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Executive Summary

This report is written to demonstrate the overview of TESCO, its previous mistakes, and attempts to resolve those mistakes. Including the nature, scope and impact of its current day problems.
It will identify the issues faced by TESCO and suggest options to resolve some of those issues.
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1.0 Terms of Reference

On 17/01/2019 UWTSD requested a report on TESCO. This report aims to determine previous problems faced by TESCO and their methods to try and resolve them. Also, to outline TESCO’s current day standings in the marketplace, including the issues it faces, and potential solutions.
This report was compiled by Jon Playsted, business analyst. The report to be submitted on 29/03/2019.


2.0 Procedure

The findings gathered by the researcher within this report was gathered using information acquired from academic literature found within libraries and complimentary websites relevant to the report.


3.0 Findings
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Established in the east end of London in 1919, TESCO’s mandate was to ‘Put affordable food in the reach of everybody’ tesco.com (2019). They grew the business from day1 and have continued to expand to become the biggest supermarket chain in the UK Anonymous (2018) 
· In 1974 TESCO expanded into selling fuel from their own petrol station
· In 2000 TESCO launched its website
· Since 2002 TESCO has embarked on multiple acquisitions, mergers and takeovers. Recently acquiring Bookers Wholesalers. Armstrong A. (2017)
Now selling everything from food, clothing, fuel, toys, technology, beauty products, sporting goods and electrical products, to name but a few. However, the researcher has discovered that the rise of TESCO has not been without its bumps in the road.
3.1 Previous TESCO problems
3.1.1 2013 Horse Meat Scandal
In January 2013 there was a scandal in parts of Europe in which foods advertised as containing beef were found to declare undeclared horse meat. TESCO was one of the UK based supermarkets selling these products, this at a time where TESCO was trying to promote the quality of its products and services to its customers. A feeling of consumer deception was in the air. Chesters L. (2013)
The shares consequently had a share value drop of 18.85p Thompson J. (2013), wiping a reported £300m off the value of TESCO.
TESCO reacted by taking steps to try to ensure that this wouldn’t happen again. They declared that they would buy from more UK suppliers, Zienter H. (2013), as the less borders the product has to cross, the more traceable it becomes. TESCO and the industry as a whole were now under pressure to ‘clean up its act’, standards were raised across the board, in an attempt to regain consumer confidence Slattery L. (2013)


3.1.2 2014 Accountancy Scandal
In 2014, TESCO was struck by a second, even more directly responsible scandal. The accountancy scandal, where accountants within TESCO ‘brought forward income from the future in order to inflate the figures of the present (2014). It was found that pre-tax profits were overstated by £263m. This manipulation of profits, if undiscovered, would have saved TESCO from a drop in share prices and the company’s credit rating being downgraded. Neville S. (2014) As a result of being ‘caught’, there was £20bn written off their value, their share price crashed, their credit rating was hugely affected and they took a mauling in the media. Warmoll C. (2014) In August 2019 TESCO appointed Dave Lewis (a former Unilever PLC executive) to halt the decline and ‘turn the ship around’ Evans P. (2014). Lewis outlined three priorities for the company: rediscovering competitiveness, strengthening the balance sheet and rebuilding trust and transparency. Creevy J. (2014)
3.2 The Nature of the problems currently facing Tesco
It is as well to understand that at the core of every business’ being is profit, and understanding and micro managing problems has a direct effect on profit. 
3.2.1 Caught in the middle market
Tesco is currently adrift in the ‘middle market’, with LIDL and Aldi grabbing market share from one side and Sainsbury’s, Waitrose and M&S from the other. Tesco finds itself appealing to neither one nor the other. With Aldi and LIDL gaining ground on everyone, market share is shrinking. Goodley S. (2014)
3.2.2 ASDA and Sainsbury’s Imminent Merger
If and when ASDA and Sainsbury’s do merge, they will have a large section of the market, and a greater buying power able to unlock value for their customers and shareholders. TESCO having a credit rating that is low due to the accountancy scandal will find it tough to compete. Anonymous (2018)
3.2.3 Changes in Consumer Habits
Customers in recent times have made a change from buying big once a week, to buying little and often from smaller local stores. This leaves TESCO with the problem of having these ‘mega stores’ and a huge portfolio of land which was earmarked for expansion, but is now an albatross around their neck. Anonymous (2007) The problems currently facing TESCO are far reaching, for the purposes of this report, the researcher has identified three of the key factors, and will analyse them further within the report.








