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Executive Summary 
This report critically evaluates Tesco plc's strategic investment activities and financial performance over the past five years. It highlights Tesco's significant investments in digital transformation, sustainability, and market consolidation, which have been crucial in navigating the challenges posed by the COVID-19 pandemic and changing consumer preferences. The report also examines Tesco's dividend payouts during this period, reflecting a balanced approach between rewarding shareholders and maintaining financial health. The analysis concludes that Tesco's strategic investments have positioned it well for future growth, though continuous adaptation will be necessary to sustain its market leadership.
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PART A
[bookmark: _Toc174983266]Company Overview 
Tesco plc, founded in 1919 by Jack Cohen, has grown from a single market stand in London’s East End to become the largest retailer in the United Kingdom and one of the leading grocery retailers in the world. Tesco operates across multiple kinds of stores, including online shopping, large hypermarkets, supermarkets, and convenience stores. The company’s main business focuses on grocery retailing, but it also offers financial services through Tesco Bank and has expanded into other areas such as clothing, electronics, and home goods (TescoPLC.com, 2024). Tesco’s business model focuses on providing a wide range of products at competitive prices, supported by its Clubcard loyalty program, which enhances customer retention and provides valuable data on consumer behaviour (Tesco Annual Report, 2023). Tesco is mainly based in the UK, although it also has a significant presence in Ireland, and Central Europe and it was present in Thailand and Malaysia until 2020. (TescoPLC.com, 2024). 
[bookmark: _Toc174983267]Financial Performance Overview:
Over the past five years, Tesco has made strategic moves like divestments, partnerships, and sustainability efforts, impacting its financial performance. Revenue grew steadily from £58,091 million in 2020 to £68,187 million in 2024 (Hargreaves Lansdown). However, profitability has fluctuated due to market challenges and strategic investments
[bookmark: _Toc174983268]Key Corporate Events 2018 – 2024 
Mergers and Acquisitions (M&A):
2018: One of the most significant corporate events for Tesco in recent years was the acquisition of Booker Group in March 2018. Booker, a leading food wholesaler, was acquired for £3.7 billion. This acquisition allowed Tesco to strengthen its position in the food service sector and provided synergies between the two businesses, particularly in terms of supply chain efficiency and product distribution (Tesco, 2018 & Gov.uk, 2018).
2023: Tesco entered a strategic partnership with Barclays Bank for its banking operations, significantly reducing its exposure to credit cards and loans​ (Tescoplc.com, 2023). 

Restructuring and Divestments:
2020: Tesco made a strategic decision to sell its operations in Thailand and Malaysia to CP Group for approximately £8 billion. This sale marked a significant shift in Tesco’s focus, allowing it to concentrate more on its core UK business. The proceeds from the sale were used to reduce debt and return capital to shareholders, demonstrating a clear focus on financial health and shareholder value (Tesco, 2020).
Leadership Changes:
2020: Tesco experienced a major leadership change in 2020 when Dave Lewis stepped down as CEO and was succeeded by Ken Murphy. (Financial Times, 2020 & TescoPlc.com 2019). Lewis was credited with turning around Tesco following the accounting scandal that emerged in 2014, stabilising the company’s operations, and improving profitability. Under Murphy’s leadership, Tesco has continued to focus on digital transformation, sustainability, and enhancing customer experience.  
Financial Performance: 
2021: Despite challenges posed by the COVID-19 pandemic, Tesco managed to sustain its revenue and maintain its market position as the largest retailer in the UK​
Legal and Regulatory Issues:
2022: Tesco faced a significant legal challenge when it was ordered to pay £192 million in fines and costs related to its accounting scandal dating back to 2014 (BBC, 2017).This was a continuation of a long-standing legal battle involving overstated profits​.







