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Ratio Analysis of Tesco PLC
The analysis used for performing a financial ratio analysis of Tesco PLC is based on the comparison of its Financial Statements in 2024 and 2025, respectively. The reason Tesco is suitable for this analysis is due to the availability of its full annual accounts. This allows for trend analysis of the financial measures between periods. Ratio analysis is an effective analytical tool for measuring the financial health of a company. It can be used to determine the company's profitability, liquidity, efficiency and financial stability in addition to being an effective way to evaluate the company's performance over time (Olayinka 2022). The annual report of Tesco demonstrates an increase in sales, operating profit and capital return for the company in total, but there was a reduction in statutory profit and liquidity.
Financial Ratio Calculations
1. Gross Profit Margin (GPM)
Gross Profit / Revenue x 100
2025: £5,051 m / £69,916 m x 100 = 7.22%
2024: £4,849 m / £68,187 m x 100 = 7.11%
The increase in GPM suggests that in 2025, Tesco generated a slightly higher amount of gross profit from each pound of sales than it did in 2024, reflecting improved cost control or improved pricing performance. Profitability ratios are significant because they provide a measure of the effectiveness of a business in converting revenue into operating profit Saputra 2022.


2. Operating Profit Margin (OPM)
Operating Profit / Revenue x 100
2025: £2,711 m / £69,916 m x 100 = 3.88%
2024: £2,821 m / £68,187 m x 100 = 4.14%
In 2025, although there is an increase in sales, the decrease in OPM compared with previous years suggests that Tesco has retained a lesser amount of operating profit from each pound of revenue generated in 2025. This may have resulted from an increase in labour, distribution and operating costs incurred during the year by the company. 
3. Improved adjusted profit operating margin
2025: Underlying profit = £3,128 million / £69,916 million x 100 = 4.47%
2024: Underlying profit before = £2,829 million / £68,187 million x 100 = 4.15%
As such, adjusted profit from Tesco has improved, meaning their underlying business performance has become stronger after excluding exceptional items. This information is useful for financial statement analysis as the analyst can differentiate between core business results versus any variety of non-recurring events (Olayinka, 2022).
4. Current ratio
Current Assets / Current Liabilities
2025: Current Assets = £8,806m / Current Liabilities = £13,820m = 0.64:1
2024: Current Assets = £8,823m / Current Liabilities = £13,350m = 0.66:1.
Both years, Tesco's current ratio remains <1 for both years. Supermarkets typically operate under this premise due to fast-moving stock and reliance on supplier credit but indicate a generally weak level of short-term liquidity.
5. Acid test ratio
Current assets – (Inventory) / Current Liabilities
2025: (£8,806m - £2,697m) / £13,820 = £6,109m / £13,820m = 0.44:1
2024: (£8,823m - £2,638m) / £13,350 = £6,185m / £13,350 = 0.46:1.
Again, reducing slightly suggests Tesco's immediate liquidity has also weakened. According to Susellawati et al. (2022), a significant reason to review liquidity ratios relates to the business's ability to meet its short-term obligations.
6. Gearing ratio
Net debt / (Equity) x 100
2025: Net Debt = £9,454 / Equity = £11,662 x 100 = 81.1%
2024: Net Debt = £9,684 / Equity = £11,665 x 100 = 83.0%
Indicating a modest improvement that also reflects on how slightly decreased net debt supports reduced levels of financial risk through lower levels of gearing, particularly relevant regarding potential financial distress and resilience (Ramzan, 2023).
7. Return on Funds Utilised
Tesco publishes this direct information.
In 2025: 14.6%
In 2024: 13.4%
Tesco’s improved Return on Funds Utilised indicates that they achieved greater Returns from the deployed capital to the business. As such, they are achieving greater Efficiency and are making better use of Long-Term Funding. Returns based on an organisation or business activities are vital indicators of overall performance and investors' confidence (Saputra, 2022)
Performance Analysis
Tesco achieved an improved performance in 2025; specifically, Group Sales increased from £61,514,612,498 to £63,632,178,879, adjusted Operating Profit from £2,829 million to £3,128 million, and UK% Market Share from 27.6% to 28.3%. This indicates that Tesco has gained a more substantial position within the highly competitive Grocery sector. Tesco, within their reporting, have indicated that they achieved this because of their continued investment into Value, Quality and Service, particularly through Clubcard Prices, Aldi Price Match and Low Everyday Prices. Tesco has also recorded improvements in Customer Satisfaction and increased Volume Growth.
