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Executive Summary
This report examines the financial performance, working capital management, and restructuring requirements of Tesla during 2020 to 2024 along with its investment strategy. The liquidity is high, and gearing is low with good operating cash flows. Nonetheless, profitability dropped after 2022 with the price competition and the rising cost of production, and the cash conversion cycle became positive in 2023 to 2024, which means working capital pressure has increased. In order to solve these problems, a mixture of the restructuring strategy, selective equity injection, strategic alliances and better control of working capital has suggested. Investment choices must be part of those projects whose net present value is positive and deal with global EV risks. In summary, it can wrap up by stating that Tesla is financially sound. In the case of achievable of sustainable growth, it needs better margin management, discipline, and joint risk-taking on investment to defend long-term shareholder value.
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1. Introduction
Tesla is a multinational manufacturer of electric vehicles that operates in both the automotive and energy generation and storage sectors. Its products consist of full electric vehicle models and battery packs, and solar equipment that Tesla designs and sells through a vertically coordinated production network in the United States, China, and Germany (Tesla, 2025). In 2024, Tesla introduced the Cybertruck and the Megapack and Powerwall energy storage division. The market of electric vehicles is expanding very fast, as it has supported by climate policy and the increasing appeal of clean energy (IEA, 2024).
This report is under the Strategic CFO Challenge, where I am the Chief Financial Officer of Tesla. I will aim to analyse the five-year financial performance of Tesla, working-capital efficiency, financial restructuring proposal, and investment project evaluation based on capital budgeting and capital rationing. This review is based on the audited annual reports and financial statements of Tesla between 2020 and 2024, and the connection of every discovery to the value of shareholders and long-term sustainability.
[bookmark: _Toc220519118]2. Financial Health Check 
Tesla’s financial statements from 2020-2024 show strong overall growth and improving financial stability. The income statement reflects rising revenues and increasing profitability driven by higher deliveries, although margins faced some pressure from price reductions and competition. The statement of financial position shows growth in total assets due to investments in factories and technology, while strong cash reserves and lower reliance on debt improved financial stability. The cash flow statement indicates positive operating cash flows, with significant investments in capital expenditure to support Tesla’s long-term expansion. (Tesla, 2021; Tesla, 2022; Tesla, 2023; Tesla, 2024).
[bookmark: _Toc220519119]2.1 Data and Method 
This paper provides an overview of the financial performance of Teslafromn 2020 to 2024. The selected window shows the recovery of the company after COVID, rapid production growth, and margin pressures in a more competitive EV market. We rely on secondary data through audited reports of Tesla's Income Statement, Statement of Financial Position, and Cash Flow Statement to have reliable evidence of profitability, liquidity, solvency, and cash generation. Ratio analysis has used since it allows a clear comparison of the year-to-year and determination of trends, strengths and risks to aid decision-making and shareholder value analysis.
[bookmark: _Toc220519120]2.2 Profitability Analysis

[bookmark: _Toc220521291]Figure 1: Financial performance analysis of Tesla using profitability ratios
(Source: Tesla, 2024-2023-2022-2021)
The profitability was on the increase until 2022, followed by a decline. The gross margin stood at 26% in 2022 and fell to 18% in 2023 and 2024. Conversely, it is possible to observe that the operating margin rose to 17% in 2022, and dropped to 9% in 2023 and 2024. Beyond this, the annual net profit margin stood at 15% in 2022, which is 3% and 7% in 2020 and 2024, respectively. Turnover also became less strong: ROE fell to 27% in 2022, 10% in 2024, and ROA fell to 15%. It demonstrates a sign of low operating efficiency and a rise in cost pressure, which is in large part due to vehicle price cuts and expensive production (Liu et al., 2025). Although Tesla still outperforms the majority of its rivals in terms of margins, the declining trend over the recent past is a sign of pressure on shareholder value. [Refer to Appendix 1]
[bookmark: _Toc220519121]2.3 Liquidity Analysis

[bookmark: _Toc220521292]Figure 2: Financial performance analysis of Tesla using liquidity ratios
(Source: Tesla, 2024-2023-2022-2021)
Figure 2 demonstrates an improved situation of liquidity operation. Based on the calculation, it can be commented that the current ratio has improved between 2020 and 2024. This advancement of the ratio means enhanced short-term solvency. Equally, the quick ratio rose to 1.61 in 2024 as opposed to 1.05 in 2022. This change indicates instantaneous liquidity without considering the inventory (Seth, 2025). However, the cash ratios dropped significantly in 2021 to 0.41 and remained at the same level of 0.50 in 2024, implying a smaller amount of idle cash (Zhu, 2023). This follows the Tesla strategy of reinvesting cash into new plants and products. The short-term solvency is best, but low cash holdings reflect the increasing cash strains as the business finances a rapid international expansion. [Refer to Appendix 1]
In addition, liquidity can also be assessed using the current ratio, quick ratio and cash ratio. The Current Ratio, calculated as CURRENT ASSETS/CURRENT LIABILITIES, shows the company’s ability to meet its short-term obligations using all current assets. The increase in this ratio supports the idea that Tesla’s liquidity position has improved, although it could also suggest that some assets are not being used as efficiently as possible. 
The Quick Ratio (acid-test ratio) calculated as (CURRENT ASSETS – INVENTORY)/ CURRENT LIABILITIES, provides a stricter measure of liquidity since it excludes inventory. The rise in this ratio further confirms that Tesla is able to meet its short-term liabilities without relying heavily on inventory, which strengthens its immediate liquidity position. 
The Cash Ratio, calculated as CASH and CASH EQUIVALENTS/CURRENT LIABILITIES, is the most conservative measure of liquidity. The relatively low values suggest that Tesla holds limited cash, which is consistent with its strategy of reinvesting in growth. However, this may also increase the risk of liquidity pressure if cash inflows become unstable.
[bookmark: _Toc220519122]2.4 Efficiency Analysis 

