertainty, 1s no longer viewed as significant

Financial statements

Standards issued but not yet effective

At the date of authorisation of these financial statements, the Company has
not applied the following standards that have been 1ssued 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 |AS 39 ‘Financial Instruments
Recogntion and Measurement’ with the exception of macro hedge
accounting The standard 1s effective for accounting penods beginning
on or after 1 January 2018

The Company expects the following changes anising from IFRS 2

Classification and measurement All financial instruments classified as loans
and recewvables under |1AS 3% will be classified and measured at amortised
cost under IFRS 9

Impairment The new impairment requirements of IFRS 3 require expectad
credit losses to be applhed 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 Alf existing hedge relationshups for the company will
transition to IFRS S on adoption

IFRS 15 ‘Revenues from Contracts with Customers’
This standard 1s not expected to have a material tmpact on the Company

IFRS 16 ‘Leases’
This standard 1s not expected 1o have a material impact on the Company

Other standards and amendments
Refer to Note 1 to the Group financial statements

Note 3 Auditor remuneration

Fees payable to the Company's auditor for the audit of the Company and
Group financial statements are disclosed in Note 3 to the Group financial
statements

Note 4 Dividends

For detalls of dividends see Note 8 to the Group financral statements
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Notes to the Parent Company financial statements continued

Note 5 Employment costs, including Directors’ remuneration

2018 2017

) ) . ) B Notes £m £m

Wages and salaries 14 1%
Social security costs 2 2
Pension costs 14 4 K]
Share-based payment expense B 7 6
7 %

The amounts above include recharges from other Group companies for Tesco PLC related activities.
The average number of employees (all Directors of the Company) during the financial year was 11(2017 11}

The Schedule 5 requirements of SI 2008/410 for Directors’ remuneration are included within the Directors’ remuneration report on pages 45 to 64

Note & Investments

Shares Shares
In Group Injoint
undertakings ventures Total
Em £m £m
Cost
At 25 February 2017 16,426 9 16,435
Additions 222 - 222
Disposals i . (16) 9) (25)
At 24 February 2018 _ 16,632 - 16,632
Impairment
At 25 February 2017 (3,353) - (3,353}
Charge for the year o (186) - (186}
At 24 February 2018 ) B . B (3,539) - (3,539)
Net carrying value
At 24 February 2018 13,093 - 13,093
At 25 February 2017 13.073 g 13,082

During the fnancial year the Company rastructured its investments in various dormant subsidiaries As part of this exercise, £167m of amounts owed t¢
various Group undertakings were waived. £14m of dividends were received and the related investments balances were impaired by £152m, resulungin a net
£29m income

The list of the Company’s subsidiary undertakings and joint ventures 1s shown on pages 140 to 145

Note 7 Receivables

2018 2017

£m £m

Amounts owed by Group undertakings” 6.598 7428

Amounts owed by jont ventures and associates 20 18

Other recewvables B B 27 all

—# 6,645 1,487

Ot which

Current 6,625 7469
Non-current 20 RN

’ ) 6,645 7,487

* Amounts owed by Group undertakings are erther interest-bearing or non interest-bearing depending on the type and duration of the recewabie relationship with interest ratesranging
from 0% to 3% with maturities up to and including March 2025

Note 8 Short-term investments

2018 2017
N o o £m £m_
Money market funds 369 1398

Note 9 Cash and cash equivalents

Inclugded in cash and cash equivalents of £733m (2017 £790m) 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 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 detalls on
the Boaker merger
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Note 10 Payables

2018 2017

£m £m

Amounts owed to argugd;d‘éréla}lésm’— 4,707 4.889
Other payables 43 50
Taxation and social secunty 3 1
Accruals and deferred income 6 6
Deferred tax lablity® ) 8 32
B - 4,767 4,978

= Amounts owed to Group undertakings are either interest-bearing or non interest-bearing depending on the type and duration of the creditor relationship with interest rates ranging
from 0% to 3% with matunities up to and Including February 2051
1= The deferred tax asset/{liabilityl recognised by the Company and the movements thereon during the financial year are as follows

Other

Financiai timing
instruments differences Total
L £m £m £m
At 25 February 2017 38) 6 {32)
Charge 1o the iIncome statement for prior 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 subsicharies As part of this exercise. £167m of amounts owed to
various Group undertakings were waived £14m of dividends were receved and the related investments balances were impaired by £152m resulting in a net
£29m income

Note 11 Borrowings

Current

2018 27
L !igr_vaiuL Maturity £m £m
Bank toans and overdrafts - - 26 13
5 5% USD Bond $850m Nov 2017 - 709
3 375% MTN £750m Nov 2018 667 -
693 840

Non-current
208 N7
Parl\ia\ﬂe\ N _Melu_r_lty £m £m
3 375% MTN ©€750m  Nov 2018 - 641
5 5% MTN® £18tm Dec 2019 183 353
6125% MTN £800m Feb 2022 952 896
5% MTN® £238m Mar 2023 254 a1
3 322% LPIMTN®™ £335m Nov 2025 338 326
6% MTN £159m Dec 2029 198 253
5 5% MTN®@ £176m Jan 2033 221 255
1982% RPI MTN'™® £277m Mar 2036 279 270
615% USD Bond® $850m Nav 2037 816 1.063
4 875% MTN® £102m Mar 2042 103 175
5125% MTN® €£356m Apr 2047 323 522
5 2% MTN® S 888m Mar 2057 85 275
oo o 3,632 5.440

al During the financial year, the Group undertock a tender for outstanding bonds and as a result the following notional armeunts were repaid early 5 5% MTN Dec 2018 £169m

5% MTN Mar 2023 £151m 6% MTN Dec 2029 £41m 5 5% MTN Jan 2033 £24m € 15% USD Bond Nov 2037 5300m 4 B75% MTN Mar 2042 £71m 5 125% MTN Apr 2047 €244m and 5 2%
MTN Mar 2057 £ 111m

The 3 322% Limited Price Inflation (LPI} MTN 1s redeermable at par indexed for increases in the RPl over the life of the MTN The maximum mdexation of the principal in any one year 1s
5% with a minrmum of 0%

" The 1 982% RPIMTN s redeemable at par, indexed for mcreases in the RPl over the life 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 2007
Asset Liability As_set S TI;B\W
£m £m £m £m
Current B B o - - 155 -
Non-current - o 952 (488} 1274 (466)
7 T } " 952 {488) 1,429  (466)
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Note 12 Derivative financial instruments continuea

2018 2017
Asset Liabiity @T—_‘_ ﬁab\tltv T
Fair value Nctional Fair value Notional Fair value Notional " Forrvalue 'ﬁonal
£m £m £m £m £m £ £m £m
Fair value hedges
Interest rate swaps and similar instruments 12 65 - - 6 65 - -
Cross-currency swaps 128 401 (52) 207 386 79 (26) 408
Cash flow hedges
Cross-currency swaps 129 N3 - - 296 Q07 - -
index-hnked swaps 140 612 ~ - 162 59 - -
Derlvatives not in a formal hedge relationship
Index-linked swaps 543 3,339 (436) 3.339 569 3339 {440) 3.338
Total 952 4,730 a8el 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 to reward Executive Directars
For further information on these schemes. inciuding the valuation models and assumpttons used see Note 26 ta the Group financial statements
Share option schemes
The number of options and weighted average exercise pnice (WAEP) of share option schemes relating to the Company employees are
For the 52 weeks ended 24 February 2018
Savings-relatec Nil cost
Share Option S5cheme shate oplions
Options WAEP Options WAEP
Outstanding at 25 February 2017 S T 23,840 151.00 10,548,558 -
Granted - - 4,031,340 -
Forferted - - (308.543) -
Exercised o - - - -
Outstanding at 24 February 2018 T T 23,840 151.00 14,271,355 -
Exercise price range (pencel 151.00 -
Weighted average remaining contractual ife (years) o 144 8§00
Exercisable at 24 February 2018 o - - 2,989,805 -
Exercise price range (pence) - -
Weighted average remaining contractual life lyears} - 706
For the 52 weeks ended 25 February 2017
Savings-related Nil cost
Share Option Scheme share oplions
Epﬁons WAEP‘ - Qptions 7ﬁ\nﬁ;
Qutstanding at 27 February 2016 23,840 151.00 5,079,088 -
Granted - - 551,108 -
Forfeited ~ - - -
Exercised - - (41,636] -
Outstanding at 25 February 2017 23,840 151.00 10,548,558 -
Exercise price range (pence) 15100 -
Weighted average remaining contractual hfe lygars) 243 850
Exercisable at 28 February 2017 - - 2,250,252 -
Exercise price range (pence) - -
Weighted average remaining contractual life {years) - 768
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Note 14 Pensions

The total cost of participation in the Tesco Retirement Savings Plan (a defined contribution scheme! to the Company was £4 4m {2017 £2 9m)
Further disclosure relating to all schemes can be found in Note 27 to the Group financial statements

Note 15 Called up share capital

2018 2017
Ordinary shares of 5p each Ordinary shares of bp each

Numkber £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 - 849,435 -
Share bonus awards 1ssued 12,000,000 1 33,000,000 2
At the end of the year 8,192,116,619 410 8,174,932,553 409

During the financial year. 5 2 milhon {2017 0 8 million) ordinary shares of 5p each were 1ssued In relation to share options for an aggregate consideration
of £8m (2017 £1m} and 12 0 mithon (2017 33 0 millon} ordinary shares of 5p each were 1ssued in relation 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 Under the share forfeiture
programme the shares and dividends asscciated with shares of untraced members have been forferited, with the resulting proceeds transferred to the Group
to use for good causes in ine with the Group's corporate responsibility strategy During the financial year the Group recewved £3m proceeds from sale of
untraced shares and £2m write-back of unclaimed dividends, which are reflected in share prermium and retained earmngs respectively

As at 24 February 2018, the Directors were authonsed to purchase up to a maximum in aggregate of 817 5 million (2017 §14 1million} ordinary shares

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one vote per share at general meetings
of the Cempany

On 5 March 2018, the Group completed 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 liabilities shown in Note 37 to the Group financial statements the Company has entered into financial 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 habilities until it becomes
probable they will be called upon

In addition, the Company has guaranteed the rental payments of certain Group undertakings relating to a portfolio of retall stores. distribution centres
and mixed use retail cevelopments

The likelihood 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 408 of the Companies Act 2006 and Schedule 4 of The Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008, a full st of related undertakings. registered office address and the percentage of share class owned as at 24 February 2078 gre disclosed

below. Changes tc the list of related undertakings since the year-end date are detalled in the footnotes balow Al undertakings are indirectly owned by

Tesco PLC unless otherwise stated

Subsidiary undertakings incorporated in the United Kingdom

Name of undertaking

Acklam Management
Company Limited

Adminstore Limited

Adsega Limited?
Alfred Preedy & Sons Limited

Armitage Finance Unhimited

Bath Upper Bristol Road
Management Company Limited

Berry Lane Management
Company Limited

BF Lirmited"

Bishop's Group Limited™
Booker Cash & Carry Limited®
Booker Direct Limited®
Booker EBT Limited"

Booker Group pic®

Booker Limited®

Booker Retaul Partners

{GB) Limited"

Booker Retall Limited"

Booker Wholesale
Haldings Limited™

Broughton Retall
Norminee 1 Limited

Broughtan Retail
Nomineea 2 Limited

Broughton Retal!
Nominee 3 Limted

Broughton Retall
Nominee 4 Limrted

BudgenHoldings Limited"”

Budgens Pension Trustees
No 2 Limited”

