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Executive Summary
This report evaluates the financial performance and strategic financial position of Tesla Inc. over the five-year period from 2019 to 2023. The analysis applies financial ratio analysis, working capital management evaluation, capital structure assessment, and investment appraisal techniques to support strategic financial decision-making.
Financial ratio evaluation shows that Tesla’s financial performance improved substantially over the five-year period. Profitability increased substantially, with net profit margin rising from negative levels in 2019 to over 15% in 2023. Return on equity also increased significantly, demonstrating Tesla’s ability to generate strong returns for shareholders. Liquidity strengthened over time, with the current ratio reaching 1.48 in 2023, indicating that Tesla can comfortably meet its short-term financial obligations.
Working capital analysis shows that Tesla manages its operating cycle efficiently. Rapid receivable collection and favourable supplier credit terms contribute to a short or negative working capital cycle in several years. This improves cash flow and reduces the need for external financing.
Investment appraisal analysis indicates that Project C demonstrates the strongest individual financial performance across multiple evaluation methods, including payback period, accounting rate of return, and profitability index. However, under the capital rationing constraint of £100 million, the optimal investment strategy is to undertake Projects B and C, as this combination maximises overall financial returns within the available investment budget.
Overall, Tesla demonstrates strong financial health, efficient working capital management, and a stable capital structure. Strategic financial management focused on efficient investment decisions, strong liquidity management, and balanced capital structure will support Tesla’s long-term growth and shareholder value creation.
[bookmark: _Toc224822916]CFO Strategic Financial Management Report
[bookmark: _Toc224822917]Company: Tesla Inc.
[bookmark: _Toc224822918]Section 1: Financial Health Check (2019–2023)
1.1 Introduction
Financial ratios are widely used to evaluate a company’s financial performance, including profitability, liquidity, efficiency, and financial risk. Ratio analysis enables comparison over time and supports informed strategic decision-making (Brealey, Myers and Allen, 2020; Ross, Westerfield and Jordan, 2022; Fraser and Ormiston, 2016).
Profitability reflects a firm’s ability to generate earnings, liquidity assesses its capacity to meet short-term obligations, efficiency measures how effectively resources are utilised, and capital structure evaluates financial risk (Atrill and McLaney, 2019; Brigham and Houston, 2022).
This analysis is based on Tesla’s income statement, statement of financial position, and cash flow statement. Profitability ratios are derived from income statement data, while liquidity and efficiency ratios are based on balance sheet figures. Cash flow analysis supports the evaluation of financial sustainability and operational performance (Penman, 2013).
1.2 Profitability Analysis
Profitability ratios evaluate how effectively a company converts revenue into profit and are key indicators of financial performance (Atrill and McLaney, 2019; Penman, 2013).
1.2.1 Gross Profit Margin Analysis
Gross Profit Margin (%) = Gross Profit / Revenue × 100
	Year
	Revenue ($m)
	Gross Profit ($m)
	Gross Profit Margin

	2019
	24,578
	4,069
	16.6%

	2020
	31,536
	6,630
	21.0%

	2021
	53,823
	13,606
	25.3%

	2022
	81,462
	20,853
	25.6%

	2023
	96,773
	17,660
	18.3%



Table 1: Tesla Gross Profit Margin (2019–2023)
(Source: Tesla Annual Reports, 2019–2023)
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Figure 1: Tesla Profitability Trend (2019–2023)
Tesla’s gross profit margin increased from 16.6% in 2019 to 25.6% in 2022, representing a significant improvement driven by economies of scale, production efficiency, and expansion of manufacturing capacity. This aligns with financial theory, which suggests that increased production volume reduces unit cost and improves margins (Brealey et al., 2020; Ross et al., 2022; Berk and DeMarzo, 2020; Watson and Head, 2019)
However, the margin declined to 18.3% in 2023, representing a decrease of approximately 28.5%. This decline is primarily due to Tesla’s strategic price reductions to maintain competitiveness in the electric vehicle market. This reflects the trade-off between revenue growth and profitability, where price reductions increase demand but reduce margins (Damodaran, 2021; Berk and DeMarzo, 2020; Watson and Head, 2019).
1.2.2 Net Profit Margin Analysis
Net Profit Margin (%) = Net Profit / Revenue × 100
	Year
	Net Profit ($m)
	Revenue ($m)
	Net Profit Margin

