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TESCO CORPORATE TREASURY SERVICES PL.C

STRATEGIC REPORT FOR THE 52 WEEKS ENDED 25 FEBRUARY 2017

The Directors present their Sirategic Report of Tesco Corporate Treasury Services PLC (the “Company”) for the 52
weeks ended 25 February 2017 (the prior financial period being the 52 weeks ended 27 February 2016).

Review of the business

The principal activity of the Company is to act as a financing company for certain Tesco Group subsidiaries, joint
ventures and associates. The Company issues debt under medium term note programs and provides funding to Tesco
Group companies, joint ventures and associates.

Future outicok

The Company’s performance is expected to continue throughout the next financial period and it is anticipated that the
current performance levels will be maintained.

The Company’s future developments form a part of the Group’s long-term strategy, which is discussed on pages 6 to
10 of the Tesco PLC Annual Report 2017, which does not form part of this Report.

Results and dividends

The results for the period show a pre-tax loss of £62m (2016: pre-tax Ioss of £55m) driven largely by interest expense
on external loans. Net assets remained positive at £11m (2016: £73m).

The Directors do not recommend payment of a dividend for the 52 weeks ended 25 February 2017 (2016: £nil).
Key performance indicators (KPIs)

Given the straightforward nature of the business, the Directors are of the opinion that analysis using key performance
indicators is not necessary for an understanding of the development, performance or position of the business.

The development, performance and position of the operations of the Tesco PLC Group (the *Group™), which includes
the Company, is discussed on pages 12 to 13 of the Group’s Annual Report 2017, which does not form part of this
Report.

Principal risks and uncertainties

The main risks faced by the Company are {inancial risks and relate to the availability of funds to meet business needs,
fluctuations in interest and foreign exchange rates and credit risks relating to the risk of default by parties to financial
transactions. The management of these risks is set out below.

Funding and liguidity

The Company finances its operations by a combination of debt capital market issuances, commercial paper and bank
borrowings. The objective is to ensure continuity of funding. The policy is to smooth the debt maturity profile, to
arrange funding ahead of requirements.

Interest rate risk management
Our objective is to limit the impact to our comprehensive income from rising interest rates. Forward rate agreements,
interest rate swaps, caps and floors may be used to achieve the desired mix of fixed and floating rate debt.

Foreign currency risk management

Our principal objective is to reduce the effect of exchange rate volatility on the Statement of Comprehensive Income.
Currency exposures that could significantly impact the Statement of Comprehensive Income are managed using
forward purchases or sales of foreign currencies and purchased currency options.



TESCO CORPORATE TREASURY SERVICES PLC

STRATEGIC REPORT FOR THE 52 WEEKS ENDED 25 FEBRUARY 2017 (continued)

Credit risk

The objective is to reduce the risk of oss arising from default by parties to financial transactions. The Company holds
positions with an approved list of counterparties of good credit quality and these counterparties and their credit ratings
are routinely monitored.

Other risks and uncertainties are integrated with the principal risks of the Tesco PLC Group (the “Group™) which
includes the Company. These are not managed separately and, accordingly, we refer to pages 26 to 31 of the Tesco
PLC Group Annual Report for the 52 weeks ending 25 February 2017, which does not form part of this Report.

On behalf of the Board 8th Tune 2017

———

——

A Stewart

Director

Tesco Corporate Treasury Services PL.C

Registered Number: 08629715

Registered Office: Tesco House, Shire Park, Kestrel Way, Welwyn Garden City, AL7 1GA.



TESCO CORPORATE TREASURY SERVICES PLC

DIRECTORS’ REPORT FOR THE 52 WEEKS ENDED 25 FEBRUARY 2017

The Directors present their Annual Report and the audited financial statements of Tesco Corporate Treasury Services
PLC (the “Company™) for the 52 weeks ended 25 February 2017 (the prior financial period being the 52 weeks ended
27 February 2016).

Results and dividends

Details of regults and dividends can be found in the strategic report.

Political donations

There were no political donations for the period (2016: none) and the Company did not incur any poiitical expenditure
(2016: none).

Future outlook

The Company’s performance is expected to continue throughout the next financial period and it is anticipated that the
current performance levels will be maintained.

The Company’s future developments form a part of the Group’s long-term strategy, which is discussed on pages 6 to
10 of the Tesco PLC Annual Report 2017, which does not form part of this Report.

Going concern

The directors have a reasonable expectation that the Company has adequate resources to continue in operational
existence for the foreseeable future. Thus they continue to adopt the going concern basis in preparing the annual
financial statements. The going concern basis has been adopted based on the expectation that it is not the current
intention of any other Group company to withdraw funding.

Key performance indicators {KPIs)

Given the straightforward nature of the business, the Directors are of the opinion that analysis using key performance
indicators is not necessary for an understanding of the development, performance or position of the business.

The development, performance and position of the operations of the Tesco PLC Group (the “Group™), which includes
the Company, is discussed on pages 12 to 13 of the Group’s Annual Report 2017 , which does not form part of this
Report.

Employees
The Company had no employees during the period (2016: none).

