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Tesco’s Corporate Social Responsibility Initiatives

In 2005, Tesco conducted an anonymous ‘supplier viewpoint survey’ to determine the areas requiring improvement.
The survey results revealed suppliers’ opinions that Tesco was committed to customers, was professional, fair and
consistent. Tesco appointed a supplier code compliance officer examine/scrutinise formal complaints. Tesco’s buying
teams regularly interacted with the suppliers.

Tesco strongly supports Fairtrade, which guarantees that developing countries’ farmers are paid a price covering
the cost of production plus a premium to be spent on community projects such as healthcare, sanitation, education or
housing. Since the introduction of Fairtrade range in 2004, Tesco’s sales multiplied.

Now-a-days, customers’ demand for locally sourced food has increased. In 2006 Community Plan, Tesco stated to
have more local suppliers than any other retailer.

In 2007, Tesco introduced a new website ‘www.tescofarming.com’ which comprises information to farmers on
commercial trends and supply opportunities. It covers everything from biodiversity, nutrition and sourcing inputs such
as seed and veterinary products to supply chain management.

Environmental Policy

Tesco has stated in its CSR Review, “We work with our customers, staff and stppliers to make sustainable choices
and reduce our impact on the environment.” Tesco’s priorities on its environment policies are: Reducing energy
consumption and greenhouse gas emissions; Reducing, reusing and recycling waste; Making products more sustainable.
In 2005/2006, Tesco was the leading food and drug retailer in the'Carbon Disclosure Project Leadership Index.

Tesco’s strategy is to be the ‘best’ supermarket for energy use. For example, by investing over £4 million in energy
efficient lighting and infrared lighting sensors, Tesco saved over 40 million kWh and over 17,000 tonnes of CO, a year.
Tesco’s staff was made accountable for energy savings. In April 2006; Tesco established a £100 million fund to develop
sustainable environmental technology. Tesco stated thatby 2010, it will cut its energy use per square feet by one-half as
against 2,000 baseline. The company invested £20 million.in 2006, in a range of energy-saving schemes to cut energy
consumption by 135 million kWh per year, saving£8.1 million-in energy costs and saving 58,000 tonnes of CO,."”

Tesco endeavoured to reduce water consumption also considerably through certain measures. In 2005/06, Tesco
invested £500,000 in installing taps which automatically switch off and over £800,000 in installing rainwater recovery
systems. The water consumption reduced from 1.7 m* m? of sales space in 2001 to 1.2 m¥m? sales space in 2007.

Tesco reported that it no longer uses ChloroFluoroCarbons (CFC) and replaced all its refrigerators running on
HydroChloroFluoroCarbons (HCFC) with hydrofluorocarbons (HFC) spending £18 million. To reduce the overall
environmental impact, Tesco is evaluating alternatives such as CO, for larger fridges, freezers and air conditioning in its
stores. The company participates in the UK Emissions Trading Scheme (ETS). As part of the ETS, Tesco is committed to
an absolute reduction in greenhouse gas emissions over a 5-year period (2000-2005) at a control group of 118 stores.

Since the beginning of 2003, Tesco integrated its green travel plans for staff as a part of its new store and store
extension development proposals. Tesco reduced the number of employees coming to work individually in their cars,
through initiatives like walking buddies and car sharing. Tesco guaranteed the employees, who took part in the sharing
schemes, a ride home in the event of emergencies. Since June 2005, Tesco introduced ‘Liftshare’ in which staff can
share lifts by registering at a dedicated website and commute between Tesco’s main offices to help cut emissions and
congestion.

Tesco’s next initiative was to deliver more goods per litre of fuel it uses, to reduce its distribution fleet's emissions.
In 2006, Tesco delivered 8% more products thus. Over the next 3 years, Tesco planned to cut short the CO, emissions,
per case of goods delivered, by 30%.

Tesco saw to it that its suppliers’ vehicles do not travel empty after delivery. Suppliers’ vehicles are used to make
deliveries to stores on their return trip which has drastically reduced unnecessary return trips. This partnership has
reduced travel by over 8 million miles.

