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ABSTRACT 

The aim of this research is to make some recommendation to the investment portfolio identifying the return 

and risk of Tesco. The methods used are financial statement analysis, comparison of return models, risk 

assessment criteria and ways to plan portfolio adjustments. This paper studies Tesco's current portfolio 

through the analysis of several common enterprise investment tools, such as return analysis of stocks and 

bonds, and hedging analysis of foreign exchange. The data comes from Tesco's financial statements for 2021, 

with changes backdated to this year's and the previous year's figures, as well as proportional gains and losses. 

The research is insisted of the current conclusion of the portfolio situation and some suggestions for the 

future adjustment. 
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1. INTRODUCTION 

This paper aims to analyze the current portfolio, in 

order to put forward the proposal that makes Tesco’s 

investment portfolio more profitable and efficient. 

Because of the volatility of the capital market, the 

corresponding investment portfolio of the company 

needs to make certain adjustments to ensure the 

maximization of its interests. By evaluating the return on 

investment of Tesco Company and study the fixed part 

and the liquid part of its market funds. Furthermore, it 

investigates the risk of its portfolio through liquidity and 

risk-return model.  

2. CURRENT INVESTMENT PORTFOLIO 

RESEARCH 

2.1 Investing Management 

2.1.1 Bonds and Stocks 

Tesco‘s mainly investment portfolio is consisted of 

bonds and shares. First of all, calculate the total amount 

of Tesco's capital available for investment. This includes 

all tangible assets, i.e. furniture, appliances and goods, 

rent that are not due, book value of the company, and 

valuable items such as stocks and bonds. The net assets 

are obtained as follows: ￡12,325 m, in addition, there 

are operating profits of intangible assets of ￡4,250 m. 

The total amount available for investment is therefore ￡

16,575 m. Among them, the total amount invested in 

stocks is 7268m, and the carrying value now held is (￡

2,557m). This represents an overall downward trend in 

the company's existing stock holdings. A comparison 

between 2021 and 2020 also shows that stocks were 

worth more last year than they were this year. Tesco has 

already sold some of its most vulnerable shares, such as 

2.5%MTN, and has yet to mature, according to a survey 

of trends in a large proportion of the stocks. The portion 

that matures by 2024 earned more than 15% of its face 

value last year, but this year it has fallen by ￡58m. The 

total stock involved is multiplied twice as much as 2020. 

This part’s contribution to the whole portfolio is less than 

that of bonds. As a result, the bond investment needed to 

be adjusted because of some of the projects ’  rate of 

return fluctuation. (Figure on the next page) 
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Figure 1. Bonds investment. 

 
Figure 2. Shares investment. 

2.1.2 Securities  

Low credit risk investments include, in addition to 

cash and cash equivalents, short-term investments, other 

financial assets of fair value consolidated earnings 

(FVOCI), depreciation expense standard financial assets, 

and the investment grade (BBB or above) or short-term 

nature of the investment securities owned by the 

customer are applied [4]. In the 2020 fiscal year, 

short-term investments such as securities within money 

market increased from ￡390m to ￡1096m, could be 

regarded as the cash invested in money markets with 

long-term credit ratings has increased, but returns in 2021 

are smaller than in 2020. Therefore, the input is also 

appropriately lowered. As a large multinational 

enterprise, such slight adjustment has an immeasurable 

effect on the development of the whole enterprise. If this 

part of the loss cannot be recovered, the whole company 

could face several million pounds of cash loss. 

2.1.3 Foreign exchanges 

In addition, foreign exchanges are involved because 

Tesco is a transnational enterprise. As at 27 February 

2021, the forward FX contracts, designated by the Group 
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as cash flow hedges, had a balance of £2.5 billion 

