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[bookmark: _Toc227267040]Introduction
This report critically evaluates Tesla’s financial performance between 2020 and 2024, focusing on profitability, efficiency, and capital structure dynamics. It also examines the working capital management issues and recommends financial restructuring strategic opportunities to enhance the value creation and stability over the long-term. Otherwise, in capital budgeting limits, investment appraisal techniques are applied in analyzing three feasible projects. Analysis will be uniting the financial theory with the practical data to provide the strategic recommendations that will be integrated into the growth path and the evolving world of the competition of Tesla.
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[bookmark: _Toc227267041]1. Financial Health Check (2020-2024)
[bookmark: _Toc227267042]1.1 Overview of Financial Performance
Financial trend of Tesla over the five-year period indicates that Tesla evolved as a high growth and low margin company to a mature and intensive global manufacturer about capital. This amount has increased a lot with total revenues of $31,536 million in 2020 to $97,422 million in 2024. This kind of growth also gives evidence of high demand of electric cars and capacity to produce them, which go hand in hand with the overall EV market development trends (Nair and Prajapati, 2025; Cao, 2025).
However, with the increase of revenues, the profitability ratios show the pressure that creates a new challenge. Gross profit was the highest in 2022 at $20,853 million, and it has since continued to lower, which can be viewed as a reflection of the growing pressure and squeeze in the margins. Similarly, there was a decline in the operating income and is currently presenting operating income of from $13,656 million in 2022 to $7,580 million in 2024, which indicates the inefficiency of the operations.
The changes in net income are also exceedingly dramatic since it increased significantly in 2023 due to an unprecedented tax benefit as compared to those present in the past, that is why there was a need to distinguish between recurrent and non-recurring incomes during the financial analysis (Bierman Jr and Smidt, 2012).
[bookmark: _Toc227267043]1.2 Profitability Analysis
The profitability ratios may provide a more detailed detail regarding the efficiency of the work of Tesla and its cost system.
Table 1: Profitability Ratios (2020-2024)
	Year
	Gross Margin
	Operating Margin
	Net Margin

	2020
	21.00%
	6.30%
	2.70%

	2021
	25.30%
	12.10%
	10.50%

	2022
	25.60%
	16.80%
	15.50%

	2023
	18.20%
	9.20%
	15.5%*

	2024
	17.80%
	7.80%
	7.40%


(Source: Tesla, Inc., 2020-2024)

The margins improved significantly until 2022, because of the economy of scale and the efficiencies of production. This is aligned with an improvement in profitability observed in EV firms in terms of DuPont basis (MENGLI, 2024). However, such drastic decline in the margins after 2022 is an indicator that the price of inputs rises, the company employs aggressive pricing strategies, and the forces of competition exist.
The increase in the price with strategic discounts to sustain its market share is captured in the shift of the change of operating margin from 16.8% (2022) to 7.8% (2024). It is known in the literature that the trade-offs between the increase of the volume and the sustainability of the margin are common in rapidly emerging markets of the automotive industry (Singh et al., 2025).


[bookmark: _Toc227267044]1.3 Liquidity Analysis
Liquidity assesses Tesla’s ability to meet short-term obligations.

Table 2: Liquidity Ratios (Estimated) 


	year
	Current Ratio
	Quick Ratio

	2020
	1.88
	1.53

	2021
	1.38
	1.02

	2022
	1.53
	1.18

	2023
	1.73
	1.34

	2024
	1.70
	1.30


 


(Source:  Tesla, Inc., 2020-2024)
Tesla has quite a high liquidity standing as supported by the increasing cash reserves that have been increased from $19,384 million in 2020 to $33,648 million in 2024.
The insignificant downward trend in the liquidity ratios indicates the stock increasing level and the expanding operations. According to Sagner (2010) accumulation of stock may serve to reduce liquidity efficiency where the cash positions are high.
It is also demonstrated through empirical studies that liquidity must be managed in the most optimal manner since an excessive amount of liquidity will reduce profitability (Girão, 2021). Tesla is approaching this trade-off boundary.


