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[bookmark: _Toc180075688]Introduction
[bookmark: _Int_UmDVPP5P][bookmark: _Int_qFdCaSHa][bookmark: _Int_5Bsw5Yl9][bookmark: _Int_k33pb82B][bookmark: _Int_p7J9iS2O]Corporate governance encompasses the rules, practices, and processes by which an organization is controlled and directed with the aim of ensuring accountability, fairness, and transparency to all its stakeholders, including shareholders, management, and regulators (Karsono, 2023). In modern times, great corporate governance is in support of firm performance through a more operationally efficient way of minimizing risks and further aligning management interests to be more concomitant with shareholder interests. This report is focused on Tesco Plc, one of the large retailers from the UK listed on the London Stock Exchange. The implementation of good governance practices by Tesco is highly relevant given the context of a competitive retail landscape. More particularly, during the last five years, numerous reforms have been introduced by the company, either because of regulatory reforms or demands by engaged stakeholders and demonstrated that it adopts robust standards of governance. The report will focus on analyzing how Tesco's corporate governance has influenced its financial performance from 2019 to 2023 through the critical variables of board composition and executive compensation, among other measures of financial performance, such as revenue growth and return on equity. The conclusion will highlight findings with empirical data and recommendations concerning the effectiveness of Tesco's governance model.


















[bookmark: _Toc180075689]Importance of Corporate Governance Practices
[bookmark: _Int_IAiwKcMD]The framework for directing a company and balancing its stakeholders' interests cannot exist without corporate governance policies. The stakeholders include shareholders, management, customers, suppliers, financiers, government, and the community (Pererva et al., 2021). Strong corporate governance is one of the most vital ingredients for any UK-listed company, and even more so for a retailer. The retailers are essentially in a hyper-competitive environment wherein customer trust, operational efficiency, and compliance with regulations matter most; this is where corporate governance ensures financial integrity, builds resilience against market volatility, and meets evolving consumer expectations (Dang, Nguyen, and Pervan, 2020). Tesco Plc constantly aligned its governance practices with the UK Corporate Governance Code. An example would be the Tesco board, which is comprised of a mix of executive and non-executive directors who offer wide representation during decision-making. The independence corresponds with the United Kingdom Corporate Governance Code, especially concerning the provision of needed effectiveness in supervising executive management (Larcker and Tayan, 2020).
[bookmark: _Int_vFJLbu50][bookmark: _Int_FC1cf45s][bookmark: _Int_SYXB7K9p][bookmark: _Int_g3RW0usu]A number of governance initiatives at Tesco include a recently announced plan for CEO succession. In the position, Dave Lewis was succeeded by a new addition, Ken Murphy, as chief executive officer. The transition was relatively transparent and considered best practice for governance. Good corporate governance continues to gain the stakeholders' confidence in several ways: for example, it can portray that the company embraces the values of transparency and ethical management (Janning, Khlif, and Ingley, 2020). Therefore, through good governance practices, Tesco has managed to establish itself as a leading company in responsible corporate management, enabling further success in the UK retail market.












[bookmark: _Toc180075690]Corporate Governance Variables Identified
[bookmark: _Int_AFq44TpF][bookmark: _Int_PB8cO2vb]In the last five years, Tesco Plc's corporate governance practices have been aimed at ensuring that high governance standards are realized, enabling it to achieve its long-term vision. The noteworthy listing of the depth and reach of Tesco's governance structure underlies potent aspects such as board independence, risk management, executive liability, and shareholder involvement.
[bookmark: _Toc180075691]Board Composition and Structure
Tesco’s board has supported a balanced composition of executive and non-executive directors, with a steady focus on board independence. Over the five-year period (2019-2023), the board typically included 12 to 14 members, of which more than 60% were independent non-executive directors. This balance ensures effective oversight and reduces the risk of conflicts of interest (Harkin, Mare, and Crook, 2019). Moreover, Tesco has increased diversity in its board appointments, focusing on gender and professional diversity to align with modern corporate governance expectations. In 2023, Tesco's board was composed of over 40% female directors, reflecting its commitment to inclusivity and diverse decision-making perspectives (Tesco, 2023).
[bookmark: _Toc180075692]Audit Committee Performance
[bookmark: _Int_w9v0Qcio][bookmark: _Int_idW2drPb]The audit committee of Tesco has played a vital role in ensuring that the company remains intact in terms of financials. The committee is responsible for ensuring internal controls, financial reporting, and risk management (Tapang, 2023). Over the last five years, the audit committee has met on multiple occasions; hence, that frequency varied from 4-7 times per year on average a proactive stance toward addressing the potential associated risks and meeting the related regulatory standards. It cooperates with external auditors to scrutinize Tesco's financial statements and ensures there is transparency in reporting.
[bookmark: _Toc180075693]Policies of Executive Remuneration
[bookmark: _Int_bpF9cMMw][bookmark: _Int_SByNsD00]Tesco's policies on executive remuneration are directed at aligning top management interests with those of the creation of long-term shareholder value (Sarhan and Al-Najjar, 2022). In this five-year period, the company has secured its executives' bonus schemes and share options to key financial performance indicators such as earnings per share and return on equity. The compensation of executives, for example, that of the chief executive officer, has shown incremental increases that are consistent with those of the company, including both short-term incentives economic bonuses and long-term rewards share options.





[bookmark: _Toc180075694]Shareholder Rights and Engagement
The company develops a close relationship with its shareholders by encouraging them to be actively involved through transparency in communication and involvement in governance matters. This ensures that its shareholders get involved in the decision-making process, particularly through notices in AGMs, voting rights, and distributions related to dividends (Androniceanu, 2021). These governance practices align closely with Tesco’s mission of "serving shoppers a little better every day" through ethical leadership, financial prudence, and stakeholder inclusivity (Tesco, 2024).


