Budgens Property
Investments Limited®

Budgens Stores Limited"
Buttoncabie Limited
Buttoncase Limitedt

Canterbury Road
Management Limited

Cardiff Cathays Terrace
Management Company Limited

Cheshunt Fmance Unfimited

Comar Limited®

Cullen’s Holdings Limited
Culler's Stores Limited

Day and Nite Stares Lirmted

Dillons Newsagents Limited

dunnhumby Holding Limited

dunnhumby International
Limited

140

address

Registered

1

ag
38
38
38
38
38
38
38

38
38

38
38

38

38

N o s

5
5

Class of share held

Limited by Guarantee

£0.01ACrdinary

£0 018 Ordinary

L0 O C Ordhnary
£100 Ordinary

£1 00 Deferred

£100 Ordinary

£0 90 Ordinary
timited by Guarantee

Limited by Guarantee

£100 Ordwnary
£0C1Ordinary
£100 Ordinary
£8 01 Grdinary
£100 Ordinary
£0 01 Ordinary
£100 Ordinary
£1 00 Ordinary

£010 Ordinary
£0 01 Ordinary

£100 Ordinary
£1 00 Ordinary
£100 Ordinary
£100 Orginary

£1 00 Ordinary
£100 Ordinary

£100 Ordinary

£100 Ordinary

£1.00 Ordinary

£100 Cumulative
Redeemable
Preference

£100 Ordinary
Limited by Guarantee

Limrted by Guarantee

£0 01053256774
Ordinary

£100 Ordinary
£010 Ordinary

£1 00 Ordinaty
£1.00 Cumulative
Convertible
Participating Preferred
Ordinary

£100 Cumulative
Redeemable
Preference

£100 Ordinary
£0 25 Non-Voting
Ordinary

£100 Qrdinary
£100 Ordinary

% held

by Group

100
100
100
100
iC0
100
100

100
100
00
160
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
100
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Registered % held
Name of undertaking address  Class of share held by Group
dunnhumby Limited 5 £3 b9 Ordinary 100
dunnhumby Overseas Limited 5 £1 00 Ordinary 100
dunnhumby Trustees Limited 5 £1 00 Ordinary 00
Europa Foods Limited 1 £1 00 Ordinary 100
Faraday Properties Limited 6 £100 Ordinary 100
Guant Bidco Limited" 38 £100 Ordinary 100
Giant Booker Limited” 38 £0 25 Ordinary 100
Grant Midco timiteg® 38 £1 60 Ordinary 100
Gibbs News Limited 2 £100 Ordinary 100
Halesworth SPV Limited 1 £100 Ordinary 100
Harts the Grocers 1 £1 00 Ordinary 100
(Russell Square) Limited
Highams Green Management 3 Lirmited by Guarantee -
Company Limited
IRTH (15} Limiteg™ 38 £100 Ordinary 100
IRTH (19) Limited® 38 $100 Ordinary 100
J E Cohen & Company Limited 1 £100 Ordinary 100
KSS Retayt Limited 5 £0 001 0rainary 100
Launchgrain Limiteg! 1 £100 Ordinary 100
Linebush fii Limited 2z £100 Qroinary A 100
£100 Ordinary B 100
Liriebush IV Limited 2 £0 01 Ordinary A 100
€120 Qrdinary B 100
£0 01 Ordinary C 100
Linebush Limited 2 £0 01 AOrdinary 100
£100 B Ordinary 100
£0 01C Ordinary 100
Linebush V Limited 2 £1.20 Qrainary A 100
£120 Ordinary 8 100
Linnco Limiteg” 38 £100 Ordinary 100
Londis (Holdings) Limited™ 38 £50 00 Ordinary 100
Londis Pension 38 £100 Ordinary 100
Trustees Limited®™
London and Home Counties 1 £100 Ordinary A 100
Superstores Limited £100 Ordmary 8 00
£100 Redeemable 100
Cumulative Preference
M & W Limited 2 £010 Ordinary 100
Makra Hofding Limited" 38 £100 Ordinary 100
Makr o Properties Limited® 38 £100 Ordinary 100
Makro Self Service 38 £100 Ordinary A 100
Wholesalers Limited® £100 Ordinary B i0C
Milts (East Midlands) Limited 2 £100 Ordinary 100
Mills Group Limited 2 £100 Ordinary 100
Morgam News Limited 2 £100 Ordinary 100
Motorcause Limited 1 £1 00 Ordinary 100
Murdoch Norton Limited® 38 £0 05 Ordinary 100
NutrnCentre Limited 1 £010 Ordinary 100
Oakwood Distribution Limited 1 £100 Ordinary 100
One Stop Community 2 £100 Ordinary 00
Stores Limited
Qne Stop Convenience 2 £100 Ordinary 100
Stores Limited
One Stop Stores Limitedt® 2 £100 Ordinary 100
One Stop Stores Trustee 2 £1 00 Ordinary 100
Services Limited
Orpington [Station Read) Limited H £100 Ordinary 100
Oxford Fox and Hounds 1 Limited by Guarantee -
Management Company Limited
Paper Chan 2 £1 00 Deferred 100
(Cast Anglial Limited US$C 001 Ordinary 100
PTLL Limuted 1 £100 Qrdinary 100
thtj—CourﬂL\_mitﬂ _ 38 £010 Qrdinary 180
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Registered % held Registered % held
Name of underiaking address  Class of share held by Group Name of undertaking address  Class of share held -~ by Group
Seacroft Green 1 £100 Ordinary 100 Tesco Lagoon GP Limited 6 £100 Ordinary 100
Nominee 1 Limited Tesco Mamtenance Limited 1 £100 Ordinary 160
Seacroft Green 1 £100 Ordimary 100 Tesco Mobile ] £100 Ordinary 100
Nominee 2 Limited Communications Limited®
Snowman Retail 1 Limited 2 £100 Ordinary 00 Tesco Mobile Services Limited 1 £100 Ordinary 100
Snowmarn Retail 2 Limited 2 £100 Ordinary 10C  Tesco Navona {ILP) Limited 1 £100C Ordinary 100
Sociomantic Labs Limited 8 £100 Ordinary 00 TescoNavona {GP) Limited 1 £100 Ordinary A 100
Spen Hill Developments Limited 1 £100 Ordinary 100 £100 Ordinary 8¢ 100
Spen Hilt Management Limited!® 1 £100 Ordinary 100 Tesca Navena 1 £100 Ordinary 100
Spen Hill Properties (Holdings) pict 1 £100 Ordimary 100 {Nominee 1) Limited
Spen Hill Regeneration Limited 1 £100 Ordinary 100 Tesco Navena 1 £100 Ordinary 100
Spen Hill Residential No t Limited 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 Limited by Guarantee - {Nominee Holdcal Limited
Management Limited Tesco Navona PL 1 £100 Ordinary 100
Statusfloat Limited 1 £1 00 Ordinary 100 Propco Limited
Stewarts Supermarkets Limited® 1 £100 Ordinary 100 ;r::gsot:;:g?r:\ted' ! £100 Ordinary 100
T & S Properties Limited 2 £100 Ordinary 100 Tesco Overseas ULC 1 £0 0000005 A 100
T & S Stores Limited! 2 £0 05 Ordinary 100 Ordinary
Tapesilver Limited?® 1 £100 Ordinary 100 £0 00000025 B 100
Teesport {GP) Limited 1 £100 Ordinary 100 Ordinary
Tesco {Overseas) Limited? 1 £100 Ordinary 100 £0 00000026 C 100
Tesco Aqua (3LP) Limited 1 £100 Ordinary 100 Ordinary
Tesco Agua (FInColt Limited 1 £100 Ordinary 100 £0 0000006250 100
Tesco Aqua (FinCo2} Limited 1 £100 Ordinary 100 Ordinary
Tesco Aqua (GP) Limited 1 £100AOrdinary 100 £0 000CC025 £ 100
Ordinary
£1 00 B Ordinary 00 €0 00000025 F 100
Tesco Aqua (Nominee 1) Limited 1 £100 Ordinary 100 Ordinary
Tesco Aqua INominee 2] Limited 1 £100 Grdinary 100 £0 000000256 100
Tesco Aqua 1 £1 00 Ordinary 100 Ordinary
{Nominee Holdco) Limited £0 00000025 H 100
Tesco Atrato (ILP} Limited 1 £1 00 Ordinary 100 Ordinary
Tesco Blue (3LP) Limited 1 £100 Crdinary 100 £0 00000025 4 100
Tesco Blue (FinCo?2) Limited 1 £100 Ordinary 100 Crdinary
Tesco Biue (GP) Limited 1 £100 A Ordinary 100 £0 00000025 K 100
£100 B Ordinary' 100 Ordinary
Tesco Blue INominge 1) Limited 1 E100Crdnary 100 gc:gsgxoozs L 100
Tesco Biue (Nominee 2) Limited 1 £1 00 Crdinary 100 £0 00006025 M 100
Tesco Blue i £1 00 Crdinary 100 Ordinary
{Norminee Holdco! Limited £6 00030075 N 100
Tesco Corporate Treasury 1 £1 00 Crdinary 120 Ordinary
Services PLC!
£0 000Q00250 100
Tesco Depot Propco Limited 1 £100 Ordinary 100 Ordinary
Tesco Distribution 1 £100 Ordinary 100 £0 00000025 P 100
Holdings Limited Ordinary
Tesco Distribution Limited 1 £100 Ordinary WO Tesco Passaic (ILP) Limted 1 £1 00 Ordinary 100
Tesco Dorney (ILP) Limted 1 £1 00 Ordinary WO Tesco Passaic (GP) Limited 1 £100 Ordinary A 100
Tesco Employees’ Share 1 £1 00 Ordinary 100 £100 Ordinary B 100
Scheme Trustees Limited™ Tesco Passalc 1 £1 60 Ordinary 100
Tesco Family Dining Limited 1 £100 Ordinary 00 (Nominee ) Limited
Tesco FFC Limited 1 £0 01 Ordinary 100 Tesco Passaic 1 £100 Ordinary 100
Tesco Food Saurcing Limited 1 £100 Ordinary 100 {Neminee 2} Lirited
Tesco Freetime Limited 1 £100 Ordinary 100 Tesco Passac 1 £100 Ordinary 100
Tesco Fuchsia (3LP) Limited 1 £100 Ordinary 100 (Nominee Holdcal Limited
Tesco Gateshead 1 £100 Ordinary 100 Tesco Passalic PL Propco Limited 1 £100 Ordinary 100
Property Limited Tesco PEG Limited 1 £0 01 Crdinary 100
Tesco Holdings Limited? 1 £010 Ordinary 00 Tesco PENL Limited 1 £100 Orchinary 100
£100 Preference 100 Tesco Pension 1 £100 Ordinary 100
Tesco Internaticnal Internet 1 £100 Ordinary 100 Investment Limited"
Retailing Limited! Tesco Pension Trustees 1 £100 Ordinary 100
Tesco International 1 E100 Ordinary 100 Limited™
Services Limitedt Tesce Personal Finance 0 £010 A Ordinary 100
Tesco Kirkby 1 £100 Ordinary 1o GroupLimited! £010 B Ordinary 100
(General Partner) Limited £010 C Ordinary 100
Tesco Kirkby (LP) Limited 1 £100 Ordinary 100 Tesco Personal Finance PLC 10 £010 Ordinary 100
Tesco Kirkby 1 £100 Ordinary 100 Tesco Property |l £100 Ordinary 100
{Unitholder1) Limited {Nominees) (No 1) Limited
Tesco Kirkby 1 £100 Ordinary 100 Tesco Property n £100 Crdinary
{Unitholder2) Limited 100

(Nominees) (No 2} Limited
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Related undertakings of the Tesco Group continued

