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Sainsbury’s Group

Helping customers live well for less has
been at the heart of what we do since 1869.

We employ over 185,000 colleagues who work hard every day to make
our customers’ lives easier and to provide them with great products,
quality and service whenever and wherever it is convenient to access them.

Food

Our strategic focus is to help
our customers live well for less.
We offer customers quality
and convenience as well as
great value. Our distinctive
ranges and innovative
partnerships differentiate
our offer. More customers
are shopping with us than
ever before and our share

of customer transactions
has increased.

(i) See more on page 12

608

Sainsbury’s supermarkets

102

stores offering Same Day
delivery to 40 per cent
of the UK population

191

Argos stores in Sainsbury’s
supermarkets

16

Habitat stores and
Click & Collect available
in over 2,300 locations

General Merchandise
and Clothing

We are one of the largest general
merchandise and clothing
retailers in the UK, offering a
wide range of products across
our Argos, Sainsbury’s Home and
Habitat brands, in stores and
online. We are a market leader in
toys, electricals and technology
and Tu clothing offers high street
style at supermarket prices.

(i) See more on page 14

Financial Services
Financial Services are an
integral part of our business.
Sainsbury’s Bank offers
accessible products such as
credit cards, insurance, travel
money and personal loans
that reward loyalty. Our new
mortgage offer has performed
well and together, Sainsbury’s
Bank and Argos Financial
Services have 3.9 million
active customers.

(i) See more on page 16

3.9m

Active customers
at Sainsbury’s Bank and
Argos Financial Services

£69m

Sainsbury’s Bank profits
delivered

By

i



Strategic Report

Performance highlights

£31,735m

Group sales (inc VAT ) up nine per cent

1.3%

Group like-for-like sales

20.4p

Underlying basic earnings
per share

£409m

Statutory profit before tax

£35m

generated for charities,
communi ties and good causes

£589m

Underlying profit before tax

10.2p

Proposed full-year dividend

13.3p

Basic earnings per share

8.4,

Return on capital employed

83%

of the packaging on our own-brand

products is classed as ‘widely recycled’

(i) Read more about our financial KPIs on page 28
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02 Strategic Report

The combination with Asda
offers a significant opportunity for
customers, suppliers, colleagues
and shareholders to benefit from
a structurally stronger business.

In a competitive market, underlying
profits before tax have returmed to
growth, increasing to £589 million.
Encouragingly, although underlying
basic earnings per share were

down for the year as a whole, we
achieved a rise of eight per cent

in the second half”

Chairman

2017/18 highlights

Proposed full-year Return on capital
dividend employed
Underlying basic Free cash flow

earnings per share

In a retail marketplace that remains

as competitive as ever, we believe we
have the right strategy in place, driven
by a skilled and experienced leadership
team and supported by highly engaged
and committed colleagues.



Strategic Report

The Board’s focus this year has been
on driving shareholder value in a retail
sector which continues to undergo
significant change.

At our results presentation on 30 April

we announced that we have agreed with
Walmart Inc. to combine J Sainsbury plc

and Asda Group Limited to create a dynamic
new UK retail business. Asda is valued at
approximately £7.3 billion’ on a cash-free,
debt-free and pension-free basis. J Sainsbury
plc would acquire the business by a cash
payment of £2.975 billion and by issuing new
shares to Walmart which would represent a
42 per cent share of the enlarged business.
The Combined Business would be chaired by
Sainsbury’s Chairman and led by Sainsbury’s
CEO and CFO. The Asda CEO would join the
Group Operating Board of the Combined
Business and two Walmart representatives
would join the J Sainsbury plc Board.

We believe that the combination of these
two strong businesses, with enhanced scale
and a strengthened balance sheet, would
bring great benefits for our customers,

our colleagues and our suppliers, while
creating value for shareholders. It will lead to
significant synergies, enabling Sainsbury’s,
Asda and Argos to invest in the areas that
matter most to customers — price, quality
and developing more flexible ways to shop.
The Combined Business would unite two of
the most talented teams in retail and benefit
from the support of Walmart as a major
shareholder and strategic partner.

Our acquisition in 2016 of Argos has enabled
us to offer more choice and convenience to
customers in a changing industry landscape;
the combination with Asda would create a
more resilient Group providing an even more
compelling offer in the face of this rapid
change. Through our acquisition of Argos

we have a strong track record of delivering
synergy benefits and we are confident that
the combination of Sainsbury’s and Asda will
create a further £500 million of net synergies,
post reinvestment in our customer offer.

The Board believes the combination would
create long-term value for shareholders and
the opportunity for double digit earnings

per share accretion by the second full-year
post completion.

In a competitive market, underlying profit
before tax has returned to growth, increasing
to £589 million. Underlying basic earnings per
share were down 6.4 per cent to 20.4 pence
per share.

1 Based on the closing price of Sainsbury’s shares of 269.8 pence
on 27 April 2018.
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We are committed to paying an affordable
dividend to our shareholders, fixing dividend
cover at two times earnings. We are therefore
recommending a final dividend of 7.1 pence
per share, bringing the proposed full-year
dividend to 10.2 pence per share which is the
same as last year.

The business made encouraging progress in
the last year. Food transactions are growing
ahead of the market, with a differentiated,
quality offer and competitive pricing on
everyday essential items. We have exceeded
our three-year cost savings target over the
period 2015 to 2018 by £40 million, bringing
the total of savings to £540 million. General
Merchandise and Clothing continue to
outperform in a challenging market and

we are ahead of our schedule to open Argos
stores in Sainsbury’s supermarkets, achieving
synergies sooner than we expected.

As a business, we are focused on the
increasingly important role that technology
and the responsible use of data play in
supporting great customer service. We
have invested in developing our technology
and digital capabilities and the earnings
accretive acquisition of the Nectar loyalty
card scheme in February supports our
strategy of knowing our customers better
than anyone else.

This has been a year of innovation across the
Group. We have proposed changes to retail
management structures and colleague roles
in our stores that will make us more efficient
and improve our customer service. We have
also proposed a market-leading pay award
for Sainsbury’s colleagues, along with revised
terms and conditions. Our colleagues provide
outstanding service to our customers every
day and I would like to thank them for their
hard work and commitment. As a result of
their excellent work, we have been awarded
The Grocer Gold Awards for both Service and
Availability for the past five years.

Sainsbury’s Bank showed profit growth,
primarily reflecting the full consolidation

of Argos Financial Services. We will take a
cautious approach to unsecured lending
going forward which, together with the impact
of new accounting standards and the cost of
the external capital we raised in November
2017, will impact Sainsbury’s Bank profits in
the short term. The Board remains confident
in the Bank’s potential to generate growth
and healthy returns in the medium term.

Mike Coupe leads a senior management
team with deep experience and talent.

In January, Phil Jordan took on the new

role of Group Chief Information Officer and
joined the Operating Board. Phil brings great
knowledge to Sainsbury’s from previous
senior roles at Telefonica and Vodafone UK
and Ireland.

Following Mary Harris’s departure from the
Board at the 2017 AGM, we were pleased to
announce the appointment of Jo Harlow

to the Board as a Non-Executive Director.

Jo brings to the Board a wealth of experience
in consumer-facing businesses and in the
telecoms and technology industry, both

in the UK and internationally, having held
senior sales and marketing positions at P&G
and Reebok. She has already made a strong
contribution to the Board since she joined us
in September 2017.

Now that I have been Chairman for more
than eight years, a search process has begun,
led by Dame Susan Rice and the Nomination
Committee, to find my successor as Non-
Executive Chairman.

In a retail marketplace that remains as
competitive as ever, we believe we have
the right strategy in place, driven by a
skilled and experienced leadership team
and supported by highly engaged and
committed colleagues. The combination
with Asda offers a significant opportunity
for customers, suppliers, colleagues and
shareholders to benefit from a structurally
stronger business with the ability to adapt
and grow.

Davg [ vle
%3—

Chairman
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Market
context

The market

Economic conditions became more challenging for UK consumers
during the last year. The devaluation of Sterling and higher
commaodity prices fed through to food and non-food prices from
the start of our financial year, with the consequence that wage
growth fell behind inflation for the first time in over three years.

Higher inflation benefited food retail market growth, but the impact
on disposable income of higher inflation saw non-food retail sales
growth weaken over the course of the year. Combined with the
impacts of wage inflation, online channel shift and other structural
pressures on traditional non-food retailers, this is accelerating the
process of consolidation in the non-food market.

Shopping habits and retail trends
Shopping habits continue to evolve as the UK consumer expects
far greater choice and flexibility in how, when and where they
shop for food, general merchandise and clothing, accessing a
variety of channels.

In line with our expectations, consumers continue to shop more
frequently across different channels and store formats, with
convenience stores and online both showing strong growth. Discount
and bargain retailers continue to open significant numbers of new
stores and gain market share. These trends continue to place pressure
on volumes through the core supermarket format. However, we
anticipate that supermarkets will remain an important channel

for groceries.

Consumers continue to move their general merchandise and
clothing purchases online, accessing a wide choice of delivery and
pick-up options. Click & Collect accounts for a significant proportion
of UK online general merchandise and clothing sales, as the speed
and ease of options continue to expand. Traditional store formats,
particularly on the high street, are seeing footfall and sales decline
as online participation grows.

In the future, retailers will need to offer a consistent and seamless
experience to consumers and be able to rapidly fulfil their orders
in a location and at a time that is most convenient to them.

J Sainsbury plc Annual Report 2018

UK average weekly earnings growth vs inflation
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Sainsbury’s response to
a changing marketplace

Our strategy reflects the changing marketplace and our business is
well set to continue adapting to these changes. A strategy of being
there for our customers whenever and wherever they choose to
shop with us allows us to be flexible in adapting to these changing
customer needs. We have accelerated the rate of change and
innovation across the Group and we are focused on satisfying more
customer missions. We remain competitive on price across food,
clothing and general merchandise and are focused on providing
great value across a wide range of products, making targeted
investments to lower prices so that consumers can make choices
to suit their budgets.

We are clearly differentiated by the quality of our food and we are
adapting our supermarkets to serve a wider variety of shopping
missions. This includes the opening of Argos stores within Sainsbury’s
supermarkets, along with other quality third party offers such as
Sushi Gourmet, Sushi Daily and Explore Learning.

Our General Merchandise and Clothing business is performing ahead
of the market and we are opening Argos stores in our supermarkets
faster than we originally anticipated. Argos has a unique Hub and
Spoke distribution model that enables fulfilment of customer orders
for collection or home delivery quickly, conveniently and efficiently.

Our combination of a strong online proposition with a wide
availability of delivery and pick-up options continues to be popular
with consumers. Our convenience store estate is made up of over
800 stores and is outperforming the market as we continue to review
the range we offer our customers to ensure it is reflective of their
changing needs and shopping missions.

We have delivered £540 million of cost savings over the last three
years and we have targeted at least another £500 million of cost
savings for the business for the next three years. Together with

a targeted £160 million EBITDA (£142 million EBIT) of synergies
from the acquisition of Argos and a focus on maintaining balance
sheet strength, we are confident that we have the resources to
remain highly competitive and to trade well through tougher
market conditions.
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Sainsbury’s Grocery, Convenience and Groceries Online
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Creates value for our shareholders, customers
and colleagues, both now and in the future.

We source products from over 70 countries,
according to the ability of suppliers to meet
our quality, safety and ethical standards.
We invest in British farming through

2,200 members of our farmer and grower
Development Groups and we are involved in
11 research projects to improve agricultural
productivity and reduce the environmental
impact of British farming.

Seven days a week, we deliver fresh food,
groceries, general merchandise and clothing
from suppliers around the world, via 33
distribution centres, to our store and online
customers, meeting their requirements for
flexible, convenient shopping. Argos’s unique
Hub and Spoke logistics network enables us
to fulfil Fast Track Same Day home deliveries
and store collections.

We have over 2,200 Sainsbury’s supermarkets,

convenience stores and Argos stores across
the UK and Ireland and an established online
capability. Our popular Groceries Online app
now accounts for around 20 per cent of food
orders. With this strong multi-channel, multi-
product proposition, customers can shop with
us whenever and wherever they want.

Our values key

A great place to work
Respect for our environment
Sourcing with integrity

Living healthier lives

Making a positive difference
to our community
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Our passion for quality extends to everything
we sell — food, general merchandise and
clothing and financial services. We are
consistently ranked ahead of our peers on the
quality of our food and we regularly review
and improve our own-brand product ranges.

Offering great quality products and services
at fair prices is part of our commitment to
help our customers live well for less. Quality
and price are both important in the value
proposition and our regular lower prices
reassure customers that they can always
get good value at Sainsbury’s.

We employ over 185,000 colleagues who are
the foundation of our business. They make a
real difference in the communities they serve,
offering customers great service day in, day
out, in our stores, online and over the phone.
Our committed, well-trained colleagues have
helped us win The Grocer Gold Awards for both
Customer Service and Availability for the past
five years.

Through our Sainsbury’s, Argos and Habitat
brands, we are one of the UK’s largest retailers,
offering over 90,000 branded and own-brand
products across food, general merchandise
and clothing and financial services.
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Our business

strategy

Our vision is to be the most trusted retailer where people love
to work and shop. Our goal is to make our customers’ lives easier
every day by offering great quality and service at fair prices.

Our strategy

Our strategy is designed to address a changing

marketplace and to make it easy for our
customers to shop with us whenever and
wherever they choose.

Our priorities

To deliver our strategy, we have prioritised
four key areas of our business. This will help
to differentiate and develop our customer
offer and to grow and create value for our
shareholders. Our four key priorities are:

Priority 1
Further enhance our
differentiated food proposition

(i) See more on page 12
Priority 2

Grow General Merchandise and
Clothing and deliver synergies

(i) See more on page 14

Priority 3

Diversify and grow Sainsbury’s Bank
(® See more on page 16

Priority 4

Continue cost savings and
maintain balance sheet strength

(@) See more on page 17

Colleagues
making the
difference

Our values

customers better thay,
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products
and services
at fair prices

make us
different

There for our
customers

What makes us different
We are a multi-product, multi-channel
business with a strong, differentiated
food proposition and respected brands

in Sainsbury’s, Sainsbury’s Bank, Argos
and Habitat.

We benefit from a structurally advantaged

store estate, world-class property assets, an
efficient supply chain and a market-leading
digital presence with fast delivery networks.

All this is underpinned by customer insights
that enable us to adapt our business to
customers’ changing lives.

Our values

Our values underpin everything we do as a
business and help us strengthen relationships
with all our stakeholders. They enable us to
build trust, reduce operating costs, mitigate
risks and attract and retain talent.

As a business with a global footprint, our
values help us to drive lasting, positive
change in the UK and internationally.

(i) See more on page 18
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Group Chief Executive Officer, Mike Coupe,
sums up a year of change and strategic
progress at Sainsbury’s.

Our colleagues deliver outstanding
service to our customers every day
and through their hard work and
commitment we were awarded
The Grocer Gold Awards for Service
and Availability for the fifth
consecutive year.”

Group Chief Executive Officer

2017/18 highlights

Underlying profit Group sales (inc VAT)
before tax

Cost savings over Reduction in net debt
three years to 2017/18

Combining with Asda would bring
together the three successful and
trusted retail brands of Sainsbury’s,
Argos and Asda. Together, we would
create a retail business with over 2,800
stores, 330,000 colleagues and more
than 47 million transactions each week.
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It has been a year of positive change

and innovation in our business. We have
consolidated our position of being an
attractive retail destination, offering
customers a wide variety of products and
services whenever and wherever they want.

Food remains at the heart of our business
and our focus is on giving customers a clearly
differentiated offer, wide choice, improved
quality and great value. In addition, we

are working on the biggest retail change
programme we have ever undertaken,
transforming the way we work in our stores.
We propose to meet the challenges of a
constantly changing, competitive retail
environment by simplifying our structures
and operations and investing more in
technology to make us more efficient and
to improve service to our customers.

We have continued to integrate Argos

in to our business and have accelerated

our programme to open Argos stores in
Sainsbury’s supermarkets. They are popular
with our customers, perform well and we
expect to open around 90 more in 2018/19
bringing the total to around 280 by end
2018/19, ahead of our plan.

Our colleagues deliver outstanding service

to our customers every day and through
their hard work and commitment we were
awarded The Grocer Gold Awards for Service
and Availability for the fifth consecutive year.
We are proposing to invest £100 million to
award store colleagues a market-leading

rate of pay from September, along with
revised terms and conditions which will
ensure consistency and fairness in contracts.
We recognise that a small minority of
colleagues will be adversely impacted by
these proposals and have committed to
additional payments for a period of 18 months
for all those affected. Our industry-leading
pay award follows three consecutive years of
giving eligible store colleagues a four per cent
pay increase in recognition of their hard work
and dedication. This brings the total increase
in the base rate to 30 per cent over the past
four years.

I have been working in the retail industry

for over 30 years and the industry is
changing faster than ever — customers

have more choice and are shopping around
more than ever before. I believe thisis a
transformational opportunity to create a
dynamic new UK retail player, designed to
be more competitive and to give customers
more of what they want now and in the
future. It will give us the scale to invest more
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in price, quality and the technology to create
more flexible ways to shop. The combined
business would be more dynamic, more
adaptable, more resilient and an even greater
contributor to the UK economy.

