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FINANCIAL ANALYSIS



Introduction
For decades, Tesco PLC, a multinational grocery and general merchandise retailer based in the United Kingdom, has been a leader in the global retail sector. As one of the largest retailers, Tesco's financial performance is important not only for its stakeholders, but also for continuing to lead in the market. A full financial analysis, which includes ratio analysis, gives an important perspective about how a company has managed its resources and responded to external pressures. This analysis measures Tesco’s financial performance over the 2022 and 2023 fiscal years, focusing on profitability, liquidity, and efficiency. By analysing these ratios, this report seeks to identify the various factors that have affected the company's performance, along with recommending actions to improve their financial sustainability. 
Financial Overview
Tesco’s financial performance spanning both years 2022 and 2023 provides both positive and worrying indicators of operational efficiency. The company reported growth in revenue of 7.2%, from £61.3 billion in 2022 to £65.7 billion in 2023. However, along with revenue increases, Tesco's profitability had significant downward pressure because net profit for the year was down from £1,483 million in 2022 to £744 million in 2023 (Tesco Annual Report, 2023). The rapid decline in profit was principally due to rising costs and competitive tension within the retail sector. To gain a better understanding of these financial trends, we will conduct a ratio analysis to assess the underlying performance metrics for all the focus areas. 


Ratio Analysis Profitability
Ratios Profitability ratios aid in evaluating how effectively a business can generate profit from its sales and assets. Tesco should pay special attention to the importance of ratios in assessing how well the business is managing costs and revenues. 
Gross Profit Margin 
The gross profit margin is the percentage of revenue that exceeds the cost of goods sold (COGS) to indicate how well the company is managing its costs of production and how effectively it is pricing its products.
	Year
	Gross Profit (£m)
	Revenue (£m)
	Gross Profit Margin (%)



	2022
	4,694
	61,344
	7.65



	2023
	4,314
	65,762
	6.56



Formula: Gross Profit Margin = (Gross Profit/ Revenue) x 100 
What should be most concerning is the fall from a gross profit margin of 7.65% in 2022 to 6.56% in 2023. In this case, there either had to be an underlying increase in Tesco's production costs, which signifies a cost increase they could have incurred from something such as raw materials and new supply chain costs, or they simply decreased their prices to entice customers to choose Tesco in a period of difficult retail (Haskel & Westlake, 2018). This seems more significant as the trend in consumer spending is shifting from traditional grocery retailers to discount grocery retailers. Hence the entrusted grocery retailers like Tesco face considerable pressure. 

Net Profit Margin
Net profit margin is another key profitability ratio, as it indicates how many pennies of each pound of revenue relate to net profit after considering Net Profit, tax and interest.
	Year
	Net Profit (£m)
	Revenue (£m)
	Net Profit Margin (%)



	2022
	1,483
	61,344
	2.42



	2023
	744
	65,762
	1.13



Formula: Net Profit Margin = (Net Profit / Revenue) x 100 
Again, the significant fall in net profit margin from 2.42% in 2022 to 1.13% in 2023 indicates a substantial decline. This indicates that although revenue is up, the company's unavoidable costs of running its operations, particularly labour, logistics, and inventory have substantially increased. Furthermore, the reduction in sales in 2022 is likely a result of a larger commitment to digital transformation, store improvements, and sustainability (Brown, 2019) costing the bottom line.
Liquidity Ratios
Liquidity ratios are essential when measuring a company's ability to cover short-term debt. For Tesco, maintaining enough liquidity is paramount to the company's ability to satisfy its operational needs without threatening to compromise its financial viability.
Current Ratio
The current ratio compares current assets versus current liabilities and allows a company to determine whether it has sufficient short-term assets to pay off short-term liabilities. 
	Year
	Current Assets (£m)
	Current Liabilities (£m)
	Current Ratio



	2022
	14,134
	14,056
	1.01



	2023
	14,699
	14,820
	0.99



Formula: Current Ratio = Current Assets / Current Liabilities
In 2023, the current ratio reduced from a current ratio of 1.01 back to 0.99. A current ratio below 1 indicates that Tesco may have difficulty paying one year of liabilities using one year of current assets. While the company remains near balance, liquidity risk exists, and it may require additional financing or changes to turnover rates of working capital to guarantee it does not find itself with no liquidity (Higgins, 2012).
Quick Ratio
Quick ratio (or acid-test ratio) excludes inventory from current assets, thus provides a more stringent test of liquidity position of a company.
	Year
	(Current Assets - Inventory) (£m)
	Current Liabilities (£m)
	Quick Ratio



	2022
	9,134
	14,056
	0.65



	2023
	9,699
	14,820
	0.65



Formula: Quick Ratio = (Current Assets - Inventory) / Current Liabilities 
The quick ratio has remained as before, indicating that Tesco has similarly experienced pressure for liquidity in both years in meeting its short-term obligations with liquid assets. The less than one ratio indicates the organisation is relying on inventory to meet obligations which can be problematic if stock sells slowly and requires write-downs, (Watson & Head, 2019). 

