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[bookmark: _Toc226799270]1. Introduction
Financial ratio analysis is common in analysing financial performance/sustainability of organisations. It helps the stakeholders to determine the profitability, liquidity, efficiency and financial risks by comparing financial statements between various accounting periods. An organisation is able to determine business performance trends, strength and weaknesses by comparing the financial ratios. This strategy assists management to make strategic decisions effectively as well as enhance efficiency in operations (Kulshrestha, 2022). This report carries out financial Analysis of Tesco plc in terms of ratio analysis of the financial years 2024 and 2025. Tesco Plc is a large corporation based in United Kingdom and deals with supermarkets, convenience stores and online retail businesses. The business finds itself in a competitive retail market where extra-financial performance is determined by price, effectiveness of supply chain, inflation and consumer behaviour. The report analyses the profitability, liquidity, efficiency and gearing ratios of Tesco. These ratios are examined to find out the performance of the company in the two years. Moreover, the report finds causal factors behind changing performance and recommends on actions to be taken to enhance financial sustainability. Lastly, the report wraps up the process by outlining how ratio analysis helped companies in evaluating financial and the main findings.
[bookmark: _crmichyvua3q][bookmark: _Toc226799271]2. Company Overview – Tesco Plc
Tesco Plc is a United Kingdom based multi-national retail company. The organisation operates in several countries and deals with the groceries, clothes, electricity and financial services. Tesco has also taken a customer-driven strategy that has been complemented by application of digital innovations and good supply chain management. Sainsbury, Aldi and Asda are considered to be the key players in the retail industry as it is a competitive industry. Tesco financial performance is influenced by the competitive forces in the market, the cost inflation and consumer spending trends. In order to remain market leaders, the firm continues to invest in online retail, sustainability of its operations, and efficiency of operations. Analysis of Tesco financial ratios will allow estimating the efficiency of the company, which uses and earns money. It further provides a concept of the financial sustainability and ability of the company to compete on the retail market (Tescoplc.com 2024).
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	Ratio
	2024
	2025
	Change

	Gross Profit Margin
	7.11%
	7.22%
	Increase

	Net Profit Margin
	1.75%
	2.33%
	Increase

	Return on Capital Employed
	36.17%
	40.47%
	Increase


Table 1: Profitability Ratios
(Source: Created by Author)
Profitability ratios gauge the capability of Tesco to make profits out of its operations. The gross profit margin increased slightly from 7.11% in 2024 to 7.22% in 2025. Such an improvement indicates that Tesco was able to manage its cost of sales better. The growth can be attributed to the fact that it negotiated better start-ups with suppliers, handled its inventory better or started having strategic prices. An increase in the gross profit margin is a sign of the better performance and management of costs. The net profit margin was also raised by 1.75% up to 2.33%. This shows that Tesco is better than it was before taking into consideration operating expenses, tax and interest. The growth can be related to the enhanced performance in sales, controlling costs or efficiency in operations. Increased net profit margins prove to be better financially and sustainability wise. Return on Capital Employed (ROCE) rose by great magnitude to 40.47 vs. 36.17%. This shows that Tesco was more capable to make more profits off the capital invested in the business. The fact that ROCE is high implies that you possess an efficient utilisation of assets and efficient management decisions. This increment reflects the capability of Tesco to maximise returns and enhance the financial performance (Islam, 2025). In general, Tesco has made positive strides in profitability in 2025, which means it has high operational effectiveness and reduced cost control.
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	Ratio
	2024
	2025
	Change

	Current Ratio
	4.30
	1.78
	Decrease

	Quick Ratio
	3.61
	1.23
	Decrease


Table 2: Liquidity Ratios
(Source: Created by Author)
The liquidity ratios will testify Tesco as per their meeting short term financial commitments. The current ratio decreased from 4.30 in 2024 to 1.78 in 2025. This is a considerable dip, although the ratio is still over 1 meaning that Tesco is still able to cover short-term liabilities. The falling can be an indication of increased current liabilities or reduced current assets. The quick ratio also fell up to 1.23 as compared to 3.61. This means that Tesco was less solvent on its assets to finance its short term obligations. But, the low liquidity ratios are normally exercised by retail businesses, because of high cash flow of daily sales. This way it is not only an indication of financial weakness that the decline has been brought out. Its liquidity is also declining and this might also imply that Tesco was either investing more in its operations, growth or inventory. It will justify the liquidity in the short-term, and, on the other hand, may boost the long-term profitability and sustainability. Thus, the liquidity status of Tesco is still satisfactory in the parameters of the retailing industry (Olarewaju et al. 2024).
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	Ratio
	2024
	2025
	Change