Directors and their interests

The following Directors served during the period and up to the date of signing the financial statements, except as
noted.

S Rao (Resigned 8 April 2016)

1. Heywood (Appointed 11 August 2016)
A Stewart

Tesco Services Limited

None of the Directors had any disclosable interests in the Company during this period.
Directors Indemities

A qualifying third-party indemnity provision as defined in Section 234 of the Companies Act 2006 is in force for the
benefit of the Tesco PLC Directors listed above and the Company Secretary (who is a Director of Tesco Services
Limited) in respect of liabilities incurred as a result of his office, to the extent permitted by law. In respect of those
liabilities for which Directors and Officers may not be indemnified, Tesco PLC maintained a Directors’ and Officers’
liability insurance policy throughout the financial period and up to the date of signing the financial statements.
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TESCO CORPORATE TREASURY SERVICES PLC
DIRECTORS’ REPORT FOR THE 52 WEEKS ENDED 25 FEBRUARY 2017 (continued)

Corporate governance considerations
Disclosures required under the Disclosure and Transparency Rules (“DTR”)

Internal control and risk management systems

The Company acts as a financing company for certain Tesco Group subsidiaries, joint ventures and associates only,
and therefore the internal control and risk management systems of the Company are aligned with those of the Group,
which is discussed on pages 26 to 30, and page 32 of the Tesco PLC Group Annual Report, which does not form part
of this Report.

Other required disclosures

For the 52 weeks ended 25 February 2017, the Company did not have securities carrying voting rights admitted to
trading on a regulated market and therefore disclosures required by paragraph 13 of Schedule 7 to the Large and
Medium-sized Companies and Groups (Accounts and Reports} Regulations 2008 (ST 2008/410) are not applicable,

Statement of Directors’ responsibilities

The Directors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial period. Under that law the
Directors have prepared the financial statements in accordance with applicable law and United Kingdom Accounting
Standards {United Kingdom Generally Accepted Accounting Practice), including Financial Reporting Standard 101
Reduced Disclosure Framework (“FRS 1017),

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a
triue and fair view of the state of affairs of the Company and of the profit or loss of the Company for that period. In
preparing these financial statements, the Directors are required to:

e seclect suitable accounting policies and then apply them consistently;

s make judgements and accounting estimates that are reasonable and prudent;

s state whether applicable United Kingdom Accounting Standards, including FRS 101 have been followed,
subject to any material departures disclosed and explained in the financial statements;

s notify its shareholders in writing about the use of disclosure exemptions, if any, of FRS 101 used in the
preparation of financial statements; and

» prepare the finanecial staternents on the going concern basis unless it is inappropriate to presume that the
Company will continue in business.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006. They are also responsible for
safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of fraud
and other irregularities.



TESCO CORPORATE TREASURY SERVICES PLC
DIRECTORS’ REPORT FOR THE 52 WEEKS ENDED 25 FEBRUARY 2017 (continued)

Disclosure of isformation to auditor
Each Director whe is a Director of the Company at the date of approval of these financial statements confirms that:

e 5o far as the Director is aware, there is no relevant audit information of which the Company’s auditor is
unaware; and

¢ He/she has taken all the steps that he/she ought to have taken as a director to make himselffherself aware of
any relevant audit information and to establish that the Company’s audifor is aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of section 418 of the
Companies Act 2006.

On behalf of the Board 8t June 2017

A Stewart

Director

Tesco Corporate Treasury Services PLC

Registered Number: 08629715

Registered Office: Tesco House, Shire Park, Kestrel Way, Welwyn Garden City, AL7 1GA.



TESCO CORPORATE TREASURY SERVICES PLC

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF TESCO CORPORATE
TREASURY SERVICES PLC

We have andited the financial statements of Tesco Corporate Treasury Services PLC for the 52 week period ended 23
February 2017 which comprise the Statement of Comprehensive Income, the Balance Sheet, the Statement of Changes
in Equity and the related notes 1 to 17. The financial reporting framework that has been applied in their preparation is
applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice), including Financial Reporting Standard 101 “Reduced Disclosure Framework”,

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the Company’s members those
matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted
by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s members as a
body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in the Statement of Directors’ Responsibilities, the directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view. Qur responsibility is
to audit and express an opinion on the financial statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland). Those standards require us to comply with the Anditing Practices Board’s
Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or
error. This includes an assessment oft whether the accounting policies are appropriate to the Company’s circumstances
and have been consistently applied and adequately disclosed; the reasonableness of significant accounting estimates
made by the directors; and the overall presentation of the financial statements. In addition, we read all the financial and
non-financial information in the annual report to identify material inconsistencies with the audited financial statements
and to identify any information that is apparently materially incorrect based on, or materially inconsistent with, the
knowledge acquired by us in the course of performing the audit. If we become aware of any apparent material
misstatements or inconsistencies we consider the implications for our report.

Opinion on financial statements
In our opinion the financial statements:
s  give a true and fair view of the state of the Company’s affairs as at 25 February 2017 and of its loss for the 52
week period then ended;

o  have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice;
and

¢ have been prepared in accordance with the requirements of the Companies Act 2006,

Opinion on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:
» the information given in the Strategic Report and the Directors’ Report for the financial year for which the
financial statements are prepared is congistent with the financial statements; and
e the Strategic Report and the Directors” Report have been prepared in accordance with applicable legal
requirements.