PART B1 
[bookmark: _Toc174983269]Tesco PLC's leverage and liquidity ratios during the previous five years: 
[bookmark: _Toc174983270]Liquidity Ratios
[bookmark: _Toc174983292]Figure 1- Current Ratio Tesco PLC& Marks and Spencer [source: author– calculated  from Yahoo.finance.com – Refer to Appendix]
	Tesco PCL 
	Current Ration

	2020
	0.73

	2021
	0.69

	2022
	0.76

	2023
	0.72

	2024
	1.24

	Marks and Spencer 
	

	2024
	0.86


In the retail industry, the average current ratio typically ranges between 1.0 and 1.5. (Freshbooks.co.uk 2023) A key financial indicator for assessing a company's liquidity is its current ratio. According to Coulon In his 2019 book Rational Investing with Ratios: Implementing Ratios with Enterprise Value and Behavioural Finance, Yannick Coulon explains that the current ratio is determined by dividing a company's current assets by its current liabilities. This financial metric helps analysts and investors assess whether a company possesses enough short-term assets to cover its short-term obligations. Generally, a higher current ratio signifies a stronger liquidity position, implying that the company is better equipped to meet its short-term financial commitments.
 Over the five years from 2020 to 2024, Tesco PLC’s current ratio has displayed significant variability, reflecting the company’s short-term financial health improvement. Beginning at 0.73 in 2020, the ratio dropped to a low of 0.69 in 2021 before recovering slightly to 0.76 in 2022. This was followed by another slight drop to 0.72 in 2023, before a marked improvement to 1.24 in 2024. In the broader retail industry, a current ratio of around 1.0 is generally seen as a sign of financial health, indicating that a company has sufficient current assets to meet its short-term liabilities (Gallo, A. 2015). Tesco experienced liquidity problems in the early years, when current liabilities exceeded current assets, as seen by ratios that were continuously below 1.0. This shows that the business might have had trouble covering its short-term debts without selling off assets or turning to outside funding (Gallo, A. 2015), which might have put it in danger during unstable economic times or unexpected bills. Tesco's liquidity position has significantly improved, as seen by its rapid increase to a current ratio of 1.24 in 2024. There are several reasons for Tesco's current ratio to have significantly improved from 0.69 in 2021 to 1.24 in 2024. The early decline in 2021 most likely reflects the COVID-19 pandemic's effects. This improvement resulted from strategic financial management, such as enhancing cash reserves, reducing short-term liabilities, or improving inventory turnover. The 2024 ratio indicates that Tesco has moved to a more secure financial position, capable of covering its short-term liabilities with a comfortable margin.
When comparing Tesco’s current ratio to that of Marks and Spencer (M&S) in 2024 (Corporate.marksandspencer.com 2024), which stood at 0.86, Tesco’s position appears significantly stronger. The ratio of Marks & Spencer indicates a moderate liquidity position however, it suggests that Tesco has a better chance to manage short-term financial obligations without possible difficulties. The gap between the two companies’ ratios in 2024 highlights Tesco’s successful liquidity management efforts.  
[bookmark: _Toc174983293]Figure 2 - Quick Ratio - Tesco PLC& Marks and Spencer [source: author– calculated  from Yahoo.finance.com – Refer to Appendix]
	Tesco PCL 
	Quick Ratio

	2020
	0.60

	2021
	0.56

	2022
	0.61

	2023
	0.58

	2024
	1.05

	Marks and Spencer 
	

	2024
	0.85

	
	


