1 | Page

Management Accounting Tools for Tesco
Individual Report

Student’s name and ID: Flaviu-Ioan-Costin Stefan (2212282)
Module name and code: Management Accounting for Managers LCBB5010
Lecturer’s name: Zainab Atta


Table of Contents


1. Introduction …………………………………………………………………….. pg.2
2. Cost Analysis and Business Model …………………………………………. pg.2
3. Budgeting and Financial planning …………………………………………… pg.4
4. Performance Measurement and Decision-Making ………………………… pg.6
5. Sustainability and Ethical Considerations ………………………………….. pg.9
6. Conclusion and Recommendations ………………………………………… pg.10
7. Recommendations …………………………………………………………… pg. 12


1.Introduction

1.1 Company Background
Founded in 1919 in the East End of London by Jack Cohen, nowadays Tesco PLC is one of the largest multinational retailers headquartered in the UK. Operating in the grocery retail industry in the UK, Northern Ireland and Central Europe, the company currently has 5040 stores and approximately 341.000 employees worldwide (Bedford, 2025). Grocery retailing being the main part of the business, they also offer other services such as Tesco Mobile and Tesco Bank.

1.2 Importance of Management Accounting in Modern Businesses
The management accounting is supporting internal decision-making by providing financial and operational data for planning, control and strategic choices. In the retail industry, the tight margins, rapid change in consumer behaviour and rising external cost pressures, can be better managed with the ability to use management accounting tools (budgeting, KPIs, cost-behaviour modelling) this offering a key competitive advantage.

2. Cost Analysis and Business Model

2.1 Revenue Model
Tesco’s revenue model is based on high-volume retail of groceries and non-food items, delivered via physical stores (Tesco extra, Tesco express), as well as online orders which can be delivered at home. The company also have subsidiary businesses such as Tesco Mobile and Tesco Bank, and their Clubcard loyalty scheme which are helping the revenue growth (Johnston, 2023). The 2024/2025 financial year revenue (excluding VAT, including fuel) was £69.916m (Tescoplc.com, 2025).
The company is offering value through the convenience created by the strategic positioning of their stores which can be easily found and have great accessibility, the superstores often having big car parks and pick up areas designated for taxis, and also their online app which let the customers order the items which they need to their doorsteps. Loyalty benefits through the Clubcard discounts and price competitiveness are other factors which are boosting the value offered by Tesco.

2.2 Key Cost Structures
Understanding cost behaviour is vital for Tesco’s management accounting. The cost structures may be broken into fixed and variable components.

Fixed costs
Permanents staff salaries
Store property leases, refurbishment costs
Logistics infrastructure (distribution centres)

Variable costs
Promotions and marketing tied to sale events
Labour costs during holidays, seasonal staffing
Packaging and delivery costs for online orders which vary with the number of orders

2.3 Cost Behaviour and Management Accounting Impications
Tesco’s management accountants need key tools to understand the cost behaviours, these include:
· Fixed versus variable cost analysis which will help identifying which costs are incurred regardless of the number of sales, and the ones which scale with the volume, and support in planning for downturns or spikes (for example pandemic-type disruptions).
· Cost-Volume-Profit (CVP) modelling helps understanding at what level the volumes should be maintained to cover fixed overhead costs, as the low margins make small changes in volume or cost significantly impact profit.
By understanding cost behaviour and aligning cost structures, Tesco will be in a good position to make decisions related to store formats, expansions and promotions.

3. Budgeting and financial planning

3.1 Role of Budgeting in Tesco’s Operations
Tesco’s budgeting serves several purposes, such as planning for the upcoming year(s), allocating resources, monitoring performance and enacting cost-control programmes.
The company is using a long-term planning process which is made of a three-year strategic plan that is updated and approved each year by the Board and is made in relation to both its capital allocation decisions and viability assessments (Tescoplc.com, 2024). With this planning process, Tesco’s forecasts for sales, capital expenditure (such as store refurbishments) and operating costs are all integrated, enabling coordinated resource allocation across supplying, labour and investment priorities. Ongoing reforecasting for their annual and rolling planning cycles is supported as market conditions change.
Budgeting also allows Tesco’s management accountants to embed variance analysis, scenario planning and allocate budgets for strategic initiatives such as online growth or store refurbishment.


