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[bookmark: _iljob57mdufb][bookmark: _Toc224288353]1. Introduction
The automotive sector worldwide is also moving towards sustainable transport, with electric cars being relevant in curbing carbon emissions. The industry competition has changed through technological innovation, digitalisation and battery development, with Tesla coming up as a dominant company due to its integrated system of electric vehicles, software and energy solutions. The innovation, mass production of the batteries and self-driving technology are the strategy of Tesla. Nevertheless, increasing costs of production, competition and Global supply chain issues cause financial strain. This report assesses the performance of Tesla in terms of ratios and cash flow analysis in the past five years. It also studies the working capital management, comes up with financial restructuring strategies and evaluates three investment projects with capital budgeting techniques to make recommendations for the best investment decisions.

[bookmark: _nxsmrl8ffw3y][bookmark: _Toc224288354]2. Financial Health Check
[bookmark: _hu82jhm5o2hb][bookmark: _Toc224288355]2.1 Overview of Tesla’s Financial Performance
Tesla has been registering high financial growth in the last five years as more people around the world have started taking the electric car. The growth in revenue has increased by over 80% in 2022, and with revenues of $81.5 billion and $96.8 billion, respectively, compared to 2021 (Annual Report, 2023). Nonetheless, the growth rate has been decreasing, with its revenue amounting to $97.7 billion dollars in 2024 and dropping to $94.8 billion dollars in 2025 as competition and uncertainty in the economy increased (Annual Report, 2024). According to Li (2025), Tesla's growth is motivated by its combined strategy of electric vehicles, software and energy solutions. Also, the net income has grown substantially in 2021-23, but the profitability remains under pressure due to overall competition [Refer to Appendix D].
[bookmark: _9y4dh7z6inn][bookmark: _Toc224288356]2.2 Profitability Ratio Analysis
Profitability ratios give an understanding of the capability of the firm to generate profit in comparison to sales revenue, use of assets and investment by the shareholders (Nasution and Yusleny, 2023). Such ratios are specifically useful in assessing the financial viability of high-growth technology firms like Tesla.
Gross Profit Margin
[image: ]
[bookmark: _Toc224288341]Figure 1: Gross Profit Margin
(Source: Refer to Excel)
Gross profit margin is used to determine the ratio of the amount of revenue left after the cost of goods sold is subtracted. The gross profit of Tesla rose to approximately 25.6% in 2022, as compared to 2021, achieving a 25.6% due to a higher level of production efficiency and economic scale of production (Annual Report, 2022). Nevertheless, this margin decreased to approximately 18.3% in 2023 and 18.0% in 2025, when Tesla lowered the prices of vehicles to make them competitive in the market of electric vehicles (Annual Report, 2024). According to Ma (2025), these price reductions were done to ensure that market share was retained.
Operating Profit Margin
[image: ]
[bookmark: _Toc224288342]Figure 2: Operating Margin
(Source: Excel)
According to Liang and Yubin (2025), the operating profit margin indicates the percentage of revenue that is left after operational costs, which include research, marketing and administration. Tesla has improved its operational efficiency and high production volumes, as evidenced by the growth in operating income from $6.5 billion in 2021 to $13.7 billion in 2022. Also, the operating margin has grown to 16.8% (Annual Report, 2022). But the margin decreased to approximately 4.6% in 2025 due to further research spending and the cost of expansion to new manufacturing plants. This kind of expenditure helps Tesla to maintain a technological leadership in the long run.
Net Profit Margin
[image: ]
[bookmark: _Toc224288343]Figure 3: Net Profit Margin
(Source: Excel)
Net profit margin is used to assess how much of the total revenue is translated into net income after deduction of all expenditures, taxes, and payment of interest. As seen in figure 3, the net income of Tesla grew by around $5.5 billion in 2021 to $14.9 billion in 2023 to attain a net profit margin of around 15.5% (Annual Report, 2023). This was the most profitable performance of Tesla. Nevertheless, the profitability declined later on, and the net income dropped to about $7.1 billion in 2024 and even more to $3.8 billion in 2025, which generated a net margin of around 4.0 (Annual Report, 2024). Studies that investigate the Tesla software-based business model suggest that deferred revenue recognition of autonomous driving software might also determine the reported profitability levels (Li, 2025).
Return on Assets
[image: ]
[bookmark: _Toc224288344]Figure 4: ROA
(Source: Excel)
As per Singh et al. (2024), return on assets measures the ability of the company to make use of its total asset base in order to make a profit. The ROA of Tesla grew to circa 14%, as compared to circa 8.9% in 2021, showing the efficiency of its operations and its capacity to generate profit more than its total assets (Annual Report, 2023). Nonetheless, ROA decreased to about 2.8% in 2025, during which total assets grew at a high rate, whereas net income decreased. This demonstrates that Tesla has a high level of investments in capacity that is yet to be converted into a commensurate increase in profits.
