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2001 2000 Change
Group summary £m £m %

Group sales
{including value added tax} 22773 20358 1.9

Group eperating profit
(prior to integration costs

and goodwill amortisation) 1174 1,043 12,6
Profit on ordinary activities before taxt 1,070 955 EO_
Adjusted diluted earnings per sharet 1t3lp 10.18p 1
Dividend per share 498  448p 112

T Excluding ret foss on disposai of fixed assets, integration costs and goodwill
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This operating and financial review analyses the
performance of Tesco in the financial year ended
24 February 2001. It also explains other aspects of the
Group's results and operations including taxation and
treasury management.

Group performance
Group sales including VAT increased by 11.9% 10 £22,773m
(2000 — £20,358m).

Group profit on ordinary activities before tax (excluding the
net logs on disposal of fixed assets, integration costs and goodwil
amortisation) increased by 12.0% to £1,070m.

Group capital expenditure was £1,944m (2000 — £1.488m)
including £200m for the re-purchase of UK stores previously part
of sale and leaseback agreernents, UK capital expenditure was
£1.206m, including £705m on new stores and £175m on extensions
and refits. Total international capital expenditure was £738m
including £3%90m in Asia. In the year ahead we see Group capital
expenditure increasing sfightly to £2.0bn, including £200m of further
store buy-backs,

Group net debt in the vear increased by £744m to £2,804m
{2000 ~ £2.060m). with gearing increasing ta 52% (2000 ~ 43%).

Group interest and taxation

Net interest payable was £125m (2000 - £9%m). Additianal

borrowings to fund our investment plans resutted in this increase.
Corporation tax has been charged at an eflective rate of

27.3% (2000 - 278%). Prior to accounting for the net loss on

disposal of fixed assets, integration costs and goodwill amer-

tisation, our underlying tax rate was 16.9% {2000 - 27 4%).

Shareholder returns and dividends

Adjusted diluted earnings per share (excluding the net loss an
disposal of fixed assets, integration costs and googwill amortisation)
increased by 11.1% to 11.31p (2000 — 10.18p).

The Board has proposed a final dividend of 3.50p {2000 -
3. 14p) giving a total dividend for the year of 4.98p {2000 — 4.48p).
This represents an increase of 11.2% and maintzins dividend cover
at 2.27 times.

Shareholders' funds, before minority interssts, increased by £587m.
This was due to retained profits of £427m and new shares issued less
expenses of £162m, offsat by losses on foreign currency translation of
£2rm. As a result, return on shareholders’ funds was 21.1%.

Total shareholder return, which is measured as the percentage
change in the share price plus the dividend, has been 28.5% over
the last five years, compared to the market average of 12.5% and
has been 19.2% over the last three years, compared to the markst
average of 5.3%. In the last year total shareholder return in Tesco
was 62.2% compared to the market average of {0.2)%.




UK

UK sales {excluding property development sales) grew by 8.5% 1o
£19,880m (2000 - £18.331m) of which 4.8% came from existing
stores and 3.7% from net new stores. Existing store growth has been
driven by swong volumes as we have seen zero inflation in total and
deflation in our core business.

Our customer focused strategy and commitment to value have
delivered increased market share and we see plenty of apportunity
for future growth.

UK operating profit was 10.8% higher at £1,100m (2000 ~
£993m) with an operating margin held broadly flat at 6.0%.

The tesco.com operations achieved sales of £237m (2000 -
£52m) and a loss of £9m — both in line with the expectations we
set out in May 2000, Within this, grocery home shopping continued
to be profitable.

Store development In the year we opened 48 new stores
comprising four Extras, nine Superstares, [6 Compacts, one Metro
and |8 Express stores. In total we opened 1.3m sq ft of new space

and expect to open a similar amount in the current year.

UK fact file
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Rest of Europe

<
2000 2000 Change In the Rest of Europe total sales rose by 2%.0% to £1.970m
Rest of Europe performance £m e % {2000 ~ £1,527m} and contributed an operating profit of £70m.
Retail sales up from £51m last year.
including value added tax 1,970 1527 250 : . . .
¢ R L — Retalt sales in the Republic of treland n focal currency grew
Operating profit 70 51 373
peraune p by 6.7%, and our customers continue to benefit from the extended
range, improved service and better value.
In Central Eurcpe total sales at constant exchange rates
were up 85.8%. Both the region as a whole and our lead country,
MUMBER OF Hungary, maoved into profit. We apened |7 hypermarkets in the
EUROPEAN . ‘ )
HYPERMARKETS year giving us 36 in total with 5.1m sq fi.
RRELS " -
Rest of Europe fact file
POPULATION 20m
S NUMEER OF STORES 183
SQUARE FOOTAGE 0005 8,754
STORES OPENEDISQ ET AGDED 19 1 1,927,000
@ CAPITAL EXPENCITURE £m 348
TURNOVER {m 1970
- OPERATING PROFIT im . 70
- )
Asia
2001 2000 Change in the year, our Aslan businesses had sales of £519m (2000 -
Asian performance £ £ % £4937rm), up 84.2% on the previous year and rmade an operating
Retail sales profit of £4m (2000 - £lm loss).
includi I ded t 19 497 849 ) . . :
%ﬁm Cur Tesco Lotus buginess in Thailand i profitable, now
Operating profit/{loss) 4 (1 n/a

comprising 24 hypermarkets and. in local currency. has shawn
strong sales growth of 56.9%. We currently have 2.8m sq ft of
selling space in Thailand which will increase to 3.6m sq ft by ths
end of 2001.

In South Korea, we opened five hypermarkets in the the space
NUMBER OF ASIAN

HYPERMARKETS of 65 days.We now have seven hypermarkets open with total sales

in local currency up 1256%. In Taiwan, we acquired our first store n

a December 2000 which will give us valuable early experience for
| our future development programme. We will open two new stores

in 2001,
In Malaysia, with our partner we are awaiting regulatory
approval to start our hypermarket development programme.

We continue to research in China and Japan,

—
I (7

Asia fact file

FOPULATION 130m
NUMBER OF STORES . 32
SQUARE FOOTAGE C0gs 3,643
STORES OPENEDISQ FT ADDED 137 1,386,000

CAPITAL EXFENDITURE £m 190
TURNOVYER £m 219
OPERATING PROFIT £m 4
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joint ventures
Qur total share of profits from joint ventures was £21m
compared to £11m last year.

Within this, our share of Tesco Personal Finance profits was
£3m (2000 — £4m loss).

Financial risks and treasury management

The treasury function has been formally authorised by the Board to
rnanage the financiai risks that anse in relation to underlying business
needs, The Board establishes the function's policies and operating

parameters and routinely reviews its activities, which are also subject

1o regular audit The function does not operate as a profit centre |

and the undertaking of speculative transactions is not permitted.
The main financial risks faced by the Group relate to the
availability of funds to meet business needs, the risk of default
by counterparties to financial transactions (credit risk), and
fluctuations in interest and foreign exchange rates. These risks
are managed as described below. The balance sheet positions at

24 February 2001 are representative of the positions throughout
the year

Funding and liguidity
The Group finances its operations by a combination of retained
profits, bank borrowings, commercial paper. medium term notes,
long-term debt market issues and leases. The objective is to ensure
continuity of funding. The policy is to smooth the debt maturity
profile, to arrange funding ahead of requirements and to maintain
sufficient undrawn committed bark facilities and a strong c¢redit
rating so that maturing debt may be refinanced as it falis due.
The Group's long-term credit ratings from Moady's and Fich
are AAJ and AA respectively, consistent with last year. During the
year new fundimg of £700m was arranged including net new
committed bank facilities of £115m and medium term notes with
the following principal values and maturity dates, £200m 2016, and
£150m 2010.At the year end net gebt was £2 8bn (2000 - £2.1bn)

and the average debt maturity was seven years (2000 — seven years).

NUMBER QF TESCQ
PERSONAL FINANCE
ACCOUNTS milion

. o4

I .75

<
I
| |
] 9l
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Interest rate risk management
The objective is to avoid significant exposure to increases in
interest rates. Forward rate agreements, interest rate swaps and
caps are used 1o achieve the desired mix of fixed and floating rate
debt The policy is to fix or cap between 30% and 70% of actual
and projected debt interest costs, althotgh a higher percentage
may be fixed within a 12-month horizon. Forward start interest
rate swaps may be used to manage projected debt interest costs
where appropriate. At the year end, £1.3bn, 47%, of net debt was
in fixed rate form (2000 - £0.7bn. 32%), with a further £100m, 4%,
of net debt capped, as detailed in note 20. Fixed rate debt includes
£300m of Retail Price Index linked funding implermented during
the year to reduce interest rate risk by di'versify'mg our funding
portfolio. The balance of the debt is in floating rate form.

The average rate of interest paid during the year was 6.6%
(2000 — 6.8%). A 1% rise in UK interest rates would reduce profit
before tax by less than 2%. Changes in interest rates in other

currencies would have no significant imopact on Group profits,

Foreign currency risk management
Qur principal objective is to reduce the risk to short-term profits
of exchange rate volatility. Currency exposures that could signif-
icantly impact the profit and loss account are hedged, typically
using forward purchases or sales of foreign currencies. We also
seek to mitigate the effect of currency movements reducing the
walue of our overseas investments by arranging borrowings
{either directly or viz foreign exchange transactions), in matching
currencies where this is cost effective. Our objectives are to
maintain a low cost of borrowing and retain some potential
for currency related appreciation while partially hedging against
currency depreciation.

During the year currency movements had minimal impact
on profits and decreased net assets overseas by £2m. At the

year end forward foreign purchases of £220m were outstanding
{2000 — £44m). See note 20.

Credit risk

The objective is to reduce the risk of loss arising from default by
parties to financial transactions. The risk is managed by spreading
financial transactions across an approved list of counterparties of
high credit quality. The Group's positions with these countecparties
and their credd ratings are routinely monitored,

Economic Monetary Unicn
Qur aim is for all the relevant parts of the Group to be able to
handle business in euros when required, Project teams continue
to address the issues arising from EMU and current progress is in
fing with the timetable set by the Group.

We are gaining valuable experience of the EMU process from
Tesco Ireland. We will draw upon this learning if and when other

Group companies are impacted by the introduction of the eurc.
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DIRECTORS’ REPORT

The Directors present their annual report to shareholders on the
affairs of the Group together with the audited consalidated financial

statermnents of the Group for the 52 wesks ended 24 February 2001,

Principal activity and business review

The principal activity of the Group is the operation of food stores
and .associated activities in the UK, Republic of Ireland, France.
Hungary, Poland, Czech Republic, Slovakia, Thailand, South Korea and
Tawwan. A review of the business is contained in the Annual Review
and Summary Financial Statement 2001 which is published separately
and, together with this document, comprises the full Tesco PLC‘

Annual Report and Financial Statements.

Group results

Group turnover excluding VAT rose by €2.192m 1o £20988m.
representing an increase of 11.7%. Group profit on ordinary activities
before taxation, integration casts, loss on disposal of fixed assets and
goodwill amortisation was £1.070m compared with £955m for the
previous year, an increase of | 2.0%. Including ioss on disposal of fixed
assets and goodwill amortisation, Group profit on ordinary activities
before taxation was £1,054rm. The amount allocated to the employee
profit-sharing scheme this year was £44m as against £4im last year
After provision for tax of £288m, minority imerests of £1m and
dividends, paid and proposed, of £340m. profit retained for the
financial year amounted to £427m.

