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OVERVIEW

Tesco around the world

Creat

ng value for
customers across all
our businesses

us

Revenue*

UK

£40.766m

Number of stores

£495m

Number of stores

2,715

Employees

164

Employees

293,676

Selling space (sq ft, % of Group)

4134

Selling space {sq ft, % of Group}

1./m sq ft

1.6%

Employee figures represent the average number of employees duning the year
£ 230 employees across Asia and Europe workin locations other than those hsted
* Revenues are sales excluding VAT and exclude the impact of IFRIC 13

(customer loyalty schemes)

t Revenue for Europe includes France, revenue for Asia includes India

GOPgrowth Economist Inteligence Unit

36./m sq ft
35.4%

Tesco Bank

£919m

Employees

1274




Europe

Revenue* GDP growth
Revenue*t (£m) Stores Employees (% realchange pa)
Republic of Ireland 2,332 130 13,344 -08
I I I Poland 2,156 N 24,932 38
’ Hungary 1,649 205 21,157 12
Number of stores Czech Republic 1,355 158 12,812 23
Slovakia 996 97 9,105 40
'l O 82 Turkey 700 121 8,038 81
}
Employeest
39,559
Selling space (sq ft, % of Group)
.7) O . 2 T} sqft
29.2%
Asia
Revenue*t
£10,278m
Number of stores
1.419
Employeest
— 104,071
In India, we have an exclusive Selling space {sq ft, % of Group)
franchise agreement with Trent,
the retail arm of the Tata Group We -7)5 O m
are supporting the development of . Sq ft
their Star Bazaar format 33 80/
. 0
Revenue* GDP growth
(£m) Stores Employees (% real change pa)
South Korea 4,984 354 23131 61
Thailand 2,844 782 38,395 79
China 1,141 105 27,096 103
Malaysia 794 38 11,023 72
Japan 476 140 4,367 40
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Our core purpose
IS to create value for
customers 1o earn
their lifetime loyalty.

Our Values sit at the heart of our _|_8 1 O/O

business. They are:

Group sales (including VAT)

No one tries harder for customers;

and +12.3%

Treat people hOW we ||ke to Underlying profit before tax
be treated.
+11.3%
Group profit before tax

+10.8%

Underlying diluted earmings per share

+10.8%

Dwvidend per share

To read the Annual Repert anhne
http ffar2011 tescoplc com/

* Underlying diluted earnings per share growth
alculated on constant tax rate bass, 12 8%
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VERVIEW

Financial highlights

Tesco in numbers

UNDERLYING PROFIT
SALES BEFORE TAX

TRADING PROFIT

£6/76bn  +8.1% £3.8bn

£3.7bn

PEOPLE SPACE

STORES

492714 103.om sq ft

5,380




OVERVIEW

Chairman's statement

| am pleased to report another
good set of results in what has
been a challenging year in some
of our markets.

After 14 years as CEQ, Terry Leahy announced his retirement in June
and, as part of our leng-term succession plan, Phlip Clarke replaced
him at the helm in March 2011

Terry s undoubtedly one of the leading businessmen of his generation
Under his leadership we have maore than quadrupled our sales and
profits, expanded into 13 countries outside the UK and entered new
markets such as online retathng and financial services On behalf of
everyone at Tesco and all our shareholders, it1s a pnvilege to thank
Terry for his unnvalled contribution to the success of the business

There ¢ould be no better person to lead us going forward than Phihp
Clarke Philip has worked at Tesco throughout his career, spending
many years In Retall and Commeraal He joined the Tesco Board in
1998 and, as part of his role as Asia, Europe and IT Director, has been
at the heart of many of our most important developments and
operational iImprovements in recent years, such as entry into China,
Turkey and India and the introduction of the Tesco Hindustan Service
Centre (H5C) — our global services arm

I set the Norminations Committee the objective of delivering a seamless
succession and | am delighited with the outcome The handaver process
from Terry to Philip was very smooth | have every confidence that
under Philip's leadership, Tesco will go on to achieve even greater
success in the future

In order for the Tesco Board to better reflect the global nature of our
business, provide more focus on key areas of performance and deliver on
our immediate objectives, we made additional changes in March 2011
Tim Mason has become Deputy CEO and Chief Marketing Officer in
addition to hus role as President and CEO Fresh & Easy

Richard Brasher has assumed the newly created role of CEQ for the UK,
as well as having responsibility for the Republic of Ireland, whilst Dawid
Potts has become the first CEQ of our growing Asia business Laurie
Mcllwee has taken on responsiblity for Group Strategy in addition to
his role as CFO

Andrew Higginson and Lucy Newville-Rolfe will continue in ther roles
as CEQ Retail Services and Executive Director (Corporate and Legal
Affairs) respectively

There have also been a few changes to the Nan-executive members
of the Board this year Rodney Chase CBE retired fram his position
as Deputy Charrman and Sentor Independent Director in July Patnick
Cescau, who has served on the Board since February 2009, has
replaced Radney as Senior Independent Director

Charles Allen CBE and Dr Harald Ensmann, who had both served
an the Tesco Board since February 1999, alse retired 1n July and were
replaced by Stuart Chambers and Gareth Bullock

Stuart, formerly CEO of NSG Group and Pilkington plg, has replaced
Charles as Chairman of the Remuneration Committee Gareth, former
Group Executive Dhrector of Standard Chartered PLC, has joined the
Audit Committee

l'would like to thank Charles, Harald and Rodney for therr excellent
advice and important contnbutions over a combined 30 years’ service,
and also formally welcome Gareth and Stuart, who brning with them

a wealth of international experience and new expertise in financial
services, further adding to the overall strength of the Tesco Board

Dwidend

I am delighted to report that we have again increased our dividend —
for the 27th consecutive year The Board has proposed a final dividend
of 10 09p per share, taking the full-year dividend to 14 46p This
represents an increase of 10 8% on last year's full-year dindend, which
15 In line with the growth in underlying diluted earnings per share at
constant tax rates

Community

This year, we donated over £64 miflion to chanty —again meeting our
target to donate the equivalent of over 186 of our profits to chanties
and good causes

We've made further progress towards our goal of becoming a
zero-carbon business by 2050 This year we have reduced ermissions
from our baseline portfolio of buldings by 7 7%

Qur people

QOur growth over the past year 1s a direct result of the dedication,
passion and hard work of our people — a team which 1s now over
492,000 strong V'm delighted that our share ownership incentive
schemes are helping our staff to get their own personal stake in the
business This year 216,000 employees shared a record £105 5 million
through our Shares In Success scheme On behalf of the Board,

I would hke to thank all of our people for their ongoing commitment
to providing the best possible service for our customers

David Reid ‘l
Chairman
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OVERVIEW

Chief Executive’s review

Building on our success

06 | have inherited a great legacy and | am really
excited about the future. In the end of course, we
know it’s all about performance; that’s what matters
and that's what we aim to deliver. @@

I'm pleased to report that Tesco has once again achieved a good
set of results with good sales, profit and earrungs per share growth,
despite challenging conditions in some of our markets

| am particularly pleased with our progress on return on capital,
where we have seen ROCE grow strongly to 12 9%, representing an
important first step towards aur 2014/15 target of 14 6%, with further
increases to come

In the UK, we have an outstanding core business It made progress in
the year but some aspects of our performance can improve Stronger
sales momentum here Is 3 key prionty and | am confident that the
focus and energy our new UK leadership tearm 1s bringing to the business
will see a return to form in the months ahead as Tesco tries to do its

bit to help customers who face pressure on their household budgets

The increasing scale and competitiveness of our international businesses
are now dniving strong growth in sales, market share, profits and
returns, supported by the generally improving global economic
environment We have built some excellent springboards for future
growth, and whilst there 15 stilt work to do, particularly in the United
States, | am delighted with our perfarmance in Europe and Asia, where
} expect further strong growth this year and beyond

We have set six immediate team objectives against which we intend
to be judged First, keeping the UK strang and growing, second,
we want to be outstanding internationally, not just successful, third,
as the combination of stores and online becomes compelling for
customers, we aim to become a multi-channel retailer wherever we
trade, fourth, we will deliver on the potential of retaiing services —
of which Tesco Bank 1s a big part, fifth, by applytng Group skill and
scale we will give our customers even more value and increase the

4 — TESCO PLC Annual Report and Finangial Statements 2011

competitive advantage to our businesses, and finally, to deliver higher
returns on capital employed for shareholders

Also, as part of gur commitment to commumnities, we want to widen
our contribution from tackhng climate change to broader aspects
of sustamnability

Vision and strateqy

Tesca 1s a business bulli around customers and staff, igh-qualty
assets around the world and multiple opportunities for growth My job
15 to build on this legacy - for all our stakeholders Going forward, there
will mostly be continuity We have a sound strategy, a strong team and
the period of highest risk with the diversification of the business 1s now
behind us However, there will also be some changes, because we know
that we can do some things better and because, as customers change,
so must Tesco

Importantly, there will be no change to the foundations of our business
OUr core purpose — to create value for customers to earn their
lifetime loyalty — and our Values - no one tries harder for customers
and treat people how we ltke to be treated

t have set out a new viston for the future of the bustness | would like
Tesco to be seen as the most highly valued business in the world
Valued not only by our customers, but also by the communities we
serve, our staff and our shareholders

We will win locally by applying our skills globally The key word here
i1s ‘locally” Seven years of running our businesses in Asia and Europe
has taught me that all retaling 15 local But increasingly we are

utihsing the skill and scale of the Group to benefit the performance

and competitiveness of each of our businesses around the warld




We will be a modern and innovative company We'll stay ahead
of the curve, anticipating changes and adapting for the sake of our
custorners and staff

We are, and we will remain a growth company We will continue to
pursue growth in all parts of the business —in the UK, mnternationally,
in services and across general merchandise, clothing and electricals

More detail on our new wision can be found on pages 6 to 13

To put this vision into practice, our strategy 1s evolving —with a shght
change in emphasis which builds on the success of our previous
five-part strategy that has served us so well over the past 14 years

5o our strategy will now have seven parts Much of it will be farmiliar
but wath some important new additions around being a multi-channel
retailer, creating highly valued brands and building our team

* To grow the UK core

* To be an outstanding international retailer in stores
and online

* To be as strong in everything we sell as we are In food
* To grow retatl services in all our markets

* To put our responsibilities to the communities we serve
at the heart of what we do

* To be a creator of highly valued brands
* To build our team so that we create more value

More details on our strategy can be found on page 14

Management structures

We've made some changes 10 cur management structures in order
to equip the business to deliver our strategy and vision This means
CEQs for each of our main areas of focus — the UK, Asia, Services
ncluding Tesco Bank, Europe and the US - being supported by the
integrating functions such as IT and Finance to leverage the skill and
scale of the Group

The biggest part of this change was in the UK, which now has its own
CEC and management board for the first time This will bring more
focus and energy to our largestbusiness Of course, structures don't
manage companies, people do and I'm confident that at all levels we
have the very best team working hard to deliver the best shopping tnp
for our customers

| have inhenited a great legacy and | am really excited about the future
In the end of course, we know it's all about performance, that's what
matters and that's what we aim to delver

Philip Clarke
Group Chief Executive
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To be the
most highly
valued
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OUR
VISION

MOST HIGHLY VALUED BY

TO BE THE MOST HIGHLY VALUED BY

The customers we serve

Qur core purpose Is to create value for customers to earn therr ifetime
loyalty This objective sits nght at the heart of our business as one part
of our Values - 'No one tries harder for customers’

We know that we are already valued by our customers across our
markets Inthe UK, for example, we have the most loyal customer base
of the major grocery retailers and in South Korea, Homeplus was
awarded South Korea's Most Admired Company award in October 2310

The communities in which we operate

For Tesco to be considered a force for good, we must be a good
neighbour and a responsible member of saciety This 1s why
Commurity 1s part of our balanced scorecard approach to running
our business — and why each market has 1ts own Commurnuity Plan,
with promises relating to the environment, communities, responsible
sourcing, healthy living and jobs and careers

Our loyal and commutted staff

We know that If we look after our staff, they will look after our custorners
Work can be a large part of our lives 50 our people deserve an employer
who cares That's why one of our Values is 'Treat people how we like to
be treated’

We are committed to providing opportunities for our people to get
on and turn ther jobs into careers, and across all of our markets we
offer a wide range of competitive benefits In the US, for example,
we pay at [east 75% of medical, dental, prescription and vision costs
69% of employees across the Group who completed our annual staff
survey said that they find their work interesting

69%

of employees across the Group
wheo completed cur annual
staff survey said that they find
their work interesting

Qur shareholders

As the owners of the business, IUs crucial that our shareholders value
Tesco highly Shareholders want a good return on their imvestment
and that's what we will continue to debver for them We have over
200,000 shareholders, ncluding a large number of pension funds
We offer sustainable, profitable growth from a combination of 2
strong core UK business and exposure to rapidly growing emerging
markets Over the past decade our total shareholder return {TSR) has
outperformed the FTSE 100 by 53 2% and we've delivered dvidend
growth for the past 27 years — the longest record of consecutive
increase by any FTSE 100 company

To learn more about our
vision and strategy
http./far2011 tescoplc com/
businessreview/ourstrategy
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Winning locally,

applying our
skills globally
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OUR
VISION

Tesco Clubcard

All retailing s local And Clubcard 1s one of the ways inwhich we
canbe responsive to local customer needs In addiuon to rewarding
customers for their loyalty, Clubcard provides us with insight from
millions of custorner transactions From this we can develop tailored
ranges, promotians and marketing by country or region —in fact right
down to the individual customer viz their Clubcard mailing

The knowledge and expertise of operating Clubcard was developed in
the UK but has now been rolled out to a further 11 countries across the
Group, with more members i Asia and Europe than at home i the UK

F&F

We've been successful at exporting a number of our brands
nternationally, tallonng themn te local trends, needs and price ranges

F&F 15 a good example of how one of our brands has spread globally
and won locally We're bringing the benefits of our Group skill and
scale to ocur buying and sourcing aperaticns, helping te reduce costs
and improve qualty In Central Europe for example, 95% of our clothing
supplier base i1s the same as Ireland and the UK, even though to win in
each market, we adapt our range to local trends, tastes and cimates

F&F i1s now in ten of our markets and 15 the market-leading clothing
brand in the Czech Republic, Hungary and Slovakia We also opened
our first stand-alone F&F store in Prague this year

World-class traiming for national talent

We know that to be a successful international retaiter we need to
combine deep local knowledge with global experience — thisis
why all of our international management teams are a mixture of
nationals and people from our UK business

In additton, the experience of working internavuonally helps us attract,
retain and develop our people —over a fifth of our directors are
currently working outside their home country

Our Academy supports the development of both operational expertise
and leadership excellence Management courses are developed based
on global best practice and then used to train teams in each local
market Our first dedicated Academy centre will open In Seoul -
serving Asia —in July

To learn more about our
vision and strategy

http //ar2011 tescoplc.com/
businessreview/ourstrategy
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A modern
and innovative
company




OUR
VISION

Online retailing

Customers expect to be able to shop where and when they want —

as shopptng habits have changed over the years we've changed too
As we've grown from a UK supermarket chain towards becoming an
international multi-channel retaller we've continued to innovate every
step of the way

We were viewed as pioneers when we first launched an online grocery
business 11 years ago It’s now the largest, most profitable business of
its kind in the world

Using their smartphones, our customers can now scan the barcode
of grocery items, order online and have their shopping delivered to
their home

A leader n green retailing

As a global business we know that we can make a real difference
tackling chimate change — cutting our own emissions, working with
suppliers and helping customers to cut their carbon footprint We also
understand that successful bustnesses need to be green to grow

Qur 2050 target to be a zero-carbon business will be achieved through
improved efficiency and by generating our energy from renewable
sources We're making good progress — over the past year we have
reduced emissions from our baselne portfoho of bulldings by 7 7%

We have pledged to help custamers cut their carbon footprints

by 50% by 2020 We have worked with the Carbon Trust and other
stakeholders 1o develop a unwversal carbon footprint label which
descnbes the emissions associated with each product Since January
2008, we have carbon labelled more than 500 everyday products in
the UK and have started to label products in South Korea, helping our
custormers to make greener choices

500+

Products carbon labelled since 2008

To learn more about our
vision and strategy

http /far2011 tescoplc com/
businessreview/ourstrategy

MAIMIBAD ’

MAIASI SSALISNG

IUBWIANDG |

Slualies [enueuy |

TESCO PLC Annual Report and Finanoial Statements 2011 — 11




A growth
ompany
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OUR
VISION

UK anoutstanding business

We have more than doubled sales and profit in our UK business over
the last decade, cementing our position as clear market leader Yet
there reram significant opportunities for further growth The UK
has the lowest grocery retail space per capita of any country in

the EU, only 54% of shoppers are able to reach a Tesco Extra wathin
15 minutes and we have anly a small share of the convenience sector

Beyond grocery we've developed a strong position in many other
categories such as clothing, electnicals and entertainment But with
a market share of around 4% in the non-food sector there is still
plenty more to come

124%

UK sales growth over the
last decade

International growth

More than two-thirds of our profit growth now comes from markets
outside the UK We opened our first international Tesco store in 1995,
today we're 1in 13 markets across Europe, Asia and North America
65% of our floorspace 1s now outside the UK, and our businesses in
Asia and Europe are cotlectively the same size as the whole of Tesco
was 11 years ago We've built successful, diverse businesses across the
world, yet the journey 1s only Just beginning

We've already developed market-leading, highly profitable businesses
In a number of countnes In Scuth Korea, our largest international
business, Homeplus, already generates £5 billion revenue Yet, if
Homeplus were to grow to have the same proportion of the total retail
market that Tesco has achieved in the UK, the business would be mare
than three times as large as it1s today

During our first decade of international expansion we've proved that
we are able to develop profitable and market-leading businessesn
many of our markets Over the next decade, In addition to further
expanding our established overseas businesses, we are focused an
delivering growth in three of the world’s largest economies China,
India and the United States, which between them offer decades of
future growth

New services

Customers trust Tesco and appreciate that we provide value, simphaity
and good service Ths is our approach with everything we sell and s
the key to our success in following the custormer into new areas such
as banking and telecoms

Tesco Bank in the UK now has over 6 5 million customer accounts
and generates annual profits of £264 milhon We've made particularly
good progress in credit cards In February, one in esght of all MasterCard
and Visa credit card transactions in the UK were made on a Tesco
credit card Aswe broaden our offer —with mortgages launching this
year - we aim to become the best choice for all our customers’
banking needs

We have also established a successful Telecoms business Tesco
Mobile now has gver 2 S million custormners By focusing on value and
good service and through our 194 Phone Shops we are changing the
way that customers buy phones, services and accessories

To {earn more about our
vision and strategy

http Har2011 tescaplc com/
businessreviewlourstrategy
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BUSINESS REVIEW

Our business

Business review

The business review analyses the performance
of the Tesco Group in the financial year ended

26 February 2011. It also explains other aspects
of the Group’s markets, results and operations,
including strategy and risk management

The Directors present their Annual Report to
shareholders on the affairs of the Group and
Company, together with the audited financial
statements of the Company for the 52 weeks
ended 26 February 2011

Our strategy

In 1997, Tesco set out a strategy to grow the core business and diversify
with new products and services in existing and new markets This
strategy enabled us to deliver strong, sustained growth over the past
14 years We've followed customers into large expanding markets in the
UK = such as financial services, general merchandise and telecoms —
and new markets abroad, imtially in Europe and Asia and more recently
in the United States

In order to reflect changing consumer needs and the increasingly global
nature of our business we've evolved our strategy The strategy now has
seven parts and apphes to our five business segments — the UK, Asia,
Europe, the United States and Tesco Bank

14 — TESCOPLC Annual Report and Financial Staterments 2011

Some elements of the strategy remain unchanged The goal ‘to grow
the core UK business' is as relevant today as it was in 1997 The UK s
the largest business in the Group and a key driver of sales and profit
There are many opportunities for further growth and so we will
continue to grow the UK core

Another of our original goals was to be a ‘successful international
retaller’ In 1997, our international businesses generated 1 8% of
the Group’s profits Today they represent 25% and we're now either
number one or number two in eight of our 13 markets outside

the UK So we're already ‘successful’ Qur next step 1s to be an
outstanding wnternational retailer in stores and enline

In 1997, we were largely a food retaler so we set ourselves the challenge
of becoming ‘as strong in non-food as in food' As our business has grown
and we offer an ever wider variety of products to custormers, the term
non-food no longer does justice to all the products and services we sell
We now aim to be as strong in everything we sell as we are in food

Our services businesses have come a long way since we first included
in our strategy the desire ‘to develop retailing services’ Today these
parts of Tesco generate £583 million profit, representing 16% of the
Group total To date this has been largely UK-focused, but as many of our
international businesses have now estabhshed well-known brands in
therr local market, it 1s time to expand our ambitions and aim to grow
retail servicesn all our markets

In 2007, we added a fifth element to our strategy to underpin our
commitment to commumities and the environment We've updated
this objective slightly by emphasising our responsibiities in these
areas Qur goal s to put our responsibilities to the communities
we serve at the heart of what we do

There are two new strategic goals, both of which reflect the way that
Tesco has developed over the last decade and our areas of emphasis
for the future

The firstis to be a creator of highly valued brands Our brand has
evolved from a logo above a few stores i the UK to a multitude of
store, product and service brands across the world Building brands
gives our bustness maore meaning with our customers On one level,
this relates to our Retail brands such as the Tesco brand itself, but it also
refers to our Product brands such as F&F and Technika and our Pillar
brands such as Fmest and Value

Qur final goal 15 to build our team so that we create more value

As our business continues to grow and diversify we need more leaders
to run the many substantal business and support functions within the
Group Our leaders not only have an mportant reie today, but also have
a responsibility to help build a bigger and better tearn for the future

Our progress in these areas 15 reviewed over the following pages




Our seven-
part strategy

To grow the UK core

16

To be an outstanding international
retailer in stores and online

To be as strong in everything
we sell as we are In food

26

To grow retall services
in all our markets

30

To put our responsibilities to
the communities we serve at
the heart of what we do 3 4

To be a creator of
highly valued brands

38

To build our team
so that we create
more value

42
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BUSINESS REVIEW

Growing the UK core

To grow the UK core

In our market-leading UK business, we have delivered
a solid performance by keeping our focus on the
customer, providing them with great value, choice

and service.