In the light of the knowledge and understanding of the Company and its environment obtained in the course of the
audit, we have not identified any material misstatements in the Strategic Report and the Directors’ Report.



TESCO CORPORATE TREASURY SERVICES PLC

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF TESCO CORPORATE
TREASURY SERVICES PLC (continued)

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us {o report to
vou if, in our opinion:

s adequate accounting records have not been kept. or returns adequate for our audit have not been received from

branches not visited by us; or

¢ the financial statements are not in agreement with the accounting records and returns: or

= certain disclosures of directors’ remuneration specified by law are not made; or

» we have not received ail the information and explanations we require for our audit,

Siephen Williams (Senior statutory auditor)
for and on behal{ of Deloitte LLP

Statutory Auditor

London, United Kingdom

8th June 2017



TESCO CORPORATE TREASURY SERVICES PLC

STATEMENT OF COMPREHENSIVE INCOME FOR THE 52 WEEKS ENDED 25

FEBRUARY 2017

52 weeks 52 weeks
Notes to 25 to 27
February February
2017 2016
fm £m
Income Statement
Net impairment of receivables (12) -
Finance income 94 33
Finance costs 6 (144) (88)
Loss on ordinary activities before taxation (62) (35)
Tax on loss on ordinary activities 7 - -
Loss for the financial period (62) (55)
Other comprehensive income
Items that may subsequently be reclassified to profit/(loss)
Gains / (losses) on cash flow hedges
Net fair value gains / (losses) 37 98
Reclassified and reported in the Income Statement a7 (107
Deferred tax on cash flow hedge - 2
- (M)
Total comprehensive loss for the financial period (62) (62)

The notes on pages 12 to 25 form part of these financial statements. The above results were derived from continuing

operations.



TESCO CORPORATE TREASURY SERVICES PLC
BALANCE SHEET AS AT 25 FEBRUARY 2017

25 February 27 February
2017 2016
Notes £m £m
Non-current assets
Derivative financial instruments 13 224 117
Receivables 8 481 -
Deferred tax asset 11 2 2
Total non-current assets 707 119
Current assets
Derivative financial instruments 13 157 44
Receivables 8 6,483 5,665
Short-term investments 9 83 301
Cash and cash equivalents - 728
Total current assets 6,723 6,738
Total assets 7,430 6,857
Current liabilities
Borrowings 12 (871) (597)
Derivative financial instruments 13 (147) (30)
Payables 10 (4,114) (3,629)
Total current liabilities (5,132) (4,256)
Net current assets 1,591 2,482
Total assets less current liabilities 2,298 2,601
Non-current liabilities
Borrowings 12 (2,126) {2,373}
Derivative financial instruments 13 (161) (155)
Total non-current Habilities (2,287) (2,528)
Net assets 11 73
Equity
Share capital 15 100 100
Cash flow hedge reserve (8) 8)
Retained eamnings 81) (19)
Total equity 11 73

The notes on pages 12 to 25 form part of these financial statements. The financial statements of Tesco Corporate
Treasury Services PLC, registration number: 08629715 on pages 9 to 25 were approved and authorised for issue by the
Board of Directors on 8th June 2017 and were signed on its behalf by:

A Stewart

Director

Registered Number: 08629715

Registered Office: Tesco House, Shire Park, Kestrel Way, Welwyn Garden City, AL7 1GA.
8th June 2017
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TESCO CORPORATE TREASURY SERVICES PLC

STATEMENT OF CHANGES IN EQUITY FOR THE 52 WEEKS ENDED 25 FEBRUARY
2017

Share Cash flow Retained Tatal

Capital (i) hedge reserve earnings equity

£m £m £m £m

At 27 February 2016 100 8) (19) 73
Loss for the financial period - - (62) (62)
Net loss on cash flow hedges - - - -
Deferred tax credit on cash flow hedge - - - -
Total comprehensive loss - - (62) (62)
At 25 February 2017 100 ® 81 11
At 28 February 2015 100 (L 36 135
Loss for the financial period - - (55) (55)
Net loss on cash flow hedges - {9) - (%)
Deferred tax credit on cash flow hedge - 2 - 2
Total comprehensive loss - (7 (35) (62)
At 27 February 2016 100 (8) (19 73

(i) See Note 15 for a breakdown of the Share Capital.
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TESCO CORPORATE TREASURY SERVICES PL.C

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017

1. AUTHORISATION OF FINANCIAL STATEMENTS AND STATEMENT OF COMPLIANCE WITH
FRS 101

The financial statements of Tesco Corporate Treasury Services PLC (the “Company™) for the 52 weeks ended 25
February 2017 were approved by the Board of Directors on 8th June 2017 and the balance sheet was signed on the
Board’s behalf by A Stewart. Tesco Corporate Treasury Services PLC is a public limited company and is incorporated
and domiciled in the United Kingdom and registered in England and Wales.