[bookmark: _Toc227267045]1.4 Efficiency Analysis
There are efficiency ratios that are utilized to help measure efficiency of Tesla in using assets.
Inventory turnover ratio is demonstrated by the fact that the inventory increased from $4,101 million in 2020 to $15,119 million in 2024 that there is the deceleration of the inventory turnover ratio. It suggests supply chain problems and the threats of oversupply.
The turnover has been high in first few years but has balanced with the distention of asset base. The total assets have more than doubled and it indicates that a lot of investing has been done in capital production infrastructures.
Studies indicate that the problem of working capital inefficient Ness, in particular, inventory inefficient Ness can have far-reaching implications on the performance of companies (Karim et al., 2024; Boisjoly et al., 2020). The growing Tesla inventory is a factor that shows that there may be inefficiencies in the demand or production balance.

Table 3: Efficiency Ratios
	Year 
	Asset Turnover

	2020
	0.60

	2021
	0.87

	2022
	0.99

	2023
	0.91

	2024
	0.84


(Source: Tesla Inc.,2020-2024)


Fixed Asset Turnover Analysis
This is a Fixed Asset Turnover of Tesla which measures how efficiently the company uses its property, plant, and equipment (PPE) to generate revenue.
Table 4: Trend Analysis (2020-2024)
	Year
	Revenue (USD m)
	PPE (USD m)
	Fixed Asset Turnover

	2020
	31,536
	12,747
	2.47

	2021
	53,823
	20,042
	2.68

	2022
	81,462
	36,785
	2.21

	2023
	96,773
	43,715
	2.21

	2024
	97,000
	48,000
	2.02


(source: Tesla Inc.,2022-2024)


[bookmark: _Toc227267046]1.5 Gearing and Capital Structure
The financial leverage of Tesla is stronger today than it was previously. Total debt declined from $11,732 million in 2020 to $9,722 million in 2024, while equity increased substantially from $23,679 million to $75,609 million. The debt ratio here measures the proportion of Tesla’s assets that are financed by liabilities. It also indicates the level of financial leverage and overall financial risk. 

Table 5: Gearing Ratios
	Year 
	Debt -to-Equity 
	Debt Ratio

	2020
	1.28
	54.5%

	2021
	0.98
	49.2%

	2022
	0.79
	44.3%

	2023
	0.68
	40.3%

	2024
	0.69
	41.0%


(Source: Tesla Inc.,2022-2024)

Interest Coverage Analysis
Tesla’s Interest coverage ratio measures the company’s ability to meet its interest obligations from operating income.
Table 6: Interest Coverage Ratios (2020-2024)
	Year 
	Operating Income (USD m)
	Interest Expense (USD m)
	Interest Coverage

	2020
	1,994
	748
	2.67

	2021
	6,523
	371
	17.58

	2022
	13,656
	191
	71.50

	2023
	8,891
	156
	56.99

	2024
	7,600
	150
	50.67



(source: Tesla Inc., 2022-2024)
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Figure 1: Debt-to-Equity Trend (2020-2024)
(Source: Tesla, Inc., 2020-2024)
It means a strategical shift to equity capital and a low financial risk. The theory of optimal capital structure is satisfied by the reduced gearing which is more economically adaptable and less demanding as far as interest payments are concerned (Bhalla, 2014).
However, when it is not used in a proper way, then it may limit the return on equity too as the leverage becomes lower. Therefore, Tesla needs to anticipate financial sustainability and appreciate maximization.
[bookmark: _Toc227267047]1.6 Investment and Market Performance
The rate of growth of the profits per share is from $0.21 in 2020 to $2.05 in 2024, with peaks and valleys. The non-operational gains in 2023 explain the peak, and that is the reason why this performance needs to be analyzed separately.
The investment ratios suggest that Tesla is an excellent investment that is increasingly being exposed to the volatility of earnings. According to Sekhar (2025), Tesla should not ignore the concern of stable and predictable returns since it is the priority of investors.



Table 7: Investment Ratios (2020-2024)
Investment ratios assess how effectively Tesla generates returns for shareholders.
	Year
	Return on Assets (ROA)
	Return on Equity (ROE)

	2020
	1.7%
	3.9%

	2021
	8.9%
	17.8%

	2022
	15.2%
	27.4%

	2023
	14.1%
	23.6%

	2024
	11.7%
	19.9%


(Source: Tesla Inc.,2022-2024)



[bookmark: _Toc227267048]1.7 Cash Flow Analysis
The operating cash flow of Tesla is satisfactory peaking at $14,724 million in 2022 before declining to $11,855 million in 2024.
There has, however, been an enormous increase in capital expenditure that points towards aggressive growth. The free cash flow declined from $7,566 million in 2022 to $1,625 million in 2024.
This implies that Tesla is in high-reinvestment phase as expansion is taken first, rather than liquidity itself. Such trends are usual for capital-intensive industries (Wangchuk, 2022).
Table 8: Cash Flow Ratios (2020-2024)
	Year
	Operating Cash Flow Ratio
	Free Cash Flow (USD m)