	2019
	(862)
	24,578
	-3.5%

	2020
	721
	31,536
	2.3%

	2021
	5,524
	53,823
	10.3%

	2022
	12,556
	81,462
	15.4%

	2023
	14,997
	96,773
	15.5%



Table 2: Tesla Net Profit Margin (2019–2023)
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Figure 2: Tesla Net Profit Margin Trend
Tesla’s net profit margin improved significantly from -3.5% in 2019 to 15.5% in 2023, reflecting strong operational performance and cost efficiency. This improvement indicates Tesla’s successful transition from a loss-making company to a profitable organisation (Tesla Inc., 2023; Penman, 2013).
This reflects established financial performance frameworks which link profitability growth to operational efficiency (Fraser and Ormiston, 2016; Koller et al., 2020).
Higher net margins indicate improved cost control and operational efficiency, which are key drivers of long-term financial sustainability (Atrill and McLaney, 2019).
However, the slower growth in recent years suggests that rising costs and competitive pricing strategies may limit further improvements, indicating the need for continued cost management (Brigham and Houston, 2022).
1.2.3 Return on Equity (ROE) Analysis
ROE (%) = Net Profit / Shareholders’ Equity × 100
	Year
	Net Profit ($m)
	Equity ($m)
	ROE

	2019
	(862)
	6,618
	-13.0%

	2020
	721
	22,225
	3.2%

	2021
	5,524
	30,189
	18.3%

	2022
	12,556
	44,704
	28.1%

	2023
	14,997
	53,420
	28.1%



Table 3: Tesla Return on Equity (2019–2023)
Tesla’s ROE increased from -13.0% in 2019 to 28.1% in 2023, indicating strong returns generated for shareholders. High ROE reflects efficient utilisation of shareholder capital and effective financial management (Brealey et al., 2020; Arnold, 2020).
However, stabilisation of ROE suggests that future improvements will depend on sustained profitability rather than further efficiency gains.
1.3 Liquidity Analysis
Liquidity ratios assess a firm’s ability to meet short-term obligations and are critical indicators of financial stability (Brigham and Houston, 2022; Atrill and McLaney, 2019).
1.3.1 Current Ratio Analysis
Current Ratio = Current Assets / Current Liabilities
	Year
	Current Assets ($m)
	Current Liabilities ($m)
	Current Ratio

	2019
	12,103
	10,667
	1.13

	2020
	26,717
	19,705
	1.36

	2021
	30,548
	27,699
	1.10

	2022
	40,917
	28,748
	1.42

	2023
	49,616
	33,593
	1.48



Table 4: Tesla Current Ratio (2019–2023)
[image: ]Figure 3: Tesla Current Ratio Trend
Tesla’s current ratio increased from 1.13 in 2019 to 1.48 in 2023, representing an improvement of approximately 31%. This indicates enhanced liquidity and the company’s ability to meet short-term obligations (Brigham and Houston, 2022; Van Horne and Wachowicz, 2008; Watson and Head, 2019).
1.3.2 Quick Ratio Analysis
Quick Ratio = (Current Assets − Inventory) / Current Liabilities
Tesla’s quick ratio improved from 0.80 to 1.07, representing a 33.8% increase. This indicates strong liquidity without reliance on inventory, which is considered a less liquid asset (Atrill and McLaney, 2019; Watson and Head, 2019).
1.3.3 Cash Ratio Analysis
Cash Ratio = Cash and Cash Equivalents / Current Liabilities
The cash ratio improved over time, reflecting increased availability of immediate cash resources. This strengthens short-term solvency; however, excessive cash holdings may reduce returns if not effectively utilised (Penman, 2013)
1.4 Efficiency Analysis
Efficiency ratios measure how effectively a firm utilises its resources and manages operations (Palepu and Healy, 2013; White et al., 2003; Gitman et al., 2015).
1.4.1 Inventory Days Analysis
Inventory Days = Inventory × 365 / Cost of Sales
	Year
	Inventory ($m)
	Cost of Sales ($m)
	Inventory Days

	2019
	3,552
	20,509
	63 days

	2020
	4,101
	24,906
	60 days

	2021
	5,757
	40,217
	52 days

	2022
	12,839
	60,609
	77 days

	2023
	13,626
	79,113
	63 days


Table 5: Tesla Inventory Days (2019–2023)
3: Tesla Inventory Days Trend (2019–2023)[image: ]
Figure 4: Tesla Inventory Days Trend (2019–2023)
Tesla’s inventory days declined initially, indicating improved efficiency, but increased to 77 days in 2022 before improving again. This reflects operational expansion and production scaling. Higher inventory levels increase working capital requirements and reduce efficiency (Gitman et al., 2015).
1.4.2 Receivable Days Analysis
Receivable Days = Receivables × 365 / Revenue
Tesla’s receivable days decreased from 18 to 12 days, representing a 33% improvement. This indicates efficient credit control and faster cash collection, improving liquidity and reducing working capital needs (Palepu and Healy, 2013).
1.4.3 Payable Days Analysis
Payable Days = Payables × 365 / Cost of Sales
Payable days increased from 64 to 78 days, indicating that Tesla is effectively utilising supplier credit. This improves liquidity but may create supplier-related risks if extended excessively (Gitman et al., 2015).
1.5 Capital Structure Analysis
Capital structure refers to the mix of debt and equity used to finance operations (Damodaran, 2021).
Debt Ratio = Total Debt / Total Assets
	Year
	Debt ($m)
	Total Assets ($m)
	Debt Ratio