Registered %held  ynternational subsidiary undertakings
Name)&_:f undertaking _ _address Class of share held by Group
Tesco Property n £100 Ordinary 100 Registered % held
{INominees) Lirmited Name of yndertaking __address Class of share held by Group
Tesco Property 1 £100 Ordinary 100 Arena Lersey) 28 £100 Orcinary 100
Finance 1 Holdco Limited Management Limited!
Tesco Property Finance 1PLC 1 £100 Ordinary 100 Booker Cyprus Limited" 92 €100 Ordinary 100
£100 Ordinary 100 Booker india Private Limited" 89 INR 10 00 Ordinary 100
Tesco Property Holdings 1 £100 Ordinary 00 Booker Satnam Wholesale 89 INR 1G 00 Ordinary 87
(No 2) Limited Private Limited”
Tesco Property Holdings Limited 1 £100 Ordinary 100 Cheshunt Holdings 18 £100 Ordinary 99994
Tesco Property Nominees 1 £100 Ordinary 0o Guernsey Limiteg!
{No 5) Limited Cheshunt Hungary Servicing 22 HUF 100,000 Quota 100
Tesco Property Nominees 1 £100 Ordinary 100 Limited Liabllity Company
{No.6) Limited China Property Holdings 20 HKD 1.00 Ordinary 100
Tesco Property Partner 1 £100 A Ordinary oo HK Limited
(GP} Limited! £1,00 B Ordnary 100 Chirac Limited 24 €125 Ordinary 100
Tesco Property Partner 1 £100 Ordinary 1o Cirrus Finance (2009) Limited 24 £1.000 A Ordinary 00
{No 1} Limited? €1.00 Ordinary 00
Tesco Property Partner 1 £1 00 Ordinary 100 Cirrus Finance Limited 24 E1.OCO Orchnary 100
(No.2) Limited! Clondalkin Properties Limited 24 €125 Ordinary 100
Tesco Red (3LP) Lirnited 1 £100 Ordinary 100 commercial Investments Limited 24 €125 Ordinary 100
Tesco Red (GP} Limited 1 £100 A Grdinary 100 crestOstravaas 16 CZK 160,000 Ordinary 100
£100 B Ordinary 100 pelamare Holdings BY 30 £€1000rdinary 100
Tesco Red (Nominee 1) Limited 1 £100 Ordinary 100 Department store 1% CZK 100 000 Ordinary 100
Tesco Red (Neminee 2) Limited 1 £1 00 Ordinary 100 Pardubicesro
Tesco Red 1 £100 Ordinary 100 dunnhumby (Koreal Limited 62 KRW 5000 Ordinary 100
{Nominee Holdcol Limited dunnhumby (Malaysial Sdn Bhd 64 RM 100 Crdinary 100
Tesco Sarum (ILF) Limited 1 £100 Ordinary 00 dunnhumby (Fhaiand) Limited 69 THB100 Ordinary 100
Tesco Seacroft Limited 1 £100 Ordinary 00 dunnhumby Australia Pty Limited 96  AUD 100 Ordinary 100
Tesco Secretaries Limited 1 £100 Ordinary 100 dunnhurnby Brazit 53 ERLS1 00 Ordinary 100
Tesco Services Limited 1 £100 Crdinary 100 Consultora Ltda
Tesco Stores Limited 1 £100 A Preference 100 dunnhumby Chile SpA” 97 CLP 5C0.000 Ordinary 1020
£100 B Preference 100 dunnhumby Colombia S A'S 52 CQP §1.000 Ordinary 100
£100 Ordinary 100 dunnhumby Computer 54 TL 25 00 Grdinary 100
Tesco TLB Barnstaple Limited 1 £100 Ordinary 100 Infarmation Technology and
Tesco TLB Finance Limited 1 £1 00 Qrdinary 100 Consultancy Services LLC
dunnhumby Consulting 55 CADSO 01 Qrdinary 100
Tesco TLB Nottingham Limited 1 £100 Ordinary 100 Canada Lirmited
Tesco TLB Pontypridd Limited ! £100 Ordinary 180 Gunnhumby Consulting Services 56 INR 10 00 Qrdinary 100
Tesco TLB Properties Limited 1 £100 A Ordinary 100 india Private Limited
1 £100 B Ordinary G0 dunnhumby Czechsro 6 CZK 200,000 Basic 100
Tesco Treasury Services PLCY 1 £1.00 Ordinary 100 business
The Big Food Group Limiteg" 38 £010 Ordinary 100 dunnhumby France SAS 57 €2 00 Ordinary 100
The Teesport 1 Limited Partnership 100 dunnhumby Hungary Kft 22 Registered capital HUF 100
Limited Partnership 3.000.000
The Tesco Aqua Limited Partnership 100 dunnhumby Information Registered capital 100
Limited Partnership Technology Consulting UsS§140,000
The Tesco Blue Limited Partnership 100 {Shanghan Company Limited
Limited Partnership dunnhumby ireland Limited 63 €100 Ordinary 100
The Tesco Kirkby 1 Limited Partnership 100 dunnhumby !T Services 59 INR 10 00 Crdinary 100
Lirmited Partnershup Indta Private Limited
The Tesco Navena 1 Limited Partnership 160 dunnhumby ftala Srl &0 €100 Common 100
Lirmited Partnership dunnhumby Japan K K 61 JPY 10 000 Ordinary 100
The Tesco Passaic 1 Limited Partnership 100 dunnhumby Mexico 65 MXN 100 Common 100
Limited Partnership S deRL deCV
The Tesco Property 1 Limited Partnership 160 gunnhumpy Poland Spz.0 0 32 PLN 50 00 Ordinary 100
Limited Partnersnip dunnhumby Slovakia s r o 67  MNosharesinissue -
The Tesco Red 1 Limited Partnership 100 dunnhumby 58 No par value Ordinary 100
Limited Partnership South Africa (Pty) Ltd
TRT Holdeo No 1 Limited'® 1 £100 Crdinary 100 dunnhumby Inc 70 No par value 100
Ventnor High Street i Limited by Guarantee - Common stock
Management Company Limited dunnhumby Ventures LLC 1 - 106
Verulam Properties Limuted I 100 Drdinary 100 Egson investments Limited 24 €200 0rdinary 100
Yé?;\;gﬂ!'?eusﬁf)vﬁ:n\fed ! £100 Crainary W00 e4son Properties Limited 24 €100 Ordinary 106
Wim Low Supermarkets Limited 6  £100Ordnary 100 EZC{E Distribution System 34 THB10 00 Ordnary 939
ELH Insurance Limited 19 £100 Ordinary 100
Genesissp 200 32 PLN 500 Ordinary 100
Golden Island Management ” €1269738 A Ordinary 100
Services Limited €£1269738 Ordinary 100
J Smyle & Sons (IOM) Limited® 93 £100 Ordinary 100
Jasper Sp 700 32 PLN10OOrdinary 100
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Financial statements

Registered % held Registered % held
Name of undertaking address Class of share held by Group Name of undertaking address  Class of share held tyy Group
E!;aty Investments Tesco 32 PLN Partnership 100 Tesco Capital No 2 Limited 28 £0 01 Fleating Rate 100
Polskal Sp zoo Spk Interests Redeemable
tekaref Tesco 51 Limited Partnership 100 Preference!
Dunajska Streda. k s £100 Ordinary 100
Lekaren Tesco Petrialka, k s 51 Limited Partnership 100 Tesco Chile Sourcing Limitada 13 CLP 100 Qrdinary 100
Lekaren Tesco Piedt’any, k s 51 Limited Partnership 100 USS1 00 Ordinary 100
Lekdren Tesco Presov Vukov k s 59 Limited Partnership 100 Tesco Digital Ventures Pte Ltd 33 SGD 100 Ordinary 100
Lekareri Tesco Senec, k s 5 Limted Partnership 100 Tesco Dystrybucja Sp zoo 32 PLN 50 00 Ordinary 100
Lekaren Tesco Trencin.sro 51 Limited Partnership 100 Tesco EUIT Services s r o 16 CZK 100 Ordinary 100
Lekaren Tesco 51 Limited Partnership 100 Tesco CuropeBY 3 €100 Ordinary 100
Banska Bystrica k s Tesco Food Sourcing Brazil 12 BRL 100 Ordinary 100
Lekaren Tesco Kodice, k § 51 Limrted Partnership 100 Consultoria De Negogios Ltda
Lekaren Tesco bamad ks 51 Lirmited Partnership 100 Tesco Foundation 51 No par value basic 100
Lekareri Tesco Nitra, k s 51 Limited Partnership 100 {Nadacia Tesco) 5 capital
Lekaren Tesco 51 Limited Partnership 100 Tesco Franchise StoresCR sro 6 CZK 2.000.000 100
Spisska Nova Ves k s Crdinary
Lekaren Tesco Trnava., k 5. 51 Limited Partnership 100 Tesco-Global Stores Privately 22 HUF 10 00 Commen 999
Lekaren Tesco Zlate Piesky, k $ 51 Limited Partrership 1o Held Company Limited
Lekaren Tesco Zvolen, k s 51 Limited Partnership 100 Tesco Glabal Emplayment 34 THB100 Ordinary 100
Company Limited
LetfAany Development 16 CZK 100,000 Ordinary 100 Tesco Guangdong 20 US$1 GO Ordinary 100
andisro {HK) Co Limitec
Letfiany Development land 2sro. 16 CZK 100 000 Ordinary 100 Tesco Holdings BV 30 €100 Ordinary 100
Marine Coffee Company = €100 Qrdinary 100 Tesco International 51 €100 Ordinary 100
Holdings Limited Clothing Brand s ro
Marine Coffee Compary 2 €100 0rdinary 100 Tesco International 5 €100Crdmnary 100
Nominees Limited Franchising s ro
Monread Developments Limited 24 €0 001 Ordinary 100 Tesco International 20 HKD 10 00 Ordinary 100
Nabola Development Limited 24 €125 A0rdinary 100 Sourcing Limited
€125 8 Ordinary 100 Tescolrelend 24 €125 Ordinary 00
Cbchodny dom Bratislave sro 51 £100 Registered 100 Holdings Limitedt®
capital Tesco Ireland Limited 24 €125 Ordinary 100
Old FEHC Inc " 35 USS$0 01Common Stock 100 Tesco Ireland Pension 24 €125 Ordinary 100
Old FENM Inc T 35 LS80 01 Ordinary 100 Trustees Limited
Orpingford 24 €100 Ordinary 100 Tesco Joint Buying Service 14 US$ 100 Ordinary 100
PEJ Property 24 £100 Ordinary 100 (5hanghai) Ca Limited
Develnpments Limited Tesco Mobile 34 THB 100 Ordinary 100
Pharaway Properties Limited 24 €1000rdinary 0o  {Thaland) Co Limited
RJD Holdings 24 €1269738 Ordinary 100 Tesco Mobile Ireland Limited 24 €100 Crdinary 100
Saneyia Limited” 97 €100 Ordinary 100 Tesco Mobile Palska Sp z oo 32 PLN 50 00 Ordinary 100
Seberovsite s ro 16 CZK 100,000 Ordinary 100 Tesco Property (No 1) Limited 28 £1 00 Ordinary 100
Shuke Advertising 84 £130.000 Registered 100 Tesco Property Limited 15 US5 100 Registered 100
{Shanghaii Co . Ltd Capital Caprtal
Sociomantic Labs BV 77 €100 Grdmary 100 [esco Sourcing Incha 85 INR1G 00 Ordinary 100
Sociomantic labs GmbH 72 €100 Ordinary 100 T Stares {Mal Y Sdn Bhd" e 2 RM 100 A Ord 100
Sociomantic Labs Inc 83 US$50 00 Common g oo vloresMEysiESan 10,00 ransry s
Stock
Sociomantic Labs Internet 82 TRY2500 Ordinary 100 ho-Conver b e
Hizmetler Limited Sireket) Irredeemable
Sociomantic Labs LLC 75 RUR 1 00 Ordinary 100 Preference Shares
Sociomantic Labs 76 INR 10 00 Ordinary 100 Tesco Stores (Thailand) Limited* 34 THB 10 00 A Crdinary 100
Private Limited THB 10 00 B Preference <0 001
Sociomantic Labs Pte Ltd 80 58100 Ordinary 100 THB 10 OC C Preference 100
SociomanticLabssro'? 74 KC 100 Ordinary 100 Tesco Stores CR a s 6 CZK 1.000 Ordinary 100
Sociomantic Labs SARL 75 €100 Ordinary 100 Tesco Stores SR, a s B £33 193 92 Ordinary 100
Sociomantic Labs Servicos 73 RS1 00 Ordinary 100 Tesco Technology Services 21 HKD 1,000 Ordinary 100
web Ltda HK Limited
Sociomantic Labs Sp zo o 78 PLN 50 00 Ordinary 100 Tesco Trustee Company 74 £1 25 Ordinary 100
SociomanticS LU 81 €100 Ordinary 100 of Ireland Limited®
Tesco (Polskal Sp zo 0 32 BLN 500 Ordinary 100 Thundridge 24 €100 Qrdinary 100
Tesco Akademia Kepzés 22 HUF 100 000 Quotas 100 Valiant Insurance Company DAC 26 £100 Crdinary 100
es Fe‘!\es;téﬁ Koratoft VictoriaBBSp zoo 32 PLN 800 Ordinary 100
Felelbssegu Tarsasag Wanze Properties 24 €100 Ordinary 100
Tesco Bengaluru Private Limited 23 INR 10 00 Ordinary 100 {Dundaik) Limited
Tesco Caprtal No 1 Limited! 28 £0 50 A Ordinary 100 WSC Properties Limited 24 €100 Ordinary 100
£0 50 B Ordinary 100
£0 01 Preference - 100
Guaranteed fixed rate
cumutative preference
£0 Ot Preferred
Ordinary _ 100
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Related undertakings of the Tesco Group continued

