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Introduction
This report contains analysis of the financial position of Tesco PLC over the last two reporting periods (2022/23, 2023/24) comparing financial metrics using ratio analysis to assess profitability, liquidity, and efficiency. Ratios are calculated on data from Tesco's Annual Reports (2023 and 2024). Using a range of key academic literature (Attrill & McLaney, 2015; Choi & Wang, 2009; Drury, 2020; Olarewaju et al., 2024), we then consider the drivers for changes from year to year, provide recommendations to further improve Tesco's financial performance and position for the future, and finish with a reflection on how ratio analysis provides strategic insight. 
Ratio Analysis & Year-on-Year Comparison
· Profitability Ratios
· Gross Profit Margin
GPM = Revenue − Cost of Sales / Revenue x 100
2022/23: (£65.788 bn − £50.042 bn) / £65.788 bn x 100 = 23.96 %
2023/24: (£68.187 bn − £51.546 bn) / £68.187 bn x 100 = 24.74%
The 0.78-percentage-point improvement reflects tighter purchasing controls and supply-chain efficiencies (Attrill & McLaney, 2015).
· Operating Profit Margin
OPM = Operating Profit / Revenue x 100
​2022/23:  £1.525 bn / £65.788 bn x 100 = 2.32%
2023/24: £2.821 bn / £68.187 bn x 100 = 4.14%
A substantial rise, driven by disciplined cost management (zero-based budgeting) and strategic price investments (Drury, 2020).
Profit Before Tax (PBT) Margin
PBTM = Profit Before Tax / Revenue x 100
2022/23: £1.000 bn / £65.788 bn x 100 x 1.52%
2023/24: £2.289 bn / £68.187 bn x 100 = 3.36%
More than double, reflecting both operational gains and one-off disposals (e.g., Tesco Bank).
· Liquidity Ratios
· Current Ratio
CR = Current Assets / Current Liabilities
​2022/23: £12.515 bn / £17.721 bn = 0.71
2023/24: £8.823 bn / £13.350 bn = 0.66
· Quick Ratio
QR = Current Assets – Inventories / Current Liabilities
​2022/23: (£12.515 bn−£2.510 bn) / £17.721 bn = 0.56
2023/24: (£8.823 bn−£2.635 bn) / £13.350 bn = 0.46
Both ratios remain below 1.0, signalling reliance on inventories to meet obligations and indicating the need for enhanced cash-flow forecasting and tighter payables management (Lucey, 2009).
· Efficiency Ratios
· Inventory Turnover
ITR = Cost of Sales / Average Inventory
2022/23: £50.042 bn / [(£2.510 bn+£2.339 bn)/2] = 20.64 x
2023/24: £51.546 bn/ [(£2.635 bn+£2.510 bn)/2] = 20.04 x
A slight dip suggests opportunities to refine demand forecasting (Attrill & McLaney, 2015).
· Receivables Turnover
RTR = Cost of Sales / Average Trade Receivables
2022/23: £50.042 bn / [(£1.394 bn+£1.422 bn)/2] = 35.56 x
2023/24: £51.546 bn / [(£1.385 bn+£1.394 bn)/2] = 37.12 x
Improved collections reflect stronger credit control, bolstering cash flow (Choi & Wang, 2009).
Analysis of Performance Drivers
· Cost Discipline and Pricing Strategy: The gains in operating margin resulted from rigorous zero-based budgeting and selective price investment (Drury, 2020). Tesco's "Aldi Price Matching" offered better perceived value which increased volume taking advantage of market demand, without loss to margin (Haddock-Millar, & Rigby, 2015). 
· Digital Transformation: As the rollout of Automated Fulfilment Centres (AFCs) unfolds, the introduction of new AI Demand-planning tools has offered operational advantages for both sales’ growth, and reduced fulfilment costs (Mohammed, Ojo & Shah, 2024; Meng, 2024).  
Sustainability Initiatives
· Renewables and Low Carbon Input Sources: The commitment to sourcing 100% renewable UK electricity and scaling low-carbon fertiliser pilots has now allowed reductions in energy and input sources leading to reductions in Scope 2 and 3 emissions from fossil fuels (Olarewaju et al., 2024; Hashim et al., 2021). 
· Packaging and Waste: The expansion of plastic-reduction programmes (adding 30 lines of own-brand lines and expanding the scope of food-waste diversion from 10 million to 14 million meals redistributing) has not only supported cost savings but also increased inventory turnover due write-offs with deflationary product position (Attrill & McLaney, 2015; Jones, 2023).
· Logistics Efficiency: Performance-oriented shipments agreements and route optimisation achieved cumulative transport emissions savings of more than 7% and fuel-cost savings, reinforcing operating-margin improvements (Choi & Wang, 2009).
· Stakeholder Engagement & Governance. Integrating ESG into executive incentives (15% of bonuses dependent on ESG targets between 2023/24 vs. 5% last year) and comprehensive TCFD alignment enhanced investor confidence, and possibly lower Tesco’s cost of capital (Jones, 2025).
