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TESCO PLC 1

GROUP SALES UP  12.7%

GROUP PROFIT BEFORE TAX† UP  14.1%

EARNINGS PER SHARE† 
(adjusted diluted) UP  13.9%

DIVIDEND PER SHARE UP  12.4%

FINANCIAL HIGHLIGHTS

2002 2001
52 weeks 52 weeks

Group sales (including value added tax) (£m) 25,654 22,773

Profit on ordinary activities before tax† (£m) 1,221 1,070

Earnings per share† (adjusted diluted) (p) 12.14 10.66‡

Dividend per share (p) 5.60 4.98

Group enterprise value 
(market capitalisation plus net debt) (£m) 21,290 21,590

† Excluding net loss on disposal of fixed assets, integration costs and goodwill amortisation.
‡ Restated due to the adoption of Financial Reporting Standard (FRS) 19, ‘Deferred Tax’.

‡‡ Excluding impact of FRS 19, ‘Deferred Tax’.

* 52 weeks pro forma.
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GROUP SUMMARY

2002 2001 Change
£m £m %

Group sales
(including value added tax) 25,654 22,773 12.7

Group operating profit
(prior to goodwill amortisation) 1,332 1,174 13.5

Profit on ordinary activities 
before tax† 1,221 1,070 14.1

Adjusted diluted earnings 
per share† 12.14p 10.66p‡ 13.9

Dividend per share 5.60p 4.98p 12.4

UK PERFORMANCE

2002 2001 Change
£m £m %

Sales
(including value added tax) 21,685 19,884 9.1

Operating profit 1,213 1,100 10.3

REST OF EUROPE PERFORMANCE

2002 2001 Change
£m £m %

Sales
(including value added tax) 2,475 1,970 25.6

Operating profit 90 70 28.6

ASIA PERFORMANCE

2002 2001 Change
£m £m %

Sales
(including value added tax) 1,494 919 62.6

Operating profit 29 4 625.0

† Excluding net loss on disposal of fixed assets and goodwill 
amortisation.

‡ Restated due to the adoption of FRS 19, ‘Deferred Tax’.

* 52 weeks pro forma.

2 TESCO PLC operating and financial review

This operating and financial review analyses the performance of the Tesco Group in
the financial year ended 23 February 2002. It also explains other aspects of the
Group’s results and operations including taxation and treasury management.

GROUP PERFORMANCE

Group sales including VAT increased by 12.7% to

£25,654m (2001 – £22,773m).

Group profit on ordinary activities before tax

(excluding net loss on disposal of fixed assets 

and goodwill amortisation) increased by 14.1% to

£1,221m.

Group capital expenditure was £2,027m

(2001 – £1,944m) including £219m for lease

buybacks and freehold purchases. UK capital

expenditure was £1,276m, including £498m on

new stores, £219m for lease buybacks and

freehold purchases and £270m on extensions

and refits. Total international capital expenditure

was £751m including £426m in Asia. In the year

ahead we forecast Group capital expenditure to

be £2.0bn.

Group net debt in the year increased by

£756m to £3,560m (2001 – £2,804m), with

gearing increasing to 64% (2001 – 56%‡).

GROUP INTEREST AND TAXATION

Net interest payable was £153m (2001 – £125m).

This increase resulted from additional borrowings

to fund our investment plans.

Tax has been charged at an effective rate of

30.9% (2001 – 31.6%‡). Prior to accounting for

the net loss on disposal of fixed assets and

goodwill amortisation, our underlying tax rate was

30.4% (2001 – 31.1%‡).

SHAREHOLDER RETURNS AND DIVIDENDS

Adjusted diluted earnings per share (excluding

net loss on disposal of fixed assets and goodwill

amortisation) increased by 13.9% to 12.14p

(2001 – 10.66p‡).

The Board has proposed a final dividend of

3.93p (2001 – 3.50p) giving a total dividend for

the year of 5.60p (2001 – 4.98p). This represents

an increase of 12.4% and a dividend cover of 

2.17 times.

