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1. Introduction 

This report provides a critical assessment of Tesla Inc.’s financial performance and strategic positioning over a five-year timeframe, spanning from 2020 to 2024, through the lens of a Chief Financial Officer (CFO). The analysis is prompted by escalating challenges within the global electric vehicle (EV) sector, which include heightened competition, margin pressures, and increasing capital investment demands. 

The objective of this report is to evaluate the financial health of the company via an extensive ratio analysis, assess the efficiency of its working capital management, and pinpoint significant financial risks and operational shortcomings. Drawing from these findings, a strategic financial restructuring plan is suggested to bolster long-term sustainability, enhance shareholder value, and improve operational flexibility. 

In addition, the report employs essential capital budgeting methodologies---Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (IRR)--to analyze three investments projects within the context of capital limitations. The aim is to propose the most financially sound and strategically coherent investment choice. 

In summary, this report utilizes critical, evidence—driven methodology, merging financial theory with empirical data to facilitate strategic decision—making at the executive level.  

1. [bookmark: _Toc228106290]Financial Health Check
The financial performance of Tesla during the five-year span from 2020 to 2024 illustrates a notable evolution from a rapidly growing, efficiency—oriented company to a more established entity encountering heightened competitive and financial challenges. This section provides critical assessment of Tesla’s financial standing through the application of ratio analysis, bolstered by trends extracted from its financial statements.
[bookmark: _Toc228106291]1.1 Overview of Financial Performance
Tesla witnessed significant revenue growth from 2020 to 2023, propelled by a surge in global demand for electric vehicles, entry into international markets, and enhancements in production efficiency. Revenue increased markedly, bolstered by economies of scale and a robust brand presence. 
Nevertheless, by 2024, the pace of revenue growth decelerated notably, suggesting a transition towards market saturation and intensified competition. Concurrently, net income experienced a sharp decline, indicative of rising operating expenses and pricing pressures. 
This development underscores a pivotal transition period in Tesla’s lifecycle, wherein maintain growth is becoming increasingly difficult, and profitability faces mounting challenges.
Table: Key Financial Ratios (2020-2024) 
	Ratios
	2020
	2021
	2022
	2023
	2024

	Net Profit Margin (%)
	2.3
	10.3
	15.4
	15.5
	7.3

	ROCE (%)
	4.4
	8.3
	13.3
	27.9
	16.2

	Current Ratio
	1.88
	2.02
	2.16
	1.73
	1.53

	Quick Ratio
	1.49
	1.42
	1.53
	1.13
	0.94

	Inventory Turnover
	6.3
	6.5
	6.0
	5.98
	6.52

	Receivables Turnover
	19.5
	20.7
	21.0
	20.5
	20.7

	Debt-to-Equity
	1.63
	0.68
	0.39
	0.18
	0.72

	EPS ($)
	0.64
	2.26
	3.62
	4.30
	2.40


Source: Tesla Annual Reports (2020-2024)

Figure 1. Revenue Trend (2020–2024)
Source: Author (based on Tesla Annual Reports)
The profitability picture is more erratic. Tesla's net income grew substantially compared to previous years, peaking at around $14.99 billion in 2023, driven by enhanced efficiency and economies of scale (Tesla Inc., 2025). But it has since seen a dramatic drop in profitability, with net income of $7.09 billion in 2024 and $3.79 billion in 2025 (Tesla Inc., 2025). This can be attributed to the company's price cuts, increased operating expenses and growing competition in the EV sector.

Figure 2. Net Profit Trend (2020–2024)
Source: Author (based on Tesla Annual Reports)
In summary, Tesla enjoyed high growth from 2020 to 2023, driven by the increasing demand for EVs and international expansion. Yet, since 2023, the company is in a phase of transition with a decelerating revenue growth and a drop in profitability. This indicates a maturing market and heightened competition impacting the company's profitability.