Return on Equity
[image: ]
[bookmark: _Toc224288345]Figure 5: ROE
(Source: Excel)
Return on equity is used to determine the profitability of the shareholders compared to the money invested by them. The ROE of Tesla shot up to over 23.5% compared to 17.5% in 2021 to show that it has created high shareholder value throughout the expansion process. According to Peng (2025), profitability expectations and technological innovation play a significant role in making investors confident about Tesla, which is why the company has a high market valuation.
[bookmark: _3gystbg06wd1][bookmark: _Toc224288357]2.3 Liquidity Ratio Analysis
Liquidity ratios analyse the capacity of the business to fulfil the short-term financial commitments with the help of its current assets (Gunawan, 2023).
Current Ratio
[image: ]
[bookmark: _Toc224288346]Figure 6: Current Ratio
(Source: Excel)
The current assets of Tesla have risen to a great extent compared to the figure of about $27.1 billion in 2021, to $40.9 billion in 2022 and $68.6 billion in 2025 (Annual Report, 2024). The current liabilities rose by a margin of 19.7 billion in 2021 to about 31.7 billion in 2025, respectively. Consequently, the current ratio of Tesla grew to $2.16 in 2025, as compared to $1.37 in 2021. This is a strong sign of financial position in the short term and a comfortable capacity to fulfil short-term liabilities.
Quick Ratio
[image: ]
[bookmark: _Toc224288347]Figure 7: Quick Ratio
(Source: Excel)
The quick ratio is a more stringent measure of liquidity because it does not include the inventory as part of current assets (Cui and Chen, 2025). The increase in production capacity is seen by the fact that Tesla's inventory increased from $5.7 billion to $12.4 billion in 2021 and 2025, respectively (Annual Report, 2024). The current ratio increased to 1.77 in comparison to 1.09, which shows that the company is highly liquid despite unstable supply chains.
[bookmark: _hi5ngyru3e8x][bookmark: _Toc224288358]2.4 Efficiency Ratio Analysis
Efficiency ratios are those ratios used to assess the effectiveness with which a company makes use of its assets and operating resources to bring revenue (Majka, 2024).
Asset Turnover
[image: ]
[bookmark: _Toc224288348]Figure 8: Asset Turnover Ratio
(Source: Excel)
The total assets of Tesla grew tremendously, as the company had about $62.1 billion dollars on December 2021 and up to $137.8 billion dollars on December 2025, which indicates significant investments in gigafactories, battery technology and worldwide production (Annual Report, 2024). The growth in revenue was not able to grow at an equal rate with the growth of the assets. Consequently, Tesla began to decrease its asset turnover ratio by getting down to 0.69 in 2025 compared to 0.87 in 2021. Li (2025) described Tesla to use a vertically integrated production strategy, which necessitates massive capital planning of the manufacturing system. This, in the short term, makes its assets inefficient in the expansion stages.
Inventory Turnover
[image: ]
[bookmark: _Toc224288349]Figure 9: Inventory Turnover Ratio
(Source: Excel)
Inventory turnover is the rate at which an organisation sells and replaces inventory within a specific time. The inventory turnover of Tesla has decreased from about 7.0 times in 2021 to about 6.3 times in 2025 as the production capacity has grown across the world. Nevertheless, Tesla continues to have relatively efficient inventory management in comparison to the traditional automotive producers as a result of the built-in supply chain system. Comparison of Tesla with other electric car producers reveals that supply chain integration and advanced production processes enhance the efficiency of operations (Li, 2025).
[bookmark: _49t42ayaicle][bookmark: _Toc224288359]2.5 Gearing / Solvency Analysis
The solvency ratios examine how a company can fulfil its long-term financial commitments and check on the stability of the capital structure of a company. The total debt of Tesla grew to $14.7 billion in 2025, whereas the shareholder equity was growing to $82.9 billion during this time span (Annual Report, 2024). Consequently, the debt-to-equity ratio decreased from 0.28 to 0.18 in 2025, which means that it increased its dependence on equity financing [Refer to Appendix D]. According to Ding (2025), since Tesla has a comparatively low leverage, the company becomes more stable financially and less likely to go bankrupt in the long term. The stock performance of Tesla is also determined by investor sentiment, as well as technological advancements (Iqbal and Efendi, 2025).
[bookmark: _ccre8ll18hsk][bookmark: _Toc224288360]2.6 Investment and Cash Flow Analysis
The cash flow analysis shows that Tesla is financially viable and can sustain its development in the future. The cash flow operation is getting stronger, as the case is, approximately the same increase in Cash flow operation as in 2021 of about $11.5 billion to 2022 of about $14.7 billion and further to 2024, which is about $14.9 billion, signifying a good cash operation in the core operations (Annual Report, 2024). The capital expenditure has increased in 2021 to $6.5 billion [Refer to Appendix A]. this was further increased to more than $11.3 billion in 2024, primarily aimed at gigafactories and battery production. Chari and Ferreira (2025) stated that the long-term strategy of Tesla is supported by constant investments in the infrastructure of technology and renewable energy.