Shareholders’ funds, before minority interests,

increased by £552m. This was due to retained

profits of £440m, new shares issued less expenses

of £100m, and gains on foreign currency

translation of £12m. As a result, return on

shareholders’ funds was 23.2%.
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Total shareholder return, which is measured as

the percentage change in the share price plus the

dividend, has been 20.2% over the last five years,

compared to the FTSE 100 average of 6.2%. Over

the last three years it has been 15.0%, compared to

the FTSE 100 average of (2.7)%. In the last year, total

shareholder return in Tesco was (2.7)% compared

to the FTSE 100 average of (14.3)%.

UK

UK sales grew by 9.1% to £21,685m (2001 –

£19,884m) of which 6.2% came from existing

stores and 2.9% from net new stores. Existing

store growth has been driven by strong vol-

umes and we have seen 0.6% deflation in our

core business.

Our customer focused strategy and commit-

ment to value have delivered increased market

share and we see plenty of opportunity for 

future growth.

UK operating profit was 10.3% higher at 

£1,213m (2001 – £1,100m) with an operating

margin held flat at 6.0%.

The tesco.com operations achieved sales 

of £356m (2001 – £237m) and excluding USA

start-up costs, made a profit of £0.4m (2001 –

loss £9m).

As part of our store development pro-

gramme we opened 55 new stores comprising

seven Extras, 17 Superstores, one Metro and 30

Express stores. Including extensions and refits we

opened 1.3m sq ft of new space and expect to

open a further 1.5m sq ft in the coming year.

REST OF EUROPE

In the Rest of Europe sales rose by 25.6% to

£2,475m (2001 – £1,970m) and contributed an

operating profit of £90m, up from £70m last year.

Sales in the Republic of Ireland grew by 

8.9%, and our customers continue to benefit 

from the extended range, improved service and

better value.

In Central Europe sales were up 39.4%. We

opened 16 hypermarkets in the year giving us 52

in total.This gives us total space in Central Europe

of 6.4m sq ft.

ASIA

In the year, our Asian businesses had sales of 

£1,494m (2001 – £919m), up 62.6% on the

previous year and made an operating profit of

£29m (2001 – £4m).

Our profitable business in Thailand,

comprising 33 hypermarkets, had strong sales

growth of 36.3%. We currently have 3.8m sq ft 

of selling space in Thailand which will increase to

4.7m sq ft by the end of next year.

In South Korea we are ahead of our profit

plan. We opened seven hypermarkets, giving us

14 in total, with sales up 124.0%.

In Taiwan we opened two hypermarkets

bringing our total to three. Profit from Thailand

and South Korea has been partly offset by start-

up losses in Taiwan.

In Malaysia we plan to open our first

hypermarket in May 2002.

JOINT VENTURES AND ASSOCIATES

Our total share of profit from joint ventures and

associates was £42m compared to £21m last 

year. Within this, our share of Tesco Personal

Finance pre-tax profit has risen sharply to £20m

(2001 – £3m).
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4 TESCO PLC

FINANCIAL RISKS AND TREASURY MANAGEMENT

The treasury function is mandated by the Board to

manage the financial risks that arise in relation to

underlying business needs. The Board establishes

the function’s policies and operating parameters

and routinely reviews its activities, which are also

subject to regular audit. The function does not

operate as a profit centre and the undertaking of

speculative transactions is not permitted.

The main financial risks faced by the Group

relate to the availability of funds to meet business

needs, the risk of default by counterparties to

financial transactions (credit risk), and fluctuations

in interest and foreign exchange rates. These 

risks are managed as described below. The

balance sheet positions at 23 February 2002 

are representative of the positions throughout 

the year.

FUNDING AND LIQUIDITY

The Group finances its operations by a

combination of retained profits, long and medium

term debt capital market issues, commercial

paper, bank borrowings and leases. The objective

is to ensure continuity of funding.The policy is to

smooth the debt maturity profile, to arrange

funding ahead of requirements and to maintain

sufficient undrawn committed bank facilities and a

strong credit rating so that maturing debt may be

refinanced as it falls due.

The Group’s long-term credit ratings from

Moody’s and Fitch are Aa3 and AA- respectively,

consistent with last year. During the year new

funding of £1,201m was arranged including net

new committed bank facilities of £156m and

medium term notes and bonds of £983m

maturing between 2004 and 2025. At the year

end net debt was £3,560m (2001 – £2,804m) and

the average debt maturity was six years (2001 –

seven years).

