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[bookmark: _Toc224865683][bookmark: _Toc227848196]Executive Summary
This report evaluates Tesla’s financial performance and strategic position over the past five years in response to the Strategic CFO Challenge. It assesses four key areas required by the assignment: financial health, working capital management, financial restructuring, and investment appraisal. The analysis aims to identify Tesla’s major financial strengths and weaknesses, evaluate the sustainability of its current position, and recommend financially viable actions that support long-term growth and shareholder value.
The findings show that Tesla remains financially significant within the global electric vehicle industry, supported by strong market presence, innovation capability, and substantial liquidity. However, the five-year analysis also indicates that revenue growth has not been matched by equal consistent profitability, efficiency, or earnings quality. This suggests that future success will depend not only on continued expansion, but also on tighter cost control, stronger working capital discipline, and more selective capital allocation.
The report therefore recommends improving liquidity through working capital reform, adopting a selective restructuring strategy that preserves flexibility and shareholder value, and using investment appraisal techniques to identify the most suitable project and project combination under capital rationing. Overall, Tesla should pursue disciplined financial management to strengthen resilience, sustain competitiveness, and support long-term value creation.



 
[bookmark: _Toc227848197]1. Introduction
Tesla Inc. is a leading electric vehicle manufacturer with additional operations in energy generation and storage, making it a significant participant in the global EV market. The company’s published annual reports for 2020 to 2024 provide a suitable basis for evaluating its recent financial performance using official financial statement evidence (Tesla, 2024; Tesla, 2023; Tesla, 2022; Tesla, 2021; Tesla, 2020).
Financial management is particularly important in the electric vehicle industry because firms operate in a capital-intensive and highly competitive environment shaped by rapid technological change, large-scale investment requirements, pricing pressure, and international expansion. In this context, financial decision-making must extend beyond reporting past results and support liquidity management, strategic flexibility, risk control, and long-term shareholder value (IEA, 2025; Tesla, 2024).
This report responds to the Strategic CFO Challenge set out in the assessment brief. Its purpose is to evaluate Tesla’s financial health over the past five years, identify key strengths, weaknesses, and financial risks, and recommend financially viable actions to support long-term performance. The analysis begins with a financial health check based on profitability, liquidity, efficiency, gearing, investment, and cash flow. It then examines Tesla’s working capital position and financing choices, evaluates alternative financial restructuring options, and appraises three investment projects using payback period, accounting rate of return, net present value, profitability index, and internal rate of return. The report concludes with recommendations intended to support financially disciplined, strategically justified, and sustainable decision-making (Tesla, 2024; Tesla, 2023). 

[bookmark: _Toc227848198]2. Company and Industry Context
Tesla, Inc. is a global electric vehicle and clean energy company whose operations span automotive manufacturing, software-enabled vehicle services, and energy generation and storage. Its investor relations archive provides a consistent set of annual reports for 2020 to 2024, making the company suitable for a five-year financial review based on official published statements. 
Tesla operates in an electric vehicle market that remains high-growth but increasingly competitive. The International Energy Agency states that global electric car sales are expected to exceed 20 million in 2025, meaning that more than one in four cars sold worldwide would be electric. This confirms that the long-term opportunity for EV manufacturers remains substantial, but it also implies greater pricing pressure, more intense competition, and higher expectations around scale, innovation, and cost efficiency. 
This industry setting is financially significant because the EV sector is both capital-intensive and strategically volatile. Manufacturers must commit large sums to production capacity, battery technology, software development, and international expansion, while also responding to inflation, regulatory change, supply chain disruption, and changing consumer demand. In corporate finance terms, firms in such markets cannot be assessed through revenue growth alone; performance must also be judged through profitability, liquidity, efficiency, cash generation, capital structure, and investment discipline (Brealey et al., 2022; Atrill and McLaney, 2025). Tesla’s scale and market position therefore do not remove financial pressure; rather, they increase the importance of disciplined financial management and sustainable earnings quality. 
Overall, Tesla remains strategically important within the global EV transition, but the combination of rapid market growth, competitive pressure, and heavy investment requirements means that board-level decisions must be supported by rigorous financial analysis rather than market optimism alone. This justifies the report’s focus on five-year financial health, working capital discipline, restructuring choices, and investment appraisal as the basis for strategic financial recommendations. 

