


















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

Report on the audit of the financial statements 

1. Opinion 

In our opinion the financial statements of Tesco Corporate Treasury Services Plc (the ‘company’): 

• give a true and fair view of the state of the company’s affairs as at 25 February 2023 and of its loss for the 
year then ended; 

• have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, 
including Financial Reporting Standard 101 “Reduced Disclosure Framework”; and 

• have been prepared in accordance with the requirements of the Companies Act 2006. 

We have audited the financial statements which comprise: 

• the statement of comprehensive income; 

• the balance sheet; 

• the statement of changes in equity; 

• the related notes 1 to 20. 

The financial reporting framework that has been applied in their preparation is applicable law and United 
Kingdom Accounting Standards, including Financial Reporting Standard 101 “Reduced Disclosure Framework” 
(United Kingdom Generally Accepted Accounting Practice). 

2. Basis for opinion 

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and 
applicable law. Our responsibilities under those standards are further described in the auditor’s 
responsibilities for the audit of the financial statements section of our report.  

We are independent of the company in accordance with the ethical requirements that are relevant to our 
audit of the financial statements in the UK, including the Financial Reporting Council’s (the ‘FRC’) Ethical 
Standard as applied to listed public interest entities, and we have fulfilled our other ethical responsibilities in 
accordance with these requirements. We confirm that we have not provided any non-audit services prohibited 
by the FRC’s Ethical Standard to the company.  

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
opinion. 

3. Summary of our audit approach 

Key audit matters The key audit matters that we identified during the current reporting period were: 

• potential for error or manipulation in calculating and recording the risk-free 
values of cross currency, interest rate and index-linked swaps; and 



• potential for error or manipulation in calculating and recording the credit, 
debit and funding valuation adjustments to the reported risk-free values of 
cross currency, interest rate and index-linked swaps 

Materiality The materiality that we used in the current year was £27.1m which was determined 
on the basis of a percentage of the company’s net assets. 

Scoping Our audit was scoped based on our understanding of the company, its internal 
control, our risk assessment and our materiality. 

Significant changes in 
our approach 

There have been no significant changes in our approach from the prior year. 

 

4. Conclusions relating to going concern 

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of 
accounting in the preparation of the financial statements is appropriate. 

Our evaluation of the directors’ assessment of the company’s ability to continue to adopt the going concern 
basis of accounting included: 

• evaluating the role of the company within the Tesco Group and the intention of the Tesco Group to keep 
the company in existence; 

• assessing the financial position of the Tesco Group as a whole at the date of issuance of the financial 
statements; 

• considering the company’s year-end liquidity position, including an assessment of its levels of cash and 
short-term investments compared with its current liabilities; and 

• considering the financing facilities available to the company, including the ability to raise finance via its 
Medium-Term Note (‘MTN’) programme. 
 

Based on the work we have performed, we have not identified any material uncertainties relating to events or 
conditions that, individually or collectively, may cast significant doubt on the company’s ability to continue as a 
going concern for a period of at least twelve months from when the financial statements are authorised for 
issue. 

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the 
relevant sections of this report. 

5. Key audit matters 

Key audit matters are those matters that, in our professional judgement, were of most significance in our 
audit of the financial statements of the current period and include the most significant assessed risks of 
material misstatement (whether or not due to fraud) that we identified. These matters included those which 
had the greatest effect on: the overall audit strategy, the allocation of resources in the audit; and directing the 
efforts of the engagement team. 

These matters were addressed in the context of our audit of the financial statements as a whole, and in 
forming our opinion thereon, and we do not provide a separate opinion on these matters. 



5.1. Potential for error or manipulation in calculating and recording the risk-free values of cross currency, 
interest rate and index-linked swaps 

Key audit matter 
description 

As at 25th February 2023, the collective net risk-free value of the company’s cross 
currency, interest rate and index-linked swaps (the ‘derivative financial 
instruments’) was a liability of £178m (2022: liability of £143m). These derivative 
financial instruments comprise a mixture of trades entered into with external 
banks, as well as a number of internal ‘back-to-back’ trades with other Tesco Group 
entities. 

The derivative financial instruments are valued by calculating the net discounted 
future cash flows arising from each instrument (the ‘risk-free value’), plus or minus 
credit risk and funding valuation adjustments (see section 5.2 below).  

There is a risk that the risk-free values recorded in the company’s accounting 
systems for the derivative financial instruments are not appropriate because: 

• the inputs used by the company, such as forward rates, discount curves 
and cash flows, when valuing the trades using third party valuation tools 
are not appropriate; and/or 

• the valuations produced using third party valuation tools do not reflect the 
contractual terms of the instruments themselves; and/or 

• the methodology used when valuing the derivative financial instruments 
using third party valuation tools is not appropriately and consistently 
applied.    

