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[bookmark: _Toc234772693]1.0 Introduction
Evaluating and analyzing financial statements is one of the core elements of financial analysis and is a tool used to make decisions regarding an organization's finances, as well as its strategic plan. To determine the profitability, liquidity, efficiency and financial stability of the business, ratio analysis can be used to compare the financial data of different accounting periods, with the help of this method. In this report, the financial performance of Tesco PLC is analysed based on the published financial statements for the financial years 2025 and 2026. 
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Figure 1: Tesco revenue analysis
(Source: Stockanalysis, 2026)
Tesco's revenue was £73.71 billion in the year ending 2026 compared to £69.92 billion in the previous year ending 2025 and net profit rose to £2.99 billion in comparison to £2.75 billion (Stockanalysis, 2026). The financial report assesses Tesco's financial position using various financial ratios identifies the trends of developments in the company's performance and offers recommendations for the company to achieve long term business sustainability.
[bookmark: _Toc234772694]2.0 Company Background
Tesco PLC is one of European's leading multinational food and grocery retailers in UK and one of the largest in Europe. Jack Cohen founded Tesco in 1919 and now it has grown into supermarkets, convenience stores, online retailing, banking and insurance as well as mobile telecommunications. It serves millions of customers a week and has thousands of stores throughout the UK, Ireland, Central Europe and other markets worldwide. 
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Figure 2: Tesco logo 
(Source: Tesco.com, 2026)
Tesco's business approach is driven by creating value by offering competitive prices, extensive range of quality products, innovative digital solutions and thriving sustainable businesses. Tesco had revenue of £73.71 billion, total assets of £39.47 billion, shareholders' equity of £11.46 billion and net profit of £2.99 billion (Stockanalysis, 2026). Going by these results, Tesco's position in the market is strong, even in the face of tough competition and the economic dilemma. Tesco is a public limited company which has detailed financial disclosures providing it as an appropriate company to analyse financially and use ratio analysis.
[bookmark: _Toc234772695]3.0 Financial Statement Overview 
The financial analysis is based on Tesco PLC's Income Statement and Statement of Financial Position for the financial years 2025 and 2026. The Income Statement reveals that revenue rose from £69.92bn to £73.71bn and operating profit grew from £2.71bn to £2.99bn. The Statement of Financial Position shows total assets growing from £38.89 billion to £39.47 billion, as total liabilities have grown to £28.02 billion (Tesco Plc, 2026). The financial statements supply data to do the profit, liquidity, efficiency and gearing ratios calculations and so as to have a comprehensive evaluation of the financial performance and long-term sustainability of Tesco.
[bookmark: _Toc234772696]4.0 Ratio Analysis
The financial ratio analysis is essential because it offers several important insights regarding the financial performance of Tesco PLC in 2025 compared to 2026. They reveal both the profitability and the fluidity of the company as well as its financial efficiency and stability.
[bookmark: _Toc234772697]4.1 Profitability Analysis

Figure 3: Profitability Ratio
(Source: self-created)
The profitability ratios show the profitability of the company (Vipond, 2024). This showed that Tesco's profitability experienced an improvement during the reporting period, highlighting a positive financial performance. The gross profit margin rose in 2026, from 7.22% to 7.51%, meaning that the company was making more gross profit from each pound of sales. This seems to be an improvement in cost management, a good product mix, and achievable pricing, despite the continued inflationary pressures in the retail industry.
Likewise, the operating profit margin also rose (3.88% to 4.05%) due to the operational efficiency and better management of operating expenses. Higher operating profitability has probably been driven by the continued adoption of automation, supply chain optimisation and digital retailing initiatives by the company (Famoti et al., 2025).
Tesco also reported higher net profits as its net profit margin rose from 3.93% to 4.05%, reflecting its overall profitability given the impact of finance costs and taxation. Additionally, the measures Return on Assets (ROA) rose from 7.06% to 7.56%, indicating the earning contribution of investment in assets. Similarly, Return on Equity (ROE) increased from 23.55% to 26.05% due to better return to the shareholders and better utilization of the shareholders’ investment. [Referred to Appendix 1]
[bookmark: _Toc234772698]4.2 Liquidity Analysis

Figure 4: Liquidity Ratio
(Source: self-created)
The liquidity ratios measure Tesco's short-term financial obligations (CFI, 2020). The current ratio declined from 0.64 in 2025 to 0.58 in 2026, while the quick ratio decreased from 0.44 to 0.39. Both ratios are below the standard of 1.0 but this is typical in the supermarket environment as a high daily cash flow coupled with a high rate of stock turnover. The decrease shows that Tesco became a little more reliant on the need to generate cash continuously, and to manage its working capital more efficiently, to cover the payment of its short-term liabilities. [Referred to Appendix 1]