Dividends

The Directors recommend the payment of a finaf dividend of 3500
per ordinary share to be paid on 29 june 2001 to members on the

' Register at the ciose of business on 20 April 2001, Together witn

the interim dividend of i 48p per ordinary share paid 1 Dacerber

2000, the total for the year comes to 4.98p compared with 4.48p for
the previous year, an increase of 11.3%.

Tangible fixed assets

Capital expenditure amounted to £1.944m compared with £1,485m
the previous year. In the Divectors opinion. the properties
of the Group have 2 markst value in excass of the book value of
£8.341m included in these financial staternents.

Share capital

The authorised and issued share capital of the company, together
with details of the shares jssued during the period. are shown in
note 23 to the financial staterments,

|

Company's shareholders

The company is not aware of any ordinary shareholders with
interests of 3% or more.

Directors and their interests

The names and biographical details of the present Directors are
set out in the separately published Annual Review and Summary
Financial Statement 2001.

Mr C L Alien, Mr P A Clarke, Dr H Einsmann and Mr G F Pimlott
retire from the Board by rotation and being eligible offer thermselves
for re-election.

Mrs V Morali being appointed during the year will also retire and
offer herself for re-election.

The service contract of Mr P A Clarke is terminable on two
years' notice from the compary,

Mr C L Allen, Dr H Einsmann, Mr G F Pimlott and Mrs v Morali
do not have service contracts.

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 report of the Directors on remuneration set out
on pages 12 to 16

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 subsidiartes.

Employment policies

The Group depends on the skills and commitment of its employees
in order to achieve its objectives. Staff at every level are encouraged to
make their fullest possible contribution to Tesco success.

A key business priority is to provide First Class Service to
the customer, Ongoing training programmes seek o ensure that
emplayees undarstand the Group's customer service objectives and
strive to achieve them.

The Group's selection, training, development and promotion
policies ensure equal opportunities for all employess regardless of
gender. marital status. race, age or disability. All decisions are based
on ment.

Internal communications are designed 10 ensure that employees
are well informed about the business of the Group. These include a
staff magazine called Tesco Today, videos and staff briefing sessions.

Staff attitudes are frequently researched through surveys and
store visits, and management seeks to respond positwely to the
needs of employees.

Empioyees are encouraged to become invoived In the fimangial
performance of the Group through a variety of schemes, principally
the Tesco employee profit-sharing scheme and the savings-related

share option scheme.

TESCO PLC
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Political and charitable daonations

Contributions to community projects and to charity amounted to
£1.448.000 (2000 - £1.485,000). There were no political denations.

Supplier payment policy
Tesco PLC is a sigratory to the CBI Code of Prompt Payment. Copies
of the Code may be obtained from the CBI, Centre Paint, 103 New
Oxford Steeet, London WCIA (DU, Payment terms and conditions
are agreed with suppliers in advance.

Tesco PLC has no trade creditors in its balance sheet. The Group
pays its creditors on a timely basis which varies according to the type

of product and territory in which the suppliers operate,

Going concern

The Directors consider that the Group and the company have
adequate resources to rermain in operation for the foreseeahie
future and have therefore continued 1o adopt the going concern
basis in preparing the financial statements, As with all business
forecasts the Directors’ statement cannot guarantes that the geing

concern basis will remain appropriate given the inherent uncertainty
about futu-e events,

Auditors
PricewaterhouseCoopers have expressed their willingness to

continue in office In accordance with section 384 of the Companies

Act 1983 a resolution proposing the re-appointment of -
Pr'icewate:'houseCoopers as auditors of the company will be put to 3
the Annuz’ General Mesting,

Annual General Meeting ;
A separate circular accompanying the annual accounts explains the :

spetial business 10 be considered at the Annuzl General Meeting
on |5 juns 2001,

By Order =f the Board :
Rowley Ager & :
Secretary )( — X
9 April 200! :

Tesco PLC
Registered Number: 445790
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CORPORATE GOVERNANCE

Statement of application of principles

of the Combined Code

The Group is committed to high standards of corporate governance.
This statement describes the manner in which the company has
applied the principles set out in the Combined Code on Corporate
Governance.

Directars

The Board of Tesco PLC comprises eight Executive Directors
and six independent Non-executive Directors. The Chairman,
Mr | A Gardiner, is an independent Non-executive Director who has
a primary responsibility of running the Board. The Chief Executive,
Mr TP Leahy. has executive responsibilities for the operations,
results and strategic development of the Group. Clear divisions o.f
accountability and responsibility exist and operate effectively
for these positions. In addition. Mr G F Pimlott is the senior
Naon-executive Director. The Board ensures that no one individual or
graup dominates the decision-making process.

The full Board meets ten times a year and annually devotes two
days to a conference with senior executives on lenger term planning
giving consideration both to the opportunities and risks of future
strategy. The Board rmanages overall control of the Group's affairs by
the schedule of matters reserved for its dedsion. Insofar as
corporate governance is concerned, these include the approval of
financial statements, major acquisitions and disposals, authority levels
for expenditure, treasury policies. risk management policies and
succession plans for senior executives. To enable the Board to make
considered decisions, a written protocol exists and has been
communicated to senior managers ensuring that refevant information
is made avallable to all Board members in advance of Board meetings.
All Directors have access to the services of the Company Secretary
and mmay take independent professional advice at the company's
expense in the furtherance of their duties,

The Board delegates day-to-day and business management
control to the Executive Committee which comprises the Executive
Directors. This meets formally every week and its decisions are
cemimunicated  throughout the Group on a regular basis. The
Executive Committee is rasponsiple far implementing Graup palicy,
the monitoring and performance of the business and reporting to the
full Board thereon.

Appointrments to the Board for both Executive and MNon-
exetutive Directors are the responsibility of the Nominations

Commitzee which is chaired by Mr | A Gardiner and whose members
are set out in the table on page | I.

As exemplified by the section on 'Directors and their interests’ within
the Directors’ report on pages 7 and 8, the company's Articles of
Association ensure that on a rotational basis Directors resign every
three years and, if they so desire and are eligible, offer themselves for
re-election.

The Board has also established a Compliance Committee whose
purpose is to ensure that the Board discharges its obligations to avoid
civil and criminal liability. The Committee, comprising two Executive
Directors and three members of senior management, normally meets
four times a year.

Directors’ remuneration

The Board has a long-established Remuneration Committee,
composed entirely of Non-executive Directors, which is chaired
by Mr C L Allen. The m;émbers are set out in the table on page 11
The responsibilities of the Remunaration Committee together with
an explanation of how it applies the Directors’ remuneration
principles of the Combined Code are set out in the report of the

Remuneraticn Committee on pages |2 to |6,

Relations with shareholders

The Board attaches a high importance to maintaining good
relationships with all shareholders and, primarily through the Investor
Relations department, ensures that shareholders are kept informed
of significant company developments. During the year Directors
have met with 81 of our leading shareholders representing over
51% of the issued shares of the company.

While the focus of dialogue is with institutional shareholders to
whom regular presentations are made on company direction, care is
exercised to ensure that any price-sensitive information is released to
all shareholders, institutional and private, at the same time as in
accordance with the Financial Services Authority requirements.

The Board regards the Annual General Meeting as an
opportunity to communicate directly with private investors and
actively encourages participative dialogue. The Chairman, Executive
Directars and chairmen of the Audit and Remuneration Committees
attend the Annual General Meeting and are available to answer
questions from shareholders present.

Each year end, every shareholder may choose to receive a full
Annual Report and Financial Statements or an abbreviated Annual
Review and Summary Financial Statement. At the haif year all
shareholders receive an Interim Report These reports. together with
publicly-made trading statements, are available on the Group's
website (wwwitesco.com/corporateinfo).

TESCO PLC
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Accountability and audit

The Board has an Audit Committes, chaired by Mr | W Melbourn and
consisting entirely of Non-executive Directors, which meets a
minimum of three times a vear, Membership of the Audit Committee
is set out in the table on page |1. Its terms of reference represent
current best practice. The Committee’s primary responsibilities include
monitoring the system of internal control throughout the Group,
approving the Group's accounting policies and reviewing the interim
and annual financial statements before submission to the Board. In
terms of financial reporting, an assessment of Group performance is
set out in the operating and financial review on pages 2 to 6.
Internal control

The Board has overall responsibility for internal control, including the
system of risk management, and sets appropriate policies having
regard to the objectives of the Group. Executive management. has
the responsibitity for the identification, evaluation and management
of risks and for the implementation and maintenance of control
systems in accordance with the Board's policies.

The Board, through the Audit Committee, has reviewed the
effectiveness of the systems of internal contret for the accounting
year and the period to the date of approval of the financial
statements, although it should be understood that such systems are
designed to provide reasonable but not zbsolute assurance against
material misstatement or loss.

The Group operates an objectives-driven approach aimed at
satisfying its core purpose and goals that translates into a rolling five-
year business plan, although strategic interests are also considered
over g much longer horizon, The five-year plan covers both revenue
and capital expenditure and forms the basis of business plans for all
parts of the Group. From this the Board, together with monitoring
regimes based upon a balanced scorecard, agrees the annual revenue
and capital budgets. The scorecard sets out targets for a wide variety
of key performance indicators and a quarterly review of achievement
is considered at Board level. This process establishes the control
framework and risk appetite,

The capital investrnent programrme is subject to formalised review
procedures requiring key criteria to be met. All major initiatives require
business cases to be prepared, normally covering a minirmum period of
five years. Post-investment appraisals are also carried out,

At the macro level, the Board considers risk every time it meets
and significant risks are reviewed regulacly The two-day Board
Conference, referred to earlier. considers where future opportunities

and risks fie and helps shape our corporate strategy going forward.

At an operational level, internal controls have evolved over many years
and are subject to regular internal and external audit. Routinas exist
which ensure that significant control failures or events that represent
risks to the Group's objectives are escalated to senior management
and the Board, if necessary, on a daily, weekly and periodic basis to
allow timely corrective action to be taken. The Board acknowledges
that the Group operates in an everchanging environment, both
externally in meeting the challenges in a competitive marketplace and
internally through the development of new business streams, systems
and procedures, The Board has established a change rmanagement
process that includes an evaiuation of risks and an identification
of controls.

The Executive Committee sets aside sufficient time for an annual
assessment of the effectiveness of managing the key risks and takes
appropriate action depending upon the cutcome of their assessment.
Tiis is then communicated and discussed with the Board,

A programre of communication exists and is constantly being
developed to ensure that all staff are aware of the parareters that
constitute acceptable business performance and the expectations of
the Board in managing risk. This provides clear definition of the Group's
purpose and goals, accountabilities, responsibilities and the scope of
permitted activities of companies within the Group, executive functions
and individual staff. The Group employs over 240,000 people including
aver 1,600 senigor managers. Management control is formalised at all
levels and is regulated by cascading limits of authority.

Underpinning the internal control process is the whole system of
menitoring risk and control. The monitoring of strategic and
operational risks are responsibilities of the Board and line managers
respectively The internal audit function also operates on a risk-based
approach providing a level of expertise to management in fulfilling thew
risk responsibiliies and assisting in the mapping of risks and controls.
PricewaterhouseCoopers, our external auditors, contribute a further
independent perspective on certain aspects of the internal financial
control system arising from their work and annually report their
findings to the Audit Committee. Overall, the Audit Caommittee seeks
to ensure that the whole managernent processes provide adequate
control mechanisms over all major risks to the Group.

