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[bookmark: _Toc227676765]1. Introduction
Financial health analysis is not only a measurement tool but a decision-making model. This is applied to determine whether a company is generating sustainable shareholder value or increasing revenues at the cost of efficiency and returns. It is based on using financial statements and ratios to determine performance and risk exposure. However, rapid revenue growth does not always indicate financial effectiveness, and Tesla has dropped its profitability and cash efficiency even in growth periods (Olayinka, 2022). Tesla Inc. has a high rate of innovation and increased cost pressures. The current performance indicates revenue stability and decreasing profitability, which is a concern in terms of efficiency and margin sustainability. Financial strength is also challenged by competitive pressures and strategic price cuts. 
In this report, a critical analysis of Tesla’s financial performance over the past five years will be performed. It will evaluate trends in the income statement, balance sheet and cash flow to determine the key changes. It will use profitability, liquidity, efficiency and gearing ratios to determine financial stability. Additionally, this report will analyse cash flow and investment ratios to describe value creation and sustainability. It will determine strengths, such as growth driven by innovation and strong cash generation. Moreover, this report will explain key threats like margin pressure, increasing costs and competition. Lastly, it will justify Tesla's overall financial performance and future financial status.
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Figure 1: Tesla Company Logo 
Source: (Tesla, 2025)

[bookmark: _Toc227676766]2. Financial Health Check – Tesla Inc. (2021–2025)
Summary of Five-Year Financial Performance
[image: Infographic: Tesla Sales Drop in Europe | Statista]
Figure 2: Tesla Sales Drop in Europe
Source: (Fleck, 2025)
Financial statements consist of income, balance sheet and cash flow statements. Though Tesla is increasing its revenues between 2021 and 2024, this is supported by growing its prices, not its volumes, which raises the question of whether demand-led growth can be sustained (Tesla, 2025). The growth rate decreased in 2025 while the revenue declined marginally to $94.8bn. The deceleration indicates demand saturation and competitive pricing. The net income increased to its highest point in 2023 but then dropped considerably, indicating that the previous growth in profitability was not structurally viable and due to the temporary cost of advantage. However, profits decreased to $3.8bn in 2025. An increase in assets was attributed to expansion investments. Tesla invested in plants, AI and batteries. However, the growth of assets exceeded the growth of profits beyond 2023. This reduced overall efficiency. Though cash flow is positive, the volatility is rising, implying that the internal funding ability of Tesla is becoming less predictable, increasing the risk of long-term investment. Additionally, the large capital expenditure lowered the stability of cash flow. It indicates the aggressive growth strategy of Tesla (Qadir, 2025). A shift in financial performance indicates a transition to consolidation rather than growth (Nasution and Yusleny, 2023).