[bookmark: _Toc227848199]3. Financial Health Check
[bookmark: _Toc227848200]3.1 Basis of Financial Analysis
This financial health check is based on Tesla’s published annual reports for 2020 to 2024, which provide the income statement, balance sheet, and cash flow data needed for a five-year evaluation of performance (Tesla, 2024; Tesla, 2023; Tesla, 2022; Tesla, 2021; Tesla, 2020). Using a five-year period is more informative than relying on a single reporting year because it helps identify underlying trends and reduces the risk of over-interpreting temporary movements in pricing, production, demand, or macroeconomic conditions.
This longer-term perspective is particularly important in the electric vehicle sector, where rapid market growth is accompanied by high capital intensity, competitive pressure, and continued investment requirements (IEA, 2025). The analysis is structured around six categories of financial performance: profitability, liquidity, efficiency, gearing, investment, and cash flow. Ratio analysis provides a useful starting point for evaluating financial performance, but it should not be interpreted in isolation because results may be influenced by accounting policies, exceptional items, and wider market conditions (Atrill and McLaney, 2022; Brealey et al., 2022). Therefore, the following discussion combines ratio evidence with business context to support more critical and balanced financial judgement.
[bookmark: _Toc227848201]3.2 Profitability Analysis
Profitability analysis shows whether Tesla’s growth has been converted into sustainable earnings and efficient returns. In a capital-intensive industry, rising revenue does not necessarily indicate stronger financial performance because margins can be affected by pricing pressure, production costs, and expansion expenditure (Atrill and McLaney, 2022). Tesla’s recent results suggest that profitability has become more volatile over time. Revenue increased from $81.46 billion in 2022 to $97.69 billion in 2024, but net income attributable to common stockholders fell from $15.00 billion in 2023 to $7.09 billion in 2024, despite continued sales growth (Tesla, 2024; Tesla, 2023; Tesla, 2022). In addition, Tesla noted that 2023 earnings included a one-time non-cash tax benefit of $5.93 billion, meaning the underlying profit trend was weaker than the headline figure first implied (Tesla, 2023).
This pattern indicates sustained pressure on gross, operating, and net profit margins, which is common in capital-intensive industries facing increased competition and cost volatility (Brealey et al., 2022). From a financial perspective, this raises concerns about earnings quality and margin sustainability in an increasingly competitive EV market. The same issue affects return-based measures such as return on assets and return on employed capital, because weaker profits reduce the efficiency with which Tesla’s growing asset base generates returns (Brealey et al., 2022).
However, this interpretation should not be viewed solely as a sign of operational weakness. Tesla’s recent pricing strategy, particularly the reduction in vehicle prices, may represent a deliberate effort to expand market share and strengthen its competitive position within the global EV market (IEA, 2025). While such a strategy may support long-term growth through increased sales volume and economies of scale, it introduces short-term financial risks by compressing margins and reducing return efficiency. As a result, Tesla’s profitability performance reflects a complex balance between strategic positioning and financial efficiency. Sustaining long-term shareholder value will therefore depend on improved cost control, pricing discipline, and the ability to convert revenue growth into consistent and high-quality earnings (Atrill and McLaney, 2022).
[bookmark: _Toc227848202]3.3 Liquidity Analysis
Liquidity analysis assesses Tesla’s ability to meet short-term obligations while preserving financial flexibility. This is particularly important in the EV sector because firms must fund production, inventory, technology development, and expansion while remaining resilient to pricing pressure and demand volatility (Atrill and McLaney, 2022). Tesla’s 2024 balance sheet shows current assets of $58.36 billion against current liabilities of $28.82 billion, compared with $49.62 billion and $28.75 billion respectively in 2023. This indicates that Tesla’s current ratio remained comfortably above 1 and strengthened further in 2024 (Tesla, 2024; Tesla, 2023).
Tesla also reported cash and cash equivalents of $16.14 billion and short-term investments of $20.42 billion in 2024, suggesting a strong immediate liquidity buffer (Tesla, 2024). This indicates that short-term resilience remained strong despite weaker profitability. However, liquidity ratios alone may not fully reflect financial resilience, as the quality of current assets depends on their convertibility into cash (Atrill and McLaney, 2022). Current assets also included $12.02 billion of inventory and $4.42 billion of receivables, both of which depend on successful stock turnover, delivery timing, and collection performance (Tesla, 2024).
Therefore, while Tesla’s balance sheet suggests strong liquidity, the quality of this liquidity is partly dependent on operational efficiency rather than cash alone. Tesla’s short-term position is robust but continued working capital discipline is required to ensure that liquidity is supported by efficient cash conversion rather than reliance on accumulated reserves.
[bookmark: _Toc227848203]3.4 Efficiency Analysis
Efficiency analysis examines how effectively Tesla uses its assets and manages working capital to generate revenue. This is important in the EV industry because manufacturing businesses require substantial investment in inventory, production facilities, logistics, and operating resources (Atrill and McLaney, 2022). Tesla’s recent financial statements suggest a mixed efficiency position. Revenue increased from $81.46 billion in 2022 to $97.69 billion in 2024, but total assets also rose from $82.34 billion in 2022 to $122.07 billion in 2024, indicating that asset growth outpaced sales growth over the period (Tesla, 2024; Tesla, 2023; Tesla, 2022). This suggests some weakening in asset utilisation.
Inefficient asset utilisation can reduce overall firm performance, particularly in capital-intensive industries where large investments must generate proportionate returns (Brealey et al., 2022). Inventory management shows partial improvement, with inventory falling from $13.63 billion in 2023 to $12.02 billion in 2024 (Tesla, 2024; Tesla, 2023). However, recurring inventory write-downs, including $190 million in 2024, indicate continued exposure to demand uncertainty and pricing pressure (Tesla, 2024).
Receivables are also complex, as they include balances linked to financing partners, regulatory credits, and government rebates, meaning cash collection depends partly on external counterparties (Tesla, 2024). In addition, the decline in accounts payable suggests reduced reliance on supplier credit (Tesla, 2024; Tesla, 2023). Taken together, these factors indicate that while Tesla remains operationally strong, its efficiency gains are uneven. Improving asset utilisation and working capital coordination will be essential to enhance overall financial performance.
[bookmark: _Toc227848204]3.5 Gearing and Solvency Analysis
Gearing and solvency analysis evaluates the extent to which Tesla depends on debt finance and whether its long-term capital structure remains sustainable. This is especially important in a capital-intensive industry, where expansion must be funded without exposing the business to excessive financial risk (Brealey et al., 2022). Tesla’s 2024 balance sheet indicates a strong solvency position, with equity exceeding total liabilities (Tesla, 2024).
An optimal capital structure balances risk and return by combining debt and equity in a way that minimises the cost of capital while maintaining financial flexibility (Brealey et al., 2022). Tesla’s debt burden appears manageable relative to its liquidity resources, with total debt significantly lower than its combined cash and short-term investments (Tesla, 2024). Interest cover is also strong, indicating the company’s ability to meet financing costs comfortably.
However, solvency should not be viewed uncritically. The increase in long-term debt and finance leases suggests a gradual rise in financial commitments (Tesla, 2024; Tesla, 2023). While this remains sustainable, continued growth in obligations alongside declining profitability could increase financial risk over time. Maintaining a balanced capital structure will therefore depend on preserving earnings quality and exercising disciplined use of debt finance. 
[bookmark: _Toc227848205]3.6 Investor and Cash Flow Analysis
Investor and cash flow analysis assesses whether Tesla’s accounting performance is supported by cash generation and whether shareholder returns are sustainable. This is particularly important in a capital-intensive sector where growth depends on continuous investment (Brealey et al., 2022). Tesla’s earnings performance weakened in 2024, with net income falling significantly, indicating reduced returns to shareholders (Tesla, 2024; Tesla, 2023).
In contrast, operating cash flow remained strong, increasing to $14.92 billion in 2024 (Tesla, 2024). Strong operating cash flow is often considered a more reliable indicator of financial health than accounting profit, as it reflects the firm’s ability to generate real cash from operations (Atrill and McLaney, 2022). However, this strength is offset by rising investment requirements, with significant cash outflows for capital expenditure.
As a result, operating cash inflows were insufficient to fully cover investment outflows, highlighting pressure on free cash flow. This creates a mixed financial position: Tesla remains cash-generative and financially resilient, but high reinvestment reduces immediate shareholder returns. Sustaining investor confidence will therefore depend on improving profitability while maintaining strong cash generation.
[bookmark: _Toc227848206]3.7 Summary of Key Strengths, Weaknesses and Financial Risks
The financial analysis indicates that Tesla remains a financially resilient company, supported by strong liquidity, substantial operating cash generation, and a solid equity-based capital structure (Tesla, 2024; Tesla, 2023). These factors provide short-term financial stability and the flexibility to continue investing in growth.
However, the review also highlights key weaknesses. Profitability has declined despite revenue growth, suggesting increasing pressure on margins and a deterioration in earnings quality. Efficiency remains uneven, as asset growth has not translated into proportionate revenue gains, while working capital management still presents challenges.
These weaknesses create financial risks, including continued margin pressure, reliance on cash reserves for liquidity quality, and rising long-term obligations. Taken together, Tesla appears financially strong but increasingly exposed to performance and capital discipline risks. Sustaining long-term value will therefore require improved cost control, enhanced efficiency, and more disciplined capital allocation decisions (Brealey et al., 2022).