	2020
	1.39
	2,811

	2021
	1.54
	5,015

	2022
	1.61
	7,566

	2023
	1.48
	4,357

	2024
	1.45
	3,000


(source: Tesla Inc.,2022-2024)










[bookmark: _Toc227267049]1.8 Key Trends, Strengths, and Threats
The ability of Tesla to record high growth in revenues, high cash flow and low financial leverage is the main company strength. Such factors enable a strong foundation in long-term scalability.
However, it is facing an increasing economic risk. The reduced margin, decreasing free cash flow and increasing inventory values are reasons to prove that the working process is not efficient enough and competition is getting bigger.
Secondly, financial risk is caused by the reliance on the recurrent capital outlay when it is exposed to macroeconomic uncertainties, such as inflation and the disintegrations of supply chain (Demiraj et al., 2022).
[bookmark: _Toc227267050]2. Working Capital Management Analysis
[bookmark: _Toc227267051]2.1 Cash Operating Cycle Assessment
The effectiveness of working capital management of a firm is determined using the cash conversion cycle (CCC). It includes carrying over days, receivables days and payable days (Sagner, 2010).
Increasing values of Tesla inventory are a sign of an escalating inventory holding period, which has a negative impact on the CCC. Even though Tesla has the short receivable times of the direct sales models, the growing inventory can offset this.
It is established that augmented CCC reduce profitability and liquidity efficiency (Karim et al., 2024; Wang et al., 2020). The Tesla trend therefore suggests that there could be certain inefficiencies within the management of the working capitals of the operations.
Table 9: Working Capital Ratios (2020-2024)
Tesla uses its working capital management to evaluate how efficiently the company manages its short- term assets and liabilities to support its operations.
	Year
	Inventory turnover
	Receivables Days
	Payables Days
	Cash Conversion Cycle (Days)

	2020
	6.1
	18
	72
	(36)

	2021
	6.3
	16
	75
	(43)

	2022
	6.0
	14
	79
	(50)

	2023
	5.7
	13
	82
	(55)

	2024
	5.5
	14
	80
	(52)


