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[bookmark: _Toc224599746]Introduction
Tesla, Inc. (NASDAQ: TSLA) is the company that is among the most vibrant and monitored in the international financial markets. Tesla is an electric car manufacturer, battery-only electric vehicle manufacturer, and energy storage system manufacturer based in Austin, Texas with its forerunner, founded in 2003. In the last five years (2020-2024), the company has seen an impressive turnaround since it was a market leader as a pioneer of EVs to the most valuable automotive company in the world based on market capitalisation. This has not been a linear increase in its financial performance, recorded high profitability in 2022 was followed by high levels of compression of its margin in 2023 and 2024 as the pressure on prices and heightened competition rose.
The role assumed in this report is that of the prospective Chief Financial Officer (CFO) of Tesla. The ratio analysis of Tesla financial health is systematically examined by the following sections, the working capital management of Tesla Company is assessed, a strategic financial restructuring plan is suggested, and three capital investment projects appraised. The analysis will be based solely on annual reports, SEC filings, published financial data of Tesla as of 2020-2024. All the figures are reported in USD millions unless otherwise, and the investment appraisal in the section 4 is reported in GBP as stated in the assessment brief.

[bookmark: _Toc224599747]Section 1: Financial Health Check (2020-2024)
[bookmark: _Toc224599748]1.1 Summary of Financial Statements
In table 1 and table 2, a summary of the data on the 5-year review of income statement and the balance sheet of Tesla was presented. Ratio analysis is done based on these ratios and is done below.
	Metric (USD $M)
	2020
	2021
	2022
	2023
	2024

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

	Gross Profit
	6,630
	13,606
	20,853
	17,660
	17,450

	Gross Margin (%)
	21.0%
	25.3%
	25.6%
	18.2%
	17.9%

	Operating Income
	1,994
	6,523
	13,656
	8,891
	7,080

	Operating Margin (%)
	6.3%
	12.1%
	16.8%
	9.2%
	7.2%

	Net Income
	721
	5,519
	12,587
	14,997
	7,130

	COGS
	24,906
	40,217
	60,609
	79,113
	80,240


Table 1. Tesla, Inc. Income Statement Summary (USD $M). Source: Tesla Annual Reports / SEC 10-K Filings (2020-2024).

	Item (USD $M)
	2020
	2021
	2022
	2023
	2024

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

	Current Assets
	26,717
	27,100
	40,917
	49,616
	52,770

	Inventory
	4,101
	5,757
	12,839
	13,626
	13,224

	Accounts Receivable
	1,886
	1,913
	2,952
	3,508
	4,429

	Cash & Investments
	19,384
	17,576
	22,185
	29,094
	36,600

	Current Liabilities
	14,248
	19,705
	26,709
	28,748
	31,858

	Accounts Payable
	6,051
	10,025
	15,255
	14,431
	14,431

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

	Shareholders' Equity
	22,225
	30,189
	44,704
	62,634
	72,913

	Long-term Debt
	9,607
	6,834
	1,597
	2,857
	7,565


Table 2. Tesla, Inc. Balance Sheet Summary (USD $M). Source: Tesla Annual Reports / SEC 10-K Filings (2020-2024).
[bookmark: _Toc224599749]1.2 Comprehensive Ratio Analysis
A full-ratio analysis is carried out in Table 3 that aims at activating six categories, i.e., profitability, liquidity, efficiency, gearing, cash flow and investment.
	Ratio
	2020
	2021
	2022
	2023
	2024

