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[bookmark: _Toc227762118]1. Introduction
The change in the automotive and energy systems towards sustainability across the world has changed how the global community views electric vehicles as an important aspect of lowering carbon emissions. The governments all over the world are providing more stringent regulations on the environment and incentives, and the competition in the industry is rising (Pan et al., 2026). In this case, Tesla, Inc. has become one of the leaders in the field of innovations by integrating the production of electric cars with energy storage and the latest developments in artificial intelligence and autonomous technologies.
In this report, data from annual reports have been used to assess the financial performance of Tesla during the years 2020-2024. It also involves a financial health analysis, evaluation of the working capital management and a strategic financial restructuring plan. Moreover, major methodologies in investment appraisal are utilised to back up capital budgeting. The objective is to evaluate the financial status of Tesla and offer suggestions on how it can grow sustainably and improve its shareholder value in the long-run.


[bookmark: _Toc227762119]2. Company Overview
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[bookmark: _Toc227557520]Figure 1: Tesla: Leading the EV Revolution (Persson, 2024)
Tesla, Inc. is a technology-based organisation which has two main divisions: automotive and energy generation and storage. The vertically integrated company structure, direct sales to consumers, promotes effectiveness and cash flow management of the company. Further investments of Tesla in the field of artificial intelligence, battery technology, and renewable energy solutions make the company one of the actors in the global change to sustainable sources (Tesla Annual Report, 2024).


[bookmark: _Toc227762120]3. Financial Health Check
The thorough assessment of Tesla, Inc.'s financial state during 2020-2024 indicates a dynamic performance pattern of the company that was characterised by a high revenue growth rate, improved liquidity ratios and good cash flow rates, and reduced profitability and efficiency later in the period (Tesla Annual Report 2020; Tesla Annual Report 2022; Tesla Annual Report, 2023; Tesla Annual Report, 2024). This part will review the financial status of the firm using a complete ratio analysis that will include profitability, liquidity, efficiency, gearing, investment, and cash flow, and then a critical analysis of the major trends, strengths, and threats. The ratios are calculated and broken down in Appendix A later.
[bookmark: _Toc227762121]3.1 Profitability Analysis
Profitability ratios give an indication of the capability of a firm to release its earnings depending on its revenue, assets and equity. The revenue of Tesla rose considerably by 53,823 million in 2021 compared to 31,536 million in the previous year, and further 97,690 million in 2024, which is a reflection of good growth due to the growing demand for electric vehicles around the globe and the growth of energy storage systems (Tesla Annual Report, 2024).
Gross profit margins were still quite high, at about 25% in 2021-2022, but dropped to 18.2% in 2023, and it has stayed at 18% in 2024. This decrease connotes escalating manufacturing expenses, price strains, and competition in the electric vehicle market.
The same trend applies to net profit margins. They improved from 10.3% in 2021 to a peak of 15.5% in 2023, before declining to approximately 7.3% in 2024. Such a trend suggests that although Tesla managed to grow its business, profitability was influenced by the increasing costs and tactical price shifts in an attempt to preserve market shares (Arnold and Lewis, 2019).
Return on assets (ROA) improved to around 15.2% in 2022 as compared to 8.9 percent in 2021, indicating that the assets have been efficiently utilised in the growth stage. Nevertheless, ROA decreased to approximately 5.8% in 2024, which means that the growth of assets has exceeded the capacity of the firm to create returns. Likewise, the maximum return on equity (ROE) of about 28.1% in 2022, followed by a decline to about 9.7% by 2024, indicates reduced returns to shareholders (Tesla Annual Report, 2024).
Overall, the profitability analysis demonstrates that Tesla elites have shifted from a high-margin expansion phase to a margin-compression phase caused by external competition and strategic investments internally.
[bookmark: _Toc227762122]3.2 Liquidity Analysis
The liquidity ratios are measures of the capability of the firm to pay the short-run obligations. General fluctuations apparent in the current ratio indicated Tesla was in a strong position. It became 1.88 in 2020, decreased to 1.38 in 2021, and in 2024, it went up to 1.98, meaning that current assets always surpassed current liabilities.
The liquidity of Tesla can also be seen by the quick ratio excluding inventory. It was approximately 1.59 in 2020, decreased to 1.08 in 2021, and then increased to around 1.61 in 2024. This proves that Tesla has adequate liquid cash to ensure that short-term debts are met without over-dependence on inventory (Tesla Annual Report, 2024).
The growth in liquidity is facilitated by the increasing cash balances and short-term investments, which strengthen financial flexibility and minimise short-term financial risk exposure (Madura, Hoque and Krishnamurti, 2018).
Altogether, Tesla has a satisfactory liquidity position, which means its chances of experiencing a short-term financial crunch are minimal, and its capabilities are enough to facilitate its functioning with the help of internal resources.
[bookmark: _Toc227762123]3.3 Efficiency Analysis
Efficiency ratios evaluate the effectiveness of the firm in its utilisation of the assets to generate revenue. The increase in the asset turnover is good, as Tesla had 0.87 in 2021 and 0.99 in 2022, which reflects the increased efficiency in the growth period. Nevertheless, it fell to approximately 0.80 in 2024, indicating that the growth of assets has started to exceed the income generation (Tesla Annual Report, 2024).