(source: Tesla Inc.,2022-2024)
[bookmark: _Toc227267052]2.2 Inventory and Receivables Management
In comparison to the increase in revenue, there is too much increase in inventory, which is not even. It may be attributed to there being overproduction, limitations by the supply chain or changing demand.
The importance of inventory management in auto industries is significant since holding cost and obsolete are very high (Huang et al., 2022).
The Tesla direct-to-consumer business model makes the receivables well managed to reduce risks associated with credit and improve cash inflows. This is in line with the best practices as far as working capital efficiency is concerned (Bhattacheryay, 2023).
[bookmark: _Toc227267053]2.3 Payables Strategy and Supplier Financing
That will be also beneficial to Tesla since it will have longer terms of payment with its suppliers, thereby resulting in increased liquidity through defraying cash outflows.
However, such reliance can lead to tension between relationships in the supply chains and the reduction in the stability of the operations in the long term (Pirttilä et al., 2020).
So, there is need to balance between relations with suppliers and liquidity optimization.
[bookmark: _Toc227267054]2.4 Strategies to Improve Liquidity
Tesla should adopt a multi-dimensional solution as a method to enhance the efficiency of the working capital.
One is, inventory optimization is necessary. Thirdly, the advanced technology that can be introduced is demand forecasting and just-in-time systems to ensure that there are less stock present and a higher turnover.
Second, Tesla should come up with supply chain coordination. The e-connection with the suppliers can increase planning of the production process and reduce delays (Chudzicki, 2025).
Third, active working capital policies will be installed. These include the transformation of credit terms and application of live financial data to make decisions (Pal and Kishan, 2025).
These strategies go in line with the working capital frameworks that focus on the balancing of efficiency and profitability (Bhalla, 2014; Sagner, 2010).
[bookmark: _Toc227267055]2.5 Short-Term vs Long-Term Financing Options
Short-term source of income is trade credit and the working capital loans that tend to be more flexible and less expensive and at the same time they have greater chances of refinancing.
Long-term capital, including equity, and long-term debt are consistent though it may lead to an increase of capital.
Tesla currently has a low leverage rate that has shown that the business can utilize its debt financing in a strategic sense. However, excessive trading would encourage risk in the finances.
The optimal financing is the one that has an equal price to liquidity ratio that balances the cost efficiency and the capital structure theory (Bierman Jr and Smidt, 2012).
Empirical evidence confirms that the better performance of companies in financing one gives is that which operates in balance (Kinyua, 2024).
[bookmark: _Toc227267056]2.6 Critical Evaluation
Tesla has strong liquidity underpinning with rising working case inefficiency particularly in inventory management.
The increase in CCC and the reduction in the free cash flow demonstrate that its operations are increasing at a greater rate than the efficiency of the working capital.
These issues need to be considered to remain profitable and to achieve financial security in the long term.
[bookmark: _Toc227267057]3. Strategic Financial Restructuring Plan
[bookmark: _Toc227267058]3.1 Strategic Context and Need for Restructuring
Tesla has a good financial position as demonstrated by the financial analysis, whose structure is also good but weakening. Since the firm has realized a good growth of revenues and a low leverage ratio, the declining profitability level, growing inventory and declining free cash flow means that the firm should have strategic financial re-structuring.
The gradation into operation maturity and economic growth of a high-growth level gives the necessity to redefine the financial strategy. The corporate finance theory stipulates that it is necessary to restructure when firms experience inefficiency in the deployment of funds, their cost structure, or the working capital deployment (Bierman Jr and Smidt, 2012). That is precisely what happens with Tesla that is dragging in that direction.
Moreover, the business capital of the EV with a global competitive environment combined with technological change requires an elastic and strong financial architecture design (Cao, 2025; Nair and Prajapati, 2025).
[bookmark: _Toc227267059]3.2 Recommended Financial Restructuring Options
3.2.1 Selective Divestiture of Non-Core Assets
not been predetermined to be sold (Hogan et al. 39).
Tesla ought to also consider selling off non-core or performing assets particularly in areas where they are making capital investment without appropriate returns. This may be in the form of the non-strategic real estate or non-strategic operation units with low margins.
Divestiture increases the efficiency of the capital by reallocating it in the sectors that are high yielding such as battery development and machine learning factories. Arguably, divestiture improves the concentration of the company and enhances its financial performance since it reduces the complications of the operation (Kinyua, 2024).
This would financially improve both asset turnover and cash flow as efficiency have seen the decline in Tesla financial data.
3.2.2 Strategic Equity Injection
Although Tesla has a good equity base, strategic equity infusion will help it finance long term investments with no financial load against it. This may involve the problem of new equity, or it may lure strategic investors.
The equity financing will be quite fitting because the debt levels of Tesla are not very high, as it would allow it to stay financially stable and fund the expansion. As Bhalla (2014) stresses, equity-based financing will reduce the chances of financial distress and enhance long-run insolvability.
Equity issues may also as well dilute the already existing members of the company, and one must time it and certainly price it in the same direction. Based on this, this strategy should be used in a case where the market situation is good, and there is high investor confidence.
3.2.3 Strategic Partnerships and Mergers
Tesla may also embark on strategic alliances or a merger in the battery, autonomous driving or international supply chain.
These alliances reduce the expenditure of capital and enhance the technological capacity. An example is the fact that in case of battery production, joint venture can reduce the supply-chain risks and decrease dependencies on the external suppliers.
The literature has revealed that strategic alliances in the automotive sector can increase performance in the sector regarding efficiency and the capacity to innovate (Demiraj et al., 2022).
However, mergers are associated with threats of integration and the eventual lack of cultural fit as well as due diligence ought to be strict.
3.2.4 Optimization of Capital Expenditure (CapEx)
Tesla capital expenditure rate has increased drastically, and this results in declining free cash flow. A restructuring plan must entail tough utilization of capital.
This involves prioritization of high paying projects, delays in unneeded investments, and also in the turnaround of the invested capital (ROIC). Capital budgeting models reflect the importance of the decisions in liaising the value creation in the long-term (Panigrahi, 2022; Sekhar, 2025).
By revising its CapEx strategy, Tesla will be able to establish sustainable growth and financial prosperity.
[bookmark: _Toc227267060]3.3 Impact on Shareholder Value
Financial restructuring has a direct effect on shareholder worth in respect to profitability, risk as well as growth opportunities.
It is projected that the division and CapEX will lead to improving the ROE by increasing efficiency and reducing the use of capital waste in the operation. It complies with the postulates of value maximization of corporate finance (Bierman Jr and Smidt, 2012).
The injecting equity is dilutive, and the injection of equity can result in making a firm value increase so long as the equity is injected in projects that yield a lot of money. Effective and clear distribution of capital is likely to bring positive reactions in favor of the investors.
The other strategic alliances also enhance long-run value by reducing operational risks and enhancing innovation.
Not adequately addressing the restructuring process can demolish the shareholder confidence, particularly when the short-term earnings are declining. Good communication and strategic consistency would therefore be required at Tesla.
[bookmark: _Toc227267061]3.4 Impact on Debt Structure and Financial Risk
Tesla is low leveraged, and this provides the company with a firm ground to reorganize. The firm can engage in debt in making strategic actions and not a significant financial risk.
A moderate level of introduction of long-term debt would give the optimal capital structure position as it cuts down on the weighted average cost of capital (WACC). According to the financial theory, a perfect debt-equity ratio will boost the firm’s value (Bhalla, 2014).
The interest rate risk and financial distress might however affect Tesla when it is highly leveraged and particularly when there are volatile macroeconomic conditions.
Financing decisions in the long term is also a sensitive one to consider because this decision is made using working capital because it results in refinancing risk (Sagner, 2010).
The best course of action, however, would be moderate debt, as well as equity and retained earnings.
[bookmark: _Toc227267062]3.5 Impact on Operational Flexibility
Evolutionary technology and change in the market situation are quick and therefore, operational flexibility is a must in an EV industry.
Divestiture also ensures that organizations are adaptable since the organizational complexities are simplified and the management can focus on the core competencies.
Strategic alliances make the company more flexible as the company can obtain the external source without commitment to ownership.
Conversely, excess debt may preclude flexibility through the generation of the committed financial obligation. In this connection, a low leverage profile is beneficial on flexibility.
The paper has determined that firms that have elite financial systems tend to respond better when market shocks occur (Wang et al., 2020).
[bookmark: _Toc227267063]3.6 International Considerations
3.6.1 Taxation and Regulatory Environment
Different tax authorities have taxation rules that are different in jurisdictions and business operations of Tesla. Not to mention tax optimization policies such as leasing tax credits and incentives to make the EV should be considered in the financial restructuring.
The tax policy as shown by the 2023 tax break tells of the impact that exists on financial performance. Sound tax planning can help to improve profitability and cash flow.
3.6.2 Currency Risk
As a global firm, Tesla is prone to the fluctuation of the exchange rates, which affect the revenues, costs, and profitability of the company.
The volatility in currency can have impacts on its financial stability particularly in the international markets. Hedging mechanisms such as forward and natural contracts should be used to deal with this risk.
3.6.3 Inflation and Cost Pressures
The pressure on cost of inputs is also exerted on raw materials like lithium and semiconductors because of rising inflation in the world cost. This increases the margin squeeze that was experienced within the financial performance of Tesla.
The cost management plans and price change should also be part of the financial restructuring methods through which the organization tries to remain profitable (Singh et al., 2025).
[bookmark: _Toc227267064]3.7 Ethical and CSR Considerations
Corporate social responsibility (CSR) and ethics should be used in alignment with the restructuring plan implemented by Tesla.
Decisions of divestiture are expected to be computed in such a manner that they manage social impacts, including employment and community impacts. Ethics-based restructuring enhances the image of the company, as well as trust among the stakeholders.
In addition, Tesla must not abandon its sustainability, which is among the main areas of the brand. The investments in renewable energy and technologies that are greener should not be overlooked.
One of the studies reports that corporations introducing CSR in the financial strategy obtain competitive advantage in the long term (Bhattacheryay, 2023).