In the retail industry, the average quick ratio typically ranges between 0.4 and 0.6. (Fullratio.com 2022). The quick ratio, as defined by Gallagher and Andrew (2027). In Financial Management: Principles and Practice, the quick ratio is described as a liquidity metric that measures a company's ability to meet its short-term obligations using its most liquid assets, excluding inventories. This ratio is calculated by dividing the sum of cash, marketable securities, and accounts receivable by the company's current liabilities. Unlike the current ratio, the quick ratio offers a more stringent assessment of liquidity by focusing only on assets that can be rapidly converted to cash.
As A quick ratio of 1.0 or higher is generally considered healthy -Tesco’s quick ratio from 2020 to 2023 remained below 1.0, ranging between 0.56 and 0.61 - This suggests that during these years, Tesco faced challenges in maintaining sufficient liquid assets to cover its short-term liabilities. The ratio indicates that Tesco might have relied heavily on inventory or short-term financing to meet its obligations, which could expose the company to liquidity risks, especially in periods of economic downturn or unexpected financial strain. The figures highlight the company's vulnerability to liquidity pressures despite some stability in these years. This period corresponds with the COVID-19 pandemic, significantly disrupting global retail operations. The pandemic likely exacerbated Tesco's liquidity challenges due to increased operational costs, supply chain disruptions, and changes in consumer behaviour. For example, higher demand for online shopping and delivery services would have required additional investment and potentially weakened cash flows. Tesco's quick ratio significantly improved in 2024, rising to 1.05 at that time. This change likely results from strategic efforts to better liquidity in the post-pandemic period. Tesco may have focused on reducing short-term debt, optimising cash flow, and improving operational efficiency. Tesco's liquid asset base appears to have grown successfully to 1.05 - indicating a stronger financial position that makes it easier for the company to satisfy its short-term liabilities. 
In 2024, Marks and Spencer reported a quick ratio of 0.85 (Corporate.marksandspencer.com 2024). While this is reasonable for the retail sector, it falls short of Tesco’s 1.05, indicating that Tesco had a stronger liquidity position. The difference suggests that Tesco managed to recover more effectively from the pandemic's impacts, possibly due to more aggressive or effective financial strategies. M&S may still be dealing with liquidity issues or may be putting off its long-term recovery over its short-term financial flexibility, as seen by its lower quick ratio. 
[bookmark: _Toc174983271]Leverage Ratios 
[bookmark: _Toc174983294]Figure 3-Debt to Equity - Tesco PLC& Marks and Spencer [source: author– calculated  from Yahoo.finance.com – Refer to Appendix]]
	Tesco PCL 
	Debt to Equity 

	2020
	0.57

	2021
	0.59

	2022
	0.47

	2023
	0.60

	2024
	0.62

	Marks and Spencer 2024
	1.11

	
	


The average debt-to-equity ratio in the retail sector typically ranges from 0.5 to 1.5, according to British Business Bank (2024). As explained by Pamela Peterson Drake and Frank J. Fabozzi in Analysis of Financial Statements (2012), the debt-to-equity ratio serves as a key measure of the balance between debt and equity used in financing a company's operations. This ratio is determined by dividing a company's total liabilities by its total shareholders' equity, providing insight into the company's assets. 
The company's financial leverage is moving towards a minor increase but remains generally constant when comparing Tesco PLC's debt-to-equity ratio from 2020 to 2024. In 2020, the ratio was 0.57, indicating a careful financing approach with a higher equity-to-debt ratio. This strategy usually implies reduced financial risk because the business depends less on borrowing. The ratio slightly increased to 0.59 in 2021, then dropped to 0.47 in 2022, possibly indicating efforts to reduce debt or increase equity during a period of economic recovery post-pandemic. By 2023 and 2024, the ratio raised to 0.60 and 0.62 in 2024 - suggesting a measured return to borrowing, possibly to fund new businesses or take advantage of beneficial lending conditions.
When compared to Marks and Spencer (M&S), which had a debt-to-equity ratio of 1.11 in 2024 (Corporate.marksandspencer.com 2024), Tesco’s lower ratio suggests a more conservative financial structure with less reliance on debt. M&S's higher ratio indicates bigger financial risk, as the company has more debt relative to its equity. Tesco’s more balanced approach provides it with better financial stability and flexibility.
[bookmark: _Toc174983295]Figure 4- Interest Coverage - Tesco PLC& Marks and Spencer [source: author– calculated  from Yahoo.finance.com – Refer to Appendix]]
	Tesco PCL 
	Interest Coverage 