	2019
	13,248
	34,309
	38.6%

	2020
	11,634
	52,148
	22.3%

	2021
	8,880
	62,131
	14.3%

	2022
	5,750
	82,338
	7.0%

	2023
	5,210
	106,618
	4.9%


Table 6: Tesla Debt Ratio (2019–2023)
Tesla’s debt ratio declined significantly from 38.6% to 4.9%, indicating reduced financial risk and improved financial stability. Lower leverage reduces bankruptcy risk but may limit opportunities to enhance shareholder returns through financial gearing (Brealey et al., 2020).
[image: ]Figure 5: Tesla Debt Ratio Trend (2019–2023)
1.6 Investment Ratio Analysis
Investment ratios evaluate shareholder returns and market perception (Fraser and Ormiston, 2016).
EPS = Net Profit / Number of Shares
P/E Ratio = Market Price per Share / EPS
Tesla’s EPS increased significantly, reflecting strong profitability and improved shareholder returns. The high P/E ratio indicates strong investor confidence, although it may also suggest potential overvaluation if growth slows (Brealey et al., 2020).
Tesla retains earnings rather than paying dividends, supporting reinvestment and long-term growth (Arnold, 2020).
1.7 Overall CFO Financial Assessment
Tesla’s net profit margin increased from -3.5% to 15.5%, while ROE reached 28.1%, indicating substantial improvement in financial performance.
However, declining gross profit margin indicates competitive pressure, while fluctuations in inventory suggest operational inefficiencies. Additionally, low financial leverage indicates potential underutilisation of debt to enhance returns.
Future performance will depend on balancing growth, profitability, and operational efficiency.
1.8 Industry Benchmark Comparison
Tesla’s net profit margin of approximately 15.5% exceeds industry averages of 5–10%, indicating superior operational efficiency. Similarly, its ROE of approximately 28% demonstrates strong capital utilisation compared to traditional automotive firms (BloombergNEF, 2023; International Energy Agency, 2023).
This suggests Tesla benefits from technological advantage and pricing power. However, higher inventory levels indicate the need for improved operational efficiency as the company continues to expand.

[bookmark: _Toc224822919]Section 2: Working Capital Management Analysis
2.1 Introduction
Working capital management involves managing short-term assets and liabilities to ensure that a firm maintains sufficient liquidity while operating efficiently. Effective working capital management improves cash flow, reduces financial risk, and enhances profitability (Gitman, Juchau and Flanagan, 2015; Deloof, 2003).
From a financial management perspective, working capital decisions directly influence liquidity, operational efficiency, and overall financial performance. Efficient management of receivables, payables, and inventory is essential for sustaining business operations and supporting growth (Shin and Soenen, 1998).
2.2 Working Capital Position
Working Capital = Current Assets − Current Liabilities
	Year
	Current Assets ($m)
	Current Liabilities ($m)
	Working Capital ($m)

	2019
	12,103
	10,667
	1,436

	2020
	26,717
	19,705
	7,012

	2021
	30,548
	27,699
	2,849

	2022
	40,917
	28,748
	12,169

	2023
	49,616
	33,593
	16,023


Table 7: Tesla Working Capital (2019–2023)
Tesla’s working capital increased from $1,436 million in 2019 to $16,023 million in 2023, representing a substantial improvement in short-term financial capacity. This increase reflects growth in current assets driven by higher revenues and profitability.
Positive working capital indicates that Tesla has sufficient resources to meet short-term obligations, which strengthens liquidity and operational stability (Brigham and Houston, 2022; Deloof, 2003; Enqvist et al., 2014). However, excessively high working capital may indicate inefficient use of resources if funds are tied up in non-productive assets (Deloof, 2003).
2.3 Liquidity Performance in Working Capital
2.3.1 Current Ratio Analysis
Current Ratio = Current Assets / Current Liabilities
	Year
	Current Ratio

	2019
	1.13

	2020
	1.36

	2021
	1.10

	2022
	1.42

	2023
	1.48



Table 8: Current Ratio (2019–2023)
Tesla’s current ratio improved from 1.13 to 1.48, indicating stronger liquidity and improved ability to meet short-term obligations. A ratio above 1 suggests that the firm can comfortably cover its current liabilities (Atrill and McLaney, 2019).
2.3.2 Quick Ratio Analysis
Quick Ratio = (Current Assets − Inventory) / Current Liabilities
	Year
	Quick Ratio

	2019
	0.80

	2020
	1.15

	2021
	0.89

	2022
	0.97

	2023
	1.07


Table 9: Quick Ratio (2019–2023)
The quick ratio improved to 1.07, indicating that Tesla can meet its obligations without relying on inventory. This reflects high-quality liquidity supported by cash and receivables (Brigham and Houston, 2022).
2.4 Efficiency of Working Capital
2.4.1 Inventory Days Analysis
Inventory Days = Inventory × 365 / Cost of Sales
	Year
	Inventory Days

