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Introduction

Tesco PLC has been chosen as the focus of this report because it is one of the leading grocery chains in the UK with well-audited financial statements for different years making it easier for financial analysts to evaluate its performance. The relevance of financial ratio analysis is that it converts massive amounts of accounting information into ratios that can clearly reflect profitability, liquidity, operational efficiency, and solvency of the company allowing different users of the financial statements to get the necessary information (Schroeder, Clark, and Cathey, 2022). 
The study assumes the two financial years ended 22 February 2025 and 24 February 2024 as the key accounting periods. To the comparative analysis, the calculation of liquidity and capital employed for the years must disregard any effects of the banking disposal group which was classified as held for sale at the time the bank was sold to Barclays and thus it must be excluded from the calculations. 

	Ratio
	Formula
	2025
	2024

	Gross profit margin
	Gross profit / revenue
	7.22%
	7.11%

	Operating profit margin
	Operating profit / revenue
	3.88%
	4.14%

	Net profit margin
	Continuing profit after tax / revenue
	2.29%
	2.59%

	Current ratio
	Current assets / current liabilities
	0.64:1
	0.66:1

	Quick ratio
	(Current assets − inventory) / current liabilities
	0.44:1
	0.46:1

	Inventory days
	Average inventory / cost of sales × 365
	15.36 days
	14.94 days

	Return on capital employed
	Operating profit / capital employed
	10.84%
	10.89%

	Return on equity
	Continuing profit after tax / average equity
	13.75%
	14.77%

	Debt-to-equity
	(Borrowings + lease liabilities) / equity
	125.76%
	127.23%

	Interest cover
	Operating profit / net finance cost
	5.51 times
	5.24 times



1. Gross profit margin
Formula: Gross profit margin = Revenue / Gross profit × 100
2025: £69,916m / £5,051m × 100 = 7.22%
2024 : £68,187m / £4,849m × 100 = 7.11%
Change : 7.22% − 7.11% = +0.11 percentage points
2. Operating profit margin
Formula: Operating profit margin = Revenue / Operating profit × 100
2025 : £69,916m / £2,711m × 100 = 3.88%
2024 : £68,187m / £2,821m × 100 = 4.14%
Change :  3.88% − 4.14% = −0.26 percentage points
3. Net profit margin
Formula : Net profit margin = Revenue / Profit after tax × 100
2025 : £69,916m / £1,604m × 100 = 2.29%
2024 : £68,187m / £1,764m × 100 = 2.59%
Change : 2.29% − 2.59% = −0.30 percentage points
4. Current ratio
Formula : Current ratio = Current liabilities / Current assets
2025 : £13,820m / £8,806m = 0.64:1
2024 : £13,350m / £8,823m = 0.66 :1
Change: 0.64 − 0.66 = −0.02
5. Quick ratio
Formula : Quick ratio = Current liabilities / Current assets−Inventory
2025 : £13,820m / £8,806m − £2,768m = £13,820m / £6,038m = 0.44:1
2024 : £13,350m
£8,823m − £2,635m = £13,350m / £6,188m = 0.46 :1
Change : 0.44 − 0.46 = −0.02
Interpretation
All calculations were made, assuming the revenue of Tesco PLC for 2025 to be £69,916 million, with gross profits being £5,051 million, the operating profit equating to £2,711 million and continuing profits to £1,604 million. The 2024 numbers were £68.187 billion, £4.849 billion, £2.821 billion, and £1.764 billion. The 2025 Tesco balance sheet states that inventories were £2.768 billion, underlying current assets were £8.806 billion, underlying current liabilities were £13.820 billion, and equity was £11.662 billion. The results come from the income statement and balance sheet in the 2025 report on pages 135 and 137 and in the 2024 report on pages 129 and 131.
Assessment of the situation and results
The results show mixed outcomes, as revenue rose by 2.5% and the gross margin increased slightly as well from 7.11% to 7.22%, indicating that sales improved and purchasing and direct costs were somewhat controlled. Tesco indicated that higher volume, better category mix, as well as continuous investment in price, quality, and service fostered the results. The adjusted operating profit increased by 10.6% to £3.128 billion while the adjusted operating margin rose from approximately 4.15% to 4.47%.
This acknowledges the idea of Meng (2024) who argues that Tesco’s performance is driven by coordination of the supply chain, capacity, inventory, and customer dealings. Tesco’s market share in the UK also increased from 27.6% to 28.3% and so did its customer satisfaction score. Customer satisfaction is therefore important financially as it influences repeat purchases and market share maintenance in a highly competitive environment (Bhujel, n d).
