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1.0 [bookmark: _Toc72677626]Introduction
In an era where the business environment and economy are changing due to external influences, organisations are expected to act appropriately and promptly towards market pressures which are high, to assure customers’ needs are met due to changes in customers behaviours and the increasing competition within markets which are growing (Illmeyer et al, 2017). In a situation like this, the most critical and basic aspect is to control the companies finance appropriately such as financial planning and managing liquidity (Kozubikova et al, 2017). Therefore, the organisations are more concerned with profits and turnover margins these days rather then keeping liquidity and financial goals as prime objectives (Kijucnikov et al, 2017). However, there are other aspects which are notable within the competitive market which is increasing and demands organisations to be understanding to gain maximum levels within the companies’ respective industry to gain a competitive advantage (Illmeyer et al, 2017).
The purpose of this report is to analyse Tesco performance revenue over the past five years alongside Tesco competitor’s financial ratios for the year 2020. Several financial performance techniques and methods will be used to analyse Tesco current financial position. The second section of this report analyses to investments that have been proposed to Tesco regarding digital price tags and QR coding of Tesco brand products. The investments will be analysed through using several capital budgeting methods and techniques to select the appropriate project.
[bookmark: _Toc72677627]2.0 Brief History of Tesco PLC
Tesco PLC is a multinational food retailer which was founded by a man named Jack Cohen in 1919 (Tesco PLC, 2021). Tesco PLC was originally a stall which sold groceries in East London and made a revenue of £4 with a £1 profit (Clark and Chan, 2014). The first build Tesco supermarket was in the early 1950’s while outlets increased over a five-year period by 500 outlets (Tesco PLC, 2021). Tesco share in the market rose to 27.4% up by 0.2% for the first time in four years with sales up 15% during February 2021 (Whiterow, 2021). Tesco have a workforce of 450,000 employees who operate over 6,800 stores worldwide (Tesco PLC, 2021b). UK and ROI revenue of Tesco amounted to the sum of £45.752M, showing a growth increase of 1.9% on the previous year revenue of £44,909M Tesco Annual Report and Financial Statement, 2020). Tesco recently appointed a new CEO in 2019, Ken Murphy. Tesco shares are currently 226.70p which is up 25p and 11% (Tesco PLC, 2021). 
[bookmark: _Toc72677628]Tesco Business Model
Tesco are successful due to customers being their main priority, everything Tesco do is for the customer. Tesco business model is developed through three operational headlines, listening, understanding, and connecting with customers to develop the most appropriate offer. Tesco work closely with UK suppliers and growers to produce superior products which helps in delivering customers with the best value. Tesco work across multiple channels to give customers the availability to products. For example, Tesco have miniature stores such as Tesco metro and Tesco express that can be found on high streets and petrol stations (Dimitrova et al, 2018). Tesco aim to ensure all in the company is set up to be most efficient when creating value for customers. Through focusing on the areas of the business model with the skills, reach, capabilities Tesco have within their company, Tesco are placed uniquely to deliver superior offers and by doing this have earned a loyal customer base. Therefore, through creating a sustainable value for customers, creates increased value for shareholders (Tesco Annual Report and Financial Statements, 2021).
[image: See the source image]
Tesco Business model (Zerodha, 2020)
[bookmark: _Toc72677629]Tesco marketplace and competitors
According to Coppola (2021), Tesco brand value in the Uk is worth £8.5b, Tesco own 25% of the grocery retail market and are classed as one of the big four. Tesco have many competitors within the Uk which include Morrison, Asda, Aldi, Sainsbury, Lidl and more (Downie, 2021).
[bookmark: _Toc72677630]Major events of Tesco over the past decade
However, over the years Tesco have been caught in several controversies which have impacted in negative reactions from customers due to Tesco not handling situations appropriately or professionally. In 2013, Tesco products were found to contain 29%s of horse meat. Which was not labelled. This caused customers to boycott the brand, and this had effect on shares and shareholders (Barnard and O’Connor, 2017). Tesco were also involved in an accounting scandal which cost the company £235m to settle investigations from the fraud office in 2017 and also had an impact on Tesco stock price (Corbet and McMullan, 2018). Tesco also acquired the acquisition of Booker for a fee off £3.7b and in 2018 which is set to improve the revenue of Tesco (Bentham, 2018).
2.0 [bookmark: _Toc72677631]Financial Performance 
Performance is the sum of an organization's financial status, capabilities, and willingness to meet its long-term financial obligations and service commitments in the near future (). Financing is the execution of financial activities. Performance usually refers to the achievement or degree of achievement of financial goals. This is the process of measuring the performance of company policies and activities in currency. Performance is often viewed as the ability to achieve a company's financial goals. Performance and investor performance are two important performance indicators. Investor performance measured from the perspective of shareholders focuses on the company's response to different management policies (Ganyam and Ivungu, 2019).  According to a survey conducted by Farah et al, (2016), financial performance is an indicator of a company's financial status over a period of time. In other words, this is a financial practice that creates high sales, profits, and business value for shareholders through long-term liquid asset management. Income and capital expenditure financing. Its main purpose is to provide financial information so that shareholders and stakeholders can make reasonable investment decisions. It can be used to evaluate similar companies in the same industry and compare entire industries.
[bookmark: _Toc72677632]3.1 Profitability Ratios  
According to Robinson et al (2015), profitability ratios relate to the ability of the company to generate profits on the return of funds from investments. Therefore, profitability ratios can be implemented to review Tesco’s competitive situation relating to the quality of financial management, due to profitability ratios measures the ability and success of generating profits on returned funds. According to Aziz and Rahman (2017), there are several techniques that can be used by financial analyst to review a company’s ability to generate profits, these include Gross Profit Margin, Operating Profit Margin, Net Profit Margin, Return on Capital Investment and more. The techniques that will be implemented to review Tesco’s profitability ratio for a five-year period between 2016-2020 and to compare ratios alongside competitive rivals, will be Gross Profit Margin, Operating Profit Margin and Net Profit Margin.