	2019
	63 days

	2020
	60 days

	2021
	52 days

	2022
	77 days

	2023
	63 days


Table 10: Inventory Days (2019–2023)
Tesla’s inventory days increased significantly in 2022 before declining in 2023. This fluctuation reflects expansion in production capacity and operational adjustments. Higher inventory levels increase working capital requirements and may reduce efficiency (Gitman et al., 2015).
2.4.2 Receivable Days Analysis
Receivable Days = Receivables × 365 / Revenue
	Year
	Receivable Days

	2019
	18 days

	2020
	16 days

	2021
	14 days

	2022
	13 days

	2023
	12 days


Table 11: Receivable Days (2019–2023)
Receivable days declined from 18 to 12 days, representing a 33% improvement. This indicates efficient credit control and faster cash collection, which improves liquidity and reduces working capital needs (Palepu and Healy, 2013).
2.4.3 Payable Days Analysis
Payable Days = Payables × 365 / Cost of Sales
	Year
	Payable Days

	2019
	64 days

	2020
	72 days

	2021
	68 days

	2022
	75 days

	2023
	78 days


Table 12: Payable Days (2019–2023)
Payable days increased from 64 to 78 days, indicating that Tesla is using supplier credit as a source of short-term financing. This improves cash flow but may create supplier relationship risks if extended excessively (Gitman et al., 2015).
2.5 Cash Conversion Cycle Analysis
Working Capital Cycle = Inventory Days + Receivable Days − Payable Days
	Year
	Working Capital Days

