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Part A
[bookmark: _Toc143372761]Introduction:
Electric Vehicles have more attraction for the world due to its energy efficient and carbon neutrality. Tesla as Worlds one of the greats in electric vehicles especially its cars are inevitable study subject. In this report we will study its business model for its success.  
Tesla, whose headquarters are in Palo Alto, is an electric and power company of the United States, with more than 30,000 employees and 212 stores all over the world, generates as well as sells solar panels, EV's along with certain energy storage equipment with tesla act as pioneer in the world in the market of electric vehicles (H.Mallick, 2023). Due to Environment protection against global warming and increase in fuel price over the world and change in customer’s needs electric companies are developing rapidly to cash the opportunity and to make maximum out of it. Business startups failed due to lack of suitable self-positioning in the field while the gap in the field of hardware (which is one of the potential Weak element for Electric Companies) can be narrowed by Investment in talent recruitment on a wider basis and through fusions and purchases but difference in business model and culture it became more difficult to catch it up. Now it is time to discuss business model of Tesla to provide suitable base for new startups to gain potential advantage (J.Liu, 2022). The reason behind Tesla’s selection such case studies are important in qualitative methods and it has also been demonstrated to have a more particular and incomparable value in a practical in nature field.  (Starman, 2013).
[bookmark: _Toc143372762]Business Model:
At the time of establishment of Tesla their aim was to some innovative models of electric vehicles with outstanding functionality, conservation of energy, long-range, broad charging capability, and aggressive designs. At technical level it was dimension reduction attack at that time. They had a unique values and sales model as compared to traditional car sales model. Furthermore, they are the high performing EV Car at that time in the market which is the heaven for tech-loving ones.
Tesla pays more attention towards technological development and innovation and environmental protection (less carbon emission) and that was Tesla’s best-selling points. Revenue purpose Tesla didn’t depend on just selling vehicles rather than making money through subscription model of such car features as well as super fluctuating network prompting them to get company’s profit increased rapidly.       
Tesla decided to move forward with direct marketing via B2C. Experience stores in high-traffic areas for open direct marketing. The B2C model may result in improved client experiences, the ability to adjust rates without reseller markups, the maintenance of service criteria, and the preservation of reputation and quality.  (M, 2017). 
 For the key resources, Musk has owned 8 technological Companies and Tesla could achieve technology sharing between these companies (Brooklyn, 2022). Their Research &Development was so fast and efficient that Tesla would best available technology at that time such as algorithms for autonomous driving. This was the reason behind Tesla being cost reduction and Cost efficient.
Due to popularity and importance of electric vehicles Tesla has potential threat of new entrants also (Standardization, 2012).
  
	Important collaborators:




Battery Suppliers, 
Part Suppliers,
Chip Suppliers, Advertisers
	Key Activities:


Produce and Sales of Electric Vehicles, Solar Panels, Energy Storage Equipment
	Value Preposition:


Intelligent Driving assistant System, product direct sales, Battery Advantage, Super Charge System, Technology OTA upgrade
	Customer Relationships:

Tesla Car Club, After Sales Customer Services
	Customer Segments:



Young People, tech-loving ones

	
	Key Resources:


Independent Research and Development team and technical patents
	
	Channels:


Instagram, Twitter, Tesla official website
	

	Cost Structure:


Marketing Cost, Labor Cost, Operation Cost, Promotion Cost, Platform Cost, Fixed Cost
	Revenue Stream:


Subscription Sales Model, Car Sales Profit, Insurance super charged network etc.


The business model Canvas of Tesla with its uniqueness
[bookmark: _Toc143372763]Market Place and Segment of Tesla:
					Tesla’s market segment was mainly males aged between 25 to 60 years having good life style with income of 100,000 or more in U.S. and affecters’ of increasing prices of gasoline who are well settled and looking for a suitable alternative to gasoline and some better style vehicle. Now it has Market all over the world with Tesla holds market share of 65% currently but till 2025 it will expected to be remained on 20% due to better less cost effective options provided by its competitors in the market (Tiwari, 2017).
[bookmark: _Toc143372764]Major Competitors:
Tesla’s major competitors are:
· Ford
· Lexus
· Mercedez-Benz
· Porsche
· BMV
· CHEVY
[bookmark: _Toc143372765][image: https://www.carscoops.com/wp-content/uploads/2022/11/TSha.jpg]
This diagram shows 525,000 Registration of new EVs for the year 2022 till Sep 2022 from which Tesla has 65% Share down from 79% of 2020 and forecasted to drop below 20% by 2025 (S&P Global Mobility, 2022).
Board of Director’s Impact:
The directors including CEO Elon Musk, on which the BOD of Tesla is consists of Total 10 members. 
They have awarded roughly 11 millions worth stock option to themselves during recent years. 
Tom Zhu named head of auto operations while Mizuno to resign from its directorship (CNN Business, 2023). 
Tesla’s Board of Directors will return 735 million to the company for settling their claims which they have overpaid themselves on one of the largest shareholder’s settlement (CNN Business, 2023).
[bookmark: _Toc143372766]Profit Warning:
Tesla trying to cut down its prices to boost sales that will power its revenue in last five quarters but it will drag its profit to three year low level. Tesla has launched a price war to stroke demand and quell competition against its competitors i.e. Ford and BYD (Research, 2023).

[bookmark: _Toc143372767]Legal Issues:
· 56 billion compensation package which is challenged by Tesla’s shareholders is under litigation and will be a legal issue in future (CNN Business, 2023).

[bookmark: _Toc143372768]Conclusion:
Tesla is large manufacturer of EVs with significant innovation advantage and it has produced 25.39 TWH of electricity while it has consumed 25.37 TWH. Longer battery longevity is the most sustainable option for Profitability.  
