Tesco Profitability Ratios
[bookmark: _Toc72677633]Gross Profit Margin
According to Rinaldo and Endri (2020), Gross Profit Margin (GPM) is a technique which is used by financial analysists to detect the efficiency of a company to yield while setting selling prices to generate a profit. Thus, is emphasised by Nariswari and Nugraha (2020) who claim, GPM measures the percentage that is remaining from sales after the company has paid for the cost of goods sold (COGS) and services. To calculate a company’s GPM, gross profit should be divided by revenue and times by 100.
 

Tesco Gross Profit Margin 2016-2020
The graph above relates to Tesco GPM over a five-year period from 2016-2020. The results indicate that between 2016-2020 Tesco GPM did not fluctuate much and increased steadily from 5.2% in 2016 to 7.1% in 2020, this is a 1.9% increase. Tesco peak GPM was 7.3% in 2019 and declined to 7.1% in 2020, which was a decrease of 1%. According to Rinaldo and Endri (2020), GPM margins that are high indicate that the company is generating higher profits through revenue sales. The gross profit represents how much the company are making on every £ that is accumulated from revenue after COGS and services have been paid. In 2020, the graph shows that for every £1 that is generated, Tesco earned 7.3p in profits from the revenue sales. This shows that Tesco profit per the £ has increased from 2016 when Tesco GPM was 5.2p per £ to 7.2p per £ in 2020. This is due to Tesco sales revenue rising from £54.4b in 2016 to £64.8b which is an increase of £14.4B. However, between 2019 and 2020 Tesco GPM decreased by 25%.

The graph above highlights Tesco GPM vs Morison and Sainsburys for the year 2020. Morrison had the lowest GPM at 3.6 % with Tesco generating the highest GPM of the three with 7.1%. However, Sainsburys are not far behind Tesco with a GPM of 7.1%. This indicates that Morrison are not in as good a situation as the top 2 when generating profits from revenues. During this period Tesco made a gross profit of £4.6b whereas Morrison generated £388m and Sainsbury generated £2B. These results are due to increased sales and decrease in COGS and services by Tesco. This indicates that relating to GPM Sainsbury are Tesco main rivals. Tesco will need to adapt new Strategies to improve GPM under new CEO Ken Murphy who was appointed in 2019. Sainsbury have also invested £15m into advertising and promotions, which can generate new customers and would increase sales.

[bookmark: _Toc72677634]Net Profit Margin
 According to Rinaldo and Endri (2020), Net Profit Margin (NPM) or return on sales refers to the amount of profit that Tesco obtains. If the industries average is greater than Tesco’s profit margins this could be an indicator that prices are higher than competitors or due to Tesco’s Value from the competition. A NPM with a higher ratio would indicate higher profits for Tesco, which attracts the attention of investors to invest at Tesco. By generating increased profits, price of stocks will be impacted with an increase in share value for shareholders. Thus, emphasised by Sawangarreerak and Thanathamathee (2021) who claims that NPM reveals profitability of an entity in a percentage of sales. To calculate Tesco NPM, the following formula will be used.
 