[bookmark: _lt3t4pcgtalo][bookmark: _Toc224288361]3. Working Capital Management Analysis
[bookmark: _arlp0ue0s4c2][bookmark: _Toc224288362]3.1 Tesla’s Cash Operating Cycle
Cash operating cycle, sometimes known as cash conversion cycle (CCC), is a measurement of the duration it takes the company to turn investments on inventory and other operating resources into cash inflows from customers. As stated by Asman et al., (2022), this cycle gives a valuable measure of working capital efficiency since it shows the speed of the firm to raise liquidity as a result of core business operations. In capital-intensive businesses like the automotive manufacturing business, efficient management of the working capital is especially essential as the production cycle requires huge investments in the inventory, raw materials and machinery used in the manufacturing process. The amount of inventory that Tesla had actually grew tremendously in the period under analysis. The period of 2021 was when the inventory was around $5.7 billion, and by 2025, the growth of global production capacity and an increase in vehicle delivery volumes took place. This is why the inventory grew by approximately $7 billion to $12.4 billion (Annual Report, 2024). This growth was considerably supported by the growth of Tesla's giant factories and the rising demand for electric cars in foreign markets. There was also an improvement in the receivables over the same period when the world sales had grown. The accounts receivable of Tesla rose, as a percentage of the revenue, to $4.7 billion in 2025, which is more than it was in 2021 (approximately $2.0 billion), meaning that a higher number of sales were held as credit sales but not yet turned into cash (Annual Report, 2024). Nevertheless, the ratio of Tesla receivables is still very low in relation to the total revenue, which indicates that the company receives payments rather quickly [Refer to Appendix C].
The accounts payable grew because in 2021, there were about $10.0 billion, and in 2025, it was 13.4 billion, which demonstrates that Tesla has a good supplier financing setup (Annual Report, 2024). With longer terms of payment to its suppliers, Tesla will be able to finance its working capital needs without any further external financing. According to Soliman (2025), the vertically integrated manufacturing model enables Tesla to have supply chains that are more coordinated than those of the traditional automotive manufacturers. The dynamic production planning systems and the intertwined logistic networks of the company serve to minimise the delays in the operations and enhance the efficiency of the inventory turnover. In sum, the working capital structure of Tesla shows that its cash operating cycle is rather efficient. High speed of customer payments and long supplier payment terms enable the company to have high operational liquidity and help it to sustain high production growth on a large scale.
[bookmark: _js6j3v78nx5b][bookmark: _Toc224288363]3.2 Liquidity Improvement Strategies
Despite the fact that Tesla has a good working capital performance, there are a number of strategies that can optimise the liquidity and minimise the operational risk. The cost of storage and cash flow can also be improved by improving the inventory management with better demand forecasting and production planning. Artificial intelligence and data analytics are digital technologies that can be used to improve coordination of the supply chain and operational efficiency (Cheng, 2025). Liquidity can also be enhanced by faster payment systems and digital platforms to collect their receivables. The Tesla sales model through direct-to-consumer sales already facilitates effective payment processing. According to Liang and Yubin (2025), the Tesla software-based systems enhance the management of financial data and the coordination of supply chains. Improved working capital efficiency would be achieved through the stronger cooperation between suppliers, enhancing operations and stabilising it.
[bookmark: _5d2ggh98o1ts][bookmark: _Toc224288364]3.3 Financing Working Capital
A combination of short-term and long-term financing instruments can be used to finance working capital requirements. The decision on the capital structure and financial risk tolerance is determined by factors that dictate the choice of the financing method to be used (Filatova et al., 2024). Temporary working capital needs are normally financed by short-term financing. One of the most commonly used short-term financing methods in manufacturing industries is trade credit. By withholding payments owed to its suppliers, businesses are able to fund through withholding part of its operation expenses. Other short-term financing instruments are bank overdrafts, short-term loans and commercial papers. These tools give the company a degree of flexibility and enable the company to react fast to changes in demand of production or disruptions in the supply chain. Permanent working capital needs can also be facilitated by the use of long-term funding options. These alternatives are corporate bonds, equity financing and retained earnings. Equity financing has traditionally been more prominent at Tesla because of the high confidence of the investors in the prospects of growth in the long-term.
The study of the Tesla financial strategy indicates that the availability of equity markets gives the firm a comparatively stable source of funds as opposed to the highly leveraged conventional automotive producing firms (Ding, 2025). Various financing instruments are gaining prominence in the electric vehicle sector, with companies striving to make their financial strategy more in line with the sustainability objectives. According to Cui and Chen (2025), green bonds are a new financing tool that is being employed to finance environmentally friendly projects in the automobile industry. There are green bond financing options that Tesla can use to finance their purchases of renewable energy infrastructure, battery technology and environmentally friendly manufacturing plants. These types of financing not only raise capital but also improve corporate reputation and ESG performance. On the whole, the balanced financing plan, comprising internal cash flows, short-term credit facilities, and sustainable financing instruments, would enable Tesla to remain financially flexible without jeopardising further international growth.
[bookmark: _lw3nbzynv9aq][bookmark: _Toc224288365]4. Strategic Financial Restructuring Plan
[bookmark: _r6vmdx3yfzrd][bookmark: _Toc224288366]4.1 Need for Financial Restructuring