	PROFITABILITY RATIOS

	Gross Profit Margin
	21.0%
	25.3%
	25.6%
	18.2%
	17.9%

	Operating Profit Margin
	6.3%
	12.1%
	16.8%
	9.2%
	7.2%

	Net Profit Margin
	2.3%
	10.3%
	15.5%
	15.5%
	7.3%

	Return on Equity (ROE)
	3.2%
	18.3%
	28.1%
	23.9%
	9.8%

	Return on Assets (ROA)
	1.4%
	8.9%
	15.3%
	14.1%
	5.8%

	LIQUIDITY RATIOS

	Current Ratio
	1.88
	1.38
	1.53
	1.73
	1.66

	Quick Ratio
	1.59
	1.09
	1.05
	1.25
	1.24

	Cash Ratio
	1.36
	0.89
	0.83
	1.01
	1.15

	EFFICIENCY RATIOS

	Asset Turnover
	0.60
	0.87
	0.99
	0.91
	0.80

	Inventory Turnover (x)
	6.1
	7.0
	4.7
	5.8
	6.1

	Receivables Turnover (x)
	16.7
	28.1
	27.6
	27.6
	22.1

	Days Inventory Outstanding
	60
	52
	77
	63
	60

	Days Sales Outstanding
	22
	13
	13
	13
	17

	Days Payable Outstanding
	89
	91
	92
	67
	57

	GEARING / LEVERAGE RATIOS

	Debt-to-Equity Ratio
	1.28
	1.01
	0.82
	0.69
	0.66

	Debt-to-Assets Ratio
	0.54
	0.49
	0.44
	0.40
	0.40

	Interest Coverage (x)
	3.2
	21.1
	66.4
	70.9
	34.2

	CASH FLOW RATIOS

	Operating Cash Flow ($M)
	5,943
	11,497
	14,724
	13,256
	14,923

	Free Cash Flow ($M)
	2,786
	4,665
	7,552
	4,357
	3,581

	CapEx ($M)
	3,157
	6,832
	7,172
	8,899
	11,339

	INVESTMENT RATIOS

	EPS (Diluted, GAAP)
	$0.21
	$1.87
	$3.62
	$3.53
	$2.04

	Book Value per Share
	$6.55
	$8.64
	$13.99
	$19.65
	$22.85


Table 3. Tesla, Inc. Comprehensive Financial Ratio Analysis (2020-2024). Source: Calculated from Tesla SEC 10-K Filings.
[bookmark: _Toc224599750]1.3 Profitability Analysis
One of the most remarkable aspects of the new financial history of Tesla is its profitability trend. In 2020, the gross profit margin stood at 21.0% and grew to a high 25.6% in 2022, accompanied by the high demand of vehicles, the efficiencies of the production in Gigafactory Shanghai and Fremont, high-margin Full Self-Driving (FSD) software subscriptions and the favourable pricing environment. Nevertheless, a long-term price-cutting programme initiated in the end of 2022 and running through to 2023, to protect market share against increasing competition by BYD, Hyundai, and other EV entrants, resulted in a crushing of the gross margin to 18.2 in 2023 and even lower to 17.9 in 2024.
Net profit margin 2022 The highest point of net profit margin was reached when the company experienced 15.5% in 2022, and then started to decrease sharply to 7.3% in 2024. The net income figure of 2023 of $14,997M million was partly aided by a large deferred asset of tax recognising about 5.7 billion; on a bottom level, the profitability loss was sharp. One indicator of compression of the margin is a return on equity (ROE) that declined to 9.8 percent in 2024, compared to the high of 28.1 percent in 2022 and an increase in the base of equity. Return on assets (ROA) also decreased to 5.8% as compared to 15.3 during the same time. The tendencies show that Tesla still enjoys profits, yet the times of the high margin of high volumes growth have come to as, now the company faces more competition, and more margin-related challenges, which requires the immediate strategic adjustment.
[bookmark: _Toc224599751]1.4 Liquidity Analysis
The liquidity position of Tesla has been relatively sound during the period of review. The current ratio was better than it was in 2020 (1.88); it increased to 1.73 then slightly dropped to 1.66 in 2023 and 2024, respectively. A current ratio of 1.5 or more is regarded as a sufficient value in a manufacturing company having high working capital requirements (Brigham and Ehrhardt, 2020). The quick ratio that does not include inventory as an asset increased to 1.24 in 2024 compared to 1.05 in 2022, indicating that despite the fact that the company did not sell inventory and transformed it into current assets to settle the current liabilities, it can cover them in the short term.
This 2024 balance of 1.15 improved as compared to 0.83 in 2022 with support of the accumulation of cash and investments to the values of 36.6 billion by the end of 2024. This good cash position gives Tesla great strategic flexibility, but it also begs concerns about capital deployment efficiency. The Board has to think whether this cash hoard could not be utilised better by offering share buybacks, initiating dividends or increased R&D investment in autonomous driving and energy storage.
[bookmark: _Toc224599752]1.5 Efficiency Analysis
The asset turnover has decreased over 0.99 in 2022 to 0.80 in 2024, or the asset base in Tesla is expanding faster than its revenue, which is supported by the intensive capital spending on new Gigafactories in Austin (Texas) and Berlin (Germany). Although this is a short-term efficiency headwind, it is in line with a long term capacity expansion strategy.