To ensure that the international expansion of the Group takes
place within agreed policies and procedures, two further control
committees have been established, reporting to the Audit Committee.
They focus on activities in Europe and Asia respectively.

Other specialist functions within the Group, notably Trading Law
and Technical ang Cornpany Secretariat, provide assurance and advice
on health and safety, regulatory and legal compliance and
environmental issues. These functions report their findings on a regular
bas_is to the Compliance Committee.




Pension funds

The assets of the pension funds established for the benefit of the
Group's employees are held separately from those of the Group. Both
the Tesco PLC Pension Scheme and the Tesco PLT Meney Purchase
Pension Scheme are rmanaged by a trustee company Wis Board
comprises one Executive Directer three senior managers and five
members appointed from staff and pensioners. Management of the
assets of the Tesco PLC Pension Scheme is delegated to a number of
inde;;endent fund managers. These fund managers have discretion to
invest in shares of Tesco PLC, but only to the proportional weighting
of the shares in the total market. Contributions to the Tesco PLC
Money Purchase Pension Scheme are paid into insurance policies
administered by the Equitable Life Assurance Society Details of
pension commitments are set out in note 26 1o the financial
statements on page 38,

Statement of compliance with the Code Provisions

in the Combined Code

Throughout the year ended 24 February 2001 the company has
been in compliance with all the Code Provisions set out in Section |
of the Combined Code on Corperate Governance, except as with
regard to provision B.1.7 on the length of Directors’ service
agreements. The Remuneration Committee considers that the
current length of two years is both appropriate and necessary
aithough it reviews the matter every year,

BOARD COMMITTEE Nominations Rermuneration Audit
MEMBERSHIP Committee Committees  Committee
Independent

Directors

Mr ] A Gardiner *

Mr G F Pimlott * *

M)W Mebourn
MrCLAlen .

Executive Directors

MrT ?__Le_a'ny
MriSAger
Mr P A Clarke

Compliance
Committee
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REPORT OF THE DIRECTORS ON REMUNERATION

Directors’ remuneration policy

The remuneration packages. including contract periods, of Executive
Directors are determined by the Remuneration Commitiee (the
Commitiee). it ensures that the remuneration package is appropriate
for their responsibilities, taking into consideration the overall financial
and business position of the Group, the highly competitive industry of
which the Group is part and the importance of recruiting and retaining
management of the appropriate calibre. The remuneration of the Non-
executive Directors is determined by the Board as a whole on the
recommendation of the Executive Committee after considering
external market research,

Compliance
The Committee is constituted and operated throughout the pericd in
accordance with the principles outlined in the Listing Rules of the
Financial Services Autherity derived from Schedule A of the Combined
Code. I framing the remuneration policy, full consideration has been
given ta the best practice provisions set out in Schedule B, annexed to
the Listing Rules. The auditors’ report set cut on page |7 covers the
disctosures referred to in this report that are specified for audit by the
Financial Services Authority

Details of Directors’ emoluments and interests, including executive and
savings-related share options, are set out on pages 1310 16

The following summarises the remuneration packages for Executive
Directors. Copies of the Execative Directors’ contracts of employment

are available for inspection by shareholders as required.

Base salary and benefits

The base salary, contract periods, benefits (which comprise car
benefits, lifa assurance, disability and health insurance) and other
remuneration issues of Executive Directors and other senior
executives. are normally reviewed annually by the Committee, having

regard 1o cormnpetitive market practice supporied by two external,

independent surveys.

Profit-sharing

The Group operates an approved ermployee profit-sharing scheme for
the benefit of employees, including Executive Directors, with over two
years service with the Group at its year end, Shares in the company are
allocated to participants in the scheme on 2 pro rata basis to base salary
earned up 1o Inland Revenue approved lirits.

Executive incentive scheme

The comparny operates performance-related award schemes designed
to provide a growing element of variable reward to reflect the
performance of the Group. The scheme awards are made in shares and
align closely the interests of Directors and shareholders,

Long-term share bonuses are awarded annually, based on
improvements in earnings per share, achievement of strategic
corporate geals and comparative performance against peer
companies including total shareholder return. The maximum long-
term bonus is 50% of salary. Shares awarded have to be held for a
period of four years, conditional upon continuous service with the
company. The share equivalent of dividends which would have been
paid on the shares is added to the award during the deferral period.

Short-term share bonuses are awarded annually based on
impravements in earnings per share and on the achievernent of strategic
corporate goals. The maximum short-term bonus payable 1s 25% of salary,
which is augmented by up o a further 12.5% of salary if the participants
elect for the trustees of the scheme to retain the fully paid ordinary
shares awarded for a minimum period of two years, conditional upon
continucus service with the company. The share equivalent of dividends
which would have been paid on the shares is added to the award during
the deferral period.

The Committee sets performance targets annually for the incentive
scheme for each of the criteria noted above, confirms achisvement of
performance and awards 1o be made under the scheme and directs the
general administration of the scheme. The Executive Committee has
adopted a policy of extending the Group Board executive incentive
scheme to a wider body of senior executives within the Group. The
scheme rules and awards of this extension are administered on a
consistent basis as previously set out for the Executive Directors.

The holding period for both the long-term and short-term shares
may be extended to seven and five years respectively by the scheme
rmembers, During this holding pericd, the shares held are increased by
12.5% at the beginning of each year based on the scheme shares heid.
This holding period may be extended only subject to personal
shareholding targets set by the Committee being met by the scheme

mernbers, conditional upen continuows employment with the company.

Share options

Executive Directors are included in executive share option schemes

(ESOS), and are eligble to join the employees’ savings-related srare

option scheme (SAYE) when they have completed one year's service.
Executive options granted since 1995 may be exercised only

subject to the achievement of performance criteria refated to growth in

earnings per share, in accordance with AB) guidelines.




Pensions

Executive Directors are members of the Tesco PLC Pension Scheme
which provides a pension of Up to two-thirds of base salary on
retirement, normally at the age-of &0, dependent upon service. The
scheme also provides for dependants’ pensions and lump sums on
death in service. The scheme is a defined benefit pension scheme,
which is approved by the inland Revenus.

Service agreements

Executive Directors have service contracts with entitlerment to notice of
24 months. This notice period is renewed annually by the Remuneration
Committee and is regarded as an essential part of the remuneration

package, designed to retain key executives within the company,

TABLE | Directors’ emoluments

Non-executive Directors

Non-executive Directors do not have contracts but each appointment
is subject to review every three years. Nor-executive Diractors receive
a basic fee plus an additional sum in respect of committee membership,
Mrj A Gardiner has the benefit of the use of 2 company car.

Incentive scheme

Profit- Total
Salary sharing Benefits Short-term Long-term 2500
£000 £000 £000 £000 £000
Mr ] A Gardiner 300 - 14
T = . S A
SRR s S 6 s T e s
S R . FE R R - o
St 22, = SRR ° = = o
Mr P A Clarke 339 8 26 7o 63 53 434
Dr H Einsmann 30 - - - o £ 1o 24
Mr | Gildersieeve 532 8 &7 167 415 gy’ 964
Mr AT Higginson 422 8 49 s 195 644
oo anee * = L e 27 s
MeT)RMason 42 8 25 135 BTy ge 680
T . S ’ B 2 B ! P .
MrsV Morali (o) 14 - : - -7 14 -
Baroness O'Cathain (0 ¥ - 2 - - 13 40
MrGF Pimlott 55 - - - -7 55 """ 38
Me DT Potts 349 4 17 163 651 505
Mr | M Wermms (o) R I - 153 I T
4,478 72 336 1,744 2,686 8816 7.739

2 Former Directar
b MesV Morali was appointed to the Board on |8 September 2000,

¢ Baroress O'Cathain and Mr | MWerams retired from the Board on 15 June 2000,

TESCO PLC
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REPORT OF THE DIRECTORS ON REMUNERATION e

TABLE 2 Gains made on share options

Numiper of shares at exgrcse price (pence) Value realisable

Price at
exercise 2001 2000
61.7 59.7 66,0 98.3 177 1547 1603 Tota! {pence} £000 £000
MrT P Leahy - - - -

e B - T A
MrRSAger  SII53 75704 250470 94335 - _ 558205 12
MrPAClarke - - - eSS0+ - - 165504 20900 18

McATHiggnson - — = allea2 4l 26850 445 -

Mr T | R Mason - - - 284745 - - - 284745

: 45— 284745 20000 318
MeDTPows - -« 75l - 119238 - 206819 26025 287

S Mwemms o - = i - o . e - it S

Date ef grant 2751893 10.6.1994 2931994 371996 17.4,1397 710,997 I7.0:,1997

The value realisable from shares acquired on exercise is the difference between the fair rarket value at exercise and the exercise price of the

optiors, although the shares may have been retained. Where individual Directors exerdised options on different dates and sold the shares,
the price at exercise shown represents an average of the prices on these dates weighted 1o the number of options exercised. The market
price of the shares at 24 February 2000 was 27 lp. The share price during the 52 weeks to 24 February 2001 ranged from 169p to 286p.

TABLE 3 Pension details of the Directors

Increase in accrusd Transfer Accrued total

pension during  value of increase pensien at

Age at Years of the year (8) during the year 24 Feb 2001 (b)

14 Fep 2004 service £000 000 £000

MeT Pleahy S 45 11 50 585 186

MOERMD O S - SO L AN .

e R S hgor SR S .

Mr pAQarke - [, 40

MrJG\IdersJeev ‘- S 56

MrAT H?gginsoﬁ- .(c) ) o S 43 .

MrT] R Mason R - o 43 T

M,—.DTpot-ts T O 43

2 The ingrease n gocrued pension during the year excludes any ncrease for inflation.

b The accrued pension is that which would be paid annually on retirement at 60 based on service to 24 February 2001,

¢ Part of Mr AT Higginson's benefits, in respect of pansionable earnings in excess of the earnings linit imposed by the Finance Act 1983,
are provided on an unfunded basis within a separate unapproved arrangement.

4 TESCOPLC




TABLE 4 Share options held by Directors and not exercised at 24 February 2001
Executive share options schemes (1984), (1994) and (199¢)

723 (&) 723 (a)
62211

Number of shares at exercige price {pence}
81.0 (a) 20.3 1040 98.3 77 1517
471,372

700 (a)

31,150

T o e, 801305
e T T T T = 299904

_____________________________________ 504999

MrD__TPptts_ s e e T el T T

Mo MWemms ) - gl T T

—p

Date exeraicabio [d) 29.15.1995 2751355 1061597 i1B1997 2741598 13101998 371993

Number of shares at exercise price (pence)
_—

—_
Sub-total b/f 160.3 1767 164.0 178.0 179.4 1730 209.5 ()

50994 isa9es

1742000 7.10.2000

205.0 ()

Sub-total

Ot 299904
e T T - T L0281

568722

Totat

2293044 - B S T 22830117673
190245 -

149,71 -

14699 ) -

T T T
150564
373584

277170 ”
73988 -

I

_________________________ 49512

o

o
o
o
)
|

MrOT Potts e - 38756 288730 Y
MrjMWemms___(t;_) 7568.722

- 360s7s

s - =

30012002

Date exeisabee {d! 17012008 215200 3292801 18.1.2007 2452002 2042007 2652003

419512

388,764

1788850

174329

. 588288

a Al of the options at 72.3p may be exercised at 61.7p and in the case of MrT P Leahy 25%

700p and 81.0p respectively may be exercised at 3%.7p and 69.0p respectively, as targets rel,

ated to growth in earnings per share in accordance with ABI
have been achieved.

b Position as at Mr ] M Wermms' reticerment on 15 June 2000,

Ia}

Options granted in the year:

of the options, and in the case of Mr D E Re:d 100% of the options at

gurdelines

Date of expiry is seven vears from date exercisable, with the exception of the $8.3p, [17.7p, 15 1.7p and 160.3p options which expire four years from date exercisable.