Financial restructuring is a term used to refer to strategic adjustments in the capital structure, investment priorities, and financial management policy of a company in a bid to enhance its long-term stability and profitability. Despite a good financial growth at Tesla, there are a number of issues that point to the necessity of financial restructuring. Among the significant issues is the fact that the competition in the electric vehicles industry has been growing fast. The existing electric vehicle producers, including BYD and NIO, as well as the classic manufacturers transitioning to electric vehicles, have increased the competitive pressure. Consequently, Tesla has to keep investing in innovation, technology and manufacturing effectiveness in order to ensure the lead in the market. Chinta and Chinta (2025) describe how the industry of electric vehicles is highly competitive in terms of rapid change in technologies, and companies have to constantly change their financial strategy.
The other reason is an increase in the cost of technological innovation. Tesla spends a lot of money on artificial intelligence, autonomous driving, battery, and energy storage technologies. Liang and Yubin (2025) observed that Tesla's growth strategy is largely pegged on technological development, but its constant research investment needs robust financial planning that will keep it profitable. Costs of production are also raised by macroeconomic forces like inflation, price fluctuations in commodities and the commodity supply chain. Also, global expansion entails the Tesla Company spending a lot of capital to build gigafactories in the United States, China, and Europe. Thus, the financial restructuring should be done strategically to enable it to sustain itself in the long term and compete.
[bookmark: _2o712i2x131][bookmark: _Toc224288367]4.2 Proposed Financial Restructuring Strategies
As per Siddiqa (2023), there are a number of financial restructuring options that can help enhance the financial position of Tesla and facilitate long-term expansion. One of these measures is to increase equity financing since Tesla is a highly valued company in the market, and a capital increase can be achieved without a substantial rise in financial risk. The other benefit of equity financing is that it saves on interest costs and also enhances the flexibility of the financial position when there is uncertainty in the economy. A further way of cutting down the research and development costs would be strategic alliances with technology companies and battery suppliers, which would enhance supply chain stability as well. The other important strategy is diversification into the renewable energy and energy storage business. The solar energy systems and battery storage can be expanded to create more sources of revenue and minimise the dependence on selling vehicles. According to Luo (2025), electric transportation coupled with renewable energy can enhance the competitiveness of Tesla in the long run. Moreover, the sale of non-core assets and automation of the manufacturing process might promote operational performance. Such measures would enhance the financial flexibility of the Tesla Company as well as promote technological innovation and internationalisation.
[bookmark: _hmnbunf928r8][bookmark: _Toc224288368]4.3 Impact on Shareholder Value and Capital Structure
Restructuring in terms of finance has a major effect on the shareholder value and corporate financial stability (Siddiqa, 2023). Perhaps one of the most vital results of restructuring is that Tesla may improve its capital structure. The balanced capital structure is one that ensures the financial stability of the company, besides facilitating long-term investment. Tesla has a comparatively conservative level of capital structure compared to most traditional automotive manufacturers. The debt-to-equity ratio of the company has decreased to about 0.18 in 2025 from 0.28 in 2021, showing that Tesla has been more dependent on equity capital rather than debt capital [Refer to Appendix D]. Such a low leverage level minimises the financial risk and enhances the capacity to endure the economic uncertainty of the company. Debt financing could be minimised in a way that can also enhance the credit rating of Tesla and lower the interest payment in the long run. Reducing financial risk positively affects investor trust and could have a positive impact on the market value of Tesla.
According to Cao (2025), financial forecasting models suggest that there is a very good relationship between technological innovation and the stock market performance of Tesla. Tesla is usually analysed by investors in terms of the future growth potential and not profitability in the short run. Innovation and investment in long-term technological development can be achieved through financial restructuring strategies, which are in turn likely to increase shareholder value by increasing investor expectations of future growth. Artificial intelligence, autonomous driving systems and advanced battery technology investments can lead to Tesla gaining a large competitive advantage in long-term. The other significant effect of financial restructuring is on dividend policy and retained earnings. This will enable Tesla to save profits and not pay huge dividends, but instead use the money to invest in research and development initiatives. This kind of reinvestment promotes the ongoing technological innovation and reinforcement of the long-term market position of the company. The study of the role of investment in the automotive sector has indicated that having enough capital reserves is crucial to meet the sizeable technological initiatives and investment in infrastructure (Zhang, 2025). Thus, a successful approach of financial restructuring must be geared towards balancing the capital investment, risk management and shareholder value creation.
[bookmark: _rt5wcmha5k0l][bookmark: _Toc224288369]4.4 International and Ethical Considerations
Tesla is a company with a very globalised business environment, where the main production facilities and markets are located in North America, Europe and Asia (Tesla, 2025). This international outlook puts financial pressure in terms of fluctuations in exchange rates, trade policies and economic uncertainty. Currency movements, including the fluctuations between the US dollar, euro and Chinese yuan, may also affect the cost of production and revenue of the international operations. Strategies of good financial risk management, such as currency hedging are thus necessary in order to have a stable financial performance. The inflation world over also influences the cost of production, especially on raw materials in the production of batteries. The lithium, cobalt and nickel prices have been very volatile in recent years, which adds more financial uncertainties to the electric vehicle industry.
Another component of the corporate strategy of Tesla is environmental sustainability. The firm has an objective of speeding up the worldwide shift toward sustainable power and lowering the level of carbonated emission in transportation. As per Yang (2025), the environmental, social and governance strategy at Tesla enhances the corporate reputation and sustainability in the long run. Liu and Zhou (2025) also point out that corporate social responsibility enhances organisational resilience and trust among stakeholders. Conscious supply chain and social responsibility in sourcing of battery materials are thus a necessity in ensuring that it has sustainable growth and credibility worldwide.