These financial statements were prepared in accordance with Financial Reporting Standard 101 “Reduced Disclosure
Framework” (FRS 101). The financial statements have been prepared under the historical cost convention and the
Companies Act 2006 as modified by the fair value measurement of derivatives,

2. ACCOUNTING POLICIES
General information and Basis of preparation

Tesco Corporate Treasury Services PLC is a company incorporated in the United Kingdom under the Companies Act.
The address of the registered office is given on Page 10. The natures of the Company’s operations and its principal
activities are set out in the strategic report on page 2.

These financial statements have been prepared in accordance with Financial Reporting Standard 101, Reduced
Disclosure Framework (“FRS 101™) and the Companies Act 2006 (the “Act”). FRS 101 sets out a reduced disclosure
framework for a ‘qualifying entity’ as defined in the standard which addresses the financial reporting requirements and
disclosure exemptions in the individual financial statements of qualifying entities that otherwise apply the recognition,
measurement and disclosure requirements of EU-adopted IFRS.

The Company is a qualifying entity for the purposes of FRS 101. Note 16 gives details of the Company’s parent and
from where its consolidated financial statements prepared in accordance with IFRS may be obtained.

The disclosure exemptions adopted by the Company in accordance with FRS 101 are as follows:

The requirements of paragraphs 10(d), 10(f}, 39(c) of IAS 1 Presentation of Financial Statements;
The requirements of IAS 7 Statement of Cash Flows;

»  The requirements of paragraphs 30 and 31 of IAS 8 Accounting Policies, Changes in Accounting Estimates and
Errors; and

e  The requirements in IAS 24 Related Party Disclosures to disclose related party transactions entered into between
two or more members of a group, provided that any subsidiary which is a party to the transaction is wholly owned
by such a member.

The Company is a financial institution for the purposes of FRS 101 and therefore may not take advantage of the
exemptions from IFRS 7 Financial nstruments: Disclosures, paragraphs 91 to 99 of IFRS 13 Fair Value Measurement, and
paragraphs 134 to 136 of IAS 1 Presentation of Financial Statements,

Going Concern

The Directors have, at the time of approving the financial statements, a reasonable expectation that the Company has
adequate resources to continue in operational existence for the foreseeable future. Thus they continue to adopt the
going concern basis of accounting in preparing the financial statements. Further detail is contained within the going
concern statement included in the Directors’ report on pages 4 to 6.

The principal accounting policies adopted by the Company are set out below. These policies have been consistently
applied to all periods presented unless otherwise stated.

12



TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

2, ACCOUNTING POLICIES (continued)

Critical accounting judgements and key sources of estimation uncertainty

In the application of the Company’s accounting policies the directors are required to make judgements, estimates and
assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors that are considered to be
relevant. Actual results may differ from these estimates.

The directors have reviewed the estimates and assumptions used in the preparation of the financial statements. The
directors do not believe that there is a significant risk which would lead to material adjustments to the carrying value of

any assets and lLiabilities in the next financial vear due to the changes on the estimates or assumptions.

Foreign currencies
The Company’s financial statements are presented in sterling, which is also the Company’s functional currency, as this
is an extension of the UK based parent company for which the functional currency is sterling.

Transactions in foreign currencies are translated into pounds sterling at the exchange rate on the date of the
transaction. At each balance sheet date, monetary assets and liabilities that are denominated in foreign currencies are
retranslated into pounds sterling at the exchange rates prevailing at the balance sheet date. All foreign exchange
differences are taken to the Statement of Comprehensive Income for the period.

Financial instruments

Financial assets and financial liabilities are recognised on the balance sheet when the Company becomes a party to the
contractual provisions of the instrument.

Receivables

Receivables are recognised initially at fair value, and subsequently at amortised cost using the effective interest rate
method, less provision for impairment.

Financial liabilities and equity instruments

Financial liabilities and equity instruments are classified according to the substance of the contractual arrangements
entered into. An equity instrument is any contract that pives a residual interest in the assets of the Company after
deducting all of its liabilities. Equity instruments issued by the Company are recorded as the proceeds received, net of
direct issue costs.

Borrowings

Interest-bearing borrowings and overdrafts are initially recorded at fair value, net of attributable transaction costs,
Subsequent to initial recognition, interest-bearing borrowings are stated at amortised cost with any differences between
cost and redemption value being recognised it the Statement of Comprehensive Income over the period of the
borrowings on an effective interest basis.

Other payables

Other payables are recognised initially at fair value, and subsequently at amortised cost using the effective interest rate
method.

Derivative financial instruments and hedge accounting

The Company uses derivative financial instruments to hedge its own and the Group’s exposure to foreign exchange
and interest rate risks arising from operating, financing and investing activities. The Company does not hold or issue
derivative financial instruments for trading purposes; however, if derivatives do not qualify for hedge accounting they
are accounted as such.

