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1. [bookmark: _Toc222920401]Introduction
Tesco PLC is one of the largest grocery and general merchandise retailers in the United Kingdom, operating a multichannel business model that includes large-format stores, convenience outlets and online platforms serving millions of customers each week (Tesco PLC, 2024a). The group generates the majority of its revenue from UK and Republic of Ireland retail operations, supplemented by wholesale, banking and other services, reflecting its strategy of combining core food retailing with complementary offers (Tesco PLC, 2024a; Tesco PLC, 2024b). In such a low‑margin, highly competitive sector, effective management accounting is critical to support informed operational and strategic decision‑making (Drury, 2018). Management accounting provides Tesco's managers with detailed cost, revenue and performance information to plan budgets, control operating expenses and evaluate profitability across product lines and store formats (Atrill and McLaney, 2022; Tesco PLC, 2024a). It also underpins the use of key performance indicators (KPIs), scenario analysis and variance analysis to respond to changes in consumer demand, input costs and macroeconomic conditions (Marr, 2021; Tesco PLC, 2023). As a result, management accounting plays a central role in sustaining Tesco's financial performance and long‑term competitiveness (Tesco PLC, 2024b).
2. [bookmark: _Toc222920402]Cost Analysis and Business Model 
Tesco operates a high‑volume, low‑margin retail business model in which profitability depends on generating large sales volumes while tightly controlling operating costs (The Strategy Story, 2021). Its core revenue comes from food and grocery sales across large stores, convenience outlets and online channels in the UK and Republic of Ireland, supplemented by general merchandise, clothing and ancillary services such as fuel and financial services (Tesco PLC, 2024a; MatrixBCG, 2025). In 2023/24, Tesco generated statutory revenue of approximately £62.8 billion in the UK and Republic of Ireland, reflecting growth compared with the prior year and highlighting the scale required to cover its extensive fixed cost base (Statista, 2025; Tesco PLC, 2024a). Group‑wide, statutory operating profit reached around £2.8 billion in 2023/24, illustrating the relatively modest margins typical of the grocery sector and the importance of effective cost management (Tesco PLC, 2024a; Tesco PLC, 2024b).
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Tesco's cost structure combines substantial fixed costs with significant variable and semi‑variable elements (Drury, 2018). Fixed costs arise from store leases and depreciation, distribution centres, head office functions and core IT infrastructure, which must be funded regardless of short‑term fluctuations in sales (MatrixBCG, 2025; Tesco PLC, 2024a). Variable and semi‑variable costs include cost of goods sold (payments to suppliers), labour costs in stores and logistics, utilities and other operating expenses that change broadly in line with sales volumes and activity levels (Grocery Doppio, 2024; Tesco PLC, 2023). Because the cost of goods sold represents a large proportion of total costs, even small improvements in buying terms, waste reduction or supply chain efficiency can have a significant impact on margins (Grocery Doppio, 2024; Atrill and McLaney, 2022). Tesco leverages its scale to negotiate lower purchase prices, spreading fixed costs over a larger revenue base and reinforcing its "everyday low price" and price‑matching strategies (The Strategy Story, 2021; Grocery Doppio, 2024).
	Financial Metric
	2022/23
	2023/24
	Change