PART-B
Chart of Ratios
	[bookmark: _Toc143372769]Ratios
	2018
	2019
	2020
	2021
	2022

	Gross margin
	18.83%
	16.56%
	21.02%
	25.28%
	25.60%

	Operating margin
	-1.81%
	-0.28%
	6.32%
	12.12%
	16.76%

	Pretax margin
	-4.68%
	-2.71%
	3.66%
	11.78%
	16.84%

	Net profit margin
	-4.55%
	-3.51%
	2.19%
	10.26%
	15.45%

	Cash flow margin
	9.78%
	9.79%
	18.85%
	21.36%
	18.07%

	Return on assets
	-3.28%
	-2.51%
	1.32%
	8.89%
	15.28%

	Return on equity
	-16.95%
	-11.54%
	2.99%
	17.81%
	27.66%

	Current Ratio
	0.83
	1.13
	1.88
	1.38
	1.53

	Quick Ratio
	0.48
	0.71
	1.49
	1.00
	0.94

	Days Sales Outstanding
	16.14
	19.66
	21.83
	12.97
	13.23

	Debt to equity
	2.43
	2.17
	0.64
	0.37
	0.22

	Accounts receivable turnover ratio
	29.31
	21.63
	19.65
	28.34
	33.49

	Inventory turnover ratio
	6.48
	6.15
	6.51
	8.16
	6.52

	Asset turnover ratio
	0.72
	0.72
	0.60
	0.87
	0.99

	Total Debt to Equity
	4.17
	3.59
	1.26
	1.00
	0.81



Profitability Ratios:
Gross Margin
	Ratios
	2018
	2019
	2020
	2021
	2022

	Gross margin
	18.83%
	16.56%
	21.02%
	25.28%
	25.60%



Gross margin is very important indicator for any company’s core financial performance because it tells the profit percentage of the company after the deduction of direct cost such as labor and raw material from revenue (Bloommenthal, 2022). The amount of capital retained by a company is defined by the gross margin, for which it can then utilize to pay its indirect expenses. In Tesla Company the gross margin is good and also increase every year.
Operating margin
	Ratios
	2018
	2019
	2020
	2021
	2022

	Operating margin
	-1.81%
	-0.28%
	6.32%
	12.12%
	16.76%



Operating margin is also very important indicator because it tells the actual profit margin in percentage of the company after the subtraction of administration and operations costs from the gross margin and before the subtraction of interest and taxes (Bloommenthal, 2022). Operating margin include the expenses like daily paid amount in form of wage, marketing costs, facility costs, transportation costs, depreciation, and amortization of equipment. In Tesla Company the profit margin is negative so its means company directly loss from its product but the loss is decreased every year and then company start making profit and now it’s also increase every year.

Pretax margin
	Ratios
	2018
	2019
	2020
	2021
	2022

	Pretax margin
	-4.68%
	-2.71%
	3.66%
	11.78%
	16.84%



Pretax margin is the indicator that shows that the how much percentage company gets from revenue after the subtraction of interest from the operating margin (Bloommenthal, 2022). It also includes the interest that company pays for their loans and interest received from their loans. The pretax margin is used to compare the profitability of business in within same industry’s performance.  In Tesla Company the pretax margin is negative and its means that company is in loss after paying its interest but the loss is decrease and start making profit after 2020 and it’s also increase every year and it’s very good for the company.
Net profit margin
	Ratios
	2018
	2019
	2020
	2021
	2022

	Net profit margin
	-4.55%
	-3.51%
	2.19%
	10.26%
	15.45%



The net profit margin means the simple margin of profit in percentage after the deduction of taxes from pretax margin (Bloommenthal, 2022). That’s the real percentage that company from revenue after all the costs, interest and taxes. So, that’s why it’s also considering very important indicator. In Tesla Company net profit margin in negative in starting years that’s means the company is in loss but in 2020 its start making profit and also grow rapidly every year.
Cash flow margin
	Ratios
	2018
	2019
	2020
	2021
	2022

	Cash flow margin
	9.78%
	9.79%
	18.85%
	21.36%
	18.07%



Cash flow margin is best way to gain a deeper insight for the financial health of the company. Cash margin measure the percentage of operating cash flow from the total revenue (Bloommenthal, 2022). Its show that the how effectively company convert its sales into cash. In Tesla Company cash flow margin is increase every year but still it’s very low and they need to increase it.
Return on assets
	Ratios
	2018
	2019
	2020
	2021
	2022

	Return on assets
	-3.28%
	-2.51%
	1.32%
	8.89%
	15.28%



Return of assets means that how much percentage of Income Company generates from their assets. Corporate management, analysts, and investors can use it to determine the company generates profit from its assets (Bloommenthal, 2022). The higher percentage means the company is more efficient and productive to generate profits and lower percentage means company needs to improve further. In Tesla Company the return on assets is negative in starting years but its increase rapidly and now its return is very high in recent years.
Return on equity
	Ratios
	2018
	2019
	2020
	2021
	2022

	Return on equity
	-16.95%
	-11.54%
	2.99%
	17.81%
	27.66%



Return on equity is the most important indictor to judge the company because it gives you percentage of profit from the shareholder’s equity (Bloommenthal, 2022). Return on equity cannot be used different companies to compare with different industries. It’s mostly link with their industry average if it’s more than its industry average then its goods and if it low then its need to be improve. In Tesla Company the industry average is 17.02% so it’s high than their industry average so its means its performance is good.
ii) Liquidity Ratios:
Current ratio
	Ratios
	2018
	2019
	2020
	2021
	2022

	Current Ratio
	0.83
	1.13
	1.88
	1.38
	1.53



Current ratio means that compare’s company current assets with its present responsibilities. It guarantees that the company's short-term obligations will be covered within a year.  (Bloommenthal, 2022). Current assets includes like cash, accounts receivable, inventory along with other current assets that expected to shift into cash within one year. Such liabilities includes certain accounts payable, wages, taxes payable, short-term debts as well as interest payable that must be need to pay within one year. In Tesla Company the current ratio is low in previous years but it improve and better in recent years and that’s good for the company.


