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[bookmark: _Toc1004401258]Introduction
This report critically evaluates Tesla’s financial performance between 2021 and 2025 using ratio analysis, working capital analysis, and capital budgeting techniques to overcome the strategic CFO Challenge. The analysis integrates financial theory with strategic interpretation in order to assess whether Tesla’s current financial structure supports sustainable long-term value creation. Relying on evidence based on published financial statements obtained from the annual reports of Tesla (Tesla, 2023) and using the general principles of financial management, the report will attempt to determine structural strengths and potential arising risks. This report makes an accurate recommendation of the best investment decisions based on the capital constraints to increase shareholder value, as well as the economic purposes of Tesla operations worldwide.

[bookmark: _Toc1355569486]1. Financial Health Check
[bookmark: _Toc509633542]1.0 Financial Statement Overview
The financial analysis of Tesla is underpinned by three core financial statements: the income statement, the statement of financial position, and the cash flow statement. These statements collectively provide an integrated perspective on the organisation’s financial performance, financial position, and liquidity, enabling a holistic evaluation of corporate financial health (Atrill & McLaney, 2022).
The income statement reports Tesla’s revenue, cost structure, and profitability, including gross profit and net income, thereby facilitating an assessment of operational efficiency and overall financial performance. In contrast, the statement of financial position presents the company’s assets, liabilities, and equity, offering insight into its capital structure, financial stability, and long-term solvency. Furthermore, the cash flow statement categorises cash movements into operating, investing, and financing activities, highlighting the firm’s capacity to generate cash and sustain its operations.
From a theoretical perspective, these financial statements are essential for stakeholders’ decision-making, as they reduce information asymmetry and support performance evaluation (Healy & Palepu, 2001). Collectively, they form the basis for the ratio analysis conducted in the following sections. Key financial trends are illustrated through graphical representations in the main body of the report, with additional supporting data provided in the appendix.
[bookmark: _Toc799492025]1.1 Profitability Analysis
The profitability performance of Tesla over the five-year period shows a clear decline in financial efficiency and margin sustainability. Firstly, Return on Capital Employed (ROCE) decreased significantly from 24.55% in 2022 to 4.10% in 2025, indicating that the company is generating lower returns from its invested capital. This may be explained by substantial expansion and increased investment, which have not yet produced proportional operating returns.
In a similar way, the Net Profit Margin follows a downward trend, rising to a peak of 15.47% in 2023 before falling to 4.07% in 2025. This suggests that overall profitability has weakened, likely due to higher costs, pricing pressures, and increased competition within the electric vehicle industry.
Moreover, the Gross Profit Margin declined from over 25% in 2021 and 2022 to approximately 19% in 2025. This indicates that Tesla is retaining a smaller portion of revenue after covering production costs, which may be linked to rising input costs, supply chain challenges, or strategic price reductions to remain competitive. 
Additionally, the Operating Profit Margin experienced a sharp decrease, dropping from above 20% in 2022 to around 3.61% in 2025. This reflects a significant rise in operating expenses, including research and development, administrative costs, and ongoing global expansion efforts.Overall, the consistent decline across all profitability ratios suggests that, although Tesla previously achieved strong performance, it is now experiencing margin pressure and reduced operational efficiency. This highlights the need for improved cost control and more efficient use of resources to support long-term profitability and shareholder value (Tesla, 2025).



