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Tesco Cares

LI}

During recent years Tesco marketing and research-
based strategy has concentrated aboveali on high quality
products, service and value for its customers. Tesco
continucs to carc about the future - today.

Tesco, working with its suppliers, is sctting new standards
for the retail food industry in terms of design and facilities
in the stores, the standards of branded and own label
products, cleanliness and hygiene.

Tesco cares about people and is committed to developing
their skills and carcers, while rewarding them fairly, with
cqual opportunities for all,

Tesco is committed to the health and well-being of the
community and the protection of the quality of our
environment,

Tesco sharcholders will benefit from the gruwth in
profitability which will accruce from its commitment to its
customers and new stores.

Tesco cares - about customers and employees,
sharcholders and suppliers, and the quality of life, and
continucs to earn its place as onc of the most successful
and respected companies in the United Kingdom.
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Financial Highlights
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1988
£m
Turnover including value added tax 5,003.4
Turnover excluding value added tax 4,717.7
Operating profit 276.5
Operating margin percentage 5.9%
Profit before taxation and profitsharing 289.6
Net margin percentage §.1%
Employee profit sharing 13.6
Profit hefore taxation 276.,0
Taxation 89.7
Dividends 53.8
pence
Earnings per share 12.35
Fully diluted earnings per sharc
{excluding property profits) 11.32
Dividends per share 3.50

1988
Restated

Lm
4.365.7
4,1149.1

214.4
5.2%
236.3
5.7%
10.7
225.6
75.1
12,1

pence

106,69

9.66
2.85

an
Terease

14.6
14.5
29.0

22.3

15.5

17.2
22.8
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Our company has never been

stronger

Strang sales a:uui‘:b’rq}iz

growth inlargemodernstores

S&ti:'n;tze highest

standards

‘A Commitment to Quality’

by
Sir Ian MacLaurin

Chairman

(LTI

Our profit performance refiects the excellent contribution
ofour management and staff. Our company has never been
stronger, Our sales have now passed £5 billien with 2
further increase in our market share and we sec many
opportunitics for profitable growth in the future. Current
expansion plans are extremely vigorous, concentrating
primarily on the development of superstores in this
country. Qur new stores arc widely acknowledged to be
outstanding. We plan to open twenty-two this year, and
including two extensions, this will total 791,500 sq ft,
and at least this level will be opened in the following
year. Our commitment to high quality products and
customer service remains fundamental to our trading
philosophy.

Results and Dividends

Profit before tax increased from £225.6m to £276.0m,
an increase of 22%. Operating prolits increased by 29%
with operating margins increasing from 5.2% to 5.9%.
The main features were the performance of our large,
modern or ‘conforming’ stores and the strong sales
and profits growth n the stores acquired with Hillards,
Our employees’ profit sharing reached a record level of
£13.6m praviding cligible staff with the cquivalent of 6%
of pay. Qur proposed dividend to sharcholders reflects
both our current performance and our view of future
profitability; the Board recommends that the dividends for
the year be raised 23% to 3.50p per share.

Social Responsibilidy

Tesco belicves ithas aduty bothtoserveits community and
to set the highest standards in its business. Food hygicne
and safety will always be of high importance to us and the
consumer, Recent medirreports havearoused concernand
confusion about certain products. Our food technologists
work closely with our suppliers to ensure the quality and
safety of ourproducts inevery possibleway. Qur customers
need to be reassured on these issucs. And so we have
taken the initiative by forming, with five other leading re-
tailers, the Food Safety Advisory Centre, which consumers
can telephone for objective information on these matters.




Productivity gains from
taehnology

Qurdevelopment programme
is stronger than ever

Our staff are our highest
priorily

L

The natural environment is of great concern to us all,
Tesco has taken the initiative in this arca within our
industry by launching, under the banner ‘Tesco Cares’,
a three-part programsme of customer information, ecol-
ogiclly-sound products and practical help. In the months
and years ahead, we will continue to leok at our business
through a ‘green filter', always cvaluating what we can
do to improve the quality of our environment.

Technelogy

Investment in new technology is pioducing significant
progress and productivity in many areas of our business,
particularly distribution and checkout scanning,

In distribution, all stores will be supplied with fresh
foods from our composite warchouses. These enable us to
control and improve the speed and temperature at which
food is distributed from producer to consumer. In
checkout scanning our new systems make the checkout
quicker for the customer, offer itemised bills, and produce
major benef.:s for the company in labour productivity and
stock replenishment,

Current Trading and Prospects

Turnover in the first few weeks of the current year
continues to be very satisfactory and in line with our
expectations, Qur recent store openings are performing
well and we are continuing to see excellent growth from
the stores opened in the last few years. This gives us
confidence for our future development programme
which is stronger than ever,

People

Lastly and most importantly, I would like to take this
opportunity to thank my fellow Directors and all our
employees for their great support and hard work this past
year, OQur business is a pcople business, both customers
and cmployees. Our success with customers is a dircet
measurc of the skills and cfforts of our staff. We regard
our stafl as our most important assct and thercfore we
continueto invest, as our highest priority, in their training,
their carcer development, their rewards and welfare.

I was particularly pleased, therelore, Lo announce the
appointment on the 12th April of Michacl Wemms, aged
49, as Personnel Director on the main board, thus emphs-
sising the importance of this function in our business.
Mr Wemms was responsible previously for one of our
six regions of stores as a director of Tesco Stores Limited,

5 lagry

Ian MacLaurin

CHARMAY S FTATRMENT
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Five year compound growih
in pre-tax profits of 329

Operating profils up this
Jear by 29%

New stores areexceeding our
Sfnancial criteria

Earnings pershare (jonca)
Compaind Grosth 24% fror omnume
84 8¢

{121
‘Quality of Earnings’
by
David Reid

Finance Direclor

The trading transformation of Tesvo iy fully reflected in
the financial achicvements over the lust five years, with
compound growth rates of 13% in sales, 32% in pre-tax
profits, 24% in fully diluted earnings per share and 21%
in dividends per share, together with an increase in net
margin percentage from 2.8% to 6.1%. This performance
has meant that the corporate return on capital employed
has increased from 19.0% o 25.3% and the return on
sharcholders’ funds from 21.8v% 0 28.1%,

The performance this year has again been strong with
operating profits up 29%, pre-tax profits up 22%, fully
diluted earnings per share up 17% and dividends up 230%.
Sales increased by 15% of which 5% was generated from
cxisting shares and 10% [rom net new selling area. A key
factor this year has been the performance of our large,
modern or ‘conforming’ stores. These stores are
showing sales growth of 10% on alike-for-like basis, which
illustrates the success of the format and the Tesco
brand. We are also very pleased with the sales and
profits of the Hillards stores, acquired in 1987, which
contributed, at the operating profit level, just under
£25m for this ycar, thereby cxcceding our original
expectations.

The quality of our new stores is reflected in their inancial
perlormanceand wearesceing excellent sales growth from
the stores opened in the previous ycars. New stores
generally now comeinto profitin theii first year of trading,
and on maturity arc curreatly eaceeding our nperational
and financial criteria in terms of both sales and return on
capital. The ability of our new stores to deliver sub-
stantially higher net margins than the corporate average,
together with the fact that 19% of our sclling space has been
opencd in the last three years and is still maturing, gives
us confidence in the future,

The performance of our new stores encouraged us to
increase our development programme from 300,000 sq fi




Strong trading cash flow
vedices borruwwings by £51Im

Substantial profitable
apporbunily for superstores

Retain our gearing within
prucent Hnits

FIMAMCIAL RBAEEW
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in 1985 1o A60,000 gq £t for 1988/89. 1he capital expend-
iture for the vear was £485m. inchuding investment in
new stores of £320m, of which £210m relates to stores
opening in fuwure years. The capital expenditure was
funded by trading cash Mlows, improvements in working
capitul, and procecds of property disposals. As n result
our net borrowings at year end, including the f115m
4% convertible bonds, were £216m. This represented a
reduction of £5!m from the previous year end position
and n madest gearing level of 21% ol shas cholders® funds.

There were two major funding exercises during the course
aftheyear. ITnNovemberwernised £97mby wayoftheissuc
of £100m 10.5% bLonds 2015. In Janunry we raiscd £74m
through the disposal of three shopping centres at
Beaumout Leys in Leicester, York naud Surrey Quays to
Shopping Centres Limited, our joint venture property
company with Slough Estates ple.

With regard to future development programmes, contrary
1o ti e general market fears of saturation, all our detailed
research has led the Bonrd to conclude that there
is substantial profuable opportunity for new superstores
and so our development programme is being increased
to 790,000 sq [t in 1989/90, and we envisage at least this
level in 1990/91,

These substantial development programmes will invalve
us in higher capital expenditures and a cash outllow
position requiring further funding programmes. Given,
that cur investment in superstores is underpmned by
property values which are currewtly showing very strong
growth, that our interest cover is strong, and that we arc
in u cash generating business, we have the confidence
1o allow our relatively modrss gearing of 2i% to increase
from its current level. We cxpect that the improving
institutional interest in the market for sale and leasebacks
of superstores will assist the funding of our development
programme and retain our gearing wathin prudent limits,

In additien Lo new stores we nre investing substantially i
in our infrastructure and technology, in terms of composite
distribution, branchcomputingand electronicpoint of sale,

We believe that these invesuments in new stores,
distribution and technology over the next lew years will
further consolidate the financial position of the company,

TIS0O PLG 7
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nun
Distribution
by
Michacl Darnell

Distribution Divector

Huln

The Tesco Composite Distribution Centre, backed by
sophisticatcd warchouse control and replenishment
systems, will distribute frozen [oods, chilled foods and
ambient temperature grocery products through scven
new large regional warchouses of over 250,000 sq ft each,
Seven centres, each serving about 50 stores, will replace
26 existing locations. Each store will now receive the
full range of these goods from one vehicle instead of five
different deliverics,

The implications for product distribution are far rcaching.
The programme will allow us to control products whichare
temperature-sensitive, working to the highest hygiene

and safety standards, After the start-up costs the benefits
will be substantial; improved sales of fresher foods, lower
wastage thanks to (laily deliveries, and significant
improvements in productivity and profitability due to
the cost effectivencss of these large scale depots.