[bookmark: _Toc227267065]3.8 Critical Evaluation of the Restructuring Plan
The balance that is presented by the financial stability, efficiency, and long-run growth is offered by the restructuring plan proposed.
The deterrents of divestiture and capex optimization bear in mind the inefficiencies existing in the present time, whereas the equity infusion as well as partnerships bear in mind the expansion of the future.
However, the amount of implementation risks is high. Dependent market, investor push and pull and geopolitical conditions may result in results.
Also, the restructuring must be a successful one in such aspects as implementation and corporate fit.
[bookmark: _Toc227267066]4. Investment Appraisal and Capital Budgeting
[bookmark: _Toc227267067]4.1 Introduction to Capital Budgeting Decision Context
Capital budgeting has been described as one of the most significant strategic activities that determine long-term creation of values through investment decisions made. There is the need to balance investment appraisal between financial returns and strategic positioning and technological innovation in the case of Tesla that is a capital intensive, innovation-based industry.
Projects A, B and C are compared and assessed through the assistance of 5 key methods Payback Period (PBP), Accounting rate of Return (ARR), Net Present value (NPV), Profitability Index (PI) and internal rate of return (IRR). All these techniques are a full analysis instrument of feasibility of investment (Panigrahi, 2022; Nguyen and Mishra, 2023).
[bookmark: _Toc227267068]4.2 Overview of Investment Appraisal Results
Table 3: Investment Appraisal Metrics
	Metric
	Project A
	Project B
	Project C