Tesco Net Profit Margin 2016-2020
The graph above shows that Tesco NPM has improved to 1.5% in 2020 from 0.2% in 2016. Tesco was involved in several controversial matters prior to 2016 regarding the horse meat scandal and a scandal relating to accounting. Many customers boycotted the stores, and this shows in the results. However, between 2017 and 2018 NPM increased from -0.1% to 2.1%, this in an increase of 2.2%. Since 2018, NPM has slumped to 1.5% in 2020 which is a decrease of 0.7%. In terms of money, Tesco make 1.5p on every £ generated in 2018 compared to 2019. The rise could be due to the increase of sales during the pandemic where individuals were buying items as a measure of panic buying relating to lockdown regulations.
 
Comparison of Net Profit Margin between Tesco, Sainsbury, and Morrison 2020
The graph above illustrates that Tesco NPM was 0.5% lower at 1.5% compared to Morrison who generated 2.0% NPM and 1.0% higher than Sainsbury who generated 0.5% NPM. This indicates that for every £ that is generated Tesco will earn 1.5p, Sainsbury will earn .5p and Sainsbury will earn 2p. Thus, shows that Morrison performed the best during 2020 when generating profits from net income.
[bookmark: _Toc72677635]3.2 Liquidity Ratios 
According to Chen and Lu (2017), Liquidity ratios measures the ability of the company to meet obligations which are current/short-term. liquidity ratio defines how quick a company converts assets into monetary to encounter debt. According to Rashid (2018), there are three techniques that can be applied to measure a company’s liquidity which include Current Ratio, Quick Ratio and Acid Test Ratio. The two techniques that will be adapted will be adapted to conduct a financial performance review relating to Tesco and rival’s ability to generate assets into cash to repay short-term obligations are Current Ratio and Quick Ratio.

Tesco Liquidity Ratios between 2016-2020
[bookmark: _Toc72677636]Current Ratio
According to Siringi (2021), Current Ratio (CR) is known also as the “working capital ratio”, thus ratio measures the company’s short-term solvency. This indicates that CR is the ability of the company to meet obligations in the short-term. It is claimed by Lalithchandra and Rajendhiran (2021), CR which are higher indicate that there is more money available per the pound of the current liability, thus means that companies have the ability to meet obligations which are current and ensures the safety of creditors funds in the short-term. When a current ratio increases the liquidity of the company improves, whereas if the current ratio decreases it is a sign of deterioration within liquidity of the company’s position. According to Siringi (2021), a 2:1 current ratio is considered satisfactory, there is no fast and hard rule.  According to Sawangarreerak and Thanathamathee (2021), to discover the current ratio between the companies current-assets and current liabilities to measure the company’s ability to pay obligations which are short the term, the following formula can be implemented. 


As mentioned above current ratio shows the ability of Tesco to generate cash from converted assets. From the graph above Tesco current ratio has fluctuated from 2016 to 2020 from 0.75 to 0.73, which is not much. Tesco have decreased since 2016 to 2020 by 0.02. These results indicate that Tesco have 75% of assets that would cover current liabilities. For example, in 2020 Tesco current assets accounted for 0.75p of every £ of current liabilities. This shows that Tesco can pay of 75% of current liabilities by current asset. According to Rashid (2018), current assets include cash and assets that can be converted into funds within a short-term period, these include receivables, prepared expenses, marketable securities, and inventories. However, liabilities that are current include obligations that mature with the year, these include bills payable, accrued expenses, accounts payable, tax liabilities and note payable. 

Current Ratio Comparison Between Tesco, Sainsbury, and Morrison.
In can be seen from the illustration above that Tesco have the higher current ratio over their rivals. Tesco have a current ratio of 0.73 compared to Sainsburys CR of 0.63 and Morrison CR of 0.04. The most alarming situation is of Morrison who have only 0.04% of current assets to cover the cost of current liabilities. This shows that for every £ of current liability that is due Morrison assets only account for 0.04p per £. Tesco and Sainsbury, however, are in a better situation with Tesco having assets that cover for 73% of current liabilities and Sainsbury having assets worth 63% of the current liabilities. According to Siringi (2021), a 2:1 current ratio is considered satisfactory, there is no fast and hard rule. However, every industry ratio is different. For instance, retail chain stores are seen to be satisfactory with ratios of 0.7 due to the volumes of customers and sales (1). This indicates that Tesco are in an attractive position to pay short term obligations.
[bookmark: _Toc72677637]Quick Ratio 
 Quick Ratio (QR) is another liquidity technique that can be used to measure liquidity of the company’s current assets. According to Guo and Wang (2019), QR is the ability of the company to meet liabilities which are short term with assets that can be quickly converted to cash within a period of 90 days. According to Lalithchandra and Rajendhiran (2021), an average of 2.1 is a sign that the company’s liquidity flow is good and can be measured by comparing stock prices to per share cash amount. However, the formula that will be used to analyse Tesco ability to meet short term obligations is as followed.
[bookmark: _Hlk72250791]  (Sawangarreerak and Thanthamathee, 2021).