£446bn 5.5%

UK sales Salesup

£2.5bn  3.8%

Trading profit Trading profit up

6.1%

Trading margin

16 -—— TESCO PLC Annual Report and Fimancial Statements 2011

Introduction and market context

The UX economy 1s in recovery but consumers have been under
pressure this year due to a combination of lugh petrol prices, food
and utdity inflation and, more recently, the VAT increase As a result,
we're experiencing a pentod of unusually subdued industry growth
Excluding petrol, like-for-hke growth in the mdustry has been
significantly lower than last year

Against this backdrop, our UK business has delivered a solid
performance Total UK sales were £44 6 billion, growing by 5 5%,
which was ahead of the market UK trading profit increased by

3 8% or by 6 4% before the effects of our sale and leaseback
programme, principally the additional rents incurred

Clubcard

Clubcard 1s our urique customer loyalty programme — our way of saying
‘thank you’ to our customers It s now mare popular than ever before,
with active membership of over 15 milion customers, compared to

13 milien at the start of 2008/9 Customers who say they would prefer
a Tesco 1o open In thewr area rather than a competitor store ate
Clubcard as the main reason

Clubcard continues to be a significant driver of growth for our business
and ensures that our customer base continues to demonstrate
considerably higher levels of loyalty than our competitors For most

of 2010, Clubcard was the number one reason behind customers
switching to us for their weekly shop

Customers have responded well to our new and up-weighted Clubcard
imitiatives  Three million customers participated in the Big Clubcard
Voucher Exchange promotions held in August and November, which
provided new ways to get more value from vouchers through category-
specific deals We have seen 60% growth in Rewards through our
Partner Reward Scheme as customers recagmise that Clubcard 1s about
more than just earning money-off vouchers and that they can use
points as currency In other areas of their lives




CLUBCARD

Clubcard continues to play animpartant role in earning customers'
loyalty We've continued to invest in Double Potnts, we have
introduced the Big Clubcard Voucher Exchange and we have
expanded our Partner Reward Scheme

No.

reason for customers
switching to Tesco
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BUSINESS REVIEW

2,000

Growing the UK core
Over 2,000 new and improved
products
Self-service transactions
per week
Stores Price

New space has continued to drive sales growth We've opened over
200 new stares in 2010/11 and have a strong opening programme
for the caming year

We have seen particularly strong growth in our conventence format,
Tesco Express, with over 150 new stores and have acheeved sigruficant
share gain in the convenience sector This growth follows our work to
tailor the range and promotions in Express to better suit the needs

of our customers locally Overall last year, we had 80 million more
customer visits to our Express stores than in 2009/10

We have also refreshed or extended over 400 stores this year, receiving
a great response from customers For example, we've added 7,000 sq ft
to Wembley Extra, expandmg our World Foods offer to meet better the
needs of customers in the local area — the store 1s outperforming

by 16% and over three-quarters of customers have told us that it
greatly improved

Range

Our customers tell us that quality Is Increasingly important to them,
it 1s not simply about finding the cheapest product We have
stepped up our emphasis on quality, with accelerated product
development, leading to the introduction of over 2,000 new and
improved food products

The increasing importance of quality for customers 1s also supported
by the strong performance of our Finest range, which has outpaced
the growth of other areas of our food range, with a 6 3% increase

tn sales this year

Many of our customers want to buy locally sourced products to support
therr local communities We are always looking to expand our network
of good local suppliers and to support them in bullding capaaty to grow
their businesses and supply us at a national level

We have five dedicated regional buying offices throughout the UK and
in 2010/11 we increased sales of local products to £1 billion, up from
£850 million in 2009410 Tesco is the first UK retailer to launch a website
dedicated to local foods, at www tesco comflocal

We've also worked more closely with farmers and growers to increase
the amount of British preduce in-store This year, for example, we sold
over 40% more British apples and pears
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We remain focused on delivering the best value to all customers

The launch of Essential Savings in May was an investment in lower
prices on the everyday products which our customers buy We have
introduced more multi-buys into the promotion programme to help
customers save money We also launched our Price Check initiative this
year Price Check enables customers to check the pnice of iIndividual
praducts and the total price of therr shepping online When we compare
our customers’ baskets with Asda's prices, nearly 80 per cent are the
same price or cheaper In Tesco than they would be in Asda Together
these initiatives have helped us to maintain our leading positien in a
highly competitive market and to encourage customers to switch to

Tesco throughout the year

REAL FOOD

This year, we launched the

Tesco Real food magazine

The monthly publication, which
15 available for free in our stores,
provides customers with recipes,
cooking tips, nformation on
healthy eating and updates on
new Tesco products The magazine
has become Britain's largest food
title with a arculation of 1 2 million

Real food can be found online at
www tescarealfood com With
over 1,000 recipes and a food
blog, the site gets 2 2 million
page views per month

We've also launched an
innovative service for customers
to receive great recipes via SMS
Customers are able to send a text
message including two or three
key ingredients and in return
recerve an automatic reply with

a delicious recipe suggestion




1,000+

Recipes on www tescorealfood com

STAFF TRAINING

We have trained 80,000 staff
this year in Every Little Helps
skills for checkouts

EVERY COMMENT HELPS

Over 20,000 of the comments
that we have received have been
comphments about the service
which our customers have
received This s testament to
the hard work and commitment
of our teams in-store

Qur 'Every Comment Helps'
InitIative encourages custormners
to give instant feedback on their
shopping trip — ncluding both
the customer service they receve
and the range of products we
offer Customers are able to share

their feedback via text or email All of the comments have helped

us to understand what's impaortant
to our customers and identify
where we can do better We are
putting plans into action based
on the feedback we receive so
that we can do even more to
improve our customers’ shopping
expernence

Availability

We have maintained high levels of avallability this year through a
number of programmes, from better promotional forecasting through
to improved processes for monitoring availabality in our stores

Qur customers are benefiting from this work and have noticed the
improvernents — customer satisfaction with availability 1s at a record
high —up 7% from last year and 13% from the year before

We have had great success with our autormated weather forecasting
technology which accurately adjusts store orders and delivenies based
an customers’ shepping habits in different weather conditions in 14
individual regions nationwtde We have also delivered a comprehensive
plan to improve availability in our Express convenience stores, resulting
in @ 25% reduction in the number of out-of-stock items in the evenings

Service

We work continually to improve service for our customers We have
trained over 80,000 staff this year In Every Little Helps skills for
checkouts, supporting them to deliver helpful, fnendly and efficient
service We also know how important it 1s for our customers to be able
to choose the checkout that is right for them, so we are working to
create the ideal configuration in each of our stores based on the local
customer profile

This year, we have continued to use technology to help deliver great
service Qur self-service checkouts provide customers with a quick and
easy option and currently account for over ten milhon transactions per
week Ourtnals of Scan as you Shop, which uses hand-held technology,
have gone well too
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BUSINESS REVIEW

Growing the UK core

Tesco UK: a growth business

Tesco in the UK 1s an outstanding business.
We are clear market leader in food retail with
the broadest customer appeal, widest range
of formats, market-leading systems and
processes and the world’s leading customer
loyalty programme — Clubcard.

We are the largest private employer in the UK,
offering market-leading pay and rewards to
our staff, and we're a leader in tackling climate
change We also generate outstanding
financial performance with the highest sales
densities, profit margin and return on capital
of any company In the sector

Delivering for customers

Our success begins with delivering a great shopping trip in every store
Behind our Every Little Helps philosophy he world-class systems and
processes for property, buying, distribution, ordering, store operations
and marketing

We also have the widest range of any food retailer including the leading
own label range Finest and Value are the two largest food brands in the
UK - bigger than Coca-Cola — each with more than £1 bilion of sales
per year
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Through Clubcard we are able to reward our customers’ loyalty and
at the same time use the insight from the data gathered to better
understand our customers’ needs so that we can keep improving
the shopping tnp

By delivering for customers every day we have built the most loyal
customer base of any of the major food retailers

People

Our people work incredibly hard every day to serve our customers and
give them the best shopping trip 90% of our store staff tell us that they
are commutted to doing their best when working at Tesco and 71% say
they enjoy working for Tesco

80% of our store staff tell us they are satisfied with the benefits they
raceive, which is reflective of our market-leading level of pay

Chimate change

As a retall business, we know that we can make a real difference In
tackling chmate change — cutting our own erissions, warking with
supphers and helping customers to cut their carbon feotprint

In our UK business, we have led the work on ¢hmate change and for
the second year runrung, we have reduced our absolute emissions —
this year by 5% despite space growing by 7% as well as significantly
reducing ermissions from our baseline portfolio of bulldings

Outstanding financial performance

We operate a batanced scorecard approach to managing the
business, based on the ‘Steering Wheel’ segments Customer,
Community, Operations, People, and Finance In order to achieve
sustainable profitable growth over the long term we must deliver
on all these prionities

This approach means that we have delivered consistently strong
financial performance each year, which has led to remarkable
performance when looking over a number of years — showing the
cumulative effect of consistent growth The chart below shows the
consistency and speed with which we have grown relative to our
major UK peers




We have also consistently delivered superior financial performance to
our peers in terms of profit margin and return on capital, which in turn
has helped us invest in our customer offer and in further expansion

- new stores, new businesses (e g banking and telecoms), new
channels (e g tesco com) and new countries

Future growth

The UK offers significant opportunities for growth for Tesco —in
grocery, in non-food categories and in services

The UK grocery market is mature, but far from saturated The UK has
the lowest grocery space per capita of any country tn the EU and only
about a third of that of the United States

An important indicator of the scope for future growth of grocery space
in the UK 1s that when new stores open the impact an existing stores 1s
mirwmal We track very closely every store opened in the UK — by Tesco
and our competitors — and the impact of these new stores on Tesco'’s
sales has remained consistently below 1% of our total sales for many
years The performance of our own mature stores opened in recent
years 1s exceeding business plan forecasts and our profit margin and
return on capital in the UK continue to strengthen

There 1s sigruficant opportunity and demand for Tesco to grow its stare
network — for example, only 54% of UK shoppers are able to reach a
Tesco Extra within 15 minutes

Convenuence stores form another important segment of the grocery
market Traditionally a fragmented market, Tesco was the first of the
major retailers to develop a convenience format on a national scale
with Tesco Express We now have 1,285 Express stares but this still
represents only a small market share in the converience segment
and we have many years of future growth

In addition to food {and ather grocery items such as household and
tolletnies), Tesco has developed a strong offer in categones such as
electnicals, clothing and entertamnment In these ‘new’ general
merchandise areas we only have around a 4% market share in a large
fragmented market With a large and loyal customer base, the leading
store network and a strong online platform, we have a tremendous
springboard frorn which to grow our market positions in these segments

We have also followed our customers into services such as banking,
insurance and telecoms, bullding on our brand reputation for value,
simphcity and great service We have bullt successful businesses, such
as Tesco Bank and Tesco Mobile, which are already making a significant
contribution to sales and profits There remaims enormous patential for
future growth in these areas, through expanding our range of products
(particularly in banking with mortgages and current accounts) and by
Increasing our penetration of Tesco's 15 million Clubcard customers
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BUSINESS REVIEW

To be an outstanding international retailer

To be an outstanding
INternational retailer
IN stores and online

Overall, our businesses across Asia, Europe and the
United States have had a strong year, with improvements
in sales, profits and returns in most markets.

E 1 1 O b E 5 7 O Introduction and market context
- n I I I Most of our markets have seen steady economic improvemnent
over the past year and in some cases — particularly in Asia— sharp
Asia sales Asia trading profit improvement Countnies hardest hit in the downturn —in particular

Hungary, Ireland and the United States — have been slower to
recover, although even there we are now seeing signs of improverment

A particularly encouraging feature of our performance in Asia and

Europe has been excellent market share growth, with many of our
£1 n £ 2 7m businesses seeing strong growth in both customer numbers and
o like-for-like sales

We have resumed a faster pace of new space opening now that
economuc conditions are generally improving We opened 6 5m sq ft
of gross new space in 2010/11, compared with 5 1m sq ftin 2009/10
and plan to open a further 8 4m sq ft duning the current year

£502m

US sales Our businesses in Asia have delivered another good performance
leading to increases in sales and profits — supported by improving
like-for-like sales growth, a useful contribution from new stores and
further benefits from our acquisition in South Korea in 2008

Europe sales Europe trading profit

As econormies In Asla recover, we are seging improving sales trends
Our performance was helped by favourable exchange rate movements
but nevertheless profits grew by almost 18% at constant currency rates

Our businesses in South Korea and Thailland opened 56 and 119
stores respectively and delivered excellent sales and profit growth during
the year as these economies rebounded sharply from recesston =2
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THAILAND

Tesco Lotus, our business in Thailand, 15 one of our most successful
internatronal businesses wath strong profitability and the highest
return on capital of all our overseas markets We now operate

782 stores with 11m sq ft of space, having added a further

119 stores in the year

1%

Sales in Thailand
up 21%
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BUSINESS REVIEW

To be an outstanding international retailer

21.5%

Asia sales growth

ANSHAN
In October, we opened our fourth
Ufespace mall — our largest so

far —in Anshan, China Over
600,000 customers flow through
our four Lifespace malls each
week We plan to have up to ten
malls open by the end of the year

HOMEPLUS - AWORLD-CLASS BUSINESS

Homeplus in South Korea s

our largest business outstde the
UK, with revenue of £5 bilhon,
making the business larger than
many FTSE 100 compantes

We entered South Korea through
a partnership with Samsung

and opened our first two
hypermarkets in 1999 Today

we are a sophisticated multi-
format —and moving to multi-
channel - retailer with 354 stores
and we employ over 23,000
people Injust a decade we have
grown from two shops to become
the second largest retailer in the
country and we're closing in on
the number one position

And there is plenty more to come
with significant potential for
growth The orgamised modern

retail trade in South Korea still
represents arelatively small
proportion of the total market
—Just 54% of total retail sales
We are already the market leader
n the rapudly growing grocery
home shopping sector and have
recently launched our general
merchandise website We're
also using our admired brand,
strong store network and large
customer base to develop our
retall services offer

Together with delivering
outstanding financal
performance, we are aiming

to be the most respected
corporate brand in South Korea
and we've already been awarded
South Korea's Most Admired
Company award
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< In China, we are pushing ahead with our expansion plans, opening
a further 19 stores in the year, including five Express stores Qur
nvestments in equipping the business for faster growth, combined with
our store roll-out being slower than planned, meant that we made a
small overall loss 1n the year

After a sharp contraction in 2009 the economy 1n Malaysia has alse
recovered well over the past year Our business has delivered very good
sales and profit growth driven by continued investment for customers
n prices, promotions and Clubcard

In Japan, falling supermarket industry sales are providing a challenging '
background for our operations and the business continued to make
modest losses We were one of the first businesses to respond to the
devastating earthquake and tsunamiin Japan in March 2011 with a
corporate donation of £50,000 through our partnership with

the Red Cross

Our early plans in India are continuing to progress well Qurlocal
management team is helping our franchise partner, Trent, to develop
its Star Bazaar hypermarket operation

Our Asian markets offer an exciting long-term growth opportunity and
will be a key focus for our future international expanston, both in our
established markets and in China We have continued to invest through
the downturn to ensure that we aren an even stronger position as the
eCoNCIMHC recovery continues

This year we plan to open 5 1m sg ft of new selling area We have also
continued to make good progress in developing strong brands in our
leading Asian businesses with further expansion of Clubcard and our
retail services businesses

Asia results 2010/11

Actual rates Constant rates

£m % growth B growth

Asia sales 11,023 215 97

Asia revenue* 10,278 214 96

Asia trading profit 570 295 175
Trading margin

{trading profit/revenue) 555% 35bp 34bp

* Revenue excludes VAT and the impact of IFRIC 13

“ We have continued to invest
through the downturn to ensure that
we are In an even stronger position as
the economic recovery continues ,,




5.6%

Europe sales growth

EXTRAS IN EUROPE

We've remodelled and converted
eight Extra stores across Central
and Eastern Europe with an
average uplift of 16% See

page 29 for more detail

Europe

United States

Our operations in Europe have delivered record results and strong
growth in sales, profits and margins Recovenng ecanomies generally
helped but key to this performance was the stnking improvernent

in the competitiveness of our local businesses, which won market
share rapidly

We have invested for custorners through lower pnces, sharper promotions
and Clubcard, funded by strong productmty and substantial early
benefits of our pan-European saurang The resulting strong sales
growth has driven an improvemnent in profitability and marging

Sales growth vaned across the region but all markets saw sharply
improved hke-for-ike sales growth compared with 2009/10, with a
good contrnibution also corming from new space

In Ireland, ike-for-like growth in the year was significantly stranger,
and although it was broadly stable duning the second half, the two-year
trend has continued to mprove Despite a decline in consumer confidence
resulting from political and economic uncertamty and the continued
fall in disposable incorme, cur business has continued its strong relative
performance with impressive market share gams

Our business in Poland had another good year, with good growth in
sales and profits despite a period of subdued consumer sentiment
following the Smolensk tragedy

In Hungary economic conditions and consumer confidence remain
challenging but despite this our business made solid progress

Growth in the Czech Republic has been supported by the successful
{aunch of Clubcard — with over 10% of the population already enrolled

A particularly strong performance in Slovakia with double-digst like-for-
like sales growth - has led to a further increase in our market share over
the last year, further consolidating our market leadership

As the economy 1n Turkey has continued to recover, we've resumed
a faster rate of expansion — opening 21 new stores, including ten
hypermarkets — helping to support strong sales growth

With the improving economic outlock we are stepping up the rate

of new stare apening Some 2 6m sq ft of new space was opened in the
year, with a programme to add a further 2 9m sq ft of new space across
the region in 2011112

Europe results 2010/11

Actual rates Cons:ant rates

£m % growth % growth

Europe sales 10,558 56 74

Europe revenue* 9,192 54 71

Europe trading profit 527 12 137
Trading margin

({trading profitirevenue) 573% 30bp 42bp

* Revenue exdudes VAT and the umpact of IFRIC 13

Customer feedback at Fresh & Easy remains excellent and strong
growth in customer numbers 1s dnving steady sales improvement
in each store

Although there s clearly some way to go, with these key elements
rmoving in the nght direction, we plan to accelerate the rate of

new store openings to arcund 501n the current year With the
improvernents in our distribution centre and manufacturing campus
productivity, we now expect to break-even with around 300 stores
rather than the 400 we onginally anticipated

Ourlosses increased in the year as a consequence of the iniial costs
of integrating our two dedicated fresh food suppliers, 2 Sisters and
Wild Rocket Foods, and exchange rate movements These businesses
have now been fully integrated with our existing kitchen operations,
with substantially improved finanaal performance, product quality
and service levels

We expect losses to reduce sharply in the current year as strong growth
in bke-for-like sales continues and tmproved store operating ratios
start to deliver shop-door profitability We have a strong plan for the
business to break-even towards the end of the 2012113 financial year

US results 2010/11
Actual rates Constant rates
im % growth % growth
l“.léuialmssmmmmm e 502 418 381
USrevenue® 495 a8 381
US trading profit/(loss) (186} (127) ©7)

* Revenue excludes VAT and the impact of IFRIC 13
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BUSINESS REVIEW

To be strong in everything we sell

To be as strong in
everything we sell
as we are in food

We've continued to grow sales and expand
our offer in general merchandise, clothing and
electricals and we have a great opportunity to

do much more.

£10.3bn

Group sales

1st

In July, in Prague we opened
our first stand-alone F&F store

£5.3bn

UK sales

3.8%

Group sales growth

Fastest

www tesco comn/clothing the
fastest growing online retailer
involume terms in the clothing,
footwear and accessories market

26 — TESCO PLC Annual Report and Financia! Statements 2011

Introduction and market context

Qur general merchandise, clothing and electnical businesses have
continued to grow, despite the challenges of weak demand in some
of ourimportant markets We have seen some strong key category
and market share performances, which have helped compensate
for the effects of cautious consumer spending in these more
discretionary areas In order 1o align with our new structures,

we will going forward define non-food as general merchandise,
clothing and electricals {excluding health & beauty and household)
Overall Group sales in this category rose 8 8% during the year to
£10 3 billion

fn the UK, hagh petrol prices and increases in VAT have had a
significant impact on discretionary consumer spending Many high
street retallers have suffered from declining sales and have 1ssued
profit warnimgs Tesco has fared better — and maintained market
share - but we haven't been spared the impact of subdued demand
In the UK, general merchandise, clothing and electricals sales grew
by 0 4% to £5 3 bilion General merchandise sales growth was
affected by a smalter component of extension selling space in this
year’s new space programme, with extensions providing just 10%
of new space

In our nternational markets the picture varies considerably by
country Most of our markets in Europe and Asta saw strong growth
In general merchandise as the economic recovery took hold dunng
the year, although a number of markets — such as Ireland and
Hungary - remain challenging




CLOTHING

Clothing i1s a key element of our customer offer in Central Europe
and we have had another pleasing year with 9% sales growth

We are now clothing market leader in the Czech Republic, Hungary
and Slovakia

9%
Clothing sales

growth in
Central Europe
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BUSINESS REVIEW

Strong in everything we sell

23,000

Number of products available
through Tesco Direct

st

First UK supermarket to stock the
Apple 1Pad and Amazon Kindle

TESCO TECH SUPPORT

Tesco Tech Support teams are
now in over 200 of our largest
UK stores provicing our
customers with expert advice
on thewr electrical purchases

UK

Improving the performance of general merchandise inthe UK is one
of our key priorities Gur arm 15 to offer our customers the same great
quality, price and range in our general merchandise offer as they would
find with their Tesco grocery shop The focus is on delivering in three
key areas with the aim of improwving the general merchandise shopping
trip for our custormers

* Investing in making the ranges more aspirational,
* enhancing the shopping expenence with specialist advice, and
* developing our multi-channel capability

Investing in making the ranges more aspirational

We have invested in and expanded our general merchandise ranges
to provide greater appeal to our customers Qur offer 1s already good
but there 1s much more we can do —in particular by offering more
aspirational products, not just everyday basics

In electncals, we were the first UK supermarket to stock the Apple (Pad
and the Amazon Kindle — two of the most sought-after technology
products on the market Keeping in tune with changes in technology
and responding quickly to offer our customers the latest electncal
Innovations 1s central to our strategy and te building our reputation

as aleading retailer in everything we sell

Enhancing the shopping experience with specialist advice

We are investing in our people so that we are able to support and adwvise
our customers when they are making big ticket purchases such as TVs
or mobile phones For example we have 194 Phone Shops offening
customers impartial adwice on phone packages and accessones

In over 200 of our largest storas, we have Tesco Tech Support teams,
made up of staff specifically trained to help customers with technical
queries on electrical items from TVs to cameras and satellite navigation
systems The addrtional advice helps customers get the night product
for therr Individual needs, supporting a reduction In product returns
Alongside our in-store teams, we have a free electrical helpline for our
customers, manned by fully trained engineers, and a dedicated Tech
Support website

Developing our multi-channel capability
Our multi-channel approach makes It easy for our customers to shopin

INTERNATIONAL SOURCING

In order to get the best pnced
and highest quahty products for
OUr cUStomers, we source many
food, clothing and general
merchandise goods globally and
buy many products directly from
producers and manufacturers

Through our Group Sourcing
operations, headquartered in
Hong Kong (above), we can
ensure

* better products confidence in
where and how they are made,

= cheaper costs the cheapest
source of products for all
countries,

* competitive advantage on
range and quality versus
market competitors, and

* knowledge sharing best
practice in how we source,
buy, make and move preducts

This year, we sourced directly
more than £4 billion worth of
food and general merchandise
products at retail value
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a way that suits them — online, in-store or from catalogues Customers
can browse n a catalogue, order online and then collect in-store or they
can order In-store and have the goods delivered to their home This
year, over 40% of Tesco Direct electrical purchases have been made
onhne and picked up in-store through our Chck and Collect service

We've histened to our customers and adapted by expanding our range
We have increased the number of products avatlable through Tesco
Direct to around 23,000, but we need to do much more in order to
compete with the wider ranges offered by other leading online retailers

In 2009/10, we launched our clothing site at www tesco com/clothing
The website, which combines our F&F ranges alongside some other
well-known brands, has been extremely popular with custorners We
are currently the fastest growing online retailer in the clothing, footwear
and accessones market




“ Our F&F clothing brand launched
in South Korea and Thailand this year
and the early response from customers
has been excellent ,’

GOING THE EXTRA MILE IN EUROPE

This year we began the remodelling
and conversion of some of our
older hypermarkets across Central
and Eastern Europe

We're also adding many of the
complementary services such

as Phone Shop, Opticians and
Pharmacy to provide our customers
with a wider range of general
merchandise products We've
achieved very strong sales
Improvements across the eight
Extras completed so far —with
an average uplift of 16% These
refits are delivering particularly
marked uplifts in general
merchandise categories,
tncluding clothing and electricals

We've hstened to our customers
and are making a number of
enhancements to our stores

to improve the shopping tnip
We've extended our range by
introducing gver 5,000 products,
intreduced product-specialist
employees to improve service,
and provided a better shopping
environment through the
introduction of conforming
layout, fixtures and fittings

Europe

In Eurape, general merchandise, clothing and electricals sales were
strong, reflecting an everall improving consumer background and
a strengtheming offer tn our stores

Clothing in Central Europe had a successful year with a 9% year-on-
year growth In total sales We are now the clothing market leader in the
Czech Republic, Hungary and Slovakia Bulding on the success of the
F&F brand, we have introduced our F&F Blue and F&F Basics sub-brands
to provide our customers with a greater range to choose from Qur first
stand-alone F&F store also opened successfully in Prague last year,
highhghting the appeal of the brand in the Czech Republic

In Central Europe, our trio of mid-market MY department stores
showcase our general merchandise, clothing and electncals ranges
including well-known brands such as Lews, FCUK and Disney Qur
flagshup MY Narodr store in Prague and our stares located in Liberec
and Bratislava are traditional multi-floor department stores with open
layouts and a full range of product categones at multiple price points

In the year, all stores made strong progress in like-for-like sales growth
with our brands such as F&F and Go Cook competing well against more
estabhshed luxury brands

Asia

We have seen strong general merchandise sales growth 1n our Asian
businesses — which are predominantly hypermarket operations We saw
particularly pleasing increases in electrical products, with double-digit
growth in Thalland and over 30% in China

Our F&F clothing brand launched in South Korea and Thailand this
year and the early response from customers has been excellent —a very
good example of the skill and scale of the Tesco Group being applied
across our global network

Last year we opened our first three Sports Multshops in Homeplus
stores In South Korea These innovative sports zones are designed to
meet growing customer needs for sporting goods, in a one-stop
shopping environment

Sports Multishop presents our customers with a wide range of high-
quality branded sporting goods, a speciahised bicycle shop, a golf shop
and over ten sports and outdoor brand shops, such as Nike and Adidas,
1n a single 15,000 sq ft location

Sports Multishop has increased sales of sporting goods in these
stores by over 60% with high customer penetration We will open
Sports Multishop In ten more stores this year, with plans for further
roll-out thereafter

SPORTS SHOPS

Our Sports Multishops in
South Korea have increased
sales of sporting goods in these
stores by over 60% with great
customer feedback
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BUSINESS REVIEW

Growing retail services

To grow retail services
In all our markets

This year we've made progress in our retail services
businesses: tesco.com, Tesco Bank, Telecoms and
dunnhumby — our consumer research business.
We've been investing for the customer and laying

the foundations for future growth.