Derivative financial instruments are recognised and stated at fair value. Where derivatives do not qualify for hedge
accounting, any gains or losses on re-measurement are immediately recognised in the Statement of Comprehensive
Income. Where derivatives qualify for hedge accounting, recognition of any resultant gain or loss depends on the
nature of the hedge relationship and the items being hedged,

13



TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

2, ACCOUNTING POLICIES (continued)

Derivative financial instruments and hedge accounting (continued)

In order to qualify for hedge accounting, the Company is required to document from inception, the relationship
between the item being hedged and the hedging instrument. The Company is also required to document and
demonstrate an assessment of the relationship between the hedged item and the hedging instrument, which shows that
the hedge will be highly effective on an on-going basis, This effectiveness testing is performed at each reporting date
to ensure that the hedge remains highly effective.

Derivative financial instruments with maturity dates of more than one year from the balance sheet date are disclosed as
non-current.

Interest income

Interest income is recognised when it is probable that the economic benefits will flow to the Company and the amount
of revenue can be measured reliably. Interest income is accrued on a time basis, by reference to the principal
outstanding and at the effective interest rate applicable, which is the rate that exactly discounts estimated future cash
receipts through the expected life of the financial asset to that asset’s net carrying amount on initial recognition.

Cash flow hedging

Derivative financial instruments are classified as cash flow hedges when they hedge the Company’s exposure to
variability in cash flows that are either attributable to a particular risk associated with a recognised asset or Hability, or
a highly probable forecasted transaction. The effective element of any gain or loss from re-measuring the derivative
instrument is recognised directly in equity.

The associated cumulative gain or loss is removed from equity and recognised in the Statement of Comprehensive
Income in the same period during which the hedged transaction affects the Statement of Comprehensive Income. The
classification of the effective portion when recognised in the Statement of Comprehensive Income is the same as the
classification of the hedged transaction. Any element of the re-measurement criteria of the derivative instrument which
does not meet the criteria for an effective hedge is recognised immediately in the Statement of Comprehensive Income.

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated or exercised, or no longer
qualifies for hedge accounting or is de-designated, At that point in time, any cumulative gain or loss on the hedging
instrument recognised in equity is retained in equity until the forecasted transaction occurs or the original hedged item
affects the Statement of Comprehensive Income. If a forecasted hedged transaction is no longer expected to occur, the
net cumulative gain or loss recognised in equity is transferred to the Statement of Comprehensive Income,

Current taxation

Current tax, including UK corporation tax and foreign tax, is provided at amounts expected to be paid (or recovered)
using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date. The tax
currently payable is based on taxable profit for the period, Taxable profit differs from net profit as reported in the
income statement because it excludes items of income or expense that are taxable or deductible in other periods and it
further excludes items that are never taxable or deductible.

Group relief on taxation
The company may receive or swrrender group relief from group companies without payment and consequently there
may be no tax charge in the Statement of Comprehensive Income.

Deferred tax

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets
and liabilities in the financial statements and the corresponding tax bases used in the computation of taxable profit, and
is accounted for using the balance sheet liability method, Deferred tax liabilities are generally recognised for all
taxable temporary differences and deferred tax assets are recognised o the extent that it is probable that taxable profits
will be available against which deductible temporary differences can be utilised.

14



TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

2. ACCOUNTING POLICIES (continued)

Deferred tax (continued)

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no
longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered,

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the
asset is realised based on tax laws and rates that have been enacted or substantively enacted at the balance sheet date.
Deferred tax is charged or credited to the income statement, except when it relates to items charged or credited in other
comprehensive income or other equity, in which case deferred tax is also dealt with in other comprehensive income or
other equity.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner

in which the company expects, at the end of the reporting period, to recover or settle the carrying amount of its assets
and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets apainst
current tax liabilities and when they relate to income taxes levied by the same taxation authority and the Company
intends to settle its current tax assets and liabilities on a net basis,

3. AUDITOR’S REMUNERATION

The auditor’s remuneration for the current and prior period of £30,000 was borne by another Group company.

4. STAFF COSTS AND DIRECTORS’ REMUNERATION

The Directors received no emoluments for their services to the Company (2016: £nil),

The Company had no employees during the period (2016: none).

5. FINANCE INCOME

2017 2016

£m £m

Interest receivable on loans to group undertakings 50 20
Interest receivable 4 2
Financial instruments — fair value re-measurements 40 11
Total finance income 94 33

15



TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

6. FINANCE COSTS

2017 2016

£m £m

Interest payable on loans from group undertakings (77 (25)
Interest payable on medium term notes (45) (41)
Interest payable on derivatives (16) (1%
Other interest payable (6) [€)]
Total finance costs (144) (88)

7. TAXATION ON LOSS ON ORDINARY ACTIVITIES
Factors that have affected the tax charge
The Finance Act 20135 included legislation to reduce the main rate of UK corporation tax to 20% from 1 April 2015

and to 31 March 2017, and to 19% from 1 April 2017 to 31 March 2020. The tax rate for the period is therefore 20%.
From 1 April 2020, the rate will be reduced to 17%, in accordance with the Finance Act 2016.