Creating a structurally stronger business
would be good news for shareholders too.

We expect to generate net synergies of at
least £500 million, post reinvestment in our
customer offer, with double digit earnings per
share accretion and low double digit return
on invested capital, by the second full-year
post completion.

Combining with Asda would bring together
the three successful and trusted retail brands
of Sainsbury’s, Argos and Asda. Together

we would create a retail business with over
2,800 stores, 330,000 colleagues and more
than 47 million transactions each week.
Having worked at Asda for eight years and at
Sainsbury’s for over 13 years I understand the
culture and the businesses well and believe
they are the best possible fit. Combining the
two will create real value for shareholders, is
a great deal for customers and suppliers and
will create more opportunities for colleagues.

In a challenging retail market, Group sales
were £31,735 million, up nine per cent on
last year. Group like-for-like sales were up
1.3 per cent. We saw a strong performance
from our Food business, with transactions
growing ahead of the market and increased
margins, driven by improved quality and
innovative ranges. Our Convenience and
Groceries Online channels were also strong
drivers of growth, with sales increases

of nearly eight per cent and nearly

seven per cent respectively.

Our General Merchandise and Clothing
business, now combined with Argos, is
performing ahead of the market. Tu clothing
is nearly a £1 billion revenue business and
can now be ordered from the Argos website
for home delivery or to collect from over
1,000 Argos stores and collection points
across the UK.

I 'am pleased that underlying profit before
tax has grown to £589 million, driven by our
focus on simplifying our business, driving
efficiencies and reducing costs. We have
exceeded our £500 million, three-year cost
saving target by £40 million and we will
deliver at least £500 million of cost savings
over the next three years to 2020/21. We
have also reduced net debt by £113 million
to £1.4 billion and we are targeting a further
£100 million reduction in net debt in the
coming year. We have strong cash generation
with free cash flow of £432 million. In line
with our affordable dividend policy, this

year’s final dividend is 7.1 pence per share,
bringing the full-year dividend to 10.2 pence
per share.

Sainsbury’s Bank grew profits, primarily
reflecting the full consolidation of Argos
Financial Services during the year. While

we anticipate further trading growth in the
year ahead, we expect unsecured lending
margins to reduce further in a competitive
market and have decided to take a cautious
approach to unsecured lending. Combined
with new accounting standards and interest
payments on the external capital we raised
in November, we expect bank profits to
reduce significantly next year.

Our values underpin everything we do,
differentiate us from our competitors and
make strong commercial sense. I'm proud
that 78 per cent of colleagues believe that
the decisions we make are in line with
Sainsbury’s values.

We have the right strategy in place, an

experienced leadership team and talented,

dedicated colleagues who are focused

on delivering it. Argos is a key part of the

Group and the rapid, successful roll-out of

Argos stores in Sainsbury’s supermarkets

is a great example of how teams

are working together brilliantly o

across the business to deliver \\M
for customers. Our acquisition 3
of the Nectar loyalty card e ™~
scheme supports our strategy / s o g
of knowing our customers i ' E
better than anyone else and &

I was pleased to welcome s .

P J :
G !“ a‘
-‘.‘““* {

*

our Nectar colleagues to the /
Group in February. Looking

to the future, I believe
that the combination of
Sainsbury’s and Asda will
create a great deal for
customers, colleagues,
suppliers and
shareholders and I am
truly excited about
the opportunities
ahead and what

we can achieve
together.

e

Group Chief Executive Officer
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Proposed combination
of J Sainsbury plc and
Asda Group Limited

The Combined Business will create a dynamic new player in UK
retail with an outstanding breadth of products, delivered through
multiple channels. Enhanced scale and a strengthened balance
sheet will deliver a great deal for customers, colleagues, suppliers
and shareholders of both businesses.

The retail sector is going through significant and rapid
change, as customer shopping habits continue to evolve.
This has led to increased competition across grocery,
general merchandise and clothing, as customers seek
ever greater value, choice and convenience.

Key facts Best possible fit
£51bn
Revenues . ‘ .

Stores .

47m ...............................

330,000

Colleagues

Shared colleague
culture and values

Highly complementary
store locations and sizes

A great deal for everyone

For the UK economy For shareholders

J Sainsbury plc Annual Report 2018

— One of the largest employers
and taxpayers

For suppliers
— Opportunities for growth and
streamlined supply chains

1 Post price reinvestment.
2 Bysecond full year post completion.

— £500m net synergies!

—— Double digit earnings per
share growth?

— Stronger balance sheet

For customers

~—— Aim to reduce the price of
everyday items by around
ten per cent

—— Develop differentiated
product ranges

Sharing technology
and developments

For colleagues
—— Opportunities in larger, more
resilient Group

—— Security for pension holders
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Combining Sainsbury’s and Asda will enable both businesses

to sharpen and strengthen their existing customer propositions.
Walmart will be a long-term shareholder and partner and will
leverage its global scale and investment to support the Combined
Business. Upon completion, two Walmart representatives will join
the Board of the Combined Business as Non-Executive Directors.

The Combined Business will be chaired by the Sainsbury’s Chairman
and led by the Sainsbury’s CEO and CFO. Asda will continue to be
run from Leeds with its own CEO, who will join the Group Operating
Board of the Combined Business.

The Combined Business would be run by the best leaders from
both businesses, supported by highly capable Sainsbury’s and
Asda colleagues.
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This is a transformational opportunity to create
a new player in UK retail, which will be more
competitive and give customers more of what
they want now and in the future. It will create a
business that is more dynamic, more adaptable,
more resilient and an even bigger contributor to
the UK economy. Having worked at Asda before
Sainsbury’s, I understand the culture and the
businesses well and believe they are the best
possible fit. This will create a great deal for
customers, colleagues, suppliers and shareholders
and I am excited about the opportunities ahead
and what we can achieve together.”
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Mike Coupe
Group Chief Executive Officer

Highly complementary geographic coverage
Combining Sainsbury’s strength in London, the Midlands, the South of England and Northern Ireland

with Asda’s strength in the North of England, Scotland and Wales.

Sainsbury’s*

Northern
Ireland

Midlands

East

London

South

Areas of strong Sainsbury’s coverage

1 Strong coverage analysis based on Kantar data.

Asda'

Scotland

Areas of strong Asda coverage
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Priority 1

Our strategic focus is to help our customers
to live well for less, putting quality first and

investing in our ranges.”

Food has been the core of our
business since 1869 and our
customers trust in the quality

and value of our offer. More people
are shopping with us than ever
before and our share of customer
transactions has increased.

Our strategic focus is to help our customers
to live well for less, putting quality first

and investing in our ranges. This year

we improved 128 food ranges, covering

60 per cent of our food sales.

We are particularly strong in ranges where
we offer customers quality and convenience
as well as great value, such as Taste the
Difference, Deliciously FreeFrom and On the
Go. The strong trend towards gourmet quality
ready meals led us to launch our Supper Club
range in February and our restaurant quality

Our strategy in action

Slow Cook range has become the market
leader since its launch two years ago.

The growth of these new food innovations
shows customers trust both our high quality
standards and our commitment to using the
best ingredients while offering low prices.

We are using space innovatively in our larger
supermarkets by partnering, often exclusively,
with premium brands such as Godiva Belgian
chocolates, available in 500 stores, and
Patisserie Valerie, whose gateaux and pastries
are popular with customers. Customers can
buy the cakes over the counter in 31 stores,

or order ahead for collection in an additional
13 stores. We work with selected concession
partners to maximise our use of space and
help make Sainsbury’s an attractive retail
destination. We have 59 Sushi Gourmet and
Sushi Daily counters, as well as two Crussh fresh
food and juice bars. Across our supermarket
estate we are improving the layouts of our

We are proposing to change
the way we operate in stores
and online. Improved systems
make us faster and more
efficient and a simpler store
management structure will
empower colleagues and
improve service.

Proposed market-leading
rate of pay

stores so that customers can shop quickly
and conveniently. We are taking a disciplined
approach to investing in stores, focusing on
areas which matter most to customers.

We have been reducing cost from our end-
to-end supply chain, working collaboratively
with our suppliers to buy better for less.

This has enabled us to invest a further

£150 million in the price of 930 essential items
so customers can be confident that they are
getting great prices as well as great quality.

We are proposing to change the way we
operate in stores and online. Improved
systems are making us faster and more
efficient with a simpler store management
structure that will empower colleagues and
improve service.

Convenience and Groceries Online continue
to be strong drivers of growth, with sales up
nearly eight per cent and nearly seven per cent
respectively. Around 70 per cent of sales
through our convenience channel have been
improved by ranging and merchandising
activity. Sales through Convenience stores
stand at around £2.7 billion. Groceries Online
now offers Same Day delivery to 40 per cent
of the UK population out of 102 stores and

Our great quality own-brand food
ranges, combined with carefully
selected food brands, gives
customers more choice. We sell
Godiva Belgian chocolates in 500
stores and online.

stores sell Patisserie Valerie
cakes, including Click & Collect
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We know customers value quality when
deciding where to shop and it is therefore
important for us to be ranked strongly

in relation to the quality perception of
our brand.

Our rank is based on a sample
of approximately 1,000 consumers who
rated the product quality of Sainsbury’s,
Tesco, Morrisons and Asda.

lst lst

Our new pricing strategy of regular
lower prices reassures customers that
they can always get a good price, on
and off promotion.

4th 4th

Food is our core business and growing our
General Merchandising and Clothing and
Financial Services businesses is an important
part of our strategy. We know that our
customers value greater choice and that
there is a firm correlation between increased
loyalty and spend across our whole offer
when customers buy into these categories.

Year-on-year growth of total
sales, including VAT.

Food (%)

our Chop Chop one hour delivery service
operates from seven stores in central London.
Online grocery orders can also be collected
from over 100 stores. A new picking system,
handsets and software have driven a

15 per cent improvement in pick-rate and

we are achieving delivery punctuality of

97 per cent. Our popular Groceries Online

app now accounts for around 20 per cent

of food orders.

Our acquisition of Nectar allows us to explore
innovative new ways to reward customer
loyalty and supports our strategy of knowing
our customers better than anyone else.

We were pleased to welcome our Nectar
colleagues to the Group in February.
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Offering our customers the products they
want ensures they have a good shopping
experience. This makes availability very
important. We measure availability daily
and have a minimum standard we expect
to achieve.

Minimum standards have
been exceeded.

2016/17
Supermarkets

v

Convenience

v

Online

v

Our colleagues make the difference by
delivering great customer service. We
monitor this every fortnight with a Mystery
Shopper programme which measures the
service level of the three main components
of the customer shopping experience.

Minimum standards have been
exceeded in all three of the main components
of the customer shopping experience.

2016/17
Supermarkets

Gold

Convenience

Gold

Our colleagues continue to deliver excellent
customer service and we have won
The Grocer Gold Awards for Service and
Availability for the past five years. We are
proposing to invest £100 million to award
store colleagues a market-leading rate of
pay of £9.20 from September 2018, along
with revised terms and conditions which
will ensure consistency and fairness in
contracts. We recognise that a small minority
of colleagues will be adversely impacted
by these proposals and have committed
to additional payments for a period of
18 months for all those affected.

Customers are choosing to shop across
channels and are using Convenience

and Online more frequently, leading to a
decline in supermarket sales. It is therefore
important that we invest strategically so
that we can serve our customers whenever,
however and wherever they want.

Year-on-year growth of total
sales, including VAT, excluding fuel.

Supermarkets (%)

Convenience (%)

Online (%)
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Priority 2

Grow General
Merchandise and Clothing
and deliver synergies

A key part of our strategy is to make it quick and
convenient for customers to shop with us whenever
and wherever they want to.”

General Merchandise sales,
including Argos, declined by
0.8 per cent and outperformed
a challenging market!

General Merchandise performed strongly
in key areas such as Audio, Mobiles and
Video Games.

Offering high street style at supermarket
prices has made Tu clothing very popular
with our customers. Sales grew nearly

four per cent, outperforming the market, and
Clothing now contributes close to £1 billion of
annual sales to the Group. Over eight million
customers regularly buy the range, making
us the sixth largest clothing retailer in the

UK by volume. We are strongly positioned

Our strategy in action

in womenswear and childrenswear, with
opportunities for growth in menswear, which
now accounts for 15 per cent of clothing sales
and is our fastest growing clothing category.
Sales of clothing online have increased by

45 per cent. We are now making the Tu
ranges easily accessible to Argos customers
through the Argos website, available for
home delivery or collection from over 1,000
Argos and Sainsbury’s stores across the UK.

In the 18 months since we acquired Argos

we have been rapidly integrating our two
businesses. Joint range planning has enabled
us to rationalise our product offer and

give customers better overall choice and
value. We have opened 191 Argos stores in
Sainsbury’s supermarkets and we expect to
open around 90 more in the next financial

Argos stores in Sainsbury’s
supermarkets

In response to financial returns
and great customer feedback,
we are opening Argos stores in
our supermarkets faster than
we originally anticipated. We
plan to open 90 this financial
year, bringing the total to
around 280.

£160m

On track to deliver £160 million
EBITDA synergies by March 2019,
six months ahead of schedule

year, bringing the total to around 280, ahead
of our original schedule. We are seeing strong
like-for-like sales, with an uplift in grocery
sales in supermarkets that have an Argos store.

Customers can pick up their Argos and

Tu clothing orders from 192 collection points
in our supermarkets. 155 of these are in
supermarkets where customers can also
collect eBay and DPD parcels. We also have
37 collection points in Sainsbury’s Local stores.

We will deliver £160 million EBITDA synergies
by March 2019, six months ahead of plan.

A key part of our strategy is to make it quick
and convenient for customers to shop with
us whenever and wherever they want. The
Argos website is the third most visited retail
website in the UK and online sales continue

Menswear

Menswear is the fastest-growing
clothing category by volume and
accounts for 15 per cent of our
clothing sales. We launched Tu
Premium and Tu Formal for men
in October — the first supermarket
to offer premium ranges for men —
thus consolidating our position as
a destination shop for great value,
stylish clothing.

No.6

Clothing retailer by volume
according to Kantar Worldpanel
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to grow, with 60 per cent of Argos sales
originating online, over 70 per cent of which
are generated through mobile devices.

Fast Track is a key point of difference for us,
enabling us to leverage our unique Hub and
Spoke model to deliver Argos orders quickly
and conveniently.

Customers have the choice of same day or
next day Fast Track delivery or collection
and this year, Fast Track delivery increased
by 28 per cent and Fast Track collection

by 45 per cent. In November we opened
regional fulfilment centres in Reading

and Birmingham.

[N
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General Merchandise grew ahead of the market (BRC non-food
non-clothing market), consistently gaining share. Clothing beat
the market (Kantar Worldpanel, 52 weeks ending 18 March 2018).
2016/17 excludes Argos.

2017/18 calculated including Argos in the base.

Excluding Argos from the base, General Merchandise sales grew
55.3 per cent.

2017/18 calculated including Argos in the base.

Excluding Argos from the base, clothing sales grew 4.5 per cent.

Sales growth

Food is our core business and growing
our General Merchandising and Clothing
and Financial Services businesses

is an important part of our strategy.

We know that our customers value
greater choice and that there is a firm
correlation between increased loyalty
and spend across our whole offer when
customers buy into these categories.

Definition: Year-on-year growth of total
sales, including VAT.

General merchandise (%)
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Priority 3

Diversify and grow
Sainsbury’s Bank

We have over 1.9 million active customers. Over
81 per cent of insurance customers and 75 per cent of
banking customers have, or are linked to, a Nectar card.”

Sainsbury’s Bank profits increased
by 11 per cent to £69 million,
primarily due to the full-year
consolidation impact of Argos
Financial Services.

Good sales growth across the product range was
offset by a reduction in margins in a competitive,
unsecured lending market and a modest
increase in bad debt charges, as expected.

We have over 1.9 million active customers,

an increase of eight per cent year-on-year.
Over 81 per cent of insurance customers and
75 per cent of banking customers have, or are
linked to, a Nectar card.

Credit Cards performed strongly, with
40 per cent growth in new Sainsbury’s Bank

Our strategy in action

Mortgages

Sainsbury’s Bank offers a range

of competitively priced mortgages
for homeowners across the UK

with flexible features that allow
overpayments, underpayments and
payment holidays. We also offer
Sainsbury’s shoppers a unique loyalty
reward. We have received over 3,000
mortgage applications and lending is
in excess of £275 million. In March 2018,
we launched 95 per cent mortgages,
helping first time buyers.

£275m+

Mortgage lending

card sales. The Argos Card saw a 12 per cent
increase in sales and can now be used in both
Sainsbury’s and Argos, providing greater choice
and convenience for customers. We launched
our new, enhanced personal loan platform

and around 70 per cent of all new personal
lending goes to active Nectar card holders.
New Savings account growth is up 41 per cent
this year with growth in deposits up 21 per cent,
which includes 32 per cent growth in ISA and
Fixed Term deposits.

Since introducing our insurance broker panel
model in February 2017, new policy sales in Car
Insurance increased by 42 per cent and Home
Insurance grew by 39 per cent. By working with
a broader base of underwriting partners and
looking at our data we have been able to offer
more quotes to more Sainsbury’s customers
and give better discounts.

1 2016/17 excludes Argos Financial Services.