INTEREST RATE RISK MANAGEMENT

The objective is to limit our exposure to increases

in interest rates. Forward rate agreements,

interest rate swaps and caps are used to achieve

the desired mix of fixed and floating rate debt.

The policy is to fix or cap between 30% and 70%

of actual and projected debt interest costs,

although a higher percentage may be fixed within

a 12 month horizon. Forward start interest rate

swaps are used to manage projected debt interest

costs where appropriate.

At the year end, £1.7bn, 46%, of net debt was in

fixed rate form (2001 – £1.3bn, 47%), with a further

£100m, 3%, of net debt capped, as detailed in

note 21. Fixed rate debt includes £372m of

funding linked to the Retail Price Index (2001 –

£203m). This debt reduces interest rate risk by

diversifying our funding portfolio. The balance of

the debt is in floating rate form.

The average rate of interest paid during the

year was 6.3% (2001 – 6.6%). A 1% rise in UK

interest rates would reduce profit before tax by

less than 2%. Changes in interest rates in other

currencies would have no significant impact on

Group profit.

FOREIGN CURRENCY RISK MANAGEMENT

Our principal objective is to reduce the risk to

short-term profit of exchange rate volatility.

Currency exposures that could significantly impact

the profit and loss account are hedged, typically

using forward purchases or sales of foreign

currencies. However, we do not routinely hedge

profit translation risk (the risk of overseas profit

falling in sterling terms). We also seek to mitigate

the effect of currency movements reducing the

value of our overseas investments by arranging

borrowings (either directly or via foreign

exchange transactions), in matching currencies

where this is cost effective. Our objectives are to

maintain a low cost of borrowing while partially

hedging against currency depreciation.

During the year currency movements had

minimal impact on profit and increased net assets

overseas by £12m. At the year end forward

foreign currency purchases equivalent to £247m

were outstanding (2001 – £220m). See note 21.

CREDIT RISK

The objective is to reduce the risk of loss arising

from default by parties to financial transactions.

The risk is managed by spreading financial

transactions across an approved list of

counterparties of high credit quality. The Group’s

positions with these counterparties and their

credit ratings are routinely monitored.

operating and financial review continued
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The Directors present their annual report to shareholders on the

affairs of the Group together with the audited consolidated financial

statements of the Group for the 52 weeks ended 23 February 2002.

PRINCIPAL ACTIVITY AND BUSINESS REVIEW

The principal activity of the Group is the operation of food stores

and associated activities in the UK, Republic of Ireland, France,

Hungary, Poland, Czech Republic, Slovak Republic, Thailand, South

Korea and Taiwan. A review of the business is contained in the Annual

Review and Summary Financial Statement 2002 which is published

separately and, together with this document, comprises the full Tesco

PLC Annual Report and Financial Statements.

GROUP RESULTS

Group sales including VAT rose by £2,881m to £25,654m,

representing an increase of 12.7%. Group profit on ordinary activities

before taxation, net loss on disposal of fixed assets and goodwill

amortisation was £1,221m compared with £1,070m for the previous

year, an increase of 14.1%. Including net loss on disposal of fixed

assets and goodwill amortisation, Group profit on ordinary activities

before taxation was £1,201m.The amount allocated to the employee

profit-sharing scheme this year was £48m as against £44m last year.

After provision for tax of £371m, minority interests of nil and

dividends, paid and proposed, of £390m, profit retained for the

financial year amounted to £440m.

DIVIDENDS

The Directors recommend the payment of a final dividend of 3.93p

per ordinary share to be paid on 28 June 2002 to members on the

Register at the close of business on 19 April 2002.Together with the

interim dividend of 1.67p per ordinary share paid in December 2001,

the total for the year will be 5.60p compared with 4.98p for the

previous year, an increase of 12.4%.

TANGIBLE FIXED ASSETS

Capital expenditure amounted to £2,027m compared with £1,944m

the previous year. In the Directors’ opinion, the properties of the

Group have a market value in excess of the book value of £9,484m

included in these financial statements.

SHARE CAPITAL

The authorised and issued share capital of the company, together

with details of the shares issued during the period, are shown in note

24 to the financial statements.

COMPANY’S SHAREHOLDERS

The company is not aware of any ordinary shareholders with

interests of 3% or more.