[bookmark: _Toc29205044]1.2 Liquidity Analysis 
The liquidity position of Tesla has been improving steadily over the past five years. While stronger liquidity improves short-term solvency, excessively high liquidity may indicate inefficient capital allocation. For a growth-oriented technology manufacturer like Tesla, idle liquid assets could instead be reinvested into R&D, battery innovation or AI-driven vehicle technology to enhance long-term competitive advantage. 
Table 1 indicates that the Current Ratio has improved not only in 2021 but also in 2025, gaining 0.78 points. However, the Quick Ratio has also increased by 0.5 points. These values show an increase in the ability to handle the short-term commitments without financial pressure. Liquidity ratios evaluate how solvent a firm is in the short-term and how it would survive any attempt to shake the firm (Brigham and Ehrhardt, 2023).
The gradual growth is one of the structural strengths. When the Current Ratio is greater than 2.0, then the company has started with a healthy liquidity buffer, which minimises the refinancing risk and increases stability in periods of economic uncertainty. The increase in the Quick Ratio testifies that it is not only the improvement of the inventory that causes the rise, but the presence of truly liquid resources, cash and receivables.
Nevertheless, too much liquidity can be an indication of inefficient allocation of capital. Stocking large liquid balances without proportional returns may reduce the overall capital productivity (Atrill and McLaney, 2022). Since Tesla is also experiencing decreasing profitability, the liquidity expansion can serve as a defence since the company manages its finances. Although Tesla seems financially stable in the short-term, the current high liquidity position and decreasing ROCE can be signs of conservative positioning because of the volatility observed in the markets. Therefore, it is liquid, which is a definite strength regarding solvency, but perhaps an opportunity cost when it comes to the maximisation of returns.
[bookmark: _Toc1393677295]1.3 Efficiency Analysis
Efficiency ratios of Tesla show that its efficiency in assets has been decreasing. Table 1 demonstrates that the Asset Turnover decreases from 2022 to 2025 to 1.46 and 0.89, respectively. The Inventory Turnover varied and decreased in general between 6.99 in 2021 and 6.27 in 2025. Asset Turnover is the evaluation of the level of efficiency of capital used to generate revenues (Atrill and McLaney, 2022). The decreasing trend indicates that the growth in assets has been higher than the growth in revenues. This drop can be due to the aggressive capital expenditure done by Tesla on their production plants, technology and internationalisation. Though expansion has a positive benefit of long-term growth and capability, the short-run revenue seems to be inadequate to sustain previous levels of efficiency.
[bookmark: _Int_MGgOcIgG]The decrease in the Asset Turnover coincides with the declining ROCE, which adds to fears regarding decreased operational productivity. The volatile inventory Turnover indicates changes in the supply chain control or changes in consumer demand. However, even though the ratio falls within an acceptable range, the falling turnover may be a sign of the accumulation of inventory or the reduced speed of sales. This poses a possible risk in a capital-intensive automotive world where the obsolescence of the inventory can shrink the margins. The previous capacity of Tesla to sustain high asset turnover proves that it is able to operate effectively. Nevertheless, the new decline is a risk of dilution of capital. Tesla should improve revenue growth as compared to asset growth, or become more efficient in using available facilities in terms of utilisation, to restore efficiency.
Tesla’s Days Sales Outstanding (DSO) increased from 12.80 days in 2021 to 17.37 days in 2025, indicating a decline in receivables collection efficiency, which may place additional pressure on working capital and short-term liquidity.
[bookmark: _Toc2016104795]1.4 Gearing Analysis
The gearing position of Tesla has improved significantly. As can be seen in Table 1, the Debt-to-Equity Ratio decreased in both 2021 and 2025, which means that the company became less dependent on debt-financing less. Reduced leverage increases financial stability and minimises the interest rate risk (Brigham and Ehrhardt, 2023). Such breaking of leverage is an obvious advantage, especially in times of macroeconomic insecurity. The ratios below 1.0 indicate a balanced capital structure and conservative financial policy. The lower gearing of Tesla increases the solvency and also gives flexibility in future borrowing should the need arise. But Interest Cover improved dramatically from 71.50 in 2022 to 12.88 in 2025.
Despite its not being undercover, operating profit has been in a downward trend, but not due to the increasing cost of debt. This supports the profitability issues discovered in the previous discussion. Financial flexibility gets diminished even with lower leverage, due to weakening earnings. The capital structure of Tesla seems to be stability risk averse. However, the possible limitation in the primary increase of returns is the underutilisation of financial leverage. The capital structure theory implies that corporations have to balance between the reduced financial risk and the shareholder maximisation of the return (Modigliani and Miller, 1958). The existing Tesla design promotes stability that is not focused on aggressive return amplification.
[bookmark: _Toc506663786]1.5 Investment Analysis
There is increased volatility in valuation, indicated in investment ratios. As indicated in Table 1, the high point of the Earnings Per Share (EPS) is reached in 2023 (4.30), and then, it drops drastically to 1.08 in 2025. On the other hand, the Price/Earnings (P/E) ratio increased at an unprecedented pace to 398.53 in 2025. EPS indicates the profitability of the shareholders (Atrill and McLaney, 2022). The slump reflects on diminished net income and compressed margins. The extremely high P/E ratio, however, indicates that there is much expectation amongst the investors about the future growth. The large P/E ratios are usually an indication of expected innovation, growth, or long-term strategic place (Damodaran, 2020). 
Nevertheless, high valuation multiples predispose companies to a crisis of being corrected by the market in case the performance is not as expected. The main risk is that of valuation sensitivity. There could be permanent overfit between the optimism in the market and the earnings performance, which is likely to increase the volatility in the share prices. Therefore, although the investor trust level is high, Tesla should produce efficiency recovery to warrant high valuation levels.
[bookmark: _Toc643110241]1.6 Cash Flow Analysis
[bookmark: _Int_ZEhMcWPA]The cash flow position of Tesla is not all that good. Table 1 reveals that the Operating Cash Flow Ratio changed to a certain extent, with a minimum of 0.55 (2022) and a maximum of 0.46 (2023 and 2025). There was a decline in the Free Cash Flow (FCF) to Sales in 2021-2022, and in 2025, there was an upward trend of 0.07. A ratio of Operating Cash Flow that is less than 1.0 implies that operating cash is not able to cover all current liabilities (Brigham and Ehrhardt, 2023). Even though Tesla has an adequate positive cash flow, the ratio indicates that it will have to rely on working capital management or extra financing facilities.
The fall in FCF to Sales is associated with high capital expenditure, as well as low operating profitability. Although innovation and expansion require financial investment, long-term stresses on the free cash flow might limit dividend policy, reduce debt or buy back shares. The most important source of the company is the fact that Tesla managed to record positive FCF over the period despite the compression of profitability. The main threat, however, is that of the erosion of margins combined with capital intensity. As long as the operating profits stay low, cash generation in the future might be put even more in jeopardy.



