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[bookmark: _Toc227873843]Introduction
Tesla Inc. is a major manufacturer of electric vehicles in the world, and it is also highly innovative. The company is oriented toward hi-tech battery technology, self-driving mode, and clean energy (Tesla Inc., 2025). High growth rate is instigated by rapid growth in both the automotive and energy sectors, which underscores its great growth pattern at the global level. Tesla is strategically positioned in the market as industry reports show increased EV demand all over the world (International Energy Agency, 2024). The consumer trends, in turn, show that there is a growing interest in sustainable transportation and electric mobility solutions (Deloitte, 2024).
Tesla is a company operating in a very competitive environment that is influenced by technological innovation and rivalry in the industry. Porter (2008) says that the competitive forces play an important role in strategic positioning and profitability in the long-term. This report analyses the 5-year financial performance of Tesla, the Chief Financial Officer. The analysis shows the major financial areas of concern and formulates viable solutions to the problems. It also facilitates the decision-making process based on financial facts and systematic assessment techniques.
The report is broken down into four important sections that cover important areas of financial management. These involve the financial health analysis, working capital management, restructuring strategies and investment appraisal decisions. All sections utilize financial instruments to evaluate performance and suggest strategies to improve. All in all, Tesla has good growth prospects, yet falling profitability casts doubt on sustainability. Thus, in this report, an assessment is made as to whether Tesla is financially stable and placed strategically to grow in the future.


[bookmark: _Toc227873844]1. Financial Health Check
[bookmark: _Toc227873845]1.1 Financial Performance Overview
The financial analysis of Tesla Inc. demonstrates a high level of growth in revenues within the period of five years. In 2021, it got 53,823 million dollars in revenue and 97,690 million dollars of revenue in 2024. Yet, there was a slight decrease in revenues to 94,827 million dollars in 2025, which demonstrates a decelerating growth. This trend points to subsequent growth and stabilization of demand and the subsequent competitive pressure due to prices (Tesla Inc., 2022; Tesla Inc., 2023).
The operating profit is evidently volatile within the same period of financial analysis. It increased from 6,523 million dollars in 2021 to 13,656 million dollars in 2022. Nevertheless, operating profit has gone down by a significant margin to 4,355 million dollars by 2025. Damodaran (2023) states that when operating profits fall, it is likely to be because of increasing costs or price competition.
The situation in net profit was not an exception, as it grew fast at the beginning and then rapidly declined. In 2023, net profit was 14,974 million dollars, and in 2025, the profit was 3,855 million dollars. Penman (2013) states that volatility reveals that the quality of earnings and operations is unstable.
As reflected in the balance sheet data, total assets have been growing steadily over the past five years. The total assets grew according to the figures in 2021 by 62,131 million dollars to 137,806 million dollars in 2025. It indicates serious investment in production plants and expansion all over the world (Koller et al., 2020). Yet, the increase in liabilities was also shown, which means more financial obligation and expansion efforts.
On the whole, Tesla is characterised by a significant increase in scale and deteriorating performance in terms of profitability.
[bookmark: _Toc227873846]1.2 Ratio Analysis
[bookmark: _Toc227873847]Profitability Ratios
Operating Margin = Operating Profit ÷ Revenue × 100
	Year
	Operating Profit ($m)
	Revenue ($m)
	Operating Margin (%)

	2021
	6,523
	53,823
	(6523/53823)×100 = 12.12%

	2022
	13,656
	81,462
	(13656/81462)×100 = 16.76%

	2023
	8,891
	96,773
	(8891/96773)×100 = 9.19%

	2024
	7,076
	97,690
	(7076/97690)×100 = 7.24%

	2025
	4,355
	94,827
	(4355/94827)×100 = 4.59%


Profitability ratios determine the effectiveness of Tesla in creating profit using its revenue and capital. The operating margin is evidently decreasing after 2022 and demonstrating a lower efficiency of profitability. 
ROCE = Operating Profit ÷ Capital Employed × 100
	Year
	Operating Profit
	Capital Employed
	ROCE (%)

	2021
	6,523
	35,466
	18.39%

	2022
	13,656
	42,424
	32.20%

	2023
	8,891
	57,802
	15.37%

	2024
	7,076
	74,716
	9.47%

	2025
	4,355
	85,953
	5.07%


ROCE decreases much more, indicating a decreased efficiency in using capital (Atrill, 2020). There is also a decrease in net profit margin, which is the lower earnings compared to the increase in revenue. According to Brigham and Ehrhardt (2021), declining margins are a sign of inefficiencies in operations.
[bookmark: _Toc227873848]Liquidity Ratios
Current Ratio = Current Assets ÷ Current Liabilities
	Year
	Current Assets
	Current Liabilities
	Current Ratio

