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Introduction
Tesco PLC is a significant competitor in the UK market of grocery retailing and exemplifies one of the market's leaders in combining cost control and pricing policies. The following report's performance of Tesco in 2022 and 2023 will use various financial ratios. The review of the profitability, liquidity, efficiency, will indicate how the financial position of Tesco has changed over the last two years. Using the assessments of the ratio analysis method together with previous literature and real-life research (Bright & Herbert, 1990; Attrill & McLaney, 2015) this report will describe the reasons Tesco's performance has improved or decreased in this time frame. The report will also explain economic pressures on the outside, price shifts and consumer behaviour changes (Dragun, 2007), and internal cost decision factors have all impacted the financial performance. The report will provide recommendations for better margins and sustainability to Tesco, with the conclusion discussing how ratio analysis provided a more detailed understanding of the performance payoff of Tesco.








Profitability Analysis 
Profitability remains one of the most significant measures of a company's ability to generate profit in relation to sales and capital invested in the company. The highlighted ratios in this study will be Net Profit Margin and Return on Capital Employed (ROCE).
Net Profit Margin
Tesco's net profit margin was near 2.4% for 2022 based on net profit of around £1.48 billion with revenue of £61.3 billion. In 2023 the net profit margin sharply decreased to around 1.1% with revenue of £65.9 billion. The decline in margins is mainly due to increased operating costs, along with one-off impairment charges on property assets, which materially impaired the net profit margin (Lawson, 2014). This reduction in profitability is in line with previous academic literature that indicated lower profit margins attributable to rising costs in the retail sector, which are not entirely passed on to customers, particularly in competitive sectors (Dragun, 2007).   
Return on Capital Employed (ROCE)   
ROCE, which indicates how well Tesco is utilising its capital to generate a return, also worsened in 2023. Statutory measures suggest that ROCE decreased from 9-10% in 2022 to 6-7% in 2023. Underlying EBIT in 2023 is considerably below the 2022 figures, although some adjusted measures indicate minor improvements due to shrinking the asset base (Li, 2023). The decline in ROCE demonstrates that the reduction in equity - because of dividends and pension revaluations (Wood, 2015) - has, in fact, negatively impacted the company's performance (Bamber & Parry, 2014).   