[bookmark: _Toc1981654350]2. Working Capital Management Analysis
Definition
Working capital management refers to the effective handling of a company’s short-term assets and liabilities to ensure it has enough liquidity to meet its immediate obligations while maintaining smooth operational performance. Its purpose is to strike an appropriate balance between liquidity and profitability by carefully controlling elements such as inventory, receivables, payables, and cash flows (Atrill and McLaney, 2022).
Critical Insight
An efficient working capital structure is essential for maintaining liquidity while supporting operational growth; however, inefficient management of inventories, receivables, or payables can increase financing needs and reduce overall profitability.
[bookmark: _Toc1214908631]2.1 Assessment of the Cash Operating Cycle
The cash operating cycle (COC) of Tesla provides valuable insights into how efficiently the company manages its liquidity and uses its resources over a given period. The COC measures the time required to convert inventory investments into cash received from customers. It is calculated using Days Inventory Outstanding (DIO) and Days Sales Outstanding (DSO), minus Days Payable Outstanding (DPO) (Atrill and McLaney, 2022).
A shorter or negative cash cycle indicates greater efficiency, as it suggests the company collects cash from customers more quickly than it pays its suppliers.
Table 2 demonstrates that the COC of Tesla has been changing considerably within the last five years. The cycle was negative in 2021 and 2022 at (25.41) and (1.30) days, respectively. This indicates that Tesla was funding its operation via supply credit successfully, where the business was being paid cash by clients ahead of paying the suppliers. This would indicate high bargaining power and effective management of the working capital. But, since 2023, it became positive with an increase of 9.39 days in 2023, 14.23 days in 2024, and the nearest to 12.84 days in 2025.
The negative-to-positive changing cycle indicates the laggard TE liquidity efficiency in the short term. As indicated in Table 2, DIO also shot up to 76.26 days in 2022 and then levelled off to 57.39 days in 2025. DPO, on the other hand, fell to 61.92 days in 2025, and this is against 90.61 days in 2022. It is crucial, especially with the decrease in DPO, that Tesla is paying its suppliers more quickly compared to previous years. Although this can enhance relationships with suppliers, it will decrease the internal cash retention. The DSO has been growing, as it was 12.80 days in 2021 and 17.37 days in 2025.
The current ratio of the company is still on the lower side as compared to most manufacturing companies; however, the trend is indicating slower collection of receivables. This, along with a decreasing DPO, adds to the favourable and increasing operating cycle. Tesla had historically been able to run with a negative cycle, effectively through supplier financing to fund its growth. Nonetheless, the latest cycle extension is a liquidity risk. The cash flow of the businesses operating in capital-heavy industries is susceptible to protracted operation cycles, especially in the period when both profitability and financial pressures are introduced (Brigham and Ehrhardt, 2023). That is why the trend of worsening of the current cycle is something that requires strategic intervention, but the current cycle length is manageable.
[bookmark: _Toc1699313095]2.2 Strategies to Improve Liquidity through Working Capital Reforms
[bookmark: _Int_E3RuaFkD]In order to improve liquidity, Tesla ought to resort to specific reforms in the inventory, receivables, and payables management. First, the inventory optimisation is essential. Table 2 indicates that DIO has stayed higher than during pre-2022, indicating that it might be overstocked or that production turnover is slower. Tesla would be able to enhance its demand forecasting with the help of sophisticated data analytics and real-time integration of its supply chain. JIT principles and lean inventory procedures can lead to a decrease in holding costs and release of working capital. 
Second, refinement of the receivables is needed. The rise of the DSO from 12.80 to 17.37 days (Table 2) shows reduced cash collection. The fact that the direct-to-consumer sales model at Tesla restricts the conventional receivables risk does not imply that, as the company expands its markets in numerous nations and sources of funds, the payment period can be prolonged. There is a possibility of reducing the receivable period by introducing incentives for early payment or tightening the level of credit tools without reducing the number of sales (Arnold, 2022).
Third, Tesla can re-evaluate its supplier policies on payment. A high decrease in DPO of 90.61 down to 61.92 days (Table 2) indicates that there is quicker payment to the suppliers. Although this can lead to increased trust among the suppliers and cost savings by possible improved pricing, it will create a decrease in liquidity buffers. Moderate extensions of payables under contractual conditions may be a solution to reclaim some negative cycle benefits. Tesla would be able to maintain relationships by having supplier financing programs or reverse factoring arrangements to optimise the timing of cash flow.
[bookmark: _Toc1814665806]2.3 Short-Term vs Long-Term Financing Options
In case of working capital strains, companies find themselves at a crossroad trying to make decisions as to whether to resort to short-term or long-term financing (Hillier et al., 2023). Short-term financing is profitable in cases related to temporary working capital because the timeframe should correspond to operational cycles (Brigham and Ehrhardt, 2023).
Nevertheless, short-term debt raises the refinancing risk and interest rate risk. In the case of Tesla that is in a cyclical and capital-intensive industry, over-short-term borrowing might increase liquidity risk during a recession. Corporate bonds, term loans and issuing of equity are the types of financing that are provided on a long-term basis. Stability is observed with long-term capital and decreases the refinancing pressure. It is generally more costly compared to short-term funding but increases money security and is in line with long-term investment in assets (Arnold, 2022).
The decreasing gearing ratio indicates Tesla depends less on debt financing, which allows the company to have flexibility to raise long-term funds in case the company is in need. Strategically, Tesla ought to equal the asset life with financing maturity. Short-term financing can be appropriate for working capital requirements that are seasonal. Structural growth in working capital, however, caused by sustained growth, should be funded using longer-term capital to prevent a liquidity mismatch. Thus, a moderate long-term debt and the internal sources of cash flow seem to be the best financing strategy.