	2020
	2.81

	2021
	1.94

	2022
	4.39

	2023
	4.68

	2024
	5.07

	Marks and Spencer 2024
	                            17.13

	
	


The typical interest coverage ratio in the retail industry generally falls between 3 and 5, according to Corporate Finance Institute (2024). The interest coverage ratio is a key financial metric that measures a company's ability to meet its interest obligations, as noted by the Corporate Finance Institute (2023). This ratio is calculated by dividing earnings before interest and taxes (EBIT) by the company's interest expenses. In the retail sector, a ratio within this range indicates that the company can cover its interest costs three to five times over. A higher ratio is generally preferred, as it suggests lower financial risk by demonstrating that the company has a strong capacity to meet its interest payments.
Tesco PLC’s interest coverage ratio from 2020 to 2024 shows a clear way of improvement, reflecting the company’s growing ability to manage its debt-related expenses. In 2020, Tesco’s ratio was 2.81, indicating that it had just under three times the earnings needed to cover its interest expenses. However, the ratio dropped to 1.94 in 2021, possibly due to increased borrowing costs or lower earnings during the height of the COVID-19 pandemic. A ratio below 2.0 suggests some difficulty in covering interest payments, which could indicate financial difficulties. Tesco's interest coverage ratio showed significant growth starting in 2022 and reached 4.39 in 2022, 4.68 in 2023, and 5.07 in 2024. The increase in revenue indicates that Tesco was able to either grow earnings or decrease interest expenses, which improved its ability to pay out its debt. This improvement most likely results from a mix of improved debt management techniques, like refinancing or lowering total debt levels, and revenues that have recovered since the pandemic. 
Marks and Spencer (M&S) had a stronger position in terms of covering interest expenses in 2024, as seen by their exceptionally high interest coverage ratio of 17.13 (Corporate.marksandspencer.com 2024). This huge difference indicates that M&S has a far lower debt profile than its earnings. Tesco may need to keep concentrating on lowering debt or raising earnings to improve financial stability, even while its improving ratio currently trails below M&S and perhaps the sector average.
PART B2
[bookmark: _Toc174983272] Overview of Capital Structure Theories
The term "capital structure" refers to the combination of debt and equity that a company employs to fund its operations and fuel its growth (Accaglobal.com, 2022). Several theories have been proposed to explain how firms decide on their capital structures, each offering different perspectives on the implications of debt and equity financing.
Modigliani-Miller (1958) Capital Structure Irrelevance Theory
One of the basic concepts related to capital structure is the Modigliani-Miller (M&M) theory, which was first out in 1958. It says a company's capital structure has no impact on its value in a perfect market with no taxes, bankruptcy fees, or asymmetric knowledge (corporatefinanceinstitute.com 2020). This suggests that a company's total worth is unaffected by the ratio of debt to equity used to fund its operations (Modigliani, F. & Miller, M.H., 2016).  According to M&M, what matters is the company’s underlying assets and operations, not how it is financed. This theory, however, is based on highly idealised assumptions, and its relevance diminishes in real-world scenarios where market imperfections exist.
Modigliani-Miller (1962) with Taxation
Modigliani and Miller updated their initial idea in 1962 to take corporation taxes into consideration. In this version, they admitted that debt financing provides an exemption from taxes due to the tax-deductible nature of interest payments on debt, which can reduce taxable income and raise the value of a business. According to the hypothesis, a company's worth rises when it uses debt because of the tax advantages in a world where corporation taxes are in place. However, this leads to the conclusion that firms should finance themselves entirely with debt to maximize their value, which is unrealistic in practice due to the associated financial risks.
Trade off Theory 
Building on the research of M&M, the trade-off hypothesis proposes that businesses choose their ideal capital structure by balancing the tax advantages of debt against the expenses of the financial crisis (Modigliani, F. and Miller, M.H., 1963). This optimal point is where the tax exemption benefits of debt equal the costs of potential bankruptcy and financial difficulties. This hypothesis is supported by empirical research, which demonstrates that companies in less hazardous sectors with fewer physical assets usually use more debt, whereas companies in more volatile industries with fewer physical assets choose equity to avoid the increased risks associated with financial difficulty.
Pecking Order Theory 
The pecking order theory, proposed by Myers and Majluf in 1984, posits that companies prioritise their financing sources based on the principle of minimising costs or effort. They typically prefer to use internal financing (such as retained earnings) first, followed by debt, and resort to issuing equity only as a last option (Myers & Majluf, 1984). This preference arises from the information asymmetry between managers and investors, where managers may avoid issuing new equity to prevent sending a negative signal that the firm might be overvalued. Empirical evidence often supports this theory, showing that profitable companies, which generate plenty of internal funds, tend to have lower debt levels (Titman & Wessels, 1988). Conversely, less profitable companies or those with substantial investment opportunities might choose to debt financing before considering new equity releases.
[bookmark: _Toc174983273]Monthly share prices Tesco PLC 2019 – 2024
The average annual share returns for Tesco PLC over the past five years are calculated from monthly returns based on adjusted closing prices - Retrieved from Yahoo Finance
[bookmark: _Toc174983296]Figure 5-Monthly share prices Tesco PLC 2019 – 2024 [source: Author – calculated  from Yahoo.finance.com – Refer to Appendix]
	Year 
	Strat Price 
	End Price 
	Average Annual Return 