[bookmark: _Toc220521293]Figure 3: Financial performance analysis of Tesla using efficiency ratios
(Source: Tesla, 2024-2023-2022-2021)
The efficiency ratios give a partial picture, as they focus mainly on operational performance and do not fully capture other important financial aspects such as profitability, liquidity and long-term financial stability. Turnover of inventory has also increased to 47.47 days in 2020, 57.53 days in 2022 and then reduced to 44.90 days in 2024 when there were improved inventory control through direct-to-consumer sales and through integrated manufacturing. On the same note, it has observed that the outstanding days sales went down to 13 days in 2022-23, as compared to 21.53 days in 2020, but its growth to 16.28 days in 2024 depicts slower collections. The changes are volumes of delivery and the mix of sales in regions. Global supply chain, including Gigafactories in the US as well as China and Germany, helps Tesla to produce cars within the shortest production cycles to reduce logistics expenses to support the asset utilization (Susanto & Ellitan, 2024). Operational efficiency is also average, but the growing amount of inventory and receivables indicates the pressure of the fluctuation in demand and the complexity of the supply chain. [Refer to Appendix 1]
[bookmark: _Toc220519123]2.5 Gearing Ratios

[bookmark: _Toc220521294]Figure 4: Financial performance analysis of Tesla using gearing ratios
(Source: Tesla, 2024-2023-2022-2021)
There has been an improvement in gearing. The debt-to-equity ratio decreased to 0.66 in 2024 after 1.35 in 2020, and the debt-to-capital ratio reduced to 0.40 after 0.57. The equity multiplier decreased to 1.66 and demonstrated a more reserve structure. Interest coverage improved to 72.42 in 2022, compared to negative -2.67 in 2020, then decreased to 22.17 in 202,4 indicating reduced borrowing expenses and better earnings. These patterns suggest a better solvency and less risk of bankruptcy (as influenced by Breuer et al., 2025). Nonetheless, the interest coverage has recently experienced a downturn, which is an indication of a build-up of margin, which would put the shareholders at risk should profitability decline even more. [Refer to Appendix 1]
[bookmark: _Toc220519124]2.6 Investment Ratios 

[bookmark: _Toc220521295]Figure 5: Financial performance analysis of Tesla using investment ratios
(Source: Tesla, 2024-2023-2022-2021)
In 2022, the earnings per share (EPS) went up to 40.20 and later depreciated to 22.28, consistent with reduced profitability in 2024. In 2023, the price-earnings ratio declined drastically to 2.61, and in 2024, the market expectations shifted, and risk perception increased to 17.91. The increase in the book value per share followed a rising pattern, up to 97.57 in 2020 and 230.25 in 2024, which represents an increase in assets and retained earnings (Dahmash et al., 2023). Tesla has been experiencing an upward trend in its balance sheet, yet the entire investor confidence has suffered a blow in recent days. [Refer to Appendix 1]

[bookmark: _Toc220519125]2.7 Cash Flow Evaluation 
	Year
	Operating CF
	Investing CF
	Financing CF

	2022
	14.72
	(11.97)
	(3.53)

	2023
	13.26
	(15.58)
	2.59

	2024
	14.92
	(18.79)
	3.85


[bookmark: _Toc220521395]Table 1: Tesla Cash Flow Summary (USD billions)
(Source: Tesla, 2024; Yahoo Finance, 2024)
Cash flow operating was also robust, with a growth of $13.26bn in 2023 to $14.92bn in 2024. Cash outflows as an investment surged to a high of $18.79bn in 2024 because of factory expansion and capital expenditure on AI. The cash financing changed to a positive in 2023 to 2024 because of the new debt issuance. Generally, Tesla primarily invests in expansion by internal operation, yet the growing capital expenditure indicates that the company is placing more strain on free cash flow. The internal financing is viable currently, but sustained heavy investment might entail the use of external funding in case margins remain low.
[bookmark: _Toc220519126]2.8 Integrated Evaluation 
Tesla demonstrates great liquidity and less gearing, which is indicative of a safer balance sheet and decreased risk of debt. The positive operating cash flows favour the increase in current and quick ratios and indicate good solvency in the short term. Yet, the profitability has been declining since 2022, when the net margin decreased to 7% and ROE to 10%. The major causes of this fall are price reductions of vehicles and increased costs of production. As the discussion in Stereńczak and Kubiak (2022) suggests, fewer profits decrease the returns to shareholders, despite the seeming liquidity. Cash pressure has also been caused by heavy investment spending. The underlying financial issue is declining margins and capital intensity. This establishes a profitability versus growth trade-off that endangers shareholder value in the long term in case demand declines further (Brigham and Ehrhardt, 2023).
[bookmark: _Toc220519127]3. Working Capital Management Analysis
[bookmark: _Toc220519128]3.1 Cash Operating Cycle 

[bookmark: _Toc220521296]Figure 6: Financial performance analysis of Tesla using Cash Operating Cycle
(Source: Tesla, 2024-2023-2022-2021)
The efficiency of Tesla in working capital changed clearly during the five years. The number of inventory days rose to 38.8 in 2020 to a high of 77.3 in 2022, which indicates the speed of production growth and stocks during the global supply disruption (Santacreu and LaBelle, 2022). That followed by an increase in inventory to 54.6 days in 2024 with improved production planning among Gigafactories in Texas, Shanghai, and Berlin.
Receivables days dropped to approximately 13 days in 2021 to 2023, as compared to 21.8 in 2020. These changes have taken place in the financial measurement due to direct sales by Tesla through the internet and cash collections caused by rapid sales. Nonetheless, in 2024, receivables increased to 16.5 days, suggesting slower customer payments after decreasing the prices of global vehicles. In 2021 and 2022, there was a very high level of payables days (approximately 91 days), indicating that Tesla was dependent on supplier credit and was scaled to output and new factories at that time (Tri Haryanto et al., 2023). As of 2024, payables reduced to 56.7 days, and this is an indication of stricter supplier conditions or accelerated payment.
Cash conversion cycle was negative in the years 2021 and 2022, which implies that customers paid Tesla and the company paid its suppliers. This was a strong advocate of liquidity during the time of high growth. However, in 2023, the cash conversion cycle became positive and increased to 14.4 days in 2024. This shows an increase in working capital pressure since profits became weaker and capital expenditures rose. According to Tesla, the company continues to grow with the help of cash, yet the enormous investments in factories and AI make it susceptible to short-term financing (Tesla, 2024). The primary dilemma is how to balance the growth and cash discipline to preserve shareholder value (Brigham and Ehrhardt, 2023). [Refer to Appendix 1]
[bookmark: _Toc220519129]3.2 Liquidity Improvement Strategies 
Strategy 1: Inventory Optimization
The year-end 2024 inventory amounted to $12.0billion, and inventory days amounted to 54.6. This consumes many cash. To enhance the demand forecasts, Tesla ought to utilize regional sales records and modify production among its Gigafactories in Texas, Shanghai, and Berlin. A 10% reduction in inventory would release about USD 1.2b of working capital. The biggest threat is the shortage of products when there is a sudden increase in demand. Nevertheless, it can be handled by the fact that Tesla manages its own production and introduces a direct sales model, as it can respond quickly to customer needs (Tesla, 2024).