All of the above pose a risk of manipulation or error which may result in error in the 
statement of comprehensive income and the balance sheet. 

Further details are included within the derivative financial instruments and hedge 
accounting section of Note 2 to the financial statements, as well as the critical 
judgements and estimates section of Note 2 and within the financial risk factors 
tables in Note 14. 

How the scope of our 
audit responded to the 
key audit matter 

We assessed the appropriateness of the methodology used by the company when 
valuing the derivative financial instruments. 

We tested whether the risk-free values of the external and internal derivative 
trades are reasonable by selecting a sample of internal and external derivative 
trades and valuing these positions independently using third party tools, including 
Bloomberg, FastVal and ICE SuperDerivatives. These valuations were performed 
based on the terms of the trade contracts and market data (such as forward 
discount curves) obtained from these third-party tools. We compared our 
independent valuation against the valuations recorded in the general ledger and 
assessed the variances against risk-based thresholds we consider acceptable for the 
relevant types of instruments. 

Key observations Based on the procedures performed, we have concluded that the risk-free values of 



cross-currency, interest rate and index-linked swaps are reasonable. 

 

5.1.1. Potential for error or manipulation in calculating and recording the credit, debit and funding 
valuation adjustments to the reported risk-free values of cross currency, interest rate and index-
linked swaps  

Key audit matter 
description 

The reported risk-free values of the company’s derivative financial instruments (as 
described above) are adjusted to reflect default risk by recording a credit or debit 
valuation adjustment (‘CVA/DVA’) and funding valuation adjustment (‘FVA’) as per 
IFRS 13 Fair value measurement, with:  

• CVA reflecting the default risk of the counterparty;  

• DVA reflecting the company’s own risk of default; and  

• FVA reflecting the estimated adjustment to the risk-free value that a 
market participant would make to account for funding costs they would 
incur in order to fund uncollateralised derivative financial instrument 
positions. 

For derivative trades with parties external to the company, CVA/DVA are estimated 
by reference to observable, traded counterparty and Tesco Plc credit default swap 
(‘CDS’) spreads. For internal trades, the CVA/DVA is estimated by reference to 
Tesco Plc CDS spreads only (as the counterparty is another Tesco Group entity). The 
mismatch between the CVA/DVA on external and internal derivative instruments 
creates volatility in the statement of comprehensive income.  

Management uses Bloomberg in order to estimate the CVA/DVA to be recorded 
against cross currency swaps and interest rate swaps (which were in a liability 
position of £233m (2022: £205m) at the balance sheet date). Management use an 
Excel-based model populated with market data extracted from Bloomberg for 
index-linked swaps (which were in an asset position of £55m (2022: £62m) at the 
balance sheet date). 

FVA is calculated by using spreads derived by reference to bond prices relevant to 
the company’s market, which incorporate certain unobservable inputs. Therefore, 
there is an element of subjectivity in determining the spread used to estimate FVA. 

Further details are included within the derivative financial instruments and hedge 
accounting section of Note 2 to the financial statements, as well as the critical 
judgements and estimates section of Note 2. 

How the scope of our 
audit responded to the 
key audit matter 

We independently obtained credit and funding spreads using third-party sources of 
market data. For a sample of trades, we independently calculated the CVA/DVA and 
FVA using an independent model. 

We compared the results of our independent CVA/DVA calculations to those 
recorded by management in the general ledger and assessed any resulting 
variances against thresholds we consider acceptable for the relevant types of 
instruments.  



Regarding FVA, we performed the following procedures to evaluate the differences 
between (a) management’s funding spreads, which reflect the company’s 
assessment of the relevant market (being the company’s relationship banks), and 
(b) the spreads we calculated independently in consideration of the entire market: 

• assessed management’s method in defining the market for consistency 
with the principles of IFRS 13 “Fair Value Measurement”; 

• assessed the data used by management for reasonableness against data 
obtained independently by us; and 

• tested whether the average spread data had been calculated and applied 
correctly in line with management’s stated approach. 

Key observations Based on the procedures performed, we have concluded that the CVA/DVA and 
FVA recorded against the reported risk-free values of cross currency, interest rate 
and index-linked swaps are reasonable. 