	2021
	27,100
	19,705
	1.37

	2022
	40,917
	26,709
	1.53

	2023
	49,616
	28,748
	1.73

	2024
	58,360
	28,821
	2.02

	2025
	68,642
	31,714
	2.16


Liquidity ratios give an idea of how Tesla can fulfil its short-term financial engagements. Liquidity also increases with time that will mean a greater capacity to fulfill the short-term commitments. White et al. (2003) posit that increased liquidity enhances financial stability, at the expense of efficiency. As Higgins (2019) clarifies, excessive liquidity can be an indication of idle resources.
[bookmark: _Toc227873849]Efficiency Ratios
Asset Turnover = Revenue ÷ Total Assets
	Year
	Revenue
	Total Assets
	Asset Turnover

	2021
	53,823
	62,131
	0.87

	2022
	81,462
	82,338
	0.99

	2023
	96,773
	106,618
	0.91

	2024
	97,690
	122,070
	0.80

	2025
	94,827
	137,806
	0.69


Efficiency ratios are used to determine the efficiency with which Tesla utilises assets to generate revenue. The turnover of the assets reduces, meaning that it is less efficient in terms of utilising the assets to generate revenue. According to Palepu and Healy (2013), the unwinding asset turnover is a sign of the inefficiency in operations. This can be due to the fast growth and augmented capacity.
[bookmark: _Toc227873850]Gearing Ratios
Debt to Equity Ratio = Total Liabilities ÷ Total Equity
	Year
	Liabilities
	Equity
	Debt to Equity

	2021
	31,942
	31,583
	1.01

	2022
	37,634
	45,898
	0.82

	2023
	43,984
	63,609
	0.69

	2024
	49,157
	73,680
	0.67

	2025
	55,669
	82,865
	0.67


Gearing ratios assess the financial risk and the stability of the capital structure of Tesla. A decrease in debt to equity means that the company will be less dependent on debt financing in the long run. According to Brigham and Ehrhardt (2021), lower gearing minimises financial risk and has better stability.
[bookmark: _Toc227873851]Investment Ratios
	Year
	EPS (¢)
	P/E Ratio

	2021
	186.67
	570.58

	2022
	402.00
	29.88

	2023
	473.00
	53.38

	2024
	223.00
	185.47

	2025
	118.00
	-


Investment ratios gauge the returns of shareholders and those of the investors. The decrease in EPS after 2023 is substantial, which means there is less profitability in 2023.
According to Higgins (2019), high P/E ratios depict growth prospects and not the present earnings. The unsteady P/E indicates the uncertainty in investor confidence and investor expectations in Tesla.
[bookmark: _Toc227873852]1.3 Critical Evaluation
Tesla is a company with impressive financial growth forecasted by the growth of revenues and assets. These advantages indicate effective internationalisation and high needs of electric cars. According to Barney (1991), sustainable competitive advantage is generated by unique resources and innovation. The strong market position of Tesla is enabled by a good brand that has technological leadership.
Nevertheless, a big concern is the declining profitability in the long-term financial sustainability. Other indicators such as operating margins, ROCE, and EPS have been decreasing over the last few years. According to Grant (2019), a high level of competition can decrease profitability even in the industry of high growth.
According to industry reports, there is a rising competition among the automotive manufacturers around the globe, who are venturing into EV markets (PwC, 2024). This puts additional pricing pressure and lowers the profit margins of Tesla by a large margin. According to Bloomberg (2024), the increased costs of production and difficulty in supply chains have been developing challenges to Tesla's performance.
According to the Financial Times (2025), Tesla cut the prices to retain its market share. Although this strategy helps in the improvement of sales, sales are adversely affected in terms of profitability and margins.
In general, Tesla is healthy as regards growth and financial expansion. But a loss of efficiency and profitability underscores a great operational and strategic challenge. Future sustainability requires concentrating on how cost structures are organised and enhancing the effectiveness of operations.
[bookmark: _Toc227873853]2. Working Capital Management
[bookmark: _Toc227873854]2.1 Cash Operating Cycle
Tesla Inc. finds itself in a manufacturing setup where there is a high level of working capital in the business. The cash operating cycle is a measurement of the intervals between the cash outflows and inflows. According to Richards and Laughlin (1980), it is inventory days plus receivable days minus payable days. This turnover is a measure of the effectiveness with which a company operates its short-term assets and liabilities.
Inventory days, receivable days and payable days are the primary elements of operations. Inventory days signify the period on average that the inventory takes before being sold. Receivable days represent the duration to receive payments from customers. The days payable: The number of days payable indicates the time taken by the company to pay its suppliers. According to Gitman (2009), the reduced cycles enhance efficiency in terms of liquidity and operations.
The large-scale production process of Tesla means that there has to be a huge inventory contained at the various facilities. High manufacturing inventory levels raise the chances of overstocking and poor performance of inventory turnover. Tesla probably had a greater inventory in the recent past based on its asset growth and expansion in its operations. This will lengthen the cash operating cycle and decrease liquidity efficiency.
The relatively low receivables are attributed to direct sales models and quicker customer payment modes. Nevertheless, with its growing size, Tesla will experience greater complexity in managing receivables in the long run. This is moderate in terms of payables, where supplier liabilities and production levels of expansion are on the rise.
Comprehensively, the cash operating cycle of Tesla could be on the rise since it is growing operations quickly. This puts a strain on the liquidity and necessitates effective working capital management practices. Good inventory and payables management will enhance overall cash flow performance.
[bookmark: _Toc227873855]3.2 Liquidity Improvement Strategies
[bookmark: _Toc227873856]Working Capital Structure Overview
Working Capital = Current Assets – Current Liabilities
	Year
	Current Assets ($m)
	Current Liabilities ($m)
	Working Capital ($m)

