


1. Introduction 
Financial statements have significance when it comes to understanding a company’s profit, cash flow, financial obligations, and overall financial situation. The process of ratio analysis helps take the information provided by financial statements a step further by making it easier to compare figures from financial statements of various periods and determining if the company has improved or declined in terms of performance. The actual trustworthy results of the financial analysis depend on the appropriate interpretation of the accounting information coming from the income statement, balance sheet, and cash flow statement rather than on relying on a single measure only (Needles & Powers, 2026). The advances in the analysis of financial data help companies and investors analyse larger volumes of financial information and discover trends in the work of organisations (Asare, n.d.; Du et al., 2024).
Financing analysis focuses on evaluating the financial results of Tesco PLC for the years 2024 and 2025 by using some financial ratios such as sales growth, profit before tax ratio, EBITDA ratio, fixed charge coverage ratio, free cash flow conversion ratio, and capital expenditure ratio. Tesco PLC reports that its sales increased from £61,477 million in 2024 to £63,636 million in 2025 and the adjusted operating profit also grew from £2830 million to £3130 million (Tesco PLC, 2024; Tesco PLC, 2025).
2. Ratio Evaluation
· Group sales growth: 2024 – N/A; 2025 – 3.51%
· Profit before tax margin: 2024 – 3.36%; 2025 – 3.17%
· EBITDA margin: 2024 – 6.52%; 2025 – 6.90%
· Fixed charge cover: 2024 – 3.8 times; 2025 – 4.2 times
· Free cash flow conversion: 2024 – 46.38%; 2025 – 36.27%
· Capital expenditure intensity: 2024 – 1.93%; 2025 – 2.08%
· Shareholder distribution coverage: 2024 – 1.35 times; 2025 – 0.93 times
The above ratios have shown different aspects of the performance of Tesco in light of the preceding analysis and have provided the opportunity of evaluating the performance even further considering the aspects of operational growth, profitability, obligations of the company financially, and investment position of the company (Faccia et al., 2023; Oyewole et al., 2024).
3. Sales and Operational Performance
Tesco’s Group sales ratio has grown from £61477 million in 2024 to £63636 million in 2025.
Sales growth = (£63636m − £61477m) ÷ £61477m × 100 = 3.51%
As seen from the above calculations, Tesco has been able to show a growth in its sales activity, as can be seen from the figures. The increase has been made possible through the successful operations of the company both in the UK and the Republic of Ireland, where similar like-for-like volume growth was achieved during the operation throughout the end of the current period. Alongside, Tesco’s market share of sales in the UK has increased from 27.6% to 28.3%, which is the highest figure the company has achieved in the past years. Through the company’s value strategy realization, including special prices within the framework of Clubcard Prices, Aldi Price Match, and Low Prices All the Time, it has been able to stay competitive on the market, retaining the loyalty of the customers towards the company (Tesco PLC, 2025).
The performance of Tesco was linked to the improvement in the quality of products. The company has indicated a 15% growth in sales of Tesco’s Finest in the UK, while the overall perception of the company’s quality on the customer side has increased by 153 basis points. Operational management is vital in grocery retail since the factors affecting prices, availability, supply chains and inventory decisions will impact the customer satisfaction and financial results (Meng, 2024). Tesco has combined competitive prices with product availability and quality to boost its sales. 
4. Profitability analysis 
The sales grew; however, Tesco has experienced a decrease in the statutory profit before tax, which saw a decline from £2,289 million in 2024 to £2,215 million in 2025. 
Profit before tax margin in 2024: £2,289m / £68,187m × 100 = 3.36%
Profit before tax margin in 2025: £2,215m / £69,916m × 100 = 3.17% 
The decrease from 3.36% in 2024 to 3.17% in 2025 indicates that Tesco earned marginally lower profit before tax for each earned pound of revenue in 2025. Such decrease seems to be negative when viewed as isolated; nevertheless, Tesco recorded an increase in adjusted operating profit of approximately: 
(£3,128m − £2,829m) / £2,829m × 100 = 10.57% 
Difference between improved underlying profitability and lower statutory profit is explained partly by adjusting items. Tesco recorded £417 million of adjusting items in 2025. Evidently, this indicates the need to analyse financial statements carefully and accurately instead of solely depending on the results of profit reports. Financial reporting language and sentiment analysis distinguishes between data obtained, possible risks, and management explanations (Soong & Tan, 2021). 