[bookmark: _Toc5839012]3. Strategic Financial Restructuring Plan
[bookmark: _Toc954263720]3.1 Recommended Restructuring Options
Targeted divestiture and portfolio rationalisation
A ruthless analysis of non-core or subscale assets and activity should be undertaken by Tesla, aiming to free up capital tied up in low-paying areas, and reallocate to more lucrative areas with greater Tesla strategic potential (e.g., software, energy storage scale, manufacturing productivity). Divestiture may directly enhance shareholder value when the proceeds are utilised in a reduction in the cost of funding or redirecting investment to higher-ROIC projects; or in the destruction of future growth opportunities; or in forced sales at distressed prices. One possible strategy is "selective divestiture: liquidate those assets which either (a) exhibit a consistent performance below the Tesla internal hurdle rate, or (b) add complexity in operations without a corresponding margin. This is directly applicable since a shift towards a positive COC (Table 2) suggests that Tesla enjoys a reduced working capital intensity; the reduction of the cash cycle by disposition of operations with an inherent high inventory days or large working capital requirements can be used to support liquidity. Divestiture normally enhances short-term liquidity and possibly enhances capital efficiency but might decrease levels of revenue. The value outcome will be based on whether Tesla would redeploy capital in its projects, which are greater than its cost of capital and recreate the operating returns.
Strategic partnership or “asset-light” joint ventures
Automobile mergers that are of a large size tend to be integration-heavy and may curtail agility. A viable alternative is JV-based capacity sharing (e.g. regional manufacturing alliances, battery materials processing alliances or grid storage deployment alliances). Such a strategy can make operational flexible by reducing the fixed cost overhead, and the geopolitical/currency risk can be distributed among partners. It is also pro-supply-chain compliance with new clean vehicle standards. It demonstrates that sourcing and processing are gaining importance as part of the consumer bonuses (U.S. Treasury, 2023; Federal Register, 2024; IRS, 2025; CRS, 2024). Complete mergers might only be contemplated when they are evidently going to provide (a) procurement and manufacturing economies of scale; and (b) technology complementarities without undermining Tesla as a brand or strategic independence. Partnerships may maintain sharehold value by paying less in terms of acquisition premiums, by avoiding integration risk, and by enhancing sustainability in operations through a joint commitment of capital. The loss of control and possible profit sharing is the trade-off.
Equity injection or hybrid capital
The equity issuance could be very effective because the market expectations of Tesla were historically high, and it eliminates the risk of shareholder dilution when the valuation is high. The plan must consider equity injection as contingent funding, which is activated by (a) tightening of macro conditions and increased cost of refinancing, or (b) Tesla decides to speed up the high conviction project with good return prospects. An issuance policy can be enforced to safeguard the shareholder value: if to value-accretive investment or balance sheet reinforcement, not to fund structural leakage working capital. Notably, Table 2 implies that the working capital of Tesla is not self-financing, as in 2021-2022, and thus, equity or hybrids (e.g., convertibles) should be used in case the conversion of working capital cannot be restored. It will enhance liquidity and minimise leverage risk but can decrease per-share measures in case profits do not rebound. The test that the shareholder-value should be told whether an increase in new capital raises the free cash flow per share within a reasonable time.
Debt restructuring: refinance and ladder maturities to protect flexibility
The filings of Tesla show that it has material indebtedness (SEC, 2025). The first part of a restructuring plan must focus on (i) minimising refinancing precipices, (ii) increasing maturities, and (iii) preserving committed liquidity sources to unwind working-capital fluctuations. A debt optimisation process may increase shareholder value by reducing the weighted average cost of capital without restricting operational decisions. The plan also must not overspend on short-term borrowing, as Table 2 indicates that the cash cycle has turned out to be positive and thus more vulnerable to the changes in the inventory and payables. According to the Tesla disclosure, foreign exchange opportunism may also influence the financial performance (SEC, 2025), and it means that the debt currency structure ought to be aligned with cash flow currencies where possible. An improved maturity ladder will ease the liquidity risk and aid in the flexibility of operations. Nevertheless, excessive leverage can minimise returns amplification, and an effective and stable capital structure should be desired, not the minimal debt.
[bookmark: _Toc1822248368]3.2 International and Ethical Considerations
Taxation and policy dependence
The manufacturing credits and consumer incentives can have a significant impact on the pricing power and the demand for EVs. The clean vehicle credits rules in the U.S. make one eligible according to the battery components and critical mineral sourcing requirements (U.S. Treasury, 2023; IRS, 2025; CRS, 2024). Moreover, the Federal Register focuses on the restrictions regarding foreign entities of concern on the date pertaining to the dates (Federal Register, 2024). In the case of Tesla, it has two restructuring imperatives: (1) allocate its capital by focusing on supply-chain localisation and compliant sourcing pathways, and (2) stress-test profitability if some incentives are partially lost in some of its models/markets. A tax-policy scenario plan should therefore be part of the financial restructuring plan and also make sure that going through with a divestiture or partnership does not inadvertently make someone ineligible for some important credit.
Currency risk and international operations
Tesla discloses the effects of foreign exchange and says that changes in exchange rates can be adverse (SEC, 2025). The policy of hedging (disciplining policy) should also be included in the restructuring, along with hedging policy, natural hedge (cost and revenue matching the currency), and the experience of where the capital assets were placed. The accounting standards focus on highlighting the impacts of the changes in the currency on financial reporting and financial results, which supports the idea of the necessity of transparent currency-risk management (IFRS Foundation, 2022). In practice, Tesla can minimise volatility by matching financing currency with operating cash flows and not concentrating the risk in high-volatility currencies.
Inflation and input-cost resilience
The IMF anticipates a gradual slip of inflation all over the world but cautions that the country will remain uncertain of the negative risks to growth (IMF, 2025a; IMF, 2025b). To Tesla, inflation risk cannot be reduced to consumer demand erosion only, but it equally includes input-cost pressure - particularly to certain products, such as batteries and transportation. A restructuring strategy must concentrate on cost agility: modularity of capacity growth, diversification at the level of suppliers and the flexibility of the terms in the contracts, which will minimise cost pass-through shocks. The transition to the positive cash cycle in Table 2 implies that Tesla will not be able to use the timing of payables as significantly as it has so far been used as a buffer to cost shocks; operational resilience gains further importance.
CSR and ethical supply chains
The sourcing of battery minerals is one of the main ethical risk areas of the EV community. Tesla also releases reports of sustainability-related reporting through its Impact Report (Tesla, 2024). The outside pressure also continues, such as calls for better human rights due diligence in mineral supply chains (Amnesty International, 2024). The OECD Due Diligence Guidance on Responsible Mineral Supply Chains (OECD, 2016) determines the expectations of international stakeholders. The restructuring of measures, in particular, divestitures, alliances, or concentration of suppliers, should thus be decided on considering human rights, labour consideration and community representation. A financially efficient supplier strategy would result in reputational loss, regulatory risk and cost of supply disruption. Beneficial to lessen the costs of reputational damage, regulatory risk and the negative supply disruption in high-risk mining areas, without the benefit of strong due diligence, will negatively impact shareholder value. ESG controls should be integrated into the plan: audit of suppliers, grievance management and transparent reporting in compliance with OECD (OECD, 2016). Compliance and ethical failure have the potential to restrict access to financing and increase risk premia. On the other hand, the well-developed ESG governance is likely to enhance the confidence of capital markets and facilitate access to lower-cost funding. In the case of Tesla, corporate social responsibility with regard to battery sourcing is strategically connected to tax-policy qualification and access to the market, not brand image.