Quick Ratio
	Ratios
	2018
	2019
	2020
	2021
	2022

	Quick Ratio
	0.48
	0.71
	1.49
	1.00
	0.94



The quick ratio means that a company's short-term obligations need to be paid through its most liquid assets. This ratio includes current assets but cannot include inventory and prepaid assets because they are easy to convert to cash (Bloommenthal, 2022). Current assets include cash, accounts receivable, and market securities that expected to easily convert into cash within one year. The quick ratio is must be more than 1. The Tesla Company quick ratio is week in previous year but in recent years its easily pay its short term liabilities. 
[bookmark: _Toc143372770]Efficiency Ratios:
Days Sales Outstanding
	Ratios
	2018
	2019
	2020
	2021
	2022

	Days Sales Outstanding
	16.14
	19.66
	21.83
	12.97
	13.23



The days sales outstanding means how much such number of days it needs a business to get payment for products as well as services purchased on credit terms (Bloommenthal, 2022). The lower DSO means that the company faster collects its payments and the higher DOS means company needs more days to recover its payments. The average DOS is 45 so the company is must be less than this number. In Tesla Company the DOS are very low so it’s very good for the company.

Accounts receivable turnover ratio
	Ratios
	2018
	2019
	2020
	2021
	2022

	Accounts receivable turnover ratio
	29.31
	21.63
	19.65
	28.34
	33.49



Account receivable turnover ratio shows that how many times a corporation receives the standard amount on an accounting receivable (Bloommenthal, 2022). It shows that The efficiency with which the corporation collects unpaid client amounts and manages its contract of credit. The higher number is good for the company. In Tesla Company the number of accounts receivable turnover ratio is very good and company effectively collecting outstanding balance.
Inventory turnover ratio
	Ratios
	2018
	2019
	2020
	2021
	2022

	Inventory turnover ratio
	6.48
	6.15
	6.51
	8.16
	6.52



Inventory turnover ratio indicates that how frequently an enterprise turns over its stocks in comparison to the price of items sold in a year. The high ratio means how many times company to turnover its inventory into cost of goods sold and low ratio means a sign of weak sales or excess inventory and company maintain more stock (Bloommenthal, 2022). In Tesla Company the ratio is less that means they need to increase its sales or maintain fewer inventories.
Asset turnover ratio
	Ratios
	2018
	2019
	2020
	2021
	2022

	Asset turnover ratio
	0.72
	0.72
	0.60
	0.87
	0.99



The asset turnover ratio measures the total annual revenue compared to total assets. That’s means how much percentage of Revenue Company gets from their assets. The company's efficiency in using its assets to generate revenue is shown. (Bloommenthal, 2022). The high ratio means company use their assets diligently and less ratio means not use properly. The industry assets turnover ratio is 0.79 as well as Tesla Company ratio in recent years is higher in ratio than industry ratio that means they use their assets more potentially. 
Total Debt to Equity
	Ratios
	2018
	2019
	2020
	2021
	2022

	Total Debt to Equity
	4.17
	3.59
	1.26
	1.00
	0.81



The total debt to equity ratio means how much debt company has as compared to its equity. The higher ratio defines company is more risky and fewer ratios mean company is less risky. It also tells the default risk of the company (Bloommenthal, 2022). In Tesla company ratio is high in previous years but in recent years its low so that means it’s very good for the company.


Debt to equity
	Ratios
	2018
	2019
	2020
	2021
	2022

	Debt to equity
	2.43
	2.17
	0.64
	0.37
	0.22



Debt to equity ratio measure the total debt to total equity of the company. The higher debt means company hard to covering its debt from their equity (Bloommenthal, 2022). If the debt to equity ratio is more than 2.5 then its means that company is more risky. In Tesla Company debt to equity ratio is high in previous years but in recent years is very less so its means now the company is very less risky.