£4.0bn

Retall services sales

6.5m+

Tesco Bank customer accounts

15%

Online businesses sales growth

2.5m+

Tesco Mobile customers

30%

dunnhumby’s sales and profits up
over 30%

* Retail services profit compnises profit from Telecomns, tesco com, dunnhumby
and Tesce Bank, incduding UK store ATM income
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Introduction

In July 2008 when we announced our intention to take full ownership
of Tesco Bank, we set a target to grow the profitabiity of our retall
services businesses from just under £400 milion in 2007/8 to £1 billion

Thus year, we have made creditable progress im moving towards this
target We have attracted new customers, grown sales and profit
and conunued to invest — particularly in infrastructure - to equip the
business far further growth

We want all of our customers, across all of our markets, to have
access to our financial, telecomns and online services We can do this
by applying Group skill and scale and building on the knowledge
which we have acquired from our retall services experience in the
UK, Ireland and South Korea

In 2010/11, total retail services sales were £4 0 billion, up 12% on
2009/10 and trading profit grew to £583 million*

Tesco Bank

Despite a challenging year in the wider banking sector, and as it
completes its transition to full separation from The Royal Bank of
Scotland (RBS), Tesco Bank continues to perform well

The business has made good progress with its systems re-platforming,
which will complete as planned in 2011 We opened our new banking
and insurance service centres in Glasgow and Newcastle in Qctober
2010 All new motor and heme insurance business, including renewal
policies sold since then have, as planned, been written on new systems
We also launched successfully our first new product on our own
banking platfarms — the Fixed Rate Saver — last autumn This has been
followed by our recent innovative retall bond Both of these initiatives
exceeded plan and serve to diversify our funding base and increase the
proportion of long-term funding available to the Bank

The Bank has made progress in key areas - with savings strongly up,
good growth in the loan book with improved margins and an excellent
year in credit cards, with the transaction value up 20% on 200910 The
car insurance book has also resumed growth, having plateaued before
the change of control, despite the inevitable challenges of migration =




TESCO TELECOMS

We now have 194 Phone Shops in stores across the UK and

this year, we have begun to open Phone Shops in our refreshed
Extra stores in Central Europe Our Phone Shops provide our
customers with support and advice so that they can choose the
best option for them

194

Phone Shops
in the UK
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BUSINESS REVIEW

Growing retail services

12%

12% of customer traffic to
tesco com site coming via our
grocery app

£2m+

Our international cathng card has
generated sales of over £2 million
since its launch

TESCO CREDIT CARD

In February, one in eight of all
MasterCard and Visa credit card
transactions in the UK were
made on a Tesco credit card

=» Customer account numbers grew well — in active credit cards by
11%, personal loans by 17% and motor insurance by 8% Our Fixed
Rate Saver product significantly exceeded expectations and we ended
the year with a balance of £397 million, 40% higher than planned, and
we now have one, two and three-year options available for customers
The range of products available for customers wil be broadened further
this year with the planned launch of mortgages

The Bank’s bad debt position has significantly improved year-on-year,
with the charge to the income statement 26% lower, despite the
growth in lending, as credit card and loan defaults reduced, helped by
good management of bad debt and the quality of our new business
This excellent progress on bad debt has also resulted in anincrease in
the release of the fair value provisions we made in the Group balance
sheet on acquisition Based on a lower than expected level of claims,
we have also released some of our provisions for customer claims
against payment protection insurance policies

These strong elements of the Bank’s performance mean that we have
been able to offset the substantial extra provisions made in the year
related to bodily injury claims in our motor insurance business — a trend
affecting the whole industry — and the costs of migration, yet still
delwer increased trading profit

The baseline profitability of the Bank — befare provisions movements
and the adjustments required under acquisition accounting — continues
to improve steadily, whilst absorbing the higher costs of migration away
from RBS We expect further improvernents in the baseline profitability
in 2011/12

Our Core Tier 1 capital ratto has nsen substantially — to a healthy 15 9%
at the yearend The strong growth i the Bank's deposit base means
that we have a significant excess of deposits over loans, as we build out
balance sheet capacity ahead of the planned launch of mortgages
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tesco.com

Cur online businesses, including online grocery and Tesco Direct, had
another strong year Taking mnto account our aperations in South Korea
and Ireland, total sales grew by 15% Our UK operations continued to
grow well, with double-digit growth in grocery and a further 30%
increase at Tesco Direct

We have worked consistently over the past year to innovate for
customers i our onhne businesses so that we can provide them with
a better online shopping trip Our work on upgrading our tesco com
website has enabled us to launch an iPhone grocery app, which has
been very popular — accounting for over 12% of customer traffic to the
tesco com site

We know that our customers lead busy lives and love the convenience
of our home grocery delivery service, so this year we have invested to
make life even easier for customers In the UK, we have successfully
launched cne hour delivery slots in London and we have been trialhing
a new Chck and Collect service for groceries, which allows people to
order onhine and collect their items from a stare

So that we can support our growth momentum, we have increased our
UK-wide delivery capacity by adding an extra 350 vans to our fleet and
we are currently inalling a new scheduling system to Increase the
efficiency of ourvans

Tesco Direct provides a platform to extend the reach of our general
merchandise, clothing and electricals offer through the internet and
catalogues This year, Direct has achieved strong growth of 30%,
including clothing onhne, which represents solid progress against a
backdrop of continued pressure on household budgets through 2010
and early 2011

Throughout the year, we have made significant investments in our
stores to imprave the multi-channel shopping offer which is available
through Direct For example, customers can order onhne and pick up
in-store or order in-store and have their delivery dropped off at therr
door We have added 30 new Direct desks and 89 Coltection Points and
we now have 11 Order and Collect stores

In South Korea, we have launched a general merchandise website

to complement the current grocery site The new website launched

n January Our online business has performed well in Ireland with

a 15% increase in safes and 12 5% increase in orders In the next year,
we are launching online shopping sites i the Czech Republic and Poland




“ In South Korea, we have
launched a general merchandise
website to complement the

current grocery site. ,,

Tesco Telecoms

Our Telecoms business grew well during the year, maintaining strong
market share, driven pnrmarily by the growth of Tesco Mobile In 2010
Tesco Mobile was one of the fastest growing UK mobile networks,
growing its custormer base by 24% to over 2 5 million

Customers have responded positively to an increase in the number
of mobile handsets we are offenng, including the latest smartphones
from Android to HTC models

In 2010, we entered the international calling card market The market
has recently been investigated by OFCOM and Tesco was one of the
top perfarming service providers praised for its value, clanty and
customer service Our international calling card has generated sales
of over £2 million since launching and around 16,000 cards are sold
In-store every week

Our Tesco Maobile joint ventures with O2 in treland and Slovakia are
performing well Both businesses are growing strongly and moved
into profit for the first time this year

dunnhumby

dunnhumby has had a very strong year, increasing sates and profits by
over 30% with excellent growth in the UK suppher business and from
its overseas joint ventures with retallers

Following the acquisition of the final 10% of the business in the
first half of the year, dunnhumby s now a wholly owned subsidiary
of Tesco

HOMEPLUS

Homeplus i1s the number one
grocery home shopping provider
in South Korea, delivering just
under 15 milhion orders last year

TESCO DIRECT

In November 2010, Tesco Direct
launched a new mobtle website
allowing customers to easiy
browse for and buy general
merchandise items on their
smartphone

DUNNHUMBY

dunnhumby was founded in
1989 by Edwina Dunn and Clve
Humby with the intention of
embedding customer insight into
the way organisations work By
analysing data from over 340
million peaple in 25 countnies,
dunnhumby helps companies to
put their customers at the centre
of every business decision

dunnhumby uses the insight
generated by data they gather
to allow compamies to iImprove
custorners’ experiences of
shopping in their stores, branding
and marketing They work with
companies to help them tailor
their offer to the needs and
wants of their customers

dunnhumby’s work with

some of the world's biggest
retallers and brands has
demonstrated that companies
which deliver value to customers
through personalisation earn
customers’ loyalty
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This strategic approach of
putting the customer first in
business improves their chients’
like-for-hke sales and profit
margins — or, put simply, creates
measurable value

Employing more than 1,500
people in 30 offices in Europe,
Asia and the Americas,
dunnhumby serves a prestigious
list of companies including
Kellogg's, The Kroger Ca , Muller,
Procter & Gamble, Coca-Cola
and Mars dunnhumby's work
has also extended beyond the
grocery sector to include
partnerships with Macy's, Shell
and the Panera Bread Company

dunnhumby has worked with
Tesco since the launch of
Clubcard in the UKn 1995 and
now works across the 12 markets
where we have Clubcard
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BUSINESS REVIEW

Community at the heart of what we do

To put our responsibilities to
the communities we serve
at the heart of what we do

We work hard to be a good neighbour in the
communities around our stores and provide a
leadership role on the environment. Building
a long-term sustainable business is crucial to

our future success.

£64m+

Donated to local chanties
and good causes

100 3

Community Fairs in the UK

1.7%

Ermisstons reduction from our
baseline portfoho of buildings

Three new zero-carbon stores
in the Czech Republic and the UK

100%

Nutntional labelling on eligible
own-brand food lines

To read gur Carporate Responsibibity
Report online

www tescoplc com/
corporate-responsibility/
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Introduction

Community 15 an essential part of our long-term strategy We are
committed to tackhing the 1ssues that matter to our commurities
and society at large

We have five Community Promises which we have developed by
listening closely to what our customers and staff expect from us
They are

* Buying and selling our products responsibly,
+ Caning for the environment,

» Prowviding customers with healthy choices,

* Actively supporting local communities, and
* Creating good jobs and careers

Each year, we set KPIs in each of the 13 countries where we operate
stores so that we can measure our progress on projects which sit
alongside each of these comrmitments

Pledging to become a zero-carbon business by 2050, for example,
means that we can play our part in tacking cimate change

Chmate change matters to our customers wherever we operate

and by cutting our own emissions, we can make a real difference
We are also working with other businesses to transform the
cansumer goods industry by tackling carbon ‘hot spots’ in the
global supply chain Atthe same time, we are helping our customers
to cut therr carbon footprints by 50% by 2020




SCHOOLS OF EXTENDED EDUCATION

in South Korea, we celebrated the epeming of our 100th School
of Extended Education and took our total to 107 in the year Our
South Karean Scheols provide people with a place to get involved
N a vanety of activities from dance classes to cooking

940,000+

places at our Schools
of Extended Education
In South Korea
this year
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BUSINESS REVIEW

Community at the heart of what we do

£1bn

of locally sourced product sales
n the UK

We want to be highly valued by our local
communities and this year, we have made
good progress with our Community Promises

Buying and selling our products responsibly

In every country throughout the world, our customers want safe,
affordable products Many also want to know that what they buy

15 sourced to robust ethical and environmental standards We want
to provide all of our customers with what they want, whatever their
needs — and we beheve 1t s possible to do this while upholding strong
standards across our business and in our supply chains

We work in partnership with our suppliers to ensure our products are
sourced responsibly We have local technical teams across the world,
working alongside our commercial teams to ensure that our standards
are metn every area of our business, and dedicated ethical trade
managers In key sourcing countries

We continue to engage with our supphers through our Trading Fairly
programme and in Bangladesh, China and South Afnica we help
suppliers and stakeholders address local and national challenges

ZERO-CARBON STORES

We opened our second
zero-carbon store in Jaromé&t,
Czech Republic, in February
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We are also working to strengthen the sustainability of our supply
chains by assisting with export growth InIndia, we held a Tesco Meet
the Buyer eventin Mumbai this year and have been working with the
Jomnt Economic Trade Commuttee to help Indian exporters access
International markets

We have listened to our customers and know that many of them want
to buy locally sourced products to support therr local communities
This year in the UK, we have reached sales of £1 billion for local products
I Turkey, the large majonty of our own-brand Kipa products are
domestically sourced, helping many small local suppliers to compete
with larger international suppliers

Caring for the environment

As one of the world's largest retailers, we have a clear responsibihity —
and a significant oppaortunity — to protect the environment Qur aim
15 {0 create more sustainable ways of doing business

We are reducing our direct impact on the envirgnment, working with

our suppliers to manage resources more carefully In our supply chains
and empowenng our custorners to create a mass movement in green
consumption

We know that retall businesses can play a powerful role in tackhing
climate change We are deterrmined not only to play our part, but
to play aleading role We are working to reduce our own enmissions,
while also engaging with customers, other businesses, suppliers,
non-governmental organisations (NGOs) and governments to
brng about change

We are making reat progress in becoming a low-carbon enterprise

This year, Tesco was named the top retailer in the Carbon Disclosure
Project’s 2010 UK FTSE 350 and Global 500 reports for our carbon
reporting and perfarmance Our global direct carbon footprint in
2010111 was 5 44 milhion tonnes of CO,e (carbon dioxide equivalent)
This year, we continued to decouple our business growth from the
growth in our carbon emissions while our net sales area grew by 8 8%,
our carbon footprint increased by only 1 7%

We opened the world’s first zero-carbon supermarket in Ramsey,
Cambridgeshire, in 2009 This year, we opened our first internationat
zero-carbon store in Jaroméf, Czech Republic, and completed

two more zero-carbon stores in the UK, in Welshpool and Bourne

Together with Unilever, Tesco co-chairs the Sustainability Steenng
Group of the Consumer Goods Forum, and is leading the project
announced m December 2010 to achieve zero net deforestation by
2020 This work involves developing and committing to sustainable
supply chains far palm oil, imber, soy, paper and beef

Providing customers with healthy choices

We want to help our staff and customers to lead healthy lives As a
global business, we know that ‘healthy hves’ mean different things

n our different markets We aim to work with partners in industry,
acadernic and technical experts and governments to understand and
help tackle key public health 1ssues - for example, foed safety, cbesity
and alcoho! misuse




TESCO GREAT SCHOOL RUN

Over one millton paimary school
childrenin the UK took part in

our Great School Run

We have a clear role to play in making high-qualty foods affordable
to everyone, and in giving customers the information they need to
make healthy food choices We can also use our trusted brand to
encourage our staff and customers across the world to adopt healthy,
active festyles

We currently have 100% nutnition labelling on eligible own-brand food
Iines in all of our markets and we offer Healthy Eating brands in seven
countries Our Healthy Eating brands are nutritionally balanced
praducts that have controlled amounts of fats, sugar and salt

Last year, we encouraged over 7 2 million staff and customers to get
active across the world — exceeding our targets in all markets Qur
‘Get Healthy with Tesco Lotus’ programme helped 4 2 million people
get actwve in 2010 through an aerobics competition, an annual “Tesco
Lotus Walkathon’ and football clinics

In the UK, our Great Schoo! Run involved over 1 rmullion primary schaool
children and more than 700,000 custormers and staff took part in
Cancer Research UK's Race for Life and Run 10k

“ We are committed to buying
and selling our products responsibly
to ensure that everyone involved 1s

treated fairly ,,

Actively supporting local communities

The local communities around our stores are home to many of our
custorners, staff and suppliers We want Tesco to be more than a store
tothern This means being in tune with the needs and values of local
communities, engaging positively on the 1ssues that matter to them
and making lasting contrnbutions that improve local areas By doing
this, we ensure we are true to our values, and help build our customers'
Ifetime loyalty

We have exceeded our target of donating at least 1% of pre-tax profits
to chanties and goed causes Intotal, this means that we have donated
over £64 million this year We have also raised £7 2 milhon for our UK
Chanty of the Year, CLIC Sargent

We are continung to roll out our Community Champions across

the Group Cemmumty Champions are Tesco employees who spend

a proportion of their week coordinating actvities in theirlocal
communities Our customers want to feel engaged in their local causes
and the best people to identify these causes are living and working in -
the communities they support We now have over 650 Community
Champians across the Group

In Thailand, we achieved our ‘one million hours' volunteering target,
reinforang our position as the retaller perceived to be most supportive
of local communities Last year in the Czech Republic, our Tesco
Foundation shared £23,700 between 21 NGOs, with the donation
being used for a vanety of schemes from the tutoring of disadvantaged
children through to equipment for disabled people

Following on from the success of our UK Community Fairs initiative in
2009, we in¢reased the number of Commumty Fairs to 100 The farrs,
held up and down the UK, previded an opportunity for local chanities
to s1gn up new volunteers and for local suppliers to showcase therr
products The fairs were a resounding success, with over 10,000 new
volunteers signing up for local projects

Creating good jobs and careers

We have over 290,000 employees across the UK, making us the biggest
private-sector employer in this market, and over 492,000 worldwide
We are dedicated to providing diverse career apportunities for all our
staff worldwide — from positions in stores, to roles for store managers,
buyers, accountants and lawyers This year, we increased the total
number of staff in the Group by 21,000

Our Regeneration Partnership stores in the UK help long-term
unemployed people get back to work and guarantee face-to-face
nterview training for everyone who applies Our successful candidates
have an exight-week training course on Iife skills and confidence
building, after which they beqin work in gur stores This year, we
developed eight new Regeneration Partnerships — bringing the

total to 35 stores, and around 4,000 )obs created for long-term
unemployed people

For more informatton on creating good jobs and careers, see pages
42 to 45
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BUSINESS REVIEW

Building brands

To be a creator of
highly valued brands

Tesco has been an industry leader in branding for many
years using our broad appeal, wide product assortment
and global supply chains to develop businesses that deliver
reliable, iInnovative and great value brands for customers.
The creation and spread of a number of strong brands

has helped us to become a growth company, trusted by
customers, valued by staff, respected by communities
and profitable for shareholders.

A brand s a promise, a set of fundamental principles that define a
product ar business It 1s an intangible representation of what a company
stands forin the minds of its customers and other stakeholders

Retail brands

Product brands Pilar brands
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TESCO VALUE AND FINEST IN THE UK

Customers appreciate the quality and breadth of our range and we are
continuing to innovate In this area, particularly with our Pillar brands

The populanty of our Pillar brands with customers has meant that
Tesco Value has become the second largest food brand in the UK -
ahead of Coca-Cola —with sales of more than £1 billion a year

Tesco Value is only pushed into second place by Tesco Finest More
than half of our customers buy from the Finest range on a regular basis,
from Finest spectacles to Finest Restaurant Collection ready meals,
making it an important component of our sales mix

£1bn

Both Finest and
Value now sell
more than £1bn
each year
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BUSINESS REVIEW

Building brands

Homeplus

received South Korea's Most
Admired Company award In
Qctober 2010

Why are we building brands?

Bulding brands enhances the value of our business by benefiting

all of our stakeholders, including customers, staff, communities and
shareholders Being viewed positively by our stakehalders supports the
creation of a successful, sustatnable and profitable Jong-term business

What's the benefit to both our stakeholders and our
Company of building brands?