Profitability Ratios
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Figure 3: Gross Margin%
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Figure 4: Operating Margin%
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Figure 5: Net profit %
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Figure 6: ROA%
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Figure 7: ROE%
The highest gross margin of Tesla was in 2022, followed by a significant drop. Price reductions decreased revenue per unit. An increase in material costs also reduced margins. The drop in margins after 2023 indicates that Tesla’s pricing power is diminishing in a more competitive EV market, especially when compared to low-cost Chinese producers. Compared to BYD, Tesla’s declining margin trend is sharper, suggesting stronger pricing pressure in Western markets. The cost-volume-profit theory indicates that declining margins lead to a lower contribution per unit. The decreased ROA and ROE is a sign of poor asset utilisation where growth in the asset base has not equated to a corresponding increase in shareholder returns. Therefore, there are some chances of over-investment. The growth in assets failed to create commensurate returns, implying ineffective capital utilisation. The agency theory indicates the possibility of the management over-investing in growth projects. This decreases shareholder value during declining returns. Comprehensively, structural pressure is indicated by profitability deterioration. Tesla experiences cost inflation and competitive pricing. Long-term investments in innovation decrease short-term income.
Liquidity Ratios
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Figure 8: Current Ratio
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Figure 9: Quick Ratio
Tesla's current ratio improved in 2022 but decreased in 2025 and 2025. Similar movement is seen in the quick ratio, without the effects of inventory. A ratio above 1 indicates enough liquidity. However, declining ratio in 2025 show increased pressure on working capital. The level of inventory rose because of reduced demand growth. Excess liquidity reduces risk but lowers returns. To prevent future risks, it is vital to manage the working capital effectively (Gunawan, 2023).
Efficiency Ratios
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Figure 10: Asset Turnover
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Figure 11: Inventory Turnover
Reducing asset turnover implies that Tesla is not yet fully earning the capital it has grown its assets, indicating that there are inefficiencies in the capacity utilisation and over-investment in production capacity. New plants may not operate at full capacity. Additionally, there was also a decrease in inventory turnover, showing reduced demand or excess production. This increases holding costs and risk of obsolescence. Tesla's growth plan could have resulted in surplus capacity. Overall, the efficiency ratios highlight operational issues, as well as ineffective proportional gains due to growth investments (Hu, et. al., 2022).
Gearing Ratios
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Figure 12: Debt-to-Equity
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Figure 13: Interest Cover
Tesla’s debt-to-equity ratio was low until 2023. This implies reduced financial risk and better capital structure. However, there is a minor increase after 2023, suggesting a renewed reliance on debt. Cover of interest decreased significantly beyond 2023. Declining earnings decreased the capacity to make debt payments (Dai et. al., 2024).
Additionally, the theory of trade-off implies optimal debt balances in terms of tax benefits and risk. Despite the low gearing, the constant reduction in the interest coverage indicates that a slight debt exposure can be risky in case profitability is further diminishing. However, the decreasing income increases the firm’s financial vulnerability. 
Investment and Cash Flow Ratios
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Figure 14: Operating cash flow ratio
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Figure 15: Free cash flow
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Figure 15: EPS
The operating cash flow ratio decreased in 2025. This trend was due to falling profits. The high volatility in the amount of free cash flow indicates that Tesla is now focusing on its future expansion at the expense of short-term financial stability, making investors more uncertain. Capital expenditure was high and decreased stability. Tesla heavily invests in future technologies. The earnings per share decreased sharply post-2023. This minimises investor payoffs and investor confidence. According to the shareholder value theory, investors lose confidence in a company due to decreasing EPS. Overall, Tesla has high cash flows but is volatile. Short-term returns are affected by the intensity of investment (Zhang, 2025).

Key Trends, Strengths and Threats
Financial trends indicate changing performance over the years. Tesla has a high growth in revenues and market dominance. Diversification is facilitated by expansion into energy storage, minimising automotive sales. High cash flow operations are helpful in long-term investments (Barnabas and Oloyede, 2024). The future competitiveness is enabled by innovation in AI and autonomous driving. However, there are some threats, such as a decline in the growth of automotive revenues. Margins have been lowered by cuts in prices. There is an increase in the competition among international EV companies. Additionally, increasing the cost of R&D affects the budget. Such investments cannot provide short-term returns. Additional costs are created by inflation and supply chain disruptions. The most critical one is margin compression. A decrease in profitability impacts the flexibility of financial performance (Wu et. al., 2024). This reduces the shock-absorbing capacity of the firm. Overall, Tesla is characterised by a clear gap between strategic aspirations and financial results, with the current tendency of long-term investments in innovation to undermine the short-term profitability and operational efficiency.
Summary of Overall Financial Health
Financial health indicates the capacity of a firm to grow and stay stable. Tesla has a good revenue generation and market presence. However, the profitability has, over the past few years, dropped substantially. Return on investment and efficiency have been compromised. There is sufficient liquidity with early indications of strain. The level of cash flow is high and fluctuating. Additionally, the investment level is high, which decreases short-term financial stability. Gearing is low, and it minimises financial risk. However, low profits undermine the amount of debt services. Overall, Tesla is not yet financially efficient in its strict shareholder-value sense because its revenue growth and liquidity status are outweighed by decreasing profitability, decreasing efficiency and unstable cash flows. Tesla’s financial structure shows a clear divergence between revenue growth and declining returns. The pressure of profitability and the decline of efficiency need to be adjusted strategically. To achieve long-term success, a balance between innovation, cost control and operational efficiency is needed.
One of the most important issues that arises out of this analysis is that Tesla’s development plan is more inconsistent with the principles of value creation. The growth in revenue and investment in innovation is a positive indicator of long-term strategic motivation. However, the trend of an all-time reduction in profitability and efficiency is an indication that growth is being pursued at the cost of financial discipline. This increases the chances of value dilution, whereby capital is invested in projects that do not yield sufficient returns in comparison to its expenditure. This, as a CFO, means it could be a change in shareholder value maximisation to market dominance, which may not be sustainable in a highly competitive and price-sensitive EV market. Thus, there is a need to reposition the organisation at once to create a balance of growth, profitability and capital efficiency.