	2021
	27,100
	19,705
	27,100 – 19,705 = 7,395

	2022
	40,917
	26,709
	40,917 – 26,709 = 14,208

	2023
	49,616
	28,748
	49,616 – 28,748 = 20,868

	2024
	58,360
	28,821
	58,360 – 28,821 = 29,539

	2025
	68,642
	31,714
	68,642 – 31,714 = 36,928


The trends of current assets and current liabilities data can be used to evaluate working capital. The working capital gains gradually, which means that there is enhanced liquidity but at the expense of possible inefficiency. According to Deloof (2003), when working capital is too high, it decreases profitability and operational efficiency.
[bookmark: _Toc227873857]Inventory Management Improvement
To ensure high efficiency in converting cash, Tesla ought to minimise the inventory holding periods. Large stock levels have the negative effect of tying up cash and exposing it to storage and obsolescence risks. According to Alkhalaileh (2024), effective inventory management enhances performance in terms of profits.
Tesla will be able to put in place real-time inventory monitoring systems to be able to manage the stock well. Sophisticated forecasting techniques are able to minimise overproduction and other unnecessary quantities and match demand with supply levels. The integration of the digital supply chain can enhance communication in the production and distribution process.
Shortening of inventory days will decrease the cash operating cycle and enhance the liquidity position. This will also bring down the cost of operation and improve the financial efficiency.
[bookmark: _Toc227873858]Receivables Management Improvement
To enhance the cash inflows, Tesla needs to work on quickening the collection of these receivables. Even though Tesla focuses on direct sales, with the global growth, the level of receivables can grow. The management of receivables is efficient so that there is a quicker change of sales into cash flows.
Hill et al. (2010) describe the fact that shorter receivable periods enhance liquidity and minimise exposure to credit risk. Tesla will be able to implement automated billing systems and online payment solutions to collect faster. An improved system of early payment incentives can also offer faster payment to their customers.
Receivable turnover will be boosted, thereby enhancing the cash flow and efficiency of Tesla in terms of working capital.
[bookmark: _Toc227873859]Payables Optimisation Strategy
Having flexibility in the working terms with suppliers, Tesla will be able to ensure liquidity without spoiling relationships with suppliers. Prolongation of the payables enhances available cash to be used in operations and strategy. Nonetheless, too many delays can have a negative impact on supplier confidence and a long-term relationship.
It is critical to strike a balance between payable periods and supplier expectations so that operations can be sustainable. By having strategic arrangements with suppliers, it can permit flexible payment terms without being hurt in relationships.
In sum, the working capital efficiency of Tesla can be improved with the help of the better inventory, receivables and payables management.
[bookmark: _Toc227873860]3.3 Financing Strategy Comparison
[bookmark: _Toc227873861]Short-Term Financing
Short-term financing entails trade credit, bank overdraft and short-term loans to meet liquidity requirements. The sources are fluid and are applicable in dealing with temporary working capital needs. Short-term funding is less expensive, but exposes refinancing and liquidity risk.
According to DeAngelo (2022), companies strike the short-term and long-term financing to balance capital structure to the optimum. Short-term financing helps Tesla to address the seasonal factors of demand and operational needs. Nevertheless, overdependence poses a risk in times of uncertainty in the economy or disrupting the market.
[bookmark: _Toc227873862]Long-Term Financing
Long-term funding incorporates long-term equity financing and long-term debt funds like bonds. The sources offer predictable financing of long-term investments and growth. All things being equal, Gonçalves et al. (2022) argue that capital structure decisions affect firm value.