3.3 The scope and impact of the problems facing TESCO
As the researcher has established, with profit at the core of a lot of TESCO’s activities, the scope of the three problems outlined will have many crossovers, such as:

As the diagram shows, anything that affects profit will have a direct effect on Shareholders, CEO’s, Management, Customers, Staff, Community, Suppliers and Distribution.

Shareholders because annual profit or loss will affect share price on the stock market, and therefore the money in shareholders bank accounts.
CEO’s in a company the size of TESCO live and die by the success or failure of decisions they have made, whether it be in huge bonuses, or the loss of their job. TESCO is a public company and therefore open to outside opinions and criticism, the CEO must take this in good times and bad.
Management will be affected when individual stores aren’t performing, sometimes through no fault of their own, possibly from cost structures made from head office, or even the general public perception of the TESCO brand. However as management positions are often target orientated, these influences on profit will have a consequential effect on the way managers can operate and their individual financial circumstance.
Customers will always feel the effects of any profit/loss situation, as any decisions made to alter the TESCO situation at the time will always filter down to the customer, whether it be prices, customer service, closures of amenities, as TESCO customers are finding at the moment. TESCO are considering closing Fresh Fish and Deli counters within their stores. Or even branch closures.
Staff can be affected as they are a variable cost. When trying to economise, companies often turn to the staff by either cutting hours, making redundancies or changing the hours they work. This would have a clear and direct effect on the lifestyle an employee would subsequently be able to lead.
Community because store closures, redundancies and reduced supplies will not only affect the freedom of choice and spending power, but will in turn change the general makeup and vitality of both the community and the environment in which they live.
Suppliers will be affected, as the researcher has already witnessed in ‘The Horse Meat Scandal’ Pleasance B. (2013), anything that affects trading policies, and therefore TESCO’s bottom line will have the knock on effect on the supplier, When TESCO decide to squeeze profits, they will also tend to squeeze suppliers, particularly smaller suppliers who are dependent on TESCO’s business to survive.
Distribution and distribution centres will be affected as reduction/increase in profits tend to be connected to quantity of sales, therefore the demand for distribution fluctuates accordingly. Thus, the impact will be an increase/decrease in drivers/packagers/customer support/managers required within this department of TESCO, or even independent distributors.
As the researcher has displayed within the distribution category, scope and impact can be broken down into smaller, farther reaching effects of TESCO’s profit and loss.

3.4 TESCO SWOT Analysis

When running a SWOT analysis on themselves, TESCO came to the following conclusions:

	Strengths
· Inventory turnover ratio
· Services portfolio complementing TESCO’s core retail business
· Strong revenue growth increases the company’s ability to allocate adequate funds
	Weaknesses
· Product packaging errors

	Opportunities
· Strategic acquisition
· Growing e-commerce market in the UK
· Private labels gaining momentum
	Threats
· Information technology risk
· Changing fashion preferences
· Competitive pressures



advantage-marketline-com.ezproxy (2019)



This may be TESCO’s public representation of its SWOT, however, the researcher suspects that this is not full disclosure or completely objective.
3.4.1 Strengths
· Inventory turnover ratio is definitely a strength of TESCO, it shows a high demand for products it supplies.
· TESCO having adequate funds is only now starting to change, after having a negative credit rating and only changing to stable in 2016. Anonymous (2016) Dave Lewis as CEO, Anonymous (2015) , 4 ,with his experience gained at Unilever, he was the ideal choice for TESCO to turn around the business,
3.4.2 Weaknesses
· Product packaging errors seems like a ‘token weakness installed into TESCO’s SWOT as they are unwilling to share their actual weaknesses.
· TESCO have stockpiled a massive amount of land earmarked for future large superstores Ruddick G. (2015) However, consumer spending has changed, with customers preferring to shop little and often, but locally. This has made the land accrued obsolete.
· TESCO’s international performance is lagging behind advancements made in the UK market Mathis W. and Pfanner E. (2018)
· Being placed in the middle market price wise makes it hard for TESCO to establish who ‘their customer’ actually is, and therefore how to market themselves to those customers.

3.4.3 Opportunities
· The strategic acquisition of the Booker Group PLC is a great opportunity to reduce running and distribution costs and should show dividends in 2020. Anonymous (2017) The UK market for e-commerce is expanding rapidly, TESCO are ideally placed and large enough to take advantage of this expanding market.
· Being able to create, brand and package their own product can give TESCO the ability to have their own USP (unique selling point) which brings with it better profit margins.
· TESCO’s own history is an opportunity in an age where customers are buying into nostalgia, sentimentality and ‘home grown’ businesses, if TESCO could tap into this trend, as they tick those boxes, they can soften their public image going forward.
3.4.4 Threats
· Changing Fashion preferences just scratches the surface, as has been previously outlined by the researcher, consumer habits are changing rapidly, already outdating the TESCO Superstore and moving more and more into online sales.
· Competitive pressures are a very real threat, with the Sainsbury-Asda merger and Aldi and Lidl taking more and more of the market share.
· BREXIT is a complete unknown to everyone, but is firmly placed in the threats column. Everything can change, from exchange rates, produce laws, supply chain to name but a few.