[bookmark: _Toc234772699]4.3 Efficiency Analysis

Figure 5: Efficiency Ratio
(Source: self-created)
The efficiency ratios for Tesco suggest that the company was more efficient in its use of its operational resources in 2026 (Tesco PLC, 2026). The inventory turnover ratio rose from 23.43 to 24.31, indicating better inventory management and speed of inventory turnover. Efficient inventory turn minimizes storage cost, and product obsolescence especially in food retailing.
The receivable collection period was slightly better than the previous year at 8.83 days compared to 8.69 days, which meant the company was able to collect outstanding customer balances slightly quicker. In addition, asset turnover rose from 1.80 time to 1.87 time, indicating that Tesco's sales have risen with each pound of total assets. The payable period saw a slight decrease from 58.81 days to 58.20 days; it shows that the company was able to pay its suppliers a little earlier without any deterioration of the company's relationship with its suppliers. [Referred to Appendix 1]
[bookmark: _Toc234772700]4.4 Gearing and Solvency Analysis

Figure 5: Efficiency Ratio
(Source: self-created)
Financial leverage has risen slightly during 2026 for Tesco. The debt-to-equity ratio increased from 1.26 to 1.32 and the debt ratio grew from 70.01% to 70.97%, suggesting that debts were still financing a large share of the company's assets. Leverage saw slight rise but Tesco remained in strong financial position. The interest coverage ratio increased from 4.39 times to 5.02 times, which indicates the ability to cover the finance costs by operating profit. In general, the ratios suggest that Tesco as a whole is very stable in terms of its financial condition, existing at a fairly high level of borrowing. [Referred to Appendix 1]
[bookmark: _Toc234772701]5.0 Discussion of Performance
The ratio analysis indicates that Tesco's financial performance improved during the 2026 financial year. Net profit went up to £2.99 billion, driven by higher growth in revenue from £69.92 billion to £73.71 billion, indicating an increasing in sales volume and profitability. The improvements of gross profit margin, operating profit margin, ROA and ROE indicate that Tesco was able to control its operating costs, which in turn increased the income spread generated by the assets and income spread generated by shareholders' equity, respectively. 
It also started to run more efficiently during the year. In addition, higher inventory turnover and asset turnover reflect the better use of resources, and shorter collection days for receivables better management of working capital (FinanceFacts101, 2025). These enhancements align with the ongoing digital transformation of Tesco's retail operations, its growing focus on automated distribution centres, online grocery delivery and supply chain optimisation. 
Liquidity ratios however did slightly decline suggesting more reliance on effective inventory handling and on-going cash generation to settle short-term debts (Stefanelli, 2025). Furthermore, the rise in debt-to-equity ratio and debt ratio indicates a greater dependency on external finances. However, the improvement in the interest coverage ratio indicates that Tesco still has adequate ability to meet its financial commitments. The overall financial analysis shows that the profitability of Tesco was enhanced, along with its efficiency in operations, and its financial standing remained stable in the long term.
[bookmark: _Toc234772702]6.0 Recommendations 
Tesco should persist in investing in digital technologies, automation, and other forms of artificial intelligence to enhance operational efficiency and lower operating expenses. Next steps for data analytics and inventory forecasting would supplement the inventory management system, waste reduction and profitability.
The company is also required to enhance liquidity position by maintaining more cash reserves and optimising working capital. Less liquidity is satisfactory in the food retailing business, but better short-term liquidity would result in greater flexibility in case of economic hardship (Purwanti, 2022).
Tesco should be mindful of the amount of debt it takes to avoid undue financial risk. Capability to generate cash flows and have control on its capital expenditure would help in reducing debt which would add to its balance sheet and lower its future finance costs. Overall, ongoing investments in sustainability best practices, renewable energy, sustainable packaging, and responsible sourcing will help bolster Tesco's corporate reputation, rebuild stakeholder trust and confidence, and ensure long-term financial stability, while also helping to satisfy growing consumer and regulatory demand.
[bookmark: _Toc234772703]7.0 Conclusion 
The financial ratio analysis helps identify that Tesco PLC's performance of the overall finance has improved from 2025 to 2026. Profitability and efficiency ratios have steadily improved, indicating improved revenue growth, cost control and better use of company's assets. The liquidity ratios have fallen although financial leverage has risen, Tesco has shown good financial stability and has had a better capability of covering its debts with improvement of operating profits. In conclusion, ratio analysis is a useful tool for evaluating and interpreting business performance and decision-making. With continued investments in operational efficiency and sustainability, Tesco's financial strength lays a solid foundation for future growth and long-term shareholder value.
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[bookmark: _Toc234772705]Appendix 1: Ratio analysis
	Ratio
	Formula
	FY2026 Calculation
	FY2026
	FY2025 Calculation
	FY2025