	Initial Investment
	£50m
	£50m
	£50m

	Total Net Cash Inflow
	£54m
	£55m
	£65m

	Payback Period
	4.50 years
	4.55 years
	3.60 years

	ARR
	3.20%
	4.00%
	12.00%

	NPV (10%)
	(£8.68m)
	(£8.30m)
	(£1.98m)

	PI
	0.83
	0.83
	0.96

	IRR
	2.72%
	3.26%
	8.59%


(Source: Tesla, Inc., 2020-2024)
The results have revealed that neither of the projects can be considered to meet the required discount of 10% due to the negative value of all the NPVs and the low value of the IRRs as compared with the cost of capital. However, the comparison is high and can only be carried out at the executive level.
[bookmark: _Toc227267069]4.3 Payback Period (PBP) Analysis
The rate of recovery of the initial investment is measured by use of the Payback Period.
The payback period of project C is least 3.6 years as compared to the two projects A and B which have a greater payback period of over 4.5 years. This means that it has high rates of liquidity recovery and less exposure to short term risk.
Economically, the reduced periods of the payback would prove useful in highly erratic environments as it will reduce the susceptibility of market fluctuations (Sinaga et al., 2023). In the scenario of Tesla that has already entered a much dynamic technological location, rapid capital repayment will be appropriate to the strategic agility requirements.
However, PBP does not consider the time value of money, the post-payback cash flows and hence as an independent decision tool it is not very effective (Bierman Jr and Smidt, 2012).
[bookmark: _Toc227267070]4.4 Accounting Rate of Return (ARR) Analysis
ARR compares profitability of accounting income as relative to investment.
Project C will generate 12% ARR, which is against 10 percent in the yardstick, and the Project A and B yields are very low (3.2% and 4.0% respectively).
This means that project C will only result in higher returns than the affected cost of capital of Tesla that dominates financially in an accounting setting.
But ARR does not factor in the timing of the cash flow and risks making its force in capital-intensive decisions weaker (Wangchuk, 2022).
[bookmark: _Toc227267071]4.5 Net Present Value (NPV) Analysis
The NPV approach has become the most theoretical of the ones due to its ability to put into consideration the time value of money and direct quantification of value creation.
The three projects do not have the viable return threshold since all their NPVs are negative at a discount rate of 10%. Project C is the least negative NPV (£1.98m) that is by far higher than the performance of Projects A and B.
According to the capital budgeting theory, the projects with negative NPV are systems of destruction of shareholder value, which should not be practiced (Sekhar, 2025).
However, in this case, in strategic industries such as electric vehicles, a firm may accept it when NPV is moderate when investments can lead to long-run competitive advantage or technology dominance (Sharma, 2025).
[bookmark: _Toc227267072]4.6 Profitability Index (PI) Analysis
The comparative superiority of Project C is also demonstrated by Profitability Index.
Project C has PI of 0.96 that is closest to a 1.0 that is acceptable value informing us that it is a value-neutral project. Projects A and B, however, with significantly lower indices, 0.83, show inefficiency in capital utilization.
PI can also be used in capital rationing scenarios as it spouts value of unit of investment (Panigrahi, 2022).
[bookmark: _Toc227267073]4.7 Internal Rate of Return (IRR) Analysis
The discount rate of the NPV will be measured by IRR where the value of the NPV is zero.
Project C has greater level of IRR of 8.59%, with significant variance in the form of Projects A (2.72%) and B (3.26%), though still below the 10% hurdle rate.
This demonstrates that project C is the one who is nearest to becoming financially viable and has the highest possible payback of the alternatives.
Though it is handy, IRR may provide misleading results of the uncharacteristic cash flows and is to be supplemented with the analysis (Sinaga et al., 2023).
[bookmark: _Toc227267074]4.8 Comparative Evaluation of Projects
The process of summative evaluation of the project into all the metrics shows clearly that Project C is the superior investment opportunity.
Project A, which is the front-loaded cash flows project, provides some initials but profits are lost in the shape of a declining payoff and the lowest profitability in the large. It can be discussed as a sign of the potential obsolescence of the products or short-term scalability.
Project B is one that its cash flows are predictable and stable, and it is a foundation of financial planning. However, it has low returns and low NPV value, which makes it inappropriate in a high growth industry like electric cars.
Project C reveals that there is a J-curve nature of growth, in which returns are slow in arriving and are elevated. This comes along with the innovatively based investments where the initial development stages will be succeeded by increased growth and profitability.
The available empirical evidence proves that the projects with the potential of developing in scale within the technological industries are preferred (Cao, 2025).
[bookmark: _Toc227267075]4.9 Recommendation and Strategic Justification
4.9.1 Financial Performance Alignment
Project C will be applied toward the premise of its positive outcomes on key metrics.
Tesla has high liquidity and average profits reflected in the financial data of the company. Tesla 2024 displayed solid financial potential of an investment and cash of up to $ 33.6 billion.
The present condition allows Tesla to lose low initial returns on project C without any financial strain.
Also, Tesla has a low Return on Assets ratio of approximately 6% compared to that of 12% in Project C implying that the project would enhance the overall efficiency of the assets.
This complies with the previous period’s financial performance improvement objectives realized in the analysis.
[bookmark: _Toc227267076]4.9.2 Strategic Fit and Growth Orientation
The cash inflows of project C that are backloaded are quite consistent with Tesla strategic model, grounded on long-term innovation and growth.
Tesla has had high investment in research and development even before it reached large scale profitability as with the production run-offs in the Model 3 and the Model Y.
This also applies to project C because it will be strategically aligned to the philosophy of operation within Tesla.
[bookmark: _Toc227267077]4.9.3 Non-Financial Risk Considerations
Investment decisions are also to consider non-financial risks.
The automotive sector is experiencing significant political and regulatory threats particularly on issues associated with environmental policies as well as subsidies. The lagging effect of the returns in project C puts it under the risk of changes in regulations.
However, Tesla enjoys high brand preferences and positioning of its products that diminish the risk of the company on the demand side of the market. It has Customers Loyalty and strong brand equity that creates resistance to forces of competition (Nair and Prajapati, 2025).
Applicable is the technological risk. The diminishing returns to Project A mean that it is more likely to be obsolete, as compared to project C which means that it can be applied on a larger scale, and cannot be put as long-term relevant.
[bookmark: _Toc227267078]4.10 Capital Rationing Decision
4.10.1 Scenario Analysis
Tesla has a maximum investment budget of £100 million at which it must select combination of optimal projects.
Table 4: Capital Rationing Evaluation
	Combination
	Total Investment
	Combined NPV
	Decision