Our nctwork of cight regional warehouses distributing
grocery products, wines and spirits and non-foods
continues to show rcal produetivity gains, therchy re-
paying the significant investment in recent years.

“Our Composite Distribution programme will complement the
existing network and will make the Tesco distribution system one of
the most advanced in the UK

It's dawn - and the dicael engines apring to life outside the londing bay at
Weiham Green,

TRSCO PLC
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Products

by
John Gilderslecve

Buying and Marketing Direclor

[T

This year Tesco purchased from more than 2,000
suppliers, and almost 1,000 new food products were
launched into our stores. The new product launch process
is highly disciplined and invelves products having to
pass exacting tests, conducted in our consumer kitchens
located at major stores. Morcover, comprehensive
scientific analysis is conducted in our product testing
laboratories bLefore any product is allowed onto our
shelves, Tesco products have to match or exceed the
leading product in the scctor on a wide range of
performance parameters.

Qur wide range of own label produclts arc now
acknowledged to be of he highest quality. For examplc,
Tesco was voted Supermarket Wine Merchant of the Year
by Wine Magazine; a reflection of the skill and investment
that has been put into our wine range over recent years.

In addition to quality, our customers require - and receive
- good value. During 1988 we experimented with major
price promotions advertised on television. Onc of these,
for sirloin steak, resulied in the sale of nearly one and
a half million stcaks in one weck. Our marketing
skills were well evidenced recently in our taking the
imitiative to promotc the benefits of unleaded petrol
through sponsoring the public campaign CLEAR and
through our ‘Tesco Cares for Kids' campaign.

“These examples show how Tesco cares for its eustomers by offering
them high quality and recognisably good value.”

On the production ling of a supplicr's factory onc of our Product
Quality Technologists Judith Busby beging her day with a stern glance
at Tesco Black Forest Gatcaux. She looks for hygiene and safety in
the manufacturing process and tastes for wholesomeness and quality
aguinst our stringent specifications.

TESCO LG
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Store Development
by
Francis Krejsa
Property and Estates Director

ity

Last ycar, we opened 16 new stores throughout the United
Kingdom covering towns as far apart as Newcastle-upon-
Tyne,Doverand Garmarthen. Wehave alsocontinued our
rclationship with Marks & Spencer, jointly developing
prime sites at 2 number of locations in the UK. The first,
at Brookfcld Centre, Cheshunt, is already one of the
leading stores in the country and the second will open in
Summer 1990 at Camberley, Surrey.

The success of our recent development programme
owes much to the excellence of our site research tech-
niques where computer models and databases, builL up
over the last five years, cnable us to forecast store turn-
overs for any location in the UK. This helps to ensure that
all our future sites are quality locations. In the coming
year we will be opening twenty-two new stores and
two extensions ranging from Aberdeen to Poole and
Hereford, We also have a strong 'and bank for develop-
ment through to 1981,

We belicve that Tesco is a leader in store design and retail
engineering and our latest stores, with the ‘shop within
a shop' concept, now reccive visitors from all over the
world. Costs are also important and we have carried out
detailed reviews of our building and store fixtures to
ensure cost efficicncy and operational productivity.

“Safeguarding the cnvironment is an important aspect of
development. Suceessful growth means not only developing stores
of a high architectural and aesthelic standard, but also working
in harmony with local authorities and preserving the heritage of
our fowns and countryside.”

The Surrey Quays shopping devclopment in Londen Docklands
comprises 280,000 sq ft of selling space, including an anchor Tesco
superstore of 50,000 »q [t.

TUSCO PLC
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Technology

by
David Malpas
Mavaging Director

The Dallas technology, which has been specialiy
adapted for installation into the seven composite depots
opening this year, will make our distribution system one
of themost advanced in the UK industry, The volumes and
speed with which goods will be moved will enable us to
reduce distribution costs while providing an improved
service to stores and customers,

Productivity in our stores continues to be enhanced as
our branch computing programme, now in 159 storcs,
provides increasingly accurate forecasts of orders [or fresh
foods. It also provides labour schedules enabling our
store managers to control the 700 or so stafl who work in
today's supcrstore.

Last year, our scanning system Checkout Plus was in-
stalled in 35 stores, with a further 79 planned for this year,
Substantial productivity beneflits [rom this systcm are
being achicved at checkouts, and on labour requircments
for shelf (illing and production scheduling,

We are also rescarching technologics of the [uture to
generate further productivity gains which will be required
to offset the effects of theincreasing demographic pressure
on labour availability in this country.

“Recent achievements of Tesco in applying sophisticated informa-
tion lechnology have had a major impact in overall produciivity
and profitability. We will continue to be commitled to investing in
research and lechnology to maintain our competitive edge.”

As this pallet goes aloft in the Tesco grocery warchouse, there is an
unsecn obicrver It is the comral computer, located miles away at our
Cheshunt headquarters, which can register all goods movements. This is
just onc of the many ways in which Teaco is harnessing techuiology to
capture furcher productivity benefits,

TRSCO PLGC
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Nutrition and Environment
by
Sir Ian MacLaurin

Chairman

This family, like millions of other British people, know
that Tesco is a pioncer when it comes to healthy eating
and ccologically sound products. In 1985, nutrition details
were listed on all Tesco own-label foods, the removal of
artificial additives .vas undertaken, and a range of leaflets
on good nutrition was published for free distribution in
cvery Tesco store,

In 1988, while the Government was establishing
environmental issucs as a national priority, Tesco had
already embarked on a major ‘greening’ effort, Under the
heading “Tesco Cares’, this involved new information,
improved products and practical help. An informative
leaflet was published and new attractive labels appearcd
on products giving details about recycling and other
environmental concerns. Every new Tesco superstore is
designed to incorporate recycling points in the car park;
there arc now 62 bottle banks in operation, with many
more on ‘heir way. By Budget Day we became the first
national petrol retailer to offer unleaded petrol at all
our 92 filling stations. All own:label aerosol sprays are
completely free of CFC solvents. And we use recycled
paper in leaflets.

In the future, our customers will be concerned, not only
with the quality of products, but about the way they have
been made and the nupuct on the environment of the
manufacturing process. We arc consistently applying the
‘green filter’ to our own operations, recycling cardboard
and plastic packaging; reducing our dependence on fossil-
fucls and recycling the heat from refrigeration plants.
Conscrvation of the land and resurrection of derclict
inner-city sites arc principles which we follow in our
expansion programme.

“So when we say ‘Tesco Cares), it is far more than a slogan. We
have a real fupact on our socicly and the world around us.”

Because they carc about thewr children's fuwire, Matthew and Emma
Parsons sclect organically-grown procduce at the Colney Hatch super-
store in North London. And they know that Tesco caves teo, in many
different ways, from safe packaging to lead-free petrol.

TUSCO PLC
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Staff and the Community

by
Dennis Tulfin
Retail Director

i

Tesco cares abow people; staff and customers, Tratming
and service are given the highest priority. Qur ‘Customer
Tirst' campaign, launched last year, has been very suc-
cessful, Independent research has shown that customers
do recognise the higher standards of service in our stores.
Our management training centre at Ponsbourne Park
in Hertfordshire is fully operational and supplements the
training carried out in stores and distribution centres, Last
year, Tesco trained 12,000 people on Checkout Plus,
advanced training courses were attended by 1,500 store
managers and departmental heads and ¥:D diplomas
were awarded to 54 of our management trainees. These
are examples of the scale of our training effort. Tesen is
also committed to the welfare of its staff and subrtan-
tial improvements have been made in all arcas, including
participation in the Company's success through the
Profi: Sharing Scheme, which this year will be distrib-
uted to 30,000 staff.

Tesco is countering the forecast increased pressures on
labour availability in the country by investing substan-
tially i remuncration, welfare and training packages. We
are also adopting a flexible approach by giving staff the
option of extending their retirement dates, improving
recruitment policies, work schedulesand training packages
to attract women with commitments in the home, women
returning to work and also to other people who may
welcome the opportunity to return to work,

Tesco, management and staff alike, cares about its
community. Together we yaised £2 million for the Great
Ormond Street Hospital ~ its third largest donation of
the year. The Tesco Charity Trust sronsored £70,000 of
local events, including the Scarborough Cricket Festival
and the Wavendon Allmusic Awards, And the Tesco
TEAM awards continued o enceuragelocal authoritics to
make outstanding achievements in energy conservation.

“We belizve thel in & prople-tulensive dusiness our commitment lo
the tratuing and welfare of onr staff is paramount.”

