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[bookmark: _Toc221917939]Introduction
This report discusses and analyses the application of management accounting tools and techniques to support the financial decision-making in a contemporary retail business. It is aimed at connecting theory to the actual practise through analysing cost structure, budgeting, performance measurement and considerations of sustainability. For example, cost-volume-profit analysis, performance measurement (balanced scorecard), cost control, and pricing strategies management accounting tools are employed to aid planning, cost control, pricing strategies, and strategic investment decisions in the operations of businesses, making effective financial and operational decisions. In this report, Tesco plc, a major British multi-national supermarket chain company with business in the grocery and general merchandise industry is chosen. Tesco is the biggest retailer in United Kingdom with over GBP69 billion annual revenues and over 330,000 employees who serve millions of consumers by providing services in large stores, convenience stores and online services (Tesco PLC, 2024). 
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Figure 1 Revenue Model
Tesco’s revenue model, as depicted in Figure 1, remains mainly grocery-driven, with approximately 85% of entire revenue earned from UK retail food sales (Tesco plc, 2024). Such a concentration is an indicator of a calculated strategic emphasis on volume leadership in a price sensitive market. According to Yoshikuni et al. (2023) cost leadership approaches are required possess scale efficiencies as can be observed in the procurement efficiency of Tesco and dominance of distribution network. The comparably lower contribution by non-food retail almost 8% implies a lack of diversification as compared to the previous expansion stages, which implies a strategic withdrawal to the core competencies (Annual Report, 2024). The proportion of online sales can still be seen as a significant share of the retail turnover, as the 2024 performance of Tesco shows, which makes the truth of the incorporation of the omnichannel, instead of a separate revenue stream (Annual Report, 2024).  In this perspective, Hendrawan et al. (2024) stress that the sustainable competitive advantage is the consequence of the correspondence between the business models and the evolving consumer behaviour. This can be seen in the investment that Tesco has made in Clubcard pricing and data analytics because, when customers are retained based on loyalty and value their baskets, the revenues increase (Tesco PLC, 2025). In addition, the revenue model of Tesco is also distributed among two major regions the UK & Republic of Ireland (ROI) and Central Europe, where UK&ROI contributed primarily that is 93.80% to Tesco’s revenue in FY2025, increased from 93.41% in 2024. Whereas Central Europe has been secondary contributor with just 620% contribution to Tesco’s revenue in FY2025, Figure 2. 

Figure 2 Revenue by Region
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The cost structure of Tesco indicates the nature of operations of a giant retailing grocery company. Cost of goods sold (COGS) is the largest variable cost that is directly proportional to inventory purchases and sales turnover (Annual Report, 2024). Increased revenue of FY 2024 brought an increase in COGS from £62,836 million to £63,886 million, that shows a proportional relationship between the sales activity and the variable expenditure (Yahoo Finance, 2025). According to Alkaraan et al. (2023) contribution analysis is urgent in this kind of environment when margins are low and the volume is sensitive. In the case of Tesco, minor changes in the prices or promotional discounts of suppliers have significant impacts on the performance of gross margins indicated by Adi (2023) as well. It has also influenced the gross and operating profit margin of Tesco within the past three years period. The gross profit margin rose by 5% in 2022 and then stood at 7% in 2023 and in 2024 as compared to 2022, it showed that the company had a better control of inventory and supplier costs compared to sales. In the same way, operating margin increased by 2 to 4%, Annual Report (2024), indicating stricter cost control, and an increased operating leverage regardless of volatile revenues as shown in Figure 3. 
Examples of fixed costs are the leases and property depreciation on stores, the salaried workforce, logistics infrastructure and IT systems that facilitate ecommerce and Clubcard analytics (Annual Report, 2024). These costs are not highly fluctuated with fluctuations in the sales volume in the short run. According to Molina Wilestari (2023) organisations that have high fixed assets intensity ensure that they pay strategic focus to the utilisation of the capacity to remain profitable. 