This decrease is a manifestation of the substantial investments in Tesla in production plants, infrastructure, and new technologies. Although these investments are useful in the long run, it lowers efficiency in the short run since the growth of revenue has not kept pace with the growth in assets.
2021-2023 inventory levels showed significant growth, indicating the greater production capacity. The inventory levels have evened out in 2024, but the level is still high, tying up working capital. But the direct sales approach by Tesla restricts the receivables and enhances a smoother cash inflow.
In general, the discussion reveals that irrespective of a successful business model, Tesla has become significantly inefficient in its operations in the short run, owing to speedy growth (Valinurova, Leibert and Khalikova, 2019).
[bookmark: _Toc227762124]3.4 Gearing Analysis
Gearing ratios estimate a company's capital structure and risk in finance. The debt-to-equity ratio of Tesla decreased considerably, from around 1.28 in 2020 to 0.66 in 2024, which is evidence of an expansion in debt financing with the use of equity financing.
In the same way, the debt ratio dropped to 39.6% in 2024, compared to 54.5% in 2020, indicating a higher solvency and a reduced financial risk. This pattern provides an indication that Tesla has funded its expansion mostly via retained earnings and equity instead of overborrowing.
The medium level of leverage of the firm can be viewed as its financial strength, as it offers it the flexibility to invest in the future without going out of business. A balanced capital structure, especially in a capital-intensive industry such as in the case of electric vehicle manufacturing, is necessary (Brigham and Ehrhardt, 2023).
[bookmark: _Toc227762125]3.5 Investment and Cash Flow Analysis
The returns to shareholders are expressed in investment ratios, especially in earnings per share (EPS). Tesla’s EPS increased from approximately 1.87 in 2021 to 4.73 in 2023, before declining to around 2.22 in 2024. This drop is an indication of lower net income in the last year, and this can adversely impact investor confidence should it continue in the same way.
The profitability has decreased, but Tesla has continued to carry a robust operating cash flow, consistently over $11 billion during the second half of the period. There was also relative stability with the operating cash flow ratio, which decreased somewhat (by about 0.58 of 2021) to 0.52 in 2024, which shows that the firm is paying a bit less operating cash flow to meet its short-term liabilities (Tesla Annual Report, 2024).
The break-even of decreasing earnings and comparatively constant cash flows indicates that the essential operation of Tesla is financially sound. The decline in profitability is probably caused by non-cash costs and long-term investments, but not by essential operational inefficiencies.
[bookmark: _Toc227762126]3.6 Financial Trends, Strengths and Threats
Key Trends
Financial results of Tesla show a shift towards the inability to grow fast and become more mature in development. The revenue grew considerably until 2024, and the profitability was strong until the last year (2023), and remained down in the latest year with lower margins and returns indicating that. People have continuously invested in it, which has resulted in a significant increase in the size of the capital base and liquidity. Efficiency has, however, faltered, with the growth in assets exceeding income (Tesla Annual Report, 2020; Tesla Annual Report, 2021; Tesla Annual Report , 2022; Tesla Annual Report , 2023; Tesla Annual Report,  2024).
Strengths
There are some significant financial strengths that Tesla exhibits. The company has a solid liquidity status, which can support it in fulfilling its short-term obligations. The cash flows are always strong, enabling the firm to finance itself internally and be financially flexible. Moreover, Tesla has a relatively stable capital structure, moderate leverage, and a good equity base, which diminishes financial risk. The direct-to-consumer sales framework boosts the cash flows by minimising the receivables, and the strategy of diversification into the energy or technology policies helps grow the business in the long-term and avoid dependence on one source of revenue (Tesla Annual Report, 2020; Tesla Annual Report, 2021; Tesla Annual Report , 2022; Tesla Annual Report , 2023; Tesla Annual Report,  2024).
Threats
In spite of these benefits, there are various financial risks that can be identified. The decrease in profitability can be considered a major issue, with the prolonged downtrend undermining investor confidence. Financial performance is still under the impact of margin compression due to increasing costs and competition based on price establishment. There has also been a reduction in efficiency because the growth in assets has not increased in proportion to the revitalisation of the revenue. Moreover, the large amount of capital expenditure incentives works against the financial resources with growing strain. There are various external risks like inflation and fluctuations in exchange rates, which provide an increased uncertainty and can cause an adverse influence on future profits (Tesla Annual Report, 2020; Tesla Annual Report, 2021; Tesla Annual Report , 2022; Tesla Annual Report , 2023; Tesla Annual Report,  2024).