DIRECTORS AND THEIR INTERESTS

The names and biographical details of the present Directors are set

out in the separately published Annual Review and Summary Financial

Statement 2002.

Sir Terry Leahy, Mr J Gildersleeve, Mr T J R Mason and Mr D T

Potts retire from the Board by rotation and being eligible offer

themselves for re-election.

The service contracts of Sir Terry Leahy, Mr J Gildersleeve, Mr T J

R Mason and Mr D T Potts are terminable on two years’ notice from

the company.

The interests of Directors and their immediate families in the

shares of Tesco PLC, along with details of Directors’ share options,

are contained in the report of the Directors on remuneration set out

on pages 10 to 14.

At no time during the year did any of the Directors have a

material interest in any significant contract with the company or any

of its subsidiaries.

EMPLOYMENT POLICIES

The Group depends on the skills and commitment of its employees

in order to achieve its objectives. Staff at every level are encouraged

to make their fullest possible contribution to Tesco success.

A key business priority is to provide First Class Service to the

customer. Ongoing training programmes seek to ensure that

employees understand the Group’s customer service objectives and

strive to achieve them.

The Group’s selection, training, development and promotion

policies ensure equal opportunities for all employees regardless of

gender, marital status, race, age or disability. All decisions are based 

on merit.

Internal communications are designed to ensure that employees

are well informed about the business of the Group. These include a

staff magazine called Tesco Today, videos and staff briefing sessions.

Staff attitudes are frequently researched through surveys and

store visits, and management seeks to respond positively to the needs

of employees.

Employees are encouraged to become involved in the financial

performance of the Group through a variety of schemes, principally

the Tesco employee profit-sharing scheme, the savings-related share

option scheme (Save-As-You-Earn) and the Partnership Share Plan

(Buy-As-You-Earn).

directors’ report 
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POLITICAL AND CHARITABLE DONATIONS

Contributions to community projects and to charity amounted 

to £2,414,000 (2001 – £1,448,000). Including gifts in kind, total

donations amounted to £8,983,000 (2001 – £7,803,000).

There were no political donations (2001 – nil). During the year

the Group made contributions of £3,200 (2001 – nil) in the form of

sponsorship for political conferences.

SUPPLIER PAYMENT POLICY

Tesco PLC is a signatory to the CBI Code of Prompt Payment.

Copies of the Code may be obtained from the CBI, Centre Point,

103 New Oxford Street, London WC1A 1DU. Payment terms and

conditions are agreed with suppliers in advance.

Tesco PLC has no trade creditors in its balance sheet.The Group

pays its creditors on a timely basis which varies according to the type

of product and territory in which the suppliers operate.

GOING CONCERN

The Directors consider that the Group and the company have

adequate resources to remain in operation for the foreseeable future

and have therefore continued to adopt the going concern basis 

in preparing the financial statements. As with all business forecasts,

the Directors’ statement cannot guarantee that the going concern

basis will remain appropriate given the inherent uncertainty about

future events.

AUDITORS

PricewaterhouseCoopers have expressed their willingness to

continue in office. In accordance with section 385 of the 

Companies Act 1985, a resolution proposing the re-appointment of

PricewaterhouseCoopers as auditors of the company will be put to

the Annual General Meeting.

ANNUAL GENERAL MEETING

A separate circular accompanying the annual accounts explains the

special business to be considered at the Annual General Meeting on

14 June 2002.

By Order of the Board

Rowley Ager

Secretary

9 April 2002

Tesco PLC 

Registered Number : 445790

directors’ report continued
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STATEMENT OF APPLICATION OF PRINCIPLES

OF THE COMBINED CODE

The Group is committed to high standards of corporate governance.

This statement describes the manner in which the company has

applied the principles set out in the Combined Code on Corporate

Governance.

DIRECTORS

The Board of Tesco PLC comprises eight Executive Directors and 

six independent Non-executive Directors. The Chairman, Mr J A

Gardiner, is an independent Non-executive Director who has a

primary responsibility of running the Board.The Chief Executive, Sir

Terry Leahy, has executive responsibilities for the operations, results and

strategic development of the Group. Clear divisions of accountability

and responsibility exist and operate effectively for these positions.

In addition, Mr G F Pimlott is the senior Non-executive Director.