Tesla is well endowed with equity, lessening the reliance on debt financing. Long-term financing enhances stability in finance, but could lead to a high cost of capital in case of excessive use. According to Brealey et al. (2020), balanced financing implies the realisation of the best risk-return exchanges.
[bookmark: _Toc227873863]Recommended Financing Approach
Tesla ought to pursue a balanced approach to financing that balances short-term and long-term financing. Working capital needs, as well as operational flexibility requirements, should be financed with short-term credit. Expansion projects and strategic investments to grow into the future should be financed in the long term.
This moderate method reduces the danger of financial losses on the one hand and secures adequate liquidity on the other hand. It also makes sure that Tesla will be able to react to changes in the market without losing financial viability.
Altogether, proper financing choices will contribute to the working capital management and long-term sustainability aims of Tesla.
[bookmark: _Toc227873864]4. Strategic Financial Restructuring
[bookmark: _Toc227873865]4.1 Restructuring Options
Tesla Inc. needs to be restructured strategically to deal with decreased profitability and efficiency issues. Financial data illustrates that the operating profit will decrease over the years, but will drop to 4,355 million dollars in 2025, down to 13,656 million dollars in 2022. This woeful change of direction explains growing cost pressures and inefficiencies in global operations.
DePamphilis (2019) enumerates operational restructuring, divestment, and financing as examples of restructuring. Among the strategies is cost restructuring of operational costs to enhance efficiency and cut down costs. Tesla is able to streamline production operations, minimise wastage and enhance supply chain integration.
The cost restructuring can be aimed at reducing the cost of production via automation and economies of scale. McKinsey & Company (2023) emphasises that EV manufacturers have to achieve better cost efficiency in order to be competitive on the global scale. Tesla also has the potential to streamline the logistics and minimise the unnecessary operational spending in the global markets.
The other approach is selective divestment of the business segments that are not performing or non-core business. This will enable Tesla to channel resources towards business activities with high margins and growth potential. According to Ross et al. (2019), divestment enhances financial vigilance and performance. Tesla can possibly reduce investments in less profitable energy units in case the returns continue to be low.
Another restructuring opportunity to ensure the financial stability and flexibility is equity financing. Tesla has a strong base of equity already, which will contribute to the long-term financial sustainability. Equity is an additional financing source that can be pursued by raising more equity, which will not require more debt or exposure to financial risk.
On the whole, strategies of restructuring must be aimed at enhancing efficiency, minimising costs, and empowering capital structure. These will enable Tesla to become more profitable and remain competitive in the world.
[bookmark: _Toc227873866]4.2 Impact Evaluation
[bookmark: _Toc227873867]Impact on Profitability and Shareholder Value
The financial restructuring has direct impacts on the shareholder value, that is in terms of increased profitability and level of efficiency. The falling operating margin of Tesla in 2022 of 16.76 as compared to 2025 of 4.59 shows a sense of urgency. Restructuring can be used to cut down costs, such as operations and production costs, that increase margins.
According to DeAngelo et al. (2025), decreasing the unproductive expenditure enhances the value of a firm and the returns of shareholders. A higher cost control will result in higher net profit and, in the long run, higher earnings per share.
[bookmark: _Toc227873868]Impact on Capital Structure
Debt-to-Equity Ratio = Total Liabilities ÷ Total Equity
	Year
	Liabilities ($m)
	Equity ($m)
	Debt-to-Equity