[bookmark: _Toc227762127]4. Working Capital Management Analysis
As a fundamental part of business, working capital needs to be managed effectively to facilitate liquidity, operations, and financial stability. This part compares the cash operating cycle of Tesla, analyses the liquidity position of the company and suggests ways to enhance working capital utilisation. It also juxtaposes both short-term and long-term financing choices to facilitate financial sustainability (Arnold and Lewis, 2019).
[bookmark: _Toc227762128]4.1 Cash Operating Cycle
The cash operating cycle (cash conversion cycle) is used to determine how long it takes to turn inventory and other resources into the inflow of cash. It is calculated as:
Cash Operating Cycle = Inventory Days + Receivable Days − Payable Days
To estimate the cycle, the following calculations are used (based on the latest data):
Inventory Days = (Inventory / Cost of Sales) × 365
Receivable Days = (Receivables / Revenue) × 365
Payable Days = (Payables / Cost of Sales) × 365
Using Tesla’s financial data (Tesla Annual Report, 2024):
· Inventory = $12,017 million
· Accounts receivable = $4,418 million
· Accounts payable = $12,474 million
· Revenue = $97,690 million
· Cost of sales = $80,240 million (Revenue of $97,690 million less gross profit of $17,450 million)
Approximate calculations:
· Inventory Days = (12,017 / 80,240) × 365 = 54.7 days
· Receivable Days = (4,418 / 97,690) × 365 = 16.5 days
· Payable Days = (12,474 / 80,240) × 365 = 56.8 days
So:
Cash Operating Cycle = 54.7 + 16.5 − 56.8 = 14.4 days
Interpretation
A positive cash operating cycle means that Tesla has a relatively short period to invest in its inventory and receivables and convert them into cash. The company has an efficient working capital management with a cycle of about 14 days.
The direct-to-consumer model maintains a small receivable days outstanding, whereas longer payable days affect the cash flow, due to the postponement of payments to suppliers (Dyer et al., 2021). But the level of inventory is comparatively high, and this capital-intensive nature of operation must be well handled.
In general, although the short cycle is advantageous, good inventory management and dependency on supplier credit should still play a significant role in ensuring liquidity (Teece, 2018).
[bookmark: _Toc227762129]4.2 Liquidity Management
Tesla has a good liquidity position as indicated by increasing current and quick ratios. The company boasts of a large amount of cash and short-term investments, thus not having to strain to meet short-term liabilities. This gives financial flexibility and helps to maintain operations (Tesla Annual Report, 2024).
However, large inventories and low current ratios can decrease productivity. Surplus working capital held in stock or low-yielding assets would restrict returns. As such, the liquidity level is high, but optimisation should be performed to increase capital utilisation (Brigham and Ehrhardt, 2023).
[bookmark: _Toc227762130]4.3 Working Capital Improvement Strategies
Several measures will increase the efficiency of Tesla's working capital:
· Firstly, the inventory management should be enhanced with sophisticated demand forecasting and production planning. This would help decrease the stock on hand and holding costs (Valinurova, Leibert and Khalikova, 2019).
· Secondly, it is possible to use supplier relationships to sustain or negotiate favourable terms of payment. Nevertheless, this should be done with caution in order not to destroy trust in the suppliers (DePamphilis, 2014).
· Thirdly, Tesla must keep on minimising the receivable days; that is, through sustaining its direct sales system and prompt customer payment.
· Also, any excess cash may be invested in short-term financial instruments to earn returns without impairing the liquidity.
· Lastly, increased restraint on capital spending and operating expenses will alleviate the working capital pressure (Dyer et al., 2021).
[bookmark: _Toc227762131]4.4 Financing Options: Short-Term vs Long-Term
The short-term and long-term forms of financing can be used to support the working capital requirements. Both methods have their own benefits and restrictions.
Trade credit, bank overdrafts and short-term loans are examples of short-term financing options. Such sources are mostly pliable and less difficult to obtain; hence, they can be used in handling urgent liquidity requirements. Trade credit, specifically, is a relatively inexpensive financing option, which Tesla already uses via supplier relationships (Arnold and Lewis, 2019). Nonetheless, relying too much on temporary funding may result in a higher refinance risk and expose the company to vulnerability to changes in interest rates.
Equity financing, corporate bonds and long-term loans are some of the long-term forms of financing. They offer more reliable funding and are more adequate in the financing of larger investments and long-term growth projects (Madura, Hoque and Krishnamurti, 2018). The high level of equity in Tesla indicates that the company can resort to equity funding and capitalise without raising the degree of debt. Issuing new equity, however, can lead to dilution of the existing shareholders.
Comparatively, short-term financing will be more suitable in dealing with daily operation requirements, whereas long-term financing deals with expansion and capital investment. There is therefore a need to have a balanced approach (Brealey, Myers and Allen, 2023).
[bookmark: _Toc227762132]4.5 Recommendations
Tesla ought to aim at lowering inventory by enhancing its forecasting and production efficiency. Favourable conditions with the suppliers will facilitate a negative cash operating cycle, whereas the suspected use of a direct sales model will allow efficient cash inflows to be maintained (Dyer et al., 2021). 
About financing, there should be a mix of both short-term and long-term sources so as to strike a balance between flexibility and stability (Arnold and Lewis, 2019).


