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Introduction

Businesses have been globalised and expanding day by day. These are making the international business market more competitive and increasing the chances of corporate failure. So for making the gross national product of worth keep increasing, governments are making certain rules to make it easy for the organisations for expanding their businesses overseas. Globalised markets are now the most profitable market place. Therefore, some significant changes in development have appeared in the international financial environment. This report has been combined with the recent international financial developments, multinational enterprise named Tesco’s management strategy, and the analysis of the company’s financial statement.

Part-01: Week09

A. International Financial Development

For the expansion of business globally, there are certain development appeared for aiding business growth. Governments played an important role in it by making the business assessment legislations and with the aiding taxation strategy. To do business, a secured and profitable financial transaction process is a major concern (Rosnizam et al., 2020). As now when the business is expanding to different countries, financial transactions and procedures open a widened door for development in this area. Recent two international financial developments are-

1. Globalised finance system

2. Growth in financial intermediation

Globalised finance system: As the businesses are being globalised import and export processes have increased. These require financial transactions from one country to another. This is why the globalised finance system has developed international financing. It made the financial procedure easy for doing business globally (Aiello et al., 2020). With the emergence of the financial system, Tesco has grabbed the financial resources like online transaction facilities using cards, chips, PayPal, Xoom, etc. As these methods have fewer transaction costs and easy to use, the customers in the stores of Tesco are in the comfortable zone to use this and the business also secures the cash without any threat of burglary. The financial system also enabled the online transaction abroad very flexible and at a lower cost, the company now can easily buy and sell products and the system has tracks for all the transactions.

Growth in financial intermediation: Financial intermediation has opened up a new opportunity for doing business. Many people are making their living doing financial intermediation and nowadays certain companies are doing it. For having a suitable and perfect deal at a desirable price, people approach them. This financial intermediation works very efficiently when the organisations try to expand their business overseas. Some organisations don’t have prior knowledge about doing business in non-familiar countries and this is where the intermediation
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makes the situation easy for the organisations to expand their business. It decreases the risk of doing business overseas.

Tesco's private limited company is a UK based company and the company has expanded its business over 13 countries (Choi, 2020). It is a multination enterprise that is a British based supermarket chain. With the recent international financial developments, Tesco Company is facing some profitable changes. As Tesco Company is expanding its business in other countries, the recent globalised finance system will help the company with its global financial transaction. The recent growth of financial intermediation will also help the company to set up its business in other countries which are going to make a significant impact in the future of this company.

B. Key elements of multinational enterprise and the risk management strategy

Multinational enterprise companies are the organisations that do their business in many countries including their home country. Corporation businesses are a bit complex and hard to build up because it requires a huge amount of investment (Atrill, 2017). This is why financial management becomes a major part of the multinational enterprise companies. The given two elements of MNE’s international finance are-

1. Sources of finance

2. Dividend policy

Sources of finance: Finance management plays a vital role in the multinational enterprise companies. Corporations need financial investments to do their business. There are certain sources to collect these financial investments. The bank loan is the major source of finance in multinational companies. In terms of business, the finance sources are debts, funding of ventures, loans over working capital, retained earnings, equity, and terminal loans (Domański & Łabenda, 2020). Equity is the value of shares on the market of the company. To measure the equity, the value of assets should be subtracted from the liabilities. For maintaining the finance, the company’s daily operation is included in the working capital loan. This working capital loan is used in the short term process and it is not used for buying long term assets. For having a consistent cash flow, this working capital loan is being applied in the multinational companies. The corporational retained earnings are the net worth of the income of a company. This is one of the major source of finance in the multinational enterprise. As an example, Tesco Company’s major source of finance is working capital. Tesco makes sure that they grow as their brand expands. During 2014, Tesco Company has managed to reduce its working capital more than three hundred million dollars. This created a major beneficial impact on business profit in 2015 (Butler & Hammer, 2020). The Source of finance has some risks too. Risks of equity, risks of foreign investment, risk of liquidity, risk of asset-backed, risk of credit are majors. With the perfect strategy of the business and being aware of the risks, the source of finance can be chosen wisely.
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Financial liabilities and equity instruments are classified according
to the substance of the contractual arrangements entered into.
An equity instrument is any contract that gives a residual interest
in the assets of the Company after deducting all of its liabilties.
Equity instruments issued by the Company are recorded as the
proceeds received, net of direct issue costs.