Tesla’s comparison with industry average
 Gross Margin Ratio:
	  This ratio measures the company’s gross profit compare to its revenue as a percentage. Tesla has gross margin of 25.60% while its industry average is 17.23%.This ratio also points that Tesla has higher gross margin as compared to its industry and higher gross margin is also means Tesla retains more capital either to pay other costs or satisfy its debts (Financial Times, n.d.).
Quick Ratio:
	  The quick ratio evaluates a company's liquidity and determines if it can satisfy its immediate responsibilities with its liquid assets. It is also called Acid test Ratio. Tesla has 0.94 while its relevant industry ratio is 0.38. Tesla’s higher quick ratio tells about company’s good financial health and liquidity (Financial Times, n.d.).
Working Capital Ratio:
	 It is the core basic metric of liquidity that presents how capable a company is to meet its obligations. Its standard is this ratio should not be less than 1 in any case. Tesla has 1.54 as compared to 1.41 of its relevant industry that company is strong enough to meet its financial obligations (Financial Times, n.d.).
Long Term Debt to Equity (Gearing Ratio):
	This ratio is useful as a technique of calculating the amount of leverage that an organization is using. It also indicates that how much debt a company is taking on in order to finance its operations, versus the resources it has. Tesla has 0.22 which means 22% debt is in its overall Shareholder’s Equity including debt while Industry ratio shows 0.67 (Financial Times, n.d.).
Leverage Ratio:
	 This ratio is used to predict the company's mix of specific operating expenses in order to acquire a clear picture of how changes in production will affect its financial performance. Good ratio in this context stands to 1 or less than 1 while higher than 1 raise concern for investors or lenders. Tesla falls in good ratio with 0.76 is this regard (Financial Times, n.d.).
Interest Coverage Ratio:
	This ratio has been used to assess a company's ability to cover tax on outstanding debt, its formula is EBIT divided by interest expense. For analysis minimum 2 is generally considered acceptable for this ratio but analysts consider 3 as the best ratio. For Tesla’s point of view interest coverage is more efficient than industry and it has too much sufficient to pay its interest liability as it has 94.4 times average while industry shows 5.38 times (Financial Times, n.d.).	
Free Cash Flow Margin:
	Free cash flow measures the amount of cash generated by a company as a proportion to its revenue, it replays that for each dollar of revenue generated, what percentage gets converted into free cash flows. Tesla has 12.30% of Free Cash Flow Margin that shows 12.30% funds of revenue are spare enough for either capital expenditures or to strong more operations to earn maximum profitability as Tesla is using cost efficient techniques to cut its labor costs also (Financial Times, n.d.).	
Operating Margin:
	Operating margin takes into account the profit that is made per dollar of sales as a result of carrying variable production costs, for example wages and raw materials before interest and taxes. Tesla has 16.76% operating margin while its competitive industry has 6.82% margin which again shows operation efficiency of Tesla against its competitors. one of the reason for tesla’s higher operating profit is that it has zero advertisement expense (Financial Times, n.d.).
Pre-Tax Margin:
	It shows the level of profit a company creates before it pays its taxes after interest. Tesla has created pre-tax margin of 16.84% while its industry margin 7.36% (Financial Times, n.d.).
Return on Assets:
	It shows how profitable a company is with respect to its total assets, it also tells that how efficient a company in generating of profit from its assets. Tesla has 15.28% ROA while its competitive industry has 4.54% shows how efficient Tesla is, in generating of profit and efficient use of its assets (Financial Times, n.d.). 
Return on investment:
	This ratio compares the effectiveness or profitability of different investment choices. Any ratio over 5:1 will recognize as profitable one while if it is 10:1 then it is exceptional one (Financial Times, n.d.). Tesla has ROI 21.715 while its competitive industry has 7.11%.	
Return on Equity:
	The company’s net income divided by shareholder’s equity is called ROE. It indicates how efficiently the funds of the shareholders are utilized to earn profit (Financial Times, n.d.). Higher the ROE means higher the conversion of equity finance into profit. Tesla has 27.66% ROE with its competitive industry has 17.02%.


Inventory Turnover Ratio:
	Inventory turnover indicates how frequently corporations replace their goods in comparison to the expense of sales, Higher inventory turnover ratio is better one which is the sign of higher sales and less inventory and vice versa. Tesla has 6.52 inventory turnover ratio a bit weaker than relative industry  same ratio of 7.32 (Financial Times, n.d.). 	
Asset Turnover Ratio:
	Asset turnover tells us how efficient the organization is in generating profit from its core main assets. An asset turnover ratio of 2.5 or more is defined as good while auto industry has lesser asset turnover ratio as compared to standard with 0.79 while Tesla has much better ratio with 0.99 (Financial Times, n.d.).
Receivable Turnover Ratio:
	This ratio shows how efficient the company for his collection of receivables. Higher is desirable in this case and Tesla has very high 33.49 compare to its competitive industry of 4.73 (Financial Times, n.d.).
 	


Recommendations for Tesla:
	With the sale of EVs are growing for Tesla and continuing rapidly, Tesla should becoming the biggest or most important producer for EVs. Many of the United Nations states have little or no charging stations and also have less awareness about EVs. The company would try to focusing some of their spending for supercharge energy efficient stations which can charge in minimum time using their R&D that can boost the EVs field. For awareness to be created amongst the consumers Tesla should invest in advertising also both in the areas where its consumers base is strong and where consumers are not familiar with its products, this will enhance their market share also.
	Tesla should not only focus on luxury products but can also focus on huge range of consumers specifically less income users. With the position Tesla is in the market it can easily grow its share by targeting low income consumers with some models that have price according to the range of low income consumers just like if Model 3 of Tesla a bit more lower it can easily be a suitable option for many low income consumers. In terms of price elasticity, fully electric vehicles outperform hybrids and internal combustion engines, with the demand relative elastic the supply is relatively inelastic. Tesla has enough capital and projections of demand to work with in order to increase its market share and targeting low income consumers also. Natural gas vehicles, hydrogen powered vehicles can also pose a threat to Tesla (Sneci, 2022). Low switching costs reduce the challenges for Tesla consumers to purchase vehicles from other automakers. In many cases, however, alternatives have limited functionality and product power, which limits customers' bargaining power with Tesla (Kissingner, 2019).












Part-C
	[bookmark: _Toc143372771]Pay Back Period
Project A


	Year
	Cash flows
	Cumulative CFs
	Pay Back Period

	0
	-£          80 
	(80)
		3 Years & 2.18 Months

	

	

	

	




	1
	 £          25 
	(55)
	

	2
	 £          25 
	(30)
	

	3
	 £          20 
	(10)
	

	4
	 £          55 
	
	



PBP= 3 years +10/55*12= 3 years and 2.18 months.
	Project B


	Year
	Cash flows
	Cumulative CFs
	Pay Back Period

	0
	-£          75 
	(75)
		2 Years & 3 Months

	

	

	

	




	1
	 £          50 
	(25)
	

	2
	 £          20 
	(5)
	

	3
	 £          20 
	  
	

	4
	 £          20 
	 
	



PBP= 2 years +5/20*12= 2 years and 3 months.
Conclusion: On the basis of Payback Period and comparison between both projects, Project B will be taken by company as its Pay Back Period is 2 years and 3 months than Project A with its payback period is 3 years and 2.18 months to recover the investment. 










