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A Comparison of the Financial Performance between Carrefour Plc and Tesco Plc for the 2007 Financial Year

A. Introduction
Carrefour as the biggest retailer in Europe, it aims to provide health food and good environment to customers (Groupcarrefour, n.d.). TESCO as the No 1 retailer in UK concentrate on the customers’ lifetime loyalty after customers experience their services (Tesco.com, 2008). Both of them compete in Europe and Asia and good at retailing industry. Owning to these similarities, it is useful to compare these two firms. The essay will analysis and compare the 2007 balance sheet of two companies.
B. Table

|RATIO                       |       |FORMULA                         |       |CARREFOUR                           |TESCO                             |
|R.O.C.E.                     |       |Profit Before Interest and Tax |       |3,339                               |                                   |
|(Return on capital Employed)|=     |                               |=     |                                     |=                                 |
|                             |       |Current Asset                   |       |19,375                               |4,576                             |
|Current Ratio               |=     |                               |=     |=   0.67                             |=   0.56                           |
|                             |       |                               |       |28,620                               |8,152                             |
|                             |       |Current Liabilities             |       |                                     |                                   |
|                             |       |Current Asset – Stock           |       |19,375-6,867                         |4,576-1,931                       |
|Acid Test Ratio             |=     |                               |=     |=   0.44                             |=   0.32

                          |
|                             |       |                               |       |28,620                               |8,152                             |
|                             |       |Current Liabilities             |       |                                     |                                   |
|                             |       |Long Term Liabilities           |       |11,315                               |6,480                             |
|Gearing Ratio               |=     |                               |=     |= 48.5%                             |= 38.0%                           |
|                             |       |                               |       |11,996+11315                         |10,571+6480                       |
|                             |       |Capital Employed               |       |                                     |                                   |
|                             |       |Profit after Tax               |       |2,007,000,000                       |1,658,000,000                     |
|Earning per share (EPS)     |=     |                               |=     |= 2.84                               |= 0.21                             |
|                             |       |                               |       |704,902,715                         |7,863,498,783                     |
|                             |       |Number of Ordinary Shareholder |       |                                     |                                   |
|                             |       |Market Shave Price             |       |53.10                               |4.30                               |
|Price/Earning Ratio (P/E)   |=     |                               |=     |=   18.6                             |                                   |
|                             |       |                               |       |2.84                                 |=   20.5                           |
|                             |       |                               |       |                 

                    |0.21                               |
|                             |       |Earning per Share               |       |                                     |                                   |
|                             |       |Dividend                       |       |828,000,000                         |467,000,000                       |
|Dividend per share           |=     |                               |=     |=   1.17                             |=   0.06                           |
|                             |       |                               |       |704,902,715                         |7,863,498,783                     |
|                             |       |Number of Shares               |       |                                     |                                   |
|                             |       |Dividend per Share             |       |1.17                                 |0.06                               |
|Dividend yield               |=     |                               |=     |= 2.2%                               |= 1.38%                           |
|                             |       |                               |       |53.10                               |4.30                               |
|                             |       |Market Price                   |       |                                     |                                   |

C. Analysis and Comparison of Financial Performance Results

Profitability Ratios show how well a business is at generating profits from sales (Hall, D. et al, 1993). From the table above it shows three types of profitability ratios. This part will focus on the R.C.O.E. and gross profit margin. Return on capital employed means firms return owners the profit from the capital which they invested in business before. The higher percentage of R.O.C.E, the more profit generate to the investors. The R.O.C.E. of Carrefour is 27.8% which means that the firm spends every one euros of capital to create 27.8 euros. It is the same meaning to Tesco. Compared with the 

same type of two companies, the R.O.C.E. of Tesco is higher than Carrefour’s which means the R.O.C.E. of Tesco is better than that of Carrefour. The investors of Carrefour will get more profit than those of Tesco. The gross profit margin is similar to the R.O.C.E.. The lower the gross profit margin is, the faster the stock turnover changes. The gross profit margin of Tesco is lower than Carrefour which suggests customers consume in Carrefour more frequently than in Tesco.

Activity Ratios show how efficient a firm uses its resources, which include stock turnover and debt collection period in the table (Hall, D. et al, 1993). Stock turnover shown above measures how many times a firm sells its products per year. As to supermarket, a lower frequency is better. The figure of Tesco is higher than Carrefour’s which illustrates that the products of Tesco change faster than those of Carrefour. Debt collection period measures how long it takes the business to recover money from debtors. If the debt collection day is longer than 30 days (30 days is a normally number), it is bad for business but kind to consumers. Carrefour is more kind to customers than Tesco, furthermore, Carrefour’s debt collection number is less than 30 days. It is beneficial for both customers and the company.

Liquidity ratios show the capable of a firm to pay its debts with current cash. The prefect rate of current ratio is around 2 to 1. The figures of both firms are low that firms may have risk to recover debts. Carrefour, for example, the current ratio is 0.67 to 1 which suggest that every one euro is covered by 0.67 euros. Acid test ratio is nearly the same as current ratio. It removes the stocks which clearly show the ability of a firm to repay its debts by cash.

Gearing ratio shows how many long term loans are borrowed. If firms’ liquidity ration is around prefect current ratio, the high gearing ratio is good to firms. On the contrary, if firms’ liquidity ratio is low, the high gearing ratio is bad to firms. A low current ratio of Carrefour causes a burden of recovering

debts. A high gearing ratio, almost 50%, will increase Carrefour’s burden of paying back interest and debts. It is sensibly of Tesco to have a low gearing ratio because of low liquidity ratio.

Shareholder ratio used to estimate firms’ investment. The Earning ratio measures how much ordinary shareholders pay out to firms. The figures above indicate the price of Carrefour is lower than Tesco. Most people may preference a low price share which means people may choose to buy Carrefour share. They used to get in a low price and sell them in a higher piece after a period of time. But if the trend of Carrefour share is suggested a downwards, shareholders may buy them after shares get to a lower price. Dividend pre share measures the amount received by shareholder on each share. Whatever share to choose depends on the price shareholders pay out. As the figures above, people pay out in a low price of Carrefour share and get a higher profit in each share than Tesco’s. Most people may prefer Carrefour share.

D. Conclusion
Both of the companies have advantages and disadvantages. Due to their different background, TESCO is more popular in Asia, especially in China, but Carrefour is well known in Europe. They may need to pay more attention on their overseas markets. In the analysis section, some ratios are useful to compare between two companies. Some other ratios have limitation to contrast, especially in shareholder ratios. The two companies’ shares are issued in different stock market. Generally economists do not compare two shares in different stock markets. On the whole, it is meaningful to compare and contrast the two companies.
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