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Introduction

Analysing financial statements is a crucial tool used by various parties to evaluate how financially sound the organisation in question is. It allows investors, managers, and other parties interested in the company's work to analyse profitability, liquidity, efficiency, and financial stability, as well as assess the changes in the company's performance over time (Olayinka, 2022). Ratio analysis is especially useful because it translates data into things that can be compared with others on the market, though ratios are often considered together with more content information pertaining to not only finances but also to operations and strategy (Fridson & Alvarez, 2022). Proper financial control and management implies that companies can understand what costs and resources are being used and how effective these resources are (Maheshwari et al., 2024).
This analysis evaluates the financial performance of Tesco PLC for two financial years ending in February 2024 and February 2025. Tesco is a multinational grocery retailer operating mainly in Great Britain, the Republic of Ireland, and Central Europe. The analysis employs the published financial statements to calculate and compare profitability, liquidity, efficiency, cash-flow, and debt ratios. It is important to note that traditional financial ratios should be combined with cash-flow measures to get a reasonable assessment of the state of finances of the organisation (Seretidou et al., 2025). All figures are taken from the Tesco PLC Annual Reports and Financial Statements for the years 2024 and 2025 (Tesco PLC, 2024; Tesco PLC, 2025).

Ratio Analysis
	Financial ratio
	2024
	2025

	Adjusted operating profit margin
	4.15%
	4.47%

	Statutory operating profit margin
	4.14%
	3.88%

	Current ratio
	0.66:1
	0.64:1

	Quick ratio
	0.46:1
	0.44:1

	Return on Capital Employed (ROCE)
	13.4%
	14.6%

	Net debt/EBITDA
	2.2 times
	2.0 times

	Free cash flow/revenue
	3.03%
	2.50%



Financial ratios are significant in measuring the improvement in the performance of the organisation. They allow comparison of various components of the financial statements across periods (Suprapto & Lindawati, 2023).
Profitability Analysis
Tesco has experienced growth in revenues from £68,187 million in 2024 to £69,916 million in 2025.
Revenue Growth: (£69,916m − £68,187m) / £68,187m × 100 = 2.54%
This indicates a medium level of growth in revenues over these two financial years. Tesco has managed to improve its adjusted operating profit from £2,829 million to £3,128 million.
Adjusted operating profit margin in 2024: £2,829m / £68,187m × 100 = 4.15%
Adjusted operating profit margin in 2025: £3,128m / £69,916m × 100 = 4.47%
The increase from 4.15% to 4.47% is indicator of Tesco's efficiency in transforming revenues into operating profits. Profitability ratios are useful in understanding how well a company performs financially and creates returns from the business activities (Eugenio et al., 2023). Profitability measures reflect how efficient a company is in using resources to create profit (Saputra, 2022).
Tesco's improvement in performance can be attributed to its efficient trading, decrease in costs, and increase in market share. The market share in the UK increased from 27.6% to 28.3%, while the adjusted operating profits made an increase of 10.6%. Despite investing in areas like 'Clubcard Prices,' 'Aldi Price Match,' and 'Low Everyday Prices,' while improving the quality of its products, Tesco has also managed to see sales for Tesco Finest products rise by 15%, which shows they are somewhat successful in terms of other product category options. 
But one measure that has shown a decline can be seen in Tesco's statutory operating margin which is shown below:
2024 statutory operating margin: £2,821m / £68,187m x 100 = 4.14%
2025 statutory operating margin: £2,711 / £69,916m x 100 = 3.88%
This indicates that there is a huge divide between the underlying performance and statutory performance by Tesco. Statutory operating losses appeared because of adjusting costs and losses. This also shows why ratio analysis needs to include underlying financial statements along with calculations like statutory operating margins to avoid misleading conclusions.