[bookmark: _Toc228106292]1.2 Ratio Analysis
[bookmark: _Toc228106293]1.2.1 Profitability Ratios
Profitability ratios indicate a notable transformation in Tesla’s financial performance. The net profit margin surged from 2.3% in 2020 to 15.5% in 2023, showcasing robust operational efficiency and adept cost management. This timeframe illustrates Tesla’s capacity to leverage high demand while upholding cost discipline (Brealey et al., 2020). 
Nevertheless, the subsequent drop to 7.3% in 2024 signifies a considerable decline in profitability. This downturn can be linked to several critical factors: 
- aggressive price cuts aimed at preserving market share 
- escalating raw materials and production expenses 
-heightened competition from international EV manufacturers. 
From a strategic viewpoint, Tesla’s pricing approach signifies a conscious choice to emphasize volume over profits margins. Although this strategy may support revenue growth in the short run, it raises apprehension about long-term profitability and value generation. 
Return on Capital Employed (ROCE) further substantiates this pattern. The rise to 27.9% in 2023 reflects highly effective capital utilization during the growth phase. However, the drop to 16.2% in 2024 indicates diminishing returns on new investments. 
-> From a CFO’s perspective, this suggests that Tesla’s recent investments are not yielding proportional returns, underscoring the necessity for more discerning and strategic capital allocation.  
[bookmark: _Toc228106294]1.2.2 Liquidity Ratios
Liquidity ratios offer valuable insights into Tesla’s capacity to fulfill its short-term financial obligations. The current ratio experienced a decrease from 2.16 in 2022 to 1.53 in 2024, while the quick ratio dropped below 1. 
This trend suggests that Tesla’s liquidity position is deteriorating, largely as a result of heightened capital expenditures and investments in future technologies, including AI and autonomous driving systems.
Despite Tesla’s ability to generate robust operating cash flows, these are increasingly counterbalanced by substantial reinvestment levels. As noted by Ross et al. (2022), it is essential to maintain sufficient liquidity for financial stability, especially in industries that require significant capital investment. 
· Tesla’s current approach emphasizes long-term growth at the expense of short-term liquidity, thereby elevating financial risk. 


Figure 3. Profitability and Liquidity Ratios
Source: Author (based on Tesla Annual Reports)

[bookmark: _Toc228106295]1.2.3 Efficiency Ratios
Efficiency ratios evaluate the effectiveness with which Tesla employs its assets. The inventory turnover has remained stable, suggesting a consistent approach to inventory management. Nonetheless, minor fluctuations indicate potential inefficiencies stemming from demand variability and disruptions within the supply chain. 
The receivables turnover continues to be robust, showcasing Tesla’s direct-to-consumer sales strategy. This model facilitates quicker cash collections in comparison to conventional automative companies, thereby offering a competitive edge. 
Nevertheless, the recent rise in receivable days points to a slight decline in collection efficiency, which could adversely affect cash flow moving forward. 
· Tesla’s efficiency remains strong, yet it exhibits early indications of operational strain. 

[bookmark: _Toc228106296]1.2.4 Gearing Ratios
Tesla’s gearing ratio indicates a transformation in its financial strategy. The organization has notably decreased its debt levels from 2020 to 2023, which has led to enhanced financial stability and a reduction in risk.
Nevertheless, the rise in the debt-to-equity ratio in 2024 implies a renewed dependence on debt financing. This trend may be influenced by the necessity to finance substantial investments in technology and infrastructure. 
As noted by Arnold (2022), while moderate leverage can improve returns, an overabundance of debt heightens financial risk, especially during times of declining profitability. 
[bookmark: _Toc228106297]-> Tesla needs to sustain a well-balanced capital structure to mitigate excessive financial risk. 
1.2.5 Investment Ratios
Investment ratios underscores the effect of diminishing profitability on returns for shareholders. Earnings per share (EPS) saw a substantial rise during the growth phase, yet experienced a decline in 2024. 
This suggests a decrease in returns for investors, which could adversely influence market confidence. Considering Tesla’s elevated valuation, it is essential to uphold robust earnings growth to preserve investor confidence. 