	2019-2020
	206.6
	214.1
	3.66%

	2020-2021
	214.1
	216.7
	4.85%

	2021-2022
	216.7
	264.7
	8.60%

	2022-2023
	264.7
	230.1
	2.70%

	2023-2024
	230.1
	279.0
	6.22%

	2024- 
	279.0
	341.2
	8.22%


	



Average Return = 5.71%
Over the periods analysed, the yearly returns were 3.66%, 4.85%, 8.60%, 2.70%, 6.22%, and 8.22%. The average return over these six periods is 5.71%. It appears that the company's success is inconsistent given that these percentages change from year to year. Certain years have higher returns (e.g., 8.60% and 8.22%) than others (e.g., 2.70%). 
There are several reasons for this diversity. These variations likely reflect a combination of the company's leverage and external factors such as market conditions and operational performance. So, the average return over these six periods is 5.71%, indicating a generally positive but varying return profile. The relationship between a company's capital structure and its share returns is an important component of financial analysis. A company's capital structure, which is mainly defined by its debt-to-equity ratio, has a direct impact on its risk profile and, as a result, its potential for return (Arhinful, R. and Radmehr, M., 2023) . 
Higher leverage, or having more debt than equity, can increase returns in a profitable business environment because debt financing is typically less expensive than equity, allowing the company to keep more of its profits. However, this higher level of leverage also increases financial risk because the company must service its debt regardless of profitability (Corporatefinanceistitute.com 2023), which could result in more significant swings in share returns. 
When evaluating the connection between returns and leverage, a pattern frequently shows that, especially under favourable economic situations, more leverage is associated with better returns (Baker, M., Hoeyer, M.F. and Wurgler, J.,2019). This suggests that the company may have successfully utilised its debt to boost profitability, leading to higher returns for shareholders. In contrast, periods of lower returns might reflect either a reduction in leverage or challenges in generating sufficient returns on the borrowed capital Ippolito, F., Steri, R., Tebaldi, C. and Villa, A.T.(2022). However, the relationship is not always straightforward. Various other factors, including market volatility, changes in interest rates, and shifts in the economic environment, will also significantly impact returns. 