According to illustration above, Tesco ability to turn current assets into cash within the space of a short-term period to pay current liabilities has steadily stayed the same. Previously in 2020 Tesco quick ratio was 0.63 which declined in 2019 to .47 in 2018 and has since risen to 0.60 in 2020. In 2019 Tesco appointed a new CEO Ken Murphy who has implemented new strategies within the company. The graph indicates that in 2020 Tesco could turn assets into cash within a short-term period to pay of 60% of their current liabilities.

The illustration above highlights the ratios of Tesco, Sainsbury, and Morrison to repay debts with assets that can be turned into cash quickly. Tesco have the highest ratio at 0.6, Sainsbury have a ratio of 0.5 and Morrison have the lowest ratio of 0.2. These results show that Morrison would struggle to pay debts through short term assets with only 20% of debts that can be paid. Tesco and Sainsbury can cover 50% or more of debts in the short term through current assets. Tesco Quick ratio is 200% higher than Morrison. Sainsbury are the biggest threat to Tesco according to graph above with the closest ratio of 0.5. 
[bookmark: _Toc72677638]3.3 Leverage Ratios
According to Ginting (2021), leverage ratios is a metric that is used to measure the company’s ability to meet obligations which are long term. A company which is classed as solvable, is capable of meeting obligations which are long term. Whereas, if the company fails to meet obligations which are long term the “company is considered a solvable”. According to Aziz and Rahman (2017), there are several leverage ratios which can be implemented to measure the company’s ability of paying debts which are long term, these ratios include interest coverage, long term debt-to-equity, debt-to-asset, long term debt-to-asset, debt-to-equity, and debt-to-asset. The two techniques that will be implemented to review, How Tesco’s handle their long-term obligations are debt-to-equity and debt-to-assets.

[bookmark: _Toc72677639]Debt-to-equity ratio
According to Herewati and Fauzia (2018), Debt-to-Equity Ratio (DER) is a technique that indicates the extent to the companies finance by debt. DER is an indicator to what the creditors provides in finance for the company. According to Sugiarto (2015), DER initiates the companies’ ability meeting obligations, this is shown through how much of the capital is used to repay debts.
DER informs that creditors provide the financing amount for the shareholders. According to Herewati and Fauzia (2018), creditors intend to prefer ratios which are low, due to ratios that are lower represents higher levels of the companies financing through shareholders, and the bigger creditor cushions in the situation of shrinking asset value or loss outright. According to Bindura (2020), the formula that can be implemented t measure Debt-to-equity ratio is as follows.
 


According to the illustration above, Tesco DER has fluctuated through the five years. In 2016, Tesco DER was 4.1 which fell to 3.3 in 2017. Tesco DER hit its peak in 2018 at 6.1 before declining to 3.0 in 2020. DER highlights the company’s ability to meet obligations through the capital. This shows that in 2020, Tesco could pay obligations 300% over.

According to Herewati and Fauzia (2018), comparing DER between companies and their competitors can give an indication of the company’s financial risk and credit worthiness. The illustration above, shows the following. Tesco have highest DER at 3.0, with Sainsbury in second position with a ratio of 2.6, and in the lowest position was Morrison with a 1.4 ratio. According to Investopedia (2019), a debt-to-equity ratio should not exceed a ratio of 2.0. Thus, emphasises that Tesco and Sainsbury are above that ratio which is an indicator that Tesco derive 3 quarters of capital financing from debt and 1 quarter from shareholders. Tesco DER ratio is 66.7% higher than Sainsbury and roughly 200% higher than Morrison. 
[bookmark: _Toc72677640]Debt-to-assets ratio
According to Rinaldo and Endri (2020), Debt-To-Asset (DTA) measures the comparison between the total debt and overall assets. Creditors intend to like ratios which are low due the risk levels being lower for creditors. For example, if the ratio debt level increases while fixed assets increase, the company’s debt will increase. This will be reflected in the failure rate or financial ratio of the company increasing to meet their obligations. The formula that will be used to measure Tesco’s debt-to-assets will be as followed.  (Sawangarreerak and Thanthamathee, 2021).