Strategy 2: Receivables Policy Tightening
The number of receivables days rose from approximately 13 days in 2023 to 16.5 days in 2024, dragging the flow of cash. Tesla will need to enforce stricter payment terms with fleet buyers and offer small discounts on early payments. It would increase the operating cash flow and reduce reliance on external financing (Zhang, 2023). The threat is low customer flexibility, particularly in price-elastic markets. This approach is feasible since the majority of Tesla cars has financed online until they arrive, and the company has a good command of collections (Tesla, 2024).
Strategy 3: Supplier Renegotiation
Payables days went down to approximately 56.7 days as of 2024, which decreased support for liquidity. Tesla needs to renegotiate with major battery and component suppliers for longer payment terms based on volume pledges. As Xuan et al. (2025) explain, a payables extension of even five days would free up several hundred million dollars in cash. The threat is poorer relationships with suppliers. This could be lowered by long-term agreements and collective planning, which Tesla applies to its supply chain (Tesla, 2024).
Strategy 4: Digital Treasury Systems
To enhance global cash forecasting and automate payments, Tesla ought to increase its AI-based treasury tools. According to Deloitte (2024), digital treasury systems are able to save idle cash up to 20%. This is quite practical, and Tesla is already spending a lot on AI.
Collectively, these strategies can reinforce the liquidity and assist the growth, yet they are required to balance efficiency and operational stability (as influenced by Mom et al., 2025).
[bookmark: _Toc220519130]3.3 Short-Term vs Long-Term Financing 
The short-term finance involves overdrafts, trade credit, and commercial paper. In the case of Tesla, the most significant source of trade credit is short-term. The trade payables of 2024 were USD 12.47 billion, and they assisted in sustaining the day-to-day activities and decreasing the immediate cash requirements. Previously, the days payable stood at over 90 in 2021-2022, and supplier credit was heavily used in factory expansion. This enhanced liquidity and pressure on suppliers. The overdrafts are not as applicable to Tesla because of a higher interest payment, whereas the commercial paper might provide the company with cheaper short-term funding. Furthermore, the company would face the refinancing risk in case the market situation becomes stricter (Birrer et al., 2023).
Long-term finance includes loans, equity and bonds. By decreasing the debt-equity ratio to 0.66 in 2024, Tesla has lowered its financial risk, which was 1.35 in 2020. The internal financing of growth is done by the operating cash flow of USD 14.9 billion in 2024, and equity has continued to increase, which is a strong balance sheet. According to Olugbenga (2025), bonds and long-term loans are helpful in large projects like Gigafactories and AI infrastructure, as they are long-life assets that require long-term funding.
Tesla needs to balance its cratering margins and increasing capital expenditure. Working capital should be financed by short-term trade credit and expansion by long-term bonds. This will eliminate refinancing risk as well as defend shareholder value (Tesla, 2024; Brigham and Ehrhardt, 2023).
[bookmark: _Toc220519131]4. Strategic Financial Restructuring Plan
[bookmark: _Toc220519132]4.1 Identification of Structural Issues 
There are several critical issues in Tesla's financial structure. There has been an increase in margin pressure. Gross and net profit margins have decreased since 2022 as Tesla reduced prices to drive demand, and regulatory credit revenue decreased, undermining profitability despite revenue staying near flat in 2024 (Isah, 2025). Indeed, according to recent industry reports, automotive gross margins will continue to decrease in 2025 thanks to competitive pricing and reduced credit sales (SEC, 2025). On the other hand, capital intensity is high. The operating cash flow of Tesla is high, and much cash is consumed by capital expenditures on factories, AI and new products, leading to.
Free cash flow is rather low (Medium, 2025). Moreover, the debt exposure has lower compared to previous years, but the long-term debt has increased in 2024-2025 as Tesla is balancing between funding new facilities and tech investments and minimising external funding through equity or profit reinvestments (Macrotrends, 2022). These structural pressures indicate a strategic move to scale production and invest in future technologies; yet also increase financial risk in view of tightening margins and industry competition.
[bookmark: _Toc220519133]4.2 Proposed Restructuring Options 
Tesla is experiencing various structural pressure such as declining margins and heavy capital expenditure. To overcome this, two possible restructuring alternatives are discussed, such as “equity injection” and “strategic partnerships/selling off non-core assets”. All the options are considered in terms of their impact on shareholder value, debt, and operational flexibility.
Equity Injection
Equity injection refers to selling new equity shares. Battery investments are part of the long-term growth strategies of Tesla, which needs substantial investments. In 2024, Tesla published asset-backed notes for USD 2.45 billion to finance (Tesla, 2024). New equity might create new cash without the need to create new debt. New sourcing can be dilutive, and a decrease in the ownership of existing shareholders has seen. Nevertheless, when the sum of money raised has invested in projects with higher returns, such as energy storage and battery supply development, the net worth may rise. Equity minimises the debt dependence and may make the balance sheet robust. It is significant because Tesla's cash inflows from financing debt issuance increased in 2024, putting additional leverage strain (Tesla, 2024). The additional equity funding would reduce the number of fixed interest payments that Tesla would make. This allows investing in innovation without the immediate pressure to repay. Ruan and Yang (2025) argue that the primary threat is market reaction, since frequent equity problems may be seen as financial vulnerability and reduce the share price.
Strategic Partnerships / Divestment of Non-Core Assets
Capital and share risk may be obtained through the formation of strategic alliances or the sale of non-core assets. As an illustration, Tesla has entered into a multi-billion-dollar LFP battery provision agreement with LG Energy Solution to secure supplies and China's independence of USD 4.3 billion (Investing, 2026). Partnerships are able to enhance value because they minimise cost uncertainty and contribute to long-term growth. Joint ventures can open up potential revenue in the energy storage and grid markets. Joint funding with partners will decrease the borrowing alone by Tesla, which will contribute to reducing debt spikes in the future. According to Arnold et al. (2024), without ownership dilution, partners have the ability to introduce technology and access to the market. Disposing of non-core assets can generate cash in the shortest time possible, although this practice is associated with the possibility of selling at low prices in weak markets.
[bookmark: _Toc220519134]4.3 International & Ethical Considerations 
Currency risk is a significant concern as Tesla based in a high number of countries. The company receives revenues in US dollars, euros and yuan, although the costs may be in other currencies. According to Ullah and Nobanee (2025), exchange rate variations might decrease the reported profit when foreign earnings have converted to the dollar, particularly when the dollar is strong or the euro weak. The inflation has an impact on the cost structure of Tesla. Increased costs in producing raw materials like lithium and nickel raise the cost of production and may narrow the margins unless the selling price changes. A research designed by Weber et al. (2025) discovered that an increase in input prices and labour inflation necessitates explicit pricing and cost management in order to sustain profitability.
Tax is different across the regions. Tesla is subject to various corporate taxes and incentives, and these have an effect on net profit (Shi et al., 2022). As an instance, certain nations have EV tax credits, whereas other nations have tariffs, which influence competitiveness. CSR and ESG are also challenges for Tesla. The company has environmental and social reports on sustainability in its supply chain. It also has a “Supplier Code of Conduct” that mandates ethical standards throughout the global network, trying to minimize environmental damage and enhance the rights of workers (Tesla, 2021).
Lastly, there are also global supply-chain ethics. Niri et al. (2024) state that the EV battery supply chain is resource-dependent on cobalt and lithium, the sources of which are linked to environmental and social concerns. Ethical sourcing and disclosure assist in maintaining the long-term sustainability and stakeholder trust.
[bookmark: _Toc220519135]4.4 Recommended Strategy 
A mixed approach of selective equity injection and strategic alliances, with increased working capital control, has recommended as a restructuring plan. This combined strategy is a direct response to the core weaknesses of Tesla, including declining profitability, increasing working capital, and excessive capital intensity.
The profit margins became lower after 2022, and the ROE dropped to approximately 10% in 2024, whereas the cash conversion cycle became positive again. Meanwhile, capital investment is also high because of investments in factories, AI, and energy storage. Some equity would reinforce liquidity and not add debt, which is significant despite the low gearing of Tesla today (Wei, 2024). This minimises financial risk and helps in long-term growth. Batteries and energy storage strategic alliances would share the cost of investments and supply risk, and would enhance operational flexibility.
This strategy can be associated with the restructuring theory that suggests enhancing equity and risk sharing in times of margin pressure and intensive investment. It also indicates international EV risks like price rivalry, fluctuation of raw materials, and a lessening pace of demand in certain markets (Tesla, 2024). Comprehensively, this plan safeguards the shareholder value, but it does not compromise Tesla in terms of scalability.
[bookmark: _q0f5w7sqpx13][bookmark: _Toc220519136]5. Investment Appraisal and Capital Budgeting
	