[bookmark: _51e1aaxejgcy][bookmark: _Toc224288370]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc224288371]5.1 Overview of Capital Budgeting in Strategic Investment
Capital budgeting is an important financial decision-making process which is used to analyse the long-term investment prospects and see whether they are worth the money. It is more especially with capital-intensive sectors like the manufacturing of automotive, to which companies spend a lot of money on technology, infrastructure and facilities of production. According to Zhang (2025), such investments are very powerful in terms of long-term shareholder value and competitive advantage. Tesla continues to invest in gigafactories, battery technology and autonomous driving systems as the way to keep growing. Techniques applied by the financial managers to measure the performance of investments and to justify strategic decisions to allocate capital encompass payback period, accounting rate of return, net present value, internal rate of return and profitability index.
[bookmark: _ar1lwnsgjqqs][bookmark: _Toc224288372]5.2 Payback Period (PBP) Analysis
Payback period is a prototype of a capital budgeting method that is employed to gauge the duration of time of a project that is required to cover the initial investment with the help of cumulative cash inflows. Its popularity is due to the fact that it offers a fast evaluation of the risk and liquidity of investments. In this scenario, every project will need a capital start-up of 50 million dollars. Project A will yield the inflows of the value of $10m, 12m, 14m, $10m and 8m, totalling $54 million. Project B generates constant cash flows of $11 million every year, amounting to 55 million. Project C will yield $5m, $10m, $20m, $25m and $5m and the total cumulative inflow of the project will be $65m. Project C will pay back its initial investment sooner than Projects A and B due to higher cash flows in the intermediate years, which will mitigate financial risks and enhance liquidity. It is because money will be recouped at an earlier stage and can be invested in other ventures (Zhang, 2025).
[bookmark: _zi4a81yxogdo][bookmark: _Toc224288373]5.3 Accounting Rate of Return (ARR)
The accounting rate of return (ARR) is a measure that measures the performance of the investment based on the annual accounting profit that the project yields as compared to the initial investment cost. ARR is determined in the following formula:
ARR = [Average Annual Profit ÷ Initial Investment]
Since all the projects need the same initial capital, that is $50 million, the project with the greatest overall profit shall result in the greatest ARR [Refer to Appendix E].
· Project A produces a total cash inflow of $54 million in five years. The mean yearly cash flow is thus about $10.8 million dollars.
· Project B generates a total inflow of $55 million and therefore a cash inflow of an average of $11 million annually.
· Project C has a total inflow of $65 million, which has an average annual cash inflow of $13 million/annum.
As analysed, Project C generates the highest average annual profit, which means that it generates the highest accounting rate of return. The greater ARR indicates that project C is more profitable in terms of profitability, and as compared with the cost of investment. ARR would be of use especially to managers since it is founded on accounting information and is not difficult to interpret. The approach, however, fails to include the value of money over time and, as such, ought to be applied along with other capital budgetary methods. Investigations regarding financial decision-making in technological firms highlight that the combination of numerous investment appraisal techniques is critical in the evaluation of strategic projects (Zhang, 2025).
[bookmark: _x0q08kop505c][bookmark: _Toc224288374]5.4 Net Present Value (NPV) Analysis
One of the most dependable methods of investment appraisal is commonly regarded as net present value (NPV) since it takes into account the time value of money (Cotter, 2023). The NPV technique finds the present value of the cash inflows that are expected in future using a certain discount rate, usually the cost of money of the company. The rate of discount in this analysis is taken to be 10%. The NPV formula calculates the discounted present value of all the inflows of cash expected annually, and then the initial investment is deducted. Based on this method, the approximate values of NPVs of the three projects are:
· Project A: $4.6 million
· Project B: $8.3 million
· Project C: $1.8 million
