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

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

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

Headline measures.

Group sales®
a11.5%  £56.9bn

° (o] 2018. £51.0bn"
Diiuted EPS before exceptional and other items*"”

429.4% R

Retail operating cash flow*™
v(9.8)% £2.502m

‘Statutory measures.
Statutory revenue

a11.2%  £63,9bn
Statutory profit before tax

428.8% ELOLIM

¢ Alternative performance measures (APM)

Strategic report

Group operating profit before exceptional and other items*®

434.0% 53208

Dividend per share

492.3% 7%
Net debt*

a(9.1)%  E2en

Operating profit
o £2,153m
A ’
. (o] 2018 £1.839m"
Statutory diluted EPS

a11.9% B3P

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

All measures reporied Oh 8 conliNuINg operaLons basis
Change shown at actual exchange rates

' Excludes amorisation of acquired intangibles and excludes exceptionsl items
by vitue of thewr size and nature in order 1o reflect manggement s view of the
wundertying performance of the Group

& (niuted EPS before exceptional and other items refers to diluted earmings ger share from
continuing operaucns before excepucnai items and amortisalion of acquired inkangibles
net pension finance costs and fair value remeasurements on financial nstruments

‘o Net debt and Retall gperating cash flow exclude the impact of Tesco Bank
* Restated for the adoption of IFRS 15 as explained in Note 1and Note 35
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Chairman’s statement

Continued progress.

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

John Allan
Non-executive Chairman

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

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

The Board's mcreasing focus on growth in earnings and free cash
flow generation has also allowed us to pay a divdend for a second
successive year.

More broadly. our strong performance 15 a reflection of the hard
work of our 450,000 colleagues, and ther commitment to serving
shoppers a Ittle better every day - led by a management team that
has a clear focus on customers

The Board places a significant focus not just on the strategic plans
developed by management, but also on the wider culture of our
business Cur centenary year offers a timely reminder of what
made Tesco the business that it s today, as we celebrate 100 years
of great value Itis also an opportunity to further engage the whole
Tesco team oh the purpose and values that define our
organisation

Tesco PLC Annual Report and Financial Statements 2019

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

There have been two changes to the composition of the Board
In the year.

- Due toliness, Charles Witson stepped down from the Board

in July, but we are very pleased that his recovery has been
successful Charles continues to lead Booker and, as 2 member
of the Executive Committee, the wider Tesco business benefits
from his continued involvement in matters of strategy

In September, we were delighied to welcome Melissa Bethell to
the Board, bringing a broad range of experience and skills from
abackground in strakegy. finance and technology Melissa is
also a member of the Audit Committee.

Throughout the year. the Board's discussions have focused on
longer-term strategic planning With the progress that the business
has made against our six strategic drivers - the medium-term
ambitions that we outlined in October 2016, and which are

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

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

From a shareholder perspective, the tens through which the
Executive team manage the business will be four-fold, with a
focus on customer satisfaction, cash profitabilty, free cash flow
and earnings growth

Importantly, the Directors’ discussions on sustainabie growth do
not focus solely on financial metrics. The Board considers it critical
that we monitor and respond to broader issues of sustainability,
including climate change and responsible sourcing, so that our
business 15 well placed to succeed in the years ahead

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

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

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

= U

John Allan
Non-executive Chairman



Group Chief Executive’s review

Strategic report

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

Dave Lewis
Group Chief Executive

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

Creating long-term,
sustainable value.

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

After four years of turnaround, we have made sigmficant progress
We have transformed the Tesco brang, significantly reduced our
cost base; generated £2.5bn of retall operating cash this year,

and achieved a Group operating margin for the full year of 3 45%
- reaching 3 96% :n the second half of the year We have also
released £17bn of value from our property portfolio since the
start of our turnaround and built a culture of Innovation

QOur balance sheet is stronger too, with total indebtedness of
£{22)bn in 2015 reduced to E(12)bn at the end of this year

importantly. the progress we are making is broad-based In the
UX, we have rebuilt the competitiveness of our offer. in Central
Europe, we have simplfied our business and delivered a
significant cost reduction programme. and 1in Asia. we have
successtully renegotiated terms with our suppliers. supporting
our profit recovery

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

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

Customers.

We have continued our focus on providing customers with guality
products at great prices Our customers’ perceptions of guality
and vatue have continued to improve throughout our turnsreund,
ang more customers are recommencing Tesco as a place to shop

Our customer offer is stronger. with aimost 10,000 Own Brand
products relaunched in the UK. Importantly. this includes
completing the roll-out of our entry-level product tier

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

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

We continue to help our customers who want 10 make healthier
choices and In September, through our heaith event in UK stores
- gur first in partnership with Jamue Oliver - we offered a basket
of ‘helpful httle swaps’ which was 12% cheaper than a standard basket.

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

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

And at Tesco Bank, we have launched new technology to
simphfy banking for customers, including an improved mobile
app. which 1s now the preferred method of account access
for 12 mihon customers

Tesco PLC Annual Report and Financial Statements 2019



Colleagues.

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

In November, we implemented the final stage of a 10 5%
payincrease for our hourly-paid UK store colleagues We
have a consistent pninciple that we am to pay all colleagues
competitively against the relévant pay benchmark

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

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

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

Tesco PLC Annual Report and Financial Staternents 2019

In Ireland. we were particularly pleased to be independently
recopnised as a top Insh workplace for a second year, as well as
veing named one of the best workplaces for women. reflecting
our aim to give everyone an equal opportunity to get on

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

However, this has alsa been a significant year of change for
our business, which has had an impact on cur colleagues
These changes are necessary as we respond Lo changes inthe
way that customers shop with us, and witl ensure that we are
operating our business sustamnably.

Whenever we make any change in our business, our priority
1s always to support our colleagues. and to stay true to our vatues

Our values.

Ng one tries We treat people Every little help
harder for how they want to makes a big
customers be treated difference




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

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

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

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

As we grow our business, that presents an opporturity for
our partners to grow with us too

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

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

we're also working with suppliers to make products heaithier
and more sustainable in Thaland, we became the first
retaller to bring all our Own Brand soft drinks below 6g of
sugar per 100mi and we have removed trans fats from all
Tesce bakery items In the UK, we have worked with our
suppliers to remove more than 2,900 tonnes of hard to
recycle materials from our Own Brand products.

358 suppliers

worked with us to develop

1,800 products

for our new Jack’s brand

Alternative performance measures referred to in this
statement are defined in the Glossary on pages 178 to 18t

Strategic report
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Group Chief Executive’s review continued

Shareholders.

We continue to create long-term, sustainable value for
shareholders, nvesting in gur competitiveness in all of our
markets and bemg more selective in the mix of products
we sell, moving away from loss-making categories

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

We are delivering the synergies from our merger with Booker,
with £79m realised in this first year, and we are well on track
10 meet our target recurring run-rate of around £200m

per year by the end of the third year Our Joinirg Forces
programme continues at pace, with top Booker products
now available wn 70 Tesco stores and. for Booker customers,
a significant improvement in the quality of the top 20
fastest-seling retasl frut and vegetable lines.

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

Reflecting our strong underlying financial performance, we are
also proposing a final dividend of 4 10 pence, taking the full-year
dividend to 5 77 pence, an Increase of 92.3% year-on-vear We
now expect to reach a dwdend cover level of around two times
earnings (on a post-IFRS 16 basis) in the 2019/20 financial year

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

Thanks to the hard work and dedication of our colleagues in
delivering cur plans we have already met the vast majority
of our turnaround objectives This puts us In a8 good position
to further invest in our competitiveness, and to fare into
challenging conditions in each of our markets, including

the unievel playing field created by the business rates system
n the UK, which continues to place a significant burden on the
retall industry, with eur own bill at around £700m each year,
changes 1o Sunday trading reguiations in Poland which have
impacted sales for Centrai Europe. contributing to a (2 3)%
sales dechine, and

the market in Thailand - which is highly competitive and
challenging - and the issuance of government welfare cards.
which hag an impact of (1 2% on Asia sales this year, although
this had eased by the end of the fourth quarter.

While these and other heagdwinds will continue, we witl succeed
Dy staying true to what we have always done best throughout
our 100-year history being a champon for customers
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That means offering great value, the best quality, and helpful
service. Jack Cohen did exactly that when he first set out his
market stall, and the same spirit still drives Tesco today

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

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

This year we have

- achieved 81% of our target that no food that 1s safe for
human consumption should go to waste in our UK business,

- gonated the equivalent of 62.7 million meals to local
charities and community groups in the UK, treland, Central
Eurcpe and Asia. and also launched a trairng programme
with a goal to help more than 1,000 community cooks in
the UK make the most of the donations they receive,

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

- begun trials of a ‘reverse vending’' scheme for plastic
botties in the UK ang Thaland

We are also partnenng with external organisations,
working together with shared ambitions. This year we
have launched a new partnership wath WWF_ with the
aim of reducing the environmental impact of the average
UK shopping basket by 50%

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

One hundred years of great value.

Over the last 100 years, Tesco has been an innovator,
adisruptor, and above ali it has hstened to customers
- meeting their needs better than anybody else Retail
has changed a (ot in that time, and 50 has our business

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

That has been the guiding prinoiple of our four years of
turnaround, and It continues to guide every decision we
make today

As we celebrate our centenary. we are in a strong position
It's a moment to reflect on our past - but also 1o look ahead
to the future And as we do so. our focus is Clear. to create
long-term. sustainable value for every stakeholder in ous
business. for many years to come

\
F-—____-_._-_“
Dave Lewis
Group Chief Executive

Mere detail on our performance, including
statutory results, can be found in our
Financtal review on pages 18 to 23
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Ceiebrating 100 years of great value

A born entrepreneur:

Jack Cohen founded Tesco
in 1919, Jack took his £30
demob money at the end
of the First World War,
bought some surplus army
food and got himself a
pitch. By the end of that
first morning he’d taken
£4, of which £1 was his own.

Jack was a grafter.

A family man. And
he worked hard
to give customers

what they needed.

Tesco PLC Annual Report and Financial Statements 2019

Jack's first store:

In 1929, Jack set up shop
in North London under the
Tesco name. Tesco comes
from the initials ‘TES' of
TE Stockwel, a tea
supplier and partner of
Jack's, as well as the ‘CO’
from Jack's surname.



Celebrating 100 years
of great value.

Something for nothing:
we introduced Green Shield stamps in
1863, and they soon became a national
phenomenon These stamps could be
exchanged for a range of goods in our
Green Shield catalogue. giving
customers even better value at Tesco

1930s '

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

Value at the pumps and
alegacy to remember:
We changed the rules of fuel
retailing, as we opened our
first Tesco petrol stations
- giving customers anather
great reason to shop with us
But it was also the endg of an
era, as Jack Cohen passed
away 1n 1879

1977

Checkout at Tesco:
we closed our stores and
took the competition by
surprise with the launch of a
major price-cutting imntiative
called "Checkout at Tesco’
Our simple. low prices were
an overnight success



I 1990s |

The game changers:

We |launched our iconic ‘Every Little
Helps’ strapline, in a decade fuii of littie
helps for our customers - fram the
introduction of Clubcard, to the launch
of our first Express and Extra stores,
making it even more convenient for
custorners to shop with us
We 8lso launched our Tesca Value

range. offering our customers a wider
choice of products at great prices

Jack is back:

We unveiled a new brand

and stores. inspired by and
named after Jack Cohen

Jack’s brings customers
great-tasung food
at the lowest
possible prices

OQur centenary:
We celebrate one hundred
years of great value.

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

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

In the same decade, we also launched
our F&F clothing brand and Tesco Bank.
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A lot has changed since Jack Cohen set up his market stali
in 1919, but not cur commitment to great value.

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

Tesco PLC Annuat Report and Financial Statements 2019 9
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About Tesco

We’re passionate
about serving
shoppers a

little better
every day, in
store and online.

UK & ROl.

Qur UK & ROI business is the largest
in the Group With a leading market,
position, we operate Tesco stores
from convenience formats through
to iarger stores - as well as our
whalesal le business, Booker

Group sales

£56,883m 3,787 stores

arou nd
340,000

£1,537m

" Excludes amortisation of scquired inlangibles and exceplional items

Tesco PLC Annual Report and Financial Statements 2019




Central Europe.

We are present in four Central
European countries, with
hwpermarkets and convenience
stores in the Czech Republic.
Slovakia, Hungary and Paland

Our footprint

895 stores

:Fguc;und
50,000

Operating profit™

£186m

Asia.

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

Our faotprint

2,038 stores

around
60,000

Operating profit®

£286m

Strategic report

Tesco Bank.

Tesco Bank 1s based in the UK, and
aims to be the bank for people who
shop ai Tesco. providing simple and
converient retail banking and
insurance products

Our footprint

6 million
customer
accounts

Colleagues

around
4,000

Operating profit™

£197m



Our business model

A best in class retailer.

Our differentiating
capabilities.

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

From customer tasting panels
as we develop new products,
through to the insight we get
from Clubcard, we use our
experuse 1o understand and
meet our customers' needs
better than anybody else

Qur colleagues.

Touch every part @
of our business.

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

We are a business that’s about
serving people We are at our
best for customers when every
one of our 450,000 colieagues
is focused on delivering great
service -~ and we share a single
purpose to serve shoppers a
little better every day

Reinvest
Qur focus 1s always on making
Tesco the best it can be for
our customers The better a
job we do for customers, the
more we will improve sales,
the more our sales improve.
the more we can reinvest
in further improving

the shepping trip

Scale and reach.

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

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

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

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

Services.

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

Innovation.

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

12 Tesco PLC Annual Report and Financial Statements 2019



To create value for
our stakeholders.

Value for customers,
Qur business model allows us
to Dring our customers the
very best products at the best
possible prices. however they
choose to shop with us

As our business continues to
strengthen, we ¢an reinvestin
our competitiveness and
further improve the
experience for customers

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

93%

Value for suppliers.
Our corwersations with
supphiers focus on delivering
great value. great quahty
products for our customers

When we get it nght. our
business grows, and our
supplers grow with us

Together with Booker,

our combined growth 15 a
market -leading cpportunity
for suppliers

Annual quantum sales
growth: Tesco UK and
Booker

over £1bn

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

We want every colleague (n
our busmess to understand
the part they play in serving
shoppers a little better
every day

Colleagues motivated
by our purpose

80%

Value for shareholders.
For shareholders our
business madel allows us

to deliver sustainable,
profitable growth

Our uncerlying philosophy to
create value for shareholders
puts a focus on customer

satisfaction, cash profitability,

earnings growth and free
cash flaw

Diluted EPS before
exceptional and
other items'®

15.4p

4 Diluted EPS before exceptlonal and other items refers to diluted
earnings per share from continuing aperations before exceptional
items ang amortisation of acquired intangbles. net penslon finance
costs and falr vatue remeasurements on financial instruments, as
defined in the APM section of the Glossary on pages 178 to 183,

Strategic report




Our six strategic drivers

An update on our six
strategic drivers.

1. A differentiated brand

A strong and differentiated brand creates
long-term value for every stakeholder in
our business. Our purpose, 10 serve
snoppers a little better every day, 1s at
the heart of what our brand stands for

As we celebrate cur centenary year.
we are looking back to the ethos of our
founder, Jack Cohen, and what made
Tesco umique his unwavering, simple
commitment to great value.

That same commitrnent remains true
today, and throughout 2013 we are doing
that in more ways than ever before, with
excepticonal deals that take customers
back, through our ‘One Hundred Years of
Great Value' campaign

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

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

Encouragingly, customers and
stakeholders continue to recognise our
efforts. and this year our YouGov
Brandindex score reached its highest
rating since October 201

2. Reduce operating costs
by £1.5bn

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

We delivered in-year cost savings of
£632m, with £1 4bn of sawings to date
towards our £1.5bn ambition

Reducing our costs is particularly
important as we face into chalienging
conditions in each of our markets across
the Group. 5o that we can be even more
campetitive, and offer customers the
value, quality and service that they expect

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

We have also taken the difficult decision
to ctose around 90 of our fresh food
counters in the UK, with the remaining
700 trading with either a full or flexible
offer This reflects changes t¢ the way
customers shop in these stores. and

will allow us to operate more sustainably
for the long term

In Central Europe, we have requced costs
by simphfying work for colleagues in stores
- for example by reducing the number of
price changes by almost a third
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3. Generate £9bn cash
from operations

We maintain a strategic focus on
generating free cash flow, and this year
generated £2 5bn of retail operating cash.
driven by improved profitability Strong
working capital management 15 also a key
component of our cash generation

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

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

A further £(210im impact relates to

decisions made in the second half of the :
year Most significantly, the delayed
implementation of a new general ledger
systemin the UK & ROl postponed the
collection of some recevables into the
beginning of the 2019/20 financial year In
addition. a focus on safeguarding availability
and service levels for customers at a time
of political uncertainty meant we
deprioritised certain ongoing working
capital initiatrves.

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



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

Across the Group, we are working on me

- making our business more sustainable,
and stepping back from unprofitable sales
Group operating margn for the year was
3 45%. up 59 basis points in the second
half of the year, on the same basis as our
ambition {excluding Baoker), Group
operating margin was 3.79%

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

in Centratl Europe, we remain focused
on bulding a8 more sustainable business
In Poland. we closed 62 unprofitable
stores in the year, and we are reducng
the costs of operating cur business as we
focus on profitable sales. We have also
introduced more than 600 *Star Lines’
for customers across our four Central
European markets, giving more space on
the shelf to the most popular products,
at sharper prices

In Asia, we have repositioned our
customer offer in Thadand, with significant
changes to our sales mix and promotional
strategy. as well as accelerating changes
o our operating modet, which are helping
to underpin our profit recovery

we will continue to 100k at opportunities
1o improve our mix, allowing us to become
more competitive for customers, and to
deliver strong, sustainable returns for
shareholders

5. Maximise value
from property

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

In the UK, we are continung to explore
a smalil nurmber of opportunities to work
with a third-party to regevelop our
store sites in high-value locations

For example, this year, working with a
selected development partner, we have
created a plan which will transform our
store in Kennington, London As well 85
making better use of the space to create
hundreds of new homes, the project will
also deliver a brand new Tesco store.
further commercial space and will open
up the site, bringing commumities in the
local area closer together

We continue to repurpose space imn some
of our larger stores, mtroducing thurd-
party concessions from popular brands,
as well as services ke barbers.

in Central Europe, we have simphfied
our property portfolic as we exit our
department store format We have
alse repurposed space in 14 of our
hypermarkets, and introduced 22 new
anchor tenants into our malls

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

Strategic report

6. Innovation

A continuous pipeline of Innovation
ensures that we can keep serving
shoppers better — anticopating and
responding to their needs better
than anybody else.

Creating a culture of innovation across
our BUSINEsS remans a pricrity and, to
support this, we opened a new facility this
year at our Welwyn Garden City campus
The ‘Heart' building brings together our
capabilities in product development,
customer insight. colieague learning and
retail technology - including a state of the
art Express store, and kitchens where our
colleagues and supplier partners can
develop new products together

We're also innovating to make our
products healthier. and more sustainable
When we reformulate products wherever
possible we make them hezlther, wathout
compromising on taste, This year we have
added extra fibre to chilled breads and
savourias, and reduced the sugar in our
core Own Brand baked beans by Z20%.
We've launched new packaging to

reguce our impact on the environment
and prevent waste, ike our avocado
packs, which now stay fresher for

two days ionger

As the way people shop continues to
change. we are also thnovating in the way
we serve them We've launched a new
brand in the UK - Jack’'s - as part of our
centenary celebrations In Thaland, we
have 3156 l[aunched a new convenience
proposttion. to better meet our
custorners’ peeds
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Qur key performance indicators

Our Big 6 KPIs.

We have six simpie key performance measures for the whole business.

Grow sales.

Why it's important.

Sustanable growth in salés 1s important
to our business model. A strong, growing
business also creates opportunities for
our suppliers to grow with us too.

What we measure.

Group sales is a measure of revenue
excluding sales made at petrol filling
stations It demonstrates the Group's
underlying performance in the core
retail and financial services businesses
by remowving the volatihties associated
with the movement in fuel prices

How we performed.

Group sales grew by 11.3% at constant
exchange rates to £56 9bn. and this
year was our third consecutive year
of sales growth

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

Group sales®
£56.9bn up 11.3%°

Deliver profit.

Why it’s impertant.

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

What we measure.

Group operating profit, before
exceptionalitems and amortisation of
acquired intangibles It 15 the headline
measure of the Group’s performance

How we performed.

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

We have reduced our operating costs,
and continued our focus on delivening
profitable growth and improving the
quahty of our sales

Group operating profit before
exceptional items and amortisation
of acquired intangibles

£2,206m, up 33.5%"

Improve operating cash flow.

Why it’s important.

Strong cash generation is agn important
part of our underlying phiiosophy as we
mManage our business

What we measure.

Retail operating cash flow Is the cash
generated from operations of continuing
operations, excluding the effects of
Tesco Bank's cash flows It is a measure
of the cash generation and working
capital efficiency by the Retail business.
recoghising that Tesco Bank is run and
regulated independently from the Retall
operations

How we performed.

We generated retail operating cash of
£2.502m, down (9 8)% This 1s reported
after a ¢ £(490)m working capital timing
impact year-on-year. including & timng
impact of £(278}m following the fallure of a
key suppler, Paimer & Harvey, at the end
of the last financial year. A further £(210)m
impact relates most significantly to the
delay of the imptementation of a new
general ledger system in the UK & ROI. and
additionally the deprioritisation of some
ongoing working capital initiatives at a time
of political uncertainty

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

Why it’s important,

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

What we measure,

Reflects % of Fans minus Critics answerning

the question “Based on your visit, how
Ikely (s it that you would recommend the
following to a friend or colleague®”

How we performed.
Our net promoter score for the Group
continues to increase

This year our score increased by 5 points

to 17 points, with more customers

recommending Tesco as a place to shop

Strategic report

Group net promoter score
17pts, up Spts

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

Why it's important.

When we get things right for our 450.000
colleagues we make it even easter for
them to do what they do best - serving
shoppers a littie better every day

What we measure.

Our ‘Great place to work’ measure is
the percentage of colieagues who agree
or strongly agree with the statement
‘Iwould recommend Tesco as a great
place to work’.

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

How we performed.

Our 'Great place to work’ measure
has remained stable year-on-year at
B3%, with most colleagues in every
one of our markets agreeing that they
would recommend Tesco as a great
place to work

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

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

Build trusted partnerships.

Why it’s important.

Close and trusted partnerships with our
suppliers allow us to source the best
quabty products for our customers,

at the best prices

What we measure.

Our suppher satisfaction measure reflects
the percentage of suppliers across the
Group who responded pasitively when
asked “Overall how satisfied are you with
your experience of working with Tesco?”,
Inour Supplier Viewpoint survey

How we performed.

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

Through the year, the majonty of our
inchvidual measures on ways of working
with supphers also improved, with
particularly strong improvements in
suppler ratings of communication

and feeling listened to.

Group supplier satisfaction
77.5%, up 2.6pts

A Alternative performance measures (APM}

Measures with this symbol A are defined in the Glassary section on pages 178 Lo 151

“ Reported an a camtinuing operalions basis lexcludes Turkey) Growth s al constant exchange rates on a comparable days basis

* Reported on a continuing operalions basis (excludes Turkey) Growth s at actual exchange rates

* Chart shows the movement in Grest place (¢ work

* Restated for the adoptwon of IFRS 15 For more information see Note 1 and Note 36 on pages 98 and 155
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Financial review

- Sustained strong

performance.

“We have met or are about

to meet the vast majority
of our turnaround goals
The second half margin
level puts us well within
the aspirational range
we set four years ago "

Alan Stewart
Cruef Financial Officer

Group results 2018/19.

52 weeks enced Year-on-year Year-on-yeer

23 February 2019 change change
(Constant [Actual

Qn 8 continuing 200/18 exchange exchange

operations basrs 200818 {restated) ratest rates)

Group sales

exec. VAT, axc fuell™ £56,883m £50,993m n.3% 115%

Fuel £7.028m £6 500m 81% 81%

Revenue

lexc. VAT, inc. fuel) £63,911m £57,493m 10% 1.2%

Group operating profit®  £2,206m £1,646m 33.5% 34 0%

UK & ROI £1537m  £1.059m 45 0% 45.1%

Central Europe £186m £119m 56.3% 56.3%

Asia £286m £299m B.7)% {4 3%

Tesco Bank £197m £169m 16 6% 16.6%

Include exceptienal items

and amortisation of

acquired intangibles £(53)m £193m

Group statutory

operating profit £2.153m  £1.839m 16 7% 7 1%

Group profit before tax

before excepuionat items,

amortisation of acquired

intangibles. net pension

finance costs and fair

value remeasurementis

of financial instruments £1.958m  £1,284m 52.5%

Group statutory

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

Diluted EPS before

exceptional nems.

amortisation of acquired

intangibles, net penston

finance costs and fair

value remeasurements

of tinancial mstruments 15.40p 180p 29 4%

Statutory diluted EPS 13 55p 12 Wp

Statutory basic EPS 13 65p 12150

Dividend per share 5.77p 3.00p 92.3%

Capex'¥! £1.1bn £11bn

Net debt'®*? £(2.9)bn  £(2.6)bn

Cash generated from

retail operations'? £2,5bn £2.8bn

w { ast year higures restated for impact of IFRS 15 Revenue from contracts with
customers' Impacts include a £2m increase in revenye and operating profit
™ Group sales exclude VAT and fuel Sales growth shown an a comparable days basis

& Excludes amortsabon of acquired

and excluch

obonal itents by virtue of ther

size and nature in order o reflect management s view of underlying performance

“ Capex 15 shown excluding property buybacks Statutory capitel expenditure
Oncluding property buybacks) was £12bn {2017/18. £1 5bn)
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This year, we have made broad-based progress across the Group
including a further strong increase in profitability We grew sales by
11.5%. excluding VAT, excluding fuel, at actual exchange rates and
have now delivered three full years of sales growth. Results this
year include the consohdation of Booker for 51 weeks since our
merger completed on 5 March 2018

Group operating profit before exceptionsl items and amorusation
of acquired intangibles was up 34 0% to £2,206m, as we continue
to simplfy the business and reduce costs. and we achieved a
second half operating margin of 3 96% (3 79% excluding Booker).
Our statutory profit before tax increased to £2.153m including
£(53)m of exceptional items and amortisation of acquired
intangibles We dgelivered a strong performance on net debt
lexcluding Tesco Bank) which was £(2 9)bn, after £(766)m of
Booker cash consideration

We are continuing to focus on customer satisfaction, cash
profitability, free cash flow and earnings growth and are using
these measures to iInform our decisions as we logk Lo create
sustaineble value for shareholders

Reflecting our continued improved performance and confidence in
ongoing cash generation, the Board has proposed the payment of
a 4.10 pence per share final dvidend following on from the interim
dividend of 1 67 pence per share This takes the total dividend for
the year to 5.77 pence per share, up 92.3% year on year

Segmental results.
UK & ROI.

Year-cn-year Yegar-on-year
chenge change
{Constant (Actual
exchange exchange
rates) rates)

On a continuing

operations basis 2018719 2007/18

Sales

{exc. VAT, exc, fuel)
Like-for-lke sales
{exc VAT exc. fuel)

£44,883m  £38.656m 16 1% 16 1%

2.9% 23%

Statutory revenue

{exe VAT, inc. fuel) £51,643m €44 914m

Revenue inciudes fuel £6.760m £6 258m

Operating profit
before exceptional
items'?

Operating profit
margin before
exceptional itemsk!
$tatutory cperating
prefit

£1,537Tm £1,058m 45.0% 45.1%

298% 2 36% 62bps 63bps

£1,535m £1,205m

In the UK and the Republic of Ireland (RO, ike-for-lIike sales grew
by 2 9%, representing the third full year of growth Tesco UK
like-for-lke sales grew by 17% as we improved both our quality and
value perception We have completed the rollout of our range of
eight new ‘Exclusively at Tesco’ brands, such as ‘Ms Mally's” and
‘Hearty Food Co.’, as part of the overall relaunch of 10,000

Own Brand products. in the third quarter. as expected. we saw an
increase in custorers trading into the outstanding value offered
by these products. The continuing success of 'Exclusively at

W Net debt, ratall opersting cash flow and retsil free cash flow exclude the impact of
Tesco Bank n order to pronde further anafysis of the retai cash flow statement

Net debt includes both continuing and discontinued operations

The defintion &nd purpose of the Group's alternative performance measures, which
ncluges ike-for-like sales are defined on pages 178 to 18) A detalled analyss of
discontinued operations can be found n Note 7

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

In general merchandise, we continue to focus on sustainable
categories that complement the grocery shop. We are driving
growth in those categones by differentiating our offer For
exampie, our Fox & Ivy and Go Cock ranges contributed to
like-for-like sales growth of 4 2% in our Home category Our
clothing ike-for-like sales grew by 3 0% and in February 2019
we launched selected F&F Womenswear items on Next.co.uk
we closed Tesco Direct frem 9 July, with our like-for-Ike sales
performance removing the impact of this closure

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

growth. with particularly strong performance in our cenvenience
business. iNcluding One Stop, where we launched a further 100
Cwn Brand products, offering excellent qualty and value to
customers Our online grocery sates grew by 2 8% year-on-year
includhing our biggest ever sales week at Christmas with nearly

51 million items delivered and 776.000 orders, We have seena
strong response to the launch of Jack’s - our new brand and store
farmat - with a net promoter score of 53% and very high levels of
customer awareness

Booker's like-for-like sales grew by 11.1% (10 8% excluding tobacco)
during the year, including a strong performance from symbol group
stores Sales growthn the fourth quarter eased as we started

to annuabse contract wins secured in the prior year We are
continuing to unlock the benefits of Joining Forces for Booker's
customers, with greater choice, lower prices and better qualty

in ROI, hke-for-lke sales grew by 1.3% In a competitive market,
we have continued to make good progress during the year.
growing volumes across all food categories

UK & ROt operating profit before exceptional items and
amortisation of acquired intangibles was £1.537m, up 45 1%, with
operating margin growth of 62 basis points year-on-year During
the year, our cost savings programme progressed well and we
further simplified what we do and how we serve customersn
our store operations and in heed office Qur strategic ambition
10 maximise the mix led to our focus on more sustainable general
merchandise categornies, including closing Tesco Direct in July
The operating loss relating to Tesco Direct was £(94)m in the
201718 financial year

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

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

We delivered £79m of the synergies identified 1n the Booker merger
process - ahead of our initial expectation of £60m in the first year
- ang are well on track to delver our target of ¢ £200m synergies
per annum by the end of the third year We now anticipate that
exceptional integration casts over the three years will total
£(50Im-E(75}m. lower than the £0145)m which had been

originally planned

Excluding Bocker operating profit and synergies, UK & ROl operating
profit before exceptional items and amortisation of acquired
ntangbles was up 19 2%, with margin expansion of 39bps

Strateglc report

Central Europe.

in Central Europe, overall hke-for-like sales declined by (2 31%

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

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

Year-on-year Year-on-year

change change

{Constant (Actual
On a continuing exchange exchange
operations basis 2018/19 2017/18 rates) ratest
Sales lexc.
VAT, exc. fuel) £€6,030m  £6,343m (4.51% (4.9)%
Like- for-lke sales
exc VAT, exc fuel) (2 31% Q3%
Statutory revenue
lexc. VAT, inc. fuel) £6,298m  £6,585m
Revenue includes fuel £268m £242m
Operating
profit before
axceptional items £186m £119m 56.3% 56.3%
Operating profit
margin before
exceptional items 295% 181% 113bps 115bps
Statutery operating
profit £232m £212m

Central Europe operating profit before exceptional items was
£186m. up 56 3% year-on-year at actual exchange rates We are
improving the quahty of our business by focusing on more sustainable
product categories and reducing less profitable ranges, such as
electrnicals Inaddition, operating costs are beng reduced across
the region as we simplify the store service model. for example.

we reduced the number of price changes by 28% in the vear

In Poland, we closed B2 loss-making stores which contnbuted

to Poland making a small profit in the second haif.

Asia.
Year-on-year Year-on-year
change change
(Constant Actual
On 5 continuing exchange exchange
operatlons basis 2018/18 207418 rates) rates}
Sales lexc.
VAT, exc. fuel)
Like-for-lke sales
{exc VAT.exc. fuel) 6 21% 10 0%
Statutory revenue
(exc. VAT, inc. fuel)
Revenue includes: fuel
Operating
profit before
axcepticnal ltems £ 2R8m £299m 16 71% 4 31%
Operating profit
margin before
exceptonal items

Statutory cperating
profit £219m £277m

£4,873m  £4,947m 4.1}% N.6}%

£4,873m £4,947m

5 87% 6 04% {1Mbps {17)bps
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Financial review continued

Overall hke-for-like sales performance in Asia was (6 2)% for the
year, including the impact of significant changes to our sales mix
and promotional strategy. particularly in the first half. Like-for-like
sales performance improved to {3.01% in the fourth quarter

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

Asia aperating profif pefore exceptional items was £286m Inthe
first half, profit was impacted by the combined effect of sales
deleverage, price investment and repositioning of promotional
investment in Thaillang Performance improved significantly dunng
the secend half a3 we successfully concluded renegotiations with
our suppliers and accelerated plans to restructure our store and
office eperations in Thaillang As a result, we have been able to
recover our aperating margn more fully and quickly than we had
anticipated at the half-year stage

Tesco Bank.

Year-on-year

2018719 2017418 change

Revenue £1,097m £1,047m 4.7%
Operating profit before

exceptiona! items £197m £169m 18 6%

Statutory operating profit £167m £145m 15.2%

Lending Lo custarmers £12 426m £1.522m 7.8%

Customer deposits £10 465m £9.245m 132%

Net interest margin 38% 39% (0 0%

Risk asset ratto 18 4% 19 4% [10)%

Tesco Bank has continued to focus on delivering a positive
experience for our banking and insurance customers We have
made significant improvements to the online credit card journey
and refaunched a Banking app, making it easier for customers 1o
self-serve. In a difficult and competitive insurance market.
investment has been focused on retention of existing customers.
Overall. active customer numbers have reduced by (1.0)% year-on-
year with growth in banking offset by a reduction ininsurance

Operating profit before exceptional items increased by 16 6%
year-on-year to £137m, incluging strong retail banking performance
with bath cards and loans continuing to perform well Theinsurance
contribution has fallen year-on-year, impacted by competitive
market conditions, albeit partly offset by a £13m one-off benefit
relating to upfront recognition of insurance renewals following a
Contact renewal with our third party insurance provider Exceptional
items of £(30)m relating to Tesco Bankinclude a payment of £06im
n relation to a settiement agreed with the Financial Conduct
Authority (FCA) following an online fraudulent attack on Tesco Bank
n Novemnber 2018 and & Payment Protection Insurance (PPl) charge
of £0I6)m recognised in the year On an undertying basis. the
cost-{o-Income ratio has improved to 56 2% from 60.0%

Lending balances rose 7.8% year-on-year to £12.4bn. comprising
£3.8bn secured lending {up 25%! and £8 7bn unsecured lending
{up 1.8%}. The balance sheet remains strong and well positioned
to support future lending growth from both a hquicity and capital
perspective with a risk asset ratio of 18 4%

The Group has adopted IFRS 9 "Financial Instruments’ for the period
ending 24 February 2019. IFRS 9 has been applied retrospectively at
25 February 2018 by adjusting the opening balance sheet at that
date. For Tesco Bank, the adoption of IFRS 9 has resulted in a
decrease in cpening total assets of £223m, with a related deferred
tax asset of E57m The overall impact an opening equity was
therefore a reduction of £166m.
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Exceptional items in operating profit.

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

Restructuring and regundancy costs of £(220m relate to the
simplfication of our business and working practices across the
Group. These include charges of £(38Im incurred as a result of
the closure of our loss-making online general merchandise
business. Tesco Direct

Proviston for customer redress of £{16im refating to Tesco Bank,
reflects additional costs in respect of PRI as a result of higher claim
rates than previously estimated PPl compensation clams must be
made before the deadline of 29 August 2019

201819 2007/18
Net restructuring and redundancy costs £1220im £(102im
Prowsion for customer redress . £(16)m £{24)m
FCA obligations £37m £25m
Property transactions £105m £79m
Tesco Bank FCA charge E{16)m -
Bogoker mntegration costs £013)m -
Release of prowision relating to
HMRC VAT appeal £176m -
Guaranteed minimurm pensions (GMP)
egualisation £(43Im -
Net impairment reversal of non-current
assets and onerous lease provision £10m £53m
Sale of Lazada £7m £124m
Disposal of opticians business - £38m
Total exceptional items in statutory
operating profit £25m £193m
Amortisation of acquired intangible assets £(78}m -
Total exceptional items and amortisation
of acquired intangibles in statutory
cperating profit £153)m £193m

There is an exceptional credit of £37m in relation to the Shareholder
Compensation Scherne which compnises a provision release of £17m
as we have now processed all outstanding claims and an insurance
recovery of £20m,

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

We have incurred 2 charge of £(18)m relating to a settlement
payment agreed with the FCA following an online fraudulent attack
on Tesco Bank in November 2018

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

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

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



Net impairment reversal of non-current assets and onerous lease
provision totals £10m This includes a net reversal of £69m in property,
plant and equipment, a charge of E{14)m in software and intangible
assets and a net charge of £(44)m in onerous property provisions

Armortisation of acquired intangible assets s excluded from our
headiine performance measures Our combination with Booker
resulted in the recognitron of goodwilt of £3.093m and a £756m
Intangible asset. driving amortisation of acquired intangble assets
of £{78m for the fulk year

The net effect of exceptional items and acquired intangibles
amortisation on operating profit dunng the year was £(53Im
This ¢cormpares to a net £193m last year which includes £124m
profit on the sale of Lazada in June 2017

Joint ventures and associates, interest and tax.

Joint ventures and associates.

Our share of post-tax profits from joint ventures and associates
before exceptional stems was £24m, an increase of £30m year-on-
year due to a further reduction in losses recognised ' Gain Land,
our associate in Chuina An exceptional gain of £11m was also
recognised on our share of profits from a mall disposal in Gan Land

Finance income and costs.
2018719 2017718

Interest payable on medwum-term notes,
loans and bonds £(256)m £[363Im

Interest. recewable on associated dervatives £18m £31m

Net mnterest on medum-term notes,

Strategic report

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

The effective tax rate on profit before exceptional stems and
amortisation of acquired mitangibles for the year 1s 24 1% This
tax rate s higher than the UK statuiory rate, primanly due to the
impact of the 8% supplementary tax surcharge on bank profits
and depreciation of assets that de not qualify for tax relief

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

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

On a statutory basis, the total tax charge 15 £(354)m which includes
a £59m credit relating to exceptional iterns Cash tax paid in the
year was £370m (up £194m year-on-year) ncluding £232m of
corporate tax paid in the UK (up £157m year-on-year) This increase
principally refiects our improved profitability and the benefit last
year from utihsing remaining UK tax losses.

Earnings per share (on a continuing operations basis).

Qur diluted earnings per share before excepuional items,
amortisation of acquired intangibles, net pension finance costs
and fair value remeasurements of financial instruments was 15 40p
29 4% higher year-on-year principally due to our stronger profit
performance. Statutory bastc earnings per share from continuing

loans and bonds £(238)m _ £(332im operations were 13 65p, 12 3% higher year-on-year

Other interest recewable and simitar Income £22m £44m

Other finance charges and interest payable £57m £[70)m Summary of total indebtedness.

Capitalised interest £lm £2m 2018719 2007/18 Movement
Net finance cost before exceptional charges, Net debt lexcludes Tesco Bank) E(2 863)m  £(2 625im £(238)m
net pension finance costs and fair value Discounted operating lease

remeasurements of financial instruments £272)m £(356}m commitments £(6999)m  £(6.931m £{68)m
Fair value remeasurements of financial Pension gdeficit 1AS 19 basis

instruments E(53)m £23m {post-tax} £(2 338)m  £42.728)m £390m
Net pension finance costs £(89Im £(162)m Total indebtedness £{12,2000m  £12,284)m £84m
Exceptional charge - translation of

Korea proceeds - £(38)m Overall. total indebtedness has decreased by £84m year-on-year
Net finance costs £(S1dim  £(533)m Retaill net debt ncreased by £(0 2)bn to £{2 9)bn, after the cash

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

was mainly driven by a lower level of gross debt We saw a £94m
reguction in net interest on megium-term notes. foans and bonds
fram £(332)m to £(238)m as a result of debt matunties and bond
tenders We unciertock two band tenders during the year which
reduced interest payable by £34m and we expect an annualsed
benefit of £52m

Net finance costs of £1514)m were £19m lower year-on-year
Within net finance costs. farr value remeasurements includes
£0121)m retating to the premium paxd on the repurchase of
tong-dated bonds Net pension finance costs decreased by £73m
year-on-year to £(89)m. driven by & lower opening pension deficit,
partly offset by & higher discount rate For 2019/20. net pension
finance costs are expected Lo decrease to ¢ £(72)m

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

outflow of £40 8)bn relating to our combination with Booker
Discountegd operating lease commitments increased by £{68)m.
including the consolidation of £{0 4)bn Booker lease commitments

0On 13 Septermber 2018, we exercised our option to buy back the
50% equity holging in the Tesco Atrato Limited Partnership held
by our property joint venture partner. The acquisition 1s scheduled
to complete in September 2019, and will lead to & reduction in
discounted lease commitments of £400m (undiscounted £780m},
and consolidation of the debt held by the joint venture

On an 1AS 19 basis our pension deficit (net of deferred tax) has
reduced from £2 7bn last year to £2 3bn at the end of the
current year The movement duning the year 15 primarily
attributable 1o centinued deficit contributions in addition

to strong asset performance

Out key Lredit melrics, which are fixed charge cover and total
indebtedness/EBITDAR, have further improved since the end
of the last financial year, from 2 710 3 2 imes and from 3 3 to
2 8 umes. respectively,
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Financial review continued

Summary retail cash flow.

Retail operating cash flow of £2,.502m reflects a strong underlying
improvement in cash profitability offset by a c.£{480)m working
capital timing impact year -on-year. driven by two factors.

First. this year's working capital net outflow of £{12Im includes
payments of £(139)m which were delayed from the last financial year
following the failure of a key supplier (Paimer & Harvey) Together
with the corresponding benefit in last year's working capital net
inflow, this creates a £(278)m year-on-year timing impact

Second, a further £(210Im impact within working capital relates to
decisions made in the second half of 2018/19 The most significant
of these relates to a decision to delay the implementation of a new
general ledger system in the UK & RQI by a few months, which
resulted in some receipts being postponed into the beginming of the
2019/20 hinancial year. In addition. we chose to deprioritise some
ongeing working capital mitiatives in order to safeguard availabihity
and service levels for customers at a tme of political uncertainty

2018/19 2017/18
Operating profit before exceptional items
and amaortisation of acquired intangibles £2,206m £1,646m
Less. Tesco Bank operating profit before
exceptional items £(197Im £169)m
Retail operating profit from continuing
operations before exceptional items and
amortisation of acquired intangibles £2,009m £147m
Add back Depreciation antg amartisation £1.214m €1 212m

Other reconciling tems £94m £28m
Pension deficit contribution £{266}m £(245}m
Underlying {increasej/decrease m working capitat £(312)m £493m

Retaill cash generated from operations

before exceptional items £2,739m  £2,965m
Exceptional cash rtems £{237/m £192)m
Refating to prior years
- Shareholder Compensation Schemne
Payments and SFO Fine £(43)m £{149)m
- Wiisation of oneroaus lease provisions £{81m £{92)m
- Restructuning payments £i60Im £153Im
Relating to current yeor,

- Restructuring payments £{88)im £i67Im
Other £i6m £169m
Retal operating cash flow £2.502m £2,773m
Cash capex £11126)m  £01190)m
Net interest £1283)m £1297)m
Tax £{302)Im £(130m
Property proceeds £285m £253m
Property purchases - store buybacks £(136)m £(393Irn
Market purchases of shares (net of proceeds) £(146)m £lim

Acqussitions & disposals and dwidends received £{635Im £362m
Add back' Booker acquisition costs fincluded in

Acquisition & disposals above)® £747m -

Retall free cash flow™ £906m  £1,388m

W The cost of major acquisitions and disposals are removed from the Group's definion
of free cash flow

™ Retall free cash flow includes £146m market purchases of shares inat of proceeds) in
relation to share schemes Last year's reteil free cash flow has been restated by Ellm
to refiect this
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In addition 1o the working capital tuming impacts. the lower level of
retail free cash flow year-on-year principally reflects two factors
First, & higher tax charge as our profitabiity continues to improve
and second, a net cash outflow of £{146Im relating to the market
purchase of shares The market purchase follows our commitment
to offset any dilution from the issuance of new shares to satisfy
the requirements of share schemes We expect to utilise a similar
amount of cash in futyre years in ine with this commitment, witn
the exact amount dependent on performance

Other items include an exceptional cash outflow of £143)m relating
1o final payments under the Shareholder Compensation Scheme
which have now been processed

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

We reduced cash capital expenditure by 5 3% year-on-year to
£(1 bn reflecting our disciplined approach to capital mvestment,

In net cash interest, the benefit of lower interest paid was partially
offset by the timing of £55m of interest payable on our largest
stering-denominated bond The timing of our year-end date has
meant that last year's annual coupon payment on this bond was
made in this financial year

Retail cash tax paid in the year was £(302)m, higher than last year
reflecting our improved profitability and the benefit last vear from
utlising remaiming UK tax losses

We generated £285m of proceeds from property sales including
£129m redating to Kennington and a8 number of small disposals in
the UK, £92rn relating to three retail sites in Central Europe and
£58m relating to two Booker properties We completed the
buyback of Stroud superstore in the first half and Cirencester
Extra and Shepton Maliet superstore in the second half

Capital expenditure.

2018/18 2017 /18
UK & ROI £709m £676m
Centrat Europe £130m £133m
Asia £235m £239m
Tesco Bank £3Im £50m
Group £1,105m  £1,098m

Capital expenditure shown in the table above reflects expenditure
on ONgoIng business activities across the Group Our capital
expenditure for the year was £1.1bn, a similar level to last year and
lower than we originally anticipated for this year as we continue to
exercise discipling in our investment decisions In the UK & ROI,
spend was focused on maintaining and refreshing our stores,
alongside convenience store operungs in the UK Capital spend in
Central Europe and Asia has remained at a broadly similar leve! as
last year The focus of spend in Central Europe was on repurposing
our existing store estate and In Asia, spend primarily related to
our new store opemng programme in Thailand Going forward, we
expect our annual capital expenditure to remain within a range of
Lilbnto £1.4bn

Statutory capital expenditure of £1 2bnincludes £136m relating to
the three UK property buybacks.

We reduced the total amount of retailing selling space across the
Group by pust under 17 million square feet in the year. ACross
Centraf Europe and Asia, our repurposing programme has



contributed a net reduction of 10 milion square feet [nCentral
Europe. we have repurposed 669,000 square feet across 14 stores,
partnering with H&M, Reserved. Decathlon and Rossman In Asia
we have repurposed 26 stores. mainly in Thalland where we have
partnered with Mr.DIY home improvement and additional leisure
partners inciuding cinemas and play centres

In the UK & RO, we opened 24 new stores in the penod, including
13 1n our convenience formats 1in the UK and eight Jack's stores
We closed a further 20 stores in the UK, including twe Booker
stores Our net reduction of 66 stores in Central Europe during
the year was driven primarily by the closure of 62 stores in Poland
In Asia, we opened 72 stores including 70 in Thailand, principally in
our convenience farmat We closed a further 56 stores in Thalland
as we optirmise our conventence store network

Property.

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

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

Dividend.

Reflecting the continued improvement in the business and our

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

dividend of 4 10 pence per ordinary share. This takes the total
“dividend for the year Lo 5.77 pence per ordinary share, up 92 3%

year-on-year, following the payment of an interim dividend of 1 67

pence per ordinary share in November 2018

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

The proposed final dwvidend was approved by the Board of Directors
on 9 Aprit 209 and 15 subject to the approval of shareholders at the
Annual General Meeting to be held on 13 June 2019 The final
divdend will be paid on 21 June 2019 to shareholders who are on

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

Looking ahead.

we are confident that we will meet the remaining goais in our
turnaround plan in 2019/ 20 and deliver a leve!l of profitability
[pre-IFRS 16 and excluding Beoker) within the 3 §%-4 0%
margin range

whilst the market remains uncertain. our performance to

date s strong. leaving us well positioned to invest m our
competitiveness as we continue to celebrate 100 years of great
value for customers We remain comfortable with consensus
profit expectations for 2019/20

Strategic report

IFRS 16.

Tesco 1s introducing IFRS 16, the new financial reporting
standard on accounting for leases, for its 2019/20
financial year.

IFRS 16 has no econemic ynpact on the Group It has no
effect on how the business 1s run, nor on ¢ash flows for
the Group It does however have a significant impact on
the way the assets, habiities and the income statement
for the Group are presented. as well as the classification
of cash flows relating to lease contracts.

The Group will adopt the standard fully retrospectively
Detail on the impact of [FRS 16 on our 2018/19 financial
statements can be found In Note 36

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

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

As a result of the progress we are making strengthening the
balance sheet and delivering free cash flow, we now expect to
reach a dividend cover level of around two times earnings in the
2019/20 financial year We will maintain our focus on balance
sheet strength, targeting a leverage range of 3 times to 2.5 times
total indebtedness to EBITDAR (on a post-IFRS 16 basis)

a—

Alan Stewart
Chief Financial Officer

Tesco PLC Annual Report and Financial Statements 2019

23



Little Helps Plan

Every little help makes
a big difference.

Our approach.

For the past 100 years we have been a business with a strang community spirit and & desire to do the right thing. We believe we can make
& positive contribution to our colieagues, customers and communities through small actions that can add up to make a tig difference
One of our values, 'Every little help makes a tig difference’, inspired our Little Helps Plan. which we taunched two years ago It ams to
pull together all of our effarts and refocus aur activities on the social and environmental challenges that matter most to our customers,
colleagues, suppliers and stakeholders.

Every week we serve nearly 80 milion customers across eight countries and they tell us they want us to provide affordable, healthy,
sustainable products They also want us to look after our colleagues and the communities where we operate. We have listened to their
views and identified three prilars where we could make the biggest difference our peopie. our products and our places

Underpinming these pillars are areas where we are committed to daing the right thing. These include important rssues such as health
and safety. cyoer security and anti-bribery We call these our foundations, as they are the bedrock of a responsible business and are
fundamental to the way we operate.

For more information on how we identified the pillars, visit: www,tescoplc.com/materiallty

People. Products. Places.

To help our colleagues succeed by To help provide affordabie, To help our communities thrive
providing them with the flexibllity, healthy, sustalnable by positively contributing both
skills and reward to get on, products for all. socially and economically.

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

food waste
-3 Q

82% 12% 77.5% 29,819
Colleagues agree that they are able Cost savings of Supplier Lacal projects or causes supported
to work flexibly around their Iife cur ‘helpful ittle satisfaction enpe
17.156 swaps' basket Supplier 62.7 million

’ UK September View point) Meals danated through food surplus
Colleagues have recesved manager health event) redistribution pragrammes

devefopment training 2 ,9 1 4 8 1 %

Tonnes of hard to Towards reaching

recycle materials our target that
removed from ne food safe
Own Brand for human
packaging (UK} consumption wili

g0 to waste (UK}

Foundations.

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

The Littie Helps Plan s integral to our busmess strategy, helping us
to serve our customers a little better every day and contributing
directly 1o qur strategic drivers

By addressing the key issues that we know matter to cur
customers, colleagues, supplers and stakenolders, we are able

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

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

Strateglc report

Governance.

We have a robust governance framework in place to support us

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

implermentation begins in the UK We then share learnings
with our international markets to enable thern to develop
country-specific plans

Each pillar of the Plan 1s owned by a director within the relevant
business function These owners. in each country or region. are
responsitie for the day-to-day delivery of the Plan as well as
tracking progress against the relevant KPis Each country or region
has develcped a three-year roadmap which 15 reviewed annually,
with key priorities and deliverables set out for the year ahead

Qur Corporate Responsibility Committee (CRC) s responsible
for ensuring the Board devotes sufficient attention to corporate
respanstbility in its widest sense The Committee has been on

& number of visits in 2018/19 to see how our pohcies and
programmes are working on the ground For more infermation
an the Committee and its activities, see page 35

To download the latest Little Helps Plan report
@ including progress against our KPis, visit

www. tescople.com/littlehelpsplan

Listen to
stakeholders and
assess trends

identify material
issues

Establish targets
and measurement

Monitor
progress

Embed in
business plans

Annual research Little Helps Plan

suppliers Products and Places

Review data from
our business

Priority actions

and data published
November 2018

Three-year roadmaps Progress reviewed by

with consumers, launched October identified for developed for Executive committee
influencers, 2017 with three key each pillar each market bi-annually and
colleagues and plllars: People, 35 KPls established Key Initiatives Corporate

Responsibility
Committee three
times a year

Incorporated
into annual

business plans

Our relationships.

We cannot achieve our ambitions alone Our relationships with our
suppliers and expert partners are fundamental to the success of
both our busingss and our imptermentation of the Little Helps Pian
For example, our Sustainable Farrming Groups are essential in
helping to secure the future of farming and bullding long-term
relationstups with our farmers This year, we have established

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

some of the environmental challenges we cannat address alone
Our overall goal 1s to halve the environmental impact of the
average UK shopping basket We also continue 10 work with
Cancer Research UK, Diabetes UK and the British Heart Foundation
to promote healthier lving to customers and colleagues

In line with UN Glcbal Compact guidance, we have
@ identified which of the UN Sustainable Development

Goals (SDGSs} are particularly relevant to us

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

To download the |atest Little Helps Plan report
visit www . tescaple.com/littiehelpsplan

Tesco PLC Annual Report and Financial Statements 2019

25



26

Little Helps Plan continued

People.

A place to get on.

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

To help cur colleagues develop the skils they need to succeed.
we offered 1,265 new UK apprenticeships 1ast year, in areas
such as Large Goods Vehicle (LGV] driving and food technolopy.
Digital skills are increasingly important across our busingss, so
we are working with the Makers Academy to offer colleagues
opportunies to retrain as software development engineers
We are also traimng over 50 digital champions in our UK
distribution centres to coach colleagues on practical digital skills
and aim to start rolling this programme out to stores by the end
of the year 17.156 line managers have already attended our new
rnanager traning programme which covers how ta support their
colleagues in getting on

We are committed to helping the next generation Last year, over
2.300 young people started their career or gained work experience
with us through one of our early Careers programmes Inthe UK
our Movernent to Work programme has provided training and work
placements for 628 unemployed young people and. through our
partnership with the Prince's Trust and IGD, we have already
helped over 6,500 school children deveiop employment skills

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

Gender diversity split 2018/19

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

Earlier this year we conducted the UK’s largest ever workplace
health survey, with our charity partners Can¢er Research UK,
Diabetes UK and the British Heart Foundation. 8.000 colleagues
responded 16 the survey and it helped us identify new ways 1o
support colleagues to Iive healthier ives, such as introducing

a discounted gym pass

We want everyone to feel welcome and 84% of colleagues globally
tell us there 1s an inclusive culture at Tesco Our five estabished
UK colleague networks play a big part in helping colleagues find
support and mentoring. Our ambition for 2019/20 is to support our
other markets to roll out networks retevant for their colleagues.

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

We are committed to offering a fair and competitive total reward
package and, In the last two years, have increased hourly rates for
UK store cofleagues by 10 5%. See page 65 for our gender pay analysis

Ibased on actual year-end headcount) Male Female

Board of Directors ] 69% 4 3%
Senior managers - Directors 394 7% 18 23%
Senlor managers - Directors and managérs 2,941 63% 1,761 37%
All employees 199,133 44% 255,286 56%
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Products.

We believe that healthy, sustainable products should be affordable
for everyone regardless of their budget This ambition gudes our
actlons on health. sourcing. packaging ang tood waste

A healthier place to work and shop.

Seven out of ten families say supermarkets should do more to
help people make healthier chotces. such as by making heafthier
alternatives more affordable and enjoyable

By gradually adjusting our products over a number of years, taking
out & Iittle fat, sugar and salt. or adding more vegetables or fibre,
aur custamers can stilf buy their favourite foods every week white
being a little healthier

In the UK over a third of our frozen and chilied ready meals now
contain at least 10f your 5 a day In Thaland we are the first retaler
te bring all our Own Brand soft drinks below Bg of sugar per 100mi
and we have removed trans fats from all Tesco bakery items

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

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

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

by reducing the ¢osts of the main ingredients to encourage
people to try them.

Sourcing with care.

Food production has a significant impact on our planet’s natural
resources It alsc affects millions of hvelihaods around the world
We want customers to feel reassured that our progucts have been
sourced with respect for the envronment and the peopie involved,
We werk in partnership with thousands of suppliers and producers
to make sure that, as well as great quality. we offer the same
ethical and enwironmental standards. across all our product ranges,
at affordable prices

Strateglc report

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

to buy affordable, healthy. sustainable food. Together, we will focus
on helping customers eat more sustainably, restonng nature in
food preduction and leading the food industry in eliminating food
and packaging waste

One of the environments where we can make the biggest
difference 1s forests Global demand for food 15 putting sigrificant
pressure on these vital ecosystems We have committed to
achieving zero-net deforestation in our sourcing of agricuttural
raw materials by 2020 For Tesco, the most important of these
materials 1s soy, a key ingredient in animal feed.

We have taken a lead in the food industry in developing and
implermenting a soy sourcing programme that will ensure in the
future 100% of the soy our suppliers use comes from zero-net
detorestation sources This follows our work on palm ol where all
of the palm o1l in our UK Own Brand products is certified by the
Roundtable on Sustainable Palm Ol We are also worksng towards
all paper/wood used in our UK Own Brand products being certified
by the Forest Stewardship Council or Programme for the
Engorsement of Forest Certfication, or coming from a

recycled source We are B7% of the way there

In December 2018, we revised our human rights strategy to aliow
us to focus on the four 1ssues that most affect the people inour
supply chamn Work has alreagy begun in each of these areas.

Forced labour: Over 200 UK colleagues have recewved training
to help them tackle modern day slavery risks in supply chains
and our own operations

Gender equality: We have signed up to the UN's Wormnen's
Empowerment Principles and our partnership with the Ethical
Tea Partnership and UNICEF 1n Assam has helped equip 35,000
adolescent girls with the knowledge and life skills to reduce their
vulnerability to abuse and exploitation

Sustainable livelihoods: 5 pence from every pack of Tesco Extra
Strong tea sokd 1s donated to run community projects in two tea
estates in Malawi The first beneficiaries will be 10 Village Savings
and Loan Associations which help increase incomes through simple
savings and loan facihties

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

Creating a closed loop for packaging.

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

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

Alongside our aim to halve packaging weight by 2025, we have
carnmitted 1o end the use of the hardest to recycle rmatenals from our
Own Brand packaging by the end of 2019, Thanks to the support of gur
supphiers, we are now over 60% towards meeting our commitment

2,914 tonnes

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

We are extending our approach and learnings to other markets In
Central Europe we have developed a tailored List of hard to recycle
matenals. taking into consideration local recyching infrastructure,
and are working with supphers thére to efiminate these In Thaiand
we have switched to recyclable thermoform plastic for our fresh
meat and fruit-to-go products. reducing plastic waste by 12%.

We are trialling & reverse vending scheme for plastic bottles in the
UK and in Thailand, testing different rewards - such as vouchers
and charity donations - to encourage people to get involved. We
aiso have collection points m our large UK stores where customers
can recycle plastic bags and polyethylene fiims that are not always
accepted through kerbside collections, and are trialling a callection
scheme in 10 stores for all bags. pouches, films and crisp packets
totest a new recycling method

Reducing food waste.

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

This 1s in ine with the UN Sustainable Developrment Goal target

12 3 Qur Group Chief Executive Dave Lewis. chairs a coalition of
teaders from government, business, international organisations,
research institutions, and cwil society. called Champions 12.3.
whose purpose is to encourage countries and food businesses
giobally to set targets. measure and publish their data, and act on
the insights to tackle food waste

we were the first UK retailer to publish our food waste data and
update it every year This was followed by cur businesses in Irefand
and Central Europe, and now Booker. 27 of our largest Own Brand
suppliers have published data on food waste ir thew own operations
and 10 of cur largest branded suppliers have committed to do the
same, as well as take concrete steps 1o reduce food waste in the
supply chain and in the homes of our customers

QOur target 1s that no food that is safe for human consumption is
wasted in our UK business Over the last two years, as a result of
our efforts, and in partnership with charittes, we have reached
81%°% of this target Food that 1s damaged. or fresh food that
cannot be frozen, is excluded from the scope of our target as
we are unable to donate it to chanties
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In the past year we have donated surplus food equivalent to

B2.7 milhion meals, across the UK, treland, Central Europe and Asia
to local charities and community groups All Tesco stores in the UK,
Ireland and Malaysia offer surplus food as well as 747 stores in
Central Europe and 40 stores in Thaland We have also introduced
‘colleague shops’ in all our UK stores to heip tackle food waste
Here we offer surplus food. not taken by tocal charites, to
colleagues free of charge Any remaining suttable bakery and
produce is sent to ammal feed These cambined initiatives have
resulted in a 51% reduction in food safe for human consumption
going to waste in the UK compared with 1ast year

we have a shared responsibility to tackle food waste from farm to
fark The solution hes in working in partnership with our supplhers
and helping customers reduce food waste in their hormes, One
example of this is that we have removed "best before’ dates from
over 180 fruit and vegetable lines (o help prevent perfectly edible
items being thrown away too early.



UK.

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

ireland.*!

Foed surplus (food not sold
to customers) as a percentage
of total sales

Central Europe.

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

Total food surplus
redistributed (tonnes)

2+63%

Total foed surplus
redistributed (tonnes)

*1%

Total food surplus
redistributed {tonnes)

4 51%

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

*51%

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

v7%

Food surplus safe for
human consumpticn sent
for disposal (tonnes)

v*38%

1

Strategic report

in 2018/19, 9,937.974 tonnes

of food soid in the UK generated
77.184 tonnes of surplus (3.78%)
32,887 tonnes of surplus was
redistributed through donations
to chanty, colleagues or ammal
feed, an increase of 63%
compared with last year

51% decrease In food safe for
human consumption sent for
energy recovery

Total food waste in 2018/19 was
44,297° tonnes {0 45%° of sales).
This represents a 17% decrease
compared to last year and an
8% decrease compared to our
baseline year 2013/14

In 2018/19, 581,659 tonnes of
food sold in Ireland generated
7.176 tonnes of surplus (1 23%}
B65 tonnes of surplus was
recistributed through donations
to chanty a decrease of 1%
compared with last year

7% decrease in food safe for
human censumption sent for
energy recovery

Total food waste in 2018/19 was
6.312° tonnes (1 09% of sales)
This represents an 8% decrease
compared to last year and a 6%
increase compared to our
basehne year 2016/17

n 201818, 3.10.167 tonnes of food
sold in Central Europe generated
49,132 tonnes of surplus (1.58%]

20.469 tonnes of surplus was
redistributed through donations
to chanty or animal feed, an
increase of 51% compared

with last year

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

Booker.

For mere mformation on food surplus and waste data from
our Boaker business, visit www.tescoplc.com/bockerfoodwaste

Booker reported on foog waste for the first time in 2018. For 2018/19, Booker's reporting period 1s 51 weeks as we afign our financial
years and total food waste for this period was 2.857° tonnes This 15 equivalent to O 16%° of sales and has decreased from 0.17% last
year Donations to charity have increased by 52% frorm 383 tonnes last year to 584 tonnes in 2018/19

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

°  KPMG LLP was engaged to provide indepentent imited assurance over the selected food waste data highhghted in this report with 2 0 using the essurance standard ISAE 3000 KPMG has
1ssued an ungualified opimon over the selected data KPMG's full assurance statement 1s avaiiable at www tescoplc com/foogwastefigures

'@ Based on a four-week pencd (February 2015)
™ 20i7/1B hiures for Ireland have been restated Please see method statement for furtiver details at www tescople com/foogwasiefigures
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Little Helps Plan continued

Places.

Supporting our communities.

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

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

~ to learn more about the socio-economic contnbution we make
to our communities 1n the UK and understand how we could better
support them. In 2016/17 alone. we contributed an estimated
£37.3bn (gross value added) to the UK economy.

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

To increase the impact of our food redistribution scheme n

the UK. we have launched the Tesco Community Cookery School
programme to help community groups make the most of the
surplus food that they receive from Tesco Qwer 1.000 ¢ooks

will be given training and nutritious recipes. specially designed
by Jarmue Oliver and Tesco's food experts We hope to expand
the scheme to a tran-the-trainer model, benefiung a further
5,000 commurity coaks
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Another way we suppart communities s through our
community grant programmes in the UK, Ireiand
and Central Europe.

In the UK our Bags of Help scheme redistributes money raised
from the sale of carrier bags to fund thousands of projects in
local communities To date E70m has been invested in

local communities. supporting over 23,000 projects chosen
by customers - from improved outdoor spaces to training
coaches ar volunteers

Similarly, our Community Fund initiative in Ireland has
donated €3 7m to support over 13,000 selected local projects
For example, the Ballincolig Gymnastics Club in Cork has
been able to buy a new fully sprung floor for the gym thanks
to a donation from Tesco.

Since the You Choose, We Help programme began in Central
Europe. over 3.000 community groups have benefited. To offer
further help to our causes m Central Europe, we tnalled a
volunteering scheme with colleagues at 40 stores. The programme
15 now being rolied out across the region with colieagues being
encouraged tovolunteer, during work hours, at the local
organisations supported through You Choose, We Help




Foundations.

Qur Foundations are the things we take care of behing the scenes,
on an ongoIng basis, to make sure we remain a responsible, ethical
business. They heip us manage important evolving risks facing our
business, from product safety to data securnty to health and safety.
For information on how we are managng cyber security, product
safety. and health and safety risks, see page 32

Business ethics.

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

and from managers and senior leaders Everyone in the

business must comply with the Code and colleagues in office

roles, along with store and distribution managers. are required

to make an annual declaration of compliance In 2019, more

than 26.000 colleagues did so

Climate change.

We have 2 longstanding commitment to tackbng climate change
We were the first FTSE 100 company to set ambitious science-
based targets to become a zero-carbon business by 2050. i ine
with the 1 5-degree trajectory of the Paris Chrmate Agreerment
We have also committed to source 100% of cur electricity from
renewabie sources by 2030 In 2018/19 58% of our electricity.
across the Group, was sourced this way

QOur carben footprint is calculated accarding to the Greenhouse
Gas Protocol and our net carbon feotprint in 2018/19 was

3.3 milion tonnes of COe For our own operations’ absolute
carbon emissions, we achieved a 9% reduction compared to
last year and 31% compared to 20i15/16

Strategic report

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

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

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

{FCFD) we are working te caonsider the impacts that climate change
may have on our business For more information, see page 177.

Greenhouse gas emissions.
Globat tonnes of CO@

Base year

2019/19 2017/18 2005716

Scope 1328543° 1411758 1388.168
Scope 2%

1045.760° 1.202.618 2.053.703
1.831.835" 2137206 2.609.983

Market-based method
Location-based method
Scope 1ang 2 carbon Intensity
(kg CO,e/5q ft of s1ores and DCs) 20.83° 2272 29.57
Scope 3 NI BO2* 1.008.992 1.129.342
Total gross emissions 3.288.104° 3.623.369 4.572.832

COye from renewable energy

exported to the gnd 593" 1134 1.513
Total net emissions 3.287.512° 3.622.23% 4.571.319
Gverall net carbon intensity

(total net ermssions kg CO.e/sq fi

of stores ang DCs) 28 84" 31.48 39 27

*  XPMG LLP was engaped to prowide mdeperndent hmited assurance over the selected
greentouse gas emissions data huighlighted in this report with a * using the assurance
standards ISAE 3000 and 3410 KPMG has issued an ungualified opinion gver the selected
data. KPMG's full 2ssurance statement (s available at www ke com/cerbonfigures

W This year we re-basetmed our carbon emissions to tncluge Booker and Booker carbon
emissions are inclrdad n all figures reported

¥ Qur method statement 15 avarlable a1 www tescoplic com/carbonmethod Tesco uses
the market-based method for ¢sleulating scope 2 emussions for our total emlssions 1o
account for our effarts in generatmng and purchasing low-carbon energy The location-
based method Is provided for disclosure only and all intensity, net and gross emissions
shawn are calculated using scope 2 market-based method

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

Non-financial reporting statement.

This Littie Helps Plan section of the Annual Report contains a wide range of non-financial information about employees, environmental and social matters - from
human rights to food waste Qur full Little Helps Plan report 1s available on our website www tescoplc com/littiehelpsplan and expands on this information As
required under the new non-financial reporting requirements the table below sets cut where more information on non-financel matters can be found within the
rest of the Annual Report and also on our website The due diligence carned out for each policy 1s contained within each respective policy s documentation

Pape
Business model Six strategic drivers 14-15
Business model and KPls 12-17
Principal nsks and unicertainties 32-37
Environmental matters Principal risks and uncertainties Responsible sourcing and supply chain 35
Principal nisks and uncertainties. Poliical. regulatory and compliance 34
Details of our approach to protecting the environment in supply chains can be found on cur website
Employees Principal nsks and uncertainties health and safety, people 35
Chairman’s letter culture, diversity and inclusion 38
Directors’ report employment policies 80
Stakeholder engagement our purpose, culture and values 52
Soclal matters Principal risks and uncertainties Brexit 36
Information aboul how we do business including our approach 1o tax can be found on our websile
Directors’ repart. Grocernies Supply Code of Practice 81
Respect for human rights Principal nisks and uncertainties Responsitle sourcing and supply chain 35
Details of our policy as well as our approach to protecting human rights. can be found on pur website
Anti-corruption and antl-bribery Directors repart Modern Slavery Act, anti-corruption and anti-bribery matters 82

matters, health and safety

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

A robust review.

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

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

We have reviewed our principal nsks in ine with our strategic
drivers The risks to the business. 8t a8 high level, remain
unchanged from the previous year We have refrarmed our
customer risk definition to better reflect current circumstances.
set out on page 33

The two shorter-term risks relatng to Brext as well as Booker
synergy realisation and integration remain rélevant The risks
associated with Brexit are increasing due to the possibility of a
‘no deal’ scenario and the potential for an abrupt departure from
the EU. The Bocker integration and synergy realisabion risks
decreasing as good progress was made on the expected synergies

The risk managemeant process relies on our assessment of the risk
lixehhood and impact and on the development and monitoring of
appropriate internal controls CQur process for identifying and
manapging risk 15 set out In more detail on page 59

we maintain risk registers that discuss the principal risks faced by
the Group and this is an important component of our governance
framework and how we manage our business As part of our risk
management process, 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 sre considered and discussed
through regular meetings with senior managerment and reviewed
by the Executive Committee Each principal risk is discussed at.
least annually by the Board to provide oversight and ensure that
they remain relevant,

The table opposite sets out our principa! risks, thesw ink to our
strategic drivers, their movement during the year, and a summary,
of key controls and mitigating factors The Board considers these
to be the most significant Group nsks that may impact the
achievernent of our six strategic drivers as set out on pages 14
and 15 They do not comprise all of the rnisks assotated with the
business and are not set out in priority order Additional nisks not
presently known t¢ management, or currently deemed to be less
material, may also have an adverse effect on the business.

Strategic drivers.
@ A differentiated brand

@ Reduce operating

costs by £15bn Tesco Bank

@ Genarate £9bn cash
from operations

Maximise the mix to

Risks.

Transformetion

Oversight.

Board.

Overall responsibility for risk
managernent, engages directly
with risk assessment, mitigations
and risk appetite.

Audit Committee,
Oversight of the risk

achieve 8 35% - 4 0%
margin

Maximise valug
from property

@ Innovation

Competition

and markets

l Brana
reputatfon
' and trust

reafisation and

nggration
Principat risks
Responzble
sourcing and
supply chain

Booker ‘
synergy

Technology

Data

Health and
ity and
safety Poliucal. § S°°Y
| regulatory and data privacy
comphance
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framework and controls on
behalf of the Board,

Group Chief Executive and
Executive Committee.

The Group Chuef Executive has
overall accountability for control
and the management of risk

Indwidual members, reporting to
the Group Chief Executive. are
accountable for specific risks

Group Risk and Compliance
Committee.

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



Key risk movement.

@ Risk incregsug

Principal risk

@ NO risk movement

Risk movement

@ Risk decreasing

Strategic report

O Link to strategic
drivers on pages 14 and 15

Key controls and mitigating factors

Customer.!

Uncertanties including Brexit and macro
economic conditions} squeeze

our customers’ budgets and force them
1o reappraise the concepts of value

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

OCOO®E

Cngong fragmentation of
our customer engagement

channels exposes us to a risk of

diluting customer expenence
and ability 1o differentiate
our brand

®©

We now have a more consistent approach to building impactful customer
propositions, offering high-quality and cormnpetitive value while improving
the customer experience Propositions are now developed acrpss
channels and geographies Lo ensure consistency in the engagement with
customers Group-wide customer msight management 1s undertaken to
understand and leverage customer behaviour, expectalions ang
expenence across the different parts of the business We monitor the
effectiveness of our processes by regularly tracking our business and
competitors aganst measures that customers tell us are mportant

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.!

Fallure to achieve our transformation
objectives due to poor pricritisation,
ineffective change management and a
falure to understand and deliver the
technology required. resulting in an
inability to progress sufficiently quickly
to maintain or ncrease operating margin
and generate sufficient cash to meet
business cbjectives.

@eO®

Achieving our transformation
goals continues to demanc
effort and investment
especially with regard 10
technology changes

®©

We have multipte transformation programmes underway to simplify our
business with ¢lear market strategies and busmess plans in place which
evolve as pricntes or situations change We have appropriate
executive-level oversight for all the transformation actvities to ensure
programmes are adequately resourced and mitestones achieved

Liquidity.'

Failure of our business performance to
deliver cash as expected: access to
funding markets or faclities being
restricted- failures in operational hquidity
and currency risk management, Tesce
Bank cash call. or adverse changes to the
pension deficit funding requirement,
create calls on cash higher than
anticipated, ieading to impacts on hnancal
performance. cash hiquidity or the abibty
to continue to fund operations

©0]0]0]0,

‘We have a disciplined and
policy-based approach to
reasury management

‘We have reduced our debt
levels and have iImproving
debt metrics

®©

we maintain an infrasiructure of systems, pclicies and reports to ensure
discipline and oversight on Iiquidity matters, including speciic treasury
and debt-related issues Cur treasury policies are communicated across
the Group and are regularly reviewed by the Board, Executive Committee
and management The Group's funding strategy is approved annually by
the Board and includes maintaining appropnate levels of working capital
undrawn committed facilities and access to the capital markets. The
Aucht Commuittee revtews and annually approves the viability and going
concern statements and reports into the Board There I1s a long-term
funding framework in place for the pension deficit and there 1s ongoing
communication and engagement with the Pension Trustees Liquidity
levels and sources of cash are regularly reviewed and the Group
maintains access to committed credit (acihties and debt capital markets
while recognising that Tesco Bank is financially separate from Tesce PLC,
there (s ongoing momioring of the actmties of Tesco Bank that could
give nse 1o risks to Tesco PLC

Competition and markets.'
Faillure to deliver an effectwve coherant
and consistent strategy 1o respond to our
competters and changes in market
conchtions in the operating environment
resulting in a loss of market share and
fallure to improve profitabiiity

COG®E

We continue to face the

ongoing challenge of a changing

competitive landscape and
price pressure across most
of our markets

®©

Ouwr Board develops and regularly chalenges the strategic direction of
our business to enhance our ability 10 reman competitive on price range
and service This actwity mcludes development of our online channels
and multiple formats to allow us to compete in different markets

Qur Executive Committee and operational management regularly

review markets, trading opportumties competitor strategy and activity
we engage in market scanning and competitor analysis to refine our
customer proposition

t Indicates that the principal risk has been included as part of the ionger term viability scenarlos as detalled on page 37
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Principal risks and uncertainties continued

Principal risk Risk mavement Key controls and mitigating factors

Brand. reputation and trust.? We are leveraging the Tesco Maintaming a differentiaten hrand is one of our strategic pnoriuies.
Failure 1o create brand reappraisal Centenary to celebrate Our Group processes, policies and our Code of Business Conduct sets
opportunities to improve quality, value 100 years of great value and out how we can make the nght decisions for our customers, colleagues.
and service perceptions thus faxllng 1o reaffirrm our posihion as the suppliers, communities and mnvestors

rebuild trust in our brand customer champion We

We continue to develop communication and engagement programmes

:ﬁ;tg\eureotfc:x:g:f:; ?:;\3 10 ksten to our customers and stakeholders and reflect their needs in
N N . This includes the Suppler Viewpoint and the inlegr: ol
@ activities, thereby helping our plans, 1nctk & Supp! poInt & tegration of

local community and local markeing programmes We continue to
maximise the value and iImpact of our brand with the adwice of specialist
externai agencies and in-house marketing expertise. Our Corparate
Responsibiity Cornrmttes is i place to oversee all corporate

reappraise the brand. incregse
trust and reputation. while
improving our quality and vatue

perception responsibility actiities and initiatives, ensuring alignment with customer
pnorities and aur brand

Techno|ogy. Qur dependency On technology A multi-year programme is underway 10 enhance our technology
Failure of our IT infrastructure or key (T continues 1o grow. Ongoing infrastructure and resiience capabifities Tris involves significant
systems result m loss of information, improvements and investment Investment n our hosung strategy. partnering with cloud providers
inability to operate effectvely, financial in disaster recovery and and re-engineering some of our legacy retail Systems while building
of regulatory penaities, and negatwely business continuity measures redundancy for key business systems
impacts our reputation Further. falure help to mi exposure o Our technology secunity programme continues 1o build security
to build resiience at the tme of investing external threat s capabiities to strengthen our infrastructure and Information
in and impiementing new technology Technology General Controls

may result in potential loss of @
ocperating capability

0/010/0]0’

Data security and As a retail organisation we hotd We put our customers and colleagues at the heart of all decisions
data privacy.' a large amount of customer we make in relation to the processing of personal data Our multi-year
Fartlure to comply with iegat or reguiatory and colleague personal data technology secumygrogramme has been drving the enhancement of
requirements relating to data securty or and the threat Iandf,cap& our security capabihities to improve data security
data privacy In the course of our business has been ever growing We have an established team (o detect. report and respond to security
acimvities. results in reputational damage. The introduction of GDPR incidents in a timely fashion We have a third-party supplier assurance
fines or other adverse consequences in May 2015 has meant‘ an programme focusing on data security and privacy risks
This includes crrminal penalties and ncrease i indviduals
consequential litigation which result In awareness levels. as well as We have made sigrificant investment across the Group to ensure
an adverse impact on our financial an increase i the financial we comply with the requirements of GDPR in Europe and any other
performance or unfavourable effects penalties which can be levied retevant legislation globaily Qur privacy compliance programime,
on our ability to do business by the data protection which includes assessment and monitoring of risk. continues to
authonties drive compliance throughout our global business.
@ @ There 1s regular reporung on progress of the security and privacy
@ programmes tc governance and cversight committees.
Political, regulatory We continue to monitor and Wherever we operate. we aim to ensure that the impact of political and
and compliance. t improve our conirols to regulatory changes is sncorporated in pur strategic planning and policies
Failure 10 comply with legal and other ensure we comply with legal We manage regulatory risks through the use of our nisk management
reguirements as the regulatory and repulatory requirements framework and we have implemented compliance programmes and
environment becomes more restrictive. across the Group Long-term committees 1o manage our most important nsks (e g ant-bribery and
due to changes in the global political changes in the global political competition law) Qur compliance programmes ensure that sustainable
landscape. results in fings, criminat environment mean that in controls are implemented to miligate the nslf and we conduct assurance
penaties for Tesco or colleagues, some markets there is a push actmties for each nisk arga Qur Code of Business Conduct 1s supported
consequential hitigation and an adverse towards greater regulation of by new starter and annual compliance training and other tools suqh as
impact on our reputation, financial results, foreign investors and a our whistleblowing hotiine The engagement of leadership and senior

favouring of local companies management Is critical in the successful management of this risk area
H

and/er our sbiity to do business.
and leaders provide clear tone from the top for colleagues

® ®

1 Ingdicales that the principal risk has been included as part of the longer term viabiity scenanas as detaled on page 37
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Principal risk

Risk movement

Strategic report

Key controls and mitigating factors

Health and safety.