[bookmark: _Toc143372772]Advantages and Disadvantages of Payback period method
Advantages
1. Simple concept to understand:
By using this method anyone can easily understand the concept because it is very simple and straightforward method. The calculation is very short so anyone can calculate by yourself.
2. Helpful for small business:
This is the only capital planning method that contains critical data on the payback time. There is a tendency for projects to have less risk with shorter payback periods. Small enterprises with low resources have a critical need for this information. To invest in new prospects, small businesses can quickly recover their costs and use the money to do so.
3. Faster reinvestment of earnings:
This plan will make this process easy and quick in the case of a company which wishes to recapitalize so that it can grow and reinvest. Using this strategy, you can select assets that will provide a greater return on investment as quickly as possible or more efficiently. If your main objective is to develop your business, your money should continue to work for you by providing the best investment options.
       [Available at: https://www.javatpoint.com/advantages-and-disadvantages-of-payback-        period, last accessed on 15th July 23.]







Disadvantages

1. Ignores the time value of money:
 The biggest disadvantage of the Payback Period is that it fails to account for money's time value, which is one of the primary business principles. According to the time value of money principle, money earned earlier would be worth more when reinvested than money earned later since it can generate greater returns. The PBP technique overlooks this, which devalues the real value of the cash flows.
2. Ignores profitability:
[bookmark: _GoBack]A faster payback period is not indicative of the project's profitability. What should be done if the project's cash flows quit or start decreasing throughout the repayment period? Both times, The task would no longer be viable after the payback period.
[Available at: https://www.javatpoint.com/advantages-and-disadvantages-of-payback-period, last accessed on 15th July 23.]
[bookmark: _Toc143372773]





Accounting Rate of Return
Project A
	Year
	Cash flows
	Cumulative CFs
	ARR Formula
	ARR

	0
	-£          80 
	(80)
		ARR=Average Profit/Average Investment*100

	

	

	

	


31.25/40*100
		78.13%

	

	

	

	




	1
	 £          25 
	(55)
	
	

	2
	 £          25 
	(30)
	
	

	3
	 £          20 
	(10)
	
	

	4
	 £          55 
	
	
	



Average Profit= (25+25+20+55)/4=31.25
Average Investment= (Cost of Machine+ Disposal Value)/2 
Average Investment= (80+0)/2= 40

	      Project B


	Year
	Cash flows
	Cumulative CFs
	ARR Formula
	ARR

	0
	-£          75 
	(75)
		ARR=Average Profit/Average Investment*100
27.50/37.5*100

	

	

	

	



		73.33%

	

	

	

	




	1
	 £          50 
	(25)
	
	

	2
	 £          20 
	(5)
	
	

	3
	 £          20 
	15
	
	

	4
	 £          20 
	35
	
	



Average Profit= (50+20+20+20)/4=27.50
Average Investment= (Cost of Machine+ Disposal Value)/2 
Average Investment= (75+0)/2= 37.5

Conclusion: With the comparison of both projects on the basis of Accounting Rate of Return (ARR), Project A will be taken as it is contributing 78.13% instead of Project B’s 73.33% in profitability of the company.

[bookmark: _Toc143372774]Advantages and Disadvantages of Accounting Rate of Return
Advantages
1. Simple calculation:
The ARR approach is one of the simplest ways to assess an investment. It does not need difficult or important computations, in contrast to NPV and IRR approaches. ARR is furthermore often employed for audiences with little financial expertise because it is straightforward to grasp. ARR is the favorite method of investment appraisal for non-finance managers because of its simplicity.
2. Use of accounting data:
ARR does not necessitate taking cash flows into account, unlike NPV and IRR approaches. ARR can easily be determined using accounting data. ARR computation is one of the simplest investment assessment methods since accounting data are easily accessible. ARR is also perfectly acceptable in assessing a firm’s success based on specific investments because accounting data is a real depiction of a company’s performance.
3. Accounting profitability:
The project's whole stream of revenue and profitability is included in the ARR approach. As a result, it offers a full view of an investment project's profitability. Utilizing accounting profitability gives businesses the freedom to concentrate on more lucrative investment possibilities, making it simple to assess the investments.

[Available at: https://www.tutorialspoint.com/merits-and-demerits-of-accounting-rate-of-return-arr, last accessed on 17th July 23.]
Disadvantages
1. Ignore the cash flow:
ARR disregards cash flows in favor of profitability as a metric for evaluating investments. ARR is faulty in some investment situations because profitability is an insufficient indicator of a real investment appraisal. Accounting profits may also include non-cash things and are typically dependent on some arbitrary assumptions. Therefore, using ARR just as a method to assess an investment project would be improper.
2. Ignore the time value of money:
The time value of money principle, which argues that money now is worth more than money later, is entirely disregarded by the ARR technique. ARR is a flawed method for assessing investments since it does not take time worth of money into account.
3. Arbitrary cut-off
The majority of businesses that favours ARR as an evaluation method limit the projects using an arbitrary cut-off yardstick. The firm's current return on assets, or book value, is typically used as the measure. This results in profitable initiatives being rejected by growing businesses receiving extremely high rates on their current assets, while profitable projects are chosen by smaller companies earning lower rates from their assets.

[Available at: https://www.tutorialspoint.com/merits-and-demerits-of-accounting-rate-of-return-arr, last accessed on 17th July 23.]










