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Introduction
The purpose of this report is to calculate and interpret six financial ratios to evaluate Tesco’s financial performance over the two-year period. These ratios include gross profit margin, net profit margin, current ratio, quick ratio, inventory turnover, and return on capital employed (ROCE). The analysis will also identify reasons for changes in performance and provide recommendations to help Tesco improve financial performance and sustainability in the future.
Investors, managers, and other stakeholders use financial statement analysis as a crucial tool to evaluate a company's stability and financial success. Ratio analysis, which calculates connections between various financial statement information to assess profitability, (ACCA - https://www.accaglobal.com, n.d.-b) efficiency, liquidity, and reliability, is one of the most used methods in financial analysis 
Using financial accounts from two consecutive years of operation, 2023 and 2024, this research examines Tesco PLC's financial performance. Tesco is the biggest supermarket retailer in the UK and has operations in worldwide markets, banking, online services, and grocery shopping. The company has a solid foothold in the competitive UK grocery market and serves millions of customers per week (Topic: Tesco PLC, 2025).


Financial Overview
Tesco's 2023 and 2024 annual financial statements provided the financial data used in this research
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Ratio Analysis

1.Gross Profit Margin
Formula:
Percentage ÷ Revenue Profit×100
2024= (4,853 ÷ 68,187) × 100 = 7.12%
2023= (3,361 ÷ 65,322) × 100 = 5.15%

The gross profit margin improved to 7.12% in 2024 from 5.15% in 2023. This shows how Tesco improved its profitability through reduced cost of sales, more profitable pricing, or improved cost control.

2.Net Profit Margin
Net profit ÷ Revenue × 100
2024= (1,192 ÷ 68,187) × 100 = 1.75%
2023= (736 ÷ 65,322) × 100 = 1.13%

The net profit margin grew to 1.75% from 1.13%. Tesco's overall earnings increased as a result. But because of fierce competition and high operational costs, the margin is still low, which is typical in retail.

3. ROCE
Operating Profit÷ Capital Employed x100
15,032 – 3,978 = 11,054
2024= (2,821 ÷ 11,054) × 100 = 25.5%
2023=13,615 – 4,021 = 9,594
ROCE = (2,630 ÷ 9,594) × 100 = 27.4%

Tesco earned a 25.5% return on the capital invested in the company. This shows good overall performance and successful use of long-term funding.

4.Current Ratio 
Current Assets ÷ Current Liabilities
2024= 11,985 ÷ 3,978 = 3.01:1
2023= 10,812 ÷ 4,021 = 2.69:1
For every £1 in current liabilities, Tesco has £3.01 in current assets. It indicates a solid level of liquidity and the ability to fulfil immediate demands.

5. Liquid assets
Current Assets-Inventory-current liabilities
2024= (11,985 – 2,339) ÷ 3,978
= 9,646 ÷ 3,978
= 2.43:1
2023= (10,812 – 2,145) ÷ 4,021
= 8,667 ÷ 4,021
= 2.15:1
For every £1 in current liabilities, Tesco has £2.43 in liquid assets. This shows the business can settle its immediate debts without having to sell inventory.

6.Inventory
Inventory ÷ cost of sales x 365
2024= (2,339 ÷ 61,516) × 365 = 14 days

2023= (2,145 ÷ 61,961) × 365 = 13 days
Tesco sells their stocks in about 14 days. This suggests good stock management, which is essential in the grocery sector since a lot of the products are expiring.

Additional Analysis of Ratios
It is important to remember that even if calculated ratios offer useful data on Tesco's financial performance, they must be viewed in relation to retail. Compared to other businesses, supermarkets like Tesco PLC usually have lower profit margins and lower liquidity ratios. This is a result of their dependence on large sales volumes, fast inventory turnover, and advantageous supplier credit terms. (PitchGrade, 2025). 
For example-Liquidity ratios like the current ratio and quick ratio, for instance, may seem high, but big traders frequently run smoothly with lower ratios because of how quickly they turn inventory into cash. As a result, these ratios need to be compared to industry norms rather than being considered in isolation. (ACCA - https://www.accaglobal.com, n.d.-b).
Similarly, despite improvements, profitability data like gross and net profit margins are still quite low. This shows the fierce competition in the supermarket industry, where companies must maintain low costs to draw clients. Because of this, even modest increases in margins can have a big effect on total profitability. (Hardings, n.d.).
Tesco's performance is further revealed by the inventory turnover ratio. Strong operational performance and successful inventory management are demonstrated by selling stock in about 14 days. This is especially crucial in the food retail industry since perishable goods need to be turned over quickly to reduce waste and maximise freshness. (Hills, 2025). 
In general, these ratios show that Tesco is functioning well in the context of its industry. But the report additionally stresses how crucial it is to take industry features and financial data into account when reviewing success. Ratios by themselves could provide an inaccurate picture of a company's financial health in the absence of this context. (StrategicLeadersConsulting, 2025).