By building strong brands through our own products, we offer
customers increased value, choice and quality Customers trust our
brands They are loyal to our brands because they know what to expect
from them and what they stand for With wine, for example, the Finest
logo helps customers to pick out a good quality option without having
to be a connoisseur

Strong Product and Pillar brands give us a key point of differentiation
from our competitors and enable us to continue to meet the changing
needs of our customers Once customers understand the values

that our brands stand for, they are mare hkely to trust in our ability

to diversify into new service areas In financial services, for example,
with Tesco Bank we've brought straightforward and good-quality
banking solutions based on the needs of our customers to a market
charactensed by complexity and poor customer service

Wherever we operate we support local communities, their causes
and the emaronment Through inibiatives such as our Community
Champians programme, Get Healthy with Tesco Lotus in Thailand

F&F

and the UK Tesco Great School Run, we're known to be a good
neighbour By benefiting local commumities, our brand has taken
on new meaning among stakeholders - that of a responsible retailer

By developing a brand reputation for offering great value and service
to customers and being a responsible member of the community, we
can attract great people to work forus As a responsible and flexible
employer with a track record of developing talent within the business,
Tesco 1s also seen as a great place to build a career

The increased emotional and functional loyalty from customers,

staff and communiues generated by our brand bullding has contributed
to Tesco becoming a profitable, sustainable growth opportunity

far shareholders to invest in Investment prowides us with further
opportunities to build and develop our brands across the Group, In turn
allowing us to diversify to the benefit of customers, staff, communities
and shareholders

“ The increased emotional and
functional loyalty from customers,
staff and communities generated by
our brand building has contributed
to Tesco becoming a profitable,
sustainable growth opportunity

for shareholders. ,,

We launched our ¢lothing brand F&F in the

UK 1n 2001 with the aim of offering unbeatable
value for money, not compromised by qualty,
design or provenance F&F i1s now available

1n over 450 stores across the UK and 15 also
available online

As awareness and popularity has grown in the
UK, we've also extended the brand - launching
F&F in nine other markets across Europe and
Asia F&F s already the market-leading clothing
brand in the Czech Republic, Hungary and
Slovakia Asthe brand continues to develop,
we opened our first stand-alone F&F store
{above) - in Prague - this year
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As customners have begun to gain confidence
in the F&F brand, we have also broadened our
range — with sub-brands such as F&F Basics,
F&F Couture (above} and F&F Petite and
extended the brand into hemeware with a
good, better, best hierarchy under F&F Home
Basics, F&F Home and F&F Home Collection




EVOLUTION OF THE TESCO BRAND

When entering new markets across the world
we have broadly followed the same model,
adapting where necessary to reflect the local
culture and sentiment

BUILDING THE NETWORK ————

BUILDINGTHE BRAND ————————

EXTENDING THE BRAND

When entering a new market, bullding high-
quality stores In great locations is a prionity
Cur founder, Jack Cohen, developed the first
store in the UK, which culminated in the 1980s
with the Tesco superstare —still a core part of
Tesco today We've since gone on to develop
hypermarket format stores and smaller
formats such as Metro and Express

It's important that our stores meet customers'
expectations A multi-format stere offer, from
Express to Extra, provides customers with
different shopping trips to suit their vaned
needs In Europe, we are introducing Extras,
offering customers more products and
services, from Phone Shops to Pharmacies

A crucial part of building an effiaient network
1s the ¢reation of centrahsed distribution
centres to serve the store network quickly and
efficiently In Thailand this year, Tesco Lotus
bunit its first Fresh Distribution Centre,
handling over 230,000 cases of food every
day In China, we opened three distnbution
centres to serve our growing network

Once a network has been built in a market,
we can begin to evolve a collection of stores
into a Retail brand and to develop Product
and Pillar brands

Through the introduction of Pillar brands,

in food, for example, we provide custemers
with great choice, value and quality We work
hard to rnake sure that each of our brands 1s
distinguishable and lives up to our customers’
expectations This bullds the crucial element
of trustin our brands It also enables us to
differentiate ourselves from other retailers,
particularly in less developed markets

Clubcard provides us with umque insight

Into our customers’ shopping habints so that
we can continuously work to meet their needs
Clubcard gives our customers a sense of
belonging and says ‘thank you' by rewarding
them for their loyalty As a result, customers
trust in and feel committed to the Tesco brand

N

Once Retall, Product and Pillar brands are
present in a market, customers have an
understanding of what our brands stand for-
they trust in them This means that our
customers have confidence in our abihty

to deliver different products and services,
allowing us to extend the Tesco brand into
new areas

In many cases, the extension of our brand
accompanies changes in our customers' lives
Changes such as the growth of the internet
have led to the creation of new platforms
for our brands with tesce com, for example
We're also nnovating for our customers,
offenng new innovative products, such as
our successful Tesco Bank Fixed Rate Saver

We're now beginning to extend the brand

in a number of our international markets In
South Kerea, we have a number of co-branded
credit card offers to which 1 3 million customers
have signed up, demonstrating the strength
of the Homeplus brand
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BUSINESS REVIEW

Building our team

To build our team so that
we create more value

We are sharing operational excellence and
leadership excellence across the Group so that
we can successfully develop capability and
nurture talent across our growing business.

492714 70%

Increase in the number of female
Directors across the Group

£105.5m

Value of shares awarded under
Shares In Success

Employees

/5%

We pay at least 75% of employee
medical, dental, prescription and
vision costs in the US

1274

Employees at Tesco Bank
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Introduction

We treat people how we like to be treated We want our people to
enjoy working at Tesce Cur pecple do a great job each and every
day by giving our customers the best possible shoppmnag trip

By creating an open environment of trust and respect, our people
feel supparted, they share their knowledge and experience and
work hard to gie our customers great service

We suppart our people, trusting i their ability to deliver while
helping them to reach thesr full potential We encourage our
people to learn on the job and take responsibility from day one

Grving our people an opportunity to get on in their careers is very
important With the increasing breadth of the Tesco business,
our people have a great opportunity to develop therr skills and
experience across new product areas, services and countries

Every year, we build our plans for the year around our People
Promises We want all of our people across all of our markets to

* be treated with respect,

* have an opportunity to get on,

* have a manager who helps them, and
+ have aninteresting job

It’s through our People Promises and our benefits package that we
are proud to say that our people stay with us for a long time Around
half of our Director population has at least 12 years' service

In recogrition of the importance of people across our business,

our Group Personnel Director, Ahson Harner, 1s now part of our
Executive Committee Alison 1s a great example of talent developed
in Tesco, with 12 years of experience across the business in both
Personnel and Operations




CAREER DEVELOPMENT

We believe that home-grown managers make valuable business
leaders because they understand our culture and approach

Qur new CEQ, Philtp Clarke, 1s an example of this, having started
work at Tesco part-time as a schoolboy Across the business, we
currently have almost 30,000 people on development programmes,
gaining the knowledge, leadership skills and qualifications for their
nextrole

30,000

People training for
their next role
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BUSINESS REVIEW

Building our team

FRESH & EASY

Our U5 business, Fresh & Easy,
created over 800 jobs this year
and the opening of our first

11 stores in Northern Califorrmia
created a further 300 local jobs
tn March and Apnl

All Fresh & Easy employees have
the opportunity to work at least
20 hours per week, which entitles
them to comprehensive and
affordable healthcare, wath Fresh
& Easy picking up the majority of
the costs

Recruitment and growth

As Tesco grows and diversifies, we are able to offer more jobs and
broader roles to people in the commurities around our stores, depots
and offices This year we have recruited 21,000 peopte worldwide

Over the past year, the Tesco Bank workfarce has more than tripled
insize As Tesco Bank develops, we have an increasing need for people
to join the team so that we can support the expanding Tesco Bank
customer base The vast majonity of the new Tesco Bank staff are
customer service representatives and team leaders, following the
opening of new ¢all centres in Newcastle and Glasgow this year

Our graduate programmes fast track graduate trainees with high
potential Into leadership posiions This year we have recruited around
140 Commeraal graduates inte UK and Central European buying

and general merchandise roles — the largest number of Commercial
graduates that we have employed since the programme began

Thus is part of our engoing commitment to invest in future leaders

Talent and promotions

One of our People Promises 1s that we will provide ‘an opportunity to
get on’ We promise to support and develop our people so that they
are able to advance in their careers All of our pecpte have discussions
about therr careers and performance and all of our leadership teams
talk about succession plans and talent at least once a year
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We know that to be a successful international retailer we need to
combine deep local knowledge with global experience We are
commutted to developing local leaders i each country we're in
In South Korea, our largest international business, we have over
23,000 employees and just nine people from our UK business

We are also keen to provide opportunities for our people to gain
expenence in our global markets As the business grows, Tesco
benefits from moving our people around, shanng their skills and
expertise across the Group

We want the women in our teams to achieve ther full potential Back
in 1997 1n the UK, we had only 31 female Store Managers, we now
have almost 150 In the last four years in the UK the number of female
directors has increased by nearly 70% across the Group and we have
three women on our Board

There s still work to do Qur Women's Network provides skills
development, mentoring and netwarking opportunities for our female
managers and directors, and this year we're launching our new Women
n Leadership programme QOver 50 women from our UK and European
businesses have been nominated based on their potential to underiake
bigger and broader roles The programme consists of serminars and
courses focusing on confidence, strategic career planning and building
personal authonty

Three women in Tesco are currently being coached as part of the

FTSE 100 Cross-Company Mentoring Programme The Programme,
launched in 2003, involves FTSE 100 Chairmen and CEOs acting as
mentors {0 senior women just below board level in other FTSE
companies The mentors guide and advise women in the management
of their careers so that they are better positioned to be considered for
board appontments Our Chairman Dawvid Reid, will begin working
with hus third mentee from outside Tesco i June 2011

Building capability

As part of our ongoing commitment to building capability, we are
investing in the Tesco Academy Our Academy supports the
development of our people through training courses, netwarking
opportumties and mentoring

Qur Academy 15 especially important to our managers and directors,
supporting them in the delvery of therr day-to-day roles and the
development of their leadership capabilities

In July, we will open our zero-carbon Academy centre in Incheon,
South Korea Asiais a rapidly growing region for Tesco and the
Academy will help us to build capability in the area

Each and every job in Tesco has a clearly assigned training programme
to accompany it We work hard to ensure that every member of our
team receives the operational training which they need for therr job
and the leadership skills which can support their career development

In China, our Store Manager Programme has been created so that we
can recruit and develop peaple to become our future Store Managers
This 1s espeaially important as we expand in this quickly developing
country The programme started in October 2010 with 22 candrdates
taking part Thailland is currently in the process of recruiting candidates
50 that they can launch their own Store Manager Programme




TESCO ACADEMY

Our zero-carbon Tesco
Academy centre in Incheon,
South Korea, will open in July

To read the Annual Report online
http //ar2011.tescople com/

In Malaysia, we have launched our Finance Graduate Programme
Building on the knowledge gained from our UK Finance Graduate
scheme, the Malaysian programme was launched to support our
ambition of becoming an employer of choice for Finance in the country
By supporting and developing local graduates, we can also support the
development of our Finance capability in Asia

Rewards and benefits

Our people do a great job for our custorners and we want them to

feel valued and rewarded We believe that staff rewards should be
compebitive, simple and sustainable to bud trust and loyalty amongst
our employees and assist with hirmg and retention We invest in pay
and, in the UK, we have the lighest basic pay rates for customer
assistants of any major supermarket All of our staff move to higher
rates of pay within a year of joining our business

Across all of our markets, we offer a wide range of competitive benefits
In the US, for example, we pay at least 75% of medical, dental,
prescnption and wision costs

Our staff Clubcard launched in Thailand and Malaysia this year with a
positive reception from our staff, and we are planning to introduce the
staff Clubcard into two further countries later this year The card offers
a discount to staff when they shop in our stores

In the UK we have a defined benefit penston scheme which 15 greatly
valued by our staff and rare among FTSE 100 companies Qur UK
pension provides peaple with an annual ncome at retirement as well
as benefits on 1ll health and death based on their pay and service
Last year we invested over £270 million in our UK staff pensions

Share ownership incentive schemes help our staff to get their own
personal stake in Tesco 216,000 staff shared a total of £105 5 million
when the Shares In Success scheme matured in 2010

OUR FIRST NATIONAL VALUE

S AWARDS CEREMONY

We want our people to feel
valued for the work which they
do In cur business, we have
Values awards which are given
to colleagues to say thank you
when they have gone the extra
mile in theirr work

DEGREE PROGRAMMES

Last year, we had our first ever
Values Awards Ceremony in the
UK The ceremony recognised
the exceptional contnbutions
made by colleagues from all
levels across the business 60
finalists attended the event
from over 6,000 nominations

The nominees were put forward
by colleagues in a variety of
categories from ‘Snow Hero' to
‘Being first for customers’ The
event was a great success and
will be repeated this year

In @ number of cur markets,

we provide our people with the
opportunity to study for a degree
while they work

In the UK and Ireland, we provide
the opportumity for employees
to complete a Retail Foundation
Degree Thisis a two-year retail
degree undertaken by staff
members in association with
Manchester Metropolitan
University The first pilot group
of 17 employees began their
courses in 2007 and graduated
1n 2009

These students spend several
days at university at the
beginning of each term and

the rest of their studyingis
either conducted online, by
telephone orvia email This way,
they earn while they learn, with
Tesco paying all therr fees Given
that university fees are now
much higher in the UK, we
expect the popularity of this
scheme to increase dramatically
Over the past two years, 56
students have graduated and
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over 60% of this population
have progressed to a higher
manageral role

Building on from the success
in the UK and Ireland, in 2008
in Turkey we launched a Retail
Programme in collaboration
with lzmir Economic Uriversity
Whilst they are studying,
students complete vocational
training with Tesco Kipa, which
ensures them a guaranteed job
with us after their graduation
In Turkey, unemployment for
young people 1s especialty high
so the guarantee of a job at the
end of the programme makes
a real difference

60%

of those who have completed
a Retall Foundation Degree
have progressed to a higher
manageral role
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BUSINESS REVIEW

Property

Property — developing and
building stores for customers

Tesco’s property activities have one principal
objective to ensure our customers can benefit
from the best located and designed stores.

As a result of this property development and
management, we also create sustainable,
fong-term, embedded value for shareholders.

Finding the right location

Acquiring tugh-quality property 1s an important component of being
a successful retailler Through our experience cver decades in the UK -
and more recently in international markets —we have market-leading
property skills that help us stay ahead of our competitors

We have built up a substantial set of assets, which in total have a market
value of £36 billion By owning our property we get the benefits of
apprecration in praperty prices —in particular in the emerging markets
in which we operate

The process for creating value in property starts with finding the night
location After acquiring a site and gaining planning consent we design
and build a world-class store We then trade from that store and
In¢rease its value as we grow our sales And then once an asset Is
mature we look to crystallise the value created by selling it and leasing
it back at a reasonable rent This frees up capital which can be invested
In new developments

Flexible, multi-format approach

Qur Site Research departments in each country direct the property
acquisition strategy by identifying optimal lecations for new stare
developments and extenstans This work 15 underpinned by advanced
spatial analysis and a data-led approach that considers our custormers,
competitors, focal market shares and existing store performance

The Site Research teams provide sales forecasts for new stores

using highly accurate, in-house medels built using our existing store
performance, Clubcard data, demographic data, government statistics
and road networks On average we forecast the sales of new UK stores
to within 3% accuracy
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Having multiple fermats — from large shopping malls to Express
converience stores - allows us to fulfil the full range of shopping
missions for custorners and it also gives us flexibiity to adapt to
different local markets and planning regimes In some cases we also
develop mixed-use projects, combining new retall space with residential
development on the same site This enables us to build a store on

a desirable site when otherwise 1t would not be economically viable




SHOPPING MALLS

Tesco is one of the world’s
largest operators of shopping
malls, with approximately
30m sq ft of mall space across
Europe and Asta In these
markets we have found that the
most successful hypermarkets
are located in busy shopping
malls and by owning and
operating our own malls we are
able to ensure we have high-
quality sites from which our
hypermarkets can trade

relationships with retailers
help us to design and fill cur
new malls

Our fastest expansion in new
malls 1s currently in China where
we are rolling out our new
Lifespace mall concept The
bluepnint 1s approximately
400,000 sq ft of retail and family
leisure space anchored by a
Tesco hypermarket We have
four malls currently trading

and expect to have up to ten by
the end of this year We're also
starting to redevelop some of
our older malls around the world
to access therr full potential

In a number of markets we are
starting to convert small stnips
of shaps alongside well-located
Tesco hypermarketsinto large
modern shopping malls, creating
compelling retail destinations

Our mall business 1s a
combination of owning and
operating existing malls - as

a landlord — and buiiding new
malls as a developer The mall
business provides a stable,
profitable income stream — one
that has grown throughout the
recession Our significant
experience in operating malls
and our many long-term tenant

Design blueprints

Property Finance Strategy

Our formats are supported by design blueprints to ensure

best practice s replicated across the Tesco Group We have used

our successful UK formats and experience internationally to build
plans for each of cur formats, as welt as for our mall developments
The blueprints codify guidelnes for the sales area, design standards,
operating procedures, people plans and financial insight They also
allow us to build for less as we standardise building specifications and
fixtures and fittings for Group scale buying

Tesco releases some of the value that it has created through carefully
selected divestments of some of its property, as well as taking
advantage of strong market conditions cffering good ytelds Over the
last five years we have delivered in excess of £5 billion of proceeds in
hine with our stated objectives in 2006 at an average net inittal yield of
4 9% We have also generated profits from property-related items of
£1 3 bilhon over the past five years We have used the proceeds to
Nvest In property assets n growth economies, buy back ¢ £1 1 billion
of our own shares and enhance dividends for shareholders

In the future we intend to deliver £250 — £350 mullion per yearin
property profits, which 1s a sustamable profit stream as it s broadly
equivalent to the value we create through development actwvities
This will require us to divest just over £1 billion of property per year
Ths level of divestment is sustainable as we invest around £2 5 billkion
pet year in growth capital - so the asset base will continue to grow

Itis currently more attractive to divest UK property as yields and
projected GDP growth in the UK are lower than in our overseas
markets Cver ime however, we expect a growing proportion of the
divestments to come from our other countnes as properties mature
Some of these future internationa! divestments will be shopping malls
that have been fully developed in such cases, we will release capital for
new investments by seling the mall to Investors and leasing back the
Tesca hypermarket Importantly, when we do this, it will always be our
objective to manage the malls after divestment to ensure they remain
excellent Jocations from which our hypermarkets can succeed
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BUSINESS REVIEW

Key performance indicators

How did we do?

SALES AND PROFIT GROWTH

] e } j 2008_ B —2_009_ - _2_01_0 B 2011
Group sales growth (inc VAT) 11 1% 15 1% 6 8% 8.1%
UK sales growth (inc VAT) 67% 95% 4 2% 5.5%
International sales growth {iInc VAT) 25 3% 30 6% 8 8% 13.7%
Profit before tax 57% 4 1%** 89% 11.3%
Underlying profit before tax 11 8% 9 8%** 87% 12.3%

RETURN ON CAPITAL EMPLOYED (ROCE)

TOTAL S_HAREHOLDER RETURN

Definition

ROCE 15 defined as profit before
interest after tax divided by the
calculated average of net assets
plus net debt plus dividend
creditor less net assets held

for resale ROCE is arelative
profit measurement that not
only incorporates the funds
shareholders have invested,

but also funds invested by banks
and other lenders, and therefare
shows the productvity of the

Performance

ROCE increased substanually to
12 9% (last year 12 1%) driven
by operational improvements in
the form of strong profit growth,
improved werking capital and
greater capital effictency as a
result of our sale and leaseback
programme We have set
ourselves a target of increasing
ROCE to 14 6% by 2014115

assets of the Group
2008 2009 2010 201
12 9%* 12 8%" 12 1% 12.9%

REDUCTION IN CO, EMISSIONS

Definition

This measure shows the overall year-on-year reduction in greenhouse

gas ermissions from existing stores and distnbution centres butlt before

200617, adjusted to exclude ermissions from acquisittons and extensions

2008 2009

2010 2011

4 6% 4 8%

78% 7.7%

REDUCTION IN CO; EMISSIONS INTENSITY OF NEW
STORES AND DISTRIBUTION CENTRES

Defirition

Intensity is measured as greenhause gas emissions/sq ft The measure
indicates the average reduction in ermissions intensity of all new stores
and distnbution centres built since 2006/7 (the base year}

2008 2009

2010 2011

147% 253%

28 8% 28.8%
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Defirution

Total shareholder return s the
notional return from a share and
1s measured as the percentage
change in the share price, plus
the dividends paid This is
measured over the last five years

CAPITAL EXPENDITURE

Definttion

The additions to property,
plant and equiprnent,
Investment property and
intangible assets

* AT KPIs are for 52 weeks ended 26 February 2011, 52 weeks ended 27 February 2010,
53 weeks ended 28 February 2009 and 52 weeks ended 23 February 2008 unless
otherwise stated

*+ Restated for IFRS 2 and [FRIC 13

t Using‘normalised” tax rate before the start-up costs in the US and Tesco Direct, and
excludes the impact of foreign exchange in equity and our acquisition of a majenty
share v Dobbies

t Internet sales growth defined as total tesco com and online telecoms sales grawth




INTERNET SALES GROWTH

15.2%

‘| FIND MY WORK INTERESTING'

Definiion

The ‘ find myworkinteresting’
measure shows the percentage
of our Group employees who
completed our annual staff survey
and agreed with the statement

‘I find mywarknteresting’

UNDERLYING DILUTED EARNINGS PER SHARE

Performance

With high levels of engagement,
both the business and our
customers continue to enjoythe
benefits of more experienced and
confident staff

69%

FULL YEAR DIVIDEND PER SHARE

NET DEBY AND GEARING

Defimtion

Net debt s our short-term and
long-term debt less cash and
cash equivalents, including
denvative financial instruments,
and other financial assets

and ltabihities, and excluding
Tesco Bank

Definition

Underlying diluted earmings per
share s the calculation of profit
after tax and minority interest
dwided by the diluted weighted
average number of shares in 1ssue
duning the year It s the amount
which could be paid out on each
share if the Company deaided to
distnbute all its profits as
dividends instead of retaining
some for future expansion

The dvidend is paid in two
instalments

14.46p

10 8% growth in 2010/11

FIXED CHARGE COVER

Definition
Fixed charge cover 1s the ratio of EBITDAR (EBITDAR defined as

Definition
Gearing is calculated as net
borrowings divided by total

historical basis) and operating lease expenses

2008 2009 2010

statutory operating profit before interest, tax, depreciation, amortisation
equity and rent, adjusted for impairments {as listed in note 31) and excluding
Tesco Bank EBITDAR) divided by total debt service (intereston a

5 5x 4.2x 3 7x

NET INDEBTEDNESS

Defimtion

Net indebtedness is the ratio of adjusted net debt (including statutory
net debt, penston deficit and the net present value of lease obligations)
divided by EBITDAR {EBITDAR defined as statutory operating profit
before interest, tax, depreciation, amortisation and rent, adjusted for
impairments (as listed in note 31) and excluding Tesco Bank EBITDAR)

2008 2009 2010 2011
2 83x 3 58x 319x 2.84x
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BUSINESS REVIEW

Group financials

Group sales, including VAT, increased by 8 1% to £67 6 bilhon
At constant exchange rates, sales increased by 6 6% (including
petrol) and & 0% {excluding petrol)

Group trading profit was £3,679 million, up 7 8% on last year

and Group trading margin, at 6 0%, increased by 4 basis points
Underlying profit before tax rose to £3,813 million, an increase
of 12 3% Before property, underlying profit before tax grew by

12 2% On a statutory basis, Group operating profit rose by

10 2% to £3,811 millon Group profit before tax increased 11 3%
to £3,535 milion

Net finance costs increased to £333 million (£314 mullion last year)
However, before the non-cash IAS 19, 32, and 39 adjustments, actual
net interest cost fell by £83 milhon to £334 million Ths reflects the
continued reduction In net debt

Total Group tax has been charged at an effective rate of 24 4% (last
year 26 4%) This reduction was largely driven by a reduction in the
rate of UK corporation tax, and a fower Japan impairment than last
year We expect the tax rate for 2011/12 to be broadly unchanged

Cash Flow and Balance Sheet Net debt reduced to £6 8 billion,
ahead of our target of £7 0 billion, helped by strong cash generation
in the seasonally important second half of the year During the year,
we repaid £926 million of our debt early and repard £777 million of
maturing bonds The strength of our property-backed balance sheet
was again demonstrated through continued strong investor demand
for aur property sale and leaseback transactions during the year

We expect net debt to fall further in the years ahead Looking at our
liabilities in the round, we will be focusing more on fixed charge cover
as our primary balance sheet metnic, which we are targeting to keep
between 4 and 4 5 times We also are targeting a ratto of 2 5 times
lease-adjusted net debt to EBITDAR' which represents a similar level
to where we were pnor to the Homever and TPF acquisitions

Group capital expenditure in the year was £3 7 bilhon (last year

£3 1 bilhon), a ittle higher than our expectation at the beginning

of the year, mamnly as a result of exchange rate movernents Capital
expenditure in the UK was £1 7 bilhian, with an addittonal £0 2 billion
in the Bank, principally for the re-platforrming of our systems, and

£1 8 billion in International For the 2011/12 year we plan to invest
around £4 0 bilkon in capital expenditure and going forward we
expect annual capital expenditure to total between 5% and 5 5%
of Group sales
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Group Return on Capital Employed (ROCE) increased substantially
—10 12 9% (last year 12 1%) We expect to deliver our target increase
of 200 basis points, on our 2005/6 base of 12 6%, by 2014/15, taking
ROCE to 14 6% Thus increase will be driven predominantly by
operattonal improvement — growth in asset turnover and margin -
combined with improved capital efficiency (work in progress release
and our property programime) By geography and business segment,
the increases in ROCE will be broadly based, coming from Asta, Europe,
the US, the UK and Tesco Bank

The Board has proposed a final dividend of 10 09p per share, taking
the full-year dividend to 14 46p This represents an increase of 10 8%
on last year's full-year dvidend, which is in ine with the growth in
underlying diluted earrings per share at constant tax rates It s also
the 27th consecutive year of dividend increase The final dividend will
be paid on 8 July 2011 to shareholders on the Register of Members at
the close of business on 3 May 2011

* EBITDAR defined as statutory profit before interest, tax, depreciation, amortisation
and rent




BUSINESS REVIEW

Principal risks and uncertainties

Risk is an accepted part of doing
business. The real challenge for any
business is to identify the principal
risks it faces and to develop and
monitor appropriate controls.