 

6. Our application of materiality 

6.1. Materiality 

We define materiality as the magnitude of misstatement in the financial statements that makes it probable 
that the economic decisions of a reasonably knowledgeable person would be changed or influenced. We use 
materiality both in planning the scope of our audit work and in evaluating the results of our work. 

Based on our professional judgement, we determined materiality for the financial statements as a whole as 
follows: 

Materiality £27.1m (2022: £27.2m) 

Basis for 
determining 
materiality 

3% of net assets (2022: 3% of net assets). 

Rationale for the 
benchmark 
applied 

The company acts as a financing company for other Tesco Group entities and its role is 
therefore to act as a treasury function, rather than to generate income.  

Consistent with the prior year, we concluded that the net assets of the company would 
be the most relevant benchmark for the users of the financial statements as this metric 
best reflects the overall financial strength and liquidity of the company and represents a 
more consistent metric upon which to base materiality in the longer term.  

 



 

6.2. Performance materiality 

We set performance materiality at a level lower than materiality to reduce the probability that, in aggregate, 
uncorrected and undetected misstatements exceed the materiality for the financial statements as a whole. 
Performance materiality was set at 70% of materiality for the 2023 audit (2022: 70%). In determining 
performance materiality, we considered the following factors: 

• our risk assessment, where we concluded that the number of risks which we have classified as having 
a higher or significant risk of material misstatement was not disproportionally high compared to the 
overall number of risks identified; 

• our past experience of the audit, which has indicated a low number of corrected and uncorrected  
misstatements identified in prior periods; and 

• the company’s business operations, transaction processes and control environment, which have 
remained consistent compared with the previous year. 
 

6.3. Error reporting threshold 

We agreed with those charged with governance that we would report to them all audit differences in excess of 
£1.36m (2022: £1.36m), as well as differences below that threshold that, in our view, warranted reporting on 
qualitative grounds. We also report to those charged with governance on disclosure matters that we identified 
when assessing the overall presentation of the financial statements. 

7. An overview of the scope of our audit 

7.1. Scoping 

Our audit scope is based on our understanding of the company and its internal control, our risk assessment 
and our materiality. Audit work to respond to the risks of material misstatement was performed directly by 
the one audit team. 

7.2. Our consideration of the control environment 

We obtained an understanding of the company’s control environment through audit procedures over the  
key business processes. We structured our audit approach to reflect how the company is organised as well as 
ensuring our audit was both effective and risk focused. Based on our scope and determination of audit approach, 
the audit engagement team have obtained an understanding of the relevant controls over the financial reporting 
process including valuation of derivatives and have adopted a fully substantive approach for the audit of the 
financial statements. 

Net Assets £912m Materiality £27.1m

Threshold for 
reporting to Those 

Charged With 
Governance £1.36m

Net assets

Materiality



8. Other information 

The other information comprises the information included in the annual report, other than the financial 
statements and our auditor’s report thereon. The directors are responsible for the other information 
contained within the annual report. 

Our opinion on the financial statements does not cover the other information and, except to the extent 
otherwise explicitly stated in our report, we do not express any form of assurance conclusion thereon. 

Our responsibility is to read the other information and, in doing so, consider whether the other information is 
materially inconsistent with the financial statements or our knowledge obtained in the course of the audit, or 
otherwise appears to be materially misstated. 

If we identify such material inconsistencies or apparent material misstatements, we are required to determine 
whether this gives rise to a material misstatement in the financial statements themselves. If, based on the 
work we have performed, we conclude that there is a material misstatement of this other information, we are 
required to report that fact. 

We have nothing to report in this regard. 

9. Responsibilities of directors 

As explained more fully in the directors’ responsibilities statement, the directors are responsible for the 
preparation of the financial statements and for being satisfied that they give a true and fair view, and for such 
internal control as the directors determine is necessary to enable the preparation of financial statements that 
are free from material misstatement, whether due to fraud or error. 

In preparing the financial statements, the directors are responsible for assessing the company’s ability to 
continue as a going concern, disclosing as applicable, matters related to going concern and using the going 
concern basis of accounting unless the directors either intend to liquidate the company or to cease 
operations, or have no realistic alternative but to do so. 

10. Auditor’s responsibilities for the audit of the financial statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free 
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our 
opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted in 
accordance with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise 
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be 
expected to influence the economic decisions of users taken on the basis of these financial statements. 

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s 
website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report. 