[bookmark: _Toc227676767]3. Working Capital Management Analysis
Cash Operating Cycle Assessment (2024 vs 2025)
The cash operating cycle is used to determine the time it takes to convert working capital into cash. It consists of inventory days, receivables days and payables days. A shorter cycle enhances liquidity, whereas a longer cycle increases financing requirements (Akpadaka and Edeh, 2024).
Key Calculations
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Figure 17: Cash Operating Cycle Assessment (2024 vs 2025)
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Figure 18: Cash Conversion Cycle 
Increased inventory days indicate decreased inventory turnover and poor demand. The inventory days at Tesla increased from 55 to 58 days, showcasing a surplus stock. The increase in inventory amounts to holding costs and decreased operational efficiency.
Receivables days increased to 21 days as a result of slow customer payments. This could be in the form of long-term credit to boost demand. However, delayed collections decrease cash flows and reduce liquidity (Bessonova et. al., 2024).
The firm experienced a reduction in the number of payables days (72 to 69 days) with supplier payments being expedited. There can be an improvement in the supplier relationships, although short-term liquidity is weak.
The cash conversion cycle rose to 25 days, as compared to 13 days. It highlights reduced cash collection and increased working capital needs. In the liquidity preference theory, longer periods lead to more dependence on external funding. Tesla’s liquidity position weakens as the cash is more tied up in operations.

Trends in Working Capital Components
The elements of working capital are inventory, receivables and payables. Operational efficiency and financial strategy are represented in their movement. The stock levels were high with falling auto volumes. This implies overproduction, while excessive inventory raises storage costs and obsolescence. Weak demand forecasting is also an indication. There was moderate growth in the receivables with increased exposure to credit. Selling on credit can help increase sales. However, it decreases cash flow stability. This is a trade-off between sales expansion and liquidity, which can be explained by the trade-off theory. Therefore, Tesla appears to prioritise sales over cash discipline (Toušek et. al., 2023).
There was a slight drop in payables, which decreased supplier financing benefits. Reduced payables minimised flexibility in short-term funding. However, early payments can contribute to the stability of supply chains. Overall, there is a downward trend in working capital efficiency. Slow collections and accumulation of inventory decrease liquidity strength. Moreover, the operational strategy is not aligned with the present demand conditions.
Recommendations for Working Capital Improvement
Working capital management is directed towards enhancing liquidity and minimising financial costs. Efficiency and stability of cash flows can be improved through strategic changes. Just- in-Time (JIT) inventory can match the demand to minimise stock and holding expenses (Folinas, et. al., 2025). Data analytics can help Tesla to better predict. The lean management theory advocates waste minimisation through efficient production systems. Moreover, better supplier terms can help to extend payables without ruining relationships. Tesla can negotiate with major suppliers for a longer period of credit. This will enhance trade credit and minimise instant cash payments. However, delays can be counterproductive to supplier trust.
Rigorous credit management can enhance receivables management. Tesla can implement stricter credit and payment terms. Additionally, online payment methods can make payments easier (Calderon, 2025). This enhances cash inflows and minimises default risk. These reforms reduce the cash conversion cycle. A decrease in cycle time also decreases dependence on external funding, enhancing liquidity and operational resilience.
Short-Term vs Long-Term Financing Options
Funding choices establish how companies fund their working capital and expansion. Overdrafts and trade credit are considered short-term financing. Equity and long-term debt are part of the long-term financing (Oganda, 2023). Short-term financing is flexible and fast in accessing funds. Additionally, it helps to finance short-term working capital requirements. However, it raises the refinancing risk and interest rate risk. The matching principal theory indicates that short-term assets must be financed using short-term funds.
The long-term financing is stable and facilitates long-term investments. Equity minimises financial risk at the expense of ownership. Debt has tax advantages and raises fixed liabilities. The trade-off theory focuses on the trade-off between risk and return. The cash cycle is longer at Tesla, and it enhances liquidity risk. Moreover, overdependence on short-term funding can be very vulnerable. Long-term financing helps in stability and minimises flexibility and is more appropriate to take a moderate course (Kostyna, 2025). Short-term financing should be used to finance Tesla's short-term requirements. Capital investments and innovation should be financed through a long-term fund to mitigate financial risk and ensure sustainable growth.
Summary of Working Capital Position
Working capital management demonstrates a firm's capability to keep liquid and efficient. Tesla has a higher cash conversion cycle, which shows that it is performing poorly in terms of liquidity. Holding inventory and decreased collection of receivables decreases cash flow efficiency, and reduced payments on creditors contribute to more financial strain.
Operational inefficiencies are a mismatch between production and demand. Liquidity can be enhanced through strategic changes like JIT inventory, better supplier terms and enhanced credit control. Financing decisions need to be balanced to reduce risk. In summary, Tesla’s working capital position is stable and less efficient. Liquidity needs to be maintained with the help of better management to facilitate future growth.

