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FINANCIAL ANALYSIS
Assignment 1



1. Introduction
Tesco PLC is one of the largest grocery retailers based in the UK. Since Tesco publishes comprehensive financial statements once a year, we can conduct an extensive ratio analysis over multiple years. This report focuses on Tesco's continuing operations for the 52 weeks ending on February 25, 2023 ("FY 2022/23"), and February 24, 2024 ("FY 2023/24"), calculating several key profit, solvency and liquidity ratios. By more closely comparing these ratios over the two years, and referencing academic evidence, we will identify the underlying causes of performance changes, recommend potential actions to improve future results, and reflect on the usefulness of ratios as an evaluation of financial performance.
2. Ratio Analysis and Comparison
a. Operating Profit Margin
Formula: Operating Profit Margin = Operating Profit / Revenue x 100%
​FY 2022/23: 
Operating profit = £1,525 
Revenue = £65,762 
1,525 / 65,762 x100 = 2.32%
FY 2023/24: 
Operating profit = £2,821  
Revenue = £68,187
2,821 / 68,187 x 100 = 4.14%
Change: +1.82 percentage points, reflecting both higher core earnings and lower one‐off costs.
b. Adjusted Operating Profit Margin
Formula: Adjusted Margin = Adjusted Operating Profit / Group Sales (excl. VAT & fuel) x 100%
FY 2022/23: 
Adjusted op. profit = £2,509 
Sales = £57,216 
2,509 / 57,216 x 100 = 4.38%
FY 2023/24: 
Adjusted op. profit = £2,829 
Sales £61,477 
2,829 / 61,477 x 100 = 4.60%
Change: +0.22 percentage points, indicating sustained operational discipline.
c. Statutory Diluted Earnings per Share (EPS)
​ EPS in FY 2022/23 = 10.08 pence per share
EPS in FY 2023/24 = 24.53 pence per share
Change in EPS = 24.53 p – 10.08 p = +14.45 pence per share
d. Adjusted Diluted EPS
Using adjusted profit figures to remove one-offs:
FY 2022/23: 20.53 pence.
FY 2023/24: 23.41 pence.
Change: +2.88 pence, reflecting genuine underlying earnings growth.
e. Net Debt
Formula: Net Debt = (Net Debt 22/23) – (Net Debt 23/24)
​FY 2022/23: £10,493 m 
FY 2023/24: £ 9,764 m 
Change: Reduction of £729 m, enhancing solvency and reducing interest pressure.
f. Retail Free Cash Flow
Formula: Free Cash Flow = (FCF 23 / 24) – (FCF 22 / 23)
​FY 2022/23: £2,133 m.
FY 2023/24: £2,063 m.
Change: –£ 70 m (–3.3%), primarily due to higher capital expenditure, though still ahead of medium-term targets.
3. Financial Performance Comparison (FY 2022/23 versus FY 2023/24)
Tesco had significant improvements in profit margin, earnings, leverage, and cash-flow measures over the two years in question, from both one-off items, and real improvements to operations. 
Operating Profit Margin rose from 2.32 percent in FY 2022/23 to 4.14 percent in FY 2023/24. In raw figures operating profit increased from £1,525 million on £65,762 million of revenue to £2,821 million on £68,187 million of revenue; an 85% increase in operating profit and 1.82 % points increase in margin. The improvements are due to both higher underlying sales, and lower non-recurring items.
Adjusted Operating Profit Margin which excludes one-off items, moved modestly from 4.56 % (£2,630 million/£57,656 million) to 4.60 % (£2,829 million/£61,477 million), 0.04 points increase. The stability of interim adjusted margins suggests the resilience in Tesco’s “Save to Invest” efficiency programs.
Statutory Diluted EPS more than doubled, rising from 10.08 pence to 24.53 pence per share (a £14.45 increase) because of much improved operating profits and a much lower adjusting charge (£1,099 million in the FY 22/23 to £8 million in the FY 23/24). Adjusted EPS (which takes out one-offs) also increased from 21.85 pence to 23.41 pence, a 1.56 pence (7.1%) increase, and demonstrates real earnings growth under accounting technicalities.
From balance-sheet perspectives, net debt reduced from £10,493 million to £9,764 million; a fall of £729 million in a manner that enhances solvency and potentially reduces interest costs. This debt repayment was funded by good retail free cash flow which, while down slightly from £2,133 million to £2,063 million (- £70 million or - 3.3%) remained above £2 billion and, all the while, readily financed both debt repayment and the £250 million special dividend from Tesco Bank.