[bookmark: _Toc180075695]Relationship between Corporate Governance Practices and Financial Performance
Over the last five years (2019-2023), Tesco’s financial performance has proved resilience and improved based on its leading macro-corporate governance structure.

[bookmark: _Toc180073797]Figure 1: 5-Year Revenue, Operating Profits and Share Prices

            Revenue has grown from 31.9 billion pounds in 2019 to 34.1 billion pounds in 2023, at two major market disruptions: the COVID-19 pandemic and increased inflation. Operating profit was volatile, reaching a high of £1.48 billion in 2023 from a low of £736 million in 2022 (Tesco, 2024).
Similarly, the ROE of Tesco has also been volatile but robust, reaching 13% in 2023, while earnings per share increased from 3.31 pence in 2019 to £12.83 pence in 2023 (Tesco, 2024).







[bookmark: _Toc180075696]ROE % and EPS% (Pence) from 2019-2023

[bookmark: _Toc180073798]Figure 2: ROE (%) and EPS (pence) from 2019-2023

          This indicates improved profitability and value for shareholders. According to Manu et al. (2019), governance standards increased investor confidence, and this performance was reflected in the share price of the firm, which had an upward trend.



















[bookmark: _Toc180075697]Board Structure and Performance
Board diversity and independence have played a critical role in maintaining profitability Tesco.


[bookmark: _Toc180073799]Figure 3: Independent Directors

           Since 2019 to 2023, Tesco also steadily increased its independent directors from 58% in 2019 to 65% in 2023. This includes the rise in female directors from a low 30% in 2018 to 42% in 2023. The good representation of these independent voices on the board has been able to enhance its oversight role, through which better decision-making is derived (Endrikat et al., 2020). Board independence in Tesco has achieved consistent profitability because independent directors are pressed for better cost control and strategic initiatives. For example, the cost-cutting measures propelled by proactive management from the board allowed it to cushion against losses created by adversity, such as the pandemic and increased operational costs in 2022. According to Rejeb, Berraies, and Talbi (2019), diversity in the composition of the board promoted innovative thinking that put the firm in a position to adapt to changing markets towards online shopping.









[bookmark: _Toc180075698]Remuneration and Incentives
Tesco's policy on the remuneration of executives, where compensation is tied closely with financial performance, has been instrumental in the drive of management for long-term success. In the last five years, the chief executive compensation has risen yearly due to the successive attainment of key performance indicators such as EPS and ROE. The reason is that, for instance, in 2023, a package of £1.7 million was present for the chief executive officers, besides considerable bonuses related to the hike in EPS by 16.8% and ROE by 13%.


[bookmark: _Toc180073800]Figure 4: 5-year trend for CEO compensation, EPS and ROE

           This shows the great and positive association between pay and remuneration of executives and performance. This response, once aligned, provides a great incentive for the executives to put immense stress on shareholder interests by directing resources toward profitability and stock performance (Rehman et al., 2021). Moreover, issuing long-term share options ensured that Tesco's management would be oriented to long-term results rather than short-term gains, which is reflected in its stable financial performance.



[bookmark: _Toc180075699]Audit and Risk Management
Tesco's audit committee has ensured good risk management and internal controls for Tesco, factors that have directly contributed to the financial stability of the company. The committee ensured staunch vigilance in reporting and compliance matters and identified and mitigated various instrumental risks during the pandemic period, a time when Tesco went through a torrid time on the operational front. By closely monitoring the financial position of the firm, the audit committee made decisions on an informed, fact-based basis when necessary to help overcome such volatile market conditions (Garad, Rahmawati, and Pratolo, 2021). For instance, Tesco's risk management strategies have allowed the company to cut down on operational costs and improve the efficiency of its supply chains while maintaining profitability for both the 2020 and 2022 economic downturns. The proactive risk oversight has also protected the firm from major income losses, as reflected in its rapid recovery to realize strong profits in 2023.
[bookmark: _Toc180075700]Governance Practices and Financial Performance
Different barometers can explain the level of association between the corporate governance practices of Tesco and the resulting financial performances recorded. The robust composition and structure of the respective board, together with the performance-based remunerations to executives, have served to directly impact the profitability of the company, as evidenced by the surging values of EPS and ROE, respectively. This indeed reflects the tremendous contribution of governance toward financial outcomes, especially the financial improvement of Tesco in revenue growth, operating profit, and shareholder return.














[bookmark: _Toc180075701]Conclusion
Tesco's governance practices have driven its financial performance over the last five years through strong, independent, and diverse board practice, aligning executive pay with results, and having rigorous management of risk. The outcome of strong profitability and revenue growth, delivering value to shareholders, has been underpinned by board independence and performance-linked pay. It should also further enhance its governance in interest and diversification of the board composition and engage its shareholders effectively. This can provide Tesco with more innovative decision-making and increased investor confidence. At the end, long-term competitiveness and success will be a continued allegiance to good corporate governance.
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5-year trend for CEO compensation, EPS and ROE

CEO Compensation (£m)	2019	2020	2021	2022	2023	1.35	1.45	1.5	1.6	1.7	EPS (pence)	2019	2020	2021	2022	2023	3.31	4.72	10.7	3.44	12.83	ROE (%)	2019	2020	2021	2022	2023	9.5000000000000001E-2	0.10199999999999999	0.121	0.115	0.13	
Compensation/EPS Amount


ROE




5-Year Revenue, Operating profits and Share Prices
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ROE (%) and EPS (pence) from 2019-2023
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