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1.0. [bookmark: _Toc51356187]Introduction
The report will be focused on the financial performance analysis of the stock exchange company and its competitors in the several aspects including the profit margin, solvency position, efficiency and the leverages position. The company’s position in comparison with the competitors under the same industry will help in showing the efficiency position of the firm and whether the company is performing under the average position or above the average position. The investment appraisals techniques for the two different projects will be shown and which project will be selected by the company that will be shown based on the profitability capacity of the project. 
2.0. [bookmark: _Toc51356188]Part A
2.1. [bookmark: _Toc51356189]Brief history of Tesco Plc
In this report, the Tesco Plc has been selected for the analysis, within the UK economy, the Tesco Plc has been performed under the retail industry. Tesco Plc is the global grocery and general merchandise retailer and it headquarter has been located in Cheshunt, United Kingdom. Tesco Plc is the third largest retail company based on the revenue margin after the Wal Mart and Carrefour and based on the profit margin, Tesco Plc is the second largest in the retail industry that is after Wal Mart. The company has been operated in 14 countries across Asia, North America and Europe and in UK, it has 30% market share only in UK. The firm has also expanded its operations in Malaysia, Thailand and Ireland.   The Tesco Plc has several competitors under the retail industry in UK which includes the Sainsbury, ASDA, Morrison’s’, etc which are called the big four grocery firms in UK. In the year 2018, the Tesco Plc has launched the National Charity Partnership by bringing together three leading health charities like Cancer research UK, Diabetes UK and British Heart Foundation. The company’s mission is to focus on the customers satisfaction through creating values for their customers to earn customers’ lifetime loyalty (Guo and Wang, 2019). The vision of the company is growing company with the innovation through satisfying the customers by providing the quality and valued services and products and satisfying their eminent employees. The firm will also focus on the sustainable development and the growth through enhancing the activities in large scale by capturing the maximum number of customers under the retail and groceries industry. The company has been maintained efficient suppliers base through merging with Booker and the alliances with the Carrefour will also show the new opportunities for the growth. This will help in enhancing the strategies of joint purchasing of own brand products and goods and which will not for the resale purposes. The company’s group sales have been showing 56883 million out of which the 79% of sales have been captured by the UK, 11% has been captured by the Central Europe, 8% has been captured by Asia and the rest of 2% are from the Tesco Bank (tescoplc, 2020). The operating profit of 1537 million pounds have been earned by the company by capturing the maximum number of customers. The company has been effectually capable of building a close relationship with the suppliers’ partners to provide its’ customers the quality and the best products and services that will make them the leaders under the retail and groceries industry. The company has been focused on the employee’s satisfaction through initiating the sustainable development by maintaining the ethical practices among the employees and the managers within the organisation. The company has also been focused on the stakeholder’s value through providing them the higher level of dividends and the company has also been initiated the reinvestments plan for the stakeholders to build the efficient capital structure within the organisation (Awadari and Kanwal, 2019). Tesco Pc has been generated 9-billion-pound cash from its operations and the company has been abled enough in reducing its operating costs by 1.5 billion pounds through which the company can enhance its profitability margin for the long run period.
3.0. [bookmark: _Toc51356190]Part B
3.1. [bookmark: _Toc51356191]Calculation of key financial ratios for last 5 financial years
Under the ratio analysis of Tesco Plc, five segments have been selected for the analysis of the financial position and the performance of the company under the retail and groceries industry. Under the five financial segments, the profit margin, efficiency level of the Tesco Plc, investment position, leverage situation will be focused. 
The profitability ratio will be defined in several manner but in this case, the operating profit margin has been defined that is the operating margin will be found out in respect with the revenue margin of the Tesco Plc for the last 5 years financial years (Bilbao-Terol et al., 2019).  The profitability ratio will be determined with the following formula:
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Figure of profitability
The above chart will show the increasing position of the profit margin of Tesco Plc and it will show that the revenue of the company will also be increased in five years. 
Under the liquidity position, the current ratio will be determined and this will verify whether the company has sufficient funds to meet all the liabilities through the liquid funds utilising the cash and the cash equivalents.
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Figure of liquidity
The liquid ratio can be determined with the help of the formula of relationship of the current assets and current liabilities position within organisation. 