11. Extent to which the audit was considered capable of detecting irregularities, 
including fraud 

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design 
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect of 
irregularities, including fraud. The extent to which our procedures are capable of detecting irregularities, 
including fraud is detailed below. 

http://www.frc.org.uk/auditorsresponsibilities


11.1. Identifying and assessing potential risks related to irregularities 

In identifying and assessing risks of material misstatement in respect of irregularities, including fraud and non-
compliance with laws and regulations, we considered the following: 

• the nature of the industry and sector, control environment and business performance including the 
design of the company’s remuneration policies, key drivers for directors’ remuneration, bonus levels 
and performance targets; 

• results of our enquiries of management and those charged with governance about their own 
identification and assessment of the risks of irregularities, including those that are specific to the 
company’s sector;  

• any matters we identified having obtained and reviewed the company’s documentation of their 
policies and procedures relating to: 
o identifying, evaluating and complying with laws and regulations and whether they were aware of 

any instances of non-compliance; 
o detecting and responding to the risks of fraud and whether they have knowledge of any actual, 

suspected or alleged fraud; and 
o the internal controls established to mitigate risks of fraud or non-compliance with laws and 

regulations; 

• the matters discussed among the audit engagement team and relevant internal specialists, including 
financial instrument specialists regarding how and where fraud might occur in the financial statements 
and any potential indicators of fraud. 

As a result of these procedures, we considered the opportunities and incentives that may exist within the 
organisation for fraud. In common with all audits under ISAs (UK), we are also required to perform specific 
procedures to respond to the risk of management override. 

We also obtained an understanding of the legal and regulatory framework that the company operates in, 
focusing on provisions of those laws and regulations that had a direct effect on the determination of material 
amounts and disclosures in the financial statements. The key laws and regulations we considered in this 
context included the UK Companies Act, Listing Rules and tax legislation. 

In addition, we considered provisions of other laws and regulations that do not have a direct effect on the 
financial statements but compliance with which may be fundamental to the company’s ability to operate or to 
avoid a material penalty.  

11.2. Audit response to risks identified 

As a result of performing the above, we did not identify any key audit matters related to the potential risk of 
fraud or non-compliance with laws and regulations. Our procedures to respond to risks identified included the 
following: 

• reviewing the financial statement disclosures and testing to supporting documentation to assess 

compliance with provisions of relevant laws and regulations described as having a direct effect on the 

financial statements; 

• enquiring of management and those charged with governance concerning actual and potential 

litigation and claims; 

• performing analytical procedures to identify any unusual or unexpected relationships that may 

indicate risks of material misstatement due to fraud; 

• reading minutes of meetings of those charged with governance; and 

• in addressing the risk of fraud through management override of controls, testing the appropriateness 

of journal entries and other adjustments; assessing whether the judgements made in making 



accounting estimates are indicative of a potential bias; and evaluating the business rationale of any 

significant transactions that are unusual or outside the normal course of business. 

We also communicated relevant identified laws and regulations and potential fraud risks to all engagement 
team members including internal specialists and remained alert to any indications of fraud or non-compliance 
with laws and regulations throughout the audit. 

Report on other legal and regulatory requirements 

12.  Opinions 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 consistent with the financial statements; and 

• the strategic report and the directors’ report have been prepared in accordance with applicable legal 
requirements. 

In the light of the knowledge and understanding of the company and its environment obtained in the course 
of the audit, we have not identified any material misstatements in the strategic report or the directors’ report. 

13.  Matters on which we are required to report by exception 

13.1. Adequacy of explanations received and accounting records 

Under the Companies Act 2006 we are required to report to you if, in our opinion: 

• we have not received all the information and explanations we require for our audit; or 

• 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. 

We have nothing to report in respect of these matters. 

13.2. Directors’ remuneration 

Under the Companies Act 2006 we are also required to report if in our opinion certain disclosures of directors’ 
remuneration have not been made. 

We have nothing to report in respect of this matter. 

14. Other matters which we are required to address 

14.1. Auditor tenure 

Following the recommendation of those charged with governance, we were appointed by the Group’s 
shareholders on 26 June 2015 to audit the financial statements for the 52 weeks ending 27 February 2016 and 
subsequent financial periods. The period of total uninterrupted engagement including previous renewals and 
reappointments of the firm is 8 periods of 52 or 53 weeks each, covering the periods ending 27 February 2016 
to 25 February 2023. 



14.2. Consistency of the audit report with the additional report to the those charged with 
governance  

Our audit opinion is consistent with the additional report to the those charged with governance we are 
required to provide in accordance with ISAs (UK). 

15. Use of our report 

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. 

 

 

 

David White (Senior statutory auditor) 
For and on behalf of Deloitte LLP 
Statutory Auditor 
London, United Kingdom 
30th June 2023 






















