While the rest of London slecps, the bakers (Master baker ~ Stephen
White} in Teseo New Makden superstore are Lusy producing a varisd
range of wholesome loaves and pastries for the cominunity. Such dedica-
tion and skills arr found throughout the workforee, all neross the nadon,
24 hours a day.

TRSQO PLC
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MICKLUOVER
MIDDLETON
MITGHAM
MORXCAMDE
MOSELEY
NEASDEN
NZSTON
NIW ADDINGTON
NEW MALDEN
NEWBURY
NEWCASTLE-
UPON TYNE
NEWMARKET
NEWPORT
NEWTON ARBOT
NORTHAMPTON
NORTHENDEN
NORTHHELD
NORWICI
NOTTING HILL
NOTTINGHAM
OADBY
OLDIAM
ORMSKIRK
OXFORD
PADDINGTON
PAIONTON
PALMBRS GRERN
PENEANCE
PETERBOROUGH
PLYMOUTH
PONDERS END
PONTEFRAGT
FULLR
PORTSLADE
FORTSMOUTH
POTTERS DAR
QUEDUYFLEY
RATNHAM
RAMSGATK
RAYLEIGI
READING
REDDITUH
REDRUTH
RICKMANSWORTH
RUCHDALE
ROMFOPL

ROTHRRHAM
ROTHERHITHR
ruGHY

RUNCORN

RYLE

Sk

S LFGRD
FALISDURY
SCARBOROUGH
SCARIBBRIOK
SCUNTHORPR
SRLAY

SEVENGAKS
SHERRNESS
SHEPFFIELD
SHRTWINURY
sIbgue

SKIPTON

SLOUGH
SMETHWICK
SOLIHULL

SOUTI TOTTENHAM
SOUTHAMIFTON
SOUTHSEA
SPALDING

ST ALBANS

5T AUSTELL
STAFFORD
STAMRORD
STRVENAGE
STOCKIORT
STOCKTON-ON-THES
STORKE-ON-TRENT
STOURPURT
STRATFORD-UPON-AVON
STREET
STRETFORD
STROGD

STROUD GREEN
SUNDERLAND
SUTTON

SWINDON
TEDBDINGTON
THEWKRSDURY
THORNTON HEATIH
TIVERTON
TROWBRIDGE
TRI'RO
FTUNBRIDOX WELLS
UPTON PARK
UTTOXETER
UXDRIDOR
VICTORIA
WAKEFIELD
WALKDEN
WALLASEY
WALSALL
WANDSWORTH
WARR
WATERLOOVILLE
WATFORD
WELLING
WELLINGBCROUG
WERST BROMWICH
WEST DURRING FON
WEST MALLING
WESTON SUPER MARE
WEYMOQUTE
WHITCIHURCH
WHITSTABLE
WHITTON
WIMBLEDON
WINTON

WISBECH

WITIIAM
WOKINGHAM
WOLVERHAMPTON
WORCKSTLR
WORKINGTON
WORKSOP

TATE

TEOVIL

YIRWSLEY

YORK

Stores opened in 1988/89

New Stores

Barusley

Bedlord

Bogunor Regis
Bracknell
Carmarthen
Clitheroe

Dover

Herdord

Maidstone
Newcastle-upon-Tyne
Newmarket

Sidcup

Solihull

Stevenage

Surrey Quays, Rotherhithe
York

‘Total sales area gain (16 stores)
Average size of stores opencd

Stores to be opened in 1989/90

Newr Stores

Aberdeen
Altrincham
Amersham

Bexhill

Bridlinguon
Chesterfield
Dunstable

East Didsbury, Manches.er
Gallows Corner, Romford
Hereford

Lichfield
Liverpool

Llanelli

Milton, Cambridge
Mold

Newbury
Northwich

Poole

Salisbury
Southport

Strou
Wellingborough

Total (22 stores)
Extensions

Hastings
Norwich

Total sales area gain

Ave. age sixe of stores to be opened

ADAY (N THE LT (W T 0

New
Sales Area
{squarc fect)

44,000
30,000
36,500
26,000
31,500
16,000
39,000
20,500
18,500
38,500
23,500
37,500
41,000
39,500
50,000

35,000

New
Sales Area
{square feet)

40,000
38,500
40,000
27,000
20,000
40,000
39,500
20,600
48,500
26,500
25,000
27,500
39,000
28,600
20,000
39,000
30,000
41,000
41,000
40,000
30,000
41,000

741,500

24,000
26,000

33,500

TRSCO LG

e e eyt At A



Directors’
Report

The directe 13 presea: their Annual Report on the affairs of the group together with the
accounts and auditors’ report for the 52 wecks ended 25th February 1989,

Results and Dividends
Croup turnover including VAT increased by £687.7m to £5,003.4m, representing a gain
1 150,

Group profit before tax and profit sharing for the ycar was £289.6m compared with
£236.3m for theprevious year, an increase of £58.9m. This represented anctmarginof 6.1%
compared with 5.7%.

The amount allocated to the employce profit sharing scheme this year was £18.6m
comparcd with £10.7m for last year,

Alter provision for tax of £89.7m and dividends, paid and proposed, of £53.8m, profit
retained for the finaucial year amounted to £132,5m.

Arjuterim dividend of 1.175p (gross equivalent 1.567p) per ordinary share has been paid
onaccount of the32 week period ended 25th February 1989 and thedirectors recommend the
paymentofafinal dividend of2.325p (gross equivalent 3.1p) per ordinary share tobepaid on
8rd July 1989, makingatotalfor theyearof 8.50p (gross equivalent4.667p) perordinaryshare.

Principal Activity and Business Review
Thepriacipal activity of the company and its subsidiaries during the year was food retailing
within the Urited Kingdom. For a detailed business review, please refer to pages 6 to 28,

Joint Venture

On 20th january 1989 the company completed the formation ol joins \ enture with Siough
Estates ple resulting in cach company holding 20% of the voting chare capital of Shopping
Centres Limited, » property investment compa, vwhich owns three shopping centres ineach
of which Tesco Stores Limited is the anchor ten.

Capital Expenditure

Capital expenditure amounted to £485m compared with £407m during the § revious year.
Asummary ofthcchanges in fixed assets and information relatingtomarket valaeis shown

in Note 8 to the Accounts. A professional valuation of the majority of the grouy’s paopertics

was carried out as at 27th February 1988 which showed » surplus of £219m o rhe basis

disclosed in paragraph (c) of the Note,

Share Capital
Thecompany allotted ordinary shares inlicu of the final divicerd nrespee ¥ e 47 weeks
ended 27th February 1988 and the interim dividend in ruspect ef gue i@ v ek nedad
25th February 1989, resulting in the issue of 1,368,414 ordinary shares

On 10th May 1988, the company allotted 7,098,476 ordinary shares te ¢ -+ ees af the
profitsharing scheme. Further shares wereallotted and options granted under the company’s
share option schemes for employces.

Details of all sharc capital movements and options can befound in Notes 16 and 17 to the
Accounts,

Funding
InNovember 1988, the company raised approximately £97m, after cxpenscs, by theissuc of
£100m 10%% bonds 2015. These bonds are listed on The International Stock Exchange.
In August 1988, £10.0m of the 9% convertible unsecured loan stock 2002/2007 was
converted into ordinary shares. In October 1988, the company exercised its right to convert
compulsorily the remaining £6.4m of thestock into ordinary shures, save for £14,928 of the
stock which was redeemed at par,
Details on the above can be found in Note 18 to the Accounts.




Substantial Shareholdings
The directors are not aware of any person being interested in 5% or more of the shere capiizl
of the company.

Dircctors and their Interests
The names of the directors and their interests arc shown below. Sir Ian MacLaurin, Mr M
Darnell and Miss I O'Cathain retire from the Board by rotation in accordance with the
company's Articles of Association and, being eligible, offer themselves for re-clection,
MrJ M Wemms was appointed a dircctor on 12th April 1989 and in accordance with the
company’s Articles of Assaciation retircs and, being cligible, offers himsell for re-clection,
The service contracts of Sir lan MacLaurin and Mr M Darngll are for terms of five
years currently running from 1stJanuary 1988. Miss D O’Cathain and Mr] M Wemms donst
have service contracts of more than onc year's duration.
Mr V W Benjamin was appointed to the Board on 2nd August 1982. He ncts as un
executive on a part-time basis. He is a partner in Berwin Leighton, the company'’s solicitors,
and deputy chairman of Lex Scrvice PLC.

Non-executive Directors
Miss D O'Cathain was appointed totheBoard on 18th December 1985. Sheis anon-excewmive
director of Midland Bank ple and Sears plc.

Mr ] M F Padovan was appointed to the Board on 2nd August 1582, He is a director of
Barclays de Zoete Wedd Holdings Limited and subsidiary companics.

Sir Leslic Porter was appointed to the Board on 31st December 1959, He was chairman
of the company from 1973 10 1985 and is deputy chairman of Unicorn Heritage PLCanda
director of a number of other companics.

Mr ] A Gardiner was appointed to the Board on 8th March 1988. Heis chairman and chiel
executive of The Laird Group ple.