Some key performance drivers include:
· Cost efficiencies through procurement efficiencies, automation and “Save to Invest” initiatives that lowered selling, general & admin costs (Attrill & McLaney, 2015). 
· Value pricing through Clubcard Price and Aldi Price Match, to protect volumes and margins in inflationary circumstances (Sari et al., 2022).
· One-off gains, which fundamentally were due to the sales of banking assets, which lowered adjusting charges.
· Digital transformation, through dunnhumby-based personalisation and the Whoosh quick delivery service which lowered stock turns and labour costs (Evans, 2022).
Working-capital controls created a £418 million inflow to offset higher capex and create cash-flow flexibility (Dyson, 2010). This comparative ratio analysis shows the improved profitability, strong balance-sheet and strong cash-flow of Tesco; all three create a powerful platform for future investment, returning value to shareholders, and sustainable growth.
4. Sustainability
Tesco's sustainability approach affects its long-term financial resilience and value creation. Drawing from stakeholder theory, Tesco acknowledges environmental and social performance may reinforce financial performance by improving brand value, reducing risk, and realising cost efficiencies, (Choi & Wang, 2009). In the two years, Tesco scaled its capital investment in low carbon logistics, sustainable sourcing and social investment: its "Little Helps Plan", as key factors not only improving its impact in the community and on the planet, but also as a means of measuring its cost base.
First, Tesco increased its renewable energy from 1 % to 100 % by securing Power Purchase Agreements (PPA's) for its UK electricity from wind farms, realised estimated savings in operational expenses of £25 mm in FY 2023/24 from £15 mm in FY 2022/23 associated with lower unit costs, and hedging costs in relation to a volatile wholesale energy market (Warner & Hussain, 2022). The improvement resulting from energy-related cost component of selling, general and administrative expenses contributed incrementally to the improved 0.22 percentage point increase in adjusted operating margin, demonstrating how multiple sustainability initiatives ultimately lead to better financial outcomes on the bottom line.
Second, Tesco’s sustainable sourcing commitments, focused on products like 100 % of its UK own-branded eggs sourced only from RSPCA assured farms and additional 10 % paid to potato growers, helped strengthen relationships with suppliers and resilience across its supply chain (Sharma, Jain & Pajni, 2022). Tesco worked collaboratively with its suppliers to minimise the risk of supply shocks, hence lessening the risk of tightening supply and cost inflation. Inventory turnover is marginally better, both qualitatively from more stringent working-capital management and £418 m working-capital inflow in FY 2023/24 (Dyson, 2010). Improvement in liquidity enhances Tesco's ability to fund more sustainability and growth.
Third, logistics efficiency has improved i.e. through market trials of bio-fuel delivery fleet; rollout of electric HGV. Early report indicates denotes 12 % lower fuel costs, per case, in urban deliveries, using diesel fleet, hp debts, and it has supported the reduction of net debt £729 m, via lower operating cash outflow. (Abdelazim, 2022). This reduction in fuel cost means improved free cash flow position, that notwithstanding a 3.3 % YoY reduction caused by increased capex, remains adequate to fund both sustainability and pay dividends to shareholders. 
Finally, Tesco’s community and colleague engagement programmes from food waste re-distribution; to training colleagues in mental health have delivered improved colleague, and customer- engagement. This “sustainability dividend” compounding with “Save to Invest” cost reduction projects will support generating further underpinning profitability.
Recommendations:
· Embed sustainability KPIs in financial reporting: A useful approach may be to include carbon intensity; and waste-reduction measures on scorecards, alongside the already well-established liquidity and profitability ratios for managers making sure the incentive schemes are correctly aligned (Lucey, 2009).
· Scale up Circular Economy Initiatives: Use rate trials for re-usable packaging to reduce raw material, and waste-disposal charges using working-capital model, etc., to improve inventory turns (Zeidan, 2022).
· Enhance ESG Risk Management: Adopt best practice risk frameworks to stress-test climate and social risks, the finance function proactively finds a way to quantify potential cost impacts (Woods, 2022).
By deepening the integration of sustainability within the finance function's core metrics and decisions, Tesco will also further reduce its costs, reduce risks and increase trust with its stakeholders enhancing both its financial and environmental performance in the years to come.  


5. Conclusion
This ratio analysis has reduced a lot of information from Tesco PLC's extensive financial statements into simple metrics that can easily be compared, providing a targeted approach to evaluation of performance in FY 22/23, compared to FY 23/24.  By developing operating and adjusted operating profit margins, earnings per share, net debt and free cash flow; and reviewing the year on year changes along with these ratios this analysis has been able to quantify its rate of improvement in core profitability (the operating margin has improved from 2.32 % to 4.14 %), its underlying earnings (the adjusted EPS improved year on year by +7.1 %) and strength on the balance sheet (the net debt reduced by £729 m).  Ratios are crucial to management accounting as well as the general occupation of accounting as they provide a reliable and accurate process to demonstrate development especially in operational efficiency, solvency and liquidity that individual numbers alone cannot demonstrate (Attrill & McLaney, 2015; Dyson, 2010).
The outcomes of the analysis are:
· Profitability: Increase in statutory operating profit and EPS from “Save to Invest” cost initiatives, better pricing and improvement in one-off charges.
· Margin stability:  Sustainability in adjusted operating margins at around 4.6 % demonstrate a sustainable earnings potential beyond gains in accounting.
· Financial flexibility: Good free cash-flow and deleveraging position improving access to funds for growth and shareholder returns without infringing credit metrics.
Throughout the ratio analysis process Tesco has identified strengths, i.e. better cost control and capital management, and has also identified opportunities for incremental improvement, i.e. deeper analytics-led efficiency initiatives, and KPIs on sustainability that are more tightly integrated into the finance function metrics.  Ratio analysis turned complex financial information into easy-to-read insights, it creates, informs, plans and communicates activities that have provided analysis with decision making and strategic thinking in mind, and it is still the most important and effective form of financial analysis and decision making (Narayanaswamy, 2022).
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