7 “Retail Ethics and Green Retailing 2007: More than plastic bags?”, Centre for Retail Research, 2007
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Tesco invested £2.8 million in double deck trailers, which carry 67% more products per load and it also encouraged
suppliers to use these vehicles for deliveries. By reducing delivery time to its stores each week and improving the way
of filling the vehicles, Tesco saved over 54,000 deliveries each year, travelled 2.5 million fewer miles and delivered
25% more with each journey.

Tesco was UK's first major retailer to incorporate biofuel into its standard petrol and diesel, with no price premium. In
May 2005, Tesco introduced a 5% bioethanol mix into its standard unleaded petrol at 185 petrol stations at the same price.
Acar driven with the bioethanol mixed petrol fuel emits 4.5% less CO,. Tesco converted most of its standard diesel pumps
to biodiesel. It has also been encouraging its customers to use biofuels and save energy in their homes too.

In 1990, Tesco replaced their cardboard boxes with reusable plastic crates called green trays. Subsequently, these
were adopted at all its stores across the world, as they could be reused and also reduced product wastage. In April 2000,
Tesco’s green trays won the Queen’s Award for the Environment."® Tesco has internal recycling programme for recycling
paper, cardboard and plastic. In 20052006 Tesco saved 384,517 tonnes of waste from landfill.

Other Initiatives

Tesco ensured that most of its products packing was done in eco-friendly way. The company purchased timber
products only from sustainable and legal sources. All the suppliers are required to give details like the origin of the
used wood species.

Tesco demands high standards of animal welfare and had livestock-codes of practice covering all aspects of
animal husbandry, animal welfare requirements, environmental impact and food safety standards. Tesco ensured that
overseas suppliers also met standards equivalent to the UK suppliers.

Tesco does not support animal testing. Tesco contributes £10,000:a year to the ‘Replacement of Animals in Medical
Experimentation’ (FRAME) fund, which seeks to end animal testing.

To improve sustainability on fisheries and fishing methods, Tesco followed certain principles of sustainability in fish
sourcing and sold only certified marine products.

In 2007, Tesco became the first supermarket chain to assign ‘carbon rating’ to everything it sells; the latest attempt
by a retailer to cash in on consumers’€nvironmental concerns. Tesco promised to halve emissions from its stores and
distribution centres by 2020. It planned to spend up to £500 million during the next 5 years in reducing energy use. The
‘carbon footprint’ of a product includes the energy required for its manufacture, its packaging and transportation of the
product to supermarket shelves. Labels showing energy content might encourage shoppers to opt for lower carbon
goods. This could boost localsuppliers also to Tesco stores and encourage manufacturers to cut carbon emissions in
order to attract shoppers to their brands.

CSR Committee and Measurement

Every year, Tesco’s‘board members discuss the company’s CSR strategy. Every quarter, the performance is
reviewed and the board and the executives receive quarterly updates on the CSR performance, using which, future
risks and opportunities are assessed. A CSR committee was established in 2001 comprising executives from different
functions and headed by the director, Group Corporate Affairs. The committee meets at least four times a year to
review its CSR efforts. In addition to the regular meetings, the committee holds 2 away-days each year. Experts and
speakers are invited to comment on Tesco’s CR performance, strategy and reporting, and to provide insight on key
issues. Tesco’s Steering Wheel™ framework is used to measure its CSR achievements. Tesco introduced KPIs, which

'8 The Queen”s Awards for Enterprise are the UK’s most prestigious awards for business performance. Winners receive a range of benefits including worldwide recognition and
extensive press coverage. These awards are presented in three categories - International Trade, Innovation and Sustainable Development.

8 Tesco’s business planning strategy is carried out using Tesco’s ‘steering wheel.’ The wheel has four quadrants - people, finance, operations and Customer quadrants. Each
quadrant is divided into segments. The customer quadrant is guided by ‘delivering every little help for the customers,’ the policy for the people quadrant is ‘delivering every little
help for our people,’ the aim of the operations quadrant is ‘better, simpler, cheaper - how we'll free up time and resources for customers and people’ and the finance quadrant is
guided by ‘we will deliver results if the other quadrants meet their targets.’ Each of the segments sets its own business priorities for the coming year.
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formed a part of the operations quadrant, in the ‘responsible and safe’ segment. KPlIs define the key deliverables to
achieve goals in each segment.