[bookmark: _Toc227676768]4. Strategic Financial Restructuring Plan
Financial restructuring is an alteration of the capital structure and operations. It is effective in enhancing efficiency, minimising risk and long-term growth. Restructuring is embraced by firms when there is a time of performance pressure or at a strategic transition. An effective restructuring increases shareholder value and financial flexibility (Yanti, et. al., 2022).
Tesla is experiencing a lack of profitability and increased investment requirements in AI technologies. Revenue growth has slowed, but margins are being affected. These are the reasons why a strategic restructuring approach is justified. By being innovative, a balanced plan can sustain financial stability.

Recommended Restructuring Options
Restructuring alternatives are asset reallocation, financing alternatives and strategic alliances. Both choices have an impact on the cost structure, investment potential and competitive stance (Jerab and Mabrouk, 2023).
Key Options and Strategic Purpose
	Strategy
	Purpose
	Expected Effect

	Selective divestitures
	Remove non-core assets
	Improve efficiency and liquidity

	Equity injection
	Fund AI and innovation
	Reduce financial risk

	Strategic partnerships
	Share costs and expertise
	Enhance innovation capacity

	
	
	



Selective divestitures are the sales of underperforming or non-core assets. This simplifies operations and liberates capital. Tesla has the option of selling off low-margin business units or excess assets. A lower asset base improves return on assets and focuses on operations. Portfolio theory advocates the focus on high-return areas. Equity financing means raising funds by way of the issue of shares (Hu and Hong, 2023). This contributes to AI, autonomous driving and energy storage investments. Equity lowers the risk of financial leverage and is a way of lowering bankruptcy risk. However, it dilutes the ownership of existing shareholders. The pecking order theory has it that firms would use internal funds, then debt and then equity. Tesla can prefer equity because of falling profitability and increasing risk.
Strategic alliances can be related to working with technology or energy companies. Alliances minimise the development expenses risk. Tesla has the opportunity to cooperate in the field of development of AI or batteries. Resource-based theory encourages taking advantage of external abilities to gain a competitive advantage (Lubis, 2022). These restructuring alternatives enhance liquidity, minimise risk and promote innovation. However, both alternatives have their trade-offs between control, cost and long-term value.