	UK & ROI Revenue (£bn)
	60.2
	62.8
	+4.3%

	Group Operating Profit (£bn)
	2.6
	2.8
	+7.7%

	Operating Margin (%)
	4.2
	4.5
	+0.3pp

	Save to Invest Savings (£m cumulative)
	800
	1,100
	+£300m



Table 1: Table 1: Tesco Key Financial Performance 2022/23 vs 2023/24
Management accounting tools are central to understanding and managing these cost structures. Tesco's internal reporting distinguishes between direct product costs, store operating costs and central overheads, enabling managers to analyse profitability by format, region and product category (Tesco PLC, 2024c; Atrill and McLaney, 2022). Recent performance updates emphasise programmes such as "Save to Invest", which delivered significant efficiency savings over 2022–2024 by simplifying operations, reducing waste, improving stock flow and cutting central overheads (Tesco PLC, 2023; Tesco PLC, 2024d). Through techniques such as cost–volume–profit analysis, variance analysis and overhead allocation, Tesco's management can assess the impact of changes in sales volume, input prices and efficiency initiatives on operating profit (Drury, 2018; Tesco PLC, 2024c). Overall, the company's business model relies on using management accounting information to balance competitive pricing with disciplined cost control in order to sustain profitability in a highly competitive supermarket market (The Strategy Story, 2021; Tesco PLC, 2024b).
3. [bookmark: _Toc222920403]Budgeting and Financial Planning 
Budgeting is a core element of Tesco's planning and control system, providing a financial framework for setting sales, margin and cost targets across its UK and Republic of Ireland operations. Budgets are prepared at multiple levels – including group, country, format and store – and translate strategic objectives on value, customer satisfaction and cash generation into specific revenue and cost targets for managers (Atrill and McLaney, 2022; Tesco PLC, 2024a). In line with management accounting theory, Tesco uses budgets both as a planning tool, to allocate resources and prioritise investment, and as a control mechanism, comparing actual results with budgeted figures to identify variances that require management action (Drury, 2018; Sage, 2024). This is particularly important in food retail, where small percentage changes in gross margin or operating costs can significantly affect profitability given the low-margin nature of the business (Drury, 2018; Tesco PLC, 2024b).
Tesco's budgeting process is closely linked to its cost efficiency and capital allocation programmes. The "Save to Invest" initiative, for example, sets explicit savings targets within budgets to free up resources that can be reinvested in price competitiveness, store refurbishment and digital capabilities (Tesco PLC, 2023; Tesco PLC, 2024c). Interim and preliminary results highlight cumulative savings of more than £1.1 billion between 2022 and 2024 from simplifying operations, reducing waste, improving distribution and lowering central overheads (Tesco PLC, 2023; Tesco PLC, 2024d). These savings are embedded in future budgets as lower allowed cost levels, forcing business units to maintain efficiency improvements while still delivering agreed service and quality standards (Atrill and McLaney, 2022; Tesco PLC, 2024c). In addition, capital expenditure budgets are used to prioritise store refits, logistics automation and online capacity, with management accounting techniques such as discounted cash flow and payback informing investment decisions (Drury, 2018; Tesco PLC, 2024a).
Year‑on‑year changes in operating expenses reflect both internal managerial decisions and external macroeconomic factors. Tesco's 2023/24 results commentary links changes in operating profit and cost ratios to targeted cost‑reduction programmes, optimisation of store labour hours and property rationalisation, showing how internal initiatives have helped offset inflationary pressures (Tesco PLC, 2024a; Tesco PLC, 2024b). At the same time, rising energy prices, wage inflation, higher business rates and increased UK corporation tax have exerted upward pressure on operating costs and tax charges, forcing the company to revise budgets and re‑forecast profit expectations during the year (Tesco PLC, 2023; Tesco PLC, 2024b). Management accounting tools such as flexible budgeting and rolling forecasts enable Tesco to update its financial plans in response to these macroeconomic changes, modelling different scenarios for sales volumes, cost inflation and savings delivery (Drury, 2018; Sikka and Willmott, 2010). Overall, the budgeting and financial planning process provides a structured way for Tesco to balance internal efficiency programmes with external cost shocks, supporting more resilient financial performance over time (Atrill and McLaney, 2022; Tesco PLC, 2024a).
	Factor
	Type
	Impact on Operating Expenses

	Save to Invest programme
	Internal
	Reduced costs by £1.1bn (2022-2024)

	Store labour optimisation
	Internal
	Lower labour costs per transaction

	Property rationalisation
	Internal
	Reduced lease and property costs

	Energy price inflation
	External
	Increased utilities and distribution costs

	Wage inflation
	External
	Higher staff costs across all operations

	Business rates increases
	External
	Higher property taxation burden

	Corporation tax rise
	External
	Increased tax charge on profits



Table 2: Table 2: Internal and External Factors Influencing Tesco's Operating Expenses (2023/24)