Falure to meet safety standards in
relation to our workplace. resulting
indeath or Injury to our customers,
colleagues or third partigs.

®

We continue 10 focus our
efforts on controls which
ensure colleague and
customer safety

®©

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

defines how we implement and report on safety controls 10 ensure

that colleagues, contractors and customers have a safe piace to

work and shop Each business 1s required to maintain & Safety
Improvement Plan to document and track enhancements

Overall governance 1s provided by the Group Risk and Compliance
Commitiee, with each business vt operating their own Health and
Safety Commiitee Our annual colleague survey results, alongside other
inputs such as safety audits, informs the delivery of safety intiatives and
targeted communications

Pecple.

Faillure to attract and retain the required
capability and continue 1o evolve our
culture could impact delivery of our
purpose and strategic drivers

01660010,

Market competitiveness
continues to affect our
abiity to attract and retamn
key specialist talent There
15 continued impact
arising from fast-changing
and complex legislation

©

Talent planning and people development processes are well established
across the Group Talent and succession planning 1s discussed annualiy
by the Board and three times a year at the Executive Commuttee and
Nomunations and Governance Committee A Group Inclusion strategy
1sin place An independent assessment of alt promotions and external
hires 15 conducted at leadership level to ensure capability. potential,
leadership and values The Remuneration Committee agrees objectives
and remuneration arrangements for serior management People risk
mitigation plans are in place throughout the Group supported by the
Executive Committee

Responsible sourcing

and supply chain.

Failure to meet product safety standards
resulting in death. injury or aliness 1o
customners, Falure to ensure that
products are sourced responsibly and
sustainably across supply chains lincluding
fair pay for workers, adhering to human
rights clean and safe working
emaronments. and that all social and
environmental standards are met), leading
to breaches of regulatons, illness, injury
or death to werkers and communities,
and affecting our reputation

O®

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

©

We have product standards, policies and guidance covering both food
and non-food, as well as goods and services not for resale, ensuring
that products are safe, lega! and of the required qualty Measures
inclucte policies and guidance to help ta ensure that the human rights
of workers are respectied and envirenmental impacts are managed
responsibly Refer to pages 24 to 31 for specific acuons highlighted
under our Little Helps Plan Suppiier audit programmes are in place t¢
monitor product safety. traceability and integrity, human rights and
environmental standards, including unannounced specification
nspectcns of supphers and factities, We run colleague training
programmes on food and product safety, responsible sourcing.
hygiene cantrols, and also provide support for stores We also provide
targeted rainmng for colleagues and suppliers dealing with specific
challenges such as modern slavery

Booker synergy realisation

and integration.

Faiure to successfully integrate Booker 15
dependent on 3 number of factors, leading
to ansk to our planned synergy
commitments and value creation

O@O®E®

There has been good progress
anthe expected synergies

®

A detailed synergy realisation and integration plan was successfully
executed during the financial year. Period-end reporting and tracking
of targeted benefits and key performance indicators 15 embedded

t  Indicates that the principal risk has been included as part of the longer term viability scenanos as detailed on page 37
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Principal risks and uncertainties continued

Principal risk

Risk movement

Key controls and mitigating factors

Brexit.?

Faillure o prepare for the UK's departure
from the EU will cause disruption to and
create uncertainty around Gur busingss not
least our ability to recruit and supply to our
customers Any disruption or uncertainty
could have an adverse effegt on our
business, financial results and opersations

OOE®

Uncertanty around our
departuce from the EU has
continued to grow as a result
of the pohtical deadlock.

@

With the UK's future trading refationship with the EU sull to be
determined. we continue 10 contribute to important pubhc policy
discussion and engage with government. regulatory bodies and
industry During this process, we will continue to assess and momnitor
the potential risks and iImpacts on Tesco customers, colleagues and
shareholders, while taking appropreaté miugation measures to address
challenges including logistics, staff and supply

This year we put in place a detailed Brewt contingency plan against
political and macro-ecanomic changes that could have a material
Impact on our market and cusiomer proposmion

Tesco Bank.

Tesco Bank is exposed 10 @ number of
risks, the most significant of which are
operational risk regulatory risk. credit
nisk funding and liquidity risk market
risk and business risk

OO

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

®

The Bank has a defined risk appetite, which is approved and reviewed
regularly by both the Bank's Board and the Tesco PLC Beard The risk
appetite defines the type and amount of risk that the Group i1s prepared
to accept ta achieve its objectives. and forms a key hnk between the
day-to-day risk management of the business and 1ts strategic priorities.
long-term plan, capital planning and liquidity management. Adherence
to risk appetite is monitored through a seres of ratios and limits

The Bank operates a risk management framework that 1s underpinned
by governance. policies processes and controls reporting. assurance
and siress 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 Avdit Committee Chairman A member of the
Tesco PLC Board 15 also a member of the Bank's Board.

t tndicates thel the principat 715k has been Included as part of the longer term viabily scenanos es detaled on page 37

Climate change and sustainability.
The complex global challenges and uncertarnties retated to chmate change and resource scarcity affect our business and our
ambitron of providing affordable. healthy and sustamable food Our approach ta these uncertamties 15 1o work callaboratively
to tackle both the risks and apportunities QOur Little Helps Plan integrates a number of imbiatives across our business to manage
some of these risks. Further details are included in the Little Helps Plan section on pages 24 1o 31

Tesco has publicly committed to iImplementing the recommendations (June 2017 of the Task Force on Climate-related Financial
Disclosures (TCFD). As part of our ongoing TCFD assessment, we are using scenano analysis snd looking at both short-term and
long-term climate risks and opportunites for our UK business. Refer to page 177 for more detailed disclosures on TCFD

Task Force on Climate-related Financial Disclosures.
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Strategic report

Longer term viability statement.

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

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

The Group conducts an annual strategic planmng process
compnsing a comprehensive reassessment of progress against the
Group's strategic objectives alongside a careful evaluation of the
longer term opportunities and risks in each market i which the
Group operates The process for assessing the principal and
emerging risks In each market 1s an important input to this process

The Group's Strategic Pianning and Viability Statement are

both considered over a three-year penod, as this horizon most
appropriately reflects the dynamic and changing retail
ervironment in which the Group cperates

Strategic planning process.

The strategic planning process builds frarn the Group's current
position and considers the evelution of the strategic objectives
over the next three years As part of this process, a longer-term
assessment of the prospects of the Group 1s afso considered

Current position.
Sigruficant progress has been made by the Group against the
strategic objectives announced in October 2016, inciuding

- Broad-based progress made in key custorner. suppher and
colleague metrics.,

- Strong profit growth ang free cash generation reflect the Group's
focus on delivering cost savings and profitable sales growth,

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

- Synergies realised from the Booker merger compleiedin
March 2018 are tracking ahead of plan, and

- The Group has operations across a dwersified set of
geographies and business areas (Retail, Banking and
Customer Data Science)

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

Longer term prospects.

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

- The principal nisks and uncertanties faced by the Group, as
well as emerging risks as they are identified, and how these can
be addressed.

The prevaling economic chmate and globat economy, competitor
actmvity, market dynamics and changing customer behaviours,
The potentiat short and longer term economic impact of Brexit.
The structural challenges facing retail and how the Group can
best position itself to address these,

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

The resihence afforded by the Group's Gperational scale

Assessing the Group's viability.

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

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

these scenarios individually threaten the viability of the

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

Scenario Associated principal sks  Deseription
Competitive - Brand, reputation Failure to respend to fierce
pressure and trust competition and changes in the
- Competition and retail market drives sustained
markets signeficant like-for-like volurme
- Customer decline in core food categories

L3

with no offsetting price inflation,
putling pressure on margins.

Datasecurity - Brand, reputation

A serious data secuniy or
reguiatory breach results n a
significant monetary penalty

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

or regulatory  and trust
breach - Data security ang
data privacy
- Pohtical, reguiatory
and compliance
Brext - Competition and
impact markets

- Palitical, regutatory
and compliznce
- Brext

Assumes a no-deal Brext scenaro
which results in an increase to cost
of goods and overhead costs A
broad assessment of the potential
impact has been modelled
ncluding higher import tanffs,
higher sourcing costs from a
weaker sterling, higher labour costs
and the potential cost of customs
friction from border controls
Appropriate mitigation options
open to the Group have also been
considered within this scenano

Reduction in - Transformation
cost savings - Liquidity

and cash

generation

Failure to achieve the Group's
transformation objectives.
resulting in an inability to progress
sufficiently quickly 1o maintain or
increase operating margin and
generate sufficient cash to

meet business objectives

These scenarios assumed that external debt 1s repaid as it
becomes due and committed faclities renewed as they become
due The scenarios above are hypothetical and purposefully

severe with the aim of ¢reating outcomes that have the ability to
threaten the viability of the Group In the case of these scenaros
arising vanous options are avallable to the Group in order to
maintain hiquidity sc as to continue in operation such as:

li) accessing new external funding early. (it more radical short-term
cost reduction actions, and (i) reducing capital expenditure None
of these actions are assumed In our current scenario modelling

Viability statement.

Based on these severe but plausible scenanos, the Directors
have a reasonable expectation that the Company will continue
n operat:an and meet 1ts habillties as they fall due over the
three-year period considered

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

Raobert Welch

Group Company Secretary
9 April 2019

Tesco PLC Annual Report and Financial Statements 2019

37



38

Corporate governance report

Chairman’s letter.

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

John Allan
Non-executive Chairman

Board rote and effectiveness.

Duning the year, we have sought to ensure that our governance
structures at Board, Committee and subsidiary company levels
centinue to be appropnate for the businesses and the markets
it which we aperate around the world, while supporting our
overall strategy and culture It s important that our approach
to governance matches gur values The Beard monitors. through
Its oversight. that the Group's values are adhered to We care
about our customers and endeavaur 1o ensure we are the
champion for customers by putting customers first and taking
actions that make a difference Whenever a customer chooses
to shop at Tesco, we want their experience to be better than
expected and better than the last ~ from the quality of the oifer
to the thoughtfulness of the service,

The Board has spent time in the business both collectively and
as individuals, exploring spectfic business areas through
presentations, meelings and cialogue with colleagues and cur
stakeholders Throughout the year, the Board. supported by its
Committees. hes covered a broad range of topics to ensure that
we continually review and challenge matters of importance to our
stakeholders My role as Chairman is to ensure that sufficient
time Is spent on these areas, to maintan high standards of
corporate governance and ensure that the Board has sufficient
information to carry out its duties Details of the Board's activity
and focus during 2018/19 are set aut on page 48.
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As Chairman it 15 my role to provide leadership of the Board to
ensure that it 1s possible to make high-guality decisions and
ensure it operates effecuvely Dunng 2018/19 the Board and each
Commiittee canducted an evaluation of its performance This was
externally facilitated by Dr Tracy Long of Boardroom Review and
the findings provide a clear agenda for us o cantinue to improve
as a Board The review confirmed that there is an effective
leagership m place with all Directors adding value through the
diversity of perspective The Board are collectively engaged with
the strategic process, the transformation agenda and have good
visibiity and understanging of the chalienges facing the Company
Hawing assessed the fingings, the Directors were satisfied that the
Board and each of its Committees and Directors continue to
operate effectively

Full details of the review together with progress against the 2017/18
review actions are set out an page 5t

Stakehcelder engagement.

A key focus of the 2018 UK Corporate Governance Code

1s on stakeholder engagement This is an ares where we have
already made good progress and have strong foundations on
which to build

Our business was built with a simple mission - to be the champion
for customers helping them to enjoy a better quality of kfe and an
easier way of living This hasn’t changed Customers want great
products at great value which they can buy easily and it's our job
to delwver this in the nght way for them That 1s why "Serving
shoppers 2 httle better every day’ 15 our core purpose

Since ¥ joined the Board a5 Chairman in 2015, we have spent a
iot of time listening to and understanding our key stakeholders.
customners, colleagues, supplier partners and shareholders
Much of what we have done over the past four years has been
drven by these insights, When discussing matters at Board
reetings. stakeholder issues are an integral part of our
decision-making. However, 1t 1s not practicable to please all
stakeholders aii of the time and a key part of the Board
process Is to balance the sometimes conflicting needs of our
stakeholders to ensure all are treated consistently and fairly.

| am pleased to announce that during 2019/20 we will be
estabhshing Colleague Contribution Panels across the Group.

with the aim of further enhancing the voice of colléagues within
the Boardroom so that better. more informed decisions are made
in the long-term interests of the Company and its stakeholders
The panels will normally meet twice a year. with a Non-executive
Owector attending ane of the meetings to eéngage with and listen to
colleagues as well as share the wews of the Board across a vanety
of ratters These Colleague Contrnibution Panels will expand on
our existing colleague forums in the UK and Central Europe as

well as estabhishing a new forum in Asia to ensure colleagues
throughout the Group are represented We will also engage

with other areas of the workforce through the completion of
questionnares and interviews 1o ensure we capture the views

of all thuse who work for Tesco

More information on how we engage with our
@ stakeholders can be found on pages 57 and 53

in this Corporate governante report



Diversity and inclusion.

Tne Board believes that it 15 important to have an appropriate
balance of skills. knowledge, experience and diversity on the Board
and at senior management levei, The Board's skills matrix supports
this approach by enabling us to map the broad diversity of the
Board in regard to gender. ethnicity. geographical expertise and
current skifls and experiences. and to link these 1o our strategy

we recognise that the Board sets the tone for inclusion and
diversity across the Group and beheve we should have a diverse
leadership team to support good decision-making This 15 vital
for bringing both the expertise required and to enable different
perspectives to be brought to Board and Committee meetings
The combination of these factors means that the Board benefits
from a diverse range of competencies and thoughts, which
promotes a dynamic environment for decision-making

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

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

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

We not only cetebrate diversity, but embrace the value It brings
1o enable us to serve our shoppers a littie better every day

Qur goal is that everyone is treated farrly and given every
opportunity to progress.

tn order to support our colleagues and to encourage them to
share their knowledge and explore career sponsorship, mentoring
and networking opportunities, we run a nurmnber of Colleague
Networks each supported by a member of the Executive
Commuittee. We have five Colleague Networks Out at Tesco
{lesbian, gay. bisexual, transgender and intersex). Black Asian
Minority Ethnic Network, women at Tesco Network, the Armed
Forces Network and the Disability Network, We also work with
the young, retired and those who have been inlong-term
unemployment through various external organisations to provide
them with the tools and confidence needed to get back into the
warkplace and reach their full potential.

The Nominations and Governance Committee has responsibifity in
ensuring diversity and inclusion is considered at all levels and more
details of the Committee’s work is set out on page 54

dv'\._,r\. /3.-.___

John Allan
Chairman

Corporate governance

Compliance with the UK Corporate
Governance Code.

The Company apphed the main principles and complied

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

The primary responsibility of the Board in complying with the
2016 Code 1s to provide effective, entrepreneurial leadership
to ensure that « promotes the long-term success of the
Company for the benefit of its members as a whole
Monitoring complhiance with the 2016 Code 1s the responsibility
of the Nominations and Governance Committee who recewve
regular updates and report therr findings to the Board.

The Financial Reporting Council (FRC) 1s responsible for
the publication and peniodic review of the UK Corporate
Governance Code and this can be found on the FRC
website www fre org uk

The Board is farmiliar with the changes followng the pubhication
of the UK Corperate Governance Code 2018 (2018 Code) and
intends to be compliant with all new relevant provisions in the
timeframes dictated in the 2018 Code The Board has carred
out an assessment of the changes in reporting reguirements
and has deaided to adopt as much as practically possible

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

Board of Directors.

©ee

John Alan CBE
Non-~-executive Chairman

Appointed March 2015
Tenure 4 years

Skills and experience.

John has significant board, retail and
financial experience gained from both the
commercial and financial sectors He was
CEQO of Exel PLC and. when it was acquired
by Deutsche Post in 2005, he joined the
board of Deutsche Post, becoming CFO
in 2007 until fus retirement in 2009. John
was chairman of Dixons Retail pic during
its turnaround period. and following its
merger with Carphone Warehouse was
deputy chairman and senior independent
director of Dixons Carphone untii 2015

He was also previously a non-executive
director of Worlgpay Group PLC,

National Grid ple, the UK Home Office
Superwisory Board, 31 pic. PHS Group plc,
Conneil pic, Royal Mail pic. Walseiey pic
and Hamleys plc and chairman of

London First,

External appointments.

- Chairman of Barratt Developments PLC,
and

- President of the Confederation of
British Industry

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

External appeintments.

- Member of the Governance Committee

of the Consurmer Goads Farum, and

- Chnair of Chammons 12 3, a UN
programme seeking to add momentum
to the achuevernent of the UN
Sustainable Development Target
12.3 by 2030,

Alan Stewart
Chief Financial Officer

Dave Lewis
Group Chiet Executive

Appointed September 2014
Tenure 4.5 years

Skills and experience.

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

Appointed September 2014

Tenure 4.5 years

Skills and experience.

Alan brings to the Board significant
corporate finance and accounting
experience from a variety of hughly
competitive industries, including retail.
banking and travel, as well as executive
leadership experience within a listed
company envronment, Alanis a
non-executive director of Tesco Bank
Prior to joining Tesco. he was UK CEO
and CFQ of Thomas Cook Holdings,
group finance director of WHSmith pic
and CFO for AWAS and Marks & Spencer
plc Me was previously a non-executive
director of Games Workshop Group ple.

Extarnal appointments,

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

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

Appointed September 2013
Tenure 5.5 years

Skills anct experience.

Mark has significant strategic planmng and
finencial expertise, as well as experience
of executve feadership. He was CFO of
Reed Elsevier Group plc and its twoe parent
companies, Reed Elsevier PLC and Reed
Elsevier NV (now RELX PLC), from 1996 to
2012 This role has provided hlim with
considerabie experience of digital
business transition ang operatmgin a
multi-channel environment Prior to
joining Reed Elsevier, he was a partner

at Price Waterhouse in London He was
previcusly a non-executive director

and chair of the audit committee of
SABMitler PLC.

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

- Member of the Takeover Panel

®
©

Melissa Bethell
Independent Non-executive Director

Appointed September 2018
Tenure < Tyear

Skilis and experience.

Melissa brings to the Board a weatth of
international business strategy and
investment management experience.
Melissa 15 currently a partner of Atairos,
an equity investment fund backed by
Comcast NBCUrwersal She is managing
partner of the London office and
responsible for Atairos’ investment
activities in Europe Melissa was previously
a managing director of Ban Capital, where
she worked for over 18 years and was a



member of the senior leadershup

team responsibie for strategy setting,
fundraising and portfolio management.
Prior to joining Bain Capital, Melissa
waorked in the capital markets group at
Goldman, Sachs & Co., with a particular
focus on media and technology. She was
also previously a tirector of Ship Midco
Limited and served as a non-executive
director of Samsamte Corporation
(Samsonite Internztional § A ). Worldpay
Group PLC and Atento S A

External appointments.

- Partner at Atairos, an independent,
private investment firrm and managing
director of Atairos Europe: and

- Non-executive director and chairman
of the audit committee of Exor N.V.

®
©

Stewart Gillilang
Independent Ncn-executive Director

Appointed March 2018
Tenure 1 year

Skills and experience.

Stewart has significant business and
management experience in internationat
markets, specificaily those in Europe,
having previously held roles with leading
consumer-facing companies, including
whitbread, Mitchells & Butler and
Interbrew He held the position of chief
executive of Muller Dairies UK and Irelanc
until 2030 Prior to joining Tesco. he was
chairman of Booker Group pic

External appointments.

- Chairman of C&C Group plc; and

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

O

Steve Golsby
Independent Non-executive Director

Appolinted October 2016
Tenure 2.5 years

Skills and experience.

Steve has a weaith of knowledge of
operating internationally, specificaily
significant leadership experience in Asia,
a key market for Tesco He has a strong
background in consumer marketing and
neld senior executive positions with
Bristol-Myers Squibb and Unilever,
before being appointed president of
Mead Johnson Nutrition, a leading global
infant nutntion company, In 2004 He was
president and CEQ from 2008 to 2013
and a non-executive director from 2013
to 2017 He was also previously a non-
executive director of Beam Inc His
extensive internationat and board
experience give him invaluable insights
and understanding as Chair of the
Remuneration Committee

External appointments.

- Non-executive director of RMA Group,

- Adwisor to Thai Union Group PLC. a
globai leader in the seafood industry.
and

- Honorary investment advisor to the
Thailand Board of Investment

OE®G

Corporate governance

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

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

- Senior iIndependent direCtor of Anglo
American PLC, and

- Non-executive director of Standard
Chartered PLC

®
©
©

Mikael Olsson

Independent Non-executive Director

Byron Grote

Independent Non-executive Director

Appointed May 2015
Tenure 4 years

Skills and experience.

Byron brings broad financial and
international experience to the Board,
having worked across BP PLC in a varety
of commercial, cperational and executive
roles covering numerous gecgraphies

Appointed November 2014

Tenure 4.5 years

Skills and experience.

Mikael joined the Board after an extensive
career at IKEA Group. holding a vanety of
senior roles including being a member of
the executive commuttee from 1395 until
2013 and holding the position of CEO and
president from 2009 until 2013 He brings
a wealth of retail and value chain
experience as well as knowledge of
sustainabifity, people and strategy in
aninternational environment He was
previously a non-executive director

and vice chairman of Volve Cars AB

External appointments.

- Non-executive director of kkano S A,

- Non-executive director of
Lindengruppen AB,

- Non-executive director and chair of
the people committee [combined
norinaton and remuneration
committee) of The Royal Schiphot
Group: and

- Member of the normination committee
of Volvo Cars AB.
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Corporate governance report continued

e
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Deanna Oppenheimer
Senior (ndependent Director

Simon Patterson

Independent Non~executive Director

Appointed March 2012
Tenure 7 years

Skills and experience.

Deanna has significant marketmg, brand
rmanagement and consumer knowledge
and experience, bringing a broad
perspective to the Board. She held several
senior roles at Barclays pic. including
chief executive of UK Retall and Business
Banking and vice chair of Global Retall
Banking. Deanna was appointed as chair
of Hargreaves Lansdown plc in February
2018 Sheis also currently @ non-executive
director of the US fresh-prepared focd
company, Joshua Green Corporation

and is the founder of adwisory firm.
CameoWorks LLC. which provides
bespoke support 10 early stage
companies. Deanna was previously

a non-executive director of NCR
Corporation and Woridpay. Inc. Her
extensive board, investor and commercial
expenence makes her a strong Senior
independent Director

External appointments.

- Chair of Hargreaves Lansdown pic;

- Non-executive director of Whitbread
PLC:

- Non-executive director of Joshua
Green Corporation,

- Founder of consumer-focused
boutique agwisary firm, CameowWarks
LLC: and

- Senior adwisor to Bain & Company

Appointed April 2016

Tenure 3 years

Skiils and experience.

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

Externa! appointments.

- Managing director of Siver Lake
Partners, a leaging giobal technology
investment firm,

- Board member of Oell Technologies
lnc , ZPG Limted and FlixBus.

- Trustee of the Natural History Museum,
and

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

®
®

gained whilst leading a number of Bupa’s
businesses across Asma, Sauthern and
Eastern Europe and the Middle East
Ahson's experiente as a CEQ enables her
to provide challenge and advice to the
Board across a range of 1ssues Alison was
previousty char of Opportunity Now and 2
non-executive director of the Foreign and
Commonwealth Office and Cable and
Wireless Communications PLC

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

©
®©

Lindsey Pownail OBE

Independent Non-executive Director

Alison Platt CMG
Independent Non-executive Director

Appointed April 2016
Tenure 3 years

Skills and experience.

Alison has extensive experience of
leadership Iin customer-driven
organisations across the heaithcare,
nsurance and property sectors As CEQ
of Countrywide a position she held until
January 2018, she gained significant
business-to-business experience adding
this to the internagtional experience she
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Appointed April 2016

Tenure 3 years

Skills and experience.

Lindsey has substantial experience

in food. grocery and retad brand
devélopment, having enjoyed a career
of more than 20 years at Samwortn
Brothers, the leading UK supplier of
premium quality chiled and ambient
foods. She jomed the Samwaorth board

in 2001 and served as chief executive
between 201 and 2015. Lingsey is a
passionate advocate of supphier
relationships. customers, cofleagues and
sustanability which directly support
Tesco's strategy and her role as Chair of
the Corporate Responsibiity Committee.

External appointments.

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

- Operating director of Paine Schwartz
Partners, LLC. and

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




Corporate governance

Robert Weich
Group Company Secretary

Appointed August 2016

Skills and experience,

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

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

Committee membership
{at 9 Aprit 2019].

@ Nominations and Governance
Committee

@ Audit Committee

® Remuneration Committee

© Corporate Responsibility Committee
O Chair of Committee

@ Independent Board member

Directors who have served during
the year to February 2019.

Charles Wilson resigned as a Director of
the Beard on 16 July 2018 due to dl health,
but remains a member of the Executive
Cammittee Biographical detarls for the
Executive Committee members can be
found on pages 44 and 45

Board profile at a glance.

Board expertise. Board gender split.

Board tenure. Board nationality.
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Corporate governance report continued

Executive committee.

Dave Lewis

Group Chief Executive

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

His full biography appears on page 40

Afan Stewart

Chief Financial Officer

Alan joined the Board and the Executive
Committee on 23 September 2014

His full bvography appears on page 40

Natasha Adams

Chief People Officer

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

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

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

UK Leadership Team before being
appomted to her current role of

Chief People Officer

Natasha s a Tesco Pension Trustee.

Natasha joined the Executive Cormmitlee
on 1 Jjune 2018

Alessandra Bellini

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

Prior to Tesco, Alessandra worked at
Unilever for more than 21 years, latterly as
vice president for the food category in
North America and food general manager
for the USA Previously. she had a 12-year
career in advertising. working both in ltaty
ang the UK As an international executive,
Alessandra has held roles sn North
America, the UK, Italy and Central

and Eastern Europe.

Algssandra joined the Executive
Committee on 1 March 2017

Christine Heffernan

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

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

Christine joined the Executive Commitiee
on { March 2019
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Yony Hoggett

Chief Operations Officer

Teny is responsible for developing the
operational capability and strategy
across the Group as well a5 leading the
operations of the UK business Tony also
has responsibiity for Tesco’s joint
ventures in both China and indha.

Tony joined Tesco In 1890 and has served
in a range of leadership roles i the UX
and Asia over the last three decades
Between 2007 and 2011 he held the roles
of VP South China, as well as President
North China, before moving to Turkey as
Chief Operating Officer for Tesco Kipa.

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

Tony joined the Executive Committee
on 1 Apri 2017

Alison Horner

CEOQ, Asia

Alison is responsible for Tesco's
businesses in Thaland and Malaysia
Ahson also leads our develomng
business partnerships across the region.

Alison joined Tesco in 1899 and worked
in a variety of operational leadership
roles runring stores and leading change
programmes, prior to beng appointed
Chief People Officer in 201, She was
appointed to her current role on
iJune 2018, Alison i$ a2 member of

the Manchester Business Schoo!
Adwisory Board

Alison joined the Executive Committee
on 1 March 2011



Gerry Mallon

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

Gerry has held a number of leadership
roles in financial services Most recently
Gerry served as chief executive officer of
Ulster Bank Ireland where he led
significant change 1n the business,
including broad investment in technology
to modernise the bank In this role, Gerry
was a member of the RBS personal and
business banking executive committee,
Before joining Ulster Bank. Gerry served as
chief executive officer of Danske Bank UK
[formerly Northern Bank) for eight years,
successfully leading the organisation in
the aftermath of the financial crisis
Earhier in his career. Gerry held roles at
Bank of Ireland, McKinsey & Company. and
the UK Civil Service. Outside of finangial
services, Gerry served as pro-chancellor
and chair of council at the University of
Ulster, president of the institute of
Banking in Ireland, and he is currently
chairman of the Irish Football Association

Gerry joined the Executive Committee
on 13 August 2018,

Adrian Morris

Group General Counsel

Adrian s responsible for the legal
company secretanal, government
relat:ons, regulatory and compliance
functions across Tesco

Adrian joined Tesco in September 2012

as Group General Counsel Prior to Tesco,
Adrian worked at BP PLC as associate
general counsel for refinng and marketing
and prior to that at Centrica PLC, initially
as european group general counsel and
then as general counsel for British Gas
Adrians a Tesco Pension Trustee

Adrian joined the Executive Committee
on 6 September 2012

Matt Simister

CEQ, Central Europe

Matt s responsible for all of Tesco™s
businesses in the Czech Republic,
Hungary, Poland and Stovakia

Matt joined Tesco in 1996 as 8 marketer
He built on his UK experience with three
years as Cornmerciat Director for our
Czech and Slovak businesses Following
this, he returned to the UK to set up our
Group Food capability, managing our
regional fresh food and Tesco Brand
sourcing. buying and inbound supply
chains for the UK, ROI, Centiral Europe and
Asia In Apni 2017, Matt was appointed to
rus current role of CEO, Central Europe

Matt joined the Executive Committee
on 1Apri 2017

Jason Tarry

CEG, UK & ROI

Jason is responsible for all of Tesco's
businesses in the UK and ROI

Jason joined Tesco in October 1990 on the
graduate recruitment programme He has
held a number of positions in the UK and
internauonally across both food and
nen-food divisicns Jason became CEQ
for ¢clothing across the Group in 2012,
before being appointed as Chief Proguct
Officer in January 2015 In Juty 2018.
Jason was appointed to his current

role of CEQ. UK & ROI

Jason joned the Executive Committee
on | January 2015

Corporate governance

Charles Wilson

CEQ, Booker

As a member of the Executive Committee
Charles contributes to the broad Tesco
strategy agenda. He 1s specifically
responsible for delivering UX & ROH cost
synergies and driving the growth agenda
set out In the Booker merger agreement
As a member of Jason’s UK & ROI
leadership team he 1s responsible for
leading the Booker business

Charles joined Tesco in March 2018 foliowing
the merger of Tesco PLC and Booker Group

plc Charles became an executive director of

Booker Group plc in 1998, which merged
with Iceland pic 1n 2000 In 2001 he became
an executive director of Arcadie Group pic
and in 2004 he became an executive
director of Marks & Spencer plc In 2005 he
was appointed as chief executive of Booker
Group plc Charles started his career in 1986
with Procter & Gamble following which he
was a consultant with OC&C Strategy
Consultants and a director of

Abberton Associates

Charles joined the Executive Committee on
5 March 2018

Andrew Yaxley

Chief Product Officer

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

Andrew joined Tesco in 2001 from Mars Inc
He has worked across a number of product
divisions including four years as Commercial
Director for cur Czech and Slovak
businesses On returning to the UK n 2007
he first led the Packaged Division and then
in 2010 the Fresh Ovision He became
Managing Director of the London business
in 2013, before mowving tc Ireland as CEO in
April 2015 In July 2018, he was promoted
to Chief Product Officer

Andrew joined the Executive Caommittee on
16 July 2018
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Corporate governance report continued

Corporate governance framework.

Board and committees structure.

The core objective of the Board 1s 10 create and delver the
long-term sustainable success of the Company. generating value
for shareholders and contributing to wider society. It sets the
Group’'s purpose, strategy and values and s accountable to
shareholders for ensuring that the Group is appropriately managed
and achieves its objectives in a way that 1s supported by the right
culture and behaviours The Board sets the Group's nisk appetite
and satisfies itself that financial controls and risk management
systems are robust, while ensuring the Group 15 adequately
resourced The Board is aware of its obligations 1o shareholders
and other stakeholders and responds to their needs through
transparent reporting and active engagement

In this way, the leadership of the Company 1s supported by Tesca's
Articles of Association, the schedule of matters reserved for the
Board, our corporate governance framework and the statutory
duties of a Director

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

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

The Board has delegated specific responsibilities 10 the Board
Committees. Audit, Corporate Responsibility, Nominations and
Governance and Remuneration Committees The Committees
provide detailed focus to aifferent areas of the Board's work
Committee papers and minutes are shared with alt Directors and
ezach Committee Chair provides a written and verbal report on
Committee activities to the Board after each Committee meeting.

Matters considered by each of the Committees s set aut
@ In the Committee's Terms of Reference which can be
found at www.tesco.com Infarmation regarding each

of the Commuttee's activities during 201819 are detailed
in the Committeg reports on pages 54 to 79.

Board

Audit Corporate

Responsibility

Committee Committee

Nominations Remuneration

and Governance

Committee Committee

Role: Provides
independent assessment

Role: Ensures that the
Board maintains an

Role: Reviews size and
composition of the Board.

Role: Determines
remuneration policy and

and oversight of financial
reporting processes
ncluding related internal
controls, nsk management
and compliance, as well as
averseeing the work of the
external auditor

adequate focus on
corporate responsibility
and sustainability matters,
especially those that
support Tesco's strategy

succession planmng,
diversity, inclusion and
governance matters

packages for Executve
Directors and senior
managers. having regard
to pay across the Group.

Members:

Byron Grote (Chair]
Mark Armour
Melissa Bethell
Stewart Giltdand
Simon Patterson

Members:

Lindsey Pownali {Chair]
John Allan

Steve Golsby

Mikaed Qlsson

Deanna Oppenheimer

Profiles of each of the Directors fulfitiing the
Committee roles are detaled on pages 40 to 42
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Members:

John Afian (Chair)
Byron Grote
Deanna Cppenhemer

Members:

Steve Golsby (Chair)
John Allan

Byron Grote

Mikael Olsson

Deanna Opperheimer
Ahson Platt




Corporate governance

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

Norminations and Corporate
Audit Governance Responsibiity Remuneraiion
Board™ Committee Commuttee Committee Committee®

John Allan ®5/6 - ®4/4 3/3 4’4
Mark Armour 6/6 5/5 - - -
Melissa Bethell® /3 3/3 - - -
Stewart Gilbland'= 5/6 2/2 - - -
Steve Golsby® 6/6 - - 3/3 ® 4/4
Byren Grote 6/6 ®5/5 a/4 - 474
Dave Lewis 6/6 - - - -
Mikael Qlsson &/6 - - 3/3 4/4
Deanna Oppenheimer 6/6 - 474 373 4/4
Simon Patterson 6/6 5/5 - - -
Alison Platt® 5/6 - - - 34
Lindsey Pownall 8/6 - - ®3/3 -
Alan Stewart 6/6 - - - -

@ Chair of Board or Committee

Notes

“W Chartes Wiison joined the Board as a Drecior on 5 March 2018 and stood cown on 6 July 2018 due to /Il health but remains on the Executwe Commitiee as CEQ Booker While onthe

Board he attended two of two meetings

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

w Stewart Gilland jained the Board as a Non-executive Director on 5 March 2018 and the Audit Committee on 27 November 2018
W Steve Golsby repiaced Deanna Oppenheimer as Chawr of the Remuneration Committee on | February 2019 Deanna remans 3 member of the Committee

* Absences at scheduled Board or Committee meeungs during the year were due 1o commitments pre-daling appointment to the Board [5Stewart Gilliand) and 1ll health (Ahson Platt

The Board delegates responsibility for the day-to-day operational management of the Company to the Group Chief Executive, who
is supported by the Executive Comrmittee, Group Risk and Compliance Committee and other committees When the need arises.
2 standing Disclosure Committee is convened to consider timely and accurate disciosure of sensitive information and the Board has

agreed a Delegation of Authority.

Executive
Committee.
The Group Chief Executive is
« supported by the Executive
Committee, which is
responsible for developing
and implementing strategy,
operational plans, policies,
procedures and budgets,
monitoring cperational and
- financial performance,
assessing and controlling risk,
and prioritising anc allocating
resources, The Committee
meets 1t times a year

Group Risk and
Compliance
Committee.,

The Committee meets six
times a year to evaluate and
propose policies, monitor
processes to control
business. operational and
complhiance risks faced by the
Group, and to assess
emerging risks Regular
reporting of these risks 1s
presented to the Audit
Committee and Board

Disclosure
Committee.

The Committee supports the
Board in overseeing the
implementation of the
governance and procedures
associated with the
assessment. control and
disclosure of inside
information m accordance
with the Market Abuse
Regutation

Group Delegation

of Authority.

The Delegation of Authority
pravides a clear direction an
decision-making, ensuring
that decisions are taken at
the right level of the business
by the colleagues best placed
to take them

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

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

Board activities.

The Board is the decision-making body for those matters that are The Board has an agenda programme that ensures operational
considered of significance to the Group owing to therr strategic, and financial perfermance, nsk, governance, strategy, culture
financial or reputational impheations or consequences To retain and stakeholders are discussed at the appropnate time

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

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

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

unk to
Focws What the Board has considered strategre drivers
Operational performance - CEOreports - Reviews of UK & ROI, Central @ ® @
207 - Market updates Europe and Asia
° - Business reviews Tesco Bank Tesco - Technology and data updates @ @
Mobile, Clubcard F&F dunnhurnby - Health & safety updates
For a detalled update on our operational and Booker - Property updates
performance see our Strategic report - Integration of Booker
on pages 1to 17
Financial performance and risk - Persodic results including financial - Risk reports inctuding areas of @ @ @
2 oo/ performance and budget emerging rnsk
o - Diwdend approvals - Internal contro!
- Annual budget and Long Term Plan - Funding and hquichty p/ans
More information on financial performance - Going concern and viability statements - Brexit impact
and risk can be found on pages 18 to 23. - Review of cost reduction programme - Finance transformation
32t0 37 and 56 to 61. - Integration of Booker
Governance - Annual Report and other - Boarq and Committee @ @ @
17¢y financial siaternents appointments
o - AGM documentation - Property valuations. acquisitions @ ® @
- Talent management and disposals
For further details of the evaluation of and succession planning - External effectiveness review of
the Board's performance see the Board - Approval of major contracts the Board and its Committees
effectiveness section on page 51 - Reports from Committee Chairs and Directors
Strategy - Strategy day - Launch of Jack's @ @ @
2 3cy - Online and technology strategies - Strategic partnership with
° - Monitoring of delivery of strategy Carrefour @ @ @
- Property opportunities - Financial strategy. leverage and
For an update on Strategy see our Strategic use of cash
report on pages 1to 37
Culture and stakeholders - Results of Group-wide colleague - Approach to sourcing @ @ @
207 engagement surveys ~ Dwversity and inclusion
° - Investor relations updates - Results of Socio-Economic @ @ @
- Corporate Renewal Plan Contribution study
More information on Stakeholder engagement - integration of Booker - Corporate Responsibility
can be found on pages 52 and 53 - Code of business conduct Committee reports
- Competitor and customer Insights - Supplier surveys and reports

- Consumer trends and implications

Key to six strategic drivers:
(1) Differentiated brand (%) Reduce operating costs by £1.5bn {3) Generate £9bn cash from operations
@ Maximise the mix to achieve a 3 5%-4 0% margin (&) Maximise value from property (® Innovation

Summary of matters reserved for the Board.

- Group strategy, operating plans, long term - Material contracts
plans and budget

Risk management and internak control
- Changes to corporate and capital structure

Changes to pension scheme
- Major acquisitions. mergers, joint ventires
and disposals

1

Financiat reporting and disclosures

- Significant capital expenditure and borrowing
- Dividend policy and payment

Review of remuneration policies and share schemes
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Leadership.

Board halance and independence.

Effective management and good stewardship are led by the Board.

The Beard is currently composed of the Chairman, who was
independent upon appointment, two Executive Directars and 10
Non-executive Directors The Board has agreed a clear division of
responsibilities between the running of the Board and running the
business of the Group The respensibilities of the Chairman,
Group Chief Executive, Senior Independent Director and other
Directors are clearly defined in role statements to ensure that no
ane individual has unrestricted powers of decision and no small
group of Directors can dominate the Board's decision-making.

As set out intheir biographies on pages 40 to 42. each member
of the Board offers a range of core skills and experience that is
relevant to the successful operation of the Group

The Non-executive Directors provide a strong independent
element to the Board and a solid foundation for good corporate
governance, fulfilling the vital role of corporate accountatnlity
The Board believes that the oversight they provide is batanced
with individua's contributing a broad range of skills. diverse
experence and knowledge. demonstrating independence and
constructive challenge. During the year, the Chairman met
frequently with Non-executive Directors without Executive
Directors being present

The Nominations and Governance Committee, which has
carefully considered the matter. is of the opinion that each of the
current Non-executive Directors continues to be independent in
character and jJudgement in hine with the defintion set out in the
2016 Code In reaching its determination of ndependence. it
concluded that each provides objective challenge to management
1s wiling to stand up and defend his or her own beliefs ang
viewpoints in order to suppart the ultimate goed of the

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

Corporate governance

Board information.

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

Time commitment.

Each Non-executive Director must be able to devote
sufficient tme to the role \n order to discharge his or her
responsibilities effectively

The Nominations and Governance Committee assesses the ume
commitments of Directors on a regular basis 1o ensure that they
each have sufficeent ime to devote to their role This assessment
tekes into account the number of external commitments each
Director has and that each Director has demonstrated they

have sufficient time to devote to their present role within Tesco.
including under potential pernods of corporate stress. The Board 15
currently satisfied that the number of appointments held by each
Director in addition to their position with Tesco s appropriate to
allow them to fulfil their obligations to Tesco

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

Company’s shares, are shown in the Directors’

remuneration report on pages 62 to 79

Role statements.

Chairman.

The Chairman leads the Board and is
responsible for prometing a culture of
openness and effective communications
between Executive and Non-executive
Directors and for creating an environment
at Board meeungs tn which all Dwectors
contribute to discussions and feel
comfortable in engaging 1n healthy debate
and constructive challenge The Chairman
ensures that all new Directors have an
appropriately tallored induction process

Group Chief Executive,

The Group Chief Executive has day-to-day
responsibility for the effective management
of the Group's business and for ensuring that
Board decisions are implemented He plays a
key role in devising and reviewing Group
strategies for discussion and approval by the
Board. The Group Chief Executive is tasked
with providing reguiar reports to the Board
on all matters of significance relating 1o the
Group's business, or reputation, 1o ensure
that the Board has accurate, umely and
clear information on all matters

Senior Independent Birector.
The Senior independent Director provides a
sounding board for the Chairman and acts as
an intermediary for the Nocn-exacutive
Directors. where necessary. She is available
to shareholders should they have any
concerns where communication through
nermat channels has not been successful or
where such channels are inappropriate The
Senior Independent Director is responsble
for leading the Non-executive Qirectors in

appraising the performance of the Chairman,

Non-executive Directors.

The Non-executive Directors bring insight and
experience to the Board. 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 as playing a leading role in the functioning
of the Board Committees, hringing an
independent view o the discussion. They meet
with the Chairman without the Executive
Directors being present and meet with the
Senior Independent Director to review the
Chairman’s performance and other matters.

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

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

Independent advice.

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

No such requests were made in 2018/19 In addit:on, a Directors’
and Officers’' Liability insurance policy s mamtained for ail
Directors and each Director has the benefit of a Deed of Indemnity

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

Election and re-election of Directors.

Non-executive Directors are initially appointed for a three-year
term with an expectation that they will continue for at ieast a
further three years. In accordance with their letter of appointment,
after three years' service the performance of a Non-executive
Director is ngorously assessed by the Norminations and
Governance Committee. with any development needs discussed
by the Chairman with the Non-executive Director Inaccordance
with best practice and the 2016 Code. Directors are nominated
by the Nominations and Governance Comrittee and are
subsequently approved by the Board for election or re-efection
annually by shareholders at the Company’s AGM Al Directors will
submit themselves for election or re-election at the forthcoming
AGM In June 2018

Induction.

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

are responsible for delivering the programme covering the
Company’s core purpose and values, strategy. key areas of the
business and corporate governance The induction is delivered
through introductory meetings with senior management across
the business, attendance at Cormmittee meetings, site visits,
working in a store and access to a library of reference matenals

Development.

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

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

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

Conflicts of interest.

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

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

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

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




Board effectiveness.

Performance evaluation.

In accardance with the requirements of the 2016 Code, the Board
carries out a review of the effectiveness of s performance and
that of its Committees and Directors every year and the evaluation
is facilitated externally every third year.

The 2018/19 Board effectiveness review was faciitated by Or Tracy

Long of Boardroom Review. an external board evaluation specialist,

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

Boargroom Review was appointed following an extensive tender
process overseen by the Nominations and Governance Committee
The tender process involved drawsng up a long hist of eight
providers, each having extensive experience for facintating

effectiveness reviews Each firm completed a request for proposal,

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

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

both as a collective unitary Board and at indmidual Board member
level, in order to impiement any actions required to become a
more effective Board The review was designed to encourage
Directors to optimise their contribution to the success of Tesco
ang add value beyond their statutory requirements by building on

External evaluation process.

Corporate governance

existing strengths, agreeing on the challenges shead and preparing
for the future To this end, each Director was given individua!
feedback and development advice from Tracy Long at the

end of the review

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

are summarised as follows

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

- Continuing to develop and articulate the appetite for risk and
ensurng it is ahgned with the emerging longer-term strategy, and

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

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

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

df‘\

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

)

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

_(

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

()

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

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

2017/18 areas of focus

Achievements and progress

Further improve the
aversight of risk

Regular reports were made to the Audit Committee on the dentification, assessment and monitoring of
risks The 8oard received training on the dynamic threat pesed by cyber risks and discussed emerging Group
risks and Red Team Testing

Ensure the effective monitoring of the

integration of Booker Group

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

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

Identify ways to further engage

an technology sssues

Reporting to the Board has been enhanced in this area. including presentations on digital trends,
innovations technelogy and data security
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Corporate governance report continued

Stakeholder engagement.

Qur purpese, culture and values.

Serwing shoppers a httle better every day 15 at the heart

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

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

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

Qur Little Helps Plan identifies the most pressing social and
environmentat challenges facing the business, our customers,
our colleagues and our communities to help tackle these,
This provides a philosophy for how our business should be
run in @ way that makes a positive coptribution to our
cotleagues, customers and communities Through the
three pillars of the Little Helps Plan ~ Pecple, Product and
Places ~ we arg committed 1o doing the right trung
Foundation activities of climate change. cyper secunty.
governance and ethics. health and safety and product
safety underpin the three pillars. The Foundations are key
requiremnents of a responsible business and are
fundamental to the way we operate.

The Littie Helps Plan builds on the progress we have made $o
far 1t is helping to drive our progress in making Tesco a place
where colleagues can get on. whatever their background. to
help our custorners make healthier choices and enjoy good
Quality, sustainable products at affordable prices, and to help
tackle food waste It spans three areas core to our operating
rmodel and the long-term success of our business.

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

For new colleagues. there is a requirement to complete this
traming within five days of joining Tesco. Refresher training

is required on an annuai basis In addition, 'Protector Line’,
an independent and confidential whistleblowing service,
allows colleagues and supgpliers to raise concerns

regarding rmusconduct and any breaches of the Code

of Business Conduct

The Board and senior management are responsible for
ensuring that thair activities reflect the culture we wish to
instil in our colleagues ang other stakeholders and drive the
right behaviours We have a responsitility to ensure that our
colleagues do the right things 1n the right way by setting the
tone from the top and leading by example This means that in
every decision we take, and every plan we develop, we ask
ourselves one sSimple question how will it help serve our
shoppers 2 little better every day?

Visit www.tescoplc.com/about-us/how-we-do-husiness
to view Tesco's Code of Business Cornduct
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Core purpose.
Serving shoppers a little better every day.
QOur values.
No one tries We treat Every little help
harder for our people how makes a big
customers they want to difference
be treated
Little Helps Plan pillars.
People. Products. Places.

visit www.tescoplc.com/iittieheipsplan
to view Tesco's Little Helps Plan

Customers.

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

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

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

Through community programmes such as Bags of Help,
our customers choose the local good causes we support
Clubcard is a way of understanding our customers and
thanking them for their loyalty. We treat our customers
with integrity when dealing with the privacy of customer
data This 15 supported by mandatory training for colleagues
on information security and data protection awareness.

We serve nearly

80 miilion

shoppers every week




Colleagues.

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

Our commitment to helping our colleagues get on is one of the
key pillars of the Little Helps Plan,

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

We have worked with partners, such as Nuffield Health tc
develop a wellbeing programme based on improved nutrition,
heatthy body and healthy mind Mental wellbeing is also
important Mindapples e-learning was accessed by colleagues
18.000 times since it launched and more than B0O UK colleagues
have taken part in mental health awareness workshops.,

The ‘What Matters To You' employee engagement survey allows
colleagues to provide feedback on a variety of issues The results
are reviewed by the Board. Executive Committee and functional
management 83% of colleagues who participated in the most
recent survey, regard Tesco as a ‘Great Place to Work'.

We host colieague conferences globalty, where leadership teams
ta'k about our business prionties Qur existing colleague forems
will be expanded to establish Colleague Contribution Panels
across the Group. with representation by a Non-executive
Director so that informed decisions are made in the interest’

of the Company and stakeholders

We have more than

450,000

colleagues giobally

Corporate governance

Suppliers.

- We are committed to building trusted partnershups with
our supplers which are crucial to delivering many of our
commitments, such as working with suppliers ta remove
hard to recycle matenals from our Own Brand packaging ine
- The Code of Business Conduct, sets out key behaviours to
ensure we treat our suppliers farrly and with respect

- These trusted relationships with our suppliers help us serve

our customers a little better every day and also help us

deliver the Little Helps Plan,

The Board recognises that providing a better service to

our customers, reguires our suppliers to meet the highest

safety and legal standards

Supplier training provicges supphers with the skiils, knowledge and
guidance to ensure comphance and foster ongoing relationstups
- Suppher conferences are held on an annual basis

Global supplier surveys (Supplier Viewpoint) are undertaken twice
a year to seek supplers’ views in refation to their interaction and
experiences with Tesco. The results are reviewed by the Board.,
Executive Committee and functional management and actions
undertaken in areas where lower scores are attained

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

visited India on a deep dive into garment sourcing

We achieved a score of

77.5%

In the Suppkier Viewpoint Survey

Shareholders.

- The Investor Relations team provides the Board with
regular feedback on investors' views and key market issues
The Board engages with shareholders, including meetings and
correspondence between the Chairman, Senior independent
Director and Chairman of the Remuneration Committee and
institutional shareholders to discuss key 1ssues
Senior management and the Investor Relations team held regular
meetings with existing and potentiat institutional investors and
analysts during 2018/18. Additionally, the Chairman hosts store
tours for private shareholders to provide an insight into Tesco's
operations and allow them to share their views on the business
The Group Company Secretary's team engages with private
shareholders, who, with our registrars, Equiniti, provide @ number
of services to private shareholders
The 2018 AGM was attended by nearly 400 shareholders and guests.
All resolutions were passed, with votes in favour rangmg from 100%
to 913% Approximately 74% of total voting rights were voted in the
event of significant opposition, actions would be taken to address the
155ue A live webxcast of the 2018 AGM was broadcast for the first time
allowing shareholgders globally to view the event. All Directors attend
the AGM and are avallable to answer questions from shareholders
Senior management maintain regular dialogue and communication
with our refationship banks.
- The corparate website www.tescoplc.com) provides a wealth

of information on the Group and its activities.

1

t

We have more than

246,000

registered shareholders

Community.

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

- The Corporate Responsibiity Committee has responsibility and
oversight of the Little Helps Plan which supports causes and helps
address ssues that colleagues and customers care about locally

- The Board approved a Health Charity Partnership with Diabetes

UK, Cancer Research UK and The British Heart Foundation

Corporate Responsitility Comrmittee members visited the

Partnership to understand more about the work they do and how

Tesco through its Partnership can help

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

help us accelerate delivery of our environmental commitments

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

- Qur community grant programmes in the UK, Ireland and Centraj
Europe allow our customers to choose the local causes we
support Through these programmes we have supported over
39,000 community projects to date.,

- Qur 320 Community Champions in stores across the UK help us
build relationships with communities ang support iocal events

- Colleagues and customers join our regular food collect:ons which last
year collected 3.5 million meals in the UK to help feed people in need

We have supported more than

29,000

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

Nominations and
Governance Committee.

“We aim to attract and retan
Beoard members with 2
diverse range of backgrounds
who will contribute & wealth
of knowledge. understanding
and experience of the
communities where
Tesco aperates.”

John Allan
Chairmgn

Dear Shareholder.

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

Board composition and succession planning.

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

There have been a number of changes to the Board during the year
As reported in last year's Annuat Report, following comptetion of the
Booker merger Stewart Gilliland and Charles Wilson joined the Board
as a Non-executive Director and CEO of UK & ROI. respectively
Regrettably. in July 2018, Charles Wilson took the difficult decision

to step down as a Director and CEO of UK & RCI due toill health
However, he remains on the Executive Committee as CEQ of Booker.
In September 2018, we welcomed Melissa Bethell onto the Board
Melissa brings to the Board a weatth of international business
strategy and investment management expenence An external
search agency was not used for her appointment as she was
introduced by a member of the Board The Commuttee unamnimously
agreed it was not necessary to look further for a sutable Non-
executive Director as she fully met the role and capabilities profile
developed by the Committee Qur succession planning has been
reflected at Board Committee level with Steve Golsby succeeding
Deanna Oppenheimer as Chair of the Remunerat:on Commitiee

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

Diversity and inclusion.

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

The Committee 1s supportive of the recommendations set outin
the Hampton-Alexander Review and is comrmitted to raising the
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representation of women on the Board to 33% As at the date

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

of our Executive committee are female We actively support

women advancing into senior rofes. as evidenced by our participation
in initiatives such as Women in Finance Charter (Tesco 8ank) and the
30% Club. However, the Comnuttee remains of the opinion that
appointments to the Board and at senior management level shouid be
objective and made on merit relative to a number of cntena, while
taking account of sociai and ethnic backgrounds. as well as gender

Board effectiveness review.

Following two internal effectiveness reviews and in ine with the UK
Corporate Governance Code 2016, the Committee commissioned
an external evaluation of Board effectiveness for 2018/18. The
Committee agreed that the Group Company Secretary and | woutd
conduct a tender exercise and recommend an external faciitator
to the Committee Following an extensive tender process, the
Committee chose Boardroom Review to conduct the evaluation
Mare details on the effectiveness review are set out on page 51

of the Corporate governance report

Governance.

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

———

A
John Allan

Norninations and Governance Comnttee Chair

Committee responsibilities.

- review the size and composition of the Board and its Committees,

- nomination of candidates for appaintment to the Board,

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

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

- ensure a Board effectiveness review 1s conducted annually

Key activities.

Succession planning. Reviewed succession plans for the

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

Dwersity and inchusion Assessed the Group's approach to
diversity and inclusion

Corporate governance Considered developments (in

corporate governance and appointed the external faciitator for
the external eifectiveness review

Board appointments Recommended Melissa Bethell as a
Non-executve Director and a member of the Audit Committee,
Steve Golsby as Chair of the Remuneration Committee, and
Slewart Gllllland as a member of the Audit Committee

Committee membership together with attendance
at meetings 15 detailed in the table on page 47
The Committee’s terms of reference are

avallable at www.tescoplc.com



Corporate governance

Corporate Responsibility

Committee.

“The Little Helps Plan sets
out our core value that small
actions add up - ‘Every Little
Help makes a big difference ™

Lindsey Pownall
Non-executive Director

Dear Shareholder.

The Corporate Responsibiity Committee I1s responsible for
oversight of the Group's corporate and social obligations as a
respansible citizen and overseeing ts conduct in response to those
obligations. The Committee held three scheduled meetings during
the year, which were attended by all members, primarily focusing
on momnitoring the corporate and social responsibility strategy
globally and oversight of progress against the Little Helps Plan

At each Commitiee meeting, progress against the Little Helps Plan
is discussed with a detailed review of Tesca's key focus areas of
food waste, health, sourcing and packaging. a review of the KPI
scorecard setting out Tesco’s commitments, and an overview of
the Group's impact on the environment and local communities.

A key tenet of Tesco’s approach to corporate responsibility 15 to
work with suppliers to make sustainable products accessible and
affordable, providing customers with peace of mind that the
products they buy from Tesco, no matter the range, are sourced
with respect for the environment and people In support of this.
the Committee receved a report from F&F, Tesco's clothing brand.
providing an update on three key areas' developing ethical supplier
retationships to build trusted partnerships and ensure international
human rights standards are respected. respect for the
environrment, and support for community projects and good
causes in the countries and communities in which we source
products. In September, | visited India with other members of the
Committee to undertake a deep dive to understand how Tesco
plans and manages its garment sourcing to ensure safe and
decent working conditions and avoid excessive work hours;

support vulneratsle communities, and to understand our

supphers' experiences Of working with Tesco. The wisit also
provided an opportunity to look at a number of sustainable
50Urcing Progranimes.

Product safety 1s ene of the foundations of the Little Helps Plan
The Committee received an update from the Group Quality
Director on how Tesco works with its supphers to ensure its
products meet the highest safety and quality standards

Since the launch of the Littie Helps Plan in October 2017 a clear
marketing and communications plan has been developed to
accelerate awareness and demonstrate Tesco's prionties in feod
waste, health, scurcing and packaging, as well as further raising
trust amongst consumers and influencers. During the year, the
Committee discussed future planring, focusing on each of the
three pillars of the Little Helps Plan to achieve a broad and
targeted range of activities throughout the year on the issues

of importance to Tesco’s stakehalders

The Little Helps Plan s a Group-wide framewaork and throughout
the year the Cornmittee receved detailed updates on the

UK & RQI. Central Europe and Asia on how they are implementing
and delivering on the targets and actions of the Little Helps Plan
While all regions are making good progress, we still have more

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

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

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

Lindsey Pownall
Corporate Responsibibity Comrmittee Chair

Committee responsibilities.

- approve and monitor the corporate and sociat responsibility
strategy to build trust and command respect and confidence.

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

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

- dentify and monitor external developments likely to have a
significant influence on the Group's reputation and its ability to
conduct its business appropriately as a good corpeorate citizen

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

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

Key activities.

Little Helps Plan deep dives

- Little Helps Plan progress including regional progress updates

- product safety

- people

- respansible soburcing

- marketing and communicat:ons sirategy

Activities on charnitable partnerships and Group-wide projects
Review of the Cormmittee’s performance and terms of reference

Committee membership together with attendance
at meet:ngs Is detailed in the table on page 47

The Committee’s terms of reference are avalable at
www.tescoplc.com More information on the Little
Helps Plan 1s set out on pages 24 to 31and online at
www.tescoplc.com/littlehelpsplan
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Corporate governance report continued

Audit Commi

‘The Committee has
supported the Board on

& number of significant
governance matters
relating to financial
reporting. internal control
and risk management.”

Byron Grote
Non-executive Director

Dear Shareholder.

Following the Group’s successful merger with the Booker Group,
the Audit Committee has continued to support the business In
achieving the key business and strategic drivers set out on pages
14 and 5 of this Annual Report

The Audit Committee has supported the Board on a number of
significant governance matters relating to financial reporting.
internal control and risk management. including the Group’s
transition to IFRS 16 "Leases’ financial reparting, the management
of Group debt through bond buy-back and new issuance strategy
and the continuing transformation prograrmmes. The Committee
regularly monttored the Group's risk exposures in relation to
changes in the external regulatory and political environment,
including the possible iImpact of Brexit on the Group's risk
management activities Further information can be found on
pages 32 to 36 of this Annual Report

As well as the key activities undertaken or overseen by the
Committee during the year through a periodic and structured
rolling forward -looking planner. this report shares insights
into our discussions. Looking ahead. these areas will remain

a key focus in 2019/20

Committee responsibilities.
The Committee's terms of reference were updated in February
2019, and its responsibilities include

- monitoring the Group’s financial reporting processes,

- review. and challenge where necessary, the actions and
judgements of management in refation to the interim and
annual financial statements before submission to the Board,

- review the integrity of the interim and annual financial
statements and anncuncements relating to the financial
performance of the Group:

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

- review and agreement with the external auditor as to the nature
and scope of the external audit and approving the audit fee
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ttee.

- review of the Group's distributable reserve position in advance
of any declaration of intersm or final dwvidends,

- review and monitonng of the internat contraols and nsk
management processes of the Group, including key financiat,
operational and compliance controls. identfication and
assessment of emerging and principal risks, including the
effectiveness of risk mitigation, and making necessary
recommendations 1o the Board,

- review of the internal audit programme and ensuring that the
Internal Audit function {GAA}1s adequately resourced, has
appropriate standing within the Group and access to information
to enable it to perform its function effectively and in accordance
with relevant professional standards and is able to exercise
ndependent judgement.

- consideration of management’s response to any major
external or internal audit recommendations,

- review the Group's activities with respect to treasury and tax
planming policies and such other policies as may be requested
by the Board,

- review and report to the Board on the effectiveness of the
Group's whistleblowing arrangements by which employees and
contractors may. in confidence. raise concerns about possible
improprieties in financial reporting or other matters. and

- review of business continuity plans and processes for the
prevention of fraud, bribery and corruption More details
can be found on pages 31and 82 of this Annual Report

Key activities.

Statutory Reporting: financizl results, key accounting Judgements,
implementation of new accounting standards: going concern
longer-term prospects and viability: dmdends: subsidiary audit
exemptions; management’s representations 1o the external
auditor, Booker integration; property valuation, pensions,
solvency and hquidity update. hability management. and
corporate simplification update

Risk & Control risk management and conirols assurance
framework, internal contrel eflectiveness; UK Corporate
Governance Code assurance: principal and ermnerging nsks.
updates from the UK & RO1, Central Europe. Asia and Tesco
Busmess Services Finance directors, key financial controls
updales, msurable nsk review risk appeiite: revew of internal
control effectiveness, Finance, People and Technology
Transformation programmes: [T general controls and security
programme update. pensions review, treasury & tax updates
and Tesco Bank lincluding an update on the Bank's risks)
Compliance anti-bribery, whistleblowing, GSCOP, annual and
Group complhance statements: GDFR, anti-fraud. gifts and
entertainment, and privacy comphance

External Audit: audit scope and fees, non-audit fees update
reports, management ietter observations, and effectiveness review

Internal Audit update reports: 2018/18 audit plan, internal audit
charter: review of executive expenses and effectiveness review
Other governance matters Committee effectiveness, and terms
of reference review

Committee membership together with attendance
@ at meetings 1s detailed sn the table on page 47

The Committee’s terms of reference are

available at www.tescoplc.com



Audit Committee membership.

All of the Comrmmittee members are independent Non-executive
Directors and the Board is satisfiad that Byron Grote, Mark Armaour
and Melissa Bethell nave significant, recent and relevant financial
experience Additionally. Byron Grote and Mark Armour are also
competent in accounting and/or guditing. The Board considers
that the Committee members as a whole have competence
relevant to the Company’s sector, in addition to general
management and commercial experience The expertise and
expenience of the members of the Commuttee 15 set out in

each of therr biographies on pages 40 to 42

Robert Welch is appointed as Secretary to the Commuttee

Other regular attendees at Committee meetings incluge the Group
Chairman, Group Chief Executive, Chief Financoal Officer. Group
General Counsel, Chuef Audit and Risk Officer, Deputy Chief
Financial Officer and representaiives of the external auditor

Audit Committee meetings.

The Committee held five scheduled meetings in the year and

two additional meetings were convened to consider. in the
context of Finance Transformation. the launch of 8 new general
ledger system in the UK, ROl and India and the Group's transition
to IFRS 16 'Leases’ financial reporting Each meeting has a cistinct
agenda to reflect the annual financial reporting cycle of the Group
and particular matters for the Committee's consideration

The Commuttee has a structured rolhng forward-looking planner,
which 15 designed to ensure that its responsibilities are discharged
m fuli during the year. This planner 15 developed with the Group
Company Secretary and its content regularly reviewed with
management and Deloitte Itis developed to meet the changing
needs of the Group as the year progresses.

The Chair of the Comruttee prowides a written and verbal update
to the Board following each meeting and Committee meetings are
generally scheduled close ta Board meetings in order to facilitate
an effective and tmely reporting process.

Committee members met in private following each Committee
meeting and alsc held separate private sessions with the Chief
Audit and Risk Officer and the external audtor, in order to provide
additionat apportunity for open dialogue and feedback without
management present The Committee Chair also meets with the
Chuef Financial Officer Chief Aucht and Risk Officer and external
audhitor on an ad hot basis and prior to each Commuittee meeting

The Audit Committee 1s monitoning the outcome of audnt
market reform intiatives and accordingly will mochfy its
approach as required

Key discussions in the year.

The Commuttee carned out a number of In-depth reviews of
specific principal risk areas this year. considered emerging risks
and reported its findings and recommendations to the Board

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

Corporate governance

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

The Committee monitors the actvty. role and effectiveness of
internal audit (GAA), detailed on page 59 and at each meeting
we receive an update covering a range of management i1ssues.
including periadic reviews of the employment of former auditor
empioyees and non-audit services pohicies, the internal audit
charter. 2018/20 audit plan and executive expenses

GAA provided regular updates on its work, ncludimg findings

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

Additionally, at each meeting we consider reports from our
external auditor. Deloitte, in relation to ther interim and
year-end reports. audit plan, audit fees and non-audit services,
early warning report, management letter cbservatons and
updates on ther ongong audit work

Stotutory reporting.

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

The Committee 15 responsible for assisting the Board's oversight
of the quality and integrity of the Company's financial reporting ang
the Company's accounting policies and practices During the year,
the Committee has continued to receive updates regarding the
Group's ongoing Finance Transformation programme and any
actions taken to address observations raised by Deloitte inits
letter to management following completion of the 2017/18 aucit

A number of recemmendations have been implemented to further
ennance the Group's financial reporting systems and controls
environment. The Commuttee has also received regular updates.
including from GAA and Group Finance directors, on the
gevelopment and effectiveness of the Group’s key internal
financial controls.

In relation to the financial statements. the Committee reviewed
and recommended approval of the half-year results, the Group's
approach to IFRS 16 disclosure and these annual financial
staternents, considered impairment reviews. the vigbility and
going concern statements and their underlying assumptions and
the longer-term prospects, reviewed the Group’s distributable
reserves position in advance of the declaratton of dividends,
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. Details regarding the
significant financial reporting matters and how they were
addressed by the Committee are set cut later in this report

Liability Management:

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

IFRS 16 ‘Leoses”:

At each meetung. the Committee received an update in relation to
the Group’s proposed approach to the IFRS 16 reporting standard
The Committee regularly reviewed the controls in place to ensure
the robustness of fease data required to support IFRS 16
calculations across the Group's UK and international estate andg
establishment of systems and processes required for acqournting
and reporting under IFRS 16 The Committee reviewed the Group's
imparrment model and tiscussed the broader reporting impacts of
IFRS 16 on reported assets. labilities and the Group income
statement. as well as the classification of cash flows relating to
lease contracts. As announced on 15 February 2019, the Group has
adopted IFRS 16 retrospectively, with comparatives restated from
a transition date of 25 February 2018 Further information can be
found in Note 36 to this Annuat Report.

{T General Controls:

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

Significant financial statement reporting issues.

How the 1ssue was
Ssue addressed by the Commitiee

Goingconcern  The Committee reviewed and challenged

basis for the management’s assessment of going concern,

financial longer-term prospects and viability statement

statements with consideration of forecast cash flows,

and viability including sensitivity to trading and expenditure

statement prans and potental mitigating actions and
considering any impacts of the uncertanties
arising from Brexit. The Committee also
considered the Group's financing facilities and
future funding plans Based on this, the
Committee confirmed that the application of
the going concern basis for the preparation
of the financial statements continued to be
appropriate, and recormmended the approval
of the viability statement For further
information see page 37 of this Annual Report

Fixed asset The Committee reviewed and challenged

impairment and  management's impairment testing of property

onerous lease and technology assets and estimate of onerous

provisions lease provisions. The Comrittee considered the
appropriateness of key assumptions and
methodologies for both value in yse models
and fair value measurements This Included
challenging projected cash flows, growth rates,
discount rates and the use of independent thurd
party valuations and considering any impacts of
the uncertainties arising from Brexit For further
information see page 37 of this Annual Report.
The Group has recognised a £73m net reversal
of impaired PPE assets, together with an
onerous property lease provision net charge of
£47m and a £16m net impairment loss for
software and other intangible assets See Note
10 to the financial statements for software and
other intangible assets impairment, Note 1 for
PPE assets impairment and Note 25 for
property provisions
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Issue

How the 1ss5ue was
adcressed by the Commities

Valuation of
China assaciate
and India joint
venture

The Committee reviewed management's
assessment of the valuation of the Group's
China associate, Gain Lano Limited. and Incha
Jjoint venture, Trent Hypermarket Private
Limited, covenng the methodoiogy ang
assumptions used by management, including
latest market Information. in determining the
tarr value of the investment This included
review of Gain Land's and Trent’s projected
cash flows, growth rates and discount rates
used and the external market indicators to
include in the valuation The carrying value
was supported by the valuation. See Note 13
to the financial statements,

Pensions

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

Business
acquisition

The Commutiee considered the key judgements
made by management in accounting for the
Booker acquisition, including the valuation of
assets acquired and habiities assumad
resulting in the recognition of goodwill and
acguired intangible assets The Comrmittee also
considered the allocation of goodwill to, and
impairment testing of goodwill at, the UK group
of cash-generating units and the presentation
of Boaker within the UK & ROI segment See
Notes 1. 7 and 31 to the financial statements.

Contingent
llalmhties

The Committee further considered
management's assessment of the status of
ongong regulatory investigations and htigation
retating to prior perods Tre Committee
cancurred with management’s assessrment
that due to the stage of the remaining matters
and the uncertainties regarding the gutcomes,
no provision was required, and disclosure as
contingent habilities at the year end was
appropriate. See Note 32 to the financial
statements

Recognition
and disclosure
of commercial
ncome

The Commuttee reviewed rmanagement's
assessment of the controls that exist aver

the recognit:on of commercial income and
considered the appropriateness of accounting
Judgements theren adopted See Notes 1and 20
to the financial statements.




How the 1ssue was
Issue sddressed by the Committee

Exceptional Tne Committee considered the presentation

itemns and of the Group’s financizl statements and. in

amortisation of  particular, the appropriateness of the

acquired presentation of exceptional items and

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

New accounting The Committee considered the transition

standards approach and impact of implementing IFRS 9
‘Financial Instruments’ and IFRS 15 "Revenue
from Contracts with Customers’ in the pericd,
covering judgements made including the
determination of expected cred:it losses for
Tesco Bank financial assets The Committee
also considered the impact of IFRS 16 ‘Leases’,
on the Group's financial reporting. The
Committee considered the key judgements
madie in determiming the tmpact of IFRS 16
and reviewed and challenged management’s
commurncation and presentation of the
impacts See Note 35 to the financial
statements

Internal audit ~ Group Audit and Advisory (GAA).

GAA 15 an independent assurance function within Tesco providing
services to the Board and all levels of management [ts remit s

to provide independent and objective assurance and advice to
provide insight, deliver valug. protect and help the organisation
achieve 1ts priorities GAA helps the organisation accomplish its
objectives by bringing a systematic. disciplined approach to
evaluating and mprowing the effectiveness of risk management,
control and governance processes

GAA's responsibilities include supporting management in the
assessment and mutigation of nsks 10 protect the business.
delivering the Annual Audit Plan as welt as reporting on the
effectiveness of the systems of internal control Management
are responsible for establishing and maintaining an appropriate
system of nsk identification and internal control, and for the
prevention and detection of irregulanties and fraud GAA
faciitates the Group's risk management processes with the
Audit Committee and the Board

In February 2039, the Committee conducted an assessment of

the effectiveness of the GAA function in protecting the business
This assessment was faciitated by Lintstock Ltd, anindependent
company. who distributed a guestionnaire-based assessment to
ey stakeholders. collated the anonymous responses and provided
the assessment reports This assessment included consideration
of the structure and scope of GAA’s work, Its capabilities,
independence. the adequacy of the audit plan. qualty of audit
reports and its engagement with stakeholders

Corporate governance

The Commuttee discussed the approach and findings in which
the overall assessment conclugded that GAA was highly effective,
with improved ratings across all measures Improvements noted
included clarity of audit findings. enhancements in sharing
learrmings and improved stakeholder relationships The
Committee alsc concluded that GAA is adequately resourced
Aspects highlighted to focus on included continuing 1o enhance
capability in the area of technology to keep pace with advances
and ensuring that dedicated resource is available to work on
major change programmes

The Committee reviewed and agreed to the planned next steps
which would be reflected in the GAA Charter, last reviewed and
approved in November 2018 when the Internai Audit Plan for
2019/20 was also presented and agreed by the Committee

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

Key elements of the risk management process.

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

Risks are assessed to determine the potential impact and hikelinood
of ocourrence, after taking into account contrels and mitigating
factors Where appropriate, additional mitigating actions are
identified and agreed with relevant business owners

The Group Chief Executive has overall accountability for the control
and management of the risks Tesco faces. with the Board having
overall responsitulity for risk management Risks are managed at
the business unit level on an ongoing basis with foliow up
throughout the year by GAA and assigned risk champiens and
functional risk managers All risks are assigned (e an appropriate
risk owner and the Group level pringipal nsks are assigned to an
executive owner The Board receives a nsk report, including
principal risks and areas of emerging risks which are reviewed at
least annually The Group's principal risks are detailed on pages 32
to 36. showing a summary of key controls and mitigating factors,
the risk movement and links to the Group's strategic drivers

Internal control.

The Board monitors the key elements of the Group’s internal
control framework throughout the year ang has conducted a
review of the effectiveness of the Group's risk management
and internal controd systems To support the Board’s annual
assessment. GAA prepared a report on the Group's principal
risks and internal controls, which described the risk
management systems and key internal controls, as well as
work conducted in the year to improve the risk and control
environment inclugding the leve! of assurance undertaken.

The internai control frarnework 15 intended to manage rather
than elrminate the risk of falure to achieve business objectives
It can only provide reasonable, but not absolute, assurance
against material misstatement or loss

Tesco PLC Annual Report and Financial Statements 2019

59



60

Corporate governance report continued

External audit.

Deloitte continued as our external auditor with Panos Kakoulls
as the lead partner after their initial appaintment in the 2015/16
financial year It is our intentiaon to put the external audit out to
tender every 10 years and to rotate the lead partner at least
every five years Panos has informed the Committee that he will
be retinng as a partner from Deloitte during 2018 and a new lead
partner will therefore transition into ths role in the first quarter
of the 2019/20 financial year

The Committee regularly reviews the role of the exterral auditor
and the scope of ther audit The Comrmittee considers the
effectiveness of the external auditor on an ongoing basis during
the year, considering, amongst other things. its iIndependence
objectivity, appropriate mindset and professional scepticism,
through Its own observations and interactions with the external
auditor, and having regard to the

~ experience angd expertise of the external auditor in their direct
commurication with, and support to, the Committee,

~ content, quahty of insights and value of their reports,

- fulfilment of the agreed external audit plan:

robustness and perceptiveness of the externat auditor in thetr
handling of key accounting and audit judgements,

- the interaction between management and the external auditor,
including ensuring that managerment dedicates sufficient tme
to the audit process.

- provision of non-audht services. as set out below,

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

other relevant UK professional and regulatory requirements

The Committee conducted an audit effectiveness review of
Delotte in February 2019. which was facilitated by an independent
company, Lintstock Ltd, who distributed @ questicnnaire-based
assessment to key stakeholders, collated the anonymous
responses and provided assessment reports containing ternitory
or business specific feedback to faciitate the evolution of services
provided to the Group. The review concluded that the external
auditor was highly effective and the Committee recommended to
the Board the reappointment of Deloitte at the 2019 AGM.

Deloitte contributed a further independent perspective on certain
aspects of the Group's financial control systems acising from their
work, and reported both to the Board and the Caommitiee.
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The process for approving all non-audit work provided by the
external auditor is overseen by the Committee in order to
sateguard the objectivity and independence of the auditor,
and complhance with regulatory and ethical guidance

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

Qur policy for non-audit services reflects the EU regulations that
prohibit the provision of certam non-audit services, such as payroll
services, by the external auditor and introduces a cap on non-audit
fees Inline with the regulations, the Group is required to cap the
tevel of non-audit fees paid to its external auditor at 70% of the
average audtt fees paid in the previous three consecutive financiat
years The 70% cap will first apply to the Group for the period
ending February 2021. The non-audit fees policy is compliant

with new Ethical Standards for Auditors.

In 2018/19, Deloitte received total fees of £12.0m (2017/18 £13.5m)
consisting of £8.0m of audit fees (2017/18' £6 8m}, and £4.0m for
non-audit and audit-related services (Z017/18. £6 7, which 15

a decrease of £2 7m in total fees versus the previous period

The totat of Defortte's non-audit and audit-reiated fees in the
year equated 10 50% of the audit fees Fees paid to Delotte

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

n the table on page 61

in the period. Deloitte continued to report under the court
approved Deferred Prosecution Agreement with Tesco Stores
Limited Safeguards were put in place 1o mitigate any threats to
Deloitte’s sndependence by ensuring that work was conducted
by individuals not directly involved in the external audit

We continue to take steps 1o reduce the level of non-audit
fees going forward to ensure compliance with the 70%
non-audit fee cap rules



Corporate governance

Levelof fees Level of fees
n 2018/19 n 2017/18
Nature of service Safeguards to preserve Independence (Em) {Em)
Prowvision of transacticnal services: including Engagement team separate to the audit team with independent - 1.9
quantified financial benefits synergy, working reviews and working with informed management
capital and profit forecast reporting, refating to
the Group's merger with the Booker Group
Retall consultancy- provision of administrative Engagement team separate to the audit team. The service 1S 1.3 15
support relating to the Group's markgown price limited to the provision of administrative support
optimisation process” Decision-making accountability remained with management !
Forensic services provision of data repository Careful consideration of the scope of services to ensure the i7 18
services for mformation needed by the Group advocacy and management threats are mitigated together with
and the SFO” warking with informed management Clear separation of the
engagement teams has also been established
SFO Monitor role Deloitte has been appointed Under the Deferred Prosecution Agreement Deloitte were a1l o8
as Momitor by the SFO under the Deferred appointed to conduct independent reviews by individuals
Prosecution Agreement agreed with Tesco net directly involved in the commercial income audits, *
Stores Limited
Other non-audit services tax comphance and Careful consideration of the scape of services to ensure the 04 0?2
advisory projects relating to businesses outside advocacy and management threats are mitigated, together with
of the EU and other miscellaneous risk and working with informed management Clear separation of the
compliance services engagement teams has also been established where required
From March 2017. no tax services have been provided 1o enuties
witihun the EU as required by the applicable Ethucal Standards
Interim review performed under International The interim review 15 considered a non-audit service under the 05 05
Standards of Review Engagements (UK and applicable Ethical Standards, although the objectives of the
Ireland) 2410 review are aligned with those of the audit
40 67

Total

* engagement pre-dates Delowte’'s appomntment as external auditor

t Delonte’s work concluced in January 2019

Committee effectiveness review.

Appointment of auditor statement.

Following a formal tender process, Deloitte were appointed as
external auditor with effect from the 2015 AGM. The Company 15 in
compliance with the requirements of The Statutory Audit Services
for Large Companies Market Investigation (Mandatory Use of
Competitive Tender Processes and Audit Responsibilities) Craer
2014, which relates to the frequency and governance of external
audit tenders and the setting of a policy on the provision of
non-audit services The Committee reviews and makes a
recommendation to the Board with regard to the reappointment
of the external auditor each year n making this recommendation,
the Committee considers auditor effectiveness and independence,
partner rotation and any other factors that may impact the
Committee's judgement regarding the externat auditor The
Comnpany intends to conduct a tender process inline with the
regulations and by no later than 2025.

Fair, balanced and understandable statement.

The Committee considered this Annual Report and Financial
Statements 2019, taken as a8 whole, and conciuded that the
disclosures, as well 25 the processes and controls underlying its
production, were appropriate and recommended to the Board that
the Annual Report and Financial Statements 2019 are farr, balanced
and understandable while prowiding the necessary information 1o
assess the Company’s position and performance. business

model and strategy

The effectiveness of the Committee was evaluated this year as
part of the Board evaluation process. Further details can be
found on page 51, The review found that the Committee was
operating effectively and that its broad role and remit remained
appropriate for the current needs of the business. In order to
igentify opportunities for further improvermnent, members
discussed how the Committee 1s functioning in the private
sessions that follow each meeting
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Directors’ remuneration report

Annual statement.