[bookmark: _Toc228106298]2.3 Overall Evaluation
Strengths
· Strong revenue growth between 2020–2023 
· High profitability during expansion phase 
· Strong brand and global market position 
· Efficient direct sales model improving cash flow 
· Continued investment in innovation and future technologies 
Weaknesses
· Declining profitability since 2023 
· Margin pressure due to price reductions 
· Increasing operating costs 
· Slowing revenue growth 
· Rising capital expenditure impacting financial flexibility 
Risks
· Increasing competition from global EV manufacturers 
· Declining demand in key markets 
· Technological uncertainty in AI and autonomous vehicles 
· Rising financial risk due to increased debt 
· Economic factors such as inflation and interest rates 
-> From Strategic standpoint, Tesla is not facing financial difficulties; rather, it is experiencing a significant transition. The organization needs to move from a phase of rapid expansion to one focused on sustainable profitability and financial discipline. 

Key priorities encompass:
Enhancing cost efficiency optimizing capital allocation fortifying liquidity management.
Neglecting to tackle these concerns could result in additional margin erosion and heightened financial risk. 
[bookmark: _Toc228106299]2. Working Capital Management Analysis
[bookmark: _Toc228106300]2.1 Cash Operating Cycle
The cash operating cycle (also known as the cash conversion cycle, CCC) measures how efficiently a company converts its investments in inventory and receivables into cash (Ross et al., 2022). It is calculated as:
CCC = Inventory Days + Receivable Days – Payable Days (Arnold, 2022)
Tesla has maintained a relatively short and efficient cash conversion cycle compared to industry standards. As of 2025, Tesla’s CCC is approximately 13–15 days, significantly lower than the average for large corporations, which typically exceeds 30–60 days (GuruFocus, 2024; 4C Associates, 2024). This indicates strong working capital efficiency (Ross et al.,).
Inventory Days
Tesla’s inventory holding period is approximately 56–57 days in 2025 (GuruFocus, 2026). This reflects the time taken to convert raw materials and finished goods into sales. Compared to the automotive industry median of around 78 days, Tesla’s inventory days are significantly lower, indicating efficient inventory management and strong demand for its vehicles (GuruFocus, 2026). 
However, inventory levels have stayed comparatively stable instead of decreasing, implying minimal enhancement in operational efficiency. This could point to fundamental inefficiencies like demand variations or production discrepancies, which may immobilize working capital and diminish liquidity (Ross et al., 2022). 
Receivable Days
Tesla’s receivables collection period has increased from approximately 13 days (2021–2023) to 17–18 days (2024–2025) (Stock Analysis, 2024). Despite this increase, Tesla still performs significantly better than the industry average (around 60 days), due to its direct-to-consumer sales model, which enables faster cash collection (GuruFocus, 2026). 
However, the upward trend indicates slightly weakening collection efficiency, possibly due to financing arrangements and global market conditions. This could lead to a decrease in cash inflows and exert pressure on short-term liquidity if not managed effectively (Arnold, 2022).  
Payable Days
Tesla’s payable period increased to approximately 60 days in 2025, up from around 57 days in 2024 (GuruFocus, 2026). This suggests that Tesla is taking longer to pay suppliers, effectively using supplier credit as a source of short-term financing (Ross et al., 2022). 
Although this enhances immediate liquidity and aids in managing cash flow, overdependence on postponed payments could adversely affect supplier relations and operational stability (Arnold, 2022). 
Overall Cash Cycle Interpretation
Combining these elements, Tesla’s CCC remains very low (~13–15 days), indicating efficient working capital management (GuruFocus, 2026). However, recent trends show:
· Increasing receivable days
· Stable inventory days
· Increasing payable days
This indicates that Tesla is progressively depending on supplier financing instead of enhancing operational efficiency. From the viewpoint of a CFO, this signifies a transition from operational robustness to financial reliance, which could elevate risk in the long run (Ross et al., 2022). 