	Profitability Ratios
	 
	 
	 
	 
	 

	Gross Profit Margin
	Gross Profit / Revenue * 100
	5,538 / 73,712 *100
	7.51%
	5,051 / 69,916 *100
	7.22%

	Operating Profit Margin
	Operating Income / Revenue * 100
	2,985 / 73,712 *100
	4.05%
	2,711 / 69,916 *100
	3.88%

	Net Profit Margin
	Net Income / Revenue *100
	2,985 / 73,712 *100
	4.05%
	2,746 / 69,916 *100
	3.93%

	Return on Assets (ROA)
	Net Income / Total Assets *100
	2,985 / 39,474 *100
	7.56%
	2,746 / 38,890 *100
	7.06%

	Return on Equity (ROE)
	Net Income / Shareholders' Equity *100
	2,985 / 11,457 *100
	26.05%
	2,746 / 11,662 *100
	23.55%

	Liquidity Ratios
	 
	 
	FY2026
	 
	FY2025

	Current Ratio
	Current Assets / Current Liabilities
	8,369 / 14,329
	0.58
	8,806 / 13,820
	0.64

	Quick Ratio
	(Current Assets − Inventory) / Current Liabilities
	(8,369−2,840) /14,329
	0.39
	(8,806−2,768) /13,820
	0.44

	Efficiency Ratios
	 
	 
	FY2026
	 
	FY2025

	Inventory Turnover (times)
	Cost of Sales / Average Inventory
	68,174 / ((2,840 + 2,768)/2)
	24.31
	64,865 / 2,768
	23.43

	Receivable Days
	Trade Receivables / Revenue * 365
	1,755 / 73,712 * 365
	8.69
	1,692 / 69,916 * 365
	8.83

	Payable Days
	Trade Payables / Cost of Sales * 365
	10,874 / 68,174 * 365
	58.22
	10,452 / 64,865 * 365
	58.81

	Asset Turnover (times)
	Revenue / Total Assets
	73,712 / 39,474
	1.87
	69,916 / 38,890
	1.80

	Gearing / Solvency Ratios
	 
	 
	FY2026
	 
	FY2025

	Debt-to-Equity Ratio
	Total Debt / Shareholders' Equity
	15,080 / 11,457
	1.32
	14,666 / 11,662
	1.26

	Debt Ratio
	Total Liabilities / Total Assets
	28,017 / 39,474
	70.98%
	27,228 / 38,890
	70.01%

	Interest Coverage Ratio
	Operating Profit / Finance Costs
	2,985 / 595
	5.02
	2,711 / 618
	4.39


(Source: self-created)



Profitability ratios

FY2026	
Gross Profit Margin	Operating Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	7.5130236596483616E-2	4.0495441719123074E-2	4.0495441719123074E-2	7.5619395044839638E-2	0.26053940822204763	FY2025	
Gross Profit Margin	Operating Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	7.2243835459694497E-2	3.8775101550431949E-2	3.9275702271296987E-2	7.0609411159681154E-2	0.23546561481735551	FY2025 Calculation	
Gross Profit Margin	Operating Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	0	0	0	0	0	



Liquidity Ratios

FY2026	
Current Ratio	Quick Ratio	0.58406029729918352	0.38586084164980111	FY2025	
Current Ratio	Quick Ratio	0.637192474674385	0.43690303907380607	
Current Ratio	Quick Ratio	0	0	



Efficiency Ratios

FY2026	
Inventory Turnover (times)	Receivable Days	Payable Days	Asset Turnover (times)	24.313124108416549	8.6902403950510081	58.218822424971393	1.8673557278208441	FY2025	
Inventory Turnover (times)	Receivable Days	Payable Days	Asset Turnover (times)	23.433887283236995	8.8331712340522905	58.814152470515687	1.7977886346104397	
Inventory Turnover (times)	Receivable Days	Payable Days	Asset Turnover (times)	0	0	0	0	



Gearing / Solvency Ratios

Debt-to-Equity Ratio	Total Debt / Shareholders' Equity	15,080 / 11,457	
FY2026	FY2025	1.3162258881033428	1.2575887497856286	Debt Ratio	Total Liabilities / Total Assets	28,017 / 39,474	
FY2026	FY2025	0.70975832193342459	0.70012856775520704	Interest Coverage Ratio	Operating Profit / Finance Costs	2,985 / 595	
FY2026	FY2025	5.0168067226890756	4.3867313915857604	
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