	2021
	31,942
	31,583
	31,942 ÷ 31,583 = 1.01

	2025
	55,669
	82,865
	55,669 ÷ 82,865 = 0.67


The capital structure of Tesla reveals the declining debt-to-equity ratio between the past five years. There is a decrease in the ratio of 1.01 to 0.67 indicating reduced financial risk in the long-run.
Damodaran (2023) states that the optimal capital structure is one that balances the risk and the returns in the most efficient way. More equity financing will decrease the size of financial risk, but can dilute the current shareholders. Nonetheless, Tesla is well-supported with an equity position, which helps to stay stable in the long run and make strategic investments.
[bookmark: _Toc227873869]Impact on Operational Flexibility
Restructuring facilitates flexibility of operations through freeing up resources and enhancing efficiency levels. Selling non-core operations will enable Tesla to concentrate on its core activities in EV creation and innovation. Enhanced cost effectiveness leads to a quicker reaction towards market dynamics and fluctuations in demand.
The higher the liquidity and the lower the financial risk, the greater the financial flexibility. This will enable Tesla to invest effectively in terms of research and technology and expansion opportunities.
Restructuring in general has a positive effect on profitability and capital structure as well as flexibility in operations.
[bookmark: _Toc227873870]4.3 Global and Ethical Considerations
[bookmark: _Toc227873871]Global Financial Risks
Tesla is a global company, which exposes the company to currency risk as well as the fluctuations of the exchange rate. According to Hill (2021), currency volatility brings economic uncertainty to multinational companies. The revenues and expenditures of Tesla in the various countries can pose exchange rate risks that impact profitability.
Inflation also adds to the cost of production, especially in the cost of raw materials and labour costs around the world. Increasing pressures of inflation diminish profit margins and raise the overall costs of operations to a high level.
Also influenced by the global supply chain disruptions, Tesla's production and delivery performance is not spared. The problem of shortages of semiconductors and logistics raises costs and postpones the production schedule.
[bookmark: _Toc227873872]Ethical and Sustainability Considerations
Tesla is a company which operates in a sustainable and environmentally friendly industry worldwide. According to Carroll, corporate social responsibility involves economic, legal, ethical and philanthropic responsibility (Carroll, 1991). To address the expectations of the stakeholders and regulatory demands, Tesla has to uphold good ESG practices.
The market of EVs demands sustainability in the sourcing of raw materials and production processes that are eco-friendly. Tesla should provide accountable sourcing of lithium and other battery materials around the world.
Good CSR activities enhance brand loyalty and customer credibility, which aids in long-term development. Ethical operation also minimises the threat of regulation, as well as investor confidence is enhanced.
[bookmark: _Toc227873873]Overall Strategic Insight
Tesla's restructuring plan must be a balanced approach in its financial outcomes, risks around the globe, and a moral duty. Enhancing cost and efficiency, and high governance will facilitate sustainability in the long run.
[bookmark: _Toc227873874]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc227873875]5.1 Project Evaluation
Investment appraisal plays a critical role in considering long term financial decision and investments. Arnold (2013) defines capital budgeting as assisting firms in allocating resources effectively across projects. Sluggish profitability and effectiveness patterns that were noticed in the past show that Tesla Inc. has to be very careful with the assessment of the projects.
It is a three-project that needs an initial capital of 50 million pounds. It uses a 10-percent discount rate, which is the opportunity cost of money in this company. According to Brigham and Ehrhardt (2021), the discount rate has to do with risk-adjusted expectations of returns.
[bookmark: _Toc227873876]Payback Period (PBP)
Formula: PBP = Years before recovery + (Remaining ÷ Next year cash flow)
Project A Calculation
	Year
	Cash Flow (£m)
	Cumulative (£m)

	1
	10
	10

	2
	12
	22

	3
	14
	36

	4
	10
	46

	5
	8
	54


Remaining = 50 – 46 = 4
PBP = 4 + (4 ÷ 8) = 4.5 years
Project B Calculation
	Year
	Cash Flow (£m)
	Cumulative (£m)

	1
	11
	11

	2
	11
	22

	3
	11
	33

	4
	11
	44

	5
	11
	55


Remaining = 50 – 44 = 6
PBP = 4 + (6 ÷ 11) = 4.55 years
Project C Calculation
	Year
	Cash Flow (£m)
	Cumulative (£m)

	1
	5
	5

	2
	10
	15

	3
	20
	35

	4
	25
	60


Remaining = 50 – 35 = 15
PBP = 3 + (15 ÷ 25) = 3.6 years
Payback period gauges the speed at which the initial investment is recouped using cash flows. Project C demonstrates the quickest payback period, which reflects a speedy recovery and a reduced risk. According to Arnold (2013), the short payback is better to clarify the liquidity and prevent exposure to uncertainty.
[bookmark: _Toc227873877]Accounting Rate of Return (ARR)
Formula: ARR = (Average Annual Profit ÷ Initial Investment) × 100
	Project
	Total Cash Flow (£m)
	Average Profit (£m)
	ARR Calculation
	ARR (%)

