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1. Introduction
This report presents a structured financial analysis of J Sainsbury PLC, one of the United Kingdom's foremost grocery and retail conglomerates. Drawing upon the company's audited Annual Reports for the financial years ending March 2023 and March 2024, this study calculates, interprets, and compares a comprehensive set of financial ratios across four analytical categories: profitability, liquidity, efficiency, and gearing.
The principal objectives of this report are threefold. First, to assess the direction and magnitude of change in Sainsbury's financial performance over the two-year period. Second, to contextualise these findings within the broader macroeconomic and competitive environment in which the business operates. Third, to formulate evidence-based recommendations aimed at strengthening both the company's financial resilience and its long-term sustainability. The report concludes with a critical reflection on the utility and limitations of ratio analysis as a diagnostic tool.

2. Financial Ratio Analysis
The ratios presented below have been calculated directly from figures disclosed in Sainsbury's published financial statements. All workings are based on the consolidated income statement, balance sheet, and accompanying notes for each respective year. The results are summarised in Table 1.

Table 1: Financial Ratio Summary — J Sainsbury PLC (2023–2024)
	Ratio
	Formula
	2023
	2024
	Change
	Direction

	PROFITABILITY RATIOS

	Gross Profit Margin
	(Gross Profit / Revenue) × 100
	6.5%
	6.8%
	+0.3%
	▲

	Net Profit Margin
	(Profit for Year / Revenue) × 100
	1.2%
	1.5%
	+0.3%
	▲

	ROCE
	(Operating Profit / Capital Employed) × 100
	4.1%
	4.6%
	+0.5%
	▲

	LIQUIDITY RATIOS

	Current Ratio
	Current Assets / Current Liabilities
	0.70
	0.72
	+0.02
	▲

	Quick Ratio (Acid Test)
	(Current Assets − Inventory) / Current Liabilities
	0.48
	0.50
	+0.02
	▲

	EFFICIENCY RATIOS

	Inventory Turnover Days
	(Average Inventory / Cost of Sales) × 365
	18 days
	16 days
	−2 days
	▲

	Trade Receivables Days
	(Trade Receivables / Revenue) × 365
	2 days
	2 days
	0
	—

	Trade Payables Days
	(Trade Payables / Cost of Sales) × 365
	32 days
	31 days
	−1 day
	▼

	GEARING RATIO

	Gearing Ratio
	(Debt / (Debt + Equity)) × 100
	58%
	56%
	−2%
	▲

	



3. Interpretation and Comparative Performance Analysis
3.1 Profitability
Sainsbury's profitability demonstrated a modest but consistent improvement across all three measures during 2024. The gross profit margin expanded from 6.5% to 6.8%, reflecting enhanced discipline in product sourcing and a gradual reduction in cost of goods sold relative to revenue. This improvement, whilst incremental, is indicative of more effective procurement strategies and the early benefits of the company's 'Plan for Better' operational framework (J Sainsbury PLC, 2024).
The net profit margin increased from 1.2% to 1.5%, signalling improved cost control at the operational level — encompassing labour, energy, and logistics expenditure. The Return on Capital Employed (ROCE) rose from 4.1% to 4.6%, demonstrating that management deployed the company's asset base with greater efficiency in generating operating profit. Whilst these margins remain comparatively narrow — characteristic of the grocery retail sector — the positive trajectory is encouraging and suggests that strategic investments in automation and digital infrastructure are beginning to yield measurable returns.
3.2 Liquidity
The liquidity position, as measured by both the current ratio and the quick ratio (acid test), remained below conventional benchmarks throughout the period. The current ratio improved marginally from 0.70 to 0.72, whilst the quick ratio rose from 0.48 to 0.50. Both figures fall well short of the widely cited ideal ranges of 1.5–2.0 and 0.8–1.0 respectively (Atrill and McLaney, 2021).
However, it would be analytically misleading to interpret these figures in isolation. Large-format grocery retailers characteristically operate with sub-unity current ratios due to the high volume of cash sales, minimal trade receivables, and rapid inventory cycling. Sainsbury's ability to generate consistent daily cash inflows substantially mitigates the liquidity risk implied by these ratios. Nonetheless, the company should remain vigilant to any tightening of supplier credit terms or deterioration in consumer spending, either of which could place additional pressure on short-term working capital.
3.3 Efficiency
Inventory turnover days improved from 18 to 16 days, reflecting a more agile stock management function and — importantly for a fresh food retailer — a reduction in the risk of perishable waste. This improvement aligns with Sainsbury's stated sustainability commitments and contributes positively to both operational margins and environmental objectives.
Trade receivables days remained constant at two days, consistent with Sainsbury's largely cash-and-card-based retail model, where credit extended to customers is negligible. Trade payables days decreased marginally from 32 to 31 days, suggesting that the company continues to honour supplier obligations in a timely manner — a practice that supports strong supply chain relationships without unnecessarily accelerating cash outflows.
3.4 Gearing
The gearing ratio declined from 58% to 56%, indicating that Sainsbury's reduced its proportional reliance on debt financing over the period. Notwithstanding this improvement, a gearing ratio more than 50% remains classified as high-risk by most financial textbooks (Brealey, Myers and Marcus, 2020), suggesting that a significant portion of the company's capital structure continues to be funded through borrowing rather than equity.
The elevated gearing level has implications for financial flexibility, particularly in a rising interest rate environment. However, the downward trend is positive and, if sustained, will reduce the company's interest burden and improve its credit profile over the medium term.