3.5 Pestel Analysis

3.5.1 Social
Employing over 50,000 people, it is clear that TESCO has a lot of social impact, TESCO shapes many of the high streets in the UK today. Whether it be through the actual stores on the high street, or the money that is the pockets of the customers on those high streets.
TESCO have recognised the importance of stocking produce from local suppliers and support local charities.
3.5.2 Economic
As we have seen, TESCO’s economic situation can change overnight, the Horse Meat Scandal affected its sales, customer loyalty and consequently share price. Even more extreme was the Accountancy Scandal which cost TESCO millions in fines and a massive reduction in their share price, costing both TESCO and their investors estimated billions.
Having such a large market share in their sector, TESCO’s economic situation has a butterfly effect across the whole industry.
3.2.3 Environment
In 2017 TESCO created its own carbon reduction target to help combat climate change, it also buys its electricity from renewable energy sources, and is hoping to transfer to 100% renewables by 2030. It also has a refrigeration and replacement programme which has seen its refrigeration emissions drop by 26%. bitc.org.uk (2019)
You can see from these figures that the third largest retailer in the world is aware and active regarding climate change.

3.6 Stakeholder Analysis

In a company the size of TESCO, it stakeholders are far reaching, the following are just an example:
· Shareholders
· Customers
· Staff
· Competitors
· General public
· Sponsors
· Partners
· Government
· Suppliers
· Environment
· Stock Exchange

The following is a tool used to compartmentalise stakeholders during stakeholder analysis:
[image: Image result for power/interest matrix]
The researcher will apply it to TESCO:
	Minimal Effort
· General Public

	Keep Informed
· Suppliers
· Sponsors
· Stock Exchange

	Keep Satisfied
· Customers
· Staff
· Competitors
· Environment
	Key Players
· Shareholders
· Partners












4.0 Conclusion

The researcher has come to the conclusion that as TESCO has definitely experienced difficult times, including ‘The Horse Meat Scandal’ and even more damaging, ‘The Accountancy Scandal’. With the installation of Dave Lewis as CEO in 2014, the tide has started to turn, however, TESCO are not there yet. There is still a way to go, and many improvements to be made to regain the trust and loyalty of its customers.
On top of this recovery, there are imminent external problems on the horizon, including the Sainsbury’s-Asda merger, the budget supermarkets growth in popularity and increase in market share, the changes in consumer habits from one weekly big shopping trip, to buying little and often, plus preparing for the unknown entity that is BREXIT, which at the time of writing, the researcher sees no imminent conclusion to the problem.


5.0 Recommendations

On reviewing the problems facing TESCO the researcher has arrived at the following recommendations:
TESCO needs to move forward with complete honesty and clarity, leaving behind the days of scandal and underhand dealings and move forward with the core message from the day the company was founded, ‘Put affordable food in the reach of everybody’ tesco.com accessed 18/03/2019
Regarding 3.2.1 Caught in the middle market, rather than increasing quality and therefore prices to attract the superior brand shoppers, or reducing prices to compete with the budget supermarkets. TESCO should concentrate on offering a superior customer service and ensure that core/key stock is always available to its customers. Reduce the amount of time customers spend at the checkouts. Create a warm and family friendly atmosphere in store and market TESCO as a whole as a company that encourages a wholesome lifestyle regarding health, fitness and healthy family and friend relationships. This would show that TESCO are tackling the growing national problem of health and obesity.
Combatting 3.2.2 ASDA and Sainsbury’s Imminent Merger, TESCO need to improve their credit rating and thus increase their buying power. This could be achieved by selling much of its land that was stockpiled for future developments. Maintaining its competitive edge will be crucial for TESCO to stay on top of the market.
Consumer habits have changed, the researcher suggests that to keep up with 3.2.3 Changes in Consumer Habits TESCO should aim to become the new ‘corner shop’ by opening smaller stores in more suburban areas, stocking key produce which is most popular in the Superstores. Employing staff from the surrounding areas to give a real sense of community.
These stores would not have room to stock such products as clothing, books and cd’s, kitchenware and electrical goods, but this would leave TESCO the opportunity to focus on the online side of its business regarding these products.
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