. / Anmus
“Qur remuneration policy Year-on- bonus psp
ensures Colleagues are fairly KPis w0/ 2008 change e essre
rewafded and we remain Group sales®® £569bn  £510bn 11 5% i
sensitive to the broad range
of remuneration themes Group operating
) profit before
important to ?ur exceptional items
stakenholders and amortisation
of acquired
Steve Golsby intangibles £2206m  E£1646m 34 0% v
Remuneration Retall operating cash
Committee Char flows £25bn  £28bn  (981% v
Customers
Dear Shareholder. recommend us
| am pleased to present my first Directors' remunerat:on report and come back
as Chair of the Committee. having taken over the role from time and again pts i2pts _ 5pts v
Deanna Oppenheimer on 1 February 2019 Deanna had chaired the Colleagues
Committee since 2015 and 1 would like to take this opportunity to recommend us as a.
thank her on behalf of the Board for her excelient work as Chair Great place to work 83% 83% Nl v
and her support to me personally [ am gelighted Ceanna will be Great place to shop 50pts 49pts pt v
remaimng on the Committee, so that we can continue to benefit Suppler satisfaction 77 5% 74.9% 2.6pts v

from her experience and advice.

This Report provides an update on our progress in implementing
the remuneration policy approved at the June 2018 AGM The
Committee appreciated the tigh level of shareholder support the
reruneration poficy received of over 33% in favour and the continuing
constructive dialogue it has had with a number of shareholders, their
representative bodies and the wider stakeholder group No changes
are proposed 10 the remuneration policy for 2019/20

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

its implenentation, taking account of the UK Corporate Governance
Code 2018 (2018 Codel and associated Guidance on Board
Effectiveness. and the Companies (Miscellaneous Reporting)
Regutatians 2018. it takes seriously its role in ensuring the interests of
colleagues. shareholders and other key stakeholders are considered
fairly, and in the context of wider societal expectations Although the
Cammittee will not be required to report on the provisions of the
2018 Code and Miscellaneous Reporting Regulations until 2020, the
Comrmttee welcomes these developments and has decided to
adopt as much as practically possible early, including prowviding
details of the CEQ pay ratio. Overall. the Committee believes the
remuneration policy is operating well and as expected.

Remuneration alignment to strategy.

The Committee considers in detail the perfermance metrics and
targets for the annual bonus and Performance Share Plan (PSP) to
ensure they are appropriate and support the Group's strategy. and
create value for stakebolders. InJast year's rernuneration polcy
review, the Comnuttee decided to make some changes to improve
strategic alignment and aid ssmplicity For the annual bonus. the
financial metrics of sales growth and Group operating profit before
exceptional itens and amortisatian of acquired intangibles were
retained, but balanced equally, while strategic objectives were set
as a further annual performance metric. iInctuding key stakeholder
measures relating to customers, suppliers and colleagues. For the
PSP, performance metrics were simplified from three to two. From
2018, PSP performance metrics are free cash flow and diluted EPS
pre-exceptional items and amortisation of acquired intangibles,
IAS 19 finance casts and IAS 39 fair value remeasurements
[subsequently referred to as EPS* in this Report).

The way in which the remuneration policy aligns with and supports
Tesco's strategy and the delivery of the Big 6 KPIs1s set out
opposite and further information 1s available on pages 16 and 17
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¢ These measures and other measures in this secuion are defined in the alternative
performance measyres sechion of the Annual Report on pages 178 to 181

@ Reported on a continuing operalions basis at ac1ual exchange rates excluding fuel
= Reparted on 8 continuing operations baus at actual exchange rates
= Last year figures restated for inpact of IFRS 15 'Revenue from Contracts with Customers

2018/19 incentive outcomes.

During the year, Tesco delivered a strong performance against a
backdrop of a challenging market and increased customer uncertainty
The Group remains firmiy on track to deliver on its six strategic drivers

- brand health continues to strengthen, with the YouGov Brand
perception measures of guality and vaiue increasing by 1.9 points
and 1.3 points, respectively:

- cost savings of £532m were achieved in the year generating a
total of £1.4bn towards the £1 5bn target,

- £2 5bn of retail operating cash flow® was generated, with £8.6bn
of retall operating cash™ generated over three years,

- operating margin improved to 3 45% for the fult year and 3 96%
n H2 2018/19 (3.79% excluding Booker);

— aturther £285m was released from property: and

- innovation continued, Including iIntrogucing eight new
‘Exclusively at Tesco’ brands, the relaunch of 10,000 Qwn Brand
products and Jack's launched as part of our 100 years of
great value celebrations

Tesco's annual bonus and PSP plans together reward the
achievernent of Group. stakeholder and personal targets. provided
performance is dehvered within the Company's nisk appetite The
Committeg scrutinises performance targets, which are based on the
Board-approved annual budget and Long Term Pian, to ensure they
are sufficiently challenging Stretching performance ranges are then
agreed by the Committee at the start of the performance penod
During the performance period, the Committee reviewed a number
of ynplanned and unexpected rtems and agreed changes to the cash
generation ang EPS® targets as set out on page 72

Annual bonus outcomes for 2018/19 have been determined based
on Tesco’s performance over the year in sales growth (40%
weightingl. Group operating profit before exceptional items and
amortisation of acquired intangibles (40% weighting) and strategic
objectives (20% weightingl For consistency, sales and operating
profit are transiated at constant exchange rates and have been
adjusted as set out {ater in this Annual Statement and on page 72,
resulting in sales of £56 7bn and operating profit of £2,222m

The financal outcomes are shightly above target performance for
operating proiit before exceptional items and amortisation of



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

set This was a good performance given the challenging external
environment and a background of intense competition The
Committee also reviewed the performance of the Executive
Directors against thewr indvidual obyectives As a result, the
Committee determined that 52 5% and 49.4% of the maximum bonus
opporturty should be awarded for Dave Lewis and Alan Stewart.
respectively A summary breakdown of the targets and performance
assessments 1s provided In At a glance on pages 66 and 67

The 2016 PSP performance pericd ran to the end of the 201819
financial year Performance was measured against three metrics,
with 50% subject to Tesco's relative Total Shareholder Return
(TSR} performance, 30% subject to cumutative cash generated
from retaill operations and the remaining 20% subject to key
stakeholder measures relating to customers, suppliers and
colleagues Performance was as follows

Tesco's TSR ranked below the weighted average of the

blended benchmark index This element vested at nil,
cumuilative cash generated from retall operatians over three
years of £8,379m was in Ine with target performance of £8.398m
Thus element vested at 14 6% of maximum opportunity, and
perfermance against the three stakeholder measures of
customer, supplier and colleague metrics vested at 14 2% of
maximum cpportunity

As reported previously, buyout awards were made to Alen Stewart 1o
compensate him for awards farfeited on leaving his previous employer
The final tranche of those buyout awards vested to him in July 2018

As previously announced, Chartes Wilson, who joined the Board as
CEOQ, UK & ROl an 5 March 2018, stepped down from the Board on

16 July 2018 due to iliness | am pleased that Charles' recovery 15 going
well and he remains on the Executive Committee As Charies was an
Executive Director for part of the year we are required o disclose
some details on his pay arrangements Given he was on the Board for
a short portion of the year, we have disclosed this separately from
Dave Lewrs and Alan Stewart and full details can be found on page 72

Rationale for Committee decisions in the year.

The Commitiee s responsible for ail executive employment
matters' recruiting. promoting and retaining high-calibre leaders.
setting the incentives under which these leaders operate. and
monitoring the results they produce and the manner in which they
produce them The overall remuneration framework has a number
of specific goals It 1s designed to motivate the leadership team to
achieve the Company's strategic objectives to lead and incentivise
colleagues, and to drive value for shareholders and other
stakeholders Itis also designed to be competitive in the markets
in which we cperate and compete for talent

The Committee’s discussions tcok place against a backdrop of the
wider economy and retail market in which the Company operates
and specific Company performance. The Committee considered
adjustments to the annual bonus outcome to take account of
events which were not foreseen or allowed for at the start of the
year when targets were set The Committee decided to take the
sales and profit numbers of Tesco Direct out from both targets
and actuals following its closure, and to adjust for Board approved
strategic decisions and legal changes in Central Europe during the
year These adjustments resulted in a revision of the sales target
by less than 1% and an increase In the profit target The resultant
formulaic assessment of the financial metrics of the annual bonus
was 35 9% out of a maxmum of 80% for both Executive Directors
(the remaming 20% 1s assessed against strategic objectives which
are set out on page 67) The Committee considered this tc be
appropnate and made no changes to this outcome, The Committee
also considered the PSP formulaic outturn of 28 8% whilst
acknowledgmg that ths level of vesting under the PSP did not

fully reflect the Group’s strong performance over the three-year
perfarmance period, the Committee determined that no
adjustments would be made to the formulaic outcomes for

the Executive Directors

Corporate governance

Implementation of the remuneration policy in
2019/20 and fairness.

The Comrmittee remains sensitive to the issues affecting executive
remuneration and the views expressed by investors, the UK
government and the wider public, particularly regarding restraint
when setting quantum. The Commuttee beheves such restrant is the
right approach, while ensuring remuneration remains reflective of
the wider business ervironment ang contains appropriate incentives
for senior executives to achieve the Group's business objectives In
keeping with this theme, for 2019720, no base salary increases will be
awarded to either Executive Director The maximum annual bonus
opportunities for Dave Lewis and Alan Stewart will remain unchanged
at 250% and 225% of base salary, respectively The approved
remuneration policy states that the maximum PSP opportunity is
350% of base salary. The Committee has decided to increase the
standard grant vafue of Alan Stewart's PSP from 250% to 275% of base
salary. This brings his PSP opportunity in ine with Bave Lewis and is
designed to ensure that Alan Stewart’s remuneration package
remains market competitive, while recognising the value of the role
and his skills and experience. This also ensures that the ink between
long-term biusiness performance and reward outcomes is maintained,

The performance measures for the 2019 PSP are unchanged from
2018. with a 50% weghting each for EPS” and free cash flow The
Committee reviewed the selection and weighting of the financial
metrics for the annual bonus The Committee concluded that while
the two financial metrics, Group operating profit before exceptional
items and amortisation of acquired intangibles and sales growth,
remain the right ones, they should now be weighted 50% and 307%
respectively (previously both 40%) This change was made to
recognise the emphasis on profitability, following the initial
revenue growth focus of the turnaround plan.

The Committee will keep emerging market practice and investor
expectations under review as the next remuneration policy
approval in 2021 approaches. However, the Committee is taking
some immediate steps to enhance the application of the existing
remuneration pelicy from 2019 as described betow:

- introducing post-employment shareholding requirements for
all current and future Executive Directors, and

- amending how the holding period on the PSP operates for leavers
Shares awarded under a PSP grant from 2019 onwards now cannot
be sold untit five years from grant. even for a good leaver

The Committee has considered the new reguirement that pension
contributions for Executive Directors should be aligned with those
offered to the wider workforce As part of the Committee’s 2018
review of the remuneration policy the level of contrnibution to
pension or cash in lieu of pension for new Executive Directors and
Executive Committee members was reduced 10 15% of base salary
and a number of new appointments have been made on this basis
This level of contributian is aigned with the contributions to
pension for all UK colieagues at middle management and above
{some 1,800 colleagues) The Cormmittee believes this provides the
right measure of alignment with the wider workforce

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

S @e\s\gg

Steve Golsby
Remuneration Committee Char

“# Netdebi retal operating cash fow and retail Iree cash ffow exclude the
impact of Tesco Bank

= Cumulative retail cash generated from pperations excluding pension deficit
repayments cash outflows relating to SFO fine and shareholder compensation
scheme payments and cash payments i heu of colleague bonus shares
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Directors’ remuneration report continued

Reward principles.

The principles of a fair workplace.

Tesco’s purpose 1s to serve shoppers a hittie better every day
To hve up to that purpose our colleagues need to reflect and
represent the communities we serve. Tesco aims to be a place
where colleagues can get 0n, as they wish, no matter what their
background. We are proud of our long history of helping
colleagues develop their careers in Tesco

To continue bulding an inclusive culture where everyone feels
welcome, it 1s important that colieagues feel fairly rewarded

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

- atotal reward package that provides flexbility andg choice. and
1s competitive In the markets in which Tesco operates and from
which it recruits for talent,

- toshare in Tesco's success and be recognised for their

contributions through pay that is transparent:

rewards that can help support a decent standard of ving

and provide the opportunity to plan and save for the future:

- to make wellbeing and hfestyle choices, having access to a range
of benefits ang flexibiity over working hours and place of work,

« to have access to career opportunities and accredited training
to develap their potentiat whatever ther age or background, and

- through Tesco's consultative forums. trade union partnerships
and colleague surveys to have their vaice heard and represented
at all levels, and access to information about what is happening
in the business

Rewarding our colleagues fairly.

Tesco provides colleagues across the Group with a competitive
reward package InTesco’s UK business in 2018/19 colleagues
recewved a reward and benefits package in line with the elements
set out In the table below. The purpose of each element is the
sarme for all colleagues, which creates a consistent cascade
throughout the arganisation.

Executive
Element Commitiee WL
of pay Purpose and WL4-5 -3
Base salary  Base salary supports the recruitment and v e

retention of colleagues of the calibre,
capability and experience needed to
perform their role. Base salary provides
fixed remuneration and reflects the size.
scope and complexity of ndwidual role
responsiilities

Benefrits A market~competitive leve! of benefits v v
for colleagues, which enhance the
reward package and provide other
reasons to work at Tesco. such as

discount in store

Pension The opportunity to save for retirement, v s
with the employing company providing a
match to employee contributions
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Execulve
Element Commitiee WL
of pay Purpose and WiL4-5 1-3
Annual The opportunity for colleagues to receve v v
bonus an annual bonus for the delvery of

business and personal poals. Annual
bonus opportunity provides colleagues
with a balance between fixed and variable
pay related to market practice based on
role At sentor levels a proportion of any
bonus is deferred into Tesco PLC shares
to provrde additional alignment with
shareholders' experience

Performance Colleagues with responsibility for v

Share Plan  iong-~term Group performance are
incentivised to achieve Tesco's strategy
and create sustainable shareholder vaiue

The balance between the different elements of remuneration
dependgs largety on the role and seniority of colleagues. Junior
colleagues’ remuneration 15 principally fixed pay. reflecting our
principle of helping to support a decent standard of bving, where
regular pay levels help with persanal budgeting and planning

For more senior colleagues, remuneration is weighted more
towards vanable pay, which can increase or decrease based on
the perfarmance achieved agamnst our goals This approach to

pay design also reflects each indmgual’s ablity to influence
Tesco's performance We also take account of the requirements of
the UK Corporate Governance Code and the views of our investors
and other external bodies, as ewdenced by the letter from the
Committee Chair to major investors informing them of the intention
to increase the standard grant value of Alan Stewart's PSP award.

So while the balance of the elements of remuneraticn may
differ. we have a consistent overall principle that all colleagues
should be paid competitively against the relevant pay benchmark

Colleagues across the Group are regularly asked about how they
feel about pay and benefits at Tesco, OQur 2018 survey showed
almost twa-thirds agreed that the pay for the job they do 13 fair and
three-quarters were happy with the benefits they receive Both
outcomes were well ahead of relevant external benchmarks, but
we continue to Invest in ensuning we remain an employer of choice

How our principles are brought to life.

We are cammitted to providing colleagues with equal access (o
opportunities, skills, flexibinty and fair reward. We are putting
more of our learning onling, creating more choices on flexible
working and providing support and guidance for colleagues to
own their own careers.

Over the |ast year, Tesco has continued to focus on building a

fair workplace. providing colleagues with the flexibility. skills and
reward to get on as part of our overall empioyee value proposition
This has included

- Effective Leadership - We have introduced our Managing a
Teamn at Tesco programme to help build leadership skills.
It has supported over 1,300 managers in stores, distribution
and convenience businesses to be at the heart of the colleague
experience, helping their teams to be more effective and
serve aur shoppers a little better every day

~ Helping Collgagues be at their Best - We have worked with
partners, such as Nuffield Health, to develop a wellbeing
programme based un nproved nutriton, a healthy body and
healthy mind Colisagues have accessed Mindapples e-learning



more than 20,000 tmes since it launched and over BOO UK
colleagues have taken part in mental health awareness
waorkshops aimed at tackling the stigma around mental health

- Building skills for the future - We are investing in our colleagues’
futures In September 2018, we doubled our UK s¢hool leaver
apprenticeship programme, and introduced a Finance
apprenticeship and cur first Apprentice Degree in Food Science
and Technatogy In Central Europe, we have 1150 people on our
apprenticeship scheme, spending half their week at college and
haif iearning on the job at Tesco

In Thailand, our Student Part-Time Programme scholarships
allowed 800 colleagues to pursue higher education and our
Tesco Jumior Programme s helping a further 200 colleagues

to earn a vocational degree while working

Developing Employability - tn July 2018, we committed to help
10,000 young people to improve their employability and life skills
through Prince’s Trust Achieve Clubs We will focus over three
years on funding the running of 40 Achieve Clubs in areas of
greatest need, developing content and lesson plans m customer
service and jeadership and bringing the content to life through
volunteering apporturities for our colleagues

CEQ pay compared to pay of UK employees.

Tesco s a retall business with ane of the largest workforces in the
UK, employing over 300.000 colleagues, mostly in customer-facing
roles in store or working in our distmbution network We apply the
same reward principles for all -~ that overall remuneration should
be competitive when compared to ssmilar roles in other
organisaticns from which we draw our talent For customer-facing
colleagues we benchmark with other large retallers For our CEQ,
we benchmark against a small and highly sought-after pool of CEQs
of major compantes with international reach and accountabihties

Given this workforce profile, all three of the CEO pay ratio
reference ponts compare our CEO's remuneration with that of
colleagues in mainly customer-facing roles and there 15 relatively
hmited difference in the outcomes as shown below Also, we know
that year-to-year movements in the pay ratio wili be driven largely
by our CEQ's variable pay outcomes These movements will
significantly outweigh any other changes in pay within the
organisation Whatever the CEQ pay ratio Tesco will continue

to invest In competitive pay for all colleagues

The total pay and benefits of UK colleagues at the 25™, 50" and 75"
percentile and the ratios between the CEC and these colleagues.
using the CEQ's single total remuneration figure for 2018/19 of
£4,600,000, are as fallows

5% 50 75
percentile percentile percentile
pay ratio pay ratio pay ratio

Total pay and
benefits {FTE) £18.646 £20.364 £21982
CEQ pay ratio 2471 2261 2091

W Tesco has chesen to use Option € to calcvlate its CEQ pay ratio This oplion was
chosen gven the size and complexiy of the exercise required Lo produce these
ratios in an enwirgniment of significant part-time employment and vanable working
hours Tesco has already completed comprehensive data collation and analysis for
the purposes of gender pay gap reporting We were able (o use additional pay data
10 minimise cifferences in pay definitions between the CED single total remunerstion
figure and gender pay reporung

Corporate goverpance

Gender pay.

Tesco's first full gender pay gap report for the year to April 2017
was published in February last year and we hove recently
published our second report for the year to April 2018.

The 2018 report shows that the median gender pay gap of 8 9% has
changed little since last year's higure of 8 7% It remains well below
the UK national average of 17 9% A key reason for the gap remains
the different work pattern choices colleagues are making Male
colleagues are chaosing to work premium hours (Sundays. bank
hohdays and rught work), which attract higher rates of pay, more
often than femate colleagues. If these premium hour payments
were to be removed from the calculation. then Tesco's median
gender pay gap would reduce to 3 1%.

Tesco offers colleagues opportunity choice and fliexibility and will
continue to support them in Choosing work patterns that best suit
their personal situation and preferences At the same time, we will
work to identify and remove any gender-refated barrers to making
those choices

As a sign of our commitment to increasing female representation
at senior levels, Tesco signed up as a member of the 30% Club in
2018. By February 2019 the iniual 30% amiition had been met with
31% of both the Board and Executive Committee being women
women also make up 37% of our director and manager population
Hawever, ta maintain and increase this representation we know we
need to do more for women earlier in their careers That (s why we
launched last year a targeted development programme with a
group of talented female colleagues who will be helped positively
to drive their careers In paraliel, we are making as much of this
development materal as possible avallable to all our Tesco
colleagues online, so everyone has the opportunity to benefit

In addition, our Women’s Network has developed a gender diversity
partnership with a number of other companies to encourage
women to own their career choices through mentoring, learning
and helping to builld a smarter working culture more attuned to

the needs of a diverse workforce we wilt continue to challenge
ourseives 1o help more women to progress their careers at Tesco

Further information 1s set out In the Tesce Gender
Pay Gap Report at www.tescoplc.com/genderpay.
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Directors’ remuneration report continued

Remuneration at a glance.

What our Executive Directors earned in
2018/19.

Guided by cur remuneration policy, which recewed over 3% of
votes in favour at our 2018 AGM, we aim to reward responsibly and
fairly so that all coileagues are rewarded competitively against the
relevant pay benchmark for their role This is a consistent pninciple,
across every level of our business

Tesco focuses on exgcutive pay in the context of the overall spend
on remuneration across the Group:

- Between 2015/16 and 2018/19, we have invested significantly
in pay for our customer-facing colleagues, and the hourly
rate far UK store colleagues has increased by 14% Over the
same perod. the base salares of Dave Lewis and Alan Stewart
have remaingd unchanged as set out in the chart on page 75.

- Since July 2014, Executive Committee base salarycosts as a
proportion of the total Group spend on remuneration have
fallen by a third and now represent 0 1% of total Group wage
costs At the same time, the average total reward package for
colleagues across the Group. inclusive of variable pay outcomes.
has risen by about 6 9%, as set out In the chart opposite

Bonus awards to our Executive Directors are inked to
performance, and the Committee remans sensitive to the
views Of invastors and stakeholders particularly reparding
restraint when determining the potential size of awards

After four years, we have met or are about to meet the vast
majoriy of our turnaround goals. and our businessison a
more sustainable footing Even with this strong performance,
the annual bonus for Dave Lewis in 2018/19 vested at 52 5%
of maximum opportunity, and at 49 4% for Alan Stewart

Executive remuneration and all colleague costs

Single total figure of remuneration - Executive Directors {audited).
The following table provides a summary single totat figure of remuneration for 2018/19 and 2017/18 for the Executive Directors
Further details are set out in the Annual report on remuneration commencing on page 70,

Shert-term Long-term

annuat Performance
Base salary Benefits Pension DonUS Share Plan Total
Year £'000) {£'000) {£ C00) (£°000} 1£7000) (£'000}
Dave Lewis 2018119 1250 61 33 1641 13350 4,600
2017518 1,250 65 313 2,275 1,210 513
Alan Stewart 20819 750 99 188 B34 728w 2.559
2017/18 750 53 188 1.248 660 2.899

w Detalls of the remuneration of Charies Wilson whe stood down from the Board on 16 July 2018 are set cut on page 72
™ The threg-manth averape share price to 23 February 2019 of 210p has been used to Indicate the velue of the 2016 PSP which will vest in May 2018 The value includes the reinvestment of

dividends pad on vestéd shares. between grant and vest in Tesco FLC shares

@ The value of the 2015 PSP has been updated to reflect the share price an the date of vesting of 256p The valve Includes the remvestment of dividends paid on vested shares between

grant and vest 1n Tesco PLC shares

2016 PSP vesting {audited),

The PSP award granted in 2016 will vest in May 2019 based on performance up te and including the 2018/19 financial year

The performance outcome was as follows:

r L J l 1 Actual Payout Payout |
Metncs (% maximumi Performance targets Vesung level performance ivesung leveld  |(% of maxwmum}
Threshold Targel Streich Threshold Target Stretch
Performance % pa
equal to the outperformance
Relative TSR™ (50%) index - of the index 25% - 00%  Below index 0% 0%
Cash generation™ (30%) £7998m £6.396m £8.798m 25% 50% 10G% £8,379m 48 7% 14.6%
Stakeholder:
Customer 6 66%) 2pts - 24pts 0% - 100% 17pts 68% 4.5%
Suppler (6.66%) 0% - 82% 0% - 100% 71.5% 63% 4 2%
Colieague
Great place to work {3 33%) 81% - 84% 0% - 100% 83% 66% 2.2%
Great place to shop (3.33%) 41pts - 47pts 0% - 100% 50pts 100% 33%

= TSR was assessed against a benchmark incex made up of FTSE 350 Food snd Drug Retallers lexciuding Tesco) and FTSE 350 General Retalers weighted B5% and 15%. respecuvely

= Details of sdjustments to the cash generation targets are sat out on page 72

Based on the above performance, 28.8% of the 2016 PSP awards will vest in May 2019. This will result in 635,814 shares and 346,807 shares

vesting to Dave Lewis and Alan Stewart, respectively
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Annual bonus outcomes (audited).
The Committee determined that 52.5% and 49 4% of the maximum bonus opportunity be awarded to Dave Lews and Alan Stewart, respectively
Actual profit performance exceeded the underpin. Performance against each of the objectives for 2018/18 was assessed as follows

Financial performance in 2018/19 {80% of bonus maximum) (audited).
Sales growth (40% weighting). Group operating profit (40% weightingl.

W For consistency reported outeomes at constant exchange rates are used for InCentive purposes

Performance for the financial elements of the annual bonus has been positive with sales growth being between threshold and target and
Group operating profit before exceptional items and amortisation of acquired sntangibles performance being between target and stretch

Strategic objective performance in 2018/19 (20% of bonus maximum) {audited}.
The Commuttee carefully renewed the performance of the Executive Directors aganst their individual objectives set at the beginning of the financial
year Detaus of how their performance towards these objectives was assessed 1s set out below Further details are provided on page 71

Individual objectives: Dave Lewis. Individual objectives: Alan Stewart.
China JV opportunitles (5% welghting) China JV opportunlties (5% weighting)
Lovalty (5% weighting) Finance Transformation (5% welghting)
Delivery of Booker synergles (5% welghting) Dellvery of Booker synergles (5% welghting)

Stakeholder objectives (5% weighting): Dave Lewis and Alan Stewart.

Customer (1.66% welghting) Supplier [1.66% welghting) Colleague (Great place Colleague (Great place
to work) (0.83% weighting) to shop) (0.83% welghting)
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Directors’ remuneration report continued

Directors’ remuneration
policy.

Implementation in 2019/20.

We have reviewed Our remuneration policy in the year, particularly in ight of the amended 2018 Code We will continue to implement the
remuneration policy that was approved at the 2018 AGM. A summary of the proposed 2019/20 remuneration packages for the Executive
Directors is set out below. The full remuneration policy. as approved at the 2018 AGM, can be found on the Tesco website at

www tescoplc.com/investors/corporate-governance

Fixed pay.

Etement of remuneration Dave Lewis Alan Stewart

Base salary £1,250.000 £750,000

Pension Cash allowance in keu of pension Cash allowance in ey of pension
of 25% of base salary of 25% of base salary

Annual bonus.
Dave Lews Alan Stewart

Quanium Maximum of 250% of base salary Maximum of 225% of base salary

Annual bonus deferral 50% of bonus awarded deferred nto Tesco PLC shares for three years

Annual bonus performance metrics™ Group operating profit before exceptional itemns and amortisation of acquired intangibles (50%). sales
growth (30%), strategic objectives (20%) and Group operating profit before exceptional items and
amortisation of acquired intangbles underpin

@ Annuel bonus LergeLs are considered by the Beard to be cornmerciaily sensitive as they could inform Tesco $ compeutors of its budgeting Therelore we do not publish details of the
targets on a prospective basis However, we will prowide full and transparent disclesure of the targets and the performance against these targets on a retrospectve basis in next year s
Annual Report at the sarme ume that the bonus outcome Is reported.

Performance share pian.

Dave Lews Afan Slewart

Quantum Maximum of 275% of base salary Maximum of 275% of base salary

PSP term Three-year performance period and two-year post-vest holding pericd

Vesting leve!

Performence measure Wenghting Threshoid (25%) Stretch (100%)
EPS-wissar 50% 17 2p 232p

PSP performance metrics Free cash flow

and targets {three years)*t 50% £4,334m £6.501m

EPS® and free cash fiow targets have been adjusted for the impact of IFRS 16

Both PSP performance measures have straight-line vesting between thresholkt and stretch

The free cash {low target has been increased to Inciude the impact of the adtitional year-end working capital batance as disclosed in relation Lo the 2016 PSP award on page 72
Threshold and stretch EPS* targets equate Lo compound growth of 7 6% and 18 9% per annum respectwely

£ 8 g%

Minimum shareholding requirement.
Dave Lews Alan Stewart

Shareholding requirement 400% of base salary 300% of base salary

Summary of remuneration palicy and proposed amendments.
A summary of the remuneration policy 1s shown below. along with a summary of the key changes to how the policy will be implemented in 2018/20

Remuneralian policy Key changes 1o the implementaton of remuneration poicy In 2019/20
Base ~ Executive Directors recewve a base salary based on the size and scope of their - The Committes beleves that the current base salary
salary responsitdities and their expenence levels continue 1o be appropriate The base salaries of

- Safaries are normally reviewed annually, with changes being effectwve from 1 July Dave Lewis and Alan Stewart will remain unchanged in

2019/20 This decrsion has been made alongside

- Pay decisions are informed, but not driven by externat benchmarking and
review of colieague salanes

market data

Benefits - Executive Directors receve a number of core benefits such as company
car {or cash allowance), life assurance and health care insurance
Pension - At the last policy review we reduced our pension policy for new Executive

provision Directors and Executive Committee members to 15% of base salary
{from 25%}, which 15 aligned with UK colleagues at middle management
and above {about 1.800 colleagues)
- Current Executive Directors receive a cash aliowance in heu of pension
of 25% of base satary

Annual - Executive Directors can be awarded an annual bonus of up to 250% of base salary - The annual bonus metrics of Group operating profit
bonus - 50% of any bonus earned 1s deferred Into Tesco PLC shares for three years before exceptional ems and amortisation of acquired

- Performance is measured against financial and non-financial metnes intangibles and sales growth have been retained but
- Clawback and malus orovisions apph the weighting has been changed to 50% and 30%.
S provisi Pl respectively [previously both 40%}.
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Remuneration policy

Corporate governance

Key changes to the implementation of remuneration policy in 2019/20

- Executive Direciors can parucipate in a PSP with a maximum
grant value of 350% of base salary.

- Performance 1s measured against financial metrics over a
three-year performance perod A subsequent two-year holding
pericd apphes post vesting

- Clawback and malus provisions apply

Performance
Share Plan

- Tne Chief Financial Officer’s PSP grant has been increased to 275%
af hase salary, This is i ine with the Grorp Chief Executive’s award
of 275% of base salary and 1s within the approved policy imits

- The approved remuneration policy 1S that any vested PSP shares must
be held untd the earher of five years from grant or two years from
leaving From 2019 grants, this requirement has been strengthened
such that all vested shares cannot be sold until five years from grant

- The Group Chief Executive and the Chief Financia! Cfficer are
subject to a minimum shareholding requirement of 400% and
300% of base salary, respectively

Shareholding
reguirements

- The Committee noted the provision of the 2018 Code to have a
policy oh post-cessation shareholdings A post-cessation holding
requirement for Executive Directors was set at 100% of their
shareholding requirement for one year. and 50% jor the second
year post departure

- Te ensure this requirement ¢an be implemented over time, the
Commitiee has decided that Executive Directors will be required
10 51gn an undertaking in this respect

Scenario charts.

The total remuneration opportunity of the Executive Directors 1s strongly performance based and weighted to the long term The graphs
below illustrate scenaros for the projected total remuneration of Executive Oirectors at three different levels of performance minimum,
on-target and maximum Note that the projected values exclude the impact of any share price mavements or potential benefits under
all-employee share schemes. These charts reflect projected remuneration for the financial year 2019/20

Group Chief Executive - Dave Lewis

{£:000) {E 000}

Performance scenarios.

Chief Financial Officer - Alan Stewart

On-target assumed to be 50% of maximum for annual bonus and Performance Share Plan (PSP)

Group Chief Executive

Chief Financial Officer

250%
275%

Annual borus {maximurm as a % of base salary)
PSP {maximum as & % of base salary)

225%
75%

Na annual bonus payout
No vesting under the PSP

Mimmum performance

50% annual benus payout
50% PSP vesting

On-target performance

100% annual bonus payout
100% PSP vesting

Maximum performance

Assurming a share price appreciation of 50% during the performance period of the PSP, the maximum for Dave Lewis and Alan Stewart would

increase to £9.805.000 and £5,778 000, respectively
Fixed pay is based on current values as set cut In the table below

Base selary Berefits™ Pension Total ixed pay
Group Chief Executive - Dave Lewis (£'000) 1250 51 313 1624
Chief Financial Officer - Alan Stewart (£'000) 750 59 188 557

™ Benefits for Dave Lews and Alan Stewart are as set out In Single totat figure of remuneration on page 66
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Directors’ remuneration report continued

Annual report on
remuneration.

This section details the remuneration of the Executive and Non-executive Directors during the financial year ended 23 February 2019 and
has been prepared 1n accordance with Part 3 of The Large and Medium-sized Compantes and Groups (Accounts and Reports) (Amendment)
Regulations 2013 and Rule 9 8 6 of the Listing Rules The Directors’ remuneration report lexcluding the Summary of remuneration policy) will
be proposed for an advisory shareholder vote at the 2019 AGM

Fixed remuneration.

Salary.

The Committee considered the Group Chief Executive’s and Chief Financial Officer’s base salarnies duning 2018/1% taking into account pay
review budgets across the Group As a result. the Committee determined that the base salaries for Dave Lewis and Alan Stewart would remain
unchanged for 2019/20 The base salanes of Dave Lewis and Alan Stewart have remained unchanged since their dates of appointment 1n 2014

Dave Lewis Alan Stewart,
Base salary 2018/19 20718 2018/19 2017718
Increase in year (%) Nil Nd Nit Nil
Annual base salary (£'000) 1,250 1250 750 750
Base salary recenved in year (£°000) 1,250 1250 750 ' 750

Benefits (audited), '
Each Executive Director received a car or cash allowance and the benefit of a driver The Company also provided health insurance and life
assurance Details of benefits paid in 2018/19 are set out in At a glance on page 66

Pension,
Dave Lewis and Alan Stewart received a cash allowance in lieu of pensian of 25% of base salary

Dave Lewis Alan Stewart
Pension 2018/19 2017/18 20018/19 20¥7/18
Annual cash allowance in heu of pension (% of base salary) 25% 25% 25% 25%
Annual cash allowance in lheu of pension (£°000) an3 313 188 188

2018/19 variable remuneration (audited).

2018/19 annual bonus payouts for the Executive Directors.

In determining the final level of bonus payable. the Committee considered the wider performance of the Group and noted that management
were continuing to make improvements in the way we serve customers. had met the vast majority of the turnaround targets and had
strategically repositroned the Group The Committee consigered potential adjustments to the annual bonus measures to take account

of events which have impacted outcomes, but which were not foreseen or allowed for at the start of the year when targets were set

The Committee decided to take the sales and profit numbers of Tesco Direct out from both targets and actuals following its closure

The Committee also decided to adjust targets to reflect Board approved strategic decisions and legal changes {e.g restrictions being placed
on trading days) in Central Europe Outcomes have been adjusted to remove Tesco Direct sales and losses incurred in the first five months
of the year before it was closed Tmhis resulted in the sales performance figure for incentive purposes being £95m lower than the reported
outcomes and the profit figure being £24m higher than the reported outcomes

Execulive Directors

Total annual bonus payout in 2018/19 laudited) Dave Lewis Alan Stewart
Stretch bonus opportunity (% of base salary) 250% 225%
Actual bonus {% of maximum) 52.5% 49 4%
- soles growth 14 1% 1415
- Group operating profit 2.8% 218%
~ indnidual otyectives 12.4% 9.3%
- stakeholder objectives 42% 42%
Actua! banus (% of base salary) 131 3% m2%
Actual bonus (£000) 1641 834
Deferred into shares (50% of actual bonus) [E'00C} 820 5 417

@ pDetails of the cutcomes of each annual bonus metric are set out on page 67
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2018/19 achievement of individual objectives.

Executive Direclor China JV opportunities (5%) Loyalty (5%) Booker synergies (5%}

Dave Lewis During the year, there were a number A number of improvements were made to Against a backdrop of
of inilatves focused onimproving the Clubcard during the year. including a refresh considerable change. Booker
performance of the Group's foint of the Clubcard app with Faster Vouchers synergies of £75rm were
venture 1n China - Gain Land Limited functionatity. with users up 34% year-on-year. generated. This was above
This resulted in a payout between and the launch of Colieague Clubcard Plus As a the target of £60m and
target and stretch of 3.3% result of this performance a maximum payout resulied 1n a payout of 4 1%.

was achieved of 5%.

Executwve Director China JV opportunities (5%) Finance Transformation (5%) Booker synergies {5%)
Alan Stewart As above, payout between target and The new general ledger went live in the UK in As above, payout between
stretchof 33% November 2018, Work remains on rolling iz out to target and stretch of 4 1%

international businesses Payout between threshold
and target of 19%

“ Detads of the outturn of the financiat and stakeholder performance metnics for the 2018/19 annual bonus are set out In At a plance on page 67

2076 PSP vesting (audited).
The PSP award granted in 2016 will vest in May 2019 based on performance up to and including the 2018/18 financial year The performance
cutcome was as follows.

Number of
Perfarmance targets Vesting level shares to vest™
Actual Payout Dave Atan
Measures (% maximum) Thteshold Target Streteh Threshold Target Stretch performance (% maxrmurnd Lewis  Stewarl
Relative TSR®{50%) Performance - 8% pa 25% Straight-fine 100% Below 0%
equal 1o the outperformance vestmg ndex

index of the index between
threshold and
stretch

Cash generation (30%) £7.958m £8,398m £8.798m 25% 50% 100% £8.378m 14 6% 635,814 346 807

“w The stakeholder measures paid out at 14 2% of maximum opporiunity Further detads are set out on page 66

TSR wos assessed aganst a benchmark index made up of FTSE 350 Food and Orug Retanlers lexcluding Tesco) and FTSE 350 General Retalers weighted B5% and 15% respectively
Y Far the equivalent value in cash see the Single total figure of remuneration table on page 66

= Detalls of adjstments to the cash generation targets are set out on page 72

Based on the above performance, 28 8% of the 2016 PSP awards will vest in May 2019 The share price at grant of the 2016 PSP award was 159p
Based on the three-month average share pnce 1o 23 February 2015 of 210p, £324.011 of the value of the PSP award for Dave Lewis and
£176 733 of the value of the PSP award for Alan Stewart I1s attributzble to share price appreciation over the three-year performance period

The Committee considered the formulaic outcomes of the PSP award In the context of specific Company performance, the wider
shareholder and stakeholder experiences and the change in the actual value of shares which will be delivered to Dave Lewis and

Alan Stewart as a result of share price appreciation Foliowing such consicerations and despite agreeing that the formulaic outcomes
did not reflect the Group's strong performance over the three-year performance penod, the Committee determined that it would
not apply any discretion in respect of their awards

2018 PSP award grant (audited).
The follow:ng surmmarises the PSP awards made tc Dave Lewis and Alan Stewart in 2018/19

Gross Face value Threshold Stretch
Date number 1% of base Face vestng(Mol vesting{% of Vesting
Type of award of eward of shares salary) value (£ face valuel face value} date
Dave Lewis Performance share award subject to performance
contitions and continued employment 16/07/18 1340103 275% 3437500 25% 106% 18/07/
Alan Stewart  Performance share award subject to performance
conditions and continued employment 16/07/18 730 965 280% 1,875 DOO 25% 100% 18/07/2

& The face value has been calculated using the market pnce on grant of 256 51p {16 July 2018) The renge of the Company's share price for the year was 190p to 266p

W The awards have a three-vear performance period which will end on 27 February 2021 and are subject Lo malus and clawback Details of the performance measures and targets apphving
to Lhe awards were set out in last year's Annual Report

¥ The vested shares net of any taz habiites will be subject 1o a post-vesting holting per:od of two years

@ The table shows the maumum nurmber of shares that coukd be released f awards were to vest in full
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Directors’ remuneration report continued

Adjustments to PSP targets.
The Committee considered adjustments to targets as a result of a number of unplanned items and agreed the following changes to ensure the
PSP awards remained equally stretching and a clear ine of sight was maintained

2016 PSP award - Adjustments to cash generation targets.

Threshold (£m) Target (Em) Stretch {Em}
Original targets 8.600 9.000 5,400
Adjustments (602) 602) (602}
Revised targets 7.998 8.398 8798

® Targets were adjusted 1o

- add targeted cash generastion from the Booker busness over the penod following the merger in March 2078 to ensure the stretch in targets was mantained and management were
incenthased 1o deliver the full inancial benefits

~ remove the cash costs relating to the SFO fine and shareholder compensation scheme payments This settlement related 1o historic sccounting practices prior 1o the current
management team joning the business

- remove the one-off cash cost of the decision to pay the Collesgue bonus plan from 2016 in cash rather than shares This deci5ion was taken 16 appropriatély manage equity 1ssuance
and aid not refiect an additionat economic cost and

~ reflect decisions impacting working capltal made n the second half of the year, including the impact of additional stock bulld as a result of political uncertainty The most significant of
these related to a decision to deiay the implementation of a new general ledger system by a few months which resulted in the yof same ivable bal beng delayed into
the beginning of 2018/20 As this was a bming issue targels were adjusted accordingly Thus adjustment was reviewed by the Audit Committee A commensurate increase has been made
to the budgets and targets for the 2019 PSP award This adjustment will not be made to the cash flow measures on the 2017 and 2018 PSP awards which are based on cumulatve cash flow

2017 PSP oward ~ Adjustments to cash generation targets.

Threshoid (Em) Target (Em} Stretch {£m)
Original targets 9.200 8.700 10,200
Revised targets (including impact of Booker transaction and SFO fine and shareholder compensation
scheme payments) 9.603 10,163 10,603
Rewised targets {inclucing IFRS 16) 10,676 11176 11.676

@ The agjustments outhned for 2016 PSP awards above 1n relation 10 Booker and the SFO fine and shareholder compensation scheme payments also spply to the 2017 PSP award

™ ineddition targets have been acjusted to take nto account IFRS 16 khe new lease accounting standard) as the original targets were set on the basrs of the previous accounting standard
This adjustment to targets 1s purely formulaic to lake nto sccount the new stendard

2018 PSP award - Adjustment to EPS” targets.

Threshold (p} Target (p) Stretch (p)
Criginal targets (excluding IFRS 16) 18.0 22 24.4
Revised targets (ncluding IFRS 16) 6.1 193 225

9 The EPS" targets for the 2018 PSP award have been adjusted to take into account IFRS 16 This adjustment to targets s purely lormulaic to take into account the new accounting standard

Remuneration of Charles Wilson in 2018/19 (audited).

Charles Wilson jomned the Board as CEQ. UK & RCl un 5 March 2018 and stepped down from the Board on 16 July 2018 due to illness As he
was on the Board for a short portion of the year, his remuneration has been gisclosed separately from that of the other Executive Directors
The figures shown below relate to the portion of the year in which Charles Wilson was on the Board

Long-term
Short-term performance
Base salary Benefits Fension annual bonus share plan Total
Year (£°00D) (E'00D) {£'000) (E'C00} (E£°000) £'000)
Charles Wiison 2018/%9 212 8 42 206 - 468

Fixed remuneration.
Charles Wilson's base salary on appointment was £575,000 and his cash allowance in lieu of pension was 20% of base salary He also receved
benefits consisting of ife assurance and a cash car allowance.

Variable remuneration.

The maximum annual bonus opporturity for Charles Wilson on appointment was 200% of base salary This was measured against financial and
strategic objective metrics. in line with other Executwve Directors’ and senior managers' awards The financiat metrics were measured. and the
outcome was adjusted. in the same way as for other Executive Directors and senior managers. and therefore his performance outcome in the
year against these metrics 15 the same as described in At a glance on page B7. Charles Wilson achieved a performance outcome of 10% aganst
his strategic objectives, making his 2018/19 bonus ocutturn 45 8% of maximum opportunity. In accordance with the remuneration policy, 50%
of the award will be deferred inta Tesco PLC shares for three years, subject to continued empioyment Details of his interests in share awards
are set out on page 75.
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Implementation of remuneration policy in 2013/20.

2019/20 salary.
The base salartes of Dave Lewis and Alan Stewart will remain unchanged in 2019/20 at £1.250,000 and £750.000, respectively

2019/20 annual bonus awards.
The maximum annual bonus opportunity and performance measures for each of the Executive Directors for 2019/20 is as fallows

Executve Director Maxmum opportunity
Dave Lewis 250%
Alan Stewart 225%
Measures weighting
Group operating profit before exceptonal items and amortisation of acquired intangibles 50%
Sales growth 30%
Strategic objectives 20%
Group operating profit before exceptional items and amortisation of acquired intangibles Underpin

Annual bonus targets are considered by the Board to be commercially sensitive as they could inform Tesco's competitors of its budgeting
Therefore, we do not publish details of the targets on a prospective basis However, we will prowvide full and transparent disclosure of the
targets and the performance against these targets on a retrospective basis in next year's Annual Report at the same time that the annual
bonus cutcome 13 reported

The 2019720 targets were set based on 20N8/19 average actual foreign exchange rates. Performance against these targets will be measured
based on the same rates in order to ensure consistent treatment of 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. 8 Group operating profit before
exceptional tems and amortisation of acquired intangies underpin will continue to be applied to the annual bonus below which no
portion of the bonus will be pad

2019 PSP award grant,
As set out in the Annual statement. the Comrmittee has agreed to increase from 250% to 275% of base salary the grant value of Alan Stewart’s
PSP The value of the PSP awards 1o be granted to each Executive Director in 2019 and corresponding performance measures are as follows

Executive Director Maximum opportunity

Dave Lewis 275%

Alan Stewart 275%

Performance measure Definition of measure

EPS” Diuted earnings per share fram continuing operations before exceptional items and amortisation of acquired
intangibles. net pension finance costs and lair value remeasurements on financial Instruments

Free cash flow Free cash flow includes all cash flows from operauing and investing activities, plus the market purchase of shares net

of proceeds from shares issued in relation to share schemes and lease payments. The following items are excluded
investing cash flows that increase/ldecreasel items within Group net debt, and cash flows from major corporate
acquisitions and disposals This measure reflects the cash available to shareholders

Both financial measures are defined in the same manner as the reported alternative performance measures as set out on pages 178 to 181

The corresponding incentive targets over the three-year performance penod are

Threshold Stretch
Vestung Performance Vesting Performance
Performance measure weighting level requwed level required
EPS teNah 50% 5% 172p 100% 232p
Free cash flow [three year gy 50% 25% £4 334m 100% £6 501m

“ EPS” and free cash flow targets have been adusted for the mpact of IFRS 16

Hoth PSP performance measures have straight-line vesting between threshold and stretch

“ The freg cash flow target has been increased ta include the impact of the additignal year-end working capital balance as discigsed in relation to the 2016 PSP award on page 72

® Threshold and stretch EPS’ targets equate 1o compound growth of 7 6% and 38 9% per annum respeclively

Performance targets are set taking into account internal budget forecasts, the Long Term Plan, external expectations and the need to ensure
that targets remain ncentivising

Details of the awards made to Dave Lewis and Alan Stewart in 2019 will be reported in next year's Annual Report

L4

Dividend equivalents.
Awards will incorporate the nght (in cash or shares) to receive the value of dvidends between grant and vest in respect of the number of shares
that vest The calculation of dividend equivalents will assume remnvestment of those dividends in Tesco PLC shares on a cumulative basis.
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Directors’ remuneration report continued

Performance graph.

The following chart illustrates the performance of Tesco measured by Total Shareholder Return (share price growth plus dividends paid)
ageinst the FTSE 100, which 1s a broad market index of which Tesco is a constitugnt, over a period of 10 years An additionat ine to illustrate
the Company's performance compared with the FTSE 350 Food and Drug Retallers index over the previous 10 years s also included

TSR performance graph
{value of nypothetical £100 investment)

while total shareholder returns have been increasing for Tesco in recent years, the penod covered by the chart reflects a period of corporate
change. including the decision to make a significant reinvestment in our customer offer and withdraw the dividend in 2015, in order to focus
on improving the competitivenass of the core UK business and protecting and strengthening the halance sheet The sector more broadly has
faced a number of challenges in recent years, including consumer uncertainty. price competition and cost inflation Tesco 1s in a strong
position to deal with these challenges and, reflecting improving performance and confidence in the future prospects for the Company. the
Board reinstated the dimdend in 2017.

Executive Directors’ interests in shares and shareholding guidelines (audited}.
The table below sets out shares held by the Executive Directors and therr connected persons {including beneficial interests) and a summary
of outstanding share awards. Both Dave Lewis and Alan Stewart exceed their relevant shareholding guideline.

Unvested deferred

annwal bonus Unvested vested but

Qrdinary sharas Ordinary shares optiens/awards PSP awards  unexercised niF cost
beneficially benefically subject subjectto  options, not subject Current Shareholding
owned at owned at to continued performance to performance sharehotding requirement
Executive Director 24/02/18 23/02/19 ploy cond conditions (% of base salary) (% of base salaryl
Dave Lewis 103.346 167 681 2.114 803 5.508.876 2.666.136 454% 400%
Alan Stewarl 53.033 116.576 1.139.654 3.004.839 1171 604 376% 300%

w Value of Executive Directors’ shareholdings besed on the three-month average share price to 23 February 2018 of 210p

™ Vested and unvested optrons and awards inciude dwidend equivatents added since the date of grant

® Shares used to determing the shareholding guideling are shares beneficially owned and shares held [n plans which are not subject Lo performance conditions on a net of tax basis

@ Between 23 February 2019 and 9 April 2019, Dave Lewis and Alan Stewart acquired 59 and 58 partnership shares respectively under the al-employee Share Incentve Pian No other
changes in Executive Director share interests occurred in the peniod

Executive Committee members are required to build up and maintain a shareholding of at least 200% of base salary in Tesco PLC shares

As at the date of this report. this had been met by all Executive Committee members. except Natasha Adams, Alessandra Bellini, Christine

Heffernan, Tony Hoggett, Gerry Mallon and Andrew Yaxiey who joined the Committee between March 2017 and March 2019 in line with the

Executive Directors. Executive Committee members are required to retain all shares that vest. net of any tax hability. and any other Tesco PLC

shares held by them until the requirement 1s met.
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Executive Directors’ interests in share awards.

Financral year awards vesting in 201475 2015716 2015/17 N7/ 208419 2019/20 2020/21 2021722 2022/23
Dave Lewis

Vested awards 461 948 620 957 623152 478,919 480,160 - - - -
Options subject to service - - - - - 939.720 655 815 477 4B5S -
Options subject to performance and service (PSP) - - - - - 21405 1909722 1340103 -
SAYE options {exercise price £1.88) - - - - - - - - 9,674
Alan Stewart

Vesled awards - 258 287  334.088 259.156  320.073 - - - -
Ogtions subject to service - - - - - 507449 3479056 261,808 -
Options subject to performance and service (PSP) - - - - - 1173948 1,041,656 730 965 -
SAYE options lexercise price £188) - - - - - - - - 9574

“ 1056891 and 598 304 nul-cost options granted under the PSP in 2015 to Dave Lewis and Llan Stewart. respectively lapsed in 201813

™ Ophens over 1t 92Q shares under the Company s SAYE plan were exercised and the shares retaned by both Dave Lewis and Alan Stewart in 2018/19

“ Charles Wilson stood dewn from the Bgard on 16 July 2018 While a Oirector, an option over 1 500 6§47 shares was granted to him on 6 March 2018 following the roliover of an optign over
14 milion Booker Graup ple ordinary shares granted under the Booker Group ple Performance Share Plan 2008 on 3 July 2008 The option was exercised on Z July 2018 and the shares
retained by im In agddition Charles Wilson was granted an award over 504,366 shares under the PSP on 16 July 2018, which will vest an 16 July 2021 Detaits of {he performance measures
and targets applying to the award were set Gut in last year's Annual Repart

= Al opticns lapse W0 years after grant except SAYE aptions which expire six months after matunty
= Vested options include diwdend equivalents added as shares since the date of grant

Change in Group Chief Executive remuneration compared with changes in colleague remuneration.

In the UK. the total reward package for a typical Customer Assistant 1s anead of the voluntary Lwing Wage on 3 national basis and the same
hourly rate is paidd 10 all colleagues regardless of age The Company 15 committed to rewarding colleagues with a total reward package that
provides them with choice and that they really value

The tabie below shows the percentage change in remuneration for the Group Chief Executive and the average UK Customer Assistant

from 2017/18 to 2018/19

The Committee decided to use UK Customer Assistants as the appropriate comparator group The reasoning was that, as pay changes across
the Group depending on local market conditions, UK Customer Assistants constitute the majonty of Tesco's UK cofleagues and the Group
Chief Executive 1s predominantly based in the UK, albeit with a giobal role and responsibilities

Solary Benefits Banus

{% change from {% change from 1% change from

2017/18 to 20iB8/13) 2017/1B 1o 2018A19) 2017/18 to 2018/19)

Group Chief Executive 0% 6 2)% (27 9%
Average UK Customer Assistant 5.0% 0% 4)%

Bonuses for 2018/19 for UK Customer Assistants pard out on average at 73% of the maximum benus oppeortunity (2017/18 77%)

The chart opposite shows that between 2015/16 ang 2018/19
the hourly rate paid to UK Customer Assistants ingreased by
14% The base salanes of Dave Lewis and Alan Stewart were
unchanged over the same pericd

Group Chief Executive remuneration history.

200970 01070 W0TV1Z 200413 2013/ 2014715 015/6 2016417 20718 20188
SirTerry  Sir Terry Philip Pnilip Philp Philp Dave Dave Dave Dave Dave
Leghy Leahy Clarke Clarke Clarke Clarke Lewis®™ Lews Lewis Lews Lews

Group Chief Executive single figure of
remuneration {(£'000) 7.100 7150 4595 1780 1634 764 4133 4632 4.147 513 4600
Annual borus outturn (% of maximum award)  89% 75% O% 0% 0% 0% n/a 95% 76% 3%  525%
PSP vest (% of maximum award) 83% 75%  46.5% 0% 0% 0% n/a n/a n/a 30% 288%
Share option vesting {% of maximum award}  100%  100%  100% 0% n/a n/a n/a n/a n/a n/a n/a

* Phillp Clarke elected not to take a banus for 2001/12 and left the Board on 1 September 2014.

& The single figure total for 2014415 includes one-off buyout swards made to Dave Lewis to compensate him for awards forfeited from his previous gmployer The awards were made based
an the expecled velue of the swerds forfeited, taking Inte account performance at his previgus employer and delivered in nil cost options which vest subject to continued employment by
Tesco Since these were awards related Lo previcus employment and not subject 10 Tesco performance conditions, there «s no direct alignment with Tesco’s performance in 2014/15 The
owards had no impact on the single figure for 2015/16 or any future years
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Directors’ remuneration report continued

Relative importance of spend on pay.

The chart shows total coileague pay compared with distributions
to shareholders and for further context, Group cperating profit
before exceptional iterns and amortisation of acquired intangbles
Tesco's colleagues are essential to how the Company does
business and meets the needs of its customers In 201819,

Tesco employed, on average, 464,505 colleagues across the
Group (2017/18 448,988)

Total employee pay includes wages and salanes, social security.
pension and share-based costs at actual exchange rates (E7.646m
in 2018/19 and £7.233m in 2017/18 - see Note 3 of the financial
statements) Distributions to shareholders include intenm and
final dividends paid in respect of each financial year (£357m in
2018/19 and £82m in 2017/18 - see Note 8 of the financial
statements) There were no share buybacks in 2017/18 or 2018/1%

Further information on remuneration in 2018/19,

Payments to former Directors and for loss of office (audited).

There were no payments made to former Directors that exceeded the de minimis threshold of £10,000 set by the Company
There were no payments for loss of office made to Directors in the year

Risk management.

when developing the remuneration structures, the Commiitee considered whether any aspect of these might encourage risk-taking or
behaviours that are incompatible with Tesco's values and the long-term interests of sharehclders. If necessary. the Committee would
take appropriate steps to address this The Committee also has the discretion to apply malus and clawback in certain circumstances

Outside appointments.
In 2018/19. Alan Stewart received £122,000 (2017/18 £118,000) in fees and a product allowance as a non-executive director of Diageo plc
He does not receive any fees as a Director of Tesco Personal Finance Group PLC (Tesco Bank).

Executive Directors’ service agreements.

The Executive Directors’ service agreements, incluging arrangements for early termination, are carefully considered by the Committee and
are designed to recruit, retain and motivate Executive Directors of the calibre required to manage the Company. The Committee's policy 15
for Executive Directeors’ service contracts to be terminable on no more than one year's notice The details of existing Executive Directors’
service contracts are summarised in the table below

Execute Director Date of service agreement Notice penod
Dave Lewis 19 July 2014 12 months
Alan Stewart 9 July 2014 2 months

Funding of equity awards.

Where shares are newly 1ssued, the Company complies with investment Association dilution guidehnes on their issue which provide that
overall diluvtion under all plans should not exceed 10% over a 10-year penod in relation to the Company’s issued share capital, with a further
imitation of 5% in any 10-year period for executive plans The current dilution usage of discretionary plans is 2.0% of shares in iIssue. Where
shares are purchased in the market, these may be held by Tesco Employees’ Share Scheme Trustees Limited or Tesco International Employee
Benefit Trust in which case the voting rights relating to the shares are exercisable by the Trustees in accordance with their fiduciary duties

At 23 February 2019, the Trusts held 69,580 647 shares

Implementation of remuneration policy for Non-executive Directors in 2018/19.

Non-executive Directors’ dates of appointment.
Appointment end date w accordance

Director Date of appointment Notice period with letter of appointment
John Allan 1March 2015 Nene AGM 2019
Mark Armour 2 September 2013 None AGM 2019
Melssa Bethel| 24 September 2018 None AGM 2019
Stewart Gilliland - 5 March 2018 Nane AGM 2019
Steve Golsby 1Qctober 2016 None AGM 2019
Byron Grote 1 May 2015 None AGM 2009
Mikae! Olssan 1 Novemnber 2014 None AGM 2019
Deanna Oppenheimer 1 March 2012 None AGM 2019
Siman Pattersan 1 April 2016 None AGM 2019
Alson Piatt 1 April 2016 None AGM 2019
Lindsey Pownall 1 Aprii 2016 None AGM 2019
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Non-executive Director fees.

The Chairman's fee was reviewed by the Committee (without the Chatrman present) and the Non-executive Director fees by a committee
compnsing the Chairman. Group Chief Executive and Chief Financial Officer in 2018 Following a review of independently sourced data, it was
deemed appropriate to increase the Chairman's fee by 3.1% to £670 000 and Nan-executive Director annusl fees in accordance with the
tevels set out In the table below with effect from 1 November 2018 The Chairman's fee has remained unchanged since his sppointment in 2015
and the Non-executive Director fees were last increased with effect from 1 March 2017 In future, fees will be reviewed each year to comncide
with salary reviews for colieagues

24 February to From

31 0ctober 2018 1November 2018

Chairman £650 0D £670 60D

Non-executwe Cirector fee £72 000 £75.000
Additional fees

Senior Independent Directer £27.000 £27 000

Chairs of the Audit, Corparate Responsibility and Remuneration Committees £31.000 £31 000

Membership of Audit, Corporate Responsibulity Nominations and Governance and Remuneration Committees £12 500 £13 500

The Company resmburses the Non-executive Directors for reascnable expenses in performing thew duties and may settle any tax incurred
inrelation to these. The Company will pay reasonable legal fees for advice in relation to terms of engagement For Non-executive Directors
based overseas the Company meets travel and accommodation expenciture as required to fulfil therr duties and may settle any tax incurred
in relation to these John Allan may have the benefit of hore security, colleague discount and healthcare for himself and his partner

Fees paid to Non-executive Directors during 2018/19 (audited).
The following table sets out the fees paid to the Non-executive Directors for the year ended 23 February 2019 Non-executive Directors are
not paid a pension and do not participate in any of the Company's variakle incentive schemes

Taxable

Fees expenses™ Total

Non-executive Director Date (£ 00O} {£'000) (E'000)
John Allan 2008/19 €55 8 663
208718 €50 10 6560

Mark Armour 201819 86 - a5
200718 84 - 84

Melissa Bethell™ 201819 33 0.5 335
201718 - - -

Stewart Guliland® 2018/19 il 05 ns
2017/18 - - -

Steve Golsby 2018719 99 13 "2
2012/18 89 9 93

Byron Grote 2018419 128 - 129
201718 128 - 128

Mikaei Olsson 2008/19 98 5 103
2017/18 a7 4 sl

Deanna Oppenheimer 2008/19 156 18 174
201718 155 4 169

Simon Patterson 2018/19 86 - 86
201718 B4 - 84

Ahson Piatt 2018/19 86 05 86 5
2012/18 84 2 86

Lindsey Pownall 2018/%9 104 10 14
2017/18 95 6 101

@ Taxable expensesinclude expense reimbursements relabing to travel accommodation and subsistence In connection with the attendance at Board and Committee megtings durning the
year which sre deemed by HMRC to be taxable in the United Kingdom The a2mounts in the table above incluge the grossed-up cost of UK tax paid by the Compeny on behall of the
Non-executive Directors Non-taxable expense reimbursements have nol been inciutded In the table above

™ Stewart Gillland and Melissa Berhell joined the Board on 5 March 2018 and 24 September 20M8 respectively
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Directors’ remuneration report continued

Beneficial share ownership (audited).
The table below outhnes the current share interests of the Non-executive Directors Shareholdings include shares held by connected persons
Non-executive Directors are subject to the same share dealing policy as Executive Directors and there were no changes to their share
interests between 24 February 2013 and 9 Apri 2019,

QCrdinary shares held  Qrdinary shares held

Non-executne Director at 23 February 2019 at 24 February 2018
John Allan® J06.082 284.082
Mark Armour 50.000 50,000
Melissa Bethell 25335 -
Stewart Gillgnd 43 398 43.050
Steve Golsby 42,256 42.296
Byren Grote®™ 280.500 243.000
Mikael Olsson 30.418 20101
Deanna Oppenheimer® 110.820 109.041
Simon Patterson 100.000 100.000
Alison Platt 34 255 1.242
Lindsey Pownall 70,000 20000

W john Allan siso held 398 DOO bonds in Lhe Company 8t 23 February 2019 (398 000 bonds at 24 February 2018)
= Byron Grole and Deanna Oppenheimer held their shares in the form of Amencan Depesitary Recelpts Each ADR (s equivalent 1o three Ordinary shares of 5p each inthe Company

The Remuneration Committee in 2018/19.

Operation of the Remuneration Committee.

The members of the Committee during the year were John Allan Steve Golsby, Byron Grote. Mikael Olsson. Deanna Oppenheimer and
Alison Platt Steve Golsby took aver the role of Chair of the Committee from Deanna Oppenheimer on 1 February 2019, Deanna Oppenheimer
continues to serve as a member of the Committee. The Directors’ biographies can be found on pages 40 to 42 and details of members’
attendance at meetings during the year on page 47. No member of the Committee has any personal financial interest in the matters being
decided, other than as a sharehaoider, nor any day-to-day mvolvement in running the business of Tesco

The Commuttee schedules meetings two years in advance During the year, it held four scheduled meetings. Robert Weich. Group Company
Secretary, is Secretary to the Committee and Dave Lewis, Group Chief Executive. and Natasha Adams, Chief People Officer. attend meetings
at the invitation of the Committee The Group Chief Executwe. Chief People Officer and Group Company Secretary are not present when his
or her own rermnuneration is being discussed The Committee is supported by the Reward, Corporate Secretanat and Finance functions

Relations with Tesco Bank.

As required by the Financial Conduct Authonty. Tesco Bank has a separate. independent remuneration committee. The Committee i1s
consulted on, and makes recommendations in relation to. the remuneration arrangements for Tesco Bank colleagues, with the aim of
encouraging consistency with Group remuneration policy. but it does not make decisions in relation to, or direct, how remuneration is
managed within Tesco Bank
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Remuneration Committee activities 2018/19,
The following provides & summary of the key areas of focus of the Committee during the year:

Strategy and policy Rewviewed external market developments and best practice in remuneration
Counsidered feedbdck lrom nvestors on thie 2018 remungraton ey

Appointments and Approved remuneration packages for new Executive Commuittee members and other senior managers

cessations Approved the cessation terms of Jane Lawrie on leaving the Executive Committee and the remuneration package of Charles
Wilson on stepping down from the Board

Pay Reviewed Executive Directors’ remuneration packages and agreed to increase the Chief Financial Officer's PSP grant to 275% of
base salary.
Determined an increase to the Chairman's fee

Shart-term incentives Reviewed performance against targets and approved adjustments 1o the annual bonus outcome

Approved amendments to the weightings of the annual bonus metrics and determined 2018/19 targets
Reviewed the rutes of the Tesco PLC Deferred Bonus Plan prior to being put to shareholders at ihe 2019 AGM
Approved amendments to share plan rules to implement the requirements of the 2018 Code

Long-term incentives Reviewed performance against targets and determined 2015 PSP outturn
Determined metrics and targets for the 2018 PSP award
Determined adjustments to the targets of unvesied PSP awards
Approved amendments to share plan rules 1o implerment the requirements of the 2018 Code

Governance and othar Reviewed shareholder feedback on the 2018 Annual Repaort
matters Made a number of armendments to rernuneration and disclosures to implement the requirements of the 2018 Code and the
Companies (Miscellaneous Reportingl Regulations 2018
Reviewed shareholding gwdelines and progress of Executive Directors and Executive Committee members
Approved the 2017/18 Directors’ rermuneration report
Recewed a report from Tesco Bank remuneration committee.
Reviewed the Committee’s performance and terms of reference

Committee advisers.

The Committee has authority to obtain the advice of external independent remuneration consultants It is sclely responsible for their
appointment, retention and termnation and for approvai of the basis of therr fees and other terms. PwC was appointed adwisor to the
Commuttee in 2015 following 2 comprehensive selection process The Chair of the Commitiee agrees the protoco!s under which PwC provides
gdvice PwC is a member of the Remuneration Consultants Code of Conduct and adheres to this Code inits deahngs with the Committee

During the year, PwC provided independent adwvice and commentary on a range of topics including remuneration trends, consulting with
sharetiolders and corporate governance PwC fees for advice provided to the Committee were £120.700 {2017/18 £166.000) Fees are
charged on a time and materials basis, PwC also provided general consultancy services to management dunng the year Separate teams
within PwC provided unrelated advisory services in respect of corporate tax comphance, technology consulting and internal audit services
during the year. However, the Committee is satisfied that these activties do not compromise the independence or objectivity of the advice
It has recewved from PwC

Compliance.

In carrying out its duties. the Committee gives full consideration to best practice, including investor guidelines The Committee was
constituted and operated throughout the period in accordance with the principles outhned in the Listing Rules of the Financial Conduct
Authortty The auditor’s report, set out on pages 84 to 91, covers the disclosures referred to in this Report that are specified for audit by
the Financial Conduct Autharity

Shareholder voting.

Tesco remains committed to ongoing shareholder dialogue and carefully reviews voting outcomes on remuneration matters in the event of
a2 substantial vote agamnst 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’ remuneratton report

Voting outcomes at 2018 AGM.

Votes for %  Votes against %
Remuneration policy (binding vote)® € 132,074,335 93.1% 495 171,972 685
Remuneration report (adwisory votel™ 7 036698 808 96 94 222.134.025 306

“ 3531 423 votes were withheld on the remuneration pohcy and 3 745,517 an the remungration report Yotes withheld are not counted in the votes for or against a resalution but woutd be
considered by the Commuttee in the event of a significant number of votes being withheld

Approved by the Board on 9 Aprl 2018

S %l&“

Steve Golsby \

Remuneration Commuittee Chair
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Directors’ report

Tesco PLC Company Number 00445790

The Directors present thewr report, together with the audited
accounts for the 52 weeks ended 23 February 2019

Dividends.

The profit for the financial year, after taxation, amounts to £1.320m
(2047/18 £1.210m] from continuing operations The Directors have
declared dividends as follows

Ordinary Shares £m
Pasd interim draiclend of 167 pence per sharet (2017/18 1pence

per share) 162
Proposed final dividend of 4 10 pence per share (2017/18' Z pence

per share) 407
Total dvidend of 5 77 pence per share for 2018/15°

(2017718 3 pence per share) 564

* Subject Lo shareholder approval at this year s AGM the final ordinary dmidend will be
paid on 21June 2C19 to all shareholders on the Register ¢f Members at the closa of
business on 17 May 2019

1 Excludes £2m divdends waived (2018 £nil}

Certain nominee companies representing our employee benefit
trusts hold shares in the Company in connection with the
aperation of the Company’s share plans and evergreen dividend
wawers remain in place on shares held by them that have not
been allocated to employees.,

Share capital and control of the Company and
significant agreements.

Details of the Company’s share capital. including changes during
ihe year in the 1ssued share capital and details of the rights
attaching to the Company’s ordinary shares are set out in Note 28
on page 147

No shareholder holds secunties carrying special rights with regards
to control of the Company and there are no restrictions on voting
rights or the transfer of securities in the Compsny and the
Company is not aware of any agreements between holders of
securities that result in such restrictions

The Company was authorised by shareholders at the 2018 AGM
to purchase its own shares in the rmarket up to a maximurm of
approximately 10% of 1ts 1ssued share capital No shares were
purchased under that authonity during the financial year. The
Company 15 seeking to renew the authonity at the forthcoming
AGM, within the limits set out in the notice of that meeting and in
ling with the recommendations of the Pre-emption Group

Shares held by the Company’s Share Incentive Plan Trust,
International Employee Benefit Trust. Employees’ Share Scheme
Trust. Tesco Ireland Share Bonus Scheme Trust and Booker Group
2010 Employee Benefit Trust rank pari passu with the shares in
1ssue and have no special rights. Voting nights and rights of
acceptance of any offer relating to the shares held in these
trusts rests with the trustees, who may take account of any
recommendation from the Company. Voting rights are not
exercisable by the employees on whose behalf the shares

are held in trust

The Cornpany 1S not party to any sigmificant agreements that
would take effect, alter or terminate following a change of control
of the Company The Company does not have agreements with
any Director or officer that would provide compensation for loss
of office or employment resulting from a takeover, except that
provisions of the Company’s share plans may cause options

and awards granted under such plans to vest on a takeover
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Major shareholders.

Information provided to the Company by major sharehclders
pursuant to the FCA's Disclosure Guidance and Transparency
Rules (DTR) are published via a Reguletory Information Service
ang are available on the Company’s website The Company had
been notified under Rule 5 of the DTR of the following interests
in voting rights 1n its shares as at 23 February 2019 and as at the
date of this report

% of total votng

% of total voting rights as at the

nights 25 at ate of this

23 February 2019 report

BlackRock. Inc 664 564
Norges Bank 399 399
Schroders ple 4 99 498

Articles of Assoclation.
The Cornpany’s Articles of Association may anly be amended by
special resolution at a general meeting of the shareholders

Directors and their interests.

The biographical details of the current serving Directors are set
out on pages 40 to 42 The Directors who served during the
year were John Allan Mark Armour, Melissa Bethell (appointed
24 September 2018), Steve Golsby, Byran Grote: Dave Lews,
Mikael Olsson, Deanna Oppenheimer: Simon Patierson;

Alison Platt. Lindsey Pownall, Alan Stewart and Charles Wilson
stood down from the Board on 16 July 2018) The interests of
Directors and their immediate families in the shares of Tesco PLC.
along with details of Directors’ share options, are contained in
the Directors' remuneration report set out on pages 62 to 79

0On 5 March 2018 Stewart Gilhland and Charles Wilson were
appointed to the Board Charles Wilson resigned as a Director
on 16 July 2018 due to il health, but remains a member of the
Executive Committee On 24 September 2018 Melissa Bethell
was appointed to the Board

At no time during the year did any of the Directors have a material
interest in any significant contract with the Company or any of its
subsidiaries A qualifying third party indemnity prowvision, as defined
in Section 234 of the Companies Act 2006, 1s in force for the
benefit of each of the Directors and the Group Company Secretary
(who s also a Director of certamn subsidiaries of the Companyl in
respect of habilities incurred as a result of ther office, to the
extent permitted by law. In respect of those liabilities for which
Directors may not be indemnified the Company maintained a
Directors’ and Officers' lability insurance policy throughout the
financial year

Employment policies.

Our focus is on ensunng that our policies are simple, helpful and
trusted, so that our colleagues are able to source the information
they need quickly and easily As our internal technology develops,
we are transitioning to colleague self-service The development of
our Colleague Help service puts information into the hands of
colleagues themselves, ensuring policies are better utiised, and
available to all. These new platforms provide helpful feedback and
analytics which facilitate our understanding of how and where we
can continue to improve our offer.

Over the last year we have continued to work with our recognised
trade union in the UK. Usdaw. to improve our policies so that they
address the needs of all our colieagues. Cur local and national
forums are invaluable for giving colleagues a voice and ensuring
they are engaged with business decisions that are made. Such
feedback helps us drive our business forward as our colleagues
are closest to our customers




Our Equal Opportunities, Diversity and Inclusion policies support
managers and colleagues in creating a diverse and inclusive culture
where everyone 1s welcome, We are committed to employing and
supporting people who are disabled, or become disabled during
their career within the Group and where possible, we make
reasonable adjustments in job design and provide appropriate
traiming Our policies demonstrate our commitment 1o providing
equal opportunities to all colleagues. rrespective of age, disability,
gender, marriage and civl partnership, pregnancy or maternity,
race, religion or belief, sex. or sexual orientation We offer a

range of colleague networks to maintain a culture of inclusivity.
including: Cut at Tesco; Wormen at Tesco: Black Asian Minority
Ethnic Network; Armed Forces Network, and Disability Network
We are proud to be a Disability Confident Employer as part of the
UK Government's Disability Confident scheme, a Global Diversity
champion with Stonewall and a gold member of the UK
Government's Armed Forces Covenant This demonstrates
Tesco's commitment Lo ensuring we create an environment
where all colieagues have the opportunity to get on.

We publish a robust Guide to help managers ensure they are
supporting both colleagues and new appficants with disabilities.
Qur recruitment principles ensure that any applicant who can
meet the minimum assessment criteria will be invited to interview
regarcless of whether {hey have a protected characteristic. When
arranging furtner assessment interviews we ask candidates if they
require any reasonable adjustments to help support them during
the interview process, such as making adjustments to the scoring
mechanisms used for interview assessments for someone who has
learning difficulties or dyslexia.

We actively encourage colleagues to become involved in the
financial performance of our business through a variety of
share and bonus schemes

We review and update all our policies annually

Political donations.
The Group dig not make any political donations (2017/18 Enilh or
incur any political expenditure during the year (2017/18. £nil).

More information on engagerment with our
colleagues can be found on page 53

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 12 largest grocery retailers in the UK and their
suppliers of grocery products, establishing an averarching
principle that retailers must deal with their suppliers fairly and
lawfully Specific suppler protections under the Code include the
obligation for agreements to be in writing and copies retained,
reasonable notice to be given of changes 1o the supply chain or
reduction in the volume of purchases; and a number of provisions
relating to payments by suppliers. including obligations for retallers
to pay suppliers withaut delay and a prohibiticn on certain types of
payments. such as those for shrinkage.

Retailer comphliance with the Code 15 overseen by the Groceries
Code Ad)udicator (GCA), Christine Tacon. We continue to engage
constructively and positively with the GCA and her office and In
2018/19 we worked together in particular on her Top lssues

Corporate governance

We have an established Code compliance programme at Tesco and
One Stop which is embedded throughout our business. Following
our met ger with Booker in March 2018, we have been developing a
bespoke GSCOP compliance programme at Booker which includes
traiming and guidance on the Code. Similarly. as part of our
strategic allance, we have worked with Carrefour to deliver GSCOP
training artd guidance ta colleagues working with suppliers to our
UK business At Tesco and One Stop we train colleagues across our
Product and other functions in the UX and in Bengaluru on their
obligations under the Code. In 2018/19. we trained 325 new starters
and 1.393 colleagues received updated e-learning which is
supplemented. where required. with face-to-face training sessions.
In addition, 5,647 office colleagues have completed their annual
Code of Compliance Declaration, and those colleagues who work
with grocery suppliers have also completed a declaration to
confirm they have complied with GSCOP during 2018/19

During the year, 530 Booker colleagues attended face-to-face or
virtual training sessions on the Code Training on the Code has
been supplemented at Booker through the rollout of detalled
guidance documents.

We continue to strengthen and transform the way we work

with suppliers through cur Product Change Programme, simplifying
how we do business and improving our supplier relationships
These developments are having & positive impact on our supplier
reletionships In the GCA's annual supplier survey for 2018, Tesco
placed second in the overall assessment of Code comphance,

an improvement from fourth in 2017 Tesco continues to be the
most improved supplier for a third year with 97% of our suppliers
recognising that we comply ‘consistently well’ or ‘mostly wel’
with the Code. In our own supplier survey for the second half of
2018/19, we are pleased that the results continue to refiect the
progress we have made with suppliers Our total UK score for
suppliers rating their satisfaction with Tesco as either ‘extremety
satisfied’ or ‘very satisfied’ was 79 7% Inrelation to the areas
discussed in this response, our strongest score in viewpoint
continues to be ‘Tesco pays promptly (within policy terms)’

at 88 6%. In addition, 'Tesco ensures 1ssues are listened to.
discussed and addressed’ saw 76.3% of our supphers as

either ‘extremely satisfied’ or ‘very satisfied”.

This year, 40 Code-related issues were raised by suppliers {this
inciudes four Booker suppliers and one One Stop supplier). In ling
with feedback sent by the GCA to all designated retailers, we have
updated our internal reporting framework to capture all Code
related issues raised by suppliers with any colleagues Therefore,
the scope of 1ssues captured has widened for reporting purposes.
As at 23 February 2019, we had resolved 34 of the concerns
following further discussion between the buying team and the
relevant suppler, or between our Code Compliance Officer and
the supplier Of the six remaining complaints to be resolved, we
continue our discussions with these suppliers, with a view to
resolving these matters.

Going concern, longer term prospects and viability
statement.

The Directors consider that the Group and the Company have
adequate resources to remain In operation for the foreseeable
future and have therefore continued to adopt the gong concern
basis in prepanng the financial statements The UK Cerporate
Governance Code 2016 requires the Directors to assess and report
on the prospects of the Group over a longer period This fonger
term vianiity statement 1s set out on page 37
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Directors’ report continued

Events after the balance sheet date.
There are no post balance sheet events.

Directors’ statement of disclosure of information to
the auditor.

Having made the requisite enguiries, the Directors in office at the
date of this Annual Report and Financial Statements nave each
confirmed that, so far as they are aware. there 15 no relevant audit
information (as defined by Section 418 of the Companies Act 2006)
of which the Group’s auditor is unaware, and each of the Directors
has taken all the steps he/she ought to have taken as a Director to
make himself/herself aware of any relevant audit information and
to establish that the Group's auditor 18 aware of that information
This confirmation is given and should be interpreted in accordance
with the prowisions of Section 418 of the Companies Act 2006

Cautionary statement regarding forward-looking
information.

Where this document contains forward-looking statements,

these are made by the Directors in good faith based on the
infarmation available to them at the time of their 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,
could cause actual results to differ matenally from those contained
In any forward-looking statement Such factors include. but are not
limited to, those discussed under Principal risks and uncertainties
on pages 32 to 36 .

Neither the Group. nor any of the Directors, provides any
representation, assurance or guarantee that the occurrence

of the events expressed or implied in any forward-looking
statements in this doecument will actuaily occur. Undue reliance
should not be placed on these forward-looking statements

The Group undertakes no obligation to pubkcly update or revise
any forward-taoking statement, whether &5 a result of new
information, future events or otherwise

Modern Slavery Act.

As per section 54{1} of the Modern Slavery Act 2015, our Modern
Slavery Statement s reviewed and approved by the Board on an
annual basis and published on aur Group website The statement
covers the activities of Tesco PLC and its subsidiaries and details
policies, processes and actions we have taken to ensure that
slavery and human trafficking are not taking place in our supply
chains or any part of our business More information on our
Staterment can be found on our website
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Anti-corruption and anti-bribery matters.