Figure 01

Financial liability and equity of Tesco Company

Dividend Policy: Dividend policy is about the share market of a company. This policy concerns the dividend payout to the company’s shareholders. There are four types of dividends. Such are-Stock dividend, Liquidity dividend, Property dividend, and a Cash dividend. A multinational company earns its source of finance in many ways. One of the major ways is from the investment of shareholders. Shareholders invest their money in the company in the hope of a profitable return. This how a multinational enterprise earns its finance and invests that money to do business. When the business does well and gains profit, the multinational company divides the profits between its shareholders and that is how people get profited by investing in that company. To make the whole dividend process secure and out of the risk of deception, a certain policy is applied as a contract of the bond (Butler & Hamnmer, 2020). The dividend policy secures the investments of the people. Dividend stock is popular because of the investments are reliable and safe. As an example of British based supermarket chain named Tesco, Private Limited Company provides its dividend yield rate at 4.11% (Brand, 2020). The company pays out the money over its profits to its shareholders. In Tesco Company, the dividends are being paid cash or giving out more Tesco Company shares. This multinational enterprise company strictly follows the dividend policy and live up to their reputation. This supermarket chain company is facing more success in recent times. As the company is being profited, the shareholders of the company are being profited too (Guan et al., 2020). This is why peoples are being more interested in reinvesting in the company. The Tesco Company welcomes them with gratitude for certain facilities.

C. Analysis of Financial Performance

The financial ratios of 2017 to 2018 is given below-

Profitability ratios: Return on Equity (ROE) = Profit for the year × 100 [Profit for the year = 1208]

Total equity
[Total equity = 10458]

· (1208 / 10458) * 100

· 11.55 %
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	Return on assets (ROA) = Profit for the year × 100
	

	
	Total assets
	
	[Total assets = 10458]

	= (1208 / 10458)* 100
	

	= 11.55%
	
	


	Liquidity ratios: Current ratio = Current assets
	[Current asset = 13726]

	
	
	
	
	
	

	
	Current liabilities
	[Current liabilities = 5512]

	= (13726 / 5512)
	

	= 2.49
	
	
	

	Acid test ratio = Current assets – inventories
	

	
	Current liabilities
	
	

	= (13726 – 2263) / 5512
	

	= 2.08
	
	
	
	


· (2263 / 57491) * 365

· 14.37

Asset turnover = Sales

Asset

· (50991 / 10458)

· 4.9

Investment ratios: Earning Per Share (EPS) = Earnings for the year (profits)

Number of Shares

= (1208 / 27) = 44.74

Price/Earnings ratio (P/E) = Market value per share Earnings per Share

· (410 / 44.74)

· 9.16
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The financial ratios of 2018 to 2019 is given below-

Profitability ratios: Return on Equity (ROE) = Profit for the year × 100 [Profit for the year = 1270]

Total equity [Total equity = 18092]

= (1270 / 18092) * 100

= 7.02%

We can see Return on Equity is 7.02%, which is not bad. We can hope that it will take about 14 years for a return on the whole equity. As Tesco Company is a profitable company it returns are reliable.

Return on assets (ROA) = Profit for the year × 100

Total assets
[Total assets= 13496]

· (1270 / 13496) * 100

· 9.41%

We can see Return on assets (ROA) is pretty good, it will take less than 10 years for Return on the whole asset. Tesco Company can get its asset equal profit in 10 years as it is a profitable company.

As we selected Tesco for our analysis of financial performance, we can see it is a developing company over the years. Its return on equity is good which is 7.02%, so company owners can get back their equity in about 14 years, on the other hand, its return on asset is better, and it will take less than 10 years to surplus its asset by profit. So, we can say that Tesco Company is profitably ration is pretty good on both sides as the returns are pretty fast. We can also say Tesco Company is running effectively that is why it can create enough to repay its asset or equity in a short period.

Liquidity ratios: Current ratio= Current assets
[Current asset=1171]

Current liabilities [Current liabilities = 1221]

· (1171 / 1221)

· 0.9590

The Current Ratio is a little bit risky because current liabilities are more than current assets which are a bad sign, it indicates Bankruptcy. Tesco Company is in a dangerous position in terms of current ration as Tesco Company has not enough current to pay its current liabilities.