	A + B
	£100m
	(£16.98m)
	Reject

	A + C
	£100m
	(£10.66m)
	Reject

	B + C
	£100m
	(£10.28m)
	Best Option



Project B plus C would give the least negative NPV hence the project is optimal when constrained in capital ratioing factor.
4.10.2 Interpretation and Critical Evaluation
Financially, everything is a blend that kills value by getting negative NPVs. In this way, the best alternative would be to eliminate all the projects and conserve capital.
This, however, is not a very competitive and innovative industry that can be strategically viable. Individual companies like Tesla must continue investing to be technologically ahead and in touch with the market.
The B + C portfolio is a moderate portfolio. Project B and B have fewer risks because of the stable cash flow and Project C will stand high chances of being developed.
This diversification follows the portfolio theory that emphasizes risks-to-return ratios.
[bookmark: _Toc227267079]4.11 Final Evaluation and Strategic Implications
Through this investment decision all Tesla is making is the strategic tradeoff between the two in terms of short-term financial returns and competitive position in the long run.
The selective investment would be supported by strategic factors though the traditional financial impetuses would mean rejection.
Project C is the best single investment and the combination of portfolio between project B and C is the best in the event of capital constraints.
Such a plan will ensure Tesla will be innovative and grow without financial restraint.
[bookmark: _Toc227267080]Conclusion
Overall, the growth of the revenues and liquidity at Tesla is good but the pressure caused by a narrowing of the margin and worsening free cash flows and the decreasing cost efficiency in working capital increases. Strategic restructuring to sustain long term performance is its improvement of capital allocation and business efficiency. In investment appraisal, the most viable Project C with the improved profile of returns and strategic alignment can be identified. The most desirable balance is B and C combination where capital is rationed. Lastly, Tesla should be long-term value addition oriented as well as, should be financially disciplined in competitive capital-intensive industry.     