Dircctors’ Interests
The disclosableinterests of thedirectors and their families at the year-ends were as follows:-

Convertible Unsecured
Ordinary Shares Loan Stock
Bengficial 1989 1988 1080 1988
Sir Ian MacLauria 139,624 136,863 - 750 |
Mr VW Benjamin 75,000 75,000 - -
Mr A D Malpas 53,476 53,015 - -
Mr M Darneil 45,269 44,875 - -
Mr] A Gardiner 6,700 - - - ]
Mr] Gildersleeve 26,553 27,000 - - |
MrFR N Krejsa 65,346 65,346 - -
Miss D O'Cathain 3,075 3,005 - -
Mr] M F Padovan 3,600 3,600 - -
Sir Leslie Porter £,613,890 8,542,453 - 91,014
Mr D E Reid 23,500 - - -
MrD C Tuffin 45,014 44,502 - -
Non-Bengficial :
Sir Jan MacLaurin 90,000 90,000 - 5,000
Sir Leslie Porter 10,381,940 10,174,341 - 85,020

Details of all directors’ share options are given in Note 17 to the Accouats.
Between 25th February 1989 and 12th April 1980 therchavebsen nochanges intheinterests
of the directors in the share capital of the company. None of the dircctors had any material
interest, at any timeduring theyear, in any contract of significancewith thecompany ot any of
its subsidiaries. ] i
TROD WG 25
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DMACTORS REFORT

TESCO PLC

The company operates a perfuriaance related incentive scheme for the full-time
cxccutive dircctors other than those retiing in the near future, The amount of bonus is
dependent un perfonnance vver a ihres-year period, A provisional amount of £1.2m
(1988 - £0.8m) based on the current year's performance has been accrued in
these accounts,

Employment of Disabled People

The group’s policy in relation to the cmployment of disabled persons has developed over
several years and remains unchanged. Full and fairconsideration is giventotheemployment
of applicants who are disabled persons, taking account of their aptitudes and abilitics.
Employees becoming disabled persons are retained in employment where practicable and
fair regard is given to their trafning needs, career development and promotion potential.

Employee Involvement
The group’s employment policy encourages the provision of employment opportunities for
women, racial minorities, disabled persons and disadvantaged groups.

Weblelievein closeconsultation with employees onmatters of concerntothem. Employees
arcencouraged tobecomeaware of, and involvethemselves in, the performanceof thegroup.

Communication with cmployees individually is achicved through the in-house
newspaper, information bulletins and other such publications. Consultative meetings are
attended by senior trading managers with senior management on 2 weekly basis and other
meetings of retail stafl are held at regular intervals. These mectings not only allow
information to be passed to employees and their representatives on matters affecting the
business, but also provide & forum for employecs to communicate with management.

Therc are scveral ways in which employees are encouraged to become involved in the
group’s financial performance. The principal schemes are oncs in which shares in the
company are appropriated to employees and in which they areinvited to apply for options
to acquire shares in the company.

Charitable and Political Contributions
Charitable contributions totalled £372,000 1988 - £344,000). No political contributions
were made,

Number of Shareholders
The number of sharcholders in the company at 25th ¥ebruary 1989 was 78,998 (1988 -
61,775).

Close Company Status
The company is not & close company within the provisions of the Income and Corporation
Taxes Act 1988,

Auditors

Price Waterhousc have expressed their willingness to continuc in office. In accordance with
section 384 of the Companies Act 1985 a resolution proposing the re-appountment of Price
Waterhouse as auditors of the company will be put to the Annual General Meeting.

Annual General Mecting
A separate Circular accompanying the Annual Report and Accounts explains the special
business to be considered at the Annual General Meeting,

By Order of the Board
Michael J Boxall
Secrelary

12tl, April 1989




Accounting

Policies

AU NTS

Rasis ef Accounts

Theacerunts are prepared hiter the hisiorical cost convention and ars tn accordance with

the Companies Act 1985,

Euais of Tongolidetion

The consolidated profit and loss account and baiance sheet consist of the accounts of the

parent company and its subsidiaries, all of which are made up to 25th February 1988
Any cxeess ur deficiency of purchase consideration in relation to the fan value of

attributable net assets of subsidiaries at the date of acquisition is adjusted on reserves.

The group’s share of associates’ profits/losses is included in the consolidated profit and
loss account and added to the cost of investments in the balance sheet,

Stocks

Stocks are valued on the basis of first in first out at the lower of cost and net realisable

value. Stocks in stores are calculated at retail prices and reduced by appropriate margins

to the lower of cost and net realisable value.

Maney Market Investments

Moner market investments are stated at marke: » alue, All income from these investments

is incladed in the profit and L.as acceuns ax interest receivable and similar income.

Fixed faseis and Deyreciation

Fixed a1 -vts include amounts inrespect ofintes ¢ puid, net ofaxation, on funds specifically

related te the hnancing of assets in the course of construction,

Depreciation is provided on an equal annual instalinent basis over the anticipated useful
working lives o7 the assets, alter they have been brought into use, at the following rates:-

Plant, equipn.ent, lixtures and fittings and motor velucles ~ st rates varying from 7% to 30%.

Leaschuold proverties with less than 125 years unexpired are amortised by cqual annual instalments

aver the untex; wred period of the lease.

Nodepreciation is provided on United hngdom {rechold buildings or leasehold buildings

held on leases an excess of 125 years, for the following reasons:-

a) The group fu ‘ows a programme of regular relurbishment and mpintenance of its properties, which
includes the reinstatement of the fabric of buildings, where necessary, in order tomaintain themtoa
high standard,

b} Theproperties wercrevalued by Healey & Bakeras atFebruary 1988 atopen market valueforexisting
useand thevaluationshowed sconsiderablesurplus overbook valuewhichhas notbeenincorporated
in the accounts (see Nowe R to the Accounts).

Accordingly, i theopin ion.o{thedirectors, thetotal realisable value of theland and buildings

is considerably highe th 1 the book value and thetatal residual value of buildings will beat

least cqual to theis bool value.

Leasing

Plant, cquipment and fixtures and fittinga which are the subject of finance leases arc dealt

with in the accounts as tangible assets and equivalent liabilities at what would otherwisc

have been the cost of outright purchase.

Rentals are apportioned petween reductions of the respective habilitics and finance
charges, the latter being calculated by reference tu the rates of interest implicit in the
leases. Thefinancecharges aredealt withunderinterestpavablein theprofitand loss account.

Leascd asscts are depreciated in accordance with the depreciation accounting policy
over the anticipated useful working lives of the assets which generally correspond o the
primary rental periods,

The costs of operating l2ases of land and buildings and othei assets are expensed as
incurred.

Iniorest Payable

Tuterest payable is calculated on an accruals basis. Interest payable on the 4% converiible

bonds 2002 is based on the effective annual rate of taterest throughour thelife of the bonds,

Deferred Taxation and Advance Corporation Tax

Delerred taxation is provided om accelerated capital ullowancrs and other thwing

differences, only to the extent that it is probable that & liability will crystallisc.

Provision for deferred taxation is made at the rate of corporation tax antiipated for
the year in which the timing difference is expecied to reverse,

Surplus advance corpuraticn tax on dividends paid and proposed, which is expecied to
be recoverable, is included within debrors,
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Comnsolidated
Profit and

Loss Accounti

TREMCOM.C

52 wooky eadod 25th Fabruary 1989

Sxies to customers at net solling prices
Value added tax

Tarnover ¢xcluding value added tax
Cost of sales

Gross profit
Administration expenses

Operating profit
Interest receivable less payable

Net surplus on sale of properties

Profit on ordinary activities before
taxation and profit sharing
Employec profit sharing

Profit on ardinary activities
heforetaxation
Tax on profit on ordinary activitics

Profit for the financial year
Dividends

Profil retained

Earnings per share

Excluding net surplus on sale of properties
Including net surplus on sale of propertics

Fully diluted earnings per share
Excluding net surplus on zale of propertics
Including net surplus on sale of propertics

Dividends per share

Ac.aunarg poficie- and noves forming part of these ncopur. 1 are on paps 27 and pagas 81 w42,

HNote

e B |

1960

£m
5,003.4




Balance
Sheets

2%th February 1989

Pixed Asvets
Tangible asscts
Investments

Current Assets

Stocks (goods for resale)

Debtors

Moncy Market investments and

dcposits

Cash at bank and in hand

Creditors

Amounts falling duc within one year
Net current asscts/(liabilities)

Total assets less currentliabilities

Creditoru

Amounts falling due after more than

one year

Provisions for liabilities and charges

Yinereholders’ funds
Called up $'are capital

Reserves

Str Ian MacLaurin

D E Reid

Directors

Note

10

1

12

13

4

16
18

WK GUNS

Consolidated Teaco PLC

1059 1088 1959 1988
Restated Restated

£m fm £fm fm
1,71813 11415.7 - -
0.1 - !4.1 23.8

1,716.4 1,415.7 14.1 28.8

1922 179.0 - -
30.3 488 1,035.9  949.2

7.0 8.0 2.3 6.8
785 273 178 -
317.0 2631 1,066.0  956.0

_____ 6252 5087 708 1161
(308.2) (45.6) 9852  839.9
1,608.2 1,170.1  999.3  863.7
365.3 2941  303.8  285.1
L6 86 (5.0) (2.0
1,081.3 8674  700.5  630.6
768 740 768 740
9545 7984 8237 5366
11,0318 8674 7005 630.6

e,

Accounts gpproved by ihie Board 12th April 1949

feglanpor

I

—
=

e
JW
tfé* uc g

11 JuL 1988
1w )

Acconnting policies nnd notes forming part af these acconnis arc on page 87 and pages 31 1042,
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Consolideted
Statement of
Source and
Applicaticn
of Fands

$0  TMCOMC

52 weeks ended 25th February 1989
Funds gencrated from trading:
Profit hefore interest and taxation
Depreciation

Miscellaneous items

Changes in working capital:
Stocks ~ (increase)freduction
Decbtors - reduction/ (increase)
Trade ereditors - increase
Other creditors - increasc

Changes in fixed assets:
Purchascs of tangible assets
Sales of tangible assets

Funds flow from operations
Interest (net)

Tax paid

Dividends paid

Fundz flow after financing costs and tax
Shares issued including convers® »a e wgagk
Acquisition of businzsses

Net inflow/(outflow) - ¢xurdu

Nethorrowings:
Net borrowings at by gin ing of year
Net inflow/(outflow of funds

Netborrowings atend of year

The movement in net bers vwings in the year represents thed

shown in the opening @21 rlosing balance shoets.