The Illustration above indicates that Tesco DAR has decreased between 2016 and 2020 from 0.8 to 0.7. Tesco peak was in 2018 at 0.9 this shows that during this period Tesco were financing 90% of assets through debt. However, this has decreased in 2020 to 70%
[bookmark: _Toc72677641]3.4 Efficiency ratios
According to Desai (2019), Efficiency Ratios is a technique to measure the company’s ability to “use assets and liabilities” when generating sales. Organisations which are highly effective minimise their “net investment in assets”, this requires capital to be lower and the debt to remain. Thus, emphasises that efficiency ratios indicate how effective the company are using resources to generate while increasing revenue. According to the Corporate Financial Institute (2021), there are several techniques which can be used to review how the company employ resources, these techniques include Inventory Turnover Ratio, Accounts Receivable Turnover Ratio, Accounts Payable Turnover Ratio, Asset Turnover Ratio and Day’s Sales in Inventory. The two techniques that will be implemented to Tesco to analyse how resources are employed, will be Total Asset Turnover and Fixed Asset Turnover.
 
[bookmark: _Toc72677642]Total Asset Turnover 
According to Kurniawan (2021), Total Asset Turnover (TATO) ratio is a technique which is used to measure the company’s efficiency relating to how assets of the company are employed to support sales. According to (1), if sales exceed total assets the company’s rate of return regarding profits that are retained will be increased, this is due to larger sales indicate profits that are larger for the company. Therefore. If the total assets of the company exceed sales, returns will be lower (2). This is emphasised by (4) who claims, TATO is a technique which indicates the relationship between the company’s total sales and fixed assets, showing the number of times of funds invested within fixed assets during a certain period. The formula that will be implemented to review Tesco’s TATO will be as followed.
 

The illustration above indicates that between 2016 and 2020, FAT increased from a ratio of 3.0 to 3.4. This could be due to sales of Tesco have risen each year, in 2016 sales were £54.4b, 2017 was £56b, 2018 was £57.5b, 2019 was £64b and in 2018 sales were £65b. Tesco have shown a 13.3% increase between 2016 and 2020. This indicates that Tesco are improving sales and decreasing assets which improve profits.
[bookmark: _Toc72677643]Fixed Asset Turnover
According to Investopedia (2021), Fixed Asset Turnover (FAT) is a technique to measure the companies operating performance and Is used by analyst. FAT compares the efficiency of net sales (found on the income statement) to the companies fixed assets (found on the balance sheet) and measures the ability of a company to generate sales from their fixed assets, fixed assets are also known as property, plant, and equipment. The fixed asset is used as a total balance of depreciation accumulated. Thus, is emphasised by Rely and Rajah (2018) who claims, FAT ratio calculates how much money has been generated from sales per each unit invested in the companies fixed assets, FAT unit turnover is per year. According to (2), A FAT with a ratio higher insinuates the effectiveness of the company’s ability to use investments within fixed assets to accumulate sales. The formula that will be used to measure Tesco and competitors FAT ratio, will be as followed.  (Rely and Rajah, 2018).

The illustration above indicates that between 2016 and 2020, FAT increased from a ratio of 3.0 to 3.4. This could be due to sales of Tesco have risen each year, in 2016 sales were £54.4b, 2017 was £56b, 2018 was £57.5b, 2019 was £64b and in 2018 sales were £65b. Tesco have shown a 13.3% increase between 2016 and 2020. This indicates that Tesco are improving sales and decreasing fixed asset cost which improve profits.
[bookmark: _Toc72677644]4.0 Investment Appraisal 
[bookmark: _Hlk72572871]Investment appraisal is mentioned within literature in the financial industry and is also known as Capital budgeting (Kengatharan and Diluxshan, 2017). According to warren and Seal (2018), capital budgeting is seen as an integral element relating to the corporate planning of a company. Capital budgeting is the procedure of evaluating and selecting investment for the long-term future which is consistent with the company’s goals to maximise the wealth of the company (Huikku et al, 2018). Capital budgeting a key aspect when decision making and is the process of selecting the best option of investment projects which will generate an increased yielding and maximise all shareholders value (Kotlar, 2018). According to Kengatharan and Diluxshan (2017), Capital budget is simply the stipulated avenue that financial managers take to invest current funds effectively and efficiently for the long-term future. However, according to current financial theory, companies are required to maximise the market value of shares for stakeholders (Kotlar et al, 2018). Due to capital budgeting/capital investing decisions dealing with large quantity of funds, it can impact changes for the better or worse in the company as well as the entire economy (Huikku et al, 2018). Moreover, thus emphasises the importance of capital investment when making decision that could be crucial and critical to the companies’ growth as well as the development of the economy so tremendous care and thought should form financial managers should be implemented. According to Dedunu (2019), there are seven techniques which are used by Financial managers to evaluate project capabilities and incapability which include payback period, internal rate of return, net present value, discounted payback, profitability index, modified internal rate of return and accounting rate of return. During the decision-making process of the investment appraisal, three techniques will be adapted and implemented to indicate the better project to invest, these three techniques will be payback, accounted rate of return and net present value