A 6.1x inventory turnover in 2024 is on industry average and indicates the direct to consumer sales channel of Tesla, which minimises inventory in the dealer lot. Days Inventory Outstanding (DIO) balance recorded 60 days as at 2024 and improved compared to 77 days which stands as an alarming level in 2022. Days Sales Outstanding (DSO) of 17 days are characteristic of Tesla which is mostly cash or financed sale oriented which has low risks like credit risks it has with the conventional automakers.
Among the factors that seem to be of particular interest in this situation is Days Payable Outstanding (DPO), which decreased considerably down to an impressive 57 days in 2024 compared to 92 days in 2022. This implies that Tesla is paying its suppliers at a faster rate which makes the company less competitive in using trade credit to obtain working capital financing in the company. This trend should be carefully managed, and it is discussed in Section 2.
[bookmark: _Toc224599753]1.6 Gearing Analysis
One of the best structural accomplishments by Tesla is its improved gearing position which has greatly improved throughout the period of review. Debt-to-equity ratio has decreased to 0.66 in 2024 as compared to 1.28 in 2020 whereas the debt-to-assets ratio has fallen to 0.40. This deleveraging is not only of high cash generation but also a high accumulation of equity. The debt obligation situation shows that Tesla is not experiencing financial stress due to its debts: the interest coverage ratio increased by 3.2x to 34.2x between 2020 and 2024 (Damodaran, 2022).
The long-term debt also decreased in 2022 since it stood at $1.6 billion in 2022 as opposed to the $9.6 billion in 2020 because Tesla applied free cash flow to pay off convertible notes. The following rise to 7.6 billion in 2024 indicates new vehicle and energy products financing programmes, most of which is non-recourse to the parent company. This is a low risk and complicated financially advanced mode of capital structure management.
[bookmark: _Toc224599754]1.7 Trends, Strengths and Threats
Key Strengths
•Market leadership: Tesla is the largest in the world EV market (in volumes) with the highest presence in the high-end market and the most recognisable EV brand in the world (BloombergNEF, 2024).
•Technological edge: Battery proprietary technology, software-defined cars, and the largest EV charging network in the world (Supercharger) establish sustainable competitive advantages.
•Growth in energy segments: The increase in energy generation and storage revenue doubled between 2020 and 2024 (from $1.99B to $10.09B) with the company no longer relying on automotive to drive revenue growth but expanding its existing income streams.
•Good cash flow: Operating cash flow is $14.9B in 2024, which gives the company enough funds to invest in and address debts.
•Low gearing: The debt-to-equity ratio is 0.66 and the cash is 36.6B which gives the company incredible financial strength and flexibility.
Key Threats
•Margin decay: The drop in gross margin, 25.6% (2022) to 17.9% (2024) is due in large part to highly aggressive global price-reductions, which, alone, without cost cuts, is impractical.
•Increasing competition: BYD had overtaken Tesla to become the largest EV dealer by volume in the world in Q4 2023. VW, Hyundai, and many of the Chinese brands are quickly bridging the quality gap (Reuters, 2024).
•Geopolitical and customs risk: More than one-fifths of Tesla sales are based in China, which is becoming increasingly a subject of geopolitical conflict and possible retaliatory trade tariffs (Tesla 10-K, 2024).
•Reputational risk: It is also reported that the politics of CEO Elon Musk have caused boycotts and an unfavorable sentiment of their brand in key European markets during the year 2024-2025 (IG International, 2025).
•Capital intensity: CapEx increased by a factor of four, as it grew not only to $3.2B in 2020 but also to $11.3B in 2024, which limits free cash flow and necessitates high levels of revenues to produce sufficient returns.
[bookmark: _Toc224599755]Section 2: Working Capital Management Analysis
[bookmark: _Toc224599756]2.1 Cash Operating Cycle Assessment
Management of working capital is very significant in capital intensive manufacturing. Cash operating cycle (COC) is related to the period between the time a firm buys raw materials and the time a firm collects cash and it is done by calculating it as follows; COC = DIO + DSO -DPO.
	Working Capital Metric
	2020
	2021
	2022
	2023
	2024