3.2 Operating Expenses: Year-On-Year Change
For the year ending February 2025, revenue was £69,916m and adjusted operating profit was £3,128m, up from revenue £68,187m and adjusted operating profit £2,829m in 2024 (Tescoplc.com, 2025).
	Year Ending Feb
	Revenue (£m)
	Adjusted Operating Profit (£m)
	Change At Actual Rates

	2024
	68,187
	2,829
	-

	2025
	69,916
	3,128
	Rev 2.5% / AOP 10.6%




3.3 Internal and External Factors Driving Change
Internal (management) factors
· Refurbishment or rationalisation of their stores (closing underperforming stores)
· Investment in the online infrastructure (fulfilment centres, delivery vehicles)
· Labour cost optimisation (self-checkout, improved workforce scheduling)
· Supplier negotiations and reduction of wastage through management accounting tracking
· Promotions and loyalty scheme used to improve volume and margin-budgeting

External (macroeconomic) factors
· Food inflation: higher cost of goods affects variable costs unless passed to the consumers
· Energy costs/utility inflation which increase store and logistics overheads
· Consumer cost-of-living pressure that may reduce volumes
· Supply-chain disruptions affect freight and inventory costs
· Competitive pressures from discounters that may require price matching or increased promotional spend

3.4 Management Accounting’s Role in Planning
Management accounting tools at Tesco enable:
· Variance analysis: comparing actual operating expenses against budget/ forecast, identifying favourable/unfavourable variances and investigating root causes
· Sensitivity and scenario analysis is helping management decide on price changes or cost reduction
· Cash-flow forecasting: given that retail operations require working capital (inventory, payables, receivables), budgeting helps ensure liquidity and optimise supplier payment terms
· Capital budgeting: evaluation of store refurbishments or new fulfilment centres using net present value or internal rate of return, informed by budgeting forecasts
· Rolling budgets and flexible budget adaption: as online sales rise or external shocks occur, Tesco can revise budgets mid-year rather than stick to a static annual budget

4. Performance Measurement and Decision-Making

4.1 Key Performance Indicators (KPIs)
	KPI
	Definition
	Relevance to Tesco

	Operating Profit Margin
	(Operating Profit / Revenue) X 100 (Tescoplc.com 2025)
	Measures margin efficiency in a low-margin retail business, improvement indicates cost control and pricing power (Tescoplc.com 2025)

	Like-for-Like Sales Growth
	Growth in sales from stores open for more than a year, excluding petrol (Tescoplc.com 2025)
	Essential for assessing store health as it tracks underlying retail performance (Tescoplc.com 2025)

	 Return On Capital Employed (ROCE)
	Adjusted operating profit divided by the average of opening and closing capital employed from continuing operations (Tescoplc.com 2025)
	Indicates how effectively Tesco uses its assets to generate profit, important given heavy property, distribution and inventory assets (Tescoplc.com 2025)

	Customer Satisfaction
	Measurement of customer recommendation likelihood (Tescoplc.com 2025)
	Non-financial KPI, reflects customer loyalty and future sales, Tesco emphasises its purpose of “serving customers, communities and planet” (Tescoplc.com 2025)

	Carbon Emissions
	Emissions-efficiency metric (Tescoplc.com 2025)
	Reflects sustainability performance, increasingly used to link to executive incentives and investment decisions (Tescoplc.com 2025)



Each of the KPIs listed above are giving different perspectives to the management, helping them with financial efficiency, retail health, customer loyalty and sustainability.
4.2 Strategic Decisions Informed by KPI Data
Store portfolio optimisation: The company used sales and margin data (through LFL and operating margin by store) to decide to close or to convert underperforming stores, especially in oversaturated areas. Cost-benefit models contribute to this type of decisions.
Online expansion and fulfilment: Non-financial data (online order volume, delivery-time performance) combined with cost-accounting (fulfilment cost per order) contributed to the decision-making process of investing in new fulfilment centres and partner with third party logistics or apps.
Pricing strategy and loyalty: The Clubcard data is giving granular insight into customer behaviour, Tesco used non-financial (customer frequency, basket size) and financial data (margin by product line) to tailor pricing and promotions, matching discounter pricing on value line and driving higher margins through loyalty conversions.
Cost-cutting and automation: Management accounting is analysing labour cost relative to store throughput (variable against fixed labour costs), which is helping with the decision of installing self-checkout lanes, scheduling fewer fixed staff hours and deploying automation in logistics.
Sustainability-driven investment: Based on the carbon emissions KPI, Tesco had invested in LED lighting, energy-efficient refrigeration, electric-vehicle charging points and waste-reduction initiatives. These decisions were supported by cost-benefit modelling (considering reductions in utility costs, government incentives, reputational benefits) through management accounting.

