












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

SERVICES PLC 
 
Report on the audit of the financial statements 

 

Opinion 

In our opinion the financial statements: 
 give a true and fair view of the state of the company’s affairs as at 24 February 

2018 and of its loss for the 52 weeks 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 of Tesco Corporate Treasury Services PLC (the 

“company”) 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, including Financial Reporting Standard 101 
“Reduced Disclosure Framework” (United Kingdom Generally Accepted Accounting Practice). 

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 FRC’s 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 the non-audit services prohibited by the 
FRC’s Ethical Standard were not provided to the company. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our opinion. 

 

Summary of our audit approach 

Key audit matters 
 

The key audit matters that we identified in the current year were: 
 potential for manipulation of the reported fair values of 

derivative financial instruments which may result in Income 

Statement volatility; and  
 potential for manipulation of credit and debit valuation 

adjustments (“CVA/DVA”) to the reported fair values of 
derivative financial instruments which may result in Income 
Statement volatility. 

Materiality The materiality that we used in the current year was £25m which was 
determined on the basis of 0.31% of total assets. 

Scoping 
 

Our audit work to respond to the risks of material misstatement 
identified was performed directly by the audit engagement team.  

 



Conclusions relating to going concern 

Going concern 
We are required by ISAs (UK) to report in respect of the following 
matters where: 
• the directors’ use of the going concern basis of accounting in 

preparation of the financial statements is not appropriate; or  
• the directors have not disclosed in the financial statements any 

identified material uncertainties that may cast significant doubt 

about the company’s ability to continue to adopt the going 
concern basis of accounting for a period of at least twelve months 
from the date when the financial statements are authorised for 
issue. 

 

 
We confirm that we have 
nothing material to 
report, add or draw 
attention to in respect of 
these matters. 
 

 
 
 
 

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. 
 

Potential for manipulation of the reported fair values of derivative financial instruments 
which may result in Income Statement volatility 

Key audit matter 
description 

The majority of the derivative financial instruments to which the company is a 
party are valued using a third party valuation and market data tool, “Reval” 
(c46% of the gross derivative balance of £855m at year-end). A number of 

longer-dated derivative financial instrument positions, index-linked swaps 
(specifically, the Limited Price Index (“LPI”) swaps), foreign currency and 
commodity derivative instruments are valued using valuation statements 
provided to the company by the counterparties to the derivative financial 
instrument transactions (c54% of the gross derivative balance at year-end). The 
process to record the mark-to-market (“MtM”) of all these instruments, and 
associated transactions, in the company’s accounting records is manual. In 

addition, the company has also entered into a number of internal, back-to-back 
derivative financial instruments with a number of other Tesco Group entities.  
 
There is a risk that the methodologies used to record the mid-market values 

(i.e. excluding any adjustment to the reported fair values for the potential 
impact of counterparty and “own” credit risk) of the external and internal 
derivative financial instruments: 

 are not appropriate;  
 do not reflect the contractual terms of the instruments themselves; and 

or 
 are not appropriately and consistently applied.  

 
There is a risk that the mid-market valuations of both the external and internal 

derivative financial instruments recorded in the company’s accounting systems: 
 are not accurate; and/or 
 that not all positions are captured, and therefore marked-to-market, due 

to the manual process of recording the transactions in the company’s 
accounting systems. 

 

All of the above pose a risk of manipulation which may result in Income 

Statement volatility. The risk of material misstatement has been identified as a 
potential area for fraud. 



 

Further details are included within the Derivative financial instruments and 
hedge accounting note 2 to the financial statements. 

 

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

 

We obtained a detailed understanding and evaluated the design and 
implementation of controls over the existence and valuation of derivative 
positions and the reconciliation between valuation workings and the General 
Ledger.   

 
We selected a sample of external and internal derivative trades and valued these 
positions independently using third party tools, including Bloomberg, Sungard 
FastVal and Reval. We compared our independent valuations against the 
valuations recorded in the General Ledger and assessed any resulting variances 
against thresholds we consider acceptable for these instruments. 
 

We performed independent substantive testing to ensure that the mid-market 
valuations of internal and external derivative trades offset as expected. 
 

Key observations 
 

No uncorrected material misstatements were identified. 

Potential for manipulation of credit and debit valuation adjustments to the reported fair 
values of derivative financial instruments which may result in Income Statement volatility. 

Key audit matter 
description 
 
 
 

Management adjusts the reported fair values of external cross currency interest 
rate and inflation-linked swaps for bilateral CVA/DVA (representing c81% of the 
gross derivative balance at year-end). These adjustments are estimated by 
reference to observable, traded counterparty and Tesco PLC credit default swap 
(“CDS”) spreads. For internal trades, management estimates CVA/DVA 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 Income Statement.  
 