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[bookmark: _Toc280761801]4. Investment Appraisal and Capital Budgeting
[bookmark: _Toc1988706521]4.1 Financial Evaluation of Projects Using Capital Budgeting Techniques
The investment appraisal is vital in the strategic development of Tesla, and more especially in a sector that is capital-intensive, Technological and Unstable Demand. Tesla, a global electric vehicle (EV) manufacturer, needs to make sure that the decision of capital allocation maximises the shareholder value without compromising liquidity and being strategic to address the competitive and highly regulated markets (Tesla, 2023). Payback Period (PBP), Accounting rate of Return (ARR), Net Present Value (NPV), Internal rate of Return (IRR) and Profitability Index (PI) are used to assess the three proposed projects, namely A, B and C, at a discount of 10 per cent and straight-line depreciation. 
Project A yields a payback period of 2.33 years, ARR of 22, NPV of £29.23m, IRR of 31.23%, as well as PI of 1.58, as indicated by Table 6. The payback of project B is recorded to be 2.38 years, ARR of 22, NPV of £29.61m, IRR of 31.19% and PI of 1.59. Project C is the longest payback with an increase of 2.50 years, which gives high ARR (26%), NPV (£35.92m), IRR (33.12%) and PI (1.72). In terms of value-maximisation, NPV has been the most theoretically sound method of measuring the increase in the wealth of shareholders due to being an explicit measure of the latter (Brealey, Myers and Allen, 2020). As Table 6 indicates, the highest NPV is generated by Project C (£35.92m), which is quite large compared to Projects A and B. In the case of Tesla, where long-term technological capabilities and development in energy storage and AI-based car systems are the key priorities, projects with higher NPVs are more suitable for the creation of shareholder value.
IRR also justifies this conclusion. The IRR of the project C stands at 33.12%, which is higher than the 10 per cent cost of capital and the returns of projects A and B. As IRR indicates the rate at which the project breaks even in the discounted terms, Project C has better prospects of gaining returns. Nonetheless, IRR may be deceitful when comparing mutually exclusive projects; therefore, the choice will be reinforced by using NPV (Atrill and McLaney, 2022). This ranking is also supported under the Profitability Index. Based on Table 6, the PI of Project C is 1.72. Since Tesla is a capital-intensive organisation, i.e. Gigafactory extensions, battery technology development projects and similar ventures are valuable in per-pound terms of their strategic value. Project A shows the lowest payback of 2.33 years, but the payback approach simply does not take into account the time value of money and post-payback cash flows. Tesla is involved in an industry that involves long-term innovation cycles, and thus short-term liquidity may take precedence over long-term profitability, which could affect competitive positioning in a negative way. Although liquidity matters, especially in connection with macroeconomic volatility and fluctuating interest rates (IEA, 2023), the operating cash flows of Tesla are considered relatively robust, which lessens the dependence on basic payback indicators.
According to the ARR measure, Project C performs much better, 26% as opposed to 22% in the case of A and B. ARR, on the other hand, is based on accounting profit, and it does not give focus to the timing of returns. In certain cases, ARR can be a misleading economic reality, as is so in the case of a technology-driven company like Tesla that faces high R&D and depreciation costs. Therefore, Project C can be supported with the help of ARR; however, it should not be the sole factor in making this decision. 
In general, based solely on a financial point of view, Project C prevails in terms of NPV, IRR and PI, although the payback will be somewhat longer. Hence, in case Tesla has to decide on one project, then Project C would be financially better.
[bookmark: _Toc2041406579]4.2 Strategic and Non-Financial Considerations
Though the quantitative justification is done by using financial metrics, the investment decisions made by Tesla need strategic alignment and non-financial risks, too. Regulatory incentives, geopolitical tensions, risk in the supply of raw materials (lithium and cobalt) and the loyalty of customers affect the EV industry (IEA, 2023). The back-loaded cash flows cause Project C to have higher returns, with huge inflows in Years 3 and 4. This structure means an increased market exposure to market uncertainty. In the case of Tesla, the reliability of cash flows in the future will be essential, considering that revenues depend on changes in consumer demand and regulatory changes, especially in the US, China, and Europe (Tesla, 2023). The effect of long-term returns may be the political risk, including the changes in EV subsidies. Thus, Project C has a high NPV but has high forecasting risk in comparison with Project B with stable and consistent annual inflows. The cash flows of Project B are well spread (PS 11m/year) and hence less volatile, and operational risk may be minimised. Constant inflows improve the liquidity management and financial plan in unpredictable macroeconomic conditions. This resilience can underpin other investments of Tesla, including the supply chain localisation and AI investments.
Other strategic dimensions are customer loyalty and brand equity. The competitive edge of Tesla is based on innovation, leadership in sustainability, and software integration (Tesla, 2023). Project C, in case it grants long-term technological distinction, a battery efficiency or an auto-driving, may enhance competitive positioning attractive to a greater extent than its numerical NPV advantage. On the other hand, project B of incremental capacity expansion might stabilise the market share, but would not be a major factor in improving innovation. Capital budgeting is also affected by environmental as well as ESG considerations. Existence in the world is becoming extremely sustainable and climate impact-conscious among shareholders (IEA, 2023). Projects that support the Tesla renewable energy ecosystem, e.g. energy storage, grid integration, etc., can create reputational and regulatory advantages overlooked by the conventional appraisal methods. That is why, although project C is more financially superior, the management should consider its risk-adjusted profile conciliation with the long-term sustainability strategy of Tesla. Liquidity implications should also be taken into consideration. All the projects need a PS 50m start-up investment, but the lower payback of Project C may temporarily decrease the short-term cash flexibility. But this worry is neutralised by the size of Tesla and its availability of capital markets. Liquidity risk can be controlled since Tesla has been on a positive operating performance and growth trend (Tesla, 2023). Project C, however, provides better financial returns, but it has more exposure to risk in the future vis-à-vis the alternative. But Tesla's strategy is to focus on long-term innovation, which indicates the tolerance of calculated risk. So, the financial dominance strategy, together with strategic alignment, reinforces the Project C recommendation.
[bookmark: _Toc1915983496]4.3 Capital Rationing and Optimal Combination
Tesla can carry out two projects considering a maximum investment budget of £100m. By capital rationing, the rank of the efforts to include in projects that achieve initial investments equality should be based mainly on PI (Brealey, Myers and Allen, 2020). The PI ranking in Table 6 displays the following results: project C (1.72), project B (1.59), project A (1.58). Projects C and B will be the best combination, and thus they maximise total NPV. Project C gives £35.92m and Project B £29.61m, creating a total NPV of £65.53m. However, a combination of Projects C and A gives £65.15m, which is rather less. The combination of projects A and B only produces £58.84m, which is the least appealing. Financially, Projects C and B would be ideal shareholder maximising within the £100m constraint. This combination is strategic in mitigating risk. Project C has greater long-term growth potential compared to Project B, which has greater predictable stability. This kind of diversification is consistent with the portfolio theory and lessens the need to depend on one cash flow structure. In the case of Tesla, with its operation involving vehicle manufacturing, energy storage buildings, and artificial intelligence (AI), making a trade-off between innovation-based growth (Project C) and reliability in revenue (Project B) is a sure way to remain profitable and financially robust. This mix also aids in liquidity management, besides ensuring strategic momentum.
Conclusively, when making a single investment, Project C is most preferable because it offers a maximum of NPV, IRR and PI (Table 6). For Projects C and B, capital rationing is optimal, allowing the allocation of £100m such that maximum NPV is achieved, and risk exposure is balanced. The decision is further supported by the long-term strategic priorities of Tesla, which are innovation leadership, dedication to sustainability and international growth.