PART C
[bookmark: _Toc174983274]Tesco’s Investment Activities Review 
Over the course of the previous five years, Tesco has made significant changes to its dividend policy and investment strategy in response to the opportunities and challenges that come with an evolving market environment (TescoPlc.com 2024), which includes the effects of the COVID-19 pandemic and shifting consumer behaviour. 
Tesco's focus on purchases and selling has been one of its main investments in recent years. In 2019, Tesco made headlines with the sale of its operations in Thailand and Malaysia for £8.2 billion (BBC.co.uk 2020). Tesco's overall plan included this exit as a way to streamline business processes and concentrate on its main markets, especially in the UK and Europe (Tescopcl.com 2020) With the large funds Tesco received from the sale, it was able to pay down debt and give special dividends to shareholders (Choong, J. 2023). 
Secondly, Tesco has made considerable investments in the digital transformation space. Tesco has made significant investments in its online infrastructure as a result of its recognition of the increasing importance of e-commerce, which has been worsened  by the COVID-19 epidemic. Tesco increased its online order fulfilment capacity between 2020 and 2021, peaking at 1.5 million orders per week (Tescopcl.com 2022) To handle online grocery purchases more quickly and effectively, automated warehouses—also referred to as "urban fulfilment centres"—were introduced as part of this growth (Tescopcl.com 2022).
Tesco has also been investing in sustainability, aligning its operations with the broader global movement towards environmental responsibility. In 2021, Tesco committed to reaching net-zero carbon emissions by 2035 (Tescopcl.com 2022), fifteen years ahead of the UK government’s target. To support this goal, Tesco invested in renewable energy projects, including the installation of solar panels across its stores and distribution centres (Tescopcl.com 2022).
Tesco has also focused on expanding its convenience store format, particularly through its Tesco Express stores. This investment aligns with changing consumer preferences for quick and easy shopping experiences, particularly in urban areas. The company has strategically located these stores in high-traffic areas to capture the growing demand for convenience. In addition to physical store expansion, Tesco has invested in enhancing its click-and-collect services (Tescopcl.com 2022), which have become increasingly popular. These services complement Tesco's online grocery operations, providing flexibility for customers and driving sales growth. 
Furthermore, Tesco has invested in reducing food waste and improving its supply chain's sustainability (Tescopcl.com 2023). These investments not only improve Tesco's environmental footprint but also resonate with increasingly eco-conscious consumers, thus enhancing the company’s brand reputation. 
Tesco has also been actively investing in the health and wellness sector, recognizing the growing consumer demand for healthier options. The company has expanded its range of organic, plant-based, and health-focused products (Tescopcl.com 2023). Moreover, Tesco has partnered with various health-focused brands to diversify its product offerings.
These investments have helped Tesco tap into the growing market segment, further differentiating its product offerings from competitors and attracting health-conscious consumers. In conclusion, Tesco's major investment activities over the past five years reflect a strategic shift towards digitalisation, sustainability, and core market combining. The company has successfully navigated the challenges posed by the pandemic by expanding its online capabilities and investing in technologies that enhance operational efficiency. Moreover, its focus on sustainability and health aligns with current consumer trends, positioning Tesco as a forward-thinking and responsible retailer. 
However, these investments are not without risks. The rapid expansion in digital and online operations requires continuous innovation and significant capital investment. Moreover, the divestment of international operations, while simplifying the business, could limit growth opportunities in emerging markets. Moving forward, Tesco will need to balance its investment in new technologies and sustainability initiatives with the need to generate consistent returns for shareholders.
[bookmark: _Toc174983275]Tesco's dividend payouts
In the past five years, Tesco's dividend payouts have shown a pattern of variation, reflecting both its financial performance and the broader economic conditions. According to Dividentmax.com 2019: Tesco paid a dividend of £0.0855 per share. 2020: The dividend increased to £0.1229 per share, reflecting stronger financial results. 2021: Tesco significantly increased its dividend to £0.6008 per share, which included a special dividend following the sale of its Asian business, showcasing a major return of capital to shareholders. 2022: The dividend decreased to £0.1155 per share, as the company returned to a more typical dividend level following the one-off event in 2021. 2023: Tesco declared a dividend of £0.1090 per share, indicating stability in its payout despite challenging economic conditions. 2024: So far, the dividend for the year stands at £0.0825 per share (Dividentmax.com 2024). 