We have a zero-tolerance approach ta bribery and our anti-bribery
programme operates around the Group. The programme (g built
around a clear understanding of how and where bribery risks
aftect our business and comprises key controls such as policies
(anti-bribery, gifts & entertainment, conflicts of interest. charitable
danations). procedures such as conducting due diligence on
supplers (in partcular those who will engage public officials on our
behalf), training colleagues on bribery risks every year and ongoing
assurance programmes to test that the controls are functioning
effectively. Bribery risk management is discussed at senior
leadership groups in each busingss unit. including at the

Group level, and also twice a year with the Audit Committee,

Additional disclosures.

Other information that 1s relevant to the Directors’ report, and
which I1s incorporated by réference into this report, can be
located as fotlows-

Pages
Future develppmenis e 37
Research and development 5
Greenhouse gas emissions 3
financial instruments and financial risk management 12810139
Corporate governance report 3810 6)
Employee engagement 63

Disciosures reguired pursuant to Listing Rule 9 8 4R can be found
on the following pages:

Pages
Statement of capitalised interest N4 10 122
Allotment for cash of equity securities 147
Waver of diwdends 80

The Company has chosen. in accordance with Section 414 Ci1) of
the Companies Act 2006. and as noted in this Directors’ report, to
include certain matters in its Strategic report that would otherwise
be required to be disctosed in this Directors’ report. The Strategic
report can be found on pages 1to 37.



Statement of Directors’ responsibilities.

The Directors are required by the Companies Act 2006 to prepare
financial statements for each financial year that give a trug and far
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 10ss of the Group for
the financial year Under that law, the Directors are required to
prepare the Group financial statements in accordance with
International Financial Reporting Standards (IFRS) as adopted by
the Eurepean Union (EU) and have elected to prepare the Parent
Company financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice. including FRS 101
‘Reduced Disciosure Framework’ (UK Accounting Standards

and apphcable law)

In prepanng 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 IFRS as adopted by the EU and applicable
UK Accounting Standards have been followed, subject to
any matenial departures disctosed and explained in the Group
and Parent Company financial statements respectively,
- present information. including accounting pohcies, In a
manner that provides relevant, rehable comparable and
understandable nformation:
provide additional disciosures when cornpliance with the
specific requirements in IFRS are insufficient to enable users
to understand the impact of particular transactions, other
events and conditions on the entity’s financial position and
financial performance. and
- prepare the financial statements on the going concern basis.
unless it 1s inappropriate to presume that the Group and the
Company will continue in business

Corporate governance

The Directars ere 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, Article 4 of the IAS
Regulation They also have general responsibility for taking such
steps as are reasonably open to them to safeguard the assets of
the Group and the Company, and to prevent and detect fraud

and other irregulanties. The Directors are respansible for the
maintenance and integrity of the Company’s website Legislation in
the United Kingdom governing the preparation and dissemination
of financial statements may differ from legislation in other
jurisgictions The Directors consider that the Annual Report

and Financial Statements, taken as a whole, is fair, balanced

and understandable and provides the information necessary

for shareholders to assess the Group's and the Company's
performance. business model and prionties, Each of the Directors.
whose names ang functions are set out on pages 40 to 42 confirm
that, to the best of their knowledge

- the financial statements, which have been prepared in
accordance with the relevant financial reporting framework.
give a true and fair view of the assets. habilities, financial
position angd profit or loss of the Group and the undertakings
inciuded 1n the consokdation 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 uncertainties that the Group faces

By order of the Board

Robert Wetch
Group Company Secretary

9 April 2019
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Independent auditor’s report to the members of Tesco PLC

Report on the audit of the financial statements
Opinion

In our oplnion:

- the financlal statements of Tesco PLC (the ‘Parent Company’)
and Its subsidiaries {the ‘Group’) give a true and fair view of
the state of the Group’s and of the Parent Company’s affairs
as at 23 February 2019 and of the Group's profit for the year
then ended;

the Group financial statements have been properly prepared
in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union;

the Parent Company financlal statements have been
properly prepared in accordance with United Kingdoem
Generally Accepted Accounting Practice including FRS 101
‘Reduced Disclosure Framework”; and

the financlal statements have been prepared in

accordance with the requirements of the Companies

Act 2006 and, as regards the Group financial statements,
Article 4 of the [AS Regulation.

we have audited the financial statements which comprise

- the Group income statement.
the Group statement of comprehensive income.,
the Group and Parent Company balance sheets,

i

the Group cash flow statement, and
- the related Notes ) to 36 of the Group financial statements and
Notes 110 17 of the Parent Company financal statements
The financial reporting framework that has been applied in the
preparation of the Group financial statements is applicable law
and IFRSs as adopted by the European Uruon The financiat
reporting framework that has been applied in the preparation
of the Parent Company financial statements is applicable law
and Umited Kingdom Accounting Standards, including FRS 101
‘Reduced Disclosure Framework” (United Kingdom
Generally Accepted Accounting Practice)

Basis for opinion

We conducted our audit in accordance with international
Standards on Auditing (UK} (ISAs (UK)) and applicable law
Qur responsibilities under those standards are further
described in the auditor's responsibilities for the audit

of the financial staterments section of our report

We are independent of the Group and the Parent Company in
accordance with the ethical requirements that are relevant to
our audit of the financial statements in the UK. including the
Financial Reporting Councit’s (the "FRC’s’) Ethical Standard as
applied to listed public interest entities. and we have fulfilled
our other ethical responsibilities in accordance with these
requirements. We confirm that the non-audit services
prohibited by the FRC's Ethical Standard were not proviced
to the Group or the Parent Company

We believe that the audit ewidence we have obtained i1s sufficient
and appropriate to provide a basis for our opinion

Summary of our audit approach

Key audit motters
The key audit matters that we identified in the current year were.

@ Booker IFRS 3 acquisition accounting judgements and
presentation of results,

@ IFRS 16 presentation and disclosure:
@ Tesco Bank. 1oan impairment,

© store impairment review;

® recognition of commercial income,
© pension obligation valuation,
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the Group and Parent Company statements of changes in equity.

® contingent labilities:
® presentation of the Group’'s incorme statement, and
® retail technology environment, including IT secunty

within this report. any new key audit matters are dentified
with & and any key audit matters which are the same as the
prior year identrfied with @.

Key audit matters have been updated for the current
year where reqguired

Maoteriahty

We have consrdered a number of benchmarks and determined
that it 1$ appropnate to base materiality on profit before tax
before exceptional items and amortisation of acquired intangibles
The materiality that we used for the Group financial statements
was £80m (2017/18 £50m) which equates to 4.7% (2017/18 4 4%)
of profit before tax before exceptional iterns and amortisation

of acquired intangibles. Refer to page 89 for further details of
exceptional items and amortisation of acquired intangtbles.

Scoping

Qur audit scoping provides full sgope audit coverage of 95%
(2017/18- 96%) of revenue and 95% {2017/18 §2%) of net assets
Following the completion of the Group's merger with Boaker the
acquired business became part of our full audit scope The Group’s
convenence retall business, One Stop. is no longer subject to
specific audit procedures due 10 the business not being

significant in the context of the Group

Significant chonges in our approach
Qur 2018719 report includes three new key audit matters

- Booker IFRS 3 acguisition accounting judgements and
presentation of results,

- IFRS 6 presentation and disclgsure; and
- Tesco Bank: loan impairment.

We no longer report inventory valuation as a key audit matter due
to a reduction in the required level of management judgement.

Conclusions relating to going concern, principal risks and
viability statement

Going concern

we have reviewed the Directors’ statement on page 83 to
the financial statements about whether they considered it
appropriate to adopt the going concern basis of accounting
in preparng them angd their identification of any material
uncertainties to the Group’s and Parent Company's ability
to continue to do 50 over a period of at least twelve months
from the date of approval of the financial statements

We considered as part of our rnisk assessment the nature of

the Group, its business model and related risks including, where
relevant the impact of Brexit, the requirements of the apphcable
financial reporting framework and the system of internal control.
We evaluated the directors’ assessment of the Group's ability to
continue as a going toncern, mcluding challenging the undertying
data and key assumptions used to make the assessment, and
evaluated the directors’ plans for future actions in relation to
their going concern assessment

We are required to state whether we have anything material to
add or draw attention to in relation to that statement required
by Listing Rule 9 8 BR(3) and report if the statement 1s matenally
inconsistent with our knowledge obtained in the audit.

We confirm that we have nothing material to report, add or
draw attentlon to in respect of these matters.



Principal risks and viability statement
Based solely on reading the Directors’ statements and considering
whether they were consistent with the knowledge we obtained in

Financlal statements

we are also required to report whether the Directors’ statement
relating to the prospects of the Group reguired by Listing Rule
9 8 6R(3) 1s materially Inconsistent with our knowledge obtained

the course of the audit, ncluding the knowledge obtamed in the
evaluation of the Directors’ assessment of the Group’s and the
Parent Company’s ability te continue as a going concern, we are

in the audit

required to state whether we have anything material to add or

draw attention to (n relation to

- the discliosures on pages 32 to 37 that describe the principal
risks and expiain how they are being managed or mitigated:

the Directors’ confirmation on page 32 that they have carried
out a robust assessment of the principal risks facing the Group,
including those that would threaten its business model, future

performance, solvency or hquidity. or

the Directors’ explanation on page 37 as to how they have
assessed the prospects of the Group, over what penod

they have done so and why they consider that period to be
appropriate, and their statement as to whether they have a
reasonable expectation that the Group will be able to continue In
operation and meet 15 liabities as they fall due over the perod

Key audit matters

We confirm that we have nothing material to report, add or
draw attention to in respect of these 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 (nclude the most significant
assessed risks of material misstatement lwhether 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

on these matters

of their assessment, including any related disclosures drawing
attention to any necessary gualfications or assumptions

Key audhl matter description

How the scope of our audit respended to the key audit matter

These matters were addressed in the context of our audit
of the financial statements as a whole, and in forming our
epinion thereon, and we do not provide & separate opinion

Key abservations

@ Booker |[FRS 3 acquisition accounting judgments and presentation of Booker results

Booker IFRS 3 ocquisition accounting judgements
As described in Note 31 (Business combinations), on §
March 2018, the Group compieted the acquisition of
Booker Group plc for consideration of £3.993m The
transaction has been accounted for 1n accordance with
IFRS 3 ‘Business Combmotions’ £3.093m of goodwilt and
£900m of other assets or habilities have been recognised,
including £755m of acquired intangible assets

‘We have identified a key audit matter in relatson to the
completeness and valuation of separately ientifiable
assets recognised upon acquisition and the key
assumptions underpinning the fair valuation of

£220m of acquired land and buldings

The Audit Commitlee's discussion of thus key audit
matter 15 set out on page 58

Presentation of Booker results

As described in Note 1{Accounting policies jdgements
and estimates! and Note 2 (Segrental reporting),
foliowing ihe acquisition of Booker on 5 March 2018,
management has applied judgment in their decision to
present Booker within the UK & ROI segment under IFRS
8 ‘Operating Segments’,

Management s key considerations include the fact that
Booker 15 managed on an integrated basis with the rest
of the UK retail business and the Chief Operating
Deciston Maker (CODM) monitors performance and
allocates resources at a combined UK & ROl ievel which
includes Booker

The Audit Commuttee's discussian of this key audit
matter 15 set cut on page 59

Booker IFRS 3 acquisition accounting judgermnents
Our audn procedures included assessing the design
and implementation of key controls which relate

to the completeness and valuation of identifable
intangible assetis and the far valuation of scquired

land and buildings

In order to address this key audit matter we have

completed audit procedures including

- engaging our valuation specialists to assist in assessing
the completeness and key valuation assumptions such
as the discount rate and long-term growth rates.

- challenging management's key cash flow assumptions
with reference to industry benchmarks and historwcal
perfarmance. and

- engaging our real estate experts 10 assist with the
assessment of management's property fair valuations

Presentation of Booker resuits

Qur audit procedures included assessing the design

and implementation of the key contrels relating to the

segmental presentation of the Booker results

Cur procedures to assess management’s judgment

include assessing the following key matters in the

context of the guidance prowided by IFRS 8

- reviewing management’s internal reporting to verify
that the CODM monitars performance and allocates
resources at a combined UK & RO level which
tncludes Booker,

- challenging management over the extent and
timeliness of the mtegraticn of Booker's
performance information inte the UK & RQ!
management informaticn and

- assessing whether the Group’s external reporting
narrative and its internal reporting lines were
consistent with the ncluston of Booker within
the UK & RCI segment

Booker IFRS 3 acquisition
accounting judgements
Management’s key estimates
underpinning the IFRS 3
acquisition accounting
exercise, in retation to the
caompleteness and valuation
of separately idenuhable
assets and the fair value
valuation of land and buildings
are reasonable

Presentation of

Booker resuits

The inclusion of Booker's
results within the UK & ROI
segment 1s in comphance with
IFRS 8 with the presentation
being reflective of how the
CODM monitors performance
and allocates resources to
the business
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Independent auditor’s report to the members of Tesco PLC continued

Key audit matter description

How the scope of our audt responded to the key audit matuer

Key observations

D IFRS 16 presentation and disclosure

As gescribed in Note 1 (Accounting pohicies, judgements
and estimates), IFRS 16 ‘Leases’ wil! be effective for

the accounting period commencing 24 February 2019
within Note 36 management notes IFRS 16 will have a
signficant impact on the reported assets habiities and
the income statement of the Group (a reduction in the
Group's net assets of £13bn as at 23 February 2019
and a decrease in 2018/19 statutory profit before fax
of £57m) The expected mpact of the IFRS 16 transition
i1s relant upon a number of key estimates primanly
determining the appropriate discount rates for

each lease

Additionally, there 1s a risk that the Igase data which
underpin the IFRS 16 transition calculation are
incomplete or inaccurate

The Audit Committee’s discussion of this key audit
matter 15 set out on page 58

Our abdit procedures included assessing the design and
implementation of the key controls relating to the
determination of the IFRS 16 transilion impact disclosure

Our procedures to assess management’s key rodeiling
estimates and the completeness/accuracy of the
underlying lease data included

- assessing the discount rates used to calculate the
lease abligation and measure @y anpdi ment of the
nght of use asset with support from our valuation
specialists:

- assessing the accuracy of the lease dala by testing the
iease data captured by management for a sample of
leases through the inspection of lease documentation,

- testing the completeness of the iease data by
reconciling the Group’s existing iease commitments to
the jease data underpinning the IFRS 16 mode!: and

- assessing the treatment of histonical sale and
leaseback transactions ang property joint venture
arrangements in the context of IFRS 16.

The key estimates and
judgernents underpinning the
Group's IFRS 16 impact
assessment are appropriate

@ Tesce Bank: Loan impairment

As described in Note 17 {Loans and advances te
customers and banks) the Group holds a loan
wmpairment prowsion of £485m (2017/18 £238m) against
loans and advances to customers within Tesco Bank,
Loan impairment provisioning 15 considered a key audit
matter as it nvolves significant judgement 0 be applied
by management in order to esumate expected future
losses As described in Note 1 lAccounting policies.
eslimates and judgements) for 2018/19 management's
provisioning methodology changed from an “incurred
055" made! to an "expected loss™ mode! following the
adoption of IFRS 9 *Fiancial Instruments” resuiting in

a £2Y9m transitional increase in the Group's ioan
mparment provision reguirement

The Audit Committee’s discussion of this key audit
matter 1s set oLt on page 58

Cur audit procedures ncluded assessing the design and
implementation of key controls which refate to the
determination of loan impairments

In arder to address this key audit matter we have

completed audit procedures including

- challenging the quantitative and qualitative triggers
used to identify significant increases in credit nsk to
assess whether they are appropriate, consistently
applied and based on reasonable information and
meet the requirements of IFRS 5,

- assessing and challenging the key assumptions used by
management with reference to industry benchmarks
and our credit risk specialists,

- testmg that these key assumptions have been
accurately refiected in the calculation of expected
credd losses.

- performing completeness and accuracy testng over
the data supporting management's key assumptions.

- testing that these key assumptions have been
atcurately reflected in the calculation of expected
credit losses and

- with suppert from our economc modelling experts
challenging the macro-economic scenaros including
Brexit scenarnios. Incorporated by managerment

Management’s provision is
reasonably stated, and 1s
supported by a methodology
that 1s consistently applied
and compliant with IFRS 9

Tesco PLC Annual Report and Financial Statements 2013



Key audht matter description

How the scope of cur audit responded to the key audit matter

Financial statements

Key observations

® Store impairment review

As described in Note HAccounting policies, judgements
and estimates) and Note 1 (Property. plant and
equpment), the Group held £19,023m (2017/18- £18 521m}
of property. plant and equipment at 23 February 2013
Under IFRS, the Group 1s required 1o complete an
impairment review of 1ts store portfolic where there

are indicators of impairment or impairment reversal

Judgemaent is required inidentifying indicators of

impairment and estimation 1s required In determining

the recoverable amaount of the Group's store portfcho

Addrticnally there is judgement in relation to triggering the

reversals of impairments recognised in previous periods.

There 15 a risk that the carrying value of stores and related

fhixed assets may be higher than the recoverable amount

where a review for impairment, or reversal of impairment,

1s conducted. the recoverable amount 1s determined

based on the higher of 'value-in-use’ or 'fair value less

costs of disposal’

The three areas which are key to management’s

imparrment review are as follows

- value-n-use 1s derived from cash flow projections
which rely upon Directors’ assumgtions and estimates
of future trading performance including the Group's
ability to realise forecast cost savings,

- value-1In-use 15 calculated by a number of complex
models and as such there is a risk the models are
not calculating the value-in-use accurately, and

- the fair value of properties in each of the Group's
territories

As noted within Note 1, the Group has incorporated

a Brext risk adustment in the UK & ROI segment to

reflect the associated risks in the Group's modelling

As a result of the Group's store iImpairment review

completed during the year, a net impairment reversat

of £73m (2017/18 nel impairment reversat of £187m)

was recognised

The Audit Committee’s discussion of this key audit

maiters set out on page 58

Our audit procedures included assessing the design and
implementation of key controls around the impairment
review Processes.

In relation to the Group's value-In-use assessment

our procedures have ncluded:

- challenging the key assumplions utilised in the cash
flow forecasts with reference to historical trading
performance, market expectations and the
reasonableness of management’s forecasts.

- reviewing and challenging the adequacy of
management’s sensitvity analysis in relation to key
assumptions to consider the extent of change in those
assumptions that either individually or colleclively would
be required for the assels to be impaired. in particular
forecast cash flows and property fair values; and

- assessing the accuracy of the value-in-use modelling
with reference to the requirements of 1AS 36
Imporment of Assets’ and checking the integrity of
the Group's value-in-use models

In refation to the Group's "fair value less costs of disposal’,
we have challenged the Group's fair value assumptions
using internal property valuation specialists and assessing
whether approprate valuation methedologies have been
used and sufficient consideration gwen to comparable
retail sector valuation evidence

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 imparment was
reasonable

Additionally, the Group's
incorporation of the risks
associated with Breut s
considered to be appropriate

@© Recognition of commercial income

As described in Note 1{Accounting policies judgements and
estmates) and Note 20 {Commercial Income), the Group

has agreements with suppliers whereby volume-related
alipwances, promotional and marketing allowances and
various other fees and discounts are recewved in connection
with the purchase of goods for resale from those suppliers
Assuch the Group recognises a reduction in cost of sales as
a result of amounis receivable from those suppliers

In accordance with IFRS, commercial Income should only
be recognised as income within the income statement
when the performance conditions associated with it have
been met. for example where the marketing campaign
has been held

The vartety and number of the buying arrangements

with suppliers can make it complex to determine the
perlormance conditions assoctated with the incame,
gving rise to a requirement for management judgement,
As such we have dentified this as a key audit matter and
considered that there was a potential for fraud through
possible manipulation of this Income

The Audit Committee’s ciscussion of this key audit matter
1s set out on page 58

Qur audit procedures included assessing 1he design and
implementation of key controls the Group has established
in relation to commercial income recogrition

In addition we performed the following.

- testing whether amounts recognised were accurate and
recorded in the correct period, by agreeing to the
contractual performance obligations n a sample of
individual supplier agreements:

- testing commercial income balances included within
inventories and trade and other receivables. or netied
against trade and other payables {as set out in Note 20)
via balance sheel reconciliation procedures:

= cirgularising a sample of suppliers to test whether the
arrangements recarded were complete. Where responses
from supphers were not receved, we compleled
aiternative pracedures such as agreement to underlying
contractual arrangements:;

~ holding discussions with a sample of the Group's buying
personnel to further understand the buying processes.
where required.

- using data analytics to profile commercial income, identify
deals which exhiited characteristics of audit interest
uvpen which we completed detalled audit 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 suppher hotline in order to wentify any areas of
non-compliance which may require further investigation:

- cansidenng the Booker commercial ncome arrangements
and compliance with the Group's relevant accounting
practices. ang

- considening the adequacy of related disclosure within the
Group's financial statements.

The results of cur testing are
sausfactory We consider the
disclosure given aroung
supplier rebates to provde
an appropriate understanding
of the types of rebate income
received and the impact on
the Group's balance sheet
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Independent auditor’s report to the members of Tesco PLC continued

Key audit matter descripiion

How the scope of our audit responded 1a the key audn matter

Key ppservations

® Pension obligation valuation

As described In Note 1(Accounting poficies. jJudgements
and estimates) and Note 27 (Post-employment benefits),
the Group has a defined benrefit pension plan in the UK
retall business. At 23 February 2019, the Group recorded
anet retirement obligation before deferred tax of
£2.808m (2017/18 £3,282m). comprising scheme assets
of £15,054m (2017/18 £13.235m} and scheme liabllites of
£17.862m 12017/18 £16,517m)

The pension cbligation valuation 15 material, dependent
on rmarket conditions, and sensitive to changes in key
assumptions The key audit matter specifically relates 1o
the following key assumptions discount rate nflation
expectations and ife expectancy assumptions

The setting of these assumptions is complex and
requires the exercise of significant management
judgement with the support of third party actuares

The Audit Committee’s discussion of this key audit
matter is set cut on page 58.

Our audrt procedures inciuded assessing the design and
implementatian of key controls in relayon to the pension
obligation valualion process

In testing the pension valuation. we have utilised internal
pension actuaral specialists to review the key actuaral
assumptions used, beth financial and demographic, and
considered the methodology utihsed to derve these
assumptions Furthermore, we have benchmarked and
performed e sensiktivity analysis on the key assumptions
determined by the Directors.

We are satisfied that

1he methodology and
assumptions appled in
refation to determining the
pension valuation are within
an acceptable range

© Contingent liabilities

As described in Note 1 (Accounting policies, judgements

ang estimates) and Note 32 (Contingent iabllities) the

Group has a number of contingent habdittes Judgernent

1s required in assessing the hkelihoad of outflow, the

potential guantum of any outflow and the associated

disclosure réequirements

This key audit matter specifically reiates to the following

exposures

- 1n 2016/17 UK shareholder actions were initiated
aganst the Group linked 1o the overstatermnent of
expected profits in 2014 which may result in legal
exposures

- following the sale of Homeplus in 2015 the Group has
received claims from the purchaser relating o the sale
of the business. and

- Tesco Stores Limited has recewved clams from current
and former store colleagues alleging that thewr work s
of equal value to that of colleagues working in the
Group’s distribution centres and that differences In
terms and conditions relating to pay are not objectively
Justifiable

The Audit Committee’s discussion of this key audit

matter is set out on page 58

Our audit procedures included assessing the design
and imglementation of key controis i relation to the
mgnnoring of known exposures

In assessing the potential exposures to the Group

we have completed a range of procedures including

- assessing the nsks the business faces.,

- reacing Board and othar meeting minutes o identify
areas subject to Group consideration.

- meeting with the Group’s internal legal advisors to
understand ongoing and potential legal matters and
reviewing thwrd party correspondence and reports

- assessing the reasonableness of management’s
lixelihood and quantification of outflow assessment,
and

- reviewing the proposed accounting and disclosure of
actual and potential legal habilities. drawing on third
party assessment of open matters.

We conciude that the Group's
cantingent iabihties
disclosure 1s complete
Specifically, the accounting
and disslosures in refation
ta the ongoing UK
shareholder actians, clams
from the purchasers of the
Homeplus business and the
Group's equal pay matter
are appropriate

® Presentation of the Group's income statement

One of the Group's key performance indicators 15 "Group
operaung profit before exceptional items and
amortisation of acquired intangibles’ (2018/18 £2.206m.,
2017/18: £1.646m)

Refer to Note 2 (Segmental reparting) for management’s
reconciliation of this key performance indicator to the
Group’s statutory profit measure

Management judgement 1s required when applying this
accounting policy and when determining the
classification of items a5 exceptional within the Group’s
ncome statement We have determined that there was
a potential for fraud through possible manipulation of
the Group's ncome statement presentation due to the
level of judgement involved and remuneration 1argets
teing linked to the key periormance incicator

The Audit Committee’s discussion of this key audit
matter is set out on page 59

Qur audrt procedures included assessing the design and

implementation of key controls which address the nsk of

inappropriate presentation of the Group's income

statement

In order to address this key audit matter we have

completed audit procedures including

~ considering exceptional items disclosed by the Group
and the exstence of any further potential exceptional
tems included within the Group's underiymg profit
measures.

- assessing whether any H12s ewsts In management’s
presentation of resulls and assessing consistency of
application across muliple hnancial years:

- assessing transactions completed outside of the
normat course of business: and

- assessing the appropriateness of excluding
amortisation of intangibie assets acqured in business
combinations from Group's operating profit alternative
performance measure

We note that consistent with
other businesses of a similar
scate 1o the Group, there are
non-recurnng income and
expense ems included within
profit before exceptional
items and amartisation of
acquired ntangibles which
do not meet the Group's
defmition of exceptional
items and which largely offset
We concur that these have
been appropriately ncludea
within profit before
exceptional tems and
amortisation of acquired
intangibles.
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Key apdit matter deseription

How the scope of our sudit responded to the key audit mattar

Financial statements

Key observations

© Retail technology environment, including IT security

The Group's retall operations utihse a range of
information systems [n 2015416, 2016/17 and 2017/18
we reported deficiencies in certain IT controls These
deficiencies could have an adverse impact on the
Group's controls and financial reportng systems

As described on page 57 within the Audit Committee’s
report in 2018/19 the Group has implemented a new
general ledger sysiem for rthe LK business and 1
conunuing the replacement of a number of its key
systems as well as making changes to key elements of
the Group's IT nfrastructure to address the identified
deficiencies There 1s a nisk the related data transfer

We have continued 1o challenge and assess changes to
the IT environment through the testing of remediated
controls and concluding on the sufficiency and
appropriateness of management's changes

During the year we have assessed the design and
implementation of the Group's key controls over the
information systems that are important to financial
reporung. including the changes macle as parL of the
Group's replacement programme,

Consistent with 2017/18, 1n 2018/19 we were not able to

take a control reliant audit approach due to the ongoing

weaknesses in the T enviroament

Although management’s
remediation plan 15 designed
to address ocur concerns
given the complexity of the
underlying systems the plan
1s & multi-year programme
and not yet complete, and
therefore weshnesses retnail
in the cantrol environment
We note that management’s
actions have reduced the
number of deficiencies in the

process 1s incomplete or inaccurate

where we noled deficiencies which affected
applications and databases within the scope of our
audit, we extended the scope of our substantive
audit pracedures

year refating to user access
and change management
controls inked to the
Group's financial reporting

Our apptication of materiality

We define matenality as the magnitude of misstatement in the
financial statements that makes it probable that the econormic
decisions of a reasonably knowledgeable person would be changed
¢rinfiuenced We use matenality both in planring the scope of

oyr audit work and in evaluating the results of our work

Based on our professional judgement, we determined materiahity
for the financial statements as a whnle as follows.

Parent Company financial
statements

Group financral
staternents

Materiality  £8Qm (2017/18: £50m} £52m (2017/18 £35m)

Basis for 4.7% (2017718 4.4%) of profit

determining before tax before excepttonal

materiality  iterms and amortisation of
acquired (ntangitles of £1.716m
{2017/18 E1,145m).
Refer to Note 5 for additional
details of profit before tax
before exceptional items and
amortisation of acgquired
intangibles and managerment's
reconciliation to the Group's
statutory measure,

Camponent materiality has been
determined with reference 1o
the component's contribution to
the Group's overall result The
materality applied by the
component auditors ranges
between £24m and £52m.

Materiality represents
less than 136 (201718
less than 1%) of

net assets

As this 1s the Parent
Company of the
Group. it ¢oes not
generate significant
revenues but instead
incurs costs

Net assets are of
most relevance o
users of the financial
statements

Rationale Profit before tax before

for the exceptional tems ang

benchmark  amortisation of acquired

applied intangibles 1s an appropriate
metric since it is a key
performance indicator and s
net impacted by any potential
volaulity which may be caused
by exceptional items and
amorusation as a result of
acquired intangibles recognised
under IFRS 3
The materiality selected
represents 0 5% (2017718, 0 5%)
of the Group's net assets,

we agreed with the Audit Committee that we would report to
the Audit Committee all audit differences in excess of £4m
{20178 £2 5 for the Group and the Parent Company as well
as differences below that thresholg that, in our view, warranted
reporting on qualitative grounds. We also report to the Audit
Committee on disclosure matters that we wdentified when
assessing the overall presentation of the financial statements

An overview of the scope of our audit

QOur Group audit was scoped by obtaining an understanding of the
Group and its environment, incluging Group-wide controls, and
assessing the nisks of material misstatement at the Group level.
The Group has subsidiary grocery retal operations in eight
countries, together with intérests in a number of other
businesses bothn the UK and internationally.

The Group's accounting process is structured around local finance
functions and is further supported by a shared service centre in
Bengaluru, India which provides accounting and administrative
support for the Group's core retail operations. Each local finance
function reparts into the central Group finance function based at
the Group’s head office Based on our assessment of the Group.
we focused our Group audit scope primarily on the audit work

on 8 significant retail locations (UK, Bocker, Republic of ireland,
Czech Republic, Hungary, Poland, Slovakia and Thailand) and
Tesco Bank The cperaticns in Czech Republic. Hungary, Poland
and Slovakia are managed as one combined business. All of these
were subject to a full audit and represent 95% (2017/18: 96%) of
the Group's revenue and 95% (2017/18: 92%) of net assets.

In addition, 3 other businesses (Malaysia. Dunnhumby and Tesco
Mobile] were subject to specific audit procedures on material
account balances, where the extent of our testing was based on
our assessment of the risks of material misstatement and of the
size of the Group’s operations at those focations The 3 businesses
accounted for 3% (2017/18 4%} of the Group's revenue and 6%
(2097./18. 9%} of net assets The Group's convenience retail
business, OneStop. ts no longer subject to specific audit
procedures due to the business not being significant in the
cantext of the Group

At the parent entity level we also tested the consolidation process
and carried out analytical procedures to confirm our conclusion
that there were no significant risks of material misstatement of the
aggregated financial snformation of the remaining components not
subject to audit or audit of specified account batances.

The mest significant component of the Group 1s its retaill business
in the UK As such, there Is extensive interaction between the
Group and UK audit team to an appropnate level of direction and
supervision In this audit work. During the course of cur audit

the UK audit team wisited 50 (2017/18 50) retail stores in the UK
to attend either inventory counts or tn order to complete store
control visits and 4 (201718 4} distribution centre inventory counts

Tesco PLC Annuat Report and Financial Statements 2019
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Independent auditor’s report to the members of Tesco PLC continued

The Group audit team wisited 7 (2017/18. 6) of the 8 (2017/18 7
significant focations set out above, in addition to Tesco Bark and
the Group's shared service centre in Bengaluru, with the Group
Audit Partner visiting 3 (2017/18 4) of these locations We also

had a dedicated senor member of the audit team focused on
overseeing the role of the compaonent audit teams located cutside
of the UK and the Republic of Ireland, ensuring that we apphed a
consistent audit approach to the operations in the Group’s
international busingss.

The audit visits by the Group audit team were timed to enable us
to be mvolved during the planning and risk assessment pracess n
addition to the execution of detailed audit procedures. During our
visits, we attended key meetings with component management and
auditors. and reviewed detalled component auditor work papers,

Inaddition, all key component audit teams were represented
duritg a centrahised two-day planning meeting ied by the

Group audi team and held 1n the UK prior 1o the commencement
of our detailed audit work The purpose of this planning meeting
was to ensure 3 good level of understanding of the Group's
businesses. its care strategy and a discussion of the significant
risks and workshops on our planned audit approach Group
management also attended part of the meeting to support

these planning activities

Other information

The Directors are responsible for the other information. The other
information comprises the infarmation ncluded in the annual report,
other than the financial statements and our auditor's report thereon

Our opinion on the financial statements does not cover the other
information and, except to the extent otherwise explicitly stated in our
report. we do not express any form of assurance conclusion thereon

In connection with our audit of the financial statements, our
responsibility is to read the other information and, n doing 50,
consider whether the other information 1 materially iInconsistent
with the financial statements or our knowledge obtained in the
audit or otherwise appears to be matenally misstated.

If we dentify such material iInconsistencies or apparent material
misstatements. we are required to determine whether there 1s a
material misstatement in the financial statements or a materia)
misstatement of the other information. If, based on the work we have
performed, we conclude that there is a material misstatermnent of this
other information, we are required tc report that fact

[n this context. matters that we are specifically required 1o report
to you as uncorrected materigh misstatements of the other
information include where we conclude that

- Farr, balanced and undersiandable - the statement given by
the Directors that they consider the annual report and
financial statements taken as a whole is fair, balanced and
understandable and provides the information necessary far
shareholders to assess the Group's position and performance,
business model and strategy. Is materially inconsistent with our
knowledge obtained in the audit, or

- Augit Committee reporting - the section describing the work of
the Audit Committee does not appropriately address meatters
communicated Dy 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 Rutes relating to the Company’s
comphance with the UK Corporate Governance Code containing
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 far view,
and for such internal control as the Directors deterrmine 1S necessary
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to enable the preparation of financial staterments that are free from

material misstatement. whether due to fraud or error In prepanng

the financial statements. the Directors are responsible for assessing '
the Group's and the Parent Company's abikity to continue as a going

concern, disclosing as applicable, matters related to going concern

and using the going cancern biasts of accounting unless the Orectors

either intend to lquidiate the Group or the Parent Company or to

cease operations, or have no realistic alternative but to do so

Auditor’s responsibilities for the audit of the

financial statements

Cur objectives are to obtain reasonable assurance about whether
the financial statements as a whole are free from material
misstatemnent whether due to fraud or error, and to issue an
auditor’s report that includes our opinion Reasonable assurance Is
8 high level of assurance. but 1s not a guarantee that an audit
conducted in accordance with 154s (UK will always detect a materia!
misstatement when it exists. Misstatements can arise from fraud or
error and are considered material if. individually or n the aggregate.
they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements

A further description of our responsibiities for the audit of the
financial statements is located on the Financial Reporting Council's
website at www frc org uk/auditorsresponsibilities This description
forms part of our auditor’s report.

Extent to which the audit was considered capable of
detecting irregularities, including fraud

We identify and assess the risks of matenial misstatement of the
financial statements, whether due to fraud or error, and then
design and perform audit procedures responsive to those risks,
including obtaining audit evidence that is sufficient and appropriate
to prowide a basis for our opinion

fdentifying and assessing potential risks related to irregularities
Inidentifying and assessing nsks of material misstatement in
respect of irregulanties. including fraud and non-compliance with
faws and regulstions, our procedures included the following

- enguinng of management, the Group's Internai Audit function.
the Group's Security function, the Group's Compliance Officer,
the Grouwp's General Counsel and the Audit Commuttee, including
obtaining and reviewing supporting documentation, concerning
the Group's policies and procedures relating to

- dentifying, evaluating and complying with laws and regulations
ana whether they were aware of any instances of non-
cormphiance.

- detecting and responding to the risks of fraud angd whether they
have knowledge of any actua\, suspected or alleged fraud, and

- the internal controls established to mitigate risks related to
fraud or non-compfiance with laws and regulations including the
Group's controls relating to GSCOP requirements,

- discussing among the engagement team including sigruficant
component audit teams and involving relevant internal
specialists, including tax, valuations and pensions regarding how
anid where {raud might occur in the financial statements anc any
potential mdicators of fraud. As part of thus discussion, we
dentified potential for fraud in the following areas: timing of
recognition of commercial income. posting of unusual journais
and complex transactions and mampulating the Group's
alternative perfarmance profit measures and other key
performance indicators to meet remuneration targets and
externally communicated targets, and

- obtaining an understanding of the legal and regulatory
frameworks that the Group operates in, focusing on those laws
and repulations that had a direct effect on the financial
statements or that had a fundamental effect on the operations
of the Group The key laws and regulations we considered in this
context included GSCOP. UK Compariies Act. Listing Rules,
employment iaw, health and safety, pensions legislation and
tax legislation



Audit response to risks identified

As a result of performing the above, we identified the presentation
of Group's income statement and recognition of commercial
income as key audit matters. The key audit matters section of our
report explaing the matters in more detail and aiso describes the
specific procedures we performed in response 10 those key

audit matters.

In addition to the above, our procedures to respond to risks
identified included the following

reviewing the financial statement disclosures and testing ic

supporting documentation to assess compliance with relevant

laws and regulations discussed above,

enquiring of management, the Audit Cemmittee and in-house

legal counsel concerning actual and potential itigation and

claims,

performing analytical procedures to identify any unusual or

unexpected relationships that may indicate risks of material

misstatement due to fraud,

- reading minutes of meetings of those charged with governance,
reviewing internal audit reports and reviewing correspondence
with HMRC. and

- in addressing the risk of fraud through management overrnide
of controls, testing the appropnateness of journal entries and
other adjustments. assessing whether the judgements made in
making accounting estimates are indicative of a potential bias.
and evaluating the business rationale of any significant
transactions that are unusual or outside the normal course of
business

We alsc communicated relevant identified laws and regulations and

potential fraud risks to all engagement team members including

internal specialists and significant component audit teams, and
remained alert to any indications of fraud or non-cempliance with
laws and regulations throughout the audit.

1

Report on other legal and regulatory requirements

Opinions on other motters prescribed by the Companies Act 2006
In our opimon the part of the Directors’ remuneration report to

be audited has been properly prepared in accordance with the
Companies Act 2006

In our opinion, based on the work undertaken in the course of the audrt

- the information given in the Strategic report and the Directors’
report for the financial year for which the financial statements
are prepared is consistent with the financial statements, and

- the Strategic report and the Directors’ report have been
prepared in accordance with applicable legal requirements

In the light of the knowledge and understanding of the Group
and of the Parent Company and their environment obtained in
the course of the audit, we have not wentified any material
misstatements in the Strategic report or the Directors' report

Flnancial statements I

Matters on which we are required to report by exception

Adequacy of explonations received und aecounting records

Under the Companies Act 2006 we are required to report to

you If, in our opinion-

- we have not recewved all the information and explanations we
require for our audit,

- agequate 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 statements are not in agreement

with the accounting records and returns

We have nothing to report in respect of these matters,

Directors’ remuneration

Under the Companies Act 2008 we are also required to report ifin
our opinion certain disclosures of directors’ remuneration have not
been made or the part of the Directors’ remuneration report to be
audited 1s not in agreement with the accounting records and returns

We have nothing to report In respect of these matters.

Other matters

Auditor tenure

Following the recommendation of the Audit Committee, we were
appointed by the Group's shareholders on 26 June 2015 to audit
the financial statements for the year ended 27 February 2016 and
subsequent financia! perniods The periad of total uninterrupted
engagement including previous renewals and reappointments of
the firm1s four years, covering financial years ending 27 February
2016 to 23 February 2019

Consistency of the oudit report with the additionai report to
the oudit committee

Qur audit opinion is consistent with the additional report to
the Audit Committee we are required to provide in
accordance with 1S4s {UK)

Use of our report

Trus report is made solely to the Company’s members, as a bedy.
in accordance with Chapter 3 of Part 16 of the Companies Act 20086
Qur audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to
them in an auditer's report and for no other purpose To the fullest
extent permitted by law, we do not accept or assume responsibility
to anyone other than the Company and the Company's members
as a body, for our audit work, for this report, or for the opirions
we have formed

foros p(c baatfey
Panos Kakoullls {Senlor statutory auditor}

for and on behalf of Deloitte LLP
Statutory Auditor
London, United Kingdom

9 Apnl 2019
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Group income statement

52 weeks ended 52 weeks ended
23 February 2013 24 February 2018 {restéted’)
Before Excepuional Before Exceptional
exceptanal lrems and exceptional tems and
items ang  amortisation ems and  amoruisateon
amonisation of acquired amortisation of scquired
of acquired ntangbles of acquired intangbles
Intangibles {Note 4) Toral intangibles (Note 8) Total
Notes Em £m £m £m £m £m
Continuing operations
Revenue 2 63,9 - 63,9 57,493 - 57,493
Cost of sales 155.645) {/4) (34, 707) (54.092) (49} (54 141}
Gross profit/lloss) 4,216 (72} 4,144 3,400 [49) 3,352
Administrative expenses ,989) (86} 2,079 1,786} 153 1,633)
Profits/{losses) arising on property-related items 29 105 84 3 83 120
Operating profit/(loss} - 2,208 53) 2,153 1,646 193 1,839
Share of post-tax profits/losses) of joint ventures and associates 13 24 n 35 (6) - {6}
Finance income 5 22 - 22 67 - 67
Finance costs 5 (536 = {638) (562 (381 600!
Profit/(ioss) before tax 1,16 (42) 1,674 1,145 155 1,300
Taxatian 8 "y 58 {354) {286} {200 {308}
Profit/{loss]) for the year from continuing operations 1,303 17 1,320 859 135 994
Discontinued cperations
Profit/lloss) for the year from ciscontinued operations 7 - - ~ ~ 216 216
Profit/llass) for the year 1,303 17 1,320 859 351 1,210
Attributable to-
Owners of the parent 1.305 17 1.322 858 349 1208
Non-controling interests [td] - 2 - 2 2
1,303 7 1,320 859 351 1,210
Earnings/(losses) per share from continuing
and discontinued cperations
Basic a 13 65p 14 80p
Diluted 9 13 55p 14 75p
Earnings/llosses) per share from continuing operations
Basic 9 13 65p 12 15p
Diluted 9 13 55p 12 p

The notes on pages 98 to 161 form part of these financial statements
* Restated for the sdoption of IFRS 15 and reclassification of derwative Interest income as explamnedt i Note 1 and Note 38
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Group statement of comprehensive income/(loss)

Financial statements

57 weeks
52 weeks 2018
2019 restated”)
Notes £m £m
Items that will not be reclassified to income statement
Remeasurement gains/liosses) of defined beneht pension schemes 27 364 3,265
Tax on items that wili not be reclassified 6 {61} 1554)
303 2,M
items that may subsequently be reclassified to income statement
Change in fair value of debtinstruments at fair value through oLher comprehensive iNcome 10} -
Change i fair value of available-for-sale financat assets and mvestments - 62
Currency translation differences
Retransiation of net assets of overseas subsigraries, joint ventures and associates 100 179
Movements in foreign exchange reserve and net mvestment hedging on subsidiary disposed. reclassitied - 40
and reported in the Group income statement
Gains/{losses) on cash flow hedges
Net fair value gains/{losses) 130 {146)
Reclassified and reported in the Group income statement (57} {52)
Tax on items that may be reclassified 6 5 22
168 51
Tetal other comprehensive income/lloss) for the year 47 2,792
Profit/{loss) for the year 1320 1,210
Total comprehensive income/(loss) for the year 1,791 4,002
Attributable to,
Owners of the parent 1.793 3895
Non-controling interests {2} 7
Total comprehensive income/(loss) for the year 1,781 4,002
Total comprehensive income/(loss) attributable to owners of the parent arising from
Continuing operations 1793 3.639
Discontinued operations - 156
1,793 3,995

The notes on pages 98 to 161 form part of these financial statements.
* Reslated for the adopuen of IFRS 15 as explained in Note 1 and Note 36
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Group balance sheet

24 February
2018

23 February
2018 {restated')
Notes Em £m
Non-current assets
Goodwill and other intangible assets 10 5,264 2 663
Property. plant and equipment i 13,023 18 521
Investment property 12 36 100
fnvestments In joint ventures and associates 13 704 689
Financial assets at fair value through other comprehensie ncome 14 G979 860
Trade and other recewables 16 195 186
Loans and advances ta customers and banks 17 7.868 6.885
Cervative financial Instruments 23 1178 inz
Geferred tax assets 6 132 N6
36,379 31,135
Current assets
Financial assets at fair value through other comprehenswe income 14 67 68
Inventories 15 2.817 2.264
Trade and other receivables 5] 1.640 1.504
Loars and advances ta customers and banks 7 4,882 2637
Derwvative financial instruments 23 52 27
Current tax assels & 12
Short-term mvestrents 18 390 1.029
Cash and cash equwalents 18 2,916 4.059
12,570 13,600
Non-current assets ¢lassiied as held for sale 7 98 149
12,668 13,749
Current liabiiities
Trade and ather payables 19 {9,354} (8.9941
Borrowings 21 1,599} {1,479}
Derivatrve iinancial instruments 23 {250) 69
Customer deposits and deposits from banks 24 (8,832} &2
Current tax habiities 6 {325 (335)
Prowisions 25 1320} (544)
120,680) (19,233}
Net current liabilities {8,012} (5,484)
Non-current liabilities
Trade and other payables 19 (384} (364)
Borrowings 21 {5.673} {7.142)
Cerwvative financial iNstruments 23 (3891 (594}
Customer deposits and deposits from banks 24 13 298) 12,972)
Post-emplayment benefit abhigations 27 {2,808 {3.2821
Deferred tax liabilties ] (236) 196}
Provisions 25 {747) {221
(13,533) {15,171}
Net assets 14,834 10.480
Equity
Share capital 28 490 40
Share premium 5,165 5.107
All other reserves 3798 735
Retained earnings 5,405 4.250
Equity attributable to owners of the parent 14,858 10,502
Nan-controling interests {24 22
Total equity 14,834 10,480
The notes on pages 98 to 161 form part of these financial statements.
‘R d for the ad of IFRS 15 as expl. In Note 1and Note 36
\ . E " \ : ‘__\\
Dave Lewis
Alan Stewart Lm—
Directors

The financial statements on pages 92 to 161 were approved and authonsed for issue by the Directors on 9 Apnil 2019.

Tesco PLC Company Number 00445790
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Financial statements

Group statement of changes in equity

All other resernves

Currency Capital Qwn Non-
Share $hare basis redemption Hedging Translation shares Merger  Retaned controling Total
capital  premiym reserve resesve reserve reserve held reserve'™  garnings Toial nterests equity
Em £m Em £m £m £m £m £m Em Em £m £m

At 24 February 2018 410 5,107 - 16 40 655 (16) 40 4,228 10,480 220 10,458
{as previously reported)
Cumulative adjustment 1o - - - - - - - - 22 22 - 22
opeming balances from
application of IFRS 15
(net of tax) (Note 36}
At 24 February 2018 410 5,107 - 16 40 655 {16} 40 4,250 10,502 {22} 10,480
{restated™}
Adjustment on (nttial application - - i - m - - - a7y (177) - {177)
of IFRS S (net of tax) {Note 35)
At 25 February 2018 410 5,107 1 16 29 655 {16} 40 4073 10,325 (22) 10,303
Profi/lloss) for the year - - - - - - - - 1322 1322 12) 1.320
Other comprehensive
tncome/(loss)
Change (n fair vaiue of financial - - - - - - - - o) $10) - {10}

assets at fawr value through

other comprehensive income

Currency transtation - - - - - 10¢ - - - 100 - 100
differences

Remeasurements of defined - - - - - - - - 364 364 - 364
benefit pension schemes

Gains/losses) on cash flow - - (6) - 79 - - - - 73 - 73
hedges

Tax relating to components of - - - - - 3 - - 59) 56) - (56)
other comprehensive income

Total other comprehensive - - 6) - 79 103 - - 295 an - 474
income/(loss)

Total comprehensive - - 6] - 79 103 - - 1,617 1,793 (2} 1,79
Income /{loss)

Transactions with awners

Purchase of own shares - - - - - - 277 - - 217 - (277)
Share-based payments - - - - - - 14 - 67 181 - 181
Issue of shares (Note 28] 80 58 - - - - - 3,050 - 3188 - 3.188
Dividends (Note 8) - - - - - - - - {357 {357) - {350
Tax on items charged to equity - - - - - - - - 5 5 - 5
Total transactions with owners :[¢] 3] - - - - (163} 3,050 (285) 2,740 - 2,740
At 23 February 2019 490 5,165 I5) 16 118 758 (179} 3,090 5,405 14,858 (24) 14,834

The notes on pages 98 to 161 form part of these financial statements

“ Restated for the adoption of IFRS 15 as explained in Note 1 and Note 36
@ Merger reserve was prewiously titled Other reserves’ in pnor financral years
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Group statement of changes in equity continued

Al gther reserves

Cufrency Capual Crwiny Non-
Shara Share bazis redemption Hedging Translation shares Merger  Retaned controling Total
capital  premium  reséfve reserve  reserve  reserve heild  reserve” earnings Total interests equity
Em £m £Em £m Em £m £m £m £m £m £m £m

At 25 February 2017 409 5,096 - 16 217 3as0 22) 40 332 6,438 {24) 6,414
{as previously reported)
Adjustment on initial applicatien - - - - - - - - 20 20 - 20
of IFRS 15 (net of 1ax) (Note 36)
At 25 February 2017 irestated”) 409 5.096 - 5 217 350 122) 40 352 €,458 (24) 6,434
Profit /llass) for the year (as - - - - - - - - 1,208 1,206 2 1,208
previously reported}
IFRS 15 adjustrnent io profit/ - - - - - - - - 2 2 - 2
{loss} for the periad (Note 36)
Profit/(loss) for the year - - - - - - - - 1,208 1,208 2 1,210
(restated”)
Other comprehensive
income/{loss)
Change In fair valye of financial - - - - - - - - 62} 62} - (62
assets at fair value through
other comprehensive Income
Currency translation - - - - - 314 - - - 34 5 319
differences
Remeasurements of defined - - - - - - - - 3.265 3.265 - 3.265
beneft pension schemes
Gans/liosses) on cash flow - - ~ - n98) - - - - 98) - (198)
hedges
Tax relating to components of - - - - 21 (9) - - (544) {532 - 1532)
other comprehensive income
Total other comprehensive - - - - 17 305 - - 2,659 2,787 5 2,792
ncome/(loss)
Total comprehensive income/ - - - - a7 305 - - 3,867 3,995 7 4,602
{loss) (restated")
Transactions with owners
Purchase of own shares - - - - - ~ (14) - - {14) - (14}
Share-based payments - - - - - ~ 20 - 105 125 - 125
Issue of shares ) n - - - - - - - 2 - 12
Dwidends - - - - - - - - (80} {80 - 80)
Changes in non-controlling - - - - - ~ - - - - (5) 15)
Interests
Tax on items charged 1o equity - - - - - ~ - - 6 6 - B
Total transactions with owners 1 1 - - - ~ 6 - 31 49 {s) 44
At 24 February 2018 {restated") 410 5,107 - 16 40 655 116) 40 4,250 10,502 (22} 10,480

The notes on pages 98 to 161 form part of these financial statements

* Restated for the adoptian of IFRS 15 as explained in Note 1and Nete 36
W Merger reserve’ was previously tdled Other reserves in priov financial years
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Group cash flow statement

Financial statements

52 weeks
52 weeks 2018
2019 {restated”)
Notes Em £fm

Cash flows generated from/{used inl operating activities
Operating profit/lloss} of conunuing operations 2153 1.839
Depreciation and amortisation 1375 1,295
{Prohit}/loss ansing on sale of property. plant and equipment and intangible assets {107 {66)
(Profit)toss ansing on sale of subsidiarses and financial assets at far value through other comgrenensive income {8) [4153))
{Profit) loss anising on sale of joint ventures and associates - (23
Netrmpairment loss/ireversall on financial assets at fair value through other comprehensive income - 22
Net impairment loss/(reversal) on property, plant and equipment intangible assets and invesiment property (58} 67}
Adjustment for non-cash element of pansions charge 27 45 4
Additional contribution into defined benefrt pension schemes 27 (266) {z45)
Share-based payments 77 n3
Tesco Bank fair value movements included in operating profit/loss) 127 156
Retail (Increase)/decrease in inventories n 55
Retall increasel/decrease in development stock 2) 21
Retail lincrease)/decrease in trade and other recewvables 98 {8)
Retail increase/(decrease) n trade and other payables 307 280
Retail increase/(decrease) in provisions (238) 132
Retall (increase}/decrease in working capital {438) 480
Tesco Bank (increasel/decrease in loans and advances to customers and banks (1.585) 1738)
Tesco Bank lincreasel/decrease in trade and other recevables 4 34
Tesco Bank increase/{decrease) in customer and bank deposits, trade and other payables 1348 1,820
Tesco Bank increase/{decrease) in provisions {25) 8}
Tesco Bank {increase)/decrease in working capital (Z58] [ifs}
Cash generated from/(used in) operations 2,642 3,308
Interest paid (306) (328)
Corporation tax [paid)/recewved (370) (176)
Net cash generated from/[used in) operating activities 1,966 2,805

Cash flows generated from/(used in) investing activities
Proceeds from sale of property, plant and equipment, investment property, intangible assets and non-current 286 253

assets classified as held for sale

Purchase of property. plant and equipment investrment property and non-current assets classified as held for sale {110% {1,440}
Purchase of intangiole assets ngy en
Disposal of subsidiaries, net of cash disposed 8 66
Acquisition of subsidiaries net of cash acquired 31 {715 (27}
Proceeds from sale of joint veniures and assocates - 23
Net (increase)/decrease in loans to joint ventures and associales 5 -
Investments in joint ventures and associates (i (21
Net linvestments in)/proceeds from sale of short-term invesiments §39 1,697
Net investments in)/proceeds from sale of financial assets at fair value through other comprehensive income {1z2) 236
Dividends receved from joint ventures and associales 4] 26
Interest recewed 18 27
Net cash generated from/lused in} investing activities {1,143} 643

Cash flows generated from/iused in financing activities
Proceeds from issue of ordinary share capital 28 60 il
Own shares purchased {206) -
Increase in borrowings 978 33
Repayment of borrowings {z.47 (3721)
Net cash flows from denvatve inancial instruments a5 253
Repayments of abligations under finance leases a7 (10}
Dividends paid to equity owners 8 1357} (82)
Net cash generated from/lused in} financing activities {1,981 {3,236)
Net increase/(decrease) in cash and cash equivalents 11,158) 212
Cash and cash equwvalents at the beginning of the year 4,058 3832
Eifect of foreign exchange rate changes 15 15
Cash and cash equivalents at the end of the year 18 2,916 4,059

The rotes on pages 98 to 161 form part of these financial staterments
* Restated for the adoption of IFRS 16 and reclassification of denivative nterest tncome a5 explained in Note 1 and Note 36
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Notes to the Group financial statements

Note 1Accounting policies, jJudgements and estimates

General information

Tesco PLC (the Company} is & public limited company incorporated
ang domicifed in the United Kingdom (UK} under the Companies Act
2006 (Registration number 445790} The address of the registered

office 1s Tesco House, Shire Park, Kestrel Way. Welwyn Garden City
ALT 1GA, UK

The main actwities of the Company and its subsidiaries (together,
the Group) are those of retaing and retail banking

Basis of preparation

The consolidated Group financial statements have been prepared
in accordance with International Financial Reporting Standards
{tFRS) as endorsed by the European Unicn (EU), and those parts of
the Companies Act 2006 applicable 10 companies reporting under
IFRS The consolidated Group financial statements are presented in
Pounds Sterling, generally rounded to the nearest millon They are
prepared on the histarical cost basis, except for certamn financial
instruments, share-based payments and pension assets that have
been measured at far value

The Directors have. at the ime of approving the financial
statements areasonable expectation that the Company and the
Group have adequate resources to continue In Gperational
existence for the foreseeable future Thus they continue to adopt
the going concern basis of accounting in preparing the financial
statements. Further detail 1s contaned within the going concern
staterment included in the Directors’ report on page 81

Uniess otherwise stated, the accounting policies set out below
have been applied consistently to all periods presented in these
consohdated financial statements

The Group has adopted IFRS 9 ‘Financral instruments’ and [FRS 15
‘Revenue from Contracts with Customers’ effective for the current
financial year. IFRS 15 has been applied fully retrospectively and
comparatives for the prior financial year have been restated. whilst
IFRS 9 has been applied retrospectively at 25 February 2018 by
adjusting the opening balance sheet at that date Further details on
the impacts of adoption of these standards 15 desenbed in Note 36

Basis of consolidation

The consolidated Group financial statements consist of the
financial staterments of the ulimate Parent Company (Tesco PLC),
all entities controtled by the Company (ts subsidiaries) and the
Group's share of its interests in jont ventures and associates

The financial year represents the 52 weeks ended 23 February 2019
(prior financial year 52 weeks ended 24 February 2018) For the UK
and the Republic of Irefand (UK & RQI). the results are for the 52
weeks ended 23 February 2013 (prior financial year 52 weeks ended
24 February 2018). For all other operations, the results are for the
calendar year ended 28 February 2019 {pnor calendar year ended
28 February 2018}

Subsidigries

Subsidiaries are consolidated 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 eiminated
in preparing the consohdated financial statements

Joint ventures and associates

The Group’'s share of the results of jount ventures and associates
i§ included in the Group income statement and Group statement
of cornprehensive income/loss! using the equity method of
accounting Investments in joint ventures and associates are
carried in the Group balance sheet at cost plus post-acquisition
changes in the Group’s share of the net assets of the entity. less
any impairment invalue The carrying values of investments in
joint ventures and associates include acquired goodwill
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If the Group’'s share of losses in a joint venture or associate

equals or exceeds ILs investment in the joint venture or associate
the Group does not recognise further losses, unless it has incurred
obiigabions to do 50 or made payments on bebalf of the joint
venture or associate Dividends received from jont ventures or
associetes with nil carrying value are recognised in the Group
incorne statement as part of the Group's share of post-tax profits/
liosses} of joint ventures and associates

Unrealised gains arising from transactions with jont ventures
and associates are ehminated to the extent of the Group's
mnterest in the entity

Prior financial year reclassification of derivative interest
income

During the current financial year, the Group reclassified interest
income arising from dervative financial instruments hedging the
Group's borrowings from finance income to finance costs. This
reclassification more appropriately reflects the net finance costs
to the Group Prior financial year comparatives have been restated
to align to the current financial year approach. The impact of this
reclassification on prior financial year amounts has been a
reduction of finance costs and finance income in the Group
income statement by £31m and a reduction of interest received
and interest paid in the Group cash flow statermnent by £23m.

Line item name changes

‘Loans and advances to customers’ has been renamed *Loans
and advances to customers and banks’ There were no balances
relating 10 banks in this line in prior financial years

‘Other investments’ has been renamed 'Financial assets at fair
value through other comprehensive income’

Revenue

Revenue 15 Income arising from the sale of goods and services in
the ordinary course of the Group’s activities, net of value added
taxes Revenue s recognised when performance obligations are
satisfied and control has transferred to the customer For the
majority of revenue streams. there 1s a low level of judgement
applied in determining the transaction price or the uming of
transfer of control

Saie of goods

The sale of goods represents the vast majonity of the Group's
revenue For goods sold in store, revenue is recognised at the
paint of sale For onhine or wholesale sales of goods, revenue is
recognised on collection by, or delivery to, the customer Revenue
is reduced by a provision for expected returns {refund hability). An
asset and corresponding adjustment to cost of sales is recognised
for the Group's right to recover goods from customers

Clubcord fcustomer loyoity progromme}

Ciubcard points issued by Tesco when a customer purchases
goods are a separate performance obligation providing a materiat
right to a future discount The total transaction price (sales price of
goods) i$ allocated to the Clubcard peints and the goods sold based
an therr relative standalone selling prices, with the Clubcard paints
standalone price based an the value of the points to the customer,
adjusted for expected redemption rates {breakage). The amount
allocated to Clubcard peints 15 deferred as a contract liability within
trade and other payables Revenue is recognised as the points are
redeemed by the customer

Financial services
Revenue consists of interest. fees and income from the provision
of retail banking and insurance.

Interest income on financial assets that are measured at amortised
costis determined using the effective interest rate method



Calculation of the effective interest rate takes into account fees
recewable that are an integral part of the instrument’s vield,
premiums or discounts on acquisition or 1ssue. early redemption
fees and transaction costs Interest income 1s calculated on the
gross carrying amount of a financial asset uniess the financial asset
is impaired, in which case interest iIncome 1$ calculated on the
amertised cost

The majonity of the fees in respect of services (credit card
interchange fees, late payment and ATM revenue) are recognised at
the point in time at which the transaction with the customer takes
place and the service is performed For services performed over
time, payment 1s generally due monthly in ine with the satisfaction
of performance cbligations

The Group generates commission from the sale and service of
motor and home insurance policies underwritten by Tesco
Underwriting Limited, or in a minority of cases by a third-party
underwriter This is based on commission raies, which are
independent of the profitabiity of underlying insurance policies
Similar commussion income 15 3156 generated from the sale of
white label insurance products underwntten by other third-
party providers, This commussion income is recogmsed on a net
basis as such policies are sold

tn the case of S0Me COMMISSION INCCME ©N INsurance polces
managed and underwritten by a third party. the Group recognises
comrmission inceme from policy renewals as such policies are sold
This 1s when the Group has satisfied all of its performance
obligations in relation to the policy sold and 1t1s considered highly
probable that a significant reversal in the amount of revenue
recognised will not occur In future periods This calculation takes
inte account both estimates of future renewal volumes and
renewal commssion rates A contract asset 1s recognised in
refation to this revenue This 1s unwound over the remainder of
the contract with the customer, in this case being the third-party
insurance provider

The end policy holders have the right to cancel an insurance policy
at any time Therefore, a contract liabiity rs recognised for the
amount of any expected refunds due and the revenue recognised
i1 relation to these sales s reduced accordingly This contract
refund hability 1s estimated using prior experience of custemer
refunds The appropriateness of the assumptions used in this
calculation Is reassessed at each reporting date

Commercial income

Consistent with standard industry practice. the Group has
agreements with suppliers whereby volume-related allowances.
promoticnal and marketing allowances and various other fees and
discounts are receved in connection with the purchase of goods
for resale from those supplers Most of the income received from
suppliers relates to adustments to a core cost price of a product.
and as such i considered part of the purchase price for that
product Sometimes receipt of the income s conditional on the
Group performing specified actions or satisfying certain
performance conditions associated with the purchase ¢f the
product These include achieving agreed purchases or sales
volume targets and prowding promotional or marketing materials
and activities or promotional preduct positioning While there is
no standard industry definition, these amounts recevable from
suppliers in connection with the purchase of goods for resale are
generafiy termed commercial income.

Commercial income 1s recognised when earned by the Group
which occurs when all obhigations conditional for earning iIncome
have been discharged. and the inceme can be measured reliably
based on the terms of the contract The income ts recognised as
acredit within cost of sales Where the income earned relates to
inventories which are held by the Group at the reporting date. the
income 15 included within the cost of those inventories, and
recognised in cost of sales upon sale of those Inventories

Amounts due relating to commercial income are recognised within
trade and other receivables, except in cases where the Group
currently has a legaily enforceable nght of set-off and intends to
offset amounts due from suppliers against amounts owed to those

Financial statements

suppliers in which case only the net amount receivable or payable
15 recognised Accrued commercial income is recognised within
acerued Income when commercial income earned has not been
invaiced at the reporting date

Finance income

Finance income. excluding income arising from financial services.
ts recognised in the period to which 1t relates using the effective
interest rate method

Finance costs

Finance costs directly attributable to the acquisition or
construction of qualifying assets are capitalised. Qualfying assets
are those that necessarily take a substantial period of time ¢
prepare for their intended use All other borrowing costs are
recognised in the Group income statement in finance costs,
excluding those anising from financial services. in the period In
which they occur For Tesco Bank. finance cost on financial
habilities 1s determined using the effective interest rate method
and 15 recognised w cost of sales

Business combinations and goodwill
The Group accounts for all business combinations by applying the
acquisition method Al acquisition-related costs are expensed

On acguisition. the assets (including Intangible assets), liabiities
and contingent liabikties of an acquired entity are measured st
their fair values Non-controling interests are stated at the
non-controlling interests” proportion of the fair values of the
assets and liabilities recognised

Goodwill arising on consolidation represents the excess of the
consideration transferred over the net fair value of the Group's
share of the net assets. habiities and contingent lizbilties of the
acquired subsicdiary. joint venture or associate and the fair value
of the non-controliing interest in the acquiree Hf the consideration
15 less than the far value of the Group's share of the net assets,
iabilities and contingent habilities of the acquired entity e &
bargain purchasel, the difference 1s crecited to the Group

income statement in the penod of acquisition

At the acquisition date of a subsidiary. goodwill acquired Is
recegnised as an asset and 1s allocated to each of the cash-
generating units or groups of cash-generating units expected to
benefit from the business combination's synergies and to the
lowest level at wruch management monitors the goodwill
Goodwill arising on the acquisition of jont ventures and
associates 1s included within the carrying value of the invesiment.
On disposal of a subsidiary, joint venture or associate. the
attriputable amount of goodwil 1s included in the determination
of the profit or koss on dispesal

where the Group obtains control of a joint venture or associate,
the Group's previously held interests in the acquired entity is
remeasured to its acquisition date far value and the resulting
gain or loss, f any. 15 recognised in the Group income statement

Cloud software licence agreements

Licence agreements to use cloud software are treated as service
contracts and expensed in the Group iIncome statement. unless
the Group has both a contractual right to take possession of the
software at any time without sigrmficant penalty and the ability
to run the software independently of the host vendor In such
cases the icence agreement 15 capitahsed as software within
intangible assets

Intangible assets

Intangible assets. such as software and pharmacy icences, are
measured initially at acquisiion ¢ost or costs incurred to develop
the asset Intangble assets acquired in a business combination
are recogrised at far value at the acquisit:on date

Following initral recognition, intangible assets with finite useful
iivess are carried at cost less accumulated amorusation and
accumulated impairment losses They are amortised on a
straight-line basis over their estimated useful lives. et 5%-25%
of cost per annum
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Research costs are expensed as mcurred. Development
expenditure incurred on an indndual preject is capitalised

only if specific criteria are met

Property, plant and equipment

Property. plant and equipment is carried at cost less accumulated
depreciation and any recognised impawrment in value, Property,
plant and equipment is depreciated on a straight-line basis to

its residual value over its anticipated useful economig life

The following depreciation rates are applied for the Group

- freehold and leasehold butldings with greater than 40 years
unexpired - at 2.5% of cost;

leasehold properties with less than 40 years unexpired are
gepreciated by equal annuat instalments over the unexpired
period of the lease: and

fixtures and fitings. office equipment and motor

vehicles - at rates varying from 10% to 33%

Assets held under finance leases are depreciated aver their
expected useful ives on the same basis a5 owned assets or.
when sharter, over the term of the relevant lease.

Impairment of nen-financial assets

Goodwill 15 reviewed for impairment at ieast annually by assessing
the recoverable amount of each cash-generating unit, or group of
casnh-generating units, to which the goodwill relates For all other

nen-financial assets (including other intangible assets and property,

plant and equipment) the Group performs impairment testing
where there are indicators of impairment wWhere the asset does
not generate cash flows that are independent from other assets,
the Group esumates the recoverable amount of the cash-
generating unit to which the asset belongs

The recoverable amount is the higher of fair value less costs of
disposal, and value 1n use. When the recoverable amount is less
than the carrying amaunt, an imparment loss is recognised
immediately in the Group income statement.

Goodwill mpairments are not subsequently reversed, Where
an impairment loss on other non-financial assets subsequently
reverses, the carrying amount of the asset (or cash-generating
unit) 15 increased to the revised estimate of the recaverable
amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined
If no iImpairment loss had been recognised for the asset

{or cash-generating umt) in prior years. A reversal of an
impairment loss 1s recognised immediately as a credit to

the Group income statement.

Investment property

Investment property assets are carned at cost less accumulated
depreciation and any recognised impairment in valug The
depreciation poiicies for investment property are consistent
with those described for property. plant and equipment

Inventories

Inventories comprise goods and development properties held for
resale Inventories are valued at the lower of cost and fair value
less costs to seli using the weighted average cost basis. Directly
attributable costs and ncomes {including apphcable commercial
income) are ncluded 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 banks, lcans and
advances to banks, certificates of deposits and other receivables
together with short-term deposits with an original maturity of
three months or less
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Non-current assets held for sale and discontinued operations
Non-current assets (or disposal groups) are ¢classified as assets
held for sale when their carrying amount is to be recovered
principally through a sale transaction and a sale 15 considered
highly probable. They are stated at the lower of carrying amount
and fair value less costs to sell

Discontinued operations

In accordance with IFRS § *Non-current Assets Held for Sale
and Discontinued Operations', the net results of discontinued
operations are presented separately in the Group income
statement (and the comparatives restated) and the assets and
liabilities of these operations are presented separately in the
Group halance sheet Refer to Note 7 for further detaiis

Leases

Leases are classified as finance leases whenever the terms of the
lease transfer substantially all the risks and rewards of ownership
to the lessee. All other leases are Classified as operating leases

The Group as alessee

Assets held under finance leases are recognised as assets of the
Group at their fair value or, if lower, at the present value of the
mirimum lease payments, each determined at the inception of
the lease The corresponding hability 15 included in the Group
balance sheet as a finance lease obligation Lease payments are
apportioned between finance charges and a reduction of the
lease oblhigations so as to achieve a constant rate of interest on
the remaining balance of the liability. Finance charges are charged
to the Group income statement Rentals payable under operating
leases are charged to the Group income statement on a straight-
ne basis over the term of the tease

The Group as a lessor

Amounts due from lessees under finance leases are recorded as
receivables at the amount of the Group's net investment in the
leases Finance lease iIncome)s allocated to accounting pencds so
as to reflect a constant periodic rate of return on the Group's net
investment in the lease Rental ncome from operating leases is
recognised on a straight-line basis over the term of the lease

Sale and teaseback

A sale and leaseback transaction is one where the Group sells an
asset and immediately reacquires the use of the asset by entering
into a lease with the buyer

For sale and finance leasebacks any profit from the sale is
deferred and amortised over the lease term. For sale and
operating leasebacks. generally the assets are sold at fair value,
and accordingly the profit or loss from the sale is recognised
immediately m the Group income statement

Post-empleyment obligations

For defined benefit plans, obligations 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 Iives of employees
and financing costs are recognised in the periods in which they
arise Actuarial gains and losses are recognised immediately in

the Group statement of comprehensive iIngome/lloss).

Payments to defined contnbution schemes are recognised as an
expense as they fall due

Share-based payments

The fawr value of employee share option plans, which are all
equity-settled, is calculated at the grant date using the Black-
Schotes or Monte Cario mode! The resulting cost 1s charged to the
Group Income statermnent over the vestung period The value of the
charge is sdjusied to refiect expected ang actual levels of vesting



Taxation
The tax expense included in the Group income statement consists
of current and deferred tax

Current tax is the expected tax payable on the taxable mcome
for the financial year, using tax rates enacted or substantively
enacted by the balance sheet date. Tax expense is recognised in
the Group income statement except to the extent that it relates
to items recognised in the Group statement of comprehensive
income/(loss) or directly in the Group statement of changes in
equity. :n which case it is recognised sn the Group statement of
comprehensive iIncome/lloss) or directly in the Group statement
of changes in equity. respectively

Deferred tax s provided using the balance sheet liability method,
providing for temporary differences between the carrying amounts
of assets and liabilities 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 perniod when the hability is settled or the gsset 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
income/{loss). in which case the deferred tax s also recognised in
equity. Or other comprehensive Incorne, respectively.

Deferred tax assets are recognised to the extent that it is probable
that taxable profits will be available against which deductible
temporary differences can be utihsed

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all
or part of the assets to be recovered

Deferred tax assets and liabilities are offset against each other
when there is a legally enforceable right to set off current taxation
assets against current taxation habihties and (t1s the intention to
settle these on a net basis.

Tax provisions are recognised for uncertain tax positions where
a nisk of an additional tax liability has been identified and it 1S
probable that the Group will be required to settle that tax.
Measurement 1s dependent on management’s expectation of
the outcorne of gecisions by tax authonues in the various tax
Jurisgictions in which the Group operates This is assessed on

a case-by-case basis using In-house tax experts. professional
firms and previous experience Refer to Note &

Fareign currencies

The consoldated financial statements are presented in
Pounds Sterling, which is the ultimate Parent Company's
functional currency

Transactions in forgign currencies are transiated to the funcucnal
currency at the exchange rate on the date of the transaction,

At each balance sheet date. monetary assets and habilities that
are denominated in foreign currencies are retranslated to the
functional currency at the rates prevailing on the balance sheet
date. Exchange differences are recognised in the Group income
statemnent in the period in which they arise, apart from exchange
differences on transactions entered into to hedge certain foreign
currency risks, and exchange differences on menetary items
forming part of the net investment in a foreign operation.

The assets and liabitities of the Group's foreign 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 are recognised in the Group
statement of comprehensive income/iloss) and are included

in the Group's transtation reserve Such transiation differences
are recognised as Income or expenses in the period in which
the operation is disposed of

Financial statements

Goodwill and fair value adjustments arising on the acquisition of
a foreign entity are treated as assets and liabilities of the foreign
entity and translated at the closing rate

Financial instruments

Financial assets angd financial habilities are recognised in the Group
balance sheet when the Group becomes a party to the contractual
provisions of the instrument. Financial assets are classified as
either fair value through profit and loss, fair value through other
comprehensive income, or amortised ¢ost. Classification and
subsequent remeasurement depends on the Group's business
model for managing the financial asset and its cash flow
characteristics Assets that are held for collection of contractual
cash flows, where those cash flows represent solely payments of
principal and interest, are measured at amortised cost

Trode receivables

Trade receivables are non interest-beanng and are recognised
initially at fair value, and subsequently at amortised cost using
the effective interest rate method, less provision for imparrment.

Investments

Debt instruments are classified at far valug through other
comprehensive income Gains and lgsses ansing from changes in
fair value are recogmised drectly in other comprehensive ncome,
except for impairment gains or losses, interest income and foreign
exchange gains and losses, which are recogrised in the income
statement When the debt instrument 1s derecognised, cumulative
amounts in other comprehensive Income are reclassified to the
mcome statement

Equity investments have been irrevocably designated at fair value
through other comprehensive income Gans and losses arising
from changes In fair value are recognised directly in other
comprehensive income, and are not subsequently reclassified

to the Group income statement, including on derecogmucn
Impairment 10sses are not recognised separately from other
changes in fair value Dividends are recognised in the Group
ncome statement when the Group’s nght 1o recewve payment

15 established

Under A5 39. applicable for the comparative pencd, the Group's
investments were classified as available-for-sate and recognised
at far value. Gains and losses ansing from changes in fair valug
were reccgnised directly in ather comprehensive income, until
the security was disposed of or was determined to be impaired,
at which time the cumulative gain or 10ss previously recognised in
other comprehensive income was inciuded in the Group iIncome
statement for the penod

Loans and advonces to customers and banks

Loans and advances are initially recognised at fair value plus
directly related transaction costs Subsequent tonitial recognition,
these assets are carned at amortised ¢ost using the effective
interest method tess any impairment 10sses

Impairment of finoncial gssets

The Group assesses on a forward-iooking basis the expected
credit 1osses {ECLs) associated with its financial assets carned at
amaortised cost and debt instruments at fair value through other
comprehensive iIncome The ECLs are updated at each reporting
date to reflect changes in credit nsk

The three-stage model for impairment has been applied 1o loans
and advances to customers and banks. debt instruments at fair
value through other comprehensive income, and loan recevabtes
from joint ventures and associates The credit risk s determined
through modelling a range of possible outcemes for different loss
scenarios, using reasonable and supportable information about
past events current conditions and farecasts of future events and
economic conditions and taking into account the time value of
meney A 12-month ECL 1s recognised. unless the credit risk on the
financial asset increases significantly after mutial recognition. when
the lifetime ECL 1s recogrised
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Notes to the Group financial statements continued

Note 1Accounting policies, judgements and estimates
continued

for trade and other receivables, contract assets and lease
receivables. the Group applies the simplified approach permitied
by IFRS 8, with ifetime ECLs recognised from initial recognition of
the receivable These assets are grouped. based on shared Credit
risk characteristics and days past due, with ECLs for each grouping
determined based on the Group's hustorical credit loss experience.
adjusted for factars specific 10 each receivable, general economic
conditions and expected changes in forecast conditions.

Under 1AS 39, applicable for the comparative period, the Group's
Ioan wnpairment provisions were established to recognise incurred
impairment l0sses in its portfolo of loans classified as loans and
receivables and Carried at amortised cost. At each reparting date,
management reviewed the carrying amounts of its loans and
advances to determine whether there was any indication that
those assets had suffered an impairment ioss

If there was objective evidence that an impairment loss on a
financial asset or group of financial assets classiied as loans and
advances had been incurred, management measured the amount
of the loss as the difference between the estmated future cash
flows from the asset or group of assets discounted at the effective
interest rate of the instrument at initial recognition impairment
losses were assessed individually for financial assets that were
indraidually significant and collectvely for assets that were not
indwidually significant. In making coflective agsessments of
impairment, financial assets were grouped Into portfolios

on the basis of similar characteristics

Loan impairment prowisions were established on a portfolio basis
using statistical methodology taking into account the level of
arrears. security. past loss experience, credit quality and defaults
based on portfolio trends.

The portfohos inciude mortgages. credit card receivabies, personal
current accounts and personal loans. The future credit quahty of
these portfolios 15 subject to uncertanties that could cause actual
credit losses to differ materially from reported impairment loan
provisions. These uncertanties include the economic environment,
notable interest rates and their effect on customer spending, the
unemployrment [ével, payment behaviour and bankrugtcy trends,

Impairment losses under IAS 39 were recognised In the Group
income statement and the carrying amount of the financial asset
or group of finantial assets reduced by establishing an allowance
for impairment lasses. If n a subsequent period the amount of
imparrment loss reguced and the reduction could be ascribed
to an event after the impairment was recognised, the previously
recognised loss was reversed by adjusting the allowanice. Once an
impairment 10ss was recogrused on a financial asset or group of
financial assets, tnterest Income was recognised on the carrying
amount using the rate of interest at which estimated future cash
flows were discounted in measuring impairment.

Interest-bearing borrowings

Interest-bearing bank loans and overdraits are nitially recorded

at far value, net of attriputable transaction costs. Subsequent
toinitial recognition, interest-beanng borrowings are stated at
amortised cost with any difference between proceeds and
redemption value being recagnised in the Group income statement
over the period of the borrowings on an effective interest basis

Trade payables

Trade payables 8re non interest-bearing and are recognised initially
at far value and subsequently measured at amortised cost using
the effective interest method

Equity instruments
Equity instruments ssued by the Group are recorded at the
proceeds received, net of direct 1ssue Costs
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Derivative financiol instruments and hedge accounting
The Group uses derivative financial iInstruments to hedge its
exposure to foreign exchange. interest rate and commodity
risks arising from operating, financing and investing activities
The Group does not hold orissue derivative financial
instruments for trading purposes

Dervative financial instruments are recognised and stated at far
value Where derivatives do not qualify for hedge accounting, any
gains or losses on remeasurement are immediately recogn:sed in
the Group income statement Where dervatives qualify for hedge
accourting. recognition of any resultant gain or loss depends on
the nature of the hedge relationshsp and the item being hedged

At inception of designated hedging relationships. the Group
documents the risk management objective and strategy for
undertaking the hedge. the nature of the risks beng hedged and
the ecanomic relationship between the item being hedged and
the hedging Instrument, including whether the change in cash
flows of the hedged item and hedging instrument are expected
to offset each other

As permitted under IFRS 9 the Group has elected to continue
to apply the existing hedge accounting requirements of 1AS 39
for its portfoho hedge accounting until 8 neéw macro hedge
accounting standard 15 implemented

Dervative financial nstruments with maturity dates of
more than one year from the reporting date are disclosed
as non-current,

Fair value hedging

Derivative financial nstruments are classified as fair value hedges
when they hedge the Group's exposure to changes in the fair
value of a recognised asset or liabiity Changes in the fair value of
derivatives that are designated as fair value hedges are recognised
in the Group income statement withun finance income or costs.
together with any changes in the fair value of the hedged item that
15 attributable to the hedged risk

Cash flow hedging

Derwvative financial instruments are classified as cash flow hedges
when they hedge the Group’s exposure 10 variability in cash flows
that are either attributable to a particular risk associated with a
recognised asset or liability. or a highly probable forecasted
transaction The effective element of any gain or loss from
remeasuring the derivative instrument is recogmsed directly

in the Group statement of comprehensive income/(lossl and

the ineffectwe element s recognised immediately in the Group
income statement within finance income or costs

Amounts recognised m other comprehensive mcome are recycled
to the Group income statement when the hedged item or
transaction affects the Group income statement

Hedge accounting 1s discontinued when the hedging instrument
expires or is sold. terrminated or exercised. The cumulative

gain or loss In other comprehensive income remains until the
forecast transaction occurs or the onginal hedged item affects
the Group Income statement If a forecast hedged transaction
15 o longer expected to occur, the cumulative gain or loss in
other comprehensive income is reclassified to the Group
income statement.