Subsidiary undertakings in liquidation
The following subsidiary undertakings in liquidation were incorporated in
the United Kingdom

Registered % held

Name of undertaking address Class of share held by Group
Alfred Preedy & Sons 90 £1 00 Ordinary 100
{Trustees) Limited
Anthony Heagney Limited 90 £100 Ordinary 100
Beehythe Estates Limited 90 £100 Ordinary 100
Bedminster Estates Limited 3 £1 00 Ordinary 100
Blinkbox Books Limited 3 £0 001 Crdinary 100
Brian Forg's Discount Store 3 £1 00 Ordinary 100
Limited"
Budgen Limited™ 90 £100 Ordinary 100
Careneed News bLimited 90 £0 001 Non-Cumulative 100

Preference

£0 001 Crdmary 100

£0 001 Grdinary A 100
Cheshunt Overseas LLP 3 Limited Liabihty 100

Partnership
Country Market Limited (The) 90 £100 Ordinary 100
Crazy Prices! 87 £100 COrdinary 00
Dailly wrap Produce Limited! 87 E100 Ordinary 100
Delamare One Limited! 90 £0 001 A Ordinary 100
Fcod & Wine Lovers Limited 90 £100 Ordinary 100
Gibbs Newsagents Limited 90 £100 A Ordinary 100
Honiton Wholesale 3 £100 A Ordinary 100
Supplies Limited™
Harts the Grocers (TCR) Limited 90 £100 Ordinary 100
J E Properties Holdings Limited 90 £100 Ordinary 100
Kingsway Fresh Foods Limited™ 87 £100 Ordinary 100
Launchtable Limitedt™ 90 £100 Ordinary 100
Laws Stores Limited™ 90 £100 Ordinary 100
Lee (Southern) Limited 90 E100 Ordinary 39975
Leovie Limited® 39 £0 05 Ordinary 971
Linebush lll Hoidings Limited™ 0 £100 Ordinary 100
Lowfoods Lirmited a1 £100 2% Non- 100

Cumulative Preference

£100 Ordinary 100
Mills (West Midlands) Limited 90 £100 Orcinary 100
Mills Group Heldings Limited® 20 £100 Ordinary 100
Morgam Holdings Limited 0 £100 Ordinary 100
NPL (Hardgate] Limited 9 £100 Crdinary 100
Power Supermarkets Limited® 0 £100 Crdinary 100
Premier Garage 3 £1 00 Ordinary 100
{worthing) Limited®™
Pulford Foods Limited'® 3 £1 00 Ordinary 100
Sanders Supermarkets Limited™ 90 £1 00 Non-voting 100

Crdinary

£0 50 Ordinary 100

£1 00 Preference 100
Sarcon (No 239) Limited 88 £100 Crdinary 100
Spen Hill Developments 90 £1 00 Crdinary 100
(Holdings) Limited™
Spen Hill Developments 90 £1 00 Crdinary 100
(Portishead) Limited
Spen Hill Developments 90 £100 Crdinary 100
(Tonbridge) Limited™
Spen Hilt Properties 90 £100 Crdinary
(Seuthend) Limited™ 100
T & S Management Services a0 £100 Ordinary 100
Limited™
Teesport (Nominee) Limited™ 90 £1 00 Ordinary 100
Telegraph Properties 3 £100 Crdinary 100
(Kirkby) Limited
Tesco Com Limitedt®™ 90 £100 Crdinary 100
Tesco (Foxtrot 1) Limited a0 £100 Crdinary 100
Tesco (Foxtrot 2) Limited 90 £100 Crdinary 100
Tesco Card Services Limited! 90 £100 Crdinary 100
Tesco Estates Limited! 90 £100 Ordinary 100
Tesco FTO Limited 90 £100 Crdinary 100
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Registered % held
Name of undertaking address Class of share he\_d_ by Group
Tesco Home Shopping Limited’ a0 £100 AQrdinary 100

£100 B Ordinary 100

Tesco Hungary 90 £1 00 Ordinary 100
{Holdings) Lirmited®
Tesco Kirkby (Nominee 1) Lirmited™ 90 £100 Ordinary 100
Tesco Kirkby (Nominee 2) Limited™ 90 £100 Crdinary 100
Tesco Kirkby 90 £1 00 Ordinary 100
{Nominee Holdcol Limited™
Tesco Overseas 90 £1 00 Ordinary 100
(Holdings) Limitedt®*
Tesco PEIP Limited a0 £100 Ordinary 100
Tesco PEL Limited 20 £100 Ordinary 100
Tesco Worldwide Limited'™ a0 £100 Ordinary 100
Trigger Retail Limited 90 £100 Ordinary 100
value House Properties Limited™ 3 £100 Ordinary 100
Verulam Properties 90 £100 Ordinary 100
(2001 Lirnited
Whitecastle Properties Limited™ 9 £100 Ordinary 100
Worple Road PLC 0 £100 Ordinary 100

The following subsidiary undertakings in hquidation were incorporated
outside of the United Kingdom

Registered % held
Name of undertaking address Class of share held by Group
dunnhumby Netherlands BV 66 €100 Crdinary 100
Teseo (Jerseyl Limited? 28 £100 Ordinary 100
Tesco Mauritius Holdings Limited 29 £100 Qrdinary 100
Tesco Vin Plus § A 17 €160 Ordinary 100
Associated undertakings
The following associated undertakings were incorporated in the
United Kingdom
Registered % held

Name of undertaking address  Classof share held by Group
Broadfields Management Limited 47 £010 Ordinary 353
Clarepharm Limited 48 £010 Ordinary 227
Fresh Food Trader Limited” 7 £100 Ordinary 50

£100 Preference
Shire Park Limited 19 £100 Ordinary 54 5
Tesco Atrato (GP) Limited” 1 £100 AOrdinary 100
Tesco Coral [GP) Limited® 1 £100 AOrdinary 100
Tesco Dorney (GFPY Limited* 1 £100 AOrdinary 100
Tesco Jade (GP) Limited 98 £100 AOrdinary 30

£100 B Ordinary 30
Tesco Mobile Limited® 1 £010 A Ordinary 100

£090B Ordinary 100
Tesco Property Partner 1 £100 AOrdinary 100
(GP No 2) Limited”
Tesco Sarurm (GP) Limited” 1 £100 AOrdinary 100
Tesco Underwniting Limited 50 £100 Ordinary 499
The Tesco Atrato i Limited Partnership
Limited Partnership 50
The Tesco Corsl 1 Limited Partnershup 50
Limrted Partnerstip
The Tesco Darney 1 Limited Partnership 50
Limited Partnership
The Tesco Property (No 2) 27 Limned Partnership 50
Limited Partnership
The Tesco Sarum 1 Limited Partnership 50

Limited Partnership




The following associated undertakings were incorporated outside of the
United Kingdom

Registered % held
Name of undertaking address Class of share held by Group
China Wisdam 35 HKD 246,000 GO 50
dunnhumby Limited Ordinary
dunnhumby Canada Limited 37 CAS100 Crdinary 50
dunnhumby Norge A S 43 NOK 1.000 Ordinary 50
Gain Land Limited 36 $100 Ordinary 20
Koxka Hungary 40 HUF 100 Quota 40
Refridgeration LLC*
Merrien Shepping Centre Limited 24 €0 012697 Ordinary 519
Retail Property Co , Limited” 44 THB 100 Ordinary A 160
Synergistic Property 94 THB 100 Ordinary 50
Development Co Limited
Tesco Card Services Limited” 45 THB 100 Ordinary A 100
Tesco for Thais Foundation 34 Foundation -
Tesco Lotus Retall Growth 46 THB Listed 25
Freehold and Leasehold
Property Fund
Tesco Mobille CRs ro 16 CZK 100 0Q0 Ordinary 50
Tesco Mohile Slavakia s ro 81 €100 Ordinary 50
Trent Hypermarket 41 INR 10 00 Equity 50

Private Limited

Consoclidated Structured Entities

Registered

Name of Undertaking address  Nature of business
Delamare Cards Holdco Limited 86 Securitisation entity
Delamare Cards MTN Issuer plc 86 Securitisation entity
Delamare Cards Recevables BG Securitisation entity
Trustee Limited

Delamare Cards Funding 1 Limited! B& Securitisation entity
Delamare Cards Funding 2 Limited 86 Securitisation entity
Delamare Finance PLC n Securitisation entity
Delamare Group Holdings Limited 11 Secuntisation entity

N

Undertaking where other share classes are held by a third party
interest held directly by Tesco PLC

—+

95% held by Tesco PLC
66 6% held by Tesco PLC
Shares held by Tesco Pension Trustees bimited (TPTL) the corporate trustee of the
Tesco PLC Pension Scheme (the Scheme) On behalf of the Scheme TPTL holds a50%
shareholding in three property joint ventures with Tesco and 1s the sole shareholder
of TPT Holdco No 1 Limited and Tesco Pension investment Limited
50% held by Tesco PLC
= This company is the corporate trustee of the Tesco PLC Pension Scheme
12 705% held by Tesco PLC
' Athird share class of £1 00 Ordinary B shares A third party holds 100% of the Ordinary B
shares inissue The Group holds 70% of the voting nghts of the entity
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 Tesco PLC with
effect from 5 March 2018 unless otherwise stated
Company dissolved on 15 March 2018
Company dissolved on 22 March 2018
Company dissolved on 7 March 2018
" Company entered liguidation on 28 February 2018
Company name changed tc Socicmantic Labs s ro vikvidag and entered hquidation
on1March 2018
Company incorporated an 29 March 2018
This entityas in Ilguidstion