[bookmark: _Toc227848207]4. Working Capital Management Analysis
[bookmark: _Toc227848208]4.1 Cash Operating Cycle
Working capital management affects a firm’s ability to maintain liquidity, support operations, and reduce short-term financing pressure. This is particularly important for Tesla, as a capital-intensive business that depends on efficient inventory management, timely cash collection, and effective use of supplier credit (Atrill and McLaney, 2022). Effective working capital management improves liquidity and operational efficiency by reducing the cash conversion cycle and minimising reliance on external financing (Agarwal and Singh, 2022).
The cash operating cycle measures the time taken for cash invested in operations to be converted back into cash through sales and collections. It is typically assessed using inventory days, receivables days, and payables days. A shorter cycle improves liquidity by accelerating cash conversion, whereas a longer cycle increases reliance on internal or external financing.
Tesla’s recent performance suggests a mixed cash conversion position. Inventory fell from $13.63 billion in 2023 to $12.02 billion in 2024 while revenue remained broadly stable, indicating potential improvement in inventory turnover (Tesla, 2024; Tesla, 2023). However, recurring inventory write-downs, including $190 million in 2024, highlight continued exposure to demand and pricing risk (Tesla, 2024). Receivables are also structurally complex, as they include balances linked to financing partners, regulatory credits, and government rebates, some of which may take extended periods to collect (Tesla, 2024). In addition, the decline in accounts payable from $14.43 billion to $12.47 billion suggests reduced reliance on supplier credit (Tesla, 2024; Tesla, 2023).
These factors indicate that Tesla’s cash operating cycle has not improved uniformly. While inventory management shows some progress, slower receivable conversion and reduced payables support may limit overall cash efficiency. This suggests that improvements in one component of working capital may be offset by weaknesses in others, highlighting the need for a more integrated approach to cash flow management.
[bookmark: _Toc227848209]4.2 Diagnosis of Working Capital Issues
Although Tesla’s balance sheet indicates strong liquidity, the cash operating cycle highlights several underlying working capital weaknesses. A key issue is the complexity of receivables. Tesla reports that receivables include balances from financing partners, regulatory credits, energy products, and government rebates, some of which may take extended periods to collect (Tesla, 2024). This delays cash conversion and reduces the predictability of short-term inflows, weakening operational liquidity efficiency.
A second issue relates to inventory risk. Inventory declined to $12.02 billion in 2024, suggesting improved stock management; however, recurring write-downs indicate continued exposure to demand uncertainty and pricing pressure (Tesla, 2024; Tesla, 2023). This suggests that inventory is not yet fully aligned with market demand, increasing the risk of value erosion and inefficient capital utilisation.
A third concern is the reduction in accounts payable from $14.43 billion in 2023 to $12.47 billion in 2024 (Tesla, 2024; Tesla, 2023). While this may reflect stronger supplier relationships, it also suggests reduced use of trade credit, which is typically a low-cost source of short-term financing (Brealey et al., 2022).
Taken together, these issues indicate that Tesla’s liquidity strength is partly supported by large cash balances rather than fully efficient working capital processes. While this provides short-term financial security, it may mask underlying inefficiencies in cash conversion. Addressing these inefficiencies is therefore essential to improving sustainable liquidity.
[bookmark: _Toc227848210]4.3 Strategies to Improve Liquidity
Tesla’s liquidity should be strengthened by improving the efficiency of working capital rather than relying on large cash reserves. The priority is tighter receivables management. While structural delays linked to financing partners and government balances cannot be fully eliminated, liquidity can be improved by segmenting receivables, strengthening collection monitoring, and accelerating recovery of balances under direct operational control. Improved forecasts of delayed receipts would also reduce uncertainty in cash planning.
The second priority is stronger inventory discipline. Aligning production more closely with real-time demand and improving forecasting accuracy would reduce excess stock, release cash tied up in inventory and limit further value erosion. This is particularly important in industries subject to rapid technological change and pressure.
A third strategy is to make more effective use of supplier credit. Managing supplier terms more strategically could extend payment periods without damaging relationships, allowing Tesla to retain cash for longer and reduce short-term funding pressure. Trade credit is often a cost-effective source of financing compared with external borrowing (Brealey et al., 2022).
Finally, integrating receivables, inventory, and payables within a coordinated cash management framework would improve overall liquidity control. More frequent short-term cash forecasting would enable earlier identification of working capital pressures and allow timely operational adjustments. Together, these measures would accelerate cash conversion and strengthen liquidity through improved operational discipline rather than reliance on accumulated reserves.
[bookmark: _Toc227848211]4.4 Short-Term and Long-Term Financing Options
The choice between short-term and long-term financing affects liquidity, risk exposure, and financial flexibility. Short-term financing, including trade credit and short-term borrowing, is typically used to manage temporary working capital needs and timing gaps between cash inflows and outflows (Atrill and McLaney, 2022). For Tesla, such financing can support liquidity where receivables delays or inventory cycles create short-term pressure. However, short-term funding introduces refinancing risk and cost volatility, particularly in uncertain market conditions (Brealey et al., 2022).
Long-term financing, including loans, bonds, lease finance, and equity, is more appropriate for funding strategic investment. Tesla’s continued capital expenditure on factories, technology, and infrastructure indicates the need for stable, long-duration funding aligned with asset life (Tesla, 2024). According to financial theory, matching the maturity of financing with the life of assets reduces risk and improves financial stability (Brealey et al., 2022).
A balanced approach is therefore most suitable. Short-term finance should be used selectively to support operational liquidity, while long-term funding should be prioritised for capital investment. This matching principle reduces the risk of financing long-term assets with short-term liabilities. Given Tesla’s strong liquidity position and moderate debt profile, the company is well placed to adopt this disciplined structure. However, maintaining this balance will require careful monitoring of cash flows and financing conditions to avoid excessive reliance on either funding source.