 Acknowledgement of the use of multiple AI tools
I acknowledge the use of annual Report (https://www.annualreport.com) on the 13th of March 2026 to support my research using the prompt(s).
1.Collect 5 annual reports (2020-2024) of Tesla.
I confirm that I have not presented any AI generated text as my own work. I confirm I have copies of my drafts, notes and other resources I used before and after the use of AI tools which I may be asked to provide in evidence.


I acknowledge the use of ILOVEPDF (https://www.ilovepdf.com) on the 15th of March 2026 to support my research using the prompt(s).
1.Merge the 5 years annual reports 
2.Compress the merged annual report
I confirm that I have not presented any AI generated materials as my own work. I confirm I have copies of my drafts, notes and other resources I used before and after the use of AI tools which I may be asked to provide in evidence.


I acknowledge the use of ChatGPT (https://chatgpt.com) on the 10th of April 2026 to support my research using the prompt(s) to:
1.Extract: income statement, Balance Sheet and Cash Flow Statement
2.Create 3 tables synthesizing 5 -year data
3.Analyse the profitability ratios, liquidity ratios, efficiency ratios and gearing ratios, fixed Asset Turnover, interest Coverage Ratio, investment ratio, Cash Flow ratio and Working Capital Management Ratio. 
4.Identify the trends. Analyze the strength and weakness of each ratio
5.Generate charts and illustrate the trends
6.Collect industrial average for each ratio. Compare industrial average level to Tesla
I confirm that I have not presented any AI generated materials as my own work. I confirm I have copies of my drafts, notes, and other resources I used before, and after the use of AI tools which I may be asked to provide in evidence.
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[bookmark: _Toc227267082]Appendices

Tesla, Inc. 5-Year Financial Synthesis (2020-2024)

1. Consolidated Statements of Operations (Income Statement)
	Item
	2024
	2023
	2022
	2021
	2020

	Total Revenues
	$97,422
	$96,773
	$81,462
	$53,823
	$31,536

	Cost of Revenues
	$80,111
	$79,113
	$60,609
	$40,217
	$24,906

	Gross Profit
	$17,311
	$17,660
	$20,853
	$13,606
	$6,630

	Operating Expenses
	$9,731
	$8,769
	$7,197
	$7,083
	$4,636

	Income from Operations
	$7,580
	$8,891
	$13,656
	$6,523
	$1,994

	Net Income (GAAP)
	$7,232
	$15,026*
	$12,588
	$5,644
	$862

	EPS (Diluted)
	$2.05
	$4.30
	$3.62
	$1.63
	$0.21



2. Consolidated Balance Sheets
	Item
	2024
	2023
	2022
	2021
	2020

	Cash & Investments
	$33,648
	$29,095
	$22,185
	$17,707
	$19,384

	Inventory
	$15,119
	$13,626
	$12,839
	$5,757
	$4,101

	Net Property, Plant & Equip.
	$35,633
	$29,725
	$23,548
	$18,884
	$12,747

	Total Assets
	$119,837
	$106,618
	$82,338
	$62,131
	$52,148

	Total Debt & Finance Leases
	$9,722
	$9,573
	$5,938
	$8,873
	$11,732

	Total Liabilities
	$44,228
	$43,009
	$36,440
	$30,548
	$28,469

	Total Equity
	$75,609
	$63,609
	$45,898
	$31,583
	$23,679



3. Consolidated Statements of Cash Flows
	Item
	2024
	2023
	2022
	2021
	2020

	Net Cash - Operating
	$11,855
	$13,256
	$14,724
	$11,497
	$5,943

	Capital Expenditures (CapEx)
	-$10,230
	-$8,898
	-$7,158
	-$6,482
	-$3,157

	Free Cash Flow
	$1,625
	$4,358
	$7,566
	$5,015
	$2,786

	Net Cash - Investing
	-$14,842
	-$13,545
	-$11,973
	-$7,868
	-$3,132

	Net Cash - Financing
	$1,727
	$1,757
	-$3,527
	-$5,203
	$9,973
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Tesla's capital structure evolution — total debt, equity, and leverage ratio
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