	A
	10+12+14+10+8 = 54
	54 ÷ 5 = 10.8
	(10.8 ÷ 50) × 100
	21.6%

	B
	11×5 = 55
	55 ÷ 5 = 11
	(11 ÷ 50) × 100
	22%

	C
	5+10+20+25+5 = 65
	65 ÷ 5 = 13
	(13 ÷ 50) × 100
	26%


ARR is used to determine the average accounting profit in comparison to the initial investment during the project life. Project C entails the maximum ARR and it has better accounting profitability in comparison to other alternatives. According to Atrill (2020), ARR helps to compare the level of overall project profitability.
[bookmark: _Toc227873878]Net Present Value (NPV)
Formula: NPV = Σ [Cash Flow ÷ (1 + 0.10)^t] – Initial Investment
Discount Factors at 10%
	Year
	Formula
	Discount Factor

	1
	1 ÷ (1.10)^1
	0.909

	2
	1 ÷ (1.10)^2
	0.826

	3
	1 ÷ (1.10)^3
	0.751

	4
	1 ÷ (1.10)^4
	0.683

	5
	1 ÷ (1.10)^5
	0.621


Project A – NPV Calculation
	Year
	Cash Flow (£m)
	DF
	PV = CF × DF

	1
	10
	0.909
	10 × 0.909 = 9.09

	2
	12
	0.826
	12 × 0.826 = 9.91

	3
	14
	0.751
	14 × 0.751 = 10.51

	4
	10
	0.683
	10 × 0.683 = 6.83

	5
	8
	0.621
	8 × 0.621 = 4.97

	Total PV
	
	
	41.31


NPV = 41.31 – 50 = -8.69 million
Project B – NPV Calculation
	Year
	Cash Flow (£m)
	DF
	PV

	1
	11
	0.909
	11 × 0.909 = 10.00

	2
	11
	0.826
	11 × 0.826 = 9.09

	3
	11
	0.751
	11 × 0.751 = 8.26

	4
	11
	0.683
	11 × 0.683 = 7.51

	5
	11
	0.621
	11 × 0.621 = 6.83

	Total PV
	
	
	41.69


NPV = 41.69 – 50 = -8.31 million
Project C – NPV Calculation
	Year
	Cash Flow (£m)
	DF
	PV

	1
	5
	0.909
	5 × 0.909 = 4.55

	2
	10
	0.826
	10 × 0.826 = 8.26

	3
	20
	0.751
	20 × 0.751 = 15.02

	4
	25
	0.683
	25 × 0.683 = 17.08

	5
	5
	0.621
	5 × 0.621 = 3.10

	Total PV
	
	
	48.01


NPV = 48.01 – 50 = -1.99 million
NPV requires measurement of value in terms of discounting the future inflows to present value. Project C has the largest NPV of alternatives, but overall the NPV is still negative. According to Arnold (2013), value maximization should be done with highest NPV projects.
[bookmark: _Toc227873879]Profitability Index (PI)
Formula: PI = Total PV ÷ Initial Investment
	Project
	PV (£m)
	Calculation
	PI

	A
	41.31
	41.31 ÷ 50
	0.83

	B
	41.69
	41.69 ÷ 50
	0.83

	C
	48.01
	48.01 ÷ 50
	0.96


PI is used to measure the efficiency of investment in terms of present value relative to initial investment. Project C displays the best PI meaning that it creates the best value per investment as a unit. According to Higgins (2019), an increase in PI means it results in more efficient capital allocation choices.
[bookmark: _Toc227873880]Internal Rate of Return (IRR)
Using the IRR definition from your formula:

Where initial investment and we test higher discount rates.
Project A IRR (Testing Higher Rates)
Step 1: Try 10% (given benchmark)
From earlier, NPV at 10% = -8.69
Step 2: Try 5% (lower rate)
	Year
	CF
	DF (5%)
	PV

	1
	10
	0.952
	9.52

	2
	12
	0.907
	10.88

	3
	14
	0.864
	12.10

	4
	10
	0.823
	8.23

	5
	8
	0.784
	6.27

	Total PV
	
	
	46.99


NPV = 46.99 – 50 = -3.01
Step 3: Try 3%
Total PV ≈ 49.60 → NPV ≈ -0.40
IRR Estimate (Interpolation)

IRR ≈ 3.25%
Project B IRR (Testing Higher Rates)
Step 1: Try 10%
NPV = -8.31
Step 2: Try 6%
	Year
	CF
	DF (6%)
	PV

	1
	11
	0.943
	10.37

	2
	11
	0.890
	9.79

	3
	11
	0.840
	9.24

	4
	11
	0.792
	8.71

	5
	11
	0.747
	8.22

	Total PV
	
	
	46.33


NPV = 46.33 – 50 = -3.67
Step 3: Try 4%
Total PV ≈ 49.50 → NPV ≈ -0.50
IRR Estimate

IRR ≈ 4.25%
Project C IRR (Testing Higher Rates)
Step 1: Try 10%
NPV = -1.99
Step 2: Try 8%
	Year
	CF
	DF (8%)
	PV