	NPV
	PBP
	IRR
	ARR
	PI

	Project A
	-£8.96m
	4.50 years 
	10.45%
	21.60%
	-0.18

	Project B
	-£8.31m
	4.55 years 
	3.54%
	22.00%
	-0.17

	Project C
	-£2.00m
	3.60 years 
	4.26%
	26.00%
	-0.04


[bookmark: _Toc220521396]Table 2: Calculated results of investment appraisal techniques of three projects 

[bookmark: _qvclx2nwv6so][bookmark: _Toc220519137]5.1 Recommended project based on the company's fiscal health and non-financial risks
[bookmark: _dbed7g5rh5yq][bookmark: _Toc220519138]5.1.1 Justification through financial performance 
The computed results indicate negative Net Present Value (NPV) and Profitability Index (PI) of all three projects that might impact the financial condition of the company while making investment decisions. As per the analysis of the liquidity condition of Tesla from 2020-2024, it indicates higher cash flow levels that help in meeting short-term business obligations due to an increasing trend in current, quick, and cash ratios. The lowest level of loss incurred in Project C of -£2.00m, along with PI of -0.04, could be managed by the company with strong liquidity conditions [Refer to Appendix 2]. NPV is a measure that discounts all future cash flows to analyse its present worth for making profitable investment decisions based on considering uncertainties in the future (Chen, 2025). As per focusing on the profitability condition of Tesla, operating margin, net margin, Return on Assets (ROA), and Return on Equity (ROE) have improved from 2020-2024, which indicates strong return generation capacity. In this context, Tesla might consider Project C as per the high Accounting Rate of Return (ARR) and low Payback Period (PBP), which provides better returns in less time from the investment decision. Low PBP is feasible for firms to recover the initial capital in less time for generating profit faster and minimise financial risk while maintaining liquidity condition (Darmansyah, Ali and Parveen, 2025). Thus, comparing all three projects, Project A and B take 4.50 years and 4.55 years, respectively, which is higher than the 3.60 years in Project C, which might help in gaining a return faster.
The consideration of gearing ratios of Tesla reveals low debt over the years with higher interest payment capacity, which indicates higher credibility and creditworthiness of the firm in the market in 2024. The investment decision involves an Internal Rate of Return (IRR) of 4.26% in Project C and 10.45% in Project A, although ARR is higher in Project C. A high ARR is efficient to generate maximum profit from the capital investment decision to enhance the overall profitability of a firm (Ejoh et al., 2016). Despite negative NPV and PI, the investment decision of Tesla might be significant in Project C due to high ARR for enhancing overall profitability and a lower gearing level with high interest payment capacity to ensure financial stability. Further, the analysis of efficiency ratios of low time in inventory turnover period and receivable days helps in enhancing working capital by selling inventory and collecting dues for customers in less time from 2020 to 2024. Better management of working capital to liquidate current assets, such as selling inventories and clearing dues of customers, helps in facilitating business efficiency to utilise funds for making investment decisions (Baafi et al., 2024). In this way, Tesla should consider less risky and high-return projects in the minimum time to strengthen financial conditions with higher profit and improved cash flow levels. Additionally, the investment ratios are feasible with high earnings per share to improve the stock value of Tesla in 2024 rather than 2020, to strengthen the market position, to attract more investors to make investment decisions to generate capital for the project. Based on minimising risk with low PBP and high ARR that could be Project C as compared to Projects A and B. Hence, the company should invest in Project C with less loss as per NPV and PI, unlike other projects, and gain better return as per ARR in low PBP to enhance financial condition with low risk investment decision. 
[bookmark: _90cs2cy2ssr0][bookmark: _Toc220519139]5.1.2 Justification through non-financial risks
[image: ]
[bookmark: _Toc220521297]Figure 7: US lagged behind the world in EV sales 
(Source: Sherman, 2025)