2 2017/18 calculated including Argos Financial Services in the
base. Excluding Argos Financial Services from the base,
Bank sales grew by 26.2 per cent.

Our ATM estate grew by over five per cent
to over 1,820 and we introduced 36 ATMs
in high footfall Argos stores. £1 of every £11
dispensed from a LINK ATM transaction is
from Sainsbury’s Bank.

Travel Money grew 26 per cent in a competitive
market. This year we opened a further nine
Travel Money bureaux, taking the total to 241
across the estate. As well as an in-store service
in convenient locations across the UK, we also
offer an online, home delivery service.

We expect the banking market to remain
competitive and we will take a cautious
approach to unsecured lending in favour of
a greater focus on growing our commission
products and mortgage book. Together with
the impact of new accounting standards
and the interest related to the external
capital we raised in November 2017, this will
impact Sainsbury’s Bank profits in the short
term, but we are confident that this is the
right decision for the business and remain
confident in the potential of the Bank to
generate growth and healthy returns in the
medium term.

Sales growth

Food is our core business and growing
our General Merchandise and Clothing
and Financial Services businesses

is an important part of our strategy.
We know that our customers value
greater choice and that there is a firm
correlation between increased loyalty
and spend across our whole offer when
custorners buy into these categories.

Definition: Year-on-year growth of total
sales, including VAT.

Bank (%)

2015/16 | | 54
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Priority 4

Continue cost savings
and maintain balance

J Sainsbury plc Annual Report 2018

sheet strength

Technology and digital innovations are helping us
to improve systems across our business, increasing
efficiency and improving productivity.”

We have made fundamental
changes to our operations
to be more efficient and
customer-focused.

Technology and digital innovations are also
helping us to improve systems across our
business, increasing efficiency and improving
productivity. Through these operational
efficiencies, we have exceeded our three-year
cost saving target and saved £540 million.

We delivered cost savings of £185 million in
2017/18, £40 million above our target. Over
the next three years to 2020/21 we will deliver
a minimum of £500 million of cost savings.
We plan to deliver £200 million of these
savings in 2018/19 by simplifying our store
management structures and operations and

Our strategy in action

Cost savings

We have exceeded our original three-
year £500 million cost saving target
by £40 million. We will deliver further
savings of a minimum of £500 million
over the next three years to 2020/21.
We have reduced our net debt by over
£113 million to £1,364 million and we
are targeting to reduce net debt by

a further £100 million in 2018/19.

£500m

Target to deliver savings
by 2020/21

creating efficiencies to improve service for
our customers.

We continue to maintain a strong balance
sheet. We have reduced net debt' by

£113 million to £1,364 million and we are
targeting to reduce net debt by a further
£100 million in 2018/19. The reduction is a
result of continued strong cash generation
from retail operations, further working capital
improvements and the acquisition of Nectar.
This was partly offset by capital expenditure,
capital injections into Sainsbury’s Bank,
adverse movements on US dollar derivatives
and continued dividend payments. Group
core retail capital expenditure at £495 million
was lower than last year even with the
addition of a full year of Argos core retail
capital expenditure. It remains significantly

lower than the average capital expenditure
in the previous five years of £793 million. Our
pension deficit has reduced by £589 million
from £850 million last year to £261 million at
the year end.

In the medium term our increased focus on
cash will deliver adjusted net debt to adjusted
EBITDAR (treating perpetual securities as
debt) of less than three times and fixed
charge above three times.

The Group has financing facilities of £4.1 billion,
of which only £2.5 billion was drawn down at
year end. The Group refinanced its syndicated
committed revolving credit facility. The
revised facility of £145 billion has three, four
and five-year tranches, with an initial final
maturity for the longer dated tranche of

April 2023. The refinancing is expected to

drive annual interest savings of approximately
£20 million.

We expect net finance costs of around
£100 million in 2018/19 following final
repayment of the secured loan due in 2018.

1 Asdefined in the APMs.

Like-for-like transactions

Due to structural changes in the market,
customers have more choice than ever
when shopping for groceries. We will
continue to deliver our strategy of offering
customers innovative, differentiated
product ranges, great quality and fair
prices. We will also continue to make

it easy for customers to shop with us
whenever and wherever they choose.

Definition: Year-on-year growth in
transactions from stores that have
been open for at least a year.

Like-for-like transactions (%)
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Our values make
us different

Our core values are integral to how we do business

and they enable us to drive lasting, positive change in
communities across the UK and overseas. They help us
to build trust with our stakeholders, reduce operating
costs, mitigate risks and attract and retain talent.

With a growing population and our planet’s resources being pushed to their
limits, we are focusing our efforts where we can make the greatest difference.
We believe that industry collaboration is the only way to address domestic
and global issues at the speed and scale required.

J Sainsbury plc Annual Report 2018

2017/18 value highlights

Living healthier lives
Offering customers nutritious and healthy

food and encouraging active lifestyles @

(@ Page 20
18% 33,350
schools and clubs taking

increase in our FreeFrom

range of products part in our Active Kids
scheme in 2017/18
Making a positive difference ol@)e

to our community

Generating positive impact in the
communities we serve and source
from, locally and globally

(® Page 21

£35m

generated for good causes

91,

store participation in our
Local Charity of the Year
programme

Sourcing with integrity @\\F

Building resilient supply chains by sourcing ©
products ethically and sustainably

(@ Page 22
Best 95
timber from certified

Sustainable Seafood
Supermarket in the world in | sources
2017, as recognised by MSC

Respect for our environment

Reducing emissions, water use and waste @
across our value chain

@ Page 24

73%

of our stores donating
unsold food to charity

14,

emissions reduction

A great place to work
Being an inclusive employer where
colleagues love to work

(@ Page 26
713 55%
colleagues enrolled or women in workforce

completed apprenticeships
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For the last 10 years we have partnered with
Comic Relief through the Fair Development
Fund. We have co-funded projects aimed

at helping growers, farmers and workers in
developing countries to build a sustainable
income and a brighter future for themselves,
their families and their communities.

We are the first UK Food Retailer to achieve
CDP’s ‘A list’ for more than two consecutive
years and this year’s result puts us in the
top five per cent of companies tackling
climate change in 2017.

SN'CDP

DRIVING SUSTAINABLE ECONOMIES

We have an independently chaired Advisory
Board to drive forward our work to improve
the resilience of the farmers and producers
within our value chains.

Our Sustainability Plan is structured around
our values and is our guide for building a
more sustainable future. A lot has changed
since we launched the plan in 2011. Our
robust sustainability governance framework
allows us to adapt to the changing needs of
our business and the world around us, so that
our Sustainability Plan continues to generate
positive impact where it is needed the most
and at the speed and scale required.

Following the acquisition of Home Retail Group
in 2016, we have focused on integrating Argos
into our Sustainability Plan and will be looking
at Habitat next. For transparent reporting
against the Plan, we report the performance
of Sainsbury’s and Argos separately.

J Sainsbury plc Annual Report 2018 19

Business in the Community has
named Sainsbury’s one of the
UK’s Best Employers for Race,
for our comprehensive and

strategic approach to tackling
racial inequalities.

We have planted over three million trees since
we joined forces with the Woodland Trust
in 2004 — mitigating 750,000 tonnes of CO,.

Our partnership with over 260 dairy farmers
in the Group has achieved great success
including higher milk yields, improved
animal welfare, and a price guarantee.

We have mapped our sustainability activities

against the UN’s Sustainable Development
Goals (SDGs). Not only will they help us We fu;“y support the UN
collectively deliver change, they also offer Sustainable Development
great economic opportunity and, in a highly Goals to end povertg

’

competitive industry like ours, make strong
commercial sense.

fight inequality and stop
climate change.”

Group Chief Executive Officer
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Living
healthier lives

e
p
3 St 5 0 12% 13 i [ -

| & |cole|e &

We help our customers to live well
and living well starts with eating well.

With 28 million customer transactions every week, we
have a responsibility to help our customers eat healthily
and improve the quality of the food in their baskets.

Healthy choices

We are making it easier for our customers to make
healthy choices. That means increasing our range

of healthier foods, cutting the amount of salt, sugar,
fat and saturated fat in our own-brand products and
inspiring kids to live healthy, balanced lifestyles.

Soft drinks are a key contributor to the UK’s sugar intake
and we have been on a journey to remove sugar from
our range for a number of years. We have reduced sugar
by 39 per cent! across those soft drinks impacted by the
Sugar Levy and we have revisited 69 per cent of our ‘no
added sugar’ drinks, testing them through independent
customer panelling. We have also looked at salt and
calorie intake — currently over 97 per cent of our own-
brand products meet the Government’s 2017 maximum
targets for salt reduction. This year alone, we removed
77 tonnes of fat, 37 tonnes of saturated fat, 24 tonnes of
sugar and 8 tonnes of salt from our Classic Ready Meal
range — equivalent to over 1.1 billion calories.

Industry collaboration

We are members of the Consumer Goods Forum
Health and Wellness pillar and the Industry
Grocery Distribution (IGD), working on initiatives
to improve diet and nutrition worldwide. This year,
we have worked with the IGD on reformulation,
communicating nutrition information on pack and
healthy eating in the workplace.

In 2017, we signed up to The Food Foundation’s
initiative encouraging people to eat more
vegetables. Our seven pledges centre on promoting
the benefits of vegetables to our customers and
increasing the number of products that contain
the ‘one of your five-a-day’ message. We will also
ensure all our online main meal recipes include two
portions of vegetables — eating an extra portion

of vegetables and a little less meat would reduce
the UK’s diet related greenhouse gas emissions by
17 per cent.
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Reformulation

77%

of the multiple traffic
lights on our own-
brand products are
green and amber

(2016/17: 75 per cent)

Healthy baskets
sales?

39,

healthy products
(as a proportion of
total sales volume?)

(2016/17: 42 per cent)

Our Deliciously
FreeFrom range
offers even more
choice for customers
with allergies and
intolerances. Our
new wheat, gluten
and milk-free hot
cross buns have
been very popular.

Feeding our growing population, sustainably
Billions of people are poorly nourished, millions of
farmers live at subsistence level, enormous amounts of
food go to waste and poor farming practices are taking
a toll on the environment®. For example, to produce

60 per cent more food by 2050, we will need to meet the
objectives of SDG 2.4 and use land, water and energy
much more sustainably. We are partnering with Oxford
University and The Wellcome Trust on a world leading
four-year research project looking at all aspects of diet,
health and the environment. We will support research
on practical interventions and positive ways to help
people who want to make healthier and more sustainable
choices to do so. See more on the sustainability of food
production in our supply chains on page 22.

Did you know?

It is estimated that one in four people in the UK will

be over the age of 65 by 2040. We are taking part in a
research project ‘Protein for Life’, working with academics
and industry partners to develop guidelines for higher-
protein snack foods specifically for older people.

Getting edgy with vegetables

91 per cent of the nation is adopting a flexitarian approach
to eating® — reducing the amount of meat and fish they
consume, opting for a more plant-based diet. More than

a third of evening meals now contain no meat at all®.

To meet this demand, we launched a range of plant-based
products such as ‘shroomdogs’ and ‘pulled jackfruit’, which
also help customers to achieve their ‘5 A Day’.

Active Kids

By the time children leave primary school, one in three
is overweight and one in five is obese. Since 2005, as
part of our Active Kids scheme, we have invested in
over £185 million of sports and cookery equipment and
experiences to help children understand the importance
of diet and exercise. Looking ahead, we will focus on
driving healthy behaviour all year round by helping kids
stay active over the summer holidays. We are trialling
Active Kids summer camps which will take place in
schools and offer children of all ages affordable and
diverse activities in safe surroundings.

Argos

As a leading retailer of treadmills, wearable technology

and kids’ bicycles, we want to help Britain achieve its fitness
goals. In the coming year, we will educate our colleagues

as well as our customers about products from across our
Group that can contribute to us leading healthier lives.

—-

Based on sales-weighted average.

The proportion of products in our customers’ baskets that are defined as healthier based
on category specific criteria.

Total sales volume of Sainsbury’s branded and own-brand products that contribute
significantly to dietary intake.

World Economic Forum, Innovation with a Purpose Report 2018.

Mintel Meat-Free Foods Report.

Kantar Worldpanel.
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Related UN Sustainable Development Goals
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Our long-term business success relies
on resilient, thriving communities in
the UK and internationally.

In the context of rising inequality, an ageing population
and deteriorating public health, we are committed

to tackling the challenges our neighbours face and
supporting social cohesion, economic prosperity

and inclusive growth. We make a positive economic
contribution to the UK through the tax we pay as well
as how much we pay our colleagues. In 2017/18, we
paid £2.1 billion in tax.

In 2017/18, our colleagues and customers have helped
to generate over £35 million for charities, communities
and good causes (2016/17: £53 million). Against our
2020 target of £400 million, we have raised £300 million.
This includes all our corporate donations, volunteering,
fundraising, awareness-raising and investment in
community programmes such as Active Kids.

Our longstanding national partnerships with The
Royal British Legion and Comic Relief (in addition
to our Fair Development Fund partnership) have
helped us engage our colleagues and customers
in supporting good causes in the UK and overseas.

Our colleagues have been raising money for Comic
Relief since 1999 and have donated over £115 million
to support projects internationally as well as in

the UK. In 2017, we donated £11.6 million and one
of the projects supported was Change Please, a
social enterprise which has trained hundreds of
people who have experienced homelessness to
become baristas as well as providing them with
housing and a bank account. We also stock Change
Please’s award-winning coffee in 375 supermarkets
nationwide with 100 per cent of the profits going
towards reducing homelessness.
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generated

for charities,
communities
and good causes

Named Best
Promotional
Partnership at

the Payroll Giving
Awards for the
second year in a
row, recognising that
more than 11,500

of our colleagues
passionately donate
to causes close

to their hearts
throughout the year.

Building on our 24-year partnership with The Royal
British Legion, and with the help of our custormers
and colleagues, we raised over £3 million last year to
support the Armed Forces community — serving men
and women, veterans, and their families.

Sainsbury’s is a hugely important partner for us
and extended its support this year by partnering
with Procter and Gamble which donated 10 pence
per pack on selected products and led a high-
profile media campaign raising awareness of our
work. We are looking forward to working even
more closely with Sainsbury’s in 2018 to celebrate
the centenary of the end of the First World War.”

Director General of The Royal British Legion

We are the lead partner with the Woodland Trust on the
First World War Centenary Woods project, commemorating
the heroes of World War One. We have created four flagship
woods across the UK. Find out more about our partnership
onpage 22.

The results of our Living Well Index highlighted how
important community and human connection is to the
UK population. With over 1,400 stores across the UK, we
have a long history of building strong partnerships and
making a big impact in our local communities. In 2017/18
our colleagues and customers donated £2.8 million to
local charities. We had 91 per cent store participation in
our programme, with a record 1.95 million votes received
from colleagues, customers and communities (2016/17:
1.9 million) choosing the charities they wanted to support.

WE ARE
MACMILLAN.

CANCER SUPPORT

2017/18 was the third year of our partnership with
Macmillan Cancer Support and the Irish Cancer Society.
We pledged to raise £3 million over three years to help
fund vital nursing hours. Argos colleagues have entered
into fundraising activities with great enthusiasm and we
are delighted to have exceeded that target and raised
£3.23 million in total.

The entire Argos team are committed, passionate
and an inspiration. Their efforts will fund 115,575
Macmillan nursing hours and make a genuine
difference to the lives of people living with cancer.”

Head of Corporate Partnerships, Macmillan
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Sourcing with
integrity

Related UN Sustainable Development Goals
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With over 12,000 Sainsbury’s branded
products sourced from over 70 countries,
we have a vital role to play in supporting
our farmers, growers and suppliers
across the world.

Our approach is to work collaboratively to tackle climate
change, reduce the environmental impact of our raw
materials, advance respect for human rights across our
supply chain and improve the livelihoods of our farmers,
growers and suppliers.

Sourcing for the future

Under the umbrella of The Sainsbury’s Foundation
programme, we will strengthen our supply chains through
investments designed to improve the sustainability,
resilience, efficiency and competitiveness of suppliers
and producers by addressing their social, economic and
environmental development.

We have committed to source all of our key raw materials
sustainably to an independent sustainability standard
by 2020. To help build stronger and more resilient supply
chains, we have worked with independent experts to
develop a world-leading approach to Sustainability
Standards. This builds on our own experience of directly
supporting farmers and growers both in the UK and
internationally. In addition, we have benchmarked

our Standards against over 100 existing assurance and
certification standards such as those of the Rainforest
Alliance and UTZ, ensuring they cover the full breadth

of environmental, economic and social challenges that
impact our farmers and growers.

We are currently piloting the prawn, tea, sugar cane
and floral Standards with our farmers all over the world
from Thailand to Kenya, and Belize to South Africa.
This year alone we have worked with 100 suppliers,
farmers, growers and co-operative representatives,
providing on-the-ground training.

We are empowering our farmers to build a
better quality of life for themselves and their
communities by providing them with bespoke
advice, skills, resources and funding.”