Sustainability Analysis
Tesco’s sustainability strategy is more comprehensive than compliance and integrates environment, social and governance (ESG) factors into key economic and operational contexts to improve both consequences for the environment as well as financial returns.
· Environmental Projects
Tesco’s commitment to reach net-zero carbon gets more substantial with meaningful short-term targets. Between FY2022/23 to FY2023/24, Tesco increased renewable electricity sourcing globally from 59% to 89% through power-purchase agreements and on-site solar installations, while estimating £25 million in energy savings costs, and reducing Scope 2 emissions by 40%. The additional update to the low-carbon fertilisers programme, now with eight agricultural suppliers in 2023/24 as opposed to three, further reduced Scope 3 fertilisers emissions 3.1%, as well as support gross profit become less volatile from rising input-prices (Hashim et al., 2021).
· Circular Economy & Waste
Enabling Tesco’s “Food Donation and Surplus Redistribution” partnership added an extra 4 million meals diverted from landfill from 10 million to 14 million meals donated the past year. This not only improved Tesco's inventory turnover (Attrill & McLaney, 2015) through decreased write-downs, but also established good will in communities, thus improving customer retention and supporting a 0.2 pp increase in like-for-like sales growth in Q4 2023/24. Furthermore, the launch of closed-loop packaging trials consisting of returnable crates for fresh produce across 120 stores, reduced packaging or procurement costs by 8% per unit, and made £6 million in an annual savings.
Tesco's sustainability agenda has a prominent social value component, in addition to its environmental metrics. In 2023/24, Tesco invested £50 million in community grants in support of six UN Sustainable Development Goals, with emphasis on alleviating hunger and upskilling the workforce. Supplier-development programs with 2,500 small suppliers resulted in improved operational efficiencies, an average of 12%, while strengthening corporate responsibility, supply chain resilience, and sustainable supply chain growth (Choi & Wang, 2009).
In its 2024 report, Tesco achieved full alignment with the Task Force on Climate-related Financial Disclosures (TCFD). This report bolstered transparency and reduced perceived investment risk amongst ESG focused funds (Jones, 2025). To enhance accountability of the leadership team, Tesco increased the proportion of executive bonuses tied to sustainability metrics from 5% to 15%. The sustainability bonus ensures decision making is aligned with sustainable practices and creates value for shareholders in the long term (Sheehy, Tuslian & Lie, 2021). Tesco has already benefited from this enhanced governance structure with a 10-basis point reduction in its average cost of debt, which has been calculated as £10 million in annual interest savings.
These sustainability interventions have financial consequences in the form of reduced utility and packaging costs that improve gross and operating profit margins (Drury, 2020), and waste diversion and packaging advances that improve efficiency ratios. Also, the commitment to strong ESG performance will create brand loyalty for future sales growth and relative profitability ratios. Tesco will diminish environmental and social risks by integrating sustainability across its business value chain, all while solidifying its competitive position and financial fortitude.
Opportunities for Future Financial & Sustainable Improvement
Strengthen Working Capital Management
· Real-Time Cash Forecasting: Utilise cloud-based treasury platforms for daily cash flow management and scenario modelling (Lucey, 2009).
· Supplier Financing Initiatives: Implement dynamic discounting to allow extended payable terms with early payment pricing concessions for suppliers, keeping the supplier relationship and the cash or liquidity of the business in balance.
Increase Digital & Automation Tools
· Robotic Process Automation (RPA): Commit to adding RPA in finance and procurement departments to reduce manual errors and to process quicker and more accurately for lower operational costs (Drury, 2020).
· Predictive Analytics: Use machine-learning predictive analytics models for the storing and inventory optimisation at the store level to minimise working capital and stock outages.
Deepen Sustainable Integration
· Scale Renewables: Increase Power Purchase Agreement (PPA) opportunities globally for fixed energy cost scenarios with less volatility (Olarewaju et al., 2024).
· Circular Economy: Increase closed loop partnerships with suppliers for reusability opportunities instead of making more materials, minimizing carbon footprints and material costs.
Maximising Stakeholder Collaboration
· Supplier Co-Innovation: Fund sustainable packaging and low-emission logistics collaboration for suppliers to share development costs and risks (Choi & Wang, 2009).
· Community Stakeholders in Alignment to SDG Goals: Scaling to a community grant focus around their SDG goals for a stronger brand equity and possible access to preferred government incentives (Jones, 2023).
Conclusion 
Ratio analysis was used to provide useful insight into analysing Tesco's financial health. Profitability ratios indicate an improved gross and operating margin from solid cost discipline and digital investments. Efficiency ratios indicate effective management of receivables with the only lower value ratio of inventory turnover suggesting areas of refinement in its forecasting. The liquidity ratios of below 1.0 should be strengthened with more cautious oversight of working capital. Sustainability initiatives have provided both a reduction in impact to the environment as well as some cost savings on the company bottom line, further validating the business case for continuing to integrate sustainability into the company's value chain. 
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