The leverages position can be determined with the help of the segregation of the equity and the debt position within the capital structure of Tesco Plc (Laisasikorn and Rompho, 2019). The leverages position can be determined with the help of the specific formula:

This will promote the risk proportion of the firm whether the higher leverage will determine the higher debt funds within the capital structure. 
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The total assets turnover ratio can be found out with the proportion of the total assets within the revenue and the total assets turnover formula can be showed in following manner:
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It can be observed that the Tesco Plc has increasing trends of assets turnover which was 1.29 in the year 2015 and it has increased to 1.31 in the year 2019.
The ROCE can be found out with the formula of proportion of capital employed within the net income of the company that is the company how much efficient in earning income through engaging the capital within the organisation (Vilas et al., 2019). The formula of ROCE:

The capital employed can be determined by adding the current assets with the fixed assets and the current liabilities should be deducted from the total assets. 
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The P/E ratio will show the investments position of the firm that is from the investors’ perspective, the price earning relationship will show the shares value under the capital and money market. The P/E ratio can be calculated with the help of the following formula:
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3.2. [bookmark: _Toc51356192]Critical evaluation of ratio analysis and Comparison with the competitors
The ROCE and the return on the total assets have been showing the efficiency level of the firm after investing capital employed and the total assets within the organisation and this will promote the maximum profit margin will show how the organisation is efficient in terms with the utilisation of its assets and the capital employed in optimum level (Tahir, Ibrahim and Nurullah, 2019). On the other words, the leverages will show the capital structure position within the Tesco Plc and it will define the risk association of the firm under the capital and money market in UK. 

Comparative Profitability ratio for the last five years
From the above figure, it can be seen that from the losses position in the year 2015, the firm has been earned the profit margin in the year 2019 and in compared with the Sainsbury Plc, Tesco Plc has been earned higher level of profit through enhancing the revenue margin. This can be possible only when the Tesco Plc will approach to the higher number of customers under the retail and groceries industry in UK. In the last five financial years, Tesco Plc has enhanced its revenue margin which will promote the higher profit margin and at the same time the Tesco Plc has been abled to reduce the operating costs in these last five years. Therefore, the firm has focused in its large-scale production and operations which will help in enhancing the revenue margin but the operation costs will be lowered and the firm will be able to produce and promote the quality products and services towards the customers within minimum production and operation costs (Xie, Huo and Zou, 2019). In the long run, this will help in enhancing the profit margin of Tesco Plc and the firm will be able to enjoy the cost- efficient production and operation in the long run.

Comparative Liquidity position for last 5 years
Tesco Plc’s liquid position has been staying in fixed position and slight changes that is increases has been observed in 2017 but it has fallen in the diminishing position in the year 2019. In the year 2017, the liquidity position of Tesco Plc is in the better level in compared with the Sainsbury Plc (competitors) but after that in the year 2019, the liquidity has been decreased to 0.61 position and this will indicate the Tesco Plc need to maintain its liquid assets in such position that will promote the company the ability to meet the liabilities and the obligations of the firm. The Tesco Plc need to maintain its resources in such manner through which the assets can be utilised in meeting the liabilities of the firm in effectual manner. The liquidity refers to that Tesco Plc need to maintain its liquid assets and the cash and the cash equivalents in such manner that will promote the better position within the company and the company will also be able to meet the outstanding of the suppliers and creditors from its liquid funds. The company management need to focus on the efficient allocation of the limited resources among the different segments and this will help in utilising the short- term assets in effectual and positive way (Hang, Geyer‐Klingeberg and Rathgeber, 2019). Tesco Plc should try to keep the current ratio above 1 through which it can be segregated that the liabilities must be half or less than half in compared with the assets portion that will help in meeting the dues and accrued payments from the liquid assets or such assets that can be transformed into cash in easy manner. 