Net investment hedging

Derwvative financial instruments are classified as net investment
hedges when they hedge the Group's net investment in an gverseas
operation The effective element of any foreign exchange gain or
loss from remeasuring the derivative instrument is recognised
directly \n other comprehensive income Any ineffective element is
recognised immediately in the Group income statement Gains and
|osses accumuiated in other comprehensive income are included

in the Group income statement when the foreign operation 15
disposed of



Offsetting financial instruments

Financial assets and liabiities are offset and the net amount
reported in the Group balence sheet when there is a current legally
enforceable right to offset the recogrised amounts and there 1$ an
intention to setthe on a net bays or realise the asset and settle the
liability simultanecusly

Provisions

Prowisions are mgasured at the present value of the expenditures
expected ta be required to settle the obligation using a pre-tax
discount rate that reflects current market assessments of

the time value of maney and the nsks specific to the obligation
The increase in the provision due to passage of time 1s recognised
as interest expense

Provisions for onerous leases are recognised when the Group
believes that the unavoidable costs of meeting or exting the lease
ohkgations exceed the economic benefits expected to be receved
under the lease

Supptier financing agreements

Management reviews supplier financing agreements to

determine the appropriate presentation of balances outstanding
35 trade payables or borrowings, dependent on the nature of each
arrangement Factors considered in deterrmiming the appropriate
presentation include the commercial rationale for the
arrangement, impact on the Group's working capital pesitions,
credit enhancements or other benefits provided to the bank

and recourse exposures

Balances outstanding under current supplier financing
arrangements are classified as accounts payables, since the
financing arrangements are agreed between the suppher and
the banks, and the Group does not provide additional credit
enhancement nor obtain any benefit from the arrangements
These outstanding balances are not material to the Group

Judgements and sources of estimation uncertainty

The preparation of the consolidated Group financial statements
requires management Lo make judgements, estimates and
assumptions in applying the Group’s accounting policies to
determine the reported amounts of assets, liabilities, iIncome and
expenses The estimates and associated assumptions are based on
historical experence 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 apphed prospectively.

Critical accounting judgements

Critical judgements. apart from those involving estimations, that
are applied in the preparation of the conschdated financial
statements are discussed below

Buslness combinations

The acquisition of Booker Group pic (Booker) on 5 March 2018 has
been accounted for as an acquisition of a business (n accordance
with IFRS 3 ‘Business Combinations’, resulting in the recognition of
goodwilt of £3.093m This goodwill rs aliocated and tested for
rmpairment at the UK group of cash-generating units, which s the
level at which management monttors the gcodwill Refer to Note 10
and Note 3i for further additional disclosures

Joint ventures and associates

The Group has essessed the nature of its joint arrangements

under IFRS 11 ' Joint Arrangements’ and determined them to be jont
ventures The Group has also assessed that Gain Land Limited s an
associate These assessments required the exercise of judgement
as set out in Note 13

Leases

Management exercises (udgement in determining the classification
of leases as finance or operating leases at inception of the lease
Management considers the likelihood of exercising break clauses or
extension oplions In determining the lease term Where the lease

Financial statements

term canstitutes substantially all of the economuc Iife of the asset,
or where the present value of minimum lease payments amount
to substantially all of the fair value of the property, the iease 1s
classified as a finance lease. All other leases are classified as
operating leases

Management further appties jJudgement in determining the
accounting treatment of sale and leaseback transactions Factors
considered include the substance of the transaction (by applying
the lease classification principles descnbed above) whether or not
the sale was made at the asset’s fair value and the relationship with
the buyer, which1s based on levels of control and influence {the
buyer may be an associate, joint venture or an unrelated partyl

Refer to Note 34 for additional disclosures on judgements
made relating to operating leases including those arising from
sale and leasebacks

Opaerating segments

Management has assessed the retal operations in different
countries and determined that they share simtlar economic
characteristics products, custorers and supply chain operations
The retait operations have therefore been aggregated in the UK &
ROI, Central Europe and Asia segments. in line with the way they
are managed below the Chief Operating Decision Maker (CODM)

Tesco Bank operates in a different indusiry and reports separately
hence 15 a separate segment

Following the acquisition of Booker on 5 March 2018, management
has apphed the guidance of IFRS 8 ‘Operating Segments’ in
determining the presentation of Booker's performance and
balances within the Group. Management has carefully considered

a number of areas Including how the business 1s managed on an
integrated basis with the rest of the UK retail business, the
strategic rationale of the merger in forrming the UK's leading Food
business, the significant synergies flowing across the UK businesses,
and the level at which the CODM monitors performance and
allocates resources to the business

Based on these considerations, management conclugded that the
most appropriate presentation for Booker 15 within the UK & RO
segment

Alternative performance measuras (APMs) - Exceptional items
Management exercises judgement in determining the adjustments
to apply to IFRS measurements in order to derive APMs which
provide additional useful informaticn on the underlying trends,
performance and positton of the Group This assessment

covers the nature of the item. cause of occurrence and the

scale of impact of that item on reported performance

Reversals of previous exceptional items are assessed based

on the same criteria

An analysis of the exceptronal items included in the Group income
statement, together with the impact of these items on the Group
cash flow statement, 1s disclosed in Note 4 to the Group financial

statements.

Refer to pages 178 to 181 for further details on the Group's APMs
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Notes to the Group financial statements continued

Note 1 Accounting policies, judgements and estimates
continued

Key sources of estimation uncertainty

The key assumptions about the future, and other key sources of
estimation uncertainty at the reporting period end that may have
a significant nsk of causing a matenal adjustment 1o the carrying
amount of assets and habilities within the next financial year are
discussed below

Post-employment benefit obligations

The present value of the post-employment benefit obhgations
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
Key assumptions and sensitivities for post-employment benefit
obhgations are disclosed in Note 27

Impalrment

The Group treats each store as a separate cash-generating unit
for impairment testing of property, plant and equipment Where
there are indicators of impairment, management performs an
impairment test. Recoverable amounts for cash-generating units
are the higher of fair value less cost of disposal. ang value in use
value in use is calculated from cash flow projections based on
the Group's three-year internal forecasts The forecasts are
extrapolated to five years based on management’s expectations.
and beyond five years based an estimated long-term growth
rates. Fair value s determined with the assistance of independent,
professional valuers where appropriate Key estimates and
sensitvities are disclosed in Note 11

Commercial Income

Management is required to make estimates in determsning the
amount and timing of recognition of commerciat ncome (as
defined on page 99) for some transactions with suppliers In
determining the amount of volume-related allowances recognised
in any penod. management estimates the probability that the
Group will meet contractual target volumes, based on historical
and forecast performance. There 1s hmited estimation involved in
recognising income for promotional and other allowances.

Management assesses its performance against the obligations
conditional on earming the income, with the income recognised
either over time as the obligatrons are met. or recogmised at the
point when all obligations are met, dependent on the contractual
requirements Commercial income 1s recognised as a crecht within
cost of sales Where the income earned relates to :nventories
which are held by the Group at period ends, the income is included
within the cost of those inventories, and recognised in cost of sales
upon sale of those inventonies Management views that the cost of
inventories sold (which is inclusive of commercial ncome) provides
a consistent and complete measure of the income staterment
impact of the overall supplier relationships

Management considers the best indicator of the estimation
undertaken is by reference to commercial income balances not
settled at the balance sheet date and has therefore provided
additional disclosures of commercial income amounts
reflected in the balance sheet Refer to Note 20 for
commercial income disclosures
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Tasco Bank expected credit loss measurement

The measurement of ECLs for Tesco Bank financial assets
requires the use of complex models and significant assumptions
about future macro-economic conditians and credit behaviour,
such as the hkelihood of customers defaulting and the resulting
Jlosses Key assumptions and sensitivities for Tesco 8ank ECLs
are disclosed in Note 23.

Inventories

An inventory provision 1s booked for cases where the realisable
value from sale of the inventory 1s estimated to be lower than the
inventory cerrying value Management has esumated the inventory
provisioning percentage for different product categories based on
various factors, including the expected sales profiies of theitems,
the prevailing sales prices, the item's seasonality pattern and
expected 10sses associated with slow-moving inventory items

Contingent liabllitles

Contingent liabilties are possible obligations whose existence

will be confirmed only on the occurrence of non-occurrence of
uncertain future events outside the Group's controt, or present
obligations that are not recognised because it 15 not probable that
a settlement will be required or the value of such a payment cannot
be reliably estimated The Group does not recognise contingent
liabiities but discloses them Refer to Note 32 for the disclosures

Interpretations and amendments to accounting standards
effective for the current year

The following standards were adopted in the current year, and
further details of their mpact on the Group financial statements
are given in Note 36

~ IFRS 9 ‘Financial Instruments'
- IFRS 15 ‘Revenue from Contracts with Customers’

Other changes to standards, interpretations and amendments
effective in the current year have not had a materialimpact on
the Group financiat statements

Standards issued but not yet effective

At the date of authonisation of these financial staternents, the
Group has not applied the following standards that have been
issued but are not yet effective The Group has not adopted any
new or amended standards early

IFRS 16 ‘Leases’ will be adopted by the Group for the accounting
period beginning 24 February 2019 Further details of the impact
of IFRS 16 on the Group financial statements are given in Note 36

The impact of the following standard s still under assessment
- IFRS 17 "Insurance Contracts’

Other changes to standards, interpretations and amendments
issued but not yet effective are not expected to have a matenial
mpact on the Group financial statements.

Alternative performance measures (APMs)

In the reporting of financial information, the Directors have
adopted various APMs These measures are not defined by IFRS
and therefore may not be directly comparable with other
companies’ APMs, iIncluding those in the Group's industry

APMs should be considered in addition to, and are not intended
to be a substitute for, or supenor to, IFRS measurements



Purpose

The Directors believe that these APMs assist in providing additional
useful information on the underlying trends, performance and
position of the Group

APMs are also used 1o enhance the comparability of information
between reporting periods and gecgraphical units [such as
Iike-for-like salesh. by adiusting for non-recurring or uncontrotiable
factors which affect IFRS measures. to aid users in understanding
the Group's performance

Consequently, APMs are used by the Directors and management
for performance analysis, planming. reperting and incentive-
sething purposes

The key APMs that the Group has focused onin the penod are
as fallows

- Group sales Trus is the headiline measure of revenue for the
Group. It excludes the impact of sales made at petrol filling
stations due to the significant volatility of fuel prices This
volatility is outside the control of management and can mask
underlying changes in perfarmance

- Like-for-lke sales This 15 a widely used indicator of a retaiier’s
current trading perforrmance It 1s a measure of growth in Group
onhne 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

- Qperating profit before exceptional items and amortisation of
acquired intangibles This 1s the headhine measure of the Group's
performance. and 1s based on operating profit before the impact
of exceptional items and amortisation of intangible assets
acquired in business combinations Exceptional iterns refate to
certain costs or incomes that dertwve from events or transactions
that fall within the normal activities of the Group but which,
individually or 1f of similar type, n aggregate, are exchuded by
wirtue of therr size and nature in grder to reflect management's
wview of the underlying performance of the Group

- Retall operating cash flow This s the operating cash flow from

continuing operations, excluding the effects of Tesco Bank's

cash flows

Retall free cash flow Retail free cash flow inctudes all cash flows

from operating and investing activities and the market purchase

of shares net of proceeds from shares issued in relation to share
schemes, excluding the effects of Tesco Bank's cash flows The
following items are exctuded' investing cash fiows that increase/
decrease items within Net debt, and cash flows from major
corporate acquisitions and disposals

- Net debt. This excludes the net debt of Tesco Bank but includes

that of the discontinued operations to reflect the net debt

obiigations of the Retall business

Diluted earnings per share from continuing operations before

exceptional items and amortisation of acquired intangbles.

net pension finance costs and fair value remeasurements on

financial instruments This relates to profit after tax before

exceptional items and amortisation of acquired intangibles from
continuing operations, net pension finance costs and fair value
remeasurements on financial instruments attrbutable to owners
of the parent dvided by the weighted average number of
ordinary shares in 1issue during the financial penod adusted for
the effects of potentially diiutive share options

Some of the Group's IFRS measures are translated at constant
exchange rates Constant exchange rates are the average actual
penodic exchange rates for the previous financial period and are
used to eliminate the effects of exchange rate fiuctuations in
assessing performance. Actual exchange rates are the average
actual penodic exchange rates for that financial period

Financial statements

Changes to APMs
During the peried. the following change has been applied to
the Group's APMs

- The Directors and management have decided to exclude
the amortisation of iIntangible assets acquired in business
combinations from profit measures The amertisation charge
15 excluded because management does not consider the
incremental amortisation charge arising from acquired intangble
assets when assessing the underlying trading performance of
the Group. Business combinations which occurred before the
acquisition of Booker did not result in a matenal amortisation
expense arising from the acquired ntangible assets

As a result of the change above. the following APMs have been
changed to exclude the armortisation of intangible assets acquired
In businegss combinations

- Operating profit before exceptional items and amortisation
of acquired mtangibles,

- Profit before tax before exceptionat items and amortisation
of acquired intangibles, net pension finance costs and fair
value remeasurements on financial instruments.

~ Earnings per share from continuing operations before

exceptional iterns end amortisation of acquired intangibles,

net pension finance costs and far value remeasuremeants on
financial iInstruments,

Effective tax rate before exceptional items and amortisation

of acquired intangibles; and

- Effective tax rate before exceptional items and amortisation
of acquired intangibles. net pension finance costs and fair
value remeasurements on financial Instruments

QOperating margn is now calculated as Operating profit before
exceptional itams and amortisation of acquired intangibles
drided by revenue

Refer 1o the Glossary (pages 178 to 181) for a full hst, comprehensive
descriptions and purpose of the Group’s APMs.
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Notes to the Group financial statements continued

Note 2 Segmental reporting

Tne Group's operating segments are deterrmined based on the Group’s internai reporting to the Chief Operating Decision Maker {CODM)
Tne CODM has been determined to be the Group Chief Executive. with support from the Executive Committee, as the function primarily
responsible for the allocation of resources to segments and assessment of performance of the segments

Following the acquisition of Booker on 5 March 2018, management has applied judgement in determining the presentation of Booker
within the UK & RCI Retall segment Note 1 provides further details on the rationale for this presentation

The principal actwities of the Group are therefore presented in the foliowing segments:

- Retailing and associated activities (Retail) in:
UK & RO - the United Kingdom and Republic of Ireland,

Central Europe - Czech Republic, Hungary, Poland, Slovakia; and

Asia ~ Malaysia and Thalland.

- Retail banking and insurance services through Tesco Bank in the UK (Tesco Bank),

This presentation reflects how the Group's operating performance 15 reviewed internally by management.

The CODM uses cperating profit before exceptional items and amortisation of acquired intangibles, as reviewed at monthly Executive

Committee meetings, as the key measure of the segments’ results as it reflects the segments’ underlying performance for the financial year
under evaluation Operating profit before exceptional items and amortisation of acquired intangibles is a consistent measure within the Group
as defined within Note 1 Refer 1o Note 4 for exceptional items and amortisation of acquired intangibles Inter-segment revenue between the

operating segments s not material,

Income statement

The segment results and the reconciliation of the segment measures to the respective statutory items included in the Group income

statement are as follows.

Totatat

Tatat

Central Tesco constant Foregn at actual
52 weaks ended 23 February 2019 UK &8 RO} Europe Asia Bank exchange exchange exchange
At constant exchange rales £m £m £m £m £m £m £m
Continuing operations
Group sales 44.876 6,058 4.746 1.097 56.777 106 56,8983
Revenue 51.636 6,325 4,746 1,097 63.804 107 63.911
Operating profit/{loss) before exceptional items 1,536 186 278 197 2,198 8 2,206
and amortisation of acquired intangibles
Exceptional items and amortisation of acquired intangibles {2) 46 (66) {30) 152} 1) {53}
Operating profit/{loss) 1,534 232 213 167 2,146 7 2,153
Operating margin 3.0% 2.9% 5.9% 18.0% 3.4% 3 5%
Total
Central Tesco at actual
52 weeks ended 23 February 2019 UK & ROI Europe Asla Bank exchange
At actual exchange rates Em £m £m £m Em
Continuing operations
Group sales 44,883 5.030 4873 1.097 56 883
Revenue 51643 6.298 4873 1.097 63.91
Cperating profit/lloss) befare exceptional items 1,537 186 286 197 2,206
and amertisation of acquired intangibles
Exceplional items and amortisation of acquired intangbles 2 46 (67) (30) {53)
Qperating profit/{loss) 1,535 232 219 167 2,953
Operating margin 30% 3.0% 6.9% 18.0% 35%
Share of post-tax profits/itosses} of joint ventures and associates 35
Finance income 22
Finance costs {536)
Profit/(loss) before tax 1,674
Total
Central Tesco at actual
52 weeks ended 24 February 2018 ireststed) UK 8 RC% Europe Asia Benk exchange
At actual exchange rates £m £m £ £m £m
Continuing operations
Group sales 38,656 6,343 4,947 1,047 50,993
Revenue 44,94 6,585 4,947 1,047 57.493
Oparating profit/(loss) bafore exceptional items 1,059 n9 269 169 1,646
and amortisation of acquired intangibles
Exceptional items and amortisation of acquired intangibles 146 83 (22) [24) 193
Operating profit/(iass) 1,205 212 277 145 1,839
Operating margin 2 4% 1.8% 6 0% 18.1% 2.9%
Share of post-tax profits/{losses) of jont ventures and associates (6}
Finance ncome 67
Finance costs 1600}
Profit/{loss) before tax 1,300

Tesco Bank revenue of £1,097m (2018 £1,047m) comprises interest and similar revenues of £729m (2018 £673m) and fees and commussions

revenue of £368m (2018 £374m)
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Flnancial statements

Balance sheet

The following tables showing segment assets and liab:ities exclude those balances that make up net debt (cash and cash eguivalents,
short-term investments, joint venture loans and other recetwvables, bank and other borrowings, finance lease payables, dervative
financial instruments and net debt of the disposal group) Net debt balances have been included within the unaliocated segment to
reflect how the Group manages these balances Intercompany transactions have been elminated other than intercompany transactions
with Tesco Bank in net debt

Central Tesco

UK & ROI Europe Asia Bank Unallocated Total
At 23 February 2019 £m £m £m Em £m £m
Goodwill and other intangible assets 4927 27 284 1.026 - 6 264
Property. plant and equipment and investment property 13.638 2 669 2.690 62 - 19,059
Investments in joint ventures and assoclates 12 1 6505 86 -~ 704
Non-current financiat assets at fair value through
other comprehensive income 3 - - 976 - 479
Non-current trade and other recevables® 52 5 4 19 - 90
Non-current loans and advances to customers and banks - - - 7.868 - 7 868
Deferred tax assets - 24 50 58 - 132
Non-current assets® 18,632 2,726 3,643 10,095 - 35,086
Inventories and current trade and other recevables®™® 3.066 487 39C 285 - 4228
Current ipans and advances 1o customers and banks - - - 4882 - 4.882
Current financial assets st fair value through
other comprehensive Income - - - 67 - 67
Total trade and other payables (7.627) {8on (10869) {241) - {9.738)
Total customer deposits and deposits from banks - - - (12 128) - (12.128)
Total provisions (889) {65} {61) i52) - (1067)
Deferred tax habinies {196) (28} 012 - - (238)
Net current tax (265) {12} ) (31 - {319)
Post-employment benefits (2 788) - (20) - - (2.808)
Assets classified as held for sale 68 30 - - - 98
Net debt (including Tesco Bank)*®! - - - 1378) (2.863) {3 241)
Net assets 10,001 2,337 2,860 2,499 (2,863) 14,834
@ Excludes loans 10 joint ventures of £105m (2018 £138m} which form pan of net debt
& Excludes derivative financial nstrument non-current assets of £1,178m (2018 £117m)
= Excludes netinterest and ather receivables of £Ym (2018 Eim) which form part of net debt
" Excludes koans Lo point ventures of E28m [208 Emi) which form part of net debt
“ Refer (o Note 30

Central Tesco

UK & ROI Europe Asia Bank Ungliocated Total
Al 24 February 2018 (restated) fm fm £m £m £m £m
Geodwill and other intangible assets 1.281 36 2N 1,073 - 2,661
Property, plant and equipment and investment property 13,190 2,799 2 564 68 - 18 621
Investments in joint ventures and associates 12 ] 586 a0 - €89
Nen-current financial assets at fair value through other comprehenswe
ncome 3 - - a57 ~ 860
Non-current trade and other receivables™ 30 & 12 ~ - 48
Non-current loans and advances to custorners and banks - - - 6.885 - 6885
Deferred tax assets 18 33 65 - - 16
Non-current assets®™ 14,534 2,875 3,498 8,973 - 29,880
Inventories and current trade and other receivables®™® 2,435 BIQ 399 323 - 3767
Current Ioans and advances to customers and banks - - - 4637 - 4 637
Current financial assets at fair value through other comprehensive income - - - 68 - 68
Total trade and other payables (7 236) (853} {1.028) 1241 - 5,358)
Totat customer deposits and deposits from banks - - - (10,784} - 10.784)
Total provisions 1.034) moj {47 (74} - 11 265)
Deferred tax liabilities {21 (35) 32 (8) - (96}
Net current tax (283) 9 (18} 135) - (323)
Post-employment benefits 3 261} - {21} - - {3.282}
Assets classified as held for sale 95 54 - - - 149
Net debt {including Tesco Bank)® - - - (288) (2 625} (2,913)
Net assets 5,249 2,632 2,753 2,571 (2,625) 10,480

-l Rater 1o prevous table for footnotes
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Notes to the Group financial statements continued

Note 2 Segmental reporting continued

Other segment information

Central Tesco  Total conunuing Discontinued
UK 8 ROI Europe Asia Bank operations operations Total
52 weeks ended 23 February 2015 Em £m £m £m £m Em £m
Capital expenditure inclsding acquisitions
through business combinations)
Property. plant and equipment™ 1,028 n3 232 4 1.377 - 1.377
Investrnent property - - - - - - -
Goodwill and other intangble assets™ 4,005 7 3 27 4,052 - 4,052
Depreciation and amortisation
Property. plant and equipment (699) {138} (234) (10) (1.079) - (1.079)
Investment property 11}] - - - m - 1]
Other intangible assets 2010 {14 ] {73) {295) - {295)
Impairment-
Property. plant and equipment loss {46} (B4) (36) - (146) - {146)
Property, plant and equipment reversal 129 86 4 - 29 - 219
investment property loss - in - - 1 - {1
Investment property reversal 2 - - - 2 - z
Goodwill and other intangible assets loss (5 (6} - - 21 - (21
Other intangible assets reversal - 5 - - s - 5
Financial assets net fioss)//reversal (20} - {1 {164) {185) - 1185
“ Includes E326m acquired through business combrnations
® Includes £3 85tm {2018- £.8m) of goodwill e other intangible assets acquired through business combinations
Central TJesco  Total continuing Discontinued
UK 8 RO Europe Asia Bank aperauons cperations Total
52 weeks ended 24 February 2018 [restated) £ £m £m £m Em £m £m
Capital expenditure (iIn¢luding acquisitions
through business comtinations)
Property plant and equipment 940 n? 236 7 1300 - 1.300
Investment property 1 - - - 1 - 1
Goodwill and other intangible assets 141 16 3 43 203 - 203
Depreciation and amorysation,
Property. plant and eguipment (686) 47 1230) {12) 01,075) - (1,075)
investment property ] - - - [§)] - m
Other intangible assets (121} 18 9 {7 (239} - {219)
Impairment
Property, plent and equipment loss (50} {6 32} - (88) - (88)
Property. plant and equipment reversal 154 12 9 - 275 - 275
Investment property loss - 3} - - ] - {)]
Investment property reversai 3 2 - - 5 - 5
Goodwill and other intangible assets (oss (20} @) - - (28) - {28}
Other intangible assets reversal 4 - - - 4 - A
Financial assets net [loss)/reversal (6) 3 \!] {137 (141 - {14y

Tesco PLC Annual Report and Financial Statements 2019



Cash flow statement

Financial statements

The following tables provide further analysss of the Group cash flow statement. including a sphit of cash flows between Retaill and Tesco Bank.

Retail Tesco Bank Jesco Group
Belore Before
exceplional Excepuional exceptonal  Exceptional
nems and itemns and fems and items and
amortisaton amortisation amoriisatiogn amortisation Tesco
of acquired  of acgquired Retal  of acquired  of acqured Bank
intangibles  inkangibles Total intangibles  intangbles Total Total
52 weeXs ended 23 February 2018 £m Em £m £m Em £m £m
Qperating profit/lloss) of continuing operations 2,009 23} 1,986 197 (30) 167 2,153
Depreciation and amortisation 1214 8 1292 83 - 83 1,375
ATM net income (34} - (34) 3 - 34 -
(Profit)/koss arising an sale of property, plant and equipment and 5 no4) {99) 18} - (8) {107
intangible assets
{Profit)/loss arising on sale of subsidiaries and financial assets at far m [44] (8 - - - 8}
value through other comprehensive income
{Profit)/loss arising on sale of joint ventures and associates - - - - - - -
Net impairment loss/(reversal) on financial assets at fair value through - - - - - - -
other comprehensive Income
Net impairment loss/(reversal) on property. plant and equipment, (3 55) (58) - - - {58)
intangible assets and investment property
Adjustment for non-cash element of pensions charge 45 - 45 - - - 45
Additional contnbutron into defined benefit pension schemes (266) - {266) - - - (266)
Share-pased payments 82 - 82 (5} - {5 77
Tesco Bank fair value movements incivded in operating profi/(loss) - - - 127 - 827 127
Cash flows generated from operations excluding working capital 3,051 an 2.940 428 {30 398 3,338
{Increasel/decrease in working capital (312 {126} (438) {223) {35} {258) 1696)
Cash generated frem/{used in) operations” 2,739 {237 2,502 205 (65) 140 2,642
Interest paid (301 - {300 (5 - {5 (306)
Corporation tax {pad)/received (302) - (302} (68) -~ 68} 1370
Net cash generated from/(used in) operating activities 2,136 {237 1,899 132 (65) &7 1,966
Proceeds from sale of property. plant and equipment, investment property, 22 263 285 1 - 1 286
intangible assets and non-current assets classified as held for sale
Purchase of property plant and equipment. Ihvestment property and 136} - (136} - - - 136}
non-current assets classified as held for sale - store buybacks
Purchase of property, plant and equipment Investrment property and (962} - (962 {3) - [&]] (965)
non-current assets classified as held for sale - other capital expenditure
Purchase of Intangible assets (154) - (164) (27 - 27 {19n
Disposal of subsidiaries. net of cash disposed 8 - 8 - - - g
Acguisition of subsiciaries net of cash acquired (Note 31) {715) - (715) - - - 715}
Proceeds from sale of joint ventures and associates - - - - - - -
Net increase/(decrease) in loans 1o joint ventures and associates - - - 5 - 5
Investments in jaint ventures and associates (i - on - - - (i
Net investments in)/proceeds fram sale of short-term investments 639 - 39 - - - 639
Net investments in)/proceeds from sale of financial assets at fair value ) 7 2 {124) - 124) (22)
through other comprehensive income
Dwidends recewed from joint ventures and associates kil - 31 10 - 0 4]
Dwidends received from Tesco Bank 50 - 5C 50) ~ (50} -
Interast receved 18 - 18 - - - 18
Net cash generated from/{used in investing activities {1,225} 270 {955) {188} - {188} 11,143}
Proceeds fram 1ssue of ordinary share capital 60 ~ 60 - - - 60
Qwn shares purchased {208] - 1206) - - - 208}
Add Cash outftow from major acquisition (Note 31) 747 - 747 - - - 747
Less Net increase/(decrease) in leans 10 10int ventures and assotiates - - - 8) - (5) {5}
Less, Net investments in/lproceeds from sale of) short-term investments (633) - 1639) - - - 1639}
APM: Free cash flow 873 33 906 161} {B5) (126) 780
Increase in borrowings 704 - 704 27 - 2N 975
Repayment of borrowings (2 046) - (2 046) (425) - {425) (2,471}
Net cash flows from derwvative hinancial nstruments 35 - 35 - - - 35
Repayment of obligations under finance leases 17 - (17} - - - an
Divdends paid to equity holders (357) - (357) - - - (357}
Net cash generated from/(used in) financing activities 1,827} - 1,827 {154) - (154) (1,981
Intra-Group funding and intercompany transactions (14} - (14) 14 - 4 _
Net increase/{decrease) in cash and cash equivalents {930) 33 (897) (196) {65) (261} 1.158)
Cash and cash equivalents at the beginning of the year 2,755 1304 4,059
Effect of foreign exchange rate changes 15 - 15
Cash and cash equivalents st the end of the year 1,873 1,043 2,916

* APM Retalcperating cash flow of £2 502m is the cash generated from operations of the continuing Retall business
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Notes to the Group financial statements continued

Note 2 Segmentai reporting continued
Cash flow statement continued

Retall Teseo Bank Teseo Group
Before Before
exceptional  Exceptional exceptional  Exceptional
tems ang’ items and items and’ terms and
amortisation amortisatian amortisation amartisation
of acqured  of acquired Retal ofacqured ofsogured Tesco Bank
mtangibies  intangibles Total intangibles  intangibles Total Total
52 weeks ended 24 February 2008 (restated) m £m £m £m £m £m Em
Qperating prafit/(loss) of continuing operations 1,477 27 1,694 169 (24) 145 1,839
Cepreciation and amedtisation 1212 - 1.212 83 - 83 1,295
ATM net income {37 - (37 37 - 37 -
(Profit}/loss arising on sale of property. plant and equipment and (8) 58) 166} - - - (86)
intangible assets
tProfitd/loss ansing on sake of subsidiaries and financial assets at fair {3 162) (165} - - - (165)
value through other comprehensive income
(Profit)/loss ansmg on sale of joint ventures and assocrates 7)) (e} (23} - - - 23
Net imparment loss/(reversal) on financial assets at fawr value through (22) - (22} - - - 221
other comprehensive INCome
Net irmpairmert loss/{reversat) on property. plant and equipment. (8 {159 (] - - - %7
intangible assets and investment property
Adjustment far non-cash element of pensions charge 4 - 4 - - - 4
Additional contribution into defined benefit pension schemes (245) - {245} - - - (245)
Share-based payments 109 - 109 4 - 4 n3
Tesco Bank farr value maovements included in operating profit - - - 156 - 156 156
Cash flows generated from operations excluding working capital 2,472 (178) 2,294 449 (24) 425 219
{increase)/decrease n working capital 493 n4) 479 114 (3) m 590
Cash generated from/lused in) operations® 2,965 {192) 2,773 563 2n 536 3,309
interest paig (324) - {324) (4) - () (328)
Corporation tax {paid)/received 131} - 13w 45) - {45) {176}
Net cash generated from/lused in) operating activities 2,510 192] 2,318 514 (27 487 2,805
Proceeds from sale of property. plant and equipment, mvestment property, 75 78 253 - - - 253
intangible assets and non-current assets classified as held for sale
Purchase of property. plant and equipment investment property and {204} (Bs) {393} - - - (393)
aon-current assets classified as held for saie - store buybacks
Purchase of property, plant and equipment, investment property and (1,038) - (1.038) {9 - 9 {1047}
non-current assets classified as held for sale - other capital expenditure
Purchase of intangible assets (052} - (152) {45} - {45 1197)
Disposal of subsidiaries, net of cash disposed - 66 66 - - - 66
Acquisition of subsidianes, net of cash acquired {27} - 27 - - - (27
Proceeds from sale of joint ventures and associates 4 19 23 - - - 23
Investments in joint ventures and associates &) - (3] {15} - {15} 1
Net (investments in)/proceeds from sale of short-term nvestments 1697 - 1.697 - - - 1697
Net (investments inl/proceeds from sale of financial assets at fair valug 34 196 230 6 - 6 236
through other comprehensive income
Divdends receved from joint ventures and associates 26 - 26 - - - 26
Dividends received from Tesco Bank 50 - 50 (50 - (50} -
Interest receiveq 27 - 27 - - - 27
Net cash generated from/(used in) investing activities £86 70 756 {113) - {13 643
Proceeds from 1ssue of ordinary share capital 1 - 1\l - - - 11
tess: Net {investments in)/proceeds from sale of short-term 1,697} - 1,697 - - - (1697)
nvestments
APM: Free cash flow 1,410 122) 1,388 401 (27) 374 1,762
Increase in borrowings 13 - 13 300 - 300 3i3
Repayment of borrowings (3.570 - (3 570 (150) - (150) (3.7211
Net cash flows from derivative financial instruments 253 - 253 - - - 253
Repayment of obligations under finance ieases {10 - (10} - - - ho)
Dividends paid to equity owners (82) - (82} - - - (82)
Net cash generated from/lused in} financing activities 13,386) - (3,386} 150 - 150 (3,236}
Intra-Group funding and intercompany transactions 9 - 9 {9) - {9} -
Net increase/{decrease) in cash and cash equivalents (281) (22} (303) 542 2 515 m
Cash and cash equivalents at the beginning of the year - - 3,043 - - 789 3.832
Effect of foreign exchange rate changes - - 15 - - - 15
Cash and cash equivalents at the end of the year - - 2,755 - - 1,304 4,059

*  APM 'Retall operating cash flow™ of £2 773m 1s the cash generated from operations of the continuing Retail business
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Note 3 Income and expenses

52 weeks 52 weeks
2019 2018
Cantinuing operations Em Em
Profit/(loss) before tax is stated after charging/lcrediting) the following
Property rental income. of which E{35Im {2018. £{34)m) relates to Investment properties {358) {372)
Other rental income (56) (55}
Direct operating expenses arising on rental-earning investment properties 19 7
Costs of inventories recognised as an expense 48,124 42,297
Inventory losses and provisions 1.399 1373
Depreciauon and amortisation charged 1375 1.295
Operating lease expenses. of which £76m (2018: £70m) relates to hire of plant and machinery 1.078 1.018
Net impairment loss/(reversal} on property plant and equipment and investment property 73) L=))]
Net impairment loss/(reversal} of goodwill and other intangible assels 16 24
Net impairment loss/[reversal) on financsal assets 185 141
Auditor’s remuneration
52 weeks 52 weeks
2019 2018
£m Em
Fees payable to the Company's audrtor and its associates for the audit of the Company and Group financial statements 16 15
The audii of the accounts of the Company's subsidianes 64 53
Total audit services 8.0 68
Audit-related assurance services G5 0.5
Total audit and audit-related services 8.5 73
Fees payable to the Company's auditor and its associates for other services
Transaction services - 19
All other non-audil services 35 4.3
Total non-audit services 35 62
Total auditor's remuneration 12.0 135

Cther non-audit services of £3 5m (2018 £4 3m) represents retail consultancy services £1 3m (2048 £1.5m}. prowsion of data repository
services for information needed by the Group and Sencus Fraud Office (SFO) £1 7m (2018 £1 8m}, SFO Moniter role £0 1m (2018: £0 8m). and
ather £0 4m (2018 £0 2m) In addition to the amounts shown above, the auditor recewved fees of £0 2m (2018, £0 2m) for the audit of the man
Group pension scheme Addiional information on the non-audit services provided by the auditor is prowded in the Corporate governance
report on page B0, including how objectivity and independence 1$ safeguarded .

Employment costs, including Directors’ remuneration

52 weeks 52 weeks

2019 208

Continuing operations Notes Em £m
Wages and salares® 6 447 6.026
Social security costs 520 486
Post-emptoyment defined beneiits®™ 27 78 38
Post-employment defined contributions 27 332 316
Share-based payments expense 26 ns 252
Termination benefrs 151 ns
Total 7,648 7,233

“ Wages and satares include £100m (2018 Enil) cost relating to cash bonuses offered in the current financis! year In the prior financial year colieagues were offered the choice of cash or
equity with the corresponding cost of £124m included in the share-based payments expense line

™ includes £43m (2078 £nil past service cost related 1o guaranieed mmimum pensions (GMPs) This is treated as an exceptional item Refer to Note 4 and Note 27

@ |ncludes £145m (2018 £99m) of redundancy costs included within exceptional tems Refer to Note 4

Post-employment defined contribution charges include £10m {2018, £108m) of sataries paid as pension contributwons

The table below shows the average number of employees by operating segment during the financial year
Average number of

Average number of employees full-time equivalents
Conlinuing aperaticns 2019 2018 2019 2018
UK & ROY 344117 324117 223542 210,312
Asra 62 403 61.623 44 473 59 110
Central Europe 54,301 59,300 50.068 54 857
Tesco Bank 3.684 3.948 3.407 3.637
Total 464,505 448,968 321,480 327,916
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Notes to the Group financial statements continued

Note 4 Exceptional items and amortisation of acquired intangibles
Income statement

52 weeks ended 23 February 2019
Profit/lloss) for the year included the following exceptional items and amortisation of acquired intangibles

Total exceptional

tems and

amortisaton of
acquiredt  Share of jomt
intangibles venture and

Armunistrative Proporty- inchuded within assULIdlEs Uiscontinued
Ezcaptional ftiems and amortisation Cost of sales expenses related tems  operetingprofit  profits/itkosses) Texation operations.
of acquired intangbles included in Em £m Em £m £m £m Em
Exceptional items:
Tesco Direct closure costs® {38) - - (38} - 7 -
Net restructuring and redundancy costs® (159) 23 - ngz) - 30 -
Prowision for customer redress'< {16) - - 016) - - -
Release of amounts provided m relation to FCA obligations® - 7 - 17 - - -
Insurance recovery of amounts in relation to FCA - 20 - 20 - - -
obligations™
Property transactions® - - 104 104 i ? -
Tesco Bank FCA charge® - {16) - (16 - - -
Booker integration®™ 8) 1] - {15) - 3 -
Freetime VAT prowsion release® 176 - - 176 - 33) -
Lazada contingent proceedst - 7 - 7 - - -
GMP equalisation™ 37 {6 - (43} - 7 -
Net impairment reversal of non-current assets and onerous 10 - 1 n - 23 -
property provisions
Totai exceptional items (721 (8} 105 25 1 44 -
Amortisation of acquired intangibles:
Amprtusation of acquired intangible assets (Note 1Q) - (78) - 78] - 15 -
Total exceptional items and amortisation (72 (86) 105 (53) n 59 -

of acquired intangibles

w

This relates to mparment. redundancy and iInventory losses ariuing from the closure of the Group s nen-food business, Tesco Direct in July 2038

This net charge relates to simphificalion of cur business and working practices m Central Europe £(27km, UK & ROI £U3Wm and Asia £(26)m netted off against a E2m reduction in
business simplification costs previously orovided for in Tesco Bank

The charge of £(16km reates 10 additianal Costls n respect of Paymenl Protection insurance (PRI as a resuit of higher claim rates than previously estimaied

The Group had taken an exceplional Charge i respect of the Deferred Prosecution Agreement [DPA). including the Shareholder Compensation Scheme. in the 52 weeks to 25 February
2007 £17m charges relating 1o the Shareholder Compensation Scheme have been released in the 52 weeks ended 23 February 2019

Thes refates to an insurance recovery recopnised relauing to the Sh Comp: on

As partof the Group's strategy to mammise value fram property the Group disposed of surplys properties which generated a profit of £104m The Elim gawn relates to the Group s
share of the property disposal gain in Gain Land Limited, an associated vndertaling of the Group

This relates 1o the settiement payment to the Finangial Conduct Authonty (FCA} in raspect of an online fraudulent attack on Tesco Bank in 2016, as detalled n Note 25

This covers costs meurred in integrating Booker within the Tesce Group mainly focused on aligning distribution networks and operating platforms

After the ressfution of a dispute with HMRC regarding the treatment of VAT on Clubcard rewards ¢he related provision of £I76m was refeased Refer ta Note 25

Trus relotas 1o receipt of contingent proceeds previously held back and not recognised (n our sale proceeds

This retates to a non-cash charge in respect of the Group's defined benefit pension liability arising from equalisation of guaranteed minimum pensicns IGMPs) following recent high court
ruling. as detailed in Note 27

This compnses a net imparment reversal of £69m in property. plant and equipment, 2 et imparment charge of Elldim in giner iIntangible assets and a net charge of Ed2hm in onerous
property provisons.
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52 weeks ended 24 February 2018

Profit/loss] for the year included the following exceptional itemns and amortisation of acquired intangibles

Total excepuonal

Financial statements

1items and
amgruisation of
acquired Exceptronal tems
nangibles within
Administrative Property- included within discontinued
Exceptional iterns and amortisation Cost of sales eApeNses related items  operating profit Finance costs Taxaton operations
of acquired intangibles incluged in £m Em £m £m Em £m £m
Exceptional items:
Net restructuring and redundancy costs 145 34} 7 (102) - 19 -
Net impairment reversal of non-current 50 - 3 53 - 28 -
assets and onerous lease provisions
Provision for customer redress {24) - - 24 - (3) -
Investment disposal - 124 - 124 - (25) -
Disposai of opticians business - 38 - 38 - ) -
Release of amounts provided in retation - 25 - 25 - - -
to DPA and FCA obhgations
Property transactions - - 75 79 - (32} -
Foreign exchange losses an GBP short- - - - - (38) - -
term investments held in overseas entities
Exceptional iterns relating to discontinued - - - - - - 216
operations
Total exceptional items 149) 153 89 153 {3a) (20 216
Amortisation of acquired intangibles.
Amortisation of acquired intangible assets - - - - - - -
Total exceptional items and amortisation (49) 153 B9 193 (38) {20) 216
of acquired intangibles
Cash flow statement
52 weeks ended 23 February 2019
The tabie below shows the impact of exceptional items on the Group cash flow statement
Amortisation of acquired intangibles does not affect the Group’s cash flow
Cash flows from Cash flows from
operating actwvities INvesting acuvIties
51 weeks 52 weeks 52 weeks 57 weeks
2018 208 2019 2018
£m fm £m £m
Payments relating to Tesco Direct closure (38] - - -
Prior year restructuning and redundancy costs® {60} (56} - -
Current year restructuning and redundancy costs's (30 67} - -
Utilisation of onerous lease provisions 82 93} - -
Property transactions® - 9 263 {il)]
Property transactions - sale of investment in joint venture - - - 19
Settlement of claims for customer redress in Tesco Bank (49) {23) - -
DPA/shareholder compensation scheme payments 43 {149) - -
Freetime VAT refund' 12 160 - -
Tesco Bank FCA settlement payment (16} - - -
Insurance recovery of amounts In relation 1o FCA obligations 15 - - -
Booker integration cash payments {12) - - -
Proceeds from sale of invesiments - Lazada - - 7 186
Proceeds from sale of opticians business - - - 45
Proceeds from sale of subsidanes treated as discontinged = - - 26
Exceptional cash flows from discontinued operations - - - {5)
Total {302) (219} 270 170

™ These are ¢ash outflows on settlement of restructuring and redundancy costs
W These relate to proceeds from disposal of properties primarily in UK & ROY and Central Evrope
@ VAT recovered in refation 1o the appeal aganst HMRC regarding the treatment of VAT an Clubcard rewards
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Notes to the Group financial statements continued

Note 5 Finance income and costs

52 weeks
52 weeks 2018
2019 restateg™)
Contnuing dperaticns NoLes im Em
Finance income
Interest recewable and similar income 22 44
Financial Instruments - fair value remeasurements - 23
Total finance income 22 &7
Finance costs
GBP MTNs and Loans (144) (207
EUR MTNs 77} 194)
USD 8onds a7 21
Finance charges payable under finance leases and hwre purchase contracts @ (B}
Other interest payable 149) {52)
Capnahsed interest n 1 2
Financiat instruments - far valug remeasurements®™ (153) -
Total finance costs before exceptional items and net pension finance costs 4471 (400}
Net pension finance costs 27 {89) 0162)
Foreign exchange losses on GBP short-term investments held in overseas entities 4 - (38)
Total finance costs (536 (600)
Net finance cost 514} {533
& Restated for reclassification of derwative interest income as detailed 1n Note 1
= Far valug remeasurements included £0121im {2018 £(30)m) relauing to the prermium paid on the repurchase of long-dated bends
Note 6 Taxation
Recognised in the Group income statement )
52 wemks,
52 weeks 2018
2019 (restated)
Conlinuing operatons £m £m
Current tax (credit)/charge
UK corporation tax 221 143
Overseas tax 13 18
Adjustments in respect of prior years (8} (29)
344 232
Deferred tax (credit)/charge
Qrignation and reversal of temporary differences 3 25
Adjustments in respect of prior years 7 49
10 74
Total income tax lcreditl/charge 354 306

The Finance Act 2016 included legisiation to reduce the main rate of UK corporation tax from 20% to 19% from 1 Aprit 2017 and to 17% from
1April 2020 These rate reductions were substantively enacted by the balance sheet date and therefore included in these consolidated
financial statements. Temparary differences have been remeasured using the enacted tax rates that are expected to apply when the liability

1s settled or the asset realised

Reconciliation of effective tax charge

52 weeks

52 weeks 2018

2008 (restated)

m im

Profit/lloss) before tax 1,674 1,300

Tax credit/Icharge) at 19 0% (2018 191%) (318} {248)

Effect of

Non-qualifying depreciation (300 (31
Expenses not deductible™ {26) {25)

Unrecogmised 1ax losses (Q) 27
Property items taxed on a different basis 10 accounting entries™ 2 25
Impairment of ngn-current assets 7 35
Banking surcharge tax (18} 19)
Differences in overseas taxation rates 11 5
Adjustments in respect of prior years 1 {20
Share of losses of joint ventures and associates ? ()
Irrecoverable withholdng taxes a3 -
Total income tax credit/{chargel {354} {306)
Effective tax rate 1% 23.5%

" Thismcludes current year mavements on uncertain tax pesitions and the release of amounts prowided for in relation to DPA and FCA cbhgations
¥ This nciudes property items where the carrying values differ from ther valuation for tax purposes and recogmtion of capltal losses an property asset dispnsals
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Reconciliation of effective tax charge on APMs

Financial statements

52 weeks
52 weeks 208
2019 (restated)
. £m im
Profit/lloss) before tax before exceptional items and amortisation of acquired intangibles 1716 1,145
Tax credit/(charge) at 19 0% {2018. 18.1%%) (326) (219)
Effect of
Non-qualifying depreciauon 30 (31)
Expenses not deductinle’® 124) (28)
Unrecognised tax losses 5) nsl
Property tems taxed on a different basis Lo sccounting entres® - 18
Banking surcharge tax (19) 19
Differences (n overseas taxation rates 7 5
Adjustments in respect of prior years (8 5
Share of losses of joint ventures and associates 5 m
Irrecoverable withholding taxes {13) -
Total income tax credit/{charge) before exceptional items and amortisation of acquired intangibles {413) 1286}
Effective tax rate before exceptional items and amortisation of acquired intangibles 24.1% 25 0%
Tax charge on net pension finance costs and far value remeasurements at 19 0% on £242m (2018 19 1% on £139m) (46} (26)
Change In tax rate 2 3
Total income tox credit/(charge) before exceptional items, net pension finance costs and fair value remeasurements (457) (309)
Effective tax rate before exceptional items, net pension finance costs and fair value remeasurements 23.3% 24.1%
™ This mcludes current year movements on uncertain tex pesitions and expenses not qualfying for tax rehef
™ This includes property items where the carmng values dhifer from their valuation for Lax purposes and recognition of capital losses on property asset disposals
Tax on items credited directiy to the Group statement of changes in equity
52 weeks 52 weeks
2019 2018
£m Em
Current tax credit/ichargel on
Share-based paymenis 2 -
Deferred tax credit/(chargel on
Share-based payments 3 6
Total tax on items credited/(charged) to the Group statement of changes in equity 5 ]
Tax relating to components of the Group statement of comprehensive income/(loss)
52 weeks 52 weeks
2019 2018
Em Em
Current tax credit/(charge) on
Foreign exchange movements 3 9}
Deferred tax credit/(charge) on-
Pensions Y1) {554)
Far value of movermnent on financial assets at far value through other comprehensive income z 10
Fair value movements on cash flow hedges - 2
Total tax on items credited/(charged) to Group statement of comprehensive income/lloss} {56) 1532
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Notes to the Group financial statements continued

Note 6 Taxation continued

Deferred tax

The following are the major deferred tax (habilities)/assets recognised by the Group and movements thereon during the current and prior
financial years.

Property- Retrement Short-term
related Acquired benefit Share-based trng Financial
iteme= Intangibles obiigation®™ payments differences Tax losses nstruments Total
tm £m fm £m Em Em £m £m

At 25 Febrruary 2017 (644) - 1,122 23 148 8 138} 619
Adjustment on initial apphcation of IFRS 15 - - - - A - - (6
(Chargel/credit Lo the Group mcome 65) - (14} 14 {1 7 4] (74)
statement
{Charge)/credit to the Group statement - - - & - - - &
of changes in equity
{Chargel/credit to the Group statement - - (554) - - - 3 523)
of comprehensive income/{loss}
Foreign exchange and other movements® 4 - = - 2 = - {2)
At 24 February 2018 N3 - 554 43 143 1 8) 20
Adjustrnent on inial apphication of IFRS 9 - - - - - - 59 59
(Chargel/credit to the Group income 46 15 (23} - (28} 2 (22 {10}
statement
{Chargel/credit to the Group statement - - - 3 - - - 3
of changes in equity
(Chargel/credit to the Group statement - - {61 - - - 2 (59
of comprehenswe income/{loss)
Disposals 4 - - - - . - 4
Business combinations (7 (129} - 4 3 3 - (126}
Foreign exchange and other movements< - - - 1 3 - 1 5
At 23 February 2019 670} (1) 470 51 121 6 32 {104}

™ Property-related items include a deferred tax liablity on rolied-over gains of £287m {2018 E281m) and deferred tax assets on capital losses of E3A0m (2018 £119m) The remaning balance
relates 1o accalerated tax depreciation The Group does not expect & materal reversal in the next financial yaar
* The deferred tar asset on retirement benefits |s expected o reverse as additional funding contnbutions are made to the closed defined benefit scheame Refer to Note 27

“ The defarred tax charge for foreign exchange and other movements s a £5m credn (2016 EL2)m chargel relating 1o the re-translauon of deferred Lax balances at Lhe balance sheet date
and is included within L he Group statement of comprehensive incoma/ (I05s) under the heading "Currency transiaton differences’

Deferred tax assets and liabilities are offset when the Group has a legally enforceable right to do so The following is the analysis of the:

ceferred tex balances after offset:

2018 2018

£m Em

Deferred tax assets 132 e
Deferred tax hatiliies (236} 196)
(104) 20

No deferred tax ligbility 1s recognised on temporary differences of £3.7bn (2018: £3 7bn) relating to the unremitted earnings of overseas
subsicharies and joint ventures as the Group 1s able to control the timing of the reversal of these temporary differences and it is probable
that they will not reverse in the foreseeable future. The deferred tax on unremitted earnings at 23 February 2019 (s estimated to be £237m
{2018, £216m) which relates to taxes payable on repatriation and dividend withholding taxes levied by overseas tax junisdictions UK tax
tegislation relating to company distribiutions provides for exemption from tax for most repatriated profits, subject to certain exceptions.

Unrecognised deferred tax assets
Deferred tax assets in relation to continuing operations have not been recognised in respect of the following items becCause It is not probable
that future taxable profits will be available against which the Group can utiise the benefits in the retevant locations

2019 2008

£m £m

Deductble temparary differences 96 93
Tax losses 199 2nr
289 310

As at 23 February 2019, the Group has unused trading tax losses from continuing operations of £894m (2018 £913m) available for offset against
future profits. A deferred tax asset has been recogmised in respect of £35m (2018 £2m) of such losses No deferred tax asset has been
recognised in respect of the remaining £859m (2018 £91'/m) due to the unpredictability of future profit streams Included in unrecognised

tax iosses are iosses of £69m that will expire by 2023 (2018 £13m in 20221 and £138m that will expire between 2024 and 2039 (2018 £175m
between 2023 and 2038) Other losses will be carned forward indefinitely.
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Financlal statements

Current tax
within the Group current tax habiity of £325m 1s £46m of capitai gains tax liabilities that may anise in respect of the contribution of the
Group's China operations into a venture with China Resource Enterprises Limited in 2014

Changes in tax law or its interpretation

The Group operates in a number of territories which leads to the Group's profits being subject to tax in many juniscictions The Group
manitors income tax developments in these territories (which include the OECD Base Erosion and Profit Shifting (BEPS) initiative and
Eurcpean 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
Non-current assets classified as held for sale

2018 2018
£m £m
Non-current assets classified as held for sale S8 149

The non-current assets classified as held for sate consist mainly of properties in the UK and Central Europe due to be sold within one year

Discontinued operations
There were no discontinued operations in the year The discontinued operations in the prior financial year related to the Group's Turkish

anid Korean operations

The tables below show the results of the discontinued operations which were incluged in the Group income statement and Group cash flow
statement in the prior year

Income statement

52 weeks 52 weeks
2019 2018
£m £m
Loss after tax on disposal of Turkish operations - (128)
Net adjustments to profit/tioss) of past disposals - 344
Total profit/(loss) after tax of discontinued operation - 216
Cash flow statement
52 weeks 52 weeks
2019 208
£m Em
Net cash flows from discontinued operations, net of intercompany and disposal of subsidiary - m)
Note 8 Dividends
2009 2018
Pence/share £m Pence/share fEm
Amounts recognised as distributions to owners in the financial year,
Prior financial year final dividend 200 195 - -
Paid interim dividend” 1.67 162 1.0C 82
Dividends paid to equity owners in the financial year 367 357 1.00 82
Propesed finai dividend at financial year end 4.10 402 200 195

*  Exciudes E2m dividends waved (2018 Enil

The proposed final divdend was approved by the Board of Directors on 9 April 2019 and is subject to the approval of shareholders at

the Annual General Meeting The proposed dividend has not been included as a hability as at 23 February 2019, in accordance with IAS 10
‘Events after the reporting perod’ It will be paid on 21 June 2019 to sharehalders who are on the Register of members at close of business on
17 May 2019

A dividend reinvestment plan [DRIP) 15 available to shareholgers who would prefer to invest their dividends in the shares of the Company,

For those shareholders electing to receive the DRIP, the last date for receipt of a new election 1s 31 May 2018

The Group has a share forfeiture programme following the completion of a tracing and notification exercise to any shareholders who have not
had centact with Tesco PLC (the Company} over the past 12 years. In accordance with the provisions set cut in the Company's Articles Eni!
{2018 £2m) of unclaimed dividends In relation to these shares have been adjusted for in retained earrings Refer to Note 28 for further details
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Notes to the Group financial statements continued

Note 9 Earnings/(losses) per share and diluted earnings/(losses} per share
Basic earmings/(losses) per share amounts are calculated by dividing the profit/lloss) attnbutable to owners of the parent by the weighted
average number of ordinary shares inissue during the financial year

Dituted earnings/(losses) per share amounts are calculated by dividing the profit/(loss) attributable to owners of the parent by the weighted
average number of ordinary shares in 1ssue during the financial year adjusted for the effects of potentially ditutive options The dilutwve effect
15 calculated on the full exercise of all potentially dilutive ordinary share options granted by the Group, including performance-based options
which the Group considers to have been earned

For the 52 weeks ended 23 February 2013 there were 72 million (2018' 27 million} potentially dilutive share options As the Group has
recognised a profit for the year from its continuing operaticns, dilutive effects have been considered in calculating diluted garnings per share.

2019 2018 [restated)
Potentrally Potenually
ailutwve share dilutive share
Bask options Diluted Basic options Disuted
Profit/lloss) {Em)
Continuing operations” 1,322 - 1322 892 - 992
Discontinued operalions - - ~ 26 - 216
Total 1,322 - 1,322 1,208 - 1,208
Weighted average number of shares {millions) 9,686 72 9.758 8,185 27 8,192
Earnings/llosses) per share {pence)
Continuing operations 13,65 {00} 1355 2% {0 04) 1211
Discontinued operations - - =~ 265 {0 01 264
Total 13.65 i0.10) 13.55 14.80 [0.05) 14.75

Excludes profitslosses! from non-controling interests of £(2)m (2008 £2m)

Alternative performance measure: Diluted earnings/(losses) per share from continuing operations before exceptional items and
amortisation of acquired intangibles, net pension finance costs and fair value remeasurements on financial instruments

52 weeks
52 weeks 018
Notes 2019 (restated]
Profit before tax from continuing aperations before exceptional items and amoritsation of acquired intangibles (Em} L7156 1145
Add Net pension finance costs (Em} 5 89 162
Add/(less)- Fair value remeasurements on financiaf nstruments (Ermj 3 153 (23
Profit before tax from continuing operativns before exceptional items and amortisation of acquired intangibles, 1,958 1,284
net pensron finance costs and far vaiue remeasurements (Emi
Profit before tax from conunuing operations before exceptional items and amortisation of acquired intangibles, net 1,958 1284
pension finance costs and fav value remeasurements atiributable Lo the owners of the parent (Em}
Taxation on profit from continuing aperations before exceptional items and amortisation of acquired intangibles net {455} (309)
pension finance costs and farr value remeasurements atinbutable to the owners of the parent (Em)
Profit after tax from continuing operations before exceptional items and amortisation of acquired intangiblas, net 1.503 975
pension finance costs and fair value remeasurements attributable to the owners of the parent [£m)
Basic warghted average number of shares {millans) 9.686 8,155
Basic earnings per share from continuing operations before exceptional items and amortisation of acquired 15.52 1194
intangibles, net pension finance costs and fair value remeasuraments {pence)
Diluted weighted average numiber of shares (muliions) 9.758 8192
Diluted earnings per share from continuing operations before exceptional items and amortisation of acquired 15.40 1.80

intangibles, net pension finance costs and fair value remeasuremeants {pencel
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Note 10 Goodwill and other intangible assets

Financlal statements

Customer tntengible
Goodwill Software® refationsh ps assets Tota!
im Erny £m £m £m
Cost
At 24 February 2018 2,458 3,166 - 92 6,018
Foreign currency translation (£) 1 - O} &}
Additions - 167 - 24 2]
Acquired through business compinations'™ 3098 - 715 48 3.861
Reclassification®™ - (110) - 2 (1381
Disposals - (308) - 5] (323}
Fully amoruised assets - (1.048) - (3} (1 049)
At 23 February 2019 5,650 1,840 715 447 8,562
Accumulated amortisation and impairment losses
At 24 February 2018 662 2,378 - 315 3,355
Foreign currency translation 21 - - {2) (23}
Charge for the year® - 210 72 13 295
imparrment losses - 7 - 4 il
Reversal of impairment losses - (4) - { {5}
Disposals - (30m - (5) (3086}
Fully amortised assets® - (1 046) - (3) {1.048}
At 23 February 2019 641 1,254 72 n 2,288
Net carrying value
At 23 February 2019 4,909 586 643 126 6,264
1,796 788 - 77 2 661

At 24 February 2018

W Software inciudes £297m (2018 £395m) of internally generated development Costs
® The acgusition of Booker en 5March 2018 resulted i recogmtion of additional goodwill of £3 093m, customer relationships of ET1Sm end other imangible assets of £40m Refer to
Note 31 This goodwill 15 supported by the expected increase in cash flows for the combmed UK retail business and has been refiected at the UK feve! consistent with the lowest level

at which § that g

@ Reclassification inciudes E(105Im reclassified between property, plant and equipment and other intangible assels prior toremoval from the fized assets registers

[

Quring the current financial year the Group perfermed a comprehensive review of alt fully amortised assets held in the Group s fixed asset fegisters and removed £1,049m of cost
and accurnulated amortisation end impalrment losses relating (o those fully amortised assets which are na longer in use by the Group This change will provide users with a greater
understanding of the imputed amortisation rates on the Group s assets

“ Of the £85m amartisabon of customer r ips ang other gible assets, £78m has been included within “exceplional stems and amortisation of IRtangible assets” £74mof this
balance anses from amartsation of ntangible assets recognised upon the Booker acquisiion Refer 1o Note 4 and Note 31 for further cetals
Intangibte
Gooowill Softwarew assets Total
£m £m £m £m
Cost
At 25 February 2017 2,426 2,971 363 5,760
Foreign currency transiation 28 pal 2 51
Addtions - 180 15 195
Acquired through business Combination 4 2 4 8
Reclassification - 10 13 23
Disposals - (18} (3) (21
At 24 February 2018 2,458 3,166 392 £€,016
Accumulated amortisation and impairment losses
At 25 February 2017 634 2,092 n7 3,042
Foreign currency translation 28 7 1 46
Charge for the year - 208 1 219
Imparment losses - 28 - 28
Reversal of impairment losses - - 41 4
Reclassification - 47 8) 3
Disposals - (14} 2) {16)
At 24 February 2018 662 2,378 s 3,355
W Refer to previous table for foothote
Impairment of goodwill
The goodwill balances, discount rates and long-term growth rates for each group of cash-generating units are shown below
Balances £m Pre-tax chscount rates Post-tax discount rates Long-term growth rates
- 2019 08 2019 2018 2019 2018 2019 2018
Tesco Bank 802 802 10 4% 10 6% 78% B 0% 20% 25%
UK 3834 735 8 8% 8 9% 71% 72% 20% 2%
Thaitand 193 180 9 6% 93% 77% 75% 19% 22%
Malaysia 7 75 n 8% n6% 9 0% 8 8% 24% 32%
ROI 3 4 8 5% 8 3% 74% 7 3% 19% 18%
4,509 1,796

The key estimates for the vajue in use Calculations are those regarding discount rates and expected changes to future cash flows
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Notes to the Group financial statements centinued

Note 10 Goodwill and other intangible assets continued

Management estimates discount rates using pre-tax rates that refiect the current market assessment of the time value of money and the
risks specific to the cash-generating units, including a Brexit risk adjustment «1 the UK & ROL segment The pre-tax discount rates used to
calculate value in use are derwed from the Group's post-tax weighted average cost of capral. as adiusted for the specific fisks relating to
each group of cash-generating units.

Cash flow projections are based on the Group's three-year internal forecasts, the results of which are reviewed by the Board Estimates of
selng prices and Oirect Costs are based on past expenence and expectations of future changes in the market The forecasts are extrapolated
to five years based on management’s expectations. and beyond five years based on estimated long-term average growth rates as shown
above, These long-term growth rates for the Reta business are based on inflation forecasts by recogmised bodies The long-term growth rate
tor Tesco Bank is based on inflation and GDP growth forecasts by recogrised bodies

The Group has carrnied out a sensitivity analysis on the impairment tests of each group of cash-generating units to which goodwill nas been
aliocated. using various reasonably possible scenarios based on recent market movements Neither a one percentage point increase in
discount rates nor a one percentage point decrease In year one sales growth would indicate impairment in any group of cash-generating units

impairment of other intangible assets

A net smpairment loss of £16m (£2Im losses offset by £5m reversall has been recognised against other intangible assets as part of the
impairment review discussed w1 Note 1t Of this loss, £14m has been included within exceptional items, classified as ‘Net wnpawrment reversal
of non-current assets and onerous property provisions’ within cost of sales in Note 4

Note 11 Property, plant and equipment

Land and
buiidings Otherw Total
£m £m £m

Cost
At 24 February 2018 23,453 10,909 34,362
foreign currency translation 50 40 50
Additions® 518 533 1.051
Acguired through busingss combinations's 258 68 326
Reclassification™® 926 (787) 139
Classified as held for sale {4g) 5 43)
OCisposals (23 (450) 523)
Fully depreciated assets®! (135) (3,255) {3.390)
At 23 February 2019 24,949 7,063 32,012
Accumulated depreciation and impairment losses
At 24 February 2018 7.6 8,725 15,841
Foreign currency translation 9 2 30
Charge for the year 500 579 1.079
Impairment losses 80 66 146
Reversal of impairment losses {ign {38) (219)
Reclassification'® 790 (787) 3
Classified as held for sale 20 § (5)
Disposals (o)) (a26) (486)
Fully depreciated assets® {135) (3.255) (3.390)
At 23 February 2019 8.099 4,890 12,989
Net carrying value
At 23 February 2019 16.850 2,173 19,023
At 24 February 2018 16 337 2184 18,521
Construction in progress included above'¥
At 23 February 2019 37 iel:] 146
At 24 February 2018 68 57 125

W Dther assets consist of fixtures and Hitlngs with @ net carnyng value of £1657m (2008 £1752mi, office equipment with a net carmying value of £292m (2018 £116m) and motor vehicles with
& net carrpng value of £224m {2018 £316m),

Includes £im {2008, E2mmbin respect of interest capitalsed prncipally relating to lang and building assets The capitalisation rete used 10 determing the amount of finance costs capitalised
during the financial year was 4 5% {2018 4 5%), Interest capitalised 15 deducted in determining taxable profit in the financial year in which it 15 ncurred

@ £326m relates 1o the acquisition of Booker Refer to Note 31 for further detadls

¢ Reclassification includes EB92m refsted to fully depreciated assets no longer in use that were reclassified within property plent and equip! L and £105mr property,

plant and and other | ble assets, prior 1o removal from the fized assets registers

During the current financial year the Group performed a comprehensive review of sl fully depreciated assets beld In the Group s fixed assets reglsters end remaved £3.390m of cast and

accumulated depreciation and imparment 10sses relating to those fully depreated assets which are no longef in use by the Group This change will provide users with a greater

urklerstanding of the Imputed depréciation rates on the Group's assets

" ngludes £803m (2018 E£786m) of assets pledged as secunty for secured bonds and £489m (2018 £509m} of property held as secunity 1n favour of the Tesco PLC Pension Scheme Refer to
Notes 21 and 27

¢ Construcian ih progress does not include land.

3

£

Tesco PLC Annual Report and Financial Statements 209



Financlal statements

Assets held under finance leases
Net carrying value includes assets held under finance leases, which are analysed befow These assets are pledged as secunty for the finance
lease habilities

2013 2018
Land anc Land and
buildings. Other buildings Cther
£m £m Em £m
Net carrying value 0 34 75 32
Land and buildings
The net carrying value of land and bulldings comprises
2019 20%
£m £m
Freehold assets®™ 14.563 14,17
Long leasehold improverments - 50 years or more 323 412
Short leasehold wnprovements ~ less than 50 years™ 1.854 1.733
Assets held under finance leases™ 70 75
Net carrying value 16,850 16,337
u §413m of freehok] assets previously ¢lassified as short leasehold in the prior financial year have now baen reclassilied
® Assets held under finance leases prewously included wilhin freehold land have now been disclosed separately
Land and
buildings Other'® Totat
Em Em £m
Cost
At 25 February 2017 22,690 10.681 333N
Foreign currency translation 312 16 428
Addibons®™ 819 481 1300
Reclassification (83) (49 (132
Classified as held for sale (146) 2n 167
Disposals {139) {299) 438)
At 24 February 2018 23,453 10,809 34,362
Accumulated depreciation and impairment losses
At 25 February 2017 1,095 8,168 15,263
Foreign currency translatior 21 97 218
Charge for the year 470 605 1.075
Impairment losses 44 44 8B
Reversal of impairment losses {268) W] (275}
Reclassification (147) 00 (47}
Classified as held for sgle 192 {(m g3t
Disposals (107} (271} (378}
At 24 February 2018 7,116 8,725 15,841
Net carrying vaiue 16,337 2,184 18,521

Wi Refer to previous page for foctnotes

Impairment of property, plant and equipment
The key estimates for value in use calculations are discount rates and expected changes to future cash flows

Management estimates discount rates using pre-tax rates that reflect the current market assessment of the time value of money and the
nsks specific to the cash-generating urits, including a Brexit nsk adjustment in the UK 8 ROl segment The discount rates are derwved 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% (2018 7% to 12%). On a post-tax basis the discount rates range from 6% to 9% (2018 5% to 9%)

Cash flow projections are based on the Group's three year internal forecasts. the resu'ts 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 long-term average growth rates, which are derived from
inflation forecasts by recognised bodies These long-term average growth rates range from 1% to 3% (2018 1% to 4%)

Fair values are 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 potentiat and other factors In some cases. fair values
include residual valuations where stores may be viable for redevetopment The key inputs to the valuation are the potential market rents and
yields, both of which are largely based on rentals and yielgs for similar properties in that location. Fair values for the Group's properties were
determinad with the assistance of independent. professional valuers where appropriate

The net carrying value of £19 023m (2018 £18,52im) on the previous page comprises £15.067m (2018 £14.056m) of umimparred assets and

£3 956m (2018 £4,465m) of impaired assets. Of the impaired assets, £1,871m (2018 £1 795m) carrying value was supported by value in use and
£2 085m (2018 £2.670m) was supported by farr value Due to the individual nature of each property, these fair values are classified as Level 3
within the fair value hierarchy

The total met impairment reversal of £73m (£219m reversal offset by £146m losses) largely refiects normal fluctuations expected from store
level performance, property far values and changes in discount rates These losses and reversals have been largely presented net at a country
level to reflect the underlying trends in the businesses The impairment reversal of £219m (2018 £275m) relates 1o properties in the UK & ROI
of £129m (2018 £154m), Central Europe of £86m (2018 £112m) and Asia of £4m [2018 £9m), while the impairment losses of £146m (2018 £88m)
relate to properties in the UK & RO of £46m {2018 £50m), Central Europe of £64m (2018 £6m) and Asia of £36m (2008 £32m)
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Notes to the Group financial statements continued

Note 11 Property, plant and eguipment continued

Of the £73m net reversal (2018, £187m net reversal), a £68m reversat (2018. £183m reversal) within exceptional items related to trading stores
nas been ciassified as ‘Net impairment reversal of non-current assets and anerous praoperty provisions' within cost of sales In additson,

a £1m reversal (ZO1B £1m loss) within exceptional items related to closed stores has been classified as 'Net imparment reversal of non-current
assets and onerous property provisions’ within profits/flosses) arising on property-related items. In the prior financial year, a further £3m loss
within exceptional iterns 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 £4m reversal (2018 £8m reversal) has not been included within
exceptional items as it relates to the Group's day-to-day management of the property portfolio

The Group has carrnied out a sensitivity analysis on the impairment tests for its trading stores portfolio using various reasonably possble
scenarios based on recent market movements iNcluding discount rates. sales growth and property far values

- Anincrease of one percentage point in the discount rates for each geographic region would increase impairment by £265m {2018: £231m).
A decrease of one percentage point would decrease impairment by £227m (2018: £239m)

- Anincrease of one percentage point in"year one sales growth for each geographic region would decrease imparrment by £65m (2018. £40m)
A decrease of one percentage pomt in year one safes growth would increase impairment by £64m (2018- £41m}

- Anincrease of five percentage points in property fair values for #ach geographic region would decrease impairment by £35m A decrease of
five parcentage points in property fair values would increase impairment by £99m.

Note 12 Investment property

2019 2018
£m im
Cost
At the beginning of the year 208 171
Foresgn currency transiation (3) 5
Addtions - 1
Reclassification i 123
Classified as held for sale - (58]
Disposals (86) (34)
At the end of the year ] 208
Accumulated depreciation and impairment losses
At the beginning of the year 108 107
Foregn turrency translation ) 4
Charge for the year 1 1
impairment losses for the year 1 1
Reversal of impairment losses for the year {2 (5)
Reclassification 2 23
Classifred as held for sale ~ {3
Disposals {22) 120)
At the end of the year 82 108
Net careying value at the end of the year 36 100

The estimated fair value of the Group's investment property 1s £0.2bn 12018: £0.2bn) This fair value has been deterrined by applying an
appropriate rental yield to the rentals earned by the investment property. A valuation has not been performed by an independent valuer

Note 13 Group entities
The Group consists of the uittmate Parent Company, Tesco PLC, and a number of subsidiaries, joint ventures and associates held directly
orindirectly by Tesco PLC. See pages 169 10 172 Tor a complete hst of Group entities

Subsidiaries
The accounting year ends of the subsidiaries consolidated in these financial statements are on or around 23 February 2019

Consolidated structured entities

The Group has a number of securitisation structured entities established in connection with Tesco Bank’s credit card securitisation
transactions Although none of the equity of these entities is owned by the Group, the Group has rights to variable returns from its
nvolvement with these entities and has the ability to affect those returns through its power over them under contractual agreements
As such these entities are effectively 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 23 February 2019 within thess financial statements

Unconsolidated structured entities

In prior years. the Group sponsared a number of structured entittes The Group led the formation of the entities and 1Ls name appears in the
name of the entities and/or on the debt issued by the entities The structured entities were set up to finance property purchases by sorme of
the UK property jaint ventures in which the Group typically holds a 50% equity interest The structured entities abtain debt financing from
third party investors and lend the funds to these joint ventures, who use the funds to purchase the properties,

The liabilities of the UK property joint ventures include the toans due to these structured entities. The Group's exposure to the
structured entities 1s limited to the extent of the Group's interests in the joint ventures The tiabiiities of the structured entities are
non-recourse 1o the Group.

The Group concluded that it does not control, and therefore should not consolidate, these structured entities since it does not have power
over the relevant activities of the structured entities, or exposure to vanable returns from these entities
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Financial statements

Interests in joint ventures and associates
Principal joint ventures and associates
The Group's principal |0int ventures anc associates are

Share of 1ssued
share capital, loan

Nature of capitaland debt Country of Principal area
relauonship Business activity secunties ncorporation of gperauon
Gain Land Limited Associate Retall 720% British Virgin  People’s Republic of
Istands China/Hong Kong
Included in 'UK preperty joint ventures”:

The Tesco Coral Limited Partnership Joint venture Property investment 50% England United Kingdem
The Tesco Blue Limited Partnership Joint venture Property investment 50% England United Kingdom
The Tesco Atrato Limited Partnership Jont venture Property investment 50% England United Kingdom
The Tesco Passaic Limited Partnership Joint venture Property mvestment 20% England United Kingdom
The Tesco Navona Limited Partnership Joint venture Property Investment 50% England United Kingdom
The Tesco Sarum Limited Parinershup Joint venture Property investment 50% England United Kingdom
The Tesco Dorney Limited Partnership Joint venture Property investment 50% England Unrted Kingdom
The Tesco Property (No 2) Limited Partnership Joint venture Property investment 50% Jersey United Kingdom
The Tesco Arena Unit Trust Joint venture Property nvestment 50% Jersey United Kingdom

Included in ‘Cther joint ventures and associates’:
Tesco Mobite Limited Jomnt venture Telecommunications 50% England Umited Kingdormn
Tesco Underwnting Limited Jount venture Insurance 49 3% England Urited Kingdom
Trent Hypermarket Limited Joint venture Retasl 50% Incha India
Tesco Lotus Retall Growth Freehold Assoctate Property nvestment 25% Thailand Thalland

and Leasehold Property Fund

The accounting period end dates of the joint ventures and associates consohdated in these financial statements range from 31 December 2018
to 28 February 2019 The accounting period end dates of joint ventures differ from those of the Group for commeraial reasons and depend
upon the requirements of the jomt venture partner as well as those of the Group The accounting peried end dates of the associates are
aifferent from those of the Group as they depend upon the requirernents of the parent companies af those entities

There are no significant restrictions on the ability of joint ventures and associates to transfer funds to the parents, other than those imposed
by the Companies Act 2006 or equivalent local reguiations, and for Tesco Underwriting Limited, regulatory capital requirements

Managerment has applied judgement in determining that Gawn Land Limited (Gain Land) 1s an associate of the Group The Group has significant
influence by wirtue of halding 20% equity interest which presumes significant influence per tAS 28, together with having a contractual right to
appoint two out of 10 Directors. while taking into account that the remaining 80% interest 1s held by one other party

On 13 September 2018, the Group exercised its option to buy back the 50% equity holding in the Tesco Atrato Limited Partnership held by the
other joint venture partner Refer to Noie 34

The UK property [oint ventures involve the Group partnering with third parties in carrying out some property nvestments in order to enhance
returns from property and access funding, while reducing risks associated with sole ownership. These property investments generally cover
shopping centres and standalone stores The Group enters into operating leases for some or all of the properties held in the joint ventures
These leases provide the Group with some rights over alterations and adjacent lang developments Some (eases also provide the Group with
options to purchase the other joint venturers' equity stakes at a future point in time In some cases the Group has the ability to substitute
properties in the joint ventures with alternative properties of similar value, subject te strict eligibility criteria Inother cases the Group
carnes out property management activities for third party rentals of shopping centre units

The property investment actiities are carried out in separate entities. usually partnerships or hmited liability companies The Group has
assessed its ability Lo direct the relevant activities of these entities and any impact on Group returns and concluded that the entities qualify
as joint ventures since decisions regarding them require the unamimous consent of both 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 judgements 1n arriving at this determination, the key ones being

- since the provisions of the joint venture agreements require the relevant decisions impacting investor returns to be either unanimously
agreed by both joint venturers at the same time, or In some cases to be agreed sequentially by each venturer at different stages, there s
1oInt 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 adoitional control over the joint ventures or infer an obigation by the Group to fund the settlement of habilties of
the joint ventures.

- any options to purchase the other joint venturers’ equity stakes are priced at market value, and only exercisabte at future dates hence
they do not provide control to the Group at the current time,

where the Group has a nght to substitute properties in the joint ventures, the rights are strictly hmited and are at farr value, hence do not
provide controf to the Group, and

- where the Group carries cut property management activities for third party rentals in shopping centres. these additional activities
are controlled through joint venture agreements or lease agreements and do not provide the Group with additional powers over the
joint venture
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Notes to the Group financial statements continued

Note 13 Group entities continued

Summarised financial information for joint ventures and asscciates

The summarised financial information below reflects the amounts presented in the financial statements of the relevant jont ventures and
associates, and not the Group's share of those amounts These amounts have been adjusted to conform to the Group's accounting policies
where required The summarised financial information for UK property jont ventures has been aggregated in order to prowide useful
information to users without excessive detaill since these entities have similar characteristics and risk profiles largely based on their nature
of actwities and geographic market

UK property joint veniures Gan Land Limited
12 months 12 months to
ma e o D 2008 Der 2087
£m £m £m £m
Summarised balance sheet
Non-current assets™ 3,786 3.851 3.864 3.924
Current assets (exchuding cash and cash equivalents) 98 92 2,281 1,801
Cash and cash equivalents 40 37 649 114
Current liabilties'™ (359) (304) (5.943} (5.318)
Non-current liabilities™ (4.529) 4 561 1519) {409)
Net assets/[liabilities) (964) (B85) 342 412
Summarised income statement
Revenue 289 280 9,038 9,097
Profit/({loss) after tax - - (48) {230)
Reconciiiation to carrying amounts;
Opening balance - - 366 433
Additions/(disposals) - - - -
Foreign currency translation - - 9 (21
Share of profits/tlossesi® 5 12 (10) (46)
Dividends recenved from jont ventures and associates {15} {12) ~ -
Deferred profits offset aganst carrying amounts™® - - ~ -
Closing balance - - 365 366
Group's share inownership 50% S50% 20% 20%
Group's share of net assets/(liabilities) (482] (443) 68 82
Goodwill - - 297 284
Deferred property profits offset against carrying amounts® en {61) - -
Cumulative unrecognised losses* 183 168 - -
Cumulative unrecognised hedge reserves 360 336 - -
Carrying amount - - 365 366

@ The non-current esset batances of UK property jaint ventures gre refllected at historical depreciated cost to conform to the Group's accounting pokcies The aggregate fair values in
the financial staternents of the UK property joint ventures are £5 503m (2018 £4.983m}

™ The current and nen-current liabilties of UX property joint ventures largaly compnise loan balances of £3,809m (2018 £3 892m) and dervative swap balances of £72dm (2018 £672m)
entered nto 1o hedge the cash flow varabllity exposures of the jont ventures

5 The share of profit for the yesr for UK property joint ventures refated ta E15m dwdends recewed from joint ventures with £nil carcying amounts £2m of losses and £24m of mcreases
in the fair values of genvatives arising [rom these entitias have been inclugad in cumulative unrecogmsed losses and cumulative unrecognised hedge reserves respectively.