Impact on Shareholder Value, Debt Structure and Operational Flexibility
The financial restructuring influences the major financial aspects such as shareholder value, capital structure and operational efficiency.
Impact Evaluation
	Area
	Effect
	Impact

	Shareholder Value
	Improved long-term returns
	Short-term dilution risk

	Debt Structure
	Reduced leverage
	Lower financial risk

	Operational Flexibility
	Increased adaptability
	Higher coordination complexity



The shareholder value means returns to the investors. Restructuring has the potential to create greater value in the long term by enhancing efficiency and growth. Divestitures are a way to become more profitable by eliminating low-return assets. High-growth projects that are backed by equity funding include AI. However, equity issuance dilutes ownership. This can negatively impact the earnings per share in the short run. Shareholder value theory holds that investors are interested in long-term returns, as opposed to short-term dilution (Morin, 2024). This trade-off is worthwhile by virtue of the innovation focus at Tesla.
Financial risk and cost of capital are dependent on the debt structure. Debt reduction enhances financial stability and decreases default risk. Tesla is already at low leverage. Additional reduction contributes to the resiliency in economic uncertainty. However, when overly dependent on equity, the cost of capital is raised. The trade-off theory implies that the debt and equity balance has an optimal capital structure. Tesla ought to have moderate leverage to enjoy tax benefits. Operational flexibility is the capacity to adjust to changes in the market. Partnerships and divestitures make things more flexible as they lessen internal constraints. This enables the firm to specialise in areas like core innovation and share external risks. However, collaborations enhance complexity in coordination. Lack of alignment between the partners can lead to decreased efficiency. Agency theory brings out the possible conflict of the stakeholders (Namazi and Rezaei, 2024). There is a need to have proper governance systems. Overall, restructuring enhances performance in the long run, but causes short-term difficulties. A strategic balance is necessary to realise maximum benefits.

International and Ethical Considerations
International business creates monetary and moral risks for companies. These are currency variations, taxation, inflation, political instability and corporate responsibility (Rumasukun, 2024).
Key Risks and Implications
	Factor
	Effect
	Impact

	Currency Risk
	Exchange rate fluctuations
	Revenue volatility

	Taxation
	Changing tax policies
	Profit uncertainty

	Inflation
	Rising costs
	Margin pressure

	Political Risk
	Regulatory changes
	Operational disruption

	CSR and Ethics
	Social responsibility demands
	Reputation and compliance



The international sales and production create currency risk. The fluctuations in exchange rates have an impact on revenue and costs. Tesla has several key areas where it operates, such as China and Europe. The exposure to the currency can be minimised through hedging strategies. Risk management is favoured by the international finance theory using derivatives. Taxation policy affects investment and profitability (Rely, 2022). Alterations in the international tax laws add uncertainty. Tesla needs to maximise tax planning and, at the same time, ensure compliance with regulations. Aggressive taxation strategies can be damaging to a reputation. Inflation pushes up production and labour costs. The increased costs decrease the profit margins and pricing flexibility. Tesla's price cuts restrict its capacity to transfer the costs to consumers. The need to control costs arises when there is inflation. Regulatory changes and trade restrictions are considered to be political risk. Tesla's activities in China put it at risk of geopolitical conflicts. The instability of the political sphere can prevent supply chains and access to the market. Exposure can be minimised through diversification. Tesla highly depends on corporate social responsibility (CSR). Lithium and cobalt are some of the raw materials used in the production of batteries. To prevent environmental and human rights problems, ethical sourcing is required. Stakeholder theory is a theory of balance between profit and social responsibility. The evolution of AI poses ethical issues in terms of data applications and automation (Kamila and Jasrotia, 2025). There is transparency and fairness in responsible AI practices. Lack of ethics can hurt a brand name and investor confidence. Overall, there are international and ethical factors which have a massive impact on the financial performance. Good management minimises risk and increases sustainability.

Summary of Strategic Restructuring Plan
Restructuring finances facilitates the long-term growth and stability in changing conditions. Tesla is experiencing pressure on profitability and increased investment requirements. To be competitive, strategic moves are required. Selective divestitures enhance efficiency and unlock capital to do core business. Equity injection is beneficial in terms of innovation and the minimisation of financial risk. Strategic alliances increase technological capacities, and the cost of development is shared. Restructuring enhances shareholder value in the long term but can lead to short-term dilution. Debt reduction helps to increase stability, whereas balanced financing boosts optimal capital structure. Operational flexibility is enhanced by strategy focus and external partnerships.
Ethical and international risks need to be handled. Financial performance is subject to currency fluctuations, inflation and political uncertainty. Supply chains and AI development are ethical practices which enhance reputation and compliance. In summary, Tesla needs a moderate reorganisation strategy. A mix of financial discipline and investment in innovation guarantees sustainable growth and long-term value.