TESCO PLC
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REPORT OF THE DIRECTORS ON REMUNERATION e

TABLE 5 Share options held by Directors and not exercised at 24 February 2001

Savings-related share option scheme (1981) Number of shares

Value realisable
As at

As at Exercise price 2001 2000

26 Feb 2000 Granted Exercised 24 Feb 2001 pence £000 £000

METPLeay los48 1704 Lo 12252 8301980 - 17
Mr D E Reid ' 1628 o - eas s04510 -y
e o o R ey
Mr P A Clarke 153987 C0s 4140 ' o s
Mr | Gidersleeve 10740 1,704 o I
NS S i R e ________ISI e oL
MeT)RMason 11523 1704 2484 2174980 401
MrD T Pots 20700 1,704 20,700 980 3% -
Mr | M Wemms (x) 10,548 - - 83.0-151.0 R (7

a This shows the movement of options up to the date of Mr | M Wemrms retrement an |5 June 2000.

The subscription price for the savings-related share option scheme granted during the year was |98.0p and the option matures in either 2004
(three-year scheme) or 2006 (five-year scheme). The shares relating to options exercised in the year were all retained.

Between 24 February 2001 and 9 April 2001 there have been no changes in the number of share options held by the Directors, For further
details on the company share option schemes see note 25.

tabLE ¢ Disciosable interests of the Directors, including family interests

18
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24 Feb 2001 26 Feb 2000

Options to Options to

acquire acquire

Ordinary ordinary Ordinary ordinary

shares shares shares shares
Mr | A Gardiner o N o ' o 307268 - 496848 -
MITPLeay R e L LBOBTS 3455189 1527914 2659315

Mr D E Reid ' - 1963757 2091548 1689528 1486670
MrRSAger o 995063 118773
MrPACErke 197832 1000315 103553 729597

Mr | Gildersleeve o 282 598 1801294 1009829 1282517
Mr AT Higginson 300227 936751 179595 92777
MrTjRMason 81158 185072 62339 1051085
MW Melbourn a0 -

e S

worhmes T 5 e

MrDT Potts 4137 B89SL 212503 7648%
Mr | M Warmems (2 (197736 675659 983456 679,659

2 Posivon at retirement on |5 june 2000

Options to acquire ordinary shares shown above comprise options under the executive share option schemes (1984), (1994), (1996} and the
savings-related share option scheme (1981) (note 25).

Between 24 February 2001 and 9 April 2001 there were no changes in the number of shares held by the Directors.
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DIRECTORS’ RESPONSIBILITIES FOR THE PREPARATION

OF THE FINANCIAL STATEMENTS
, .

The Directors are required by the Companies Act 1985 to prepare
financial staternents for each financial year which give a true and fair
view of the state of affairs of the company and the Group as at the end
of the financial year and of the profit or loss for the financial year:

The Directors consider that in preparing the financial statements
on pages 18 to 39 the company has used appropriate accounting
policies, consistently applied and supported by reascnable and
prudent judgements and estimates, and that all accounting standards
which they consider to be applicable have been followed.

INDEPENDENT AUDITORS’ REPORT

We have audited the financial statements which comprise the profit
and loss account, the balance sheet, the cash flow statement, the
statemnent of total recognised gains and losses and the related notes,
inctuding the information on Directors’ emoluments and share details
included within tables one to five, in the remuneration report on
pages 13 to 16, which have been prepared under the historical cost
convention and the accounting policies set out in the statement of
accounting policies on pages 22 and 23.

Respective respensibilities of Directors and auditors
The Directors' responsibilities for preparing the annual report and
the financial statements, in accordance with applicable United
Kingdom law and accounting standards, are set out in the statement
of Directors' responsibilities.

Qur responsibility is to audit the financial statements in
accordance with relevant legal and regulatory requirements, United
Kingdom Auditing Standards issued by the Auditing Practices Board
and the Listing Rules of the Financial Services Authority.

We report to you our opinion as to whether the financial
statements give a true and fair view and are properly prepared
in accordance with the United Kingdom Companies Act 1985, We
alsa report to you ifl in gur opinion, the Directors’ repart is not
consistent with the financial statements, if the company has not kept
proper accounting records, if we have not received all the
information and explanations we require for our audit, or if
wformation specified by law or the Listing Rules regarding Directors
remuneration and transactions is not disclosed.

\We read the other information contained in the annual report
and consider the implications for our report if we become aware
of any apparent misstaternents or material inconsistencies with the
financial statements. The other information comprises only the
Directors’ report, the Chairman’s statement, the operating and
financial review, the corporate governance statement and the report

of the Directors on remuneration.

The Directors have responsibility for ensuring that the company keeps
accounting recards which disclose, with reasonable accuracy, the
financial position of the company and which enable them to ensure that
the financial statements comply with the Companies Act 1985.

The Directors have general responsibility for taking such steps as
are reasonably open 1o them to safeguard the assets of the Group
and to prevent and detect fraud and other irregularities.

TO THE MEMBERS OF TESCO PLC

YWe review whether the corporate governance statermnent reflecis the
cornpany's compliance with the seven provisions of the Combined
Code spedified for our review by the Listing Rules, and we report if
it does not.'We are not reguired to consider whether the Board's
statements on internal control cover all risks and contrals, or to form
an opinion on the effectiveness of the company's or Groups

corporate governance procedures or its risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards
issued by the Auditing Practices Board. An audit includes examination,
on a test basis, of evidence relevant to the amounts and disciosures
in the financial statements. It also includes an assessment of the
significant estimates and judgements made by the Directors in the
preparation of the financial statements, and of whether the
accounting policies are appropriate to the company's circumstances,
consistently applied and adequately disclosed.

We plannad and performed our audit so as to obtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to gve reasonabie
assurarice that the financial statements are free from material
ﬁisstatement, whather caused by fraud or othec irregularity or erron
In forming our opinion we also evaluated the overall adequacy of the

presentation of information in the financial statements.

Opinion

In our opirion the financial statements give a true and far view
of the state of affairs of the company and the Group at 24 February
2001 and of the profit and cash flows of the Group for the year then
ended and have been
Companies Act 1985,

erly prepared in accordance with the

PRICEAHTERHOUSE(COPERS

Chartered Accountants and Registered Auditors

London @ April 2001
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GROUP PROFIT AND LOSS ACCOUNT
52 weeks ended 24 February 2001
200! 2000
note £m £m
Sales at net selling prices L2773 20, 358
Valoe addedtax ey (iseny
Turnover excluding value added tax 172 20,988 18,796
- Normal operating expenses e ey Ty
- Emgl_x-:_nyeerprort-shanng _ T - T _(44)7 (4!)
"""" —lmegration costs - Y
- GoodW|H amortlsét!on - (é) ) (7)
Operatmg B e e 112 I.166 1,030
Share of oper"e.x.tlng pror"-{ofj&nt ventures ................. ZJ --------- Il
Net loss o“r.w“émposal of fixed assets T e (8) {%)
Profit on qrdmary actwu:les__before interest and_r_axatlon i} 7 7 i} ) 7 o Lye 1,032
Netinterest payable - T T 025 o9
Profit on ordinary activities before taxation 4 1,054 933
Profit bef;;e integration costs, net Joss on dssbosal T e - l
of fixed assets and goodwill amornsatlon
Integra{:ga Costs T T e
Net loss on d|sposal ofﬂxed assets T s e
Goodw-.-\-j“amort.sat‘on ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
Tax on profit on ordmary actlth\es B 8
Profit on ordinary aciivities after ‘taxation
Mmon:&; V|Vnterests ------------- ) ' -
Profit for the financial year 767 674
D.v{dﬂé}{ds e et R e o e e D (3405(302)
Retained profit for the financial year 24 427 372
Pence Pence
Earnings per share 10 I1.29
Adjusted for mtegrat\on COS.E.";&EII‘E';)-("a"tIOH 77777777777777777777777777777777777777777777777777777777777777777777777 o
Adjusted for né'-cm!éss on disposal ofﬂxed assets af‘t;r:taxatron i _ - 0_I2 _ OE3
Adjusted for goodwul amortisation S T __O |2_ O\O
Adjusted earnings per share 19 153 10.35
Diluted earnings per share 19 .07 989
Adjusted for integration costs after texation - o o 006
Adjusted for net loss on d\Sposa\ oﬂfu%.);ed assets aFter taxatlon 7777777777777777 O \2 7777777 J 0 I3
Adjusted for goodwill amort\satron .................................. 0.2 ” OIO
Adjusted diluted earnings per share 10 F1.31 10.18
Dividend per share ¢ 498 448
Dividend cover (times) 227 227
Accounting policies and notes forming part of these financial statements are on pages 22 to 39.
18 TESCO PLC “
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ST}-\TEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

52 weeks ended 24 February 2000

Group

Company

2004 2000 2001
£m £m tm

Profit for the ﬁnfl_!'_\f@]ﬂygﬁt_‘ - 767 674 66

Loss on foreign currency net investrments A R (2)(36) (4)

2000
£m

Total recognised gains and losses relating to the financial year 765 638 62

RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

52 weeks ended 24 February 2001

Group

2001 2000 2001
£m £m £

Company

2000
fm

Profit for the financial year 767 674 66

L et et (340) T e (3;0}

A SER R

Loss on foreign currency net investments @8 L
MNew share capital subscribed less expenses - 30

Payment of dividends by shares in lieu of cash 21 52

2
(302)

CLY)

(3

54

Net addition/(reduction) to shareholders’ funds , 587 387 62

188

2699

Closing sharehalders’ funds 5356 4,765 2,459

2511

Accounting policies and notes forming part of these financial statements are en pages 22 to 39

TESCO PLC
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BALANCE SHEETS

24 February 2001

Group Compary

200 2000 2001 2000
ncte £m £m £m £m

Fixed assets

I 7I 54 )
12 9.5897
13 _o

Investments in joint ventures 13 203

Current assets

Sods ERN

Debiors '"f'f"'_'fff"?ii"[ff", s
&nves’iments

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, S L - N =2 S0 S s

Creditors: falling due within one year 17 (4,389) (3,487) (2518} (2,525)

Net current liabilities (2,695) (2.145) (1,642) (1.321)
Totai assets Iess current I|ab|3|t|es 77343 6,382 4,278 4,003

Credn:ors fallmg due after more than one year 18 (s

LLA422)

Total net assets 5,392 4,798 2,459 2510

Provisions for lisbilities and charges 21 (24) (19

Capital and Teserves

Called up share capitai

[P

Profit and loss account

Equity shareholders’ funds

Mincrity interests

Total capital employed 5392 4,798 2,459 2,511

Accounting policies and nates forming part of these financial statements are on pages 22 to 39.

o e e SRy S

Terry Leahy
Andrew Higginson

Directors

Financial staternents approved by the Board on 9 April 2001,

TESCO PLC
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GROUP CASH FLOW STATEMENT