[bookmark: _Toc72677645]4.1 Traditional Methods of Investment Appraisal 
According to Dedunu (2019), there are seven techniques which are used by Financial managers to evaluate project capabilities and incapability which include payback period, internal rate of return, net present value, discounted payback, profitability index, modified internal rate of return and accounting rate of return. During the decision-making process of the investment appraisal, three techniques will be adapted and implemented to indicate the better project to invest, these three techniques will be payback, accounted rate of return and net present value.

[bookmark: _Toc72677646]Payback Period
The payback length is the time it takes to recoup the price of the investment. Simply put, the payback duration is the time it takes for a funding to attain its breakeven point. The desirability of a funding is directly related to its payback period. Shorter paybacks mean greater captivating investments (Kagan, 2021).
[bookmark: _Toc72677647]Accounting Rate of Return 
Accounting rate of return (ARR) is the average net income expected to generate from an asset divided by its average cost of capital (expressed as an annual percentage). ARR is a formula used to make capital budgeting decisions. It is used when the company decides whether to invest in assets (projects, acquisitions, etc.) based on the expected future net income and the cost of capital (Corporate finance Institute, 2021).
[bookmark: _Toc72677648]Net Present Value
Accounting rate of return (ARR) is the average net income expected to generate from an asset divided by its average cost of capital (expressed as an annual percentage). ARR is a formula used to make capital budgeting decisions. It is used when the company decides whether to invest in assets (projects, acquisitions, etc.) based on the expected future net income and the cost of capital (Ong and Thump, 2013).
[bookmark: _Toc72677649]4.2 Project investment appraisal for Tesco 
The investment appraisal that will be shown below in a stage-by-stage process is for two projects that Tesco have been researching. 
[bookmark: _Hlk72592387]The first investment appraisal is for project A. Project A, is an investment for digital price tags instore. Digital price tags will allow the prices on the shelves instore, to be automatically updated when prices change, and new promotions are offered. This will increase the brands image as fashionable store which is up to date with the latest technology. It will also stop confusion regarding prices which have been changed and can show customers the amount they save on the product compared to competitors.
The second investment appraisal is for Project B. project B, is an investment to introduce QR codes on Tesco brand products. This will allow customers to check the info digitally regarding the products production date, ingredients, expiry date and more. This investment is beneficial for customers who have allergies or want to check for suitable ingredients and calories.
These two promising projects are mutually exclusive, meaning only one can be selected and the details for both projects are listed below.

	Investment Details for Project A and Project B

	Year
	Type of payment
	Project A (£m)
	Project B (£m)

	0
	Initial investment 
	-80
	-75

	1
	Cash Inflow
	25
	50

	2
	Cash Inflow
	25
	20

	3
	Cash Inflow
	20
	20

	4
	Cash Inflow
	45
	10

	

	Tesco Cost of Capital is currently 9.75%

	The projects have a £10m residual value after year 4

	All cash inflows are annual, taxation and inflation should be ignored



[bookmark: _Toc72677650][bookmark: _Hlk72592761]4.3 Investment A Results – Digital Price tags 
The first investment appraisal is for project A. Project A, is an investment for digital price tags instore. Digital price tags will allow the prices on the shelves instore, to be automatically updated when prices change, and new promotions are offered. This will increase the brands image as fashionable store which is up to date with the latest technology. It will also stop confusion regarding prices which have been changed and can show customers the amount they save on the product compared to competitors.
The results for Tesco Digital Price Tags are shown below.

	Payback Period – Project A (£m)

	Year
	Cash Flow
	Cumulative Cash Flow

	
	
	

	[bookmark: _Hlk72591707]0
	-80
	-80

	1
	25
	-55

	2
	25
	-30

	3
	20
	-10

	4
Residual
	45
10
	45

	

	Payback Period is between year 3 and year 4

	Year 3- -£10m

	Year 4- £45m

	Payback: 3+(10/55) = 3.2 years

	
PAYBACK PERIOD = 3.2 YEARS




	[bookmark: _Hlk72593127]Accounting Rate of Return – Project A (£m)

	Initial Investment 
	£80m

	Expected Revenue
	£125m

	Project Time Span
	4 years

	Total Profit
	£125m-£80m=£45m

	Annual Profit 
	45/4=11.25

	ARR Formula
	11.25/80=0.14

	