Tesco’s KPls were chosen basing on one or four of the four criteria namely customer priority, staff priority, business
critical and compliance with legislation or public policy. In 2003-2004, Tesco employed around 18 CSR KPIs. Every
year, Tesco set new KPIs. In March 2005, Tesco introduced new KPIs on healthy living, inclusivity and diversity. In
2007-2008, the KPIs increased to 23 (Exhibit IX). This enables the business operation and monitor on a balanced
basis with due regard for all stakeholders. The KPlIs progress is monitored by managers using traffic light approach, in
which, green indicates success in a target and red denotes a problem area. When KPIs are not on track, corrective
action is taken.

Exhibit IX
Key Performance Indicators 2007

Climate Change

KPI How we performed
Carbon To reduce CO2e emissions from our existing We achieved a 5.8% reduction
footprint stores and distribution centres by 5.5% in

the UK as part of our long-term commitment
to make a 50% reduction worldwide by 2020.

Vehicle To reduce the amount of CO2 used in our
efficiency distribution network per case delivered by 8%
in the UK as part of our long-term target to
make a 50% reduction worldwide by 2012.

Water To reduce water consumption per square
consumption | metre by 5%, as part of our long-term
commitment to reduce waterconsumption by
15% between 2006and 2009.

We have reduced emissions by
10.2% over the past year

We met our target of a 5%
reduction

Airfreight To restrict air transport to fewer than 1% of 0.68% of our products were

our products flown by air
Environment
Landfill To divert 75% of waste from landfill, as part 70% of our waste was diverted
avoidance of our long-term commitment to divert 80% from landfill

from landfill between 2006 and 2009.
Customer To double the amount of customer recycling 8.3 tonnes of waste a week was
recycling at sites where we introduce recycling units. recycled where we installed

recycling machines compared to
4 tonnes at existing facilities
We saved 1.29 billion bags, over
25% on a 12 week run-rate.

Carrier bags | Reduce carrier bags given out by 25% by
May 2008 compared with May 2006.

Our Suppliers

Nature’s To register all organic growers in countries
Choice prioritised for the first year of the three-year
programme as part of our target to ensure
all organic growers are registered to
Nature’s Choice by March 2010.

We registered 100% of organic
growers in prioritised countries

® > e O > & » 0

Contd...
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KPI

How we performed

To audit all organic suppliers in countries
prioritised for the first year of the three-year
programme as part of our target to ensure
100% of organic suppliers comply with
Nature’s Choice by March 2010.

We audited 76% of organic
suppliers in prioritised countries.
This was due in part to a number
of suppliers already being
audited to our gold standard as
suppliers of standard products
and were not therefore due for
audit this year.

Local To grow sales of local products by 30% A Sales increased by 70% to over
sourcing by March 2008. £400 million.

Supplier To monitor supplier relations through our 92% of our suppliers believed we
relations Supplier Viewpoint Survey. Over 90% were fair, trustworthy, reliable,

of our suppliers view us as being
trustworthy, reliable, consistent, clear,
helpful and fair.

>

consistent, clearand helpful.

Ethical Trading

Supply chain
labour
standards

To carry out independent ethical
assessments of 100% of our high-risk
own-brand suppliers.

We carried out independent
audits at 73% of our high risk
own-brand suppliers.

To train 100% of our high-risk
own-brand suppliers.

We trained 100% of high risk
own-brand suppliers.

To ensure all commercial teams have
received training on supply chain labour
standards.

All commercial teams received
training on supply chain labour
standards.