	2019
	17 days

	2020
	4 days

	2021
	-2 days

	2022
	15 days

	2023
	-3 days



Table 13: Working Capital Cycle (2019–2023)
[image: ]Figure 6: Tesla Working Capital Cycle Trend
Tesla’s working capital cycle became negative in certain years, indicating that the company receives cash from customers before paying suppliers. This is highly favourable, as it improves liquidity and reduces reliance on external financing (Shin and Soenen, 1998; Richards and Laughlin, 1980; Deloof, 2003).
Efficient management of the cash conversion cycle is strongly associated with improved profitability and financial performance (Deloof, 2003).
2.6 Relationship Between Working Capital, Liquidity and Profitability
Working capital management involves a trade-off between liquidity and profitability. Higher levels of current assets improve liquidity and reduce financial risk, but may reduce profitability as funds are tied up in non-earning assets (Deloof, 2003; Gitman et al., 2015).
In Tesla’s case, increased working capital strengthens liquidity, while efficient receivables management improves cash inflows. However, fluctuations in inventory indicate that some capital is tied up in operations, which may reduce overall returns.
2.7 Working Capital and Financing Structure
Tesla’s working capital is primarily financed through retained earnings, which form part of shareholders’ equity. This indicates reliance on internal financing rather than external debt, reducing financial risk and interest obligations (Arnold, 2020).
However, excessive reliance on internal financing may limit the benefits of financial leverage, which can enhance shareholder returns (Brealey et al., 2020).
2.8 Working Capital and Cash Flow Impact
Working capital management has a direct impact on cash flow. Tesla’s negative working capital cycle indicates strong operating cash flow, as the company receives cash before making payments.
This improves financial flexibility and supports reinvestment and expansion. However, fluctuations in inventory and operations may affect cash flow stability (Penman, 2013; Opler et al., 1999).
2.9 Overall CFO Evaluation of Working Capital Management
Overall, Tesla demonstrates strong working capital management supported by efficient receivables collection and effective utilisation of supplier credit. The company’s ability to achieve a negative working capital cycle in certain years reflects a highly efficient operating model and strong liquidity position.
However, fluctuations in inventory levels highlight potential inefficiencies in operational planning. Higher inventory increases working capital requirements and may reduce profitability if not properly controlled.
The analysis also highlights a trade-off between liquidity and profitability. While Tesla maintains strong liquidity, excessive investment in working capital components may limit returns.
Furthermore, reliance on internally generated funds reduces financial risk but may limit opportunities to enhance shareholder returns through financial leverage.
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Financial restructuring involves adjusting a company’s capital structure and financial strategy to improve performance, reduce risk, and maximise shareholder value (Brealey, Myers and Allen, 2020; Arnold, 2020). It requires a critical evaluation of the firm’s current financial position and the identification of appropriate financing and operational strategies.
In Tesla’s case, strong profitability, improved liquidity, and a significant reduction in debt provide a solid foundation for strategic financial decision-making. However, these factors also raise important questions regarding optimal capital structure and resource allocation.
3.2 Evaluation of Current Financial Structure
Tesla’s financial structure has changed significantly over the five-year period. The debt ratio declined from 38.6% in 2019 to 4.9% in 2023, indicating a shift towards a predominantly equity-financed structure.
This reduction in financial leverage has improved financial stability and reduced bankruptcy risk, as lower debt levels decrease fixed interest obligations (Brigham and Houston, 2022; Ross, Westerfield and Jordan, 2022). In addition, increased retained earnings have strengthened shareholders’ equity, supporting internal financing of operations (Penman, 2013).
However, from a corporate finance perspective, an excessively low level of debt may indicate underutilisation of financial leverage. The trade-off theory suggests that firms should balance the benefits of debt, such as tax advantages, against the costs of financial distress (Brealey et al., 2020; Damodaran, 2021).
3.3 Critical Analysis of Financing Strategy
Tesla’s current reliance on equity financing and retained earnings provides strong financial stability and reduces exposure to financial risk. This conservative approach is consistent with pecking order theory, which suggests that firms prefer internal financing over external borrowing (Myers and Majluf, 1984; Fama and French, 2002; Myers, 1984; Arnold, 2020).
However, this strategy may limit the company’s ability to maximise shareholder returns. Financial leverage can enhance returns on equity when returns on investment exceed the cost of debt, a concept known as positive financial gearing (Ross et al., 2022).
Given Tesla’s strong profitability and stable cash flows, the company has the capacity to introduce a moderate level of debt without significantly increasing financial risk. This would enable Tesla to benefit from lower-cost financing and tax advantages associated with interest payments (Modigliani and Miller, 1963; Brealey et al., 2020).
Nevertheless, increasing debt must be carefully managed. Excessive leverage can increase financial risk and reduce flexibility, particularly in a highly competitive and capital-intensive industry such as automotive manufacturing (Damodaran, 2021).
3.4 Integration with Working Capital and Cash Flow
Tesla’s working capital analysis demonstrates efficient management of short-term assets and liabilities, particularly through rapid receivables collection and extended payables. The presence of a negative working capital cycle in certain years indicates that Tesla generates cash from operations before settling obligations, which significantly enhances liquidity (Shin and Soenen, 1998; Deloof, 2003).
Strong operating cash flow reduces reliance on external financing and supports internal funding of growth. This aligns with financial management theory, which emphasises the importance of internally generated cash flows for sustaining long-term expansion (Penman, 2013).
However, fluctuations in inventory levels suggest that operational inefficiencies may affect cash flow stability. Effective inventory management will therefore be essential to ensure that financial resources are utilised efficiently.
3.5 Strategic Financial Direction
From a strategic perspective, Tesla should adopt a balanced approach to financing. While maintaining a strong equity base, the company should consider the selective use of debt to support expansion and enhance shareholder returns.
A moderate level of debt would allow Tesla to benefit from financial leverage while maintaining acceptable levels of financial risk. This approach aligns with the trade-off theory of capital structure, which emphasises balancing risk and return (Brealey et al., 2020; Damodaran, 2021).
At the same time, Tesla should focus on improving operational efficiency, particularly in inventory management, to reduce the level of capital tied up in working capital. Efficient utilisation of resources will enhance both profitability and liquidity (Gitman et al., 2015).
In addition, maintaining strong and stable cash flows will be essential to support future investment and expansion. Cash flow stability reduces financial risk and increases the company’s ability to respond to market changes (Brigham and Houston, 2022).
3.6 Impact on Shareholder Value
The proposed financial strategy has significant implications for shareholder value. The introduction of moderate financial leverage can enhance returns on equity through financial gearing, provided that the return on investment exceeds the cost of debt (Ross et al., 2022).
Furthermore, efficient working capital management and strong cash flow generation support sustainable growth, which is a key driver of long-term shareholder value (Penman, 2013).
However, excessive risk-taking must be avoided. Maintaining financial stability while pursuing growth is essential to protect shareholder interests and ensure long-term sustainability (Arnold, 2020).
3.7 Conclusion
Tesla’s financial position is strong, characterised by high profitability, strong liquidity, and low financial risk. However, the current capital structure suggests underutilisation of financial leverage.
A balanced approach that combines internal financing with selective use of debt will enable Tesla to enhance shareholder returns while maintaining financial stability. At the same time, improvements in operational efficiency and working capital management will be essential to sustain long-term financial performance.
Overall, strategic financial restructuring should focus on achieving an optimal balance between risk, return, and growth in order to maximise shareholder value.
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4.1 Introduction
Investment appraisal techniques are used to evaluate the financial viability of capital investment decisions and to ensure that projects contribute to shareholder wealth maximisation (Brealey, Myers and Allen, 2020; Arnold, 2020). These techniques assess profitability, risk, and value creation by analysing expected future cash flows.
Common methods include Payback Period, Accounting Rate of Return (ARR), Net Present Value (NPV), Internal Rate of Return (IRR), and Profitability Index (PI). Among these, NPV is considered the most reliable as it incorporates the time value of money and directly measures value creation (Pike and Neale, 2018; Ross, Westerfield and Jordan, 2022).
Tesla is evaluating three mutually exclusive projects, each requiring an initial investment of £50 million. The cost of capital is assumed to be 10%.
4.1.1 Project Cash Flow Overview
The expected annual cash inflows for each project are as follows:
Table 14: Project Cash Flows (£ million)
	Year
	Project A
	Project B
	Project C