Project C has the largest NPV of all alternatives, although none will yield a positive NPV at the discount rate set. The greater the NPV, the greater the economic value the project will generate as compared to the cost of investment. Negative NPV indicates that the project is not yielding the necessary rate of return following the discount rate assumed. Nevertheless, there are still cases when a company is interested in projects whose NPV is slightly negative when there are strategic advantages, such as the development of technologies or entering a new market. It is revealed by Shou (2022) that NPV is the most theoretically reasonable technique of the long-term investment assessment due to its ability to quantify the value, which is based on the shareholders' interests.
[bookmark: _o3ba1ftwov7w][bookmark: _Toc224288375]5.5 Internal Rate of Return (IRR)
The internal rate of return (IRR) is a discount rate at which the net present value of a project would hit the mark of zero. From the perspective of Wangchuk (2022), it is the percentage rate of return that the cash flows of a project would justify. It is extensively applicable as the outcome can be easily compared with the desired rate of return or cost of capital of a company. The higher the value of the IRR of a project, the more attractive the investment is. Project C has the highest IRR in this analysis as it has higher inflows of cash in the third and fourth year, whereas Projects A and B have lower returns since the cash flow is smaller or evenly distributed. IRR is considered to be among the most common techniques of capital budgeting in corporate finance.
[bookmark: _d225fak5o7ki][bookmark: _Toc224288376]5.6 Profitability Index (PI)
Profitability index (PI) is used to estimate the relationship between the present value of future cash inflows and total investment (Al-Ali and Al-Shabeeb, 2024). The following formula is used to calculate it:
Profitability Index = [Present Value of Cash Inflows ÷ Initial Investment]
A profitability index of more than one means that the amount of money coming in as a present value is higher than the amount of money invested. On the other hand, a profitability index of less than one implies that the project is not profitable enough. In terms of discounted cash flow, Project C has the highest profitability index, as compared to the other two options. This outcome shows that Project C has the highest level of financial value when compared to the cost of investment. The profitability index is also especially helpful in situations where companies have capital limitations, since it enables the financial managers to focus on projects that will yield maximum value per unit investment. Financial studies on corporate investment procedures point out that the profitability index is commonly combined with the NPV analysis in instances when firms have to deploy restricted financial resources among various initiatives.
[bookmark: _f9yivccujfhk][bookmark: _Toc224288377]5.7 Investment Decision Recommendation
Upon comparing the three investment projects on the basis of the various methods of capital budgeting, Project C would be the most appealing project in terms of financial appeal. Project C has the greatest cumulative cash inflows of $65 million, the shortest payback period, and the highest accounting rate of return. Besides, Project C gives the largest NPV and IRR of the three alternatives. Project C is, therefore, estimated to be the best-performing project in terms of financial performance when measured by various criteria. In the strategy, the liquidity position of Tesla can also be enhanced through choosing projects that have greater mid-term cash flows to create greater cash flows in the initial years of investment. The analysis of the capital budgeting thus gives a recommendation that Project C must be given priority in consideration of individual investment opportunities.
[bookmark: _4mwtopmnj2x4][bookmark: _Toc224288378]5.8 Capital Rationing Decision
Capital rationing is the process when company lacks many financial resources and must decide between competing investment projects (Filatova et al., 2024). Tesla has a maximum limit of investment in this case, and can only choose two projects since each project needs a starting capital of $50 million dollars. Projects A and C give the best financial value when taking into consideration the cumulative cash flow analysis. The total inflows of Project A are $54 million, and the total inflows of Project C are $65 million, which makes $119 million in a period of 5 years. This is a combination that maximises the overall financial returns whilst diversifying. The capital budgeting theory focuses on making optimal decisions concerning project combinations that are financially constrained.