The Board ensures that no one individual or group dominates the

decision-making process.

The full Board meets ten times a year and annually devotes two

days to a conference with senior executives on longer-term planning

giving consideration both to the opportunities and risks of future

strategy.The Board manages overall control of the Group’s affairs by

the schedule of matters reserved for its decision. Insofar as corporate

governance is concerned, these include the approval of financial

statements, major acquisitions and disposals, authority levels for

expenditure, treasury policies, risk management policies and

succession plans for senior executives. To enable the Board to make

considered decisions, a written protocol exists and has been

communicated to senior managers ensuring that relevant information

is made available to all Board members in advance of Board meetings.

All Directors have access to the services of the Company Secretary

and may take independent professional advice at the company’s

expense in the furtherance of their duties.

The Board delegates day-to-day and business management

control to the Executive Committee which comprises the Executive

Directors. This meets formally every week and its decisions are

communicated throughout the Group on a regular basis. The

Executive Committee is responsible for implementing Group policy,

the monitoring and performance of the business and reporting to the

full Board thereon.

Appointments to the Board for both Executive and Non-

executive Directors are the responsibility of the Nominations

Committee which is chaired by Mr J A Gardiner and whose members

are set out in the table on page 9.

As exemplified by the section on ‘Directors and their interests’

within the Directors’ report on pages 5 and 6, the company’s Articles

of Association ensure that on a rotational basis Directors resign every

three years and, if they so desire and are eligible, offer themselves 

for re-election.

The Board has also established a Compliance Committee whose

purpose is to ensure that the Board discharges its obligations to avoid

civil and criminal liability. The Committee, comprising two Executive

Directors and three members of senior management, normally meets

four times a year.

DIRECTORS’ REMUNERATION

The Board has a long-established Remuneration Committee,

composed entirely of Non-executive Directors, which is chaired by

Mr C L Allen. The members are set out in the table on page 9. The

responsibilities of the Remuneration Committee together with an

explanation of how it applies the Directors’ remuneration principles

of the Combined Code are set out in the report of the Directors on

remuneration on pages 10 to 14.

RELATIONS WITH SHAREHOLDERS

The Board attaches a high impor tance to maintaining good

relationships with all shareholders and, primarily through the Investor

Relations department, ensures that shareholders are kept informed

of significant company developments. During the year, Executive

Directors have met with 108 of our leading shareholders

representing over 55% of the issued shares of the company.

While the focus of dialogue is with institutional shareholders to

whom regular presentations are made on company direction, care is

exercised to ensure that any price-sensitive information is released 

to all shareholders, institutional and private, at the same time in

accordance with the Financial Services Authority requirements.

The Board regards the Annual General Meeting as an

oppor tunity to communicate directly with all investors. The

Chairman, Executive Directors and chairmen of the Audit and

Remuneration Committees attend the Annual General Meeting and

are available to answer questions from shareholders present.

Each year end, every shareholder may choose to receive a full

Annual Report and Financial Statements or an abbreviated Annual

Review and Summary Financial Statement. At the half year,

all shareholders receive an Interim Report. These reports, together

with publicly-made trading statements, are available on the Group’s

website, www.tesco.com/corporateinfo

ACCOUNTABILITY AND AUDIT

The Board has an Audit Committee, chaired by Mr J W Melbourn and

consisting entirely of Non-executive Directors, which meets a

minimum of three times a year. Membership of the Audit Committee

is set out in the table on page 9. Its terms of reference represent

current best practice. The Committee’s primary responsibilities

include monitoring the system of internal control throughout the

Group, approving the Group’s accounting policies and reviewing the

interim and annual financial statements before submission to the

Board. In terms of financial reporting, an assessment of Group

performance is set out in the operating and financial review on 

pages 2 to 4.

corporate governance
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INTERNAL CONTROL

The Board has overall responsibility for internal control, including the

system of risk management, and sets appropriate policies having

regard to the objectives of the Group. Executive management has the

responsibility for the identification, evaluation and management of

risks and for the implementation and maintenance of control systems

in accordance with the Board’s policies.

The Board, through the Audit Committee, has reviewed the

effectiveness of the systems of internal control for the accounting

year and the period to the date of approval of the financial

statements, although it should be understood that such systems are

designed to provide reasonable but not absolute assurance against

material misstatement or loss.