Management uses Bloomberg in order to estimate CVA/DVA to cross currency 
interest rate swap positions (representing c28% of the gross, non-FX/commodity 
derivative balance of £695m at year-end); and manual Excel models populated 
with market data extracted from Bloomberg for the inflation-linked swaps 
(representing c72% of the gross, non-FX/commodity derivative balance at year-

end).  
 
Management uses an Excel model for the inflation-linked swaps because the 
pricing of credit adjustments to these positions is not supported in Bloomberg. 
We note that the inputs used in the Excel model, including cash flows, recovery 
rates and particularly the credit spreads used to estimate the probability of 

default for cash flows occurring beyond the maximum tenor (10 years) of 

observable CDS curves, are judgemental. The use of Excel models introduces a 
risk that CVA/DVA are calculated incorrectly since they rely on the periodic 
selection and consistent application of potentially subjective inputs and 
assumptions. The process of updating the Excel models is exposed to manual 
input error. The risk of material misstatement has been identified as a potential 
area for fraud. 

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

We obtained a detailed understanding and evaluated the design and 
implementation of controls over the estimation of credit adjustments. 
 
We selected a sample of external and internal derivative trades and recalculated 

the CVA/DVA on these trades independently. We compared the results of our 
independent CVA/DVA calculations to those recorded in the General Ledger, and 
assessed any resulting variances against thresholds we consider acceptable for 

these instruments. We assessed the methodology applied in management’s 
Excel models, and assessed the reasonableness of the key inputs and 
assumptions used in the Excel models. 



Key observations 
 

No uncorrected material misstatements were identified.  

 
Our application of 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 

 

£25m 

 

Basis for 
determining 
materiality 

The basis of materiality is total assets taking into account the Group 
materiality and it equates to approximately 0.31% of total assets. 

Rationale for the 
benchmark applied 

The company acts as a financing company for other Tesco entities and 
holds significant intercompany assets and liabilities. On a gross basis 
the assets and liabilities could move materially year-on-year.  

 

 

 
  
We agreed with the Audit Committee (the “Committee”) that we would report to the Committee all audit 

differences in excess of £0.75m, as well as differences below that threshold that, in our view, warranted 
reporting on qualitative grounds. We also report to the Audit Committee on disclosure matters that we 
identified when assessing the overall presentation of the financial statements. 

 

  
 

An overview of the scope of our audit 

There were no changes to the scope of our audit since the prior year. Our audit was scoped by 
obtaining an understanding of the entity and its environment, including internal control, and assessing 
the risks of material misstatement. Audit work designed to respond to the risks of material 
misstatement was performed directly by the audit engagement team. 
 

Other information 

The directors are responsible for the other information. The other 
information comprises the information included in the Annual Report 
including the Strategic Report and the Directors’ Report, other than the 

financial statements and our auditor’s report thereon. 
 

We have nothing to 
report in respect of these 
matters. 

Total Assets £8,074m Materiality £25m

Audit Committee 
reporting threshold 

£0.75m

Total Assets

Materiality



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. 
 
In connection with our audit of the financial statements, 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 audit or 
otherwise appears to be materially misstated. 

 
If we identify such material inconsistencies or apparent material 
misstatements, we are required to determine whether there is a 
material misstatement in the financial statements or a material 
misstatement of the other information. 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. 

 

Responsibilities of directors 

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, 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. 

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 Financial Reporting Council’s website at: www.frc.org.uk/auditorsresponsibilities. This 
description forms part of our auditor’s report. 

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. 

 
Report on other legal and regulatory requirements 
 

Opinions on other matters prescribed by the Companies Act 2006 

In our opinion, based on the work undertaken in the course of the audit: 

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


 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. 

 

Matters on which we are required to report by exception 

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. 

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. 

 

Other matters 

Auditor tenure 

Following the recommendation of the Audit Committee, we were appointed by the Group’s 
shareholders on 26 June 2015 to audit the financial statements for the 52 weeks ended 27 
February 2016 and subsequent financial periods. The period of total uninterrupted engagement 
including previous renewals and reappointments of the firm is three periods of 52 weeks each, 
covering the years ending 27 February 2016 to 24 February 2018. 

Consistency of the audit report with the additional report to the Audit Committee 
Our audit opinion is consistent with the additional report to the Audit Committee we are required 
to provide in accordance with ISAs (UK). 

 
 

 

 
 
Stephen Williams, CA (Senior statutory auditor) 
For and on behalf of Deloitte LLP 

Statutory Auditor 
Edinburgh, United Kingdom 
13 June 2018 
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