Acid test ratio= Current asset  – inventories
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Current liabilities

· (1171 - 4138) / 1221

· (2.43)

We can see that Acid test ration is too bad, it is in negative form, which means the company does not have enough current assets to pay current liabilities, which is also a strong sign of bankruptcy (Choi, 2020). Tesco Company is in danger position in terms of acid test ratio, it is more dangerous than current ration as inventories get minus.

Tesco Company is the Current Ratio and Acid Test Ratio both are not good, because its current liabilities are more than its current asset. It is a clear sign of bankruptcy because they cannot pay their current liabilities just by their current asset which indicates a lack of liquidity (Choi, 2020).

Efficiency ratios: Inventories turnover period = inventories × 365

Cost of sales

= (4138 / 59278) * 365

= 25.48

Inventories Turnover period is pretty good; it takes only about 25 days to Inventories turnover which is a good sign for the business. So, Tesco Company can do Inventories turnover 14 times a year which is a sign of an effective company.

Asset turnover= Sales

Asset

· (56883 / 13496)

· 4.2148

Asset turnover is not bad; Sales are not bad according to the asset.

Tesco Company is Inventories turnover is good because it can happen more than 14 times a year which is a good thing. And its asset turnover is also good, its total asset can be surplus only by sales in 4 years. So, we can say that Tesco Company is Efficiency Ratio is pretty good, because of short time repayments.

Investment ratios: Earning Per Share (EPS) = Earnings for the year (profits)

Number of Shares

= (1270 / 15)

= 84.67
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Earnings per Share is amazing. As the shareholders are not too much the profit does get short on per share.

Price/Earnings ratio (P/E) = Market value per share

Earnings per Share

· 490 / 84.67

· 5.79

Price/ Earnings Ratio is good, it will take almost 6 years for a shareholder to get back his whole investment, which is a very short period.

As a comparison in 2017 - 2018 and 2018 - 2019 year, it shows that the return on equity has decreased. The return assets have decreased and the current ratio of liquidity has also decreased. The acid test ratio and the inventories turn over period ratios have decreased over the year as well. And the asset turnover has decreased but the earning per share has increased. On the other hand, the price ratio over shares decreased.

In the whole financial performance of Tesco Company (in terms of profitability, liquidity, efficiency, and investment), we can say Tesco is a not profitable company and degrading its profit every year. It needs to repay its owners ‘equity and in a short period

In terms of Liquidity, Tesco Company should develop its ratios or they will be caught bankruptcy and also it will hamper its goodwill. By adding more assets to the current asset, it can develop its liquidity ratio, because Tesco Company has less current assets than its current liabilities in recent years. So, they cannot pay their liabilities just by current assets in this condition, they must add more current assets to their asset to pay their current liabilities and by this, they can rescue them from bankruptcy and harming their goodwill in the market world (Choi, 2020).

In the side of Efficiency, Tesco Company is running effectively as its sales are good in terms of its asset, also Inventories turnover period is short, it can happen 14 times a year which is a good sign and it means Tesco Company is running effectively (Chen, 2020). Only by Sales Tesco Company can get as much as money of its asset just in 4 years which is a great sign of an effective company which is running effectively.

As Tesco Company has only fifteen shareholders, it is a private ltd company. So the profit does not get small for this reason and earning per share is also good, so we can say that it is profitable if someone invests in Tesco Company, because the person can get his per share investment (share market value) just in 6 years. After all, its profit does not get small because of its small number of shareholders. Overall Tesco Company is a profitable and great asset holder company as its financial performance (in terms of profitability, liquidity, efficiency, and investment).
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Conclusion

The international financial developments have been helping corporations to expand their business more easily with a good facility of financial transactions. The government of the countries is appreciated too with the form of globalised business as it is increasing the worth of gross national product of the country. The multinational companies are gaining their source of finance in many ways but it contains certain risks. The corporate business is growing up significantly by its dividend. The dividend policy makes sure the financials remain secure. This report has described the facts of Tesco multinational company. Tesco Company’s source of income and their dividend policy is described here and also the analysis of financial performance has been included which is showing a profitable outcome.
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