&

g

£ 5 35 3

I
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Registered office addresses

1 Tesco House, Shire Park Kestrel Way, Welwyn Garden City AL7 1GA,
Urited Kingdom

2 Apex Road. Brownhills, Walsall West Midlands WSB 7TS Umited Kingdom

3 KPMG LLR 15 Canada Square London E14 5GL. United Kingdom

4 Local Support Office, Abbey Retail Park, 1st Floor, Newtownabbey,
Neorthern Iretand BT36 7GU

5 184 Shepherd’s Bush Road, London W6 7NL. United Kingdom

6 c/oMorton Fraser LLP. 5th Floor, Quartermile Two. 2 Lister Square,
Edinburgh. Scotland EH3 9GL, United Kingdom

7 710 Chandos Street, London WiG 8DQ

8 5thFlocr. 10-12 Alie Street London E18DE United Kingdom

9 KPMG LLP. Saltire Court 20 Castle Terrace, Edinburgh Midlothian
EH1 2EG. United Kingdom

10 2 South Gyle Crescent, Edinburgh. United Kingdom EH12 9FQ

11 35 Great 5t Helen's, London EC3A BAP, United Kingdom

12 Av Paulista. 37-4° Andar, 5a¢ Paulo, 01311-802, Brazil

13 Officina No 102, Oficinas Los Andes, San Patncio 4099, Vitacura
Santiago. Chile

14 Units Q1 02, 06, 07, 08, 09, Floor 17, No 610 Xupahui Read Huangpu
District. Shanghal. PRC. China

15 R1108 Level 11, Bld No 1, China Central Place. No 81 Jianguo Road,
Chaoyang Distnict Bening China

16 Praha 10 - Vriovice Vriowvicka 1527/68b, PSC 10000 Prague Czech Republic
17 Centre de Commerces et de Loisirs, Cite Europe, 62231 Coquelles, France

18 PO Box 25, Regency Court Glategny Esplanade. 5t Peter Port,
GY1 3AP. Guernsey

19 Maison Trinity, Trimity Square, St Peter Port. GY14AT, Guernsey

20 31st Floor, AlA Kowloon Tower, Landmark East 100 How Ming Street
Kowloon, Hong Kong

21 Level 54, Hopewell Centre, 183 Queens Road East Hong Kong

22 H-2040 Budaors Kinizsi, UT 1-3 Hungary

23 814& 82, EPIP Area, Whiteheld, Bangalore, 560066 India

24 Gresham House. Marine Road, Dun Laoghaire. Co Dublin, Ireland

25 25-28 North wall Quay, International Financial Services Centre.
Cubbn 1, Ireland

26 38/39 Fitzwilliam Sguare, Dubhn 2 Ireland

27 PO Box 87. 22 Grenville Street, St Helier JE4 8PX. Jersey

28 Lime Grove House Green Street, §t Helier, JE1 28T, Jersey

29 c/o CM Corporate Services Ltd. Les Cascades Building, Edith Cavell
Street, Port Lows Mauntius

30 willemsparkweg 150 house. 1071 HS. Amsterdam, Netherlands

31 De Laressestraat 137, 1075 HJ, Amsterdam, Netherlands

32 56 Kapelenka St 30-347. Krakow. Poland

3

W

VGINQ. Briish Virgin Islands
37 Place Carllion, 7151 Jean-Talon East, Montreal Quebec. HIM 3N Canada

38 Equity House. Irthlingborough Road. Wellingborough
Northamptonshire NN8 1LT, United Kingdom

39 BDO LLP, Two Snowhill, Birmingham, B4 6GA, United Kingdom
40 1148 Budapest, Kerepes), 0t 76/D 3 em 3, Hungary
41 Taj Bulding. 2nd Floor, 210 Dr DN Road Fort, Mumbal, 400001, India

42 Level B, Symphony House, Pusat Dagangan Dana 1 Jalan PJU 1A/46, 47301

Petaling Jaya, Sefangor Darul Ehsan Malaysia
43 Rosenkrantzgate 16. Oslo. O160. Norway

44 313 CP Tower, Silom Road, Khwaeng Silom, Khet Bangrak, Bangkok, Thalland

45 Capital Tower All Seasons Place, FI 1-6. 87/1 Wireless Road, Lumpini
Pathumwan. Bangkok 10330, Thalland

46 1 Empire Tower, 32nd Floeor, South Sathorn Road. Yannawa Sathorn
Bangkok, 10120, Thailand

47 2 Paris Parklands. Raifton Road, Guildford, Surrey GUZ 9JX, United Kingdom

48 Thompson Jenner, 28 Alexandra Terrace Exmouth, Devon EX8 1BD,
United Kingdom

49 c/o tamburn & Turner. Riverside House. 1Place Farm Wheathamstead
St Albans Hertfordshire AL4 85B United Kingdom
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163 Tras Street. #03-01, Lian Huat Buillding, Singapore 079024, Singapcre
34 622/1 Nawamintr Road, Nuanchan, Buengkoom Bangkok, 10230, Thailland
35 The Corporation Trust Company. 1209 Orange Street, Delaware USA 19801
36 Vistra Corporate Services Centre, Wickhams Cay Il, Road Town Tortola.

50

51
52
53

54
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60
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Ageas House Hampshire Corporate Park. Templars Way, Eastleigh
Hampshire S053 3YA, United Kingdom

Kamenné nam 1/A 815 61 Bratislava Slovakia

Calle 32 b sur #48-100. Envigado. Anticguia. Colombia

Avenida Brigadeiro Luiz Antonio No 3142, 6th Fl Jardim Paulista

Sao Paulo. Brazil, 01402-901

Yeni Havaalani Caddest No 40 Cigh. izmir. 35610 Turkey

Dawvis LLP 2800 Park Place 668 Burrand Street Vancouver, BC. Canada
4th Fl, Tower B, Paras Twin JTowers 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
Changrung District. Shanghai 200050, China

$-22 Greater Kailash, Part 1. Lower Ground Fleor, New Delhl 110048, India
V1a Savonarola 217, 35137 Padova. Italy

Tokyo Club Buolding 11F, 2-6 Kasumigasek 3-chrime. Chiyoda-ku,

Takyo, Japan

37th Floor, ASEM Tower. 517 Yeongdong-daero Gangnam-gu. Seoul
135-798 Korea

Floor 3. 2 Harbour Square. Crofton Road, Dun Laoghaire, Dublin Ireland
10th Floor Menara Hap Seng. No 1 & 3 Jalan P Remnlee. Kuala Lumpur
50250 Malaysia

Av President Masarik No 111, Piso 1. Colina Polance V Seccion
Delegacion Miguel Hidatgo, C P 11560, Mexico

Heriker berweg 238, Luna Arena NOICM. Amsterdam. Zuidoost, Netherlands
Cesta na Senec 2 Bratislava 82104, Slovakia

B4 Century Square Heron Crescent. Century City, Cape Town 7441
South Africa

No 319 Chamchuri Square Building 16th Ft Unit O1. Phayathi Road
Pathumwan sub District, Bangkok 10330 Thailand

424 Walnut Street Suite 1800 Cincinnati. Ohie 45202, United States
Cne East Fourth Street, Suite 1400, Cincinnatl, Ohic 45202 Urited States
Paul-Lincke-Ufer 39/40, 10999 Berlin, Germany

Rua Sansao Alves dos Santos, 76, 12° andar can| 121e 122, Ediflcic Uchda
Borges. CEP 04571-090. Pinheiros, 380 Paulo Brazd

Stefanikova 18/25 Smichov 150 0C, Prague 5. Czech Republic

18 rue de la Pepiniere, Paris (75008} France

801, Bth Floor El Tara Bullding off Orchard Avenue. Hiranandani Gardens
Powai, Mumbal-400076, India

Danazigerkade 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, Singapore 088453 Singapore

Paseo de General Martinez Campos n® 9 1% izquierda 28010 Madrid. Spain
Istiklal Caddesi Beyogiu Is Merkezi No 187/5 Galatasaray, Istanbul. Turkey
c/0 United Corporate Services. Inc . 874 Walker Road Surte C. Dover,

DE 19904, United States

Room 8865 8/F, 1111, Changshou Road Jing'an District Shanghal.
Pecple’s Republic of China

5th Floor, Unit 401, Tower B, The Millenia Ne 182 Murphy Road

Ulsoor, Bangalore, 560 008, India

Asticus Building, 2nd Fioor. 21 Paimer Street London SW1H QAD,

United Kingdom

Ernst & Young Llp, 16 Bedford Street. Belfast. BT2 7DT. Northern Ireland
KPMG LLP. Stokes House, 17-25 College Square East, Belfast BT16DH
Northern Ireland

Unit 607, 6th floor. Trade Centre, Bandra Kurla Complex Bandra East
Mumbal 400 051, Maharashtra. India

Ernst & Young Lip, 1 More London Place, London. SE1 2AF United Kingdom
Ernst & Young LIp. 10 George Street, Edinburgh. EH2 2DZ, Scotland.
United Kingdom

5 Esperidon Street 4th floor, 2001 Strovoles Nicosia Cyprus

PO Box 237. Peregnine House. Peel Road. Douglas Isle of Man, IM$9 15U
999/% 3'st Floor. Rama 1 Road. Pathumwan District, Bangkok, 10330, Thalland
Suite 1106-8, 11/F Tai Yau Bullding No 181 Johnston Road, Hong Kong

Av El Golf 40, 7th floor Las Condes Santiago de Chile, Chile

Level 21, 55 Coliins Street, Melbourne, VIC 3000, Australia

State Street Global Advisors Limited, 20 Churchill Place, Canary Wharf
London £14 5HJ United Kingdom




Supplementary information (unaudited)

Total sales performance at actual rates (exc. VAT, exc. fuell

Other information

e 20 30 a0 H 2H FY
2017/18 2017/18 201718 2017/18 2017118 201718 . __ggﬁﬂr
UK & ROI 2.0% 2.5%  27%  2.9% 2.2% 2.8% 2.5%
UK 16% 2% 2 5% 2 3% 18% 24% 21%
ROI 92% 10 0% 1% 13 3% 9 6% 10 2% 9%
Central Europe 8.4% 8.8% 34% 4.5% 8.6% 3.8% 6.1%
Asia 8.5% 4.01% 8.9)% {11.5)% 2.0% 10.3)% (4.4)%
Tesco Bank 4.8% 4.8% 4.9% 1% 4.8% 3.0% 3.9%
Group 3.4% 2.7% 1.6% 1.5% 3.0% 1.6% 2.3%
Total sales performance at constant rates (exc. VAT, exc. fuel)
1G 20 3G 4Q H 2H FY
2017418 201718 2017718 2017/18 2017418 2017718 201718
UK & ROI 1.4% 21% 2.5% 2.7% 1.8% 2.6% 2.2%
UK 16% 21% 2 5% 2 4% 18% 2 4% 21%
RQOI 0 0% 21% 3.8% 3 4% 1% 6 6% 39%
Central Europe .N% 1.2)% 01.31% (2.0)% (1.41% {1.71% 1.6)%
Asia 4.8)% 10.8)% 9.6)% 12.4)% (7.7}% (11.10% (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 identihied a number of small sales sub-categories. in Asia and Central Eurcpe where Tesco 1s
viewed as acting more as a selling agent than as a retaller principal A change was therefore made in the current year to reflect the net commission 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 sales growth performance measures for each prior guarter in the tabies 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)
e} 20 kle] 40 H 2H FY
2017/18 2017/18 201718 20018 201718 2017418 201718
UK & RGI 2.1% 2.1% 2.3% 2.4% 2.1% 2.4% 2.3%
UK 23% 21% 23% 2 3% 22% 23% 22%
RO 02% 20% 33% 53% 11% 4 3% 27%
Central Eurcpe {0.4)% 0.6% 0.8% 0.4% 0.1% 0.6% 0.3%
Asia 6.0)% (10.7)% {9.6)% 14.0)% 8.31% (11.8)% (10.01%
Tesco Bank o 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 cperations basis and exciude the results from the Group’s operations im Turkey Like-for-like sales growth s

reported at constant exchange rates Growth rates are all based on comparable days