# Deferred profits that arose from the transfer of properties into the UK property joint ventures have been offset aganst the carning amounts of the related jont ventures £2mrelating
to BLY Properties Limited has been reféssad during the priof financis! year as o result of the joint venture being wound up on 6 Apnl 2017

At 23 February 2019, the Group has £105m [2018- £104m} loans to UK property joint ventures
Other joint ventures and associates

The Group also has interests in a number of Individually immatenial joint ventures and assocCiates excluding UK property joint ventures
and Gain Land

Joint ventures Associates
2019 2018 2019 2018
£m £m £m £m
Aggregate carrying amount of individually immaterial joint ventures and associates 275 262 B4 &4
Group's share of profits/llpsses) for the year 15 17 15 11

Impairment

Management has performed impairment tests and sensitivity analysis on its investments in Gain Land, Trent Hypermarket Limited and Tesco
Underwriting Limited The carrying values of Trent Hypermarket Limited of £102m (2018 £38m) and Tesco Underwriting Limited of £86m
{2018: £30m) are included within 'Other joint ventures and asscciates’ as discussed above.

The recoverable values of these investments were estmated taking into account forecast cash flows, equity valuations of comparable entities
and/or recent transactions for comparable businesses No unpairment was recognised in the year for these investments Future changesin
estimated cash flows, discount rates, competitive landscape, retail market conditions end other factors may result inimparrment losses or
reversals of rnpairment in future penods.
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Note 14 Financial assets at fair value through other comprehensive income
Financial assets at fair value through cther comprehensive iIncome comprise investments in debt and equity instruments of other entities.

Financial statements

2018 2018
£m Em
Investments in debt instruments 040 924
Investments in equity Instruments 6 4
Total financial assets at fair value through other comprehensive income 1,046 928
Of which
Current 67 68
Non-current 979 860
1,046 926
Note 15 Inventories
2018
018 £m
£m {restated)
Goods held for resale 2,611 2.260
Development properties 6 4
2,617 2,264
Goods held for resale are net of commercial incecme Refer to Note 20.
Note 16 Trade and other receivables
2018
2019 £&m
Em {restated)
Trade recevables 598 488
Prepayments 287 317
Accrued income'? 287 261
Qther recewatles 473 459
Amounts owed by joint ventures and associates {Note 29)® 170 165
Total trade and other receivables 1,835 1,690
Of which
Current 1.640 1,504
Non-current 195 186
1,835 1,690

@ accryed iIncome ncludes contract assets of £2Bm {2018 E£15m) primarily related ta nsurance renewal income

& Impairment on amounts owed by jeint ventures and associates 15 not matenial

Trade and other receiwvables include commercial ncome Refer to Note 20 Trade and other recevables are generally non-interest-bearing

Credit terms vary by country and the nature of the debt, ranging from 7 to 60 days

The table betow presents the balance and movements 1n the provision for impairment of trade and other recevables

2018

209 Em

£m {restated)

At the beginning of the year (46) (55}
tFRS 9 adjustment - -
Increase in allowance, net of recovernes charged to the Group Income statement 21 {4}
Amounts written off 8 13
At the end of the year {59) (46)

For the comparative percd. angiysis of the ageing of past cue trade and other receivables under 1AS 39 is set out below.

Past due but not impared

Past due and smpaired

2018 2018

£ Em

Up Lo three months past due 83 -
Three to six months past due 9 2
Over six months past due 3 L1l
95 13
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Notes to the Group financial statements continued

Note 17 Leans and advances to customers and banks
Tesco Bank has lcans and advances to customers and Danks, as follows

2019 2008
£m £m
Current 4,882 4637
Nen-current 7.868 £.885
12,750 1,522

The matunty of these loans and advances is as follows:
2019 08
£m £m
Repayable on demand or at short notice 4 4
Within three months 4,858 4.604
Greater than three months but less than one year 323 147
Greater than one year but less than five years 3.057 2,533
After five years 4.993 4.372
13,238 1,760
Provision for impatment of Ioans and advances to customers and banks {485} (238)
. 12,750 11,522

At 28 February 2019, £3 2bn (2018 £3 Sbn) of the credit card portfolio nad its beneficial interest assipned to a secuntisation structured entity,

Detamare Cards Receivables Trustee Lirmited. for use as collateral in securitisation transactions The total encumbered portion of this

portfolio is £2 3bn (2018: £1.6bn)

At 28 February 2019, Delamare Cards MTN issuer pic had £2 4bn (2018: £2.4bn) notes in issue I relation to securitisation transactions. of which
£0 9bn (2018. £1.0bn) was externally 1ssued The Group owned £11bn {2018: £1 ibn} class A Credit Card backed notes and £0 3bn (2018 £0.3bn)

class D Credit Card backed notes

Of the total £1.10n {2018 £11bn) class A notes. £0 5bn (2018 £0.3%n) 15 held in a distinct pool for the purposes of collateralising the Bank of
England's Term Funding Scheme drawings. All other prepositioned assets with the Bank of England are held within their single cotlateral pool.

Provision for impairment of Icans and advances

2009 2008

£m £m

At the beginning of the year (238) (194)
IFRS 9 adjustment (228} -
Increase in aliowance. net of recoveries, Charged to the Group income statement {163) (134}
Arnounts written off 139 87
Unwinding of discount 5 3
At the end of the year (485) (238)
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Note 18 Cash and cash equivalents and short-term investments

Cash and cash equivalents

Financial statements

2019 018
£m £m
Cash at bank and in hand 2683 3580
Short-term deposits 233 479
2,916 4,059

Short-term investments
2018 2018
£m £y
390 1.029

Money market funds

Cash and cash equivalents includes £62m of restricted smounts mainly relating to the Group’s pension schemes and employee benefit trusts.

At the prior financial year end, £777m was set aside for completion of the merger with Bocker Group plc. with £766m being paic on
completion Refer to Note 31 for further details on the Booker merger

Note 19 Trade and other payables

2018
2018 £m
£m {restated)
Trade payables 5,750 5.416
QOther taxation and social secunty Byl 334
Other payables 1,794 1.947
Amounts payable 10 joint ventures and assocates (Note 29} 20 20
Accruals 3230 1,147
Contract liabities 423 494
Tetal trade and other payables 9,738 9,358
Of which
Current 9,354 8,994
Nan-current 384 364
9,738 9,358

Trade and Other payables are net of commercial ncome. Refer to Note 20

Contract liabiities represent consideration received for performance obligations not yet satisfied. predorminantly in relation to Clubcard

points Substantially afl of the revenue deferred at the current financial year end will be recognised in the following financial year

Note 20 Commercial income

Below are the commercial Income balances included within nventories and trade and other receivables. or netted against trade and other payables

Amounts receved in advance of ncome being earned are included in accruals

2019 018
£m Em
Current assets
Inventories {69) 69)
Trade and other receivables
Trade/other recervables 183 169
Accrued income 155 186
Current liabilities
Trade and other payables
Trade payables’ 327 199
Accruals (4) 7]

* The commerciai Income balance netted against trade payables increased from £199m 10 £327m This increase pnimaniy relates Lo the delayed setiement of commercial income

receivables, due Lo the decision to delay the implementation of a new general ledger system in the UK 8 ROL and inclusion of commercial iIncome balances related to Booker
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Notes to the Group financial statements continued

Note 21 Borrowings
Borrowings are classified as current and non-current based on their scheduled redemption date. and not thew maturity date. Repayments of
principal amounts are classified as current If the repayment is scheduled 1o be made within one year of the reporting date

Current
208 208
Par value Maturity £m Em
Bank loans and overdrafts - - 387 amn
Loans from joint ventures (Note 29) - - - 6
5 2% Tesco Bank Retait Bond £125m Aug 2018 - 126
3.375% MIN €750m Nov 2(MB - 667
1375% MTN® €726m Jul 2019 636 -
§.5% MTN® £97m Dec 2019 98 -
1% RPt Tesco Bank Retai Bong® £72m Dec 2018 72 -
LIBOR + 0 65% Tesco Bank Bong £300m Apr 2020 - 360
LIBOR + 0 65% Tesco Bank Bond™ £350m May 2021 350 -
§ 5452% Secured Bond'®\? £332m Feb 2029 20 17
Finance leases (Note 34) 36 12
1,599 1,479

Non-current

2009 208
Par value Maturity £m £m
1375% MTN® €726m Jul 2019 - 826
5 5% MTNW £97m Dec 2019 - 183
136 RPl Tesco Bank Retall Bond™ £2m Dec 2019 - 0
2125% MTN €500m Nov 2020 436 441
1 USD LIBOR + 0.70% Tesco Bank Bond $350m Nov 2020 262 -
5% Tesco Bank Retail Bond £200m Nov 2020 203 204
LIBOR + 0 6§5% Tesco Bank Bond? £350m May 2021 - 350
6 125% MTN® £531m Feb 2022 561 952
LIBOR + 0 53% Tesco Bank Bond¥ £300m Oct 2022 299 298
5% MTNW £7'm Mar 2023 183 254
12375% MTN €750m Oct 2023 658 -
2E%MIN £750m Jul 2024 658 &66
3 322% LPI MTN® £346m Nov 2025 349 338
5 5457% Secured Bonget £332m Feb 2029 303 322
B 067% Secured Bond'® £200m Feh 2029 19t 190
LIBOR +1.2% Secured Bong'™ £50m feb 2029 34 33
§% MTNl £98m Dec 2029 19 198
5 5% MTN®= £150m Jan 2033 186 2t
1982% RPI MTN® £286m Mar 2036 288 279
6 15% USD Bong® $525m Nov 2037 428 616
4 B75% MTN® £32m Mar 2042 32 103
5 125% MTN £356m Apr 2047 319 323
5 2% MTN® £73m Mar 2057 ) 165
Finance leases [Note 34) 93 10
5.673 7,142

w During the year, the Group undertook a tender for outstanding bonds and as a result the following notional amounts were repard earty 1375% MTN Jul 2019 £205m 5,5% MTN Dec 2019
E84m, £ 125% MTN Feb 2022 £369m. 5% MTN Mar 2023 £67m. 6% MTN Dec 2029 £6Im 5 5% MTN Jan 2033 £26m 6 15% USD Bond Nev 2037 $325m 4 875% MTN Mar 2042 £70m and
§ 2% MTN Magr 2057 £95m
& The 1% RPI Tesco Benk Retall Bend 1s redeemable at par maexed for Increases in the RP1 over the iife of the bond
" This bond was issued on 13 May 2015 and was redeemed on 115 scheduled redemption date In April 2018
“ Thus bond was i1ssued on € June 2014 The scheduled redemplion date of this bond is May 2019
* The bonds are secured by 8 charge over the property plant and equipment held withun the Tesco Property Limited Partnership. a 100% owned subsidiary of Tesco PLC The carrying
amounis of assets pledged 25 secunty for securad bonds is £803m (2018 £/86m)
This is an emortising bond which matures in February 2029 £20m {2018 £17m] ss the principal repayment due within the next 12 moaths The remainder is payable in quarterly Instalments
untl matunty in February 2029
This tond was 1ssued on 7 November 2017 The scheduled redemption date of this bond 1s October 2020
The 3 322% Limited Price inflation (LP)} MTN 1s redeemable at par, indexed for Increases In the RFI over the bie of the MTN The masimum indexation of the prncipal 10 any one year 15 5%
with 8 mansmum of 0%
@ The 1 982% RPI MTN is redeemanle at par indexed for increases in the RPI over the life of the MTN

2 &

Borrowing facilities
The Group has the following undrawn committed faciities available at 23 February 2019, in respect of which all conditions precedent had been

met as at that date:

2019 01

£m £m

Expiring in less than one year 38 a8
Expiring between one and two years - -
Expiring in more than two years 3,000 4.232
3,038 4,270

The undrawn committed facilities include £0 4bn (2018 £1 6bn) of bilateral facilities and a £2 Bbn (2018. £2 Bbn) syndicated revalving credit
facility Ail faciities incur commitment fees at market rates and would prowvide funding at floating rates.
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Note 22 Financial instruments
The carrying value and fair value of the following financial assets and latilities are set out below:

2018 2018 {restated)
Far Far
Carryng value value Carrying value value
£m im Em Em
Assets
Cash and cash equivalents 2.9%6 2916 4,059 4 059
Loans and advances to customers and banks - Tesco Bank 12,750 12 931 11,522 1 &59
Short-term investments 390 390 1,029 1029
Joint ventures and assoclates loan receivables’ 133 133 138 139
Liabilities
Short-term borrowings
Amertised cost {1.491) {1 499) (1.467) {1.240)
8onds in fair value hedge relaticnships (72} 7o - -
Long-term borrowings:
Amortised cost 13.954) (4,369) 16137 {6.210)
Bonds in fair value hedge relationships {1,626) (1,622} {895) (818)
Finance leases (128) (139} (122) 032y
Customer deposits - Tesco Bank (10 465) (10,427} [9.245) (9.224)
Deposits from banks ~ Tesco Bank {1663} {1.563) {1539) {1539)

*  Joint ventures and associates loan recevables carrping amounts of £133m (2018 £138m) are presanted in the Group balance sheel net of deferred profits of £54m {2018 £54m) historically
anwng from the sale of property assets to jont ventures

The above table excludes trade and other receivabies/payables, derivative financiai iInstruments and financial assets at far value through

other comprehensive ncome where the carryng values are either fair value or approximate fair value

The fair values of financial instruments and derivatives have been deterrmined by reference to prices avallable from the markets on which the
instruments are traded. where they are avallable Where market prices are not avallable, the fair vaiue has been calculated by discounting
expected future cash flows at prevailing interest rates

The expected maturity of financial assets and habilties 15 not considered to be materially different to their current and non-current
classification

Financial assets and liabilities by category
The accounting classifications of each class of financial assets and liabilities at 23 February 2019 and 24 February 2018 are as follows

Financial assets

at fair value Fair value

through other  Financial assets/ through

comprehensive liabilities at proft or
ngcome amortised cost loss. Total
At 23 February 2019 £m £n £m £m
Cash and cash equivalents - 2.885 31 2916
Loans and advances to custamers and banks - Tesco Bank - 12 750 - 12,750
Short-term investments - 390 - 350
Financial assets at far value through other comprehensve Income 1046 - - 1,046
Joint ventures and associates loan receivables - 133 - 133
Customer deposits - Tesco Bank - {10.465) - {10,465}
Deposits from banks - Tesco Bank - {1.663) - (1663}
Shori-term borrowings - (1,563} - (1.563)
Long-term borrowings - (5 580) - (5.580)
Finance leases - (129} - (129)

Gervative financial instruments

Interest rate swaps and similar instruments - - (29) (29)
Cross-currency swaps - - 325 azs
tndex-linked swaps - - 292 292
Forward contracts - - 3 3
1,046 (3,242) 622 {1,574)
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Note 22 Financial instruments continued

Far value

Financial assets/ through

Avaifabie- habirt:es at profit or
for-sale amortised cost loss Total
At 24 February 2018 £m £m £m Em
Cash and cash equivalents - 4,059 - 4,059
Loans and advances to customers and banks ~ Tesco Bank - 1.522 - n 522
Short-term investments - 1.029 - 1,029
Financial assets at far vaiue through other comprehenswe income 978 - - 928
Joint ventures and associates ioan recewables - 138 - 138
Customer deposits -~ Tesco Bank - (9 245) - (9 245)
Deposns from banks - Tesco Bank - {1,539) - 1.539)
Short-term borrowings - (1 267} - 1,467}
Long-term borrowings - {7.032) - 7.032)
Finance leases - 022} - (122

Derwatve financial instruments

Interest rate swaps and similar instruments - - 58) (58)
Cross-currency swaps - - 297 297
Index-lnked swaps - - 28t 281
Forward contracts - - {39 (39)
928 {2,657} 481 {1,248)

The above tables exclude trade and other receivables/payables that are classified ynder loans and recewvables/other financial habilities

Fair value measurement

The foliowing table presents the Group's financial assets and habilities that are measured at fair value at 23 Febryary 2019 and 24 February
2018. by level of fair value hierarchy

- quoted prices {unadjusted) in active markets for identical assets or liabilties {Level 1),

- Inputs other than quoted prices included within Level 1that are observable for the asset or hability. either directly (that s, as prices) or
indirectly (that is, denved from prices) (Level 2}, and

~ inputs for the asset or liability that are not based on observable market data (that s, uncbservable inputs) (Level 3}

Level 1 Level 2 Level 3 Total
At 23 February 2019 £m fm £m £m
Assets
Financial assets at farr value threugh other comprehensive income 1040 - [ 1,046
Derwative financial instruments
Interest rate swaps and similar instruments - 38 - 38
Cross-cuirency swaps - 342 - 342
Index-hnked swaps - BN - 81
Forward contracts - 39 - 39
Total assets 1,040 1,230 6 2,276
Liabiities
Dervative financial instruments
Interest rate swaps and similar instruments - (671 - 67)
Cross-currency swaps - 07 - {117
Index-hnked swaps - (519) - {515}
Forward contracts - (29) {7) {36)
Total liabilities - {632} [t} (639)
Net assets/(liabilities} 1,040 598 ) 1,637
Level 1 Levet 2 Level3 Total
At 2d February 2018 £m Em £m £m
Assets
Financial assets at fair value through other comprehensive income 923 - 5 928
Dervative financial instruments
Interest rate swsps and similar instruments - 47 - 47
Cross-currency swaps - 345 - 345
Index-lnked swaps - 724 - 724
Forward contracts - 28 - 28
Total assets 923 1,144 5 2,072
Liabilites
Derevative hinancial instruments:
Interest rate swaps and similar instruments - (108) - {105)
Crass-currency swaps - {48) - {48)
Index-linked swaps - (443) - (443)
Forward contracts - 67 - &1
Total liabilities - 663) - (663)
Net assets/{liabilities) 923 481 5 1,409
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The following table presents the changes in Leve! 3 instruments for the 52 weeks ended 23 February 2019 and 52 weeks ended 24 February 2018:

2019 2008

£m £m

At the beginning of the year 5 130
Gains/llosses) recognised in the Group statement of comprehensve income/ lloss) 1 68
Additicn of financial instrument at fair value through profd and loss v} -
Disposal of financial asset at fair value through other comprehensive income - (196}
Addition of financial asset at fair value through other comprehensive income ~ 3
At the end of the year m 5

During the financial year, there were £nil transfers (2018 £rull between Level 1 and Level 2 fair value measurements, and £nil transfers into and
out of Level 3 fair value measurements (2018 £ril)

Offsetting 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 of
Grossamountsof  financial assets/ Nel amounts Related amounts not offset
recogmised  [abilities) offset presented in the Group balance sheet
financial assets/ in the Group in the Group Financiat Net
Uiabilities) balance sheet balance sheet mstruments Collateral amount
A1 2] February 2019 Em £m £m £m fm £m
Financial assets
Cash and cash eguivalents 4,227 01,3} 2,916 - - 2,96
Derivative financial Instruments 1230 - 1230 {223) (12) 995
Total trade and other recevables® 2105 (270} 1835 - - 1.835
Total assets 7,562 {1,581 5,981 (223) (12) 5,746
Financial liabilities
Bank loans and overdrafts {£.698) 1,31 387 - - {387
Repurchases securities iending and similar agreements® {324} - (324) - 3,006 2,682
Derwative financial instruments {639) - 39) 223 33 383)
Total trade and other payables< {10 008) 270 19.738) - - {9,738}
Total liabilities 112,669) 1,581 (11,088) 223 3,033 (7.826)
Gross amgunts of
Gross amounts of  Tinancial assets/ Net amounts Related amounts not offset
recogmsed  {hablimes) offset presented In the Group balance sheet
financial assets/ In the Group 1n the Group Financia! Net
{liabirties} balance sheat balance sheet nstruments Codlateral amount
AL 74 February 2018 £m £m £m £m £m £m
Financial assets
Cash and cash equivalents 4,187 128} 4059 - - 4,059
Derwvative financia instruments 1144 - 1144 (217) {18} 909
Total trade and other receivables™ 1.887 (219} 1.668 - - 1.668
Total assets 7,218 (347) 6,871 (217) {18) 6.636
Financial habilities
Bank Ipans and cverdrafts 479) 128 (351 - - {351
Repurchases. secunities iending and similar agreements® (200} - {2000 380 - 180
Dervative financial instruments 663} - {663) 217 55 (391
Total trade and other payables's (9 579} 219 19,360) - - (9.360)
Total liabilities {10,921) 347 (10,574} 597 55 {9,922)

“ TYotal trade and other recewvables includes £297m (2018 £317m) of prepayments
B Repurchases securities lending and similar agreements are included within the deposits from banks balance of £1 663m {2018 £1539m) m the Group balance sheet Refer 1o Note 24
9 Total trade and other payables mcludes £423m (2018 E4S4m}of contract labikties

For the financial assets and liabilities subject to enforceable master netting arrangements above. each agreement between the Group and the
counterparty allows for net settlement of the relevant financial assets and habiities when both elect to settle on a net basts In the absence of
such an election, financial assets and habdities will be settled on a gross basis However, gach 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 management
The mam financial risks faced by the Group relate to fluctuations in interest and foreign exchange rates. the risk of default by counterparties
to financial transactions and the avalabiity of funds to meet business needs The management of these risks is set out below

Financial risk managernent 15 carried out by a central treasury department under poliCies approved and defegated by the Board of Directors
The Board provides written principles for risk management

Derwvatives are used to hedge exposure to market risks and those that are held as hedging instruments are formally designated as hedges as
defined in IFRS 9 'Financial Instruments’

The fair values of derivative financia! instruments have been disclosed in the Group balance sheet as follows

2019 2018
Asset Uability Asset Liability
£m Em £m £Em
Current, 52 {250) 27 69}
Non-current 1178 (389) 107 (594)
1,230 (639 1,144 {663)

The Group's hedging policies are further described below The main sources of hedge ineffectiveness are the effect of the counterparties’
and the Group’s own credit risk on the fair value of dervatives

Fair value hedges
The Group maintains interest rate and cross-currency swap contracts as far value hedges of the interest rate and currency sk on fixed rate
debt 1ssued by the Group

Cash flow hedges

The Group uses forward contracts to mainly hedge the foreign currency cost of future purchases of goods for resale. where those purchases
are denominated in a currency other than the functional currency of the purchasing company. These hedging instruments are primanly used
to hedge purchases in Euros and US Dollars The ¢ash flows hedged are expected Lo occur within one year of the balance sheet date

The Group alsc uses index-linked swaps to hedge cash flows on index-linked debt. interest rate swaps to hedge interest cash flaws on debt
and cross-currency swaps to hedge cash flows on fixed rate debt denominated in forgign currencies

The Group alsc uses forward contracts to hedge the future purchase of diesel for own use

Net investment hedges
The Group uses currency denominated borrowings to hedge the exposure of a portion of its net investment in overseas operations
(with non-Sterling functional currency) against changes in value due to changes in foreign exchange rates

The details of the hedging instruments and movements i cumulative losses on net investrment hedges in other comprehensive income
are set out below:

Continued Discontinued

hedges hedges

fm Er: £m

Losses on net investment hedges brought forward (58} (978}
Borrowings 1,281 16 2
Losses carried forward {42) 976!

During the year, €205m of the opening €931m 1 375% MTN July 2019 was repaid. leaving €726m designated as a net investment hedge at the
year end. £623m of the €750m 3 375% MTN Nov 2018, which matured in the period, was designated as a net investment hedge There were no
reclassHications from fareign currency transiation reserve and net investment hedge ineffectiveness was £nil during the year

Financial instruments not qualifying for hedge accounting

The Group's policy does not permit use of derivatives for trading purposes. However. some derivatives do not quality for hedge accounting. or
are specifically not designated as a hedge where gains and losses on the hedging instrument and the hedged item naturalty offset in the Group
income statement These instruments include index-linked swaps and forward foreign currency contracts
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The fair value and notional amounts of derivatives analysed by hedge type are as follows

2019 2018
Assel Liabilny Asset Liabilty
Fair value Neteonal Faur value Netional Fair value National Fair value Netronal
£m £m £rm £m £m £m £m £m
Fair value hedges
Interest rate swaps and similar instruments 37 3844 (49) 2,701 43 2,424 87 1,728
Cross-currency swaps 126 180 (8 222 129 401 48) 207
Cash flow hedges
Interest rate swaps and similar instruments - - (17 no - - an 1o
Cross-currency swaps 76 1,394 (g} 272 216 1.413 - -
Index-linked swaps 187 692 - - 180 672 - ~
Forward contracts 32 1 558 (18} 1,010 23 736 (53} 1,49
Dervatives not in a formal hedge relationship
Interest rate swaps and similar instruments 1 432 (1 244 4 436 )] 528
Cross-currency swaps - - - - - - - -
index-linked swaps 624 3.582 1519} 3.589 564 3.590 (443) 3.580
Forward contracts 7 901 (18} 1.54 5 795 (14) 1,896
Tetal 1,230 12,590 (639) 9,659 1,144 10,467 (663) 9,550

The folfowing tables set out the matunity profile and average interest rates and foreign currency exchange rates of the hedging instruments
used in the Group's nOn-dynamic hedging strategies.
Maturity

At 23 February 2018 Up to one year One to five years More than five years

Fair value hedges

interest rate risk

Interest rate swaps - EUR

- Notional amount (£m) 1383 4,937 150
- Average net interest rate {payl/receive {0 83%) (0 86%) 412%

Interest rate swaps - GBP
- Nouonal amount (Em) - 65 -
- Average netinterest rate {pay)/receive - 349% -

interest rate/Foreign currency risk

Cross currency swaps (GBP,USD)

- Notional amount (Em} - - 402
- Average exchange rate - - 150
- Average net interest rate (pay)/receve - - 304%

Cash flow hedges

Interest rate risk

Index linked swaps

- Notional amount (E£m} 60 - 632
- Average net interest rate (pay)/receive {1 69%) - (4 22%)

Interest rate swaps
- Notional amount (£m)} 60 - 50
- Average net interest rate {payl/receive 157% - (4 12%5)

interest rate/Foreign currency risk

Crass currency swaps (GBP USD) floating

- Notional amaount (£m) - 272 -
- Average exchange rate - 129
- Average net interest rate (payl/receve - 162%) -

Cross currency swaps {GBP USD) fimed

~ Notional amount [£m) - 434 960
- Average exchange rate - 119 131
- Average netinterest rate (pay)/recewe - 10 87%) {1 09%)

AL 23 February 2019, forward foregn currency transactions, designated as cash flow hedges, equivalent to £2 6bn were outstanding (2018
£2 2bn). These forward contracts are largely in relation to purchases of Eurc {notional €2 Cbn) and US Dollar {national $1.1bn) with varying
maturtties up to January 2020 The notional and fair values of these contracts 1S shown in the table above

Tesco PLC Annual Report and Financial Statements 2019

133



134

Notes to the Group financial statements continued

Note 23 Financial risk management continued
The foligwing table sets out the details of the hedged exposures covered by the Group's farr value nedges

Accumulated amounts of fair value Changes 1n farr value for
Carrying amount adjustments on hedged item calculating hedge Residuat hedge
Assats Liabiliies Assets Liabiliies ineffectiveness adjustments®
At 23 February 209 £m £m £m £m Em Em
Fair vailue hedges
interest rate risk
Fixed rate loans and mortgages® 7.974 - {3 - 14 -
Fixed rate savings - {3.600 - - )] -
Fixed rate nvestment securities® 473 - (5) - (3) -
Fixed rate bonds® = {1.778) - 85 57} 159)

W Accuemplated amount of fair value hedge adjustments remaining in the Group balance shest for any hedged items thal have ceased to be agjusted for hedging gans and 1o55es
® Classified 85 loans ang advances 10 customers
@ Classi{ied &5 borrawings

The following 1ables set out information regarding the change in value of the hedged item used in catculating hedge ineffectiveness as well as
the impacts on the cash flow hedge reserve and currency basis reserve.

Cash fiow hedge reserve and
currency basis reserve”

Change in value of

hedged nem for
calculating hedge Continued Drscontinued
neffectiveness hedges hedges
Al 23 February 201 Hedgng instrument £m £m £m
Interest rate risk
Index-inked bonds index-unked swaps !} 72 -
Foreign currency risk
Trade payables Forward contracts - 22 -
Interest rate/Foreign currency risk
MTNs Cross-currency swaps (O} 83 (46)

*  Excludes deferred tax

The following table sets cut information regarding the effectiveness of hedging relationships designated oy the Group, as well as the impacts
on profit or loss ang other comprehensive income

Hedge ineffectiveness une item in Group

recognised in profit or ioss income statement that

At 23 Febryary 209 £m includes hedge ineffectveness

Cash flow hedges - Net finance costs

Net investment hedges - Net finance costs
Fair vajue hedges

Borrowings 22 Net finance costs

Derivatives - Net finance costs

The foltowing table presents a reconcilistion by risk category of the cash flow hedge reserve and analysis of other comprehensive income in
retation to hedge accounting:

Cash flow Currency
hegge resarve basis reserve
tm £m Line item
At 24 February 2018 (as previously reported) 40 -
Adyustment on inital apphication of IFRS 9 {net of 1ax} {Note 36) i} 1
At 25 February 2018 (restated) 39 1
Interest rate risk
Index-finked swaps
- Net fair value gamns/(losses) 30 -
- Amount reclassified to Group income statement (20) - Net finance costs
Interest rote swops
- Net far value gains/llossesk 1] -
- Arnount reclassified to Group Income statement - - Net finance costs
Interest rate/Foreign currency risk
Cress currency swaps
- Net fair vaiue gains/llosses) 15 (6}
- Amount reclassified to Group income statement 8 - Net finance costs
Foreign currency risk
Forward contracts
- Net tawr value gains/{lossest 92 -
- Amount reclassified to Inventory (45} — Inventory
Tax - -
At 23 February 2019 18 15
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Interest rate risk
Debt 1ssued at variable rates. as well as cash deposits and short-term investments, expose the Group to cash flow interest rate risk.
Debt 1ssued at fixed rates exposes the Group to fair value risk

The Group's policy is ta target fiung a minimum of $0% of interest costs for senior unsecured debt of the Group excluding Tesco Bank
At 23 Fepruary 2018. the percentage of interest-beaning debt at fixed rates was 78% (2018, 80%} The weighted average rate of interest
paid on senior unsecured debt this financial year, excluding joint ventures and associates, was 3 76% (2018 4 26%}

Forward rate agreerments, interest rate swaps. caps and floors may be used to achseve the desired mix of fixed and floating rate debt

The Group has RPI-linked debt where the principal 1s indexed to increases in the RPI. RPI debt is treated as floating rate debt The Group also
has LPI-Iinked debt, where the principal is indexed to RPI, with an annual maximum increase of 5% and a mimimum of 0% LPI debt is treated
as fixed rate debt RPI-linked debt and LPI-linked debt are hedged for the effects of inflation until matunty

For interest rate risk relating to Tesco Bank, refer to the separate section on Tesco Bank financial risk factors on page 137.
During 2019 and 2018, net debt was managed using derivative instruments to hedge interest rate risk

2019 2018
Fixed Floatng Totat Freed Floating Total
fm Em £m £ £ fm
Cash and cash eguivalents - 2 918 2.916 - 4 059 4 059
Loans and advances 1o customers - Tesco Bank 8.328 4,422 12,750 6929 4,593 11522
Short-term investments - 380 380 - 1.029 1,029
Financial assets at fair value through other
comprehensive Income 475 571 1.046 803 125 926
Joint ventures and associates foan recevables 76 57 133 76 62 138
Finance leases (129) - {129) 122) - (122}
Bank and other borrowings {5.810) {1.333) {7.143) (6 836) (1.663) (8 495}
Customer deposits - Tesco Bank (3.14) {6,751 {10 485) [3.447) [5.798) (9245}
Deposits from banks - Tesco Bank {1.663) - 1.663) (1.539) - (1.539)
Derwative effect
Interest rate swaps 5 899) 5,899 - {5.096) 5.096 -
Cross-currency swaps 402 402) - 608 {608} -
Index-linked swaps {346} 348 - {337) a3z -
Total (8,280Q] 6,115 (2,165) 8,961 7,232 (1,729)
Credit risk

Credit nisk anses from cash and cash equivalents, trade and other recewables, customer deposits, inancial instruments and deposits from
banks end financial instituticns

The Group holds positions with an approved hist of nvestment-grade rated counterparties and monitors the exposure, credit rating, outlook
and credit default swap levels of these counterparties on a regular bas:s The net counterparty exposure under derivative contracts 1s £1 Obn
[2018 £0 Sbn). The Group considers its maximum credit risk to be £19 7bn (2018. £19 6bn) largely based on the Group's total financiat assets

For credit risk relating tc Tesco Bank, refer to the separate section on Tesco Bank financial risk factors on page 138

Liguidity risk

The Group finances its operations by a combination of retaned profits, disposals of assets, debt capital market issues, commercial paper,
bank borrowings and leases The policy is to mantain a prudent tevel of cash together with sufficient commitied bank facilities to meet
liquidity needs as they arise The Group retains access to capital markets so that maturing debt may be refinanced as 1t falls due

Liquidhty risk s managed by short-term and long-term cash flow forecasts In addition, the Group has undrawn committed facilities totalling
£3 Obn (2018 £4 3bn), consisting of a syndicated revolving credit facility and bilateral faciities. which mature between 2020 and 2021

The Group has a £15 Obn Euro Medium Jerm Note programme, of which £4 2bn was in 1ssue at 23 February 20019 (2018' £5 3bn}, plus £0 4bn
equivalent of USD denominated notes 1ssued under 144A documentation (2018 £0 6bn)

For hguichty risk retating to Tesco Bank, refer to the separate section on Tesco Bank financial nisk factors on pages 137 and 138

The following is an analysis of the und:scounted contractual cash flows payable under financial habaiities and derivative liabilities taking into
account contractual terms that provide the counterparty a choice 0f when (the earhiest date) an amount 15 repaid by the Group. The potential
cash outflow of £20 3bn 1s considered acceptable as it is offset by financial assets of £19 2on (2018 £18 6bn offset by financial assets of

£19 6bn)
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Notes to the Group financial statements continued

Note 23 Financial risk management continued

The undiscounted cash flows will differ from both the carrying values and fair values Floating rate interest 1s estimated using the prevailing
rate at the balance sheet date Cash flows in foreign currencies are translated using spot rates at the balance sheet date For index-lnked

liabiities. inflation is estimated at 3% for the life of the liability (2018. 3%)

Due Oue Due Due
Due between b b Due

within fand 2 Zzand 3 Jand4 4and 5 beyond

iyear years years years years 5 years
Al 23 February 2018 tm £m £m £Em £m £m
Non-derivative financial habilities
Bank and other borrowings. .50} (.22 (056} (28 (854} (3.18}
interest payments on borrowings 1258} 1205) 176} {142 (141 {1.267)
Customer deposits - Tesco Bank {8.569) 1,348) (336) {08) (186) m
Deposits from banks - Tesco Bank (337) 410) (945) - - -
Finance leases (44) m {1 () ¥/ 27
Trade 2nd other payables® 19 354} {28) {41 {n { 1293)
Derivative financial liabilities
Net settled derivative contracts - receipts 6 3 2 - - -
Net seftled derivative contracts - payments {291} {340) {59) (79 8 (20}
Gross settled derivative contracts - receipts 2,438 (262) 14 - - -
Grass settled derivative contracts - payments {2.460) 260 {43) - - -
Total {20,348) (3,562) (2,151 (379} 11,2085) (4,826)

Que Oue Que Oue
Due by Detween Due

within tand 2 2and3 Jand 4 4andh beyond

Vyear years years years years S years
At 24 February 2018 £m £m Em £m £m £m
Non-derivative financial liabilities
Bank and other borrowings {1.401} {1.445) (963) (926) (28) {3.860)
Interest payments on borrowings (298} (323} (243) (219 (163} {1.852)
Customer depostts ~ Tesco Bank {7.655} (874) {500} (176) (105) -
Deposits from banks — Tesco Bank (209) 12 (412} 947) - -
Finance leases {20 (34) an m an (120)
Trade and other payablesh (8.996) {34) {34) (25) (24) (247)
Derivative finangial liabilities
Net settled derivative contracts - receipts 15 9 S 5 2 1
Net settled dervative contracts - payments {271 (197} (340) {37 {58} {109)
Gross settled derivative contracts - receipts 3.366 15 103 13 - -
Gross settled dervative contracts - payments 13,426) 13) 971 {7 - -
Total {18,651} (2,908} {2,492) 2,397) (387) 6,187)

' Trade and other payables includes £423m (2018 £484m) of contract liabiliies

= Prior year derivative financial iabiities amounts have been adjusted to reflect the gross up of dervatives in a ability position at year-end

Foreigh exchange risk

The Group s exposed to foreign exchange nsk principally via:

- transactional exposure that arises from the cost of future purchases of goods, where those purchases are denominated in a currency
other than the functional currency of the purchasing company Transactional currency exposures that could significantly impact the Group
income statement are hedged, These exposures are hedged via forward foreign currency contracts or purchased currency options, which

are designated as cash flow hedges:

net investment exposure arises from changes in the value of net investments denominated 1n currencies other than Pounds Sterfing

The Group hedges a part of its investments in its international subsidiaries via foreign currency dervatives and borrowings in matching
currencies, which are formally designated as net investment hedges. Duning the current financial year, currency movements increased
the net value, after the effects of hedging. of the Group's overseas assets by £100m (2018- increase by £318m) The Group also ensures

that each subsidiary 1s appropriately hedged in respect of its non-functional currency assets; and

- loans 10 non-UK subsidianes. These are hedged via foreign currency derivatves and barrowings n matching currencies. These are not
formally designated as hedges as gains and losses on hedges and hedged Ioans will naturally offset.

The impact on the Group financial statements from foreign currency volatility is shown in the sensitivity analysis below

Sensitivity analysis

The impact on the Group financral statements from foreign currency and interest rate volatility is discussed below

The analysis excludes the impact of movements in market variables on the carrying value of pension and other post-employment obligations
and on the retranslation of overseas net assets as required by 1AS 21 'The Effects of Changes in Foreign Exchange Rates'. However, it does
include the foreign exchange sensitivity resulting from local entity non-functional currency financial nstruments

The sensitwity analysis has been prepared on the basis that the amount of net debt. the ratio of fixed to floating interest rates of the debt
and dervatives portfolio, and the proportion of financial instruments in foreign currencies are all constant and on the basis of the hedge
designations in place at 23 February 2019 It should be noted that the sensitivity analysis reflects the impact on income and equity due to
financial instruments held at the balance sheet date It does not reflect any change in saies or costs that may result from changing interest

or exchange rates.
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The following assumptions were made in calculating the sensitivity analysis

- the sensitivity of interest payable to movements in interest rates 13 calculated on net floating rate exposures on debt. deposits and
denvative instruments with no sensitivity assumed for RPI-hinked debt, which has been swapped to fixed rates.

changes in the carrying value of dervative financial instruments designated as fair value hedges from movements inimterest rates or foreign
exchange rates have an immatenal effect on the Group income statement and equity due to compensating adjustments in the carrying
value of debt,

changes in the carrying value of derwative financial instruments designated as net investment hedges from movements in foreign exchange
rates are recorded directly In the Group statement of comprehensive income/{loss),

changes in the carrying value of derwative financial mstruments not designated as hedging instruments only affect the Group income
statement,

all ether changes in the carrying value of derivative financial instruments designated as hedging instruments are fully effective with no
impact on the Group income statement, and

the floating leg of any swap or any floating rate debt s treated as not having any interest rate already set. therefore a change in Iinterest
rates affects a full 12-month period for the interest payable portion of the sensitivity calculations

Using the above assumptions, the following table shows the llustrative effect on the Group income statement and equity that would result, at
the balance sheet date, from changes inanterest rates and currency exchange rates that are reasonably possible for major currencies where
there have recentiy been significant movements

2019 20%
Income Equity ncome Equity
gain/iloss) gan/tloss) gain/iloss) gan/lioss)
£m £m Em £m
1% increase In interest rates {2018 1%) 58 (32 69 (30)
10% appreciation of the Euro {2018 10%) 1 {96) 4 (143)
10% appreciatian of the US Dollar (2018 103} - 100 & 129

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 cornprehensive income/{loss) from changing exchange rates results from the revaluation of financial
iabilities used as net Investment hedges The impact on the Group statement of comprehensive income/(loss) 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 debt plus equity) are to safeguard the Group's ability to continue as a going
concernin order to provide returns to shareholders and benefits for other stakeholders. while protecting and strengthening the Group
palance sheet through the appropriate balance of debt and equity funding The Group manages its capital structure and makes adjustrments
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 shareholders, buy back shares and cancel them,
or1ssue new shares

The Group raises finance in the public debt markets and borrows from financial institutions  The policy for debt 1s to smooth the debt maturity
profile with the objective of ensuring continuity of funding This pohicy continued during the financial year. with debt redeemed of £2 3bn (2018
£2.7bn). One €750m bond with a maturity of October 2023 was 1ssued in the current financial year {2018 nil) The Group borrows centrally and
locally, using a variety of capital market instruments and borrowing faciliies to meet the Group's business reguirements of each local

business

Refer to Note 30 for the vaiue of the Group’s net debt {£3.2bn. 2018 £2 6bn), and the Group statement of changes in equity for the value of
the Group's equity (£14 8bn. 2018. £10 5bn)

Insurance risk
The Group 1s exposed to the risk of being inadequately protected from habilities arising from unforeseen events The Group purchased assets,
earnings and comixned ability protection from the open insurance market for higher value (osses only

The risk not transferred to the insurance market (s retained within the Group with some cover being provided by the Group’s captive
insurance company. ELH Insurance Limited in Guernsey. which covers Assets, Earrungs and Combined Liability

Tesco Bank

Interest rate risk

Interest rate nsk arises mainly where assets and habiities in Tesco Bank’s banking activities have different repricing dates and from
unexpected changes to the yield curve, Tesco Bank 1s exposed to interest rate risk through dealings with retail customers as well as
through lending to and borrowing from the wholesale market Tesco Bank has estabhshed mits for risk appetite end stress tests are
performed using sensitivity to fluctuations i underlying interest rates in order to monitor this risk Tesco Bank afso use the Capital at

Risk [CaR) approach which assesses the sensitivity (value changel of a reduction in the Bank’'s capital to movements in interest rates

The scenarios considered include both parallel and non-paraltel movements of the yield curve and have been designed to assess impacts
across o suitable range of severe but plausible movements in interest rates. interest rate nsk s primanly managed using interest rate swaps
as the main hedging instrument

Liquidity and funding risk
Liquichty rrsk 1s the nisk that Tesco Bank has insufficient hquidity resources to meet its obligations as they fall due Funding nisk 1s the risk that
Tesco Bank does nat have sufficiently stable and diverse sources of funding.

Tesco Bank operates within a Liquidity Risk Management Policy Framework (LRMP) to ensure that sufficient funds are availlable at all times to
meet demands from depositors, to fund agreed advances. to meet other commitrments as and when they fall due, and to ensure the Board's
risk appetite 15 met
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Note 23 Financial risk management continued

Liquidhty and funding risks are assessed through the individual Liquidity Adequacy Assessment Process (ILAAP) on at least an annual bas:s
Formal imits are set within the LRMP to maintain quichity risk exposures within the Liquidity Risk Appetite set by the Board and key liquidity
measures are monitored on a regular basis Tesco Bank maintans a conservative hquidity and funding profile to confirm that it 1s able to meet
its financial obligations under normat, and stressed market conditions

Credit risk

Credit risk is the risk that a bank borrower or counterparty will fail to meet its cbligations in accordance with contractuslly agreed terms and
Tesco Bank will incur losses as a result Credit nisk principally arises from the Bank's retail iending actmities but also from the placement of
surpius funds with other banks and money market funds. investments in transferable securities and interest rate and foretgn exchange
dervatives In addition, credit risk arises from contractual arrangements with third parties where payments and commissions are due to the
Bank far short periods of time. Assessment of the expected credit loss {ECL) on loans and advances to customers and banks has taken into
account a range of macro-economic scenarios, one of which reflects a no-deal Brexit

The ECL is determined by multiplying together the probability of default (PD), exposure at default {(EAD) and loss given default (LGD) for the
relevant time period and for each asset category and by discounting back to the balance sheet date. The ECL caiculation end the
measurament of significant deterioration in credit rsk both incorporate forward-looking information using a range of macro-econormic
scenarios. with key variables being the Bank of England base rate. unemployment rate, house price index and Gross Domestic Product (GDP).

The sensitivities Iin the ECL allowance to reasonably possible changes in the following key assumptions as at 28 February 2019 are set out below.

Reasonably Impact on ECL allowance

Key assumption possible change (£ million)
Probability of default Increase of 2.5% 9
Decrease of 2 5% 9

Loss given default Increase of 2 5% 12
Decrease of 2 5% (12}

Macro-economic factors Upside scenano (33!
Base scenano {21

Downside scenaro 67

Probabihty of default threshold (staging) Increase of 20% a4
Decrease of 20% 10

Tesco Bank could be exposed to unacceptable levels of bad debt and also suffer reputational damage if it did not provide adequate support to
customers who are experigncing financial difficulties Forbearance is relief granted by a lender to assist customers in financial difficulty,
through arrangements which temporarily allow the customer to pay an amount other than the contractual amounts due. These temporary
arrangements may be initiated by the customer or the Group where financial distress would prevent repayment within the original terms and
conditions of the contract The main aim of forbearance Is to support customers in returning to a position where they are able to meet their
contractual obligations.

Tesco Bank has adopted the definition of forbearance in the European Banking Authority’s (EBA) final draft Implementing Technical Standards
(ITS) of July 2014. The Group reports all accounts meeting this definition, providing for them appropriately

Controis and risk mitigants

Tesco Bank has well defined forbearance policies and processes. A number of forbearance options are made available to customers by the

Group. These routinely, but not exclusively, nclude the following:

- arrangements to repay arrears over a penod of time, by making payments above the contractual amount, that ensure the loan is repaid
within the ongnal repayment term:

- short-term concessions, where the borrower is allowed to make reduced repayments {or in exceptional circumstances. no repayments) on
a temporary basis to assist with short-term financial hardship, and

- for secured products, it may also be scceptable to aliow the customner to clear the arrears over an extended period of time. provided the
payments remain affordable

Gross Loans and Advances Forpearance programmes as 3 Propartion of Forbearance

subject ta Forbearance proportion of total Loans and Programmes covered

Programmes Advances by category by Impaireent provision

2019 2018 2019 018 2019 2018

£m £m % k] % %

Credit cards - UK 928 69.6 20 1.5 533 72.3
Credit cards ~ Europe - 0.8 - 27 - 40.9
Credit cards - Commercial 0.1 o1 48 47 %08 950
Loans 48 4 424 " 23] 480 €8.2
Mortgages 60 59 0.2 02 12 02

Amended disclosures in ine with IFRS @ requirernents have been applied to the current financial year only. The comparative penod note
disclosures repeat those disclosures made in the prior year. Below are the areas of disclosure in relation to the prior year which have been
replaced in the current year by amended IFRS 9 disclosures as above.
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Asset quality
Ineffective management and controls over the emerging asset quality of the Group's lending portfolios could expose the Group to
unacceptable levels of bad debt

Controls and risk mitigants

Tesco Bank's asset quality is reflected through the level of its impairment by lending type Asset quality 1s maintained through credit and
affardability assessments at asset origination. combined with regular monitoring and reporting of asset quaity to the appropriate Senior
Management team and risk committees

The table below presents an analysis of credit exposure by impairment status across the different expasure classes The table predominantly
relates to banking assets: the retail instalment lending apphes to credit agreements in the insurance business. The prsor financigl year amounts
below are presented gross of impairment and exclude fair value hedge adjustments of £(16)m

Retail Retan
unsecured  Retall mortgage instalment
lending lending lending Total
AL 24 February 2018 £m £m £m £m
Past due and impaired
Less than 90 days past due 44 - - 44
90-179 days past due 59 - - 59
180 days plus past due 109 - - 109
Past due but not impaired
Less than 29 days past due 55 1 - 56
30-59 days past due 20 - - 20
60-119 days past due 13 - - 13
Neither past due nor impaired
Low risk® 8,010 2983 129 nizz
High risk® 327 26 - 353
Total 8,637 3,010 129 1,776

W Low risk s defined as an asset with a probabxiity of default of less than 10%
= High risk Is defined as an asset with a probability of default of 10% or more

The credit risk exposure from off-balance sheet items in 2019, mainly undrawn contractual lending commitments, was £12 2bn (2018 £12 4bn}

Gross loans ang advances to customers of £17m were subject to active forbearance arrangements and were considered to be not impaired on
the basis that the Group did not anticipate that the future expected cash flows of the gross loans and advances would be impacted Of this
total, £5m was included in 'neither past due nor impared” and £12m i "past due but not impaired’

Insuronce risk

Tesco Bank is indirectly exposed to insurance risks through its ownership of 43 9% of Tesco Underwriting Limited (TU), an authonsed insurance
company Insurance risk 1s defined as the nsk accepted through the provision of msurance products in return for & premum The timing and
quantum of the risks are uncertain and determined by events outside the control of Tesco Bank. The key insurance risks within TU refate to
underwriting nisk and reserving risk, TU operates a separate framework to ensure that the TU insurance portfola operates within agreed nisk
appetite Tesco Bank closely monitors performance of the portfolio against specific thresholds and hmits

Note 24 Customer deposits and deposits from banks

2018 2008
£m £m
Customer deposits 10,465 9245
Deposits from banks 1663 1.538
12,128 10,784

Cf which
Current 8.832 7.812
Non-current 3 296 2.972
12,128 10,784

Depesits from banks include habilities of £324m (2018: £200m) that have been sold under sale and repurchase agreements
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Note 25 Provisions

Property Restructunng Qther

prowisions, provisions arovisions Total

im £m £rm im

At 25 February 2017 (as previously reported) 851 98 174 1,123
IFRS 15 restatement {Note 36) ~ - {3) {3)
At 26 February 2017 (restated) 851 98 m 1120
Foregn currency translation 8 1 - 6
Amount released n the year 33 (32) 14 (79)
Amount provided in the vear 153 157 n 521
Amount utibsed In the year 120 (148) 159 (36)
Unwinding of distount 13 - - 13
At 24 February 2018 869 78 318 1,265
Foreign currency transtation 2 {1 - H
Acquired through business combination {Note 31) 40 - 4 44
Amount refeased in the year 68} 126} 196} (2901
Amount provided in the year s ¥4l 53 389
Amount utihsed In the year (1g) 129) mo (357
Unwinding of discaunt 15 - - 15
At 23 February 2012 855 143 639 1,067

The balances are analysed as follows

2009 2018

Em £m

Current 320 544
Non-current 747 721
1,067 1.265

Property provisions
Property provisions comprise onerous lease provisions, including leases on unprofitable stores and vacant properties. dilapidations provisions
and asset retirement obhgation provisions

The caiculation of the value 1in use of the leased properties to the Group is based on the same assumptions for growth rates and expected
changes to future cash flows as those for Group owned properties, as discussed in detail \n Note 11, discounted at the appropriate risk-free
rate The cost of exiting lease contracts is estimated as the present value of expected surrender premiums or deficits from subletting at
market rents. assuming that the Group can sublet properties at market rents. based on discounting at the approprate risk-adjusted rate
For some |eases, termination of the lease at the break clause requires the Group to either purchase the property or buy out the equity
ownership of the property at far value No value s attributed to the purchase conditions since they are gt fair value It)s also assumed

that the Group s indifferent to purchasing the properties.

Based on the factors set out above. the Group has recognised a net onerous property provision charge in the year of £47m (2018 £120m),
comprising @ EN5m charge and E68m release, largely relating to onerous lease contracts for fully impaired properties and other onerous
contracts reiating to properties

Of the net £47m (2018 £120m) onerous property provision charge recognised (n the year, a £44m (2018' £105m) charge has been recognised
as an exceptional item within cost of sales classified as ‘Net impairment reversal of non-current assets and onerous property provisions’
The remaining £3m charge was not included in ex¢eptional items

The Group has performed sensitivity analysis on the onerous lease pravisions using reascnably possible scenarios based on recent market
movements. Neither a half a percentage point increase nor decrease in the risk-free rate would result in 28 material change to the onerous
lease provisions

QOnerous lease provisions will be utilised over the relevant lease terms. predominantly within the next 25 years

Restructuring provisions

Of the £195m net charge (£221m charge, £26m release) recognised 1n the year, £182m (2018 £102m) has been classified within exceptional
items as 'Net restructuring and redundancy costs’ and related to store and head office restructuringin the UK & ROI £131m (2038 £102m),
Central Europe £27m {2018 £nil), Asia £26m (2018 £nil} and Tesco Bank £2m retease (2018; £nil)

Other provisions

In prior financial years Tesco PLC and Tesco Freetime Limited, a wholly-owned subsidiary undertaking of the Group. initiated an appeal against
Her Majesty’s Revenue and Customs (HMRC) regarding the treatment of VAT on Clubcard rewards Following the Upper Tier Tribunal ruling in
the Group's favour on 24 January 2019, HMRC's Salicitors Office confirmed that they would net appeal the ruling, The Group has therefore
released the £176m provision within exceptional items. classified as ‘Freetime VAT provision release’ within cost of sales.

On 10ctober 2018, the FCA issued a warning notice to the Group in relation to an onhine fraudulent attack agamst Tesco Bank’s detit cards in
Novernber 2016 The Group agreed to @ settlemant payment of £16m which was paid in the year.

Other provisions also include provisions for Tesco Bank customer redress in respect of potential complaints arising from the historical sales
of PPi, and in respect of customer redress relating to instances where certain requirements of the Consumer Credit Act (CCA) for post-
contract documentation have not been fully comphied with In each instance. management have exercised judgement as to both the timescale
for implementing the redress campaigns and the final scope of any amounts payable During the current financial year. an additional charge of
£16rm was recogrised in the Group income statement within exceptionat items. classified as ‘Provision for customer redress’ within cost of
sales Refer to Note 4 for further details

Other provisions are expected to be utiised In the next financial year
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Note 26 Share-based payments

The Group income statement charge for the financial year recognised in respect of share-based payments is £118m {2018 £252m). which
15 made up of share option schemes and share bonus payments Of this amount, £103m (2018 £128m) will be settled 1n equity and £15m
{2018. £124m) in cash The movement of cash-settled charge with reference to the prior year s due to employees no ionger being offered
cash-settled awards.,

Share option schemes
The Company had 10 share option schemes in operation during the financiat year, all of which are equity-settled schemes

| The Sawings-refated Share Option Scheme (1981) permits the grant to colleagues of options in respect of ordinary shares inked to a
budding society/bank save-as-you-earn contract for a term of three or five years with contributions from colleagues of an amount
between £5 and £500 per four-weekly period Options are capable of beng exercised at the end of the three or five-year perod at a
subscription price of not less than B0% of the averzage of the middle-market quotations of an ordinary share over the three desling
days iImmediately preceding the offer date

n  The Irish Savings-related Share Option Scheme (2000) permits the grant to ROI colleagues of options in respect of ordinary shares linked
to a building society/aank save-as-you-earn cantract for a term of three or five years with centributions from colleagues of an amount
between €12 ang €500 per four-weekly perod Options are capable of being exercised at the end of the three or five-year penod 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.

w  The Executive Incentive Plan (2004) permitted the grant of options in respect of ordinary shares to selected senior executives Options are
normally exercisable between three and 10 years from the date of grant for nit consideration No further options will be granted under this
scheme

v The Executive inceative Plan (2014) permits the grant of options in respect of ordinary shares to selected senior executives as a proportion
of annual bonus foliowing the completion of a required service pertod and is dependent on the achievement of corporate performance
and individual targets. Options are normally exercisable between three and 10 years from the date of grant for nil consideration. Full
details of this plan can be found in the Directors’ rermungration report

v The Performance Share Plan (20M) permits the grant of options in respect of ordinary shares to selected executves Options are normally
exercisable between the vesting datels) set at grant ang 10 years from the date of grant for nil consideration The vesting of options will
normally be condttional upon the achievement of specified performance targets over a three-year penod and/or continuous employment

vi The Discretionary Share Option Plan (2004) permitted the grant of approved, unapproved and international options in respect of ordinary
shares to selected executives Options are normally exercisable between three and 10 years from the date of grant at a price not less than
the middle-market quotation or average muddle-market quctations of an ordinary share for the dealing day or three dealing days
preceding the date of grant The vesting of options will normally be conditional upon the achievernent of a specified performance target
related to the annual percentage growth in earnings per share over a three-year period There were no discounted options granted
under this scheme

vii The Group Bonus Plan permits the grant of options in respect of ordinary shares to selected semor executives as a proportion of annual
bonus following the completion of a required service penod and is dependent on the achievement of corporate performance and
individual targets Options are normally exercisable between three and 10 years from the date of grant for nil consideration

vin The Long Term Incentive Plan (2015) permits the grant of options in respect of ordinary shares to selected executives. Options are
normally exercisable between the vesting datels) set at grant and 10 years from the date of grant for nil consideration The vesting of
options will normaily be conditional upon the achievernent of specified performance targets over a three-year period ang/or
continuous employment.

x The Booker Group PLC Savings Related $hare Option Plan 2008 (Booker SAYE) permitted the grant to Booker colleagues of options in
respect of ordinary shares in Booker Group PLC {Booker Shares) hnked to a building society/bank save-as-you-earn contract for a term of
three years with contributions from Booker colleagues of an amount between £5 and £500 per four-weekly period Following completion
of the acquisition of Booker Group PLC by Tesco PLC, Booker colleagues elected to roll over their existing options over Booker shares
under the Booker SAYE into equivalent options over ordinary shares in Tesce PLC (Tesco Shares) The options aver Tesco Shares are
capable of being exercised at the end of the three year penod at a subscription price equivalent to not less than 80% of the average of
the middle-market quotations of a Booker Share over the three dealing days immediately preceding the offer date

x  The Booker Group PLC Performance Share Plan 2008 (Booker PSP) permitted the grant of options in respect of Booker Shares to selected
Booker senior colleagues (Booker PSP Options) Under the Booker PSP tax approved Company Share Option Plan options (Booker C5OP
Options} were also granted to selected Booker senior cofleagues Fotlowing completion of the acquisition of Booker Group PLC by Tesco
PLC, Booker senior colleagues elected to roll over thewr existing Booker PSP and Booker CSOP Options over Booker Shares into equivalent
options over Tesco Shares Booker PSP Options are normally exercisabie between the third anniversary of the ongnal date of grant and
10 years from the date of grant for mil consideration The vesting of options s normally conditional wpon the achievernent of specified
performance targets over a three year period and continuous employment Conditional on the vesting of the relevant Booker PSP Options
Booker CSOP Options are normally exercisable between the third anniversary of the original date of grant and 10 years from the date of
grant at a subscrnption price equivalent to the market value of the Booker Shares at the time of grant
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Note 26 Share-based payments continued
The following tables reconcile the number of share options outstanding and the weighted average exercise price (WAEP)

For the 52 weeks ended 23 February 2019

Booker Growp PLC
Savings-related Irish Savings-related Nilcost Booker Group PLC Performance Share
Share Dpton Scheme Share Gplion Scheme Share Optan Scherme Savings Related Plan Scheme Other Schermes™

Options. WAEP Options WAEP Optrons  WAEP Options WAEP Opticns  WAEP Cptions. WAEP
Qutstanding at 244,886,709 162.21 6,926,980 167 88 36,015,612 - - - - - 32,377,140 -
24 February 2018
Granted 50.220.486 18800 1925295 16800 411,499 - 15684396 14147 1744696 - - -
Forfeited {25 820.506) 8817 (215831 17835 (6321392 - {1.566,612) 145 59 {662.857) - {19,997 503) -
Exercised (53.695,441) 15043 {1,165,466) 15034 (4.728,490) - {4.290.0791 13106 (5561.682) - - -
Qutstanding at 215,591,248 168.04 6,470,978 175.06 25,377,129 - 9,827,705 145.36 1,222,347 - 12,379,637 338.40
23 February 2019
Exercise price 150 00 to 150 00 to - B8 26 to - 3384010
range lpence) 322 00 32200 16376 82700
Weghted average
remainmn,
contractgal Ife 248 2N 73 189 09 020
tyears)
Exercisable at 10,629,678 210 24 406,100 19201 6,4M,384 - 573,798 137.13 1,740,392 - 12,379,637 -
23 February 2019
Exercise price 150 00 to 150.00 1o - 137 40 - 338 40
range (pence) 32200 32200
Weighted average
rermamm
e ife 0.43 0.43 616 0.35 - 020
{years}

-

Other Schemes includes Approved Share Option Scheme (Approvedl Unapproved Shere Option Scheme (Unapproved) and International Executive Share Opticon Scheme (tncernationall

Respecinely WAEP lor Outstanding at 24 February 2018 were 381 25p (2017 420 87pl, 373 1Bp {2017 395 84p} and 375 69p (2037 397 17p) WAEP for Forfeited during the current Tinancial
year were 416 54p 12018 458 33p) 400 96p (2018 446 01p) and 396 04p 12018 439 33p). WAEP for Qutstanding et 23 February 2019 were 338 40p (2018 391 25p) 338 40p(20v@ 275 18p)
and 338 4Cp (2018 375 69p} Share options were exercised on a regular basis throughout the financial year The average share pnice during the 52 weeks ended 23 February 2019 was

226 55¢ (2018 187 68pl.

For the 52 weeks ended 24 February 2018

Boaker Group FLC
Savings-related Irish Savings-related Milcost Booker Group PLC Performance
Share Option Scheme Share Option Scheme Share Option $cheme $avings Related Share Plan Schem# Other Schemes®

Qptions. WAEP Opliong WAEP Options WAEP Options. WAEP Options  WAEP Qpuons WAEP
Outstanding at 256,862,881 168.91 6,339,307 179.46 27,640,320 - - - - - 47,965,080 -
26 February 2017
Granted 40.314.086 BB 00 2078500 16800 10,83B.726 - - - - - - -
Forfeited (47125 4001  204.95 (1.471.619) 21817 (1,740.742) - - - - - 15,587.950) -
Exercised {5,164.858) 150 29 (19.208) 150 02 (722,792) - - - - - - -
Qutstanding at 244,886,709 162.21 6,926,980 167.88 36,015,512 - - - - - 32,377,140 -
24 February 2018
Exercise price 150 00 10 150 00 to - - - - 33840110
range {pence} 32200 32200 427 00
Weighted
average
rermaining 248 262 816 - - ~ 0610073
coniractual life
{years)
Exercisable at 4,482,116 282.00 118,702 28200 4597668 - - - - - 3237740 375.1810
24 February 2018 391.26
Exercise price 282 00 282 00 - - - - 338 40 to
range lpence) 427.00
Weighted
average
remaning 043 043 6.93 - - e 607;3
contractual lfe A
lyears)

¢ Refer to previous table for footnotes
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The fair value of share options 1s estimated at the date of grant using the Black-Scholes or Monte Carlo eption pricing moge! The following
table gives the assumptions applied to the options granted in the respective periods shown No assumption has been made Lo InCorporate
the effects of expected early exercise

2019 2018

SAYE il cost SAYE Nit cost
Expected dividend yield (%) 15-4 2% 15% 2.2-36% -
Expected volatility (%6) 79% 25-30% 29-32% 33%
Risk-free interest rate (%} QB-11% 08-09% 09-1.0% 01-02%
Expected Iife of option {years) 3ors 3-6 3orb 3-8
weighted average fair value of cptions granted (pence) 4101 68 04-180 35 41,86 68 04-180 35
Probability of forfesture (%) 7-N% - 7-11% -
Share price {pence) 212 40 204 00 187 0O 180 35
Weighted average exercise price (pence) 0 88-188 QO - 168 00 -

Volatiity 1s 8 measure of the amount by which a pnice Is expected to fluctuate during a pencd. The measure of volatirty used in the Group's
aption pricing models is the annualised standard deviation of the continucusly compounded rates of return on the share over a period of
tme In estimating the future volatility of the Company’s share price, the Board consigers the historical volatiity of the share price over the
most recent pericd that 15 generally commensurate with the expected term of the option, taking into account the remaining contractual hife
of the opuion

Share bonus and incentive schemes

Selected executives participate in the Group Bonus Plan, a performance-related benus scheme The amount paid to colleagues 1s based on
a percentage of salary and is 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 individual performance targets

Selected executives participate in the Performance Share Plan (2011) and the Long Term Incentive Pian (2015), Awards made under these plans
will normally vest on the vesting date(s) set on the date of the award for nil consideration Vesting will normally be conditional on the
achievement of specified performance targets over a three-year performance perod and/or continuous employment,

The Executive Directors participate in short-term bonus and long-term incentive schemes designed to align their interests with those of
shareholders Full detalls of these schemes can be found in the Rirectors’ remuneration report.

The fair value of shares awarded under these schemes i1s their market value on the date of award Expected dividends are not incorporated
into the fair value

The number and weighted average fair value (WAFV} of share bonuses awarded during the financial year were

2013 2018
Number of shares WAFV pence  Number of shares WAFV pence
Group Bonus Plan 16,489 286 24207 21,898,988 180 35
Performance Share Plan 25,570,973 25479 24,638,938 180.94

Note 27 Post-employment benefits

Pensions

The Group operates a varety of post-empioyment penefit arrangements. covenng both funded and unfunded defined benefit schemes and
defined contribution schemes

Defined contribution
Defined contribution schemes are open to all Tesco employees in the UK.

Under the Group's defined contribution pension schemes, employees of the Group pay contnbutions to an independently administered fund,
into which the Group afso pays contributions based upon a fixed percentage of the employee’s contributions The Group has no further
payment obligations once its contributions have been paid Contributions paid for defined contribution schemes of £332m (2018- £316m}
have been recognised in the Group income statement This includes £10m {2018 £108m) of salaries paid as pension contnbutions

Defined benefit schemes

The Group has a defined benefit pension deficit of £2,808m (2018 £3 282m), comprising a number of schemes The most significant of these
are for the Group’'s employees in the UK, which are ciosed te future accrual. and ROl The defined benefit pension deficit in the UK represents
96% of the Group deficit (2018. 96%)

Business combinations

On 5 March 2018, the Group acquired Booker. which has three UK defined benefit pension schemes The Booker Pension Scheme, closed to
future accrual. 1s the primary scheme, with two smaller closed schemes relating to retal partners Budgens and Londis The combined cefined
pbenefit pension deficit acquired on business comobination was £22m

Guaragnteed minimum pension

On 26 October 2018 a high court judgement was handed down regarding the Lioyds Banking Group's defined benefit pension scheme which
affects many pension schemes in the UK, including the Group’s UK schemes The judgement concluded that schemes should be amended to
ensure that members who have guaranteed mimimum pensions (GMPs) receve the same benefits regardless of their gender. This change
impacts GMP enefits accrued between 1990 and 1997 The trustees of the Group’s UK schemes are considering the impact of the judgement
on scheme llabiities and (ndividual members, and at 23 February 2019 this work 1S ongoing

tn consultation with independent actuaries, the Group has estimated the financial effect of equalising benefits to increase the Group
accountng pension deficit by £43m This has been recogmised as a past service cost, and s presented as an exceptional lternin Lhe incoine
statement (Note 4)
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Notes to the Group financial statements continued

Note 27 Post-employment benefits continued

United Kingdom

The principal plan within the Group is the Tesco PLC Pension Scheme (the Scheme), the assets of which are held as a segregated fund and
admirwstered by the Trustee

The Scheme is established under trust law and has a corporate trustee that 1s required to run the Scheme in accordance with the Scheme’s
Trust Deed and Rules and to comply with all relevant legistation Responsitiity for governance of the Scheme lies with the Trustee. The Trustee
18 @ company whose directors comprise

1 representatives of the Group. and
I representatives of the Scheme participants, in accordance with its articles of association and UK pension law

Scheme funding

The Group considers two measures of the pension deficit The accounting position 1s shown on the Group balance sheet The funding position,
calculated at the triennial actuarial assessment, is used to agree contributions made to the schemes The two measures will vary because they
are for different purposes. and are calculated at different dates and in different ways The key calculation difference is that the funding
position considers the expected returns of scheme assets when calculating the iability, whereas the accounting position calculated under

IAS 19 discounts liabilities based on corporate bond yields

The most recent triennial actuarial assessment of the Scheme was performed on 3 March 2017 using the projected unit credit method
The funding position was a deficit of £3.016m The market value of the Scheme’s assets was £13,14Im and these assets represented 81% of
the benefits that had accrued to members, after alowing for expected increases In pensions In payment

The Group has a plan to fund the Scheme pension deficit and to meet the expenses of the Scheme Annual contributions of £285m for10
years from April 2018 were agreed, with contributions being assessed at the next triennial review The expenses for the year, which inciude the
Pension Protection Fund levy, were £23m (2018 £25m). In the event that the Pension Pratection Fund levy for the Scheme exceeds £75m over
three years, the Group agreed to pay this excess amount to the Scheme over the following three years, The market value of assets held as
security in favour of the Scheme is at least £575m,

The tast Booker Pension Scheme triennial valuation showed a funding deficit of £41m at 31 March 2016, with agreed contributions of £6m
per annum for six years from 1Apri! 2017. No contnbutions were required for the Budgens or Londis schemes.

IFRIC 14
The Group is not required to recognise any additional liabilies in relation to funding plans, or limit the recogrition of any surpluses. as any
future economic benefits will be avaiable to the Group by way of future refunds or reductions to future contnputions

Maturity Profile of Obligations
The estimated duration of the Scheme obligations 1s an indicator of the weighted average term of benefit payments after discounting
For the Scheme this 1s 24 years

Around half of the undiscounted benefits are due ta be paid beyond 30 years' time, with the last payments expected to be over
80 years from now

The estimated undiscounted benefit payments expected to be paid out over the hfe of the Scheme 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 8
Pensioner 19
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Risks

The Group bears a number of risks in relation to the Scheme, which are described beiow

Risk Oescripion of risk Mitigation

Investment The Scheme's accounting fabilities are The Trustee and the Group regularly monitor the funding position and

calculated using a discount rate set with
reference to corporate bond yields If the
return on the Scheme's assets underperform
this rate, the accounting deficrt will increase
If the Scheme's assets underperform the
expected return for the funding valuation,
this may require additional contributions to
be made by the Group.

operate a diversified investment strategy

The Trustee and Group take a balanced approach Lo Investment risk,
and use a long-term plan to manage investment risk

The Scheme's benefit obligations are nked to
inftation A hugher rate of expected tang-term
inflation will therefore lead to higher Habilities,
both for the 145 19 and funding iability

tf the Scheme's funding llability increases.

this may require additional contributions to
e made by the Group.

Inflation

As part of the investment strategy. the Trustee aims to mitigate this

risk through nvestrment in a liabihty-driven investment (LD portfolio
The portloko invests in assets which increase in value as inflation
expectations increase This mittgates the mpact of any adverse
movement (n long-term inflation expectations

The Scheme’s holdings are designed 1o hedge against inflation risk up

to the value of the funded Iatitities

Addimonally. changes to future benefits were intreduced in Jung 201210
reduce the Scheme's exposure to inflation nisk by changing the basis for
calculating the rate of increase i pensions to CPI previnusly RPI)

A decrease in corporate bond yields will
increase the accounting deficit under 1AS 19
Sirnilzrly, a decrease in gilt yields will have an
agverse impact on the funding position of the
Scheme This may lead to additional
contributions to be made by the Group

Interest rate

As part af the investment strategy. the Trustee aims to mitigate this risk
through investment in a hability-driven investment (LDl portfolc

The portfolio invests in assets which increase n value as interest rates
decrease The Scheme’s holdings are designed to hedge aganst interest
rate risk up to the value of the funded Liabihties

Because tha aim of the porticlio 1s ta mugate nsk for the funding
position, neffectiveness in hedging for the accounting deficit under
14519 can arise where corporate bond and gilt yields diverge Thus s
partally offset by Scheme holdings in corporate bonds

The Scheme's obligations are to provide
benefits for the Iife of the member and s¢
increases in ife expectancy will lead to
higher habilibes

Life expectancy

To reduce this risk. changes 1o future benefits were introduced in
June 2012 to increase the age at which members can take their fult
pension by twa years

The Trustee and Group regularly monitor the impact of changes

in longevity on Scheme obligations

The Operations and Audit Pensions Committee was estabhished to further strengthen the Group's Trustee Governance and provide greater
oversight and stronger internal control over the Group's nisks. The Group Pensions Committee was also set up to prowide an additional layer
of governance and nsk management Further mitigation of the risks 1s provided by externat advisors and the Trustee who consider the
funding position, fund performance and impacts of any regulatory changes

Scheme principal assumptions

Financial assumptions

The mayor assumptions, on a weighted average basis, used by the actuaries to value the defined benefit obligation of the Scheme were as follows:

2019 2018

% %

Discount rate 28 29

Price infiauon 3 31

Rate of increase in deferred pensions’ 21 21
Rate of increase n pensions 1h payment”

Benefits accrued before 1 June 2012 29 pa:)

Benefits accrued after | June 2012 22 22

* inexcess of any guaranteed mimmum pension EGMP) element

Mortality assumptions

The Group, in censultation with an independent actuary, conducted a mortality analysis under the Schemne as part of the triennigl actuarial
valuation process Subsequent to this analysis, the Group adopted the best estimate assumptions for the calculation of the 1AS 19 pensien

liakility for the main UK scheme

The mortality assumptions used are based on tables that have been projected to 2017 with CMI 2016 improvemnents In addition, the
allowance for future mortalty improvements from 2017 have been updated to be i line with CMI 2017, with a long-term improvement rate

of 1.25% per annum

The base tables used in calculating the mortality assumptions are different for vanious categories of members, as shown below

Pensioner Non-Pensioner
Male Staff 100% of SAPS 52 Normal 105% of SAPS §2 Normal
Senior Manager 85% of SAPS 52 Normal Light B7% of SAPS §2 Normal Light
Female Stafl 100% of SAPS 52 All 98% of SAPS 52 Alt

Senicr Manager

85% of SAPS 52 All 86% of SAPS 52 All
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Notes to the Group financial statements continued

Note 27 Post-employment benefits continued

The foltowing table illustrates the expectaticn of life of an average member retiring at age 65 at the reporting date and a member reaching
age 65 at the reporting date +25 years A comparison between the two retree dates illustrates the expected improvements In mortabty over

the next 25 years
2019 208
Years Years
Retiring at reporting date at age 65 Male 223 222
Female 240 240
Retining at reporting date +25 years at age 65 Mate 237 228
Female 260 260
Sensitivity analysis of siznificant actuarial assumptions
The sensitmty of significant assumptions upon the Scheme defined benefit obligations are detalled below
2019 2018
Discount rate Inflation rate Discount rate Inflation rate
Financial assumptions - Increase/(decrease) in UK detined benefit obligaton £m £m £m £m
Impact of 0 1% increase of the assumption 401 334 (388) 339
Impact of 0 1% decrease of the assumption 401 (301 404 (3231
impact of ! 0% ncrease of the assumption {3.408) 3607 (337 3.651
Impact of i 0% decrease of the assurnption 4,705 {2.839) 4,718 (2.876}
2015 2018
Mortality assumptions ~ Increase/{decrease) in UK defined benefit abligation £m £m
Impact of 1year increase in longevity 685 630
Impact cf 1 year decrease in longevity (685} (630}

Sensitivities are calculated by changing the relevant assumption whilst holding all other assumptions constant. The sensitivities reflect

the range of recent assumption movements, and illustrate that the financial assumption sensitivities o not move in a linear fashion.

Movements in the defined benefit obligation from discount rate and infiation rate changes may be partially offset by movements in assets

Overseas

The most significant overseas scheme s the funded defined benefit scheme which operates in ROl An independent actuary, using the
projected unit credit method, carried out the latest actuarial assessment of the ROl scheme as at 23 February 2019 At the financial year end,

the IAS 19 deficit refating to ROl was £106m (2018, £104m)

Post-empioyment benefits ather thon pensiors

The Group operates a scheme offering post-retirement healthcare benefits. The cost of providing these benefits has been accounted

for on a sirmilar bawis to that used for defined benefit pension schemes

The liatwhity as at 23 February 2018 of £9m (2018. £11m) was determined In accordance with the advice of independent actuaries

During the financial year, £nit (2018. Enul) has been charged to the Group income statement and Enil (2018, £1m) of benefits were paid

Pian assets

The Group's pension schemes hold assets that both provige returns and mitigate nsk, ncluding the volatiity of future pension payments

The table below shows a breakdown of the combined investments held by the Group’s schemes,

2019 2008
Quoted Unguoted Total Quoted Unquated Total
£m fro fm % Em £m £&m %
Equities
UK 203 - 203 1 284 - 284 2
Eurepe 684 - 684 5 823 - 823 ]
Rest of the world 4,224 - 4.224 28 3.828 - 3.828 29
5,11 = 5m 34 4,935 - 4,935 37
Bonds
Government 1174 - 1174 8 1.029 - 1029 8
Corporates - investment grade 648 - 648 4 487 - 487 3
Corporates - non-investment grade 2 - 2 [*] 7 - 7 0
1,824 - 1,824 12 1,523 - 1,523 n
Froperty
ux 83 1032 (R 7 ~ 97 a7 7
Rest of the worid [ 423 429 3 ~ 381 281 3
89 1,455 1,544 10 ~ 1,298 1,298 19
Alternative assets
Hedge funds 2 383 385 3 ~ 405 405 3
Prwate equity - 851 B51 6 - 694 694 5
Qther 230 827 1,057 7 14 740 754 8
232 2,061 2,293 16 14 1,839 1,853 14
Liability Driven Investment (LD} portfollos 3,695 287 3,982 26 3,309 (24) 3 25
Cash 300 - 300 2 345 - 349 3
Total fair value of assets 1,251 3,803 15,054 100 10,122 313 13,235 100

Quoted assets are those with a quoted price in an active market
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The LDI category consists of assets, including gilts and index-linked gilts, of the value of £6.683m (2018 £5.912m) and associated repurchase
agreements and swaps of £(2,700m (2018 £(2,635)m) Other derwvatives are included in the asset category to which they relate, reffecting the
underlying nature and exposure of the derivative

The plan assets include £196m (2018 £185m) relating to property used by the Group Group property with net carrying value of £E489m
(2018 £509m) (Note 11) and a value to the Scheme of at least £575m {2018 £575m) 15 held as security in favour of the Scheme

Movement in the Group pension deficit during the current financial year

Farr value of plan assets Defined benefit obligation Net defined benefit surplus/idehcity
2019 208 209 2018 2019 2018
Em fm £m £m £m £m
Opening balance 13,235 13,196 (16,517} {19,847) (3,282) {6,621
Current service cost - - (35) (38) {35} {381
Past service cost - - 43) - (43} -
Finance income/(cost) 395 326 (485) (488) 89 {162)
Included in the Group income statement 396 326 {563) {526} (167) (200)
Remeasurement gain/lioss)
Financial assumptions gain/tloss) - - (478) 2190 (478) 2190
Dermographic assumptions gain/(loss) - - (51) 680 50 680
Experience gain/{ioss) - - {39) 452 {39 4572
Return on plan assets excluding finance income 932 {57 - - 932 {57}
Foreign currency translation 13 8 3 13} - {5}
Included in the Group statement of comprehensive 929 49) {(565) 3,309 3c4 3,260
inceme/ lloss}
Member contributions 2 2 2} {2 - -
Employer contributions 33 34 - - 33 34
Additional empleyer contributions 266 245 - - 266 245
Benefits pad 547} (519) 547 519 - -
Acquired through business combination iNote 31) 740 - {762} - (22) -
Qther mavements 494 {238) 217 517 277 279
Closing balance 15,054 13,235 (17,862 116,517) {2,808} (3.282)
Deferred tax asset 470 554
Deficit in schemes at the end of the year, net of (2,338} (2,728)
deferred tax
Note 28 Called up share capital
2019 2018
Ordinary shares of 5p each Ordwnary shares of 5p each
Number Em Number £m
Allotted, called up and fully paid:
At the beginning of the year B,192,116,619 410 8,174,832,553 409
Share opuons exercised 41525 096 2 5.184 066 -
Share bonus awards 1ssued 12 000 000 1 12,000,000 i
Shares 1ssued for the acqursition of Booker 1547854 846 77 - -
(Note 31}
At the end of the year 9,793,496,561 490 8,192,116,619 410

During the financia) year. 41.5 million (2018 5.2 million) crdinary shares of 5 pence each were 1ssued In relation to share options for an
aggregate consideration of £60m (2018: £8m), 12 O million (2018 12 0 milhon) ordinary shares of 5 pence each were 1ssued In relation to
share bonus awards and 1,548 million ordinary shares of 5 pence each were 1ssued as a result of the acquisition of Booker.