Customer Choice, Health and Nutrition

Healthy living | To deliver five half<price-offers on fruit We delivered at least five
and vegetables every week across at . half-price offers in an average of
least 500 stores. 760 stores.
Community Impact
Regeneration | To initiate'six regeneration partnership stores. We initiated six regeneration
. partnerships this year in
Gateshead, Southend, Paisley,
Hanley, Leigh Sports Village and
Kirkby .
Brownfield To develop 90% of our new stores on A 97.6% of our new stores were
sites brownfield sites. developed on brownfield sites.
Charitable To donate at least 1% of our pre-tax We gave 1.95% (£54.4 million)
giving profits to charities and good causes. A of pre-tax profits to charities and
good causes.
Computers To increase the cumulative value of We increased the cumulative
for schools computer equipment to schools to ‘ value of equipment given away
£118 million and the number of new to £118 million.
schools participating by 2,000.
Contd...
14 www.ibscdc.org
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Sports for To supply sports equipment and coaching We met our target to supply £9.5
schools and | to schools to the value of £9.5 million, million worth of equipment and
clubs and to increase the number of new coaching, and over 5,000 new
schools and clubs participating by 3,000. schools joined the scheme
Race for Life | To help recruit 800,000 women including We helped to raise £48 million in
24,000 Tesco staff to participate and help O sponsorship for Cancer
raise sponsorship to £60 million. Research UK, with 665,000
women including 21,641 Tesco
staff taking part.
Our People
Employee To exceed 80% retention of experienced 84.2% of our experienced staff
retention staff. A stayed with'us throughout
2007-2008.
Employee 95% of retail staff to be trained to bronze A 98.8% of our staff were trained to
training level. Bronze level.
75% of retail staff to be trained to silver A 92% of retail staff were trained to
level. Silver level.
Health and To reduce our reportable accident rate in We reduced our overall rate by a
safety the workplace by 10% between 2006 A further 6% this year and have
and 2009. already achieved a 14% fall over
the last two years.
Inclusivity No statistical difference by age, sex or There is no adverse statistical
and ethnicity in answer to the staff Viewpoint . difference in satisfaction for our
diversity survey question, ‘l enjoy working for Tesco'. over 45 year old, female or
black, Asian and minority ethnic
staff. There was a slight adverse
statistical difference in
satisfaction for our under 25 staff.
O Below target
B Close to target
o On target
A Above target
Source: “Corporate responsibility-review 2008”, http://www.tescoreports.com/crreview08/kpi/index.html

Husted ‘and de Jesus Salazar, argue that by taking a CSR strategic approach, corporates would increase
shareholder’s value, at the same time they comply with responsibilities/commitments to society and other stakeholders.
Some reviews say that CSR contributes to a firm’s reputation and profitability.

Based on regression analysis of profits and contribution for community projects, it is found that the contribution for
community plans has high positive correlation with profit and market share (Exhibit X). Tesco’s CSR initiatives have a
strong positive impact on its bottom line.

Tesco and its Competitors

Each of the UK’s top retailers has its own CSR approach and there are substantial variations in the nature,
content and extent of the reporting process. Most of the top 10 retailers are employing KPIs to measure and
benchmark their CSR achievements. The top retailers claim that CSR is an integral element of their core business.
While a majority produced dedicated CSR reports, some include CSR information in their annual reports and some
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Exhibit X
Regaression and Correlation Analysis

Regression between Contribution and profit before Taxes

Regression Statistics

Multiple R 0.97560897
R Square 0.95181285
Adjusted R Square 0.94810615
Standard Error 173.289354

Regression between Contribution and Sales Revenues

Regression Statistics

Multiple R 0.956271
R Square 0.914454
Adjusted R Square 0.907873
Standard Error 3712.449

Regression between Contribution and Market Share

Regression Statistics

Multiple R 0.936572

R Square 0.877167

Adjusted R Square 0.861812

Standard Error 1.222252
Prepared by the author

provided information on the company.website. Tesco, for example, in 2003/2004, produced a 38 page Corporate
Responsibility Review. From its initial publication'i.e., 2002/2003 to 2007/2008, every year the pages of disclosure
were increased (Exhibit XI). Tesco’s focus on CSR is growing year-by-year. From the content analysis, it can be
found that Tesco gives almost equal importance to its economic, social and environmental policies in its CSR
initiatives. There is also steadyrincrease in its CSR components particularly, in economic policy and practice.
Similarly titled reports produced by John Lewis, Marks & Spencer, and GUS were 39, 48 and 64 pages respectively.
Sainsbury provides aninteractive web-based report. Somerfield and Boots both allocate four pages of their annual
reports to CSR.

Marks & Spencer, for example, claims a strong tradition of CSR and sees it as integral to its business operations.
Sainsbury argues that CSR is an integral part of its brand. Here the company has six board level directors responsible
for individual CSR issues and the company’s head of public affairs and CSR leads a small team responsible for
coordinating and reporting on CSR policy. However, the overall CSR responsibility lies with the chief executive.