Liquidity Analysis
As is known, current ratio shows whether the company has enough current assets to cover all its current liabilities. Liquidity ratio is a useful indicator in measuring short-term capability and overall financial performance of a company
The current ratio for 2024 can be calculated as follows: 
2024 current ratio: £8,823m / £13,350m = 0.66
2025 current ratio: £8,806m / £13820m = 0.64
Decrease in the current ratio means slight weakening of Tesco's liquidity position in terms of short term. According to 2025 balance sheet, Tesco's current assets have decreased while current liabilities have slightly increased.
The quick ratio considers current assets without inventories which can be seen from the equations below:
2024 quick ratio: (£8,823m - £2,635m) / £13,350m = 0.45
2025 quick ratio: (£8,806m - £2,768m) / £13,820m = 0.44
Decline indicates that Tesco has faced a decline in liquid assets accordingly. Although finances ratios below 1.0 do not in themselves imply financial difficulties within any significant store chain, since consumers usually pay in cash while suppliers relay credit to them and some suppliers of credit facilities may also work with Tesco stores. It follows that effective internal control mechanisms and consistent liquidity tracking may be the best way to recognise possible financial problems at the earliest stage (Fritze & Jockel, 2025).
Tesco’s Efficiency and Financial Stability
Its ROCE has grown over two years.
2024 ROCE: £2,829m / £21,072m × 100 = 13.4%
2025 ROCE: £3,128m / £21,475m × 100 = 14.6%
The rise in ROCE indicates that the company obtained higher amount of adjusted operating profit from the average amount of capital employed in its operations, which implies better operational and capital efficiency in 2025.
Net debt/EBITDA ratio of Tesco has also improved from 2.2 times in 2024 to 2.0 times in 2025; moreover, net debt has been lowered from a little less than £9.684 billion down to about £9.454 billion. The falling debt ratio may indicate improving financial stability and better capacity to cover financial liabilities, and careful monitoring of high leverage levels is certainly still needed (Al-Manaseer, 2024).
However, cash generation was far from positive. The amount of free cash flow has decreased from £2,063 million down to £1,750 million.
2024 free cash flow/revenue: £2,063m / £68,187m × 100 = 3.03%
2025 free cash flow/revenue: £1,750m / £69,916m × 100 = 2.50%
This decrease indicates lower cash conversion ratio despite the increase in adjusted profitability. One of the reasons behind this was the rise in the investment amounts, with the capital expenditure rising from £1,314 million to £1,457 million. While that means a decrease in the cash flow at first, it allows the company to invest in the stores, technology, and infrastructure for long-term financial gains.
Recommendation and Sustainability
Tesco should continue to enhance the management of its working capital, focusing mainly on the improvement of the inventory forecasting and inventory control. The fact that the inventory has risen from £2,635 million to £2,768 million indicates that more financial resources are tied up in stocks. Thus, if Tesco improves its demand forecasting, it would be able to avoid excess inventory and improve liquidity.
Another recommendation is the continued investment in digital technologies helping to streamline business. If implemented correctly, artificial intelligence combined with innovative financial technologies can enhance forecasting, financial reporting, and decision-making (Odonkor et al., 2024).
The company should continue working on the reduction of the level of debt, because even if the ratio of net debt/EBITDA shows an improving result, Tesco still has many debts. It is important to achieve a sustainable equilibrium between the return to shareholders and the investment necessary to decrease the level of debts.
It is also essential to keep linking improvements in finance with sustainability issues. Company in the 21st century requires ESG data for its effective functioning (Cruz & Matos, 2023). 
Conclusion
Overall, it can be said that ratio analysis shows that in the period from 2024 to 2025 the financial performance of Tesco improved. The revenue went up by 2.54%, the adjusted operating margin grew from 4.15% to 4.47%, the number of returns on capital employed went up from 13.4% to 14.6%, and the level of net debt/EBITDA fell from 2.2 to 2.0. The results show enhanced operational functioning, capital efficiency, and debt management.
However, weaknesses became obvious as well. Statutory operating margin declined, current and quick ratios became a bit weaker, the free cash flow decreased from 3.03% to 2.50%. The analysis of ratios showed that Tesco achieved improvement in financial performance that cannot be categorised as an overall improvement or decline. Thus, the company became even more effective but faced some liquidity and cash generation issues (Olayinka, 2022; Seretidou et al., 2025).
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