52 weeks ended 24 February 2001

\ v

2001

note £m

Net cash inflow from operating activies 3l 1,937
Returns on investments and servicing of finance )

lnterest r‘ecewed 49

lnteres‘c a\

lnterest element of finance lease rental payments {4) {n
Net cash outflow from returns on investments and servicing of finance (1ehy (3
Taxaton

Corporatlon tax pald )

Capital expenditure and fnancna[ investment

Payments to acquire tangible ﬁxed assets

N (7 B (

_am ey

Receipts from sale of angible fiedassets 8 8
Purchase of own shares (58) (18}

Nex cash outflow from capital expenditure and financial investment (oes) (1229
Acquisitions and disposals. e e
Purchase of___sybmq'_q_ry undertakmgs e “h (el
{Invested in)/received from joint ventures (35) 62

Net cash (outflow)/inflow from acquisitions and disposals (78) I

Equity dividends paid {254) (262
Cash outflow before use of liquid resources and financing (794} (321)
Mange et O QUi FeSOUTaes e e —
O, ! (68).
B g e e e e e e e e o
Ordinary sharesissued forcash 58 L2
Increase in othe.r loaps 928 322

New ﬂnance Ieases

Cap!tal element of fnance Ieases repald

(46) (20}
et cash inflow from financing 983 351
Increase/(decrease) in cash 189 (38)

Reconcdmuon of net cash ﬂow to movement in net debt

Fncrease/(decrease) in cash

Dther nan- cash movemen‘cs

Fore;gn exchange differences

Increase in net debt

,,,,,,,,,,,,, ) (340
Opening net debt 32 (2,060} {1.720)
Closing net debt 32 {2,804) (2,060)

Accounting policies and notes forming part of these financial statements are on pages 22 to 39.
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ACCOUNTING POLICIES

Basis of financial statements
These financial statements have been prepared under the historical
cost convention, in accordance with applicable accounting standards
and the Companies Act {985 -

The Group has adopted Financia! Reporting Standard (8,
"Accounting Policies’, during the year.

Basis of consolidation

The Group profit and loss account and balance sheet consist of the
financial statements of the parent company, its subsidiary
undertakings and the Group's share of interests in joint ventures.
The accounts of the parent company's subsidiary undertakings
are prepared to dates around 24 February 2001 apart from Global
TH. Tesco Polska Sp. 2 o.0. Tesco Stores CR as, Tesco Stores SR
a5, Samsung Tesco Co. Limited, Tesco Taiwan Co. Limited and
Ek-Chai Distribution System Co. Ltd which prepared accounts to
3| December 2000. In the opinion of the Directors it is necessary
for the above named subsidiaries to prepare accounts to a date
earlier than the rest of the Group to enable the timely publication of
the Group financial staternents.

The Group's interests in joint ventures are accounted for using
the gross equity method. As a result of a change in its financial
year end, the share of interests of joint ventures for the year to
24 February 200! includes the results of the Tesco Personal Finance
Group for the ten months to 31 December 2000.

Stocks

Stocks comprise goods held for resale and properties hefd for, or in
the course of, development and are valued at the lower of cost and
net reafisable value. Stocks in stores are caloutated at retail prices and

reduced by appropriate margins to the lower of cost and net
realisable value.

Money market deposits
Money market deposits are stated at cost. All income from these
investments is included in the profit and lass account as interest

receivable and similar income.

Fixed assets and depreciation
Fixed assets are carried at cost and include amounts in respect of
interest paid on funds specifically related to the financing of assets in
the course of construction.

Depreciation is provided on a straight-line basis over the
anticipated useful economic Yives of the assets. Following a review of
the useful economic lives and the residual values of a number of

classes of tangible fixed assets, these have been revised,
The principal changes have been to;

* Increase the period over which land premia is amortised from
25 years to 40 years.

» Provide additional depreciation where a decision has been made
1o replace a store, to write it down to its net realiseable value

over its remaining useful economic life.

The net effect of these changes has not materizlly impacted the
results for the year

The foliowing rates applied for the year ended 24 Felbruary 2001

.

Land premia paid in excess of the alternative use value — at 2.5%
of cost.

Freehold and leasehold buildings with greater than 40 years
unexpired - at 2.5% of cost.

Leasehold properties with less than 40 years unexpired are

amortised by equal annual instalments over the unexpired
period of the lease.

Plant, equipment, factures and fittings and motor vehicles — at
rates varying from 10% to 33%.

Goodwill
Goodwill arising from transactions entered into after | March 1998
is capitalised and amartised on a straight-line basis over its useful
economic life, up 1o a maximum of 20 years.

All goodwill from transactions entered into prior to | March
1998 has been written off to reserves,

impairment of fixed assets and goodwill

Fixed assets and goodwill are subject to raview for impairment in
actordance with Financial Reporting Standard 11, “mpairment of
Fixed Assets and Goodwill, Any impairment is recognised in the

profit and loss account in the year in which it occurs.




Leasing

Plant, equipment and fixtures and fittings which are the subject of
finance leases are dealt with in the financial statements as tangitle
assets and equivalent liabilities at what would otherwise have been
the cost of outright purchase.

Rentals are apportioned between reductions of the respective
liabilities and finance charges, the latter being calculated by reference
to the rates of interest implicit in the ‘eases. The finance charges are
dealt .w?.th under interest payable in the profit and loss account,

Leased assets are depreciated in accordance with the
depreciation accounting policy aver the anticipated working lives of
the assets which generally correspond to the primary rental periods,
The cost of operating leases in respect of land and buildings and’

other assets is expensed as incurred.

Deferred tax

Deferred taxation is provided on accelerated caprtal allowances and
other timing differences, only to the extent that it is probable that a
liability will crystallise.

Pensions

The expected cost of pensions in respect of the Group's defined
benefit pension schemes is charged to the profit and loss account
over the working lifetimes of employees in the schemes, Actuarial
surpluses and deficits are spread over the expected rernaining
warking lifetimmes of employees.

Post-retirement benefits other than pensions

The cost of providing other post-retirement benefits, which comprise
private healthcare, is charged to the profit and loss account so as to
spread the cost over the service lives of relevant employees in
‘accordance with the advice of qualified actuaries. Actuarial surpluses
and deficits are spread over the expected remaining working lifetimes
of relevant employees.

Foreign currencies

Assets and liabilities in foreign currencies are trarslated into sterling
at the financial year end exchange rates. Profits and losses of overseas
subsidiaries are translated into sterling at average rates of exchange.
Gains and losses arising on the translation of the net assets of
overseas subsidiaries, less exchange differences arising on matchad
foreign currency borrowings, are taken to reserves and disclosed in
the statement of total recognised gains and losses. Gains and losses
on instruments used for hedging are recognised in the profit and loss

account when the exposure that is being hedged is itself recognised.

Financial instruments

Dertvative instruments utilised by the Group are interest rate swaps
and caps, forward start interest rate swaps, Cross CUFTency Swaps,
forward rate agreements and forward exchange contracts and
options. Termination payments made or received in respect of
derivatives are spread over the life of the underlying exposure in
cases where the underlying exposure continues to exist. Where the
underlying exposure ceases to exist, any termination payments are
taken 1o the profit and loss account.

lnterest differentials on derivative instruments are recognised
by adjusting net interest payable. Premia or discounts on derivative
instruments are amortised over the shorter of the life of the
instrumenit or the underlying exposure,

Currency swap agreements and forward exchange contracts
are valued at closing rates of exchange. Resulting gains or losses
are offset against foreign exchangs gains or losses on the related
borrowings or, where the instrument is used to hedge & committed
future transaction, are deferred until the transaction occurs or is
extinguished.
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NOTES TO THE FINANCIAL STATEMENTS

NOTE | Segmental analysis of sales, turnover, profit and net assets
The Group's operations of retailing and asscciated activities and
France, Hungary, Poland, Czech Republic, Slovakia,

Thailand, South Korea,
continental European operations are for the year ended 3| December 2000

Property development are carried out in the UK, Repubiic of

freland,

and Taiwan. The results for Thailand, South Korea, Taiwan and

2001 2000
Sales Turnover Sales Turnover
including excluding including excluding
VAT VAT Profit Assets VAT VAT Profit Assets
£m £m £m £m £m £m m £rm
_Concinu._uing operations
Retailing — UK L 19880 (83s8  1ioo 6696 993 sess
Property development R 3 3 T 28
Total UK , 1,100 6,720 18,334 16,958 _ 993 5.7!3_‘
Retal mg—RestofEurope I T A e !
Retallng ~ Asia e 4 s Tar T 0y
1174 20,358 18,796 1,043
Integration costs - (&)
Goodwill amortisation 8 7
Operating profit 166 1,030
Share of operating profit from joint ventures 21 I
Net loss on dispasal of fixed assets G)] &)
Net interest payable (125} (99}
Profit on ordinary activities before taxation 1,054 933
Operating margin {prior to integration costs
and goodwilt amortisation) 5.6% 5.5%
Capital employed 8,198 6.858
Net debt (note 19 (2.804) (2.060)
Net assets 5392 4798

The analysis of capital employed by geographical area is calculated on
the geographical areas of business is not material. Turnover is disclosed by

net assets excluding net debt. Inter-segmental turnover between
arigin. There is no material difference in turnover by destination.

The Group's share of sales in the Joint ventures which is not included in the numbers above is £108m (2000 - £74m),

24
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NOTE 2 Analysis of operating profit

2001 2000

Continuing Continuing
operations Aeoisitions Totat oRETATONS Acguisitions Tetal
fm - £m £m £m £m £m
Turnover excluding VAT o988 ;... Moes | Jges .30 18,796
Cost of sales (19400 - (19400) {17241 (123 (17365)
Gross profit o DL L .. SN[ ’/ 143
Administration experses @y - @ @y o el
Operating profit 1,166 - 166 1,030 - 1,030

Cost of sales includes distribution costs and store operating costs. Integration costs, goodwill amortisation and employee profit-sharing are
inctuded within administration expenses.

The charge made for integration costs relating to our Irish businesses is nil (2000 — £6m).

NOTE 3 Employee profit-sharing

This represents the amount allocated to the trustees of the profit-sharing scheme and is based on the UK profit after interest, before net
loss on disposal of fixed assets and taxation.

NOTE 4 Profit on ordinary activities before taxation

2001 2000
£m £m
Profit on ordinary activities is stated after charging the following:
Depreciation 4168
Goodwill amortisation 8
. 177
muneration (b) ] |
Employment costs (note 5) 2,047 1,885
a Operatng lease costs include £34m for hure of plant and machinery {2000 - £37m),
b Auditors’ remuneration amourited to £0.8m (2000 — £0.8m) and includes £0.1m (2000 - £0.1m) for the cempany,
The auditors also received £0.9m (2000 — £3.6m) in respect of non-audit services of which £34m (2080 - £2.0m)
related to gverseas operations. These fees were principally in respect of acquisitions, taxation advice and systems
implementation and training,
NOTE 5 Employment costs
pius) 2000
fm £m
Employment costs during the year )
Wapes and salaries §.831

Social security costs

Other pension costs (note 28}

2047 1,865

Number of persons employed

The average number of employees per week during the year was: UK 177,527 (2000 — 169.500), Rest of Europe 31,334 (2000 - 24,663),

Asia 16,527 (2000 - 11,051) and the average number of full-time equivalents was: UK 113,998 (2000 - 108,409), Rest of Europe 26,376
(2000 - 18,573) and Asia || 836 (2000 - 7914).
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NOTES TO THE FINANCIAL STATEMENTS e

NoTE 6 Directors’ emoluments and interests

Cetails of Directors’ emoluments and interests are given in the report of the Directors on remuneration cn pages 12 to 6.