[bookmark: _Toc227848212]5. Strategic Financial Restructuring Plan
[bookmark: _Toc227848213]5.1 Need for Restructuring
Financial restructuring is appropriate where a firm remains viable but shows signs that its current financial model requires adjustment to protect long-term value. In Tesla’s case, earlier analysis indicates no immediate liquidity or solvency crisis; however, it highlights increasing pressure on profitability, efficiency, and capital allocation. This creates the need for restructuring as a strategic, rather than corrective, response (Tesla, 2024; Tesla, 2023).
A key driver is the decline in earnings quality. Although Tesla continues to generate strong revenues, recent results show that growth is no longer translating into proportionate bottom-line performance, indicating pressure on margins and returns (Tesla, 2024). In capital-intensive industries, sustained profitability is essential to justify continued investment and maintain shareholder confidence (Brealey et al., 2022). Without careful alignment between funding and returns, there is a risk that capital may be committed without delivering sufficient value.
In addition, rising long-term obligations and mixed working capital efficiency suggest a gradual shift in financial risk. While the balance sheet remains strong, sustaining this position will depend on improved financial discipline and capital efficiency. Restructuring is therefore required to enhance profitability, optimise capital structure, and strengthen strategic flexibility in a more competitive and investment-intensive environment (IEA, 2025).
[bookmark: _Toc227848214]5.2 Equity Injection
Equity injection is a restructuring option that strengthens the capital base without creating fixed repayment obligations. This can improve solvency and reduce reliance on debt, which is beneficial in a capital-intensive industry (Brealey et al., 2022). In Tesla’s case, additional equity would further reinforce an already strong balance sheet, as stockholders’ equity exceeded total liabilities in 2024 (Tesla, 2024).
However, equity financing has significant drawbacks. The most important is shareholder dilation, as issuing new shares reduces earnings per share and ownership value unless the funds generate sufficiently high returns. In addition, equity is typically more expensive than debt due to higher required returns from investors (Brealey et al., 2022). Given that Tesla continues to generate strong operating cash flow and holds substantial liquid resources, new equity may be viewed as unnecessary under current conditions (Tesla, 2024).
Equity issuance may also create negative market signals. Investors could interpret a large capital raise as an indication of underlying financial pressure, even if this is not the case, potentially affecting share valuation and confidence. Therefore, while equity injection offers benefits in terms of financial flexibility, it is not the most appropriate first-line option. It should be reserved for major strategic investments where long-term returns justify the cost and dilution.
[bookmark: _Toc227848215]5.3 Debt Restructuring / Refinancing
Debt restructuring through refinancing allows a firm to adjust the maturity and cost of its liabilities without diluting shareholders. This can improve financial flexibility and reduce refinancing risk, making it a relevant option for capital-intensive firms (Brealey et al., 2022). In Tesla’s case, refinancing is an optimisation tool rather than a response to financial distress, as the company maintains strong liquidity and moderate debt levels (Tesla, 2024).
Refinancing offers several advantages. It can improve the maturity profile of debt by spreading repayment obligations over a longer period, reducing the risk of concentrated future cash outflows. This is particularly valuable given Tesla’s ongoing capital expenditure and expansion commitments. In addition, refinancing may reduce financing costs if favourable terms are secured, supporting profitability under margin pressure.
However, refinancing also has limitations. It does not reduce the overall level of debt and therefore cannot compensate for sustained declines in profitability. It also exposes the firm to interest rate fluctuations and credit market conditions. If used without improvements in operational efficiency and cash generation, refinancing may only delay financial pressure rather than resolve it.
Refinancing is therefore a suitable restructuring option, provided it is used selectively and supported by improvements in financial performance. It is more appropriate than equity injection under current conditions, as it enhances financial flexibility while preserving shareholder value.
[bookmark: _Toc227848216]5.4 Divestiture or Asset Rationalisation
Divestiture or asset rationalisation focuses on improving financial efficiency by reducing or reallocating assets that do not contribute sufficiently to value creation. This approach targets the asset side of the balance sheet and aims to improve capital allocation and operational flexibility (Brealey et al., 2022).
For Tesla, large-scale divestiture is not necessary given its strong market position and continued growth across core activities such as electric vehicles and energy solutions (Tesla, 2024). However, targeted rationalisation remains relevant. Earlier analysis showed that total assets have grown while profitability has come under pressure, raising concerns about whether all assets are generating adequate returns (Tesla, 2024; Tesla, 2023).
This approach can improve return on assets and enhance strategic flexibility by reducing fixed cost burdens and reallocating capital toward higher-value opportunities. However, it must be applied cautiously. Excessive divestment could weaken future growth capacity or signal strategic uncertainty to investors, particularly in a technology-driven business where long-term capability is critical.
Targeted asset rationalisation is therefore the most appropriate approach, as it improves efficiency while preserving core strategic capabilities.
[bookmark: _Toc227848217]5.5 Recommended Financial Restructuring Strategy
The most appropriate restructuring strategy for Tesla is a selective and balanced approach focused on optimisation rather than fundamental change. The company remains financially strong but faces increasing pressure on profitability, efficiency, and capital discipline (Tesla, 2024; Tesla, 2023). The objective is therefore to enhance financial quality while preserving flexibility and shareholder value.
The first element is targeted debt refinancing. Improving the maturity structure of debt would reduce refinancing risk and better align funding with long-term investment. This supports financial stability without diluting shareholders.
The second element is disciplined capital allocation supported by targeted asset rationalisation. Continued asset growth alongside weaker profitability indicates that not all investments are generating sufficient returns. Reallocating capital toward higher-value activities would improve efficiency and strengthen return on capital employed.
The third element is to avoid equity injection as a primary measure. Although it strengthens solvency, the associated dilution and potential negative market signals outweigh the benefits under current conditions.
The final element is integration with working capital reform. Improving receivables management, inventory control, and supplier financing would enhance cash conversion and reduce reliance on external funding.
Taken together, this strategy improves both asset efficiency and capital structure, reduces financial risk, and supports sustainable long-term value creation. Importantly, it aligns financial decisions with both operational performance and strategic objectives, which is essential for long-term success (Brealey et al., 2022).
[bookmark: _Toc227848218]5.6 International and Ethical Considerations
Financial restructuring must consider international and ethical factors because Tesla operates in a global environment influenced by currency movements, inflation, taxation, and stakeholder expectations. Currency risk is particularly relevant, as exchange-rate fluctuations can affect revenues, costs, and financing obligations (Tesla, 2024). Maintaining flexibility in financing decisions is therefore essential to manage these risks.
Inflation also has important implications. Rising input costs, wages, and logistics expenses can reduce margins and affect the real value of future cash flows, particularly in capital-intensive industries (IEA, 2025; Tesla, 2024). Restructuring decisions should therefore prioritise cost control and preserve liquidity to absorb future cost pressures.
Taxation considerations further influence restructuring choices. While efficient tax planning can improve after-tax returns, overly aggressive strategies may create reputational and regulatory risks. A balanced approach that aligns with good governance is therefore essential.
Ethically, restructuring must consider its impact on stakeholders, including employees, suppliers, and customers. Decisions that prioritise short-term financial gains at the expense of stakeholder relationships may weaken long-term value. Tesla’s association with sustainability and innovation means that restructuring decisions must remain consistent with its broader corporate responsibilities.
Overall, financial restructuring should be both economically effective and ethically responsible to ensure long-term sustainability and stakeholder trust.

