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[bookmark: _Toc235253271]Introduction
[bookmark: OLE_LINK1]A listed company can be understood, according to Bowman and Bing (2014), as an organisation whose shares are traded on an official stock exchange, is owned by public shareholders, and complies with strict listing and disclosure requirements. Tesco plc meets this definition because its shares, traded under the symbol TSCO, are listed on the Main Market of the London Stock Exchange, according to the London Stock Exchange (2026). Tesco plc is recognised as one of the largest retail companies in the United Kingdom, with its core activities centred on grocery retailing, while it also provides services such as banking, loyalty programmes, mobile communications, and online shopping, which contribute to revenue diversification and customer retention. Due to its large scale operations, intricate supply chain, and combination of physical and digital sales channels, Tesco represents a valuable case for analysing the role of management accounting in supporting both strategic planning and routine operational decisions. Management accounting involves the provision of internal financial and non financial information that assists managers in planning activities, controlling costs, distributing resources effectively, and evaluating organisational performance. In contrast to financial accounting, which primarily serves external stakeholders, management accounting focuses on internal decision making, including pricing, budgeting, investment appraisal, efficiency improvement, and sustainability management in competitive environments.
[bookmark: _Toc235253272]Cost Analysis and Business Model 
Tesco’s revenue model is largely based on high volume retail sales across groceries and related product ranges, supported by both physical store networks and online platforms (Sustainability Reports, 2026). The company places considerable importance on value, product quality, and customer service, which indicates that revenue generation depends not only on applying a margin to costs but also on maintaining a balance between affordability and a positive shopping experience that encourages repeat purchasing (Tesco PLC, 2026b). According to Atrill and McLaney (2021), this approach is consistent with management accounting principles, which emphasise the use of cost information to support pricing decisions, evaluate profitability, and manage expenditure effectively.
Accounting theory classifies costs based on their nature, behaviour, and traceability. As explained by Eldenburg et al. (2020), these classifications include direct and indirect costs, product and period costs, as well as fixed, variable, and mixed costs. In Tesco’s operations, major costs include inventory purchases, distribution activities, store labour, energy usage, property related expenses, digital systems, and administrative support (Tesco PLC, 2026d). Variable costs change in relation to activity levels, while fixed costs remain constant in total within a relevant range, although the cost per unit decreases as output increases, as noted by Atrill and McLaney (2021).
This classification helps explain Tesco’s cost structure in practice. Variable costs account for a large share of cost of sales, along with packaging, transport, and some labour expenses that vary with trading activity (Yahoo Finance, 2026b). Fixed costs include rent, depreciation, insurance, and central administrative functions, which are generally difficult to reduce in the short term (Tesco PLC, 2026b). Atrill and McLaney (2021) further distinguish between committed and discretionary fixed costs, which is relevant because certain expenditures such as promotional spending can be adjusted more easily than long term investments in stores or infrastructure.
Mixed costs are also important because they contain both fixed and variable elements. According to Eldenburg et al. (2020), such costs can be analysed using estimation methods such as the high low approach. In Tesco’s context, utilities, fulfilment operations, and some labour categories may show mixed behaviour because part of the cost is unavoidable while another part varies with activity levels (Tesco PLC, 2026d). Understanding these patterns allows managers to forecast costs more accurately, support expansion decisions, and interpret changes in operating expenses, as highlighted by Atrill and McLaney (2021).
Cost volume profit analysis provides further insight into Tesco’s business model by examining how sales volume, costs, and profit are related. Eldenburg et al. (2020) explain that contribution margin, defined as sales revenue minus variable costs, is first used to cover fixed costs and then to generate profit. In a low margin retail environment, careful analysis of cost behaviour is essential to determine whether pricing decisions, promotional activities, or service improvements will produce enough additional contribution to justify higher spending (Tesco PLC, 2026b).