One factor for the improved performance could be Tesco’s Loyalty Strategy; increasing perceived value and customer engagement with the Loyalty Programme can both improve Customer retention and repeat purchasing (Parashar, 2026). The Clubcard Scheme supplied by Tesco appears to have supported sales growth and strengthened Customer Loyalty. In addition, Bhujel links Customer Satisfaction and Improved Retail Performance, both highly relevant due to Tesco’s improvements in Customer Recommendation Scores and Market Share.
Tesco has also successfully continued to invest in product Quality and Convenience. The report for 2025 notes that Tesco positively impacted quality image, increased finest product family offerings and enhanced efficiency via their app usage and fast delivery services, all of which likely contributed to improved sales; however, they have incurred additional operating expenses in doing so. According to Davies (2025), supermarket chains like Tesco need to compete based on price and equally, if not more so, on the customer experience, brand identity, and establishing trust to support a broader corporate strategy.
Tesco's statutory operating margin decreased from 4.14% to 3.88%, and its liquidity ratios have deteriorated slightly. This implies that while Tesco made progress in its core operations, the company has experienced higher cost pressures. The annual report cites the effects of inflation, higher colleague wages, environmental compliance costs, and competition in the UK grocery sector. The above factors likely led to reduced operating profitability, demonstrating that while Tesco has strengthened its commercial position, it has had to give up some short-term margin to maintain a competitive position.
In addition, significant investment in sustainability initiatives is another issue. Short-term climate mitigation costs will increase, but long-term financial performance should improve due to reductions in energy use and waste and/or enhanced reputation (e.g., a better public image and increased political support) (Olarewaju et al., 2024). Solar energy sources, rail freight transportation agreements, and the reduction of packaging waste are examples of sustainability issues referenced in Tesco's annual report. Supermarkets are increasingly analysing their sustainability initiatives using energy-efficient measures, as they benefit both financially and environmentally from these initiatives (Terzis and Gotzamani, 2025). Therefore, Tesco's firms' investment in sustainability should help explain how the short-term margin declined while long-term sustainability improved. Users of financial statements need to be conscious of issues related to both the complexities of accounting and how the accounts have been presented. Adejumo & Ogburie (2025) have pointed out that ethical and transparent reporting are important aspects of financial accounting, while Olayinka (2022) details that the interpretation of financial statement ratios is only useful when used alongside narrative disclosures within the financial statements. As the statutory and adjusted figures provided by Tesco differ, it will also be particularly advantageous to use ratio analysis to separate out any underlying performance from the impact of accounting on the overall financial statements provided by Tesco.
To enable continued customer allegiance and therefore to maintain its competitive advantage as an outstanding provider for customer convenience, Tesco should continue its investment in loyalty and value strategies. Promotional opportunities based on the data from Clubcard can be used to grow profitability through more accurate targeting rather than resorting to extensive price reductions. As a result, this would maintain the market share of Tesco, while safeguarding margin requirements, supporting towards retaining their competitive advantage.
Tesco should also consider strengthening the existing low current and acid test ratios by enhancing the management of liquidity and working capital. The ratios remain considerably lower than the industry standard, which implies that better cash management practices could improve the overall financial well-being of Tesco's short-term liquidity position and be beneficial to the overall short-term financial health of Tesco. Financial indicators such as liquidity and coverage are some of the key variables used to identify the financial health or assess the strength of a business (Ramzan, 2023).
The recommendation to continue the sustainability projects currently in place with quantifiable financial benefits should be continued, specifically in terms of the efficiency improvements related to energy and transportation improvements. Climate-related investments should be established for long-term growth objectives by linking the energy-related and cost savings associated with reducing climate change effects and providing operational capability (Olarewaju et al., 2024; Terzis & Gotzamani, 2025). The development of financial literacy, coupled with better-defined performance metrics, will ultimately lead to improved decision-making processes across organisations (Gonzalez-Prida et al., 2025).

Conclusion 
In conclusion, the results of Tesco's ratio analysis clearly demonstrate mixed results, but improvement from 2024 to 2025. Tesco has achieved improved profitability, both gross and adjusted operating profit for the year, with the ROCE indicating improved, advantageous underlying trading and effective use of capital. While the statutory operating margin has decreased slightly and the liquidity ratio has deteriorated over the same period, the overall increase in costs and competition pressure on certain areas of the total financial performance of Tesco is evident. Ratio analysis is an effective method for converting publicly available financial accounting data into measures that can provide important insight into financial performance metrics that are of interest to both stakeholders and shareholders. Ratio analysis can also be used to explain both what has changed during the respective current and prior years and why those changes occurred (Olayinka, 2022). Ultimately, the result of the ratio analysis from Tesco demonstrates that Tesco has established improved competitiveness and strategic positioning; however, these improvements continue to place stress on certain aspects of the company's overall financial position within the context of short-term liquidity and margin requirements.
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