[bookmark: _Toc227848219]6. Investment Appraisal and Capital Budgeting
[bookmark: _Toc227848220]6.1 Appraisal Methods
Investment appraisal supports financial decision-making by evaluating whether a project generates sufficient return to justify the capital invested. This is particularly important for Tesla, given its capital-intensive operations and ongoing investment in technology, infrastructure, and expansion (Brealey et al., 2022).
The payback period measures how quickly the initial investment is recovered from cash inflows. It is useful for assessing liquidity risk, as shorter payback periods reduce exposure to uncertainty. However, it ignores cash flows beyond the recovery point and does not measure overall value creation, limiting its usefulness for long-term decision-making.
The accounting rate of return (ARR) evaluates average accounting profit relative to investment. While it provides insight into reported profitability, it is based on accounting figures and does not consider the time value of money, reducing its reliability as a decision-making tool (Atrill and McLaney, 2022).
Net present value (NPV) calculates the difference between the present value of future cash inflows and the initial investment using the required rate of return. It is widely regarded as the most reliable method because it directly measures value creation and aligns with shareholder wealth maximisation (Brealey et al., 2022). However, it is sensitive to discount rate assumptions, which may be difficult to estimate accurately in volatile industries.
The profitability index (PI) assesses value generated per unit of investment, making it useful when capital is limited. The internal rate of return (IRR) identifies the discount rate at which NPV equals zero and provides a percentage return for comparison across projects, although it may produce conflicting rankings and can be misleading when cash flows are non-conventional.
Together, these methods provide a balanced framework for evaluating investment decisions, combining both liquidity-focused and value-based perspectives.
[bookmark: _Toc227848221]6.2 Project Results
The three projects were evaluated using payback period, accounting rate of return (ARR), net present value (NPV), profitability index (PI), and internal rate of return (IRR), based on an initial investment of £50 million, a discount rate of 10 per cent, and straight-line depreciation over five years.