(approximately £400 million more than 2020). These 

forward contracts mainly involve purchases of euros, 

with a book value of 1 billion euros, and dollars, with a 

book value of 1.3 billion dollars. These purchases are 

made in annual increments of 25 per cent. Expiration 

dates vary and run until August 2022. The above 

currencies traded in a range of exchange rate: 1.08 to 

1.156 EUR/GBP and 1.222 to 1.416 USD/GBP [1]. 

Tesco hedged its exposure to some of its net investments 

in its overseas operations by borrowing in Euros, thus 

offsetting the change in value due to changes in foreign 

exchange rates. The hedging risk of net investment 

hedging, also the depreciation of the euro against the 

pound will reduce the book value of the group's net euro 

investment. To evaluate the hedging effectiveness, Tesco 

has established the hedging ratio 1:1, to determine the 

economic relation of the hedging instrument, and the 

hedged item is the carrying amount of the debt caused by 

the spot exchange rate which changes with the change of 

investment changes due to fluctuation at the spot 

exchange rate of the operation of foreign exchange, the 

potential risk of this ratio as a hedging tool is the same as 

the composition of the hedged risk. 

2.1.4 Derivatives: swaps 

Derivatives to hedge market exposures, including: 

economic hedging, formally designated hedging using 

hedge accounting instruments. The main source of 

hedging ineffectiveness is the counterparty and the 

Group's credit risk that affects the fair value of 

proprietary derivatives. During the year as the annual 

report showed, the net investment hedge invalid value 

was ￡0 (the same as 2020), the Group disposed of its 

Asian business and therefore carried the translated 

income back to the income statement with ￡57 m, 

which is a new added investment in related to the net 

investment hedge. During the current financial year, 

currency movements reduced the net value of the 

Group's overseas assets after hedging by £68m (the 

same as 2020). The Group also ensures that each 

subsidiary appropriately hedges its non-functional 

currency assets. The Group's policy does not permit the 

use of derivatives for trading purposes [5]. However, 

some derivatives are not eligible for hedging 

accounting, or gains and losses that are not explicitly 

designated as hedging instruments in the hedging 

statement are offset by the hedged items. These 

instruments include index-linked swaps, interest rate 

swaps, cross-currency swaps in foreign currencies. 

Among them, the total cash outflow is minus ￡2410m 

(1206+905+299m). 

 
Figure 3. Swaps. 

2.2 Return Analyses 

There are two main ways to measure the rate of 

return on investment, namely the average rate of return 

and geometric rate of return commonly used by people. 

Average return: The mathematical average of a series of 

returns generated over a specified period of time. The 

average return is calculated the same way as a simple 

average for any set of numbers. These numbers add up 

to a sum, which is then divided by the number of 

numbers in the set. Average returns can help measure 

the past performance of a security or portfolio. The 

drawback of this calculation cannot be ignored: it is not 

the same as the annualized return, because it ignores 

compound interest. In contrast, the geometric average is 

always lower than the average return [3].  

For a company like Tesco, the geometric rate of 

return is more applicable to study its portfolio 

performance. Because the longer the investment, the 

more important it is to compound. When investing in 

stocks and bonds, the cumulative return of each period 

is calculated by multiplication, so the result is more 

accurate and closer to the actual investment value is the 

geometric rate of return. This yield is recommended for 

the ratio of Tesco shares to bonds. Use the 

approximation to calculate geometric return is around 

minus 0.85%. that is the real return of the bonds-shares 

portfolio. From the security exchange of Tesco ’ s 
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investment of its eight shares, the downward trend of 

6.15% SNR NTS 15/11/37 is the most significant. In 

addition, bond investment situation was mentioned 

above, which also needed to be adjusted.  

3. RISK ANALYSES 

3.1 Systematic Risk 

The Group will continue to monitor the market and 

the output of various industry groups, and while 

managing the transition to the new benchmark rate, it 

will seek to implement retreat. It is appropriated on 

different instruments and international interbank rates. 

For the Group's derivatives, in 2019, the International 

Swaps and Derivatives Association (ISDA) introduced a 

stand-by clause, and the Group has initiated discussions 

with its banks and other counter parties with the aim of 

implementing these rules and other related agreements 

in ISDA [6]. The group's transition to alternative 

benchmarks is being managed by a cross-functional 

team, led by the Treasury team from the retail business 

and Tesco Bank, with the aim of completing the 

transition in the financial year ending 26 February 2022. 

However, the Group does not believe that these risks 

will materialize as significant progress has been made in 

transforming transactions with banks and other counter 

parties. In addition, inflation risk that contained 

index-linked debt, lease liability indexed to the inflation 

index and so on. 