[bookmark: _Toc240983793]Conclusion
 To conclude, Tesla remains financially resilient with strong liquidity and manageable leverage; however, declining profitability and asset efficiency suggest that rapid expansion has temporarily diluted capital productivity. Future financial performance will depend on Tesla’s ability to restore margins through operational efficiency, technological innovation and disciplined capital allocation. In this description, the single investment will be more profitable (Project C), whereas a combination of Project C and B, which is a capital rationing, maximises the total NPV and balances risk. Redistribution of strategically important capital, working capital discipline and operational efficiency increases thus become significant in maintaining Tesla in its competitive and financial standing.
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[bookmark: _Toc1062702700]Appendix 1: Ratio Analysis
Worked Example Calculations for 2025:
1. Profitability Ratios
A) Return on Capital
Formula: ROCE = 
Step 1
Formula: Capital Employed = Total Assets − Current Liabilities
Total Assets = $122,070 million
Current Liabilities = $36,104 million
Capital Employed = 122,070 − 36,104 = 85,966
Operating Profit = $3,525 million
Step 2
ROCE =  
ROCE = 4.10%
B) Net Profit Margin 
Formula: Net P rofit Margin = 
Revenue = $97,690 million
Net Profit = $3,977 million
Net Profit Margin =  
= 0.0407
Net Profit Margin = 0.0407 × 100
= 4.07%
2. Liquidity Ratios
A) Current Ratio
Formula: Current Ratio = 
Current Assets = $78,520 million
Current Liabilities = $36,400 million
Current Ratio =  
 = 2.16
Current Ratio = 2.16
B) Quick Ratio
Formula: Quick Ratio = 
Inventory = $22,800 million
Step 1
78,520 – 22,800 = 55,720
Step 2
 