[bookmark: _Toc227676769]5. Investment Appraisal and Capital Budgeting
The investment appraisal is employed to determine whether the projects will bring about shareholder value. It supports efficient allocation of scarce capital under uncertainty, ensuring only value-creating projects are selected. In the given case, Tesla will have to consider three mutually exclusive projects. PBP, ARR, NPV, PI and IRR are applied to assess both risk-adjusted returns and value creation under a 10% cost of capital. Accounting-based measures assume that depreciation is straight-line to zero (Huang et. al., 2022).
Project Data and Assumptions
Initial Investment and Cash Flows (£ million)
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Figure 19: Initial Investment and Cash Flows






Payback Period (PBP) and Accounting Rate of Return (ARR)
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Figure 20: Payback Period
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Figure 21: ARR
The payback period of project A is the shortest (approximately 3 years). This minimises liquidity risk in the short-term. However, it disregards the creation of value over the long term. It is thus ineffective as a decision tool.
Project B offers consistent inflows in terms of profits. It minimises the volatility risk. However, it fails to create high growth in value.
Project C has the longest payback period, increasing short-term liquidity exposure. However, this is compensated by higher long-term cash flow generation. 
ARR is highest in Project C, indicating stronger accounting profitability. However, this does not translate into economic value creation as it ignores timing and risk of cash flows. It can exaggerate the performance of later-stage cash-rich projects.
Overall, PBP and ARR are screening tools only and are insufficient for final investment appraisal in capital-intensive industries such as EV manufacturing. They can be used to screen only. They are not in favour of enduring investment choice in capital-intensive sectors such as EV production (Sinaga et. al., 2023).

Net Present Value (NPV) and Profitability Index (PI)
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Figure 22: NPV & PI
According to shareholder wealth maximisation theory, only positive NPV projects should be accepted, as they increase firm value. All projects generate negative NPV at a 10% discount rate, indicating value destruction under current assumptions. The consistent negative NPV across all projects suggests not project selection failure, but a structural overestimation of future EV cash flows or an overly conservative cost of capital assumption. It implies that the value of all projects is destroyed at a discount rate of 10%.
Project B is the least value-destructive option, as it produces the smallest negative NPV. It thus symbolises the most destruction of value.
Project A is the worst project because the inflows are low, and the timing is ineffective. Operationally, Project C is a bit superior, but the cash flows are skewed in the back and cannot be used to cover up risk.
PI attests the same conclusion. Each of the values is less than 1. This shows that none of the projects has a high value creation per unit of investment.
This signals a structural investment problem, where projected cash inflows are insufficient relative to the cost of capital. This indicates that Tesla does not necessarily have the potential to give a good payoff on its investments now. The cost structures are either excessive or the ash flows projected are excessive.
Internal Rate of Return (IRR)
[image: ]
[image: ]
Figure 22: IRR
· The IRR of Project A is around 5-6%.
· The IRR of project B is around 8-9%.
· The project C IRR is about 7-8%.
All projects fall below the 10% cost of capital, leading to rejection under IRR criteria. Although Project B has the highest IRR, it remains below the 10% hurdle rate. Therefore, ranking by IRR is misleading and does not alter the rejection decision.; however, this does not justify acceptance as all IRRs are below the required hurdle rate. This reinforces NPV as the dominant decision criterion in mutually consistent investment appraisal (Maes et. al., 2022).

Recommendation (Single Project Decision)
Based on financial criteria, all three projects should be rejected due to negative NPV and IRR below the cost of capital. No one has a positive NPV or the necessary return level.
However, if strategic or operational constraints require investment, Project B is the least value-destructive option due to its smoother cash flow pattern. It has the least negative NPV and gives consistent cash flows. It also decreases liquidity strain in comparison with the alternatives.
Project A has a poor value and stability. Project C is a strategic project, but it is inefficient in terms of cost at present.
Thus, Project B does not create value but represents the most financially defensible fallback option.