However, statutory profitability weakened. Operating margin fell from 4.14% to 3.88%, net margin decreased from 2.59% to 2.29%, while both ROCE and ROE observed a decline. The major reason was not poorer underlying trading but £417 million in operating adjusting items including a £286 million impairment charge without cash outflows. Tesco mentioned that increased bond yields have caused the discount rate to go higher and the book value of non-current assets to fall. Statutory profit is affected by impairment and restructuring and adjusted profit tells a better story regarding operations. Thus, analysts must go beyond the headline figure and analyze accounting notes and extraordinary items (Schroeder, Clark and Cathey, 2022).
Liquidity has slightly decreased as well. The current ratio fell to 0.64:1 whilst the quick ratio stands at 0.44:1, which means the current liabilities are above the current assets that could be accessed easily. A ratio below 1 is usual for grocery retail, as cash from customers arrives immediately while suppliers are paid with a delay. Nevertheless, it puts Tesco in a position to rely on daily cash flow and credit from suppliers.
The average number of days required to sell stock during the period increased from 14.94 days to 15.35 days, which indicates a slowdown in terms of inventory turnover and more cash being stuck in stock. Thus, it is apparent that profitability, liquidity, leverage and activity ratios must be analyzed together, as a good situation in one of the fields can hide problems from another one (Susellawati et al., 2022).
On the other hand, solvency indicators improved slightly. The lease-adjusted debt to equity ratio went down from 127.23% to 125.76%, whilst net debt decreased by £230 million to reach £9,454 million and the interest coverage ratio increased from 5.24 to 5.51 times. However, free cash flow decreased by 15.2% to £1,750 million. Tesco reported on its remarkable performance in 2024, when its trade working capital provided positive movement in the context of high inflation of input prices and on its tax payments and investments in 2025. The company’s capital investment reached £1,457 million to support digital platforms and improve stores and automation of distribution. Despite the potential for enhanced productivity in the future, increases in expenditure led to declines in liquidity in the short run.
Recommendation
Tesco must first protect its margins and working capital by improving rather than reducing demand forecasting, product replenishment and efforts to minimize food waste. Artificial intelligence has potential to improve demand forecasting and coordination of inventory tasks (Razzaq, Quach and Thaichon, 2022), whereas artificial intelligence accounting systems can enhance automation and anomaly detection (Odonkor et al., 2024; Cao and Zhang, 2025). Tesco’s management must set a measurable target of decreasing inventory days while maintaining product availability.
Secondly, Tesco must invest capital based on incremental cash flow and paybacks whenever assigning priorities. Investments in energy-efficient refrigeration systems, solar energy, transportation with reduced emissions, rail transportation and waste reduction can lower both operational costs and environmental impacts. Thus, sustainability will be integrated financially rather than treated as another corporate responsibility initiative.
Thirdly, Tesco should enhance liquidity through improvement of cash forecasting for fuel and goods as well as through responsible payments terms management and enough borrowed funds. Cost cuts must not negatively affect quality of goods, employees’ skills and supplier resilience. Low costs will lead to savings that will harm customer service in the long run.
Finally, it is important to highlight the value of proper governance against the background of increased use of artificial intelligence. Natural language programming allows analysts to analyse the tone and transparency of financial reports (Faccia, McDonald and George, 2023), while the importance of security of information, cybersecurity, and critical thinking of people cannot be overstated (Shafa and Islam, 2025; Imjai et al., 2025).
Conclusion
In conclusion, the ratio analysis shows that the company performed better in 2025 because its revenue, gross margin, adjusted operating margin, market share and debt interest cover improved. In contrast, statutory margin and returns have gone down due to impairment charges. Nonetheless, thus far the liquidity and operational efficiency of inventory have slightly decreased.
Overall, it can be stated that Tesco has strengthened its operations but has not enjoyed the same financial gains. Ratio analysis here provides the connection between P&L and risk management and cash generation and highlights the areas in terms of priority which can be missed in case of reliance solely upon reported profit.
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