NoTE 7 Net interest payable

2001 2000
£m £m £m £m
Interest receivable and similar income on money market
mvestments and deposits - ) 5l 56
Less interest payab[e on: S - NW i S
Short te'r'r-n -t->ank loans anci ;Jverdrafts repayab!e W|th|n ﬁve years T {101} 73y
Fmance charges payable on fnance leases o -4 - (65 7777777 o (7) -

RPI bond 2016 (3 ey T o
IO/a% bonds 2002 R ) ) S 2
8/% bOﬂdS 2003 (i an

A% bonds 2007 R
)

Medumtermnotes O 09
Interest capntah‘s“gq 77777 S o re 41
Share of interest of joint ventures (18) 8

(186) {155
(125) 99)

a Interest payable on the 4% unsecured deep discount loan stock 2006 includes £4m (2000 ~ £4m) of discount amortisation.
b interest payable on the RPY bond includes £3m (2000 - nil} of RPI related amortisation.

NOTE 8 Taxation

UK taxatlon

, COFPO““‘O” tax . e L L
Deferred taxation (note 21 2 3

288 259
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NoTE ¢ Dividends

2004 W00 2004 2000

Pence per share  Pence per share £m £m

Declared interim o : |48 .34 10} %
proposed fral 350 R T

498 448 340 302

NOTE o Earnings per share 2nd diluted earnings per share

Earnings per share and diluted earnings per share have been calculated in accordance with Financial Reporting Standard [4,'Earnings per Share’,

~ The standard requires that earnings should be based on the net profit attributable to ordinary shareholders. The calculation for earnings,
including and excluding integration costs, net loss on disposal of fixed assets and goodwill amortisation, is based on the profit for the financial
year of £767m (2000 — £674m).

For the purposes of calculating earnings per share, the number of shares is the weighted average number of ordinary shares in issue during
the year of 6,792 million {2000 ~ 6,693 million). .

The calculation for dituted earnings per share uses the weighted average number of ordinary shares in issue adjusted by the effects of
alf dilutive potential ordinary shares. The dilution effect is calculated on the full exercise of all ordinary share options granted by the Group.
including performance based options which the Group consider to have been earned. The calcufation compares the difference between

the exercise price of exercisable ordinary share options, weighted for the period cver which they were outstanding, with the average daily mid-
rnarket closing price over the period.

2001 2000
million million
Weighted average number of ditive share options L . 124
Weighted average number of shares in issue in the period O em 6693
Total number of shares for calculating diluted earnings per share 6926 6817
NoTE 11 Intangible fixed assets
Goodwill
£m
COSt ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
At 26 February 2000 o o 148
Adcitions at cost (a) 2
At 24 February 2004 174
Amortisation
At 26 February2000 B - S 12
Chargefor thepemd et e e s et B e : 5
At 24 February 2001 20
Ol AT YN VBl e e e e
A2dFebruary2001 1%
At 26 February 2000 136

a Goodwill arising from additional investrent in our Thailand business has been capitalised and amortised over 20 years in accordance with the pravisiens of Financial
Reporting Standard 10, 'Gooduwill and Intangible Assets’,

Goodwill arising from the transactions nvolving DunnHumby Associates Limited and iVillage UK Limited have been capitalised and amortised
over 20 years in accordance with the provisions of Financial Reporting Standard 9, 'Associates and Joint Ventures' and Financial Reporting
Standard 10, Goodwill and intangible Assets’ and is included in fixed asset investrnent additions (note 13}
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NOTES TO THE FINANCIAL STATEMENTS e

HOTE 12 Tangible fixed assets

Plant equipment

fixtures and

Land and fittings and
buildings vehicles Total

Deprecmtlon
hi 26 Februar-y 2000 S SO S O ;036 e 637 e
Currency translatlon R S T Y 3
----------- 202 26 468
1,239 1,905 3.144
N </ SN €2 B 1))
At 24 February 200} 1,230 1,873 3103
Net book value ) (¢}
At 24 February 2001 824l 1,339 9580
e ooy T 6%9 S |7| : |4ow
Capital work in progress included above ()
Ac 24 Februa.—yzool ,,,,,, e 30J e 29 330
a6 e et e et S et et et e e e s S

a dpciudes £52m in respect of interest capitalised principally refating to land and
building assets. The capitalisation raie used 1o determing the amourt of finance
costs capitalised during the pericd was 7.0%.

b Net book vaiue includes capitalised mierest at 24 February 2001 of £354m
(2000 — £319m).

Piant, equipment, fixtures and fittings and vehicles subject to finance leases included
in net book value are:

Net back

Cast Depreciation value

Em £m £m

At 26 February 2000 e 227 49

Mavement in the perwod 39 39 -

Az 24 February 200t 315 266 4%
¢ Tre net book value of land and buildings comprises:

2601 2000

£m £m

Freehold 7200 s

Short \easeno\d less than 50 years 455 ) ) 394

At 24 February 200) 8.241 6,965

d Capital work in progress does not include land.
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NOTE 13 Fixed asset investments

Group Company

Joint Own  Share in Group  Loans to Group Joint

ventures (b) shares () undertakings (a) undertakings ventures {b)

£m £m £m

At 26 February 2000 172 3.000 124

dditn o et T 12T

At 24 February 2001

a The company's principal operating subsidiary undertakings are:

Share of Country of
+ Busiress equity capital incorporation

Tesco Stores Lirmited

in England

Tesco Insurance Limlted

Tesco Dlstr:butlon meted

Registered in England

Spen Hl” Properties lelted

Registered n England
Republic of Ireland -

S\ovakla
South Korea

Retali

Tesco Stores Hong Kong Limited Purchasmg Hong Kong
All principal subsidiary undertakings, none of which are owned directly by Tesco PLC, operate in their country of incorporation.
b The Group's joint ventures are:
Share of issued share capital, Country of incorperation and
Business loan capital and debt securities principal country of cperation

Shopping Centres Limited 7 Property Investment 50
BLT Propertles Limited

_ Registered in England

L SU% | Regstered in England
Registered in England

Property Investment

Regust ed in England )

Tesco Persona Persona! F\nance 30% Reglstered in Scotland

Tesco Home Shonpmg Lamrced o Malr\mOrder Reta 7 o - 60% :
;V|Hage UK L|m|ted

DunnHumby Assooates lelted I Data Analysts 53% ﬁe-g“i-s-tered in Engfand

The Group's share of gross assets and gross liabilities of the joint ventures is disclosed below:

2001 2000
£m £m
Gross assets S _ ) ] 1,283 958
Gross |.ab.[meg e, S i i o s ‘ (785;‘)"
189 172

< The investment in own shares represents 70 million Sp ordinary shares in Tesco PLC with a weighted average value of £1.44 each. These

shares are held by a qualifying employee share trust {QUEST} in order to satisfy options under savings-related share option schemes which
become exercisable over the next few years. The carrying value of £101m (

market value £190m) represents the exercise amount receivable
in respect of these shares subscribed for by the QUEST at market value. Funding is provided to the QUEST by Tesco Stores Limited, the

company’s principal operating subsidiary. The QUEST has waived its rights to dividends on these shares,

s B T e
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NOTE 13 Fixed asset investments continued

2001 2000
£m m
The net (borrowings)/funds of the joint ventures, as at 24 February 2001, were as follows:

C_a_Eh__and deposits “ 1,725 |.445
Cabenture stock - eapie 3031 T T
Termban o repay; b|e7_003 ..................................................................................................................................... - (65;) — (|35)
Other loans ] (1953 (1225)

(293) 45

There is no recourse to Group companies in respect of the borrowings of the joint ventures, apart from £12m (2000 ~ £16m) which has

been guaranteed by Tesco PLC (note 29).

t
Details of transactions and balances with the joint ventures are set out in note 30.

NOTE 14 Stocks

Group Company
2001 2000 2001 2000
£m fm £m £m
Goods held for resale 636 -

Development propert);

Additions 1o development property inchude nit (2000 - £1m) of interest capitalised. Property disposed of included £1m {2000 - nil) of interest

capitelised. Accumulated capitalised interest at 24 February 2001 was £5m (2000 — £6m).

NOTE 15 Debtors

Group Company

2001 2000 2001 2000

£m £m £m m

Amounts owed by Group undertakings - ' - - 376 705
Prepayments and aégr:;ed |nc;|:ne 7777777777 “ - 18 37 419 N 4|§M

Other debtors T igl_ ------- 178 34. 22
Amountsowedby undertakmgs in whlch the company 6;;;—;—:—’”1: c1pat;‘|:1"gm17&é;est . 77;3 37 1“45 37

322 252 874 1,183

NOTE 16 Investments

Group Company

2001 2000 2001 2000

£m £m frm £m

Money market deposits 253 e - 3
Bondsandcertlfcates of deposlt (market value £2m2000 £2m} 77777777777777 7 : T 2

255 238 21
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NOTE 17 Creditors falling due within one year

Group Company
2001 2000 2001 2000
B £m £m £m ' £m
Bank loans and overdrafts @e 1,389 832 1,312 1,327
Trade crecivors 1538 1248 - —
Amounts owed 16 Group underiakings T e
Otnercredtors 7 s
Corperation tax %2 282
Other taxation and social security P14 s
Accrualsanddeferredmcome() _ ise 7
Fnance leases (nove 2y T M s
DMdendS ........ N ‘ 245 ,,,,,,,,,,,,,
4,389 3487

& Bank deposits at subsidiary undertakings of £847m (2000 — £746m) have been offset against borrowings in the parent company under a lagal right of sat-off.

b Includes £2m (2000 - £] Im} secured on various propertias,
C A gain of £45m, realised in a prior year. on terminated interest rate swaps is being spread over the iife of replacement swaps entered into at the same time for similar
periods. Accruals and deferred income include £5m (2000 — £6m) attributable to these realised gaing with £2m (2000 - £6m)

being included in other creditors falling
due after more than one year (note 18).

NOTE 18 Creditors falling due after more than one year

Group Company
2001 2000 2001 2000
£m £m £m £m

4%

8%%bonds 2003«
/7% bonds 2007 (@

€7%% bonds 2010 ()

4% RPl bonds 2016 ()
6% bonds 2029

Medium term notes ()

Other loans (j)

a The 4% unsecured deep discount loan stock is redeemable at a par value of £125m in 2008,

o

The 104% bonds are redeemable at a par value of £200m in 2002,

o)

The 8%% bonds are redeemable at a par value of £200m in 2003
d The 77% bonds are redesmable at 2 par value of £325m in 2007,
e The 5% bonds are redeemable at a par value of £350m in 2009,
f The 6%1% bonds are redeemable at a par value of £150m in 2010,

g The 4% RPI bonds are redeemable a* 2 par value of £200m. indexed for increases
in the RP| aver the life of the bond, in 2016,

h The 6% bonds are redeemable at a par value of £200m in 2029,

b The medium term notes are of various maturities and include foreign currency
and sterling denominated notes swapped into floating rate sterfing,

| Secured on various properties.