The non-financial risks, like regulatory changes, political instability, and customer dissatisfaction, influence the capital investment decision of a firm. Despite the involvement of top EV firms like Tesla, Ford, and General Motors, the US becomes a laggard in EV sales as compared to the UK, EU, China, and the rest of the world in 2024. Based on the changing policy by Trump and weak government support, such as subsidies and trade-in programmes impact competitiveness of the US EV sales against other countries. For instance, tariffs lead to the average transaction price of an electric car in the US being over $57,000 that is 16% higher than the average for all cars (Sherman, 2025). In this way, the investment decision of Tesla might face major risk in terms of considering Project A and B with high loss as per NPV and PI due to slow EV sales as per regulatory changes and limited government support. Thus, Project C could be more beneficial to recover the £50m investment in 3.60 years, which is lower compared to the PBP of other projects to manage non-financial risks like regulator changes influencing EV sales. 
[image: ]
[bookmark: _Toc220521298]Figure 8: Fuel type vs. brand loyalty comparison of Tesla with others
(Source: Palomarez and Libby, 2025)

The consideration of non-financial risk involves changing the brand loyalty of Tesla due to the highly competitive EV market. In 2025, Tesla's fuel-type loyalty is 68.9%, declining from 70% in 2023, and brand loyalty has reduced to 52.1% from 67% in 2022–2023 (Palomarez and Libby, 2025). This indicates that the customers are switching to other Battery Electric Vehicle (BEV) brands for better features, pricing, or service, that lower return and cash flow of Tesla to influence investment decisions. In this context, the declining customer loyalty impacts sales and lower returns that impact capacity of Tesla for investing in more risky projects like Project A and B with more negative NPV and PI. Moreover, the company should invest in Project C to minimize risk level and maximize returns with faster recovery of invested value than other projects to ensure financial stability while managing non-financial risks. 
[bookmark: _8ymq1kzdb6ad][bookmark: _Toc220519140]5.2 Suitable combination of projects and suggestions
The suitable combination of projects might be the one that involves less risk with comparatively higher returns for Tesla. Project B and C combination could be more feasible for the company to invest a maximum of £100m that provides a higher ARR with less loss generated as per NPV and PI. Capital rationing is the approach of allocating the funds among different investment projects to ensure maximisation of profit with high returns potential investment options (CFI, 2025). In this context, Tesla should wisely invest the capital in low-risk sources to manage non-financial risk in terms of changing EV regulation, improper government support, and declining customer loyalty. Additionally, the company has low gearing with high interest payments, better liquidity, profitability, investment, and efficiency to facilitate capital rationing processes while taking on more debt or generating capital from investors. Based on utilising finance appropriately, the company might invest in the projects that recover the invested value in less time, like Project C as per PBP, to eliminate financial risk. Further, the low-risk projects ensure maximisation of profit in the future to provide growth opportunities for firms while enhancing financial conditions with high returns potential to improve cash flows (Alshehadeh et al., 2024). The capital rationing decision of £100m should be inverted in Projects B and C to ensure low risk and better returns potential in the future to sustain competitiveness in the EV market worldwide. Application of investment appraisal techniques indicate significance of generating high annual profit from Projects B and C that might enhance fiscal health. Overall, the efficient use of capital in low-risk projects maximises growth opportunity for the company while ensuring financial stability with maximum returns levels. 
[bookmark: _Toc220519141]6. Conclusion
In this report, the financial position at Tesla, working-capital efficiency, and investment strategy assessed in a logical way. The liquidity and gearing strongly supported by strong operating cash flows. Nevertheless, the profitability has deteriorated since 2022, and declining returns and margins show price competition and increased costs of production. The efficiency of working capital also improved in previous years, and in 2023-2024, once again, the cash conversion cycle became positive, which indicates the increasing pressure on cash as capital spending is growing. In order to deal with these issues, a mixed reorganisation strategy through selective equity infusion, strategic alliances, and stricter working-capital management has advised. The approach enhances liquidity, reduces the level of debt, and enhances operational flexibility. Investment choices must focus on the projects with high net present value. 
In the future, Tesla will be in a good position in the international EV and energy market. The major advice as CFO would be to have growth balanced with financial discipline by cushioning margins, handling cash judiciously, and sharing investment risks to help in sustaining long-term shareholder value.
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	CALCULATIONS:
	
	
	
	
	
	

	
	
	Tesla, Inc. (TSLA)

	Input data for Liquidity Ratios:
	 
	2024
	2023
	2022
	2021
	2020

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

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

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

	Cash
	
	14,386
	15,903
	13,965
	8,028
	19,348

	 
	 
	 
	 
	 
	 
	 

	LIQUIDITY RATIOS:
	 