Principal nsks

A successful nsk management process balances nisks and rewards and
relies on a sound judgement of their ikelhood and impact The Board
has overall responsibility for ensuring that the Group has an appropriate

approach to nsk management and internal control within the context of

achteving the Group's obyectves Our process for identifying and
managing nisks 1s set out in mare detail from page 71 of the Directors'
report on corparate governance

The table below sets out the principal nsks faced by the Group and
exarmnples of relevant key controls and mitigating factors The Board
considers these to be the most significant nsks They do not comprise
all nsks associated with the Group and are not set out it any order of
prionity Addittonal nsks not presently known to management, or
currently deemed to be less material, may also have an adverse effect
on the business

Key controls and mitrgating factors

STRATEGY AND FINANCE

Business strategy

If our strategy follows the wrong direction or 15 not effectively
communicated then the business may suffer

Financial strategy and Group treasury nisk (excluding Tesco Bank)

Risks relate to an incorrect or unclear strategy, availabilty of funds to
meet business needs, fluctuations in interest and foreign exchange
rates and credit nsks relating to the nsk of default by counterparties to
financial transactions The pninaipal nsks assoctated with operating
Tesco Bank are covered below in this table in the Tesco Bank/Financial
Services Risks section Further detail on the management of financial
nisks by the Group and Tesco Bank can be found in the Financial Review
section following this table

Pension risks

Our IAS 19 deficit could increase if returns on corporate bonds are
higher than the investment return on the pension scheme's assets

Competition and consolidation

Failure to compete on areas including pnice, product range, quahty
and service in increasingly competitive UK and overseas retaill markets
could impact our market share and adversely affect the Group's
financial results

¢ Dwersification and pursuit of growth in emerging markets under
our strategy avoids reliance on mited business areas

¢ Regular review of strateqic matters by Board and Executive
Committee, Board dedicates two full days a year to Group strategy

* Significant resource Invested to communicate strategy effectively to
those delivering it

= Steenng Wheel balanced scorecard system helps monitor delivery

* Structured stakeholder engagement programmes

* Regular review of strategy, risks and financial performance by Board
and Executive Committee, with external advice as required

* Financial nisks relating to underlying business needs are mandated to
our Treasury function which has clear policies and operating
parameters and its activities are routinely reviewed and audited

¢ [nternal Audit programme reports on financial control systems

« Action taken to reduce nsk in investrment strategy

« Monthly review by Pensions and Treasury directors

» External advisers and pension fund trustees fully engaged to consider
deficit and fund performance

» Strategy to have broad appeal on price, range and store format to
allow us to compete in different markets

* Regular review of markets, trading opportunities and competitor
activities

* Performance tracked against relevant KPls and measures that
customaers tell us are critical to thetr shopping expenence

* Constant monitoring of customer perceptions of Tesco and
competitors to ensure we can respond quickly as appropriate

* Monitoring of legal framework and comphance

REPUTATION, OPERATIONS AND PEOPLE

Reputational nsk

Failure to protect the Group's reputation and brand could lead to a loss
of trust and confidence, a dechne in customer base and affect our
ability to recruit and retain good people

* Tesco Values embedded in how we do business at every level

* Group Code of Business Conduct guides our behaviour in dealing with
customers, employees and suppliers

« Stakeholder communication and engagement to understand their
views and reflect them in our strategy

» Commitment to tackling societal and environmental issues through
our Community Plan and activities

* Governance committees, including Corporate Responsibility and
Comphance Committees, guide and monutor policies
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BUSINESS REVIEW

Principal risks and uncertainties

Principal nsks

Key contrals and mitigating factors

REPUTATION, OPERATIONS AND PEOPLE CONTINUED

Operational threats and performance risk in the business

Risk that business units fail to achieve targets and our business fails
to meet the stated strategy in full, particularly since, like all retatlers,
the business 1s susceptible to economic downturn that could affect
consumer spending

Property

Continuing acquisition and development of property sites carnes
inherent rnisk, stretching targets to deliver new space in all our markets
may not be achieved, challenges may arise in relation to finding suitable
sites, obtaining planning or other consents and comphance with varying
country design and construction standards

IT systems and infrastructure

Any sigruficant faiture \n the IT processes of our retall operations would
impact our ability to trade

People

Failure to attract, retain, develop and motivate the best people with the
right capabilities at all levels could limit our ability to succeed

* Board, Executive Committee and vanous operational comnmutiees meet
regularly to review operational threats

« All business units have stretching targets based on the Steering Wheel,
performance aganst budgets and KPls monitored continually and
reported reqularly to Board

* Clear goals and objectives set for subsidiary CEQs, with high level of
reward based on achievement

¢ Diversification strategy mimrmises impact of changes in economic
climate

¢ Property Acquisition and related committees closely contrel all aspects
of property acquisition, planning and construction processes to ensure
standards are met and risks are mmimised

* Group and country Compliance Committees monitor legal and
regulatory comphance in all property activities

s China Property Company Board closely monitors property matters in China

* Mall management systems in place to assist tenant management

« Extensive controls and reviews to mantaim integrity and efficiency of
IT infrastructure and data

» Processes to deal with sigmificant IT security incidents

» Sharing of systems across International operations to ensure consistency
of delivery

* Investment in IT systems and innovations to improve business
efficiency and customers' shopping expenence

¢ Significant investmentn training, development and incentives,
including Talent Planming, Leadership Development and succession
planmng for future needs of the business

¢ Clear processes to understand and respond to employees’ needs
through our People Matters Group, staff surveys, reqular performance
reviews, involvernent of trade unions in relevant markets and regular
communication of business developrments

* Pay, pension and share plan arrangements help us to attract and retan
good peaople

REGULATION AND EXTERNAL ENVIRONMENT

Product safety

Fatlures could damage customer trust and confidence, impacting our
customer base and therefore finanoal results

Health and safety

Failure to provide safe environments for our staff and customers could
lead to injuries or loss of life

Fraud, comphance and internal controls

As the business grows in size and geographical scope, the potential
for fraud and dishonest activity by our suppliers, custormers and
employees tncreases

* Detailed, established procedures to ensure product integnty

« Strict trading law and technical safety testing regime with regular
reporting, Group Compliance Commttee reviews comphance with
laws and policies

* Partnenng with supphers for mutual understanding of required standards

» Monitoring of developments to respond to changing customer trends
and legislation such as labelling and dietary responsibilities

» Clear cnisis management processes

= Operation of stringent processes that reflect best practice, policies are
monitored and audited regularly

* KPlIs across the business help prevent incidents with quarterly
reporting of performance against KPls

* Group Complance Commuittee and business umit Compliance
Commuttees regularly monitor comphiance with laws and internal policies

* Appropriate procedures and controls set out and audited across the
business to reduce fraud nsks, Internal Audit and Loss Prevention &
Secunty undertake detalled invesugations into all business areas and
report therr findings to the Audit Commuittee

* Clear behavioural guidance given to employees through Tesco Values
and the Group Code of Business Conduct

s Comphante Commttee formulates and momitors implementation of,
and comphiance with, relevant polices and procedures, annual
governance returns completed by each business umt

» External Audit rotational coverage of areas and assessment of controls

* Updated policies and procedures for Bribery Act compliance
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Panaipal nsks

Key controls and mitigating factors

REGULATION AND EXTERNAL ENVIRONMENT CONTINUED

Regulatory, economic and political risks

In each country we operate in, we may be impacted by regulatory and
tax changes, increased scrutiny by competition authornities, pohtical
developments and the economic environment

Activism and terronsm

A major incident or terronst event could impact on the Group’s ability
to trade

Chimate change

The main environmental risk we face 1s chmate change Itis essential
we work to mitigate it through energy efficiency, the sustainable
management of other resources and waste mimmisation

» External uncertanties carefully considered when developing strategy
and reviewing performance

* Ongoing momtoring of developments through local CEOs

* We try to anticipate and contnbute to important changes in public
policy wherever we operate

» Engagement with governmental and non-governmental organisations
to represent views of our customers and employees

* Business development follows thorough due diligence work

* Appropnate contingency plans
= Security systems and processes that reflect best practice

* Engagement with key stakeholders and experts in developing
environmental policy, Including through the Sustainable Consumption
Institute we endowed at Manchester University

* Chmate change strategy 1s part of our Community Plan and is reviewed
regularly by our Corporate Responsibility Commuttee, Executive
Commuttee and Board

TESCO BANK/FINANCIAL SERVICES RISKS

Tesco Bank (the Bank) primanly operates in the UK retail financial services market offering savings products, unsecured consumer lending
products and general insurance products as well as travel money and ATM services In addition to the principal nsks above that apply generally
to the Group as a whole, the section below sets out principal nisks relating specifically to the Bank

Funding and quidity

Lrquidity nisk 1s the risk that the Bank, although solvent, either does
not have available sufficient financial resources to enable it to meet its
obligations as they fall due, or can secure such resources only at
excessive cost

Funding nisk 1s the nsk that the Bank does not have sufficiently stable
and diverse sources of funding or the funding structure 1s inefficient

External environment

The Bank 1s exposed to general UK economic conditions as well as
general market trends in the areas in which it operates Economic
conditions are subject to significant uncertainty with commentators
spht on the sustainability of the economic recovery General economic
and market conditions are likely to have an impact on the Bank’s
credit portfolios

* Dedicated Treasury function responsible for management of funding
and iquidity nsks within the framework approved by Tesco Bank Board

« Conservative Balance Sheet structure with prudent nsk appetite
supported by explicit targets and metrics which enable funding and
hquidity to be managed in excess of regulatory reguirements

* Strong liquid position with a diversified stock of highly marketable
liguid assets that can be used as a buffer against unforeseen impacts
on cash flow orin stressed environments

» | ending activities are primarily funded by retail deposits

= Daily monitoring and management of key funding and hquidity ratios
with monthly reporting to Assets & Liabiities Management Committee
and Tesco Bank Board

* Regular stress testing undertaken to assess the adequacy of funding
and iquidity resources dunng periods of market dislocation and stress

* Independent Credit Risk team, reporting directly to Chief Risk Officer,
responsible for the development and oversight of the credit risk
framework and supporting the business in the implementation of
pohcies and processes

* Low credit nsk appetite with focus on responsible lending and
maintaining a nsk profile better than the industry average

= Whilst credit performance has remamed strong and favourable to
industry averages, the Bank continues to closely monitorits credit
portfolios and make changes to its business acquisition and credit limit
management strategies to mitigate, as far as possible, downside
econornic nsks

* The impact of extreme but plausible deterioration in economic
conditions Is considered as part of the Bank's stress-testing programme

* Regular reporting of credit nisk information and performance aganst
risk appetite to Tesco Bank's Risk Management Committee, Board Risk
Commitiee and Board
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BUSINESS REVIEW

Principal risks and uncertainties

Pronopal risks

Key controls and miugauing factors

TESCO BANK/FINANCIAL SERVICES RISKS CONTINUED

Insurance nsk

The Bank is exposed to insurance nisks directly through its histonic
distnbution agreement with Royal Bank of Scotland tnsurance (RBSI)
and indirectly through its ownership of 49 9% of Tesco Underwriting
Limiuted (TU), an authorised insurance company

The key insurance risks within TU relate to underwriting nsk and
specifically the potential for a major weather event to generate
significant Home insurance claims or, in relation to Motor insurance,
the cost of setthing bodily injury claims

The legacy arrangement with RBS1 s now in run-off and the pnimary
nsk that the Bank remains exposed to 15 reserving risk — the nisk that
reserves set astde by RBSI will be insufficient to cover the ultimate cost
of insurance claims ansing This is particularly relevant to Motor
msurance claims where the ultimate cost of large bodily injury claims is
uncertain and the time taken to settle such claims can vary significantly
depending on the severity of the imury

Since October 2010 Pet, Travel and Breakdown insurance have all been
distributed by the Bank on a ‘white label’ basis The Bank does not carry
the insurance nisks associated with these products

Regulatory environment

Regulatory nsk 1s the risk of fallure to meet the Bank's obligations under
the Financial Services and Markets Act (FSMA), the Consumer Credit Act
and the Data Protection Act and to meet the expectations of requlators
The Bank is subject to significant regulatory oversight, including
supervision by the FSA which has substantial powers of intervention

There s currently a sigruficant amount of regulatory change including
the continued evolution of capital and hguidity requirements The
regulatory landscape 1s changing with current FSA responsibihties due
to mugrate to the new Prudential Regulatory Authority and the Financiat
Conduct Authonty Detalled proposals for the new regulatory authorities
are due to be published later this year

There remains continued regulatory focus in relation to 'Conduct Risk’
or ‘“Treating Customers Farrly’ (TCF) Specifically there has been
continued focus an complaints relating to the sale of Payment
Protection Insurance (PPI)

s Independent Tesco Bank Insurance Risk team, reporting directly to
Chief Risk Officer, that operates as the primary contact across all nsk
disciplines for the insurance business

* Underwnting risks actively managed waithin TU with close momtoring
of performance metrics Independent oversight conducted by
the Bank

» Performance against insurance risk appetite 1s monitored closely
at a senior level and reported to Tesco Bank's Risk Management
Committee, Board Risk Commuittee and Board

* Reinsurance prograrmme to hmit the Bank's exposure above
predetermined levels

* The impact of specific Motor and Home insurance events 1s considered
as part of the Bank’s stress-testing programme and ICAAP

* Independent Regulatory Risk team, reporting directly to Chuef Risk
Officer, providing oversight and support to the business to ensure ‘
that regulatory risks are identified and managed appropnately

 The Bank has minimal appetite for regulatory risks and it maintaimns
a control framework, including a suite of risk policies, to comply with
regulatory requirements

* Regular reporting of regulatory nisks to Tesco Bank’s Risk
Management Commuttee, Board Risk Committee and Board as well
as to the FSA

* Significant semor management time and focus allocated to
management of regulatory nsks and the angoing regulatory
relatronship

* The Bank has established a ‘TCF Board’ which 1s responsible for
momitoring and challenging the customer-related aspects of the
Tesco Bank business and, where appropriate, recommending
further action

« PPl complammts handling brought in-house to imprave the customer
experience and to ensure that the outcomes are aligned with the
policy introduced by the Bank

= The Bank has recognised a provision for potential customer redress,
including compensation that may be required in relation to PPI
complaints

54 — TESCO PLC Annual Report and Financial Statements 2011




Prnnapal nsks

Key controls and mitigating factors

TESCO BANK/FINANCIAL SERVICES RISKS CONTINUED

Operations

Operational nsk is the risk of loss caused by human error, ineffective
or inadequately designed processes, system failure or improper
conduct (including cnirminal activity)

A significant amount of services and processes are provided by
third-party service providers and currently a key operational nisk
to the business is a failure by an outsourced provider

Transformation programme

The Bank has embarked on a significant transformation pregramme to
develop and embed its own infrastructure to allow it to migrate systems
and support from the Royal Bank of Scotland Group infrastructure

In addition, the Bank has well-developed plans for launching
mortgages, subject to FSA approval Vertex, aleading global Customer
Management Outsourcing business, will support entry into the
maortgage market by providing IT application platforms and customer
sales and service for the Bank's mortgage business Current accounts
are another key element in widenmng the Bank’s product range with the
customer propositton and detailed programme plans currently being
developed The addition of new products adds further to the
complexity and delivery challenge of the transformation programme

* The Bank has low appetite for operational risk, although 1t accepts
hugher risk in the short term as a result of the transformation
programme, with the operational risk framework overseen by a
dedicated umit within independent Risk function

* Risk registers maintained across the Bank which capture and quanufy
the risks arising in each of the commeroial, insurance, operations and
central functions areas

¢ Third-party services are managed through a series of Commeraal
Services Agreements (CSAs) with effective oversight arrangements
established to ensure CS5As are delivered in comphance with
contractual terms

* Regular reporting of operational nisk information and performance,
including financial cnme, agamnst risk appetite to Tesco Bank’s Risk
Management Cormmittee, Board Risk Committee and Board

* The Transformaton Delvery Group (TDG) 1s the key governance
forum for the delivery of the programme objectives The forumis
chaired by the Bank’s Chief Qperating Officer with representation
across all areas of the Bank including Commercial, Operations, IT, Risk
and Finance

» Strong programme governance In place with TDG supported by
Programme Implementation Boards and Project Control Committees

* Prgject management disciplines in place, including detailed
programme plans and nisk and 1ssue management to enable effective
management of the programme scope, delivery timelines and
adherence to budget

* Ongoing programme of audit reviews, nsk profiles and “health checks’
with monthly reporting to Tesco Bank’s Risk Management Committee,
Audit Commuttee and Board
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BUSINESS REVIEW

Principal risks and uncertainties

Financial review

The main financial risks faced by the Group relate to the avallability

of funds to meet business needs, fluctuations in interest and foreign
exchange rates and credit nsks relating to the nisk of default by
counterparties to financial transactions The management of these
nsks is set out below The Group Balance Sheet position at 26 February
2011 15 representative of the position throughout the year

Funding and hquidity The Group finances Its operations by a
cormbination of retamed profits, disposals of property assets, long

and medium-term debt capital market 1ssues, short-term commercial
paper, bank borrowings and leases The objective is to ensure continuity
of funding The pelicy 1s to smooth the debt matunty profile, to arrange
funding ahead of requirements and to maintain sufficient undrawn
commuitted bank facilities and a strong credit rating s that maturing
debt may be refinanced as 1t falls due Tesco Group has a long-term
rating of A3 with a negative outlook by Moody's, A- {stable) with Fitch
and A- (stable) by Standard & Poor's New funding of £1 7 bilhon was
arranged during the year, including a net £1 6 bilhon from property
disposals and £0 1 billion from long-term debt At the year end, net
debtwas £6 8 bition (2010 - £79 billion)

Liquidity and funding has been a key area of focus in the banking
industry and for financial services regulators The FSA's new lquidity
framewoerk became effective on 1 June 2010 with Tesco Bank subject
to additional kquidity requiremnents in the form of Indiwidual Liguidity
Guidance (ILG)

Tesco Bank maintains a robust and prudent iquidity nsk management
approach with an effective governance structure for measuring,
managing and manitoring liquicity, as defined in 1ts Liquidity Risk
Management Policy, which prowides the framework which enables
funding and liquidity to be maintained in excess of regulatory
requirements The Bank has built up a strong hquidity position with
adwersified stock of highly marketable liquid assets that can be used
as a buffer aganst unforeseen iImpacts on cash flow or in stressed
environments Stress testing 1s regularly undertaken to simulate

how events may impact its funding and hquidity capabihities and 13
updated where required as market conditions evolve The Bank’s first
Internal Liguidity Adequacy Assessment (ILAA) was submitted to the
F5A during the year with external assurance provided m relation to
this report
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Some of the larger UK banks have significant funding targets for 2011
and, coupled with the exprry of the Special Liquichty Scheme, will
increase the possibility of aggressive competition in both the retail and
wholesale funding markets This increase in demand could increase the
cost of both retail and whalesale funding although improving market
senttment in the wholesale funding markets may generate additional
supply It 1s intended that the majority of the Bank’s funding will
continue to be raised in the retail deposit market with a product range
and competitive deposit rates designed to attract a wider customer
base The Bank also accesses the wholesale funding markets, having
successfully completed a £125 rmullion Wholesale Bond from the Bank’s
Euro Medium Term Note programme which provides an additional
source of funding from retail investors

Interest rate nsk management Our objective 1s to hrmit our profit
and loss downside from rising interest rates Forward rate agreements,
Interest rate swaps, caps and floors are used to achieve the desired mix
of fixed and floating rate debt

Our policy 1s to fix Interest rates for the year on a mimimum of 40% of
actual and projected debt interest costs of the Group excluding Tesco
Bank At the year end, £6 2 billion of debt (2010 —£5 6 billion) was at
fixed rates of interest This equates to 91% of total debt (2010 — 72%)
The remaining balance of our debt 15 in floating rate form The average
rate of interest paid on an histonc cost basis this year, excluding joint
ventures and assoclates, was 5 4% {2010 - 5 4%)

Interest rate nsk arises where assets and habiliies in Tesco Bank's
banking actvities have different repncing dates Tesco Bank policy
seeks to minimise the sensitivity of net mterest iIncome to changes in
interest rates Potential exposures to interest rate movements in the
medium to long term are measured and controlled through position
and sensitnity himits Short-term exposures are measured and
controlled in terms of net iterest Income sensitivity over 12 months

to a 1% parallel movement in interest rates Tesco Bank also uses Value
at Risk (VaR) for nsk management purposes with a time honzon of one
trading day and a confidence interval of 95% Interest rate risk 1s
managed using Interest rate swaps as the main hedging instrument

Foreign currency risk management Our principal objective is to
reduce the effect of exchange rate volatiity on operating margins
Transactional currency exposures that could significantly impact

the Group Income Statement are managed, typically using forward
purchases or sales of foreign currencies and currency options At the
year end, forward foretgn currency transactions, designated as cash
flow hedges, equivalent to £1 615 bilhon were outstanding (2010 —

£1 083 billion) as detailed in note 22 We do not actively hedge our
Investment in our international subsichanes other than by ensuring that
each subsidiary 1s appropnately leveraged Duning the year, currency
movements decreased the net vatue of the Group's averseas assets by
£241 milkon (last year increase of £477 million) We translate overseas
profits at average forewgn exchange rates which we do not currently
further manage




Credit nsk The objectve is to reduce the nsk of loss ansing from
default by parties to financial transactions across an approved hist of
counterparties of good credit quality The Group’s positions with these
counterparties and their credit ratings are routinely mormtored

Tesco Bank retall credit risk 1s managed through the credit nsk policy
framework, which is agreed through the Tesco Bank Risk Management
Commuttee and defines linits and standards at all stages of the
custorner hfecycle, Including new account sanctioning, customer
management and collections and recovenes actmity Customer credit
deaisions are managed principally through the deployment of bespoke
credit scorecard models and credit policy rules which restrict specific
areas oflending, and an affordability assessment which determines a
customer's ability to repay an outstanding credit amount Wholesale
counterparty credit nsk hrmits are managed in accordance with a control
framework, approved by the Tesco Bank Risk Management Committee,
which sets limits based on counterparty creditworthiness and
instrument type Tesco Bank continues to use Fitch, Moady's and
Standard & Poor's ratings as part of the credit assessment process