Net borrowings comprise lo..as, + va.drafie wc Snance lease commitments, less onsh,

deposits and investments.

1930 1988
Restatod
£m Lfm
273.8 2108
69.2 61.1
sy a2
3204 2689
(13.2) 8.5
12.3 (25.9)
45.8 30.9
716 299 '\i
165 384
(485.1)  (495.4)
. 1158 185
_ (369.8)  (476.9)
76.1  (179.6)
2.4 15.3
(15.8)  (69.6)
(. a3.8) (344
18.9  (268.9)
32.4  266.6
o= (196.3)
513 (199.0)
SL8 _ (190.0)
(2164 (267.7)
ncebetween theamounts

Aicrcting policics and notes forming part of these acoounts are on page 27 and pugss 91 1o 42.




Notes to the
Accounts
Nete 1

Profit on ordinary
activities

a) Employment costs
during the year

D Nemberol
persons employed

¢) Directors’ emoluments

NOTRSL 7O THE MO0 INTS

Cperating profit is stated after charging the following: 1989 1388

Lm fnm
Depreciation and amortisation 69.2 61.1
Operating lease costs 25.8 22.8
Auditors’ remuncration 0.2 0.2
Staff costs (Note 2a) 458.6 381.9

Cost of sales includes warchouse and transportation costs ane all store operating costs.
Net surplus on sale of properties includes the realised eiement of development profits of
£6.3m (1988-nil).

1089 1988
£m £m
Whages and salaries 4i2.6 35842
Social Security costs 27.5 23.5
Other pension costs (Note 19) 18.6 187

4586 3919

Included within staff costs is an accrual of £i.2m {1982 - £0.8m) for the directors’
performance-related incentive scheme, as referred toin the Directors’ Report, This amount
is not included in the directors’ emoluments analvsed Lelow since the compensation is
dependent upon the cumulative performance overathreey. re ps riod and any entitlement to
compensation will not vest until the 1990/91 inancial yea.

Theaverage number of UK employees perweek during the year was 75,658 {1988 - 71,262) -
full-time equivalent 52,742 (1988 - 50,192).

Aggregate emoluments of the directors ol the parent company were §1,637,764 (1988 -
[1,481,847) including £60,720 (1988 - £45,674) in respect of services as directors.

The emoluments of the Chairman, who was the highest-paid director, amounted to
£267,018 (1988 - £196,951), cxcluding pension contributions.

I o I




NOTES TO THR ACCOUN T

Nate 2 -ontinsod
Stadf Casty
¢} Directors’ emoluments

Nofe 3

Interest
a) Interest receivable less
payable

Other directors’ aggregate emeinnients and Leowoluments clothe - ricployces earning in
excess of £30,000, excludir - »erzion contr dutions, fall within 4. Lolluwing #.zles:

Neite. o1 04 Hi mher of
ditrciors ather et nyoes
wae 1988 1939 1988
From £10,001t0 £15,000 1 -
From £15,001t0 £20,000 ¥ 2
From £20,001to £25,000 t -
From £25.001to £30,000 - 1
From £30,001to £35,000 - - 84 51
From £35,001to0 £40,000 - - 45 20
From £40,001to £45,000 - - 238 9
From £45,001t0 £50,000 - - 12 12
From £50,001t0 £55,000 - - 3 4
From £55,001t0 £60,000 - - 9 4
From £60,001 w0 £A5,000 - - ] 2
From f£65,001t0 £70,000 - - 2 -
From £70,001t0 £75,000 - 1 5 -
From [£75,001tw0 £86,000 - - p 4 -
From £85,001to0 £90,000 1 1 - -
From £90,001to £95,000 - 3 - -
Trom f£95,001 to £100,000 - 1 - -
From £100,001 to £105,000 - 1 - -
From (105,001 to £110,000 1 - - -
From £120,001 to £125,000 2 - - -
From £140,001 to £145,000 2 1 - -
From £200,001 to £205,000 1 - - -
1939 1988
Resuared
L£m £m
Interest receivable and similar income on Money Market
investments and deposits 41.1 36.1
Deduct interest payable on:
Short-term bank loans and overdrafts repayable within § years (48.3) (28.0)
Finance charges payable on finance leases (1.4) (1.9
9% Convertible uusecured loan stock 2002/2007 (0.4) {2.1)
4% Unsccured deep discount loan stack 2006 {a} {6.2) 6.1
4% Convertible bonds 2002 (10.4) (9.8)
10'/2% Bonds 2015 2.7 -
Interest capitalised 30.7 26.4
(38.7)  (20.8)
24 153

2) Interest payable on the 4% unsccured decp discount loan stock 2006 includes £1.2m

(1988 - £1.2m} of discount amortisation.
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Suit § cpatirmesd

intesent Thedirectors havedecided thay, on thegrounds of prudenceand inorder toadopt curren:t best
b} Change of accounting practice, thetrueef ectiverateofinterest throughout thelifeof the 4% convertible
acco.nting policy bonds 2002 should be charged: againse profit, irrespective of whether supplemental interest

(more fully explained in Noie 13 {c)) will actually be paid. Accordingly interest payable
includes aprovision of £5.8n of suchsuppiementalinterest and theresults for Inst year have
been restated to include £5.0m {previously disclosed as acontingent liability) as aprior year
charge. The retained profits brought forward for the current year have been similarly
reduced, net of taxation of £1.7m. Fully diluted earnings per share are not affected by this
change of accounting policy.

Nota 4
Employee This represents thcamount allocated tothe trustees of the profit sharing schemeand is based
Profit Sharing on the profit on ordinary activities before net surplus on sale of properties and taxation. The
amount allocated ranges from ail, if the base profut is below 2.5% of sales, excluding VAT,
to o maximum 5% of the base profut, if it exceeds 6% of sales, excluding VAT,
Note 5
Toxation 1980 1988
Restated
United Kingdzan wazation £m £m
Corporation tax at 35.0% (1988 - 35.0%) 86.7 78.0
Deferred taxation (a) 3.0 1.2)
Prior year adjustments - (2.0)
89.7 74.8
Overseas taxation
Corporate taxes - 0.3
89.7 75.1
Where possible taxation on capital gains has been or will be deferied by rollover relief
under the provisions of the taxes acts (Note 14).
a) The prior year figure has been restated to include £1.7m arising from the change
in accounting policy relating to supplemental interest on the 4% convertible bonds
2002 (Note 3).
Note 6
Dividends 1989 1988
£m Im
Declared interim ~ 1.175p per share (1988 - 1.00p) 18.0 14.7
Proposed linal - 2.325p per share (1988 - 1.85p) 35.8 27.4
53.8 42.1

TRSCOPLC 83



34

NOTES TO THE ACLANUMNT2

Note 7

Earnings Per Share
and Fully Diluted
Earnings Per Share

Noke 8
Tangible Assels

TESCO FLG

-

a) The caleulation of the earnir g« per ordine:v share, incltiding and ¢.  luding net surplus
on sale of propertics, is basell on the prof. wi. cadinary activities after tanation divided
by the weighted average number of ordin::y shares in issuw. Guring the ycar of
1,508,558,946 (1988 ~ 1,407,700,469).

b) The calculation of fully diluted earnings per share, including and excluding net surplus
on sale of properties, is based on the prufit on ordinary activitics after taxation and

after adding:

i) the savings of interest net of corporation tax on the 9% convertible unsccured loan
stock and 4% convertible bonds assuming that they were converted in full 1nto
ordinary sharcs on the first day of the financial year.

it) theinterest income net of corporation tax which would have arisen had all the various
ordinary sharc options granted under the company’s various schemes been exercised
on the first day of the financial year, or at the date granted if later, and the proceeds
invested in 2'2% Consolidated Stock on that day,

Theamount so derived has been divided by the number of ordinary shares inissucat the
beginning of the year together with the weighted average number of ordinary shares
assumed to havebeen issued as indicated above.

Cos?