	Method 
	Project A 
	Project B
	Project C

	Payback Period
	4.50 years
	4.55 years
	3.60 years

	ARR
	   1.6%
	   2.0%
	    6.0%

	NPV (£m)
	   -8.68
	   -8.30
	   -1.98

	PI
	   0.83
	   0.83
	   0.96

	IRR
	   2.72%
	   3.26%
	   8.59%



[bookmark: _Toc227891332]Table 1 (Investment appraisal results for Projects A, B and C)
Project C performs best across all measures. It has the shortest payback period (3.6 years), indicating faster recovery of the initial investment and reduced exposure to long-term risk. It also generates the highest ARR (6.0%), suggesting stronger accounting profitability compared with Projects A and B.
The discounted cash flow results are more critical. All projects produce negative NPVs at the 10 per cent discount rate, indicating that none fully meets the required return. However, Project C has the least negative NPV (-£1.98 million), making it the closest to value creation. This is supported by its higher PI (0.96), which shows greater value generated per unit of investment.
The IRR results confirm the same ranking. Project C achieves 8.59%, compared with 3.26% for Project B and 2.72% for Project A. Although all IRRs remain below the required return, Project C consistently performs better.
These results establish a clear ranking: Project C is the strongest option, followed by Project B, with Project A performing least favorably. However, the absence of a positive NPV across all projects highlights a significant limitation from a value creation perspective.
[bookmark: _Toc227848223]6.3 Interpretation of Findings
The investment appraisal results establish a clear ranking but also highlight a critical issue. Although Project C performs best across all methods, none of the projects achieves a positive NPV or an IRR above the 10 per cent required return. According to financial theory, projects with negative NPVs should be rejected because they reduce shareholder value (Brealey et al., 2022).
However, this conclusion may be overly restrictive in practice. In high-growth and innovation-driven industries such as electric vehicles, firms may accept projects with suboptimal financial returns in the short term to secure long-term strategic advantages, including technological leadership, market expansion, and economies of scale (IEA, 2025). This suggests that investment decisions should not rely solely on financial metrics but must also consider strategic positioning and long-term value creation.
Project C is the strongest option from a relative perspective. It has the shortest payback period, reducing exposure to long-term uncertainty, and generates the highest ARR, indicating better accounting performance. More importantly, its discounted cash flow results are closest to acceptability, with the least negative NPV and highest IRR.
From a financial management perspective, however, accepting a project that does not meet the required return carries inherent risk. Given Tesla’s existing pressure on profitability, high capital expenditure, and the need for disciplined capital allocation, investing in value-destroying projects could weaken long-term financial performance. Therefore, the decision requires a careful balance between strict financial discipline and strategic considerations, particularly in an industry where early investment may support future competitive advantage.
[bookmark: _Toc227848224]6.4 Recommended Single Project
Project C should be recommended as the strongest single project, although this recommendation must be made with caution. It outperforms Projects A and B across all appraisal methods, with the shortest payback period (3.6 years), highest ARR (6.0%), least negative NPV (-£1.98 million), highest PI (0.96), and highest IRR (8.59%). On a comparative basis, this makes it the least unattractive option.
The main advantage of Project C is its faster cash recovery and stronger return profile. A shorter payback period reduces exposure to long-term uncertainty and improves liquidity flexibility, which is particularly important given Tesla’s ongoing capital expenditure requirements and recent pressure on profitability. In addition, its discounted cash flow results are closer to acceptability than those of the other projects, indicating a lower degree of destruction.
From a Chief Financial Officer perspective, Project C aligns more closely with the need to preserve liquidity, limit downside risk, and maintain financial flexibility while still supporting strategic investment. Its stronger performance suggests that, if investment is unavoidable, it represents the most balanced option between financial discipline and strategic positioning.
However, the recommendation cannot be made uncritically. All three projects have negative NPVs and IRRs below the required return, meaning none meets the financial acceptance criteria. From a strict capital budgeting perspective, the appropriate decision would be to reject all projects.
If a choice must be made, Project C is the most defensible option because it minimises value loss, accelerates capital recovery, and better aligns with Tesla’s current financial priorities. Nevertheless, this remains a second-best decision, and the preference would be to defer investment unless strategic considerations provide a compelling justification.
[bookmark: _Toc227848225]6.5 Capital Rationing and Best Project Combination
Capital rationing requires selecting the combination of projects that deliver the best outcome within a fixed investment limit, reflecting constraints on financial resources or the need to prioritise capital allocation (Brealey et al., 2022). In Tesla’s case, this is particularly relevant given its high capital expenditure commitments and the need to balance investment with profitability and cash flow discipline.
With a maximum budget of £100 million and each project requiring £50 million, Tesla can select two out of the three available projects. Based on earlier results, the combined NPVs are:
· A + B: -£16.98 million 
· A + C: -£10.66 million 
· B + C: -£10.28 million 
The combination of Projects B and C produces the least negative NPV and therefore represents the strongest option under the capital constraint. This is supported by profitability index results, as Project C has the highest PI (0.96) and should be included in any optimal combination, while Project B performs slightly better than Project A across key measures.
From a financial perspective, this combination also provides a more balanced risk profile. Project C offers higher growth potential and faster cash recovery, while Project B provides more stable and predictable cash inflows. This combination therefore supports both liquidity management and risk diversification, which is important in a volatile and competitive industry.
However, the outcome must be interpreted critically. Even the best combination (B + C) produces a negative NPV, meaning it does not meet the required return and would reduce shareholder value. From a strict financial perspective, all project combinations should therefore be rejected.
From a CFO standpoint, if capital must be allocated, Projects B and C represent the most defensible choice because they minimise value destruction while balancing risk and return. However, if financial flexibility allows, a more disciplined approach would be to defer investment and prioritise opportunities that generate positive NPVs and stronger long-term value.
[bookmark: _Toc227848226]6.6 Non-Financial Risks and Strategic Fit
Investment decisions should not rely solely on financial metrics, particularly in a global and technology-driven industry such as electric vehicles. For Tesla, non-financial risks, including regulatory uncertainty, market dynamics, and execution capability—are critical in determining whether a project is strategically viable.
Regulatory and political risk is significant, as Tesla operates across multiple jurisdictions with evolving environmental policies, subsidies, and trade conditions. Changes in government incentives or regulatory frameworks could directly affect demand and project cash flows, potentially worsening the already negative financial returns.
Competitive pressure is also a key concern. The EV market continues to expand, but increased competition intensifies pricing pressure and reduces margins. Any selected project must therefore contribute to differentiation, technological advancement, or cost efficiency rather than simply generating moderate financial returns. In this context, Project C may be more attractive if it supports innovation or market positioning, but this must be clearly justified.
Execution and technological risk further influence project viability. Delays, cost overruns, or underperformance could significantly reduce realised value, particularly for projects that are already financially marginal. Given Tesla’s scale and complexity, effective project management is essential to avoid further erosion of returns.
Customer perception and brand positioning are also important. Tesla’s reputation is closely linked to innovation and leadership in sustainable technology. Investment decisions must therefore reinforce this positioning rather than undermine it through poorly performing or strategically misaligned projects.
These factors reinforce a cautious interpretation of the financial results. While Project C remains the strongest option on a relative basis, its acceptance depends on its alignment with Tesla’s long-term strategic priorities and risk tolerance. Given that all projects fail to meet financial acceptance criteria, these non-financial risks further strengthen the argument for a disciplined approach. If strategic benefits are insufficient to justify the risk, deferring investment may be the more prudent decision.