Insurance We purchased assets, earnings and combined liabiity
protection fram the open insurance market for higher value losses only
The nisk not transferred to the insurance market Is retained within the
business by using our captive insurance companies, ELH Insurance
Limited in Guernsey and Valiant Insurance Company Limited in the
Republic of Ireland ELH Insurance Linuted covers Assets, Earnings and
Combined Liability, while Valiant Insurance Company Limited covers
Combined Liability only

Statement of compliance

This Business Review has been prepared in accordance with the
requirements for a business review under the Companies Act 2006
The Business Review's intent s to provide information to shareholders
and should not be relied on by any cther party or for any other purpose

Cautionary statement regarding forward-looking
information

Where this review contatns forward-looking statements, these are
made by the Directors in good faith based on the information available
to them at the time of their approval of this report These statements
should be treated with caution due to the inherent nsks and
uncertainties underlying any such forward-locking information

The Group cautions investors that a number of important factors,
including those in this doecument, could cause actuat results to differ
matenally from those contained in any forward-looking statement
Such factors include, but are not hmited to, those discussed under
‘Principal nsks and uncertainties’ on pages 51 to 57 of this Annual Report
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BUSINESS REVIEW

General information

Principal activity, business review and future developments The
princapal activity of the Group 1s retailing and associated activities in the
UK, China, the Czech Republic, Hungary, the Republic of Ireland, India,
Japan, Malaysia, Poland, Slovakia, South Korea, Thatand, Turkey and
the US The Group also provides retail banking and insurance services
through its subsidiary, Tesco Bank

Group results Group revenue {excluding VAT) rose by £4 bilhon to
£609 billion, representing an increase of 71% Group profit before
tax increased by £359 rmillion to £3,535 millon Profit for the year was
£2,671 milion, of which £2,655 million was attnbutable to equity
holders of the parent company

Dividends The Directors recommend the payment of a final dividend
of 10 09p per ordinary share, to be paid on 8 July 2011 to members on
the Register at the close of business on 3 May 2011 Together with the
interim dividend of 4 37p per ordinary share paid in December 2010,
the total dividend for the year will be 14 46p compared with 13 05p for
the previous year, an increase of 10 8%

Fixed assets Capital expenditure {excluding business combinations)
amounted to £3 7 billon compared with £3 1 billion the previous year
In the Directors’ opinion, the properties of the Group have an open
market value well in excess of the book value of £26 billion which has
been included in these financial statements

Share capital and control of the Company Detalls of the Company's
share capuital, ncluding changes during the year in the 1ssued share
capstal and details of the nights attaching to the Company’s ordinary
shares, are set outin note 29 on page 140 Details of shares held by the
Company's Employee Benefit Trusts are shown in note 27 on page 135
No shareholder holds securities carrying special nghts with regards to
contro! of the Company and there are no restrictions on voting rights
The Company was authansed by shareholders at the 2010 AGM to
purchase its own shares in the market up te a maximum of
approximately 10% of its 1ssued share capital No shares were
purchased under that authority during the financial year and the
Company 15 seeking to renew the authonty at the forthcoming AGM
within the limits set out in the notice of that meeting

Shares held by the Company's Employee Share Incentive Plan Trust,
International Employee Benefit Trust and Tesco Ireland Share Bonus
Scheme Trust rank pan passu with the shares In 1ssue and have no
special nghts Votng nghts and nghts of acceptance of any offer
relating to the shares held in these trusts rests with the trustees, who
may take account of any recommendation from the Company Voting
rights are not exercisable by the emplayees on whase behalf the shares
are held in trust

The Company s not party to any significant agreements that would
take effect, alter or terminate following a change of control of the
Company The Company does not have agreements with any Director
or Officer that would provide compensation forloss of office or
employrment resulting from a takeover, except that provisions of the
Company's share plans may cause options and awards granted under
such plans to vest on a takeover
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Company’s shareholders The Company has been notified as at

the date of this report that Blackrock, Inc owns 5 48%, Legal & General .
Investment Management Limited owns 3 99% and Berkshire Hathaway !
Inc owns 3 02% of the 1ssued share capital of the Company

Articles of Association The Company’s Articles of Assocration
may only be amended by special resolution at a General Meeting of
the shareholders

Directors and their interests The Directors who served during

the yearwere Charles Allen CBE, Richard Brasher, Gareth Bullock,
Patrick Cescau, Stuart Chambers, Philip Clarke, Karen Cook, Rodney
Chase CBE, Harald Ensmann, Ken Hanna, Andrew Higginson, Ken
Hydon, Sir Terry Leahy, Tim Mason, Laurie Mcliwee, Lucy Neville-Rolfe
CMG, David Potts, Dawvid Reid, and Jacqueline Tammenoms Bakker
The biographical details of the present Directors are set out on pages
60 and 61 of this Annual Repert All our Directors will be seeking
re-election at the 2011 AGM in accordance with the UK Corporate
Governance Code

The interests of Directors and ther immediate families in the shares of
Tesco PLC, along with details of Directors’ share options, are contained
in the Directors’ remuneration report set out on pages 74 to 91

At no time during the year did any of the Directors have a matenal
interest in any significant contract with the Company or any of its
subsidiaries A quahfying third-party indemnity provision as defined
in Section 234 of the Companies Act 2006 1s 1n farce for the benefit
of each of the Directors and the Company Secretary (who 15 also a
Director of certain subsidiaries of the Company) in respect of habilities
incurred as a result of their office, to the extent permitted by law In
respect of those liabilities for which directors may not be indemmnified,
the Company mamtamned a directors’ and officers’ hability insurance
palicy throughout the finanaal year

Employment policies The Group depends on the skills and
commitment of its employees in order to achieve its objectives
Ongoing training programmes seek to ensure that employees
understand the Group’s customer service objectives and strive to
achieve themn The Group's selection, traiming, development and
promotion policies ensure equal opportunities for all employees
regardless of factors such as gender, mantal status, race, age, sexual
preference and erientation, colour, creed, ethnic origin, religion or
behef, disability or trade union affiliatton All decisions are based on
merit Internal communications are designed to ensure that employees
are well nformed about the business of the Group Employees are
encouraged to become involved in the financial perfarmance of the
Group through a vanety of schemes, principally the Tesco employee
profit-sharing scherme (Shares in Success), the savings-related share
option scheme (Save As You Earn) and the partnership share plan
(Buy As You Eamn)




Political and charitable donations Cash donations to chanties
amounted to £15,613,319 (2010 - £31,221,573) Total contnbutions
to commumity projects including cash, cause-related marketing,
aifts-in-kind, staff time and management costs amounted to
£64,254,910 (2010 - £61,592,464) There were no political denations
(2010 - £nil) During the year, the Group made contributions of
£55,085 (2010 - £49,365) in the form of sponsorship for political
events Conservative Party £8,491, Labour Party £13,506, Liberal
Democrat Party £7,637, Plaid Cymiru £1,640, Scottish Natienal Party
£4,700, Waste Watch £1,000, trade urmions £18,111

Supplier payment policy Tesco PLC is a signatory to the Prompt
Payment Code in the UK More information about the Code can be
found at www promptpaymentcode org uk Payment terms and
condittons are agreed with suppliers in advance and the Group pays
its creditors in accordance with those terms Payment terms vary
according to the type of product and terntory in which the supphers
operate Tesco PLC is a holding company and therefore has no trade
creditors on its Balance Sheet

Comphance with the Groceries {Supply Chain Practices) Market
Investigation Order 2009 and the Groceries Supply Code of
Practice {Code) The Code came into force in the UK on 4 February
2010 and places oblgations on grocery retailers with a turnover greater
than £1 billion to build a comphance programme, which includes
traiming staff and providing information to the OFT as requested

In addtion, the Code sets out a number of provistons which relate

to different aspects of the retailer/supplier relationship

We are committed to treating our supphers fairly and work in
collabaration with them wherever possible 1t1s 11 our nature to
treat comphance with the Code very seriously

Prior to the introduction of the Code, Tesco tock a number of steps

to ensure that it was ready to comply We have in place a complance
trasning programme for our buying teams and a comprehensive training
course Is provided for all relevant new starters Annual refresher training
1s provided via a bespoke e-learming programme

We have appointed a Code Comphiance Officer (CCO) supported by a
small team including an auditor We have developed an audit plan and
our approach enables us to identify any gaps i our processes so they
can be quickly fixed

All alleged breaches of the Code rarsed by supplers have been resolved
internally We had an instance of a suppher imtiating the Dispute
Resolution Procedure set out in the Code This matter was escalated
within the refevant comrmeraal category and resolved

The CCO submuts reports to the Audit Commmittee which considers that
itretains effective oversight of our comphance with the Code

Going concern The Directors consider that the Group and the
Company have adequate resources to remain in operation for the
foreseeable future and have therefore continued to adopt the going
concern basis in prepanng the financial statements As with all business
forecasts, the Directors' statement cannot guarantee that the going
concern basis will remain appropnate given the inherent uncertamty
about future events

Events after the Balance Sheet date There were no matenal events
after the Balance Sheet date

Auditors Aresolution to re-appoint PricewaterhouseCoopers LLP
as auditors of the Company and the Group will be proposed at the
2011 AGM

Directors’ statement of disclosure of information to auditors
Having made the requisite enquines, the Directors in office at the date
of this Annual Report and Financial Statements have each confirmed
that, so far as they are aware, there 15 no relevant audit information
(as defined by Section 418 of the Companies Act 2006) of which the
Group's auditors are unaware, and each of the Directors has taken all
the steps hefshe ought to have taken as a Director to make himself/
herself aware of any refevant audit information and to estabhish that
the Group's auditors are aware of that infermation This confirmation
15 given and should be interpreted in accordance with the provisions
of Section 418 of the Companies Act 2006
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GOVERNANCE

Our Board of Directors

Our Board currently comprises seven Executive
Directors, seven independent Non-executive
Directors and David Reid, Non-executive Chairman.
Patrick Cescau is Senior Independent Director.
Biographies for each of our Directors and the
Company Secretary are set out below.

1 David Reid-64e

Non-executive Chairman

Dawid Rerd became Non-executive Chairman

on 2 April 2004 Prior to his appointment he was
Deputy Chairman of Tesco PLC and has served
on the Tesco Board since 1985 Dawvidisa
Non-executive Director {SID) of Reed Elsevier
Group PLC and Chairman of both Kwik-Fit Group
and Whizz-Kidz In Novemnber 2010 Dawvid was
appointed one of Pnime Minister David Cameron’s
Business Ambassadors

2 Philp Clarke - 50«

Group Chief Executive

Philip Clarke was appomnted to the Board on

16 Novernber 1998 Pnor to his appointment as
CEQ in March 2011 he was Asia, Europe & IT
Director and has previously held a number of roles
in store operations, cormmerctal and marketing

® Member ofthe
Nominations Committee

4+ Member ofthe Audit
Commuttee

® Member of the
Remuneration Committee

Directors’ ages as at 26 February 2011

3
7
3 TimMason-53
Deputy Group CEQ and CMO

and CEQ Fresh & Easy

Tirm Mason has been President and Chief
Executive Officer, Fresh & Easy Neighborhood
Market since January 2006 and became Deputy
Group CEO and Chief Marketing Officerin
March 2011 He was appainted to the Board

on 16 February 1995 He joined Tesco in 1982

4 Richard Brasher—4%

CEQO -UK and ROI

Richard Brasher was appointed to the Board on
15 March 2004 He joined Tesco in 1986 He has
held a number of marketing, commercial and
store operations positions, most recently Board
Commercial Director, before being appainted UK
and ROI CEQin March 2011

5 Andrew Higginson -53

CEQ —Retall Services

Andrew Higginson was appainted to the Board
on 17 Nevember 1997 Prior to his appointment
as Chief Executive of Retailing Services in

July 2008 he was Group Finance and Strategy
Director He 1s Chairman of Tesco Bank and

a Non-executive Dhrector of BSkyB ple
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6 Laune Mcllwea - 48

Chief Financial Officer

Laune Mcliwee was appointed to the Board on
27 January 2009 He joined Tescoin 2000 as
UK Finance Director and became Distribution
Directorin 2005 Laune s a Chartered
Management Accountant

7 Lucy Naville-Rolfe, CMG - 58

Executive Director (Corporate and Legal Affairs)
Lucy Newlle-Rolfe was appointed to the Beard
an 14 December 2006 She joned Tescoin 1997
from the Cabinet Office She s Deputy Chair of
the Bntish Retail Consorttum, a Non-executive
Durector of ITV plc and the Carbon Trustand a
member of the China Bntain Business Council,
the UK India Business Council and the Corporate
Leaders Group on Climate Change

8. David Potts —53

CEOQ -Asia

Dawid Potts was appointed to the Board on

16 Novemnber 1998 Hejoined Tescoin 1973
From 1997 he directed the integration of our
businesses in Northern ireland and the Republic
of Irefand before returning to the UK in 2000 as
Director respensible for UK Retall Operations
From 2004, Dawd's responsibilities also included
the UK Supply Chain and the Republic of Ireland,
before being apponted CEQ Asia in March 2011




13 14

9 Patrick Cescau—62+¢w

Senor Independent Director

Patrick Cescau was appointed a Non-executive
Director on 1 February 2009 and became
Senior Independent Director in July 2010 He
was Group Chref Executive of Unilever from
2005 to 1 January 2009, and prior to this he was
Chairman of Unilever plc and Vice Chairman of
Unilever NV He has also been a Non-executive
Director of Pearson plc since 2002, becoming
Senior Independent Director in April 2010, and
IAG (international Consolidated Asrlines Group)
since September 2010 Patrick was appointed a
Chevalier de la Légron d’honneur in 2005 In June
2009, Patrick joined the Board of INSEAD

10 Gareth Bullock-57 ¢

Non-executive Director

Gareth Bullock was appointed a Non-execttive
Directoron 3 July 2010 He was Group Executive
Director of Standard Chartered PLC on his
retrement in Apnl 2010 He was also responsible
for the Group's nsk and speaial asset management
function He s Senior Independent Director and
Chairman of the Remuneration Committee of
Spirax-Sarco Engineenng Plc

11 Stuart Chambers —54en

Non-executive Director

Stuart Chambers was apponted a Non-executive
Directoron 3 July 2010 He was Group Chief
Executive of NSG Group from 2008 to 2009 Prior
to NSG's acquisition of Pilkington ple in 2006,
Stuart was Group Chief Executive of Pilkington
plc Previously he held a number of senior roles
at Pilkington plc and the Mars Corporation He

15 a Non-executive Director of Smiths Group

PLC, where heis Chairman of the Remuneration
Commuttee, and of the Mancheszer Airport
Group PLC

12 Karen Cook —57en

Non-executive Director

Karen Cook was appointed a Non-executive
Director on 1 October 2004 Sheis a Managing
Director of Geldman Sachs International and
President of Goldman Sachs, Europe She s also
a member of the firm's European Management
Committee and Partnership Commitiee

13 KenHanna—57sen

Non-executive Director

Ken Hanna was appointed a Non-executive
Director on 1 Apnl 2009 He 1s Chairman of
Inchcape PLC and a Non-executive Director of
Aggreko plc He was previously Chief Financial
Officer of Cadbury plc until March 2009 and
prior to that an Operating Partner of Compass
Partners and CFO and then CEO of Dalgety PLC
He has also been CFQ of Uruted Distillers and
Awis Europe plc
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14 Ken Hydon-66ee

Non-executve Chrector

Ken Hydon was appointed a Non-executive
Directoron 23 February 2004 and 1s Chatrman
of the Audit Comrmittee He s also a Non-
executive Director of Reckitt Benckiser plc,

The Royal Berkshire NHS Foundation Trust and
Pearson plc

15 Jacqueline Tammenoms Bakker—57 +»
Non-executive Director

Jacqueline Tammenoms Bakker was appointed
a Non-executive Director on 1 January 2009
She was a Director General at the Ministry of
Transport in the Netherlands from 2001 to
2007 and has held senior positions at Quest
International, McKinsey & Co and Shell Jacqueline
15 @ Non-executive Director of Vivend and was
appointed a Chevalier de la Légion d'honneur
n 2006

16 Jonathan Lloyd - 44

Company Secretary

Jonathan Lloyd was appointed Company
Secretary to the Board in December 2006

He joined Tesco as Deputy Company Secretary
and Corporate Secretanat Director in Apnl 2005
from Freshfields Bruckhaus Dennger Jonathan
15 also Company Secretary of Tesco Bank
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GOVERNANCE

Directors’ report on corporate governance

Dawvid Reid
Charman

Tesco has performed strongly
during the year 2010/11, whilst
maintaining our strong culture of
good governance and recognising
the needs of our shareholders
which has helped to build

our business.

62 — TESCO PLC Annual Report and Financial Statements 2011

Intraduction from the Chairman

At Tesco PLC we are committed to the highest standards of corporate
governance, as we recognise that sirong governance is cruaial in
helping the business to deliver its strategy, generating shareholder
value and safequarding our shareholders’ long-term interests

We have been active in contrnibuting te the debate on governance,
and will continue to put forward our views an what constitutes good
governance As a demonstration of our comrmitment to corporate
governance we have chosen to report against the new UK Corporate
Governance Code (New Code) before it applies to us fully

The composition of our Board has been developed to ensure that the
Company can benefit from the depth of expenence, ndependence
and knowledge of our Directors, whilst allowing the Board to discharge
its duties effectively We have nigorous director selection and evaluatron
processes, which include assessing their time commitments as well

as thair skills During 2010 the Nominations Committee oversaw the
appaintment of two new Non-execuave Directors and the implermentation
of the succession plan for a new CEQ following Sir Terry Leahy's
decision to retire We welcome Stuart Chambers and Gareth Bullock

as new Non-executive Directors and Philip Clarke as the new CEO,

we thank Charles Allen, Rodney Chase and Harald Einsmann for their
guidance and support as Non-executive Directors over a number of
years, and Sir Terry Leahy for his loyal service and contribution to Tesco
as CEQ for the past 14 years In addition, we were pleased to appoint
Patrick Cescau as Senwor Independent Director follewing Rodney
Chase's retirement

We have a sohd and expenenced leadership team, who are collectively
responsible for the long-term success of the Company We have a clear
understanding of our roles and responsibilities in runming the business
and an honest and apen environment in which both Executive

and Non-executive Directors can constructively contribute to the
development of the Company We have a robust culture of good
governance, Including mantaining high ethical standards and strong
personal integrity — this 1s formahsed in our Group Code of Business
Conduct, which has been adopted across the business and sets out
clearly our expectations of how our employees will behave All
businesses within the Group are required to monitor their compliance
with the Group’s governance frarmework and this comphance is
reviewed regularly

Comphance with the UX Corporate Governance Code

Both the existing Combined Code and the New Code set out main
prinaiples and specific provisions on how companies should be directed
and controlled to follow good governance practice The Financial
Services Authanty (FSA) requires companies listed in the UK to disclose,
in relation to the Code and New Code, how they have appled those
principles and whether they have comphed with the provisions
throughout the financial year Where the provistans have not been
complied with companies must provide an explanation for this




The Board considers that Tesco PLC complied in full wath the Code and
New Code for the whole of the year ended 26 February 2011, with the
exception of

{1} Prowision A 3 2 of the Code (Provision B 1 2 of the New Code),
which requires that at least half of the Board, excluding the
Chairman, should compnise Non-executive Directors deterrmined
by the Board to be independent The Board recognises the
importance of a balanced board with an appropriate level of
independence Tesco had one more Executive Director than
Non-executive Directors (excluding the Charman) between
July 2010 and the end of the financial year However, following
Sir Terry Leahy’s retirerment and the appointment of Philip Clarke
as his successor as CEQ in March 2014, there 1s now an equal
number of Executive and independent Non-executive Directors
and the Board 1s again balanced and comphant with the
relevant provisions

{n} Provision B & 2 of the New Cade, which requires that every three
years there should be an externally led evaluation of the Board's
performance The Board usually carnes out an external Board
evaluation every three years, with internal evaluations in the
intervening years The last external evaluation took place in 2007
and an externally facilifated evaluation would normally have taken
place this year Given the extensive Board and senior management
changes taking place this year, however, it was decided that it
would be more appropnate to conduct an internal evaluation
process and to carry out an externally facilitated process next
year, once those changes have had an opportunity to bed In

Further information on the Code and New Code can be found at
www frec org uk

We consider corporate governance criticat to our business integrity

and to maintaining investors’ trust | hope this report provides you with
a clear understanding of our governance processes and procedures and
how the Company complies with the Code and New Code

David Reid
Charman

Board composition and independence

As at 26 February 2011, the Board of Tesco PLC comprised eight
Executive Directors, seven independent Non-executive Directors and
David Reid, Non-executive Charman Sir Terry Leahy retired as Group
CEO on 2 March 2011 and was replaced by Philip Clarke Patrick Cescau
15 our Senior Independent Director We believe that the size of the
Board 1s appropriate given the diverse markets the Group operates

in and the breadth of operatrons and services offered in each market

The structure of the Board and the way that it operates, based on
strong governance processes, together with the integrity of the
individual Directors, ensure that no single individual or group
dominates the deciston-making process

Biographies for the Directors can be found on pages 60 and 61 of this
Annual Report

Changes to the Board since 27 February 2010 are as follows

Sir Terry Leahy Executive Director Retired as CEQ
2 March 2011
Phihp Clarke Executive Director Appomted CEO
2 March 2011*
Charles Allen Non-executive Resigned
Director 2 July 2010
Rodney Chase Norn-executive Resigned
Director and Senior 2 July2010
Independant Director
Harald Einsmann Non-executive Resigned
Director 2 July 2010
Gareth Bullock Non-executive Appointed
Director 3 July 2010
Stuart Chambers Non-executive Appointed
Director 3 July 2010
Patnck Cescau Non-executive Appointed
Director appointed 3 July 2000**

Senior Independent
Director

* Pnorte 2 March 2011 Philip Clatke was the Executive Director responsible for International
and IT
** Priar to 3 July 2010 Patrick Cescau was a Non-executive Director

Election of Directors

The Directors will comply with the New Code requirement to subrmit
themselves for re-election every year if they wish to continue serving
and are considered by the Board to be eligible The Company’s Aruicles
of Association reguire all new Directors to be subrmitted for election by
shareholders in therr first year following appointment

TESCO PLC Annual Report and Financial Statements 2011 — 63

MIIBAG

MIIAJI SSIUISNg

INIBULIINGT)

SUILIIES [RIILISUL



GOVERNANCE

Directors’ report on corporate governance

The Chairman

Board responsibilities

There is a clear and effective division of accountability and responstbility
between the roles of our Chairman and CEQ and these are set outin
writing The Chairman has primary responsibility for teading the Board,
to promote openness and effective debate, setting its agenda and
ensuning sufficient ime 1s given to strategic issues The Charrmans
also responsible for ensuning that the Board acts in the best interests
of the Company’s stakeholders and guiding the Company's business
conduct and ethical standards The Chairman has regular cne-to-one
meetings with the CEQ and also separate group and indivtdual
meetings with the Non-executive Directors The CEQ has executive
responsibibties for the day-to-day operations and performance of the
Group, making proposals to the Board for the strategic development
of the Group and ensunng effective communication to employees

and shareholders

Senior Independent Director

Rodney Chase was the Senior Independent Director until his retirement
on 2 July 2010 Patnick Cescau, who has served on the Board since
February 2009, was apponted Senior Independent Drrector from 3 July
2010 Patrick was selected for the role because of his experience and
expertise, both as an Executive and a Non-executive Director Patrick
was Group Chref Executive of Urilever from 2005 to 2009 Prior to that
he was Chairman of Unilever plc and Vice Chairman of Unilever NV