Over the past five years, Tesco has maintained a consistent approach to dividend payouts, reflecting its financial health, strategic decisions, and market conditions. A critical review of these dividends shows a company that has balanced its commitments to shareholders with the need for reinvestment in growth and debt reduction.
[bookmark: _Toc174983276]Dividend Payout Analysis
In 2019, Tesco announced a total dividend of 5.77p per share, reflecting its robust financial performance, supported by a strategic turnaround plan focused on streamlining operations and reducing debt. This payout was a sign of confidence in the company's ability to generate steady cash flow despite the challenging retail environment. By 2020, the dividend increased to 9.15p per share (Dividentmax.com 2024) This increase came despite the onset of the COVID-19 pandemic, which severely impacted many businesses. Tesco's ability to raise its dividend during this period was largely due to its strategic focus on strengthening its online presence, which saw a surge in demand during lockdowns, and its ability to manage costs effectively. This year also saw the sale of its Asian businesses, which provided a significant cash inflow, further supporting the dividend increase (TescoPCL.com). In 2021, the dividend was maintained at 9.15p per share (Dividentmax.com 2021). This decision reflected Tesco's cautious approach in an uncertain economic environment, prioritising the preservation of cash to weather ongoing disruptions. Despite the challenging conditions, Tesco's strong operational performance and market leadership enabled it to sustain this level of shareholder returns. The 2022 dividend saw a slight increase to 10.90p per share (Dividentmax.com 2022), demonstrating Tesco's growing confidence in its recovery post-pandemic. The company benefited from its strategic investments in digital transformation and efficiency improvements, which translated into higher profitability and free cash flow, enabling a higher dividend payout. In 2023, Tesco further increased its dividend to 10.90p per share (Dividentmax.com 2023), signalling its continued strong financial performance and commitment to returning value to shareholders. The consistent dividend growth over these years indicates a solid financial foundation and effective capital allocation strategies, balancing shareholder returns with reinvestment needs.
[bookmark: _Toc174983277]Factors Influencing Dividend Decisions
Profitability and Cash Flow: Tesco’s ability to generate consistent profits and free cash flow has been a critical factor in its ability to maintain and increase dividends. The company’s operational efficiency and strategic decisions, such as the sale of non-core assets, have directly influenced its capacity to return cash to shareholders (Tescoplc.com 2023)​ (MarketScreener.com 2022)
Debt Levels and Capital Structure: Tesco has prioritized debt reduction in recent years, which has been a significant factor in its dividend policy. By reducing leverage, Tesco has not only improved its financial stability but also increased its flexibility to manage dividend payouts without compromising its long-term growth prospects (Financial Times, 2023)​. 
Economic Environment: The broader economic conditions, including the impact of the COVID-19 pandemic, have played a role in Tesco’s dividend decisions. (Hl.cu.uk 2022) The company has had to balance the need to reward shareholders with the necessity of preserving cash during periods of uncertainty.
Investment Opportunities: Tesco’s focus on digital transformation and expanding its online and convenience store operations has required significant investment. The company has had to weigh the potential returns from these investments against the desire to increase dividends, leading to a measured approach in dividend increases (Bloomberg, 2023)​.
[bookmark: _Toc174983278]Recommendations
Given Tesco’s current financial position and market conditions, the company should continue its strategy of gradual dividend increases, aligned with its profitability and free cash flow generation. However, Tesco should also remain flexible, ready to adjust its dividend policy in response to any significant changes in the economic environment or its operational performance. Additionally, Tesco could consider further share buybacks, especially if its share price remains undervalued, as a means to return additional value to shareholders without committing to higher recurring dividends. This approach would provide Tesco with greater flexibility to manage its capital allocation in line with its long-term strategic goals.In conclusion, Tesco’s dividend policy over the past five years reflects a careful balance between rewarding shareholders and ensuring the company’s long-term financial health. By considering profitability, debt levels, economic conditions, and investment needs, Tesco has maintained a prudent and shareholder-friendly approach to dividends.
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