Figure 4. Cash Conversion Cycle
[bookmark: _Toc228106301]Source: Author (based on Tesla Annual Reports)
2.2 Analysis of Working Capital Issues
Liquidity Pressures
Despite maintaining a short cash cycle, Tesla faces emerging liquidity pressures. The company continues to invest heavily in expansion, artificial intelligence, and new technologies, which increases cash outflows. 
Although Tesla generates strong operating cash flow, its increasing capital expenditure and declining profitability (as discussed earlier) reduce available liquidity. This creates a situation where working capital must be carefully managed to avoid financial strain (Arnold, 2022).
Rising Receivables
The increase in receivable days from approximately 13 to 18 days indicates:
· Slower customer payments
· Increased reliance on financing options
· Potential weakening demand in certain markets
This trend reduces cash inflows and may negatively impact short-term liquidity if it continues. Effective management of receivables is crucial for ensuring the stability of cash flow (Ross et al., 2022). 
Inventory Inefficiencies
While Tesla’s inventory days remain below industry average, the lack of improvement suggests inefficiencies:
· Demand fluctuations
· Overproduction in some markets
· Supply chain disruptions
These elements immobilize capital within inventory, thereby diminishing cash liquidity and constraining financial flexibility (Arnold, 2022). 
Supplier Dependency
The increase in payable days indicates that Tesla is delaying payments to suppliers, effectively using them as a source of short-term financing (Ross et al., 2022).
While this improves liquidity, it introduces risks:
· Supplier relationship strain
· Reduced bargaining power
· Potential supply chain disruptions
[bookmark: _Toc228106302]2.3 Recommendations
Improve Receivables Management
Tesla should:
· Reduce credit exposure
· Strengthen payment terms
· Encourage faster payments through digital systems
Its direct sales model already provides an advantage, but further optimisation is needed to reverse the rising receivable trend. Efficient management of receivables enhances liquidity and mitigates financial risk (Arnold, 2022). 
Enhance Inventory Control
Tesla should:
· Improve demand forecasting using AI
· Align production more closely with demand
· Reduce excess inventory
Better inventory management will:
· Free up working capital
· Improve cash flow
· Reduce storage and operational costs
Effective management of inventory is crucial for sustaining both operational and financial performance (Ross et al., 2022). 
Optimise Payables Strategy
Tesla should balance its payable strategy by:
· Maintaining strong supplier relationships
· Negotiating favourable but sustainable credit terms
Over-reliance on delayed payments should be avoided, as it increases operational risk and disrupt supply chains (Arnold, 2022).
Strengthen Cash Flow Management
Tesla should:
· Prioritise operational efficiency over aggressive expansion
· Improve cost control
· Maintain sufficient liquidity buffers
This will help ensure long-term financial stability and reduce exposure to financial risk (Ross et al., 2022).
[bookmark: _Toc228106303]2.4 Financing Options
Short-Term Financing
Short-term financing options include:
· Trade credit
· Bank overdrafts
· Short-term loans
Advantages:
· Quick access to funds
· Lower initial cost
· Flexible
Disadvantages:
· Higher risk
· Interest rate fluctuations
· Reliance on continuous refinancing
Tesla currently uses trade credit (increased payable days), which supports liquidity but increases dependency on suppliers.
Long-Term Financing
Long-term financing includes:
· Equity financing
· Long-term debt
Advantages:
· Financial stability
· Lower refinancing risk
· Supports long-term investments
Disadvantages:
· Higher cost of capital (equity dilution)
· Long-term obligations
Tesla has historically used equity financing to support growth, reducing financial risk compared to debt-heavy firms.
Comparison and Justification
	Factor
	Short-Term Financing
	Long-Term Financing