According to Peter Jones and David (2005), the retailers report on CSR issues under a variety of headings.
Sainsbury uses the following headings ‘Colleagues’, ‘Community’, ‘Customers’, ‘Environment’ and ‘Suppliers’, while
Marks & Spencer list ‘Sustainable raw materials’, ‘Responsible use of technology’, ‘Animal welfare’, ‘Ethical trading’
and ‘Community programmes’ as primary issues but also focuses briefly on ‘Products’, ‘People’ and ‘Places’.® Tesco
uses ‘Community’, ‘Customers’, ‘Environment’, ‘Economic’, ‘Social’, ‘Stakeholder Engagement’, ‘Suppliers’, etc.

Sainsbury, one of the founder members of the ETI, claims that as it broadens its supplier base, especially in
developing countries, it takes some responsibility for the welfare of employees, who produce the goods it sells and the

2 Peter Jones, Draphne Comfort and David Hillier, “Corporate Social responsibility and the UK's top ten retailers”, International Journal of Retail & Distribution Management, Vol.33
No.12, pp. 882-892, 2005

16 www.ibscdc.org

"D



CSR0056

Tesco’s Corporate Social Responsibility Initiatives

Exhibit XI
Content Analysis
Year of report | No. of Pages
2003 33
2004 38
2005 57
2006 72
2007 80

Tesco’s CSR Review Reports: Proportion of Pages Category-wise (2003-2007)

2003 2004 2005 2006 2007
Category of Proportion | No.of |Proportion No.of | Proportion | No.of |Proportion | No.of |Proportion | No.of
Disclosure\Year of Pages |Pages | ofPages | Pages | of Pages | Pages of Pages ' | Pages | of Pages |Pages
Total 100 33 100 38 100 57 100 72 100 80
content 3.030303 1| 2631579 1| 1.754386 1 1.388889 1 1.25 1
Introduction 6.060606 2 | 5.263158 2 | 5.263158 3 | 5.555556 4 5 4
Profile and Scope 6.060606 2 | 2631579 1| 1.754386 1 0 0 0 0
Strategy and Values 6.060606 2 0 0 0 0 11.11111 8 0 0
Managing Business 6.060606 2 | 5.263158 2 8.77193 5 | 8333333 6 15 12
Business Practices 6.060606 2 0 0 0 0 | 8.333333 6 0
Economic Policy and 1212121 4 | 21.05263 8 | 21.05263 12 | 1944444 14 25 20
Practice
Social Policy 30.30303 10 | 21.05263 8 24.5614 14 | 2222222 16 25 20
Environmental Policy | 24.24242 8 4 26.31579 10 24.5614 14 | 2222222 16 25 20
Listening 0 0 | 10.52632 4 8.77193 5 0 0 0 0
KPls 0 0.] 5.263158 2| 3508772 2 | 1.388889 1 3.75 3
100%
0

0% KPlIs

80% B Listening

70% 8 Environmental Policy

60% o Social Policy

50% = Economic Policy and Practice

Business Practices
40% . .
o Managing Business
30%
Strategy and Values
20% Profile and Scope
10% = |ntroduction
0% = Content
2003 2004 2005 2006 2007

Compiled by the author
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society in general. The company emphasised on principles like fair trade, protection of children, health and safety,
equal opportunities, freedom of association, freedom of employment and hours of work, and wages.

The large food retailers have reported on their response to concerns about Genetically Modified (GM) foods, food
scares such as BSE and Listeria, the use of pesticides and heavy metals, and the growing consumer demand for
organic products.

Few retailers reported on their commitment to animal welfare. Marks & Spencer emphasises that its customers
believe that upholding good standards of animal welfare is important. The company had been selling only free range
eggs since 1997. In 2002, it became the first major UK food retailer to use only free range eggs in all its food products.
It has introduced a lower protein diet and slower maturation regime for all its chicken production.

In a similar vein, Sainsbury stresses that its customers have every right to be completely confident that meat sold
for animals in its stores was well treated. More specifically, the company looks to guarantee that the Five Freedoms —
freedom from hunger and thirst, from discomfort, from disease and injury, from fear and distress and the freedom to
express normal behaviour — are achieved both within and outside the UK.