	Inventory Turnover
	47.69
	46.39
	Slight Decrease

	Receivables Collection Period
	7.41 days
	7.14 days
	Improvement

	Payables Payment Period
	59.85 days
	59.15 days
	Slight Decrease


Table 3: Efficiency Ratios
(Source: Created by Author)
Efficiency ratios compare their efficiency in using Tesco resources to management. Inventory turnover went down a notch to 46.39 as compared to 47.69. This means that Tesco sold inventory at a slower rate in 2025. However, even the drop is irrelevant, and it is an indicator of a good inventory management. Efficient inventory is economical regarding storage, and increases profitability. There was an improvement of 7.41 days to 7.14 days between the receivables collection time. This implies that Tesco collected payments a bit quicker in 2025. The period of receivables is low as Tesco is predominantly cash-based business. This is an improvement on good cash flow and its effective credit management. The payables payment period slightly decreased and was 59.85 to 59.15 days. This shows that Tesco had a quicker payment to suppliers. It may reduce the cash available but by paying suppliers in advance, one can have better relations with suppliers, and there is increased stability to the supply chain. Overall, Tesco was rather efficient in both years in its operations (Meng, 2024).
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	Ratio
	2024
	2025
	Change

	Debt to Equity Ratio
	1.27
	1.26
	Slight Decrease

	Interest Coverage Ratio
	3.50
	3.63
	Increase


Table 4: Gearing Ratios
(Source: Created by Author)
The gearing ratios determine the financial risk and capital structure of Tesco. The debt to equity ratio has gone down a bit by 1.27 to 1.26. This means that Tesco will be less dependent on debt financing. Smaller gearing provides less financial risk to investors and increases the financial stability. The interest for coverage ratio went up by 3.50 to 3.63. This means that Tesco enhanced its capacity to pay out the interest payments. An interest coverage ratio of a greater magnitude indicates good financial health and minimized financial risk. These enhancements indicate that Tesco enhanced its financial stability and sustainability (Izadi et al. 2025).
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Based on the financial analysis, Tesco Plc should embark on a series of strategic actions that will take place towards a better financial sustainability and long term performance. To begin with, Tesco needs to intensify the liquidity management through enhanced efficiency of working capital. This can be through closely monitoring of current liabilities, ensuring that current inventory is kept at its optimum level and better cash flow forecasting. By having a good liquidity management strategy, Tesco will be well positioned to endure in the market and be in a position to adapt to the uncertainty in the market (Anoop, 2024). Second, Tesco must further enhance inventory management using the advanced systems of data analytics and demand forecasting. Analysing customer purchase trends, Tesco will have a possibility to decrease the surplus and decrease storage expenses. Enhanced inventory management will improve management efficiency and boost profitability. This may also be supplemented by working on the relationship with suppliers and negotiating good terms of credit, which will also have an improved working capital management. Third, Tesco would need to uphold high cost control items including cutting down the operation costs and enhancing the supply chain efficiency. The cost of labour could be lowered as a result of investing in automation and digital transformation to enhance productivity. In addition, Tesco needs to ease up on using the debt financial to cushion itself by cutting down on debt financing gradually to reduce financial risk and improve gearing ratios. Lastly, by broadening its online retail operations and investment in sustainability efforts, Tesco will be able to increase customer satisfaction and help the company grow long-term in a competitive retail market (Roy, 2024).
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This report used ratio analysis to analyse Tesco plc financial performance of 2024 and 2025. The results show there is better profitability, stable efficiency and financial risk is minimized. Despite decreasing liquidity ratios, Tesco remained in a decent financial status. Ratio analysis was helpful in determining important strengths and weaknesses of the Tesco financial performance. On the whole, Tesco was able to show good financial results and sustainable development. Using the recommendation will enable Tesco to become financially sustainable and in a competitive edge.
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