As at 28th February 1988
Additions at cost (a)
Transfers

Deduct disposals
As at 25th February 1989
Depreciation

As at 28th February 1988
Charge for period

Deduct disposals

As at 25th February 1989
Net book value at

25th February 1989 (b)

Net book value at
27th February 1988

Frecholds

fm

597.3
4.2
204.6

806.1
40.4

765.7

765.7

597.3

Land and Buildings

30 years
or more

Lm

276.2
L9
45.4

323.5
49.4

274.1

10.9
2.0

12.9
0.8

12.1

262.0

265.3

Leascholds
Less than
50 years
£m

20.6
0.1
3.8

24.5
12.0

12.5

i 4
0.6

7.0
0.1

6.9

5.6

14.2

Plam,
Equipment,
Fixwures &
Fiuings &
Vehicles

£m

530.3
66.4
52.1

648.8
30.5

618.3

241.1
66.6

307.7
18.1

289.6

328.7

289.2

Asscts

in Course
of Con-
struction

Lm

249.7
412.5
(305.9)

356.3
2.0

354.3

354.3

249.7

Total
£m

1,674.1
485.1

2,158.2
134.3

2,024.9

258.4
69.2

327.6
19.0

308.6

1,716.3

1,415.7



Node b contrrsn.
Tans: 1o Adincs

HNowed
Investments

HOTES T THE ANLOUNTS

Nojes

a) Includes £20.0m (1988 - £17.0m) 1t 1espece of intevest capitalised uet of tax rediel of
4 10.7m (1988 - £Y.4ni). Accumulated interest capitalised net of tax relief, included
in the total cost above, amounts to £56.3m (1988 - £36.3m),

b} Includes plant, equipment, fixtures an.d fittings subject to finance leases:

Cost Depreciation Net Book Value

LIm fm fm

As ¢t 28th Februacy 1988 47.6 26.9 20.7
Mos =ment in the pertod {0.6) ‘ 4.3 49
As a1 25th February 1989 47.0 1.2 15.8

¢) Market value of land and buildings held as tangible asscts: frechold and leaseho.d land
and buildings ({inclusive of landlords’ fixtures and fittings) ol che group, situated in
the UK, excluding all properties which became operational in the preceding two years or
werein the course of construction at 27th February 1988, were valued by Healey & Baker,
internationalsurveyors and valuers,as atthat date. Theproperties werevalued onthebasis
of open market value for existing use which takes in the RICS defindtion of open market
value, ignoring sy value attributable to a special purchaser with the assumption that the
properties continucas owner-occupied in their existing use thus ignoring any alternative
useof theproperties, anyhopevalue, any goodwilland any increasein valueduetofinancial
transactions suchas saleand teaseback, This valuation totalied £845m and resulted inan
excess over book valucoftheselands and buildings at 27th February 1688 of £218m before
taxation thercon,

Consolidated Tesco PLC
1939 1988 1989 1988
£m £fm £m fm

Subsidiarics ~ shares at cost,
less amounts written otf (a) - - 14.0 28.8
Assqaciates {h) 0.1 - 0.1 -

a} The company’s principal subsidiaries are:
Tesco Stores Ll mited
Tesco Holdings Limited
Tesco Insurance Limited

These subsidiaries cperate and are incorporated in the United Kingdom, with the
evception of Tesco Insurince Limited which operates and is incorporated in Guernses
"I'he above subsidiaries™ shares are owned by Tesco PLC, with the exception of Tesco
Stores Limited which ix who! ; owned by Tesco Holdings Limited.

b) The group has nneassuaated company, Shopping Centres Limited, whose main activity
is property investment in which the group participates on a 50:50 basis. This company
operates and is incorporated in the United Kingdom.

Anamount of £6 3m representing theunrealised 50% clement of the profit on the sale of
three of the group’s properties to Shopping Gentres Limited has been ofisetaboveagainst
the cost of the investment.

There is no recourse to group companies in respect of the borrowings of the associated
company apart from £1.0m which has been guaranteed by Tesco PLGC (Note 21).

THEGO PLU
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ROTYS TO THE ACCDUYTTS

Mo
Debtors

Note 11

Money Market
Investments and
Deposits

Notel2
Creditors
Amounts Failing Due
Withkin One Year

36  THCOPLC

Amounts owed by group companics
Prepayments and accrued income
Advance corporation tax recoverable

Other debtors

Consolidated

1938 1988
£m £fm
4.0 7.7
11.9 9.1
284 32,0
30.3  48.8

£12.1m (1988 - £9.3m) of the debtors fall duc after one year,

Money Market deposits
Bonds and certificates of deposit
(original cost £2.3m)

Bank loans and overdrafts (a)

Trade creditors

Amounts owszd to group companics
Corporate taxation
Other taxation and social security

Other creditors
Accrued charges

Proposed final dividend

Consolidated

1989 1988
£m fm

4.7 1.2

.. %3 68
L4 80

Consolidated

1889 1988
£m Lm
2.1 58.5

332.2 286.4

74,8 20.6
30.3 24.0
117.1 60.8
33.4 31.0
35.8 27.4
625.2 508.7

1953
Em
1,085.2
0.4

0.5
1,985.9

1089
£m

1989
£m
2.1

11.3
12,0
0.7
7.8
1.3
35.8

78.3

Tesco PLC
1088

fm

948.3
0.6

0.3
919.2

Tesco PLG
1988

£Lm

Tesco PLC
1988

fm
64.5
111
9.2
0.7
1.9
1.8
27.4

116.1

a) Bank borrowings in asubsidiary company of £349.6m (1988 - £226.9m) havebeen offset
ugainst deposit balances with the same bank under a legal right of set-off.



MNOTES TO TUE ACCOUNTS

Newss
Creditors Consolidatod Tesca PLC
Amoumnts Palling Due 1989 1988 1939 1988
After More Than One fon R"“;j: £m Rm"}:
Year 9% Convertible unsecured loan stoek 2002/2007 (a - 16.4 - 16.4
4% Unsecured deep discount loan stock 2006 (b)  64.2 63.0 84.2 63.0
4% Convertible bonds 2002 () 115.0 115.0 115.0 115.0
Commercial paper (d} 14.2 17.9 14.2 17.9
Bank loans () - 17.8 - 17.8
Finance leases (Note 15) - 6.8 - -
10'4% Bonds 2015 (D) 99.6 - 99.6 - |
293.0  286.8  203.0  230.1 '
Corporate taxation 61.5 52,2 - -
Other creditors 10.8 5.0 10.8 5.0

365.3 204.1 303.8 235.1 1

a) The company exercised its right compulsorily o convert the 9% convertible unsccured
loan stock into fully paid ordinary shares during the year.

bt TChe 4% unsecured deep discount loan stock is redzemable at & par valuc of £125m
in 2006,

¢) The 4% convertible bonds arc convertible at the helder's option into fully paid ordinary
shares of 5p cach at a current conversion price of 174p per ordinary sharc. Alternatively,
tlic bondholuer has the option of redeeming such bonds at 2 redemption price, including
supplemental interest, equal to 127.625% of the principal amount thereof in 1992, The
bonds may beredeemed at the option of thecompany at apremium reducing annually until
20th February 1993 and thereafter at par provided that themarket priceofordmary shares
is atleast226ppershare. Thesupplementalinterest onthesebonds otalling £10.8m (1988 - |
£5.0m) is shown as other creditors.

d) Commercial paper is sterling short term borrowing raised in the commercial paper
markets in the UK. These borrowings are classificd as medium to long-terin liabilities
as it is the intention to rencw the borrowings as they fall due by the issue of further
commercial papers, or to re-finance by a committed stand-by multi-option facility with .
a group of underwriting banks. The rollover of this facility is gueranteed through a !
five-ycar obligation undertaken by these banks. :

¢) Bank loans represent amounts repayable within one year drawa via a variety of instrn-
ments but which are backed by the multi-option freility referred to in {d) above, and
have therefore been included on the basis of the maturity of the stand-by facility.

f) The10'%% bonds are redecmable at a par value of £100m in 2015,

THOOHC 87 J




Note14
Brovisions for
Liabilities and
Charges
Deferred taxation

Note 15

Leasing
Commitments
2) Finance Leases

b) Opcra.tiné Leascs

THSCO PLC

Potential smutnt

for deieriod tax
on &Il timing
Amount Provided differances
1989 1986 1988 1088
Restated Restatad
L £Lm £m £m

Excess of capital allowances over
depreciation 13.6 10.6 48.5 43.4
Capital gains deferred by rollover relicf (a) - - 9.1 24.8
Other {20} @0 1 08
11.6 8.6 58,7 68.5

Deferred taxation balances in Tesco PLC relate to short-term timing differences.

a) The potential amount for deferred tax in 1989 has been adjusted to reflect the rebasing
of capital gains introduced by the Finance Act 1988.

The future minimum finance lease payments to which the group was committed at
25th February 1989 and which have been guaranteed by Tesco PLC are:

£m
Year to 24th February 1980 7.5
Deduct finance charges allocated to future periods 0.7
6.5
1080 1888
£m L
Net amounts payable are:
Within onc year, included in other ¢reditors 6.8 7.6
Betwceen one and five years - 6.8
88144

Group commitments during the year to 24th February 1990 in terms of lease agreements
in respect of land and buildings expiring are as follows:

1989 1988

£m Lm

Within onc year - 0.1
Between one and five years 0.8 0.7
Beyond five years 24.2 20.7
25.0 21.6




Note 16
Called up
Share Capital

Notel7 ..
Shave Options
ay Company schemes

NOTEE TO VG ACDOUNTS

Authorised: £104,000,000 (1988 - £104,000,000)

Issued: Ordinary shares of 5peach

Number Lm
Issued at 98th February 1988 1,479,546,865 74.0
Conversion of 5% loan stock 39,879,534 2.0
Profit sharing scheme allotment 7,098,476 0.4
Payment of dividends by shares in lieu of cash 1,368,414 -
Share options exercised (a) 8,506,876 0.4
Issued nt 25th February 1989 1,686,395,165 76.8

a) Between 25th February and 19th April 1089, options on 3,000 ordinary shares, 51,007
ordinary shares and 260,250 ordinary shares havebeen excrcised under the terms of the
Exccutive Share Option Scheme (1973), the Savings-Related Share Option Schemc (1981)
and the Exccutive Share Option Scheme (1984) respectively.