	ARR-14%



	[bookmark: _Hlk72593619]Net Present Value - Project A (£m)

	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4

	Cash flow 
	-80
	25
	25
	20
	55

	Cost of Capital
	9.75%
	9.75%
	9.75%
	9.75%
	9.75%

	Yearly net present value
	-80
	22.77
	20.75
	15.13
	37.91

	
	
	
	
	
	

	Total Net Present Value 
	£16.56m
	
	
	
	



[bookmark: _Toc72677651]Investment B Results – QR Coding on Tesco Brand Products
	Payback Period – Project B

	Year	
	Cash Flow
	Cumulative Cash Flow 

	
	
	

	[bookmark: _Hlk72591885]0
	-75
	-75

	1
	50
	-25

	2
	20
	-5

	3
	20
	15

	4
Residual
	10
10
	35

	
	
	

	Payback Period is between year 2 and 3 

	Year 2 - -£5m

	Year 3 - £15m

	Payback Period: 2 + (5/20) = 2.3 Years

	
PAYBACK PERIOD = 2.3 YEARS




	Accounting Rate of Return – Project B (£m)

	Initial Investment 
	£75m

	Expected Revenue
	£110m

	Project Time Span
	4 years

	Total Profit
	£110m-£75m=£35m

	Annual Profit 
	35/4=8.75

	ARR Formula
	8.75/75=0.11

	

	ARR-11%



	Net Present Value - Project B (£m)

	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4

	Cash flow 
	-75
	50
	20
	20
	20

	Cost of Capital
	9.75%
	9.75%
	9.75%
	9.75%
	9.75%

	Yearly net present value
	-75
	45.56
	16.60
	15.13
	13.79

	
	
	
	
	
	

	Total Net Present Value 
	£16.08m
	
	
	
	



[bookmark: _Toc72677652]4.5 Discussion on Chosen Project 

	Technique
	Project A
	Project B

	PBP
	3.2 years
	2.3 years

	ARR
	14%
	11%

	NPV
	£16.56m
	£16.08m



The safer option would be to select project B which has a payback period of 2.3 years compared to project A, which has a 3.2 year-period. This is based on the theory that it is better to have a bird in your hand rather than a flock in the sky. The meaning of this is, that money generated to pay back the initial investment in the shortest time, can be used elsewhere in the company. Another assumption would be that the cash flow values are estimated and changes in the external environment or economy can impact on these values. This is why it is best to receive funds back for the initial investment in the shortest time. However, project A and B, both have a positive NPV and an increased ARR than the cost of capital rate of 9.75%, project A had a higher NPV than project B with £16.56m compared to £16.08m. Project B also carries a larger ARR than project B with 14% compared to 11%. With NPV>0, both projects will cost less than the cash flows which are expected, indicating that both projects are positive investments. Moreover, to wait over a year for a mere 3% which values approximately £500,000 difference in NPV would be a risk, especially with the ever-changing environment and economy in the business world. Secondly, money that is generated back quicker can be reinvested into the company or other projects.

[bookmark: _Toc72677653]4.6 Disadvantages and advantages of investment appraisal techniques
In theory, investment appraisal methods which are implemented within capital budgeting have many advantages, however, the techniques also have limitations. 

Payback period is a technique that is easy and quick to implement for calculating and understanding the time a project takes to payback the initial investment. However, payback period does not account for profit that the project generates, ignoring the intake of cash flows after the period of payback. Therefore, payback period has difficulty when calculating the intake of cash flows for projects which are long-term while uncertainty and risk is ignored.  

Accounting Rate of Return is a technique that is used by financial analysts to analyse the performance of the project and is easy and simple to use, like the payback period. Accounting rate is reflected in a percentage, takes all earnings throughout the entire project into consideration. ARR addresses the weight of the project’s profitability. With investments which have a long-term life span, the ARR rate will closely be matched to the original rate of return. However, the ARR technique is constructed on accounting methods such as profits and is difficult to implement on projects with profits of different sizes.