	2024
	2023
	2022
	2021
	2020

	Current Ratio
	 
	2.02
	1.73
	1.53
	1.38
	1.88

	Current Assets/Current Liabilities
	 
	 
	 
	 
	 
	 

	Quick Ratio (or Acid Test Ratio)
	 
	1.61
	1.25
	1.05
	1.08
	1.59

	(Current Assets-Inventories)/Current Liabilities
	 
	 
	 
	 
	 
	 

	Cash Ratio
	 
	0.50
	0.55
	0.52
	0.41
	1.36

	Cash/Current Liabilities
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	Input data for Profitability Ratios:
	 
	2024
	2023
	2022
	2021
	2020

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

	Operating Income
	
	7,760
	8,891
	13,832
	6,496
	1,994

	Pre Tax Income
	
	8,990
	9,973
	13,719
	6,343
	5,426

	Net Income
	
	7,130
	14,999
	12,583
	5,524
	862

	Sales
	
	97,690
	96,773
	81,462
	53,823
	31,536

	Total Equity
	
	73,680
	63,609
	45,898
	31,583
	22,225

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

	
	
	
	
	
	
	

	PROFITABILITY RATIOS:
	 
	2024
	2023
	2022
	2021
	2020

	Gross Margin
	 
	18%
	18%
	26%
	25%
	21%

	Gross Profit/Sales
	 
	 
	 
	 
	 
	 

	Operating Margin
	 
	8%
	9%
	17%
	12%
	6%

	Operating Income/Sales
	 
	 
	 
	 
	 
	 

	Pre-tax Margin
	 
	9%
	10%
	17%
	12%
	17%

	Pre-tax Income/Sales
	 
	 
	 
	 
	 
	 

	Net Profit Margin
	 
	7%
	15%
	15%
	10%
	3%

	Net Income/Sales
	 
	 
	 
	 
	 
	 

	Return on Equity (ROE)
	 
	10%
	24%
	27%
	17%
	4%

	Net Income/Tot.Equity
	 
	 
	 
	 
	 
	 

	Return on Assets (ROA)
	 
	6%
	14%
	15%
	9%
	2%

	Net Income/Tot. Assets
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	GEARING RATIOS Input:
	 
	2024
	2023
	2022
	2021
	2020

	Total Debt
	
	48,390
	43,009
	36,440
	30,548
	29,923

	Total Equity
	
	73,680
	63,609
	45,898
	31,583
	22,225

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

	EBIT (Operating income)
	
	7,760
	8,891
	13,832
	6,496
	1,994

	Interest Expense
	
	350
	156
	191
	371
	-748

	
	
	
	
	
	
	

	GEARING RATIOS:
	 
	2024
	2023
	2022
	2021
	2020

	Debt/Equity Ratio
	 
	0.66
	0.68
	0.79
	0.97
	1.35

	Total Debt/Total Equity
	 
	 
	 
	 
	 
	 

	Debt/Capital Ratio
	 
	0.40
	0.40
	0.44
	0.49
	0.57

	Total Debt/(Tot.Equity+Tot.Debt)
	 
	 
	 
	 
	 
	 

	Equity Multiplier
	 
	1.66
	1.68
	1.79
	1.97
	2.35

	Total Assets/Total Equity
	 
	 
	 
	 
	 
	 

	Interest Coverage Ratio
	 
	22.17
	56.99
	72.42
	17.51
	-2.67

	EBIT/Interest Expense
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	Input data for Efficiency Ratios:
	 
	2024
	2023
	2022
	2021
	2020

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

	Account Receivables
	
	4,418
	3,508
	2,952
	1,913
	1,886

	Account Payables
	
	12,474
	14,431
	15,255
	10,025
	6,051

	Cost of Sales
	
	97,690
	96,773
	81,462
	53,823
	31,536

	
	
	
	
	
	
	

	Efficiency RATIOS:
	 
	2024
	2023
	2022
	2021
	2020

	Average Inventories Turnover Period
	 
	44.90
	51.39
	57.53
	39.04
	47.47

	(Inventories/Cost of Sales) x 365
	 
	 
	 
	 
	 
	 

	Average Settlement Period for Trade Receivables
	 
	16.28
	13.05
	13.05
	12.80
	21.53

	(Account Receivable/Sales) x 365
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	INVESTMENT RATIOS Input:
	 
	2024
	2023
	2022
	2021
	2020

	Earnings (Net Income)
	
	7,130
	14,999
	12,583
	5,524
	4,568

	Total Shares Outstanding
	
	320
	318
	313
	310
	306

	Current market price
	
	399
	123
	299
	1056
	556

	Total Equity
	
	73,680
	63,609
	45,898
	31,583
	29,857

	
	
	
	
	
	
	

	INVESTMENT RATIOS:
	 
	2024
	2023
	2022
	2021
	2020

	Earnings per share
	 
	22.28
	47.17
	40.20
	17.82
	14.93

	Earnings/Total. Shares Outstanding
	 
	 
	 
	 
	 
	 

	Price/Earnings Ratio
	 
	17.91
	2.61
	7.44
	59.26
	37.25

	Market price/Earnings per share
	 
	 
	 
	 
	 
	 

	Book Value per Share
	 
	230.25
	200.03
	146.64
	101.88
	97.57

	Tot.Equity/Total Shares Outstanding
	 
	 
	 
	 
	 
	 


[bookmark: _Toc220521397]Table 3: Ratio calculation of Tesla based on 5-Year Financial Statements
(Source: Tesla, 2024-2023-2022-2021)


[bookmark: _Toc220519145]Appendix 2: Calculation of IRR, PBP, ARR, NPV, and PI
	Calculation of Payback Period (PBP)

	Year
	Project A (£m)
	Cumulative Cash Flow (£m)
	Project B (£m)
	Cumulative Cash Flow (£m)
	Project C (£m)
	Cumulative Cash Flow (£m)

	0
	-50
	-50
	-50
	-50
	-50
	-50

	1
	10
	-40
	11
	-39
	5
	-45

	2
	12
	-28
	11
	-28
	10
	-35

	3
	10
	-18
	11
	-17
	20
	-15

	4
	14
	-4
	11
	-6
	25
	10

	5
	8
	4
	11
	5
	5
	15

	PBP (Years)
	 