Judith Batchelar
Director of Sainsbury’s Brand
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Sourcing
sustainably

95%

timber* and 98 per cent
palm oil> used in our
products is sourced
sustainably to an
independent standard

(2016/17: 93 per cent and
98 per cent respectively)

Sustainable fish

86%

wild caught seafood
and 100 per cent
farmed seafood
sourced sustainably
to an independent
standard

(2016/17: 79 per cent,

100 per cent respectively)

Animal health
and welfare

No.1

UK retailer for RSPCA
assured products
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Scaling up impact

We joined the Consumer Goods Forum Sustainable
Supply Chain Initiative (SSCI) to improve transparency,
comparability and harmonisation of third party audit
schemes across the industry. We are sharing our work
and experience with the SSCI to ensure confidence in
sourcing, reduce audit duplication, complexity and cost
for all stakeholders and ultimately drive positive social
and environmental impact on the ground.

Industry collaboration

Deforestation is a complex, global challenge and
we believe collective industry action is the only
way to tackle the root causes and drive change
at the speed and scale required. In addition to
our 2020 target that our own-brand products will
not contribute to deforestation, we are working
with the Consumer Goods Forum on its zero net
deforestation commitment.

With soy production being a major driver in
deforestation, we pledged our support for the
Cerrado Manifesto in 2017 — a multi-stakeholder
call to action to halt deforestation and native
vegetation loss in Brazil's Cerrado. We are also
members of the UK Roundtable for Sustainable
Soya and are currently working with our suppliers
and external partners to measure and map our
SOy usage.

Working with the Woodland Trust

Not only are we focused on reducing deforestation, we
are also a big advocate of planting trees. We have been
working with the Woodland Trust since 2004 and have
raised over £7 million from the sale of eggs, chicken and
turkey among other products. The money has funded
the planting of three million trees as well as educating
children and advising our farmers on the benefits of
planting trees. This also contributes to the Government’s
Clean Growth Strategy and its commitment to planting
11 million trees.

=y

WOODLAND

TRUST

Did you know?

A major component of the biofuel in the diesel we sell is
used cooking oil which has been recovered and processed
from what would otherwise be waste. Biofuels help us to
reduce customer emissions by replacing fossil fuels with
sustainably sourced feedstocks. Our supplier, Greenergy,
ensures traceable, deforestation-free supply chains.
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Timber, cotton and leather

95 per cent of our timber and 61 per cent of our cotton?
comes from sustainable sources and we are on track

to reach 100 per cent by 2020. We are working with the
Sustainable Clothing Action Plan (SCAP) and the Better
Cotton Initiative (BCI) to improve sustainability in our
cotton supply chain. So far we have been able to reduce
our clothing carbon footprint by over 8,600 tCO,e and
save over 11 million m? of water since 2012. By 2020

we will ensure that all leather used in our own-brand
products is certified to a recognised environmental
standard. We promote the industry-leading Leather
Working Group standard throughout our leather

supply chains and work with our suppliers to improve
performance through enhanced monitoring, traceability
and certification.

Sustainable fish

With the world’s oceans facing ongoing threats from
overfishing and pollution, we are leading the way

in sourcing fish responsibly and supporting SDG 14,
Life Below Water. In 2017, the Marine Stewardship
Council named us the best supermarket in the world
for sustainable fish. No matter how our fish is sourced,
either caught wild or farmed, we want to make sure it
comes from the most sustainable and well-managed
fisheries and farms.

Did you know?

We are working with OceanMind, the not-for-profit
division of the Satellite Applications Catapult, to monitor
vessels through satellite technology. This can give
assurance of responsible and legal fishing practice

at the point of capture.

The power of partnerships

We are committed to trading partnerships based on
open dialogue, transparency and respect. Since 1994
we have supported farmers and workers in some of the
most challenged value chains by paying a fair price for
their crop and a premium on top of this through the
Fairtrade programme. The premium is used to invest
in social, environmental and economic development
projects that improve the businesses supplying us as
well as the wider farming communities. In 2017/18,

we generated a £4.3 million premium through the sale
of our 100 per cent Fairtrade bananas alone, directly
supporting our banana farmers.

—_

Timber data is provided a year in arrears. 95 per cent in 2016/17 and 93 per cent
in 2015/16.

98 per cent palm oil during the 2017 calendar year.

Cotton data is provided a year in arrears. 61 per cent in 2016/17.
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Fairtrade

£300m-

worth of Fairtrade

products sold in 2017/18,

making us the world’s
largest retailer of
Fairtrade products

British

100+

of our fresh chicken,
eggs and milk is British

Empowering
women in India

Through the Fair
Development Fund,
in partnership with
Comic Relief, we have
been breaking down
barriers for women
working in our grape
supply chain in India.
Read more in our
Sustainability Update.

Backing British

In 2017 we celebrated ten years of our Sainsbury’s Dairy
Development Group (SDDG), which includes over 260
British farmers and provides at least 97 per cent of our
fresh milk. Together we have been able to improve herd
health and efficiency, ensure a fair price for milk for
dairy farmers and reduce costs in our milk supply chain.
On average, our farmers’ cows each produce an extra
1,000 litres of milk each year, compared to when the
farms joined the SDDG.

We are proud of our long-term, open relationships with
our British partners. This year over 500 farmers, growers,
suppliers and stakeholders attended our eighth annual
farming conference. We are also involved in 11 research
projects, with a value of over £3 million, to improve
agricultural productivity and reduce the environmental
impacts of British farming.

Treating animals well and keeping them healthy
Healthy, well-managed animals are more likely to deliver
better-tasting, higher-quality products for our customers.
We sell more RSPCA Assured labelled products than any
other supermarket and we sell more than 50 per cent of
all RSPCA Assured products sold in the UK. Read more
about our practices in our annual animal health and
welfare report on our corporate website.

Water stewardship

We are proud to support Courtauld 2025's new Water
Ambition — a collective action approach which aims

to improve the quality and availability of water in key
sourcing areas in the UK. We have already started to
assess water risk with our produce growers, and in the
UK have identified top catchment areas to focus on in
partnership with WWF and The Rivers Trust. On a global
scale, we are also using our Sustainability Standards to
collect data on water issues and identify hotspots, which
will support the SDGs which tackle water-related issues.

Cutting edge technologies for supply chain
transparency and assurance

We are part of the Fintech Taskforce alongside

five international companies and banks and four
Fintech startups assessing how technology-driven
innovation in finance can support sustainable
development. The first project is testing a blockchain
system (virtual ledger) which aims to reward
Malawian tea farmers for using sustainable methods
by offering them easier access to finance.

Argos

We have prioritised aligning ethical sourcing practices with
Sainsbury’s, training over 150 colleagues and briefing over
1,000 of our own-brand suppliers in the UK and Asia on

our approach to ethical sourcing. Raw materials have also
been a focus; we now source all of our feather and down
from certified sources and are working on our approach to
cotton and timber. As we progress with integration, we will
review sustainability and ethical sourcing practices in our
jewellery and packaging supply chains.
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Respect for our
environment &

Related UN Sustainable Development Goals
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Climate change and resource scarcity
are complex, global challenges which
affect every part of our business.

To grow our business sustainably, we are cutting carbon,
maximising energy and water efficiency and keeping
food waste at a minimum right across our value chain.

Cutting carbon, maximising efficiency

We are committed to reducing our carbon emissions
and investing in low carbon technologies and achieved
a 14 per cent reduction this year. Since 2005, we have
cut absolute carbon emissions by 24 per cent, working
towards 30 per cent by 2020. We have achieved a

50 per cent intensity reduction in carbon emissions
since 2005, aiming for 65 per cent by 2020.

We recognise the risk that climate change poses to

our business and manage this by reducing carbon
emissions throughout our operations and supply chain.
To support the transition towards a low carbon future we
are developing a science-based target in collaboration
with The Carbon Trust and Imperial College London.

We have been investing our £200 million corporate
‘green’ loan in ongoing energy security and carbon
reduction initiatives such as installing solar panels on our
roofs, switching to natural refrigerants and generating
green gas using combined heat and power (CHP) plants.
We have also partnered with General Electric to install
LED lighting in our stores, reducing our lighting energy
consumption by around 58 per cent for the stores
included in the rollout — a three per cent annual reduction
in carbon emissions once the programme is completed.
Currently, 17 per cent of our electricity comes from
on-site renewables generation and renewable power
purchase agreements.

Did you know?

We use cutting edge technology to minimise emissions
from our logistics. Working with partners, we were the
first company in the world to trial refrigerated vehicles
powered by liquefied natural gas rather than diesel.

We are also testing KERS (kinetic energy recovery system)
technology, pioneered in the Formula 1 industry, on ten
vehicles to understand if it can help us further reduce
vehicle emissions, especially in urban areas.
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Cutting carbon
emissions

147,

reduction in carbon
emissions in 2017/18

(2016/17: 8 per cent)

Reducing food
waste and
fighting food
poverty

73%

stores have a food
donation partner for
unsold food, aiming
for 100 per cent by
2020. In 2017/18 we
donated 1,866 tonnes
of food from our stores
to charity!, equivalent
to over 4.1 million
meals. We also donated
1972 tonnes from our
primary logistics
network to charity.
(2016/17: 1,657 tonnes)
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We are using aerofoil technology in our stores which,
inspired by Formula 1, prevents cold air from fridges
spilling out into aisles. We will save 15 per cent on our
energy and customers will enjoy warmer aisles.

Cutting food waste

Transitioning to a circular economy and using materials
more effectively means we can reduce waste and costs.
We are focused on keeping food waste at a minimum
across our value chain. We are increasing supply chain
efficiency, growing our network of charity food donation
partners and helping our customers reduce food waste in
their own homes — UK households throw away 7.3 million
tonnes of food each year, accounting for 70 per cent of
the UK’s post-farm-gate total food waste.

We have invested £1 million in 30 communities across

the UK to help our customers reduce food waste and save
money. In Norfolk, our grant has supported the roll-out

of seven new community fridges and helped get our
pioneering educational school programme ‘Fab Foods' into
eight new schools — helping over 50,000 households tackle
food waste. With one in five of people® thinking that food
past its best before date is not good to eat, we launched a
campaign with Mumsnet to help householders distinguish
between ‘Use by and ‘Best before’.
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Improving our food waste reporting

We have been refining our measurement process to
further improve the accuracy of our reporting. We are
part of industry food waste groups and actively support
the Consumer Goods Forum in this area. We are taking
a farm-to-fork approach to help achieve SDG target 12.3.

We have achieved significant progress this year and

are now able to review data for unsold food in real time.
We have aligned our terminology to the Food Loss and
Waste Accounting and Reporting Standard to promote
consistency across the industry. In 2017/18, our food
not consumed* was 38,304 tonnes, a reduction of

eight per cent year-on-year.

The destinations of our food not consumed were 10,419
tonnes redirected into animal feed and 27,884 to energy
(anaerobic digestion). We also donated 1,866 tonnes

to charity® from our stores and 197 tonnes from our

primary logistics network. The amount sent to anaerobic OREGANO
digestion has declined nine per cent year-on-year, driven
by continued operational efficiencies. H
. . Sustainable
Industry collaboration on packaging packaging

We have been committed to reducing our packaging
for many years —back in 2007 we launched a bag
designed by Anya Hindmarsh that said ‘T am not

a plastic bag'. This quickly became a hot fashion
accessory with a strong environmental message.
Our approach is to reduce the amount of packaging
used, ensure it is recyclable and increase the amount
of recycled material in it. Our 2020 target is to reduce
our packaging by 50 per cent compared to 2005 and
we have achieved 35 per cent so far. This includes an
eight per cent reduction over the last five years.

35%

reduction in packaging
since 2005, aiming for
50 per cent by 2020°

(2016/17: 33 per cent)

To scale up our impact and meet the UN SDG target
12.3, we are collaborating with the industry. As a

Water use

signatory to the Courtauld 2025 commitment to
cut food waste by 20 per cent by 2025, we work
with the charity WRAP and the industry to reduce
packaging and tackle food waste both around our

30%

absolute reduction
in water use in our
operations, achieving

our target of 30 per cent
reduction by 2020

(2016/17: 31 per cent)

products and in the supply chain. For example, we
are part of a project aiming to create a packaging
pigment, allowing black plastics to be more easily
detected and recycled. We are also signing up to
WRAP’s UK Plastics Pact, an ambitious industry-wide
framework to improve the consistency of recycling
infrastructure, simplify plastic packaging and
incentivise the use of recycled material.

Overall, 83 per cent of the packaging on our own-
brand products is classed as widely recycled and
38 per cent is made of recycled content. Thisis a
fantastic achievement but we know there is still
more we can do. We will continue to work with our
peers, Government and customers to help increase
the sustainability of packaging in the UK.”

Jane Skelton
Head of Packaging
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Water

Having achieved our 2020 target to reduce absolute
water consumption by 30 per cent compared to 2005/6
—one billion litres — we are now focused on maintaining
this, while continuing to grow our business. In 2017/18,
our water use was 2.3 billion litres.

Increasing global water scarcity is a risk for our business.
We are proactively mapping and managing this risk in
our supply chain (see page 23).

Did you know?

To tackle the uncertainty that growers face in knowing
how much water a crop needs, our ‘More Crop Per Drop’
research project is trialling growing herbs with water
deficient irrigation, where the water supply is slightly
below that considered optimal.

Colleague engagement

We continue our work to be the Greenest Grocer by
educating colleagues on how to grow our business while
reducing our operational carbon emissions. This year
we have been engaging colleagues on our processes

to minimise waste, encouraging stores to develop food
donation partnerships and supporting them on what
food they can donate.

Argos

We have integrated Argos into our Respect for Our
Environment value and we are extremely pleased
that Argos has achieved zero waste to landfill this
year. Carbon emissions have reduced by 15 per cent,
areduction of 27 per cent since 2005. Looking forward,
we will roll out an LED lighting programme across
Argos stores and implement a new colleague energy
engagement programme, based on Sainsbury’s
successful Greenest Grocer initiative.

1 Anew methodology has been put in place to improve the accuracy of charity
donations data. This is effective from 2016/17 so numbers in this report are comparable.
Not included in our food not consumed total.

Food Standards Agency.

Including store and depot food not consumed.

Anew methodology has been put in place during 2017/18 to improve the accuracy
of charity donations data. This is effective from 2016/17 so numbers in this report
are comparable. The charity donations are not included in our food not consumed.
This is 2016/17 data. 2017/18 figures will be available in Q2 in line with subsequent
external reporting commitments. The 33 per cent included as the previous year’s
data is for 2015/16.
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Great place 5 ?‘}
to work L

Our colleagues are the foundation of
our business, providing award-winning
customer service and connecting us
to our communities.

Creating an inclusive environment where over 185,000
colleagues can be the best they can be helps us to attract
and retain the best talent and increase productivity.

A place where colleagues love to work

Nearly 96,000 colleagues took part in our ‘We're Listening’
survey and 72 per cent of our colleagues feel that
Sainsbury’s is a great place to work. This year we also
introduced a new ‘sustainable engagement’ measure

to assess the strength of colleagues’ connection to
Sainsbury’s over the long term. We were pleased to see
positive colleague engagement scores of 80 per cent,
against a backdrop of major change within our business
and the sector in general. ‘We're Listening’ equips our
leadership teams with the tools and insights to build
robust action plans which will support us in being a great
place to work.

We want to reward our colleagues for doing a great job
for our customers every day. We have proposed a market
leading rate of pay for Sainsbury'’s colleagues of £9.20
from September, along with revised terms and conditions
which will ensure contractual consistency and fairness.

Investing in the training and development

of our colleagues

Apprenticeships give colleagues on-the-job skills and
training and help us to secure a talent pipeline. We have
offered apprenticeships since 1974 and currently have 713
colleagues enrolled on a range of programmes. Since the
Apprenticeship Levy in May 2017, we have grown our offer
from five retail programmes to seven and introduced

six programmes for store support centre colleagues. In
the coming year we plan to introduce a new Bakery and
Fish programme, along with programmes to support our
colleagues in HR and Argos Retail.
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A great place
to work

Gold accreditation
from Investors in People
maintained for the third
consecutive time

¢ ™Y, INVESTORS
Ny IN PEOPLE
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Investing in
training and
development

713

colleagues enrolled
or completed
apprenticeships in 2017

A diverse and inclusive retailer

We want to be the most inclusive retailer where every
single one of our colleagues can fulfil their potential
and where all our customers feel welcome when they
shop with us. We believe diverse teams that reflect the
communities we serve perform better. Our Inclusion
Steering Group, which consists of four Operating Board
Sponsors, meets regularly to influence our strategy and
govern progress. Our 160 Inclusion Champions across the
Group help to drive inclusion at a local level. This year, in
recognition of the important role they play, we brought
these colleagues together to inspire, engage and up skill
them to deliver activity in their part of our business.

We continue to hold a range of inclusion events across the
year and supported 29 Pride events in partnership with our
LGBTA (Lesbian, Gay, Bisexual, Trans and Allies) networks.
Our Inclusion Week in 2017 covered the challenging topic of
banter through our ‘Beyond a Joke’ campaign, something
that has been highlighted as a societal issue through the
BITC Race at Work survey. We continue to provide great
mentoring opportunities to diverse colleagues through our
Wormen’s Mentoring Programme ‘Mentoring Matters’ and
through Empower’s Black, Asian and Minority Ethnic (BAME)
mentoring programme.

Through our involvement in the Disability Confident
Business Leaders Group and scheme, we hope to
encourage as many other employers as possible to feel
confident in employing people with a disability. We have
worked hard to provide line managers with support
materials and guidance that equips them to have effective
workplace adjustment conversations with colleagues who
have a disability or long-term health condition.