[bookmark: _Toc235253273]Budgeting and Financial Planning
Budgeting is a key part of management accounting at Tesco because it turns business strategy into a clear financial plan covering revenue, labour, operating costs, capital spending and cash flow needs, as explained by Atrill and McLaney (2021). According to Eldenburg et al. (2020), a budget is a detailed financial plan for a future period, while a master budget brings together linked budgets that lead to projected financial statements. In a large retail business like Tesco, this process helps connect store operations, logistics, digital activities and central support functions so that wider business goals can be turned into practical targets and actions (Tesco PLC, 2026b).
Budgeting also supports both planning and control within the organisation. As Atrill and McLaney (2021) note, planning is concerned with setting objectives and allocating resources, while control involves comparing actual outcomes with expected results and investigating any differences. This is especially important for Tesco because managers must manage stock levels, staffing, store performance and pricing decisions in a market that changes quickly due to customer demand and wider economic pressure (Tesco PLC, 2026d).
Academic sources identify static, flexible and rolling budgets as important approaches to budgeting. According to Eldenburg et al. (2020), a static budget is prepared for one level of activity, while a flexible budget changes in line with actual activity and a rolling budget is updated regularly as new information becomes available. These approaches are highly relevant to Tesco because retail demand is influenced by inflation, customer confidence, wage growth and seasonal buying behaviour (Tesco PLC, 2026e). For that reason, Tesco is likely to depend more on flexible forecasting and regular revisions than on a fixed yearly budget alone (Tesco PLC, 2026d).
Financial evidence also shows why budgeting matters in practice. According to Google Finance (2026), Tesco reported operating expenses of 559.00 million GBP in a reported period in August 2024, which was 8.33 percent higher than the previous year. The same source shows EBITDA of 1.12 billion GBP and net income of 525.50 million GBP, suggesting that although costs rose, profitability was still maintained (Google Finance, 2026). This suggests that effective budget control and financial monitoring were in place.
The rise in operating expenses may reflect both internal and external factors. Tesco may have invested more in service quality, digital systems, logistics, pricing support and employee pay to protect its competitive position (Tesco PLC, 2026b). At the same time, higher wages, energy prices, transport costs and supplier costs would also have increased spending (Google Finance, 2026). As per Atrill and McLaney (2021), flexible budgets are useful in such conditions because they allow managers to adjust financial plans as cost levels and business activity change.
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Performance measurement at Tesco can be understood by linking the company’s published financial reports with established management accounting ideas such as contribution analysis, break‑even analysis, responsibility accounting and variance analysis (Tesco PLC, 2026b). The financial statements and market data provide a range of key performance indicators that support assessment by internal managers and external investors (Yahoo Finance, 2026a).
According to Google Finance, one core indicator is revenue, which shows the scale of operations and market demand, with reported sales of 17.39 billion GBP for a specific period and trailing total revenue of 67,392,000 thousand reported by Yahoo Finance (Google Finance, 2026; Yahoo Finance, 2026a). Operating income captures profit from core trading activities and is reported at 2,286,000 thousand on a trailing basis (Yahoo Finance, 2026b). Net income indicates overall profit after all expenses, with Google Finance reporting 525.50 million GBP and Yahoo Finance reporting 1,432,000 thousand (Google Finance, 2026; Yahoo Finance, 2026b). Profit margin of 2.42 percent highlights the relatively tight earnings environment in food retail, while a return on assets of 4.94 percent suggests moderate efficiency in using assets to generate profit (Yahoo Finance, 2026a).
According to Hilton and Platt (2021), effective KPI analysis requires attention to the operational drivers behind the numbers rather than simply observing the results. Cost‑volume‑profit analysis is helpful here because it explains how selling price, volume, unit variable cost, total fixed costs and sales mix interact to influence profit (Eldenburg et al., 2020). Even though Tesco is a multi‑product retailer and therefore more complex than the basic CVP model, the contribution approach still offers a useful framework for judging pricing decisions, promotions and product mix choices (Tesco PLC, 2026b). If Tesco lowers prices to remain competitive, management must consider whether the resulting increase in sales volume and contribution is sufficient to cover fixed operating costs and sustain profitability (Tesco PLC, 2026b).