[bookmark: _Toc143372775]Net Present Value
Project A
	Year
	Cash flows
	Discount Factor
	PV

	0
	-£          80
	1.00
	(80)

	1
	£          25
	0.911
	22.779

	2
	£          25
	0.830
	20.755

	3
	£          20
	0.756
	15.129

	4
	£          55
	0.689
	37.909

	Total NPV of the Project
	16.573



	      Project B


	Year
	Cash flows
	Discount Factor
	PV

	0
	-£          75 
	1.00
	(75)

	1
	 £          50 
	0.911
	45.558

	2
	 £          20 
	0.830
	16.604

	3
	 £          20 
	0.756
	15.129

	4
	 £          20 
	0.689
	13.785

	Total NPV of the Project
	16.077



Conclusion: On the basis of Net Present Value approach (NPV), Project A will be taken as it is contributing more in shareholder’s wealth instead of Project B.
 



Net Present Value (1c)
Project A
	Year
	Cash flows
	Discount Factor
	PV

	0
	-£          80
	1.00
	(80)

	1
	£          25
	0.899
	22.472

	2
	£          25
	0.808
	20.199

	3
	£          20
	0.726
	14.525

	4
	£          55
	0.653
	35.906

	Total NPV of the Project
	13.102



	      Project B


	Year
	Cash flows
	Discount Factor
	PV

	0
	-£          75 
	1.00
	(75)

	1
	 £          50 
	0.899
	44.944

	2
	 £          20 
	0.808
	16.160

	3
	 £          20 
	0.726
	14.525

	4
	 £          20 
	0.653
	13.057

	Total NPV of the Project
	13.685



Conclusion: On the basis of Net Present Value approach (NPV), Project B will be taken as it is contributing more in shareholder’s wealth instead of Project A.
 



Net Present Value (NPV):
The Net Present Value (NPV) of a project is determined by calculating the present values of the future cash flows generated by the investment, summing all the cash flows and finally subtracting the sum calculated above from the initial outlay for the investment.
Future cash flows are discounted using a discount rate considering time value of money and risk factor. 
· If the calculated NPV is positive, the investment should be undertaken. 
· An investment with a negative NPV should not be accepted.
· When comparing several exclusive investment projects, the projects with the highest positive NPV should be accepted.
Concept of Net Present Value (NPV):
From a purely financial viewpoint, the NPV rule is consistent with the shareholder’s objective of wealth maximization, because it exclusively uses cash flows in the calculations as well as considers the time value of money. It evaluates investment projects in the way as investors do (Shapiro, 2005). The NPV has several strengths and weaknesses. 
Strengths of NPV (Brealey, 2006, Shapiro, 2005, Ansari, 2000) are:
• Its consideration of the time value of money.
• The NPV considers all expected cash flows irrespective of the timing when the anticipated cash flows are generated.
• It permits comparisons between different investment projects with the same pre-determined discount rate.
• The NPV of an investment considers risk by applying a discount rate reflecting the minimal acceptable rate of return on projects with similar risks.
NPV’s shortcomings:
The Shortcomings are mainly connected with the understanding of the concept and its parts:
• The concept may be hardly understood due to its complexity (Shapiro, 2005).
• Selecting a suitable discount rate based on assumptions about a potential investment and considering an investment’s risk may be difficult to comprehend for individuals without any financial training, background or experience (Ansari, 2000).
• The model gives a false sense of accuracy, since the computed present value is based on estimated and uncertain cash flows (Ansari, 2000).


[bookmark: _Toc143372776]Advantages and Disadvantages of Net present value
Advantages:

1.  It takes the cost of capital and risk factors into consideration:
When developing future estimates, it takes risk and capital costs into account. Cash flows that are up to ten years in the future are far less reliable than those that occur within the following twelve months. This ratio regards forecasts from recent years as a more useful resource than those near the end of the forecast period.
2. It gives you ranking information about projects while rationing capital:
Investments are common in the business sector. The Net Present Value does more than just compute an individual's equity investment. This ratio may also be used by businesses to judge if certain initiatives are worth future investment. The results of this model may tell everyone if one project will be more profitable than another. This enables for the selection of the superior alternative for long-term development and growth, whether based on the percentage or total value.
3. NPV tells you if an investment can create value:
The Net Present Value approach determines if an investment has a high possibility of delivering value for an investor or agency. It will describe that advantage by examining the real predicted rise in time, even when all cash flows are discounted back to now. Although there is no assurance that any investment will follow its NPV, this information may be combined with other tools to create a pretty clear picture of a projected outcome.
      [Available at: https://vittana.org, last accessed on 19th July 23.]






Disadvantages:

Estimation of Opportunity Cost:
It may become difficult to calculate the opportunity cost. This potential cost is particularly important in the first investment. As a result, underestimating the initial investment will affect the outcome.

Difficulty in Determining the Required Rate of Return:
[bookmark: _Toc143372355][bookmark: _Toc143372777]The corporate finance team may struggle to determine the rate at which cash flows should be discounted. A corporation should not utilize WACC as a discount rate, but rather the project's rate of return, and so incorrect calculation may result in greater or lower NPVs. Remember that a high-risk project should be valued at its needed rate of return, not at its cost of capital.

Optimistic projections:
[bookmark: _Toc143372356][bookmark: _Toc143372778]Managers are sometimes too enthusiastic about the project's success, and because the corporate finance team must meet with management to analyse the project's business situation, the cash flows examined may be excessive. As a result, there may be an upward bias with regard to this strategy.

[Available at: https://efinancemanagement.com, last accessed on 19th July 23.]
[bookmark: _Toc143372779]





Non-Financial Criteria:
1.   Climatic Issues:
Green activities have lately acquired popularity to the point that firms that do not invest in environmentally friendly technology are perceived as unresponsive and irresponsible by the public, who will eventually become clients. Companies must sometimes engage in projects that are not financially sound in order to maintain this benefit.
 