He joined Unilever in 1973 and became Finance Director of Unilever
Indonesia in 1986, then led the business in Portugal, before returning
to Indonesia as Charrman/CEQ in 1991 Patrick ran the Van den Bergh
Foods and Lipton beverage and foods businesses in the US from 1995
to 1998, before becoming Group Finance Director in 1999 and Foods
Directorin 2001 He has been a Non-executive Director of Pearson plc
since 2002 and a Director of INSEAD since 2009

In hus role as Semor Independent Director (SID), Patnick Cescauis
avallable to assist in resolving shareholder concerns should alternative
channels be exhausted orinappropriate The SID’s role meludes
responsibibty for Chairman appraisal and succession

Non-executive Directors

Our Non-executive Directors have a wide range of skills and experience
They provide constructive challenge and help to develop our strategy
The Non-executive Directors have satusfied themselves with regard to
the integrity of the Group's finanaial nformation, financial controls and
risk management systems

The independence of each Non-executive Director 1s assessed annually
and the Board makes a careful assessment of the time commitment
required from the Chairman and Non-executive Directors to discharge
their roles property Durning the year the Chairman conducted a rigorous
assessment of the effectiveness of each Non-executive Director's
performance and ndependence, as well as a review of ther contribution
to the Board Particular consideration was given to the independence
of Karen Cook and Ken Hydon, who have both served for six years

The review concluded that each Non-executive Director continues

to be independent and effective and to demonstrate cormmitment

to the role

Our Non-executive Directors have historically been appointed for

a penod of three years and have then submitted themselves for
re-glection on rotation If they wished to continue to serve and remain
independent Going forward, in ine with the prowvisions of the New
Code, all Non-executive Directors will be subrmitted for re-election

on an annual basis, subject to remaining independent The terms
and conditions of appointment of our Non-executive Directors are
available for inspection at the Company’s registered office
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The Board held nine scheduled meetings during the year It also holds
an annual two-day off-site meeting, which considers the Group's
strategy The Board maintains a clear Schedule of Matters Reserved for
Board Decision in order to ensure that it has appropnate overall control
of the Group's affairs The Matters Reserved include the approval of

* the Company's strategic and operating plans,
= annual and intenm financial statements,

= major acquisitions and disposals,

* authonty levels for expenditure,

= treasury policies,

* nisk management and internal control systems,
* Group governance policies, and

* succession planming for senior executives

The Board delegates to management the detailed planrming and
implementation of these matters in accordance with appropnate nsk
parameters The Board monitors comphance with policy and
achievernent against objectives by holding management accountable
for its actrvities through regular updates In addiwon, each business urt
within the Group 1s required to update the Board on a regular basis,
giving the Board the opportunity to understand and explore 1ssues in
depth as appropnate All Directors have access to the services of the
Company Secretary and may take independent professional advice

at the Company’s expense in conducting their duties The Company
provides insurance cover and indemnities for 1ts Directors and Officers

Dunng the year ended 26 February 2011, the Board's scheduled
activities included

* receiving reports from key businesses within the Group,

* receving regular reports on the financial position of the Group and
the various businesses within the Group,

approving the budget and long-term plan for the Group,

approving intenm and full-year results,

discussing and approving Group strategy,

considering opportunities for business development,

discussing nsk management and controls within the Group, including
a detailed review of the Key Risk Register,

receving reports from the Rernuneration Committee, Audit
Commttee and Nominations Committee and other key committees
within the Group including the Compliance Committee and
Corporate Responsibiity Commiitee,

receving reports on governance issues affecting the Group, and

conducting a review of the effectiveness of the Board




Pracedures to deal with Directors’ conflicts of interest

The Company has comprehensive procedures in place to deal with any
situation where a Director has an actual or potential conflict of interest
Under these procedures members of the Board are required to

» consider each conflict situation separately on its particular facts,

s consider the conflict situation in conjunction with the rest of thetr
duties under the Companies Act 2006,

* keep appropnate records and Board minutes demenstrating any
authorisation granted by the Board for such conflict and the scope
of any approvals given, and

*+ regularly review confhict authorisations

Training and development

All new Directors receive a personalised induction programme, tailored
to therr experence, background and particular areas of focus, which is
designed to develop their knowledge and understanding of the Group’s
culture and operations The programme has evolved over time to take
into account feedback from new Directors and the development of best
practice, and will usually include a combination of meetings with senior
management fram across the Group, comprehensive briefing materials
and apportunities to visit the Group’s operations across the world The
Chairman agrees the personalised induction plan for each new Director
and ensures that it s appropriately tallored Areas of focus for the
induction process incfude an overview of the business model and Board
processes, as well as briefings on key issues (Including social, ethical
and environmental {SEE) 1ssues) Directors also receive a tallored
iInduction in relation to those Board Committees they will serve on

The need for Director development is regularly assessed by the Board
and training sessions are arranged to upskill the Directors on a variety
of areas relevant to the Group's business, including SEE 1ssues |In the
last year the Board received training focusing, inter alia, on recent
corporate governance developments, including the implications of the
Walker Review and the publication of the New Cade Training was also
provided in relation to the business of Tesco Bank, ncluding its ongoing
migration programme and the issues involved 1n operating a mortgage
business Itis planned to provide traning on a number of key areas in
the caming year

The Board usually holds at least oene meeting overseas each year, to
facilitate the Directors’ understanding of the Group’s international
operations |n February 2010 the Board wisited China and Korea, and

i March 20111 the Board visited our US business Board trips allow the
Directors to view first-hand the progress and direction of our businesses
in these markets, as well as meeting our teams there

Board performance evaluation

The performance of the Board s a fundamental component of the
Group’s success The Board regularly reviews its own performance and
during the year ended 26 February 2011 it carried out an internally led
evaluation This was the third year since a review of the Board’s
performance was last externally facihtated but, given the Board and
sentor management changes taking place this year, it was decided that
it would be appropnate to carry out a further internally facilitated
evaluation process this year, with an externally facilitated process next
year, ence those changes have had an opportunity to bed in This year's
review was coordinated and directed by the Chairman with the support
of the Company Secretary In-depth interviews were conducted wath
each Director and there was a wide-ranging discussion of the Board's
effectiveness The results of the review were considered in detail by the
Board, and a number of next steps to improve Board effectiveness
further were agreed

The review confirmed that the Board had focused on the important
1s5ues 1N creating sharehalder value, including the UK and key
international businesses such as China and the US The Board

had performed well on governance and much effort was taken on

an ongoing basis to ensure compliance with the Code and other
requirements There was a good facus on societal Issues and the
increasing focus on a global approach was welcomed The review
also highhghted that there was a high tevel of understanding of, and
commitment to, the Board's strategy and the balance of skills and
experience on the Beard had strengthened in recent years The Board
was seen to respond openly and constructively to events and

there were open channels of communication with management

The CEQ succession process was praised as exemplary The review
recommended that gaing forward the Board should bave a particular
focus on the resources required to build a global business in terrms of
financual capacity, peonle develepment and operatianal capabilities

Annual reviews of the performance of the Nominations, Remuneration
and Audit Committees have been carried out, led by each Committee's
Chairman These reviews have confirmed that each Committee
continues to operate effectively

Our CEQ reviews the performance of each Executive Director and our
Chairman reviews the performance of the CEQ and each Non-executive
Directer Having completed these evaluations, the CEO and Chairman
confirm that each individual whose performance they have assessed
continues to be effective and committed to their role The Seniar
Independent Director assessed the Chairman’s performance in the year,
taking into account the views of both the Non-executive and Executive
Directors, and confirms that he continues to be effective and
committed to his role

Duning the year, the Chairman met with the Non-executive Directors,
without the Executive Directors present, to discuss Board issues and
how to build the best possible team

Attendance at meetings

The Board held nine scheduled meetings in the year ended 26 February
2011, and ad hoc meetings were also arranged to deal with matters
between scheduled meetings as appropriate It 1s expected that all
Directors attend scheduled Board and relevant Committee meetings,
unless they are prevented from doing so by prior commitments, and
that all Directors will attend the AGM Where Directors are unable to
attend meetings, they receve the papers scheduled for discussion in
the relevant meetings, giving them the opportunity to raise any Issues
and give any comments to the Chairman in advance of the meeting
Following the meeting the Chairman briefs any member not present on
the discusstons and any deasions taken at the meeting Directors leave
the meeting where matters relating to them, or which may constitute a
conflict of interest for them, are being discussed Nane of the Executive
Directors holds more than ene FTSE 100 external non-executive
directorship and Philip Clarke resigned his position as Non-executive
Director of Whitbread plc effective from 1 March 2011 The other
directarships held by the Non-executive Directors are set out in therr
biographies which can be found on pages 60 and 61
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GOVERNANCE

Directors’ report on corporate governance

The table below shows the attendance of Directors at scheduled Board
meetings dunng the year

Full Board meetings

The Board's key activities

The Board governs through a number of key Commuttees — in particular
the Audit, Remuneration and Nominations Committees — to which
certain responsibiities and duties are delegated These Committees

””:;’S’;L‘I’: aca 3@ properly authorised under the constitution of the Company to take
meetings meetings  decisions and act on behalf of the Board within the parameters lad
Number of meetings attended atended  down by the Board The Board 1s kept fully informed of the work of
Non-executive Directors these Commuttees and any 1ssues requining resolution are referred
David Rerd (Ch to the full Board as appropriate Asummary of the operations of
avid Rerd (Chairman) 9 9 these Committees s set out below The effectiveness of the Audit,
Gareth Bullock 4 Remuneration and Nominations Committees 1s underpinned by their
(appointed 3 July 2010) Nan-executive Director membership, which provides independent
Patnck Cescau 9 9 insight on governance matters A copy of each Committee’s Terms
(Semar Independent Director of Reference is available on our website www tescople cony/
frem 3 July 2010) boardprocess/ The Board 1s serviced by the Company Secretary, who
Stuart Charmb 4 4 repaorts to the Chairman in respect of his core duties to the Board
r mbers
(appointed 3 July 2010)
Karen Cook 9 9
Ken Hanna 9 9 PLCBoard }---------- ;
Ken Hydon 9 9 i
Jacqueline Tammenoms Bakker 9 9 E
Main Board Monitoring
Executrve Directars Committees Committees*
= Audit Commuttee Executive || = Corporate
Sir Terry Leahy 9 g * Rernuneration Committee Responsibihty
(retired 2 March 2011) Cammittee Committee
+ Nominations * Compliance
Richard Brasher 9 9 Commitiee Commiitee
Philp Clarke 9 9
Andrew Higginson 9 9
Tim Mason 9 9
Laurie Mcllwee 9 9
Operational Joint Venture Subsidiary
LUC)‘ Neville-Rolfe CMG 9 9 Committees Boards Boards
David Potts 9 g
* Reports are discussed by PLC Board on a regular basis
Past Non-executives Directors
Charles Allen CBE 5 5
(retired 2 July 2010}
Rodney Chase CBE 5 3
(retired 2 July 2010)
Harald Ethsmann 5 5
(retired 2 July 2010)
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Nominations
Committee

David Reid
Normunations Committee
Chairman

Our Nominations Committee
comprises seven independent
Non-executive Directors, the
Non-executive Chairman and
the CEO.

Number of
possible Actuat

meetings meetings
Members attended attended
David Reid (Chairman) 4 4
Gareth Bullock 1 1
(from 3 July 2010)
Patnick Cescau 4 4
Stuart Chambers 1 1
{from 3 July 2010}
Karen Cook 4 4
Ken Hanna 4 4
Ken Hydon 4 4
Jacqueline Tammenoms Bakker 4 4
Sir Terry Leahy 4 4
(retired 2 March 2011}
Phihp Clarke 1 1
(from 2 March 2011)
Past committee members
Charles Allen 3 3
Rodney Chase 3
Harald Einsmann 3 3

The Neminations Committee leads the process for Board appointments
and the re-election and succession of Directors, as welt as making
recommendations for the membership of the Board's main committees

The Commuttee 1s chaired by David Reid and the Company Secretary
also attends meetings In his capacity as Secretary of the Committee
Where matters discussed relate to the Chairman, the Serior
Independent Director charrs the meeting

The Nominations Commuttee met four times formally in the year

to discuss the engoing shape and capability of the Board There
were also a number of ad hoc meetings dunng the year to discuss
Board succession matters As well as reviewing the performance

and development of the Executive Directors and the senior executive
levels below the Board, the Committee also regularly considers

= the Board’s structure, size and composition,

= the skills, experience and knowledge of the Board, and dentfies
candidates to fill Board vacancies and enhance 1ts capability,

succession planning for Directors and other senior executives, taking
nto account the challenges and opportunities facing the business,
and what skills and expertise are therefore needed on the Board In
the future,

* the time commitment required from Non-executive Directors,

the leadership needs of the organisation, both executive and non-
executive, with a view to ensunng the continued ability of the
orgamisation to compete effectively in the marketplace, and

strategic issues and commercial changes affecting the Group
and the market in which it aperates

Duning the year consideration was given to finding an appropriate
reptacement for retinng CEO, Sir Terry Leahy, and for the retiring
Non-executive Directors The Nominations Committee considered
the skills and experience that would be required for these positions
to create detailed role descniptions After a ngorous selection process
involving a number of external candetates, which included interviews
with the Executive and Non-executive Directors, Gareth Bullock and
Stuart Chambers were selected for the Non-executive roles Philip
Clarke was chosen as the strongest candidate for CEQ following a
thorough assessment of internal and external candidates

As part of the successiocn planning process the Nominations Committee
considered appointing three new Non-executive Directors to replace
the three Directars retinng in July 2010, but it was constdered that
the appomntment of two new Directors would be sufficient, given

the balance of skills and experience there would be among the
Non-executive Directors {taking into account these appointments),
and the fact that the Company's non-comphance with the board
balance provisions in the Code would only be temporary Copies of
the Non-executive Directors’ letters of appomntment are available for
nspection from the Company Secretary at the Company’s registered
office and also at the AGM

The Commuttea’s effectiveness review concluded that the Committee
was provided with sufficient resources to carry out its duties

Full terms of reference of the Tesco PLC
Nominations Committee are available at

www tescoplc com/boardprocess/
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GOVERNANCE

Directors’ report on corporate governance

Remuneration
Committee

Stuart Chambers
Remuneration Committee
Chairman

QOur Remuneration Committee
comprises five independent
Non-executive Directors.
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Number of
possible Actual

Members {all independent meeungs meeungs
Non-executive Directors) attended attended
Patrick Cescau 5 5
Stuart Chambers 3 3
(from 3 July 2010)
Karen Cook 5
Ken Hanna
Jacqueline Tarnmenoms Bakker
{from 3 July 2010)
Past Committee members
Charles Allen 2 1
Rodney Chase 2 1
Harald Einsmann 2 2

The Remuneration Commuttee’s role 1s to determine and recommend
to the Board the remuneration of the Executive Directors It also
monitors the levels and structure of remuneration for senior management
and seeks to ensure that the remuneration arrangements are designed
to attract, retain and motivate the Executive Directors needed to run
the Company successfully

At the inwvitation of the Committee the Chairman of the Board normally
attends meetings and the CEQ and Chief Financial Officer attend as
appropnate Representatives of the Group's Personnel and Finance
functions attend as appropnate to provide support and the Company
Secretary also attends in his capaaty as Secretary of the Commitiee

The Committee met five times this year The Committee’s effectiveness
review concluded that the Committee was provided with sufficient
resources to carry out its duties

Details of the work of the Remuneration Commuttee are set out in the
Directors’ Remuneration Report on pages 74 to 91

Each year the Commuttee conducts a review of its own effectiveness
and 1ts Terms of Reference The responsibilities of the Remuneration
Commmittee, and an explanation of how it applies the Directors’
remuneration principles of the Code and other applicable rules and
regulations goverming remuneration, are set out in the Directors’
Remuneration Repoart on pages 74 to 91

Full terms of reference of the Tesco PLC
Remuneration Committee are avallable at

www tescoplc com/boardpracess/




: The Chairman of the Tesco Bank Audit Commuttee attends the
u It Commuttee twice a year to provide an update on the work of the Bank’s

Audit Commuttee in overseeing the Bank's internal control and risk

CO m m itte e assurance processes

The Audit Comrmittee structure requires the inclusion of at least one
member with recent and relevant financial expenence The Committee
Chawman and several other members fulfil this requiement, and all
other Committee members have an appropnate understanding of
financial matters

The Audit Commuttee’s primary responsibiities are

to review the financial statements and announcements refating
to the financial performance of the Company,

*

to review the Group's internal contral and nisk assurance processes,

Ken Hydon
Audit Committee * to consider the appointment of the external auditors, their reports
Chairman to the Committee and their ndependence, which includes an
assessment of thewr appropnateness to conduct any non-audit work,
and
O ur AU d |t Com m |tte e * toreview the programme of Internal Audit
. . The Committee met five times this year and the Committee’s
com p rsSes fo urin d € p en d en t effectiveness review concluded that the Committee was provided with
N on-execu tlve D | re ctors sufficient resources to carry out its duties While fulfilling the above

responsibtities, during the year the Committee recewved detaled
updates from a number of businesses within the Group, aswell as
discussing a number of topics including

¢ fraud risks,

* business continuity and crisis management,

Number of
possible Actual = whistle-blowing,
Members (alt independent meetings meeungs
Non executive Directors) attended attended  « Groceries Supply Code of Practice,
Ken Hydon (Charrman) 5 5 = goingconcern, and
(Fellow of CIMA, ACCA and ACT)
= IT controls
Gareth Buliock 2 1
(from 3 July 2010) A Board visit is organised each year to one or more of the Group’s
(MA Modern Languages) international businesses and the Committee takes advantage of these
visits to meet with local management and discuss the extent to which
Patrick Cescau 5 Group internal controls and nsk management processes are embedded
Ken Hanna (Fellow of ICAEW) 5 4' nthose businesses
The need for traiming 1s kept under review and the annual agenda ensures
P substantial time 15 dedicated to technical updates, which are generally
ast Committee members
provided by external experts This year tratming was provided, inter alia,
Rodney Chase 3 2 onaccounting and reporting developments under IFRS and IAS and
* Ken Hanna was not able to attend the Apnl meeting due to the disruption created by the governance developments proposed by the FRC With respectto Tesco
Ieelandic ash ¢foud Gareth Bulfock was not able to attend the September meeting due Bank, training was provided on regulatory, accounting, governance and
to 8 pre-existing commitment made before his appointment nsk management requirements Training 15 also provided on an ongoing
basis to meet specific Individual needs of Commuttee members
Otherregular attendees at the invitation of the Commuttee include The Commuttee conducted a review of its own effectiveness and its
+ Charman of the Board, Terms of Reference during the year The Commuttee also had regular

private meetings with the external auditors and the Head of Internal
Audit duning the year at which an honest and open working relationship
+ Head of Internal Audit, 15 maintained and developed

+ Chief Financial Officer and his team (as appropnate),

* Executive Director (Corporate and Legal Affairs),
s Executive Directors as appropnate, and

* External Auditors
Full terms of reference of the Tesco PLC
The Company Secretary also attends in his capacity as Secretary Audit Committee are avatlable at

of the Commuttee
www tescople com/boardprocess/
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GOVERNANCE

Directors’ report on corporate governance

Management of the Group

EXECUTIVE COMMITTEE

The Board delegates responsibility for formulating and implementing
the Group's strategic plan and for management of the Group to the
Executive Commuttee, which 1s chaired by the CEO and compnised
the eight Executive Directors during the year A senior executive,
Colin Holmes, was also a member of the Committee until he left the
Group on 29 October 2010 From 1 March 2011 this Committee has
been expanded to reflect the scale and scope of the business The
Commuttee now consists of the seven Executive Directors and the
following senior executives

1 Gordon Fryett — Property Strategy Director for the Group
2 Alson Horner — Group Personnel Director

3 Trevor Masters — responsible for operations in the Czech Republic,
Hungary, Poland, Slovakia and Turkey

4 Mike McNamara — Chieef Information Officer
5 Bob Robbins — Chief Operating Officer of the UK business
6 Ken Towle — Internet Retailing Director

The Committee has authority for deasion-making in all areas except
those set outin the Schedule of Matters Reserved for Board
Deaision, and meets formally on a regular basis The Company
Secretary attends in his capacity as Secretary of the Committee

The Executive Committee 1s responsible for implementing Group
strategy and policy and for monitoring the performance and
comphance of the business, drawing on the work of relevant
commuittees, and reporting on these matters in full to the Board

The Commuttee has set up further committees, including the
Compliance and Corporate Responsibiity Committees, together
with a number of operational groups which have responsibility for
implementing the key elements of the Group's strategic plan and
managing its UK and internaticnal operations, Joint ventures,
property acquisitions, finance, funding and people matters These
committees and groups have as members an appropnate rmixture of
Executive Directors and senior management from relevant functions

1 2
3 4
5 6
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COMPLIANCE COMMITTEE

Membership of the Compliance Committee includes three Executive
Directors and members of seniormanagement The Committee is
chaired by Lucy Neville-Rolfe, Executive Director (Corporate and
Legal Affairs) The Commuttee normally meets six imes a year and
Its rermit s to ensure that the Group complies with all necessary
laws, regulations and other comphiance policies in alk of its
operations worldwide The Committee has a schedule for the
regular review of operational activities across the Group Each
business tn the Group has its own comphlance committee which
reviews compliance with Group and local comphance pohcies, and
each comphance committee reports 1o the Group Comphance
Comrmittee on a reqular basis

CORPORATE RESPONSIBILITY COMMITTEE

The Commuttee 1s chaired by Lucy Meville-Rolfe, Executive Director
(Corporate and Legal Affarrs), and membership compnses both
Executive Directors and semor executives from across the Group
Regular support and contributions are also received from Non-
executive Directors, who provide the Committee with the benefit of
ther expenence outside Tesco The Committee meets at least four
times a year to support, develop and monitor policies on Soaal,
Ethical and Environmental (SEE) issues, and to review threats and
opportunities for the Group Progress in developing community
initiatives is monutored by the use of relevant KPls for the businesses
within the Group The Board formally discusses the work of the
Committee on a regular basis, including progress in implementing
our Communuty Plan

The Corporate and Legal Affairs Department and the Trading Law
and Technical Department provide assurance and advice on legal
compliance, health and safety, and SEE matters These functions
report on thewr work on a regular basis and escalate matters

as appropriate

Whistle-blowing

The Group operates a whistle blowing policy which is reviewed
annually In every business we operate a confidential telephone

and ermnail service which enables concerned employees to report,
anonymously f they choose, any instances of inappropriate behaviour
or malpractice within the business Such issues include unethical or
illegal behaviour such as fraud, dishonesty and any practices that
endanger our staff, customers or the environment Durning the year
the majonity of the 1ssues related to personnel matters, which s
common in most businesses, with a number of secunty 1ssues

also rased

All complaints made are treated as confidential and are investigated

by the relevant department Employees are kept updated on request
Where there s a serious issue, this will be escalated to the country CEQ
This policy is monitored by the comphance committees in country, by
the Group Compliance Committee annually and by the Group Audit
Committee annually In addition, the whistle blowing line was internally
audited during the year