Break‑even analysis and margin of safety further support performance evaluation. As explained by Eldenburg et al. (2020), break‑even analysis identifies the sales level at which profit is zero, while margin of safety measures how far sales can fall before losses occur. Tesco can use these ideas to judge the robustness of store formats, online fulfilment operations and new initiatives in periods of uncertain demand (Tesco PLC, 2026d).
Standard costing and variance analysis add another perspective to performance management. Atrill and McLaney (2021) describe standard costs as predetermined benchmarks and variances as the differences between actual results and these standards. Although Tesco is not a manufacturer, these principles can still be applied to labour costs, logistics, waste, inventory shrinkage, store expenses and promotional effectiveness (Tesco PLC, 2026b). This supports management by exception, where attention focuses on significant departures from expected performance (Atrill and McLaney, 2021).
Variance analysis can highlight inefficiencies and guide strategic decisions by encouraging deeper investigation into performance gaps. However, Hilton and Platt (2021) warn that relying too heavily on variance measures can create problems such as short‑term focus or budgetary slack if they are not balanced with wider indicators. For Tesco, effective performance management therefore requires combining financial measures with non‑financial indicators such as customer satisfaction, product availability, sustainability progress and employee engagement, as suggested in recent reporting (Tesco PLC, 2026e).

[bookmark: _Toc235253275]Sustainability and Ethical Considerations
Tesco’s sustainability reporting demonstrates that environmental and social performance is incorporated into overall business planning rather than being treated as a separate reporting activity (Tesco PLC, 2026e). The company reports a 68 percent reduction in operational emissions compared with its 2015 to 2016 baseline, which exceeds its earlier target of 60 percent set for 2025 (Tesco PLC, 2026e). This achievement suggests that sustainability goals are closely linked to investment choices, operational decision making, and the creation of long term value within the organisation (Tesco PLC, 2026d).
Management accounting plays an important role in supporting sustainability related decisions because it helps managers assess the balance between immediate costs and future benefits. According to Eldenburg et al. (2020), effective decision making requires careful evaluation of financial consequences over time. Relevant costing is especially significant in this context, as it focuses on future costs and benefits that differ between alternatives while excluding sunk costs that do not affect current decisions. Atrill and McLaney (2024) explain that this approach ensures decisions are based on meaningful financial information. In Tesco’s case, this principle is important when assessing options such as improving energy efficiency, redesigning packaging, restructuring supply chains, or investing in new store technologies (Tesco PLC, 2026d). The most appropriate decision is therefore based on expected future savings, avoidable costs, and strategic outcomes rather than on past expenditure that cannot be changed (Atrill and McLaney, 2021).
Ethical considerations are also relevant in the context of cost management and pricing strategies. According to Hilton and Platt (2021), management control systems may encourage undesirable behaviour if they focus too heavily on reducing costs or achieving short term financial targets without considering wider impacts. For Tesco, excessive cost reduction could negatively affect supplier relationships, employee conditions, product quality, and customer trust (Tesco PLC, 2026d). Similarly, pricing decisions during periods of financial pressure on consumers must balance profitability with fairness and accessibility (Tesco PLC, 2026b). A responsible management accounting approach therefore requires attention to stakeholder interests as well as financial performance.
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Tesco PLC illustrates how management accounting tools and techniques support financial decision making within a large listed retail organisation. Cost analysis enables the company to understand its sources of revenue and patterns of cost behaviour, while budgeting supports effective planning and control of financial performance. In addition, performance measurement based on key performance indicators informs strategic decisions related to pricing, operations, and investment. Sustainability reporting further indicates that financial decisions increasingly consider environmental and ethical factors alongside profitability.
Three key recommendations can be identified from this analysis. First, Tesco should continue to apply flexible budgeting and rolling forecasts to respond effectively to inflation, changing demand, and variations in operating costs. Second, the company should strengthen the integration of non financial key performance indicators with financial reporting so that outcomes related to customers, employees, and sustainability are clearly linked to decision making. Third, Tesco should apply long term cost benefit analysis more consistently to sustainability investments to support resilience and long term stakeholder value.
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