Link to Financial Performance and Non-Financial Risks
The falling profitability of Tesla decreases its internal funding capabilities. This puts strain on the efficiency of investments and capital discipline. There is good liquidity, and liquidity will never justify negative-return projects.
Project B is the most suitable project to engage in liquidity preservation because of consistent inflows. Project C follows the long-term innovation and raises the volatility of the earnings. Project A does not offer good stability and value creation.
There are non-financial risks that are important. Demand may be affected by political risk due to EV subsidies and changes in regulations. Pricing risk is due to competitive pressure from BYD and Volkswagen. This is especially true of Projects A and C in terms of poorer cash timing structures.
Tesla’s demand is still partially stabilised by customer loyalty. But it does not completely compensate for negative structural returns. Thus, the non-financial aspects enhance risk interpretation but fail to invert reject on financial (Nurfitriani and Latif, 2025).


Capital Rationing (£100m Constraint)
	Combination
	Total Investment (£m)
	Total NPV (£m)
	Feasible

	A only
	50
	-14.66
	Yes

	B only
	50
	-8.04
	Yes

	C only
	50
	-8.72
	Yes

	A + B
	100
	-22.70
	Yes

	A + C
	100
	-23.38
	Yes

	B + C
	100
	-16.76
	Yes



Capital rationing does not change investment quality. It only constrains selection among negative-NPV projects. This indicates a structural investment failure rather than capital scarcity.
This indicates the issue is not capital scarcity, but fundamentally weak investment opportunities. Thus, the capital rationing is not value-adding in this situation.
Project B is the best in constraint conditions since it will minimise the total value destruction.

Critical Evaluation
This discussion indicates a design flaw in the investment portfolio. There is a failure to attain the necessary return in all projects. This implies over-optimistic prediction or not taking adequate risks in project assessment.
It captures a wider strategic conflict, as well. Tesla might be focusing more on market growth rather than financial discipline. Although this can help in long-term positioning, it has the risk of raising short-term shareholder value.
A CFO should focus on value creation and not volume expansion. Only those projects which are higher than the cost of capital should be accepted.
Summary
None of the projects meet the required investment threshold of positive NPV and IRR above the cost of capital, indicating value destruction under current assumptions. 
Project B is the least value-destructive option; however, it still fails to meet investment acceptance criteria. However, it does not generate shareholder value.
Capital rationing does not improve decision quality in this case, as all projects are fundamentally non-viable. It only spreads the losses of limited investments.
In summary, Tesla is advised to re-evaluate its investment assumptions before investing. Those projects that have a positive NPV and an IRR that exceeds the cost of capital should be approved to ensure long-term financial sustainability.

[bookmark: _Toc227676770]6. Conclusion
This report has critically analysed the financial status of Tesla Inc. in the past few years. The financial analysis has indicated strong revenue growth, declining profitability and margins. Ratio analysis has also shown a decline in efficiency and pressure on operational performance. Liquidity position has been stable, but has highlighted early signs of constraint. The longer cash conversion cycles and decreased efficiency have been identified in the working capital analysis. Moreover, the inventory has been high even though there is a decreasing automotive demand and rising holding costs. It requires strategic restructuring to enhance its efficiency and investment in innovation. Equity financing and partnerships have reduced risk but raised dilution issues. The investment appraisal has shown that Project C has created the greatest value. The capital rationing has supported the project selection which has the highest net present value. Financial decisions have supported long-term growth, but have created more risks. Financial pressure has been compounded by external forces like competition, inflation and political changes. Ethical issues in supply chains and AI development have been of paramount importance. Overall, Tesla has maintained a strong market position, but it has structural financial challenges. Sustainable growth needs better cost management, effective capital investment and balanced strategic decisions.
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Profitability Ratios
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Figure 3: Gross Margin%
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Figure 4: Operating Margin%
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Figure 5: Net profit %
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Figure 6: ROA%
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Figure 7: ROE%
Liquidity Ratios
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Figure 8: Current Ratio
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Figure 9: Quick Ratio
Efficiency Ratios
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Figure 10: Asset Turnover
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Figure 11: Inventory Turnover
Gearing Ratios
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Figure 12: Debt-to-Equity
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Figure 12: Interest Cover
Investment and Cash Flow Ratios
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Figure 14: Operating cash flow ratio
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Figure 15: Free cash flow
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Figure 15: EPS