	Cost
	Lower initially
	Higher overall

	Risk
	Higher
	Lower

	Flexibility
	High
	Low

	Stability
	Low
	High


For Tesla:
· Short-term financing (trade credit) is useful for day-to-day operations
· Long-term financing is essential for strategic investments (AI, EV expansion)
Recommended Approach:
Tesla should adopt a balanced financing strategy, combining:
· Short-term financing for operational efficiency
· Long-term financing for growth and innovation
Final Insight
Tesla’s working capital management is currently efficient but under pressure. The company maintains a short cash cycle, which is a strong competitive advantage. However, increasing receivables, reliance on supplier financing, and heavy investment spending highlight emerging risks.
To sustain financial stability, Tesla must:
· Improve operational efficiency
· Strengthen liquidity management
· Balance financing strategies 
From a CFO perspective, maintaining this balance is critical to ensuring sustainable growth and shareholder value creation (Ross et al., 2022).
[bookmark: _Toc228106304]3. Strategic Financial Restructuring Plan
[bookmark: _Toc228106305]3.1 Current Financial Challenges
Tesla’s financial performance in recent years reflects a transition from high-growth profitability to a more constrained and volatile phase, driven by market saturation, increased competition, and aggressive investment strategies.
Debt Position
Tesla maintains a relatively moderate debt level compared to traditional automotive firms, but recent data indicates increasing financial obligations. As of mid-2024, Tesla reported approximately $7.39 billion in total debt, including $2.03 billion in current liabilities (Tesla Inc., 2024). Although the company has historically reduced reliance on debt, financing activity remains significant. In 2025, debt repayments increased substantially, contributing to a decline in financing cash flow, indicating active debt management but also ongoing financial obligations (Tesla Inc., 2025). This suggests Tesla is balancing between reducing debt exposure and funding expansion, but the rising need for capital could increase leverage in the future.
Profitability Decline
Tesla’s profitability has weakened significantly since 2023. Net income fell sharply from approximately $15 billion in 2023 to around $7 billion in 2024, representing a decline of over 50% (Medium, 2024). By 2025, net income dropped further to $3.79 billion, with a net profit margin of approximately 4%, indicating severe margin compression (Bullfincher, 2025).
This decline is largely driven by:
· Aggressive price reductions to maintain market share
· Increased competition from global EV manufacturers
· Rising production and operating costs
Additionally, automotive gross margins declined from around 20% to below 17% in 2025, further highlighting profitability pressures (Tesla Inc., 2025).
Cash Flow Pressures
Tesla continues to generate strong operating cash flow; for example, $14.7 billion operating cash flow was reported in 2025 (Tesla Inc., 2025). However, this is offset by significant capital expenditure and investment commitments. Free cash flow has been volatile:
· $4.36 billion (2023)
· $3.58 billion (2024)
· $6.22 billion (2025)
Despite recent improvements, analysts expect negative free cash flow in 2026 due to heavy investment spending exceeding $25 billion, particularly in AI, robotics, and manufacturing expansion (MarketWatch, 2026). This indicates that Tesla’s cash flow is increasingly under pressure, despite strong operating performance.
[bookmark: _Toc228106306]3.2 Restructuring Strategies
To address these challenges, Tesla must adopt a strategic financial restructuring plan focused on sustainability, efficiency, and long-term growth.
Equity Financing
Tesla has historically relied on equity financing to support expansion, reducing dependence on debt and maintaining financial flexibility.
Recommendation:
Issue additional equity or retain earnings to fund large-scale investments (AI, autonomous driving, energy systems)
Justification:
· Reduces financial risk compared to debt
· Supports long-term innovation
· Maintains liquidity
However, excessive equity financing may dilute shareholder value, requiring careful balance.
Debt Restructuring
Tesla should optimise its debt structure by:
· Refinancing existing debt at lower interest rates
· Extending maturity periods
· Reducing short-term liabilities
Evidence:
Tesla has already increased debt repayments in 2025, indicating active restructuring efforts 
Recommendation:
· Shift toward long-term debt instruments
· Maintain moderate leverage
This will reduce refinancing risk and improve financial stability.
Divestment and Strategic Focus
Tesla should consider:
· Divesting non-core or underperforming assets
· Reducing investment in low-margin segments
Recent strategic decisions, such as phasing out certain vehicle models and focusing on AI and robotics, indicate a shift toward higher-value segments
Recommendation:
· Focus on high-margin areas:
· AI technologies
· Energy storage
· Autonomous driving
This will improve profitability and capital efficiency.
Strategic Partnerships / Mergers
Tesla can strengthen its position through:
· Strategic partnerships (e.g., AI, semiconductor production)
· Joint ventures to reduce capital burden
Given rising investment costs, collaboration can:
· Reduce financial risk
· Accelerate innovation
[bookmark: _Toc228106307]3.3 Impact Analysis
Shareholder Value
Restructuring strategies will have mixed impacts:
Positive:
· Improved long-term growth potential
· Increased profitability through efficiency
Negative:
· Equity financing may dilute shares
· Short-term profitability may decline due to restructuring costs
However, focusing on innovation (AI, robotics) is expected to enhance long-term shareholder value.
Capital Structure
Tesla’s capital structure is likely to evolve toward:
· Lower reliance on short-term debt
· Increased equity financing
· More balanced leverage
This reduces financial risk and enhances stability, particularly in uncertain market conditions.
Operational Flexibility
Restructuring will improve operational flexibility by:
· Reducing financial constraints
· Allowing reinvestment in innovation
· Improving cost efficiency