2.  Backend profit/sales:
Another non-financial issue to consider is the backend sales that will follow from investing in unprofitable ventures. This will serve as a lure to attract customers who may later notice another product that they may enjoy.
3. Staff motivation:
Before proceeding with the investment process, assess the impact of the investment on employee motivation.
4. Customer satisfaction:
The happiness that consumers will receive from an investment is a non-financial consideration to consider before making any investment. After all, the consumer is always the king.
5. Availability of men power:
The organization must ensure that there is adequate labor to run the equipment that will be purchased.
6. Government regulation:
This is an apparent yet sometimes overlooked part of investment analysis. Before making investing decisions, it is necessary to study the appropriate government legislation.
7. Competitor’s action:
Before making investment selections, it is necessary to evaluate the actions of your rivals. In most circumstances, this will result in organizations making investments that are not only focused on financial considerations.

8. Trend:
A prevalent phrase among financial experts is the trend is your friend. Before investing in a project, you evaluate the trend to determine if the suggested project has promise.

[Available at: https://accountantnextdoor.com, last accessed on 19th July 23.]
[bookmark: _Toc143372780]Note:
         Tesla incorporation Tesla Ord. (cdi) is listed on London Stock Exchange with ticker code ORD KL, it has market capitalization of $777,628.64 m with approximately 3,173.99 m shares in issue. Over the last year Tesla old share price has been traded in a range of 827.24, hitting a high of 932.90 and a low of 105.66. 
[bookmark: _Toc143372781]
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[bookmark: _Toc143372782]  APPENDIXES:
	FINANCIALS

	

	
	
	
	
	
	
	

	Balance Sheet
	2017
	2018
	2019
	2020
	2021
	2022

	ASSETS
	In millions of USD

	Cash On Hand
	   3,523 
	   3,879 
	   6,268 
	 19,384 
	 17,707 
	 22,185 

	Receivables
	      515 
	      949 
	   1,324 
	   1,886 
	   1,913 
	   2,952 

	Inventory
	   2,264 
	   3,113 
	   3,552 
	   4,101 
	   5,757 
	 12,839 

	Pre-Paid Expenses
	      268 
	      366 
	      959 
	   1,346 
	   1,723 
	   2,941 

	Other Current Assets
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Total Current Assets
	   6,571 
	   8,307 
	 12,103 
	 26,717 
	 27,100 
	 40,917 

	Property, Plant, And Equipment
	 10,028 
	 11,330 
	 10,396 
	 12,747 
	 18,884 
	 23,548 

	Long-Term Investments
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Goodwill And Intangible Assets
	      422 
	      350 
	      537 
	      520 
	      457 
	      409 

	Other Long-Term Assets
	   7,062 
	   7,241 
	   7,608 
	   7,515 
	   9,163 
	   9,866 

	Total Long-Term Assets
	 22,085 
	 21,433 
	 22,206 
	 25,431 
	 35,031 
	 41,421 

	Total Assets
	 28,655 
	 29,740 
	 34,309 
	 52,148 
	 62,131 
	 82,338 

	LIABILITIES AND EQUITY
	 
	
	
	
	
	 

	Total Current Liabilities
	   7,675 
	   9,993 
	 10,667 
	 14,248 
	 19,705 
	 26,709 

	Long Term Debt
	   9,418 
	   9,404 
	 11,634 
	   9,607 
	   5,245 
	   1,597 

	Other Non-Current Liabilities
	   4,752 
	   3,039 
	   2,691 
	   3,330 
	   3,546 
	   5,330 

	Total Long Term Liabilities
	 15,746 
	 13,990 
	 16,175 
	 14,825 
	 11,411 
	 10,140 

	Total Liabilities
	 23,421 
	 23,983 
	 26,842 
	 29,073 
	 31,116 
	 36,849 

	Common Stock Net
	          0 
	 - 
	          1 
	          1 
	          3 
	          3 

	Retained Earnings
	  (4,974)
	  (5,318)
	  (6,083)
	  (5,399)
	      329 
	 12,885 

	Comprehensive Income
	        33 
	         (8)
	       (36)
	      363 
	        54 
	     (361)

	Other Share Holders Equity
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Share Holder Equity
	   5,235 
	   5,757 
	   7,467 
	 23,075 
	 31,015 
	 45,489 

	Total Liabilities And Share Holders Equity
	 28,655 
	 29,740 
	 34,309 
	 52,148 
	 62,131 
	 82,338 

	
	
	
	
	
	
	

	PROFIT AND LOSS ACCOUNT
	
	
	
	
	
	

	Revenue
	 11,759 
	 21,461 
	 24,578 
	 31,536 
	 53,823 
	 81,462 

	Cost Of Goods Sold
	   9,536 
	 17,419 
	 20,509 
	 24,906 
	 40,217 
	 60,609 

	Gross Profit
	   2,223 
	   4,042 
	   4,069 
	   6,630 
	 13,606 
	 20,853 

	Research And Development Expenses
	   1,378 
	   1,460 
	   1,343 
	   1,491 
	   2,593 
	   3,075 

	SG&A Expenses
	   2,477 
	   2,835 
	   2,646 
	   3,145 
	   4,517 
	   3,946 

	Other Operating Income Or Expenses
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Operating Expenses
	   3,855 
	   4,430 
	   4,138 
	   4,636 
	   7,083 
	   7,197 

	Operating Income
	  (1,632)
	     (388)
	       (69)
	   1,994 
	   6,523 
	 13,656 

	Total Non-Operating Income/Expense
	     (577)
	     (617)
	     (596)
	     (840)
	     (180)
	        63 

	Pre-Tax Income
	  (2,209)
	  (1,005)
	     (665)
	   1,154 
	   6,343 
	 13,719 

	Income Taxes
	        32 
	        58 
	      110 
	      292 
	      699 
	   1,132 