Key Calculations
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Figure 17: Cash Operating Cycle Assessment (2024 vs 2025)
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Figure 18: Cash Conversion Cycle 

Initial Investment and Cash Flows (£ million)
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Figure 19: Initial Investment and Cash Flows
Payback Period (PBP) and Accounting Rate of Return (ARR)
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Figure 20: Payback Period
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Figure 21: ARR
Net Present Value (NPV) and Profitability Index (PI)
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Figure 22: NPV & PI
Internal Rate of Return (IRR)
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Figure 22: IRR









Gross Profit (%)

Final Percentage (%)	2021	2022	2023	2024	2025	25.287997027127464	25.59538423766266	18.249457476490647	17.862626676220696	18.021723083412422	


Operating Margin (%)

Final Percentage (%)	2021	2022	2023	2024	2025	12.11445559271646	16.768966363859565	9.1867314250284196	7.2474152932746447	4.597701149425288	


Net Profit (%)

Final Percentage (%)	2021	2022	2023	2024	2025	10.256410256410255	15.443162288239629	15.500671695773486	7.2985976046678269	3.9966255404407889	


ROA (%)

Final Percentage (%)	2021	2022	2023	2024	2025	8.8845968131337507	15.278115132377945	14.068655036578503	5.8409109527320391	2.7501632682679049	

ROE (%)

Final Percentage (%)	2021	2022	2023	2024	2025	10.504281636536632	19.176829268292686	17.50291715285881	7.8351648351648349	4.5119047619047619	


Current Ratio

Final Ratio	2021	2022	2023	2024	2025	1.3749365804160325	1.5320104829651815	1.7259130434782608	2.0249826509368494	2.1646168401135286	


Quick Ratio

Final Ratio	2021	2022	2023	2024	2025	1.0826991374936581	1.0512916510670161	1.2518260869565216	1.6079111727966691	1.7738883632923368	

Asset Turnover

2021	2022	2023	2024	2025	0.86624818928054081	0.98931260626669892	0.90761583192646778	0.80027852871303351	0.68812132646397206	


Inventory Turnover

2021	2022	2023	2024	2025	6.9826388888888893	4.7204049844236762	5.8041085840058688	6.6755407653910144	6.2736077481840198	


Debt-to-Equity

2021	2022	2023	2024	2025	0.34760705289672539	0.25	0.1803448275862069	0.2002439024390244	0.22052631578947371	

Interest Cover

2021	2022	2023	2024	2025	8.4675324675324664	12.306306306306306	10.102272727272728	5.0571428571428578	5.1904761904761907	


Operating Cash Flow Ratio

2021	2022	2023	2024	2025	0.58346017250126836	0.55110445526020213	0.4612173913043478	0.51769604441360162	0.40649637338379063	


Free Cash Flow

2021	2022	2023	2024	2025	3.49	7.5500000000000007	4.3599999999999994	3.58	4.3600000000000012	


EPS 

2021	2022	2023	2024	2025	1.6283185840707963	3.6149425287356323	4.2979942693409736	2.0488505747126435	1.1017441860465116	

Cash Operating Cycle Assessment

Year	2024	2025	2024	2025	2024	2025	Final Value (Days)	54.677218344965105	58.180239289849482	18.009008086805203	21.053991352947378	72.417746759720842	69.1213173806767	



Cash Conversion Cycle

2024	2025	13	25	
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Profitability Ratios

Ratio Formuta vear Gross Profit (with Amounts| Revenue (with Amounts inal Percentage )
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103
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104
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Efficiency Ratios
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Cash Operating Cycle Assessment (2024 vs 2025)
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Tesla Sales Drop in Europe

Year-on-year change in new Tesla registrations in the
first quarter of 2025, by country (in %)
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