	0
	(50)
	(50)
	(50)

	1
	10
	8
	12

	2
	12
	10
	14

	3
	14
	12
	15

	4
	16
	14
	12

	5
	18
	16
	10



Table 14: Project Cash Flows (Projects A, B and C)
These cash flows form the basis for all investment appraisal calculations.
4.2 Payback Period
The Payback Period measures the time required to recover the initial investment from project cash inflows. It is a simple measure of liquidity and risk, with shorter payback periods indicating faster recovery of funds (Arnold, 2020; Brealey et al., 2020).
Table 15: Payback Period Calculations
	Project
	Payback Period (Years)

	A
	4.5

	B
	4.55

	C
	3.6



Table 15: Payback Period Calculations (Projects A, B and C)
Project C has the shortest payback period of 3.6 years, compared to 4.5 years for Project A and 4.55 years for Project B.
Example Calculation (Project C):
Payback Period = 3 + (Remaining Investment / Cash Flow in Year 4)
= 3 + (5 / 12)
= 3.6 years
This demonstrates that Project C recovers its investment more quickly, reducing risk exposure. However, the payback method ignores the time value of money and cash flows beyond the payback period, limiting its effectiveness in long-term decision-making (Ross et al., 2022; Pike and Neale, 2018; Peterson and Fabozzi, 2002).
4.3 Accounting Rate of Return (ARR)
The Accounting Rate of Return measures the average accounting profit as a percentage of the initial investment.
ARR (%) = (Average Profit / Initial Investment) × 100
Table 16: Accounting Rate of Return (ARR)
	Project
	Average Profit (£m)
	Initial Investment (£m)
	ARR (%)

	A
	0.8
	50
	1.6%

	B
	1.0
	50
	2.0%

	C
	3.0
	50
	6.0%



Table 16: ARR Calculations (Projects A, B and C)
Project C generates the highest ARR of 6%, compared to 2% for Project B and 1.6% for Project A.
Example Calculation (Project C):
ARR = (3 / 50) × 100
= 6%
This indicates that Project C provides the highest accounting return. However, ARR ignores the time value of money and relies on accounting profit rather than cash flow, reducing its reliability (Brealey et al., 2020; Pike and Neale, 2018).
4.4 Net Present Value (NPV)
Net Present Value measures the difference between the present value of future cash inflows and the initial investment.
NPV = Present Value of Cash Inflows − Initial Investment
Table 17: Net Present Value (NPV) at 10%
	Project
	PV of Cash Inflows (£m)
	Initial Investment (£m)
	NPV (£m)

	A
	41.50
	50
	-8.50

	B
	41.50
	50
	-8.50

	C
	48.15
	50
	-1.85


Table 17: NPV Calculations (Projects A, B and C)
All three projects generate negative NPVs at the required rate of return of 10%, indicating that none of the projects create shareholder value.
Example Calculation (Project C):
NPV = (12 × 0.909) + (14 × 0.826) + (15 × 0.751) + (12 × 0.683) + (10 × 0.621) − 50
= (10.91 + 11.56 + 11.27 + 8.20 + 6.21) − 50
= 48.15 − 50
= −1.85 million
Project C produces the highest NPV (least negative), making it the least unfavourable option. NPV is the most reliable method as it incorporates the time value of money and directly measures value creation (Brealey et al., 2020; Arnold, 2020; Kaplan and Ruback, 1995).
4.5 Profitability Index (PI)
The Profitability Index measures the value created per unit of investment.
PI = Present Value of Cash Inflows / Initial Investment
	Project
	PV of Inflows (£m)
	Investment (£m)
	PI

	A
	41.50
	50
	0.83

	B
	41.50
	50
	0.83

	C
	48.15
	50
	0.96



Table 18: Profitability Index (Projects A, B and C)
Project C has the highest PI of 0.96, compared to 0.83 for Projects A and B. Since all values are below 1, none of the projects generate sufficient returns.
The PI is particularly useful under capital rationing, as it helps prioritise projects based on efficiency (Arnold, 2020).
4.6 Internal Rate of Return (IRR)
The Internal Rate of Return is the discount rate at which NPV equals zero.
Table 19: Internal Rate of Return (IRR)
	Project
	IRR (%)

	A
	6%

	B
	6%

	C
	9%


Table 19: IRR Estimates (Projects A, B and C)
Project C has the highest IRR of approximately 9%, compared to 6% for Projects A and B. However, all projects fail to meet the required return of 10%, indicating that none are acceptable under this method.
Although widely used, IRR may be misleading when comparing projects of different sizes or cash flow patterns (Brealey et al., 2020; Ross et al., 2022; Pike and Neale, 2018).
4.7 Capital Rationing Decision
Capital rationing occurs when a firm faces limited funds and must select the best combination of projects (Arnold, 2020).
Tesla has a budget of £100 million, allowing it to select two projects.
Table 20: Capital Rationing Combinations
	Combination
	Total Investment (£m)
	Total NPV (£m)