Quick Ratio = 1.53
3. Efficiency Ratios
a) Asset Turnover
Formula: 
Revenue = 97,670
Capital Employed = 109,700


= 0.89
b) Inventory Turnover
Formula: 
Cost of Sales = $143,200 million
Average Inventory = $22,840 million

= 6.27
4. Gearing Ratios
a) Debt-to-Equity Ratio
Formula: 
Total Debt = $36,400 million
Total Equity = $54,300 million


= 0.67
b) Interest Cover
Formula: 
Operating Profit = 3,525
Interest Expense = 274

= 12.88
5. Investment Ratios
      a) Earnings Per Share (EPS)
Formula: 
Net Income = 3,977
Shares Outstanding = 3,680

=1.08
c) Price-Earnings Ratio (P / E)
Formula: 
Market Price per Share = $430
EPS = 1.08

= 398.53
6. Cash Flow Ratio
a) Operating Cash Flow (OCF)
Formula: 
Operating Cash Flow = $16,700 million
Current Liabilities = 36,400
 
= 0.46
b) Free Cash Flow (FCF)
Formula: 
Operating Cash Flow = 16,700
Capital Expedirture = 9,800
FCF = 16,700 – 9,800 = 6,900
FCF to Sale:

= 0.07
7. Working Capital Cycle
a) Days Inventory Outstanding (DIO)
Formula: 
Inventory = 22,800
Cost of Sales = 145,000

b) Days Sales Outstanding (DSO)
Formula: 
Receivable = 4,650
Revenue = 97,690

c) Days Payable Outstanding (DPO)
Formula: 
Accounts payable = 24,000
Cost of Sales = 145,000

d) Cash Operating Cycle (COC)
Formula:
 

COC = 12.84 days

	Category
	Ratio Name
	Formula
	2025
	2024
	2023
	2022
	2021

	Profitability
	Return on Capital Employed (ROCE)
	Operating Profit ÷ Capital Employed × 100
	4.10%
	7.59%
	11.42%
	24.55%
	15.38%

	
	Net Profit Margin
	Net Profit ÷ Revenue × 100
	4.07%
	7.32%
	15.49%
	15.41%
	10.25%

	
	Gross Profit Margin
	Gross Profit ÷ Revenue × 100
	19.01%
	18.25%
	24.91%
	25.60%
	25.27%

	
	Operating Profit Margin
	Operating Profit   ÷ Revenue × 100
	3.61%
	7.59%
	11.45%
	23.62%
	16.08%

	Liquidity
	Current Ratio
	Current Assets ÷ Current Liabilities
	       2.16 
	       2.02 
	       1.73 
	       1.53 
	       1.38 

	
	Quick Ratio (Acid Test Ratio)
	(Current Assets − Inventory) ÷ Current Liabilities
	       1.53 
	       1.42 
	       1.13 
	       0.94 
	       1.00 

	Efficiency
	Asset Turnover
	Revenue ÷ Capital Employed
	       0.89 
	       1.05 
	       1.24 
	       1.46 
	       1.27 

	
	Inventory Turnover
	Cost of Sales ÷ Average Inventory
	       6.27 
	       6.68 
	       5.81 
	       4.72 
	       6.99 

	
	Days sales Outstanding (DSO)
	Accounts Receivable ÷ Revenue × 365
	17.37
	16.28
	13.05
	13.05
	12.80

	Gearing
	Debt-to-Equity Ratio
	Total Debt ÷ Total Equity
	       0.67 
	       0.66 
	       0.69 
	       0.82 
	       1.01 

	
	Interest Cover Ratio
	Operating Profit ÷ Interest Expense
	     12.88 
	     20.22 
	     56.99 
	     71.50 
	     17.58 

	Investment
	Earnings Per Share (EPS)
	(Net Profit − Preference Dividends) ÷ Number of Ordinary Shares
	       1.08 
	       2.04 
	       4.30 
	       3.62 
	       1.63 

	
	Price/Earnings (P/E) Ratio
	Market Price per Share ÷ Earnings Per Share
	   398.53 
	   198.33 
	     43.56 
	     47.85 
	   191.56 

	Cash Flow
	Operating Cash Flow Ratio
	Operating Cash Flow ÷ Current Liabilities
	       0.46 
	       0.52 
	       0.46 
	       0.55 
	       0.58 

	
	Free Cash Flow (FCF)
	Operating Cash Flow − Capital Expenditure
	       0.07 
	       0.04 
	       0.05 
	       0.09 
	       0.09 


Table 1: Ratio Analysis (Source- Author)

Figure 1: Profitability Ratios (Source- Author)

Figure 2: Liquidity Ratios (Source- Author)

Figure 3: Efficiency Ratios (Source- Author)

Figure 4: Gearing Ratios (Source- Author)

Figure 5: Investment Ratios (Source- Author)

Figure 6: Cash Flow Ratios (Source- Author)
[bookmark: _Toc1441806762]Appendix 2: Working Capital Management Analysis
	Items
	2025
	2024
	2023
	2022
	2021

	Days Inventory Outstanding
	     57.39 
	     53.91 
	     62.00 
	     76.26 
	     51.53 

	Days Sales Outstanding
	     17.37 
	     16.28 
	     13.05 
	     13.05 
	     12.80 

	Days Payable Outstanding
	     61.92 
	     55.97 
	     65.67 
	     90.61 
	     89.74 

	Cash Operating Cycle
	     12.84 
	     14.23 
	       9.39 
	     (1.30)
	   (25.41)


Table 2: Cash Operating Cycle (Source- Author)

Figure 7: Cash Operating Cycle Trend (Source- Author)
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	Project A

	Item
	Year-0
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	Initial Investment
	     50.00 
	 
	 
	 
	 
	 