[bookmark: _2vazqtkqqct1][bookmark: _Toc224288379]6. Conclusion
As the global electric vehicle market has grown, Tesla has seen its financial growth, and revenue has almost doubled in the last three years, between 2021 and 2023. Even though the profitability had reached the highest level during this period, it slightly decreased because of the increased competition and the operational expenses. Liquidity analysis demonstrates that Tesla has a high short-term financial position, which is backed by large cash reserves. Nevertheless, the high capital investments have augmented the overall assets and, in the short run, minimised the efficiency of assets. The long-term competitiveness can be reinforced through strategic financial restructuring, such as the use of equity financing, partnerships and technological investment. The capital budgeting findings suggest that Project C is the best choice, whereas choosing Projects A and C under capital rationing will give the highest returns in terms of finances.
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[bookmark: _Toc224288385]Appendix D: Ratio Analysis
	
	
	Year

	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Gross_Profit_Margin
	Gross Profit / Revenue
	0.253
	0.256
	0.182
	0.179
	0.180

	Operating_Margin
	Operating Income / Revenue
	0.121
	0.168
	0.092
	0.078
	0.046

	Net_Profit_Margin
	Net Income / Revenue
	0.103
	0.154
	0.155
	0.073
	0.040

	ROA
	Net Income / Total Assets
	0.089
	0.152
	0.141
	0.058
	0.028

	ROE
	Net Income / Equity
	0.175
	0.274
	0.236
	0.096
	0.046

	Current_Ratio
	Current Assets / Current Liabilities
	1.375
	1.532
	1.726
	2.025
	2.164

	Quick_Ratio
	(Current Assets − Inventory) / Current Liabilities
	1.083
	1.051
	1.252
	1.608
	1.774