[bookmark: _Toc227848227]7. Conclusion
This report evaluated Tesla’s financial position over the past five years, focusing on financial performance, working capital management, restructuring strategy, and investment appraisal. The analysis shows that Tesla remains financially resilient, supported by strong liquidity, substantial operating cash flow, and an equity-backed balance sheet (Tesla, 2024; Tesla, 2023). However, it also highlights increasing pressure on profitability, uneven efficiency, and the growing need for stronger capital discipline.
The working capital review indicates that while liquidity is strong, its quality depends on improving receivables management, inventory control, and supplier financing. Similarly, the restructuring analysis supports a balanced strategy centred on selective refinancing, disciplined capital allocation, and targeted asset rationalisation, rather than equity injection.
The investment appraisal produced a clear ranking, with Project C performing best across all methods. However, all projects generated negative NPVs, indicating that none meets the required return. Project C is therefore the most defensible option only if investment is necessary; otherwise, a more disciplined approach would be to defer investment.
Tesla should prioritise financial discipline, efficient cash conversion, and selective investment to sustain long-term value creation.
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[bookmark: _Toc227848229]Appendices
A: Five-Year Financial Data Table
	Financial data($m)
	2020
	2021
	2022
	2023
	2024

	Total revenues
	31,536
	53,823
	81,462
	96,773
	97,690

	Net income attributable to common stockholders
	
721
	
5,519
	
12,556
	
14,997
	
7,091

	Total assets
	52,148
	62,131
	82,338
	106,618
	122,070

	Current assets
	26,717
	27,100
	40,917
	49,616
	58,360

	Current liabilities
	14,248
	19,705
	26,709
	28,748
	28,821

	Inventory
	4,101
	5,757
	12,839
	13,626
	12,017

	Accounts receivable, net
	
1,886
	
1,913
	
2,952
	
3,508
	
4,418

	Cash and cash equivalents
	
19,384
	
17,576
	
16,253
	
16,398
	
16,139

	Short-term investments
	—
	131
	5,932
	12,696
	20,424

	Total liabilities
	28,418
	30,548
	36,440
	43,009
	48,390

	Total stockholders’ equity
	
22,225
	
30,189
	
44,704
	
62,634
	
72,913

	Current portion of debt and finance leases
	

2,132
	

1,589
	

1,502
	

2,373
	

2,456

	Long-term debt and finance leases, net of current portion
	

9,556
	

5,245
	

1,597
	

2,857
	

5,757

	Net cash provided by operating activities
	
5,943
	
11,497
	
14,724
	
13,256
	
14,923

	Net cash used in investing activities
	
(3,132)
	
(7,868)
	
(11,973)
	
(15,584)
	
(18,787)


[bookmark: _Toc227891333]Table 2 (Five-Year Financial Data Table, source: Tesla Annual Report 2020-2024)
Table A presents the core figures used throughout the financial health check, working capital review, solvency discussion and cash flow analysis. These figures were taken from Tesla’s published annual reports and are intended to support the ratio tables and graphs that follow in later appendices.




B: Five-Year Ratio Table
	      Ratio
	      Formula
	     Purpose

	Net profit margin
	Net income ÷ Revenue × 100
	Measures how much profit is generated from sales

	Return on assets (ROA)

	Net income ÷ Total assets × 100
	Measures how efficiently total assets generate profit

	Current ratio

	Current assets ÷ Current liabilities
	Measures short-term liquidity

	Quick ratio

	(Current assets – Inventory) ÷ Current liabilities
	Measures immediate liquidity excluding inventory

	Cash ratio

	(Cash + Short-term investments) ÷ Current liabilities
	Measures ability to cover current liabilities with the most liquid assets

	Asset turnover

	Revenue ÷ Total assets
	Measures efficiency in using assets to generate sales

	Debt-to-equity ratio

	Total liabilities ÷ Total equity
	Measures the level of financial leverage

	Debt ratio

	Total liabilities ÷ Total assets
	Measures proportion of assets financed by liabilities

	Debt and lease to equity

	(Current debt + Long-term debt and finance leases) ÷ Equity
	Measures financing pressure from borrowing and leases

	Operating cash flow ratio

	Operating cash flow ÷ Current liabilities
	Measures short-term liquidity support from cash generation

	Receivables days

	Accounts receivable ÷ Revenue × 365
	Measures average number of days taken to collect receivables

	Inventory days

	Inventory ÷ Revenue × 365
	Measures average number of days inventory is held


[bookmark: _Toc227891334]Table 3 (Ratio formulas Used in the analysis)





	  Ratio
	  2020
	  2021
	  2022
	 2023
	 2024

	Net profit margin (%)
	
2.29
	
10.25
	
15.41
	
15.50
	
7.26

	Return on assets (%)
	
1.38
	
8.88
	
15.25
	
14.07
	
5.81

	Current ratio
	1.87
	1.38
	1.53
	1.73
	2.02

	Quick ratio
	1.59
	1.08
	1.05
	1.26
	1.61

	Cash ratio
	1.36
	0.90
	0.83
	1.01
	1.27

	Asset turnover (times)
	0.60
	0.87
	0.99
	0.91
	0.80

	Debt ratio
	0.54
	0.49
	0.44
	0.40
	0.40

	Debt and lease to equity
	0.53
	0.23

	0.07
	0.08

	0.11

	Operating cash flow ratio
	0.42
	0.58
	0.55

	0.46
	0.52

	Receivables days
	21.83
	12.97
	13.23
	13.23
	16.51

	Inventory days
	47.46
	39.04
	57.53
	51.39

	44.90


[bookmark: _Toc227891335]Table 4 (Tesla five-year ratio analysis, 2020–2024, Source: Author calculations based on Tesla Annual Reports 2020–2024.)