	A + B
	100
	-17.00

	A + C
	100
	-10.35

	B + C
	100
	-10.35


Table 20: Capital Rationing Combinations and NPVs
The combination of Projects B and C produces the least negative NPV, making it the most favourable option under capital constraints.
Capital rationing decisions should prioritise combinations that maximise total NPV within available resources (Brealey et al., 2020).
4.8 Final Investment Recommendation
The analysis indicates that Project C is the strongest individual project based on payback period, ARR, PI, and IRR. However, the negative NPV across all projects suggests that none meet the required return of 10%, indicating that they do not create shareholder value under current assumptions.
Under capital rationing constraints, the combination of Projects B and C is the most suitable option, as it minimises value loss while efficiently utilising available funds.
From a strategic perspective, Tesla should reassess project assumptions, particularly expected cash flows and cost of capital. Investment decisions should prioritise projects with positive NPV, as these directly contribute to shareholder wealth maximisation (Brealey et al., 2020; Arnold, 2020).
Overall, investment appraisal highlights the importance of rigorous financial evaluation in ensuring efficient allocation of capital and long-term value creation.
Section 5: Final CFO Strategic Evaluation
5.1 Introduction
This section provides an integrated evaluation of Tesla’s financial performance over 2019–2023, combining insights from profitability, liquidity, efficiency, working capital management, capital structure, and investment appraisal. The objective is to assess the overall financial position and outline strategic financial direction to sustain long-term value creation (Brealey, Myers and Allen, 2020; Arnold, 2020; Berk and DeMarzo, 2020).
5.2 Integrated Financial Evaluation
Tesla demonstrates substantial financial improvement across the period, supported by strong revenue growth and enhanced profitability. Net profit margin increased from negative levels in 2019 to over 15% in 2023, while return on equity reached approximately 28%, indicating efficient utilisation of shareholder capital and strong earnings generation (Penman, 2013; Atrill and McLaney, 2019; Fraser and Ormiston, 2016).
Liquidity strengthened, with the current ratio improving from 1.13 to 1.48, reflecting improved short-term solvency. The increase in the quick ratio further indicates that obligations can be met without reliance on inventory, demonstrating improved liquidity quality (Brigham and Houston, 2022; Watson and Head, 2019).
Efficiency performance is mixed. Receivable days declined significantly, indicating faster cash collection and improved credit management. However, fluctuations in inventory, particularly the increase in 2022, indicate inefficiencies in operational planning and resource utilisation, increasing working capital requirements (Gitman, Juchau and Flanagan, 2015; Palepu and Healy, 2013).
Working capital management remains a key strength. The presence of a negative working capital cycle in certain years indicates that Tesla is able to generate cash from operations before settling obligations, enhancing liquidity and reducing dependence on external financing (Deloof, 2003; Shin and Soenen, 1998; Richards and Laughlin, 1980).
From a capital structure perspective, the reduction in the debt ratio from 38.6% to 4.9% reflects lower financial risk and improved stability. However, this conservative approach indicates limited use of financial leverage, which may constrain the potential to enhance shareholder returns (Damodaran, 2021; Brealey et al., 2020; Myers, 1984).
Investment appraisal results indicate that none of the proposed projects generate positive net present value at the required rate of return. This suggests that current investment opportunities do not create value under existing assumptions, highlighting the importance of disciplined capital allocation (Pike and Neale, 2018; Kaplan and Ruback, 1995).
5.3 Strategic Financial Risks
Several financial risks emerge from the analysis. The decline in gross profit margin in 2023 reflects increasing competitive pressure and pricing adjustments within the electric vehicle market, which may constrain future profitability if cost efficiency is not maintained (Damodaran, 2021; Koller, Goedhart and Wessels, 2020).
Operational inefficiencies are evident in inventory fluctuations, which increase working capital requirements and reduce overall efficiency. Sustained inefficiencies in inventory management may weaken financial performance over time (Gitman et al., 2015).
The low level of financial leverage, while reducing risk, may limit the benefits of financial gearing and restrict the firm’s ability to optimise returns on equity (Brealey et al., 2020; Fama and French, 2002).
In addition, the absence of positive NPV projects highlights potential risks in capital allocation decisions, indicating that investment opportunities must be evaluated more rigorously to ensure value creation (Pike and Neale, 2018; Graham and Harvey, 2001).
5.4 Strategic Financial Direction
Improving operational efficiency, particularly in inventory management, is essential to reduce the level of capital tied up in working capital and enhance cash flow. More efficient inventory control would strengthen financial performance by optimising resource utilisation (Gitman et al., 2015).
A more balanced capital structure should be considered. Introducing a moderate level of debt could enhance returns through financial leverage while maintaining acceptable levels of risk, consistent with capital structure theory (Brealey et al., 2020; Damodaran, 2021).
Sustaining profitability remains critical. Continued focus on cost control and operational efficiency is necessary to mitigate competitive pressures and maintain margin stability, supporting long-term financial performance (Brigham and Houston, 2022; Berk and DeMarzo, 2020).
In addition, greater emphasis on disciplined investment appraisal is required. Prioritising projects that generate positive net present value will ensure efficient allocation of capital and support long-term value creation (Arnold, 2020; Kaplan and Ruback, 1995).
Overall, financial strategy should maintain a balance between growth, profitability, and risk, ensuring sustainable performance in a competitive and capital-intensive environment (Ross, Westerfield and Jordan, 2022).
5.5 Conclusion
Tesla’s financial position is strong, characterised by improved profitability, stable liquidity, and reduced financial risk. However, the analysis highlights key areas requiring attention, including operational efficiency, capital structure optimisation, and investment discipline.
Strengthening these areas will support sustainable growth and enhance shareholder value. Continued focus on financial discipline and strategic alignment will be essential to maintain competitive advantage and long-term performance.
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Appendix : Financial Ratio Calculations (Tesla Inc. 2019–2023)
Financial data source: Tesla Inc. Annual Reports (2019–2023).
[bookmark: _Toc224822925]A1 Profitability Ratios
[bookmark: _Toc224822926]Gross Profit Margin
Formula:
Gross Profit Margin = Gross Profit ÷ Revenue × 100
	Year
	Gross Profit ($m)
	Revenue ($m)
	Calculation
	Gross Profit Margin