	4.50
	 
	4.55
	 
	3.60

	(Years before break-even + (Unrecovered amount/Cash flow in recovery year))
	 
	 
	 
	 
	 
	 



	Calculation of Depreciation

	Initial investment (£m)
	50

	Method
	Straight-line to zero

	Project life (Years)
	5

	Annual Depreciation
	10

	Initial investment/Project life
	 



	Calculation of Accounting Rate of Return  (ARR)

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

	0/Initial Investment
	50
	50
	50

	1
	10
	11
	5

	2
	12
	11
	10

	3
	10
	11
	20

	4
	14
	11
	25

	5
	8
	11
	5

	Average Net Profit
	10.8
	11
	13

	ARR
	21.60%
	22.00%
	26.00%

	Average Net Profit/Initial Investment*100
	 
	 
	 



	Calculation of Internal Rate of Return  (IRR)

	Year
	Project A (£m)
	Discounting factor @10%
	Present value of cash flows (£m)
	Discount rate at 3%
	Present value of cash flows (£m)

	0
	-50
	1.00
	-50.00
	1.00
	-50.00

	1
	10
	0.91
	9.09
	0.97
	9.70

	2
	12
	0.83
	9.91
	0.94
	11.28

	3
	10
	0.75
	7.51
	0.92
	9.15

	4
	14
	0.68
	9.56
	0.89
	12.43

	5
	8
	0.62
	4.97
	0.86
	6.90

	Ra
	3%
	NPVa
	-8.96
	NPVb
	-0.54

	Rb
	10%
	IRR
	10.45%
	 
	 

	 
	 
	Ra+(NPVa/(NPVA-NPVb)*(Rb-Ra)
	 
	 
	 



	Calculation of Internal Rate of Return  (IRR)

	Year
	Project B (£m)
	Discounting factor @10%
	Present value of cash flows (£m)
	Discount rate at 3%
	Present value of cash flows (£m)

	0
	50
	1.00
	-50.00
	1.00
	50.00

	1
	11
	0.91
	10.00
	0.97
	10.67

	2
	11
	0.83
	9.09
	0.94
	10.34

	3
	11
	0.75
	8.26
	0.92
	10.07

	4
	11
	0.68
	7.51
	0.89
	9.77

	5
	11
	0.62
	6.83
	0.86
	9.48

	Ra
	3%
	NPVa
	-8.31
	NPVb
	100.33

	Rb
	10%
	IRR
	3.54%
	 
	 

	 
	 
	Ra+(NPVa/(NPVA-NPVb)*(Rb-Ra)
	 
	 
	 



	Calculation of Internal Rate of Return  (IRR)

	Year
	Project C (£m)
	Discounting factor @10%
	Present value of cash flows (£m)
	Discount rate at 3%
	Present value of cash flows (£m)

	0
	-50
	1
	-50
	1.00
	-50.00

	1
	5
	0.909
	4.545
	0.97
	4.85

	2
	10
	0.826
	8.26
	0.94
	9.40

	3
	20
	0.751
	15.02
	0.92
	18.30

	4
	25
	0.683
	17.075
	0.89
	22.20

	5
	5
	0.621
	3.105
	0.86
	4.31

	Ra
	3%
	NPVa
	-2.00
	NPVb
	9.06

	Rb
	10%
	IRR
	4.26%
	 
	 

	 
	 
	Ra+(NPVa/(NPVA-NPVb)*(Rb-Ra)
	 
	 
	 



	Calculation of Net Present Value (NPV)

	Year
	Project A (£m)
	Discounting factor @10%
	Present value of cash flows (£m)

	0
	-50
	1
	-50

	1
	10
	0.909
	9.09

	2
	12
	0.826
	9.91

	3
	10
	0.751
	7.51

	4
	14
	0.683
	9.56

	5
	8
	0.621
	4.97

	 
	 
	NPV (£m)
	-8.96

	 
	 
	Sum of all present values
	 



	Year
	Project B (£m)
	Discounting factor @10%
	Present value of cash flows (£m)

	0
	-50
	1
	-50

	1
	11
	0.909
	10.00

	2
	11
	0.826
	9.09

	3
	11
	0.751
	8.26

	4
	11
	0.683
	7.51

	5
	11
	0.621
	6.83

	 
	 
	NPV (£m)
	-8.31

	 
	 
	Sum of all present values
	 



	Year
	Project C (£m)
	Discounting factor @10%
	Present value of cash flows (£m)

	0
	-50
	1
	-50

	1
	5
	0.909
	4.55

	2
	10
	0.826
	8.26

	3
	20
	0.751
	15.02

	4
	25
	0.683
	17.08

	5
	5
	0.621
	3.11

	 
	 
	NPV (£m)
	-2.00

	 
	 
	Sum of all present values
	 



	Calculation of Profitability Index (PI)

	Year
	Project A (£m)
	Discounting factor @10%
	Present value of cash flows (£m)

	0
	-50
	1
	-50

	1
	10
	0.909
	9.09

	2
	12
	0.826
	9.912

	3
	10
	0.751
	7.51

	4
	14
	0.683
	9.562

	5
	8
	0.621
	4.968

	 
	 
	Total present values of future cash flows
	-8.96

	 
	 
	PI
	-0.18

	 
	 
	Present values of future cash flows/Initial investment
	 



	Calculation of Profitability Index (PI)

	Year
	Project B (£m)
	Discounting factor @10%
	Present value of cash flows (£m)

	0
	-50
	1
	-50

	1
	11
	0.909
	9.999

	2
	11
	0.826
	9.086

	3
	11
	0.751
	8.261

	4
	11
	0.683
	7.513

	5
	11
	0.621
	6.831

	 
	 
	Total present values of future cash flows
	-8.31

	 
	 
	PI
	-0.17

	 
	 
	Present values of future cash flows/Initial investment
	 



	Calculation of Profitability Index (PI)

	Year
	Project C (£m)
	Discounting factor @10%
	Present value of cash flows (£m)