Country detail - Retail

Revenue lexc VAT inc fuel)™

Locai Average Closing
currency exchange exchange
{m} £m rate rate
UK T 42648 Azeaa 10 10
ROI 2,572 2,264 11 11
Czech Republic 43.680 1474 296 288
Hungary 577204 1.641 357 3555
Poland 10,680 2,202 48 47
Slovakia 1404 1,236 11 11
Malaysia 4,370 7N 55 55
Thailand 181754 4156 437 439
* Excludes franchising revenue within Central Europe of £32m which s not allocated to individual countries
UK sales area by slize of store
February 2018 February 2017
% of total T % of total
Stare sizelsqg ft} No of stores  Milliensg ft 5q ft  No ofstores Millionsg ft sqg ft
0-3000 - o 2512 5.2 137 7 507 52 13
3.001-20 000 284 34 85 288 34 BE
20 001-40 0Q0 284 582 206 283 82 205
40.001-60.000 182 94 2386 182 94 235
60.001-80 000 120 85 214 120 86 215
80.001-100 000 45 42 106 45 42 106
Over 100,000 8 09 22 8 09 22
Total” 3,435 39.8 100.0 3,433 39.9 100.0_
* Excludes franchise stores
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Supplementary information (unaudited) continued

Group space summary
Actual Group space - store numbers®

2018/17 Closures/ Net gain/ 2017718 Repurposing/
year-end Openirgs disposals (reductionf® year-end extensions
Extra - 252 - - - 252 20
Superstore 479 2 {1} 1 480 -
Metro 176 14) 4) 172 -
Express 1740 n {2 9| 1,748 -
Dotcom only & - - - & -
Total Tesco 2,653 13 n 6 / 2,659 20
One Stop'® 780 il (15} ! 776 -
uKe - 3,433 24 22) 2 3,435 20
ROI 148 2 - 2 150 -
UK & ROI* 3,581 26 (22) 4 3,585 20
Czech Repubhc® 198 2 n 9 189 5
Hungary 206 - - - 206 4
Poland 429 - (14} (14} / 415 4
Slovakia 154 3) 3) 151 1
Central Europe® 987 2 (28) (26) 261 15
Malaysia 71 2 {n 1 72 4
Thalland 1.4 67 {30) ‘ 37 1.951 30
Asla 1,985 69 (31! 38 2,023 34
Group™ 6,553 a7 {81) 16 | 6,569 &9
UK (One Stop) 158 19 Y] n, 169 -
Czech Republic 98 2 3) m g7 -
Franchise stores B 256 21 o’ 10 ] 266 -
= Continuing operations
= The net gain/lreduction) reflects the number of store openings less the number of store closures/disposals
= Excludes franchise stores
Actual Group spate - '000 sq. ft.™
2016417 Closures/  Repurposing/ Net gain/ 200718
year-end Openings disposéals extensions™ {reduction} year-end
~ Extra - 17.748 - - 76} {76} 17672
Superstore 14.075 37 (15} - 22 14,097
Metro 1,993 - (321 - (32 1,961
Express 4,064 24 (4} - 20 ‘ 4,074
Dotcom only 716 - - - - e
Total Tesco 38,586 61 51 (76) ‘ 66} 38,520
One Stop® 1,269 21 (24) - (3) 1.266
T ) 39,855 82 (75 {78) 69" 39,786
ROL 3,543 22 - 1! 23 3,566
UK & ROI® 43,398 104 (75) (75) ‘ (46 | 43,352
Czech Republic™ 5.479 2 (166} (256} (420) 5.059
Hungary 6.896 - - (58) (58) 6838
Poland 9,578 - (146) (151 {297} G.281
Slovakia 3.859 n (123) @n u3al| a7
Central Europe™ 25,812 13 1435) {492) (914) " 24,898
Malaysia 4005 64 (60} (179) ! (175} 3,830
Tharand 15,522 413 M5 (348! (50} 15,472
Asia 19,527 a77 {175) (527) {225) 19,302
Group® 68,737 594 i685) 1,094 0185  87.552
UK [One Stop) 212 24 12 - 12 224
Crzech Republic 92 2 21 - ( " 92
Franchise stores 304 26 14} - 12 316

= Continuing operations
& Excludes franchise stores

& Repurposing of gross seling space 1s not included in the above net selling space measure
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e armation

Group space summary continued
Group space forecast to 23 February 2019 - '000 sq. ft.™

2017718 Closures/ Repurposing/ Net gain/ 2008/19
year-end Openings disposals extensions {reduction) year-end
Extra 17.672 T T T - - 17672
Superstore 14.097 28 - - 28 14,125
Metro 1,961 - - - - 1.961
Express 4,074 95 (23} - 72 4,148
Dotcom cnly 716 - - - - 716
Total Tesco 38,520 123 (23} - 100 38,620
One Stop™ 1,266 37 (32 - 5 1.271
UK 39,786 160 (55) - 105 39,891
ROI 3,566 81 - - 81 3,647
MROI"” 43,352 L) (55) - 186 - 43,538
" Czech Repubiic® T 5.0869 13 (266} 108) (380) 4679
Hungary 65838 - (28} (314) | (342) | 6.496
Poland 9.281 - (243) (235} | 478) 8.803
Slovakia 3.720 39 186) (119} 166) | 356564
Central Europe' 24,898 52 (642} {776) (1,366) | 23,532
Malaysia 3.830 43 188 140} 85) | 3745
Thailand 15,472 536 - (211)i 385 | 15 857
Asia s 19,302 639 (88) (251} 300 | 19,602
Group™ 87,552 932  (785) (0271’ (880}, 86,672
UK (One Step) 224 e - - 52 776
Czech Republhc 92 4 - - 4 G6
Franchise stores 316 o ?6 - - - 56 372
# Continuing operatians
o Excludes franchise stores
Tesco Bank income statement
20181 207
£m £m
Reverue
Interest receivable and similar income 673 622
Fees and commissions receivable } L 378 390
o T 1,051 1,012
Directcosts
Interest payable 176) 75)
Fees and commussions payable o L (22) (23)
. - - - 198) 11981
Gross proﬁt" ’ - L 853 814
Other expenses
Staff costs (174) (165)
Premises and equipment 77) {76}
Other adminustrative expenses (209) {215)
Depreciation and amortisation {83) (96)
Provisions for bad and doubtful debts {137} (105)
bp;Fatlrﬂ—g_proﬁt before exceptional items 73 157
Exceptional items®™ 24 {80}
Operating profit 149 A
Net finance costs movements on derivatives and hedge accounting n 5]
Net finance costs interest (4) 4
Share of profit/iloss) of joint venture 10 16)
Profit before tax - - ) 166 63

= These results are for the 12 months ended 28 February 2018 and the previous penod represents the 17 months ended 28 February 2017
& Exceptional itemsin 2018 consist of an increase in PPl provision of £35m partially offset by a decrease in CCA provision of £1m and @ credit of £10m received following the conclusion
of negotrations with a third party in respect of previously recognised customer redress
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Glossary

Alternative performance measures

Intredugtion
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 those 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 beheve that these APMs assist In providing additionat useful
information on the underlying trends, performance and position of the Group

APMs are also used to enhance the comparability of information between
reporting pericds and geographical units {such as like-for-like sales) by
adjusting for non-recurring or uncontrollable facters which affect IFRS
measures, to aid users in understanding the Group's performance

Consequently, APMs are used by the Directors and management for
performance analysss. planning, reporting and incentive-setiing purposes

The key APMs that the Group 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
sigrnificant volatility of fuel prices. This volatility s cutside the control of
management and can mask underlying changes in performance
Like-for-like sales Thisis a widely used indicator of a retaller’s current
trading performance Itis a measure of growth in Group online sales and
sales from stores that have been open for at least a year (but excludes prior
year sales of stores closed during the year) at constant foreign exchange rates
- Operating profit before exceptional items This 1s the headline measure
of the Group's performance, and is based on operating profit before the
impact of exceptional items Exceptional items relate to certain costs or
incomes that derwve from events or transactions that fall within the normal
activities of the Group but which, individually or, if of a simifar 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

Retal operating cash flow This 15 the operating cash flow of continuing
operations excluding the effects of Tesco Bank's cash flows

Retall free cash flow Retall free cash flow includes all cash flows from
operating and investing activities for the Retail business, and the market
purchase of shares in refation 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
APM IFRS measure

Adjustments to reconcile
to IFRS measure

- Net debt This excludes the net debt of Tesco Bank but includes that

of the discontinued operations to reflect the net debt abligations 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 from
continuing operations net pension inance costs and fair value
remeasurements on financial nstruments attributable to owners of the
parent divided by the weighted average number of ordinary shares in issue
during the financial year adjusted for the effects of potentially dilutive
share options

Some of the Group's IFRS measures are translated at constant exchange
rates Constant exchange rates are the average actual periodic exchange
rates for the previous financial year and are used to eliminate the effects
of exchange rate fluctuations in assessing performance Actual exchange
rates are the average actual periodic exchange rates for that financial year

Changes to APMs
Duning the financial year the following changes have been appled to the
Group's APMs

- Free cash flow has been redefined to include 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 fram major
corperate acquisitions and disposals This measure reflects the cash avallable
to shareholders Previously. free cash flow only included capital expenditure
cash flows within investing activities Retall free cash fiow 1s now considered
a key APM

- Diluted earnings 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
fAnance costs and farr value remeasurements on financial instruments Fair
value remeasurements are now excluded as they are impacted 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 hiability management exercises Other earnings
per share measures before exceptional items are no longer considered
APMs and have been removed

- Total indebtedness ratio and Fixed charge cover have been included as
new APMs duning the year EBITDAR has alsa been included as 1itis used to
calculate these debt metrics Total indebtedness ratio and Fixed charge
cover are measures of the Group's ability to meet its payment obligations
and are widely used by analysts and credit rating agencies

Defintion
and purpose

Note/page reference
far reconciliation

Income statement
Revenue measures

- Exclude sales made
at petrol filing stations

Group sales Revenue

Note 2 - Excludes the impact of sales made at petrol filing
stations to demonstrate the Group's underlying
performance in the core retail and financial services
businesses by removing the volatiiies associated
with the movement in fuel prices This s a key

management inceéntive metrc

Growth in sales No direct equivalent - Consistentwith

accounting policy

Not apphicable - Growth in safes (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 15 considered
a good indicator of how rapidly the Group’s core
business Is growing

Nodirect equivalent - Consistent with
accounting poicy

Like-for-ike

Like-for-like 1s a measure of growth in Group oniine
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 It 1s a widely used ndicator of
aretailer’s current trading performance and 15
impertant when comparing growth between
retailers that have different profiles of expansion
disposals and closures

Net apphcable
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Closest equivalent

Adjustments to reconcile

Note/page reference

Other information

Defirution

APM IFRS measyre 10 IFRS measure for reconciliation and purpose

income statement

Profit measures B

Operating profit Operating profit” - Exceptionalitems Note 2 - Operating profit before exceptional items 1s the

hefore exceptional
items

headiineg measure of the Group’s performance

It 15 based on operating proft before the impact
of certain costs or iIncomes that derive from events
ortransactions that fall within the naormal activities
of the Group, but which are exciuded by virtue

of their size and nature \n crder to reflect
management's view of the perfarmance of the
Group Thisis a key management incentive metric