Figure 3 Profitability Performance
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Budgeting at Tesco is an essential process of converting strategic goals to operation financial goals. Tesco made Group revenue of GBP 69,916 million and adjusted operating profit of GBP 3,128 million in FY 2024, and its operating margin stood at around 4.47% in the same year despite the ongoing UK food inflation (Annual Report, 2024). The management intentionally focused on price investment, and expanded its Clubcard Prices programme to be competitive with Aldi and Lidl. This move necessitated the re-distribution of the budgeted funds to promotion pricing and cushioning the total profitability with cost-saving measures, supported by Chowdhury (2023) also, as customer-centric approach or price-sensitive customers.
In Tesco, budgeting is integrated with rolling forecasts as a way of adapting the expenditure to inflationary and consumer demand changes thus the flexibility in redistribution of the resources in the store functions and distribution (Tesco PLC, 2024). Variance analysis is used to compare the productivity programmes to the cost benchmarks determined in the budgets to guard margins which is praised by Virparia and Panchal (2025) also. As an illustration, the capital expenditure amounted to GBP,457m was tactfully invested in modernisation of stores, digital capability, as well as automation of supply chain aligning short-term decision making of budget to the long-term strategic positioning (Annual Report, 2024). Operating Expenses and Internal Factors Driving the Change

Figure 4 Changes in Operating Expenses
The operating expenses of Tesco increased by 7.60% in FY 2023 and 10.77% in FY 2024, after declining by 5.19% in FY 2022, Figure 4. The internal strategic decisions that contributed to these fluctuations were based on responding to competitive, operational and inflationary pressures. As indicated by the Annual Report (2024) of Tesco, the management has made more investments in automation and logistics technologies like robotic automation in distribution centres to enhance efficiency in the long run, the Save to Invest programme, and curb the escalating labour costs inflation (IG International, 2025). This involved increased initial running expenses.
The other internal reason was investment in remuneration and retention of colleagues because the industry was experiencing an inflation in wages, and the pay rates were going up to deal with labour deficits and to improve service delivery, which increased payroll expenses (RITH 2025). 
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Table 1 Non-Financial Performance KPIs
	Non‑Financial KPI
	2023
	2024
	Unit / Description

	Group Net Promoter Score (NPS)
	19 pts
	28 pts
	Customer recommendation score (higher = better) 

	Great Place to Work Score
	84%
	85%
	% of colleagues recommending Tesco as a workplace 

	Carbon Emissions (Scope 1 & 2)
	0.9m tCO₂e
	0.8m tCO₂e
	Total carbon emissions (tonnes CO₂e) 

	Carbon Emissions Reduction vs Baseline
	61%
	65%
	% reduction vs 2015/16 baseline 

	Own Brand Packaging Recyclability (kerbside)
	86%
	87%
	% of own brand packaging recyclable at kerbside