This year, women made up 55 per cent of our workforce.
You can read more about our Board diversity on page 55.
This year we reported our gender pay gap, in line with the
Government guidelines. To find out more and to understand
what we are doing to support gender equality, please read
our report on our corporate website.

Caring for our carers

As one of the first FTSE 100 companies with a Carers’
policy, we are committed to helping our colleagues
balance their responsibilities at home and at work.

Lorna has a 21 year old son James who has cerebral palsy,
and has worked at Sainsbury’s for the past five years.

I joined Sainsbury’s when James was 16, knowing
the hours would fit in with my responsibilities

to James. When James was very poorly in Great
Ormond Street Hospital, it was reassuring to know
that the team supported me; swapping shifts,
making it possible for me to spend as much time
as needed with him. I continue to feelIworkina
place where I can be both a carer and a colleague,
and feel genuinely supported in both roles.”

Lorna Newbury
Brighton New England store
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Human rights and modern slavery

Our vision is to be the most trusted retailer where people
love to work and shop, which includes treating people
fairly wherever they are in our business and supply chains.

This year we released our first Group Policy on Human
Rights, which outlines our commitment to respect human
rights and specifies how we do this in relation to our
colleagues, our customers and our suppliers. Although this
is our first specific human rights policy, our commitment
is reflected in other longstanding policies, processes and
partnerships on ethical trade and human resources.

We have identified slavery and human trafficking as a
salient human rights issue for our business and supply
chains. We have developed a new Modern Slavery Risk
Assessment Tool to identify risks in our value chains
across the Group. This, together with the support of Verité
and other stakeholders, will enable us to set a strategy
with tailored prevention and remediation activities.

This year we increased our capacity building portfolio by
developing a specific e-learning module which includes
practical guidance on identifying the signs of modern
slavery and human trafficking. We also contributed to
industry guidance to address substandard living and
working conditions sometimes experienced by seasonal
workers and have participated in a working group to
advance this issue.

Industry collaboration

Stakeholder collaboration is key to ensuring that
the people who make, grow or sell our products are
not being exploited or exposed to infringements

of their human rights. We are founding members
of the Ethical Trading Initiative and work closely
with suppliers, government agencies, non-profit
organisations, unions and others to maintain our
high standards.

We have also committed to the Consurmer Goods
Forum’s Forced Labour Priority Industry Principles.
We recognise that forced labour, caused by excessive
levels of worker indebtedness from high recruitment
fees, is one of the most common forms of modern
slavery within our sphere of influence. We are
actively working with our partners to implement
our policy commitment. Read our policy and second
Modern Slavery Statement on our corporate website.
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Being an inclusive
retailer

26,000

colleagues employed
through YouCan since
2008 —our scheme
that provides jobs

for people who might
otherwise struggle

to find employment.

Disability
Confident Leader
status

awarded by Department
for Work and Pensions
for our work on disability
and inclusivity. We are
the largest retailer in the
UK to achieve this status.

[0 disability
B confident
LEADER

Named as one
of the UK’s
Best Employers
for Race

by Business in the
Community

Ethical policies

The Company takes bribery extremely seriously and
is committed to ensuring compliance with laws and
regulations. Colleagues are expected to abide by a set
of clearly communicated formal policies, such as the
Ethical Supplier Policy and the Conflicts of Interest/
Relationships at Work Policy.

Training in support of these policies is provided to
colleagues especially in the commercial divisions,
firstly during their induction into the Company and
thereafter through annual refreshers.

Argos

This year we have continued to review our ways of
working across Sainsbury’s Argos to deliver a great
customer experience and realise financial synergies
as part of integration. We engaged all 28,000 colleagues
on the Group strategy and values and have launched
LOVE — a Group-wide colleague recognition scheme,
which is aligned to our shared values. Our Retail
Academy programmes have been a huge success,
providing structured learning and development to
our talented store colleagues. 452 colleagues have
participated in these programmes this year, with

38 per cent of them achieving promotion.
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Our KPlIs

Financial key performance indicators are critical to
understanding and measuring our financial health.
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Group measures

Underlying profit

before tax (Em)!

Definition: Profit before tax
adjusted for certain items in note 3
which, by virtue of their size and

or nature, do not reflect the Group’s
underlying performance

Underlying basic earnings
per share (pence) !
Definition: Earnings per share
using underlying profit

Retail operating cash flow (Em)
Definition: Retail cash generated
from operations after changes

in working capital and pension
contributions, and before
exceptional pension contributions

Retail underlying

EBITDAR margin (%)

Definition: Underlying profit before
tax before underlying net finance
costs, underlying share of post-
tax results from joint ventures,
depreciation, amortisation and
rent, divided by sales excluding
VAT, including fuel, excluding

Sainsbury’s Bank
2013/14 798  2013/14 328 2013/14 1,256 2013/14 805
2014/15 681 2014/15 264 2014/15 1398  2014/15 776
2015/16 587 2015/16 242 2015/16 1,149 2015/16 758
2016/17 581 2016/17 218 2016/17 1,128 2016/17 740
201715 I 59 2015 I 204 20715 [ 1250 o715 N 741
Retail underlying Dividend per share (pence) Core retail capital
operating margin (%) Definition: Total proposed expenditure (Em)*
Definition: Underlying profit before dividend per share in relation Definition: Capital expenditure
tax before underlying net finance to the financial year excluding Sainsbury’s Bank, after
costs and underlying share of post-tax proceeds from disposals and before
results from joint ventures, divided by strategic capital expenditure
retail sales excluding VAT, including
fuel, excluding Sainsbury’s Bank
2013/14 365  2013/14 173 2013/14 888
2014/15 3.07 2014/15 132 2014/15 947
2015/16 274 2015/16 121 2015/16 542
2016/17 242 2016/17 102 2016/17 547
20718 | 22 207118 [ 102 20718 NN 495

1. Refer to APMs on page 181.
2 2016/17 restated to include Argos on a post
acquisition consolidation basis.
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Maintaining balance sheet strength
Pre-tax return on Gearing (%)* Lease adjusted net debt/
capital employed (%)! Definition: Net debt divided underlying EBITDAR (%)!
Definition: Underlying profit before by Group net assets Definition: Net debt plus capitalised
interest and tax, divided by the lease obligations (5.5 per cent
average of opening and closing discount rate) divided by Group
capital employed (net assets underlying EBITDAR
before net debt)
2013/14 13 2013/14 397 2013/14 39
2014/15 97 2014/15 423 2014/15 41
2015/16 88 2015/16 287 2015/16 40
2016/17 88 2016/17 215 2016/17 37
201715 I 54 201715 [ 154 2orns I 32
(]
Retail
Like-for-like sales Retail sales growth Like-for-like transactions Cost savings (%)
2017/18 (%)* 2017/18 (%) growth 2017/18 (%) Definition: Excludes Sainsbury’s
Definition: Year-on-year growth Definition: Year-on-year growth Definition: Year-on-year growth Bank and Argos and represents
in sales including VAT, excluding in sales including VAT, excluding in transactions, excluding fuel, cost reductions as a result of
fuel, excluding Sainsbury’s Bank, fuel, excluding Sainsbury’s Bank excluding Sainsbury’s Bank, identified initiatives
for stores that have been open for for stores that have been open
more than one year for more than one year
1-year LFL 13 1-year 938 2013/14 (0.) 2013/14 120
2-year LFL 07 2-year 253 2014/15 0.0 2014/15 140
3-year LFL 02 3-year 258 2015/16 03 2015/16 225
4-yearLFL (21) 4-year 255 2016/17 10  2016/17 130
s-yeartrL 19) [N s-year NN 255 zovis (2 I 20715 | 155

Non-financial KPIs

Colleague engagement (%)
Definition: Percentage of our
colleagues who feel that Sainsbury’s
is a great place to work

Community investment (€m)
Definition: Total investment
generated for good causes since 2011°,
excluding Argos

Greenhouse gas emissions
reduction (%)

Definition: Percentage reduction in
absolute greenhouse gas emissions
since 2005/06, excluding Argos

2013/14 79
2014/15 75

2015/16 78
2016/17 77

20715 I 7>

2013/14 115
2014/15 167
2015/16 212

2016/17 265

20715 N 300

2013/14 0

2014/15 2

2015/16 3

2016/17 n

20715 I >+

1. Refer to APMs on page 181.

2 Including all corporate donations, volunteering,
fundraising, awareness-raising and investment
in community programmes.
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Our principal risks
and uncertainties

Risk is an inherent part of doing business. The management of risk is
based on the balance between risk and reward, determined through
careful assessment of both the potential outcomes and impact as
well as risk appetite. Consideration is given to both reputational as
well as financial impact, recognising the significant commercial value
of the Sainsbury’s brand. The risk management process is aligned

to our strategy and each principal risk and uncertainty is considered
in the context of how it relates to the achievement of the Group’s
strategic objectives. As outlined in Our business strategy on page 7,
the current business strategy and objectives are categorised into the
following areas (see diagram below).

Our corporate risk map captures the principal risks to achieving
Sainsbury’s business objectives and this is formally reviewed by
the Sainsbury’s Operating Board twice a year.

Colleagues
making the
difference

Our values

J Sainsbury plc Annual Report 2018

The appetite for each key risk is also discussed and assessed with a
target risk position agreed to reflect the level of risk that the business
is willing to accept. Risk dashboards are reviewed during the year,
which comprised of key risk indicators, to ensure any potential risk
movement towards or away from their risk appetite is identified.
This enables the Board to agree and monitor appropriate actions as
required. Please see the risk framework on page 63 for further detail.

The gross risk movement from prior year for each principal risk and
uncertainty has been assessed and is presented as follows:

No Increased gross Reduced gross New

change risk exposure risk exposure risk
Mitigations in place supporting the management of the risk to a net
risk position are also described for each principal risk and uncertainty.

Where principal risks have been included in the risk modelling
undertaken as part of the preparation of the viability statement
(see page 35), this has been indicated with the following symbol: @

products
and services
at fair prices

make us
different :

There for our
customers
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Key risk movements

The principal and emerging risks are discussed and monitored
throughout the year to identify changes to the risk landscape.
Risks are reviewed in line with the Company’s strategic objectives.
A new principal risk was disclosed in 2017/18 regarding brand
perception, including the need to protect it.

All principal risks reflect the risk across the Sainsbury’s Group,
including the acquired Nectar business. It is considered that
all of the risks are incorporated within the principal risks and
uncertainties disclosed below.

The most significant principal risks identified by the Board and
the corresponding mitigating controls are set out below in no
order of priority.

Brand perception

Risk

Our brand must continue to evolve to meet customer
needs and maintain customer loyalty. Customer lifestyles,
behaviours and expectations are changing and we need

to continue to differentiate our offer to retain and attract
customers. We also need to protect our brand so that
customers, suppliers and stakeholders continue to trust us.

Mitigation

We have a broad, differentiated product offer, which gives our
customers more reasons to shop with us. We will change and evolve
to meet the needs of our customers, so that we are there for them
whenever and wherever they want us, with great products and
services at fair prices. To deliver this, we need to continue to listen
to and understand our customers.

To achieve this, in June 2017 we asked over 8,000 people, who are
representative of the UK population, together with 1,500 of our
colleagues to complete our survey which was designed to find
out how they behave, feel and live every day. This resulted in the
Sainsbury’s Living Well Index launched in September, which helps
us to understand what ‘living well means to people across the UK.
The Index helps us to understand and engage with the issues that
concern our colleagues and customers most in their everyday lives.
Our acquisition of Nectar will also play a key part in this strategy.
Making Nectar part of the Sainsbury’s Group allows us to continue
to get to know our customers even better so we can reward and
recognise them with offers and deals they love, making sure they
keep coming back to shop with us again and again.

In terms of brand protection, many of the mitigation activities
set out against the risks below also help prevent or reduce the
risk of losing the trust and loyalty of customers, suppliers and
broader stakeholders.
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Business continuity and major incidents response

Risk

@ A major incident or catastrophic event could impact on the
Group’s ability to trade. Sainsbury’s exposure to business
continuity and major incident risks may be greater following
the acquisition of Argos and Nectar, given the increased size
and complexity of the business.

Mitigation

The Group has detailed plans in place, supported by senior
representatives who have the experience and the authority levels
to make decisions in the event of a potentially disruptive incident.

The business continuity strategy, including incident management,
resilience exercises and testing, has been aligned across the
Group. The Business Continuity Steering Group, which includes
representatives from the Bank, Argos and Habitat, meets regularly
to ensure that the business continuity (BC) policy and strategy

is implemented. In addition, they oversee the mitigation of all
risks associated with BC and IT disaster recovery. In the event

of any unplanned or unforeseen events, the Business Continuity
Management Team is convened at short notice to manage the
response and any associated risk to the business.

Group-wide resilience exercises are undertaken to imitate real
life business continuity scenarios and test the Group’s ability
to respond effectively.

Key strategic locations have secondary backup sites which
would be made available within pre-defined timescales and
are regularly tested.
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Business strategy and change

Risk
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Colleague engagement, retention and capability

Risk

@ If the Board adopts the wrong business strategy or does not
communicate or implement its strategies effectively, the
business may be negatively impacted. Risks to delivering the
strategy, change initiatives forming part of the strategy and
other significant supporting change such as the integration
with Argos need to be properly understood and managed to
deliver long-term growth for the benefit of all stakeholders
alongside management of business as usual.

Mitigation

The business strategy is focused on the following:
We know our customers better than anyone else
We will be there wherever and whenever they need us
We will offer great products and services at fair prices
Our colleagues make the difference
Our values make us different

The progress against strategic programmes and any risks to
delivery, such as the ability to implement and deliver change

and new business initiatives, are regularly reviewed by the Board
and the overall strategy is reviewed at the annual two-day Strategy
Conference. The Operating Board also holds regular sessions to
discuss strategy, and is supported by a dedicated strategy team.
To ensure the strategy is communicated and understood, the
Group engages with a wide range of stakeholders including
shareholders, colleagues, customers and suppliers on a continual
basis. In addition, management performs ongoing monitoring of
business as usual performance to determine indicators of potential
negative performance as a result of change initiatives.

@ The Group employs over 185,000 colleagues who are critical
to the success of our business. Attracting talented colleagues,
investing in training and development, maintaining good
relations and rewarding colleagues fairly are essential to
the efficiency and sustainability of the Group’s operations.
Delivery of the strategic objectives, including integration
with Argos, increases the impact of an inability to attract,
motivate and retain talent, specific skill sets and capability.
In addition, the challenging trading environment requires
a focus on efficient operations which may include change
initiatives impacting colleagues, therefore presenting a risk
of loss of colleague trust or engagement.

Mitigation

The Group’s employment policies and remuneration and benefits
packages are regularly reviewed and are designed to be competitive,
fair and consistent, as well as providing colleagues with fulfilling
career opportunities. In addition to strong leadership and nurturing
of talent by line managers, processes are also in place to identify
talent and actively manage succession planning throughout the
business. Reviews are performed to help develop the skills colleagues
need to deliver objectives and this is supported by embracing new
ways of attracting talent. Our corporate value ‘Great Place to Work’
reinforces our commitment to giving people the opportunity to be
the best they can be.

Colleague surveys, performance reviews, listening groups,
communications with trade unions, regular communication

of business activities and colleague networking forums such as
Yammer, the updated colleague portal (Our Sainsbury’s) and the
colleague learning portal are some of the methods the Group uses
to understand and respond to colleagues’ needs. As change
initiatives are implemented, the methods described above will
continue to be employed to understand and maintain colleague
trust and engagement.
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Data security Environment and sustainability

Risk Risk

@ It is essential that the security of customer, colleague Environment and sustainability are core to Sainsbury’s values.
and company confidential data is maintained. A major The key risk facing the Group in this area relates to reducing
breach of information security could have a major negative the environmental impact of the business which could result
financial and reputational impact on the business. The risk in a financial and/or reputational risk.
landscape is increasingly challenging with deliberate acts o
Mitigation

of cybercrime on the rise, targeting all markets and
heightening the risk exposure.

Mitigation

A Group Data Governance Committee is established and is
supported by focused working groups looking at the management
of colleague data, customer data, information security, commercial
data and awareness and training. Senior appointments have been
made into roles specifically focused on data governance and
information security. The Chief Information Security Officer continues
to develop information security strategies and to build the necessary
capability to deliver against those strategies. The Head of Data
Governance focuses on improving how we handle data across the
organisation. Various information security policies and standards
are in place which focus on encryption, network security, access
controls, system security, data protection and information handling.
A review of key third parties who hold sensitive customer or colleague
data continues to take place, and progress is monitored by the Data
Governance Committee. A risk based security testing approach
across Group IT infrastructure and applications is in place to identify
ongoing vulnerabilities.

Reflecting the importance of data security, the Chief Information
Security Officer and the Head of Data Governance provide regular
updates to the Audit Committee on mitigating controls and activities
to manage this risk. These discussions are conveyed to the Board as
part of our normal governance processes.

A number of initiatives are in place, which are being led by the
Environmental Action Team and the Corporate Responsibility
Steering Group, to reduce our environmental impact and to meet
our customers’ expectations in this area. The main focus is on
reducing packaging and identifying new ways of reducing waste
and energy usage across stores, depots and offices.

