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Executive Summary
The following report details an in-depth examination of Tesco’s financial performance in 2023 and 2024 through key ratios that measure profitability, liquidity, and efficiency. The ratios confirm that Tesco has improved its operating profit margin from 4.4% in 2023 to around 4.6% in 2024, suggesting improved cost control and operating performance. The increase in adjusted diluted earnings per share and the dividend per share shows that improved profitability has resulted in improved returns to shareholders. Additionally, Tesco’s net debt is lower in 2024 compared to 2023, indicating improved debt management and reduced financial risk, as observed by the decrease in retail free cash flow in 2024, which suggests that more capital was reinvested in the business.
The analysis considers external factors such as inflationary cost pressures and the economic backdrop along with strategic decisions, such as investments in digital transformation, supply chain efficiency, and sustainability initiatives. Key recommendations for continued long-term growth are to embrace technology, continue to control costs, and sustain the operating model. Conversely, this ratio-based analysis provides valuable dimensions regarding the financial performance of Tesco along with operational success, reaffirming that Tesco can adjust and deliver competitive performance (Kumar, Reddy, & Krishna; Li, 2023; Smith, 2023). The results provide clear implications and guidance for strategic decision-making, as well as operational improvement.


A. Introduction
This report will explore the financial performance of Tesco during the year 2023 to its performances in 2024 based on key financial ratios from their annual accounts. As a well-established multinational retail giant, Tesco's financial statements will provide the basis for exploring their operational and financial efficiency over two years. The financial ratios focused on will cover measured performance in profitability, liquidity, solvency, and efficiency; the overall aim of this paper is to highlight the continuing use of financial performance ratios when analysing Tesco’s accounting information to assess performance by comparing key ratios such as operating profit margin, adjusted earnings per share, net debt, and retail free cash flow.
Their competitive pricing strategy, cost control, and investment into supply chain innovation provide a significant context of achievement while operating in an uncertain and challenging market condition with economic challenges of rising costs and a cost-of-living crisis. It will also assess external circumstances that affect financial place and a changing customer base. This gap or regimen of comparison of two years of the same business will showcase whether Tesco's objectives of holding costs down and striving for efficiency has led to increased performance. Ratios would allow to delve deeper into those ratio strengths, while recognising some infrastructure to address if their strategies require adjustment. 




B. Ratio Analysis
1. Profitability Ratios
The operating profit margin is one of the fundamental measures of financial health. The ratio is calculated as operating profit is divided by total sales. 
2024: Group Sales = £61.5 billion 
Adjusted Operating Profit = £2,829 million 
Operating Profit Margin = 2,829 / 61,500 = 4.6% 
2023: Group Sales = £57.7 billion
Adjusted Operating Profit = £2,509 million 
Operating Profit Margin = 2,509 / 57,700 = 4.4% 
The slight increase from approximately 4.4% to 4.6% suggests Tesco successfully improved the efficiency with which the group was able to turn sales into operating profit. Accordingly, the uplift in adjusted diluted earnings per share (from 20.53p in 2023 to 23.41p in 2024) alongside the rising dividend per share (10.90p to 12.10p), signal increases in profitability, and shareholder returns by implication. 
2. Liquidity and Solvency Ratios 
Liquidity and management of debt are key indicators of the stability of financial performance: 
Net Debt: In 2023, net debt of Tesco is recorded at approximately –£10,493 million. In 2024, net debt improved to –£9,764 million. Lowering levels of net debt indicates that Tesco engaged in reducing its debt burden or improving cash position, increasing solvency. 
Retail Free Cash Flow: Retail Free Cash Flow decreased slightly from £2,133 million in 2023 to £2,063 million in 2024. This approximately 3.3% decline suggests only a minor decrease in cash generated from core operations but should be evaluated with the other improvements for efficiency and profitability discussed above. The modest decline seen in free cash flow could be attributable to additional capital investments in technology, improvements to the supply chain, or investments in sustainability which should pay-off over time (Rashid, 2018).