	Income After Taxes
	  (2,241)
	  (1,063)
	     (775)
	      862 
	   5,644 
	 12,587 

	Other Income
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Income From Continuous Operations
	    (2,241)
	    (1,063)
	        (775)
	          862 
	       5,644 
	    12,587 

	Income From Discontinued Operations
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Net Income
	    (1,962)
	        (976)
	        (862)
	          690 
	       5,524 
	    12,583 

	EBITDA
	             95 
	       1,672 
	       2,085 
	       4,316 
	       9,434 
	    17,403 

	EBIT
	    (1,632)
	        (388)
	          (69)
	       1,994 
	       6,523 
	    13,656 

	Basic Shares Outstanding
	       2,490 
	       2,559 
	       2,661 
	       2,798 
	       2,959 
	       3,130 

	Shares Outstanding
	       2,490 
	       2,559 
	       2,661 
	       3,249 
	       3,386 
	       3,475 

	Basic EPS
	       (0.79)
	       (0.38)
	       (0.33)
	         0.25 
	         1.87 
	         4.02 

	EPS - Earnings Per Share
	       (0.79)
	       (0.38)
	       (0.33)
	         0.21 
	         1.63 
	         3.62 

	
	
	
	
	
	
	

	Cash Flow Statement
	
	
	
	
	
	

	Net Income/Loss
	    (2,241)
	    (1,063)
	        (775)
	          862 
	       5,644 
	    12,587 

	Total Depreciation And Amortization - Cash Flow
	       1,727 
	       2,060 
	       2,154 
	       2,322 
	       2,911 
	       3,747 

	Other Non-Cash Items
	          950 
	       1,043 
	       1,375 
	       2,575 
	       2,424 
	       2,298 

	Total Non-Cash Items
	       2,677 
	       3,103 
	       3,529 
	       4,897 
	       5,335 
	       6,045 

	Change In Accounts Receivable
	          (25)
	        (497)
	        (367)
	        (652)
	        (130)
	    (1,124)

	Change In Inventories
	        (179)
	    (1,023)
	        (429)
	        (422)
	    (1,709)
	    (6,465)

	Change In Accounts Payable
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Change In Assets/Liabilities
	        (681)
	        (219)
	        (199)
	        (844)
	    (2,221)
	    (2,348)

	Total Change In Assets/Liabilities
	        (497)
	             58 
	        (349)
	          184 
	          518 
	    (3,908)

	Cash Flow From Operating Activities
	          (61)
	       2,098 
	       2,405 
	       5,943 
	    11,497 
	    14,724 

	Net Change In Property, Plant, And Equipment
	    (3,415)
	    (2,101)
	    (1,327)
	    (3,157)
	    (7,710)
	    (6,222)

	Net Change In Intangible Assets
	 - 
	 - 
	             (5)
	          (10)
	 - 
	             (9)

	Net Acquisitions/Divestitures
	        (115)
	          (18)
	          (45)
	          (13)
	 - 
	 - 

	Net Change In Short-term Investments
	 - 
	 - 
	 - 
	 - 
	        (132)
	    (5,813)

	Net Change In Long-Term Investments
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Net Change In Investments - Total
	 - 
	 - 
	 - 
	 - 
	        (132)
	    (5,813)

	Investing Activities - Other
	        (666)
	        (218)
	          (59)
	             48 
	          (26)
	             71 

	Cash Flow From Investing Activities
	    (4,196)
	    (2,337)
	    (1,436)
	    (3,132)
	    (7,868)
	  (11,973)

	Net Long-Term Debt
	       3,468 
	             89 
	          322 
	    (2,488)
	    (5,732)
	    (3,866)

	Net Current Debt
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Debt Issuance/Retirement Net - Total
	       3,468 
	             89 
	          322 
	    (2,488)
	    (5,732)
	    (3,866)

	Net Common Equity Issued/Repurchased
	          482 
	          296 
	       1,285 
	    12,686 
	          707 
	          541 

	Net Total Equity Issued/Repurchased
	          482 
	          296 
	       1,285 
	    12,686 
	          707 
	          541 

	Total Common And Preferred Stock Dividends Paid
	 - 
	 - 
	 - 
	 - 
	 - 
	 - 

	Financial Activities - Other
	          465 
	          189 
	          (78)
	        (225)
	        (178)
	        (202)

	Cash Flow From Financial Activities
	       4,415 
	          574 
	       1,529 
	       9,973 
	    (5,203)
	    (3,527)

	Net Cash Flow
	          198 
	          312 
	       2,506 
	    13,118 
	    (1,757)
	    (1,220)

	Stock-Based Compensation
	          467 
	          749 
	          898 
	       1,734 
	       2,121 
	       1,560 




Ratios Calculation Formulas:
	Gross Margin=Gross profit/Sales*100

	Operating Margin=Operating Margin/Sales*100

	Pre-Tax Margin=Pre-Tax Margin/Sales*100

	Net Profit Margin=Net profit/Sales*100

	Cash flow Margin=Cashflow from operating activities/Sales*100

	Return on Assets=Net Income/Total Assets

	Return on Equity=Net Income/Shareholder's Equity

	Current Ratio=Total Current Assets/Total Current Liabilities

	Quick Ratio=Total Current Assets-Inventory-Prepaid Expenses/Total Current Liabilities

	Days Sales Outstanding=Receivables/Revenue*365

	Debt to Equity=Total Longterm Liabilities/Shareholder's Equity

	Account Receivable Turnover Ratio=Revenue/Average Receivables

	Inventory Turnover Ratio=Cost of Goods Sold/Average Inventory

	Assets Turnover Ratio=Revenue/Total Assets

	Total Debt to Equity Ratio=Total Liabilities/Shareholder's Equity
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