4.3 Role of Management Accounting in Decision-Support
Management accounting supports all of the decisions listed above by:
Creating dashboards linking financial KPIs (margin, ROCE) with operational data (LFL growth, customer loyalty) and sustainability metrics (carbon metrics), this enabling integrated performance monitoring.
Conducting variance reports, enabling executives to clearly see where the performance deviates from the budget (such as labour cost higher than forecasted) and take corrective actions.
Submitting investment assessments for store refurbishments, new logistics capacity or new technology, based on budgeting and forecasting.
In this way, Tesco’s management accounting framework supports strategic decision-making, connects day-to-day operations with long-term objectives and balances financial, operational and sustainability goals.

5. Sustainability and Ethical Considerations

5.1 Integration of Sustainability into Financial Decision-Making
Tesco increasingly integrates sustainability into its financial decision-making. For example, it reports on carbon footprint (Scope 1,2 and 3) and sets reduction targets as part of its business model (Tescoplc.com, 2025). Investment decisions for energy-efficient stores (LED lighting, refrigerators upgrades) or logistical changes (switching to electric delivery vehicles) include cost-benefit modelling in management accounting: up-front costs against ongoing utility savings plus reputational benefits. Sustainability metrics such as emissions per tonne or per store, waste reduction volumes and packaging reductions are integrated into KPIs and reported to the board, linking into capital allocation decisions. Tesco’s annual report shows that sustainability measures are part of its multi-year performance framework (Tescoplc.com, 2025).

5.2 Ethical Consideration in Cost Management and Pricing Strategies
Ethical considerations are gradually more important in cost and pricing strategies:
For the cost management, the company need to make sure that its cost-cutting or automation initiatives are ethically managed (fair treatment for the staff, avoid placing unreasonable demands on the suppliers) 
For the pricing strategy, during periods of inflation or cost pressures, the decisions must balance the margin protection with the fairness towards the customers and avoid exploitative pricing.
Ethical sourcing: The company should ensure that their supply chains practices (such as labour conditions and sustainability of agriculture) are embedded into cost decisions. If a cheaper supplier uses unethical practices, the cost savings may carry reputational risk and long-term cost increases.
Transparency: Tesco aims to provide transparent promotion and loyalty terms. Management accounting supports decision-making by quantifying the cost and benefit of loyalty pricing and ethical implications of discounting strategies.

6. Conclusion and Recommendations

6.1 Conclusion
In conclusion, Tesco uses management accounting tools extensively to support its decision-making. The cost analysis and understanding of fixed against variable costs enable better margin control in a low-margin retail environment. Budgeting and financial planning support resource allocation, forecasting and adaptability in a challenging environment. Performance measures through KPIs (both financial and non-financial) are supporting strategic decisions on store portfolio, pricing, online expansion and sustainability investment.
Lastly, sustainability and ethical considerations are increasingly integrated into Tesco’s financial and operational decision-making, aligning cost and pricing strategies with broader stakeholder and environmental objectives.

6.2 Recommendations
Based on management accounting principles, I offer the following recommendations:
· Invest further in real-time data analytics and rolling forecasting: While Tesco already uses rolling forecasting, expanding predictive analytics (machine learning on customer behaviour, cost-inflation forecasting) will help forestall margin squeezes and optimise promotional spend
· Link sustainability and ethical metrics more explicitly to managerial incentives: Although the company is including sustainability in its performance framework, strengthening the link between ethical and sustainability KPIs ( supplier audit outcomes, carbon reduction per store) and remuneration will reinforce alignment of operational decisions with long-term values and help embed these into management accounting practices even more tightly.
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