The Tesco non-financial KPIs, Table 1 had direct triggers of responsive actions of strategy and operations instead of passive performance indicators. The increment of GROUP NET Promoter SCORE (NPS) by 19 points in 2023 to 28 points in 2024 gave the management signs that the customer experience programmes were bearing fruits hence the decision to increase capital allocation towards additional refurbishment of all stores, further development of self-checkout systems, and investment in digital fulfilment capacity (Annual Report, 2024). The better NPS also facilitated further spending on colleague service training, which enhanced the strategic move towards competing on experience in addition to price. Ocran (2023) asserts that customer satisfaction metrics can be turned into decision-driven tools in case they are integrated into the operational planning cycles. In similar vein, the rise of the Great Place to Work Score by 84 to 85% made Tesco resort to increasing the pay of colleagues and development programmes on leadership by noting that the involvement of the workforce is a productivity driver. 
Further, proactive environmental management was exhibited with Tesco reducing Carbon Emissions (SCOPE 1 & 2) of 0.9m tCO2e and improving the Carbon Emissions Reduction Vs Baseline of 61% into 65% (Annual Report, 2024). The investments in energy saving fridges, LED lighting, and the purchase of renewable electricity were also expressly directed at the emissions reduction, which is suggested by RITH (2025) as well. Moreover, the Own Brand Packaging Recyclability (KERBSIDE) (86 to 87) is also enhanced, and it demonstrates that Tesco focused on eco-design of products strategically, which is why the supply chain and product management are aligned with environmental KPIs (Tesco plc, 2024). 
Taken together, these trends demonstrate that Tesco involves performance measurement as a feedback mechanism to inform the strategic decisions in the areas of customer experience, workforce engagement, and sustainability. Molina Wilestari (2023) also supports this by stating that the combination of non-financial KPIs and the financial performance allow organisations to attain strategic objectives in the long-term. 
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Tesco has shown that it has strategically incorporated sustainability in its financial decision-making processes by connecting environmental performance goals with capital allocation and operational budgets. Tesco said that Carbon Emissions (SCOPE 1 & 2) decreased by 0.9m tCO2e to 0.8m tCO2e and Carbon Emissions Reduction Vs Baseline improved by 61 to 65% in FY 2024 (Tesco plc, 2024). This is in line with the principle of sustainability accounting that proposes incorporation of environmental indicators into corporate budget to promote long-term value and educing unnecessary utility expenses or overheads argued in the study of Molina Wilestari (2023) also.
Moreover, as per Adi (2023) cost management and pricing also are shaped by ethics. For instance, in 2024, Tesco experienced inflationary rise in costs instead of raising them entirely to customers pricing with competitiveness and responsiveness to society. It is a decision that aligns with stakeholder theory which according Yoshikuni et al. (2023) places strong emphasis on ethical responsibility in relation to customers, employees, and communities along with the shareholder returns. In line with the concept of corporate social responsibility, the strategy of Tesco has an equal measure of profitability and social impact, which has resulted in brand trust and consumer loyalty.
The fact that Tesco has increased the Own Brand Packaging Recyclability (KERBSIDE) to 87% out of 86% also demonstrates ethical supply chain management and responsible sourcing that reduces the regulatory and reputational risk as well as addressing consumer demand of sustainable products. According to Alkaraan et al. (2023) an increase in operational resilience and systematic risk reduction could be achieved through the incorporation of ESG, environmental, social, governance factors in financial planning revealed by Chowdhury (2023) also. Hence, it can be said that the combination of Tesco sustainability-based investments and ethical pricing practises can be seen as a considered and quantifiable effect of the implementation of environmental and social priorities in financial decision-making, which adds long-term strategic resilience and value to the stakeholders.  
There are financial implications to these sustainability and ethical programmes. Tesco credited some of the increase in the cost of inflation, keeping the prices competitive which increased brand loyalty and assisted in the sustainment of the growth in revenues (Annual Report, 2024). Operation costs were also cut with investments and packaging that was energy-efficient and minimised regulatory risk assisting in maintaining margins. The investor confidence and perception of the stakeholders also improved, which as per Alkaraan et al. (2023) results in reputational value that may be converted into retaining customers in the long-term and preserving market share, which proves to be financially and strategically beneficial in the context of Tesco also.
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This report demonstrates that Tesco effectively employs management accounting tools to support financial and strategic decision-making across its retail operations. The cost analysis of the company indicates that it is well balanced between the fixed overheads, that is store rent, IT infrastructure, and variable costs i.e. inventory procurement, which allows the management to sustain margins in a competitive and low-margin setting. The review suggests that Tesco can invest strategically in automation, remuneration of the workforce, and product innovation to increase the level of operational efficiency and retention. Non-financial KPIs, such as GROUP NET Promotor Score, Great Place to Work Score, Carbon Emission, and Own Brand Packaging Recyclability, evidences the inclusion of sustainability and ethical issues into the financial planning, customer satisfaction, employee engagement, and environmental performance. In response to these findings, Tesco is suggested to improve its budgeting process and use rolling forecasts to be more responsive to market volatilities, improve cost analysis using activity-based costing to gain more accurate margin information, and improve performance measurement by connecting KPIs to particular strategic initiatives. The expected barriers are the initial investment in automation and ESG and staff adjustment to the new process. 
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Operating Expense

Operating Expense	2024	2023	2022	2021	0.10770750988142293	7.6023391812865493E-2	-5.1915322580645164E-2	



Average Contribution to Total Revenue

Approx. Contribution to Total Revenue	
UK 	&	 ROI Grocery Retail	Non-Food Retail	Online Sales (included within retail)	Tesco Bank 	&	 Financial Services	Telecom 	&	 Other Services	0.85	0.08	0.12	0.03	0.02	

Revenue by Region

UK and Republic of Ireland	
2023	2024	2025	0.93179287305122493	0.93406367782715183	0.93802563075690826	Central Europe	
2023	2024	2025	6.8207126948775051E-2	6.59363221728482E-2	6.1974369243091708E-2	



Profitability 

Gross Profit Margin	
2022	2023	2024	5.1452803037261567E-2	7.1113262058750196E-2	7.2243835459694497E-2	Operating Profit Margin	
2022	2023	2024	2.2656991518936957E-2	4.0344933785032337E-2	3.908976486068997E-2	