Comparative leverage position of Tesco Plc and its competitors for last 5 years
(Source: Excel)
The leverage position can be determined with the relationship of the total debt and the total equity portion within the organisation and the leverage will determine the debt portion in compared with the equity portion within the organisation. The leverage position will be associated with the risk matters and the investors will be verified the stocks in terms with the risks related with the company shares (Rafi et al., 2020). The Tesco Plc is showing the diminishing leverages and debt equity ratio which implies the firm has been reduced its overheads costs by reducing the debt funds within the capital structure. The reduced portion of leverages position will help in building the capital structure in such manner that will assist in reducing the overhead costs of the firm. Through the leverages position of Tesco Plc, it can be noticed that the management has been focused on the reduced portion of the debt funds in compared with the equity funds. This will promote the lower risky stocks and the investors will attract within the company to invest their limited funds to earn higher return from the company as the risk is in the minimum level (Anthony et al., 2019). By reducing the debt funds, the company will be able to reduce the overheads costs of the company this will ultimately push the profit margin in the higher level. Tesco Plc can attract more investments within the company by reducing the debt funds and this will assist in building the capital structure in effectual manner. The effective capital structure within the company will help in allocating the resources among the several departments in efficient manner and the liquid portion can also be enriched with the proper capital structure. In the competitive position, the Tesco Plc has been built up its capital by higher portion of the debt funds and comparatively lower funds of equity and the Sainsbury Plc has been performing under the lower risk position as the leverage is too lower than the Tesco Plc. Under the groceries and the retail market in UK, the investors want to invest within the lower risk-oriented companies and for pulling the maximum level of investments under the capital market, the Tesco plc need to reduce its risk associations with the stock (Tzouvanas et al., 2019).

Comparative ROCE for the last five years
(Source: Excel file)
The ROCE of the Tesco Plc will be under the inclining trend in this last 5 financial years which was -0.28 in the year 2015 that is the firm has been suffered from loss at that time but in the year 2019, the firm has increased it to 0.06 though it is too slight in changing position and the changes is in the positive manner. The ROCE is in inefficient position that need to be recovered by the company management by properly utilise its capital position to its extent that will provide the optimum benefits to the company. In compared with the competitor firm, Tesco Plc is in below average position and this may hinder their performance to the extent of the retail and the grocery industry in UK. Tesco Plc required to be focused on the effectual utilisation of the capital that is the equity and the debt funds need to be utilised at its optimum level and no fund should be left idle. As the idle funds and resources will produce nil productivity that will reduce the efficiency in the long run but the company has to invest within these resources and funds (Andal, Suganya and Shree, 2020). Therefore, the Tesco Plc need to allocate its resources in efficient manner. Under the retail and groceries industry, Tesco Plc need to be performed in such manner that will enhance its activities in terms with the capital employed, total assets etc. Tesco Plc may result better profit margin and higher level of revenue through enhancing the productivity of the resources and its capital employed and the management should be efficient enough in effectual utilisation of the resources by incurring the minimum level of costs to produce the optimum level of productions and services. 