	Days Inventory Outstanding (DIO)
	60
	52
	77
	63
	60

	Days Sales Outstanding (DSO)
	22
	13
	13
	13
	17

	Days Payable Outstanding (DPO)
	89
	91
	92
	67
	57

	Cash Operating Cycle (days)
	-7
	-26
	-2
	9
	20

	Working Capital ($M)
	12,469
	7,395
	14,208
	20,868
	20,912


Table 4. Tesla, Inc. Cash Operating Cycle Analysis (2020-2024). Source: Calculated from Tesla SEC Filings.
One of the characteristics that caught my attention in the working capital performance of Tesla is that the company experienced a negative cash conversion cycle with strong values in the years 2020 and 2021 but is currently experiencing positive values in 2023-2024. During the year 2020 and 2021, Tesla successfully worked with a negative working capital, i.e., it was covering money among consumers even before it had to pay to its suppliers - this is an extremely efficient funding model similar to those in Apple or Amazon (Pike, 2020). This was achievable due to the fact that customers tend to deposit or pay the full prices of the vehicle in advance before delivery, DPO was long of about 90 days and DSO was incredibly low of 13 days.
Nevertheless, the average made it to about 20 days by 2024, as was equaled by the COC. This decline was especially caused by the squeeze of DPO since 92 days reduced to 57 days showing that Tesla is currently paying on the basis of being much faster to the suppliers. Inventory days have been largely stable at 60 days, indicative of tight production plans in use, with the slight rise in DSO to 17 days being an inducement of customer financing programmes.
[bookmark: _Toc224599757]2.2 Strategies to Improve Liquidity through Working Capital Reforms
Inventory Management
Tesla needs to invest more in artificial intelligence-based prediction of demand and manufacturing schedule. The rapid increase in DIO to 77 days of 2022 during the intensive capacity development indicates the danger of inventory growth when the demand forecasting process does not align with supply. DIO can be minimised to 45-50 days with adoption of vendor-managed inventory (VMI) contracts with major battery and semiconductor suppliers and with a more finerisle strategy of just-in-time (JIT) of finished vehicle, freeing up much working capital. As Berk and DeMarzo (2020) point out, a decrease in DIO by 15 days on a cost base of 80B would amount to the release of sporadic liquidity of around 3.3B.
Receivables Management
The current direct-to-consumer model at Tesla provides a very low direct sales outstanding, (DSO) of 17 days. Additional enhancement can be slight without compromises to customer relationships. Nevertheless, the company might consider adopting dynamic discounting deals via supply chain financing solutions, where strategic corporate company consumers and fleet operators will be provided with incentives of advance payment at the cost of lower DSO. To the energy segment, Tesla ought to invest in automated billing systems to minimise the DSO to a 10 day figure.
Payables Management
The greatest opportunity available as a working capital improvement suggestion is undoing the DPO compression. The DPO of Tesla decreased in 2022 (92 days) and 2024 (57 days). The CFO ought to renegotiate DPO extensions with key strategic suppliers back to 75-85 days, leveraging on the fact that Tesla is a large supplier, the history of prompt meetings with its payors, and that long term supply contract. Another important tranche is the extension of DPO, which gives the interest-free financing. Such a strategy has to be offset against the financial health of the suppliers to prevent the disruption of the supply chain (Hillier et al., 2019).
[bookmark: _Toc224599758]2.3 Short-Term versus Long-Term Financing Options
Short-Term Financing
The trade credit is the main short-term source of finances in Tesla. The revolving credit facilities and commercial paper markets are also available to the company and they can be used to cover the seasonal liquidities or stock up inventory before the significant cycles of delivery. The benefit of short-term inflation is flexibility and lower cost of interest in general; the risk includes refinancing wager and rollover risk during market instability.
Long-Term Financing
In the case of the structural capital or new Gigafactory, or large-scale technology platforms, long-term funding is a better choice. Green bonds or sustainability-linked bonds can be issued by Tesla at attractive rates because it has a good credit ratio and the necessary cash (36.6B) to fund the project. The capital structure of Tesla would specifically suit green bonds, as this company pursues an environmentally oriented mission, and there is an increasing number of ESG-centred institutional investors who are willing to pay a greenium (a slightly lower yield in comparison to regular bonds) (Climate Bonds Initiative, 2023). The advisable strategy of Tesla is a mixture of both: retain a lean working capital cycle financed by extended trade credit and current cash holdings to support daily operations and finance megabudgets of the capital expenditure with the help of long term project finance and green bonds.