4. [bookmark: _Toc222920404]Performance Measurement and Decision-Making
Tesco's performance management framework links budgeting and forecasting directly to a small set of key performance indicators, ensuring that financial plans translate into measurable outcomes. Annual budgets set targets for sales, profit, cash flow and cost efficiency, which align with Tesco's long‑standing use of simple, business‑wide KPIs such as sales, profit and operating cash flow (Tesco PLC, 2017; Tesco PLC, 2024a). These financial KPIs are complemented by non‑financial indicators related to customer satisfaction, colleague engagement and brand perception, reflecting an integrated view of performance similar to balanced scorecard principles (Marr, 2021; TotalAssignment, 2018). Management accounting information from the budgeting process is therefore not limited to financial numbers; it includes volume assumptions, mix changes and service levels that underpin KPI targets at store and group level (Atrill and McLaney, 2022; Drury, 2018).
Forecasting plays a central role in updating these performance expectations during the year. Tesco prepares regular re‑forecasts that compare year‑to‑date actuals with budget and project full‑year outcomes for revenue, operating profit and retail free cash flow (Tesco PLC, 2024b; Tesco PLC, 2024c). Rolling forecasts incorporate new information on customer demand, competitor pricing, input‑cost inflation and progress on cost‑saving initiatives such as "Save to Invest", allowing management to adjust spending and commercial plans before variances become too large (Tesco PLC, 2023; Tesco PLC, 2024d). For example, interim results highlight how higher‑than‑expected cost inflation in energy and wages required updated forecasts and additional efficiency actions to protect margins (Tesco PLC, 2023; Tesco PLC, 2024a). From a management accounting perspective, this reflects best practice in using flexible budgets and continuous forecasting to cope with uncertainty in a volatile retail environment (Drury, 2018; Sikka and Willmott, 2010).
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Budgeting and forecasting information is also cascaded through Tesco's KPI "steering wheel" approach, which turns high‑level financial goals into operational targets for stores and functions. Measures such as like‑for‑like sales growth, customer satisfaction scores, on‑shelf availability and colleague engagement are monitored alongside budget variances, helping managers understand whether performance gaps arise from volume, price, cost, service or people factors (Marr, 2021; Tesco PLC, 2024a). Recent trading updates report sustained improvements in brand perception, price competitiveness and availability, indicating that budgeted investments in value and service have translated into stronger customer outcomes (Tesco PLC, 2024b; Tesco PLC, 2025). Where forecasts show risk to KPI targets – for instance from weakening consumer demand or rising costs – Tesco's leadership can respond by revising promotional activity, adjusting capital spending or accelerating cost‑saving projects (Atrill and McLaney, 2022; Tesco PLC, 2024d). Overall, the integration of budgeting, forecasting and KPIs enables Tesco to use management accounting information to support timely, evidence‑based decisions aimed at delivering both short‑term financial performance and longer‑term strategic objectives (Drury, 2018; Tesco PLC, 2024a).

	KPI Category
	Specific Measure
	Management Accounting Link

	Financial
	Group sales and revenue
	Budget targets and variance analysis

	Financial
	Operating profit margin
	Cost control and profitability analysis

	Financial
	Retail free cash flow
	Cash budgeting and working capital

	Non-Financial
	Customer satisfaction (NPS)
	Service investment justification

	Non-Financial
	Colleague engagement score
	HR cost and productivity analysis



Table 3: Table 3: Tesco's Five Key Performance Indicators (Financial and Non-Financial)