Comparative P/E ratio for 5 years
(Source: please refer to the excel file)
The price earnings ratio will show the increasing trend under the capital and the money market from the investor’s perspective. The increasing P/E ratio will define the higher market price of the shares of Tesco Plc in compared with the earnings per share which is the positive sign for the company. In comparison with the Sainsbury Plc, the Tesco Plc has ben kept a flexible P/E ratio which indicated the investors want to provide more money for the company’s share in compared with the earnings per share of the company (Przychodzen, Leyva‐de la Hiz and Przychodzen, 2020). It can be observed that Tesco Plc has been enhanced its’ P/E ratio from the negative position in the year 2017 and in the year 2019, the P/E ratio is in 18.75 though it is lower than the competitors but the company has been showing the inclining trends which implies that the Tesco Plc has been well managed its earnings and in the capital market, the market price of the share will increase in the long run period.  
3.3. [bookmark: _Toc51356193]Recommendations on the improvements
It can be recommended that Tesco Plc need to focus on the all- over financial performance and activities in terms with the profitability, liquidity, efficiency as the firm has been suffered from the loss position in the year 2017 though the firm has been recovered its loss position in the year 2019. The firm should focus on the efficient allocation of the limited resources of the company which will produce the higher level of productivity and the services by reducing the costs level (Ghosh, 2020). By enhancing the production scale of the Tesco Plc, the company can implement the cost-effective measures within the operations process as in the large volume production the fixed costs will remain same and the flexible costs will increase. Therefore, the cost in the long run can be reduced as the fixed cost will remain stable and the firm will effectively apply the cost-effective measures within the organisation operations and production process. 
The firm should not meet the obligations of the firm by selling the assets of the firm as this will be the mis- utilisation of the assets and the firm will face the deficiencies of the resources that may hinder the operations and the production process. Therefore, it can be specified that the proper allocation of the resources need to be done in such manner that the company will promote the higher profitability and the higher- level revenue within the reduced costs (Rahman, 2019).
The Tesco Plc need to consider the wastages control measures that will help in producing the higher revenue within the reduced costs level. The firm should build the capital structure in such manner that will help in reducing the risks level of the firm towards the investors. The firm should source its finance through equity portion in the major manner and the borrowed funds should be under the lower portion. 
Tesco Plc should enhance the productivity level in such manner through which the company can provide the services and products to the maximum number of the customers but by keeping the production and operations costs in the lower level. The company should focus on the stakeholders through providing them the higher level of dividends through issuing the equity shares in the form of right shares and the bonus shares. As this bonus shares and right shares will help in increasing the capital under the equity funds and the stakeholders will also be provided the dividends in non- cash manner (Chen, 2020). Therefore, the non- cash payments of dividends will help in building the liquid funds in its higher level but the dividends through the issue of shares will also enhance the equity funds within the capital structure and the Tesco Plc will become lower risky project in the long run to the investors. 
4.0. [bookmark: _Toc51356194]Part C: Investment appraisals techniques
4.1. [bookmark: _Toc51356195]Calculation of payback period
In the provided problems, it has been observed that project A and project B are two different mutually exclusive project out of which only one can be selected by the Tesco Plc. Under the PBP method, the cumulative cash flows will be considered in founding out within how much time, the initial investment can be recouped. The lower the time period, the higher chances to accept the project in making the maximum level of profit. In this matter, both the project has the same life time period that is four years and in case of project A, the initial investments are 30 million pounds and in case of project B, the initial investments will be 50 million pounds (Sinha and Datta, 2020). Based on the cumulative cash flows, it can be observed that project A has been providing the positive cash flows from the year 3 onwards (Bakri Bakri, 2019). On the other hand, the project B has been providing the positive cash flows from the year 4 and the payback period for project B will be 3.4 years while the PBP will be 2.6 years in case of project A (please refer to the appendix). Therefore, it can be specified that the project A will be better option for the company to invest in as in this project the initial investments is lower than the project B and at the same time, the PBP is also lower than the project B. therefore, under the PBP method, the project should be accepted by Tesco Plc. 
4.2. [bookmark: _Toc51356196]Calculations of ARR
The ARR should be calculated based on the two factors including the average income of the company and the average initial investment of the firm. The ARR formula is:

[bookmark: _Hlk51355160]After calculation of the ARR for the both projects, it can be observed that the ARR for project A is slightly higher (0.25) in compared with the project B (0.22), therefore, it can be stated that project A can be accepted as the rate is slightly higher under the accounting rate of return. If Tesco Plc accept the project A, then the company will receive the profit in higher rate that is 0.25% (please refer to the appendix). The ARR will be focused on the proportionate changes of the average net income with the average initial investments and in this respect, this process has been ignored the time value of the money concept that is the future incomes will be taken as it comes and for the future money, the discounting factors will not be considered as well (Godbole and Jayraj, 2019). Therefore, accurate results may not find out as well. 
4.3. [bookmark: _Toc51356197]Calculation of IRR
The IRR will be determined for any project when the NPV will be zero that implies the net incomings from the project will be equivalent to the net outgoings for the project and in this rate, the IRR can be favourable for the company to accept the project with its several factors. It can be specified that for the both projects, the IRR will be equal that is 3% after considering the time period for both the projects is 4 years. In the IRR method, all the present cash inflows and the cash outflows have been considered in calculating the IRR, it can be observed that at the rate of 3%, the NPV for both the projects will be zero. The IRR calculations have been considered several estimations like there will be no changes within the cash incomings in the future. The changes in the technology and the changes in the customers’ demand and preferences will not be entertained under this IRR method. The IRR rate is that specific rate, which the company can be accepted as this will promote the no profit and no loss concept in accepting the project (Ndanyenbah and Zakaria, 2019). The IRR rate will verify the no loss situation for any project but it cannot define the profit earning margin at all. Therefore, it can be specified that IRR will be good for verifying the profitability position of the project but it will not determine the exact profit position.   
4.4. [bookmark: _Toc51356198]Calculations of NPV
The NPV will be determined the profit earning capacity of the project and the profit margin can also be determine with the adding up all the net present value of the cash inflows after deducting the initial investments and others. The NPV is the renowned method under the investment appraisals method as this has been considered the time value of the money for the future cash inflows after discounting those figures. The NPV will be determined the profit margin from the project through which the discounting factors should be considered as well. In this case, the NPV is higher in the project B that is 3.43 million pounds whereas the project A has been showing the NPV of 2.71 million pound after considering the same time period for both the projects A and B. under the NPV process, the project will be higher profitable in the four years duration after investing the 50 million pounds (Godbole and Jayraj, 2019). Therefore, it can be specified that after considering the time value of the money, the accurate results will be showed the higher profitability for the project B and the profit margin is quite higher in the project B in compared with the project A after considering the same life time for the projects. 
4.5. [bookmark: _Toc51356199]Advantages and limitations of investment appraisals techniques
The advantages and the limitations of the PBP will be stated below:
	Advantages
	Limitations