[bookmark: _Toc224599759]Section 3: Strategic Financial Restructuring Plan
[bookmark: _Toc224599760]3.1 Context: Why Restructuring Is Needed
The financial position of Tesla in 2024 is that of what seems to be strong but which has structural issues. The balance sheet is very well-capitalised, and cash-rich, but the position of income statement discloses that the business is under a high margin pressure. The operating margin reduced to 7.2 in 2024 versus 16.8 in 2022, net income has decreased to 7.1B versus 12.6B and EPS is also lower to 2.04 as compared to 3.62. The car gross margin has been shifting to that of standard auto-makers (15-20%), losing the premium price multiple that the company has been historically getting. It is against this background that proactive strategic financial reorganisation is necessary in order to safeguard shareholder value and position Tesla to the subsequent stage of expansion.
[bookmark: _Toc224599761]3.2 Recommended Restructuring Options
Alternative 1: Portfolio Rationalisation and Selective Divestiture.
The energy generation business brought about 10.1B in total revenue to Tesla in 2024, with a 50% and greater CAGR. This sector reacts on the enhancement of margins especially the Megapack utility scale storage. The CFO ought to consider the possibility of spinning off the Energy Business as a freestanding listed company as it will create shareholder value since the investors will be able to create a higher utility/clean energy valuation multiple in this fast-growing asset. Alternatively, partial IPO of Tesla Energy at a 20-30 percent float has the potential of raising 20-40B based on the valuation of similar energy storage companies, which can be used to fund autonomous vehicle development and Gigafactory growth. The operational complexity and bandwidth of management are the most significant risk; thus, a decision to be made should be presented to the Board and have a review by independent financial advisers (Damodaran, 2022).
Alternative 2: Share Buyback Programme.
The cash reserve totaling 36.6B of Tesla at the end of 2024 is far more than the reserves of liquidity of a company of its size. The 2025-227 structured share buyback of 10-15B would have the following effects: the shareholders would have acquired capital in an accretive manner; the shareholders would have increased their earnings per share, as there would have been a reduction in the number of shares and lastly, the management would have indicated confidence in the long-term intrinsic value of the company. According to Berk and DeMarzo (2020), buybacks are most efficient in those cases when the management is convinced that the share price is lower than the intrinsic value.
Alternative 3: Technology Acceleration Strategic Acquisition.
Tesla needs to look beyond organic R&D and aim at a narrow acquisition in either artificial intelligence / autonomous driving software space, or next-generation battery chemistry. Potential acquisitions might be battery tech startups developing solid-state batteries, LiDAR/sensor fusion firms, or AI inference chip designers that might lessen the reliance of Tesla on other hardware to process FSD data. Acquiring companies at small to mid-price (1-3B) would be financially within Tesla means and may bring the commercialisation of fully autonomous robotaxi services to the market faster.
[bookmark: _Toc224599762]3.3 Impact on Shareholder Value, Debt Structure and Operational Flexibility
The trend of a selective Energy segment review, buyback programme, and strategic acquisition would jointly enhance the EPS through a reduction in share count and quickening the high-margin revenue flows up; a healthy gearing ratio of less than 0.8x debt-to-equity; and operational flexibility with a minimum cash buffer of $15B. The buyback programme is particularly a response to non-performance of Tesla shares in 2024, when the stock was falling about 12 percent to wider markets and partly due to the fear of persons of dwindling automotive margins (Arnold, 2019).
[bookmark: _Toc224599763]3.4 International Considerations: Currency Risk, Inflation, and Taxation
Tesla obtains nearly 45 per cent of its revenues beyond the United States, and China must account for apart 22 per cent of the total revenues. This exposes them to a lot of foreign exchange (FX) exposure that is mostly to the Chinese Renminbi (RMB), Euro, and other currencies. The CFO ought to introduce a formal hedging programme consisting of a mix of forward contracts and a natural hedging programme in order to minimise the effect of FX volatility on reported earnings. In 2024, FX headwinds had turned around total revenue by about minus 0.7B ( Tesla 10-K, 2024).
The structural cost pressure is inflation especially on the raw materials that include lithium, cobalt, nickel as well as copper. Tesla has dealt with this to some extent by signing supply contracts with mining firms over time, and vertically integrating into the battery manufacturing business. The CFO must consider additional upstream investment in lithium processing which has the potential to lower the costs of battery cells to less than 70/kWh in 2027 and significantly enhance the gross margins. The international tax system of Tesla is favourable due to high lends of R&D tax credits in the US, manufacturing incentives under the Inflation Reduction Act (IRA), and special deals in China on high-tech businesses. CFO should also observe alterations to OECD global minimum tax regulations (Pillar Two) which could raise effective tax rates in jurisdictions where Tesla has been enjoying below-15 per cent rates.
[bookmark: _Toc224599764]3.5 Corporate Social Responsibility (CSR) and Ethical Considerations
Any restructuring involving financial issues has to be evaluated in terms of ESG as this approach is developingly central to the Tesla investors and regulators. Partially energy business IPO may contribute to greater transparency and enhance the granularity of ESG reporting, granting the investors a better opportunity to assess how Tesla has contributed to the development of renewable energy infrastructures. Share buybacks should be done in a way that does not suggest giving more preference to shareholders returns instead of investing in the welfare of the workforce, especially considering that after Tesla substantially reduced its workforce, by a factor of about 10 percent, in early 2024.
Environment The EU Battery Regulation (2027) requirements influence increased investment into responsible use of battery materials. The CFO can use a special tranche of sustainability-based bond proceeds to fund supply chain due diligence and responsible mining measures, so that the financial restructuring of Tesla enhances its strong environmental way of living and not the opposite (Carroll and Buchholtz, 2015).


[bookmark: _Toc224599765]Section 4: Investment Appraisal and Capital Budgeting
[bookmark: _Toc224599766]4.1 Project Overview
Three investment opportunities have been brought forward as CFO and each has 5 year net cash inflows with initial outlay of £50 million. The discount rate is 10% per annum and straight-line depreciation to zero residual value is to take place over the life span of the project of five years.
	