Risk management and internal controls

Accountabilities

Accepting that risk 1s an inherent part of doing business, our risk
management systems are designed both to encourage entrepreneunal
spint and also provide assurance that risk s fully understood and
managed The Board has overall responsibility for nsk management
and internal control within the context of achieving the Group's
objectives Executive management s responsible for implementing
and maintaining the necessary control systems The role of Internal
Auditis to monitor the overall internal control systems and report on
therr effectiveness to executive management, as well as to the Audit
Committee, in order to facilitate its review of the systems

Background

The Group has a five-year rolling business plan to support the delivery
of its strategy Every business unit and support function derives its
objectives from the five-year plan and these are cascaded to managers
and staff by way of personal objectives

Key to delivering effective nsk management 1s ensurning our people
have a good understanding of the Group's strategy and our policies,
procedures, values and expected performance We have a structured
nternal communications programme that provides emnployees with

a clear definition of the Group’s purpose and goals, accountabilities
and the scope of perrmitted activities for each business unit, as well as
individual ne managers and other employees This ensures that all our
people understand what 1s expected of them and that decision-making
takes place at the appropnate level We recognise that our people may
face ethical dilemmas in the normal course of bustness so we provide
clear guidance based on the Tesco Values The Values set out the
standards that we wish to uphold in how we treat people These are
supported by the Group Code of Business Conduct which offers
gwdance on relationships between the Group and its employees,
supphers and contractors

RISK MATRIX (LIKELEHQ‘._".)D TO IMPACT)

Risk management

The Group mamntans a Key Risk Register The Register contains the key
nsks faced by the Group, including therr ikelihood and impact, as well
as the controls and procedures implemented to mitigate these nisks
(see table below) The content of the Register 1s determined through
regular discusstons with senior management and review by the
Executive Commuittee and the full Board Abalanced approach allows
the degree of controllability to be taken into account when we consider
the effectiveness of mitigation, recognising that some necessary
activities carry inherent sk which may be outside the Group’s control
Our key nsks are summarnsed on pages 51 to 57 of the Business Review
section of this Annual Report

The nsk management process s cascaded through the Group, with
operating subsidiary boards maintaining their own risk registers

and assessing their control systems The same process also applies
functionally in those parts of the Group requiring greater overview
For example, the Audit Commuttee’s Terms of Reference require it

to oversee the Finance Risk Register The Board assesses significant
SEE nisks to the Group's short-term and long-term value, and
incorporates SEE nsks on the Key Risk Register where they are
considered material or appropriate Dunng the year the Board reqularly
reviewed the Key Risk Register and undertock deep dive assessments
of property and fraud risks

We recognise the value of the AB] Guidelines on Responsible
Investment Disclosure and confirm that, as part of its regular nsk
assessment procedures, the Board takes account of the significance

of SEE matters to the business of the Group We recognise that a
number of investors and other stakeholders take a keen interest in how
compantes manage SEE matters and so we report more detail on our
SEE polictes and approach to managing matenal nisks arising from SEE
matters and the KPls we use both on our website (http fwww tescoplc
com/corporate-responsibility/} and in our Corporate Responsibihity
Report 2011 To provide further assurance, the Group's Corporate
Responsibihty KPls are audited on a regular basis by Internal Audit
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GOVERNANCE

Directors’ report on corporate governance

Internal controls

The Board 1s responsible for the Company’s system of internal contrals
and for reviewing the effectiveness of such a system We have a
Group-wide process for clearly establishing the nsks and responsibilities
assigned to each level of management and the controls which are
required to be operated and monitored

The CEQ of each subsidiary bustness is required to certify by way

of an annual governance return that the Group's governance and
compliance policies and processes have been adopted The returns
receved from across the Group are reviewed and discussed by the
Compliance Commuttee and the results of that review are included in
the Compliance Committee’s annual report to the Board For certain
Joint ventures, the Board places rehance upon the internal control
systerns operating within our partners’ infrastructure and the
obligations upon partners’ boards relating to the effectiveness

of their own systems

Such a system I1s designed to manage rather than eliminate the risk of
fallure to achieve business abjectives and can only provide reasonable
and not absolute assurance against material misstatement or loss

In respect of Group financial reporting, Group Finance 1s responsible
for preparing the Group financial statements, incorporating the
consoldation process Group Finance contains a consohdation team
and techrical accounting team, which reviews external technical
accounting developments, financial reporting and accounting policy
1ssues Itis also responsible for the maintenance of the Group's
accounting pohcy manual, which 151n accordance with International
Financial Reporung Standards Group Finance also maintains its gwn
risk register and assesses its own controls systems This incorporates
risks such as wrang or unclear accounting policies, ineffective financial
close processes, naccurate or incomplete Group financial and
management accounts, reputational nsk, IT nsks, fraud and people
risks Internal Audit also reviews the effectiveness of controls operating
in the Group Finance function The results of Group Finance’s risk
reqister review and Internal Audit’s findings are reported to the Audit
Commuttee on an annual basis

The Board has conducted a review of the effectiveness of internal
controls and s satisfied that the controls In place remain appropniate

Monitoring

The Board oversees the monitoring system and has set specific
responsibilities for itself and the vanous committees as set out below
Both Internal Audit and our external auditors play key roles in the
monitoring process, as do several comrmittees including the
Comphance Committee and the Corporate Responsibility Committee
The minutes of the Audit Comnmittee and the other committees are
distributed to the Board and each commuttee submits a report for
formal discussion at least once a year These processes provide
assurance that the Group is operating legally, ethically and in
accordance with approved financial and operational policies

Audit Committee

The Audit Commuttee reparts to the Board each year on its review of
the effectiveness of the internal control systems for the financial year
and the period to the date of approval of the financial staternents
Throughout the year the Committee receives regular reports from

the external auditors covering topics such as quality of earmings and
technical accounting developments The Committee also receves
updates from Internal Audit and has dialogue with senior managers on
their control responsibilities It should be understood that such systems

are designed to provide reasonable, but not absolute, assurance against

matenal misstaterment or loss
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Internal Audit

The Internal Audit department 1s independent of business operations
and has a Group-wide mandate It undertakes a programme to address
mnternal control and nsk management processes with particular
reference to the Turnbull Guidance It operates a nsk-based methodology,
ensuning that the Group’s key risks receive appropriate regular
examination lts responsibihties include mantaming the Key Risk
Register, reviewing and reporting on the effectiveness of nsk
management systems and internal control with the Executive
Commuttee, the Audit Committee and ultimately to the Board
Internal Audit facilitates oversight of nisk and control systems across
the Group through nsk commuittees in Asia and Europe and audit
committees in a number of our businesses and joint ventures The
Head of Internal Audit also attends all Audit Comnuttee meetings

External audit

PricewaterhouseCoopers LLP, the Company’s external auditor,
contributes a further independent perspective on certain aspects of
our internal financial control systems arising from its work, and reports
to both the Board and the Audit Committee The engagement and
independence of external auditors is considered annually by the Audit
Commuttee before it recommends its selection to the Board

The Company has a non-audit services policy for work carried out
by PricewaterhouseCaopers LLP This 1s split into three categories as
explaned below

(3} pre-approved for the external auditors — 15 predomunantly the
review of subsidiary undertakings’ statutory accounts and is
Audit-related in nature,

(b) work for which Audit Committee approval is speafically required
— transaction work and corporate tax services, and certam advisory
services, and

() work from which the external auditors are prohibited

The Audit Commuittee concluded that it was in the best interests of the
Company for the external auditors to provide a number of nen-audit
services duning the year due to ther experience, expertise and
knowledge of the Group's operations

Auditor objectmity and independence was achieved by ensunng
that personne!l involved 1n the non-audit work were not involved in
the audit, and by ensuring that management tock responsibility for
alt decisions made

The fees paid to the auditors in the year are disclosed tn note 3 to the
Group Financial Staterments

PricewaterhouseCoopers LLP also follows its own ethical guidelines
and continually reviews its audit team to ensure 1ts iIndependence
15 not compromised

Tesco Bank

Tesco Bank monitors the nsks it faces through its governance
structures, assessing any potential impact and actron required to
manage them The work of the Tesco Bank Risk Commuttee focuses

on systematic nsks such as funding, credit nsk and risks in the nsurance
business, while the Tesco Bank Audit Commuttee considers internal
controls and assurance The Bank's Board has overall responsibility

for ensuning that it has an appropnate approach to risk managernent
and internal control within the context of achieving its objectives
Executive management is responsible for implementing and mantaining
the necessary control systems with the independent risk function
providing oversight and assurance in relation to risk profiles The role
of Tesco Bank Internal Audit1s to monitor the overall internal control
systems and report on their effectiveness




The Bank has established a nsk management framework to manage
the risks ansing across the business The framewaork is driven at a
strateqic level by the Bank’s Risk Appetite, which 1s approved by its
Board The Internal Capital Adequacy Assessment Process ({CAAP) 1s
the Bank’s internal assessment of capital adequacy designed to address
the requirements under Pillar 2 of the Basel Il framework The ICAAP
process considers all of the risks faced by the Bank, how these risks

are mitigated and the amount of capital that requires to be held both
currently and in the future The Bank performs a full lCAAP at least
annually wath approval provided by its Board

The Bank maintains a Key Risk Register, which 15 subyect to regular
revtew to enable management to determine additional mitigating
actions in cases where the restdual nsk 1s outside its Risk Appetite
The content of the Register is determined through reqular discussions
with senior management and reviewed by the Bank's Board Risk
Committee, its Board and the Tesco PLC Board on a regular basis

Relations with stakeholders

We are commutted to having a constructive dialogue with stakeholders
1o ensure we understand what 1s impartant to them and allow ourselves
the opportunity to present our position Every year we carry out a
survey of a cross section of shareholders in order to assess shareholder
perceptions of the Company The results of this survey are reviewed by
the Board Engagement helps us identify new risks and opportunities
to ensure that our long-term strategy is sustainable In some instances
we find that working with stakeholders in partnership can help deliver
shared goals We might nat be able to satisfy all stakeholder concerns
all the time but through engagement we can do our best to balance
competing demands We know that customers need to be able to trust
our business and they will only trust us if they believe that we are
engaging on an appropriate basis with our stakeholders

Our programme of engaging with stakeholders including customers,
staff, supplers, investars, government, regulators, non-governmental
orgamsations and others, is set out in more detait in our Corporate
Responsibility Report 2011 and on our website

Shareholder engagement

We maintain a good dialogue wath shareholders through proactively
organising meetings and presentations as well as responding to a wide
range of enquines We seek shareholder views on a range of 1ssues from
strategy ta corporate governance and SEE 1ssues We recogrise the
importance of communicating appropriately any significant Company
developments

During the year, the Chairman, CEO and Chief Financial Officer met
with a number of our leading shareholders to discuss 1ssues relating

to the perfarmance of the Group and its strategy, as well as new
developments within the business and a range of governance matters
The Charrman's meetings with major shareholders took place
independently from the Executive team’s meetings This year the
Rermuneration Commttee Chairman also met with a number of major
shareholders to discuss proposed changes to the remuneration
structure for Executive Directors In addition to this, Investor Relations
engage with shareholders on a regular basis, and on a wide range of
issues Lucy Newville-Rolfe leads the Company’s contact with socially
responsible investors (SRIs) and has regular meetings, on both a
one-to-one and group bass, to discuss the work the Group 1s doing on
corporate responsibility and governance-related 1ssues Following these
meetings the matters raised are discussed with the Board as a whole

An investor Relations report is produced for the Board periodically
This repart summarises feedback from shareholders parucularly in
terms of our management and strategy, and ensures the Board has
a balanced perspective on the views of our major shareholders

It1s normal that institutional shareholders may be in more regular
contact with the Group than other shareholders, but care is exercised
to ensure that any pnce-sensitive Information is released to all
shareholders, institutions and pnvate, at the same time in accordance
with applicable legal and regulatory requirements All major
presentations to institutional shareholders are made availlable to
private shareholders through the Tesco PLC website

Every shareholder may choose toreceive a full Annual Report and
Financial Statements or the Annual Review and Summary Financial
Statement, either in paper or electronic form These reports, together
with publicly made trading statements, are available on the Group’s
website, www tescoplc com

The Tesco PLCAGM

The Annual General Meeting offers the opportunity for the Board to
communicate the Company's progress directly to shareholders Ourlast
Annual General Meeting in July 2010 was held in London The 2011
AGM will be held in Nottingham at 11am on Friday 1 July The choice of
location is based on our policy of widering the opparturity for our
shareholders to attend the AGM, by moving to different lacations in the
UK each year

The whole Board attends the AGM and 1s available to answer questions
from shareholders present To encourage shareholder participation, we
offer electronic proxy voting and voting through the CREST electronic
proxy appointment service At our last Annual General Meeting, all
resolutions were voted by way of electromic poll This follows best
practice guidelines and allows the Company to count all votes, not just
those of shareholders attending the meeting The Chairman announces
the provisional voting results at the meeting, and the final results are
announced the same day through the Regulatory News Services and
the Tesca PLC website

By Order of the Board
Jonathan Lloyd
Company Secretary
6 May 2011

Tesco PLC

Registered Number 445790

Registered in England and Wales

Registered Office Tesco House, Delamare Road, Cheshunt,
Hertfordshire EN8 9SL

VAT Registration Number GB 2204302 3
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GOVERNANCE

Directors’ remuneration report

Stuart Chambers
Remuneration Committee Chairman

As the new Remuneration
Committee Chairman | am
pleased to present Tesco PLC's
2010/11 Directors’ Remuneration
Report to you.

This report sets out the remuneration pelicy for the Executive and
Non-executive Directors of Tesco PLC and describes the individual
remuneration of the Directors for the year ended 26 February 2011

REMUNERATION COMMITTEE

75

Governance and nsk

management, including the
role, membership and advisors

to the Committee

REMUNERATION STRATEGY
AND POLICY

76

77

78

79
79

Remuneration strategy and
pohicy from 201112

Fixed remuneration from
200112

Performance related
remuneration from 2011412
Share ownership guidelines
Service agreements

REMUNERATION FOR 2010/11

80 Fixed remuneration for 2010/11

80 Performance related
remuneration for 2010/11

83 2010/11 long term performance
awards

OTHER INFORMATION

84 Outside appointments

84 Other remuneration matters
84 Non-executive Directors

84 Comphance
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Following my appointment as Chairman of the Remuneration
Commuttee, | took the opportunity to meet with our largest
shareholders in November 2010 to understand thetr views and

concerns In relation to remuneration arrangements The Remuneration
Commuttee has since reviewed all our executive remuneration
arrangements in the hight of our strategy, our operational goals and the
feedback from shareholders Whilst we believe that our remuneration
arrangements are broadly compeutwe and operate well, the Commuttee
has found opportunihies to simplify, and rebalance where appropriate

In carrying out this review, we have followed four guiding principles
These principles as well as the key outcomes of the review are as follows

—_

Simphification - We will remove share options and operate only one
long-term incentive plan (currently four plans} with two pesformance
measures (currently five measures) We will also reduce the annual
bonus metrics to seven key measures (currently more than 20
ndividual measures are considered)

2 Acollegiate approach - The focus for our long-term incentives will
be on Graup results only for both the CEQ and Executive Directors
and there will be no separate long-term incentiwves for Executive
Directors in relation to the US or other businesses Going forward,
the US CEQ will participate in the same incentive arrangements
as ather executives and will no longer participate in the US LTIP

3 Strategic ahgnment — We will emphasise earnings growth in the
long-term plan as well as delivering sustainable return on capital
We are also increasing our executve shareholding guidelines to four
times base salary for the CEQ and three times base salary for the
Executive Directors to enhance the alignment of interests between
executives and our shareholders

4 Appropnate pay levels — The simplified remuneration
arrangements are of broadly the same expected value as the current
executive remuneration arrangements

We are asking shareholders at this year's AGM to approve the renewal of
the Performance Share Plan for a further ten years on broadly 1ts existing
terms In order to allow for the replacement of share options with a
performance share award and to allow for the Cornrmttee to structure
the reward of the CEQ so that itis more focused on performance related
elements, our current intention s for the maximum award under the
long-term incentive plan (PSP) to be 225% of base salary for Executive
Directors and 275% of base salary for the CEQ To ensure that we have
sufficient headroom to grant awards in exceptional crcumstances,

in line with usual practice, we are seeking shareholder approval to
increase the maximurn award opportunity under the PSP to 350% of
base salary In the event that this award policy changes we would expect
to consult our largest shareholders in advance

Further detalls of the proposed remuneration arrangements are set out
on pages 76 to 79

| believe that the remuneration arrangements we are proposing are
appropnate and will help iIncentivise executives to create future growth
in shareholder value | very much hope that shareholders wll support
our remuneration arrangements at our forthcorming AGM

Last year’s remuneration

201011 was another strong performance year for Tesco in challenging
markets Remuneration payouts for the year were based on the existing
reward framework and average payouts for the year were lower than
far 2009/10 Further detalls of this are provided on pages 80 to 83

Stuart Chambers
Chairman of the Remuneration Committee

k(i




REMUNERATION COMMITTEE

Membership of the
Remuneration Committee

Role of the Remuneration
Committee and activities
during the year

Number of meetings

External advisors

Internal advisors

Terms of reference

Stuart Chambers (Committee Chairman) (Joined the Cornrmittee on 3 July 2010)

Patnck Cescau

Karen Cook

Ken Hanna

Jacquehne Tammenoms Bakker (joined the Committee on 3 July 2010)

* The Directors’ biographtes can be found on pages 60 and 61 of this Annual Report

* Members' attendance at Committee meetings is listed in the Corporate Governance section on page 68 of this
Annual Report

* No member of the Committee has any personal financial interest in the matters being decided, other than
as a shareholder, nor any day-to-day tnvolvement in running the business of Tesco

 Charles Allen, Rodney Chase and Harald Einsmann were also members of the Committee untit their rettrement
from the Board at the 2010 AGM on 2 July Mr Allen chaired the Commuttee until this date

The Commuttee’s responsibilities are to

* determine and recommend to the Board the remuneration policy for the Chairman and Executive Directors,

s ensure the level and structure of remuneration 1s designed to attract, retain and motivate the Executive
Directors needed to run the Company,

* review and approve awards made under our share schemes,

* agree performance frameworks and targets for annual and long-term awards, and review performance against
these,

= mornutor the level and structure of remuneration for senior management ensuring thatitis aligned with
shareholders’ interests,

¢ ensure the remuneration relationship between the Executive Directors and the wider workforce 1s appropnate,

s review compliance with director shareholding guidelines,

* approve the annual Directors' Remuneration Report for presentation to shareholders,

* consider developments in best practice and updated guidelines on executive compensation from shareholder
adwisory bodies, and

= review the Chairman’s pay and benefits

In addition to carrying out these responsibilities, duning the year the Committee undertook a detalled review

of remuneration arrangernents and proposed changes to both policy and structures The Committee also set

a reward framework for our new CEQ

As it does every year, the Commuttee undertook a review of its own performance and agreed steps to enhance

its effectiveness

Asrequired by the FSA, Tesco Bank has a separate independent remuneration committee The Group

Remuneration Committee 1s consulted on, and makes recommendations tn relation to the remuneration

arrangements for Tesco Bank employees, with the aim of encouraging consistency with Group remuneration

policy, but it does not make decisions in relation to, or direct, how remuneration 1s managed within Tesco Bank

= Normally four meetings per year
* In the year ending 26 February 2011 the Committee met formally five times

Deloitte LLP
Deloitte also provided advisory services in respect of corporate tax planning, share schemes, international
taxation, corporate finance and treasury to the Group during the year

* Jonathan Lloyd, the Company Secretary, 1s Secretary to the Committee

* David Reid, Non-executive Chairman, Philip Clarke, Chief Executive of the Group and Launie Mcliwee, Group
CFO, all attend meetngs at the invitation of the Committee They are not present when their own remuneration
15 being discussed

* The Committee 15 supported by the Group Personnetl and Finance functions

Available from the Company Secretary upon request or can be viewed at www tescoplc com/boardprocess/

Governance Oversight Committee (GOC)

Membership of the
Committee

Role of the Governance
Oversight Committee

Senior independent Director - Patrick Cescau (Committee Chairman)

Chairman of the Audit Committee — Ken Hydon

Chairman of the Remuneration Committee — Stuart Chambers

The Chairman attends meetings and the Company Secretary serves as its secretary

The Commuttee's purpose s to review and report to the Remuneration Committee at the end of each financial
year on the allocation of Group capital

The Remuneration Commuittee takes account of the GOC's report together with the view of the Audit Commuttee
to ensure that financial performance against targets 1s indicative of strong and robust business performance

If appropnate, vesting under fong-term incentive plans may be adjusted by the Remuneration Committee

Any such adjustments ta vesting for Executive Directors will be reported to shareholders in the Remuneration
Report at the relevant time
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GOVERNANCE

Directors’ remuneration report

REMUNERATION STRATEGY AND POLICY FROM 2011712
ONWARDS

Executive Directors’ remuneration strategy

Tesco has a long-standing strategy of rewarding talent and expenence
We seek to provide incentives for delivering strong, sustainable and
profitable growth, thereby creating substantial additional value for
shareholders We operate in a keenly competitive and rapidly changing
retall environment Business success depends on the talents of the key
team, but outstanding business performance comes from teamwork
Tesco has a stable and successful management team, and motivating
and incentivising that team at senior levals to deliver yet higher levels of
performance 15 vital to our ongoing success We believe our incentives
should support the continued growth and the strengthening of our
returns from across the Group, as well as the creation and development
of signmificant new businesses

Total remuneration levels of Executive Directors are reviewed annually
by the Commuttee, taking into account their contnbution in terms of
continuing strong performance, their potential and competitive market
practice When setting the remuneration of Executive Directors, the
Commuittee considers the Group's performance against a mixture of
corperate objectives and financial measures Consideration is also given
to reward levels at the next tier of management below the Board and
across the Group in order to sustain a common sense of purpose and
shanng of success

Remuneration policy for 2011/12

The Remuneration Commuttee has undertaken a detalled review

of executive remuneration arrangements In the past few months

As outhned in the Chairman's introduction, the objectives of this review
were to simplify arrangemenits and return to using measures relevant
to group performance for all Executive Directors In addition, the review
focused on ensuring that executive arrangements are aligned with
strategy and shareholder value creation, while offening the nght pay

for the rrght level of performance In carrying out its review of Tesco's
remuneration approach, the Commtiee considered total remuneration
levels and decided that there should be no averall increase in incentive
opportunity The Committee believes that this package 1s appropriate
for the scope and responsibility of the Executive Director roles

When reviewing remuneration and determining the revised level and
structure of reward, the Remuneration Comrmttee has alse been
conscious of the economic background and wider concerns around
executive pay and has sought to ensure reward outcomes are
proportionate to the performance outcome
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The key features of the revised arrangements are

« Common remuneration arrangements with a Group focus -
There will be a return to a commen set of Incentive arrangements
with a focus on Group performance for short-term and long-term
reward All executves, including the CEO and the US CEO, will
participate in the same plans going forward

* Retain focus on performance related reward and delivery 