C: Working Capital and Cash Operating Cycle Calculations

	Ratio
	2020
	2021
	2022
	2023
	2024

	Receivables days
	21.83
	12.97
	13.23
	13.23
	16.51

	Inventory days
	47.47
	39.04
	57.53
	51.39
	44.90

	Payables days
	88.68
	90.98
	91.87
	66.58
	56.74

	Cash operating cycle
	(19.38)
	(38.97)
	(21.12)
	(1.96)
	4.66


[bookmark: _Toc227891336]Table 5 (Author calculations based on Tesla Annual Reports 2020–2024.)

Formula used:
Cash operating cycle = Inventory days + Receivables days – Payables days
2024 example calculations:
Receivables days = 4,418 ÷ 97,690 × 365 = 16.51 days 
Inventory days = 12,017 ÷ 97,690 × 365 = 44.90 days
Payables days = 12,474 ÷ 80,240 × 365 = 56.74 days
Cash operating cycle = 44.90 + 16.51 – 56.74 = 4.66 days




D: Investment Appraisal Calculations
	Year
	Project A (£m)
	Project B (£m)
	Project C (£m)

	Initial investment
	(50)
	(50)
	(50)

	1
	10
	11
	5

	2
	12
	11
	10

	3
	14
	11
	20

	4
	10
	11
	25

	5
	8
	11
	5


[bookmark: _Toc227891337]Table 6 (Project cash flow data)








	Year
	Project A cumulative (£m)
	Project B cumulative (£m)
	Project C cumulative (£m)

	0
	(50)
	(50)
	(50)

	1
	(40)
	(39)
	(45)

	2
	(28)
	(28)
	(35)

	3
	(14)
	(17)
	(15)

	4
	(4)
	(6)
	10

	5
	4
	5
	15


[bookmark: _Toc227891338]Table 7 (Payback period calculations)

Payback results:
Project A = 4 years + 4 ÷ 8 = 4.50 years
Project B = 4 years + 6 ÷ 11 = 4.55 years
Project C = 3 years + 15 ÷ 25 = 3.60 years







Accounting rate of return calculations
Straight-line depreciation per year = £50m ÷ 5 = £10m per year
	Item
	Project A
	Project B
	Project C

	Total cash inflows (£m)
	54
	55
	65

	Less: total depreciation (£m)
	50
	50
	50

	Total accounting profit (£m)
	4
	5
	15

	Average annual profit (£m)
	0.8
	1.0
	3.0

	Initial investment (£m)
	50
	50
	50

	ARR
	1.6%
	2.0%
	6.0%


[bookmark: _Toc227891339]Table 8 (Accounting rate of return calculations)




	Year
	Cash flow (£m)
	Discount factor at 10%
	Present value (£m)

	0
	(50)
	1.0000
	(50.00)

	1
	10
	0.9091
	9.09

	2
	12
	0.8264
	9.92

	3
	14
	0.7513
	10.52

	4
	10
	0.6830
	6.83

	5
	8
	0.6209
	4.97

	Total PV of inflows
	
	
	41.32

	NPV
	
	
	(8.68)


[bookmark: _Toc227891340]Table 9 (Net present value calculation: Project A)

	Year
	Cash flow (£m)
	Discount factor at 10%
	Present value (£m)

	0
	(50)
	1.0000
	(50.00)

	1
	11
	0.9091
	10.00

	2
	11
	0.8264
	9.09

	3
	11
	0.7513
	8.26

	4
	11
	0.6830
	7.51

	5
	11
	0.6209
	6.83

	Total PV of inflows
	
	
	41.70

	NPV
	
	
	(8.30)


[bookmark: _Toc227891341]Table 10 (Net present value calculation: Project B)

	Year
	Cash flow (£m)
	Discount factor at 10%
	Present value (£m)

	0
	(50)
	1.0000
	(50.00)

	1
	5
	0.9091
	4.55

	2
	10
	0.8264
	8.26

	3
	20
	0.7513
	15.03

	4
	25
	0.6830
	17.08

	5
	5
	0.6209
	3.10

	Total PV of inflows
	
	
	48.02

	NPV
	
	
	(1.98)


[bookmark: _Toc227891342]Table 11 (Net present value calculation: Project C)

	Project
	Total PV of inflows (£m)
	Initial investment (£m)
	PI

	Project A
	41.32
	50
	0.83

	Project B
	41.70
	50
	0.83

	Project C
	48.02
	50
	0.96


[bookmark: _Toc227891343]Table 12 (Profitability index calculations)
Formula: Profitability Index = Present value of future cash inflows ÷ Initial investment

	Project
	IRR

	Project A
	2.72%

	Project B
	3.26%

	Project C
	8.59%


[bookmark: _Toc227891344]Table 13 (Internal rate of return results)
Note: IRR values were calculated using Excel.

	Method
	Project A
	Project B
	Project C

	Payback period
	4.50 years
	4.55 years
	3.60 years

	ARR
	1.6%
	2.0%
	6.0%

	NPV (£m)
	(8.68)
	(8.30)
	(1.98)

	PI
	0.83
	0.83
	0.96

	IRR
	2.72%
	3.26%
	8.59%


[bookmark: _Toc227891345]Table 14 (Investment appraisal summary)

E: Capital Rationing Calculations
	Project combination
	Total investment (£m)
	Combined NPV (£m)

	Project A + Project B
	100
	(16.98)

	Project A + Project C
	100
	(10.66)

	Project B + Project C
	100
	(10.28)


[bookmark: _Toc227891346]Table 15 (Capital rationing combinations)
Note: Project B + Project C produces the least negative combined NPV and is therefore the strongest available combination if the full £100 million budget must be invested.
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