	The PBP method is easy to understand.
	Time value of money has been ignored.

	This method has been associated the minimum costs.
	The risk differences cannot be considered under this project that is risky and very risky project cannot be differentiated.

	This is related with the small decision making in investments.
	This method will require the arbitrary cut off points.

	This method has been considered the uncertainty in respect with the later cash inflows (Ogunbayo et al., 2019).
	After the cut off dates, it ignores the cash inflows.

	This method only considers the cash flows before PBP and after that time span, the cash flows generally does not consider.
	Sometimes, it cannot find out a single answer.

	This method is biased towards the liquidity position in connection with the investments.
	It will not be found out the equity value of the project.

	
	This process will nor provide the accurate answers as time value has not considered.

	
	In case of long- term projects, it will get biased as the cumulative cash flows determination will not be the accurate option.



The benefits and the limitations of the ARR method has been shown in tabular form:
	Advantages
	Limitations

	This process calculation is quite easy. 
	It also ignores the time value of the money. 

	Under this method, the whole economic life will be considered in the calculations. 
	Under this method, it fails to consider the whole life of the project.

	No different calculations will be required.
	The size of the investment cannot be determined. 

	This calculation Focus on the accounting profit instead of the cash incomes.
	Under this method, all the answered affected by the accounting practices and policies and the changes in the depreciation method will not considered (Alkaraan, 2020).

	
	This method is not accurate as the depreciation has been considered and all the cash flows will not be considered. As the non- cash items have been considered within it.



The advantages and the disadvantages of the Internal rate of return can be shown under the tabular form:
	advantages
	Limitations

	The major point is consideration of the time value of the money that is the future value of the money has been considered (Bakri Bakri, 2019). 
	Under this model, the economies of the scale within the organisation has been ignored.

	Through this method, the results can be interpreted in simple manner.
	Mutually exclusive projects cannot be judged under this project as both will show the same results.

	Under this method, no profit and no loss concept has been considered. 
	The assumptions are quite impractical as the reinvestment rate may be the IRR sometimes.

	The required rate of return determination is not required under this model. 
	Contingent project is ignored under the IRR method.

	Under this method, the estimation of the rough required rate of return will be possible. 
	Different terms of projects will not be considered under the IRR project.

	the managers can visualize the results and the IRR will verify whether the project will be profitable or not (Sinha and Datta, 2020). 
	Under this method, the mixture of positive and negative cash flows has been considered. 



The NPV disadvantages and advantages:
	Benefits
	Limitations

	In decision making process, it will promote the accurate results.
	There are hidden costs under this NPV method.

	The time value for money will be considered within this NPV.
	Different sizes projects cannot be compared under this method.

	The profit margin can be known by the management. 
	There are no guidelines in calculating the required rate of return (Wijnen et al., 2020).

	The wealth management can be possible by the managers.
	Under this method, no effects will observe on the ROE and EPS. 