	Year 0 (£M)
	Year 1 (£M)
	Year 2 (£M)
	Year 3 (£M)
	Year 4 (£M)
	Year 5 (£M)
	Total NCF

	Project A
	-50
	10
	12
	14
	10
	8
	54

	Project B
	-50
	11
	11
	11
	11
	11
	55

	Project C
	-50
	5
	10
	20
	25
	5
	65


Table 5. Project Net Cash Flows (£M). Source: Assessment Brief.
[bookmark: _Toc224599767]4.2 Payback Period (PBP)
Payback Period is the time wherein cumulative net cash flows are recovered, or in other words, the time to recover the initial investment. It does not consider the time value of money but offers a liquidity-risk model that is handy (Hillier et al., 2019).
Project A: Year 1: £10M (cumulative: £10M) | Year 2: £22M | Year 3: £36M | Year 4: £46M | Remaining after Year 4: £4M. Year 5 inflow: £8M. PBP = 4 years + (4/8 x 12) = 4 years 6 months.
Project B: Year 1: £11M | Year 2: £22M | Year 3: £33M | Year 4: £44M | Remaining: £6M. Year 5 inflow: £11M. PBP = 4 years + (6/11 x 12) = 4 years 6.5 months (approximately 4 years 6 months).
Project C: Year 1: £5M | Year 2: £15M | Year 3: £35M | Year 4: £60M. Remaining after Year 3: £15M. Year 4 inflow: £25M. PBP = 3 years + (15/25 x 12) = 3 years 7.2 months (approximately 3 years 7 months).
PBP Ranking: Project C (3 years 7 months) > Project A = B (approximately 4 years 6 months). Project C recovers the investment fastest, which is strategically advantageous given Tesla's need to deploy capital efficiently.
[bookmark: _Toc224599768]4.3 Accounting Rate of Return (ARR)
ARR = (Average Annual Net Profit / Initial Investment) x 100. Average Annual Depreciation = £50M / 5 = £10M per year.
Project A: Average Annual NCF = £54M / 5 = £10.8M. Average Annual Profit = £10.8M - £10M = £0.8M. ARR = 0.8 / 50 x 100 = 1.60%.
Project B: Average Annual NCF = £55M / 5 = £11.0M. Average Annual Profit = £11.0M - £10M = £1.0M. ARR = 1.0 / 50 x 100 = 2.00%.
Project C: Average Annual NCF = £65M / 5 = £13.0M. Average Annual Profit = £13.0M - £10M = £3.0M. ARR = 3.0 / 50 x 100 = 6.00%.
ARR Ranking; Project C (6.00%) > project B (2.00%) > Project A (1.60%). The ARR values are relatively low in all projects, and this serves to highlight that ARR as a single measure could be inappropriate in capital projects that have short-horizon and are characterised by high depreciation values in comparison to profit.
[bookmark: _Toc224599769]4.4 Net Present Value (NPV)
NPV will discount the future cash flows (at a rate of 10 percent) and deduct the initial investment. One of the outcomes of NPV is positive value creation or negative value destruction with respect to the hurdle rate. All the projects do not give a positive NPV at 10 percent, as they all give lower returns in comparison to the cost of capital - although Project C destroys the smallest (and Project D gives the nearest) value.

	NPV (£M)
	DF Y1=0.909
	DF Y2=0.826
	DF Y3=0.751
	DF Y4=0.683
	DF Y5=0.621
	PV Total
	NPV

	Project A
	9.09
	9.92
	10.51
	6.83
	4.97
	41.32
	-8.68

	Project B
	10.00
	9.09
	8.26
	7.51
	6.83
	41.69
	-8.31

	Project C
	4.55
	8.26
	15.03
	17.08
	3.10
	48.02
	-1.98


Table 6. NPV Calculation at 10% Discount Rate (GBP, millions). Discount Factors: Y1=0.909, Y2=0.826, Y3=0.751, Y4=0.683, Y5=0.621. Source: Own Calculations.
NPV Ranking Project C (-1.98M) and Project B (-8.31M) exceeding Project A (-8.68M). The back-weighted cash flow profile that has a high flow of cash in Years 3 and 4, Project C is moderately penalised in the form of discount and bests Project A and B in terms of cash flows available and the cash flows profile.
[bookmark: _Toc224599770]4.5 Internal Rate of Return (IRR)
IRR is the rate of discount when NPV is zero. Given that all projects yield negative NPV at 10%, interpolation between zero (where the NPV is positive) and 10% is the method of estimating IRR.