Operating margin

Mo direct equivalent

- Consistent with
accounting policy

Not apphcable

Operating margin s calculated as operating profit
before exceptional items diviged by revenue.
Progression in operating margin s an impoertant
indicator of the Group’s operating eficency

Earnings before
exceptional items.
interest, tax
depreciation,
amortisation and rent
expense (EBITDAR)

Operating profit”

- Exceptionalitems Page 153
Depreciation and amortisation

Rent expense

Tesco Bank EBITDAR

Discontinued operations

This measure 15 based on Retall cperating profit
from continuing operations before exceptional
items. It excludes Retail depreciation. amortisation
and rent expense and s used te derive the Total
indebtedness ratio and Fixed charge cover AFMs

Proht before tax
before exceptional
items net pension
finance costs and far

value remeasurements
on financial Instruments

Proﬁt-l:;fore tax

- Exceptionalitems Note 9
Net pension finance costs (IAS 19)
- Farr value remeasurements on

financial instruments (IAS 39)

This measure excludes excepticnal items the

net finance costs of the defined benefit pension
deficit and farr 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 Farr value
remeasurements are Impacted by changes to credit
risk ang various market indices which can fluctuate
significantly Also included in these items are fair
value remeasurements an financral nstruments
resulting from liability management exercises

Proﬁts/(lossegérrlévng No direct equivalent - Consistent with

on property-related
items

accounting policy

Not applicable

Profits/llosses) arising on property-related items
relates to the Group's property activities including
gains and losses on disposal of property assets.
development property built for resale and property
Joint ventures cests resulting from changes in the
Group’s store pertfolio and distribution network
including pre-cpening and post-closure costs. and
income/(charges} assoclated with impairment of
non-trading property and related onerous contracts
These itemns are disclosed separately to clearly
identify the iImpact of these tems versus the other
operating expenses related to the core retail

and financial services cperations of the business
They are often one-time in nature and can have
adisproportionate iImpact on profit between
reporting periods

Total inance costs
before exceptional
Iitems, 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 farr value
remeasurements on
financial instruments

Finance costs

Diluted earnings

per sharg

Total Ainance costs before exceptional items. net
pension finance costs and fair value remeasurements
on financial nstruments is the net finance costs
adjusted for nen-recurring one-off items. net
pension finance costs and fair value remeasurements
on financial nstruments Net pension finance costs
are impacted by corperate bond yrelds which can
fluctuate significantly and are reset each year based
onoften volatile external market factors Fair value
remeasurements are Impacted by changes to credit
risk and vancws market incices, which can fluctuate
significantly Alsoincluded in these items are fair
value remeasurements on financial nstruments
resulting from liability management exercises

- Exceptional iterns Note 5 -
- Net pension finance costs (145 19
- Fair value remeasurements on
financial Instruments {IAS 39)
- Exce_pfiona_\_\tems Note 9 -

- Discontinued operations

- Net pension finance costs (1AS 19)

- Fair value remeasurements on
financial Instruments {1AS 39)

This relates to profit after tax before exceptional
iterns from continuing operations net pension
finance costs and fair value remeasurements
attributable to owners of the parent dvided by

the weighted average number of crdinary shares
inissue during the financial penod

It excludes net pension finance costs and fair
value remeasurements on financial instruments
Net pension finance costs are iImpacted by
corporate band yields which can fluctuate
significantly and are reset each year based on
often volatile external market factors Fair valug
remeasurements are impacted by changes to credit
risk and various market indices which can fluctuate
significantly Also included in these items are fair
value remaasurements on financial instruments

resulting from lability management exercises
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Glossary continued

Closest equivalent
APM IFRS measure

Adjustments ta reconcile
to IFRS measure

for reconcihiatian

Note/page reference

Definition
and purpose

Income statement
Tax measures

Effective tax Effective tax rate - Exceptionalitems and theair Note & - Effective tax rate before exceptional items 1s

rate before tax impact calculated as total Income tax credit/icharge)

exceptional stems excluding the tax impact of exceptional items
divided by profit before tax before exceptional
items This provides an indication of the ongoing
tax rate across the Group

Effective tax rate Effective tax rate - Exceptional tems and their Note 6 - Effectve tax rate before exceptional items,

before exceptional tax impact net pension finance costs and farr value

1ems. net pension - Net pension finance costs remeasurements on financial instruments is

finance costs and fair {IAS 13) and their tax impact calculated as totat ncome tax credit Acharge)

value remeasurements - Fair value remeasurements on excluding the tax impact of exceptional items,

an financial instruments financal instruments (1AS 39} net pension finarnce costs and far vatue

and their tax impact remeasurements divided by the profit before

1ax before exceptional tems, net pension finance
costs and fair value remeasurements

Balance sheet measures

Net debt Borrowings (ess - Net debt from Tesco Bank 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 obligations of the Retail
business. Net debt comprises bank and other
borrowings finance iease payables, net derivative
fnancial instruments, joint venture loans and other
recevables and net interest recevables/payables,
offset by cash and cash equivalents and short-term
investments It 15 a useful measure of the progress
In generating cash and strengthening of the Group
balance sheet positicn and 15 a measure widely
used by credit rating agencies

Total Indebtedness Borrowings less
cash and related

hedges

Net debt from Tesco Bank
Present value of future minmum
lease payments under non-
cancellable operating leases
1AS 19 deficit n the pension
schemes

Page 14 of the
Strategic report

Total indebtedness i1s Net debt plus the [AS 19 deficit
In the pension schemes (net of associated deferred
tax) plus the present value of future minimum lease
payments under non-cancellable operating leases
to provide an overall view of the Group’s obligations
It 15 an impertant measure of the long-term
obligations of the Group and 1s a measure widely
used by credit rating agencies

Total indebtedness
ratic

No direct equwvalént

Consistent with
accounting policy

Page 153

Total indebtedness ratic 1s calculated as Total
indebtedness divided by EBITDAR Itis a measure
of the Group's ability to meet its payment
obligations and 1s widely used by analysts and
credit rating agencies

'

Fixed charée caver

No direct equivalent

Consistent with Page 153

accounting policy

Fixed charge cover 1s calcutated as EBITDAR divided
by the sum of rent expense and net finance cost.
excluding net pension finance costs, excepticnal
tems, capitalised interest and farr value
remeasurements on financial instruments.

It 1s a measure of the Group's ability to meet

1{s payment obiigations and 15 widely used by
analysts and credit rating agencies

Cash fiow measures

Retall operating
cash flow

Cash generated
from operating
activities

Tesco Bank operating cash flow  Note 2

Discontinued operatiohs

Retaill cperating cash flow I1s the cash generated
from operations of continuing operations.
excluding the effects of Tesco Bank's cash flows

it 1s a measure of the cash generation and working
capital efficiency by the Retali business recognising
that Tesco Bank s run and regulated independently
from the Retail operations. and a key measure to
demonstrate the recovery of the Retail operations
This 15 @ key management incentive metric

Free cash flow Cash generated
from operating

activities

Net cash generated from/ Note 2
{used Inhinvesting activities, and

the market purchase of shares

in refation to share schemes

Investing cash flows that increase/
decrease items within Group

net debt

Cash flows from major corporate
acquisitions and disposals

- Free cash flow includes all cash flows from operating
and investing activities, and the market purchase of
shares in relation to share schemes The follewing
iterns 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

1

Tesce Bank operating cash flow  Note 2
Retail net cash generated from/

{used In} Investing activities. and

the market purchase of shares In
relatiomn to share schemes

Investing cash flows that increase/
decraase tems within Net debt

Cash flows from major corporate
acquisttions and disposals

Retall free cash flow includes all cash flows from
operating and investing activities for the Retall
business, and the market purchase of shares in
relation to share schemes The following items are
excluded- mvesting cash flows that increase/decrease
items within Net debt. and cash flows from major
corporate acquisitions and disposals This measure
reflects the cash available to shareholders

* Operating profit s presented on the Group income statement 1t s not defined per IFRS, however 1s a generafly accepted profit measure
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APMs: Reconciliation of debt metrics

Other information

2018 2017

EBITDAR Notes £m £m
Operating proﬁt/(\dssl from continuing operations before exceptional items 2 1.644 1280
Less Tesco Bank operating profit/llosst before exceptional items 2 173) (157}
Add Depreciation and amortisation 2z 1,295 1298
Less Tesco Bank depreciation and amortisation p 83) ms)

Add Retall operating lease expense” . 3 1.015 1.039
- ‘ 3,698 3,342
Total indebtedness ratio Notes 28 2017
Net debt {Em} 30 2.625 3.729
Add Defined beneft pension deficit, net of deferred tax (£Em) 27 2.728 5,504
Add Discounted operating lease commitments (Em) __ 34 6,931 7440
Total indebtedness (Em) 12,284 16,673
EBITDAR (Em) 3.698 3,342
Total Indebtedness ratic B 3.3 5.0
Fixed charge cover Notes 2018 2017
Net finance cost (Em) 5 533 765
Less Net penston finance costs (Em) 5 062 ma3a)
Less Exceptional foreign exchange losses on GBP short-term investments held in overseas entities {Em) 5 (38) (244)
Add Capitahsed interest (Em) 5 2z 6
Add Farr value remeasurements on financial Instruments (IAS 39) (£m} - 5 23 61
Net finance cost. excluding net pension finance costs, exceptional items, capitalised interest and fair value - 358 475

remeasurements on financial instruments (IAS 39) {Em)

Add Retarl operating lease expense (Em)* 3 1,018 1,039
1,373 1,514
EBITDAR {(Em} 3,698 3,342
Fixed charge cover 2.7 2.2

* Group operating lease expense of £1018m (2017 £1043ml includes £3m (2017 £4m) relating to Tesco Bank

Other

Capital expenditure [Capex)
The additicns to property, plant anrd equipment, investment property and
intangble 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

LPI
LPI refers to Limited Price Inflation

Market capitalisation
The total value of all Tesco shares calculated as total number of shares
multiphed by the closing share price at year-end

MTN
MTN refers to Medium Term Note

Net Promoter Score [NPS)

This 15 & loyalty measure based on a single guestion requiring a score
between 0-10 The NPS1s calculated by subtracting the percentage of
detractors {sconing 0-6} from the percentage of promoters {scoring $-10)
This generates a figure between -100 and 100 which is the NPS

Return on capital employed (ROCE)
Return divided by the average of opening and ciosing capital employed

Return
Profit before exceptional tems and interest. after tax (appiied at effective
rate of tax)

RPI
RPI refers to Retall Price Index

Total shareholder return

The notional annuahsed return from a share. measured as the percentage
change in the share price, plus the dwvidends paid with the gross dividends
remvested in Tesco shares This is measured over both & one and five year period
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Five-year record

Figures below reflect the latest published information For financial years prior to 2018, these figures represent the comparatives from the following years' financial
statements During 2017, the Group detided to sell its operatons 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 classified as a discontinued operation

in 2016 China was first classified as a discontinued operation in 2013/14

The Group has determined new segments during the financial year Refer to Note 2 The Group had also determined new segments and defined new APMs
during 2016 Historical data up to 2015 data for these new measures and segments has been presented, but prior historic data has not