2017 2016
£m £m
Income tax:
UK. Corporation tax on loss for the financial period - -
Deferred tax - -
Total income tax expense - -
The charge for the year can be reconciled to the profit in the Income Statement as follows:
2017 2016
£m £m
Loss on ordinary activities before tax (62) (55)
Loss on ordinary activities multiplied by biended rate in the UK 20% (2016: 20.1%) (i12) (11)
Effects of:
Expenses not deductible for tax purposges 2 -
Group relief surrendered without payment 10 11
Total income tax charge for the financial period - -
Tax on items credited direcily to the Statement of Changes in Equity
2017 2016
£m £m
Deferred tax charge/{credit) on:
Movement on cash flow hedges - 2)
Total tax on items charged to Statement of Changes in Equity - {2)
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TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

8. RECEIVABLES

Current assets 2017 2016
£m £m

Amounts owed by Group undertakings 6,483 5,665
6,483 5,665

Amounts owed by Group undertakings are either interest-bearing or non-interest bearing depending on the type and
duration of the debtor relationship. The fair value is £6,487m (2016:£5,665m)

The amount above is after reversal of impairment of Receivables £10m (2016: £nil), which was triggered by the
recovery of a receivable that had previously been provided for and an impairment of a Receivable of £22m (2016:
£nil).

Non-Current assets 2017 2016
£m £m
Amounts owed by Group undertakings 453 -
Amounts owed by joint ventures 28 -
481 -

The fair value is £485m (2016: £nil).

9. SHORT TERM INVESTMENTS

2017 2016

£m £m

Short-term investments 83 301

83 301

The above short-term investments are secured deposits held with banks.

10. PAYABLES

2017 2016

£m £m

Amounts owed to Group undertakings 4,114 3,629

4,114 3,629

Amounts owed to Group undertakings are either interest-bearing or non-interest bearing depending on the type and
duration of creditor relationship. Fair value £4,123m (2016:£3,629m)
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TESCO CORPORATE TREASURY SERVICES PL.C

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

11, DEFERRED TAX

Deferred
tax
£m

As at 28 February 2016 2
Reversal of temporary timing differences:
In respect of the current period -
As at 25 February 2017 2
Provision for deferred tax comprises:
2017 2016
£m £m

Short term timing differences

Deferred tax asset

The Finance Act 2016 included legislation to reduce the main rate of UK corporation tax from 20% to 19% from 1
April 2017 and to 17% from 1 April 2020. These rate reductions were substantively enacted by the balance sheet
date and therefore included in these financial statements. Temporary differences have been remeasured using the
enacted tax rates that are expected to apply when the liability is settled or the asset realised.

12. BORROWINGS

2017 2016
£m £m
Overdrafts 448 597
Par Value Maturity
1.250% MTN €500m Nov 2017 423 394
1.375% MTN €1,250m Jul 2019 1,063 990
2.125% MTN €500m Nov 2020 423 394
2.5% MTN €730m Jul 2024 640 595
Total MTNs 2,549 2,373
2,997 2,970
All MTNs are listed and guaranteed by the ultimate parent company Tesco PL.C,
2017 2016
£m £m
Repayment analysis:
Amounts falling due within one year 871 597
871 597
Amounts falling due after more than one year:
Amounts falling due between one and two years - 394
Amounts falling due between two and five years 1,486 1,384
Amounts falling due after more than five years 640 595
2,126 2,373
2,997 2,970
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TESCO CORPORATE TREASURY SERVICES PL.C

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

13. FINANCIAL INSTRUMENTS

Derivatives are used to hedge exposure to market risks and those that are held as hedging instruments are formally
designated as hedges as defined in TAS 39. Derivatives may qualify as hedges for accounting purposes and the
Company's hedging policies are further described below.

Cash flow hedges

The Company uses Cross Currency Swaps to hedge cash flows on fixed rate debt denominated in foreign currencies.
Where these contracts qualify for hedge accounting, fair value gains and losses are deferred in equity. Cash flows in
respect of Cash flow hedges will take place over the lifetime of the hedged items being the MTNs and will recognised
in the profit and losses over the same period.

Financial instruments not gualifying for hedge accounting

The Company’s policy does not permit use of derivatives for trading purposes. However, some derivatives do not
qualify for hedge accounting, or are specifically not designated as a hedge where gains and losses on the hedging
instrument and the hedged item naturally offset in the Statement of Comprehensive Income.

These instruments include index linked swaps and forward contracts for diesel to hedge the future purchase of diesel

for use within the Tesco group. Changes in the fair value of any derivative instruments that do not qualify for hedge
accounting are recognised immediately in the Statement of Comprehensive Income,

The fair value of derivative financial instruments has been disclosed in the balance sheet as:

2017 2016

Asset Liability Asset Liability

£m £m £m £m

Current 157 (147) 44 (30)
Non-current 224 (161) 117 (155)
Total 381 {308) 161 (185)

The fair value and notional amounts of derivatives analysed by hedge type are as follows:

2017 2016
Asset Liability Asset Liability
Fair Notional Fair Notional Fair Notional Fair Notional
value value value value
£m £m £m £m fm £m £m £m
Cash flow hedges
Cross-Currency Swaps 37 1,478 - - 14 180 (73) 1,559
Foreign forward currency - - - - - - - 68
contracts
Derivatives not in a formal
hedge relationship
Cross-Currency Swaps 56 731 (56) 331 - - - -
Foreign forward currency 112 3,019 (104) 3,347 28 1,265 (8) 432
contracts
Index-linked swaps 168 1,874 (140) 1,278 119 2,055 (99) 1,681
Forward contracts 8 57 (8) 57 - - (5) 25
Total 381 7,159 (308) 5,013 161 3,500 (185) 3,765
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TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

13. FINANCIAL INSTRUMENTS (continued)

The carrying value and fair valne of financial assets and liabilities are as follows:

2017 2016
Carrying Fair Carrying Fair
value value value value
£m £m £m fin
Assets
Cash and cash equivalents - - 728 728
Short-term investments 83 83 301 301
Cross-currency swaps 93 93 14 14
Index linked swaps 168 168 19 119
Forward foreign currency contracts 112 112 28 28
Forward Contracts 8 8
464 464 1,190 1,190
Liabilities
Amortised cost: short-term borrowings (871) 87D (597 (597)
Amortised cost: long-term borrowings (2,126) 2,211) (2,373) {2,30D)
Cross-currency swaps (56) (56) {73 {73
Index linked swaps (140) (140) (99} 99
Forward foreign currency contracts (104) (104) (8) )
Forward Contracts 3) (8) (5) {5)
Total financial Habilities (3,305) (3,396) (3,155) (3,083)

The fair values of financial instruments and derivatives have been determined by reference to prices available from the
markets on which the instrizments are traded, where they are available. Where market prices are not available, the fair
value has been calculated by discounting expected future cash flows at prevailing interest rates. All values shown
above and those shown in note 8 and note 10 are considered to represent level 2 valuations in the fair value hierarchy
with the exception of the MTNs which are level 1 being based on the traded prices for the relevant instruments. The
above table excludes Receivables and Payables (note § and note 10) which have fair values equal to their carrying
values, except for specific inter-company borrowing and lending (note 8 and note 10).
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TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

13. FINANCIAL INSTRUMENTS (continued)

Financial assets and Habilities by category

The accounting classifications of each class of financial assets and liabilities as at 25 February 2017 and 27 February

2016 are as follows:

Loans and Derivatives Total
receivables / used for
cash and hedging
other
financial
liabilities
£m £m £m
At 25 February 2017
Cash and cash equivalents - - -
Short term investments 83 - 83
Short term borrowings 81 - (871)
Long term borrowings (2,126) - (2,126)
Cross-currency swaps - 69 69
Index-linked swaps - (4) 4)
Forward foreign currency contracts - 8 B
Forward contracts - - -
(2,914) 73 (2,841)
At 27 February 2016
Cash and cash equivalents 728 - 728
Short term investments 301 - 301
Short term borrowings (597 - (597}
Long term borrowings (2,373) - (2,373)
Cross-currency swaps - {59) (59)
Index-linked swaps - 20 20
Forward foreign currency contracts - 20 20
Forward contracts - {5) (5)
(1,941) 24) {1,965)

Fair value measurement

All of the financial agsets and liabilities that are measured at fair value at 25 February 2017 meet the definition of

Level 2 of the fair value hierarchy:
s quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1);

* inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either

directly (that is, as prices) or indirectly (that is, derived from prices) (Level 2); and

»  inputs for the asset or liability that are not based on observable market data (that is, unobservable inputs)

{Level 3).
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TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

13. FINANCIAL INSTRUMENTS (continued)

Offsetting of financial assets and liabilities
The following table shows those financial assets and lHabilities subject to offsetting, enforceable master netting
arrangements and similar agreements.

Related amounts

Gross amount not set off
At 25 February 2017 of recognised in the Balance Sheet
financial assets/ Net amount Financial
(liabilities) presented Instruments Net amount
£m £m £m £m
Financial assets offset
Derivative financial instruments 381 381 (115) 260
Total 381 381 (115) 266
Financial Habilities offset
Derivative financial instruments (308) (308) 115 (193)
Total (308) (308) 115 {193)
At 27 February 2016

Financial assets offset
Derivative financial instruments 161 161 {40) 131
Total 161 161 (40) 131
Financial liabilities offset
Derivative financial instruments (185) (185) 40 {184)
Total (185) (185) 40 (184)

14. FINANCIAL RISK FACTORS

The main financial risks faced by the Company relate to fluctuations in interest and foreign exchange rates, the risk of
default by counterparties to financial transactions, and the availability of funds to meet business needs. The
management of these risks is set out below.

Risk management is carried out by a central treasury department under policies approved by the Group Board of
Directors. The Board provides written principles for risk management, as described in the Principal risks and
uncertainties on pages 26 to 30 of the Tesco PL.C Annual Report 2017 which does not form part of this Report.

Interest rate risk
Interest rate risk arises from long term debt, cash deposits and overdrafis.