The shares 1ssued as consideration for the acquisition of Booker were valued at £3.127m based on the published share price on 2 March 208
of 202.0 pence with £77m recognised as share capital and the remairing £3,050m recognised as merger reserve, included within other
reserves on the Group statement of changes in equity Refer to Note 31 for further details

The Group has a share forfeiture programme following the complebion of a tracing and notification exercise to any shareholders who have not
had contact with the Company over the past 12 years, in accordance with the provisions set out in the Company's Articles of Association
Under the share forfeiture programme the shares and dividends associated with shares of untraced members are forfeited with the resulting
proceeds transferred to the Group 1o use for good causes in ine with the Group's corporate responsibility strategy During the finanaial year,
the Group received Enil {2018 £3m) proceeds from sale of untraced shares and £nil (2038 £2m) write-back of unclaimed dividends. which are
reflected in share premium and retained earnings respectively

As at 23 February 2019. the Directors were authorised to purchase up to a maximum in aggregate of 877 2 million {2018 817 5 milion}
ordinary shares before the Annual General Meeting 2679 on 13 June 2018

The holders of ordinary shares are entitled to receive dvidends as declared from time te time and are entitled to one vote per share at
general meetings of the Company
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Notes to the Group financial statements continued

Note 28 Caffed up share capital continued

Own shares purchased

Own shares represent the shares of Tesco PLC that are held in Treasury or by the Employee Benefit Trust Own shares are recorded at cost
and are deducted from equity

The own shares held represents the cost of shares in Tesco PLC purchased from the market and held by the Tesco Internatonal Employee
Benefit Trust to satisfy share ewards under the Group’s share scheme plans {refer to Note 26) The number of ordinary shares held by the
Tesco International Employee Benefit Trust at 23 February 2019 was 68 1 million (2018 1.5 milion) This represents 0.70% of called-up share
capital at the end of the year (2018: 014%).

No own shares held of Tesco PLC were cancelled during the periods presented

Note 29 Related party transactions
Transactions between the Cormpany and its subsicharies, which are related parties, have been elimingted on consohidation and are not
disclosed i this note. Transactions between the Group and its joint ventures and associates are disclosed below

Transactions

Joint ventures Associates
2018 2018 2019 208
£m £m £&m Em
Sales to related parties 486 474 - -
Purchases from related parties 376 396 20 18
Omwidends recewved 29 15 12 n
Ivjection of equity funding 11 2t - -

Sales to related parties consist of services/management fees and loan interest

e
Purchases from related parties include £280m (2018 £275m) of rentals payable 10 the Group's joint ventures (including those joint ventures
formed as part of the sale and leaseback programme)

Transactions between the Group and the Group's pension plans are disclosed 1n Note 27

Balances
Joint veniures Associates

2019 2008 2019 2018
£m Em Em £m
Amounts owed to related parties 20 e - -
Amounts owed by related parties 37 27 - -
Loans to related parties (net of deferced profits) 133 138 - -
Loans from related parties (Note 21} - & - -

*  Loans torelated partwes of £133m (2016 £138m} are presented net of deferred profits of £54m (2018 £54m} histonCally ansing from the sale of property assets (o point ventures For loans
10 related parties, a 12-month expected credr loss 1s recorded on initial recogniion The expected credit 1oss was wmnmaterial as at the current reporting date

A number of the Group’s subsidiaries are members of oné or more partnerships to wham the provisions of the Partnerships [Accountsi
Repulations 2008 (Regulations) apply. The financial statemnents for those partnerships have been consohdated into these financial statements
pursuant to Reguiation 7 of the Regufations

Transactions with key management personnel
Members of the Board of Directors and Executive Committee of Tesco PLC are deemed 1o De key management personnel.

Key management personnel compensation for the financia! year was as follows:

2019 2018
Em £m
Salanes and short-term benefits v 7
Pensions and cash in ieu of pensions 2 2
Share-based payments [X] 9
Joining costs and loss of office costs i 4
33 42

Attributable 10
The Board of Directers (including Non-executive Directors) 10 12
Executive Committee imembers not an the Board of Directors) 23 30
33 42

Of the key management personnel who had transactions with Tesco Bank during the financial year, the following are the balances at the
financial year end:

Credit card morigage ant Current and seving deposit
personal loan balances ALCounts
Number of key Number of key
managgment menagemen';
personnel £m personng! £
At 23 February 2019 3 - 10 2
At 24 February 2018 7 | 5 -
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Note 30 Analysis of changes in net debt

At Forelgn Interest Other At
24 February IFRS 9 Fair-value exchange ncome/ non-cash 23 February
2008 adjustment® Cash flow movements movements (cnargel movements 09
£m £m £m £m £m £m £m Em

Total Group
Bank and oiher borrowings (8.318) - 1,496 (136) 6 (43) - (7.007
Finance lease payables hz2) - 17 - (2) - 22) 128
Net derwative financial iInstruments 465 - 135) 128 - 20 - 578
Arising from financing activities (7,975} - 1,478 8) {8) (23) {22} (6.558)
Cash and cash eguivalents 4,059 - {1158) - 15 - - 2 916
Short-term investments 1.029 - 639) - - - - 390
Joint venture loans 138 {13) {5) - - - 13 133
Interest and other receivables 1 - (18) - - 18 - 1
Interest payables (181 - 306 - (2) (259} - (138)
Net derivative mierest 6 - - - - {3} - 13
Total Group {2,913} (13) (36) (8) 5 {267) {9) 13,241

Tesco Bank
Bank and other borrowings (1.584) - 154 9 - - - 1.42n
Net derivative financial instruments (42 - - 13 - - - (29}
Arising from financing activities (1,626) - 154 22 - - - (1,450}
Cash and cash equivalents 1,304 - 261 - - - - 1.043
Joint venture loans 34 - Sk - - - - 29
Interest payables - - 5 - - (5) - -
Tesco Bank (288) - 107} 22 - 15) - (378}

Retait

Bank and other borrowings (6 734) - 1.342 (145) {6) (43) : - {5.586)
Finance lease payables (1221 - 17 - (2 - 22) (129
Net derivative financial instruments 507 - {35} 15 - 20 - 607
Arising from financing activities 6.349) - 1,324 {30) 8 [23}) 22} (5,108}
Cash and cash equivalents 2,755 - (897} - 15 - - 1873
Short-term investments 1,029 - (639} - - - - 390
Joint venture foans 104 3] - - - - 13 104
Interest and other recewvables 1 - (18} - - 8 - 1
Interest payables {181 - klal - {2) (254) - (136)
Net derivative interest 15 - - - - (3) - 13
Net debt (2,625) 13} 71 (30Q) 5 {262} (9) {2,863)

*  Impact of acdopting IFRS a5 explaned In Note 1 and Note 36

Net debt excludes the net debt of Tesco Bank but includes that of discontinued operations Balances and movements in respect of the total
Group and Tesco Bank are presented to allow reconciliation between the Group balance sheet and the Group cash flow statement
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Note 30 Analysis of changes in net debt continued

Re-

Non-cash classification of

At Foregn interest Other  movements  movements in Al
25 February Fair value exchange Income/ non-cash ~ Turkey neldebtofthe 24 Febnuary
2017 Cashflow movements movements [chargel  movements disposgl  disposal group 2018
Em £m £m’ fm £m £m £m £m £m
Total Group
Bank and other borrowings m.h2) 3.408 9N (49) {56) - 73 73) 18,318}
Finance lease payables ma} 10 - 2) - (16 - - 122
Net derivative financial mstrumernts 893 {2531 {135) ~ 20 - - - 465
Arising from financing activities (10,933) 3,165 (104) 151) 138) 016) 73 73) 7,975}
Cash and cash equivalents 3.B21 292 - 5 - - - u 4,059
Short-term mvestments 2727 (1697 - i1} - - - - 1,028
Joint venture loans 137 - - - - i - - 138
Interest and other recevables 1 27} - - Fij - - - 1
Interest payables 167} 35 - (31 (362) - 3 {3) nen
Net derwative interest 28 23) - - " - - - 16
Net debt of the disposal group {65) - - - - - - 65 -
Total Group (4,451 1,981 (104) {40} (360) {15) 76 - 12,913}
Tesco Bank
Bank and other borrowings (1.440) (150} 6 - - - - - (1.584)
Net derwvatve financial instruments {105} - 83 - - - - - (42}
Arising from tinancing activities (1,545) 150) 69 - - - - - 1,626}
Cash and cash equivalents 789 515 - - - - - - 1.304
Joint venture loans 34 - - - - - - - 34
Interest payables - 4 - - ) - - - -
Taesco Bank (722) 369 69 - (4] - - - {288)
Retail
Bank and other borrowings 10.272) 3.558 85 49} {56) - 73 {(73) i6.734)
Finance lease payahles {14) 10 - (2) - {16} - - 122)
Net derivative finantial instruments 998 {253) (258) - 20 - - - 507
Arising from financing activities {3,388} 3,315 (173 51 {36) 18} 73 (73) (6,349
Cash and cash equivalents 3.032 {303} - 15 - - - n 2.755
Short-term investments 2.727 (1.697 - it - - - - 1.029
Joint venture loans 103 - - - - i - - 104
interest and pther recevables 1 27 - - 27 - - - 1
Interest payables (187) 347 - (3 {358) - a 3 as
Net derivative interest 28 (23) - - n - - - 16
Net debt of the disposal group {65} - - - - - - 85 -
Net debt {3,729} 1,612 (173) (40) (356) {15) 76 - (2,625}
Reconciliation of net cash flow to movement in Net debt
2019 2018
£m £m
Net increase/ldecrease) in cash and cash equivalents {1158} 212
Elimination of Tesco Bank movernent in cash and cash eguivalents 261 (515)
Retail cash movement in other Net debt tems:
Net increase/ldecrease) in short-term investments 639} {1.697)
Net increase/ldecrease) in joint venture igans - -
Net increasel/decrease in borrowings and lease financing 1,359 3,568
Net cash flows from derivative financial instruments {35} 1253)
Net interest paid on components of Net debt 283 297
Change in Net debt resulting from cash flow n 1,612
Retail IFRS 9 adjustment (13 -
Retail net interest charge on components of Net debt 1262) {356}
Retait fair value and foreigh exchange movements (251 (213}
Debt disposed on chspasai of Turkish operations - 76
Retail other non-cash movements {9] 5}
{Increasel/decrease in Net debt {zae) 1,104
Qpening Net debt 12.625) (3.729)
Closing Net debt (2,863) (2,625)
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Note 31 Business combinations

Financial statements

On 5 March 2018, the Group acquired a 100% stake in Booker Group pic {Bocker} Booker is the largest food wholesaler m the UK
The acquisition buitds on the Group's care expertise of sourcing distributing and selling food in the UK market and will enable the Group
to enter the out-of-home food consumption market The Directors expect the merger to deliver financial synergies through both revenue

and Cost synergies

The transaction has been accounted for as an acquwisition of a business in accordance with IFRS 3 ‘Business Combinations’ The total
constderation of £3,993m was satisfied by cash, shares and other items as detailed in the table below Booker sharehoiders receved
0 861 Tesco PLC ordinary shares and 42 6 pence in cash per Booker share held. A total of 1.548 milion new ordinary shares of the Company
have been issued as a resuit of the transaction, with new shares carrying equal voting and distribution nghts as the cxisting ordinary shares

The fair value of the shares 15 based on the published share price on 2 March 2018 of 202 0 pence

The consideration and cash fiow impacts of acquisitions in the current financial year are reflected below’

Cash flow statement

Cash outflow from

Consideration  Operating cash fiows  Investing cash flows MBjor acquIstion
£m £m £m £m
Acqguisition of Booker
Cash consideration 766 - (766) {766)
Equity shares ssued 3127 - - -
3.893 - {766) (766)
Fair value of Booker s share plans acquired 33 - - -
Dividend paid to Booker sharehotders &7 - 67} 67
Acquistion costs paid ' - (43) - (43}
Less' cash acquired - - 129 129
Total Booker 3,993 43 (704) (747}
Acquisition of another subsidiary n - in) -
Total acguisitions 4,004 43 (715} (747}
The fair value of assets and llabiities recognised as a result of the acquisition of Booker are as foliows
Faw vzlue
£m
Property, plant and eguipment, 326
Acquired intangible assets 755
Asset held for sale 3a
Cash and cash equivalents 129
Trade and other recavables 173
Inventories 357
Deferred tax (126}
Trade and other payables (663)
Non-current hiablities (1]
Prowisions (a4}
Post-employment benefit obligations (22
Total 800
Goodwill 3 093
Purchase consideration 3,993

The goodwill s primarily attributable to synergies, new customers, the acquired workforce and business expertise None of the goodwillis
expected to be deductible for tax purposes Acquired intangible assets comprise catenng customer relationships of £657m, retail customer
retationships of £58m. brands of £30m and a property-related purchase option valued at £10m. The customer relationships and brand assets
are amortised over 9 to 15 years Refer to Note 1C. The amartisation charge on the acquired infangibles is excluded from the Group’s

operating profit before exceptional items and amortisation of acquired ntangibles

The fair value of acquired trade and other receivables 1s £173m and includes trade receivables with a fair value of £123m The gross contractual

amount for trade recevabies due was £132m, of which £9m 1s expected to be uncollectable

Booker contribuied revenues of £5,826m and net profit after tax of £122m to the Group from 5 March 2018 te 23 February 2018 The £122m
profit Includes the impact of consolidation adjustments, primarily £74m of amortisation expense cn acquired intangible assets If the
acquisition had accurred on 25 February 2018. Group revenue and net profit after tax for the 52 weeks ended 23 February 2019 would not be
materially different Transaction costs of £22m have been included in adrministrative expenses for the 52 weeks ended 23 February 2019 (52

weeks ended 24 February 2018 £2tm)
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Notes to the Group financial statements continued

Note 32 Commitments and contingencies

Capital commitments

At 23 February 2019, there were commitrments for capital expenditure contracted for, but not incurred. of £70m {2018 £116m). principally
relating to store development

Contingent liabitities

There are a number of contingent habiities that anse in the nermal course of business, which if realised. are not expected to résult in 2
material hability to the Group The Group recognises provisions for habhties when it is more likely than not that e settlement will be required
and the value of such a payment can be reliably estimated

As previously reported, law firms in the UK have announced the intention of forrming claimant groups to commence litigation agamst the Group
for matters arising out of or in connection with its overstatement of expected profits m 2014, and purport to have secured thirg party funding
for such itgation In this regard. the Group has received two high court clams against Tesco PLC. The first was receved on 31 October 2016
from a group of 12 investors inow reduced to 78 investors) and the second was receved on 5 December 2016 from an investment compary
and a trust company The merit, likely outcome and potential impact on the Group of any such hitigation that either has been or might
potentially be brought against the Group s subject to a number of significant uncertainties and, therefore, the Group cannot make any
assessment of the likely outcome or quantum of any such itigation as at the date of this disclosure

Prior to the disposal of its Korean operations {Homepltus). Tesco PLC provided guarantees in respect of 13 Homeplus lease agreementsin
Korea in the event of termination of the relevant lease agreement by the landlord due to Homeplus' default Entities controlled by MBK
Partners and Canada Pension Plan Investment Board [CPPIB, as the purchasers of Homeplus. undertook to procure Tesco PLC's release from
these guarantees following the disposal of Homeplus. Five guarantees currently rérmain outstanding This liability decreases over time with all
relevant leases expiring in the period between 2027 and 2031 The maximum potential lability under these outstanding guarantees i1s between
KRW 229bn (£156m) and KRW 377bn (£256m) In the event that the guarantees are called. the potential economic outflow is estimated at

KRW 167bn {£114m), with fungs of KRW 73bn (£50mi placed in escrow to praowde the primary payment mechanism for these guarantees The
net potentiat outflow 10 Tesco 15 therefore estimated at KRW 94bn (E64m) Additionally. Tesco PLC has the benefit of an indemnity from the
purchasers of Homeplus for any claims made over and above the amounts In €scrow.

Following the sale of Homeplus in 2015, as disclosed i the Prospectus issued by the Company on 5 February 2018, the Group has received
claims from the purchasers relating to the sale of the business. The claims are being wigorously defended Wwhilst the claims have evolved since
ongnally issued, the Group does not balieve the claims are likely to lead to a material outfiow of funds

As previously reported. Tesco Stores Lirmited has recewed claims frem current and former Tesco store colleagues alleging that their workas 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 pustifiaple The claimants are seeking the differential between the pay terms looking back, and equivalence of pay terms mowving
forward At present. the likely number of claims that may be receved and the merit, likely cutcome and potential impact on the Group of any
such litigation ss subject to a number of sigmificant uncertainuies and therefore. the Group cannot make any assessment of the likely outcome
or quantum of any such litigation as at the date of this disclosure There are substantal factuzl and legal defences to these claims and the
Group intends to defend therm

Subsidiary audit exemptions
The following UK subsidiary undertakings are exempt from the requirements of the Companies Act 2006 (the Act) relating to the audit of
individual accounts by virtue of section 4784 of the Act

Name Company number Name Company Number Name Company Number
Tescolnternational internet Retaibng Limited 00041420 Cne Swop Convenence Stores Limited 02467178 Armitage Finance Unlimied 05966324
Difons Newsagents Limited 00140624 NutriCentre Limited 02602894 Span Hill Regeneration Limited 06418300
One Stop Cornmunity Stores Limited ODI9EYBG Tapesiver Lirmied 05205362 Tesco Red [3LP} Limited 027765
Paper Chaln (East Anglial Limited 00256555 Tesco FFC Limited 08859292 Tesco PENL Lumited 06479938
Cuilen’s Stores Limited Q0279206 Tesco Mobile Communications Limited 04780729 Tesco Aqua [GP) Limited 05721694
Stewarts Supermarketls Limnited 002994C0 Tesco Moblte Services Limited 04780734 Testo Red (GF} Limited. 05721630
Europa Foods Lirmited 00658774 Spen Hill Developments Lirmited 04827279 Tesco aqua (3LP) Limited 09947523
Gibbs News Limmited 00784680 Launchgrain Limited 05260858 The Tesco Aqua Limited Partnership  LPOTIS20
T&S Stores Limited 01228935 Buttoncable Limited 06294246 The Tesco Red Limited Partnership  (PON522
Day and Nite Stores Limited 01746058 . Buttancase Limited 05298861 Faraday Properties Limited 5C119496
Adminsiore Lemited 01382853 Tesco Aqua (FinCol) Limited 05888959 W Low Supermarkets Lmited SC119487
Spen Hill Management Limited 07450426 Tesco Gateshead Properties Limited 08312535 Spen Hill Properties (Hokdings) PLC 02412674
Tesco TLB Finance Limited 04967622 Tesco PEG Limited 06480308 Cheshunt Finance Unlimited 06807552

Tesco PLC will guarantee all outstanding liabiiities that these subsidianes are subject to 85 at the financial year ended 23 February 2018 in
accordance with section 479C of the Act, a5 amended by the Compames and Limited Liability Partnerships (Accounts and Audit Exemptions
and Change of Accounting Framework) Regulations 2012

Tesco PLC has irrevocably guaranteed the habilities and commitments of the following Insh subsidiary undertakings, which have been
exempted pursuant to Section 357 of the Companies Act 2014 of ireland from the provisions of Section 347 and 348 of that ACt: Monread
BGevelopments Limited. Edson Properties Limited; Edson investments Limited: Cirrus Finance (2009} Limited: Commercia! Investments Limited:
Chirac Limited, Clongalkin Properties Limited, Tesco Ireland Pension Trustees Limited; Orpingford Unhimited Company: Tesco Trustee
Company of Ireland Limited; WSC Properties Limited. Thundridge Unimited Company. Pharaway Properties Limited, R.J D Holdings Unlimited
Company: Nabcla Development Limited, PEJ Property Investments Limited, Cirrus Finance Limited, Tesco Ireland Limited; Wanze Properties
{Dundalk) Limited, Tesco lreland Holdings Limited, and Tesco Mobile Ireland Lirmited. The wrevocable guarantee may be relied upon for the
purposes of the aforementioned exemption, while the United Kingdom remains part of the European Econormnic Area.
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Tesco Bank
At 28 February 2019, Tesco Bank had contractual lending commitments totalling £12.2bn (2018 £12.4bn) The contractual amounts represent

the amounts that would be at risk should the avaizble facilities 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 Finance PLC (TPF). being the regulated entity at the reporting

date

e
20 {restated]
£m Em

Common equity tier 1 capital.
Shareholders’ funds and non-controfling interests, net of tier 1 regulatory adjustments 1.439 1.502

Tier 2 capital:

Qualifying subordinated debt 235 235
Other interests - 99
Total tier 2 regulatory adjustments (29) (34]
Total regulatory capital 1,645 1,802

Cn 27 June 2013, the final Capital Requirements Directive IV [CRD IV} rules were published i the Official Journal of the European Union
Following the publication of the CRD IV rules. the Prudential Regulation Authority (PRAY issued 2 policy statement on 19 December 2013 detailing
how the rules will be enacted within the UK with carresponding bimeframes for implementation The CRD IV rules are currently being phased in
The following tables analyse the regulatory capital resources of TPF (being the regulated entity) applicable as at the financial year end

The movement in common equity tier 1 capital dunng the financial year 15 analysed as follows- 201
2019 Irestatedh

fm Em

At the beginning of the year 1,502 1,381
Initial apphcation of IFRS 15 - 14
At the beginning of the year {restated} 1,502 1,395
iniuial applcation of IFRS 9 {166} -
Share capital and share premium - -
Profit attributable to sharehoiders” 138 127
Cther reserves 015) 6
Crdinary dwidends 60) (50)
Movement in material holdings - 3
Increase in intangible assets 47 28
Other - Trer - -
At the end of the year, excluding CRD IV adjustments 1,444 1510
CRD IV adjustments - deferred tax (assets)/liabilities related to intangible assets (5) (8)
At the end of the year, including CRD IV adjustments 1,439 1,602

* Profit attrbutable to shareholders restated for IFRS 15 [previously £:30m}

It 1s the Group's policy to maintain a strong capital base, to expand it as appropriate and to utilise it efficiently throughout 1ts actvities to
optimise the return to shareholders while maintaing a prudent refationship between the capital base and the underlying risks of the
business. In carrying out this pokcy, the Groug has regard to the supervisory requirements of the PRA

Note 34 Lease commitments

Finance lease commitments = Group as lessee

The Group has finance leases for various items of plant, eqgupment, fixtures and frttings There are also a small number of buidings that are
held under finance leases The fair value of the Group's lease obligations approumate their carrying value.

Future minimum lease commutrments under finance teases and hire purchase contracts, together with the present vaiue of the pet mimimum

lease commitments, are as foliows
Mirimum [ease commitments

2012 2018

£ £m

Within one year 44 20
Greater than one year but tess than five years 40 67
After five years 127 120
Total minimum lease commitments n 207
Less future finance charges {82) 185)
Present value of minimum lease commitments 129 122

Present value of net mmimum
lease commitments

2019 2018

£m £m

within one year 36 12

Greater than one year but less than five years 15 40

After five years 78 70

Total minimum lease commitments 129 122
Anzlysed as

Current 36 12

Non-current 93 1o

129 122
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Note 34 Lease commitments continued

Operating lease commitments - Group as lessee
Future undiscounted minimum lease commitments under non-cancellable operating leases are as follows

2019 2018

£m Em

Within one year 1148 1.077
Greater than one year but less than five years 3.536 3.552
After five years 5 688 6 788
Total undiscounted minimum lease commitrments 11,372 11,417

Future undiscounted minirmum lease commitments under non-cancellable operating ieases after five years are analysed further as follows

2019 2018

im £Em

Greater than five years but less than 10 years 313 3.035
Greater than 10 years but less than 15 years 1.976 2.c08
After 15 years 1.561 1745
Total undiscounted minimum lease commitments - after five years 6,688 6,788

The Group has used operating lease cammitrments discounted at 7% (2018. 7%) of £6.998m (2018 £6,931m} n its calculation of total
indebtedness The discounted operating lease commitment mcluded in total indebtedness is different from the £10.505m (2018 £10.272m)
lease liability under IFRS 16 ‘Leases’ disclosed in Note 36. prirnarily due to differences in the discount rates used and the treatment of
additionat lease rentals arising from contracts that contain extend or buy conditions

Operating lease commitments represent réntafs payabie by the Group for certain of its retan, distribution and office praperties and other
assets such as motor vehicles The leases have varying terms, purchase options, escalation clauses and renewal nights Purchase options
and renewal rights, where they occur, are at market value Escalation clauses arein ine with market practices and include inflation-hinked,
fixed rates, resets to market rents and hybrids of these.

On 13 September 2018, the Group exercised its option to buy back the 50% equity holding in the Tesco Atrate Limited Partnership held by
the other joint venture partner The acquisition 1s scheduled to complete in September 2019, and under current accounting would lead to a
reduchion in minimum lease commitments of £790m {discounted: £400m). The mast recent financial infarmation for the partnership as at
31 December 2018 showed net liabilities of £(6)m, principally composed of investment properties of £666m, borrowings of £(479Im and
dervatwe financial habilities of £0S5Im

The Group has lease~break options on certain sale and leaseback transactions These options are exercisable if the Group exercises an
exisung 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 option 1s at the Group's discretion The Group s not obliged to
pay tease rentals after that date, therefore minimum lease commitments exclude those falling after the buy-back date The current market
value of these properties 1s £2.8bn (2018 £2.8bn) and the total undiscounted lease rentals. if they were to be incurred following the option
exercise date, would be £3 Obn (2018 £2.6bn) using turrent rent values, as shown below,

The additional lease rentals, if incurred, following the option exercise date would be as follows

2019 2018

£Em Em

Within one year - 2
Greater than one year but fess than five years 420 265
Greater than five years but less than 10 years 761 738
Greater than 10 years but less than 15 years 763 659
After 15 years 1,063 935
Total undiscounted contingent additional kease rentals 3,005 2,599
Total discaunted contingent additional lease rentals at 7% 1,378 1,159

The lease-break options are exercisable between 2019 and 2023

Operating lease commitments with joint ventures and associates

In prior years, the Group entered into several joint ventures and associates. and sold and leased back properties to and from these joint
ventures and associates The terms of these sale and leasebacks varied However, common factors included: the sale of the properties to the
feint venture of associate at market value, options within the fease for the Group to repurchase the properties st market value. market rent
reviews, and 20 to 30 full-year lease terms. The Group reviews the substance as well as the form of the arrangements when determining the
classification of leases as operating or finance Al of the leases under these arrangements are operating leases

Operating lease receivables - Group as lessor
The Group both rents out Jts properties and also sublets vanous leased buildings under operating leases At the balance sheet date. the
following future mirmmurn lease amounts are contractually recenvable from tenants-

2019 2018

£m im

Within one year 213 202
Greater than one year but less than five years 287 291
After five years 230 222
Total minimum lease receivables 730 715
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Note 35 Events after the reporting period
There were no material events after the balance sheet date

Note 36 Changes in accounting policies

Standards effective in the current year
This section explains the impact of the adoption of IFRS 9 ‘Financial Instruments’ and IFRS 15 "Revenue from Centracts with Customers’ on the
Group's financal position and financial performance.

IFRS 9 *Financicl Instruments’

IFRS 9 ‘Financial Instruments’ replaced IAS 39 ‘Financial Instruments Recognition and Measurement” with the exception of macro hedge
accounting The standard became applicable for the current financial year The Group has applied the classification, measurement and
impairment requirements of the standard retrospectwvely. adjusting the opening balance sheet at the transition date of 25 February 2018
with no restatement of comparative periods Hedge accounting relationships within the scope of IFRS 9 have transitioned prospectively

ClassHication and measurement
The Group has made the following classification changes

i

all financial nstruments classified as loans and receivables under IAS 39 have been classified and measured at amortised cost under IFR$ 9,
alt financial nstrument s classified as available-for-szle under 185 39 have been classified and measured at farr value through other
comprehensive income under IFRS 9; and

-~ &l financial Instruments ¢lassified as fair value through profit or loss under 1AS 39 will cantinue 1o be classified and measured at far value
through profit or loss under IFRS 9

Impairment

IFRS 9 requires the Group to recognise expected credit iosses (ECL), and to update the amount of ECL recognised at each reporting date to
reflect changes in the credrt risk of financial assets The ECI have been measured under the simplified approach, with the exception of loans
and advances to customers and banks, debt instruments at fair value through other comprehensive income and joint venture and assocrate
loans, where the general approach is applied

The assessment of credit nisk and the estimation of ECL are required to be unbiased, forward-looking and probability-weighted. determined
by evaluating at the reporting date for each financiai asset a range of possible cutcomes using reascnable 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

Transition adjustment
The change in impairment methodology reduced the Group’'s opening retained earnings on 25 February 2018 by £177m. with corresponding
changes in the following balance sheet items

24 February
2018 IFRS 9 25February
{restatec) adjustment 2018
£m Em Em
Non-current assets
Trade and other receivables 186 013} 173
Loans and advances to customers and banks 6,885 (73} 6,812
Deferred tax assets 116 55 175
Current assets
Loans and advances to customers and banks 4,637 (150} 4 487
Total adjustment 177)

IFRS 15 ‘Revenue from Controcts with Customers’

IFRS 15 introduces a five-step approach to the timing of revenue recogmtion based on performance obligations in customer contracts

The core principle of IFRS 15 is that an entity should recogrise revenué to depict the transfer of promised goeds and serices to customers
in an amount that reflects the consideration to which the entity expects to be entitied in exchange for those goods or services

The Group recogrises revenue from the principal activities of retailing and associated activities and retaill banking and insurance services
through Tesco Bank For the majority of revenue streams, there s a low level of judgement applied In determining the consideration or
the timing of transfer of control The following revenue streams have been impacted by the adoption of IFRS 15
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Notes to the Group financial statements continued

Note 36 Changes in accounting policies continued

Insurance renaewal commission

Prior to the adoption of FRS 15, the Group recognised Tesco Bank insurance commission income on pokcy renewals at the time of the
renewal Under IFRS 15, the Group recognises commission income as policies are sold for a minonty of insurance policies managed and
underwritten by a third party. This 1s the point in time at which the Group has satisfied all of its performance cbligations in relation to the
policies sold and 1t 1s considered highly probable that a significant reversal in the amount of revenue recognised will not occur In future
periods A contract asset has been recogrised in relation to this revenue. which is included within trade and other receivables

Clubcard

Consistent with previous accounting policy, Clubcard and Ioyalty initiatives are considered a separate performance obligation. IFRS15
introduces a change in the valuation of these initiatives, from the standalone fair value to the relative standalone selling prices A contract
lkability continues to be recognised for Clubcard points 1ssued. not yet redeemed and 1s inctuded within trade and cther payables

Tesca Moblle

Prior to adoption of IFRS 15, the Group recognised handset and airtime income on pay monthly telecoms contracts as airtime services were
provided to the customner. Under IFRS 15. the totat contract transaction price 1s allocated across the two performance obligations, with
handset incame being recognised on delivery of the handset to the customer and airtime InCome recognised over time as the service s
provided A contract asset has been recogrised in relation to handset revenue, which is included within trade and other receivables

Transition adjustment

The Group has adopted IFRS 15 retrospectively, with comparatives restated from a transition date of 26 February 20¥7. Opening retained
earnings increased by £20m with a corresponding increase in trade and other receivables of £19m, an increase in inventory of £1m, a decrease
in trade ang other payables of £3m, a decrease in provisions of £3m, and an increase in the deferred tax liabihty of £{6)m.

In the financial year ended 24 February 2018, as a result of applying IFRS 15, revenue and operating profit increased by £2m and taxation
expense moved by £nil leading to an increase in profit after tax of £2m

Standards issued but not yet effective

This section explains the impact that the adoption of IFRS 16 ‘Leases’ will have on the Group's financial position and financial performance for
the financial year ended 23 February 2019, which will form the restated comparative period when the Group reports under IFRS 16 for the
accounting period commencing 24 February 2019

{FRS 16 ‘Leoses’
IFRS 16 ‘Leases” will be effective in the Group financial statements for the accounting period commencing 24 February 2019 The Group will
adopt the standard retrospectively, with cornparatives restated from a transition date of 25 February 2018.

IFRS 16 requires lessees 10 recogmise nght of use assets and lease liabilities on balance sheet for all leases, except short-term and fow value
asset leases At commencement of the iease. the lease Liability equals the present value of future lease payments, and the nght of use asset
equals the lease habiity, adjusted for payments already made. lease iIncentives, inttial direct costs and any prowvision for dilapidation costs.

For pre-IFRS 16 operating leases, the rental charge 1s replaced by depreciation of the right of use asset end interest on the lease hatility.
IFRS 16 therefore results In an increase 10 operating profit, which is reported prior to interest being deducted Depreciation s charged on

a straight-line basis, however, interest 1s charged on outstanding lease iatilities and therefore reduces over the life of the lease As a result.
the irpact on the income statement below operating profit ts highly dependent on average lease maturity For an immature portfolio.
depreciation and interest are higher than the rental charge they replace and therefore IFRS 16 is dilutive to EPS For a mature portfolio,
they are lower and therefore IFRS 16 1s accretive The Group's lease portfolio on transition 1s relatively immature, being approximately
one-third through an average total lease term of 26 years

Under IFRS 16. the lease liability is remeasured upon the occurrence of certain events, such as a change in lease term or a change in future lease
payments resulting from a change in an index or rate {for example. inflation-linked payments or market rate rent reviews! A corresponding
adjustment is made to the right of use asset Over three-guarters of the Group's lease liability on transition is subject to inflation-linked rental upfifts
The Group will no longer recognise property provisions for onerous lease contracts as the lease payments are included within the lease liabitity

The Group has applied the practical expedient not to reassess whether a contract is, or contains, g lease on transition The Group has elected
to recognise payments for short-term leases and leases of low value assets on a straight-line basis as an expense in the income statement

IFRS 16 has not had a significant impact on the Group's existing finance leases or on leases in which the Group is a iessor.

The maost significant IFRS 16 judgements include the determination of lease term when there are extension or termination opticns, the
selection of an appropriate discount rate to calculate the Iease lability and the impairment of right of use assets.

The Group's lease portfohc consists of retail, distmbution and office properties and other assets such as motor vehicles

The Group's IFRS 16 Project 1s governed by a Steering Committee, which regularly reports progress to the Group Audit Committee The Group
has finalised its IFRS 16 accounting policies determined the appropriate discount rates to apply to lease payments, selected andimplemented
an IT system to collate and report lease data, established procedures and controls for accounting and reporting under IFRS 16 and established
a process of parallel reporting for the comparative period

IFRS 16 has a significant impact on reported assets. liabilities and the income statement of the Group. as well as the classification of cash flows relating
to lease contracts The standard irmpacts a number of key measures such as operating profit and cash generated from operations, as well as a number
of alternative performance measures used by the Group Further details on the impact of IFRS 16 can be found in the Group's ‘Introducing IFRS 16"
analyst and investor brefing held on 15 February 2019 and available on www tescoplc.com/investors/reports-results-and-presentations

The tables below set out the expected impact of IFRS 16 on the transition Dalance sheet at 24 February 2018 and on the comparative year
balance sheet as at 23 February 2019 and related debt measures, Right of use assets [net of any impairments) and lease liabilities are
presented separately on the face of the balance sheet Net debt. which includes lease habilities. increases. Total indebtedness also increases
as the IFRS 16 lease liability exceeds the discounted operating lease commitments previously included Provisions deCrease as onerous fease
provisions are replaced by impairments of the right of use assets Trade and other payables reduce as accruals for straight ine rental expense
on leases with fixed rent increases are eliminated. Trade and other recevables also reduce as tease prepayments are eliminated A deferred
tax asset is recognised on the transition adjustment.
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Balance sheet restatement

As at 23 February 2009

Financial statements

As at 24 February Z0W8

IFRS 16 IFRS 16
Reported impact Restated Reported™ wmpact Restated
£m Em £m £m £m Em
Non-current assets
Goodwill and other intangible assets 6.264 - 6,264 2,661 - 2.661
Property. plant and equipment 19.023 163 19,186 18.521 191 138 712
Right of use assets - 7713 73 - 7527 7.527
Investment property 38 - 36 100 - 100
Investments In joiInt venlures ang associates 704 (38} 666 689 {35) 654
Financial assets at fair value through other comprehensive Income 979 - 979 BGO - 860
Trade and other recevables 195 48 243 186 31 217
Loans and advances te customers and banks 7,868 - 7.868 6.885 - 6885
Derwative financial instruments 1178 - 1178 1,07 - 1117
Deferred tax assets 132 119 251 H6 285 A
38,379 8,005 44,384 31,135 7,999 39,134
Current assets
Financial assets at fair value through other comprehensive income 67 - 67 68 - &8
Inveniories 2617 - 2,617 2 264 - 2.264
Trade and other recevables 1640 (20} 1,550 1.504 B9 1415
Loans and advances to customers and banks 4,882 - 4.882 4637 - 4637
Derwative financial Instruments 52 - 52 27 - 27
Current tax assets 6 - & 12 - 12
Short-term investments 3490 - 3380 1,029 - 1,028
Cash and cash equivalents 2.916 - 2 916 4 059 - 4.058
12,570 90) 12,480 13,600 {89} 13,511
Non-current assets classified as held for sale 98 - 98 149 - 149
12,668 {90) 12,578 13,749 {89} 13,660
Current liabilities
Trade and other payables (9.354) 223 921 18 994) 2 8773
Borrowings (1589 36 (1.563) 01.479) 12 {1.467)
Lease habihty - 646} 646) - {n2) {712)
Derivative financsal instruments (250 - 250) (69) - (69}
Customer deposits and deposits from banks 8832) - 8 832) (7 812} - 7.812)
Current tax fiabinies (325) - {325) {335} - {335)
Pravisions {320) 94 226) 1544} 128 (416)
{20,680) {293) (20,973} {19,233) {351 (19,584)
Net current liabilities (8,012) (383) (8,395) (5,484) (440) {5.924}
Non-current llabillties
Trade and other payables (384) 13 (365) (364) - {364)
Borrowings (5.673) 93 {5.580) (7 142) noe (7.032)
Lease (iability - (9.859) (9.859) - 9 560) (9,560)
Derwvatwe financial Instruments {389) - (389) (594) - (594)
Customer deposits and deposits from banks {3 296} - (3.296) 2.972) - 2972)
Post ernployment beneht obigations (2,808) - {2.808) (3.282) - 3.282)
Deferred tax habwives (236} 187 {49) {96) 14 {82
Provisions {747) 600 (147 (721 582 (129)
13,533} (8,960) (22,493) (15,171 (8.844) (24,015}
Net assets 14,834 1,338) 13,496 10,480 11,285} 9.195
Equity
Share capita! 490 - 490 410 - 410
Share premium 5165 - 5165 5107 - 5,107
All other reserves 3.798 21 3m 735 ns) nr
Retained earnings 5.405 0317 4,088 4,250 (1.267) 2,983
Equity attributable to the owners of the parent 14,858 (1,338) 13,520 10,602 {1,285) 9,217
Non-controlling interests {24) - (24) (22) - 22)
Total equity 14,834 1,338) 13,496 10,480 1.285) 9,195
APMs
Net debt'™ (2 863) (10.341 13 204) 2 625} 1014} (12.739)
Total indebtedness® (12,200) (3342 115,542) {i2 284} {3,183} 15,467}

£

g

Alter restatung for the adoption of IFR$ 15 Revenue from Contracts with Customers
Net debt comprises Bank and other borrowmngs lease lakxlties net derivative financial instruments joint venture loans and other recervables/payables offset by cash and cash

equivalents and short-term Investments It excludes the net debt of Tesco Bank which has lease liabiities of £35m (2018 £36m)
¥ Totalindebtedness pre-IFRS 16 comprises Net gebt plus the IAS 19 deficit in the pension schemes inet of associated deferred tax) plus the present value of future mimimum lease

payments under non-cancellable operating leases Past-IFRS 16 lease labilities are included in Net debt, replacing the present value of future minimum lease payments under

non-cancellable operating leasas
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Notes to the Group financial statements continued

Note 36 Changes in accounting policies continued

The table below sets out the expected impact of IFRS 16 on the comparative period income statement for the 52 weeks ended 23 February
2019 and related APMs. Cost of sales and admiristrative expenses reduce and finance costs increase as straight line operating lease rental
expense Is replaced by depreciation of the right of use asset and interest on the lease hability This results in tgher gross profit, operating
profit and cperating margin As the interest expense 1s front-end loaded and decreases as the lease liabllity decreeses, profit before tax is
lower in the early stages of a lease and higher in the later stages when compared to a straight-line rental expense Profit before tax before
exceptional items and amortisation of acquired intangibles decreases by £152m, whereas profit before tax {which ncludes the impact of
exceptional mpairment reversals of £56m and the reversat of exceptional onerous iease provisian charges of £39ml decreases by £67m

Income statement restatement for the 52 weeks ended 23 February 2019

52 weeks enced IFRS 16 52 weeks ended
23 February 2015 (reported) impact 23 February 2012 restated}
Before Before Before
exceptional  Exceptwonal exceptional  Exceptional exceptiona!  Exceplional
items and items and slems end rems and nems and items and
amortisation  amortisation amortisatiorl  amortsaton amortisation  amortisation
of acquired  of acquired of acquired  of acquired of acqured  of acquired
mtangibles intang bles Total ntangibles Intangbles Total ntangbles intangitles Total
£m £m £ £m £ £m £Em £ £m
Continuing operations
Revenue 63,91 - 63,91 - - - 63,91 - 63,91
Cost of sales (59.695) 72 159.767) 354 95 489 {59.301 23 {59,278)
Gross profit/(loss) 4,216 221 4,144 394 95 4839 4,610 23 4,633
Administrative expenses (1,989) {86) 12.075) 7 - 7 (1.982} (86} (2.068)
Profits/(losses) arising on {21 105 84 - - - 21} 105 84
property-related items
Operating profit/lloss) 2,206 53) 2,153 401 95 496 2,807 42 2,649
Share of post-tax profits/(losses) of joint 24 n 35 (3 - {3} 21 n 32
ventures and assoclates
Finance income 22 - 22 3 - 3 25 - 2%
Finance costs (536) - (536) (553} - (553} {1,089} - (1.089)
Profit/(loss) before tax 1,716 42} 1,674 (152} o5 {57} 1,564 53 1617
Taxaton (413) 59 1354) 16 9} 7 (397) 50 (347)
Profit/{loss) for the year 1,303 7 1,320 (136} a6 (50} 1,167 103 1,270
Earnings/llosses) per share from
continuing and discontinued
operations.
Basic 13 65p (0 52)p 1313p
OCiluted 13 55p (0 51p 12 04p
Earnings/(losses) per share from
continuing operations
Basic 13 65p 10 52p 1313p
Diluted 13 55p 0.51p 13 04p
KPls and APMs
Operating margn 35% 06% 41%
Diluted adjusted EPS 15 40p (139)p 14 Olp
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Financial statements

The table beiow sets out the expected impact of IFRS 16 an the comparative period cash fiow statement for the 52 weeks ended 23 february 2019
and related APMs IFRS 16 has no mpact on total cash fiow for the year or cash and cash equivalents at the end of the year Cash generated
from operabions and free cash flow measures increase as operating lease rental expenses are na longer recagnised as operating cash
outflows, Cash outflows are instead split between interest paid and repayments of obligations under leases. which both increase

Cash fiow statement restatement for the 52 weeks ended 23 February 2019

Retail Tesco Bank Tesco Group
Retail IFRS 16 Retall Tesco Bank {FRS 16  TescoBank  Tesco Group IFRS16  Tesco Group
Ireported) impact Irestated;} {reported) impact {restated) {reported] impact Irestated)

52 weeks ended 23 February 2019 £m £m £m Em £m £m £m £m £m
Operating profit/(less) of continuing 1,986 484 2,480 167 2 169 2,183 496 2,649
operations
Depreciation and amortisation 1,292 673 1965 83 2 85 1375 675 2.050
ATM net income (34) - {34} 34 - 34 - - -
{Profit}/ioss arising on sale of property a9 (24) 123) 8} - 8) (107} 24) (131}

plant and equipment and intangibie

assets and early termination of leases

{Profit)/loss anising on sale of subsidiaries (8] - 3 - - - ) - (8}
and financial assets at fair value through

other comprehensive income

Net impairment Joss/(reversal} on {58) {56) {114) - - - (58) (56) {114)
property, plant and equipment intangible

assels and Investment property

Adjustment for non-cash element of 45 - 45 - - - 45 - 45
pensions charge

Additional contribution inte defined (266) - {266) - - - {266} - 266}
benefit pension schemes

Snare-based payments 82 - 82 154 - (5 77 - 77
Tesco Bank fair value movements - - - 127 - 127 127 - 127
included in operating profitflloss)

Cash flows generated from operations 2,940 1,087 4,027 398 4 402 3,338 1,091 4,429
excluding working capital

(ncreasel/decrease \n working caprtal 1438) A8 13900 {258} - {258) 1596 48 (648]
Cash generated from/{used in] 2,502 1,135 3,637 140 4 144 2642 1,138 3,781
operations

Interest paid (301) 5501 (851 (5 (3 {8) (306} (553) 859)
Corporaton tax (pard}/recened {302) - (302) {(68) - (68) (370} - {370)
Net cash generated from/(used in) 1,899 585 2,484 67 1 68 1,966 586 2,552

operating activities

Proceeds from the sale of property, plant 285 - 285 1 - 1 286 - 286
and equipment, Investment property

intangible assets and non-current assets

classified as held for sale

Purchase of property plant and (£36) - (136} - - - 036) - (136)
equipment, investment property and

non-current assets classified as held

for sale - store buybacks

Purchase of property plant and {1962 - 1962} [&)] - 13 (965) - {965)
equipment, Investment property and

non-current assets classified as held

for sale - other capital expenditure

Purchase of intangible assets ne4) - (164) @n - 27) s - nan
Oisposal of subsidiaries, net of 8 - 8 - - - 8 - 8
cash disposed

Acgquisiion of subsidianes, net of sy - {15) - - - (715) - {(715)
cash acquired

Net increase/ldecrease) in loans to - - - 5 - 5 5 - 5
joint ventures and assoclates

Investments in joint ventures and nm} - ) - - - {1} - [§1}]
assoclales

Net (investments in)/proceeds from 639 - 639 - - - 639 - 639
sale of short-term investments

Net hinvestments in)/proceeds from sale 2 - 2 {124) - {124) {122) - (122}

of financial assets at fair value through
other comprehensive Income

Dividends received from joint ventures k)l - 3 10 - 0 41 - 41
and associates

Cvidends receved from Tesco Bank 50 - 50 {50} - (50} - - -
Interest recened 18 3 21 - - - 18 3 21
Net cash generated from/(used in) (955) 3 {952) (188} - (188] 11,143) 3 1,14C)

investing activities
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Notes to the Group financial statements continued

Mote 36 Changes in accaunting policies continued

Cash flow statement restatement for the 52 weeks ended 23 February 2019 continued

Retan Tesco Bank Jesco Group
Retan IFRS 16 Retail Tesco Bank IFRS16  TescoBank  Tesco Group IFRS 16 Tesco Group
{repotied) Wmpact (restated} {reported) impact {restated) {reported] impact ({restated}
52 weeks ended 23 February 2019 £m £m £m £m £m £m £m £m fm
Proceeds from i1ssue of ordinary 60 - 60 - - - 60 - 60
share capital
Own shares purchased (206) - (206} - - - {2086) - (206}
Repayment of obligatians under leases a7 (588} (608) - [{!] (1 an (589) 606}
Add Cash outfiow from major 7a7 - 747 - - - 747 - 747
acquisition
Less Netincrease/(decrease) in loans - - - ) - (5) {5} - {8}
to joint ventures and associates
Less Netinvestments in/(proceeds B39} - 639} - - - 63m - 639)
from sale of] short-term investments
APM: Free Cash Flow’ 883 - 883 (426} - {126} 763 - 763
Increase 1n borrowings 704 - 704 27 - 7 975 - a75
Repayment of barrowings (2,046) - (2,046} {425} - {425} Q2471 - {2 470
Net cash flows from dernvative 35 - 35 - - - a5 - 3%
financia instruments
Dwvidends paid to equity owners {357} - (357) - - - {357) - (357
Net cash generated from/fused in) (1.827} (588) (2.415} (154) 1) (155) 1,981 (589) 2,570}
financing activities
intra-Group funding and intercompany (1) - 14 14 - 14 - - -
transactions
Net Increase/(decrease) in cash and (es7) - {8g7 (281 - (281 (1,158) - {1,158)
cash equivalents
Cash and cash equivalents at the 2,755 - 2,785 1304 - 1.304 4.099 - 4,059
beginning of the year
Effect of foreign exchange rate changes 15 ~ 15 - - - 15 - 15
Cash and cash equivaients at the end 1,873 - 1,673 1,043 - 1,043 2,9% - 2,916

of the year

* Free ¢ash flow has been redefined to nclude repayments of obligations under leases due to IFRS 16 This results In a minor acjustment of £17m. restating reported retail free cash flow of
E£906m to EBBIM There 15 no overall impact 1o cash and cash equivalents ot the end of the period
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Segmental reporting restatement

Financial statements

The tables below set out the expected comparative period segmental income statement for the 52 weeks ended 23 February 2019 and
segmental balance sheet as at 23 February 2019. restated for the impact of IFRS 16 Refer 1o Note 2 for the reported segmental income

statement and balance sheet

Segmental income statement restatement

Central Tesco Total at actual
52 weeks ended 23 February 2018 {restated) UK & RQI Europe Asia Bank exchange
At actual exchange rates £m Em Em £m £m
Continuing operations
Group sales 44 883 6.030 4.873 1.097 56,883
Revenue 51,643 6,298 4,873 1,097 63,91
Operating profit/loss) before exceptional items and amortisation of 1,868 il s 199 2,607
acquired intangibles
Exceptional stems and amorusation of acquired intangibles 81 58 167} {30} 42
Operating profit/(loss) 1,949 279 252 169 2,649
Operating margin 3.6% 3.5% 6.5% 18.1% 41%
Share of post-tax profits/llosses) of joint ventures and associates 3z
Finan¢e income 25
Finance costs (1.089)
Profit/lloss) before tax 1.617
Segmental balance sheet restatement
Centra!

UK & ROI Eurape Asia Tesco Bank Unaliccated Totat
At 23 February 2018 (restated) im £m £m £m £m £m
Goodwill and other intangible assets 4927 27 284 1.026 - 6.264
Property plant and equipment and investment property 14 017 2.694 2.449 62 - 19.222
Right of use assets 6.537 479 682 15 - 7.3
Inveslr_nents In jomt ventures and associates 2 i 567 86 - 666
Nea-current financial assets at fair value through other 3 - - 976 - 979
comprehensive income
Nen-current trade and other recevables™ 100 5 14 19 - 138
Non-current loans and advances to customers and banks - - - 7.868 - 7,868
Deferred tax asseis 86 34 Il 60 - 251
Non-current assets™ 25,682 3,240 4,067 10,112 - 43,101
Inventores and current trade and other recervables'a® 2,989 482 372 285 - 4138
Current loans ang advances to customers and banks - - - 4,882 - 4,882
Current financial assets at far value through other - - - 67 - 87
Comprengnsive INcome
Total trade and other payables {7.452) (B0OO) {1.018) {228) - (9 496)
Total customer deposits and deposits from banks - - - (12 128) - 12,128}
Tatal provisions 1245) (27) 149} {52 - (373)
Deferred tax ablities 115) (24) (10} - - (49)
Net current tax {265} (12) {1 31 - 319}
Post-empioyment benefits {2,788) - (20) - ~ (2.808)
Assets classified as held for sale 68 30 - - - o8
Net debt (including Tesco Bank)® 19.060} (728) 682) (413) 12,734) (13,617}
Net assets 8,924 2,161 2,651 2,494 (2,734) 13,496

W Excludes [0ans to point ventures of £105m which form part of net dett

* Excludes derwative financial instrument non-current assets of £1,178m

? Excluces net interest and other recevables of Elm winch form part of net debt

‘ Excludes loans to toint ventures of £28m which form part of net debt

" |scludes lease liatilities in UK & RO ED 060 Central Europe £728m Asia £6B82m Tesco Bank £35m Unallocated Eall and Total £10 505m
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Tesco PLC - Parent Company balance sheet

23 February 24 February
2019 2018
Notes £m m
Neon-current assets
[nvestments 6 17 887 13.093
Recewables 7 2.139 20
Derwvative fimancial instruments 12 1.043 952
21,069 14,065
Current assets
Recewables 7 1154 6.625
Short-term investments 8 n 369
Cash and cash equivalents 9 6 793
JA AL 7.787
Current liabilities
Borrowings 1 1766} (693)
Payables 10 (242) (4.767)
Dermvative financial iInstruments 12 (213) -
11,221} {5,460}
Net current assets/(liabilities) (50) 2,327
Non-current liabilities
Borrowings il {2.536) (3.632)
Payables 10 (88) -
Derwative financial instruments 12 (303) (488)
12,927 4,120
Net assets 18,092 12,272
Equity
Share capitai 15 490 410
Share premium 5,165 5107
Alt other reserves 2.96% 62
Retained earnings {including profit/{loss) for the financial year of £3.074m (2018 £(136)m)) 9,468 6,693
18,092 12,272

Total equity

The notes on pages 164 to 168 form part of these financial statements

N V.

Dave Lewis

—
Alan Stewart

birectors

The Parent Company financig! statements on pages 162 to 168 were approved and authorised for issue by the Directors on 9 April 2019,

Tesco PLC
Registered number 00445790
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Financial statements

Tesco PLC - Parent Company statement of changes in equity

All other reserves

Currency Capnal
Share Share basis  redemplion Hedging  Own shares Merger Retaned Total
capital premurm reserve’ reserve reserve held reserve earnings equity
£m Em £m £Em Em Em £m £m Em
At 24 February 2018 410 5.107 - 1€ 62 (16) - 6,693 12,272
Adustment on initi@l apphcation - - 13) - 13 - - (5] (51
of IFRS 9 [net of tax)
At 25 February 2018 410 5107 3) 16 75 {16) - 6,688 12,267
Profit/lloss) for the year - - - - - - - 3074 3.074
Other comprehensive
income/loss)
Gamns/llosses) on cash flow hedges - - - - 38 -~ - - 33
Reciassified and reported in the - - - - {13) - - - (13}
Company iIncome statement
Tax relating to components of - - - - 15 - - - (5]
other comprehensive income
Total other comprehensive - - - - 20 - - - 20
income/{loss)
Total comprehensive income/lless) - - - ~ 20 - - 3,074 3,094
Transactions with owners
Purchase of own shares - - - - - {277] - - 277)
Share-based payments - - - - - 14 - 63 177
Issue of shares 80 58 - - - - 3050 - 3,188
Digends - - - - - - - (357 (357)
Total transactions with owners 80 58 - - - {163) 3.050 {294) 2,73
At 23 February 2019 490 5,165 113} 1€ 95 (179) 3,050 9,468 18,092
Al other reserves
Currency Caputal
Share Share basts redemption Hedging Own shares Merger Retained Total
capital premium reserve” reserve reserve held reserve earnings equity
Em Em £m £m Em £m £m £rn £m
At 25 February 2017 409 5096 - 6 168 (22) - 6,795 12,462
Profit/{Loss) for the year - - - - - - - i38) (136)
Other comprehensive
income/(loss)
Gans/llosses) on cash flow hedges - - - - {5} - - - {5)
Reclassified and reported in the - - - - tuz7 - - - (27
Company income statement
Tax relating to components of - - - - 26 - - - 26
other comprehensive iIncome
Total other comprehensive - - - - {106} - - - (106}
inceme/(less)
Total comprehensive income/{loss) - - - - (106} - - (136) {242}
Transactions with owners
Purchase of own shares - - - - - 14} - - (14}
Share-based payments - - - - - 20 - N4 134
Issue of shares 1 n - - - - - - 12
Dividends - - - - - - - {80) (80)
Total transactions with owners 1 " - - - & - 34 52
At 24 February 2018 410 5,107 - 18 62 {16) - 6,693 12,272

*  Currency basis reserve’ was previously titled Other reserves’

The notes on pages 164 to 168 form part of these financial statements
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Notes to the Parent Company financial statements

Note 1 Authorisation of financial statements and
statement of compliance with FRS 101

The Parent Company financial statements for the 52 weeks enced
23 Febryary 2019 were approved by the Board of Directors on

9 April 2019 and the Cornpany Datance sheet was signed on the
Board's trehalf by Dave Lews and Alan Stewart

These financial statements were prepared i accordance with
Financial Reporting Standard 101, ‘Reduced Disclosure Framework’
(FR5 101 The Company meets the definition of a qualifying entity
under FRS 100, ‘Application of Financral Reporting Regurrements’
25 issued by ihe Financial Reporting Counci

The Company's financizl statements are presented in Pounds
Sterling, its funcuional currency, generally roundad to the
nearest mihon

The principal accounting policies adopted by the Company are set
out in Note 2. The financial statements have been prepared under
the historical cost convention. except for certain financial
instruments ang share-pased payments that have been
measyred at fair value

Note 2 Accounting policies

Basis of preparation of financial statements

The Parent Company financial statements have been prepared in
accordance with FRS 101 and the Companies Act 2006 (the Act)

FRS 101 sets out a reduced disclosure framework for a ‘qualifying
entity’ as defined in the standard which addresses the financial
reporting requirements and disclosure exemptions in the individual
financial statements of quaihfying entities that otherwise apply the
recognitlon. measurement and disclosure requirements of
EU-adopted IFRS

The financial year represents the 52 weeks to 23 February 2019
{pricr financial year 52 weeks to 24 February 2018)

As permitted by FRS 101, the Company has taken advantage of the
disclosure exemptrons available under that standard in relation to
business combrnations, financiat instruments, capital management,
presentation of comparative information in respect of certain
assets, presentation of a cash flow statement, imparrment of
assets, share-based payments and related party transactions
Where required, equivalent disclosures are given in the
consohdated financial statements of Tesco PLC,

The Parent Company financial statements are prepared on 8 gomg
concern pasis as set out in Note taf the consalidated financial
statements of Tesce PLC

The Directors have taken advantage of the exemption available
under Section 408 of the Companies Act 2006 and not presented
an income statement or a statement of comprehensive income
for the Company alone

A summary of the Company’s significant accounting policies I1s set
out betow,

Short-term investments

Short-term nvestments are recognised initially at fair vaiue, and
subsequently at amaortised cost. All income from these investments
is inclucled in the incorne statement as interest recemnvable and
simifar income

Investments in subsidiaries and joint ventures
Investrments in subsidianes and jomt ventures are stated at
cost less, where appropriate, prowstons for imparment

Foreign currencies

Transactions in foreign currencies are translated to the
functional currency at the exchange rate on the date of the
transaction. At each baiance sheet date, monetary assets and
liahiittigs that are denomunated in foreign currencies are
retransiated to the functional currency at the rates prevaiing
on the balance sheet date
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Share-based payments

The far value of employee share option plans is calcutated at
the grant date using the Black-Scholes or Monte Cario modet!
The resulting cost is charged to the income statement over the
vesting penod The value of the charge is adjusted to reflect
expected and actual levels of vesting Where the Company
awards shares or options to employees of subsidiary entities,
this Is treated as a capitai contribution

Financial instruments

Financial assets and financial llabilities are recognised in the
Company batance sheet when the Company becomes party to
the contractual provisions of the instrument.

Receivables

Receivables are recognised imtially at fair value, and subsequently
at amortised cost using the effective interest rate method, less
provision for impairment

Financial liabilities and equity instruments

Frnancial habilities and equity instruments are classified according
to the substance of the contractual arrangements entered into
An equity instrument 1s any contract that gives a restdual interest
in the assets of the Company after deducting all of its kabilities
Equity instruments issued by the Company are recorded as the
proceeds received, net of direct rssue costs.

Interest-bearing borrowings

Interest-bearing bank loans and overdrafts are initially
recogrised at fair vatue, net of attributable transaction costs
Subsequent to imtial recognition, interest-beanng borrowngs
are stated at amortised cost with any differances between
proceeds and redemption vaiue being recognised in the
Company income statement over the period of the
barrowings on an effective interest basis

Payables
Payables are recogrised initrally at fair value, and subsequently
at amortised cost using the effective interest rate method,

Derivative financial instruments and hedge accounting

The Company uses derivative financial instruments to hedge s
exposure to foreign exchange and interest rate risks arising from
operating, financing and investing activities The Company does not
hold or rssue denvative financial instruments for trading purposes,
however if derivatives do not quality for hedge accounting they are
accounted for as such

Derivate fingncial mstruments are recognised and stated at far
value Where dervatives do nat qualify for hedge accounting, any
gains or losses on remeasurement are immediately recognised in
the Company income statement Where derwatives qualify for
hedge accounting. recognition of any resultant gamn or toss depends
on the nature of the hedge relatianship and the stem being hedged
in order to qualify for hedge accounting, the Cornpany is required
to document from inception, the relationship between the item
being hedged and the hedging mstrument

The Company 1s also required to document and demonstrate an
assessment of the relationship between the hedged tem and the
hedging mstrument, which shows that the hedge will be highly
effective on an ongoing basis. Trs effectiveness testing is
performed at each reporting date to ensure that the hedge
remains highly effective.

Dervative financial instruments with maturity dates of meore than
one year from the balznce sheet date are disclosed as non-current

Fair value hedging

Derivative financial nstruments are classified as far value hedges
when they hedge the Company’s exposure to changes in the far
value of a recogrused asset or liabitity. Changes in the farr value of
derivatives that are designated and qualify as fair value hedges are
recorded in the Company income statement, together with any
changes in the fair value of the hedged item that is attributable

1o the hedged nsk



Cash flow hedging

Derivative financial instruments are classiied as cash flow hedges
when they hedge the Company’s exposure to variability in cash
flows that are either attributable to a particular nisk associated
with a recogrised asset or labMty, or a highly probable forecasted
transaction The effective eilement of any gain or loss from
remeasuring the dervative instrument {s recognised directly in
the Company statement of comprehensive income

The associated cumulative gain or loss is reclassified from other
comprehensive Income ang recognised in the Company income
statement in the same period or penods during which the
hedged transaction affects the Cormpany Income statement

The classification of the effective portion when recognised in
the Company income statement 15 the sarme as the classification
of the hedged transaction Any element 0f the remeasurement
criteria of the derivative instrument which does not meet the
criteria for an effective hedge 1s recognised immediately in the
Company income statement within finance income or costs

Hedge accounting is discontinued when the hedging instrument
expires or 15 50/d, terminated or exercised, orif a voluntary
de-designation takes place or no longer gualifies for hedge
accounting. At that peint in time, any cumulative gain or foss on
the hedging instrument recogmised in equity is retained in the
Company statement of changes in equity until the forecasted
transaction occurs or the original hedged item affects the
Company income statement If a ferecast hedged transaction
15 no longer expected to accur, the net cumulative gain or loss
recognised in the Company statement of changes in equity 1s
reciassified to the Company ncome statement

Pensions

The Company participates in defined benefit pension schemes
There are no formal policies or contractual agreements for
recharging within the Group and the Company cannot identify

its share of the underlying assets and habilties 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 cortributions payable

The Company also participates in a defined contrbuticn scheme
cpen to ait UK employees Payments to this scheme are recognised
as an expense as they fall due

Taxation
The tax expense wicluded in the Company income statement
consists of current and deferred tax

Current tax s the expected tax payable on the taxable income for
the financiai year. using tax rates enacted or substantively enacted
by the balance sheet date Tax expense is recognised 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 is recognised in the Company statement of
comprehensive income or directly In the Company statermnent of
changes in equity. respectively

Deferred tax s provided using the balance sheet labiity method.
provicing for temporary differences between the carrying amounts
of assets and habilities for financial reporting purposes and the
amounts used for taxation purposes

Deferred tax s calculated at the tax rates that are expected to
apply in the period when the hability 15 settled or the asset realised
vased on the tax rates that have been enacted or substantively
enacted by the balance sheet date Deferred tax s charged or
credited in the Company income statement, except when it
relates to tems charged or credited directly 1o equity or other
comprehensive Income, in which case the deferred tax s also
recognised in equity, & other comprehensive Incame, respectively

Financial statements

Deferred tax assets are recognised to the extent that it 1s probable
that taxable profits will be availlable against which deductible
temporary differences can be utilised.

Thne carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits wilf be avalable to allow all
or part of the assets to be recovered

Deferred tax assets and habilities are offset against each other
when there 15 a legally enforceabie nignt to set off current taxation
assets aganst current taxation habilittes and it rs the intention to
settle these on a net basis

Judgements and sources of estimation uncertainty

The preparaticn of the Company financial statements requires
management to make judgements, estimates and assurmptions

in applying the Company’s accounting policies to determine the
reported amounts of assets, habilities, Income and expenses.
The estimates and associated assumnptions are based on historical
expertence and various other factors that are believed to be
reasenable 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 apphed prospectively

The preparation of the Company financial statements for the
financial year did not require the exercise of any critical
accounting judgements or significant estimates.

New standards effective for the current financial year
IFRS 9 'Financial instruments’

IFRS 9 "Financial instruments’ replaced IAS 39 "Financial
Instruments Recegnition and Measurement’ with the exception
of macre hedge accounting

The following changes arose from the transition to IFRS 8

- Classification and measurement. All financial instruments
classified as loans and receivables under IAS 39 are classified
and measured at amortised cost under IFRS 9

- Impairment The impsirment requirements of IFRS 9 require
expected credrt losses to be apphed to amounts owed by
related undertakings and by joint ventures and associates.

- Hedge accounting All existing hedge relationships for the
company have transitioned to IFRS 9 on adoption.

IFRS 15 ‘Revenues from Contracts with Customers’
This standard has not had a matenal impact on the Cormpany

Standards issued but not yet effective

IFRS 16 ‘Leases’

This standard 1s not expected to have a material impact on
the Company

Other standards and amendments
Refer to Note 1to the Group financial statements

Note 3 Auditor remuneration

Fees payable to the Company’s auditor for the audit of the
Company and Group financial statements are disclosed in
Note 3 to the Group financial statements

Note 4 Dividends
For details of dividends see Note 8 to the Group financgal
statements
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Notes to the Parent Company financia! statements continued

Note 5 Employment costs, including Directors’ remuneration

2018 we
Notes £€m Em
Wages and salaries 17 14
Social security costs 3 2
Pension costs 14 4 4
Share-based payment expense 13 7 7
3 27
The arnounts above include recharges from other Group companies for Tesco PLC related actwvities,
The average number of employees (all Directors of the Company) during the financial year was 13 {2018 1)
The Schedule 5 requirements of Sl 2008/410 for Directors’ remuneration are included within the Directors' Remuneration Report
on pages 62 to 79.
Note 6 Investments
Total
Em
Cost
At 24 February 2018 16,632
Additions 5,102
Disposals {451
At 23 February 2018 21,283
Impairment
At 24 February 2018 {3,539
(mparment (290)
Disposals 433
At 23 Fepryary 2019 {3,386)
Net carrying value
At 23 February 2019 17,687
At 24 Fepruary 2018 13.093
The hst of the Company's subsidiary undentakings and joint ventures i1s shown on pages 169 to 173
Note 7 Receivables
2019 2018
fm im
Amounts owed by Group undertakings’ 3.232 6598
Amounts owed by |oint ventures and associates 21 20
Other recevables 40 27
3,293 §,645
Of which
Current 1,154 6.625
Non-current 2139 0
3,293 6,645

* Amounts owed by Group undertakings are edher iImerest-b&anng or non Interest-teanng depending on the type andt duration of the recetvabie relaucnsmp. with interest rates ranging

from 0% to 3% with matunties up to and mncluding March 2025

Note B Short-term investments

2019 2018

£m £m

Money rarket funds n 369
Note 9 Cash and cash equivalents

2019 2018

£m £m

6 793

Cash and cash equivalents

Included in cash and cash equivalents s an amount of Enit {2018° £777m) that was set aside at the balance sheet date for completion of the
merger with Booker Group PLC. This cash was invested at a floating rate of interest, heid in nng-fenced accounts and was not available to the
Group. The merger was completed an 5 March 2018, with E766m being pad on completion Refer to Nate 31 to the Group financial statements

for further detzils on the Booker merger
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Note 10 Payables

Financial statements

2019 2008
im £m
Amounts owed 1o Group undertakings® 295 4707
Other pavyables n 43
Taxation and social security 3 3
Accruals and deferred income - &
Deferred tax habilty™ 17 8
Total payables 330 4,767
Of which
Current 242 4,767
Non-current 88 -
330 4,767

® Amounts owed to Group undertakings are either interest-bearing or non interest-bearing depending on the type and duration of the creditor relationship wath interest rates ranging from

0% ta 3% with maturities up 1o and inckuding February 2057
= The deferred tax asset/(hability) recognised by the Company and the mepvements thereon during the current inancial year are as follows

Financial Gther timing
nstruments differences Total
£m £m £rn
At 24 February 2018 (12) 4 {8
Charge to the income statement for prior years - {4) (4
Movement in cther comprehensive income for the year (5) - {5)
At 23 February 2019 (17} - 17)
Note 11 Borrowings
Current
2019 08
Par value Matunty Em Em
Bank loans and gverdrafts - - 668 26
3375% MTN €750m Nov 2018 - 667
5 5% MThw £97m Dec 2019 98 -
766 693
Non-current
209 2018
Par value Maturry £m £m
5 5% MTN® £97m Dec 2019 - 183
6125% MTN? £531m Feb 2022 561 952
5% MTN®™ E17im Mar 2023 183 254
3 322% LPI MTN® £346m Nov 2025 349 338
B% MTN™ £98m Dec 2029 1o 198
5.5% MTN® £150m Jan 2033 186 221
1982% RPI MTN® £286m Mar 2036 288 279
6.15% USD Bond'® 5§525m Nov 2037 428 &16
4 875% MTN®™ £32m Mar 2042 32 103
5125% MTN £356m Apr 2047 319 323
5 2% MTN® £73m Mar 2057 il 165
2,536 3,632

* During the current finangiat year, the Group undertook a tender for outstanding bonds and as a resull the following notonal amounts were repad earty S 5% MTN Dec 2070 £84m & 125% MTN
Feb 2022 £369m 5% MTN Mar 2022 £67m 6% MTN Dec 2029 £61m 5 5% MTN Jan 2032 £26m 5 15% USD Bond MNov 2037 $375m, 4 B75% MTN Mar 2042 E70m and 5 2% MTN Mar 2057 £95m

™ The 3 322% umited Pnce Inflatien (LP MTN (s redeemable at par, indeaed for increases in the RPIl over the hie of the MTN The maumum indexation of the principal in any one year 15 5%

with a miaimum of 0%
“ The 1 982% RP) MTN 15 redeemable at par. indexed for increases inthe RPl over the life of the MTN

Note 12 Derivative financial instruments
The fair values of dervative financial iInstruments have been presented in the Company balance sheet as

2018 2008
Asset {abilty Asset Liabriny
£m Em fm £m
Current - 213) - -
Non-current 1.043 (303) 952 {458)
Total derivative financial instruments 1,043 516) 952 1488)
2019 2018
Assel Liabihty Asset Llability
Fair value Notwonal Falr value Notional Fair value Notional Fair value Notional
£m £m £m fm £m £m £m £m
Fair value hedges
Interest rate swaps and simitar nstruments kil 65 - - 12 €5 - -
Crass-currency swaps 126 180 1no) 222 128 400 {52) 207
Cash flow hedges
Cross-currency swaps 138 309 - - 129 313 - -
Index-linked swaps 170 632 - - 140 612 - -
Derivatives not in a formal hedge relationship
Index-tinked swaps 598 3339 {506) 3 339 543 3.339 (436) 3.339
Total 1,043 4,525 {516} 3,561 952 4,730 (488) 3,546
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Notes to the Parent Company financial statements continued

Note 13 Share-based payments
The Cornpany’s equity-settfed share-based payment schemes comprise varnous share schemes designed to reward Executive Directors
For further information on these schemes, including the valuation models and assumptions used, refer to Note 26 to the Group financial statements

Share option schemes
Tne number of options and weighted average exercise price (WAEP) of share aption schemes relating ta the Company employees are

For the 52 weeks ended 23 February 2019

Savinps-related Nil cost
Share Gption Scheme share opilons

Optigns WAEP Optlons WAEP

Qutstanding at 24 February 2018 23,840 151 00 14,271,355 -

Grantet 19,148 188 00 200 58 -

Farfeted - - {1704.300) -

Exercised (23,8401 151.00 (23.8401 -

OCutstanding at 23 February 2019 19,148 188.00 12,743,733 -

Exercise price range (pencel 188.00 -

Weighted average remaining contractual ife (yearsi 3.03 718

Exercisable at 23 February 2013 - - 3,837,740 -

Exercise price range (pencel - -

Weighted average rernaining contractual tfe vears) - 600
For the 52 weeks ended 24 February 2018

Savings-related il cost
Share Qption Scheme share options

Options WAFP Options WAEP

Outstanding at 25 February 2017 23,840 151.00 16,548,558 -

Granted - - 4,031,340 -

forfeited - - (308.543) -

Exercrsed - - - -

Outstanding at 24 February 2018 23,840 151.00 14,271,385 -

Exercise price range {pence) 151,00 -

Weighted average remaining contractual life (years) 144 800

Exercisable at 24 February 2018 - - 2,929,805 -

Exercise price range (pence) - -

- 7.06

Weighted average remaining contractual hfe fyears)

Share bonus and incentive schemes

Executive Directors participate in the Group Bonus Plan, a performance-related bonus scheme The amount paid 1s based on a percentage
of salary and 15 paid partly in cash and partiy in shares Bonuses are awarded to Executive Directors who have completed a required service
penod and depend on the achievernent of the corporate and indiwduat performance targets. For further information on these schemes,
incluchng the valuaton models and assumptions used. refer to Note 26 to the Group financial statements

The number of share bonuses awarded during the financtal year were 739,293 (2018- nil) for Group Bonus Plan and 2.071,068 (2018 ni)) for
Performance Share Plan. Respectively weighted average fair value IWAFV} was 241 Bp (2018" £nil) and 254.8p (2018, Enill.

Note 14 Pensions
The total cost of participation in the Tesco Retirement Savings Pian {a defined contribution scheme) to the Company was £4.4m (20i8; £4.4m)

Further disclosure relating to all schemes can be found in Note 27 to the Group financial staternents.