	0
	-50
	1
	-50

	1
	5
	0.909
	4.545

	2
	10
	0.826
	8.26

	3
	20
	0.751
	15.02

	4
	25
	0.683
	17.075

	5
	5
	0.621
	3.105

	 
	 
	Total present values of future cash flows
	-2.00

	 
	 
	PI
	-0.04

	 
	 
	Present values of future cash flows/Initial investment
	 


[bookmark: _Toc220521398]Table 4: Calculation of IRR, PBP, ARR, NPV, and PI


GEARING RATIOS

2024	Debt/Equity Ratio	Debt/Capital Ratio	Equity Multiplier	Interest Coverage Ratio	0.65675895765472314	0.39641189481445072	1.656758957654723	22.171428571428571	2023	Debt/Equity Ratio	Debt/Capital Ratio	Equity Multiplier	Interest Coverage Ratio	0.67614645726233713	0.40339342324935751	1.676146457262337	56.993589743589745	2022	Debt/Equity Ratio	Debt/Capital Ratio	Equity Multiplier	Interest Coverage Ratio	0.79393437622554364	0.44256600840438193	1.7939343762255435	72.418848167539267	2021	Debt/Equity Ratio	Debt/Capital Ratio	Equity Multiplier	Interest Coverage Ratio	0.96722920558528325	0.49167082454813216	1.9672292055852831	17.509433962264151	2020	Debt/Equity Ratio	Debt/Capital Ratio	Equity Multiplier	Interest Coverage Ratio	1.3463667041619798	0.57380915854874592	2.3463667041619796	-2.6657754010695189	



INVESTMENT RATIOS

2024	
Earnings per share	Price/Earnings Ratio	Book Value per Share	22.28125	17.90743338008415	230.25	2023	
Earnings per share	Price/Earnings Ratio	Book Value per Share	47.166666666666664	2.6077738515901063	200.02830188679246	2022	
Earnings per share	Price/Earnings Ratio	Book Value per Share	40.201277955271564	7.4375745052849087	146.63897763578274	2021	
Earnings per share	Price/Earnings Ratio	Book Value per Share	17.819354838709678	59.261404779145543	101.88064516129032	2020	
Earnings per share	Price/Earnings Ratio	Book Value per Share	14.928104575163399	37.245183887915935	97.571895424836597	


Cash Operating Cycle

2024	Inventory Days	Receivables Days	Payables Days	Cash Conversion Cycle	54.6	16.5	56.7	14.4	2023	Inventory Days	Receivables Days	Payables Days	Cash Conversion Cycle	62.8	13.2	66.599999999999994	9.4	2022	Inventory Days	Receivables Days	Payables Days	Cash Conversion Cycle	77.3	13.2	91.9	-1.4	2021	Inventory Days	Receivables Days	Payables Days	Cash Conversion Cycle	52.2	13	91	-25.8	2020	Inventory Days	Receivables Days	Payables Days	Cash Conversion Cycle	38.799999999999997	21.8	57.3	3.3	
All values in Days




PROFITABILITY RATIOS

2024	
Gross Margin	Operating Margin	PreTax Margin	Net Profit Margin	Return on Equity (ROE)	Return on Assets (ROA)	0.17862626676220697	7.9434947282219268E-2	9.2025795884942169E-2	7.2985976046678266E-2	9.6769815418023888E-2	5.8409109527320389E-2	2023	
Gross Margin	Operating Margin	PreTax Margin	Net Profit Margin	Return on Equity (ROE)	Return on Assets (ROA)	0.18248891736331416	9.1874799789197395E-2	0.10305560435245369	0.15499157822946483	0.23579996541369933	0.14067981016338704	2022	
Gross Margin	Operating Margin	PreTax Margin	Net Profit Margin	Return on Equity (ROE)	Return on Assets (ROA)	0.25598438535759005	0.16979696054602145	0.16840981070928776	0.15446465836831896	0.27415137914506077	0.15282129757827492	2021	
Gross Margin	Operating Margin	PreTax Margin	Net Profit Margin	Return on Equity (ROE)	Return on Assets (ROA)	0.25279155751258753	0.12069189751593185	0.11784924660461141	0.10263270349107259	0.17490422062501979	8.8908918253367886E-2	2020	
Gross Margin	Operating Margin	PreTax Margin	Net Profit Margin	Return on Equity (ROE)	Return on Assets (ROA)	0.2102359208523592	6.3229325215626589E-2	0.17205733130390666	2.7333840690005072E-2	3.8785151856017996E-2	1.6529876505330981E-2	Values in (%)





LIQUIDITY RATIOS

2024	
Current Ratio	Quick Ratio (or Acid Test Ratio)	Cash Ratio	2.0249123902709831	1.6079594739946568	0.4991499254016169	2023	
Current Ratio	Quick Ratio (or Acid Test Ratio)	Cash Ratio	1.7258939752330598	1.2519131765688047	0.55318630861277307	2022	
Current Ratio	Quick Ratio (or Acid Test Ratio)	Cash Ratio	1.53195552061103	1.0512561308922086	0.52285746377625519	2021	
Current Ratio	Quick Ratio (or Acid Test Ratio)	Cash Ratio	1.3752854605430094	1.0831261101243339	0.40740928698299922	2020	
Current Ratio	Quick Ratio (or Acid Test Ratio)	Cash Ratio	1.8751403705783267	1.5873104997192589	1.3579449747332959	



Efficiency Ratios

2024	
Average Inventories Turnover Period	Average Settlement Period for Trade Receivables	44.899222028866824	16.280888524925786	2023	
Average Inventories Turnover Period	Average Settlement Period for Trade Receivables	51.3933638514875	13.049920949025038	2022	
Average Inventories Turnover Period	Average Settlement Period for Trade Receivables	57.526638187130196	13.045591809678132	2021	
Average Inventories Turnover Period	Average Settlement Period for Trade Receivables	39.041023354328075	12.795273396131766	2020	
Average Inventories Turnover Period	Average Settlement Period for Trade Receivables	47.465277777777771	21.529680365296802	
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Fuel Type Loyalty vs. Make Loyalty: Tesla vs. Other BEVs
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