	Net Cash Flows
	 
	     10.00 
	     12.00 
	     14.00 
	     10.00 
	       8.00 

	Depreciation
	 
	     10.00 
	     10.00 
	     10.00 
	     10.00 
	     10.00 

	Project Cash Flows
	    (50.00)
	     20.00 
	     22.00 
	     24.00 
	     20.00 
	     18.00 

	Discount Rate
	10%
	
	
	
	
	 

	Payback Period
	     2.33 
	
	
	
	
	 

	Accounting Rate of Return
	22%
	
	
	
	
	 

	Net Present value
	 £ 29.23 
	
	
	
	
	 

	IRR
	31.23%
	
	
	
	
	 

	Profitability Index
	     1.58 
	 
	 
	 
	 
	 


Table 3: Investment Appraisal of Project A (Source- Author)
	Project B

	Item
	Year-0
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	Initial Investment
	 50.00 
	 
	 
	 
	 
	 

	Net Cash Flows
	 
	     11.00 
	     11.00 
	     11.00 
	     11.00 
	     11.00 

	Depreciation
	 
	     10.00 
	     10.00 
	     10.00 
	     10.00 
	     10.00 

	Project Cash Flows
	    (50.00)
	     21.00 
	     21.00 
	     21.00 
	     21.00 
	     21.00 

	Discount Rate
	10%
	
	
	
	
	 

	Payback Period
	    2.38 
	
	
	
	
	 

	Accounting Rate of Return
	22%
	
	
	
	
	 

	Net Present value
	 £ 29.61 
	
	
	
	
	 

	IRR
	31.19%
	
	
	
	
	 

	Profitability Index
	      1.59 
	 
	 
	 
	 
	 


Table 4: Investment Appraisal of Project B (Source- Author)


	Project C

	Item
	Year-0
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	Initial Investment
	50.00 
	 
	 
	 
	 
	 

	Net Cash Flows
	 
	       5.00 
	     10.00 
	     20.00 
	     25.00 
	       5.00 

	Depreciation
	 
	     10.00 
	     10.00 
	     10.00 
	     10.00 
	     10.00 

	Project Cash Flows
	    (50.00)
	     15.00 
	     20.00 
	     30.00 
	     35.00 
	     15.00 

	Discount Rate
	10%
	
	
	
	
	 

	Pyaback Period
	       2.50 
	
	
	
	
	 

	Accounting Rate of Return
	26%
	
	
	
	
	 

	Net Present value
	 £ 35.92 
	
	
	
	
	 

	IRR
	33.12%
	
	
	
	
	 

	Profitability Index
	       1.72 
	 
	 
	 
	 
	 


Table 5: Investment Appraisal of Project C (Source- Author)
	Techniques
	Project A
	Project B
	Project C

	PBP
	2.33
	2.38
	2.50

	ARR
	22%
	22%
	26%

	NPV
	29.23
	29.61
	35.92

	IRR
	31.23%
	31.19%
	33.12%

	PI
	1.58
	1.59
	1.72


Table 6: Summary of Investment Appraisal (Source- Author)
Profitability Ratios	
Return on Capital Employed (ROCE)	2025	2024	2023	2022	2021	4.1049277985144968E-2	7.5882851290630465E-2	0.11417747527931167	0.24548347085153427	0.1537500589261302	Net Profit Margin	2025	2024	2023	2022	2021	4.0652978582049415E-2	7.322141467908691E-2	0.1547332417099811	0.15451376101740688	0.10486223361759843	



Liquidity Ratios	
Current Ratio	2025	2024	2023	2022	2021	2.1644068865485275	2.0249123902709831	1.7258939752330598	1.53195552061103	1.3752854605430094	Quick Ratio (Acid Test Ratio)	2025	2024	2023	2022	2021	1.5335498518004667	1.421914576177093	1.1340614999304299	0.94114343479725937	0.99568637401674698	



Efficiency Ratios	
Asset Turnover	2025	2024	2023	2022	2021	0.89381857255966524	1.0476251756051003	1.2427507384101708	1.4643800895216523	1.2686324423702446	Inventory Turnover	2025	2024	2023	2022	2021	6.2728373143963845	6.6772072896729631	5.806032584764421	4.7206947581587348	6.9857564703838806	



Gearing Ratios	
Interest Cover Ratio	2025	2024	2023	2022	2021	12.884615384615385	20.217142857142857	56.993589743589745	71.497382198952877	17.5822102425876	Debt-to-Equity Ratio	2025	2024	2023	2022	2021	0.66889465161863715	0.66366765871655264	0.68667177571287163	0.81513958482462423	1.0118917486501706	




Investment Ratios	
Price/Earnings (P/E) Ratio	2025	2024	2023	2022	2021	398.52777777777777	198.33333333333334	43.555813953488375	47.84530386740331	191.55828220858896	Earnings Per Share (EPS)	2025	2024	2023	2022	2021	1.08	2.04	4.3	3.62	1.63	




Cash Flow Ratios	
Free Cash Flow (FCF) to Sales Ratio	2025	2024	2023	2022	2021	6.5593132757547953E-2	3.665677141979732E-2	4.5022888615626262E-2	9.2877660749797447E-2	9.3175779871058836E-2	Operating Cash Flow Ratio	2025	2024	2023	2022	2021	0.46499968468184399	0.51778217272127958	0.46111033811047725	0.55127485117376163	0.58345597564070029	






Cash Operating Cycle	
2025	2024	2023	2022	2021	12.838285685587337	14.230539571785201	9.386806163844355	-1.3047521986374733	-25.409465893223484	
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