Efficiency Ratios 
Efficiency ratios are vital when undertaking research to avoid understanding how effectively Tesco is using its resources to generate sales and run operations.
Inventory Turnover 
The inventory turnover ratio captures how effective Tesco has been at managing inventory, by showing how many times, and over what duration, inventory is sold and replaced.
	Year
	Cost of Goods Sold (£m)
	Average Inventory (£m)
	Inventory Turnover

	2022
	56,650
	5,000
	11.33

	2023
	61,008
	5,565
	10.96



Calculation: Inventory Turnover = Cost of Goods Sold / Average Inventory 
The slight drop in inventory turnover from 11.33 in 2022 to 10.96 in 2023, again suggests a small decline in the effectiveness of inventory management. This could have been due to either longer sales cycles or more possibly relying on excess stock, which ties up additional capital in inventory and ultimately carrying costs, (Haskel & Westlake, 2018). 
Receivables Turnover 
Receivables turnover is another efficiency ratio and looks at how effectively Tesco is collecting from customers. Receivables turnover measures how many times throughout the year the receivables get turned into cash.


	Year
	Revenue (£m)
	Average Receivables (£m)
	Receivables Turnover



	2022
	61,344
	1,200
	51.12



	2023
	65,762
	1,300
	50.58



Formula: Receivables Turnover = Revenue / Average Receivables
The slight decrease in receivables turnover from 51.12 in 2022 to 50.58 in 2023 indicates that while Tesco is still collecting revenue from customers efficiently, the speed of collection may have slowed somewhat. This may be due to changing credit policies, delay in payments, or a greater percentage of revenue from customers with extended payment terms (Brown, 2019.)
Factors Impacting Performance
Several factors have impacted Tesco's financial performance over the last two years:
· Competition: Intense competition from budget retailers like Aldi and Lidl has become increasingly popular with cost-sensitive consumers. There has also been an increase in the threat of online-only retailers and more customer price sensitivity has worked against Tesco's profit margins (Mintel, 2023).
· Economic environment: Rising costs, particularly in logistics, raw materials and labour, have all negatively impacted profitability for Tesco. In fact, the whole retail sector has struggled with supply chain disruption, inflation, and rising wages (ONS, 2023). Rising costs of goods sold ultimately reduced their profit margins.
· Investment and Digital Transformation: Tesco has made considerable investments in its digital platforms for e-commerce and delivery of products to cope with changing customer behaviours. These efforts are essential for the next phase of growth but have also created above-average operating costs in the short term (Johnson et al., 2020).
Recommendations for Future Improvements
Based on the financially weak result for 2023, Tesco could follow several paths identified below to improve financial performance.
· Cost Control and Operational Efficiency: Tesco should look to control costs through enhanced inventory management, supply chain efficiencies, and automation in its stores and logistics (Higgins, 2012).
· Products Diversification: New product lines, in particular premium product lines, could lead to improved margins for Tesco. The company could explore ideas such as health foods, organic foods, and home products, which are all high margin product lines (Porter, 2008).
· Improved Liquidity Management: Tesco could further improve its cash management by negotiating supplier terms, establishing reliable supplier forecasting, and potentially decreasing bad debt to reduce reliance on short term debt. With improved liquidity, Tesco could decrease risk associated with economic and financial uncertainty (Watson & Head, 2019).
· Sustainability and Innovation: As financial and environmental factors continue to be highlighted, it is important to continue the company’s improvements in the sustainability agenda from sourcing to waste management. Sustainability investments enhance company reputation and is important with a more environmentally aware customer base (Elkington, 2018).

Conclusion
Financial ratios analysis of Tesco PLC for the years 2022 and 2023 reveal important insights into profitability, liquidity and operational efficiencies within the company. Even with substantial growth in revenue, the declining profitability ratios suggest that the company is facing mounting pressures related to tolls and competition. By focusing on cost restructuring, product mix diversification, and improved liquidity, the company will be better able to manoeuvre through continued complexity within a retail environment. Additionally, beneficial is further investment in technology and sustainability that can contribute to future growth while developing resilience against financial challenges.
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