[bookmark: _Toc227762133]5. Strategic Financial Restructuring Plan
Recent financial results of Tesla indicate good liquidity and cash flow coupled with a downtrend in profitability and efficiency, as demonstrated in its financial reports. This implies that a well-planned financial restructuring strategy must be implemented to increase shareholder value, optimise the capital structure and increase efficiency by increasing operational flexibility and solving global economic risks. The term financial restructuring is rather vaguely defined as the rearrangement of financial and operational structures of a company to enhance its performance and sustainability (Brealey, Myers and Allen, 2023).
[bookmark: _Toc227762134]5.1 Financial Restructuring Options
Equity Injection
Equity financing by issuing new shares and the restructuring of Tesla come out as one of the most suitable measures that the company can take. The equity issuance can be a most effective source of capital and does not require Tesla to add to its financial leverage because of its strong market position and investor confidence. The pecking order theory suggests that companies would use internal financing, then debt and then equity, but in high-growth companies, they would use equity financing to remain flexible (Myers and Majluf, 1984).
The expansion in high-growth rates like artificial intelligence, autonomous driving, and energy storage could be supported by equity financing. However, it can reduce the ownership of the current shareholders, which should be taken into account when deciding on the volume of the issue (Brealey, Myers and Allen, 2023).
Cost Restructuring
A decrease in profit margin implies that cost optimisation should be done. Tesla can achieve better efficiency with automation, better supply chain management, and economies of scale. Restructuring of costs directly improves operating margins and competitiveness, and specifically in the industries where extreme prices are prevalent (Porter, 2008).
Compression of margins would be countered through a reduction in production cost and efficiency of operations, which would facilitate long-term profitability.
Strategic Partnerships and Joint Ventures
Strategic alliances may allow for minimising financial risk and capital requirements and access to new technologies and markets. Tesla has an opportunity to establish collaborations in battery manufacturing, software and energy infrastructure. JV allows the sharing of risk and enhances the use of resources (Dyer et al., 2021).
Selective Divestiture
Despite the fact that Tesla is largely oriented towards growth, the realisation of non-core or non-performing assets will help in achieving efficiency in the allocation of capital. This will enable the company to focus on areas where returns are high, like energy storage and computer-based services. One of the ways to restructure is divestiture to enhance operational focus and financial performance (DePamphilis, 2014).
Debt Restructuring
Tesla has moderate leverage now, but restructuring of current debt can be done with refinancing or maturity extension that will help alleviate financial strain. Reduced interest rates and better repayment schemes contribute to better stability of the cash flows (Brigham and Ehrhardt, 2023).
It should be taken when not overborrowed because higher leverage leads to financial risk and eventually results in low credit ratings.
[bookmark: _Toc227762135]5.2 Impact on Shareholder Value
The restructuring strategies proposed will result in an increase in shareholder value in terms of better profitability and decreased risk. Equity financing helps in promoting long-term growth, whereas cost restructuring enhances margins and returns. Strategic alliances give the ability to venture into new sources of revenue at reduced financial expenses (Arnold and Lewis, 2019).
By shareholder value theory, companies are expected to embrace those strategies that would maximise returns to investors in the long-term (Jensen, 2001). The restructuring strategy at Tesla is in line with this goal because Tesla will have an equal number of growth prospects and financial stability.
[bookmark: _Toc227762136]5.3 Impact on Debt Structure and Financial Stability
The decreasing ratio of debt to equity suggests that Tesla has a good equity standing and less dependence on debt. This would be further enhanced by equity injection, which would enhance solvency and mitigate financial risk (Brealey, Myers and Allen, 2023).
Restructuring of debt could increase financial stability by decreasing the interest payments that are paid and better management of cash flow. Nonetheless, too high equity would result in diluted ownership, and too high debt could attract higher financial risk. Thus, there is a need to ensure optimal capital structure, which is in line with the trade-off theory of capital structure (Kraus and Litzenberger, 1973).
[bookmark: _Toc227762137]5.4 Impact on Operational Flexibility
Operational flexibility is a concept that involves how flexible the firm is in relation to the market. Restructuring costs make Tesla more efficient, and therefore, it is able to react to price pressures. Strategic alliances increase flexibility through external resources and experience (Madura, Hoque and Krishnamurti, 2018).
Divestiture leads to the complexity in operations being minimised and enables the management to work on the core activities. Besides, solid liquidity and regulated debt will grant them financial flexibility to venture into new prospects (Brealey et al., 2023).
[bookmark: _Toc227762138]5.5 International Considerations
Tesla has operations in different parts of the world and is subject to several foreign financial risks.
Currency Risk
Revenues and costs can be greatly impacted by the exchange rates. Operational activities worldwide also expose Tesla to different varieties of currencies and, therefore, subject it to the adverse effects of currency volatility. The risk can be avoided by using forward contracts as a hedging approach (Madura, Hoque and Krishnamurti, 2018).