3. Efficiency Ratios
The detailed current and quick ratios or turnover figures did not appear in the highlights provided, but operational efficiency is shown in areas such as adjusted improvements in operating profit and stable sales growth, among others. Tesco's ongoing focus to deliver savings and improve operational performance are evidenced through improved measures (Kumar, Reddy, and Krishna, Performance Analysis through Financial Modelling).
C. Discussion of Changes in Performance
The performance at Tesco has many positive changes from 2023 to 2024:
a. Improved Profitability:  The increase in both operating profit margin and EPS indicates that the business has had some success with controlling costs and using its resources effectively. The business focus on cost reductions and value pricing (i.e. price matching and low everyday price) has contributed to improved overall margins (Li, 2023; Smith, 2023).
b. Improved Debt Management:  The lower net debt signals an improved level of financial management. With less net borrowing, the business is in a stronger situation to invest in further improvements and sustain economic shocks. This trend suggests prudent liquidity management and may have been driven by asset sales or refinancing activities (Hasidi et al., 2024).
c. Stable Cash Flow with Minor Decrease: Despite a slight reduction in the retail free cash flow, likely linked to higher levels of reinvestment into the business or renewability projects, the cash generating capabilities are still positively high (Madushanka & Jathurika, 2018). 
d. External and Internal Constraints: External economic headwinds such as a cost-of-living crisis would create a chance of margin pressure. Yet Tesco is managing these pressures through strong supply chain management, employee investments (base pay increases), and strategic partnerships (Ajibola, 2022; Choi & Wang, 2009). Furthermore, the financial transparency (Faccia, McDonald, & George, 2023) and operational efficiency measures applied have improved financial results for 2024. 
D. Future Financial Improvements and Sustainability Recommendations
1. Supply Chain Investment in Technologies
Improving supply chains efficiency through technology and analytics could reduce costs and promote better margins. The use of data and technologies that will make logistics more efficient, including last mile delivery would secure major cost savings and efficiency (Li &Smith, 2003).
2. Enhance Digital Transformation
Tesco should continue investing in digital and online retail platforms to increase customer engagement. A concentration on digital transformation has been shown to enhance revenues and increase efficiencies in the retail sector (Rashid, 2018).
a. Strengthen Cost Control Initiatives: Maintaining an ongoing view of and control over operating expenses is key. It might be worthwhile for Tesco to also explore the use of more sophisticated financial modelling to identify cost influences and appropriate intervention points for operational improvements (Kumar, Reddy & Krishna, Performance Analysis through Financial Modelling; Dyson, 2010).
b. Focus on Sustainability: Investment in renewable energy, energy efficiency and waste reduction will support the environment and influence costs in the long run. Tesco should enhance its work on sustainability in their value chain beyond the cleaning and paper products market (Faccia, McDonald & George, 2023; Wood, 2015).
c. Improve Employee Engagement and Talent Management: Continued investment in, and fairness associated with, employee development will lead to higher productivity and enhanced customer service. This will ultimately be fundamental to maintaining a dominant position in a competitive sector such as retail (Ajibola, 2022; Choi & Wang, 2009).
E. Conclusion
In conclusion, the ratio analysis of Tesco’s financials for 2023 and 2024 has demonstrated a modest but meaningful rise in profitability and soundness. The increase in operating profit margin, earnings per share and decrease in net debt suggest that Tesco is managing its operational costs and resources efficiently. Although free cash flow decreased slightly, we suggest this is due to strategic commitments for reinvestment, the overall performance is encouraging. The analysis also suggests how financial ratios serve as important performance and sustainability indications for a company. They can highlight strengths in cost management and operational efficiency as well as simply demonstrating points of performance that require further strategic investment, in this case; a continued supply chain, digital transformation, cost control and sustainability aspects are suggested for Tesco continued performance and growth to sustain. Overall, this ratio analysis has provided clear and structured comparisons for a view of Tesco’s financial performance over 2023 and 2024, leading into key reflections and strategies for value addition for operational performance improvements for growth and sustainability in the future.
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