	Debt_to_Equity
	Total Debt / Equity
	0.281
	0.125
	0.150
	0.185
	0.178

	Asset_Turnover
	Revenue / Total Assets
	0.866
	0.989
	0.908
	0.800
	0.688

	Inventory_Turnover
	COGS / Inventory
	6.986
	4.721
	5.806
	6.677
	6.273



(Source: Excel)
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[bookmark: _Toc224288386]Appendix E: Investment Appraisal
	Project
	Initial Investment
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	NPV
	IRR

	A
	-50000000
	10000000
	12000000
	14000000
	10000000
	8000000
	-8675823.19
	0.02722

	B
	-50000000
	11000000
	11000000
	11000000
	11000000
	11000000
	-8301345.54
	0.032635

	C
	-50000000
	5000000
	10000000
	20000000
	25000000
	5000000
	-1983843.63
	0.085868



	Project A
	 

	Year
	Cash Flow
	Cumulative Cash Flow

	Initial
	-50000000
	-50000000
	 

	Year 1
	10000000
	-40000000
	 

	Year 2
	12000000
	-28000000
	 

	Year 3
	14000000
	-14000000
	 

	Year 4
	10000000
	-4000000
	 

	Year 5
	8000000
	4000000
	 

	Payback = 4 + (4000000 / 8000000)
	4.5 years

	
	
	
	

	
	
	
	

	Project B
	 

	Year
	Cash Flow
	Cumulative Cash Flow

	Initial
	-50000000
	-50000000
	 

	Year 1
	11000000
	-39000000
	 

	Year 2
	11000000
	-28000000
	 

	Year 3
	11000000
	-17000000
	 

	Year 4
	11000000
	-6000000
	 

	Year 5
	11000000
	5000000
	 

	Payback = 4 + (6000000 / 11000000)
	4.55 years

	
	
	
	

	
	
	
	

	Project C
	 

	Year
	Cash Flow
	Cumulative Cash Flow

	Initial
	-50000000
	-50000000
	 

	Year 1
	5000000
	-45000000
	 

	Year 2
	10000000
	-35000000
	 

	Year 3
	20000000
	-15000000
	 

	Year 4
	25000000
	10000000
	 

	Year 5
	5000000
	15000000
	 

	Payback = 3 + (15000000 / 25000000)
	3.6 years



(Source: Excel)
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Period Ending: anz anz a2 sz a2 sz
A Cash from Operations & 1,497 4,724 13,256 14,923 14,747
Cash from Operations Growth ) +93.45% +28.07% -9.97% +12.58% -118%
Net Income & 5,519 12,556 14,997 7,001 3,794
Depreciation & Amortisation, Total & 2,9m 3543 4,667 5368 6148
Amortisation of Deferred Charge. &) - - - - -
Other Non-Cash ltems, Total & 2,400 2,337 -4760 2,383 4763
Change in Net Operating Assets & 667 3,712 2,248 8 642
A Cash from Investing & -7,868 1,973 -15,584 -18,787 -15,478
Cash from Investing Growth & -1s121% -5217% -3016%  -20.55% +1761%
Capital Expenditures (CapEx) & 514 7163 -8,899 -11,342 -8,527
Sale of Property, Plant, and Equi.. &) - - - - -
Cash Acquisitions 5] - - -64 - -
Divestitures & - - - - -
Other Investing Activities & 1354 -4,810 -6,621 7,445 -6,951
A Cash from Financing & -5,203 -3,527 2,589 3,853 1139
Cash from Financing Growth @ 1527%  +32.21%  +173.41%  +48.82%  -70.44%
Total Debt Issued & 8,883 - 3,931 5,744 5,586
Short Term Debt Issued, Total 5] - - - - -
Long-Term Debt Issued, Total & 8,883 - 3,931 5,744 5,586
Total Debt Repaid & -14,615 -3,866 1815 -2,881 5,650

&

Short Term Debt Repaid, Total
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Short Term Debt Repaid, Total
Long-Term Debt Repaid, Total
Issuance of Common Stock
Repurchase of Common Stock
Issuance of Preferred Stock
Repurchase of Preferred Stock
Common & Preferred Stock ...
Special Dividend Paid
Other Financing Activities

Foreign Exchange Rate Adjustm...
Miscellaneous Cash Flow Adjust.
A NetChange in Cash
Beginning Cash Balance
Ending Cash Balance
Levered Free Cash Flow
Levered Free Cash Flow Gro,

Free Cash Flow Yield

* In Millions of USD (except for per share items)
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