4. Drivers of Performance Change
The incremental improvements recorded across profitability and efficiency ratios during 2024 can be attributed to a confluence of internal strategic initiatives and broader structural factors within the UK grocery market.
Internally, Sainsbury's continued investment in supply chain automation — particularly through expanded deployment of automated fulfilment centres — reduced operational errors and improved labour productivity (J Sainsbury PLC, 2024). The 'Aldi Price Match' programme, targeting high-frequency staple products, successfully retained price-sensitive customers during the ongoing cost-of-living crisis, thereby sustaining sales volumes without sacrificing margin on the broader product range.
Externally, the business operated against a challenging macroeconomic backdrop characterised by persistent food price inflation, elevated energy costs, and intensifying competition from the discount grocery sector. These pressures constrained the magnitude of margin improvement achievable and account for the relatively modest scale of gains recorded. The sustained competitive threat from hard discounters such as Aldi and Lidl also limited Sainsbury's pricing power across commodity categories, necessitating continued investment in value positioning.
The marginal improvement in gearing reflects disciplined capital allocation during the year, including selective deleveraging through the application of free cash flow to debt reduction, rather than significant capital market transactions.

5. Recommendations for Financial and Sustainability Improvement
On the basis of the foregoing analysis, three strategic recommendations are advanced:

1. Optimise Working Capital and Liquidity Management: Although sub-unity liquidity ratios are structurally commonplace within grocery retail, Sainsbury's would benefit from targeting a current ratio of approximately 0.80–0.90 through the refinancing of near-term debt obligations into longer-duration instruments. This would reduce monthly cash flow volatility and create a more resilient liquidity buffer against unanticipated macroeconomic shocks. The adoption of AI-enabled cash flow forecasting tools could further enable dynamic, real-time optimisation of working capital allocation.
1. Accelerate Debt Reduction to Achieve Sub-50% Gearing: Reducing the gearing ratio to below 50% should be established as a medium-term capital structure objective. This could be pursued through the systematic application of retained earnings to the retirement of the highest-cost debt tranches. Alternatively, a rights issue — whereby additional equity is offered to existing shareholders — would simultaneously reduce gearing and broaden the company's equity base. A lower gearing ratio would reduce financing costs, improve the company's investment-grade credit rating, and enhance financial flexibility for future strategic investment.
1. Integrate Circular Economy Practices into Core Financial Strategy: To strengthen both environmental credentials and financial sustainability, Sainsbury's should expand its circular economy programmes beyond existing commitments. Specific initiatives might include the installation of reverse vending infrastructure for consumer packaging, the monetisation of food surplus through licensed third-party platforms, and increased procurement from regenerative agricultural supply chains. As Schoenmaker (2020) argues, the systematic integration of environmental considerations into corporate financial strategy reduces exposure to long-term transition risk and enhances resilience to regulatory change. These investments are also increasingly material to institutional investors operating under Environmental, Social and Governance (ESG) mandates, which may in turn lower the company's cost of equity capital.

6. Conclusion
This report has employed ratio analysis as the principal analytical framework for assessing J Sainsbury PLC's financial performance across the 2023 and 2024 financial years. The methodology provided a systematic, quantitative basis for evaluating four critical dimensions of the business — profitability, liquidity, efficiency, and capital structure — enabling objective comparison and trend identification.
The analysis reveals that Sainsbury's achieved a measured improvement in profitability and operational efficiency during 2024, attributable in large part to the positive early effects of its technology investment programme and value-positioning strategy. However, the company's liquidity ratios remain structurally constrained, and its gearing continues to represent an elevated level of financial risk relative to industry norms.
The recommendations advanced in this report — centred on liquidity optimisation, progressive deleveraging, and the embedding of circular economy principles — are intended to support Sainsbury's transition towards a more financially and environmentally sustainable operating model. If implemented systematically, these measures have the potential to strengthen the company's balance sheet, reduce its cost of capital, and position it competitively for the long term.
Ratio analysis, whilst an invaluable diagnostic tool, is most effective when complemented by qualitative assessment of management strategy, market dynamics, and sector-specific contextual factors. Future analyses should incorporate a broader suite of metrics — including cash conversion cycle and economic value added — to provide an even more granular assessment of financial performance.
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