Inflation
Inflation partly boosts the cost of production, particularly the cost of raw materials and labour, which is margin-compressing. Profitability in an inflationary environment requires efficient cost management and strategies of prices (Arnold and Lewis, 2019).
Taxation
The fact that Tesla operates in more than one jurisdiction is subjecting it to diverse taxation regimes. Effective tax planning is needed to reduce liabilities without violating international regulations (OECD, 2022). Taxation alterations can cause a major difference in financial performance.
[bookmark: _Toc227762139]5.6 Ethical and Corporate Social Responsibility (CSR) Considerations
Environmental Responsibility
Tesla is committed to electric vehicles and renewable energy, which contribute to environmental sustainability and eliminate the negative impact of climate change on a global basis. This undertaking also helps in building the corporate reputation and presence during the clean energy transition (UN, 2024).
Social Responsibility
Ethical sourcing of raw materials and fair labour practices, especially in battery production, should be ensured. The inability to resolve them could result in reputational losses and regulatory complications (Valinurova, Leibert and Khalikova, 2019).
Corporate Governance
Corporate governance is important in promoting transparency, accountability and good decision making. This becomes particularly significant when financial restructuring is the issue at hand, where a strategy can directly influence the shareholders and other stakeholders (Tricker, 2015).
[bookmark: _Toc227762140]5.7 Overall Evaluation
The financial restructuring approach which Tesla must take is to increase its profitability, utilize its funds optimally and secure long term financial sustainability. It is advisable to take a balanced strategy, which involves cost optimization, equity funding, joint venture, and selective divestiture.
Although the global risks like inflation and variable exchange rates are a challenge, they can be dealt with successfully in case the appropriate financial and operational strategies are in place.. These measures will help Tesla to improve its financial status, increase its shareholder value and grow in the long term.