As at 25¢h February 1989 the directors were authorised to purchase up to a maximum in
aggregate of 74,169,254 ordinary shares.

The company has three share option schemes:

i) The Executive Share Option Scheme (1978), which has been terminated in respect of
further options as it was for a fixed period of ten years, permitted the grant of options in
respect of ordinary shares exercisable within the period between three and seven years
from the date of grant at a subscription price equal to the middle market quotation
of an ordinary share immediately prior to the datc of grant.

it} The Savings-Related Share Option Scheme (1981) permits the grant to employees of
options in respect of ordinary shares linked to a building society save-as-you-carn
contract for a term of five years with contributions from employces of an ampuat
between £10 and £100 per month, Options are capable of being exercised at the end of
the five-year period at a subscription price not less than 90% of the middle market
quotation of an ordinary share immediatcly prior to the date of grant. It is proposed ta
updatctheschemeat the Annual General Meeting to takeaccount of changes proposed in
the Finance Bill 1989.

iii} The Exccutive Share Option Scheme (1984) permits the grant of options in respect of
ordinary shares to sclected executives. Options are generally exercisable between three
and ten years from the datc of grant at a subscription price determined by the Board
but not less than the middle market quotation within the period of 30 days prior to
the date of grant.,




MOTEE TO THE ACCOUNTS

Hate17 continued
Share Qptions

Bxecutive Share Option
Scheme (1973)

Executive Share Option
Scheme (1984)

&Zvizgs-fé;latad Share
Option Scheme (1981)

(b} Directors’

share options

Share Options granted to
directors in the financial year

The company has granted outstanding options in connection with the three schemes as

follows:

Date of
Frant

21.01.83

Dateof
grant
17.12.84
02.08.85
16.12.85
21.07.86
01.12.86
06.07.87
08.06.88
31.10.88

Datcol
grant
16.08.83
08.08.84
19.12.84
07.08.85
23.07.8G
08.07.87
01.06.88

Numberof
CRECULIVES

45

Numrberofl
executives
377

78

50

124

11

732

46

1

Number of
executives and
employees

6

552

1,836

1,223

2,671

6,266

3,403

Sharcs under
option
25.02.89

191,500

Shares
under option
25.02.89

4,788,400
744,500
408,750

4,758,900
649,863

7,345,290

1,504,671

44,776

Shares
under option
25.02.589

96,676
2,064,840
5,042,865
2,618,681
3,996,351
6,891,207
4,496,112

Subseription
pricep
38.6

Subscription
pricep
70.3

81.6

98.3

126.6
133.0
183.3
148.0
134.0

Subscription
pricep
38.0

47.6

66.5

74.0

114.0
165.0
134.0

The subscription price and numbers of shares have been adjusted as a result of the rights

issues in 1982 and 1985, and the capitalisation issuc in 1987 as appropriste.

Sir Ian MacLaurin
V W Benjamin

A D Malpas
M Darnell

J Gilderslceve

D E Reid
D C Tuffin

Sir Leslie Porter

Exccutive Share Option
Scheme 1984
Number of Shares

Fune October
148,876 -
54,139 -
162,318 -
27,126 44,776
121,784 -
143,372 -
89|291 -

Savings-Relnted Share
Option Scheme 1981

Number of Shares

2.686

The subscription prices were 148p, 134p and 134p and the options lapse in Junc 1998,
October 1988 and Sceptember 1993 respectively.




Note 17 watinved
Share Options

Share Options exercised by
directors in the financial year

Share options

held by directors
and not exercised at
25th February 1989

Note 18
Reserves

a) Share premium
accotint

b) Profitand loss
AcCCOunt

T NOTON T THIE ACOOLMTS

Exscutive Share Option $cheme

1084

Number ¢f Shares

D E Reid 240,000

The subscription prices werce 81.6p on 180,000 shares and 98.3p on 60,000 shares.

Savings-Related

Exceutive Share Option Schemes Share Option Scheme

_— e 978 1984 1981

Nunber Subscription Number Subreription  Number Subseription

of Shares  price por Share  of Shares  prioeper Share  ¢fShamg  prioe per Share
S8ir Tan MacLaurin 30,000 38.6p 516,232 126.6p-183.3p 8,805 66.5p-114p
Mr V W Benjamin - - 182,133 126.6p-183.8p 11,127 $56.5p
Mr AD Malpas - - 303,729 126.6p-183.3p 8,805 66.5p-114p
MrM Darnell - - 185,683 126.6p-183.3p 8,805 66.5p-114p
Mr] Gildersleeve - - 265,784 126.6p-183.3p 8,805 66.5p-114p
MrFR N Krejsa - - 352,650 70.3p-126.6p 18,828 47.6p-66.5p
Sir Leslie Porter - - - - 8,248 66.5p-134p
Mr D E Reid - - 238,862 126.Gp-188.3p 4484 166p
MrD C Tuffin - - 210923 126.6p-183.3p 8,808 66.5p-114p

Between 25th February 1989 and 12th April 1989 therehavebeennochanges in thenumber of
share options held by the dircctors.

Consolidnted Tesco PLC

1939 1988 1989 1988

Rostatad Rostated

£Em fm £m £fm

At 28th February 1988 156.9 180.2 156.9 180.2

Premium on issue of shares less costs 4.5 6.7 4.9 6.7
Capitalisation issue - {(46.7) - {46.7)
Hillards acquisition - 6.9 - (6.9

Conversion of 9% loan stock 14.4 28.6 14.4 23.6

Prolit sharing scheme 10.3 2.6 10.3 2.6

Scrip dividend election 1.6 0.5 1.6 0.5
4% Convertible bonds cxpenses - 3.1) - (38.1)
10%% bonds expenscs (2.6) - {2.6) =

At 25th February 1989 1835  156.9  185.5 156.9
At 28th February 1988 596.9 488.7 399.7 850.8

Movement due to curreacy translation

differences - {0.2) - -
Profit retained (restated) - 132.5 1084 38.5  30.0
At 25th February 1989 . 729.4  506.9  438.2 _398.7
THSOO PLGC
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NOTES YO THR ACCOUMTY

Hote 13 sestiomend

Rusarver

¢} Merger reserve

Note19

Pension

Commitments

Noke20

Capital

Commitments

Note21

Contingent

Liabilities

Consolidated Tesco PLC

121 1968 1289 1968

Restared Restated

Am Lm £m fm

At 28th Febouary 1988 39.8 - - -
Arising on Hillards acquisition o= 396 - -
At 25th February 1989 39.6  39.6 - -

954.5  798.4  023.7  556.6

Inaccordancewith section 228 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 thesc accounts.

The group operates a defined benefit scheme for full-time employces, the asscts of which
are held in separate trustec-administered funds.

T'he pension cost relating to the scheme is assessed in accordance with the advice of an
indeprndent qualified actuary using theattained agemethod. Thelatestactuarial assessment
of this schemewas at 6th Aprii1987. Theassumptions which havethemost significant effects
on theresults of the valuation are those relating to the rate of return on investments and the
rates of increasein salaries and pensions. It was assumed that theinvestment recurn would he
9% per annum, that salary increases would average 7% per annum and that pensions would
increasc at the rate of 4% per annum.

At the date of the latest actuarial valuation, the market value of the scheme’s asscts was
£181m and the actuarial value of these assets represented 100% of the benefits that had
accrued to members, after allowing for expected future increases in carnings. The total
pension cost to the group was £16.9m (1988 ~ £13.7m).

Thegroupalso operates adefined contribution pension scheme for part-time employees
which was introduced on 6th April 1988, The assets of the scheme are held separately from
those of the group, being invested with an insurance company. The pension cost represents
contributions payable by the group to the insurance company and amounted to £1.6m
(1988 - £Nil), There were no material amounts outstanding to the insurance company at
the year-end.

At 25th February 1989

a) There were commitments for capital expenditure of approximately (364
(1988 -~ £306m).

b} Capital expenditure authorised by the Board, but not contracted for, amounted to
£781m (1988 - £643m).

Certainbank loans and overdraft facilities of subsidiary and associated companies havebeen
guaranteed by Tesco PLC, At25th February 1989, theamounts outstanding on these facilities
were £1.1m (1988 — £0.2m).




Anditors’
Repori

Shareholder
Profile

Auditors’ report to the members of Tesco PLC

We have audited the fipar.? - e gtements on pages 27 to 42 in accordancc with approved
Auditing Stand s,

In our apinien, the financial statemeus giveatrue and fair view of the stateof affairs of the
company and the group at 25th kebruary 1989 and of the profitand sourceand application of
funds of the group for the 52 weeks then ended and comply with the Compani: 5 Act 1985.