Further details are included in the Our values make us different
section on pages 18 to 27.

Financial and treasury risk

Risk

The main financial risks are the availability of short and
long-term funding to meet business needs and fluctuations
in interest, commodity and foreign currency rates. In addition,
there remains a risk around pensions as the Group now
operates one defined benefit pension arrangement that is
subject to risks in relation to liabilities as a result of changes
in interest rates, life expectancy and inflation and their
alignment to the value of investments and the returns
derived from such investments.

Mitigation

The Group Treasury function is responsible for managing the Group’s
liquid resources, funding requirements, interest rate and currency
exposures. The Group Treasury function has clear policies and
operating procedures which are regularly reviewed and audited.

Sainsbury’s Bank operates an enterprise wide risk management
framework. The principal financial risks relating to the Bank
and associated mitigations are set out in note 27 to the financial
statements on page 148.

With regard to pensions, investment strategies are in place which
have been developed by the pension trustees, in consultation with
the Company, to manage the volatility risk of liabilities, to diversify
investment risk and to manage cash. Both Group defined benefit
schemes are closed to future accrual. On 20 March, following the
end of the financial year, the two pension schemes have merged.
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Health and safety — people and product

Risk
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Political and regulatory environment

Risk

@ Prevention of injury or loss of life for both colleagues
and customers is of utmost importance. In addition, it is
paramount to maintaining the confidence our customers
have in our business.

Mitigation

Clear policies and procedures are in place detailing the controls
required to manage health and safety and product safety risks
across the business and comply with all applicable regulations.
These cover the end-to-end operation, from the auditing and vetting
of construction contractors, to the health and safety processes in
place in our depots, stores and offices to the controls in place to
ensure people and product safety and integrity.

In addition, established product testing programmes are also in
place to support rigorous monitoring of product traceability and
provide assurance over product safety and integrity. Supplier terms
and conditions and product specifications set clear standards

for product/raw material safety and quality which suppliers are
expected to comply with.

Process compliance is supported by external accreditation and
internal training programmes, which are aligned to both health and
safety laws and Sainsbury’s internal policies. In addition, resource
is dedicated to manage the risk effectively, in the form of the Group
Safety Committee and specialist safety teams.

@ There remain heightened levels of political and regulatory
uncertainty in the UK following the referendum vote to leave
the EU in June 2016, the triggering of Article 50 in March 2017
and the general election in June 2017. This uncertainty is
expected to continue for the foreseeable future until EU exit
negotiations have been completed and alternative trade deals
have been put in place. This situation may adversely impact
trading performance across the sector. An increasing focus
on localism to drive and deliver policy and current legislative
requirements including Business Rates, Workplace Pensions,
the National Living Wage and Apprenticeship Levy places a
cumulative burden on Sainsbury’s.

Mitigation

We continue to engage actively with governments, administrations
and regulatory bodies. We publicly communicate matters where
we believe industry change is required with a view to enabling fair
competition that is beneficial to our customers. We communicate
our views, and those of our customers and colleagues, regarding
geopolitical issues with the aims of informing the debate and
ensuring our opinions are represented in the policy and decision
making processes.

Trading environment and competitive landscape

Risk

@ Effective management of the trading account is key to the
achievement of performance targets. The sector outlook
has been and is set to remain competitive. The trading
environment, driven by ongoing competitive retail pricing
combined with growing inflationary cost pressures, may
adversely impact performance. There is also an ongoing
risk of supplier failure, with possible operational or financial
consequences for the Group.

Mitigation

We adopt a differentiated strategy with a continued focus on
delivering quality products and services with universal appeal, at
fair prices, helping our customers live well for less. This is achieved
through the continuous review of our product quality, key customer
metrics, monitoring of current market trends and price points across
competitors, active management of price positions, development of
sales propositions and increased promotion and marketing activity.
We continue with our commitment to provide customers even better
value with lower regular prices. In delivering our strategic plan,
including our price investment, we will maintain the strength of our
balance sheet and have therefore identified a series of measures

to conserve cash in the business. Through these measures we will
deliver sustainable operating cost savings. With regards to supplier
continuity, Sainsbury’s maintains regular, open dialogue with key
suppliers concerning their ability to trade.
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1 How Sainsbury’s assesses its prospects

The Group’s business activities and strategy are central to assessing
its future prospects. These, together with factors likely to affect its
future development, performance and position, are set out in the
Strategic Report on pages 1 to 41. The financial position of the Group,
its cash flows and liquidity are highlighted in the Financial Review
on pages 36 to 41. The Group manages its financing by diversifying
funding sources, structuring core borrowings with long-term
maturities and maintaining sufficient levels of standby liquidity.

The Group’s prospects are assessed primarily through its corporate
planning process. This includes an annual review which considers
profitability, the Group’s cash flows, committed funding and liquidity
positions and forecast future funding requirements over three years,
with a further two years of indicative movements. The most recent
was signed off in November 2017, and refreshed in March 2018 as part
of the normal budgeting process. This is reviewed by the Operating
Board and ultimately by the PLC Board with involvement throughout
from both the CFO and CEO. Part of the Board's role is to consider the
appropriateness of any key assumptions, taking into account the
external environment and business strategy.

Scenario modelled

Scenario 1
Forecast savings targets are not achieved

The Group corporate plan currently assumes £160 million of synergies as a result of the HRG acquisition in the third full-year post acquisition,
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2 The assessment period

The Directors have determined that the three years to March 2021

is an appropriate period over which to provide its viability statement.
This period is consistent with that used for the Group’s corporate
planning process as detailed above, and reflects the Directors’ best
estimate of the future prospects of the business.

3 Assessment of viability

To make the assessment of viability, additional scenarios have
been tested over and above those in the corporate plan, based
upon a number of the Group’s principal risks and uncertainties
(as documented on pages 30 to 34). The scenarios were overlaid
into the corporate plan to quantify the potential impact of one
or more of these crystallising over the assessment period.

Whilst each of the risks on pages 30 to 34 has a potential impact
and has been considered as part of the assessment, only those
that represent severe but plausible scenarios were selected for
modelling through the corporate plan. These were:

Link to Principal Risks and
Uncertainties

Business strategy and change

along with £500 million of cost savings to offset inflationary pressures by the end of 2020/21. A scenario has therefore been modelled in which

all planned savings/synergies are not fully realised, and reduced by one half.

Scenario 2
Competitive price cutting / price matching

Given the challenging trading environment, driven by ongoing competitive retail pricing combined with growing inflationary cost pressures,
additional price investment of £150 million per year has been modelled in each of the three assessment years.

Trading environment and competitive
landscape

Scenario 3
Data breaches

The impact of any regulatory fines has been considered. The biggest of these is the General Data Protection Regulation (‘GDPR’) fine for data

Data security

breaches, which was enacted in May 2018. Fines were considered both in isolation and in conjunction with a fall in sales volumes as a result

of any reputational brand damage in each of the assessment years.

Scenario 4
Legal breaches

Similar to the above, we considered the reputational impact of any legal or health and safety incidents, modelling a two per cent fall in budgeted
sales volumes in each year of the assessment period. Falls in sales volumes were modelled in each year in isolation, as well as a sustained

Health and safety, people and product
Political and regulatory environment

year-on-year two per cent reduction. We also considered regulatory fines such as those levied by the Groceries Supply Code of Practice (‘GSCOP’).

Scenario 5

It was considered what level of sustained loss would be required in Sainsbury’s Bank before its capital ratios were breached, leading to

additional material funding requirements from the Group.

In performing the above analysis, the Directors have made certain
assumptions around the availability of future funding options,
including the ability to raise future finance.

In assessing viability, consideration has been given to the proposed
combination with Asda, as detailed on pages 10 to 11. Whilst
completion of the combination is expected in the second half of
calendar year 2019 and therefore within the assessment period, the
combination is conditional upon, amongst other things, Sainsbury’s
shareholder approval, Competition and Markets Authority approval,
approvals in connection with the Asda defined benefit pension
scheme and other regulatory approvals. As part of the Sainsbury’s
shareholder approval process, the Directors will perform an
assessment of the working capital of the combined Group. As a result
the Directors concluded that for the current year-end, the proposed
combination did not require separate modelling for viability purposes.

The scenarios above are hypothetical and severe for the purpose of
creating outcomes that have the ability to threaten the viability of
the Group; however, multiple control measures are in place to prevent

Financial and treasury risk

and mitigate any such occurrences from taking place. In the case
of these scenarios arising, various options are available to the
Group in order to maintain liquidity so as to continue in operation.
These include reducing any non-essential capital expenditure and
operating expenditure on projects, as well as not paying dividends.

The results of the above stress testing showed that the Group would
be able to withstand the impact of these scenarios occurring over
the assessment period.

4 Viability statement

Taking into account the Group’s current position and principal risks
and uncertainties, the Directors confirm that they have a reasonable
expectation that the Group will be able to continue in operation and
meet its liabilities as they fall due over the three years to March 2021.

5 Going concern

The Directors also considered it appropriate to adopt the going
concern basis in preparing the financial statements which are
shown on pages 87 to 176.
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Sainsbury’s underlying Group sales (including VAT) were up 9.0 per cent to

£31,735 million mainly as a result of the impact of consolidating a full year of Argos.
On a 52-week rolling basis Sainsbury’s market share (as measured by Kantar)
declined 27 basis points, due to further price investment and the continuing new
store expansion from discounters, whose combined market share increased by

132 basis points. By contrast the ‘big four’ declined by 96 basis points. Our General
Merchandise sales continued to outperform the market with strong growth in
many of our key categories, as we maintained market share (as measured by

the British Retail Consortium, ‘BRC’) despite challenging market conditions.

During the year, we worked hard to protect our customers from the impact
of cost price inflation and rising commaodity prices by continuing to partner

Dear Share hOlder with our suppliers in looking at ways to reduce our sourcing and end-to-

end supply chain costs. Against this backdrop we were pleased to record an

2017/18 has been another year of Sigﬂiﬁcaﬂt improving food margin trend whilst General Merchandise margin remains
ch ange with continued progress in dehvermg under pressure in challenging market conditions. In 2017/18, retail underlying

EBITDAR margin increased 4 basis points to 744 per cent and retail underlying

our Strategic priorities, StTOﬂg cash generation, operating margin declined 18 basis points to 2.24 per cent primarily as a result

: of the consolidation of a full year of Argos’ results. Underlying profit before tax
cost saving and synergy outperformance, (UPBT) increased by 14 per cent to £589 million (2016/17: £581 millior). Profit
the consolidation of a full year of Argos, before tax of £409 million (2016/17: £503 million) was down 18.7 per cent as a

C . result of a £180 million charge recognised outside underlying results. This charge
the acqg uisition Of N ectar, and the return to includes the proposed changes to our store operations that we have announced
hke_fo-r_hke sales gTOWth all delivered in the this year, Argos integration costs and Sainsbury’s Bank transition costs. Cost

. . o savings of £185 million were delivered during the year resulting in a cumulative
context of a rapldlg changmg and Competltlve three-year total of £540 million, £40 million ahead of the target we set in 2014/15.
. . We have well developed plans to deliver a further three-year cost saving target
retall environment. of £500 million by 2020/21 as we continue to simplify the business and we expect
to achieve savings of around £200 million in 2018/19.

Sainsbury’s Bank profits increased by 11 per cent to £69 million, primarily due to
a full-year consolidation of Argos Financial Services results. Good sales growth
across the product range was offset by a reduction in margins in the competitive
unsecured lending market and an increase in bad debt charges, as expected.
Next year, we expect lending margins to remain under pressure. Accordingly,

we have decided to take a more cautious approach to unsecured lending

and will focus on growing our mortgage book and our commission products.
Together with the impacts of new accounting standards and the cost of the
external capital we raised in November 2017, we expect Bank profits to reduce

to around £30 million in 2018/19.

The balance sheet remains strong with a further reduction in net debt. Net debt
was £1,364 million as at 10 March 2018 (11 March 2017: £1,477 million), a decrease
of £113 million in the year, mainly as a result of continuing strong cash generation
from our retail operations and further working capital improvements, offset

by pension payments, capital expenditure and dividends paid. The Group has
facilities of £4.1 billion with only £2.5 billion drawn at the end of the year.

The discount rate applied to the Group’s pension schemes has been increased
this year to use a revised approach that we believe better reflects expected
yields on high quality corporate bonds over the duration of the Group’s pension
schemes. In addition, future mortality assumptions have been updated from CMI
2015 projections at 2017 year end to CMI 2017 projections. These changes have
contributed to the reduction in our Group pension scheme IAS 19 accounting
deficit (net of deferred tax) to £261 million (2016/17: £850 million deficit) as at

10 March 2018.

Underlying basic earnings per share decreased 6.4 per cent to 20.4 pence
(2016/17: 21.8 pence), reflecting the full-year impact of the additional shares
issued as a result of the Home Retail Group (HRG) acquisition. Basic earnings per
share decreased 24.0 per cent to 13.3 pence (2016/17: 175 pence), lower than the
underlying earnings per share due to the £180 million charge recognised outside
of underlying results.

The Board has recommended a final dividend of 7.1 pence (2016/17: 6.6 pence),
resulting in an unchanged full-year dividend of 10.2 pence per share (2016/17:
10.2 pence per share).

/ I Chief Financial Officer
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Underlying Group sales (including VAT) 31,735 29,112 9.0
Underlying retail sales (including VAT) 31,220 28,705 8.8
Underlying Group sales (excluding VAT)* 28,453 26,231 85
Underlying retail sales (excluding VAT)? 27,938 25,824 8.2
Underlying operating profit

Retail 625 626 0.2)
Financial services 69 62 11.3
Total underlying operating profit 694 638 09
Underlying net finance costs? (119) (119) -
Underlying share of post-tax profit from Jvs* 14 12 16.7
Underlying profit before tax 589 581 14
Items excluded from underlying results (180) (78) 130.8
Profit before tax 409 503 (18.7)
Income tax expense (100) (126) 20.6
Profit for the financial period 309 377 (18.0)
Underlying basic earnings per share 20.4p 21.8p 6.4
Basic earnings per share 13.3p 175p (24.0)
Dividend per share 10.2p 10.2p -

1 Underlying Group revenue of £28,459 million, disclosed in note 4 of the accounts, includes £6 million of revenue consolidated post the acquisition of Nectar that is excluded from underlying Group sales.

2 Underlying retail revenue of £27,944 million, disclosed in note 4 of the accounts, includes £6 million of revenue consolidated post the acquisition of Nectar that is excluded from underlying retail sales.

3 Net finance costs including perpetual securities coupons before non-underlying finance movements.

4 The underlying share of post-tax profit from joint ventures and associates (JVs') is stated before investment property fair value movements, non-underlying finance movements and profit on disposal of properties.

Group sales

Underlying Group sales (including VAT, including fuel) increased by 9.0 per
cent year-on-year, mainly as a result of the impact of consolidating a full year
of Argos (2016/17: 27 weeks). Underlying retail sales (including VAT, including

fuel) increased by 8.8 per cent. Including Argos in the base, retail sales

(including VAT, excluding fuel) increased by 1.6 per cent due to an improved
like-for-like performance. Fuel sales grew 2.6 per cent, largely driven by

retail price inflation.

Grocery (exc. Pharmacy) 2.3%
General Merchandise (0.8)%
Clothing 3.8%
Retail (exc. fuel and impact of sale of Pharmacy business) 1.6%
Fuel sales 2.6%
Retail (inc. fuel, exc. impact of sale of Pharmacy business) 1.7%

Grocery sales grew by 2.3 per cent driven by inflationary pressure across
all food categories. A challenging General Merchandise market resulted in
a sales decline of 0.8 per cent year-on-year. However, Clothing continued
to perform well with sales growth of nearly four per cent year-on-year.
We are the sixth biggest clothing retailer by volume.

Convenience growth was nearly eight per cent and Groceries Online

sales growth was nearly seven per cent driven by order and basket size
growth, supporting our ambition of becoming a multi-product, multi-
channel retailer. There was sales growth across all Sainsbury'’s channels —
Supermarkets, Convenience and Groceries Online.

Supermarkets 0.5% (1.8)%
Convenience 7.5% 6.5%
Groceries Online 6.8% 8.2%
Retail like-for-like sales, excluding fuel, increased by 1.3 per cent in the year (2016/17: flat) mainly as a result of continued inflation.

Like-for-like sales (exc. fuel) 1.3% 0.0%
Like-for-like sales (inc. fuel) 1.4% 0.5%

On a 52-week rolling basis, Sainsbury’s market share (as measured by
Kantar for the 52 weeks to 25 February 2018) declined 27 basis points due
to continued price investment and the continuing store expansion from

the discounters, whose combined market share increased by 132 basis points.
By contrast the ‘big four’ combined market share declined by 96 basis points.
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Space

In 2017/18, Sainsbury’s opened three new supermarkets (2016/17: six new
supermarkets). Convenience continued to grow, with 24 new stores opened
in 2017/18, including two Euro Garages stores, and 15 stores closed

(2016/17: 41 stores opened and eight stores closed). Net of replacements,
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closures and disposals, closing Sainsbury’s space was 23,209,000 sq. ft.
(11 March 2017: 23,397,000 sq. ft.).

As at 10 March 2018, Argos had 844 stores and 192 collection points.
Habitat had 16 stores.