	1
	5
	0.926
	4.63

	2
	10
	0.857
	8.57

	3
	20
	0.794
	15.88

	4
	25
	0.735
	18.38

	5
	5
	0.681
	3.41

	Total PV
	
	
	50.87


NPV = 50.87 – 50 = +0.87
Step 3: Try 9%
	Year
	CF
	DF (9%)
	PV

	1
	5
	0.917
	4.59

	2
	10
	0.842
	8.42

	3
	20
	0.772
	15.44

	4
	25
	0.708
	17.70

	5
	5
	0.650
	3.25

	Total PV
	
	
	49.40


NPV = 49.40 – 50 = -0.60
IRR Estimate (Interpolation)

IRR ≈ 8.6%
Final IRR Results
	Project
	IRR (%)

	A
	3.25%

	B
	4.25%

	C
	8.6%


IRR is a discount rate at which NPV equals zero which corresponds to percentage of project returns. Project C, has the best IRR, albeit below the desired 10 percent level. According to Brigham and Ehrhardt (2021), projects must preferably be over cost of capital to get transferred.
[bookmark: _Toc227873881]Risk and Cash Flow Analysis
Project B offers an uninterrupted cash inflow between the five years. This minimises uncertainties and helps in having a predictable financial planning. Nevertheless, it yields little returns as compared to alternative project options.
Project C offers better returns though cash flows are not even throughout the project timeline. The inflows are larger in the middle years, and make it more sensitive to market conditions. The Deloitte (2024) notes that the EV markets have demand uncertainty and technological risks.
Project A offers average returns and balanced cash flows but does not have a competitive advantage. Project C has the best potential for the highest returns and average operational risks.
[bookmark: _Toc227873882]5.2 Decision Justification
Project C that Tesla needs to choose as the target investment, according to the financial performance, should be Project C. Project C provides maximum ARR, IRR and profitability index compared to possible alternatives. It has a negative NPV but the value is not very negative as opposed to other projects.
This is inline with the present financial status of Tesla whereby profitability and margins are in the downward trend. Operating margin dropped to 4.59 percent in 2025 as compared to 16.76 percent in 2022. Poor profitability makes it necessary to choose projects that bring the best returns and enhance efficiency.
According to Damodaran (2023), companies experiencing margins that are dwindling should focus on things that give good returns. Project C will give better returns and faster payback which will enhance the liquidity situation.
There are non-financial reasons why Project C would be the strategic choice of Tesla. The EV market is very competitive, and global competition is growing (PwC, 2024). In order to retain its leadership position, Tesla will have to invest in new and high-growth projects.
Innovation, product differentiation, and development of technology are required in customer loyalty and brand strength. Project C will serve these strategic objectives, as being able to give it a higher growth potential.
Among the risks, however, are inequalities in the cash flows and the sensitivity to the economic environment. As Bloomberg (2024) notes, Tesla is experiencing disruption in supply chains and pricing, worldwide. These risks should be well managed by planning in terms of operation and cost management.
On balance, Project C stands out as the best investment as it balances the potential of returns and strategic fit.
[bookmark: _Toc227873883]5.3 Capital Rationing
Capital rationing is when companies do not have enough finances and are highly required to choose the best projects. According to Arnold (2013), firms will choose to maximize value by picking projects that have high combined NPVs.
Tesla has a maximum investment budget of 100 million pounds which will enable it to select two projects.
	Combination
	Total Investment (£m)
	Total NPV (£m)

	A + B
	100
	-13.0

	A + C
	100
	-8.5

	B + C
	100
	-12.1


Project A is more valuable in the combination with Project C with the maximum total NPV. All the combinations present negative NPV, but A + C reduces financial loss.
This is also a superior mix of risk to return, relative to others. Project A has comparatively steady cash flows whereas Project C has greater growth prospects.
Brealey et al. (2020) describe diversification of cash flows as a means of reducing risk to investments. A mix of stable and high-return activities increases financial performance when there are uncertainty circumstances.
Strategically, Tesla needs consistency and change so as to be competitive. The EV market is rapidly developing, and the ongoing investment in technology and manufacturing efficiency needs to be made.