During 2017 and 2016, net debt was managed using derivative instruments to hedge interest rate risk as follows:

Fixed Floating 2017 Fixed Floating 2016

£m £m £m £m £m fm

Cash and cash equivalents - - - - 728 728
Short-term investments 83 83 - 301 301
Bank and other borrowings (2,549) {448) (2,997) (2,373) (597 (2,970)
Total (2.549) (365) (2,914) (2,373) 432 (1,941)

All Cross-currency swaps are fixed to fixed and therefore do not change the fixed floating components within net debt.
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TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25

FEBRUARY 2017 (continued)

14, FINANCIAL RISK FACTORS (continued)

Credit risk

Credit risk arises from cash and cash equivalents, loans receivable and financial instrements with banks and financial
institutions. To limit this risk where possible financial transactions take place with counterparties who have a strong
credit rating and within defined exposure limits.

The net counterparty exposure under derivative contracts is £266m (2016: £131m).The Company considers its
maximum credit risk to be £7,331m (2016: £6,815m).

Liquidity risk

Liquidity risk arises from the maturity profile associated with the borrowings in issuance. This risk is managed via a
pooling agreement between the company, other Tesco subsidiaries and financial institutions. The overall liquidity risk
is aligned to those of the Tesco Group. These are outlined in the Group Annual Report. Expected maturity of
vndiscounted cash flows is consistent with the contractual maturities shown below.

At 25 February 2017 Due within Pue Due Due Due  Due beyond

1 year between 1 between 2 between 3 between 4 5 years

and 2 years  and 3 years and 4 years and 5 years
£m £m £m £m £m £m

Bank and other (871) - (1,055) 422) - (633)
borrowings
Interest payments on (45) 39 (39) 24) (16) (43)
borrowings
Amounts owed by 6,546 462 - - - -
Group undertakings
Amounts owed to Group (4,191) - - - “ -
undertakings
Amounts owed by joint 1 29 - - - -
ventures
Derivative and other
financial liabilities
Net settled derivative 29 15 13 14 12 410
contracts — receipts
Net settled derivative 29) 1s) (13) (34) 37 (319)
contracts — payments
Gross settled derivative 970 54 55 477 90 681
contracts — receipts
Gross settled derivative (974) (66) (66) 487) 98) (660)
contracts — payments
Total 1,436 440 (1,105) (476) (49) (569
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TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

14. FINANCIAL RISK FACTORS (continued)

At 27 February 2016 Due within Due Due Due Due  Due beyond
1 year between 1 between 2 between 3 between 4 5 years
and 2 years and 3 years and 4 years and 5 years

£m £m £m £m £m £m

Bank and other (597) (394) - {9853) (394) (591)
borrowings

Interest payments on (42) “2) 37 (37 23 (59
borrowings

Amounts owed by 5,605 - - - - -

Group undertakings
Amounts owed to Group (3,629) - - - - .
undertakings

Derivative and other
financial liabilities

Net settled derivative 30 12 16 9 9 238
contracis — receipts

Net settled derivative (40) {an 15} 14) (24) (172)
contracts — payments

Gross settled derivative 1,511 612 23 23 417 650
contracts — receipts

Gross settled derivative 1,399 (639) (36) (36) {456) (634)
contracts - payments

Total 4,297 (468) {55) (1,048) 471) (618)

Foreign exchange risk

Foreign exchange risk arises principally from borrowings issued in currencies other than sterling. To mitigate this risk
the Company enters derivatives contracts with matching notional values where appropriate.
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TESCO CORPORATE TREASURY SERVICES PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE 52 WEEKS ENDED 25
FEBRUARY 2017 (continued)

14. FINANCIAL RISK FACTORS (continued)
Capital risk

The Company’s objectives when managing capital risk (defined as net debt plus equity) are aligned to those of the
Tesco Group. These are outlined in the Tesco PLC Annual Report 2017.

Sensitivity analysis
The following table shows the illustrative effect on the Income Statement at the balance sheet date, from changes in

interest rates and currency exchange rates that are reasonably possible where there have recently been significant
movements. The main interest sensitivity relates to interest rate changes which apply to cash and overdraft balances.

2017 2016
Income Income
gain/(loss) gain/(loss})
£m £m
1% increase in interest rates ()] (5)
10% appreciation of the Euro 37) 5D
10% appreciation of the US Dollar - (8)
10% appreciation of the Polish Zloty - (2)
5% appreciation of the Hungarian forint ) -
5% appreciation of the Czech Koruna 9 24
15, SHARE CAPITAL
2017 2016
£m £m
Allotted, called up and fully paid:
100,000,000 Ordinary shares of £1 each (2016: 100,000,000} 100 100

16. ULTIMATE GROUP UNDERTAKING

The Company’s immediate parent undertakings are Tesco PLC and Tesco Holdings Limited.

The Company’s ultimate parent undertaking and controlling party is Tesco PLC. The results of the Company are only
included in the consolidated financial statements of Tesco PLC, which is the smallest/largest group and are available
from Tesco House, Shire Park, Kestrel Way, Welwyn Garden City, AL7 1GA, United Kingdom.

17. EVENTS AFTER THE REPORTING PERIOD.

On 25 May 2017, the Company issued and allotted | Ordinary share of £1 to its parent company, Tesco PLC, in
exchange for an equity injection of £100m, resulting in an increase in net assets of £100m.
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