Analysis of liquidity 
Liquidity ratios measure the ability of the business to satisfy short-term obligations. This report utilises the current ratio and quick ratio.
Current Ratio
In 2022, Tesco's current ratio was approximately 0.73, which indicates the retailer's operating means low working capital, and its business model benefits from high turnover of stock along with favourable credit terms extended by suppliers. In 2023, this ratio decreased slightly to 0.71. A current ratio of below 1 would suggest there are liquidity concerns from another industry that runs a positive working capital cycle, meaning the company has cash inflows in the short term from sales but cash outflows or supplier settlements are extended longer than sales in cash (Weetman, 2016). 
The current financial scenarios despite the slight reduction in ratio, supports the cash flow report to indicate strong operational cash generation (Lawson, 2014) secondly, and as such Tesco has sufficient resources to meet its short-term liabilities and has a structure like normal in the highly competitive grocery market (Choi & Wang, 2009).
Quick Ratio
Tesco's quick ratio, which excludes the inventory of current assets states a similar reliance on perpetual cash flow to sell the goods. The quick ratio in 2022 was roughly 0.58 and slightly decreased to around 0.56 in 2023. The small reduction reflected the increase of inventory value based on inflation of the costs. Liquidity in the grocery sector will typically be managed based on operational efficiency via use of turnover rather than high cash reserves (Dyson, 2010). The drop in liquidity ratios from 2022 and 2023 was small but should still demonstrate a need for management of short-term liabilities under conditions where operational cost or inventory valuation are increasing (Britton, 2013).
Efficiency Analysis
Efficiency ratios measure how well various degrees of the cash position is utilised against the asset and inventory turnover in revenue produced from the sale of goods. The two primary ratios are inventory turnover and asset turnover.
Inventory Turnover
Inventory turnover is determined by taking the cost of goods sold and dividing that by average inventory. In 2022, Tesco's inventory turned over about 24 times per year, and in 2023, it turned over a little more than 25 times per year. The increase in inventory turnover signals Tesco has improved inventory management which could be attributed to supply chain improvements, as well as the desire to minimise holding costs in an inflationary environment (Attrill & McLaney, 2015). Effective management of inventory is one of the ways to maintained margins in a low margin industry. Additionally, although inventory was costing more due to inflation, Tesco was able to turn its inventory into sales very quickly, which is a sign of efficient operations. Moreover, as noted by Lucey (2009), management inventory efficiently is critical for minimising waste, especially within food retailers.
Asset Turnover
Asset turnover is revenue divided by total assets. It is a measure of how effectively a company generates revenue relative to its asset base. In 2023, Tesco's asset turnover improved from approximately 1.24 to 1.43, suggesting Tesco improved sales in 2023 compared to its asset base. While it is true part of the improvement is due to a reduction of total assets from the pension revaluations and property write-downs (Li, 2023), nevertheless, the greater efficiency is indicated in the ability to generate sales compared to its asset base. This discovery aligns with accounting theory models that argue that asset turnover is an indicator of operational efficiency and productivity of assets (Kothari, 2001; Weetman, 2016).
Solvency Analysis
Solvency ratios give insight into the composition of Tesco’s finances in which debt is compared with equity.
Debt-to-Equity Ratio
In 2022 Tesco had a debt-to-equity ratio of about 0.47 however in 2023 this increased to approximate to a 0.60. This increased ratio is realistically due to a reduction in the shareholders’ equity from a decrease in the distribution of dividends, share buybacks, and a significant pension revaluation. An increase in the debt-to-equity ratio shows that the firm has become more reliant on finance and will risk its financial risk (Drury, 2020). Such findings have been seen in corporate finance studies (Ohlson, 1995; SANGWA, 2017), where higher solvency reduce the financial flexibility in times of turbulence. 
Interest Cover
Interest cover has decreased also in 2023. In 2022, Tesco’s operating profit was about 4.6 times the level of interest cover meaning the company could comfortably pay the interest. In 2023, this level of coverage dropped to about 2.5 times demonstrating that declining operating profit because of higher costs and exceptional charges resulted in the deteriorating functional aspect of equity financing debt. Low interest coverage indicates, a warning sign, which if the trend were to continue could indicate possible difficulties in managing the risks associated with high leveraging (Walls et al., 2012; Choi & Wang, 2009). Hence there is a need for Tesco to manage its capital structure wisely while trying to enhance earnings.
Recommendations for Improvements 
From this analysis several recommendations can be made to help capture better financial performance and sustainability for Tesco in the future:
Improve Cost Efficiency and Control
Tesco should invest more in automation and in the lean process to enhance efficiency in its supply chain and stores. This would help cushion the effects of rising operating costs and potentially allow for the reduction in effect of inflation (Drury, 2020; Attrill & McLaney, 2015). Energy efficiency and waste reduction initiatives will contribute to the reduction of overheads (Lawson, 2014).
Improve Product and Pricing Strategies
By focusing on encouraging the sale of high margin items, with analysis-based customer segments, promotional and targeted marketing audience (Drangin, 2007) Tesco can improve its profitability with the intention to not engineer an unfavourable position with price sensitive consumers. Data analysis systems will underpin such initiatives as Tesco relies on dynamic and sustainable pricing and promotional initiatives of products (Kumar et al., 2014; Choi & Wang, 2009). 
Improving Capital structure Management 
Tesco may consider lessening dividend pay-out and share buybacks until profits stabilise to manage rising solvency. Less debt equals lower debt to equity and better interest cover thus reducing financial risk (Ohlson, 1995; SANGWA, 2017).

Sustainability and Operating Efficiency
Continued investment in sustainable technologies for long-term, cost and income savings will ultimately improve the brand perception over time. Energy management improvements, in stores and food waste reduction objectives should be prioritised to help with positive environmental and firm performance objectives (Walls et al., 2012; Lucey, 2009). 















Conclusion 
The ratio analysis of Tesco’s performance in (2022 and 2023) presents a mixed scenario. However, performance efficiency ratios (inventory and assets turnover) have improved, suggesting a strong management operational, whilst profitability and liquidity ratios have declined with increased operating costs; inflationary costs and strategic decision to absorb some costs to preserve market share (Bright & Herbert, 1990; Dragun, 2007). Increased gearing and decreasing interest coverage performance also demonstrates financial pressure that could prove challenging to firm sustainability if they persist indefinitely. Based on the above analysis, it certainly will take strategic enhancement in managing cost, capital and sustainability factors for Tesco to remain competitive in the medium and longer term. 
This ratio analysis has proven a useful tool to help navigate a complex finance environment, and systematically analysis into information that is financially sound to drivers operational and strategic decision making (Yhip et al., 2020; Weetman, 2016). In summary, managing cost efficiencies, improving product mix, managing capital structure, and maintaining an ongoing investment in sustainability will enable Tesco to recover profitability marginals while retaining its operational flexibility throughout challenging economic conditions.
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