Project A: NPV at 0% = +£4M; NPV at 10% = -£8.68M. IRR approximation: 0% + [4 / (4 + 8.68)] x 10% = approximately 3.2%. Does not meet the 10% hurdle rate.
Project B: NPV at 0% = +£5M; NPV at 10% = -£8.31M. IRR approximation: 0% + [5 / (5 + 8.31)] x 10% = approximately 3.8%.
Project C: NPV at 0% = +£15M; NPV at 10% = -£1.98M. IRR approximation: 0% + [15 / (15 + 1.98)] x 10% = approximately 8.8%. Closest to the hurdle rate, confirming it is the strongest project.
[bookmark: _Toc224599771]4.6 Profitability Index (PI)
PI = PV of Future Cash Flows / Initial Investment. A PI greater than 1 indicates value creation; below 1 indicates value destruction at the given discount rate.
Project A: PI = 41.32 / 50 = 0.827.
Project B: PI = 41.69 / 50 = 0.834.
Project C: PI = 48.02 / 50 = 0.960.
PI Ranking: Project C (0.960) > Project B (0.834) > Project A (0.827). Project C's PI of 0.960 indicates only a 4% shortfall in value relative to investment, compared to a 17% shortfall for Projects A and B. PI is particularly useful for capital rationing as it measures value per pound invested.
[bookmark: _Toc224599772]4.7 Summary Appraisal and Recommendation
IRR ranking: project C (around 8.8) comes with the highest value followed by project B (around 3.8) and finally project A (around 3.2). All of the projects are marginally value-destructive in pure financial terms (Lindeman 2003). Non-financial strategies can however command this discovery appropriately.
	Metric
	Project A
	Project B
	Project C
	Best Project
	Ranking

	Total NCF (£M)
	£54M
	£55M
	£65M
	C
	C>B>A

	Payback Period
	4 yrs 6 mths
	4 yrs 6 mths
	3 yrs 7 mths
	C
	C>A=B

	ARR
	1.60%
	2.00%
	6.00%
	C
	C>B>A

	NPV (10%)
	-£8.68M
	-£8.31M
	-£1.98M
	C
	C>B>A

	IRR (approx.)
	~3.2%
	~3.8%
	~8.8%
	C
	C>B>A

	PI
	0.827
	0.834
	0.960
	C
	C>B>A


Table 7. Summary of Investment Appraisal Results. Source: Own Calculations.

[bookmark: _Toc224599773]Recommended Project: Project C
It is clearly the most suitable investment in all five methods of appraisal: project C provides the shortest payback period (3 years 7 months), the highest ARR (6.00), the lowest negative NPV (-1.98M), the highest IRR (about 8.8), and the highest PI (0.960). It is also bringing the highest overall net cash flow of £65M - a 10M premium over Project B and 11M premium over Project A.
The economic viability is supported with the help of the current position of operation of Tesla. The liquidity position of Tesla is high as its current ratio stands at 1.66 and has a cash reserve of 36.6B implying that the firm is well-positioned to absorb the insignificant negative NPV when making a strategic investment. The back-loaded cash flow profile of project C which consists of the massive cash outflow of £20M in Year 3 and cash outflow of 25M in Year 4, fits within the strategic plan of Tesla. These are the years where the production of the Cybertrucks will be at full scale, subscription revenue of FSD is supposed to grow significantly and the energy storage business is likely to reach the revenues of an estimated 15 billion and above. The fact that the cash-generating ability of the organisation has been improving over Years 3-5 would thereby furnish the financial surround in which the delayed payoffs of the Project C would be completely manageable.
The non-financial risk aspects also have an advantage to Project C with the front-heavy and flat cash flow of projects A and B respectively enjoying more immunity to near-term operational shocks like supply chain shocks, tariff increase, or demand swings that Tesla is currently having to go through. The brand considerations and customer loyalty also justify Project C: any investment in Tesla that will improve the quality of products or their safety or their environmental characteristics will contribute to the strengthening of the brand and helps it bear the premium price, partly reducing the trend toward the elimination of the margin discussed in Section 1.
[bookmark: _Toc224599774]4.8 Capital Rationing: Optimal Combination with a £100M Budget
The total capital budget constraint of Tesla is available as 100 million so the maximum available two projects can be financed. The three two project combinations are evaluated as below.
	Combination
	Total Investment
	Total NCF (£M)
	Combined NPV
	Verdict

	A + B
	£100M
	£109M
	-£16.99M
	Inferior

	A + C
	£100M
	£119M
	-£10.66M
	Possible

	B + C (RECOMMENDED)
	£100M
	£120M
	-£10.29M
	OPTIMAL

	A + B + C (over budget)
	£150M
	£174M
	-£18.97M
	Exceeds limit


Table 8. Capital Rationing Analysis - Optimal Project Combination (GBP, millions). Source: Own Calculations.

The combination of Project B and Project C is the best capital assignment with the constraint of the market being below 100M. This combination achieves the maximum cumulative total net cash flow of £120M and a combined NPV of -10.29M which is the least negative of all two-project combinations. It offers a balanced cash flow profile as well in which the continuous inflows of Project B of 11M/year offer early liquidity support and Project C makes larger Years 3-4 payoffs.
The single-project and the dual-project recommendation use project C as an anchor, and it proved to be the best strategic and financially superior out of these two projects. The combination of B and C will give Tesla a diversification of cash flow timing. The early inflows of Project B are stable, which is why they can be used by the project to achieve operational liquidity during Years 1-2, and the heavy and back-loaded structure of Project C allows it to maximise the total value. The A+C mix is made worse than B+C by the fact that there is no specific cash flow timing benefit that can cover-up the low total cash flows and low NPV of project A.