However, excessive capital expenditure may reduce flexibility in the short term.
[bookmark: _Toc228106308]3.4 International and Ethical Considerations
Inflation
· Global inflation has increased production costs, including:
· Raw materials (lithium, batteries)
Labour costs
This contributes to margin compression and profitability decline.
Tesla must:
· Improve cost efficiency
· Optimise supply chains
Currency Risk
Tesla operates globally, exposing it to currency fluctuations.
Financial reports highlight the use of constant currency analysis, indicating that exchange rate changes significantly affect performance (Tesla Inc., 2025)
Recommendation:
· Use hedging strategies
· Diversify global operations
Taxation and Global Structures
Tesla has previously used international structures (e.g., Netherlands and Singapore subsidiaries) to optimise tax efficiency, which has generated significant financial benefits. However, such strategies raise:
· Ethical concerns
· Regulatory risks
CSR and Sustainability
Tesla’s core business is aligned with sustainability through EV production and renewable energy solutions. However, ethical challenges include:
· Supply chain issues (e.g., raw material sourcing)
· Labour practices
· Environmental impact of battery production
Recommendation:
· Strengthen ESG reporting
· Improve transparency
· Invest in sustainable supply chains
Final Strategic Insight
Tesla’s financial restructuring must focus on balancing growth and financial stability.
Key priorities:
· Reduce profitability pressure through cost efficiency
· Optimise capital structure (balanced debt + equity)
· Focus on high-value innovation sectors
· Manage global financial risks
Tesla is not in financial distress, but it is in a strategic transition phase, requiring careful financial restructuring to sustain long-term competitiveness. 
[bookmark: _Toc228106309]4. Investment Appraisal and Capital Budgeting
[bookmark: _Toc228106310]4.1 Introduction to Investment Decision
Capital budgeting is a fundamental process in financial management used to evaluate long-term investment opportunities and ensure optimal allocation of scarce financial resources. It plays a crucial role in maximising shareholder wealth by identifying projects that generate positive returns while controlling financial risk (Brealey et al., 2011). Investment appraisal techniques such as Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR) are widely used to assess financial feasibility. Among these, NPV is considered the most theoretically robust method as it incorporates the time value of money and directly measures value creation (Ross et al., 2022). However, relying solely on one method may lead to biased decisions. For instance, the payback period focuses on liquidity rather than profitability, while ARR ignores the time value of money. Therefore, a combination of techniques provides a more comprehensive evaluation (Arnold, 2022). For Tesla, capital budgeting decisions are particularly critical due to:
· Declining profit margins driven by price reductions and competition
· Increasing capital expenditure for AI, robotics, and EV production
· Pressure on cash flow despite strong revenue growth
Recent financial reports show Tesla’s operating margins declining significantly post-2023 due to aggressive pricing strategies and cost pressures (Tesla Inc.). This highlights the importance of selecting projects that generate efficient and timely returns.
[bookmark: _Toc228106311]4.2 Project Evaluation
Three mutually exclusive projects are evaluated using standard capital budgeting techniques. Each requires an initial investment of £50 million, with a discount rate of 10%.
[bookmark: _Toc228106312]4.2.1 Payback Period (PBP)
The payback period measures how quickly the initial investment is recovered and is particularly relevant for firms facing liquidity constraints (Arnold, 2022).
· Project A: 4.5 years
· Project B: 4.55 years
· Project C: 3.6 years
Project C has the shortest payback period.
Critical Evaluation
Although Project C performs best, PBP ignores:
· Cash flows after payback
· Time value of money
Therefore, while useful for assessing liquidity risk, it should not be the sole decision criterion (Brealey et al., 2020).
[bookmark: _Toc228106313]4.2.2 Accounting Rate of Return (ARR)
ARR measures average accounting profit relative to investment.
· Project A: 1.6%
· Project B: 2%
· Project C: 6%
Project C is clearly superior.
Critical Evaluation
ARR is easy to understand but has limitations:
· Based on accounting profit, not cash flow
· Ignores time value of money
Despite this, it provides insight into profitability trends, which is relevant given Tesla’s declining margins.
[bookmark: _Toc228106314]4.2.3 Net Present Value (NPV)
NPV evaluates the present value of future cash flows and is widely regarded as the most reliable investment appraisal method (Ross et al., 2022).
· Project A: -£8.69m
· Project B: -£8.31m
· Project C: -£1.98m
All projects have negative NPV, meaning none meet the required return of 10%.
Critical Evaluation
Negative NPV suggests that:
· Projects do not create shareholder value at current discount rate
· Investment may not be financially justified
However, Project C is closest to breakeven, indicating:
· Lower risk
· Higher potential if assumptions improve
This is important for Tesla, where strategic investments (e.g., AI) may justify slightly lower returns in the short term.
[bookmark: _Toc228106315]4.2.4 Profitability Index (PI)
PI measures value created per unit of investment.
· Project A: 0.83
· Project B: 0.83
· Project C: 0.96
Project C again performs best.
Interpretation
A PI below 1 confirms that projects are not value-creating. However, Project C’s PI close to 1 indicates near feasibility.
[bookmark: _Toc228106316]4.2.5 Internal Rate of Return (IRR)
IRR represents the discount rate at which NPV = 0.
· Project A: ~6–7%
· Project B: ~7%
· Project C: ~9–10%
Only Project C approaches the required 10%.
Critical Evaluation
IRR is useful but can be misleading:
· Assumes reinvestment at IRR
· May conflict with NPV
Despite this, Project C’s IRR supports its relative attractiveness.
[bookmark: _Toc228106317]4.3 Comparison of Projects
	Criteria
	Project A
	Project B
	Project C