Tesco’s efficiency in operations has been one of the elements of its financial strategy since it continuously tries to implement programs that facilitate cost reduction in operating costs (Thomas, 2026). Nonetheless, supermarket companies still face challenges such as inflation, supplier expenses, rivalry among sellers, and shifts in consumer expenditures. Hence, financial risk management is still of paramount importance (Woods, 2022).
Tesco's EBITDA increased from £4,448 million in 2024 to £4,825 million in 2025.
2024 EBITDA margin:
£4,448 million / £68,187 million x 100 = 6.52%
2025 EBITDA margin:
£4,825 million / £69,916 million x 100 = 6.90%
The improvement implies better underlying cash-based operating performance prior to interest, taxes, depreciation, and amortisation.
Tesco's fixed charges also improved. If we measure EBITDA against adjusted financial charges and lease obligations:
2024 fixed charge cover = £4,448 million / £1,182 million = 3.76 times, approximately 3.8 times
2025 fixed charge cover = £4,825 million / £1,136 million = 4.25 times, approximately 4.2 times
This improvement implies that Tesco had a better ability to meet fixed financing and lease obligations covered by profits in 2025. According to Tesco's annual report, fixed charge cover improved from 3.8 to 4.2 times (Tesco PLC, 2025).
5. Cash Flow and Investment
While EBITDA improved, free cash flow dropped from £2,063 million to £1,750 million. The free cash flow conversion for the year 2024 is calculated as follows:
Conversion ratio = £2,063 millions / £4,448 millions x 100 = 46.38%.
Similarly, free cash flow conversion for the year 2025 is calculated as follows:
Conversion ratio = £1,750 millions / £4,825 millions x 100 = 36.27%.
The decrease in the conversion ratio is indicative of the fact that lesser portion of EBITDA was translated into free cash flows. Tesco gave at least three reasons for the decline including the changes in working capital, increase in taxes paid and more capital investments made. Cash capital expenditure increased by £103 million during the year as Tesco invested in technology platforms, distribution automation, and improvements of its stores in the UK (Tesco PLC, 2025).
6. Recommendation and conclusion 
Tesco advised investing in digital forecasting and automation to allow it to manage inventory and reduce costs in the supply chain better. Technology-based analysis will also assist managers in making the right and immediate decisions as long as proper techniques are used. 
In addition, Tesco is to focus on increasing free cash flow conversion. It should from one hand be noted that investing extra capital may be helpful on a long-term basis, but quick decline from 46.38 to 36.27 % should be observed. Better management of working capital and capacitating capital expenditures may substantially boost cash flow before paying any debts.
Additionally, Tesco should ensure that dividends and buybacks correspond to sustainable cash flow generation. While it may be reasonable to return even more cash to shareholders than annual cash flows for a short certain period, this should not be done consistently as it may hinder financial flexibility. Finally, Tesco is advised to continue investing in green energy, low-carbon transportation systems and efficient supply chains. It has already started its railway transport projects and secured agreements for green electricity and thus is going to reduce long-term influence of the energy prices and save on maintenance costs. 
In conclusion it can be stated that performance in 2025 turned out to be rather mixed but mainly positive sound from financial point of view. Increase of total revenue to 3.51%, growth of adjusted operating profit to 10.57%, further increase of EBITDA margin from 6.52 to 6.90 and strengthening of fixed charge coverage ratio from approximately 3.8 to 4.2 should be highlighted. At the same time, it is important to mention that profit before tax margin has decreased from 3.36% to 3.17% and free cash flow conversion rate has dropped drastically from 46.38 to 36.27%. 
Therefore, ratio analysis makes it clear that while higher sales and better operating performance contributed to company’s financial position, it could not help achieving good results in all financial measurements. Investing additional amounts of money, changes in working capital and adjusting items have badly affected statutory profits and cash generation by the company. The main conclusion is that Tesco should preserve growth in its operations and enhance cash flow conversions while at the same time making sure that returns to shareholders are reasonable and investments into tech and sustainability projects continue.
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