[bookmark: _Toc224599775]Conclusion
The present report has created a complete financial report of Tesla, Inc. through the perspectives of the Chief Financial Officer concerning the 2020-2024 timeframe. According to financial health assessment, the company has demonstrated extreme profitability in 2021-2022 after which it has recorded a high margin compression due to a combination of pricing strategy, intensified competition, and increased capital expenditure. Nevertheless, the balance sheet of Tesla is healthy with low gearing, good cash position and increasing liquidity ratios.
The working capital analysis revealed a worrying change in terms of negative cash conversion cycle of 2020-2021 to positive cash conversion cycle of 20-days old of 2024; with Days Payable Outstanding compression being the action driver. Some of the suggested changes are the extension of strategic DPO negotiations with the suppliers, the improved forecasting of demand to control stock, the hybrid system of financing with the help of long-term extensions of the trade credit and green bonds.
The strategic restructuring plan suggests three complementary measures absorbed by a review of the Energy Business to a possible partial IPO and open valuation, a comprehensive share buyback programme to use idle cash accretively, and an aggressive technological acquisition to accelerate FSD and battery creation. All these actions will help it to both cope with the immediate profitability issue and the long-term competitiveness of the company, as well as ensure compliance with the ESI principles and strong risk management.
The investment appraisal shows that the Project C has been identified as the more superior investment opportunity basing on the five standard capital budgeting criteria. Project B and Project C form the best combination as it provides both a maximum cash flow and minimum negative combined NPV, and it is also able to diversify the cash flow in the project welcomes the capital in the project timeline under capital rationing with the constraint that is of 100M.
The over-strategy focus of the CFO as a strategic officer should be to reestablish automotive gross margins to 22-25% by cutting costs through a review of North and South capabilities, manufacturing efficiency improvement and selective pricing stabilisation, and judiciously investing in the next-generation growth platforms of autonomous driving, energy storage, and AI-powered services that will make Tesla a competitive focus within the next decade.
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[bookmark: _Toc224599778]Appendix 1: Detailed NPV Calculations

	Project A
	Y0
	Y1
	Y2
	Y3
	Y4
	Y5
	Sum PV
	NPV
	IRR

	NCF (£M)
	-50
	10
	12
	14
	10
	8
	—
	—
	—

	DF (10%)
	1.000
	0.909
	0.826
	0.751
	0.683
	0.621
	—
	—
	—

	PV (£M)
	-50.00
	9.09
	9.92
	10.51
	6.83
	4.97
	41.32
	-8.68
	~3.2%



	Project B
	Y0
	Y1
	Y2
	Y3
	Y4
	Y5
	Sum PV
	NPV
	IRR

	NCF (£M)
	-50
	11
	11
	11
	11
	11
	—
	—
	—

	DF (10%)
	1.000
	0.909
	0.826
	0.751
	0.683
	0.621
	—
	—
	—

	PV (£M)
	-50.00
	10.00
	9.09
	8.26
	7.51
	6.83
	41.69
	-8.31
	~3.8%



	Project C
	Y0
	Y1
	Y2
	Y3
	Y4
	Y5
	Sum PV
	NPV
	IRR

	NCF (£M)
	-50
	5
	10
	20
	25
	5
	—
	—
	—

	DF (10%)
	1.000
	0.909
	0.826
	0.751
	0.683
	0.621
	—
	—
	—

	PV (£M)
	-50.00
	4.55
	8.26
	15.03
	17.08
	3.10
	48.02
	-1.98
	~8.8%


Appendix 1. Detailed NPV and IRR Calculations for Projects A, B and C.

[bookmark: _Toc224599779]Appendix 2: Key Financial Ratios - Formulae
Gross Profit Margin = Gross Profit / Revenue x 100
Current Ratio = Current Assets / Current Liabilities
Quick Ratio = (Current Assets - Inventory) / Current Liabilities
Return on Equity (ROE) = Net Income / Shareholders Equity x 100
Return on Assets (ROA) = Net Income / Total Assets x 100
Debt-to-Equity = Total Liabilities / Shareholders Equity
Interest Coverage = Operating Income / Interest Expense
DIO = (Inventory / COGS) x 365 | DSO = (Accounts Receivable / Revenue) x 365 | DPO = (Accounts Payable / COGS) x 365
Cash Operating Cycle = DIO + DSO - DPO
ARR = Average Annual Net Profit / Initial Investment x 100
PI = Present Value of Future Cash Flows / Initial Investment


Data Link:- https://docs.google.com/spreadsheets/d/1qYYsciSsQDEnytaOaOwX2DVdFT3-sIyr/edit?usp=drive_link&ouid=103909674755101087279&rtpof=true&sd=true
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