5. [bookmark: _Toc222920405]Sustainability and Ethical Considerations
Tesco has integrated sustainability into its strategy and performance management systems, linking environmental and social targets to financial decision‑making and resource allocation. Its latest sustainability reporting sets out science‑based climate goals, including a 65% reduction in Scope 1 and 2 emissions against its baseline ahead of the 2025 target, carbon neutrality in operations by 2035 and net zero across the value chain by 2050 (Tesco PLC, 2025; SupplyChainDigital, 2025). These long‑term commitments influence capital budgeting decisions, for example prioritising investment in energy‑efficient refrigeration, low‑carbon logistics and renewable electricity contracts, even where initial costs are higher but life‑cycle savings and risk reductions are superior (Drury, 2018; Tesco PLC, 2025). Management accounting increasingly incorporates sustainability metrics, enabling Tesco to evaluate projects not only on financial returns but also on their contribution to emissions reduction, waste minimisation and compliance with evolving regulatory requirements (Ndemuweda, 2025; Soin and Collier, 2013).
Food waste reduction is a prominent example of how sustainability objectives shape operational and financial decisions at Tesco. The company has committed to halving food waste in its own operations by the end of 2025, using 2016/17 as a baseline, and reports that around 82% of unsold food suitable for human consumption is now redistributed or used as animal feed rather than being discarded (Tesco PLC, 2024e; SupplyChainDigital, 2025). Initiatives such as "yellow label" markdowns, partnerships with charities like FareShare and OLIO, and investment in surplus‑food processing facilities all have financial implications in terms of margin, logistics costs and handling, which must be assessed through management accounting analyses (Tesco PLC, 2024e; Sustainability Magazine, 2025). By embedding waste‑reduction targets into budgets and KPIs, Tesco aligns store‑level decisions on ordering, markdowns and redistribution with both cost efficiency and environmental goals (Atrill and McLaney, 2022; Tesco PLC, 2024e).
Ethical considerations in cost management and pricing are reflected in Tesco's responsible sourcing and human rights programmes. The Sustainable Livelihoods sourcing strategy focuses on priority supply chains where poverty and human‑rights risks are greatest, with an emphasis on purchasing practices that support living wages and fair incomes for smallholder farmers and workers (Tesco PLC, 2023b; Procurement Magazine, 2023). Ethical trading manuals and human‑rights policies guide commercial teams to consider labour conditions, working hours and health and safety when negotiating prices and selecting suppliers, rather than focusing solely on lowest cost (Tesco PLC, 2023c; ETI, 2016). From a management accounting perspective, this means that cost analyses must factor in the long‑term risks of unethical sourcing – such as reputational damage, supply disruptions and regulatory sanctions – and justify investment in more responsible suppliers where necessary (Ndemuweda, 2025; Sikka and Willmott, 2010). Overall, Tesco's approach illustrates how sustainability and ethics are increasingly embedded in financial planning and cost management, supporting both corporate responsibility and long‑term value creation (Tesco PLC, 2025; Soin and Collier, 2013).
6. [bookmark: _Toc222920406]Conclusion and Recommendations
Tesco's recent financial performance shows a strengthening profitability position, supported by cost efficiencies and resilient customer demand. In 2023/24, group statutory revenue rose to approximately £68.2 billion, an increase of 4.4% on the prior year, reflecting growth in both UK & ROI and Central Europe retail operations (Tesco PLC, 2024a; MarketScreener, 2024). Statutory profit before tax increased to around £2.3 billion, up more than 150% year‑on‑year, largely due to improved trading performance and the absence of prior‑year impairment charges (Tesco PLC, 2024a; Tesco PLC, 2024b). Adjusted operating margin also improved, supported by the "Save to Invest" efficiency programme and tighter control of operating expenses (Tesco PLC, 2023; Tesco PLC, 2024c). Retail free cash flow remained strong at about £2.1 billion, enabling Tesco to reduce net debt and continue dividends and share buybacks while funding capital investment (Tesco PLC, 2024a; DirectorsTalk, 2024). Overall, these trends indicate robust financial health, with management accounting information playing a key role in targeting margins, cash generation and balance‑sheet strength (Drury, 2018; Atrill and McLaney, 2022).
	Performance Indicator
	2022/23
	2023/24

	Group Revenue (£bn)
	65.3
	68.2

	Statutory Profit Before Tax (£bn)
	0.9
	2.3

	Adjusted Operating Margin (%)
	4.1
	4.4

	Retail Free Cash Flow (£bn)
	1.9
	2.1

	Net Debt (£bn)
	9.8
	8.9



Table 4: Table 5: Tesco Financial Performance Summary 2022/23 vs 2023/24

Based on the analysis above, three key recommendations emerge. First, Tesco should continue to integrate sustainability metrics into formal management accounting reports and capital appraisal processes, ensuring that long‑term environmental and social targets receive equal weight alongside traditional financial KPIs (Soin and Collier, 2013; Ndemuweda, 2025). Second, the company should enhance scenario planning and sensitivity analysis within its budgeting framework to model the impact of continued macroeconomic volatility, including energy cost spikes, wage inflation and regulatory changes, enabling more agile responses to external shocks (Drury, 2018; Sikka and Willmott, 2010). Third, Tesco should further develop predictive analytics and real‑time performance dashboards to support faster decision‑making at store and category level, leveraging digital tools to strengthen the link between management accounting information and operational execution (Atrill and McLaney, 2022; Marr, 2021). Implementing these recommendations will help Tesco sustain its competitive position while navigating an increasingly complex and dynamic retail environment.
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