6. Conclusion
The report has assessed the financial performance of the Tesla, the working capital efficiency, the restructuring strategies and investment decisions made by the company. The analysis revealed that there were good growth in revenue but falling in trends of profitability and operating efficiency. Operating margins, ROCE, and EPS plummeted and it is a sign that cost pressures and competition were on the rise.
Working capital analysis showed that the liquidity improved but there was possible inefficiencies in terms of inventory and use of assets. Good inventory, receivables and payables management is necessary to enhance cash flow. Financial restructuring strategy was suggested to cut costs and increase efficiency and enhance capital structure. These plans are meant to increase profits and sustain a financial negotiability over time.
Project C was selected as the most suitable project considering the measures of the returns and efficiency in investment appraisal. It provides a greater payback and more rapid returns, which would help Tesla to enhance its profitability. In the case of capital rationing, the overall risk and returns of combining Project A and Project C are equal.
In general, Tesla has sufficient financial capacity and serious profitability and efficiency issues. The future success will rely on cost control, innovation, and good strategies of managing finances.
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[bookmark: _Toc227873886]Income Statement ($m)
	Item
	31.12.21
	31.12.22
	31.12.23
	31.12.24
	31.12.25

	Total Revenue
	53,823
	81,462
	96,773
	97,690
	94,827

	Cost of Revenue
	-
	-
	-
	-
	-

	Gross Profit
	-
	-
	-
	-
	-

	Operating Expenses
	-
	-
	-
	-
	-

	Depreciation & Amortization
	-
	-
	-
	-
	-

	Other Operating Expenses
	-
	-
	-
	-
	-

	Operating Profit
	6,523
	13,656
	8,891
	7,076
	4,355

	Net Interest
	-315
	106
	910
	1,219
	1,342

	Other Non-Operating Income/Expense
	-
	-
	-
	-
	-

	Pre-Tax Profit
	6,343
	13,719
	9,973
	8,990
	5,278

	Taxes
	-
	-
	-
	-
	-

	After-Tax Profit
	-
	-
	14,974
	7,153
	3,855

	Below Line Adjustments
	-
	-
	-
	-
	-

	Net Profit
	5,644
	12,587
	14,974
	7,153
	3,855

	Non-Controlling Interests
	125
	31
	-25
	23
	61

	Equity Holders
	5,519
	12,556
	14,999
	7,130
	3,794

	EPS (Basic)
	186.67¢
	402.00¢
	473.00¢
	223.00¢
	118.00¢

	EPS (Total)
	186.67¢
	402.00¢
	473.00¢
	223.00¢
	118.00¢

	Dividend per Share
	-
	-
	-
	-
	-


[bookmark: _Toc227873887]Balance Sheet ($m)
	Item
	31.12.21
	31.12.22
	31.12.23
	31.12.24
	31.12.25

	Total Assets
	62,131
	82,338
	106,618
	122,070
	137,806

	Non-Current Assets
	35,031
	41,421
	57,002
	63,710
	69,164

	Current Assets
	27,100
	40,917
	49,616
	58,360
	68,642

	Total Liabilities
	31,942
	37,634
	43,984
	49,157
	55,669

	Non-Current Liabilities
	12,237
	10,925
	15,236
	20,336
	23,955

	Current Liabilities
	19,705
	26,709
	28,748
	28,821
	31,714

	Net Assets
	30,189
	44,704
	62,634
	72,913
	82,137

	Total Equity
	31,583
	45,898
	63,609
	73,680
	82,865

	Shareholders’ Funds
	30,189
	44,704
	62,634
	72,913
	82,137

	Non-Controlling Interests
	1,394
	1,194
	975
	767
	728


[bookmark: _Toc227873888]Financial Ratios (IFRS)
	Ratio
	31.12.21
	31.12.22
	31.12.23
	31.12.24
	31.12.25

	PE Ratio
	570.58
	29.88
	53.38
	185.47
	-

	PEG
	0.87
	0.26
	3.02
	-3.50
	-

	EPS Growth
	658.74%
	115.35%
	17.66%
	-52.98%
	-46.94%

	Dividend Cover
	-
	-
	-
	-
	-

	Revenue per Share
	1,819.57¢
	2,602.62¢
	3,048.93¢
	3,047.33¢
	2,940.37¢

	Pre-Tax Profit per Share
	214.44¢
	438.31¢
	314.21¢
	280.43¢
	163.66¢

	Operating Margin
	12.12%
	16.76%
	9.19%
	7.24%
	4.59%

	ROCE
	18.39%
	32.20%
	15.37%
	9.47%
	5.07%

	Dividend Yield
	-
	-
	-
	-
	-

	Dividend Growth
	-
	-
	-
	-
	-

	NAV per Share
	959.41¢
	1,399.97¢
	1,947.22¢
	2,221.49¢
	2,162.86¢

	Net Gearing
	-35.58%
	-29.42%
	-17.83%
	-10.87%
	-9.91%
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