2014 2015% 2018 7 28
Financial statistics (Em)
Sales ) B
UK 8 RO 38.228 37189 37.692 38,650
Central Europe ) - 6186 5.268 EE 6343
Asia i 4,497 4,447 5186 4,947
Tesco Bank 1.003 947 985 1,012 1.051
Group sales™ ) 49,853 47,859 49,867 50,991
Revenue T
UK & RO 45,062 43,080 43524 44,908
Centraf Europe T 6 434 5.45] 6195 6.585
Asia ’ 2492 4447 5,186 4,947
Tesco Bank 1003 947 955 1012 1051
Group revenue - 63.557 56,925 53,933 55,917 57,491
Operating profit/lloss) before exceptional items™ ) i
UK & ROI } 438 503 803 1053
Central Europe T [z 102 58 9
Asia ) T 258 78 262 299
Tesco Bank 188 162 167 173
Group operating profit/(loss) before exceptional items'® ) T 240 985 1,280 1,644
Operating profit margin before exceptl'onal items - 1.7% 1.8% 2.3% 2.9%
Operating profit/lioss}
UK & RO (5.334) 597 519 1199
Central Europe - ’ G m 190 212
Asia 97 203 231 277
Tesco Bank i o T 153 161 77 149
Group operating profit/(loss) - 2631 (57500 1072 .07 1,837
Share of post-tax profits/{icsses! of joint ventures and associates 60 (13 (2n (107 6)
Net finance costs B g 1432y 571 {843) {765} {633}
Profit/floss) before tax T ) 2,259 16,334 202 145 1,298
Taxation (347) 870 54 87 (306}
Profit/lloss) for the year from continuing operations B 1,912 {5,664) 256 58 992
Discontinued operations (942) 102 (27 (112) 216
Profit/(loss} for the year 970 (5,766) 129 (54) 1,208
Attributable to T :
Owners of the parent ) T o 974 (5,741} 138 {40} 1206
Non-contralling interests (4) (25) 9 (14) 2
Profit before tax before exceptional items, net pension finance costs and fair value a 516 509 781 1,282
remeasurements on financial instruments' B
Other financlal statistics - .
Duuted earmings/llosses) per share - continuing operations {69 56)p 322 08lp i2.08p
Diluted earnings per share - continuing operations before exceptional tems net pension ) 570p 579 730p 1 88p
finance costs and far value remeasurements on financialinstruments
Dividend per share® 14 76p 116p - - 3.00p
Cash generated from Retall operating activities (Em) ’ 4607 1.860 2,581 2,278 2,773
Return on capital employed (ROCEW N 13 6% 40% 62% 81% 106%
Total shareholder return® T 37% 95% me)% 7 5/% 87%
Net debt (Em]< T 6,597 8481 5110 3729 2,625
Discounted oparating lease commitments - continuing operations (Eml 9,419 9,353 7.814 7.440 6.931
Pension deficit, net of deferred tax - Group (£Em) 2.558 3.885 2612 5.504 2,728
Total indebtedness (Em]® 18,575 211,719 15,536 16,673 12,284
Enterprise Value [Em)© 33E97 28415 20101 19,262 19,452
Group Retall statistics T T
Number of stores* T 7305 6,849 6.733 6,809 6,966
Total sales area (000 sq 1t )= i T 108,572 95 811 91195 89.041 87,990
Average employees - ) 510,444 480,607 475,399 464 520 448,988
Average Tull-tme equivalent employses {FTE) ' ' ~ 391868 362 370 361,289 342770 327.916
UK & ROI Retail statistics T - ) -
Number of stores® ’ T 35724 3710 3743 3739 3754
Total sales area (000 sq ft @ T - 45300 45946 45253 43610 43577
Average full-tme equwvaient employees €700 - 225192 225.378 218,522 210,312
Revenue (exc fuel) (per FTE - £) - - T Tmeers? s o07 172.486 183,775
Weekly revenue lexc fuel) (persq ft - £1 — 15 81 15 68 16 31 17.05

~ 53 weeks "™ Dividend per share relating 1o the interim and proposed final dmdend © 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 from 1 00pm

A separate notice convening the meeting has been sent to cur sharehoiders.
which includes detatls of the ordinary and special business 10 be considered
at the meeting A copy of the Notice of Meeting can be found on our website
www tescoplc com/investors

Managing shares online

Many of our shareholders find that the easiest way to manage their shareholding
15 online by setting up a Shareview portfolic at www shareview co uk Thisis a
free, easy and secure service provided by the Company's registrars, Equiniti

Some of the benefits of having a Shareview portfolio are

- maonitor your shareholding.

- access shareholder information,

- electto recewve shareholder communications electronically,

- vote on the resolutions at the AGM, and any cther shareholder
meetings. and

- keep your contact details up to date

Far more information and to register for this service, please visit
www shareview co uk Registration can be completed within minutes
injust four easy steps Please note you will need your Shareholder
Reference Number

Dividend

Following the anncuncement on 4 October 2017 of the reinstatement

of the Tesce dwvidend. an interim dwvidend of 1 0p per share was paid on

24 November 2017 Shareholders will be asked to approve a final dividend

of 2 Op per share for the year ended 24 February 2018 at this year's AGM
Dridends 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 pad guickly and securely directly Intc 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
applyl To arrange either of these options, simply call Equiniti on the number
prowvided overleaf Alternatively. you can manage your dividend payment
choices by registering with Shareview at www shareview o uk

E-comms

We encourage our shareholders to accept all shareholder communications
and documents electronically. in place of receiving traditional paper copies
by post This helps us to reduce the enviranmental impact of our business
and to reduce costs If you would Iike to sign up to receive all future
shareholder communications electronically, please register with Shareview
by visiting www shareview co uk Once you have signed up, you will receive
an emall to let you know when shareholder documents become available
on cur website including our annual 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 simple way With the Tesco Share Account
(TSA) you can enjoy the convenience and reassurance of holding shares
electronically, avoiding the need to hold paper share certificates which
cah be lost or stolen and expensive to replace

The TSA also offers sharehclders access to preferential dealing rates and
up-to-date market information through the Equiniti Share Dealing service

The TSA 15 a sponsored nominee service operated for Tesco by Equiniti
Financial Services Limited (Equiniti Financiall which is authornised and
regulated by the Financial Conduct Authority When you jom 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

't 1s completely free to participate in the TSA and there are no annual
fees to pay (terms and conditions applyl If you would iike to join the
TSA please contact Equiniti Financial ors 03713284 2977 (or +44121 415 7053
If cutside of the UKI

Uiher intormation

Duplicate documents

Some of gur shareholders hold multiple accounts on the share register
and therefore receive duplicate copies of sharehclder documentation
as aresult If you have been receing duplicate copies of shareholder
documentation, please contact Equiniti to arrange far your accounts
to be combined

Share dealing service
Equiniti offer Shareview Dealing, which is a real-time telephone and internet
share dealing service in Tesco PLC shares avallable to all UK residents

Further infermation about the Shareview Dealing service can be found
at www shareview co uk/dealing or by calling 03456 037 037 between
8 00am and 4 30pm. Monday to Friday

Please remember that deahng fees vary between brokers and you
are recommended to check that you are being charged the most
competitive rate

Changes to personal details
In order to aveid missing important correspondence relating to
your shareholding, please inform Equiniti as soon as possible if

- you have recently moved house or
- there are any changes to your bank details

These changes can be made quickly and easily online via your Shareview
portfelio or you can write to Equinits to confirm your new and old addresses
Please remember to include your Shareholder Reference Number on

all communication

Share price information
Details of our current and histonical share prnice data and other share price
tools are avallable at www tescoplc com/investors

ShareGift

If yau have a small shareholding which would cost more to sell than the
shares are worth you may wish to consider donating the shares to the
charity ShareGift (Registered Charity 1052686]. a charity that specialises
in the donation of such shares for good causes There are no implications
for Capital Gans 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 sponsored Level 1ADR programme for which Deutsche
Bank Trust Company Americas acts as depositary The ADRs are traded in the
US. where cne ADR represents three ordinary shares The ADR programme
confers the nght te receive dividends in US dellars

ADR details

Symbaol TSCDY

cusiP_ - 881575302

Exchang{e oo oTC

Ratio 13 T
Effectve 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

5201 15th Avenue

Brookiyn

NY 11219 USA

Email DB®@asthnancial com

Telephone Toll free +1-866-249-2593 ltoll free from within US and Canada)
International +1-718-921-8137 (from cutside US and Canada}

Website www adr db com

Corporate website

You can access the corporate website at www tescoplc 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 i1ssues

Shareholders are encouraged to sign up to receive emaill notihcation of
results and press annguncements as they are released by registering at
www tescoplc com/investors/regulatory-news/regulatory-news-emal-alerts
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Shareholder information continued

Shareholder security

In recent years, Tesco PLC has become aware that its shareholders have receved unsolicited phone calls or correspondence concermng investment matters
These are typically from overseas based ‘brokers’ who target UK shareholders, offering to sell them what often turn out to be worthless or high risk shares in
US or UK investments These operations are commonly known as “poiler 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 in our mailings and on cur website

If you recelve any unsolicited investment advice

- make sure you note the correct name of the person and the orgamsation and make & record of any other imformation they grve you,

- check the Financial Services Register by visiting http //register fca org uk to see if the person and firm contacting you are authorised by the FCA,

- search the list of unauthonsed firms to avoid at www fca org uk/consumers/unauthorised-firms-individuals and

- report the matter to the FCA using the share fraud reporting form at www fca org uk/consumers/report-scam-unauthorised-firm or by calling
the Consumer Helpline on 0800 1116768.

Information on the latest investment scams can be found at hitp //scamsmart fea.org uk/warninglist

Share register analysis
As at 24 February 2018 the Company had 8 192,116,613 shares in 1ssue (25 February 2017 §.174.932 553) and 254,249 registered holders of Ordinary 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 1ssued

Range of sharehogng haldings share capital Range of shareholding holdings share capital

1-500 155,129 025% 5.001-10.000 11.966 102%

501-1,000 25 541 Q23% 10001 - 80.000 8,654 N 197%

1.001- 5,000 o b1am 147% 50,001 - 100,000 614 051%

5,001+ B 22,368 98 05% 100 001 - 500,000 554 156%

Total 254,249 100.00% 500,001 - 1.000.000 159 . 136%

1000 001 - 5,000,000 ’ 261 738%

5.000.001+ 160 84 25%

Total 22,368 98.05%

Number of

Number of % of total Ordinary % of 1ssued

gategory of shareholders shareholdeérs shareholders shares share capital
Private ) ] B 247.842 9748% 437489608  534%

Institutional and corporate X - 6 407 252% 7754 627.011 94 66%

Useful cc;ntacts

Tesco PLC Registerad QOffice Registrars Group Company Secretary
Tesco House Equiniti Limited Robert Welch
Shire Park Aspect House

Corporate Brokers

Kestrel Way Spencer Road Barclays Bank PLC

Welwyn Garden City Lancing Citigroup Global Markets Limited
AL71GA West Sussex

Investor Relations BNGS 6DA ll}n;g:[eenffpnt Auditors

Investor Relatiens Department Telephone (UK) 0371 384 2977

Tesco House (Outside UK) +44 {0} 121 415 7071 General Queries

Shire Park Calls are charged at national rates Switchboard +44 (0) 1992 632 222
Kestrel Way Calls from a mobile device may Website

Welwyn Garden City incur netwark extras www tescoplc com

AL7 1GA Website www equiniti com

Telephane +44 (31 1707 §12 822

Financial calendar 2018/19

24 February 2018 3 October 2018 23 February 2013
Financial year end Interim results Financial year end
207118 announcement 2018719
February June October January February
2018 2018 20718 2019 2019

15 June 2018 January 2018

01 Trading Statement Q3 and Christmas

and Annual Gereral Meeting Trading Statement

22 June 2018
Proposed payment date for final dividend

Please note that these dates are provisional and subject 1o change
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