[bookmark: _Toc227762141]6. Investment Appraisal and Capital Budgeting
The appraisal of investment is a key element of financial management in corporations and allows companies to examine the feasibility of investments and deploy funds effectively. In the case of Tesla, a capital and innovation-based firm, the investment decisions should be in line with the financial performance as well as the long-term strategic objectives. It is analysed in three proposed projects based on Payback Period (PBP), Accounting rate of Return (ARR), Net Present Value (NPV), internal rate of return (IRR), Profitability Index (PI) and assuming 10% discount rate and straight line depreciation. The analysis also takes the financial status of Tesla and non-financial risks into consideration to sort out the most suitable investment strategy (Arnold and Lewis, 2019). The calculation for this part is demonstrated in Appendix C.
[bookmark: _Toc227762142]6.1 Overview of Projects
The projects are all capitalised by a start-up loan amount of an average of 50 million pounds, but they vary in terms of cash inflow. Project A gives moderate but irregular returns, Project B gives steady and regular cash flows, and Project C gives low initial returns but large inflows in the later years. The different cash flow structures indicate different risk profiles, which have to be assessed through various appraisal methods to guarantee a sound decision-making process (Theodosopoulos, Haslam and Riley, 2023).
[bookmark: _Toc227762143]6.2 Payback Period (PBP)
The Payback Period is the time taken to break even with the initial investment and is also useful in the evaluation of liquidity risk. Project A will break even after 4.50 years, and Project B will break even after 4.55 years. Project C, in contrast, has a payback period of 3.60 years; hence, it is the quickest of the three.
In terms of liquidity, Tesla would be better off choosing Project C, as it will enable the company to recoup sooner and avoid being held at the mercy of uncertainty. It is particularly appropriate in this context since Tesla is becoming less profitable, with speeding cash recovery increasing financial stability. Nevertheless, Payback Period disregards the time value of money or cash flows that extend the payback period and prevents its use as an independent decision-making tool (Teece, 2018).
[bookmark: _Toc227762144]6.3 Accounting Rate of Return (ARR)
ARR analyses how profitable the investment is by determining the ratio of average annual profit to the initial investment. ARR of project A is 1.6% and, of project B 2.0%, and of project C 6.0%. Project C illustrates excellent profitability.
ARR has limitations due to its simplicity in that it does not consider when cash flows occur and uses accounting profit instead of cash flow. However, it offers a valuable complementary performance indicator of a project, especially one that compares relative profitability (Brealey, Myers and Allen, 2023).
[bookmark: _Toc227762145]6.4 Net Present Value (NPV)
NPV is generally considered the best method of appraisal since it takes into account the time value of money and the absolute change in wealth to its shareholders (Brealey, Myers and Allen, 2023).
All the projects give negative NPV at 10% discount rate:
· Project A: −£8.676 million
· Project B: −£8.301 million
· Project C: −£1.984 million
These findings suggest that none of the projects has the necessary rate of return. Nonetheless, Project C presents the least negative NPV, implying that it is the most acceptable financially in the circumstances.
The negative NPVs could be indicative of an economy-wide pressure on costs and the dwindling margins of Tesla. Financial theory states that projects with negative NPV should be discarded, but strategic logic and growth prospects in the long term can play in favour of the least desirable alternative (Damodaran, 2012).
[bookmark: _Toc227762146]6.5 Internal Rate of Return (IRR)
Internal Rate of Return is a discount rate which makes the NPV of a project zero. The projects have IRRs of:
· Project A: 2.72%
· Project B: 3.26%
· Project C: 8.59%
The real interest rate of all the projects is lower than the minimum of 10%, meaning that none of the projects could be given a chance by a strictly financial choice. Nevertheless, again, Project C shows the best performance, against which it is best and has the highest IRR.
IRR can be employed to compare projects, and it can be confusing when there is a large variation in the cash flow patterns of the projects. Here, the cash inflows in Project C  are aggregated with cash outflows compressed to the rear to provide it with a higher IRR even with lower initial returns (Arnold and Lewis, 2019).
[bookmark: _Toc227762147]6.6 Profitability Index (PI)
The Profitability Index is used to determine the value of future cash flow considering the initial investment.
· Project A: 0.826
· Project B: 0.834
· Project C: 0.960
A PI of less than 1 shows that a project does not add value. Despite the fact that none of the projects has a higher capital utilisation than this threshold, the closest to 1 is Project C, which is the most efficient in its capital utilisation (Tricker, 2015).
[bookmark: _Toc227762148]6.7 Comparative Evaluation
Project C performs better than Projects A and B in all methods of appraisal used. It is the lowest paying back period, farthest ARR, farthest IRR, farthest PI and smallest negative NPV. Such uniformity reinforces the argument for taking Project C.
However, the unprofitable NPV of all the projects indicates that Tesla needs to be cautious in regard to investment. The use of both financial and strategic metrics should thus be included in decision-making (Damodaran, 2012).
[bookmark: _Toc227762149]6.8 Link to Tesla’s Financial Performance
The financial situation of Tesla shows good liquidity and cash flow, but deteriorating profitability and efficiency. These two should be important in the consideration of investment choices.
With falling profit margins, Tesla must focus on the initiative with better returns and shorter payback. Project C works to this need, since it is offering a comparatively better profitability and faster payback period.
Good liquidity helps the firm to take on new ventures, but poor efficiency is an indicator that the investment should be done judiciously. Financial difficulties might be further aggravated by investing in less lucrative projects. Thus, Project C will be the best option under the financial position of Tesla (Tesla Annual Report, 2024).
[bookmark: _Toc227762150]6.9 Non-Financial Considerations
The investment decisions need to consider the non-financial risks that are likely to compromise the project outcomes as well.
Political and Regulatory Risk
Tesla has a footprint in several countries, thus it is exposed to the regulatory environment and policy uncertainty. Such risks are more susceptible in projects that have a long payback period. The payback on project C is shorter and hence minimises this exposure (World Bank, 2025).
Market and Customer Risk
Electric vehicles are also subject to demand based on economic, consumer and technological factors. The project C is based on greater cash inflows in the future, which presents the issue of demand uncertainty, which should be effectively handled (IEA, 2024).
Technological Risk
The change in technology is rather quick, and hence, the current investment can become obsolete. Tesla should make sure that projects are flexible to innovation and changes in the industry.
Sustainability and Reputation
The emphasis on sustainability is strengthening customer loyalty and brand value at Tesla. The ones within the line of the objectives of environmental projects can lead to long-term yields other than financial returns (UN, 2024).
[bookmark: _Toc227762151]6.10 Capital Rationing Decision
With a capital limit of 100 million pounds, Tesla will only be able to pick two projects. Capital rationing involves the selection of the combination that will maximise total value.
The combined NPVs are:
· Project A + B: −£16.977 million 
· Project A + C: −£10.660 million 
· Project B + C: −£10.285 million
Project B, together with Project C, brings about the best combination of NPV and would hence be the best. This synthesis reduces the loss of values and balances risk and return.
Capital rationing emphasises the use of projects that are most efficient in limited resources (Hossain, Yousuf and Khalid, 2019).
[bookmark: _Toc227762152]6.11 Final Recommendation
According to the analysis, the most appropriate single investment is Project C, which has always shown the best results compared to the rest of the projects with regard to all the evaluation methods. It has the best returns, quickest payback and is the most efficient in relation to investment.
The proposed plan under capital rationing will be to do Project B and Project C because the two offer the best economic decision.
Even though the NPVs of all these projects have negative values, Tesla has high liquidity, and a long-term growth plan might warrant the best of the bad options. But it will need to be carefully monitored and controlled to achieve success in implementation.
[bookmark: _Toc227762153]6.12 Overall Evaluation
The investment appraisal throws more emphasis on careful capital investment in a difficult financial world. Due to its high liquidity, Tesla can invest, whereas the falling profitability requires making decisions carefully. With prioritised capital budgeting processes and taking into account not only financial but also non-financial factors, Tesla will be able to optimise its capital budgeting plan and ensure long-term growth.
[bookmark: _Toc227762154]7. Conclusion
Overall, Tesla has good financial fundamentals, especially regarding liquidity, cash flow generation and balance of capital base. The mentioned strengths ensure that further development and strategic investment are well-founded. But as the profitability and efficiency have decreased over the last few years, it shows that there are new financial issues which should be handled with care. The investment appraisal analysis demonstrates that on the capital rationing constraint, the optimal individual investment is Project C, although a combination of Projects B and C is most favourable. Going forward, Tesla should work on efficiency in costs and utilisation of assets and continue to exercise financial discipline in capital allocation to continue to achieve long-term performance and maximise shareholder wealth.
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[bookmark: _Toc227762157]Appendix A: Ratio Tables
All Data Sources: (Tesla Annual Reports, 2020, 2021- 2022, 2023, 2024)
[bookmark: _Toc227762158]Appendix A1. Key Financial Statement Data Used for Ratio Analysis
(Tesla, Inc.; US$ million)
	Item
	2020
	2021
	2022
	2023
	2024