Note 15 Called up share capital
Refer to Note 28 of the Group financial statements

Note 16 Contingent liabilities

In addition to the contingent latilities shown in Note 32 to the Group financial statements. the Company has entered into financial guarantee
contracts to guarantee the indebtedness of Group undertakings amounting to £1.715m {2018 £2,201m} It has also guaranteed dervative
agreements of Group undertakings with a gross hability of £162m (2018 £217m) at the reporting date These guarantees are treated as
cantingent liabilities 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 retail stores, distribution
centres and mixed use retail developments

The likelhgod of the above iItems beng called upon is considered remote

Note 17 Events after the reparting period
No material events occurred after the year-end date of 23 February 2019 and before the signing of the Company’s financial statements,
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Related undertakings of the Tesco Group

Financial statements

In accordance with Section 409 of the Comparues Act 2006 and Schedule 4 of The Large and Medium-sized Companies and Groups

(Accounts and Reports) Regutations 2008, a full st of related undertakings. registered office address and the percentage of share class

owned as at 23 February 2019 are disclosed below, Changes to the hist of related undertakings since the year-end date are detailed in the
footnotes below All undertakings are indirectly owned by Tesco PLC unless otherwise stated

Subsidiary undertakings incorporated in the United Kingdom,

Name of Regstered Class of % held Narne of Regstered Class of % held
undertaking address share held by Group undertaking address share held by Group
Acklam Management Company 1 timited by Guarantee - RTH (15) Limined e €1 00 Crdinary 100
Limited IRTH (19) Limited 38 £1 60 Ordinery 100
fdminstore Linited ! £C 01A Qrdlaary o %5$ Retai Limited 5 £0 001 Ordinary 00
E0 O1B Ordinary 100 Launchgrain Limized? i £100 Ordinary 100
£0 N C Ordinary 100 Linneo Lemited 38 £100 Orginary 00
Adsega Limited! 1 £1.00 Ordinary 100 Londis (Holdings) Limited 38 £50 00 Ordinary 100
Alfred Preedy & Sons Limied 2 £100 Deferred 100 Londs Pension Trustees Limited 38 £1,00 Ordinary 100
£100 Ordinary 100 M & W Limited 2 EQ 10 Ordinary 100
Ammptage Finance Unlimited 1 £0 80 Ordinary 100 Makro Holding Limited kL £1.00 Orcwnary 100
za;:aUP;er Bristol Road | Limited by Guarantee - Makro Properties Limited 38 E1 00 Ordinary 100
gement Company Limited Makro Self Service Wholesalers 38 £100 Ordinary A 100
Berry Lane Management Company 3 timited by Guarantee - Limited
Limited £1 00 Ordinary B 100
BF Limited a8 £100 Crdinary 100 Motorcavse Limited ] £1 00 Ordinary 100
Bishop s Group Lmited a8 £0.01 Ordinary 100 Murdoch Norton Limited 38 £0.05 Crdinaty 1c0
Booker Cash 8 Carry Limited a8 £1.00 Ordinary 0o NutrCentre Limnited ¥ £0 10 Qrdinary Ly
Booker Direct Limried a8 £0 01 Ordinary 00 Qakwood Distribution Limnted 1 £1 00 Ordinary {o]e]
Backer EBT Limited 38 £¢ 01 Ordinary 00 One Stop Community Stores Limited 2 £1 00 Crdinary 100
Booker Group Limsted 38 E1C0 Ordinary 00 One Stop Convenence Steres 2 £1,00 Crdinary 00
Bocker Limited 38 £100 Ordinary 100 Limited
Booker Retail Partners (GB) Limited k'] £108 Ordinary w00 One Stop Stores Limited ™ £100 Ordwary 100
Bocker Retall Limited 38 £0.01 Ordinary 00 One Stop Stores Truster Senaces €100 Crdinary 100
Boaker Whoiesale Holdings Limied ® £0 0f Orelinary 0 grr:liion {Station Road) Limited 1 £1 00 Crdinary o
Broughton Retail Park Nominee 1 1 €100 Ordinary 00
Lmited Cxford Fox and Hounds Management 1 Lmited by Guarantee -
Broughton Retail Park Nominee 2 1 £1 00 Ordinary 100 Company Limited
Limited Paper Chain [East Anglia) imnted 2 £100 Deferred 0o
Broughton Retail Park Nominee 3 1 £1 00 Ordinary 00 US50.001 Crdinary 100
Umited PTLL Limied 1 E100 Ordinary 100
Broughton Retall Park Nommee 4 1 E1 00 Crdinary 100 Ritter-Counvaud Limted s £00 Ordinary 100
Lmbted Seacrof Green Nomunee § Limited ¥ £1.00 Ordinary 100
Budgen Holdings Limited 38 E1 00 Ordinary 100 Seacroft Green Norminee 2 Limited : £1.08 Ordinary 160
Eﬁﬁgs Pension Trustees No 2 38 £100 Ordinary 0o Spen Hilt Developments Limited 1 £100 Ordinary 100
Budgens Praperty Investments 2 £100 Ordinary 100 Spen Hill Management Limiteg™ 1 £100 Ordinary (+]v]
Limited Spen Hill Properties [Holdings) plct 1 £100 Ordinary 100
Budgens Stares Limited £ £) 00 Ordinary 106 $Spen Hill Regeneration Limited 1 £100 Ordinary 100
Buttencable Limmned 1 £100 Ordmary 100 Spen Hill Residential No 1Limied 1 £100 Ordinary 100
Buttoncase Limited” 1 £) 00 Cunwitative 0o Spen Hill Residential No 2 Limited i €190 Ordinary 0o
Redeemable Preference Station House Welling Management 1 Lirnited by Guarantee -
£1 00 Orchnary 100 Limited
Canterbury Road Management 1 Limited by Guarantee - Statusfloat Limited 1 £100 Ordinary 0o
Limited Stewarts Supermarkets Limited? 1 £100 Ordinary ale]
Caraift Cathays Terrace 1 Ltrmited by Gurarantee - T & 5 Stores Limited’ 2 £0 05 Ordinary [{e]e]
Managerment Company Limited Tapesilver Limited! 1 £100 Ordinary L]}
Comar Limited ! £100 Ordinary 100 Teesport (GPI Limded 1 £100 Ordinary 00
Cuilen s Holdings Limited 1 £0 10 Ordnary o Tesco Overseast Limited! i £100 Ordinary 100
Cullen's Stares Limited 1 £100 Ordinary 100 Tesco Aqua (3LP} Limited ) £100 Ordinary 100
Day and Nite Stores Limited 2 £1 00 Cumulative 100 Tesco Agua IFinCol) Lumited i £100 Ordinary 00
Coenvertible Participating
Fralerred Ordwnary Tesco Aqua (FinCo?) Limnted 1 £100 Ordnary 100
£1.00 Cumulative 100 Tesce Aqua tGP) Limited 3 El 00 A Ordinary 00
Redsemable Preference E1,00 B Ordinary 100
£1.00 Ordinary 100 Tesco Aqua {Nominee 1) Limaed 1 £300 Ordinary 100
Dillons Newsagents Limited 2 £0.25 Non-Voting 100 Tesce Aqua [(Norminee 2] Limited 1 £1.00 Ordinary 60
Ordinary Tesce Aqua (Nominee Holdco) 1 £100 Ordinary 100
dunnhumby Advertising Limited 5 £+ 00 Qrdinary 100 Limited
dunnhumby Holding timited S £3.00 Ordinary iele} Tesco Atrato {ILP Linwted 1 £1 00 Ordinary 00
dunnhumby International Lirited 5 £1.00 Grdinary 100 Tesco Blue (3LP) Limited i £1.00 Ordinary 100
dunnhumby Limited 5 £3 59 Ordinary 100 Tesco Blue (FinCo2} Limied i £1.00 Ordinary 00
dunnhumby Overseas Limited 5 £1 00 Crdinary 100 Tesco Blue (GP) Limited i £1.00 A Crdinary 0o
dunnhumby Trustees Limited 5 £1 00 Ordinary 100 £100 B Ordinarye 100
Europa Foods Limited 1 £100 Ordinary 100 Tes¢o Biue iNominee 3 Limited 1 £100 Ordinary 100
Faraday Properties Limited & £1.00 Ordinary e Tesco Blue (Nominee 2) Limned 1 £100 Ordinary 100
Giant Bideo Limned as £4 00 Ordinary 100 Tesco Blue INcminee Holdco) 1 £1.00 Ordinary 00
Glant Booker Limited 38 £0 25 Ordinary 100 Limited
Grant Midco Limited 38 £1 00 Orcinary 100 ;fgo Corporate Treasury Services 1 €100 Ordinary 100
Gibbs News Limided b E1QC Ordinary 100 Tesco Depot Propeo Limiteg \ £100 Ordhnary 1o
Highams Green Management ) Limked by Guarantee - Tesco Distribution Hokhngs L
Company Umited 25 Limited 1 €100 Ordinary 100
Tesco Distnbution Limited 1 £100 Ordinary 100
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Related undertakings of the Tesco Group continued

Name of Reprstered Class of % helg Name of Repistered Class of % heid
undertaking address share held by Group undertsking address share neid by Group
Tesca Docney [LP! Liited 1 £1 00 Ordinary 120 Tesca Property Norminees (No 61 1 100 Orcinary )
Tesco Employees Share Schema 1 £100 Orchinary o0 Limited
Trustees Limitedh* Tesco Property Partner (GP) Limited 1 £)00 A Ordinary 100
Tesco Family Dining Lirmited 1 £100 Ordinary 100 £100 8 Qrginary wo
Tesce Food Seurcing Limited 1 £100 Orcinary 00 Tesco Property Partner (No 1) 1 £100 Ordinary 00
Tesco Freetime Limited 1 £100 Orcinary 100 Limited!
Tesco (ILP) Linnited 1 £100 Orainary 100 I;:ﬁz:’“wm Partner iNo 2} Ll £1CO Crenary o
TescoGareshead Propeny Limvied ! £100 Ordinery s Tesco Red (3LP) Limited 3 £100 Orcinary 100
Tesco Holdings Limited! ! £010 Qrdinary 10 TescoRed IGP) Lirnited T £100 A Ordinery o
£100 Preference 100
Tesco International internet Retailing 1 £100 Qrdinary 100 £100 8 Ordary 100
Linited! Tesco Red (Nominee 1) Lirited 1 E100 Ordinary 100
Tesco International Services Limited® 1 £100 Orcinary 00 Tesco Red (Nominee 2) Limited 1 E100 Ordinary 00
TescoLagoan GP Lmited & £100 Ordinary 100 Tesco Red (Nominee Roldcol Limited 1 E100 Ordinary 100
Tesco Maintenance Limfied 1 £100 Ordmary 100 Tesra Saru ULPI Liited ! £100 Ordinary e
Tesco Mobile Communicetions 1 €100 Orchnary 00 Tesco Seacroft Lumited ! E100 Ordinary 100
Limited! Tesco Secretaries Limted 1 £1 00 Ordnary 00
Tesco Mobste Services Larited t E100 Ordinary 08 Tesco Services Limited 1 £100 Ordinary w00
Tesca Mavona (WP Linutad 1 €100 Qrdnary 0o Tesco Stores Limaed 1 £100 aPreference 0o
Tesco Navona (GP) Lemited 1 £100 Ordinary A Q0 £100 B Preference 100
£ 00 Ordinary B 100 £100 Ordinary 100
Tesco Navona [Nominee 1} Limited 1 £1 G0 Ordinary 100 Tesco TLB Finance Limited 1 £100 Orchinary 100
Tesco Navana (Nanunee 21 Lunited 1 £1 Q0 Qrdinary jless] Tesco LB Propecties Limited 1 €100 Ordinary A 100
Tesco Navona (Nominee Holdco) 1 £1 00 Ordmary 100 £100 Ordirary B 100
Limited Tesco Treasury Services PLC! ' £1 00 Qrdinary 100
Tesce Mavona PL Propee Limited 1 £3 00 Orchinary 120 e Big Food Group Limited 38 £0 10 Ordmary 100
Im:d()'verseas Investments i £100 Ordinary 120 The Teesport timned Partnefship 1 wnied Partnership 00
Tesco Dyerseas ULC N £0 0000025 A Drénary 100 The Tesco Aqua Limited Partnership 1 Ltmited Fartnership 100
£0 00000025 B Ordmary 100 The Tasco Biue Lirmlted Partnership 1 Lirited Fartnership 100
£0 60D00025 € Ordinary 100 ;:::z:;:avcna Limited 1 Lmited Partnership 100
£0 00000025 D Ordhinary 1o The Tesco Passa Limited 1 Limited Partnershp 00°
£0.00DD0025 E Ordinary 0o Partnership
£0 00000025 F Crdinary 100 The Tesca Property Limted 1 Urited Partnership 100
E£0 00000025 G Ordinary 00 Partnership
£0 00000025 H Ordinary 100 The Testo Red Limited Partnership 1 Limited Pertnership 100
£0 00000025 J Ordinary 0o TP Fund Managers Limited 1 £100 Ordinary 100
£0 00000025 K Orcinary 100 TPY Holdco Na 1Limited 1 E1 00 Ordirary 00
£Q 00000025 L Ordinary 100 Ventnor High Street Management 1 Limitest by Guarantee -
£0 00000025 M 100 Company Umited
Ordinary weymouth Avenue [Dorchester) t £1 00 Qrdinary 100
£0 00000025 N Ordinary 100 Limited
£0 CO00A0ZS O 00 W Low Supermarkéts Limited [ £100 Ordinary 100
Ordinary t N . .
£0 00000025 P Ordinary 100 :qr: meel;?ational subsidiary und;;ila:ggs. - ot
Tesco Passaic (ILP) Limited 1 £100 Ordinary 100 undertaking address share held by Group
Tesco Passaic (GP) Limted ! €100 Ordinary A a0 Arena (Jersey) Management Lirhited! 87 €100 Ordinary 00
£100 Ordinary 8 oo Booker Cyprus Limited 9 €100 Ordinary 100
Tesco Passaic (Nomnee 1) Limited 1 £100 Ordwnary 100 Bowker incha Private Lirmtet ™ INR 10 00 Ordmary 00
Tesco Passaic (Narminee 2| Uimited ! £160 Ordinary 100 Booker Satnam Wholesale Private 86 INR 100 Ordinary 87
Tesco Passalc (Nominee Haldeo) 1 £100 Ordinary 100 Limited
Lmited Chesnunt Holdings Guenmsey Limted? ® 100 Oromary 100
Tesco Passaic PL Propeo Limited 1 £100 Ordinary 100 Chashunt Hungary Seraciag Linuted 2 HUF 100 000 Duata 00
Tesco PEG temited 1 £0 01 Ordinary 100 Liabihty Company
Tesco PENL Limited 1 00 Ordinary 00 China Property Hokdings (HX) Limited 20 HKD 100 Ordinary 100
Tasco Pengan invesument Lamited™ 1 £1.00 Qrdinary Q9 Chirpc Limited 24 €1 2% Ordwary 00
Teseo Penson Trustees Limited ™ 1 £1 00 Ordinary 100 Cirrus Flngnce (2009 Lmited 24 £1000 A Ordinary 100
Tesco Personal Finance Group PLC! 10 E0 10 A Orgmary 100 £100 Ordinary 100
EQ 10 B Ordinary 100 Cirrus Finence Limited 24 £1,000 Ordinary 100
£010 C Ordinary we CTlordalkn Properties Limned 28 £1250rdinary w00
Tesco Personal Finance PLC 0 £0 10 Crdinary 100 Commercial lnvestraents Leenited 20 €125 Qrainary g
Iﬁ:ﬁg_:mum iNominees} (No ) n £100 Ordinary i CrestOstravaas 6 CZK 100.000 Ordinary 100
Tesco Property {Norinees! iNo 2] 1 £1 00 Ordinary 100 Delamare Holdings BV 0 €100 Ordinary 100
timited Department store Pardubice S+ ¢ ® C2K 100,000 Ordinary 100
Tesco Property iNominees) Limited n £100 Ordinary 00 aunnnumbpy Ikorea) Limited 62 KRW 5000 Orcinary 0o
Tescn Property Einance 1Haldca 1 £100 Qrdinary 100 dynnhumby (Malaygia} Sdn Bhd 64 - RM1.0G Qrdmnary 00
timited dunnhumby (Thattand) Limited 69 THB 1 000 000 Orchnary 100
Tesco Praperty Firance 1PLC t £1Q0 Ordinary 00 dunnhumby Advertising (Shangha) 83 €130 000 Registered 100
Tesco Property Holdings tho 2 1 £1 00 Oromary 100 Co ue Capital
Umitea dunnhumby Austrata PTY Limited 7] AUD 100 Ordinery 100
Tesco Property Haldings Limited 1 £100 Crainary 0o dunnhumby Brasi Congultora Lida 53 BRLS! 00 Ordinary 100
Tesco Property Naminges {No.5) 1 £1.00 Cirdinary i dunnhumby Canada Letited 37 CA$ 100 Ordinary U
Limited dunnnerniy Chile Sph 95 CLP 500,000 Ordimary 00
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Financial statements

Name of Registered Class of % held Name of Registered Class of % held
undertaking address share held by Group undertaking address share held by Group
dunnhumby Colombia S A $ Y] COP 2000 Type A 0o Tesco Capitat No 2 Limited 28 £0 01 Floaung Rate 100
COP 2100 Type B Redeemable Preference!
COP100 Type C £10D Ordinary 100
dunnhumby Computer Information 54 TL 26 00 Ordinary 100 Tesco Chile Scurcing Limitada WV CLP 1 00 Ordinary 100
Technology and Consultancy Services
e USS 1 00 Ordinary 0
dunahumby Consuttng Canada 55 CADSO 01 Ordinary 100 Tesco Drgital Ventures Ple Ltd 33 5GD A 00 Qrainary 100
Lmited Tesco Dystrybucia Sp 200 32 PLN 50 00 Orcinary 100
dunnhumby Consutting Services India 56 INR 10 00 Ordinary 00 Tesco Europe 8V 30 €1 00 Ordinary [sla]
Private Limited Tesco Food Sourcing Branl 12 BRL 1 00 Orclinary 100
dunnhumty Czech & 1.0, 16 CZK 200,000 Ordinary 100 Consultoria De Negogos Lida
dunnbumby Fraland Oy 7 100 Kovelhnum Cy 10 Tesco Foundation (Nadacia Tesco) 81 No par value basic captal 160
dunnhumby France SAS 57 €2 00 Ordinary 100 Tesco Franchise StoresCRsro 6 €ZK 2000 000 Ordnary 100
durnhurnby Gesmeny GmbH 72 €100 Ordunary 100 Tesco-Global Stores Prvately Held 2 HUF 10 00 Common 939
dunnhumby Hinpary Xft 22 Registered capital HUF 100 Cempany Limited
3000000 Tesco Global Employment Company 34 THB 100 Q0 Ordinary 100
dunnhumby Inc a5 No par value - Umiteq
dunnhumby Information Techneology 58 Registered capital 106 Tesco Guanpdeng IHKI Ce Limited 20 USS 100 Ordinary W00
Censulung (Shanghafl Company Limited US5140,000 Tesco Holdings B V 10 €100 Ordinary 100
dunnhumby freland Limited 63 €100 Ordinary 100 Tesco International Clothing Brand 51 €160 Crdinary a0
dunnhumby IT Services Indha Private &9 INR 10 0O Crdinary 100 sro
Limited Tescolmemauonal Franchisng sr o 51 €100 Grdinary 100
dunnnumby lteda Srl 60 €100 Crainary 100 Tesco International Sourcing Lirmted 20 HXD 10 90 Crdwnary 100
dunnhumby Japan K £ 61 JPY 10 000 Ordinary 100 Tesco ireland Holdings Limited 24 €125 Ordnary 100
dunnhumby Mexco § deR L a9 MXN 2.970 Ordinary A 00 Tesco ireland Limied 4 1 1
deCv MXN 30 00 Ordinary & Tesco reland P r\I n Trust ; EI z: g‘:‘"a'\‘ Igg
dunnhumby Netherlands B8 ¥ 7 €100 Crdinary 100 meted e EnsIc) usteses remnary
gunnhumby New Zeatand 96 NZD 100 00 Ordinary 100 Teseo Jont Buying Service (Shanghan 1 US$ 100 Ordwnary 100
dunnhumby Polangd Sp 700 3z PLN 50.000 Ordinary 100 Co umited
dunnhumby Russia LLC 79 RUB 1 0O Cramnary 100 Tesco Mobie (Thailand) Co Lmited 38 THB 100 00 Ordmary 100
dunnhumby Singapore Pte Lid 80 SGD 1 0O Orchinary 190 Tesco Mabile Ireland Limited 24 €100 Ordhinary 100
dunnhumby $ARL 5 €100 O Ordinary 100 Tesco Property (NO 1) Lnited 28 £100 Orcinary 100
dunnhumby Servcos de Promog 3o 3 RS$1 00 Ordinary 100 Tesco Property Lirmted 1) USS1 00 Registered 100
Digitat Ltda Capttal
dunnhumby Stavakia s r 0 67 No shares in ssve - Tesco Sourcing india Private Limited -1 INR 10 00 Orchinary 100
dunnhumby 5p 260 w8 PLN 50 00 Ordmary 160 Tesco Stores {Malaysia San Bha &2 RM 100 A Or¢hnary 100
dunnhumby Spain § L 8 €100 Ordinary o0 RM 10 00 Non- 100
dunnhumby Sauth Africa {Ptyl Ltd 68 No par value Ordinary 100 Conwvertroie Nor-
Cumulstive Ifredeemable
dunnhumby Ventures LLC Fal - - Preference Shares
Edson Investments Lirited 24 €2 00 Ordmary 100 RM 300 B Ordinary 100
Edsan Properties Limited 2 €10C Ordinary 100 Tesco Stores (Thailanc Lmited” 34 THB 16 00 A Ordinary 160
£k-Chai Distribution System 34 THB 10 Q0 Ordinary 999 THB 10 00 B Preference «0 001
Co ttd*
THB 10 00 C Prefi 100
ELH Insurance Limited =] £100 Ordinary 100 T st &R % caKt Ooor;:‘;ence 100
escoStoresCRas na
Genesissp 100 32 PLN 500 00 Ordinary [els] Tesco Stores SR 5 £33.193 92 O d' i 100
r
J Smylie & Sons OM) Limiied az £100 Ordinary 100 ' © : : o a; e ” D1 00 O:d'"a”' 0
esco lechnoto, TVICES nai
Jasper$p 100 T3 PLN 100 00 Ordinary 160 Limited E‘f "
Kabaty Investments Tesca (Polskal k) PLN Partnership interests 120 Tesco Trustee Company of reland 20 €125 Ordinary 100
Spzoo Spk Limited!
LetAany Development land 15 r o ® CIK 100 000 Ordinary 150 TESCO Uzlet é5 Technologial 9 HUF 100 000 100
LetAany Davelopment land Zsro B CZK 180 000 Ordinary 100 Szolgaltatdsok 2artkdruen Mukodt
Marine Cotfee Company Holdings 25 €100 Ordinary 160 Részvenytarsasag
Limited Thundridge Unkmited 22 €100 Ordinary 106
Monread Developments Limuted 24 €0 001 Ordinary e Valiant Insurance Company DAC 26 £1Q0 Ordinary 100
Nabola Development Lirmited 24 €125 AOrdinary 0o Victeria BBSp 2o 0 32 PLN 800 Q0 Ordinary 00
£€1258 Ordinary 100 Wanze Properties (Dundalk) Limited 24 €106 Crdmary 00
Orpingford Uniemited Company 24 €100 Ordinary 100 WSC Properties Limited 24 €0 0000005 Ordinary 100
PEJ Property Developrments Limited 28 €100 Ordinary 100
Pharaway Properties Limited 24 €100 Orcinary 100
R J D Holdings Unlimited Company 24 €1 260738 Ordinary 00
Saneyia Limrted 9 €100 Orginary jLels]
Seberovsite sro 16 CZK 100 000 Oreinary 0o
Socomantic Labs Tnc a5 USS50 00 Commen Stock 100
Sociomantic Labs Internet Hizmetler 82 TRY 25 00 Ordnary 100
Limited Sirekett
Sociomantic Labs Private Limited 76 INR 10 0O Crdnary 100
Tesco{Polskal 5p 00 3z PLN 500 00 Crdinary 00
Tesco Akadémia Kepzési € 22 HUF 100 Business Share 00
Fejlesztési Koratoll Feleldsseégld
Tarsasdg
Tesco Angel Fundation 27 Foundation 100
Tesco Bengalury Private Limited 23 INR 10 OC Ordinary 100
Tesco Capital No 1Limited! 28 €0 50 A Ordinary 100
E0 50 B Ordinary 100
£0 01 Preference - 100
Guaranteed fized rate
cumulative preference
€0 Q1 Preferred Ordinary 100
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Related undertakings of the Tesco Group continued

Subsidiary undertakings in liquidation.
The following subsidiary undertakings were incorporated

In the United Kingdom

Nama of Registered Ciessol % held
undertaking address share hetd by Group
Alfred Preedy & Sons (Trustees! Umited 89 £100 Ordinary 100
Anthony Heagney Limited 89 ©) 0D Ordinary 100
Beehythe Estates Limited? B89 E100 Ordinary 100
Bedmunster Estates Limited 3 £100 Ordinary 160
Cheshunt Finence Uniimied 89 £0 00000000) 100
Cheshunt Overseas LLP 3 Limied Liabiity 10Q
Partnership
Crazy Prices’ 86 £100 Ordinary 00
Daily Wrap Produce Listed! 4 €100 Crdinary 100
Food & Wine Lovers Limited® &9 £100 Ordinary W
Gibbs Nawsagent Limied®™ 89 E100 A Ordmary 100
Halesworth SPV Umited 8g £100 Ordinary 100
Harts the Grocers (Rossel Square) Lnmied 89 £100 Ordinary 0o
Harts the Grocers (TCRI Liritea™ B9 £100 Orginary 100
JE Cohen & Company Limied 89 £100 Ordinary 100
Linebush W Liruted 4] £100 Ordicary A 100
£100 Ordinary B 100
unebush IV Limited 88 EO 01 Ordinary A 00
£1200rdmary 8 100
£0.0MOrdinary C 100
Linebush Umited B8Y tO A Ordlnary o
£1008Ordinary 100
Linebush V Limited 839 EY20 Ordinary A 100
€3 70 Orchinary B 100
London and Homea Countres 89 £1 00 Ordhinary A W00
Superstores Limited
MalIs {East Midiands Limited ag £100 Ordinary 100
Mills Group Limited 89 £100 Ordinary 00
Morgam Kews Limited 7] €100 Ordmary 0o
Snowmen Retall | Limited 89 £100 Ordinary 0o
Saowman Retal 2 mited a9 E1 00 Ordinary 100
T & § Proporues Limited B9 €100 Qrdinary wo
Tesco FFC Linmted 89 £0 01 Ordinary 100
Tesco FTO Limited® B8e £100 Orchinary 100
Tesco Kirkby (General Partner) Limited 89 EYQ0 Ordinary 100
Tesco Kirkby (LP) Lirmted 85 E£1Q0 Ordinary 100
Tesco Xirkby (Unithoiderl) Limited 89 £100 Ordingry 00
Tesco Kirkby {Unitholder2) Limited 839 £100 Ordinary 100
Tesco TLB Barnstaple Limited 89 EVCO Orainary 100
Tesco TLB Rowtingham Limined 89 £100 Ordinary 00
Tesco TLB Pontyprigd Limted 89 E100 Ordinary 100
Verulam Propertias Limited 89 £100 Ordinary 100

The following subsidiary undertakings were Incorporated outside

of the United Kingdom
Name of Registerad Classof % heid
undertaking agdrass share heid by Group
dunnhumby Nethertands By 66 €100 Ordinary 100
Tesco Maurtius Holdings Limited 29 £100 Ordwnary 100
Tesco VinPlus S.A. 7 €160 Ordinary 100
Associated undertakings.
The fallowing assaciated undertakings were ncorparated
in the United Kingdom
Name of Registered Class of % heid
undertaking address share held by Group
Broadfields Management Limited 47 £0 10 Ordhnary 353
Clarepharem Limited 48 EO 10 Ordinary 265
Fresh Food Trader Lmited 7 £100 Ordinary 50
£160 Preference 100
Shire Park Limited 43 100 Ordinary 545
Tesco Atrato (GP) Lirnited™ 1 E100 A Ordinary 100
Tesco Atrato INominee I} Limited t £100 Ordinary 0o
Tesco Atraro iNomines 2 Limied ] £ 00 Ordinary o
Tesco Atrata iINominee Heldco) Limited 1 E100 Ordinary 100
Tasco Atrato Depot Propee Limited 1 £100 Ordinary 100
TFesco Coral 6P Limited” 1 £1.00 A Ordwpary Lvs]
Tescn Darnay (GFY Limited® 1 £100 A Oralnary w
Tesco Dorney {Nominee 1} Limited 1 E1 00 Ordinary 100
Tesco Dorney (Mominee 2) Limited 1 £100 Ordinary 0o

Tesco PLC Annual Report and Financial Statements 2019

Name of Regisiered Class of % held
undertaking address share held by Group
Tesco Dorney (Nominge Holdea) Limited 1 E100 Ordinary 00
Tesco Jade (GF) Limited S0 £100 A Ordinary 1o
£100 B Ordinary 30
Tasco Mobile Limited” 1 E£0 10 AOrdmary 100
£0 90 8 Ordimary 100
Tesco Property [Sparta Nominees) Lisited 1 £1G0 Ordinary 100
Tesco Property (Neminees! (Ne 3) Limited 1 £100 Ordnary 100
Tezco Property (Nominees! (Mo 4] Limied 1 £100 Qrawnary wo
Tesco Property Partner {GP No 2) Limited” 1 £1Q0 A Ordinary 0o
Tesco Sarum (GP) Limited® 1 £100 A QOrdinary 100
Tesco Sarum (Nominee 1) Linuted 1 £1 00 Ordinary 0a
Tesco Sarum (Neminee 2) Limited 1 £300 Ordinary 100
Tesco Sarum (Nominee Holdco! Limrted 1 £100 Ordinary 100
Tesco Underwriung Limited 50 Ei00 Ordnary 499
The Tesco Atrate Limited Partnership 1 Limited Partnership 50
The Tesce Coral Limited Partnership 1 Limited Fartnership 30
The Tesco Dorney Limiied Partnership 1 Limied Partnership 50
The Tesco Froperty (No 2) Limited 27 Limited Partnership 50
Partnership
The Tesco Sarum Limited Partnership il bimited Partnership 50

The following associated undertakings were incorporated outside

of the United Kingdom

Name of Registered Class of % held
undertaking address share held by Group
Arena Unit Trust 87 - 50
China Wisdom dunnnumby Limitad 40 RMB 264.000 Ordwary 50
China wWisdom dunnhumby 39 RAMB 26,400,000 50
(Shanghat Limited Registered capial
dunnhumby Deamark VS 1 DKK1GO Crcinary 100
dunnhumby Mitsy Bussan Customer kil Commen stock 1.00G 50
Scence Co Lt
dynnhumby Norge A S 43 NOK 1000 Ordinary 50
Gain Land Limited 3w SY00 Croinary 0
Merrion Shopping Centre Limited 24 €0 012687 Ordinary org
Retal Property Co  Limited” 44 THB 100 00 Ordinary A 1000
Synergistic Property Development 93 THB 100 CQ Ordinary 50
Co Limited
Testo Card Services Lirmited &5 THB 100 00 Orgmary A Wo
Tesco for Thais Foundation 34 Foundation -
Tesco Lotus Retail Growth Freehold 46 THB non par 25
and Leasehold Praperty Fund value fisted
Tesco Mobrle CRsr o 16 CZK 100 000 Ordinary 50
Tesco Mobie Stovakia s r o 51 €100 Drdinary 50
a1 INR 10 00 Equity 50

Trent Hypermarket Private Limied

Consolidated Structured Entities.

Mame of Registered Nature
undertaing address of buslness
Oelamare Cards Holdeo bmited 85 Securisation entity
Detamare Cards MTN Issuer pi¢ B5 Securitisation entity
Delamare Cargs Recewables Trustee 8s Secuntrsaton eatity
Lirmted

Detamare Cards Funting YLrmted 85 ‘Secuningtion enity
Detamarg Cards Funding 2 Limited 85 Securitisation entity

Delamare Finance PLC
Delamare Group Holdings Limted

n

Secuntsation entity
Securtisstion entity

¢ Undertaking where other share ¢lasses are held by athwrd party

1 Interest held directly by Tesco PLC
™ 95% held by Tesco PLC
™ 86 6% held by Tesco PLC

®  Shares held by Tesco Penslon Trustees Limited {TFTL the corporete trustee of the
Tesco PLC Pension Scheme (the Schemel On behall of the Scheme TPTL holds 2 50%
shareholding in three property joint ventures with Tesco and (s the sole shareholder
of Tewco Pension {Jade! Limited and Tesco Penuon twestment Limited

50% heid by Teseg PLC

13

*  Company dissolved on G7/03/2079

This company is the corporate trustee of the Tesco PLC Pensfon Scheme
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Tesco House Shire Park Kestrel Way Welwyn Garden City AL7 1GA
United Kinggom

Apex Road, Brownhills Walsall West Midlands W58 7TS United Kinggom
KPMG LLP, 15 Canada Square London EV4 5GL Umited Kingdom

Loca! Support Office Abbey Retail Park 15t Floor Newtownabbey
Northern [reland, BT36 7GU

184 Shepherd s Bush Road London W6 7NL United Kingdom

¢/0 Morton Fraser LLP, 5th Floor Quartermile Two 2 Lister Square Ecinburgh,
Scotland EH3 SGL United Kingdom

7-10 Chandos Street London W1G 90Q United Kingdom

Paseq de Generaj Martinez Campos Campos n® § 10 izquierda 28010 Madrid
Spam

138 Budapest V4c)ut 187, Hungary

2 South Gyle Crescent Edmburgh EM12 9FQ United Kingdom

35 Great St Helen's London EC3A 6AP, United Kingdom

Av Paulista 37-46% Andar $30 Paulp 01311-302 Brazi

Averyda Santa Mariz 5388, Piso 2 Zona A Oficina 4 Vitacura, Santiage 7660268
Chile

Units 01 02 08 07 0B 09 Floor 17 Wo 610 Xupahut Read Huangpu Districk
Shanghal People's Republic al China

R10B Level 1) Bid No 1 China Central Place No 81Jrenguo Road Chaoyang
Distnct. Beding People s Repubiic of China

Praha 0 - Vriovice Yriovickd 1527/68b PSC 10000 Prague Czech Repubiic
Centre de Commerces et de Lomrs, Gité Eurepe 62231 Cogquekes France

PO Box 25, Regency Court Glategny Esplanade St Peter Port GY124P Guernsey
Dorey Court Admiral Park, St Peter Port GY14AT, Guernsey, United Kingdom

3t Floor AlA Kowloon Tower, Landmark East 100 How Ming Street Kowloon
Hong Kong

Levei 54 Hopewell Centre, 183 Queens Road East Hong Kong

H-2040 Budadrs Kemzsi UT1-3 Hungary

818 82, EFIP Area Whitefield, Bangalore 560066 India

Gresham House Manne Road Dun Lacghaire Co Dublin Ireland

25-28 North Wall Quay International Financial Services Centre, Bublin i, Ireland
38/39 Ftzwiliam Square Dublin 2 Irefand

PO Box 87 22 Grenwille Street. St Helier JE4 8PX Jerzey

Lime Grove House Green Street St Heher JEY 25T Jersey

¢ /0 5GG Corporate Services (Magunbs} Limited 33 Edith Cavell Street Port Lours
N3Z4 Mavntius

Willemsparkweg 150 hs 107 HS Amsierdam Netherlands

1-2-3 Marunouchi Chiyoda-ku Tokya Japan

56 Kapelenka St. 30-347, Krakow Poland

163 Tras Street #03-0) Lian Huat Bulding Singapore 079024 Simgapore
£629/1 Nawamintr Road. Nuanchan, Buengkoom, Bangkok 10230 Thailand
The Corparation Trust Company 1209 Orange Street Delaware USA 19801

Vistra Corporate Services Centre Wickhams Cay Il Road Town Tortola ¥GIMO,
British Virgin Islands

Place Carilign 7151 Jean-Talen East Montreal Québec HIM 3N Canada

Equity House irthingboroughRoad Wetingborough Northamptonshire NNB ILT
United Kingdom

Room 501-4 No 398 hangsu Road Shanghar People s Republic of China
Suite NO6-B 1/F  Tau Yau Bullding, N& 181 Johnston Road, Wanchar Hong Xong
Ta) Building 2nd Floor 210 Dr DN Road Fort Mumbar 400001, India

Level 8, Symphony House Pusat Dagangan Dana1 Jalan PJU 1A/46 47301 Petalng
Jaya Selangor Darul Ehsan Malaysia

Rosenrkrantzgate 16, Oslo Q160 Norway
313 CP Tower Stom Road Khwaeng Silem, Khet Bangrak Bangkok Thaland

Capital Tower All Seasons Place, FI -6 87/1Wireless Read Lumpine Pathumwan
Bangkok 10330 Thailand

1Empire Tower 32Znd Floor, South Sathorn Road Yannawa Sathorn Bangkok
10120 Thailand

2 Paris Parklands Raillon Roed Guildford Surrey GUZ SJX United Kingdom

Thompson Jenrer 28 Alexandra Terrace, Exmouth Devon EX8 1BD, United
Kingdom

/¢ Lamburn & Turner, Riverside House 1Place Farm Wheathamstead St Albans
Hertfordshire AL4 8SB United Kingdom

Ageas House Hampshire Corporatie Park Temptars Way Eastieigh Hampshire
$053 3YA United Kingdom

Kamenné ndm 1/A 815 61 Bratislava Siovakia

Calle 32 b sur #48-100 Envigado Antiogqua Celombig

Averida Brigadero Luiz Antomo No 3142 Bth Fl Jardim Paulista Sao Paulo Brazib
01402-901

Yeri Havaalant Caddes No 40 Cigh 1zmir 35610 Turkey
Davis LLP 2800 Park Piace, 666 Burrand Street Vancouver BC VGC 227 Canada

4th Fl, Tower B Paras Twin Towers DLF Golf Course Road Sector 54, Gurgaon
Haryana-HR 122002 India

48 rue Cambon 75001 Pans France

Room 1001 Enterpnse Development Tower No 398 Jiangsu Road Changning
Cistnict Shanghat 200050 People’s Republic of China

5-22 Greater Kadash Part 1 Lower Ground Floor Mew Deiby ND04B India
Via Savonarola 247 35137 Padova Itaty
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Tokyo Club Building 11F 3-5 Kasumigasek) Chiyoda-ku Tokyo Japan
37th Floor ASEM Tower, 517 Yeongdong-daerc, Gangnam-gu Secul 135-798 Korea
Floor 3. 2 Harbour Square, Crofton Road. Dun Laoghaire Dublin Ireland

10th Floor Menara Hap Seng. No 14 3 Jalan P Ramiee Kuata Lumpur 50250
Malaysia

Avenida Insurgentes Centro 41 Floor 2, San Rafael Mexico City 06470 Mexrco
Herikerberweg 238, Luna Arena 1101CM Amsterdam Zuidoost, Netherlanas
Cestana Senec 2 Bratslava 92104, Slovakia

B4 Century $quare Heron Crescent. Century City Cape Town 7441 South Afnca

No 319 Charnchun Square Bullding, 15th FI Unit 01 Phayathi Road Pathumwan sub
District. Bangkok 10330 Thaland

/0 RSM Finland Oy, Ratamestannkatu 7 B 00520 Helsinki Finjand

One East Fourth Sireet Suite 1400 Cincinnat 0o 45202, Urited States
Paul-Lincke-Ufer 39/40 10939 Berlin Germany

Av Brigadeirg Luis Anténio 3530, 5* Andar 01402-001 580 Paule Brazil
Stefankova 18725 Smichov 150 00 Prague 5 Czech Repubhc

48 rue Camben 75001 Paris France

C/C Vaish Associates 106 Peminsula Centre, Dr S § Rao Read parel
Mumbai-£00012 Maharashtra Indla

Danzigerkade 134 2hg 1013AP Amsterdam, Netherlands

Sociomantic labs Spz 0 0 ul Pulawska 2 02-566 Warszawa Poland
Spasopeskovskiy lang, 7/1 bid 1, Moscow, 121099 Russia

30 A Tanjang Pagsr Rod $ingapore, 088453 Singapore

c/c TMF Denmark A/S. Kebmagergade 60 1 tv, 1150 Kebenhavn X Denmark
Istiklal Caddes( Beyogiu is Merkezi No 187/5 Galatasaray Istanbul Turkey

Room 8865 8/F 1, Changshou Road Jing'an District Shangha People™s
Republic of China

Sth Floor Unit 40) Tower 8 The Miiema, No 182 Murphy Road Ulsoor. Bangalore
560 008 Inda

Asticus Bullding 2nd Fipor, 21 Palmer Street, London SW1H DAD,

United Kingdom

Ernst 8 Young LLP, 16 Bedford Street Belfast BT2 7DT. Northern Irefand
47 Esplanade St Heber JE1OBD, Jersey Untted Kingdom

Unit 607 6th floor Trade Centre Bandra Xurla Complex Bandra East Mumba)
400051 Maharazhtra India

Ernst & Young LLP 1 More London Place London SE124F United Kingdom

State Street Global Adwisors Limneg 20 Churchill Fiace Canary Wharf London
E12 5HJ, Unied Kingdom

5 Espendon Street 4th floor Z001 Strovolos Nicosia Cyprus

PQ Box 237, Peregrine House Peel Road Douglas Isle of Man IM39 15U
999/9 3lst Floor Rama 1Road Pathumwan District Bangkok 1033C Thailand
Leve! 21, 55 Collins Street, Melbourne VIC 3000, Australia

Av Ei Golf 40 7th floor Las Condes, Santiago de Chite Chile

R5M New Zealand Level 2 60 Highbrook Drive Auckiand 2013 New Zealand
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Supplementary information (unaudited)

Total sales performance at actual rates fexc. VA‘I('J, exc. fuel).”
1

w0 30 a0 H 2H FY
2018/19 2018/19 2018/19 201819 2008/ 201813 2008719
UK & ROI 16 6% 18.9% 14.5% 14.6% 17.7% 14.5% 16 1%
UK & ROl fcomparable growth™) 15% 3.5% 0.6% e 7% 3.5% 0.7% 2%
UK 19% 17% 0 9% 04% 18% 0 2% Q8%
RO! 95% 72% 34% 07% 8.4% 20% 50%
Booker 12 8% 13 7% 97% 26% 13 3% 6% 9 6%
Central Eurape 0.7% (5.81% 7.21% 16.91% {2.01% 7 W% (4.81%
Asia (6.8)% 1.3¥% 3.3)% 5.0% 4.1% 1.0% {1.8)%
Tesco Bank 7.0% 1.1% 2.2% 8.5% 4.2% 5.3% 4.7%
Group 12 1% 13.4% 2.9% 10.8% 12.8% 10 4% n.5%
Group (comparable growth®™) 23% 2.0% {0.5)% 0.3% 2 2% (0 1% 10%
Total sales performance at constant rates (exc. VAT, exc. fuel).’?
1 W kl+] Lla] [ 2 3
2018/19 2018/19 2018718 20187139 201813 2018/19 2018715
UK & ROl 15.5% 18.9% 14.5% 14.5% 17.7% 14 5% 18,1%
UK & ROl (comparable growth®) 3.4% 3.6% 07% 0.7% 3.5% 0.7% 2.4%
UK 19% 17% 09% Q4% L8% 0 2)% 08%
ROI 68% 76% 41% 0.2% 72% 21% 45%
Boagker 128% 13 7% 9% 26% 13 3% 61% 96%
Central Europe (2.9)% 4.2)% {s.21% (5.71% (3.50% 15.4)% {4 5)%
Asfa 7.2)% (2 5)% 6.00% 0.7)% 15 0% (3.3)% (4.1%
Yesce Bank 7.0% 11% 2.1% 8.5% 4.2% 3% 4.T%
Group 1.5% 13 5% 2 9% 10.4% 12 5% 10.2% N.3%
Group (comparable growth'™) 1.8% 2.1% (0.5)% (0.0)%% 2.0% (0.3)% 0.8%
= Sates growth shown on g comparsble days basis and includes an adjustment Lo last year's figures to reflect a change in Lhe reparting of consignment sales
& Comparable 10131 growih presents growlh with Booker sales mcioded n the prior year base from O 2018419
Like-for-like sales performance lexc. VAT, exc. fuelh
e} 20 30 40 H 2H FY
2018719 2018219 20819 2018/19 2018/19 2018/18 2018/19
UK & ROI 35% 4 1% 1.9% 1.8% 3.8% 19% 29%
UK 21% 25% 07% 17% 23% 12% 17%
ROI 30% 3k 0 2)% (0 4)% 31% (0 3% 13%
Booker 14 3% 151% 110% 4.3% 14 7% 76% n.1%
Central Europe 1.0)% {2.01% 3 01% (3.00% 01.5% (3.01% (2.3)%
Asia (9 0¥ (4.8)% 8.01% (301% (7.0)% {5 4y% {6.21%
Tesco Bank n/a n/a n/a n/a n/a n/a n/a
Group 1.8% 2.7% 0.5% Q9% 2.2% Q7% 14%

Ceuntry detail - Retail.,

flevenve lexc VAT inc fuel)®

Loca! currency

Average exchange  Closing exchange

im) £m rate rate
UK 43,445 43.445 10 1Q
ROI 2.683 2372 1" 11
Booker 5826 5,826 10 10
Czech Republic 43338 1.492 230 88
Hungary 573.887 1585 3621 3556
Poland 9.613 1.986 48 47
Slavakia 1375 1.216 1 11
Thadand 172850 4,055 426 439
Malaysia 4,383 818 54 55
* Excludes franchising revenve within Central Europe of E18m whichis nol allocgted to :ndmvidual countries
UK saies area by size of store.
February 2019 Febryery 208
% of roat % ofrotal
Store sne lsq ft) Mo of stores Midlon sq ft sq ft No of slores Million sg ft sq ft
0-3 000 2.516 54 1240 2.512 52 131
3.001-20.000 284 30 74 284 34 85
20.001-40.000 284 82 213 284 82 206
40.001-60,000 182 88 229 182 94 236
50.001-80.000 12e 8.4 N8 120 85 4
80.001-100.000 45 37 96 45 42 106
QOver 100,000 8 10 26, 8 LPE] 22
Total” 3,438 38.5 100 0 3,435 32.8 100.0

*  Excludes Booker and franchise stores
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Group space summary.
Actual Group space - store numbers. "

Other information

2007/18 Closures/ Net gain/ 2018/19 Repurposing/
year-end®™ Openings disposals Ireduction)® year-end exlensions
Large 801 - (4) {4) 797 -
Small 1852 9 8) 3 1,855 -
Dotcom only 6 - - - 6 -
Total Tesco 2,659 9 (o} [4]] 2,658 -
One Stop' 776 4 8) {4) 772 -
Booker 198 1 2) m 197 1
Jack's - 8 - 8 8 -
UK 3.633 22 (201 2 3,635 1
ROI 150 2 - 2 152 -
UK & RO 3,783 24 20} 4 3.787 1
Czech Republic'? 189 - (i {1 188 5
Hungary 206 - {2) (2 204 4
Paland 415 - 62} 62) 353 4
Siovakia 151 - U] w 150 i
Central Europe™ 961 - (66} 66) 895 14
Malaysia 72 2z 1] 1 73 6
Thailand 1,951 70 {56} 14 1.965 20
Asia 2,023 72 157} 15 2,038 26
Group™ 6.767 96 {143) 147 £,720 4
UK [One Stap) 69 19 n4) 5 174 -
Czech Republic 97 5 {3) 2 99 -
Franchise stores 266 24 7 7 273 -
" Contnuing eperations
™ Adjusted tointlude Bocker and a change in classification of UK store formats
@ The net gainslreducton! refiects the number of store openings less the number of store closures/disposals
¥ Excluttes franchise stores
Actual Group space - "000 sq. ft.*®
207/18 Closures/ Repurposing/ Net gain/ 2018719
year-eng®< Operungs? chsposalse extensions® {reductiont year-end
Large 31426 - 158) - (58) 31,368
Small 5,428 6 {47 - {31 5.097
Dotcom anly 716 - - - - 716
Total Tesco 37,270 16 {105} - (69) 37,181
One $top'® 1.266 7 12) - 5) 1.261
Booker 8.580 g (153) - (144) 8,436
Jack's - 81 - - 81 8l
UK 47,116 13 (270} - (157) 46,959
ROI 3,272 63 - - 63 3,335
UK & ROI™ 50,388 176 {270} - 94) 50,294
Czech Republc'® 4,832 - (68) {162} (230) 4,602
Hungary 6.51t - 3 227} (230) 6,281
Poland 8.909 - {861 (2a4) {1,105) 7804
Slavakia 3 555 - 81 (36) (18N 3.438
Central Europe®! 23.807 - (1,013) 669) (1,682} 22,125
Malaysia 3637 79 (84} 59 noa 31533
Thatand 14.835 543 mz) {242) 189 15,024
Asia 18,472 622 {1986) 341 85 18,557
Group'™ 92,667 798 (1,479) {1,010} 1.651) 90,976
UK {One Stop) 224 23 120} - 3 227
Czech Republic 92 5 2) - 3 95
Franchise stores 316 28 (22) - 6 322

W Continung operations
™ &djusted to include Booker and a change in ctassification of UK siore lormats

@ Qur defimtion of space has been updated to reflect retadl selng space excluchng checkouls customer services desks and custamer toilets

W Repurposing of retarl selling space
™ Excludes franchise stores
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Supplementary information (unaudited) continued

Group space summary continued

Group space forecast to 29 February 2020 -'000 sq. ft.®

2018719 Chosures/ Repurposing/ Net gan/ 2019/20
year-endb 5= treducuon) year-end
Large 31 368 - - - - 3,368
Srmall 5.097 43 - - 43 5140
Dotcom only e - - - - 76
Total Tesco 37,181 43 - - 43 37,224
One Stop*@ 1261 6 - - 1B 1.277
Booker 8.436 - - - - 8,436
Jack's 81 70 - - jo 151
UK 46,959 128 - - 129 47,088
ROI 3,338 3 - = 3 3,336
UK & ROI 50,294 132 - - 132 50,426
Czech Republic™ 4,602 a3 - {265) (232 4,370
Hungary 6,281 - - (493} {493) 5,788
Poland 7.804 - (50 - {50 7.754
Slovakia 3.438 54 - (246) {i=r) 3.246
Central Europe® 22,125 87 (50} (1,004) (867} 21,158
Malaysia 3.5632 61 - (172} ) 3422
Thaitand 15,024 146 - - 146 15070
Asia 18,557 207 - {172} 35 18.592
Group* 90,976 426 (501 (1.176) {8a0} 90,176
UK [Cne Stop) 227 33 - - 33 260
Czecn Repubhc 95 14 - - 14 09
Franchise stores 322 47 - - 47 369
W Continuing operations
¥ Qur defintion of space has been updated to reflect retad seling res space excluding checkouts customer services desks and customer tolets
“ Repurpasing of retad seiling space
" Excludes franctuse stores
Tesco Bank income statement.
2019 20182
£m £m
Revenue
Interest recevable and sirmilar ncome 728 673
Fees and commissions recevable 368 374
1,087 1,047
Direct costs
Interest payable (175} (176}
Fees and commissions payable (27) (22)
(202) (198)
Gross profit 89s 849
Other expenses
Stoff costs nIo f74)
Premises and equipment (80) 77
Other administrative expenses {201} {209}
Depreciation and amortisation {83) {83)
Provisions for bad and doubtfut debts {164) 137}
QOperating profit before exceptional items. 197 168
Exceptional items® {30) (24)
Operating profit 167 145
Net finance costs. movements on derivatives and hedge accounting (4} n
Net fmance costs® interest 4) 4}
Share of profit/loss) of joint venture 8 10
Profit before tax 167 162

W These résulls are for the 12 months ended 28 February 2078 and the previous period represents the 12 months ended 28 February 2018
= Restated for the adoption of IFRS 15 as explained in Note 1and Mote 36 of the Graup financial statements

= Exceplional tems in 2019 compnise of a PPI provisions charge of £081m, a regulatory charge of £(16)n partislly offset by a restructuring credit of £2m refiecting a reduction in dilapdations
and oneroys iease provision  Exceptional tems m 2018 consist of anincrease in PP provision of £(35)m partially offset by 8 decrease in CCA provision of £1m and 8 credit of £10m received

S fing the ¢ 4
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Cther information

Task Force on Climate-related Financial Disclosures

Tesco has publicly commutted toimplementing the recommendatians
of the Task Force on Climate-retated Financial Disclosures (TCFD)
We recognise chmate change as the biggest environmental threat
the world faces, and one which could pose particular challenges to
our business including our supply chain and operations Disciosing
these climate related risks 15 an important step in demonstrating
our understanding of these risks and efforts to mitigate them tn
addition to enhancing business resiience, It also enables us to take
advantage of any opportunities t may offer

This year represents our first disclosure to address the TCFD
recemmendations and we expect this to develop and evoive over
time to reflect our analysis.

Governance.

Climate change is one of the Foundations underpinming our Little
Helps Plan and chimate impacts from our supply chain are also
considered within the Products piliar of the Plan The Little Helps
Plan outlines Tesco's commitment to tackle social and
environmental challenges facing the business, our customers and
our communities The Board's Corporate Responsibiity Committee
is responsible for managing our impacts on chimate change, as wel!
as the risks that chmate change may pose to our business The
Committee meets three times during the year and receives regular
updates on our Little Helps Plan commitments and performance

Strategy.

Cur Little Helps Plan sets our commitments to and our progress
towards mitigating the chmate change impacts of our own
operations and supply chain, as set out on page 31. In additron to
addressing our Impacts on the chimate. we also aim to anticipate
and respond to any risks and opportunities to our business posed
by the changing climate

In arder to better understand the resilience of our business to
short and long-term climate risks and opportunities, Alan Stewart,
the Chief Financial Officer commissioned scenarto analysis in ing
with the TCFD recommendations This year we are assessing the UK
business - our biggest market - prioritismg our estate as well as
produce and animal protein categories These are our key
commercial categories, with supply chains around the wortd

We are assessing the risks and opportunities we may face in 2030
under two chmate scenartos. We use the scenarios deveioped by
the intergovernmental Panel on Climate Change and other credible
organisations to assess Tesco’s exposure to physical climate risks
such gs rising temperatures. shifts of precipitation patterns and
extreme weather events We have focused on agricultural
production by country and product Beyond physical nisks, we are
also assessing any risks and opportunities ansing from a transition
to a low-carbon world aligned with the Pans Climate Agreement
Our facus is on material risks for Tesco arising from market and
policy shufts in energy and agriculiure

The results of our scenario analysis will inform: cur long-term
strategic business planning

Risk management.

The identification and mangement of cimate-related risks follows
our established risk management process Key elements of the risk
management process are set out on page £9

Metrics and targets.

In May 2017, we announced new science-based targets for our own
operaticns, aligned with the Paris Agreement’s aspiration to hrmit
global warming to 15 degrees We are on track to reduce absolute
carbon emissions from our operations from 2015/16 levels by 35%
by 2020, 60% by 2025 and 100% by 2050 To help us meet aur
targets. we have comritted to source 100% af our electricity from
renewable sources by 2030 We also announced science-hased
chmate change targets for our manufacturing and agricultural
suppkers Chmate change metrncs and targets are disclosed in

the Little Helps Plan section on page 31
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Glossary

Glossary - alternative performance measures. APMs are alsa used to enhance the comparability of information
between reporting pencds and geographical units (such as
hke-for-like sales) by adjusting for non-recurring or yncontrollable
factors which affect fFRS measures, 1o aid users in understanding
the Group's performance

Cansequently, APMs are used by the Directors and management
for performance analysis, planning, reporting and incentive-setting
purposes

The key APMs that the Group has focused on and changes to APMs
withun the period can be found in Note 1.

Introduction.
In the reporting of financial informatian the Directors have
adopted vartous APMs

These measures are not defined by International Financia!
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 1n addition 1o, and are not intended

to be a substitute for, or superior to, IFRS measurements
Some of the Group's IFRS maasures are transtated at constant

Purpose.

. - exchange rates. Constant exchange rates are the average actual
The Directors believe that these APMs assist in providing additional peri odis exchange rates for the p?ewous financial penosf and are
usefo! information on the underlying trends. performance and used to eimmnate the effects of exchange rate fiuctuations in
position of the Group. assessing performance Actual exchange rates are the average

actual periodic exchange rates for that financial peried

Closest equivalent Adjustments 10 reconcite Note/page reference Definuon
APM IFRS measure o IFRS measure far racenciation ard purpose
Income statement
Revenue measures
Group sales Revenue - Exclude sales made Note 2 - Eacludes the wnpact of sales made at petrol filing stations to
at petrol filling stations demonstrate the Group's underlying performance in the core

retall and financial services businesses by removing the
volatiities associated with the movemeant in fuel prices
This 15 a key management incentive metric

Growth in sales No direct -~ Censistent with Not apphicable - Growth in sales s a ratic that measures year-on-year
equivalent accountng palicy movement i Graup sales for contnung operations for 52
weeks |t shows the annual rate of increase in the Group's
sales and 1s consiered a good indicator of now rapidiy
the Group's core business Is growing
Like-for-hke No direct - Consistent with Not apphcabie - Like-for-like is a measure of growth in Group enimne sales and
equivalent accountng policy sales from stores that have been open for at least a year {out
excludes pnior year sales of stores closed during the year) at
constant foreign exchange rates It 15 a widely used indicator
of a retarler’s current trading performance and 1s important
when comparing growth between retailers that have
different profiles of expansion. disposals and closures

income statement
Profit measures

Operating profit Operating profit” - Exceptional items Naote 2 - Operating profit before exceptional items and amartisation of
before exceptional ~ Amortisation of acquired ntangbles 1s the headiine measure of the Group's
tems and acquired intangibies performance This is a key ranagement Incentive metnc
amortisation of
acquired Intangibles
Operating margin No direct - Consistent with Not apphcable - Operating margin is calculated as operating profit before
equivalent accourting exceptional items and amortisation of acquired intangibles
policy dwvided by revenue, Progression in gperating margin is an
important indicator of the Group's operating efficiency
Earnings before Operating profit” - Excepuional items Page 181 ~ Thus measure 15 based on Retail operating profit from
exceptional tems, - Depreciation and continung operations before exceptional dems It excludes
interest tax, amortisation Retal depreciation, amortisation and rent expense and 1s
depreciation, used to denve the Total Indebiedness ratic and Fixed

~ Rent expense

amartisation and charge cover APMs

rent expense - Tesco Barnk EBITDAR
(EBITDAR) - Discontinues

operations
Profit before tax Profit before tax ~ Exceptionalitems Note 9 - This measure excludes exceptional terns and amoritsation of
before exceplionat - Amortisation of ecquired intangibles, net fimance costs of the defined benein
items and acquired intangibles pension deficit and fair value remeasurements on financial

instrurments Net pension finance costs are impacted by
corporate bond yields, which can fluctuate sigruficantly and

amortisation of

acquired intangbles, - Net pension finance

net pension finance costs are reset each year based on often volatile external market
costs and tair value ~ Farr value tactors Fair value remeasurements are impacted by changes
remeasuremeants on remeasurements on o credit risk and various market maices, which can fluctuate
financia! instruments financial jastruments signilicantly Also included in these tems are fair value

rermeasurements on finangial mstruments resuitng from
liability management exercises

* Operating profit is presented on the Group income statement it 1s not defined per IFRS, however is a penerally accepted profit measure
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Closest equivalent

Adjustments to recencile

| Other information

Note/page reference  Definition

APM IFRS measure to IFRS measure for reconcihation and purpose

Profits/{losses) No direct - Consigtent with Not applicable ~ Profits/llosses) ansing on property-related items refates to
arising on property-  equivalent accounting the Group's praperty activities including. gains and losses on
related items pohcy disposal of property assets. development property buit for

resale and property joint ventures; costs resuiting from
changes in the Group’s store portfolio and distribution
network, including pre-opening and pest-closure costs and
Income/charges) associated with wnpairment of non-trading
property and réfated onerous contracts,

These items are disclosed separately to clearly idenufy the
impact of these items versus the other operating eéxpenses
related to the core retail and financial services operations of
the business They are often one-ume in nature and ¢an have
a disproporuonate impact on profil between reporting periods

Total finance costs Finance costs - Exceptional items Note 5 - Total finance costs before exceptional iterns. net pension

before exceptional - Net gension finance finance costs and farr value remeasurements on financial

items. net pension costs nstruments is the net finance costs adjusted for non-

finance costs and _ Fair value recurring one-cff items. net pension finance costs and

fair value remeasurements on faw value remeasurements on financial nstruments

remeasurements on financial instruments Net pension finance costs are impacted by corporate

financial instruments bond yields which can ftuctuate significantly and are reset
each year based on often volatile external market factors
Fair value remeasurements are impacted by changes 1o
credit risk and vanous market indices, which can fluctuate
significantly Alsoincluded in these iterns are fair value
remeasurements on financial instruments resulting from
hability management exercises

Diluted earnings per  Diluted earnings - Exceptional tems Note & - This relates to profit after tax before exceptional items

share from per share - Amortisation of and amorusaiion of acquired intangibles from continuing

continuing acquired intangibles operations. net pension finance costs and far value

operations hefore ~ Discontinued remeasurements attributable to owners of the parent

exceptional kems operations dlwdedAby the weighted average number of ordinary

and amortisation of shares in 1ssue during the financial perod

acquired intangibles, - Net pension finance - 1t excludes net pension finance costs and farr value

net pension finance costs remeasurements on financial nstruments Net pension

costs and fair value - Far value finance costs are impacted by corporate bond yields,

Temeasurements on TEMEASUTBTHENS 0N which can Huctuate significantly and are reset each year

financial instruments financial mstruments based on often volalile externai market factors Fair value
remeasurements are iImpacted by changes to credit risk
and varipus market indices, which can fluctuate significantly
Also included in these items are farr value remeasurements
on financial instruments resutuing from labilty
management exercises

Income statement

Tax measures

Effective tax rate Effective tax rate - Exceptional tems and  Note 6 - Effecuve tax rate before excepticnal tems and amortisation

before exceptional ther tax impact of acquired intangibles Is calcuiated as tolal iIncome tax

items and - Amorlisation of cregit/{charge) excluding the tax impact of exceptional

amortisation of acquiret intangibles items and amortisation of acquired intangibles divided by

acquired intangibles and their tax impact profit befare 1ax before exceptional tems and amartisation
of acquired intangibles This provides an indicauon of the
ongoing tax rate across the Group

Effectve tax rate Effective 1ax rate - Exceptional items and  Note & - Effective tax rate before exceptional tems and amortisation

befare exceptional
iterns and
amortisation of
acquired intangibles.
net pension finance
costs and fair valve
remeasurements on
financal instrurmnents

ther tax impact

- Amortisation of
acquired intangbles
and theirr tax impact

- Net pensien finance
costs and their tax
impact

- Farr value
remeasurements on
financial Instruments
and their tax impact

of acquired intangibles, net pension finance costs and fair
value remeasurements on financial instrurments 1s calculated
as lotal iIncome tax credit/icharge) excluding the tax impact
of exceptional tems and amortisation of acquired intangibles
net pension lnance costs and far value remeasurements
dmded by the profit before tax before exceptional items and
amortisation of acquired intangibles, net pension finance
costs and fair value remeasurements
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Glossary continued

APM

Closest equivalent
IFRS measure

Adjustments to reconcile
10 IFRS measure

Nole/page reference  Definition

for reconciliation

and purpose

Balance sheet measures

Net debt

Borrowings less
cash and related
hedges

- Net debt from Tesco
Bank

Note 30

- Net debt exciudes the net debt of Tesco Bank but includes
that of the discontinued operations to reflect the net debt
oblgations of the Retaid busness Net debt comprises bank
and other borrowings, finance lease payables, net dernvative
financial instruments, joint venture loans and other
receivables and net interest recewables/payanles, offset
by cash and cash equivalents and short-term lnvestments
It s a useful measure of the progress In generating cash and
strengthenmng of the Group's balance sheet position and
is 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
minimum lease
payments under
non-cancellable
operating leases

- A58 deficit in the
penston schemes

Page 181

- Total ndebtedness is the net debt ptus the IAS 19 defict m
the pension schemes {net of assaciated deferred tax) plus
the present value of future miimum lease payments under
non-cancellable operating leases to prowvide an cverall view
of the Group's ablgations. It 1s an umportant measure of the
long-term obligat:ans of the Group and 1s a measure widely
used by credit rating agencies

Total ndebtedness
ratio

No direct
equivalent

- Consistent with
accounting policy

Page 181

- Total Indebtedness ratio 15 calculated as Total indebtedness
dwided by the rolling 1Z-month EBITDAR 1t is a measure of the
Group's ahility to meet its payment obligations and 15 widely
used by analysts and credit raling agencres

Fixed charge cover

No direct
equvalent

- Consistent with
accounting policy

Page 181

- Fixed charge cover Is calculated as the roling 12-month
EBITDAR divided by the sum of rent expense and net finance
cost, excluding net pension finance costs exceptional items
capitahsed interest and fair value remeasurements. ltis a
measure of the Group's ability to meet its payment
obhgations and 1s widely used by analysts and credit
rating agencies

Cash flow measures

Retail operating
cash flow

Cash generated
from operating
actwities

- Tesco Bank operating
cash flow

- Discontmued
operations

Note 2

- Retail operating cash flow is the cash generated from
operations of continuing cperations. excluding the effects
of Tesco Bank's cash fiows. I is 3 measure of the cash
generation and working capital effrciency by the Retail
business, recognising that Tesco Bank is run and regulated
ndependently from the Retaif operations. and a key measure
to demonstrate the recovery of the Retail operations
Thus is a key management incentive metric

free cash fiow

Cash generated
from operating
activities

- Net ¢ash generated
from/lused )
investing activities,
ard the market
purchase of shares
issued in relation to
share schemes

=~ Investing cash flows
that increase/
decrease fems
within Group net debt

- Cash flows from major
corporate acquisitions
and dispesals

Note 2

- Free cash flow includes all cash fiows from operating and
investing activities, and the market purchase of shares net
of proceeds from shares issued in relation to share schemes
The following items are excluded investng cash flows that
increase/(decrease} items within Group net debt. and cash
flows from major corporate acquisitions and disposals This
measure ceflects the cash avallable to shareholders

Retall free
cash flow

Cash generated
from operating
actwities

- Tesco Bank operating
cash flow

- Retail net cash
generated
from/{used n}
investing actmties
and the market
purchase of shares
1ssued in relation
to share schemes

- Investing cash flows
that ncrease/
decrease items
wrthin Net debt

- Cash flows from major
corporate acquisitions
and disposals

Note 2

- Retail free cash flow includes all cash flows from cperating
and investing activties for the Retail business, and the market
purchase aof shares net af proceeds from shares ssued n
relation to share schemes The following items are excluded
investing cash flows that increase/decrease items within Net
debt. and cash flows from maypr corporate acquisitions and
disposals. This measure reflects the cash available to
snarehoiders
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APMs: Reconciliation of debt metrics.

EBITDAR (restated)

Other information

2009 208
Notes £m im
Qperating profit/{loss) from continuing operations before exceptional items and
amortisation of acquired intangibles 2 2206 1.646
Less Tesco Bank operating profit/lloss) before exceptional items 2 (197 {i69)
Add Depreciation and amorusation {excluding amortisation of acquired intangibles) 2 1.297 1.295
Less Tesco Bank depreciaticn and amortisation 2 83 {a3)
Add Retall operating lease expense” 3 1.075 1.015
4,258 3.704
* Group operating lease expense of £1 078m (2078 £1 078m) includes £3m (2018 £3m) relating to Tesco Bank
Total indebtedness ratlo (restated)
Notes 2019 2018
Net debt (£m} 30 2.863 2.625
Add Defined benefit pension deficit net of deferred tax (£Em) 27 2,338 2728
Add Discounted operating lease commitments (Em) 34 6,999 6.931
Yotal indebtedness (Em) 12,20C 12,284
EBITDAR (Em) 4,298 3,704
Total indebtedness ratio 2.8 3.3
Fixed charge cover (restated)
Notes 2019 2018
Net finance cost (Em) 5 514 533
Less Net pension finance costs (Em) 5 (89) 162}
Less Exceptional foreign exchange losses on GBP short-term investrments held in overseas enuties (Em) 5 - (38}
Add Capralised interest {Em) 5 1 2
Add Fair value remeasurements on financial instruments {£m) 5 (153} 23
Net finance cost, excluding net pension finance costs, exceptional items, capitalised interest and fair 273 358
value remeasurements on financial iInstruments {Em)
Add Retall operating lease expense (Em)” 3 1.075 LO15
1,348 1,373
EBITDAR (Em) 4,298 3,704
Fixed charge cover 3.2 2.7

Other,

Capital expenditure {Capex).

The addittons to property. plant and equipment, investment
property ang intangible assets (excluding assets acquired
under business combinations)

Capital employed.

Net assets pius net debt plus dwidend creditor less net

assets of the drsposal group and non-current assets classified
as held for sale

Enterprise Value.
This 1s calculated as market capitahsation plus net debt

FTE.
FTE refers to full-time equivalents

LPl.
LPI refers to irited price inflation

Market capitalisation.
The total value of all Tesco shares calculated as total number
of shares multiplied by the closing share price at year-end

MTN,
MTN refers to Medsum Term Note

Net Promoter Score (NPS}.

This is & loyalty measure hased oo & single question requiring a
score between 0-10 The NPS s calculated by subtracting the
percentage of detractors {scering 0-€) from the percentage of
promoters {scoring 9-10) This generates a figure between -100
and 100 which s the NPS

Return on capital employed (ROCE).
Return divided by the average of cpening and closing
capitat employed

Return.
Profit before exceptional items and interest, after tax
lapplied at effective rate of taxl.

RPI.
RPI refers to the retail price index

Total shareholder return.

The notional annualised return from a share, measured as
the percentage change in the share price, plus the dividends
paid with the gross dwvigends reinvested in Tesco shares
This 15 measured over both a one and five year period

Tesco PLC Annuai Report and Financial Statements 2019

81



182

Five-year record

Figures below reflect the latest published informatton For firanciat years prior to 2018, these figures represent the comparatives from the
following years’ financia!l statements During 2017, the Group decided to sell its operations in Turkey. Accordingly, these operations were treated
as discontinued in 2017 The 2016 statistics have been re-presented to be consistent with 2017 Prior years have not been re-presented.
Korea was first classified as a discontinued operation m 2015/16 Chuna was first, classified as a discontinued aperation n 2013/14,

The Group has determined new segments and defined new non-GAAP measures for 2015/16 onwards. Refer to Note 1and Note 2, 2014/15
data for these new measures and segments has been presented. but prior historic data has not

In 2018, the Group reassessed its reportable segments and determwned that the retaling and associated activities previously cisclosed within
the International segrment should be segregated between the Central Europe and Asia segments Refer to Note 2 The Group had also
determined new segments and defined new APMs during 2016 Historical data up to 2015 data far these new measures and segments has been
presented, but prior histonic data has not The Group determined new APMs during 2019 and historical data for the new measures have not
been restated as the impact Is not considered material. Refer to Note 1and the Gilossary.

2015w 2016 2017 108 201
Financial statistics (Em}
Sales
UK & ROI 38 228 37 189 37 692 38 §56 44,883
Cengral Europe 6186 5 268 5.977 §343 & 030
Asia 4 497 4 447 5.186 4947 2813
Tesco Bank 947 955 1012 1,047 1087
Group sales™ 49,853 47,859 49,867 50.993 56,883
Revanue
UK&ROI 45 062 43.080 43 524 44 914 51643
Central Europe 6424 5.451 B.195 & 585 5258
Asla 4 492 4,442 5186 4947 4873
Tesco Bank 947 958 1012 1047 1.097
Groug revenus 56.92% 53,933 55017 57493 63,914
Operating profit/(loss) before excepiional items and amortisation of acg
UK & RO! 498 503 803 1059 1537
Cantral Europe {4} 62 58 13 186
Asiz 258 218 262 299 286
Tesco Bank 188 62 157 B wr
Group operating profit/(loss] befare exceptional items and amortisation of acqulred intangibles™ 940 865 1,280 1,646 2,206
Operating profit margin before exceptional items and amortisation of acquired Intangibles 1.7% 18% 2.3% 2.9% 3 5%
Operating profit/(loss)
UX & RG 15 334} 597 519 1208 1535
Central Europe 1668) m 180 N2 232
Asia 9 203 231 277 219
Tesco Bank 153 61 77 M5 167
Group operating profit/{loss] {5.750) 1,072 1077 1,839 2,153
Share of post-tax profits/{losses) of joint ventures and associates u3) @21 nehH &) 38
Net finance gosts {570 18451 1763 {1533) {514)
Prefit/licss) before tax (6,334} 102 145 1.300 1,674
Taxation 670 54 187} (306} {354)
Profit/lloss) for the yaar from continuing operatiany. 15,564 256 58 294 1,370
Discontinued cperations [ilar]] n2n nz 2% -
Profit/loss) far the year {5,765} 129 (54) 1.210 1,320
Attnbutable 1o .
Owners of the parent {5 741 138 40} 1208 1322
Non-COMIOINE Nteresis 125) A 114) ] 12
Profit before tax, exceptional iterns and amort sation of aequired intanglbles, net penslon finance costs and fair
value rameasurements on financlal instruments' 516 509 781 1.284 1,958
Other
Diluted earmings/Alosses) per share — continuing cperations 159 56)p 322p 08p 12ilp 13 55p
Diluted earnngs per snare - CONtinuing operations before excapuiona) kems and amorusation of acquired intangibies
net pension finance costs and fair value remeasurements on financial Instruments® 5 70p $ 75p 7 30p 1t 90p 15 40p
Drvidend per share® 116p - - 300p 367p
Cash penerated from retall aparatsig activities {Em) 1850 2,581 2.37% 773 2502
APM Free cash fiow tEm) (716) 1.482 1,268 1.388 908
Return on capital employed {ROCEF® 40% 6 2% Bi% N0% N1%
Total sharehoider return® 19 5%} 18%) 7 5%} 8 7% 10 2%
Net debt [Em) 8 481 5110 378 2625 2,863
Discounted operating lease commitments - continuing operations (Em) S 353 7 818 7 240 L%k} ©,999
Pension defleit, net of deferred tax ~ Group (Em) 3.885 2612 5,504 2,728 2,338
Total Indebtednress (Em) 21,19 15,536 16,673 12,284 12,200
Enterprise value (Emk 28 415 20,0 18 2682 18 452 24,683
Group retail statistics
Numper of stores® 8,848 6733 5809 1,033 6.993
Total sales erea (000 sq ft )= 95811 91195 89.04i 92.983 51.298
Averape employees 480 607 475 399 464 520 448 968 454,505
Average hull-time equivalent empioyees IFTE) 362,370 351,289 342770 327.9% 321 490
UK & ROI retall statistics
Number of stores?® Ing 3,743 3139 3.952 3.961
Total sales area (000 3 RI 45,946 45,263 43 6% 42,032 50.52%
Average full-time equivalent employees [FTE) — 225192 - 225,378 218 522 210.312 223,542
Revenve {eac fuell iper FTE - £) 169,757 165 D07 172 486 183,804 200.781
‘Weekly revenue lexc. fuell (per sq ft. - £} ] 15 &t 15.68 Ban 36 465

“53 waeks ™Dmdend per share relating 10 the intenm and proposed final dividend * See gassary for defruttons ¥ Ingluding franchuse stores
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Shareholder information

Annual General Meeting 2019 (AGM).

This year's AGM will be held on Thursday 13 June 2019 in the Heart
bullding on our Welwyn Garden City campus. The meeting will start
at 1.30am and registration will be open from 9 3Cam

A separate notice convening the meeting has been sent to our
shareholders, which includes details of the ordinary and special
business to be considered at the meeting A copy of the

Notice of Meeting can be found on our website

www tescoplc com/investors

Managing shares online.

Many of our sharehctders find that the easiest way to manage
their shareholding is onling by setuing up a Shareview portfolio
at www shareview co uk This is a free, easy and secure service
provided by the Company’s registrars Equiniu

Some of the benefits of having 8 Shareview portfoho are

- marmitor your shareholding,

access shareholder nformation,

elect to receive shareholder communications electronically,

vote on the resclutions at the AGM, and any other shareholder
meetings and

- keep your contact detals up to date

t

For more mfarmation and to register for this service. please visit
www shareview co uk. Registration can be completed within
minutes in just four easy steps Please note. you will need your
Shareholder Reference Number

Dividend.

An interim dividend of 1 67 pence per share was paid on

23 November 2018 Shareholders will be asked to approve a
final gividend of 4 10 pence per share for the year ended

23 February 2019 at this year's AGM If approved. this will be
paid on 21 June 2019 1o all shareholders on the Register of
Members at the close of business on 17 May 2019

Dividends can be patd quickly ang securety directly into your bank
account instead of being dispatched to you by cheque You may
also choose to have your dividends reinvested in further Tesco
shares through our dvidend reinvestment plan {DRIF} (terms and
conchitions apply). To arrange ether of these options simply call
Equiniti on the number prowided overleaf Alternatively. you can
manage your dividend payment choices by registering with
Shareview at www.shareview cc.uk

E-comms.

We encourage our shareholders to accept all shareholder
communications and documents electronically. in place of
receiving tracitional paper copies by post. This helps us to
reduce the envirecnmental impact of our business znd to reduce
costs If you would ke ta sign up to receive all future shareholder
communications electronically, please register with Shareview by
visiting www shareview ¢o uk Once you have signed up. you will
receive an eman to let you know when shareholder docurnents
become available on our website, including our annual ang
nterim financial results, notices of shareholder meetings and
ather shareholder documents Asststance 1o sign up to receve
electronic communications will be available at the AGM

Share dealing service.

Equinit offer Shareview Dealing, which 1s a real-ume telephone
and internet share dealing service in Tesco PLC shares available
to all UK residents

Further information about the Shareview Dealing service can be
found at www shareview co uk/dealing or by calling 03456 037 037
between 8.00am and 4.30pm. Monday to Friday

Please remember that dealing fees vary between brokers and you
are recommended Lo check that you are being charged the most
competitive rate

Other information

Tesco Share Account.

We offer our shareholders a service to help them hold and manage
their Tesco shares in a safe and simple way With the Tesco Share
Account {TSA) you ¢an enjoy the convenience and reassurance of
holding shares electronically, avoiding the need to hold paper share
certificates which can be tost ar stolen and expensive to replace

The T5A also offers shareholders access to preferential dealing
rates anc up-to-date market information through the Equiniti
Share Dealing service

The TSA I1s a sponsored nominee service operated for Tesco by
Equiriti Financial Services Lirmited (Equiniti Financial), whichis
authorised and regulated by the Financial Conduct Authority
when you join the TSA, your shares are registered i the name
of Equimiti Corporate Nomumnees Limited and heid on your behalf
on a private register You remain the beneficral owner of your
shares and continue to have the right to receive shareholder
communications, vote at general meetings and to recewve any
dividends paic on your shares

It is completely free to participate in the T5A and there are no
annual fees to pay (terms and conditions apply} If you would ke
to yom the TSA please contact Equimity Financial on 0371 3284 2877
{or +44 121 415 7053 of outside of the UK)

Duplicate documents.

Some of our sharehoiders hold multiple accounts on the share
register and therefore receive duplicate copies of sharehoider
dacumentation as a result If you have been receiving duplicate
copies of shareholder documentat:on, please contact Equimiti
to arrange for your accounts to be combined

Changes to personal details.

In ¢rder to avoid 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

Share price information.
Detals of our current and historical share price data and other
share price tools are avallable at www tescoplc com/investors

American Depositary Receipts (ADRs).

The Company has a sponsored Level | ADR programme for
which J P Morgan Chase Bank N A acts as depositary The ADRs
are traded in the US. where one ADR represents three ordinary
shares The ADR programme confers the right to receve
dividends in US dollars

ADR detalls

Symbol TSCDY
cusip 881575302
Exchange CTC

Ratio 13

Effectve Date April (1, 1992

All enquiries relating 1o the ADR programme should be directed to

TescoPLC

¢/¢ JP Morgan Chase Bank N.A
PO Box 64504

St Paul, MN 55164-0504

Email jpmorgan adr@eg-us.com

Telephone + 1800 990 1135

International +1 651 453 2128 (from outside US)
Website www_ adr com

ShareGift.

If you have a small sharehaolding 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 10526886,

a charity that speciakses in the donation of such shares for good
causes There are no imphcations for capital gains tax purposes on
gifts of shares to charity Further information about ShareGift can
be found by visiting www sharegift org or by calling 0207 930 3737
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Shareholder information continued

Corporate website,

You can access the corporate website at www tescopic com
The Tesco PLC corporate website provides usefu information
including annual reports, results announcements and share
price data, as well as background information about the
Company and current issues

Shareholders are encouraged to sign up to receive email
notification of results and press announcements as they are
released by registering at www tescoplc com/investors/
regulatary-news/regulatory-news-email-alerts/

Shareholder security.
In recent years, Tesco PLC has become aware that its sharehokders

- report the matter to the FCA using the share fraud reporting
form at www fca org uk/consumers/report-scam-unauthorised-
firm ar by callng the Consumer Helpkne on 3800 116768

Information on the {atest nvestment scams can be found at
scamsmart fca org uk/warninglist

Share register analysis.

As at 23 February 2019, the Company had 9.793.496,561 shares
inissue (24 February 2018 8,192.116.619) and 246,725 registered
holders of Ordinary shares (24 February 2018 254.249)
Shareholdings are analysed below

Breakdown of shareholdings overall.

have received unsolicited phone calls or correspondence concerning Range of sharehoing of ff:;‘::; 5,:;,‘:‘;?;:;’,
irvestment matters These are typically from overseas-based 1-500 151.581 ©.19%
‘brokers’ who target UK shareholders, offering to sell them what 501 - 1.000 74.086 8%
often turn out to be worthless or high risk shares in US or UK To07 — 5000 aa'eoa 6%
investments. These operations are commanly known as ‘boller 3 06] ’2 o8¢
rooms’. These brokers can be very persistent and extremely over . 22.250 8 45%
persuasive Shareholders are advised to be very wary of any Total 246,725 108.00%
unsolicited advice offers to buy shares at a discount or offers of i .
free company reports Details of any share dealing faciiies that we Breakdown of shareholdings with gver 5,001 shares.
endarse are included in geruine matlings fram us and on our website Ronge of sharehoiding of ::,';‘I::; E:ife' 2:;::,
If you receve any unsolicited investment advice; 5.001-10.0Q0 1,730 0 84%
10,001 - 50.000 8574 154%
- make sure you note the ¢orrect name of the person and the 50 001 - 100.000 :3 2 o 45;
organisation and make a record of any other infaormation they 00,001 506 050 &0 3 46*;2
ive you. - Y
gveyou. ) 500,001 - 1L000.000 88 TR
- check the Financial Services Register by visiting 1000 001 - 5.000 000 278 6 50%
register fca org.Lk to see if the person and firm contacting 5000001 376 36 19%
r hori the FCA: ——
¥ou are authorised by the FCA Total 22,250 98.45%
- search the list of unauthorised firms to avoid at www fca org uk/
consumers/unauthorised-firms-individuals: and
Category of shareholders.
Number of % of total Number of % of issued
shareholklers shareholdérs  Ordinary shares share copital
Private 240.513 97 48%  546.362.045 5 58%
Institutioral and corporate 6,212 252% 9.247.334515 94 42%
Useful contacts. .
Tesco PLC registered office Registrars Group Company Secretary
Tesco House Equnitr Limited Robert Welch
Shure Park Aspect House Corporate brokers
Kestrel Way $pencer Road Barclays Bank PLC
:{_“;’W‘é: Garden City t?”c'gﬁ Citigroup Global Markets Liriied
ast 6\,55“ Independent auditors
Investor Relations BNI9EDA Delortte LLE
Investor Relations Department Telephone (UK) 0371 384 2977 General queries
Tesco House {Dutside UK} +44 {0) 121 415 7053
Shire Park Calls are charged at national rates Switchboard +44 (Q) 1992 632 222
Kestrel Way Calls frorm a mobite device may Website www tescoplc.com
Wehwyn Garden City inCur NEIWOrk Sxiras.
ALT 1GA Website www.egquinitl co.uk
Telephone +44 (0) 1707 812 922
Financial calendar 2019/20.
i 23 February 2019 + 20Dctober 2019 ? 29February 2020
¢ Financial year end 1 Intermresults ¢ Financial vear end
¢ 201818 T announcetment H 2019/20
* . .

February n
2019 1

.
.
+ #1June 2019

s Proposed payment date for final dividend

-

October
2019

13 June 2018
O trading statement and AGM
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