TESCO PLC
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NOTES TO THE FINANCIAL STATEMENTS contnued

NOTE I Net debt

Group Company

2000 2001 2000

£m £m £m

B Bank and other loans 832 1,312 {1,327

inance leases

""""" : Bank and ;;a;';;?ic';;,n;"""f'"'ff' - - 207

fnanceiaases ' TR Ty -
_______ ekd ohecloass g4 g a7
_____________ e
T
instaiments after five years:  Finance leases e T 2 - -
A T T < A I )
instalments after five years:  Bank and cther loans 417 970 1,328 1,093
Grossdebt e 3.338 2,406 3131 2819
Less C;Sh ai-t bank aﬂd In haﬂd 777777777777777777777777777777 2779 88___;“ —
Money market mvestments and deposwts T i 'VZ__‘;E;_ 258 ~2_ 2[

Net debt 2,804 2,060 3,129 2,798

NOTE 20 Financial instruments

An explanation of the cbjectives and policies for holding and issuing financial instruments is set out in the operating and financial review on pages

210 6. Other than where they have been included in the currency risk disclosures, short-term debtors and creditors have been excluded from
the following analysis.
Analysis of interest rate exposure and currency of financial liabilities

The interest rate exposure and currency profile of the financial habilities of the Group at 24 February 2001 after taking into account the effect
of interest rate and currency swaps were,

Floating rate Fixed rate 2001 Floating rate Fixed rate 2000
lrabilities liabilities Total liabilities liabiities Total
£ frn £ £riy £ £rn

Currency

Gross havilities 2,027 1,314 3338 1,747 €59 2406

Fixed rate financial fiabilities

2001 2000
Weighted Weighted Weighted Weighted
average average time average average time

interest rate for which interest rate for which
24 Feb 2001 rate is fixed 26 Feb 2000 rate is fixed
% Years % Years

Currency 777777777777777777777777777777777777777777 o o o o
Sterling ] 6.5 9 6.7 i5
Euro 57 5.8 3
Weighted average 6.5 9 67 12

Floating rate liabilities bear interest at rates based on relevant LIBOR equivafents. The interest rate profile of the Group has been further managed
by the purchase of interest rate caps with an aggregate notional principal of £100m {2000 - £100m), an average strike price of 8.3% and a one and
a half year maturity. The current value of these contracts, if realised, is nil (2000 — ni'!). Additionally, forward start interest rate swaps were outstanding
at the year end, fixing the interest cost at 6.3% on £385m of debt for four years from October 2001 and on £300m for three years from October
2002 (2000 — nil), Retail Price Index linked funding of £200m, maturing 2016, was issued during the year and has been classified as fixed rate debt
The interest rate payable on this debt is 4.0% and the principal is finked to the Retail Price Index.




NoTEe 20 Financial instruments continued

Analysis of interest rate exposure and currency of financial assets

The interest rate exposure and currency profile of the financial assets of the Group at 24 February 2001 were:

Cash at Cash at
bank and  Short-term 2001 bank and  Short-term 2000
in hand deposits Qther Total in hand deposits Other Tatal
m £m £m £m £m £m £m £m
sterling el 2 L L AU 1 12
Cther 185 233 - 418 88 183 - 271
Total financial assets 279 258 43 577 88 258 37 383

Other financial assets are in respect of amounts cwed by undertakings in which the company has a participating interest, which attract a rate
of interest of 6.7% (2000 — 6.7%). Surplus funds are invested in accordance with approved limits on security and liquidity and bear rates of
interest based on relevant LIBOR equivalents, Cash at bank and in hand includes non-interest bearing cash and cash in transit.

Borrawing facifities

The Group has the following undrawn committed facilities available at 24 February 2001 in respect of which all conditions precedent had been
met at that date:

2001 2000

£m £m

Expiring within one year ) s - _Ho
Expiring between one and two years - e 30 s
Expmngmmore thantwoyears ................ et e e e e et e e e e Awssﬁo 600
880 765

All facifities incur commitment fees at market rates and would provide funding at floating rates.
Currency exposures

Within the Group, the principal differences on exchange arising which are taken to the profit and loss account relate to purchases made by
Group companies in currencies other than their reporting currencies. After taking account of local forward currency purchases used to hedge
these transactions. there were no significant talances on these exposures at year end. Also, rolling hedges of up to 18 months duration are

maintained against the value of investments in, and long-term intercompany loans 10, overseas subsidiaries and, to the extent permitted in
SSAP2O0, differences on exchange are taken 1o the statement of total recognised gains and losses.

Fair values of financial assezs and financial liahilities

2001 2000

Book value Fair value Book valuz Fair value

£m m £n £m

Primary financial instruments held or issued to ﬁnancg__!:_hg__@rq_qp's operations: o
Short-term borrowings N (11 B 1o BN L1/ B .1/}
Longterm borrowings sy 0T 08 (1568
Shortterm deposits LS B 28
Casnatbackandinfand T8

Derivative financial instrumery

Interest rate swaps and sim

Forward foreign currency contracts

vl (12) (12)
(2.823) (2.873) (2081} (2081)

Other significant financial instruments outstanding at the year end are £220m (2000 ~ £44m) nominal value forward foreign exchange contracts
hedging the cost of foreign currency denominated purchases. On a mark-to-market basis, these contracts show 2 loss of £ém (2000 ~ nil).

Swap profit crystaltisation 7 S (7)

The remaining £12m (2000 ~ £9m) relates to losses on forward foreign currency contracts hedging investments in overseas subsidiaries.
In zccordance with SSAP20 these differences on exchange are taken to the statement of total recognised gains and losses. The fair values of the
interest rate swaps, forward foreign currency contracts and fong-term sterling denominated fixed rate debt have been determined by reference to
prices avallable from the markets on which the instruments are traded, The fair values of all other items have been calculated by discounting
expected future cash flows at prevailing interest rates.
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noTE 16 Financial instruments continued

Hedges

As explained in the aperating and financial review on pages 2 1o 6, the Group hedges exposures to interest rate and currency risk. The table
below shows the amount of such gains and losses which have been included i the profit and ioss account for the year and those gains and
losses which are expected to be included in next year's or later profit and loss accounts.

All the gains and losses on the hedging instruments are expected to be matched by losses and gains on the hedged transactions or positions.

Unrecognised Deferred

- e Total net - Total net
Gains Losses gainsi{iosses} Gains Losses gains/{losses)

£m £m £m £m £m £m

At 26 February2000 a0 4 z- - n
Ansmg \r_w___prev:ous years and lecognlsed in the year ended 24 February ZOOI (3) __2 o (_i_) o (5) _____ e (5)
Arising in the peried to be recognised in futare years 30 (27} 3 - - -
At24 February 2001 A ) U A S /
Expected to be recogmsed in the year ended 23 February 2002 {10y 12 2 (5} - (5)

NOTE 21 Provisions for liabilities and charges

Deferred taxation

£fm
AL 26 February 2000 19
Amount charged in the year -------------------------------------- . 5
At 24 February 2004 24

Potential amount for deferred

Amaunt provided tax on timing differences

2001 2000 2001 2000

£m £m £m £m

Deferred taxation - } \
Excess cap\tarlﬂél\rogxrfances over deprec atron S _3 -------- Ty 405 358
Cap|tal galns ('ﬁ-eferred by roHover rehewr ......... - _ Coo - ) — . . (6)
Short-term t|m|némc-j|fferences B S 2| |8 o 2[ "IS -

24 19 426 370

Deferred taxation balances relate principally to short-term timing differences, Where possible, taxation on capital gaing has been or will be
deferred by roliover relief under the provisions of the Taxation of Chargeable Gains Act (992,

MOTE 22 Leasing commitments

Finance leases

im
The future rhinimum finance lease payrments to which the Group was committed

at 24 february 2001 and which have been guaranteed by Tesco PLC are: e
Gross renta birgamons 777777777777777777777 e o . 59
Lass: ﬁnance charges allocated to future perlods - T - (18)

41

2001 2000

£m im
Net amounts payable are e e
Wx’(hm one year S ] 7:4__ ES
o T 2
A&er fve years 77777777777777777777777777777777777777777 - " 27"
41 66




noTE 12 Leasing commitments continued

Operating leases

Land and buildings Other
2001 2000 200t 2000
£m £m £m £m

Group commitrnents during the 52 weeks to 23 February 2002, in terms of lease
agreements expiring, are s foflows:

Within one year

Between one and ﬂve years o s
Afte( ﬁve years 131 133 9 14
146 135 33 34

NoTE 23 Called up share capital

Ordinary shares of 5p each
Number

Authorised at 26 February 2000

Authorised during the year
Authorised at 24 February 2001

Share opteons

6532,225,203 347

issued at 24 February 2001

During the year 109.2 million shares were issued for an aggregate consideration of £227m, which comprised £52m for scrip dividend and
£1735m for share options.

Between 24 February 2001 and 9 April 2001, options on 3.611.573 ordinary shares and 638,897 ordinary shares have been exercised
under the terms of the savings-refated share option scheme (1981} and the executive share option schemes {1984, 1994 and {996) respectively.

As at 24 February 2001 the Directors were authorised to purchase up to a maximum in aggregate of 683 million ordinary shares.

NOTE 24 Reserves

Group Company

2001 2000 2001 2000

£ irn £ £m

Share premium account 7 7 o 7
At26Februany 000 Mo LsT7 o 1es0 1877

Premmm on |ssue of shares Iess costs

ofsareslesscosts s e 52
Scrlp dl\ndend election 21 2|
At 24 February 2001 1.870 1,650 1,870 |.65C
Other reserves 7 S S

At 24 February 200i and 26 February 2000 40 40 - -
Prort and Ioss account e i cemememiemi s emeeifgeammeees emees mseemel.i;eeess Comme oLoooeel.oao P S PP . PR, rercaecnean .
At 26 February 2000 7 2,738 2476 520 783

Retained prof iw/(loss) for the financial year o 47 -3 274y (260)

At 24 February 2001 3,095
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NOTE 24 Reserves continued

Other reserves comprise a merger reserve arising on the acquisition of Hillards plc in 1987,

In accordance with section 230 of the Companies Act 1985 a profit and loss account for Tesco PLC, whose result for the year is shown
above, has not been presented in these accounts.

The cumulative goodwill written off against the reserves of the Group as at 24 February 2001 amounted to £718m {2000 — £718m),

Curing the year, the qualifying share ownership trust (QUEST) subscribed for 50 million shares from the company. The amount of £64m shown
above represants contributions to the QUEST from subsidiary undertakings.