Efficiency Insight

Tesco may have lowered its cost of sales or improved its pricing tactics based on the rise in gross margin. Better management of administrative costs is reflected by the increase in operating margin.


Overall Performance Comparison

Between 2023 and 2024, the company clearly improved

· Revenue grew steadily.
· Ratios of profitability increased.
· Strong liquidity continued.
· Efficiency continued to be high.

Cost pressures may still be present, however, given the very low net profit margin and rising financing expenses. This highlights how crucial it is to strike a balance between cost reduction and growth (How to Balance Cost-Cutting With Growth | ExpenseIn, n.d.).


Reasons for Changes in Financial Performance

Several factors explain Tesco’s financial performance between 2023 and 2024.
Improved Cost Management
The company's improved cost of sales is shown by the rise in gross profit margin. Better supplier agreements increased operational effectiveness, or economies of scale could be the cause of this.
Revenue Growth
Tesco’s revenue increased from £65.76 billion to £68.19 billion. This growth was driven by strong UK sales performance and increased customer demand. Tesco’s focus on providing competitive prices and improving product quality has helped the company attract and retain customers.
Cost Management
The company has implemented several cost reduction initiatives, including supply chain optimisation and operational efficiency programmes. These measures have helped Tesco control costs and improve profit margins.
Customer Loyalty Programmes
Tesco’s Clubcard loyalty programme plays a key role in encouraging repeat purchases and strengthening customer relationships. The programme provides personalised discounts and rewards, which helps Tesco maintain strong customer engagement.
Market Competition
Tesco competes in a highly competitive retail environment despite positive developments. Price-conscious customers are still drawn to discount stores like Aldi and Lidl. Tesco's ability to raise prices and profit margins is constrained by this fierce competition (Contributor, 2025).



Recommendations for Future Financial Improvement

Tesco can improve its financial performance and sustainability going forward through implementing a few recommendations.

Expand Digital and Online Retail
Tesco should keep investing digital platforms and online grocery services. Improving delivery systems could boost sales and market share as online shopping has expanded significantly in recent years.

Improve Supply Chain Technology
Automation, which is data analytics, and logistics technology investments can save operating costs and improve supply chain efficiency. Tesco can also manage its inventory more successfully with better forecasting.


Increase Sustainability Initiatives
Tesco should keep focusing on sustainable projects including cutting carbon emissions, increasing recycling, and decreasing food waste. Sustainable business practices can draw in eco-aware customers while strengthening a brand's reputation.
.
Conclusion

In conclusion, Tesco PLC's financial ratio study demonstrates that between 2023 and 2024, the company's overall performance improved. Higher gross and net profit margins, which show improved cost control and operational efficiency, indicate higher profitability. (Tesco (LON:TSCO) Financial Ratios, n.d.).
Despite these improvements, the net profit margin is still very low, which is evidence of the retail industry's ongoing competitive challenges. Furthermore, the low drop in ROCE indicates that capital is not being utilised as effectively as it may be, pointing to a potential area for development (Accountancy, 2025).
Both the current and quick ratios show that Tesco can easily satisfy its short-term obligations, demonstrating the company's continued excellent liquidity position. This lowers financial risk, but it could also suggest that some assets aren't being used to their full potential (Risk and Returns, 2026).
Additionally, the inventory turnover ratio shows that Tesco is still managing its stock successfully, which is important in the grocery industry because products are perishable. (Tesco Inventory Turnover Ratio 2018-2025 | TSCDY, n.d.).
Tesco's financial situation is solid overall. However, the business should concentrate on increasing capital efficiency, keeping costs under control, and staying flexible to competitive market conditions to guarantee long-term viability and increased performance (Ansari, 2024).
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The notes on pages 13410 203 form partof these financial tatements.