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

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

	Net income attributable to common stockholders
	721
	5,519
	12,556
	14,997
	7,091

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

	Total liabilities
	28,418
	30,548
	36,440
	43,009
	48,390

	Total stockholders’ equity
	22,225
	30,189
	44,704
	62,634
	72,913

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

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

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

	Net cash provided by operating activities
	5,943
	11,497
	14,724
	13,256
	14,923

	Basic weighted average shares (millions)
	933
	2,959
	3,130
	3,174
	3,197



[bookmark: _Toc227762159]Appendix A2. Profitability, Investment and Cash Flow Ratios
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Gross profit margin
	Gross profit / Revenue
	21.0%
	25.3%
	25.6%
	18.2%
	17.9%

	Net profit margin
	Net income / Revenue
	2.3%
	10.3%
	15.4%
	15.5%
	7.3%

	Return on assets (ROA)
	Net income / Total assets
	1.4%
	8.9%
	15.2%
	14.1%
	5.8%

	Return on equity (ROE)
	Net income / Equity
	3.2%
	18.3%
	28.1%
	23.9%
	9.7%

	Basic EPS (US$)
	Net income / Basic weighted shares
	0.74
	1.87
	4.02
	4.73
	2.22

	Operating cash flow ratio
	Operating cash flow / Current liabilities
	0.42
	0.58
	0.55
	0.46
	0.52



[bookmark: _Toc227762160]Appendix A3. Liquidity, Efficiency and Gearing Ratios
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Current ratio
	Current assets / Current liabilities
	1.88
	1.38
	1.53
	1.73
	2.03

	Quick ratio
	(Current assets − Inventory) / Current liabilities
	1.59
	1.08
	1.05
	1.25
	1.61

	Asset turnover
	Revenue / Total assets
	0.60
	0.87
	0.99
	0.91
	0.80

	Debt-to-equity ratio
	Total liabilities / Equity
	1.28
	1.01
	0.82
	0.69
	0.66

	Debt ratio
	Total liabilities / Total assets
	54.5%
	49.2%
	44.3%
	40.3%
	39.6%





[bookmark: _Toc227762161]Appendix B: Graphs
[bookmark: _Hlk227553949][bookmark: _Toc227762162]Figure B1. Profit Margin Trend, 2020-2024
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[bookmark: _Toc227762163]Figure B2. Return on Assets and Equity Trend, 2020-2024
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[bookmark: _Toc227762164]Figure B3. Basic EPS Trend, 2020-2024
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[bookmark: _Toc227762165]Figure B4. Operating Cash Flow Trend, 2020-2024
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[bookmark: _Toc227762166]Figure B5. Liquidity Trend, 2020-2024

[bookmark: _Toc227762167]Figure B6. Asset Turnover Trend, 2020-2024
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[bookmark: _Toc227762168]Figure B7. Gearing Ratio Trend, 2020-2024
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[bookmark: _Toc227762169]Appendix C: Investment Appraisal Calculations
[bookmark: _Toc227762170]Appendix C1. Project Data
	Project
	Initial Investment (£m)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	A
	50
	10
	12
	14
	10
	8

	B
	50
	11
	11
	11
	11
	11

	C
	50
	5
	10
	20
	25
	5


Annual depreciation for each project:
· Depreciation = £50m / 5 years = £10m per year.