Net Present Value technique focuses on the projects projected cash flow time relevance and reflects on the company’s objectives to increase the wealth of shareholders. The NPV model is considered as a method which is superior to other capital budgeting methods as it analyses time period of the project and all cash flows associated with the project. NPV is easier to implement than other capital budgeting methods such as IRR and accounts for the value of money. However, NPV expects true figures of the actual cost of capital to be known by management and the method also gives inaccurate comparisons when projects are of an unequal economic or unequal size.  To overcome situations where the projects are unequal, NPV can be combined with another method known as Profitability Index.
[bookmark: _Toc72677654]5.0 Conclusion
Tesco stand in a strong financial position compared to competitions. Over the years it is clear to see that Tesco have improved financially. This is beneficial for customers and stakeholders. However, Tesco need to pay attention and focus on Sainsbury as according to the financial ratios they are Tesco’s closest and most dangerous rival in the market. Tesco are in a suitable financial position to take on new investments and looking above, it would be a good decision for Tesco to invest in new innovative ideas to enhance the company financially and better the service for customers. The following years really depends on how Tesco can fend off Sainsburys and other rivals. Tesco have recently brought Brooker and have appointed a new CEO in 2019, whereas, Sainsbury failed to merge with Asda, which would have made the two untouchable. However, Sainsbury have used funds to invest in promotional strategies, which will definitely attract new customers.
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Tesco Net Profit Margin  
2016-2020

Net Profit Margin	
2016	2017	2018	2019	2020	2E-3	-1E-3	2.1000000000000001E-2	0.02	1.4999999999999999E-2	




Net Profit Margin Comparison between Tesco, Sainsbury and Morrison 2020	Tesco	sainsbury	morrisons	5.0000000000000001E-3	0.02	3.0000000000000001E-3	



Tesco Liquidity Ratios Between 2016-2020

Current Ratio	2016	2017	2018	2019	2020	0.8	0.8	0.7	0.6	0.73	Quick Ratio	2016	2017	2018	2019	2020	0.6	0.7	0.6	0.5	0.6	



Tesco Current Ratio  
2016-2020

Current Ratio	2016	2017	2018	2019	2020	0.8	0.8	0.7	0.6	0.73	



Current Ratio Comparison Between Tesco, Sainsbury, and Morrisons 

Current Ratio	Tesco	sainsbury	morrisons	0.7	0.63	0.39	



Tesco Quick Ratio Between 2016-2020

Quick Ratio	
2016	2017	2018	2019	2020	0.6	0.7	0.6	0.5	0.6	




Comparison of Quick Ratio Between Tesco, Sainsbury , and Morrison 2020	
Tesco 	sainsbury	morrisons	0.6	0.5	0.2	



Tesco Leverage Ratios Between 2016-2020

Debt-to-Equity Ratio	2016	2017	2018	2019	2020	4.0999999999999996	3.3	6.1	3.2	3	Debt-to-Assets	2016	2017	2018	2019	2020	0.8	0.8	0.9	0.8	0.7	



Tesco Debt-to-Equity Ratio Between  2016-2020

Debt-to-Equity Ratio	
2016	2017	2018	2019	2020	4.0999999999999996	3.3	6.1	3.2	3	




Comparison of Debt-to-equity Ratio Between Tesco, Sainsbury , and Morrison 2020	
Tesco 	sainsbury	morrisons	3	2.6	1.4	



Tesco Debt-to-Assets
2016-2020

Debt-to-Assets	
2016	2017	2018	2019	2020	0.8	0.8	0.9	0.8	0.7	



Tesco Efficiency Ratio Between 2016-2020

Fixed Assets Turnover	
2016	2017	2018	2019	2020	3	3.1	3.1	3.3	3.4	Total Asset Turnover	
2016	2017	2018	2019	2020	1.2	1.2	1.2	1.1000000000000001	1.2	



Tesco Fixed Assets Turnover 2016-2020

Fixed Assets Turnover	2016	2017	2018	2019	2020	3	3.1	3.1	3.3	3.4	



Tesco Fixed Assets Turnover 2016-2020

Fixed Assets Turnover	2016	2017	2018	2019	2020	3	3.1	3.1	3.3	3.4	



Tesco Profit Margins Between 2016-2020

Gross Profit Margin	
2016	2017	2018	2019	2020	5.2429999999999997E-2	5.1799999999999999E-2	5.8000000000000003E-2	7.2999999999999995E-2	7.0999999999999994E-2	Net Profit Margin	
2016	2017	2018	2019	2020	2E-3	-1E-3	2.1000000000000001E-2	0.02	1.4999999999999999E-2	



Tesco Gross Profit Margin
2016-2020

Gross Profit Margin	
2016	2017	2018	2019	2020	5.2429999999999997E-2	5.1799999999999999E-2	5.8000000000000003E-2	7.2999999999999995E-2	7.0999999999999994E-2	



Gross Profit Margin Comparison between Tesco, Sainsbury and Morrison 
2020

Gross Profit Margin Comparison between Tesco, Sainsbury and Morrison	Tesco	sainsbury	morrisons	7.0999999999999994E-2	7.0000000000000007E-2	3.5999999999999997E-2	
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