	2019
	4,069
	24,578
	4,069 ÷ 24,578 × 100
	16.6%

	2020
	6,630
	31,536
	6,630 ÷ 31,536 × 100
	21.0%

	2021
	13,606
	53,823
	13,606 ÷ 53,823 × 100
	25.3%

	2022
	20,853
	81,462
	20,853 ÷ 81,462 × 100
	25.6%

	2023
	17,660
	96,773
	17,660 ÷ 96,773 × 100
	18.3%



[bookmark: _Toc224822927]Net Profit Margin
Formula:
Net Profit Margin = Net Profit ÷ Revenue × 100
	Year
	Net Profit ($m)
	Revenue ($m)
	Calculation
	Net Profit Margin

	2019
	(862)
	24,578
	-862 ÷ 24,578 × 100
	-3.5%

	2020
	721
	31,536
	721 ÷ 31,536 × 100
	2.3%

	2021
	5,524
	53,823
	5,524 ÷ 53,823 × 100
	10.3%

	2022
	12,556
	81,462
	12,556 ÷ 81,462 × 100
	15.4%

	2023
	14,997
	96,773
	14,997 ÷ 96,773 × 100
	15.5%



[bookmark: _Toc224822928]A2 Liquidity Ratios
[bookmark: _Toc224822929]Current Ratio
Formula:
Current Ratio = Current Assets ÷ Current Liabilities
	Year
	Current Assets ($m)
	Current Liabilities ($m)
	Calculation
	Current Ratio

	2019
	12,103
	10,667
	12,103 ÷ 10,667
	1.13

	2020
	26,717
	19,705
	26,717 ÷ 19,705
	1.36

	2021
	30,548
	27,699
	30,548 ÷ 27,699
	1.10

	2022
	40,917
	28,748
	40,917 ÷ 28,748
	1.42

	2023
	49,616
	33,593
	49,616 ÷ 33,593
	1.48



[bookmark: _Toc224822930]Quick Ratio
Formula:
Quick Ratio = (Current Assets − Inventory) ÷ Current Liabilities
Example (2023):
= (49,616 − 13,626) ÷ 33,593
= 35,990 ÷ 33,593
= 1.07
[bookmark: _Toc224822931]A3 Efficiency Ratios
[bookmark: _Toc224822932]Inventory Days
Formula:
Inventory Days = Inventory × 365 ÷ Cost of Sales
Example (2023):
= 13,626 × 365 ÷ 79,113
= 63 days
[bookmark: _Toc224822933]Receivable Days
Formula:
Receivable Days = Receivables × 365 ÷ Revenue
Example (2023):
= 3,508 × 365 ÷ 96,773
= 13 days
[bookmark: _Toc224822934]Payable Days
Formula:
Payable Days = Payables × 365 ÷ Cost of Sales
Example (2023):
= 16,732 × 365 ÷ 79,113
= 77.2 ≈ 78 days
[bookmark: _Toc224822935]A4 Working Capital Calculation
Formula:
Working Capital = Current Assets − Current Liabilities
Example (2023):
= 49,616 − 33,593
= $16,023 million
This confirms Tesla maintains strong liquidity.
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Figure 2: Tesla Net Profit Margin Trend (2019-2023)
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Figure 3: Tesla Current Ratio Trend (2019-2023)
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Figure 4: Tesla Debt Ratio Trend (2019-2023)

40 A

35 A

30 A

25 A

20 A

15 +

10 -

2019

2020 2021 2022
Year

2023





image7.png
Days

Figure 5: Tesla Working Capital Cycle (2019-2023)
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