Price Waterhouse “

Chariered Aecountanis
London
12th April 1989
Shareholder profile
as at 25th February, 1489
Percentage Number ol  Percentage
Number of of number of ordinary  of ordinary
Type of sharcholder sharcholders sharcholders shares shares
Individuals - Malc 32,423 41.0 97,677,494 6.4
« Female 29,523 37.4 97,886,181 6.4
= Joint Accounts 5,501 7.0 8,246,203 2.5
Banks and nominee companies(a) 386 11.2 878.828,225 57.2
Other corporate bodies 2,389 3.0 130.468,117 8.5
Insurancs companies 147 0.2 197,448,084 i12.8
Pension funds 129 0.2 95,840,861 6.2

78,998 100.0  1,586,395,165  100.0

2)These companies Iargelv represent the holdings of institutions rather than those of individuals.

TREGO PLC
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Tew Year
Record

TGO PLC

Year ended February

Reanlts £m
Turnover excluding VAT

Operating profit
Qperating margin?
Interest receivable less payshle

Profit before property profiss, enuployee profit sharing and taxation
Prapert; profits

Profit before employee rrafit tharang and taxation
Net margin?

Employee profit sharing

Profit before taxation

Taxation

Profit after taxation

Earnings per share®

Fully diluted earnings per share (excluding propeity profits)®
Dividends per share?

Productivity £

Turnover per employee®

Prolit per cnployee®

Wages per employee®

Weekly sules per sq it

Retail Statistics

Market share in food and drink shops?

Numbecr of stores

Total sales arca - '000 sq ft

Salcs arca opened in year - *000 sq [t

Average storc size (sales arca) — sq ft

Average sales area of stores opened in the year - sq ft
Full-time cquivalent employces®

Nofes

! 53 week period.

? Based upon turnover exclusive of valuc added tax.

3 Adjusted in respect of 1985 rights issue and 1987 capitalisation issue.

+ Adjusted in respect of 1987 capitalisation issue,

5 Based on full-time equivalent number of employees, turnover exclusive of valuc added tax
and operating profit.

¢ Based on weighted average sales arcaand turnover inclusive of value added tax.

7 Based on Department of Trade and Industry data,

& Based on average number of full-time cquivalent employees in the United Kingdom.




1980 1981 1982 1983 1984 1985 1986 1987 1968 1989
Restated
15308 1,8207  iv9ad 22766 25945  3,0004  3,3553  3,593.0 41100 47177
39.7 51.3 51.5 60.6 £68.9 81,7 104.1 147.7 214.4 278.5
2.0% 2.8% 2.6% 2.7% 2.7% 2.7% 31.1% 4.1% 5.204 5.9%
_ By asn B8 .y @5 04 18.8 2la 153 24
36.5 35.6 12.7 53.5 67.4 81.3 122.9 169.1 229.7 278.9
U.&m n.C B .a*g_.(_) ) 77:_7‘7 ) 56 N 96 _ 8_3 9.4 B 6.6 o !0._7
3.5 558 5 86.7 61.2 73.0 90.9 131.2 178.5 236,35 Z59.0
2.4% WL 3.3% 2.7% 2.8% 3.0% 3.9% 5.0% 5.7% 6.1%
= o - 26 107 186
36.9 55.6 66.7 61.2 73.0 90.9 131.2 175.9 225.6 276.0
e sy 20 ALy (@251 (BL2) (474 (569 (7501 (89.3)
5.5  50.1 547 497 479 597 838 1190 1505  186.3

— e —— =

3.51p 4,98p 5.40p 4.88p 4.67p 5.79p 7.03p 9.51p 10.69p 12.35p
- - - 8.96p 3.83p 4.54p 5.84p 8.05p 9.66p  11.32p
082p _ 086p  1.00p  Ll7p  187p _ 162p 193 243 285  3.50p

38,398 46,913 49,341 56,384 64,279 71,404 77,227 79,386 82,067 89,449
996 1,322 1,274 1,501 1,707 1,944 2,396 3,263 4,272 5,243
3,478 4,401 4,731 5,227 5,800 6,304 6,907 7,355 7,809 8,695

5.10 567 575 632 710 826 914 1023 1L00  1L5A
N/A N/A N/A 5.9% 6.2% 6.6  6.7% 7.1% 7.6% 8.2%
552 554 544 489 361 441 395 337 879 374
6210 6840 7,203 7425 7,362 7,415 7,502 6997 8220 8,542
534 747 532 584 241 352 568 432 655 557

11,200 12,300 13,200 15200 16,000 16,800 19,000 20,800 21,700 22,800
16500 32,500 31,000 33,400 25300 86,800 37,100 34,900 34,300 34,800
39862 38,809 40,421 40,377 40,363 42,020 43447 45260 50,192 52,742
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FRCAMCIAL STATYETNCS

‘Fiveyears in
the iife of Vesco’

3.000 | 3,355 | 3,503 | 4,119 | 4,718

85 86 87 38 80

Turnover not of VAT (£m)}
Compowend Grow By 13% per unmum

2.7 3.1 4.1 5.2 5.9

‘i 85 86 87 88 3%

Operating margin (%)
{Opcrating profit to turnever)

154 | 584 | 8.05 | 9.66 | 1L.32

a5 86 87 82 1]

Pully diluted sarmings per abace inente)

Compowna Gty 2o 1 g0

909 | 131.2] 178.5 | 236.3 | 280.8

85 86 87 88

Profit before taxation (£m)
(Profit ox erdinary actiibes before taxation and profit sharing]

(omperind Gove o T 3290 per anmum

30 |39 |50 157 |é&u

B5 86 87 a8 &9

Net margin (%)
(Fre . Before toxation amd peefif shartag fo tursover)

162 | 198 | 2.43 | 2.85 | 3.50

85 36 87 B3 1

Dividend pex share {(ponce)
Compovnd Lienwth 21% per anawm




714 | 772 | Ta l"ai'l—' e
i

1
L

85 86 87 i 83 89

Turnover per employee {£000)

(futl-time equivalent)
Compourd Grateth 70 per annum

¢26 | 8.14 | 1028 | 1on | 1051

85| 36| 87 a8 39

Turnover per square foot {£)

(Weekly turnever including VAT)
Compoxnd Growth 10% per anmum

0.9 ] 205 | 24.7 | 24.9 | 25.3

85 85 87 38 10

Return on eapital employed (%)

(Prefit before intereat puyabic on
avepage capital empleyed)

PENANCIAL ITATHTION

1,944 | 2,396 | 8,263 | 4,272 5,243.

85 86 87 88

Profst per employoce (£)

(Based on operating profil and full lime equivalent employees)

Compawnd Gromwrh 25% per ankum

170 225 312 407 435
85 86 87 88 | 39

Captial expenditure { £m)

23.9 | 223 | 259
Rights
jssue

Return on shareholdors® funds (4)

{Profit an orrlinary aclivities bofare Mxwtion
and firgfit 1haring te sharohniders ' fundi]
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Notice of

Mesting

TRSCO PLC

Notice is hereby given that the forty-first Annual General Meeting of Tesco PLC
will be held at the Mexchant Taylors” Hall, 30 Threadneedie Street, London EC2 on
Friday 261h May 1989 at 2.30 pm for the following purposes:

1. Te receive and adopt the directors’ report and accounts for the 52 weeks ended 25th
February 1989 (P.esolution 1).

2. Todeclarca final dividend on the erdinary share capital of the company (Resolution 2),
3. To re-clect the following directors: Sir Ian MacLaurin (Resolution 3), Mr M Darnell
(Resolution 4}, Miss D O'Cathain (Resolution §), MrJ M Wemms (Resolution 6).

4. To re-pppoint Price Waterhouse as auditors to hold office until the conclusion of the
next Annual General Mecting (Resolution 7).

5. Toauthorisc the directors to fix the remuneration of the auditors {Resolution 8).

6. To transact any other ordinary business of the mecting.

7. To consider and if thought fit to pass the resolutions set out in the enclosed notice of
special business.

By Order of the Board Tesco House, Delamare Road, Cr.ushunt,
Michael ] Boxall Hertfordshire, EN8 9SL
Seeretary Dated 26th April 1989
Notes

1. Any member of the company whois entitled to attend and vote at the meeting 1s entitled
to appoint one or more proxies to attend and, onapoll, voteinstead of him. Such proxy need
not bea member of the company. To be effective, proxy forms must be received at the office
ol the Registrars of the company not less than 48 hours beforethetime fixed for the meeting.

2. Therewill beavailable for inspection at theregistered office of the company, 1 esco House,
DelamareRoad, Gheshunt, Hertfordshire, during usualbusiness hours (Saturdays excepted)
from 26th April 1989, until the date of the Annual General Meeting, all contracts of service
of the directors with the company or any of its subsidiaries. The contracts of service will
also be availabic for inspection during the Annual General Meeting and for ar least
15 minutes before it hegins,

iiygnod and prodvend by Michasd Setero | irratury Lomated Pruiod w Enghond be Oukley Pres




Moancial Diary

Yerrond
Last Saturday in February

Hall-yoar's renzlis announ:ed
Iate Septem! or

Year’s rosulls announced
Early April

Annuial Report and Acconnts despatched
Late Aprit

Annual Grneral Musting irald
Late May

Dividend
Interim announced late September and paid inlate November
Finalannounced eatly April rad pd inearly July

Intoreat
DecpDiscount Loan Stock paid 31st Jaruary and 37s¢ July
Convertitle Bonds paid 20:h February
Bonds paid 22nd Noveraber




BULK LIST OF SHAREHOLDERS OR MEMBERS

A bulk st (over 10

pages} for the company named below has been lodged
but does not appea

I an this Annual Return microfiche.

if you wish to search the list, please enquire at the Search Control Co