A strong commitment to customers that includes listening to customers, services for disabled customers, healthy
living and data protection is also widely reported by the top 10 retailers. Retailers.emphasise the importance of
listening to their customers. Sainsbury provides facilities to aid disabled shoppers. These include wide aisle checkouts,
disabled toilets, dedicated car parking spaces, electric shopping scooters and-hearing loops and a home shopping
service, available to 72% of the population in 82 stores.

Boots, another retailer, reports its measures in going beyond the Stage Three demands of the Disability Discrimination
Act enforced in October 2004. It made all its service provisions fully accessible to all customers. Staff in all Boots
stores has completed extensive disability awareness training, designed to help them learn modify their usual behaviour
when dealing with disabled customers. Data protection is another reporting issue in retailing. Sainsbury reports that it
does not provide customers’ personal information to third parties without their prior permission.

Top retailers also report on their commitment to employees, saying that caring for staff is essential to their success.
They illustrate this commitment in various ways including remuneration and benefits; training and development; equality
and diversity; health and safety; recruitment; retirement; and work-life balance. Sainsbury provides a range of different
types of training including courses, jobrshadowing, mentoring, qualifications and self-development books and videos.
Allemployees have access to ‘Learning@Sainsbury’s’ via the company Intranet and this offers information on ‘Sainsbury’s
Behaviours, Operational Training’ and the company’s programme of qualifications and learning library.

All said and done, the major issue is their charitable contributions to local and national organisations. Although all
the retailers are involved in CSR, Tesco has an edge over others by its vast contributions to community projects and
other initiatives. The.contribution for community plans and sales revenues are highly correlated. But with the market
share, the correlationis not that-high. However, compared with its competitors, Tesco’s market share has increased
significantly, giving it a competitive advantage over others. Among the competitive advantages given by Justin Keeble?,
Tesco got the following CSR benefits: Reputation management and financial performance. Hence, Tesco’s CSR initiatives
have improved competitiveness, market position and profitability.

Tesco’s community plans and KPIs are unique to each store and region. In each country, where it operates, Tesco has
launched unique community projects, based on local needs but within the company policies. As Mark Palmer put it, “...in
international markets and emerging markets in particular, Tesco embarked on a public relation campaign that would
attempt to influence important regulatory decisions in their favour. In marked contrast to the early phase of development,
Tesco noticeably changed by becoming proactive in enhancing their credibility and reputation in new markets with national
and local governments as well as providing new opportunities for local suppliers to export produce.”? In principle, Tesco
believed that a competitive advantage rests more on the outcomes of learning to improve local merchandising methods,
systems and processes than simply on cost advantage in the distribution of standardised goods.

2t Justin Keeble, “Capitalizing on the Competitive Advantages Afforded by CSR", Business and the Environment, Aspen Publishers, Vol.15, No.1, 2004
2 Mark Palmer, “Lessons learned from the world’s best retailers”, International Journal of Retail Distribution Management, Vol. 33 No. 1, pp. 23-48, 2005
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Philip Clarke, international director, Tesco (2006) says, “We have taken a significant step forward in strengthening
our approach to corporate responsibility throughout our international businesses. .... Our approach varies by country
but there are broad themes, which are important globally. For example, the expectation that we will create jobs, treat
our suppliers fairly, reduce our impact on the environment and support good causes. Our international corporate
responsibility KPls demonstrate that we are committed to monitoring our impact and improving our performance — in
each of the countries we operate in.”? In all its locations, Tesco tries positive social impact on Society. Its CSR initiatives
are from both local needs and the company’s policies.

Conclusion

Through its commitment towards society, Tesco has ensured that CSR is an integral element of its core business. The
underlying argument here is that Tesco believes that long-term economic viability is in the interests of all stakeholders and
that by integrating CSR into its businesses, it will be better placed to provide long-term growth and financial security for
those stakeholders and also to maintain and enhance its market position. Few experts opine that CSR has benefited
Tesco significantly. At the operational level also, business imperatives seem to be the drivers of CSR. Thus, while many
of the environmental initiatives addressed in the CSR reports are designed to reduce energy use and waste generation.
It also reduced costs. In a similar vein, social issues focussing upon good working‘environment conditions, health and
safety at work and training and management development promoted stability, security and efficiency in the workforce.

2 “Tesco Corporate responsibility review 2006", http://www.investis.com/tesco/ar/pdfs/Tesco_CRR_2006_Full_1.pdf
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