NOTE 25 Share options

Company schemes

The company had six principal share option schemes in operation during the year:

The savings-related share option scheme (198 \I) permits the grant to employees of options in respect of ordinary shares linked to a building
society/bank save-as-you-earn contract for & term of three or flve years with contributions from employees of an amount between £5 and
£250 per maonth. Options are capable of being exercised at the end of the three and five year pericd at a subscription price not less than 80%
of the middle market quotation of an ordinary share immediately prior to the date of grant,

The Irish savings-related share option scheme (2000} permits the grant to Irish employaes of options in respect of ordinary shares linked to a
buiiding sacietyfbank save-as-you-earn contract for a term of three or five years with contributions fram emplayzes of an amount between £10
and £250 per month (£IR). Options are capable of being exercised at the end of the three and five year period at a subscription price not less
than 75% of the middle market quotation of an ordinary share immediately prior to the date of grant.

i The executive share option scheme {1984) permitted the grant of options in respect of ardinary shares to selected executives. The scheme
expired after ten years on 9 Novembar 1994, Optians ware generally exercisable between three and ten years from the date of grant at a
subscription price determined by the Board but not less than the middle market quotation within the pericd of 30 days prior to the date of

grant. Some options have been granted at a discount of 15% of the standard option price but the option helder may take advantage of that

discourt only if, in accordance with investor protection AB guidelines, certain targets related to earnings per share are achieved,

v The executive share option scheme (1994) was adopted on {7 Qctober 1994, The principal difference between this scheme and the previous
scheme is that the exercise of options will normally be conditional upon the achievement of a specified performance target related to the annual
percentage growth in earnings per share over any three year period. There will be no discounted options granted under this scheme.

v The unapproved executive share opticn scheme (1996) was adopted on 7 June 1996, This scheme was introduced following legislative changes

which lirnited the number of options which could be granted under the previous scheme. As with the previous scheme, the exercise of options

will normally be conditional upon the achievement of a specified performance target related 1o the annual percentage growth in earnings per
share over any three vear period. There will be no discounted options granted under this scheme.

vi The international executive share option scheme was adopted on 20 May 1994. This scheme permits the grant 1o selected non-UK executives

of options to acquire ordinary shares on substantially the same basis as their UK counterparts. Options are normally exercisable between three
and ten years from their grart at a price of not less than the average of the middie market quotations for the ordinary snares for the three
dealing days immediately preceding their grant and will normally be conditional on the achievement of a specified performance target
determined by the Remuneration Committee when the options are granted. There will be no discounted options granted under this scheme.

The company has granted cutstanding options in connection with the six schemes as follows:

Savings-related share option scheme (1981)

Number of Shares
executives and under ogtion Subscription
Date of grant ernployees 24 Fgb 2001 prices (perce)
26 October 1994 S SO e A1
27 October 1995 ) » e 1,7]6__7 - 3,95]4926””_{ 833

31 October 1995
29 October 1998

14483 05573687

e fells 57609785 1360
28 October 1999 e 49704 3509581 IS0
26 October 2000 67307 48322256 1980
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NOTE 25 Share options continued

Irish savings-related share option scheme (2000)

Number of Shares
executives and under option Subscription
Darte of grant employaes 24 Feb 2001 prices (pence)
22000 2107 1108938 1630
26 October 2000 954 717,199 198.0

Tesce has taken advantage of the exemnptions applicable to
schemes under Urgent Issues Task Force Abstract |7 (

Executive share option scheme {1984}

Inland Revenue approved SAYE share option schemes and equivalent overseas
revised 2000), ‘Employee Share Schemes’,

Shares

Number of under cption Subscription
Date of gram executives 24 Feb 2001 prices (pence)
I7' May I99l } | 15,000 91.3
BMay g T T L6303 913
BOasber 1990 T e I &2 723
27 May 1993 7 _ . b suiso 723
Ojune 1992 T e 73 sl 700
12 August 1994 o s
29 September (994 T e 4 oggoe 773
Executive share option scheme {1994) Shares

MNumber of under option Subscription
Date of grant executives 24 Feb 2001 prices (pence}
AR T T s 638.625 _ o %03
13 0ctober 1995 T s 155 3557830 1040
Executive share option scheme (1996) Shares

Number of under option Subscription
Date of grant executives 24 Feb 2001 prices {pence)
3 July 1996 1,269,204 98.3
23 September 1996 2 5502564 997
17 April 1997 7637999 7.7
; October 1997 T T e e 2 ) 999 T o
17 November 1997 - N 1603
21 May l998 ....... e 2| 037937 e
30 September 1998 T e L2071 1640
28 january I999 T e 6 2! r83 -604”" 1780
24May 1999 T 882044 7
9 November 1999 T e 2329427 184.0
30 November 1999 T T 1098952 173.0
WwApit2000 2078119 209.5
26 june 2000 1753 21967.102 2050
International executive share option scheme Shares

Number of under option Subscription
Date of grant executives 24 Feb 2001 prices (pence)
7 October I997 73 \ 229 190 I51.7
2| May \998 e e+ 270 26[3000 ,,,,,,, 1767
Wlnuary 1999 T e e 343 350500 17a0
MMa sy s swomas )

26 June 2000

53763!5
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NOTES TO THE FINANCIAL STATEMENTS e

NOTE 26 Pension commitments

The Group operates a funded defined benefit pension scheme for full-time employees in the UK, the assets of which are held as
a segregated fund and administered by trustees, The total cost of the scheme to the Group was £7 Im (2000 — £60m).
An independent actuary, using the projected unit method, carried out the latest actuarial assessment of the scheme at 5 April 1999.

The assumpticns that have the most significant effect on the results of the valuation are those relating to the rate of return on investments
and the rate of Increase in salaries and pensions.

The key assumgptions made were:

Rate of return on mvestmerits

,,,,,,,,,, , , , L 125%
Rate of increase in salaries 430%
Rate of increase in pensions 2.75%

At the date of the latest actuarial valuation, the market value of the scheme's assets was £1,297m and the actuarial value of these assets
represented 96% of the benefits that had accrued 1o members, after allowing for expected future increases in earnings. The actuarial
shortfall of £53m will be met via increased contributions over a period of || years, being the expected average remaining service lifettime
of employed members.

The Group also operates a2 defined contribution pension scheme for part-time employees which was introduced on & April 1988. The
assets of the scheme are held separately from those of the Group, being invested with an insurance company. The penston ¢ost represents
contricutions payable by the Group to the insurance company and amounted 16 £20m (2000 — £19m). There were no material amounts
cutstanding to the insurance company at the year end.

The Group operates a number of pension schemes warldwide, mast of which are defined contribution schemes.The contributions payable
for non-UK schemes of £7m (2000 ~ £3m) have been fully expensed against profits in the current year. A defined benefit scheme operates in
the Republic of Ireland. At the latest actuarizl valuation carried out at | Aprif 1998, the market value of the scheme’s assets was £42m and the

actuarial value of these assets represented [29% of the benefits that had accrued to members, after allowing for expected future
increases in earnings.

NoTE 27 Post-retirement benefits other than pensions

The company operates a scheme offering post-retirement healthcare benefits. The cost of providing for these benefits has been accounted for
on a basis similar to that used for defined benefit pension schemes.

The liability as at 24 February 1995 of £10m, which was determined in accordance with the advica of qualified actuaries, is being spread

forward over the service lives of relevant employees and £1m (2000 - £1m) has been charged to the profit and loss account. An accrual of £5m (2000
— £4m) is being carried in the balance sheet. It is expected that payments will be tax deductible, at the company’s tax rate, when made.

NoTE 28 Capital commitments

At 24 February 2001 there were commitments for capital expenditure contracted for but not provided of £725m {2000 — £303m). principally
relating to the overseas store development programme.,

NoTE 29 Contingent liabilities

Certain bank loans and overdraft facilities of joint ventures have been guaranteed by Tesco PLC. At 24 February 72001, the amounts autstanding
on these facilities were £12m (2000 — £16m).

The company has irrevocably guaranteed the liabilities as defined in Section 5(c} of the Republic of Irefand (Amendment Act) 1986
of various subsidiary undertakings incorporated in the Republic of Ireland.

NOTE 30 Related party fransactions

During the year there were no material transactions or amaounts owed or owing with any of the Group's key management or membears
of their close family,

During the year the Group traded with its ten joint ventures: Shopping Centres Limited, BLT Properties Limited, Tesco British Land Property
Partriership, Tesco BL Holdings Limited, Tesco Personal Finance Group Limited, Tesco Personal Finance Life Limited, Tesco Personal Finance Investments
Limited, Tesco Home Shopping Limited, Village UK Limited and DunnHumby Assodiates Limited. The main transactions during the year were:

i Equity funding of £34m (£32m in Tesco Personal Finance Group Limited, and £2m in DunnHumby Associates Limited).

it The Group sold a property to BUT Properties Limited for £14m and acquired a property from BLT Properties Lirited for £15m.
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NOTE 30 Related party transactions continued

i The Group made rental payments of £3m (2000 ~ £3m), £12m (2000 — £1 Im}, £3m (2000 - £16m) and £ 5m (2000 - nil) to Shopping Centres
Limited, BLT Properties Limited, Tesco British Land Property Partnership and Tesco Bl Holdings Limited respectiveiy

iv. The Group has charged Tesco Personal Finance Limited (a 100% subsidiary of Tesco Personal Finance Group Umited) an amount totalling £15m
(2000 - £12m) in respect of services, loan interest and assets transferred, of which £2m (2000 ~ £2m) was outstanding at 24 February 2001,
Tesco Personal Finance Limited received fees totalling £2m (2000 — £3m) from the Group for managing certain finandial products.

v The Group has charged Tesco Home Shopping Limited an amaount totalling £5m {2000 — £3m] in respect of services, loan interest and assets
transferred, of which nil (2000 — £1m) was outstanding at 24 February 2001, In addition. an amaount of £lm relating to group relief was
outstanding at 24 February 2001 {2000 - nif).

vi The Group has charged BLT Properties Limited an amount totalling £im in respect of services, loan interest and assets transferred.
vil DunniHumby Associates Limited has made sales to the Group totaling £1m, and has icaned the Group £2m.

viii The Group made lcans totaling £5m to Tesco Home Shopping'Umited.A loan of £10m to Shopping Centres Limited has been repaid to
the Group.

NoTE 31 Recenciliation of operating profit 1o net cash inflow from operating activities

Decrease in working capital ()

Net cash inflow from operating activities

a The decrease in working capital includes the impact of translating foreign currency working capital movements at average exchange rates rather than year end exchange rates.

MoTE 32 Analysis of changes in net debt

At 26 Feb Other nan- Exchange At 24 Feb

2000 Cash flow cash changes mavements 2001

£m £m im £m &m

Cash at bank and in hand .- 189 - 2 e
o J et e e (35) .................. e (8_)
,,,,,,,,,,,,,,,,,,,, X SR 2. e O N A

Money market investments anc deposits B8 T T LS 25
Bankand otherloans oo e ke D O (381
Finance leases ) 0 (8) - (24)
Debt due within one year @ e AL S I s (A
Bank and ather loans e OB G @ 0908
Finance leases ' 51 o34 - - (7
Debt due after one year (1.559) (345 - (21) (1,925)
(2,060) (706) (15) (23 (2.804)
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FIVE YEAR RECORD

Year ended February

Asia

Operating margins e L2
Rest of Europe

U2% o2
5.6%

Profit on ordinary activitie
Taxatic

,,,,,,, BT
24039
134,896

Pl e e 000sah T g e
119,127

126514

151038 sy

04772

notes
53 week period,

Excludes integration costs and geodwil
amortisation, Operating margin is
based upen turngvar exclusive of VAT,

Underlying profit, adjusted and
adjusted diluted, £arnings per shae
excludes ret loss on disposal of fxed
assets, loss on disposal of discont.~ued
operations, ireland ntegration coss
and goodwill amortisation,
Represents lass on disposal

of discontinued operations,

Total capital employed at the

year end,

Underlying profit divided by weighted
average shareholders' funds,
Operating profit divided by averags
Capital employed,

Based on number of shares at yea-
end.

Based on turnover exclusive of VAT,
operating profit and total staff cost
per full-time equivalent emplayee.
Based on weighted average sales
area and turnover inclusive of VAT
excluding property development.
Store sizes exclude lobby and
restaurant areas,

Average store sizes exclude Metrg
and Express stores,

Based on average number of fldl-
time equivalent empioyees in the UK