The Group operates an objectives-driven approach aimed at

satisfying its core purpose that translates into a rolling five-year

business plan. The plan covers both revenue and capital expenditure

and forms the basis of business plans for all parts of the Group. From

this the Board, together with monitoring regimes based upon a

balanced scorecard, agrees the annual revenue and capital budgets.

The scorecard sets out targets for a wide variety of key performance

indicators and a quarterly review of achievement is considered 

at Board level. This process establishes the control framework and

risk appetite.

The capital investment programme is subject to formalised

review procedures requiring key criteria to be met. All major

initiatives require business cases to be prepared, normally covering a

minimum period of five years. Post-investment appraisals are also

carried out.

At the macro level, the Board considers risk every time it meets

and significant risks are reviewed regularly. The two-day Board

Conference, referred to earlier, considers where future opportunities

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

At an operational level, internal controls have been developed in

line with the risk appetite and are subject to regular internal and

external audit. Routines exist which ensure that significant control

failures or events that represent risks to the Group’s objectives are

escalated to senior management and the Board, if necessary, on a

daily, weekly and periodic basis to allow timely corrective action to be

taken. The Board acknowledges that the Group operates in an ever-

changing environment, both externally in meeting the challenges in a

competitive marketplace and internally through the development of

new business streams, systems and procedures. The Board has

established a change management process that includes an evaluation

of risks and an identification of controls.

The Executive Committee sets aside sufficient time for an annual

assessment of the effectiveness of managing the key risks and takes

appropriate action depending upon the outcome of their assessment.

This is then communicated and discussed with the Board.

A programme of communication exists and is constantly being

developed to ensure that all staff are aware of the parameters that

constitute acceptable business performance and the expectations of

the Board in managing risk. This provides clear definition of the 

Group’s purpose and goals, accountabilities, responsibilities and the

scope of permitted activities of companies within the Group,

executive functions and individual staff. The Group employs over

260,000 people including over 1,700 senior managers. Management

control exists at all levels and is regulated by cascading limits of

authority.

Underpinning the internal control process is the whole system of

monitoring risk and control. The monitoring of strategic and

operational risks are responsibilities of the Board and line managers

respectively.The internal audit function also operates on a risk-based

approach providing a level of expertise to management in fulfilling

their risk responsibilities and assisting in the mapping of risks and

controls. PricewaterhouseCoopers, our external auditors, contribute

a further independent perspective on certain aspects of the internal

financial control system arising from their work and annually report

their findings to the Audit Committee. Overall, the Audit Committee

seeks to ensure that the whole management process provides

adequate control mechanisms over all major risks to the Group.

To ensure that the international expansion of the Group takes

place within agreed policies and procedures, two further control

committees have been established, repor ting to the Audit

Committee.They focus on activities in Europe and Asia respectively.

Other specialist functions within the Group, notably Trading Law

and Technical and Company Secretariat, provide assurance and advice

on health and safety, regulatory and legal compliance and

environmental issues. These functions report their findings on a

regular basis to the Compliance Committee.

CORPORATE SOCIAL RESPONSIBILITY

Corporate Social Responsibility reflects one of our values – ‘treating

people how we like to be treated’. As such, we recognise our respons-

ibility to communities and to the environment, wherever we operate.

More detailed information about Tesco’s commitment to Corporate

Social Responsibility is available at www.tesco.com/everylittlehelps

PENSION FUNDS

The assets of the pension funds established for the benefit of the

Group’s employees are held separately from those of the Group.

A trustee company manages both the Tesco PLC Pension Scheme

and the remaining assets of the Tesco PLC Money Purchase Pension

Scheme. During the year, over 99% of eligible staff took the

opportunity to change their future pension entitlement from the

Money Purchase Pension Scheme to a defined benefit scheme under

the overall control of the Tesco PLC Pension Scheme. The trustee

company Board comprises one Executive Director, three senior

managers and five members appointed from staff and pensioners.

Management of the assets is delegated to a number of independent

fund managers. These fund managers have discretion to invest in

shares of Tesco PLC, but only to the proportional weighting of the

shares in the total market. Details of pension commitments are set out

in note 27 to the financial statements on pages 37 and 38.

corporate governance continued