	PBP
	4.5 yrs
	4.55 yrs
	3.6 yrs

	ARR
	1.6%
	2%
	6%

	NPV
	-8.69
	-8.31
	-1.98

	PI
	0.83
	0.83
	0.96

	IRR
	~6%
	~7%
	~10%


Project C consistently outperforms across all metrics.
[bookmark: _Toc228106318]4.4 Recommended Project
Recommendation: Project C
Financial Justification
Tesla’s financial position shows:
· Declining profitability
· Increased capital expenditure
· Pressure on operating margins
Project C:
· Provides highest return
· Has fastest payback
· Minimises liquidity risk
Given Tesla’s declining margins (Tesla, 2024), projects with faster recovery and stronger returns are preferable.
Risk Analysis
Project C reduces risk because:
· Early recovery of investment
· Strong mid-period cash flows
This is crucial in an industry characterised by:
· Technological uncertainty
· High competition (IEA, 2024 EV Outlook)
· Volatile demand
Strategic Alignment
Tesla’s strategy focuses on:
· Innovation (AI, autonomous driving)
· Long-term growth
Project C supports:
· Strong cash flow generation
· Reinvestment capacity
[bookmark: _Toc228106319]4.5 Capital Rationing Decision
With a budget of £100 million, Tesla can select two projects.
Combinations:
· A + B = -17.0
· A + C = -10.67
· B + C = -10.29 (best)
Recommendation: Project B + Project C
🔹 Justification
· Highest combined NPV
· Diversification of risk
· Balance between stability and growth
Project B:
· Stable, predictable returns
Project C:
· High return, faster recovery
This aligns with capital rationing theory, which emphasises selecting the combination that maximises total value (Brealey et al., 2020).