Supermarkets 605 3 - - 608
Supermarkets area ‘000 sq ft! 21,512 80 - (296) 21,296
Convenience? 806 24 (15) - 815
Convenience area 000 sq ft 1,885 59 (32) 1 1,913
JS total store numbers 1411 27 (15 - 1,423
Argos stores® 715 1 (77) - 639
Argos stores in Sainsbury’s® 39 152 - - 191
Argos in Homebase 57 - 43) - 14
Temporary stores 2 - @) - -
Argos total store numbers 813 153 (122) - 844
Argos collection points* 37 194 (39 - 192
Habitat 8 8 - - 16

The net 296,000 sq. ft. reduction in Sainsbury’s supermarket space is driven by 336,000 sq. ft. now belonging to Argos stores in Sainsbury’s offset by 40,000 sq. ft. of other space initiatives.

Includes Euro Garages stores,

1
2
3 Two Argos store openings have been reclassified as Argos stores in Sainsbury’s to reflect their utilisation of the Sainsbury’s store portfolio.
4

2016/17 included one Habitat collection point.

In 2018/19, Sainsbury’s expects to open two new supermarkets and around
15 new convenience stores.

In 2018/19, Sainsbury’s expects to open around 90 Argos stores in
supermarkets (of which around 50 are relocations) resulting in around
280 Argos stores in supermarkets.

In 2018/19, Sainsbury’s expects to close the remaining Argos stores
within Homebase.

Retail underlying operating profit

Retail underlying operating profit decreased by 0.2 per cent to £625 million
(2016/17: £626 million), reflecting continued investment in the customer
offer, cost inflation and the consolidation of the Argos first half operating
loss, partly offset by cost savings of £185 million and cumulative EBITDA
synergies of £87 million (EBIT of £82 million).

Retail underlying operating margin declined by 18 basis points year-on-year
to 2.24 per cent (2016/17: 2.42 per cent), equivalent to a 17 basis point decline
at constant fuel prices, as a result of the consolidation of Argos sales.

Retail underlying operating profit (Em)*
Retail underlying operating margin (%)?
Retail underlying EBITDAR (£m)*

Retail underlying EBITDAR margin (%)*

625 626 0.2)%
2.24 242 (18)bps (17)bps

2,078 1,912 8.7%
744 740 4bps 8bps

Retail underlying earnings before interest, tax and Sainsbury’s underlying share of post-tax profit from joint ventures.

Retail underlying operating profit divided by underlying retail sales excluding VAT.

1
2
3 Retail underlying operating profit before rent of £740 million and underlying depreciation and amortisation of £713 million.
4

Retail underlying EBITDAR divided by underlying retail sales excluding VAT.

In 2018/19, Sainsbury’s expects cost inflation of around three per cent.

We have well-developed plans to deliver at least £500 million of cost savings
over the next three years with £200 million of these savings to be achieved
in 2018/19 as we continue to drive efficiencies and simplify the business.

In 2018/19, Sainsbury’s expects a depreciation and amortisation cost of
around £700 million.

Our 2018/19 full-year underlying profit expectation for the combined Group
remains in line with current market consensus (2018/19 UPBT consensus
estimate of £629 million, as published on 5 March 2018 on www.j-sainsbury.
co.uk/investors/analyst-consensus).

Acquisition of Nectar

On 31 January 2018, Sainsbury’s acquired all Nectar businesses and related
assets required for the full and independent operation of the Nectar
Loyalty programme, including the remaining 50 per cent share of its joint
venture with Aimia Inc., Insight 2 Communication LLP. The consideration
of £39 million generated goodwill of £147 million. The transaction supports
Sainsbury’s strategy of knowing its customers better than anyone else.

Synergies arising from the acquisition of Argos

In 2017/18, Sainsbury’s achieved £87 million of cumulative EBITDA synergies
(£82 million EBIT), of which £80 million were incremental to the 2016/17

full year. As part of the transaction to acquire Home Retail Group (‘HRG),
Sainsbury’s initially announced that the Group expected to achieve a
cumulative £160 million of EBITDA synergies (£142 million EBIT) by the end
of the first half of 2019/20. Due to the acceleration of some of this activity, we
later announced that we expect to deliver these in 2018/19 (six months early).

In order to achieve these synergies, a total of £130 million of exceptional
integration costs and £140 million of exceptional integration capital
expenditure will be required. Exceptional costs will include the relocation of
property, dilapidations, lease break costs and redundancy costs. Exceptional
capital expenditure is required to reformat supermarket space and for fitting
out the new Argos stores. The updated expected phasing of the synergies,
exceptional costs and exceptional capital expenditure is shown overleaf:
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EBITDA synergies (incremental year-on-year) 7 80 73 160
EBIT synergies (incremental year-on-year) 6 76 60 142
Exceptional costs 27) (75) (28) (130)
Exceptional capital expenditure (18) (80) 42 (140)

In 2018/19, we expect incremental EBITDA synergies of £73 million

(£60 million EBIT), resulting in total EBITDA synergies of £160 million
(£142 million EBIT) since acquisition (six months early). Argos integration
costs are expected to be around £30 million; integration capital
expenditure is expected to be around £40 million in 2018/19.

Sainsbury’s Bank

Homebase separation

HRG announced on 18 January 2016 that the sale of Homebase would

give rise to £75 million of additional exceptional costs in relation to the
transaction, separation and restructuring. Up to the date of the acquisition,
HRG had incurred £30 million of these costs; a further £4 million was
incurred to 11 March 2017 and £10 million in 2017/18.

It is currently anticipated that the total exceptional costs will now only
be £45 million, a reduction of £30 million from the original estimate.

Underlying revenue (£m) 515 407 27%
Interest payable (£m) 69 (60) 7%
Total income (Em) 451 347 30%
Underlying operating profit (£m) 69 62 11%
Cost:income ratio (%) 70 72 200bps
Active customers (m) — Bank 1.92 177 8%
Active customers (m) — AFS 1.95 1.84 6%
Net interest margin (%)" 4.9 44 50bps
Bad debt as a percentage of lending (%)? 1.3 0.8 (50)bps
CET 1 capital ratio (%)* 14.1 133 80bps
Customer lending (Em)* 5,691 4,599 24%

Common equity tier 1 capital divided by risk-weighted assets.

Snow o e

Sainsbury’s Bank total income increased by 30 per cent year-on-year to

£451 million mainly as a result of the full-year consolidation impact of Argos
Financial Services (‘AFS’). The consolidation also contributed to the 11 per cent
increase year-on-year in Sainsbury’s Bank underlying operating profit to

£69 million.

Sainsbury’s Bank cost:income ratio has improved by 200 basis points

driven by sales growth across all products partially offset by an increase in
administrative expenses. The number of Sainsbury’s Bank active customers
increased by eight per cent year-on-year to 1.92 million (2016/17: 1.77 million).

Net interest margin increased by 50 basis points year-on-year to 4.9 per cent
(2016/17: 4.4 per cent) reflecting the acquisition of AFS that operates a
higher risk and return operating model. Excluding AFS, net interest margin
was 3.6 per cent, a decrease of 30 basis points year-on-year reflecting

the increasingly competitive unsecured lending market. The acquisition
also contributed towards the adverse movement in bad debt levels as

a percentage of lending to 1.3 per cent (2016/17: 0.8 per cent). Excluding

AFS, bad debt as a percentage of lending was in line with expectations

at 0.9 per cent.

The CET 1 capital ratio increased by 80 basis points year-on-year to 14.1 per cent
(2016/17: 13.3 per cent), reflecting the additional funds contributed during the
year from the parent. Loan balances increased by 24 per cent to £5,691 million,
mainly due to growth across personal loans, credit cards and mortgages.

In November 2017, Sainsbury’s Bank further diversified its funding through
the issue of £175 million of fixed rate reset callable subordinated Tier 2 notes.

We have decided to take a more cautious approach to unsecured lending
next year and margins will reduce in a competitive market. Combined with
new accounting standards and interest payments on the external capital
we raised in November, we expect Sainsbury’s Bank profits to reduce to
around £30 million in 2018/19.

Net interest receivable divided by average interest-bearing assets. Excluding AFS, net interest margin was 3.6 per cent (2016/17: 3.9 per cent)
Bad debt expense divided by gross lending. Excluding AFS, bad debt as a percentage of lending was 0.9 per cent (2016/17: 0.6 per cent).

Amounts due from customers at the balance sheet date in respect of loans, mortgages, credit cards and store cards net of provisions.

Capital injections into the Bank are expected to be £110 million in 2018/19
and are expected to average £100 million per year from 2019/20 onwards.
This is to cover card and loan platforms, regulatory capital and growth in
loan, card and mortgage balances.

Sainsbury’s Bank transition costs are expected to be around £55 million
and transition capital costs are expected to be around £5 million.

Underlying net finance costs

Underlying net finance costs remained flat year-on-year at £119 million
(2016/17: £119 million), as the impact of loan refinancing costs was offset
by lower average net debt.

Sainsbury’s expects net finance costs of around £100 million in 2018/19
following final repayment of the secured loan in 2018.

Items excluded from underlying results

In order to provide shareholders with insight into the underlying performance
of the business, items recognised in reported profit or loss before tax which,
by virtue of their size and or nature, do not reflect the Group’s underlying
performance are excluded from the Group’s underlying results and shown

in the table below.

Property related 12 36
Argos integration and Homebase separation (85) (53)
Sainsbury’s Bank transition (38) (60)
Impact of the acquisition of Nectar UK 2 -
Divestments - 15
Restructuring costs (85) (33
Other 14 17
Items excluded from underlying results (180) (78)




40 Strategic Report

Property-related items for the year comprise profit on disposal of
properties and investment property fair value movements.

Argos integration costs for the year of £75 million were part of the
previously announced £130 million required over three years in order
to achieve the EBITDA synergies of £160 million. Homebase separation
and restructuring costs were £10 million.

Sainsbury’s Bank transition costs of £38 million (2016/17: £60 million)
were part of the previously announced costs incurred in transitioning
to a new, more flexible banking platform.

Restructuring costs in the year of £85 million relate to changes to our
store colleague structures and working practices.

Taxation

The income tax charge was £100 million (2016/17: £126 million), with an
underlying tax rate of 24.1 per cent (2016/17: 23.2 per cent) and an effective
tax rate of 24.4 per cent (2016/17: 25.0 per cent).

The underlying tax rate was higher year-on-year, despite the statutory
corporation tax rate being lower than the prior year. However, in the prior
year there was the benefit of a one per cent revaluation of underlying
deferred tax balances, whereas there was no such revaluation in 2017/18.
The effective tax rate in 2017/18 was increased by the tax impact of property
disposals and some non-tax deductible exceptional costs. In 2017/18 there
was no benefit of a revaluation of non-underlying deferred tax balances.

In 2018/19, Sainsbury’s expects the full-year underlying tax rate to be
between 23 and 24 per cent.

Earnings per share

Underlying basic earnings per share decreased to 20.4 pence (2016/17:
21.8 pence) reflecting the full-year impact of the additional shares issued
as aresult of the HRG acquisition and a slightly higher underlying tax rate.
Basic earnings per share decreased to 13.3 pence (2016/17: 17.5 pence),
more than the fall in underlying basic earnings per share, mainly as a
result of the £180 million charge for items excluded from underlying
results (2016/17: £78 million charge).

Dividends

The Board has recommended a final dividend of 7.1 pence per share
(2016/17: 6.6 pence). This will be paid on 13 July 2018 to shareholders on

the Register of Members at the close of business on 8 June 2018, subject

to approval by shareholders at the AGM. In line with the Group’s policy

to keep the dividend covered two times by underlying earnings, this will
result in an unchanged full-year dividend of 10.2 pence (2016/17: 10.2 pence).

Sainsbury’s plans to maintain a full-year dividend covered two times by
our full-year underlying earnings.

Net debt and retail cash flows

Group net debt includes the capital injections into Sainsbury’s Bank, but
excludes Sainsbury’s Bank’s own net debt balances. Sainsbury’s Bank
balances are excluded because they are required for business as usual
activities. As at 10 March 2018, net debt was £1,364 million (11 March 2017
£1,477 million), a decrease of £113 million.
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Adjusted retail operating cash flow before 1,214 1,179
changes in working capital??

Decrease in working capital® 196 61
Cash generated from retail operations* 1,410 1,240
Retirement benefit obligations (151) (112)
Net interest paid® (105) (108)
Corporation tax paid (72) 87)
Net cash generated from retail operating 1,082 933
activities®

Cash capital expenditure before strategic capital (542) (588)
expenditure’

Proceeds from disposal of property, plant and 54 55
equipment

Bank capital injections (190) (130)
Dividends and distributions received from JVs net 28 49
of capital injections

Retail free cash flow® 432 319
Dividends paid on ordinary shares (212) (230)
Exceptional pension contributions - (199
Strategic capital expenditure® (80) 92
Acquisition of subsidiaries® 135 457
Repayment of borrowings including finance 174) (212)
leases®

Other® 2 6
Net increase in cash and cash equivalents 99 50
Decrease in borrowings including finance leases 174 211
Acquisition movements (15) 39
Fair value, other non-cash and net interest (145) 49
movements®

Movement in net debt 113 349
Opening net debt (1,477) (1,826)
Closing net debt (1,364) (1,477)
Closing net debt (inc. perpetual securities (1,858) (1,971)

as debt)

See note 4 for a reconciliation between the Retail and Group cash flows.

Excludes working capital, pension contributions and exceptional pension contributions

The Group cash flow statement comparatives have been reclassified, refer to note 4 for further details.
Excludes pension contributions and exceptional pension contributions.

Refer to the Alternative Performance Measures on page 181 for reconciliation.

Excludes exceptional pension contributions.

Excludes Argos integration capital expenditure.

Retail free cash flow restated to reflect capital injections made to Sainsbury’s Bank and dividends and
distributions received from joint ventures net of capital injections.

Net interest excluding dividends paid on perpetual securities as disclosed in note 26.
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Adjusted operating cash flow before changes in working capital increased by
£35 million year-on-year to £1,214 million (2016/17: £1,179 million) and working
capital improved by £196 million. Capital expenditure before strategic capital
expenditure was £542 million (2016/17: £588 million) driven by a reduction

in Sainsbury’s core retail capital expenditure partially offset by a full year’s
Argos core retail capital expenditure. Bank capital injections of £190 million
were made in the year (2016/17: £130 million).

Free cash flow increased by £113 million in the year to £432 million

(2016/17: £319 million). Free cash flow was used to fund dividends and repay
debt. Dividends of £212 million were paid in the year, which are covered

2.0 times by free cash flow (2016/17: 1.4 times). Strategic capital expenditure
was £12 million favourable year-on-year as no freehold purchases were made
in the current year (2016/17: £74 million purchase of Chiswick), partly offset
by Argos integration capital expenditure.
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Fair value, other non-cash and interest movements of £145 million were
primarily driven by a reduction in the value of US Dollar foreign exchange
derivatives held to mitigate the Group’s exposure to fluctuations in US Dollar
denominated purchases. The weighted average hedge rate (WAHR’) at 10 March
2018 was below the spot rate, generating an unrealised fair value loss (2016/17:
unrealised profit as the WAHR at 11 March 2017 was above the spot rate).

As at 10 March 2018, Sainsbury’s had drawn debt facilities of £2.5 billion
(including the perpetual securities) and undrawn committed credit facilities
of £1.45 billion. The Group also held £85 million of uncommitted facilities,
which was undrawn as at 10 March 2018.

On 17 October 2017 the Group refinanced its syndicated committed revolving
credit facility. The revised facility of £1.45 billion has three, four and five-year
tranches with an initial final maturity for the longer dated tranche of April 2023.

Sainsbury’s expects 2018/19 year-end net debt to reduce by around £100 million.
We expect net debt to reduce over the medium term.

Sainsbury’s expects adjusted net debt to EBITDAR (treating the perpetual
securities as debt) to reduce below three times in the medium term.

Sainsbury’s expects fixed charge cover of over three times in the medium term.

Capital expenditure

Core retail capital expenditure was £495 million (2016/17: £547 million).
Retail capital expenditure (including Argos integration capital expenditure)
was £575 million (2016/17: £639 million).
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Property value

As at 10 March 2018, Sainsbury’s estimated market value of properties,
including our 50 per cent share of properties held within property joint
ventures, was £10.5 billion (11 March 2017: £10.3 billion). The £0.2 billion
increase was a result of a small yield movement.

Defined benefit pensions

At 10 March 2018, the retirement benefit obligation for the Group was

£261 million (including Argos, the unfunded obligation and adjusting for
associated deferred tax). The £589 million decrease in the deficit from

11 March 2017 was driven by a rise in the discount rate from 2.70 per cent to
2.80 per cent, and updates to future mortality assumptions. The discount
rate has been increased this year to use a revised approach that the Group
believes better reflects expected yields on high quality corporate bonds
over the duration of the Group’s pension schemes. Mortality assumptions
have been updated from CMI 2015 projections at the 2017 year end to CMI
2017 projections.

Following agreement of the valuation of both schemes, the Group is
committed to make annual contributions of £124 million to the schemes
(Sainsbury’s scheme: £84 million; Argos scheme: £40 million). The next
triennial valuations are for the March 2018 year-ends for both schemes
and will need to be completed by June 2019.