4.6. [bookmark: _Toc51356200]Non- financial factors
Tesco Plc need to focus on the employee’s retention rate through motivating the employees as the skilled and experienced employees are treated as the assets of eth company under the retail industry.
The company should consider the sustainable development factors through reducing the wastages within the operations and the production processes as this will promote the lower costs incurred by the company and the recycling and re- use of the products will help in growing the sustainable development. 
The ethical norms need to be maintained among the employees and the other managers to keep the working environment in positive manner and the employees should be encouraged by providing several benefits by retaining them within the company.
5.0. [bookmark: _Toc51356201]Conclusion
It can be concluded that Tesco Plc though maintaining its market shares under the retail and groceries industries but the firm need to maintain adequate level of liquid assets in compared with the short- term liabilities as the firm should focus on the well balancing the assets and liabilities in such manner through which the firm can meet all the short- term dues from its liquid assets that is cash or the cash equivalents.
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o/p
Tesco	2019	2018	2017	2016	2015	3.3687471640249727	3.1986502704677093	1.8187671012393369	1.9216284239340107	-10.1010101010101	Sainsbury	2019	2018	2017	2016	2015	1.08	1.82	2.4481391092129345	3.01	0.34	



liquid position
Tesco	
2019	2018	2017	2016	2015	0.60783365570599612	0.70711797431497947	0.80154933971092857	0.75215582834533834	0.60378692249431964	Sainsbury	
2019	2018	2017	2016	2015	0.66	0.76	0.73515024458420686	0.66	0.64	


leverages
Tesco	2019	2018	2017	2016	2015	0.91229607658082779	1.4501816790973419	3.1234798877455567	1.8075673166202415	2.4512798755480132	Sainsbury	2019	2018	2017	2016	2015	0.43	0.57999999999999996	0.63154831199068684	0.61	0.74	



ROCE
Tesco	
2019	2018	2017	2016	2015	6.3355619229544732E-2	0.15692886832405301	-8.3399075848078444E-2	5.2087639520463004E-2	-0.28165840468679587	Sainsbury	
2019	2018	2017	2016	2015	0.11	0.06	7.5879307266559547E-3	6.3130881094952948E-2	-0.02	



P/E ratio
Tesco	2019	2018	2017	2016	2015	18.754578754578755	12.979729729729728	-427.0408163265306	121.67647058823529	-2.466111268003389	Sainsbury	2019	2018	2017	2016	2015	25.91	19.920000000000002	13.794285714285715	10.43	-29.75	
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image2.png
liquid ratio

2019 2018 2017 2016 2015
Tesco 0.61 071 0.80 075 0.60
Sainsbury 0.66 0.76 0.74 0.66 0.64
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leverage ratio

2019 2018 2017 2016 2015
Tesco 0.91 145 3.12 1.81 2.45
Sainsbury 0.43 0.58 0.63 0.61 0.74
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asses t/o
2019 2018 2017 2016 2015

Tesco 131 129 1.29
Sainsbury iz 129 133
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ROCE

2019 2018 2017 2016 2015
Tesco 0.06 0.16 -0.08 0.05 -0.28
Sainsbury 0.11 0.06 0.01 0.06 -0.02
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P/E

2019 2018 2017 2016 2015
Tesco 1875 1298 -427.04 121.68  -2.47
Sainsbury 2591 1992 1379 1043  -29.75
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cost of after cumulative net present after cumulative net present
Year capital cash flows A depreciation _cash flows A value A cash flows B depreciation _cash flows B value B
0 0.118 -30 -30 -30 -50 -50 -50
1 0.118 0 -7.5 -30 0] 15 2.5 -35 13.41681574
2 0.118 15 7.5 -15 12.00 15 2.5 -20 12.00072964
3 0.118 20 12.5 5 6 14.31 15 2.5 -5 10.73410523
4 10 2.5 15 27 14.5 22 17.28210144

A
depreciation 7.5 125
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EPS

capital employed
market price
Profitability

Tesco
Sainsbury

63911
2153
13.65
28269
256

2019
3.37
1.08

57493
1839
14.8
25502
192.1

2018
3.20
1.82

55917
1017
-0.49
26619
209.25

2017
1.82
2.45

54433
1046
17
24190
206.85

2016
1.92
3.01

56925
-5750.
-70.82
24409
174.65

2015
-10.10
0.34
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