Figure 5. Capital Rationing Comparison
Source: Author (based on Tesla Annual Reports)

Final Critical Insight
Although all projects have negative NPVs, rejecting all projects may not be realistic in strategic industries like EVs, where long-term investments are essential. Project C is the most viable option due to:
· Strong financial performance
· Lower risk
· Strategic alignment
Under capital constraints, combining Projects B and C provides the most balanced solution. For Tesla, effective capital budgeting is essential to:
· Sustain innovation
· Manage financial risk
· Maintain competitive advantage 

Conclusion
In summary, the financial assessment of Tesla Inc. reveals that the organization is shifting from a phase of rapid growth to a more competitive and financially restricted landscape. Although Tesla has recorded robust historical performance, recent development points to a decline in profitability, heightened cost pressures, and emerging liquidity issues. 
The ratio analysis reveals diminishing margins and lower capital efficiency, while the working capital analysis indicates an increasing dependence on supplier financing. These elements underscore the necessity for enhanced cost management and financial discipline. 
From a strategic standpoint, Tesla must find a balance between growth and profitability by optimizing its capital structure, enhancing operational efficiency, and concentrating on high-value areas of innovation. 
The results of the investment appraisal indicate that Project C is the most feasible option due to its superior returns and quicker payback period. Given capital limitations, the combination of Projects B and C offers the most balanced approach. 
In conclusion, Tesla continues to be financially robust but faces strategic challenges, necessitating meticulous financial management to maintain long-term competitiveness. 
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Appendix A: Key Financial Ratios (Tesla Inc. 2020–2024)
Table A1: Key Financial Ratios (2020–2024)
(Source: Tesla Annual Reports; Macrotrends; StockAnalysis; GuruFocus)
	Ratio
	2020
	2021
	2022
	2023
	2024

	Net Profit Margin (%)
	2.3%
	10.3%
	15.4%
	15.5%
	7.3%

	ROCE (%)
	4.4%
	8.3%
	13.3%
	27.9%
	16.2%

	Current Ratio
	1.88
	2.02
	2.16
	1.73
	1.53

	Quick Ratio
	1.49
	1.42
	1.53
	1.13
	0.94

	Inventory Turnover
	6.3
	6.5
	6.0
	5.98
	6.52

	Receivables Turnover
	19.5
	20.7
	21.0
	20.5
	20.7

	Debt-to-Equity
	1.63
	0.68
	0.39
	0.18
	0.72

	EPS ($)
	0.64
	2.26
	3.62
	4.30
	2.40



Appendix B: Cash Conversion Cycle (Working Capital)
Table B1: Working Capital Metrics
	Metric
	Value

	Inventory Days
	~56 days

	Receivable Days
	~17 days

	Payable Days
	~60 days

	Cash Conversion Cycle
	~13–15 days



Appendix C: Investment Appraisal Calculations
Table C1: Payback Period
	Project
	Payback Period

	A
	4.5 years

	B
	4.55 years

	C
	3.6 years


Table C2: ARR
	Project
	ARR

	A
	1.6%

	B
	2%

	C
	6%


Table C3: NPV Calculations (10%)
	Year
	DF
	A (£m)
	B (£m)
	C (£m)

	1
	0.909
	9.09
	9.99
	4.55

	2
	0.826
	9.91
	9.09
	8.26

	3
	0.751
	10.51
	8.26
	15.02

	4
	0.683
	6.83
	7.51
	17.08

	5
	0.621
	4.97
	6.83
	3.11

	Total PV
	
	41.31
	41.69
	48.02

	NPV
	
	-8.69
	-8.31
	-1.98


Table C4: Profitability Index
	Project
	PI

	A
	0.83

	B
	0.83

	C
	0.96


Table C5: IRR (Approx.)
	Project
	IRR

	A
	~6–7%

	B
	~7%

	C
	~9–10%



Appendix D: Capital Rationing
	Combination
	Total Investment (£m)
	Total NPV

	A + B
	100
	-17.0

	A + C
	100
	-10.67

	B + C
	100
	-10.29


Best combination: Project B + Project C
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Revenue Trend (2020–2024)
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