[bookmark: _Toc227762171]Appendix C2. Discount Factors at 10%
	Year
	Discount Factor

	1
	0.9091

	2
	0.8264

	3
	0.7513

	4
	0.6830

	5
	0.6209



[bookmark: _Toc227762172]Appendix C3. NPV Workings
Project A
	Year
	Cash Flow (£m)
	Discount Factor
	Present Value (£m)

	0
	-50.00
	1.0000
	-50.000

	1
	10.00
	0.9091
	9.091

	2
	12.00
	0.8264
	9.917

	3
	14.00
	0.7513
	10.518

	4
	10.00
	0.6830
	6.830

	5
	8.00
	0.6209
	4.967

	
	
	Total PV of inflows
	41.324


· NPV(A) ​= 41.324−50 = −8.676 million

Project B
	Year
	Cash Flow (£m)
	Discount Factor
	Present Value (£m)

	0
	-50.00
	1.0000
	-50.000

	1
	11.00
	0.9091
	10.000

	2
	11.00
	0.8264
	9.091

	3
	11.00
	0.7513
	8.264

	4
	11.00
	0.6830
	7.513

	5
	11.00
	0.6209
	6.830

	
	
	Total PV of inflows
	41.699


· NPV(B​) = 41.699−50= −8.301 million

Project C
	Year
	Cash Flow (£m)
	Discount Factor
	Present Value (£m)

	0
	-50.00
	1.0000
	-50.000

	1
	5.00
	0.9091
	4.545

	2
	10.00
	0.8264
	8.264

	3
	20.00
	0.7513
	15.026

	4
	25.00
	0.6830
	17.075

	5
	5.00
	0.6209
	3.105

	
	
	Total PV of inflows
	48.016


· NPV(C) ​= 48.016−50 = −1.984 million

[bookmark: _Toc227762173]Appendix C4. Payback Period
Project A
Cumulative cash inflows: 10, 22, 36, 46, 54
Payback occurs during Year 5:
  
4.50 Years
Project B
Cumulative cash inflows: 11, 22, 33, 44, 55
Payback occurs during Year 5:
 Years
4.55 Years
Project C
Cumulative cash inflows: 5, 15, 35, 60
Payback occurs during Year 4:
 Years
3.60 Years
[bookmark: _Toc227762174]Appendix C5. Accounting Rate of Return (ARR)
Formula:
ARR (based on initial investment) = Average Annual Profit / Initial Investment × 100
ARR (based on average investment) = Average Annual Profit / Average Investment × 100
Average Investment = (Initial Investment + Scrap Value) / 2 = (50 + 0) / 2 = £25 million
	Project
	Total Cash Inflows (£m)
	Total Profit (£m)
	Average Annual Profit (£m)
	Initial Investment (£m)
	Average Investment (£m)
	ARR (Initial Investment)
	ARR (Average Investment)

	A
	54
	4
	0.8
	50
	25
	1.6%
	3.2%

	B
	55
	5
	1.0
	50
	25
	2.0%
	4.0%

	C
	65
	15
	3.0
	50
	25
	6.0%
	12.0%



[bookmark: _Toc227762175]Appendix C6. Profitability Index (PI)

	Project
	PV of Inflows (£m)
	Initial Outlay (£m)
	PI

	A
	41.324
	50
	0.826

	B
	41.699
	50
	0.834

	C
	48.016
	50
	0.960



[bookmark: _Toc227762176]Appendix C7. Internal Rate of Return (IRR)
Formula:
IRR is the discount rate at which:
NPV = 0
NPV = (CF₁ / (1 + r)¹) + (CF₂ / (1 + r)²) + (CF₃ / (1 + r)³) + (CF₄ / (1 + r)⁴) + (CF₅ / (1 + r)⁵) − Initial Investment
	Project
	IRR

	A
	2.72%

	B
	3.26%

	C
	8.59%



[bookmark: _Toc227762177]Appendix C8. Investment Appraisal Summary Table
	Criterion
	Project A
	Project B
	Project C
	Best

	Payback Period (years)
	4.50
	4.55
	3.60
	C

	ARR
	1.6%
	2.0%
	6.0%
	C

	NPV (£m)
	-8.676
	-8.301
	-1.984
	C

	PI
	0.826
	0.834
	0.960
	C

	IRR
	2.72%
	3.26%
	8.59%
	C



[bookmark: _Toc227762178]Appendix C9. Capital Rationing (Maximum Budget = £100m)
There are only two projects which can be chosen because each project would cost £50m.
	Combination
	Total Investment (£m)
	Combined NPV (£m)

	A + B
	100
	-16.977

	A + C
	100
	-10.660

	B + C
	100
	-10.285


Best combination under capital rationing: Project B + Project C, since this combination maximises the overall NPV (that is, the least negative value).
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