In 2018/19, Sainsbury’s expects core retail capital expenditure including Present Val.ue O.f 87449) 1,289) (10,028) (10.854)
. . - : . , funded obligations

business as usual Argos capital expenditure (excluding Sainsbury’s Bank .

and Argos integration capital expenditure) to be around £550 million. Core Fair value of plan 8,669 1,215 9,884 9,920

retail capital expenditure is expected to be around £550 million per annum assets

over the medium term. Additional liability due - (78) (78) -
to minimum funding

We expect Argos integration capital expenditure to be around £40 million. requirements (IFRIC 14)

Financial ratios Pension deficit (75) (147) (222) (934)
Present value of (21) 14) (35) (40)
unfunded obligations

Return on capital employed (%)' 84 88 | Retirement benefit (96) (161) (257) (974)

Return on capital employed (exc. pension deficit) (%)* 7.7 8.0 obligations

Adjusted net debt to EBITDAR? 3.2times 3.7times Deferred income tax (38) 34 @ 124

Interest cover® 5.9 times 59 times (liability)/asset

Fixed charge cover* 25times  26times | Net retirement benefit 139 127) (261) (850)

Gearing® 18.4% 21.5% obligations

Gearing (exc. pension deficit)® 17.8% 19.1%

Adjusted net debt to EBITDAR 3.5times  4.0times 2 ;

Gearing 26.9% 30.9%

. . - o 0

Gearing (exc. pension deficit) 25.9% 27.3% Chief Financial Officer

Interest cover® 7.4 times 7.3 times

Fixed charge cover® 2.6times 27times

1 The 14 point period includes the opening capital employed as at 11 March 2017 and the closing capital
employed for each of the 13 individual four-week periods to 10 March 2018.

2 Netdebt of £1,364 million plus capitalised lease obligations of £5,683 million, divided by Group

underlying EBITDAR of £2,181 million, calculated for a 52-week period to 10 March 2018. Perpetual

securities treated as equity.

Underlying profit before interest and tax divided by underlying net finance costs, where interest

on perpetual securities is included in underlying finance costs.

Group underlying EBITDAR divided by net rent and underlying net finance costs, where interest

on perpetual securities is included in underlying finance costs.

Net debt divided by net assets. Perpetual securities treated as equity.

Net debt divided by net assets, excluding pension deficit. Perpetual securities treated as equity.

On a statutory basis, the perpetual securities are accounted for as equity on the balance sheet.

Treating the perpetual securities, net of transaction fees, as debt increases net debt to £1,858 million,

and reduces net assets to £6,917 million.

Underlying profit before interest and tax divided by underlying net finance costs, where interest

on perpetual securities is excluded from underlying finance costs.

Group underlying EBITDAR divided by net rent and underlying net finance costs, where interest

on perpetual securities is excluded from underlying finance costs
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Board of Directors
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*

Chairman

Date of appointment: 1 October 2009.
David has served as a Non-Executive Director
since 1 October 2009 and as Chairman since
1 November 2009.

Committee membership: Chair of the
Nomination Committee.

Skills and experience: David has broad and
extensive experience in both executive and
non-executive roles across the consumer, retail,
business services and financial services sectors.
He is also an experienced chairman having served
in that role previously at Logica plc and 3i Quoted
Private Equity plc. His last executive position was
as Finance Director of GUS plc, and previously he
held senior financial and general management
roles with Christie’s International Plc, County
NatWest Limited and Unilever PLC. He has also
been a Non-Executive Director of Burberry Group
Plc, Experian plc and Reckitt Benckiser Group plc.

Other current roles: Chairman of Hammerson
plc and Chairman of Domestic and General
Group Limited.

Key to Committee members
Remuneration Committee
Audit Committee
Nomination Committee

Corporate Responsibility and
Sustainability Committee

4 @ % ¥ Denotes Chairman of Committee
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Group Chief Executive Officer

Date of appointment: 1 August 2007.

Mike has served as an Executive Director since
1 August 2007 and as Chief Executive Officer
since 9 July 2014.

Committee membership: Corporate
Responsibility and Sustainability Committee.

Skills and experience: Appointed Chief
Executive Officer on 9 July 2014, Mike has been

a member of the Operating Board since October
2004. Mike has vast retail industry experience in
trading, strategy, marketing, digital and online

as well as multi-site store experience. He joined
Sainsbury’s from Big Food Group where he was a
board director of Big Food Group plc and Managing
Director of Iceland Food Stores. He previously
worked for both ASDA and Tesco, where he served
in a variety of senior management roles.

Other current roles: Non-Executive Director
of Greene King plc.

Retirements in 2017/18
Mary Harris retired from the Board on 5 July 2017

Life President
Lord Sainsbury of Preston Candover KG

£

-l

Chief Financial Officer
Date of appointment: 9 January 2017.

Skills and experience: Kevin brings to the
Board a wealth of retail and finance experience.
Kevin was previously Chief Executive Officer of
Poundland Group until December 2016 and held
executive roles at Kingfisher plc from 2008 to
2015, including Chief Executive Officer of B&Q

UK & Ireland and Group Finance Director. He was
previously Group Finance Director of Dixons Retail
plc and European Finance Director of Quaker Oats.
He was a Non-Executive Director and Chairman of
the Audit Committee of Land Securities Group PLC
from 2008 to September 2017.
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Chief Executive Officer of Sainsbury’s Argos

Date of appointment: 19 July 2010.

John served as Chief Financial Officer of

J Sainsbury plc from 19 July 2010 until 5 September
2016 when he was appointed as Chief Executive
Officer of Sainsbury’s Argos.

Skills and experience: John has extensive
experience in finance, strategy, digital, online,
property and financial services. As Chief Financial
Officer of J Sainsbury plc for six years, John

had responsibility for finance, Group strategy,
Sainsbury’s online, business development,
property, procurement and operational efficiency.
He also held various senior management roles

in the Company between 2005 and 2010. John

is @ member of the Sainsbury’s Bank plc Board.
Prior to Sainsbury’s, John was Group Finance
Director for Hanover Acceptances, a diversified
corporation with wholly-owned subsidiaries

in the food manufacturing, real estate and
agri-business sectors.

Other current roles: Non-Executive Director
of Travis Perkins plc.
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Non-Executive Director
Date of appointment: 27 January 2011.

Committee Membership: Remuneration
Committee and Nomination Committee.

Skills and experience: Matt has extensive
experience of running a high profile, fast moving,
innovative, digital business. Since 2015, he has
been responsible for Google’s business and
operations in Europe, the Middle East and Africa
and he’s been in leadership roles at Google since
2007. Prior to that, Matt spent much of his career
in media and marketing, with particular interests
in strategy, commercial development and sales
performance. This included commercial and
digital leadership roles in UK media.

Other current roles: Google’s President —
Europe, Middle East and Africa and Director —
The Media Trust.

[ ]
Non-Executive Director

Date of appointment: 29 April 2015.

Committee membership: Chair of the
Audit Committee and a member of the
Nomination Committee.

Skills and experience: David has extensive
retail experience and knowledge of consumer
facing businesses, together with his core skills
in finance. David was formerly Group Finance
Director of NEXT plc from 1991 to 2015 and their
Group Treasurer from 1986 to 1991. Previous
management experience includes nine years in
the UK and overseas operations of multinational
food manufacturer Nabisco and, prior to that,
seven years in the accountancy profession.

Other current roles: Non-Executive Director
and the Senior Independent Director of Auto

Trader Group plc and Chair of its Audit Committee.
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Non-Executive Director
Date of appointment: 1 April 2016.

Committee Membership: Audit Committee
and Nomination Committee.

Skills and experience: Brian brings present
day experience of running a FTSE40 group and of
big data and analytics — topics of key importance
to Sainsbury’s. Brian joined Experian as Chief
Financial Officer in April 2012, a post he held until
his appointment as Chief Executive Officer in

July 2014. Prior to this, Brian spent his career in
investment banking at Greenhill & Co where he
was Managing Director and Partner and at Baring
Brothers International and the London Stock
Exchange where he held senior roles.

Other current roles: Chief Executive Officer
of Experian plc.

*
Senior Independent Director

Date of appointment: 1 June 2013.

Committee membership: Chair of the
Remuneration Committee and a member
of the Nomination Committee.

Skills and experience: Susan has extensive
experience as a Non-Executive Director, as

well as in retail banking, financial services,
leadership and sustainability. Her career in

retail banking is particularly relevant to our
ownership of Sainsbury’s Bank. Previously, Susan
was a member of the First Minister’s Council of
Economic Advisors, Managing Director of Lloyds
Banking Group Scotland and was previously
Chief Executive and then Chairman of Lloyds TSB
Scotland plc. She has also held a range of other
non-executive directorships including at the Bank
of England and SSE plc.

Other current roles: Chair of Scottish Water
and Business Stream; Chair of the Scottish Fiscal
Commission; and Non-Executive Director of the

North American Income Trust and C. Hoare and Co.

Non-Executive Director
Date of appointment: 11 September 2017.

Committee Membership: Corporate
Responsibility and Sustainability Committee
and Chair of the Committee from May 2018,
Remuneration Committee and Nomination
Committee.

Skills and experience: Jo brings a wealth of
experience in consumer-facing businesses and

in the telecoms and technology industry, both in
the UK and internationally. Jo spent 12 years in a
variety of senior management roles with Nokia
and Microsoft. Prior to this, she spent eight years
at P&G and 11 years at Reebok in senior sales and
marketing positions in both Europe and the US.

Other current roles: Non-Executive Director
of InterContinental Hotels plc; Non-Executive
Director of Halma plc; and Member, Supervisory
Board of Ceconomy AG.

v
Non-Executive Director

Date of appointment: 1 January 2013.

Committee Membership: Chair of the Corporate
Responsibility and Sustainability Committee

(Chair until May 2018) and a member of the Audit
Committee and Nomination Committee.

Skills and experience: Jean has extensive
experience and breadth of skills in human resources
and corporate responsibility. Jean was formerly Director
of HR, Workforce and Accreditation for The London
Organising Committee of the Olympic and Paralympic
Games, where she set the strategic direction to ensure
the mobilisation of the combined 200,000-strong
workforce including paid staff, volunteers and
contractors, which represented the recruitment and
mobilisation of the largest peacetime workforce and
set the industry standard for volunteering with the
highly acclaimed Games. She was previously Group HR
Director at Marks and Spencer Group Plc, HR Director
and founder member of Egg plc and Sales & Operations
Director of Prudential Direct.

Other current roles: Independent Board
member of Michael Kors Holdings Limited;

a Trustee of Step Up To Serve; and Lay Council
Member at Loughborough University.
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Operating Board

Group Chief Executive Officer
See page 42.

Company Secretary & Corporate Services
Director

Date of appointment: September 2004.

Skills and experience: Tim joined Sainsbury’s
in 2001 as Company Secretary and joined the
Operating Board in September 2004. In addition to
his role as Company Secretary, Tim is responsible
for the Corporate Services Division comprising
Legal Services, Data Governance, Safety,
Shareholder Services, Insurance and Central
Security. He chairs the Group Safety Committee
and the Data Governance Committee. Tim joined
Sainsbury’s from Exel plc, the global logistics
company, where he was Company Secretary

and Head of Legal Services. He began his career

at the international law firm Clifford Chance and

is a qualified solicitor. Tim is Chairman of the
Disability Confident Business Leaders Group which
works with Government in shaping the disability
employment agenda and in raising awareness of
the benefits of employing disabled people.
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Chief Financial Officer
See page 42.

CEO of Sainsbury’s Bank
Date of appointment: May 2014.

Skills and experience: Peter was appointed
CEO of Sainsbury’s Bank in November 2012 and
joined the Operating Board in May 2014. Prior to
joining Sainsbury’s he was Group Chief Executive
of Principality, the largest building society in
Wales, growing it from the 13th largest building
society in the UK to the 7th, during his decade in
charge. He previously worked for NatWest, and
was Chief Operating Officer at Morgan Chambers
Plc. He is former Chairman of the CBI Wales

and the Building Societies Association and is a
Fellow of UWIC and The Chartered Institute of
Management. Peter was awarded an OBE in the
Queen’s Birthday Honours 2010, in recognition of
his support for the Financial Services industry.

Chief Executive Officer of Sainsbury’s Argos
See page 42.

Group Chief Information Officer
Date of appointment: January 2018.

Skills and experience: Phil joined the Board

in January 2018 and brings a wealth of experience
both in digital and legacy business & systems
transformation. Most recently he was Global Chief
Information Officer at Telefonica overseeing Digital
Transformation and Information Technology and
prior to that was Chief Information Officer for
Vodafone UK/Ireland. Phil brings a fresh, global
perspective on technology to the Operating Board
with the movement from telecommunications to
retail and into the Sainsbury’s Group.

Phil has worked as a Non-Executive Advisor on
Technology in the Investment & Retail Banking
sector and is a member of many global IT industry
advisory boards.
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Food Commercial Director
Date of appointment: May 2014.

Skills and experience: Paul joined the
Operating Board in May 2014 as Food Commercial

Director having spent over ten years at Sainsbury’s.

He was closely involved in the formation and
execution of the ‘Making Sainsbury'’s Great Again’
strategy. Following this he held a variety of roles
in commercial, strategy and finance, most
recently as Business Unit Director for Grocery.
Prior to Sainsbury’s, Paul was European Controller
at Marks and Spencer Group plc and a Director at
UBS Warburg.
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Group HR Director
Date of appointment: January 2013.

Skills and experience: Angie was appointed
Group HR Director and a member of the Operating
Board in January 2013 with responsibility for
human resources. In September 2017, she stepped
down from her position as Non-Executive Director
and Chairman of the Remuneration Committee
of Serco plc. Angie is a Non-Executive Director
and Chairman of the Remuneration Committee
of Smith & Nephew plc. She is also a Director of
Sainsbury’s Bank plc. Angie was most recently
Group HR Director at Lloyds Banking Group and
prior to this an Executive Director of Whitbread
plc with responsibility for HR and Corporate

Social Responsibility. She was also a member

of the Low Pay Commission for six years.
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Retail & Operations Director
Date of appointment: July 2017.

Skills and experience: Simon joined
Sainsbury’s and the Operating Board in July
2017 as Retail & Operations Director. In his
previous roles he was Executive Vice President
of Walgreens Boots Alliance, and President

of Boots with responsibility for commercial
and retail operations across the UK and
Ireland. Prior to Boots, Simon was at Marks
and Spencer plc, where he held operational
and customer leadership roles across stores,
divisions and central operations. Simon is also
the Non-Executive Chairman at the Institute
of Customer Service.
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Dear Shareholder

The Board’s particular focus this year

has been on driving maximum possible
shareholder value while maintaining our
commitment to strong governance. In
particular, over an extended period, the
Board has been considering the benefits

for all our stakeholders of combining the
Company and Asda Group Limited to create
a dynamic new UK retail business. We have
been completely engaged in all key aspects
of the transaction agreed with Walmart Inc.
which is fully described on pages 10 to 11.
The following describes how we ensure that
we focus on the key aspects of our strategy,
financial management, risk management
and succession planning at a time of
significant change in the retail sector.
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We reviewed the strategies of each of our businesses on a regular basis
throughout the year and have taken every opportunity to meet each of

the management teams to discuss progress and agree the key priorities

for the short and medium term. The Board is pleased with the progress we
are making as a multi-channel, multi-product retailer with a market leading
digital offer and nationwide Fast Track delivery capabilities, complemented
by Sainsbury’s Bank and Argos Financial Services.

We have also focused on the increasingly important role that digital
technology now plays in our customers’ lives and how we put the responsible
use of data at the heart of delivering great customer service. The Board

was very closely engaged in the acquisition of the Nectar business which
supports our strategy of knowing our customers better than anyone else.
We regularly monitor our progress in developing our technology and digital
offers and during the year, we had an in-depth review of our current strategy
and explored the potential offered to each part of our business from future
technology developments.

This has been a year of significant change in Sainsbury’s as we adapt and
evolve to meet the changing needs of our customers, finding ways to simplify
what we do and reducing cost within the business so that we can reinvest

in the things that matter most to our customers and colleagues. The Board
has been closely engaged in the planned changes to our retail management
structures and colleague roles in our food business and the new pay deal with
revised terms and conditions for all our store colleagues. We recognise the
significant change these proposed arrangements entail for our colleagues
and we thank them for their support and the outstanding service they
provide to our customers regardless of the level of change.

As a Board, we take governance very seriously and we regularly discuss

our ways of working and our effectiveness. In this year’s Board evaluation
exercise, one of the points we particularly focused on was the oversight of
Sainsbury’s culture. We believe that Sainsbury’s unique values play a key
role in our success and it is important that the Board leads by example on
the behaviours and culture which Sainsbury’s aims to drive throughout the
organisation. We have found it extremely valuable to discuss aspects of the
culture and its impact on colleagues, customers, suppliers and shareholders
at various Board and Committee meetings. In the future, we will also take
the opportunity to pull each of these aspects together so that we receive one,
comprehensive view of the culture throughout the organisation.

During the year, as part of the Board’s engagement with a range of
stakeholders, the first meeting was held between Non-Executive Directors
and members of our Great Place to Work Council (which represents the views
of colleagues across the business). The Board believes that it is very important
to hear the views of co