3.2 Idiosyncratic risk 

Due to the nature of retail and Tesco banking 

operations, due to the large number of customers, the 

risk concentration is low and spread over a wide 

geographical area. Maximum exposure to credit risk at 

the end of the reporting period, which reflects the book 

value of various financial assets, was £26bn for the 

group (down 2.9bn from 2020). Net counter party 

exposure under derivatives contracts was £1.2bn [1]. 

The Group's maximum credit exposure is analyzed by 

category of financial instruments, including derivatives 

and central bank cash balances that are not subject to 

ECL. In addition, Tesco is exposed to commodity price 

risk, which involved its own used diesel. Its investment 

portfolio illustrated high-degree liquidity because the 

assets and return above are all involve acceptable ranges 

[2]. 

4. RECOMMENDATIONS 

First of all, Tesco's overall portfolio was positive, 

except for some riskier long-term bonds. In the general 

investment statement, government bonds are regarded as 

an investment with stable returns, and Tesco can 

increase its investment in this part to make up for the 

possible losses caused by some risky investments. In 

addition, the plan asset of bonds raised from ￡2114m 

to ￡4908m, and the percentage of bonds multiplied 

twice as much as last year. The investment of corporate 

bonds increased nearly 150%. As a result, the bonds’ 

investment should increase about ￡2000m in order to 

meet the change of planned aspect changes. Moreover, 

government bonds should increase about ￡1000m so 

that risks would be balanced.  

Secondly, according to shares, Tesco should 

maintain these stocks with considerable returns, 

although they are not mature enough to generate income 

for the company, but as part of the assets of the 

company there is no harm. In addition, the earnings of 

MTN mentioned above are declining year by year and 

there are still several years before the maturity period, 

so I suggest buying other stocks with less risk and 

shorter maturity period to make up for this loss. 

According to analysis, selling them now will result in a 

loss of about 5% of the total value of the stock 

purchased. 

Next, Tesco's share of portfolio investment has risen 

sharply, to more than 60%. But returns have fallen, 

suggesting that its analysis of the money market is 

skewed. In the face of inflation, it should indeed reduce 

the investment of money, i.e., increase the cash 

available within the firm, so it should sell around $500m 

of securities to buy more valuable and less risky 

government bonds. In terms of foreign exchange 

purchase, it is recommended that Tesco increase its 

purchase of foreign exchange by 25% this year, as the 

impact of Brexit is basically negligible. Besides, in 

today's money market, it is more likely that the purchase 

of foreign exchange will appreciate later. It can also 

make up for other investment gaps. For derivatives, 

especially the swap contracts, most of them do not meet 

the conditions of Tesco hedging instruments to offset 

the gains and losses. Therefore, most of Tesco's 

performance this year shows negative growth. 

Therefore, the increased monetary savings can be used 

to balance the cash losses in forward contracts. 

Lastly, based on its return analysis, my suggestion is 

also to adjust the above financial instruments. 

Therefore, the geometric rate of return is positive, which 

is more conducive to the operation and development of 

the company. Secondly, the management of risks should 

be increased, such as whether the company faces tail 

risks. Although Tesco rarely faces huge industry 

changes in various market environments, the company 

should also take precautions. 

5. CONCLUSION 

The analysis of Tesco's corporate investment 

portfolio shows that Tesco still suffers a small amount 

Advances in Economics, Business and Management Research, volume 203

1464



of losses in the choice of different investment 

instruments and bears certain risks. Most of Tesco's 

holdings have yet to reach earnings date and are worth 

less than they were in 2020. Secondly, Tesco has 

reduced the proportion of short-term investment in 

securities investment and greatly increased the 

long-term investment that may generate greater profits, 

which is tantamount to increasing part of the risk. In 

terms of foreign exchange, Tesco borrowed more euros 

to hedge the value changes caused by interest rate 

fluctuations, which increased the company's liabilities, 

that is, credit risks. For the study of its rate of return, the 

geometric rate of return is negative, so it accounts for a 

relatively large investment needed to be adjusted. 

Lastly, the market risk would not influence the financial 

situation of Tesco in a short term. However, the 

idiosyncratic risk should be considered because it is 

generated from Tesco ’ s retail operations, and its 

methods of analyzing financial instrument. 
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